THE IMF CHANGES
A Second Amendment

The Second Amendment to the
International Monetary Fund’s
Articles of Agreement which came
into force from April 1 this year is
regarded as one of the most mas-
sive and intricate revisions of a
major treaty that has ever been
undertaken. The Amendment en-
tered into force for all 133 members
of the IMF, including 8ri Lanka,
following its acceptance — as re-
quired under the Articles — by
three fifths of the Fund’s members
representing four fifths of the total
voting power. This Second Amend-
ment represents a complex revision
of the Articles which was intended
to modernize the entire organisation
and provide for the operation of the
ffund in present day conditions of
the world economy. It therefore in-
troduced new and flexible provi-
sions for the IMF to deal with ex-
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change arrangements, and provided
for a gradual reduction in the role
of gold in the international mone-
tary system and also for changes

‘in the characteristics and expan-

sion of the uses of Special Drawing
Rights (SDR) with the hope of en-
hancing the SDR’s status as an
international reserve asset.

The amended set of Articles of
Agreement of the IMF are now bin-
ding on all members of the Fund
whether they have accepted them
or not. The formal acceptance of
the amended Articles by Sri
Lanka was accomplished by the
passing of the Bretton Woods
Agreement (Special Provisions) Bill
by the National State Assembly
during the first week of April and
final enactment in the statute book
as Law No. 10 of 1978. This brings

Sri Lanka in as an active partici-
pant in the “New International
Monetary System” that the IMF’s
Second Amendment expects to
establish.

In order to understand more
closely the characteristics of this
second revision of the Articles and
appreciate their general signifi-
cance it is useful to examine the
events that led to the collapse of
the Bretton Woods system and the
need for amendments in the origi-
nal Articles of Agreement.

The world underwent a funda-
mental shock in its economic struc-
ture during the Second World War.
At the end of the war a realignment
of economic relations for the non-
Socialist world was apparent; the
most obvious aspect of realignment
being the emergence of the Uni-
ted States as the leader of the
Western World . All the European
economies had been largely exhaus-
ted or destroyed after the war and
only the U.S. economy seemed to
be in a position to provide essen-
tial reconstruction aid. The memo-
ries of monetary turmoil of the
capitalist countries in the twen-
ties and thirties was still fresh
and concern about a possible re-
currence was widespread. These
memories and concerns prompted
the major Western nations to con-
vene at Bretton Woods, New Hamp-
shire, in 1944, in order to design a
workable international monetary
system.

The outcome of this confer-
ence was a comprehensive blue-
print of an International Monetary
System which sought to combine
certain features of the old gold
standard with a greater degree of
flexibility and some measure of con-
trol over international liquidity.
The organisation to be responsible
for the new monetary system was
the International Monetary Fund
which was established on December
27, 1945 when representatives of
countrles whose quotas amounted
to 80 per cent of the Fund’s resour-
ces had deposited their ratification
of the Bretton Woods Agreement.
The original Articles of Agreement
of the IMF was signed by 44
nations. (Socialist nations being
non-members).

At Bretton Woods the prinei-
ple that the international monetary
system must facilitate unrestricted
trade and investment was affirmed.

It was agreed that national cur-
rencies would be defined in terms
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of gold parities, and exchange
rates would therefore be fixed.
Only in case of fundamental dis-
equilibrium in its balance of pay-
ments would a country be expected
to change its exchange rate. Also,
international liquidity would be
made available in sufficient
amounts to tide countries over
periods of temporary (rather than
fundamental) balance of payments
deficits.

The role of assisting coun-
tries in temporary balance of pay-
ments difficulties thus fell to the
International Monetary Fund. The
principal feature of its organiza-
tion was to create a fund or a pool
nf many different currencies on
which individual countries would be
able to draw in times of need.

The essential features of the
original Articles of Agreement can
be summarised as follows:

() Establishment of a new
permanent institution, the
IMF, to promote consulta-
tion and collaboration on
international monetary
problems, to administer the
Articles, and to lend to
member countries in bal-
ance of payments deficit.

(ii) Establishment of a par
value system whereby the
value of each member's

currency is expressed in

terms of gold or the US
dollar, Gold was treated as
common denominator and
the primary reserve asset of
Bretton Woods system.

Countries freely buying and selling
gold in settlement of international
transactions were deemed to be adher-
ing to the requirement that they main-
tain exchange rates within a narrow
band of one per cent around par value.
Thus, the United States — the only
country that met this condition — was
not expected to intervane in the
foreign exchange markets; rather,
other countries would intervene mainly
by buying or selling dollars against
their own currencies to keep their rates
within one per cent of their parities
with the dollar.

(iil) Introduction of obligations on
the members to maintain market ex-
change rates for their currencies within
one per cent of the declared par value.
Except for transitional arrangements
permitting one-time adjustment of
up to 10 per cent in initial par values,
members would change their par values
only after having secured Fund appro-
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val; and such approval would be given
only if the country’s balance of pay-
ments was in “fund: mental disquall-
brium”. The term “fundamental dis-
quilibrlum” was, however, not officially
defined by the IMF. Under this arran-
gement, lemporary and cyclical imbal-
ances were to be financed by drawing
the resources or through borrowing
from the Fund and were to be correct-
ed by policies other than exchange rate
adjustment.

(iv) Affer the transitional period,
members were required to permit con-
vertibility of their currencies, in the
sense that members would undertake
to redeem bhalances of their currencies
acquired by other members. Restricc-
tions on current account payments and
all discriminatory currency practices
were discouraged. '

(v) The Fund would provide liqui-
dity to countries in deficit, out of hold-
ings of gold and currencies arising
from subscriptions by its members in
relation to their “quotas”. .

(vi) The members were permit
to adopt exchange confrols on imports
and other current account purchases
from a surplus country, when the lat-
ter’s currency had become “scarce’”.

Thus, for the first time in his-
tory a central monetary institution
which covered the majority of the
countries in the (capitalist) world
was established and a universal
set of rules of monetary behaviour
was formulated. Untll the 1960s
the international monetary system
(also known as the Bretton Woods
system) created by the IMF opera-
ted without dislocation. Yet, the
experience upto the 1960s also indi-
cated the inherent weaknesses of
the system,

By the 1960s the U.S. dollar had
replaced the sterling pound as the
numeraie of the system, the prin-
cipal reserve asset and the main
intervention currency. In fact. the
dollar was even considered supe-
rior to gold because of convenience
in handling and interest yield. This
heavy rellance on a national cur-
rency — the US dollar — was the
root cause of the defects which be-
gan to emerge after the establish-
ment of the Bretton Woods System.
This reliance on the dollar is
also related to the US's dominance
in the political sphere in the post
World War II period.

One of the major weaknesses
of the Bretton Woods system was
that though it was intended to pro-
mote international monetary co-

operation and the expansion of in-
ternational trade it falled to pro-
vide explicitly for a systematic
means by which world reserves
could grow with world trade and
the world economy. In practice,
the growth of international reser-
ves became a by-product of the bal-
ance of payments deficits experi-

_enced by the US. The US created

international money by expanding
her lquid Habilities to the rest of
the world. Of course, during the
period upto the 1960s, the rate of
interest in reserves could not be
trzated excessive, considering the
rates of growth of income, output
and trade.

Nevertheless, the world’s depen-
dence on the US .balance of pay-
ments deficits for reserves was
not considered to be a healthy
arrangement. It was argued that if
the process continued the US re-
serve liabilities would lead to a dec-
line of net reserves of the US and
this would provoke the suspension
of covertibility,. Such a situation
could cause a disintegration of the

_world economy. On the other hand,

if the US corrected its deficit the
inadequacy of liquidity would
strangulate world trade and eco-
nomic¢ activities.

Another weakness of the system
was the ambiguity with regard to
the balance of payments adjust-
ment responsibilities. Problems of
deficits were dealt with on an in-
dividual basis. No one was review-
ing the adjustment process from a
systematic stand point, inquiring
whether the balance of payments
policies and the alms of individual
countrles were compatible with
each other and with a stable inter-
national monetary order.

Further, the Bretton Woods
system could not offer a solution to
the movement of speculative capl-
tal. (Capital movements was a
serious problem by the 1970s).
Although the Fund's Articles had
assumed that controls would sup-
press such flows, it was neither pos-
sible nor desirable to control flows
without controlling all internatio-
nal transactions. .

The changing clrcumstances of
the worlid economy from the 1960s
onwards began to lead to serlous
difficulties in the observation of
the rules of conduct of the Bretton
Woods system. The US balance
of payment deflcit in the early 1960s
caused concern among European
countries, and hence ideas on the
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need for reform of the internation-
al monetary system began to
emerge as early as 1962 when the
British were considering far reach-
ing reforms. The need for reforms
were further endorsed by President
Kennedy when he stated in July,
1963: -‘one of the reasons that new
sources of liquidity may well be
needed is that, as we close our
payments gap, we will cut down
our provisions of dollars to the rest
of the world”. Consequently, the
Group of 10 deputies were appoint-
ed in October., 1963 to study the
“functioning of the international
monetary system and of its pro-
bable future needs for lquidity”.
The report of the deputies stated
that gold will continue to be the
ultimate international reserve asset,
though it is not possible to expect
new gold promotion to meet all

liquidity needs of the future. As.

far as the international reserve cur-
rency was concerned, it said that
with the shrinking of the US bal-
ance of payments deficit the contri-
bution of dollar holdings to the
growth of international reserve
currency was unlikely to continue as
in the past; and cautioned that
there would be a need for the search
of some additional kind of interna-
tional currency. This was followed
bv the establishment of a Study
Group under the Chairmanship of
Rinaldo Ossola of the Bank of Italy
to study the creation of Reserve
Assets.

. In June, 1964. 32 non-govern-
mental economists from eleven
countries, under the leadership of
Professor Fritz Machlup completed

another study on “The Interna-
tional Monelary  Arrangements:
The Problem of Choice”. This re-

port covered three main areas:
(1) adiustment (of imbalances), (2)
liquidity, and (3) confidence (or
the problems of Instability arising
from possible conversions from
one reserve asset to another). The
study offered varlous alternative
ways of dealing with the problems
such ag centralisatlon of interna-
tional reserves in the IMF (or an-
other institution); multiple cur-
rency reserves which would involve
diversifylng the reserve currency
function among a number of coun-
tries and agreeing to rules on the
ratio in  which varlous reserves
would be held; and flexible ex-
change rates. There were other
policy provosals on which there was
no unanimous agreement among
the 32 countries.

EconoMic ReEVIEW, APRIL 1978

An international monetary cri-
sis began to develop from the mid
1960s particularly because of the
weakening positions of the pound
sterling and the US dollar, Bri-
tain had to struggle to maintain the
foreign exchange value of the pound
beginning from around mi¢ 1964.
The weakening position of the
pound in foreign exchange markets
culminated in a devaluation of the
pound by 143 per cent on Novem-
ber 18, 1967. Desplte the devalua-
tion and the {ntroduction of string-
ent monetary and fiscal measures
aimed at improving the balance of
payments, sterling remained weak
In exchange markets during 1968.
The devaluation of sterling in 1967
undermined the view that prevall-
ed upto the early sixties that the
exchange rates of economically
powerful countries could be regard-
ed as fixed.
British devaluation, in fact, shatter-
ed this view.
Bretton Woods
System Disintegrates

From 1966 onwards, inflationary
pressure began building up in the US
economy. One of the major factors
that contributed to the rising
prices wag - the excess demand
created by the increasing defence
expenditure consequent to the US
involvement in the Vietnam war.
The US President failed to get Con-
gressional approval for tax increas-
es to finance the defence budget.
During the 1970-71 period, the US
balance of payments deficit reach-
ed crisls point. Furthermore, the
rate of unemployment also rose
rapidly. Aealnst these develop-
ments in the United States, West
Germany and Japan emerged as
countries with large balance of pay-
ments surpluses. The US authori-
ties considered that the deteriora-
tion of the US trade position from
early 1960s to 1971 wag due to the
increased trade surplus of Japan
and Germany. Hence, the US
expected those two countries to
initiate the adjustment process by
revaluing their currencies. In
May, 1971, the West German au-
thorities abandoned the par value
and let the mark float; and the
Netherlands guilder followed. How-
ever the currencles of most other
European countries and Japan re-
mained unchanged. Finally on
August 15, 1971 the US suspended
the convertibility of the dollar into
gold, and imposed a temporary 10
per cent surcharge on imports re-
questing other countries to revalue

The experience since

their currencles. Thus, for the first
time since the inception of the IMF,
the gold exchange standard broke
down and the par value system
ended. This was the final stage in
the disintegration of the Bretton
Woodg system. It was the suspen-
sion of official convertibility that
trigged the reform negotiations over
the international monetary system,
during the ensuing perlod.

The upshot of the US action was
a widespread floating of currencies
by other countries. By the end of
August, 1971, all the major curren-
cles except the French franc were
floating. The US was most con-
cerned about the weakening posi-
tion of its dollar which could be
restored only by realising a trade
surplus in 1972, This shift could
be brought about by a realignment
of exchange rates, trade liberalisa-
tion and sharing of America’s de-
fence budget; and from August 1971
onwards the US negotiated with
European leaders with the hope of
achleving these objectives. These
negotiations culminated in an
agreement reached on a realign-
ment of currencies, Including a
devaluation of the dollar at a meet-
ing of the Group of Ten at the
Smithsonian Institute in Washing-
ton during December 17-18, 1971.

In the silx years from 1966 to
1971 the Fund created a new
reserve asset, the convertibility of
the dollar into gold or other
reserve assets was terminated,
and the Bretton Woods system
of par values c¢nllapsed. Though
these fundamental changes In
the international monetary system
were going on, the Fund’'s financial
operations continued on a large
scale, with aegregate drawings of
U.S. $11.7 billlon in this period.

The events of 1966—71 had
thelr origin in earller years and
they extended into later years. The

.creation of special drawing rights

(SDRs) for examrle, was the
fruition of discussions inside and
outside the Fund that began as
far back as 1958. In December 1971,
the large industrial countries had
just agreed on a new pattern of
exchange rates which they hoped
would restore a more flexible sys-
tem of par values. That did nnt
happen.

After the Smithsonian Agree-
ment in December 1971 attention
of the monetary authorities in the
developed world was turned to
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long-term reform of the Interna-
tional monetary system. For this
purpose an “ad hoc” study group,
the Committee of 20 (C-20), was
created within the framework of
the IMF. The composition of the
Committee was determined by the
. twenty constituencies of members
of the Fund that appointed or
elected Executive Directors to the
Fund. .
Meanwhile, pressures from the
Third World were also mounting.
At the third UNCTAD conference,
held in 1972 at Santiago, a reso-
lution on monetary reform was
responsible for the creation of a
“Group of 20". The New Group
.undoubtedly increased the
gaining power of the poor coun-
" tries within the -IMF, though this
really came only in the 1970's
with the shift of financial power
to OPEC. Earlier, in the 1960’s
the Compensatory Finance Scheme
sponsored by the IMF were gene-
rally unacceptable to the poorer
countries as conditions seemed
too stringent. For instance, the
Compensatory Finance Scheme in-
augurated in 1963 stipulated that
if a country’s export earnings are
lower ‘than the average of the
earnings of the present and last
two years, the IMF will allow the
country concerned to draw up to
25 per cent of its IMF quota. The
scheme applied only to earnings
from merchandise exports, and the
IMF allowed a country to benefit
from the scheme only if it were
convinced that the decline in
‘export earnings had not been deli-
berately created and was of &
relatively short-run nature. Re-
payment was expected within
three to five years. At the instiga-
tion of UNCTAD, the IMF extend-
ed the scheme to allow an addi-
tional compensatory drawing of
another 25 per cent of the mem-
bers quota. However, this faci-
lity could be availed of only if
the IMF was satisfied that the
country concerned was strictly
following the recommendations
of the IMF to deal with the pro-
blem of export Instability, The
developing countries have generally
refrained from making extensive
use of the IMF's Compensatory
Finance Scheme, though the situa-
tion hag improved since 1966 when
the scheme was liberalised. There
were two major reasons attributed
to this lack of enthusiasm. First,
there was a link between ordi-

nary drawings and compensatory
drawings; although the revised
6

bar-,

effect on both developed

IMF scheme placed the compen-
satory financing . facility outside
the structure of ordinary drawings,
it was nevertheless true that in
practice a use of the CFS facility
jeopardised the chances of getting
future requests for ordinary draw-
ings granted. Second, and more
important, the developing countries
strongly resented an Increased
IMF interference in their domestic
economic management and deci-
sion-making processes.

After several meetings and
discussions the C-20 released 1its
First Oulline of Refoarm in Sep-
tember 1973. By the time the C-20
completed its work in June 1974,
the developments on the world
economic scene had completely
changed the background to the
forum. The oil embargo and the
initial oil price increases by the
Arab nations had a traumatic
and
developing countries. This was
accompanied by an acceleration of
the inflation rate in the developed
world. These changed circumstan-
ces warranted a review of the
approach adopted to reform the
international monetary system.
Thus the Outline of Reform releas-
leased by the C-20 included a
series of “immedlate steps” that
would be taken to commence an
evolutionary approach to reform
and to help with the current pro-
blems faced by both developed
and developing countries. The
immediate impact of the report
was the establishment of an In-
terim Committee of the Board of
Governors on the International
Monetary System.

During the period from Octo-
ber 1974 to January 1976, the
Interim Committee and the Exe-
cutive A Board of the IMF were
concerned mainly with: (a) the
financing of massive balance of
payments deflcits; (b) an Increase
in IMF quotas; (¢) the exchange
rate regime; and (d) the treat-
ment of gold. At the.same time,
the Executive Board was involved
with -the revision of the Articles
of Agreement of the Fund.

A serles of negotiations begun
by the Interim Committee reached
their final stage at a meeting held
In Kingston, Jamaica in January
1976. At this conference a wide
range of issues including IMF
quota Increases. the exchange rate
system, treatment of gold and a
Trust Fund were discussed. Agree-
ment on these matters was to

- effective) the size of each

provide the basis for the amend-
ments to the Articles of Agree-
ment.

Increase Real
Resources Transfers

Even so, what was achieved at
the Jamaica meeting cannot be
underplayed. One achievement
was the agreements reached on
the Increased access to condi-
tional liquidity. These included
establishment of the Extended
Fund facility, -renewal of the oil
facility . for a second (and final)
year, liberalisation of the com-
pensatory financing facility, an
average increase In the size of
quotas by 33.6 per cent and an
agreement to increase temporarily
(until quota increases become
credit
tranche by 45 per cent. As for deve-
loping countries, which expressed
their views as a bloc under the
Group of Twenty-four (G-24), the
Jamalca agreement could not offer
much. The main thrust or the
grguments put forward by these
countries was on the need to in-
crease transfer of real resources.
Developing ° countries primarily-
aimed at establishing a link bet-
ween SDR creation and develop-
ment. However, mainly because
of US opposition this proposal
was not accepted. Nevertheless,
the Increase In conditional liquidity
and the establishment of the Trust
Fund benefitted the developing
countries 'in general.

The Executive Board completed
its work on the amendments on
March 24, 1976 and the Board of
Governors (which had succeeded
the Committee of Twenty) approved
the amended Articles on April 30.
1976 after which they were pre-
sented to the members for, their
acceptance. ) :

All in all, what has emerged
after a long series of negotiations
and deliberations 1s not exactly
an international monetary “sys-
tem” in so far as the term
implies but a well defined and
precise set of rights and obliga-
tlons. Furthermore. in many im-
portant areas there was no agree-
ment. For instance, on the rules ’
for assigning ‘adjustment responsi-
bilitles, the lack of which was one
of the basic weaknesses of the
Bretton Woods system. There was

- also no agreement on a design of

a viable adjustment mechanism;
and the meaning and content of
“firm surveillance” was not ade-
quately defined.
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These fallures are the result of
a number of factors that were
in operation during the period in
which moves for reforms were in
progress. The economies of the
Industrial and developing countries
were in a state of turmoil. In-
flation, oil price hikes, current
account deficits and the break-
down of the par value system
brought an unsettled state to the
world economy during much of the

period when this Amendment was
being discussed. Furthermore, at
the stage of negotiation the

conflict of natlonal Interests often
prevented unanimity in agreement
on the issues discussed.

The main modifications to the
existing system, brought about by
the Amended Articles, can be sum-
marised as follows:

(1) New Exchange Arrangements and
Surveillince by the Fund.
A reduction in the role of gold,
including  disposition of the
Fund’s own holdings of gold.
(3) Changes in the characteristics
and expansion of the possible
uses of the Special Drawing

Right so as fo assist it to be-

come the princip:1 rese've asset

2)

of the International Monetary
System,

(4) Simplification and expansion of
the types of the Fund’s finan.
cial operations and transac-
ttons particularly those con-
ducted through the General
Department.

Tae passible establishment of
the Council as a new organ of
the Fund.

(See pages 8 and 9 on Major
Changes).

Perhaps the most important
aspect of the Second Amendment
was the provision of exchange
arrangements. In the view of
Joseph Gold, the General Consul
of the IMF's legal department “in
legalising freedom for members to
choose their exchange arrange-
ments, including floating, the
second amendment represents a
complete departure from the cen-
tral feature of the original articles,
namely the par value system. The
emphasis in the new provisions are
intended to bring about a shift to
“orderly economic and financial
conditions that will promote a
stable system of exchange rates”.
In order to achieve such a stable
system, however, members .are sub-
ject to certain obligations in rela-
tion to their external and domes-
tic policies and the Fund is re-
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Quotas In the Fund With and Without Sixth Review increases

Gusta Without Sueta Wilh
lacresty Increswe
Witlion 0 T [/
Member teemency) il - S
Afghanistan (afghani) 37 0.13 45 0.12
Algeria‘(dinar) 130 0.44 285 0.73
“Argentina (peso) 440 1.51 535 137
Australia (dollar) 865 228 780 2.02
Austela {schilling) 21 0.92 330 0.85
Bahamas (dollar) 20 0.07 n .08
*Bahrain (dinar) 10 0.03 20 0.05
*Bangladesh (taka) 125 0.43 152 0.39
*Barbados [dollar} 13 0.04 17 0.04
*Belglum (franc) 50 222 890 2.28
“Benin (iranc) 17 0.04 18 0.04
“Bolivia {peso) k14 0.13 L) 0.12
"Botswana (pula) 5 0.02 9 *0.02
*Brazit (¢ruzelro) 440 1.51 663 1.70
*Burma {kyat) 60 0.21 7 0.19
Burundi {franc) 19 0.07 23 0.08
Cambodia 25 0.08 3 0.08
Cameroan {iranc) 35 0.12 45 0.12
*Canada (dollar) 1,100 3.78 1,357 348
Central African
Empire (franc) 13 0.04 18 0.04
Chad (tranc) 13 0.04 18 0.04
*Chlle {peso) 158 0.54 217 0.56
China, Republic
{new Taiwan dollar) 550 188 550 1.41
*Colombia (peso) 157 0.54 193 0.49
Comoros' (franc) 19 001 19 900
Congo, People’s Republic
{franc) 13 0.04 17 0.04
Cosla Rica (colon) 32 0.11 “ 0.11
Cyprus (pound} 28 0.09 34 .08
Denmark (krone) 260 0.89 310 079
Oominican Republic
(paso) 9 0.15 55 0.14
*Ecuador (sucre) R 0.1 70 8.1!
Egypt {(pound) 188 0.64 228 .58
“El Salvador {colon} 35 0.12 43 0.11
Equatorial Guinea
{ekuole) 8 003 10 0d3
*Ethiopia (birr) 7 0.09 k') 009
“Fiji (dollar) 13 0.04 168 0.05
*Fintand (markka) 180 0.6% 262 067
France: {franc) 1,500 5.43 e 492
*Gabon (franc) . s 005 30 0.08
*Gambia, The (dalasi 7 0.02 ] 0.02
‘Germany, Federal Rep
(deutsche mark) 1,600 548 2188 8.52
*Ghana {(cedl) 87 0.30 108 027
*Greece (drachma) 138 0.47 185 047
*Grenada (East
Carlbbean dollar) 2 0.01 3 0.01
Guatemals (quetzal) 38 0.12 51 0.13
Guinea (syll) 24 .08 0.08
Guinea-8issay' (peso) 32 0.01 32 001
*Guyana {dollas} 20 0.07 0.08
* Haiti (gourde) 19 0.07 2 0.08
*Honduras (iempira) 25 008 0.09
*Iceland (kréna) 23 0.08 29 0.07
*india (rupce) 940 3.22 1,145 293
*Indonasia (rupiah) 260 0.89 480 1.23
*lran {riat} 192 0.68 880 1.68
Iraq {dinar) 100 0.37 14 0.38
*Ireland (pound) 121 0.41 155 0.40
“israet (pound) 130 0.44 205 0.53
*Italy (lira) 1,000 J.42 1,240 318
*lvory Coast (franc) 52 0.18 7 ‘020
“Jamaica (dollar) 53 0.8 74 0.19
Japan {yen) 1,200 4.11 1,859 425
Jordan {dinar)} 23 0.08 30 0.08
Kenya (shilling) 48 0.18 -] 0.18
*Korea (won) 80 . 027 180 041
* Kuweit (dinar) 85 0.22 235 0.80
Lao Peopte’s Dem.
Rep. (kip) 13 0.04 18 0.04
Lebanon (pound) -] 0.03 12 0.03

*Member had consented to quota incranss as o) Merch 31, 1978

'Country became a Fund member after Sixth Genersl Review of Quotas
#includes insialiments o be paid not
‘Oue 10 rounding, Campanents may nol add (o totaly shawn

0.03 per cent of the fotal quotas.

Sixth Review increases.

IMF quota increases under the Sixth General Review were consented to
on March 31, this year, by members who together held over 75 per cent
of total Fund quotas. The above table reveals the position of the quotas
in the Fund, with and without Sixth Review increases. Sri Lanka had
98 ‘million SDR’s or 0.34 per cent of the Fund’s total without quota
increases; while after the increase it went upto 119 million SDRs or
The U.S.A. the largest quota holder,
had 6,700 million SDRs or 2293 per cent of the total without the in-
creases and 8,405 million SDRs or 21.53 per cent of the total after the

Cmts Witdent Sty Wik
Istreate tagreme
Mifliss  Percent Wihes  Prrern
Memder (comrenty) $oR3 of inta) o oot
*Lesotho (rand} 5 0.02 ? 002
*Liberla (dollar) 29 0.10 N 010
“Libya (dinar) 24 0.08 185 0.47
Luxembourg (franc) 20 0.07 3 008
Madagascar {franc) 26 0.09 3 009
*Malawi (kwacha) 15 0.05 19 00s
*Malayasta (ringgit) 186 0.64 53 065
Maldives' (rupee) 0.7 0.002 0? 0002
“Mall {Iranc) 22 0.08 21 007
Malta (pound) 16 005 - 20 005
Mauritania (ouguiys} 13 0.04 7 004
*Mauritius {rupee) 22 0.08 27 007
“Mexico (peso) 70 1.27 535 1%
*Moracco (ditham) "3 0.38 150 (X ]
*Nepal (rupoe 14 .04 19 005
*Nethertands (guilder) 700 .40 948 24)
New Zealand (dollar) 202 .69 22 059
Nicaragua (cordoba} 2 09 3 009
*Niger (franc) 13 .04 16 004
*Nigeria (naire) 135 .46 360 092
*Norway (krons) 240 82 205 016
Oman (rial Omani) ? 0.02 20 005
*Pakistsn (rupeg) 28 0.80 265 073
*Panama (baiboa) 38 0.12 45 012
“Papua New Guinea (kina) 20 007 30 008
“Paraguay (guaranl) 19 007 23 008
“Peru (sol) 122 42 164 042
*Philippines (peso) 185 .53 210 064
*Portugal (escudo) 11?7 .40 172 0de
“Qatar {rlyal) 20 .07 40 010
Romanla (leu} 190 .65 245 [1.+]
*Rwanda (franc) 19 .07 <] 000
Siio Tomé and Principe’
bra 18 0.01 18 001
"Saudi Arabla (rlys!) L) 048 600 154
*Senegal (franc) M 012 42 on
Seychelles’ {rupee) 1 0.003 1 0007
“Sierra Leone (Jeons) 25 009 3t 008
Singapore (dollar) k14 0.43 10 [} ]
Somalia (stflling| 19 0.07 23 [ ]
*South Africa (rend) 320 1.10 424 1.09
*Spain (pesata) 395 1.35 857 143
7l Lanka (rupee) 98 0.34 19 0.30
“Sudan {pound) 72 028 a8 023
*Swaziland ([langeni) a 00 12 0.03
*Swedan {krona) 328 1M 450 115
Syrian Arab Republic

{pound) 50 0.17 83 018

Tanzanla (shliting) 42 0.14 55 0114
“Thaltand (baht) 14 0.48 181 0.46
*Togo {franc) - 15 0.05 19 (1]
*Trinidad and Tobago

dotiar) [ <] 0.22 82 0.21
*Tunisia (dinar) 48 0.18 [:4] 018
'l’untn.dy (Sira) 181 0.52 200 051
Uganda (shilling} «© 0.14 50 013
“United Arab Emlitates
(dirham) 15 0.03 120 oNn
*United Kingdom

{pound) 2,800 9.5 2925 749
*United Stales (dollar) 8,700 2293 405 2.8
*Upper Voita (franc) 1 0.04 16 0.04
*Uruguay (new peso) 69 0.24 84 0.22
“Venozuels (bollvar) 330 .13 660 1.0

Viet Nam (dong) 62 0.2y [ 1] 0.23

Western Samoa (tals) 2 0.01 3 0.0t

Yemen Arab Republic

(rial) 10 0.03 17 on
Yemen, People’s Dem.

Rep. (dinar) 20 0.10 41 o.n
Yugosiavia (dlnar) 207 0.71 277 on
2Zaire (zalre) 113 0.39 182 0.38

*Zambla (kwachs) 768 028 141 0.38

Total 2,213 100.00 39,041.4 100.00°'

latar thar 30 days afier the Becond Amaadmeni of the Articles a1 Agresment

Dals. IMF Tressurar ¢ Departme-1

quired to maintain surveillance of
the compliance of members with
their obligations.”

The role of the Fund as the
centre for collaboration on inter-
national monetary problems does
not depend on the nature of the
exchange system. In most respects,

its responsibility is greater with
floating exchange rates than with
par values. The second amendment
states that the Fund shall oversee
the internatidnal monetary system
In order to ensure its effective oper-

ation and the compliance of
members with their obligations of
1



exchange policies. This is a man-
date to the Fund to play a more
active role than it did under the
system of par values.

Senior Fund officials com-
menting on the significant changes
at a Press Conference, shortly
before the Second Amendment
entered into force, emphasised that
“it was now possible for a virtu-
ally full range of free cholces for
members as to the exchange sys-
tem they would adopt. But it also

gives the Fund powers of surveil-.

lance over the conduct of ex-
change rate policies by members.
8o for the first time in some years
now, it puts us in a position to
declare the arrangements of all
members fully consistent with the
Articles of Agreement of the Fund
and enjolns us to exercise firm
surveillance over their conduct in
applying those arrangements and
gives us additional powers.

It is useful to note that one
of the powers of the Fund, over
time, will be to make recommend-
ations with respect to general ex-
change arrangements., Therefore,
although new exchange arrange-
ments cannot be imposed on mem-
bers, and they always will have
freedom of choice — even if in
future a par value system were
restored under the new Articles —
the Fund can make recommenda-
tions for general exchange
arrangements. Because .a very high
proportion of voting power is
necessary for those decisions, the
likelihod is that much of the mem-
bershlp of the Fund would switch
to exchange arrangements of that
kind. The understanding of what
one means by “general exchange
arrangements” is, of course; flexi-
ble: there is no precise formula-
tion in the Articles. This technique
ls,-in a way, typical of much of
the new Articles. The spirit of the
Articles will change from a rather
rigid code, full of formulae, full of
closely defined obligations, to a
set of what has been called’ “enabl-
ing powers”. As a result although
one might not be able to point to
an immediate and striking change
the next day, on April 2nd, that
. will make headlines, over time
there are adequate and quite
important powers to modify the
international monetary system
and to bring about changes, incl-
.dentally, without further amend-
ment. That is indeed a big change
in the spirit of the Fund and its
possibilities for the future. Amend-

8

ment is no easy task. This one has
taken, in all, some five or six
years to bring about.

The Fund adopted, almost a
year ago, the rules for survelllance
that come into effect next week.”
Sri Lanka and the Amendments

The second Amendment to the
Fund’s Articles of Agreement en-
tered Into force following Iits
acceptance by 60 per cent of the
Fund’s members representing 890
per cent of thé total voting power.
As stated at the outset, the amend-
ed Articles went into force for all
133 members of the Fund. This

means that each member is re-.

quired to discharge obligations
that arise from the amended
Articles even if ‘the member had
not accepted them. This may
not be possible for some members
under their existing laws. - It was
for this reason that the National
State Assembly passed the Bretton
Woods Agreements (Speclal Provi-
sions) Law, No. 10 of 1978. The
legislation enables the Sri Lanka
Government to accept and to carry
out and discharge all the obliga-
tions which would follow the en-
forcement of the Second Amend-
ment.

This law has made provisions
by way of amendments to the
Bretton Woods Agreements Act No.
20 of 1950, which enabled Sri
Lanka to become a member of the
Fund, and to the Monetary Law
Act of 1949. The main amend-
ments. effected to these two Acts
are summarised below. )

(1) Section 3 of the Bretton
Woods Act as amended by Section
of the Bretton Woods Agreement
(Special Provisions) Law, No. 10 of
1978 enables Sri Lanka to pay its
subscription to the Fund, - in
accordance with the provisions of
Section 1 and 4 of Article III of
the Fund Agreement, in Srl Lanka
currency, - or Special Drawing
Rights or such other currency as
may be specified by the Fund.
According to the previous Articles,
25 per cent of the quota of a
member had to be spent in gold
except under speclal circumstan-
ces. .
(i) Section 6 of the Amended
Law introduces a new section 8B
to the Bretton Woods Act. This
new section requires Sri Lanka to
ensure that the balances of Sri
Lanka rupees purchased from the
IMF by another member can be
exchanged at the time of purchase
(Continued on page 14)

N

- economic ,and financial

The Second Amendment

. Brings Major Changes

in Practices of the Fund
— the IMF Viewpoint

(a) Exchange Arrangements and
Surveillance by the Fund

Members undertake & general
obligation to collaborate with the
Fund and with other members in
order to assure orderly exchange
arrangements and to promote a
stable system of exchange rates.
Members must perform this obli-
gation by observing certain under-
takings of a general nature with
respect to domestic and external
policies. -
These undertakings require each
member to endeavour to  direct
its economic and financial policies
toward the objective of fostering

orderly economic growth with
reasonable price stability, with
due regard to its ecircumstances,

Each member is required to seek
to promote stability by fostering
crderly underlying economic and
financial conditions and a monetary
system that does not tend to
produce erratic disruptions; each
member must avoid manipulating
exchange 'rates or the interna-
tional monetary system in order to
prevent effective balance of pay-
ments adjustment or to gain an
unfair competitive advantage over
other members, Members must
follow exchange policies compati-
ble with these undertakings. Al-
though the obligations are general
in scope, the differing circumstan-
ces, needs, and problems of mem-
bers will be recognized.

The general obligation and speci-
fic undertakings apply to all mem-
bers at all times. Members are free
to apply the exchange arrange-
ments of their choice, except that
they may not maintain a value for
their currencies in terms of gold.
They are required to notify the
Fund of the exchange arrange-
.ments they intend to apply and
of any subsequent changes in
these arrangements. The Fund is
required to oversee the interna-
tional monetary system in order
to ensure its effective operation
and to oversee the observance by
each member of its obligations.
Members are required to provide
the Fund with the information
necessary for surveillance, and,
when requested by the Fund, shall
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consult with it on their exchange
rate policies, In essence, the
amendments give members free-
dom of choice in theilr exchange
arrangements, but not freedom of
behaviour, in the sense that all
members are bound by certain ob-
ligations and subject to surveil-
lance by the Fund.
(b) A Reduction in the Role of
Gold in the International Monetary
System

The most important changes
in this respect are as follows: (1}
the function of gold as the unit
of value of the SDR has been
-eliminated and gold could not
again. become a common denomi-
nator for par values of currencies
even if at some future time par
vclues were introduced; (i) the
official price of gold has Leen
abolished and members will be
free to deal in gold in the mar-
ket and among themselves with-
out reference to any official price;
(iii) ohligatory payments in-gold

by members to the Fund and by.

the Fund to members have been
abrogated, and the Fund will be
able to accept gold only under
decisions taken with a high
majority of the total voting power;
(iv) the Fund will be required to
complete the announced program
of disposing of a total of 50 mijl-
lion ounces of gold, and will have
powers to make further gold sales
both on the basls of prices in the
market and at the official price
in effect before the Second Amend-
ment (SDR 35 per ounce); (V)
profits beyond the former official
price on any such further sales
of gold will be placed in a Spe-
cial Disbursement Account for use
in the ordinary operations and
transactions of the Fund or for
other uses, including balance of
payments assistance for the bene-
fit of developing members in diffi-
cult circumstances; (vi) the Pund,
in its decisions on gold, will be
required to avoid the manage-
ment of the price, or the estab-
lishment of a fixed price, in the
gold market, and (vil) members
will undertake to collaborate with
the Fund snd with other mem-
bers in order to ensure that their
policies with respect to reserve
assets will be consistent with the
objectives of promoting better in-
ternational surveillance of inter-
national liquidity and of making
the SDR the principal reserve as-
et in the international monetary
system.

(¢) Changes in the Characteristics
and Expansion of the possible uses
of the SDR

The modifications in the pro-
visions relating to the SDR are
intended to contribute to the at-
tainment of the objective of
making the SDR the principal re-
serve asset in the international
monetary system. Under the am-
ended Articles (i) the method of
valuing the SDR may be deter-
mined by the Fund by high majo-
rities; (i) participants are able
to enter into transactions by
agreement without the necessity
for general or special decisions by
the Fund, and transfers of SDRs
in such transactions are not
subject to the requirement of need
to use reserve assets; (i) the
Fund ma2y, subject to appropriate
safeguards, authorize operations
involving SDRs between partici-
pants that are not otherwise pro-
vided for by the Articles; (iv)
the Fund may broaden the cate-
gories of other holders of SDRs,
although not beyond official enti-
ties, and the operations and trans-
actions in which they may en-
gage; (v) the Fund may review
the rules for reconstitution of par-
ticipants’ holdings of SDRs at any
time and may adopt, modify, or
abrogate the rules by a lower
majority of the total voting power
than has been necessary in the
past; (vi) the SDR replaces gold
in certain payments by members
to the Fund and by the Fund to
members, and its possible use in
operations and transactions con-
ducted through the Fund's Gene-
ral Department (formerly the
General  Account) will be ex-
panded; and (vii) the value of the
currencles held in the General
Resources Account of the Gene-
ral Department must be main-
tained in terms of the SDR in ac-
cordance with exchange rates de-
termined for the purpose of trans-
actions in SDRs.

(d) Simplification and Expansion

of the iypes of the Funds
Financial Operations and
Transactions

The Fund’s holdings of the
currencies of all members will be
usable by the Fund in its opera-
tions and transactions in accord-
ance with its policies. For use of
the Fund’s general resources, which
is no longer provided for in terms
of a particular currency needed
for making payments in that cur-

rency, the Fund will select the cur-
rencies to be sold on the basis
of policies that take into account
the balance of payments and re-
serve position of members and de-
velopments in the exchange mark-
ets., This change in the Articles
is in accordance with establish-
ed PFund practice, but the “op-
erational oudgets” established on
the basis of these policles will
now have an express legal basis
comparable to the legal basis of
the designation plans in accord.
ance with which participants are
designated by the Fund to accept
transfers of SDRs at the request
of a participant. Members pur-
chasing other members' currencies
from the Fund can be certain that
they will be able to use them,
directly or indirectly, to meet their
balance of payments needs be-
cause of the assurance that the
currencies are either freely usable
or will be exchanged by the issuing
members for such currencies.

The Fund's policy on repur-
chase, ie, the repayment of credit
transactions, which is designed
to ensure that the use of the gene
ral resources will not extend be-
yond three to five years unless a
longer period is permitted under a
special policy on use, rhas been
incorporated in the Articles. The
detailed formulas of the original
Articles on repurchase and on the
calculation of monetary reserves
that governed the accrural ot
repurchase obligations and the
determination of the media of
payment have been deleted from
the Articles, There is, however,
a' mew provision under which a
member Is expected to repurchase
in the light of improvement in
its balance of payments and reserve
position even before the fixed date
for completing repurchase.

The Fund will be able to pro-
vide a participant with the cur-
rencles of other members in re-
turn for SDRs or with SDRs In
return for the currencies of other
members.

The Fund will have more ex-
tensive authority to permit mem-
bers to engage in transactions un-
der specfal policies, for example,
the Fund’s buffer stock facility,
without at the same time foregoing
their reserve tranche positions
(formerly called gold tranche posi-
tions), which they regard as re-
serve assets,

Source: IMF PRESS RELEASE.
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