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Redrafted Provisions

The provisions set forth below are revised versions of the texts in
DAA/74/2 that have been prepared as a result of the discussion of that
memorandum by the Executive Directors at EBM/74/101 (August 9, 1974) .1/

Part I. Revised Draft

Article V.

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

(a) A member shall be entitled to repurchase at any time the Fund's
holdings of the member's currency in excess of seventy-five percent of
its quota.

(b) A member that has made a purchase under Section 3(b) of this Article
shall pay due regard, as its reserves increase, to the desirability of
repurchasing the Fund's holdings of the member's currency in excess of
seventy-five percent of quota that result from the purchase, and shall
repurchase these holdings if the Fund represents to the member that the

problem for which it made the purchase has been overcome.

1/ The draft provisions would replace the present Article V,
Section 7 and Schedule B, and therefore it was not considered necessary
to indicate new language by underlining or deletion.
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-2 - Corrected: 11/18/74

(c) A member that has made a purchase under Section 3(b) of this
Article shall repurchase the Fund's holdings of the member's currency that
result from the purchase in installments as determined by the Fund,
which shall begin not later than three years, and be completed not later
than five years, after the date on which the purchase was made,
provided that the repurchase shall not he carried to a point at which
the Fund's holdings of the member's currency are below seventy-five
percent of its quota. The Fund may prescribe other periods for the
repurchase of such holdings, provided that different periods shall not
be prescribed for the repurchase of holdings acquired pursuant to the
same policy on the use of the Fund's resources.

(d) The Fund shall adopt policies for the repurchase of its
holdings in excess of seventy-five percent of the quotas of members —
that are not acquired as the result of purchases under Section 3(b) of
this Article, and members shall repurchase such holdings in accordance
with the policies.

(e) A decision prescribing a period for repurchase under (c) or
(d) above shall apply only to holdings acquired by the Fund subsequent
to the effective date of the decision.

(f) 1In exceptional circumstances, the Fund may permit a member
to postpone the discharpge of any cbligation to repurchaze, provided that
no mexber shall be permitted to make more than a temporary use of the
Fund's resources.

{(g) The Fund's policies under Section 3(d) of this Article may be sup-

plemented by policies under which the Fund may decide to sell under Section

3(b) of this Article its holdings of currencies that have not been repurchased
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in accordance with this Section, without prejudice, however, to any
action that the Fund may be authorized to take under any other provision
of this Agreement.

(h) Repurchases shall be made with gold or special drawing rights,
or with the currencies of other members specified by the Funl. The Fund
shall adopt policies and procedures with regard to the currencies to be
used by members in making repurchases that take into account the general
principles in Section 3(d) of this Article. Repurchases shall not
increase the Fund's holdings of the currency of any member above seventy-
five percent of its quota.

(1) A member shall provide its currency, if it has been specified
by the Fund under (h) above, to any member requesting the currency for
the purpose of repurchase. The currency shall be provided in exchange
for any currency convertible in fact on the basis of the rates at which
the Fund would seil the currencies involved or for such other currency
and at such other rates consistent with the provisions of this Agreement

as may be agreed between the members.

Schedule B

Transitional Provisions with Respect to Repurchase and Payrment of
Additional Subscriptions

1. (a) Repurchase obligations that haye accrued nursuant to Article V,
Section 7(b) before the second amendment of that provision
and that remain undischarged at the time the second amendment
becomes effective shall be discharged not later than the date
or dates on which obligations had to be discharged in accord-

ance with the provisions of this Agreement before the second
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amendment. A member may discharge with special drawing rights
[or the currencies of other members specified by the Fund) un~
discharged repurchase obligations that have accrued in gold,
and shall discharge the remainder of its obligations in accord-
ance with Article V, Section 7(h).
(b) The Fund shall return to a member at its request any amount of
gold paid by it to the Fund under Article V, Section 7(b) after
[August 15, 1971],in exchange for an equivalent amount of
special drawing rights[or the currencles of other members
specified by the Fund].
2. The currency of a member held by the Fund at the date referred to
in 1(a) above in excess of seventy-five percent of the member's quota 1:!7
and not subject to repurchase under 1 above shall be repurchased in
acccrdance with the following rules:
(1) Holdings that resulted from a purchase shall be re-
purchased in accordance with the policy on the use of
the Fund's resources under which the purchase was made.
(i1) Holdings that resulted from the payment of an increased
subscription in accordance with paragraph 5 of Resolution
No. 25-3 of the Board of Governors shall be repurchased
in accordance with that paragraph.
(111) Other holdings shall be repurchased not later than [three]
[five] years after the effective date of the second
amendment of Article V, Section 7.
(iv) Repurchases under this Paragraph shall be made in accord-

ance with Article V, Section 7(h).
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3. (a) A member may discharge with special drawing rights any obliga-
tion to pzy gold to the Fund pursuant to Article III, Section 4(a)
that is outstanding at the time the amendaent of Article III,
Section 4(a) becomes effective.

(b) The Fund shall return to a member at its request any amount

of gold paid Ly it to the Fund under Article III, Section 4(a)
after [August 15, 1571], in exchanze for an equivalent amount
of speclal drawing rights[or the currencies of other mesbers

specified by the Fund].
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Part II. Commentary

This commentary starts with an explanation of the present legal rules
on repurchase. The subject is intricate, but an attempt has been made to
describe it as briefly as possible. It is neceesary to describe the pre-
sent law and practice in order to explain the changes that would be made
by the draft amendments. The explanation of the draft provisions starts
on page 15.

Present Legal Rules on Repurchase

The present system of repurchase is based on two systems: repurchases
pursuant to Article V, Section 7(b) and certain other provisions, and re-
purchases pursuant to policies adopted by the Fund under which members
are enabled or required to make repurchases. The reason for the estab-
lishment of the second system was that the provisions in the Articles on
repurchase do not ensure that the use of the Fund's resources will be
terminated within a period consistent with the concept of temporary use.
Indeed, it is possible that in certain circumstances obligations might
never accrue under Article V, Section 7(b). When the Fund started to
make its resources more accescible, it became necessary to adopt policies
under which members were expected, and sometimes required, to make repur-
chases in respect of purchases within a specified period. It was also
necessary to deal with the media for discharging these repurchases.
Although repurchases under Article V, Section 7(b) have been and may
still be substantial, over the years repurchases under the latter system
have assumed increasing importance. Necvertheless, the system of Article V,
Section 7(b) overrides the latter system in the sense that 1f obligatiomns
accrue under Article V, Section 7(b) they must be discharged, and in the
media in which they accrue. It is not possible to set aside these obliga-
tions and apply the more flexible second system. The mandatory character
of Article V, Section 7(b) has created much inconvenience both as to the
date at which and the form in which obligations have accrued.

The draft amendments are largely designed to codify the simpler and
more effective system that has been developed by policies, and to sub-~
stitute it for the autometic system of Article V, Section 7(b) and
associated provisions, while at the same time incorporating certain
aspects of the present provisions that should be retained.

Repurchases pursuant to Article V, Section 7(b)
and certain other provisions

Repurchase obligations under Article V, Section 7(b)

The three sets of formulae that are of importance for the computa-
tion of repurchase obligations under Article V, Section 7(b) are discussed
in (1), (2), and (3) below. The concept of monetary reserves is dis-
cussed in (4) below.
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(1) Calculation of repurchase obligations

Under Article V, Sectiocn 7(b) (1) a repurchase obligation may accrus
at the end of a financlal year of the Fund in an amount equal to one-~-half
of the increase in the Fund's holdings of the member's currency plus one-
half of any increase, or minus one-half of any decrease, in the member's
monetary reserves, If the Fund's holdings of the member's currency have
decreased, the obligation is equal to cne-half of any increase in the
member's monetary reserves minus one-half of the desrease in the Fund's
holdinge of its currency. These formulae, which are intended to ensure
a temporary use of the Fund's resources, are based on the principles that
a member should use its own reserves peri passu with its use of the Fund's
resources, and should share with the Fund any increasse in its monetary
reserves until its use of the Fimd's resources is terminated. These
principles were never fully applied becausze of certain qualifications in
the original Articles and further qualifications in the amendment. Never-
theless, one consequence of the formulae is that obligations have accrued
sometimes before the problem for which a member made a purchase has been
overcocme. The Fund has never been able to apply the formula in sub-
paragraph (i1) of Section 7(b), and the provision has been a dead letter.

{2) Llimits on repurchase cbligations

— Four different limits are specified in Article V, Section 7(c).
The first one, which is intended to enable a member to restore or build
up its monetary rescrves, precludes the discharge of a repurchase obliga-
tion by a member if its monetary reserves are less than 150 perceat of
its quota. This limit also precludes the discharge of a repurchase obli-
gation to the extent that the payment would reduce the member's monetary
reserves below that level.

The second limit, which is intended to prevent a member from reducing
the Fund's holdings belcw a level deemed desirable for its operations,
prohibits repurchase of the Fund's holdings of a member's currency below
75 percent of its quota.

The third limit preclvdes the use in repurchase of a currency of
which the Fund's holdings are at or above 75 percent of the issuer's
quota, and prescribes that no currency can be used in repurchase to the
extent that the Fund's holdings of it would be increased above that level.
(For a discussion of the use of substitute currencies, see page 9 below.)
The purpose of this rule is to prevent the creation of a repuvrchase obli-~
gation for a member that has excrcised no iuiltlative to use tte Fund's
resources.

The fourth limit, which provides for an annual limit of 25 percent
of quota, was introduced by the 1969 amendment of the Articles. It is
emplified by Schedule B, Paragraph l(e), pursuant to which the remainder
of the obligation must be repurchased at the end of the subsequent financial
year or years in such a way that total repurchases under Article V, Section
7(b) in any year would not exceed the 25 percent limit. The rationale of
the annual 1imit was that the obligation to repurchase should correspond
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in amount to the entitlement to purchase under Article V, Section 3(a).

The application of thie fourth limit necessitated the establishment
of a method by which the postponement of part of a repurchase obligation
could be distributed among the media in which an obligation is payable.
This aspect of the limit is referred to on page 9 below.

The 1limits on repurchase obligations apply as of the end of the finan-
cial year for which repurchase obligations are being calculated, and not
as of some other date, e.g., the date on which the obligations are cal-
culated or discharged. Developments subsequent to the end of the financial
year, even though they occur before the date of the calculation or discharge
of a repurchase obligation, do not affect the calculations for that year
(Decision No. 419-1, Selected Decisions, p. 64)*. An obligation once
calculated is deemed to have been discharged as of the April 30 in respect
of which it arose. As a consequence, and in order to avoid distortions
of the two principles referred to in (1) above, calculations for later
years are modified on the theory that obligations calculated but not dis-
charged have been discharged. Complications of interpretation and calcula-
tion arise as a result of the principle of "dating back".

(3) Media of payment

The determination of the form in which repurchase obligations must 1 1
be paid involves two steps: distribution cf the total amount of the
obligation among various types of monetary recerves according to certain
prescribed formulae, and adjustments, if necessary, to give effect to the
limits referred to above (Schedule B, Paragraphs 1 and 2).

Distribution of repurchase obligation
when monetary reserves have not increased

If a merber has a repurchase obligation at the end of a financial
year but its monetary reserves did not increase during that year, the
obligation is distributed, for purposes of payment, among the member's
gold, special drawing rights, and convertible currencies in proportion to
the member's holdings of them at the end of the year.

Distribution of repurchase obligation
when monetary reserves have increased

If a member has a repurchase obligation because its monetary
reserves increased during the year, the obligation is distributed, for
purposes of payment, among the merber's gcid, special drawing rights,

* All references to Selected Decisions are to the Siwtn Issue. Decisions
included in that issue are referred to by page number. The date of adop~
tion is not given in this commentary. For decisions that are not included
in the Sixth Issue, the date of adoption is indicated in this commentary.
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and convertible currencies in accordance with the following formula:

(a) That part of the repurchase obligation that is equal
to one~half of the increase in the member's monetary
reserves is distributed among those types of holdings
constituting monetary reserves that have increased in
proportion to the amount by which each of them has
increased;

(b) Any further repurchase obligation (i.e., the total
repurchase obligation less an amount equal to one-half
of the increase in the member's monetary reserves) is
distributed among all types of holdings constituting
monetary reserves in proportion to the member's holdings
of them after deducting that part of the obligation
described in and distributed according to (a).

If the discharge of a repurchase obligation as calculated would reduce
the member's monetary reserves below the limit of 150 percent of its quota
or would reduce the Fund's holdings of the member's currency below the
limit of 75 percent of quota, the obligation must be proportionately
r?d;§ed s0o that these limits will not be exceeded (Schedule B, Paragraph
1(c)).

With respect to the yearly limit of 25 percent of the quota of the
repurchasing member, there are complex rules for the distribution of the
amount postponed among the media in which the obligation 1s payable.

Under the original Articles, if the discharge of a repurchase obliga-
tion in a member's currency would raise the Fund's holdings of the cur-
rency by some amount above 75 percent of that member's quota, the obliga-
tion was agbated to the extent of the amount above 75 percent. Under the
present Articles, that amount must be discharged in convertible currencies
as determined by the Fund. The practice of the Fund is to permit a
member to use any convertible currency in making the repurchase provided
that at the time of discharge the repurchase will not increase the Fund's
holdings of any member's currency beyond 75 percent of that member's
quota, and provided further that the member making the repurchase has
consulted the Managing Director on the currencies, and the amount of each,
to be used in the repurchase. The consultation with the Managing Director
and the composition of repurchases are based on the Statement entitled
“Currencies to Be Drawn and to Be Used in Repurchases" approved by Deci-
sion No. 1371-(62/36) (Selected Decisiona, p. 36). The Managing Director
consults with executive directors before giving advice.

The co-existence of Article V, Section 7(c¢)(ii1) and Schedule B,
Paragraph 1(d) with Article V, Section 7(c){(iv) and Schedule B, Para-
graph 1(e) has created problems of correlation, because the order in
vhich these two sets of provisions are applied affects the computationms.
It was decided that Article V, Section 7(c¢)(iv) and Schedule B, Para-
graph 1l(e) are to be applied before Article V, Section 7(c)(1i1) and
Schedule B, Paragraph 1(d).
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(4) Monetary reserves

The ccncept of "monetary reserves' that is of importance for the cal-
culations under Article V, Section 7(b) is governed by Article XIX(a) through
(g), Article XXV, Section 7(a), and Schedule B, 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 III, 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 to 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
currencles, and special drawing rights. Convertible currencies are the
currencies 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 VIII 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 'Article XIV currencies' to be holdings of convertible currencies.

The words "official”, "holdings", "currency", "similar fiscal
agency", "substantially in excess of working balances" are among the
nurerous aspects of the definition that have raised problems of inter-
pretation or application and continue to raise new problems even at
this date.

Holdings excluded

Under Schedule B, the following holdings of gold and convertible
currencies are excluded in 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 inconvertible that became convertible
during the vear;

gold or convertible currency that can be identified as the
proceeds of a long-lerm or medium~term loan contracted
during the year;

gold or convertible currency that has been transferred or
set aside for 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 interpretation and operation of the provisions dealing with the
exclusions also raise troublesome problems.

Repurchases pursuant to other provisions of the Articles

There are provisions other than Article V, Section 7(b) pursuant to
vhich members are able or required to repurchase their currencies from
the Fund. These provisions are explained under the next two headings.

Repurchases under agreements pursuant to Article V, Section 8(d)

Under Article V, Section 8(d} and Rule I-4(g) of tne Fund's Rules
and Regulations, if the Fund's holdings of a member's currency in excess
of quota remain outstanding until the charge on any part of the holdings
reaches a specified rate--5.5 percent per annum for holdings resulting
from transactions not under a facility to which a special schedule of
charges applies--the member must consult with the Fund. That point is
reached three years after a purchase. In the course of the consultatious,
the Fund and the member agree on appropriate arrangements that will ensure
repurchase of the Fund's holdings, in amounts equivalent to each purchase,
not later than five years after each purchase, unless these holdings
are reduced in other ways.

The adoption of additional facilities has increased the complexity
of the system. The timing of consultations in respect of purchases
under the 01l Facility and the Extended Fund Facility is governed by the
rules on charges as they apply to each facility (Rule I-4(f)(3)(ii) and
(1i1) respectively). For purchases under the 01l Facility, for which the
initial rate of charge is 6-7/8 percent per annum, the consultation point
is reached after three years, when the applicable rate is 7 percent per
annum. For purchases under the Extended Facility, the consultation point
is reached four years after a purchase, when the applicable rate is 6
percent per annum. The maximum periods for repurchase under these
facilities are seven and eight years respectively.



DAA/74/2, Sup. 2

-12 -

If the Fund's holdings of a member's currency resulting from purchases
in the basic gold tranche have not been reduced within three years after
a purchase, the member is requested by the Fund to agree upon an arrange-
ment providing that within five years after each purchase an equivalent
repurchase of the Fund's holdings will be made, unless these holdings are
reduced in other ways.

The arrangements agreed as a result of consultations under the facil-
ities referred to generally take the form of a schedule providing for the
repurchase of specified amounts of the member's currency not later than on
certain dates. The installments and periods are governed by the rules of
the facility under which the holdings originated. Once agreement is
reached, the member has an obligation to repurchase in accordance with 1it.

Repurchases under Article 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 was to
enable a member to terminate the payment of charges to the Fund on holdings
of its currency, and this explains why the level of quota was chosen as
the level to which a member could insist on reducing the Fund's holdings
of its currency. These repurchases, as well as other repurchases outside 1:35
Article V, Section 7(b), may be discharged with special drawing rights ——
pursuant to Article XXV, Section 7(c)(11i), under which the Fund may accept
special drawing rights, to the extent that it may decide, in repurchases
other than those under Article V, Section 7(b). The proportions dis-
charged in this way must be, as far as feasible, the same for all members.
The Fund has decided to accept special drawing rights in full discharge
of repurchases outside Article V, Section 7(b) by all members (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).

Present rules on repurchases pursuant to
policies adopted by the Fund

As the limitation on use of the Fund's resources to periods consistent
with the Pund's concept of temporary use was not ensured in all circumstances
by the operation of the provisions of the Articles, it was necessary to
adopt policies by which this goal could be achieved. These policles were
also helpful in enabling the Fund to introduce some degree of flexibility
into the system of repurchase. For example, the Fund was able to com~
plement the rule that no repurchase obligation accrues under Article V,
Section 7(b) 1f a member's monetary reserves on a particular date are or
would be reduced below 150 (originally 100) percent of quota. Repurchases
outside Article V, Section 7(b) are not affected by this rule. Similarly,
they are not affected by the provision that limits the discharge of re-
purchase obligations under Article V, Section 7(b) to 25 percent of quota
per annum,
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In addition, repurchases outside Article V, Section 7(b) can be made
in media that serve the interests of the Fund and its members at the time
of discharge, as expressed in the quarterly currency budgets and in the
decision allowing members to use special drawing rights, aud not in media
determined by calculations that are mechanistic and relate to an earlier
date. Moreover, the policies avoid the problems that arise when calcula-
tions under the Articles result in obligations payable in currencies that
7und carnot acceit or in gold., Nevertheless, the policies fall short of
ensuring a wholly efficlent system of repurchase because obligations arise
under Article V, Section 7(b) and must be discharged.

he following paragraphs describe the policies that are designed to
ensure that any use of the Fund's resources will be in accordance with
the purpose of giving temporary assistance to members. Under these
policies members make representations as to their intentions concerning
repurchase or are required by the Fund to undertake commitments to re-—
purchase if there is a legal basis for commitments.

Repurchases under Decision No. 7-(648)

The Fund has adopted a decision with respect to 'voluntary" repur-
chases, i.e., those repurchases that a member is not obligated to make
or that the Fund is not obligated to accept. A member may offer gold,
speclal drawing rights, or convertible currencies in voluntary repur-
chase of the Fund's holdings of its currency above 75 percent of quota.
The Fund may decide whether or not to accept an offer (Decision No.
7-(648), Selected Decisions, p. 66).

Repurchases in respect of purchases
under Decision cof February 13, 1952

Under a decisinn adopted on February 13, 1952 (Decision No. 102~
(52/11), Selected Decisions, p. 22), a member, when requesting the use
of resources under the decision, is expected to state that it will comply
with the principles of the decision, which provide that exchange pur-
chased from the Fund should not remain outctanding bayond the period
reasonably related to the payments problem for which it was purchased.
This period should fall within an outside range of three to five years.

Repurchases relating to purchases under a waiver

Pursuant to Article V, Section 4, the Fund may waive any of the
conditions of Article V, Section 3(a) governing the use of its resources
on terms that safeguard its interests. The Fund may adopt terms that
relate to repurchase. Wien the Fund grants a waiver in commaction with
an exchange transaction, the member m:zkes a statement with respect to
repurchase and the Fund grants the waiver on the terms of that statement,
which then becomes cbligatory.

the
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Repurchases under stani-by arrangements

A member purchasing uader a stand-by arrangenont assumes a commitment
ir sccordan:e with a standard clause to repurchase the Tund's holdings of
currency resulting from tlic purchace not iater then three years after each
rurchase, to the exteut that the holdings have not been reduced by that
time. The Fund's practice 1s to agree to a member's request to repurchase
within five years if the member finds repurchase after three years incon-
venient.

Repurchases under Cil Facility and Extended Facility

A member requesting a pvrchase vnder Dacision No. 4241-(74/67),
adopted June 13, 19274, is expect2? o represcnt that it will make a re-
purchase corresponding to the purchase, to the extent that it 1s still
ouvtstanding, as scon a2s the balance of payments prchlem for which the
purchase was made has Leen overcoma and, In any cvent, in 16 equal quarterly
installments to be completed not later than seven years after the vurchase.
A member that has obtained an extended arrangenment under Decision No. 4377-
(74/114), adopted September 13, 1974, represents that it will make repur-
chases as soon as its balance of payments pioblers have been overcome, and,
in any event, within an outside range of four to eight years after each
purchase. Not later than four years after the first pnrchase under the
extended arrangement, the member wllil proposc to the Tuund a schedule of
repurchases for all purcliases outstanding undor the extended arrangenment.
Normally, such schedules wiil provide for repurchases in respect of each
purchase in 16 equal quarterly installments.

Repurchases 1In respect of purchases under
Compensatory Financing and Buffer Stock Facilities

A member requesting a purchase under the compensatory financing
facility (Decision No. 1477-(63/8) as amended, Selecued Decisions, p. 42)
is erpected to represent that it will make a rcpurchase correcponding to
the purchase in accordance with the principles of Decision No. 1¢2-(52/11).
In addition, the Fund recommends, as soon as possible after the end of
each of the four years following a purchase under the facility, that the
member should make a repurchase approximately equal to one-half of the
amount by which the member's exports exceeded the medium-term trends of
its exports.

Under the facility for the stabilizaticn of prices for primary
products (Decision No. 2772-(69/47), Selected Decisinns, p. 47), a member
is expected to represent that it will make a repurchase corresponding to
a purchase in accordance vith the principles of Decision No. 102-(52/11)
or that it will make a repurchase to the extent of any distribution of
currency whenever made under the international buffer stock for the
finencing of which the purchase was made.
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Selection of convertible currencies used in
repurchases not under Article V, Section 7(b)

The selection of the currencies to be used in repurchases not under
Article V, Sectiorn 7(b) is made in accordance with the Statement entitled
"Currencies to Be Drawn and to Be Used in Repurchases", approved by Deci-
sion No. 1371-(62/26) (Selected Decisions, p. 36). The Statement sets
forth that the Fund has the legal authority to specify the convertible
currencies to be used in repurchases not made under Article V, Section 7(b).
The criteria for the selection of currencies to be used in repurchase are
set forth in the Statement. A repurchasing member is required to consult
the Managing Director on the currencies, and the amounts of each, to be
used in making a repurchase. Until further notice, the convertible cur-
rency of any member may be used in repurchase, to the extent that the
Fund's holdings would not be increased above 75 percent of the member's
quota.

Explanation of Draft Provisions

Introduction

— The drafts set forth in this memorandum are designed to eliminate
many of the complications of the present systems of repurchase and at
the same time expressly safeguard the basic principle that any use of
the Fund's resources should be temporary.

Among the outmoded features of the present svstem that would be
deleted are the closely defined concept of "monetary reserves" as a deter-
mining factor of repurchase obligations and the largely mandatory dis-
tribution of repurchase obligations among the components of a member's
monetary reserves under Article V, Section 7(b) and Schedule B of the
present Articles. Under the draft provisions, a more general concept of
reserves would be used. In the selection of the media of payment the
interests and preferences of members and of the Fund at the time of pay-
ment would play a larger role than has been possible thus far.

Article V.

Draft Section 7{a)

The provision that a member may repurchase at any time the Fund's
holdings of the member's currency above 75 percent, read in conjunction
with draft subsection (h) which specifies the usable media of payment,
would enable members to make such repurchases as a matter of right with
gold or special drawing rights. The currencies, which need not be con-
vertible in accordance with Article VIII, of other members could be used
i1f these currencies had been specified for this purpose by the Fund under
the policies and procedures adopted pursuant to subsection (h). It could
be expected that these procedures would involve appropriate consultations
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with the repurchasing member and with the members issuing the currencies.
The Fund would be regquired 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 T5 percent of the issuing member's
quota.

Draft Section T7(b)

This provision applies to the Fund's holdings of a member's cur-
rency in excess of T5 percent of quota that result from purchases. Under
the first part of the provision, a member would be bound to pay due regard
to the desirability of repurchasing these holdings 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 go beyond requiring members to pay due regard
to the desirability of using increases in their reserves to make repurchases.

In its use of the concept of "due regard”, the draft provision would
be comparable to the present parapraph 1(b) of Schedule G:

"Participants shall also vay due regard to the desirability
of pursuing over time a balanced relationship between their
holdings of special drawing rights and their holdings 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). The
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.

Draft subsection (b) goes further, 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.

The member would then be required to repurchase. The principle that
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 concept of "reserves", as distinguished from "monetary reserves",
is relevant in connection with various provisions, such as Article XXV,
Section 5(a)(i) (principles of designation) and Schedule F (rules
for designation). The information necessary for these purposes is sub-
mitted by members pursuant to Article VIII, Section 5, which enables the
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Fund to require members to furnish it with the information it deems
necessary for its operations. The concept of "reserves" instead of
"monetary raserves" was em.ioyed in these provisions in order to avoid

th2 definition of the latter concept, which has led to legal and practical
difficulties and is in sowme respects cut of date. The more adaptable
practices followed in compiling Internmational Financial Statisties could
be cmplcyed for the purposcs of draft Section 7(b).

The abaniomnent of the concept of "monetary reserves' would result
in the zbandomment of the forms in which they are reported. This develop-
ment wight deprive the Fund of certain data that it would want t~ go on
receiving. It might be necessary, therefore, to consider the consequences
under Article VIII, Cention 5.

Draft Section 7(c)

This draft provision also weuld apply to the Fund's holdings of
a member's currency in excess of 75 percent ol quota that have resulted
from purchases. Under this draft provision, whenever the Fund's holdings
of 2 member’s currency were increased above 75 percent of its quota by
purchases, an obligation would be created for the mecamber to make repur-
chases in equivalent amounts. The provision would create the ultimate
14() obligation in the sense that the obligation would apply if repurchase
== did not take place as a result of draft subsections (a) or (). Repurchare would
have to begin not later than three years after the date on vhich the
holdings were acquired by the Fund and would have to be completed within
five years. The installments would be determined by the Fund.

The Fund would be able to substitute another period to replace the
period of three to five years as set forth in draft subsection (c). The
Fund would also be able to prescribe different periods for the repurchase
of holdings of currency in excess of 75 percent of quota resulting from
purchases under different policies on the use of its resources. The
authority to vary the perlods for repurchase would include the authority
to change the periods with respect to installments. There are, however,
two limitations on the Fund's authority under draft Section 7(c). First,
the period prescribed by the Fund for the repurchase of holdings result-
ing from purchases under a particular policy on the use of its resources
would have to be the same for all holdings acquired as a result of such
purchases. Second, in order to preclude any retroactive effect of a
change in period, draft subsection (e) provides that a policy prescrib-
ing the period of repurchase would not apply to currency already held by
the Fund on the effective date of the policy.

Draft Section 7(d)

The repurchage provisions of the present Articles apply to all
holdings of a member's currency in excess of 75 percent of the member's
quota and not merely the holdings that result from the member's purchases.
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There are inchoate obligations, therefore, with respect to holdings that
result from charges paid in a member's currency, initial or subsequent
subscriptions, or adninistrative receipts. Repurchase obligations with
respect to these holdings under amended provisions could be incorporated
in draft subsection (c), but there are presentational advantages in
dealing with these holdings separately. Moreover, it would seem prefer-
able not to establish a fixed period for the repurchase of these hoidings
in the Articles, but to rely instead on more flexible procedures.

Draft Section 7(e)

This subsection has been mentioned already in connection with the
repurchase of holding= resultirg from purchases. The subsection applies
also to decisions prescribing periods for the repurchase of holdings
originating in other operations. No decision prescribing a period for
repurchase would apply to currency held by the Fund on the effective
date of the decision.

Draft Section 7(f)

Under this subsection, the Fund would be able to allow a member to
postpone the discharge of its repurchase obligation beyond the three to
five year period under subsection (c) or such other period as had been
prescribed by the Fund under subsection (c) or the period prescribed
under subsection (d). The Fund would be able to postpone any install-
ment as part of this power. A postponement could be granted only in
exceptional circumstances, of which the Fund would be the judge.

On a few occasions, the Fund has allowed members to postpone the
discharge of repurchase obligations under Article V, Section 7(b), most
often for reasons related to their balance of payments and reserve posi-
tion. Under draft Section 7(f) the Fund would be able to grant postpone-
ments for any reason it deemed appropriate, but it is stated out of an
abundance of caution that no member would be permitted to make more than
a temporary use of the Fund's resources. The Fund would decide as at
present what pericd of use would be compatible with this limitation.

Draft Section 7(g)

Under draft Article V, Section 3(d) (see DAA/74/4, Sup. 1), the Fund
would be empowered to adopt policies on the selection of currencies for
sale to members. The draft of Article V, Section 7(g) would make it
explicit that even if a member's currency would not be selected for sale
under those policies, the Fund might sell the currency if the member had
failed to discharge a repurchase obligation under draft subsection (c)
or (d). The sale in these circumstances would be confined to the amount
involved in the default. This corrective action would not prevent the
Fund from taking any other action that it was authorized to take under other
rrovisions and had concluded that it should take (e.g., under Article V,
Section 5 or Article XV, Section 2(a))}.
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An alternative technique, and possibly a preferable technique, would
be to incorporate the substance of draft subsection (g) in draft Article
V, Section 3(d) (see DAA/74/4, Sup. 1).

Draft Section 7(h)

Thie provision, which has already been referred to in connection with
draft Section 7(a), would enable members to use gold and special drawing
rights as a matter of entitlement in repurchasing under subsection (c)
or (d). The currencies of other members could be used i1f they had been
specified by the Fund for this purpose.

The specification of currencies for repurchase would not need to be
limited to any class of currencies, such as currencies convertible under
Article VIII or convertible in fact. As at present, no currency could be
used in repurchase to an extent that would increase the Fund's holdings
of it above 75 percent of the issuer’'s quota. Specification by the Fund
would be based on policies and result from procedures that the Fund would
be required to adopt. The Fund's duty to adopt policies on repurchace
would resemble its duty to adopt policies on purchase as required by draft
Article V, Section 3(d) (see DAA/74/4, Sup. 1).

Draft Section 7(1)

This draft subsection would require the issuer of a currency specified
by the Fund for use in repurchase to make it available, in exchange for
currency convertible in fact, to a member intending to make a repurchase.

Specification of a currency by the Fund could be preceded by con-
sultation with the issuing member with a view to acccmmodating its interest
in maintaining a desired composition of its foreign exchange holdings
with other relevant interests. These interests would be the interests
of repurchasing members in being able to discharge their obligations to
the Fund, and the interests of the Fund in reconstituting its holdings
of usable currencies. It wouid be possible to envisage, for example,
that these intereuts couid be reconciled by arrangements whereby the Fund's
specification of a currency for repurchase would be conditioned on the
use of particular currencies for obtaining the specified currency in
transactions by repurchasing members with the members issuing currencies
to be used in repurchase.

Conversions pursuant to draft Section 7(1) would be made on the
basis of the rates at which the Fund would sell the currencies involved
at the time of the conversion. The reason for having a standard is that,
in contrast to normal market or central banking conversions, the particular
currencies to be converted would have been obtained "involuntarily",
that is, not as a matter of choice but pursuant to the Fund's policies on
the currencies to be used in repurchase. However, the repurchasing member
and the issuer of the currency to be used in repurchase could agree that
conversion would be made with a currency other than a currency convertible
in fact and at an agreed rate of exchange provided that the rate were con-
sistent with the Articles.
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Draft transitional nrovisions of Schedule B

With the adoption of the draft Article V, Section 7, it would be
necessary to make provision for the discharge cf repurchase obligations
that accrue under the present Article V, Section 7(b), as well as commit-
ments or representations as to repurchase, and are undischarged when
the amendment becomes effective.

Draft Paragraph 1

Undischarged repurchase obligations pursuant to Article V, Section
7(b) are the subject of draft Paragraph 1(a) of Schedule B. Such repur-
chase obligations may remain undiscnarged because under the present
Article V, Section 7(c) (iv) repurchase obligations are subject to an
annual limit of 25 percent of quota, or because the Fund has granted a
postponement to a member in view of its balance of payments and reserve
position, or in view of the problems surrounding the payment of gold to
the Fund. Under draft Paragraph 1(a), an obligation would have to be
discharged not later than the date or dates on which the member was
required to discharge the obligation under the present provisions or
under decisions of the Fund pursuant to present provisions.

For the obligations subject to draft Paragraph 1(a), there might be
a change in the means of payment. That provision would allow members to
discharge their repurchase obligations in gold, special drawing rights, or
the currencies of other members specified by the Fund. The Fund has
allowed a number of members to postpone the discharge of repurchase obli-
gations calculated in gold. In the interim, these members have paid an
equivalent amount of special drawing rights in discharge of commitments
or representations. These payments did not discharge the repurchase
obligations that had accrued in gold under Article V, Section 7(b). The
discharge of a commitment is subject to adjustment in order to enable a
member to discharge an obligation in the form in which it accrued under
Article V, Section 7(b). Draft Paragraph 1(a) would allow members to use
special drawing rights in discharge of the portions of their outstanding
repurchase obligazions that were calculated in gold. The payments al-
ready made in special drawing rights could be treated as final under the
draft, and no adjustments would be necessary. Members would also be able
to use the currencies of other members specified for this purpose by
the Fund if the clause in square brackets were retained.

Draft Paragraph 1(b) of Schedule B would deal with members that
paid gold to the Fund after [August 15, 1971] in discharge of repurchase
obligations that were calculated in gold. These members would be en-
titled to request the Fund to return to them these amounts of gold in
exchange for an equivalent amount of special drawing rights or the
currencies of other members specified by the Fund.

This provision would give the same benefit to members that have used
gold in repurchase under Article V, Section 7(b) as Paragraph 1(a) would
give to members that had been granted postponements.
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In the computations under Paragraph 1(a) and (b) gold would be
accounted for at its equivalent in special drawing rights pursuant to
Article XXI, Section 2, i.e., 0.888671 gram of fine gold equals one special
drawing right and the Fund's prevailing practice under Article IV, Section
8 and Rule 0-3.

Undischarged repurchase obligations under Article V, Section 7(b)
that had not accrued in gold would not necessarily be discharged in the
media resulting from the distribution formulae in Paragraph 1 of the
present Schedule B. The media of discharge would be governed by draft
Article V, Section 7(h), which provides for the use, at the option of the
member, of gold, special drawing rights, and the currencies of other
members specified by the Fund.

Oraft Paragraph 2

Paragraph 2 would deal with the repurchase of currency held by the
Fund 1n excess of 75 percent of a member's quota that was not subject
to accrued repurchase obligations under the present Article V, Section
7(b) at the time the amended Articles take effect. Pursuant to rule (1)
in the draft, to the extent that the holdings resulted from a purchase,
the timing of the repurchase would be determined by the policy undcr
which the purchase was made. The original dates of maturity would thus
remain unchanged, and the periods of three to five years, seven years
under the 0il Facility, and eight years under the Extended Facility,
as frorm the date when the purchases were made, would continue to apply.

Under rule (1i), the original dates of maturity would also continue
to apply in respect of holdings resulting from the payment of increased
subscriptions in currency in excess of 75 percent of the increase under
paragraph 5 of the Board of Governors Resolution regarding the Fifth
General Review of Quotas (Resolution No. 25~3). Under that Resolution
a member that paid more than 75 percent of the increase in its quota in
currency undertook to repurchase the currency in excess of 75 percent of
the increase in five equal annual installments commencing one year after
the effective date of the increase in its quota, unless the Fund's hold-
ings resulting from the payment had already been reduced.

For currency holdings resulting from the payment of original sub-
scriptions in excess of 75 percent of quota and from the payment of
charges in the member's currency, which under the present Articles and
policies are subject to repurchase obligations only under Article V,
Section 7(b), repurchase would have to be completed under rule (iii)
not later than [three] [five] years after the effective date of the amend-
ment. As an alternative, it could be provided by analogy to draft
Article V, Section 7(d) that the repurchase of these holdings should be
subject to policles to be adopted by the Fund.
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Pursuant to rule (iv), the repurchases dealt with by draft Paragraph
2 would be made in the medifa set forth in the draft Article V, Section
7(h), i.e., gold, special drawing rights, or the currencies of other
members specified by the Fund. In specifying currencies the Fund would
have to take account of the principles set forth in draft Article V,
Section 3(d), as explained above in the commentary on draft Section 7(h).
The 75 percent limit of draft Section 7(h) would apply.

Draft Paragraph 3

Paragraph 3 1s designed to solve problems in connection with the
payment of the gold portion of an increased subscription in connection
with the Fifth General Review of Quotas. The Fund has allowed a member
to postpone its payment of gold in connection with the increase in its
quota under that Review (Board of Governors Resolution No. 29-3). Under
draft Paragraph 3(a) this member would be able to pay special drawing
rights instead of gold. The member would thus be placed in the position
in which all members would find themselves 1if special drawing rights
could be used instead of gold in the payment of increased subscriptions.

Draft Paragraph 3(b) corresponds to draft Paragraph 1(b) by pro-
viding that members that have paid gold in connection with the increases
ir their quotas under the Fifth General Review zfter [August 15, 1971] may
request the Fund to return to them the amount of gold paid, in exchange
for an equivalent amount of special drawing rights or the currencies of
other members specified by the Fund. The valuation of gold under Para-
graph 3 would be as described above in connection with draft Paragraph 1.

Decisions under the amended Article V, Section 7 and Schedule B -
Competent organs and majorities

Except for decisions prescribing the period of repurchase of currency
pald in excess of 75 percent of subscriptions or increased subscriptions
under a general review of quotas, the decisions under draft Article V,
Section 7 and Schedule B would be taken by the Executive Directors under
the general delegation made by the Board of Governors in Section 15 of
the By-Laws. They would take these decisions by a majority of the votes
cast.

A decision relating to the period of repurchase of a member's cur-
rency paid in excess of 75 percent of its subscription would have to be
taken by the Board of Governors pursuant to Article XII, Section 2(b)(1).
That provision reserves to the Board of Governors the power to admit new
memhers and determine the conditions of their admission. The prescrip-
tion of a period of repurchase would require a majority of the votes cast.
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Decisions relating to the period of repurchase of currency paid in
excess of 75 pcorcent of increased subscriptions under a general review of
quotas would have to be talken by the Bozrd of Governors pursuant to Article
III, Section 4(c) and Article XII, Section 2(b)(ii). The latter provision
reserves to the Board of Governors the power to take any decision dealing
with the payment of increased subscriptions under a general review of
quotas or with the mitigation of the effects of the payment. A majority
of 85 percent of the total voting power would be required for such deci-
sions.

The Executive Directors, by a majority of the votes cast, would
grant postponements under Section 7(f) and specify the currencies for
use in repurchase undcr subsection (h), again pursuant to the general
delegation by the Board of Governcrs im Section 15 of the By-Laws.

[The role of the Council, if any, in connection with the powers
discussed above is not considered in this memorandum.}



