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Jtroduction

This paper deals with the issues of the reform of the Inter-
etional Monetary Fund {IMF) under five major headingss (1) creation
«f international liquidity; (2) ‘extension of payments finance and con=-
iitions attaching thereto; (3) relationship with the commercial banks
(4) relationship with regional monetary groupings and (5) sharing of
#cision making, In the process of dealing with each of these issues,
wte is taken of not only the changes in exchange rates regime but also
the evolving balance of payments situation in general and of the develop=-
ng countries in particular, A summary of major suggestions for reform

is offered at the end of the paper.

The IMF was assigned an dpex position under the international
monetary system agreed upon at Bretton Woods in 1944. Its principle role
ws to oversee the arrzngement under which each member country maintained
the par value or exchange rate of its currency in terms of gold or U.S.
dollar., Changes in exchange rate of upto only one percent on either side
wre allowed. Beyond that a member could change its exchange rate. only
in consultation with the Pund when its balances of ' yments was in funda=-

mental disequilibrium, a situation that was never . fearly defined.



no

The major sanction behind the Fﬁnd's supervisory role with
respect to the exchange rates of‘ saorber countries decived from the
access each member country had to the resourcc of the fund to finance
its balance of payments deficit. The Bretton Woods system provided
explicitly for the creation of a pool of currencies in the heands of the
Fund. The pool was made up of the gubscriptions, one-fourth in gold
and three~fourths in the national currency, member countries mzde on the
basis of their respective quotas, fixed on the basis principally of the
economic size. ‘It is out of this pool that the system evidently envis-
aged that the fund would, when necessary, sell the currencies of the
countries in payments surplus against the currencies of the countries i
deficit. A deficit couniry's eligibility, however, to purchisc currencies
of surplus countries from the Fund was tied to its quota. Also such pur-
chases were subject to conditions which varied directly with the ratio of

these purchases to a deficit country's guota.

Vbatever else one may say ~bout the Bretton Woods arrangenents,
particularly now with the benefit of hindsight gained from the experience
with these arrangements, one can safely say that in its conception the
arrangements provided the Tund, 2t any one time, with liquid resources
consisting not of the whole pool of currencies and gold placed by the
member countries at the Fund's disposal but only of gold plus the
currencies of the surplus countries. Since to begin with, the U.S.A. was
the only major surplus country, the resources at the Fund's disposzl did
not amount to more than 7 pexrcent of the aggreg-': imports of its member
countries. As against that, the quotas take +together were 16 percent of

aggregate importsy



Although the provisions of the Fund's charter allowed it to
generate liquidity, both directly as well as indirectly, the latter
by borrowing from governments and the market, these provisions were
invoked, and that toc rather hesitatingly, after a lapse‘of some twenty
five years when the Bretton Wcods system was on its last legs. Thus
the access of the Fund to resources was a limited one. Naturally there-
fore, it constrained the Fund's ability to become a major source of

finance to cover the payments deficits of the member countries.

Immediately after World War II, when theU.S.A. enjoyed large
payments surpluses it cycled such of those surpluses back to deficit
countries as were not needed for enlarging its investments abroad.

Major recipients of these recycled surpluses were the war crippled
economies of Western Europe and Japan. Subsequently, when these econo-
pies emerged with payments surpluses, they vsed these surpluses largely
to build up their exchange reserves by accumulating dollars and only
marginally to encash them in g20'd. Thus it was again left largely to

the U.S.4. to both cover its own payments deficitéé/and to recycle them
to other deficit countries in various forms.

When the U.S. external position weakened somewhat as its reserve
&ecline&;/collective arrangements were agreed upon between the major
industrial countries to extend help to each other in the event of excessive
pressures, The General Arrangements to Borrow (GAB) was cne such arrange-
ment which was arrived at ir 1962 between ten industrialised member coun=-
tries of the thd.A/ Under this arrangement, the Pund was to set up a
special facility for which it could borrow the currencies of these count-
rieg upto specified amounts for extend , low conditionality, low cost
finance to any of the countries in need of payments support. No non-parti-

cipant was eligible for drawings out of this facility.



Thus from the very outset resources placed at the Fund's
disposal were so linited thot iv could not have been expected to
extend any large scale credit to deficit member countries., WVas it
because of the belief that under the regime of fixed exchange rates
there would be little need for providing large scale cover to merber
countries? Or was il that for the gererction of liguidity needed to
cover the payments imbalances arising beiween member countries _it was

intended to rely on one or twc rational currencics?

Those who were principally responsible for hammering out the
agreement, namely the Amewricans and the British, who ag the Brandt.
Commission put it, had "for unique historical reasons" an uﬂusua.lly.
large influence in establishing the systen émd subsequently controlling
i‘Lé,/should have known better from the experience of the inter-war years,
In the absence of satisfactory multilateral arrangements for the genem=
tion of liquidity the world was driven to relying on a[igﬁf’%iy to meet
the derands in ligquidity by th- creation of their national I1.0.Us for
use internationally. For this purpcse, the country providing inter-
national liquidity hed to incur either deficits cn current account or
make het investments abroad or, of course, tc do both in some combinatie,
During the inter-war years this role was perfomed largely by t_he pound
sterling. After World War II, the new system worked out at Bretton
Woods surrendered this role to the dollar by making no arrangements for
the Fund te create its I.0.Us. When De Ganulle complained in the 1960s
of the "exorbitant privilege' the system conferred on the United States
of financing its defic’* through the creation of more and still more

dollars to be held abroad, hc was not saying sorething new, he was only



tny major reforn of the world moncts v system must, first
# forerost, attend to the cuestion of generating reserves multi-
lterally. The attenpts n‘.-.ui‘;c: 30 fu» ir thic context have been, as
v shall note presently, not only half-hearicd and peripheral but
dso extremely conservative and marrowly focussed with an almost
aathological reluctance to break rnew paths. Attenpts at multilateri-
piion of ligquidity ganeraficn hove taken the form of (a) enhancement
ir the quotas of Fund members v (b) allecation of SPRs. In addition,
tie Furd has engaged from time to time in (¢) borrowings from some
eemtries in order to increase its ability to extend credits but it
ms refrained so far from (d) raising funds directly from the capital
mrket although the capital markcet has engaged increasingly, in recent
vears, ir financing of payments deficits ori the strength largely of
the funds it could attract from the countries in payments surplus.
e Furd also has (e) a stock of gold, legacy from the old days when
part of the quota subscription had to be paid in geold. ‘This stock of
pld “ags remained virtualrly sterile, In the rest of this section, an
attenpt has been made to irdicete in the above order, the lines on

wiich IFF reform could accelerate the pace of mmltilateralisation cf

liquidity generation from the pcint of view of the developing countries.

() Quotas

Fund quotas have not remained unchanged. They added upto only
89 billion at the start, =t present they add up to $66.7 billion and
are slated to rise to $99 villion by the end of 1983. However, as a
proportion of the value of world imports, Fund quotas have been on the
decline. To gquote the Brand® ommission, "the ratio of IMP quotas to

world imports which averages about 10 pexcent in the period 1960-65 is



highlighting that an intermational monetary systems;relying on one or
a few dominant national currencics (o mzet the requirements of ihters
national liquidity, conferred enormous benefits on the countries issing

such currencies.

Such a monetary systemn, as Robert Triffin has been at pains te
point out in his writings, is basically wrong because not only does it
meke the working of international monetary arrangements critically
dependent on the decigions of ong or a few individual countries vhich
can be highly erratic and unpredictable but alsc it entails a severely
regressive distribution of resource transfer in favour of a handful of
economically dominant coun‘tries.é/ Not only are the developing countries
altogether excluded from the benefit of such transfer but they also hove
to effect transfers in favour of the reserve creating countries in the
process of accumulating foreign exchange reserves. Thus, between 1944
and 1967, of the increcace in non—gold reserves of the order of $20 wllia
the benefit accruing to the devi:loping countries {including the oil experk
ing. countries) can be placed at only $3.% billion (i.e., 2.5%) repressat
ag it did, the intermationally created credit in the form of Reserve Pesis
tions in the Fund and SIRS allocations in their favour. Between 1967 a
1978, against the non-gold reserve additionality of $250 billion the cer
responding benefit of the developing countries works out to $6 billien
(i.e., 2.4%) -Z/ Even the above does not gquite tell the whole story,
because the develoiaing countries have held an increasingly larger promr-
tion of the world foreign exchange reserves, Between 1953 and 1978, fen
exchange reserves held by the developing countries increased by $112 ¥illi
Thus nearly half of the resource transfer entailed in the generstion ef

reserves was from the developing countries to the developed countries,

dominantly the U.S.A.



pov dewn to little more than 4 percent, though the sixth review of
wotas has raised the level of quotas toc SDi 39 billion and the pro-

wsed seventh review will ircrease them even further to SIDR 58.6 billion‘ig/

The incresse in quotas has the effect, no doubt, of raising the
size of the pool of na_tioml currencies at the disposal of the Fund and
thereby of improving its ability to extend payments support to its mermber
eountries in deficit. ‘So it certainly can be said to rwultilateralise
extension of international credit, But it cannot be said to rultilatera—
Hee the generation of international liguidity., The generation of inter—
mational liguidity remains the responsibility of individual countries.
kitz Machlup has zptly described the role of the Fund in disposing of

10
the national currencies placed at its disposal as one of cloak room.—/

Still quotas remain the principal source of Fund's access to
weources and if the view, that this should continue to be the case,
pevails, expansion of Fund quotas will have to be pursued with vigour.
Frthermore, if the choice were only between the generation of inter—
mtional liquidity by individual countries according to their own whims
and fancies and its generation through the expansion of Fund quotas, there
tad be ‘'no deoubt that -the choice would have to be made in favour of the
latter because then one can hope for the extension of credit to be (a)
based on congiderations less weighed down by national factors and bilateral

zletions and (b) less irequitous.

While it is true that the expansion in Fund quotas has occurred
wich more frequently in reccnt years than was the case in the past the
fact remains that in relation not only to both the expansion in world

frade but also to the escalation in payments imbalances guotas have
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cxpanded rather tardily. JAccordinug to an UM TAD study;uj from an
average of 84% in the period 1966~70, the rztio of the quotas of the
Fund meubers to .the sum of their current imtularces fell to 39% in

the years 1971=75 znd to 27% in the five years thereafter. Also,

the Fund quotas have not kept pace with the expansion in intermatiomzl
reserves and cormercial bank lending. From 1970 to the third quarter
of 1981, international reserves and commercinl bark lending increased
some seven times whereas the Fund quoteg barely nmore than doubled,
Naturally therefore the Fund's cepacity to cope with payments imbalances

has suffered a scvere decline relative to other sources of payments {iranee.

ds 2 first step to restore the Fund's role, urgent action will
have to be taken to change radically the procedure currently followed fox
expanding Fund quotas. The present procedure whereby each expansion in
quotas nas to go through a pro:-:ss of reviews by the Fund manogemenrt
followed by approval at the levels of the Executive Board and the Board
of Governors and has ulbtinately to be ratified by each and every govem-
ment - fme rajority required : of 85% - makes ecch expansion an indepens
dent, major decision subject to considerable noneeconoric pulls and presaums
As 2 result, not only is the time taken to complete cvery quota review leng
but also its outcome is extrermely urcertain. It is recessary to provide,
ins+ead, for the regular exparsion of gquotas on the basis of agreed objecths
criteria, such as expansion in the value of world inports and the size of

payments imbalances.

At the same tinme, the broader question about the role of quotas in
determining the size of Fund resources cannot be overlooked in any discussiz

of IMF reform. The dominant view so far, thet quota subscriptions shoulik:



Mhe primary source of the Fund's financizl resources" is open to

tbjection on several grouwnds. hiperience has shown that by being

tied down to quotas the Fund's resources failed to expand not only

slorgside the expansion in world trade but also sufficiently to cope

vith the demards of the world financial relationships as they evolved

after the switch over from the fixed exchange rates to a system of
preralised floating in the early 70's. What should be a cause of

sricus rethinking, cven though in retrospect, is that while all fears

with respect to the inflationary consequences of an uncontrolled expansion
in international liquidity had beer concentrated on the Fund, hardly any
#ep was taken to restrain and regulate the expansion of international
ligmidity through national currencies and commercial bank credit., This

wy of managing world finance needs radically to be altered and to achieve
this it will be absolutely nescessary that the Fund, if is intended to perfom
4 pivotal role in world finance, should be male the fountain head of inter~
ptiorcl liquidity. In this context, quota subseriptions to the Fund will
have to be treated more like the equity capital of a commercial bank and

the Fund givern wide powers both to create ite liabilities or T.0.Us and
thereby to generate intermational liquidity and also to regulate and

reatrain the generation of such liquidity in other quartsrs.

3(i) Issue of SDRs

When the decision for the first issuve of Specizal Drawing Righis
{Rs) was taken in 1968, it was heralded 28 a major step in the direction
of multilateralising international liquidity and reducing the dependence
for that purpose on national currencies. The Fund management itself had

Wped at the time that when the allocation of the SDRs to the tune of 9.5
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billion, then agreed upui, was completed, they would represent scre

16 Lo 17 percent of the world m¢ etary reserves and that as a conse-
quence it will prevent the dependence of the world monetary systen on
the creation of currency reserves. Actually, by the time the allocation
of SDRs was ccnpleted in 1572 the world foreign exchange resexves alone
had increased to $104 billion. As a proportion of world non=gold noretiw
reserves, the SDRas stood at a merc 6 percent in 1972, Inclusive of gld
reserves, valued at market prices. only 4% of world monetary resérves wem

12
accounted for by SDRs .‘—/

The second issue of SDRs tc the tmne of 12 billion, over a thres-
year period, 1979-81, could be agreed upon after a lapse of ten years,
wvhile the world financial system was flooded with liquidity genercted by
the national currency c:x.uthorities and even nore by the commercial banksy
At the end of 1981, only 2.5 percent of the aggregate monetary reserves:
(including gold reserves) comprised of SIRs inspite of the second issus.
Thus not only were the hopes set initially on the SDRs falsified by the
events but also the belief ther entertaineds that the dominant view had
at long last conceded the need for a substantial gemeration of inter-
national liquidity rultilaterally, proved to have a rather weak basis in

T . <L,

It is important tc note in our context that agreement on the issw
of SIRs by the Fund was part of the package which stipulated at the sam
time how the SDRs would be allocated among the Fund's member countries, -
The 5DRs were to be allocated tc the member countries in the same propor-
tion as their quotas. This meant not only that almost 70 percent.of i

SDRs would be zllocated to the industrial countries but also that the
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close to 60 percent, would go to countries with either payuents
swrpluses or the privilege of financing deficite by issuing their

ovn 1.0.Us. By deciding thus, the. Fund was clearly being denied

.‘f.he right to treat the SDRs as 2 source to be tapped for providing
payments cover to merber countries in deficit. On the other hand,

it was being left to member countries to decide when and where to

use the deposits thus created in each's favaur,Naturally, as Machlup
has pointed out, it meant that while part of the newly created deposits
Zing to deficit countries would M have a quick first round of spending",
tre paxrt of these deposits going to the members countries in paymente
sirplus or those who can issue their own I,0.Us would "never be used

i even a firet round of srendingt! -1-2/ Thus while of the quoia subs-
sriptions, only subscriptions made in reserve currencies, i.e.,, of
counfrieg which, having strong reserve positions, can, if they want,
incur payments deficits and gezerante intermationally acceptable I.C.Us
‘%t firance such deficits, comprise the primary source of finance for

the Furd's operations, in the case of SDRs the part allocated to the

meerve currency countries are-likely to.remain altogether urmised.

™~ 3DRs can becone an effective centre piece of the intermational
mretary system, if, as the Brandt Commission rightly urged, (1) "it
mecres the principal means of “increasing global liquidity" and (2)
it is itself used to improve the adjustment mechanism".w To achieve
#e first, it will be necespary-to agree on the objective eriteria on
iz basis of which SDRs can be created regularly in sufficient quantities
s accordance with what the Brandt Commission fefers to as "non-infla-

tionory demand for world. liquidity"., At the same time, further creation
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of national reserve cuxrencies as well as new commercial bank lending

will have to be severely curbtailed.
b{ii): A Substitution Arrangenment

As for the problem posed by the massive overhang of national
resource currencies, in particular U.S dollars which account for close
t0 80 percent of the world foreign exchange reserves, the solution ne
doubt lies in pﬁrsuing the idea of a possible substitution arrangemert.
The idea of substituting SDRs for the reserve currency balances of the
various nonetary authorities is nct new., Triffin has for long
lamented over the system that permitted one netional currency, namely
the U.S5, dollar, to perform the role of reserve currency and forecast
the energence of a situation in which the dollar would continmously
be faced with crisis of confidence[ilge on record for having proposed lorge
scale replaccrnent of dollar balances of the mcnetary authorities with
appropriate interrationally created assets as part of a programme of
international nmonetaxy reformvﬁ/ Iater, during the 1972-74 discussions
within the Fund's Committee of Twenty, it wos also xecogrised that
suitab’ ngements would have to be made for the substitution of
exces8 holdings of dollars in the hands of various monef;ary authorities
by SDRs as part of the reform effort in general and particularly in the
context of ar asset settlerment arrangement, under which imbalances in
payments of any country would npt in future be settled by using its owmn
curreycy. Unfortunately, none of the substitution account proposals have
nade much headway so far because of the inability to agree upon the asse
settlement obligations of the countries now providing currency reserves,

In particular, the.U.S.4A has shown no inclination to accept a reduction
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2 the future reserve currsrncy rcle of the dellar., During the

972=74 reforrm discussion, the®v.98.4. wos prevared to consider only

nch substitution arrangements as weuld cffer to fund such of the

bllar holdings of the other countriec as are veluntarily surrendered

3 . that too without acicepting any limitation on its future method
freyments finarcing. Tn more recent discussions when the substitution
wourt idea was revived, iargely out of concern of countries like Gemusiy
# Japan which Qere reluctant to let their currencies play a major ros o
wrency role alongside dollars, the proposal had to be dropped once #on ™
kcause of the contimued U.S. rejection of any constraint on the priili. .

i enjoys of creating dollar liabilities abzread.

Will the reserve currency countries, particularly the U.S.L., hu
e or less receptive irn the future to the derand for asset settlon r*
Nigation as part‘ of a substitution arrangement is difficult to sap.
7ing by the experience cf the past ten years or so, the U.S. position
i the question seemd to have hariernszd over the years. At least, therc
t10 indicati 1 that it has softered. The substituvition arrangement
pusgsed in 1979=80 waz far lespo a'i.s.r:lamﬁ_ing cf the T.S5.4. than the arrais:-
i which the Buropeans mooted ~uring ’i‘ﬁ2-",‘4. refoxrm 4iscussgions eves's
mgh the overhang of dollars hac becume far nore formidable in racend
g thar even before, notwithstanding the phenomenally large expans-.l
hro=dollar credit, by the U.S. domirsted cormercial banks no doul <,
the intervening years. It might be therefors quite wirsalistic o
we thet much progrees cah be nade towards o substitution arrangeren:
‘requires the reserve currency countries, in particular the U.S.L.,

qree to any sort of asset settlement obligation.
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In the circumstances, would it bte worthwhile pursuing the
substitution arrangenent idea? In this context, it is important to
bear in nind that, really and truly, a substitution arrangement involves
the creation of international credit with a view to furding the external
obligations of the reserve currency countries. It is basically no differ—
ert than rescheduling of the external debt of a country. The difference
is that- the reserve currency countrics have come to realise thet the size
of their external ébiig&tions is of less concern to then than to those
vho hold these obligations as their reserve, So, why ghould the reserve
currency countries agrce to 1limit the creation of their obligations in
the future? It is the reserve accumulating countries which will first
have to agree nct to accurmlate further reserves in the form of naticnal
currenciegs. This they will be more willing to do the more they are attra-
cted tc the alternative offered to them in the form of SDRs or SIR deno-
minated claims. ‘the Fuﬁd cann do a lot in this regard by making the holding
of SDRs and SDR .fenoninated claims sufficiently attraqtive to hold in terms
of both yield and usability. Tt is not in the interests of the developing
countries to keep the yield on SDRs low or to restrict the usability of

SDRs -lé/

From the point of view of promoting multilateral generation of
international liquidity it is important that any substitution arrangement
mst provide for adequate séfeguards that the national reserve currencies
do not at the same time expand and a2dd to internmational liquidity. In
other words, an effective and comprehensive asset settlement rust be

1/

agrecd upon before a substitution arrangement.comes into effect.
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b{iii) SDR Allcecation

Not only have the ilssues of SDRs been few in amounts and far

between but, as was noted earlier, the allocation of SIRs on the basis

of quotas im both inequitable and contrary to what any need~based criteriec
o0ld suggest. The 'question of further issues of SDRs cannot therefore be

livorced from the allocation formla. If quotas remain the basis for allo-
cation, not only will every SDR issue aggravate the inequality in the dis~

tribution of multilaterally created liquidity but alsc every such issue

vill have to be far larger to meet a given estimated need for internatiora

liguidity thar if allocation is need-based.

The case of the developing countries for linking the issue of SDE.
o development finance and allocating therefore the SDRs newly issued by
the Furd to the developing courtries is primarily actuated by the objective
to make SDR allocation need-based. The Brandt Cormmission fully conceded
this cage when it suggested that new SDRs should be allocated to "countries
wiich are most | "kely to experiznce bLalance of payments deficits and high
mestic oost§' adjustrent and lenst likely to be able to finance then
fxom alterna,tifre sources". Since "mary developing countries fit into
these categories’, the Commission felt that there was "therefore a stron:
wage based on efficiency as well as equity for a larger share of new un-
unditional reserves to be distributed to the developing countries thar

proportional 16/
4 achleved through a',llocationé' to the IMF quota systen".—

8till, it has to be faced that a poussible major factor coming ir
i wvay of more regular and larger issues of SDRs is the strong, ersis-
et denignd for linking the SIR issue to development. Tc the extent thic

tvalid, the developing countries may have to show some flexibility in
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this regard. This is = cencession they will be making to the reality
of world politics. That SDR all “cation rmst be need-based cannot and
ought not to be given up. Buil whether a need-based allocation must
necesgarily be in favour cof countries regardless cof their inmediate
balance of payments need, or ir favour of an institution like the Fund
itself, which can then disposc the resources thus placed at its cormand
according to objective criteria, with minimun relationship of revber's
access 0 quotas, iz something that the developing countries should be

prepared to treat as an open question,

(c) Borrowing fron Member Countries

Although the Furd has, as indicuted abuve, relied prinecipally
on quota subscriptions for the xesources it requires 1o finance its
type cf payments support, it has, from time to time, entered into agree~
ments with the necbex (and even non-merber) countries to borrow temporarily
both for special purposes as well as for supplercenting its general resouroesgz/
The earliest such ar mgement, cntered into in 1962, was, as stated earlier,
the GAB, gpecially ¢ vised for cxcilasive use by & small group of industrial
countries (G=10) with a view to extending help to each other on soft terms
and conditions but under the Fund's auspices. The Fund borrows from the
participating countries in certain specified proportions as and when it
needs to extend assistance to any of these vexry countries. Most recently,
it has been decided to enlarge the GAB from $7.1 billion to $19 billion
and to make its GAB resources available for conditional assistance to even

"non=participant countries.

In 1974 and 1975, the Fund entered into horrowing agreements with

17 lender countries, including Switzerland (which though a non~member also
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contributed to GAB) with a view to raising an amount of $7.6 billion
for the 0il Facility which wag sot up temporarily to finance special
low conditionality Fund credits to countries with payments lifficulties

It consequence of the oil price rise.

In 1979, a different facility under the name, Supplenentary
Mnancing Facility, was established with borrowing to the tune of $8.6
dllion from 14 lenders including Switzerland. This was in response to
the second round of o0il price increases but the Fund credits. to be financed

wt of this facility had to carry high conditionality.

4s the . resources raised for the Supplemertary Financing Facility
came to be committed, the Fund negotiated another set of borrowing agree-—
mnts, The principal lender this time was Saudi Arabia which undertook |
to lend the Fund upto #5 billion annually for threc years starting with
1981. Another set of 18 countries also undertook tc lend the Fund a
tetal amount $1.5 billion over a two-year period. .The regources thus

raigsed by the Furd were agoir suppiszed te finance high conditionality

asgistance to merber countries under its policy on enlarged access.

The outstanding borrowing of the Fund or April 30, 1982 added up
to $7.5 billion which worked cut to 11 percent of the total value of
Fund quotas. However, when the unused credit lines amounting $16.5
hllion are added to outstanding borrowing, the total was equal to 34
percent of quotas. Since under the present guidelines for Fund borrowing
the outstanding borrowing plus wused credit lines r:_rust not exceed the
range of 50 to 60 percent of quotas, the maxirmm arount the Fund might

20/

Tat, nmore or less, equals the amount by which the credit line to GAB has

borrcw additionally as from May 1,'1982 could not exceed ¥$11.6 billion,
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been raised. Of course, one has to make note of the provision that
under the guidelines referred to above "in respect of the GAB either
outgtanding borrowing by the Fund under the GiB or one=half of the

total credit lines under the GIB, whichever is the greater has 1o be
taken into a.ccount':?!/ Therefore, of the enhancerment of GAB by about

$12 billion only half will count towards determining }vhether the ceiling
hag been reached or not, so long as less than half[GIosB credit line has
actually been used by the Fund. Also, with the enhancement in quotas

to $99 billion, likely to come into effect towards the end of 1983, the
ceiling on Pund borrowing should rise by $18 billicn. So the scope for
Fund borrowing is not so bad, judging by the lével of Fund quctas or even
by the level of outstanding Fund borrowing. However, if one goes by the
pace at which the total drawings of the mermber countries have been rising -
from around $3.5 billion in 1974 they have gone up to§7.7 billien in 19822/
or by the escalation in the payments deficits of the non-oil developing
country, the group that alone h: , in recent years, resorted to the Fund,
the increased borrowing that the Fund can rely upon, within the framework
of its existing guidelines on the subject, to. augment its rescurces will

appear to be very modest indeed,

There are, in addition, {two basic questions with regard to Fund
borrowlng. One concerns the linking of Fund borrowing to its quotas., If,
as has been aruged above, Fund quotas ought to be treated more like the
equity of a banking coppany than as a yardstick to Fund borrowing, as at
present, this practice cannot but be considered as extremely restrictive,
The less the Fund depends on quotas to provide it with its mé.jor Tesources,

and that is how it should be regardless of whether or not the proposition
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put forth later in this paper wilh regard to the re-digtribution of
quctas, the more it will be necessary to relax the linits on Fund
borrowing. 4s a first step, the nminimum immediately necessary action
salled for is. to raise the ceiling on Fund borrowing to 150 percent

¢f quotas to come into effect by the end of 1983, However, as a neasure
of bzsic reform, it would be advisable to delink Fund borrcwing altoge=
ther frcu quotas and instead relate it to factors such as anticipated
raynents icbalances, the likely demand for Fund support and Fund's

access tc other resources,

(1) Borrowings from Private Market

The second question concerns the sources the I'und should be
ellowed to tap for the purpose of its borrowing. The Fund has so far
been restricted to borrowing from the governments/monetary euthorities,
andy nore or less, precluded from regort to the private market. Although,
lately it has been conceded thet the possibility of Fund resorting to the
private market cammot altogether be ruled out, the dominant view has pre=
vented this fron conming about. 4Lt the same time, phenomenal expansion
has becn allowed to take place, virtually unchecked, in the size of tle
frivate market. The aggregate of bond issues plus net bénk credit expanded
from some $60 billion in 1970 to $85 billion in 1972; therecafter it expanded
to over$1,000 billion by the end of 1982, with both the national monetary
authorities as well as the Fund acting as virtual spectators. While the
question of instituting some systen of international surveillance over
this narket and the Fund's role in exercising such surveillance is dealt
with later in this paper, it ought to be gaid, right at this stage, that
by denying the Pund access to the private market not only has the inter-

2tional cormunity foresworn the use of a najor, proved ingtrunent of
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central banking econlrenl, namely open varket operations, at the
international plane but alsc it has left untapped a major source of
finance for the Fund's operabions. indeed, if the Fund had o relati-
vely grezter access to the private market it could possibly have res-
ponded rmuch nore effectively to the situation that emerged after the
first and second rounds of oil price increaées, as a result of irmense
paycents surpluses on the ocne hand and equally large deficits on the
other, Also, the Fund's accesé to the market would have reduced its
dependence ou gouvertients Cor, dAivect or indirect, budget support whick
is not always eagy, for even the mosl well manning pnlitieal leaderchip
at the national level, ko extend lLmcanse of domestic Ludgelary econsi-

derations.

(e) hctivation of gold stock

The gold holdings of the ['und are now wurth aboul $45 hillion,
Various suggestions o7e afloat with regard to the disposition of these
holdings. They fall into broadly two groupss (‘1) suggestions for the
sale of 4old and using the prece.ds or profits only for development
finance and (2) suggestions for "restitution" to the meuber ccuntries,
While gold has formally been demonitized in the sense that not even
regerve currencies are cobliged to maintain a gold value, the fact remsim
that the nonetary auvthorities still hold on firnly to their wmonetary gold
stocks. Restitution would conly mean transfer of gold from the Fund fo
na-biénal nonetary authoritiez. The suggestions for sale seenm to be un-
acceptable, although tha-b secems to be right course to adopt, regardless
of how it is decided to make use of the sale proceeds. Tf the proceeds

cannot be used for developrent finance, they could go to augrent the
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pool of resources the .Fund can use for extending payments support to
wober countries. In the event that even this is not acceptable, the
Pind should then be able to use its gold holdings as collateral to
borrow from the market., Of course, the questicn of using gold as
collateral arises only if it is decided not to let the Fund borrow

om the basis of its need, as proposed above.

IT

Right from the start, z rajor issue to sort out in the negoti-
ations leading ito the Bretton Woods arrangenents was about the symmetry
of adjustment action by the countries in payrents surplus as well as
deficit. In the actual working of the old arrangerents however not only
d4id the burden of adjustment fall nore and more on the countries in
deficit but also among the countries in deficit a great divide eperged.
This was the divide hetween the resexrve creating cdeficit countries
(principally the U.S.&) and the non-reserve creating deficit countries.
WVhile the former cculd finance almost any ancunt of payments deficit by
the creation of its external I1.0.Us, the latter had to look around for
necessary finance. Naturally, therefore, the burden of adjustment fell
alnogt altogether on the latter., With the collapse of Bretton Woods
systen, the former werce released of whatever obligations they had uner~
taken to maintain the exchange value of their reserve currencies and
there has, as a result, been a virtually flooding of the world with
reserve currencies. The relative position of the non-reserve creating
deficit countries, on the othcer hand, can be said to have suffered a
set back except that those of this large group of countries which, for

various reasons, enjoyed access to the emerging, fast expanding private
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capital narket for their payments finance were, temporarily at least,
in a position to cope satisfacte.ily with their paywments deficits which
started mounting in consequence of the drasti: deterioration in terms

of trade following the increases in coil prices.

Since a loan by its very nature, once taken, rmst be serviced,
that is repaid with interest, it goes without saying that a country
incurring a loan rust take suitable steps to make sure that it can
service its debt according to schedule. The borrowing country has
therefore to take appropriate measures to make sure thet it won't defaull
in the servicing of the debt it is incurring. Of course, it depends
considerably on the terms and conditions at which a borrowing country
can raise externzl finance how ruch latitude 1t really has in the choice
of measures to be taken in order to generate the required debt servicing
capability. 3But there is absolutely no question that a country cannot
go on incurring vayments deficits, unless of course, it is a reserve
currency country whose I.0.Us am2 acceptable as reserve by the reserve

accurmlating countries.

Also, as the Secretariat document prepared for UNCTAD Vlgz/points
out, rmch depends on the causes behind a country's payments deficit. Is
it a deficit that is expected to reverse itself in short-tgnediun tern?
That would be the case when a temporary downturn takes place in commedity
prices because of recessicn in the importing countries or when becauge of
crop variations the import bill goes up or when interest payments go up
on debt contracted at variable interest rates, Or is it a deficit caused
by an irreversible drecp in a country's terms of trade? Or is it a conge=

quence of the country's own domestic inflation? When a payments deficit
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ig the »2sult of domestic deman expansion, a policy of disinflation,
cocbined where necessary with exchange rate adjustmeﬁ‘bs designed to
offset_the rise in domestic prices, cen generate the necessary correction
in the country's paynments position. When a deficit is the outcome of
temporary, reversible causes; the appropriate response is to finance such
a deficit rather than incur the costs associated with changing the level
of demand and output which would have to be reversed at a later date.

This indeed is the rationale behind the facility the Fund already has,
for several years now, under the nane, Compensatrory Financing Facility
(CFF). However, when a deficit is caused by an irreversible factor, it
creates a structural imbalence calling for an adjustizent in the struoture
of supply. Such a structural adjustment can be both costly and time
consuing. In oxder, for a country to apply the right remedies, it is
necessaxry firststo have a correct diagnosis made of the nature of its
deficit and then to enéure that the diagnosis is backed by finance in

adequate cuantities and on opor.priate terms and conditions.

The recent escalation in the payments deficits of the developing
countries has been the consequences of 2 sharp drop in both their terms
of trade and finance. As the TMF iLnnual Report 1982 notes, nore than
two=thirds of the deterioration in the payments position of the non-oil
developing countries from 1978 tc¢.1981 was due to adverse nmovements in
terms of trade and the rising cost of debt servicing accounted for the
mjor part of the remaining third. The latter was a clearly terporaxy
shenomenon, Alsco, sowe part of the deterioration in terms of trade
caused by the cyclical downtmrn could be considered temporary. Both

call for adjustment action on the part of the developed countries in



the form of reflation of their economies and lowering of interest
rates whereas the enduring compc:ent represented by permanent changes
in terms of trade ca lls for siructural, suprly adjustment in the
developing countries. Thus the present situation clearly calls for

a substantial availability of bridging finance to the developing
countries on conditions which do not force them to take measures that
nay impose unnecessary sacrifices on them in the name of adjustment
action. In fact the IMF itself advised countries with payments problens
arising in the wake of the first round of oil price rise not ‘o resort
to adjustment action such as "deflationary demand policies, import
restrictions and general resort to exchange rate depreciations" tecause
"it would serve only to shift the payments problem from one oil importing
country to another and to damage world trade and econonic activitfﬂgﬁ/
It is only after the second round of oil price rise that the IMF rade
the major change in its stance and has stridently been calling for
strong policies of aggregate demand restraint and realistic exchange
rate adjusiment, on the ground thot since the payments deficits are
structural rather than transitory they are not amenable to correction
over a short period of time.gé/ But the argument offered altogether
overlooks that the structural cause of the recent payments deficits
has little to do with demand expansion. Therefore, adjustment action

has to concentrate on the supply side,

The Extended Furd Facilty (EFF) is meant for the Fumd +o ofter
.gupport for a multi-wear prograrme to deal with the structural dis-
equilibria reouiring extensive chanm- +0 the menber country econories,
ingt- 2:ng changes in tw- ~attern of production, In practice, however,

a8 has been - «ted out by Ariel Buira, most of the so~galled structural



Sadmmtment progravmas designed by the Fund for borrowing nmember
countries evailing theozelves ¢ this facilitv, "rumain essentially

a chain of conventional demand manageient pr-gramme built around the
usual ceilings on credit expansion, fiscal deficit etec. to which ad hoc
measures of trade liberalisaticr ard wroduction incentives have been
added to stirmlate a supply response".gé/ Though the muuaber of Fund
suppo rted mulii=yeor nrogreri:es have increased relatively to one=year
prograrmes, it ought also to be neted that the difficulties of metber
countries in neeting the Fund performance criteria have led to a large
nunbexr of the prograrmes, particularly rulti=year prograines, being
disconfinued. In 1981 alone, the value of cancellations of Fund pro-
grarmes added up to #2.7 billion which was moxe than thrice the total
value of the cancellations in the preceding three-~year period. It
would not be unfair therefore t¢ raise dcubts aven at the practical
level about the eppropriateness of the cond.. sionality the Fund is

currently intent on imposing on the borrowing reober countriesa.

Two aspects of Fund conditionality need urgently to be attended
to, Firstly, the content of = Fund conditionality nackage has to be
delinked from the size of a country's paymente deficit, Instead, the
conditionality vackage has to be designed on o case by cuse basis
depending upon the factors lealding to deterioration in the payments
position of a country. To the extent the deteriowation is terporary
and reversible, it should be financed in the nanner in which temporary
ghortfalls in commodity export ezrmings are soughi to be offset througt
the Fund's OFF. 1In fact, there is urgent need to liberalise this faci.

-mawowal _regpects. If drawings from this facility have
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to continue to be tied to quota  then the present neiling of 125
percent on curmlative drawings will have 0 b ra sed substantia.lly-

to accormodate much larger use of this faocility in line, at least,
with the increase in limits on credit *~:~<ha drawings fron 150 percent
to 450 percent. As the UKCTLD drovinvt referred to above notes, while
drawings equal to 125 persent of quoia - owWld have, in the years 1986-1970,
financed on overall deficit of a "rgn.oenunbative member country for 21
nonths, they would have covere” *hat deficit on average for only seven
nonths in the years, 1976-1981 .'gl’/ Since the cuotas themselves zre being
increased by roughly 50 percent by the end of 1983, in order to restore
the relative position of the facility it will be necessary to raise its
quota~related ceiling on drawings by rerhers to 250 percent. In oxder
for the facility to support alsc delerioration in rayments for temporary
or reversible causes other than shortfalls ir cormodity export earning
(a.nd increases in the cost of ceren.r inpcrts a2 yurpose that the faéility
has lately been allowed o aeoss. icizaZz, thr.e»iling would have to be

fixed even higher.

Secondly, when it comes to dealing with ‘the deterioration resulting
from more enduring factors, & clear distinction rmst be drawn between deman
and supply adjustment required foz re:ioring the payments position to headh
The Fund's bias in favour of damor? ad’iustoen® action needs severely tol
restrained. Also, to the extent a’jusinen’ acticn ls required on the suppy
gide the Fund should Le prepared t. «xtend support for prograrmes designed
to meet the situation in sufficien amount and for a period long enough #

show results. For this purpose again, the Fund rust not be restrained, as

at present, by a ceiling on Fund supvort tied to quotas. In any case, the
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present ceilings on anmual and cuoulative drawings of 150 percent

and 450 percent of even revised quotas, coning into effect at the

end of 1983, may be insufficient to accommodate the genuine need for
Fund support from merber countries when they face irreversible deteri-

oration in payments »osition,

The higher ceilings on drawings, as recoinended, should not be
difficult to accornodate, onee it is agreed to agllow the Fund to
supplement its rescurces hoth by the regular issue of SDRs for financing:
its own opexations rather than for allocaticn to member countries and by
resort to the privete capital market in addition to borrowings from govern—

ments or their mometary authorities, on the basis of need-based criteria.

11T

Reference has been rmade above to the vhenormenal role the inter—
national capital market hos core tc mlay in payments financing in recent
years. As the IMF Anmual Report 1982 puts it, ™he rapid growth of
rrivate internaticnal lending has reflected not only an increase in flows
between indugtrial countries but also growing use of these markets by
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race after the first round of oil price increzses in 1973~74. Indeed,

developing countries? This started happening at a particularly rapid
the recycling of payments surpluses of the oil exporting countries to

the 0il importing deficit countries was done primarily through the inter-
wediation of the commereizl banks. The role of the IMF and other rulti-
lateral arrangerments was only marginal in the financing of the payments

leficits. Of the total net extexrnzl borrowing of the non=oil developing



countries to the tunc of #76 billion during the three years, 1974=1976,
while ac rmch as $326 billion {47%) came from privete sources, the Fund's
contribution {by way of various types of support including that from 0il
Facility) added up to a mxere $6.1 billion (8%). During the three-year
pericd, 1979-1981, following the second round of oil price increases,
while the net borrowing by the non-oll developing countries was as high

as $190 billion and the contribution of the private sources was also
higher at 60 percent, the Fund's relative support was lower at 4 percen't.g}j
Ta.king the whole decade of 1970~1979, private flows, other than direct
foreign investment, rose from less than 20 percent to more than 40 percent
of the payments finance drawn upon by the non-oil developing countries;
in the same period the proportion of such_ finance covered. by bilateral
and multilateral official development assistance fell from 60 percent to

0
40 percent.'l'/ There can be no oubt therefore, of the increasing derendemce

of the developing cruntries on the private capital market for payrments sumert

The new pattern of financial flows, as the UNCTAD document referred
to above points out, hag had inportent implications for the distribution of
available foreign funds among developing countries and for their burden of
interest ccoels. Dorrowing from the international capital market has been
not only large but also highly concentrated, the main recipients being a
limited number of countries witl. relatively high levels of per capita
income .ﬂ/ Thus practically the whole of Euro=currency financing raised
by non=developing countries in 1978 and 1979 was accounted for by countries
with per capita incoie zbove $500. Indeed, in early 1980 lower-incore
developing countries actuslly had deposite in the Buro=currency market of

a value larger than loans they received from the market.
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At the eame tire, the countries which came to depend heavily
on borrowing from private capital narkets, nct only accwmlated large
amounts of debt from this scurce but alsc became increasingly vulner-
able, as a consequence, to the high and fluctuating costs of debt
Bervicing, The rarket rate on Eurc—currency lending, the principal
gource of comrercial rank finance, has been subject to wild fluctuations
gince the mid-1970a; it hes also manifested a morked upward trend in
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recent years.

The rapid build up of the external indebtedness of the developing
gountries to cormexrcial banks has now reached a stagezy where fears have
been expressed more and =more about the increasing exposure of the banks
to developing country borrowers. This has coincided with the particularly
gifficult liquidity as well as jayments position which the major borrowing
countries (along with all the cther developing countries) currently face
in consequence cf ihe sharp deterioration in their terms of trade and
finance. In the circunstances, it is of great inlerest to the developing
countries in general, and particularly those indebted heavily to the private
banks, what role the IMF plays in not only sorting out the payments problem=
immediately arising on account of the debt servicing liabilities falling
due but also establishing a long—tern, stable relationship between the
comrercial banks and the develeping country borrowers, which is, at the
sane time less volstile and fluctuating than it has proved to be so far,

particularly in recent months.

In recent months, ag the liquidity position of some of the major
borrowexrs among the developing countries deteriorated shaxply, the IMEF

has been called upon to intercede between the commercial banks on the
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one hand and the concerned borrowing countries with a view primerily
t0 reschedule debts and debt serviecing. Though the Fund'’s own access
to rescurces is limited, it has succeeded in hammering ocut case by
case arrangenents wherety crises have been successfully overcore and
much feared collapse cf the Trivate copital nmarket averted. But it
has thrown doubts abcut the:future role of the commercial banks in the
financing of the payments of even those of the developing countries

which enjoyed access to them so far.

As the Fund Manzging Director observed recently?i/the degree

of exposures of the cormercial banks coupled with the emergence of debt
servicing difficulties in scveral of the largest debtor countries almost
simultaneously in the latter part of 1982 have sharpened bankers' per=
ception of risk in lending to the non-oil developing countries, They
nay therefore be ruch more restrained in their future lending to these
countries. The Fund Manacring Direcctor felt that while over time this
general reassessrent by the cciinercial btanks should strengthen the systems,
it will be important to see that in the irmediate future o3 indiscrininate
or abrupt retrenchment of bank lending is avoided. If thet were to occur
it would, he felt, force adjustrment on deficit countries con a scale and
in a tinme frame that would be disruptive and harmful to creditors and
debtors alike. His messare therefore for the immediate future to the
cormerical banks was clear: it was in their own interests not %o push
the borrowing countries t¢ the wall. Going by the Fund's experience in
haznering out recent rescue arrnagenents for the countries in troutle,
it is evident that the banks got the ressage right and have agreed not

orly to reschedule debts but also to lend afresh, althouygh rmch of the
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latter just sbout eovers interest payments falling due. The banks -

comnit "ed these new amounts ir parzllel with the Fund.

The Fund's success in working out the rescue arrangements, has
encouraged it to claim that the present interroticnal financial system
hes shown beth its resilience and its adaptability. The institutions.
comprising the system, the Pund, the BIS, the central banks and the
commercial banks, remorked the Tund Managing Director, "have shown g
capacity to handle crisis-in full cooperation and in a quick, prage
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matic, and effective way".

Three sets of questions arise in the above context. Firstly,
even assuming théat the Fund Monaging Director has not spoken top soon,
what is important from the peint of view of the developing countries
is not whether future cris s faced by individuwal countries can effectively
be met, on the basis ¢f the new ground broken in the relations between

the various institutions meni_oned above, but whether in

future conditions can be crocted under which such crisis situations have
pinimun chance of recurring. wiii e baoks be as amenable to pressure
and advice in non-crisis situations as in crisis situations? Must these
banks contimue to be allowed to engage in international financing opera-
tions on the scale and in the manner of recent past without effective,
mltileterial control? 4nd if controls are necessary, what role will
IMF play in the exercise of such control? Additionally, if the objective
i to expand international credit in line with the rnon~inflationary
requirements of world trade, the role of the commercial banks will have
to be kept within strict limits which are effectively enforced. This

ig as iumportant as curbing the creation of national I.0.,Us for use as
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international reserves., Finnlly, it is equally important that

access to market finance is tuci. less unevenly provided to various
countries in necd of paynents gupport than has been the case so far,
To achieve these objectives, the Fund will need to be given an effectiw
say, something that it now is completely denied, in the overseeingof the
internaticnal operations ¢f the cormercial banks., Fund surveillance
will therefore need to be made norc comprehensive so ag to cover not
only the reserve creation by national governments but also the inter-
national operztions of the commercial banks .in so far as they result in

the generation of international liquidity.

Any schene of IMF reform will have to take note of the possi-
bility that at regional and sub-regional levels, meuber countries of
the Fund may follow the lead of the Buropean Monetary System (EMS) and
establish institutions with a view not only tc otabilising their rutual
exchange rates but also to reducing the varisbility of their exchange
rates with countries outside the regional or sub-regional arrancerents,
While this is no place to zo into the pros and cons of regional and
sub—-regional arrangenents between countries, particularly of countries
the bulk of whose trade may be with countries ocutside of the regicn or
gsub=region, the posgibility of such arrangenents emerging within the
foreseeabie future cannot be ruled out, especially if effective steps
are not taken at the global level to move towards a system of exchange

rates whose variability can be kept within certain acceptable limits.
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It will have %o reccgnised that whether or not the Buropean
Monetary Systes lias, ik the Joar reoms of its existence, fulfilled
all the high horez and exvecta’. ons sget on it wher it was established,
the system has, as n recent Fond study brinm cut; nct only worked
quite socothly in an operational sense, which ir itzclif is said to
be quite an achievenent, but also'avoided uajor exchange vate disrup=—
tions., At the beginnirng, it was feared that under the systen needed
exchange rate changes wight noi be undertaken in time or to the extemd
required. Actvally, the asystan proved to be much less rigid than
.initially feared. And still exchange rate voriability was possible
to bring down. In fact, as the Fund study referred to above obsexves,
*this stabilising influence has spread to the exchange rates of those
Buropean countries cutside the IMS which have c¢lose econonic and
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financial ties to¢ EMS participants.

Anong the developiung countries, the cxperiments with eaxrlier
rarments unions have not been as rewarding as originally believed, So
it can certainly be argued inat these countriecs may not be attracted to
the suggestions for monetary uwmiumns. Wnile tiils srgument cannot easily
Ye brushad agide, it has at the same btime to be recognised that since
the payments strains on the developing courtries are significantly
greater than esver before they ray be rmch noxe receptive to ideas on
effective, payments union arrsnasements than in the past. And if the
idea of payments union takes firmer root in the changed circumstances
of to=day, there is every chance that the new payments union schemes will
incorporate ideas on monztary cooveration as well, if for no other reason
than to strengthen the ability of the arrangement to settle the payrents

between ite member countries.
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Of course, there is nu question of thé Fund disallowing merber
countries to ferm regicnal/group payments-cum-monetary unions, But
can it not be ruch nmore positive in this regard? Should it not actually
promote the formation of such unions so that the concerned countries are
enabled thereby not only to make much more optimui use of their national
gold as well as foreign exchange reserves to finance their collective

payments deficits but alsc to expand rutual trade and economic ccooperaticd

The much expanded role for the IMF envisaged in the propocals nade
above ig predicated cn a radical re-~thinking in regard to the sharing of
deciesion making among the Fund merber countries. The present arrangement,
which gives tc the industrial countries close to TO per cent of the voling
power and to one country, viz,, the U.S5.4., with over 20 per cent of the
voting power; a virtual veto over practically all the major Fund policy
decisions since they must be carried by 8% per cent majority, is extrenely
one=gided, It is an arrangenent that the non-industrial participants
cannot he happy ahout, even if the industrial countriea had been less
mindful of their own individual and group interests while participating
in the Fund's decision making. Jdetually, the non—industrial countries
have reason to complain that Fund decision ma.k.mg has been directed
principally to promoting the interests and meeting the concerns of the
industrial countries. Benefits, if any, for the non~industrial countries

have followed mainly as by preducts.
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As the Brendt Commission perceived it, "the new international
ponetary system should have a nplurwlistic basis, in which no single
political entity or small group of entities plays a.predominant role.
The commission called for a broad-based leadership to manage the
international monetary system and suggested, for that purpose, "clear,
fair and explicit rules for managing the gystem, rules which will
protect the interests of all members of the system, including the
weéker ones". BSuch rules, the ¢ommission felt, "must ensure that
the Fund is not wholly administered on the basis of shareholding",

The commission specifically asked that "the participation of the develop=-
ing countries in the staffing, management and decision making of the
BF ghould be enlarged" 21/ It is worthwhile noting in this context
that under the EMS while each country was obliged to contribute té the
Butopean Monetary Cooperative Fund (ECMF) 20 per cent of its gold and
tollars reserves, 80 that their contributions varied considerably,
exchange rate changes were tc be a matter of common decision making
requiring unanimity among EMS participants. No country, however large
its contribution to ECMF, enjoyed a dominant pogition by virtue of its
regerve contrxibution. 4s has been noted already in this paper, the
mooth operation of EMS during the past four years of its existence

has not suffered on this score,

In order to broaden the base of Fund decision making, it is
necessary as a first step to re~allodate quotas between members countries
%0 as to improving the voting power of the developing countries. In this
context, it is appropriate to vefer to the latest communique issued after
the February 1983 meeting of the Intergovernmental Group of 24 on Inters

national Monetary Affairs (G=24). The group emphasized "the urgency of
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& conprehensive re-exanination of the eccncnric criteria and the
weights to be attached to then in guota formula 80 as to reflect

the financing needs of necbers™. More specifically, the group asked
that "the quota share of the develoning countries should go up to 45
per cent"., The group asked also for a special adjucstment in quotas
of small couniries, includini: exall island economies, hzving regard to
their size, openness anrd limited access te capital markets 2nd their
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narrcw productive and export base®,

Reallocation of quotas and therefore voting rights should, it
is felt, be less difficult to agree upcn the ]_.ess the Fund is dependent
on guotas as the principal scurce of its resources. In this context, .
the reforms suggested earlier in the paper in regard to the regular
creation of SDRs for Fund's own use and the Pund's access to capital

market assume importance.

Cencluding Observations

Since the collapse of the Bretton Weoods System in the early
19708, it has not been possible to agree upon a comprehensive substitute
system. What has been in place ever since is an adhcc arrangerent
combining decisions taken on various issues as and when their consider-
ation could not be deferred any longer. There is a widespread recognie
tion now that this adhocism mst give way to a properly thought out
financial system for the sake of z smooth working of the world trading
gystem. This recognition is not confined to only the developing couniries,

though they insist thet any new arrangement must not over-lcok their intercd
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Whatever new system is thought up, it way will be in everyone's

interest if the syster makze use >f the existing institutional arrange-

sent to the maxirmun extent possible instead =f dismantling altogether

the existing institutions and building everything from ithe scratch. It

is in this spirit that this peper has sought to offer idcas on IMF reform.

The major proposals made in this paper are

1.

2.

30

4.

5.

any najor reform of the world nonetary system must,
first and foresost attend tc the questicn of generating
resexrves multilaterally; for this purpose, IMF has to be
made the fountainhead of international liquiditys;

though Fund quotss should not remain the principal source

of finance for the Fund's operations, it is still necessary
to provide for some regular, almost avbomatic expansion of
quotas on the basis of agreed objective criteria such as

expansion in world imports and payments imbalancess;

quotas subscripticrz sheuld be treated like the equity
capital of a commercial bank and the Fund given powers both
to create its liabilitics and thercby generate international
liquidity directly and alsc to regulate and vestrain the
generation of such liquidity in other quarters;

SDRs should be made the center piece of international
liguiditys for this purpose it should be agreed that SDRs
will be issued regularly in sufficient quantities in
accordance with what the Brandt Commission refers to as

"non-inflaticnary demand for world liquidity".

at the same time, further generation of liquidity through
national currencies and commercial bank lending will have

to be severely curtailed;
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6. the substitution account idea deserves to be pursued
with vigour but ne suvstitution errangenent should be
agreed upon without the reserve currency countries
accepting effective asget settlement obligaticnsg for
this to be achieved it will be necessery that resource
accumulating countries should agree not to accurmlate.

further regerves in the form of national currenciess

Ts SDRs and SDR denominated claims should be made suffi-
ciently attractive in terns of yield as well as

usubilitys

8. while the present system of allocating SDRs in propor-
tion to the quotag is both inequitous and inefficient,
the pursuit by the developing countries of the idea of
linking SDR issues to ueveloyment finance need not lﬁpl¥
to institutieng
country~wise allocationg instead SDIU qllocatlonéextendlng
neced=based payments finance to member countries should not

be ruled outs

9. the quota~bagsed linites on Fund borrowing should bhe removed
altogether: 28 o first step the ceilihg cf Fund borrowing
should be raised to atleast 150 percent of quotas which are
to come into effect by the and of 1983;

10, the Fund borrowing should be related to the level of anti-
cipated payments imbalances, the likely demand for Fund
support and Fund's access to other resources such as the
uncommitted balances out of usable quota subscriptions and.
special facilities and SPDR allocations in favour of the

Fund itself as proposed iﬁ this paper;

11. the Pund should not be precluded from resort to capital
market as and when necessary, and its market borrowing

should also be subject only to need—oriented crieteriag



12.

13,

14.

15,

16.

17.

39

the stock of gld in Fund possesgion should bo gold
and the proceeds alloved to be used, ar 2 minimum, by
the Fund to augment lis genersl resources) neaunwhile
let the Fund use its gold stock as collateral for
borrowing over and sbove any quota=based limit still
retained on Fund borrowings

Pund conditionality should be linked to the causaes of
a country'!s payments deficit rather than to the size
of the deficits;

for supporting countries when their payments deficit

ig cgused by terporary and reveérsible factors, the Fund
should extend low-conditionality finance on the lines

of the Compensatory Finanecing Facilitys for this purpose,
this facility should be liberalised by raising the gquota-
based ceiling on drawings to atleast 250 per cent as against
the present ceiling :.f.125 percent;

for supporting prograrmes meant to deal with more enduring
deterioration in payments the Fund must restrain its present
biag in favour of dernd adjustment action in cases where
the deterioration is net caused by demand expansion;

for the purpose cf supporting Fund designed supply adjust—
ment progrziames, the Fund should be prepared to offer help
in sufficient amount and for long enough periods the present
ceilings on ammwal and cumulative drawings of 150 per cent
and 450 per cent respectively of even the revised quotas,
coming into effect by the end of 1983, may well prove to be
inadequates

the Fund should be giver an effective say in the overseeing
of the inmtermational operations of the commercial banks;
for this purpose the Pund should have powers of comprehensive
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surveillance cver zll such activities of the commercial
banks that lead to the generation of internatiocnal liquie
dity;

the Fund should encourcge the formation of payments—cum-
ronetary unions among the developing countries at varicus

regioral and sub~regional levels;

fund decisicn making should be made broad based, as a
first step in that direction quotas will have to be
re-allocated sc as to improve the voting power of the
developing countries; the G-24 suggestion for allocating
45 percent cf quotas among the developing countries appears

to be enminently reascnable.
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1982, Washington D.C.
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3, Anthorts own czlculations.
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fl, See UNCTAD VI Policy Paper on International Financial and Monetary
Issues (Document NO.TD/275 of 26 Jaruary 1985i .30,

W; luthor!s own calculation.
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i, See Brandt Report, p.210,
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See IMF. fnnual Report, 1987, F.84,
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See IMF fnnual Report 1982, F.162,

These exclude interest subsidy receipts of the member countries
of #36 million in 1962, out of the special accounts administered
by the Fund.

See UNCTAD, opecite, P7e2%5-0.

See IMF finnmual Report 1974, p.26,

See IMF finmual Report 1980, P.18,

See his IMF Financial Propramnes and Conditicnality cited in
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See IIMF, World Economic Outlock, Occassional Paper 9, (1982) P.167

See UNCLAD, Op.cit., pr.15-24.
See¢ UNCTAD, cr.cit., P.16

The quarterly average for 6 months' LIBOR varied between 5 percent
and-15 percent during 1974-1979. At times, during 1980-198%1 it
reached 17-18 percent, letely, however, it has come down to just
below 10 percent. See UHNCTAD, op.cit, P.49.

By the end of 1961, almost 60 percent of the total outstanding
long term debt of the non=-cil developing countries was owed to
private creditors. See IMF, Jinnucl Report 1982, P, 36,

See J.de Lorosiere, The IMF and the Developing Countries, Address
at the University of Neuchatel,Switzerland,on March 3, 1983,
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