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IMF CONDITIONALITY @D IX)W INCOME CO'UMTRIBS 

Mr. C h a i m a n ,  Prof. Ihntwla, Pmf, kndekr ,  W e a  and kn t lwen t  

1 am extremely grateful fox t he  honour you Wee bonf erred on me 

by inviting me this year to deliver the Kale MmoriaJ L e c h e  . 4.t 
the same time, I m t  confess that I f ee l  rather hadequate, looking ~t 

the liat oMhe illustrious scholaxs who delivered this lecture iz the 

past. You will please forgive-me if I do not come up to the ~~s 

set by n?y predecessors. 

I have chosen to speak on IMF conditionality and I;ow Income Countries 

f o r  two principal reasons. J?kst1y9 the mibject fits in with my current 

reaearch in corrnection w i t h  my Fellowship of the 3ndian Council of Social 

&ience Research. Secondly, it is a subject of top ica l  concern t o  us 

in this  countq,  having p n e  in for a borrowing arrangement of sizeable 

proportions with the International Monetary ~ u n d l  

Under the azmngemsnt which came i n to  effect in November 1987, k d i a  

is e n t i t l e d  to borrow or draw SDR 5 b i l l i o n  ovex the next three years 

in phaaed mounts  in support of what is r e f e ~ e d  to as an "agreed 

sdjushent p r o p m e n  aimed at strengthening the coutztryta balance af 

payments poaltion. Under the amangment, the d x a w h q g  car  be made 

every quarter. Ehch phaaed quarterly drawing ia tied to, or conditioned 

upon, fhe satisfactory completion of a Fund review of the progress made 

by th;1 aowtry in tho adjustment programme, E and when the country's 

performance is not fwnd aatisfaictpry the Fund is entitled to suspend 

* e  arrangement and withhold further release of h w i n g s  to the 

country, till such tfme as a revised adjustment pmgmmme is worked 

out to the sakisfaction of the l h d .  

1% is not my intention, this aftermoon, to @ Fnto the question 

whether or not k d i a  ought t o  have entered t he  aMve axxangement with 

the Fund., Havhg entered into the mangement, we shall probably have 

toalive throw& it, though wen there we have to be vigilant and careful 

about the various quantitative taxgets and-unguantified specific measures 



of economic p o l b y  that the Governmen& apeea  to in the sGcond and third 

years of the aforemention2d adjustment prosamme, Vigilance is a l l  the 

more necessary because of the ]&own tendency 3n the  part of o m  

Govement to disclose as l i t t l e  as pissible  of $he deta i l s  of the 

arrangements entexed into with the 

WhaC I propoee to concentrate upon this afternoon, is t h o  g e ~ e r a l  

question of DlF corxlitionality in the context of the balance of pajsn?l:nts 

financing needs of low income developing countries. ~ o l l o w h g  the 

&temi;iorzEsJ Hone* Fund, low income countries a r e  counfrfen wim 
per caiita GNP of $300 or lose in 197.7. Thir ty  nine (39) oountries. 
including India, omprise this p u p .  

Wkiy orfly law income cauntries? 

'Phe justificatim f o r  my concentrating ori this group of c-ics 

derives partly, no doubt, from -the fact that India belongs to this group. 

More genera2bp growbh rates in this group have been low and balance of 

paymcnt~ strains in prticulxc haw been most evident in recent years 

(see a b l e  I), Ih fact, cu,rrent accomt deficits of the countries in thia 

group, with 'the notable except.ion of IndPa have been .except ionally 

hi& in recent years. Inaials balance of payments position came undcr 

strain only from 1979-80 with the aecond round of &antic riae h o i l  

~-xes. prioc aria a -her upsurge of protectionism in the industrid coun*r' 

It is notewortm that though these low income oomtxies have h c m e d  

heavy exterm5 deficits  fn recent yearep their volume of :'unpo&s has 

hardly registered much increase. mus, the aggregate volume of hporbs  

obtained by this group of ~ o u n t r i e s  in 1979 was o n l y  about 5 per cent 

larger thm in 1973. If Indials imports a r e  excluded* the  import @ins 

of the other low income comtr$es over t he  peridd h n  Q-I* +a be even 

smaller. 

The large current; account paymmks deficitsr Luve had to be increaeingly 

f meed by ekkemzii., official sources of f hanchg,  which in rc0-t 

years are e s t b a t e d  to have covered almost a thlrd of their i;ngoda, 



In 1979, that proportion m s  almbst twice as high &a the average f o r  

al l  non-oil developing countries. Comrmaely, as the  IMF 4rmuaL Report 

fox 19809 observes, the ro l e  of private long term oapital  with reapect 

to low income countries has been relatively voxy mall. Accord- to 

the World 3 a 1 k ~ s  calculations, while the net f low of private capital l o  

this group of countries was almost the same in 1980 aa in 3970 (ca3cu~~tcd 

In 19??9 dollars), for middle income non-oil. developj.ng countries the 

increase over the period was of the crder of over 250 percent. llhe 

increase exporiencod by the latter was almost entirely in the form of 

commerciaJ loans from -&ck the former have r e m h e d  virtually exclud&d, 

At the same time, even in the flow of official funds, low income 

countries have not been receiving their due share. Accord* to the 

World Ba3lkfe &&@~wJ b.1979 these Countries with 55 percent- of 

the population of the developing countries received only 37 percent of 

of fLcM deVelopent assistance. Their receipts per capita of $6.00. 
I 

were less than half of those of the middle income non-oil developing 

countriea. If <id through €he multilateral institutions is excluded, 

agS. 32 percent of 'the b i l a t e d  aid > t o  l o w  income countries. 

It is in the above context that me role of Fund bgistance has to 

be viewed as far as low income countries axe concerned, Though as we 

noted above, the ir  i g o r t  gains in recent y&s have been negligible, 

tbsir external deficits have risen phenomenally, even when allowance is 

made for the fact that some, though not all; of'the countries in the 

g ~ u p  did benefit from the elcport of thkir labour to oil exporting 

chwtries and the corrcapont3ng M o w  of remittances. As theee countries 

cam borrow very little come .:cially (this, one can sayg wen af tm 
# 

taking note that lhkia ia still considered as hving reasonably good 

prospeotd of contracting connnorcid loma in the neaz future), they will 

mnthe fo depend heavily on official flow of Funds. Bs noted &we, 

aid through nultilateral instihtions has tended partly to offset  the 

biastea w i n s t  low income countries; it is only natW then t h a t l o w  

income countries should feel partioularly concerned. when the f l o w  of 

funds through thc multilateral inefftu~iona shows signs that it will 



grow at a slower pace than before and/ar become more stringent, 

The mamer in which the IDA VI replknishment has been slowed  OWT TI, 

due principally to the U.S. backtracking on i t s  original  comitments, ia 

a clear ease of the  first type.  The fME1s current response of offer ing 

p r h ~ i p a l l y  high eond i t i oml i ty  funds to cover p,zyments deficits that 

have surged in the wake of the second mund of oil pricq rise repenents 

a case of the second type. This af teqoon,  we shal l  be concerned 

with the latter 

There is also a th i rd  conaideration why while discussing Fund 

conditionality we should, I feel, have primarily low-incoine cowltries 

in mind and this derAves, from the actual s ta te  of things, In the 

good old days the Fund met the financial needs of bo th  the ind~~strial  

and developing couzat r iea~ now practically all  o f  credit goes to the 

c:c-gslopm countries. Not o n l y  that, of the INF commitments pledged 

by the end bf 1 981 two-YhiPds were accounted f o r  I;-&'m&es vith*orsual 

per capita income of less  than $700 sad one-half by those with per 
\ 

capita incone of lees than $300 (see Table 111, %en in the f u t d e  
\ 

Fund credit will most likely be channeled t o  low-income countries 

if, as in recent pas t ,  industrial countries and the more advanced 

developing countries rely increasingly on the private capital  market 

because so Long a8 they enjoy that access, they would rather avoid 

up for.conditiona1 Fund assis-f;ance. 

mat exactly--is. Fund c o n d i t ~ o n a l i t ~ ?  

A clear answer to this question is very necessary. F i r s t ,  l e t  

us see w h a t  Fund conditionality does riot refer to .  Fund finance is 

repayable (repurchase is the  technical term f o r  r e p w e n t  just as 

purchase is the tern usea for borrowing of foreign exchange from the 

Fund) md carrjes interest charge; when however one speaks of Fund 

conditionality onc is not rzferring to how Fund f inmce has to be 

repaid and what interest charge it carries. iCo put it in slightly 

diffexent words, Fund conditionality doea not re fe r  to the maturity 



ptt- and the ~terest cost of Fund lading. Charges have no doubt, 

oc-ed b both these re;asds in the past and will probably occur h 

the future. 

The h n d  has been much more forthccming in recent years to lend 

m o a t s  in higher mltLplcs of quotas (even thm& quctas 

themselves have been allowed to rise only very very tardily, judged jn 

terms of the expansion in both thc value of trzde and the e x t e e  

hbalances) and to permit repayments in amcunf J thus Lent to be spread 

over a period much l o m r  than before. W l i e r ,  the repayment period 

w s  act a* between th ree  to five years; now, it canbe  extended to 

between f o u r  to ten y m s .  So c le~z ly ,  the maturity sprcad of Fund 

loans has been lenghte- in recent 3-ws, 013. t he  other M d ,  the 

interest chaxgc l m i d  by the F w d  on its lending, has lately been on 

the rise as the proportion of its le!&accountcd f o r  by i t s  bomowhgs, 

as d h t i n c t  from its o r d i n a y  resources hzbs risen; tho imterest charged 

by the Fund on aanounta lent out of i ts  b o m o t + i ~ ~  is based on the rate 

p a a b l e  by the Fund itself on these bomowhgs a d ,  a s  we h o w ,  this rate 

being linked to the on-going intereat rates in the industrial countries, 

has risen enomoualy in the  past f e w  years. Thue whUe *e avcmg~ rate 

of charge on mounts  lent out of Fund 'a ordinary somces ktl.,s 6.25 percent, 

the mte for the six-month period en- June 30.1982 was aghi& as 14 

on amounts lent out of the R n d ' ~  ~:cpplcmmtary financing 

facilit;Y* B u e ,  fox. low incorn2 comtrics a. scheme of interest subsidy 

haa been established since Decmber I980 but a country el igible fox full 

3 percent interest subsidy would atill have t o  pay as much as 1 l ' percent 

chazgc. Thus while the maturity spread of Rmd lending to i t s  member 

countries has become siglificantly longer in recent years, the interest  

char& has beccme d i a t h c t l y  hi&er, even when allowance is ma30 f o r  

the interest subsidy to which l o w  income countries m e  e1igib:l.k; however 

these changes tell us little of the condi t ioml i ty  that attaches t o  

EZtnd lending, bcacuse, as 1 said earlier, Fund conditiomlity docs not 

cover tho maturity pattern, and/or interest charm such lending 



carries. 3 should clarify  a l s o  that oc'ccn when a distinction is drawn, 

in"Fmd documents a d  ather writings on t h o  sub j eo t ,  betwoen low and 
hLgh Fwd Conditionalitj., the reference is st i l l  & to the m a t u r i t y  

pattern or interest charge which Ftmd lending carries. 

b w  and hi& conditiowl5't;3r 

The distinction bstween l o w  and high conditionality rests on 

the policy action t h z b  the Fund obliges the borrowing coun t r y  to w e e  

to as a precondition t o  its box~owings from the  Fund. !Oms, borrowimga 

from the Fund out, of one's rescrve tranche crtn bc made ltwithout c , M l e ~ e *  

and dzawhgs from the  Fkat tranche aze d l o w e d  if the borrowing cornt ry  

has a balance' of paymcn-ks nee& and indicates its intension to take 

necessary corrective action. Further, borrowings from tile compensatory 

and buffer stock f i m h g  f a c i l f t i e a  a r e  allowed if the borrowhg 

country undertakes t o  takc neccss~ary correction measures, in ca-o?oration 

with the Fund to rectify 'its papaents jmbalance. A l l  t ~ e s c  borrowim 

can be sa id  to fall in the category of low c~n~itionality borrowing. 

On t h ~  other hand, f o r  borrowimg~ -mder higher tranches and under 

extended arramgemenfs a country is obligcd to enter i n t o  arrangemen$ 

w i t h  the h d  promising strong adjuskent action according to an w e e d s  

co9+hCnsivo progmmc of pol icy actions. 

Tablc I11 s ~ i s c s  ths posi t ion with rcspect to thc type of 

conditionality thqt applies to the mrious forms of financing available 

to member c o y t r i e s .  2;ihle 2 3  indicatcs the maxhum limits that apply 

to each of the types of Fund finance. 1i is important to note that. 

firstxy, thc level of conditiond.ity, as measured by tho nature of 

c o d k n m t  to economic policy changes, xiaes as a Fund member country 

seeks larger and lager assist=cc from the Fund and, secondly, since 

the revision of Fund quotas has not.kept pace with the ,hcrcasr in the 

value of mrla trade and paymcntsinbalwscea .the trigger point  f o r  the 

switch over from low to hi& c o n d i t i o d i t y  is, in red-terms, reached 

much earlier for a borrowbg c o w t r y  now than it did before, 



51 this oonnecfion, it is relevant to note that the Fund quotas which 

to&her added upte some 15 per c c ~ ~ t  of $!lc?value of world trade in 

the mid-fifties a m  now j u s t  about four  per cent of the value-of 

world trade, 

pecenf accemt on ad,iustmcnt action 

The present f i ~ n c h  Man&ng Director of %he Fund, b, 3.  de k o s i e r e  

described the latest position with respect to Fund condi t iodbty  a8 

follows in k i a  addxoss to eke &ach - American Chmbc~ of Cmerce in 

N5nneagolSn (USA) on March 4,7 982 P 

I quote t 

" The expansion in the W 1 s  financial operations 
has been matched by a much -eater &hasis on 
conditional financing. After the first ware of 
oilnpri~e increases, some two-thirds of Fund lending 
ms made un3er special faci l i t ies  not requiring 
important mcaw es of adjuahmt* But conditions 
have chaqpd and this policy haa been put to a end. 
her the past two years, noxc than 80 per ?n% of the 

Imve been p m i d d  by thc  Fund to its 
,embers in support of prop~ms involving rigorous 
wu&mmt policiesn. 

m e  published Fund p m p h l o t  on F b d  ~ o n d i t i a k l i t y :  Evolution of 

Principles and Pmcticea, written by ITari~~el Guitiarr, a Fund staff 

member, e s i s e s  that the linlcagc of Fund financial support md 

adjusCment action by the borrowing member country is at the core of 

Fund conditionali-by. 1ts:basic rationale, it is explained, is h t  

external payments bhalaulces must be corrected whawer they w e  not 

transitory or reversible, The proviaion of rcsourccs by the Fund extends 

the period of adjushcn-i; of corrective zction, t he  process less 

swere than otherwise. In thus linkL,rg its finance t o  adjustmcat action, 

the l?und c labsn  t o  help mmbws to atfain, over the medium t m ,  

a viable m m k s  positios. 



k order to complete t h e  present picture on Fhnd c o ~ t i o n ~ i t y ,  

it oqght to be added tl-~~t ,sf-t;er the first o i l  price hFke nore t h  

throe-fif-t;ks of Fund assistance provided through the  specially created 

low conditionality oil faciIi5y vas channelled to developed countiiess 

recent Fund assistance under rigorous c u n d i . t i o ~ a l i t y  has, in M r .  de 

hrosierels own words, %been goi ryy  entirely to developing co~r i t r i c s -  

and often the poorer among themn. (Rnphasie ours). As he elaborates 

in the course of his aforementioned addzess: 

nThese are the countries w i t h  the nost severe payments 
problems. Also th%y have l i t t l e ,  if any, access t o  
comercial sources of f i r ace .  The f imcimg needs of 
tile industrid countries and many of the stronger 
developing countries, on the other hand, have been taken 
care of by nsavls of recycling though the commercial 
markets ." 

It is obvious that the rigc7~1:' of Fund cond i t iond i ty  has increased 

5, the industrial C O U ~ ~ X ~ ~ S  and the s t m q e x  of the dkvelopimg countries 

hzve become! less dqendent on Fund support for  balance of payments 

f i m c e .  Though the Fund l o  YIaaglng Director suggests, in t he  

a d d r ~ ~ ~  quoted above, *,ha3 the  shi-ft in emphasis from low conditionality 

to hi& conditio~lc?~lity between the two waves of oil pr ice  increases. 

has been due t3 t h e  change in conditions, he does no-t elaborate on 

what  this change m a  and in which conditions. Could the fact that, 

unlike during the first wave, only the develop* countrieg - and, 
that too t h e  poorer among them - resorted to the Fund during the 

second wave, itself 5e one of the changed conditions that influenced 

the  mznd decision t o  make i t s  financing assistame subject to 

rigorous conditionality? 

This leads us on t o  the next question namely whether the 

developing c o w t r i e s  have naeded t o  f f i l l o w  stronger adjustment 

propmmes than the industrid countries with a view t o  rcatoring 

t h e i r  balance of paymmts t o  a sustainable level ,  In -this Context, 

it would be useful to distinguish between the si+wtion of a country 

whose balance of pzyments dqficul t ies  stem. largely f r o m  excesa 



prasewe of domestic demand anJ. the situation where balance of payments 

p r o b l m ~  aze principally of external orip;in. Thc Fund's Annual Repcrt; 

for I980 noted that the deterAomtion in the balance of payments of 

n o r n i l .  dweloping countries frm 1978 to 1980 c a d  be attributed 

s e e  two-thiz.as to the advwes movement Ln tums of trade a d  alnost; 

one-third t o  the rise in the a ~ s t  of thqir d e b t - ~ ~ m i c i n g *  Ih the gcxrs, 

1974 and 197s0 tho balmce of p w e n t s  difficulties o f  the industrid 

as w e l l  as n u n ~ i l  devclopina; countries mose  almost erhirely from e 

skmp deterioration in t a m s  of tmde. Plus,  jn both 19T4-75 and 1979-80, 
the balmcs of payments problms of all. oil importing ccuntxies' arose 

because of exogenous forces. But in 797A-75t 'the Fun2 advincd corntries 

wfzk payments problms adjustment action such as *doflatio- 

demand pol ic ies ,  import restrictions and general resort  t o  exchange r a t e  

depreciationqv because it 'Wci seme only to shift ~e payments problem 

from onc o i l  importing country to another and to m 1 d  tmde and 

economic wtlviity n; in 1980-83 and thereafter the Fund htta stridently 

been calling for s t rong policics of restraining aggrcmte domestic demand 

a d  realistic exchange rate adjustment . Jn 1 974-75, it was. felt that 

camtrica with payments dcflciks shwdld I& bo forced i n t o , , h e d i a t c  

adjwCmmt action evm thou& there was no reason t o  bel ic l  . *at 'the 

fator b a a  tke' deficit, mew the o a  p ~ i c c  illcrease, m a  either 

temporary or k e r a i b l e .  H o m e r ,  'in 1980-61 and 1981-32, the Fund was 

aaking straightaway for rigorous sdjuatmont action on prcoitiictb the 

ground thettf *he balance of pe~ymmts deterioration is not t e m p o ~ q  and 

w i b l e .  According to We recent Pund p p h l e t ,  referred to zbovc, 

central t o  thc current Fund o o n d i t i o d i t y  practice is t he  premise that 

the prevailing payments imbalances axe s t r u c t d  and unlikely to be 

t w i t o r y ,  and therefore, not amenable to correction over a short period. 

of time, 

m o t  one ask, a d  quite pertinently, if t h i s  is not *-t t o  

a complete *bout on the p& of the Zhnd between 1974-75 and 1979-80, 
fn r e m d  t o  i t s  stand as t o  the t y p e  of oonifitionality which 



~Kould apply to its lending? !Phis ol3nertnul-t; it would appear, has 

lees to do with the change In the t y p e  of bal~nce of payments d i f f i -  

culties experienced by countries as with t h e  c . k m  in the type of 

b o s o w h g  countries themselves, If it was valid fn 1974-75 that 

adjushent to the oil pricc rise cannot be achieved in any real m d  

Itsting senac over a short period of time, it is no leas vGlid in tho 

w a k e  of the o i l  price rise in 19.79-80. There has, Iiowevcr, bcm one 

major charge. EI 1974-75 there was considerable amount of uncertahit;y 

and app~hans ion  about the capacity of tho international financial system 

to cope with and recycle the surplus funds that would accrue to the o i l  

exporting countries for meeting the p a p a t s  deficits of the oil imporking 

countries, TJI 1980-81, on the othcx hand, there was a conaidorable measure 

of confidence in the ability of the international f k c i a l  institutions 

and m k c t s ,  The mEnd Annual Report f o r  1980 did not envisage that the 

3ndustx:'tal countries as a group wo-dd encounter my p a t i c u l a 3 :  difficulty 

in f i nmc ing  the i r  collective current account def ic i t s  wen though the 

def k i t s  of these countrie~ nbsorbed ".the bZsrx;Lk: o f  the c m m t  account 

sMft engendered by the rising surplus of the 12 o i l  ~qoPt ing  cmmtr5csm. 

Concern was fe l t  kotrevm with respccf tl; -ti-,e cdaquate recycling of funds t o  

the smaller industrial c~untries and the non-oil develophg countriea. 

Uao ,  though a mjor share of market lending to ths non-oil developing 

countries had been cancdratcd in a very d l  number of countries, even 

their access t o  mark& finance @.at, it -8 feared, bc more di f f i cu l t  than 

h~ the past. 351 addition, recent assesments of the  world i eocnomic 

acene f o ~ e c a e t  draatic reduction i n  the p m e n t a  de f i c i t s  of the industrial 

countries but 'of the non-oil developing countries. 

Here, it would be quite relevant to point out that for  t h e  non-oil 

developfng countries, the situation w i t h  respect to availability of 

o x t e m d  finance ie l i k e l y  to be more diff icult  now than im 1974-75 f o r  

two  reasons: firetly, cormnercial lend- to men those very f e w  developing 

countries which had access to it earlier may be lees  forthcoming 

hereafter because of the mounthg  concern among commarcial, banks about 

the risks of lending to the developing countries and the tightening 

of regulations covering the cxkdit marketa in. industrial countries; 



secondly, the major channel of external fiWx1:e,for low income countries, 

nzmely official s o u c e s  of finance, s e e m  t o  be shsinkirg la te ly .  In 

the circmstances, should not  the  Rmd, as a lso  other multilateral 

financial institutions, be considering an x i i z ~ a t e  increase in i t s  

finaulcing t o  t h ~  developing countries that t o o  on terns and conditions 

which arc, a t  least ,  not  more onerous thm those  enforced in 7974-75? On 

th+ other hand, ~~ht actually &,s happened i s  t h a t  the coun-tries 

borrowing fmm the Fund are now being put under pressure to undertake 

strong, comprehensive adjustment action under p x o ~ ~ e s  phased over 

a s h o d  period of between one t o  t h e e  years, dependiw upon the pe r iod  

COT-eyed by the stand by &rangement a c o w l t r y  enters in to  w i t h  t h e  

Fund. This, ref lec ts  a major change in the Fund's approach to paynents 

fmbalmces be tween 1974-75 met 1 979-80 l h r l i e r  , the . -1. discouraged. 

rncmbcr countries from individually t&ing  on the responsitility of 

r ec t i f ykg  t h e i r  imbalances by a resort t o  deinand restrainin& a d  

other measures. Now when it appears reasonably certain that the 
industrial countries can manage t o  meet thei;. imbalances through m k c t  

finance, the Fund uxges  he dcrrelopirlg countries which zrc & i =en t o  

seeking acistctnce from institutq3ns l i k e  the Fwld and the World. B d  t o  
undertake the full responsibility of rectifying their  M v i d u a l  payments 

imbalances even thou& 5hese imbalancgs have  risen for reasons almost  

entirely beyosld the i r  control, 

Bopramw content 

I have referred t o  the requirements usually insisted upon as part 

of any FLind d e s i g n ~ d  p r o g r m e  t o  restrain domestic d-d and t o  

adjust exchange rate. Demand management, through appropr ia te  f i sca l  

and monetaq policies is, as the FLUnd Emaging Director puts it, a t u l  
R a t  ' the heart of Fund p r o g r m e a U  even though Fund as~3istBnce is 

increasingly b e i w  made available, f a x  achieving structural adjustments. 

TKus p d i c a l l y  a l l  Fund programncs, including the most recent ones, 

and that iRcludes the p r o m e  dksigned for hd ia ,  lay down limits not 

o n l y  f o r  the overall  expansion of domest4c credit but a l s o  fcr  the 

extension of credit t o  the govemrment sector. lk fact ,  as we h o w  from 
the d0cu;ients on India, which w c r e  disclosed t o  tho  public as a result 



of the, enteqrise of ono of cur om newspaper corrosponden$s, the  

oreaif 1 U t s  are set, and-monitored, for every qumbcr. 

A p a r t  from the  g e x l e d  poia t  about requiring borrowimg countries 

to restrah domestic demand regedlcss of f ie  o r i g h  ~f bdmce -of 

paymearks difficulties thq qerienced, one ooUd raise, at 1-t four 
additional objwtione t o  the use of q-ti+a$ive, plmpo5d monefq 

targets. First ly,  available evld~nce does nof justhy the fai th tho 

Fund seems to repose in t h e  rastxiction of domestic credit f o r  the 

oontml of domestic demand, Studtcs 'by 5bnd1a own staff have, f o r  

inrfmce, shown how the velocity of circulation of money does not remain 

B+eady when domestic credit is m i p l ~ t t c d  for  policy purposes. geoondly, 

sts Sidney &ll goin%# ouf 2n Rks recent pamphlet on Tke hlution of 

h n d  G m d t t M i t y ,  even 5.f the Fund -oa -te re&hess t o  

modify ixzppts '  'to take socount of n m  developments or Incorrect astnzmption~, 

frequently this c m o t . b o  done unt i l  after the mistaken targets  have done 

theb damge. ~~, as 1.G. Patel,  the k v e r n o ~  of Resemre Bank.of 

Tndb asks very pertfnmtly in a recent d & e s n  he gave at -a L w u r  

bsfam t k z  As~iocia t ion  of h ~ k s  id y~,l?,yaaia, i p  I+ appropriate t o  ~nais* 

on qwmterZy credit te i l lngs  w h e n  -me h w s  haw much noise. 'is 

In qpxrbrly data and then to take the d m m o  s t q  of susgmdhg'Itoa31 

di~manents when theaa quarterw ceilings axe s a m e  tmner~ossed5' 

m E - a y ,  tMs t-t f o suspend diakreemmtn inkoauces a st rong 'elmenf 
of uncm-tainity about t h o  akilabili* of hvld anel&thnce. even after at1  

the motions of a a+& by or extended arrangment have been gone thmu& 

with the W m d .  

Aa exchange rate adjtzskmt, them 5s a&- &e bas50 

quedhn, of which ws, aa economists, a m  f U l y  a-bl;b~re, about 'the reaporise 

of t a e  f l o w  to. ex-. a t e  W s ,  espmhl lp  wPlen one has in 

m i n d  cuuntdos whose exports cmslst  ma5d.y of primmy products, me 
Fund view that the comootion of a given i@bakaxloe is likely to requiz@ 
a less strict domestic policy s t a c e  whm a curronoy aomluation I s  

@ of the adjustment sf rat= ob-,~iously reatrs on ,the aseessr;ont that 



t he  extemaJ. imbalance is primarily wlf-generated and thjt trade f l ows  

are sfficicntly responsive to exchange rato charae, an zsscssment th3t 

need not be valid f o r  d1' situations and countries, and is certainly nclt 

valid t o  the situation currently faced by several, if n o t  alll l o w  

income developing colmtries. To the extent trade flowa x e  not 

responsive t o  re la t ive  prices, currency devaluation c d y  aggavates 

the  balance of pqmentk imbalznce and increases domeatic inflation. 

As we have seen already, in r e c e n t , y e a ~ s ,  particularly after the 

renewed pressures from *he second round of o i l  p f i ce  rise compounded 

t h e  d i f f i c d t i e s  of many countries, the E+undts response has been t o  

ask for strower mil more comprehensive adjustment progrpnrmes. While 

brozd demand mai-gement pol icies  and realigmment of exchan&e rate are 

atill considered necessqy, the Fund prog~a3nmes now rcquiqe that 

attention be given t o  q'complm.entary measurea aimed &irectly at an 

eff ic ient  utilisation of resources t o  a t ~ e n d h e n  an eaonom;.'s productive 

base", Thr: r~zent R d , p m y h l e t ,  on thc nubject, elaborates ir, thia 

connection-that longer adjustment periods enviaaged in the new Fund 

program reduce the numbcr of economic variables that can be consfdered 

exogenous for purposes of policy formula t ions .  k simplc l w e ,  

there is no aepoct of cconomic policy that cannot oome within the ambit 

of a bd-des igned  adjustment progmnme, The Fund's conditionali* 

tentaclc~t can, and do, try to reach a much broader can- than ever 

before. 

We, in bdia, ought to h o w  how wide ranging and pervasive Fund 

c o n d i t i o d i t y  can now.be; The lndian Goverdcntls lenorandwn 

submitted to the Fund on the eve of the Frmd sanction covers 
1 

u n d e r e t a d h g ~  on not ohly Expansion af Domestic Credit and W e n s i o n  

of C ~ e d i t  t o  the Public Sector but also Plan Allocations, , . Agricultural 

Development Strategy, Yocua of Public. Sector m g r m c s ,  Public Sector 

&icing, Policy t o d s  &fvate Sector I s  Impork o f  3'oreign Techno1 OD 

and &ital; h e r g y  Policy, Re~ouroe Mobilisation, mart Policy, Import 

Liberalization and W e m l  Borrowing. Can we say, on the basis  of oiir 



experience, though it is limited t o  just the first y e w ,  m4er the 

Fund-sponsored ad justmcnt progmme, that the Fund, as erdohed by its 

o m  Guidelines on Conditionality,limits itself to broad macro-economic 

policy instruments and aoca not become hvolvad at a m~ch More firtailed 

level in the economic policy makiw of the borrowing countrj? Evidently, 

the  Fund asks f o r  detai led policy comitments, znd ~v,bjcc.t;r?; -the countri2s 

to regular monitoring ,and review with rospect t o  mch policy cxrnnitinent?, 

This, to ow the  least, is going far bercncl the limits of the so-called 

%road mcro-econc?;nic policy ins truement sm. 

Regardless of whcthw or not the Fund-dosigned 8 d j a a t m m t  p r o p m e s  

transmess the l i m i t s  I have spoken of above, note has nevertheless t o  

be taken of a possible line of argument that the dweloiing countries 

have thems'elves been pressingp for years on end, f o r  s t m c t d  adjustment 

assiatanco, not only t b y g h  the \!~rld &ink but alsc  through the Fund m d  

that for any stmctmal adjusiment assistance t o  a country cond i t i oml i ty  

must necessarily impinge on economic policy making md.that too quite 

co~rehens ive ly .  It i a  not like project assistance where a funding 
w y  cer monitor and review t k ~  propeas of the ctncernod project, 

Hy response to an argument of the above kype woul:! bc two-folr',. 

~irstly, the structural adjustment a borrowing country seeks to m k o  

to correct I t s  external imbalance need not be on the lines considered 

appropriate by the external funding agency ; Inaced hardly m y  of the 

developing countries, including India, could have had in. m i n d  t h e  

stmctural adjwtment of the type that Fund-designed rnarket-orionted 

programmes'are noki seeking t o  impose on them when they made the case for 

stmctural adjustment assistance. It is one thing, I believe, to fo l low 

onets own self-designed progrmne of structural adjustment reflecting 

the country's socimconomio p r i o r i t i e s ,  and quite another f o r  a country 

to be asked t o  follow a programme' that is designed f o r  it by some one 

else, with ruz entirely d i f f  exen% sets of pi. iori t iea and then t o  be put 

on a leash with respect to its implementation, 



S E w o d l y ,  the t h e  perepeutive of the dwelpp- countries in 8d;lding 

thcir c c o n d  a t r u r t + d l y  to the ne;q situati~n which hna generated 

their external imbalances coiild not hava b m  limit& t o  a m~lmm of  
three yews.  .It ie crJy the narrow, k e i c n l l y  aonetarist psrs2eotive 

that etill seem to' daixxtte the R& t h l n k h ~  that asyono oen posatbly 

opmk cf un?pplatir.g a k j u t n e z t  action w i U  mzh O. short porio5. 

Alth- tho  h-d h a  at last concnded that atmctrPal adjue-t 

a m e i e h c e  sexes rightly withh  i t s  purviav, it still h a  to concede 
Shat mtructural a d m e n t  is,  it^ vcry mture, v e q  maah 

tinboonswing. To lcck f c r  quick results i n  bound t o  be oftm 

dfeappointfng, Ff not c o r m t ~ u a t i v e ,  aa can be e m  the FEmdto 

raccnt 'erpcrimce. 

In thc addreae by the h n d  F n . f n g  Mxectbr I have re3-d t o  

a&ve, he c l a w ,  on the h i s  of a h m i  rsriav of the p e r f m u 0  of 

the 23 ~e=bex c o w t r l u s  for kh3x high c o d t i o d i t y  a w d  by arrurga~nto  

WOTC apmvcd t h o  P d  1978 pnd 1979, fhxt  the went Bund 

mapported a9jusbont p r o w . e e  * have b u m  holpin& the b e  

countries to ad$&,* Au3d review of them cotmtrtes M tha t  

*Ale of dmeetic  c.~tl;ut l u d  moved, Fn m o d  caess, d . 0 ~  l i n o a  

the -96, bal-9 of W v t 8  farg8t~ rJet.q.dwed 

in half  thc p m m e a  idlatior,  ~ t o s  dcc lhed  in only a third of 

the 7.. A queetlon m i & t  -11 bo raiaed FJhethm a W pematlt 

success in p r o m e e  airtad ~rincipzlly nt r e a o d k q  t h e  viabUiW of 
the h h m o  of p3ymente cen be otmrridsrd mtisfaotoq.  Should it 

not be s mttgx. of r e r i m  ooaabxn for the hPrd if i t a  p r o w o m  have 

only a 50 peramt ohanoe of mamesa? 

Vhat o-t' to be much mcm disquieting i a  thmt cf the 36 b ~ r r o w b g  

-ants uith the ~ m d  (etand by emi d e d ) .  unioh rsre fn 

affect  at tho close of 1987, w trany as 24 coui?4riaa fell &rt of the 

M perfo-e criteh. OP thoee 24 defaulting a h i t # ,  aa 



many as nine have, so fa, been able to momtiate their ~ ~ e n t s ;  

for the other 15 countries bomowbg wmmgements w i t h  the Fund are in 

a state of. suspended a n d t i o n .  It is quite l ikely tht a good m b e r  

of wen .these 75 * kountrics will succeed in renewt h t h g  their f h c i n g  

arrangments with t h c  Fund so that outright cmcella-bions ~Zll'not 
bcoome necessmy, But it ought, at the s m o  t h e ,  t o  be borne in mind 

that the cancellations of amangernents are a l s o  mountiw. In 1981 

alone the value of cancellations added up t o  SIR 2.5 bi l l ion ,  

w h i c h  was more than thrice the t~t7.4 vdue crf cmcellat ions in the 

three yems h e d i a t e l y  proccding, taken together, In the c i r c m ~ h m e s ,  

will it be unfair to miae doubts, and ask questions, about +he 

appropriateness of the djuskent pro-ames that  the M is pressmising 

the bornwing b om tries to adopt? 

m, Cha*, I hope I have ra ised  sufficient'questions about l?md 

ca&t~&ity, about not only thc apprapriatenesa crf Fund action to 

from low conditionality t n  hi@ conditionality precisely when 

the developing countrica, and that too the poor= amon$ them, 

had to to the Fslnd fox a~sistancc but a l ~ o  the appropriateness of 

the content of the hi& conditionality as is be- currently enforced. 

Let me, before conclu&hg, voice my deep amse of Concern that while 

developing countries face to-, a relatively more d i f f i w l t  situation 

than possibly ever before in regard to t h e h  balance of payments, their 

access to Ilnternatid finance bcl- o f f i c i a l *  bilat-  and 

rnultib%wal finance, has, at the same time baen n a r r o w *  aad becoming 

more and more difficult, 

May I thank you, W e s  adld Gent lemen,  once amin. 



BALANCE OF PAYMElJ!I% D W f  CITS ON CT.lliRENT ACCOUNT 
OF XOX-OIL IBV-OFING CO?lXlXIES AS PEECENTAGE 
O'E Gal l -P  1LND FfUWXANDISE IIQORTS - 1973-81 

1973 1974 1975 1976 1977 i978 1979 1980 1981 - 
ll- 

DWICIT (31 b i l l i ons  uf W D o l L a r s  ) 
- . . . . - . . - . - - - - -. . . . -. - - - - . - . 

A l l  non-oil 
Deve1opb.g 11.5 37.1 46.5 33.0 28.6 37.5 57.6 82.1 97.5 
Countries 

f,ow Income 
Countries 4.0 7.5 7.6 4.2 3.4 6.7 9.5 14.7 15.7 
. - 

As ~ e r c e n t w  of G.D.P. 
- . , - -  - 

ITon-Oil 
Developing 2.0 5.0 5.8 3.7 3.0 3.2 4.0 4.8 4.9 
Countries 

J;owi l lCOme 
Countries 3.7 4.9 4.1 2.6 1.8 I 4.0 4.7 4.4- 

Percentage of: Merchandise 2.2or-b~-  - -3-U - - 
~ ~ n - o L l  
Developing 12.4 25.1 30.4 20.4 16.1 I 20.0 22.4 24.1 
Counkries 
a 

Lowincome 
Countries 35.2 44.5 43.1 24.7 17.6 27.2 31.7 37.3 39.4 

"WORLD E 0 N O I : ~ I C  OUTLOOK" 

A ~ m e y  by the staff of I.IYZ.F, Occasional Papex - 4 
June - 1981 (~ppendlx: 3. Tables 17 a.nd 18) 



r- -- -- . Below $300 m NCE. net& 8 300 MF Nc.s, ~btwecn $ 700 IXF 110s ~ b o v c  $3000 IKF 
C oa-?.i.t.clcnt s ~ n d  8 699 Conmit~ont s $ 2999 Codtmcn t s  (Comni tment s 

(in i ; i i j  i 13123 ( ~ ; n  q~11i~3~ (in nillions in z i l l ions  
of s.3.~~) of S.D.SS) of S,D*RS) of s.D.RB) 

Bangladesh 
Ethicpir; 
Somnlic *L 

, Eumna 
, =&irc * 
, I k I ~ b i i * L  

h d i a  
P ~ ~ z z n i a  * 

, Seirra Leoae *L 
3. 'C_, -a<:, " 
1, Te~tral Africal 

Republic 
2. PAis tan  

&rocco * 817.05 
G m t d a  19.10 
J d c a  *L 477.70 
I v o r y C o z s t  484.50 
Korea +L 576 0 0 0  
Costa Rica * 276 -75 
R o w S a  * f 102.50 
Yugoshvia 1662*~0  
u w w v  31.50 Nil Nil 

;::ica 
Zht., :we.: 
n-ailma 
Srcsda " 
Guyana * --- -- ----- -*__- -----.- ------------I--- 

Tota l  8633.705 Total 2831.975 Total 5447.10 

Percentage 51 .o% Per c entagc 16.75% Perc c n t ~ g e  3 2.2% 

( The Ccuntries have been l i s t e d  in each groups j n amending orders with respect to ger  capia a) 
aq-tes 

3c - h the cesc of these countri 3 drpPt~in@ were suspended on grounds of failure t o  adhere to 
lcbommce criteria as agreed upon under the adjus tn~nt  prograuncs. Thcse include cou:::ries 
w;li~h hzVe succeeded in r e -nap t i a t i ng  the  b e w i n g  a r ~ m g ~ e n t s .  

*L - the case of these co,mtries draw- have been restored in re-negotiation 

Source: IHF k e y s ,  1980,1901 and 1982. 



Financial Facilities Of The Fund And Wir Conditionalits 

peseme tranche 

Confition - balmce of p,ayments need 

Txmcha Pol ic ies  

First Credit Tsjnche 

bornanme r~pxescntirg reaacmhle efforts t o  avaxcon;e balcnco of 
payments d ~ f i c u l t i e s ;  performance c r i t e r i a  and h t a l m c n t s  not  
used; a:go drawing m y  be mat ei ther  as direct  purchase o r  under 
a B ~ e r w  arrangement with instalment drawings, 

b, H i h e r  Credit Trmches 

in which the member count@ ,gives substantial 
of i ts  ef for t s  i o  overcome balance of payments 

fficultics; resources normally provided under stand-by 
-ernents which include performance crl.teria and t l rawings 
in instalnents. 

Extended Facf litg ., (established ir: 1974) 

Medium-term pmeamme f o r  upto three years t o  overcome stmcturab 
malad jus-tments ; also detai led sti?tcncnt of r circies  and measure& 
for the f i r s t  and ou73scqac.r;t I 2  month' periods &awhgs are phased 
a d  made subjcct to parCornlance clauses relating t o  implementation 
of b i g  policy measures. 

Com~snsatory Fh~xtce  Facility established in 1963) 

WstenCe of tenporary expor t  short fall for reasons largely beyond 
the member's control; f o r  drawings beyond SO pexccnt of the quota 
the member has t o  satisfy the  Fund that it PELS been 3operating 
to solve payments d i f f i c a t i e s ,  

p,ffer stock Fiwncinff F;cili+y (established in 1 969 ) 

W s t e n c e  of an international b u f f e r s t o c k  accepted as auitablo 
by Fund; member expected t o  co-oporctc with Fnnd as in the case 
of compensatory finmcing. 

~ugp~emeri tny Financinff Facility/Ehlarged access Pol icy  

For ues in support of programmes under stand-by arrangements 
reachiM .into thc? upper credit trmches o r  beyond, or under 

~ ~ ~ ~ m e n t ~  II0ITIally excte~ding one year and  Subject; 
to rel-lt policies an oonditionality, p h a s M t  a . n d ' p e ~ £ o ~ c c  
criteria* 

----1--1- 

Source t INF k e y s  May md, Jwe., $981 



T.5320 -, 

Limi t s  of &awh::s on I.14.F i~ tc i l ik tes  

( aa percent' o f  ~ o & t r y  quota) 
T 

Facility L i m i t s  of drawing Maximum cumulative 
on facility d r w i n h ;  

(2ercent of (percent cjf qu~tn) 

Reserve tranche 25 25 

p jrst credit ' tranche 25 513 
upper credit tranche 

&tended h d  Facility 

Supplementaq f irmcinC; f ac ili-hyy 
m m p s d  Access poliby 

ocl 
1 40 330 (2) 

Compensatory Financing a c i l i t y  125 (3 )  455 
3uff er stock F i n m c k  Facility 50 505 

- n , l m o X T  
(1 ) Pcmhases mder the Fktended Fwili ty a r e  5: 

those a member m y  make under the reserves and. first credit 
tranches and are subject to hi& ccnditionality, hence the 
cumulative prot;"ress of only  190, 51 effect, therefore t h e  
extended Facility. raised the access cf a mihber .to the 
hznd t s  hi& cqndit iomli ty ' resources by o n l y  65 percent of 
its qu~ta (140 minus 75) 

31 special circumstances, additional mounts  mqy bs provided 
by the Fund and these additional pwchases can b~ mde by a 
member under the suppl ernentory financing f ac il i ty/edarged 
access policy. Present ktnd &aidelines specify limits of 
150 percmt over a 3 year  period subject to a 600 percent 
lMt on the c d a t i v e  use of Fund resources., Wen these 
1;iPLi-b~~ it is said, may be exceeded..in excepti~nal circumstm.ces. 
Furthermore, these limits do not inclufie drawing% under the 
compensatory and buffer stock f imc ing  facilities or 
outstanding d r a w i m g " ~  under the oil facilities of 1974-76. 

( 3 )  Follow- thc decision in mid-1981 to authorize and i n t e q a t e  
t a p o r m y  Fund compensation f o r  excess c o s t  incurred in current 
marts w i t 6  shortfalls in export receipts,  the werall  l i m i t  
of drawing from the  facility has been raised t o  125 percent 
of quota. 

-- . - 

S m e :  DlF Surveys May and Jme 1981 
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