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IMF CONDITIONALITY AND IOW INCOME COUNTRIES

Mr. Chairman, Prof. Dantwala, Prof. Dandekar, ladies and Gentlemen:

I am extremely grateful for the honour you hare tonferred on me
by inviting me this year to deliver the Kale Memorié.l Lecture . 4t
the same time, I must confeés that T feel rather inadequate, looking =%
the 1list of-the illustrious scholars who deliversd this lecture in the
past. You will please forgive me if I do not come up to the standards
gset by my predecessors.

I have chosen to speak on IMF conditionality and Low Income Countries
for two principal reasons. Firstly, the subject fits in with my current
resea.rch. in comnection with my Fellowship of the Indian Council of Social
Science Researche. Secondly, it is a subject of topical concern :l:o us
in thisg country, having gone in for a borrowing é.rrangement' of sizeable
proportions with the International Monetary Flmd').

Under the arrangement which came into effect in November 1981, India
is entitled to borrow or draw SDR 5 billion over the next three years
in phased amounts in support of what is referred to as an “agreed
adjustment programme® aimed at sirengthening the country's balance of
payments position. Under the arrangement, the drawings can be made
every quartér. ‘Bach phazed quarterly drawing is tied to;, or conditioned
upon, the sa,tisfa,ctory completion of a Fund review of the progress made
by tky country in the adjustment programme. If and when the country's
performance ig not found satisfactory the Fund is entitled to suspend
the arrangement and withhold any further release of drawings to the
country, till such time as a reviged adjustment programme is worked
out to the satisfaction of the Fund.

It is not my intention, this afternoon, to go into the question
vhether or not Ind.ia ought to have entered the abdve arrangement with
the Fund, Having entered intc the arrangement, we sha.ll probably have
to live through it, though even there we have to be vigilant and careful

about the various quantitative targets and-unqguantified specific measures
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of economic policy that the Governmeng agrees to in the second and third-
years of the aforementioned.adjustment programme. Vigilance is all the
more necessary because of the known tendency on the part of our
Govermment to disclose as little as pissible of fhe details of the
arrangemenfs entered into with the Fund.

What I propose to concentrate upon this afternoon, is the general
question of IMF conditionality in the context of the balance of paym:nts
financing needs of low income developing countries. Follbwing ‘the
International Monetary Fund, low income countries are countries with
per capita GNP of $300 or loss in 1977. Thirty nine (39) countries,

including India, comprise this group.

Why only low income countries?

The justification for my concentrating on this group of countrics
derives partly, no doﬁbt, from the fact that India belongs to this group.
More generally, growfh rates in this group have been low and balance of
payments strains in particular have been most evident in recent years
(see Table I). In fact, current account deficits of the countries in this
group, with 'the notable exception bf India, have been .exceptionally
high in recent years. India's balance of payments position came under
.strain only from 1979-80 with the second round of drastic rise in oil
prioe and a further upsurge of protectionism in the industrial countries.
It is noteworthy that though these low income countries have incurred

"heavy external deficits in recent‘years, their volume of imports has
hardly registered much increase. Thus, the aggregate volume of imforts
obtained by this group of countries in 1979 was only about 5 pei cent
larger than in 1973. If India's imports are excluded, the import gains
of the other low income countries over the period tw.n ount *o be even

smaller.

The large current account payments deficits have had to be increasingly
financed by external, official sources of financing, which in recent

years are estimated to have covered almost a third of their imports.



e

In 1979, that proportion was almost twice as high as the average for

a2ll non-o0il gdeveloping countries. Conversely, as the IMF Annual. Report
for 1980, observes, the role of private long term capital with respect

to low income countries has been relatively vory small. According to

the World Bzuk's calculations, while the net flow of private capital to
this group of countries was almost the same in 1980 as in 1970 (calculqted
in 1978 dollars), for middle income non-oil developing countries the
increase over the period was of the crder of over 250 percent. The
increase experienced by the latter was almost éntirely in the form of
commercial loans from which the former have remained virtuzlly excludad.

At the same time, even.in the flow of official funds, low income
countries have not been receiving their due share. According to the
World Bank's oadpula#ionss in1979 these countries with 55 percent of
the population of the developing countries received only 37 percent of
official development agsistance. Their receipts per capita of $6.80
wefe less than half of those of the middle income non-o0il developing
countries. If aid through fthe multilateral institutions is excluded,

anly 32 percent of the bilateral aid went to low income countries.

It is in the above context that the role of Fund &sgistance has to
be viewed as far as low income countries are concerned. Though as we
noted above, their import gains in recent years have been negligible,
their external deficits have risen phenomenally, even when allowance is
made for the fact that some, though not all, of the countries in the
group did benefit from the export of their labour to cil exporting
céuntries and the corresponding inflow of remittances. As these countries
can borrow very little comme-cially (this, one can say, even after
taking note that India is stilllcd;sidered ag having reasonably good
prospectd of contracting commercial loans in the near future), they will
oontinue to depend heavily on official flow of funds. As noted above,
aid through multilateral institutions has teﬁded partly to offset the
biases against low income countries; it is only natural then fhat low
income countries shouid feel particularly concerned when the flow of
funds through the multilateral institutions shows signs that it will
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grow at a slower pace than before and/or become more stringent.

~ The manner in which the IDA VI replénishment has been slowed down,
due principally to the U.S. backiracking on its original commitments, is
a clear case of the first type. The IMF's current respﬁnse of offering
principally high conditionality funds to cover payments deficits that
have surged in the wake of the second round of oil pricg rise represents
a case of the second type. This afternoon, we shall be concerned
with the latter.

There is also a third consideration why while discussing Fund
conditionality we should, I feel, have primarily low-income countries
in mind and this derives. from the actual state of things. In the
good old days the Fund met the financial needs of both the industrial
and developing countriesg now practically all of Fund credit goes to the
cevaloping countries. Not only that, of the IMF commitments pledged
by the end of 1981 tuo~thirds were accounted £or i ~ountries with.anmual
per capita income of less than.$700 and one-~half by those with per
capita income of less than $300 (Sce Table II). E;en in the future
Fund credit will most likely be chammeled to low-income coun%ries
if, as in recent past, industrial countries and the more advanced
developing countries rely increasingly on the private capital market
because so long as they enjoy that access, they would rather avoid

signing up for conditionzl Fund assistance.

What exactly is Fund conditionalitxg

A clear answer to this question is very necessary. First, let
us sce what Fund conditionality does not refer to. Fund finance is
repayable (repurchase is the technical term for repayment just as
purchase is the term used for bofrowing of foreign exchange from the
Fund) and carries interest charge; when however one speaks of Fund
conditionality onc is not referring to how Fund finance has to be
repald and what interest charge it carries. To put it in slightly

different words, Fund conditionality does not refer to the maturity
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pattern and the interest cost of Fund lending. Changes have no doubt,
occurred in both these regards in the past and will probably coccur in

the future,.

The Pund has been much more forthcoming in recent yecars Yo lend
amounts in higher multiples of Damberse quotas (even though quctas
themselves have been 2llowed to rise only very very tardily, judged in
terms of the cxpansion in both the value of trade and the external
imbalances) and to permit repayments in amcunts thus lent to be spread
over a period much longer than before. ZFarlier, thc repayment period

wag scb at between three to five ycars; now, it can be cxtended to
between four to ten ycars. So clearly, the maturity spread of Fund
loans has been lenghtening in recent j;ears, On the other hand, the
interest charge levied by the Fund on its lending, has lately been on
the rise as the proportion of its lenlingaccounted for by its borrowings,
as distinct from its ordinary resources has risen; the interest charged
by the Fund on amounts lent out of its borrowings is based on the rate
payable by the Fund itself on these borrowings ghd, as we know, this rate
being linked to the on-going interest rates in the industrial countries,
has risen enormously in the past few years. Thus while the average rate
of charge on amounts lent out of Fund's ordinary sources was 6.25 percent,
the rate for the six-month period ending June 30,1982 was ag'high as 14
percent on amounts lent out of the Fund's suppiementary financing
facility. True, for low income countries a scheme of interest subsidy
has been established since December 1980 but a country eligible for full
3 percent interest subsidy would still have to pay as much as 11 percent
charge., Thus while the maturity spread of Fund lending to its member
countries has become significantly longer in recent years, the interest
charge has beccme distinctly higher, even when allowance is made for
the interest subsidy to which low income countries are eligib.it¢; however
these changes tell us little of the conditionaiity that attaches to
Fund lending, beacuse, as I said earlier, Fund conditionality does not

cover the maturity pattern, and/or interest charge such lending
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~carries. I should clarify also that often when a distinction is drawn,
in Fund documents and other writings on the subject, between low aﬁd
high Fund ¢onditionality, the reference is still pot to the maturity
pattern or interest charge which Fund lending carries.

Low and high conditiogality

The distinction Lziween low and high conditionality rests on

the pblicy action tha. the Fund obliges the borrowing country to agree

to as a precondition to its borrowings from the Fund. Thus, borrowings
from the Fund out,of one's rescrve tranche can bc made “without challenge®
and drawings from the £ingt tranche are allowed if the borrowing country
has a balance of payments need and indicates ite intension to take
necessary corrective action. Further, borrowings from the compensatory
and buffer stock financing facilities are allowed il the borrowing
Iqountry undertakes to take necessary correction measures, in co=oporation
with the Fund to rceetify its payments imbalance, All tiese borrowings
can be gaid to fall in the category of low COnditionality borrowing.

On the ot:er hand, for borrowingrs urder higher tranches and under
extended arrangements a country is obliged to enter into arrangement
with the Fund promising strong adjustment action according to an agreeds

corprehongive PFOSTANNE of policy actions.

Table ITT summarises the position with respect to the type of
congitionality that applies to the various forms of financing available
to member countries. Taﬁle IV indicates the maximum limits that apply
to cach of the types of Fund finahce. It is important to note that,
firatly, the level of conditionality, as moasured by théfnature of
commitment to economic policy changes, rises as a Fund mémbef country
sceeks larger and larger assistance frbm the Fund and, secondly, sihce
the revision of Fund quotas has not kept pace with the incrcasc in the
value of world trade and payments imbalances ' the trigger point for the
switch over from low to high conditignélity ig, in real_ terms, reached

much earlier for a borrowing copntry.now than it did before.



In this commection, it is relevant to note that the Fund quotas which
together added upto some 15 per cont of tho value of world trade in
the“mid—fiftics are now just about four per cent of the value-of
world trade.

Becent accent on adjustment action

The present French Managing Director of the Fund, Mr. J. de ILarosiere
described the latest position with respeét fo Fund conditionality as
follows in his address to the French - American Chamber of Commerce in
Minneapolis (USA) on March 4,1982:

I gquote ¢

" The expension in the Fund's financial operations
has been matched by a much rreater emphasis on
conditional financing. After the first wave of
oil.price incrceases, sone two=thirds of Fund lending
was made under special facilities not requiring
important measi .es of adjustment. But conditions
have changed and this policy haa been put to an end.
Over the past two years, move than 80 pexr mt of the
resources hawve been provided by the Fund to its
nembers in support of programs involving rlgorous
aﬂjusﬁment policies™,

The newly published Fund pemphlet on Fund Conditionélitx: Evolution of
Principles and Practices, written by Manuel Cuitian, a Fund staff
member, cmphasises that the linkagce of Pund financial support and
adjustment action by the borrowing member countny is ét the core of

Fund conditionality. Itsbasic rationale, it is explained, is that
external payments imbalances must be corrected vwhenever they are not
transitory or.reversible, The provision of resources by the Fund extends
the period of adjustmont of corrective action, making the process less
severe than otherwigse., In thus linking its finance to adjustment action,
the Fund claims® to help membgrs to attain, over the medium texn,

a viable payments position.
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In order to complete the present picture on Fund conditionality,
it ought to be added that after the first oil price hike more than
three=fifths of Fund assistance provided through the specially created
low conditionality oil facility was channelled to developed countries;
recent.Fund assistance under rigorous conditionality has, in Mr. de

larosiere's own words, "been geoing entirely to developing countries-

and often the poorer among them". (Emphosis ours). As he elaborates

in the course of his aforementioned address:

*These are the countries with the most severe payments
problems., Also they have 1little, if any, access to
commercial sources of finance. The financing needs of
the industrizal countries and many of the stronger
developing countries, on the other hand, have been taken
care of by means of recycling though the commercial
markets."

It is obvious that the rigour‘of Fund conditionality has increased
as the industrial countries and the stronger of the developing countries
have become less denendent on Fund'support for balance of payments
finance, Though the Fund's Managing Director suggests, in the
address quoted above, that the shift in emphasis from low conditionality
to high tonditionality between the two waves of oil price increases.
has been due to the~change ih'conditions, he does not elaborate on
what this change was and in which conditionse. Could the fact that,
unlike during the first wave, only the developing countries — and,
that too the poorer among them - resorted to the Fund during the
second wave, itsclf be one of the changed conditions. that influenced
the Fund decision‘to mzke its financing assistance subject to

rigorous conditionality?

This leads us on to the next question namely‘whether the
developing_countries have needed to £ollcwvstronge: adjusfment
programﬁes than the industrial countries with a view to restoring
their bélance of payments to a sustainable level. In this ¢ontext,
it Qould'be useful to distinguish between the situation of a country

whose balance of psyments difficﬁlties stem. Jargely from excess
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pressure of domestic demand and the situwation where balance of payments
problems are principally of external origin., The Fund's Annual Repert
for 1980 noted that the deterioration in the balance of payments of
non=0il developing countries from 1978 to 1980 could be attributed

gome two-thirds to the adverse movement in terms of trade and almost
one-third to the rige in the ccst of their debt~servicing., 1In the yoars,
1974 and 1975, the balance of payments difficultics of the industrial

as well as non-o0il developing countries arose almost entirely from a
sharp deterioration in terms of trade. Thus, in both 1974«75 ard 1979=80,
the balance of payments problems of all oil importing countries arose
because of exogenous forces. But in 1974-75, the Fund advised countries
with payments problems against adjustment action such as ®deflationary
demand policies, import restrictions and general resort. to exchange rate
depreciation"™ because it "would serve only to shift the payments problem
from one 0il importing country to another a2nd to damage world trade and
economnic activity "; in 1980=81 and thereafter the Fund has siridently
besn calling for strong policies of restraining aggregate domestic demand
‘ond realistic exchange rate adjustment. In 1974=75, it was.-felt that
countrics with payments deficits should not be forced into.immediate
adjﬁstment action even though there was no reason to believ  that the
factor behind the deficit, namely the oil price increase, was either
temporary or reversible. However, in 1980-81 and 1981-82, the Pund was
asking straightaway for rigorous adjustment action on preciscly the
ground that the balance of payments deterioration is not temporary and
reversible, According to the recent Fund pamphlet, referred to above,
central to the current Fund conditionality practice is the premise that
the prevailing'payments imbalances are structural and unlikely to be
transitory, and therefére, not amenable to correction over a short period

of 'timeo

Carmot one ask, and quite pertinently, if this is not tantamount to
a complete turnabout on the part of the Fund between 1974=7% and 1979-80,
in regard to its stand as to the type of conditionality which



10~

should apply to its lending? This gcmersault, it would appear, has

less to do with the change in the type of balence of payments diffi-
culties cexpericnced by countries as with the change in the type of
boprowing countries themselves. If it was valid in 1974=75 that

adjustment to the oil price rise cannot be achieved in any recal and
lasting sensc over a short period of time, it is no less valid in the

wake of the oil price risec in 1979-80. There hag, however, bcen one

major change. In 1974«~75 there was considerable amount of uncertainity
and apprehansion about the capacity of the international financial system
to cope with and recycle the surplus funds that would accrue to the oil
exportihg countries for meeting the payments deficits of the oil importing
countries.  In 1980-81, on the othcr hand, there was a considerablc measure
of confidence in the ability of the intermational financial ingtitutions
and markets. The Fund Annual Report for 1980 did not envisage that the
industrial countries as a group would encounter any particular difficulty
in financing their collective current account deficits cven though the
deficits of these countries absorbed "the Wmlk of the current account

shift engendere& by'the riging surplus of the 12 o0il exporting countries®.
Concern was felt however with respcet to the adequate recycling of funds to
the smaller industrial countries and the non-oil developing countries,
Also, though a major share of market ;ending to the non-o0il developing
countries had been concentrated in a very small number of countries, even
their access to market finance might, it was feared, be more difficult than .
in the past. In addition, recent assessments of the world «ecenomic

scene forecast drastic feduotion in the payments deficits of the industrial

countries but not of the non=oil developing countries.

Here, it would be quite relevant to point out that for the non~oil
developing countries, the situation with respect to availability of
external finance is likely to be more difficulf now than in 1974=75 for
two reasons: firstly, commercial lending to even those very few developing
countries which had access to it earlier may be less forthcoming
hereafter because of the mountiﬁg concern among commercial banks about
the rigks of lending to the developing countries and the tightening

of regulations covering the crédit markets in industrial countries;
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gsecondly, the major chammnel of external finance, for low income countries,
namely official sources of finance, seems to be shrinking lately. In
the circumstances, should not the Fund, as also other multilateral
financial institutions, be considering an adequate increase in its
financing to the developing countrics and that too on terms and conditions
which are, at least, not more onerous than those enforced in 1974=~757 On
ths other hand, what actumlly has happened is that the countries
borrowing from thef?und are now being put under pressure to undertake
stfong, comprehensive adjustment action under programmes phased over

a shorf periocd of between one to three years, depending upon the period
covered by the stand by airangement'a country enters into with the

Fﬁnd. Thig, reflects a major chénge in the Fund‘'s approach to payments
. imbalances between 1974-75 and 1979—80. -Barlier, the .Fymd discouraged
member countries from individually taking on the'responsitility'of
reétifying their imbalances by a resort to demand restraining and

6ther meagures. Now when it appears reﬁsonably certain that the
indugtrial countries can manage to meet their imbalanées-through market
finance; the FPund urges the deveioPing countries which are diiven 4o
seeking ~soistance from institutions 1ike the Fund and the World Bank to
undertake the full responsibility of rectifying their individual payments
imbalances even though these imbalances have urisen for reasons almost

entirely beyond their contrel.

pvngramme content

T have referred to the requirements usually insisted upon as part
of any Fund designed progrémmé to restrain domestic demand and to
adjust exchange rate. Demand management, through appropriate fiscal
and mcneéazy policies is, as the Fund Managing Director pubs it, gtill
nat the heart of.Fund programnes® cven though Fund assistance is
increasingly being made available, for achieving structural adjustments,
Thug practically all Fund programmes, including the most recent ones,
and that includes the progremme designed for India, lay down 1imits not
only for the overall expansion of domestic oredit but also for the
extension Of_oredi% to the goverrment sector. In'fact} ag we know from

the docusents on' India, which were disclosed to the public as & result
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of the enterprise of one of our own newspaper correspondents, the
credit limits are set, and-monitored, for every qudrtecr.

Apaxrt from the general point about regquiring borrowing countries
to restrain domestic demand regardless of the origin of balance . of
payments difficultics they cxperienced, one could raise, at least four
additional objections to the use of quantitative, pinpoint monetary
targets. Firstly, available evidence does not justify the faith the
Fund seems to repose in the restriction of domestic credit for the
control of domestic demand, Studics by Fund's own staff have, for
inetance, shown how the velocity of circwlation of money does not remain
steady when domestic credit is manipulated for policy purposes. Secondly,
a8 Sidney Dell points out in his recent pamphlet on The Evolution of
Fund Conditionality, even if the Fund prograrmes indicate readiness to
modify.targets‘to take account of new developments or incorrect assumptions,
frequently this camnnot be done until after the mistaken targets. have done
their damage., Thirdly, as I.G. Patel, the Governor of Resgerve Bank.of
India asks very pertinently in a recent address he gave at Kuala Lumpur
befare tho Association of BanKS-in Maloyasic, is it appropriate to insist
on quarterly credit ceilings when éveryone knows how much noise there ‘is
in quarterly data and then to take the extreme step of suspending loan
disbursements when these quarterly ceilings are somewhat transgressed?
- Fourthly, -this threat to suspend disbursements introduces a -strong element
of uncertainity about the availability of Fund assistance even after all
the motions of a stand by or extended arrangement have been gone through
with the Fund. ' |

As regards exchange rate adjustment, there is always the bagic
question, of which we, as economists, are fully aware, about‘the response
of trade flows to exchange.rate changes, especially when one has in
niind countnies whose exports consist mainly of primary products., The
Fund view that the correction of a given imbalance is likely to require
e leas strict domestic policy stance when a curroncy develuation is
part of the adjustment strategy obviously rests on.the assessuent that
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the extermal imbalance is primarily eelf-generatéd'and thét trade flows
are sufficiently responsive to exchange rato change, an zssessment that
‘rieed ot be valid for all situations and countries. and is certainly not
‘valid to the situation currently faced_by several, if not all,.low
income developing countries. To the exctent trade flows are not
reeponsive to relative prices, ourrency-devaiuation only aggravates

the balance of payments imbalance and increases domestic inflation,

Ag we have seen already, in recent years, partlcularly after the
renewed pressures from the second round of oil price rise compounded
the difficulties of many countries, the Fund's response has been to
asgk for stronger and more comprehensive adjustment programmes. While
broad demand management policies and realigmment of exchange rate are
sti1l considered necessary, the Fund proérammes now require that
attention be given to “complementary_measures aimed directly.at an
efficient utilisation of resources to atrengthen an economy*e productive
base"' The reeent Fund ;pamphlet, on the eubJect, elaborates in this
connection that longer adjustment pericde envisaged in the new Fund
programe reduco the number of economic variables that can be considered
exogenous for purposes of policy formulations., In simple langnege,
there is no aspect of ceconomic policy that cannot come within the ambit
of a Fund—deeigned'adjueﬁment programme, The Fund's conditionality
tentaclee_can, and do, try to reach a much breoader oanras.than ever

before.

We,. en ‘India, ought to know how wide ranglng and pervasive Fund
conditlonallty can now - be. The Indlan Government g Memorandum
submitied to the Fund on the eve of the. Fund eanctlon covers
understandlnge on not only Expansion aof Domestlo Credit and Exten31on
of Credit to the Publlc Seotor but also Plan Allocatlons, Agrlcultural
Development Strategy, Tocus of PubllceSector Programmes. Publlo Sector
Prlcing, Policy towards Private Sector's Import of Forelgn Technology
and Gapltal, Energy Polloy, Regource Mobilisation, Export Pollcy, Impoxrt
Liberaligation and External Borrowlng. Can we say, on the basis of our



experience, though it is limited to just the first year, under the
Fund~sponsored adjustment programme, that the Fund, as énjoined by ite

own Guidelines on Conditionality,limits itself to broad macro—economic
policy instruments and docs not become'involved at a much more detailed
level in the econonic policy making of the borrowing country? Evidently,
the Fund asks for detailed policy commitments, and subjects the countrics
t0 regular monitoring and review with respect to such policy commitinent:z,
This, to say the lcast, is going far beycnd the limits of the so=called

"broad macro—economic policy instruements®™,

Regardless of whether or not the Fund-designed adjustment programmes
transgress the limits I have spoken of above, note has nevertheless to
be taken of a possible line of argument that the develobing countries
have themseives been pressing, for years on end, for structural adjustment
assistance, not only through the World Bank but alsc %hrough the Fund and
that for any structural adjustment assistance to a country COnditiondlity
mist necessarily impinge on economic polidj making and-fhat too quite
comprehensively, It is not like project assistance where a funding'

agency can monitor and review the progress of the cuncermed project,

My response to an argument of the above type would be two-fold.
Firstly, the structural adjustment a borrowing/country secks to make
to cofrect its external imbalance need not be on the lines considered
appropriate by the externdl funding agency-; indced hardly any of the
developing countries, including India, could have had in mind the
structural adjustment of the type that Fund-designed market—oriented
programmes are nowfseeking to impose on them when'{hey made the case for
structurai adjustment assistance. It is one thing, I believe, to follow
one's own self-designed prograrme of étructural adjustment reflecfing
the country's aocio—econbmic priorities, and Quife another for a country
to be asked to follow a programme that is designed for it by some one
else with an entirely different sets of‘priorities.gnd then to be put

on a leash with respect to its implementation.



Secondly, the time perspective of the developing countries in adjusting
their cconomd &3 stzucturally to the new situation which has generated
their external imbalances could not have been limited to a maximum of
three years. "It is crly in the narrow, basically monetarist perspective
that etill seemn to daminate the Pund thinking that anyone can poasidly
hpeak cf completirng adjustment action within such a short perdiod.
Although the Fund has at last concoded that structural adjustment
asaistance ecica rightly within ifs purview, it still has to concede
that structural adjustment is, by ite vcry nature, very much more
tine—censuring. To lcck fer quick results is bound %o be of ten
disappointing, if not countcrproductive, as can be scen from the Pund's
raccnt‘expdrience.

in ctice™

In the address by the Fund Maraging Director I have referred to
above, he claimed, on the Saaia of a Furyl review of the perfoxmance of
the 23 merber countries for whox high conditionality stand by arrangements
werc approved by tho Fmd during 1978 and 1979, that the recent Fund
supported adjustment programmes " have tuen helping the borrowing
countries to adjust.® The Fund review of these countries showed that
while growth of domestic cutput had moved, in most cases, along lincs
envigaged in the programmes, balance of payments targets were achieved
in half the programmes and inflation ratcs declined in only a third of
the programmes. A question might well be raised whethor a 50 percent
success in prograrmes aimed principally at resorting the viadility of
the balanco of payments cen be considercd satiafactory. Should it
not be a matter of serious concerm for the Mund if its programmes have
only a 50 percant chance of successa?

what ought to be nuch mcre disquieting is that cf the 36 borrowing
arrangements with the Fund (stand by and extended), which were in
effect at the close of 1981, as many as 24 countries fell short of the
Fund performance criteria. Of these 24 defaulting countrice, as
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many as nine have, so far, been able to renogotiate their arrangements;
for the other 15 countries borrowing arrengements with the Pund are in

a state of suspended animation. It is quite likely that a good rumber
of even these 15 countries will succeed in renegotiating their;financing
arrangements with the Fund so that outright cancellations will not
become necessary. But it ought, at the same time, to be borne in mind
that the cancellations of arrangements are also mounting. In 1981

alone the value of cancellations added up to SDR 2.5 billion,

vhich was more than thrice the totrl value of cencellations in the .

three years immediately preceding, taken together. In the circumstances,
will it be unfair to raise doubts, and ask Questions', about the
appropriateness of the adjustment programmes that the Fund is pressurising
the borrowing countrics to adopt?

Mr. Chairmen, I hope I have raised sufficient questions about Pund
conditionality, about not only the appropriateness of Fund action to
changing from low conditionality to high conditionality precisely when
only the developing countries, and that too the poorer among them,
had to 7o to the Pind for assistance but also the appropriateness of
the content of the high conditionality as is being currently enforced.
Let me, before concluding, voice my deep scnse of concern that while
developing countries face to-day, a relatively more diffi~ult situation
than possibly ever before in regard to their balance of payments, their
access to international finance including official, bilateral and
multilateral finance, has, at the same time been narrowing and becoming
moye and more difficult.

May I thank you, ladies and Gentlemen, once again,
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BALANCE OF PAYMENTS DEFICITS ON CURRENT ACCOUNT

OF NON=0IL DEVELOPING COUNTRIES AS PEACENTAGE

OF G.D.P AND MERCHANDISE IMPORTS __1973-81

1981

19731974 1975 1976 1977 1978 1979 1980
DEFICIT (In billions of US Dollars )
A21 non-oil
Developing 11.5 37.1 46.5 33.0 28.6 37.5 57.6 82.1 ‘97.5
countries
1ow Income .
Countries 4.0 7.5 Tb6  4e2 3.4 6.7 9.5 14,1 15.7
“As Percentage of G.D.P.
Non=0il |
Developing 2.0 5.0 5.8 3.7 3.0 3.2 4.0 4.8 4.9
Countries
iozhincome ‘
Countries 2.1 1.9 4.7 2.6 1.8 3.1 4.0 4.7 4.4
As Percentage of Merchandise I ports
Non=0il _ _
Developing 12¢4 25,1 30.4 20.4 161 17.1 20.0 22.4 24.1
Countries
EOWbincome
Countries 35.2 44.5 43.1 24.7 17.6 27.2 37.3 39.4

3.7

ources "WORLD ECONOMIC OUTLOOK™

A survey by the staff of I.M.F, Occasional Paper/- 4
June - 1981 (Appendiw. B. Tables 17 and 18)



TABLE ~ IT 3 \MF CCMMITMENTS UNDER. HIGH CCNDITIONALITY PROGRAMMES AS AT
THD ED OF 1231 {BORROWING COUNTRIES GROUPED BY PER CAPITA G;N.P )

» Below %300 IMF Nes. Between $ 300 I Nes. Between $ 700 IMF Nog Above $3000 TP
. Comnitments end § 699 Commitmonts and $ 2999 Cormitments Commitments
(in miliions (in nillions (in millions (in willions
of S.D.Es) of 5,p.Rs) of S.D-Rs) of S.D.Rs)
Bangladesh * 800.00 1 Mouritania *L 25.80 1 Morocco * 817,05
Pthicpia 67.50 2 Madagascer * 109.00 2 Guatemala, 19.10
Somalic ¥L 43413 3 Togo * 47650 3 Jamaica *L ATT7.70
Burma 27.00 4  Kenyz *L 241,50 4 Ivory Coast 484 .50
Znire * 912,00 5  Sencgal * 63.00 5 Koreca *I, 576.00
. Malawi ¥L 49.975 6 Solomon Islancds # 1,60 6 Costa Rica ¥  276.75
, India 520000 7 Sulcn *L 427.00 7 Romania, ¥ 1102.50
, Tenzania #* 17960 8 ILibenia *L 55.00 8 Yugoslavia 1662,00
, Seirra lLeope *L 163,70 9 Hénluras ¥ 47.60 9 Uruguay 31.50 Nil Nil
Jo 0. inde ¥ 112.50 10 Zzmbig ¥ 800,00
e Ceatral Africal
Republic 10,40 11 T iriea 9.55
2. Pokistan 1268,00 12 Zimb. .we. 37.50
13 Thailand 811,50
14 Grer.eda ¥ 3.425
15  Guyana * 150,00
Total 8633,705 Total 2831.975 Total  5447.10
Percentage 51.05% Percentage 16.75% Percentage  32,2%
( The Countrics have been listed in each groups in agcending orders with respcet to ver capia GHNP)
tes

# - In the casc of these countri 5 drawings were suspended on grounds of failure to adhere to
performance criteria as agreed upon under the adjustment prograrmes. These include coutiries
which hove succeeded in re-negotiating the drawing arrangements.

¥, = In the case of these countries drawings have been restored in re-negotiation
Sources IMF Surveys, 1980,1981 and 1982.
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- Financial Facilities Of The Fund And Their Conditicnality
Beserve tranche
Condition = balance of payments need

Tranche Policies

a, Firsi Credit Tranche

Progranm® representing reascpable efforts to. overcome balance of
payments aifficulties; performance. criteria and instalments not
used; algo drawing may be made either ag direct purchase or under
a atandrby arrangement with insialment drawings.

b, Higher Credit Tranches

ammes in which the member country. gives substantial
%rflcutlon of its efforts to overcome balance of payments
&1fflcultles, resources normally provided under stand—by
arrangements vhich include performance criteria and drawings
in instalments, “

Extended Facility (established in 1974) .

Medium=term programme for upto three years to overcome gtructurat
maladjustments; also detailed statemont of rclicies and meagures
for the first and subsequcrt 12 month periods drawings are phased
and made subject to pexformance clauses relating to implementation
of big policy measures.

Compensatory Pinance Facility.( egtablished in 1965)

. Existence of teémporary export short fall for reasons largely beyond
the member's control; for drawings beyond 50 percent of the.gquota
the member has to satisfy the Fund that it has been >operating
to solve payments difficulties,.

Ruffer stock Financing Facility (established in 1969)

Existence of an iﬁtexnational huffer=atock accepted as: suitable
py Fund; member expected to co-operate with Fund as in the case
of compensatory fincnecing.

Supplementary Financing Facility/Enlarged access Policy

For use in support of programmes under stand-by arrangements
reaching into the upper credit tranches or beyond, or under
extended arrangements normally excee:ding one year and subject

to relevant policies on conditionality, phasing, and performance
criteria.

Source ¢ IMF Surveys May and June, 1981
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Limits of Irawin.s on I.M,F tucilities

( as percent of Country quota)

Facility Limits of drawing Maximum cumulative
on facility drawing
(percent of quota) (percent of quo+1)

Reserve tranche 25 25

Pirst credit tranche 25 50

Upper credit tranche 75 125

Extended Fund Facility 140 190 (1)

Supplementary financing facility/

" Enlargsd Access polisy 140 330 (2)
compensatory Financing Facility 125 (3) 455
Buffer stock Financing Facility 50 505

~a ditional to

(1) Purchases under the Extended Facility are £

(2)

(3)

those a member may make under the reserves and first credit
tranches and are subject to high conditionality, hence the
cumilative progress of only 190. In effcct, therefore the
extended Facility raised the access cf a member to the
Fund's high conditionality resourccs by only €5 percent of
its quota (140 minus 75)

In special circumstances, additional amounts may be provided

by the Fund and these additional purchases can b. made by a
member under the supplementory financing facility/enlarged
access policy. Present Fund guidelines specify limits of

150 percent over a 3 year period subject to a 600 percent .

limit on the cumulative use of Fund rescurces, > Even these
1imits, it is said, may be exceedséd.in excepticnal circumstarces.
Furthermore, these limits do not include drawings under the
compensatory and buffer stock financing facilities ox
outstanding drawings under the oil facilities of 1974=76.

Following thc decision in mid-1981 to authorise and integrate
tempo*ary Pund compensatlon for excesgs cost incurred in current
Ports with shortfalls in export receipts, the overall limit
of drawing from the facility has been raised to 125 percent

of quotae '

Source: IMF Surveys May and June 1981
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