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"TUTERIM MEASUAES TN TWTERNATIONAL FINANCE AND DEVELOPMENT

I.5.Gulati

After the Jamalca Agreement in January 1976 to formally recog-
nize the breakdown of the old par value system and to ratify what
had already come into existence, namely the freedom to let the ex-
change rates vary largely in response to the market forces, the IMF's
R0-member Interim Committee's meeting towards the end of April 1977,
is said to be the most important. Three important proposals are
likely to come up for decision at this meeting. The most imporfant
proposal is to create a new fund or credit facility of 14 billicn
DRs (equivalent to some $ 16.6 billion) to assist nations, developed
and developing, with acute balance .of payments difficulties. The
Committee is also expected to consider proposals {a) to create additional
SDRs of the order of 3 billion and (b) to substantially expond the

guotas further.

What do these proposals add up to for the developing countries?
Even if these proposals do imply some gain for the developing cowntrics,
do they go far enough to meet the balance of payments difficulties these coun-
trigs are_likclybo .face in the forsecable fubure? To be able to answer
such questions, one rust keep in mind the background in wirdch the
Interim Committec 1s meeting this time — indeed a number of other
forums are also going to meet in the coming few months for discussion

of related mtters,



S, I shnll stort with the bockgrown!, Inter, I Licpe to shew
in this papor that the brlanec of poynents difficiillties faced by tho
developing countiics — the non-oil develeping countries to be noro
procisce = threaton to be gqiite large and serioug in the foresceable
futurc and unless an carncst attompt is modo te appreciate amd sclvo.
these difficultics, the Cfanger of the develeping countrics going alongz,
as in the past, with the presont proposals which promdse  sone, but
zrossly inadequate, geins is that their major preblems nightwell rovain
unttonded, In tils comcectlon,. it is nccessary to draw, as I have
done alroady, a distincticn betweon the oil-cxporting cowmtrics on the
ono hand and tho non-oil developing countrics on the otlhior to got a
ncasuro of the balance of payiients perspoctive which stares the latior
group of countrics in the face, Tho type of problens which tho oil ex-~
portinT devclopine countrics facce arc of a different genre, and wo shall
gpoak of then tec, but they are not in the noturce of difficultics ono

usually assecciates with the balance of payrents.

The mjor roferns wideh o doveloning countries as a whole,
including the oil-cxporting countricss, have seusht in tlhie intormatiomal
nonctary syston arc: (1) to _rc-ostablish a sygten of stablé exchanze
rates; (2) to 'internationalise! reserve croation and (3) to lot the
resource transfor involvel in rescerve ercation Lo choncled or linkad
to developrient, Let us soe what, if any, success have the doveloping

countrics achicoved in cuch of theso aroas.



Exchange Bate Systen

The principal achicvement of the Jamaica neeting of the Interin
Comittec in Januvary 1976, in this resard, was thot it gave formal
approval  to the gysten of fleating exchange rates which had
alrcady come into cexistence, and lad been operating for aslmost two years
after the complete broakdown of the par value systam in early 1973.

A varlety of exchange regimes had alrondy come te be adepted by diffsrent
comtrics or groups of countrics, On the onc hand, soms 30 developod
countries, accounting for some 70 or 75 per cent of the world trade,
allowed their currencies bo fleat (indenondently or jointly ) HGWuvpn
subjeet  to varying degrecss of management through official intcrventioné
On the other hand, the vast majority of the IMF membor cowmtries compri-
sing of developing countries overvhelringly tried to keep some sort ﬁf

a fixed link for their respeetive currencies. Bedng 1argoiy'oxporters
of primary commoditics which have traditionally oxpericonced wide fluctwm-
tiong in pricgs, cxport carnings of the ﬂcvolcniﬁg counfries hove bhoon
subjcet to considernble wicertainities., "The fact that now the 'mojor!
currcncics  chose ve float, limediatcely exposed thon toran additional
uncertainty.linked to tho wxchanze mte. This last wncertainty, the
devcloping countries squ-ht te reduce by keeping, all the same, a fixed

link fo¥ thoir own currchcics,

The importont point to noﬁe, in the present context, is that
in spitc of the fact that the develeping countries {and some dovoloped
countrics such as France) were all against a systen of floating exchange
rates, the Jampica Agreement not only ratified tlot system but nlso gave

the U.S,4,, the most ardent advetote now of floating, the veto right over



any decision at any future date to revert to a gystem of fixed exchange

rate system.

International Reserve Creation

The developing countries! espousal of a sgystem of fixed exchange
rates should not be construed to mean tlat the old par value systen
set up at the end of the World War II operated in any significant
measure to the advantage of this group of cowntries. The principal
beneficiaries of thic old system were really the developed countries,
But as the major benefit of the old system accrued through reserve crea-~
tion, it was distributed unevenly, indeed, rather regressively, cven
among the developed countries. Let me elaborate on it a little. Though
gold was then the ultimnte reserve asset, the day to day ligquidity
requirements of the international monetary system were supposed tc be
nmet by what Machlup chooses to refer to as, the cloakroém type of opoerm-
tions of the IMF.l/ In actunl practice, however, thesc cloakroon opero-
tions were found to be cxtremely inadequate., The resulf was that the
international monctary system had to mcet its liquidity requircments
out of the foreign linbilities of a few (indeed one) rescrve currency
countries. In fact, the system was largely provided with its reserves
by the Uhited States through fhe creation of dollar liabilitics abroad.
(See Teble I). The dollar liabilities were created by the U.S. Ey:either
running current account deficits in balance of payments or investments
abroad, cor some cormbination of the two types of transactions, one involv-
ing claim to current real transfers and the second imwvolving claim to real

transfers in the futuro.g/



What developing countries have been arguing for is that whate
ever the regime of cxuchange rate (though their own preference, as is
explained abeve, has been for stable exchange rates), its liquidity
requirenents should be met through such & system of multilateral
reserve crextion whercwwicr comtrics can dmw upon internaticnal reser-
ves on the basis of their needs and not on the basis of the ‘economic
strength they happen to enjoy. Indeed, the 1943 Keynes Plan cnvisag
the creation of depeslt liobilities by an intermational agency, to be
called Internatioral Clearing Thion ~(IGU. for short), with the purpose
of cxtending credit te countries in balance of payments deficits, These
internationally crcated deposits? aceording to this ﬁlan, were to be
accepted by the cowntries in balance of payments surplus as intemational
reserves, It toak the world (i.e. comprising of IMF merbers) quite
SOMe years,lhcwever, to appreciate the neced for intermationally created
TeSorvVes. Initialrattéﬁpts at expanding world liqﬁidity concentroted
on quotad increasc, = Then when it was agreed in 1969 that instead of
letting the U.S. - create international reserves through the expansion
of ite depesit licbilitics abroad, the IMF should be authorised to
create ¢ posits ‘of its cwn, agroment csuld be reaxched on the condi-
tion thet such denosits would be created in specified amounts ordy and
that the IMP will allocatc these deposits aneny its member cowntries
in the same properticng as their quetas with the F\md.aj Theso
deposits to be denominated in gold, like the dcllar as it then Wa s,
were.to be called 3pecial Drawing tights (SDRs, for short). They were
to be created to the tune of $9.5 billion for a 3-year period extending
fron 1970 to 1972.4?%%? principle of allocation dccor@ing to balance

of payments necds wes still not accepted. THewever, one must always



renembar in viewing thesc intemational agrecments that decision-
moking in the IMF has been, and still is, heavily weighted in fawour

of a small minority of develdped comtries.

But the decision to create SDBs . was token in less troubled
times. The world was still sfruggling to stay on the par value system,
with gold as its vltimcte anchor, It was hoped thot with the
creation of the SDRs, the role of the dollar as the international
reserve currency will be reduced. The question of the overhang of doller
liabilities held abroal, even as it thon stood, reised issucs which werc

hard to facc, harder still so tockle.

By the time, however, that the sanctioned figure of $9,5 billion
for the 8DRs was reaclhed towards the end of 1972, intermaticnal monc-
tary events had taken & turn quite different than could have becn anti-
cipated in T96S. Botweon ond~1969 and end-1972, the actual increase in
fereisn exchangd or currcncy reserves turned out to be seven times larger

than the SDRs created during the same peried. So, in quantitative

terms at least, the crontion of SDMs proved to be a virtual non-cvent.

Between 1973 and 1975, the fellowing three yoars, the increase in
th

world forcimm exchonge roserves was quite substantial; in terms oﬁ[ﬁoilars
which undoéwent two devuluctions before going completély off zold,

he increase in loveigm exchange reserves during this latter  trioanium
was even greater than betweon 1970 and 1972, 0f coursc, during this
tricnnium, occurredielod the sharp rise in the price of cil. The
inmportant point te note is thot before the quadrupling of oil prices in
Octeber 1973, the principal force that 1led to the cxpansion of dollar

A -
lisbilities abioad was the speculative pressure on deollar which threatened



to force the cxchonge rate of dollar below that which the surplus
countrics webre prepared to accept (4 drastic dollar devaluation ylg?
gr-vis the surplus coumtry cuwrraicies would make the latter's exports
less compotitivel So the greater the pressure on the dollar in the
exchange rarket, the larger the quantity of dollar sccurities these
surplus countrics hind tn come forward to hold. On the other hand,
after the oil-price~rise, the increase in deollar heldings ztroad
was a reflection of the dollar's.newly acquired strength, the strength
it acquired from the fact that the world's now principal croditors,
viz,, the oil exporting countries, particularly Saudi Arabia, Kuwait
and U,A,B,, were wanting to keep their swrplus eamings in the forn

of dollar holdings.é/

Still, at its Jamaica meeting in January 1976, wien the Intcrin

Committee decided to put its stamp of approval to the system of managed

3
floating and it decided to designate the SDE,instead cof gold, os the
principal reserve asset of the intermationnl monetary systom, it faijed
to ke any provigion whaitsoever for the creation of rescrves under
internationsl auepices, Indeed, it evon refused to allow any wepan-
sicn of the &, wiith o]l the rustrictive as well as regressive systen
of allocation awmong IMF nmember comtries., This refusal to expand the
SDRs was made knowing fuwlly well that since 1969, when the SDR creation
was first agreed upon, the currency reserves, indeed dollar rescrves,
had cxpanded phenomenally from $33 billion at the ond of 1969 to $165
billion at the cnd of 1975 a8 against $S.5 billion of SDRs croanted
during the samc pericd. (EFevalued in terms of the 16 currency basket

adopted in 1974, the dollar value of these SDRs at the end of 1975



would work out to $11.00 billion). As for the far more nossive problem
of the 20llar overhang in 1976, more massive than it was in 1969,

it remained swept uncer the carpet,

The plea of the doveloping countries in genernl, and the non-oil
IDCs din particular, that the failure to internationalise reserve
creation continued to cffoct transfor of real resources in a highly
regressive and inefficient mammer fell flat on the few developed coun-
trics in whom continue to be concert rated the vast bulle of the IMF

quotas and, therefore, its voting rights.
The Iink

The developing countries have been arsuing not cnly for inter-
nationalising reserve creation but also for linking such reserve cron-
tion with development assistence. This made sense in the light of the
fact that the developed countries, as a group, had been running a sizeable
current account surplus in balance of payments for years on end till
the quadrupling of oil prices in October 1973. So, given thé payments
arrangenents betweon the develoﬁcd comntries, as e.g., the General
Agreenent Lo Borrow (GAB) of the Group of Ten, the countrics in need

of balence of poyments assistance would be the developing covntrics.

This plea for the link had been strongly resisted (and, wnfortu-
nately, the Western acadewmic commumnity, barring a few oxceptions,
provided strong support te such opposition}z/ on two major grounds,

Onc is that notionmnl reserve crcation does not ctuse a large transfer
of resources to such cowntrics; they only perform o normzl banking role
for which they -got-pifd-in phedfesmm-ef neroel ™ interest chorges. It

ignores tint even o normal banking operction within an econony involves



transfer of resources from savers (some of whom may not be saving
voluntarily ) to spenders. At the intermational level, the banke rw ceuntries
aro 6180 the spander-cowntries, Indood, not only do real rosourcos got
transferred to a reserve creating country but at concessional rates

of interest, to the extent that jt is, in effect, able btoc borrow on

long term, indeed permpnently if the experience of post-World War IT
phenomencn of z continuing build vp of dollar liabilities abroad is taken

as an example, at rates of "interest which are quite low.

The second argument is tmt it is wrong and improper to mix up
development assigtance with balance of payments assistance because the
considerations going into the determination of the two are entirely
different., But this second argument is grossly misplaced. Once it is
conceded that there takes place transfer of resources in the process of
reserve cregtion then it carmot be denied #hat this transfer has been
so far benefitting o few rich countries, indeed only one, and that too
the richest of these countries. It is this aépcct of intemational

reserve creation thet the link secks drastically to correct.

sonotines
Sci. o wol, An additfonal argument/advenced ageinst the link is

that it will amount to an exercize in deficit financing on a globol

scale. It is not clear, however, how the link as such is more infla-
tionary than reserve creation by . a reserve currency country {e.g.USh),
which enables the latter to Tun balance of payments deficits. 4s an
UNCTAD document, pointse ,“more'generally, the problem of matching
total claims on resources with totsl supplies arises not merely in the
context of the lirnk but also in conmnecticn with-any building up of ruoolw-

&

ves that affects real economic activity,f®



Interestingly, the two countries widch have been moat unbending
in their opposition to the link are the United States and West Germany.
The reasons for their opposition are quite cbvious. The Unhited States
hag been the principtl, indeed only, beneficiary of the system of
reserve creation thnt hos provailed so far and Wost Germany, nrotably
the largest single helder of dollar liabilities cbroad, has been
accessory therdby to the most rogressive transfer of real resources
between countries, The W.st Germon support of the prevnlent systonm of
intermational roscdrve creation derives possibly from tie belicf that
the entirce edifice of post-World War II econowdce grewth in West

Germany rests on tlhe U.8, demand for its exports.

The upshot of all this has been that not only the demand for
the link but even the crcation of reserves under an intemational
auspices has so far béen virtinlly ignored, The Jarnican Agreement
too can be sald to ignore these guéstions altogether, unlcss onc
congiders the decision at that very meeting with regard to quota
increase from SDR 29 billicn to SDR 39 billion as on attempt to
inercasc world liquidity under intemational auspices. It wae asreed
also at thet very mcoeting that the nexct roview of quotas-should be
token up after three, instead of five years. While onc is on this
subject of the positive aspects of the  Jamiidon Arrecment, positive
from the point of thie developing countrics, cne should note clso tint
pursuont te the decisicn to replace gold by SDis as the denominater
of world currencies, it wns agrced - - that onc-sixth of the IM™s
zold holding will be aucticned in the free market and that thoe profifs

a
thareon will be used for balance of piyments assistance, a*;i neningl

ratc of intercst, to developing countries with per capite incone of



SDR 300 or less. The Trust Fund to be built wp for the purposc
was expected to collect thereby something like $500 million, which,
however, is small boer if onc remembers that the balance of pay-
ments deficit of the non-oil developing countries has been of the

order of over $30 billion a yiar recently.  (Sce Table IT).

Thus, as far as the developing countries arc concarned, the
unresolved issues of ‘intemational monetary reform remain to be more
or less what they were before the Jamaica Accord. The exchange
rate system is now quite volatile, At the same time, though monetary
authorities all over hold on to their gold stocks, now largely re-
valued at markct price, the main source of intemational reserves im
the dollar., The onc important change, however is that dollar liabe
lities abroad are now igsited not only by the U.S5. oftidcial agencies
but also by the U.3, commercial bonks operating outside. The latter
comprise most of what is commonly referred to as the Euro-dollar markot,
Inder the so=called new intermational monetary arrangemonts agreed upon
at Jamaica since currencics wre: no lonwer denominated in gold, it
followa that for its depeosit liabilities held abread, no obligation
on tho =art of the rescerve currrency country, to convert thesc depo-
gits into gold, attached to these depeosits now. If the gold
convertibility;bblication wnder the old system possibly acted as
some check on the reserve currency country when it created its depo-
sit oblisotions abroad, the now system has removed that check altomet:er
and repleced it by virtuelly none. Thus, not conly has the attempt
£o internationalise the creaticn of reserves failed uiserably, but
the regressive and inefficient systen of currency reserve creation

stands now more strrngsly entrenched than over before, 4As for the



link, which would have ensurcd an equitable distribution of the
rescurce transfor involved in intemational reserve creation, it is
alnost forgctien, lot oven the most severely apfoétcd developing
countries speck of it, pogssibly out of sheer disgust with the
marmer in which the international parleys are deminated by a fow

nost powerful nafions blinded by sheer seglf-interest.

II

- It is in the above bockgrownd that we cusht to appraise the
agénda of tho‘April 1977 neeting of the Interim Committee, particu-
larly if one views it from the peint of view of development. Tho
agcnda, it can.be noted straightaway, does not seek to raise any of
the fundanental issucs in internationsl finance thet cencern tiw
dévclopmont of the poor countries. The most chardtable interpioation
onc can put on the agenda, however, is dhat it secks te deal with
only interim measures, measures which con help during tie interval
thot the international community will take to sort out the fundn.-

nmental unresolved issues of international finance.

14 Billion SDI Fund

As‘was stated at the very outset, the most important iten on
the Interim Commd ttce's agenda thig time is the pr-posal to .suablish
iz 14 billion SDR Fund, The fund is to be made up of contributions
from the oil exporting and industrialised countrics, each group contri-
buting half. ILoans out of the fund will be available to all countrics,
developed as well as developing, on commercinl rate of interest, hut

-

for ¢urations leonger than the wswal IMF assistance. While such loans



will be rclated to the countries' noeds and not their IMF quotas,

the conditions attaching to these loans could be oven more severe

than those which the higher credit tranches of the DF carry.

The idea however, is that these conditicns will be set on a

country to counitry hasis, but it is not clear if the non-cil developing

countries, as a group, will get concessional terms.

It is relevant te recall that this proposal has been mooted
in the context of a growing concern, particularly cver the past one
year or so, cover the scalc at wirich the doveloping comntries had resor-
ted to borrowing in the Burp-dollar market with a view largely to
financing their balance of payments deficit. (Sce line 5 (b) of
Table II.) On. type of concern relates to the soundness of such
cormercial- banks! londing to developing countrics., It ig this sort
of concern that seemed to weigh with Arthur Bums, Chairman of the
U.S. Federal Reserve Bank. The other soct of concern relates to the
higher servicing burden which such borrowing carrics, The IMF 1976
Anmual Teport speaks of  '"the considerable relimnce on cormcreiul
bark financiny at hisher cost and shorter avernge maturity than the
tyne of erodit - cldafly fron national and internaticnal developmaont
agencies —- that nredominated in the finaneing of current account

deficit of non~oil developing countries prior to 1974”.2/

Arthur Burns made no secret of his desire tec see the Euro-
dollar markot reducing its lending to the developing cowntries -nd
suggested instead that the IMF should take over fram the private

barks the balancc of payments financing of these countries. Lvidently,



the present IMF proposal is U,S, inspired. More about the U.3S.
interest in, and adventage from, this propesal, we shall come to

presently.

The point, however, to emphasise first is that given the reali-
zation that the non-oil developing cowntries have been driven more' and
more to the Buro-dollar market for borrowing for shorter maturity at
nigher cost to finance their balance of payments deficit, the solution
that ought to have been WOrkgd out was tq allow the IMF to increasingly
create its own deposits which the non-oil_ deficit cowmtries will bhorrow
to pay up the countries in surplus, Instead, the IMF again is being
asked ‘to play the role of/i iloackroom in securing contributions fron
the comtries in surplus for lending to countries in deficit. The
ma jor departure that this proposal seems to make from the old quota rela-
ted role of the IMF is- that the contributions from surplus countries,
other than the U.S.A,, wili é.lso be made in the U.S. dollars so tiat
’r;he gain ffom reserve currency creation will still rest in the U.S.A.
To the extert, that ﬂ;is .suspicion is correct the pfoposal can only
i:;e de.scribed as an inrenious deviece whereby the U.S.A, will continue to
corner vl Zains of reserve currency creation, but without the Buropean
bm,nc!_w_es of the U.S. bayks having to ‘carry the risks attaching to
ler.ld:i_ng te the develpp:i.ng coxmtﬁes_._ In any case, the proposal 1s not
neant to provide additiona.i credj_t for balance . of payment financing
bﬁt to replace thé_ credit that fhe developing countries are already

drawing upon through the Buro-ollar market.



inother, but quite related, aspect of the proposed fund is alse
worthwhile bringing out. Though the principal beneficiary group ic ‘
identified as that of non-oil.developing . countries, the fund facili-
ties will be open to all, The experience with the eéarlier 0il Facility
suzrests, hovever, that in the actual disposition of the fund, the ﬁnja:l
beneficiaries ray twm out to be .. the deficit developed countries,
While of the total contributions “o the 0i1l Facility of 'SDR 6.9 billion
only 27% care from the industrialised countries (with the U.S. beins
conspicuously absent) and the rest of 73% camc fron the oil exporting
developing countrics, the share of the developing countries in the
borrowing out of this facility (referred to in the DM Report, 1976

8
as purchasas)_ worked out to only 3’7%.'/

3DR angd Quota Ixpansion

Before the Imtorim Cormdttee .meetillg; there are also tie proposals
to erecte additional SDRs to the tune of DR 3 billion and to make
what is referred to in some quarters as a hefty increase in quotas scon
thereafter, Of the three proposals on the a~senda of this meeting, those
two proposals appear to me to be of far greater significance, insplic of
their limitations that I shall go inte presently, than the proposal

for 14 billion SDR Fund. SDIi expansion as well as quota increases are

gtill moves in the dircction of internztional reserve croation.

Certainly, the unfreezing of SDR ercation should be wdlceme to
;ohe developing countries because at least its allocation pattem is
much less regressive than the prevaeiling systen of r,esafvo currency
(ir_lcluding Furo~dollar) c‘roation‘.‘ But the amount rentioned, DR 3

billion, is so smll, particularly after onc makes allowance for the



portion thereof which will acerue to the countries in balance of
payments surplus and et frozen in their hands, that the bulk of
international liquidity will continue to be gencrated through reserve

currency creation.

Tt is not quite clear what 'hofty! increase in quotas is actually
anvisaged but oven a doubling of the guotas from SDR 39 billion to 80
billion will incrcase the quotas of the non-oil developing ccuntries
by only SDR 6.5 billion and even that will represent the totél credit
they can draw upon through all the credit iranches, with very etiff
conditions applying 4o hipher tranches. This again has to be set agnid
the annual deficit in balance of payments that the non-oil developing
comtries have been ruming in recent years afﬁer the gquadrupling of

oil prices.

S0, all in all the agénda of the April meeting of the Interinm
Committee does not scen to add up to muich fren the point of vier of tha
nen-cil developing countries. However, if one leaves it at that,
the disparaging conclusion is unavoidable that the developing world has

rcached a decd end in matters of international finance, Hove thicy?
I

The world fimarcial commumity, as it is now constituted, will
take quite some time to accept the idea that Keynes mcoted in 1943
of providing for the creation of international rescrves under a twlti-
lateral auspices, It will take the world probably still lonzer, it

appears, to link such international reserve creation to development



assistance. In the circumstences, one has to lock around for what may

otherwise be regarded as.a 'second best'! sclution.

When one locks at the figures of recent years, the closeness of
the surpluses placed by the ¢il exporting countries in the Buro—dollar
market and the borrowings from that very market by the non-oil develop=-
ing countries camnot be nmissed. During 1974 and 1975, while the
official Euro-dollar holdings of the oil exporting couniries went up
by $24 billion, the amounts borrowed by non-oil developing countries
Pron foreign commercial barks added up to $15 billion. Thus, nearly
two=thirds of the oil countries' surpluses in the Euro-dollar market

were Tre-cycled to the non-cil developing countries.

Now, there is reason to believe that both the oil exporting
surplus and the non-cil deficit developing countries camnot bLe too
happy with the Buro-dollar market. It is well documented that the deve-
loping countries have to pay between 50 to 75% hi:hor marsins on their
borrowing form this market then the developed countries, But the oil
exporting countries camnot be very happy either because thoey face a
strongly nonopsondstic credit market which virtually dictates the terms

on wiidch it will berrow Tren thiese cowmtries.

In the circumstances, it is a moot question to ask: Couldn't-
this recycling of funds within the developing world be achieved under
its own @uspices, so that not only aré the terms of fj_nar-lce realisti-
cally adapted to the nceds and repaying abilities of the borrowing
countries bub also the oil oxpor‘tin.ag creditor countries have much sreater
say in the terms and disposition of their surpluses? The intermedintion

now by the Buro-dollar market secures neither. At the sane time, it



possibly 1 keeps out most of the poorer developing countires because

of the terms on whilch this market now lends,

s Couad one not think of a payments arrangement within the deve-
loping world in the above context? Tt will, no doubt, have to be concei-
ved of as an organiztion in which the surplus oil exporting countries
will have to be assured effective ~wmoice so that they can confidently
entrust it with a part, if not all, of their surpluses. Them can -
be n.o doubt that in evolving the above type of payments arrangement
the wholehearted participation of the oil exporting couniries is as
nacessary as the willingness on the part of the non-oil developing
comtdes to assure them that thelr surpluses will be as safely placed

here =5 anywhere else in the world.

Therw 1s no reason, also, why a payments arrangement comprising
of all the developing countries should be conceived of as a mere recy-
cling agency. That would show a very narrow vision. The payments
arrangement will have to be conceived of as an agency widich, apart from
recycling funds, would seek to promote mutual trade and Qther-economic
contacts as would foster their mutuval development. May be such an
agency will , in due course, be able to even create its own dnposits
wirewn vyill e accesplable not only among its own membersiip but alsoe out-
side. This could well mark the beginning of a genuinely intemational
systein of reserve ereation that has eluded the world so far. Let the deve-~
loping world rather poncentnte on concerted moves of t.is nature
than allow its.attention to be diverted te interim measures of

.
dubious value.
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UOTES 41D TEFERENCES

According to Mhchiup, "the sale of currencies of countries in
surplus, cut of tho Fuand's holddng agoinst currencies of cowne
tries in ceficit, with the obligotion of the countrizs to
'repurchase! their <owm eurroicices with convertible currancies
is only o lenGine snermiion desceribed in foncy torminolesy, T
Sec ', lachlup, cleroon Aade of Imbternationa] leserves:
Reserve Creation it lesource Transfer, in RN, Cocper, International
Pinance,  Penwudis: iodern Cl:s ies (1069).

Very interestin-ly, roiforring fo the large U.S.balance of payments
deficits din the Lote sixtics -nd early seventies, the londen Tines
hnd aptly observed: "In sun, Anerictns hove gonc on spending,
imrosting cnd scldicring abroad as if the nation weare still the
overwhielming cerneiiic power thnt it was immediately after World

War II', In werns of cur distincetion between two ways of ronemting
1inbilities abroad, !'seldiering abrocd' will fall under tihc cote-
gory of claoin to current real transfors and get reflected in the
balance of naymenis ol current account,

The result of Lidis system of SDI allocation had natumlly to be tlnu
iy large part of tncso unoa.mcd reserves (i.e, those nccruins to
the countrics in bzlence of poyments surplus) will never he used
in even a first round of spending’., (Poranthesis curs), Sco

F, Machlup, op,cit.

It is werthwiile cplainineg the process by widch the rise in the
reserves fof the il exgorbing countries led to o net increose in
world currency rescxrves. The process invelved (1) placenaut of
their surpluses by Sihe oll ammerting countrics in the Burs-currency
nrkct or the United Stuies, and (2) borrowins Crenm those rorkets
by the cil importin: deficlt countrics so tint it beenae possillde
for the rescrves prid oub by Lhe latter to he fully replonishad
tharcush berrowing, Thup, virtuelly, the (itire prewil of rosorves
of tioe curnlng oll amorting eomtrices coma fivn tho eration of
now dellar reccives. Soo IMP smoul ! Lepoxt, 1975,0.14.

Soc, v, MG Jcimsen, Thecereticol Problens of thy Tntorncitionnl
System, Pakiston ]'Z'ovcleprﬂ.rr Lrriow, (1967), Vol.7, vo.1-28, ropir-
duced in L,H.Coopar, sp.cit. pp.304-334.

Sce WNOTAD, SPO Croaticen and Devélopment Assgdstonce, repr-Juced in

United J.T..L‘t,lOl’lo, ibney, fMnanee and bBevelopnent: It poers ci Intomn ficmal
Monctary Refors, 1974,

Sce IM" inml Report, 1974, »n.22,

Thaose figures hove boen us T"l\\_,(..'_ out fromn Fble 1,12 and 1,10 in the

IMF Aol Nopeit, 19746, Wt are roferrod bo dn Gcse b 17\,0 By
horrowingg Tor il f[‘Cil_L'_.l wet oare really be cmbtribwiions wr Rle

various ccumberd o3 in uurp'tu_, ard wird ~re Teferrod wooas "nurcln._‘e“"
ropresent the ILT louading aut of the O0il 3§ Facilitsr.



Table I: In&ernation&l‘Beservesii1955 to 1976

(In billions of SDRs = US.§ wtil 1971)

1955 1960 1969 1972° 1975 1976

(1) Gold 35.0 37.7. 38.9 35.6 35.5 35.4
(2) Foreign Exchange 18.1 19.9 -33.0 95.9 137.8 151.6
(3) SDRs -~ - - 8.7 8.8 - 8.8
{4 ) Reserve positions
in IMF 1.9 3.6 6.7"_ 6.3 12.6  17.2 )
(5% Total | 55.0 61.2 78,7 146.5 194.7 212.9

——

Notes: 1, The figures are for year end, excepl for 1976
vhere the figures are for September end,

2.  Azainst the increase in foreign exchange reserves,
say Detween end 1969 and end 1975, has to be set |
the fact that during the same period official clains
on the U,8.4. increased by SDR 52.5 billion and
Buro-dollar holdings increased by SR 36.3 billion.
These two dollar liabilities together, it can be
secn, accounted for 85% of tho increase in forelgn
exchange reserves during this period..

Source: - IMF, Annual Deport, 1976 and International FFinancial
Statistics . ’



Table II: Bolance of Payments on Currents Account ,
1973 te 1976, of Major Country Groups
ond its Financing '

(In billions of “U,S8.8)

1973___ 1974 1975 1976, 1977

. g e )
(Prcjoctiona)

(1)« Mjor 0il exporters & &7 - 35 40 42

(2) Indlustrial—ComTtries 12 10. 14 -3 2
(3) Nonwoil frimary producing

.countries |
Ry developed 1 -1/ 14 ~10 10
R '_' :hb"'_“ de,‘velop;ng -']O _29 _37 ”32 _29

(5) Finance of non-oil
doroloping : countries

deficit fron borrowing 10 22 26 N.A.  I,A.
of which:

a, Official sources 5 g 13 T A, WA,
b, Private banks 4 7 G . A. H.A,

(i.e. Euro~dollar)

Source: IMF Annual Leport, 1976 and IMF Survey, April 18, 1977,
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