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Members of t h e  Committee of the  
Whole on Review of Quotas 

The Secre ta ry  

Eighth General Review of Quotas - Payment f o r  
Inc rease  i n  Quotas 

There i s  a t tached f o r  the  informat ion  of Executive Di rec to r s  a 
t h e  t e c h n i c a l  f e a s i b i l i t y  of payment arrangements f o r  inc rease  

i n  quotas.  

A t t :  (1) 

Other Dis t r ibu t ion :  
Department Heads 



SDRs. I t  may. t h e r e f o r e ,  be expected t h a t  t h e  member t h a t  made t h e  
temporary l o a n  i n  SDRs would not r e q u i r e  any i n t e r e s t ,  f e e  o r  commission 
f o r  i t s  se rv i ces .  

These v a r i o u s  t r a n s a c t i o n s  and opera t ions  would t ake  p lace  on a 
va lue  da t e  immediately a f t e r  t h e  member making t h e  quota  payment had 
confirmed t o  t h e  Fund payment i n  f u l l  of t h e  domestic currency com- 
ponent of t h e  quota i n c r e a s e  a t  t h e  Fund's ho ld ings  r a t e  f o r  t h e  cur- 
rency a t  t h a t  time. l/ Th i s  domest ic  currency payment would t h u s  be 
expected t o  precede t h e  a s s e t  payment i n  SDRs. On t h e  da t e  of t h e  
payment of t he  l a t t e r ,  t h e  q u o t a  i nc rease  would become e f f e c t i v e  and 
t h e  r e s e r v e  t ranche p o s i t i o n  e s t a b l i s h e d .  I t  would t h e n ,  of cou r se ,  
be poss ib l e  f o r  the  member t o  draw t h e  r e se rve  t r anche  on t h e  same 
va lue  d a t e  i n  o rde r  t o  s imul taneous ly  repay t h e  o r i g i n a l  ho lder  of SDRs. 

It i s  conce ivable  t h a t  a s i m i l a r .  arrangement would be p o s s i b l e  i n  
c u r r e n c i e s  s p e c i f i e d  by t h e  Fund f o r  t h e  a s s e t  payment, e i t h e r  w i t h  
t h e  coopera t ion  of t h e  i s s u e r  of t h e  cu r r enc ie s  o r  of a c e n t r a l  bank 
w i l l i n g  t o  a s s i s t ,  o r  i f  members a r ranged  b r i d g i n g  f i n a n c e  wi th  a ' 

commercial bank. Operat ions i n  currency may, however, i nvo lve  more 
than  one day t o  complete ,  and i n  view of t h i s ,  exchange r i s k s  could 
a r i s e  f o r  t h e  p a r t i e s  concerned. Furthermore,  borrowing from a 
commercial bank, even wi th in  t h e  same day, could i n v o l v e  t r a n s a c t i o n  
c o s t s  o r  f e e s  f o r  t h e  borrowing member. I t .  is ,  t h e r e f o r e ,  recommended 
t h a t  t h e s e  arrangements should be  made i n  SDRs, which do no t  i n v o l v e  
any exchange r i s k s  s i n c e  the  t i lning of each of t h e  s t e p s  can be arranged 
so  a s  t o  be w i t h i n  t h e  c o n t r o l  of t h e  Fund. 

. . 

Cooperat ion of members 

The procedures o u t l i n e d  above could only be o p e r a t i o n a l  i f  
p a r t i c i p a n t s  i n  t h e  SDR Department were w i l l i n g  t o  a s s i s t  by making 
t h e  'same day' loans i n  SDRs. It would be p r e f e r a b l e  i f  a number of 
members were t o  s h a r e  i n  t h e  a d m i n i s t r a t i o n  of t h e  arrangement.  Thus, 
t h e  s t a f f  w i l l ,  i n  due course ,  approach major SDR h o l d e r s  who could be 
involved  i n  t h e  arrangement. 

11 The SDR value of t h e  domest ic  currency payment f o r  t h e  quo ta  
i n c r e a s e  would, i n  t h e  usua l  way, be maintained by t h e  member. The 
payment f o r  t h e  domest ic  currency po r t ion  of t h e  quo ta  i n c r e a s e  has  
t o  be based on t h e  Fund's  ho ld ings  r a t e  f o r  t h e  cur rency ,  and i n  t h e  
u n l i k e l y  event  t h a t  t h i s  shau ld  have changed between t h e  t ime t h e  
Fund's payment i n s t r u c t  ions a r e  i s sued  and payment i s  a c t u a l l y  made, 
an adjustment  w i l l  be necessary  before  t h e  payment can be regarded 
a s  f u l l y  made. 



Poss ib le  amounts 

It i s  not poss ib le  a t  t h i s  s tage  t o  es t ima te  t h e  t o t a l  volume 
t h a t  would be involved i n  operat ions under t h e  arrangement, but i t  
i s  expected t o  be a small propor t ion of t h e  t o t a l  of a s s e t  payments 
a s  t h e  arrangements a r e  envisaged only f o r  those  members t h a t  did not  
hold  s u f f i c i e n t  reserve  a s s e t s  f o r  t h e  payments. The arrangements 
would no t  be a v a i l a b l e  t o  o the r  members, even though some of them 
might have a balance of payments and reserve  need t o  draw t h e i r  reserve  
tranche pos i t ions  a f t e r  t h e  a s s e t  payments had been completed. 



- 4 -  ATTACHMENT 

R n r r n w i n v  nf  SnRr for Asset Pavment f a r  Ouota Inc reases  and 
Y"-L ' - . - - -O -- I---- - - -  ------ - - ----- ---  - - - - -  - - ~ 

Simultaneous Reserve Tranche Purchase and Repayment of Borrowing 

1. A member (Member X), which i s  w i l l i n g  t o  coopera te  and has t h e  
a u t h o r i t y  t o  do s o ,  would au tho r i ze  t h e  Fund t o  d e b i t  f t s  SDR Account, 
a s  and when r e q u i r e d ,  and c r e d i t  t h e  amount of t h e  a s s e t  payment a s  
a loan  i n  SDRs t o  o t h e r  members making t h e i r  r e se rve  a s s e t  payments 
f o r  t h e  q u o t a  i n c r e a s e s  on t h e  unders tanding  t h a t  

( I )  t h e  borrowing member does not have s u f f i c i e n t  SDR hold ings  
o r  f o r e i g n  exchange a v a i l a b l e  wi th  which t o  make t h e  r e s e r v e  a s s e t  
payment ; 

( i i )  t h e  borrowing member would make a n  immediate r e se rve  t r anche  
purchase  i n  t h e  amount of t h e  a s s e t  payment, and 

( i i i )  t h a t  t h e  SDRs received i n  t h e  purchase would be c r e d i t e d  
back t o  Ifember X on t h e  same va lue  d a t e  a s  i t s  SDR Holdings Account 
had been deb i t ed  f o r  t h e  SDR loan.  

2 .  A member (Member Y) making i t s  quota  payment t h a t  needed t o  borrow 
SDRs f o r  t h e  a s s e t  p o r t i o n  would i n s t r u c t  t h e  Fund as fo l lows ,  t o  be 
c a r r i e d  out  a f t e r  t h a t  member had confirmed payment i n  f u l l  of 75  p e r  
cent  of t h e  quo ta  i n c r e a s e  i n  i t s  own currency. 

( i )  I n d i c a t e  t h a t  i t  w i l l  need t o  borrow, because i t  has insuf -  
f i c i e n t  r e s e r v e s  wi th  which t o  make t h e  asset payment, from ano the r  
p a r t i c i p a n t  as arranged by t h e  Fund a n  amount of SDRs t o  make r e se rve  
a s s e t  payment amounting t o  25 per  cent  of t h e  i n c r e a s e  i n  quotas  t o  
which i t  consented and t h a t  t h e s e  SDRs should  be c r e d i t e d  t o  i t s  SDR 
Account; 

( i i )  Authorize t h e  Fund, a f t e r  t h e  c r e d i t i n g  of t h e  SDRs, t o  
d e b i t  i t s  SDR Account i n  s e t t l emen t  of t h e  r e s e r v e  a s s e t  payment; 

( i i i )  Request ,  f o r  va lue  t h e  same day, a r e s e r v e  t r anche  purchase; 
t h e  t e x t  would i n c l u d e  t h e  r e q u i r e d  r e p r e s e n t a t i o n  by M e m b e r  Y of a 
ba lance  of payments need ; 

( i v )  I n s t r u c t  t h e  Fund, r ega rd ing  u s e  of t h e  SDRs obta ined  through 
t h e  r e s e r v e  t ranche  purchase ,  t o  pay t h e  SDRs ob ta ined  i n  t h e  r e s e r v e  
t r anche  purchase i n  repayment of t h e  borrowing. 

3. A s  t h e  r e s u l t  of t h e  above, t h e  Fund would have t h e  a u t h o r i t y  
from t h e  members concerned t o  execu te  t h e  v a r i o u s  t r a n s a c t i o n s  and 
ope ra t ions  on t h e  same va lue  d a t e ,  which would be a f t e r  t h e  Fund had 
rece ived  conf i rmat ion  from t h e  borrowing member t h a t  t h e  l o c a l  currency 
po r t ion  of i t s  quota  i n c r e a s e  had been pa id  i n  f u l l .  A s  t h e  Fund 
would make the  arrangements  between members, i t  would be f u l l y  informed 
of t h e  d e t a i l s  of t h e  SDR loans  a s  r e q u i r e d  under  Decis ion  No. 6001. 




