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Chapter 1

Developments in the World Economy

General Survey

HE main features of world economic devel-
opments in 1971 were a continuation of
slow output growth coupled with inflation and
the succession of currency crises, involving capital
movements and foreign exchange reserve increases
of unprecedented magnitude, that led to the
December 18 realignment of major currencies.
During the first half of 1972 the picture with
respect to certain aspects of these problems
improved significantly. However, the period around
the middle of the year, marked by the floating of
the pound sterling, was characterized by renewed
unrest in the foreign exchange and gold markets
and by an intensification of exchange controls as
difficult problems of dealing with currency flows
were faced by the authoritics of a number of
major countries. Further, it was abundantly clear
that great challenges remained for the longer run.
Among the foremost of these challenges are the
collective task of improving and reforming the
international monetary system and the national
tasks of improving the management and perform-
ance of the main industrial economies. The im-
portance and urgency of international monetary
reform were underscored by developments in the
first half of 1972, when periodic outbursts of
speculation signaled continued weakness of mar-
ket confidence in the international monetary sys-
tem, notwithstanding the major step toward resto-
ration of international payments equilibrium that
had been taken in December 1971 with the rea-
lignment of major currencies. Also fundamental is
the consideration that reform of the system cannot
prove effective unless it is accompanied by satis-
factory policies in the larger industrial countries,
which have had a record of economic instability
since the mid-1960s and now must endeavor to
control inflation while at the same time achieving
satisfactory levels of employment and rates of
economic growth. Enduring solutions of the prob-
lems in the fields of international monetary reform

and national cconomic management would be to
the benefit of all countries, developed and devel-
oping alike.

At the beginning of 1971 the international
monetary system, already strained by conditions
of fundamental imbalance in key currency rela-
tionships, was under additional pressures emanat-
ing from differences in the cyclical positions,
financial policies, and credit conditions of the
North American and European industrial centers.
Yield-induced flows of short-term capital, occur-
ring against a background of chronic basic deficit
in the U. S. balance of payments and of continu-
ing surplus in the external accounts of Germany,
Japan, and several smaller industrial countries,
were joined in the second quarter of 1971 by
speculative movements in anticipation of possible
changes in paritics. The tremendous upsurge in
capital flows led in early May to the floating of the
deutsche mark and action in the exchange field
also by four other members of the Fund.!

The respite provided by these changes in ex-
change rate policy proved brief. As the funda-
mental weakness of the U. S. balance of payments
—and corresponding strength of other countries’
positions—beccame more apparent during the next
few months, speculation was resumed at an accel-
erating tempo. A widespread feeling that price
inflation in the United States was not being
brought under control, even at a time of high
unemployment and sluggish economic growth,
contributed to an ebbing of confidence in the
dollar. On August 15, the U.S. Administration
responded to this combination of adverse circum-
stances by initiating dramatic and far-reaching
changes in its domestic and international eco-
nomic policies.

The action taken by the United States on the
external front removed one of the foundation
stones of the international monetary system as it
had operated since World War IT under the Bret-

1These actions and related responses were described
in the Annual Report, 1971, pages 3738 and 133-41.
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ton Woods Agreement. No longer were the U. S.
authoritics preparcd to convert officially held dol-
lars into gold or other reserve assets. In rcsponse
to this action by the United States, nearly all
countries ceased to ensure that exchange transac-
tions would be related to par values. These moves
set in motion a process of appreciation of most
major currencies against the dollar in the weeks
following August 15.

Generally, however, the extent of the apprecia-
tion was limited by official intervention in the
exchange market or by measures taken to curb
capital inflows. During this period, strong upward
pressures on exchange rates and/or increases in
reserves were sustained by the continuing basic
deficit in the U. S. balance of payments, as well as
by additional capital flows reflecting market senti-
ment that further exchange rate adjustments were
probable. In these circumstances, further large
accumulations of dollars in official holdings took
place.

These increases in official foreign exchange
reserves, like the capital flows underlying them,
were uncvenly distributed among countrics.” For
many national monetary authorities, however,
severe difficulties were posed by the extraordinary
expansion of reserves during 1971, immediately
following the substantial increase that had taken
place in 1970. Except where it could be ade-
quately countered by neutralizing policy actions,
the expansion tended to generate excessive domes-
tic liquidity and thus to complicate the problems
of containing inflationary pressures. The result
was a proliferation of measures intended to dis-
courage capital inflows or encourage outflows.

In view of the clearly unsatisfactory nature of
the exchange rates, exchange arrangements, and
related expedients introduced after August 15,
consideration was soon given to their replacement
by a more viable regime. The intcrim of about
four months bcfore negotiating cfforts came to
fruition was a period of general uncertainty and
confusion. Although it was clear that most
exchange rates were moving in the right direction,
in view of the evident overvaluation of the dollar,
judgment as to the suitability of the cmerging

2 Distributional aspects of the recent expansion of in-
ternational reserves are discussed, along with composi-
tional changes and other important characteristics, in
Chapter 2.

exchange rate pattern was rendered difficult by
such factors as varying degrees of official exchange
market intervention, thc temporary import sur-
charge that had been imposed by the United
Statcs on August 15, the various restrictions on
capital movements instituted by other countries,
and cyclical influcnces on trade positions. The un-
precedented character of the situation presented
serious problems not only for the major industrial
countries most immediately involved but also for
the developing and other primary producing coun-
tries, which were apprehensive of the adverse
effects of exchange rate fluctuations, the accom-
panying uncertainties, and the U. S. surcharge.

By mid-November there was widespread con-
cern that continuation of the prevailing situation
would threaten to produce severe cconomic effects
—that a prolonged period in which exchange rates
continucd to float without guidelines for their
regulation or for rcconciliation of conflicting na-
tional objectives, and in which restrictive practices
increased, would breed hesitation in private and
public planning, procurcment, and investment,
with dcflationary conscquences. The desire to
avert such a constrictive development in the world
economy was high among the considerations that
led to the Smithsonian Agrecment of December 18,
1971, providing for a rcalignment of exchange
rate relationships among major currcncics as the
first essential move to climinate the disequilibria
in international payments. The most impor-
tant aspects of this rcalignment werc the deprecia-
tion of the U.S. dollar in terms of gold and of
special drawing rights (SDRs) and the apprecia-
tion (in the same terms) of the Japanese yen and
the decutsche mark, as well as the Netherlands
guilder and the Belgian franc. There was little or
no change in the gold or the SDR valuc of other
major currencics, and the Canadian dollar con-
tinued to float.® This pattern of changes had the
overall effect of leaving the valuc of the SDR
(and of reserve positions in the Fund) approxi-
mately unchanged in relation to major currencics
in gencral.

3 Although formal action establishing a new par value
of the U.S. dollar, based on an officiul price of $38 an
ounce for gold, was not completed until May 8, 1972,
the U.S. Administration committed itself in the Smith-
sonian Agreement to seek—following negotiations on
certain short-term issues relating to trade arrangements—
congressional approval of a 7.89 per cent devaluation of
the dollar against gold.
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DEVELOPMENTS IN THE WORLD ECONOMY 3

In addition to the pattern of exchange rate
changes, the Smithsonian Agreement had several
other important aspects. These included an under-
standing among the participants with respect to
consideration of long-term reform or improve-
ment of the international monetary system, a pro-
vision for temporary wider margins of exchange
rate fluctuations, and agreement by the United
States on an immediate removal of its temporary
import surcharge. On the same day, December 18,
the Exccutive Directors of thc Fund adopted a
decision providing for a temporary regime of
wider margins and central rates. Under this,
exchange rates in transactions between a member’s
currency and its intervention currency can move
within margins of 2V4 per cent on cither side of
the parity relationship between them as indicated
by par values or central rates, and as a result
maximum margins of 412 per cent are possible in
relation to other currencies.

The realignment of exchange rates among the
major countries was quickly followed by adapta-
tions of the exchange rate policies of many other
countries, whose authorities, in making their deci-
sions about adjustments of their own exchange
rates, had to weigh a number of complex consid-
erations. The decisions actually made by develop-
ing countries resulted, on the average, in a mod-
erate depreciation of their currencies in relation
to those of the developed countries.

For several months after the realignment, mar-
ket confidence remained vulnerable to even minor
shocks emanating from the flow of economic and
political news. Moreover, the reflux of speculative
capital to the United States that was widely
expected to follow the realignment was deterred by
both international differences in interest rates and
a variety of special factors, including the initial
pattern of market exchange rates within the newly
widened margins and lack of public appreciation
of the lags with which the intended effects of
exchange rate changes are felt. In the absence of
such a reflux, the continuing basic deficit in the
U. S. balance of payments resulted in further addi-
tions to foreign official dollar holdings in the first
quarter of 1972. Nevertheless, a calmer exchange
market atmosphere emerged toward the end of
that period; it prevailed until mid-June, when the
pound sterling came under downward pressure.

Heavy outflows of short-term capital led to a large
and accelerating loss of net U. K. reserves, pre-
cipitating the decision by the U. K. Government on
June 23 that for the time being the pound sterling
would be allowed to float. The U. K. authorities,
in announcing that decision, expressed their view
that there was nothing in the country’s current
economic situation to justify the short-term capital
movements that had given rise to the floating,
which they emphasized was temporary. As a
result of subsequent exchange markct develop-
ments, the pound fell from around US$2.58 just
before the float to a range of US$2.42-2.45 in
the first half of July.

In response to the action on sterling, 15
member countries that have close trading and
financial ties with the United Kingdom and whose
currencies were pegged to the pound decided to
maintain that peg, thus allowing their currencies
to float with sterling. (See Appendix Table 1.1.)
However, a number of other countries with cur-
rencies previously pegged to the pound sterling
abandoned such a peg and maintained the cxisting
relationship to gold or the U.S. dollar. Actions
slightly variant from these were taken by a few
other sterling area countries. Still other mecmbers
of the area, having already pegged their currencies
to gold or the U. S. dollar, maintained that rela-
tionship.

During the second quarter of 1972 the private
market price of gold, after having risen from
about $42 an ounce at the time of the Smithsonian
Agreement to a range of about $48-49 an ounce
from early February to the end of April, increased
rapidly from early May to early June, when it
briefly exceeded $65 an ounce. After falling back
to somewhat above $60 an ounce in the middle
weeks of June, the price rose again toward the
end of the month and remained above $65 an
ounce during the first half of July. These price
movements appear to have reflected a variety of
factors. On the supply side, where the level of
current production was somewhat reduced, the
marked improvement of South Africa’s balance
of payments after the end of 1971, together with
changes in sales by some other suppliers, resulted
in a substantially lower volume of gold sales on
the free market. Demand, however, was strong,
as the surge in speculative demands for gold dur-
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4 ANNUAL REPORT, 1972

ing the first half of 1972—reflecting uncertainty
about the future role of gold and uneasiness
regarding the stability of currency relationships—
was superimposed on a generally buoyant under-
lying trend of industrial, artistic, and traditional
hoarding demands.

A new factor in the operation of exchange mar-
kets after December 1971 was the maintenance
by a number of countries of wider margins within
which their exchange rates could fluctuate. The
rates emerging under these arrangements tended
to deter or encourage capital movements in par-
ticular instances. However, the period since the
introduction of wider margins has been too brief,
and too strongly affected by special circumstances,
to permit generalization about the impact of these
margins on the management of capital flows by
national monetary authorities. A development of
even more recent origin (April-May 1972) was
the agreement by members and prospective mem-
bers of the European Economic Community to
limit fluctuations of their currencies in relation
to each other to 2% per cent, thus reducing by
one half the maximum range that would be asso-
ciated with maintenance by the countries con-
cerned of margins of plus or minus 2% per cent
in relation to the U.S. dollar.* This agreement,
accompanied by special arrangements for intra-
EEC settlements of balances resulting from official
interventions, was an important step toward imple-
mentation of the plan for monetary union of the
EEC countries.

An additional factor in the operation of ex-
change markets emerged toward the end of July,
when it became known that the United States had
intervened in its exchange market for its own
account, The U. S. authorities indicated that they
might from time to time initiate such intervention
in circumstances where they considered it would
produce useful effects and that foreign currencies
needed for this purpose might be obtained through
the swap arrangements between the United States
and certain other industrial countries. It was
emphasized, however, that no basic change in

4+ With the floating of their currencies late in June, the
United Kingdom and Ireland suspended their participa-
tion in this special EEC arrangement; at about the same

time, Denmark also suspended its participation in the
arrangement.

policy toward international monetary reform was
involved.

In the nonfinancial sphere, expansion of output
in the industrial countries during 1971 had proved
unexpectedly weak. Economic recovery proceeded
at a moderate pace in the United States, where
demand management policy—in view of the sub-
stantial gap between output and productive capa-
city that had opened up in the endeavor to curb
inflation—had turned expansionary during 1970;
and the slowdowns in Japan and Europe were still
running their course. This sluggishness of the
industrial economies depressed the growth of
world trade and had a particularly dampening
influence on the prices of commodities exported
by many primary producing countries.

At the same time, import costs of the primary
producing countries were raised by the continuing
inflation of prices in the industrial countries. Pro-
gress toward abatement of inflation in the latter
countries was considerably less than had been
expected by national authorities at the beginning
of the year, even though the degree of slack and
unemployment—while differing substantially from
country to country—was on average probably
greater by the latter part of 1971 than at any pre-
vious time since the early postwar period.

As of mid-1972 the short-run economic outlook
appeared more hopeful than it had at the turn of
the year. It indicated a sharp pickup in the overail
rate of output growth in the industrial countries
from 1971 to 1972, along with some subsidence
in the average rate of inflation. Nevertheless, the
reduced rate of inflation would still be high in
comparison with past experience, and countries
faced the prospect of continuing difficulties in
reconciling their objectives for growth and employ-
ment with those in the field of prices.

The rest of this chapter reviews recent world
economic developments in broad outline, focusing
mainly on changes in output, prices, and world
trade, and on the evolution of the balance of pay-
ments situation. It also includes a discussion of
two important matters bearing on the international
adjustment process: (1) principal aspects of the
economic impact of the currency realignment and
(2) the role of the major industrial countries in
supporting the realignment while its intended
effects emerge. The subject of international liqui-
dity is dealt with in Chapter 2. This Report does
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TABLE 1, GROWTH OF WORLD OUTPUT, 1960-71

(Percentage changes in real GNP 1)

Annual Average 2 Change from Preceding Year
1960-70 1960-65 1965-70 1967 1968 1969 1970 1971
Industrial countries

Canada 5.2 5.7 4.7 3.5 4.9 5.1 3.3 5.4
United States 4.0 4.8 3.1 2.6 4.7 2.6 -0.7 2.7
France 5.8 5.8 5.8 5.0 4.6 7.7 5.9 5.2
Germany, Federal Republic 4.8 5.0 4.7 -0.2 7.3 8.0 5.5 2.8
Ttaly 5.6 5.3 5.9 6.9 6.3 5.8 4.8 1.5
United Kingdom 2.7 32 2.1 1.6 3.6 1.9 1.8 0.9
Japan 11.1 10.0 12.2 13.2 15.5 11.9 10.5 6.1
Total, seven major countries 4.8 52 4.4 3.5 5.9 4.6 2.2 32
Other industrial countries 3 4.7 5.0 4.4 3.8 4.5 5.9 4.8 3.3

Primary producing countries
More developed areas 4 6.4 7.1 5.6 5.3 5.1 7.2 5.7 5.0
Less developed areas © 5.5 5.1 5.8 5.1 6.2 6.9 6.6 6.2
World ¢ 5.0 5.3 4.7 3.9 5.8 5.2 33 3.8

Sources: National economic reports; secretariat of the Organization for Economic Cooperation and Development;
secretariat of the United Nations; U.S. Agency for International Development; International Bank for Reconstruction
and Development; and Fund staff estimates.

1 Or GDP.

2 Compound annual rates of change.

3 Austria, Belgium, Denmark, Luxembourg, the Netherlands, Norway, Sweden, and Switzerland.

1+ Comprise Australia, Finland, Greece, Iceland, Ireland, Malta, New Zealand, Portugal, South Africa, Spain, Turkey,
and Yugoslavia.

5 Comprise all countries not listed above as “Industrial countries,” or as being in “More developed areas” (footnote
4 above), or as CMEA countries, mainland China, etc. (footnote 6 below).

5 All countries except the following (not covered in this Report because of absence of data): Members of the Council
for Mutual Economic Assistance—Albania, Bulgaria, Cuba, Czechoslovakia, Eastern Germany, Hungary, Mongolia,
Poland, Rumania, the Union of Soviet Socialist Republics; mainland China; and North Korea and North Viet-Nam.

not address itself to the issues of improving and crease of 32 per cent was as much as 2 per-
reforming the international monetary system, centage points below the 1969-70 rise in real gross
which will be the subject of a separate report by national product (GNP). For the United Kingdom
the Executive Directors to the Board of Governors. the increase of only 1 per cent in 1971 followed

two successive years of below-average growth in
total output. In Japan the 6 per cent rise of real

Trends in Economic Activity GNP in 1971, after a slowdown in the latter part
' of 1970, was quite low in historical perspective
Growth of output on a world-wide basis ® in and brought recessionary conditions.

1971 was again markedly below the long-run The primary producing countries as a group also
average. According to available estimates, the sustained a reduction in the growth of total output
increase in volume of total output both from from 1970 to 1971. This occurred in most of the
1969 to 1970 and from 1970 to 1971 was well 12 countries classified in “more developed arecas”
inside the 3-4 per cent range, compared with the and in three of the four broad areas comprised of
5 per cent average annual rate of expansion that less developed countries. Among thesc areas, only
prevailed over the 1960-70 decade (Table 1). the Middle East (where several of the major oil-
Among the industrial countries the continuation producing countries are located) had a higher rate
of relatively slow growth of output in 1971 was of economic growth in 1971 than in the preceding
compounded of a recovery in the United States year. The growth rate moved distinctly lower in

and Canada and a deceleration almost everywhere Africa, Asia, and the Western Hemisphere.
else. On the continent of Europe, the overall in- The rise in total output of the less developed

countries in 1971, although somewhat below that

5 For the coverage and the classification of countries : : .
used in this Report, see the list of countries and foot- in 1970, was still above t.hC average for the decade
notes 3—6 in Table 1. of the 1960s. As shown in Table 1, output expan-
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sion in the developing countries during the second
half of the decade was considerably higher than
in the first half, and lifted the overall decade aver-
age to 5V2 per cent. However, growth rates over
the decade were very uneven among this large and
heterogeneous group of countries. Growth tended
to be strongest for countries with relatively high
levels of per capita GNP; for countries with rela-
tively low levels, and accounting for two thirds of
the population in the developing world, the aver-
age annual growth of real GNP during the 1960s
was only about 4 per cent on an aggregate basis
and 1Y% per cent on a per capita basis.

Although in many individual countries produc-
tion has been affected by special or localized devel-
opments, the general course of world output in
recent years has been dominated by the combined
growth rate of the seven major industrial coun-
tries represented in Chart 1. As may be seen, this
growth rate declined from 1968 to 1970 and then,
because of cyclical recovery in the United States
and Canada, moved upward in 1971 and advanced
sharply in the first half of 1972.

Throughout most of the world, output changes
in 1971 were accompanied by strong inflationary
pressures. Although of varying intensity, these
pressures generally constituted a problem of some
years’ duration. Taken together, the industrial
countries experienced a combined price rise (as
measured by GNP deflators) of 52 per cent from
1970 to 1971—not far below the exceptionally
high rate of 6 per cent from 1969 to 1970 and
more than double the average annual rate for the
first part of the 1960s, before inflation became a
serious problem (Table 2). In the primary pro-
ducing countries, for which price performance can
best be gauged by the available data on consumer
prices, the increases in such prices from 1970 to
1971 averaged 9 per cent for both the more devel-
oped and the less developed groups and were
markedly higher than the increases from 1969 to
1970.

Conditions of slow growth combined with infla-
tionary tendencies were thus widely prevalent in
1971. With respect to the large industrial econo-
mies, underutilization of economic resources was
particularly great in the United States, Canada, the
United Kingdom, Japan, and Italy. In the other
industrial countries, where the post-1967 boom
generated inflationary pressures later than in North

CHART 1. CHANGES IN OUTPUT OF SELECTED GROUPS OF
INDUSTRIAL COUNTRIES, FIRST HALF 1968-FIrsT HALF 1972

(Percentage changes in real GNP from preceding half year,
seasonally adjusted at annual rates)
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America, the drop in the rate of output growth
from 1970 to 1971, in response to actions taken
by the authorities to repress inflationary tenden-
cies, served generally to eliminate cxcess demand,
but the degree of economic slack that emerged was
still comparatively small. Among the more devel-
oped group of primary producing countries, the
recent phenomenon of depressed economic activity
coincident with rising prices was evident in the
Southern Hemisphere countries of Australia and
New Zealand and in the European countries of
Ireland, Finland, and Spain; in several other Euro-
pean countries, including Yugoslavia and Portugal,
there was an intensification of inflationary pres-
sures simultancously with higher economic expan-
sion.

Alleviation of the widespread problems of slow
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TABLE 2. PRICE INCREASES IN INDUSTRIAL COUNTRIES, 1960-71

(Percentage changes in GNP deflators)

Annual Average !

Change From Preceding Year

1960-70 1960-65

1965-70 1967 1968 1969 1970 1971

Canada 1 1.9 4.1 3.4 3.5 4.8 4.1 3.5
United States 2.7 1.4 1 3.2 4.0 4.8 5.5 4.7
France 4.5 4.1 4.8 2.8 4.8 7.9 5.7 5.5
Germany 3.5 3.6 3.4 1.2 1.6 3.5 7.3 7.7
Italy 4.5 5.5 3.5 3.0 1.5 4.1 6.7 6.5
United Kingdom 3.7 3.1 4.2 3.7 2.8 3.5 7.8 11.0
Japan .0 4 4.7 5.3 2.8 4.1 6.7 4.4
Average, seven major countries 2 3.2 2.4 4.1 3.2 3.5 4.7 6.0 5.5
Other industrial countries 2.3 4.4 4.1 4.8 4.4 2.9 4.2 6.4 7.0
All industrial countries 2 3.3 2.5 4.1 3.2 3.4 4.7 6.0 5.6
Sources: National economic reports; secretariat of the Organization for Economic Cooperation and Development; and Fund

staff estimates.
t Compound annual rates of change.

2 Weighted average of percentage changes for individual countries, with their respective GNPs, converted to U. S. dollars at

1970 exchange rates, used as weights.

3 Austria, Belgium, Denmark, Luxembourg, the Netherlands, Norway, Sweden, and Switzerland.

growth and price inflation will depend crucially on
the trend of developments in the large industrial
countries, and especially in the United States.
Major shifts in domestic economic policy—in con-
junction with the balance of payments decisions
noted above—were launched by the U.S. Ad-
ministration on August 15, 1971, when a compre-
hensive incomes policy was inaugurated with a
90-day freeze on wages, prices, and rents, and
when a set of fiscal measures was proposed with
the aim of stimulating more rapid expansion of
the economy.

The current economic prospect in the industrial
countries may be depicted briefly as follows.

—A substantial rise in the rate of output growth
from 1971 to 1972 seems clearly indicated for
these countries as a group. According to the pat-
tern based on projections by national authorities,
this result would stem primarily from sharp gains
anticipated for the relatively depressed U. S., Ca-
nadian, and U. K. economies on the strength of
expansionary policies in force.® In the other indus-
trial countries (i.e., continental Western Eur-
ope and Japan), projected output expansion is
below longer-term trends and, consequently, there

6 For the United States, which accounts for one half
of total GNP in the industrial countries, the output pro-
jection involves a real GNP growth of 6 per cent from
1971 to 1972 and of 7 per cent from the fourth quarter
of 1971 to the fourth quarter of 1972 .

would be a general tendency to build up slack in
resource utilization—as happened during 1971.
However, within this latter group of countries,
conditions are by no means uniform. The degree
of economic slack and the strength of inflationary
forces vary considerably among the countries; in
a few of them, even on the basis of present poli-
cies, the rate of GNP expansion may accelerate
markedly in the latter part of 1972,

—Although the overall price rise in the indus-
trial countries from 1970 to 1971 was almost as
high as that in the preceding year, some lessening
of price and cost increases in the course of 1971
can be discerned. During 1972 the continuing
effort to abate inflation should be aided by a com-
bination of several circumstances: the lagged effects
of the reduction in demand and cost pressures
achieved by restrictive financial policies, the rapid
productivity gains that are characteristic of the
earlier stages of cyclical recovery, and some con-
tribution by incomes policy (especially in the
United States) in moderating wage and price
increases. According to the official economic pro-
jections of the industrial countries, better price
performance is expected, particularly in three coun-
tries: the United States, Germany, and the United
Kingdom. In these and all other industrial coun-
trics, the overall price increases expected for 1972
would still be above the rates generally typical in
the past.
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Industrial countries in general thus face a situa-
tion in which pressures of excess demand have
been eliminated, unemployment has increased, and
policies of renewed expansion are being pursued.
At the same time, cost-push forces are still strong
in a climate of deep-rooted inflationary psychology
and widespread inflationary expectations based on
the experience of recent years. The strength, or
importance, of the foregoing elements differs
markedly among countries, primarily because of
prevailing differences with respect to the current
stage of stabilization programs and to cyclical posi-
tions. Nevertheless, such a combination of ele-
ments poses a very difficult situation for the
conduct of economic policy throughout the indus-
trial world.

To help deal with this situation, many countries
have made use of incomes policy 7 as a supplement
to the instruments of demand management. The
need that various countries have felt for measures
of incomes policy—now and in the past—stems
from the capacity of business firms and labor
groups in many instances, because of imperfect
competition, to push up money incomes at rates
exceeding the economy’s long-term productivity
growth. This feature of current economic life often
makes it very difficult for fiscal and monetary poli-
cies, used by themselves, to stop a strong wage-
price spiral without costly economic and social
effects. However, incomes policy has had a mixed
record of effectiveness; and, indeed, it is most diffi-
cult to establish standards or criteria in this field,
and to build up a body of doctrine. In part, the
difficulty arises because of the very wide range of
possibilities that exist with respect to the form and
functioning of an incomes policy.® Also important
in this regard are the constraints on incomes policy
inherent in the social and political setting of indi-
vidual countries—in the attitudes of labor and
industry, the prevailing institutional arrangements,
and the scope for government leadership in the
determination of price and wage movements.

One reason why many countries turn to incomes
policy, or come back to it, is their disappointing

7 Consisting of a wide variety of possible measures—
ranging from moral suasion and voluntary guidelines
to compulsory arbitration and direct controls—to affect
the movement of wages and prices in the public interest.

8 Including the question of whether and for what pe-
riod of time such policy can be applied to advantage
without engendering a risk of undue rigidities that ham-
per long-run efficiency and growth.

experience in relying solely on demand manage-
ment policies. Since the mid-1960s, when inflation
again became a problem in the industrial coun-
tries, scrious difficultics have been found in the
application of such policies. In the United States,
Canada, the United Kingdom, and other countries,
costs and prices have registered pronounced in-
creases that showed only small response to the
relatively high margin of unused rcsources in the
economy. Analysis of the differences between
country forecasts and actual developments in
recent years indicates that relationships between
demand/cost pressures and rates of price increase
have been rather seriously misjudged in the for-
mulation of economic policy.

Some types of problems that have often ham-
pered demand management—such as the wide-
spread failures to apply corrective policies
promptly or to use the fiscal instrument more
effectively—cannot be avoided through the adop-
tion of incomes policy. But an increasing number
of countries, particularly in the past year, have had
recourse to incomes policy in the belief that it may
be helpful in carrying out a task that fiscal and
monetary policies proved incapable of handling
alone.

The greater attention that incomes policy has
been attracting under prevailing conditions is, in
essence, part of an active re-examination of eco-
nomic policies in general. At a time when early
restoration of financial stability in the industrial
countries would be highly desirable, following
their record of financial instability since the mid-
1960s, these countries face the new and difficult
situation of resuming the pursuit of expansionary
policies while the rate of price increase is still too
high. An obvious question of importance is
whether wider application of incomes policy—
supplementing a careful adaptation of the fiscal
and monetary instruments—could prove useful in
preserving or extending the progress in the fight
against inflation that countries have achieved dur-
ing recent years by means of restrictive demand
management policies.

World Trade

The development of world trade in 1971 was
marked by a below-average rate of growth in
volume, for the first time since 1967 (Table 3).
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TABLE 3. WorLD TraDE, 1960-71

(Percentage changes in U. S. dollar value and in volume)

Annual Change from Preceding Year
Average
1960-70 * 1968 1969 1970 1971
Imports
World 2 Value 9.5 11.5 13.9 14.6 11.5
Volume 8.4 12.5 11.4 9.0 5.8
United States Value 10.0 22.9 8.5 10.8 14.1
Volume 8.4 21.6 5.3 3.5 8.3
Canada Value 8.9 13.7 14.5 1.8 15.7
Volume 7.5 9.1 11.7 —-3.2 9.6
United Kingdom Value 5.2 6.5 5.3 8.9 10.5
Volume 4.6 10.6 2.2 5.8 3.5
Germany Value 11.4 16.1 23.7 19.6 15.2
Volume 10.5 18.3 18.0 14.1 10.9
Other industrial Europe 3 Value 11.1 9.5 19.5 17.1 10.5
Volume 10.1 10.4 17.9 11.3 2.7
Japan Value 15.5 11.4 15.7 25.7 4.4
Volume 14.7 13.0 15.9 19.5 1.8
Primary producing countries
More developed areas . Value 10.0 4.8 13.8 18.8 9.1
Volume 9.4 6.6 11.8 13.3 5.4
Less developed areas Value 6.5 8.8 9.8 11.8 12.0
Volume 5.4 9.9 6.7 7.7 7.0
Oil exporters ¢ Value 5.5 11.4 9.9 10.2 18.0
Volume 4.5 12.5 6.8 6.2 12.9
Other countries Value 6.8 8.3 9.7 12.3 10.5
Volume 5.7 9.4 6.6 8.1 5.5
Exports
World 2 Value 9.5 11.9 14.6 14.8 11.6
Volume 8.2 12.9 10.9 9.2 5.7
United States Value 7.7 9.5 9.7 13.7 2.1
Volume 5.6 7.9 6.3 7.5 —1.1
Canada Value 11.2 19.4 9.4 16.6 8.8
Volume 9.8 16.4 6.6 10.8 5.5
United Kingdom Value 6.2 6.8 14.1 9.9 15.4
Volume 4.8 14.5 10.3 3.6 5.2
Germany Value 11.6 14.3 16.9 17.7 14.2
Volume 9.5 16.0 12.1 8.4 6.7
Other industrial Europe 3 Value 11.1 13.1 18.1 15.8 12.6
Volume 9.7 14.1 14.6 10.8 6.5
Japan Value 16.9 24.2 23.3 20.8 24.3
Volume 16.4 241 18.0 14.0 17.0
Primary producing countries
More developed areas Value 8.9 4.9 15.5 12.3 9.7
Volume 7.7 9.0 10.7 8.4 6.7
Less developed areas Value 7.3 9.8 12.1 11.8 11.0
Volume 6.9 9.8 8.9 8.7 5.0
Qil exporters * Value 7.6 10.7 8.5 11.9 30.0
Volume 8.9 9.1 13.3 11.4 9.9
Other countries Value 7.4 9.1 14.3 11.5 1.5
Volume 6.1 10.1 7.1 6 3.0

Sources: International Financial Statistics and Fund staff estimates.

! Compound annual rates of change.

2 For coverage, see Table 1, footnote 6.

3 Austria, Belgium-Luxembourg, Denmark, France, Italy, the Netherlands, Norway, Sweden, and Switzerland.

4 The oil exporters included here are Iran, Iraq, Kuwait, Saudi Arabia, other producers in the Persian Gulf area, Algeria,
Indonesia, the Libyan Arab Republic, the Netherlands Antilles, Nigeria, Trinidad and Tobago, and Venezuela.
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The 1970-71 advance of roughly 5% per cent was
considerably lower than the average rate of
increase over the decade of the 1960s, and it fell
far short of the exceptional rates of expansion in
1968 and 1969. These facts are illustrated in
Chart 2, which also shows the role of prices in
maintaining the high rates of advance in the value
of trade as the growth in volume terms deceler-
ated steadily from its 1968 peak, broadly in line
with the output changes described in the preced-
ing section.

The acceleration of foreign trade prices in
recent years reflected primarily the pervasiveness
and intensity of inflationary forces in the main
industrial countries. In contrast to the tendency
from the mid-1950s to 1968 for average prices of
internationally traded goods to rise only slightly,
they showed a marked upturn in 1969 and ad-
vanced quite sharply in 1970. Their further
advance from 1970 to 1971—by about 5% per
cent, measured in U. S. dollars—was even some-

CHART 2. GROWTH OF WORLD TRADE, 1960-71

(Percentage changes in exports from preceding year)
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what larger, but it included two special elements:
(1) an unprecedented increase of more than one
fifth in thc average unit value of petroleum
exports, on the basis of new agreements negotiated
between the exporting countries and the interna-
tional oil companies toward the end of 1970 and
in the early months of 1971; and (2) the adapta-
tion of prices to the appreciation of several major
currencies in the period of floating during 1971.
This latter influence may have accounted for as
much as 2 percentage points of the increase in
the average unit value of exports (expressed in
U. S. dollars). The rise in export unit values in
terms of SDRs was smaller in 1971 than in 1970
—a result consistent with the occurrence of some
easing in cost and price pressurcs in a number of
the industrial countries, although thesc pressures
still constituted a serious problem for policy.

The principal reason for the slower growth of
world trade in 1971 was undoubtedly the cyclical
slowdown of economic activity in continental
industrial Europe and in Japan; in this group of
countries, accounting for almost one half of world
trade, the total volume of imports rose by 42 per
cent in 1971 (over 1970), compared with a rise
of 13 per cent in the previous year. Import expan-
sion also fell off sharply in the more developed
group of primary producing countries but (as dis-
cussed below) was well maintained in the less
developed group. In addition, strikes at U.S.
docks, the temporary surcharge on U. S. imports,
and the general sense of uncertainty that pervaded
the international community may in combination
have been a significant deterrent to foreign trade
in 1971 or at least may have caused a postpone-
ment of transactions until 1972. The main coun-
terforce to the rather pervasive tendencies toward
slower trade growth in 1971 was the resumption
of a substantial rate of increase in import volume
in the United States as domestic economic activity
picked up after the 1969-70 recession.

Developments in 1971 were in line with the
experience of prior years, when the course of
world trade was also governed in important
respects by cyclical changes in aggregate demand
and imports in the main industrial countries.
Following the 1966-67 recessions or slow-
downs in a number of these countries, the
generalized upswing in economic activity induced
an unusually strong and sustained upsurge of
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import demand. This was attributable partly to
the fact that differences among the industrial coun-
tries in the phasing of cyclical developments gen-
erated a tendency for them to succeed each other
as principal sources of incremental demand for
internationally traded goods. In its early stages,
during 1968, this wave of import expansion
reflected mainly the surge of demand in the United
States. Subsequently, during 1969 and 1970, the
principal impetus to growth of world trade ema-
nated from European and Japanese import de-
mand. Then, when the rise in such demand
slumped in 1971, trade growth was supported by
the renewal of sizable import expansion in the
United States, as well as in Canada. The economic
recovery currently proceeding in those two coun-
tries is still providing the main stimulus to the
advance of world trade in 1972, as the increase
of imports in most other parts of the industrial
world continues at a below-average pace.

The easing of international trade growth in 1971
induced by cyclical developments in the industrial
countries had widespread manifestations. The rate
of export volume expansion fell substantially
below the long-term average in the industrial
countries as a group and in the less developed
countries exclusive of the major oil exporters,
whose experience in 1971 was extraordinarily
favorable. In the group of more developed primary
producing countries, export growth eased in 1971
but remained near the annual average for the
1960s.

Among the industrial countries, the sharpest
contrasts in trade developments in 1971 were
those recorded for the United States and Japan.
U. S. exports increased by only 2 per cent in value
(and declined somewhat in volume), whereas the
value of U.S. imports went up by 14 per cent.
Japanese exports continued to surge in 1971, with
the advance of 24 per cent matching or exceeding
the exceptionally high rates of the three preceding
years. At the same time, Japanese imports rose by
only 4 per cent in 1971, in contrast to the spurt
of 26 per cent in 1970. Although these U. S. and
Japanese trade results were affected by cyclical
and special influences, the sharp deterioration in
the already weakened U. S. position and the huge
advance in the enlarged trade surplus of Japan
reflected a major imbalance in the exchange rate
structure.

The growth in value of exports from the more
developed primary producing countries deceler-
ated from about 12%2 per cent in 1970 to 10 per
cent in 1971, reflecting mainly a decline in the
volume gain. The Southern Hemisphere group
(Australia, New Zealand, and South Africa)
experienced some acceleration of the rise in total
export ecarnings, but there was a considerable
reduction in the expansion of such earnings of the
European group, despite maintenance of high
export growth rates by Spain, Turkey, and Ireland.
The expansion of imports into the more developed
primary producing countries fell off substantially
in 1971, when the rate of increase in value—9
per cent—was only half the previous ycar’s rate.

For the less developed countries, 1971 was a
year marked by generally weaker gains in export
volume, sagging average prices for primary prod-
ucts other than petroleum, and a very uneven
distribution of changes in export values and trade
balances. One factor—operative only for about
four months toward the end of 1971—that prob-
ably had a dampening effect was the temporary
U. S. import surcharge. The inhibiting influence of
this was felt chiefly, insofar as the less developed
countries were concerned, by those whose exports
include high proportions of manufactured prod-
ucts.

A major factor working in the opposite direc-
tion in 1971 was the influence, upon a number of
oil exporting countries, of the unprecedentedly
large increases in petroleum prices. Although there
was a slight dip in the rate of growth in the
volume of the oil exports from developing coun-
tries in 1971, the total value of such exports rose
by some 30 per cent. The benefits of this excep-
tional rise in export procceds were centercd, of
course, in a small number of countries, chiefly in
the Middle East and in Africa.

Because of the lesser intensity in demands of
the industrial countries for primary products, the
average unit value of all nonpetroleum exports
of the developing countries actually declined some-
what from 1970 to 1971; and the rate of expan-
sion in the volume of such exports, already
reduced from its 1968 pcak, fell off sharply. In
terms of total value, the exports of developing
countries other than the oil exporters appear to
have risen by only about 2 per cent in 1971—by
far their smallest increase since 1967. Sincc in
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1971 there was a further substantial rise in the
prices of imports in dollar terms, the purchasing
power of export earnings for less developed coun-
tries other than oil exporters apparently suffered
an overall net decline—stemming from substan-
tial decreases for countries primarily exporting
metals or food and agricultural materials, partly
offset by increases for countries exporting manu-
factured products.

The relatively unfavorable experience in 1971
for countries exporting food and agricultural
materials—although not those exporting metals—
was in line with comparative export performance
over the 1960s. This showed that, in general,
developing countries with the highest rates of
export growth were exporters of petroleum,
metals, or manufactures. Such trends were in con-
formity with the growth of world import demand
during the period. However, factors other than
external demand—including notably the character
of national economic policies—would have to be
taken into account in an assessment of the export
performance of individual developing countries.

The trade balances of many less developed
countries other than petroleum exporters, already
deteriorating somewhat in 1971, may come under
further pressure in 1972 because of the terms-of-
trade effects of the realignment of currencies. (See
the discussion below on “Impact of the Realign-
ment.”) Import unit values may rise faster than
export unit values for developing countries that
do not export petroleum or otherwise command
a strong position in the formation of prices for
internationally traded goods. Such a result would
reflect the relative inelasticity of the demand for
imports in those countries, in combination with
the realignment-related rise in supply prices of the
imported goods, expressed either in dollars or in
the currencies of the importing countries. Most
developing countries do not have adequate capa-
city, in the short run, to replace through domestic
production any significant proportion of the
imports of capital equipment and intermediate
manufactured products that currently dominate
their commodity imports. The actual extent to
which the developing countries will suffer pressure
on their trade balances in the short run will
depend crucially on the extent of the pickup in
demand for their exports occasioned by the cur-
rent economic upswing in the industrial world.

Study of cyclical fluctuations in the external
trade of less developed countries over the past
dozen years or so yields two main findings. First,
in light of the historical experience, the 1970-71
change in exports of developing countries other
than oil exporters was broadly in line with what
could have becn expected on the basis of weaken-
ing economic activity in the developed countries.
This is true of both the volume and the unit value
of those exports. Second, despite this slowdown
in exports, growth in the dollar value of imports
into less developed countries was sustained at a
historically high rate in 1971. Outside thc Middle
East, there was a general deterioration of trade
balances from 1970 to 1971 in the major regional
groupings of developing countrics.

Most of the cyclical volatility in the total value
of developing countries’ exports over the years is
attributable to fluctuations in the unit value. (See
Chart 3.) In terms of percentage changes in
annual data, variations in the industrial output of
developed countries usually translate into con-
current but much larger variations in market
prices of commodities. These, in turn, give rise to
fluctuations of smaller amplitude—and sometimes
with a lag, even in annual data—in the unit values
of the exports of developing countries.® This pro-
cess can be followed in the data shown in the first
and second panels of the chart.

Rates of growth in the value of developing
countries’ imports have typically paralleled the
corresponding changes in exports. Notable diver-
gences between import and export growth
occurred in 1963 and, to a lesser extent, in 1969
because of abnormal increases in commodity
prices. But in 1971, when imports turned out to
be exceptionally high, the “gap” between import
growth and export growth for less developed coun-
tries excluding oil exporters had no precedent in
the previous 12 years (fourth panel of the chart).
Of particular note, in the 1962-65 export cycle
the second year of deceleration in export earnings
—that is, 1965—witnessed a parallel slowdown in
import expansion as countries adjusted their

9 Both characteristics—the smaller amplitude and the
lag—stem largely from variations in the rate and timing
of deliveries at particular prices, together with the im-
portance in commodity trade of preferential arrange-
ments and of contracts involving prices that differ from
market quotations. These factors vary from one com-
modity to another.
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CHART 3. Less DEVELOPED COUNTRIES: MERCHANDISE
TrRADE AND RELATED VAriaBLES, 1960-71

(Percentage changes from preceding year)
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spending to the external situation, whereas in
1971, also the second year of a slowdown in
exports, a parallel import adjustment did not
occur.

There are perhaps two main explanations for
this difference. The first is that the real cost of
adjustment would have been higher in 1971 than
it was in 1965. Import priccs, over which the
developing countries have little influence, were
rising in 1971 at a rate of 4-5 per cent, compared
with only 1 per cent in 1965. Thus, if the less
developed countries (cxcluding oil exporters) had
adjusted the growth of their imports in value to
that of their exports, their imports in volume in
1971 would have shown no increase, or perhaps
a small decline.

The second explanation is that the financial
need to adjust may well have been less strong in
1971. Official reserves provide some evidence to
this effect. Largely because of the influence of
short-term capital movements, the reserves of less
developed countries other than the oil exporters
(as defined in Table 3) increased from $10.4 bil-
lion at the end of 1968 to $13.5 billion at the end
of 1970 (including the equivalent of $0.7 billion
in SDR allocations), after having risen by an
average of only $0.4 billion per annum over the
ten-year period from 1958 to 1968. The spurt
in reserves during 1969 and 1970 was a develop-
ment that must have affected the stance of trade,
exchange, and development policies in many of
these countries as they faced a darker export
picture in 1971.

Balance of Payments Developments

The currency crises that dominated interna-
tional payments developments during 1971 had
their roots in a long period of imbalances in pay-
ments relationships among major industrial coun-
trics. Although the proximate causes of the severe
difficulties in managing reserve positions and
exchange rates that erupted in May and again in
August of that year could be found in explosive
movements of capital, it was largely because these
occurred against a background of chronic imbal-
ances that they went beyond the scope of con-
tainment by internal means available to national
financial authorities.
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Evolution of Payments Situations in Major
Industrial Countries

At the heart of the disequilibrium in interna-
tional payments relationships has been the deficit
in the basic external accounts of the United States.
Prevailing for many years, it has long been accom-
panied by a deficit in the overall U. S. balance of
payments cxcept during periods of exceptionally
tight U. S. monetary conditions, such as 1966 or
1969, when it was temporarily masked by favorable
movements of short-term capital. For more than a
decade, the balance of payments problem faced
by the U. S. authorities had been one centered in
a current account surplus much too small to cover
the combined net outflow of long-term capital and
government aid to other countries. From the mid-
1960s onward, this problem was compounded by
a progressive weakening of the U. S. current ac-
count, stemming mainly from deterioration of the
trade balance. The deterioration became quite
substantial after 1967, being interrupted only
briefly in 1970 by an unusual combination of
domestic and foreign cyclical conditions. Official
programs of restraint on outflows of U. S. capital
were utilized throughout these years in an en-
deavor to limit the overall balance of payments
deficit of the United States.

The counterpart of the persistent U. S. deficit
on external transactions was found during recent
years in rather widespread surpluses of other coun-
tries. To a considerable extent, the distribution of
these varied from year to year with shifts in eco-
nomic conditions and in the trade and payments
fortunes of particular countries. Among the major
industrial nations, however, two stood out—even
prior to 1971—for the size of their trade surpluses
and the strength of their overall payments bal-
ances. These were Germany and Japan, both of
which gained reserves very rapidly after about the
end of 1969. Although their combined holdings at
that time represented only some 28 per cent of
total reserves held by industrial countries other
than the United States, the two countries ac-
counted for well over half of the extraordinary
growth in that total over the next two years. Ris-
ing overall payments surpluses for the United
Kingdom and France in 1970 and 1971 were also
noteworthy (Table 4). For these two countries,
however, the surpluses followed periods of severe
balance of payments weakness.

With specific reference to 1971, when the over-
all U.S. balance of payments dcficit on official
settlements approximated $30 billion, compared
with $10 billion in 1970, the industrial countries
that absorbed the bulk of the counterpart were
Japan, with a surplus of more than $10 billion,
the United Kingdom ($6%2 billion), Germany
($4v2 Dbillion), and France ($3V2 billion).
Japan’s overall surplus was the one that showed
the most striking improvement from 1970 to 1971.
It rose by $9 billion, partly because of a $4 billion
increase in the current account balance and partly
because of the inflow of short-term capital in
reflection of the unsettled international monetary
situation.

For Germany the overall payments surplus in
1971, while still quite sizable by comparison with
the overall balances of most other countries, rep-
resented an appreciable shrinkage from the $6 bil-
lion surplus recorded in 1970. This stemmed
chiefly from a reduction of net capital inflows,
contrasting both with Germany’s absorption of a
disproportionate share of the capital movements
stemming from the U. S. deficit in 1970 and with
the rise in capital inflows reccived by so many
other countries in 1971. The floating of the
decutsche mark in May 1971 and the succession of
measures adopted by the German authorities to
restrain the inflow of foreign funds were largely
responsible for this contrast.

Apart from Japan, the country showing the
largest increase in its balance of payments surplus
from 1970 to 1971 was the United Kingdom,
where the rise amounted to about $3%2 billion. It
reflected both current account gains and increases
in capital inflows, as did the much smaller rise
($1%4 billion) in the French surplus. Italy’s over-
all surplus rose by about $0.5 billion, reflecting a
substantial recovery in its current account, while
the Canadian surplus subsided somewhat in 1971,
following a sharp rise in 1970.

During 1968 and 1969, the underlying weak-
ness of the U. S. balance of payments, as well as
the strength of various other countries’ payments
positions, had been camouflaged by the prevalence
of credit conditions inducing abnormal flows of
foreign capital into the United States. With the
onset of recession in the U. S. economy, however,
the previously tight U.S. monetary policy was
relaxed early in 1970. U. S. credit conditions cased
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TaBLE 4. INDUSTRIAL COUNTRIES: BALANCE OF PAYMENTS SUMMARIES, 1969-71
(In billions of U. S. dollars)

Balance on
Services
and Capital Alloca-
private Current Account tion of Overall
Trade transfers  account  Balance ! SDRs Balance *

Canada 1969 0.9 —-1.6 -0.7 0.8 — 0.1
1970 3.0 —-1.7 1.3 0.2 0.1 1.6

1971 2.3 -1.8 0.4 0.3 0.1 0.9

United States 1969 0.7 0.1 0.7 2.0 — 2.7
1970 2.1 0.1 2.2 —12.9 0.9 —-9.8

1971 -2.9 2.1 —-0.8 —-29.7 0.7 —29.8

France 1969 —1.2 —-0.5 —1.7 0.6 —_ —1.1
1970 0.7 —0.2 0.5 1.4 0.2 2.1

1971 1.8 -0.7 1.2 2.1 0.2 3.4

Germany 1969 5.2 —-2.4 2.7 -5.7 — —3.0
1970 5.8 —4.2 1.7 4.3 0.2 6.2

1971 6.1 —4.8 1.3 3.0 0.2 4.5

Italy 1969 0.5 2.1 2.6 ~3.1 — —-0.5
1970 —-0.4 1.7 1.3 -0.9 0.1 0.5

1971 0.3 2.0 2.3 —-1.3 0.1 1.1

United Kingdom 1969 —-0.3 1.8 1.5 —0.3 — 1.2
1970 — 1.9 1.9 0.8 0.4 3.1

1971 0.7 2.0 2.8 3.4 0.3 6.5

Japan 1969 3.7 —1.4 2.3 -1.5 — 0.8
1970 4.0 —1.8 2.1 —-1.1 0.1 1.1

1971 7.9 —1.8 6.1 4.1 0.1 10.3

Other industrial countries 3 1969 —2.6 3.2 0.6 -0.3 — 0.3
1970 -3.9 3.6 —-0.3 2.3 0.3 2.2

1971 -3.9 4.3 0.4 2.0 0.3 2.7

Total, industrial countries 1969 7.0 1.1 8.1 —7.6 — 0.5

1970 11.3 —0.6 10.7 —-5.9 2.3 7.1

1971 12.3 1.3 13.7 —-16.0 2.0 -0.3

Sources: Data reported to the International Monetary Fund and staff estimates.

1 This balance is computed residually, as the difference between the overall balance (less SDR allocations) and the current
account balance; it includes official transfers and net errors and omissions, as well as recorded capital movements. Because of
asymmetries in national balance of payments statistics resulting from placements of official reserves in the Euro-currency market,
the net outflow of capital from industrial countries is understated by the following amounts (according to estimates given in
Table 7): $2.2 billion in 1969, $7.3 billion in 1970, and $5.4 billion in 1971. See Annual Report, 1971, page 82, footnote 1, for

further explanation.

2 Qverall balances are measured by changes in official gold holdings, in SDRs, in reserve positions in the Fund, in foreign ex-
change assets, in use of Fund credit, and, where data are available, in liabilities to foreign monetary authorities, including those

arising from “swap” transactions.

3 Austria, Belgium-Luxembourg, Denmark, the Netheriands, Norway, Sweden, and Switzerland.

and U. S. interest rates fell sharply. These develop-
ments, occurring at a time when boom conditions
and anti-inflationary monetary policies still pre-
vailed in most Western European economies, as
well as in Japan, brought a dramatic reversal of
the 1968-69 capital flows, and international capi-
tal movements dominated changes in overall pay-
ments balances of the industrial countries during
both 1970 and 1971.

Although current account changes in the pay-
ments balances of the major industrial countries

in 1971 were generally dwarfed by huge move-
ments of speculative capital, some of the current
account changes themselves were larger and more
disequilibrating than any of those occurring in
1970. This is true, in particular, of the 1970-71
swings in the U.S. and the Japanese current
accounts. The former swing was negative by some
$3 billion, while the latter was positive to a degree
(about $4 billion) unprecedented in Japan’s post-
war experience. None of the changes in current
account balances of other industrial countries
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from 1970 to 1971 even approached the order of
magnitude of the Japanese and U. S. changes, and
a number of them were smaller than correspond-
ing changes a year earlier.

During 1970 and the early months of 1971, the
flow of capital from the United States to other
industrial countries, while abnormally large in
comparison with any prior movements of funds,
reflected primarily the responses of financial mar-
ket participants to the shift in comparative mone-
tary conditions and interest rate levels, The U. S,
outflow took the form chiefly of repayments by
U. S. banks of depository funds that they had
borrowed abroad during 1968 and 1969. How-
ever, as these large flows proceeded against the
background of underlying imbalance in the global
payments structure, they were progressively rein-
forced by shifts of other types of capital in antici-
pation of, or hedging against, possible changes in
exchange rates for major currencies. A contribut-
ing factor was the spreading realization that the
modest improvement of the U. S. current account
in 1970 had been a temporary manifestation of
favorable conjunctural circumstances, and that the
tapering off of the European boom, together with
the commencement of a domestic economic up-
swing in the United States itself, was again expos-
ing the fundamental weakness of the U. S. current
account.

Both in the unprecedented movements of capi-
tal to the United States in 1969 and in the even
more massive movements of funds out of that
country in 1970 and 1971, as well as in the rising
volume of flows among other countries, the
mechanism of the Euro-currency market was an
important factor in the fluidity of capital move-
ments and the speed of responses to new influ-
ences or market expectations. Available evidence
shows that the growth of the Euro-currency mar-
ket during 1971, estimated by the Bank for Inter-
national Settlements at some $14 billion, was
about the same as that of the previous year. How-
ever, the rise of dollar deposits in the market
slowed somewhat, while that of non-dollar cur-
rencies accelerated. As in 1970, the ease of U. S.
monetary policy brought about a sharp reduction
in the net indebtedness of U. S. banks and other
residents to the Euro-currency market, whereas
Euro-currency borrowing by Europe and other

parts of the world increased. An important change
in the operation of the market was the cessation
by major industrial countries, early in 1971, of
placements of official reserves in Euro-currency
deposits. Such placements had previously con-
tributed to the velocity of international move-
ments of funds and had tended to pyramid reserve
holdings based on a given volume of U. S. liabili-
ties.'® Although the monctary authorities of many
primary producing countries apparently increased
their placements of official reserves in the Euro-
currency market in 1971, as indicated in Chap-
ter 2, the overall net growth of official Euro-
currency reserve holdings was substantially reduced
in that year and shifted into non-dollar forms.

The acceleration of speculative international
movements of funds in the second quarter of 1971
led to the floating of the deutsche mark and
related changes in the exchange field in early
May. Subsequently, when such movements were
resumed on a far larger scale after only a brief lull,
the mid-August suspension of convertibility of the
U.S. dollar into gold or other reserve assets
ensued, along with numerous other changes in
national exchange rate policies. Continuing uncer-
taintics about currency relationships caused fur-
ther large movements of capital throughout the
remainder of the third quarter and much of the
fourth. However, because of the gradual emer-
gence of a new exchange rate pattern and the
eventual adoption of the December 18 agreement
on realignment of exchange rates, as well as the
spread of official restraints on capital movements,
the shifts of funds in the fourth quarter of 1971
were a good deal less massive than those of
the third quarter. They subsided further in the
first five months of 1972, though not without an
occasional revival of exchange market pressures,
especially in early March. Shortly after the middle
of June, a stronger revival of such pressures led to
the floating of the pound sterling.

During the opening months of 1972, interna-
tional interest rate differentials remained generally
such as to discourage major reflows of funds to
the United States, even if confidence factors had
been more propitious than they were. Short-term
security yields in the United States were lower
than at any time since 1963; and U. S. interest

19 For an explanation, see Annual Report, 1971,
page 82, footnote 1.
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rates on long-term bonds, while still relatively
high by pre-1969 U. S. standards, were well below
the corresponding long-term rates in most other
major industrial countries. Around the turn of the
first quarter, however, U. S. interest rates firmed
somewhat, while a further easing of interest rates
became evident in Europe, where there were
reductions in the central bank discount rates of
Germany, France, Italy, and several other coun-
tries. In April and May some firming of exchange
rates for the dollar suggested a distinct abatement
of earlier speculative pressures. However, evidence
of any sizable reflux of speculative capital to the
United States remained largely inferential, and the
dollar was again weak in the exchange markets
during the weeks immediately following the ster-
ling float.

At mid-1972 the prospects for early achieve-
ment of better balance in the distribution of over-
all payments surpluses and deficits among major
industrial countries appeared to rest very largely
on the evolution of capital movements in the
aftermath of the huge disturbances of the pre-
realignment pcriod. The realignment itself, as
noted below in the discussion of the international
adjustment process, could be expected to produce
changes in countries’ current account balances
only gradually, with much of the impact extending
considerably beyond 1972. Meanwhile, the cycli-
cal positions of key economies were such as to
exert disequilibrating influences on the current
account balances of Japan, Italy, and the United
States during 1972. Consequently, although there
was a possibility that current account balances
would begin to shift in appropriate directions
before the end of the year, there was little prospect
for redress of the large recent payments imbal-
ances through changes in current accounts from
1971 to 1972. Instead, prospects for avoidance of
further major overall payments imbalances in
1972 seemed to depend largely on partial reversal
of the speculative capital flows that created such
massive disturbances during 1971. Such a reversal
would require an improvement in market confi-
dence and the emergence of financial conditions
in the United States and other major industrial
countries that would not provide yield incentives
for placement or retention outside the United
States of funds that would otherwise tend to be
held in that country.

External Payments of the Primary Producing
Countries

In the main, the huge shifts in overall payments
balances in 1971 occurred among the industrial
countries. Some of the counterpart of the U. S.
deficit, however, was to be found also among the
primary producing countries. Both the more de-
veloped and the less developed members of that
large group shared—though by no means evenly
—in a substantial expansion of their combined
balance of payments surplus (Table 5). Inclusive
of SDR allocations totaling the equivalent of
about $1 billion, it rose to roughly $8 billion in
1971, compared with $4 billion in 1970 (when
SDR allocations were somewhat larger). The
increase reflected an unusually sharp expansion of
capital inflows, much of it in short-term or uniden-
tified forms, as the current account deficit of the
primary producing countries rose again in 1971.
For the less developed countries other than oil
exporters, the rise in their combined current
account deficit exceeded that in their net capital
inflow.

More developed primary producing countries.
These countries accounted for nearly half of the
combined surplus of the whole primary producing
group in 1971 and for a considerably larger pro-
portion of the annual increase in that surplus.
Together, the more developed primary producers
have now had a substantial overall balance of
payments surplus in each of the past four years
except 1969, when stringent credit conditions in
international financial markets curtailed tempo-
rarily their use of foreign capital. In 1970 a resur-
gence of capital inflows to such countries was
partly absorbed by the financing of an enlarged
current account deficit, but the further substantial
rise in capital inflows in 1971 coincided with some
shrinkage of the combined current account deficit.
It thus gave rise to an aggregate overall surplus
of about $3%2 billion for a group of countries
whose combined payments surplus had not previ-
ously exceeded $1%2 billion in any calendar year.
The result was an unprecedented expansion in the
international monetary reserves of a number of
these countries.

For the more developed primary producing
countries in the Southern Hemisphere, the 1971
improvements in overall balances stemmed largely
or wholly from increases in net inflows of capital.
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TABLE 5. BALANCE OF PAYMENTS SUMMARY, 1969-71
(In billions of U. S. dollars)

Balance on
Services
and Capital Alloca-
private Current Account tion of Overall
Trade transfers account Balance ! SDRs Balance ?
Industrial countries 1969 7.0 1.1 81  —1.6 — 0.5
1970 11.3 —0.6 10.7 -5.9 2.3 7.1
1971 12.3 1.3 13.7 —16.0 2.0 —0.3
Primary producing countries 1969 —3.2 —5.1 —~8.3 9.8 — 1.5
1970 —35.9 -5.2 —11.1 14.3 1.1 4.3
1971 —6.8 —~5.3 —12.2 19.4 1.0 8.2
More developed areas 1969 —-3.9 1.8 -2.1 2.1 — —
1970 —5.8 2.7 -3.1 4.1 0.3 1.3
1971 —6.5 4.0 —2.4 5.8 0.2 3.6
Less developed areas 1969 0.7 —6.8 —6.2 7.7 — 1.5
1970 -0.2 -7.9 —8.0 10.2 0.8 3.0
1971 —0.4 -9.4 -9.7 13.6 0.7 4.6
In the Middle East 1969 0.8 —-1.6 ~0.8 0.4 — -~0.4
1970 1.2 -2.1 —-0.9 0.9 0.1 0.1
1971 3.5 —3.8 —-0.3 2.5 0.1 2.3
In Africa 1969 2.6 -~2.5 — 0.8 — 0.8
1970 2.3 -2.5 -0.1 1.0 0.2 1.0
1971 1.5 -~2.2 —-0.7 1.6 0.1 1.0
In Asia 1969 —3.4 0.3 -3.1 3.6 — 0.6
1970 -3.8 —0.1 -3.9 4.2 0.3 0.6
1971 —-4.1 —0.3 —4.4 4.9 0.2 0.8
In the Western Hemisphere 1969 0.7 —-3.0 ~-2.4 2.9 — 0.5
1970 0.1 -3.2 -3.1 4.0 0.3 1.2
1971 —1.2 —3.2 —~4.4 4.6 0.3 0.5
Total, all countries 1969 3.7 —-3.9 —0.2 2.2 — 1.9
1970 5.4 —-5.8 —-0.4 8.4 3.4 11.4
1971 5.5 —4.0 1.5 3.5 2.9 7.8
Memorandum:

All countries in less developed areas
excluding oil exporters 3 1969 —-3.9 —1.8 -5.8 7.0 — 1.2
1970 -5.6 —-2.7 —8.3 9.8 0.7 2.2
1971 —8.5 ~2.8 —11.2 11.7 0.6 1.1

Sources: Data reported to the International Monetary Fund and staff estimates.

1 For definition, see Table 4, footnote 1. Because of asymmetries in national balance of payments statistics resulting from place-
ments of official reserves in the Euro-currency market, the global summations of net capital inflows and overall balance of pay-
ments surpluses are overstated, and the net outflow of capital from industrial countries is understated, by the following amounts
(according to estimates given in Table 7): $2.2 billion in 1969, $7.3 billion in 1970, and $5.4 billion in 1971. See Annual Report,

1971, page 82, footnote 1, for further explanation.

2 For definition, see Table 4, footnote 2. See also footnote 1 above.
3 The oil exporters covered in this table are Algeria, Indonesia, Iran, Irag, Kuwait, the Libyan Arab Republic, the Netherlands
Antilles, Nigeria, Saudi Arabia, Trinidad and Tobago, and Venezuela.

Such inflows were especially marked in the case
of Australia, where, over the final three quarters
of the year, a modest decline in the current
account deficit under slack conditions of domestic
demand also contributed to a sharp expansion of
official reserves. There was a considerable further
rise in South Africa’s current account deficit in
1971, although the overall payments deficit, while
still large, was a little lower in 1971 than in 1970.
Reduction of the country’s international reserves
therefore continued during 1971 at a pace that

gave rise to concern on the part of the authorities
and led to imposition of quantitative restrictions
on imports. Devaluation of the rand in December
1971 (by about 5 per cent in relation to the U. S.
dollar) was followed by a turnaround in South
Africa’s reserve position in early 1972. Another
change in South African exchange rate policy
came in June, when the authorities allowed the
rand to float with sterling in view of the close
financial relationships with the United Kingdom,
the uncertainties created by the sterling float, and
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the importance of maintaining a stable exchange
rate between the two currencies.

The European primary producing countries also
received larger net inflows of capital in 1971 than
in 1970, but the improvement in their combined
current account was a more important factor in
raising their aggregate overall payments surplus.
Spain accounted for the bulk of the current
account improvement, as its exports and net receipts
from tourism again rose sharply while its imports
reflected slackened growth in domestic economic
activity. Slower domestic expansion, however, was
not invariably associated with current account im-
provement. In Finland, for example, it was asso-
ciated with a current account deterioration and,
indeed, was caused in considerable part by a drop
in foreign demand for Finnish exports. Con-
versely, strong expansion of Turkish exports in
1971 contributed to the strength of domestic eco-
nomic growth, as well as to the maintenance of a
sizable balance of payments surplus.

Most of the other European countries in the
primary producing group had current account
deficits of some size, but all of them were able to
obtain inflows of capital or aid (including unre-
corded capital flows) large enough to provide
ample financing of these deficits and to increase
their overall payments surpluses from 1970 to
1971. The only European primary producer not
showing a balance of payments surplus in 1971
was Yugoslavia, where a poor harvest resulted in
a large current account deficit.

Less developed countries. For this group of
countries, the overall surplus rcached $4%% billion
(including SDR allocations of the equivalent of
$0.7 billion) in 1971, compared with $3 billion
(including a slightly larger amount of SDR allo-
cations) in 1970. These figures present a contrast
to earlier annual surpluses, which totaled less
than $1 billion in the middle 1960s and only a
little over that amount as recently as 1968.

However, two features of the large overall pay-
ments surplus of the developing countries in 1971
deserve special emphasis. Onc is the degree to
which it depended—in view of a substantial
enlargement in the current account deficit—on an
unusually sizable increase in inflows of capital, and
especially of capital in short-term or unidentified
forms. The second special feature, noted more
fully below, is the extent to which the 1971 rise

in the overall surplus was centered on a limited
number of major oil exporting countries.

According to estimates still based in part on
fragmentary and preliminary information, the cur-
rent account deficit of the developing countries
was about $9'% billion in 1971, compared with $8
billion in 1970 and $6-7 billion in each of the
three preceding years. The rise in this aggregate
deficit from less than $5 billion per annum in the
middle 1960s reflected primarily an increasc in
net payments for international services, including
earnings on foreign investments; there was little
change in the combined trade balance of the
developing countries as recorded for balance of
payments purposes.

As in all other years since the mid-1960s, the
overall current account deficit of the developing
countries was more than covered in 1971 by net
inflows of capital and aid. Indeed, such flows rose
considerably faster than the current account defi-
cit, as they did in 1970. However, recorded net
inflows of private long-term capital rose only
moderately from 1969 to 1971, and increases in
receipts of official capital and aid accounted for
less than one fourth of the apparent rise in total
capital inflows during that period. The remainder
stemmed from a sharp swing in movements of
short-term funds and unidentified capital, which
had been held back in 1969 by the prevalence of
tight conditions in financial markets of major in-
dustrial countries.

This pattern of change in the financing of the
current account deficit of the less developed coun-
tries contrasted with concurrent changes in the
financing of the much smaller current account
deficit of the more developed primary producing
countries. For the latter group, the upswing in
movements of short-term and unidentified capital
formed only two fifths of the 1969-71 rise in the
total flow of capital to these countries. Their col-
lective net receipts of official capital and aid
remained small, and three fifths of the rise in
capital inflow to the more developed primary pro-
ducing countries reflected a doubling of private
long-term flows.

The aggregate rise in the overall payments sur-
plus of developing countries in 1971 was unevenly
distributed among regional groups. The great bulk
of it was centered in the Middle East, which was
the only region having a decrease in its current
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account deficit and the one with by far the largest
rise in capital inflows. The other principal regional
groups of devcloping countries showed compara-
tively small changes in their respective overall
payments balances. It was in the Western Hemi-
sphere that the sharpest deterioration of trade and
current account balances occurred, and this dete-
rioration was not matched by the increase in flows
of capital and aid. For the Asian and African
regions, the increases in current account deficits
were smaller and were covered by increases in
financial inflows. Receipts of SDR allocations
have become important elements in the overall
balances of many developing countries, especially
in Asia and the Western Hemisphere.

The relatively favorable balance of payments
experience of developing countries in the Middle
East in 1971 stemmed mainly from the effect on
their trade balances of the oil price increases
noted above in the review of world trade develop-
ments. Several African and Western Hemisphere
countries were also beneficiaries of renegotiated
agreements between the international petroleum
companies and the major oil exporting countries.
Taken together, the whole group of developing
countries in this category accounted for three
fourths of thc aggregate balance of payments sur-
plus of all less developed countries in 1971, com-
pared with only one fourth in 1970 and lower
proportions in the late 1960s.

In general, developing countries not directly
affected by revisions of the international petro-
leum arrangements fared much less well with
respect to balance of payments changes over the
past year or so. Their combined surplus of $1 bil-
lion in 1971 was substantially lower than that
in 1970, and only the relatively favorable develop-
ment of their capital accounts prevented more of
them from slipping into overall payments deficit
at a time of sagging demand for primary products
in many of the industrial countries.

Certain less developed countries whose exports
include relatively large proportions of metals were
particularly affected by the sluggishness of eco-
nomic expansion in the industrial areas. The
overall payments position of these developing
countries, after having been in surplus over a
period of several years prior to the recent slow-
down, swung into deficit in 1971. Asian, African,
and Western Hemisphere countries whose princi-

pal reliance for cxport earnings is placed on food
and agricultural materials did not have a much
more favorable experience. Only through the sup-
port provided by SDR allocations were their com-
bined rescrve holdings prevented from declining.
The balancc of payments experience of less devel-
oped countries exporting substantial amounts of
manufactured goods was more varied, depending
on the distribution of their exports among princi-
pal markets in the industrial world, the character
of those exports, and the domestic situations of
the exporting countries.

Among the developing countries of the Western
Hemisphere not exporting oil, Brazil accounted
for disproportionately large shares of both the
current account deterioration and the rise in capi-
tal inflows for the whole group in 1971. That
country, whose economic programs have been
supported by a flexible exchange rate policy, has
for several years been in a phase of strong domes-
tic growth and of accclerated inflows of capital.
In late 1971 steps wecre taken to lengthen the
maturity of this financing, much of which had
been in the form of short-term and medium-term
loans. Brazil’s overall surplus in 1971, as in the
two previous years, far exceeded that of any other
developing country in the Western Hemisphere,
where surpluses and deficits of the other countries
not exporting oil totaled close to zero in 1971,
after showing a moderate preponderance of sur-
pluses in 1970. The payments situations of a
number of Western Hemisphere countries were
adversely affected by the price declines for impor-
tant export products, such as coffee and certain
metals, or by the impact of inflationary domestic
demand conditions upon imports, augmented by
rising import costs. In several instances, the
prevalence of such demand conditions could be
traced chiefly to application of excessively expan-
sionary financial policies.

Other examples of weakness in balance of pay-
ments positions exacerbated by expansionary
fiscal and monetary policies emerged in Africa.
There, too, a number of countries were vulnerable
to the cyclical downturn in world market prices
for industrial raw materials, as well as to the drop
in coffee prices. Aside from the very large surplus
of the Libyan Arab Republic, which accounted
for the bulk of the regional surplus in 1971, the
collective balance of payments experience of Afri-
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can developing countries was thus not particularly
favorable. Even with the supplement of SDR allo-
cations, their combined reserve increases were
smaller in both 1970 and 1971 than in 1969.
Moreover, the two largest surpluses after that of
the Libyan Arab Republic were those of Algeria
and Nigeria, both of which were also beneficiaries
of petroleum price developments. On balance, the
payments positions of the remaining African coun-
tries were moderately in deficit for 1971, after
having been substantially in surplus for the two
previous years. This deterioration reflected larger
increases in current account deficits than in capi-
tal inflows.

The developing countries of Asia, like those
elsewhere, felt the impact of slack world demand
and softening prices for primary products. In
addition, some of them were strongly affected by
natural calamities or active military hostilities, and
a few found their imports subject to strong pres-
sures of domestic demand. Their combined cur-
rent account deficit rose considerably in 1971 for
the second consecutive year, and their receipts of
long-term capital and aid again changed little.
Nevertheless, their overall balance of payments
surplus was not only maintained, but somewhat
enlarged, by considerable buoyancy of short-term
capital inflows.

The overall payments surplus of the Asian
region in 1971, as in 1970, was concentrated in
Singapore, the Republic of China, India, and the
Philippines. For India there was some decline in
the payments surplus as the trade deficit rose
again to meet the strains of refugee relief and
defense requirements in a period of slackened
growth in nonagricultural output, but the foreign
exchange position remained generally satisfactory.
Singapore’s increasing overall surpluses in the past
two years materialized despite a large increase in
the current account deficit; they reflected very sharp
expansion of capital inflows, almost entirely—on
a net basis—in short-term or unidentified forms.

In the Middle East the spurt in receipts from
petroleum exports raised the area’s trade surplus
to $3¥2 billion—several times the size of previous
annual trade balances since 1965. However, there
was also a very sharp deterioration of the net bal-
ance on international service transactions, strongly
affecting the accounts of Saudi Arabia, Iran, Iraq,
and Lebanon. Consequently, the 1970-71

improvement of the area’s aggregate current
account was fairly moderate, although it did inter-
rupt an upward trend in the regional current
account deficit from 1967 to 1970. Aside from
the surge in export earnings, the major contribu-
tion to the increase in overall payments surpluses
of Middle Eastern countries in 1971, according
to the preliminary statistics available from national
sources, came from a marked upswing in inflows
of short-term or unidentified capital. These went
particularly to Saudi Arabia, Lebanon, and Israel
and may have reflected the influence of various
currency developments upon incentives to repa-
triate funds.

International Adjustment Process

The preceding section of this chapter elabo-
rated the well-known fact that the international
adjustment process had functioned under diffi-
culties for a number of years prior to the events
of August 15, 1971 and the ensuing realignment
of currencies in December. This section deals with
two key aspects of the new situation that has now
developed with respect to the adjustment process:
(a) the economic impact of the 1971 currency
realignment and (b) the role of national policies
in supporting the realignment and rendering it
effective under the general conditions that can
presently be envisaged for the next year or so.

Impact of the Realignment

The cffects of the 1971 currency realignment
may be assessed with respect to (1) the trade and
current accounts, and the balances of payments
generally, of the major industrial countries that
participated in the December 18 Smithsonian
Agreement; (2) countries’ official reserves; (3)
the debt and debt service of developing countries;
and (4) the trade of developing countries.

Studies by the Fund staff, summarized briefly
below, cover the impact of rcalignment on major
features of the external position for both the
industrial and the developing countries. But for the
latter group of countrics it should be borne in
mind that the really fundamental question in this
context concerns the degree to which the realign-
ment will be successful in causing economic poli-
cies in the main industrial countries to be less
encumbered than heretofore by balance of pay-
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ments difficulties—difficulties which in the past
contributed to a financial instability that had dis-
tinctly adverse effects on the developing world.

1. The new currency values agreed upon in
December 1971 were intended to be suitable for
a situation in which the major industrial econo-
mies would have returned to conditions of
high employment. The estimation of equilibrium
exchange rates in an exercise such as the recent
realignment is, of course, subject to a margin of
error; however, it can be expected that the realign-
ment will, in due course, lead to the restora-
tion of international payments equilibrium—unless
its intended effects are blunted or frustrated by
inappropriate national policies.

The qualification “in due course” refers mainly
to the inevitable lags in trade volume adjustments
to be induced by the currency realignment.
Because of these lags, not before 1973 can the equil-
ibrating influence of the realignment make itself
strongly evident, and its full impact will probably
not be apparent until even later. In the interim,
the terms-of-trade effects of the realignment,
which precede its impact on trade volume, will be
dominant; and these effects will be perverse
because of their tendencies (a) to increase the cur-
rent account surpluses of Japan, Germany, and
other countries whose relative exchange rates
appreciated (by raising the dollar prices of their
exports more than the dollar prices of their
imports) and (b) to increase the current account
deficit of the United States (by raising its import
prices more than its export prices). Furthermore,
cyclical developments in 1972 can be seen to have
a disequilibrating influence on major current
account positions. Such developments, as reflected
in the trends of GNP discussed earlier, will tend
to bolster import growth in the United States rela-
tive to that of other major countries; in addition,
the prevailing cyclical conditions—in general,
relatively unfavorable to cxport expansion—may
be expected to affect exports of the United States
more severely than those of most other industrial
countries, which will benefit from the pickup in
the U. S. market itself. However, both the realign-
ment effects and the cyclical influences should
become more favorable in the period ahead.
Insufficient public appreciation of this prospect,
and of the period of time required for its realiza-
tion, may have postponed the emergence of mar-

ket confidence in the new exchange rates.

2. With the aid of special information supplied
by member countries on their foreign exchange
holdings by currency of denomination, it has been
estimated that the overall value of countries’
reserves increased from $125 billion to $131 billion
—i.e., by about 5 per cent—because of the cur-
rency realignment. The world price level of inter-
national transactions, for which reserves provide
the means of financing any nct imbalances, could
also be expected to increase in terms of U.S.
dollars as a result of the realignment. Based on
import prices, the average amount of that
expected increase was calculated at 7.4 per cent
over the level prevailing immediately before May
1971. After the occurrence of this price increase,
reserves would have commensurately less potential
for financing imbalances, and this loss of “pur-
chasing power” because of the realignment out-
weighs the total revaluation gain, producing a net
loss in real terms of 2.3 per cent of the total value
of reserves.'* Such calculations indicate that the
net percentage loss in purchasing power of
reserves was about the same for the developed areas
and for the less developed areas.

3. The external debts of developing countries,
like their reserve assets, have been subjected by
the 1971 currency realignment to both a revalua-
tion effect and a price effect. The former raised
the U. S. dollar equivalent of most non-dollar debt
or debt service payments, but did not affect the
nominal value of dollar debt (in terms of the U. S.
dollar as the unit of account). On the other hand,
the increasc in U. S. dollar prices resulting from
the realignment tends to reduce in real terms both
the dollar-denominated debt and the U. S. dollar
equivalent of most other outstanding debt. Similar
considerations apply to interest payments on
external debt.

For the total of outstanding debts, as covered
in basic data provided by the World Bank,* the
revaluation effect is estimated at a little more
than $2 billion, or about 4%2-5 per cent (depend-
ing on assumptions made in cases of unknown cur-
rency composition of liabilities) of the outstanding

11 This percentage would be the same if the calcula-
tions had been carried through in terms of gold, SDRs,
or any other unit of account, rather than in U. S. dollars.

12 These data for developing countries refer to the
outstanding external public (or publicly guaranteed)
debt with a maturity of more than one year.
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debt. Further, the average increase in debt service
payments (likewise valued in U. S. dollars) is also
estimated at roughly 4%2 per cent.

These nominal changes in debt and in debt
service flows may be “deflated” to discount the
average increase in prices of developing countrics’
exports expected to result from the 1971 currency
realignment, and thus to gauge debt changes in
real terms from the standpoint of the volume of
exports necessary to meet external debt commit-
ments. Accordingly, the outstanding long-term
external public debt of developing countries as a
group was reduced in real terms by an estimated
1-1%2 per cent as a result of the currency realign-
ment, and the real value of annual debt service
payments was also reduced by about 12 per cent.

The foregoing estimate of the net decline in
outstanding debt in real terms attributable to the
realignment—roughly $500 million—is of the
same order of magnitude as the estimate (above)
of the net loss in purchasing power of reserves
held by developing countries as a group. There-
fore, the combined external balance sheet position
of these countries does not appear to have been
greatly affected in real terms by the currency
realignment. Also worth noting is the fact that the
realignment, according to estimates of consequen-
tial changes in both debt items and export values
in nominal terms, apparently did not have a sub-
stantial effect on the average ratios of either debt
or debt service payments to the exports of devel-
oping countries.

4. The exchange rate decisions that were made
by the developing countries in reaction to the
1971 realignment of major currencies reflected
two main tendencies. One of these was a propen-
sity to maintain traditional exchange rate relation-
ships with the major industrial countries predomi-
nant in their respective combinations of trading
partners. The other was a rather strong tendency
for countries to resolve doubts in favor of main-
taining exchange rates against the U. S. dollar, thus
depreciating their currencies in relation to those
of most industrial countries other than the United
States and to currencies in general.

For the developing countries as a group, in
their trade with all developed areas, the result was
an average effective depreciation of roughly 412
per cent. Since the changes, in terms of gold or
SDRs, in the parities or central rates of the indus-

trial countries, weighted by their shares in world
trade, sum to very close to zero, it may be as-
sumed that the weighted average effect of the
same changes on the effective rates of the de-
veloping countries was also small, so that the
effective depreciation they achieved was over-
whelmingly the result of the depreciation of their
currencies in terms of gold.

On the basis of reasonable (although neces-
sarily uncertain) assumptions regarding such rele-
vant factors as the price elasticities of demands
for and supplies of goods traded by the developing
countries, the effective depreciation of 4% per cent
may be expected to generate shifts in price rela-
tionships that involve a deterioration of roughly
1 per cent in terms of trade, but which may even-
tually bring about a larger rise in total export
values than in total import values. The price
changes stemming from the realignment may lead
to an expansion of 1%2—2 per cent in the volume of
developing countries’ exports and to a decline of
somewhat more than 2 per cent in the volume of
their imports. Thesc estimated volume changes, in
combination with the estimated price changes
underlying them, would imply—before any allow-
ance for indirect effects—an eventual improve-
ment in the collective trade balance of the devel-
oping countries equivalent to about 212 -4 per cent
of the group’s combined exports. Such an
improvement, amounting to roughly $1%2-2 bil-
fion, would be fairly sizable when viewed in the
perspective of past actual changes in the trade bal-
ance of the developing countries as a group.

Role of National Policies

The effectiveness of the adjustment process in
the period ahead will be greatly influenced by the
degree of success achieved by the main industrial
countries in handling the problem, discussed
earlier, of controlling inflation while fostering
renewed economic growth. Beyond this basic
proposition, the character of policies oriented more
directly toward the external sector will also have
an important bearing on the adjustment process.

Through the realignment of exchange rates,
forces have been set in train to change the current
account balances of some of the main industrial
countries in such manner as to improve the struc-
tures of their balances of payments and to facili-
tate management of the overall positions. Hence,
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the short-term outlook for current account bal-
ances does not seem, in general, to call for major
changes in national policies, even though the
balances projected for 1972 in several important
instances are clearly out of line, for cyclical or
other temporary reasons, with medium-term
national objectives. However, the short-range
prospects do have certain policy implications,
noted below, from the standpoint of the interna-
tional adjustment process.

Since changes in current account balances from
1971 to 1972 are not expected to contribute
materially to the alleviation of international pay-
ments disequilibrium, the immediate prospect for
avoidance of further major overall imbalances
depends on the evolution of capital flows, especially
those to and from the United States. There is
every likelihood that the United States will have
a substantial payments deficit on the basic ac-
counts in 1972; at the same time, analysis of the
1971 U. S. capital outflow, much of which was
speculative, indicates the potentiality of a large
reflow of short-term or unidentified funds to the
United States, through a combination of interest
rate and confidence factors. The conjuncture of
cyclical forces indicated by the GNP projections
discussed earlier is in fact conducive to an upward
movement of U. S. rates relative to those in other
major centers, and such a pattern has begun
to develop in recent months, Depending on the
evolution of these influences, a sizable U. S. pay-
ments deficit on an overall basis could be avoided
in 1972,

But the fact remains that future developments
with respect to short-term capital flows and to
exchange market conditions cannot be predicted
with any confidence. This was shown anew by the
sudden outbreak of speculative pressures on ster-
ling in June, and by the ensuing weakness of the
dollar as exchange markets became disturbed once
again after calm had returned to them during
April and May. Therefore, it is imperative for
policies of the major industrial countries to give
attention to the international adjustment process
and, more specifically, to support the realignment
by seeking to ensure that the international pay-
ments situation develops satisfactorily over the
short run. The implications with respect to
national policies would appear to be as follows:

—Countries that have slack in resource utiliza-

tion, large current account surpluses, and high
reserves and that are projecting a near-term out-
put growth below potential should earnestly con-
sider the adoption of more expansionary policies.
Within this group of countries (Japan and various
continental European countries), the constraint
upon adoption of such policies would stem mostly
from a concern about exacerbating inflationary
pressures. However, to the extent that the coun-
tries in question found it possible to follow a more
expansionary course, this would be helpful—
beyond its domestic effects—not only to the bal-
ance of payments situation among the industrial
countries but also to the exports of the developing
world. Insofar as feasible, policies of expansion in
this group of countries should be so conducted as
to bring down short-term interest rates.

—The current GNP projections of the United
States for 1972 imply that expansion will be
strong enough to absorb some of the present sub-
stantial slack and reduce unemployment at least
moderately, but not so strong as to risk launching
an excessive boom that would trigger a resurgence
of inflation. Achievement of a satisfactory, non-
inflationary rate of growth by the United States is,
of course, in the interest of the rest of the world,
and is a prime continuing U. S. responsibility with
respect to the appropriate functioning of the inter-
national adjustment process. In the near future, it
would be helpful to the adjustment process if U. S.
monetary policy were to exert upward pressure on
short-term interest rates without, however, incur-
ring undue risks of affecting the general level of
U. S. rates to such an extent as to have a retarding
effect on economic growth.’® Further, if at some
point in the current expansion the U.S. authorities
should feel a need to apply additional restraint,
international considerations indicate that this
should come at least in part through monetary
policy.

—Pursuit of such policies by the main indus-
trial countries—reflecting a concern for the effect
of their policies on others and on the international
system in general—would be likely to have a
decisive positive effect on market confidence. This,
indeed, is a major independent reason why these
policies are needed.

13 There should be, as indicated above, a natural tend-
ency for U.S. short-term rates to rise in the course of
1972, under the influence of federal budget financing and
a revival of private demand for goods and services.
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Chapter 2

Developments in International Liquidity

Reserve Changes in 1971

Reserve Growth and Composition

NTERNATIONAL reserves increased in the

course of 1971 by an even larger amount than
in the previous year, when the increase was already
exceptional by any previous standard (Table 6).
During these two years, countries’ aggregate offi-
cial holdings went up from the cquivalent of
SDR 75 billion to SDR 121 billion, a gain of
61 per cent.* The accrual of the equivalent of over
SDR 29 billion in 1971 greatly cxcceded the
increase of almost SDR 17 billion in 1970. Despite
several months of relative stability, the strong
upward trend in reserves continued in the first
half of 1972 as a whole. Apart from the alloca-
tion of SDR 2.9 billion in January, reserves rose
by the equivalent of SDR 4.3 billion in the first
quarter and by some SDR 3-4 billion in the
second quarter.

The measurement of reserve growth in 1971 is
affected by the widespread realignment of curren-
cies in December of that year, relative to gold
and other assets with a fixed gold value held as
reserves—special drawing rights (SDRs) and
reserve positions in the Fund. In this chapter, the
SDR is adopted as the unit of account for valuing
both holdings and changes in holdings. Therefore,
other components whose value remained fixed in
terms of the SDR—gold, reserve positions in the
Fund, and claims in currencies whose gold value
was not changed or that had an exchange rate

1 As in previous Annual Reports, this chapter is
directed to official reserve holdings and not to private
holdings (the effect of which on international liquidity
may need further study). The concept of reserves used
covers SDRs, reserve positions in the Fund, and official
holdings of gold and foreign exchange, except for the
foreign exchange holdings of the United States. These
are mainly the counterpart of the use of swaps by other
countries and could not generally be drawn upon to
finance U.S. deficits. Such holdings had in any event
been reduced to a very low level by the end of 1971,
so that adjusted world reserves on that date did not
differ significantly from the unadjusted figure.

25

guarantee in terms of such currencies—were not
affected by the realignment. Certain currencies
held in reserves (mainly U. S. dollars) are deemed
to have declined in value against SDRs as a result
of the realignment by an amount estimated by the
Fund staff at the equivalent of SDR 4.7 billion.
Other currencies held in reserves are estimated to
have risen in value against SDRs as a result of the
realignment by the amount of SDR 0.4 billion.?
Thus, the level of the foreign exchange component
and hence of total reserves would have been
higher by some SDR 4.3 billion, had it not been
for the impact of the realignment.

The overall growth in international reserves
during 1971 was confined almost entirely to the
foreign exchange component, changes in assets in
other forms being relatively small and largely
offsetting (Table 7 and Chart 4).

The world’s official gold holdings remained at
SDR 41 billion, a level from which they have not
greatly deviated since the end of 1968. The share
of the international monetary institutions in this
total, however, increased by SDR 1 billion in
1971, reducing the amount held by national
authorities to SDR 36 billion. Gold transactions
with member countries added a net amount of
SDR 0.4 billion to the Fund’s holdings. The
Fund’s acquisitions comprised SDR 0.5 billion
obtained through members’ repurchases of their
currencies, SDR 0.1 billion in Fund purchases of
gold with currency from South Africa, and a fur-
ther SDR 0.1 billion received from gold subscrip-
tions. Sales of gold by the Fund for replenishment
(SDR 0.4 billion), together with minor transac-

2 The impact of the realignment on the SDR value
of currency holdings has been calculated by applying
to the amount of such holdings at the time of the
realignment the difference between the postrealignment
and the prerealignment SDR equivalents of the cur-
rencies concerned. The postrealignment SDR equivalent
was based, for the U. S. dollar, on the rate of $38 per
fine ounce of gold and, for other currencies, on the
postrealignment par values and central rates. The pre-
realignment SDR equivalents were based generally on
prerealignment par values.
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TaBLE 6. ResErvES, CREDIT TRANCHE PosiTions, AND OTHER UNUSED CREDIT FACILITIES, END OF YEARS, 1952-71
(In billions of SDRs)

Credit Other
Reserve Foreign Total Tranche Unused
End of Positions Exchange Reserves Positions Credit
Year Gold SDRs in Fund Adjusted ! Adjusted ! in Fund Facilities *
1952 33.9 — 1.9 15.7 51.5 7.0 —
1953 34.3 — 1.9 17.0 53.2 7.1 —
1954 34.9 — 1.8 18.1 54.9 8.6 —
1955 35.4 — 1.9 18.5 55.8 7.9 —
1956 36.1 — 2.3 19.5 57.9 7.7 —
1957 37.3 — 2.3 18.8 58.4 7.1 —
1958 38.0 — 2.6 18.8 59.4 7.2 —
1959 37.9 — 3.3 17.8 59.0 12.8 —
1960 38.0 — 3.6 20.2 61.8 13.6 —
1961 38.9 — 4.2 20.7 63.8 12.8 1.7
1962 39.3 — 3.8 21.3 64.4 13.3 1.4
1963 40.2 — 3.9 23.6 67.8 13.5 2.0
1964 40.8 — 4.2 25.0 70.0 13.9 5.8
1965 41.8 — 5.4 24.4 71.6 12.4 3.8
1966 40.9 — 6.3 24.6 71.8 17.0 4.5
1967 39.5 — 5.7 26.7 71.9 18.1 5.3
1968 38.9 — 6.5 28.4 73.8 17.0 13.1
1969 39.1 — 6.7 29.6 75.4 16.8 14.3
1970 37.2 3.1 7.7 43.9 91.9 25.0 4.2
1971 36.1 5.9 6.3 72.9 121.3 27.2 11.1
Annual percentage changes
1953 1.1 — 0.8 8.8 3.4 0.7 —
1954 1.9 — —2.4 6.5 3.2 21.0 —
1955 1.4 — 2.1 2.2 1.7 —8.5 —
1956 1.8 — 22.8 5.1 3.6 ~2.6 —
1957 3.5 — —0.3 —3.4 1.0 —6.7 —
1958 1.9 — 10.6 —0.2 1.6 1.4 —
1959 —-0.3 — 27.1 —5.0 ~0.6 76.5 —
1960 0.3 — 9.8 13.1 4.7 6.7 —
1961 2.2 — 16.4 2.9 3.2 —6.4 3
1962 1.1 — —8.7 2.8 1.0 4.2 —16.2
1963 2.4 — 3.8 10.8 5.3 1.6 39.2
1964 1.5 — 5.5 5.8 3.3 2.6 193 .4
1965 2.5 — 29.4 —2.4 2.3 -10.6 —35.3
1966 -2.3 — 17.7 0.8 0.3 37.4 18.4
1967 —-3.4 — —9.2 10.8 0.9 6.2 17.7
1968 —-1.4 12.9 6.4 2.6 —5.8 149.3
1969 0.5 — 3.7 4.2 2.2 —-1.4 9.3
1970 —5.0 3 14.4 48.5 21.9 48.8 —-1.0
1971 -2.8 88.1 —17.5 66.1 32.0 9.0 —21.8
Annual compound
rate, 1952-71 0.3 3 6.5 8.4 4.6 7.4 3

Sources: International Financial Statistics and, for “other unused credit facilities,” Fund staff estimates.

1 Excluding U. S. holdings of foreign exchange and including throughout the period amounts incorporated in published U. K.
reserves in 1966 and 1967 from proceeds of liquidation of U. K. official portfolio of dollar securities. The figures for 1971 include
the U. K. official assets “swapped forward” with overseas monetary authorities, as reported in U. K. Central Statistical Office,

Economic Trends.

z Unutilized drawing facilities under swap arrangements and related credit arrangements between central banks and treasuries.
3 A percentage change cannot be calculated, the base number being zero.

tions, partly offset these acquisitions.* Countries’
transactions with the Bank for International Settle-
ments reduced country holdings by a net amount
of SDR 0.6 billion, a considerably larger sum than
in any other recent year.

The second allocation of special drawing rights
at the beginning of 1971 added SDR 2.9 billion

3 These Fund transactions are described, on a fiscal-
year basis, in Chapter 3 and Appendix Table 1.16.

to countries’ holdings. Net transfers of some
SDR 0.2 billion to the General Account of the
Fund during the year raised holdings in the Gen-
eral Account to about SDR 0.5 billion, leaving
SDR 5.9 billion of the total allocated up to the
end of 1971 in the hands of national authorities.

Reserve positions in the Fund fell by SDR 1.3
billion in 1971, canceling out the rise that had
occurred over the previous two years. The decline
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TABLE 7. SOURCES OF RESERVE CHANGE, 1962-711
(In billions of SDRs)

Memo Item
Outstanding
Totals at the
Annual Changes in 1962 1963 1964 1965 1966 1967 1968 1969 1970 1971 End of 1971
1. Gold Reserves
Monetary gold 0.4 0.8 0.7 0.2 — —~1.6 -0.7 0.1 0.3 —-0.1
Gold transactions by IMF, BIS, and European
Fund (sales +) 0.1 0.1 —-0.1 0.8 -0.9 0.2 0.1 0.1 -2.2 -=1.0
Countries’ gold reserves 0.4 0.9 0.6 1.0 —-09 -1.4 -0.6 0.2 -~-1.9 -—-1.1 36.1
2. Special Drawing Rights
Allocation of SDRs — —_ — — — — — — 3.4 2.9
IMF holdings of SDRs (increase —) — — — — - — — — =03 -0.2
Countries’ SDR holdings — — — — — — - — 3.1 2. 5.9
3. Reserve Positions in IMF
Use of IMF credit —-0.4 0.1 0.4 1.6 — =05 1.2 0.3 -~0.8 -1.9
IMF gold transactions (inflow +) 2 0.1 0.1 -0.1 0.3 1.0 0.1 -04 — 1.6 0.4
IMF transactions in SDRs (inflow +) s — — — — — — 0.3 0.2
IMF surplus (increase —) —  —0.1 -~ -0.1 -0.1 -0.1 -0.1 -0.1 -0.1 _
Reserve positions in IMF -0.3 0.1 0.2 1.2 09 —0.6 0.7 0.2 1.0 —-1.3 6.3
4. Foreign Exchange Holdings
a. U. S. dollars
U. S. deficit on official settlements 3 2.7 1.9 1.5 1.3 —0.2 34 —-16 =27 10.7  30.5
U. S. reserve assets (including foreign exchange)
used in transactions with countries -1.5 -04 -02 -12 -—-08 -0.1 0.9 1.3 -30 -—-3.1¢
(i) Official claims on United States * 1.1 1.5 1.4 0.1 -—1.1 34 —-08 -—1.5 7.7% 27.4¢ 46.7
(ii) Tdentified official holdings of Euro-dollars . o o 0.1 0.7 0.4 1.2 0.7 4.9 0.21 9.3
b. Official sterling holdings —0.1 0.4 0.5 -09 —-01 -1.3 -0.5 0.8 0.5 1.5 \ 7.2
c. Official deutsche mark holdings 8 — — 0.1 — 0.1 — 0.1 — 0.8 0.4 1.0
d. Official French franc holdings ® —0.1 —  =0.1 — 0.1 —  =0.1 -0.2 0.2 0.2 0.8
e. Foreign exchange claims arising from swap credits
and related assistance — — 04 —0.3 0.7 0.9 1.2 -0.1 -2.2 —0.7 —
f. Correction for effect of realignment on stock of
reserves !¢ — — — — — — — —_ 43 _
g. Unidentified Euro-currencies and residual 1! —-0.4 0.4 —-0.9 04 -02 -1.3 0.6 1.5 2.4 5.2 8.0
Countries’ holdings of foreign exchange 0.6 2.3 1.4 —0.6 0.2 21 1.7 1.2 143  29.0 72.9
Total reserve change 0.6 3.4 2.2 1.6 0.2 0.1 1.9 1.6 16.5 29.4 121.3

Sources: International Financial Statistics, and Fund staff information and estimates.

! Adjusted reserves, See footnote 1, Table 6.

% Including gold subscriptions and effect of IMF gold deposits and gold investments. ) .

3 Unlike the other components of reserve growth, the deficit is already in a flow dimension and therefore is not expressed as a change from the previous year.
The U. S. deficit is shown before allocations of SDR 0.9 billion in 1970 and SDR 0.7 billion in 1971. )

+ Excluding the estimated impact of the realignment on the value of amounts outstanding at the time of realignment.

s Includes claims on the United States denominated in the claimant’s own currency, i.e., Roosa bonds.

8 Excludes SDR 0.4 billion in respect of reduction in IMF gold investment.

7 Fund staff estimates. See Table 10. . o

8 Estimates of claims on the Deutsche Bundesbank and, for 1969-71, on German commercial banks, provided by the German authorities.

* Estimates provided by French authorities, supplemented in the earlier period by Fund staff estimates.

1 For explanation see page 25. . . :

U Includes asymmetries arising from the fact that data on U. S. and U. K. currency liabilities are more comprehensive than data on official foreign exchange
holdings shown in International Financial Statistics.
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CHART 4. LEVEL AND COMPOSITION OF RESERVES,
END oF PERIOD, 1961-FIRST QUARTER 1972

(In billions of SDRs)
140 (R I —

20N = Total reserves L |

i
i
1
3
3

5 o

1 Adjusted reserves; see Table 6.

resulted from a reduction of SDR 1.9 billion in
the outstanding use of the Fund’s resources in the
credit tranches. This reduction predominantly
reflected large repurchases of their own currencies
by France and the United Kingdom. However,
other transactions through the General Account,
on balance, tended to limit the decline in members’
reserve positions in the Fund.

Although gold, SDRs, and reserve positions in
the Fund comprised slightly over one half of the
world’s stock of international reserves at the end
of 1970 (Table 8), those elements made very
little net contribution to the striking increase in
the total stock that took place during 1971. The
expansion was thus concentrated in the remaining
component, foreign exchange holdings, which rose
by SDR 29 billion. The magnitude of this increase
was unprecedented, being double the previous
record accrual of SDR 14 billion in 1970. It
marked a rise of 66 per cent in currency claims
and brought the proportion of such claims in total

reserves up to 60 per cent.

The financing of the U. S. deficit on an official
settlements basis (Table 9) played an even more
dominant role in generating the expansion in 1971
than it had in 1970. This deficit, excluding the
allocation of SDR 0.7 billion to the United States
in special drawing rights, totaled SDR 30.5 billion
in 1971 at the prerealignment equivalent. In
financing the deficit, the U. S. authorities made
net use of their holdings of reserve assets to the
extent of SDR 3.1 billion, with virtually all the
rundown occurring before August 15. The remain-
der of the deficit, equivalent to SDR 27.4 billion,
had its counterpart in an increasc in U. S. liabili-
ties to foreign official holders and thus in an
increase in world reserves, after allowing for the
impact of the realignment.

The huge increment in official claims on the
United States tends to overshadow developments
in other kinds of foreign exchange holdings, which,
by the standards of comparison prevailing before
1970, could otherwise be considered quite signifi-
cant. Official holdings of the other principal
reserve currency, sterling, continued the strong
upward trend that they had shown in the previous
two years, after the network of sterling agree-
ments arrested their decline in 1968. Not only
did the overseas sterling area countries, whose
aggregate reserves continued to show strong
growth, add SDR 1.1 billion to their sterling hold-
ings but other countries also increased their
holdings by more than SDR 0.4 billion. Official
deutsche mark claims held in Germany, which
had undergone a substantial expansion in 1970,
were actually reduced in 1971 by almost SDR 0.4
billion, excluding the revaluation gain that accrued
on them. Aggregate reserves denominated in

TaBLE 8. PERCENTAGE COMPOSITION OF ADJUSTED (GLOBAL
RESERVES, END oOF 1951, 1961, 1969, 1970,
1971, AND FIRST QUARTER 1972!

First

Quar-

ter

1951 1961 1969 1970 1971 1972

Gold 66.8 61.0 51.9 40.5 29.8 27.7

SDRs — — — 34 4.8 6.9
Reserve positions

in the Fund 34 6.5 89 84 52 4.9

Foreign exchange 29.8 32.5 39.2 47.8 60.1 60.5

Total 100.0 100.0 100.0 100.0 100.0 100.0

Source: International Financial Statistics.
! For the nature of the adjustments, see Table 6, footnote 1.
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TasLE 9. U. S. BALANCE oF PAYMENTS AND ITs FINANCING, 1967-71

(In billions of SDRs)

1967
Balance on goods and services 3.9
Transfers and long-term capital —-7.1
Basic balance -3.2
Short-term capital (including banking liabilities) 2 —0.2
Official settlements balance —3.4
Financed by
Reserve liabilities (decrease —) 3.4
Reserve assets (increase —)
Gold 1.2
SDRs —
IMF gold tranche -0.1
Foreign exchange —1.0
Total reserve asset transactions 0.1
Memorandum item: SDR allocation (—) —
Reserve change including SDR allocation
(increase —) 0.1

1968 1969 1970 1971 1
1.3 0.7 2.2 —0.8
—2.7 36 52 ~8'5
—1.3 —2.9 —3.0 9.3
3.0 5.6 ~76 —212
1.6 2.7 ~10.7 -30.5
~0.8 —1.5 7.3 27.4
1.2 1.0 0.8 0.9
= = = 0.5
0.9 ~1.0 0.4 1.3
1.2 0.8 2.2 0.4
0.9 ~1.2 3.4 3.1
= = ~0.9 0.7
~0.9 —1.2 2.5 23

Source: U. S. Department of Commerce, Survey of Current Business.

1 The U. S. dollar value of these transactions over 1971 has been used as an approximation of their value in terms of SDRs.

2 Official settlements balance less basic balance.

deutsche mark, however, including those held in
the Euro-currency market, increased over the
year.

Available evidence suggests a substantial pro-
liferation of holdings in forms that have not been
usual in the past. The difference between official
foreign exchange assets, as reported by the hold-
ers of these assets, and the identified liabilities that
are their counterpart rose by some SDR 5.2 billion
in 1971 after allowing for the impact of the
realignment (see line 4.g of Table 7). Since this
amount is derivable only as a residual, it is affected
by any errors or asymmetries in the reported and
estimated figures for other reserve assets and lia~
bilities. Nevertheless, direct information, although
incomplete, makes it apparent that the bulk of this
increase took the form of claims on countries
whose currencies were not widely held as reserves
in previous years and Euro-market claims denomi-
nated in currencies other than the U. S. dollar,
notably the deutsche mark.

In line with the greater emphasis given to hold-
ings of currencies other than the U. S. dollar, vir-
tually no further net placement of official funds
in the Euro-dollar market took place in 1971
(Table 10). The expansion of holdings in that
market, amounting to an estimated SDR 5 billion,
had been one of the most notable developments
affecting international reserves in 1970. In the

second quarter of 1971, the central banks of the
major industrial countries decided, for the time
being, not to place additional funds in Euro-
currency markets and to withdraw such funds
when prudent in the light of market conditions.
Over the year, these countries appear to have
shifted into other assets some SDR 1.5 billion of
Euro-dollar deposits, well over half of the amount
of the placements they had made during 1970.
Other countries, however, did not follow the
same practice; their Euro-dollar holdings in fact
increased by another SDR 1.6 billion.

Country Distribution

As might be expected when a single country
had as large a payments deficit as that of the
United States in 1971, countries recording reserve
gains far outnumbered those experiencing losses.
In fact, three fourths of the some 120 countries
that report data to the Fund had gains in gross
reserves (measured in terms of SDRs) over the
course of the year. Neverthcless, the bulk of the
increase was heavily concentrated in a few coun-
tries, namely, those countries with relatively large
reserve holdings whose balance of payments expe-
rience was unusually favorable during 1971. (See
Chapter 1.)

While reserve gains in particular countries tend
to be related to balance of payments surpluses, the
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TABLE 10. OrricIAL HOLDINGS OF EURO-DOLLARS AND UNIDENTIFIED FOREIGN EXCHANGE RESERVES, 1964-71
(In billions of SDRs)

1964 1965 1966 1967 1968 1969 1970 1971
Identified official holdings of Euro-dollars !
Ten industrial countries 2 0.5 0.5 1.0 1.0 1.8 1.7 4.1 2.6
Other industrial countries 3 0.3 0.2 0.3 0.5 0.5 0.5 0.8 0.9
Total, industrial countries 0.8 0.8 1.4 1.5 2.3 2.2 4.9 3.5
More developed areas 0.3 0.3 0.3 0.3 0.4 0.5 1.4 1.4
Less developed areas 0.2 0.4 0.4 0.7 0.9 1.6 2.9 4.4
Total, primary producing countries, 0.5 0.6 0.7 0.9 1.3 2.1 4.2 5.
Total 1 1.3 1.4 2.0 2.4 3.6 4.3 9.2
Unidentified official holdings of Euro-
currencies and residual sources of reserves ¢ —0.6 —0.2 ~0.4 —-1.7 —1.1 0.4 2.8 8.0

Source: Fund staff information and estimates.

! Fund staff estimates based on information supplied by 58 countries
2 Belgium, Canada, France, Germany, Italy, Japan, the Netherlands, Sweden, Switzerland, and the United Kingdom.

3 Austria, Denmark, and Norway.

4 Includes asymmetries in data on reserves and liabilities: see footnote 11 of Table 7.

correspondence—even outside the United States
where surpluses are more likely to result in a
decline in liabilities to official holders—is not nec-
essarily very precise. Surpluses may be financed,
for example, by a reduction in the use made of
Fund credit or swap arrangements, rather than by
an accrual of reserve assets. During 1971, French
and U. K. repayments to the Fund and the U. K.
settlement of its remaining indebtedness (equiva-
lent to SDR 1 billion) under inter-central-bank
arrangements were important instances of this
kind of financing by major surplus countries.

Further, changes in a country’s own liabilities,
when held as reserve assets by other countries,
may affect the relationship between reserve
changes and the balance of payments. The large
increase during 1971 in such liabilities of the
United Kingdom, which has already been noted,
augmented the increase in reserve assets that came
about in the course of financing the surplus of
that country. The allocation of SDRs is also a
source of reserve growth that is not related to
surpluses earned on current and nonreserve capital
account, Finally, in 1971 the currency realign-
ment had the effect of reducing, by the equivalent
of SDR 4.3 billion, the level of reserves that would
otherwise have been attained through balance of
payments transactions.

The degree of concentration of gross reserve
gains in a few countries is suggested in Table 11.
An attempt is also made in that table to indicate
the relative importance of current account trans-

actions and nonreserve capital flows as sources of
reserve growth during 1971. The increase in the
combined reserve assets of the 11 countries listed
amounted to over SDR 27 billion, equal to about
93 per cent of the global increase. While capital
inflows, mainly in liquid forms, were the pre-
ponderant factor producing the surpluses in these
countries as a group, several countries also
recorded very large surpluses on current transac-
tions. The experience of individual countries did
not follow any single pattern. In some, notably
Japan and the United Kingdom, large surpluses
in both current and capital transactions combined
to bring about very large reserve gains. However,
instances in which the behavior of either the cur-
rent or the capital account was the decisive ele-
ment were perhaps even more common.

The emphasis given to the role of a few coun-
tries, and the fact that the reserve gains recorded
by these countries virtually matched the total for
the world as a whole, does not mean that these
were the only countries that had balance of pay-
ments surpluses. For the more than 100 countries
rcporting balance of payments data to the Fund
for 1971, the aggregate amount of overall sur-
pluses (measured by changes in reserves and
related assets inclusive of SDRs received through
allocation, changes in the use of Fund credit, and
changes in other official monetary liabilities) for
those countries that showed a surplus was almost
SDR 40 billion. On the other hand, apart from
the U. S. deficit of SDR 30 billion, other coun-
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TABLE 11. MAJOR RESERVE INCREASES BY
PrINCIPAL SOURCE, 1971

(In billions of SDRs)

Increase Current Net
in Ad- Account Capital

justed  Surplus Inflow  Reconcili-
Reserve  (Defi- (Out- ation
Assets! cit —) 2 flow —)3 Items*
Japan 9.3 5.9 4.3 —0.9
United
Kingdom 5.3 2.3 3.8 -0.9
Germany 3.3 0.2 4.1 —-1.0
France 2.6 0.8 2.4 —0.6
Australia 1.4 -0.9 2.2 e
Switzerland 1.3 0.1 0.6 0.5
Spain 1.2 0.8 0.6 —-0.2
Italy 0.9 1.8 -0.8 —0.1
Libyan Arab
Republic 0.8 0.8 0.1 —
Saudi Arabia 0.7 0.1 0.7 —0.1
Canada 0.6 0.2 0.5 —0.2
Total 11
countries 27.3 12.1 18.6 ~3.5

All countries  29.4

Sources: International Financial Statistics, and Fund staff
information and estimates.

' The concept of “‘adjusted reserve assets” is the one
used in Table 6; see especially footnote 1 to that table.

2 Balance on goods, services, and official and private
transfers.

3 Recorded movements of capital (excluding official re-
serves and related assets and liabilities) and net errors and
omissions.

1 Difference between the increase in adjusted reserve
assets and the balance on current and capital account. The
difference arises from the allocation of SDRs, the appre-
ciation or depreciation of reserve asset stocks in terms of
SDRs, the use (or repayment) of Fund credit and other
condmonal liquidity, changes in official monetary assets not
included in the reserves, and changes in liabilities to foreign
official holders.

tries reported overall deficits amounting to almost
SDR 2.0 billion, with 6 countries contributing
SDR 1.4 billion to this total. The net excess of
recorded surpluses over recorded deficits, amount-
ing to some SDR 8 billion, was mainly attrib-
utable to the allocation of SDRs (SDR 2.9 bil-
lion) and, as was indicated in Chapter 1, to the
placement of official reserves in Euro-currency
markets (SDR 5.4 billion).

Reserve growth during 1971 was concentrated,
by and large, on the same few countries that had
added large amounts to their reserves in 1970.
The pattern of distribution among world areas
was thus strongly affected by developments in
these two years (Table 12). The proportion of
world reserves held by industrial countries, other
than the United States, grew from 50 per cent of
the total at the end of 1969 to 63 per cent at the

end of 1971. The proportion held by the United
States, on the other hand, went down from nearly
19 per cent to 10 per cent. The reserves of the
more developed primary producing countries as a
group just about kept pace with the global trend,
thus maintaining a constant sharc of 10 per cent.
The less developed primary producing countries
did not fare as well; their ratio declined, over this
period, from nearly 21 per cent to just over
17 per cent. If the oil producing countries in this
category are excluded, the decline was more
marked—i.e., from over 15 per cent to 11 per
cent.

Within these broad economic groups, the expe-
rience of geographic subgroups and of individual
countries showed much diversity. The reduction
in the proportion of world reserves held by the
less developed primary producing countries was
most marked in the Asian and Western Hemi-
sphere areas. The Asian area, in fact, showed only
a negligible increase from 1969 to 1971 in the
absolute size of its holdings, an experience that
was also rather widely prevalent among individual
countries in the area. In the Middle East and
Africa, strong reserve gains by the oil producing
members, which as a group virtually doubled their
reserves in the span of only two years, served to
maintain the share of the world total held by these
two areas.

Factors Affecting the Adequacy
of Reserves

The rapid growth of intcrnational rescrves since
1969 has altered the tendency toward the increas-
ing scarcity of reserves that had characterized the
period from 1964 to 1969. However, it is difficult
to make any precise appraisal of the degree of
reserve ease achieved in 1971, a time when inter-
national payments were in major disequilibrium,
in which shifts of mobile capital played an impor-
tant role, and the international monetary system
was in a state of flux. Two methods of assessing
changes in reserve adequacy may be considered:
the first examines the supply of official reserves
in relation to the need for them as evaluated by
statistical procedures; the second points to certain
symptoms and effects, chiefly effects on policies,
from which changes in global reserve ease may
be inferred.
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TaBLE 12. CoUNTRIES’ OFFICIAL RESERVES, ADJUSTED, 1960, 1964, AND 1969—-FIRST QUARTER 1972 !

(In millions of SDRs)

Total at End of Period

Composition of Reserves at End of March 1972

Reserve
March positions  Foreign
1960 1964 1969 1970 1971 1972 Gold SDRs inthe Fund exchange
Industrial Countries
United States 19,359 16,240 14,183 13,858 11,891 12,058 9,662 1,810 586 —
United Kingdom 5,094 3,690 2,527 2,827 8,136 8,540 752 921 — 6,867
Total 24,453 19,930 16,710 16,685 20,026 20,598 10,414 2,731 586 6,867
France 2,272 5,724 3,833 4,960 7,602 7,800 3,523 527 449 3,302
Germany 7,033 7,882 7,129 13,610 16,940 18,186 4,077 635 1,091 12,384
Italy 3,251 3,824 5,045 5,352 6,251 6,129 2,884 340 356 2,549
Belgium and Netherlands 3,367 4,571 4,917 6,081 6,695 7,400 3,452 1,118 1,239 1,590
Switzerland 2,324 3,321 4,425 5,132 6,416 6.212 2,909 — = 3,303
Other industrial Europe ? 1,843 3,318 3,393 .3,820 4,930 5,340 1,032 353 361 3,594
Total, industrial Europe 20,090 28,640 28,742 38,955 48,834 51,069 17,876 2,973 3,498 26,72
Canada 1,998 2,890 3,106 4,679 5,251 5,425 794 488 345 3,797
Japan 1,949 2,019 3,654 4,840 14,148 15,349 735 424 520 13,669
Total, industrial countries 48,490 53,479 52,212 65,159 88,259 92, 441 29 819 6,617 4,949 51,057
Primary Producing Countries
More developed areas
Other European countries ® 2,348 3,907 4,869 5,692 8,112 9,042 1,880 328 276 6,558
Australia, New Zealand, and South Africa 1,313 2,686 2,772 2,831 3,998 4,753 665 322 298 3,466
Total, more developed areas 3,661 6,593 7,641 8,523 12,110 13,794 2,545 650 575 10,024
Less developed areas
Western Hemisphere * 2,962 2,843 4,470 5,642 5,895 6,296 1,013 654 369 4,260
Middle East s 1,414 2,321 3,037 3,118 4,715 5,297 1,008 134 89 4,066
Asia ¢ 3,071 3,098 4,818 5,153 5,140 5,464 672 510 192 4,089
Africa 7 2,058 1,583 3,095 4,174 4,715 5,056 401 285 161 4,209
Total, less developed areas ® 9,601 9,915 15,569 18,211 20,930 22,225 3,205 1,583 812 16,625
Memorandum item:
of which selected oil exporting countries ¢ 2,463 2,644 4,023 4,760 7,535 7,707 1,180 299 238 5,992
Grand Total 61,752 69,980 75,422 91,893 121,299 128,460 35,570 8,848 6,336 77,706

Source: International Financial Statistics.

! For the nature of the adjustments, see footnote 1 to Table 6, Totals may not add because of rounding and because some area totals include unpublished

data.

2 Austria. Denmark, Luxembourg, Norway, and Sweden.

3 Finland, Greece, Iceland, Ireland, Malta, Portugal, Spain, Turkey, and Yugoslavia.
1 Argentina, Bolivia, Brazil, Central America, Chile, Colombia, the Dominican Republic, Ecuador, Guyana, Haiti, Jamaica, Mexico, Panama, Paraguay,
Peru, Trinidad and Tobago, Uruguay, and Venezuela.
® Cyprus, Egypt, Iran, Iraq, Israel, Jordan, Kuwait, Lebanon, Saudi Arabia, the Syrian Arab Republic, and, since 1970, the People’s Democratic Republic

of Yemen.

¢ Afghanistan, Burma, Ceylon, China, India, Indonesia, Korea, Malaysia, Nepal, Pakistan, the Philippines, Singapore, Thailand, and Viet-Nam and, for the
Khmer Republic and Laos, only SDRs and reserve positions in the Fund.

7 Excluding Egypt and South Africa,
8 Includes residual.

¢ Algeria, Indonesia, Iran, Iraq, Kuwait, the Libyan Arab Republic, Nigeria, Saudi Arabia, Trinidad and Tobago, and Venezuela.
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Recent Development of the Supply of Official
Reserves Compared with the Need

The development of the need for official
reserves over time can be illustrated by the varia-
tion in ratios of reserves to various economic
aggregates that are customarily thought to provide
an indication of changes in the need for reserves.
The ratio most commonly used for this purpose
is that of reserves to imports. Chart 5 shows the
development over the period 1954-71 of the ratio
of reserves to imports for 60 countries combined.
Following an almost continuous decline, there was
a substantial increase from 1970 to 1971, bring-
ing the ratio in 1971 to a level slightly higher
than that of 1968, a year in which, as analyzed
on page 27 of the 1969 Annual Report, global
reserve ease was judged to have become less than
adequate. At the end of 1971, reserves were some
SDR 17 billion in excess of the amount that would
be obtained by applying the 1968 ratio to the
trend level of imports for the end of 1971.

The behavior of the ratio of reserves to imports
suggests that the degree of reserve ease has
recently stopped its decline and has thereafter
increased considerably. However, these statistical
comparisons leave out of account some important
factors affecting the adequacy of global reserves
in present circumstances. Four of these factors
deserve special attention.

1. The degree of reserve ease experienced over

CHART 5. RATIO OF AGGREGATE RESERVES TO
AGGREGATE IMPORTS OF 60 COUNTRIES, 1954-711

(In per cent)
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1 Reserves are annual averages of monthly data.

the last two years was attributable not only to the
level of reserves but aiso to the high rate of
increase in reserves during these years.

2. As already indicated, the major part of the
reserve increases of 1970 and 1971 accrued to a
small number of industrial countries, particularly
Japan and Germany, that already had rela-
tively large reserves. This concentration somewhat
reduces the significance for global reserve ease of
the expansion in world reserves for two reasons.
First, the resulting unevenness in the distribution
of world reserves itself tends to reduce the global
reserve ease attributable to a given total. Second,
the massive accumulation of reserves in the coun-
tries in question was to a large extent associated
with an inflow of short-term funds, including a
transfer of private balances previously held in the
United States, which were at least partly of a
speculative and hence reversible nature. The
possibility of such a reflux must be regarded as
a contingent charge on the reserves of those
countries.

3. The international mobility of capital, par-
ticularly in the form of private short-term bal-
ances, has increased since the end of the 1950s—
an increase that appears to have accelerated in
recent years, partly as a result of the growth of
Euro-currency markets. The growing mobility of
capital may have somewhat improved countries’
ability to finance balance of payments deficits by
borrowing. However, this effect of capital mobility
is likely to have been outweighed so far as global
reserve ease is concerned by its effect in increas-
ing potential payments deficits, and therefore the
need for reserves (or for special credit facilities).

4, As at least a partial offset to this, enhanced
flexibility of exchange rates may permit a certain
economy in the use of reserves through inducing
equilibrating and impeding disequilibrating move-
ments of short-term funds. Apart from a possible
increase in the tendency to allow exchange rates
to float or to adjust exchange rates more promptly
in response to market pressures, many countries
utilize margins that are considerably wider than
those that were customarily maintained before the
exchange rate realignment of December 1971. At
present, experience with the system of wider mar-
gins is not yet sufficient to make an adequate
assessment of its effects on the need for reserves.
The same conclusion holds for the effect on global
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reserve ease of the tightening of capital controls
observed in some industrial countries over the last
two years.

Manifestations of Changes in Reserve Ease

The approach to the assessment of the ade-
quacy of reserves pursued in the preceding sub-
section can be supplemented by one based on the
observation of the manifestations of changes in
reserve adequacy. As discussed in the 1971
Annual Report, an increase in global reserve ease
would tend, over time, to bring about: (1) reduced
reliance on restrictions on imports and payments,
(2) an increase in the volume or a reduction in
the tying of aid, (3) a reduced propensity for
countries to devalue their currencies and an
increased willingness to undertake revaluations,
and (4) a reduced rcliance on balancc of pay-
ments credits. In the light of more recent circum-
stances, it would be appropriate to add, as one
of the symptoms of an increase in reserve ease,
the imposition of restrictions on capital inflows.
Moreover, an increase in reserve ease may cause
countries to pursue somewhat more expansionary
demand policies than would be appropriate in the
light of the domestic economic situation alonc and
a reduction in reserve ease would tend to induce
somewhat more contractionary policies than would
otherwise be called for.

In 1971 and the early part of 1972 there was
only limited resort to increased use of restrictions
on outward payments, although resort to multiple
currency practices may have increased somewhat.
In many instances where new restrictions were
introduced or tightened, this was primarily related
to a slowing of the growth of exports or to
depressed or declining prices of primary products.*
In several countries “reverse” restrictions, designed
to reduce the inflow of capital, were introduced
or strengthened during 1971 and the first half of
1972. Moreover, separate exchange rates for
capital transactions were applied by Belgium and
France during this period for the purpose of
limiting capital inflows.

Official development aid from countries of the
Development Assistance Committee has been
declining as a percentage of GNP since the mid-

+See Twenty-Third Annual Report on Exchange
Restrictions (Washington, 1972), page 2.

1960s. This declinc appcears to have been arrested
in 1971. While a number of aid donors have in the
last three years introduced measures to mitigate
the adverse effects on recipients of their tying
practices, most official development assistance
remains subject to tying restrictions. Negotiations
aiming at a general untying of development loans
were no longer pursued after mid-August 1971.

As regards the balance between devaluations
and revaluations, the exchange rate appreciations
or upward floats of Canada in 1970 and Austria,
Germany, the Netherlands, and Switzerland in
May 1971 followed by those of most other indus-
trial countries after August 1971 provide evidence
of an increase in reserve ease for these countries,
while the suspension of convertibility by the
United States, which may be regarded as analo-
gous to downward floating, and a number of
devaluations by developing countries, provide
evidence in the opposite sense. In June 1972 the
United Kingdom and a number of other countries
in the sterling arca had resort to a floating rate
which resulted in a depreciation of their cur-
rencies.

Reliance on balance of payments credits was
reduced in the course of 1970 and 1971. As was
indicated in Table 7, net use of IMF credit (i.e.,
outstanding drawings in the credit tranches)
declined in 1970 and even more in 1971. Partly
responsible for this development were large
repayments of outstanding drawings by France
and the United Kingdom. However, new credit
tranche drawings by all groups of countrics also
were unusually low, reflecting, at least in part,
uncertainty about exchange rate devclopments in
general and about the dollar price of gold in par-
ticular. Amounts outstanding under swap facilities
or related credit facilities of central banks and
treasuries declined substantially in 1970 and con-
tinued to decline in 1971.

The divergence of countries’ demand manage-
ment policies from what might be regarded as
optimal in the light of domestic developments
alone is another possible symptom of reserve
shortage or excess, but one that is extremely diffi-
cult to assess. As described in Chapter 1, prices,
particularly in industrial countries, started to rise
at an undesirably high rate in 1969. This increase
accelerated in 1970 and at the beginning of 1971,
but lessened somewhat toward the end of 1971
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and in the first few months of 1972, partly as a
result of measures of price and incomes policy. In
view of this sequence of events, compared with
the timing of reserve increases, it is difficult to
attribute primary responsibility for recent price
movements to recent reserve developments, since
the upward thrust of prices started at the end of a
period of extremely slow reserve growth and pre-
ceded, rather than followed, the sharp rise in
reserves in 1971. This does not preclude the
possibility that conditions of reserve ease, where
they existed, may have affected the strength of
resistance against price changes. Policies tending
to reduce inflationary pressures were acknowl-

edged to be desirable for domestic reasons in most
countries during this period. However, since
unemployment tended to remain high or even to
increase in many major countries, the design of
policies had in some instances to achieve a com-
promise between the goals of price stability and
full employment. Failure to counteract recent
inflationary developments more effectively must
be ascribed more to the conflict of the targets of
price stability and full employment, as well as to
the inadequacy of the available policy instruments,
than to any lack of concern, caused by a high
degree of reserve ease, over the goal of price
stability.

©lnternational Monetary Fund. Not for Redistribution



Chapter 3

of the Fund

Activities

tary system that culminated in and followed
the decision by the United States on August 15,
1971 to suspend the convertibility of the U.S.
dollar into gold and other reserve assets had a pro-
found impact on the Fund’s activitics. Re-cxami-
nation of the exchange rate structure was intensi-
fied, the conduct of the Fund’s financial operations
required new methods and procedures, and
improvement or reform of the international mone-
tary system gained added urgency. The importance
of progress on cach of these three areas was
emphasized in a Resolution adopted by the Gov-
ernors at the Fund’s 1971 Annual Meeting.!

THE disturbances to the international mone-

The Governors’ Resolution reflected the dan-
gers of instability and disorder in currency and
trade relationships in the cxisting situation. Inter
alia, it called for collaboration in efforts to bring
about a reversal of the tendency to maintain and

1 Resolution No. 26-9, International Monetary System,
adopted by the Board of Governors on October 1, 1971,
reads as follows:

WHEREAS the present international monetary situa-
tion contains the dangers of instability and disorder
in currency and trade relationships but also offers the
opportunity for constructive changes in the interna-
tional monetary system; and

WHEREAS it is of the utmost importance to avoid the
aforesaid dangers and assure continuance of the pro-
gress made in national and international wellbeing in
the past quarter of a century; and

WHEREAS prompt action is necessary to resume the
movement toward a free and multilateral system in
which trade and capital flows can contribute to the
integration of the world economy and the rational
allocation of resources throughout the world; and

WHEREAS consideration should be given to the im-
provement of the international monetary system and
the adjustment process; and

WHEREAS the orderly conduct of the operations of
the International Monetary Fund should be resumed
as promptly as possible in the interest of all members;
and

WHEREAS all members of the Fund should partici-
pate in seeking solutions of the aforesaid problems;

Now, THEREFORE, the Board of Governors hereby
RESOLVES that:

I. Members of the Fund are called upon to collab-
orate with the Fund and with each other in
order, as promptly as possible, to
(a) establish a satisfactory structure of exchange

rates, maintained within appropriate margins,

36

extend restrictive trade and exchange practices.
Members were called upon to collaborate with
the Fund and with each other in order, as
promptly as possible, to cstablish a satisfactory
structure of exchange rates, maintained within
appropriate margins, for their currencies, together
with the reduction of the restrictive practices.

In the Resolution, member countries were also
called upon to collaboratc with the Fund and
with each other in order, as promptly as possible,
to facilitate resumption of the orderly conduct of
the operations of the Fund. It was possible to con-
tinue these operations, although serious problems
arose in their conduct as a result of the uncertainty
about currency relationships and the increasing
likelihood that the dollar price of gold would be
raised. This affccted members’ attitudes regarding
transactions with the Fund. On the one hand,
purchases of currencies from the Fund werc less

for the currencies of members, together with
the reduction of restrictive trade and ex-
change practices, and

(b) facilitate resumption of the orderly conduct
of the operations of the Fund.

1I. Members are called upon to collaborate with the
Fund and with each other in efforts to bring
about
(a) a reversal of the tendency in present circum-

stances to maintain and extend restrictive

trade and exchange practices, and
satisfactory arrangements for the settlement
of international transactions which will con-
tribute to the solution of the problems
involved in the present international mone-
tary situation.

(b)

ITI. The Executive Directors are requested:

(a) to make reports to the Board of Governors
without delay on the measures that are nec-
essary or desirable for the improvement or
reform of the international monetary sys-
tem; and
for the purpose of (a), to study all aspects
of the international monetary system, includ-
ing the role of reserve currencies, gold, and
special drawing rights, convertibility, the
provisions of the Articles with respect to
exchange rates, and the problems caused by
destabilizing capital movements; and
(c) when reporting, to include, if possible, the
texts of any amendments of the Articles of
Agreement which they consider necessary to
give effect to their recommendations.

(b)
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attractive because the resulting liabilities were
fixed in terms of gold. On the other hand, coun-
trics felt it advantageous to repurchase outstand-
ing drawings from the Fund with currencies,
thereby reducing their liabilities expressed in terms
of gold. But a number of countries with creditor
positions in the Fund were reluctant to sec them
reduced by the use of their currencies in repur-
chases—as this would decrease assets valued in
terms of gold and as the repurchasing member
would be likely to seek to obtain the creditors’
currencies by the exchange of U. S. dollars, for
which convertibility had been suspended.® Simi-
larly, participants in the Special Drawing Account
were reluctant to reduce their holdings of special
drawing rights (SDRs), the value of which is
constant in terms of gold.

Part -III of the Resolution of the Governors
requested the Executive Directors to make reports
to them without delay on the measures necessary
or desirable for the improvement or reform of the
international monetary system. The Executive
Directors have continued their detailed examina-
tion of the various aspects of rcform, and a
separate initial report is being submitted to the
Board of Governors.

In June 1972 the Executive Directors sub-
mitted to the Board of Governors a proposal for
a Committee of the Board of Governors on
Reform of the International Monetary System and
Related TIssues. The Resolution establishing the
Committee - was adopted by the Governors on
July 26, 1972 and is reproduced in Appendix IIL.
This Resolution is the result of extensive consid-
eration on ways of providing a more effective
forum for examination at a high policymaking
level of the issues relating to reform of the inter-
national monetary system, with full participation
by developed and developing member countries
alike. The Committee’s task will be to advise and
report to the Board of Governors on all aspects of
reform, including proposals for amendment of the
Articles of the Fund. The members of the Com-
mittee will be appointed by each of the countries
or groups of countries that appoint or elect an

2The U.S. dollar could not itself be used in repur-
chase as the Fund’s holdings of that currency were in
excess of 75 per cent of the U.S. quota following pur-
chases by the United States in June and August 1971;
these purchases raised the Fund’s holdings to 91.5 per
cent of the U. S. quota.

Executive Director of the Fund, resulting in a
Committce of 20 members.

Other, more normal activitics, of course, occu-
pied much of the Fund’s time in the period since
the preparation of the 1971 Annual Report. As
indicated above, it was possible to conduct finan-
cial transactions, which were on a relatively large
scale. Consultations with member countrics, tech-
nical assistance, and other work continued as in
previous years. Policies were reviewed and new
decisions were taken, affccting both the General
Account and the Special Drawing Account. In the
light of the expericnce gained in the opcration of
the Special Drawing Account and with the
approach of the end of the three-year basic period
for the allocation of SDRs agreed in 1969, policics
in this arca are recelving increasing attention.

Studies such as that on the size and structure
of the Exccutive Board were continued during the
year. Other studics were carried on in the broader
context of reform, Thesc covercd work already
begun on exchange rate flexibility and short-term
capital movements. Examination of various pro-
posals for a link between the issuance of SDRs
and the financing of economic development also
continued in the same context.

Following the realignment of exchange ratcs
in December 1971, the Fund reviewed its account-
ing practices. In view of the fixed gold value of
special drawing rights, their international charac-
ter, and their role as an international rcserve asset,
the Executive Directors proposed to the Board of
Governors that the Fund's By-Laws be changed
to provide that the accounts of the Fund’s General
Account be summarized in SDRs, the unit of
value of which is equivalent to 0.888671 gram of
fine gold.? The Board of Governors agreed to this
proposal effective March 20, 1972.

Exchange Rates

The exchange rate structure was already under
severc strain at the opening of the fiscal year
1971/72, and five members of the Fund took
action in the exchange ficld on May 9, 1971. The
German authorities advised the Fund that they

3 Executive Board Decisions Nos. 3577-(72/16) and
3578-(72/16), adopted February 25, 1972 and repro-
duced in Appendix II.
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TaBLE 13. EXCHANGE RATE RELATIONSHIPS RESULTING FROM THE SMITHSONIAN AGREEMENT, DECEMBER 18, 1971
Percentage Percentage
Change in Terms  Change in Terms

Member of Par Value of U. S. Dollar Exchange Rate Action Effective Date
Belgium +2.76 +11.57 central rate Dec. 21, 1971
Canada floating rate continued
France — + 8.57 par value maintained
Germany +4.61 +13.58 1 central rate Dec. 21, 1971
Italy —1.00 + 7.48 central rate Dec. 20, 1971
Japan +7.66 +16.88 central rate Dec. 20, 1971
Netherlands +2.76 +11.571 central rate Dec. 21, 1971
Swe_den —1.00 + 7.49 central rate Dec. 21, 1971
United Kingdom — + 8.57 par value maintained
United States -7.89 — new par value May 8, 1972

! Based on par value in effect prior to May 9, 1971.

would not, for the time being, maintain the
exchange rates for the deutsche mark within the
established margins, and the Nethertands author-
ities informed the Fund that they found it neces-
sary to take similar action. On the same day
Austria proposed an appreciation of 5.05 per cent
in the par value of the schilling, and the dual
foreign exchange market regulations of the
Belgian-Luxembourg Economic Union were modi-
fied with a view to discouraging excessive capital
inflows.*

Subsequent developments leading up to the
August 15 suspension of the convertibility of the
U. S. dollar into gold and other reserve assets are
described in Chapter 1. The U. S. authorities noti-
fied the Fund that the United States no longer, in
fact, freely bought and sold gold, for the settle-
ment of international transactions. As a result, it
was no longer assured that exchange transactions
between the U.S. dollar and the currencies of
other members would take place within the pre-
scribed limits around parity in the territories of
the United States.

The Fund noted the circumstances that had led
the United States authorities to take this action.
The Fund emphasized the undertaking of mem-
bers to collaboratc with it to promote exchange
stability, to maintain orderly exchange arrange-
ments with other members, and to avoid competi-
tive exchange alterations. It therefore welcomed
the intention of the United States authorities to
act in accordance with this undertaking. The Fund
stated that it would remain in close consultation
with the authorities of the United States and the
other members with a view to the prompt achieve-

4+ For details see Annual Report, 1971, pages 37-38.

Switzerland announced a change in the parity of the
Swiss franc on May 9, 1971.

ment of a viable structure of exchange rates on
the basis of paritics established and maintained
in accordance with the Articles of Agreement.

In the weeks following the U. S. action, exchange
rates fluctuated in the markets, and various trade
and exchange measures were taken to deal with
the new situation. Between August 15 and mid-
December 1971, the Fund was called upon to take
little formal action with respect to individual
exchange rates. The only par value change was
that by Israel, which with the Fund’s concurrence
devalued the pound by 16.7 per cent on August 21.

As was made abundantly clear at the Annual
Meeting in late September and early October,
there was broad agrecment on the desirability of
an early return to an orderly exchange system.
Intensive work was, therefore, carried out both
within the Fund and outside it to determine what
exchange rate relationships among major curren-
cies would give promisc of stability in the fore-
seeable future, without recourse to restrictions
and large-scale intervention in the markets by
national authorities. At the same time, various
aspects of the realignment of currencics were dis-
cussed in different forums, and on December 16
a joint meeting of Executive Directors of the
Fund and Deputics of the Group of Ten was held
to discuss the intcrnational monetary situation.

On December 17 and 18 the Ministers and
Central Bank Governors of the Group of Ten
met at the Smithsonian Institution in Washington
and reached agrecment on the realignment of the
currencies of their countries.> The pattern of
exchange rate rclationships that emerged is set
forth in Table 13.

5 Other aspects of the Smithsonian Agreement are
described in Chapter 1.
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Immediately following the agreement on realign-
ment, the Fund adopted a decision, entitled “Cen-
tral Rates and Wider Margins: A Temporary Re-
gime,” to enable members to observe the purposes
of the Fund to the maximum cxtent possible dur-
ing the temporary period preceding the rcsump-
tion of effective par values with appropriate
margins in accordance with the Articles.® The
decision indicated the practices that members
could follow consistently with their obligations
under the Articles to collaborate with the Fund
to promote exchange stability, as well as with the
call for collaboration in the Resolution adopted
by the Board of Governors at the 1971 Annual
Meeting.

The decision provided for a temporary regime
under which members could permit their exchange
rates against their intervention currencies to move
within margins of 2% per cent either side of the
parity relationship, calculated on the basis of par
values or central rates (rates that might be com-
municated to the Fund under this decision by
members temporarily not maintaining exchange
rates for their currencies on the basis of par
values). A member that maintained the rates for
its currency within these margins in terms of
its intervention currency could permit resulting
exchange rates for its currency in relation to cur-
rencies other than its intervention currency to
fluctuate within margins of 4% per cent from
parity, with further margins of 1 per cent in cer-
tain circumstances.

In the month following December 18, 1971, the
Fund concurred in or noted changes in the par
values of the currencies of 12 member countries
and nonmetropolitan territories and formally took
note of the establishment of 33 central rates.
Other member countries advised the Fund that
they were maintaining the par values of their
currencies or that they were pegging their
exchange rates to some other currency. By the
end of January 1972 the Fund had noted that
51 members and nonmetropolitan territories were
availing themselves of the wider margins under
the decision of December 18. The 51 countries
included all industrial member countries, except
Canada and the United States, and most of the
more developed primary producing countries, and

6 Executive Board Decision No. 3463-(71/126), adopted
December 18, 1971 and reproduced in Appendix II.

included only members with a par value or a cen-
tral rate. A listing of the exchange rates estab-
lished (par values, central rates, and others)
through July 31, 1972 and of the countries pres-
ently availing themselves of the wider margins is
presented in Appendix Table [.1

After consultation with the Fund, the United
States authorities proposed a new par valuc for
the U. S. dollar of US$38 per troy ounce of fine
gold, which became effective on May 8, 1972.
The change fell within the terms of Article 1V,
Section 5(c¢) (i), of the Fund Agreement;” accord-
ingly, the new par value was simply noted by the
Fund. Between the passage of U. S. legislation to
authorize and implement the change in the par
value of the dollar and May 31, 1972, the Fund
concurred in or noted new par values established
by 21 members. Although most of these members
had previously communicated central rates to the
Fund, many others with central rates—including
the larger countries that had established them—
did not quickly propose new par values. On
July 31 central rates were maintained by 18 mem-
ber countries and one nonmetropolitan territory.

On June 23, 1972, the Fund was notified by
the Government of the United Kingdom that for
the time being the market rate for sterling would
not necessarily be confined within announced
limits either in respect of the U.S. dollar or in
respect of EEC currencies. The Government of
the United Kingdom expressed the intention to
return as soon as conditions permitted to the
maintenance of normal Fund margins around a
parity and participation in the special EEC cur-
rency arrangements. The Fund was also advised
that exchange control was being extended to capi-
tal transactions by U. K. residents with residents
of the overseas sterling area except the lIrish
Republic.

The Fund noted the circumstances of the situa-
tion that had led the U. K. Government to take
the actions described. The Fund welcomed the
intention of the U. K. authorities to collaborate

7 Article 1V, Section 5(c) (i), of the Articles of Agree-
ment is as follows:

(c) When a change is proposed, the Fund shall first
take into account the changes, if any, which have
already taken place in the initial par value of the
member’s currency as determined under Article XX,
Section 4. If the proposed change, together with all
previous changes, whether increases or decreases,

(i) does not exceed ten percent of the initial par
value, the Fund shall raise no objection.

©lnternational Monetary Fund. Not for Redistribution



20 ANNUAL REPORT, 1972

with it in accordance with the Articles of Agree-
ment, and to resume as soon as conditions per-
mitted the observance of margins around parity
consistent with decisions of the Fund. The Fund
also stated that it, and in particular the Managing
Director, would remain in close consultation with
the authorities of the United Kingdom on their
resumption of margins around parity, and the
Managing Director would take appropriate initia-
tives for those consultations.

Between June 23 and July 31, the Fund was
informed by the authorities of 17 other member
countries in the sterling area that they too had
decided to allow the exchange rates for their cur-
rencies to float, with all but one of the currencies
maintaining their relationships with the pound
sterling. (See Appendix Table 1.1.) Similar noti-
fication was received from the U. K. authorities
with respect to the currencies of certain nonmetro-
politan territories. The Fund’s approach to the
action by these countries and territories was simi-
lar to that with respect to the U. K. action on
sterling, modified by special circumstances in the
individual situations.

Special Drawing Account

Although the period since May 1, 1971 has
been one of considerable disturbance in the inter-
national monetary systcm, the mechanism of the
Special Drawing Account has remained fully
operative, and participants have at all times been
able to use their SDRs to obtain needed foreign
exchange and to make repurchases from and to
pay charges to the Fund’s General Account. The
movements of SDRs among participants and
between participants and the General Account
were naturally influenced by the major develop-
ments in the monetary system during this period.

In 1971/72 a relatively large number of coun-
tries experienced incrcases in gross reserves; as
a result, fewer participants than in the previous
fiscal year had balance of payments needs to use
SDRs to obtain foreign exchange. Nevertheless, a
small number of countries with balance of pay-
ments problems used substantial proportions of
their SDR holdings to finance their deficits.

Under the Rules and Regulations of the Fund,
the gold value of the special drawing right was

translated into values in terms of currencies
through the par value of the U. S. dollar and the
market rates for other currencies against the U. S.
dollar; as a consequence, an expectation of an
increase in the official dollar price of gold, follow-
ing the U. S. announcement of August 15, created
a disincentive for participants to usc their SDRs.
In the absence of a change in the par value of the
U. S. dollar, the amounts of currencies that could
be obtained against SDRs continued to reflect the
one-for-one relationship between the SDR and
the dollar. This situation influenced participants
to refrain from the use of SDRs, both to obtain
currency and in transfers to the General Account.
Following the agrcemcnt of December 18, 1971
on the general realignment of currencies, the
Executive Directors took a decision in early Jan-
vary 1972 which enabled participants to obtain
against SDRs amounts of forcign exchange that
corrcsponded to the prospective change in the
par value of the U. S. dollar.®

Another factor that affected the use of SDRs
during the fiscal year was the need for partici-
pants to take account of the provisions for the
reconstitution of their SDR holdings.” Howecver,
the overall effect of the provisions for rccon-
stitution on the use of SDRs is difficult to assess,
since there was considerable variation among the
actions of participants affected.

The third and final allocation of SDRs in the
first basic period was made on January 1, 1972.
The amount of the allocation was SDR 2,952
million and 112 participants received amounts
equivalent to 10.6 per cent of their respective
Fund quotas. The total value of all transfers in
SDRs during the period May 1, 1971 to April 30,
1972 amounted to SDR 1,306 million, compared
with SDR 1,213 million in the previous fiscal
year. A large proportion—some 61 per cent—
of the total transferred in 1971/72 was the result
of the use of SDRs by two participants; the
United States transferred SDR 355 million in
exchange for balances of dollars, and the United
Kingdom used SDR 438 million largely in repur-
chasing sterling held in the General Account.
Mainly as a result of the United Kingdom’s use

8 Executive Board Decision No. 3537-(72/3) G/S,
adopted January 4, 1972 and reproduced in Appendix II.
This decision was terminated on May 8, 1972, when the
United States established a new par value.

Y See discussion of reconstitution, page 43.
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of SDRs, receipts by the General Account
exceeded transfers by SDR 420 million during
the fiscal year and the General Account’s holdings
increascd to SDR 910 million. Details of the
various categories of transfers are shown in
Appendix Table 1.3.

The. Articles of Agrecment provide that the
Managing Director must submit to the Board of
Governors, not later than six months before the
end of each basic period (i.e., by June 30, 1972
in respect of the current period), a proposal with
respect to the allocation of special drawing rights
in the next basic period, provided that, if he
ascertains that there is no proposal consistent with
the Articles that has broad support among partici-
pants, he must report to the Board of Governors
and to the Executive Directors. On June 26, 1972
the Managing Director, after informing the Execu-
tive Directors, reported to the Board of Governors

that the progress made so far, both in determining

whether there was a need to supplement existing
reserve assets and in ascertaining the views of the
participants in the Special Drawing Account with
respect to such an allocation, was not sufficient to
provide the basis for a proposal before July 1,
1972. Further discussions, including consultations
with participants, would be necessary before defi-
nite conclusions could be reached on the duration
of the next basic period, on the question whether
an allocation should be made, and, if so, on the
rate at which it should be made. For these rea-
sons, the Managing Dircctor concluded that it was
not possible to make a proposal by June 30. The
Managing Director noted that he must make a
proposal whenever he was satisfied that it could
be made consistently with the Articles. Further
discussions would be pursued actively in order to
enablc him to arrive as promptly as possible at a
proposal consistent with the Articles.

Transactions Between Participants

Transfers of special drawing rights between
participants in 1971/72 totaled SDR 647 million,
about the same as the amount of SDR 633 million
transferred in the previous fiscal year. The
amounts used and received by individual partici-
pants are shown in Appendix Table 1.4.

As part of the arrangements under which the
Fund’s holdings of pounds sterling were reduced
by the equivalent of SDR 1,150 million on

April 28, 1972, the Fund prescribed that Canada
could transfer SDR 25 million to the United King-
dom in exchange for currcncy. This transaction
was possible under Article XXV, Scction 2(h)(ii),
which allows the Fund to prescribe transactions
in which the SDR holdings of the two countries
involved are brought closer to their net cumulative
allocations. Under Article XXV, Scction 3(c), the
Fund exempted Canada from the expectation of
balance of payments need for this transaction.
All other transactions between participants during
the period were subject to the requircment of
need.

As in the previous fiscal year, the largest uscr
of SDRs in transfers to other participants was the
United States, which, as noted, used a total of
SDR 355 million in five transactions arranged
prior to August 15, 1971 to redcem balances of
U. S. dollars from Belgium and the Netherlands.
In such transactions the transfer takes place by
agreement betwecn the participants concernced
after notification to the Fund; the uscr of SDRs
is subject to the rcquirement of need but the
reccivers are not designated by the Fund.

Other transfers between participants, amount-
ing to SDR 267 million, were in transactions to
obtain currency through the dcesignation pro-
cedures, under which the Fund designated partici-
pants to receive the SDRs being used and to
provide currency to the users. The total of trans-
actions with designation was SDR 81 million less
than in the previous fiscal year, and the use of
SDRs in this way involved a substantially smaller
number of transactions and a much narrower
range of users (Table 14); transfers by only four
participants—Argentina (SDR 154 million), South
Africa (SDR 25 million), Zaire (SDR 32 million),
and Zambia (SDR 26 million)—accounted for
some 89 per cent of the total.

The balance of payments needs of a relatively
small number of participants determined the timing
and amount of use of SDRs to obtain currency
through designation; such use did not follow a
pattern that could be closely linked to major
developments in the international monetary sys-
tem. In the period prior to August 15, 1971
transactions with designation totaled SDR 50
million; from that date through the end of 1971,

10 See page 46.
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TaBLE 14. TRANSFERS OF SPECIAL DRAWING RIGHTS BETWEEN PARTICIPANTS,
JaNUARY 1, 1970-ApriL 30, 1972
- F iscralr Year§ - ‘Vrvriiir:l:ot;lrri -
) Jan. 1, 1970~ May 1, 1970~ May 1, 1971~ Jan. 1, 1970~
Particulars Apr. 30, 1970 Apr. 30, 1971 Apr. 30, 1972 Apr. 30, 1972
Transactions with designation o ) - o
Number of users 20 39 15 438
Number of transactions 26 44 23 93
Total amount (SDR millions) 155 348 267 769
Number of recipients 20 25 14 40
Transactions without designation
Number of users 1 1 2 3
Number of transactions 1 7 6 14
Total amount (SDR millions) 20 286 380 686
Number of recipients 1 3 3 5

in spite of the uncertainty over the gold price, a
larger amount of SDR 101 million was used
through the designation system. Although the
decision of the Executive Directors on January 4,
1972 removed uncertainty as to the currency
value of SDRs, and participants received addi-
tional SDRs through the third allocation on
January 1, 1972, transactions with designation
during the first four months of 1972 totaled only
SDR 116 million, compared with SDR 212 mil-
lion in the comparable period of 1971.

Designation

Participants are subject to designation to pro-
vide currency against SDRs if their balance of
payments and reserve positions are sufficiently
strong; the quarterly plans that were approved by
the Executive Directors during the fiscal year
included 31 participants whose positions were
considered to meet this standard. However, only
14 participants, compared with 25 in the previous
fiscal year, were actually designated. This smaller
number of participants receiving SDRs through
designation was partly the result of the smaller
volume of transactions, but to a greater extent it
resulted from the concentration of designation on
participants that had made previous use of the
facility. The present procedures for designation—
which will be reviewed by the Executive Directors
before the end of 1972—aim at the restoration
of a participant’s previous use of SDRs over a
period of several quarters, provided that the
participant’s balance of payments and reserve
position continues to justify designation. The
achievement of this aim is, of course, affected by
the volume of transactions involving designation.

Since the first quarter of 1971, additional empha-
sis has been placed on the designation of partici-
pants with holdings below their nct cumulative
allocations in order to ensurc some restoration
of such holdings in periods in which the volume
of designation was a small proportion of the total
provided for in the quarterly plans.

Of the SDR 267 million rececived through
designation during the fiscal year, SDR 202 mil-
lion went to 10 participants that had previously
made net use of SDRs, while only SDR 65 million
was rececived by 4 participants with SDR holdings
above their total allocations. The amounts for
which each of the 14 participants were designated
are shown in Appendix Table 1.4. The United
Kingdom, as the largest previous nct user among
participants subject to designation, was designated
to receive SDR 161 million.

Transactions and Operations Between Participants
and the General Account

Pursuant to a decision of the Executive Direc-
tors, participants have been ablec to usc SDRs
without limitation in repurchases other than those
under Article V, Scction 7(b), and in the pay-
ment of charges due to the General Account.™
These transfers of SDRs are not subject to the

11 Executive Board Decision No. 2901-(69/122) G/S,
adopted December 18, 1969. See Annual Report, 1970,
pages 176-77. This decision was reviewed in 1970 and is
subject to further review before the end of 1972.

SDRs can be used in discharge of Article V, Section
7(b), repurchase obligations only to the extent that the
obligation accrues in SDRs; they cannot be used in sub-
stitution of other media. During 1971/72, SDR 6.9 mil-
lion was used to discharge repurchase obligations that
accrued in special drawing rights. SDRs can be used to
discharge voluntary repurchases only by Executive Board
decision.
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requirement of a balance of payments need and
thus their volume is not directly affected by
developments in participants’ reserves. From
May 1, 1971 to April 30, 1972, participants trans-
ferred a total of SDR 540 million to the General
Account, of which SDR 501 million was in repur-
chases. A substantial proportion of this total
resulted from the use of SDR 425 million in the
repurchase by the United Kingdom on April 28,
1972. In the previous fiscal year repurchases in
special drawing rights amounted to SDR 357 mil-
lion, this figure having been heavily influenced by
the use of a total of SDR 228 million by the
United Kingdom and India. In payment of charges
the Fund in 1971/72 received SDR 30 million,
about half of total charges paid by members in
that year.

During the fiscal year the Fund transferred to
participants a total of SDR 120 million from the
General Account; these transfers are described
in Appendix I and shown by country and cate-
gory in Table 1.6.

Reconstitution

Under the reconstitution provisions set forth
in Article XXV, Section 6(a), and Schedule G,
Paragraph 1(a), a participant in the Fund’s
Special Drawing Account shall so use and recon-
stitute its holdings of SDRs that, five years after
the first allocation and at the end of each calen-
dar quarter thereafter, the average of its total
daily holdings over the most recent five-year
period will not be less than 30 per cent of the
average of its daily net cumulative allocation of
SDRs over the same period. The rules for recon-
stitution are subject to review before the end of
1972.

On December 31, 1971 the Fund started mak-
ing monthly calculations, in accordance with Rule
P-2 of the Rules and Regulations, to provide an
indication of whether and to what extent each
participant would need to acquire SDRs to
achieve the required average of 30 per cent. In
order to make the calculations, it is necessary for
the Fund to make certain assumptions, in addition
to those in Rule P-2, with respect to allocations
or cancellations during the remainder of any
reconstitution period. The Executive Directors
took a decision, which will be reviewed before
the end of 1972, that for the purposes of these

calculations it should be assumed that no alloca-
tions or cancellations would be made after
January 1, 197222 This assumption has appli-
cation only in respect of the procedures associated
with the calculations and does not in any way
prejudice any future proposals or decisions on
allocations or cancellations of SDRs. The same
decision permitted participants with a need to
reconstitute to obtain SDRs from any other parti-
cipant with a balance of payments nced to use
SDRs. It also enabled participants to obtain SDRs
from the General Account to promote reconstitu-
tion, either against gold or currency acceptable
to the Fund or as part of a normal purchase in
accordance with the Fund’s policies on the use
of its resources.

The calculations made on December 31, 1971
showed that, under these assumptions, 16 partici-
pants had a need to reconstitute their holdings;
in no case was this need sufficiently large for the
participants to be obliged to take action to obtain
SDRs. Nevertheless, during the first four months
of 1972, 4 participants—Ceylon, Costa Rica,
Indonesia, and the Sudan—voluntarily obtained
a total of SDR 13.7 million from the General
Account against currency; 3 participants—Argen-
tina, the Syrian Arab Republic, and the Sudan—
voluntarily acquired a total of SDR 32.7 million
as part of purchases they made from the General
Account. As a result of these transactions, 2
participants acquired amounts of SDRs that
(under the assumptions) were sufficient to restore
the average of their holdings to 30 per cent of
the average of their daily net cumulative alloca-
tions. Nine participants were added to the recon-
stitution list on April 30, 1972 as a result of their
use of SDRs during the first four months of the
year.

Distribution of Holdings of Special Drawing Rights

On April 30, 1972 participants whose holdings
of SDRs were below net cumulative allocations
had made total net use of SDR 1,962 million,
which was some 21 per cent of the SDR 9.3
billion in existence at that date; at the end of
the previous fiscal year net use was just over
17 per cent of the total of SDRs then in existence.

12 See Executive Board Decision No. 3457—(71/121)
G/S, adopted December 3, 1971, and reproduced in
Appendix II.
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Among the industrial countries, only three—the
United States (SDR 491 million), the United
Kingdom (SDR 481 million), and Denmark
(SDR 11 million)—had made net use of SDRs.
The fact that no other industrial country was a
net user of SDRs at that date reflected the
increases in reserves cxperienced by almost all
these countries. As a group, the less developed
countries had made net use of SDR 787 million.

The positions of groups of participants in the
Special Drawing Account on April 30, 1972 are
shown in Table 15. The main changes in the
distribution of SDRs that took place over the
year were a net shift of some SDR 250 million
from the less developed areas to the industrial
countries, a significant readjustment of holdings
among the industrial countries, and the transfer
of SDRs by the United Kingdom to the General
Account.

General Account
Although the disruption of the international

monetary system created serious difficulties for
the functioning of the General Account in the

TaBLE 15.

course of 1971/72, aggrcgate amounts of pur-
chases and repurchases by member countries
exceeded those of the previous year—reflecting
large purchases by the United States and repur-
chases by France and the United Kingdom.
Repurchases equivalent to SDR 3.1 billion were
almost double those of any previous year. Total
purchases of currencies and special drawing rights
from the Fund amounted to the cquivalent of
SDR 2.0 billion, and for the sccond year in suc-
cession repurchases excecded purchascs. ~This
brought about a reduction of members’ outstand-
ing drawings from SDR 4.1 billion on April 30,
1971 to SDR 2.9 billion on April 30, 1972, the
lowest level in seven years. Moreover, purchases
were concentrated in the gold tranche, and on
April 30, 1972 only 28 per cent of members’
indebtedness to the Fund was the result of pur-
chases in the credit tranches. Members’ creditor
positions in the Fund decreased slightly, from
the equivalent of SDR 1.7 billion on April 30,
1971 to SDR 1.6 billion on April 30, 1972.
Until August 15, 1971 the currencies used in
Fund transactions were selected on the basis of
the principles set forth in the statcment on cur-
rencies to be drawn and to be used in repurchases

SUMMARY OF POSITIONS OF PARTICIPANTS IN THE SPECIAL DRAWING AcCCOUNT, ApriL 30, 1972

(In millions of SDRs)

Net Col. 3 as Net Use (—)
Number of Cumulative Holdings Per Cent Net Use (—) Net Receipt (+)
Participants  Allocations April 30,1972  of Col. 2 Net Receipt (+) April 30, 1971
(1) @ 3) @ ) ©)
Industrial countries
Net users 3 3,383 2,400 70.9 —983 —378
Net receivers 10 2,788 3,795 136.1 -+1,007 +576
Nonusers ! 1 7 7 99.9 — —
14 6,178 6,202 100.4 +24 +198
Primary producing countries
More developed areas
Net users 6 332 168 50.6 —164 —164
Net receivers 4 452 469 103.8 +17 +13
Nonusers ! 1 5 5 99.9 — —
11 789 642 81.4 — 147 —151
Less developed areas
Net users 58 1,518 704 46.4 —814 —568
Net receivers 12 664 691 104.1 +27 -+ 32
Nonusers 1.2 18 166 166 99.9 — —
88 2,348 1,561 66.5 —-787 —537
Total, all participants 113 9,315 8,405 90.2 —910 3 —490

! Nonusers are defined as participants that have neither received nor used special drawing rights except in payment of their

shares in the annual assessment.

2 Includes one participant that elected not to receive allocations.

3 Holdings of the General Account on April 30, 1972,
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approved by the Executive Directors in a decision
adopted in July 1962.3* The Fund’s financial
transactions were conducted on the basis of par
values or provisionally agreed rates. Certain fluc-
tuating currencies were valued at their market
rates, including the Canadian dollar, from May
1970, and the deutsche mark and the Nether-
lands guilder, from May 1971.1¢

After August 15, 1971, as was notced earlier,
the expectations that gold might increase in U. S.
dollar value had an effect on members’ attitudes
toward their positions in the Fund. Certain mem-
bers with super gold tranche positions became
reluctant to have this primary reserve asset
diminished through the use of their currency in
repurchase, while members with liabilities to the
Fund saw advantage in their discharge.

The normal currency policy of the Fund, based
on the 1962 statement, was suspended for the
time being. Transactions did not promote harmon-
ization between members’ reserve positions in the
Fund and their holdings of gold and foreign
exchange, the ratio between which the Fund had
in practice taken into account.” Arrangements
were made with three members—Canada, France,
and Germany—for their currencies to be used in
transactions with the Fund. Under these arrange-
ments the three currencies might be used for
repurchases to the extent of their prior use in
drawings since August 15, 1971, provided that
consultation with the member preceded each
transaction—a so-called turnstile arrangement.
Appropriate exchange rates for transactions in
these currencies were determined by the Fund
in accordance with the Articles of Agreement
and under existing Executive Board decisions.'®
Repurchases were thus made that might other-
wise have had to be postponed at the request of
the member and by decision of the Executive
Directors.

The realignment of December 18, 1971 did
not resolve the operational problems of the Fund.
While the new exchange rates of major currencies
in the exchange markets expressed in terms of
the U. S. dollar reflected the latter’s prospective

13 See Annual Report, 1962, pages 36-41.

1t See Annual Report, 1971, pages 165 and 167.

15 See Annual Report, 1969, pages 150 and 153.

16 Executive Board Decision No. 321-(54/32), adopted
June 15, 1954, as amended by Executive Board Decision
No. 3337-(71/44), adopted May 19, 1971,

gold value, this was not so in the Fund because
a new par value for the U. S. dollar had not becn
established. It becamc necessary to establish
appropriate exchange rates in the Fund to permit
transactions in currencies, other than the U. S.
dollar, that reflected the recaligned exchange rates
in the market. Further, in accordance with the
Fund’s decision of December 18, 1971, cxchange
rates could fluctuate within 2¥4 per cent of the
parity relationships, based on par values or cen-
tral rates, and in order to avoid difficultics in the
Fund’s operations with members it was necessary
that transactions with the Fund be undertaken at
rates derived from market exchange rates rather
than on the basis of par values, as formerly, or
central rates. Members’ transactions with the
Fund would not then be influenced by differences
between the par value or the central rate of a
currency and the exchange value of that currency
in the market.

On January 4, 1972 the Executive Directors
adopted a decision as a temporary measure to
facilitate the resumption of the orderly conduct
of the operations of the Fund.'* That decision
enabled the Fund to adjust its holdings of a
currency used in a transaction on the basis of
the ratio of the rcpresentative rate for the mems-
ber’s currency in the exchange market to the
effective parity relationship between that currency
and the member’s intervention currency.

In the period following the realignment of
exchange rates, Fund opcrations continued to
be conducted on the basis of the turnstile arrange-
ment in view of the inconvertibility of the U.S.
dollar into gold and other reserve assets. As a
means of further facilitating the resumption of
Fund operations, the number of currencies
included in the turnstile arrangement was
increased in March 1972; Austrian schillings,
Italian lire, and Japanese yen could be used in
drawings and repurchases (in addition to Cana-
dian dollars, deutsche mark, and French francs),
while pounds sterling could be used in drawings.
During the period August 15, 1971 to April 30,
1972, transactions under the turnstile arrangc-
ment resulted in a net cumulative excess of draw-
ings equivalent to SDR 111 million, which was
available for repurchase.

17 Executive Board Decision No. 3537—(72/3) G/S,
adopted January 4, 1972 and reproduced in Appendix II.
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However, the repurchase by the United King-
dom on April 28, 1972 was cffected by special
arrangements which were outside the turnstile
arrangement. These arrangements covered a gold
tranche purchase of the equivalent of SDR 200
million in sterling by the United States; a sale
by Canada to the United Kingdom of SDR 25
million in gold and of SDR 25 million in special
drawing rights, both of which were paid by the
United Kingdom to the Fund; the transfer to
the Fund of slightly more than SDR 400 million
from the U. K. holdings of special drawing rights;
and the payment of the equivalent of SDR 500
million in eight currencies that the Fund could
accept.

On May 8, 1972, following the change in the
par value of the U.S. dollar, the Executive
Directors adopted a new decision regarding rates
for computations and adjustments of the Fund’s
holdings of currencies.'® This decision applied
to all currencies for which rates were not main-
tained within the margins prescribed by the Arti-
cles or by Executive Board Decision No. 904-
(59/32) and tcrminated the decision taken on
January 4, 1972.

Three decisions adopted by the Executive
Directors during the year provided for wider use
of SDRs held by the General Account. In Septem-
ber 1971 it was decided that participants in the
Special Drawing Account could purchase SDRs
held in the General Account for immediate use
to acquire currencies through designated trans-
actions.'® It was also decided that any such pur-
chases of SDRs would be subject to the same
service charge as that levied on purchases of
currencies from the General Account.”® As has
already becn noted, the Executive Directors
decided in December 1971 to permit participants
in the Special Drawing Account to acquire SDRs
from the General Account for purposes of recon-
stitution.

18 Executive Board Decision No. 3637-(72/41) G/S,
adopted May 8, 1972 and reproduced in Appendix II.

19 Executive Board Decision No. 3414-(71/98) G/S,
adopted September 10, 1971 and reproduced in Appen-
dix IL,

20 Executive Board Decision No. 3415-(71/98) G/S,
adopted September 10, 1971 and reproduced in Appen-
dix II.

Borrowing by the Fund

During the past fiscal year the Fund repaid
in full its outstanding indebtedness. (Sce Appen-
dix Table 1.15.) This was the first time since
the initial activation of the General Arrange-
ments to Borrow (GAB) in December 1964 that
no borrowings were outstanding. The GAB had
been activated seven times with borrowings total-
ing the cquivalent of SDR 2,155 million.

The repayments in May 1971 were made fol-
lowing the discharge by France of its rcpurchase
obligation incurred under Article V, Section
7(b), as of April 30, 1970. The repayment in
August 1971 became possible because of the
increase in the Fund’s holdings of currencies of
the GAB creditors beyond its working require-
ments. At the same time thc Fund repaid to
Japan the second half of the SDR 250 million
claim on the Fund under the bilateral borrowing
arrangement concluded with Italy in August
1966, which claim had been acquired by Japan
from Italy in 1970.

Use of Fund Resources

During the fiscal year 1971/72 purchases of
currencies and special drawing rights by 30 mem-
bers amounted to the equivalent of SDR 2,028
million (Appendix Table 1.7), a substantial
increase over SDR 1,167 million purchased by
44 members in 1970/71. The largest amount,
equivalent to SDR 1,312 million, was purchased
by the United States in three gold tranche trans-
actions. All other purchases were by primary pro-
ducing countries. Argentina purchased the second
largest amount, equivalent to SDR 179 million,
in two gold tranche transactions and a purchasc
under the Compensatory Financing Decision. In
value terms, purchases were concentrated In
the period prior to August 15, 1971, when
SDR 1,251 million or 62 per cent of the year’s
total occurred. This, however, largely reflected
SDR 1,112 million purchased by the United States.
In terms of the number of purchase transactions,
41 of the 59 (almost 70 per cent of the year’s
total) took place in the period after August 15.
In 1971/72 a number of members (China,
Guyana, the Khmer Republic, Malaysia, Thai-
land, Uganda, and Zambia) used the Fund’s
resources for the first time.
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Over threc fourths of the total amount pur-
chased during the fiscal year, SDR 1,576 million,
consisted of gold tranche purchases *' by 11 mem-
bers. Purchascs under stand-by arrangements
totaled only SDR 220 million by 13 member
countries, the smallest amount in 11 years. Simi-
larly, the total amount of stand-by arrangements
approved in 1971/72 was the smallest in any
fiscal year since 1955/56. (See Appendix Tables
I8 and 1.9.) Since September 15, 1969, how-
ever, amounts that might be drawn in the gold
tranche have been excluded from stand-by
arrangements.>”

All stand-by arrangements in effect in 1971/72
were for primary producing countries. While pur-
chases under these arrangements declined by
SDR 85 million from the previous year, this group
of countrics increased purchases under the com-
pensatory financing facility by SDR 164 million to
a total of SDR 167 million in 1971/72. In addi-
tion, the Fund agreed to Ceylon’s request for a
reclassification of SDR 4.7 million under the pro-
vision, representing part of a purchase made in July
1971 under a stand-by arrangement.?* The fiscal
year also brought the first use of the Fund’s
buffer stock facility approved in June 1969. Five
tin producing members purchased the equivalent
of SDR 20 million under this facility in connection
with their contributions to the Fourth Interna-

21 The Articles of Agreement define a gold tranche
purchase as “a purchase by a member of the currency of
another member in exchange for its own currency which
does not cause the Fund’s holdings of the member’s cur-
rency to exceed one hundred percent of its quota, pro-
vided that for the purposes of this definition the Fund
may exclude purchases and holdings under policies on
the use of its resources for compensatory financing of
export fluctuations.”

A super gold tranche position is that part of a gold
tranche position that is the difference between the Fund’s
holdings of a member’s currency and 75 per cent of the
member’s quota when the holdings are less than 75 per
cent, Argentina made a super gold tranche purchase
equivalent to SDR 5.2 million and part of Malaysia’s
1971/72 purchases, equivalent to SDR 4.4 million, fell
within that member’s super gold tranche; such purchases
are not subject to repurchase.

22 See Annual Report, 1970, pages 138 and 175-76.

23 Total purchases and repurchases under the decision
on compensatory financing of export fluctuations since
the facility was introduced on February 27, 1963 are
shown in Appendix Table 1.10. During 1971/72, 11
members repurchased SDR 59 million in respect of draw-
ings made under the facility., This included SDR 4.3
million repurchased following recommendations made
under paragraph (7) of the decision, as a result of export
excesses in years following the shortfall year on which
the original need for compensatory financing was based.

tional Tin Agreement.?* Of this amount the equiv-
alent of SDR 10 million was purchased in the
gold tranche by threc members who requested
that these purchases be regarded as purchases
under the buffer stock financing facility. Two
primary producing countries made the only credit
tranche purchases not under stand-by arrange-
ments, to a total of SDR 44.5 million.

Repurchases

During the past year repurchases amounted to
SDR 3,122 million, by far the largest sum in any
fiscal year since the beginning of the Fund’s
operations. Repurchases totaling the equivalent
of SDR 984 million by France and SDR 1,564
million by the United Kingdom accounted for
82 per cent of the total. (See Appendix Table
1.11.)

Repurchases included a record equivalent to
SDR 1,215 million, or 39 per cent of total repur-
chases, in discharge of obligations incurred under
Article V, Section 7(b), of the Fund Agrcement.
Of this amount, SDR 714 million related to obli-
gations incurred as of April 30, 1970, which, due
to the limitation of Article V, Section 7(c¢) (iv),
fell to be discharged in subsequent financial years.
The remainder, SDR 501 million, was in dis-
charge of obligations incurred as of April 30,
1971.%¢

The sum of SDR 814 million, or 26 per cent
of the total, was repurchased in accordance with
schedules approved by the Fund, which provided

21 See Executive Board Decision No. 3179-(70/102),
adopted November 25, 1970 and reproduced on page 210
of the 1971 Annual Report, and Executive Board Deci-
sion No. 3351-(71/51), adopted June 21, 1971 and
reproduced in Appendix Il

25 See Executive Board Decision No. 3386-(71/83),
adopted August 6, 1971 and reproduced in Appendix II.

26 Article V, Section 7(b), provides that, subject to
certain limitations, a member shall repurchase an amount
of the Fund’s holdings of its currency equivalent to one
half of any increase in the Fund's holdings of its cur-
rency that has occurred during the Fund’s financial year,
plus one half of any increase, or minus one half of any
decrease, in the member’s monetary reserves during the
same period, or, if the Fund’s holdings of the member’s
currency have decreased, one half of any increase in the
member’s monetary reserves minus one half of the
decrease in the Fund’s holdings of the member’s cur-
rency. While 14 members incurred obligations as of
April 30, 1971 totaling the equivalent of SDR 565 mil-
lion, Article V, Section 7(¢)(iv), limited the amount to
be discharged forthwith to SDR 99.6 million. (See Table
1.12 and further information in Appendix I.)
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for repurchase within five years from the date
of purchase.

Repurchases under stand-by arrangements were
SDR 863 million, 28 per cent of the total, and
voluntary repurchases were SDR 216 million (7
per cent). Other repurchases amounting to SDR 14
million included SDR 7 million relating to cur-
rency payments in excess of 75 per cent of the
increase in quotas in accordance with para-
graph 5 of Board of Governors Resolution
No. 25-3.%77

The Executive Directors agreed to the requests
of 12 members to schedule their repurchases for
payment over periods up to five years from the
date of purchase.

During the fiscal year member countries used
gold aggregating the equivalent of SDR 506 mil-
lion and a total of SDR 501 million in special
drawing rights in repurchases. Almost all of this
use of gold was in discharge of repurchase obliga-
tions incurred under Article V, Section 7(b), and
Schedule B. (See Appendix Table 1.13.)

Transactions and Operations in Gold

During the " fiscal year 1971/72 the Fund
received gold in a gross amount equivalent to
SDR 1,139 million and disbursed gold to mem-
bers in an amount equivalent to SDR 147 million,
of which amount SDR 121 million was sold in
replenishment of its currency holdings. (See
Appendix Table 1.16.) On April 30, 1972 the
Fund’s gold with depositories was equivalent to
SDR 5,331 million, compared with SDR 4,338
million a year earlier.

The transactions and operations during
1971/72 were in large measure a consequence
of rcpurchase obligations incurred by members
under Article V, Section 7(b), and termination
of the Fund’s investment in U.S. Government
securities.

In February 1972 the Fund, at the request of
the U.S. Government, terminated its investment
in U.S. Government securities and reacquired
the equivalent of SDR 400 million of gold from
the United States. At the same time, the Fund
liquidated the general deposits of gold, equivalent
to SDR 143.9 million of gold held with the Fed-
eral Reserve Bank of New York and equivalent

27 See Annual Report, 1970, pages 31-34 and 177-84.

to SDR 25.8 million of gold held with the Bank
of England.*® The items “Investments” and “Gen-
eral deposits” under the general heading “Gold
Account” were eliminated from the balance sheet
of the Fund, with a consequential increase in bar
gold held with depositories.

During the fiscal year 1971/72, the Fund pur-
chased the equivalent of SDR 105 million of
gold from South Africa under the decision
adopted on December 30, 1969,* following the
purchase of gold equivalent to SDR 32.6 million
in January 1971. The Fund decided in July 1971
to sell SDR 135 million of gold to 14 members
in replenishment of its holdings of their currencies;
however, 3 members cxercised an option to
receive special drawing rights instead, and
SDR 21.3 million was transferred to them. With
this operation the Fund sold gold and SDRs equiv-
alent to virtually all the gold it had acquired from
South Africa under Article V, Section 6(a), dur-
ing 1971.

During 1971/72, one member bought gold
from Germany for the purpose of paying its
increased gold subscription to the Fund equivalent
to SDR 7.5 million, and the Fund, in accordance
with Board of Governors Resolution No. 25-3
on “Increases in Quotas of Members—Fifth Gen-
eral Review” and Article VII, Section 2(ii),*
replenished its holdings of deutsche mark by an
equivalent sale of gold. By April 30, 1972, 76
members had bought gold from other members
for this purpose equivalent to SDR 571.5 million,
and the Fund had sold the same amount of gold
in replenishment.

Income, Expenditures, and Reserves

Most of the income of the Fund is derived
from charges paid by members. These are payable
in gold or SDRs, but, at the member’s option,
the stand-by charge may be paid in U. S. dollars.
However, the provisions of Article V, Scc-
tion 8(f), of the Fund Agrecment permit total or
partial payment in a member’s own currency, if
that member’s monctary reserves equal less than
one half of its quota.

28 See Annual Report, 1971, pages 45-46, and Execu-
tive Board Decision No. 3573-(72/13), adopted Feb-
ruary 14, 1972 and reproduced in Appendix II.

29'See Annual Report, 1970, pages 34-35 and 184-89.

30 See Annual Report, 1971, page 43.
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The present schedule of charges on the Fund’s
holdings of members’ currencies in excess of their
quotas, set forth in Appendix Table 1.18, has been
in effect since May 1, 1963. The annual review
of this schedule took place in April 1972, and
the Executive Directors concluded that it should
remain unchanged. Charges on balances of mem-
bers’ currencies held by the Fund in excess of
their respective quotas during the fiscal year
1971/72 amounted to SDR 62 million, compared
with SDR 128 million during the preceding fiscal
year.

The remainder of the Fund’s income (SDR 10
million in 1971/72) stemmed mainly from serv-
ice charges on credit tranche purchases from the
Fund and from interest payments received on
holdings of SDRs by the General Account.
Assessments to cover the expenses of the Special
Drawing Account amounted to SDR 1 million.

Interest payments in gold, in accordance with
paragraph 9(b) of the General Arrangements to
Borrow and paragraph 3(b) of the bilateral bor-
rowing arrangement, amounted to a total of
SDR 1.2 million in 1971/72, much smaller than
the amount of SDR 12 million for the preceding
year as a result of the repayment of all Fund
borrowing by August 1971. Since July 1969
operational expenditures have also included pay-
ments of remuneration to creditor members as
specified in Article V, Scction 9, of the Fund
Agreement; in the past fiscal year these pay-
ments totaled SDR 30.5 million, compared with
SDR 37.4 million in 1970/71.3

A summary of income and expenditure over
the past ten fiscal years is given in Appendix
Table 1.17. These data exclude income from the
Fund’s investments in U.S. Government securi-
ties. From May 1, 1971 to February 15, 1972,
the date of termination of these investments, this
income totaled the equivalent of SDR 17.5 mil-
lion, which was added to the Special Reserve,
increasing it to SDR 424 million.

For the fiscal year 1971/72 the Fund’s net
operational income was SDR 40.5 million, sharply
down from 1970/71 as a result of reduced

31Tn accordance with Rule I-9 of the Fund’s Rules
and Regulations and Executive Board Decision
No. 3033-(70/38), adopted April 29, 1970, remuneration
is paid as of the end of the Fund’s fiscal year in gold,
special drawing rights, or the member’s own currency at
the member’s option.

income from charges following heavy repurchases,
and budgetary and fixed property expenditures
were SDR 53.7 million. The net expenditure of
SDR 13.3 million was provisionally charged to
the Special Reserve, reducing that balance to
SDR 410.6 million as of April 30, 1972,

The Fund’s net income earned in any month
is transferred to the General Reserve at the end
of that month on a provisional basis, pending
action by the Board of Governors at the Annual
Meeting. In October 1971 the Board of Governors
approved the recommendations of the Executive
Directors that, of the net income equivalent to
SDR 46.4 million for the fiscal year 1970/71,
(1) the equivalent of SDR 12.5 million be dis-
tributed to members in such amounts that the
total of remuneration and net income received
by each member would be cquivalent to 2 per
cent on the amount by which 75 per cent of a
member’s quota exceeded the average of the
Fund’s holdings of its currency during the fiscal
year ended April 30, 1971, and (2) the remainder
be allocated to the General Reserve. Payments
were made to 18 members in their own currencies
in accordance with the provisions of Article XII,
Section 6(b), and to 21 members in SDRs in
accordance with an option granted in August
1971 .32

Consultations with Member Countries

In 1971/72 the Fund completed 77 regular
consultations with member countries, 53 of which
were under Article XIV and 24 with Article VIII
countries. Consultations are required each year
for any member country under Article XIV
maintaining restrictions on current intcrnational
payments. In these consultations such restrictions
are viewed in the context of the overall economic
situation and policies of the member country and
the state of the world economy. Apart from
assisting in the establishment and maintenance
of a multilateral system of current payments sub-
stantially free from restrictions and promoting
international monetary cooperation, the consulta-
tions facilitate quick action by the Fund on pro-
posed changes in par values or exchange practices

32 Executive Board Decision No. 3383-(71/81) G/S,
adopted August 2, 1971 and reproduced in Appendix II.
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or on requests for the use of Fund resources by
members. Because of these advantages, the con-
sultation procedure has, for many years now,
been extended by voluntary agreement to mem-
ber countries that have accepted the obligations
of Article VI1II, Sections 2, 3, and 4, i.e., those
that have undertaken to maintain the converti-
bility of their currencics and generally to avoid
restrictions on current payments and transfers.

Although consultations are basically concerned
with the problems and policies of the consulting
member country, the authorities of the member
can raise with the Fund any special difficulties
stemming from the actions or policies of other
members, and the discussion of the Executive
Directors that concludes each consultation places
increasing emphasis on the international repercus-
sions of domestic economic and financial policies.
As an outgrowth of its consultation experience,
the Fund is now devoting attention to a number
of problems affecting different groups of member
countries, such as aid and credit practices, debt
problems, and commodity policies.

During the year no additional member country
accepted the obligations of Article VIII, Sec-
tions 2, 3, and 4. The 35 member countries that
have notified the Fund that they have accepted
such obligations are listed on page 156 of the
1971 Annual Report.

Training and Technical Assistance

Much of the advice and assistance provided by
the Fund is made available to members through
the consultation procedures described above and
through the regular work of the Fund in helping
members in their formulation and execution of
general economic policies. In addition, in response
to requests from members—particularly from the
less developed countries—the Fund has in recent
years expanded its training and technical assist-
ance facilities in specific areas of economic man-
agcment.

In this field, the training of member country
officials by the IMF Institute has been of growing
importance. During 1971/72 a total of 180 parti-
cipants from 80 countries attendcd the 8 courses
conducted by the Institute. The Institute plans
to conduct the same number of courses in the

current year, but an expansion of its facilities will
permit 3 courses to be undertaken simultancously
for the first time in March 1973.

From its inception in 1964 to April 30, 1972,
the Institute has conducted 40 courses, attended
by 765 participants from 108 countries. The main
course undertaken by the Institute is its 20-weck
course on Financial Analysis and Policy, which
is offered cach year in English, French, and
Spanish. The principal aims of this course are to
consider the modern tools of economic analysis
and their application to policy problems, to pre-
sent a survey of the instruments of monetary,
fiscal, and balance of payments policies, and to
discuss their effectiveness under different con-
ditions and with reference to different policy
objectives. In this context, special efforts are
made to explore the relevance of the discussions
to the problems of Iess developed countries, in
the light of the Fund’s experience with these
problems. Another important aspect of this course
is that it sets forth the positions taken by the
Fund in respect of the matters discussed and
explains the Fund’s policies and procedures, thus
contributing to an understanding of the Fund’s
operations and to the continucd improvement of
collaboration between the Fund and its member
countries.

Two other shorter courses are provided by the
Institute. One, an 8-weck course on Balance of
Payments Methodology, has been conducted in
English, French, and Spanish in collaboration with
the Balance of Payments Division of the Rescarch
Department. The other, a 10-week course on
Public Finance, prepared with special emphasis
on the fiscal problems of less developed coun-
tries, has been undertaken in English and French
in collaboration with the Fiscal Affairs Depart-
ment.

The Central Banking Service has continued to
provide technical assistance on virtually all aspects
of the organizdtion, administration, and opera-
tion of central banks. Over the years such serv-
ices, made available through the assignment of
outside experts or visits by Fund staff members,
have ranged from broad conceptual and institu-
tional aspects of central banking to specific admin-
istrative and operational problems. Requests met
in the past year covered evaluation and reform
of financial systems, the establishment of new
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central banks and the reform of existing institu-
tions, the development and strengthening of
research services, reviews of money and capital
markets, improvement of managerial and admin-
istrative structure, development of training and
recruiting facilities, preparation of accounts and
computerization, and development of bank inspec-
tion units.

Advisory services were made available through
staff missions to 19 countries, including 9 of those
in which experts were assigned. In addition, dur-
ing the past year 85 executive or advisory posi-
tions in 27 countries and one regional organiza-
tion were filled by experts assigned under the
technical assistance activities of the Central Bank-
ing Service. As in previous years, the Fund has
been dependent on the cooperation of the more
experienced central banks to fill requests for the
services of experts made by younger institutions.
It has continued to be difficult to find suitably
qualified experts to meet all the needs of member
countries, but in recent years there has been an
encouraging increase in the number of central
banks and countries supplying experts.

Improved performance in the field of public
finance is now widely recognized as being an
essential complement to more effective monetary
policies. Although the total effort in terms of
man-years has leveled off, there has been a sharp
increase in the number of advisory and technical
assistance commitments undertaken by the Fiscal
Affairs Department. During the fiscal year, 30
countries received advice and assistance, includ-
ing 3 countries assisted at Fund headquarters. A
group of experts continued to operate in Indo-
nesia throughout the year, teams of 2 advisors
undertook tax surveys in several other countries,
and 8 countries requested and received assistance
in more than one fiscal area.

The advice and assistance provided by the Fis-
cal Affairs Department during the year continued
to cover all aspects of public finance. About the
same number of countries were provided assist-
ance in the fields of tax policy, tax administration
(including training), and budget preparation and
expenditure control; other major areas included
government accounting and general financial
administration. One notable development was the
growth in long-term technical activities and a
corresponding increase in the number of fiscal

panel experts employed. There is every indica-
tion that this growth will continue in 1972/73.

Since 1969 the Bureau of Statistics has pro-
vided technical assistance to help member coun-
tries establish or improve central bank bulletins.
The technical work is implemented by Bureau
staff members and focuses on the development,
improvement, and current publication of data rele-
vant to the analysis of countries’ monetary and
payments problems. During the year the Bureau
assisted 19 countries and, as an adjunct of the
bulletin project, conducted a seminar in West
Africa for the staff of the Central Bank of the
West African States and for selected officials of
the member states of the West African Monetary
Union. In addition to assistance for central bank
bulletins, the Bureau provided technical assistance
to 3 countries in specialized arcas of financial
statistics.

In the three years of the central bank bulletin
project, the Bureau has assisted 48 member
countries. In 10 of these countrics new bulletins
have been established, and in 13 others major
improvements in coverage and presentation have
already becn accomplished. Commitments for the
current year cover 20 countries and will reflect
the increased attention that is now being devoted
to the assembly and publication of government
financial statistics.

Relations with Other International
Organizations

The Fund maintains close association both
with the International Bank for Reconstruction
and Development (IBRD) and with the United
Nations (UN) and many of its organs, collab-
orating both generally and in arcas of particular
Fund interest and expertise. Relationships are re-
flected in attendance at meetings on various
levels, exchange of documecnts and information,
and informal staff contacts on matters of com-
mon concern. The Managing Director made his
annual address to the UN Economic and Social
Council in presenting the Fund’s Annual Report
and participated, with heads of other UN agen-
cies, in meetings of the Administrative Committee
on Coordination. Other Fund staff attended meet-
ings of the General Assembly and UN bodies and
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working groups in the economic field. The joint
Annual Mectings of the Boards of Governors of
the Fund and the IBRD were, in turn, attended
by representatives of the UN and other organiza-
tions with which the Fund and IBRD have com-
mon interests.

The Fund’s work also brings it into active
contact, formal and informal, with other related
organizations—global, regional, and subregional.
The Fund’s competence in areas where it has
primary concern or jurisdiction can help to serve
the broader information needs of thosc organiza-
tions, and the Fund can gain a more balanced
view of members’ interests and problems from
different perspectives. This cooperation also seeks
to avoid duplication of effort by the organizations
and the member countries alike. Thus, the Fund
staff participates on a continuing basis in mectings
and in the exchange of pertinent information with
relevant bodics of the Organization for Economic
Cooperation and Development (OECD); the
CONTRACTING PARTIES to the General Agreement
on Tariffs and Trade, with which the Fund coop-
crates in consultations on import restrictions and
import surcharges imposed for balance of pay-
ments reasons; the Organization of American
States and its Inter-American Committee on the
Alliance for Progress (CIAP); and the Bank for
International Settlements. In 1972 arrangements
for the exchange of information and appropriate
contacts were concluded with the European Eco-
nomic Community.

The staff attended annual meetings of the
regional development banks (African, Asian,
Inter-American, and Caribbean) and regional
meetings of central bank officials. The Confer-
ence of Governors of Central Banks in South
East Asia, held in Kuala Lumpur, was addressed
by the Deputy Managing Director.

Discussions of the international monetary sys-
tem by the Group of 10, the United Nations Con-
ference on Trade and Development (UNCTAD)
and its Trade and Development Board and other
bodies, the Group of 77, and the Intergovern-
mental Group on Monetary Matters (Group of
24) took place in the same period as the dis-
cussions within the Fund. The Managing Director
participated in Ministerial Meetings of the Group
of 10 in London, Rome, and Washington and
in the Ministerial Meeting of the Group of 24

in Caracas, April 6 and 7, 1972; hc addressed
the Third UNCTAD Conference in Santiago on
April 25, 1972, As already noted, therec was a
joint meeting between Exccutive Directors and
Deputies of the Group of 10 on December 16,
1971.

The Fund’s concern with the cconomic posi-
tions of its members also requires its participation
in intergovernmental meectings to coordinate the
flow of aid, and during 1971/72 staff participated
in meetings of the IBRD Consultative Groups and
the India Consortium, the OECD-sponsored
Turkey Consortium, the meetings of the Inter-
Governmental Group on Indonesia held in
Amsterdam under the chairmanship of the
Netherlands Government, and the multilateral
aid conference convened by the Government of
the Khmer Republic on the establishment of an
exchange support program for that country.

Parallel concern with debt servicing problems
involved TFund participation in discussions on
debt rescheduling held under the auspices of the
French Government on Chile and Peru and on
consolidation of the external debt of the Khmer
Republic and in a mecting of creditor countries
of Ghana convened by the United Kingdom. The
Fund provided background information on the
member’s economic situation for many of these
aid and debt mectings, and the Fund’s scries of
studies on members’ cxperience in multilateral
debt negotiations was made available to the
CIAP and to the Development Assistance Com-
mittee of OECD.

At the request of the African Decvelopment
Bank, the Fund staff prepared a study on pay-
ments arrangements and the expansion of trade
between Ghana and the members of the Conseil
de I'Entente (Dahomey, Ivory Coast, Niger,
Togo, and Upper Volta).

The Fund’s attention to the problems of pri-
mary producing countries continued to bring the
staffi. into working relationships with various
intergovernmental commodity groups under the
auspices of the Committee on Commodity Prob-
lems of the Food and Agriculture Organization of
the United Nations; the commodity activities of
the UNCTAD, including those relative to drafting
an international cocoa agrcement; and intergov-
ernmental commodity agencics, including the
International Tin Council, with which the Fund
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maintains close contacts in connection with the
use of its buffer stock facility by tin producing
members, and the International Coffec Organiza-
tion, for which the Fund supplies information
on exchange rates in connection with the Coffee
Diversification Fund.

Membership, Quotas, and Participation
in the Special Drawing Account

Since May 1, 1971, 3 countries joined the
Fund and simultancously became participants in
the Special Drawing Account, bringing the total
membership to 120 and the number of partici-
pants to 113.3% Fiji joined the Fund and became
a participant on May 28, 1971, with a quota of
SDR 13 million; Oman, on December 23, 1971,
with a quota of SDR 7 million; and Western
Samoa, on December 28, 1971, with a quota of
SDR 2 million. At the request of these members
that they be included in the next allocation of
special drawing rights, the Fund decided, pur-
suant to Article XXIV, Section 2(d), of the
Articles of Agreement, that they would start to
receive SDRs beginning with the allocation on
January 1, 1972.

Applications for membership in the Fund have
been received from 4 additional countries. The
Board of Governors approved membership Reso-
lutions  for Bahrain, Qatar, Bangladesh, and the
United Arab Emirates, on May 3, May 11,
June 13, and July 24, 1972, respectively.

The Board of Governors Resolution No. 25-3
on “Increases in Quotas of Members—Fifth
General Review” provided that members might
consent to increases in their quotas up to the
maximum amount listed in the Annex to the
Resolution not later than November 15, 1971,
unless the date was extended by the Executive
Directors.?* The Executive Directors extended the
period for consent for increases in quotas under

33 The 7 members of the Fund that have not deposited
instruments of participation in the Special Drawing
Account are Ethiopia, Kuwait, Lebanon, the Libyan Arab
Republic, Portugal, Saudi Arabia, and Singapore.

81 See Annual Report, 1970, pages 177-84.

the Resolution, first, to June 30, 1972 and, then,
to December 31, 1972.

During the fiscal year 1971/72, 7 members
consented to increases in their quotas making a
total of 114 members whose quotas have been
increased under the Board of Governors Resolu-
tion, as amended. Only one member—Lebanon
—has not consented to all or part of the increase.
With the exception of Kuwait, the Libyan Arab
Republic, Luxembourg, and Singapore, which con-
sented to smaller increases, all increases were for
the maximum quotas listed in the Annex to the
Resolution.?® The increases during the fiscal year
arc shown in Appendix Table 1.2. The aggregate
of quotas of Fund members on April 30, 1972,
including those of the new members and increases
during the year, was SDR 28,809 million, com-
pared with SDR 28,478 million a year earlier.

Executive Directors, Management,
and Staft

A list of Exccutive Directors and their voting
power on April 30, 1972 is given in Appendix IV.
Changes in membership of the Executive Board
during 1971/72 are shown in Appendix V.

During the year under review, the Fund noted
with sorrow the deaths of its first and second
Managing Directors: Mr. Camille Gutt of Bel-
gium, who served from May 1, 1946 to April 30,
1951, and Mr. Ivar Rooth of Sweden, who served
from August 3, 1951 to October 3, 1956.

In May 1972, the term of Mr. Frank A.
Southard, Jr., as Deputy Managing Director of
the Fund, was extended for a period of four years
from November 1, 1972.

In the year ended April 30, 1972, therc were
156 appointments to the Fund’s regular staff and
87 separations. At the end of the fiscal year, the
staff numbered 1,175, not including Advisors and
assistants to Executive Directors numbering 70.
Staff members at the end of the year were drawn
from 84 countries.

35 Nepal has consented to an increase in its quota to
SDR 14 million, to be paid in five installments; payments
of the first and second installments have been made.
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Appendix 1. THE Funp 1N 1971/72

The tables and chart in this Appendix supplement the information given in Chapter 3
on the activities of the Fund during the past year. For some aspects of its operations,
data covering longer periods are included. Apart from Table 1.1 on exchange rate
changes, the data do not go beyond April 30, 1972, the end of the Fund’s fiscal year.
The unit of value employed in the tables and chart is the special drawing right (SDR),
which is equivalent to 0.888671 gram of fine gold. This in turn is equivalent to one
U. S. dollar of the weight and fineness in effect on July 1, 1944, the unit of value that
was employed in previous Annual Reports. The SDR equivalent of the currencies of Fund
members.is set out in Table I.1.

Exchange Rate Developments

The Fund concurred in the proposed par value for the new monetary unit, called the
dalasi, introduced by The Gambia to replace the Gambian pound effective July 1, 1971.
The par value of the new currency is dalasis 2.08333 = US$1, which compares with
£G 0.416667 = USS$1 for the currency replaced. On August 9 the Fund agreed with
a proposal by Barbados for an initial par value for the East Caribbean dollar of
EC$2.00000 = US$1. On September 1 the Libyan dinar replaced the Libyan pound.
None of the changes involved appreciation or depreciation of the currencies affected.

Table 1.1 lists changes in members’ par values concurred in or noted by the Fund,
as well as other exchange rate changes during the period August 13, 1971 to July 31,
1972.

Quotas

Increases in quotas, in accordance with the Board of Governors Resolution No. 25-3,
as amended, on “Increases in Quotas of Members—Fifth General Recview” ! became
effective for seven members during the fiscal year ended April 30, 1972; in addition,
Nepal paid the second of five installments. Details are given in Table 1.2.

Special Drawing Account

Data on transactions and operations in special drawing rights from the first allocation
on January 1, 1970 through April 30, 1972 are presented in Tables 1.3 to 1.6. Table 1.4
summarizes transactions and operations for individual participants in the Special Drawing
Account; it also shows details on the third and final allocation on January 1, 1972, under
Board of Governors Resolution No. 24-12, adopted on October 3, 1969 on the basis

1 Annual Report, 1970, pages 177-84.
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of the Managing Director’s proposal on the allocation of SDRs for the first basic period,?
as well as details on the total allocations (“net cumulative allocations”) of SDR 9.3
billion during that three-year period.?

The 272 transfers in the Special Drawing Account in 1971/72, totaling SDR 1,306
million and bringing the cumulative amount for the period January 1, 1970 to April 30,
1972 to SDR 2,907 million (Tabic 1.3), are described in Chapter 3. The amounts of
currencies transferred in transactions between participants and the extent to which
currencies provided by designated participants needed to be converted into the currencies
requested by the users are shown in Table L.5.

The amounts of SDRs transferred to individual participants by the General Account
arc shown in Table 1.6. When in July 1971 the Fund proposed to rcplenish its holdings
of members’ currencies by sales of gold, 3 participants exerciscd the option to receive
special drawing rights for amounts totaling SDR 21 million, In a similar manner the Fund
also transferred some SDR 15 million to 16 participants in payment of remuneration on
net creditor positions and SDR 8 million to 21 participants in a distribution of net income
for the fiscal year ended April 30, 1971. Participants obtained SDR 46 million from the
General Account in order to promote reconstitution, and 2 participants who nceded to
restore their SDR positions received SDR 29 million in exchange for currencies.

Net transfers between participants and the General Account raised the holdings of the
latter from SDR 490 million on April 30, 1971 to SDR 910 million on April 30, 1972.

General Account

Tables 1.7 to 1.14 and Chart 1.1 present data on member countries’ purchases of cur-
rencies and SDRs from the General Account of the Fund, on their repurchases of balances
of their currencies held by that Account, and on stand-by arrangements approved for
members by the Fund. Summary data covering the period since the Fund’s inception are
shown for stand-by arrangements and for purchases and repurchases in Tables 1.9 and
1.14, respectively. Tables I.10 and 1.13 also show data on both purchases and repurchases,
the former related to the Fund’s compensatory financing facility and the latter to the media
involved in the transactions. Details on the activities lying behind the results shown in
the tables and chart are in Chapter 3.

Repurchases

While the repurchases occurring in record amount in 1971/72 (Table 1.11) are
analyzed in Chapter 3, further information may be provided on repurchase obligations
under Article V, Scction 7(b), of the Fund Agreement.

On April 30, 1971 the Fund’s holdings of the currencies of 64 mcmber countries
exceeded 75 per cent of their quotas. Repurchase obligations pursuant to Article V,
Section 7(b), were calculated for 15 of these members; one member disagreed with the
calculation and submitted additional information. Repurchase obligations by the 14 mem-

2 Summary Proceedings of the Twenty-Fourth Annual Meeting of the Board of Governors (Wash-
ington, 1969), pages 275-99 and 326-27.
3 One participant, China, exercised its option not to receive its share of SDRs in each allocation.
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bers that agreed with the calculations totaled the equivalent of SDR 565 million, payable
in gold, SDRs, and convertible currencies as indicated in Table 1.12.

The outstanding balance of obligations incurred as of April 30, 1970 payable in
subsequent financial years amounted to SDR 717 million.

Article V, Section 7(c) (iv), limits the amounts to be repurchased under Article V,
Section 7(b), in any one year to 25 per cent of the quota of the member concerned.
This limitation applied to the obligations of six members incurred as of April 30, 1971
and to the outstanding balance of obligations of three members incurred as of
April 30, 1970, thus reducing the total amount to be discharged as of April 30, 1971
to SDR 560 million—SDR 100 million in respect of obligations incurred as of
April 30, 1971 and SDR 460 million in respect of outstanding balances of obligations
incurred as of April 30, 1970. All these obligations were discharged by April 30, 1972,
except that of one member, which was settled on May 4, 1972. France repurchased an
additional amount equivalent to SDR 609 million, thus completing the discharge of its
repurchase obligations as of April 30, 1970 and April 30, 1971. Turkey also repurchased
an additional amount equivalent to SDR 51 million. The balance payable by members in
subsequent financial years was equivalent to SDR 62 million, of which SDR 44 million
was payable as of April 30, 1972.

During the fiscal year 1971/72 repurchases in discharge of obligations incurred under
Article V, Section 7(b), totaled SDR 1,215 million. Of this total the equivalent of
SDR 481 million was payable in gold, SDR 7 million in special drawing rights, and
SDR 727 million in convertible currencies (Table 1.13). Of the amount payable in con-
vertible currencies, the equivalent of SDR 639 million was calculated in currencies that
the Fund could not accept or could accept only up to a limited amount in repurchases as of
April 30, 1971; this resulted from the limitation imposed by Article V, Section 7{c¢) (iii),
providing that repurchases shall not be carried to a point at which the Fund’s holdings
of any currency required to be used are above 75 per cent of the quota of the member
concerned. The convertible currencies that the Fund could not accept or could accept
only in limited amounts at that time were Costa Rican colones, Danish kroner, French
francs, Guatemalan quetzales, Honduran lempiras, Nicaraguan cérdobas, Peruvian soles,
Salvadoran colones, Saudi Arabian riyals, pounds sterling, and U. S. dollars. In accord-
ance with Schedule B, paragraph 1(d), of the Fund Agreement and paragraph 1 of
Executive Board Decision No. 3049-(70/44),° other convertible currencies were selected
in substitution for these currencies.

Fund Borrowing and Repayment

Table 1.15 sets out data on borrowing by the Fund, the transfer of claims among
creditors, and repayment by the Fund; the balances of these obligations were eliminated
in 1971/72.

Gold

The Fund’s transactions and operations in gold over the last three fiscal years arc
covered in Table L.16.

4 Annual Report, 1971, page 161.
5 Decision adopted May 20, 1970 and reproduced in the Annual Report, 1971, pages 205-206.
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Income and Expenditures

Income and expenditures of the General Account over the last ten fiscal ycars are
summarized in Table 1.17 and discussed in Chapter 3. Further detail on the administrative
budget, income and expenditures, and the audited financial statements arc presented in
Appendices VI-VIII.

The Fund’s schedule of charges on balances in excess of quota is shown in Table 1.18.

Publications

Table 1.19 lists publications issued by the Fund during the fiscal year 1971/72.
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TaBLE 1.1. ExCHANGE RATE CHANGES, Aucust 13, 1971-JuLy 31, 1972

(Expressed.in terms of currency units per SDR)

Rate on Rate Established December 18, 1971- Rate Established
August 13, 1971 May 8, 1972 May 9-July 31, 1972 Date Central
— Rate or New
Par Par Central Par Central Par Value
Member Currency value Other ! value rate Other value rate Other Established
Afghanistan 2 afghani 45.0000 48.8571 % . no change __________
Algeria dinar 93706 nochange* __ . __.__ . ... __
Argentina 2 peso 4.00000 5 g
Australia * dollar 0.892857 e ____ no change in par value ______________________._
Austria * schilling 24.7500 25.271 L. no change . ________ 12/22/71
Barbados dollar 2.00000  _______ no change in par value _______ __________ floating & __________
Belgium * 2 franc 50.0000 48.6572 _nochange __________ 12/21;71
Bolivia peso 11.8750 12.8929 8 - _________. no change ___.______
Botswana rand 0.714286 0.814286 R floating ¢ _____.____ 12/21,/71
Brazil 2 cruzeiro 5.25000 8 6.384 5
Burma * kyat 4.76190 s.8o0717 . no change . .. . __ 12/27/71
Burundi * franc 87.5000 95.0000 .. no change __________ 12,/30,/71
Cameroon 2 franc 277.710 . ___ nochange ¢ ________ . ____________ el
Canada dollar Ll __i._.. floating __ i ____
Central African
Republic ? franc 277.710 .. no change * _______. e
Ceylon ? rupee 5.95237 6.462593 __________ floating ¢ __________
Chad *? franc 277710 . nochange * ___________________________
Chile 2 escudo 12.2100 17.1543 5 5
China, Republic of *  new Taiwan
dollar 40.0000 43.4286 - ... no change __________ 5/ 8/72
Colombia 2 peso 18.5000 21.8771 .. no change __________
Congo, People’s
Republic of the 2 franc 277.710 o _____ nochange* .________ ____________ I
Costa Rica 2 colén 6.62500 7.192863  __________ no change ___.___._.
Cyprus * pound 0.416667 . ___.___ no change in par value ___________ I
Dahomey ? franc 277.710 [ .. _mnochange* _____________________ I
Denmark * krone 7.50000 7.57828 .. no change __________ 12,21,/71
Dominican Republic  peso 1.00000 1.08571 7 1.08571 5/9/12
Ecuador * sucre 25.0000 27.1429 % no change __.._____.
Egypt 2 pound 0.348242 5 :
El Salvador colén 2.50000 2.71429 L no change _________. 5/ 8,72
Equatorial Guinea peseta 70.0000 ______ . nochange + ____________ o ______..

©International Monetary Fund. Not for Redistribution

TL/T1L6T NI aNng Fu], ‘(panunuod) 1 xipuaddy



9

TaBLE I.1 (continued). EXCHANGE RATE CHANGES, AuGust 13, 1971-JurLy 31, 1972

(Expressed in terms of currency units per SDR)

Rate on Rate Established December 18, 1971- Rate Established
August 13, 1971 May 8, 1972 May 9-July 31, 1972 Date Central
Rate or New
Par Par Central Par Central Par Value
Member Currency value Other ! value rate Other value rate Other Established
Ethiopia * dollar 2.50000 Ll _____. no changeinparvalue _______________________
Fiji * dollar 0.870836 ¢ __________ floating ¢ __________
Finland * markka 4.19997 4.45143 no change . _____ oo 12720/71
France * 2 franc 5.55419 .. nochangeinparvalue ___.______  ___________
Gabon 2 franc 277.710 o _____ no change ¢ __ ________________________._
Gambia, The dalasi 2.08333 L ___ no change in par value_______  __________ floating 6 _________.__
Germany, Federal deutsche :

Republic of * mark floating 3.49872 _________. no change __________ 12/21/71
Ghana * new cedi 1.02041 1.97403 ° 12/27,71
Greece * drachma 30.0000 32.5714 8 32.5714 5/19/72
Guatemala quetzal 1.00000 1.08571 3 1.08571 5/10/72
Guinea franc 247.000 .. nochange* _________________________._..

Guyana dollar 2.00000 2.17143 s floating ¢ __________ 4/ 5/72
Haiti gourde 5.00000 5.42856 oo nochange _______.__ 4/12/72
Honduras lempira 2.00000 2.17143 7 2.17143 5/15/72
Iceland kréna 88.0000 95.5429 3 95.5429 5/ 9/72
India rupee 7.50000 7.90321 L _____ floating & __________ 12/20/71
Indonesia 2 rupiah 378.000 450.571

Iran rial 75.7500 82.2428 L no change .. ___ 4/29/72
Iraq * dinar 0.357143 L ______ no change in par value ____ ____ _______________

Ireland pound 0.416667 no changeinparvalue _______ __________ floating ¢ __________

Israel * pound 3.50000 4.56000 # 4.56000 5/17/72
Italy * lira 625.000 631.342 nochange .. _______ 12/20,71
Ivory Coast 2 franc 277.710 o _____ nochange* ________ . __________.__

Jamaica dollar 0.833333  _______ no change in par value _______ __________ floating ¢ __________

Japan * yen 360.000 334.400 L ___. no change __________ 12,20/71
Jordan * dinar 0.357143 0.387754 wee nochange _________. 5/ 8/72
Kenya * shilling 7.14286 7.715%09 Ll no change __________ 12,2271
Khmer Republic ? riel 55.5419 5 5 '
Korea won 255.000 5 ?

Kuwait dinar 0.357143 .. no change in par value

©International Monetary Fund. Not for Redistribution
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Laos 2

Lebanon

Lesotho

Liberia

Libyan Arab Rep. *

Luxembourg * ?
Malagasy Republic 2
Malawi

Malaysia *

Mali ¢

Malta
Mauritania 2
Mauritius
Mexico
Morocco *

Nepal *
Netherlands *
New Zealand *
Nicaragua
Niger 2

Nigeria *
Norway *
Oman !
Pakistan *
Panama

Paraguay 2
Peru ?
Philippines 2
Portugal *
Rwanda *

Saudi Arabia
Senegal ?
Sierra Leone
Singapore *
Somalia *

South Africa
Spain *
Sudan ?
Swaziland
Sweden *

kip
pound
rand
dollar
dinar

franc
franc
kwacha
dollar
franc

pound
franc
rupee
peso
dirham

rupee
guilder
doliar
cordoba
franc

pound
krone
rial Saidi
rupee
balboa

guarani
sol
peso
escudo
franc

riyal
franc
leone
dollar
shilling

rand
peseta
pound
rand
krona

0.714286
1.00000
0.357143

50.0000

0.833333
3.06122

0.416667

12.5000
5.06049

10.1250

0.892857
7.00000

0.357143
7.14286

4.76190
1.00000

5

28.7500
100.000

4.50000

0.833333
3.06122
7.14286

0.714286
70.0000
0.348242
0.714286
5.17321

277.710

0.814286
1.08571

_______ no change inpar value - __ ________

5.55555 1%
13.5714¢

1.08571 13

no change in par value
no change * _____

13.5714
no change in par value

10.9929 3 10.9929

____ nochange* _____

no change in par value
__ nochange? _____

_______ no change in par value _______ ________

0.814286
5.22545

no change in par value
7.5188

no change in péf‘ value
0.3780923 ________
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__ floating & __________ 12/21/71
__nochange __________ 5/ 812
. nochange __________ 12/21/71
" floating 8 1.
__ floating  ________.. 12/26/71
Cfloating ® __________  5/24/T2

5/10/72

5/13/72
__nochange __________ 12/21/71
“nochange _______.__  5/8/712
“nochange ... 12/21/71

5/11/72
__nochange _________. 4/ 5/72
__nochange __________

5
5

__nochange __________ 12/22/71
_“floating & ______ .
T T 6/ 1/72
__ floating ¢ _____.____ 12/21/71
" “"no change __________
~_ floating & _________. 12/21/71
.. nochange _.________ 12/21/71
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TaBLE L1 (concluded). EXCHANGE RATE CHANGES, AucusT 13, 1971-JuLy 31, 1972

(Expressed in terms of currency units per SDR)

Rate on Rate Established December 18, 1971~ Rate Established
August 13, 1971 May 8, 1972 May 9-July 31, 1972 Date Central
Rate or New
Par Par Central Par Central Par Value
Member Currency value Other ! value rate Other value rate Other Established
Syrian Arab Rep.? pound 2.19148 g 5
Tanzania * shilling 7.14286 7.75%09 no change ~_________ 12/22/71
Thailand baht 20.8000 22.5828 no change __________ 5/ 8/12
Togo franc 277.710 L _____. nochange ¢ ____________________________
Trinidad and Tobago  dollar 2.00000  _______ no change in par value _______ __________ floating ¢ __________
Tunisia * dinar 0.525000 .. no changeinparvalue _______________________
Turkey * 2 lira 15.0000 15s.2000 . ____ no change __._______ 12/22/71
Uganda * shilling 7.14286 7.7509 .. no change ______.____ 12/22/71
United Kingdom pound 0.416667 _______ no change in par value _______ __________ floating  _____.____
United States dollar 1.00000 1.08s7¢+ no change ... ____ 5/ 8/12
Upper Volta 2 franc 277.710 L ____ nochange ¢ . _______ __________________
Uruguay 2 peso 7.40000 g 5
Venezuela 2 bolivar 4.48500 5 5
Viet-Nam 2 piastre 80.0000 5 5
Western Samoa ! tala
Yemen Arab Rep. rial el floating _____ . __.
Yemen, People’s
Dem. Rep. of * dinar 0.416667 0.416667 . ____ no change __._______ 1/12/72
Yugoslavia * dinar 15.0000 18.457¢r . no change __________ 12/21/71
Zaire * zaire 0.500000 0.542856 L _____. no change .. . ____ 12/24/71
Zambia * kwacha 0.714286 0.775509 . no change __________ 12/22/71

* Member is availing itself of wider margins of up to 214 per cent on either side of the parity relationship, based on par values or central rates.

! Exchange rate under membership resolution or provisional rate for Fund computations.

2 Member maintains multiple currency practice and/or dual exchange market.

3 Member maintained unchanged parity of exchange rate with U. S. dollar.

4 Member maintained unchanged gold content of currency, or parity of exchange rate with French franc, pound sterling, or Spanish peseta.

» Exchange transactions in the market differ from par value, exchange rate under membership resolution, or provisional rate for Fund computations.

¢ Floating with the pound sterling; Botswana, Lesotho, and Swaziland continued to be linked with sterling as a result of their use of the South African rand
as domestic currency.

7 Central rate effective December 21, 1971.

8 Central rate effective December 20, 1971.

? Central rate effective December 22, 1971.

W Central rate effective December 23, 1971.

i1 Central rate effective December 29, 1971.

12 Central rate effective December 28, 1971.

13 Central rate effective December 24, 1971.

14 Central rate effective January 9, 1972.
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Appendix I (continued). THE Funp 1N 1971/72

TaBLE 1.2. INCREASES IN QuoTAs UNDER BOARD OF
GOVERNORS RESOLUTION No. 25-3, AS AMENDED,
FiscaL YEAR ENDED ApriL 30, 1972

(In millions of SDRs)

Effective Date
of Change

Austria
Korea
Luxembourg
Nepal

Portugal
Singapore
South Africa
Tunisia

Quota on
May 1, New
1971 Quota
175 270
50 80
19 20t
10.8 11.62
75 117
30 371
200 320
35 48

September 24, 1971
December 17, 1971
November 29, 1971
March 29, 1972

August 16, 1971
September 30, 1971
July 15, 1971
December 7, 1971

! Luxembourg and Singapore consented to less than the
permitted maximums, namely SDR 24 million and SDR 62
million, respectively, under Board of Governors Resolution

No. 25-3.

2 Nepal has consented to an increase in its quota to
SDR 14 million, to be paid in five annual instaliments. The
increase to SDR 11.6 million reflects payment of the second

installment.

TaBLE [.3. TRANSFERS OF SPECIAL DRrRAWING RIGHTS,
JaNuARry 1, 1970-Apri 30, 1972

(In millions of SDRs)

Fiscal Years Total
Jan. 1, 1970- May 1, 1970- May 1, 1971~ Jan. 1, 1970-
Apr. 30, 1970  Apr. 30, 1971  Apr. 30, 1972  Apr. 30, 1972
Transfers between participants
Transactions with designation 155 348 267 769
Transactions without designation 20 286 380 686
175 633 647 1,455
General Account
Transfers from participants
Repurchases (net) 183 357 501 1,041
Charges (net) 29 66 30 126
Assessments 1 1 1 3
Interest received on General Account holdings — 4 7 12
213 429 540 1,181
Transfers to participants
Replenishment of participants’ currencies — 123 21 145
Reconstitution — — 46 46
Remuneration — 18 15 33
Restoration of participants’ holdings ! — — 29 29
Distribution of net income — 9 8 17
Other *? — 1 — 1
— 151 120 271
Total use and receipts 388 1,213 1,306 2,907
General Account holdings at end of period 213 490 910 910
1 Under Article XXV, Sections 2(b)(ii) and 7(e).
2 Under Article XXVI, Section 5.
65
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TABLE 1.4. SUMMARY OF TRANSACTIONS AND OPERATIONS IN SPECIAL DRAWING RIGHTS,

FiscaL YEAR ENDED APrIL 30, 1972
(In thousands of SDRs)

Transactions and Operations

Between participants

Between participants
Received and the
Total Third General Account
Holders Holdings on  Allocation  Through
Participants May 1, 1971 Jan. 1, 1972 designation Other  Used ! Received  Used

Afghanistan 5,828 3,922 3,184
Algeria 28,029 13,780
Argentina 107,401 46,640 154,000 30,380 320
Australia 164,008 70,490
Austria 57,017 28,620
Barbados 1,391 1,378
Belgium 300,397 68,900 105,000
Bolivia 5,607 3,922 4,234
Botswana 1,039 530
Brazil 110,370 46,640 94 125
Burma 4,887 6,360 4,500 466
Burundi 1,958 2,014 202
Cameroon 6,801 3,710
Canada 348,795 116,600 25,000 23,080
Central African Rep. 1,387 1,378 1,247 140
Ceylon 32 10,388 3,864 279
Chad 1,400 1,378 1,250 165
Chile 38,725 16,748 448
Colombia 16,443 16,642 12,618
Congo, People’s Rep. of the 1,410 1,378 93
Costa Rica 63 3,392 648
Cyprus 7,648 2,756
Dahomey 3,070 1,378
Denmark 45,072 27,560 290
Dominican Republic 0 4,558 4,102
Ecuador 3,593 3,498 311
Egypt 8,795 19,928 3,800 1,919
El Salvador 1,420 3,710 1,000 2,327
Equatorial Guinea 1,863 848
Fiji — 1,378
Finland 45,682 20,140 1,309
France 350,496 159,000 25,347 7,804
Gabon 3,200 1,590 31
Gambia, The 1,589 742 76
Germany, Fed. Rep. of 452,602 169,600 11,000 1,861
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Interest,
Charges,
and
Assess-
ment (Net)

—90
+18
—1,038
+108
+125

+3,685
=79

+52

216
—~41
~1
+1,829
32

—349
—43
+2
—382
—26

—113
+22

-1
—164
- 166

—66
—574
—-97

+74
+330
1

—1
+1,187

Positions at April 30, 1672

holdings

Total

4,476
41,827
29,063

234,606
85,762

2,768
477,981
5.216
1,569
157,031

6,066
3.728
10,510
465,304
1,346

13,656
1,320
55.027
20,085
2,669

3,989
10,426
4,448
72,179
289

6,714
22,430
3,705
2,711
1,378

67,205
527.368
4758
27254
636,250

Net

12,753
40,290
152,520
225,645
76,745

2,769
209346
12)753
1,569
152,520

20,844
6,567
10,513
358,620
4,365

33,978
4,449
54,654
54,441
4,449

11,016
8,898
4,449

82,764

14,535

11,229
65,244
11,655
2,712
1,378

61,470
484,980
4,791
20331
542,400

Haldings
as per cent
of

cumulative cumulative
allocations allogations

3s5.
103.
19.
104,
11t

1p0.
278.

40.
100.
193,
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Ghana
Greece
Guatemala
Guinea
Guyana

Haiti
Honduras
Iceland
India
Indonesia

Iran
Irag
freland
Israel
Italy

Ivory Coast
Jamaica
Japan
Jordan
Kenya

Khmer Republic
Korea

Laos

Lesotho

Liberia

Luxembourg
Malagasy Republic
Malawi

Malaysia

Mali

Malta
Mauritania
Mauritius
Mexico
Morocco

Nepal
Netherlands
New Zealand
Nicaragua
Niger

Nigeria
Norway
Oman
Pakistan
Panama

Paraguay
Peru
Philippines
Rwanda
Senegal

3,222
4,483
5.872
1,155
2,176

1,096
2,850
1.461

148,051
1,089

1,156
11,661
26,404

550

220,681

9,757
13,030
276,473
5,148
11,966

1,730
17,628
897
531
3,551

5,223
5.972
3,494

43,319
1,305

3,391
1,064
4,982
87,439
11,925

1,070
319.949
21,733
3,841
3,070

31,236
54,907

14,625
5,627

4,552
28,436
0

2,465
2,786
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9,222
14,628
3816
2,544
2,120

2,014
2,650
2,438
99640
27,560

20,352
11,554
12,826
13,780

106,000

5,512
5.618
127,200
2,438
5,088

2,650
8,480
1,378

530
3,074

2,120
2,756
1,590
19,716
2,332

1,696
1,378
2,332
39220
11,978

1,145
74,200
21,412
2,862
1,378

14,310
25,440
742
24,910
3.816

2,014
13,038
16,430
2,014
3,604

5,000
500

2,500

4,000
10,000

19,000

250,000
10,000

1,000

900

1,100

8,960

13,000
3,243

1,332

22

882

2,175
—1,446
17

2,239

603

259
23
31
76

95
4,500

240

35

125

9,497

248
11

1,797
6,596
54

3,038
300

-270
~391
—12
—83
—-38

-53
—46
—36
—1,214
~928

—-613
-3
—4

-257

+181

+13
+11
+455
-1
+20

—63
+35
—33

—8
=71

—1
—1
-1
+30
—62

—1
—31
-2
+35
—357

+5,655
2336
36
—1

+52

—655
—97

—1
+10
—532
—46
-~79

9,999
23,720
11,623
2,551
4,241

3,057
5.453
6,362
246,478
34,441

20,896
23,213
39,226
30,470
340,105

15,282
18,399
424,460
7,563
17,074

4,285
26,088
1,341
958
2,048

7,343
8,727
4,843

63,087
2,440

5,087
2,285
7.312
127,577
14,049

2,214
649,803
52,800
6,418
4,437

45,541
80,399
742
37,083
2,750

6,566
41,431
15,898

1,394

6,011

30,123
46,194
11,868
8,304
6,780

6,567
8.517
7,419
326,220
90,156

61,896
23.217
39.213
42,810
318,000

14,268
17,673
377,400
7,587
15,600

8,517
227230
47449
1569
9,537

7,345
8.730
5,085
60.618
7,542

5,088
4,449
7,374
1247170
39189

2,215
236,460
69402
8,943
4,449

45,555
76,320

742
81,639
12,372

6,567
40,479
51,495

6,567
11,442
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TaBLE 1.4 (concluded). SUMMARY OF TRANSACTIONS AND OPERATIONS IN SPECIAL DRAWING RIGHTS,
Fiscar. YEarR ENDED ApPriL 30, 1972

(In thousands of SDRs)

Transactions and Operations Positions at April 30, 1972
Between participants
Between participants  Interest, Holdings
Received and the Charges, as per cent
Total Third General Account and Net of

Holders Holdings on  Allocation  Through ——— Assess- Total cumulative cumulative

Participants May 1, 1971 Jan. 1, 1972 designation Other Used ! Received Used ment (Net) holdings allocations aliocations
Sierra Leone 3,125 2,650 -32 5,743 7,845 73.2
Somalia 2,623 2,014 -30 4,607 6,567 70.2
South Africa 25,478 33,920 25,000 —685 33,712 88,920 37.9
Spain 80,766 41,870 6,000 -7 128,629 126,135  102.0
Sudan 1 7,632 5,000 1,196 2,833 ~291 703 24,912 2.8
Swaziland 848 848 750 86 —24 836 2,712 30.8
Sweden 72,606 34,450 3 -11 107,047 107,025 100.0
Syrian Arab Republic 0 5,300 1,700 162 —174 6,664 17,034 39.1
Tanzania 6,329 4,452 4,000 —63 6,717 14,322 46.9
Thailand 14,336 14,204 -3 28,537 28,542 100.0
Togo 3,494 1,590 -1 5,083 5,085  100.0
Trinidad and Tobago 7,218 6,678 —106 13,790 20,811 66.3
Tunisia 1 5,088 3,000 10 —127 7,952 14,713 54.1
Turkey 1 16,006 8,000 16,000 1,448 —386 38,172 50,307 75.9
Uganda 9,653 4,240 65 -2 13,826 13,896 99.5
United Kingdom 482,301 296,800 161,463 25,000 438,330 —2,346 524,887 1,006,320 52.2
United States 1,442,732 710,200 355,000 11,971 —6,836 1,803,068 2,293,980 78.6
Upper Volta 3,070 1,378 18 -1 4,429 4,449 99.6
Uruguay 0 7,314 5,763 1,197 —259 95 23,937 0.4
Venezuela 82,873 34,980 172 +173 118,098 112,290 105.2
Viet-Nam 13,182 6,572 -2 19,752 19,758 100.0
Western Samoa — 212 212 212 100.0
Yemen Arab Republic 1,070 1,060 2,130 2,130 100.0
Yemen, People’s Dem. Rep. of 4,784 3,074 -31 7,826 9,873 79.3
Yugoslavia 7.162 21,942 15,665 —681 12,757 69,291 18.4
Zaire 27,712 11,978 32,000 —194 7,497 39,189 19.1
Zambia 19,029 8,056 26,500 95 -79 412 24,588 1.7
Total Participants 5,873,437 2,951,549 266,810 380,000 646,810 119,718 531,621 —8,206 8,404,875 9,314,835 90.2

General Account 489,849 531,621 119,718 48,206 909,960 —
Total 6,363,287 — 9,314,835 9,314,835

! With the exception of the amounts for Canada and the United States, the uses shown for participants in this column were made in transactions to acquire currency
through designation. Canada transferred SDR 25 million to the United Kingdom against currency in a prescribed transaction under Article XXV, Sections 2(5)(ii), and 3(c).
The use by the United States was under Article XXV, Section 2(b)(i), to obtain balances of its own currency from Belgium and the Netherlands; the amounts of SDRs
received by these two participants were SDR 105 million and SDR 250 million, respectively.

©lnternational Monetary Fund. Not for Redistribution

CTL/1L61 NI aNnq aH|, “(panunuosr) | xgpueddv



Appendix [ (continued). THE Funp IN 1971/72

TaBLE 1.5,

Transactions with designation
Belgian francs
Provided directly to participants

French francs
Provided directly to participants
Converted to pounds sterling
Converted to U.S. dollars

Italian lire
Provided directly to participants

Pounds sterling
Provided directly to participants
Converted to French francs
Converted to U.S. dollars

U.S. dollars
Provided directly to participants
Converted to French francs
Converted to pounds sterling

Total

Transactions without designation
Pounds sterling
U.S. dollars

Total

Jan. 1, 1970-
Apr. 30, 1970

1.0

69

CURRENCIES TRANSFERRED FOR SPECIAL DRAWING RIGHTS,
JaNnuARrY 1, 1970-ApriL 30, 1972

(In millions of SDRs)

Fiscal Years N TE)tarl\ )
May 1, 1970- May 1, 1971-  Jan. 1, 1970-
Apr. 30, 1971 Apr. 30, 1972 Apr. 30, 1972

— — 1.0
3.5 22.3 25.8
8.0 - 8.0

14.0 21.0 35.0
25.5 43.3 68.8
4.0 - 4.0
27.4 56.3 83.7
6.7 1.3 8.0
45.8 53.4 99.2
79.9 111.0 190.9

227.1 112.5 488.5
3.6 — 8.7
7.5 — 7.5

238.2 112.5 504.7

347.6 266.8 769 .4

— 25.0 45.0

285.5 355.0 640.5

285.5 380.0 685.5
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Appendix I (continued). THE Funp IN 1971/72

TaBLE 1.6. TRANSFER OF SPECIAL DRAWING RIGHTS BY THE GENERAL ACCOUNT,

FiscaL Year Enxnep Apriv 30, 1972

(In thousands of SDRs)

Restoration of

Payment of Distribution Replenishment Participants’
Participant Reconstitution Remuneration of Net Income of Currencies Holdings *

Argentina 30,000 285 95 — —
Brazil — 70 23 — —
Canada — 3,885 1,295 17,900 —
Ceylon 3,864 — — — —
Costa Rica 648 — — — —
Finland — 232 77 1,000 —
Germany — — 1,861 — —
Indonesia 8,960 — — — —
Israel — — — — 13,000
Italy 632 211 2,400 —
Japan — — 1,332 — —
Malaysia — — 22 — —
Mexico — 662 221 — —
Sudan 1,196 — — — —
Sweden — — 3 — —
Syrian Arab Rep. 1,700 — — — —
Turkey — - — — 16,000
United States — 8,978 2,993 — —
Venezuela — — 172 — —

Total 46,368 14,746 8,306 3 21,300 29,000
1970/71 — 18,403 9,115

! Transfer of SDRs under Article XXV, Secﬁons 2(};)(ii) and-7(e).
2 Includes amounts of less than SDR 500 each paid to an additional nine participants.

123,210 —

3 Includes amounts of less than SDR 3500 each distributed to an additional nine participants.

70

©lnternational Monetary Fund. Not for Redistribution



TaBLE 1.7.

Appendix I (continued). THE FUND IN 1971/72

PUrCHASES OF CURRENCIES AND SPECIAL DRAWING

FiscaL Year ENDep ApriL 30, 1972

(In millions of SDRs)

RIGHTS FROM THE FUND,

Within Credit

Tranches
Within Under Under Decision  Under Decision
Gold stand-by on Compensatory on Buffer Stock
Member Purchasing Tranche arrangements Other ! Financing Financing Total

Argentina 115.24 — — 64.00 — 179.24
Bolivia — — — — 6.01 6.01
Burma — — — 6.50 — 6.50
Ceylon — 17.50 — 14.75 — 32.25
Chile 38.00 — — 39.50 — 77.50
China 59.86 — n — — 59.86
Colombia — 30.00 — — — 30.00
Costa Rica 6.00 — — — — 6.00
Egypt — — 32.00 — — 32.00
Guyana 1.81 2.19 — — — 4.00
Indonesia — — — — 3.81 3.81
Jordan — — — 4.50 —_— 4.50
Khmer Republic 6.252 — — 6.25 -— 12.50
Korea 7.5032 — — — — 7.50
Liberia — 1.00 — — — 1.00
Malaysia 4.37 — — — 7.293 11.66
Mali — 4.50 — — — 4.50
Morocco — 8.25 — — — 8.25
Nicaragua — 4.00 — — — 4.00
Nigeria — — — — 0.79 3 0.79
Philippines — 15.00 — — -— 15.00
Sudan — 15.00 — — — 15.00
Syrian Arab Republic — — 12.50 12.50 — 25.00
Thailand — — — — 2.153 2.15
Turkey 15.00 — — — 15.00
Uganda 6.47 10.00 — — — 16.47
United States 1,312.00 — — — — 1,312.00
Uruguay — 9.50 — — — 9.50
Yugoslavia — 88.50 — — — 88.50
Zambia 19.00 — — 19.00 — 38.00

Total 1,576.50 220.44 44.50 167.00 20.05 2,028.49

! In accordance with Executive Board Decision No. 102-(52/11), adopted February 13, 1952. (See Selected Deéisions of the

Executive Directors and Selected Documents (Fifth Issue, Washington, 1971), pp. 20-24.)

2 Transaction prior to the establishment of an initial par value in accordance with Executive Board Decision No. 1687-(64,/22),
adopted April 22, 1964. (See Selected Decisions of the Executive Directors and Selected Documents (Fifth Issue, Washington, 1971),

E Gold tranche purchase to be regarded as a purchase made under paragraph 1 of the Decision on the Problem of Stabilization

of Prices of Primary Products.
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Appendix I (continued). THE FunDp 1IN 1971/72

TaBLE 1.8. FUND STAND-BY ARRANGEMENTS FOR MEMBERS, FISCAL YEAR ENDED APriL 30, 1972

(In millions of SDRs)

Total
Number of
Stand-Bys
Approved Amount Amount Not Amount Amount
for Date of Date of Approved Purchased at Approved  Not Purchased
Member Member Inception Expiration 1970/71 Expiration 1971/72 April 30, 1972
Brazil 10 Feb. 4,1971 Feb. 3,1972 50.00 50.00
Mar. 3, 1972 Mar. 2, 1973 50.00 50.00
Burundi 6 June 8§, 1970 June 7, 1971 1.50 —
Ceylon 5 Mar. 18, 1971 Mar. 17, 1972 24.50 4.70
Colombia 13 Apr. 21, 1971  Apr. 20, 1972 38.00 8.00
Ecuador 8 Sep. 14, 1970 Sep. 13, 1971 22.00 12.00
El Salvador 10 Dec. 22, 1970 Dec. 21, 1971 14.00 5.00
Guatemala 8 Dec. 28, 1970 Dec. 27, 1971 14.00 14.00
Mar. 29, 1972 Mar. 28, 1973 9.00 9.00
Guyana 5 May 3,1971 May 2, 1972 4.00 1.81
Haiti 11 June 29, 1970 June 28, 1971 2.20 2.20
June 29, 1971  June 28, 1972 3.00 3.00
Honduras 11 June 1, 1971 May 31, 1972 15.00 15.00
Indonesia 7 Apr. 22, 1971 Apr. 21, 1972 50.00 50.00
Apr. 17,1972 Apr. 16, 1973 50.00 50.00
Korea 8 Jan. 1, 1971 Dec. 31, 1971 25.00 25.00
Jan, 11,1972 Dec. 31, 1972 30.00 30.00
Liberia 9 June 1, 1970 May 31, 1971 2.00 -
Mar. 1, 1972 Feb. 28, 1973 4.00 4.00
Mali 5 July 29,1971 July 28,1972 4.50 —
Morocco 7 Mar. 18, 1971 Mar. 17, 1972 30.00 21.75
Nicaragua 10 Aug. 12, 1970 Aug. 11, 1971 14.00 1.00
Feb. 9, 1972 Feb. 8, 1973 10.75 6.75
Panama 5 Mar. 23, 1971 Mar. 22, 1972 14.00 14.00
Philippines 9 Mar. 16, 1971 Mar. 15, 1972 45.00 10.00
Sudan 4 Mar. 29, 1972 Mar. 28, 1973 40.00 25.00
Turkey 10 Aug. 17, 1970 Aug. 16, 1971 90.00 —
Uganda 1 July 22,1971 July 21, 1972 10.00 —
Uruguay 5 May 28, 1970 May 27, 1971 13.75 —
Yugoslavia 5 Feb. 22, 1971 Feb. 21, 19723 51.75 21.75
July 30, 1971 July 29, 1972 83.50 15.00
Total 501.70 239.40 313.75 209.56

! The stand-by was fully utilized, but SDR 4.7 million was reclassified under the compensatory financing facility.
2 The stand-by, after being fully utilized, was augmented by SDR 6.75 million because of repurchase on October 30, 1970
and by SDR 7 million because of repurchase on November 2, 1970. The full amount of these augmentations was also utilized,
and the stand-by was again augmented effective May 1, 1971 in respect of SDR 6.5 million repurchased on April 30 and by
_SDR 3 million on May 3, 1971. The reconstituted amount of SDR 9.5 million was purchased on May 13, 1971.
3 Canceled by Yugoslavia on July 29, 1971.
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Appendix 1 (continued). THE Funp IN 1971/72

TapLe 1.9, SuMMARY OF STAND-BY ARRANGEMENTS THAT
BECAME EFFECTIVE DURING THE FISCAL YEARS ENDED
ApriL 30, 1953-721

(In millions of SDRs)

Number Amount

1953 2 55.00
1954 2 62.50
1955 2 40.00
1956 2 47.50
1957 9 1,162.28
1958 11 1,043.78
1959 15 1,056.63
1960 14 363.88
1961 15 459 .88
1962 24 1,633.13
1963 19 1,531.10
1964 19 2,159.85
1965 24 2,159.05
1966 24 575.35
1967 25 591.15
1968 32 2,352.36
1969 26 541.15
1970 23 2,381.28
1971 18 501.70
1972 13 313.75
Total 319 19,031.32

! Includes renewals and extensions for one year or less,
except the renewals each six months of the stand-by arrange-
ment for Belgium granted in June 1952 until that member
purchased the full amount of the equivalent of SDR 50
million in April 1957.
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Appendix I (continued). THE FunDp 1IN 1971/72

TasLE 1.10. PURCHASES AND REPURCHASES UNDER THE DECISION ON
COMPENSATORY FINANCING OF EXPORT FLUCTUATIONS.!
FEBRUARY 27, 1963-APpriL 30, 1972

(In millions of SDRs)

Purchases Related Repurchases
Under
paragraph (7) Outstanding
of amended Balance
Member Date Amount Total decision April 30, 1972
Afghanistan June 5, 1968 4.80 4.80 — —
Argentina Mar. 3, 1972 64 .00 — — 64.00
Brazil June 7, 1963 60.00 * 60.00 — —
Burma Nov. 21, 1967 7.50 5.00 — 2.50
Sept. 21, 1971 6.50 — — 6.50
Burundi June 9, 1970 2.50 0.50 0.50 2.00
Ceylon Mar. 21, 1967 19.50 19.50 —
Apr. 17, 1968 19.30 2.00 17.30
Jan. 24, 1972 3 4.70 3 — — 4.70
Jan. 26, 1972 14.75 — 14.75
Chile Dec. 14, 1971 39.50 — — 39.50
Colombia Mar. 22, 1967 18.90 18.90 7.70 —
Apr. 19, 1968 3 0.95¢ 0.95 0.95 —
Apr. 19, 1968 3 0.95¢ 0.95 0.95 —
Dominican Republic Dec. 6, 1966 6.60 6.60 3.30 —
Ecuador Oct. 15, 1969 3 3.503 3.50 — —
Oct. 15, 1969 3 2,753 2.75 — —
Egypt Oct. 15, 1963 16.00 2 16.00 — —
Mar. 18, 1968 23.00 — — 23.00
El Salvador Dec. 16, 1969 6.25 4.30 4.30 1.95
Ghana Dec. 20, 1966 17.25 17.25 0.75 —
Guatemala Feb. 5, 1968 3 3.00 3.00 1.60 —
Feb. 5, 1968 3 3.253 3.25 — —
Haiti Aug. 11, 1967 1.30 1.30 0.12 —
Dec. 6, 1967 1.00 0.63 0.20 0.37
Iceland Nov. 10, 1967 3.75 3.75 3.75 —
Nov. 26, 1968 3.75 3.75 3.75 —
India Dec. 28, 1967 90.00 90.00 80.00 —
Iraq Nov. 8, 1967 3 17.50 3 17.50 — —
Jordan Nov. 15, 1971 4.50 — — 4.50
Khmer Republic Mar. 14, 1972 6.25 — — 6.25
New Zealand May 10, 1967 29.20 29.20 - —
Sudan June 1, 1965 11.25 2 11.25 — —
Syrian Arab Republic Sept. 18, 1967 9.50 7.12 — 2.38
Jan. 25, 1972 12.50 — — 12.50
Uruguay Feb. 7, 1968 9.50 7.20 5.00 2.30
Zambia Dec. 14, 1971 19.00 — — 19.00
564.45 340.95 112.87 223.50

1 All items are under the decision as amended by Executive Board Decision No. 2192-(66/81), eidopted Septe‘n{ber 20, 196?,

except where noted.

2 Under Executive Board Decision No. 1477-(63/8), adopted February 27, 1963.
s Date and amount of reclassification of previous purchases.
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Appendix T (continued). THE FunND IN 1971/72

TaBLE 1.11. REPURCHASES OF CURRENCIES FROM THE FUND, FiscAL YEAR ENDED APRIL 30, 1972
(In millions of SDRs)

Repurchases in Respect of

Purchases Schedules
Member under stand-by  approved Article V, Voluntary Other
Repurchasing arrangements by Fund Section 7(4)  Repurchases  Repurchases Total

Afghanistan — 4.8
Bolivia — 4.0
Burma — 5.0
Burundi 4.5 —
Central African Republic — —

I I
|
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~Loow

Ceylon - 23.2
Chad — —
Chile —
Colombia 13.2 —
Congo, People’s Rep. of the -
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Costa Rica — — —
Denmark — — 26.1
Dominican Republic — 1.7 —
Ecuador — — 8.2
Egypt — 27.0 —

\
(55
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El Salvador 1.3 — 1.7
France — — 983.81! — —

[

™

o
O
<o

W
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Gabon — —
Gambia, The — —
Ghana — 24.9
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Guatemala — —
Guyana — —
Haiti — 2.7
Indonesia — 20.0 — —
Iran — 13.2
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Jamaica — — 3.7
Korea — 2 — —
Lesotho — — —
Liberia 3.9 — — —
Luxembourg — — 0.7

Malawi — —
Mali 5.0 —
Mauritania — -—
Mauritius — - 0.
Morocco 43.6 - 2

l
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w
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Nepal — - —2 -
Niger — — — —
Nigeria — 3.1 — -
Pakistan — — — —
Panama 5.2 — — —

_—
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Peru — —
Philippines — 28.5 — —
Rwanda 5.0 -

Senegal — — — — 0.
Somalia — — — — —?
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Sudan — 15.0
Swaziland — —
Syrian Arab Republic — 4.8
Tunisia —
Turkey 28.6 — 8
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—
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United Kingdom 749.9
Upper Volta — .
Uruguay 3.0 2.2 — — —
Yugoslavia — -
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Total 863.1 814.2 1,215.01 215.9 14.2 3,122.3

! Total includes SDR 714.1 million relating to Article V, Section 7(b), repurchase obligations incurred as of April 30, 1970
as follows: SDR 39.5 million by Chile, SDR 20.3 million by Colombia, SDR 1.9 million by Ecuador, SDR 629.1 million by
France, SDR 0.6 million by Mauritius, and SDR 22.6 million by Peru.

2 Less than SDR 50,000.

Note. Included in repurchases shown in the table are the following amounts related to purchases under the decision on
compensatory financing of export fluctuations (amounts in millions of SDRs):

Afghanistan 4.8 E! Salvador 2.0

Burma 5.0 Ghana 16.5

Burundi 0.5 Haiti 1.3

Ceylon 17.0 Syrian Arab Republic 4.8

Dominican Republic 1.7 Uruguay 2.2

Ecuador 3.2 Total 589
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Appendix I (continued). THE Funp IN 1971/72

TaBLE 1.12. ToTaL REPURCHASE OBLIGATIONS INCURRED IN ACCORDANCE WITH
ARTICLE V, SECTION 7(h), AND AMOUNTS PAYABLE FORTHWITH BY MEMBERS,
As oF ApriL 30, 1971

(In thousands of SDRs)

TotrailﬁRe;‘)Jr(‘:hase Obligation Incurred VA;norerint Payable Forthwith
Special Special
drawing Convertible drawing  Convertible
Member Gold rights currencies Total Gold rights currencies Total
Denmark 1,087 290 24,678 26,055 1,087 290 24,678 26,055
Ecuador ! 1,644 5 10,836 12,485 — — 6,335 6,335 2
El Salvador 221 — 1,527 1,748 221 — 1,527 1,748
France — 6,057 348,631 354,688 3 — — — —
Guatemala — — 3,002 3,002 — — 3,002 3,002
Jamaica — 259 3,486 3,745 — 259 3,486 3,745
Luxembourg 1 — 731 732 1 — 731 732
Morocco 1 — 2,215 2,216 1 — 2,215 2,216
Nepal — — 3 3 — — 3 3
Nicaragua 3 118 13,704 13,825 — — — — ¢
Peru ! 1,260 470 32,290 34,020 171 54 7,893 8,118 2
Tunisia 5 26 — 12,906 12,932 18 — 8,732 8,750
Turkey ! 11,808 — 86.465 98,273 236 — 37.514 37.750
Upper Volta — 18 1,104 1,122 — 18 1,104 1,122
Total ¢ 16,051 7,217 541,578 564,846 1,735 621 97,220 99,576

! Elected to discharge the amount payable forthwith in accordance with paragraph 2(c) of Executive Board Decision No. 3049-
(70/44), adopted May 20, 1970.

2 Member discharged its April 30, 1970 repurchase obligation which was payable as of April 30, 1971 thus reducing the repur-
chase obligation payable forthwith to this amount.

3 France discharged the equivalent of SDR 375 million of its April 30, 1970 repurchase obligation which was due as of April 30,
1971. Due to the limitation of Article V, Section 7(c)(iv), the entire repurchase obligation incurred as of April 30, 1971 was
payable at the end of subsequent financial year or years. However, France discharged this obligation on August 9, 1971.

4+ Member discharged the part of the repurchase obligation incurred as of April 30, 1970 which was payable as of April 30, 1971
as well as a portion of the remainder of that obligation. Due to the limitation of Article V, Section 7(c) (iv), the repurchase obliga-
tion incurred as of April 30, 1971 and the balance of the April 30, 1970 obligation will be payable at the end of the subsequent
financial year or years.

5 Elected to discharge the amount payable forthwith in accordance with paragraph 2(a) of Executive Board Decision No. 3049-
(70/44), adopted May 20, 1970.

6 Not including one member which has disagreed with the calculation.
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Appendix 1 (continued). THE Funp IN 1971/72

Tapre 1.13. CURRENCIES AND SPECIAL DRAWING RIGHTS OBTAINED FROM THE FUND BY MEMBERS IN PURCHASES ¥OR THEIR
OwN CURRENCIES AND FOR GOLD; CURRENCIES, GOLD, AND SPECIAL DRAWING RIGHTS USED BY MEMBERS IN REPURCHASES,
FiscaL YEAR ENDED ApriL 30, 1972

(In millions of SDRs)

Currencies, Gold, and SDRs, Used by Members

Currencies and SDRs Obtained by Members in Repurchases
Not under Article V, Under Article V,
Purchases Section 7(b) Section 7(b)
United Other  Sales of United Other Other
Medium States  countries  gold Total Kingdom countries France countries Total

SDRs — 32.7 — 32.7 425.2 69.1 6.1 0.9: 501.3
Gold — — — 25.0 — 473.01 8.21 506.2
Argentine pesos — — — — — — — — 2 — 2
Australian dollars — — — — 37.1 4.7 — 5.01 46.8
Austrian schillings — 13.0 5.0 18.0 20.0 — 9.1 2.6 31.7
Belgian francs 565.0 — — 565.0 202.0 3.3 222.81 31.51 459 .6
Canadian dollars — 125.9 — 125.9 209.0 65.3 21.21 37.2 332.7
Deutsche mark — 239.0 70.0 309.0 150.0 65.6 2.01 82.01 299.6
Finnish markkaa — — — — — — — — —
French francs — 141.5 5.0 146.5 20.0 89.4 — 10.5 120.0
Irish pounds — 5.0 — 5.0 —-— — — — —
Italian lire — 49 .4 20.0 69.4 50.0 — 0.11 5.01 55.0
Japanese yen — 35.0 — 35.0 195.0 8.0 37.61 15.11 255.7
Kuwaiti dinars — 5.0 — 5.0 5.0 — — — 5.0
Mexican pesos — — — — — 3.9 10.0 3.5 17.5
Netherlands guilders 547.0 e — 547.0 201.0 30.6 186.4 1 28.81 446 .8
Norwegian kroner — — — — 25.0 1.9 0.1 —2 27.0
Pounds sterling 200.0 65.0 5.0 270.0 — — — — —
Spanish pesetas — 5.0 — 5.0 — — — — —
Swedish kronor — — — — — 1.2 8.11 1.0 10.2
U.S. dollars — — — — — —_ 7.31 — 7.3

2.3

Total 1,312.0 716.5 105.0 2,133.5 1,564 4 343.0 983.81 231.2' 3,12

! Totals include SDR 714.1 million relating to Article V, Section 7(b), repurchase obligations incurred as of April 30, 1970 as
follows: SDR 0.3 million in SDRs, SDR 477.5 million in gold, SDR 5 million in Australian dollars, SDR 115.4 million in Belgian
francs, SDR 21.2 million in Canadian dollars, SDR 11.5 million in deutsche mark, SDR 0.3 million in Italian lire, SDR 52.6
million in Japanese yen, SDR 3.5 million in Mexican pesos, SDR 19.3 million in Netherlands guilders, SDR 0.1 million in Swedish
kronor, and SDR 7.3 million in U.S. dollars.

2 Less than SDR 50,000.
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Appendix I (continued). THE FUND IN 1971/72

TaBLE 1.14. SuUMMARY OF MEMBERS’ PURCHASES AND
REPURCHASES, YEARS ENDED Aprir, 30, 1948-72

(In millions of SDRs)

Total Purchases Total Repurchases
by Members by Members
1948 606.04 —
1949 119.44 —
1950 51.80 24.21
1951 28.00 19.09
1952 46.25 36.58
1953 66.12 184.96
1954 231.29 145.11
1955 48.75 276.28
1956 38.75 271.66
1957 1,114.05 75.04
1958 665.73 86.81
1959 263.52 537.32
1960 165.53 522.41
1961 577.00 658.60
1962 2,243.20 1,260.00
1963 579.97 807.25
1964 625.90 380.41
1965 1,897.44 516.97
1966 2,817.29 406.00
1967 1,061.28 340.12
1968 1,348.25 1,115.51
1969 2,838.85 1,542 .33
1970 2,995.65 1,670.69
1971 1,167.41 1,656.86
1972 2,028.49 3,122.33
Total 23,626.00 1 15,656.52 2

! Includes purchases that raised the level of the Fund’s
holdings of the drawing members’ currencies to no more than
75 per cent of quota. These purchases are not subject to
repurchase.

2 Includes repurchases that reduced the Fund’s holdings of
members’ currencies below the amounts originally paid on
subscription account and repurchases of members’ currencies
paid in settlement of charges. Excludes sales of currencies
of members held by the Fund in excess of 75 per cent of
quota, as a result of previous purchases, and adjustments due
primarily to settlement of accounts with countries that have
withdrawn from the Fund; these sales and adjustments have
the effect of repurchases.

78

©lnternational Monetary Fund. Not for Redistribution



~J

b

Appendix I (continued

CHart 1.1, Use ofF Funp

). TueE Funp IN 1971/72

RESOURCES, AprIL 30, 1963-72

(In billions of SDRs)

OUTSTANDING PURCHASES FROM THE FUND AND
AMOUNTS NOT PURCHASED UNDER EXISTING
STAND-BY ARRANGEMENTS

Amounts not purchased
under existing stand-by
arrangemenis

Outstanding B
purchases 7
NP

4 d

OUTSTANDING PURCIIASES

| | United Srares

] Unired Kingdom

(A Other Industrial Countries 1/
Other Countries

LENGTH OF TIME FOR WHICH PURCHASES
HAVE BEEN OUTSTANDING

Outstanding for 3-5 vears -
Outstanding for 1-3 years
Outstanding for less than a year

AMOUNTS NOT PURCHASED UNDLR
EXISTING STAND-BY ARRANGEMENTS

|| United States

United Kingdom

1 Other Industrial Countries 4/
24 Other Countries

1963 1964 1965 1966 1967 1968 1969 1970 1971 1972

1963 1964 1965 1966 1967 1968 1969 1970 1971 1972

! Belgium, Canada, Denmark, France, Italy, Japan, the Netherlands, and Norway.
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Appendix 1 (continued). THE FunND IN 1971/72

TaBLE 1.15. FuND BORROWING AND REPAYMENT, OCTOBER 24, 1962-ApriL 30, 1972

(In millions o f SD Rs)

Under the General Arrangements to Borrow Other

Repayment Transfer Transfer
Borrowing of claims Borrowing  of claim Repayment

Dec. 1964 May 1967

to to May Aug. June 1968 Aug. June— Apr. Aug.
Feb. 1970 Apr. 1971 1971 1971  and Dec. 1969 1966 July 1970 1971 1971
Belgium 137.5 147.5 +10.0 —
Canada 140.0 111.0 6.0 53.0 +30.0 —
France 240.0 100.0 —140.0 —
Germany 897.5 767.5 -130.0 —
Italy 335.0 440.0 +105.0 250.0 —250.0
Japan 150.0 45.0 114.0 76.0 +85.0 — +250.0 125.0 125.0
Netherlands 177.5 192.5 2.0 23.0 +40.0 —
Sweden 77.5 77.5 —

United Kingdom — — —_—
United States — — _

2,155.0 1,881.0 122.0 152.0 — 250.0 — 125.0 125.0

TaBLE 1.16. GoLD TRANSACTIONS AND OPERATIONS BY THE FUND, FiscaL YEears ENpep APriL 30, 1970-72
(In millions of SDRs)

1970 1971 1972

Increase in gold holdings due to
Subscriptions 25.3 1,807.8 81.6
Repurchases of currency by members 80.8 15.4 506.2
Charges paid by members 68.1 71.2 46.4
Reacquisition from United States ~— 400.0 400.0
Purchases under Article V, Section 6(a) 289.0 389.6 105.0
of which purchases from South Africa 282.8 389.6 105.0
Total increase 463.2 2,684.0 1,139.2

Decrease in gold holdings due to
Sales under Article VI, Section 2(ii) 250.0 1,085.8 121.2
of which sales in connection with Fifth General Review of Quotas — 564.1 7.5
Interest on Fund borrowing 17.0 14.3 2.7
Reimbursement and payment of charges 2.4 — —
Remuneration paid to members — 8.8 22.7
Total decrease 269 .4 1,108.9 146.6
Net increase 193.7 1,575.1 992.6
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Appendix I (continued). THE FuNp IN 1971/72

TaBLe 1.17. INcOME AND EXPENDITURE, FisCAL YEARS ENDED APriL 30, 1963-72

(In millions ofSD Rs)

1963 1964 1965 ]966 ]967 1968 1969 ]970 1971 ]972

Operational income

Service and stand-by charges, etc. 6.6 4.8 11.8 15.6 7.1 7.4 14.6 13.0 3.2 3.0
Charges on balances in excess of
quotas 24.4 31.5 359 65.7 82.5 8.0 107.4 124.7 128.1 62.0
Interest on holdings of special
drawing rights — — — — — — — 0.4 4.3 7.2
Total operational income ' 31.0 36.3 47.7 81.3 89.6 89.4 122.0 138.1 135.6 72.2
Deduct: operational expenditure
Remuneration — — — — -— — — 27.2 37.4 30.5
Other — — 4.6 16.1 17.8 11.9 22.3 19.1 11.8 1.2
Net operational income 31.0 36.3 431 65.2 71.8 771.5 99.7 91.8 86.3 40 5
Budgetary expenditure 9.4 109 13.0 150 18.1 21.3 24.4 28.6 33.2 37 1

Deduct: expenses assessed participants

for cost of operating the Special Draw-

ing Account — — — — — — — 0.9 0.9 1.0
Fixed property expenditure 0.1 2.2 4.6 5.7 3.3 0.5 4.5 6.5 7.5 17.7

Total budgetary and fixed
property expenditure 9.5 13.1 17.6 20.7 21.4 21.8 28.9 34.2 39.9 53.7

Net income or expenditure (—) 2 21.5 23.2 25.5 44.5 50.4 55.7 70.8 57.6 46.4 —13.3

1 Excludes income from investments transferred to the Special Reserve

z Net income was transferred to the General Reserve until the fiscal year ended April 30, 1968. Of the SDR 55.7 million,
SDR 70.8 million, SDR 57.6 million, and SDR 46.4 million net income in 1968, 1969, 1970, and 1971, respectively, SDR 18.3
million, SDR 38.9 million, SDR 40.0 million, and SDR 33.9 million were transferred to the General Reserve and SDR 37.5
million, SDR 31.9 million, SDR 17.5 million, and SDR 2.5 million were distributed under the provisions of Article XII, Section
6(a) and (b), of the Fund Agreement. The net expenditure for the fiscal year ended April 30 1972 has been deducted from the
Special Reserve.

TaBLe 1.18. CHARGES ON TRANSACTIONS EFFECTED
AFTER May 1, 1963
Charges in per cent p‘eE;nu‘n{TfoT})ﬂT()dTia@i and
for portion of holdings in excess of quota by (per cent)
More than 0 50 100
But not more than 50 100

Servwe charge ? 0.5

<
W

0 to 3 months
3 to 6 months
14 to 1 year

1 to 115 years
114 to 2 years
2 to 214 years
214 to 3 years
3 to 314 years
314 to 4 years
4 to 414 years

! Except for service charge, which is paydble once per
transaction and stated as per cent of amount of transaction,

2 No service charge is payable in respect of any gold
tranche purchase effected after July 27, 1969.

3 Point at which the Fund and the member consult.
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Appendix 1 (concluded). THE FUND IN 1971/72

TaBLE 1.19. PusLICATIONS IssUED, FiscaL YEAr ENDED ApriL 30, 1972

Reports and Other Documents

Annual Report of the Executive Directors for the Fiscal Year Ended April 30, 1971 (English, French, Spanish, and shorter German
edition). Free

By-Laws, Rules and Regulations, Thirtieth Issue (English, French, and Spanish). Free

Selected Decisions of the Executive Directors and Selected Documents, Fifth Issue (English; French and Spanish editions in prepa-
ration). Free

Summary Proceedings of the Twenty-Sixth Annual Meeting of the Board of Governors. Free

Twenty-Second Annual Report on Exchange Restrictions. Free

Subscription Publications

Balance of Payments Yearbook

Volume 22, 1965-69 (clothbound). US$6.00 to subscribers to loose-feaf edition and US$12.50 to nonsubscribers
Volume 23, 1966-70 (monthly, loose-leaf). US$11.00 (including binder)

Direction of Trade, issued jointly with IBRD; monthly with an annual supplement. US$10.00 a year

International Financial Statistics, monthly (English and a combined English, French, and Spanish edition); and annual supple-
ment. US$10.00 a year

Staff Papers, three times a year. US$6.00 a year

The four publications listed above are available to university libraries, faculty members, and students at the reduced
subscription rate of US$10.00 a year for all four publications, or US$3.00 a year for any one of them.

Books

Surveys of African Economies. US$5.00 a volume

Volume 4: Democratic Republic of Congo (Zaire), Malagasy Republic, Malawi, Mauritius, and Zambia (English; French
edition in preparation)

The volumes in this series are avatlable to university libraries, faculty members, and students at a
reduced price of US$2.50 a volume.

Pamphlet Series
No. 6. Maintenance of the Gold Value of the Fund’'s Assets, Second Edition (English, French, and Spanish). Free
No. 15.  Special Drawing Rights: The Role of Language (English and Spanish; French edition in preparation). Free

No. 16. Some Reflections on the Nature of Special Drawing Rights (English; French and Spanish editions in preparation).Free

Other
Catalogue of Publications, 1946-71. Free

Finance and Development, issued jointly with IBRD; quarterly (English, French, German, and Spanish, and an annual edition
in Portuguese). Free

International Financial News Survey, weekly. Free
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Appendix II. PRINCIPAL PoLICY DECISIONS OF THE EXECUTIVE BOARD

A. Buffer Stock Financing Facility: Contributions
Under the Fourth International Tin Agreement

In applying the provisions of E. B. Decision No. 3179-(70/102),* dated November 25,
1970, the Fund decides that, for the purpose of determining the appropriate use of Fund
resources under the Decision, any initial contribution made in the form of tin metal under
Article 21 (a) (i1) of the Fourth International Tin Agreement shall be regarded as cquiva-
lent to contributions in cash, valued at the floor price ruling on entry into force of the
Agreement.

Decision No. 3351«71/51)
June 21, 1971

B. Use of Special Drawing Rights in Distribution of
Net Income, Fiscal Year 1970/71

Pursuant to Article XXV, Section 7(f) the Fund shall pay, at the option of a partici-
pant, an cquivalent amount of special drawing rights in substitution for the amount of
currency payable to it as a distribution of net income for the fiscal year ended April 30,
1971, provided that the Fund’s holdings of special drawing rights in the General Account
at the time of payment exceed the amount of distribution to which all such participants
may be entitled.

Decision No. 3383-(71/81) G/S
August 2, 1971

C. Gold Tranche Purchases and Buffer Stock Financing Facility

The Executive Directors will not challenge a member’s representation under Article V,
Section 3(a) (i) made in connection with a request for a purchase under paragraph 1
of Executive Board Decision No. 2772-(69/47), adopted June 25, 19692 if the purchase
is a gold tranche purchase.

Decision No. 3386-(71/83)
August 6, 1971

1 Annual Report, 1971, page 210.
2 Annual Report, 1970, page 175.
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D. Transfer of Special Drawing Rights Held in the General Account
to Participants Making Purchases from the Fund

a. Authorization

When a member which is a participant in the Special Drawing Account consults in
accordance with Executive Board Decision No. 1371-(62/36), adopted July 20, 1962,
on Currencies to Be Drawn and to Be Used in Repurchases,® the Managing Director may
propose that the participant request the purchase of special drawing rights not in excess
of the amount which he shall indicate, for immediate use by the participant in a trans-
action under Article XXV, Section 2(a).

Decision No. 3414-(71/98) G/S
September 10, 1971

b. Amendment of Rule I-2*

Rule I-2 shall be amended to read as follows:

1-2. The service charge payable by a member buying, in exchange for its own cur-
rency, the currency of another member or special drawing rights shall be V2 of !
per cent, except that no service charge shall be payable in respect of any purchase
to the extent that it is a gold tranche purchase. The service charge shall be paid at
the time the transaction is consummated. The service charge shall be reviewed in
connection with any review of charges under Rule 1-4.?

Decision No. 3415-(71/98) G/S
September 10, 1971

E. Principles and Procedures for Reconstitution

1. For the purposes of Rule P-2 and without prejudice to any future decisions on
allocations or cancellations of special drawing rights, it shall be assumed that an alloca-
tion of special drawing rights will be made on January 1, 1972, in accordance with
Board of Governors Resolution No. 24-12.° and that no allocations or cancellations
will be made thereafter. This assumption shall be subject to review at any time and
shall be reviewed not later than December 31, 1972.

2. Pursuant to Article XXV, Section 2 (D) (i1), the Fund prescribes that a participant
may obtain special drawing rights from another participant in a transaction with that
other participant that would promote reconstitution under Article XXV, Section 6(a),
and Schedule G, paragraph 1(a). The maximum amount that may be obtained in this way
in any calendar quarter shall be the single sum based on calculations by the Fund under

8 Annual Report, 1962, pages 36-41 and 245,

*+ By-Laws, Rules and Regulations (Thirtieth Issue, Washington, March 20, 1972), page 30.

5 Ibid., pages 30-35.

6 Summary Proceedings of the Twenty-Fourth Annual Meeting of the Board of Governors (Wash-
ington, 1969), pages 326-27.
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Rule P-2 at the end of the previous month which will meet the participant’s entire need
to reconstitute for any reconstitution period covered by those calculations.

3. Pursuant to Article XXV, Section 7(f), a participant that makes a purchase from
the Fund under Article V, Section 3, may obtain special drawing rights from the Fund
through the General Account in that purchase to the extent of any need it has to
acquire special drawing rights in order to promote reconstitution under Article XXV,
Section 6(a) and Schedule G, paragraph 1(a).

Decision No. 3457-(71/121) G/S
December 3, 1971

F. Central Rates and Wider Margins: A Temporary Regime

Preamble

This decision is adopted by the Executive Directors in order to indicate practices that
members may wish to follow in present circumstances consistently with Article 1V, Sec-
tion 4(a) and Board of Governors Resolution No. 26-9,” which called on all members
to collaborate with the Fund and with each other in order to maintain a satisfactory
structure of exchange rates within appropriate margins. The decision is intended to enable
members to observe the purposes of the Fund to the maximum extent possible during the
temporary period preceding the resumption of effective par values with appropriate
margins in accordance with the Articles.

Paragraph 1. Par Values and Wider Margins

(a) A member will be deemed to be acting in accordance with Article IV, Sec-
tion 4(a) and Resolution No. 26-9 if it takes appropriate measures, consistent with the
Articles, to permit spot exchange transactions between its currency and the currencies
of other members taking place within its territories only at rates within 2% per cent
from the effective parity relationship among currencies as determined by the Fund, pro-
vided that these margins may be within 42 per cent from the said relationship if they
result from the maintenance by the member of rates within margins of 24 per cent
from the said relationship for spot exchange transactions between its currency and its
intervention currency.

(b) A member that avails itself of wider margins under (a) above shall notify the
Fund. Paragraphs 5 and 6 of this decision shall then apply to the member.

(c) A member’s intervention currency means a currency which the member repre-
sents to the Fund that it stands ready to buy and sell in order to perform its obligations
regarding exchange stability.

Paragraph 2. Central Rates

(a) A member which temporarily does not maintain rates based on a par value for its
currency in accordance with Article 1V, Section 3 and Decision No. 904-(59/32) ® but,

7 Summary Proceedings of the Twenty-Sixth Annual Meeting of the Board of Governors (Washing-
ton, 1971), pages 331-32.

8 Selected Decisions of the Executive Directors and Selected Documents (Fifth Issue, Washington,
July 10, 1971), page 15.
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by means of appropriate measures consistent with the Articles, maintains a stable rate as
the basis for exchange transactions in its territories may communicate to the Fund a rate
for its currency for the purposes of this decision. This rate or a rate subsequently com-
municated in accordance with this Paragraph shall take effect as the central rate for the
purposes of this decision unless the Fund finds it unsatisfactory.

(b) A central rate for a member’s currency may be communicated in gold, units of
special drawing rights, or another member’s currency.

Paragraph 3. Central Rates with Wider Margins

A member that communicates a central rate under Paragraph 2(a) and avails itself of
the wider margins of Paragraph 1(a) on the basis of its central rate shall notify the Fund,
and if the Fund has not found the central rate unsatisfactory the member will be deemed
to be acting in accordance with Article IV, Section 4(a) and Resolution No. 26-9 if it
takes appropriate measures, consistent with the Articles, to permit spot exchange trans-
actions between its currency and the currencies of other members taking place within its
territories only at rates within 2% per cent from the central rate, provided that these
margins may be within 4%%2 per cent from the central rate if they result from the mainte-
nance by the member of rates within margins of 2% per cent from the central rate for
spot exchange transactions between its currency and its intervention currency. In addi-
tion, Paragraphs 5 and 6 shall apply.

Paragraph 4. Central Rates Without Wider Margins

If a member that communicates a central rate under Paragraph 2(a) does not notify
the Fund under Paragraph 3 that it avails itself of the wider margins of that Paragraph,
the member shall take appropriate measures to ensure that the margins on either side of
the central rate for exchange transactions between its currency and the currencies of
other members taking place within its territories shall be no wider than the equivalent of
the margins of Article IV, Section 3 and Decision No. 904-(59/32).

Paragraph 5. Multiple Currency Practices and Discriminatory Currency Arrangements

Notwithstanding Paragraphs 1 and 3 above, no member shall permit, except as
approved or authorized under Article VII1, Section 3 or Article XIV, Section 2,

(i) a spread between the buying and selling rates for spot exchange transactions
between its currency and the currencies of other members in excess of 2 per cent,

or

(ii) (1) a difference between buying or between selling rates for spot exchange trans-
actions between its currency and the currency of another member, or

(2) a relationship among the buying rates, or among the selling rates, for the cur-
rencies of other members,

that the Fund regards as inconsistent with promotion of exchange stability, the
maintenance of orderly exchange arrangements with other members, and the
avoidance of competitive exchange alterations.

Paragraph 6. Intervention

Appropriate measures for the purposes of Paragraphs 1(a), 2(a), and 3 above shall
include intervention by a member’s authorities in the exchange markets within the mem-
ber’s territories in order to maintain rates for spot exchange transactions in accordance
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with this decision. In their intervention in exchange markets members shall refrain from
actions incompatible with the purposes of the Fund.

Paragraph 7. Members Maintaining Narrow Margins Against an Intervention Currency

(a) A member will be deemed to be acting in accordance with Article IV, Section 4(a)
and Board of Governors Resolution No. 26-9, if (a) the rate for its currency is main-
tained consistently with the Articles or the member’s membership resolution, (b) the
member permits transactions between its currency and its intervention currency only
within margins of 1 per cent of the said rate in terms of the intervention currency, and
(c) the intervention currency is the currency of a member which maintains rates within
margins consistent with this decision.

(b) Subparagraph (a) shall apply to a member in respect of the separate currency of
a territory under Article XX, Section 2(g) for which margins of 1 per cent are main-
tained for transactions between the separate currency and the metropolitan currency.

Decision No. 3463-(71/126)
December 18, 1971

G. Adjustment of the Fund’s Holdings of Currencies and Exchange
Rates for Transactions Between Participants in
Special Drawing Rights

The following decision is adopted as a temporary measure in order to facilitate the
resumption of the orderly conduct of the operations of the Fund in present circumstances.

I.1. Within a reasonable period after a member establishes a central rate for its cur-
rency under Decision No. 3463-(71/126),° the Fund shall adjust its holdings of the
member’s currency under Article IV, Section 8 in accordance with the central rate.

2.(a) The Fund’s holdings of the currency of a member which has informed the Fund
that it avails itself of the wider margins of paragraph 1 of Decision No. 3463-(71/126)
or has established a central rate under paragraph 2 of that decision shall be adjusted in
accordance with paragraphs 3 and 4 below (i) whenever a transaction with the Fund
involves the purchase or sale of that currency by another member and (ii) at such other
times as the Fund may decide. The adjustment shall be based on the ratio of the rep-
resentative rate for the member’s currency of the type described in Rule O-3(ii)—(iv)*
to the effective parity relationship between that currency and the member’s intervention
currency or, where appropriate, the intervention currency of the issuer of the member’s
intervention currency.

(b) In addition, the Fund’s holdings of the currency to which Decision
No. 3087-(70/64) adopted July 14, 1970 applied shall be adjusted in accordance with
the provisions of the present decision. Decision No. 3087-(70/64) is terminated.

3. Whenever the Fund adjusts its holdings of a member’s currency in accordance with
paragraph 1 or 2 above, the Fund shall establish an account receivable or an account
payable, as the case may be, in respect of the amount of the currency payable by or to
the member under Article 1V, Section 8. The amount shall be equal to the change in the
gold value of the member’s currency held by the Fund. Settlements of accounts receivable

¢ Reproduced above.
10 By-Laws, Rules and Regulations (Thirtieth Tssue, Washington, March 20, 1972), pages 50-51,
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or payable shall be made as of April 30 and at other times when requested by the mem-
ber or the Fund.

4. The representative rate for computations under Article V, Sections 7(b) and 8(f)
shall be the rate of the day for which the computation is made. For computations relating
to other transactions under paragraph 2 above, the representative rate shall be, whenever
possible, the representative rate for that currency two business days before the value date
of the transaction, and in other cases the day closest thereto that is practicable.

II. The operation of Rule O-3(i) is suspended until further notice. During the period
of its suspension the amounts of French francs or pounds sterling to be provided against
special drawing rights in transactions between participants shall be determined by the
relationship between the gold value of special drawing rights and the par values of those
currencies adjusted by the ratios of the representative rates for these currencies to their
effective parity relationships to the intervention currency of the issuers of thesc currencies.

III. The Fund determines under Decision No. 3463-(71/126) that the effective
parity relationship of a member’s currency to the member’s intervention currency (or to
the intcrvention currency of the issuer of the member’s intervention currency) is the
exchange rate of the member’s currency for the member’s intervention currency (or,
where appropriate, for the intervention currency of the issuer of the member’s interven-
tion currency) corresponding to the par value or central rate of the member’s currency.

IV. The Fund shall review this decision in connection with the adoption of a designa-
tion plan pursuant to Rule O-14 or, as necessary, for any other reason connected with the
orderly conduct of the operations of the Fund.

Decision No. 35374(72/3) G/S
January 4, 1972

The above Decision was replaced on May 8, 1972 by the following Decision.

Rates for Computations and Adjustment of the Fund’s Holdings of Currencies

The following decision is adopted in order to facilitate the conduct of the operations of
the Fund involving currencics for which rates are not maintained within the margins under
Article TV, Section 3 of the Articles or Executive Board Decision No. 904-(59/32).1

1. Computations by the Fund under the Articles of Agreement relating to a member’s
currency for which rates within the margins of Article IV, Section 3 or Executive Board
Decision No. 904-(59/32) are not maintained will be made on the basis of the repre-
sentative rate for that currency under Rule O-3 2 whenever these calculations are made
(i) for the purpose of a transaction with the Fund involving the purchase or sale of that
member’s currency by another member, and (ii) for such other purposes as the Fund
may decide. Computations under this paragraph will be made on the basis of the repre-
sentative rate for the currency on the day specified in paragraph 2 below.

2. For computations for the purpose of Article V, Sections 7(b) and 8(f) the rate
shall be that at which the Fund values its holdings of the currency on the day for which

1 ;Selected Decisions of the Executive Directors and Selected Documents (Fifth Issue, Washington,
July 10, 1971), page 15.
12 By-Laws, Rules and Regulations (Thirtieth Issue, Washington, March 20, 1972), pages 50-51.
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the computation is made. For computations relating to other transactions, including com-
putations involving currency substituted pursuant to Schedule B, paragraph 1(d) and
paragraph 1 of Executive Board Decision No. 3049-(70/44),* the rate shall be that of
two business days before the value date of the transaction and, if this is not possible, the
rate of the day closest thereto that is practicable.

3. Whenever a computation relating to a member’s currency is made on the basis of a
representative rate in accordance with paragraph 1 above, the Fund will adjust all of its
holdings of the currency on the basis of that rate, and such adjustment will take effect as
of the day specified for the computation in paragraph 2 above.

4. Whenever the Fund adjusts its holdings of a member’s currency in accordance with
paragraph 3 above, the Fund shall establish an account receivable or an account payable,
as the case may be, in respect of the amount of the currency payable by or to the mem-
ber under Article 1V, Section 8. For the purpose of applying the provisions of the Articles
as of any date, the Fund’s holdings of the currency will be deemed to be its actual hold-
ings plus the balance in any such account receivable or minus the balance in any such
account payable as of that date. Settlements of accounts receivable or payable shall be
made promptly after each April 30 and at other times when requested by the Fund or
the member.

5. The suspension of Rule O-3(i) pursuant to Paragraph II of Exccutive Board
Decision No. 3537-(72/3) G/S is terminated. Executive Board Decision No. 3537-
(72/3) G/S** and Executive Board Decision No. 321-(54/32), as amended,*® are
terminated.

6. This decision shall be reviewed as necessary.

Decision No. 3637-(72/41) G/S
May 8, 1972

H. Fund’s Gold Investment and General Deposits of Gold: Liquidation

1. The Fund shall reacquire 11,428,329.237 fine ounces of gold from the United
States on or before February 15, 1972, pursuant to Executive Board Decision No. 488-
(56/5), adopted January 25, 1956 (as amended by Executive Board Decision No. 2844-
(69/90), adopted September 19, 1969), Exccutive Board Decision No. 708-(57/57),
adopted November 27, 1957, Executive Board Decision No. 905-(59/32), adopted
July 24, 1959, and Executive Board Decision No. 1107-(60/50), adopted November 30,
1960."¢ The gold shall be reacquired with the U. S. dollar proceeds, excluding those pro-
ceeds credited to the Special Reserve as income, received on the maturity or by the sale
of U.S. Government securities held for investment. The gold investment account main-
tained with the Federal Reserve Bank of New York shall be closed following the termina-
tion of the investment and the reacquisition of gold.

13 Annual Report, 1971, pages 205-206.

14 Reproduced above.

15 Selected Decisions of the Executive Directors and Selected Documents (Fifth Issue, Washington,

July 10, 1971), pages 7-10.
16 Ibid., pages 144—47.
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2. The Fund shall request the Federal Reserve Bank of New York and the Bank of
England to transfer to the Fund’s gold bar holdings on or before February 15, 1972 the
gold held on general deposit with them. The general deposit accounts maintained with
these institutions shall be closed upon completion of the transfers.

3. The Managing Director shall make the necessary arrangements for the purposes of
paragraph 1 and paragraph 2 above.

Decision No. 3573-(72/13)
February 14, 1972

I. General Account: Accounting in Special Drawing Rights

a. Amendment of Section 20(b) of the By-Laws

1. Following the realignment of the exchange rates of members’ currencies the Fund
has reviewed its accounting practices. In view of the fixed gold value of special drawing
rights, their international character, and their role as an international reserve asset, the
Executive Directors have concluded that it would be appropriate for the accounts of
the General Account to be summarized in special drawing rights.

2. Accordingly, the Executive Directors of the Fund have approved the submission of
the following draft Resolution to the Board of Governors of the Fund for a vote without
meeting pursuant to Section 13 of the By-Laws. . . .

DRAFT RESOLUTION **

Amendment of Section 20(b) of the By-Laws of the Fund
RESOLVED:

That the first sentence of the fifth paragraph of Section 20(b) of the By-Laws shall
be amended, effective March 20, 1972, to read as follows:

“All accounts of the General Account shall be summarized in special drawing rights
of the value prescribed in Article XXI, Section 2. The currencies of members shall be
converted at their par values, or in accordance with decisions of the Fund.”

Decision No. 3577-(72/16)
February 25, 1972

17 Adopted by the Board of Governors as Resolution No. 27-2, effective March 20, 1972.

90

©lnternational Monetary Fund. Not for Redistribution



Appendix II (concluded). PRINCIPAL PoLICY DECISIONS

b. Amendment of Rule J-1(a)*®

Rule J-1(a) shall be amended, effective March 20, 1972, to read:

“The accounts of the General Account shall be kept in terms of the currencies held
in the General Account and in terms of special drawing rights, except that administra-
tive receipts and expenditures shall be recorded in terms of currencies and summarized
in special drawing rights. For this purpose, currencies shall be converted at their par
values or in accordance with decisions of the Fund.”

Decision No. 3578-(72/16)
February 25, 1972

18 By-Laws, Rules and Regulations (Thirtieth Issue, Washington, March 20, 1972), page 40.
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Appendix III. BOARD OF GOVERNORS RESOLUTION ON THE ESTABLISHMENT OF A
COMMITTEE ON REFORM OF THE INTERNATIONAL MONETARY SYSTEM
AND RELATED ISSUES

WHEREAS there is an urgent need for a thorough review and reform of the international
monetary system in the light of major international developments over the last several
years; and

WHEREAS reform of the international monetary system should be considered in relation
to existing or prospective arrangements among countries, including those involving inter-
national trade, the flow of capital, investment, or development assistance, that could affect
attainment of the purposes of the Fund under the present or amended Articles; and

WHEREAS the reform should meet the present and future needs of the world economys;
and

WHEREAS in order to bring about the necessary reform it is desirable to establish a
committee, composed of governors of the Fund, ministers, or others of comparable rank,
to advise and make recommendations to the Board of Governors; and

WHEREAS it is generally recognized that decisions relating to the reform should be
taken with the full participation of both developed and developing member countries;

Now, THEREFORE, the Board of Governors hereby RESOLVES that:

1. Composition of the Committee

(a) There shall be established an ad hoc Committee of the Board of Governors on
Reform of the International Monetary System and Related Issues. The members of the
Committee shall be appointed by the members of the Fund. Each member of the Fund
that appoints an executive director and each group of members of the Fund that elected
an executive director on or after the date on which the last regular election took place
shall appoint one member of the Committee, who shall serve until a new appointment is
made. Each member of the Committee shall appoint not more than two associates, who
shall be entitled to participate in meetings of the Committee. If a member of the Com-
mittee does not attend a meeting of the Committee, he shall be entitled to designate
another person to take his place at that meeting.

(b) The members of the Committee shall select a Chairman, who shall serve for such
period as the Committee determines. The Chairman of the Board of Governors shall
convene the first meeting of the Committec and shall preside over it until a Chairman
has been selected.

(¢c) The Committee shall determine the number of advisors that each member of the
Committee may bring to its mectings.

(d) The Managing Director shall participate in the meetings of the Committee and
may designate a representative to take his place at any meeting he does not attend.

2. Terms of Reference of the Committee

(a) The Committee shall advise and report to the Board of Governors with respect
to all aspects of reform of the international monetary system, including proposals for
amendments of the Articles of Agreement of the Fund, taking into consideration any
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reports and recommendations by the Executive Directors to the Board of Governors pur-
suant to Resolution No. 26-9 of the Board of Governors.

(b) In considering and reporting on the matters covered by (a) above, the Committee
shall give full attention to the interrelation between these matters and existing or prospec-
tive arrangements among countries, including those that involve international trade, the
flow of capital, investment, or development assistance, that could affect attainment of the
purposes of the Fund under the present or amended Articles.

3. Deputies

(a) There shall be established the Deputies, who shall be composed of the deputies
appointed by the members of the Committee, and who shall meet as often as necessary to
prepare the work of the Committee. Each member of the Committee shall be entitled to
have not more than two deputies.

(b) The Committee shall select the Chairman of the Deputies.

(c) Executive directors shall be entitled to participate in the mectings of the Deputies.

(d) The Managing Director shall designate not more than two members of the staff
of the Fund to represent him at meetings of the Deputies.

(e) The Deputies shall determine the number of advisors who may attend the meet-
ings of the Deputies.

4. Arrangements for Work

(a) The Managing Director and the Chairman of thc Deputies shall establish appro-
priate arrangements to bring about an effective coordination of the work of the Exccutive
Directors in connection with reform of the international monetary system pursuant to
Resolution No. 26-9 and the work of the Deputies.

(b) The Chairman of the Committee or of the Deputies, after consulting the members
of the Committee or the deputies as the case may be, shall make any arrangements that
are considered necessary for studies by qualified persons or for furthering the work of
the Committee or of the Deputies in any other way.

5. Procedures

(a) The Committee shall meet as often as is necessary for proceeding with its work.
Meetings shall be convened by the Chairman after consulting the members of the Com-
mittee. The Chairman shall consult the members of the Committee if so requested by any
member of the Committee.

(b) Meetings of the Committee and of the Deputies shall be held within the metro-
politan area in which the Fund has its principal office or at such other places as the
respective Chairmen determine after consulting the members of the Committee or the
deputies as the case may be.

(¢) In reporting any recommendations or views of the Committee, the Chairman shall
seek to establish a sense of the meeting. In the event of a failure to reach a unanimous
view, all views shall be reported, and the members holding such views shall be identified.
Reports of the Committee or of the Deputies shall be made available to the Executive
Directors. The Committee may publish any of its reports.

(d) The Committee and the Deputies may invite other persons to attend mectings and
may determine any other aspect of their own procedures that is not established by this
Resolution.

Resolution No. 27-10
July 26, 1972
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Appendix 1V, EXECUTIVE DIRECTORS AND VOTING POWER
on April 30, 1972

General Special Drawing
Account Account
Per Per
Votes Cent Cent
Director Casting by Total of Total of
Alternate Votes of Country Votes! Total Votes! Total
APPOINTED
William B. Dale United States 67,250 67,250 21.72 67,250 22.10
Charles R. Harley
Derek Mitchell United Kingdom 28,250 28,250 9.12 28,250 9.28
R. H. Gilchrist
Guenther Schleiminger Germany 16,250 16,250 5.25 16,250 5.34
Lore Fuenfgelt
Marc Viénot France 15,250 15,250 4.93 15,250 5.01
Claude Beaurain
Hideo Suzuki Japan? 12,250 12,250 3.96 12,250 4.03
Koichi Satow
P. S. N. Prasad India 9,650 9,650 3.12 9,650 3.17
S. S. Marathe
ELECTED
Francesco Palamenghi-Crispi Italy 10,250
(Ttaly) Malta 410
Carlos Bustelo (Spain) *Portugal 1,420
Spain 4,200 16,280 5.26 14,860 4.88
Nazih Deif (Egypt) Afghanistan 620
Muhammad Al-Atrash Egypt 2,130
(Syrian Arab Republic) Iran 2,170
Iraq 1,340
Jordan 480
*Kuwait 900
*Lebanon 340
Pakistan 2,600
*Saudi Arabia 1,590
Somalia 440
Syrian Arab Rep. 750
Yemen Arab Rep. 350
Yemen, People’s Dem. 540 14,250 4.60 11,420 3.75
Rep. _
Robert Bryce (Canada) Canada 11,250
Donald Owen Mills (Jamaica) Ireland 1,460
Jamaica 780 13,490 4.36 13,490 4.43
Lindsay B. Brand (Australia) Australia 6,900
R. van S. Smit (South Africa) - Lesotho 300
New Zealand 2,270
South Africa 3,450
Swaziland 330 13,250 4.28 13,250 4.35
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on April 30, 1972

General Special Drawing
Account Account
Per Per
Votes Cent Cent
Director Casting by Total of Total of
Alternate Votes of Country Votes! Total Votes! Total
ELECTED (continued)
André van Campenhout (Belgium)  Austria 2,950
Heinrich G. Schneider (Austria) Belgium 6,750
Luxembourg 450
Turkey 1,760 11,910 3.85 11,910 3.91
Erik Brofoss (Norway) Denmark 2,850
Sigurgeir Jonsson (Iceland) Finland 2,150
Iceland 480
Norway 2,650
Sweden 3,500 11,630 3.76 11,630 3.82
Pieter Lieftinck (Netherlands) Cyprus 510
Tom de Vries (Netherlands) Israel 1,550
Netherlands 7,250
Yugoslavia 2,320 11,630 3.76 11,630 3.82
Luis Ugueto (Venezuela) Costa Rica 570
Guillermo Gonzdlez (Costa Rica) El Salvador 600
Guatemala 610
Honduras 500
Mexico 3,950
Nicaragua 520
Venezuela 3,550 10,300 3.33 10,300 3.38
Byanti Kharmawan (Indonesia) Algeria 1,550
Costa P. Caranicas (Greece) Ghana 1,120
Greece 1,630
Indonesia 2,850
Khmer Republic 500
*Libyan Arab Rep. 490
Morocco 1,380
Tunisia 730 10,250 3.31 9,760 3.21
Alexandre Kafka (Brazil) Brazil 4,650
Basilio Martins (Brazil) Colombia 1,820
Dominican Republic 680
Guyana 450
Haiti 440
Panama 610
Peru 1,480 10,130 3.27 10,130 3.33
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Appendix 1V (concluded). EXECUTIVE DIRECTORS AND VOTING POWER
on April 30, 1972

General Special Drawing
Account Account
Per Per
Votes Cent Cent
Director Casting by Total of Total of
Alternate Votes of Country Votes! Total Votes! Total
ELECTED (concluded)
Maurice P. Omwony (Kenya) Botswana 300
S. B. Nicol-Cole (Sierra Leone) Burundi 440
*Ethiopia 520
Gambia, The 320
Guinea 490
Kenya 730
Liberia 540
Malawi 400
Nigeria 1,600
Sierra Leone 500
Sudan 970
Tanzania 670
Trinidad and Tobago 880
Uganda 650
Zambia 1,010 10,020 3.24 9,500 3.12
P. Y. Hsu (China) China 5,750
Nguyén Huu Hanh (Viet-Nam) Korea 1,050
Philippines 1,800
Viet-Nam 870 9,470 3.06 9,470 3.11
Carlos Massad A. (Chile) Argentina 4,650
Ricardo H. Arriazu (Argentina) Bolivia 620
Chile 1,830
Ecuador 580
Paraguay 440
Uruguay 940 9,060 2.93 9,060 2.98
Antoine W. Yaméogo Cameroon 600
(Upper Volta) Central African Rep. 380
Léon M. Rajaobelina Chad 380
(Malagasy Republic) Congo, People’s Rep. 380
Dahomey 380
Equatorial Guinea 330
Gabon 400
Ivory Coast 770
Malagasy Republic 510
Mali 470
Mauritania 380
Mauritius 470
Niger 380
Rwanda 440
Senegal 590
Togo 400
Upper Volta 380
Zaire 1,380 9,020 2.91 9,020 2.96

* Not a participant in the Special Drawing Account.

309,5902100.00 304,3302100.00

L Voting power varies on certain matters pertaining to the General Account with use of the Fund’s resources
in that Account. In voting on matters relating exclusively to the Special Drawing Account, only the number
of votes allotted to members which are participants may be cast.

2 This total does not include the votes of Burma, Ceylon, Laos, Malaysia, Nepal, *Singapore, and Thailand,
whose votes were not cast for any of the Executive Directors elected in the 1970 Regular Election of Executive
Directors. These members have designated the Executive Director appointed by Japan to look after their
interests in the Fund. The votes of Barbados, Fiji, Oman, and Western Samoa, which joined the Fund after

the 1970 Regular Election of Executive Directors, are also not included.
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Appendix V. CHANGES IN MEMBERSHIP OF EXECUTIVE BOARD

Changes in the membership of the Executive Board between May 1, 1971 and April 30,
1972 were as follows:

G. P. C. de Kock (South Africa) resigned as Alternate Executive Director to Lindsay
B. Brand (Australia), effective June 4, 1971.

B. K. Madan (India) resigned as Executive Director for India, effective June 4, 1971.

P. S. N. Prasad (India) was appointed Executive Director by India, effective June 5,
1971.

S. S. Marathe (India), formerly Alternate Executive Director to B. K. Madan (India),

was appointed Alternate Executive Director to P. S. N. Prasad (India), effective June 5,
1971.

R. van S. Smit (South Africa) was appointed Alternate Executive Director to Lindsay
B. Brand (Australia), effective June 5, 1971.

Robert Johnstone (Canada) resigned as Executive Director for Canada, Ireland, and
Jamaica, effective September 30, 1971.

Robert Bryce (Canada) was elected Executive Director by Canada, Ireland, and
Jamaica, effective October 1, 1971.

Donald Owen Mills (Jamaica), formerly Alternate Executive Director to Robert John-
stone (Canada), was appointed Alternate Executive Director to Robert Bryce (Canada),
effective October 1, 1971.

Eduardo da S. Gomes Jr. (Brazil) resigned as Alternate Executive Director to Alex-
andre Kafka (Brazil), effective October 1, 1971.

Basilio Martins (Brazil) was appointed Alternate Executive Director to Alexandre
Kafka (Brazil), effective October 2, 1971.
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Appendix V (concluded). CHANGES IN MEMBERSHIP OF EXECUTIVE BOARD

The following served at certain times during 1971/72 as Temporary Altcrnate Execu-
tive Directors to the Executive Directors indicated:

Temporary Alternate
Executive Director

Vittorio Barattieri (Italy)

Anne Doizé (Belgium)

Bun Phor Eap (Khmer Republic)
Seitaro Hattori (Japan)

Peter C. Hayward (United Kingdom)
Maurice Horgan (Ireland)
Fouad K. Hussein (Egypt)

Kaj Kjaer (Denmark)

Adrian Lajous (Mexico)

Ernest Leung (Philippines)
Robert W. Ley (Australia)

John Muchinga (Zambia)
Samuel Nana-Sinkam (Cameroon)
Hernén Oyarzabal (Venezuela)
Chike Ozumba (Nigeria)

Aldo Pelosio (Italy)

Adelio Pipino (Chile)

Masie M. Plummer (Jamaica)
Arturo Seminario (Peru)
Jonathan Sogo (Nigeria)

Norio Tsukagoshi (Japan)

Pablo Valdes (Chile)

Jean R. Vallet (France)

John C. C. Yuan (China)

J. B. Zulu (Zambia)

Executive Director for whom
Temporary Alternate Served

Francesco Palamenghi-Crispi (Italy)
André van Campenhout (Belgium)
Byanti Kharmawan (Indonesia)
Hideo Suzuki (Japan)

Derek Mitchell (United Kingdom)
Robert Bryce (Canada)

Nazih Deif (Egypt)

Erik Brofoss (Norway)

Luis Ugueto (Venezuela)

P. Y. Hsu (China)

Lindsay B. Brand (Australia)
Maurice P. Omwony (Kenya)
Antoine W. Yaméogo (Upper Volta)
Luis Ugueto (Venezuela)

Maurice P. Omwony (Kenya)
Francesco Palamenghi-Crispi (Italy)
Carlos Massad A. (Chile)

Robert Johnstone (Canada)
Alexandre Kafka (Brazil)

Maurice P. Omwony (Kenya)
Hideo Suzuki (Japan)

Carlos Massad A. (Chile)

Marc Viénot (France)

P.Y. Hsu (China)

Maurice P. Omwony (Kenya)
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Appendix VI. ADMINISTRATIVE BUDGET

Letter of Transmittal

August 7, 1972

My dear Mr. Chairman:

The administrative budget of the Fund approved by the Executive Board for the Fiscal
Year ending April 30, 1973 is presented herewith, in accordance with Section 20 of the
By-Laws. The presentation also shows actual expenditures for the past two fiscal years.

I should like to point out that it is of course impossible to predict whether the amounts
budgeted will, in fact, meet the requirements of the Fund’s program. The amounts shown
are estimates of requirements on the basis of the expected level of activities. Should con-
tingencies arise or present plans change materially, the management would recommend
appropriate amendments to the Executive Board.

Yours sincerely,
/s/
P.-P. SCHWEITZER

Chairman of the Executive Board

Chairman of the Board of Governors
International Monetary Fund
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Appendix VI (concluded)

ADMINISTRATIVE BUDGET AS APPROVED BY THE EXECUTIVE BOARD FOR THE FIsCcAL YEAR ENDING
APRIL 30, 1973 COMPARED WITH ACTUAL EXPENDITURES FOR THE FISCAL YEARS ENDED
APriL 30, 1971 anD 1972

(Values expressed in special drawing rights) !

Fiscal Year Fiscal Year
Ending Fiscal Year Ended Ended
Apr. 30, 1973 Apr. 30, 1972 Apr. 30,1971
Revised Actual Actual
Category of Expenditure Budget Budget Expenditures Expenditures
I. BOARD OF GOVERNORS. ... ...t 737,763 760,000 702,431 897,940
II. EXECUTIVE DIRECTORS o
Salaries. .. ... ... 1,977,501 2,072,000 2,056,868 1,883,749
Other compensations and benefits. .. ............. 581,184 564,000 522,944 537,189
Travel. .. ... 541,579 495,000 469,422 448,478
Total ... ... 3,100,264 3,131,000 3,049,234 2,869,416
ITI. STAFF B
Salaries. .. ... . 16,674,744 16,024,000 15,912,463 14,029 376
Other compensations and benefits. . . ..... ... .... 6,241,055 6,233,000 5,910,002 5,565,504
Travel . .. ... 3,610,528 3,830,000 3,792,608 3,185,885
Total. . oo 26,526,327 26,087,000 25,615,073 22,780,765
IV. SpeciAL SERVICES TO MEMBER COUNTRIES........... 3,529,475 3,031,000 2,822,059 2,465,737
V. OTHER ADMINISTRATIVE EXPENSES
Communications. . . ..................iiii.. 1,063,816 1,489,000 1,390,346 810,135
Office occupancy expenses. .. .................... 1,188,158 1,109,000 998 501 961,458
Books and printing .. . ... ... ... 777,369 750,000 643,706 623,345
Supplies and equipment. .. ...................... 695,395 719,000 648,287 682,784
Data processing Services. . . ..................... 723,027 650,000 543,126 481,668
Miscellaneous. . .......... ... . i 836,316 774,000 644,007 649,405
Total. . ... 5,284,081 5,491,000 4,867,973 4,208,795
TOTAL? .. .. 39,177,910

38,500,000

1 For fiscal years ended April 30, 1971 and April 30, 1972, SDR | = US$1.00. For fiscal year ending April 30, 1973, SDR 1 =
US$1.08571.

2 Net administrative expenditures for fiscal year ended April 30, 1972 totaled SDR 36,032,141 after deduction of SDR 1,024,629
reimbursed to the General Account by assessments levied on the net cumulative allocations of participants in the Special Drawing
Account. The comparable figures for fiscal year ended April 30, 1971 were SDR 32,331,800 and SDR 890,853, respectively.

100

©lnternational Monetary Fund. Not for Redistribution



Appendix VII. COMPARATIVE STATEMENT OF INCOME AND EXPENDITURE

(Values expressed in special drawing rights)

Fiscal Year Ended

Apr. 30, 1970 Apr. 30, 1971  Apr. 30, 1972

OPERATIONAL INCOME !
Operational charges

Receivedingold. ............. ... ... ............ 9,221,576 2,241,375 534,053
Received in special drawing rights. .. ............... 822,427 568,592 2,235,779
Received in members’ currencies. .. ................ 2,927,046 360,980 257,554
Total......... .. ... . 12,971,049 3,170,947 3,027,386
Charges on balances in excess of quotas
Receivedingold. ...... ... . . ... .. ..o ... 64,097,739 82,419,165 22,313,668
Received in special drawing rights. .. .. ........... .. 55,739,247 40,940,747 35,744,967
Received in members’ currencies. . ................. 4,891,406 4,779,761 3,966,855
Total. ... .. 124,728,392 128,139,673 62,025,490
Interest on holdings of special drawing rights.......... 413,883 4,255,698 7,181,322
Total Operational Income..................... 138,113,324 135,566,318 72,234,198
Deduct: Operational expenditure
Remuneration
Paidingold.... ... ... ... . ... ... ... . ... ... 8,766,334 22,681,219 28,532,536
Paid in special drawing rights. .. ................ 18,402,998 14,745,672 1,981,750
Paid in members’ currencies. .. .................. 11,982 15,912 5,040
Total ... . . . 27,181,314 37,442,803 30,519,326
Transfer charges and interest on indebtedness
Paidingold.. ... ... .. .. ... ... ... . ........ 19,139,984 11,801,925 1,193,849
Paidin US.dollars............................ 20,932 7,395 19,593
Total....... 19,160,916 11,809,320 1,213,442
Other. .. ... . . —31,328 12,887 26,669
Total Operational Expenditure. ................ 46,310,902 49,265,010 31,759,437
NET OPERATIONAL INCOME.................. 91,802,422 86,301,308 40,474,761
BUDGETARY EXPENDITURE..................0cuioi.. 27,731,3293% 32,331,800% 36,032,1413
Fixep PROPERTY EXPENDITURE........................ 6,518,615 7,547,370 17,710,95

ToraL BUDGETARY AND FIXED PROPERTY EXPENDITURE.. 34,249 944 39,879,170 53,743,091

NET INCOME OR EXPENDITURE (—)................ 57,552,478 46,422,138 —13,268,330

1 Excludes income from investments transferred to Special Reserve for fiscal year 1970 SDR 56,741,734;
fiscal year 1971 SDR 40,145,807; and fiscal year 1972 SDR 17,537,157.

2 For the period July 28, 1969 through April 30, 1970.

3 After deduction of SDR 887,656 for fiscal year 1970, SDR 890,853 for fiscal year 1971,and SDR 1,024,629
for fiscal year 1972 reimbursed to the General Account by assessments levied on the net cumulative alloca-
tions of participants in the Special Drawing Account.
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Appendix VIII. FINANCIAL STATEMENTS OF THE GENERAL ACCOUNT,
SPECIAL DRAWING ACCOUNT, AND STAFF RETIREMENT FUND

Letter of Transmittal

August 7, 1972

My dear Mr. Chairman:

In accordance with Section 20(b) of the By-Laws of the Fund, I have the honor to
submit for the consideration of the Board of Governors the audited financial statcments
of the General Account, the Special Drawing Account, and the Staff Retirement Fund for
the year ended April 30, 1972, together with two memoranda from the Audit Committee,
which include the audit certificates.

In conformity with the By-Laws, the external audit of the Fund has been performed
by an Audit Committec consisting of auditors nominated by threc member countries. At
the Fund’s request, Canada, Germany and Nicaragua nominated auditors to scrve on this
Committee. They respectively nominated Mr. George R. Long, Assistant Auditor General
of Canada; Mr. Walter Scholz, Mcmber of thc Board of Directors of the Deutsche
Revisions-und Trcuhand-Aktiengesellschaft Treuarbeit—Wirtschaftspriifungsgesellschaft
—Steuerberatungsgesellschaft; and Mr. Hilario Hooker A., Director, Financial Depart-
ment, Banco Central de Nicaragua. The Auditors thus nominated were confirmed by the
Executive Directors.

It will be noted that, in the year under review for thc General Account, operational
income amounted to SDR 72,234,198 and operational expenditure amounted to
SDR 31,759,437 rcsulting in net operational income of SDR 40,474,761. Howcver,
budgetary and fixed property expenditure amounted to SDR 53,743,091 which resulted
in net cxpenditure of SDR 13,268,330 for the fiscal year. In addition, income from the
Fund’s investment program, which was terminated during February 1972, amountcd to
SDR 17,537,157. Pursuant to Executive Board Decision No. 708-(57/57), adopted
November 27, 1957, the income from investments has been credited to the Special
Reserve and net expenditure was written off against the Special Reserve.

The detailed report of the Audit Committee is being submitted separately to the Board
of Governors.

Yours sincerely,
/s/

P.-P. SCHWEITZER
Chairman of the Executive Board

Chairman of the Board of Governors
International Monctary Fund
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Appendix VIII (continued)

MEMORANDUM BY THE AUDIT COMMITTEE
June 28, 1972

To the Managing Dircctor
and the Executive Directors
International Monetary Fund

Our report, dated June 28, 1972, submitted through you to the Board of Governors,
on the audit of the financial rccords, operations and transactions of the International
Monetary Fund, for the fiscal year ended April 30, 1972, includes the following para-
graphs relating to the scope of the audit and the audit certificate given:

SCOPE OF THE AUDIT

The audit was conducted in accordance with the requirements of Section 20(b) of
the By-Laws that the audit be comprehensive with respect to the examination of the
financial records of the Fund; that it extend, insofar as practicable, to the ascertain-
ment that operations and transactions conducted through the General Account or the
Special Drawing Account during the period are supported by the necessary authority;
and that it determine that there is adequate and faithful accounting for the assets and
liabilities of the Fund and for special drawing rights. In the course of the audit, refer-
ence was made to the Articles of Agreement, the By-Laws, the Rules and Regulations,
the Resolutions of the Board of Governors, the minutes of the Executive Board and
the General Administrative Orders of the Fund. In determining our program of test
examination, consideration was given to the adequacy of the system of accounting and
internal control and to the work carried out by the Internal Auditor, as reported by
him, and to the standard of his work as observed by the Committee.

AuDpIT CERTIFICATE

We have examined the Balance Sheet of the General Account of the International
Monetary Fund as at April 30, 1972, the Statement of Income and Expenditure and
the Statement of Rcserves for the year then ended, and the schedules related thereto;
and the Balance Sheet of the Special Drawing Account of the International Monetary
Fund as at April 30, 1972, the statement of Source and Use of Special Drawing Rights
and the schedules related thereto. Our examination was made in accordance with gen-
erally accepted auditing standards, and accordingly included such tests of the account-
ing records and such other auditing procedures as we considered necessary in the
circumstances.

Heretofore, the financial statements of the Fund have been presented in United
States dollars with a gold equivalent of 0.888671 gram of fine gold. With effect from
March 20, 1972 the accounts of the Fund have been summarized in Special Drawing
Rights. One special drawing right is equivalent to 0.888671 gram of fine gold. Thus
for the first time the annual financial statements of thc Fund are stated in Spccial Draw-
ing Rights.

In our opinion these Statements together with the notes appearing thereon, present
fairly the financial position of the International Monectary Fund as at April 30, 1972,
and the results of the operations and transactions in the General Account and the
Special Drawing Account for the year then ended, in conformity with generally
accepted accounting principles, applied on a basis consistent with that of the preceding
year.

AupiT COMMITTEE:

/s/ G. R. Long, Chairman (Canada)
/s/ W. H. Scholz (Germany)
/s/ Hilario Hooker A. (Nicaragua)

103

©lnternational Monetary Fund. Not for Redistribution



Appendix VIII (continued)
Exhibit A (General Account)

GENERAL
BALANCE

as at April

Amounts expressed in
(one SDR is equivalent to

ASSETS

GoLD wiTH DEPOSITORIES {(See Note 1) . ... . ... ... ... ... . i SDR 5,330,969,285
(152,313,408.151 fine ounces at SDR 35 per ounce)

SPECIAL DRAWING RIGHTS. .. ... .. . e 909,960,112

CURRENCIES AND SECURITIES (See Note 2)
With depositories
CUITENCIBS . . .. .ottt i SDR 5,875,252,126
SeCUrities . . ... ... e 17,333,854,713
(nonnegotiable, noninterest-bearing
demand obligations, payable at face
value by members in their currencies)

SDR 23,209,106,839
Deduct:
Currency adjustments payable (net) . ............... 42,895,669 23,166,211,170
(in accordance with Article 1V, Section 8)

SUBSCRIPTIONS TO CAPITAL—RECEIVABLE
Balances of initial quotas—notdue................... SDR 196,604,973
Balance of an increase in quota—not due (Contra). . ... 2,400,000 199,004,973

OTHER ASSETS (See NoOte 3) ... ... . . 15,361,877

TOTAL ASSETS . . ..ottt it ettt et e e e et e SDR 29,621,507,417

NoTtEs:
1. Excludes 7,267.638 fine ounces held under earmark for members.

2. Total ocutstanding purchases of members amount to SDR 2,948 million. Currency holdings in excess of members’ quotas subject
to Fund charges amount to SDR 833 million. The par value of the U. S. dollar was changed on May 8, 1972 from 0.888671 to
0.818513 gram of fine gold per U. S. dollar under Article IV, Section 5. The new par value of the U. S. dollar corresponds
to 1.08571 U. S. dollars per special drawing right, or 38.0000 U. S. dollars per troy ounce of fine gold. Pursuant to Article 1V,
Section 8 (), the United States paid to the Fund additional U. S. dollars on June 2, 1972 equal to the reduction in the gold value
of the U. S. dollars held by the Fund on May 8, 1972. The change in the par value of the U. S. dollar resulted in an increase in
the Fund’s holdings of that currency but had no effect on the Fund’s balance shect as at April 30, 1972,

3. The assets and liabilities of the Staff Retirement Fund are not included in this Balance Sheet.

4. The charge for a stand-by arrangement is credited against the service charge for funds drawn under the arrangement. A member
that cancels a stand-by arrangement will be paid a refund, which will be the prorated portion of the remaining stand-by charge.
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Appendix VI (continued)
Exhibit A (General Account)

ACCOUNT
SHEET
30, 1972

special drawing rights
0.888671 gram of fine gold)

CAPITAL, RESERVES, AND LIABILITIES

CAPITAL
Subscriptions of members. . ... ... ... s SDR 28,808, 600,000

RESERVES (Exhibit C)
Special TeServe. . ... ... ... .. e SDR 410,638,635
General TeServVe. . .. ... .. s 365,579,703 776,218,338

SUBSCRIPTION IN RESPECT OF AN INCREASE IN QUOTA
CoNSENTED TO BUT NOT YET EFFECTIVE
Balance not due (Contra). . ........... ittt 2,400,000

PRroOVISION FOR POTENTIAL REFUNDS OF

STAND-BY CHARGES (See Note 4) . ... ... .. e 523,892
OTHER LIABILITIES (See Note 3). .. ... ... ... .. i it 33,765,187
ToraL CAPITAL, RESERVES, AND LIABILITIES. .. ...:....ovuuienonn .. SDR 29,621,507,417
/s/ W. O. HABERMEIER /s/ P.-P. SCHWEITZER
Treasurer Managing Director
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Appendix VIII (continued)
Exhibit B (General Account)

GENERAL ACCOUNT
STATEMENT OF INCOME AND EXPENDITURE
for the year ended April 30, 1972

Amounts expressed in special drawing rights
(one SDR is equivalent to 0.888671 gram of fine gold)

OPERATIONAL INCOME

Operational charges. . ........ ... ... ... ... ... .. .. ... ... SDR 3,027,386
Charges on balances in excess of quotas. . ............. .. ..... 62,025,490
Interest on holdings of special drawing rights............. .. ... 7,181,322
Total Operational Income (See Note 1) . ......... . ... . .................. SDR 72,234,198
Deduct Operational Expenditure:
Remuneration. . ............... ... i SDR 30,519,326
Interest on indebtedness. . . ........... ... ... ... ... .. .... 1,213,442
Other. .. ... ... . 26,669
Total Operational Expenditure.............. ... .. ... ... .. ... ... ........ 31,759,437
NET OPERATIONAL INCOME... ... ... ... ... ... .. .. .. . iiiiiiiaa... SDR 40,474,761
BUDGETARY EXPENDITURE
Board of Governors. ........... .. ... ... SDR 702,431
Executive Directors
Salaries............ ... ... oL SDR 2,056,868
Other compensations and benefits. .. .... .. 522,944
Travel....... ... ... . .. 469,422 3,049,234
Staff
Salaries........ .. ... .. ... .0 oL SDR 15,912,463
Other compensations and benefits. ...... .. 5,910,002
Travel ................. ... ... .. ... ... 3,792,608 25,615,073
Special services to member countries. .. ...... ... ... L. 2,822,059
Other expenses
Communications. . ...................... SDR 1,390,346
Office occupancy expenses................ 998,501
Books and printing (See Note 2).......... 643,706
Supplies and equipment. ................. 648,287
Data processing services. . ............... 543,126
Misceilaneous (See Note 3)............... 644,007 4,867,973
Total Budgetary Expenditure. ..................... ... ... SDR 37,056,770
Deduct: Assessments levied on participants for estimated
cost of operating the Special Drawing Account...... .. 1,024,629
Net Budgetary Expenditure............................. SDR 36,032,141
FIXED PROPERTY EXPENDITURE. .. ... ...t 17,710,950
TotAaL BUDGETARY AND FIXED PROPERTY EXPENDITURE................. 53,743,091
NET EXPENDITURE. . . .0\ ottt t ettt et e et e e e e e e SDR 13,268,330

(Charged against the Special Reserve pursuant e
to Executive Board Decision No. 708-(57/57),
adopted November 27, 1957)

NortEs:

1. Excludes income from investments amounting to SDR 17,537,157 transferred to Special Reserve
(Exhibit C).

2. After deduction of SDR 96,733 for sales of Fund publications.

3. After deduction of SDR 343,576 for {food service sales and SDR 57,931 for miscellaneous administrative
income.
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Appendix VIII (continued)
Exhibit C (General Account)

GENERAL ACCOUNT
STATEMENT OF RESERVES
for the year ended April 30, 1972

Amounts expressed in special drawing rights
(one SDR is equivalent to 0.888671 gram of fine gold)

SpeciAL RESERVE (See Note 1)

Balance, April 30, 1971. ... .. ... ... ... . ... ... ... ... SDR 406,369,808
Add
Income from investments in U. S.
Government SECUFItIES. . .. ...........iieenno... 17,537,157

SDR 423,906,965

Deduct
Net expenditure (Exhibit By . .................... ...... 13,268,330

Balance, April 30, 1972 . SDR 410,638,635

GENERAL RESERVE

Balance, April 30, 1971 (See Note 2) ... .................... SDR 378,060,637

Deduct
Distribution of net income for fiscal
year 1971 in accordance with Board

of Governors’ Resolution No. 26-7......... ... ... ... 12,480,934
Balance, April 30, 1972 . e 365,579,703
TotarL RESERVES (per Balance Sheet)............ ... ... ... ... ... ... .... SDR 776,218,338
NoTES:
1. Income from investments in U.S. Government securities was placed to this reserve from November 1,

1957 until February 15, 1972 when the Fund’s gold investment program was terminated. Pursuant to
Executive Board Decision No. 708-(57/57) any administrative deficit for any fiscal year of the Fund
must be written off first against this reserve. Under Article X1II, Section 6 (¢), of the Articles of Agreement,
the Fund may make transfers from this reserve to the General Reserve.

. Includes net income of SDR 46,422,138 for fiscal year ended April 30, 1971, transferred provisionally

to the General Reserve pending action by the Board of Governors. In accordance with Board of Gover-
nors’ Resolution No. 26-7, SDR 33,941,204 was allocated to the General Reserve and SDR 12,480,934
was distributed to members pursuant to Article XII, Section 6 (b).
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Appendix VIII (continued)
Exhibit A (Special Drawing Account)

SPECIAL DRAWING ACCOUNT
BALANCE SHEET
as at April 30, 1972

Amounts expressed in special drawing rights
(one SDR is equivalent to 0.888671 gram of fine gold)

ALLOCATIONS

Net cumulative allocations of special

drawing rights to participants (See Note 1)........ ... .. ... ... ........ .. SDR 9,314,835,400

HoLDINGS

Holdings of special drawing rights (See Note 2) (Exhibit B)

Participants

Holdings above allocations

Allocations. . . ............. SDR 3,903,449 000
Received (net).............. 1,052,042 514  SDR 4,955,491,514
Holdings below allocations
Allocations. . ............... SDR 5,411,386,400
Used (net)................. 1,962,002,626 3,449,383,774 SDR 8,404,875,288
General ACCOUNT. . ... ... .. e 909,960,112
SDR 9,314,835,400
Notes:

1.

Under Articles XXX and XXXI of the Fund Agreement, which cover termination of participation in and
the liquidation of the Special Drawing Account, respectively, a participant has an obligation to pay to
the Fund an amount equal to its net cumulative allocation of special drawing rights and any other amounts
that may be due and payable because of participation in the Special Drawing Account. The Fund also has
an obligation to redeem special drawing rights in accordance with these Articles.

. Special drawing rights allocated by the Fund do not constitute claims by holders against the Fund to pro-

vide currency, except as prescribed by the provisions of Articles XXX and XXXI relating to the termina-
tion of participation and liquidation. Participants may use their special drawing rights to obtain currency
in accordance with the provisions of Article XXV, and under Section 5 of this Article they are entitled to
request the Fund’s assistance in the form of designation of participants to provide currency in exchange
for special drawing rights. The obligation of a participant to provide currency for special drawing rights
does not extend beyond the point at which its holdings of special drawing rights in excess of its net cumula-
tive allocations are equal to twice its net cumulative allocation or such higher limit as may be agreed
between a participant and the Fund. A participant may, however, provide currency in excess of the obliga-
tion limit or any agreed higher limit.

/s/ W. O. HABERMEIER /s/ P.-P. SCHWEITZER
Treasurer Managing Director
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Appendix VI (continued)
Exhibit B (Special Drawing Account)
SPECIAL DRAWING ACCOUNT
SOURCE AND USE OF SPECIAL DRAWING RIGHTS
Year Ended April 30, 1972

Amounts expressed in special drawing rights
(one SDR is equivalent to 0.888671 gram of fine gold)

Participants General Account Total
Total Holdings as at April 30, 1971, .. ........... ... ... .......... 5,873,437,419 489,849,181 6,363,286,600
Source of Special Drawing Rights Received
Allocations. . .. .. ... . 2,951,548,800 2,951,548 ,800
Transactions with Designation (Article XXV, Section 2(a)).... ... 266,809,680 266,809,680
Transactions without Designation
Under Article XXV, Section 2(b) (i).. ... .................. 355,000,000 355,000,000
Under Article XXV, Section 2(b) (iD)........................ 25,000,000 25,000,000
Net Interest. . ... ... 14,427,842 7,181,322 21,609,164
Payments Between Participants and the General Account
Repurchases.. . ..... ... ... ... ... ... . . ... ... 15,445,728 516,728,889 532,174,617
Distribution of Net Income Settlements. . ... ............. ... 8,306,171 8,306,171
Charges. . ... ... 423 962 30,765,397 31,189,359
Reimbursement of Special Drawing Account Expenses.. . ..... 1,024,629 1,024,629
Remuneration. . . ............... .. ... . i 14,745,672 14,745,672
Replenishment under Articles VII, Section 2 (i1}, and XXV,
Section 7(f) .. ... e 21,300,000 21,300,000
Under Article XXV, Sections 2(b) (i) and 7(e)............... 29,000,000 29,000,000
Reconstitution. . . ... ... ... i 46,367,773 46,367,773

3,748,375,628 555,700,237 4,304,075,865

Use of Special Drawing Rights

Transactions with Designation (Article XXV, Section 2(a))....... 266,809,680 266,809,680
Transactions without Designation
Under Article XXV, Section 2(6) (1) ... ..................... 355,000,000 355,000,000
Under Article XXV, Section 2(b) (il)........................ 25,000,000 25,000,000
Net Charges. . . ... ... 21,609,164 21,609,164
Payments Between Participants and the General Account
Repurchases. ... ... ... ... ... .. . . .. . . 516,728,889 15,445,728 532,174,617
Distribution of Net Income Settlements. . ................... 8,306,171 8,306,171
Charges. . . ... 30,765,397 423,962 31,189,359
Reimbursement of Special Drawing Account Expenses. . ... ... 1,024,629 1,024,629
Remuneration. .. ... ... ... ... ... .. ... ... ... 14,745,672 14,745,672
Replenishment under Articles VII, Section 2 (ii), and XXV,
Section 7(f) . . ... 21,300,000 21,300,000
Under Article XXV, Sections 2(b) (i) and 7(e)............... 29,000,000 29,000,000
Reconstitution. . ... ... ... 46,367,773 46,367,773

1,216,937,759 135,589,306 1,352,527,065

Total Holdings as at April 30, 1972 (per Balance Sheet)............. 8,404 ,875,288 909,960,112 9,314,835,400
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Appendix VIII (continued)
STAFF RETIREMENT FUND

MEMORANDUM BY THE AUDIT COMMITTEE

June 28, 1972

To the Managing Director
and the Executive Directors
International Monetary Fund

Our report, dated June 28, 1972, submitted through you to the Board of Governors,
on the audit of the financial records and transactions of the International Monetary Fund
for the fiscal year ended April 30, 1972, includes the following paragraphs relating to the
scope of the audit, and the audit certificate given with respect to the Staff Retirement
Fund:

SCOPE OF THE AUDIT

We have examined the accounts and financial statements of the Staff Retirement
Fund for the year ended April 30, 1972. In the course of the examination, we referred
to the Articles of the Staff Retirement Plan and to the decisions of the Pension, Admin-
istration and Investment Committees created under the Plan. We made what we con-
sider to be an adequate test check of the transactions, taking into account the audit
carried out by the Internal Auditor.

AUDIT CERTIFICATE

In our opinion, the Balance Sheet, Statement of Source and Application of Funds,
and the related schedules—Participants’ Account, Accumulation Account, Retircment
Reserve Account and Reserve Against Investments—opresent fairly the financial posi-
tion of the Staff Retirement Fund as at April 30, 1972, and the results of its transac-
tions for the year then ended, in conformity with generally accepted accounting prin-
ciples applied on a basis consistent with that of the preceding year.

AUDIT COMMITTEE:
/s/ G. R. Long, Chairman (Canada)
/s/ W. H. Scholz (Germany)

/s/ Hilario Hooker A. (Nicaragua)
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Appendix VIII (concluded)

Exhibit 1
STAFF RETIREMENT FUND
BALANCE SHEET
as at April 30, 1972
Amounts expressed in U. S. dollars
ASSETS
CASH AT BANKS . . ... oo e $ 101,406
INVESTMENTS
Bonds, at amortized cost
Notes insured by United States Government. ... ...... $ 2,462,546
(market value, $2,714,919)
International Bank for Reconstruction and
Development and Inter-American
Development Bank (See Note) ..................... 8,008,327
(market value, $7,493,810)
Corporate. .......... ... i 6,171,188  $16,642, 061
(market value, 85,326,648) ——
Stocks, at cost
Preferred Convertible. .............................. $ 1,222,043
(market value, 31,408,000)
COMIMON . . . ... e e 24,945,678 26,167,721 42,809,782
(market value, $29,478,342)
AcCRUED INTEREST ON BoNDS, CONTRIBUTIONS FROM
PARTICIPANTS AND EMPLOYER, AND MISCELLANEOUS
RECEIVABLES . . ... e 375,133
TOTAL ASSETS. . oottt ettt et e e e e $43,286,32
LIABILITIES AND RESERVES
PARTICIPANTS” ACCOUNT. . . ..\ttt ettt e et e e e e e e e e $ 8,868,787
ACCUMULATION ACCOUNT . . .\ .ot ettt e et ettt e e e e e e e 26,574,614
RETIREMENT RESERVE ACCOUNT . . ... ottt ittt et e e e et e 6,764,831
RESERVE AGAINST INVESTMENTS . . ...\ttt ettt ettt ettt i i ee e 1,020,358
ACCOUNTS PAYABLE. . . ..ottt e e e e 57,731
ToTAL LIABILITIES AND RESERVES. .. ....... ..o, $43,286,32

Note: A commitment has been made for the purchase of $250,000 face amount of International Bank for
Reconstruction and Development 824 per cent bonds due August 1, 1995 at par on August 2, 1972,

/s/ W. O. HABERMEIER /s/ P.-P. SCHWEITZER
Treasurer Managing Director
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Index A: International Monetary Fund

References to individual countries, other organizations,

and subjects may be found in Index B

An asterisk (*) denotes a table, a dagger (1) denotes a chart

ARTICLES OF AGREEMENT
Article 1V, Par Values of Curren-
cies
Section 3, Foreign exchange deal-
ings based on parity, 85, 86, 88
Section 4(a) Obligations regard-
ing exchange stability, 85, 86,
87

Section 5(c) (i), Changes in par
values, 39
Section 8, Maintenance of gold
value of the Fund’s assets, 87
Article V, Transactions with the
Fund
Section 3, Conditions governing
use of the Fund’s resources, 83
Section 7, Repurchase by a mem-
ber of its currency held by the
Fund, 42, 46, 47, 48, 58, 59,
75%, 76%, 77*, 88
Section 8, Payment
charges, 48, 88
Section 9, Remuneration, 49
Article VII, Section 2(ii), Measures
to replenish the Fund’s holdings
of scarce currencies, 48, 80*
Article VIIL, General Obligations of
Members, 49-50
Section 3, Avoidance of discrimi-
natory currency practices, 86
Article XII, Section 6(b), Reserves
and distribution of net income,
49
Article XTIV, Transitional Period, 49
Section 2, Exchange restrictions,
86
Article XX, Section 2(g), Signature,
7

of Fund

8

Article XXI, Section 2, Unit of
value [of special drawing
rights], 90

Article XXIV, Section 2(d), Allo-
cation and cancellation [of spe-
cial drawing rights], 53

Article XXV, Operations and Trans-
actions in Special Drawing
Rights, 41, 43, 65*(fn), 70%*
(fn), 83, 84, 85

Schedule B, Provisions with Respect
to Repurchase by a Member of
Its Currency Held by the Fund,

48, 59, 89
Schedule G, Reconstitution, 43, 84,
85

BOARD OF GOVERNORS
Committee on international mone-
tary reform and related issues,

37, 92-93
Membership Resolutions approved,
53

Report from Executive Directors on
international monetary reform,
37

Resolution No. 24-12, Allocation of
Special Drawing Rights for the
First Basic Period, 57-58, 84

Resolution No. 25-3, Increases in
Quotas of Members—Fifth

General Review, 48, 53, 57,
65*
Resolution No. 26-9, International
Monetary System, 36, 85, 86,
87
Resolution No. 27-2, Amendment to
Section 20(b) of the By-Laws
of the Fund, 90
Resolution No. 27-10, Establishment
of a Committee on Reform of
the International Monetary Sys-
tem and Related Issues, 37, 92-
93
By-LAaws, RULES AND REGULATIONS
Rule I—Repurchases and Charges
in Respect of General Account
Transactions, 49(fn), 84
Rule J—Accounting and Reporting,
37, 91
O—Transactions Involving
Special Drawing Rights, 87, 88,
89
Rule P—Reconstitution, 43, 84, 85
Section 20, Budget and Audits, 37,
90
CENTRAL RATES OF MEMBERS
Establishment, 3, 39, 45, 61-64%,
85-87
See also EXCHANGE RATES OF MEM-
BERS, PAR VALUES OF MEM-
BERS, and WIDER MARGINS FOR
EXCHANGE RATES

CONSULTATIONS WITH MEMBERS
Articles VIII and XIV, 37, 49-50
DEPUTY MANAGING DIRECTOR
Address by, 52
Reappointment, 53

EXCHANGE RATES OF MEMBERS, 1,
2-3, 4, 18, 34, 36, 37-40, 45,
46, 57, 61-64*, 85, 87-89
EXECUTIVE BOARD DECISIONS
321-(54/32), as amended, Trans-
actions and Computations In-
volving Fluctuating Currencies,
45, 89
488-(56/5), as amended, Invest-
ment of Fund’s Assets, 89

Rule

708-(57/57), Fund’s Investment
Program, 89
904-(59/32), Exchange Dealings

and Margins Under Conditions
of Increasing Convertibility, 85,

86, 88

905-(59/32), Fund’s Investment
Program, 89

1107-(60/50), Fund’s Investment
Program, 89

1371-(62/36), Currencies to Be

Drawn and to Be Used in Re-
purchases, 84

1477-(63/8), as amended, Com-
pensatory Financing of Export
Fluctuations, 74*, 89

2192-(66/81), see 1477-(63/8)

2772-(69/47), The Problem of Sta-
bilization of Prices of Primary
Products, 83

2844-(69/90), see 488-(56/5)

115

2901-(69/122) G/S, Use of Special
Drawing Rights in Repurchases
and Payment of Charges, 42-
43

3033-(70/38), Use of Special Draw-
ing Rights in Payment of Re-
muneration, 49(fn)

3049-(70/44), Effects of Amended
Articles on Calculation of
Monetary Reserves and Repur-
chase Obligations Pursuant to
Article V, Section 7(b), 59, 89

3087-(70/64), Transactions and
Computations Involving Fluctu-
ating Currencies—Application
of Rules to the Canadian Dol-
lar, 87

3179-(70/102), Fourth Interna-
tional Tin Agreement: Buffer
Stock Financing Facility,
47(fn), 83

3337-(71/44), see 321-(54/32)

3351-(71/51), Buffer Stock Financ-
ing Facility: Contribution Un-
der the Fourth International
Tin Agreement, 47(fn), 83

3383-(71/81) G/S, Use of Special
Drawing Rights in Distribution
of Net Income, Fiscal Year
1970/71, 83

3386-(71/83), Gold Tranche Pur-
chases and Buffer Stock Financ-
ing Facility, 47(fn), 83

3414-(71/98) G/S, Transfer of
Special Drawing Rights Held
in the General Account to Par-
ticipants Making Purchases
from the Fund, 46, 84

3415-(71/98) G/S, Amendment of
Rule 1-2, 46, 84

3457-(71/121) G/S, Principles and
Procedures for Reconstitution,
43, 84-85

3463-(71/126), Central Rates and
Wider Margins: A Temporary
Regime, 3, 39, 85-87, 88

3537-(72/3) G/S, Adjustment of
the Fund’s Holdings of Cur-
rencies and Exchange Rates for
Transactions Between Partici-
pants in Special Drawing
Rights, 40, 45, 87-88, 89

3573-(72/13), Fund’s Gold Invest-
ment and General Deposits of
Gold: Liquidation, 48(fn), 89-
90

3577-(72/16), Amendment to Sec-
tion 20(b) of the By-Laws of
the Fund, 37, 90

3578-(72/16), Amendment to
Rule J-1(a), 37, 91

3637-(72/41) G/S, Rates for Com-
putations and Adjustments of
the Fund’s Holdings of Curren-
cies, 46, 88-89

EXECUTIVE DIRECTORS

List and voting power, 53, 94-96

Meeting with Deputies of Group of
Ten, 38
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EXECUTIVE DIRECTORS—continued
Membership changes, 53, 97-98
Report to Board of Governors on

international monetary reform,
37
Studies by, 37

FINANCIAL STATEMENTS

See ORGANIZATION AND ADMINISTRA-
TION

GENERAL ACCOUNT
Accounting unit, 37, 57, 90-91
Balance Sheet, 104-105
Borrowing and repayment, 46, 49,

59, 80*
Buffer stock financing, 47, 53, 71%,
83

Charges to members, 42, 46, 48-49,
80*, 81*, 84

Compensatory financing, 46, 47, 58,
T1% 74%, 75%(fn)

Currencies used in Fund transac-
tions, 44-46, 59

Currency holdings and replenish-
ment, 41, 45, 46, 48, 49, 58,
65*, 70*, 88-89

Distribution of net income, 49, 58,

65%, 70%, 83
General Arrangements to Borrow,
46, 49, 80*
Gold
Disinvestment in U.S. Govern-

ment securities, 48, 49, 80%,
89-90
Holdings, 25, 48
Interest on borrowing, 49, 80%
Purchases from members, 25, 48,
80*
Quota subscriptions, 25, 48, 80*
Reacquisition of deposits from
U.K. and U.S,, 48, 89-90
Remuneration, use in, 49, 80*
Replenishment, use in, 25, 48, 58
Repurchases by members, use in,
25, 48, 59, 76*, 77*, 80*
Summary of transactions, 59, 80*
See also Index B
Income, expenditure, and reserves,
48-49, 60, 81*, 101, 106-107
Net use of IMF credit, 26, 27%, 28,
34, 44
Purchases by members, 34, 36-37,
44, 45, 46-47, 58, 71%, 74%,
75%, 77%, 78%, 79+, 83, 84, 85
Remuneration, payment of, 49, 58,
65%, 70%, 80*
Reserve positions in the Fund, 2,
25,26, 27*, 28, 32*, 34, 44, 45

Repurchases by members, 28, 37,
40, 42, 43, 44, 45, 46, 47-48,
58-39, 74%, 75%, 76%*, 7T7%,
78%, 80*

SDR holdings, 26, 27%, 41, 46, 58,
66-68°

Stand-by arrangements for mem-
bers, 47, 58, 71%, 72%, 73%,
75%, 79+

Transactions in SDRs, 26, 40, 42,
43, 44, 46, 58, 65*%, 66-68%,
69%, 70*, 71*, 76%, 77+, 83,
84, 85

INTERNATIONAL MONETARY SYSTEM

Developments, effects on Fund op-
erations, 36-37, 40, 44-45, 87-
89

Executive Board meeting with Dep-
uties of Group of Ten, 38, 52

Reform of, 1, 4-5, 36, 37, 92-93

See also Index B

INTERNATIONAL ORGANIZATIONS

Fund relations with, 51-53

Meetings on aid and debt servicing,
52

MANAGING DIRECTOR
Addresses, etc., 51, 52

MEMBERSHIP, 53

ORGANIZATION AND ADMINISTRATION
Audit Committee, 103, 110
Budget, 60, 99-101
Financial statements, 60, 102-109
Staff, 53
Staff Retirement Fund, 110-111
Staff studies, 21, 52

PAR VALUES OF MEMBERS
Article TV, Section 4(a), accord

with, 85
Changes, 1, 2, 18, 36, 38, 39, 40,
5, 46

Established, 39, 57

List of, 61-64*

See also CENTRAL RATES OF MEM-
BERS and EXCHANGE RATES OF
MEMBERS

PUBLICATIONS
List of, 82*
QuUoTAS OF MEMBERS

Increases in, 25, 48, 53, 57, 65%,
80*

SERVICES TO MEMBERS

Balance of Payments Division, 50

Bureau of Statistics, 51

Central Banking Service, 50-51

Fiscal Affairs Department, 50, 51

Ghanaian study, 52

INDEX A. INTERNATIONAL MONETARY FUND

IMF Institute, 50

Technical assistance and training,
37, 50

SPECIAL DRAWING ACCOUNT

Balance Sheet, 108-109

Designation procedures, 41-43

Participants, 44*, 53, 66-68*

Special drawing rights (SDRs)

Accounting unit, 25, 37, 57, 90-

91

Allocations, 13, 15%, 17, 18%, 19,
20, 21, 25, 26, 27%, 28, 30, 31,
40, 41, 43, 44, 53, 57-58, 66-
68%*, 84

Currencies transferred for SDRs,
69°*

Holdings by General Account, 26,
27%, 41, 46, 58, 66-68°*

Holdings by participants, 43, 44%,

66-68*
Per cent of international reserves,
26*, 28, 32*

Receipts and uses by participants,
29% 40-41, 43, 44*

Requirement of need, 39, 41, 42-
43

Transfers between participants,
39, 41-42, 58, 65*, 66-68*, 87-
88

Transfers to and from General

Account

Distribution of net income, 49,
58, 65%, 70%, 83

Interest, charges, and - assess-
ments, 42, 43, 49, 65%, 66-
68

Purchases, 43, 44, 58, 71%,
77%, 84

Reconstitution of participants’
holdings, 40, 43, 46, 58, 65*,
70%*, 84-85
Remuneration, use in, 49(fn),
58, 65*, 70*
Replenishment of currencies,
58, 65*, 70
Repurchases, use in, 40, 42, 43,
44, 76*, 77*
Restoration of participants’
positions, 43, 58, 65*%, 70*
Transfers, summary of, 41, 57-
58, 66-68*
Unit of value, 2, 37, 40, 57
Summary of participants’ positions,
44, 66-68*
WIDER MARGINS FOR EXCHANGE RATES
Intervention, 3, 85-87
Use of by members, 3, 4, 39, 45,
61-64*, 85-87
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Index B. Countries, Organizations, and Subjects

An asterisk (*) denotes a table, - a dagger (7) denotes a chart

AFGHANISTAN
Exchange rate, 61%*
IMF
Purchase, 74%
Repurchase, 74%, 75*
Special drawing rights, 66*
ALGERIA
Balance of payments, 21
Exchange rate, 61*
IMF
Special drawing rights, 66*
ARGENTINA
Exchange rate, 61*
IMF
Purchase, 46, 71%, 74%
Special drawing rights, 41, 43,
66% T0*
AUSTRALIA
Balance of payments, 17-18, 31*
Capital movements, 17-18, 31*
Exchange rate, 61%
IMF
Special drawing rights, 66%
International reserves, 18, 31*
Prices, 6
AUSTRIA
Exchange rate, 34, 38, 61%
IMF
Currency use by, 45
Par value changed, 38
Quota increase, 65*
Special drawing rights, 66*
International reserves, 34
BAHRAIN
IMF
Membership application, 53
BALANCE OF PAYMENTS
Adjustment process, 21-24
Financing, 29-30, 34
Impact of currency realignment, 17,
21-23
Industrial countries, 13, 14-17, 18%,
21-22, 23
Primary producing countries, 5, 11,
17, 18*, 19-21, 22, 23
World summary, 18*, 30-31
See also individual countries
BANGLADESH
IMF
Membership application, 53
BANK FOR INTERNATIONAL SETTLE-
MENTS (BIS), 26, 52
BARBADOS
Exchange rate, 57, 61*
IMF
Par value established, 57
Special drawing rights, 66*
BELGIUM
Capital movements, 34
Exchange rate, 2, 34, 38%, 61*
IMF
General Arrangements to Bor-
row, 80%
Special drawing rights, 41, 66*
BELGIUM-LLUXEMBOURG
Exchange market, 38
Borivia
Exchange rate, 61*
IMF
Purchase, 71*

Repurchase, 75*
Special drawing rights, 66*
BoTswaNa
Exchange rate, 61*
IMF
Par value changed, 61*
Special drawing rights, 66*
BRAZIL
Balance of payments, 20
Capital inflows, 20
Exchange rate, 20, 61*
IMF
Purchase, 74%
Repurchase, 74%*
Special drawing rights, 66*, 70*
Stand-by arrangement, 72*
BurMa
Exchange rate, 61*
IMF
Purchase, 71%, 74%
Repurchase, 74*, 75%
Special drawing rights, 66*
BURuUNDI
Exchange rate, 61*
IMF
Purchase, 74%*, 75%
Repurchase, 74%, 75*
Special drawing rights, 66*
Stand-by arrangement, 72%, 75%
CAMEROON
Exchange rate, 61*
IMF
Special drawing rights, 66*
CANADA
Balance of payments, 15%, 31%, 57
Capital movements, 15%, 31%
Economic prospects, 7
Exchange rate, 2, 34, 38*, 45, 61*
Foreign trade, 9%, 11, 15*
Gross national product, 5, 6
IMF
Currency use by, 45
General Arrangements to Bor-
row, 80%*
Special drawing rights, 15%, 32%,
41, 66*, 70%*
International reserves,
32% 34
Prices, 7%, 8
CAPITAL MOVEMENTS
TImpact of currency realignment, 16
Impact on reserves and domestic
credit policies, 2, 30, 33, 34
Interest rate differentials and specu-
lative flows, 1, 2, 3, 16, 33
Measures to influence, 1, 2, 16, 34
Wider margins for exchange rates,
effects of, 4
See also EURO-CURRENCY MARKET
and individual countries
CENTRAL AFRICAN REPUBLIC
Exchange rate, 61%
IMF
Repurchase, 75%
Special drawing rights, 66*
CEYLON
Exchange rate, 61*
IMF
Purchase, 33, 71%, 74%
Repurchase, 74%, 75%

15%, 31%,

117

Special drawing rights, 43, 667,
707
Stand-by arrangement, 727
CHAD
Exchange rate, 617
IMF
Repurchase, 757
Special drawing rights, 66+
CHILE
Debt rescheduling, 52
Exchange rate, 617
IMF
Purchase, 71%, 74%
Repurchase, 75%
Special drawing rights, 66~
CHINA, REPUBLIC OF
Exchange rate, 61~
IMF
Par value changed, 61*
Purchase, 46, 71%
Special drawing rights, 58(fn)
COLOMBIA
Exchange rate, 61%
IMF
Purchase, 71%, 74%, 75*
Repurchase, 74%, 75%
Special drawing rights, 66%
Stand-by arrangement, 72%, 75*
COMMODITIES, PRIMARY
Exports and prices, 4, 11-12, 13~
20, 21
CONGO, PEOPLE’S REPUBLIC OF THFE
Exchange rate, 61%
IMF
Repurchase, 75%
Special drawing rights, 66~
CosTa RiIca
Exchange rate, 61+
IMF
Purchase, 71%
Repurchase, 75%
Special drawing rights, 43. 66%.
70%
CYPRUS
Exchange rate, 61~
IMF
Special drawing rights, 66%*
DaHOMEY
Exchange rate, 61*
IMF
Special drawing rights, 66*
DENMARK
EEC, exchange rate margin agree-
ment, 4(fn)
Exchange rate, 61*
IMF
Repurchase, 75%, 76*
Special drawing rights, 44, 667
DoMINICAN REPUBLIC
Exchange rate, 61%
IMF
Par value changed, 61*
Purchase, 74%*
Repurchase, 74%, 75%
Special drawing rights, 66%
ECUADOR
Exchange rate, 61%*
IMF
Purchase, 74%
Repurchase, 74%, 75%, 76%
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Ecuapor—continued
Special drawing rights, 66*
Stand-by arrangement. 72%*
EcyprT
Exchange rate, 61*
IMF
Purchase, 71%, 74%
Repurchase, 74%, 75*
Special drawing rights, 66*
EL SALVADOR
Exchange rate, 61*
IMF
Par value changed, 61*
Purchase, 74%, 75%*
Repurchase, 74*, 75%, 76*
Special drawing rights, 66*
Stand-by arrangement, 72%*, 75*
EQUATORIAL GUINEA
Exchange rate, 61%
IMF
Special drawing rights, 66*
ETHIOPIA
Exchange rate, 62*
Euro-CURRENCY MARKET, 16, 29, 30*,
31
See also CAPITAL MOVEMENTS
EurorPEAN EcoNoMIC COMMUNITY
(EEC), 4, 52
EXCHANGE MARKETS
Operations, 2, 3, 4
EXCHANGE RATES
Developments, 1-5
Impact of realignment on
Adjustment process, 17, 21-23
Capital movements, 4, 16
International reserves, 25, 33, 34
Wider margins, 4, 33; see also
Index A
Fr1
Exchange rate, 62*
IMF
Special drawing rights, 66*
FINLAND
Balance of payments, 19
Exchange rate, 62*
Exports, 19
IMF
Special drawing rights, 66*, 70*
Prices, 6
FooD AND AGRICULTURE ORGANIZA-
TION, 52

FRANCE
Balance of payments, 14, 15*, 31*
Bank discount rate, 17
Capital movements, 14, 15%, 31%,
34
Exchange rate, 34, 38%, 45, 62*
Foreign trade balance, 15%*
Gross national product, $*
IMF
Currency use by, 45
General Arrangements to Bor-
row, 80*
Repurchase, 28, 44, 46, 47, 59,
75%,76%, 77*
Special drawing rights, 15%, 32%,
66*

International reserves, 15%, 31*, 32%
Prices, 7*

GABON
Exchange rate, 62*

INDEX B.

IMF
Repurchase, 75*
Special drawing rights, 66*
GaMBIa, THE
Exchange rate, 57, 62*
IMF
Par value for new monetary unit,
57
Repurchase, 75*

Special drawing rights, 66*
Monetary unit, new, 57
GENERAL AGREEMENT ON
AND TRADE, 52

GERMANY, FEDERAL REPUBLIC OF
Balance of payments, 1, 14, 15%,
22,31*
Bank discount rate, 17
Capital movements, 14, 15*, 31*
Exchange rate, 1, 2, 14, 16, 34, 37-
38, 43, 62*
Foreign trade, 9%, 14, 15*
Gross national product, 5*
IMF
Currency use by, 45
General Arrangements to Bor-
row, 80*
Special drawing rights, 15%, 32%,
66%, 70*
International reserves, 14, 15%, 31%,
32%, 33, 34
Official claims in deutsche mark,
28-29
Prices, 7*
GHANA
Debt rescheduling, 52
Exchange rate, 62*
IMF
Par value changed, 62*
Purchase, 74%
Repurchase, 74*, 75*
Special drawing rights, 67*
Study on payments arrangements
and trade expansion, 52
GoLD
Absorption by private holders, in-
dustry, and arts, 3
BIS country holdings, 26
Holdings, 25, 26, 27*, 28, 32*
Price, 3
Production, 3
See also Index A, GENERAL AcC-
COUNT
GREECE
Exchange rate, 62*
IMF
Par value changed, 62*
Special drawing rights, 67*
Group of TEN, 38, 52
GROUP OF TWENTY-FOUR, 52

GUATEMALA
Exchange rate, 62*
IMF
Par value changed, 62*
Purchase, 74*
Repurchase, 74%, 75%, 76*
Special drawing rights, 67
Stand-by arrangement, 72*
GUINFA
Exchange rate, 62*
IMF
Special drawing rights, 67*
GUYANA
Exchange rate, 62*

TARIFFS

COUNTRIES, ORGANIZATIONS, AND SUBJECTS

IMF
Par value changed, 62*
Purchase, 32, 71%
Repurchase. 75%
Special drawing rights, 67*
Stand-by arrangement, 72*
Hairi
Exchange rate, 62*
IMF
Par value changed. 62%
Purchase, 74%
Repurchase, 74%. 75%
Special drawing rights, 67*
Stand-by arrangement. 72%
HONDURAS
Exchange rate. 62*
IMF
Par value changed, 62*
Special drawing rights, 67*
Stand-by arrangement, 72%
ICELAND
Exchange rate, 62*
IMF
Par value changed, 62*
Purchase, 74*
Repurchase. 74%
Special drawing rights, 67%
INcoMES PoLICY. 7. 8

INDIA
Aid Consortium, 52
Balance of payments, 21
Exchange rate, 62*
IMF
Purchase, 74%
Repurchase, 74*
Special drawing rights, 67*
INDONESIA
Exchange rate, 62*
Inter-Governmental Group on Aid,
52
IMF
Purchase, 71%
Repurchase, 75*
Special drawing rights, 43, 67%.
70*
Stand-by arrangement, 72*
INDUSTRIAL COUNTRIES
Balance of payments, 13.
18%,21-22, 23
Capital movements, 15, 16, 17, 18*
Classification, 5*(fn)
Economic policies, 1, 8, 10, 21, 23,
24
Economic situation and prospects.
1, 4, 7-8, 10, 14
Foreign trade, 9%, 10, 11, 22
Gross national product, §, 6, 7
Industrial production, 12, 13+
Interest rates, 17, 24
IMF
Purchases, 79+
Special drawing rights, 18%, 32%,
44
Stand-by arrangements, 79+
International reserves., 14, 16, 18%.

14-17,

30*, 31, 32%*
Prices, 4, 6, 7, 8, 34
Wages. 8

Western Europe, S, 7, 9%, 10, 32*
INTEREST RATES
See CapriTALL. MOVEMENTS, EURO-
CURRENCY MARKET, and individ-
ual countries
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INTERNATIONAL BANK FOR RECON-
STRUCTION AND DEVELOPMENT,
51,52

INTERNATIONAL
TION, 53

[NTERNATIONAL MONETARY SYSTEM

Convertibility of U.S. dollar, sus-

pension of, 1-2, 16, 34, 36, 38,
40

COFFEE ORGANIZA-

Developments, 1-5

Meetings on, 52

Reform of, 1, 2, 3, 4
Smithsonian Agreement, 2-3, 38
See also Index A

INTERNATIONAL RESERVES
Accounting unit, 25
Adequacy, 31-35
Capital movements, effects of, 2,
30, 33, 34
Components
Foreign exchange, 2, 3, 22, 25,
26%, 27%, 28, 32%; see also
Euro-market holdings
Gold, 295, 26, 27*, 28, 32*
Reserve positions in the Fund,
2, 26%, 27%, 28, 32*%, 34, 44,

45

Special drawing rights, 25, 26%,
27% 28, 30, 32%; see also
Index A, SPEciIAL DRAWING
ACCOUNT

Developments, 25-32
Euro-market holdings, 16, 29, 30%,
31
Impact of
Currency realignment, 25, 29, 30,
33
U.S. balance of payments deficit,
28
Industrial countries, 14, 16,
30%, 31, 32*
Measurement, 25(fn)
Pattern of distribution, 2, 29-31, 33
Policy issues, 34-35
Primary producing countries, 13,
16, 18*, 22, 23, 30%*, 31, 32*
Ratio of reserves to imports, 33
Sources of reserve growth, 27%, 30,
3%
Summary, 26*, 28%
INTERNATIONAL Tin CouNcit, 47, 52-
53

18%,

IRAN
Balance of payments, 21
Exchange rate, 62*
IMF
Repurchase, 75*
Special drawing rights, 67*
IrRAQ
Balance of payments, 21
Exchange rate, 62*
IMF
Purchase, 74*
Repurchase, 74*
Special drawing rights, 67*
IRELAND
EEC, exchange rate margin agree-
ment, 4(fn)
Exchange rate, 62*
IMF
Special drawing rights, 67*

COUNTRIES, ORGANIZATIONS, AND SUBJECTS

ISRAEL
Capital inflows, 21
Exchange rate, 38, 62*
IMF
Par value changed, 38, 62*
Special drawing rights, 67%, 70*
ITaLy
Balance of payments, 14, 15*, 17,
31*

Bank discount rate, 17
Capital movements, 15%, 31*
Exchange rate, 38%, 62*
Foreign trade balance, 15*
Gross national product, 5%, 6
IMF
Borrowing by, 46, 80*
Currency use by, 45
Special drawing rights, 15%, 32%*,
67%, 70*
International reserves, 15%, 31%,
Prices, 7*
Ivory COAST
Exchange rate, 62*
IMF
Special drawing rights, 67*
Jamaica
Exchange rate, 62*
IMF
Repurchase, 75%, 76%
Special drawing rights, 67*
JAPAN
Balance of payments, 1, 14, 15%,
17,22, 30, 31*
Capital movements, 14,
31*
Exchange rate, 2, 38%, 62*
Foreign trade
Balance, 14, 15*
Value and volume, 9%, 10, 11
Gross national product, 5,7
IMF
Borrowing by, 46, 80*
Currency use by, 45
Special drawing rights, 15%, 32*,
67%, 70*
International reserves, 14, 15*%, 30,
31%,32%, 33
Prices, 7*
JORDAN
Exchange rate, 62*
IMF
Par value changed, 62*
Purchase, 71%*, 74*
Special drawing rights, 67*
KEnya
Exchange rate, 62*
IMF
Par value changed, 62*
Special drawing rights, 67*
KHMER REPUBLIC
Debt rescheduling, 52
Exchange rate, 62*
Exchange support program, 52
IMF
Purchase, 46, 71%, 74%
Special drawing rights, 67*
KOREA
Exchange rate, 62*
IMF
Purchase, 71*
Quota increase, 65*

15%, 30.
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Repurchase, 75*
Special drawing rights, 67*
Stand-by arrangement, 72%*
KUuwaAIT
Exchange rate, 62*
IMF
Quota, 53
1.a0S
Exchange rate, 63*
IMF
Special drawing rights, 67*
LEBANON
Balance of payments, 21
Exchange rate, 63*

IMF
Quota, 53
[LEsoTHO
Exchange rate, 63*
IMF

Par value changed, 63*
Repurchase, 75%
Special drawing rights, 67*
LIBERIA
Exchange rate, 63*
IMF
Par value changed, 63*
Purchase, 71%, 75*
Repurchase, 75%
Special drawing rights, 67*
Stand-by arrangement, 72%, 75%*
LiBYAN ARAB REPUBLIC
Balance of payments, 21, 31*
Capital movements, 31*
Exchange rate, 63*
IMF
Quota, 53
International reserves, 31%
Monetary unit, new, 57
LUXEMBOURG
Exchange rate, 63*
IMF
Quota, 53, 65*
Repurchase, 75*, 76*
Special drawing rights, 67%*
See also BELGIUM-LLUXEMBOURG
MALAGASY REPUBLIC
Exchange rate, 63*
IMF
Special drawing rights, 67*
MALAWI
Exchange rate, 63*
IMF
Repurchase, 75*
Special drawing rights, 67*
MALAYSIA
Exchange rate, 63*
IMF
Purchase, 46, 71*
Special drawing rights, 67%, 70%
MALL
Exchange rate, 63*
IMF
Purchase, 71%, 75*
Repurchase, 75*
Special drawing rights, 67*
Stand-by arrangement, 72%*, 75*
MALTA
Exchange rate, 63*
IMF
Special drawing rights, 67*
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MAURITANISA
Exchange rate, 63*
IMF
Repurchase, 75*
Special drawing rights. 67
MAURITIUS
Exchange rate, 63*
IMF
Repurchase, 75%*
Special drawing rights, 67*
MEXICO
Exchange rate, 63*
IMF
Par value changed, 63*
Special drawing rights, 67%, 70*
MoORocCcO
Exchange rate, 63*
IMF
Purchase, 71%, 75%
Repurchase, 75%, 76*
Sgecial drawing rights, 67*
Stand-by arrangement, 72%, 75%
NEPAL
Exchange rate, 63*
IMF
Par value changed, 63*
Quota, 53(fn), 57, 65%
Repurchase, 75%, 76*
Special drawing rights, 67*
NETHERLANDS
Exchange rate, 2, 34, 38, 45, 63*
IMF
General Arrangements to Bor-
row, 80%
Special drawing rights, 41, 67*
International reserves, 34
NEW ZEALAND
Exchange rate, 63*
IMF
Purchase, 74*
Repurchase, 74*
Special drawing rights, 67*
Prices, 50
NICARAGUA
Exchange rate, 63*
IMF
Par value changed, 63*
Purchase, 71%
Repurchase, 76*
Special drawing rights, 67*
Stand-by arrangement, 72%*
NIGER
Exchange rate, 63*
IMF
Repurchase, 75%*
Special drawing rights, 67*
NIGERIA
Balance of payments, 21
Exchange rate, 63*
IMF
Purchase, 71%
Repurchase, 75*
Special drawing rights, 67*
NoOrRwAY
Exchange rate, 63*
IMF
Special drawing rights, 67*
OMAN
Exchange rate, 63*

IMF
Special drawing rights, 67*
ORGANIZATION FOR EcoNomic Coop-
ERATION AND DEVELOPMENT, 52
ORGANIZATION OF AMERICAN STATES,
52
PAKISTAN
Exchange rate, 63*
IMF
Par value changed, 63*
Repurchase, 75%
Special drawing rights, 67*
PANAMA
Exchange rate, 63*
IMF
Par value changed, 63*
Purchase, 75*
Repurchase, 75*
Special drawing rights, 67*
Stand-by arrangement, 72%, 75%
PARAGUAY
Exchange rate, 63*
IMF
Special drawing rights, 67*
PerU

Debt rescheduling, 52

Exchange rate, 63*

IMF

Repurchase, 75%, 76*
Special drawing rights, 67*
PETROLEUM

Exports and prices, 10, 11, 20

See also COMMODITIES, PRIMARY,
and PRIMARY PRrODUCING
COUNTRIES—LESS DEVELOPED

PHILIPPINES
Exchange rate, 63*
IMF
Purchase, 71%
Repurchase, 75*
Special drawing rights, 67*
Stand-by arrangement, 72%
PORTUGAL
Exchange rate, 63*
IMF
Quota increase, 65*
PRIMARY PRODUCING COUNTRIES

Balance of payments, 17, 18%, 21,
22, 23

Capital. movements, 18*

Consumer prices, 6

Debt and debt servicing, 22-23

Euro-currency holdings, 16, 30*

Exchange rates, 23

Foreign trade

Exports, 4, 11, 12, 13, 23, 24

Imports, 4

Prospects, 23

Value and volume, 12, 13
Gross national product, 5-6
IMF

Purchases, 47

Special drawing rights, 17, 18*

Stand-by arrangements, 47

International reserves, 16, 18%, 22,
23, 30%

See also PRIMARY PRODUCING
COUNTRIES—LESS DEVELOPED,
PriMARY PRODUCING COUN-
TRIES—MORE DEVELOPED, and
individual countries

PRIMARY PRODUCING COUNTRIES—
LEss DEVELOPED
Africa
Balance of payments, 17, 18%,
19, 20, 21

Capital inflows, 18%, 20, 21

Economic growth, 5

Export prices, 11, 20

IMF
Special drawing rights, 18%, 21,
32%

International reserves,
31, 32%

Asia

Balance of payments, 18%, 20,
21

Capital infiows, 18*, 20, 21

Economic growth, 5

18*, 21,

IMF
Special drawing rights, 18%,
20, 32%
International reserves, 18%, 31,
32%
Balance of payments, 17, 18%, 19-
21

Capital inflows, 18*, 19
Classification, 5*(fn)
Exchange rates, 3
Foreign trade
Balance, 12, 19
Cyclical fluctuations, 12
Exports, 11, 12, 13+, 20
Imports, 10
Prospects, 12
Terms of trade, 12
Value and volume, 9%, 13
Gross national product, 5-6
IMF
Special drawing rights, 13, 18%,
19, 20, 32*, 44
International reserves, 13, 18%, 30%*,
31, 32%
Middle East
Balance of payments, 18*, 19-20,
21
Capital inflows, 18*, 19-20
Economic growth, 5
Foreign trade
Balance, 12
Export proceeds, 11, 20, 21
IMF
Special drawing rights, 18%,
32%
International reserves, 18%*, 31,
32%
Petroleum producers
Balance of payments, 19, 20
Foreign trade, 9%, 11, 12
IMF
Special drawing rights, 32*
International reserves, 31, 32%
Western Hemisphere
Balance of payments, 18%, 20
Capital inflows, 18*, 20
Economic growth, 5
Economic policies, 20
Foreign trade, 20
IMF
Special drawing rights, 18%*, 20,
32%

Ex
[

International reserves, 18%, 31,
32%
See also individual countries
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PRIMARY PRODUCING COUNTRIES—
MORE DEVELOPED
Balance of payments, 17, 18*, 19
Capital inflows, 17, 18%, 19
Classification, 5* (fn)
Economic activity, 6
European group, 11, 18
Foreign trade, 9%, 10, 11
Gross national product, 5, 6
IMF
Special drawing rights, 18%, 32%,
44*
International reserves, 17, 18*, 30%,
31, 32%
Prices, 6
Southern Hemisphere group, 11, 17,
32%
See also individual countries
PRODUCTION
World output, 51

QATAR
IMF
Membership application, 53
RWANDA
Exchange rate, 63*
IMF
Purchase, 75%
Repurchase, 75%
Special drawing rights, 67*
Stand-by arrangement, 75*
SAUDI ARABIA
Balance of payments, 21, 31*
Exchange rate, 63*
International reserves, 31%*
SENEGAL
Exchange rate, 63*
IMF
Repurchase, 75*
Special drawing rights, 67*
SIERRA LEONE
Exchange rate, 63*
IMF
Special drawing rights, 68*
SINGAPORE
Balance of payments, 21
Exchange rate, 63*
IMF
Quota, 53, 65*
SOMALIA
Exchange rate, 63*
IMF
Repurchase, 75%
Special drawing rights, 68*
SOUTH AFRICA
Balance of payments, 3, 18
Exchange rate, 18, 63*
Import restrictions, 18
IMF
Gold sales to, 31, 48
Par value, 18, 63*
Quota, 65*
Special drawing rights, 41, 68*
International reserves, 18
SPAIN
Balance of payments, 19, 31%*
Capital movements, 31%*
Exchange rate, 63*
Foreign trade, 19
IMF
Special drawing rights, 68*
International reserves, 31*
Prices, 6
STERLING AREA, 3, 28

SUDAN
Exchange rate, 63*
IMF

Purchase, 71%, 74*

Repurchase, 74*, 75*

Special drawing rights, 43, 68%,

70*

Stand-by arrangement, 72%*
SwaP ARRANGEMENTS, 4, 26*, 34
SWAZILAND

Exchange rate, 63*
IMF

Par value changed, 63*

Repurchase, 75% )

Special drawing rights, 68*
SWEDEN

Exchange rate, 38%, 63*
IMF
General Arrangements to Bor-
row, 80%

Special drawing rights, 68%, 70*

SWITZERLAND

Balance of payments, 31%

Capital movements, 31*

Exchange rate, 34, 38(fn)

International reserves, 31%, 32%, 34
SYRIAN ARAB REPUBLIC

Exchange rate, 64%*

IMF

Purchase, 71%, 74%*

Repurchase, 74*, 75%

Special drawing rights, 43, 68%,

70%
TANZANIA
Exchange rate, 64*
IMF

Par value changed, 64*

Special drawing rights, 68+
THAILAND

Exchange rate, 64%
IMF

Par value changed, 64*

Purchase, 46, 71*%

Special drawing rights, 68*
Toco

Exchange rate, 64*
IMF

Special drawing rights, 68*

TRINIDAD AND TOBAGO
Exchange rate, 64*
IMF

Special drawing rights, 68*

TunisIA
Exchange rate, 64%*
IMF

Quota, 65*

Repurchase, 75%, 76*

Special drawing rights, 68*
TURKEY

Aid Consortium, 52
Balance of payments, 19
Exchange rate, 64*
Exports, 19

IMF

Purchase, 71%, 75*

Repurchase, 59, 75%, 76%*

Special drawing rights, 68%*, 70*

Stand-by arrangement, 72%*, 75%*
UGANDA

Exchange rate, 64%*

121

IMF
Par value changed, 64*
Purchase, 46, 71*
Special drawing rights, 68*
Stand-by arrangement, 72*
UNITED ARAB EMIRATES
IMF
Membership application, 53
UNITED KINGDOM
Balance of payments, 14, 15%, 30,
31%*

Capital movements, 3, 14, 15%, 30,
31+

Economic prospects, 6
EEC, exchange rate margin agree-
ment, 4(fn)
Exchange rate, 3, 4, 16, 24, 34, 39-
40, 64*
Foreign trade, 9%, 15%
Gross domestic product, 5, 6
IMF
Currency use by, 45
General Arrangements to Bor-
row, 80*
Gold deposit closed, 48, 89-90
Purchase, 75%, 79%
Repurchase, 28, 34, 40, 43, 44,
47, 75%, 77*
Special drawing rights, 15%, 32%,
40-41, 42, 43, 44, 46, 68*
Stand-by arrangement, 75%, 797
International reserves, 3, 15%, 30,
31%, 32%
Official claims in pounds sterling,
28, 30
Prices, 7, 8
UNITED NATIONS, 51, 52
UNITED NATIONS CONFERENCE ON
TRADE AND DEVELOPMENT, 52

UNITED STATES
Balance of payments, 1, 3, 7, 14,
15, 16, 17, 22, 24, 28, 29*
Capital movements, 3, 14, 15*, 16,
17,24
Dollar convertibility, suspension of,
1-2, 16, 34, 36, 38, 40
Economic situation and prospects,
1, 4, 6, 7, 10, 14, 15, 24
Euro-market borrowing, 16
Exchange market, 4
Exchange rate, 17, 24, 38*
Foreign trade
Balance, 14, 15*
Exports, 11
Import demand, 10, 11
Import surcharge, 2, 3, 10, 11
Prospects, 22
Value and volume, 9%, 11
Gross national product, 5, 6, 7(fn),
24

Incomes policy, 7, 8
Interest rates, 16, 17, 24
IMF
General Arrangements to Borrow,

5

Gold transactions with, 48, 49,

80%*, 89-90

Par value, 2(fn), 38*, 39, 40,
45, 46, 64°*

Purchase, 37(fn), 44, 46, 71%,
77%, 79t

Special drawing rights, 15%, 28,
29, 32% 40, 41, 44, 68*, 70*
Stand-by arrangement, 791
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UNITED STATES—continued
International reserves, 15%, 28, 29%,
31, 32*
Monetary policy, 14, 15, 16, 24
Official claims in dollars, 3, 28
Prices and wages, 7
Swap arrangement transactions, 4
UPPER VOLTA
Exchange rate, 64*
IMF
Repurchase, 75%, 76*
Special drawing rights, 68*
URUGUAY
Exchange rate, 64*
IMF
Purchase, 71%, 74%, 75*
Repurchase, 74%, 75%
Special drawing rights, 68*
Stand-by arrangement, 72%*, 75*
VENEZUELA
Exchange rate, 64*
IMF
Special drawing rights, 68%, 70*
VIET-NAM
Exchange rate, 64*

IMF
Special drawing rights, 68*
WESTERN SAMOA
Exchange rate, 64*
IMF
Special drawing rights, 68*
WORLD TRADE
Growth, 8, 10
Impact of currency realignment, 12
Industrial countries, 9%, 10, 11, 22
Industrial economies’ effects on, 4
Prices, 10
Primary producing countries—Iess
developed, 4, 9%, 10, 11, 12,
13, 20, 23, 24
Primary producing countries—more
developed, 9%, 10, 11
U.S. import surcharge, effects of,
10, 11
Value and volume, 8, 9%, 10
See also individual countries
YEMEN ARAB REPUBLIC
Exchange rate, 64%
IMF
Special drawing rights, 68*

INDEX B. COUNTRIES, ORGANIZATIONS, AND SUBJECTS

YEMEN, PEOPLE’S DEMOCRATIC RE-
PUBLIC OF
Exchange rate, 64*
IMF
Special drawing rights, 68*
YUGOSLAVIA
Balance of payments, 19
Exchange rate, 64*
IMF
Par value changed, 64*
Purchase, 71%
Repurchase, 75%
Special drawing rights, 68*
Stand-by arrangement, 72%
ZAIRE
Exchange rate, 64*
IMF
Special drawing rights, 41, 68
ZAMBIA
Exchange rate, 64%
IMF
Par value changed, 64*
Purchase, 46, 71*%, 74%*
Special drawing rights, 41, 68*
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