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TO : Members of the Executive Board  

From: "he Acting Secretary 

Subject: Draft Amendments - Revised Draft Amendment of Prwisions on 
Repurchase and Transitional Provisions on Payment of Additional 
Subs cr i&i.ons --- --.______. 

Attached for consideration by the Ekecutive Directors is a 
revised draft amenhent of the provisions on repurchase and transitional 
provisions on payment of a3ditional SubscriRtions. 

This subject w i l l  be brought to the agenda for  discussim 
on a date to be announced. 123 - 
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INTERNATIONAL MONETARY FUND 

Revised Draft Amendment of Provisions on Repurchase and 
_Transitional Provisions on Payment of Additional Subscriptions 

Prepared by the  Legal Department 

(In consultation with the  Treasurer's and 
Research Department s> 

Approved by Joseph Gold 

November 1 2 ,  1974 

Redrafted Provisions 

The provisions set for th  below are revised versions of t he  texts i n  
D u / 7 4 / 2  that have been prepared as a r e s u l t  of the  discussion of t ha t  
memorandum by the  Executive Directors a t  EBM/74/101 (August 9 ,  19741.11 

Par t  I. Revised Draft 
124 - 

Article Q .  

Section 7 - Repurchase by a member of its currency held by the  Fund 

(a) A member shall be en t i t l ed  t o  repurchase at  any time the  Fund's 

holdings of the member's currency i n  excess of seventy-five percent of 

its quota. 

(b) A member t h a t  has made a purchase under Section 3(b) of t h i s  Ar t i c l e  

s h a l l  pay due regard, as its reserves increase,  t o  the  des i r ab i l i t y  of 

repurchasing the  Fund's holdings of the member's currency i n  excess of 

seventy-five percent of quota t-hat r e su l t  from the purchase, and shall 

repurchase these holdings i f  t he  Fund represents t o  the  member tha t  t he  

problem for which i t  made the  purchase has been overcome* 

If The d r a f t  provisions would replace the  present Article V, 
Sectizn 7 and Schedule B, and therefore  i t  was not considered necessary 
t o  ind ica te  new language by underlining or  delet ion.  
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(c) A member t h a t  has made a purchase under Section 3(b) of t h i s  

Article s h a l l  repurchase the  Fund's holdings of the  mgber  's currency tha t  

r e s u l t  from the  purchase i n  instal lments  as determined by the  Fund, 

which s h a l l  begin not later than three  years,  and be completed not later 

than five years,  a f t e r  the date  on which the purchase w a s  made, 

provided that the  repurchase s h a l l  not  he car r ied  t o  a point a t  which 

the  Fund ' s holdings of t he  member ' s currency are below seventy-f i ve  

percent of its quota. The Fund may prescr ibe other  periods f o r  the 

repurchaee of such holdings, provided t h a t  d i f f e r e n t  periods s h a l l  not 

be prescribed f o r  the  repurchase of holdings acquired pursuant t o  the 

same policy on the  use of the Fund's rebources. 

(dl The Fund s h a l l  adopt po l i c i e s  f o r  the repurchase of its 

holdings i n  excess of seventy-five percent of the quotas of members 125 

t h a t  are not acquired as the r e su l t  of purchases under Section 3(b) of 

t h i s  A r t i c l e ,  and m e m b e r s  shall repurchase such holdings in accordance 

with the pol ic ies .  

(e) A decis ion prescribing a period f o r  repurchase under (c) o r  

(d) above shal l  apply only to holdings acquired by the Fund subsequent 

t o  the e f f ec t ive  date  of the decision. 

(f)  I n  exceptional circumstances, the  Fund may p e d t  a member 

t o  postDone the discharge of any cb l iga t ion  t o  repurchase, provided t h a t  

no meuiber s h a l l  be permitted t o  make more than a temprary  use of the 

Fund ' s resources. 

( a )  The Fund's po l i c i e s  under Section 3(d) of t h i s  Ar t ic le  may be SUP- 

plemented by po l i c i e s  under which the  Fund MY decfdc t o  sel l  under Section 

3(b) of t h i s  Article its holdings of currencies t h a t  have not  been repurchased 
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i n  accordance with t h i s  Section, without prejudice,  however, t o  any 

act ion t h a t  the Fund may be suthorized t o  take under any otTier provision 

of t h i s  Agreement. 

(h) Repurchases s h a l l  be made with gold or spec ia l  d r n d n g  r igh t s ,  

o r  with the  currencies of other members specif ied by the F u d .  

sha l l  adopt po l i c i e s  and procedures with regard t o  the currencies t o  be 

used by members i n  making repurchases tha t  take i n t o  account the general 

pr inciples  i n  Section 3(d) of t h i s  Art ic le .  

increase the  Fund's holdings of the  currency of any member above seventy- 

The Fund 

Repurchases s h a l l  not 

f i v e  percent of its quota. 

(i) A member s h a l l  provide its currency, i f  it has been specified 

by the Fund under (h) above, t o  any member requesting the currency f o r  

the purpose of repurchase. The currency s h a l l  be provided i n  exchange 

for any currency convertible i n  f a c t  on the bas i s  of the  rates a t  which 

the Fund would sell the currencies involved o r  f o r  such other  ctlrtency 

126 - 

and at such othsr  rates consis tent  with the provisions of t h i s  Agreement 

as m y  be agreed between the  members. 

Schedule B --- 
Transi t tonal  Provisions with Respect t o  Repurchase and Payr?.ent of 
Additional Subscrip tiocs 

1. (a) Repurchase obligat',ons t h a t  have accrued nursuant to Art i c l e  v, 
Section 7(b) before the  second amer.dment of t h a t  provision 

and t h a t  remain undischarged a t  the  time the second amendment 

becomes e f f ec t ive  s h a l l  be discharged not later than the da te  

or dates  on whfch obligatfons had t o  be discharged i n  accord- 

ance with the pr.oviofons of t h i s  Agrement before the second 
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amendment. A member may discharge with spec ia l  d rawiq  r i g h t s  

[or t he  currencies of other m e m b e r s  specif ied by the Fund] un- 

discharged repurchase obl igat ions t h a t  have accrued i n  gold, 

and s h a l l  discharge the  remainder of its obl igat ions i n  accord- 

ance with A r t i c l e  V, Section 7(h). 

The Fund shall re turn  t o  a member a t  its request any amount of 

gold paid by i t  t o  the  Fund under Article V, Section 7(b) a f t e r  

[August 15, 19711,in exchange f o r  an equivalent amount of 

spec ia l  drawtng r igh t s [o r  the currencies of other  members 

specif ied by the  Fund]. 

(b) 

2. 

i n  l(a) above i n  excess of seventy-five percent of the  member's quota 

and not subject  t o  repurchase under 1 above s h a l l  be repurchased i n  

ac-crdance with the  following rules:  

The currency of a member held by the  Fund a t  the  da t e  referred t o  

(1) Holdings t h a t  reoulted from a purchase s h a l l  be re- 

purchased i n  accordance with the pol icy on the use of 

the Fund's resources under which the purchase was  made. 

Holdings t h a t  resul ted from the payment of an increased 

subscr ipt ion i n  accordance with paragraph 5 of Resolution 

No. 25-3 of the  Board of Governors s h a l l  be repurchased 

i n  accordance with t h a t  paragraph. 

Other holdings s h a l l  be repurchased not later tk3n [ three]  

[ f ive]  years  a f t e r  the e f f ec t ive  da t e  of the  second 

araenhent of Article V, Section 7. 

Repurcheses under t h i s  Paragraph s h a l l  be made i n  accord- 

ance with Article V, Section 7(h). 

(ii) 

(iii) 

(iv) 

127 
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3. (a) A member may discharge with spec ia l  drawing r i g h t s  any obliga- 

t i o n  t o  p ~ y  gold t o  t he  Fund pursuant t o  Article 111, Section 4(a) 

t h a t  i s  outstanding a t  t h e  time the  amendinent of Article 111, 

Section 4(a) becomes effeccive.  

The Fund s h a l l  re turn t o  a amber  a t  its request any amount 

of gold paid 5y i t  t o  t h  Fund mder Article 111, Section 4(a) 

a f t e r  [August 15, 19711, i n  exchange f o r  an equivalent amount 

of spec ia l  drcwing r ights ;or  the currencies of other  meabers 

specified by the  Fund]. 

(b) 

128 



DAA/74/2, Sup. 2 

- 6 -  

Par t  XI. Commentary 

This commentary starts with an explanation of the  present l e g a l  rules 
on repurchase. 
describe i t  as b r i e f l y  as possible.  
sent  l a w  and prac t ice  i n  order t o  explain the  changes t h a t  would be made 
by the d r a f t  amendments. The explanation of the  d r a f t  provisions starts 
on page 15. 

The subject  is j n t r i c a t e ,  but an a t t w p t  has been made t o  
It is neceessry t o  describe the  pre- 

Present Legal Rules on Repurchsse 

The present system of repurchase is based on two systems: repurchases 
pursuant t o  Article V, Section 7(b) and ce r t a in  other  provisions,  and re- 
purchases pursuant t o  po l i c i e s  adopted by the Fund under which members 
are enabled or required t o  make repurchases. 
lishment of t he  second system w a s  t ha t  t he  provisions in the  Articles on 
repurchase do not ensure t h a t  the use  of the  Fund's resources w i l l  be 
terminated within a period consistent with the  concept of temporary use. 
Indeed, it is possible  t h a t  i n  certain circumstances obl igat ions might 
never accrue under Article V, Section 7(b). 
make its resources more accessible, i t  became necessary t o  adopt po l i c i e s  
under which menbers were expected, and sometimes required,  t o  make repur- 

The reaeon f o r  the  estab- 

When the  Fund s t a r t e d  t o  

chases i n  respect of purchases within a specif ied period. It w a s  a l s o  129 
necessary t o  dea l  with the media fo r  discharging these repurchases. - 
Although repurchases under Article V, Section 7(b) have been and may 
still be  subs tan t ia l ,  over the years repurchases under the latter system 
have assumed increasing importance. Nevertheless, t he  system of Article V, 
Section 7(b) overrides the  latter system i n  the sense t h a t  if obligat ions 
accrue under Article V, Section 7(b) they must be discharged, and in the  
media i n  which they accrue. 
t i ons  and apply the  more f l ex ib l e  second system. 
of Article V, Section 7(b) has created much inconvenience both as t o  the 
da t e  a t  which and the  form i n  which obl igat ions have accrued. 

It is  not possible  t o  set aside these obliga- 
The mandatory character 

The d r a f t  amendments are largely designed t o  codify the simpler and 
more e f fec t ive  system t h a t  has been developed by po l i c i e s ,  and t o  sub- 
s t i t u t e  it f o r  the autometic system of Article V, Section 7(b) and 
associated provisions, while a t  the same t i m e  incorporating ce r t a in  
aspects  of the  present provisions t h a t  should be retained. 

Repurchases pursuant t o  Article V, Section 7(b) 
and ce r t a in  other  provisions 

Repurchase obl igat ions under Article V, Section 7(b) 

The th ree  sets of formulae t h a t  are of importance f o r  the  computa- 
t i o n  of repurchase obl igat ions under Article V, Section 7(b) are discussed 
in (l), (2), and (3) below. 
cussed in (4) below. 

The concept of monetary reserves is dis- 
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(I) Calculation of repurchase obl igat ions 

Under Article V, Section 7(b)(i)  a repurchase obl igat ion may a c c r u ~  
a t  the end of a f inanc ia l  year of the Fund In  an amount equal t o  one-half 
of the increase i n  the  Fund's holdings of the  member's currency plus  one- 
half  of any increase,  o r  minus one-half of any decrease, i n  t he  member's 
monetary reserves. I f  the  Fund's holdings of the  member's currency have 
decreased, the  obl igat ion is equal t o  one-half of any increase i n  the  
member's monetary reserves minus one-half of t he  decrease i n  the  Fund's 
holdinge of its currency. The69 fomulae,  which are intended t o  ensure 
a temporary use of t he  Fund's retzources, are based on the  pr inc ip les  t h a t  
a member should use its am reserves p a r i  passu with its u6e of t!ie Fund's 
resources, and should share  with the  Fund any increase i n  its monetary 
reserves u n t i l  its use of the Fi~cd's resources is terminated. These 
pr inc ip les  w e r e  never f u l l y  applied because of ce r t a in  qua l i f ica t ions  in 
the  o r ig ina l  Articles and fu r the r  qua l i f ica t ions  i n  the amendment. Nsver- 
thelesc,  one consequence of the  formulae i o  t h a t  obl igat ions have accrued 
sometimes before the  problem f o r  which a member made a purchase has been 
overcome. 
paragraph (ii) of Section 7(b), and the  provision has been a dead letter. 

The Fund has never been ab le  t o  apply the  formula i n  s.&- 

(2) L i n i t s  on repurchase obl igat ions 

Four d i f f e ren t  limits are specif ied i n  Article V, Section 7(c) .  
The f i r s t  one, which is intended t o  enable a nem5e.x t o  r e s to re  o r  bui ld  
up its monetary rescrves, precludes the discharge of a repurchase obliga- 
t i o n  by a member i f  its monetary reservee are less than 150 percent of 
its quota. This l i m i t  a l s o  precludes the  discharge of a repurchase obl i -  
gation t o  the extent  t h a t  the payment would reduce the member's monetary 
reserves below t h a t  level. 

130 - 

The second l i m i t ,  which is intended t o  prevent a member from reducing 
the  Fund's holdings belcw a l eve l  deemed des i rab le  f o r  i ts  operations, 
p rohib i t s  repurchase of the  Pund's holdings of a nernhr's currency below 
75 percent of its quota. 

The t h i r d  l i m i t  preclvdes the  use i n  repurchzse of a currency of 
which the  Fund's holdings are a t  or above 75 percent of t he  i s sue r ' s  
quota, and prescribes t h a t  no currency can be used in repurchase to the  
extent  t h a t  the  Fund's holdings of it would be increased above tha t  level.. 
(For a discussion of t h e  use of s u b s t i t u t e  currencies,  see page 9 below.) 
The purpose of t h i s  rule is t o  prevent the  c rea t ion  of a repcrchase 0511- 
gation f o r  a member t h a t  has exercised no iult:!-ztive t o  use tke  Fund's 
resources. 

The fourth L i m 5 t ,  wh?xh provfdes f o r  an anniial l i d t  of 25 percent 
of quota, w a s  introduced by the  1969 ccen&ent of the  Articles. 
emplified by Schedule B, Paragraph l(e), pursuant t o  which the  remainder 
of the  obl igat ion must be repurchased at the  end of the subsequent financial 
year o r  years In  such a way t h a t  t o t a l  repurchases under Article V, Section 
7(b) in afiy year would not exceed the  25 percent l i m i t .  
the  annual limit waa t h a t  the  obl igat ion t o  repurchase should correspond 

It is 

The r a t iona le  of 
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i n  mount t o  t t e  enti t lement t o  purchase under Article V, Section 3(a).  

The appl icat ion of t h i s  fourth l i m i t  necessi ta ted the  establishment 
of a method by which the  postponement of p a r t  of a repurchase obl igat ion 
could be d is t r ibu ted  among the  media i n  wMch an obl igat ion is payable. 
This aspect of the  l i m i t  is referred t o  on page 9 below. 

The limits cn repurchase obligations apply as of the  end of t he  finan- 
c i a l  year f o r  which repurchase obl igat ions arc b e h g  calculated,  and not 
as of some other  date, e.g., the  date on whlch t h e  obl igat ions are cal- 
culated o r  discharged. 
year, even though they occur before the  da te  of the  calculat ion or discharge 
of a repurchase Obligation, do not a f f e c t  t he  ca lcu la t ions  f o r  t h a t  year 

Developments subsequent t o  the  end of the f inanc ia l  

(Decision No. 419-1, Selected Decisions, p. 64)*. 
calculated is deemed t o  have been discharged as of t h e  A p r i l  30 i n  respect 

An obl igat ion once 

of which it arose. 
of the  two pr inc ip les  referred t o  i n  (1) above, calculat ions f o r  later 
years are modified on the theory tha t  obl igat ions calculated but not dis-  
charged have been discharged. 
t i o n  arise as a r e su l t  of the  pr inc ip le  of "dating back". 

As a consequence, and- i n  order t o  avoid d i s to r t ions  

Complications of i n t e rp re t a t ion  and calcula- 

(3) Media of payment 

The determination of the  form i n  which repurchase oblfgations must 
be paid involves two steps:  
obl igat ion among vayious types of monetery recerves accordicg to  ce r t a in  
prescribed f o r u d a e ,  and adjustments, i f  necessary, t o  give e f f e c t  to  the  
l i m i t s  referred t o  above (Schedule B, Paragraphs 1 and 2). 

d i s t r ibu t ion  cf die t o t a l  mount of the  
131 - 

Distr ibut ion of repurchase obl igat ion 
when monetary reserves have not increased 

If a mecber has a repurchase obl igat ion a t  the  end of a f inanc ia l  
year but i ts monetary reserves did not  increase during t h a t  year,  t he  
obl igat ion i s  d is t r ibu ted ,  f o r  pur?oses of payment, among the  member's 
gold, spec ia l  drawing r igh t s ,  and convertible currencies i n  proportion t o  
t!ie member's holdings of them a t  the  end of the  year. 

Distr ibut ion of repurchase obl iga t  Ion 
when monetary reserves have increased 

I f  a member has a repurchase obl igat ion because its monetary 
reserves increased during the year, the obl.igat1on is d is t r ibu ted ,  f o r  
purposes of payment, among the maber ' s  gcPd, spec ia l  drawlng r igh t s ,  

* A l l  references t o  Sciected Dezisfons are t o  the  Sixtn Issue.  Decisions 
included i n  t h a t  i s sue  are referred t o  by page nmber .  The da te  of adop- 
t i o n  is not given i n  t h i s  commentary. 
i n  t he  Sixth Issue,  the date of adoption is Indicated i n  t h i s  commentary. 

For decisions tha t  are not included 
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and convertible currencies i n  accotdance with t he  following formula: 

(a) That pa r t  of the  repurchase obl igat ion that is equal 
t o  one-half of the  increase i n  the  member's monetary 
reserves is dis t r ibu ted  among those types of holdings 
cons t i tu t ing  monetary reserves t h a t  have increased in 
proportion to  the mount by which each of them has 
increased ; 

(b) Any fu r the r  repurchase obl igat ion ( i .e . ,  t he  t o t a l  
repurchase obl igat ion less an amount equal t o  one-half 
of the  increase i n  the  member's monetary reserves) is 
d i s t r ibu ted  among all types of holdings c o n s t i t U t h 3  
mne ta ry  reserves in proportion t o  the  member's holdfngs 
Of them a f t e r  deducting tha t  p a r t  of the obl igat ion 
described i n  and d is t r ibu ted  according t o  (a). 

If the  discharge of a repurchase obl igat ion as calculated would reduce 
the  member's monetary reserves below the  l i m i t  of 150 percent of it5 quota 
o r  would reduce the Fund's holdings of the  m e m b e r ' s  curreqcy below the  
l ini t  of 75 percent of quota, t he  obl igat ion must be proport2OIWelY 
reduced so t h a t  these l i m i t s  w i l l  not be exceeded (Schedule B, Paragraph 

With respect  t o  the  year ly  l i m i t  of 25 percent of the quota of t he  
repurchasing member, t he re  are complex ru l e s  for t he  d i s t r ibu t ion  of t he  
arcount postponed among the media i n  which the  obl igat ion i t 3  payable. 

Under the  o r ig ina l  Ar t ic les ,  if the  discharge of a repurchase obliga- 
t i o n  i n  a member's currency would raise the  Fund's holdings of the  cur- 
rency by some amount above 75 percent of t ha t  member's quota, the  obliga- 
t i on  was abated t o  the extent of the amount above 75 percent. 
present Articles, t h a t  ambunt must be discharged i n  convertible currencies 
as det-ined by the  F h d .  
member ' to use any Convertible currency i n  making the  repurchase provided 
tha t  a t  the  t i m e  of discharge the  repurchase will not increase the Fund's 
holdings, of any member's currency beyond 75 percent of that member'e 
quota, and provided fu r the r  tha t  the member making the  repurchase has 
consulted the  Managing Director on the  currencies,  and the  amount of each, 
t o  be used i n  the  repurchase. Tbe caneultation with the  Managing Director 
and the  composition of repurchases are based on the  Statement en t i t l ed  
"Currencies to  Be Dtawn and to Be Used in Repurchases" approved by D e c i -  
s ion No. 1371-(62/36) (Selected Decision@, p. 36). The Managing Director 
consults with executive d i rec tors  before giving advice. 

Under the 

The prac t ice  of t he  Fund is t o  permit a 

The co-existence of Ar t i c l e  V, Section 7 ( c ) ( i i i )  and Schedule B, 
Paragraph l ( d )  with A r t i c l e  V, Section 7(c)(iv) and Schedule B, Para- 
graph l(e) has created problems of correlat ion,  because the  order  i n  
which these two sets of provisions are applied a f f ec t e  the  computat2ons. 
It w a s  decided t h a t  Article V, Seation 7(c)(iv) and Schedule B, Para- 
graph l(e) are t o  be applled before Article V, Section 7 (c ) ( I i i )  and 
Schedule B, Paragraph l (d) .  
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(4) Monetary reserves 

The ccncept of "monetary reserves" that is of importance for the cal- 
culations wider Arficle V, Section 7(b) is governed by Article XIX(a) through 
(g), Article XXV, Section 7(a), and Schedule 8 ,  Paragraphs 3, 4, and 5 .  
These provisions require elaborate reports by members and have raised 
numerous issues of interpretation that have been the subject of a consider- 
able body of decisions. "Monetary reserves" are calculated for the pur- 
Poses of two other provisions: Article 111, Section 4(a) (which enables 
the Fund to reduce the proportion of an increased subscription payable in 
gold for a member with monetary reserves below its new quota on the date 
of its consent) and Article V, Section 8 ( f )  (under which a member may pay 
charges in its own currency in a proportion determined by the ratio of 
its monetary reserves to one-half of its quota on certain dates). Not 
all the provisions that govern the calculation of monetary reserves for 
the purpose of repurchase apply to the calculations under these other pro- 
visions. 

The data on reserves that the Fund requires for purposes other than 
those referred t o  in the preceding paragraph are obtained under Article 
VIII, Section 5, but reserves under that provision are not subject to the 
provisions that define "monetary reserves". 

Holdings included 

Monetary reserves include official holdings of gold, convertible 
currencies, and special drawing rights. Convertible currencces are the 
cerrencies of members that have notified the Fund that they are not avail- 
ing themselves of the transitional arrangements of Article XIV, Section 
2 (i.e. , "Article VI11 currencies" as distinguished from "Article XIV 
currencies"), as well as the currencies of such nonmembers as the Fund 
may specify (Article XIX(a) and (d)). The Fund has not specified the 
currency of any nonmember for this purpose. Under Article XIX(g), the 
Fund, after consultation with the issuer of an "Article XIV currency", 
may deem certain holdings of its currency by other members to be hold- 
ings of convertible currency in the calculation of monetary reserves. 
So far, the Fund, acting under Article XIX(g), has "deemed" holdings of 
two 'hrticle XIV currencies!!' to be holdings of convertible currencies. 

agency" , "substantially in excess of working balances" are among the 
numerous aspects of the definition that have raised problems of inter- 
pretation or application and continue to raise new problem even at 
thls date. 

The words "official" "holdings", "currency", "similar fiscal 

Holdings excluded 

133 

Under Schedule B, the following holdings of gold and convertible 
currencies are excluded i9 calculating monetary reserves for the purpose 
of repurchase in order to avoid what were regarded as undesirable con- 
sequences of the calculations as governed by other provisions: 
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currency previously inconvert ible  t h a t  became comrertlble 
during the  year;  
gold o r  convertible currency t h a t  can be ident i f ied  as the 
proceeds of a long--',crm or medium-term loan contracted 
during the  year; 

gold o r  convertible currency t h a t  has been t ransferred or  
set as ide  f o r  repayment of a loan during the subsequent 
year. 

(Schedule B, Paragraph 3, Decision No. 436-2, Paragraph 2, 
Selected Decisions, p. 140; Decision No. 510-2, Selected 
Decisions, p. 141) 

The in t e rp re t a t ion  and operation of the  provisions dealing with the 
exclusions a l so  raise troublesome problems. 

Repurchases pursuant t o  other  provisions of the Articles 

There are provisions other  than Article V, Section 7(b) pursuant t o  
which members are able  or  required t o  repurchase t h e i r  currencies from 
the Fund. These provisions are explained under the next two headings. 134 - 

Repurchases under agre-ents pursuant t o  Article V,-Section 8(d) 

Under Article V, Section 8(d) and Rule I-4(g) of the  Furid's Rules 
and Regulations, i f  t he  Fund's holdings of a member's currency i n  excess 
of quota remain outstanding u n t i l  the charge on any p a r t  of the holdings 
reaches a specif ied rate--5.5 percent per  annum f o r  holdings resu l t ing  
from transact ions not under a f a c i l i t y  t o  which a spec ia l  schedule of 
charges applies--the member must consult  with the  Fund. That point  3s 
reached three  years a f t e r  a purchase. I n  the  course of the consul ta t ions,  
the  Fund and the  member agree on appropriate arrangements t h a t  w i l l  ensure 
repurchase of t he  Fund's holdings, i n  amounts equivalent t o  each purchase, 
not later than f i v e  years  after each purchase, Unle8S these holdings 
are reduced i n  other  ways. 

The adoption of addi t iona l  facil i t ies has  increased the  complexity 
of t he  system. 
under the  O i l  Fac i l i t y  and the Extended Fund Fac i l i t y  is governed by the  
r u l e s  on charges as they apply to  each f a c j f i t y  (Rule 1-4(f)(3)(ii) and 
(iii) respect ively) .  For purchases under the  Oil Fac i l i t y ,  f o r  which the 
i n i t i a l  rate of charge is 6-7/8 percent per  annum, the  consul ta t ion point 
is reached a f t e r  t h ree  years,  when the  appl icable  rate is 7 percent per 
annum. For purchases under the Extended Fac i l i t y ,  t he  consul ta t ion point  
is reached four  years a f t e r  a purchase, when the  appl icable  rate is 6 
percent per  annum. 
f a c i l i t i e s  are seven and eight  years  respect ively.  

The timing of consul ta t ions i n  respect of purchases 

The maximum periods f o r  repurchase under these 
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I f  the  Fund's holdings of a member's currency resul t ing from purchases 
in t he  basic  gold tranche have not been reduced within three years after 
a purchase, the  member is requested by the  Fund t o  agree upon an arrange- 
ment providing that within f i v e  years  a f t e r  each purchase an equivalent 
repurchase of t he  Fund's holdings will  be made, unless these holdings a re  
reduced in other  ways. 

The arrangements agreed as a r e s u l t  of consultatione under the f ac i l -  
ities referred t o  generally take the  form of a schedule providing fo r  the 
repurchase of specif ied amounts of the member's currency not later than on 
ce r t a in  dates.  The installments and periods are governed by the  ru l e s  of 
the  f a c i l i t y  under which the holdings originated. 
reached, t he  member has an obligation t o  repurchase i n  accordance with i t .  

Once agreement is 

Repurchases under Ar t ic le  V, Section 7 (a) 

A member may at  any time repurchase with gold the  Fund's holdings 
of the  member's currency in excess of 100 percent of its quota and the  
Fund must accept such repurchases. The purpose of the  provision w a s  t o  
enable a member t o  terminate the  payment of charges t o  the  Fund on holdings 
of i ts currency, and t h i s  explains why the  level of quota was chosen as 
the level t o  which a member could insist on reducing the  Fund's holdings 
of its currency. 
Article V, Section 7&), may be discharged with spec ia l  drawing r igh t s  
pursuant te  Article XXV, Section 7 ( c ) ( i i ) ,  under which the Fund may accept 
spec ia l  drawing r igh t s ,  t o  t he  extent t ha t  it may decide, i n  repurchases 
other  than those under Article V, Section 7 6 ) .  The proportions dis-  
charged in t h i s  way must be, as f a r  as feas ib le ,  the  same fo r  a l l  members. 
The Fund has decided t o  accept special  drawing r i g h t s  in f u l l  discharge 
of repurchases outside Article V, Section 7(b) by a l l  laembers (Decision 
No. 2901- (69/122) G/S, reviewed by Decision No. 3188- (70/106) G/S , 
Selected Decisions, p. 130, and Decision No. 3835-(72/146) G/S, December 20, 
1972). 

These repurchases, as w e l l  as other  repurchases outside 

Present rules on repurchases pursuant t o  
po l i c i e s  adopted by the Fund 

with the Fund's concept of temporary use w a s  not ensured in a l l  circumstances 
by the operation of the  provisions of the  Articles, it was necessary t o  
adopt po l ic ies  by which t h i s  goal could be achieved. These pol ic ies  were 
a l so  helpful  in enabling the  Fund t o  introduce some degree of f l e x i b i l i t y  
i n t o  the system of repurchase. 
plersent t he  r u l e  t h a t  no repurchase obl igat ion accrues under Ar t ic le  V, 
Section 7(b) if a member's monetary reserves OII a par t icu lar  da te  a re  or 
would be reduced below 150 (or iginal ly  100) percent of quota. 
outs ide Article V, Section 703) a r e  not affected by t h i s  ru le .  
they are not affected by the  provision t h a t  l imi t s  the  discharge of re- 
purchase obl igat ions under Article v, Section 7(b) t o  25 percent of quota 
per annum. 

A s  the l imi ta t ion  on use of the  Fund's resources t o  periods consistent 

For example, the Fund was able  t o  com- 

Repurchases 
Similarly,  

135 
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I n  addition, repurchases outs ide Article V, Section 7(b) can be nade 
i n  media t h a t  serve the i n t e r e s t s  of the  Fund and its mezbers a t  the time 
of discharge, as expressed i n  the quarter ly  currency budgets and i n  the 
decision allowing members t o  use spec ia l  d rming  r igh t s ,  and n9t i n  media 
determined by ca lcu la t ions  that are mechanistic and relate t o  an e a r l i e r  
date.  Moreover, the po l i c i e s  avoid the problems t h a t  arise when calcula- 
t ions  under the Articles r e s u l t  i n  obl igat ions payable i n  currencies t h a t  rhe 
'md carngt accept or i n  gold. Nevertheless, the  po l i c i e s  f a l l  shor t  of 
ensuring a wholly e f f i c i e n t  system of repurchase because obl igat ions arise 
under Article V ,  Section 7(b) and Itust be discharged. 

The following paragraphs descr ibe the po l i c i e s  t h a t  are designed t o  
emure  t h a t  any use of the  Fund's resourcas w i l l  be i n  accordance with 
the purpose of giving temporary ass i s tance  t o  members. Under these 
pol ic ies  members make representations ss to their in ten t ions  concerning 
repurchase o r  are required by the Fund to undertake comitrnents t o  re- 
purchase i f  there  i s  a i e g a l  bas i s  f o r  commitments. 

Repurchases un4er Decia!.on No. 7- (648) 

The Fund has adopted a decision with respect t o  "voluntary" repur- 
chases, i.e., those repurchases tha t  a member is not obligated t o  make 
o r  t ha t  the Fund is not obligated t o  accept. A member may o f fe r  gold, 

chase of t he  Fund's holdings of its currency above 75 percent of quota. 
The Fund may decide whether o r  not t o  accept an o f f e r  (Decision No. 
7-(648) , Selected Decisions, p. 66). 

136 spec ia l  drawing r igh t s ,  o r  convertible currencies i n  voluntary repur- 

Repurchases i n  respect  of purchases 
under Decision cf February 13, I952 

Under a decfs?.on adopted on February 13, 1952 (Decision 110. 102- 
(52/11) , Selected Decisions, p. 22),  a wmbex, when requesticg the  use 
of resources under the decision, is  expected t o  state that i t  w i l l  comply 
with the pr inc ip les  of t he  decision, which provide tha t  exchange pur- 
chased from the Fund should not remain outctanding beyond the  period 
reasonably re la ted  t o  the payments problen f o r  which it was purchased. 
T h t s  period should f a l l  within an outs ide range of three t o  f i v e  years. 

Repurchases relating to purchases under a w a i v e r  

Pursucnt t o  Article V, Section 4, the  Fund may waive any of the 
conditions of Article V, Section 3(a) governing the use of i t s  resources 
on terms tha t  safeguard its in te res t s .  The Fund may adopt terns that 
relate t o  repurchase. 
an exchange t ransact ion,  the member nzkes a statement with respect  t o  
repurchase and the Fund grants the  waiver on the terns of t h a t  statement, 
which then becomes obligatory. 

E e n  the Fund grants  a waiver i n  connection with 
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Repvrchnses unCer s t an3+ j  arrangements 

A mezzber purchasing rt.trl.er a stacd-by arrangenmt ~ s s u n c s  a coimitment 
%E accordxz :  with a sthr,23rd clause t o  rcpurcliasc t!ir Fund’s holdings of 
currency r e s u l t i c g  from tl;c purchece not iater thzn three  years after each 
purchase, t o  the extent t ha t  the holdings have not bea i  reduced by tha t  
t i m c .  The Fund’s prac t ice  is t o  agree t o  a member’s request t o  repurchase 
within f i v e  years i f  the member f inds  repurchase a f t e r  th ree  years incon- 
venient. 

Repurchzses unc?er C i l  Faci l f tv  enci ..- Extpndcd FariJ ity 

A mrmber requestice a p ? h s e  m d c r  C-3cIsic?n Yo. 4241-(74/67), 
adopted June 13, 1’374, is expectiec? .co represcnt t ha t  it w i l l .  makc a re- 
purchase corresponding t o  the purchase, tr, the extent t h a t  i t  is still 
outstanding, as soon 2s the  bcllance of paynents pishlem for v h I ~ . h  the  
purchase w a s  nark 113s been overcome and, i n  any cvine, Ln 16 equal quar te r ly  
installments t o  be completec not later than seven y z r s  aEtcr the  pxrchase. 
A member t h a t  has obtained an extended arrangement under Decision No. 4377- 
(74/114), adopted September 13, 1974, represents t ha t  i t  w F l l  make repur- 
chases as soon as its balance of payments probler.; kava been overcome, and, 
i n  any event, within an outside range Gf four t o  e ight  years after each 
purchase. Not later than four years a f t e r  the  f i r s t  purchase under the 

repurchases f o r  a l l  purcllases outstandirLg unc! x t he  extended arrangement. 
Normally, such schedules will provide f o r  repurchases i n  respect of each 
purchase i n  16 equal quar te r ly  ins ta l lEents .  

137 extended arrangercent, t he  mezber w i X  proposc t o  the  h i d  a schedule of - 
Repurchases i n  respect of purchases under 
Compensatory FinancinR and Buffer Stock Feci l . i t fes  

A member requesting a purchase under the  compersntory financing 
f a c i l i t y  (Decision No. 1477-(63/8) as mended, a c ~ : e d  Dccit;loz, p. 42) 
is er:pr?cted to represent t h a t  i t  w i l l  make a rc,purchnr;e corraspondir.g to 
the  purchase i n  accordance with t h e  pr inc ip les  of Decision No. 1C2-(52/11). 
I n  adciition, t he  Fund recomends, as soon as possible a f t e r  the  end of 
each of t he  four years following a purchase under t h e  f a c i l i t y ,  t h a t  the 
member should make a repurchase approximately equal t o  orit-half of the  
amount by which the member’s exports exceeded the  medium-term trends of 
its exports. 

Under the f a c i l i t y  f o r  the s t a b l l i z a t i c n  of pr ices  fo r  primary 
products (Decision No. 2772-(69/47), Selected D”,cisir)m, p. 471, a menber 
is expected t o  represent t h a t  it w i l l  make a repurchase corresponding t o  
a purchase i n  accordance with the pr inc ip les  of Decislon No. 102-(52/11) 
or t h a t  i t  will make a repurchase t o  the  extent of m y  d i s t r ibu t ion  of 
currency whenever made under t h e  in t e rna t ioaa l  buf fer  stock f o r  the  
finencing of which the  purchase w 3 s  made. 
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Selection of convertible currencies used i n  
repurchases not vnder Article V, Section 7(b)- 

The se lec t lon  of the currencies to  be used i n  repurchases not under 
Ar t ic le  V, S e c t i m  7(b) is  made i n  accordance with the  Statevent en t i t l ed  
"Currencies t o  Ee Drawn and t o  B e  Used i n  Repurchases", approved by Deci- 
s ion KO. 1371-(62/36) (Selected Decisions, p. 36). The Statement sets 
for th  tha t  the Fund has the  l ega l  authori ty  t o  specify the  convertible 
currencies t o  be used i n  repurchases not made under A r t i c l e  V, Sectioil 7(b). 
The c r i t e r i a  f o r  the  se lec t ion  of currencies t o  be used i n  repurchase are 
set fo r th  i n  the Statement. A repurchasing member is required t o  consult 
the Elanaging Director on the  currencies,  and the  amounts of each, t o  be 
used i n  making a repurchase. 
rency of any meuiber may be used i n  repurchase, t o  the extent that the 
Fund's holdings would not be increased above 75 percent of t he  member's 
quota. 

Unt i l  fur ther  notice,  the convertible cur- 

Explanation of Draft Provisions 

Introduction - 138 The d r a f t s  set fo r th  i n  t h i s  memorandum are designed t o  eliminate 
many of the  corcplications of t he  present systems of repurchase and a t  
the same time expressly safeguard the  basic  pr inc ip le  t h a t  any use of 
the Fund's resources should be temporary. 

Among the outmoded fea tures  of the present systen tha t  would be 
deleted are the closely defined concept of "monetary reserves" as a deter- 
mining fac tor  of repurchase obl igat ions and the  largely mandatory d i s -  
t r i bu t ion  of repurchase obl igat ions am- t he  components of a member's 
monetary reserves under Ar t i c l e  V, Section 7(b) and Schedule B of the  
present Articles. Under the  d r a f t  provisions, a more general  concept of 
reserves would be used. I n  the se lec t ion  of the  ?nedia of payment the  
i n t e r e s t s  and preferences of members and of t he  Fund a t  the  time of pay- 
ment would play a la rger  r o l e  than has been possible  thus f a r .  

Ar t ic le  V. 

Draft Section 7 (a) 

The provision tha t  a member may repurchase a t  any t i m e  the Fund's 
holdings of the member's currency above 75 percent, read in conjunction 
with d r a f t  subsection (h) which spec i f i e s  t he  usable media of pa-pent, 
would enable m e m b e r s  t o  make such repurchases as a matter of r i g h t  with 
gold or  spec ia l  drawing r igh ts .  The currencies,  which need not be con- 
v e r t i b l e  i n  accordance with Article V I I I ,  of other  members could be used 
i f  these currencies had been specif ied fo r  t h i s  purpose by the  Fund under 
the  po l i c i e s  and procedures adopted pursuar?: t o  subsection (h). It could 
be expected tha t  these procedures would involve approprizre consul ta t ions 
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with the repurchasiq member and with the members issuing the currencies. 
The Fund would be required to adopt policies on the specification of cur- 
rencies to be used in repurchase (see discussion of draft subsection (h) 
below). No currency could be used in repurchase to an extent that would 
increase the Fund's holdings of it above 75 percent o f  the issuing member's 
quota. 

Draft Sect ion 7 (b) 
---I- 

This provision applies to the Fund's holdinas of a member's cur- 
rency in excess of 75 percent of quota that result from purchases. 
the first part of the provision, a member would be bound to pay due reRard 
to the desirability of repurchasing these holdinas as its reserves increase. 
A member would be expected, therefore, to recognize the desirability of 
repurchase as and when its reserves increase. In view of the unsatis- 
factory consequences of repurchase obligations determined by fixed formulae, 
the draft provision does not KO beyond requirin8 members to pay due reKard 
to the desirability of using increases in their reserves to make repurchases. 

Under 

In its use of the concept of "due regard", the draft provision would 
be comparable to the present paragraph l(b) of Schedule G: 

"Participants shall also Day due regard to the desirability 
of pursuing over time a balanced relationship between their 
holdings of sDecial drawing riqhts and their holdinps of gold 
and foreign exchange and their reserve positions in the Fund.'' 

The words "shall pay due regard" in Schedule G indicate that it is largely 
for a participant to decide how it observes the principle of harmoniza- 
tion. The words would have the same import in draft subsection (b). 
Fund would be able to make representations to a member that it should 
consider repurchasing because of increases in its reserves, but the re- 
presentations would not create an obligation to repurchase and the effect 
of them would be different, therefore, from the representations discussed 
in the next paragraph. 

The 

Draft subsection (b) goes f'urther, however, because it supplements 
the desideratum referred to above with the principle that if the Fund 
finds that the problem for which the member made a purchase has been over- 
come, the Fund may make a representation to that effect to the member. 
"he member would then be required to repurchase. 
repurchase should be made when the problem that led to the purchase has 
been overcome has always been regarded by the Fund as implicit in the 
provisions relating to repurchase, and is expressly stated in paragraph 
2(a) of Decision No. 102-(52/11) (Selected Decisions, p. 22). 

The principle that 

"he concept of "reserves", as distinguished from "monetary reserves", 
is relevant in connection with various provisions, such as Article X X V ,  
Section 5( a) (i) (principles of desiEnation) and Schedule F (rules 
for desiqnation). The information necessary for these purposes is sub- 
mitted by members pursuant to Article VIII, Section 5, which enables the 

139 
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Fund t o  requlre  medxrs t o  furnioh it with 
necessary f o r  its overatioin.  The canceut 

the information it deem 
of "reserves" instead of 

monetary rpscrvcs" was en::Loye3 i n  these provisions i n  order t o  w o l d  11 

th.2 defin-ition of the latter concept, which has led t o  legal nud p rac t i ca l  
d i f f i c u l t i e s  and i s  i n  s w e  respects c u t  of date. The more adaptable 
prsc t ices  followed i n  compiliw- In te rna t iona l  Financial  S t a t i s t i c s  could 
be tmplcyed Cor the purpos-3 of d r a f t  Section 7(b) .  

The aban33ment of the  concept of "monetary reserves" would r e s u l t  
i n  thc ebanOoment of the forms i n  which they are report&. This develop- 
ment rril;ht deprive P i c ?  Fund of ce r t a in  dzta t n a t  it would want t ?  go on 
reccivinz. It mlght be necessary, therefore,  t o  conscder the  corsequences 
under Article VIII. L:Pr,tfm 5. 

Eraf t  Section 7 (c) 

This d r a f t  p+oi-hion a l so  wcdd apply t o  the  Fund's holdings of 
a member's c u r r e x y  i n  excess 02 75 percent 05 quota tha t  have resul ted 
from purchases. 
of a member's currency were increased above 75 percent of its quota by 
purchases, an obligat ion wauld be created for t he  m a b e r  t o  make repur- 
chases i n  equj-valent amounts. 
obl igat ion i n  the  sense t h a t  the obl igat ion would apply i f  repurchase 
did not take place as a r e s u l t  of d r a f t  subsections (a) or  (71). "nepurchape would 
have t o  begin not later than three years a f t e r  t h e  da t e  on which the 
holdings were acquired by the  Fund and would have t o  be completed within 
five years. 

Under t h i s  d r a f t  provision, whenever the Fund * s holdings 

The provision would croate  the ul t imate  

The instal lments  would he determined by the  Fund. 

The Fund would be ab le  t o  subs t i t u t e  another period t o  replace the  
period of th ree  t o  f i v e  years as set f o r t h  i n  Craf t  subsection (c) . 
Fund would a l s o  be ab le  t o  prescr ibe d i f f e ren t  periods f o r  t%e repurchase 
of holdings of currency i n  excess of 75 percent of quota resu l t ing  from 
purchaoes under d i f f e ren t  po l i c i e s  on the u5e of Its resources. 
authori ty  t o  vary the  periods f o r  repurchase would include the  au thor i ty  
t o  change the periods with respect t o  installments.  There arep however, 
two l imi ta t ions  on the Fund's authori ty  under d r a f t  Section 7(c). 
tho, period prescribed by the  Fund f o r  the  repurchase of holdings resu l t -  
ing from purchases under a pa r t i cu la r  policy on the  use of its resources 
would have t o  be  the same f o r  a l l  holdings acquired as a r e s u l t  of such 
purchases. 
change i n  period, d r a f t  subsection (e) provides t h a t  a policy prescrib- 
ing the  period of repurchase would not apply t o  currency already held by 
the  Fund on the  e f f ec t ive  da t e  of the  policy. 

The 

The 

F i r s t ,  

Second, i n  order to  preclude any re t roac t ive  e f f e c t  of a 

Draft  Section 7 (d) 

The repurchaee provisions of the  present Articles apply t o  a l l  
holdings of a member's currency i n  excess of 75 percent of the  member's 
quota and not  merely t h e  holdings t h a t  result from the  mmber 's purchases. 
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There are inchoate obligations,  therefore,  with respect t o  holdings tha t  
r e s u l t  from charges paid i n  a member's currency, i n i t i a l  or subsequent 
subscr ipt ions,  o r  adr'liiiintrztive rece ip ts .  Repurchase obl igat ions with 
respect t o  these holdings under amended provisions could be incorporated 
i n  d r a f t  subsection (c) ,  but there  are presentat ional  advantases i n  
dealing with these holdinps separately.  Moreover, it would seen prefer- 
ab le  not t o  es tab l i sh  a fixed period f o r  the  repurchase of these holdings 
i n  the Articles, but t o  r e ly  instead on more f l e x i b l e  procedures. 

Dra.ft Section 7 (e) 

This subsection has been mentioned already i n  comect ion with the 
repurchase of holdings resultin:: from purchases. 
a l s o  t o  decisions prescribing periods f o r  the repurchase of holdings 
or ig ina t ing  i n  other operations. 
repurchase would apply t o  currency held by the Fund on the e f f ec t ive  
da t e  of t h e  decision. 

The subsection appl ies  

?To decision prescribing a period for 

Draft Section 7 ( f )  

Under t h i s  subsection, the Fund would be ab le  t o  allow a member t o  
postpone the  discharge of its repurchase obl igat ion beyond the  three t o  
f i v e  year period under subsection (c) o r  such other  period as had been 
prescribed by the  Fund under subsection (c) o r  the  period prescribed 
under subsection (d).  The Fund would be able t o  postpone any i n s t a l l -  
ment as p a r t  of t h i s  power. A postponement could be granted only i n  
exceptional circumstances, of which the  Fund would be the  judge. 

On a few occasions, the Fund has allowed members t o  postpone the 
discharge of repurchase obligations under A r t i c l e  V, Section 7(b),  most 
o f t en  f o r  reasons re la ted  t o  t h e i r  balance of payments and reserve posi- 
t ion.  
ments f o r  any reason it  deemed appropriate,  but it is s ta ted  out of an 
?bundance of caution tha t  no member would be permitted t o  mzke more than 
a temporary use of the Fund's resources. 
present what period of use would be compatible with t h i s  l imitat ion.  

Llnder d r a f t  Section 7( f )  the Fund would be ab le  t o  grant postpone- 

The Fund would decide as a t  

Draft Section 7 (g) 

Under d r a f t  A r t i c l e  V, Section 3(d) (see DAA/74/4, Sup. l), the  Fund 
would be empowered t o  adopt po l ic ies  on the  se lec t ion  of currencies for  
sale t o  members. 
e x p l i c i t  t h a t  even i f  a member's currency would not be selected f o r  sale 
under those pol ic ies ,  the Fund might sell the  currency i f  the member had 
f a i l e d  t o  discharge a repurchase obl iga t ion  under d r a f t  subsection (c) 
or (d) . The sale i n  these circumstances would be confined t o  the amount 
involved i n  the  defaul t .  This correc t ive  act ion would not prevent the  
Fund from taking any other  action t h a t  i t  w a s  authorized t o  take under other 
Trovisions and had 
Section 5 o r  Article XV, Section 2(a)). 

The d r a f t  of Article V, Section 7(g) would make it  

concluded t h a t  it should take (e,g., under Article V, 

141 - 
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An a l t e rna t ive  tecfinique, and possibly a preferable  technique, would 
be t o  incorporate the  substance of d r a f t  ccbsection (g) i n  d r a f t  A r t i c l e  
V, Section 3(d) (see DAA/74/4, Sup. 1). 

Draft  Section 7 (h) 

ThiE provision, which has already been referred t o  i n  connection with 
d r a f t  Section 7(a), would enable members t o  use gold and spec ia l  drawing 
r igh t s  as a matter of enti t lement i n  repurchasing under subsection (C) 
o r  (d). The currencies of other members could be used i f  they had been 
specified by :he Fund f o r  t h i s  purpose. 

The spec i f ica t ion  of Currencies f o r  repurchase would not need t o  be 
l imited t o  any c l a s s  of currencies,  such as currencies convert ible  under 
Article VI11 o r  convert ible  in f a c t .  
used i n  repurchase to an extent t h a t  would increase the Fund's holdings 
of i t  above 75 percent of the  i s sue r ' s  quota. 
would be based on po l i c i e s  and r e s u l t  from procedures tha t  the  Fund would 
be required t o  adopt. 
would resemble its daty t o  adopt po l i c i e s  on purchase as required by d r a f t  
Ar t i c l e  V, Section 3(d)  (see DkA/74/4, Sup. 1). 

A s  at present ,  no currency could be 

Specif icat ion by the Fund 

The Fund's duty t o  adopt po l ic ies  on repurchase 

142 Draft  Section 7 ( i )  - 
This d r a f t  subsection would requi re  the  i s sue r  of a currency specif ied 

by the Fund f o r  use i n  repurchase t o  make it avai lable ,  i n  exchange f o r  
currency convertible i n  f a c t ,  t o  a member intending t o  make a repurchase. 

Specif icat ion of a currency by the  Fund could be preceded by con- 
su l t a t ion  with the issuing member with a view t o  accommodating i ts  interest 
i n  maintaining a desired composition of its foreign exchange holdings 
with other  relevant i n t e r e s t s .  These interests would bc the  i n t e r e s t s  
of repurchasing members i n  bciug ab le  t o  discharge t h e i r  obl igat ions t o  
the  Fund, and the  interests of the  Fund i n  recons t i tu t ing  its holdings 
of usable currencies.  It would be possible  t o  envisage, f o r  example, 
t h a t  these in t e reb t s  couid be reconciled by arrangements whereby the  Fund's 
spec i f ica t ion  of a currency f o r  repurchase would be conditioned on the  
use of pa r t i cu la r  currencies for obtaining the  specif ied currency i n  
t ransact ions by repurchasing members with the  members issuing currencies 
t o  be used i n  repurchase. 

Conversions pursuant t o  d r a f t  Section 7 ( i )  would be made on the 
bas i s  of t he  rates a t  which the Fund would sell  the  currencies involved 
a t  the t i m e  of the conversion. 
i n  contrast  t o  normal market or c e n t r a l  banking conversions, t he  pa r t i cu la r  
currencies t o  be converted would have been obtained "involuntarily" , 
t ha t  is, not as a matter of choice but  pursuant t o  the Fund's po l i c i e s  on 
the  currencies t o  be used i n  repurchase. However, the  repurchasing member 
and the i s sue r  of the  currency t o  be used i n  repurchase could agree t h a t  
conversion would be made d t h  a currency other  than a currency convert ible  
i n  f a c t  and a t  an agreed rate of exchange provided t h a t  the rate w e r e  con- 
s i s t e n t  with the Articles. 

The reason f o r  having a standard is tha t ,  
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Draft  t r ans i t i ona l  nrovisions-of Schedule B 

With the  adoption of the ciraft Article V, Section 7,  i t  would be 
necessary t o  naka provision fo r  the discharge cf repurchase obl igat ions 
tha t  accrue under the  present Article V, Section 7(b),  as w e l l  as commit- 
ments or  representations as t o  repurchase, and are ufidischarged when 
the amendment becomes ef f ectlve. 

Draft  Paragraph 1 

Undischarged rcpurchase obligations pursuant t o  Article V, Section 
7(b) are the subject  of dra€r  Paragyaph l(a) of Schedule B. 
chase obl igat ions may remain undischarged because under the present 
Article V, Section 7(c) ( iv)  reputchase obl igat ions are subject t o  an 
annual l i m i t  of 25 percent of quota, or because the  Fund has granted a 
postponement t o  a mcmber i n  view of its balance of payments and reserve 
posi t ion,  o r  i n  view of the  problem surrounding the  payment of gold t o  
the Fund. Undar d r a f t  Paragraph l ( a ) ,  an obl igat lon would have t o  be 
discharged not later than the  date  o r  dates  on which the  member w a s  
required t o  discharge the obl igat ion under the present provisions o r  
under decisions of the  Fund pursuant t o  present provisions. 

Such repur- 

For the  obl igat ions subject t o  d r a f t  Paragraph l(a) , there  might be 
That provision would allow members t o  a change i n  the means of payment. 

discharge t h e i r  repurchase obligations i n  gold, spec ia l  drawing r igh t s ,  o r  
the  currencies of other menhers specified by the Fund. 
allowed a number of members t o  postpone the  discharge of repurchase obl i -  
gat ions calculated i n  gold. I n  the inteyim, these members have paid an 
equivalent amount of spec ia l  drawing r i g h t s  i n  discharge of commitments 
o r  representations.  
obl igat ions t h a t  had accrued i n  gold under Article V, Section 7(b). 
discharge of a commitment is subject t o  adjustment i n  order t o  enable a 
member t o  discharge an obl igat ion i n  the  form in which it accrued under 
Article V, Section 7(b). 
spec ia l  drawing r igh t s  i n  discharge of the  portions of t h e i r  outstanding 
repurchase obligazions chat were calculated in gold. 
ready made i n  spec ia l  drawing r i g h t s  could be t rea ted  as f i n a l  under the 
d r a f t ,  and no adjustments would be necessary. Members would a l s o  be able  
t o  use  the currencies of other  members specif ied f o r  t h i s  purpose by 
the Fund if the  clause i n  square brackets  w e r e  retained. 

The Fund has 

These payments did not discharge the  repurchase 
The 

Draft Paragraph l ( a )  would allow members t o  use 

The payments al- 

Draft  Paragraph l (b)  of Schedule B would dea l  with members tha t  
paid gold t o  the  Fund a f t e r  [August 15, 19711 i n  discharge of repurchase 
obl igat ions t h a t  were calculatec! i n  gold. These members would be en- 
t i t l e d  t o  request the Fund t o  re turn  t o  them these amounts of gold i n  
exchange f o r  a n  equivalent amount of special drawing r igh t s  or the 
currencies of other  members specified by the  Fund. 

143 - 

This provision would give the  same benef i t  t o  member8 t h a t  have used 
gold i n  repurchase under Article V, Section 7(b) as Paragraph l(a) would 
give t o  members  t h a t  had been granted postponements. 
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In  the computetions under Paragraph l ( a )  and (b) gold would be 
accounted f o r  a t  its equivalent i n  spec ia l  drawing r igh t s  pursuant to 
Ar t ic le  XXI, Section 2, i.e., 0.888671 gram of f i n e  gold equals one spec ia l  
drawing r i g h t  an3 the  Fund's prevail ing prac t ice  under Article IVY Section 
8 and Rule 0-3. 

Undischarged repurchase obl igat ions under Article V , Section 70-3) 
t ha t  had not accrued i n  gold would not necessar i ly  be discharged i n  the  
media resu l t ing  from the  distri 'uution formulae i n  Paragraph 1 of the 
present Schedule B. 
Article V, Section 7(h), which provides f o r  the  use, a t  t he  option of the  
member, of gold, spec ia l  drawing r igh t s ,  and the  currencies of other 
members specif ied by the  Fund. 

The media of discharge would be governed by d r a f t  

r)roft Paragraph 2 

Paragraph 2 would deal  with t h e  repurchase of currency held by the  
Fund i n  excess of 75 percent of a member's quota t h a t  was not subject  
t o  accrued repurchase obl igat ions under the present Article V, Section 
7(b) a t  the  t i m e  the  amended Articles take e f fec t .  
i n  the  d r a f t ,  t o  the  extent  t h a t  the  holdings resul ted from a purchase, 
the  timing of the  repurchase would be determined by the policy undcr 
which the  purchase w a s  made. The o r ig ina l  dates of maturity would thus 
remain unchanged, and the  periods of th ree  t o  f i v e  years,  seven years 
under the  O i l  F a c i l i t y ,  and eight  years under the Extended Fac i l i t y ,  
P-S fror the  da te  when the  purchases were made, would continue t o  apply. 

Pursuant t o  r u l e  (2) 

1 4 4  - 
Under r u l e  (ii), the  o r ig ina l  da tes  of maturity would a l so  continue 

t o  apply i n  respect of holdings r e su l t i ng  from the payment of increased 
subscriptions i n  currency i n  excess of 75 percent of the increase under 
paragraph 5 of the Board of Governors Resolution regarding the  F i f t h  
General Review of Quotas (Resolution No. 25-3). Under tha t  Resolution 
a member that paid more than 75 percent of t h e  increase in  its quota i n  
currency undertook t o  repurchase the  currency i n  excess of 75 percent of 
the  increase i n  f i v e  equal annual instal lments  commencing one year after 
the e f fec t ive  date  of t he  increase i n  its quota, unless the  Fund's hold- 
ings resu l t ing  from t h e  payment had already been reduced. 

For currency holdings resulting from the  payment of o r ig ina l  sub- 
scr ipt ions i n  excess of 75 percent of quota and from the payment of 
charges i n  the  member's currency, which under the present Articles and 
po l i c i e s  are subject  t o  repurrhane obl igat ions only under Article V, 
Section 7(b) repurchese would have t o  be completed under r u l e  (MI) 
not  later than [ three]  [five] years  a f t e r  t he  e f f ec t ive  da t e  of 'the amend- 
ment. 
Ar t ic le  V, Section 7(d) t h a t  the repurchase of these holdin88 should be 
subject t o  po l i c i e s  t o  be adopted by the  Fund. 

A s  an alternative, it could be provided by analogy t o  d r a f t  
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Pursuant t o  r u l e  (iv),  the repurchases dea l t  with by d r a f t  Paragraph 
2 would be made i n  the media set fo r th  i n  the  d r a f t  Article V, Section 
7(h), i.e., gold, spec ia l  drawing r i g h t s ,  or the  currencies of other  
members specif ied by the  Fund. 
have t o  take account of the  pr inciples  set for th  i n  d r a f t  Article V, 
Section 3(d), as explained above i n  the comentary on d r a f t  Section 7(h). 
The 75 percent limit of d r a f t  Section 7(h) would apply. 

I n  specifying currencies the Fund would 

Draft Paragraph 3 

Paragraph 3 is designed t o  solve problems i n  connection with the 
payment of the gold port ion of an increased subscr ipt ion i n  connection 
with the F i f t h  General Review of Quotas. 
t o  postpone i ts  payment of gold i n  connection with the  increase i n  its 
quota under tha t  Rev iew (Board of Governor8 Resolution No. 29-3). Under 
d r a f t  Paragraph 3(a) t h i s  member would be able  t o  pay spec ia l  drawing 
r i g h t s  instead of gold. The member would thus be placed i n  the  posi t ion 
i n  which a l l  members would f ind  themselves if spec ia l  drawing r i g h t s  
could be used instead of gold i n  the  payment of increased subscriptions.  

The Fund has allowed 8 member 

Draft  Paragraph 3(b) corresponds to dra f t  Paragraph l (b)  by pro- 
viding tha t  members t h a t  have paid gold i n  connection with the increases 
i n  t h e i r  quotas under the  F i f th  General Review e f t e r  [August 15, 13711 may 
request the  Fund t o  re turn  t o  them the amount of gold paidsin exchange 
f o r  an equivalent amount of spec ia l  drawing r igh t s  o r  the currencies of 
other  members specif ied by the Fund. The valuation of gold under Para- 
graph 3 would be as described above i n  connection with d ra f t  Paragraph 1. 

Decisions under the amended Ar t i c l e  V, Section 7 and Schedule B - 
Competent organs and major i t ies  

Except f o r  decisions prescribing the period of repurchase of currency 
paid i n  excess of 75 percent of subscr ipt ions o r  increased subscriptions 
under a general  review of quotas, the decisions under &aft Article V, 
Section 7 and Schedule B would be taken by the Executive Directors under 
the  general  delegation made by thE Board of Governors i n  Section 15 of 
t he  By-Laws. They would take these decisions by a majority of t he  votes 
cast. 

145 - 

A decision r e l a t ing  t o  the period of repurchase of a member's cur- 
rency paid i n  excess of 75 percent of its subscription would have to be 
taken by the Board of Governors pursuant t o  Article X I I ,  Section 2(b) ( i ) .  
That provision reserves t o  the Board of Governors the parer t o  admit new 
members and determine the conditions of t h e i r  admission. The prescrip- 
t i o n  of a period of repurchase would require a majority of the votes cast. 
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Decisions r e l a t ing  t o  the  period of repurchase of cerrency paid i n  
excess of 75 percent of increased subscriptions under a general  review of 
quotas would have t o  be taken by the Boord of Governors pursuant t o  Ar t i c l e  
111, Section 4 ( c )  and Article XIIS Section 2 ( b ) ( i i ) .  
reserves t o  the  Board of Governors the  pmer  t o  take any decision dealing 
with the payment of increased subscriptions under a general  review of 
quotas o r  with the mit igat ion of the e f f e c t s  of the  payment. A majority 
of 85 percent of the  t o t a l  voting power would be required f o r  such deci- 
sions. 

The la t ter  provision 

The Executive Directors,  by a majority of the  votes cast, would 
grant postponements under Section 7(f) and specify the  currencies f o r  
use i n  repurchase undkr subsection (h) ,  again pursuaDt t o  the  general 
delegation by the  Board of Governcrs in Section 15 of the By-Laws. 

[The r o l e  of the Council, if arty, i n  connection with the powers 
discussed above is not considered i n  t h i s  memorandum.] 


