Mr. Sture August 10, 1965
W. John R. Woodlsy
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We have had a couple of days of imtarestimg discussions among the
Mmuummummmmymm
regarding “trigger cluua and bilateral sgreamants in connection with
the Moroccan stand-

I protested regarding the Moroccan stand-dy that the credit ceilings
were for a 12-momth period and that they should have dbeen phased alomg with
the drawings. The reply I got to this was that 4% was difficult to phase
the credit ceiling for seasosal reasons and that the staff was mot basically
concerned with expamsionary pressures in the present situation,

The draft letter which Mervin drought back "triggered” the imtro-

duction of new restrietions and the intensification of discrimimation.
I argued that I was concerned about making these "trigger” conditions
wvhers the quantitative restrictions were fairly eomplicated because cases
might arise that we did not wish to take to the Board. The Managing
Director and Legal did not want any "trigger clause® which involves sny
substantial degres of judgment, such as would de produged if we tried to
“trigger” a major change in restrictions or a substantial intemsifieation.
We ended up dy putiing the introduction of restrictioms and intensification

as Govermment in a paragraph sepa-

%
E

gmnl
statements of intemt regarding bihtotdtnhdhunﬂohm In these
eircumstances 1% would be wise to introduce s "trigger clsuse” wherever
we thought there was a posaibility of deviations from the ml com-
mitment. I also argued thet bDilateralism in "trigger clauses” was a sepe-
rate question from that raised by Nr. Saad regarding bilaterslism in Arti-
10 The Managing Director is odviously concerned about
this problem and is lookimz for some clarification of poliey with regard
to our Article XIV decisions.



& .. ey
[t \",‘ . *, 2 1

" Me have discussed the "trigger clauses® in paregraph 10 of the
ter of intent of Moroceo, and have come to0 the conclusion

" that 4t would be best to tranasfer the clauses about new restrictions.
and sabout liberalisation to the end of paragraph 9, where they would

. be made subject to consultation with you, The addition to paragrsph 9
would read as follows: : ‘

*The Qovernment undertakes that new restrictions on payments
trangfers relating to current international transactions
will not be introduced and that any liberalisation of existing
' restristions will not involve incressed disorimination,
exoept after agresment with the Managing Director of the Mund.* -

The paynents agreement clause would be left in parsgraph 10, as
well a9 the oredit oeilings,. :
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Draft - 1/29/1965
Tot The Managing Director
From: Ernest Sture

Subject: "Trigger" clauses in stand-by arrangements
The Legal Counsel's paper of December 30, 1964, makes on pages 7

and 8 several provocative suggestions about "trigger" clauses used in stand-by
arrangements. In general terms, I welcome the re-examination of this practice.
Before commenting on Mr. Gold's specific points, I believe there are two
additional aspects of the problsm that should be taken into ascount:

1. When member countries depart from stipulated conditions in
stand-by arrangements, there is at present no legal requirement that the
Fund be informed. The staff frequently discovers dspartures through the
periodic reporting procedure set up as part of the stand-by arrangement,
but the general practice is to withhold such information from the Board
until such time as a modification of the stand-by arrangement is proposed.
Surely,if the Board approves stand-by arrangements, there are formidsdle
reasons, including our responsibilities for certifying good behavior, for
keeping it informed when drawing rights are in practice suspended. This
point could be met by a draft of the "trigger” clsuse which read: "If at
any time during the period of the stand-by arrangement the limits
are exceeded, the Govermment will inform the Fund and will comsult with it,”
ete. :

2. The Fund has used to a considerabls extent a clause requiring
consultation and agreement with the Managing Director. This type of alterna-
tive to the standard “"trigger" clauses has many advantages when problems such
as formulation of new credit ceilings or changes in bank reserve requirements
are involved. So far as I can recall, no Board member has questioned ths
appropriateness of the Managing Director assuming such responsibilities, and
the srrangement has the advantage of considersbls flexibdility.
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The essence of Mr. Gold's position, ac I understand it, is that
circumstances may exist (see top of page 7) when dapartures from speoific
commituments in stand-by arrangements are either unimportant (i.e,, they do
not go t0 the heart of the program) or whers consultations may be inconvenient
for the Fund or fruitless. In these circumstances; he suggests that the Fund
should not have consultations unless a draving is being considsred.

¥hils I do not object to Mr. Gold's prastical comclusion, I do not
MM convinaing. The standard "trigger" conditions are concerned
with (a) credit ceilings, an abbreviated form of expressing norms for fiscal
and monetary policy; (b) the associated problem of bank reserve requirements
snd advance deposit requirements in those instances where excess reserves exist
or vhere the credit program could be frustrated by lowering the reserve require-
ments; and (c) areas vhere the Fund already bas approval jJurisdiction such as
mltiple rates and other restrictions on payments. All of these areas are
vital to & Fund program (if they are not, they should not be governad by
"Srigger” clsuses), and departures from them warrant discussion with the
Fund staff and management. Buch discussions if they turn eut badly meed not
be reported to the Board (i.e., the consultations need not be with the Fund),
but such discussions should occur as soon as possible after the “trigger”
conditions are violated. The best solution for mesting our responsibilities
%o the Board and st the same time schieving the real purpose of "trigger"
conditions (i.e., trying to persusde the country not %o depart unnecessarily
from appropriate policies) would appear to be (a) to inform the Board (i.e.,
the Fund) immediately of departures from presoribed conditioms; (b) for the
staff to discuss with the country as soon as possible the ressons for the
departures; and (8) for the Board to consider the prodlem and act only if
further drawings are anticipated or the country vishes to be made ¢ligidle
once sgain. m-proeidmmahlw such as "consult the management
and prior to any further drawings will agree with the Fund,” ete,



.3.

With regard to clsuse 3 (the gemsrsl clause used in the United
Kingdom and Australisn stand-by srrangsments), there would seem to Do &
good dase for incorporating scme of the staff's "undarstaniing” as set out
in Mr. Gold's memorandum in the astual language. Thers sppesr $0 be three
essential items in such & clsuse: (1) The msmber will inform the Fund of
major changes; (2) the Managing Director may request comsulSadion; amd (3)
nev undarstandings may be necessary. It vould obvicusly be an improvement
to incorporate poimt (1) in the clsuse. We sheuld also comsider the visdom
of leaving the definition of a major change to the country soncerned. It is
posaible under existing language that the country eculd deny that a major
change had taken place. In view of this, perhaps we should econsider a re-
draft which stipulated that the Fund could eall for comsultstion if a majer
change in poliey occurred.

Nr. Gold also makes the point with regard to claxse 3 that it
should be used sparingly vhen “"trigger” clsuses of type 1 axist. This appears
o maks a good desl of sense on the face of 1%, especially as alause 2,
incorporated in the stand-by arvensgesent itself, permits the Fund to suspesd
drawings. In practice, howewver, the Fund is most reluctant 0 use the
ineligibility elause (Article V, Section 5) and other devizes of s lsss formal
mature are usual (@.g., Purundi). Moreover, despite cur hest efforts to
develop comprebensive "trigger " clanses, unexpected things frequently happen.
Most of these devistions will ultimstely result ia violstiom of the "trigger"”
clauses, dut this 18 of littls comfort if the sountry is able under the
pbasing to drawv immediately and the violation appears liksly to take some
time to emerge. In viev of this, I think we should logk again at the guestion
of a general protective clause. :L':maummmchmnuu
protection sgainst unexpected deviastions but which would not represemt the
sinple sddition of clauses of type 3, the developed countries "trigger" clause,
to the "trigger” clauses of the less developed acumtries, progress would be made..



INTERNATIONAL MONETARY FUND
| January 22, 1965

To: Mr. Woodley
These are sons of my thoughts

genérated by resding Mr. Gold's’

memorandum on "trigger" clouses.

Erik Elmholt ?



January 22, 1965.
For ERD only

“Irigger" Clauses in Stapd-by Arrangemests

Over the years experience has shown, that although care has been taken
to draft “trigger” clauses in stand-by arrangements in such a way that there
would be as little doudt as possible that the "trigger” had been activated,
in & nunber of ceses neither the staff nor the member country has been certain
vhether a particulsr development (change in policy etc.) in fact had mctivated
the trigger. The need for slimination of this uncertainty, and other considers-
tions, has prompted these notes.

1. The "trigger" clause is, from the Fund's point of view, the central clause
in a stand-by arrangement. Its activation brings about a temporary, sometimes
& permansnt, termination of Fund financial assistance under the stand-by
arrangsment .

It is of the greatest importance that there is complete agreement, prior
t0 the signing of a stand-by arrengsment, between the authorities of the member
country and the Fund (including the staff) as to the msaning of the languege
of the "trigger” clause. In drafting the langusge, 1t should be kept in mind
that the language should be free, as fer as at all possidle, of technicalities.
It should be understandable by laymen (particularly Governors of Central Benks
and Ministers of Finance), and it should not be necessary for Fund staff
members to have to refer to the Legal Department in order to explain to
representatives of member countries how and by vhat events a perticular "trigger”
clause is activated. Pust history shows that the Fund has not alvays been
successful in fulfilling these requirements.

2. Stand®by arrengemsnts are concluded vith meny countries and im many



different situsticns. )}/ The tendeney to vant to treat members in the
same vay, 1.0, %0 vant to apply & fev, perhaps two or three stanlerdized
"trigger® clauses, ==e unrealistic. Anyone vho bas besn invelved in stamd-
by negotiations will knov that circumstences are hardly ever the same. The
supsrficial similarities (balanoe of peyments defieit, inflaticusry pressures,
government deficit etc.) often hide certain basic attitudes, policies ete.
which differ from those in "similar” cases. The present policy of imposing
credit eeilings on underdeveloped ecountries - or at least those without
substantial pelitiesl pover or backing - dut not on developed countries,
appears, on the surface, as & diseriminatory policy in favour of the
developed countries. The smaller the number of versions of "trigger”clauses,
the more glaring the discriminatien.

The conclusion to be dravan from these facts is, that the trigger
clause in a particular stand-by arrangement should be designed to fit the
particular case. The mein consideration should be that its meaning is clsar,
as far as at all possible, to both the authorities of the meuber country
and to the Fund staff. Thus, it 1is necessary that the language of the
"trigger” clause should be considered by the steff and by the authorities
of the member counmtry just as eceyefully during the stani-by negotiations
as is the language of the rest of the letter of intent.
3. The above paragraphs cenmter on relaticns between the member country
end the Fund., Hovever, there is an important aspect of stand-by arrange-
ments that concerns relations between the member country end the Fund, on
one side, and the public on the other side.

)/ 1In the Jamuary 21, 1965 speech by the MD, the menagement perhaps for
the first time indigated thet there are "soms countries in the less
developed areas, vhich have not found politieal conditions condugive to
corrective action or lacked administrstive or technical ability to carry
1t out, (thus) the provision of outside shortterm financial assistance
is of no lasting help.*



At the present time it is announced vhen s stand-by asrrangemsnt has
been agreed on between the Fund and a member country. In general, the
suceessful conclusion of such negotistions indicates Pund approval of the
country's financial policies, and it is often the go-shead signal for
supplementary assistance from non-government sources. However, no
announcenment is made vhen the member country becomss ineligible to rely
on the Pund'’s financial assistance, and the general public is left with
the impression that the country is operating under the gonditions of the
standeby until it runs out (and it disappears from the stand=dy table in
ws). 1/

This aspect « the relation between the partners to the stand-by arrange-
ment and the general publig - is more prominent in soms cases than in others.
It would appear that in drafting “trigger” clauses in ceses vhers it is
known that nonegovermmentsl assistance is coutingent on eligibility for
Fund assistance, this fact should be taken into sceount. If the Fund's
vorld image of gusrantor of sound fimancial policies in member countries
with vhich it has stand-by arrangements should be tarmished, ocur ability to
belp member eountries, particularly under developed countries, vould be
seriously diminished.

4. The above considerations in respect to drafting of “trigger” clauses
40 not mention a more basic polioy matter, vis., the purposes and sffects
of “trigger” clsuses in stand-by arrangements. A study should be made of
our experience in opersting stand~by arrengements, e.g., in hov meny cases

It should be edded, that it is rather general kmowlsdge that the
‘s relations with a small nusber of member countries is sueh, that
the existence of stand-by arrangements with any
of those members should be most carefully evaluated from the very
ineeption.




414 activation of "srigger" clsuses astually result in discocutimuation of
Fund sssistsnce, in how many cases 4id it result in edjustments of
"eeilings” etc., vith a viev to eemtinuing financial sssisteance; im how
many cases 4id countries astually carry out policies intended; apart from
those emumersted in the “trigger" clause, and in hov many cases did they
succsed in getting comtinued finansial assistance in spite of their dis-
regarding other (important) aspects of a financial program; to vhat extent
can it reslistieally be said that phfusing of stand-by assistance induced
nexber countries effectively to sarry cut intended policies eta.
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The Managing Director December 30,

1964 ;
Joseph Gold

The Duty to Consult and Agree New Terms in Stand-by Arrangements

Problem ‘ ' ‘ ,’

Over the years protective clauses have deen developed in
connection with stand-by arrangements under which in certain circume-
stances a member has to consult and egree new terms for further .
drawings. In connection with all of these clauses, the basic problem
arises whether a member hezs to consult under them even if it does not -
intend to make further drawings under its stand-by arrangement,
This problem was reised for discusaion recently in the cases of Chile
and Burundi. This memorandum explains the clauses that have been
employed, and makes certain recommendations on the future formulation
and use of them. : . .

Types of clause

The clauses that bhave been developed have fallen into three
main categories. One.category (discussed below as Clause 1) is made
up of clauses that are associated with provisions that establish '
legal conditions for drawings. This category is divided into two
sub-classes. The first of these now employs the phrase "if at any
time" in referring to departures from the legal conditians. Under
I, consultation end egreement on new terms are intended after a de-
parture has occurred even though before consultation and agreement
the departure is eliminated because the member has resumed compliance
with the condition. The second sube-class now employs the phrase
"during any period", and under it there is no need for consultation

, ~ and agreement on new terms if before consultation and agreement a

departure is eliminated bty the resumption of campliance. The distince
tion between these two subeclasses was developed in order to distinguish
between policies that were thought to be of such importance that any
departure from them could shake the member's program as a whole and
those policies that were not considered so fundamental.

Another category of clauses calling for consultation and sgreement v
on new terms (discussed below as Clause 3) is one in which consultation .
is tied to a change of policies that are not made legal conditions for
dravings.

A third category (discussed below as Clause 2) is a standard cne.
That is to say, in contrast to Clauses 1 and 3, it appears in all
stand-by arrangements. This clause calls for consultation and agree-
ment on nev tems vhen a mexber has became unable to drew either because
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it has bvecome ineligible or because the Board has decided to consider
a proposal that the member be declared ineligible.

Clause 1

Clauses that establish legal conditions for drawings provide that
if there 1s a departure (any departure under the -"if any time" form or
a continuing departure under.the "during any period" form) fram the
prescribed conditions, the member will consult and agree new terms.
The provision concerning consultation and agreement appears to have
had its beginning in 1958 when, for exampls, in the stand<by arrange-

"If between April 1 and December 31, 1958, (%my
described in ... are exceeded, Chile will €onsult with
the Fund and agree with it on the terms on which further :
drawings may be made." i 4

In order to understand the origin of the clause it must be VJ‘/‘

recalled that legal conditions for drewings under stand-by arrange-
ments were then in their early days and had to be defended againat

the charge that they were not in accordance with the concept of an
"asgured line of credit". It was thought advisable, therefore, to
make it clear that if there was a departure from a condition, this

did not necessarily mean that there was no possibility of making further
drawings during the remaining life of the stand-by arrangement. For
this reason, it was made explicit that the member could resume drawings
if it consulted and agreed new terms. Therefore, the consult and agree
clause had a limited purpose, It did not interrupt drawings because
this had already occurred, It is even arguable that it was not legally
necessary either because it was implied or becasuse it was covered by
the standard clause on consultation. The purpose was basically to draw
attention to the possibvility of restoring drawing rights, and therefore
it is likely that if the quastion had been raised in 1958 it would have
been said that the clause called for consultation only if the member
contemplated further drawings.

The consultation clause in the 1958 Chile stand-by arrangement
was reviged for the 1959 Chilean stand-by arrangement, apparently with
the intention of making it clear that Chile would have to consult if
there was a departure from the conditions whether or not Chile wished

to draw further amounts. It is likely that, in view of the uncertainties

associated with Chile's program, the question had by then arisen whether
the member should be required to consult forthwith on a departure. This
might help to limit headlong deterioration, even though further drawings
might not be envisaged within the near future.. The revised clause reads

ok

ment for Chile, the clause was drafted as follows: -Con

ot
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"If at any time during the period of the stand~-by arrange=
ment the limits ... are exceeded, the Government will consult
with the Fund prior to any further dravings and agree with

it on the terms on which such further drawings may be made.”

Of the twenty stand~by arrangements listed in the December issue
of IFS four did not include Clause 1 (Japen, Somalis, United Kingdom,
United States). 'In ten cases, the clause reads substantially as
follows:

"{the member] will not request any further drawing under
the stand-by arrangement except after consulting with the
Fund and agreeing with it on the terms on which further
drawings wmay be made,”

The ten cases are Bolivia, Chile, Colambia, Doaminic ic,
Ecuador, Haiti, Hondures, Nicaragua, Peru and the ppines.” |
In six cases (Liberis, Haiti, Tunisia, Turkey, Syrian Aradb

Republic, and United Ared Repuhlic) ) the clause reads mbnuntnny
a8 tollwax

"[the member] will consult with the Fund prior to any
further drawings under the stand-by arrangement and agree
with it on the terms on which further drewings will be made,”

In the recent case of Burundi, at your suggestion the following
language was adopted for the purpouLf'mizg%ﬁIﬁr that cone
sultation was required even though mrther drawings might not be

contemplated:

- "The Government of the Kingdom of Burundi will consult the
‘Fund and will not request any further drawing under the
stand~by arrangement, except after agreeing with it on the
terms on vhich further drawings may be made.”

" It was also felt that to be consistent vith this provision, certain

clauses which had been prepared in the "during any period” form ‘should
be changed to the "if at any time" form.

It should be noted that in relatively rare cases, consultation
and agreement have been tied to the phasing of the available amount.
In the 1964 stand-by urrmgmnt of the Dominican Republic this reads
as follows:

®ais mrther. ‘that if purchases under’ thu stand-by arrangee-
ment reach a total equivalent to US$l5 million the Daminican
Republic will consult the Fund and agree with it on the
terms on which further purchases under this stand-by arrange-
ment may be made.”
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Clause 2

The policies that have been made legal conditions of drawings
under Clause 1 in stand«by arrangements have been of an objective
character, and on any departure (or any continuing departure) from
one of these conditions the member's ability to draw was autamatically
interrupted. fo d that same policies could not be made legal

tions, and that the member's ability to draw could not be auto-
matically interrupted. Two techniques have been adopted in the practice
of the Fund to cope with this difficulty. The first of these was the
"prior notice clause” in stand~by arrangements under which a member
would cease to be able to draw if the Fund gave notice that the

_ member's rights were in abeyance. The reasons for which the Fund
" could give notice were never specified (except in one unusual case),

but they were tacitly understood to be a faillure to follow those
policies that had not been made conditions and that did not bring
about an autcmatic interruption of drawings on a departure.

The "prior notice clause" was of a legal character. It gave the
Fund the legal right to interrupt drawings that had not yet been
requested, apparently for any reason that the Fund thought proper. In
due course, the Board felt that this was unacceptable because it did
not give members an adequate assurance of their ability to draw. A
campromise was reached by amending the standard ineligibility clause
in stand-by arrangements, and the formulation that was adcopted involves
a consultation and agreement clause. The paper that went to the Board
(sM/61/10, February 14, 1961) proposed an amendment which involved the
elimination of the prior notice"” clause and the addition of the
following sentence to the paragraph in the otand-by arrangement dealing
with ineligibility:

"When notice of & decision is given pursuant to clause (b)
of this paragraph, the member will consult the Fund and
prior to any further drawings will agree with it the terms
on which such further drawings may be made.”

This text was not accepted by the Board because of the position
of some Executive Directors that there was no good reason for requiring

- & member to consult when it had no intention of making further drawings

under the stand-by arrangement (EBM/61/6, 2/20/61). The text as
finally agreed was intended to indicate that consultation would be
essential only when the member wished to make further purchases under
the stand«-by arrangement:

"When notice of a decision of formal ineligibility or of a
decision to consider a proposal is given pursuant to this
paragraph, purchases under this stand-by arrangement will bve
resumed cnly after consultation has taken place between the
Fund and the member and agreement has been reached on the
terms for the resumption of such purchases.”



Clause 3

The second technique that has been developed to widen the scope
of protective clauses is the relatively recent clause that was first
adopted in the case of Australia. This clause was intended to fill
the gap that is felt to result from the fact that not all polic:lu
can be made legal conditions and from the rejection of the "prior
noctice clause"” by the Board., In contrast to the defunct "prior notice R
clause”, this later clause has not been given legal force,

In the case of the Australian stand-by crnnamnt. tho letter
of intent stated that:

"Should any major shift in the direction or emphasis of
policy became necessary during the currency of the stand-by
arrangement the Australian Government would, at the requeat
Ww. be ready to consult vith the Fund

. and, necessary, reach new understandings before any
request for & further drawinc undcr the atand-by arrangement
is made."” d

In the staff paper concernl.ng Australia's use of the Fund's re-
sources (mslsz/ﬂh Sup 1, b/21/61) an explanation was given of this -
new clause:

| "In addition, should any major shift in policy become
| necessary during the currency of the stand-by arrangement,
the Australian Government has indicated its readiness to
| consult with the Fund at the request of the Managing Director

-y

‘ b, beforemakingnnyreqmra further drawing under the e
.-+ stendeby arrangement.” e alig . P A,‘J—‘
In the case of Australia and certtin other cases in which this

clause has been used, there have been no‘legal copditions at and P
originally it was undoubtedly intended to be valent for L
those conditions. However, more recently there has been a tendency to :

use the clause even where there have been numerous legal conditicns.
There has even been a tendency to stiffen the clause in these cases.
In the csse of Chile's 1964 stand-by arrangement, the language read:

"Should any major shift in the direction or emphasis of any
of the policies cutlined in this letter become necessary
during the period of the roqueatod stand-by arrangement, the
Government of Chile will consult with the International
Monetary Fund and, if necessary, reach new understandings
before any roqunt for a dmving under the otmﬁ-by srmngc-
ment is made.”



The most recent gloss on this type of clause was in connection

"~ with the current stand-by arrangement of the United Kingdom, in

which the formulation is substantially the one quoted above for
Australia. The staff memorandum records that:

"The staff’s understanding of this formulation 413 that the
member will inform the Fund of any major shift whatever may
"be the reason for it. In addition, the staff understands
that the member would give the Managing Director such informe~
ation in sufficient time to enable him to decide whether to
request cansultation in accordance with the paragraph.”

Understanding of the clauses

It cannot be asserted that there 4is a clesar understanding on
whether consultation is required under the various clauses discussed
ebove if the member does not intend to draw. On the basis of the
history of Clause 2, it would seem that "the member will consult and

whether or not the member intends to draw again. This seems to be
the implication in the change of language in Chile's 1959 stend-by -
arrangement as compared with the 1958 arrangement. The purpose of
the languege seems to have been to provide for consultation in any

\
prior to any further drawings will agree" involves a duty to consult M)’ /

event and agreement only if further drawings are intended.

On the basis of the same evidence, it would seem that formulas
on the model of "consult end egree on the terms on which further
drawings etc." were intended to cover only one event: consultation
together with egreement for the purpose of further drawings. However,

there are elements of doubt that cobscure the clarity of this distinction.

For example, the clause in the Daminican Republic atand-‘by arrangement
dealing with drawings in excess of §15 million 4s in the ccnsult and
agres” form and not the "consult and before drawing egree” form, and
yet there is some evidence that it was intended that there should be
consultation as soon a3 $15 million was drawn whatever the member
intended thereafter.

The distinction referred t0 above would indicate that Clause 3
calls for consultation if there 1s "a major shift" of policy whether
or not the member intends to draw sgain. This is probably the more
reasonable inference in the light of the lmplications of a major shift
of policy, and in view of the fact that there are no legal conditions
that bring about an autamatic interruption of drawings. The staff
understanding in the U.K. case also supports this understanding in the
sense that the member is supposed to give information about & major
ahift without reference to its intentions on drawing.
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The major problem of policy arises in connection with Clause 1.
Protection of the Fund's resources is not in issue because drawings
are interrupted by a departure from a legal condition and not by the
requirement of ccnsultation. The iesue is whether it is desirable
to have members consult forthwith on a departure from any condition.
It should not be assumed that a duty on the part of the member to
consult cn any departure from & condition, whether or not the member
hopes to draw again, is necessarily an advantage for the Fund. This "
may place & heavy burden on the Fund, and the member's circumstances
/ may be such that consultation would obviously be fruitless for the

L time being., Again, not all of the conditions attached to the right
: \ /to draw go to the heart of a member's program. In any event, the
- Y standaxd paragraph 3 of stend-by arrangements gives the Fund the right-

’ to call for consultation at any time and for any reason. The cone
’ clusion would seem t0 be that more often than not a Clause 1 that

— . calls for consultation without regard to rnrthor drawings should not

be contemplated.

LY
Recomnenéations

The following recammendations are advanced for discussion:
Clause 1

() Clauses calling for consultation forthwith on any departure
fram a condition, even though further drawings are not contemplated,
should not be routine, If there is sufficient reason to adopt one,
consultation should normally be required for departure from a pree

v scribed condition only if the condition is sufficiently important

for the progress of the program as a whole. 1/

(11) A consultation clause in the form referred to in (i) should
nornally not be required where the clsuse is in the "during any
. period" form. If the Fund is willing to dispense with consultation
wvhere a member departs from and then camplies with a condition, it
would seem more appropriate as & rule to refrain fram requiring the
member to consult as soon as it departs from such & condition.

(111) It would be advisable to take advantage of our experience,
and hence campletely new langusge need not be resorted to. When it 1s
appropriate to adopt a consultation clause in the form referred to in
(1), it could follow the form of "consult the Fund and prior to any
further drawings will esgree”. The form of other consultation clauses
could be "consult and agree cn the terms on which further drawings ...”

Clause 2 : | ’

(iv) This clause would remsin unchanged. It is substantielly in ! iy
the fomm of oonlult and agree on the terms on which further drawings”, ’{-; \

1/ ALl of the referencal to consultation are without prejudice to those
cases in which consultation is required under other Fund rules, e.g., on
the introduction of multiple rates or restrictions.

]
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and therefore would be understood to call for consultation only as
& prelude to further drawings. This corresponds to the Board's intene
tion in adepting the language.

Cleuse 3

(v) This clause would be used sparingly, i.e., only where there
is no clause 1 or vhere the conditions under a clause 1 are not
sufficient to embrace a major shif't of palicy.

(vi) The present language would be retained and would be undere
stood to call for consultation even though no further drawings were
intended. Consultation would be autcmatic under the Chile form quoted .
above, but would be at the request of the Managing Director, after
information supplied by the member, under the Australia-United Kingdom
m. . : .

L

ce: Deputy Managing Director )
Ares Department Heads - ‘
Exchange Restrictions Dept. . '
Nre Polak - .- ‘ ‘ '
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