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COCPERATIVE MONETARY ACTION:
A FBA SUGGESTIONS FOR THE DEVELOPING GCOUNTTIES

I.S.Gulati

The major refcrms which the developing countries as a whole,
including the oil-wxporting cowmntries, have sought in the international
monetary system are: (1) to re-cstablish a system of stable exchange
rates; (2) to 'intemationalise! reserve creation; and (3) to link the
resource transfer involved in reserve creation to development. Let us
sce what, if any, success the developing countrics have achieved in

these arcas.
Exchange rate system

The system which currently obtains is of managed floating exchonge
rates, It came into cxistence aftor the breakdcwn of the par value
system carly in 1973 and has operated aver since. A variety of exchonse
regimes have come to be adopted by different countries or groups of
countries, On the one hand, some 30 developod countries, accountivg
for some 70 to 75 percent of the world trmde, have allowed their curs n-
cies to float, some independently, some jointly, subject, however, tc,
varying degrees of manngement through of ficial intervention. On o
other hand, the vast ngjority of developing countrics have tricd to
keep some sort of a fi#ed link for their respective currconeics, Boirs
largely exporters of primar& commoditius which heve troditionally

cxperienced wide fluctuations in prices, aport carmings of the dovelor-

ing countries have been subject to considerable uncertaintics. The



fact that now the 'major! cufrencies have chosen to float, has oxXposad
them to an additional wneerteinty, linked to the sxchange mte. This
last uncertainty, the developing countries have sought zenerally to
reduce by keeping, all the same, a fixed link for their cwn curroncies.
No doubt there was always the argunent that since wnder a floating
gxchange rate system the need for mﬂinﬁain;ng exchange reserves would b
considerably lower than wnder a system of fixed exchange rates, wwven tiac
devcloping countries stood to gain from the switch over to 2 Tregime of
flozting rates, This argument is no lenger valid in the light of the
actuzl experience over the past one decade or so. During this period,
net only have exchange ratces fluctunted violently and erraticzlly but
also the balance of payments deficits have mounted enormously. This
was particularly so of the developing countrigs. &s a result, the nced
far exchange rescrves has beoen greater than ever before, especially for

these couwntidies,
Intcmational roserve ereation

The developinz countries' espousal of a system of fixed exchange
rates shouid not however be construcd to mean that the par value systoem,
set up at the end of World War II, operated in any significant measure
to the advantage of the developing countries, The principa% beneficiarics
of thc par valuc systom were really the developed countries. “Hut, as
the mojor Lenafit of the old systom accrued through reserve creation, it
wag distributed.unevonly gUram  ANong thc'developed countries., Let me

glaborste on it o 1ittle. Though gold was then the uWltimate ressrve



agsol, the day-to-day ligquidity rcquircmants of the intermational monctory
system wore supposed to be met by what Machlup has chosen to refer to as
Cloakroocm type of oporations of the IMF, In actusl practice, hwwever,
these cloakroom opcrations were found to be extremely incdeguate. Thoe
resul:t was that the international menstary systom had to meet its liguidity
requirenents out of the foreign liabilities of a few (indeed one ) reserve
currency countrics. The systom was laregly providéd with its
reserves by the United States througﬁ the creation of dollar linbilitioes
abroad,  See Table 1. The dellar liabilities were created by the U.S.A.
by either runming current account deficifs in balance of payments or mak-
ing investnonts abroad cor through some combination of the two types of
transactions — one involving cl-im to current real trmnsfers and the

second involving claim to real transfers in the future.

Whet the deoveloping countries have been arguing for is that lot-
over the regime of exchange rate (Though their own preference, as is

explained above, has been for steble exchange rates), its liqui ity

]
[
[int

requirenents should be met through o system of multilaturnl reserve
tion under which countries can draw wpon the international reserves on
the basis of their needs and not on the basis of the cconoric straigth
they happen to enjoy. Indeed, the 1943 Kuynes' FPlan envisaged tio
creation of deposit liabilitics by an international agency, to bo coll .
Intermationsd Clearing Udon (I§U), with the purpese of oxtonding cer 'Ll
to countries in balance of paymenbs doficits. These internaticnslly
creatod depesits, according to this plan, were to be accentud Ty T

N

countrice in balance of paymonts surplus as internationndl resesves. I8

took the world (i.o., comprisir. IPFlnembers) quite Scme yanres, hotorss,



to appreciate the nced for interncticnally crected recerves, Initial
cttempts ot expanding world licquidity concentrited on quote incruases.
Inter, i.c., in 1965, when it was agreed that, instead of letting the
U.3.4. create intemational rescrves through the expansicn of its depo-
sit linabilities abroad, the IMF should be autherised to creatc doposits

of its own, this agrecment could be reached on the condition thot’ such
deposits would be created in specified amcunts only and tint the DT would
allocatc thesc doposits among its momber countrics in the same proportions
as their quotas with the Fund. Those depesits were to be denominated in
gold -—— 1ikc the doller as &t was thon —  and were te be called Speeind
.%mﬂgRQME(Q%,ﬁmﬂmﬁl‘ It wns agreed thot 9.5 billicn s
will be created over a pericd of three years, oxtending from 1570 to

1972 and allocated to rmorbeor countries according to thoir juotas in the
Fund. No further creation of SDRs could be agreed uwpon wntil 1¢74 when

it was agreed that a further 12 billion SDiis would be isoucd ov.r a throe-
yeof period, 1979 to 1687, The principloe of alloccatior accerdinz to

the balance of poymints needs could net be agresd upon dug te the stiff
opposition of thc $mall minority of tho doveloped countrics whe control

tie FPund decisicn making.

The firat decision to crente SDils wns token in less treubled times.
The worldd was still struggling to stay cn thce par valuc system, with ol
28 its ultimnte ancher. It was hoped that, with tho creoticn of the 20z,
the role of the dellar as the interastional rus‘_;ivc curr.ney weuld be
roduced though the gquestion of the overhang of dollar liablilitica held
abread, oven as it then steed, raiscd issucs which werc hard to face,
still to tackle. By tho tinme, however, Thot the sonctiloned £inrs of €

pillion was reachaed towards the ond of 1972, intsrnationnl monctory wwel

A7)



had tokien a turn quite differsnt than couid have been anticipnted in
166G, Botwoen cnd-166¢ nd ond-1$72, the actunl increase in forcign
exchanz or currency ressrves turned out to be seven times larger than
the SDhs created during the same period. So, in quantitotive terms ~%

least, the creation of SDis proved to be o virtual ncn~evant, already.

When, in Janunry 1€76, the Intorim Committee of the IMF decided to
pul its stomp of appreval to the Systeﬁ of managad floating, and decidad
alsc to designaﬁa ths SDI instoad of mold as the prineipal reserve assctrof
the international monctary system, it still.failed to mko any provision
whatsoover for the creation of reserves under intermaticonl auspices.
Indewd, it wven rofused toe ollow any expansion of the SDEs, with oll
thair rustrictive and regressive system of allocntion ameng the IMF membor
combrics, This rofusel te expand the SDils was made, knowing fully
well that, since 1969, when the SDR crention was first agreed upen, the
currancy rescrves, indecd dellar reserves, hnd cxpanded phenomennlly
from 03 billion at the end of 1569 to +165 billion ~t the end of 1975 «
as agoinat 9.5 billion of SDits creatid during the same period.
{(huvalued in terus of the Té-currency basket, adopted in 1974, the
dollinr voalue of these SDiis ot the énd of 1975 would come to about 11
billion); 4s for the far more massive problom of the delfar overhﬁng
in 1$76— nore massive than it was in 1969 -~ it remained swept undor

tho carpot.

The plea of the devaloping cowmtries in goncral, and the non-oil

2\

IDC' 3 in particular, thet the failure to intermotionnlisc roscrve crection
e e
continued to offect transfor of real ruscurcos in o highly Tegressive and



inufficient mormer £211 fiat on the fou developed countries in whom
continued to be concentrmited the vest bulk of the IMFP quotes nnd,

therofore, its voting rights.

The 1ink

The doveloping countrics hyve been arguing not only for interma-
tionclising reserve creation but also for linking such reserve creation
with devclopment assistance. This made sense in the 1i§ht of the fnct
tlat the dovcloped countries, as a group, had teen running o sizenble
current acecount suiplus in the bolance of payments for years on ond 1ill
the quadrupling of oil prices in October 1573, Alsc, given the paymons
arrangenonts worked out between the developed countrics, c.g., the
General Agrocment to Borrow (GAB) of the Group of Ten, the cowmtrics
really in need of balancoe of payments assistance would be the developin

countrics.

This plca for the link has been strongly resisted on two major s rcinds:
(Ifortunatily, the Westorn acedomic cormmity, barring o few sxcoptions,
has provided strong support to such opposition).  Onc is that the
national rescrve croation does not cause a lorge tronsfer of Tesources
to such countrics; they only perform a normel banking rcle for which
they probobly get paid in the form of interost charges. The arguaenty
ignores that cven a normal domestic barking opernition withinan econony
invelves tronsfer of resources from savers (some of whom my 1ot Lo Sove
ing veluntarily) to spenders. At the intemational level, the bankor-

comtrics are alse very ofton the spnder-countrics. Indeud, not only
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do ronl resources gobt transforrad g reserve-creating country but
they get‘so transferred at concessionsd rates of inturest, to such an
extent that the roscrve-crenting country is, in cffect, able to borrow
on long-turm, indcad perman.nt basis, at rates of intorest which are
usunlly quite low. Tho oxpericnce of nest-World dar iI phenonenen,

of 2 continuing build-up of <dcllar liskilitics abread, provides an ample

demonstration of whnt can happen on the above lines.

The sccond argument is that it is wrong and dmpreper to nix up
development assistarice with belance of paymunts.assistancé, bcqausu the
censiderations going inte the determination of the twe are untirely
differcnt. But this sccond argument is grossly misplaced, if not altoso-
ther dishonest. Onco it is concedod that there takes place transfor of
resources in the procuss of rescerve creation, thon it eannot bo derded
thot this transfor so far has beon benefitting o fow rich countrics —-
indeed only onc, and thot boo the riehost of tiese countries, It is
this rusource-trensfor aspoet of internstionsl rescrve creation that

the'link scokts drastically to corrsct.

Sometines, on additional ars umﬁnt advrncod agminst tihe link is
thit it will amount to an excrcise in deficit finnneing on o global senl.,
It is ﬁot clunt, however, how tho link as such 1s moroe inflation&r& A
roscrve croption by 2 rescrve currency country (.o.z, the U.8 ), which

- iy

cnables the lather to run large balonce of poyments deficits, As rn

UHCTAD document points cut: “%%rc senarally, the problow of ntoidns
totel claims on resources with tot-1 supplinvs arises not nmorcly in th

context of the link but alse in conncction with any bulldin] up of I'wi i-

ves that affocts rendl cconomy nctivity.®



Interestingly, the two countrics which have buen mest wnbonding
in thair opposition to the link are the Undted States ond Wost CGormony.,
The reasons for the U.S. cpnosition are quite obvious. The Undited
States has been the principal, if not only, boneficiary of the system
of rcscrve creation that has provailoed so far. latcly, hewover, West
Gormany too has been the beneficinry. Marks hoeld in the forcipn exclrn o
rescrves of varicus countriss arc nlrcady cstimated to excecd L20
billion. This figurc is no doubt, vcry'muéh lower than 5200 billion
with respect to dollor heldings but it is quite substantial'in itself.
At the same time, one must toke note that West Gemmany has buwn the
ﬂmg@;ﬂmﬂcmﬂMxofddelrﬁﬂﬁﬁwthmL Howover, the W.st
Gormzn sﬁpporb of the prevalent system of interntticnal roscrve crontion
derivos principally from (o) the bolief that the odifice of e st=borld
Wi~ II cconcmic growth iﬁiﬁbst Germany rests crucinily on the U.S.
demand for its wxports, andl(b) its strony suspiclon that o reserve‘
currency role for the Mark will subjuct the country te sudden cluinges
in ite short torm 1iabilitios held abread and will, as o rosull,
groatly coﬁplio:tu the oporation of its monctary policy. Also tiic
gxchangs rate of Mark night tiwn Cuviate frem its long term trond with
costly growth constroining conscguoncas.  Giwven the size of the U.S

cconomy, that country is much less concermod with thesc matters.

The uwpshot of 211 this has beon that, not only the dumnnd for
thc link, but cven the crenticn of rescrvos under intornaticnzl ausplc s

has so far been virtuelly ignored, unlcss onc considers the decisions

o]

with regard to the limited crontion of SDKEs and guota increnscs as an



atbaupt, howover limitoed, to increase world liquidity under intumntionzl
auspices. One might add here that whil. tho next roview of quotns is
Tikely te be mthor protractod amd lengthy, the prospect of further
crcation of Dhs ovor the next fow yorrs of hwoagon adimdnistimtion is

absclutcly blenk.

Thus, issuws in intermationnd monetary reform which. are of ceoncorn
te the dovu}oping countrics rcmaiﬁ ~2ltogether unrcesolved,  The exchrnge
-rate system is now quibe velatile, snd since the payments deficits of
the devdoping countrics have mounted enromcusly their nced of cxcﬁmnge
roscrves is very much greater than before. At the same time, though
nonctory rutheritivs 71l over held on te thoir geld stocks, now largely
rovolued ot market price, the main source of internaticnal reserves remnins
tc be thu.dnllar. The one impertant chenge, however, is that dollor lia-
bilities abrond ~re now issued not only by the U.S5. official agencies

.

but clso by the U,8. camcrelnl bonks opcrnting outside., The Intter com-

prise mest of whet is Cdmmoﬁiy reforred to.as the Buro-dellar market.
Sinco currencics are ne lenger denominated dn zold, it follows that for
its depesit lickilitics ?;1& abrend there is no cblication on the part
¢f the roscrve surrwvocy commtry te corwert thoem inte geld.  The gold
convertibility obligrtion under the old syston possibly actud os sone
chock on the rescrve curvoncy country when it created its doposit obligoa-
ticns nbread, The new systanm has roemeved thet check nltogether and
ropinced it by virtwlly nonc. The recont ~btompt on the part of the
&ﬂmpmncmrmﬁjs,cqxchlﬁrMthmmmw,tormdmﬁﬂw substituticn
account idee come to nothing, largely [ foel, becausc of the 0.5 wrwi-
1linsness to accopt any-li@itﬂﬂion whrtsocuver en its right to crante
dellar linbilitdics abresd. Thus, not enly hos th. attespt to intormntio-

nilisc the creation of reserves failed wiscmlly, bub the rogressive nd
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inefficiont systun of  curroney ruserves cruntion stnds now mero stren-ly
wntronchod thon cver bufors,  As fer ths 1link, which weuld hrve unsurd
equitable distribution of the roscurce trnsfer invelved in internotion-1
resurve cr.ttion, it can almest Lo forgitten, becouse the prospoct now

scams te bo of = frocze on beth 8DR creation 2nd IMF quots increases.

The exporience of the Goveleping countries cver the pust 13-14 v - re,
in daliberatiens on intumoticnal nmenctary roform in the vricus form
previded by the Intornational Menctary Fund, should have provided ~mpl.
denonstraticn that the way the Fund is censtituted ot prescnt, it is vie-
tually dmpossible te got any docision threvgh if it-cven romotoly ~flocis
the intorcsts of the industrinliscd countrics in genernl end thoe TUS.A,
in particulér. The votes of the industrialiscd countrics ~dd up te over
62 poereent ~nd of this the U.S. vetes alone account frr 21 por cont,
Since ne major decigicn can be tokon without the backing of 2t 1.-st (5%
of the total vetes, the U,8.4 s in o position to wercisce o vote @n

~11 such dceisions.

It appucrs, therefere, that the werld financial camunity,

will takc quite seme time to accapt the iden, that
Keynes mooted in 1943, of previding fer the crcation of intermaticnnl
rescrves under multiloteral auspices in ameunts that are adequateo to
the requirements of the oxchonge mte systom fhat is gunerally acceptud os
thee bust suit.d to the werld ceememy. It will toko the world prebably
58111 longer to ~gree to link such internaticnel rescrve crcaﬁicn to dove
lopment. In the circuwstonces, cno has to scarch for what may othorwiso

be romarded =8 'sueond bust' scluticns.
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I heve tve major prepesitions to moke in this contoxt.  Ono susge-
sts a séarch for ccllective paymonts arrangemonts within tho “wvilosing

world with the sctive assceinticn of the surplus il oxocrbins oo untioi. o

ond the ether stggests the deployesent of the axchrrie rescrves, includin
holdings of nonetary gcld, of th. non-cil devaleping countri s t- build
up rescrves of cemmeditics which ar. beth stockable and of mojor int.orest

to the developing countrics ithoer ns oxpert onrncrs or o8 oss ntdal

imperts., I shall clabernts mn these suggestions ono by one.

Mutunl payuonts arrongaachts

Whon enc lcoks at the figurcs of reeunt yoars (sce Tobl. 2), tho
closeness of thu surpluscs placed by the cil-cxperting o wibrios in tho
Burogdcellar market nnd the borrawings frem that very markot by ihe non-
0il develepins countrics cannet boe missced, Durdns the poricd 1¢74 4o 1607

' of
whils the efficinl Ehrr-c‘-.‘c 12ar placements/ thy il xprvting o untrd =
went up by $136 billion,the amcunts berrowed by nen-cil 2oveloping erws oo
frem private financial instituticns inciwiing firal:n co.wcieisnl brnks
added up - te 120 billion. Thus proctically ali & the <11 o wetrics!
surpluscs placod in the Bure sdcdlar norkot cver o soven-yoar puricd con

_ boen
bo said to havelroeyeled to the nen-cil devddoping countrics.

- New, there ids reocson toe bdliove that both the cileexpe stins surolus
and the non-cil feficlt toval ping countrics cannct bo b hapy with
the way tne Burc-dollar nark:t functicns. It is woll docwanted that
the non-¢il develeping countrizs hove to ooy botwouwn 50 1o 70 orcant

Fa

hizhoer margins cn their berrowing from this anxli ot than the ¢ vilopad



counﬂriés; 4lso,, the naturities - fdr'boﬁmbrcial,lépdin@.ﬁgiﬁh@,Qeve;gpv
ing Cnuntrlcs have been much smL11ﬁ§’“[@héWWETI@:EanISffégﬁﬁasﬁ-for_the

19808 is that they w111 face o g toarher tcrms hercafter. But thg ‘i
' 4 B £ .' r :
bllheXportlng countrlcs cannot bo very.ha Dy cither, ecause'they”ThCé

2 tIonﬂly'nonoosonlstlc crcdlt market whlcn,v1rtually dlctrtos the tems
on whieh it will bgprow.from thgsq COuﬂt?ies._ It must bo ono of thelr
méﬂofﬂéoﬁcerns that thedir SuyﬁiﬁéffﬂmiS”Sh@&hifyiéiifthég;a ﬁnximum possibl

repd-rabesof return and be at. the same time safe and readily realisable.

e

| In these- clrcurstanoeo, thw qurstlom 2% Qurhm to bo\aﬁdrpsslnr is:
Cmﬂwﬂtrmijyoffwﬁswﬂﬁniﬂmdwmhmn@bmﬂgbea@ﬁmmdgﬁmﬁ
its own auvspices? Than, nqt only can the terms of finonce be realistically
ndapted to the needs and rep;ying abiiities of the borrowing countries
but also the oil-exporting creﬁitor counfries ﬁan‘hé &ivéh an impertant
role not only in the le&Blon of the terms cf thoir ﬂcp651ts but 2lso in

thedr diSpOSitiOn.- The intermediation new Ly the Buro-dollar mrket

-

sccures nelther. Worse, it keeps ocub mest of tho poorar develeping courn-

tries, whatover be the terms on which this morkoet now 1onds

We must, T foel, think of evelving o mutuel payments arrangsnent/s
within the duveloplnf worlI in whiclhh tho surplus oil-vxporting countricc
ard o ssurﬁd of on bffoct1Vr v0109 30 th;t Lhey can cunflduntly entrust
it with a good port, 1f not 211, of thoir surpluSOS. .Thcro gan be ne
doubt that in svclving tho abcvo type of poyments arrangoment/s the wicl -
henrtad participotion of thc oil-exporﬁing caﬁntries is as n%gcs&tzf:
the willingnoés on the pﬁrt Sf the non-oil develcping‘ccuntriZE to assu v
them that their surplusos Uill be as séfoly'placad with then and in oz

liquid 2 form as enywhoTe oise in the werld.
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There is no reason also why a nayments arxanr;‘en;ent thiat -Com-prises
all the developing countries, should be concaived of as o e Te recyclin.:
agency. ' That would show o very nal'Tov vision. The payments arrangement
will have te be conceived of as an agency which, apart from regycling
fumds; would seek te promote mu£ua1 trade and other economic centracts

as would foster thecir muiualrdBVelopment. thy be such an zgency, in dus
course will be able to create sven its own deposifs which will be accept-
able not only among its ovm membership but also cutside. In this context,
it should bhe of interest that the Buropean Monstary System envisages
depoaits creation. IThis could well mark'the.begiﬂning of a gemunely
intemational system.of reberve creation that has gluded the world so fa-.

To start with, however, the sightswould have to be sst ruch less

ambitiously.

Financing commodiby reserves fund

The non-oil exporting developing countrizs topether possess
foreign exhenage reserves clese to $75 billion., By holding: these reserves
‘these countries are placing theﬁ ~t the disposal of the richer countrics,
instead of using their reeources for mesting their cwn urgent developmesnt
and other requirements. This type of retrograde transfor is, of course,
the outcome of the werld nonetary system that the developed countriss
have succeeded in imposing upen the world. - However, there is no renson
why the non-oil developing countries must acquiesce in these ariwn ements
to the extont of allowing rescurce-transfer from themsloves to the rich
resglve-creating countries, Al the same, the acdﬁmulation of foreim
exchangs rescrves, at the level they are currently held, offers tlw non-

cil devcleping countries an oppeortunity to attend,on their own,to tho
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urgent metter of strongtherdng their position in the international cuonno-

dity markets and to stabilize their expert earmings.

I suggest, therefore, that the non-oil-experting developing

countrics shouwld urgently consider:

1. esteblishing immediately an integrated cormodities fund with
a subseribad capital of $10 billion to comprehend (i) & $5 billion
Common Pund, and (ii) e %5 billion Facility for Stabilizing Export

Farnings;

2. raising ameng themsclves the entire subscribed capital of
$10 pillion, but lcaving rcom for the surplus oil oxporting cowntries,
as well as the developed countries, to join in laster and pay up tholr

respective sharcs of the subscribed capital;

3, allocating the shares in such a manner that the non-oil
develcping countries commnd at locast 51 percent of the voting richts

in the proposcd fund;

4. offering nccessary gévernment gurantess to rnise additional
%10 billicn, as and whon required, in loans from surplus oil oxporting

countrics and thoe international capital mrket;

5. proceading to cstablish separatc intemational commedity
agreencnts, on the bosis of consensus enong preducer countrios alene, if

neeessary, within one year; and

6. ostablishing necessary orgmnizetional moachinery,laying dewn

ryles and procodures for its functiconing.
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To ismlement the above supgestions, it is nccesscry bhot thoso non-
oil deoveloping countries that have aceunulated sizeable fored m owchonse
regerves are propared, tenperarily theush, te subscriberto the capital in
oxcess of their duc snmare. This excess subscription sh-uld be Linked
direetly tc the mtio of the nccumulatod monctary reserves of a country
to dts imports, say, the average of the p,lf:_st throo yoars, and be payable
only by coun'!:rics holdiny reserves in cxcess of the all-world aver.ge.

Tt will be useful if, ot the same time, theso countrics with oxcess accu-
milations zaorec te wwerwrite additional leans., Those loans will becomo
nocessary to guard apoinst any possible attempt, dircet or jﬂdirect,.on
the part of the developud countries te obstruct the raising of the reguirsd
amount ir the internationnl capital market, Cclloectively, . the non-nil
axporting countrics may thus have bo warmark o meodmuws of 520 billicn

than excluding gold
(i.c., lesg/a third of their present foreign exchange heldings) to in La..at

the above sugsestions.

DL

I would suggest also that the nen-oil developin; countrics should,
at the same time, amnounce thoir intention te reploco, to the nasdmuan,
the balance of thar axchange resoives, including sceld held by thom in
menetary reserves with commodity steckpiles, ob country leval, in o coorli-
nated mormer.  Those individunl commedity steclpiles moy also ¢over
‘(1) corﬁlmeditic;s which, though stockablo ,' do not putb ecvered by int -
tional commedity ngrecments (c.g., thore are commeditios suwwh as oo
and camlamem, of Signj_ficlant expert intorest to Indin, wlbceh doe net fiars
in the UNCTAD lj_st), and (ii) commoditics =nd manufocturcd roods whici,
though largaly imperted {c.., foodgrains and fortilizors )nre of cruclel

importance to thoir cconemies, individually as well as colluctively.

Several oil exporting countries are alsc severely depandent on

imports of foodgraing and essential industrial inputs. These countries
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might focl inclined to support v prosrenng of commedity stocking ot
noticnal as well as inbemntional Levols if the list of commnditics
is so drawn as to take ecars of the intercsts of thuse coumtrics as

woll,

Te the extoent th-t the non-cil doveleping countrics tlhus roplocoe
thdir fcrgign crehange heldings by comc’ity stecks, thsy will nc lenger
incur the risks of the decline in repl valuc assceinted with helding
ligquid liabilitive of 2 roserve currcncy country. On the ¢ thor hand,
the comdity prices should th&n,improve, cver the long run at Qeast,

At the same tim., there necd bo no greet fonr that commodity resorves
are less liquid than currency rescrves, since internationnl berrcwing

cpninst the scecurity of commedity stocks is by now very well ost=blished,

Ceneluding Obgermtions

The propesals outlined cbove call for action on thoe part cf tho
developing cowtrics, individuelly, resdcnally and ccllectivaly.
To the axtont thoy can be successfully implomented, the present intor-
nxticnal mengtary scone will bo pessible te rid of ite mest robtrogrode

nnd cbjocticnable aspects. Morecover, not only the non-cil devel:-ping

countrics will have attonlod e the scericus problem of stabiliszing
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thalr eommedity prices and incomes, which has becn eluding ssluticn for
s¢ long but clsc the ¢il oxporting countrice can cngurce themsclv.s thore-
by of inmports of commeditiocs of mnjor interast to them ot stable orices,
Theo developing werld cammet go on waiting for o werld troding sysnom
which cnsurcs thom cquitable torms for their experts and isperts. HNer,
of ccurse, can they wait fer over fora werld menetery systom in which

the goins from roscrve gonerotion are cquitably distribut.d.

Both my prepesals arc however erucially predicated wn o gcrt o f
coming togetior of tho dovaleping coumbtriocs, incluling tie c¢il-uxis hing
comtrics, for forging a nenctory ‘nmnagcmcnt f their cwn, with thoe wmler-
pinnings providoed by the errmedity steckpilos finonced cut of thoir cwn

funds.
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Tablie 1

(a) Total Imternationnl Eesarves. 1555 +o 1630

. (1)

(In billions of SDis)
1655 1960 1969 1972 1975 1976 1994
cona (20 35.0 37.7 38.9 35.6 35.5° 35.4  32.8
Foreign Exchange 13,1 16,9 33.0 95.9 137.3 160.2 293.0
SDRS - - - S.7 2 807 1.
Beserve Position in IMF 1.9 3.6 6.7 6.3 12.6  17.7 16,4
Total 55.0 61.2 78.6 146.5 1G4L.7 222.0 354.4

e P e A e e e e e

(b) Distribution of Gold and Fxchange-ineserves, 1974 to 1650

(In

2211

40

billieon SDis)

S e il s e e S i . P W el o bt

1975 icao
32.5 32.3
1.3 1.4
3.6 3.7
246,00  2%3.0
51,0 67,2
5 5.1

1674 1575 1976 177
I. Gold
i) 411 counlries 35.6 35.6 35,4 35.5
ii) 0iz Exporting 12 1.2 1.3 1.2
countries ) * ' K
iii) Non-oil developing R |
covntries 3.8 3.8 3.5 3.4
II. Fereisn Exchange
lieserves
i) 41 countries 126.5 137.3 160.3 200.3
ii) 0i1 Eporting
countries 34.9 4R.4 0 49.1 55.2
iii) Fon-oil developing
countries 25.7 25.3 36.2 43.9

Hotes: (1) Until 1$71 one DL was equal to one U.S. dollar.

the exchange rate has varied.

(2)Va1ued at SDL 35 per ounce.

Scurce:

International Financial Statistics.

et . el P g A P P ol S S e oy e e D B e e e e s s e e e S it i i 2 e it

Tharoalfter
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Table 2

Pavmpnis Balaaces and Resort: to Burc~dollar. Market
by the Develgping Countries, 1674 to 1520

(In _billions of US doll.

iy v Y 1 e e A B 0 S iy e s e e Ty v P ey gy VY P e S S sy -

974 1975 1976 1977 1973 1979 1980 T

(r
m——-———-——-—-——-———d-—---..—._——--....--..-——; i ——— i — e S o W e o e = S e
L Balance cf Fayments
on Cufrent Account
i) 0il Egporting
Countries 63 35 40 31 3 63 112 35
ii) Nom 0il Develeping ‘
Countries . =37 ~47 =33 =29 38 55 <82 -3%
IT, Hesort to Buro-Dollar
Matket
i} Placements by 0i1 :
Experting Countries 23 S 12 11 5 37 35 i3
ii) Financing of
deficits of. Non-
0il Developing o - - -
Countries B S 12 18 23 25 Z5 12

Source: World Economic Outléok, 1560/1921.
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