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Asy@mgtriegjng;g_and New in Internatiocnal Finance:

Inveraciional Monstary reform efforts

and low income countries

1.5, Gualtd

Mo international arrangement is perfect, no matter how much
time, effort and thought are spent in hammering it out. Firstly
every agreed arrangement involves compromises between negotiating
countries and these compromises are made usually less out of
convietion than cut of recognition of ore's relative strength as
compared to others on the negotiating table. Secondly, every
arrangement is bound to get dated quite fast, despite efforts to
anticipate events and situatione in the future. To be concrete,
the Bretton Woods Agreement, leying down In.ernational monetary
arrangenent, was possible tc rcach because the various sides to
the negotiations ullimelely mnde cowprowises, some more than others.
Since it was none other than John Maynard Keynes who ylelded ground
after ground under American pressure to reach the agreement, there
could be little argument about what actuated the compromises he felt
impeiled to make. The fact that the arrangement worked cut at
Bretton Woods started showing ciear signs of its inadequacy in the
late 60s and ultimately collapsed in the early 70's demonstrates
how future developments become difficult to aceommodate beyond a

point in old arrangements.‘

#Paper submitted at the Pangladesh Eeconomic Association Seminar on
Intesnational Trade and Economic Development, November 5-6, 1982
in Dhaka.




The monotaey arran etz "ot hewve evolved since the
collapee, in 1973, i the Bretton Woods Agreczment are an outcome
of not one overall ngreement but o series of agreements worksd
out over the yenrs; beginning with the Jameica meeting of the
Interim Commitize of the Internntional Momstzry Fund, in Jomuary
1076, viwen it uas asreed to accept thot membor couniries enjoyed
freedom to adopt the 2xcliange rate arrangement of their cheice.
They were, ot the szme time, placed under the c¢bligation to
"ecollaborate with the Fund and other members to ensure orderly
exchange arrammements and to promote a stable system of exchange
rates". To ensure the latter; the Fund was suthorised "to exercise
firm surveillarnce over the exchange rate pnlicies of the merbers
and to adopt guideiines for the members with respect to these
policies?l/ The Jamzica agreemcnt, in effect, crdy put a2 stiamp
of approval on the system of maraged {lozting which had already
come to siay, having been in operaiion among the major irading
countries for almost thrce years since the beginning of 1973 and
which the countries with a majcr voice in the Fund decision making,
particularly the United Siates, were in zbsolutely no froame of
mind to give up ip favcur of the cld system of fixed exchange

2 . .
rates,~ Also, what wzg a2 reed upon in Jamaica markcd only a
beginning of the newly emcrging monetary arrongenment, an arrangement

whese principal features today are (1) the dominancs of flexible

1. See IMF Survey, Jarmary 19, 1976,

2. See 1.5. Gulzti, International lionetary Reform, its backgrcund,
Present Stotug and Future OCutlook, Indian Beconomie Journal,
July-September 1977,




~xchange vaies; (2) the exapanding rolc of private banks in the
financing of balcnce of payments and (3) the relegation of the
intcrnational Monctary Fund to an zlmost pariphcral role in

lance of poyeen’s finencing.

1 propose Lo conceatrate in thi: papcy on how the monetary
arrangeoents, as.hh;y hav. evolved sincc 1973, affect low income
cerntsies, the grouﬁimg to which all of us on the sub-continent
belong. In my prescntétion, I rropose to discuss the various issucs
arisiae out of f%é noncrary arrangements currently obtainining under
tvo aajor noendings: (1) payments imbalances and adjustrsnt action
(ii) pencretion of world liquidity. It is necessary, however, to
be clea. about the curveat inte.nationsl cconomice situation to be
abla to form a clear judpement about the relative significance of
the various itsues that .aerge {rom my presentation. I shall,
therefore, start wilth » review of the recent international economic

developments

The Internaticnsl Setting

Ae t.. or.d Banks's Development Report for 1981 sums up,
“the 1630s have 2epun on a2 slupgish notu“;gI Even during the 1970s,
growth of output in the industrizal market ccononics was orratic and
slow compared to wvhat was achieved in the 1960s. But in 1980 and
1961, ~xowth in these countries had slumpcd c¢ven further, to a third
of tha ~viiip~ for the 1970s. While inflation rates in these countrics

0

showed some sirns of slackening in the early 80°s, unemployment reoched

3, Se¢ Worid Development Repert; 1918, p.8.



record high lievels, levels which revive memorics of the Great

Depression. The slow down im growth cf output cxperienced by the
developing countries was considerubly less, though it 4as substap-
tial for low-income countries. Per capiia prowth rates in low
income countries were worc than halved (from 1.8 per gent to Q0,8
percent between the 60s and 70s). Alongside, inflation ratas
experienced by the developing coumtrius have been quite high.

The general slow down in growth of domestic output during
the 70e and ecarly 805 has been accompanied by a &lackening jin the
growth of world trade. Again low income countries ecem to have
becen the worst sufferers. While for industrizl market aconomies
growth of exports slowed down from 8.4 percent in tha 605 to 5.9
percent in the 70s, and for middle dncome developing <ountries
the pace slackened from 5.4 percent to 4.3 percent, for low income
countries the slow down was precipitous, wvith growth of exports

declining from 5.0 percent in the &0°'s o a nepative rate of 1.0

percent in the 70's.

While their export earnings have beon slow or stzpnant,
the prices low income countries have had co pay for theilr iuports
have been rising sharply. According teo World Bonk's calculations,

the purchasing power of the exports of these countries declined

by 24 percent between 1970 and 1980.£/ _

4. See World Development Report 1981 pp.21-2, Because of thc
detericration of their export prices relative to thosc of others,
low income countries hardly shared at 211 in the growih cf world
trade during the 70s. As the Yorld Bank put it, ‘to thc extent
the imports depend on export earnings, they (low income countr...s)
can import little more at the end of the decade than thaey could st
-the bepinning-this Jn the face of a morc than onc quarter ¢rowt..
of their population. More recent assessment shows outright deecliiac
in the volume of imports by low income countries. amourting to &
pwecant in 1980 and 7 percent in 1981. Sec IMF Annual Reporg, 1962 p.30,




Perhaps the most dls.e i, los.lcpment of the 1970s was the
warseniné of the balancc of paywents for th. non-cil developing
countries in generzl. The worsening trend was sharply accentu-
ated between 1678 and 1%81. Thus the balance of payments deficit
on current account of the non--oil develeoping countries was §11.6
billion in 1973, ¥28.3 billion in 1978 and +9% billion in 198:.
During thc same period, the current account balances of industriel
market economics showed a remarkable capacity to recover from any
major stock. Taken toezther, they moved from a surplus in 1973
of $17.7 billion to a deficit of $3.7 billion in 1981, with a
surplus of $29.8 billion in 1578 and a deficit of £44.8 billion
in 1980. The surplus of the o0il exporting countrics fluctuated
between ©2.9 billion in 1978 and 115 billion in 1980. The surplus
for 1981 was #70.8 billion and the IMF projections for 1982 place it
at onl-r #25 biliion. Low income countrics had a relatively amall
deficit of %4 billion 1973 which almost doublecd immediately after
the first round of o0il price increases. By 1977, however, they
were able to reduce thelr deficit to $3.6 billion. After the second
round of o0il price increases in 1979 the deficit has again been
mounting and that Loo quite sharpiy, it was <14.3 billion in 1981
and is projected at $15 billion for 1982.2/

Ar important aspect cf the paymunts situation of low income
countries has been that all along their combined deficit as a parcentage
of their experts earnings was the highest among the various analytical

proups within the broad catogory of non-oil developing countrics. Even

in 1973 and before, their payments deficit was as high as a quarter of

5. Sec IMF, World Economic wutlook, 1982, pp.61-3s i



their export carnings. In 1580 and 1%gl, it was almost three-
quarters of cxport earnings. Vicwed in relation to export earnmings,
deterioration of the payments position of low income countries has

clearly becn the sharpest.

Czcurance of payments deiicits year after ycar in the 70's
resulted, quite naturally, in the accumulation of sizealble external
debts by the non-oll developing countries. Their long term debts
which added up to $97 billion in 1973 rose to%437 billionin 1981.
The projections for 1982 place the fipure at %505 billion. For
low income countries, the jump would be from %22 billion in 1973
to %80 billion in 1982 which, as a pcrcentage of oxport earnings,
would work out to 228, agailn ti. highest for the various analytical

- b
groupings among thec non-~cil develeping countries.—

Accumulation of larpe outernal debts by non-oll developing
countrics has been accompunicd ao well as caused by hligher than
proportlonate increascs in debt service payments because of both
a sharp incrcase in interest rates and shortening of the maturity
structurc of debt. For all non-oil developing countries, debt
servicing rose from $15.3 billion in 1973 to %94.3 billion in
1981, which as a proportion of export earnings rose from 14 percent
to 21 percent. It must be added. however, that for low income
countries the increase in debt servicing ratio has been the lowest,
from 12.6 percent in 1972 to 13.5 percent in 1981. This was so

becausc the access of low income countries has continued tobe

6. Sec IMF, World Economic Qutlook, 1982, p.l71
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restricted very largely to official credit.—

Private commercial banking credit has remained virtually
outside the reach cf low 1lncome countrics despite its phinomenas
growth practically all thrcugh the 708 and early 80s. Indeed, the
expansion of internationsl lend ing by private commercial banks has
prcbably becen the singlo most drazmatic development of the 70s; pra
ticulary of the second half of the decade. Euro-dollar deposits,
at the end of 1981. Today, thesc deposis exceed enc trillion dollars.él

Although international commercizl lending has shet up drama-
tically, access tc it to the low-incomc countries has been severely
regtricted. Indeed, it is herdly worth mentioning ¢xcept to under-
line that this is a source of finance virtually untappable by this
group of countries. Though the non-o0il developing countries; as
a group, accounted for about & fifth of this lending, it is very

significant that three countyies { .Brazil, Mexico and Argentine)

years

7. In fact, in between / debt service ratio fcr these countries
had registered 2 substantial decline, Tt had declined to 7.3
percent in 197%, even though the ratio of external debt to their
exports in 1979 was scme what higher than in 1973, Recent esca-
lation in the debt service ratic is pessaibly attributable to a
hardening of the terms of their recent borrowings, though the
source of these borrowing has continued to be cfficial credit.

8.This excludes inter bank lending. Gross deposits, inclusive
of inter bank lending, shculd be close to $2.5 trillion, if
not higher, by the end of 1982,
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from Latin Amordcz torpoillit wuol o.or one half.of this credit.—~
The vast majority of non-oil develeping countries, both middle
income and low Income, had little or mo access to this source for
edther direct or indirect (i.e¢. through projects) balance of
payments financing even though, as was noted earlier, they faced
serious,; continuing worsecnlny of theilr payments position., Low
income countries continuaed to depend almost exclusively on official,
bilateral as well as multinatiornal, more of the latter — credit to
cover their deficits.lg/

To sum up the overall international economic environmment in
recent years, developments in cutput, trade and fipnance have been
such as have had the effect of pushing non—cil developing countries
in general, and low income countries in particular, more and more to
the wall. It is with this backeround in wind that I propose to
discuss the major aspects of rc-ent Internaticnal monetary develop-
ments and offer my assessment of the present situation from the
point of view of low income countries.

Payments Imbalanccs and Asymmetrical ¥djustment Qbligations

To every dollar of deficit in a country's balance of payments
on current account, there has tc be, as we all know,a corresponding
surplus in the balonce of payments of another country (or group of

countries). There has, therefore, to be 2 synchronous transfer on

9. With the addition of three other countries, cone from Latin America,
Chile, and two from theFFar East. Scuth Korca and the Philippines,
the six countries together acccocunted for 70 percent of the bank
craedirt to non oil developing countrics as on December end 1980.

10. See World Deveclopment Repert, 1981, p.57



capital ccocunt Irocw b cor, svn o ouneiics to the deficit countries
for the overall balance of payments to Balcuce. But to say this
much is not going very far., Indeed it tells uws little about either
how deficit countries raisc funds cxternally to cover thedir deficits,
how surplus countrics place thicr external surpluses or how these
surpluscs get routed -0 the deficit countries, ¥Necr does it tell us
anything about how the surplus as well as deficit countries seek to
readjust their trade and financial flces to rectify their current

account 1mbalances over the lcnper run.

One cof the major concerns in intermaticnal monetary reform
has always becn to work out a system or arranpcment under which
not only is the cbligation to .ake appropriate, timely adjustment
action accepted by .11 countries wlth paymcts imbalances but alsc
the oblipation is so shared between the surplus and deficit countries
that the burden, such odiue bronrt ~ovdicn impo;e,es, is distributed
equitably bectween countrics, This was a o acern voiced at the negcti~
2tions preceding the Bretton Woods Agrecment and 1t has alsc been
a majcr concern in mere recent years, particularly since it was
realised that the Bretton Woods System was con the verne of cellapnse.
The further issue In latcer years has been that whille speaking
of symmetrical obligations for adjustment action it is:argued that
reserve currency countrics also need being brought under the umbrella
of intermational adjustment discipline. Otherwise, a reserve currency
country, it is felt, could go on incurring payments deficits without

undertaking any adjustment action and place practically the zntire



burden of adjustment on the reserve accumulating and other reserve
decumulating countries.

Indecd the major prooccupaticn of the reform efforts
undertaken during the 4-5 years impediately preceding the broak-
down of the Bretton Weoods System in 1973 was to work out an
arrangement under which the reserve currency countries (et that
tine, there really was only one such country, namely, the +nited
States) also accepted the obligation to undertake adlustment cction
likc any other deficit country on the grouwn.s that they teo werc
incurring liabilities abroad to achieve a payments balance and that
the unregulated expansion <f these liabillities crcated problems for
the smocth working of the interrntional monetary system. That efforts
in this direction did not succecd is in 1tself a matter worth cateful
cxamination but 1t ie sousthing thot I do not wish to pursee here,
For my p.asent limited purpcses, it chould suffice co ncte that the
expansion of foreipn exchange rescerves (i.e. in the liabilities of
the rescrve currcney ccuntries tc the nenetary autnoraities of other
countries between end 1573 and =nd 1581 was more than twice the

1/

cxpansion which took place in the prvceding 20 years.l—- Although
there has, at the same time, becn some tendency tc.diversify foreien
¢xchange holdings 2mong a number of reserve currcncies, the share of
the U.5. dellar in foreign exchange rescrves has still remained
rather large at abcve 70 percent (it came down from 78.4 percent in

1973). ot only has very 1ldittle becn achieved by way of imposing

some scort of discipline on the reserve currency ccuntrics, the

11. Indeed, il cne were to compare the exparsion in forsipn oxchonge
¥ >

recerves, with the line drevm at the end of 1969, the expansion
sinc. then hoc been 22 timec the expansion befwre that.
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experazence of the past docade ons to demonstrate that reserve
currency countries arc subject to far less control today than
they were under the Bretton Woods System,

Gontinuing Domination of the Dollar

Under the Bretton Woods System, the U.S,A., as the
principal reserve currency country, undertook_to walntain
the gold value of the dollar at 1/35th of an ounce till almost
the cnd. Dollar convertabillity imposed on the U.£.A. this
obligation. This operated as a sort of check on the expansion
of the U.S. liabilitics abroad. Since 1973, however, there is
no obligation whatsoever on the U.5.A., or any other reserve
currcacy country, to malntai- the gold value of its currency.
Nor has any other effective obligation been placed on reserve
currency countiics -aoopt tho very vague req: uirement under
Article IV of the amended L7 Azreement, to follow the guldelines
and be subject to Fund survelllance with respect to exchange rate
policies. Given this position, there is little reason why a
reserve currency country should be unduly perturbed at the
¢xpansion of its currency liabilities abroad and the concerm is
probably even less if and when all reserve currency countries

12/

expand their externmal liabilities more or less in concert,—

12, No doubt, there will still remain the danger of movement
away from reserve currencies into gold (and even other
stockable commodities) although gold has now becn divested
of any formal status in the international monetary system.

One could possibly argue that, therefore, reserve currency
countries cannot zazltogether throw caution to the wind., But
that is not the same thing as observing proper intermationally
agreed rules and regulations.
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The points to no:c, in wur conooxi, regarding monetary
developments in recent years are three. Firstly, whatever
diversification has taken place in the currency holdings of
monetary authorities has been from the dollar into a few of
the cther developed country currencies, nctably Deutsch Marks
and Swiss Francs, Sccondly, the extent of this diversification
has been only ﬁarginal in thet it only slightly slowed down the
cxpansion in dollar liabilities abroad. As against & 200 percent
cxpansion of totel foreign exchange rescrves. the cxpansion in
dollar holdings of the monetary authorities was of the order of
170 percent so that the overwhelming domination of the dollar
has rcmained more or less unaffected. Thirdly, tﬁe massive
growth, at the sape time, of Euro-doller banking has . , very
largely, meant the expansion of dollar denominated deposits
and 1: nding ocutslde of the Un’ted States but principally by
branches, subsidiaries and affiliates of the U.S. banks, so that
the dominant position of the dollar can be said to have remained
virtually unaffected,

Thus after all the swings in exchange rates and wovement
of funds across national frontiers over the past 10 years. since
the collapse of the Bretton  Woods, £he dollar can still be
sald to hcld 1ts firm sway on the world monétaty scene. At the
samc time, a few of the other stronger developed country
currencles have also started sharing with the dollar the benefits

of reserve currency status. No less important it is to note that



intn the masgive spurt in purc--ecliar banking operations the
ccmmmerclal banks hzve baccne the maejor source of funds for
thie industrizl warket a2c-nomy countries and 2 handfuloct
widdle 1ncome cevelopin~ countries. At the same time, practically
4}l low income and weet midaic income develcoping countries, with
extra-crdinarily larpe poynenis deficits have roemained virtually

excluded from zceess te commercisl benk finance.

Emergences of a Hew Assymmetry

As a result, a nev asymmetry has emerged, This is the
asymmetyy In thoe access to balance of payments finance between
industrial market economy countries and a handful of middle incomec
favourite cn thc onc hand and the low and mest middle income
developing countries on the cther. While the former have access
to ccmmerclzl bank finance for meetinpg their payments deficits,
the latter have nunc and ece tioercfore driven morc and more to
ingtitutions like the World | Bank and the International Monetary

Fund, cffcring mostly high conditiconality finance.lgj The Fund has,

13. In the past few ycars, for instance, all drawings from the
International Mcnetary Fund have been made by non-oil develeping
countries which is in sharp contrast to the position that obtained
until mid 1%7Gs. Of the Fund credits outstanding at the end of
1977, 4% percent were accounted for by industrial countries; the
proportion had declined tc 4 percent by the ond of 1981. The share

of low income countries rose from 11 percent to 37 percent in the
same period,
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as we i.now, lately swunp shary 'y touards hiph corditionality
financing, obliging borrowin~ countries te undertzke severe
adjustrent actions to contain domestic demand alcng with import
liberalization and exchange rate devwluation. Even the handful
of middle-income developing countries which cnjoyed access to
comercial bank finance directly may rradually be forced to use
the instrumentality of the Fund for their future external finance.
The recent case cf how Mexico has been forced tc resort to the
IMF is, in my judpenent, & pointer in that direcrion.li/

Thus, we now face a situation where countries. which, by
any objective assessment, are faced wilth sharply increased
payments deficits for reascns alwost erntircly outside their
control -—- IMI's own most rocent assessment shows that the
increase in oil pricaes and the weakening Lf primary commodity
prices =ccounted for more ton two-tiirds of the entire increase
in the epprogate current ccount deiicut of the non-oil developing
countries between 1¢7€ =2nd Llil EET arz ovelng cbliged to take on
the egtire burden of adjustiient acticn. The jusfification being
offered is that the¢ deficits faced by these countries are not

sustainable because they ar¢ not tcmporery and reversible and

14. Mexico's financial crisis illustrates how 2 country cen
pet into difficulties financizlly fcr reasons altogether
outside of its control; namely the decline in the price of
its o0il exports and sharp rise din interest rate on its external
debt, and still be forced into a course of cconomic policy which,
though of little immediate impact, fits in with the ideclogical
biases of the Fund and the countries which dominate its decision
meking,

15. See IMF Anmual Report, 1982, p.29,
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that therefore thesc countries wust perforce take on the full
burden of the corrective adjustment action, regardless of
whether or not the deficits they face arcse as a result of
factors within their control.

It is worthwhile noting at this point that the argumént
ﬁsed after the first round of substantial oil price increase
(1973-74) was that since the payments deficits arising in
conseéuence were substantial and likely to persist for some
years they would Rave to accepted in the short run and that
therefore deficit countries should net attempt to eliminate
their deficits by each‘taking recourse to deflationary demand
pclicirs, import restrictiom 24 exchange rate depreciation
because such action would serve only "to shift the payments
problen frow cii Gil dimporting country to another and to damage
world .rade and economic acti. ty". Instead, a forceful case
was made for sustained international cooperation "to emsure
appropriate financing without endangering the smocth functicning
of private financial markets and to avert the danger of adjustment
action that merely shifts the problem to other countries".léj_
However, when it came to the second round ¢f substantial c¢il
price inérease- (1979-80), by which time commercial banks had
cleafly established their ability to finance not only the other
external funding requirements but also the deficits of the

industrial market economies -~ thus, during the 3-year period,

1978 to 1980, while deficits of all the industrial market economy

16. See IMF Annual Report, 1974.
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countr’es added up to $106 bil7ion thelr intermational market

borrewing amcunted to $270 billion -- the tune had altogether

changed and the burden of the song, right from the start, was

that the deficits faced by the countrics not belng temporary

and reversible ought to be tackied by strong adjustment action

in the form of deflaticnary demand management and exchange

rate action even though 1t must have becn clear that such action

would only accentuate the recessionary conditions already obteining
because of the recent deflationary and beggar-thy-neighbour protectionisé
policies of the industrial market eccnomies.il/

I would subwit that the position as 1t has evolved, parti-
cularly over the past three years, on the world econcmic scene is
extremely cminous for the developing countries, aore so for low
income countries, in that on the pain of 'naccessability to external
finance to cover their payments deficits they arc being asked to

shoulder the zntire burd-o ~ ¢

a1

oot lve adiustwent action even
though it is generally accepted that the wajor part of the payments
deficits which have currently emerged have little to do with the
domestic econcmic policies of these countries and arc entirely

attributable to extrancous clrcumstances.

17. Tthus while in the pcriod £ollowinp the fist oil shecok thyee

quarters of the resources the Fund made available involved

low conditionality, in the¢ period after the second oil sbhock

over three quarters of the Fund lending commitments involve

high cenditicnality calling for ripourous adjustment policies.
Sce Sidney Dell, On being Grandmotherly: The Evclution of IMF
Conditionality, Princeten, 198! and I.5. Gulati, IMF Conditionality
and Low income Countries, Pune, 1982,
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What is very unfortuascs about the inequity of the hiph
conditionalicy now being domanded of the developing ccuntrics
is that this demand 1s beiny spear-healed throuzh the Inter-
naticnel Monetary Fund, an irstituti.n which. =11 said zn’
aone, dg still part »f the Unitced Haticne framew.rk and could
be =21l to subscribe to the broad development perspective of
the United Nations Orpanization., Infact, as we shall note
presently, the slant of the whole set of peolieics bedns pursucad
by the und raiscs atrong suspiclms that, given the complete
domination over 1ts decision maoking by the industrial w:rket
ceconomles i gencral and the U.S5.A. in particular, there is
little chance of the development perspoctive reasscerting itsclf,
atleast not in the near future, in the formulation of pelicles
in regard to the world menstary arrangemcents through the fora
provided by this Institution.

Increesing Inequity in World Liquidity Qencration

The question of world liquidity is intiwately connected
with that of balance of peyments financlng in the sense that,
other things remeinin;: the samc, the larger the payments
imbalences thce ;reater should be the need for dnternstional
liquidity through which te fin=nc: the payments imbalences.

Under the world meonetary svstom; as 1t evoelved over the
yvears after the Brettcon Woods Apreement, international liquicdity
was ganarated through the creation of dellar liabilities. This

arrenpoment conferred an enormcus econcmic benefit un the United
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States aa the sole rescrve curcency countZy. <As the London

Times putit editorially, the U.S.A4. could on the strength of

this position; go on “gpending, investing and soldiering abroad

as if the nation were still the overvhelming economic power

that 1t was immediately after World War II'. Thus, to illustrate
during the 1960s, though the U.S surplus in its balance of payments
cn current account added up to 533.3 billicn, its additional invest-
ncnts abroad (portfolio and non-portfolio put together) added up
to $76 billion. During the same period, the increase in the
forcign exchange reserves of the countries other than U.5.4 was
of the order.of 516.9 billion.

After the breakdown of rhe old monetary svstem and the
emcrgency of a new monetary regime since early 1973, the U.S.
position has imprwev.d Tarthex in the above respect. Between
1973 : ad 1979, although the U.5. current account surplus
was of the order of only $5.1 billion, its additional investments

. abroad added upto $307.1 billion {sixty timcs the current
accounts surplus as against two and a quarter times in the

preceding decade). During these scven ycars, the forelgn exchange

reserves of the countries other then ¥,.8.A. increased by $213 billion.

18/

18, Sce Economic Report of the (U.S.) President, 1982 and IMF Annual
Report, 1982, In watching U.S. investments abroad and increases
in foreilgn exchange holdinpgs of other countries allowance has to
be made for the fact that only a pant (70 percent) of these
holdings 1s currently neld in dellars.
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Tt can be noted that undeox the system now obtaining the
U.5.A. has been able to invest zbroad on a very much greater
scale than in the past, absolutely 2s well as relatively. This
phenomenally larger Iinvestment abroad by the U.5.A. hasbeen made
possible not only beccause cof the accumulation of foreign exchange
reserves by other countries but zlso because of the expansion of
international commercilal backing under the - U.8. leadership.
Whatever may be one's assessment of the liquidity needs
of the world monetary system, based as 1t now largely 1s on
fleating exchange rates, we cannot overlook that the experience
of the past few years has clearly demonstrated that to meet these
liquidity needs the system relleg as preponderantly on the U.S.A.,
and a handful of other reserve :reating countries with freely
usable currencies, 25 1t did under the old system of fixed exchange
rates. The role of the multilateral financial institutions in the
peneration of world liquidfi:zv s sc fnr been only restricted to
the International - Monetary Fund which has been allowed to play
an increasingly limited part in this regard. Before 1973,generation
of world liquidity was alwmost altogethor the prerogatlve of the U.S.
monetary authority; since then it 1s beinp undertaken jJointly by the
U.S5. monetary authority and the U.S. Commercial banks, with some
contribution by a handful of other industrial market economies,
Between 1973 and 1981, Fund related assets namely, SDRs
and. Reserve Positions in the Fund, increased by SDR 13 billion

whercas the forelpn cxchauge reserves incireased by SDR 202 billion.
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While at the end of 1973 the oportion of Fund related fssets
to total non-gold reserves including Fund related assegs wos

13 percent, it declinedte 11 percent in 1%81. TLis decline in
the rclative position of Fund related assets took place despilte
thce second SBR sllocation, spread over the three year period,
1979 to 1981,

The reasons why Fund related assets have exzpanded rather
tardily (as a percentage of thc current accounts imbalances they
declined from 0.25 to 0.15 over the same time span) are well
known, namely (1) the reluctance of the developed member countries
with major voice 1n the Fund®s decision making, to allocatc addi-
tional SDRs and (2} thelr opposition to the expansion in mambership
quotas.

The first z2llocation of SDRs was cgreed upon in 199%., That
was for 9.3 billion SDRs. Thc next allocation could be sgreed
upon only.in 1978 and thi: wis for 12 biilion SDRs. Proposals
for any further zllocation of B8DRs, even though the bulk of it
(almost 60 percent } is approprizied by the developed member
countries, are mecting with the strongest oppcsitlon from these
countries, pgrticularly? the U.S8.4A. which enjoys 2 viriuvol veto

. 15/
over major decisions in the fund.—

19. The current U.S. sharc of the SDR 2llocation works out to 20.64
percent (equivalent to its quota in the Fund) which is more then
twice the share of low income countrics viz., 2.8 percent. But
the U.S. opposition to SDR allocations has to be undcrstood in
the lerger context of liquidity generation. The gain to the
U.S.A. from the generaticn of dollar liabilitics, official cp
banking, is betwcen €0 a2nd 70 percent whercas its gnin from SDR
allocation 1s only 21 percent. Naturally, therefore. it prefers
liquidity generation through SDR allocation to be as limited as
possible. Other reserve currency country gains are also much
larger from liquidity generation other than through SDR zllccation.
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Thus towards the closc of 1981, GSDRc¢ acccunted for less than
5 percent of the total non-geld forelgn rescorves of the Fund
menbers.,

On the matter of Fund quctas, although the dominant
view in the Fund has been to rely pricarily on quota subscri-

20/

ptions as a sourcc of filnancing for the Fund operations,— therc
has always becn considerable provarication and hesitation, despite
the decision to review the position every three Instead of five
years.gi/ The last increase in quotas; which was agreed upon in
1979 became cffcetive towards the end of 1980, raised them from
2z total of SDR 40 btillion to SDR 60 billion, The demand for a
further substantial quota increase is facing utmost resistance,
which again 1s spearheaded by the U.S5.A.

The 1 Fund, as we know, provides unconditional and

conditional liquidity. Unconlitional liquidity is supplied

through the allocation of SDRs as well as by the generaticn of

20, See IMF survey, Octcber 13, 1980,

21. This was done possibly in recognition of the fact that over
the years the Fund’s relatlve position has become weaker
with quotas falling out of line with the growth in world
trade. In 1948, quotas stood at 16 percent of world lmports
in 1980 the proportion had fallen to less 3 percent. Since
quotas have rcemained the major source of finance for the
Fund's cperations, this relative decline has naturally,
affected adversely the Fund's capacity to provide balance
of payments assistance.
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Rescyve Positions 1o tho Fuan - - griidticnal loquidity is

made available through the extension of Fiad credit to members

on terums and conditlons which a® not uniformly the same. Hence,

the distinction betwecn low conditiconality anl! high condlitionality.
Lceoss to members to both typoes of cenditional liquidity is in
accerdencc with their quotas. Since quotas themsclves have
decelined in relative terms, cven cxpansion in the Fund's conditional
liquidity has heen slow. Still in its rather tardy attemptat expan-
¢ing access to its credit; the Fund has inclined increasingly towards
high conditicnality financing.gg/

Inspite of all the objectlons that one can pgenuinely raise
against the manner in which the Fund dispeses of its credit,con-
ditional as well as unconditionsl, onc has to leook at the slow
expansion in Fund liqudity in the context of the total world
liquidity. While the sharine of the gains of generatingnon~-Iund
liquidity is altogether between the few strong industrial
¢concmies, with the rest of the world altogether a@xecluded, there
is still this much to be sald for the Fund liquidity that it lends
itself to & much breader, theough quite regressive, sharing of
gains. Viewed in this manner, the increasing dependence on
reserve currency countries for the generation of world liquidity
rather than ¢n the International Monetary Fund is to be reparded

as a clearly retrograde Jdevelcpment <f the 1979a,

23. The consequence is that with the ratios of quotas to trade having
declined considerably it does not take a very large defieit to
move a country, particulerly a small, low income country from
low condititionality tranche to high conditionalilcy “ranches
Sec Sidney Dell, cop.cit.



Earlier on in the Papcr 1 referrcd to the compulsions
under which non-oil Jdeveleping countrics werce baing driven to
the Fund for high conditionslity financing. This is particularly
so with respect tc low income countrics which have little access
to Eurc-dellar markets. One omejor reason why these countries are
being driven to high conditionmality. Fund financing 1is Loause
firstly, with the relatively rather slow grewth In Fund quotas,
the countries in nced of Fund credit exhaust their low condition-
ality entitlement fast and arce forced into high conditionality
borrowing and sccondly the expansion within the Fund of its
financing facilities hzs becen such that relatively lessis now
available on low conditionality.

So the developing countries have to fight on several
fronts. They have te fipht for the propressive expansion of
the rcle of the multilatcral institutions in the generation
of world liquiditf and at the same time fight against the
International Monetary Fund's growing blas for conditiomality
financing as the poorer of its member countries have been forced
by circumstanccs beyons thelr control to resort tc it for balance

24/

of payments cover.—

24, The IMF Managing Director has, in one of his recent addresses,
described how recent LFund assistance has been "going entirely
to developing countries -- and often poorer among them'. Thesc
according to him, "are the countries with the most severe
payments problems. Also, they have little, 1f any, access to
commercial scurces of finance. The financing needs of the
industrial countries and many of the stronger developing
countries, on the other hsnd, have been taken care of by means
of recycline through the commercial markets".
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Concluding Observations;-

LI am scrry to be unable te draw 2 less dlstressing
plcture of the current statc of internmational monetary reform
cffecrts. Will the futurc efforts sucreed betton? It depends,
One thing I could venturc to say is that futurce efforts at
reforming the international monetary system Iin a manner morc:
responsive to the needs of the developing countries are unlikely
to bear better fruit than In the past through the fora that an
instiutution like the International Mometary Pund provides. I
could even add that efforts however swmall, at mutual cooperation
in matters of nct only trade but alsc internmational finance among
the developing countries at global, repional and sub-regicnal lovels
may well be quite fruitful. ALfter all, judging by the expansicn in
South-Scuth trade even in ncn-cil items, the modest cffcrts at nutual
cooperation have nct at 211 becn diszppeinting. However, thefact
that past efforts did not quite attain the ambitions tarcets that

were set for them certainly points to the need for greatern not losser

comnitment to progranics for cooperative ccobion,
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