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Asyrmetries, 61d and New in International Finance:

Interrational Mcnetary reform efforic

and low inceme countries

I.S. Gualti

No international arrangement is perfect, no matter how much
time, effort and thought are spent in hammering it out. Firstly
every agreed arrangement involves compromises between negotiating
countries and these compromises are made usually less out of
" conviction than out of recognition of cre's relative strength as
corpared to others on the negotiating table. Secondly, every
arrengement is bound to get dated quite fast, despite efforts to
anticipate events and situations in the future. To be concrete,
the Bretton Woods Agreement, leying down International monetary
arrangerient, was possible to reach because the various sides to
the negotiations ultimately made compromises, some more'than others.
Since it was none other than John Maynard Keynes who yielded ground
after ground under American pressure to reach the agreement, there
cculd be little argument about what actuated the compromises he felt
impelled to make.‘ The fact that the arrangement worked out at
Bretton Woods started showing clear signs of its inadequacy in the
late 60s and ultimately collapsed in the early 70's demonstrates
how future developments become difficult to acccmmodate beyond a

point in old errangements.

¥Poper subritted at the Pangladesh Economic Association Seminar on
International Trede and Economic Develorment, MNovember 5-6, 1982
in Dhaka,




The mcnetary arrangcménts that have evolved since the
collapse, in 1973, of the Bretton Woods Agreement are an outoome
of not one overall agreement tut a series of agreements worked
out over the years, beginning with the Jamaica meeting of the
Interim'Qommittee of the International Monetary Fund, inrJanuaiy
1976, when'it was agreed to accept that member countries enjoyea
; freedom to aaopt the exchange rate arrangement of their choice,

They were, at the same time, placed under the cbligation to
"collaborate wifh the Fund and other members to ensure .orderly
exchange arrangements and to promote a stable system of exchange
rates". To ensure the latter, the Fund was authorised "to exeroisé‘
firm surveillance over the exchange rate policies of the menmbers
‘and«tq adopt guidelineé for the members with respect to these
policies@l/ The Jamaica agreement, in effect, only put a stamp

of approval on the system of managed floating which had already
come t0 stay, having been in operation\among the major trading ‘
countries for glmost three years sinée the beginning of 1973 and
which the countries with a major voice in the Fund decision making,
particularly the United States, were in absolutely no frame of
mind'to give up in favour of the old gystem of fixed exchange
rates.z/ Also, what was agreed upon in Jamaica marked only a
beginning of the newly emerging monetary arrangement, an arrangement

whose principal features today are‘(1) the dominance of flexible

1. See IMF Survey, Jamuary 19, 1976.

2, See I.S. Gulati, International Monetary Reform, its backgrcun
Present -Status and Future Outlook, Indisn Bconomic Journal,
July~September 1977.




cxchange rates; (2) the exapanding role of private banks in the
financing of balence of payments and (3) the relegation of the-
Internztional Konetary Fund to an almest paripheral role in

lance of payments financing.

1 propose to concentrate in this paper on how the monetary
ar;angements, as they have evolved since 1973, affect low income
countries, theygrouping to which all of us on the sub—;ontinent
belong, In my presentation, I propose to discuss the various issuéé
arising out of the monetary arrangementé currently obtainining under
two major headinge: (1) payments imbalances and adjustment action
(ii) generation of world quuidity. It is necessary, however,-to
be clear about the current international cconomic situation to be |
zble to form a clear judsement about the relative significance of
the various issues that emerge from my'presentatioﬁ. I shall,

therefore, start with 2 review of the-recent international economic

developuents.

The International Setting

As the World Banks's Development Report for 1981 surs up,
"the 1980s have bepun on a sluggish note“.éj'Even during the 1970s,
growth of output in the industrial market econondes was erratic and
slow compared to what was achieved in the 1960s. But in 1980 and
1981, growth in thege céuntties had slumped cven further, to a2 third
of the average for tﬁé'197ds. While inflation rates in these countri.s

showed some signs of slackening in the early 80C's, unemployment rezchad

3 . See World Development Report; 1918, p.8.



rccord high levels, levels which revive memories of the Great
Depressios. T~ slzw down in growth of output experienced by the
developing couztries was considerably less, though it wac substan-
tial for low-income countries. Per capita growth rates in low
income countries were wore than halved (from 1.8 per cent to 0.8
percent between the 60s and 70s). Alongside, inflation rates
experiénced by the developing countries have been quite high.

The general slow down in growth of domestic output during
the 70s and early 80s hzs been accompanied by a slackening in tﬂe
growth of world trade. Again low income countries scem to have
been the woret sifferers. While for industrial market economies
growth of exports slowed down from 8.4 percent in the 60s to 5.9
percent in the 70s, and for middle income developing countries
the pace slackened from 5.4 percent to 4.3 percent, for low income
countries the slow down vas precipitous, with growth of exports
declining from 5.C percent in the 60's to a negative rate of 1.0

percent in the 70's,

While their export earnings have been slow or stagnanﬁ,
the prices low income countries have had to pey for their izports
have been rising sharply. According to World Bank's calculations,

the purchasing power of the exports of these countries declined
by 24 percent betwecn 1970 and 1980.&/
4, Sce World Development Report 1981 pp.21-2. Bacause of the

deterioration of their export prices relative to those of others

low incormc countries hardly shared at &1l in the growth of world

trade durinz the 70s. As the World Bank put it, "to the extent

the impoves dorend on export earnmings, they (low income countrics)

can ioport Iittle more at the end of the decade than they coulc at

.the berinnine-this jn the face of .a more than one querter growth

of their population. More recent assessment shows outright declinc

in the volume ¢f icports by low income countries, amourting to 2

pwscent in 1580 and ? percent in 1981. See IMF annual Reporg, 13t2 p.20




Perheps the most ¢isturb.rz dovelopment of the 1970s was the
worsening of the balance of payments for the non-oil developing
countries in general. The worsening trend was sharply accentu-
ated between 1978 and 1981, Thus the balance of payments deficit
on current account of the mon-oil developing countries was $11.6 *
billion in 1973, $28.3 billion in 1978 and $99 billion in 1981.
During the same period, the current aééount balances of industrial
market economies showed a remarkable capacity to recover from any
major stock. Takén together, they moved from a surplus in 1973
of $17.7 billion to a deficit of ¥3.7 billion in 1981, with a
surplus of $29.8 billion in 1978 and a deficit of $44.8 billion
in 1980, The surplus of the oll exporting countries fluctuated
between $2.9 billion in 1978 and 115 billion in 1980, The surplus
for 1981 was $i0.8 billion and the IMF projections for 1982 place it
at onlv $25 billion. Low income countries had a relatively anall
deficit of $4 billion 1973 which almost doubled immediately after
the first round of oil price increases. By 1977, however, they
vere able to reduce their deficit to $3.6 billion.. After thé second
round of oil price increases in 1979 the deficit has again been
mounting and that too quite sharply; it was $14.3 billion in 1981
and is projected at 3£5 billion for 1982.21

&r important aspect of the paymeﬂts situation of low income
countries has been that all along their combined deficit as a percentage
of their exports earnings was the highest among the various analytical
groups within the broad category of non-oil developing countries; Even

in 1973 and before, their payments deficit was as high as a quarter of
5. See IMF, World Economic utlook, 1982, pp.61l-S5e




thelr export earnings. In 1980 and 1931, it was almost three-
quartcrs of cxport earnings. Viewed in relation to export earnings,
deterioration of the payments position of low income countries has

clearly been the sharpest.

Cccurance of payments deficits year after year in the 70's
resulted quite naturally, in the accumulation of sizeable external
debts by the non-cil developing countries. Their long term debts
which added up to $97 billion in 1973 rose to$437 billionin 1981.
The projections for 1982 place the figure at $505 billion. For
low income countries, the jump would be from $22 billion in 1973
to £80 billion in 1982 which, as a percentage of export earnirpgs,
would work out to 228, again the highest for the various analytical

groupings among the non-oil developing countries;é/

Accumulation of large external debts by non-oil developing
countries has been accompanied as well as caused by higher than
proporticnate increases in debt service payments because of both
a sharp increasé in interest rates and shortening of the maturity
structure of debt. For all non-oil developing countries, debt
servicing rose from £15.3 billion in 1973 to $94.3 billion in
i981. which as a proportion of export earnings rose from 14 percent
to 21 percent. It must be added, however, that for lo§ incone
countries the increase in debt servicing ratio has been the lowest,
from 12.6 percent in.1973 to 13.5 percent in 1981. This was so

beczuse the zccess of low income countrics has continued tobe

6. Sce IMF, World Econemic OQutlock, 1982, p.171
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restricted very largely to official credit.~

Private commercial banking credit has remained virtually
outside the reach of low income countries despite its phenomenax
gfowth practically all thrcugh the 70s and early 80s. .Indeed, the
expansion of international lemd ing by private commercial banks has

“probably been the single most drapatic devélopment of the 70s, pra
ticulary of the second half of the decade. Eﬁro-dollat deposits,
at the end of i981. Today, these deposis exceed ene trillibn dollars.gj
Although 1§ternationa1 ccumercial len&ing ﬁas shof up drama-
tlcally, access to it to the low-incﬁme countries has been severely
Testricted, Indeed, it is hardly worth mentioning except: to under-
line that this is a source of finance virtually untappable by this
group of countries. Though the non-o0il developiné countriés, as

a group, accounted for about a fifth of this lending, it is very

significant that three countries ¢ .Brazil, Mexico and Argentina)

o years .

7. In fact, in between / debt service ratio for these countries
had registered a substantial decline. It had declined to 7.3
percent in 1979, even though the ratio of external debt to their
exports in 1979 was some what higher than in 1973. Recent esca-
lation in the debt service ratio is possibly attributable to a
hardening of the terms of their recent borrowings, though the
source of these borrowing has continued to be official credit.

8.This excludes inter bank'leﬁding. Gross deposits, inclusive
of inter bank lending, should be close to $2.5 trillion, if
not higher, by the end of 1982,
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from Latin America togethgr owed osor cne half of this credit.~
The vast majority of non-oil developing countries, both middle
income and.low income, had little or nc access to this source for
elther direct or indirect (i.e. through projects) balance of
payments financing even though, as was noted earlier, they feced
serious, continuing worsening of their payments position. Low
income countries continued to depend almost exclusively on official,
bilateral as well as multinational, more of the latter — credit to
cover thelr deficits.lg/ |

To sum up the overall international economic environment in
recent years, developments %n output, trade.and finance have been
such as have had the effect of fushing non-oil developing countriles
in general,‘and low income countries in particular, more and more to
the wall, It is with this background in mina that I propose to
discuss the major aspects of recent international monetary develop-

ments and offer my assessment of the present situation from the

point of view of low income countries.

Payments Imbalances and Asymmetrical Xdjustment Obligations

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

countrics), There has, therefore, to be a synchronous transfer on

9. With the addition of three other countries, one from Latin America,
Chile, and two from theFFar East. South Korea and the Philippines,
the six countriés togethcr accounted fer 70 percent of the bank
credit to non oil developing countrics as on December end 1980.

10. See World Development Report, 1581, p.57



capital account from the surplus countries to the deficit countries
for the overall balance of payments to balance. But to say this
ﬁuch is not going very far. 'Indeed it tells us little about gither
how deflcit‘countries raise funds externally to cover their deficits,
how surplus countries place thier external surpluses or how these
surplﬁggsvget’;outed to the deficit countries, Nor does it tell us

‘ anytﬂéng‘aboﬁt how the surplus as well as deficit countries seek to
readj;st éhéirvfrade and financial flows to rectify their current

.

account imbalances over the longer rum.
AN

One of the major concerns in intermational monetary reform
has always been to work out a system or arrangement under which
not only is the obligation to take appropriate, timely adjﬁétment
action accepted by all countries with paymenfs’iﬁbalances but also
the oblipation is so shared between the éﬁrplﬁs and deficit countries(
that the burden, such adjustment acticn imposes, is distributed
equitably between countries. This was a concern veiced at the negoti=
ations preceding the Bretton Woods Agreement and it has algo been
a major concern in more recent years, particularly since it was
realised that the Bretton Woods.Systen was cn thé'verge of collapse.
The further issue iﬁ later years has béeﬁ that while speaking
of symietricgl dbligations for adjustﬁent action it is:argued thai

reserve currency ccuntries also need being brought under';hevumbfella
of international adjustment discipline. Otherwise, a reserve currency
country, it is felt, could go on incurring payments deficits without

undertaking any adjustment action and place practically the entire
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burden of adjustmcnu on the rescrve accumulating and other reserve
decunulating céuﬁtries.

Indeed Fhe major preoccupation of the reform efforts
unde;taken during the 4-5 years immediately preceding the break-
down of the Bretton Wocds System in 1973 was to werk out an
arrangement under wﬂich the reserve currency countries (at thag .
time, there really was only cne such country; namely, the +nited
States) also accepted the obligation to undertake adjustment cction
1ike any other deficit country on the grounda that they téo were
incurring liabilities abroad to achieve a payments balance and that
the-unregulated expansion cf these liabilities created problems for
the smoo£h woiking of the~intern3tional monetary system. That efforts
in this direction did not succeed is in itsclf a matter worth cateful
examination but if Is sorething that I do not wish to pursue here.
For my pjzsént limited - purposes, it should suffice o note thaé the
expansion of foreign exchange reserves (i.e. in the iiabilities of
the reserve cusrency countries tc the monetary authorities éf other
countries bétween end 1573 and end 1581 was morc than twice the
expansion which took place in the pfcceding 20 years.ll/ Although
there has,.gt.the same time, been some tendency to diversify foreign
exchange holdings emong a number of reserve currehcies, the share of
the U.S5. dollar in feoreign exchange reserves has still remained
rather large at abocve 70 percent (it came down from 78.4 percent in

1973). ‘Nct cnly has very 1little been achieved by way of 1mposihg

scme scort of discipline on the reserve currency countries, the

11, Indeed, if one were tc compare the expansion in foreign exchange
reserves, with the lire drewn at the end of 1969, the expansicn
sincs then has been 22 times the expansion tefcere that,
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experience of the past dccade gcocs te demonstrate that reserve
currency countries are subject to far less control today than
they were under the Bretton Woods System.

cGontinuing Domination of the Dollar

Under the Bretton Woods System, the U.S.A.; as the
principal.reserve currency country, undertook to maintain
the gold value of the dollar at 1/35th of an ounce till almost
the end. Dollar convertability imposed on the U.S.A. this‘
obligation.Ihis operated as asort of checi on the expanéion
of the U.S. liabilities abroad. Since 1973, however, there is
no obligation whatsoever on the U.S.A., or aﬁ& other reserve
currcncy country, to maintai- the gold yalue‘oflits currency.
Nor has any other effective obligatioﬁ.been placéd on reserve
curréncy countrics except the very vague req uirement under
Article IV of the amended I:7 Agregmént. to follow the guidelines.
and be subject to Fund survéillance with respect tovethange rate
policies. Given thié position, there is little reason why a
reserve currency country should be unduly pertdrbed at the
expansion of its currency lizbilities abroad and the concern is
probably even less if and when all reserve currency countries

12/

expand thelr external liabilities more or less in concert.~

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

One could possibly argue that, therefore, reserve currency
countries cannct altogether throw caution to the wind. But

“that is not the same thing as observing proper internationally
agreed rules and regulations.
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The points to note, in our context, rcgarding monetary
developments In recent years are three. Firstly, whatever
diversification has taken place in the currency holdings of
monetary a2uthorities has been from the dollar into a few of
the cther developed country currencies, notably Deutsch Marks
and Swiss Fremes. Secondly, the extent of this diversification
has been only marginal in that it only slightly slowed down the
expansion in dollar liabilities abroad., As against a 200 percent
cxpansion of total foreign exchange reserves, the expansion in
dollar holdings of the monetary authorities was of the order of
170 percent so that the overwhelming domination of the dollar
has rcnained more or less unaffected. Thirdly, the massive
growth, at the same time, of Euro-dollar bankinmg has . , very
largely, meant the expansicn of dollar denominated deposits
and lending outside of the United States but principally by
branches, subsidiaries and affiliates of the V.S, banks, so that
the dominant position of the dollar can be said to heve remained
virtually unaffected.

Thus after all the swings in exchenge rates and movement
of funds across national frontiers over the past 10 years. since
the collapse cof the Bretton Woéds,;ihe dollar can still be
said to hold its firm sway on the world monetary s;ene. At the
sare time, a few of the other stronger developed country
currencies have zlso started sharing wiih the dollar the-benefits

of reserve currency status. No less important it is to note that
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wvith the massive spurt in Eurc-dollar banking operztions the
ccrmexcial benks hzve become the mejor source of funds for
the industrial market aconomy countries and a handfuloof
ziddle income developin: countries. At the same time, practically
all low income and mest middle income developing countries, with
extra-crdinarily large pcyments deficits have remained virtually

excluded frem zccess to commercial bank finance.

Emerpences of a New Assymmetry

As a result, a new asymmetry has emerged., This is the
asymmetry in the access to balance of payments finance between
industrial market economy countries and a handful of middle 1ncomé
favourite on the on; hand and the low and most middle income
developing countries on the cther. W¥hile the former have access
to commerciel bank finance for meeting their payments deficits,
the latter have ncne and arc therefore driven more aﬁd more to

institutions like the World . Bank and the International Monetary

Fund, cffering mostly high conditionality finance.lé/ The Fund has,

13. In the past few years, for instance, all drawings from the
International Monetary Fund have been made by non-oil developing
countries which is in sharp contrast to the position that obtained
until nid 1970s. Of the Fund credits outstanding at the end of
1977, 49 percent were accounted for by industrial countries; the
prcportion had declined te 4 percent by the end of 1981. The shar

of lcw income countries rose from 1l percent to 37 percent in the
szme period. :



14

as we .acv, lately swune sharj y tcwards high cor litionality
financing, abligirg borrowinz countrics to undertzke severe
adjustment'actions to contain donestic demand along with import
liberalization and exchange rzte decvaluation. Even the handful
of middle-income developirng countries which enjoyed access to
commercial bank finance directly may gradually be forced to use
the ;nstrumentality of the Fund for their future cxternal finance.
The recent case cf how Yexico has been forced to resort to the
IMF 1s, in my judpement, a pointer in that direction.l&/
Thus, we now face a situation where countries, which, by
any cbjective assessment, are faced with sharply increased
paynments deficits for reasons alrost entirely outside their
control --- IMF's own most recent assessmént,shcws that the
Increase in oil prices and the waakening';f primary commodity
prices zccounted for mor:e znon two-thirds of the entire increase
in the appregate cu;teﬁ: cecount deficdit of the non-oil developing
countries between 1972 a2nd liillilmn are velng obliged to.take on
the edtire burden of adiustuent action, The justification being

. A}
offered is that the deficits faced by these countries are not

sustainable because they are not temporary and reversible and

14, Mexico's financial crisis illustrates how a2 country can
get into difficulties financially for reasons altogether
outside of its control, namely the decline in the price of
its oil experts and sharp risc in interest rate on its external
debt, and still be forced into a course of economic policy which,
though of little immediate impact, fits in with the ideological
biases of the Fund end the couctries which dominate its decision
nzking.

15, See I'F Anrual Report, 1982, p.29,
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that thercfore these ccuntries nust perforce take om the full
burden of the corrective adjustment action, regardless of
whether or not the daficits they face arose ¢s a resu}t of

\ factors within their control.

It is worthwhile noting at this point that the argumént
used after the fifst round of substential oil price incréase
(1973-74) was that sirce the payments deficits arising ;n‘
consequence wefe substantial and likely to persist for some
years they would have to accepted ia the short run and that
therefcrg déficit~countr1es should not attempt to eliminate
their deficits by each taking recourse to deflationary demand
pclicies, impoft’restriction and exchange rate depreciatiop '
‘bécause sﬁéhAaction would serve only "to chift the paymen;8’4

:problepnftsm'one o0il impcrting country to another and fo damaéé
world trade and economic zctivity". Instead, a forceful case

was made for sustained international cocperation "to ensure

- appropriate finzncing without endanéering the smooth functicning

~of private fin;ncial markets and tc avert the denger of adjﬁétmcnt
-acticn that merely shifts the problem to cther countrieé".lé!
However, when it came to the second round cf substantiél cil
price’increase- (1979-80), by which time commercial banks had‘
clearly established their ability to finance'nct only the other
external funding requi;emengs but also the daficité of the
industrial market economles -- thus, during the 3-year pericd,

1978 to 1580, whilevdeficits of all the industrial market eccaomy

16. Sce D Annual Report, 1974.
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countr’es added up to $106 billicn their international market
borrowing amcunted to §270 billion -- the tune had altogether
changed and the burden of the song, right frcm the start, was
that the deficits faced by the countries not being temporary
and reversible ought to be tackled by strong adjustment action
in the form of deflationary demand management and exchange
rate action even though it must have been clear that such action
would only accentuate the recessionary conditions already obtaining
because of the recent deflationary and geggar—thy-neighbour protéctionist
policies of the industrial market economies.lzj

I would submit fhat the position as it has evolved, parti-
cularly over the past threé‘years. on the world economic scene is
extremely omincus for the deviloping countries, wore so for low
income countries, in that on the pain of inaccessability to exterpal
finance to cover their payments deficits they are being asked to
shoulder thé entire burden cf ccrrective adjustment action even
though it is generally accepted that the majér part of the ﬁayments'
deficits which have currently emerged have little to do with the /

domestic economic policles of these countries and are entireli

attributable to extranecus circumstances.

17. Thus while in the period follcwing the fist oil shcok three

quarters of the resources the Fund made available involved

low conditionality, in the period after the second oil shook

over three quarters cf the Fund lending commitments involve

hich conditionality calling for rigourcus adjustment policies.

Sce Sidney Dell, On being Grandmotherly: The Evolution of IMF
Conditionality, Princeten, 1981 and I.S. Gulati, IM? Conditionality
and Low inceme Countries, Pune, 1982.
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what 1s very unfcrtuna:i zbout the inequity of the high

conditicnality now being demanded of the developing countries
is that this demand is being spear-headed through the Inter-
naticnal Monetary Fund, an institution which, all said and
done, 1s still part of the United Nations framework aﬁd could -
be said to subscribe to the broad development perséective of
tﬁe  United Nations Orgadization. Infact, as we shall note
presently, the slant of the whole set of policies being pursﬁed
by the Fund raises strong suspicims that, given the complete
domination over its decision making by the ipdustriai market
economies in general aqd the U.S.A. in particuia;, there 1is
-liﬁtle chance of the develcpment perspective reasserting itsalf;
atleast not in the near future, in the formulation of policies
in regard to the world monetary arrangements through the fora

provi‘ed by this institution.

Increasing Inequity in World Liquidity Generat1on
. 4

The question of world iiquidify 1s intimately cbnnectedk
with thét of balance of péymenté financing in the sense tha;;4
other things femaining thé same, the larger the payments '
imbalances the greater should be the ﬁeéd for international
liqﬁidity through which,to.}inance‘the payments imbalances.

Under the world ﬁonétary system,has it evolved over the
years after the Bretton Woods Agreement, internat;onal 114uidity
vas generated through the éreation of dollar 1iabilities. This

arrangement conferred an enormous economic benefit on the United
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Statés as the sole reserve currency country. As the London

Times put®. editorially, the U.S.A. could on the strength of

this posi;ion. go on "spending, investing and soldiering abroag

as if the nation were still the overvhelming economic power

that it was iomediately after World War II". Thus, to 1llustrate
during the 1960s, though the U.S surplus in its balance of payments
on current account added up to $33.3 billion, its additional invest-
wents abroad (portfolio and non-portfolio put together) added up
to $76 billion. During the same period, the increase in the
foreign exchange reserves of the countries other than U.5.A was
of the order of $16.9 billion.

After the breakdown of the old monetary system and the
emergency of a new monetary regime since early 1973,the’ V.S.
position has improved f;rther in the above respecf. Between
1973 and 1979, althouph the U.S. current account surplus
vas of the order of only $5.1 billion, its additional investments
abroad added upto $307.1 billion (sixty times the current
accounts surplus as against two and a quarter'tipes in the

preceding decade). During these seven years, the foreign exchange

reserves of the countrics other than U.$.4. increased by $213 billion.

18/

18. Sce Economic Report of the (U.S.) President, 1982 and IMF Annual
Report, 1982. 1In matching U.S. investments abroad and increases
in foreign exchange holdings of other countries allowance has to
be made for the fact that cnly a part (70 percent) of these
holding is currently held in dollars.
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\

It can be noted that undexr the system now obtaining the
U.S.A. has been able ioiinvest ebroad on a very much greater
scale than in the past, absolutely as well as relativély. This
phenomenally larger iﬁvestment ebroad by the U.5.A. hasbeen made
possible not only because cf the accumulation of foreign exchange
Teserves by other countries tut also because of the expansion of
1n€arnation$1 commercial banking under the -_U.§. leadership.
Whagever may be one's assessment of the liquidity needs
of the world monetary system, based as it now largely is on
fleating exchange rates, we cannot overlook that the experience
of the past few years has clearly demonstfated that'to meet these
liquidity néeds the system relies as preponderantly on the U.S.A.,
and a handful of other ;eserve creating countries with freely
usable currencies, as it did under the old system of fixed exchaﬁge
rates. The role of the multilateral financial institutions in the
generation of world liquidlty l1e s> fzr been only restricted to
the International :Monetary Fund which has teen allowed to play
an increasingly limited part in this regard. Before 1973,genération
of world liquidity was almost altogether the pterogatfve of the U.S.
monetary authority; since then it is being undertaken jointly by the
U.S. monetary authority and the U,S. Commercial banks, with some
contribution by a handful of other industrial markeﬁ‘economiés. '
Between 1973 and 1981, Fund related assets namely, SDRs
and Reserve Positions in the Fund, increased by SDR 13 billion

whereas the foreign exchange reserves increased by SDR 202 billion,

Py
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While at the end of 1573 the ,roportion of Fund ralated ossets
to total non-gold rcserves including Fund related assets was

13 percent, it deciineito 11 percent in 1381. This decline in
the relative position of Fund related assets took place despite
Fhe second SDR allocation, spread over the three year period,
1979 to 1581.

The reasons why Fund related asscts have exapanded rather
tardily (as 2 percentage of the current accounts imbalances they
declined from 0.26 to 0.15 over the same time span) are well
knewn, namely (1) the reluctance of'the developed member countries
with major voice in the Fund's decision making, to allocate addi-
tional SDRs and (2) thelr opposition to the expansion in membership
quotas.

The first allocation of SDRs was &greed upon in 1969, That
was for 9.3 billion SDRs. The next allocation could be agreed
upon only in 1978 and this was for 12 billion SDRs. Proposals
for any further allocation of 8DRs, even though the bulk of it
(almost 60 percent ) is appropriated by the developed member
countries, are necting with the stronzest opposition from these

countries, particularly, the U.S.A. which enjoys a virtual veto

1
over major decisions in the fund.~2/

19. The current U.5. share cf the SCR 2llocation works out to 20.64
percent (equivalent to its quota in the Fund) which Is more than
twice the share of low income countrics viz., 3.8 percent. But
the U.S. opposition to SDR allocations has to be understood in
the larger context of liquidity goneration.. The gain to the
U.S.A. from the generation of dollar lliabilitics, official cr
banking, is betwcen €0 and 70 percent whercas its gain from SDR
allocation is only 21 percemt. Naturally, therefore, it prefers
1iquidity generation through SDR allocation to bo es limited as
possible. Othcr reserve currency country gains cre also much
larger from liquidity gereration other than through SDR allocation.
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Thus towards the close of 1031, SDPe accounted for less than
5 peréent of the total non-gold foreign resefves of the Fund
meobers. -
On the matter of Fund quotas, although theldominant
view in the Fund has been to rely primarily on quota subscri-
ptions as a source of financing for the Fund operations,zg/there
has always béen considerable prevarication and h;sitation, despite
the decision.to review the position every three instead of five
years.2i/ The‘last increase in quotas, which was agreed upon in
1979 became effective towards the end of 1980, raised them from
a total of SDR 40 billion to SDR 60 biilion.l The demand for a
| further sﬁbstantial qucta increase is facing utmost tesistance.
which again is spearheaded by the U,S.A. |
The 1 Fund, as we know, provides unconditional and :

condi*ional liquidity. Unconditional liquidity is supplied

through the allocat}on of SDBs as well as by the generation of

20. See IMF survey, October 13, 1980.

21. This was done possibly in recognition of the fact that over
the years the Fund's relative position has become weaker
with quotas falling out of line with the growth in world
trade. In 1948, quotas stood at 16 percent of world imports
in 1980 the proportion had fallen to less 3 percent. Since
quotas have remained the major source of finance for the
Fund's cperaticns, this relative decline has naturally
affected adversely the Fund's capacity to provide balance
of payments assistance. i
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Reserve Positions in the Fund.zg, Conditicnal liquidity is

made available through the extension of Fund credit to members

on terms and conditions which a® not uniformly the same. Hence,

the disfinction between low conditionality an? high conditioﬁality.
Lccess to members to both types of conditional liquidity is in
accordance with their quotas. Since quotas themselves have

declined in relative terms, ever expansion in the Fund's conditional
liquidity has been slow. Still in its rather tardy atteﬁbtat éxpan—
ding access to 1ts credit, the Fund hes inclined increasingly towzrds
high conditionality financing.zé/

Inspite of all the objactions that one can genuinely raise
against the manner in which the Fund disposes of its credit,con-
ditionzl as well as unconditioﬁal, one has to look at the slow
expansion in Fund liqudity in the context of the total world
liquilitys While the sharing of the gains of generatingnoanund
liquidity is altogether between the few strong industrial
economies, with the rest of the world altogether excluded, there
is still this much to be said for the Fund liquidity that it lends
itself to a much broader, though quite regressive, sharing of
gains. Viewed in this manmner, the increesing dependence on
reserve currency countries for the generation of world liquidity

rather than cn the International Monetary Fund is to be regarded

as a clearly retrograde development of the 1970a.

23, The conmsequence is that with the raztios of quotas to trade having
declined considerably it does not take a very large deficit to
move a ccuatry, particularly a small, low income country from
low condititionality tranche to high conditionality tranches
See Sicdney Dell, op.cit.
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E;rlier~ on in the Paper I referred to the compulsions
under which non-oil developing countries were being driven to
the Fund for high conditionality financing. -This is particularly
so with respect tc low inconme countries which have little access
Ato Euro-dollar markets. One pajor reaéon why these countries are
being driven to Ligh conditioﬁaiityJ Fund financing 1s Yecause
firstly, with the relatively rather slow grewth in Fund quotés,
the countries in nced of Fund credit exhaust their low condition-
ality entitlement fast and are forced into high conditionality
‘borrowing and secondly the expénsion within the Fund of its
financing facilities has been such that relatively ;essﬁs now
available cn low conditiénality.

So the developing countrles have to fight on several
fronts. They have to fight for the progressive expansion of
the recle of the meltilaterzl institutions in the generation
of wofld liquidity and at the same time fight against the
Intcrnational Monetary Fund's growing bias for conditionality
financing as the poorer of its member countries have been forced

by circumstances beyond their control to resort to it for balance

of payments cover.%?jv .

1 . .

24. The IMF Managing Director has, in onme of his recent addresses,
described how recent LFund assistance has been "going entirely
to develeping countries -- and cften poorer among them". These
according to him, "zre the countries with the most severe
payments prcblems. Also, they have little, if any, access to

. ccumercial scurces of finance. The financing needs c¢f the
industrial countries end many of the stronger developing
countries, on the other hand, have been taken care of by means
of recycling thrcugh the commercial markets".
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Concluding Observations;-

I am sorry to be unable tc draw a less distressing

plcture of the current state of international monetary refcrm
efforts. Will the future efforts succeed bettea? It depends,

Qne thing I could venture to say is that future efforts at
reforming the international wonetary system in a manner more
responsive to/the needs of the developing countries are unlikely

to bear better fruit than in the past through the fora that an
insfiutution like the International Monetary Fund provides. I

could even add that efforts however small, at mutual cooperation

in matters of not only trade but also international finance among
the developing countries at glcbal, regional and éub-regional levels
gay well be quite fruitful, After all, judging by the expansicn in
South-Scuth trade even in non-oil items, the modest efforts at mutual
cooﬁeration have not at all been diseppointing. However, thef;ct

that past efforts did not quite attain the ambitions targets that

were set for them certainly points to the need for greatey not lesser

. L] 3 3
commitment to prograzmes for cooperative action,



