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August 8, 1974 

To : Members of the Executive Board 

E O r n  : The Secretary 

Subject : Draft Amendment on Investment 

Attached for consideration by the Executive Directors is a 
memorandum setting forth three versions of a draft amendment on investment. 

This subject will be brought to the agenda for discussion on - a date to be announced. 262 
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Under a l l  th ree  vers ions  of the d r a f t  amendment attached here to ,  
t h e  Fund would have the power t o  s e l l  a p a r t  of its holdings of gold i n  
order t o  inves t  t he  proceeds i n  s e c u r i t i e s  issued by members o r  by i n t e r -  
governmental development finance organizations.  
investment could not exceed a t  any time the  amount of t he  Fund's reserve.  
The investment of resources obtained from the  sale of gold would avoid 
some of t h e  e f f e c t s  of an investment with t h e  Fund's holdings of currencies.  
The investment of cur renc ies  would affect t h e  l e v e l s  of those currencies 
i n  the  Fund and the re fo re  the  r i g h t s  and ob l iga t ions  of t h e  i ssu ing  
member 8 .  

The amount of the 

263 - 
Draf t s  A and B have the  same e f f e c t  except i n  one respec t .  

Draft A t h e  s e c u r i t i e s  would be expressly excepted from the  e f f e c t  of 
A r t i c l e  I V ,  Sec t ian  8 (Maintenance of Gold Value of t h e  Fund's Assets), 
although t h e i r  va lue  would be maintained i f  t he  Fund were a b l e  t o  nego- 
t ia te  terms under which the  s e c u r i t i e s  were denominated i n  special 
drawing r i g h t s .  Under Draft B the  Fund would be empowered t o  invest  i n  
s e c u r i t i e s  only if they were denominated in s p e c i a l  drawing r i g h t s .  The 
reason f o r  the  inc lus ion  of subsection ( d ) ( i i i )  would disappear because 
the  s e c u r i t i e s  could not be regarded as holdings of t h e  currency of any 
member. 

Under 

The d i f f e rence  between Draf t s  A and B, on t h e  one hand, and Draft C ,  
on t h e  o ther  hand, lies primarily i n  the  ex ten t  t o  which t h e  Fund's 
holdings of cur renc ies  could be insulated from t h e  e f f e c t s  of the  invest-  
ment. 
the  investment and the  proceeds of disinvestment, but not the  cur renc ies  
received on a sale of gold f o r  investment, would be included i n  the  Fund's 
holdings i n  the  same way as a l l  o ther  r e c e i p t s .  
however, t o  r e inves t  by using its holdings of t he  currencies received on 
disinvestment.) 
holdings of cur renc ies  more thoroughly from t h e  e f f e c t s  of an investment. 
Under t h i s  d r a f t  amendment, the  Fund would be a b l e  to hold t h e  assets 

Under Draf t s  A and B, t he  cur renc ies  represent ing  t h e  income of 

(The Fund would be ab le ,  

Draft  C would empower t h e  Fund t o  i n s u l a t e  the  Fund's 
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r e l a t i n g  t o  the  investment (i.e., t he  s e c u r i t i e s ,  t he  proceeds of d i s -  
investment, and the  currencies i n  which t h e  income of t h e  investment IS 
received) i n  separate investment accounts and would be ab le  t o  use these 
assets to  meet the  expenses of conducting the  business of t he  Fund. The 
power of the  Fund to  e s t a b l i s h  separa te  investment accounts would include 
the  power t o  terminate these accounts at any t i m e .  The Fund would adopt 
decisions on the  procedures and accounting techniques t h a t  would be used 
f o r  these purposes when it  began an  investment program. 

Under Draf t s  A and B, t he  Fund would be ab le  t b  use the  cur renc ies  
obtained by t he  sale of gold o r  from disinvestment t o  acquire o ther  cur- 
renc ies  tha t  i t  might need for the  purposes of t he  investment. Under 
Draft C, t he  Fund would have the  same power with respec t  t o  a l l  cur renc ies  
i n  the  separate investment accounts i n  order  t o  obta in  the  cur renc ies  
needed fo r  investment and f o r  meeting expenses of t h e  Fund. 

Under a l l  th ree  d r a f t s ,  t h e  present  s p e c i a l  reserve  (representing 

Any d i s t r i b u t i o n  of t h e  reserve  would be made t o  a l l  
the  income of t he  Fund's pas t  investment) would be  merged i n t o  t h e  
general  reserve. 
members i n  proportion t o  quotas on t h e  d a t e  of d i s t r ibu t ion .  

Under a l l  t h ree  d r a f t s ,  t he  income of t he  investment would be taken 264 i n t o  account when determining the  ne t  income of the  Fund f o r  a year. 
This would not prevent the  use  of t he  cur renc ies  received as income of 
the investment i n  order t o  meet cur ren t  expenses i f  Draft C were 
accepted and the  Fund decided t o  e s t a b l i s h  separa te  investment accounts. 

- 
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Draft  A 

Article  XI1 

-- 

Section 6. Reserves mdA d i s t r i b u t i o n  of n e t  income, and investment 

(a) The Board of Governors s h a l l  determine annually what p a r t  

of t h e  Fund's n e t  income s h a l l  be placed t o  general  reserve and what 

p a r t ,  if any, s h a l l  be  d i s t r ibu ted .  Net income s h a l l  be calculated 

by taking i n t o  account t he  income of any investment pursuant t o  (d) 

below. The Board of Governors may decide 2 t  any time t o  d i s t r i b u t e  

any p a r t  of t he  general  reserve. 

(b) If any d i s t r i b u t i o n  is made ~ - C k e - n e t - i f f r s l P e - e € - ~ ~ ~ - ~ e a ~ ~  

beye~d+haf-fte?eant pursuant t o  (a) above i t  s h a l l  be made t o  a l l  members 

i n  proportion t o  t h e i r  quotas. Payments t o  each member s h a l l  be made 

1/ i n  spec ia l  drawing r i g h t s  o r  its own currency as determined by t h e  Fund.- 

speeieS-w?sttver The special reserve e x i s t i c g  a t  t h e  time t h e  second 

amendment of t h i s  Agreement e n t e r s  i n t o  fo rce  s h a l l  bz merged i n t o  the  

peneral  reserve.  

- 1/ The text of paragraph (b) i s  d i f f e r e n t  from t h e  t e x t  set f o r t h  i n  
DAA/74/3, page 5 i n  that the words "of t h e  n e t  income of any year," have 
been deleted and t h e  words "pursuant t o  (a) above" have been in se r t ed .  
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- (d) (i) The Fund may iwes t  i n  income-earning s e c u r i t i e s  issued - 
by intergovernmental development finance organizat ions o r  by meinbers an 

amount i n  currencies not exceeding i ts  general  reserve. No investment 

s h a l l  be made without t he  consent of t he  i s s u e r  of t h e  s e c u r i t i e s .  

- ( i i )  Investment s h a l l  be made with cllrrencies derived from 

the s a l e  of gold, from holdings a t t r i b u t a b l e  t o  d i s i aves tme i t ,  and from 

the s a l e  of currencies  derived from t h e  sale of gold o r  a t t r i b u t a b l e  t o  

disinvestment. 

aEy market. - 
For the  purpose _of investment t h e  Fund may sell gold i n  

21 

(iii) Any s e c u r i t i e s  i n  which t h e  Fund i n v e s t s  s h a l l  not be 

subject  t o  the provisfons of Article  I V ,  Section 8, o r  be  deemed t o  be_ 

holdings of t h e  currency of any member i n  any computations f o r  t he  purpose 

of applying t h e  provisions of t h i s  Agrpement. 

266 - 

- 21 
provisions t h a t  deal  with gold. 

This provision would have t o  be reconsidered i n  r e l a t i o n  t o  o ther  
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Draft  B 

ArticIe XI1 

Section 6 .  Reserves and, d i s t r i b u t i o n  of n e t  income, and investnent 

The Board of Governors s h a l l  determine annually what p a r t  of (a)  

the  I'und's ne t  income s h a l l  be placed t o  genera l  reserve and what p a r t ,  

i f  any, s h a l l  be d i s t r ibu ted .  i!et income s h a l l  be ca lcu la ted  by tak ing  

i n t o  account the income of any investment pursuant t o  (d) below. The 

Board of Governors may decide a t  any time t o  d i s t r i b u t e  any part of the  

genera l  reserve. 

(b) I f  any d i s t r i b u t i o n  is made e~the-aet-ineame-ef-enjT-yeat;-- 

~ k e i e - s k e ~ ~ - € ~ t s t - b e - ~ ~ a t T ~ b u ~ e d - ~ ~ m ~ ~ e y s - e ~ ~ ~ i b ~ e - ~ e - ~ e e e ~ ~ e - -  

reEHIRe€&C~eR-~~e~-~~C~e~e-V-; -SeeigeR-gT-~ef-€ker-yeer-aR-etaet l f te-Cy 

w k ~ e s - ( w e - p e ~ e e R € - p e ~ - ~ R a ~ ~ e ~ e e e 8 e d - a ~ ~ - ~ e ~ ~ e t R r ~ e R - € h a ~ - ~ ~ s - ~ e e ~  

g e ~ ~ - € e . r - € k a C - y e a r s - - ~ y ~ ~ s € ~ ~ ~ ~ ~ ~ ~ ~ - e € - € ~ e - n e ~ - ~ n e e m e - e € ~ ~ € ~ ~ e Q y  

Beyead-ihaQ-amemi pursuant t o  (a) above i t  s h a l l  be made t o  a l l  members 

i n  proportion t o  t h e i r  quotas. Payment t o  each member s h a l l  be made i n  

special drawing r i g h t s  o r  i t s  oim currency as determined by the Fund. 
- 11 

(c)  The-Plfltd-aray-~ke-~~~na€er~-te-gene~e~-?eserve-€~em-a~y 

spetis€-reetmer 

amendment of t h i s  Agreement en te r s  i n t o  force  s h a l l  be merged i n t o  the 

The spec ia l  reserve ex i s t ing  a t  the  t i m e  the  second 

general reserve. 

267 - 

- 1/ The text of paragraph (b) is d i f f e r e n t  from the  text set for th  i n  
DAA/74/3, page 5 i n  t h a t  the  words "of t he  n e t  income of any year ,"  have 
been de le ted  and the  words "pursuant t o  (a) above" have been inser ted.  
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- (d)  (i) The Fuzd may invest  i n  income-earning s e c u r i t i e s  issued 

by interpovemnental development finance organizations o r  by members an 

amount i n  currencies not exceeding i ts  general  reserve.  The s e c u r i t i e s  

s h a l l  l e  denominated i n  special drawing r i g h t s .  No investment s h a l l  be 

made wghout  t he  consent of t h e  i s s u e r  of t h e  s e c u r i t i e s .  

- ( i i )  Investment s h a l l  be made with currencies  derived from 

the sale of gold, from holdinfis a t t r i b u t a b l e  t o  disinvestment, and from 

the sale of currencies derived from the sale of gold o r  holdings 

a t t r i b u t a b l e  t o  disinvestment. For t h e  purpose of investment t h e  Fund 

may se l l  gold i n  any market. 
- 2 /  

- 2/ 
provisions t h a t  deal with gold. 

This provision would have t o  be  reconsidered i n  r e l a t i o n  t o  o t h e r  
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Draft  C 

Article XI1 

Sect ion 6. Reserve m d L d i s t r i b u t i o n  of n e t  income, and investment 

The Board of Governors s h a l l  determine annually v h a t  p a r t  of (a) 

t h e  Fund's n e t  income s h a l l  b e  placed t o  genera l  reserve and what p a r t ,  

i f  any, s h a l l  b e  d i s t r i b u t e d .  Net income s h a l l  b e  c a l c u l a t e d  by tak ing  

into account t h e  income of any investment pursuant t o  (d) below. The 

Board of  Governors may decide a t  any t i m e  t o  d i s t r i b u t e  any p a r t  of t h e  

general  reserve. 

(b) I f  any d i s t r i b u t i o n  is made e€-ake-aeb-ieeeEle-e~-e~~-~e~€~ 

Bepad-tkei-ametlRe pursuant t o  (a )  above i t  s h a l l  be made t o  a l l  members 

i n  proport ion t o  t h e i r  quotas. 

i n  s p e c i a l  drawing r i g h t s  o r  i ts  own currency as determined by t h e  Fund. 

Payments to each member s h a l l  be made 
- 1/ 

speeiel-teserrez The s p e c i a l  reserve e x i s t i n g  a t  t h e  tine t h e  second 

amendment of t h i s  Agreement e n t e r s  i n t o  force  s h a l l  be nerged i n t o  t h e  

genera l  reserve .  

- (d) (i) The Fund may i n v e s t  i n  income-earning s e c u r i t i e s  issued 

by htelgovernmental development f inance organizat ions o r  by members an 

- 1/ The tex t  of paragraph (b) is d i f f e r e n t  from the  tex t  set f o r t h  i n  
DAA/74/3, page 5 in t h a t  the  words "of t h e  n e t  income of any year ,"  have 
been d e l e t e d  and t h e  words "pursuant t o  (a) above" have been inser ted .  
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amount of assets not exceeding i ts  general  reserve.  

be made without the consent of the i s s u e r  of t he  s e c u r i t i e s .  

No investment s h a l l  

( i i )  The a s s e t s  t o  be invested s h a l l  be the  proceeds of t h e  
2 /  

- 
~ - 

s a l e  of gold, which t h e  Fund may sell  f o r  t h i s  purpose i n  any market, 

t h e  proceeds of disinvestment, and the  currencies  received a s  income of 

t h e  investment. 

( i i i )  Any s e c u r i t i e s  i n  which t h e  Fund inves t s  s h a l l  not  be  

subject  t o  t h e  provisions of Article I V ,  Section 8, o r  be  deemed t o  be 

holdings of t h e  currency of  any member i n  any computations f o r  t h e  

DurDose of amlvine: t he  Drovisions of t h i s  Aereement. 

( iv )  The Fund may e s t a b l i s h  separa te  investment accounts and - 
hold a s s e t s  in these accounts i n  order  t o  minimize t h e  e f f e c t s  of t h e  

investment on computations f o r  t h e  purpose of applying the  provisions 
270 - 

of t h i s  Agreement. 

t o  t h e  provisions of Article I V ,  Section 8. The Fund may use assets 

i n  these accounts t o  meet t h e  expenses of conducting t h e  business of 

t he  Fund. 

Assets held i n  these  accounts s h a l l  not  be  subject  

- (v) The Fund may obtain with assets i n  the  investment accounts 

the currencies i t  needs f o r  t h e  purposes of ( i i )  above and t h e  l a s t  

sentence of ( iv )  above. 

- 2/ 
provisions t h a t  dea l  with gold. 

This provision would have t o  b e  reconsidered i n  r e l a t i o n  t o  o ther  


