Proposal for a 

INTERNATIONAL MONETARY ALLIANCE

Objectives 

In view of the wide monetary instability, high levels of unemployment and low rates economic growth in many economies, the following is a proposal for an international monetary alliance intended to contribute to monetary stability to member counties by:

· Promoting monetary policies in member countries that are conducive to balance of payment stability, price stability, full employment  and economic growth; and

· enabling member countries to support each other during times of monetary instability.

Also, in view of the exchange rate regimes that have produced unstable exchange rates and have hampered the attainment of the benefits from trade, the Alliance endeavours to foster an exchange rate regime that is conducive to flexible yet stable exchange rates and enables member countries to prosper from trade.

The Reserve Fund

Each member country would be required to issue banking guidelines requiring commercial banks to link the growth of their credit to the growth in their foreign reserves held in a Reserve Fund.  The relationship between the growth of foreign reserves and the growth of bank credit must be acceptable to the general assembly of members for a country to be accepted as a member.  

For example, the central bank of a country may require that banks may increase their lending by say, $10, for the equivalent of every US$1 increase in their net foreign reserves (foreign assets less foreign debt).  

The foreign reserves are held in a Reserve Fund and in 6 tranches labeled B to G.  Each tranche would be allocated, say, 15% of foreign reserves, except for tranches C and D which would each hold 20%.  
The commercial banks would be entitled to hold tranches B and C together with their level A foreign assets (foreign assets in excess of the Reserve Fund requirement) in their own right.  Tranche D and E reserves would be held by the central bank, or by the commercial bank on behalf of the central bank.  Tranche F and G reserves would be held by the Alliance, or by the member central banks on behalf of the Alliance.  The board of trustees would be responsible for determining how tranches F and G would be held and invested.

A bank would use its level A foreign assets for its day to day operations.  If a bank seeks to raise the total amount of credit it is authorized to issue (lending cap), it must first raise its contributions to each of tranches B to G as well as having adequate level  A foreign assets to meet its day to day trading operations.  

If a bank needs to draw upon the Reserve Fund, it must first do so from its tranche B reserves.   When a bank draws upon its tranche B reserves, it must advise the central bank.  A bank that draws upon its tranche B reserves may not increase its total lending, nor its bank guarantees and bank acceptances and endorsements, even if its total lending is below its authorized level of lending.  It may lend what is repaid to it.
If it should exhaust its tranche B reserves, it may draw upon its tranche C reserves and its tranche D reserves held by the central bank.  The banks drawing’s on its tranche D reserves may not exceed its drawing on its type C reserves, unless its level A foreign assets and types B and C reserves are exhausted.    
When a bank draws on its C and D tranche reserves it must cease to undertake any further lending and cease providing any bank guarantees and cease issuing any bank acceptances or endorsements.  The Bank must advise the central bank when it draws upon its C tranche and the central bank must advise the Secretariat of the Monetary Alliance. 

If the bank’s tranche C and D reserves were exhausted, the central bank of that country may draw upon the combined tranche D reserves of all the banks in that country, selling those reserves to the bank to meet its foreign exchange requirements. 
The central bank must advise the executive council of the Alliance before it draws upon these tranche D reserves.  The executive council may call upon the secretariat to identify the cause of the monetary instability and advise the government and the council upon the most appropriate course of action to remedy the situation.  
The executive may require the central bank to advise all other banks in the country not to increase their total lending, nor their bank guarantees and bank acceptances and endorsements.  The central bank may be required not to increase its total level of lending.  Also, it must provide such regular reports as the executive council may require on the level of bank lending in the country together with changes in its foreign reserves.

If the tranche D reserves of the central bank are exhausted, the central bank may apply to the executive council of the Alliance to draw upon it’s the combined tranche F foreign reserves of the Alliance.   If the executive council of the Alliance approves such a request, they may make these reserves available upon such conditions as it sees fit.  These conditions may include the requirement that all banks, including the central bank, in the country cease all forms of lending including bank guarantees, bank acceptances and lending to the government.   Also, the lending activity of any other financial institution may be regulated.   
If the country exhausts the tranche F reserves of the Alliance, it may then apply to general assembly to draw upon the combined tranche G reserves of the Alliance.  These reserves may be sold (exchanged for local currency) or provided as a loan to the central bank.  Upon the provision of tranche G reserves the general assembly may place such conditions as it sees fit to ensure the stabilization of the monetary environment in that country.   This may include the requirement that the government cease to borrow.  Also, it may call upon all member countries to reduce or manage their bank lending as may appear appropriate and necessary to preserve the monetary stability of the region.      

Income of the Monetary Alliance

The interest earned on tranches F and G would be used first to pay for the costs of the Alliance and any surplus would be returned to the central banks of the respective countries in proportion to the average amount of their reserves held with the Alliance.  If the interest is insufficient to meet the costs of the Alliance, then the central banks of the alliance may be called upon to fund the Alliance.  Such funding would be in provided in proportion to the amount of the monetary assets of the respective central banks based on the latest available data. 
Inter-bank settlements

Banks in each nation would be entitled to settle their inter-bank transactions using foreign reserves in the Reserve Fund.  The central bank may facilitate these transactions through a special settlements tranche that may form part of each bank’s tranche C reserves.  The central bank may require the banks to purchases notes and coins with foreign reserve assets.  

Central bank subject to Reserve Fund requirements

If the central bank undertakes lending activities as well as regulatory activities, then its lending activities would be subject to the same Reserve Fund requirements as apply to commercial banks.  All forms of bank lending are to be subject to this form of regulation including bank acceptances and guarantees.  
Non-bank financial institutions 

It is the institution that is subject to the regulation, not the form of lending.  The Reserve Fund requirements are to apply only to banks.  To be defined as a bank, the deposits, notes or other financial instruments of the institution must be negotiable.    

The lending of non-bank financial institutions are not to be subject to the Foreign Reserve requirements.  Non-bank financial institutions include the savings banks, credit unions and building societies.  They continue to be exempt from the Reserve Fund requirement, even if the financial institution has an arrangement with a commercial bank to provide a cheque/check book facility linked to that account.

Transitional Arrangements

The International Monetary Alliance would be initially established when the governments of at least 2 counties have agreed to the Articles of Agreement to establish the Alliance and have implemented the guidelines necessary to attain monetary stability.  

The first country to adopt lending guidelines consistent with the structure outlined in this proposal would nominate the chairman of the governing council and the second member country would nominate the secretary.  Each country would appoint representatives to the executive council and the board of trustees.

The Structure of the Alliance

The International Monetary Alliance would consist of four bodies:

· the general assembly of members;

· the executive council;

· the board of trustees; and

· the secretariat.

The general assembly would consist of the representatives of member countries.  It would meet annually, and whenever members wish to call a special meeting.  It elects its chairman and secretary.  The Secretary would be the chairman of the executive council.  The general assembly would also appoint the members of the executive council, upon the recommendation of their respective governments.  The general assembly would be responsible for admitting provisional and new members.  The representatives of the member counties on the executive would be likely to be the Ministers of Finance.  The budget of the Alliance would be approved by the general assembly.  All members would have a vote of equal value.

The executive council would meet at least one each year and may be called as and when required.  It would act on behalf of members.  It may authorize the provision of financial support to member countries from the reserves of the Alliance.  It would appoint a secretary who would be the chief executive of the secretariat.  While the Alliance was small, the executive council would be made up of part time appointments from respective countries.  When there are many members the executive council may consist of full time members, possibly with some or all representing a number of countries.

The board of trustees are appointed by member countries.  The trustees are responsible for managing the financial reserves of the Alliance.  They may appoint a secretary to the board and authorize the secretary to establish a secretariat to the board of trustees of the Alliance.  Representatives from the central banks of member countries are likely members of the board.     

The International Monetary Alliance Secretariat provides the secretarial services to the general assembly and the executive council.

Membership

There would be two forms of membership of the Alliance:

· member; and

· provisional member.

A member has the full rights of a member in the general council.  A provisional member may attend and speak at the general council.  However, a provisional member:

· cannot vote in the general assembly;

· is not represented in the executive council; 

· is not entitled to appoint a member to the board of trustees;

· is not required to contribute to the reserves of the Alliance; and

· is not entitled to financial support from the Alliance.

A provisional member would not be admitted as a member unless the general assembly is assured that the country has monetary policies in place that are consistent with the objectives of the Alliance.  If the general assembly became aware that a member has changed its monetary policies in such a way that its monetary policies are no longer consistent with the objectives of the Alliance, it may suspend the member.  Any suspended member may:

· attend the general assembly;

· be represented in the executive council; and

· maintain its membership of the board of trustees.

However, a suspended member is not entitled to vote in the general assembly.  Its representative at the executive council is not entitled to vote in the executive council.  It representative on the board of trustees is not entitled to vote on the board of trustees.  The general assembly or executive council may authorize a country to draw upon its own contributions to the reserve funds of the Alliance.  However, a suspended member is not entitled to any support from the contributions of other countries to the reserve fund.
