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these draft amendments.

This subject will be brought to the agenda for discussion on a
date to be announced.
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Part T - Revised Draft Amendments

The draft amendments set forth below are revised versions of the
texts in DAA/74/5 that have been prepared in the light of the discussions
of the earlier versions by the Erecutive Directors.

Article IV

Sectionk 3., Cbligations regarding exchange stability

Fhe-maxinum-gnd-the-nintmum-rates-for-exechange-transactions-between
the-eurrencies-of-membera-taking-place-within-their-territeries-shail-not
differ-from-parity

€4) in-the-ease-ef-spet-exehange-transaetionss;-by
rere—~than-ene-pereenti-and
€44} 4n-the-ease-of-other-exchange-transactions;-by-a
eargin-vwhieh-exeeeds-the-margin-for—-spot-exehange
transgetiona-by-more-than-the-Fund-considers
reasenabier

(a) Each member undertakes to collaborate with the Fund to promote

exchange stability, to maintain orderly exchange arrangements with other

members, and to avoid competitive exchange alterstions pclicies.

(b) Subject to Section 4, each member undertakes through appropriate

measures consistent with this Agreement, to permit within its terriroties

exchange transactions between its currency and the currencies of other
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wenbers only within-the-iimits-preseribed-under—Section-3-of-thiag-Article

at rates in accordance with (c) or (d) below. A member whose monetary

authorities, for the settlement of international tramsactions, in fact
freely buy and sell gold within the limits prescribed by the Fund under
Section 2 of this Article shall be deemed to be fulfilling this undertaking.

(c) Tne maximum and the minimum rates for exchange transactions

between the currencies of members taking place within their territories

shall not differ from parity

(1) in the case of spot exchange transactions, by more than

I ] percent or by such other margin or margins as the

Fund may adopt [by a percent majority of the total

voting power], and

(i1) 1in the case of other exchange transactions, by a margin

which exceeds the margin or margine for spot exchange trans-

actions by more than the Fund considers reasonable.

The Fund may prescribe conditions to be observed by mewbers in

connection with margins adopted by the FTund under (1) above.
(4)

Alternative 1

Notwithstanding (c) above, a member may permit exchange trans-

actions outside the limits prescribed by or under (c) above in such

{exceptional] [particular] situations, for such periods, and subject to

such conditions as the Fund may determine [by a percent majority of the

total voting power].
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Alternative 2

Notwithstanding (c) abowe, [in particular situations specified

by the Fund] a member may permit exchange transactions outside the limits

prescribed by or under (c) above provided that it acts consistently with

fguidelines] [policies] established by the Fund for the management of
exchange rates.

Section 4. Foreign exchange dealings during interim period

Alternative 1

The Fund shall decide [by a ercent majority of the total

voting power] when Section 3(b), (c), and (d) shall begin to apply.

In the period before these provisions apply, the Executive Directors

may adopt rules on the subject matter of the provisions.

Alternative 2

Section 3(b), (c), and (d) shall not apply for a period of

[three] years, provided that the Fund, by a majority of the total voting

pover, may extend or terminate this period at any time. During this

period, the Executive Directors may adopt rules on the subject matter

of the provisions.

Article XVI
Emergency Provisions

Section 1. Temporary suspension

(a) In the event of an emergency or the development of unforeseen

circumstances threatening the operations of the Fund, the Council or

the Executive Directors by umanimeus-vete a four-fifths majority of the

total voting power may suspend for a period of not more than one hundred

twenty-days year the operation of any of the following provisions:
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(1) Article IV, Sections 3 emd-4<{b} (b), (c), and (&)
(i1) Article V, Sections 2, 3, 7, 8(a) and (f)
(111) Article VI, Section 2
(iv) Article XI, Section 1
£b) Gimulteneousiy-with-any-decision—to-suspend-the-operation—of
any-eof-the-foregoing-provisiens;-the-Executive-Directors-shati-cali-a
peeting-of-the-Board-of-Governors-for-the-cariiest-practicable-date.

£e)} (b) A suspension of the operation of a provision under (a) above

may not be extended beyond one year except by the Board of Governors

which, by a four-fifths majority of the total voting power, may extend a

suspension for an additional period of not more than [two] years if it

198 finds that the emergency or unforeseen circumgtances referred to in (a)

above continue to exist.

{e)} The-Executive-Directors—may-not-extend-any-suspension—beyond
ene-hundred-tventy-days-—-Such-suspensien-may-be-extended;-howevers-for
an-additional-period-of-net-more-than-tve-hundred-forey-dayss—if-the
Beard-ef-Gevernora-by-a-four-£ifchs-majeoriey-of-the-total-veting-pover
se-decides-but-it-may-not-be-further-extended-exeepe-by-amendment-of
this-Apreenment-pursuant~to-Arttete-RVIE.

€4} (c) The Executive Directors may, by a majority of the total
voting power, terminate such suspension at any time.

(d) The Fund may -adopt rules with respect to the subject matter of

a provision during the periocd in which its operation is suspended.
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Article XXIX
Suspension of Transactions in Special Drawing Rights

Section 1. Emerégncy provisions

In the event of an emergency or the development of unforeseen circum-
stances threatening the operations of the Fund with respect to the Special

Drawing Account, the Council or the Executive Directors, by ureanimeus-vete

a four-fifths majority of the total voting power, may suspend for a period

of not more than one hundred-twenty-days year the operation of any of the

provisions relating to operations and transactions in special drawing

rights, and the provisions of Article XVI, Section 1(b), (c), and (d)

shall then apply.
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Part I1.' Commentary

Introduction

1. The revised draft amendments set forth in Part I of this memorandum
are based on DAA/74/5, of July 17, 1974, and the comments made by
executive directors at EBM/74/109 and EBM/74/110, These draft amendments
relate to the following four subjects:

(a) wider margins for exchange transactions (Article IV, Section 3)),
(b) the legalization of floating (Article IV, Section 3(d)),

(c¢) the introduction of a transitional exchange regime in the
interim period (Article IV, Section 4), and

(d) the temporary suspension of the operatton of- certsin provisions
of the Articles (Articles XVI and XXIX).

2. These draft amendments do not purport to deal with the question of

the adjustment process or the question of gold. Therefore, they do not
involve Section 1, Section 2, or the second sentence of Section 4(b) of
Article IV. These provisions, as well as other provisions of the Articles,
will have to be reexamined when agreement is reached on the subject of gold.

3. Under the draft amendments the provisions of Section 3 and 4 of
Article IV are rearranged in order to emphasize the central function in
the code of condyct contained in the Articles of the obligation of members
under the present Article IV, Section 4(a), which corresponds to one of
the purposes of the Fund (Article 1I(iii)). In addition, the rearrangement
would make it clear that members could act consistently with the cbjective
of exchange stability either through the maintenance of effective par
values or through the adoption of floating rates in particular situations
and the observance of adequate safeguards, such as guidelines established
by the Fund.

4. Under the draft amendments Article IV, Section 4(a) of the present
Articles would become Article IV, Section 3(a) and would differ from it
only in one respect: the word "polictes" would be substituted for the
word "alterations," This change is intended to make the obligation

under the provision applicable with respect to all competitive exchange
policies and not simply competitive changes in exchange rates. As a
result of the modified language the Fund would be able to decide that

a member was failing to observe its obligations with respect to competitive
practices even though that failure took the form of inaction. Under the
present text of Article IV, Section 4(a), the Fund would be able to decide
that a member that does not change the rate of exchange for its currency
was failing to perform its obligations under the provision only if the
Pund concluded that the member was failing "to promote exchange stability"
or "to maintain orderly exchange arrangements".



DAA/74/5, Sup. 1

5. The change in the language discussed in paragraph 4 above would not
affect the position of members under Article IV, Section 5(b). Under
that provision, a change in the par value of a member's currency may be
made only on the proposal of the member. The substitution of “policies™
for ""alterations" in the present text of Article IV, Section 4(a) would
not enable the Fund to propose a specific new par value or, of course,

to put a new par value into effect in the absence of a proposal by the
member.

6. Section 3(b) of amended Article IV is the same as the present

Section 4(b) of Article IV except for two changes that ate the conse-

quence of the insertion in the Article of two new provisions: one pro-

viding for a transitional exchange regime in the interim period (Section 4)

and another authorizing floating rates in certain circumstances (Section 3(d)).

Wider liargins

7. Under Section 3(c) of the draft amendment, which is intended to

take the place of the present Section 3, a margin for spot exchange trans-

actions would be included in the Articles. This margin could be 1, 2 1/4,

or 4 1/2 per cent on either side of parity, or any other margin that might

be agreed upon for insertion in the Articles. These margins would be maximum
margins, and members would not be prevented from maintaining narrover margins. 201
Under the draft provision the Fund would be able to establish a different —
margin, which might be either wider or narrower than the one included in the
provision, for all spot transactions or different margins for different

categories of transactions. For instance, if the margin prescribed in the
provision were 2 1/4 per cent for all spot transactions, the Fund could

decide to widen it to 4 1/2 per cent for all such transactions, or to

4 1/2 per cent for spot transactions in the currencies of members participa-

ting in a multi-currency intervention system and to, say, 5 1/2 per cent

for spot transactions between these currencies and other currencies. The

decision of the Fund would be taken by either the Executive Directors or the
Council, unless it were decided that only the Council should have this

power. A decision would be taken by a majority of the votes cast unless

some majority of the total voting power were required.

8. When establishing new margins under the text in Part I, the Fund

vould have the power to attach such conditions as it deemed appropriate,

and members would have to observe the conditions when employing the margins.
These conditions could include, for example, rules that would prohibit
excessively wide spreads between a buying and a selling rate or excessive
differences among buying rates or among selling rates for categories of
transactions or currencies. The Fund would not be authorized to exercise
control over similar practices by members within the margins prescribed in

the Articles, because the authority to impose conditions would be exercised
only in connection with changes in the margins. It would be desirable, however,
for the Fund to have authority to prevent such practices even within the margins
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prescribed in the Articles because they are likely to be wider thin the
narrow margins of the present Article IV, Section 3. Moreover, it would
be logical for the Fund to have this authority because new margins pre-
scribed by the Fund under the draft of Section 3(c) (i) might be narrower
than the margins included in the amended Articles, but the Fund would be
able to attach conditions to the narrower margins. The Fund could be
given the proposed authority by an amendment of Article VIII, Section 3,
which would make it clear that the Fund's jurisdiction with regard to
multiple currency practices and discriminatory currency arrangements was
applicable within any margins that might be in forge. Under this amendment
the first sentence of Article VIII, Section 3, would read as follows:

"No member -shall engage in, or permit any of its fiscal
agencies referred to in Article V, Section 1, to engage in,
any discriminatory currency arrangements or multiple currency
practices, whether within or outside the margins prescribed by
Article IV, Section 3(c), except as authorized under this Agree-
ment or approved by the Fund."

9, Article IV, Section 3(d) of the draft amendments would authorize the
adoption of floating by members. This practice is not permitted by the
present provisions of the Articles, under which members must ensure that
all rates for exchange transactions in their territories take place within
the margins set forth in the Articles. The Fund has authority to permit
deviations from this obligation only by approving multiple currency
practices (Article VIII, Section 3). In short, the Fund has no authority
to permit unitary floating rates for the currencies of members, but would
have that authority umnder the draft amendments.

10. Section 3(d) is drafted in two versions. Under the first of these
versions, floating would be viewed as an exception to the rule of effective
par values and would be permitted, under a gemeral or ad hoc approval, only
as a temporary measure and subject to conditions intended to ensure a
return to an exchange system based on an effective par value. Under the
second version, members would be free to let their currencies float without
having to obtain the approval of the Fund and for as long as they desired,
provided that they acted consistently with guidelines adopted by the

Fund. The second version could take one of two forms. Under one, the
situations in which members would be entitled to allow their currencies

to float, subject to the observance of guidelines, would be defined by

the Fund. Under the other form of the second version, the entitlement

of members would be general and not confined to defined situations.

Under either from of the second version, floating would be treated as

one of the ways in which a member could choose to carry out its obliga-
tions with regard to exchange stability. The other way would be
maintenance of an effective par value, i.e., the maintenance of rates
within legal margins from parity.
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11. In view of the treatment of floating under the draft amendment,
only members with floating rates maintained inconsistently with draft
Article IV, Section 3(d) would be failing to observe their obligations
under the Articles. These members would be subject to Article XV,
Section 2, under which the Fund would be able, as a first step, to
declare them ineligible to use the Fund's resources.

12. The treatment of unauthorized floating as explained in paragraph 11

above would differ from the consequences of an unauthorized change in

par value. Under the present text of Article IV, Section 6 a member

that changes the par value of its currency despite the objection of the

Fund in circumstances in which the Fund is entitled to object is not

treated as violating its obligations and is not subject to Article XV,

Section 2(a). This legal distinction was made as a compromise when the

Articles were drafted with those who wished to maintain as much authority

as possible cvar the values of their currenciles. HNevertheless, the price

for an unauthorized change of par value is that a member making it is

automatically ineligible to use the Fund's resources. It 1s doubtful

that, under amendments of the kind that are contemplated, unauthorized

floating should be a violation of the Articles if unauthorized changes

in par value are not. It would be difficult, furthermore, to justify

the differences in treatment with respect to imeligibility. The most

logical course would be to delete Article 1V, Section 6, which in any 203
event is obscure and reflects an outmoded compromise. —

13. Under the present Articles, a member that has once established a
par value for its currency continues to have that par value until a

new par value is established. A par value is not abrogated under the
Articles because a member allows its currency to float. One consequence
of this legal position is that a member is clearly subject to the provi-
sions of Article IV, Section 5 on changes in par values when it wishes
to establish a new par value. Another consequence is that a member is
not required to obtain the concurrence of the Fund if it makes its par
value effective once again after a period of floating, even if the

Fund were to regard the par value as inappropriate. It has been
suggested that, at least in certain circumstances of floating, a member
should be able to treat the par value for its currency as abrogated
under the Articles. A member has been able to do this hitherto but
only for the purposes of its domestic law. The suggestion involves
complications, and it is proposed to examine them in a separate
memorandum.

Exchange Regime in Interim Period

14. The draft provisions regarding wider margins and floating rates are
intended to deal with the longer-term and are not adequate to deal with
the realities of the present situation. A new provision, Section 4 of
Article IV, would provide for a transitional period during which the
basic provisions with regard to margins and exchange rates would not
apply. During this period the Fund would be able, on the basis of
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this provision, to adopt rules putting into effect present arrangements
with regard to central rates, wider margins, guidelines for floating,
currencies pegged to an intervention currency within narrow margins, or
other arrangements compatible with the objective of exchange stability
and good order. The provision appears in two versions. Under one
version the transitional regime would be in effect for a period specified
in the provision, although this period could be shortened or extended by
a decision of the Fund. Undar the other version the regime would be of
indefinite duration but the Fund would be able to put an end to it at

any time by a decision making the provisions of Section 3(b), (c), and
(d) applicable as of a specified date. The decision under either version
would be taken by the Executive Directors or the Council, unless it were
provided that only the latter should be empowered. Again, it would be
necessary to determine what majority should be required for the decision.

Suspension of the Operation of Certain Provisions

15. Article XVI, Section 1 permits the Fund to suspend the operation of
certain provisions of the Articles listed in that section for a period
not exceeding 360 days, "in the event of an emergency or the development
of unforeseen circumstances threatening the operations of the Fund." The
Executive Directors, by unanimous vote, may decide on a suspension for a
maximum period of 120 days, but the period of the suspension may be
extended for an additional period of not more than 240 days only by a
decision of the Board of Governors taken by a four-fifths majority of
the total voting power. At the time of the initial decision to suspend,
the Executive Directors must call a meeting of the Board of Governors
"for the earliest practicable date."

16. Article XVI, Section 1 has not been used to cope with the widespread
floating of currencies in present circumstances, partly because of the
formidable obstacle of the requirement of unanimity, but also because it
was assumed that floating might continue to be widespread after the
maximum period of suspension of one year had elapsed. The draft amend-
ments of Article XVI, Section 1 and Article XXIX, Section 1 are intended

to make these provisions more readily usable in the future in circumstances
of widespread floating, or in other situations in which suspension would
enable the Fund and its members to deal more adequately with the problems
they faced. It is not proposed to deal with the present situation under
Article XVI, but instead to establish a transitionsl regime under Section 4
becausc it is not known how long the present situation may last and
because it can hardly be dascribed at this time as an unforeseen circum-
stance.

17. The references to the Council in the draft amendments of Articles XVI,
and XXIX are intended to permit it to carry out its mandate to "deal with
sudden disttrbances that might threaten the international monetary system.'
The new majority of 80 per cent for decisions on suspension would make it
easier to exercise the power. In view of these functions of the Council
and the expectation that that organ of the Fund would normally hold
meetings several times a year, it was felt that Article XVI, Section 1(b)
served no important purpose and for that reason it has been deleted.
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18. The list of provisions in Article XVI, Section 1 that may be subject
to a decision on suspension of operation is the same as in the present
Articles except in one minor respect: the referencesin (i) have been
changed as a consequence of the rearrangement of and changes in the pro-
visions of Article IV, Sections 3 and 4. There seéms to be no need to
expand the list of provisions that should be subject to suspension under
Article XVI,

19. The period of the initial suspension has been extended from 120 days
to one year, and the extensions have been changed from a maximum of 240
days to a maximum of [two] years. The reasons for these changes are that
experience has shown that emergencies or unforeseen circumstances may last
longer than the present maximum period of one year and that the process

of amendment needed for corrective action may take longer than one year.
An initial suspension could not be prolonged beyond one year by either

the Council or the Executive Directors or by the two organs acting
consecutively.

20. Article XVI, Section 1(d) would give express authority to the Fund
to adopt substitute rules on the subject matter of a provision while its
operation is suspended. The Fund has an implied power under the present
provisions (see SM/73/181 (7/23/73)), but it would be advisable to take
the opportunity to make the power express.

21. The insertion of the words “operations and transactions' in Section 1 205
of Article XXIX is intended to make the intention of the provision —
explicit, i.e., that the suspension applies only in respect of provisions

that deal with operations and transactions in special drawing rights and

not all provisions that relate to special drawing rights. As in the

case of a suspension under draft Article XVI, Section 1, the Council as

well as the Executive Directors would have the power to decide on a

suspension under draft Article XXIX.



