
Working Paper No.157 

Asymetries, old and new in International 
Finance International Monetary reform 

efforts and lowincome countries 

I .S.  GuZati 

*Paper submitted at the Rangladesh Econom',~ Asso?iation 
Seminar on.internationa~ Trade a d  Econcmic Development, 
1382 in Dhaka. 



Asynmetries Qld and New i n  Internat ional  Finance; --..- -<-- -- 
I n t e r n c t i o ~ a l  Monetary reform e f f o r t s  -.----- 

and low income corn t r ies  -. -~ 

I .S.  Gualti 

No intenrat ional  arrangrment i s  perfect ,  no matter how much 

time, e f f o r t  arid thought a r e  spent i n  hammering it out. F i r s t l y  

eveq? agreed arrangement involves compromises between negotiating 

countries and these compromises a r e  made usually l e s s  out of 

.conviction than cu t  of recognition of or;els r e l a t i v e  strength as  

compared t o  others  on the  negotiating tab le .  Secondly, e v e r j  

arrangement i s  bomd t o  ge t  dated qu i te  f a s t ,  despite e f f o r t s  t o  

an t ic ipa te  e -~ents  and si-tuationc i n  the  future .  To be concrete, 

the Bl'etton Woods Agreement,, l a y h g  down In,ernational monetary 

arran&eriient, was possible t c  rcach because the various s ides  t o  

the  negotiations ultimately compzomises, some more than others.  

Since it was none other than John Mynard Keynes who yieided ground 

a f t e r  ground under American pressure t o  reach the agreement, there  

could be l i t t l e  argument about what actuated the  compromises he f e l t  

impelled t o  make. The f a c t  t h a t  the  arrangement worked cut  a t  

Bre t ton  Woods s t a r t ed  showing c l ea r  signs of i t s  inadequacy i n  the 

lste 60s and ul t imately  collapsed i n  the  ea r ly  70's demonstrates 

how fu ture  developmmts become d i f f i c u l t  t o  accomodatebeyond a 

point i n  old arrangements. 
- 

+Paver submitted a t  the  Bansladesh Economic Association S e d n a r  on 
 national ~ r a d b  and ~c&omic Development, .November 5-6, 1982 ---- 
i n  Dhaka. 



Thc mc:~~et,sry z r r a n ~ x e r t i  -!"-t h v ~ e  evolved since the 

coll.apse, i n  I of the  Rretton Woods Agreement a r e  an outcome 

of not one overal l  zgreelent but a se r i e s  of ageements worked 

out over the years, begiming with the Jamaica meetin3 of the 

Interim Coninittee of the Internat ional  Monetary Fund, i n  Jmaary 

?976, dm? it ,as agreed t o  eccept t h a t  menber c m n t r i e s  enjoyed 

freedom t c  adopt the exchange r a t e  arrangement of t h e i r  'hoice. 

They were, a t  the same time, placed under the obligation t o  

ltcollaborate with the Fund znd other members t o  ensure orderly 

exchange arranb-ments and t o  promote a s tab le  system of exchane 

ra.tesl1. To ensure the l a t t e r ,  the Fund w a s  authorised "to exercise 

firm surveil lance over the exchange r a t e  pol ic ies  of the nenbers 

and t o  adopt guidelines f c r  the members with r e s ~ e c t  t o  these 

p o l i c i e s d  The J a m i c a  agreement, i n  e f f e c t ,  cnly put a stamp 

of ~ p p r o v a l  on the system of !na.aged f loa t ing  which had already 

come t o  s tay,  having been i n  operation mong the major t rading 

countries f o r  almost t k c e  years since the beginning of 1973 and 

which the countries with a m j c r  voice i n  the > h d  decision making, 

par t icu la r ly  the. United S ta tes ,  were i n  absolutely no frame of 

mind t o  give up ir. favour of the old  system of f ixed exchan* 

2 /  rates.- Also, what w x  agreed upon i n  Jamaica mrkcd only a 

begilming of the newly ewrg ing  Donetary arrangemen t , an nrrangement 

whose pr incipal  f e a t w e s  today are  (1)  the domimce  of f lexible 

I .  See .IIV Survey, n u  I 1976. 

2. See 1.S. Gulzti,  I n t e r n i t i o m l  Nonetary Refom. i t s  background, 
Present Stctus and Future O t look ,  Infian Economic Journa.1, 
July-September 1977. 



mchsnge ra tes :  (2) the exapandinl: ro lG  of pr ivate  banks i n  the 

financing of balcnce of peyments andr(3)  the relegation of the  

Internat ional  Monetary F m d  t o  an alrcost peripheral  ro l e  in 

I pyopose t3 concentrat; i z  t h i s  paper on how the monetary 

arrange~vxnts, as ~ h i y  havr evolved s ince 1973, a f f ec t  low income 
~. , 

covnt~ie r , ,  the grouping t o  which a l l  of us on the sub-continent 

belong. In my present&ion, I propose t o  discuss the various issuce 
. :. 

arisi.13 out of the nonetnry.arrangements currently obtaininine under 

two raa;.or h t ~ d i ~ i ~ ~ :  (L) payments imbalznces and a d j u s t ~ c n t  action 

b~ c l e a ~  about the curreat  inte,natio:-d iconomic s i t ua t ion  t o  be 

abie to  f o n  a clear judgement about the r e l a t i ve  s ienif icance of 

the various imues  tfiat dm;rgc from my pr tsentat ion.  I sha l l ,  

therefore,  s t a r t  with e review of the recent internat ional  economic 

The IntercntFonal Sf t t lnp  

A s  t . . .  rvrld Banks's DsvelopmenL Report for  1981 sums up, 

"the 1930s have i e p n  on a sluggish Eyen during the 1970s. 

growth of output i n  the i ndus t r i a l  market econondes was e r r a t i c  and 

slow coqa red  t o  w h ~ t  was achieved in the 1960s. But i n  1980 and 

1921, growth i n  these countries had slumped even fur ther ,  to  a th i rd  

of tho :VC:~.: f o r  the 1970s. While i n f l a t i on  r a t e s  i n  these countries 

showed some s i~ . r r s  of slackening i n  the e l r l y  63's, unemployment reached 

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



record high levels, levels which rcvivr: memories of the Great 

Depression. The slow down in p m t h  of output experienced by the 

developing countries was con~ider-ll>- less, shough it4ia.s substan- 

tial for low-income countries. Per capita erowth rates in low 

income countries were more than halved (from 1.8 per cent to 0.8 

percent between the 60s and 70s). Alonpide, inflation rates 

experienced by the develop@ countricls have been quite high. 

The general slow down in growth of domestic output during 

the 70s and early 80s has been accompanied by a clack- #n the 

growth of world trade. Again low income -tries seen to have 

been the worst sufferers. While for industrial market pconamies 

growth of exports slowed down from 8.4 percent in the 60s ta  5.9 

percent in the 70s, and for middle income develops countries 

the pace slackened from 5.4 percent to 4.3 percent, for low income 

countries the slow d a m  was precipitous, :rith growth of exports 

declining from 5.0 percent in tiic Gs:: t c  a negative rate of 1.0 

percent in the 70's. 

While their export earnings >arc- bdcn slow or stegnantp 

the prices low income countries have had LO pzj. for their imports 

have been rising sharply. According t~ World Bank's calculations, 

the purchasing power of the exports of these countries declined 

41 &4 percept between 1970 and 1980.- --- 
4. See World Development Report 1981 pp.21-2. Because of thc 

deterioration of-their export prices relnti.ve to those of others, 
low income countries hardly shared at all in the growth of world 
trade during the 70s. As the Horld Bank put it, "to the extent 
the imports depend on export earnings, they (low incor~~le countri..s) 
can ixqort little more at the end of the decade than th2y could ~t 
-the beginning-this #n the face of a more than one quarter yrout;. 
of their population. Mote recent assessment shows outri~ht declr..:: 
in the volume of iaports by low income countries, ec,our.tinc to 2 
pwecent in 1980 and 7 percent in 1981. See IMF Annual Repor:, 1982 p.3& 



worsening of the  balance of payments f o r  tE, nan-oil developing 

countries i n  general. The worsening trend was sharply accentu- 

ated between 1978 and 1981. Thus the  balance of payments d e f i c i t  

on current account of the  now-oil developing countries was $11.6 

b i l l i on  i n  1973, $28.3 b i l l i o n  i n  1978 and $99 b i l l i o n  i n  1981. 

During the  sane period, the  current account balances of indus t r ia l  

market economies showed a remarkable capacity t o  recover from any 

major stock. Taken toeether,  they moved from a surplus i n  1973 

of 93 17.7 b i l l i o n  t o  a d e f i c i t  of $3.7 b i l l i o n  i n  1981, with a 

surplus of $29.8 b i l l i o n  i n  1978 and a d e f i c i t  of $44.8 b i l l i o n  

in  1980. The surplus of the  o i l  exporting countries f luctuated 

between $2.9 b i l l i o n  i n  1978 and 115 b i l l i o n  i n  1980. The surplus 

for  1981 was $70.8 b i l l i o n  and the  IMF projections f o r  1982 place i t  

a t  onl- $ 2 5  b i l l i o n .  Low income countries had a r e l a t i ve ly  m a l l  

d e f i c i t  of $,4 b i l l i o n  1973 which almost doubled i m e d i a t e l y  a f t e r  

the f i r s t  round of o i l  p r ice  increases.  By 1977, however, they 

were ab l e  t o  reduce t h e i r  d e f i c i t  t o  83.6 b i l l i o n .  After the  second 

round of o i l  p r i ce  increases i n  1979 the d e f i c i t  has again been 

mounting and t h a t  too qu i te  e h x p l y ;  i t  was $14.3 b i l l i o n  in 1981 

51 and i s  projected a t  $15 b i l l i o n  f o r  1582.- 

Br important asp4ct cf the paymmts s i t ua t i on  of low income 

countries has been tha t  a l l  along t h c i r  combined d e f i c i t  a s  a percentage 

of t h c i r  exports earnings was the  highest  among the  various ana ly t ica l  

groups within the  broad category of non-oil developing, couutries.  Even 

i n  1973 and before, t h e i r  payments d c f i c i t  was a s  high a s  n quarter of 

5 .  See IMF, World Economic utlook, 1982, pp.61-5. 



their export earnings. Ia 1986 and 1461, it was almost three- 

quarters of cxport rarnings. Viewcd in relation to export earnings, 

deterioration of the payments position of low income countries has 

clearly been the sharpat. 

Cxurance of payments deficits year after year in the 70's 

resulted quite naturally, in the accumulation of sizeable external 

debts by the non-oil 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 earnings. 

would work out to 228, again tt- highest for the various analytical 

61 groupings among the non-oil dweioping countries.- 

Accumulation of larp external debts by non-oil developing 

countries has been acconpanid aa wtll ss caused by higher than 

proportionate increases in debt service payments because of both 

a sharp increase in interest rates and shortening of the maturity 

structure of debt. For all non-oil developing countries, dsbt 

servicing rose from $15.3 billion in 1973 to $94.3 billion in 

1981, which as a proportion of export earnings rose from 14 percent 

to 21  percent. It must be added, however, that for low 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 

because the access of low income countries has continued tobe 

6. See IMF, World Economic Outlook, 1982. p.171 



? /  restricted very largely to official credit.- 

Private comercial banking credit has remained virtually 

outside the reach of low income countries despiee its phimomemi 

growth practically all through the 70s and early 80s. Indeed, the 

expansion of international lend inq by private comercial banks has 

probably been the single most dramatic development of the 70s, pra 

ticulary of the second half of the decade. Euro-dollar deposits. 

8 I at the end of 1981. Today, thcse deposis exceed ene trillion dollars.- 

Although international com;oercial lending has shot up drama-. 

tically, access to it to the low-income countries has been severely 

restricted. 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-oil developing countries, as 

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

significant that three countries f -Brazil, Mexico and Argentina) 

years 
7. In fact, in between f debt service ratio fcr 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 sxae what higher than in 1973. Rece~~t esca- 
lation in the debt service ratio is possibly attributable to a 
hardening of the terns of thsir recent borrowings, though the 
source of these borrowing has continued to be official credit. 

8.This excludes inter b m k  lending. Gross deposits, inclusive 
of intcr bank lending, should be close to $2.5 trillion, if 
not higher, by the end of 1982. 



9 1 from Latin herice tofi~tl,,r cvci a .  .x une half of this credit.- 

The vast majority of non-oil developing countries, both middle 

income and low income, had little or no access to this source for 

either direct or indirect (i.e. throu~h projects) balsnce of 

payments financing even though, as was noted earlier, they faced 

serious, continuing worsening of their payments position. Low 

income countrfes continued to depend almost exclusively on official, 

bilateral as well as multinational, more of the latter -- credit to 
101 cover their deficits.- 

To sum up the overall internatioml economic environment in 

recent years, developments in output, trade and finance have been 

such as have had the effect oE ~ushing non-oil developing countries 

in general, and low income countries in particular, more and more to 

the wall. It is with this bsckpround in mind that I propose to 

discuss the major aspects of rr-ent 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 

countries.). Tbere has, therefore, to be 2 synchronous transfer on 
- - pp ---- - 

9. With the addition of three other countries, one from Latin America, 
Chile, and two from the2'Par East. South Korea and the Philippines, 
the six countries together accounted for 70 percent of the bank 
credit to non oil developing countrics as on December end 1980. 

10. See WorldOevclopment Report, 1981, p.57 



for  the overa l l  balance of p a p e n t s  t o  b a l ~ n c e .  But t o  say t h i s  

much is not g3isig very f a r .  Indeed it t e l l s  us  l i t t l e  about e i t he r  

how d e f i c i t  countries r a i s c  furds externally t o  cover t h e i r  d e f i c i t s ,  

how surplus countries place t h i e r  external surpluses or  how these 

surpluses get  routed :o the d e f i c i t  countries. Ncr does i t  t e l l  us 

anything about how the surplus as  well as  d e f i c i t  countries seek to  

readjust  t h e i r  t rade and f inanc ia l  flows t o  r e c t i f y  t h e i r  current 

account imbalances over the  longer run. 

One of the  major concerns i n  in te rna t iona l  monetary refsrm 

has always been t o  work out a system or  arrangement under which 

not only i s  the o b l i ~ a t i o n  t o  a k e  appropriate, timely adjustment 

ection accepted by A 1  countries with paymc:lts imbalances but a l so  

the obligation is so shared between the surplus and d e f i c i t  countries 

that  ~ h c  burder!, suc5 ndl;u: ?n:~at .?c!:icn imposes, i s  dis t r ibuted 

equitably between coluntries. This was  a c ~ n c e r n  voiced a t  the negoti- 

a t ions  precedinr the Bretton Woods Agreement and i t  has a l so  been 

a major concern i n  more recent years,  par t icu la r ly  s ince it was 

realised tha t  the  Bretton Woods Syscecl was cn the verze of c o l l a p ~ e .  

The fur ther  i s sue  i n  l a t e r  years has been tha t  while speaking 

of symmetrical obl igat ions  for  adjustment act ion i t i s . a rgued  that 

reserve currency countries a l so  need being brought under the umbrella 

of internat ional  adjustment discipl ine.  Otherwise, a reserve currency 

country, it is f e l t ,  could go on incurring payments d e f i c i t s  without 

undertaking any adjustment act ion and place prac t ica l ly  the  e n t i r e  



burden of adjustment on the  reserve accumulating and other reserve 

decurnulating countries.  

Indeed the major preoccupation of the  reform e f f x t s  

undertaken durina the 4-5 years inmediately preceding the break- 

down of the Bretton Woods S y s t e ~  i n  1973 was t o  work out an 

arranzement under which the reserve currency countries ( s t  that  

t ine ,  there  r e a l l y  was only one such country, namely, the +nited 

States)  a l so  accepted the obligation t o  undertake adjustment cction 

l i k e  any other d e f i c i t  country on the grou1.2- t h a t  they too were 

incurring l i a b i l i t i e s  abroad t o  achieve a payments balance and that 

the unregulated expansion of these l i a b i l i t i e s  created problems for 

the  smooth working of t he  i n t em? t iona l  monetary system. That efforts 

i n  t h i s  d i rec t ion  did not succeed is i n  i t s e l f  a matter worth cateful 

u.mination but i t  is ~;~ .c . ;h ing  tk2.t I do not wish t o  pursue here. 

For my p..-sent l imited purposes, it should su f f i ce  co note the t  the 

expansion of foreign exchange reserves (i .e.  i n  the  l i a b i l i t i e s  of 

the reserve currency c u m t r i e s  tc; the  racnetary au thor i t i es  of other 

countries betwcen end 1973 and end 1981 was more than twice the 

expansion which took place i n  the  pxceding 20 years.=' Although 

there  has, a t  the  same t i m e ,  been some tendency tc; d ivers i fy  foreign 1 

exchange holdings among a number of reserve cur rmcies ,  the  share of 

the U.S. do l l a r  i n  foreign exchange reserves has s t i l l  remained 

ra ther  l a r p  a t  above 70 pe rcmt  ( i t  came down from 78-4 percent in  

1973). Xot only has very' l i t t l e  been achieved by way of inposing 

some s o r t  of d i sc ip l ine  on the reserve currency countries,  the  

11. Indeed, if one were t o  coxpare the exyiar..;ion i n  foreign exchmge 
reserves,  with the l i n e  dra.!m at the end of 1969, the expansion 
sinc;; then has been 22 t inec  the expansion before that. 



experience of the past dccade ;or? to denonstrate that reserve 

currency countries are subject to far less control today than 

they were under the Bretton Woods System. 

6ontinuing 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 1135th of an ounce till almost 

the end. Dollar convertability imposed on the U.P.A. this 

obligation. T h i s  operated as asort of check on the expansion 

of the U.S. liabilities abroad. Since 1973, however. there is 

no obligation whatsoever on the U.S.A.. or any other reserve 

currency country, to maintaj- the gold value of its currency. 

Nor has any other effective obligation been placed on reserve 

currency co~utrlds .z;:cipt thf very vague req: uirement under 

Arti-le IV of the amended L'I- Agreement, to follow the guidelines 

and be subject to Fund surveillance with respect to exchange rate 

policies. Given this position, there is little reason why a 

reserve currency country should be unduly perturbed at the 

expension of its currency liabilities abroad and the concern i s  

probably even less if and when all reserve currency countries 

121 expand their 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 international monetary system. 
One could possibly argue that, therefore, reserve currency 
countries cannot altogether throw caution to the wind. But 
that is not the same thing as observing proper internationally 
agreed rules and regulations. 



?&e points to nozs, 2.n our co~,;lzt, rfgarding monetary 

dwelopments in recent years are three. Firstly, whatever 

diversificetion has taken place in the currency holdings of 

monetary authorities has been from the dollar into a few of 

the cther developed country currencies, notably Deutsch Yirks 

and Swiss Francs. Secondly, the extent of. this diversification 

has been only marginal in thet it only- slightly slowed down the 

expansioa in dollar liabilities abroad. As against a 200 percent 

expansion of totzl foreicn exchange rcscrves, the expansion in 

dollar holdings of the monetary authorities was of the order of 

170 percent so that the ovewhelning domination of the dollar 

has rcmined more or less unaffected. Thirdly, the massive 

growth, at the sane time, of Euro-dollzr banking has , very 

largely, meant the emansion of dollar denozinated deposits 

and 1 nding outsidc of the Ur-ed States but principally by 

branches, subsidiaries and affiliates of the U.S. banks, so that 

the dominant position of the dollar can be said to have remained 

virtually unaffected. 

Thus after all the swings in exchange rates and movement 

of funds across national frontiers over the past 10 years since 

the collapse of the Bretton Woods, the dollar can still be 

said to held its f i m  sway on the world mouetary scene. At the 

same time, a few of the other stronger developed country 

currencies have also started shzring with the dollar the benefits 

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



~riti? the massive spurt in iurc.--aollar banking operetions the 

comarcial benks have becone the mejor source of funds for 

the industrial ~arket ecmomy countries and a handfuloof 

iciddle incomf develoyinr countries. At the same time, practically 

all low Sncome 2nd most middie income developing cormtrieswith 

extra-ordinarily 1sry.e pq~mnts deficits have remained virtually 

excluded from eccess to conmerciol bank finance. 

Ehergenc~s of a Hew Assypmetry 

As a result, a ne~7 asymmetry has emerged. This is the 

aspmetry in the access to balance of payments finance between 

industrial market economy countries and a handful of middle income 

favouritc on thc one hand and the low and most middle inco~e 

developing countries on thc? other. lihilc the former have access 

to comerciel bank finance for neetine their payments deficits, 

the latter have nune and ei-i tncrefore driven more and more to 

institutions like the World Bank and the International Monetary 

13/ Fund, offering mostly high conditionality finance.- The Fund has, 

13. In the past few ycars, for instaoce, all drawings from the 
International Msnetary Fund havc been made by non-oil devclqing 
countries which is in sharp contrast to the position that obtained 
mtil nid 1976s. Of the Fund credits outstanding at the end of 
1977, 49 percent were accounted for by industrial countrie8; the 
proportion had declincd tc 4 percent by the end of 1981, The share 
of l n r  Income countries rose from I1 percent to 37 percent in the 
same pcriod. 



as wc 1-mw, l a t e l y  swunp shary 'y  tmmrds hioh cor- l i t ional i ty  

financine, obliging borrocrin countries t e  underteke severe 

adjustment act ions  t o  contaic d o ~ e s t i c  demand slortg with import 

l i be ra l i za t ion  and exchange r c t c  deviluation. Even the handful 

of middle-income developing countries which enjoyed access t o  

comnercial bank finance d i r ec t ly  may cradually bc forced t o  use 

the i n s t m e n t a l i t y  of the  Fund f o r  t he i r  fu ture  external finance. 

The recent case cf how Kexico has been forced to  r e so r t  t o  the 

141 IKP is,  i n  my judgenent, 6 pointer i n  tha t  direction.- 

Thus, we now face  a s i t ua t ion  where countries,  which, by 

any objective assessment, a r e  faced with sharply increased 

paynents d e f i c i t s  f o r  reescns elmost en t i r e ly  outside the i r  

control  --- I W q s  own most rccer.: assessinent shows tha t  the 

increase i n  o i l  pr ices  and tf'c ;:cakenin~ ,f -,rfmary comodity 

pr ices  accpn ted  f o r  nore t k c  two-tLirds of the e n t i r e  increase 

i n  the aggrc+te currcc;t ::cczunr dciicie. of the non-oil developing 

15; 
countries between 1578 acd 1331- .- a r e  oeine oblibed t o  take on 

the e n t i r e  burden of adjustxcnt action.  The j u s t i f i ca t ion  being 

offered i s  tha t  the d e f i c i t s  faced by these countries a r e  not 

susta inable  because they arc. not tsnporary and revers ib le  and - 
14. Mexico's f inanc ia l  c r i s i s  i . l l u s t r a t e s  how u country can 

Eet i n t o  d i f f i c u l t i e s  financiz117 f c r  reasons altogether 
outside of its controL namely the decline i n  the  pr ice  of 
its o i l  exports and sharp r i s e  i n  i rke re s t  r a t e  on i t s  external 
debt, and s t i i l  be forced i n t o  a course of economic policy which, 
though of l i t t l e  immediate impact, f i t s  i n  with t he  ideological 
biases  of the  Fund and the countries which dominate i ts  decision 
making. 

15. See IMF Annual Report, 1982, p.29. 



that therefore these countries must perforce take on the full 
. . 

burden of the corrective adjusEment action, regardless of 

whethfr or noc the deficits thcy face erose as a result of 

factors within their control. 

It is worthwhile noting at this point that the argument 

used after the first round of substantial oil price increase 

61973-74) was thst since the payments deficits arising in 

consequence were substantial and likely to persist for some 

years they would save to accepted in the short run and that 

therefore deficit countries should not attempt to eliminate 

their deficits by each taking recourse to deflationary demand 

policics, imprt restriction ~ ' d  exchange rate depreciation 

because such action would serve only ''to shift the payments 

problem froc GLL oil & q v r ? i n g  country to another and to daiuage 

world xade and economic act* ty". Instead, a forceful case 

was made for sustained international cooperation "to ensure 

appropriate financing without endangering thc smooth functioning 

of private financial markets and to avert the danger of adjustment 

161 action that merely shifts the problem to other countries1'.- 

However9 when it came to the second round cf substantial oil 

price increase (1979-80), by which time commercial banks had 

clearly established their ability to finance not only the other 

extelaal funding requirements but also the deficits of the 

industrial market economies -- thus, during the 3-year period. 
1978 to 1980, while deficits of all the industrial market economy 

16,. See IMP Annual Report, 1974. 



countrles added up to $106 bil'ion their international market 

borrowing amounted to $270 billion -- the tune had altogether 

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

that the deficits faced by thc 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 havc been clear that such action 

would only accentuate the recessionary conditions already obtaining 

because of the recent deflationary and beggar-thy-neighbour protecti- 

171 policies of the industrial eccnomies.- 

I would submit that the position as it has evolved, parti- 

cularly over the past three years, on the world economic scene is 

extremely ominous f ~ r  the deviioping countries, xore so fcr low 

income countries, in that on the psin of baccessahility to external 

finance to cover their payments deficits they arc being asked to 

shoulder the entlre 5urC?? T c-rxrrrlvc ?djustment action even 

though it is generally accepted that the nzjor part of the payments 

deficits which have currently emerged have little to do with the 

domestic economic policies of these countries and are entirely 

attributable to extraneous circumstances, 

17. Thus while in the pcriod following 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 of the Fund lendinn cormnitments involve - 
high conditionality callins for rigourous adjustment policies. 
See Sidney Dell, On beins Grandmotherly: The Evclution of IMF 
Conditionality. Princeton. 1981 and I . S .  Gulati. - IhF-lity 
and Low income Countries, Pune. 1982. 



What i s  very unfortunzt.? about the inequity cf the high 

conditionali ty now being demandes cf the  developins countries 

is tha t  t h i s  iiemand i s  beirig spear-headed through the Inter-  

nationcl Nonetar7 Fund, an ir .st i tutic_n which, 211 said  an: 

done, i s  s t i l l  par t  sf  the  United Maticns frame~c-rk and ci,uld 

be s a i ?  t,- subscribe t o  the br~lad development p e r s p e c t i v ~  cf 

the United Nations Organizetion. Infac t ,  a s  we sha l l  n(:te 

presently, the  s l a n t  of the w h i h  s e t  of po l ic ics  b t i n ~  pursued 

by the Fund r a i s e s  strong susp ic ims  t h a t l  given the cumpiete 

domination over its decision mkin;! by the  i ndus t r i a l  w r k e t  

economi~s i n  senercil and the U,S.A. i n  par t icu la r ,  therc  i s  

l i t t l e  chance uf ihi-: Jevelcpnent perspective reasser t ing i t s c l f ,  

a t l e a s t  not i n  thc  near fu turc9  i n  the f o r n u l a t i m  of po l ic ies  

i n  regar6t-to the world m~nctary  arrangemcstv through the fora  

provided by t h i s  i n s t i t u t i on . ,  

Increasing Inequlty i n  W ~ z l c 2  Liquizity Gemration -- 

The question of wcrld l i qu id i ty  is intimiltely connectsd 

with tha t  of balance of paymcnts fl.nancin({ i n  the sense tha t ,  

other things r e m i n i q  the sane, t h ~  la rger  the  payments 

imbalances the c r ea t e s  should be the  need f o r  in t f rn2 t iuna l  

l i qu id i ty  through ~ h i c h  t o  fin-ncc the payments imbalances. 

Under the  war12 monetery s y s t m ,  a s  i t  evolved over tke 

years a f t e r  t heBre t ton  Woods C.greement., in te rna t iona l  liquiclity 

was generated through the creat ion of d c l l a r  l i a b i l i t i e s ,  This 

arrangement c o n f ~ r r e d  an enormms economic benef i t  un the i'nited 



States  as the  so l e  r e s e n 6  currency corintry. A s  the  London 

Times ed i to r i a l l y ,  the  U.S.A. could on the  strength of 

t h i s  posi t ion,  go on 'spending, investing and soldier ing abroad 

a s  i f  the  nat ion were s t i l l  the  overwhelming economic power 

t ha t  i t  was immediate1.y a f t e r  World Xar 11". Thus, t o  i l l u s t r a t e  

during the  1 9 6 0 ~ ~  though the U.S surplus i n  its balance of payments 

on current  account added up t o  $33.3 b i l l i o n ,  its addi t ional  invest- 

ments abroad (por t fo l io  and non-portfolio put together) added up 

t o  $76 b i l l i o n .  During the  same period, the  increase  i n  the 

foreign exchange reserves of the  countries other  than U.S.A was 

of the  order of $16.9 b i l l i on .  

After the  breakdown of *he old monetary system and the 

emergency of a new monetary regime s ince ea r ly  1973,the U.S. 

posi t ion has 4np~c'-.7~3 fur t5-7 ..... i x  the abovf respect .  Between 

1973 : . ~d  1979, although the  U . S .  current account surplus 

was of the  order of only $5.1 b i l l i o n ,  its addi t iona l  investments 

- abroad added upto $307.1 b i l l i o n  ( s ix ty  timm :he ccilrrent 

accounts surplus a s  against  two and a quar ter  times i n  the  

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

181 reserves of the  countries other than V.S.A. increased by $213 billion.- 

18. See Economic Report of the  (U .S . )  President,  1982 and IMF Aunual 
Report, 1982. In  matching 3.5. investments abroad and increases 
i n  foreign exchange holdings of other countries allowance has to 
be mede f o r  t he  f a c t  t h a t  only a pa r t  (70 percent) of these 
h o l d i n ~ i s  current ly  neld i n  do l la r s .  



Tt can be noted that und-r the system now obtaining the 

U.S.A. has been able to invest abroad on a very much greater 

scale than in the past, absolutely as well as relatively. This 

phenomenally larger investment ebroad by the U.S,A. hasbeen made 

possible not only bccausc cf thc nccumulation of foreign exchange 

reserves by other countries but also tecause of the expansion of 

intcxnatiozal comclercial baking under the. U.S. leadership. 

Whatever 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 demonstrated that to meet these 

liquidity needs the system relies as praponderantly on the U.S.A., 

and a handful of other reserve 2reating countries with freely 

usable currencies. as it did under the old system of fixed exchange 

rates. The role of the multilateral financial institutions in the 

generation of world liquidfty :.>F sr: fzr been only restricted to 

the International .Monetary Pund which has 13een allowed to play 

an increasingly limited part in this regard. Before 1973,generation 

of world liquidity was almost al,togeth& the prerogative 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 market economies. 

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 inczeased by SDR 202 billion. 



While ~ . t  the end of i973 the -yoportion of Fund rela ted csse t s  

t o  t o t a l  non-gold reserves including Fund re la ted  a s se t s  was 

13 percent, i t  declinedto 11 percent i n  1381. TI-.% decline i n  

the r e l a t i v e  posit ion of Fund rela ted a s se t s  took place despite 

thc second SDR al locat ion,  spreod over thc  three year pcriod, 

1979 t o  1981. 

The reasons why Fund rela ted a s se t s  havc exapanded rather 

t a rd i ly  (as a percentage of the current accounts imbalances they 

declined from 0.26 t o  0.15 over the  same time span) a r e  well 

known, namely (1) the reluctance of the developed member countries 

with mzjor voice i n  the Fund's decision making, t o  a l l oca t e  addi- 

t i ona l  SDRs and (2) t h e i r  opposition t o  the  expansion i n  mzmbership 

quotas. 

The f i r s t  d l o c a t i o n  of SDRs was ;geed upon i n  1959. That 

was f o r  9.3 b i l l i o n  SDRS. Thc next a l loca t ion  could be agreed 

upon only i n  1978 and thi-. WL;. f o r  1 2  b i i l i o n  SDRs. Proposals 

f o r  any fu r the r  a l loca t ion  of GDRs, evsn ihough the bulk of i t  

(almost 60 percent ) i s  appropriaLed by the  developed member 

countries,  a r e  meeting with the strongest. opposition from these 

countries,  par t icu la r ly ,  the  U , S . A .  which enjoys a v i r t u a l  veto 

19/ over major decisions i n  the  fwd.- 

19. The current U.S. share of the SDR a l loca t ion  works out t o  20.64 
percent (equivalent t o  its quota i n  t he  Funci) which i s  more than 
twice the share of low incomc countries viz . ,  3.8 percent. Bat 
the  U.S. opposition t o  SDR a l loca t ions  has t o  be understood i n  
the l a rge r  context of l i qu id i ty  generation. The gain t o  the 
U.S.A.  frorc t he  generation of do l la r  l i a b i l i t i e s ,  o f f i c i a l  Q 

banking, i s  between 00 and 70 percent whereas i t s  g,?in from SDR 
a l loca t ion  is only 21 p e r c a t .  Naturally, therefore,  i t  prefers 
l i q u i d i t y  generation through SDR a l loca t ion  t o  be a s  l imited as 
possible. Other reserve currency country gains a r e  a l so  much 
l s rge r  from l iqu id i ty  generation other than through SDR allocation. 



Thus towards the c lose of 1981. Cij2s accounted f o r  l e s s  than 

5 percent of the  t o t a l  non-gold foreign reserves of the Fufid 

members. 

On the matter of Fund quotas, although the dominant 

view i n  the Fund has been t o  re ly  p r i m r i l y  on quota subscri- 

20/ ptions a s  a source of financing f o r  the Fund operations,- there  

has always befn considerable prfvar icat ion and hesi ta t ion,  despi te  

the decision t o  review the posi t ion every three instead of f i ve  

years.+' The l a s t  increase i n  quotas, which was agreed upon i n  

1979 became ef fec t ive  towards the end of 19E0, raised them from 

e t o t a l  of SDR 40 b i l l i o n  t o  SDR 60 b i l l i on .  The demand f o r  a 

fur ther  subs tan t ia l  quota increase i s  facing utmost res is tance,  

which again is spearheaded by the U.S.A. 

The 1 Fund, a s  we know, provides uncortditional and 

conditional l i qu id i ty .  Unco~di t ional  l i qu id i ty  is supplied 

through the a l loca t ion  of SDb 2s well as  by the generation of 

21. This was done possibly i n  recognition of the  f a c t  t h a t  over 
the years the  Fund's r e l a t i v e  posi t ion has become weaker 
with quotas f a l l t n g  out of l i n e  with the growth i n  world 
trade.  In  1948, quotas stood a t  16 perceut of world imports 
i n  1980 the proportion had f a l l e n  t o  l e s s  3 percent. Since 
quotas have rcmained the major source of finance f o r  the 
Bind's operations, t h i s  r e l a t i v e  decline has na tura l ly .  
affected adversely the Fund's capacity t o  provide balance 
of payments ass is tance.  



Reserve Positions in tti PL.I.-: , 7o~:iiticnel liquidity is 

made available through the extension of Fi..ld credit to members 

on terms and conkttions whic5 a E  not uniformly the same. Hence, 

the distinction between low conditionality an? high conditionality. 

i~ccess to mcmbers to both types of ccnditional liquidity is in 

accordance wit17 their quotas. Since quotas themselves have 

declined in relative terms, even expansion in t h ~  Fund's conditional 

liqui6it-y has hem slow. Still in its rather tardy attemptat expan- 

ling access to its credit, the Fund has inclined increasingly towards 

23/ 
high conditionality financing.- 

Inspite of all the objections that one can genuinely raise 

against the manner in which the Fund disposes of its credit,con- 

ditionel as well as unconditional, one has to look zt the slow 

expansion in Fund liqudity in the context of the total world 

liqui4ity. Whilf the sharinr of the gains of generatingl~on-Fund 

liquidity is altogether between the few strong industrial 

economies, with the rest of the world altogether excluded, there 

is still this much to he said for the Fund liquidity that it lends 

itself to a much broader, though quite regressive, sharing of 

gains. Viewcd in this manner, the increesing dependence on 

reserve currency countries for the generation of world liquidity 

rathfr than en the international Monetary Fund is to be regarded 

as a clearly retrogrde devdopment of the 1970a. 
pp~~ -- - - -  - p~ ~ ~ - -  -~ 

23. The consequence is that with the rztios of quotas to trnGe having 
declined considerably it does not take a very larsc: deficit to 
move a cozntry, particularly a small, low incone country from 
low condititionality tranche to high conditionality k.ranches 
See Sichey Dell, op.cit. 



Earlier on dn the Paper I referred to the compulsions 

under which non-oil .'eveloping countries were being driven to 

tho Fun.! for high conditionzlity financing. This is particularly 

so with .respect tc low incom countria which havf little access 

to Euro-dollar markets. One mjor reason why these countries are 

being driven to high con6itionalityA Fund financing isb;:czcse 

firstly, with the relativcly rather slow growth in Fund quotas, 

the countries in nced of Fund credit exhaust their low conditiun- 

ality entltlement fast and arc forcer1 into high conditionality 

borrowing and secondly the expansion within the Fun6 of its 

financing facilities has been such that relatively less-is now 

available on low conditionallty. 

So the developin:: countries have to fight on several 

fronts. They have to fight for the progressive expansion of 

the rrle of the multiletcral institutions in the generation 

of world liquidity and at the same tims fight against the 

Tntcmational Nonetcry Fund's growing bias for conditionality 

financing as the poorer of its member countries have been forced 

by circumstances beyon.? their control to resort to it for balance 

241 of payments cover.- 

24. The IHF Managing Director has, in one of his recent addresses, 
described how reccnt LFund assistacce b.es been *going entirely 
to developing countries -- and often poorer among them". These 
according to him, "ere the countries with the most severe 
payments problems. Also, they have little, if any, access to 
comerciel sources of finance. The financing needs of the 
industrial countries and many of the stronger developing 
cd~ntrifs, on the other hand, have been taken care of by means 
of recyclina through the commercial markets". 



Concluding 0bsenration.s;- 

I am sorry to be unable to draw a less distressing 

picture of the current state of international nonetary refcrn 

efforts. Will the future efforts succeed bettei? It depends. 

One thing I could venture to say is that future efforts at 

reforming the international monetary 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 

instiutution like the International Konetary'Fund provides. I 

could even add that efforts however small, at mutual cooperatiun 

in matters of not only trade but also international finance among 

the developing countries at global, regional and sub-regional lcvels 

way well be quite fruitful. After all, judging by the expansicn in 

South-South trade even in n~n-oil items, the modest effcrts at autual 

cooperation have not at all been disappointing. However, thefsct 

that past efforts did not quite attain the ambitions tarsetshat 

were set for them certaLnly points to the need for greatq not hsser 

commitment to pr0g-i-m.es for cooperative oction. 
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