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This paper deals with the issues of tke reform of the Inter- 

itional Planetary Fund ( IFF)  under five m j o ~  heaaings ; ( I )  creation 

41 international liquidity; (2) extension of paymnta finance and con- 

litions attaching the= t o ; (3) relationship with the comescia1 banks 

14) wlationship with m g i o n a l  monetary -pings and ( 5 )  m n g  of 

bision mking, In the process of dealing with e w h  of these ieauos, 

ate is taken of not only the changes in exchange mfes regime buC also  

tha evolving balanoe of paymenta situation in general and of the develop- 

lag countries Sn pastfmlaz. A m a r y  of major s w s t i o n s  for =form 

is offered at the ens of the paper, 

The IKF wm ~tssigned an amx 'position under the h tema t i bnd .  

~lonetary system m e d  upon at Bretton Woods 3n 1944. Its primiple sole 

waa t o  overeee the arrangemen* under which each member country maintained 

the par value or exoknge rate  o f  its currency in terns of gold or U.S. 

dollar, Chmges in exchange r%te of upto only one percent on either side 

ME allowed. Beyond that a member could c h m g ~  i t a  exchange mte.only 

in consultation with the h a  when its balances of'- p n t s  was in funda- 

mental disequilibrium, a situation f hat was never , ieazlly defined. 



The major sancf ion behind the Fund's supemisory mle with 

respect  to the exchange m+~ts of . .-di.er caurrtric*o d c ~ i v e d  from the  

access each member country hzd to the mamrcc of the fund t o  f i m s  

its balztnce of payments deficit .  The Brettor,  Woods system pmvided 

explicitly f o ~  the creation of a pool of currencies in the b n d s  of tb 

Fund. The pool  was mde up of the subscriptions, one-f our th  i : ~  @ld 

and three-fourths in the na t iona l  currencyp nsmber countries m ~ d e  on fb 

basis of their respective quo tas ,  fixed on the basis principally of the 

econom5c size. .It is out of this 2001 .that the sy~terr, evidently emis- 

aged that the fund would, w h n  necessary, sell the currencies of kk 

countries in payments surplus t the ctzxrencies of .the countries ig; 

de f i c i t .  A def ic i t   country*^ e 1 i g i h i l i . S ~ ~  however, to purchzsc currencits 

of surplus countries from the  lhnd was tied t o  i t a  quota. Also such pus- 

chases w e r e  subject t o  conditions which varied d i r ec t ly  with the ratio of 

these purchases to a deficit c o u n t q r f a  quota, 

Matever else one may say ?bout the Bretton Woods m n g e z e n t s ,  

particularly now with the benefit of hindsight @ned f r o m  the eqerientrb 

with these arrangements, one can safely say that in its conctzption the 

arrangements providod the h a ,  zt any one time, with l iqu id  resources 

consisting not  of the whole pool  o f  c m n c i e a  and gold placed by the 

member countries at  the Fund's diaposal but only of gold pl.us the 

currencies of -the mrplw countries, Since to begin with, the 3.S.A. waar 

tb only  mjor surplus country, the resources at the M t s  d i s p o e d  did 

not amaunt to more than 7 percent of the m r  ' J  impofis of its mrtter 

countries. As againat that, ~e quotas k k e  together were  16 percent of 

aggregate i m p o r t 2  



Although the prwiaions cf the Fund's char te r  allowed it Zo 

genemte l iquid i ty ,  both directly as we11 as indirectly, the latter 

by borrowing f r o m  governments wLd tbs mrket, these prw5sions w e r e  

invoked, and t h a t  t o o  rather hesitatingly, af ter  a lapse of some twenty 

five yeam when thew Bretton Wads system was on its last legs. '_Phus 

the access of the Fund t o  msmrces was a 1j.mitcd one. NIaturally there- 

fore, it constrained the find1s a b i l i t y  t o  becone a major source o f  

finance Lo cover the paynents def ic i t s  of the mnbcr countries. 

Immediately a f te r  World War 11, when theU.S.A. enjoyed lare 

pqmnts ~ l u s e s  it cycled such of those surpluses back fo def ic i t  

countries aa were not needed for enlarging its investments abroad. 

Elajor mcipienta of these recycled surpluses were  fhe w a r  crippled 

economies of Weetern Europe m d  Sapan. Subsequently, when these econo- 

d e s  emerged w i t h  payments surpluses, t h y  m e d  these su2:plusea l a m l y  

t o  build up their exchange reservos by accumulating dollars and only 

marginally t o  encnsh the!r: in -f~c,'!d, "hu it t s  again l e f t  largely to 

k u.S.A. to both cover its am pqpients dPiYaitYand to recycle t h e m  
t o  other  d e f i c i t  countries in various foma.  

When the U.S. sxterml  position weakened somewhat a B  i ts reserve 

declnedcollactive ar?rtngeroents were =agn?ed upan between the major 

initustrial cAntries t o  extcnh help t o  each clther i n  the event of excessive 

p ~ s m m s .  me P e l l e r d  h q m e n t s  to  orr row (GB) was one such a r m q ~ -  

ment which waa mzived at ir, ?962 between ten inciustrialised member coun- 

tries af the find$ Under this armngement, the Fund was fo sa t  up a 

special facility for which it could. borrow the currencies of these cam% 

riea up to  specified amounts f o r  extend , low conditionality, low cost  

finance t o  any of the countries in need of payments mpporb. IJcr non-parti- 

cipant w a s  el igible  for dzawings out of this fac i l i ty .  



Thus from the very outset resources placed at the Fund's 

disposal were so l i n i t e d  that i c could not  have beex? expected t o  

ex tend  any large scale c r e d i t  t o  dof icit menber counkries. Was it 

because of the belief that under the resirs of fixed exchange ratcs 

there  would he I . i t t l e  need f o r  providing l a r e  scale cover t o  menbar 

countries? Or was it that for the gcnerzticln of l iqu id i ty  needed k 

cover the  payments i n b a l a m e s  arising between rne~ber countries it w 

intended to rely on one or two  nat ionnl  currencies? 

Those who >rere principal1 y responsible for hammering out tk 

agreerent, mumel y thp dnerieaxls and. the B r i t i s h ,  who as the Brandt 

Conmission put it, had "for unique historical reasonsft asl u m d l y .  

large in£  luenca in es tab liskicg tho s y s t ~ n  and mbsequent ly controlling 

5 l  i* sho~i ld  have known be t t e z  fz-o!n the experience of the inter-war pars, 

In the absence of sntisfactom multilateral mmgements for the gene* 
s ingle  

t i o n  of liquidity the warld wan dziven t o  relying on &ountry to meet 

the dec:ands in l i q ~ i d i t y  by th creation of their nat ional  1.0.U~ fox 

use  internation-dly.  For this purpcse, the country providing interc 

national l i qu id i t y  hag t o  incur e i t h e r  de f i c i t s  cn current account or 

make net inves t ~ e n t a  abmad or, of course, to do both in some conbhtir, 

During the inter-war years t h i s  r o l e  was performed la rge ly  by the poud 

sterling. After World War 11, +.he fiew systen woxhd out at Bmtton 

Woods surrendered t h i s  role t o  t h e  d o l l a r  by making no mmnge~ents fer 

the Fund t o  creatv i t s  1.0.U~. When De Gawlle complained in the 1960s 

of the '"exorbitant privilege1 the system conferred on the United States 

of f i n a c i n g  i t s  dcfic'" through the c r e a t i o n  of more md still more 

do l la rs  t o  be held &rod,  he was not saying som-king new, he ms only 



ja7y mjor miom of the world rLoncts+ :r systeF nust, f i r z t  

.& foresost, a t t e n 2  t o  t kc  q l s s t i o n  of mnerat ing reserves multi- 

bterally, l 'he attel~pts E: .W:~:  30 fz- jr. WE c ~ n t d x t  have been, zs 

ie &a11 note presextly, :lot o ~ l y  k l f  -hear i ced and peripheral but 

&go ext~errely consemativc anc? mmowlg. focuased with ar al~ost 

gathological re1ucl;w-ce t o  brezk n e w  paths. Af;temgts at mltilaturi- 

wtion c f  l i qu id i t y  gerieraticn h ~ v e  taken the form of (a )  enba~cemnt 

iz the quotas  of fin& neqbcx <uL8. (b) d l o c a t i o ~ z  o f  SJIKs. In mldit ion,  

the Warid lx~s  engagecl froill tirne t o  Sim in (c) borrowings frm som 

corntries in ord.er t o  increase its 2biJfty to extend credits  but it 

im ~fxa i r . ed  so far frorr: (dl  raising funds direct ly  f r o m  the capital 

larket although the capita!. mrkt has ermged increasin&y, in mcent 

;ears, ir financing of payments deficits on the s t ~ n g t h  laxgely of 

the  hxr~ds it could attract f r o n  the countries in papents surplus, 

T ~ E  F w d  a l s o  has ( e )  E? stock of gold, legmy from the old when 

part cf the quota subscription had t o  be pcdd in gold. This stock of 

pit 112s remained virtuail3 steri le.  In the rest of this section, an 

a t t e n ~ ~ t  has been t o  . i r :bi~k~;e in - h e  above orde r ,  the lines on 

thich 17?F refom couli7, accele~?~te 'he pace of mltilatexdisetion cf 

liquidity generation from the pcin: of view of the developing countries. 

(2) Quotas 

find quotas have got  wm,ined unchanged. They a%ed upto only 

49 billion at the start, nt ;)resent they add up to $66.7 b i l l i o n  and 

are slated t o  xZse 20 $99 b i l l i o n  by the end of 1963. However, as a 

importion of the value of world i.nporfn, lhxd quotas have been 01: the 

i sc l ine .  To qwte the Brand' ~mmission, ratio of DW quotas to 

world i~ports which averages about 10 p c ~ e z t  in the period 1960-65 is 



highlighting that an internatio-ml mom t a r y  sys tent r e  lying on one or 

a few dorrinant national currencl~; l o  m e t  the rcquirenents of inter- 

national l iquidi ty ,  con fe r red  enormous bonef i ts on the countries isnir~ 

such currencies. 

Such a monetary  system, as Robert T r i f f i n  has been a t  pains to 

point  out in his miti-w , is basically wrong because not only doea it 

make the working of int e m ~ t i o m l  m o m  t q  arrangements crit ically 

dependent on the decisioris of 0% or a f e w  individual countries which 

can be highly er ra t ic  and unpreclictabla but  also it entails 3 severely 

mgmssive distribution of resource transfer in favour of a handfulrf 

economically doninant countries .g Not only are the developing countries 

alkogether excluded f ron t h e  benefit  of such transfer but they also 

t o  effect  transfers in favour of t h e  reserve cmating countries in the 

proccss of accumulating foreign exchange reserves. Thus, between 1944 

and 1957, of the incmass in nor?-gold reserves of the order of $23 Hllilr 

the bene f i t  accruing t o  the devl>loping countries (including the o i l  oqrrb 

ing. countries) car, be placed a t  only $3.3 b i l l i o n  (i .e. ,  2 .s )  represent' 

aa it did, the fn t ema t iona l l y  created cmdi t  .fn -the form of Reserve ?or:- 

t i o n s  in the Fund and SDRS a l l o c a t i o n s  i n  their favour. Between 1961 ud 

1978, against  the non-gold renerve d d i t i o n a l i t y  of $250 b i l l i o n  the cap 

responding benefit  of the developiw countries works out  t o  $6 billion 

(i.e., 2.4%).'.Even the  zbove does not  qui te  tell the whole story, 

because the developing countries have held rn increasingly larger proper.- 

t i o n  of the world  f o r e i g n  exchaqp reserves, Between 1953 and 1978, ferr 

exchange reserveE held by the  developing countries increased by $1 12 billi! 

Thus near ly  hal fm of the resource tmnsfer  entai led in the generation rf 

reserves was fron the developing cowtr ies  t o  -the developed countries, p 

dominantly the U.5 .A .  



now down to little m o r e  thm 4 percent, *ough tho sixth review of 

!uot~s has ra i sed  the l eve l  of ~ j u o t ~ a  t o  SDA 39 b i l l i o n  and the pro- 

?osed aeventh review will incmase Shern even further t o  SDR 58.6 bil1ion:i 2/ 

The inc'reese in quotas has t h e  e f fec t ,  no doubt, of raising tk 

dm of the pool of riatiom1 currencies at th dispoml of the Fund and 

tberebjj of inproving its abil ity to extecd payzents myport to its xnbe r  

tomtries in defici t .  So it certainly can be 8aiB t o  ~iu l t i l a t e r~ t l i s e  

~xtemion of international credit, B u t  it cannot be sa id  to multilatexa- 

Use the e n e r a t i o n  of intezmational l iquidi ty .  The generation o f  inter- 

m+ional  l i qu id i ty  rsmins t he  res?omibi l i ty  of individual c m t r i e s .  

Mtz ?lachZup fiats zptly described the role of the in disposing of 

the national  currencies placcd at iks disposal as one of cloak morn. 10/ 

Still quotas renmin the p r i n c i p a l  source of Jknd's access t o  

mourcea and if the view, t h a t  this should continue t o  be the case, 

p v ~ i l s ,  expansion of E'und quotas w i l l  have t o  be pursued w i t h  vigour, 

hrthrno3le, if t k c  choice we= only betweerr the gmerntion of inter- 

mtional Xi quidity by individual countries according to their m= whim 

ad fancies ,md i ts genemtion through the expansion of FunB quotas, there 

can be'no dmbt that the choice would have to be nade in favour of the 

latter because then one can hope f o r  the exten~lion of credit to be (a) 

baaed on consideratiorls leas weighsd down by m.tional factors and bilateral 

ildtions and (b) less h q u i t o u s .  

Wle it is +me that the expansion in R m d  quotas has occurred 

mch more frequently in r e c c ~ t  years than war; the case in the p a s t  the 

fact  mmim that i r r  re lat ion not  only t o  both  the expamion in world 

trade but also Go the escalation in pay-mnts inbalances quotas have 



oxpallded rather tardily. h o o r d i l i g  to an Uf.cTAD Etu&fron an 

avemge ~f 8476 in the period 1966-70, the mtio of the 4 u o k ~ a  of the  

Fund members to hhe sun of their c u r r o ~ ~ t  i m t u 1 a . r ~ ~ ~ ~  fe l l  i;o 3996 i n  

the years 1977-75 md to 27'76 in the five years thereafter.  Also, 

the Fund quotas have not kept Face with the expasion in i n t c r n a t i o ~ ~ l  

reserves and cotmercial bmk lending. From 1970 .ti., the thirrl quartor 

of 1981, international reserves md oomcrcinl bank lending iccreased 

some sown  tines whereas the h n d  quotrs b m l y  nare than doubled. 

N a h l l y  therefom the Fund's CP-pncity to cope with p w n t a  imh~lanc~s 

hars suf fered  a severe hclinc: relative to other aourccs of p w n k  f i r m .  

As a fimt s t ~ p  to m s t o r ~  the Fund's role ,  wmnt a c t i o n  w i l l  

have t o  be taken t o  chans m d i c s l l y  the procedure cumr:tly fallowed for 

expanding Fund quotas. The pre~ent procedure whereby each expansicn ir, 

quotas naa t o  go through a pro  >ss of reviewa by the F'und mnagemer!t 

followed by approval at -he levsle of the kcecutive Board a d  the B o d  

of Gwemora and m s  ~ l t b a ' c c l y  to be mtified by each ,ma every govern- 

ment - the mjoritg reg~:irec: : of 85% - makes ezoh expmkfor! mi inde?r\n- 

dent, major deciaicx? subject to cor.iaerablc! non-econaric pulls and p r e m r  

88 z result, not only is the time taken to con2lcte every quota =view leq 

but 21~0 it8 outcane is cxtrcnely wartab.  It is r ~ c e s s a q  to provide, 

ins+sad, f o r  the regular exparsion of quotas on the bmis of agreed objectk5 

criteria, mch as e-sion in the value of world inports and t Ims size or* 

pqments imbalances. 

At the SWE t ine,  the broeder a,uestion about the role  of quotas il 

determining the size of Z b d  resoume8 cazmot be wcrlooked in a q  discurtisG 

of IM? refom. The d o n d w ~ t  view so fm, thzt quota subscriptions chouli b: 



#the prirmry source of the h . 2 ' ~  fiLw.ciz,l resources" is open to 

abjection on seveml ~ o t i r d s .  hg~rionce has s h m  that by being 

ti& dom t o  quobs the W d 9 s  rcsoumc.s: failed to expand mt only 

dor-iclc the oxpmsioi: in world trade but also sufficiently to cope 

dth the c1ew.d~ of the world f inallc&l zlat ionshipa as they evolved 

after the switch over f rm the fimd e m h a n ~  mtes t a  a sy~ten of 

pmmlised f l o a t h g  in thc e,zrly 70's. What should be a cause of 

~ericus rethinking, even though in setrospect, is that wEle a l l  fears 

uib respect t o  the inflsf i o q  consequerxos of an uncontrolled expansion 

In in te rna t iona l  liquidity had b e e ~  cor.entrt?ted on the Fund, badly any 

ttep was taken to restrain and regdate *he expmsion of international 

iiqyidity though national cumncies and cmercial bark cmdit, This 

of r m n g  world finance n ~ e d s  radically to be altered d to achieve 

this it will be abcsolutely necessw k t  the W, if is intended t o  perf-. 

r pivotal rclc ir- ~0x1;' fir.,mce, should be ~ & o  the fourthin head of inter- 

utior:,l liquidity, In W s  c:-ztext, quota subscriptions to the  Fund will 

hve t o  be tmated mom like equity capital of a corrazercial bank anG 

tb Fwd giver, wide powera both to create i t e  l h h i l i t i c s  or 1.0.U~ an& 

&reby to mnerate international l i q d d i t y  an4 also to mgulate and 

reatrain the &meration of such l iquid i ty  in other quartere. 

b[l) Issue of m s  

When the decision for the f i rs t  issue of Sgecial Dmw5ng BLghts 

(SDRS) was  taken in 1968, it was heralded w a major step in the e r e c t i o n  

af nultilateralising h t o r n a t i o ~ a l  liquidi* and reducing the dependence 

lor that p q o s e  on national currencies, The R m d  -mnt i t s e l f  had 

bped at the time that when the allocation of +he SMLB to the tune of 9.5 



bil l ion,  then agxewL u;jux., - coz>leted, t b y  would =present awe 

16 .I;o 17 prcer;t of +he world mc stc= rsaemes mi. that as a. conse- 

quence it %ill prevent the d e p e ~ d a ~ c e  of the world nmetnry g y d n  on 

t,ks ment ion  ~ f '  c m n c y  reserves. Actually, by the ti:.=o the allocatiu~t 

of WRPI ~ m - p l e k d  In 1972 .t;he woxld f omim exchcmge r e s e m b  alone 

had hcreaead to $1 04 billion. As a pmpor-kior~ of world ~on-gold noretaw 

meemen, the SIHis stood 2-.t a nerr: 6 percect il 1972, lnclueive of gcM 

reDervss, valued at mrks t prices, only 4% of world nomtary m8Bve8 en 

accaun*d for by SDIis, 12/ 

Tho second issue of m s  5~ the firm of 12 billfori,  over a thre0- 

year period, 797943 ,  could be w e d  upon after a lapse of ten gem, 

w h i l e  fhe world f i m i a l  syeten was flooded with liquidity genemted br 

the national currency authorities even nore by the oormerdd b-r 

A t  the end of 1981, only 2.5 gercsnt of the aggregate monetary mEcrvee. 

(including ~ l d  r e a e m s )  corrprfsed of SBRs inspito of the secrmd issue. 

Thus not only wm the hapas set initially an the SI& falrslfied. by the 

events but a l#o  the belikf *her, enterhineb that the dominant view had 

at low b t  ccncedad the need fcr a 8ubstarL.t;M e m r a t i o n  of i n t e r  

m t  ioml liquidity mltilaterallfr, proved t o  kave a r a the r  weak bwis i n  

It is important to note i 3  our context that ameenent on the ism 

of m s  by the Rmd m s  part of the pac- which stipulated at talc! ssae 

tine how the SDRa would be allocated among the W ' e  member countries, - 
The SEb were k be allocated fa t h  mnber countxbs in thz s a n e - p m y  

t i o n  as their quotas, This n e a t  not 6 d . y  that almost 70 percent..of thc 

SDRs would be ~1Located t o  the industrial coutltries k t  a l ~ o  that tho $ 



close to 60 percent, wauld go to corntries tntb aithsr p - ~ n t s  

surpluses or the privilege of finmicizip: d e f i c i t s  by issuing their  

m- 3 .O.Us. By decidiag thus, the- &id was clearly being denied 

the right fo treat +he SfJRs as a source to be tapped f o r  p r o d d i r q  

paymnts cover to mesibex courrtries in &,f icit. On the other 

it wzs being left  to nenber cauntries to .decide when m d  where t o  

use t he  deposits  thug created i~ each% ,favrmr,Naturelly, as Machlup 

has pointed act, it maat that while past of the n e w l y  created deposits  

gcint: t o  deficit countries mld *' have a quick f b f  m u d  of spenmel, 

t k  p a r t  of t h e s e  deposits goirg to the nsnbers ~ m t x i e s  in paynenta 

s!;ri;lus or thoae &o can ism t h e i ~  own I,O.% would "never be used 

i i i  even 4 first rcund 31. spelidi~gll +g -9 of the q u o t a  pubs- 

criptions , only  subscriptions p;l&a in re serve cumncies , i .e , , uf 
csuntrics which, havirq stTong reaente pos.it ions , can, if they want, 

iricur ~aymer.ts dof icits xd gcem.b ihrmticlnally acceptable f .Us 

Z Iir-mce mch deficits , c o n p r h  t h e  prinary ~ o m a  of finance f o r  

tb? Frrdrs operationsp iri the wse of STIRS the pa& allocated to the 

reserve currency countries am-Bely  to. r e d n  alto$e ther unuaed , 

mp 3 R s  can becone an effective centre piece of the i r k r n a t i o n a l  

m c e t a ~  systen, if, as the B a t  C o d s s i o n  rmtly urged, (1) "it 

xcnnes %he principal mans of-3ncreasing global l iquidityl'  and (2) 

g 
'it ic itself used f o  hpmw tbw adjustment mecbnianw. Tu mhievc 

the first ,  it w i l l  be neces~ary-.to agsee on the objective criteria or. 

k.? basie of which SDFb can be created regularly jn sufficient q u ~ l t i t i e r  

;r, ncccrdance with what the Bmadk.Comuhsion *fers to as vnon-irZla- 

ti9v2qr d e ~ d  f o r  mrld,liquW.ty", At, the ssw th, -her c r c a t l ~ n  



of national resew5 c u m n c i e s  ars w e l l  es n e w  comemial b d l e n d m g  

will have ZQ bb severely curtailed. 

b(i i ) :  A Substitution h a w m n t  

ha for the problcn posed by fne natsaiim cvt?rhng of national 

resource c u m n c i ~ s ,  in $,?rticulzx U,S dollars which account for clm 

to 80 pement of world fomign e x b e  =serves, tha solution rn 

doubt lies in pursuing &-e i b a  of a possiblc substitutior. amaqpment, 

The idea of subatituti-rg SDRs f o r  +2 -~  resento mmnncy balance8 of the 

various monetary sluthoxitie~ is nct new, %if f i n  has fo r  long 

I a m ~ t e d  over +he m t e n  that pernittea one nctioml currency, nanelg. 

the U.S. dollar, to perfom the role of resenre currency f 0 3 ~ C a a t  

the emergence of a s i tua t ion  in which the dol la r  would cgntinuouly 
Be 

be f m ~ d  with criais of confidcnceks on record f o r  having proposed 

scale rep1mcmen-h of dollar bslanoes of the ncnetary mthoritios with 

appropriate i n t e r r i t i o i ~ d l y  cpezted assets as part of a p m m e  cf 

inb-tianal nor! tary refom uw Wer , during the 1 972-7 4 discussionr 

w i t h i n  the Fund's Gmittee of Twarky, it wz also re%og2-,ised that 

suitab' -;emente would have t o  be nade for the substitution of 

exceoa h o l d i w  of aollars in the ha~?d.a of mrima nom%ary aufhmitier 

by SDRs as part of the refom effort in @nerd at! pz-tii:uhxlg in tk 

conhxt  of nsset aettlcmnt arrangement, under which inbalmccs ir, 

payments of m i  c d r y  would not in future be settled by ueiw i t s  own 

currer~y. U f o r h m t e l y ,  none of the substitution account pmposda 

d e  much headww so far because of the inabi l i ty  t o  upon the ME& 

settlement ob l lga~ ions  of thc countries now p r w i i l f q  currency reserre~; 

Pn,p&iculax, .t;henlJ.S-h h w  shown lzo inclinatior, t o  accegt a reductio~ 



h t h e  f ~ i k f :  ~ e s e ~ m ?  c r ~ > ~ . c y  rclc- of the d c l k ,  During the 

1772-74 ref o r ,  fl iesussiox~, the ' . S A. u? :, pre ?axed to con~ider  only 

rnch s u b ~ t i t u t i o n  cprafi&i;.,er~ts an wculd czf GT to fund such of the 

War h%~ld ingn  of thc? other countria r: as m e  vcluntarily surrender& 

ri +bat t o o  without aaceptirs m.y limitation or, i t s  future mfhod 

f paymei~ts f imcing.  In nore recent discusciona when the subs t i t u t ?  aE 

remrt idea m s  revived, largely out of concern of countries l ike  C G ~  7 .  :, 

:d Jzpan which we= reluctant to let thei r  currencies ylay a =joy YF;': 

m n c y  mie dorgsids  dollars, the proposal hzd to be dro-d o:me : 

hswe of -he c o n t i m a  U.S. m j e c t i o ~  of my cons t r~ i ! ? t  CL the P P . : ~ ~ . .  

i: enjoys of creating do- bbil i . t ; ies  aPircad. 

Will the resem m n c y  countries, parti.xlarly the IJ r E  .L+ kn, 

zn m k s ~  sceptive i~ .th~ f u t u r e  tcj the C e ~ ~ n d  f o r  asset s e t t l x , r  t 

 ligation as part of s subst i t i~t lor;  wran&ens~t is Uficult t o  s w -  

; ing by the experf e n c ~  cf .the pwt t e n  pars o r  so, the U ,S y o s i ~ i a l -  

I* the queatior secrns to have harctecod GVZX tlle years r Bt l e z s t ,  tl,r~zt 

f m i n d i c a t i  r, that it hac sl ,f tch,. .eL . Tlii: zu5s t i - t u t i o n  m~11.rnn~r . t  

~suened in 1979-80 was far 2 c - s ~  !:. ~ 1 ~ ~ 9  -ir?:r cf the 3 . S  .L, tbr. the wmi.,~;. - 
zt which the W o g e a n s  rnootd rl.ur i;,g -iCj72-; .I x ~ f  om Eiscussicns cvc; *. 

@ the merhng of dollL- bar. ' ~ C C Z T ? ~  fzr no= fomihble i ~ r  ~ . 3 0 4 i ~ ' >  

* *. e v ~ n  befom notWIthshnding the ~henonsnd ly  l ~ g e  e-c - : 

~ o l l a r  credit ,  by the 1T.S. dm2:ated cmmemial banks nn ;!xi;: t ; 

the i~kmning years. It ui&t be theref om quits wxxdie t.ic f :-, 

w tkrxt; much propre~6 c m  be made towzrds a substitutfcc? amzu@t.cz-, 

: rcquizs  the  maem m r - c y  coutrias, in ~ x t i c & i  the I'-S.f*-, 

g e e  t;u ary s o r t  of asset ~tettlenevlt obligation. 



I n  tlle chcut lstmces,  would it be worthwhile purcukg the 

substj . tut iun am=&r.lerit idea? In this coritext, it is inpor tan t  to 

bear in slind that, really m l y ,  a substitution a r r w n e n t  involves 

the crcation of i ~ l t u r n n t i o r n 1  croSit w i t h  a. viav t o  fucdtng the external 

o b l i m t i o n s  of the reserve currency countries. It io basically no 3iffer- 

ect than =scheduling o f  the extcriinl debt of a cou;itry, -The differe-we 

is that- the reserve culrency countrics k v e  cone to mali so that the size 

o f  their external ~ b l i p i i o c s  is of less corrccrn t o  then thm to those 

who hold t k s c  ob l iga t ions  s o  t h e i r  reserve, S o ,  w h y  should thc reserve 

currency countries a p c e  -to l i n i t  t h e  creation of their oh l iga t ions  in 

the future? It i.s the reserve accw~ulating countries which will first 

h v e  to a p e  mt to a c c ~ l a t e  further reserrves in the form of mticral 

curreripies. W s  they will be nom willing t o  do the nore they are att- 

c tod  t c  the alternztiva offerec? t o  then in the fom of SDRs or SDR deno- 

nina.ted c l a im ,  he f i n d  can do a lot in th i s  x e e r d  by making the holding 

of SBRs ard SDR hnouimtecl clains sufficiectly at tmc t ive  t o  hold in terns 

~f botk yield and usability. 't is not in the i ~ t e r e s t a  of the developing 

countries to keec the yield on SDRs Tow or to restrict the usability of 

F T G ~  the point oP view 3f promoting multilateral generation of 

a t e m t i o n a l .  liquidity it is i ~ p o r t a t  that my subst i tut ion m ~ n e n t  

must p r o ~ ~ i d e  f o r  adequate safeguds that the n a t i o ~ a l  reserve currsncies 

do not at  the $,axe tim expand and d-d t o  international liquidity. In 

other words, an effective and conprehensive asset  sc t t lez~ent  mst be 

agreed upon before a substitukion armqement. cores i n to  ef fec t  . 9' 



b(iii) SDR Allccation 

Not only hayo ths issues of SDRs been few in mounts wrd fm 

between but ,  as w s  noted earl ier ,  the a l l o c a t i o n  of SDRa on the baais 

3f quotas ia both inequitable and contmry to what any need-based c r i t e r k  

.rould ~ l u ~ s t .  The question of further  issues of SllRs cannot therefurn be 

Zimmed f r o m  the alloca-kion formula, If quotas m d n  the basizj f o r  allo- 

cation, no t  only w i l l  every SDR issue aggxavate the inequality i n  the d i s -  

tribution of multilaterally created liquidi* but alsc every such i ssue 

x i l l  hve  to be far larer to met a @ven eatiraated med for h - k e m t i n r ~ % l  

l i ~ u i d i Q  thac if a1 location i a  ne ed-based . 
The caae of the developim countries f o r  l i n k i x  the isaue of SDRr. 

dedevelopnent finance and allocating themfore the SIBS newly issued by 

the Fur2 t o  - h e  developing cour.trjes is primarily actuzted By the 0.b jective 

to rake SZlR dlo=%?',dn need-bssed. The Brandt ComSssion fully conceded 

tkds caee wkr_ it auggesfed that new SllRs should be a l l o c a t e d  t o  "countxias 

which are most - 'kely to e ~ e r l > r . c e  balance of p a y n e ~ t s  def ic i t s  and hi@ 

b s t i c  co&s ad juskmnt and Icrst  l ike ly  t o  be able t o  finance thn 

fmm altemat ive sources". Since t':.la~y developing countriee fit i n t o  

thse categories", the Gormissiori felt t h a t  tbre was. "therefom a s+rcnL? 

.:ue baaed on efficiency as w e l l  as equity f o r  a larger shcre of new ul-i- 

rprditional reserves to be distributed t o  the developing c m t r j e s  *ha?- 
propor t ional  

.r ahieved mmu& d l o c a t i o ~  
1 6 1  to the IW quota syste;nm.- 

Still, it has to be faced that a possible najor factor  ccnirv: ir-. 

\lo way of rare regular and laxmr iasues of W s  is the strow, j!t.mic- 

kxt atdemnd f o r  linking the SM1 issue to deve1opmen.E. To the extent this 

~ n l i d ,  the d e v e l ~ p h g  oauntriesl may have t o  show s o w  flexibility in 



this regard. This i ~ :  E C C ~ C C C S ~ O T :  they will be d i n g  t o  the mality 

of world po l i t i c s .  That KDFt al! ,cat ion mst be need-based camof and 

ou&t not to be given up. But w h e t h e r  a neea-bzsea allocation mst 

necessarily be in favour cf ccwtr iee  regardleas cf the i r  izmdiate 

balarae cf payments need, ox ir favour nf LLKI institution like the Furd 

i t s e l f ,  which can then di'sposa the  resources t h s  placed at its commmd 

according t o  ob jcctivc criteria, with ~ q h i m  ~ h t f  onship of nember* s 

accesls t o  quotas,.is sonething thz-I; the developing countries should be 

prepared t o  treat as m open quc~t ion .  

hlthou& the m - d  has, as indi c.t tea a'huve, 1-15 ed principally 

on quota subscriptions for the rresoumes ik requires to finance i ts 

type of papxents support,  it from time to tine, en-bred into m e -  

nents with the w ~ h e r  (=d even i~on-nenber) countries t o  b o r n  -t;empox,mily 

both f o r  spacial purposes as w c l l  as for supplencnting its general r e s o u r c e 9  

The earliest such ar  pgewni, crr t e~d  i c t o  in 1962, was, M stated earlier, 

the GAB, specially i Pisea for c x c ~ u a i v e  use by z, smll group of industrial 

countries ( 610 )  with a view t o  sxtsndin~: help to each other on soft terns 

and c o ~ d i t i o ~ ~  but under the Fillxlts auspices. The mxlld borrows Emn the 

participating countriea in certain specified proportions as a d  when it 

needs to extend assistance t o  any of theee very countxks. Most recently, 

it has been &cideC to enlarge the GAB f r o n  $7 .I  billion to $19 b i l l ion  

and to make its at3 resources available for conditional aasistancc t o  even 

non-participant cmtries, 

In 1974 and 1975, the entered into bornowing m e r e n t s  w i t h  

7 7 lender countries, includicg Switzerland (which .-hou& a mn-wnber also 



in .the O i l  Facility which whs ::~t . t ~  vtcriporarily t o  finance special 

low c o ~ d i t i o m l i t y  Fund credits to countries w i t h  lpqpenta Xf icu l t i e s  

ir, consequeme of the oil price rise. 

In 1979, a 2ifferent  facility under the nane, Supplcnentary 

Financing l?acilffyg was eskblisheii with bomwiw to the tune of $8.6 

billion fmrn ?4  lenders including Switzerlan&, This w s  in respoqsc t o  

tire second round of o i l  price incremes but the  Fund c r ~ d f  ts t o  be f i r inced 

rut of this f ac i l i t y  had t o  car ry  high cond i t iona l i ty ,  

ha the.resources raise& f o r  the Supplene~txxy Finrtnc- Facility 

came +a be comi t t ed ,  the Ibnd *negotiated another se t  of borrowing agree- 

rnts, The principal Sender this time ms Saudi Arabia  which undertook 

ts l e d  the Pfma upto $5 biflior; annually f o r  t h r e e  years starting w3th 

1981, b o t h e r  se t  of 18 coul l t~ ies  also undertook tr, lend the Fund a 

teCal. m o u n t  $7 -5 billion wer a two-year period.  The resources thus 

mised by the  lhnd we=- a.=,b: ~:qp:r sea tc f i~m.~!ce hi& c ondi t ional i fy  

~fs is tance to nember cou~txies under i t o  policy on edarged  accees * 

The outstanding bornowing of the gwld or, A p r i l  30, 1982 d d e d  up 

to $7.5 'billion which mxked out to 11 percent of the total value of 

FW quotas, Bowever, when tho mused credi t  lines mounting $16.5 

billion are added t o  outstanding borrowin&, the t o t a l  was equal to 34 

pnent; of quobn.  Since under the present guidelines f o r  Zbd bornwing 

the outstanding b o m i n g  plus urrused c r e d i t  firis msf not exceea the 

snge of 50 to 60 percent of quotas, the maxim anount the Fund might 

borrcw additionally as from May 1 , 1982 could not exceed $1 1 ,6 b i l l i o n ,  20/ 

bt, nore or leaa, equals the an-t by which the credi t  line to GAB has 



been raised. Of c w s e  , one has to nake note of the proviaion +,hat 

under the guidelines referred t o  above f'in respect of the GAB ei ther  

outstanding b o n o w i q  by the h d  under the GiiB or ens-half p f  the 

total, credit l ines  under the GI33 , whichever is the gmater :  has t o  be 

I, ZlJ 
t a k e n i n t o a c c o u ~ t .  Therefore, of the  enhancement of WAB by about 

$12 b i l l i o n  only half will count towards determining whether the ceiling 
of 

has been reached o r  not, so long as less than h a l f f ~ f ~  c red i t  line hs 

actually been uaed by the Fund. Also, w i t h  t h e  enhancement i n  quotas 

t o  $99 b i l l ion ,  l i k e l y  t o  cone into effect  towards the and of 1953, the 

ceiling on Fund borrowing should r i se  by $18 bi l l ion .  So the ocope for 

Fund borrowing is not so baC, Judging by the level of h d  quotss or  even 

by the level of outstanding Fund borrowing. Bowever, if one goes by the 

pace at which the t o t a l   drawing^ ?f the nelrrbor countries have been rising - 
from around $3.5 b i l l i o n  i n  1914 they have gone up to37.7 b i l l i o n  in 1982 3 
or by the escalation in the p w e n t s  def ic i t s  of the non-oil developing 

country, the group that alone hc , in recent yeara, reaorted t o  the Fund, 

the increased borrowing that the Fund cnn rely upon, within the fmework 

of i ts existing guidelines on the subject, t a  augnent i t s  resources will 

appear to be very modest indeed. 

There a x e ,  i n  addition, two basic questions w i t h  regard t o  Fund 

borrowing. One concerns the l inking of Fund bornowing to i t s  ~ U O ~ S  If, 

as has been asuged above, Fund quotas ought t o  be treated more like the 

equity of a banking company t h  as a yardstick t o  Fund borrowing, as at 

present, this practice cannot but  be considered as extremely res t r ic t ive ,  

The less the F w d  depends on quobs to provide it with i t s  major resources, 

and that is how it s h d d  be regardless of whether or  not the proposition 



put  forth la ter  in t h i s  p q e r  w:l Lh r c ~ a r d  to the re-distribution of 

tactas, the nore i.t w i l l  be necessary to zel,ax the l i r a i t e  o-rl 'Fund 

bor~hirig. As a first step, the nlinir3m inmeCiately necessary act ion 

called f o r  ia . to raise the ceiling on Fund bornowing to 1 percent 

e f  quoks to c o w  irkto effect by -the en3 cf 15fl3, However, as a nor- 

4f S s i c  refom, kt would be c?c?-(z&sa5le to tlelink Funs borrcw* dttogc- 

ther f r~i .1 q ~ h s  and instea2 relate it to factors  such as =ticipakd 

-nts inbdances, tke likely denan6 for Fund mppor' &and Fund's 

access tc other resources. 

(a) B o r r u w i w  fron Private T k r k ~ t  

The seccrirl question concerns the soumes the Fund ~hould be 

eUowc(1 t o  t a p  f o r  the purpose of i k s  borrowing. The M d  has so fw 

been rest r ic ted t o  borrowing from tho g~vcxmanks/nom tsry authorities, 

&, n n z  oor  BE, precluded from resort to the private mlcet. dlthou&, 

lately it Pisbs been conceded th?: thc possibility of Fun13 msorking to t h e  

privato rxht cannot d t o & h e r  be ruksd out, the doninant view pre- 

vented th i s  f ron  coning about. the sane tine, &~nonen,'zl expansion 

ha bacn allotred to take p b e ,  virihally unchechd, in the siw of the 

private ~ m k e t ,  me a g g c a ~ t a  of  bond issues plus net bank credit expanded 

frcn aoae $60 b i l l i o n  in 1970 to $85 bi l l ion  in 1972; themafter it expendgd 

to  wer& ,006 billion by the end of 1982, wZth both the national monetary 

authorit ies  ns -11 a3 the Fund acting as virfual spectatore, While the 

question of Instituting some fiyeter; of in termtiom1 sumreillanco whr 

this amket and the Fun2's role i n  exercising mch sunreill,znce is dea l t  

with Izter  in this paper, it ought to be said, Eight at thia stage, that 

ky .C!c'nying h n d  acceae t o  the private mrket not  only has the inter- 

ztioml comunidy foresworn tho use of a m j o r ,  proved inatrruncnt o f  



cen t r a l  banlrjng cnriLrnl , ncrm~lg  r,l,*n r,~nrknf; o - p ~ ~ l i u n q ,  at the 

inter!iatrioml plane but alsc it has left untapped a major source of 

finance f o r  the Fund's operatlans. Indeed, if the Fund had a =lati- 

vely greater accces to the private market it could possibly hzve res- 

ponded much nore effectively to the situation that energcd after the  

first a d  second  round^ of oil price  incmases, as a result of ilmem 

paycents surpluses on the cne hand m d  equally large def ic i t s  on the 

other .  A ~ s G ,  the  h n d f s  accesG t o  the r:inket woula have reduced i t s  

d c s l ~ u r i i l ~ n r ~  t r r l  (;uv(~ tFt 1 1  I ~ ; I  tl,: r r b ~ ,  4 i T+(; k o r  indimct, budget s u p p o h  which 

2s no t  always eaay, for even the nosL r;r-17 rneqning pn7itiral I p a r l c ~ . ~ h i ~  

at the  m t i o n a l  level , kn ~ x t o n r i  Ilor.rl~i~ze of domestic Irr1ilppl;n,7-;r rnnsi- 

demt ions  . 
(e) Activation of mld ~ t o c k  

The gold holdin@ of t h e  i 'und xre nnw wuc kh :hn.hou t $45 b? 1 l i.on. 

Various suggestions c re af loat  with regard t s the d i s p o s i t i o n  of thr:a* 

h o l d i w .  They f a l l  into broadly two  groups8 (1 ) suggystions f o r  the 

sale of &old and usins the prrct,_r?s nr ~jrc f i t s  only f o r  development 

finance 2nd (2) suggestions for "res t i tu t ionf t  t o  the mernber cc,untriee, 

While gold has f o m a l l y  been dezonitized in h e  sense that not ewn 

reserve currencies are cbliged t o  minta in  a gold value,  the fact renaia 

thzt the monetary authori t ies  still hold on f i m l y  Lo their monetay goU 

stocks, Bestitution would o n l y  nean tmnsfe r  of @Id. from the  Fund t o  

national no= tasy ~ u t h o r i t i e s .  T41e suggestions f o r  sale seen t o  be un- 

acceptable, although t h a t  seecis t o  be right course t o  adopt ,  regardless 

of how it is decider? t o  make use o f  t h e  s a l e  proceeds, If the proceeds 

cannot be used f o r  developrient finance, they could go to augmnt the 



pool of msourcea the  Eund cnrl nce fur extending p a p a n t s  support t o  

lenber countries. In thc: event that even t h i s  is not  acceptable, the 

b d  should th2n be able t o  use i ts  p l d  hold iws  as collateral t o  

borrow from the ~:.zmke t Of COUTSC the ques t i~n  of using gold as 

collateral azisas only if it is decidad t o  l c t  the h n d  borrow 

m the basis of its ried,  as proposed sbwe. 

Right from t he  start, z r.?ajor issue t o  sort out  in the negoti- 

ations leading t o  the Brc t tun  Woods s n m g e n e n t s  was about the spetry 

of  adjustment action by the countries in payr~ents surplus as w e l l  as 

defici t .  In the actual working of the old amangenents however not only 

~d the burden of ad justcent f a l l  nore er.d nom on the countries i n  

deficit but a lso  mong the countries in deficit a great divide eeergsd, 

This was the divide between the reserve creating fief icit countries 

(principa.1~ the U.S .A) and the n~n-mserre cmcting d e f i c i t  countries. 

Wle the fomer  cculd fimnce alnost any ar...ount of payments d e f i c i t  by 

the creation of its external I.O.Us, thc la t te r  had t o  look Laround f o r  

s c e s s a r y  finance. Eaturn-lly, therefore, the burden of zdJustaent fell 

a l ~ e s t  altogether on the latter. IIith the coUap3e of EretOon Woods 

&en, the former were rclensed of rthatever ~ b l i ~ t i o n s  they had uner- 

h k n  t o  ~mintain the exchange value o f  tkir %serve currencies and 

there has, as a resul t ,  bcsn a vir tua l ly  flooding o f  the world with 

reserve currencies. The relative p o s i t i o n  of the non-reaerve cresting 

deficit countries, on the othcr h d ,  can be said tc have suffered a 

s e t  bsck except that .t;hosc of this larm ~ T O U ?  of countries which, f o r  

various reasons, enjoyed access to the energing, fast expanding private 



capital market fox their payments finance were, temporarily at least, 

in a positicjn t o  cope satir;factc.-ily with their paynents def i c i ta  which 

s-ed nounting in conseqGeme of the dmstlc; deter iorat ion in +ems 

of trade following tho incroascs in oil prices. 

Since a loan by i t s  vexy =-Lure, once taken, mnt be serviced, 

that is mpaid with in teres t ,  it @CS without  naying t h a t  a countty 

incurring n loan mst take suitable steps to rrtake awe that it can 

service i ts debt according t o  scheZulo . The borrowing country has 

therefore to W e  appropr ia te  masures to make supe tkt 5% won't d e f d  

in the  emi icing of the debt it is incurring. Of course, it depends 

considerably on the terns am3 conditions at which a borrowing corn- 

can raise exterml f i n a c e  how mch l a t i h d e  it really has in the choice 

of masuree to be t&n in order to generate the required debt mrPicix 

capability. But there is absolutely no question that a counkry cannot 

p on incurring n-nts deficits, unless of course, if is a reserve 

currency country whose f .O ,Us ewe acceptable as reserve by the n s e m  

accumulating countries. 

2 
A l s o ,  as t he  Secretariat doouncnt prepared f o r  U N C ~ ~ J I  ' i d p o i n t s  

out, mch depends on the causes behird a country s merits deficit. Is 

it a &f kit that is expected t o  reverse i t n e l f  in short-+ dim tern? d- 
That d d  be the case whn a te~pomry downturn takes place in cmodi@ 

prices because of recension in the importing countries or when because of 

crop variations the ingo& bill gms up Dr when interest payments g up 

on debt contracted at variable in te rea t  rates,  Or is it a def ic i t  caused 

by an imvers ib le  drop in a c w n t r y q s  terns of t n d e ?  Or is it a conse- 

quence of the cozmtry's own donestic inflation? When a pay-ments deficit 



ir  the xssult of domestic denan.. cxycansion, a policy of disinflation, 

combined where necessary with exchange rate o.dJustmenta d e e i e e d  to 

loffset the rise +I domestic prices, can mmrate the necessary correction 

in the countryvs paynents posi- t i~n,  When a d e f i c i t  is the outcone of 

temporary, xevereible czunea, the appropr ia te  msponse is t o  finance such 

a deficit mther t h a  incur the costs associated with changng the level 

ef demand and output which would have t o  be =versed at a l a t e r  date. 

This indeed is the rationale behind thz facility tka h n d  already has, 

for several  years now, under the name, Compensatory Financing Facility 

(cFF). However, when a d e f i c i t  i a  caused by an Srrevereible factor, it 

cmaks a structunl inbalance calling f o r  an ad jusk~ent in the stmoture 

sf aupply, Such a structural adjustment can be bo th  costly and tine 

comuning. In order, for a eouriiry t a  apply the right remedies, it is 

necessary first h t o  have a c o m c t  diagnosis m d t  o f  the n a k ~  of its 

defici t  and then t o  ensure that the diagnosis is backed by finance in 

adeqwZe quat i t ies  m d  m e;>:r..:>ricl;c: tems and conditions. 

The recent escalation in tho pqments  def ic i t s  of the developing 

countries haw been the consequences of a shaxp drop in both their  terns 

of trade and finance. As the TMF i m u a l  Report 1982 notes, no- than 

two-thirds of the deterioration in the payments p o s i t i o n  o f  the non-oil 

developing countries f ron 1978 to. 1982 =s due to adverse nbvemnts in 

terns of trade nnd the rieing c o s t  of debt senricing accounted for the 

mjor part of *he reminim third. The latter m s  a clearly tenporary 

phenomnon. Also ,' EOLS p a ~ t  of the deterioration i n  tems of trade 

cawed by the cyo l ica l  downhm could be considere2 temporary. Both 

call f o r  adjustment action on the part of the developed countries In 



the fom of reflation of thei r  economies and lowering of internst 

rates whereas- the enduring co~p~.::crrt =presented by pemmnent  change^ 

fh terns of trade ea 11s for structurnl, supply adjusf;nent in the 

developing countries. T h ~ l  the  g r e s ~ n t  si tun-t ion c l ea r ly  calls for 

a aubsfantial zvaila.bility of bridang finance Lo t h e  hvelupiw 

countries on conditions which do not f o ~ e  then to take masums that 

nay inpose unnecessary sacrifices on then in the name of adjustzent 

action. In fack the IMP itself advised countries w i t h  payments pmblena 

arising in the wake of -the first round of 031 -prioe riae not t o  resort 

t o  adjustment action such as 'tdeflationary de& policies, &-port 

r e  stric;tions and general r e n o r t  t o  excham rate d e p ~ c i a t i o m "  because 

$'it would serve only t o  shift the p m n t s  problem from one oil inportily: 

c o d =  -to another and to damge world tmde and economic ac t iv i t yn .  &v 
It io only aftex the second 3COUI1EP of oil price rise +hat tW @IF mile 

the r;la j o r  change in it a stance a d  has strideatly been ca l l i ng  for 

atrong pol ic ies  of a g g e g a t e  bnmd re e traint and reslis  tic exchange 

mte adjustr?Rnf, on t h e  ground t 1 ~ t  since the papenfs def ic i t s  are 

structural =*ex than tmnsi tory they aze not wnable  to correction 

wer a per iod  of tine.a But the argument offered al together  

overZooks Wt the structmal cause of the recent paynents deficits 

has Little to do wfth'demnd expension. Therefom, adjusbent act ion 

ha8 to comentmte on the supply side, 

The Extended Fwd Facilty (EN?) is mant for the &nd +fi u f t ' e ~  

stzpport; for a kl t i -yeax  pmgrame t o  deal  with +h,> Ilia- 

. e.quilibria mo=ft'iw extensive chgr--- Jn the nenber ~QW~*V  e c o m e s ,  

j n o l - . ~ a r g  c-s j, ++ af profiuction. In practice, hwevcr, 

has been r ~ l f i e d  rmt by &el Buira, most of the so-oalled s t rmc tu r~1  



adjwtmr.t p r o m m a s  desiged. by ~ l%nd f o r  borntowing member 

ewntriee availin~ theinsclv~s o . th € F ?;l,ciLS ty, "r,rra.in essentially 

a chafn of c o m n t i o n z l  ilenrtnc: ir-~fint p r  -!~-mw built a x m d  the 

wual c e i l i w  an credit expanei~n, fiscal ileficit'etc. t o  which pd hoc 

masums of t=de 3Abernlisatiofi r"xd ~meUcticn incentives have been 

added to stirulata a supply x e s w n c e ~ . ~  Though the -bar of Fund 

suppo rted multi-yezr _smrgc"i:-.~c have increased relatively to one-year 

pm@armes, it ought d u o  to he noted th~L the difficulties uf mnber 

countries in neetiw the Fclnd gexfammce critesia k v e  3 . d  to a 

nunber of the pmmarms , partic1llnx1.y multi-8-m pmpames, being 

discontinued, In 798l d o ~ e ,  the value of c ~ c u l l a t i o n s  of pro- 

gmmmn added up to $2.7 billion wUch ms m= than thrice the t o t a l  

value of the camellations in the pmceding t b - y e a r  period. It 

would not be unfdr therefom t r _ l  lraiac dcubts sven at a e  p m t i o d  

level about t h e  e.pprogriato3isea of the oond,:ionalfty the Fund is 

oument ly  intent on bjps ing  r:j11 the borrowing nmber countries. 

Two aspects of F '  conditiomlity need urgently t o  be attended 

to. Pirstly, the content ~f t.. 3-ii. oonditionalify ?ex:- h a  to be 

d e l i r h d  f- the n i ~  of a countryts paynenta deficit. Instead., W 

conditionali+iy ~.\w:kage h~ t b  be designs& or: a wse by case basis 

depending upon the fmtoxs l e a 2 i n g t o  de t e~ iomt ion  in the p p n t s  

position of a country. To the e x t e ~ t  the b t e r i o m t i o n  113 tenporary 

and reversible,  it should be finmceii iri the -ex in which kmpomry 

shorffdls  in comodity export ezmings ax sought t o  be offset 

tb PLUnelw OFF. In fact, thcre is urger.t need to XBemIise this f a d  

=-- --=---I mspectr,. If b w i n g a  fmn this- fmi lit;y have 



t o  continue to be tied 5s quo+ z then S!:e pmscnt ceiling of 125 

percent on cumulative drawings w i l l ,  kum .ko 3 s  m. sea substantially 

to accomdate nuch k,ar&r use o f  this f x i 1 2 5  5 3  line, at  lea*, 

w i t h  the increane in 1ini  t 3 on c ~ e 4  5 t ' ' --a - -~h drawings from 1 50 percent 

t o  450 percent, As the  WKCTEiP d~::r-.?:I:,+, referred t o  above notes, while 

drawin@ equal t o  125 p?-er.t '0: q~~r,.':?, - otr7.d ilwc 53 !&c y e a s  1966-1970, 

financed on ovexall d e f i c i t  of n. "YF;;+,%C:.! itat9tre mziber country fo r  21 

months, they muld have cwemC deficit on avexage f o r  only  seven 

27 / 
months in the yeaxs, t976-1981 .-.I S k c e  the q-lotas thenselves zre leillg 

increased by roughly '50 percent by the end of 1983, in order t o  restore 

the relative position of the facility it, will he mcessasy to d r r e  its 

quota-related ceiling on drawings by a r b e r a  to 250 percent. In mder 

for the facf lit y to support ale' Jel.criomtior. In roynents for tenporaly 

or reversible causes other tlsan short.Calls if comodity export earning 

(an8 jncreaaes in the cost  of cem:l& i:..pcdn a p r p o s e  that *e  facility 

hag lately been allowed t a  ,m:: .,ui~e-f..' h!?: rl . r q . U . q  would have t o  be 

fixed even higher, 

Secondly, when it come -b &al* ~ & '  %he dehriomtion ~sult iry 

f ron more enduring faatom, c. C ~ ~ B X  fi;.rs%lnctbon mst be drawn between d e M  

and  upp ply adjustment required f c ~  're:Sd?:ing the p-nts posi t ion t o  baa, 

The Fundn 8 biaa in favour of Z3mrz1 ~.';llastaen* ,mtion needs severely to l& 

reetrained. hlao, to +he  extent n!dS..iz;J;~.e.2: acticn is ~ q u i r e d  on the supb 

side the Rand should be yrepareij. t: <:xt9rd a~.pport for  p r o p m e s  d e s l p l  

to met the situation in suffic5sn.'; azoxnt p33 for a period long enw@ Bd 

show resul'b~. For thia purpose e n ,  +he Rmd must not be resf rained, ss 

at pmsent, by a ceiling on Funa su>,od tied to quotm, In any oase,thu 



present ceilinp on ~ ~ n u d  m c  c i l t~uZ~~t ive  dmwinga of 750 perccnt 

and 450 percent of even m~iseii_ quotas, coaiw into effect a% %he 

end of 1983, m y  he i l l suff ic ient  t o  accomodate thc , ~ n u i n e  need for 

hr!d sup~ort fmn member countrieo when they face irreversible deteri- 

omtion i n  payments sosition. 

The higher ceilings on drawings, as n c o ~ l e n h e d ,   should not be 

difficult to ~ ~ c o m l o d a t s ,  once it ia agceed t o  allow the Fund. to 

su?pleman.t its rescurces both by the regxlar issw of SDRs for financing 

its own operations =%her than f o r  a l lmatfcn to m ~ b e r  countfies and by 

resort t o  the private capitgl nark@+ in addition t o  b o r c o w i n p  from Sovexn- 

writs or their ~ o r i e t a r y  authorities, on tho basis of need-based cr i te r ia ,  

Refem- ha# been r d e  above t o  the ~henonenal role the i n b ~  

nationel capital market l:m cor:~ t c  :;.:lzy in paments finanoing i~ recent 

years. As the TPTF Annual Repoxt 1982 puts it, *the rapid growth of 

private fnternaticnal lending has reflected not only an increase in f low 

betwen industrial countries but also growing xse of them rrlzxkets by 

9 developiw comtrLcs'i This started hapyenine: at R pzrticulazly xap5d 

race after the first round of o i l  grice incmsees in 1973-74. Indeed, 

r e c y c l w  of papents surpluses of t h e  oil emorb* countries to 

the o i l  inporting def ic i t  countries was dono primrily. through the inter- 

~ d i a t i o n  of the com~ercizl 'tradq. %!& role of the IMF a d  other nulti- 

la teral  arrrm@nents was only ~argiml in the financing of the paynents 

defici-h. Of the t o t d  net exterml b o r r o w 5 ~  of the non-ofl developing 



countries t o  thc7 ~ I R C  of $76 % i l l i o n  d w i n g  t h e  t h e e  years, 1974-1976, 

while a: mch as $36 b i l l i o n  (4'"/3) caie from prim t e  sources, the Fund's 

contribution (by way o f  various types of support including that from O i l  

~ a c i l i t ~ )  added up tl: a : r ~ r e  $6.1 b i l l i o n  (8gd). Dilring the  thme-year 

per iod ,  1979-1 981 , following the sec~nd round of o i l  price increases, 

while the net borrowing by the non-oil developing countries was as high 

as $790 b i l l i o n  a d  the contribution of the private sources was also 

higher at 60 percent, the Fund' s relative support was lower at 4 percent, 

Taking the whole dscade of 1970-1979, private f l o w s ,  other than direct  

foreign inveatmentt;, rose from less than 20 percent t o  nore than 40 perce~t  

of the paynents finance drawn upon by the non-oil developing countries; 

in the aame period the proportion of such finance covered by bilateral  

and multilateral official development assistance f e l l  f rom 60 percent t e  

40 percent.w There can be no a u b t  theref o re  of the increzsing depnlam 

of the developing cruntriee on the private cap i t a l  narket for papents  m~trt ,  

The new pa t te rn  of f f ~ m c i a l  flows, as the UNCTdD document r e f e r n i  

t o  above p o i n t s  out ,  b?<s lull i:. , ,r.tijnt; i3>lications f o r  the distribution af 

available f o r e i p  funds among developing co ta t r ies  and f o r  their  burden cf 

interest  cos ts .  Borrowing fma the international capit31 nmket has been 

not only large but a l s o  highly concentrated, the w i n  recipients  beinga 

limited nur'ner of countries w i t l ,  ~ l a t 9 v e I y  hi& levels of per capita: 

income .u Thus practically tht whole of Euro-cumenoy f inanoing raised 

by non-developing countries in 1978 and 1979 was accounted f o r  by countries 

with per capita i :d~ .(. LLLova $500. Indeed, in early 1980 lcwer-incone 

developing countries actually had deposits in the Euro-currency m a r k e t  of 

a value lager than loans they received fron the narket . 





one hamd and the c~ncerned b~mwring countries w i t h  a view p-b 

to =schedule debts =d debt se=icl%, Thm~-h the M d t e  owxl rzccess 

to rescumes is f i i t e d ,  it haz succeed06 in kmimerin;; aut case by 

case arrangements whemky crises have 'been successful.ly overcorn wd 

nuch feared collapse cf the ~ r i v a t e  capital cwlcet averted, But it 

has thrown doubtn a b ~ u t  t h o : f i M  role of the  c c m r c i d  b d s  in the 

f inancing of the ~ ~ e n t s  of even thone of the develophi;. countries 

which e@oyed access to so far. 

iis the Fund Mamglng Dirao to r  observed recantl#the degmo 

of eqosures of the coraercitll k m k s  coupled with the enerbvnce of debt 

servicbg Bifficclties in scverd of the larest debtor countxien h a t  

simultaneously in the l a t t e r  part  of 1902 have sharpened bankerst per- 

ception of ritsk in lending to the nan-oil developing countries, !hey 

n a ~ r  therefore be mch mre =strained in their future lending to these 

countr%es, The Rmd Hana&n,: Dimctor felt that while over t h e  this 

general maesea~~en-k by the c~:.:-lercid t d  should strengthen the syshu, 

it w f l l  be i n p o r k a t  to we that in the Wedfate future -3 5rdiscrinina.t~ 

or abrupt mtmncb-rxmt of b2nk lrsding is avoids9, If tk.t were t o  occur 

It would, he f e l t ,  force n d j u s t m ~ t  on Ceficit c m n t r i ~ s  cn a scale and 

in a ti- frar;ts that would be disruptive and IxmZrUl to creditom and 

debtors alike. Ris m s s a p  tlxmfcre for the inmediate fbture to the 

conmerical. banks was clearr it was i n  the i r  om interests not t o  push 

the borrowing countries t c  -the wall, Goint. by the m d ' s  experience in 

Wring out recent mscue ~ n s l n t s  f o r  the countries in troUt!le, 

if is evident .that the banks @t the mess&@ ria* and, have w e e d  not 

cir.1~ to mschedulo debts but also to lend afresh, althou* mch of the 



latter just  &out cover.: i ~ t e r e s t  pqments falling h e .  The banks 

copmit::ed these new alounts ir parallel with the &nd. 

The h d ' s  mcceso in kwxkirg out the rescue arxmgements, has 

encouraged it ta clam that ths present in te~r ,o . t icnal  f i m o i a l  system 

hea shown bcth I t s  r-esi1ienc-c and i t s  ada~tabi1i-t ;~.  Tho insti tutiom. 

conpr is ing  the systen, the Fund, the BIS, khe central hanks and the 

c m e r o i a l  Sanks,  remrked the Fund W n a g i r ~  Director, "hve  ehovm u 

capacity t o  handle c r i s i s  i n  f u l l  coop2rztion and in a quick, prap 

Three sets  o f  ques t iorrs arise i.n the above context. Firs t ly ,  

even aswxnlng thdt the f i n d  Mmn.,rSing mirector has riot spoken top soon, 

what is iuportant from the point  of view of -he countries 

in not  whether future c ~ i s  a f ,xed  by ind.iviauzr3 countries can effectively 

be net , on the bas is  cf the rsu ground broken in the relat ions beheen 

the various institutrons nerrt-oned above, but hether  in 

future conditions can be c m ~ t e d  under which such crisis situatfom have 

njnhm chance of m c m s r ~ &  r;irc- ba&s be as anenable to p ~ s s u r e  

and advice in non-crisie situations as in crisis situations? Nuat these 

banka continue t o  be alloved t o  ew-& in international financing opera- 

tions on -the scale XLI: j.n the mp-er of recent past withcut effect ive,  

ml t i l a t e r fd  con t ro l?  And if controls ase necessary, what role will 

INY play in the exercise o f  euch c o ~ t r o l ?  Adiiitionzlly, if the 0% jective 

f p  to expand international credi t  i r i  l im with t h e  xon-inflationary 

.requirements of world tra2eg the role of the corm;lercial banks will have 

t o  be kept within st;rict limits which a r e  effectively enforced. This 

is as important as c u r b i ~  the creatfon of n a t i o d  1 . 0 . U ~  f o r  use a ~ 1  



interr.ation?,l mservcs. Fimlly, it is equally &portant that 

rzcce'sa t3 nmket f iaance is me:, Itlsa unevenly provide8 to mrimrs 

countries in w e d  of payzents support than has been the case so far. 

To achieve these cbject;ivus, the find will. need to be given art e f fec t iT~  

say, sonethinc t h t  it now f a  ccnglctely denied, in the overseeingof the 

i n t e r r a t i c d  opesztfons cf the CO~S?.CTCIZP banks. Fund mnreS1lm 

w i l l  therefore rxeed t o  bc n e e  I.IOTC conprehensive so as t o  cover not 

only the Eseme creation >y nat ional  governnents but a lso  the inCer- 

national opsrzticns of *he comemid badcs in so far as they result In 

the genesation of international liguii!ity, 

Any scheme of IMP reforn w i l l  have to W e  note of +he poasi- 

b i l i t y  tbt at ma.onal and sub-regional levels, neuber o o u t r i e e  of 

.We Fund ray fallow the 1e2d of the European Nonet= System (ENS) and 

establish institutions with a view not only t c  ~tabilieing t h e i r  mrutual 

exchmgp rztes but also to reduciw tho variability af their exchaw 

mtas with cumtr ies outside the mgional. or submgiod amanpnents, 

While t h i s  is no place to $p i n to  the pros and cone of mgional a d  

sub-regional ammgenents between countries, particularly of countries 

the bulk of whose b z d e  ~4 be with countries mtside of t b  regicn m 

sub-region, the possibility of such arranppnent s emerging within the 

foreseeable f u k r e  cannot be ruled out, espeoially if effeotive steps 

are not taken at the global level  .to move towazds a qrsten of e x c w  

ratee whoas var iabi l i ty  can be &pt within certain acceptable U n i t s ,  



It v : i l l  Fuve t o  r e c c ~ i z e d  that whether c r  riot the European 

. .  Honetaqr Sys .ce~  I U ~ ,  ,L ;;A :*-= :-2e3 of its existence, fu l f i l l ed  

dl i;he high h q c z  and- i.r:~lect:y m e  f l c t  on it w h e y  Lf; was established, 

the systen has, a3 ", rece,r,t R?nd s tudy  b r i n ~  cut,  nct only worked 

q u i b  sn~othly in am ~perationa~ Beme which ir i b;:? :ti' i a  said t o  

be quite an achievcncnt, b ~ t  ?.Is6  voided mjcs excbI@ rate disrup- 

tions. At the beglnnicg, it 1c;zs feazed that under the sgsten needed 

exchange rata chmges 1::ight ~ i ~ i r  he  xnd~St&hi in tk?e or to the e x t a t  

r e d .  Achally , the a y s t a ~  proved \o be mch less r igid thm 

initially f e m d .  hnii s t i l l  excham& rate mriahility has possible 

t 3  bring down. Tn f o , c t ,  as the 3md st;udy referred t o  above &serves, 

# t h i s  s t a b i l i s h g  Mluencc  hm 13$=~Zd to QIEI exb2l lge rates of those 

European countries cuts ida  the ENS which have close economic and 

financial t i e s  tr: EY? p t i c i p m t s " .  36/ 

Anow the develoyisw countries the c3cperhnts with earlier 

paymnts unions hcwc not been as mwardix as originally bslieved, So 

it c u  certainly be argued <:mi; these countries rw not  be attracted t o  

the suggestions fox  f ic) l l f? . t~y ~ 1 3 1 i s .  I t f l i h  this ~,zgment cwmt easily 

be brushed aside, it has at the cane t i r ? . ~  xo be recognised thx2 since 

the payments strains on tlie developing cowt r i e s  are s i e i f  icanuy 

water than sver before tk-; be mch noxa receptive t o  ideas on 

effectim, pa;yr.cnts u:~ior. amaqpzents  than 3_n the pmt. h d  if the 

idea of payments union takes firer r o o t  in the changed circumstances 

of tv-dayt +here i~i every chmca ~ m t  the new papent3 union schems w i l l  

Incorporate ideas on mn?-ta?,rly coopemtion a~ well,  if f o r  no other reason 

than to stmngt5on t i e  a b i l i t y  of the asrangemnt to settle the p w e n t a  

between i t e  mnber countries, 



Of course, there is no question o f  the Fund disallowing %:ibex 

countries to f crn r e g i ~ n a l / ~ ~ o v >  payments-cun-ncne tary unions. Bct 

can it n o t  be mch norc positive in this r e ~ r d ?  Should it not actually 

promote the fom3 t ion  cf such unions so thzt the  concerned countries are 

enabled thereby not cnly to mke much ncre optimum use of t he i r  national 

gold as w e i l  as f o r e i w  exchange rcscrves t o  finmce t h e i r  collective 

payner,ts def ic i t s  but alnc to expand mtml trcde and economic cocperaticn' 

The nuch expanded role  fur the IKF enviaaged in the proposals mde 

above i~l pmdicated on a radiczl re-thinking i n  regard t o  the sharing ~f 

dec i s ion  making a o n g  the f i n d  nerrber countries. The present  axnnpzent,  

which gives t o  the indus t r ia l  countries c lose  t o  70 per  cerd of the vot& 

power and t o  one country ,  viz ,  , the U.S . A , ,  with over 20' per cent of th 

vo t ing  power, a virtual veto gver practically all the major Fund ~jo l icy  

decisions since they mst be carried by 85 per  cent r -~a jo r i ty ,  is extremely 

one-sided. It is an arran&%cient that the non-industrial participmts 

c,umot be happy about, even if the industrial countries had been less 

mindful of the i r  own individual and groug interests while partic . ipating 

in the Fund's decision rdcing. ~ h t d l y ,  the non-industrial countries 

have reason t o  complain that Fund decision d i n g  has been directed 

p r i nc ipa l l y  to promoting the interests and riiieting t h e  concerns o f  the 

industrial countries . Benefits, if any, f o r  the non-induetrial countries 

hzve fol lowed mainly as by pmducts. 



ha the D m a t  Comisa io r ,  perceived it, "the new intemtioml 

mktaxy systen should haw .a plmzlistic Sssia, in which no slngh 

political entf ty or s d l  a m p  of ont i t ie8  piays a ,p~dorruLnant role". 

The d o m i s ~ i o n  callei! f o r  a broad-based leadership t o  m@ the 

international nonetary systern and suges-ted, for that purpose, "clear, 

fafr and emlici t  rules f o r  managing the systen, r u l e s  which w i l l  

~ro tec t  t h e  i n t e r e s t s  of a l l  members of tb ~ y s t e n ,  including the 

wealsex onean. Such ru les ,  the comisaion fe l t ,  #mst ensure that 

th M d  is not wholly administered on the basis  of shamholdlngig. 

The comis~l ion  speoi f iml ly  asked that ''the par t ic ipa t ion  of the deve lop  

irag d r i e s  in the staffing, ~ana@nent and decision mking of the 

BlF should be enlargedtt.w It is wor thwhi le  noting in this context 

that under the while each o o u n t r y  waa bbliged t o  con%ribute 26 the 

-an Honelazy Coopmtive ]Fund (ECMF) 20 per cenk o f  its g d d  Ftna 

1611am m s e m  B , eo t h a t  their  contributions varied conaidembly , 
txm- rate chan@e we= to be a -matter of common &ofsion making 

rctquiring unanimity among EDiS participants. No cou~ntq, however b g e  

its contr ibut ion  to ECKF, enjoyed a d o b n t  p o a i t i o n  by virtue of i t a  

msem contribution. At3 ha.s been notea already in thfs paper, the 

-0th operation of SPY5 during the pasf four ye- of  it^ existence 

ke not suffered on this score, 

In order to broaden the base of F w d  decision making, it is 

*eoessasjr as a first step *to re-dloCate -quahs b e h e n  menbem countries 

ro as t o  improving the voting power of the developing countrPes. In this 

omtext, it in appropriate to mfer fo the  latest conmunique issmd. after 

tlle February 1983 meeting of the Imkrgommrrtal Group of 24 on 

n a t i o d  Monetary m a i m  (~24). The group emphasized '*tho uzgency of 



a cm~hensAve -&nation sf the rscmmic c r i k x i a  and the 

weight& to be attached to then in quota formrla w.o as to -fleet 

tht (Ithe quota s h t w  of the developing countries shoalC GO u2 45 

per cent". Tke group asked also fc:r a special adjuctmont in quotm 

cf small countries, Includiw n!:.:dL island econo~ioa , kzving re@ t o  

the i r  size, oTJennose axid l i ~ i t c d  access kc capital mrfcete  end their 

narrcw pr~au~t lve  and export baseff. 2l 

Rea1locati;on of quabe m d  therefore voting righfa &odd, it 

is f e l t ,  be less diffimf t to agme uFGn the less the Fund is dependent 

on quotas as the pr inc iqd  smme of its resources. In t h i s  context, . 

the refoms w s t e d  e d i e r  in the paper in re@ to the mgu3ar 

cmebtion of SaRs far m a t s  OWE use and the &dts access tu capital 

m x h t  a s a m  importance. 

Ccwludiw Observations 

Since the collapse of  the Bmttora Woods Systen in the early 

1 9 7 0 ~ ~  it haa not  been possible t o  w e e  upon a cocpmheneive substitute 

system. What has been in glace ever since is an cdhco arrangerneat 

combining decisions taken on vazious iasues as and when their consider 

ation could not be deferred any l o w r .  !bere fa a widespread recogd- 

tion now th* t h i s  ztdhocim~ ms-t give to a properly t h o w t  out 

financial systen for the mke of a mooth working of the world Wing 

system. This moognition is not confined tc only the develoging countries, 

though they insist that any n2w aransrm~t mat not o w ~ l c o k  their inbscb 



Whatever new system is thmght up, it w i l l  be in everyone I s  

internst if the systec mkee -a >f the existing institutional. -- 
rent t o  the ~i~~ extent. possible insteed r:T disaantlin~ alto&hex 

the existim i m t i t ~ l t i o n a  nnd buildirg everything from the scratch. It 

is in t h i s  s~ir i t  that this raper has G Q U @ ~  to of fe r  i&s on INF =form. 

¶he mjor proposals ni!e ia this pawr a m  

1. mjcr -form of the wcrM monetary system must, 

first mad fommst attend t o  the questicn of ~ n e r a t i n g  
mssms mdtila%edly; for this pm2oae, DW? ha8 to be 
made the fountainhead of i n t e r r t ~ t i o d  liquiaffyg 

2. though Fund quo-1;s should not  mnzain the principal source 

of finance for  the h f i ' s  operatima, it is a t i l l  neceseary 

to -wide for some regular, a h o s ' t  auBomtic expansion of 

quotas on the basis of w e d  objective criteria, such as 

expansion in world irqorks ant3 paymnte Mbdances; 

3. qu~tcs svbscriptic.*.c shculd be troated like the  eqoity 

cap5tal of a comercia1 bank and tk lkrd given pavers both 

t o  create its 1iab~li.ti~it.s cnd thewhy generate in temat iod  
liquidity dimot ly  and a l s o  to re@:ab m d  restrain the 

gmeration of suck l i q ~ i d i *  in other quartera3 

4. SDRs should be mde the center piece of i n 2 e m a t i o d  

Liquidiw: f u r  this pmpose it should be that 5Mls 

will be f s u d  m g ~ h l y  in sufficient w t i t i e a  in 

acconbnce w i t h  what the Brandt C m i a s i o n  refera t o  rn 
mnowinflaticmry Ze~and f o r  world liquidity". 

5 .  at the nem ti=, further gsneretion of liquidity thmugh 

national currencies a d  c o m r c i a l  bank lending will have 

t o  be severely curtailed; 



6.  the substitution account idea deserves t o  be pursued 

with vizuur b u t  r~r3 311, s t i - tu t  l on zxr~~rgerient should be 

egreed upon without the  reserve currer.cy cou~tries 

accep t ins  e f fec t ive  m a e t  ~ e t t 1 e r n ~ n - t  oblii-ptj .ono 5 f o r  

this t o  be achievct', it w i l l  bc necessery that E s o u m e  

accumul~ting countries should agree & t o  accumulate 

fu r the r  resemes in the f c r n  of nakional currencies; 

7. SDXs and. SDR rienon~insted claims sh~uld be mde suffi- 

c ien t ly  attractive in terns of y i e l d  as w e l l  as 

usub i l i t y  ; 

8. while the present system of aliocating SDRs i n  p r o p o r  

t i o n  t o  the quotas is both  inequitous ~ n d  inef f ic ien t ,  

the p u r s u i t  5y the developiw c o m t r i e a  of t k ~  idea of 

linking SDE issuss t c  develo~ment f inance need nct imp1 
to i n S C i t u t i h M  

country-wise a1loca;t;ion; ins tead SDPL a I l o c a t i o d e x t e d i n g  

need-based p-nts f i m c e  t o  member c'ountries should not 

be rule& ou t ;  

9. the quota-based l i c - i t s  on b ~ d  borrowing shuuld be removed 

alto&-ther; as ct firs-c s t e p  the cciling cf h d  bornowing 

should be raised t c  atleast  't 50 percent ~f quotas which axe 

t o  cone into e f f ec t  by the 2nd of 1983; 

10. the Rmd bcrrowing should be related to the  level. of anti- 

c i ~ a t e d  ~ z j m e n t s  imbalances, the  likely demand f o r  X n d  

support an< nx~d's access to ~ t h e r  resources auch as the 

uncomitted balances out  of usable quota subscriptions and 

s p e c i a l  facilities and SDR allocations in favour of the 

Xnd'  i t s e l f  as proposed in this paper; 

1 I . the Fund should n u t  be precluded f ran: resort  to capi tal  

market as and when necessary, and i t s  market borrowing 

ahould also be subject only to need-oriented crie ter ia ;  



12. the stock uf ~ W L  in bLna possession should bc sold 

and the proceeda al l{->ed to be wed,  ap a n i n h ,  by 

the E'und t o  augment its general resources g nleanwhile 

l e t  the E'und use its gold stock as c o l l a ~ e x d  f o r  

borrowing over .  and abcve wok-baaed lhit still 

mtdned on W d  bo-bwing; 

13. aznd c o n i l i k i o n a J i ~  ~lhould be linked to the causes of 

a crun.try9a paymats d e f i c i t  rather than to the size 

of *e  deficit; 

14, f o r  supporting countries when t h e i r  p-nts deficit 

is caueed by t e n p o w y  and reversible fac tors ,  the Fund 

should extend low-condifionalily finance on the Urns 

of the Compensatory Finmcirg Facility; for this m o s e  , 
t h i s  facility should be l ibemlised by raising the quota- 

based ceiljng on dr;tw*s t o  atleast 250 per cent aa U n s t  
the pmsent ceilinp: n , f .  125 wrcent; 

15. f o r  supporting propacmes meant to deal with mom enduring 

deterioration in pz-qments the M m a t  restrain its pre~lent 

bhcr in favour rjf cie ;.m? nd j?xs!mnt act-on in o w e e  *re 

t h e  Cleteriomtion f a  n o t  cauaed by d e m  e ~ a s i o n ;  

16. for tke purpose cf supporting b d  designed mgply adjust- 

mnt p r o ~ ~ s ,  the &ould be pzepsred to offer help 

in sufficient amount and for lorig enough period3 the pmaent 

c e i l i n ~  on annual and cumulative d r a w i n g s  of 150 per oent 

and 450 p r  cent ~ ~ p e c t i m l y  of even the =vised quotas, 

coning in to  effect by the end of 1383, may w e l l  prove to be 

Inadequate ; 

77. the  Fund should bo giver_ an effective aa;Y in the overseeing 

of the i n t e m a t i o d  operations of the conrmemial 3-8 

fox this purpose the Fund should have powers of comprehemive 



sumeillaslce wer d l  such activit ies of the commercial 

 bank^ that lead tg t he  gcnexation o f  international l iqu i -  

dity; 

18. tho Fuud shoulfl ~ncourcl,!g the fornation of paymnta-cm 

r:one'c,my urlions monc tho deve1c)ping count r ic  s :~t various 

re@or.al a d  s u b - ~ ~ @ . o ~ x i l  levels; 

19. fun& hcis icr .  makiw should be b m d  based, as a 

first s t e p  in that C r e c t i o n  quotas will hn,ve t o  be 

r~-al located sc 2s to in.prove the votiryg pcwer cf Zhe 

developiw countries g the (2-24 sugp s t ion  f o r  -allocating 

45 percenk cf quotes EXIIOW the developing countries appe#f~ 

t o  be eninently reascnablc, 
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