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SubJN\ I ~rigv" cl&UHa 1n nud-bJ az:ruw-n• 
Tbe Lqal Cc:,a.uel' • paper ot December :,o, 1961t, ..u11 on papa T 

aDd 8 aneral prowoatin 1ngp.Ucma abollt "\riger" claaN• UH4 1D nu4-ltr 

arnnaeaeata. In pneral hzu, I wlcaae tba re-e:aeiaatloa of W• pnatice. 

G1111m1a11t1*1Da on Mr. Gold's apeoit1a potna, l belleft ,bare an two 

ad41tioaal ...,..,, or \lie ,ral.1111,tbat abc:Nld N uun 1Ja\o ·&00~1 

1. Wban MiliHr OOUllVi•• clepan fl'Qii. nlp&l&W aoa41tlou 1n 

nan4-1'J &l'l'allllJIIII•, \bin 1• at pnaat no le~ ~ that tu 

hD4 'be Wonm. TM natt trqu:ni,, 41.aoonr• clepanuna throuc)l tlle 

periotio l'QOl"\1118 prooed.uW 1e\ 'llf u pan or the ataat-1'r &l'J'UlpMd, 

mt tlll plliral ,notice la to ri\bllol4 auob intona\iQII tl'CII tbe Board 

1111'11 RU \iae U a II041tie&tlOD of tbe nad.•bJ ~ ii pl'OpON4. 

svei,,1t \lie loard approwa nu4-11F al'ftDI_.•, tMn an tonidable 

nUODS, 1DolwU111 OU' reapoui.1-llltlea tor oeni1'7hl pod 'behavior, tor 

ueping it illtOIMCl wlMta ~ ript1 an ill pru\loe n.~. 

point aaald bi met lt7 a draft of tM "tncpr" olmaN Wlliab ni41 

~ tille dUl'UII tbe period ot the ataDll-lW ~ tu llait1 

&N uoefMlecl, the Goftrmen Villr: Ol'a ti. hlll and ¥ill Oomult Vitia 1t," 
j 

2. 

aouulta\icm u4 agnwat w1~ the Nau11na Direewr. Tld.a tne ot altena

tiw '° tlae naadar4 "trtuv" cl.au ... bu .. il4Yalliap1 ... probllu RU 

u tolllllatlon or 11ft cncllt oeillJI&• or a__.a 1a lJ&Dk n1erw ~-· 

an 111Yolftd. So tu u I can neall, DD Board llllllMtr u.1111••110M4 tba 

appnpri&MM•• ot the Mana11D1 Director UINIWII IIUob NIJOU1b1llt1••• aa4 

the~ bu tbe IAftllkP of touid.erabl.e tlealltWQ. 
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INTERNATIONAL MONET,\RY FUND 

J'e.nuaey 2211 ig65 

To: Mr. Woodley 

These are some of my thougl:rt;s 

generated by reading Mr. Gold 1s · 

~m.orandum on "trigger" clauses. 

Erik Elmholt f 



.. ,la,JdJ7 11, l965te I 

Oftl' \bl J9N'I aperleDN baa •ban, \bat &lt.boqll ,oaft lilll NtHl ta)ma 

to c1nft ,nu-I'• olauel 111 RUl1•"7 aJl'dl(tlllll\l 1ll neh 1a ft7 that 'tlan 

vow.4 be u 11tti. loabt aa ·:,oulbli tbat ta "tri.Clff• 1-4 bee• acdi1'1ate4, 

11a a ll1lld,v ot aaa•• •S.t.bff ta natt nar tbl ..._ oomaq llu bee11 aenata 

vbnba' a Jiaftioulu 4nel.Dplen (obenae lD po11q eto.) u 'fan w aot1Yatecl 

tbe \l'igu. Thi DN4 tor •U.ld.111t10D of thD ~ln7, 1&1111 otbltr OOll814-.• 

ttaaa, baa ~ tblale r.wmt,. 

1. in. "tl'lllW" ala.-. sa, trca tbl Jumt'• 1'QiDt ot Ylft, tm oennl. el&UN 

in a nul•'b7 ~. It• aat1•t1ma brl_.. al»out • WJll*"U'J', Nlllltiaa 

a ,... •••, Wftlim.tioa of hid fl.Diailoial ,uaSatanoe UD4e!' tbl -.sd•b7 

~. 
D ii of ti. cnnwt UlpOJ'taW ~ tbtn ta aaplnl qr .... n, Pl'i• 

'° ta •Spiaa of a nald•lt7 Uftlllllll8', 'bnwen thlt au\borlti• ot tbt lllllber 

eCNBr, u5 tbl fmli4 ( iDol.1141111 t.bl naff) u '° tm ausnc ot \bl laapap 

at tbe ~ftllll'· 01.nN. li clnftbl t&I , ...... , it •lloul4 be apt 111111114 

that tbl i.u.uac- aboul.4 M tNt, u tar u at all ,ouib1-; or tffhll1aalJ.-,w. 

It. alloul.4 bl Uldentukble l,J 'lqan (,anleulal'lf CJOV9rDGln 1ol Centnl IIDJra 

u4 IUD~ ot ftlMmoe ) ,, ad 1t aboul.4 Din be •ce1Nr7· 'tfll' Pm! statt 

ilallben w •• '6 refer to thlt t.pl ~- ta carder te -.1&111 t.o 

..,. ... uat1fta or ailber aouiltrS.. how aM _. ¥bat •Rna a ,anttNJ.ar --..sa-• 
elaUN ta aetifttecS. Put Jwlt-, •hon tllat tbi fuM bu Bot a1wp been 

••-•M ta tultilliia the• ~•· 

t. 8'&114~'7 ..,....._ •• an oonelUIIN 1'1tn IIUIT aountl'ia ilDI 1a any 
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At tbe pnNlit tlme S.t 1i aAnounoed vben a ltPd•'by U'J'l.llll1IIDi Jaa 

been~ on betveq the Puld am• Jl9IINJ' ~. ID aemnl, ti. 

auooeNrul oonelua1on at 1uch -,ots.atlou 1Dliaat41• ~ approtlil ot the 

OCNIIU'7'• fiDanc1al pollo14a, •Id it 1• often ta go-ebead •lGlal tor 

~ ... iatance fi\ia bOD•IOftl"ID&llt IIOUree• • Bounr, DO 

ePmOUDCemellt u llllcle vbl'9, ibe mmber oowatr-7 beooa• lMli&ible •o rely 

CID tbl fwd•a 'fiDaDolal uainaDiil, u4 tM .....i ~o !a left rith 

~ impreNSOD that the oouat;17 1a Ol)Ul,iilta uadv 1ilMI oora41tioM at the 

lltar.d•'by 111&11 it rum out (&Dll it 41NnNn tr. ua nulll•'b7 w.ble 111 

'fh1i ui,ect • the nl.dJ.on between, It.be :,e.nmn to *bl nud•by aft"UP• 

me11t am tbe ~ publ1a ~ u ,more ~ in •OIII DliR tbUI ill othffa. 

?t voul4 appeer that 1a anftillg ~iNU'" clauae• 1D UNI when 1, u 
lmcMa tba, ---~utal uaiStaw u ,ooutiapat on ,elisibWV tor 

J-uJl4 ua1ataaoe, I lda· tact, ehould be tuen Into eaOCNJ"&. k tm 1\1114 • • 

world 1map ot a,ararator at IOUD4 tiDUcial po11,1ea .la ,Jllllber eousrs.ea 

with vhiah it bu etald•b7 ~• •boul.4 be t.aJaubN, oui- ab11S.,7 w 

~ aamber ,eouatnea, pu'Ucularl.J' UDll•r 4dll.ope4 llOuml"iN, vould be 

~. Tm a~ cona-14aat10M 1l:a re•peet ta dnftiDS ot -.naer• 01.nN1 

@ mt •ntion a .more buio pol.117 •tt.er, Tia. ,, ithe i,urpoeea aid ~•n• 

of "trijpr" daUNa ill 8'Mll•IJ7 ~. A Rllllt ahCNl4 bi lllllle ot 

1/ n allou14 be :adect, that tt. 1a mbllr ... n1 kW1-181 tllll't \hi 
,-'• a ...U.. JWJl'ber ol ...,. couata-S.1 u well, ,1a, 1tae..;t1._m,_..___.. im .utence Ott atald-lq ~ with ..., 

~,..- •IIIDl:rt 91¥N:J14 be met ~ eftl.uatl4 frNIII Ill ftl7 
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4S4 ans.•,- Oil "viaw• ,01a ... an.iq .... u1, s.a 41Moa&...._s.e ot 

l'ull4 _ia\ew, 111 'ball -. oaM• 414 it l'Uul.t. 111 a4JUltUll8'a f#f 

"•S.U•" ftca., vl\b a Yiw ,o _.illui .. tialml_Sal 1~J la .., 

1111111 ..... 4i4 IOUIIU"Sal --~ oarq OG ,.uos.u 1awld.e4, aJ111t fNa 

tlMiM ee,,_.t-4 SIi tla ~- .ia.t, uil Sa bow _.,. ..... 4U t-,. 

.....-4 la --- Nni&llll4 nliulial .... lnUM ta QiM (Ill *lleil' 411• 

....«ire •• (~) ..,..._ fll • tS.aM!al,......, w an mat 

- S.t nalSRl~ - laid tlln Jltadal f/ll .......... inaDot Ud .... 

••• ._."*' .,,._i"'11' to...,.,°'* 1....,.a ,onosaa ,no. 
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Joseph Gol.4 

December 30, 
1964 

The Duty to Consult and Agree liev Tera• 1n ftand•by Arrayementa 

Problem 

OYer the Je&J"• protective clauaea have been denloped ill 
connection with atand•'bJ' arrangement• under which in certain cil'CUII• 

. stance a a member baa to caiaul. t and agree new t.erma tor further 
drawing•. In connecticm vi th all ot tbeae clauaea, th• baaio pro'blm 
arises whether a member ha.a to con•ult \IDder them even it 1 t doe• not 
intend to make further dra.vima• under 1ta atand•bJ' arrangement. 
Thia problea vaa ra1ae4 tor d1acuaaicn ncentJ¥ in the caaea ot Cblle 
and Burundi. Thia memorandum explain• the clauaea that b&w been 
employed, and mkea certain recamaen.dationa cm th• Mun tonw.aticm 
and uae ot tbam. 

Types ot clause 

The clauaea that bave been 48Wloped have fallen into three 
main categories. One .categor., (d1acuaaecl belov aa Clauae 1) 11 mad.• 
up of clauses that are associated with proviaic:m.a that eatabliah 
legal. .condit.iona tor drawings. Thia catego17 1• divided. into two 
sub-classes. The tirat ot theae now empl.O.Y• the pbraae "it at any 
time" 1n reterrins to 4eparturea trc.a the legal canditicma. Under 
lt;"consultation and agreement ai new t.erma are intended after a de• 
parture has occurred even though before ccnaultation and agreement 

"~·. 
~~ 

v'i 

the departure is elim1nated becauae ·the-member baa resumed canpliance 
with the calditim. The second aub-claaa now emplo.ra the phrase 
''during any period", and under 1t there 1• no need tor conaultaticm 
and agreement c:,n nev texma it beto:re consultation and agreement a 
departure 11 eliminated by the reaurnpt1cn ot canpliance. The diatinc• 
tion between theee two au'b-claaaea wa.a developed ill order to diat1Jigu1.ah 
between policies that were thought to be ot auch importance that any 
departure han them could shake the member'• prc,sram aa a whole an4 
those pallciea that were not cona14ered ao tundamantal. -~·· ' . • J.,...... -)~ ~ -~ 'o . . ,.. 

•' 

Another ca:tegor;y of clauaea calling fO'I" ccmault.aticn and agreement 
on new t.erma (cliacuaaed below aa Clawae 3) ia~one in which consultation 
ia tied to a change ot pollcie1 that are not -.de legal ccoditicma tor 
dravillga. 

A third catego17 (41.acuaaed 'below aa Clause 2) l1 ·a 1tandard ane. 
That ia to u:,, 1n contra.at to Clauaea 1 and 3, it appear• 1n all 
atand•'by arrangemnta. Thia clauae c:alla tor amnlta\lcn an4 agree• 
met on nw te,-a vben a ...... baa becaM unable to 4rav eitber lHtcau•• 

• 

' 

' ... 
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it has becane ineligible or beaauae the Board baa deaided to aonaider 
a proposal that the member be declared inelieibl.e. 

Clause 1 

Clauses that establish legal conditions tor drawing• provide that 
it there is a departure (any departure under the -"it e:ny time" torm or 
a. continuing departure under .the "during &111' period" tom) frail the 
prea<:ribed conditicna, the mamber vill conault and agree new terma. 
The proviaion conceming conaultation and agreement. appear• to haw 
bad ita beg1nnin8 in 1958 when, tor example, in the atand•b7 arrauae• r,d 
ment tor Chile, the claua• waa dratted aa tollova& , . . '.'U-1 ,~' 

"It between Aprill and ».CUlber 31, 1958,1!i-;Jj•lt•_.I ~ ,.J.l '-' 
described 1n ••• are aceecled, Chile v1ll an t vlth · J.) .,r ..,..--· 
the Fund and agree vi ih 1 t. an the terma cm vbich tu.rther t>- "" • , ,.., 

drawing• mq be made." · ~ t ~ 

In order to underatand the origin ot the clauae 1 t must. be 
recallec;\ that legal cooditiona tor dftwinga under atand-by arrange• 
ments were then 1n their earl.7 dqe ond bad to be defended against 
the charge that. they were not 1n accordance with the concept ot an 
"assured line ot credit". It waa thought adnaable, theretore, to 
make it clear that it there waa a departure frail & ccnditian, this 

-~ -' : ... ·. 

did nat neceaaarily Dtean that there vaa no poHibWty ot making turther 
drawings during the remaining life or tba atand•b1 arrangement.. For · 
this reason, it was JDB.de explicit thnt the member could reaUJ11e dravinga 
if it. consulted and agreed new tel'l18. Therefore, the consult and agree 
clause had a limited purpose. It did not intel'l"\lpt drawing a becauae 
this had already occurred. It i1 even arguable that it wa1 not legally 
necessary either because it wo.1 implied Ol' becauae it waa covered by 
the standard clause on consultation. The purpoae waa baaically to draw 

I attention to the poaaibUity ot :reator1ng draving rigbt~1 and therefore 
it 1a likely that it th• queation h&d 'been raiaed in 19~ it would have 
been said that the cl&uae called. tor ccuultatian ~ 1t the member 
contemplated further clravina•• 

The conaultation cl.auaa in tbe 1958 Chile 1tand•bY' arrangement 
was revised tor the 1959 Chilean atand-'by arrangement, apparently with 
the intention ot making it clear that Chile would have to consult it 
there wa.s a departure trail the conditiona whether or not Chile wished 
to draw turther amounta. It ia likel.7 that• in view ot the uncertaint~•• 
associated with Chile'• program, the queation bad by then arisen whether 
the member should be required to conaul't torthwi th on a . departure. Thia 
might help to limit headlcmg deterion"t1m, even thouah tu.rtber drawina• 
might not be env1aaae4 within the n•r tut\lN • . The rfli•e4 al&uae reads 

' 

". 

.. 
' 
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"It at. any time during the per1o4 ot the atand-by arrange• 
ment the limita ••• are exceeded., the OoYemment vUl conaul.\ 
with the Fund prior to any turther 4rav1nga and agree with 
it on th• terma on which auch turtber dravin&a ~ be mac1e." 

Ot the twenty atanc1•'b1 arn.naement1l11te41n the December iaw. 
ot DS tour d.14 not inolude Clauae l (Japan, Scaali&, United 11.Dgdaa, 
United State1). ' In.ten e&•••, the clause rea4a nbatant1al.17 aa 
toll.ova& · 

"(the member) Will n~ ftquen ~ further draving under 
the atand•bY arrangemen\ exaept after aoiusultina with the 
Fund and agreeing with it m th• tuu an which hrtber 
drawing• U¥ 'be ll&de. • 

The ten caaea aN Bolivia, Chile, Colcnbia, 1>c:ain~ 
Ecuador, Haiti, Bondura•, lic&ragua• Peru an4 th•~~ 

• 
In aix casea · (Liberia, Bai ti~ Tun111&, 'hrkey, 8JriaD Arab 

Republic, and 'Uni te4 Arab Bepubl1o) t the alauae read• aubatant1ally 
aa toll.ova& 

"[the member] vill c~ault with the fund prior ~ IID7 
further dr&vi.nga under "l,be atand•bY arrangmen\ and agree 
with it ai the term.a on which further clravina• v1l1 be 11&48.• 

In the recent ca.ae ot Bu.Nndi, ~ ;your :rt••tico th• tollovina 
language waa adopted tor th• purpoae ot iild \ clear tb&t con• . 
ault&tion waa require4 even though further draving1 llight no\ 'be 
contemplated& 

''The Governmen\ ot the JtingdOlll ot Burundi v11l oc:mault the 
' Fund and will not reque1t any further 4n.w1Dg under the 

atand-by arrangement. except after agreeing with lt QD the 
tema on ~ich ~•r d.r&vin8• -.j be aacle. • 

X-t was also felt that to be coneia1en\ with tbS.1 pl'OT111on• certain 
clauses which bad been prepared. 1n the "4ur1Dg any- per1o4" tona lhoul.4 
be changed \o the "S.t at &rJ¥ time" tona. · · 

lt aboul.d be nate4 tbat 1n relative]¥ nre caaea, conault&tion 
and agreement have been tied. to the pb&aing ot the &'V'llila'ble amount. 
In the 1964 atand•by arrangement ot the Daainican lepubUo thi• reacla 
aa toUova& 

"••• tu.rtb•r• 1tbat 1t purcba••• under ' tbia atan4•by arrange
ment reach a total equivalent to VS$1.5 m.UlS.on the DaniniC&D 
Republic will oonaul.\ the l'Wl4 an4 agree viib S.t on the 
terma m vhiah turther JNl'ChUe• lmder '"• •*4•br ura.na•• 
men\ 'IIJlq 'be made • " , 

,. 

. . 

~ . 

.i 

I 

< • 
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Clause 2 

The policies that have been made legal caiditiona ot drawing• 
under Clausel in stand-bf arrangement, bave been ot an objective 
character, and on any departure (or any continuing departure) tl'Oll 
one of these conditions the member'• ab1lit7 to draw vas autcnatical.17 
inter~ted. It tolloved that sane policie1 could not be made legal 
t:ana!tlons, and that the member•, ab1lit7 to draw could not be auto
matically interrupted. Two technique, have been adopted in the practice 
of the l'lmd to cope with this clitticult1. The tirat ot these vaa the 
"prior notice clause" 1n stand•bJ arrangements under which a member 
would cease to be able to draw .it.the fund gave notice that the 

. member's rights were in abeyance. The reaaon1 tor which the l'und 
· could give notice were never specified (except 1n one unusual cue), 

but the1 were tacitly understood to be a failure to follow thoae 
policies that bad nat been made conditiona and that did not bring 
about an autanat~c interruption ot drawings on a departure. 

The "prior notice clause" was ot a legal .character. It gave the 
Fund the legal right to interrupt drawings that bad not 1et been 
requested, apparently tor any rea1on that the Fund thought proper. In 
due course; the Board felt that this was unacceptable because it did 
not give membera an adequate assurance ot their abWt7 to draw. A 
canpromise was reached b7 amending the standard ineligibil1t7 clauae 
in atand-by arrangements, and the tomulation that vaa adopted involve, 
a consultation and agreement clauae. The paper that vent to the Board 
(SM/61/10, February' 14, 1961) proposed an amendment which involved th• , - · 
el:ilnination ot the "prior notice" clauae and the addition ot the 
tolloving aentenae· to the paragraph in the atand•b)" arrangement dealing 
with 1nel1gib1lityi 

"When notice ot a decision ia given purauant to clauae (b) 
of thi1 paragraph, the member vill consult the Fund and 
prior to 8Zl1 further clravinga will agree with it tba terma 
on which auch further dr&ving1 may be made." 

'l'his text waa nat aaoeptecl·by the Board because .ot the poaition 
ot some Executive Directors that there was no good reaaon tor requiring 

· a member to consult when it had no intention ot making further dravinga 
under the atand-b7 arrangement ('D'i/61/6, 2/'c.0/61). 'l'he text aa 
finally agreed was intended to indicate that conault.ation would be 
essential only when the member wished to make tu.rtber purcbaaea under 
the stand-by arrangement, 

"When notice ot a decision ot formal ineligibUit1 or ot a 
decision to conaider a propoaal ia given purauant to this 
paragraph, purch&aea under this at&nd•b1 arrangement. vUl be 
resumed anl¥ atter aonaultati<m baa taken place between the 
Fund and the member and agreement baa 'been reached on th• 
terma tor the reaumptim ot IUCh purohaaea." . 



• 
-' -

Clause 3 

Tb• second tecbnique that baa 'been developed to Yid.en the acope 
ot protective clauaea ia the relatively recent clauae that waa tint 
adopted 1n the case ot Auatral.1a. 'l'hi• clause waa intended to till 
the gap that 1• telt to result trca the tact that not all pol.iciea 
can be made legal condition• and trCID the n.1ect1cm ot the "prior 
notice clause" b)' tbe Beard. ID ccctl'&at to the defunct "prior llOtice 
cl.au.a•", thia later clauae baa not been 1iven 1egal. toi-ce • 

. • 
In the caae ot the Auatral1an atand•b7 arranaeaent, the letter 

ot intent atated that, 

"Should any ma3or shift in the directim or empbaaia ot 
policy becc:ae neceae&ry" during the currency ot the atand-by 
arrangement the Auatnl.1an Government vculd, t _ the re at 
ot the Manag1 ng Director, be ready. to conault vi th the l'uncl 
aiia, ifnecea8&J7, reach new 'Ullderatandillga betore U1Y 
requeat tor a tu.rt.her drawina under th• 1tand•b1' arnnsaent 
ia made." 

ID the atatt paper concerning Auatralia'a use ot the Fund'• re• 
sources (DS/61/~~, Slip. 1, a./21/61) an uplaD&t1on vaa given ot thia · 
new clause, 

I •, ' •• 

"In addition; should any major abitt 1D polio)' becane 
j necessary during the currency ot the atand-by arrangement, 

.the Australian Govermnent baa ~cated ita rea41ne•• to 
\ consult with the Jund. at the request ot the !1'8!ff!pg piractor 
\ 1 before maJdng any request tor a tliriiier &viGI wdff the ~ · 

stand•by arrangement." . • ~~/'\ ;:tL-~ · · .. ' 

In the caae ot Auatralla and certain~I' case• 1n vhicb thia 
clause has been used, there have been no~.al~c ~J°°• at aU1 an4 
originally it w.s undoubtedly intended to be __ ;;mquivalent tor 
thoae conditicna. Bonver, more recently there • been a tendency to 
use the clause even where there have been numeroua legal condition•. 
There baa even been a tendency to atittan the clause in the•• caaea. 
ID the case ot Chil.e'• 1964 atand•by arrangement, the J.anauas• read, 

"Should any major shift in the direction or empbaaia ot uq 
ot the policies outlined in. this letter beccme neceaaary 
durilig the period ot the nqueated atand-b)' a:rn.ngement, the 
Government ot · Chile wW. ccniNJ.t with the International. 
Manetar, FUDCl &114, 1t nec••aarr' reach new UD4eratul41nga 
before any reque1\ tor a drawinl UD4er th• atancl•bJ &rrauge• 
mant 1• made.• · ~ · 

? 

• 



• 6. 

The most recent .gloaa cm thia type ot clauae vaa 1n camect.icn 
with the current stand-by arrangement ot the United nngdca, 1n 
which the tormulation ia substantially the one quoted above tor 
Australia. The atatt memorandum reco:rd1 thats 

"'l'he 1ta.t:t'• understanding ot this toJ'IIIUlation 11 that the 
member will intorm the Pund ot any major shin vbatever m,q 

·be the reason tor it. In addition, the 1t&tt und.eratanda 
tba.t the member 1>:ould give the Managing Director au.ch into:na
ation 1n autf'icient time to enable bill to 4ecide vb.ether to 
request canault&tion iD accordance with '\he paragraph." 

Understanding ot the clauses 

It cannot ba asserted that there ii a clear under1tanding on 
whether consultation ia required under the w.rioua clause, diacuaae4 

• 

above it the member doea not intend to 4raw. On the baaia of the '/ 
history ot Clause 2, it would seem that "tho member v1ll conault. and '-,

1 prior to any turtber drawini• v1ll agree• 1.nvolvea a duty to ccmnl~ ·~ _jf>.f. 
whether or not the member intends to draw again. Thia aeem.a to 'be \ t)' r" • 

the implication in the change ot language in Chile•• 1959 atancl•by- , I · 
arransement as canpared vi.th the 1958 arrangement. The purpoae ot · 
the l.azlguage seems to have been to provide tor consultation 1n arq 
event and agre~t onJ¥ it t\lrther clrav1n&1 are 1nten4e4. 

On the basis ot the same evidence, it would aeem that formula• 
on the model ot "consult and eeree en the terms on which turther 
drawings etc." were intended to cover~ one event, conaultatim 
together with asreement tor the purpose of further drawings. Hovever, 
there a.re e1ements ot doubt that obscure the cl.ar1ty ot tbia diatinction. 
FC?r example, the clause in ~e DCl!linican !epublio stand-by arrangement 
deali.Ilg with drawinga 1n excess ot $15 .million is 1n the "cmsult and 
agree" torm and not the "ccnsult and beto~ dra.vina agree" tom, and 
yet there is sane evidence that it wa intended that there should 'be 
consultation aa soon aa $15 D1ll.1on waa drawn whatever the mmber 
intended thereatter. 

The distinction referred to· a.bove vould indicate that Cl.a.use 3 
calls tor consultation it there ia "a 1111.jor ahitt" ot policy whether 
or not the member 1ntencl1 to draw again. 'l'hia 1• probab]¥ the more 
reasonable inference 1n the light ot the implication, ot a major shift 
ot policy, and 1n view ot the tact that there are no legal. condi tim• 
that bring about an autamatic interruption of drawing•. The at&tt 
understanding 1n the U .~. caae also supporta th1a underatan41ng in the 
aenae that the member ii auppoaed to give Wo:naat1Clll &boll\ a 11&3or . 
ah1tt vithou.t :retenmc• to 1\1 intention• m 4ravua. 

' 
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. . 
The majol' problem ot policy ariaea 1n camection with Clauae 1. 

Protection ot the Fund• a reaource1 1• not 1n iaaue becauH dravingt 
a.re int·errupted by a departure trcm a legal concli tion and not ~Y the 
requirement ot consultation. The ieaue 1• whether it ia 4ea1rable 
to have member• consult tortbwith on a departure trail any condition .• 
It should not be aaaumed that a duty on the part ot the member to 
consult on any departure trcm a cond1tiai• whether or not the member 
bopea to d.rav again• 11 necesaarily an advantage · tor the l'und. Thia 
may place & heavy burden on the Jund, and the member'• circumstancea 
may be such that consultation would obviously be truitleaa tor the 
time being. Again, ~ all of the condition• attach • 
to draw go to the heart~ a mem er• , ---.- In any event• th• 

_,,.,,.,--sla:naara paragripil 3 ot stand•bf arrangement• · givea the Jund the right · 
to call tor conaultation at any time and tor &D1' reason. The con• 
clusion would aeem to be that more often than no\ a Clauae 1 that 

. calls tor consultation without regard to turtber cln.wina• abould not 
be contemplated. 

. ' " 
Recommendations 

~a tollowi.na reoQIIDandat1ma are adw.nae4 tor 4iacuaaicxu 

Clausel 

(1) Clauaea call~ng tor canaultation torthvith cm any departure 
fran a condition• even though turtber d.rawina• are 110\ contemplated1 
should not be routine. lf' there 1• autticient reaaon to adopt one 1 
consultation lhould nozmally be ,Nqu1red tor departure trCIII a pre• 
scribed condition only 1t the condition 11 autticientl.7 important 
for the progreaa ot the program aa a whole. !/ 

(11) A consultation clause in the torm retel'1'84 to in (i) ahoul.4 
normally not be requiNd vhere the clause is 1n the "during any 

. period" tom. It the Fund 11 vUUng to dispense vith consultation 
where a member departa :tran and then oampliea vith a condition• it 
would aeem more appro;priate a.a a rule to rem.in fra,. requiring tbe 
member to conault a• aoon a.a it 4eparta tra1 IUOh a condition. 

(111) It would be ad.viaabl• to take 'a4van'tl\6• ot our experience• 
and hence canpletely new language need not be reaorted to. When it 11 
ap:pro:priate to adopt a consultation clause in the torm referred to in 
(1)~ it could tollow the torm of "consul:, the Fund an4 prior to any 
turther drawings will agree". The torm ot other cmaultation clause, 
could be "conault and agree on the terma on which hrther 4n.winga ••• " 

Clause 2 ' 

(iv) Thia clause would remain unchanged. It ia IUbatanti&lly in 
the torm ot "aonaul.t and agree on the tema m which further 4r&v1nga" 1 

!/ All ot the reterenoe, to conaultation are vithOllt pnJwlice to those . 
ca.sea 1n which consultation 1• requi:red \md.ar other J'u.n4 rule1 1 ••&•• en 
the introduction ot llUl.tiple rate• or NRriotioaa. 

i 

,I 

.d .; . .. 



.a. 

and therefore vould be understood to oa1l tor ocnwltatlca ClllT u 
a prelude to further drawings. '1'h1• oornapcm4a to tb• Board'• 1Aten
t1m 1D adcpttng the languaae. 

Clause 3 

(v) !bia cl.auae would be used~. l•••• cm]¥ where then 
ia no clause l or where the ccm41t1cna under a ola\lN 1 an Doi 
autticient to embrace & ma~or 1hin ot palic7. 

(vi) The pnaent language would be retainecl ancl voul.cl be \Dlde:r
atood to call tor ccxisultatiao even though no further clftwir:lgs vere 
intended. Consultation would be au'tallatio under the Chile tom quotecl 
above, but would be at the request ot the llma81na Dinctor, after 
into:nraticm auppl.1e4 'b7 'U1e mmber, unda. the Auval1&-unit.ecl ISngdcn 
model, ' 

cc: Deputy Manaains Director 
Are& Department Beads 
lxcbenge ae1tr1oticaa n.p•• 
NI'. Polak . 
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