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DAA/74/4, Supplement 1 

November 13, 1974 

To : Members of the Executive Board 

From: "he Secretary 

Subject: Draft Amenibents on U s e  of  the m d ' s  Resources - Revision - ani: Commentary 

Attached fo r  consideration by the Executive Directors i s  a 
redraft of t he  amendments on the use of  the Fund's resources, together  
with a commentary by the staff. 

This subject w i l l  be brought t o  the agenda f o r  discussion on 
a date t o  be announced. 
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INTERNATIONAL MONETARY rmE3D 

Draft Amendments on Use of the Fund's Resources-- 
Revision and Commentary 

Prepared by the  Legal Department 

( In  consul ta t ion with the Research, Treasurer 's ,  
and Exchange and Trade Relations Departments) 

Approved by Joseph Gold 

November 12, 1974 

The following r ed ra f t  of amendment8 on the  use  of the Fund's resources 

and commentary have been prepared i n  the l i g h t  of the discussion by the  

177 Executive Directors a t  EBM/74/107-108 (9/4/74). The r ed ra f t  does not  

Incorporate ce r t a in  ideas  on new arrangements f o r  f inanc ia l  ass is tance 
- 

through the  Fund, e.g., i n  connection with segregated resources or 

separa te  f a c i l i t i e s .  These ideas  w i l l  be examined i n  a separate  memoranduni. 

I. Redrafted Provisions 

Article V 

Section 2. Limitation on the Fund's operations 

Except as otherwise provided i n  t h i s  Agreement, operations on the 

account of the Fund s h a l l  be l imi ted  t o  t ransact ions f o r  t he  purpose 

of supplying a member, on the i n i t i a t i v e  of such member, with the 

currency of another member or spec ia l  drawinR r igh t s  i n  exchange fo r  

gold o r  f o r  the  currency of the member des i r ing  t o  make the purchase. 
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Section 3. Conditions governin?; use of the  Fund's resources 

(3 A - c l e R B e ~ 4 - w e - e i ~ ~ t e e e t t l ? e e e - e ~ ~ - ~ ~ ~ ~ e ~ ~ ~ e - 4 a  

a e e s r d a r t e e - w ~ ~ ~ t h e - p u f t t e e e ~ e € ~ h e - F ~ d ~  The Fund s h a l l  

adopt po l ic ies  on the use of its resources,  including pol ic ies  

on stand-by arrangements, t ha t  w i l l  a s s i s t  members t o  so lve  t h e i r  

balance of payments problems i n  a manner cons is ten t  with the 

purposes of the  Fund and the  provisions of t h i s  Agreement and 

thar w i l l  e s t ab l i sh  adequate safeguards f o r  the temporary use 

of its resources. A-leembei Yembers s h a l l  not  be e n t i t l e d  

without the permission of the  Fm-d t o  use the Fund's resources 

t o  acquire currency t o  hold against  forward exchange transactions.-  1/ 

&) A member s h a l l  be e n t i t l e d  t o  buy purchase the eurremey 

currencies of me4ker other  members from the  Fund i n  exchange 

fo r  its own currency subjec t  t o  t h e  following conditions: 

A The member's use of t he  resources of the Fund 0 
&a?? would be i n  accordance with t h e  purposes of the 

Fun* the provisions of t h i s  Agreement, and the po l i c i e s  

adopted under them; 

2/  

11' This provision has been t ransferred,  i n  modified form, from 
the present subsections (b) and (c). 
subsection (c) has been included, i n  modified form, as Eondition (i) 
i n  d r a f t  subsection (b). 

The first sentence of the  present 

21 This provision has been t ransfer red ,  i n  modified form, from 
the present subsection ( c ) .  
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(g) The sember $es~1,4g-~-~u~ekeee-(ke-e~~~e~~g 

represents  t ha t  it ~e-pzleseh~~-~C--Pet-atak~~-ln 

tbat-cairertey has a need t o  make t h e  purchase because of 

Draft  A 

developments i n  i ts  balance of payments wk4ek-are 

e e ~ ~ e e a t - w ~ f k - ~ ~ p r e v ~ e ~ e ~ 3 ~ € - ~ b ~ e - ~ g ~ e e ~ ~ f ;  

Draft  B 

i t s  balance of pzynents s i t u a t i o n  or developments 

i n  its reserves ~ e ~ e ~ ~ - w k ~ . e h - a t e - ~ ~ - F 4 f e ~ € - # i t k  

f k t p r e ~ s ~ ~ s - a € - t h ~ 3 - ~ g ~ e e ~ ~ € ;  

(iii> Tke-Fand-hasaae-g~vesaet~ee-~der-Attie~e-~Is 

6 e ~ ~ e ~ - 3 ~ ; - ~ ~ e ~ ~ € s - ) r e ~ k t ~ - e ~ - ~ ~ e - e a l ? r e r t e g - 8 e s ~ P e d - k a v e  

bee--seai.eeS/ 

tranche purchase, or would no t  cause the Fund's holdings 

The proposed purchase would be a gold 

179 - 

3/ This sentence i n  the present subsection ( a ) ( i i )  has been 
transTerred, i n  modified form, t o  d r a f t  subsection (a). 
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of the  purchasing member ’ s currency to-hereeue-by-mare 

180 - 

t o  exceed two hundred percent of its quota; 

(&) The Fund has not  previously declared under Section 5 

of this  Article, Article IV, Section 6 ,  Article VI, 

Section 1, or  Article XV, Section 2(a),  t h a t  t he  member 

des i r ing  t o  purchase is  i n e l i g i b l e  t o  use the resources 

of the  Fund. 

(r) A representat ion by a member  under fa) (b) above s h a l l  be 

examined by the Fund t o  determine whether t he  proposed purchase 

would be consistent with the purposes of the F’unA the provisions 

of this Apreement, and w&k the policies adopted under them, with 

the  exception t h a t  proposed gold tranche purchase6 s h a l l  not 

be subjec t  t o  challenge. 

(d) The Fund s h a l l  adopt po l i c i e s  on the currencies t o  be sold 

t ha t  take i n t o  account the present and prospective balance 

of payments and reserve posi t ions of members, and the  d e s i r a b i l i t y  

of promoting over time a balanced d i s t r ibu t ion  of reserve 

pos i t ions  i n  the Fund, provided tha t  if a member represents  t ha t  

i t  needs t o  purchase the currency of another &ember i n  order  

t o  obtain an equivalent amount of i t s  own currency held by 

tha t  other member, i t  s h a l l  be e n t i t l e d  t o  purchase the  currency 

of t ha t  member unless the Fund has given no t i ce  under Article 1’’ 

Section 3, t ha t  its holdings of t he  currency have become scarce. 
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(e) A member's currency that l e  purchaeed from t h e  Fund 

s h a l l  be converted by the membsr at the  time of the  pur- 

chase If conversion is requested by the  purchasing member. 

Conversion s h a l l  be made w i t h  B currency convertible i n  

fact on the  basis of the rates at  which the Fund would 

sell the currencies involved or w€th such bther currency 

and a t  such other  rates- consistent with t h e  provisions 

of t h i s  Agreement as nay be agreed between the members. 

181 
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11. Commentary 

1. Article V, Sectlon 2 would be amended to include in this general 
provision a reference to the Fund's authority to sell special drawing rights 
to members. 
rights under Article XW, Section 7(f), no change in substance would be 
involved, 

As the Fund is already authorized to sell special drawing 

2. Draft Section 3 has been restructured so as to follow a more 
logical order. 
becomes draft subsection (a), because it requires the Fund to adopt poli- 
cies on the use of its resources.. 
with purchases in relation to forward exchange contracts, has been incor- 
porated in draft subsection (a). The present subsection (a), which deals 
with a member's entitlement to make purchases, becomes draft subsection 
(b), in part because one condition to which the entitlement is subject 
is consistency with the policies of the Fund adopted by the Fund under 
draft subsection (a). 
(c) and deals with the duty of the Fund to examine requests to determine 
their corisistency with the Fund's policies as well as with the purposes 
of the Fund and the provisions of the Articles. 

The present Bubsection (c), except for the first sentence, 

The present subsection (b), which deals 

The present subsection (d) becomes Oraf t subsection 

3. Subaections (a), (h), and (c) of draft Section 3 should include 
the same concepts because they deal, in turn, with the duty of the Fund 
to have policies, the entitlement of members to make purchases in accord- 
ance with those policies, and the duty of the Fund to make sure that 
requests are in accordance with the policies. Therefore, the language 
of all three subsectionsrequiices eonsistency,for both the Fund and members, 
with the purposes of the Fund, the provisions of the Articles, and the 
policies adopted by the Fund under the provisions. 

182 - 

4. Draft Section 3(a) would include a reference to the Fund's 
policies on stand-by arrangements. 
order to lay the foundation for the introduction of a reference to charges 
for stand-by arrangements in Article V, Section 8 that would be necessary 
in order to make the Fund's implied power to levy such charges an express 
power and to make them subject to the same rules as other charges. Under 
present practice, the rules are not the same, because charges for stand-bp 
arrangements are payable in U.S. dollars as an alternative to gold or 
special drawing rights pursuant to paragraph 5(b) of pecision No. 270- 
(53/95), December 23, 1953 (Selected Decisions, pp. 28-31, 301, and para- 
graph 3 of Decision No. 2901-(69/122) G / S ,  December 18, 1969 (Selected 
Decisions, n. 13n), to the extent that they are not payable in a member's 
currency as specified by Article V, Section 8(f), whereas for other charges 
members have no option to pay in U.S. dollars..&/ Moreover, policies on 
stand-by arrangements have acquired such an importance among the Fund' s 
policies on the use of its resources that it would be desirable to make 
this change if only as a matter of presentation. 

Articie V, Section 8 that would terminate this distinction. 

This reference would be desirable in 

The amendment would not 

1/ See DAA/74/3, Sup. 1 (to be issued) for draft amendments of 
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a f f e c t  t he  Fund’s power t o  adapt i t s - p o l i c i e s  on stand-by arrangements. 
It need not be expected t h a t  p o l i c i e s  would be frozen In t h e i r  present 
form because of t h e  amendment. 

5 .  The amendment of Ar t i c l e  V, Section 3(b) has been considered 
i n  order t o  see whether i t  would b e  des i r ab le  t o  give members an entitle- 
ment t o  use t h e  resources of t h e  Fund f o r  holding aga ins t  forward ex- 
chawe transactions.  Under current  p rac t i ce  members make purchaBes under 
Section 3(a) t o  r e s t o r e  foreign exchange holdings t o  a needed l eve l ,  
whether these holdings have been depleted as a result of spot o r  forward 
exchange transactions.  
arrangements from the  Fund t o  cover forward exchange commitments, may 
explain the  absence of spec i f i c  requests f o r  permission under Section 
3(b) f o r  t h e  purchase of currency. 
a member t o  hold and even invest  resources purchased from t h e  Fund pending 
the matuullty of forward exchange contracts  would seem t o  be d i f f i c u l t  t o  
j u s t i f y .  Therefore, d r a f t  subsection (b) does not eztend t h e  enti t lement 
of members t o  purchases f o r  t h e  purpose of holding against  forvard ex- 
change transactions.  
corporarad i n  d r a f t  subsection (a) r ich  t h e  subs t i t u t ion  of “members” 
f o r  “a member” i n  order t o  convey the idea t h a t  t he  Fund may adopt 
po l i c i e s  under i t  which would give pezmisaion t h a t  would e n t i t l e  manbere 
t o  make purchases f o r  t h i s  purpose. 
t o  t h e  other  provisions of Section 3. 

This prac t i ce ,  and the a v a i l a b i l i t y  of stand-by 

A r i g h t  t o  purchase t h a t  would enable 

The present text of subsection (b) has been in- 

Requests by members would be sslbject 

6. Article V, Section 3(a) (i) would be amended as s h a m  in d r a f t  
Section 3(b) t o  give e f f e c t  t o  t ~ 7 3  main purposes. 
would be t o  make it  possible  f o r  a member t o  request a purchase without 
specifying a p a r t i c u l a r  currency. Under the  present p rac t i ce  of wide- 
spread conve r t ib i l i t y  through the exchange markets, a xuenber (except t he  
member i s su ing  the main intervent ion currency, and possibly some other  
members f o r  spec ia l  reasons) can be s a i d  t o  need any currency t h a t  can 
be converted i n  t h i s  way. 
a d i f f e r e n t  meaning from the one t h a t  was  normally assumed when the 
Articles were drafted.  
reason. 

The f i r s t  purpose 

Therefore, the phrase “ i n  t h a t  currency” has 

The present language may be misleading f o r  t h a t  

7. The currencies sold by the Fund would be selected by i t  i n  
accordance with po l i c i e s  on the use of currencies,  which i t  would have 
t o  adopt pursuant t o  d r a f t  Section 3(d). Under existi= p rac t i ce ,  
which is based on Decision No. 1371-(62/36), a d q t e d  Ju ly  20, 1962 
(Selectad Decisions, pp. 36-42), a currency budget I s  prepared i n  accord- 
ance with t h e  pol icy set f o r t h  in that Decision and following consulta- 
t i o n  with members i s su ing  the  currencies t h a t  might be used in purchases. 
P r i o r  t o  t h e  submission of requests to purchase, members consult  with 
the  Managing Director regarding the currencies t o  be purchased, and the  
Managing Director provides advice pursuant to the  currency budget. 
Article V, Section 3(d) would give currency budgets a l e g a l  s t a t u s  shi lar  
t o  designat ior  plans. 
t he  currency of another member i n  order to redeem balances of I t s  own 
currency held by t h a t  o the r  member, t h e  purchasing member would be entitLed 

Draf t  

I f ,  however, a member represented t h a t  it needed 

183 - 
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t o  purchase the holder 's  currency unless  t he  Fund had given no t i ce  under 
Article VII, Section 3, t h a t  its holdings of t he  currency had become scarce.  
This enti t lement,  which is patterned on Article XXV, Section 2(b) (5) ,z/ 
would take account of the posi t ion of members issuing currencies t h a t  are 
held by other members i n  t h e i r  reserves. 

8. The second purpose referred t o  in paragraph 4 above would be 
t o  simplify the  language of Article V, Section 3(a) and bring it i n t o  
conformity with established p o l i c i e s  and p rac t i ces  of t h e  Fund. 
A, B, and C represent d i f f e r e n t  approaches t o  s implif icat ion,  but  t h e  
intent ion is t o  have a formulation t h a t  would not  alter present policies 
and pract ices .  Under any of t he  formulations t h e  same c r i t e r i o n  of need 

and a member would st i l l  have t o  represent ,  that is, declare,/ t h a t  i t  
had a need t o  make the purchase. It could use t h e  resources purchased 
from the Fund, however, without having t o  make payments with them. For 
example, a member would continue t o  be a b l e  t o  r e s t o r e  its foreign ex- 
change ho1diu;;s i f  i t  had drawn them down i n  connection with intervent ion 
i n  the exchange market o r  as t he  r e s u l t  of d i r e c t  monetary sett lements.  
I n  addition, as a t  present,  a request to use the  Fund's resources by a 
member i n  d e f i c i t  would not be challezged so le ly  because its reserve 
posi t ion w a s  strong. 

Drafts 

would continue t o  apply t o  both gold tranche and c r e d i t  tranche purchases,- 3/ 

9. The f e a s i b i l i t y  has been considered of giving members t h a t  are 

A t  present,  

184 - 
par t i c ipan t s  I n  the  Special  Drawing Account an enti t lement t o  purchase 
s o e c i a l  drawing r i g h t s  under d r a f t  Article V ,  Section 3(b). 

- 2/ Article XW, Section 2 ( b ) ( i )  provides: 

"A particiDant i n  agreement with another pa r t i c ipan t ,  may 
use its spec ia l  drawing r i g h t s  ... 

t o  o$tain an equivalent amount of its ovm 
currency held by t h e  other  pa r t i c ipan t ;  ... 
The question arises, however, whether d i f f e r e n t  cri teria should 

17 

3/  
a p p l y t o  the  two categories of purchase. 

4/ See Decision No. 284-4, adopted March 10, 1948, i n  Selected 
Decisions, pp. 20-21. 
i n  the draf t  t o  carry the  same meaning as the  word tlrepresents", namely, 
t h a t  the member's statement would be examined and could be challenged 
by the Fund (see Article V, Section 3(d)),  the r e t en t ion  of t h e  word 

interpretat ion.  

Even though the  word "declares" could be used 

represents" has the advantages of f a m i l i a r i t y  and experience with i t s  .1 
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they do not  have an enti t iement,  but by v i r tue  of Article X X V ,  Section 
7(f)  t h e  Fund may agree t o  sell spec ia l  drawing r i g h t s  t o  a par t ic ipant  
in t he  Special  Drawing Account. Relat ively l i t t l e  use has been made of 
t h i s  parer  so far .  The d i f f i c u l t y  with an ent i t lement  is t h a t  i t  might 
impair the  Fund's l i q u i d i t y  by reducing t h e  Fund's holdings of an asset 
with which i t  can replenish i t s  holdings of any currency chat i t  may 
need for its operations.  
amount of spec ia l  draw'ng r igh t s  t o  s a t i s i y  a l l  demands i f  members were 
e n t i t l e d  t o  purchase them. 
would need t o  be authorized t o  l i m i t  i t ,  f o r  example, i n  r e l a t i o n  to  
a v a i l a b i l i t i e s  and possibly p r i o r i t i e s .  

Moreover, the  Fund might not hold a s u f f i c i e n t  

I f  there  w e r e  to  be an  ent i t lement ,  the  Fund 

10. A r t i c l e  V, Section 3 ( a ) ( i i i )  would be amended to  d e l e t e  t h e  
l imi t a t ion  of 25 per cent of quota during any period of 1 2  months. 
provision w a s  envisaged e s  a safeguard aga ins t  improvident use of t he  
Fund's resources. Tlie power of t he  Fund t o  challenge a representat ion 
of need by e mzmber (see n. 4, above], and the  development of po l i c i e s  
on the  use  of the  Fund's resources. however, have made t h i s  provision un- 
necessary as a safeguard. 
waivers of t he  amount has made an ano-;aly of t h e  provision. There seemed 
t o  be l i t t l e  support i n  the earlier discussions of the  Executive Ci rec tors  
f o r  de le t ing  the  l i m i t  of 200 per cent or r a i s ing  it .  

This 

The establ ished p rac t i ce  of grant ing rout ine  

11. Draft  Article V, Section 3(d) would be  a new provision. The 
po l i c i e s  t h a t  the Fund would have t o  adopt under t h i s  provision would 
take i n t o  account, f i r s t ,  the  present  and prospective balance of payments 
and reserve pos i t ions  of members and, second, t he  d e s i r a b i l i t y  of promot- 

Balanced d i s t r ibu t lon  has been understood In t he  Fund's p rac t i ce  so far 
as one t h a t  can be determined by a quan t i t a t ive  re la t ionship ,  t h a t  is a 
r a t i o ,  between a member's gold tranche, p lus  its loan claims on the  Fund, 
t o  reserves  as defined by the  Fund f o r  t h i s  purpose. It seems des i rab le ,  
i n  t he  i n t e r e s t  of f l e x i b i l i t y  of policy,  t o  avoid a de t a i l ed  de f in i t i on  
of t h i s  concept by inclusion of a formula i n  the  Articles. 
t o  "take i n t o  account" these f ac to r s  does not  forec lose  the  Fund from 
taking i n t o  account o ther  f ac to r s  as w e l l  i f  they appear relevant a t  mjj 
t i m e ,  such as the  l i q u i d i t y  of t h e  Fund, or even from giving preponderca: 
weight t o  such o ther  fac tors .  

ing over t i n e  a balanced d i s t r ibu t ion  of reserve pos i t ions  i n  the  Fund.- 5/ 

The mandate 

12. Draft  Article V, Section 3(e) wouid es t ab l i sh  an obl igat ion of 
conversion f o r  t he  i s s u e r  of the currency sold by the Fund as a consequence 
of d r a f t  Section 3(b).  The amendment would be an important one tha t  would 
cont r ibu te  t o  the  u s a b i l i t y  of a l l  currencies  i n  t ransact ions.  ?he i s sue r  
would have to  convert t he  currency a t  the  request  of t h e  purchasing member 

51 The concept of a balanced d i s t r ibu t ion  of reserve pos i t ioas  in 
the  FGnd is symmetrical with the  general  p r inc ip l e  of designation in 
Article X X V ,  Section 5(a) ( i )  t h a t  speaks of a "balanced d i s t r i b u t i o n  of 
holdings of spec ia l  drawing r ights"  among pa r t i c ipan t s  i n  the  Special  
Drawing Account. 

185 
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i n t o  currency convert ible  i n  f a c t  a t  the  t i m e  of t he  purchase o r  sho r t ly  
thereaf te r .  
member made a formal request f o r  conversion p r i o r  t o  t h e  purchase. 
purchasing member would not have t o  make a request f o r  conversion, and 
would be ab le  t o  r e t a i n  the  currency sold by t h e  Fund o r  use it i n  accord- 
ance with the  other  provisions of t he  Articles. 

This obligat ion would be appl icable  only i f  t he  parchasing 
The 

13. Conversion pursuant t o  the  obl iga t ion  i n  d r a f t  A r t i c l e  V, 
Section 3(e) would be made on t he  b a s i s  of t he  rates a t  which t h e  Fund 
would sell the  currencies involved a t  t h e  time of t h e  conversion. The 
reason €or having a mandatory standard i n  con t r a s t  t o  normal market o r  
cen t r a l  banking conversions is t h a t  the  p a r t i c u l a r  currencies  t o  be con- 
ver ted would have been obtained by purchasing members not as a matter of 
t h e i r  choice but pursuant t o  the  Pund'e po l ic ies .  
change rates i n  t h e  Fund's t ransac t ions  would be an equi tab le  one i n  a l l  
conditions, including the  present  condi t ions of general  f l oa t ing  and 
wider margins. 
the purchasing member and the  issuer of t h e  currency purchased may agree 
t h a t  conversion s h a l l  be made with a currency o ther  than a currency con- 
v e r t i b l e  in f a c t  and a t  an agreed r a t e  of exchange provided that it is 
consis tent  with the  Ar t ic les .  

The standard of ex- 

Notwithstanding the  provis ions of d r a f t  subsection (e) 

14. A l l  decis ions under t h e  amended provis ions discussed i n  t h i s  
memorandum would be taken by t h e  Executive Directors  under t h e  general  
delegation of power t o  them by Section 15 of t he  By-Laws of the  Board of 
Governors. 
the  "general operations of t h e  Fan$' i n  Article XII, Section 3(a). 
Council would be  authorized under d r a f t  Article XII, Section 2(c) (DAA/74/1, 
Supplement 1, August 6,  1974) t o  take decis ions i f  t h a t  were necessary 
" to  enable the  Council t o  f u l f i l l  i ts functions." It is unlikely t h a t  
any of the decis ions discussed i n  t h i s  memorandum would be covered by 
t h i s  c r i t e r i o n .  

These decisions would be within the  scope of the  c r i t e r i o n  of 
The 

15. Draft A r t i c l e  V, Section 7(c) and (d), which appeared i n  
DAA/74/4, w i l l  be considered i n  DAA/74/2, Supplement 2 ( t o  be i ssued) ,  
i n  order t o  have a uni f ied  presenta t ion  of t he  repurchase provisions. 


