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OOOPE&TIVE MONEI'ARY AC!ION: 

A FEW SUGGESTIONS FOR. THE DEVEIDPlNG COUNTRIES 

I.S.Gulnti 

The major refcnns which the developing cl)tmtries &Sa Whole,_ 

including the oil-exJ?orti.ne comtries 1 have sougJ:lt in the international 

monetary systl:Ill are: ( 1) to re-establish a system of stable exchange 

mtes; (2) to 1 intornatior.._ilise 1 reserve creation; and (3) to link the 

rceourcc transfc.r involved in reserve creation to development. let us 

sec Fh:lt, if any, success the dove;J-oping countries have achieved in 

these ar.:;::;.s. 

Elcclw.ngo rate system 

The syste:o lvhich currently obt:::.i.ns is of managed floating exch:.:nl;o 

rates. It came into existenco after the breakdown of the pnr value 

system ...£rly in 1973 and bas opera.ted e~~er since. A variety of exchange 

regimes r.avc come tc be adopted by different countries or groups of 

countries. On the one lnnd, some 30 developed. countries, accm.mting 

for some 70 to 75 percent of the world trodo, have allowui their cw·ron

cies to float, some indoparilentJ.y, some jointly, subject, however, to 

varying degroos of mar..agel!l.Ent through official intervention. On tho 

other hand, the vast najority cf devaloping ccuntrie;s hava trice to 

keep sane sort of a fixed link for their. respective currencies. Beine 

largcl.y exporters of p:ci.De.r,y cOJDDlOd.itit38 which h:r:ve tn~ditionally 

ax:porieilOG:l wide fiuct\llti.ons in prices, export Garni..."lgS of tho ckveloo

illg QOUD.tr.i.eil ba,.. beell. Subjo~ to conaidemble uncort!l.intics. Th3 
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f!l-ct th.at r.ow the 1IP.aj_or' currencies have chosen to float, has uxposlld 

th<IU to t.n aC.diticna.l uncert-.'l.inty, linked to the exchange mte.. This 

last uncertainty, ~c dweloping conntries bavo sought generally to 

rcduco by klle;_Jin:;, .J.ll th~;; sarao, a fixed link for their own currencies. 

~:c doubt th-.:;rc WJ.S alHays the argument th..'lt since under a floating 

oxch~110 ro.tc systcn tho need for nnintaining exchange reserves would b..; 

considerably loHer tlic.'111 under a system of fixed exch.ange m.tes, ·~.-:.ven thw 

developing countries stood to gain from the switch over to a regime of 

Uo?.ting mtos. This argument is no longer valid in the light of t~1e . 
a.ctu.::U. aJ>..-perioncc over the past one decade or so. During this period, 

net Ol"'J.y have cxchc.nge rat-::.s fluctu'lted violently and err.J.tic:Qly but 

.il so the h:::.JJJ.nc o of pay:::10nts deficits httve moun.ted enormously. This 

was p:.'lrt.i.cularly so of th0 developing countries. As a result, the nucd 

fer oxcho.nge rc;so~res res boen greater th:""ln ever before, especially for 

thcsu countrivs. 

Int~~~tional r~servo CTeQtion 

The d.::vcl.opi..l'lS" countries' eSpousal of a System of fixed exchange 

rntus should not how.::..:.v...::r be construed to mGan that the par value systcn, 

sot up at the.. end of World 1-hr II, opemtcd in any significant moosUl·e 

to the a.dvnn.t:::.go of tho d0veloping countries. The principal beneficinric:: 

of the. ft1-r 'V::'~u-:: system ";era reilly the developed countries. But, ::.s 

tho C.."'.jor ben-.d'it of the clcl system .::~,ccrued throug.."'l reserve croo.tio~, it 

-was distributed ;unevonly O"lUl. al!()ng the developed countries. L::t ;:;e 

lllabornte on it !! littJ..u. Though gold was then tf1e ultinnte r.)srjiV0 
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' 
asset, the day-to-day liquidity ruquirociu:..1ts vf the international monc:t..n..ry 

system wore supposOO. to be met by wh::tt Machlup has chosen to refer to ns 

Cloo.kroot;l t;;'Pe of opo:ro.tions of thl) IMF. In actual p:mctic~, howcvt.:r 1 

these cloakroom operations were fo1md to be extremely ir:k'ldt;qu".te. Tho 

result ·.vcs that tho intcm ... '"'.ticn.'l.l :lonJtary sy~tom had to IJoo,;;t its liquidity 

roquirem~nts out of the foreign li~bilitics of a few (inde~Q one) reserve 

currency countries. 'Lhe system was ls.regly prqvidod with its 

reserves by the lhitoo StD.tes through tho creation of dollar liD.bilitios 

nbroacl. Soc Tabla 1. Tho doll.:1r linbilities were created by the U.S.A. 

by either running current :~.ccount deficits in balance of ~"-"lymonts or maY.:-

ing invostnants abroad or t:t-JXough some combination of thu two typ8S _of 

tr~nsactions - one involving Cl':.im to current real tmnsfo3rs and the 

second involving claim to r0aJ.. tmnsfors in the future. 

Whc. t tho developing countries have been n.rgu:i.r..;::; for is t...'1.1. t ~rht::. t-

ever th0 regime of exchange mtc ( t1.LOugh their ot.-m prcfercn.ce, ns is 

explninod above, hn.s been ,for str:blc exch.-:.nge mtos ), its liquidity 

T·oquirc..lile-Y:tts should be mot t11rough n system of .r:mltill.ltornl r.:::sorvc era.~.-

tion under which countries cm-1 drew upon the intaro ..... 'l. tiork'11 r .::s01"1.r,=;s on 

tho basis of tltdr needs ond not on tho basis of tho economic stron.;ti1 

cr-:;:aticn of deposit liabilitil-S by u.n intorru:-.tiom.l s.gcnc;y, to bo coll..:: 
...., 

IntornntioruJ.. C1Gc'1r.i.ng Thuon (I~U), with thu ::mrposc cf cxtond:i.n_: cr..:..c1i0 

to countri.os in ba.J..ancc of pdymonts ?cficits. Thl.)sc intu:r.r:.ticrl['.lly 

croa.tad deposits, accordirJ.G to this plan, ~N~ru to be .:.ccopt..x:J. by the 

countries in OOJ.n.nco of ~yr.unts surplus ns int.crnL".tionttl res.:::Y".rt:s. 



4 

tc npprccinto the need for intcrnc.tion..illy erected roscrvas. Initial 

"'.ttcmpts nt expanding world liquidity concontn:too on quok incrunses. 

I.ntor, i.u., in 176<;, whon it \l:.l.S ngreod that, instead of lvttin;; the 

U.s.;~. crooto inte!'!lation.'ll rcsorvos through tho GXpnnsion of i'ts depo-

sit li1.bilitios abroad, thG TI•1F should b0 authorised to cro?..to deposits 

of its own, this ngrecra.;.:,nt could be roached on tho condition thc,t such 

d oposi ts wou.J..d be croo.tod in specified a.mmmts or.J.y and tlnt tl1o ll1F woulcl 

alloc:.to these dopcsits anong its morilbor countries in the same· proportions 

"'.S their quoto.s with tho Fund. Thvsc deposits \vore to be donomin.:."tdd in 

tJ)ld - lik•..: the dollar as it wns than - nnd were tc be callud Spoci::-J. 

Dr:wine Riehts (SJRs, for short). It ~1ns ngrc.:cd th..~t 9.5 billion SD~~s 

\o/ill be crO<'l ted over a period of t!li'ce yottrs, mctending from 1 S70 to 

1S72 ~d .c-llocil.tc{j_ to :mcrnb:.;r countries ucco~ing to their quotc:.s in th..o 
I 

Fund. Ho furthur c;roo.tion of SDR.s cou.J..d be agrecil upon m1til 1S72 when 

it ,.,ns ncroed tllc:.t a further 12 billion SDhs would bo isswd ov;;:r r, thro0-

The pri...nciplc of cllccntion a.ccordin::; to 

th.:.: b'"'lc.nco of 1):-tyrrh::nts nwods could not be agreed upon clue tc th<.: sthf 

ol~~o si tion cf the .:>::lUll m:i.!lori ty of tho developed countries \vho control 

The first decision to cron to SD~:s wns tll.kcn in l:.3SS troublod tir: J~;. 

I'!~...; 'fv :--ld vr~. s still sti'Uf;gling to st-:;.y en tho par val u:: syston, V~i th . v . 

:-~s its t:J:!"..i."'1~t,__ ::...'1Chor. It ;:r~s hopud tlJ.?.t, ~lith tho crwtion cf th0 30. 

E::..; r::L.: of th\.J clcll':'.r ns tho ir'.t;::;rn;~'tiorcl rcs.;rvo curr -.ncy wc1JJ.C: :JG 

r:...x-lucoo thoU5h t:1o qu:..lstion of ~"lo ovcr:Q~ of dollar li.'l.bilitic."? ~:.::lC:. 

. .__ bro.."Ld. 1 t.'Vcn ns it then stooc, ~is-:Xi issu.::.s. ;..:hich woro h"'.rci. tc te s:::, 

still tc t."l.cklc. By t.'iJ.: tim:;, however 1 tbr.:. t tho snnctionGd 

b:Ulicr. W['.S I"'nch~ tow11MS the ..:md of 1S72~ intomation"~ non-:7:: rr ..;V -- ·.,, 
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had t-.".l~u-'1 a turn quite difforoot tb::tn could h..:::ve boun anticip-"'..ted in 

1969. Bc..twc&!l cnd-1S6S "'.nd .jnd-1',72, the ::::.ctu.u incrc.::.sc in for.:;ign 

exch-:-.nge:: or currency rvser.res turnod out to be scv<:Jn timos letrg.;:r thn.n 

lvetst, the croe:.tion of 3Dh.s prov..:.:d to be :1 virtml ncn-ovo.l"lt, 'llrendy. 

Wh(::n, in Janu_"'..ry 1S?6, the Inte:ri:r.1 Conunittoo uf tho lJViti' decided to 

put its stn.mp of approvn.l to t}u System of IilM:.:tgoc.l fioatinf' 1 2nd dclcidad 

also to dosiE:,r:natc the SDH instood of gold ns tho principu roservo ~.ss..::t of 

the international monot..'lry system, it still fniled to r.nko any pwvision 

whn.tSO()V13r for tho creation of r~Jscrvos under intormtionc·l .'J.uspiccs. 

Indov:l, it oven rufused to c.llow any eX[Xl.rlSic,n of the ::DRs, with o.ll 

their re;strictivo and regressive systen of f'.lloc:::.tion [Urron,; tl1o D1F :Jem1.""r 

countries. This rofus~~ to expand the sons was mGde'. knowing fulJy 

well th::tt, since 1969, 'vhcn tho SOli. crec.tion w'ls first agreed upon, tho 

currency reserves, indood dollnr reserves, bn.d oxpanc1ec~ phonom<.;nr:lly 

from ~33 billion at tho end of 1969 to ;~;.165 billion ···t t11i..: end cf 1 S75 

as against (>9.5 billion of SDhs crc.1.tc.d durin:; tho snr:10 p..-:rioC' .. 

(Iiuv::U.ucd in toms of tho 16-currency h1.skot, adopted in 1S74, tho 

• 
billion). As for t."1...:.: fn.r moro mssi.Yo oroblcm of tho dollar ovorh:-.J" ... · 

~ . 

in 1 ';'76- moro massi vo than it wn s in 1 S69 - it Td!l!J.inod sw0pt u.vY1 
.; .' 

tho carp:.:t. 

Tho p1c.:.a of the dovdl.oping countries in conurol, ::tnc~. thu non-oil 

.l..lX:• s ip particuln.r, t.bl!lt the failuro to intcr:n.."'.."viona.lisu rcs.:;IVv c::.' ~::~tic-• 
! 

contimtud to \lffoct tmnafer of rcnl rusourccs in c J:l.ighly n:.gr:::.ssi· ·.. :.c.-: 
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i.'1-..;fficicnt r:-r..tmur foil fl..'l.t on th.:: few dcvolopod countrtea. ~ wnom 

t.l:or\£o:..~u, its voting rights. 

Tho link 

Th.,: d.:;.v ..... loping countrius llo.ve been n.rguing not only fer interne.-

tiorr·.lisin;; ros;.;rvc erection but c.lso for linking such reserve· creation 

with ;:ovclopmunt :lssist::tnce. This Ii1."..de s~nso in the light of the fact 

tlc. t tb.::: d:.;volopud. ccuntrius, ns a group, had bJen running a sizrobh: 

curr .. :,nt ~Lccotmt surplus in tho bnlnnce of payments for years on ~.:md till 

the qtL.."LC:rtlpli:.:~ of oil f~riccs in October 1973. Also 1 givun the paym .. mts 

:J,.::n ... r::ll :~::;r(.;OID.cnt to Borrow ( GJU3) of thu Group of Ten, the countries 

rwll:_r in n.:.: .... d of bc.l:->ncu of p.'lyr:K .. nts assistance would be the developing 

countri.c.:s. _ 

This pL,:o. for th;:; l:Lrik lms boon strongly resisted on two major grounds: 

( lb.fo rtun::-.tdy, tho 14ost~Jrn acc.dcr1ic community, blrri.ng c. f tJN 8XC<3ptions, 

h::.s proiJiJ.,.;r. strong support to such opposition). One; is that the 

• 
r;;,tic~c.n.l ros0:rv0 cruc.tion deus not cc.uso .::t large tr.:msfvr of resources 

tc. S'J.0!1 countri cs; t!:wy only p(:.;rform a normc.l oonking role for which 

tL. ... y p:rcl.J:'.cly go-: J..11id in tho form of intur.:;st cmrgc.:s. Tho argument 

igncr0s th-:>.t \.lV\31'1 ::'c nor::JO.l domestic oo.11ld.ng oporn.tion wi tbinan ec~noiJY 

im·clYcs tr.:msfcr of !\;;.SOurces from S.."lvcrs (sor::t..:l of whom :r.ny not bu s~--r-

ing vclunt..."lrily) to sp1..:11C.crs. At the inte:mn.tional laval, tho b'Ulk,:r

ccmtri~..;s :::.ro ::!.!so ~rery often the spndor-cmmtrios. Wclii, not or.ly 
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do ronl rasourccs gwt trnnsforrod to 2 rasorva-cro..1.ting country but 

they g~;t so t:ro.nsf.Jrrud n.t concess:i.onal I'!'.tcs of intor..:.::st, to such m 

oxtant thn.t tho re;sorvo-cro'l.ting country is, in offact, abL.: tc, boiT0\4 

on long-t.;rm, indeed pormftn....nt b~.sis, nt rntos of intwrost which "..ru 

US'\le.lly quito low. Th0 cxpcrioncu of pest-World ihr II phcnor.wnon, 

of a continuing builc-up of dolhr liabilities ;1brond, provides an .:1.r.1plo 

d.;nonstntion of whr~t c~ happen on tho 2bovo linos. 

The second urgumunt is t'.hat it is wrong ~nd improper to nix 19 

clovolopmcnt llSSis+..nncc with lr.L'l.nce of paym\.lnts nssist2nco, b.Jcnusw ti1o 

considurations going into thu dotunnin'1tion of tho t we nru ;..:ntircly 

different. But this socund ~rgw:n~nt is grossly misplacc<l, if not nltceo-

thor dishonest. Once it is concodcrl t:Cut th,_;rl: takes plr:.cc tr:;,nsfor of 

rusources in the process of reserve cru0.tion, tl:Lw it Cf:'.n~ot b..:: C:.vnio.l 

thn.t this tl"Jllsfcr so far ms bcon bcnufi,tting Q foltl rich c~mntri...:s --

indeed only one, and th.."..t too th~:- tic~.:;st of th..;se countries. It is 

this rvsourcl.-t:rr-nsfcr asp.:::ct of interntttion~...J.. r.:>scrvc cr0o.tion t..h:lt 

th0 link socks dznsticnl.ly to corroct. 

th.."..t it will amount to a.n exercise in deficit fin_wcinf.S on :.'1. gloh?l. scr.l0. 

It is not clv.."..r 1 however, hou t.h;.:. link ::1.s such is ::;ore i.ll.f'J.'l.tioru:~ry tl1:· ::" 

rvscrv::l crcc.tion by n. rosciVe CUlT\l11cy country ( ,.(.;; .g, the U.S.), w:b.ic~·-

..;n.1.bl..:.:s the ln.ttur to rm lnrgc. b::Ur.ncc of p'.!yr.:unts deficits. As c.n 
. 

tiNCT iJ> ~nt points out: "moro gcn ::;rclly, ~h~.:.. probL;.u of :'1.'1 tchm:; 
. 

tote.l. c~ai.DB ·ell r"''SOurcoa vith totcl. Suppli•JS .1risE:s not nur(JJ.y in tt~.) 

context 'of: tbe liJJk but nleo in eonnootion wit..~ c.ny builc'::J.ng 'llf) of I'v8 ,: -

...,.;:~ atf'-GGM zm.1. oCatc.r.Y tJ.Cti.:r.i. t) .• 
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Intorostingly1 tho two CO'liDtrios which ~vc bwen most 1mb•:mding 

in thuir opposition tc th...: link a.ro tho United St.1.tus :md Wost G...::rm::my. 

Th..J ro.:1sons for the U.S. op?O si tion n.ro quit(;) obvious. Tho lhitod 

St1.tos h:ts bc-.;n the principal, if not only, bonoficbry of th..:: systa:1 

of rcsvrvc crU:"tion th.::t l1.1.s prcvillud so fnr. L"..taly, hm.,rovvr, West 
\ 

G..:::rm..,_ny too h'lS b~..:cn thu bunofichry. M'lrkS ~dd in thv fon;i,pl w.:ch-n._:-

r-::swrvos of V"-rious countri0s are: ::.lroody ostirnatoo to uxc~G--d ~120 

billion. T'n:i.s figure is no doubt, vory much lower th.1.n ·::zoo billion 

with rL;spcct to dollnr holdings but it is quit.:; substc.ntinl in its..:.lf. 

i...t th:; s::r:1c timo, onu r:mst take note th:J.t Wast Gem.,ny hns b:..;Jt1 tho 

l'1.rgest single holdor of dollar li~bilitiCJs 1.broc.d. &Mover, thG ;_.-j_,st 

Gorm.·:;.n support cf th.:.; prov:-.lont syst;.;,:ra of intarnntional r-...:soiV-3 cro.~,tiv!·. 

u\...riv0S princivJ.ly from C:~) th:: bclicf th .... t t.h8 -Jdific~ of post-t·J,:,rld 

H~r II oconomic ero•..rth in Wast Gl..:n:o..'UlY rosts cruci.1.1ly on tho U. 3. 

d·Jm1.nd for its 0XpOrts, n.nd (b) i-L:::: st:::•.:nc suspicion th:-.t :.t resorvo 

currency reb fC'r th<.; Mllk will subj-.;ct th0 c:ou'!try. tc suc:ldon changes 

in i-ts short torm li:-:bilitit.s hold ~.bro0.d n.nd will, 1.s n. r0sult: 

gr-..::>.tly conplic:'.tu th0 op~..-rn.tion of its non-::to.ry policy. Als·:~ t:~·-

oo stl.y :;rcwth const~ining conscquonc.:;s. GivGn the; siz0 of tL· U.S 

vconomy, th.::t ccuntry is uuch luss 0cnc...,rnod with th-:::su m:-ttt0.:3. 

1::-cs SC· f-:.r bu..m virtuc_lly ignoroo, unloss on'- consi'.~~..-rs tL c~ ~:.;.i.s~ ·:.-

wi.tl1 r~~ .. rd to tt-.Lc limit'-'~ cr~tion of 3JI'B .mel quct.:~ ir .. cra~.s·:.s "::· 
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o.tt0r.1pt1 however limitod1 to incru'lso wcrld liquidity under inturn"ltion::--1 

US · c s ~""\..,~ nu· ght a.dd .... ··ro tint. til:'d.l8 the next review of quot."'.s is ::\. p~ 0 • vu... l.U..: - -

likely tc b...; mth•.:r protrtctud :md 1~.:-ngthy, tho prospect of fu:rth . ..;r 
• 

crO'ltion of ror.s over tho next faw y .. :r.rs of !ieagun o.drninistmtion is 

::-.bsolutaly bl0cl<:. 

Thus, issues in int.::rnr.tiorn1 ,.,r:n..:t."'.ry refon.1 ~·lhich ".ro cf ccnc-Jrn 

tt_. th.;; dc ... voloping countries rern..-:in "'.l toguthvr unrosol vod. The uxch:-~n::.:;c 

rntu systGf:l is now quite volo.tilL:, r:nd sinco the p::tyt10nts deficits ()f 

tl"h.: developing countries h1.vc mmmtod cnroncusly their noed of exchnngG 

r..::s..::rTos is VGry much gr;::ntor th1.n before. At the samo time, though 

r.ton;..t'":.ry r.uthoritivS n.ll over hold on to thoir gclc stocks, now lo..rGulY 

rO".raluod ~~t Ll."l.Ikd price, the mnin source of inte:cnntiom.l ros~rvos r&m::'.:ins 

to be thu dollD.r, Tho on~.,; il:~port.."'.nt chl'.ngc, however, is thn.t dclk.r li'l-

bilitios ~broad a.ro now issucu not only by the U.S. officin.l o..guncios 

but .::..!so by tho U.S. commcrcin.l b:-tnk:s oport'.ting outside. Th0 l:::.ttc;r cern-

pri so most of wl'lr,t is commonly rcfcrr..,d to a.s the Euro-doll:::.r n'l.rkot. 

Sinco curroncics nrc no lonavr dc..110mi.rla ted in s-old, it follNJS th,.t for 

its deposit lid).i.liti..::s huld a.bro."'.d th~ro is no cbligo.tion on tho p'lrt 

cf thu rQso!Vc currt..ncy country to cvnvurt thvm into gold. The gold 

convl)r.tib$ty obligC>.tion undor tho old system possibly a.ct""(l as some 

ch0ck on thv rus~rvo currency country whv~ it croatvd its deposit oblica

ti::ns nbrt.-:.d. 1'ho new systan h..-:.s r...;mcvcd th"'.t chvck nltcgcther and 

rcplacud it by virttr.lly non..,. Thu Thc..;nt ..... ttcopt on th<: pn.rt 0f tho 

Eur~. ;:>:;on ccuntri ·JS, usp :;cbllY ~est Gel'tlQ.Ily', to rcvi Vc' tl1o substi tuticn 

'lccc·unt i.C.~ c.:uno to nothing, ln.rgcly I fe-el, bt:C'lUSC of thu U.S. unwi·

lli.~:nuss to :-.ccupt :my liDit.fttion wh"'..tsouvor en its right to cro.-::.tv 

C.c.u .... r li.".biliti-.~s abrccd. Thus, not only «~s th_. <~.tt•.:..:.mpt to int.:;;rrntio· 

n"'J.iao ~ cru:.tion of ro80.l'V'us fnilvd mscmbly, but thu rogrossivo !l1ld 
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in·~fficLftt syst..;;n cf currJJ.cy r...;survcs cru.1.tion st..mds new more strcni;;;ly 

.... ntr..mcn.:d thnn -.;1/...;T bJ'orv. As fer th3 link, which wc.uJ..d hn.ve 0!1Sur~c: 

equit:lble distributic·n of th.::. resource tr'l.nsfor involv._d in inturn."'..ticn::..l 

rv survc cr _:.'. tion, it cnn 1.lmost b... f orgc tten, buca. usc th\..l prosp•.:ct n01.1 

scorns tc be of r frucze c:n beth EDit ci\::::..tion ::lnd lMF quot.o."'. incro.~SI:1S. 

Th...; uxpciiooc..::: cf th-.; cl..:.:v~Jloping countri0S r:vor thu p'LSt 13-14 y.:;'"'.Y:S, 

pre.ridc.d by th0 Int0:rn.1.tioml .tvicnctt'.ry Fund, shouJ..c: h-::.vo provid...;d :-unpL,· 

da:1c"'nstr:>.ticn th.1.t tho tv':'.Y the Fund is ccnstitutud c.t prcs01t, it is vir-

tu':'.lly impossiblo tc get ony clocision through if it L'Von ror.lc,toly 1.ff0cts 

th(.) int....:rosts cf th...., industrinJ.isL>d countries in [;enol'/'~ nnd thw U.S.~~. 

in p'lrticulr,r. Th'-' vctos cf the.: inc1ustrialisud countries .'l.dd up tc CNor 

62 p0rcU1t -:-.n<.l cf this th(.) u.s. vc.tos alone account f•r 21 p..;r C$lt. 

Sinc0 no rnajcr d<.Jcis:ic.n C3!1 bu tc..kon without thu b:::.cking of n.t l.;;::..st 35% 

d thu t':1t.."!.l vctos, the U.S.A is in:::. position to 0X0rcisc ·'l vote o;n 

dl such Jucisions. 

It :-..pp-c>.rs, th(..rcfcr;.;, thr:.t t~ ·world ffu"l..lci'll ccl>1munity, 

will t~.:. quite some tim0 to accept tho idea., thtl.t 

Kc.:yn_s :'lcotl..ld in 1943, cf prcviding fer the creation of intern."l.tioml 

' T<..;Sc.rv .::.s un-::l.c..r uu.l til::. tc:r:U -:>.uspices in n:mounts tb.:_"l.t c.ru !:!.doqun.to tc 

tl-•-.; b..;st suiLL. tc th.::.. wcrld ocuwmy. It will t..:"\ko the world prcb'lbly 

still lc!l~:ur t,- ~.y ... .:; tc link suCh intc:rn:ltioncl reserve crooticn tc r\.Nv-

lcpc. ... :nt. In th-..· circwstcncos, onv has to sc:arch for wh1.t Iil.."\Y oth:..:rwist.J 
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I hr.vc t\-IC: m..1.jor prrpcsiticns to m.~ko in tlris ccntoxt. One su·:·:.;-.:-

sts a sua.rch for ccllvcti vo pnym,.,nts crra.nf;:,;i:~or.ts 1.7i thir:. thv ·\.:V -..:.lcpinc:; 

up rosorv;;s cf como:~ith;g which r:.r, beth stcck:·,blo :::L11d cf r:r.jcr int...;rcst 

to th:; ckvclopin; Ccuntri..:S ~_.i th..:r rtS :;r;_)Crt 0-~.rnc;rs ( r &S CSS·.JtJ.ti-:.1 

impcrts. I srw.ll ul-"..bcr::tt.:; (ll thJSC sugg..::sticns on:c by en..:. 

Mut u.1.1 pn.ymants nrr~.ncmon ts 

Wh . .m ono lc·ks a. t tho figures uf rccunt y-...:nrs ( scG Tn bl.J 2 ) , t:t10 

clr s-.:;nc ss cf th;J s urplusus plr:tccd by thu cil-cxpcrtinc c:· untri0s i.11 th0 

r·il dv-volcpin·; c ... ,untrios cu.,'1not be missod. Durinc thu j)uricd 1774 tc 1980 
- of 

wlri.L, tlJ...:; cffici"..l Ehrc-c1.cll.1.r plncenentsL th0 cil 0xpr 1tinr; C( u.11tri·. s 

went up by ')136 billion, th..:: :::..~cunts borrow<.::d by ncn-c·il \~•Ndopirl.;- cr1.ID.tries 

frcm pr.i'V:'.t...: finrLTJ.cicl instituti< ns inciu:lin~ fc 

a.ddod up tc :~120 billion. Thus pr::0tica.lly nil cf th:::: C'il c.untrios 1 

surpluses pl:::.cod in th..:. Eilrr ~cllnr n;.,rk'-'t ·.::vor ::-: sc.Non-y..::::tr }K.:ricd c-:.n 
b.:.-cn 

b~ sn.ir. tc, h.'lvciracycl..;d tc the ncn-c il dovalcpinc ccuntrios. 

New, th,;ru is rcr~scn tc. balic..vc thttt beth tho cil-oxpc·rtin.::; surplus 

rmd the non-oil d\:lficit llCJvalrpint; ccuntrL.s cannot b.;:; t.: ,_ h.1.ppy with 

th..; way tho lWro-dclk.r C.."trl<:.:;t-ttJncticns. It is \.J.: •• ll c·~ccun-.:.nt..xl th.~.t 

th,.} !l.on--cU dovW..opin(; o:/untii0s h.'lvo t-: f.r'-Y '!Jd:.J.J:£.~ 50 t-: 75 /i.'rc~t 
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countries. Also, the n.1.turlties for comrnercinl lending to the t:.evelop-

ing CrAmtri as. ho.·ve been r.lUch smnller. The World Ba.nkis forecast for the 

19GOs is t..~ ... t they 1-rill fnce even toUGher te:nns hereo.fter •. But the 

oil-ex-,t:>arting countries cru:not be very happy either, been use ~ey face 

::;. strongly monopsonistic crcilit market which virtU'llly dictates the tei'l:ls 

on which it will bcrrow from these countries. It must be one of their 

:::v·tjor concerns tho.t thcir suA_:>lUS funds should yield them n :t:J..'lXi.r.rum possible 

rerl :n.tc cf return and bo nt the S..'1.me time safe and readily rer-..l.isable. 

In these circumstzmces, the question we c'lJght to be addressing. is : 
I 

Cc ul2n 1 t rocyclinr; of funds within the dcweloping world be achieved undor 

its o•m auspicos? Thon, not only cn.n the terr£ of finance be roolisticnlly 

:~claptccl k the noods and rcpa.yinl~ nbilities of the borrowing countries 

but also tl10 oil-exporting crcdi tor countries cun be given nn import'lnt 

rc·l0 not cruy in tllc fixation of the terms cf their deposits but nlso in 

their Gisposi tion. Tho intez:m,0dintion now by the EUro-dollar r.nrket 

s..;cures nci thJr. Worse, it keeps out oost of the poorer developing coun-

tr-..i..~JS, wh.. ..... tcvcr h.; tho turms on which this n'l.:rlwt now londs. 

L'l0 must, I feel, think of evolving a. mutml pnymonts arrangC!lent/s 

\•i thi.11 the dovcl.oping world in which the surplus oil-oxportin[; countri..;s 

r_rc ::ssun:x:l cf ~ dfectivc voice so t..'l)ct they can. confidently O.'>ltrust 

it with!:!. g~::>c~ pc.rt, if not ill, of their surpluses. Thuro ron~':.; no 

doubt tt,t in 0vclving the ::::.bovo type of pnyr11;mts ~r:ro.nsctlcnt/s tho >v.i.ll.l ;-

~l.c.-.rtul p-crticip.."'.tion of the cil-oxportint1 countries is a.s nucessary ns 

th~ Hillin;_:.n..::.ss on thu p.'!rt of tho non-oil dcweloping countries tc css~£. u 

t!l-.::1 t.'J.:.t thcir surplusus will be n.s so.foly pJ..nccd with thO!l ::u:il in ns 

liquid c. fc:rr:: :::.s un;ywhorc dso in the wcrld. 



.. 
There is no reason also whj' a lJflYDents ~rrr.nr;ement thr,t ccn:")rises 

all t.l-J.e developin.i' countries, shoulc be conceived of as a mere recyclin~· 

agency. That would show a very narrow vision. Tl1e pD..y:rnen 

will have to be conceived. of as an :1gency uhich, 'lpD.rt fror.~ recyclinc 

funds, would. seek to promote mutual trade and other econooic contracts 

as would foster their mutu.:--:l developr:tent. ~hy bo such an 2-gency, in ci.ue 

course will be able to create even its own deposits ~1lrich will be acce:t-'~j

able not only oJJong its o.bership but :llso outside. In this context, 

it should be of interest tbr.t the furopean ~1on.:c;tc,ry SysteEl envi::::q;es 

depbeits croo.t:i.on. · This, could well r.nrk· the beGifulinc of a. trGnuinely 

intemo.t:i.onnl systatL_of reserve creation that has eluded the wod(1 so f."..r. 

To start t-rith, however, the sights would have to be set much J.ess 

ambitiously. 

F.i:nancing commodity reserves fu:ncl 

The non-oil exporting cleveloping countriGs tosetber possess 

' 
foroig-n exl1enage reserves close to ~;175 pillion. By holdin.r; these reserves 

these countries are placing them o.t the disposal of the richer countries, 

instead of using their resources for meeting their cwn urt;ent c1.evelopment 

and other requirements. This typ8 of retrograde tr~ .. nsf:;r is, of course, 

the outcome of the world :1onetary syste::J. tf'.tat the developt::d co1mtries 

have succeeded in imposing upon the world. F.o . ..,ever, there is no reason 

why the non ... oil dcweloping countries must acquiesce in these l!rrarl;::ernen":..s 

to ti1e extant of allowiru;; resolli"'ce-transfer frum themslcwes to the liri.ch 

resc;;l'Ve-croo.tine countries. All t.'le same, th.:::: o.ccu;·1ulaticn of fcrei;n 

ex:cm:r.ge reserves, at the level they are currently held, offers the nr:n-

oil C.wolop:ill{; countries Qll opp~rtunity to attend, on their own, to th.:. 
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urgc..nt Il'lC.tter of strcnetJle:ning their position in the intetnatio~ cor.po-, . . 

eli ty I:l!lrkats end to stabilize their expert oor.ning~. 

I SUGgest 1 ti.loreforo, th.'lt tho non-oil-exporting dev~oping 

countries should urg(;!ltJ.y consider: 

1. cs"t-'"l.blishing im.m0diately an intogmted commodities fund with 

a subscribed capital of ~ 1 0 billion to (i ) a $5 billion 

Cor:mon Fund, CJ.nd (ii) a ~:;5 billion Fav.a. ........ u;r for Sti.'lbilizing Export 

2. raising nocn.g thenselvce~ tho eni'ire· subscribed capital of. 

~;:;10 billion, but leavinG room for the slll"Pl~ oil exporting countries, 

c,s well as tho developed countries, to jo~ in later and pay up thoir 
. : 

respective slur~s of the subscri.b~ capital; 

3. allocn.ting t.."'le smres in such o. manner that "the non ... oil 

dcvelopin:J countries cor.Hmnd at loast 51 percent of tl:la voting rights 

in tho proposed fund; 

4. off er:ing necessary govc:rrl.'I'OO!lt gurant~qs· to raise addi. tional 
.. 

':: 10 billion, as o.nd whun roqui.rod, in loanS from surplus oU o:Xporting 

ccun~ri.:::s and +...he intcr.n.a.tional. ca.pital zrket; 

5. procoodinc- to \.<Sta.blish sepo.mto inte:matiriml coomodity . 
::::.crooocnts, on th~ bc.sis of consensus amng ·producer countries elono, if 

I -

rul\.S n.rrl prccudurcc for its :f'unctj ~n:jng. 
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To ir.lplamont tho ab:>vo·S'Utigustions, it is nccessc.ry th.::-.t those non

oil. dovaloping countries that have aacumulatul sizeable foroi~:rn, oxch."'.nt;c 

reserves o.ro proparod, tEJJperarily thout;.m, to subscribe to th~ co.pito.l in 

oxcoss of thoir duo sh'lre. This excess subscripti9n sht:-.uld be linked 

directly tc the 111tio of the nccu:mlat.::d monetary rcs..3rvcs of a country 

to its imports .. so.y, tho avcra..;o cf thi:> p•1.st three ~ars, nne be paynble 

only by countries holdinz- reserves in excess of the all-YTcrld nvorc.gc. 

It will be useful if, .:1t tho sa.mo timo, these countries with 1lXCcss a~cu

mulo.tions UL!roc to undorwriJ additional loans. Those loans vTill bocomo 

necessary to t,JU:lrd o.winst any possible o.ttompt, direct or inc~iroct, on 

tho part,. of tho dcvolopud countries to obstruct the.:; raising of thiJ rcquL~0a 

ar..ount in tho inte:rnationn.l capito.l :market. Colloctivoly, tho non-oil 

exporting countries mo.y thus 'mvo to oorma:rlc n a"l.Ximu"!l of ~i;zo billion 
than excluding golc. 

(i. "· 1 lea.Ca third of thuir prosont foreign cx:chnn,~c holdingi) te; impl:.:r.:•.:;::,t 
' 

the a.bovo sugeostions. 

I woUld suggest nlso t.hnt tho non-oil dovolopin::; countrios shotU.d, 
' 

at tho same time, announce their intention to rcplnce:, to tho IJJ:lXimw., 

the balance of their ax:cho.ngo rcse1vcs, 'inclu.d:inG' c;cld hold by them in 

monetary rosorvcs with cornmudity stockpiles, nt ccuntry lvvol, in a cccnli-

natoo mo.nnGr. T b.: sa individm.l co:mricdity stC'cl':pilos may also C(vur 

(i) COil'IJAlOOitioS Whi.Ch1 though stocknblu1 clo net Gut ccvorod by intCI'n..'i.-
' 

tiono.l comodity l".groomcnts (e.g. 1 _thvrc a.:ro commodities such as pcppor 

and cardruncm, cf significant cicport interest to J.nc'i in., which do net fiC'X:.\:: 

in tho llNCT.AD list), o.nd (ii) _c.,ptJil()(!iti.os end nanufccturud ~':!cc1s which, 

though lnrSQ1.7 importod (o.J., foodgrains and f0rtiliz.::rs ),r'~r.J of crucir.;.l 

i.mpcr1J\nco to tha:lr ocoriom:les, i.tdiv.i.dunlly as well as crl10ctivdy. 

, ~~·.-.,_ ~ .. OOUDtri.~ are also severely dep~dent on 
. • •. . ~' • ·~ ~ • J • 

'~~~.~~i~~ _'j,;J ·:M.;M ;iaJ·iJdUIRrl.al inputs: These countries 
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z:liGht f -::;cl. inclinl:d tc suppc:rt (' prc,,1'TI'.nno of commodity stocking c.t 

n.."'.ticn."ti ~s wcll as intomntionlll hmil.s if th.· list cf commodities . , 

is so drc.wn as tc mko c~ro of thu interests of thuso countrios a·s 

w<.J.l. 

To the.: oxtont t11.".t tho non-oil duvul.oping
1 
ccunttios thus rcplD.ci::l 

th . .ir fcrui:;n a::ch1.ngo hcld.ings by commodity skcks, they will nc, 1'. nc;or 

incur thc risks cf tho doclino in ronl vnluo n.ssc·cinted with hcldine 
j ~ ' ' 

liquid lio..biliti~s of a rosvrvc. currency ccuntry. On the cth...lr hn.nd, 

th~. c;: IJtK•di ty prices should then iraprove, over the long run nt least. 

At tho sru:1o tine., there nood bo nc r,rcat fonr tmt co:m,rnodity rosurvos 

;-.ru l.:::ss liquid then curroocy reS0I'Vvs, since iritor:nntion.·1.l borrcwing 

:'.G~St tL; security cf ccmncdity stccks is by now very woll ust..".blish..:.cl, 

Ccncl udi:.1e Obsorvo. tiona 

Tlw piTpcsDJ.s outlin~d :tbcvo cilll fo·~ ncti(J!,I. ?n tho p..:rt 'of tho 

d:avcl.opinc ccuntrius, inC..ividuclly, Nt;'i~ q.:nd _colluc~yol;y .• 

Tc· thu -extant th.~y co.n be succcs~ ~o~~9,d~ tho pr05vnt j.ntor-
. ' ' . _ _.... ... ~ --- ... ~ ' ', . 

~ .. ' 

nc.ti0h:l.l raon..:tnry scone will be possi.bl\l tc i-f~~ its. most ~t.~·fg-ro.dt.> 
•• • ... # ' ' :- ~ j • •' ... .I # ' ' ,~ ·'• ' 

l'..nd c.bjuctic.:n.."'.bh.: c.spccts. M:;m,vor, .hot· onl1. ;tbQ nO~:il, dav.olop.i.n,; 
.-· . . . ... ; f .· r 

C('untrios will hnvo nttondod. to tho so:ri.o.~ pl'9b10111 of B'tll,l+iJ.izin..,. . . " ... ,...,. . ~ . . ' -; . 
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thai.r CCIJJJJik'di ty prtcos and inccl!l(.;S, which h'ls be:cn elu .:lin,:; s·:l ~i~ ~ f c r 

SO long but aJ..SO tho cil exporting ccmtric.S CW QI'J.S'U:;::·-: th;JinSC.l V ~S tlE.:rc

by of i.mports cf cor.lli!.Oditios e;f rnjor intcr..;st tc thun ~~t str:,bh. :-'ri.CDS. 

Tho dovolcpinc W<.;rld C...1l'ltlot gc on wcli tin-3 fer o. •re;rlcl tr~tdin~ syst . .:.::::l 

which cnsuros then equitable torms fer their e;xpc..rts nnd i:c:pr.rts. Nor, 

...... f course, can thuy wnit for ovur fc·r n wcrlcl n1cnuk.ry systou in '"hich 

the eains frcm rosorvc gonuroticn nrc cquitn.bly distribut_d. 

Beth my prcpc:scl..s o.ro however crucia.lly ~roclic".tod ,_n :::. scrt ._f 

cuning tcaotl'or of the dovclcping cr..untri,;s, inclu;1 int:: tho c.il-u.xp~ rtL.r:; 

countri OS 1 for fc raing n mcnot':'..ry m..'1n:-.t;ot1cnt cf thuir c.Mn, with t.h0 unc\.;r

pinrli.n{Js prc:vidod by tho c:!:uncdity st( ckpilcs finr~ncud cut cf th0ir cwn 

funds. 



Table 1 

(a) Total International fteserv·es. 1S·55 to 1SGO 
( 1 ) 

( In billions of SD:t:.S ) 

---------------------------~-~-----------------------------------------1S55 1C;60 1%9 1'772 1<775 1S76 19}C 

-··---- - - - - - - - -- -- - - - - - - - - - - - - - - -
Gold (2) 35.0 37.7 38.9 35.6 35.5 35.4 32.G 

Foreicn Exchange 13.1 19.9 33.0 95.S 137.3 160.2 293 .o 
SDRS G.7 (~ (~ 

u .t) 8.7 11 • [~ 

Reserve Position in IMF 1.9 3.6 6.7 ·6.3 12.6 17.7 16.G 

----------~-~~-----------------------------~------------------------------
55.0 61.2' 78.6 146.5 174.7 ~.22.0 354.4 

------~-----------------------~---~---------------------------------------

(b) Distribution of Gold and Exchange i.~eserves; 1 974 to 1 SGO 

(In billion SD:il.s ) 
. . 

·---~------~--~------------------------~----------------------------------
1S74 1 S75 1 'l76 1S77 1<;78 1S7S 1930 - - - - - - -- - - - - - - - - - - - -- -----------------

I. Gold 

i) All countries 

ii) Oil Exporting 
countries 

iii) Non~oil developing 
countries 

II. Foreit"n Exchange 
Heserves 

35.6 35.6 

1.2 1 .2 

3.8 3.8 

35.4 35.5. 35.8 32.5 32.8 

1.3 1.2 1.3 1.3 1.4 

3.5 3.4 3.5 3.6 3.7 

i ) lJ.l coun:tries 126.5137.3 160.3 200.3 221.1 246.o 2S3.0 
ii ) Oil &porting 

countries 34.9 42.4 49.1 55.2 40.1 51~0 67.2 
iii) !!on-oil developing 

countries 25.7 25.3 36.2 43.S 52.3 5:3. 'h .1 -5S .. 1. 
- . . ... 

... . --- ... "" 
---~----~---------------------------------~-------------~-~-----~-. .. ....... .._. ... ~ 
Uotes: ( 1 ) Until 1 S71 one !Dh was equal to one U.S. dollar. 1'hereafter, 

the exchange rate has varied. 

(2) Valued at s:>t. 35 ~r o1.mce. 

Source: International. F:inanci.aJ. Statistics. 
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Table 2 

Pa;awmtr BaJances and, Re;?Qrt to Ellro-dpllar Narh.et 
.!:z tho Dove.loninc Countries, 1 S74 to 1 SC 0 

· ( Ir~ billions of US dollar:.::)· 
------~--~-·--~~-~---------~~~------------~-----------------------------------1S?4 1S75 1S76 1977 1$73 1979 1 c;Ge TC"s :-..l · 

(1(74-
30J 

....----~-----------~-~~----------~--------------~---------------------------

I. Balance cf Fayr.1c.>'lts 
on Curra~t Acco~>'lt 

i ) Oil Ekpo rting 
Countries 

ii) .. Non O:il Developing·· . -.. 

35 4'0 ·... . 31 

Countries -37 · · -47 -33 -29 

II. Hesort to EllJ'o-Dollar 
Mlrket 

i ) Placer:!c;.mts by Oil 
Exporting Countries 23 

ii ) Financing of 
deficits of l'iop
cil Developing 
Countries · G 

~ .. 

12 11 

12 18 

112 357 

3r' 
- 0 -5G 

37 3S ( 

23 25 

-----..... -------------..-----------..-----------------------------.-------------·---

Source: World Economic Outlook, 19G0/1 SC1 . 


