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PREFATORY NOTE
This pamphlet discusses further legal developments that have occurred,
since Pamphlet No. 19 in this series was published, in connection with
currencies, SDRs, and gold as a result of changes in international
monetary arrangements.
Three versions of the Articles of Agreement are referred to in this
pamphlet: the original Articles, the Articles as modified by the first
amendment of them, and the Articles as they will be modified by the
proposed second amendment.
In the notes (see pages 85-103), the words original, first, or second in
italics following the reference to a provision of the Articles shows
whether the reference is to the original Articles, or to the first
amendment, or to the proposed second amendment.
The opinions expressed in this pamphlet are those of the author, who is
the General Counsel and Director of the Legal Department of the
International Monetary Fund, and not necessarily those of the Fund.
September 1977
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Floating Currencies, SDRs,
and Gold
Further Legal Developments
Introduction
The changes that have occurred in international monetary arrangements in the period since August 15, 1971 have provoked novel problems
of international and domestic monetary law. It is useful to recall briefly
some of the main events:
(1) From August 15, 1971 to December 18, 1971, following the
declaration by the President of the United States that holdings of
U.S. dollars by the monetary authorities of other countries would not be
converted by the United States, many currencies, including the
U.S. dollar, floated independently. Although the par value system
established by the original Articles of Agreement of the International
Monetary Fund still remained in force legally, the system was not in
operation. The decision of the Fund of December 18, 1971l that
accompanied the Smithsonian agreement attempted to introduce an
orderly system of relationships among the currencies of all members of
the Fund on the basis of par values and "central rates" coupled with
margins for exchange transactions that were wider than those permitted
by the Articles. Central rates were defined directly or indirectly in terms
of gold. The maintenance by members of central rates, whether with or
without the wider margins included in the decision, or the maintenance of
par values and wider margins in accordance with the decision, did not
bring these practices into conformity with the Articles. Conformity
required that exchange transactions be conducted within margins around
parities that were consistent with the Articles. In short, the exchange
arrangements defined by the decision, although designed to achieve
maximum stability, were nevertheless extralegal.2
(2) In March 1973, the objective of the Smithsonian agreement of
fixed relationships among all currencies was abandoned by members of
the Fund. On November 7, 1973, the Fund adopted a revised decision on
central rates and wider margins that was based on the pattern of the
1
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original decision, except that the revision permitted the establishment of
a central rate defined in such a way that it might be impossible to relate it
to gold.3
(3) On June 13, 1974, the Fund adopted a decision that became
effective on July 1, 1974, under which the special drawing right (SDR) is
valued on the basis of a "basket" of 16currencies.4 The decision is
reproduced in Appendix A. This method of valuation was adopted for
the purposes of operations and transactions in SDRs conducted through
the Special Drawing Account of the Fund. The SDR is defined in terms
of gold in the Articles.5 The valuation was deemed, therefore, to define
gold value, and it was applied in the operations and transactions
conducted through the Fund's General Account as well.6 In this way, the
SDR as defined according to the new method of valuation became the
unit of account of the Fund for all practical purposes in the application of
the Articles. The Fund's decision on its use of the SDR as the unit of
account is reproduced in Appendix B.
(4) On April 30, 1976, the Board of Governors of the Fund approved
the draft of a comprehensive second amendment of the Articles that had
been prepared by the Executive Directors. The proposed second
amendment will take effect when accepted by three fifths of the members
of the Fund representing four fifths of the total voting power of all
members.7
Pamphlet No. 198 in this series surveyed certain legal developments
that had occurred already or that seemed imminent as a result of the
transition from the Bretton Woods system of par values based on gold as
the common denominator to the arrangements that will be governed by
the second amendment of the Articles. The present pamphlet discusses
further developments in the complicated process of change that will
undoubtedly continue for some time to come.
The canvas is a broad one, and a pointillist technique must be
employed. Nevertheless, a clear picture is emerging. Units of account in
treaties and in the domestic legal provisions that give effect to them are
ceasing to be based on gold. As a result, gold is rapidly losing one of its
traditional monetary functions and the SDR is undertaking much of this
function. Members are applying diverse exchange arrangements. Some
currencies are floating independently while others are pegged to
particular currencies or to combinations of them. The par values of
currencies established under the Articles will be abrogated for the
2
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purposes of the Articles when the second amendment becomes effective.9
The courts must decide what effect to give to par values or to gold-value
clauses when referred to in contracts or legal instruments. They must also
decide whether to modify established legal principles because of the new
conditions. Courts are disposed to find practical solutions for all these
problems.

Floating Currencies
Effects

on New Legislation

The proposed second amendment of the Articles of Agreement is
responsible for three classes of legislation that members of the Fund have
adopted or are in the process of adopting. The first and most obvious
class is legislation that amends the member's Bretton Woods legislation
in order to authorize the member to accept the proposed second
amendment of the Articles and to enable it to perform its obligations
under the Articles when amended. The second class also is legislation that
was to be expected. It consists of measures to modify or abrogate the
domestic law by or under which a par value for the member's currency is
established. The third class consists of a variety of measures that are
considered necessary or desirable because of the changes introduced by
the other two kinds of legislation. For example, the amendment of the
Bretton Woods Agreements Act of the United States,10 which is to take
effect on the occasion of the proposed second amendment of the Articles,
has modified the Gold Reserve Act of 1934 (31 U.S.C. 405 b).11
The 1934 statute, which is entitled "An Act to protect the currency of
the United States, to provide for the better use of the monetary gold stock
of the United States, and for other purposes," dealt, among other topics,
with the Exchange Stabilization Fund, and provided in Section 10(a) as
follows:
For the purpose of stabilizing the exchange value of the dollar, the Secretary of the
Treasury, with the approval of the President, directly or through such agencies as he may
designate, is authorized, for the account of the fund established in this section, to deal in
gold and foreign exchange and such other instruments of credit and securities as he may
deem necessary to carry out the purpose of this section. An annual audit of such fund
shall be made and a report thereof submitted to the President.12

3
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When the second amendment of the Articles becomes effective, the same
provision will read:
The Secretary of the Treasury, with the approval of the President, directly or through
such agencies as he may designate, is authorized, for the account of the fund established
in this section, to deal in gold and foreign exchange and such other instruments of credit
and securities as he may deem necessary to and consistent with the United States
obligations in the International Monetary Fund. The Secretary of the Treasury shall
annually make a report on the operations of the fund to the President and to the
Congress.13

The Secretary of the Treasury supported this change because the
original language could be viewed as a direction to peg the exchange rate
of the dollar. The Secretary testified as follows:
This is not the policy of the United States. Our policy is clearly reflected in the
proposed new Article IV in the Fund Articles of Agreement, which has as its basis the
philosophy that exchange rate stability cannot be achieved without orderly underlying
economic and financial conditions.
Under the amended Articles, all members would endeavor to direct their economic
and financial policies toward the objective of fostering orderly economic growth with
reasonable price stability. In this context, they would undertake "to collaborate with the
Fund and other members to assure orderly exchange arrangements and to promote a
stable system of exchange rates." Your proposed amendment of the statute establishing
the ESF [Exchange Stabilization Fund] provides that the ESF is to be used in a manner
consistent with these and our other obligations in the International Monetary Fund as
they evolve over time.
Thus, for example, under the present system of exchange arrangements, the ESF
might be used for exchange market intervention to counter disorderly market conditions.
Should a different system of exchange arrangements evolve under the amended Fund
Articles, suited to different international economic and financial conditions, the ESF
could be used in a manner appropriate to those new arrangements. In this way, your
proposed statutory change properly provides needed adaptability rather than tying the
use of the ESF to any particular exchange rate practice.14

The International Finance, Trade and Aid Act, 197715 of the United
Kingdom provides for various matters relating to the Fund, such as the
payment of further subscriptions and the effect to be given to the second
amendment of the Articles. The amount payable to the Fund as a further
subscription in respect of the increase in the quota of the United
Kingdom as a result of the sixth general review of quotas16 is, of course,
denominated in SDRs, but a notable feature of the Act is that certain
proposed amendments to provisions of law unrelated to the Fund refer to
amounts that also are denominated in SDRs. It may be assumed that this
innovation is the result of fluctuations in the exchange rates between
sterling and other currencies.
4
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The provisions of law to be amended in the manner referred to are
provisions of the Export Guarantees Act, 1975.n A distinction is made
between two classes of commitments entered into by the Secretary of
State under legislation connected with export guarantees, facilities, and
loans. One class consists of commitments expressed in sterling and the
other of commitments in foreign currencies, with the first subject to a
limit denominated in sterling and the second to a limit denominated in
SDKs. "Foreign currency" is defined as "any currency other than sterling,
including special drawing rights."18 Amounts expressed in foreign
currencies, other than SDRs, are to be calculated for the purpose of
applying the limit at specified dates by reference to the equivalent in
SDRs at that date. The equivalent is to be determined by the Secretary of
State "having regard to what appears to him to be the appropriate rate of
exchange."19 The equivalents are recalculated at quarterly intervals. The
limit may be exceeded only if the excess is attributable solely to a
recalculation.
Application of Par Values
It is settled law in the Fund that the par value of a member's currency
last established in accordance with the Articles remains the par value
under and for the purposes of the Articles until a new par value is
established.20 This proposition remains valid even though the par value is
not made effective in exchange transactions in the member's territory and
even though, as a consequence, the Fund does not employ the par value
as the basis for computations involving the currency that are made by the
Fund in applying the Articles. The par values in existence will continue to
exist, in the sense explained, until the second amendment of the Articles
takes effect. Thereafter, it will not be possible to have a par value under
the Articles, unless and until the Fund decides by 85 per cent of the total
voting power that "international economic conditions permit the
introduction of a widespread system of exchange arrangements based on
stable but adjustable par values."21 The Articles will prescribe the
conditions that the Fund must take into account in arriving at a
decision.22 Once the decision is taken, each member will be able to decide
whether to propose a par value for its currency in accordance with the
provisions that will then apply.23
The persistence of par values under the Articles until they are
abrogated by the second amendment poses a problem for courts because

5
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in present conditions par values are likely to be far removed from the
values of currencies in the markets. The Queen's Bench Division of the
High Court of Justice in England had to face this problem in Lively Ltd.
and Another v. City of Munich in June 1976.24 In 1928 the City of Munich
raised a loan by issuing bonds denominated in sterling. Bondholders were
given an option to receive payment in sterling or in U.S. gold dollars
(defined as dollars of the weight and fineness on November 24, 1928) at
the fixed exchange rate of $4.86 to the pound sterling. The terms of the
bonds were modified on June 14, 1955. Under the modified terms,
payment of principal and interest was to be made in sterling only and
calculated on the basis that the nominal amounts payable at the rate of
$4.86 to the pound sterling would be reconverted at the rate of exchange
determined under Article 13 of the Agreement on German External
Debts, dated February 27, 1953. The bonds were payable not later than
December 1, 1973. According to Article 13 of the 1953 Agreement, the
rate of exchange was to be determined by "the par values of the
currencies concerned in force on the appropriate date as agreed with" the
Fund under Article IV of its original Articles. If "no such par values are
or were in force on the appropriate date" and no rate of exchange was
prescribed in a bilateral payments agreement between the two Governments involved, a defined rate of exchange in the market was to be
applied. The court recognized that the issue in the case was whether the
applicable rate of exchange was the one based on the par values of the
U.S. dollar and the pound sterling on December 1, 1973 because they
were "in force" on that day, when in fact they were both floating against
each other and against other currencies, or the one based on the rate of
exchange in the market.
The defendants argued that the last par values of the two currencies
established under the Articles of the Fund before December 1, 1973
remained in force on that date and, therefore, that the rate of exchange
between the two currencies on the basis of those par values was $2.89 to
the pound sterling on that date. The court did not accept this argument.
The words "in force" were used in addition to "as agreed." It had to be
assumed that each phrase was intended to have some effect. The language
was part of a commercial transaction and had to be given a commercially
realistic meaning, whatever might be the treaty obligations of members
under the Articles. The rate of exchange of $2.89 per pound sterling had
no such meaning on December 1, 1973, when the real rate of exchange
6
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was $2.34. The words "in force" in the bonds were intended to mean that
the margins for exchange transactions under the Articles were being
observed for the currencies that were involved under the terms of the
bonds.
The approach endorsed in the Lively case of looking at the actual
monetary situation on the date that was legally relevant produced a
realistic result. The same technique produced a different result in
Fabrizio Gilletv. Commission of the European Communities, which was
decided by the Court of Justice of the European Communities on
March 19, 1975.25 The applicant, a former employee of the Commission
of the European Communities, claimed payment of certain allowances,
due in Italian lire, to which he was entitled as the result of his resignation
on April 1, 1973. He based his claim on the "real parities between the
Belgian franc and the Italian lira" on the date of payment.26 The
Commission relied on Article 63 of the Staff Regulations under which an
official's remuneration was to be calculated "on the basis of the parities
accepted by the International Monetary Fund which were in force on
1 January 1965."27 Adjustments were made in the amounts calculated in
this way to take account of changes in living conditions in the place of
residence or employment.
The applicant argued that the literal enforcement of Article 63 would
lead to unjustified enrichment of the Commission and would provide a
premium to the nationals of those states whose currencies had
appreciated. The court held that the system established by Article 63,
together with adjustments, had to be applied literally, even though "in a
period of monetary instability it is possible that the objective sought
by these provisions may not be entirely achieved."28 Both currencies had
par values under the Fund's Articles on January 1, 1965, and the par
values were effective. The parity on January 1, 1965 was 12.50 lire to the
Belgian franc; the rate of exchange in June 1974 was 17.10 lire to the
Belgian franc.
Hardship Clauses and Concept of Contract
Erratic fluctuations in exchange rates and steep upward or downward
changes in the value of a currency can have disturbing, and even
catastrophic, effects on contracts. There is no need to discuss the question
whether these events are more frequent or more disconcerting since the
7
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collapse of the par value system than the substantial changes in par values
or the occasional floating of currencies that occurred during the period
when the system was in operation. Contracting parties may have had the
feeling that there was reasonable stability in exchange rates before
August 15, 1971, but they do not have that feeling now. Monetary
instability is one of the reasons for a growing concentration by
contracting parties on what are called in English "hardship clauses" and
in French "les hardship clauses."
The problem of maintaining the equilibrium of contracts in an unstable
world and ensuring continued performance is not confined to private
contracting parties. The problem may affect the public welfare of the
countries in which the private parties operate, because of the importance
of the contracts for the economy as a whole. Important sectors of
activity, development plans, or progress toward industrialization may be
dependent on the performance of contracts entered into by private
parties.29
A study group on international contracts, convened under the auspices
of the Paris journal, Droll et Pratique du Commerce International, was
composed of lawyers from a number of countries. In its report, the study
group notes:
First of all, it seems that hardship clauses have been used in international contracts in
other troubled periods of the twentieth century, but that their insertion seems to have
multiplied greatly in the last three or four years. The lack of certainty ensuing from the
upsetting of the international economic and monetary system is certainly not foreign to
this phenomenon. The rapid increase in the recourse to hardship clauses is well reflected
in their drafting: from a very simple structure and general composition scarcely a few
years ago, some of these clauses have today reached an impressive degree of
elaboration.30

For obvious reasons, hardship clauses are most commonly stipulated in
long-term contracts, and have come into prominence as a result of the
needs of entrepreneurs engaged in transnational commercial or financial
activities.
A hardship clause may be defined, in broad terms, as a provision that
permits review of a contract in the event of a change in circumstances that
fundamentally modifies the initial balance between the obligations of the
parties, so that performance, although not impossible, becomes unusually onerous for one party.31 The clause is related to, but can be
distinguished from, a number of established principles of the law of
contract. For example, the doctrine of imprevision, when recognized by a
8
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legal system, refers to a fundamental disturbance in the economics of a
contract but applies to supervening events that were unforeseeable when
the contract was made, whereas the hardship clause can apply in addition
to foreseen events and makes provision for adapting the contract if they
should occur. Both imprevision and hardship clauses are based on the
idea that the events they cover are beyond the control of the contracting
parties. If imprevision is not recognized in a particular legal system,
hardship clauses may have an additional importance but they may raise
the problem of validity. In some legal systems, however, hardship clauses
may raise less of a legal problem than index clauses.
Hardship clauses must be distinguished also from various clauses that
provide for the adaptation of a specific term or terms of the contract in
certain defined circumstances, such as changes in costs, prices, or
exchange rates. Index or maintenance-of-value clauses fall into this latter
category. They may be intended to serve purposes similar to those of
hardship clauses, but index or maintenance-of-value clauses may be
difficult to draft. Moreover, even if it is possible to draft them with
precision, they may be less acceptable because of their complexity and
rigidity.
Hardship clauses need not involve a precise definition of the
circumstances to which they relate, and they provide not for automatic
adaptation but for negotiation on how the contract should be adapted.
The procedure to be followed for the purpose of adaptation may range
from negotiation between the parties to recourse to arbitrators or experts
under elaborate provisions of the contract.
The report cites examples of hardship clauses, among which some that
deal explicitly with monetary developments32 read as follows:
...dans le cas ou la situation 6conomique ou mon&taire subirait des modifications...
(p. 62)
Dans le cas de modifications importantes pouvant affecter le systeme monetaire
international, modifications notamment susceptibles d'entrainer des distorsions serieuses
dans les relations entre les monnaies auxquelles il est fait reference dans ce contrat...
(p. 67)
Toutes difficultes... relatives £ Fobtention de devises, a des mesures de politique
commerciale au contingentement, a la manipulation monetaire. (p. 64)33
... en cas de bouleversement du systeme mon6taire international actuel... (p. 64)
En cas de modifications de droit ou de fait dans les parites du franc beige et du florin...
(p. 65)
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If owing to changed circumstances such as changes in monetary values... (p. 67)
... pour effet de rencherir le cout des ressources en devises ou des credits ou de reduire le
montant en principal ou en intfcrets a percevoir par la banque... (p. 69)

In connection with the references to disturbances on the basis of which
a hardship clause can be invoked, the report comments:
It will be clear that to be specific is not always the same as to be precise, and the
establishing of the existence of the circumstances (e.g. "changes in monetary value*') may
create real problems.34

The application of a hardship clause to monetary developments was an
issue in In the Matter of Arbitration of Disputes Relating to the Charters
of M.S. John Wilson and M.S. Chilean Nitrate, both dated June 12,
1968, between Ocean Transport Line, Inc., as Owner, and Chilean
Nitrate Sales Corporation, as Charterer, decided by the Sole Arbitrator
at New York, N.Y., on April 25, 1973.35 The dispute arose between the
Owner and the Charterer of two vessels under two charter parties entered
into on June 12, 1968 for a period of approximately five years. The
dispute involved two clauses, of which Clause 53 provided that if the
U.S. dollar were devalued in relation to the official price of gold of
US$35 per fine ounce, the Owner, upon six months' notice to the
Charterer served not later than 90 days after each such devaluation,
would have the right to renegotiate the rate of hire. The new rate, if
agreed, would come into force six months after the date of notice but not
before July 1, 1969. Clause 54 was the hardship clause:
If conditions which are unforeseen today should arise during the tenure of the
Timecharter Party whereby undue hardship should be inflicted on either Owners or
Charterers, they mutually affirm that on request of either party they will closely examine
the situation with goodwill to ascertain whether it is possible to rectify or ameliorate such
hardship. This clause only to come into effect from October 1st, 1970.36

The Owner invoked Clause 53, but there is no need to discuss this
aspect of the arbitration. Beginning in the latter half of 1971 and
continuing through 1972, the Owner pressed for renegotiation under
Clause 54 also on the ground that circumstances unforeseen when the
charters were entered into had made performance of them economically
impracticable. Among these circumstances were the increased cost of
wages and of provisioning the vessel as a result of devaluation of the
U.S. dollar. The Owner did not succeed in his efforts to renegotiate the
rate of hire.
10
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The Owner argued that it was released from the charters. The
arbitrator treated the Owner's contention as one based on the common
law doctrine of frustration and not on Clause 54, and he therefore found
that the criteria for the application of the doctrine were not satisfied. He
thought that the devaluation was foreseeable and that the Owner had
not proved that the increases in cost had made performance economically
impracticable. The combined total percentage change in the operating
expenses of the two vessels between 1969 and 1972, resulting from all
economic factors, was 48.9 per cent. But only 40 per cent of the Owner's
expenses were incurred in currencies other than the U.S. dollar.
Furthermore, the Owner's expenses in Chilean escudos were reduced by
the devaluation of that currency between August 1971 and May 1972.
Mere increase in cost alone was not a sufficient excuse for nonperformance. The increase must be extreme and unreasonable.
In view of the formulation of the Owner's contention, the arbitrator's
award in connection with the economic impracticability of performance
was not based on the hardship clause. The Owner's contention did not
rely on Clause 54 because it provided expressly for the consequences of
a failure to reach agreement on renegotiation under it, but the Owner
wished to be released altogether from the charters. The award does not
answer the question whether the Owner's increase in costs was a sufficient
justification for invoking Clause 54. The case shows that even hardship
clauses can fall short of the protection that a contracting party may want
when circumstances change.
It is, of course, impossible to foresee whether monetary instability will
be reduced after the proposed second amendment of the Articles enters
into force, and whether, therefore, at least this form of instability will be
less of a reason for the inclusion of hardship clauses in contracts. It will
be seen in the discussion of Exchange Arrangements and Future Legal
Developments later in this pamphlet that under the second amendment
members will be free to apply the exchange arrangements they prefer but
that they will be bound by certain obligations, including the obligation to
collaborate with the Fund and other members "to assure orderly
exchange arrangements and to promote a stable system of exchange
rates."37 The provisions of the second amendment on exchange
arrangements are reproduced in Appendix C. The Fund will be required
to adopt "specific principles for the guidance of all members" with respect
to their exchange rate policies.38 Even if a greater degree of stability is
11
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ensured under future conditions, changes will occur in exchange
arrangements and exchange rates, so that the use of hardship clauses tied
to monetary developments may not decline, particularly in connection
with long-term contracts.
The report concludes that hardship clauses call in question several
traditional concepts, including the one referred to in the following
passage:
In the first place, the concept of contract itself, as it is interpreted in French Law, is
somewhat modified by the insertion of a clause which violates the principle of the
contract as law (although such clause itself proceeds from the principle of freedom to
contract). The contract, instead of being immutable as before, now becomes
evolutionary. The classical distinction between the two stages in the life of a contract—
formation and execution—is less sharp: periodical renegotiations can now take place
after the initial negotiations. The contract no longer represents a permanent point of
balance which is the result of a clash between conflicting interests. It now shows by its
successive modifications the evolution of a community of interests which has been
established between the parties: a long-term bond is created between them by means of
relations which cannot fail.39

The question has been raised whether this new concept of contract is so
closely associated with transnational contracts that it has become a
customary principle that replaces the classical concept of contract in
relation to these contracts.40
The Fund's practice under stand-by arrangements can be considered a
related legal phenomenon. For reasons of policy the Fund has decided
that stand-by arrangements shall not be regarded as contracts between
the Fund and the member for whose benefit a stand-by arrangement is
granted by the Fund.41 This decision itself illustrates that the legal
categories of consensual arrangements are not closed. But, in addition,
the Fund's practice is interesting because of certain analogies to the
practice under hardship clauses. Stand-by arrangements for amounts
beyond a certain norm include performance criteria, i.e., certain policies
expressed sometimes in quantitative and sometimes in nonquantitative
but objective terms, on the observance of which the member's ability to
make purchases of foreign exchange under the stand-by arrangement is
made to depend. The Fund recognizes that the member may be unable in
certain circumstances to observe the performance criteria, perhaps
because of hardship resulting from unforeseen developments or
something else. The stand-by arrangement provides, therefore, that if a
performance criterion is not being observed, the member will refrain
12
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from requesting purchases until after it has consulted the Fund and
reached understandings on the circumstances in which purchases may be
made. These circumstances may include observance by the member of
modified or new performance criteria.42
The Fund's practice includes other examples of the movement from the
classical concept of contract to a concept of a continuing relationship
based on the necessity to recognize changing conditions. There have been
numerous occasions on which a stand-by arrangement provided not only
for the modification or substitution of performance criteria when existing
performance criteria were not being observed but also for the adoption of
new criteria at some time during the period of the stand-by arrangement.
This practice has been followed because of the difficulty of reaching
understandings between the Fund and the member on certain aspects of
the member's economic program at the time the Fund approves the
stand-by arrangement in support of the program. For example, the
member may have in prospect a budget that will be established during the
period of the stand-by arrangement. It is provided, therefore, that
understandings will be reached at a later date on certain aspects of the
program and that the use of the Fund's resources after a certain date will
depend upon the establishment of these understandings and the member's
observance of them.43
The technique described above became more important in recent years
under practices of granting arrangements for discrete periods longer than
the normal one year. The Fund decided in 1974 that it will grant
"extended arrangements" for periods not in excess of three years in
support of programs to correct, over time, balance of payments problems
that result from structural difficulties in the economy. The member
seeking an extended arrangement presents a program setting forth the
objectives and policies for the whole period and a detailed statement of
the policies and measures for the first 12 months, with the understanding
that for each subsequent 12 months the member will present the Fund
with a detailed statement of the progress made and of the policies and
measures that it will follow to realize the objectives of the program. The
statement includes "such modifications in the member's policies as might
reasonably be considered necessary to assist it to achieve its objectives in
changing circumstances."44
Extended arrangements are not the only arrangements for the use of
13
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the Fund's resources under which purchases of currencies can be made
over a period of more than one year. Extended arrangements are
intended primarily for the support of a program when an economy is
suffering a serious imbalance in its payments that is related to structural
imbalances in production, trade, and prices, or when an economy is
characterized by slow growth and an inherently weak balance of
payments position that prevents pursuit of an active development
program. A member may have difficulties that fit into neither of these
categories, but it may require a longer period for the pursuit of a program
to achieve adjustment in its balance of payments. The Fund may grant
stand-by arrangements for periods beyond one year in such circumstances, and the techniques described above are followed in connection
with these arrangements also.45
Finally, consultation is not confined to the period of the stand-by or
extended arrangement. A member undertakes that, even after the period
of the arrangement, if the Fund's holdings of the member's currency in
excess of the first credit tranche include currency deriving from purchases
under the arrangement, it will consult the Fund, either at the initiative of
the member or at the request of the Managing Director, on the member's
balance of payments policies. The undertaking is based on the thesis that
the member's use of the Fund's resources should be consistent with the
Articles and with the Fund's policies not only during the period of the
arrangement but also during the period in which the use persists beyond a
certain level. Consultation is related to the member's policies from time
to time and is not confined to the program in support of which the
arrangement was approved. The situation may have changed substantially since the program was adopted.46
It must be made clear that the practices described in connection with
stand-by and extended arrangements are not the product of recent
developments in connection with exchange arrangements. Stand-by
arrangements have been approved in the past, however, to eliminate
instability in the exchange rate for a member's currency, to ensure an
orderly management of the exchange rate, or to eliminate or prevent the
adoption of restrictions that impede desirable developments in the
exchange rate. These objectives are likely to persist as motives, although
not the only ones, for approving stand-by or extended arrangements.
14
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Judgments in Foreign Currencies and Other Problems
In Miliangos v. George Frank (Textiles) Ltd.,*1 the House of Lords
rejected the ancient proposition of English law that English courts can
give monetary judgments only in sterling. "[T]he decision in the
Miliangos case has revolutionised the position and has disposed of the
once common assumption that foreign currency must be treated by our
courts as if a commodity, e.g. a foreign cow."48 In the Miliangos case, the
House of Lords decided not only that a court can give judgment in a
foreign currency but also that the rate of exchange for converting the
foreign currency is the rate on the date when the judgment is enforced,
i.e., when payment is actually made, and not on the date when the debt
should have been paid or on the date of the judgment. The rejection of
the "breach-date" rule, and for that matter the rule of the date of
judgment, is of obvious importance for a judgment creditor when sterling
is depreciating. The defendant must pay the amount of foreign currency
awarded or the equivalent in sterling at the rate of exchange at the time of
payment.49
The change in English law has been adopted largely because sterling is
floating and because in some cases judgments expressed in sterling when
it is floating would be inequitable. The Miliangos case and its progeny
have been provoked by the depreciation of sterling. The argument of
defendants that change from the former principle was unnecessary
because sterling might appreciate has not impressed the courts, which
have responded that the new principle would render equity to both
parties in both situations. The courts have been aware that the inequity
that would have followed from the former principle might have deterred
nonresidents from doing business with residents of the United Kingdom
and therefore might have harmed the financial and commercial interests
of the United Kingdom.50
The judgment in the Miliangos case is still reverberating in English
law.51 The ratio decidendi was carefully limited to the facts of the case,
but the judges were conscious that a change was being initiated that
might have broader effects. Lord Wilberforce stated that:
I would make it clear that, for myself, I would confine my approval at the present time of
a change in the breach-date rule to claims such as those with which we are here
concerned, i.e., to foreign money obligations,... obligations of a money character to pay
foreign currency arising under a contract whose proper law is that of a foreign country
and where the money of account and payment is that of that country, or possibly of some
other country but not of the United Kingdom.
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I do not think that we are called upon, or would be entitled in this case, to review the
whole field of the law regarding foreign currency obligations: that is not the method by
which changes in the law by judicial decision are made. In my opinion it should be open
for future discussion whether the rule applying to money obligations, which can be a
simple rule, should apply as regards claims for damages for breach of contract or for
tort— It is for the courts, or for arbitrators, to work out a solution in each case best
adapted to giving the injured plaintiff that amount in damages which will most fairly
compensate him for the wrong which he has suffered.52

The courts have applied the Miliangos principle in circumstances other
than those involved in that case. In a subsequent case,53 the court has
applied the principle to a debt payable in U.S. dollars in circumstances in
which English law was the proper law of the contract and in which the
place of payment was in England.54 In a second case,55 the defendants
failed to accept cloth for which they had agreed to pay in Swiss francs
under a contract governed by Swiss law. The court held that damages for
breach of contract—as distinguished from the debt in the earlier case—
could be awarded in Swiss francs as claimed by the plaintiffs. The
judgment was based on the circumstance that there was an obligation of a
monetary character to pay foreign currency and that under Swiss law the
plaintiffs were entitled to be placed in the same position as if the contract
had been performed.
In the Miliangos case and the two cases involving the application of the
Miliangos principle to contracts, the plaintiffs were exporters who were
nonresidents of the United Kingdom and who were asserting claims in
foreign currency against importers who were residents of the United
Kingdom. It has been observed that, as a result of the sharp depreciation
of sterling, British businessmen are tending, in their longer-term export
contracts, to denominate prices in foreign currency, particularly if the
exports are destined for a country having a currency that is expected to
remain strong against sterling. In the past most of the exports have been
invoiced in sterling.56 The new development has occurred even though
industrialists are said to react more cautiously to changes in monetary
conditions than in business conditions because they see themselves as
dealing in goods and not in money.57 British shipping companies, with
worldwide trade in the course of which most of their receipts are earned
abroad, began to move toward invoicing freight in U.S. dollars after the
devaluation of sterling in 1967.58 More recently, the international
shipping industry as a whole has increasingly invoiced freight in terms of
a basket of currencies.59
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Exporters are not the only businessmen who feel the need to reconsider
their practices as a result of the floating of currencies. For some
businessmen, unilateral action is not possible because their activities are
regulated by industrial or professional organizations. For example, it has
been reported that, as a result of the depreciation of sterling, the British
Insurance Association and the Reinsurance Offices Association are
considering jointly what changes should be made in the accounting and
settlement systems of the insurance industry. The problem has arisen
because an insurance underwriter who accepts overseas risks in the
London market is usually paid a premium converted into sterling by the
broker but, with the use of these receipts, eventually may have to meet a
claim denominated in foreign currency. The higher interest rates on
sterling compared with other currencies do not offer adequate compensation for the possible losses. British exchange control limits the amount of
foreign exchange that insurers may hold to a proportion of the net
premiums received in foreign currencies in the previous year. For
additional purchases of foreign currency, the insurers have to pay a
premium. *°
One further example will suffice to illustrate the problems associated
with floating, and particularly with depreciating, currencies. British
borrowers of foreign currencies have found the repayment of the loans in
sterling extraordinarily burdensome. A number of companies have
borrowed foreign currencies because of the low rate of interest payable
under the loan agreements in comparison with the interest earned on
sterling. This advantage has been outweighed in many cases by the
additional cost in terms of sterling of servicing and repaying the loan.61
In his Budget Statement of April 1976, the Chancellor of the Exchequer
announced that he would make a final decision in the following year on
tax relief in connection with borrowings in foreign currency to compensate for the decline in the value of sterling. Under the existing law,
differences in exchange rates may give rise in certain circumstances to
relief or liability for trading companies, but there is no relief or charge
under the tax code relating to capital gains in respect of exchange losses
or profits on the repayment of borrowings in foreign currency. The
Inland Revenue, which was working on a change in the law, had asked
representatives of business, and of the accounting and legal professions,
to "make known their views both on the general principle or more
extensive relief and on the details of some workable schemes." In his 1977
17
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Budget Statement, however, the Chancellor of the Exchequer said that he
was concentrating for the time being on other forms of tax relief.62
The Miliangos principle has progressed beyond the field of contract
into the territory of tort. An English case decided in 1977 involved a
collision between two vessels. It was agreed between the parties that the
owner of vessel A was 85 per cent to blame and should pay to the
plaintiff, the owner of vessel B, as damages for negligence 85 per cent of
the loss and damage suffered as a result of the collision. The plaintiff was
a Liberian company whose head office was in Greece and whose vessel B
was managed for it by agents with a principal place of business in New
York. Repairs to vessel B were carried out in Shanghai, Yokohama, and
Los Angeles and were paid for in the domestic currency in each place.
The Chinese and Japanese currencies were acquired with U.S. dollars. The
question before the court was the currency in which the damages should
be awarded. The three possibilities considered by the court were sterling,
as the currency of the forum, the currency of expenditure or loss, and the
currency with which the plaintiff had the closest connection. The court
declared that if it had been free as a matter of law to choose a solution, it
would have preferred the third possibility, because it would expose a
plaintiff to the effect of changes in the value of his own currency only.
The court did not have this freedom, however, because the third
possibility had been rejected in other cases. In examining the other two
solutions, the court concluded that the second was more compatible with
the basic principle of the law of damages, and the Miliangos principle
made it possible to award damages in the currency in which expenditure
or loss had been incurred or in the sterling equivalent at the date of
payment.63
Courts in the United States have not yet adopted the principle that they
can award judgments in foreign currency. The pressure to do so is less, in
view of the relative stability of the exchange rate for the U.S. dollar. The
courts have been divided on the question whether the rate of exchange to
be chosen for converting a foreign currency into U.S. dollars should be
the rate on the date of the accrual of the claim (the breach day) or on the
date of the judgment. The author of an article published in 197764
concluded that little stands in the way of adoption of the Miliangos
principle on both these questions by courts in the United States:
Except for a few ancient state statutes, "long buried in oblivion," that speak of money
and money judgments exclusively in terms of the dollar, there seems to be nothing to
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stop the state courts... The modern view of "money" is liberal, and state judges have
broad power to adopt procedural changes of this type.
Federal courts ... must work their way around an Act of Congress of 2 April 1792,
commanding that "all proceedings in the courts shall be kept and had in conformity to*'
the rule that "the money of account of the United States shall be expressed in dollars."65

He felt, however, that the statute would not be violated by judgments
expressed in both a foreign currency and the U.S. dollar equivalent at the
time of payment and that the Federal Rules of Procedure would not
preclude judgments in this form.
According to another author, the courts in the following countries,
among others, award judgments in foreign currency: Austria, Brazil,
Denmark, Egypt, the Federal Republic of Germany, Italy, Norway,
Poland, and Switzerland. In some of these countries, the plaintiff can sue
only for the foreign money of account and not for the currency of the
forum, but the defendant may request that judgment against him provide
for an option to pay in the foreign money of account or the equivalent in
the currency of the forum at the rate of exchange on the day of payment.
In some countries, such as France, Belgium, and Argentina, the courts
award the currency of the forum but at the rate of exchange on the day of
payment.66 The practices of the courts in all the countries mentioned in
this paragraph antedate the worldwide floating of currencies.67

Exchange Arrangements and Future Legal Developments
During the existence of the par value system, numerous currencies
floated, but most of the members of the Fund with substantial roles in
international trade and payments maintained effective par values for
their currencies during most of the period. Whenever par values were not
maintained, the practices in force were regarded as temporary deviations
from the system or as aberrations that did not threaten it. International
and national law relied on the comfortable conviction of stability in
exchange arrangements, or at least the international approval of changes
in exchange rates by means of orderly procedures under the Fund's
Articles. No basic change in attitude was discernible even when the
sentiment for greater flexibility developed.68 No great change might have
occurred even if exchange arrangements had been based, in accordance
with the views of the Committee of Twenty, on "stable but adjustable par
values" that were subject to approval by the Fund69 with "floating rates
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in particular situations, subject to Fund authorization, surveillance, and
review."70
The collapse of the par value system initiated changes in international
and national law, some of which are discussed in this pamphlet and in
Pamphlet No. 19. At this point, it is relevant to consider the prospects
for the future. Article IV of the proposed second amendment provides
that each member will undertake to collaborate with the Fund and other
members to ensure the existence of orderly exchange arrangements and
to promote a stable system of exchange rates. Article IV will authorize
each member to apply the exchange arrangements of its choice. These
arrangements may include, without limitation, maintenance of a value in
terms of the SDR or of another denominator selected by the member,
other than gold, or cooperative arrangements among members by which
they maintain the value of their currencies in relation to the value of the
currency or currencies of other members. It will be possible, therefore, for
a member to peg the value of its currency to another currency, or to join
in such arrangements as the European "snake," but the member will be
able to change the peg, or change its exchange arrangements, or
withdraw from the cooperative arrangements to which it has been a
party. The use of gold as a denominator is the only exchange
arrangement that will be prohibited. This step has been taken because
gold will cease to have an official value under the second amendment of
the Articles, and it is hardly credible that the exchange value of a
currency would be maintained in terms of the fluctuating price of gold in
the market.
Under the second amendment of the Articles, the Fund will be able, by
a decision taken by an 85 per cent majority of the total voting power, to
recommend general exchange arrangements that are in accord with the
development of the international monetary system. If recommendations
were made, the freedom of each member to apply exchange arrangements
of its choice would not be impaired. The Fund would be able to
determine, by the same majority, that international economic conditions
permitted the introduction of a widespread system of exchange
arrangements based on stable but adjustable par values. As a
consequence of this determination, certain detailed provisions regulating
par values will become applicable. Even then, however, a member will
not be required to establish a par value for its currency. The common
denominator of that par value system may be the SDR or another
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denominator chosen by the Fund, but the Fund may not select gold or a
currency for this purpose.71 A future par value system under these
provisions will be radically different in some respects from the par value
system of the original Articles.72
The return to a par value system immediately after the effective date of
the second amendment is improbable. The situation is likely to be what it
was before the second amendment, subject to two qualifications. The first
is that whereas exchange arrangements before the second amendment are
inconsistent with the Articles, the same exchange arrangements will
become consistent with the Articles after the second amendment. The
other qualification is that members will be bound by new obligations
after the second amendment, including an obligation "to collaborate with
the Fund and other members to assure orderly exchange arrangements
and to promote a stable system of exchange rates."73 The Fund will be
required to oversee both "the international monetary system in order to
ensure its effective operation" and "the compliance of each member with
its obligations" relating to exchange arrangements.74 To fulfill its
functions, the Fund will be obliged to "exercise firm surveillance over the
exchange rate policies of members" and to "adopt specific principles for
the guidance of all members with respect to those policies."75 The Fund
has already formulated certain principles and procedures for the
surveillance of exchange arrangements that will become effective when
the second amendment is adopted. These principles and procedures are
reproduced in Appendix D.
It is not surprising that attempts to introduce flexibility into the par
value system have given way to efforts to ensure orderly conditions
whatever the exchange arrangements that members choose to apply.
Efforts were initiated even before agreement was reached on the
proposed second amendment of the provisions of the Articles that deal
with exchange arrangements. On June 13, 1974, the Fund adopted its
decision on guidelines for the management of floating exchange rates.76
The guidelines were recommended to members as the way in which, in
present conditions, they could perform their undertaking "to collaborate
with the Fund to promote exchange stability, to maintain orderly
exchange arrangements with other members, and to avoid competitive
exchange alterations."77 The decision states that:
These guidelines are based on the assumption that in any situation of floating it may be
desirable (a) to smooth out very short-run fluctuations in market rates and (b) to offer a
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measure of resistance to market tendencies in the slightly longer run, particularly when
they are leading to unduly rapid movements in the rate, and (c) to the extent that it is
possible to form a reasonable estimate of the medium-term norm for a country's
exchange rate, to resist movements in market rates that appear to be deviating
substantially from that norm. Guidelines of this kind are necessary, inter alia, in order to
arrive at a clear conception of what competitive exchange alteration is, and to provide
safeguards against it.78

In the Declaration issued at the Rambouillet summit meeting, in
November 1976, the Heads of States and Governments of France, the
Federal Republic of Germany, Italy, Japan, the United Kingdom, and
the United States agreed to declare, inter alia, that:
With regard to monetary problems, we affirm our intention to work for greater stability.
This involves efforts to restore greater stability in underlying economic and financial
conditions in the world economy.
At the same time, our monetary authorities will act to counter disorderly market
conditions, or erratic fluctuations in exchange rates... 79

Principle B of the decision adopted by the Fund on April 29, 1977 for
the guidance of members in connection with their exchange rate policies
declares that:
A member should intervene in the exchange market if necessary to counter disorderly
conditions which may be characterized inter alia by disruptive short-term movements in
the exchange value of its currency.80

The provisions of Article IV of the proposed second amendment of the
Articles and the principles already adopted by the Fund include no
reference to a medium-term norm for a member's exchange rate. The
provisions of the second amendment will refer to "a stable system of
exchange rates," and not to stability of the exchange rates for individual
currencies. They will refer also to the promotion of stability "by fostering
orderly underlying economic and financial conditions and a monetary
system that does not tend to produce erratic disruptions."81
It is not possible to forecast how stable exchange rates will be in the
future, but it seems likely that the process of change in international and
national law that is the subject of this study will not be arrested or
reversed. Even if relative stability in exchange rates prevails because
"orderly underlying economic and financial conditions" are achieved, it is
improbable that the negotiators of treaties, legislators, or the parties to
contracts will draft their legal instruments on the assumptions that they
may have relied on in the days when the par value system of the Articles
was effective. Stability alone will not suffice because of the unilateral
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freedom of members to change their exchange arrangements. Even if
exchange rates become more stable than under the par value system,
there will no longer be the assurance of the international endorsement of
par values and exchange rates that was provided by the par value system.
In the drafting of legal instruments, the legalization of exchange
arrangements that are now inconsistent with the Articles may not be
considered an adequate substitute for the international approval of par
values and exchange rates maintained within agreed margins. Finally, the
absence of a common denominator for the system as a whole is another
reason why it is unlikely that there will be a reversion to the assumptions
of the past in the drafting of legal instruments.
The second amendment of the Articles will provide for the possible
reintroduction of a par value system, but one that will differ in important
respects from the par value system of the original Articles. For example,
a member will not be required to establish a par value for its currency,82
and if it takes this step it will be empowered to abandon the par value
unless the Fund objects by a decision taken by an 85 per cent majority of
the total voting power.83 Moreover, the margins around parities within
which exchange transactions involving currencies with par values will
have to be confined84 will be wider than those consistent with the original
Articles.85 Even under a future par value system, therefore, it seems
unlikely that the drafters of legal instruments will be able to rely, as they
might have in the past, on the stability or international endorsement of
exchange rates that were permitted to move only within narrow margins.
The conclusion seems justified that the drafting of legal instruments
and the development of international and national law will proceed on
different assumptions from those that often were made during the life of
the par value system, no matter what exchange arrangements may be in
effect under Article IV after the second amendment and no matter how
stable exchange rates may prove to be.
A world of floating currencies will produce changes in the law, and
these changes will modify traditional business practices and affect other
activities. Decisions such as those in the Miliangos case and its successors
may induce contracting parties to contract in a currency that they think is
less likely to fluctuate in value than a currency that would have been
chosen in the past or in a basket of currencies. Similarly, the attitudes of
parties to the settlement or litigation of claims for tort may be affected by
decisions establishing that damages may be awarded in the foreign
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currencies in which loss was suffered or permitting payment in an
equivalent amount of the currency of the forum at the rate of exchange
on the date of payment. For example, if the currency in which loss was
incurred is a currency likely to appreciate against the defendant's
currency, he may prefer to settle rather than to take the risk of having to
pay a larger amount in his own currency under a judgment at a later date.
If the loss was incurred in a currency likely to depreciate against the
plaintiff's currency, he may feel induced to settle instead of awaiting the
outcome of suit.

Special Drawing Rights (SDRs)
International Agreements: A Survey
A number of units of account defined in terms of gold can be found in
treaty law, among them the PoincarS franc,86 the Germinal franc,87 the
U.S. dollar of a certain date, or a unit of account so defined as to be
equivalent to the gold value of the U.S. dollar from time to time.88
Changes in the international monetary system have provoked a ferment
of activity in the search for a unit of account in substitution for units
based on gold. This activity is occurring among states in connection with
treaties that give expression to existing or new agreements, among
national technical departments and entities which, though official, do not
engage the responsibility of states as such, and among nonofficial entities
that participate in transnational activities.
The discussion in this section of the pamphlet concentrates largely on
efforts to introduce the SDR as a unit of account in treaties.89
Developments in the Fund must be noted first. Pamphlet No. 19
discussed the change that the second amendment of the Articles will
make in the provision of the present Articles dealing with the definition
of the unit of value of the SDR.90 Under the second amendment of the
Articles the value of the SDR will not be related to gold. The Fund will
be authorized to determine the value of the SDR by decisions taken by
70 per cent of the total voting power, but an 85 per cent majority will be
necessary if the decision is to make a change in the principle of valuation
or a fundamental change in the application of the principle already in
effect.91
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Meanwhile, the Fund decided on June 13, 1974 that, with effect from
July 1, 1974, the value of the SDR shall be taken to equal the value of a
basket of stated amounts of 16 currencies. This decision was to be
reviewed two years from the date on which it was taken, but the method
of valuation was not changed in 1976 as a result of the review. It was felt
that in considering the method of valuation, the Fund should take
stability into account in order to enhance the status of the SDR as a unit
of account in the world at large.
In the Fund, the SDR is already the unit of account and the basis on
which the value of the Fund's assets is maintained.92 When the second
amendment of the Articles takes effect, the SDR will be the unit of
account for expressing the value of the Fund's assets held in the three
Accounts of the General Department (the General Resources Account,
the Special Disbursement Account, and the Investment Account),93 and
the standard to be applied for maintaining the value of the currencies
held in the General Resources Account.94
Certain general or widespread tendencies or attitudes can be discerned
in the negotiations that have been completed or are still being conducted
in connection with the adoption of a unit of account. The references to
treaties in the following paragraphs should be understood to include
some other forms of transnational agreement, such as agreements among
national technical departments or other entities:
(1) When the issue is the adoption of a more appropriate unit of
account under an existing treaty, there is a tendency to see whether the
unit of account already in use can be adapted by interpretation or by
administrative decision in order to employ the SDR. The issue takes this
form when the unit of account already in use is defined in terms of gold.
The alternative is seen to be amendment by which a new unit of account,
whether it be the SDR or another unit, would be substituted for the one
already in use. There is some hesitancy about resorting to amendment
when it is a cumbersome and lengthy procedure, which it is likely to be
under many multilateral treaties. Moreover, in some organizations the
question of amendment can be resolved only at a meeting of the plenary
organ, which can be convened in accordance with the constitution only at
intervals of some years.
(2) When the SDR or some other unit of account has been substituted
by interpretation or administrative decision for a unit of account based
on gold, it is sometimes recorded that the solution is a temporizing one
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and may not give sufficient weight to the interests of all parties as a
permanent measure. The interim solution is defended on the grounds that
it is necessary to find a prompt solution even though it will not be easy to
arrive at a solution suitable for incorporation in the governing treaty.
(3) No effort has been made to adopt an omnibus international
agreement to substitute the SDR or any other unit of account for units of
account based on gold in a broad range of treaties. A joint move to the
SDR has been made, or is being discussed, however, in connection with
groups of treaties that are associated with a single activity.
(4) The negotiators of a new treaty or of a proposal to amend an
existing treaty connected with a particular activity are influenced by the
reaction to the SDR as the unit of account in negotiations, completed or
continuing, connected with comparable activities. In view of this
paragraph and paragraph (3) above, the SDR as a unit of account is
discussed in this pamphlet under the headings of International
Transportation: Air and Sea, International Transportation: Rail,
International Telecommunication and Postal Services, International
Financial Operations, and Products Liability.
(5) Under some conventions, a creditor or debtor may choose the
currency of payment in making settlements required by the provisions of
the convention. This privilege creates opportunities for the party having
this option that could be inequitable for the other party. Contracting
parties to the convention are encouraged therefore to seek a solution
based on a unit of account that will ensure equal value whatever the
currency that is chosen for payment. It is realized that the Fund's
arrangements based on the SDR achieve this result.
(6) Negotiators are aware that among the advantages of the
SDR, apart from the obvious one of acceptance by all members of the
Fund, is the determination and publication by the Fund of the exchange
rates of currencies in terms of the SDR. This service avoids the need for
official machinery to determine and publish exchange rates based on
another unit of account.
(7) There has been some support for the proposal that there should be
flexible powers and procedures for determining the composition of the
basket of currencies that constitutes the unit of account to be
incorporated in a convention. Most of the organizations that have
adopted the SDR as the unit of account in the recent past, however, have
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accepted the "flexible" and not the "frozen" SDR. That is to say, they
have adopted the SDR as it may be valued by the Fund from time to
time. Some treaties, however, particularly those relating to financial
operations, provide for reconsideration of the unit of account if a change
is made by the Fund in the valuation of the SDR or in other
circumstances.
(8) There has been a reluctance, which may be less than it was before
the drafting of the proposed second amendment of the Articles was
completed, to move to the SDR as the unit of account in one step because
it was felt, to some extent on the basis of the Committee of Twenty's
Outline of Reform, that the international monetary system would
undergo an evolutionary process of reform.95 Negotiators have become
aware of the agreement that gold will not be the common denominator of
the international monetary system and that par values defined in terms of
gold will disappear when the second amendment of the Fund's Articles
becomes effective. Some organizations have delayed the recommendation
of a solution for their purposes in order to see whether agreement would
be reached on some unit that would fill the former role of gold. They may
be helped, therefore, by the provision of the proposed second amendment
that refers to the objective of making the SDR "the principal reserve asset
in the international monetary system."96 Moreover, the second amendment of the Articles, as already noted, will prevent members from defining
their currencies in terms of gold for the purposes of the Articles.97 These
developments may help to dispel the impression created by the
Committee of Twenty in referring to the present form of valuation of the
SDR as an "interim" valuation. The Committee used that language in
1974 because there was still a widespread expectation of a prompt return
to a system of par values.98 It is now clear that this expectation will not be
realized and that the "basket" method is likely to persist as the one that is
most practicable in a system of floating currencies.99 The Committee of
Twenty also gave the impression that the second amendment of the
Articles would be less ambitious than the amendment on which
agreement has been reached. As the negotiation and drafting of it
progressed, the idea that the negotiators were dealing only with
"immediate steps" became less and less pronounced. 10° At the same time,
however, it has been noted in the discussions held in some organizations
that only a small number of members of the Fund have pegged their
currencies to the SDR.101
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(9) Some countries seem to be advocating the adoption of the SDR
whenever the issue of an appropriate unit of account arises in an
international negotiation. Other countries, however, may be distinguishing between treaties that impose an obligation on them to maintain the
value of their contributions to, or the holdings of their currencies by, an
international organization or that make the SDR the basis of payments
under financial agreements and treaties that do not involve such
obligations. The latter countries may be less willing to adopt the SDR as
a unit of account in treaties that impose financial obligations on them
because valuation on the basis of the SDR imposes constant adjustments
and frequent settlements.102 The objection, of course, may be to
maintenance of value in principle. It should be noted that there will be no
obligation to maintain value in connection with the Special Disbursement Account and the Investment Account for which provision is made
by the second amendment of the Articles.103 These two Accounts will be
kept in SDRs, which shows that the SDR may be a unit of account
without making it a measurement of payment or the basis for
maintenance of value.
(10) Another objection by some negotiating countries to the SDR, as
well as to other units of account involving a basket of currencies, is that
the unit offers no assured protection against depreciation because of the
possible average depreciation of the currencies that compose it. These
countries advocate delay so that a solution can be found under which the
composition of the unit would be adjusted from time to time in order to
restore it to its initial value.
(11) Some contracting parties to a particular treaty are cautious about
adopting any new unit of account, whether it be the SDR or another unit,
even though the treaty to which they are parties does not impose financial
obligations on them. These treaties regulate the financial rights or
obligations of particular industries. Governmental representatives of
contracting parties are reluctant to endorse a solution unless they are
certain that the affected industry accepts the solution. When negotiations
are conducted by the representatives of an industry, it becomes clear that
an immense step may have to be taken before the agreement in principle
on the adoption of the SDR or another unit of account can be made
operational by the industry. Local practices, such as those connected with
fares or rates, may be so diverse that the necessary operational
agreements may require years of negotiation.
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(12) Some organizations are hesitant about adopting the SDR because
a number of the currencies that compose the basket are issued by
nonmember countries. The currencies of these countries may even
account for more than half the content of the basket.
(13) Regional organizations are among the organizations referred to in
(12) above. Some of those that have dealt with the problem of adopting a
new unit of account or modifying an existing one have adopted the SDR,
but others are less disposed in its favor because its composition is not
confined to regional currencies. Some organizations, both regional and
nonregional, have considered the creation of a unit of account composed
according to a formula closely related to the membership and to data
based on the operations of the organization. In the discussions held in
some of the Specialized Agencies of the United Nations, however, the
view has been expressed that the SDR should be favored as the unit of
account because it has been adopted by the Fund, which is both a
Specialized Agency and the central organization of the international
monetary system.
(14) The position of nonmembers of the Fund that are contracting
parties to a treaty under which the SDR is adopted as a unit of account
continues to be a political or legal problem. Some organizations have
adopted the SDR but have retained a gold franc as a unit for valuing the
currencies of nonmembers of the Fund. This solution has been criticized
because the use of two units destroys the uniformity that is the object of
adopting a unit of account. As a result, some organizations prefer a
solution that does not involve the SDR, in the hope that some single unit
of account can be found that will be accepted by all contracting parties.
International Transportation: Air and Sea
Montreal Protocols and other solutions. A number of multilateral
treaties connected with international transportation have employed the
Poincarfe franc or the Germinal franc as a unit of account. A movement is
under way to replace some of these treaties with more modern versions,
which would include a provision for a new unit of account. A similar
movement is in progress to amend some treaties solely in order to replace
a gold franc with another unit of account. The SDR has been adopted
already or is being considered for adoption in some international
negotiations that have been completed or are still being conducted.
29

©International Monetary Fund. Not for Redistribution

FLOATING CURRENCIES, SDRs, AND GOLD

It was noted in Pamphlet No. 19 that the choice of the SDR as the unit
of account in proposed amendments of treaties connected with
transportation by air of passengers, baggage, mail, and cargo might have
a profound effect on other treaties.104 The Conventions referred to are
the Warsaw Convention of 1929, the Hague Protocol of 1955, and the
Guatemala City Protocol of 1971. The International Conference on Air
Law, held in Montreal in September 1975, resulted in four new protocols.
The Poincare franc was eliminated as the basic unit of account, and the
SDR was adopted for the purposes of all four Montreal Protocols after
considerable debate. The SDR is the unit for valuing the national
currency of both members and nonmembers of the Fund, but the latter
may determine how the calculation shall be made. On the proposal of the
Belgian delegation, a provision was adopted under which a nonmember
of the Fund may continue to calculate limits of liability in gold in judicial
proceedings within its jurisdiction and may convert them into the
currency of the forum at rates of exchange determined by national
legislation, if its laws do not permit application of a provision based on
the SDR. A nonmember of the Fund in that situation may declare at the
time of ratification or accession, or at any time thereafter, that the limits
of liability it will apply are based on the Poincare franc.105 This
provision, which has been called the "Montreal solution," has been
criticized on the ground that two units of account may encourage "forum
shopping," i.e., provide an inducement to select the forum for suit that the
litigant thinks offers the most advantageous recovery. The function of a
unit of account in treaties such as the Warsaw Convention is to provide
equal value whatever the forum in which suit is brought, so as to
eliminate "forum shopping."106 The coexistence of two units is not the
only reason why the Montreal solution may not provide equal value. The
Poincare franc is not the only possible derogation from the principle of
equal value based upon the SDR. Nonmembers of the Fund that accept
the SDR as the basis of valuation may determine for themselves how to
calculate the value of their currencies in terms of the SDR. The technique
they choose might not be the one that the Fund would choose.107
In the negotiation of other treaties and of amendments to existing
treaties, the SDR is being proposed as the unit of account de novo in the
former treaties and by way of substitution for a gold franc in the latter,
but an alternative provision is being proposed for nonmembers of the
Fund. Various suggestions have been made for this purpose. One of them
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is that the nonmember of the Fund would determine the value of the
SDR in terms of the national currency in such manner as it prescribed.
This proposal has been resisted not only because it would create an
inducement for "forum shopping" but also because it might diminish the
prospect that the SDR would become the universal unit of account and
would perpetuate a role for gold, notwithstanding the abrogation of an
international official price and the instability of prices in the market. The
attitude of some countries to the SDR as the unit of account in a
particular treaty limiting liability is dependent on the adoption of the
SDR as the unit of account in other (and perhaps all) treaties limiting
liability.
To meet the criticism that the principle of equal value could be
undermined by permitting a nonmember of the Fund to determine the
value of the SDR in its own currency, a further provision has been
proposed. It would require the nonmember to make the calculation in
such manner that the limitation amounts expressed in its national
currency would ensure, as far as possible, value equal to the amounts
expressed in other currencies on the basis of the SDR. Yet another idea
has been that a nonmember should calculate the value of its national
currency in relation to the SDR on the basis of the exchange rate between
its currency and the currency of a member of the Fund.108
In the course of one negotiation, the delegation of a member of the
Fund argued that although members of the Fund had accepted the SDR
as the unit of account for the purposes of the Fund, it did not follow that
they had accepted the SDR for purposes unconnected with the Fund.
Therefore, this delegation proposed that if nonmembers were allowed to
apply an alternative unit of account, members of the Fund should have
the same right.
Various other proposals have been made. It has been argued that a unit
of account involving a basket of currencies other than the one used by the
Fund for valuation of the SDR could avoid the political problems
associated with the SDR in regard to nonmembers of the Fund and could
avoid the necessity for two units of account. Although this solution has
had some support, it has been criticized on the ground that much time
and effort would be required to reach agreement on another unit of
account and that, if agreement were reached, costly administrative
machinery would be necessary to calculate, and to inform all interested
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parties of, the daily or weekly value of the unit of account in terms of
currencies.
It has also been suggested that provision might be made for reviewing
the performance of the SDR as the unit of account, periodically or
whenever it appeared necessary, and for facilitating expeditious
amendment of a treaty if modification of the unit of account should
become desirable because of further developments in the international
monetary system.
Another proposal is that the SDR should be adopted as the unit of
account only if provision is made for automatic revision, every five years,
in the amounts to which liability is limited by the convention in which the
SDR performs as the unit of account. The reason given for this proposal
is that the Fund's method of valuation of the SDR takes no account of
worldwide inflation. It will be recalled that some authors who have
favored the market price for the valuation of gold under existing treaties
in which a gold franc is the unit of account have held this view because
the amounts to which liability is limited are not adequate and become less
adequate in the course of time because of inflation.109
International Air Transport Association. The International Air
Transport Association (IATA) is a nongovernmental organization,
incorporated under Canadian law, of scheduled passenger and cargo
carriers by air that operate in many countries. The IATA determines fares,
rates, and other charges, subject to approval by governments. As noted in
Pamphlet No. 19, the Composite Passenger and Cargo Traffic Conferences of the IATA resolved in 1975 that the SDR, as defined by the Fund,
shall be used as the basis for expressing fares, rates, charges, and other
monetary amounts.no The IATA has been attempting to give operational
effect to this resolution. An effort was made at the IATA Conference held
in Cannes, February 8-15, 1977. The conference discussed proposals for
the adoption of a scheme based on the SDR not later than 1978,
intermediate measures such as the worldwide use of the U.S. dollar, and
replacement of sterling by the SDR in the Eastern Hemisphere (Europe,
Middle East, Africa, Asia, and the Far East) while the U.S. dollar would
be retained as the basic currency for the Western Hemisphere and
transpacific and transatlantic routes.
The Cannes conference did not reach agreement. Inflation, requiring
increases in fares and rates in all currencies, and the widening gap
between strong currencies and currencies that were becoming weaker
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were cited as circumstances that made progress more difficult. An
essential prerequisite for moving toward a unified system for establishing
fares and rates in the approximately 160 currencies involved was a
narrowing of the gap among national selling prices. The delegates agreed,
however, "to continue to work towards the adoption of a single
worldwide basic unit as their long term objective "m Meanwhile, the
U.S. dollar and sterling continue to be the bases for fares and rates, and
attempts will be made to deal with problems related to the expression of
fares and rates in the many currencies of IATA countries by means of
adjustments.
Intergovernmental Maritime Consultative Organization. A conference was held in late 1976 by the Intergovernmental Maritime
Consultative Organization (IMCO), which is the Specialized Agency of the
United Nations concerned with shipping and related maritime matters.112
The main task of the conference was to adopt a new International
Convention on Limitation of Liability for Maritime Claims, which would
replace the International Convention Relating to the Limitation of the
Liability of Owners of Seagoing Ships that was signed at Brussels in 1957
and came into force in 1968. A new convention was considered necessary
because of changes in the shipping industry, changes in the monetary
value of the prescribed limits of liability, difficulties with the unit of
account, and the diversity of judicial interpretations of the 1957
Convention. The application of exchange rates under the provisions of
the Convention and of domestic law that give effect to it by the Supreme
Court of the Netherlands in Hornlinie v. Societe Nationale des Petroles
d'Aquitaine113 and the Hamburg courts in Transarctic Shipping
Corporation, Inc. Monrovia, Liberia v. Krogerwerft (Kroger Shipyard)
Company114 have been discussed in Pamphlet No. 19.115 A later case is
discussed below under the heading Valuation by Courts.
Three additional conferences were convened in conjunction with the
main IMCO Conference in order to revise the unit of account in three
conventions already adopted under the auspices of the IMCO:
(i) The International Convention on Civil Liability for Oil Pollution
Damage, 1969;
(ii) The International Convention on the Establishment of an International Fund for Compensation for Oil Pollution Damage,
1971;ii6
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(iii) The Athens Convention Relating to the Carriage of Passengers
and Their Luggage by Sea, 1974.117
These three Conventions, as well as the Brussels Convention, had
employed the Poincar6 franc as the unit of account. A press release by
IMCO announcing the conferences stated that:
...experience with several conventions in the field of international transport law
and the discussions in the Legal Committee have shown that it has become
increasingly difficult, if not impossible, to convert this gold-franc into national
currencies.
Since the Conference on Limitation of Liability for Maritime Claims will be
discussing the problem with a view to agreeing on a more modern and more
suitable unit of account for the new Convention, it was felt that the opportunity
might be taken to replace the unit of account in the three earlier conventions with a
more workable unit. The sole purpose of these conferences, therefore, will be to
replace the "unit of account" in the Conventions by the unit of account which will
be adopted for the new Convention on Limitation of Liability for Maritime
Claims.118

The IMCO Conference reached agreement on the text of the
International Convention on Limitation of Liability for Maritime
Claims, 1976. The Montreal solution was adopted. Nonmembers of the
Fund whose law does not permit them to apply the provisions based on
the SDR may declare that the limits of liability provided for in this
Convention shall be based on monetary units corresponding to the
Poincare franc. The numbers of units to which their liability is limited is
15 times the numbers of units to which the liability of members of the
Fund and of those nonmembers that can apply the SDR is limited. This is
the technique of the Montreal Protocols, subject to a certain rounding of
amounts. The ratio of 15:1 corresponds to the ratio in terms of gold
between the SDR, as defined by the first amendment of the Articles, and
the Poincare franc. The Convention declares that nonmembers of the
Fund that determine the mode of valuing the SDR in their own
currencies or that employ the unit based on the Poincare franc shall make
conversions into the domestic currency in such manner as will
correspond, as far as possible, to the real value of the amounts expressed
in units of account. Similar solutions were adopted in the conferences
that dealt with the other three Conventions.
Convention on Carriage of Goods by Sea. The Committee of the
Whole of the United Nations Commission on International Trade Law
(UNCITRAL) concluded, at its ninth session in April and May 1976, the
34

©International Monetary Fund. Not for Redistribution

Special Drawing Rights (SDRs)

preparation of a draft Convention on the Carriage of Goods by Sea. The
convention deals with the carriage of goods by sea against the payment of
freight from a port in one contracting state to a port in another
contracting state if the bill of lading or other document evidencing the
contract of carriage provides for the application of the convention and
the national legislation that gives effect to it. The draft convention
includes provisions to limit the liability of the carrier for loss of or
damage to the goods, and it also contemplates that the limits will be
expressed in terms of a unit of account.
In the examination of the draft convention in the Committee of the
Whole, the Fund's observer explained how the SDR can function as a
unit of account. In the discussion that followed, it was proposed that the
question of the unit of account should be settled by the diplomatic
conference at which the draft convention would be considered. Some
delegates favored inclusion of the SDR in the draft as the unit of account,
while others favored inclusion of the Poincare franc for the time being.
According to delegates from some nonmembers of the Fund, the
Montreal solution should be adopted if the SDR was mentioned. Other
delegates objected on the ground that gold had become unrealistic as a
unit of account in current monetary developments. An argument for
leaving the unit blank was that the same issue was to be discussed in the
IMCO Conference in November 1976. The supporters of the blank
prevailed.119
The Commission has approved the text of the draft convention. On
December 15, 1976, the General Assembly of the United Nations decided
to convene a United Nations Conference on the Carriage of Goods by
Sea in 1978.12°
International Transportation: Rail
International Union of Railways. The International Union of Railways
(UIC), to which the principal European railways and a number of railways
outside Europe belong, has as its object the standardization and
improvement of railway equipment and operating methods.
At a meeting in Bucharest in May 1975, the Financial Committee of
the UIC considered the adoption of a unit of account as a substitute for
the Germinal franc that was in use. A proposal to employ the SDR was not
adopted because nonmembers of the Fund belong to the UIC. Instead, the
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Committee decided to create its own unit but to adopt certain features of
the Fund's method of valuation of the SDR. The uic franc began to be
used on January 1, 1976.
The gold franc was taken to be equivalent to 15.89599 Belgian francs
on the basis of the definition of the gold franc and the par value of the
Belgian franc on December 31, 1975. The UIC franc was deemed to be
equal to the total of specified amounts of 17 currencies and was expressed
as follows:
"0.236890 DM (Fed. Rep. of Germany)
0.267854 FF (France)
0.251729 KCS (Czechoslovakia)
0.608208 ZL (Polish People's Rep.)
0.0117601 L (Great Britain)
0.0574162 M (German Dem. Rep.)
15.1691 LIT (Italy)
0.639018 BF (Belgium)

0.0371854 SF (Switzerland)
0.279779 FT (Hungarian People's Rep.)
0.0601823 LEU (Romania)
0.200830 SCH (Austria)
0.623373 PTA (Spain)
0.0431885 KRS (Sweden)
0.0086785 LEV (Bulgaria)
0.143028 DIN (Yugoslavia)
0.0195434 FL (Netherlands)"

The composition of the UIC franc was determined by certain data
relating to revenue from railway operations in 1973 as published by the
UIC. The currencies chosen did not include those of all uic members. The
choice was determined by the fact that the unit of account is used mainly by
European railways and those that have direct links to them. For that
reason, the currencies of some countries with considerable railway traffic
(India, Japan, and Canada) were not included. Moreover, the currencies of
European countries were included only if the revenue of a country's
railway network was in excess of 1 per cent of the total shown in the UIC
statistics. The composition of the SDR as a unit of account of the "basket"
kind that does not include the currencies of all members of the Fund was
cited as an analogy. The composition of the UIC franc was reviewed on
January 1, 1977 and is to be reviewed every three years.
The Brussels Central Clearing Office, acting on behalf of all railway
networks, calculates the value of the UIC franc by converting all the
currencies that compose the unit into Belgian francs on the basis of rates of
exchange in the Brussels exchange market or of rates of exchange fixed by
the monetary authorities of some of the countries. Rates as calculated in
Belgian francs are communicated to all parties according to agreed
procedures. Each railway network translates the value of the UIC franc
from Belgian francs into its own currency on the basis of the exchange rate
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in its exchange market between its currency and the Belgian franc or as
fixed by its authorities.
International Carriage of Goods, Passengers, and Luggage by Rail.
The International Convention Concerning the Carriage of Goods by Rail
(CIM) and the International Convention Concerning the Carriage of
Passengers and Luggage by Rail (Civ), the most recent versions of which
entered into force on January 1, 1975, are the basic documents of the
Central Office for International Transport by Rail (OCTI). The two
Conventions provide that the OCTI shall perform a broad range of
functions connected with international rail services, including the
facilitation of financial relations among the various railways, for the
benefit of the states that are contracting parties. These are mainly
European countries. The Conventions apply to the carriage of goods,
passengers, and luggage over the territories of at least two contracting
states. Numerous financial features of carriage by rail, including the
limitation of liability, are regulated by reference to the Germinal franc.
The question of the substitution of a new unit of account has been raised
but has not yet been settled. The adoption of the uic franc is the solution
supported by most member countries and by some international associations of users. The retention of the Germinal franc has been recommended
by some countries, and the SDR has received a small amount of support.
International Telecommunication and Postal Services
International Telecommunication Union. The International Telecommunication Union (ITU) is a Specialized Agency of the United Nations,
which has among its purposes the maintenance and extension of
international cooperation for the improvement and rational use of
telecommunications of all kinds.
Detailed provisions for the settlement of accounts were incorporated in
the Telegraph Regulations and the Telephone Regulations on which
agreement was reached in Geneva on April 11, 1973 as the Final Acts of
the World Administrative Telegraph and Telephone Conference of the
ITU. The accounts referred to are those of telegraph and telephone
administrations and private operators to which the Regulations apply.
The accounts are kept in Germinal francs and can be settled in a currency
chosen by the creditor unless there are special arrangements for settlement. The provisions are based on par values, central rates approved by
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the Fund or adopted without the endorsement of the Fund, or exchange
rates in the market in various circumstances described in the Regulations. 121
The Administrative Council of the ITU122 has instructed the International Telegraph and Telephone Consultative Committee (CCITT)123 of
the ITU to study the question of choosing a unit of account to be used for
fixing rates, preparing accounts, and settling the balances of accounts in
international telecommunication relations. A Joint Working Party on an
International Monetary Unit, established to choose a unit of account,
began to meet in July 1976 in order to report to the Administrative
Council in the spring of 1978 and to prepare a permanent solution that
could be adopted at the next meeting of the plenary organ in the spring of
1980.
Universal Postal Union. The Universal Postal Union (UPU) is a
Specialized Agency of the United Nations. The elements in its corpus
juris consist of a number of Acts of the Union, among which the
Constitution as the organic treaty and certain other main Acts have been
concluded on behalf of the governments of member states, in contrast to
the Acts of a technical character that are entered into on behalf of the
postal administrations of members.124 A basic objective of the UPU is to
ensure uniformity of transport conditions for mail, including in particular uniformity of rates, as a consequence of the express legal principle
that the countries adopting the Constitution of the UPU should form a
single postal territory for the reciprocal exchange of letter-post items.125
The Germinal franc is employed for the purpose of fixing rates, drawing
up accounts, and making settlements.126 At the 1974 Congress of the
UPU in Lausanne, central rates were introduced into Acts of the UPU on
an equal footing with par values.I27 The provisions resemble those in the
Regulations adopted under the auspices of the ITU in Geneva in April
1973. The provisions agreed at Lausanne include the following section:
If there should be a radical change in the international monetary system (eg a substantial
general change in the official price of gold, or if gold ceased to be used generally as a
basic reference for currencies) which invalidates or makes inappropriate the provisions
laid down in one or more of the foregoing paragraphs, administrations shall be free to
adopt, by mutual agreement, different procedures for the payment of debts.I28

Before the new provisions were to enter into force on January 1, 1976, it
was recognized that the Fund was no longer applying par values and
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central rates for its own purposes and that the new provisions were no
longer a satisfactory solution.
Resolution C27 of the Lausanne Congress of the UPU reads in part as
follows:
Congress,
Recognizing the need to bring the payment rules in force within the UPU for debts of all
kinds into line with the general practice regarding international payments and, more
particularly, with the decisions taken on the subject by the IMF,
Aware that this need may be felt in the period between Congresses, because of the very
evolutive nature of the world monetary situation,...
Instructs the Executive Council:
1. to follow developments in this matter, in consultation with the organizations
concerned;
2. to contact the ITU with a view to bringing the new regulations of the two Unions into
line with each other; and
3. to prepare, if necessary, draft amendments to the Acts of the Union and submit them
to the administrations of the Union for approval,...129

The Council has established a working party with terms of reference
that include, inter alia, the duty to follow developments in the international monetary system, particularly decisions of the Fund, to consider in
conjunction with the ITU the problem of replacing the gold unit of
account with another unit, and to prepare draft amendments. The target
date for agreement on a permanent solution is the next meeting of the
plenary organ in 1979. The SDR is one of the units being considered for
use by both the ITU and the UPU.
European Conference of Postal and Telecommunications Administrations. In April 1975 the Plenary Assembly of the European Conference of
Postal and Telecommunications Administrations (CEPT)130 instructed a
Working Party to study the problem of replacing the Germinal franc with
a new unit of account in view of the monetary situation. The Working
Party concluded that, until the UPU and the ITU adopted a new unit, it
was preferable to retain the Germinal franc for the purposes of the CEPT.
The Working Party recommended, however, that an intermediate solution should be adopted for fixing rates and making settlements among
the administrations of the parties to the CEPT. This solution requires as a
first step the establishment of a coefficient between the Germinal franc
and the SDR based on the definition of each in terms of gold, i.e.,
0.290323/0.888671 = 0.326693 as a decimal or 1/3.061 as a fraction. The
second step is the application of this coefficient to the latest rate of
exchange for a currency in terms of the SDR as published by the Fund.
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For the currencies for which the Fund does not publish a rate, the
technique is the use of the last-known rate of exchange between a
currency in the basket composing the SDR and the currency of payment
in the exchange market of the debtor country or some other country. This
solution was adopted at an extraordinary meeting of the CEPT at
Goteborg, Sweden, in March 1976, with effect from July 1, 1976. Other
organizations have shown an interest in this solution.
International Financial Operations
A general view. A general view of the developments among international financial organizations in connection with the adoption of an
appropriate unit of account permits the following observations:
(1) The argument for adoption of the SDR gains additional strength
from the decision of the Fund as the central organization of the
international monetary system to employ the SDR as its unit of account.
Moreover, when the question is whether the unit of account should be
adopted without amendment, the argument is made that the Fund
adopted the SDR by interpretation and administrative decision before
amendment of its Articles.
The force of the Fund's action as a precedent is questioned by some on
the ground that the same urgency may not exist in another organization.
For the Fund, the prospect of exchange profits and losses in the absence
of a unit of account that would ensure equal value in a satisfactory
manner whatever currencies were used in its operations and transactions
might have forced the suspension of those operations and transactions.
(2) For some organizations that deal in financial markets, the fact that
the SDR is not in broad use as a unit of account in those markets may
seem to be a disadvantage. It has been seen that the SDR has been
employed as a unit of account in three Eurobond issues.131 Some
organizations may hesitate to adopt the SDR for the time being not only
because its use in private markets is not yet widespread but also because
the adoption of it might complicate comparisons with financial statements of other entities based on a different unit of account or with the
past statements of the same organization. Other organizations, even
though regional, may conclude that the SDR is preferable to one of the
regional currencies or a basket of them as a unit of account because of the
reputation of the Fund and its unit of account, notwithstanding the fact
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that the SDR is not in widespread use in the financial markets to which
the organization resorts.
(3) An issue for international financial organizations is whether the
unit of account shall apply to every aspect of the financial activities of the
organization. For example, the unit of account can apply to the
obligations of members to contribute to the resources of the organization
and to maintain the value of the currency held by the organization as a
result of contributions, but it does not follow that the unit of account
must apply to the financial transactions entered into with the resources of
the organization.
The Fund itself is an example of an international financial organization in which the SDR is not necessarily the unit of account for all
operations and transactions. For example, the marketable obligations of
members or of international financial organizations in which the Fund
will be empowered to invest resources in the Investment Account132 or in
the Special Disbursement Account when the second amendment of the
Articles133 becomes effective may be denominated either in the SDR or in
the currency used to make the investment.134 The operations and
transactions of the Fund financed with the resources of the Special
Disbursement Account need not be denominated in the SDR,135 even
though they will be accounted for in that unit of account on the books of
the Fund.
The SDR need not be used as the unit of account either for the purpose
of accounting or for the denomination of obligations in connection with
the administration by the Fund of resources contributed by members for
some special purpose.136 The SDR is the unit of account, however, for
both accounting and denomination of obligations in the operations and
transactions of the Fund's Trust Fund,137 which is an example of the
Fund's power to administer resources contributed for a special purpose.
The limitations, or possible limitations, on the use of the SDR as a unit
of account by the Fund in certain of its activities is no reflection on the
usefulness of the SDR for that purpose. The limitations result from a
decision not to impose obligations to maintain value in certain operations
and transactions. In connection with resources administered by the Fund
for a special purpose, another explanation is the desire to accommodate
the contributors of these resources if they were to prefer to enter into
engagements denominated in currency.138
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Asian Development Bank. The capital stock of the Asian Development
Bank is denominated and valued in terms of U.S. dollars of the weight
and fineness in effect on January 31, 1966. This unit of account (or unit of
value in the Bank's terminology because its accounts are and would
continue to be presented in current U.S. dollars) is applied for numerous
purposes, including maintenance of the value of obligations of the Bank
and of its members. A study prepared by the staff of the Bank for
consideration by its Board of Directors points out that the assumption on
which the unit of account was chosen was that gold would continue to be
the common denominator of the international monetary system, but that
gold has lost this function and will be deprived of it by law when the
second amendment of the Fund's Articles becomes effective. The practice
of the Bank in recent years has been to assume a fixed relation between
the current U.S. dollar and the U.S. dollar of 1966 on the basis of their
definitions in terms of gold (i.e., their par values) and to regard all other
currencies as floating in relation to the dollar.
The study notes the changes in the law of the international monetary
system that the second amendment of the Fund's Articles will bring about,
including the changes with respect to gold. It also notes that the United
States will cease to have a par value for the dollar. The Bank will then be
unable to follow its current practice as described above. The choice of a
single currency as a new unit of account would not satisfy the criteria that
had led to the choice of gold. For example, the obligations of maintenance of value would cease to apply between the Bank and the issuer of a
chosen currency, and all variations in the exchange value of the currency
in relation to the currencies of other members would result in adjustments between the Bank and the issuers of those currencies. Moreover,
the use of a single currency could result in undesirably wide fluctuations
in the value of the Bank's capital in terms of other major currencies.
The staff of the Bank, therefore, favors a unit of account composed of
a basket of currencies, and supports the choice of the SDR as defined by
the Fund from time to time because it offers more advantages than any
other unit. It is, for example, the unit of account of the Fund. In addition,
it can be regarded as the successor of the 1966 gold dollar, because that
dollar was equivalent in gold value to the SDR and, when the present
definition of the SDR was adopted, the composition of the basket was
determined in such a way that the current value of the 1966 dollar was
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equivalent to the value of the currencies in the basket when the change in
valuation took place (i.e., SDR 1 = US$1.20635).
The study discusses amendment and exercise of the Bank's power of
interpretation as possible procedures for giving effect to the proposed
adoption of the SDR as the unit of account. The latter procedure is
preferred because an amendment might take effect only after the second
amendment of the Fund's Articles had been adopted. An interpretation
could be based on the necessity to give practical effect to the Bank's
Articles and to ensure that they would not fail. The rationale of the
interpretation would be that the SDR is the successor of gold as a
common denominator and most closely approximates the former function of the U.S. gold dollar of 1966.
Economic Community of West African States. Fifteen states139 completed the negotiation of the text of the Treaty of the Economic
Community of West African States (ECOWAS) at Lagos on May 28, 1975,
on which date the Treaty entered into force "provisionally." The Treaty
entered into force definitively after ratification by seven signatory
States. 14° Similarly, certain Protocols have come into force "provisionally" and in due course will become effective definitively. The members of
the Community will be those states that ratify the Treaty and those West
African States that accede to it. The aims of the Community include the
promotion of cooperation and development in all fields of economic
activity, the elimination of impediments to that objective, and the
harmonization of policies related to it. The Community will be an
international organization that enjoys legal personality. According to one
Protocol, at least 50 per cent of each member's contribution to the budget
of the ECOWAS must be paid in specified convertible currency141 and the
rest in the currency of the member making the payment. The unit of
account in which the budget is to be prepared is the SDR. The exchange
value of a currency shall be "the official declared rate to the Fund on the
date of payment." In view of the reference to the SDR, this language may
mean the rate of exchange that the Fund would apply for the purpose of a
payment to the ECOWAS on the date referred to, i.e., the rate in terms of
the SDR.
Under Article 50 of the Treaty, a Fund for Cooperation, Compensation and Development, which will be referred to as the CCDF, will be
established in accordance with the provisions of a Protocol. The CCDF
has broad purposes in connection with development, compensation for
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losses resulting from the location of ECOWAS enterprises or the liberalization of trade, and guarantees of foreign investments in the territories of
members. The capital funds of the CCDF may come from various sources,
including contributions by members assessed according to a prescribed
formula. The provisions of this Protocol are somewhat similar to those
already mentioned, except that at least 75 per cent of assessed contributions are to be paid in specified convertible currency. The unit of account
in which the budget of the CCDF must be prepared is the SDR.142
International Fund for Agricultural Development. The text of the
Agreement establishing the International Fund for Agricultural Development (IFAD), a project that emerged from the United Nations World
Food Conference in 1974, was settled at a United Nations conference in
June 1976. The basic purpose of the organization is to finance on
concessional terms agricultural development projects, particularly for the
production of food in developing countries, and particularly in the
poorest countries among them. The IFAD is a Specialized Agency of the
United Nations.
Article 5, Section 2 of the Agreement deals with the valuation of
currencies as follows:
(a) The unit of account of the Fund [IFAD] shall be the Special Drawing Right of the
International Monetary Fund.
(b) For the purposes of this Agreement, the value of a currency in terms of the Special
Drawing Right shall be calculated in accordance with the method of valuation applied by
the International Monetary Fund, provided that:
(i) in the case of the currency of a member of the International Monetary Fund for
which such value is not available on a current basis, the value shall be calculated
after consultation with the International Monetary Fund;
(ii) in the case of the currency of a non-member of the International Monetary Fund,
the value of the currency in terms of the Special Drawing Right shall be
calculated by the Fund on the basis of an appropriate exchange rate relationship
between that currency and the currency of a member of the International
Monetary Fund for which a value is calculated as specified above.143

The principles included in subparagraphs (i) and (ii) will not result in
the adoption of more than one unit of account. All calculations will be
made in terms of the SDR. They will be made always by the IFAD and not
by the unilateral action of a member of the IFAD that is a nonmember of
the Fund. The criticism that the Montreal solution results in more than
one unit of account cannot be made of the IFAD solution.
Schedule II of the Agreement deals, inter alia, with the distribution of
voting power. Under some of the provisions, 82.5 per cent of the votes in
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the Governing Council of "category I" members are to be distributed in
proportion to contributions, which may be denominated and made in
currencies. For the purpose of this distribution, contributions are valued
in terms of SDRs as of the date of entry into force of the Agreement and
as of certain necessary dates thereafter. These provisions make explicit a
technique that will have to be followed, in accordance with Article 5,
Section 2 of the Agreement, for other purposes, even though the
technique is not expressly prescribed. For example, Article 13, Section 3
of the Agreement provides that one of the conditions for entry into force
is acceptance by states in categories I and II that have pledged initial
contributions equivalent to at least US$750 million, valued as of June 10,
1976. The value of the amounts pledged are calculated in terms of SDRs
on June 10, 1976 and from these amounts of SDRs into U.S. dollars on
the basis of the value of the dollar in terms of the SDR as of the same date.
This technique is not equivalent to a provision that "freezes" the SDR as
of a certain date in order to make it the unit of account for the purposes
of a treaty, notwithstanding any changes that might be made by the Fund
in the method of valuation. The technique requires that calculations be
made as of a certain date and therefore that the method of valuation in
force on that date be employed for these calculations.
International Bank for Reconstruction and Development (World
Bank). The prospectus of the World Bank, dated June 29, 1976, relating
to an offering of notes and bonds totaling US$750 million, declares that
the capital stock of the Bank and subscriptions thereto, as stated in the
prospectus, which are expressed under the Bank's Articles in terms of
1944 U.S. dollars, have been valued on the basis of the par value of the
dollar notified to the Fund in October 1973. The prospectus refers to the
proposed second amendment of the Fund's Articles as approved by the
Board of Governors on April 30, 1976, under which currencies will no
longer have par values, gold will cease to be the common denominator of
the international monetary system, and all calculations for the purposes
of the Fund's Articles will be made in SDRs. The prospectus continues:
The Bank has under consideration the effect of these amendments on the valuation of
the Bank's capital and the rights and obligations of members with respect thereto. If it is
determined that references to the 1944 dollar in the Articles are to be interpreted as
meaning the SDR, it is not expected that this will have a material effect on the financial
position or results of operations of the Bank.144

This statement implies that the adoption of the SDR as a unit of account
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by the technique of interpreting the Bank's Articles is under consideration.
Islamic Development Bank. The Articles of Agreement of the Islamic
Development Bank, to which members of the Islamic Conference may
belong, were approved on August 12, 1975. The Bank began operations
at its headquarters in Jidda, Saudi Arabia, on October 20, 1975. The
purpose of the Bank is to foster the economic development and social
progress of the member countries and Muslim communities individually
and jointly in accordance with the principles of Islamic law. Among the
broad purposes of the Bank are participation in equity capital of
productive projects and enterprises in member countries, investment in
economic and social infrastructure projects in member countries by way
of participation or other financial arrangements, and loans to the public
and private sectors for the financing of productive projects, enterprises,
and programs in member countries. Article 4, paragraph 1 (a) of the
Bank's Articles provides that:
The unit of account of the Bank shall be known as the Islamic Dinar, the value of which
shall be equivalent to one Special Drawing Right of the International Monetary Fund.

Article 24, paragraph 1 states that:
The determination of exchange rates in terms of the Islamic Dinar or the settlement of
any question regarding exchange rates shall be made by the Bank. For the purpose of
such determination, the Bank may obtain information, if it considers this necessary,
from the International Monetary Fund.

The first sentence of Article 26 provides that:
The Bank's loans shall be denominated in the Islamic Dinar except in special cases where
the Bank determines otherwise.

Nordic Investment Bank. The Agreement Regarding the Establishment
of the Nordic Investment Bank, to which the parties are Denmark,
Finland, Iceland, Norway, and Sweden, entered into force on June 1,
1976. The purpose of the Bank is to grant loans and give guarantees to
promote investment and export projects of common interest to the
members.145 The preparatory committee considered the following units
of account as possible for the purposes of the Agreement: gold, the U.S.
dollar, one of the Nordic currencies, a basket of Nordic currencies, and
the SDR. Paragraph 2 of the Bank's Statutes provides that:
The authorized capital stock of the Bank shall be 400 million SDR.
The SDR shall be defined in accordance with the rules of valuation as stipulated by the
International Monetary Fund, and effective since July 1, 1974.
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If these rules of valuation are changed, the Board of the Bank shall decide to what
extent the Bank shall follow the new rules.

The Agreement adopts neither the "frozen" nor the "flexible" SDR, but it
gives the Bank an option to decide what to do should there be a change at
any time in the Fund's method of valuation.
Subscriptions may be made in the national currency of the subscriber
or in any other convertible currency on the basis of the SDR on the date
of payment.146 The Bank's accounts must be kept in terms of the SDR.147
The Statutes provide that:
The Bank shall, to the extent it is practically possible, protect itself against the risk of
exchange rate losses.148

This provision is explained in the proposal for the creation of the Bank
made by the Nordic Council of Ministers to the Nordic Council:
Particular operations of borrowing and lending by the Bank should therefore take place
in the same currency. The paid-up part of the Bank's authorized capital, which is
stipulated in SDRs, shall, if it is practically possible, be lent out with an SDR clause.149

Nordic short-term financial assistance. The five Nordic central banks
have concluded a new agreement for short-term financial assistance,
with effect from February 1, 1976. Each central bank is entitled to
obtain and obliged to provide foreign exchange assistance up to the
equivalent of a stated amount of SDRs. For this purpose the SDR is to
be defined in accordance with the method of valuation applied by the
Fund from time to time, but the banks may decide on another definition
of the value of the SDR for the purpose of the agreement. Transactions
under the agreement may take the form of swaps, deposits, or loans,
ordinarily for a maximum term of six months. The parties to a
transaction may agree upon the currency in which it is to be carried out,
and they may agree to stipulate the amounts in SDRs. Amounts
stipulated in this way are to be converted into the agreed currency on the
basis of the most recent quotation by the Fund that is available on the
day of the transaction. The amounts are to be repaid in the same currency
that was made available on the basis of the most recent quotation in
terms of the SDR by the Fund that is available on the date of settlement.
If changes have been made in rules for calculating the value of the SDR
during the life of the transaction, the parties shall decide whether the new
rules shall apply to the settlement. 15°
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It will be observed that there are two elements of flexibility in the use of
the SDR under this agreement. The five Nordic central banks as parties
to the agreement may adopt a definition of the SDR for the purpose of
the agreement that differs from the Fund's current method of valuation.
The exercise of this power of variation appears not to depend on a change
in the method of valuation by the Fund. The parties to a transaction
denominated in SDRs may decide whether a new valuation of the SDR
adopted during the life of the transaction is to apply to the settlement.
The choice is between the Fund's method of valuation on the date of
entry into the transaction and on the date of settlement of the transaction.
Products Liability
On January 27, 1977 the European Convention on Products Liability
in Regard to Personal Injury and Death was opened for signature by
members of the Council of Europe. The text was prepared by a
Committee of Experts of the Council of Europe and endorsed by the
Council. The proposed convention deals with the noncontractual liability
of producers for compensation for personal injury and death caused by
defects in their products. It is intended to fill gaps in the national law of
some countries, to harmonize national laws, and to give producers
greater certainty with respect to their liability. The convention will enter
into force at a prescribed date after ratification by three members of the
Council of Europe. Thereafter, the Committee of Ministers of the
Council may invite any nonmember state to accede to the convention.
Each contracting state must make its national law conform with the
provisions of the convention not later than the date of entry into force of
the convention in respect of that state. Each state may declare when
signing or ratifying the convention that it reserves the right to limit, by
provisions of its national law, the amount of compensation that a
producer may have to pay under the national law in compliance with the
convention. This limit, however, may not be less than the sum in national
currency corresponding to SDR 70,000 for each deceased person or
person suffering personal injury, or less than the sum in national currency
corresponding to SDR 10 million for all damage caused by identical
products having the same defect. For the purpose of both limits, the
SDR is as defined by the Fund at the time of ratification.151 For the
purposes of the convention, therefore, the SDR is a 'frozen" one.
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It seems that the SDR was substituted for the deutsche mark, which
appeared in earlier proposals,152 as the unit of account for the purpose of
limiting liability. One reason for the choice of the SDR may be that
nonmembers of the Council of Europe may be invited to adhere to the
convention.
The Council of Ministers of the European Communities received from
the Commission on September 9, 1976 a Proposal for a Directive relating
to the approximation of the laws, regulations, and administrative provisions of the Member States concerning liability for defective products.153
The proposed Directive, like the convention, moves from the principle of
fault to the principle of liability irrespective of fault. The Directive is
consistent with the convention, but goes beyond it in some respects. The
limits of liability under the Directive are expressed in European Units of
Account (EUA).154 The Directive would apply only to members of the
three European Communities.155

Gold
Valuation Under the Articles of Agreement
The section above, entitled Special Drawing Rights, deals to a large
extent with efforts to find a suitable unit of account in lieu of gold or a
unit of account based on gold for the purposes of a growing number of
treaties. This section deals with certain problems connected with goldvalue and other value clauses. Some of these problems arise under
domestic legislation that gives effect to treaties that are going to be
amended or supplanted but were still in force without change on the date
relevant to the problem under consideration. The domestic legislation
continued, therefore, to refer to gold value.
The valuation of gold under the Articles before and after the proposed
second amendment takes effect must be summarized because of the
bearing these aspects of the Articles can have on the solution of the legal
problems referred to. Since August 15, 1971 no member of the Fund
supports the value of its currency by freely buying and selling gold in
accordance with Article IV, Section 4(6) of the Articles before the second
amendment. As a result, there is no currency that can be said to be
maintained in value in relation to gold and therefore can be taken to be
the "reference currency," by means of which to determine the gold value
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of other currencies on the basis of exchange rates between them and the
reference currency. In this predicament, the Fund has ceased to use the
U.S. dollar as the reference currency for the purpose of determining gold
value when that determination is necessary for applying the provisions of
the Articles.
It will be recalled that the SDR is defined by the Articles in terms of
gold. The Fund, by administrative decision, has deemed the SDR to be
equivalent to the sum of the specified amounts of the currencies of
16 members of the Fund, as shown in Appendix A. The SDR of this
composition is now the Fund's unit of account and is applied in
computations for the purpose of applying the provisions of the Articles
on the thesis that it is equivalent to the amount of gold in the definition of
the SDR, as shown in Appendix B.
When the second amendment of the Articles becomes effective, the
SDR will no longer be defined in terms of gold. The Fund will then be
required, not by administrative decision but by the Articles themselves, to
employ the SDR as its unit of account,156 and the Fund will have
authority to determine the method of valuation of the SDR.157 The
official value of gold under the Articles before the second amendment
(SDR 1 = 0.888671 gram of fine gold or SDR 35 per fine ounce of gold)
will disappear for all but a few exceptional purposes of the Fund. The
Fund will continue to apply the former official price of gold for particular
purposes under some provisions, most of which relate to certain dispositions or possible dispositions of the gold held by the Fund on the date of
the second amendment. The provisions can be summarized as follows:
(1) The Fund must complete the sale, which began in January 1977, of
25 million ounces of fine gold held by it on August 31, 1975 to those
members that were members on that date and agree to buy. The sales are
in proportion to quotas on that date and at the price of SDR 35 per fine
ounce of gold.158
(2) The Fund must complete the sale, which began in June 1976, of
another 25 million ounces for the benefit of developing members that
belonged to the Fund on August 31, 1975. The amount realized by the
Fund in excess of the price of SDR 35 per fine ounce of gold from a
major portion of these sales goes into the resources of the Trust Fund.159
(3) Without prejudice to the sales that must be made under (1) and (2)
above, the Fund may sell gold held by it on the date that the second
amendment becomes effective to members that belonged to the Fund on
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August 31, 1975. These sales also would be in proportion to quotas on
that date and at the price of SDR 35 per fine ounce of gold. 16°
(4) The Fund will have the further power to sell gold at any time on the
basis of prices in the market.161 The proceeds in excess of the price of
SDR 35 per fine ounce of gold will be held in the Special Disbursement
Account for transfer to the General Resources Account for immediate
use in operations and transactions authorized by other provisions, or
held in the Special Disbursement Account for use in operations and
transactions not authorized by other provisions but consistent with the
purposes of the Fund,162 or, without being held in that Account, for
investment through the Investment Account.163
(5) The excess of the value of any gold held on the date of liquidation
of the Fund that it held on August 31, 1975 over the price of SDR 35 per
fine ounce would be distributed in liquidation to members that were
members on August 31, 1975, in proportion to their quotas on that
date.164
(6) Any obligation of a member to pay gold in repurchase of its
currency or as a subscription that is outstanding on the date that the
second amendment enters into force must be discharged in SDRs, or, if
permitted by the Fund, in the currencies of other members. For the
purpose of this provision gold is valued on the basis of the price of
SDR 35 per fine ounce, but the amount of currency that is payable is
determined by the value of the currency in terms of the SDR at the date
of discharge.165
If the Fund enters into other operations and transactions in gold under
the second amendment, the former official price of SDR 35 per fine
ounce will be irrelevant and will not be replaced by any other official
price. The provision that sets forth most of the powers of the Fund to
deal in gold begins with a subsection that directs the Fund to be
guided, inter alia, "by the objective of avoiding the management of the
price, or the establishment of a fixed price, in the gold market."166 Sales
of gold under (4) above must be "at a price agreed for each transaction on
the basis of prices in the market."167 If the Fund accepts payments in
gold, the price is to be determined in the same way.168
In connection with the avoidance of any official price for gold by the
second amendment of the Articles, except for the limited uses of the
former official price of SDR 35 per fine ounce, it will be recalled that
members will not be allowed to maintain the value of their currencies in
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terms of gold169 and that gold may not be the common denominator of a
par value system if such a system were to be established in accordance
with the provisions of the Articles. 17°
Valuation by Members
The question of the valuation of gold by members may arise in various
ways. A member may feel the necessity to deal with the question for some
reason of policy. Another reason may be that a member wishes to give
guidance in connection with the application of gold-value clauses in
domestic legislation that gives effect to treaties.
Since January 9, 1975 the French authorities have valued their gold
holdings on the basis of prices in the most representative markets. Prices
in the London market have been selected for this purpose. A new
valuation is made at the end of each semester on the basis of average
market prices during the last three months of the semester and the
average exchange rate between the U.S. dollar and the French franc
during the same period.m According to a report of the Bank of Italy,
gold has been deposited as collateral for a loan by the Deutsche
Bundesbank. The quantity of gold corresponds to the amount of the loan
on the basis of the assessment of a market price with a discount of 20 per
cent.172
These arrangements are not inconsistent with the Articles even before
the second amendment enters into force, because under the Articles a
member is authorized to sell gold in the market to purchasers other than
members at whatever price above par prevails there. The valuation may
be based on the assumption of sale in the market. Sales between members
can take place under the Articles before the second amendment becomes
effective only at the official price. For this reason, the terms and
conditions of the Fund's Invitation to Bid in the auctions of gold it is
conducting on behalf of the Trust Fund provide that no bid may be
submitted by the governmental or monetary authorities of a member or
by an agent acting on behalf of these authorities at a price inconsistent
with the Articles, i.e., the equivalent of SDR 35 per fine ounce of gold.173
The confusion that exists in the application of gold-value clauses is
illustrated by the results of a questionnaire addressed on August 30,1975
to the contracting parties to two international conventions, which were
asked to reply during the period that ended on March 30, 1976. The
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contracting parties include both members and nonmembers of the Fund.
The answers to the question about the method employed for converting
into domestic currency the gold franc that served as the unit of account in
the conventions revealed wide differences of practice. Some countries
applied the official par value. Some of these par values had been
established in the period 1971-73, but others had been adopted 20 or even
30 years earlier. Other countries made the conversion through another
currency (including the U.S. dollar) or through the SDR. One country
used an unofficial par value, another applied exchange rates published
for another purpose, and a third had no special procedure. No country
made the calculation on the basis of the price of gold in the market.
The United Kingdom has dealt with the problem of one gold-value
clause by exercising statutory powers to determine the value of gold in
domestic currency. The Carriage by Air Act of the United Kingdom,174
which gives the force of law to the Warsaw Convention in that country,
authorizes the Minister of Aviation to determine by statutory instrument
the sterling equivalent of the Poincar6 franc, in which limitations on
liability were expressed.175 These equivalents are binding in judicial
proceedings.176 Sterling began to float on June 23, 1972. The Secretary of
the U.S. Treasury, George P. Shultz, announced the intention on
February 12, 1973 to change the par value of the U.S. dollar to 0.828948
special drawing right, or the equivalent in terms of gold of forty-two and
two-ninths dollars per troy ounce of gold. The par value became effective
on October 18, 1973, although exchange rates in the market began to
reflect the proposed par value as soon as it was announced. The British
Minister of Aviation has exercised his powers under the statute by means
of Orders that came into operation on July 27, 1973,177 April 12, 1974,178
and October 24, 1975.179 These Orders were based on an exchange rate,
on the respective dates, of one pound sterling equal to $2.5736, $2.2934,
and $2.15929.18° An explanatory note attached to the Order, but not as
part of it, declared that:
The sterling equivalents have been calculated on the basis of current market rates for
sterling in terms of the U.S. dollar on the basis of the valuation of gold at $42.2222 per
fine ounce.181

The solution avoids basing the determination of gold value on the par
value of the pound sterling under the Articles of the Fund.182 Although
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the par value of the pound sterling will continue to exist under the
Articles until the second amendment becomes effective,183 the par value is
not being maintained as the basis for exchange rates.
The solution as embodied in the 1973 Order was realistic in taking
account of the intention of the U.S. authorities to change the par value of
the dollar before the change was made in accordance with the applicable
legal procedures, because the exchange markets began to reflect the
future official change immediately after announcement of the intention to
make it. The solution was based, however, on the assumption that the par
value of the dollar would continue to be a basis for calculating gold value
even though the United States is not freely buying and selling gold for
dollars in transactions with the monetary authorities of other members
and even though the dollar is floating. The assumption on which the
solution is based does not correspond with the one made by the Fund in
its computations for the purpose of applying the provisions of the
Articles.
Members may adopt legislation in the future under which broad
powers are granted to value gold. A bill introduced in the Canadian
House of Commons to amend the Currency and Exchange Act and other
legislation is an example which goes beyond gold and takes cognizance of
currencies under existing exchange arrangements and SDRs:
Notwithstanding any other enactment, where any enactment or any treaty, convention,
contract or agreement to which Canada is a party makes reference to
(a) a currency of a country other than Canada,
(b) a unit of account that is defined in terms of currencies of two or more countries,
(c) gold, or
(d) a combination of any of the foregoing,
the Governor in Council may make regulations specifying the equivalent dollar value or
the means of determining or method of calculating the equivalent dollar value of such
currency, unit of account, gold or combination thereof.184

It has been noted earlier in this pamphlet that some contracting parties
to treaties in which gold-value clauses appear are suggesting that a new
unit of account should not be adopted for the time being. Some
organizations have concluded that no change need be made, at least until
amendment of the treaty becomes possible. This conclusion may create a
dilemma when the second amendment of the Articles becomes effective.
The problem can arise under the provision that prevents a member
from maintaining the value of its currency in terms of gold:
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Under an international monetary system of the kind prevailing on January 1, 1976,
exchange arrangements may include (i) the maintenance by a member of a value for its
currency in terms of the special drawing right or another denominator, other than gold,
selected by the member....185

This provision proscribes maintenance of the value of a currency in
terms of gold for the purpose of exchange arrangements, i.e., in
transactions in which one currency is exchanged for another currency.
The provision will not prevent a member from defining the value of its
currency in terms of gold and applying that definition for some domestic
purpose not involving exchange transactions. The United States, for
example, has adopted legislation to abrogate the par value of the U.S.
dollar except for one domestic purpose.186
The argument can be made that domestic legislation that gives effect to
a treaty containing a gold-value clause does not deal with exchange
arrangements. It provides for the amounts of domestic currency that can
be awarded to claimants. The argument is a weighty one, but if a purpose
of the gold-value clause is to ensure equal value whatever the currency of
recovery might be, it could be argued that the domestic currency is being
valued in relation to other currencies on the basis of gold. It is true that
exchange transactions would not be involved, but the method of
valuation would be for international as well as domestic purposes, and
possibly therefore within the "mischief187 that the provision in the
second amendment of the Articles is directed against.
Opposition to this reasoning would be more likely to be based on the
argument that exchange arrangements were not involved than on the
argument that there was no implicit international valuation of the
currency. If the latter argument were made, it might be interpreted as an
admission that the value attributed to the currency in terms of gold did
not represent its value in exchange arrangements. This admission would
be incompatible with the concept of equal value that was the rationale of
the gold-value clause.
Valuation by Courts
At least two tribunals have recently determined gold value by reference
to the price of gold in one of the commodity markets. The decision of
October 2, 1973 of the General Average Assessor of Goteborg, Sweden,
in the matter of the Motor Ship "Saga"m and of the Court of Appeals of
Athens189 adopted this solution. The General Average Assessor chose
55

©International Monetary Fund. Not for Redistribution

FLOATING CURRENCIES, SDRs, AND GOLD

what appears to have been the price of gold in the London market on the
date the claim arose. The Athens court chose the price of gold and gold
coins on the Athens Stock Exchange on the date of the judgment of the
lower court. The Assessor noted that Sweden, unlike the United Kingdom, had not established an official value of the Poincar6 franc in terms
of the domestic currency.
Another approach has been to reject the commodity price of gold and
to apply a method of valuation for which endorsement can be found in
the practice of the Fund. This solution has been applied by the Supreme
Court of the Netherlands in Hornlinie v. Societe Nationale des Petroles
d'Aquitainem and by the Hanseatic Higher Regional Court at Hamburg
in Transarctic Shipping Corporation, Inc. Monrovia, Liberia v.
Krogerwerft (Kroger Shipyard) Company.191
On December 29, 1976, the Hamburg District Court (Division 64) in
the Matter of the Khendrik Kuivas adopted a pioneering decision on the
application of a gold-value clause in a provision of national law that
gives effect to an international convention.192 A collision had occurred
between the Soviet vessel Khendrik Kuivas and the German vessel
Corvus on October 30, 1976. The owner of the Soviet vessel petitioned
the court in order to deposit a sum of money to which its liability was to
be limited under Section 738 of the Commercial Code and Regulations
related thereto. The amount to which liability can be limited under
Section 487a of the Commercial Code is expressed in the Poincare franc,
in accordance with the International Convention Relating to the
Limitation of the Liability of Owners of Seagoing Ships.193
In considering the question of the conversion of Poincar6 francs into
deutsche mark, the court referred to the decision of the Hanseatic
Higher Regional Court at Hamburg in the Transarctic case on July 2,
1974.194 The court noted that in the earlier case it had been held that it
was not permissible to apply the par value of the deutsche mark, which
had been established in terms of gold in October 1969 and had remained
unchanged since then. It was held that, in view of the revolutionary
development of the international monetary system, the central rate as
declared to the Fund in terms of the SDR must be applied as the most
practical procedure for achieving uniformity in international limits of
liability.
The latest central rate, the court continued, had been established on
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June 29, 1973 and had not been changed, but a further development had
occurred in the international monetary situation, which had already
been noted in the Transarctic case. This development was the adoption
by the Fund of the "standard basket" technique of valuing the SDR that
became effective on July 1, 1974. The definition of the SDR in
Article XXI, Section 2 of the first amendment of the Fund's Articles had
not been changed and continued to be equivalent to a fixed amount of
gold, but the method of expressing the value of the SDR in terms of a
currency was now different. This value was not fixed but was calculated
daily by the Fund.
The effect of the Fund's method of calculation was that a change in the
exchange rate of any currency in the basket had a bearing on the value of
the other currencies in terms of the SDR. This flexibility was a further
reason for using the SDR as a means of giving effect to the objective of a
reasonably standardized limit of liability in all contracting countries
while taking account of changing economic conditions.
The court declared that the valuation of the deutsche mark in terms of
the SDR according to the technique of the "standard basket" entailed
disadvantages. The daily fluctuation in value resulting from the technique
might induce the petitioner to take speculative considerations into
account in connection with the institution of proceedings. Moreover, it
might become necessary to determine the amount of liability anew if
further proceedings were to be initiated. "These disadvantages, which,
according to experience gained hitherto, are negligible must, however, be
endured in the interest of international uniformity in arriving at the
amount of liability, which has been mentioned."195
On the day of the decision the most recent value, as announced by the
Fund on December 20, 1976, was DM 1 = SDR 0.363745 and SDR 1 =
DM 2.7492. The court employed this valuation. The calculation, as set
forth by the court, for arriving at the equivalent in deutsche mark of the
Poincar6 franc in applying the limits of liability based on the tonnage of
vessels was as follows:

2.

1.

0.888671
1

gram of fine gold
gram of fine gold

=
-

SDR 1
SDR 1
0.888671

3.

0.0655

gram of fine gold
(65 1/2 mg)

=

SDR 1 x 0.0655
0.888671
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4.

5.
6.

0.0655

SDR 1
0.0655

gram of fine gold
with a fine gold
content of 900/1000

=

=
gram of fine gold
with a fine content
of 900/1000

=

SDR 1 x 0.0655 x 900
0.888671 x 1000
DM 2.7492
2.7492 x 0.0655 x 900
0.888671 x 1000

The calculation is comparable to the solution adopted by some
international organizations, which have calculated the relationship between the SDR and a gold franc on the basis of the definition of each in
terms of gold. Thereafter, the equivalent of the SDR in terms of the
currency involved is made according to the Fund's method of valuation.
This admirably realistic solution suggests two comments. First, the
solution did not depend on the fact that the Federal Republic of
Germany has declared a central rate for the deutsche mark in terms of the
SDR. Second, it is possible to go easily from the Poincar6 franc or any
unit of account expressed in gold to currency via the SDR as long as the
SDR is defined in terms of gold. Will it be equally easy to calculate this
relationship in the interval between the date on which the second
amendment of the Articles takes effect, when the SDR will cease to be
defined in terms of gold, and the date on which the Convention on
Limitation of Liability for Maritime Claims, 1976 and national legislation
based on it become effective? It might be possible to hold that the
relationship could continue to be based on the last definition of the SDR in
terms of gold and on the residual uses of that definition under the second
amendment, but it is obvious that a new legal problem will arise, at least for
the courts. International organizations might be able to continue to
determine the relationship on the basis of the former definition of the SDR
in terms of gold if they have the necessary administrative authority.
Gold-Value and Currency Clauses
On June 5, 1933, after gold coins and gold certificates had been
withdrawn from circulation as money in the United States and after the
private ownership of gold by citizens and residents of the United States had
been forbidden except for certain limited purposes, Congress adopted the
Joint Resolution declaring gold clauses unenforceable.196 The Joint
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Resolution has been, and is still being, given an extensive interpretation by
courts in the United States.
On December 31, 1974, citizens and residents of the United States
regained the right to own and deal in gold under a statute which provides
that:
... no rule, regulation, or order in effect... [on December 31, 1974] may be construed to
prohibit any person from purchasing, holding, selling, or otherwise dealing with gold in
the United States or abroad.197

The statute was adopted as part of the policy of the United States to
reduce the role of gold in the international monetary system.198
It has been argued that as a consequence of this measure the right of
American citizens and residents to contract by reference to gold should
be, and may already have been, restored.199 The debates on the 1974
statute, however, did not mention gold-value clauses, and the Gold
Clause Joint Resolution was the equivalent of a statute and not a "rule,
regulation, or order." On October 27, 1976, a U.S. District Court in
Tennessee concluded that the measure has not explicitly or implicitly
repealed the Joint Resolution, so that a lessee was required to pay only
$1,500 a month under a term in the lease requiring it to pay in gold coin
of the weight and fineness as of May 1, 1927, or its equivalent at the date
of payment. The defendant's claim to approximately $13,500 for the
month of January 1975 on the basis of the market price of gold was
rejected. 20°
Efforts were made in 1974 to prevent the application of the Joint
Resolution to multicurrency obligations providing for "payment in dollars
or a foreign currency or foreign currencies," and there was an attempt in
1975 to repeal the Joint Resolution in full. These efforts failed, notwithstanding a statement by the Secretary of the Treasury that he saw no
reason why U.S. businessmen should not be able to deal in securities
containing multicurrency obligations that were offered in international
markets. This statement was made at the end of 1974 when the law was
changed to permit the private ownership of gold.201
Senator Helms, who has championed the legalization of gold-value
clauses, pursued this cause during congressional hearings on amendment
of the U.S. Bretton Woods Agreements Act. In requesting the views of
witnesses, he received an answer from Mr. Yeo, the then Under Secretary
of the Treasury, which provides one explanation for official reluctance to
repeal the Joint Resolution. Repeal might create the impression, which
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would be particularly unfortunate when the Articles of the Fund were
about to be amended, of an intention to restore the role of gold,
notwithstanding the objective of a gradual reduction in its role that is a
feature of the second amendment. The question and answer were as
follows:
Question. Would the Treasury Department favor a set date to restore the freedom of
Americans to use gold clause contracts? Would the Treasury favor an amendment of this
kind on the IMF legislation?
Answer. As Secretary Simon stated in his letter to you on May 6, the Gold Clause Joint
Resolution, by making unenforceable contract provisions for the payment of the
obligation in gold or in an amount of dollars measured in gold, helps to assure that gold
will not again assume a monetary role through widespread use in private transactions.
Secretary Simon, at that time, also expressed concern that the emergence of gold clauses
which might result from repeal of the Joint Resolution, could call into question the
strength of the dollar and undermine our efforts to control inflation and maintain
confidence in our currency. For these reasons, the Joint Resolution appears to us to have
a substantial and important rationale and its repeal at this time would be unwise.
In our view, careful and thoughtful consideration should be given to the bill you
introduced on June 14 to repeal the Gold Clause Resolution. However, because of its
importance and our concerns regarding its repeal, it should not be handled hastily in the
context of the Bretton Woods legislation. Rather, the Gold Clause Resolution can and
should be considered on its merits. At an appropriate time, officials from this
Department would be happy to participate in full, frank, and open discussions on this
matter and to examine our concerns in light of all the points of view expressed in those
hearings.202

The letter of May 6, 1976 from Secretary Simon to Senator Helms
contained, in addition to the views recalled by the Under Secretary, the
following passage:
In addition to gold clauses, you mentioned in your letter the removal of legal strictures
against multiple currency clauses which would result from repeal of the Joint Resolution.
As you pointed out, I have in the past expressed the view that consideration of a change
in the law in this regard would be desirable. Multiple currency clauses do not raise the
same concerns as gold clauses, and removal of the legal strictures against multiple
currency clauses could be accomplished without repealing in full the Joint Resolution.203

Meanwhile, one consequence of the present legal position is that the
effect of the Gold Clause Joint Resolution on the enforceability in courts
in the United States of clauses denominated in SDRs remains
uncertain.204
A proposal has been made to amend Canadian law to permit the use
in Canadian contracts of units of account such as the SDR.
Subsection 12(1) of the Currency and Exchange Act would be
amended to include (b) below:
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Every contract, sale, payment, bill, note, instrument and security for money and every
transaction, dealing, matter and thing whatever relating to money or involving the
payment of or the liability to pay any money, that is made, executed or entered into,
done or had, shall be made, executed, entered into, done and had according to the
currency of Canada, unless it is made, executed, entered into, done or had, according
to
(a) the currency of a country other than Canada; or
(b) a unit of account that is defined in terms of the currencies of two or more
countries.205

In England, a case decided in 1956 raised for the first time the question
whether a gold-value clause was valid in a purely domestic contract (a
lease for 99 years). The issue was not resolved because the court
construed the clause as drafted as one that dealt with the mode of
discharging the debt and not as measuring its extent. According to this
construction, the obligor was permitted alternative modes of payment of
a fixed amount of sterling, one of which was a specified amount of "gold
sterling" and the other the same specified amount of Bank of England
notes. The obligor was entitled to settle in accordance with the latter
alternative and was not required to pay the market value of the specified
amount of gold sovereigns or their gold content.206 Nevertheless, doubt
was cast on the validity of a gold-value clause in a domestic English
contract by a passage in one of the opinions in the Court of Appeal. Lord
Justice Denning, as he then was, said:
In external transactions it is, of course, quite common for parties to protect themselves
against a depreciation in the rate of exchange by means of a gold clause. But in England
we have always looked upon a pound as a pound, whatever its international value. We
have dealt in pounds for more than a thousand years — long before there were gold coins
or paper notes. In all our dealings we have disregarded alike the debasement of the
currency by kings and rulers or the depreciation of it by the march of time or events.
... Creditors and debtors have arranged for payment in our sterling currency in the sure
knowledge that the sum they fix will be upheld by the law. A man who stipulates for a
pound must take a pound when payment is made, whatever the pound is worth at that
time. Sterling is the constant unit of value by which in the eye of the law everything else is
measured. Prices of commodities may go up or down, other currencies may go up and
down, but sterling remains the same.207

Lord Justice Denning continued:
The principle which I have stated is so well established that it is disturbing to find a
creditor inserting a gold clause in a domestic transaction. I am not altogether sure that
it is lawful. In the United States gold clauses are declared by the joint resolution of
Congress to be contrary to public policy Many other countries have like
legislation.... We might find every creditor stipulating for payment according to the
price of gold; and every debtor scanning the bullion market to find out how much he has
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to pay. What, then, is to become of sterling? It would become a discredited currency
unable to look its enemy inflation in the face. That should not be allowed to happen.208

A case decided by a court of first instance in May 1977 has rejected
Lord Justice Denning's view.209 In a domestic transaction, a loan was
made on a mortgage under which the principal repayable and the interest
were expressed in sterling but subject to variation. The payments were to
be "increased or decreased proportionately if at the close of business on
the day preceding the day on which payment is made the rate of exchange
between the Swiss franc and the pound sterling shall vary by more than
three per cent" from the rate of approximately 12 francs to the pound
sterling prevailing on the date of the mortgage. The court held that this
clause was enforceable and not contrary to public policy. Among the
reasons given for this conclusion were the widespread use of index clauses
in relation to amounts expressed originally in sterling, particularly in
long-term commercial contracts and contracts of employment, the
linking of pensions and savings bonds to the cost of living under
Parliamentary authority, the disagreement among economists on the
question whether indexing promoted inflation, the rapid erosion of the
value of the currency, the danger that capital might not be forthcoming if
lenders could not protect themselves, and the validity of indexing in some
other countries. Moreover, in connection with a somewhat analogous
problem it had been held in the Miliangos case that judgments could be
expressed in currencies other than sterling. Lord Denning himself had
joined in this departure from the nominalist principle on which he had
relied in 1956.
The decision implies that a clause in a domestic or transnational
contract providing for the variation of an obligation expressed in sterling
in accordance with the value of sterling in terms of the SDR would be
valid in English law. The decision probably implies that it is valid to
express the obligation in SDRs. 21°
As private parties cannot hold SDRs or contract for payment in SDRs,
the SDR can serve only as a unit of account for them. Authorized holders
of SDRs are not able to agree on the transfer of SDRs in the direct
settlement of obligations under the present Articles. They can use SDRs
only indirectly in settlement, i.e., by transferring SDRs for currency and
using the currency in settlement. When the second amendment of the
Articles enters into force, the Fund will be able, by a decision taken by a
70 per cent majority of the total voting power, to permit authorized
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holders to agree on the transfer of SDRs in the direct settlement of
obligations.211 Under the second amendment of the Articles, SDRs may
be held by participants and the Fund, and by such nonmember states,
nonparticipating members, institutions that perform functions of a
central bank for more than one member, and other official entities as may
be prescribed by the Fund. The Fund also determines the terms and
conditions on which a prescribed holder may accept SDRs and engage in
operations and transactions in them.212

Conclusions
Floating Currencies
The breakdown of the par value system of the original Articles of the
Fund and the failure of the Fund's efforts to substitute a comparable
system based on central rates are producing widespread effects in
international and domestic law. Some of the consequences have been
discussed in this pamphlet. The drafters of new legislation must take
account of the existing situation, even if the legislation is not related to
the Fund. The courts are called upon to interpret contracts that refer to
par values in circumstances in which they will continue to exist according
to the law of the Fund until the second amendment of the Articles
becomes effective but in which they are irrelevant to actual exchange
rates. Unsettled monetary conditions have contributed to the spread of
"hardship clauses" in contracts. This phenomenon is seen as one that
blurs the distinction between the formation and the execution of a
contract and that modifies the principle that a contract establishes
immutable rights and obligations between the parties. The contract
establishes a relationship that produces adaptations of the contractual
terms.
The Fund's practice under stand-by arrangements is a similar
phenomenon on the international plane, even though these arrangements
are not intended to be contractual.
The floating of sterling has been an impetus to the reversal of the
ancient rule that English courts can give monetary judgments only in
sterling. Floating has also influenced the choice of the exchange rate on
the day when payment is actually made, and not when it should have
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been made or the date of the judgment, for converting the currency
awarded into sterling. The new practice is spreading far beyond the case
in which the reversal was decreed. The depreciation of sterling is
discouraging the denomination of contracts in sterling when they involve
business with residents of the United Kingdom. The courts of some
countries had already followed practices similar to the new British
principle. It is not yet apparent what influence the latter principle will
have on the courts of countries that so far have not applied it.
The provisions on exchange arrangements of the second amendment of
the Articles will not offer the assurance of stability of exchange rates that
the drafters of treaties, statutes, and contracts had in the past. Even if the
operation of the new provisions achieves greater stability in general than
under the par value system, members will have the unilateral right to
change their exchange arrangements. This fact alone may affect not only
the drafting of legal instruments but also the development of international and national monetary law.
Special Drawing Rights (SDRs)
The only allocations of SDRs so far, totaling approximately 9.5
billion, occurred during the first basic period of three years that began on
January 1, 1970. The three most important developments in connection
with the SDR since that time are the adoption of the "basket" valuation
of the SDR (effective July 1, 1974), the modifications in the characteristics
and possible uses of the SDR included in the proposed second amendment of the Articles, and the increasing use of the SDR as a unit of
account in legal instruments. This last development is the result of the
breakdown of the par value system and the de facto disappearance of an
internationally recognized official price for gold, which will be followed
by its disappearance de jure as a result of the second amendment of the
Articles. The SDR is being substituted for gold as a unit of account in
international agreements in which gold appears or probably would have
appeared but for the changes that are occurring in the international
monetary system.
The attitudes of countries in negotiations on the adoption of a unit of
account for the purposes of a treaty are influenced in favor of the SDR by
a broad range of considerations. They include membership of the
negotiating countries in the Fund, adoption of the SDR as the unit of
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account of the central organization of the international monetary system,
the ease with which the SDR can be adopted by interpretation or
administrative decision, the adoption of the SDR under treaties that deal
with a similar subject matter, the desirability of a unit of account that will
ensure equal value wherever a recovery of damages pursuant to the treaty
is sought and whatever the currency in which damages are awarded, the
publication by the Fund of exchange rates in terms of the SDR and the
difficulty or cost of establishing a substitute procedure, and the absence
of financial obligations for the countries under the treaty.
Doubt about adoption of the SDR as a unit of account, or opposition
to it, has been based on such considerations as nonmembership in the
Fund of a substantial number of the negotiating countries, the difficulty
of amending the treaty, although this consideration applies to the
adoption of any new unit of account, the possibility of further changes in
the international monetary system, the assumed "interim" character of
the basket method ot valuing the SDR, the frequency of adjustments or
settlements in connection with financial obligations under the treaty that
would result from adoption of the SDR as the unit of account, the
possibility that the SDR might decline in value against certain currencies,
uncertainty that the industry affected by the unit of account will concur
in adoption of the SDR, the inclusion in the basket method of valuation
of the SDR of many currencies issued by countries that are not
contracting parties to the treaty, and the need to adopt a second unit of
account to apply to contracting parties that are nonmembers of the Fund.
In this pamphlet, treaties for which it has been agreed that the SDR
shall be the unit of account, or for which the SDR is still being
considered, or for which another unit based on or influenced by the SDR
has been adopted, have been assembled into five classes: (1) international
transportation by air and sea; (2) international transportation by rail;
(3) international telecommunication and postal services; (4) international
financial operations; (5) products liability.
The SDR as a unit of account is considered a legal or political problem
in relation to the currencies of nonmembers of the Fund. The so-called
Montreal solution, i.e., the solution adopted for the purposes of the four
Montreal Protocols relating to transportation by air, has been influential
in other negotiations. The SDR is the unit of account for valuing the
currencies of both members and nonmembers of the Fund, but the latter
are allowed to determine how the calculation shall be made. If a
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nonmember's law does not permit application of the SDR, it may declare
that the limits of liability under its law will be based on the Poincare
franc. This solution has its critics, who complain that the existence of two
units of account frustrates basic objectives of having a unit of account.
The treaties discussed in Pamphlet No. 19 and in this pamphlet for
which the SDR (or a multiple or fraction of it) has been adopted or is
being considered as a unit of account for certain purposes are listed
below. The letter A or C indicates, wherever possible, whether the SDR
has been adopted or is being considered. In those instances in which
adoption of the SDR as a unit of account is being considered, the degree
of support for this solution differs from case to case. It should not be
assumed that all the treaties are already in effect. The letter F indicates
that the SDR is the "flexible" SDR, i.e., the SDR according to the
method of valuation that might be adopted by the Fund from time to
time. The letter V indicates that authority exists under the treaty to
depart from the SDR or to modify the Fund's method of valuing it for
the purposes of the treaty, or that, although the treaty has not yet been
agreed, a preference has been expressed for this authority. The letter Z
indicates that the Fund's method of valuation of the SDR at a particular
date will be applied notwithstanding changes by the Fund in the method
of valuation.
(1) International transportation by air or sea
Four Montreal Protocols, 1975 (amending the
Warsaw Convention of 1929, the Hague Protocol of
1955, and the Guatemala City Protocol of 1971, and a
fourth new protocol)
AF
International Air Transport Association*
CV
International Convention on Limitation of Liability for Maritime Claims, 1976
AF
International Convention on Civil Liability for
Oil Pollutiort Damage, 1969
(amended 1976)
AF
International Convention on the Establishment of
an International Fund for Compensation for Oil
Pollution Damage, 1971
(amended 1976)
AF
*Not a treaty, but an organization of carriers whose activities
are subject to governmental approval.
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Athens Convention Relating to the Carriage of
Passengers and Their Luggage by Sea, 1974
(amended 1976)
Convention on Carriage of Goods by Sea (draft)

AF
C

(2) International transportation by rail
International Convention Concerning the Carriage of Goods by Rail (CIM), 1975
International Convention Concerning the Carriage
of Passengers and Luggage by Rail (CIV), 1975
(3) International telecommunication and postal
services
International Telecommunication Convention
Universal Postal Convention
European Conference of Postal and Telecommunications Administrations, 1976
(4) International financial operations
Arab Monetary Fund
Asian Clearing Union
Asian Development Bank
Economic Community of West African States
Financial Support Fund
International Fund for Agricultural Development
International Bank for Reconstruction and
Development
Islamic Development Bank
Nordic Investment Bank
Nordic agreement for short-term financial
assistance

C
C

C
C
A
AV
AV
CF
A F (?)
AV
AF
C
AF
AV
AV

(5) Products liability
European Convention on Products Liability in
Regard to Personal Injury and Death

AZ
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Gold
The SDR is already the Fund's unit of account under a decision of
the Fund, but when the second amendment enters into force, the Articles
will require the SDR to be the Fund's unit of account. It will cease,
however, to be defined in terms of gold. The Fund will determine the
method of valuation of the SDR. The former official price of gold will
disappear for most, but not for all, purposes as a result of the second
amendment of the Articles. The price of SDR 35 per fine ounce of gold
will apply under certain provisions of the second amendment, most of
which relate to dispositions or possible dispositions of the Fund's
holdings of gold. If the Fund enters into other operations and transactions in gold under other provisions, the price will be determined on each
occasion on the basis of prices in the market. The Fund will have to be
guided by the objective of avoiding the management of the price, or the
establishment of a fixed price, in the gold market.
Under the Articles before the second amendment takes effect members
may sell gold at a price in excess of the official price, provided that the
purchaser is not another member. The Articles do not prevent a member
from valuing gold at a nonofficial price, for example, for such purposes as
the application of gold-value clauses under its domestic legislation that
gives effect to a treaty containing such clauses. Directives of this kind avoid
the confusion about gold value that exists before the second amendment
becomes effective and that will continue to exist after that date if another
unit of account is not substituted in domestic law for gold.
Some courts have sought solutions of the problem of applying gold
value clauses by reference to actions taken by the Fund. A pioneering
decision has been adopted by a Hamburg court, which converted the
Poincar6 franc into deutsche mark on the basis of the value of that
currency in terms of the SDR as calculated by the Fund for the relevant
date.
The proposal to repeal the Gold Clause Joint Resolution of the U.S.
Congress of June 5, 1933 so as to legalize gold-value clauses was pressed
during the hearings in June 1976 on the amendment of the U.S. Brett on
Woods Agreements Act. The U.S. Administration did not favor repeal at
a time when this action might seem inconsistent with support for the
gradual reduction of the role of gold in the international monetary
system, but less objection was expressed to the removal of impediments
to the enforceability of multicurrency clauses. Canadian law is to be
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amended to permit the use of units of account defined in terms of the
currency of two or more countries. The SDR valued according to the
basket technique will qualify as such a unit of account. A recent case in
England holds that the parties to a domestic contract may validly provide
that a debt expressed in sterling shall be varied according to the exchange
rate between sterling and the Swiss franc. It would appear, therefore, that
the amount of the obligation under a domestic or transnational contract
might be made to depend on the value of sterling in terms of the SDR
without any modification of statutory law such as that which is under
way in Canada. It would seem also that the obligation might be expressed
directly in SDRs.
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Appendix A. Interim Valuation of the SDR: New Rule O-3
1. Effective July 1, 1974, and subject to the addition of the amount of each
currency listed in paragraph (a), which will be calculated in the manner set out
in SM/74/142, dated June 13, 1974, on the last business day before this decision
becomes effective, Rule O-3 of the Fund's Rules and Regulations entitled
"Exchange Rates" shall be amended to read as follows:
(a) For the purpose of determining the exchange rate in terms of special
drawing rights for a currency provided in a transaction between participants or
involved in a conversion associated with such a transaction one special drawing
right shall be deemed to be equal to the sum of:
U.S. dollar
Deutsche mark
Pound sterling
French franc
Japanese yen
Canadian dollar
Italian lira
Netherlands guilder
Belgian franc
Swedish krona
Australian dollar
Danish krone
Norwegian krone
Spanish peseta
Austrian schilling
South African rand

0.40
0.38
0.045
0.44
26
0.071
47
0.14
1.6
0.13
0.012
0.11
0.099
1.1
0.22
0.0082

(b) One special drawing right in terms of the United States dollar shall be
equal to the sum of the equivalents in United States dollars of the amounts of the
currencies specified in (a) above, calculated on the basis of exchange rates
established in accordance with procedures decided from time to time by the Fund.
(c) One special drawing right in terms of a currency other than the United
States dollar shall be determined on the basis of the rate of the special drawing
right in terms of the United States dollar as established in accordance with (b)
above and an exchange rate for that currency determined as follows:
(i) for the currency of a member having an exchange market in which
the Fund finds that a representative rate for spot delivery for the
United States dollar can be readily ascertained, that representative
rate;
(ii) for the currency of a member having an exchange market in which
the Fund finds that a representative rate for spot delivery for the
United States dollar cannot be readily ascertained but in which a
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representative rate can be readily ascertained for spot delivery for a
currency as described in (i), the rate calculated by reference to the
representative rate for spot delivery for that currency and the rate
ascertained pursuant to (i) above for the United States dollar in
terms of that currency;
(iii) for any other currency, a rate determined by the Fund.
2. Rule O-3 as amended by this decision shall be reviewed two years from the
date of this decision.
Decision No. 4233-(74/67) S
June 13, 1974, as amended by
Decision No. 4261-(74/7%) S
July 1, 1974

72

©International Monetary Fund. Not for Redistribution

Appendix B. 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 currencies for which rates are not maintained
within the margins under Article IV, Section 3 of the Articles or Executive Board
Decision No. 904-(59/32).
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 representative rate for that currency under Rule O-3 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 representative rate for the currency on
the day specified in paragraph 2 below.
2. For computations for the purpose of Article V, Sections l(b) and 8(/) the
rate shall be that at which the Fund values its holdings of the currency on the day
for which the computation is made. For computations relating to other transactions, including computations involving currency substituted pursuant to
Schedule B, paragraph \(d) and paragraph 1 of Executive Board Decision
No. 3049-(70/44), the rate shall be that of three 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 member under Article IV, 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 holdings 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 Executive 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, as amended by
Decision No. 5074-(76/63) G/S,
May 5, 1976
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Appendix C. Proposed Second Amendment: Exchange
Arrangements and Par Values

Article IV
Obligations Regarding Exchange Arrangements
Section 1. General obligations of members
Recognizing that the essential purpose of the international monetary system is
to provide a framework that facilitates the exchange of goods, services, and
capital among countries, and that sustains sound economic growth, and that a
principal objective is the continuing development of the orderly underlying
conditions that are necessary for financial and economic stability, each member
undertakes to collaborate with the Fund and other members to assure orderly
exchange arrangements and to promote a stable system of exchange rates. In
particular, each member shall:
(i) endeavor to direct its economic and financial policies toward the
objective of fostering orderly economic growth with reasonable
price stability, with due regard to its circumstances;
(ii) seek to promote stability by fostering orderly underlying economic
and financial conditions and a monetary system that does not tend
to produce erratic disruptions;
(iii) avoid manipulating exchange rates or the international monetary
system in order to prevent effective balance of payments adjustment or to gain an unfair competitive advantage over other
members; and
(iv) follow exchange policies compatible with the undertakings under
this Section.
Section 2. General exchange arrangements
(a) Each member shall notify the Fund, within thirty days after the date of the
second amendment of this Agreement, of the exchange arrangements it intends to
apply in fulfillment of its obligations under Section 1 of this Article, and shall
notify the Fund promptly of any changes in its exchange arrangements.
(b) Under an international monetary system of the kind prevailing on
January 1, 1976, exchange arrangements may include (i) the maintenance by a
member of a value for its currency in terms of the special drawing right or another
denominator, other than gold, selected by the member, or (ii) cooperative
arrangements by which members maintain the value of their currencies in relation
to the value of the currency or currencies of other members, or (iii) other
exchange arrangements of a member's choice.
(c) To accord with the development of the international monetary system, the
Fund, by an eighty-five percent majority of the total voting power, may make
provision for general exchange arrangements without limiting the right of
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members to have exchange arrangements of their choice consistent with the
purposes of the Fund and the obligations under Section 1 of this Article.
Section 3. Surveillance over exchange arrangements
(a) The Fund shall oversee the international monetary system in order to
ensure its effective operation, and shall oversee the compliance of each member
with its obligations under Section 1 of this Article.
(b) In order to fulfill its functions under (a) above, the Fund shall exercise firm
surveillance over the exchange rate policies of members, and shall adopt specific
principles for the guidance of all members with respect to those policies. Each
member shall provide the Fund with the information necessary for such
surveillance, and, when requested by the Fund, shall consult with it on the
member's exchange rate policies. The principles adopted by the Fund shall be
consistent with cooperative arrangements by which members maintain the value
of their currencies in relation to the value of the currency or currencies of other
members, as well as with other exchange arrangements of a member's choice
consistent with the purposes of the Fund and Section 1 of this Article. These
principles shall respect the domestic social and political policies of members, and
in applying these principles the Fund shall pay due regard to the circumstances of
members.
Section 4. Par values
The Fund may determine, by an eighty-five percent majority of the total voting
power, that international economic conditions permit the introduction of a
widespread system of exchange arrangements based on stable but adjustable par
values. The Fund shall make the determination on the basis of the underlying
stability of the world economy, and for this purpose shall take into account price
movements and rates of expansion in the economies of members. The determination shall be made in light of the evolution of the international monetary system,
with particular reference to sources of liquidity, and, in order to ensure the
effective operation of a system of par values, to arrangements under which both
members in surplus and members in deficit in their balances of payments take
prompt, effective, and symmetrical action to achieve adjustment, as well as to
.arrangements for intervention and the treatment of imbalances. Upon making
such determination, the Fund shall notify members that the provisions of
Schedule C apply.
Section 5. Separate currencies within a member's territories
(a) Action by a member with respect to its currency under this Article shall be
deemed to apply to the separate currencies of all territories in respect of which the
member has accepted this Agreement under Article XXXI, Section 2(g) unless
the member declares that its action relates either to the metropolitan currency
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alone, or only to one or more specified separate currencies, or to the metropolitan
currency and one or more specified separate currencies.
(b) Action by the Fund under this Article shall be deemed to relate to all
currencies of a member referred to in (a) above unless the Fund declares
otherwise.

Schedule C
Par Values
1. The Fund shall notify members that par values may be established for the
purposes of this Agreement, in accordance with Article IV, Sections 1, 3,4, and 5
and this Schedule, in terms of the special drawing right, or in terms of such other
common denominator as is prescribed by the Fund. The common denominator
shall not be gold or a currency.
2. A member that intends to establish a par value for its currency shall
propose a par value to the Fund within a reasonable time after notice is given
under 1 above.
3. Any member that does not intend to establish a par value for its currency
under 1 above shall consult with the Fund and ensure that its exchange
arrangements are consistent with the purposes of the Fund and are adequate to
fulfill its obligations under Article IV, Section 1.
4. The Fund shall concur in or object to a proposed par value within a
reasonable period after receipt of the proposal. A proposed par value shall not
take effect for the purposes of this Agreement if the Fund objects to it, and the
member shall be subject to 3 above. The Fund shall not object because of the
domestic social or political policies of the member proposing the par value.
5. Each member that has a par value for its currency undertakes to apply
appropriate measures consistent with this Agreement in order to ensure that the
maximum and the minimum rates for spot exchange transactions taking place
within its territories between its currency and the currencies of other members
maintaining par values shall not differ from parity by more than four and onehalf percent or by such other margin or margins as the Fund may adopt by an
eighty-five percent majority of the total voting power.
6. A member shall not propose a change in the par value of its currency
except to correct, or prevent the emergence of, a fundamental disequilibrium. A
change may be made only on the proposal of the member and only after
consultation with the Fund.
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7. When a change is proposed, the Fund shall concur in or object to the
proposed par value within a reasonable period after receipt of the proposal. The
Fund shall concur if it is satisfied that the change is necessary to correct, or
prevent the emergence of, a fundamental disequilibrium. The Fund shall not
object because of the domestic social or political policies of the member
proposing the change. A proposed change in par value shall not take effect for the
purposes of this Agreement if the Fund objects to it. If a member changes the par
value of its currency despite the objection of the Fund, the member shall be
subject to Article XXVI, Section 2. Maintenance of an unrealistic par value by a
member shall be discouraged by the Fund.
8. The par value of a member's currency established under this Agreement
shall cease to exist for the purposes of this Agreement if the member informs the
Fund that it intends to terminate the par value. The Fund may object to the
termination of a par value by a decision taken by an eighty-five percent majority
of the total voting power. If a member terminates a par value for its currency
despite the objection of the Fund, the member shall be subject to Article XXVI,
Section 2. A par value established under this Agreement shall cease to exist for
the purposes of this Agreement if the member terminates the par value despite the
objection of the Fund, or if the Fund finds that the member does not maintain
rates for a substantial volume of exchange transactions in accordance with 5
above, provided that the Fund may not make such finding unless it has consulted
the member and given it sixty days notice of the Fund's intention to consider
whether to make a finding.
9. If the par value of the currency of a member has ceased to exist under
8 above, the member shall consult with the Fund and ensure that its exchange
arrangements are consistent with the purposes of the Fund and are adequate to
fulfill its obligations under Article IV, Section 1.
10. A member for whose currency the par value has ceased to exist under
8 above may, at any time, propose a new par value for its currency.
11. Notwithstanding 6 above, the Fund, by a seventy percent majority of the
total voting power, may make uniform proportionate changes in all par values if
the special drawing right is the common denominator and the changes will not
affect the value of the special drawing right. The par value of a member's currency
shall, however, not be changed under this provision if, within seven days after the
Fund's action, the member informs the Fund that it does not wish the par value of
its currency to be changed by such action.
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1. The Executive Board has discussed the implementation of Article IV of the
proposed second amendment of the Articles of Agreement and has approved the
attached document entitled Surveillance over Exchange Rate Policies. The Fund
shall act in accordance with this document when the second amendment becomes
effective. In the period before that date the Fund shall continue to conduct
consultations in accordance with present procedures and decisions.
2. The Fund shall review the document entitled Surveillance over Exchange
Rate Policies at intervals of two years and at such other times as consideration of
it is placed on the agenda of the Executive Board.
General Principles
Article IV, Section 3(0) provides that "The Fund shall oversee the international
monetary system in order to ensure its effective operation, and shall oversee the
compliance of each member with its obligations under Section 1 of this Article."
Article IV, Section 3(b) provides that in order to fulfill its functions under 3(0),
"the Fund shall exercise firm surveillance over the exchange rate policies of
members, and shall adopt specific principles for the guidance of all members with
respect to those policies." Article IV, Section 3(b) also provides that "The
principles adopted by the Fund shall be consistent with cooperative arrangements
by which members maintain the value of their currencies in relation to the value
of the currency or currencies of other members, as well as with other exchange
arrangements of a member's choice consistent with the purposes of the Fund and
Section 1 of this Article. These principles shall respect the domestic social and
political policies of members, and in applying these principles the Fund shall pay
due regard to the circumstances of members." In addition, Article IV, Section 3(&) requires that "Each member shall provide the Fund with the information
necessary for such surveillance, and, when requested by the Fund, shall consult
with it on the member's exchange rate policies."
The principles and procedures set out below, which apply to all members
whatever their exchange arrangements and whatever their balance of payments
position, are adopted by the Fund in order to perform its functions under
Section 3(6). They are not necessarily comprehensive and are subject to reconsideration in the light of experience. They do not deal directly with the Fund's
responsibilities referred to in Section 3(0), although it is recognized that there is a
close relationship between domestic and international economic policies. This
relationship is emphasized in Article IV which includes the following provision:
"Recognizing ... that a principal objective (of the international monetary system)
is the continuing development of the orderly underlying conditions that are
necessary for financial and economic stability, each member undertakes to
collaborate with the Fund and other members to assure orderly exchange
arrangements and to promote a stable system of exchange rates."
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Principles for the Guidance of Members' Exchange Rate Policies
A. A member shall avoid manipulating exchange rates or the international
monetary system in order to prevent effective balance of payments adjustment or
to gain an unfair competitive advantage over other members.
B. A member should intervene in the exchange market if necessary to counter
disorderly conditions which may be characterized inter alia by disruptive shortterm movements in the exchange value of its currency.
C. Members should take into account in their intervention policies the
interests of other members, including those of the countries in whose currencies
they intervene.

Principles of Fund Surveillance over Exchange Rate Policies
1. The surveillance of exchange rate policies shall be adapted to the needs of
international adjustment as they develop. The functioning of the international
adjustment process shall be kept under review by the Executive Board and
Interim Committee and the assessment of its operation shall be taken into
account in the implementation of the principles set forth below.
2. In its surveillance of the observance by members of the principles set forth
above, the Fund shall consider the following developments as among those which
might indicate the need for discussion with a member:
(i) protracted large-scale intervention in one direction in the exchange
market;
(ii) an unsustainable level of official or quasi-official borrowing, or excessive and prolonged short-term official or quasi-official lending, for balance of
payments purposes;
(iii) (a) the introduction, substantial intensification, or prolonged maintenance, for balance of payments purposes, of restrictions on, or
incentives for, current transactions or payments, or
(b) the introduction or substantial modification for balance of payments purposes of restrictions on, or incentives for, the inflow or
outflow of capital;
(iv) the pursuit, for balance of payments purposes, of monetary and other
domestic financial policies that provide abnormal encouragement or discouragement to capital flows; and
(v) behavior of the exchange rate that appears to be unrelated to underlying
economic and financial conditions including factors affecting competitiveness
and long-term capital movements.
3. The Fund's appraisal of a member's exchange rate policies shall be based on
an evaluation of the developments in the member's balance of payments against
the background of its reserve position and its external indebtedness. This
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appraisal shall be made within the framework of a comprehensive analysis of the
general economic situation and economic policy strategy of the member, and
shall recognize that domestic as well as external policies can contribute to timely
adjustment of the balance of payments. The appraisal shall take into account the
extent to which the policies of the member, including its exchange rate policies,
serve the objectives of the continuing development of the orderly underlying
conditions that are necessary for financial stability, the promotion of sustained
sound economic growth, and reasonable levels of employment.
Procedures for Surveillance
I. Each member shall notify the Fund in appropriate detail within thirty days
after the second amendment becomes effective of the exchange arrangements it
intends to apply in fulfillment of its obligations under Article IV, Section 1. Each
member shall also notify the Fund promptly of any changes in its exchange
arrangements.
II. Members shall consult with the Fund regularly under Article IV. The
consultations under Article IV shall comprehend the regular consultations under
Articles VIII and XIV. In principle such consultations shall take place annually,
and shall include consideration of the observance by members of the principles set
forth above as well as of a member's obligations under Article IV, Section 1. Not
later than three months after the termination of discussions between the member
and the staff, the Executive Board shall reach conclusions and thereby complete
the consultation under Article IV.
III. Broad developments in exchange rates will be reviewed periodically by the
Executive Board, inter alia in discussions of the international adjustment process
within the framework of the world economic outlook. The Fund will continue
to conduct special consultations in preparing for these discussions.
IV. The Managing Director shall maintain close contact with members in
connection with their exchange arrangements and exchange policies, and will be
prepared to discuss on the initiative of a member important changes that it
contemplates in its exchange arrangements or its exchange rate policies.
V. If, in the interval between Article IV consultations, the Managing Director,
taking into account any views that may have been expressed by other members,
considers that a member's exchange rate policies may not be in accord with the
exchange rate principles, he shall raise the matter informally and confidentially
with the member, and shall conclude promptly whether there is a question of the
observance of the principles. If he concludes that there is such a question, he shall
initiate and conduct on a confidential basis a discussion with the member under
Article IV, Section 3(6). As soon as possible after the completion of such a
discussion, and in any event not later than four months after its initiation, the
Managing Director shall report to the Executive Board on the results of the
discussion. If, however, the Managing Director is satisfied that the principles are
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being observed, he shall informally advise all Executive Directors, and the staff
shall report on the discussion in the context of the next Article IV consultation;
but the Managing Director shall not place the matter on the agenda of the
Executive Board unless the member requests that this procedure be followed.
VI. The Executive Directors shall review annually the general implementation
of the Fund's surveillance over members' exchange rate policies.
Decision No. 5392-(77/63)
April 29, 1977
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[Public Resolution—No. 10—73d Congress]
[HJ. Res. 192]

JOINT RESOLUTION
To assure uniform value to the coins and currencies of the United States.
Whereas the holding of or dealing in gold affect the public interest, and are
therefore subject to proper regulation and restriction; and
Whereas the existing emergency has disclosed that provisions of obligations
which purport to give the obligee a right to require payment in gold or a
particular kind of coin or currency of the United States, or in an amount in
money of the United States measured thereby, obstruct the power of the
Congress to regulate the value of the money of the United States, and are
inconsistent with the declared policy of the Congress to maintain at all times
the equal power of every dollar, coined or issued by the United States, in the
markets and in the payment of debts. Now, therefore, be it
Resolved by the Senate and House of Representatives of the United States of
America in Congress assembled, That (a) every provision contained in or made
with respect to any obligation which purports to give the obligee a right to require
payment in gold or a particular kind of coin or currency, or in an amount in
money of the United States measured thereby, is declared to be against public
policy; and no such provision shall be contained in or made with respect to any
obligation hereafter incurred. Every obligation, heretofore or hereafter incurred,
whether or not any such provision is contained therein or made with respect
thereto, shall be discharged upon payment, dollar for dollar, in any coin or
currency which at the time of payment is legal tender for public and private debts.
Any such provision contained in any law authorizing obligations to be issued by
or under authority of the United States, is hereby repealed, but the repeal of any
such provision shall not invalidate any other provision or authority contained in
such law.
(b) As used in this resolution, the term "obligation" means an obligation
(including every obligation of and to the United States, excepting currency)
payable in money of the United States; and the term "coin or currency" means
coin or currency of the United States, including Federal Reserve notes and
circulating notes of Federal Reserve banks and national banking associations.
Sec. 2. The last sentence of paragraph (1) of subsection (b) of section 43 of the
Act entitled "An Act to relieve the existing national economic emergency by
increasing agricultural purchasing power, to raise revenue for extraordinary
expenses incurred by reason of such emergency, to provide emergency relief with
respect to agricultural indebtedness, to provide for the orderly liquidation of
joint-stock land banks, and for other purposes", approved May 12, 1933, is
amended to read as follows:
"All coins and currencies of the United States (including Federal Reserve notes
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and circulating notes of Federal Reserve banks and national banking associations) heretofore or hereafter coined or issued, shall be legal tender for all debts,
public and private, public charges, taxes, duties, and dues, except that gold coins,
when below the standard weight and limit of tolerance provided by law for the
single piece, shall be legal tender only at valuation in proportion to their actual
weight."
Approved, June 5, 1933, 4.40 p.m.
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Conversion of the sums into national currencies shall, in case of judicial
proceedings, be made according to the value of such currencies in terms of the
Special Drawing Right at the date of the judgment. The value of a national
currency, in terms of the Special Drawing Right, of a High Contracting Party
which is a Member of the International Monetary Fund, shall be calculated in
accordance with the method of valuation applied by the International Monetary
Fund, in effect at the date of the judgment, for its operations and transactions. The
value of a national currency, in terms of the Special Drawing Right, of a High
Contracting I*arty which is not a Member of the International Monetary Fund,
shall be calculated in a manner determined by that High Contracting Party.
"'Nevertheless, those States which are not Members of the International
Monetary Fund and whose law does not permit the application of the provisions of
paragraph 2(b) of Article 22 may, at the time of ratification or accession or at any
time thereafter, declare that the limit of liability of the carrier in judicial
proceedings in their territories is fixed at a sum of two hundred and fifty monetary
units per kilogramme. This monetary unit corresponds to sixty-five and a half
milligrammes of gold of millesimal fineness nine hundred. This sum may be
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converted into the national currency concerned in round figures. The conversion of
this sum into the national currency shall be made according to the law of the State
concerned.'"
106. A.H.E. Popp, "Air Law - Warsaw Convention - International Conference Recent Developments," Canadian Bar Review, Vol. 54 (1976), pp. 438-49.
107. The daily tabulation by the Fund of the valuation of the SDR in terms of
currencies includes the Swiss franc. A footnote to the tabulation reads as follows:
"Based on representative rates received in the Fund prior to 1:30 p.m. each day,
except for the Swiss franc rate which is based on rate for U.S. dollar in Zurich as
supplied by the Swiss National Bank and the United States dollar which is derived
directly from the 'basket'."
108. Cf. n. 107.
109. See Paul P. Heller, "The Warsaw Convention and the Two-Tier' Gold
Market," Journal of World Trade Law, Vol. 7 (1973), pp. 126-29. Mr. Heller has
elaborated his views in "The Value of the Gold Franc — A Different Point of
View," Journal of Maritime Law and Commerce, Vol. 6 (1974), pp. 73-103.
110. Resolution 013, adopted effective September 1, 1975. See Gold, Floating
Currencies, Gold, and SDKs, pp. 49-51.
111. International Air Transport Association, News, released on February 16,
1977, in Geneva, Switzerland.
112. Intergovernmental Maritime Consultative Organization, Press Release
(IMCO/23/1976), October 26, 1976.
113. Nederlandse Jurisprudence, 1972, No. 269, pp. 728-38.
114. European Transport Law, Vol. 9 (1974), pp. 701-10.
115. Gold, Floating Currencies, Gold, and SDKs, pp. 17-33.
116. Joseph Gold, The Fund Agreement in the Courts: Parts VIII-XI
(Washington, 1976), p. 115. (Hereinafter referred to as Gold, Fund Agreement in
Courts: Parts VIII-XI.)
117. Gold, Floating Currencies, Gold, and SDRs, p. 38.
118. IMCO Press Release (IMCO/23/1976), October 26, 1976 (cited n. 112).
119. UN General Assembly, DOC. A/CN. 9/9/C. 1/SR.10, April 22, 1976.
120. UN General Assembly Resolution 31/100, December 15, 1976.
121. See Gold, Floating Currencies, Gold, and SDRs, pp. 39-40.
122. International Telecommunication Convention, Art. 8.
123. Ibid., Art. 5, Sec. 4(d) and Art. 11, Sec. 1(2).
124. Z. Caha, "Decisions of the Universal Postal Union," in The Effectiveness
of International Decisions, edited by Stephen M. Schwebel (Leyden, 1971),
pp. 290-303, at pp. 292-93.
125. Ibid., p. 291.
126. Constitution of the Universal Postal Union, Art. 7.
127. Detailed Regulations of the Universal Postal Convention, done at
Lausanne, July 5, 1974, Art. 103.
128. Ibid., Art. 103 (12).
129. Resolution C27 of the Universal Postal Union on Rules for Payment
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(Proposal 2500.2, Committee 2, 5th meeting, Congress — Doc. 138,20th Plenary
Meeting).
130. CEPT is a "Restricted Union" within the meaning of Article 8 of the
Constitution of the UPU, i.e., member countries or their postal administrations
that make Special Agreements "concerning the international postal service,
provided always that they do not introduce provisions less favourable to the
public than those provided for by the Acts [of the UPU] to which the member
countries concerned are parties." The members of CEPT are the postal and
telecommunications administrations in 26 European countries that aim at
establishing closer relations and harmonizing and improving their administrative and technical services within the spirit of the UPU and ITU Conventions.
With respect to telecommunications, see Art. 31 ("Special Arrangements") of
the International Telecommunication Convention, 1973.
131. Gold, Floating Currencies, Gold, and SDRs, pp. 58-62.
132. Article XII, Section 6(/), second.
133. Article V, Section 12(/0, second.
134. Article V, Section I2(h), second; Article XII, Section 6(/)(iii), second.
135. Article V, Section 12(/), second.
136. Article V, Section 2(6), second.
137. Instrument to Establish the Trust Fund, sec. II, para. 4(c). (Decision
No.5069-(76/72), May 5, 1976, Selected Decisions, 8th, p. 190); also sec. Ill,
par. 1, pp. 191-92.
138. Cf. General Arrangements to Borrow, which is an example of resources
lent to the Fund not for a special purpose in the sense of Article V, Section 2(b) of
the proposed second amendment, but for the ordinary transactions of the Fund.
139. Dahomey (now Benin), The Gambia, Ghana, Guinea, Guinea-Bissau,
Ivory Coast, Liberia, Mali, Mauritania, Niger, Nigeria, Senegal, Sierra Leone,
Togo, and Upper Volta (International Legal Materials, Vol. 14 (1975),
pp. 1200-1209).
140. See "ECOWAS Count-down," West Africa, February 14, 1977,
pp. 322-23.
141. "Convertible currency" means currency declared as such by the Fund and
shall include the currencies of the United States, the United Kingdom, the Federal
Republic of Germany, France, Japan, Sweden, Switzerland, and the Netherlands
and such other currencies as the Council of Ministers of the ECOWAS may
designate from time to time after consultation with the Fund.
142. Cf. Appendix to Resolution X of the Conference of Ministers for Foreign
Affairs of Non-Aligned Countries, Lima, August 25-30, 1975 (NAC/FM/
CONF. 5/15, Annex I), Convention Establishing the Solidarity Fund for
Economic and Social Development in Non-Aligned Countries, the broad purpose
of which would be to further cooperation and mutual assistance among its member
countries in order to accelerate their economic and social development. Under
Article (7) the subscribed capital and shares would be expressed in SDRs or in
"units of SDRs." Payments for the shares would be payable "in freely convertible
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currencies on the basis of the exchange rate linking such currencies to SDRs units
on the day of payment."
143. UN General Assembly, DOC. A/CONF. 73/15, August 4, 1976.
144. Prospectus issued by the International Bank for Reconstruction and
Development, June 29, 1976, pp. 4-5.
145. Bank of Finland, Monthly Bulletin, Vol. 50, No. 12, pp. 1-2.
146. Statutes of the Nordic Investment Bank, par. 4.
147. Ibid., par. 9.
148. Ibid., par. 7(e).
149. Nordiska Radet, Ministerrads f6rslag om uppra"ttande av en nordisk
investeringsbank, 1: a extra sessionen 1975, p. 5. [Nordic Council, Recommendation of the Ministerial Council to Establish a Nordic Investment Bank].
150. Agreement on Short-Term Foreign-Exchange Assistance between the
central banks in Denmark, Finland, Iceland, Norway, and Sweden, par. 7 and 10,
Danmarks Nationalbank, Report and Accounts for the Year 1975 (Copenhagen),
Annex 5, pp. 95-96.
151. European Convention on Products Liability in Regard to Personal Injury
and Death, Appendix, International Legal Materials, Vol. 16 (1977), pp. 7-12, at
p. 12.
152. Ursula Wassermann, "Council of Europe: Products Liability Convention,"
Journal of World Trade Law, Vol. 11 (1977), pp. 192-96, at p. 195.
153. Proposal for a Council Directive relating to the approximation of the laws,
regulations, and administrative provisions of the Member States concerning
liability for defective products, presented by the Commission to the Council on
September 9, 1976 (Bulletin of the European Communities, Supp. 11/76).
154. Decision No. 3289/75/ECSC of the Commission, December 18, 1975 on
the definition and conversion of the unit of account to be used in decisions,
recommendations, opinions, and communications for the purposes of the Treaty
Establishing the European Coal and Steel Community (Official Journal of the
European Communities, Vol. 18, No. L327, December 19, 1975, p. 4).
155. Explanatory memorandum, par. 26 (Bulletin of the European Communities, Supp. 11/76):
"The new European unit of account used to determine the maximum limits of
liability is an average variation in value of all currencies of the Member States. By
using this unit of account it is possible to solve the monetary problems which arise
as a result of the fact that the exchange rates of the various currencies involved
change daily.
"This latter fact, in combination with the circumstances that the calculation of
the equivalent in national currency is necessary only at the point of time when the
amount of damages is fixed, either by agreement or by judicial decision, indicated
that it was appropriate to adopt that point of time as the time when the European
unit of account should be converted into the relevant national currency. A fixing
generally of a specific date for conversion of the European unit of account into
national currencies would involve the danger that the relative values of the

97

©International Monetary Fund. Not for Redistribution

Notes (pages 50-53)

currencies would change again between the date so specified and the day on which
the damages were awarded.
"In an age where purchasing power of all currencies is steadily being eroded it is
necessary to adjust from time to time the specified maximum limits of liability in
order to maintain their value at the level laid down in the directive. A period of
three years appeared to be appropriate. Therefore, a clause has been provided for
paragraph 5 of Article 7 which takes these matters into consideration."
Gold

156. Article V, Section 10, second.
157. Article XV, Section 2, second.
158. Schedule B, paragraph 7(0), second.
159. Schedule B, paragraph 7(6), second.
160. Article V, Section I2(e)9 second.
161. Article V, Section 12(c), second.
162. Article V, Section 12(/)(i) and (ii), second. See also (iii) for a further use.
163. Article V, Section 12(#), second.
164. Schedule K, paragraph 2(0), second.
165. Schedule B, paragraphs 2 and 3, second.
166. Article V, Section 12(a), second.
167. Article V, Section I2(c), second.
168. Article V, Section I2(d), second.
169. Article IV, Section 2(6), second. See Report on Second Amendment,
Part II, Chap. I, sees. 1 and 2.
170. Schedule C, paragraph 1, second.
111. Communique of the Bank of France, January 16,1975 (Banque de France,
Bulletin Trimestriel, No. 14, February 1975, pp. 42-43). This practice is not
followed in the tabulation of the gold holdings of France in the Fund's publication,
International Financial Statistics (Vol. 30, No. 4, April 1977, p. 146, n.). Gold
continues to have an official price of SDR 35 per fine ounce for the purposes of the
Articles until they are amended. Members may sell gold in the market at a premium
above the official price but not to another member under the present Articles.
According to the Fund's Annual Report of the Executive Directorsfor the Fiscal
Year Ended April 30, 1975 (Washington, 1975), "it is not possible to put any
precise numerical value on the contribution that members' gold holdings make to
their ability to meet payments deficits" (p. 40).
172. Banca d'ltalia, Assemblea Generate Ordinaria del Partecipanti, 1974,
p. 203.
173. The Invitation to Bid recognizes expressly that the Bank for International
Settlements may bid, but this recognition does not derogate from the prohibition of
bids by agents on behalf of members at prices inconsistent with the Articles.
174. 9 & 10 Eliz. 2 c. 27. See also the Carriage by Air Act (Supplementary
Provisions), 1962 (10 & 11 Eliz. 2 c. 43), which gives the force of law to the
Guadalajara Convention.
98

©International Monetary Fund. Not for Redistribution

Notes (pages 53-56)
175. Sec. 4 (4) of the Carriage by Air Act 1961; Art. 6 of the Carriage by Air Acts
(Application of Provisions) Order 1967.
176. Sec. 4(1) of the Carriage by Air Act 1961.
177. The Carriage by Air (Sterling Equivalents) Order 1973 (S.I. 1973/1189).
178. The Carriage by Air (Sterling Equivalents) Order 1974 (S.I. 1974/528).
179. The Carriage by Air (Sterling Equivalents) Order 1975 (S.I. 1975/1613).
180. On the same dates, the Fund's holdings of sterling were computed on the
basis of $2.2575, $2.2575, and $1.76711 per pound sterling.
181. S.I. 1974/528. The earlier Order (S.I. 1973/1189) referred to $42.222. See
precise numerical value on the contribution that members' gold holdings make to
their ability to meet payments deficits" (p. 40).
182. Gold, "Par Value System," pp. 191-98.
183. See Report on Second Amendment, Part II, Chap. C, sec. 6.
184. Canada, House of Commons, Thirtieth Parliament, 2ndSess., 25 Elizabeth II, 1976, Bill C-5, An Act to amend the Currency and Exchange Act and to
amend other Acts in consequence thereof, First reading, October 21, 1976.
185. Article IV, Section 2(b), second.
186. P. L. 94-564, 94th Cong., Bretton Woods Agreements Act, Amendments,
Section 8, 90 Stat. 2660, at p. 2661.
187. See Maxwell on the Interpretation of Statutes, 12th ed., by P. St. J. Langan
(London, 1969), p. 40:
"The mischief rule. In Hey don's Case, in 1584, it was resolved by the Barons of
the Exchequer (at p. 7b) 'that for the sure and true interpretation of all statutes in
general (be they penal or beneficial, restrictive or enlarging of the common law)
four things are to be discerned and considered: (1st). What was the common law
before the making of the Act. (2nd). What was the mischief and defect for which the
common law did not provide. (3rd). What remedy the Parliament hath resolved
and appointed to cure the disease of the commonwealth. And, (4th). The true
reason of the remedy; and then the office of all the Judges is always to make such
construction as shall suppress the mischief, and advance the remedy, and to
suppress subtle inventions and evasions for continuance of the mischief, and pro
privato commodo, and to add force and life to the cure and remedy, according to
the true intent of the makers of the Act, pro bonopublico? In 1898, Lindley M. R.
said: 'In order properly to interpret any statute it is as necessary now as it was when
Lord Coke reported Hey don's Case to consider how the law stood when the statute
to be construed was passed, what the mischief was for which the old law did not
provide, and the remedy provided by the statute to cure that mischief.' Although
judges are unlikely to propound formally in their judgments the four questions in
Heydon's Case, consideration of the 'mischief or object of the enactment is
common, and will often provide the solution to a problem of interpretation."
188. Re Motor Ship "Saga" (Lower Court, GcHeborg, Sweden, October 2,
1973). See also Gold, Floating Currencies, Gold, and SDRs, pp. 30-31.
189. Judgment No. 256/1974 (Court of Appeals, Athens, Greece, January 10,
1974). See also Gold, Floating Currencies, Gold, and SDRs, pp. 30-31.
190. Nederlandse Jurisprudence, 1972, No. 269, pp. 728-38. See also Gold,
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Fund Agreement in Courts: Parts VIII-XI, pp. 110-21; Gold, Floating
Currencies, Gold, and SDRs, pp. 22, 30, and 31.
191. European Transport Law, Vol.9 (1974), pp. 701-10. See also Gold,
Floating Currencies, Gold, and SDRs, pp. 17-21, 24-25.
192. Matter of the Khendrik Kuivas, Hamburg District Court, Div. 64, Ref.
No. 64 SRV 6/76.
193. See p. 33.
194. Gold, Floating Currencies, Gold, and SDRs, pp. 17-21.
195. Matter of the Khendrik Kuivas (cited n. 192).
196. 48 Stat. 112. See Appendix E of this pamphlet.
197. P.L. 93-373, Sec. 2(b), 88 Stat. 445.
198. U.S. Congress, Senate, Committee on Foreign Relations, U.S. Participation in ADB and IDA, Hearings on S. 2193, S. 2665, andS. 2666, 93rd Cong., 1st
Sess., November 19, 1973 (Washington, 1974), p. 19. See also paragraph 2 of the
letter dated April 12, 1977 from Anthony Solomon, Under Secretary of the
Treasury for Monetary Affairs, to Congressman Henry Reuss:
"This Administration fully shares the view that the international monetary role
of gold should be progressively diminished and eventually eliminated. The actions
being taken pursuant to the Jamaica agreement—the sales of IMF gold and the
amendments to the IMF Articles dealing with gold—are important steps toward
this objective. I would point out also that there have been no efforts of which we are
aware on the part of countries to 'peg' the price of gold or to utilize gold in
settlements among monetary authorities, possibilities that had been of concern to
some both before and following the Jamaica agreement."
199. Robert S. Getman, "The Right to Use Gold Clauses in Contracts,"
Brooklyn Law Review, Vol. 42 (1976), pp. 479-526.
200. Equitable Life Assur. Soc. of U.S. v. Grosvenor, 426 F. Supp. 67 (1976).
The defendants argued that the words "or otherwise dealing with gold" authorized
the use of gold clauses. The court held, however, that: "The Repealing Act is a
statute which was intended to again allow citizens to buy, sell, hold and deal with
gold as a commodity but not to use it as an index of value to measure obligations.
The two statutes are not irreconcilable. Citizens may now deal with gold as a
commodity—buying, selling and holding it, contracting on futures and generally
dealing with it as they would cotton or other commodities. However, Congress did
not repeal the prohibition against its use as an index of value to measure
obligations unrelated to their dealings in it."—Ibid., at p. 72.
201. See U.S. Congress, House, Committee on Banking and Currency,
Subcommittee on International Finance, To Delay UntilJuly 1,1975, the Date for
Removing Restrictions on Private Ownership of Gold, Hearings on H.R. 17475,
93rd Cong., 2d Sess., December 3 and 5, 1974 (Washington, 1974), p. 8. See also
Deak-Perera Report, Vol. 2, No. 15 (First August 1976 Issue), p. 1, for a discussion
of litigation (Wall Street Journal, July 16, 1976, p. 18) in which it is being argued
that the Joint Resolution has been abrogated and that gold-value clauses in
obligations issued in 1927 and 1931 can now be enforced. The Report notes the
opinion that Congress would not repeal the Resolution if the effect were to restore
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the enforceability on the basis of the current market price of gold of gold-value
clauses entered into in the past.
202. U.S. Congress, Senate, Committee on Banking, Housing and Urban
Affairs, Subcommittee on International Finance, Amendments of the Bretton
Woods Agreements Act, Hearings on H.R. 13955,94th Cong., 2d Sess., August 27,
1976 (Washington, 1976), pp. 160-61. For the views of other witnesses, see
pp. 124-25. See particularly the testimony of Mr. Jack Bennett, a former Under
Secretary of the Treasury, whose views were consistent with those of Mr. Yeo, but
who was even more explicit about his concern that "some of the company the
proposal keeps" suggested that it was related to an effort to restore the gold
standard (p. 124).
The view of Dr. Arthur Burns, Chairman of the Federal Reserve Board, is
expressed in a letter to Senator Helms, dated June 2, 1976, which contains the
following passage: "In December 1974,1 testified on behalf of the Board in favor of
a bill that would have postponed the date when U.S. citizens would be permitted to
deal in gold without a Treasury license. While the Board favored restoring to U.S.
citizens the right to deal in gold, it was concerned that removal of restrictions on
private trading in gold at that time might have an adverse impact on an already
strained financial situation. Fortunately, this did not happen. In the past year and a
half our financial institutions and markets have strengthened markedly, and
economic recovery is well under way.
"In light of the changed circumstances, I personally would not object to
legislative action that would permit private citizens to make contracts containing
legally-enforceable gold clauses. However, the Board is split on the advisability of
such action. Our discussions have suggested that opinions on this subject may vary
widely, and that hearings could be helpful in fully exploring the advantages and
disadvantages of permitting the use of gold clauses. The Federal Reserve would be
pleased to assist the Congress in this deliberation."—U.S. Congressional Record,
Vol. 122, No. 91, June 14, 1976, pp. S 9127-28.
According to the Deak-Perera Report, Vol. 2, No. 15 (First August 1976 Issue),
p. 2, "Even Secretary Simon has had a change of heart on this matter. On August 5
he told us that he agrees with Burns' turnaround. 7 couldn't care less/ he said,
'whether the gold clause bill is passed or not.9"
203. U.S. Congressional Record, Vol. 122, No. 91, June 14,1976, p. S 9128. For
another effort to repeal the Joint Resolution, see H.R. 6983 of May 6, 1977
(95th Cong., 1st Sess.):
"... nothing shall prohibit any contractual provision which gives the obligee the
right to require payment by the obligor in gold, in gold coin, or in an amount of
currency measured by the value of gold or gold coins."
204. See Gold, Floating Currencies, Gold, and SDRs, pp. 66-71; Deak-Perera
Report, Vol. 2, No. 16 (Second August 1976 Issue), pp. 2-3.
205. Canada, House of Commons, Thirtieth Parliament, 2nd Sess., 25 Elizabeth II, 1976, Bill C-5, An Act to amend the Currency and Exchange Act and to
amend other Acts in consequence thereof, First reading, October 21, 1976. Gold
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clauses and gold-value clauses continue to be void. See Jean-R. Garon and JeanClaude Royer, "Les effets de la depreciation monetaire sur les rapports juridiques
contractuels en droit commercial canadien et quebecois," Canadian Bar Review,
Vol. 50 (1972), pp. 389-419.
See also the Resolution of the 57th Conference of the International Law
Association adopted in Madrid, August 29-September 4, 1976:
"RESOLUTION
"The Conference of the International Law Association held at Madrid, on the
proposal of the Committee on International Monetary Law and having regard to
the Report of that Committee;
"Considering that the proposals for international monetary reform are not such
as to eliminate monetary hazards, while international transactions in the fields of
trade, services and capital movements, both non-governmental and in a public
international law context, presuppose a minimum of legal certainty concerning
their monetary aspect;
"Considering that coverage of exchange risks may be obtained by a number of
traditional legal and factual devices, notably by recourse to the forward money
market;
"Considering that the current international monetary situation increases the
difficulties ensuing both in the interpretation of existing value and, in particular,
gold clauses in private transactions as well as in international conventions, and the
drafting of any such clause in the future, while some units of account have been
developed (and, in particular, the I.M.F. Special Drawing Right definition
effective July 1, 1974) that provide a considerable degree of value stability in terms
of the most important currencies, and whose administration is entrusted to
appropriate international organizations, and that they could prove useful, in
particular, for long-term international operations.
"I. Recommends
"1. Governments should encourage the introduction of combination-ofcurrencies units of account devoid of a link to gold and, where such units have been
introduced already for world-wide application, as for example in the International
Monetary Fund by the definition of the Special Drawing Right effective July 1,
1974, or for use in a regional or economic grouping, as for example in the European
Communities the E.C. unit of account, should maintain the validity of those units.
"2. States, are invited to uphold existing value clauses in private international
contracts and should, in any event, abstain from retroactively encroaching on such
clauses, while courts and arbitrators, as far as it is in their power, should abide by
the same principle without prejudice to other value claus.es.
"II. Suggests
"Parties are well advised to prefer for the time being the kind of value clause
based on combination-of-currencies units of account now in use in the I.M.F. and
the European Communities in lieu of the reference to gold in its several forms.
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"III. Requests
"The Committee on International Monetary Law to continue its work on value
clauses in international operations, including a study of model clauses, and to
report again at the next General Conference of the International Law Association,
taking into account the possible need for adjustment where a unit of account based
on a combination of currencies and resorted to in an international operation
should cease to exist or be modified."
206. Treseder-Griffin and Another v. Co-operative Insurance Society Ltd.
[1956] 2 Q.B. 127.
207. Ibid., at p. 144.
208. Ibid., at p. 145.
209. Multiservice Bookbinding Ltd. and Others v. Marden, The Times
(London), May 12, 1977, p. 10.
210. Section 6 of The Coinage Act, 1870 of the United Kingdom was similar to
the Canadian Currency and Exchange Act, Sec. 12(1), which is to be amended as
noted. Sec. 6, which reads as follows, was repealed by the Decimal Currency Act,
1969 (1969 c. 19):
"Every contract, sale, payment, bill, note, instrument, and security for money, and
every transaction, dealing, matter, and thing whatever relating to money, or
involving the payment of or the liability to pay any money, which is made,
executed, or entered into, done or had, shall be made, executed, entered into, done
and had according to the coins which are current and legal tender in pursuance of
this Act, and not otherwise, unless the same be made, executed, entered into, done
or had according to the currency of some British possession or some foreign state."
211. Article XIX, Section 2(c), second.
212. Article XVII, Section 3, second.
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