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From : The Secretary 

Subject: Seconi! Amendment o f  the A r t i c l e s  - A F i r s t  Syllabus of 
Changes i n  and Additions t o   P o l i c i e s  a d  Decisions of 

Attached for consideration by t h e  Executive  Directors is a 
memorandum prepared hy the staff s e t t i n c  forth t h e   a c t i o n s  t h a t  need 
t o  be taken  in  connectioil  w i t h  the  amended Articles of Acreenlent. 

This  sub.ject vi11 be brought t o  t he  aeenda for discussion 
ou a date t o  be announced. 

A t t :  (1) 

Other Distr ibut ion:  
Department Heads 
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Introduct ion 

Uhen the  second amendment of the  Fund's Articles becomes e f f e c t i v e ,  
namerous Resolutions,  By-Laws, Rules and Rewla t ions ,  and decis ions 
s e t t i n g   f o r t h   p o l i c i e s  and i n t z r p r e t a t i o n s  wrll have t o  be modified  or 
terminated and new ones  adopted.  These  elements in   the  Fund's   corpus j u r i s  
a r e   r e f e r r e d   t o  below as subordinate  provisions.   This memorandum 
summarizes the  chanRes t h a t  w i l l  need t o   b e  made without  specifyinp, a t  
t h i s  t ime  the  modifications t o  be made in   individual   subordinate   provis ions.  
The references t o  provis ions  of   the  Art ic les  are t o   t h e  Articles as they 
w i l l  be when the  second amendment becomes e f fec t ive .   This  memorandum has 
been ca l led  3 f i r s t   sy l labus   because   the   pervas ive  impact of the  second 
amendment makes it imposs ib l e   t o   be   ce r t a in  a t  t h i s   s t a g e   t h a t  a l l  t h e  
consequences  have  been  foreseen. 

e 

It m u s t  be recal led  that   under   Schedule  B ,  paragraph 6: 

"All rules and regulat ions,  rates, procedures, and 
d e c i s i o n s   i n   e f f e c t  a t  the   da te  of the  s.?cond amendment 
of t h i s  Agreement s h a l l  remain i n   e f f e c t   u n t i l   t h e y  are 
changed i n  accordance  with the provis ions of t h i s  
Azreement . '' 

The references  to   "decis ions"  in the  rest of t h i s  memorandum should  not 
be  understood t o  mean t h a t  3 p a r t i c u l a r   a c t i o n  will be  formulared as a 
dec i s ion   i n   t he   s ense   i n  which t h a t  term is used, f o r  example, in   connect ion 
with  Selected  Decisions and not  as hies and Regulations  or as another  kind 
of  subordinate  provision. The form  can be determined  in  due  course in 
r e l a t i o n   t o   t h e   m b s t a n c e  of the   ac t ion .  

0 
Categories of decis ion 

The dec is ions   tha t  will be  necessary as a r e s u l t  of the  second amend- 
ment can be d iv ided   i n to  those t h a t  are editorial and  those that are 
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substant ive.  T h i s  d iv i s ion  is no more than approximate because   ed i to r i a l  
changes may raise issues of pr inc ip l e ,  

Scbstantive  changes f a l l   i n t o   f o u r  classes: 

(i) Decisions  that  w i l l  have t o   b e   i n   p l a c e  by the  time t h a t  
t he  second amendment becomes e f f e c t i v e   i n   o r d e r   t o   e n a b l e  
t h e  Fund t o  continue i t s  a c t i v i t i e s ,   b o t h   f i n a n c i a l  and 
regulatory,   wi thout   pause  or  impediment. I f   dec is ions  
are not  taken,  Schedule F, paragraph 6 may prevent a 
h i a tus ,   bu t   i n  view of the novelty  of many provisions 
the   ex is t ing   subord ina te   p rovis ions  w i l l  n o t   f i l l  a l l  gaps. 

(ii) Decisions  that  vi11 probably  be  necessary  with  respect 
t o   t h e   f i n a n c i a l  and regulatory activities of t he  Fund 
but  probably  with  not the same. degree of urgency as 
-!ecisions i n  class (i) above. It must be made clear 
t h a t   d e c i s i o n s   i n  class (i) are legal ly   necessary,   whereas  
t h o s e   i n  class (ii) may not   be  legal ly   necessary or may 
not  be  necessary a t  once  even  though  they may be 
des i rab le   o r   even  b.ighly des i rab le .  The dec i s ion   i n  
class ( i i ) 5  below may be  regarded as an example t h a t  
neets the  latter c r i t e r i o n ,  

(iii) Decisions  that  w i l l  be   necessary  in   connect ion  with  an 
aspect  of the   Fund ' s   a f fa i r s   o ther   than   those   tha t   involve  
i ts  f inanc ia l   o r   r egu la to ry   ac t iv i t i e s ,   bu t   on ly  on 
soue specific  future  occasion.  For  example,   the  rules 
f o r   t h e   e l e c t i o n  of  Executive  Directors w i l l  have t o  be  
r e fo rmula t ed   fo r   t he   f i r s t   r egu la r   e l ec t ion  after t h e  
Articles become e f f ec t ive .  

(iv) Decisions  that  will be  necessary  only i f  i t  i s  decided  to 
exerc ise  an  "enablinf power t h a t   d o e s   n o t   f a l l   i n t o  any 
of the  other classes. 

This memorandum i s  corlfined  to classes ( i )  and (ii) above. The 
s t a f f  w i l l  g i v e   p r i o r i t y  t o  class (i) and t o  any  other   decis ions  in  
c l a s s   ( i i )   o r   i n  t h e  remaining classes t o  which the  Executive  Directors 
wish t he   s t a f f   t o   g ive   equa l   p r io r i ty .  It has  been assumed f o r   t h e  
purposes of t h i s  tnemorandum, however, t ha t   ce r t a in   enab l ing  powers 
( c l a s s   ( i v ) )  w i l l  not be e1rprrieed for(rllwltl1 when t h e  second amendment 
becomes e f f ec t ive .  Here again,  however, dist inct inns can  be made. For 
example, i t  may be  reasonably  safe t o  assume t h a t  a decis ion w i l l  no t  
be  taken  forthwith under Article IVY Section 4 that   conditiorrs  permit 
the  introduct ion of a system of pa r   va lues ,   o r   t ha t  a decis ion will 
not  be  taken  forthwith  under  Articld XII, Section 1 to   ca l l   t he   Sounc i l  
in to   ex is tence .  There may he less reason  to  assume t h a t  t he  Fund w i l l  
not   wish  to   invest   promptly  under   Art ic le  XII, Sect ion   6 ( f ) .  The 
Executive  Directors may wish to   d i scuss  questions such as this before 
the second amendment becomes e f f ec t ive .  



E d i t o r i a l  chanEes 

The texts of most subordinate   provis ions vi11 have to  be amended, 
if o n l y   t o   r r f l e c t   t h e  new nomenclature of the Fund (i.e.,   Devartments 
anc' Accounts)  and  the  changes Sn tke order and i n  the nuuberin!: of 
Articles and Sections.  

Subs taptive  chanzes 

Class (i) 

1. i? decis ion must be  adopteri   recarding  the  currencies of o ther  
uenbers  acceptable  to  the Pund i n  payuent of subscr ip t ions   for   quota  
increasss  by members wishinc  to  m':e oayments i n   t h i s   f o r n  under  tile 
Sixth  Geseral  Yeview and the  proccclsrc Cor obta in iw  the   concurrence  
of the   i s sue r s .  

2.  :Ten pol icy   aec is ions  will- have t o  be  adovted  witb reEard 
t o  exchange  arrangements  majntained by members. The more obvious 
top ic s  are as follows. 

(a) Under A r t i c l e  IV, Sect ion 3(b) the 7und will need t o  
a d o p t   s p e c i f i c   p r i n c i p l e s   f o r   t h e   p i d a n c e  of a l l  members wi th   respec t  
to  those [ i .e. , exc.hange rate] p o l i c i e s  ," 

0 (b) Decisions will be nea<'qd f o r   t h e   e x e r c i s e  by t he  Fund 
of " f i rm  surve i l lance   over   the  exchanzc? rate p o l i c i e s  of members" under 
A r t i c l e  I V ,  Section 3 (b) . The decis ions rnust dea l   t r i th   the   p rovis ion  
of information by  v.embers, the  type and t iudng  of   consul ta t ions  with 
then,  the  procedures of t5e  Executive Board in   connect ion  with 
consul ta t ions ,  and  any  other  procedures  for enablin:! t he  Pund t o  
perform its funct ions  under   Art ic le  IV, Sect ion  3(a) .  It will be 
necessary  to  consider  what  should be done wi th   r e spec t   t o   t he   p re sen t  
dec is ion  on c e n t r a l  rates. 

3. (a) Lost of the   dec is ions  on t he  use  of the  Fund's  resources 
will requi re   ed i tor ia l   changes ,   bu t  many will raise subs tan t ive   i s sues .  
It n1ay be p o s s i a l e   t o   s u b s t i t u t e  a s i n g l e  comprehensive and  more 
ordered  decis ion  for  many of the  oiccemeal  decisions  that  have  accumulated 
over time. 

(b)  I n  o rde r   t o   z ive   ope ra t iona l   e f f ec t  to  A r t i c l e  'I, Section 
3 (e) and other   provis ions  (e .  E. , A r t i c l e  E X ,  Sect ion 4 ) ,  i t  will be 
necessary  to   decide  vhich  currcncizs  arc "freely  usable." A decis ion  
will Le necessary  to   es tabl ish  the  procedures   for   exchanges of  currency 
icto f r e l y  usable'  currency. 

0 
(c) In  accordance with Article V ,  S e c t i o n   7 ( j ) ( i v ) ,   t h e  Fund 

should  adopt  regulations on the f r e e l y  usable currqncy  to  be  provided 
by a re?urcIlasiny Eell?ber i n  exchase for a currency spec i f i ed  by the 
Pund for  repurchase.  
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(a) A nu? decis ion on t he  s e l e c t i o n  o f  currenciee for ourchases 
and repurchases  (Selected  !kcisi=,  7th Icqsuc, pp. 55-61) w i l l  have t o  
be adopted i n  view of t h e   l e g a l  basis t h a t   S e c t i o n  3(d) and Section  7(1) 
of Article V provide for currency  bud3cto.  This  decision w i l l  affect  
a number of the  other   decis ions  connected v i t h  the Fund's f i n a n c i a l  
activities. 

(e) A decis ion  on  pol ic ies  and ?rocedures is  requircd by 
Article V, Sect ion 3 ( f )  on tho  Fund'o sale t o  p e r t i c i g a n t s  of SPRs 
i n s t ead  of cur renc ies .  

4. In  order  t o  :$VQ ope ra t ing   e f f ec t  t o  the amended provisions 
02 repurchase;  decisions vi11 be  nccescary under various provis ions of 
Article \'* Sect ion 7 and Schedule U: 

Under Sectj-on 7(b)  a mcr~ber  ill h e  sxpected  norlnally 
t o  rer>urchase the Itund'g hol4inGs of i t s  currency 
r e s u l t i n g  from  purchases and sub jec t  to  charges 2s 
soon as i ts  balance of paynents and reserve   pos i t ion  
improves,  and w i l l  be   required to r e p u r c h a s e   i f   t h e  Fund 
r ep resen t s   t ha t   t he  member should  rcpurchase  in  
accordance  with  the  provision. 

Sect ion 7 (c)  requires  the  repurchase of the  Fund's 
holcl*ngs of a member's currency  resulting  from  purchases 
and subjec t   to   charyes  t o  be made with in  f ive years  
from the   da t e  of each  purchase, and authorizes   the Fund 
t o   p r e s c r i b e   i n s t a l l m e n t s  for  these  repurchases.  The 
ins ta l lments  need not be phased in t h e  same way for  
a l l  purchasers ,   but  the Fund nay v7is'n t o  have a 
dec i s ion   e s t ab l i sh inz  a basic   pol icy,   and  possibly 
the criteria for dcpartures  from it  in   i nd iv idua l   ca ses .  

Sect ion 7(c) requi res   the  Fund to   adopt   po l ic ies  for t he  
repurchase of hold ings   tha t  do na t  result from  purchases. 

Sec t ion   7 ( i )   p re sc r ibes  the media t o  be used  €or 
revurchase. The necess i ty  for a pol icy  on the   s e l ec t ion  
of currencies  has  been  mentioned  already. 

Under Schedule 3 ,  parasraph 2,  the Fund will be ab le  t o  
deci2e   tha t  repurchase ohl.1 cations t h a t  !lave accrued 
i n  gold s h a l l  be dccr3ed to  have becu discharged by the  
Fund's  acce?taacc of S O h  i n  respect of concomitant 
undertakings t o  repurchase. 

Schedule B,  parazraph 2 will n e c e s s i t a t e  a decision on 
acceptable   currencies  i f  the Pun6 dec ides   to   rece ive  
them ins tead  of SDRs. Under para.y,raph 4 of Schedule R, 
the   cur renc ies   acceptab le  i n  clischarzc o f  other  rcwurchases 
will be determined 'by the decision to be  taken  under 
Article V, Sect ion   7( i ) .  
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0 5 New r u l e s  on c h a r ~ e s  w i l l  hale   to   be  adopted  under  Article V, 
Section 8(b) because of the   necess i ty  t o  d i s t ingu i sh  between  holdinos 
acquired  under a pol icy  that   has   been  the  subject   of  an exclusion  ( i .e . ,  
a policy  providing  for   f loat ing  a lotqyide  the reserve tranche)  and  other 
holdines.  The p resen t   ru l e s  cannot be  appl ied  under   the amended Articles, 

6. Tho r u l e s  on remuneration vi11 have to  be  revised to take  
into  aczount   the  fact   that   under   Art ic le  V, Sect ion 9 remuneration w i l l  
no lonner be  payable i n  %old,   that   cer ta in   balances  of   holdings w i l l  
be  excluded  from  tltc ca l cu la t ion ,  and t h a t ,  when  new quotas become 
e f f ec t ive ,   t he   l eve l  of holdings  ( the "norm") determining  the  amounts 
of remuneration to   be   pa id  will vary, i n  terms of quota, Crom member t o  
number. 

7. Decisions w i l l  be  nceded in connection  with  computation8 
under Ar t i c l e  V, Section 10 and the maintenance  of  value of t he  Fund's 
holdings of currencies  under Article V,  Section 11. For example, 
decisions  based on SDI? valua t ion  and t o   e s t a b l i s h  ri proceuure f o r  
set t lement   under   the l a t t e r  provis ion  w i l l  be  necessary. 

8. The Fund will have to   dec ide  how it  proposes t o  complete 
the  arrangements  for thz d i spos i t i on  of the   go ld   re fe r red  t o  in 
Schedule R , paragraph 7. 

Class (ii) 

0 
" 

1. A policy on purchases and sales of SDRs i n  exchange f o r   t h e  
currencies  of o t h e r  members w d e r   4 r t i c l e  V, Sect ion 6 will-probably 
be  necessary. 

2. If the  Fund wished t o  e s t a b l i s h  a d i f f e rence  between the  rate 
of remuneration and the i n t e r e s t   r a t e  on the  SDR i n  accordance  with 
Article V, Sect i sn  9 ,  a decis ion  wor;ld be   necessary   for   th i s   purpose .  

3.  A decieion o r  decis ions will Ec ncccoeary t o  c!cterninc 
what a re   mul t ip le   cur rency   prac t ices  and discriminatory  currency  arrange- 
ments  under Article VIII, Sect ion 3 and the  new provisions  on  exchange 
arrangements. 

4. Under Ar t i c l e  XXX(c) ( i i ) ,   f l o a t i n g  will be  possible   a longside 
the  reserve  t ranche  for   purchases   under   the  buffer   s tock  faci l i ty .   I f  
t h i s  form  of f l o a t i n g  were t o   b e   i n s t i t u t e d ,  a dec is ion  would be  necessary. 

5 .  It may a l so  be des i r ab le  t o  consider  whether  purchases  under 
t h e   o i l   f a c i l i t y   s h a l l   f l o a t   a l o n g s i d e  the r ene rve   t r anche   i n   o rde r   t o  
avoid  the  diff icul t ies   that   have  ar isen  hi ther to   in   connect ion  with 
repurchases. A decis ion  to this e f f e c t  would be taken under Article XXX 
(c) ( i i i ) .  


