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1: kJ! Your tel No 96 and Jedda tel No 612 : IMF
’ Pw" Please pass following reply to AbaddeesdtRAba al Khail
PAO o Message begins:
$S(1P> "Very many thanks for your kind message of
é‘ hdmas congratulations on my election as Chairman of the
. P
Zﬁ Interim Committee. I greatly valued your early

Head of ERD
Hm‘i ae}

'Copies to:-
PPs/clecedlN
Sar K. Coens

M e
e Lavelle
Mr KAt .

indication of support) and what your Executive Director

said in Washington.

2. I was del%ghted to hear from our Ambassador that
you will be able to receive me and the IMF Managing
Director on 8 January for discussions on current afids
IMF issues. I have thought it right that my first
task as Chairman should be to hear your views at first
hand, and I greatly look forward to my visit.
3. Best wishes,

GEOFFREY HOWE"

%ﬁ Message ends
B x
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As you know (our conversation on 21 December) we now have confirmation
that the Saudis agree to talks on 8 January. The Chancellor looks
forward to meeting the Managing Director here on 7 January and
flying out together - our bookings are on SV 3026 and SV 36 « (Return
flight SV 37 on 9 January).

Copies to:-

PPS/Chancellor 2. We spoke about the following points on which the Chancellor,
vl K. Conzens in preparing for the visit, would very much welcome the Managing
Mr Littler H.M. Ty

Mr Lavelle Treasury Director's views.

Mr Bottrill




3

of the likely support for an early Interim Committee with a view to a d

after the visit to Saudi Arabia.

(i) Interim Committee meeting

The Chancellor would be grateful for the Managing Director's

of the for

™

case and prospects advancing

the Interim

general assessment

Committee

meeting following the latest discussions infxecutive Board. In particular:-

a. Is there now a reasonable prospect of agreement on the size of the quota

increase?

b. Has sufficient progress been made in resolving dif
distribution? And are developing countries likely to acgq

in their share?

c. Are access limits likely to be a sticking point, or wil

at the Interim Committee, with details to be agreed later, su

(ii) Saudi Arabia and the Fund
On Saudi attitudes to the Quota Review and any enhanced GAB borx

the Chancellor would welcome the Managing Director's assessment

The

s

ference over quota

ept some reduction

1 a broad statement

ffice?

owing arrangements,

of:-

a. The Saudi general approach to the size ofyquota increase and its distribution.
g PP Lq

b. The Saudi attitude to parallel lending to the Fund alongside an enlarged

GAB. (The Chancellor would particularly appreciate the

Managing Director's

views on the form such a parallel arrangement should take, and the amounts

envisaged.)

c. Any further Saudi sensitivities, and tactical considerations.

(iii) Saudi Loan

Finally, the Chancellor would be grateful to know whether the
plans to discuss on this visit the separate issue of the third SIj
of the Saudi loan to the Fund. Or will this be haudled sepgrately?

The Chancellor recognises that it will be necessary to make an uj

He will himself try to obtain the

Managing Director's

)R 4 billion tranche

» to date assessment

ecision immediately

latest views of his

G5 colleagues, just before the visit, in the light of their own contacts with developing

countries.

S
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TO IMMEDIATE JEDDA

TELEGRAM NUMBER 387 OF 3 DECEMBER

YOUR TELEGRAM NUMBER 572

VISIT OF THE CHANCELLOR OF THE EXCHEQUER

1. PLEASE NOWTELL QURAISHI AND ABA AL KHAIL THAT THE CHANCELLOR
WOULD BE GRATEFUL IF THEY COULD RESERVE DATES SOME TIME BETWEEN
19/20 AND 22/23 DECEMBER. ONLY FORMALITIES REMAIN BEFORE HIS
ELECTION AS CHAIRMAN OF THE IMF INTERIM‘COMMITTEE, THE IMF'S
EFFECTIVE DECISION MAKING BODY, AND HE IS ANXIOUS TO VISIT

SAUDI ARABIA AS SOON AS THESE ARE COMPLETED. THIS WILL NOT

BE BEFORE 18/19 DECEMBER (FOR YOUR OWN INFORMATION THERE IS

* ALSO AN EC FINANCE MINISTERS' MEETING WHICH WOULD MAKE A VISIT
BEFORE THEN IMPOSSIBLE). THE CHANCELLOR WOULD BE GRATEFUL IF THE
SAUDIS COULD KEEP THE PROPOSED VISIT SECRET UNTIL ELECTION
FORMALITIES ARE COMPLETE.

20 THE PURPOSE OF THE CHANCELLOR'S VISIT IS TO DISCUSS THE QUOTA
REVIEW (VID.UKDEL IMF'S TEL NO 270 OF 2 DECEMBER: QUOTAS ARE

IN EFFECT SUBSCRIPTIONS TO THE IMF: THEY ARE IN THEORY, BUT NOT IN
PACTICE, PROPORTIONAL TO A COUNTRY'S ECONOMIC STRENGTH, AND
DETERMINE HOW MUCH CAN BE BORROWED). FOR YOUR OWN INFORMATION,

IT IS HOPED THAT THE VISIT WILL HELP PERSUADE SAUDI ARABIA TO
AGREE PROPOSALS FOR INCREASED QUOTAS AND TO COOPERATE WITH
ARRANGEMENTS FOR A NEW BORROWING FACILITY.

3l THE VISIT OF SENIOR dABINET MINISTER COULD CLEARLY BE SEEN
AS SENSITIVE IN THE LIGHT OF MISUNDERSTANDINGS WHICH HAVE

ARISEN FROM OUR STAND ON THE FEZ FOLLOW-UP COMMITTEE. HOWEVER,
SINCE SIR G HOWE'S VISIT IS TO BE AN INFORMAL ONE AND IN HIS

IMF NOT REPEAT NOT HIS NATIONAL CAPACITY, WE HOPE THIS WILL NOT
CAUSE PROBLEMS.

PYM
DISTRIBUTION COPIES TO
LIMITED SIR K COUZENS:TREASURY

H'D/MED PS/CHANCELLOR OF THE EXCHEQUER
MR EGERTON :
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MY TELHO 274

1o HIMATALLAH CAME DACK TO ME TODAY TO SAY THAT HE HAD [GEEN N
COMTACT wiTH KIS MINISTER, WHO HAD SAID THAT HE wOULD WELCOME A
VASET 8Y THE CHANCELLOR AND LAROSUHERE, HOWEVER, THE PROPOSED

TAHELG WAS NOT CONVEHIENT. JHSTEAD, SIS MWISTER PROPOSED AHY DAY
WETH N THE FIRST TEN DAYS OF JAHUARY, ALTHOUGH PREFERADLY ARCUND

Y
JANUARY 5 OR 6. f UHDERTOUK TO PASS THIS MESSAGE TO THE CHANCELLOR
Aub SALD THAT o WOULD GET BACK TO MIMATALLAH AS 5008 AS POU

TAYLOR !
g

AN B Cor=Es 0O

L /M$D _b el BSTCHANCELLOR
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TO PRIORITYITY FCO -

TELEGRAM NUMBER 1175 OF 7 DECEMBER 1982

INFO PRIORITY JEDDA, WASHINGTON, UKREP BRUSSELS, UKDEL IMF/IBRD
WASH INGTON

SAUD! ARABIAN LOAW TO FRANCE

1. TWO FRENCH NEWSPAPERS HAVE TODAY (7 DECEMBER) PUBLISHED
REPORTS THAT SAUD| ARAB{A HAS AGREED TO LEMD FRANCE OVER TWO
BILLION US DOLLARS, BY MEANS OF A DEPOSIT I[N A PARIS BANK.

THE FIRST REPORT APPEARED [N QUOTIDIEN DE PARIS, WHICH A RATHER
SEHSATIONALIST RIGHT-WING DAILY, BUT THE SECOND APPEARED IN

AN ARTICLE IN LE MONDE SIGNED BY PAUL FABRA, A HIGHLY RESPECTED
ECONOMIC CORRESPONDENT., NO SOURCES ARE GIVEN BUT CONSIDERABLE
CIRCUMSTANTI{AL EVIDENCE IS PRESENTED. THE TRESOR HAS MET JOURNAL-
ISTS' QUESTIONS TODAY WITH QUOTE NO COMMENT UNQUOTE.

2. |F THE REPORTS PROVE WELL FOUNDED AS [NDEED THEY MAY, THIS NEWS
WOULD SUGGEST A BELIEF IN GOVERNMENT THAT THE US 4 BILLLION

DOLLARS CREDIT CONTRACTED 1IN OCTOBER WILL PRCVE INSUFFICIENT TO
MEET THE PRESSURE ON THE FRANC WHICH CAN BE EXPECTED TO CONTINUE
OVER THE COMING MONTHS, WE HAVE {T ON GOOD AUTHORITY THAT OVER
HALF THE &4 BILLION DOLLARS HAS BEEN DRAWN DOWN SINCE THE CREDIT
WAS SIGNED IN LATE OCTOBER, AND THE GOVERNMENT IS APPARENTLY
DETERMINED TO AVOID ANOTHER REALIGMNMENT OF THE FRANC WITHIN THE

EMS (OR AN EXIT FROM |TS EXCHAHGE RATE SYSTEH) BEFORE THE

MUNICIPAL ELECTIONS IN MARCH.

FRETWELL

MONEMS Ry D

N&ED
NAD

M ED THIS TELEGRAM

WAS NOT
ADVANCED
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FROM RIYADH 0O80700Z DEC 82
TO IMMEDIATE FCO

TELEGRAM NUMBER 79 OF 8 DECEMBER «/j7<:_ ﬁ;)
INFO IMMEDIATE JEDDA, UKDEL IMF/IBRD WASHINGTON
INFO ROUTINE PARILS et

QUR TELNO 76 =z VISIT OF CHANCELLOR OF THE EXCHEQUER

1. MINISTER OF FINANCE'S PRIVATE SECRETARY HAS INFORMED US
THAT THE MINISTER WILL BE RECEIVING THE FRENCH MIN|STER OF
FINANCE IN RIYADH BETWEEN 20 AND 23 DECEMBER. ABA ALKHAIL
HAS TO LEAVE FOR THE GCC FINANCE:MINISTERS' MEETING (N
BAHRAIN ON 24 DECEMBER. HE THEREFORE REGRETS THAT IT WILL
NOT BE POSSIBLE FOR HIM TO RECEIVE THE CHANCELLOR OF THE
EXCHEQUER_IN DECEMBER. -

2. THE PRIVATE SECRETARY CONFIRMED HOWEVER THAT THE MINISTER
WILL BE DELIGHTED TO RECEIVE THE CHANCELLOR IN

RIYADH AT ANY TIME BETWEEN 1 AND 10 JANUARY.
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DESKBY 0811202

FM FCO 081010Z DEC 82

TO IMMEDIATE JEDDA

TELEGRAM NUMBER 400 OF 8 DECEMBER

INFO AMMAN RABAT DAMASCUS WASHINGTON TUNIS ALGIERS

b2b ]

ey
=35 e o)

ARAB LEAGUE DELEGATION

LEASESNOW PASS THE FOLLOWING MESSAGEN ®ROM THE PRIME MINISTER

0 XING FAHD

BEGINS: I THOUGHT I SHOULD LET YOU KNOW HEW DISAPPOINTED I AM
THAT IT DID NOT PROVE POSSIBLE FOR THE ARAB LEAGUE DELIGATION

TOF VISIT LONDOM: LAST MEEK ., " LORD (CARRINGTON HAS TOLDME OF HIS

CONVERSATICNS YWITH CROWM PRINCE ABDULLAE AND PRINCE SULTAN

= g

DURING#*HIS RECENT VISIT AND I KNOW HOW DISAPPOTINTED ¥OU WERE TOO.

THE BRITISH POSITION IS NOT MEANT TO BE RESTRICTIVE CR
NEGATIVE, OVER THE PAST FIFTEEN YEARS WE HAVE CONTRIBUTED AS
MUCH AS ANY WESTERN COUNTRY TO THE NOYW ALMOSTUNIVERSAL
RECOGNITION THAT THE PALESTINIAN PEOPLE HAVE A RIGHT TC SELF-
DETERMINATION. THE SOONER ALL THE PARTIES TO TEE ARAB-ISRAEL
DISPUTE, AND THOSE WHO WISH TO HELP THEM, CAN SIT DOWN TOGETEER
AND DISCUSS THE NEXT STEPS WITHIN A REALISTIC AND POSITIVE
FRAMEWORK, THE SOONER THE PALESTINIAN PEOPLE WILL BE PUT IN A
POSITION TO EXERCISE THAT RIGHT. I DO NOT BELIEVE A CHANGE

IN BRITISH POLICY OR MINISTERIAL CONTACTS WITH THE PLO, IN THE
ABSENCE OF STEPS BY THE PLO YHICH WE BELIEVE WOULD: GREATLY
STRENGTHEN THEIR DIPLOMATIC POSITION, ARE LIKELY TO HELP TO
BRING THIS ABOUT. OUR POSITION ON CONTACTS WITH THE PLO IS
BASED ON OUR CONVICTION THAT PLO ACCEPTANCE IN PRINCIPLE OF
ISRABLY S  RIGHT T0O EXISTHE N PEACE ANDESECURITY " IE TSRAEL TS
PREPARED TO ACCEPT LEGITIMATE PALESTINIAN RIGHTS, AND QF THE
NEEDSEOR “A 'SETTLEMENT “LOLBENREACHEDI BY. PEACEEUL MEANS, 1S

/A NECESSARY

1
CONFIDENTIAL
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A L S :
IEVE “THAT THERE IS BROAD "AGREEMENT BUZWELNUSTON
ASPECTS OF THE PALESTIMIAM PROBLEM: AND I A SADDEMED THAT
PRESENT DISAGREEMENT SHOULD HAVE ARISEN WHEN I WAS SO MUCH
FORWARD TO DISCUSSING TEESE ISSUES WITH KING HASSAN
ATION, I HOPE A WAY CAN BE EOUNDL COMST I
CIPLES AND POLICIES OF OURSELVES AND THE ARAB PEOPLES
ARAB LEAGUE DELEGATION TO COME TO LONMDON A
BUBASURE OF RECEIVING THEM, 1 SHOILD LIKE TQ' ASSURE

N AMNY ‘EVENT THAT WE SHALL CONTINUE TO PLAY AS ACTIVE A

w2 2 ¥ I

AS WE CAK IN THE SEAT
D

HAVE EQR EXAMPLE BEEM PR ! ARD CN THE URGENT
MEED FOR«ISRAEL TO THMPLEMENT THE SETTLEMEMTS FREEZE PROEPOSED BY
PRESIDENT REAGAN. IT GOES WITHOUT SAYING THAT I ATTACE TES
GREATEST PCSGIBLE IMPORTAMCE TO HAVING TEE VIEWS OF YOUR
HAJESTY ON ¢TEES AND BTEER MATTERS OF SUCH CONCERN 70 BOTH OUR
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FROM: J.0. KERR
10 December 1982

CHANCELLOR 5. Avubita

You agreed that I should look for dates in early January.

I have not been able to get very far, in the absence of m;”
Sir K Couzens, and I suspect that I need your authority to L
have a word with Mr. Hancock (this is a poifit which might

;y’ conveniently come up at your 3.45 p.m. meeting on Monday

Vg with Sir R Armstrong and Sir'Eﬁwaee.) “Larosiere cannot do
1 - 4 January, and would prefer to avoid 5 January.
6 and 7 January are dies non, being the Moslem weekend
Thursday/Friday) . Mr. Pym plans a Gulf/Saudi Arabia/Oman
tour - to mend fences after the fracas over the frustrated
King Hassan visit - which, on present plans, would mean that
he does business on Saudi Arabia on 9/10 January. This seems

to me to point to our going out on 7 January, with a view to

; doing business on 8 January. N— —
/' /J\“” R —
b 2, These are also Larosiere's preferred dates. Mr. Anson

also likes them - though he is not bidding to travel with us -
because they would mean that you and Larosiere would be
together at exactly the moment when it will be necessary to
take the decision on whether or not to advance the Interim

Committee meeting.

7\h$.3*”“ I The casualties, diary-wise, seem to be only the Boat Show
ﬂ lunch and Wakeham constituency speaking engagement on 7 January.

% ngwLer 4, The Ambassador in Jedda is being consulted now, and will
make another sounding, without commitment, over this weekend.
prhwﬁ Subject to a green light from him, to our finding suitable
MM&”“ flights, and to my contacts with Sir K Couzens [and Mr. Hancock]
L//éi Monday, shall I proceed on this basis?

e ——————

5, If you think I should, it would be a kindness to warn

Mr. Wakeham at prayers on Monday.

J.0.~KERR
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DESKBY 1106307 JEDDAH AND RIYADH

FM FCO 102030Z DEC 82

TO IMMEDIATE JEDDAH

TELEGRAM NUMBER 406 OF 10 DECEMBER

INFO IMMEDIATE RIYADH

FOLLOWING FROM PRIVATE SECRETARY )

RIYADH TELNO 79 : CHANCELLOR'S VISIT TO SAUDI ARABIA

1. THE CHANCELLOR IS ANXIOUS THAT HIS VISIT SHOULD HAVE TAKEN
PLACE BY 11 JANUARY AT THE LATEST. LAROSIERE CANNOT MANAGE

1 - 6 JANUARY. BUT THE PERIOD 7 - 10 JANUARY POSES AN OBVIOUS
PROBLEM IN THAT IT CLASHES WITH THE PROPOSED DATES FOR THE
SECRETARY OF STATE'S VISIT. SEEN FROM HERE, IT WOULD OBVIOUSLY BE
PREFERABLE TO AVOID HAVING TWO BRITISH CABINET MINISTERS IN SAUDI
ARABIA AT THE SAME TIME, EVEN THOUGH THE CHANCELLOR WOULD NOT BE
THERE IN HIS BRITISH CAPACITY. IF YOU AGREE THAT A DIRECT CLASH
SHOULD BE AVOIDED, ONE POSSIBILITY WOULD BE FOR THE CHANCELLOR
TO ARRIVE ON 7 JANUARY AND MEET HIS SAUDI OPPOSITE NUMBERS ON

8 JANUARY WHILE THE SECRETARY OF STATE'S IN DOHA. v

2., YOU WILL WISH TO HAVE THIS IN MIND IN THE DISCUSSIONS

WITH THE SAUDIS ON DATES FOR THE SECRETARY OF STATE'S VISIT.

YOU SHOULD NOT PUT ANY DATES TO THEM FOR THE CHANCELLOR'S VISIT
UNTIL WE HAVE SEEN HOW THE SAUDIS REACT TO THESE. GRATEFUL IN
ANY CASE FOR YOUR VIEWS.

PYM

NNNN S
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TO PRIORITY FCO JK Qﬂ") w0
TELEGRAM NUMBER 286 OF 13 DECEMBER 19832 /Sm&d«‘ M&
AH¥F: EXPAHDED GAB ",

/ /
1. AT THE END OF A CONVERSATION BETWEEN THE MANAGING DIRECTOR [ /’\&}/
AND MYSELF On 9 DECEMBER, HE MENTIONED THAT A COPY OF THE (,/

AMERICAN OUTLINE PAPER FOR LAST FRIDAY'S G10 DISCUSSION

HAD BEEH GIVEN TC NIMATALLAH (SAUDIL EXECUTIVE DIRECTOR) -

HE DtD NOT SAY BY WHOM, BUT T WAS PRESUMABLY ERE. MIMATALLAM
HAD TALKED TO THE MD ABOUT THE PROPOSALS N THE OUTLINE.

HE HAD BEEN CAUT:LOUS ABOUT THE LJIKELY SAUDt ATTHTUDE, AS

THE MD dAD EXPECTED. BUT THE ™MD DtD GET THE 1MPRESS.HOM THAT
THE SAUDIS WOULD BE OFFENDED :fF THERE WERE NO SUGGESTION THAT
SAUDI: MEMBERSHIP OF AN EXPANDED GAB MIGHT BE CONSIDERED.
REGARDLESS OF WHETHER THEY WISHED TO JOtN OR HOT, THEY WOULTD

PROBABLY LIKE TO BE ASKED AND COULD WELL BE UPSET IF THE L{
QUESTION WERE NOT RAJSED AT ALL. THE MD SUGGESTED THAT WE AND j/),
OTHER LEADING G10 MEMBERS SHOULD GIVE CAREFUL THOUGHT TO THIS 1/ A

QUESTION 1t ADVANCE OF ANY APPROACH TO THE SAUD{S REGARDING
NEW DORROWING ARRANGEMENTS,

2. Y CASUAL.CONVERSATIONS OVER THE LAST FEwW DAYS WITH EXECUTIVE
DIRECTORS REPRESENTING NON-G10 CCUNTRIES SUGGEST A SOMEWHAT
RELATED POINT, NAMELY THAT THEY wWOULD HAVE LITTLE NCERTIVE

TO PUT UP HMONEY N PARALLEL W4TH AN EXPANDED GAB SCHEME UMLESS
OFFERED SOME FORMAL MEMBERSH.P OR AT LEAST ASSOCIATION WITH

G10., FOR EXAMPLE, SCHMEADER (ALTERNATE EXECUTAVE DIRECTOR FOR
THE BELGIUM CONSTITUENCY, AND HAMSELF AN AUSTRIAN) HAS

MADE THE POINT wITH REFERENCE TO HIS AUSTRIAN AUTHOR(TIES AND
SIGURDSSON (MORDIC EXECUT.IWE DIRECTOR) HAS MADE A SHMILAR

POINT WiTH REFERENCE TC THE NON-G10 NORDIC COUNTRIES,

FORTHCOMING BOARD D1SCUSS:ION

3. THE MANAGING DAIRECTOR CJRCULATED TO THE EXECUTIVE BOARD

THIS MORNING A COPY OF THE QUOTE CONCLUSIONS UMQUOTE REACHED

BY G10 DEPUT-IES AT THE4R 10 DECEMBER MEETING (:I+ ASSUME THAT
Diff e witLL HAVE COPIED THIS SHORT DOCUMENMT TO PARTICIPANTS).

THE MANAGING DIRECTOR SAND THAT THIS wWOULD CONSTITUTE THE SOLE
DOCUMENTARY EACKGROUMD FOR THE BOARD'S DISCUSSION OF THE
ENLARGEMENT OF THE GAB, SCHEDULED FOR THIS FRIDAY, 17 DECEMBER.

4, AMONG QUESTIONS LJAKELY TO BE RAISED ON FRIDAY, THAT OF LINKS
BETWEEN AN EXPANDED GAB AND PARALLEL BORROW:ING ARRANGEMENTS
WiLLh PROBABLY BE WELL TO THE FORE,.

5. FCO PLEASE ADVANCE TO COUZENS AND LAVELLE (HMT), GILCHRIST

(BANK OF ENGLAND) AND APPLEYARD (ERD).
TAYROR
MonNeTh R\
€ FQN ETAR / {ADVANCED AS REQUESTED)
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TELEGRAW NUMBER 287 OF 14 DECEMBER 1982 /ﬂ
. £
4 /i

HY TELNO 286 /

.1&\_! ;n\)
AT THEIR ME
THE G-10 RE

o

TING OF DECEMBER 10, 1982 8 PAR{S, THE DEPUTIES OF
CHED CERTALH CONCLUSIONS 1N PRINCHPLE REGARD NG THE

MAIN ELEMENTS OF A REVIISED AND EXPANDED GAB. 4T WAS THEIR VIEW
THAT THE EXPANDED GAD wOULD COMTINUE TO PERFORM ITS PRES
A GE

1A

m

P
FUKCTIONS FO TACEPANTS, BUT PROVASION WOULD i
QF THE CGAE RESOURCES TO FINANCE PURCHASES FROM THE IMF
ARTACIPANTS 1M CERTAIN CIRCUMSTANCES.

A
[ RELY

R
EN
FOR THE USE
BY

HON=-

3

THE WAl CONCLUSIONS WERE AS FOLLOWS:

1. QUOTAS WOULD REMAIN THE PRINCIPAL SOURCE OF {MF RESOURCES TO
JALANCE OF PAYMENTS FAIRAHCING R
EROAD PURPCSE OF THE GAD WOULI
I#F 'S RESOURCES, F NEEDED TO. FORESTALL OR COPE
WAITH AN IMPAIRMENT OF THE IHTERUATIOHAL MOMETARY S

2. THE SHZE OF THE GAB WOULD EE RAISED FROM THE EQUIVALENT OF AROUT
ILLION TO SDR 15-21 ElLL‘ON PARTICIPANTS Y CREDIT

COMMITMENTS WiLL BE DENCMAMNATED il SDRS !

COUNTRIES ON THE PROVASION OF FINANCING TO THE -HMF 1N PARALLEL wITH

THE GAL WOULD AUGMENT THE AMOUNTS AVAILABLE.

3. THE CREDIT COMMITMENTS OF HDIVLDUAL PARTICIPANT
BROADLY REFLECTIVE OF THEIR SHZE AND ROLES iN THE
ECOHOMY AND OF THEIR ABILITY TO PROVIDE FiNANCING
IT WAS AGREED THAT PARTICIPA T

SE OAPPROPRIATELY ADJUSTED I LIGHT

(22}

LI %
¥: 3
L]

o

4, COHDITIONS AND PROCEDURES FCR ACTIVATION FOR PURCHASES FROM THE

[¥F BY PARTACIPANTS WOULD REMAIN CHANGED. THE REV.ISED GAE COULE
BE ACTHIVATEDR TO FINANCE PURCHASES BY OTHER “E?BEQQ tF THE

FOLLGWING CRITERIA WERE #ET:
(L) THAT THE HiF WAS FACED wiTH AN JNAREQUACY OF RESOURCES TO MEET
FPROPRIATE REQUESTS FOR CONDITIOHAL FINANCING
(18) THAT THES INADEQUACY OF RESOURCES AROSE FROM
SETUATLON ASSUCAATED wWiITH REQUESTS FROM COUNTR!

CON HDENTIAL OF PAYMENTS




OF PAYMENTS PROBLEMS OF A CHARACTER OR OF AGGREGATE SiZE THAT
COULD POSE A THREAT TC THE STABILJATY OF THE INTERMAT:ONAL MOMETARY
SYSTEM,

N CONSHDERING PROPOSALS FOR ACTIVATION OF THE GAB FOR NON-
PARTACHPANTS, THE PARTICIPANTS WOULD CORSULT AMONG THEMSELVES
FOR THE PURPOSE OF ASCERTAINING WHETHER THE AROVE CRITER|A WERE
MET. SUCH CONSULTATAON WCOULD HOT EXTEND TO THE EXAMINATION OF
SPECIFL PROGRAMS FOR USE OF FUND RESOURCES, WHICH REMAIMKS THE
{ESPONSHBILITY OF THE EXECUTAVE BOARD,

ACT VAT 10K OF THE GAB FOR THE BEMEFAT OF MNON-PARTICIPANTS WOULD
WEED TO PAY DUE REGARD TO POTENTHIAL CALLS OH THE ARRANGEMENWTS
FOR THE PURPOSE OF FINANCIHNG PURCHASES BY PARTICIPANTS

”ﬂ

DT EXTENDED TO THE A#F UNDER THE GAB WOULD EARN (HTEREST
ATE EQUAL TO 100 PER CENT OF THE COMBINED MARKET RATE USED
TO DETERMINE THE SDR (NTEREST RATE. THE 1/2 PER CENT TRANSFER
ARGE NOw LEVHED VWOULD BE ABOLASHED. '

6., THERE WAS SOME D{SCUSSION RE
POTENT4AL LENDERS wWILLJING TO PR
THE GAB. 1T WAS ASSUMED THAT Lt
ARRAHGEMERTE WOULD BE AVAGLALLE TO FAMANCE PURCHASES BY GAB
PARTACIPANTS AS WELL AS HOK-PARTICIPANTS, ANMD THAT PARALLEL
LE®DERS WOULD HAVE THE SAME ACCESS TG GAB RESCQURCES AS

CARDIHG THE RELATIONSHIP iTH OTHER
OV-IDE RESOURCES N PARALLEL WiTH
HDANG UNDER SUCH PARALLEL

PARTACHPANTS .

To TdE REVISED AWD EXPARDED GAE WitlL DE REVIEWED AT THE TIME OF
THE HNolNTH GENERAL REVIEW OF QUOTAS.

G. 1T WAS RECOGNIZED THAT tMPLEMENTATION OF THE ABOVE CONCLUS 1ONS
JOULD REQUUIRE AMENDMENTS OF THE GAB DECISHION: 4T WAS COMSIDERED
DESIRABLE THAT, i THE INTEREST OF SPEED, THE AMERDMENTS SHOULD
DE KEPT TO A MINIMUM. REGARDING THE CRITERIA FOR ACTIVATION FOR
TrE BEWEFIT OF NON-PARTICIPANTS, 40 WAS LEFT OFEN WHETHER THEY
SHOULD Bt -LNCLUDED N THE DECISION OR WHETHER THEY SHOULD EE
EXPRESSED [N SOME FORM OF UNDERSTANDIHG AMONG PARTICIPANTS.

9. 4T WAS UNDERSTOOD THAT THE REVHSION OF THE GAB ALONG THE L:idNES
D ECATED ABOVE WAS CONTINGENT UPON REACHIKG SATISFACTORY
AGHEENEHT O THE OTHER (SSUES RELATING TO THE E!GHTH QUOTA
REVIEM.

CNTS
[

2. FCO PLEASE ADVANCE TO ATKIHSON (TREASURY), BROWN (DANK OF
ENGLAND) AND APPLEYARD (ERD).

TAYLOR ADVANCED AS REQUESTED

MONETARY
ERD

2
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TELEGRAM NUMBER 414 OF 14 DEC
INFO IMMEDIATE RIYADH -
MY TELNO 406 AND YOUR TELNO 596 AND TELECON LAYDEN/PLUMBLY MED: 37\14

VISIT OF THE CHANCELLOR OF THE EXCHEQUER

il o THE CHANCELLOR AND THE IMF ARE ANXIOUS
TO GO FIRM ON ARRANGEMENTS FOR A VISIT. 1IN THE
LIGHT OF PARA 3 OF YOUR TUR, AND PROVIDING YOU SEE NO OBJECTION,

PLEASE NOW CONTACT OFFICES OF ABA AL KHAIL AND QURASHI AND
PROPOSE THAT THE CHANCELLOR SHOULD ARRIVE IN RIYADH ON 7 JANUARY

AND LEAVE EARLY ON THE MORNING OF 9 JANUARY.

PYM

NNNN

DISTR COPIES

LIMITED o PS/CHANCELLOR OF THE EXCHEQUER
MED PS/MR HURD

NENAD SIR T KEAHY
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..//
From: Sir Kenneth Couzens
Date: 16 December 1982

cc: Sir Douglas Wass

3 Mr Littler
w/ Mr Lavelle
Mt . Mr Bottrill
N Mr Hall
CHANCELLOR Mr Anson « Washington

DELORS AND SAUDI ARABIA

You may have seen the report in the Financial Times of Tuesday,

14 December, that M. Delors was likely to discuss the possibility of
associating Saudi Arabia with the GAB in the course of his visit to
Riyadh next week.

2 In Frankfurt you urged that nothing be said to the Saudi Arabians
which might put into their head the idea that they should become
members of the Group of Ten. The Financial Times report, attributed
to a French Treasury official, is not terribly helpful on that point.
Moreover I have been a little worried that the activities of Dini as
Chairman of the Gl0 Deputies might add to the possibility of confusion.
At the meeting of the GlO Deputies in Paris on 10 December which he
chaired, he was encouraging the idea that Delors should speak to the
Saudis as G1lO Chairman. He was also involVing himself in complicated
ideas about the relationship between the Saudis, the IMF and the GAB.

3 The attached note of conclusions of the 10 December meeting which
Dini has circulated is, I think, perfectly acceptable, except for the
muddle affecting Saudi Arabia in paragraph 6. Paragraph 6 is expressed
very tentatively, as well as it might be, given that the point it
covers was not really properly discussed in Paris. I think the
suggestion it contains that the Saudis should have access to GAB
resources in the same way as full GAB members, and that GAB members
would be able to draw on Saudi lending under a "parallel arrangement"
is very probably wrong, and is certainly provocative.
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CONFIDENTIAL

L, My own view of "parallelism" by Saudi Arabia is as follows.

We should encourage the Saudis to enter into a separate arrangement
with the IMF for pre-arranged lending to the Fund. It would be for
them to decide whether they should state that access by the IMF to
this lending would be triggered on the same conditions as under the
GAB "second window". They might also choose to say that they would
only lend if the GlO were lending also; but again, that would be a
matter for them. The IMF (and therefore yourself as Chairman of the
Interim Committee) might choose to suggest an amount to which the
Saudis should commit themselves. I can imagine Larosiere thinking

in terms of say 4 billion SDRs since that is a familiar number to the
Saudis; but I am doing no more than making a guess. At all events,
it would not be for the GlO to propose a number to the Saudis. That
would be between the IMF and the Saudis. The principle of all this
would be a quite separate agreement, even if an understanding emerged
that they would be triggered at the same time. And I don't think that
the G100 could stipulate that there had to be Saudi lending before

the twowould agree to lend. The G10 might say at the time of an

application that they would look more favourably on activating the
agreement if the Saudis were playing also, but I don't think I would
go for anything more formal than that.

B It follows from this that it is a mistake to think of a Saudi
agreement with the IMF as like the present Swiss agreement with the
IMF, which is much more closely under the shadow of the GAB. Saudi
Arabia is not Switzerland. We have to remember that they are a
member of the Group of 77 and respect their links with the LDCs.

6. So I think that Dini's paragraph 6 goes too far in muddling up
the Saudis and the rich man's club, and is anyway too mechanistic in
its approach. I propose to write him a letter expressing my
reservations about this paragraph.

1 I also took the opportunity of yesterday's Monetary Committee
meeting in Brussels (at which I negotiated Camdessué‘succession to
the chairmanship for one year) to explain to him (Camdessus) my

thoughts about the relationship between the Saudis and the IMF. I

spoke as in the earlier paragraphs of this minute, and he accepted my
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CONFIDENTIAL

line. He assured me that anydiscussions between Delors and himself
on the one hand and the Saudis on the other in this IMF/GAB area
would be very tentative and that the point about avoiding putting
into their head the idea of joining the GlO was taken. I urged that
Delors should make the first obJjective to assure the Saudis that the
Group of Five and the Group of Ten had every intention of

consulting them on the general IMF resources package at the earliest
moment at which any clarity about it began to emerge. The important
point was not to go into details of the GAB, but to engage their
sympathy in the whole operation. Camdessus assured me that he saw
their visit as simply a forerunner of your own. I was also reassured
to hear from him that the French agreement with the Saudis on credit
and on oil purchases was more or less complete and that the visit

was more an act of registration and courtesy than a negotiation. If
this is true, the French will not be discussing IMF matters in a
situation where they are under negotiating pressure, though there is
the risk that they will simply be looking for something to talk about.

8. Camdessus also agreed to have a word with Larosiere before he
and the Minister departed for Riyadh., I attempted to speak to
Larosiere myself on Tuesday, 14 December, to suggest that he speak
to the French on the basis of the Financial Times report. 1In fact I
was obliged to give this message to Bill Dale, Larosiere's deputy,
since Larosiere was in New York. I hope that one way or another
Larosiere's own views will be conveyed to the French., There is to be
a discussion in the IMF Board on Friday, 17 December, on the basis

of Dini's conclusions.

9. I am inclined to conclude that M. Delors and M. Camdessus will
do us no harm during this visit, although the publicity they will
seek and get is not exactly what we would prefer. Delors does have
the locus of being the Chairman for the time being wof the Group of
Ten., But I think it may be helpful to try to steer matters a little
more in the course of tomorrow's Ecofin in Brussels. You could give
to Delors a copy of my letter to Dini, which will set out the
philosophy rehearsed above. I gather too that the Danes want to
organise some discussion of the IMF package during the Ministerial
lunch and there might be an opportunity to give a further steer then
or during private conversation with Delors.
| e
K E COUZENS
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Lamberto Dini

Chairman of the Deputies
of the Group of Ten

Paris, December 11, 1982

Dear Colleague,

I am enclosing a memorandum containing my
understanding of the principal conclusions reached at
the G-10 Deputies meeting of December 10, 1982. As
agreed, I have sent a copy of this memorandum to the
Managing Director of the IMF, indicating that it could
be used in connection with the Executive Board's
discussion on the GAB.

Kind regards.

Yours sincerely,

é@&/z —

L. Dind

Encl.






G-10 Deputies Meeting of December 10, 1982

Conclusions

At their meeting of December 10, 1982 in Paris, the Deputies of the
G-10 reached certain conclusions in principle regarding the main elements
of a revised and expanded GAB. It was their view that the expanded GAB
would continue to perform its present functions for participants, but
provision would be made for the use of the GAB resources to finance
purchases from the IMF by non-participants in certain circumstances.

The main conclusions were as follows:

1 Quotas would remain the principal source of IMF resources to
meet the ordinary balance of payments financing requirements of its members.
The broad purpose of the GAB would remain to supplement the IMF's resources,
if needed to forestall or cope with an impairment of the international
monetary system.

2. The size of the GAB would be raised from the equivalent of about
SDR 6.4 billion to SDR 15-20 billion. The participants' credit commitments
will be denominated in SDRs. Any agreement with other countries on the
provision of financing to the IMF in parallel with the GAB would augment
the amounts available.

34 The credit commitments of individual participants should be
broadly reflective of their size and roles in the international economy
and of their ability to provide financing to the IMF. It was agreed that
participants' shares in the arrangement should be appropriately adjusted
in light of these principles.

4. Conditions and procedures for activation for purchases from the
IMF by participants would remain unchanged. The revised GAB could be
activated to finance purchases by other members if the following criteria
were met:

(1) that the IMF was faced with an inadequacy of resources
to meet appropriate requests for conditional financing;

(ii) that this inadequacy of resources arose from an exceptional
situation associated with requests from countries with
balance of payments problems of a character or of aggregate
size that could pose a threat to the stability of the
international monetary system.






Y

In considering proposals for activation of the GAB for non-
participants, the participants would consult among themselves for the
purpose of ascertaining whether the above criteria were met. Such
consultation would not extend to the examination of specific programs
for use of Fund resources, which remains the responsibility of the
Executive Board.

Activation of the GAB for the benefit of non-participants would
need to pay due regard to potential calls on the arrangements for the
purpose of financing purchases by participants.

5 Credit extended to the IMF under the GAB would earn interest
at a rate equal to 100 per cent of the combined market rate used to
determine the SDR interest rate. The 1/2 per cent transfer charge now
levied would be abolished.

6. There was some discussion regarding the relationship with other
potential lenders willing to provide resources in parallel with the GAB.
It was assumed that lending under such parallel arrangements would be

available to finance purchases by GAB participants as well as non-participants,

and that parallel lenders would have the same access to GAB resources as
participants.

Ta The revised and expanded GAB will be reviewed at the time of the
Ninth General Review of Quotas.

8 It was recognized that implementation of the above conclusions
would require amendments of the GAB decision; it was considered desirable
that, in the interest of speed, the amendments should be kept to a minimum.
Regarding the criteria for activation for the benefit of non-participants,
it was left open whether they should be included in the decision or whether
they should be expressed in some form of understanding among participants.

Y It was understood that the revision of the GAB along the lines
indicated above was contingent upon reaching satisfactory agreement on
the other issues relating to the Eighth Quota Review.
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ENLARGED GAB

Points to make: general

1. Outline proposal for an enlarged GAB has emerged from
discussions in the G-10 and there has been some initial discussion
of it in the Fund's Executive Board. Process of evolution from
original US proposal already described to you by M Delors.

Es Emergence of proposal reflected perhaps three elements:
¥ e S -

R

- recognition that there was likelihood of continuing
sudden strains on the world monetary system and hence
possible need to supplement Fund's resources at short
notice in prearranged sums beyond what could reasonably
be expected from further bilateral or market borrowing.
The BIS offers some help in terms of crisis management
but only in a temporary way and without tackling the
problem of conditionality. Desirable to avoid creation
of the new institution;

- desirable to update the GAB itself, since resources not
replenished since it was founded;

- a new arrangement may help the US to get Congressional
approval for a sizeable increase in resources available
to Fund.

B When US first produced the proposal at Toronto, the concept

of emergency financing was predominant but the proposal was not
fleshed out and hence led to some concern that the funds might

only be available for large countries, that the donors might act

as effectively a second IMF Board imposing their own conditionality.
Also concern that new institution might in effect displace quota

increase of adequate size.

4, Discussion of the original proposal has dealt with these

points:






has been evolving and not surprising if people need a little time
to digest it and assure themselves that its earlier defects have
been removed. But our own conclusion is that there will be a
role for this new arrangement even though it will be right to
review it at the time of the Ninth Quota Review. Welcome
indications of your own views about it.
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1. MINISTER OF FINANCE'S PRIVATE SECRETARY HAS TGLQ US THAT
HE FORSEES NO DIFFICULTIES WiTH THE DATES PROPOSED, BUT HE
NEEDS TO CHECK WITH THE mtﬁzsfé, HE WiLL PROBABLY BE ARLE TO
IVE & FIRM ANSWER ON 19 DECEMBER, '
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IMFes MESSAGE FOR THE CHANCELLOR OF THE EXCHEQUER
1. | HAVE BEEN ASKED TO CONVEY THE FOLLOWING MESSAGE DATED 18
DECEMBER TO THE CHANCELLOR FROM THE MINISTER OF FINANCE AND
NATIONAL ECONOMY s

BEGINS - | WOULD LIKE TO CONGRATULATE YOUR EXCELLENCY ON

THE CONFIDENCE PLACED IN YOU BY THE MEMBERS OF THE INTERIM

COMMITTEE TO SERVE AS THE CHAIRMAN OF THE INTERIM COMMITTEE.

| WISH YOU ALL SUCCESS AND A HAPPY NEW YEAR.

(SIGNED) MOHAMMED ABALKHAIL. - ENDS.

CRALG

NINNN
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YOUR TELNO 424 ‘?O JEDDA: VISIT OF CHANCELLOR OF THE EXCHEQUER

1. QURAISHI'S OFFICE TELL US THAT HE HAS PROPOSED TO ABA AL
KHAIL A JOINT MEETING WITH THE CHANCELLOR, BOTH KNOW OF THE
DATES WE HAVE PUT FORWARD, AND WILL WANT TO CONSULT BEFORE
AGREE1NG. BUT THERE 1S SO FAR RO (NO) REASONM TG BELIEVE THAT
THEY wWiLL NOT DO S0,

2. FCO PLEASE ADVANCE TO PS/CHANCELLOR OF THE EXCHEQUER,
[ADVANCED AS REQUESTED],
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FROM: A R H BOTTRILL
DATE: 21 DECEMBER 1982

C. L
i/(( Me g oF e Markeed Mgg(/'m
MIS TTER Vf?kkiﬂﬁ Wty cc Sir K Couzens
(\m(_\‘\}mafvcjun R‘}EWLU“) Mr Littler

2 ; Mr Lavelle
o d « Wk wad Aarssertr Mr Feretz
gt o * Mr Atkinson (/AR
Ao TSt McIntyre

WUl AR WRi( rMcebed § ed {
VISIT TO SAUDI ARABIA 674_0“,

You asked in your minute to Mr Lavelle today for advice on how the
Chancellor should respond to the offer from Larosiere's office
of briefing for the visit to Saudi Arabia.

2. After discussion with Mr Lavelle, I have spoken to Mr Anson,
and we have agreed that it might be useful to seek the Managing
Director's views on a short list of key points covering both the
prospects for an early Interim Committee and the visit to Saudi

+... Arabia itself. I attach a draft telex that could be sent to Nigel
Carter. In view of the Managing Director's holiday plans, this
would need to be sent as soon as possible if a reply is to be
drafted before Christmas.

i We have also been giving thought to what further preparation
needs to be made. The Chancellor will no doubt wish to have

Mr Anson's own assessment of the prospects for an early Interim
Committee. He will send us an up to date telegram on 6 January
to take account of the 5 January Executive Board meeting.

4, We have also considered whether the Chancellor might usefully
make some political soundings, particularly with a view to assessing
LDC reactions. The scope for this is severely limited by the time
constraint. The only indirect approach which might be worthwhile
would be to take G5 opinions from their own contacts with the LDCs.
Mr Regan's assessment of the Latin Americans' attitude and possibly
\/// M. Delors' assessment of Francophone African and Algerian positions
T’y 7)could be useful. If the Chancellor agrees, we could provide a

€A-| draft letter.

CONFIDENTIAL
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CONFIDENTIAL

' The only candidates for the Chancellor's own attentions

might be the Indians and Anglophone Africans. We would advise
against any direct contact with the Indian Finance Minister,

Mr Mukherjee. The Indians are apparently playing hard to get,

and might well view an approach from the Chancellor as an oppor-
tunity to up their claim. We might, however, at an official level
either in London or Delhi try to discover at least whether the
Indians favour bringing forward the Interim Committee, Contact with
Mr Chidzero, the Zimbabwe  Governor and representative of the
Anglophone African constituency, would probably not be helpful at
this stage since he would find it difficult to collect the views
of all his constituents rapidly.

6. In the event of a decision to bring forward the Interim
Committee on the basis of the MD's and Mr Anson's advice and such
G5 soundings as we.are able to do, we might envisage a broader
lobbying campaign at that stage with guidance telegrams to posts
and political contacts to try to iron out potential difficulties.

y We have commissioned our own briefing on Saudi relations with
the Fund, the Saudi economy, OPEC issues and Saudi investment in
the UK. We have also been promised copies of the FCO briefing for

. Mr Pym's visit which should cover political points, together with

/% personality notes on Abel-Khail and Kureishi. If you see any gaps,
Th?w”uk please let us know.

Qo e

Ceanay & q_;{“h ) o s
| s o 16 Ferm /&&é&qka{
DkNﬁu 8 % A

A BOTTRILL
ENC






RESTRICTED

FROM: J O KERR
DATE: 21 December 1982

cc Sir K Couzens
Mr Littler
Mr Bottrill

MR LAVELLE

IMF: PROPOSED VISIT TO RIYADH

Please see the attached two telegrams from Riyadh. While we
still await final confirmation, it looks as if the Saudis will
be able to see the Chancellor on 8 January. If so, the plan
will be to fly out on 7 January, leaving Heathrow at 1540 and
arriving in Riyadh at 0105 local time. The best return flight
leaves Riyadh at 0800 local time on 9 January, and arrives at
Heathrow at 12.20.

J O KERR



"




8508 D.073938 300M. 11/74 Cr.P.C. Gp.839/3 Q \' tQ‘ - XY 42

File No. ; .. SUTWARD Seé"m'ity Clagsiﬁcation
Department PPs / Chtugn chling / H ”T /olfveildenfe.m Tt
Drafted by TELEGRAM by
sttt ity (M ENATE
R DESKBY bl
FOR
COMMS. DEPT. 3 i D) el MBS e POgTBY 3
t DIUBY ol
KBk i BTTRE ottt 7
PREAMBLE
(Time of Origin) Z(G.M.T.)
(Security Class.) CLA@“\W“\U«(
ACOH WO s TinR R S e S AT T §r eRde o 7
to. Whidinuke  UKdel INFARRD wathidbw,, y, e
(precedence) (post)
AND TO (precedence/post) .

,,,,, e
,,,,,,, 4

AND SAVING TO /
REPEATED TO (for info) RawHhe R \

5 (Yed(clcx

i
/

SAVING TO (for info)

/
Distribution :- [TEXT]
Aiwailed Fd\lum%ii o ouwand Mumsmids o Cader
Prvule smlawé

o (hasniereyf s ) frown Kew ( PPS | Chomentins)
'\ : :
MP J-¢. Thama) ¢ H‘S &c'u know (M UMMME(}{‘/\,. PoREL Y

n/ S?JM ! 5 il N
c‘H?(n ia ( M‘ULW(‘ ) we e hoye CWQI\LJ\. /)iq{‘ n& SBW (,[r}
:

ERD.
MeD |

ij(e fally wn & Qfmuw\(ﬂ ' . Choncelloy
[ Od'tf,i Joewand o Vm‘ﬂ-wgzi g 7‘&&“%&:-»\}3 bu\hﬁ\/ N
h%& M 7 (VM\;% ol Mg ak oot —

Copies to :-
PPS/CL‘“”‘““U""\ Ous bodehgs o o SV 30R6  aad SV 36 £ - (Rekn
/
%im}\g«‘x & ‘/f/é,(gjﬁf SUBT o F '_tﬁaw.ueuéj> , .
1 AY g y
- selke  abot e Moy Ponl om

e bavelle Traous 2. We ; Pk W Mo o3 /b, wwdd
Hr Baiasd| WAL e @ L\Mrealw)

\)Qu,‘ muth welcwe e 'Ww«g.S{tMg ;ba)?Cf*dM U &

= X



NOTHING TO BE WRITTEN IN THIS MARGIN



CONFIDENTIAL

FROM: JILL RUTTER
DATE: Q| December 1982

cc Sir Kenneth Couzens
Mr Littler
Mr Bottrill
Mr Andesson - UKDEL IMF/IBRD
Washington
MR LAVELLE

VISIT TO SAUDI ARABIA

I was rung this evening by Nigel Carter, Monsieur de iﬂuRbsiEhis
Private Secretary. Much of the conversation focussed on

)
l@gistical questions - it is the MDs intention to meet up with

the Chancellor's party in London and travel to Riyadh.

2. But Mr Carter did also ask if there were any specific points
on which the Chancellor would be grateful for the Managing ’
Director's guidance. He asked if we could come back to the

MDs office this week as Monsieur de Ja_FKosiem intends to be
absent for the week between Christmas and the New Year.

3. I would be grateful if you could consider how we should

respond to this request.

JIKR

JILL RUTTER







CONFIDENTIAL

FROM: J O KERR
DATE: 22 December 1982

MR A R H BOTTRILL (o]® Sir K Couzens
’ Mr Littler
Mr. Lavelle
Mr Peretz
Mr Atkinson
Mr Mc Intyre

VISIT TO SAUDI ARABIA

Thank you for your minute of 21 December, which the
Chancellor saw last night. I attach a copy of the
telegram which he approved, and which has been sent
to Washington this morning. (I gave Larosierds office
a preview last night.)

The Chancellor agree;zyour suggestion that he should
send messages to his G5 colleagues %ﬁ;ﬁbhristmas to
ask for their assessment of probable LDC reactions to
the proposed package. It would be very helpful if you
could let me have drafts tonight.

J O KERR

CONFIDENTIAL
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DRAFT-TEREGRAM TQ-MR™ANSON
FROM-PS/CHANCELLOR

Rllowng gdov Colhs X Karsaieny cmm T ks (‘ PPS JChan cpflon)
Grate i ou wolld hand the o Carte
We spdks (Wm QL Bcai b o udt m(d-d?( ,
secogerele-—n st -gLP01nts orf which the Change 1or
¢

would wekCome |[Managing Directop*s views in prepatration for

theif joint visit to Saudd Arabia[}ﬂe Anp U - <ngJMRq%ﬂM ek
Comdd agnee ho hHRE o & Fenoasy )
/ < 7

(-——\":7'—«“ -
(i) Interim Committee meeting

ha
Twe Chancellor would be grateful forlManaging Director's general
Cod ancd
assessment of theL?rospects for advancing the Interim Committee
meeting follow1ﬁhmlatest discussions in Executive Board. [u

pafealos : —

a. Is there now a reasonable prospect of agreement on
e e
the size ofLﬂncrease *n—qaetaef

b. Has sufficient progress been made in resolving

Qe
differences over tie distribution- of—qué%i?"’Iu/pabefﬁhml
tiewdary are developing countries likely to accept some

reduction in their share?

(¢) Are access limits likely to be a sticking point,
. ?
or will a broad statement at the Interim Comm%EEE%N)Sq&gi{_

————

o hs.
sulfee(with details agﬁfff_iifigy
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(ii) Saudi Arabia and the Fund
T iy 5 fo knuw whathas
ZThe Chancellor wouldfbe grateful <feyq the Managing Director's
plams Mo dSuugy om Thid wx /- Tae Sepeacie
confirmation—that—he—wiltt e andlifmz=the issue of the third
Or LW My be
SDR 4 billion tranche of the Saudiloan to the Fund_ seperately.
AZa howcdled Sepurbely 2
1§f On vemmsseciiic—issues—oi-bee Saudi attitudes to the Quota

Review and any enhanced GAB borrowing arrangements, the

Covld welc vy )s asdadhimat of 1 —
Chancellor &ssumeﬁbthe Managing Director will-wish-to cover

the-fellowing pointss

a.MeSaudi general approach to the size of quota in-

crease and its distribution.

b.fk Saudi attitude to parallel lending to the Fund along-

PeciNeunloly
side an enlarged GAB. (The Chancellor wouldl?ppreciate

the Managing Director's views on the form such a parallel

arrangement should take)and the amounts envisagedi)

Gun
c. Any further Saudi sensitivities{iactical consider-
)

..\ ations.
(ﬁﬂ Saudi Loaw
5
E; éﬁhe Chancellor recognises that it will be necessarx@ o make
e | an up to date assessment of the likely support for an early
£ it \)'(,LQ . )
i g,) Interim Committee with a view to a decision )immediately after
Cj’ (\Nv_u & gt < 1, . P i .

s He will himself try to seek S5 N Lafdad
% (i i, A light J:ffu:;eir

. v 8, 1 in—particular

Vo of hd Y ]

crq“uawﬁ%“'j2g;;f:;;;;;;;;TEIEE_EE§;I;§ing countrieg?i

2
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CONFIDENTIAL

/ FROM: A R H BOTTRILL
/ DATE: 22 DECEMBER 1982

MR KERR / cc Sir K Couzens
\/ / Mr Littler
; Mr Lavelle
Mr Atkinson

Mr Anson (UKDEL/IMF)

VISIT TO SAUDI ARABIA

You said that the Chancellor had approved the suggestion of sending
a letter to G5 colleagues sounding their views now on the prospects
of bringing forward the Interim Committee meeting. I attach a
draft.

Sl

A BOTTRILL
ENC
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M \(QW FROM: A R H BOTTRILL
BTN DATE: 22 DECEMBER 1982

MR KERR cc Sir K Couzens

Mr Littler

b Aff""x@”@‘ 4 i Mr Lavelle

Mr Atkinson

VISIT TO SAUDI ARABIA

You said that the Chancellor ‘hdd approved the suggestion of sending
a letter to G5 colleagues so ing their views now on the prospects
of bringing forward the Inyé}im ommittee meeting. I attach a |

draft. . /

)l

A BOTTRILL

ENC /

Mr Anson (UKDEL/IMF)
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DRAFT LETTER FROM THE CHANCELLOR TO MR REGAN

It now seems likely that we shall have to decide early
in the New Year whether to bring forward next spring's
Interim Committee meeting to February as we discussed at
Kronberg. I am writing to you, therefore, to ask how
you now see the prospects for a successful outcome of

an early meeting.

24 We seem to have moved towards a substantial, if not
complete, measure of agreement among both the G5 and G10
countries on the broad shape of a package including an
increase in quotas to SDR85-100 billion, together with an
increase in the General Arrangementé to borrow to SDR 15-20
billion with an extension to make resources available to
the Fund in the case of major strains on the international

system.

5. There are a number of important details still to be
discussed but I would hope that we could make further pro-
gress at the G10.Ministers' meeting in January. I would
hope, too, at that meeting that we could also make further
progress on the distribution of the increase in quotas

and relative shares in the GAB.

4, I am particularly concerned, however, to have your
views on the attitude of developing countries. Their
interests are diverse and we must expect reactions perhaps

to differ considerably between countries. It will be
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important, however, that there is a broad measure of
support among the generality of countries if an early

Interim Committee meeting is to be successful.

L The acceleration of the Quota Review and the avail-
ability of extra borrowed resources to the Fund should
enhance its ability to help finance countries' adjustment
programmes, and should be welcome to many developing
countries. A number of countries, however, are concerned
about the size of the quota increase, its distribution and

their own access to Fund resources.

-

G, The US Administration has wide-ranging contdacts
among developing countries, perhaps particularly in Latin
America. I should value therefore your views on whether
the developing countries with whom you are in contact
are likely to welcome an early Interim Committee meeting

and feel able to contribute to a successful outcome.

7. I am copying this letter to other G5 colleagues who
have their own special contacts and whose'views I should
value equally. It would be helpful to have your views
before I go to Saudi Arabia with the Managing Director,
probably on 7 January, since we shall probably need to
discuss the timing of the Interim Committee then, taking

into account the soundings that he too will have made.
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'_DRAE?*tETTER‘FROM‘THE‘CHKNCEEEUR“TU—MR‘REGKN'

¢
// It now seems likely that we shall have to decide early
in the New Year whether to bring forward next spring's
o
Interim Committee meeting to February, as we discussed at

M wold hy wmost guidul cfw Yuu
Kronberg. I am wai w

LSV NTVIVIN ;
-yeu——new——see%he prospects for a successful outcome ef‘:}v\M

o Rbaruasay )
an—tatlx meeting.
oy, A8 22wt Aave eakublsfed
(u}'&. LWe s-eem—t-e-—-have—nmed——%ew&rdﬁ[_a substantial, if not

" g
complete, measure of agreement among-betir-the G5 and G10
countries on the broad shape of a package including an

an aucltabue & Th@ (nireass s ancl a pomllel
increase in quetas to SDR85-100 billion,Ltog-e%hep-w-i-th-a-n
increase in the General Arrangements to Borrow to SDR 15-20
billion,with an extension to make resources available to
Kyt
the Fund in the gase of major strains on the international

system.

(lu 3, There are a number of important details still to be

discussed but I would hope that we could make further pro-

Mo s denod magh'a A alseo hups
gress at the G10~lﬁmj:ﬁe=a-‘—meeéiﬁg in January;. I-would—eeml
Tugt Thewm
hop e odigey—at—that-—meebing—that we couldLaho make further

progress on the distribution of the increase in quotas.)

and relative shares in the GAB.

(W)A Key Ssui in mlable fo the poposed adwaciy % e

/8 & i e r
(Elnh.h\v\ Coamm e wmw‘a ’s y Avtas, The
v—i:ews—eHheLattitude of developing countries. Their

interests are diverse,and we must expect reactions perheps
8ot
to differ considerably between countries. LIt will be
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bagure adve-cihey Th @ e
+y umun,umﬁ d
important, however,Lthat there—is a broad measure of

support ameag—%he—genere}i&y—oé—eeuatpies-hﬁ1nr15riy
Interim_Comm%%%ee—meeting—fs—tc—be—sueeees£u1

15{¥ The acceleration of the Quota Review and the avail-
ability of extra borrowed resources to the Fund should
enhance its ability to help finance countries' adjustment
programmes, and should be welcome to many developing
countries. A number of countries, however, are concerned
about the size of the quota increase, its distribution and

their own access to Fund resources.

% T ion- has wide-rangin ts

Amer&c( i I should value therefore your views on whether

the developing countries with whom you are in contact
b
are 1ike1tho welcome an early Interim Committee meeting

be
and feted able to contribute to a successful outcome.

e ——.

(V"' Seadiny Stamdof Musoged  Qur
ZL )I am cepying—this—tester toLother G5 colleagues
ha i
! viid TutS capeAbUan. -
e It would be helpful to have yeur—views

© J’Mutug Plom b Wk Juuedi Arubia Gn' e IMF

b
be%gre L—go—tU*Saudi~*rabfa‘with-%he Managing Director,
+wow 3+ o and wil wnsl Thew

prebabiy-on~7 January, sinee-we-shall-prebably-need to

wyi\ hiva Mmethyg o
dlscusslfhe timing of the Interim Commltteelph:n, taking

into account the soundings that he too will have made.

U’b Best wnshes _oe Chrsbwas o R Moo Yoeor
?jag}(mé Howe

o
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PS/PU to Secretary Regan/M. Delors/Dr. Stoltenberg/Minister
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Mr Evans Takeshita

Mr J C Thomas
ERD

et

Copies to:-

PPS/Chancellor)
Sir K Couzens )
Mr Littler )
Mr Lavelle )
Mr Bottrill )

HMT

2. Begins:~- ¥ b alunold
i)*;t_now—seems—&ike%y—ﬁha%—we—sha%&—have—%etéecide early
in the New Year whether to bring forward next spring's
Interim Committee meeting to Februafy, as was discussed
at Kronberg. " T would therefore be most grateful for
your assessment of the prospects for a successful outcome

from a February meeting.

(ii)
not complete, measure of agreement in G5 and GlO on the

As I see it, we have established a substantial, if

"broad shape of a package including an increase in quotas
to SDR85-100 billion,
and a parallel increase in the General Arrangements to
Borrow to SDR 15-20 billion, with an extenfion to make

an acceleration of the increase,

/resources



i

resources available to the Fund in the event of

major strains on the international system.

(iii) There are a number of important details
still to be discussed but I would hope that we
could make further progress at the GlO Ministerial
meeting in‘January. I also hope that we could
then make £fwasddsar progress on the distribution

of the increase in quotas, and relative shares in
the GAB. ‘

(iv) A key issue inrelation to the proposed
adéancing of the Interim Committee meeting is,
however, the attitude of developing countries.
Their interests are diverse, and we must expect
react%SPEQE? differ con51derably between countrles.

@;;;ta will be important to establish,
ef8vanc1ng the eet1ng4f broad measure of

support exists.

(v) . The acceleration of the Quota Review and the
availability of extra borrowed resources to the
Fund shculd enhance its ability to help finance
countries' adjustment programmes, and should be
welcome to many developing countries. A number
of countries, however, are concerned about the size
of the quota increase, its distribution and their

own access to Fund resources.

(vi) I should value therefore your views on
whether the developing countries with whom you

are in contact are likely both to welcome an early
Interim Committee meeting and be able to

contribute to a successful outcome.

(vii) It would be helpful to have this

assessment by 6 January. I plan to visit Saudi
Arabia with the IMF Managing Director from 7 - 9
January, and will wish then to discuss with him
the timing of the Interim Committee meeting, taking
into account the soundings that he too will have

made.

NOTHING TO BE WRITTEN IN THIS MARGIN

/ (viii)
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NOTHING TO BE WRITTEN IN THIS MARGIN

(viii) I am sending similar messages to our

other G5 colleagues.

(ix) Best wishes for Christmas and the

New Year. GEOFFREY HOWE"

Ends .

B For Washington only. Please add at end
of para (vi): "Your advice on Latin American

attitudes would be particularly valuable."

4. For Paris only: Please add
(a) at end of first sentence of para (iii)

"which you will be chairing"x

(b) at end of para (vii): "In addition to
to your assessment, particularly on
the attitudes of Algeria and Francophone
Africa, I_wéuld of course also welcome
# an account of the impressions you form

‘~ On your own visit to Saudi Arabia."

5. For UKdel IMF/IBRD only. Your tel No.
298, para. 2. Please pass copy of
above message to Larosiere, for

information.
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INFO IMMEDIATE JEDDA %7

= %
- PY TELNO 93 AND TELECOW OF 21 DEC WITH MED:s VISIT OF CHAKCELLOR

OF THE EXCHEQUER ﬂ)’(’w«_aﬂm M{

1. WHEN HM AMDASSADOR  SAW THE MINISTER OF FINAKCE 1N R!Yh *
UN 21 DECEMBER, ABA AL KHAIL SAID THAT HE COULD CONFIRM <EEE§>
THAT THE DATES THE CHANCELLOR HAD PROPOSED WERE CONVENIENT, HE

AND QURAISH! LOOKED FORWARD TO WORKING WITH THE CHANCELLOR

GUOTE ALL DAY SATURDAY (8 JAKUARY) UMDUNTE.

2o FCO PLEASE PASS TO PS/CHANCELLOR OF THE EXCHEQUER,

MU R

HNNN







CONFIDENTIAL

00 UXDEL IMF/IBRD WASHINGTON

GRS 436

CONFIDENTIAL

Fi4 FCO 2215U8Z DEC 82

TO IMMEDIATE UXDEL IMF/IRRD WASHINGTON
TELEGRAM NUMBER 252 OF 22 DECEMBER
INFO ROUTINE RIYADH, JEDDA

FOLLOWING FOR ONWARD TRANSMISSION TO CARTER (LARDSIERE'S OFFICE)
FROM XERR (PPS/CHANCELLOCR)
1. AS YOU KNOW (OUR CONVERSATION ON 21 DECEMBER) WE NOW HAVE
CONFIRMATION THAT THE SAUDIS AGREE TO TALKS ON & JANUARY. THE
CHANCELLOR LOOXS FORWARD TO MEETING THE MANAGING DIRECTOR HERE
ON 7 JANUARY AND FLYING OUT TOGETHER - OUR ROOXINGS ARE ON SV
3026 AND SV 26. (RETURN FLIGHT SV 37 ON 9 JANUARY).
2. YE SPOKE ABOUT THE FOLLOWING POINTS ON WHICH THE CHANCELLOR,
IN PREPARING FOR THE VISIT, WOULD VERY MUCH VWELCOME THE
MANAGING DIRECTOR'S VIEWS.
o) NTERIM COMMITTEE MEETING
THE CHANCELLOR WOULD BE GRATEFUL FOR THE MANAGING
DIRECTOR'S GENERAL ASSESSMENT OF THE CASE AND PROSPECTS
FOR ADVANCING THE INTERIM COMMITTEE MEETING FOLLOWING
THE LATEST DISCUSSIONS IN THE EXECUTIVE BOARD. 1IN
PARTICULAR:- ,
B IS THERE NOW A REASONABLE PROSPECT OF AGEEEMENT ON
THE SIZE OF THE QUOTA INCREASE?
B. HAS SUFFICIENT PROGRESS BEEN MADE IN RESOLVING
DIFFERENCES OVER QUOTA DISTRIBUTION? AND ARE DEVELOPING
COUNTRIES LIKELY TO ACCEPT SOME REDUCTION IN THEIR SHARE?
C. ARE ACCESS LIMITS LIKELY TO BE A STICKING POINT, OR
WILL A BROAD STATEMENT AT THE INTERIM COMMITTEE, WITH
DETAILS TO BE AGREED LATER, SUFFICE?
(II) SAUDI ARABIA AND THE FUND '
ON SAUDI ATTITUDES TO THE QUOTA REVIEW AND ANY ENHAMNCED
GAB RORROWING ARRANGEMENTS, THE CHANCELLOR WOULD WELCOME

1
CONFIDENTIAL



CONFIDENTIAL
43280
THE MANAGING DIRECTOR'S ASSESSMENT OF:-
A. THE SAUDT GENERAL APPROACH TO THE SIZE OF THE QUOTA
INCREASE AND ITS DISTRIBUTION.
B. THE SAUDI ATTITUDE TO PARALLEL LENDING TO THE FUND
ALONGSIDE AN ENLARGED GAR. (THE CHANCELLOR WOULD
PARTICULARLY APPRECIATE THE MANAGING DIRECTOR'S VIEWS ON
THE FORM SUCH A PARALLEL ARRANAEMENT SHOULD TAXE, AND THE
AMOUNTS ENVISAGED).
C.  ANY FURTHER SAUDT SENSITIVITIES, AND TACTICAL
CONSIDERATIONS.
(1I1) SAUDT LOAN
FINALLY, THE CHANMCELLOR WOULD BE GRATEFUL TO XNOW WHETHER
YT MANAGING DIRECTOR'S PLANS TO DISCUSS ON THIS VISIT
THE SAPARATE ISSUE OF THE THIRD SDR 4 BILLION TRANCHE
OF THE SAUDI LOAN TO THE FUND. OR WILL THIS PE HANDLED
SEPARATELY?
2. THE CHANCELLOR RECOGNISES THAT IT WILL BE NECESSARY TO MAK
AN UP-TO-DATE ASSESSMENT OF THE LIKELY SUPPORT FOR AN EARLY
INTERIM COMMITTEE WITH A VIEW TO A DECISION IMMEDIATELY AFTER
THE VISIT TO SAUDI ARABIA. HE WILL HIMSELF TRY TO OBTAIN THE
LATEST VIEWS OF HIS G5 COLLEAGUES, JUST BEFORE THE VISIT, IN TH
LIGHT OF THEIR OWY CONTACTS WITH DEVELOPING COUNTRIES.
Py
et
DISTRIBUTION: - COPTES TO:
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OF THE EXCHEQUER

1. WHEN HM AMBASSADOR SAW THE MINISTER OF FINANCE N RIYADH
ON 21 DECEMBER, ABA AL KHAIL SAID THAT HE COULD CONFIRM

THAT THE DATES THE CHANCELLOR HAD PROPOSED VERE CONVENfENT. HE
AND QURAISHI LOOKED FORWARD TO WORKING WITH THE CHANCELLOR
QUOTE ALL DAY SATURDAY (& JANUARY) UNQUOTE,

2. FCO PLEASE PASS TO PS/CHANCELLOR OF THE EXCHEQUER.
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Mr Egerton Kerr (PPS/Chancellor)
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As you know (our conversation on 21 December) we now have confirmation
that the Saudis agree to talks on 8 January. The Chancellor looks
forward to meeting the Managing Director here on 7 January and
flying out together - our bookings are on SV 3026 and SV 36 « (Return
flight SV 37 on 9 January).

Copies to:-

PPS/Chancellor 2. We spoke about the following points on which the Chancellor,
Sl K.Couzens in preparing for the visit, would very much welcome the Managing
Mr Littler H.M. il

Mr Lavelle Treasury Director's views.

Mr Bottrill




(1)

Interim Committee meeting

The Chancellor would be grateful for the Managing Director's general assessment

of

meeting following the latest discussions inE‘.xecutive Board. In paj

(ii) Saudi Arabia and the Fund
On Saudi attitudes to the Quota Review and any enhanced GAB bory

the Chancellor would welcome the Managing Director's assessment

(iii) Saudi Loan

the «case and prospects for

™e

advancing the I

aterim Committee

rticular:-

a. Is there now a reasonable prospect of agreement on the size of the quota

increase?

b. Has sufficient progress been made in resolving dif
distribution? And are developing countries likely to acd

in their share?

c. Are access limits likely to be a sticking point, or wil

at the Interim Committee, with details to be agreed later, su

The

i ference over quota

ept some reduction

1 a broad statement

ffice?

owing arrangements,

of:-

a. The Saudi general approach to the size of’:luota increase and its distribution.

b. The Saudi attitude to parallel lending to the Fund alongside an enlarged

GAB. (The Chancellor would particb.larly appreciate the
views on the form such a parallel arrangement should tak

envisaged.)

c. Any further Saudi sensitivities, and tactical consideration|

Finally, the Chancellor would be grateful to know whether the

Managing Director's

te, and the amounts

Se

Managing Director's

plans to discuss on this visit the separate issue of the third SDR 4 billion tranche

of the Saudi loan to the Fund. Or will this be handled sepgrately?

3. The Chancellor recognises that it will be necessary to make an up to date assessment

of the likely support for an early Interim Committee with a view to a decision immediately

after the visit to Saudi Arabia.

He will himself try to obtain the

latest views of his

G5 colleagues, just before the visit, in the light of their own contacts with developing

countries.

5.

NOTHING TO BE WRITTEN IN THIS MARGIN
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1iMF s B8TH QUOTA REVIEW - DISTRIEUTION OF OVERALL INCREASE (EB/CQUOTA/
82/13)

1. FOLLOWIKG ARE MAIN POINTS FROM MANAGING DIRECTOR'S SUMMING UP OF
EXECUTIVE BOARD DISCUSSION ON 21 DECEMBER. THE SECRETARY'S TALLY

OF THE VOTIKG STRENGTH IN FAVOUR OF THE VARIQUS OPTIONS, AND THE
VIEWS OF INDIVIDUAL DIRECTORS ON THE MAIN ISSUES, ARE SET OUT IN NY
TwO IMMEDIATELY FOLLOWING TELEGRAMS.

2. THE MANAGING DIRECTOR SAID HE wAS EWNCOURAGED BY THE HELPFUL
DISCUSSI0N WHICH HAD PRODUCED A SUBSTAMTIAL HARROWING OF VIEWS ON

A NUMBER OF KEY POINTS. THIS WAS CRITICAL FROM THE POINT OF VIEW OF
ADVANC ING THE DATE FOR THE INTERIM COMMITTEE MEETING. THERE WAS VERY
LARGE AGREEMENT ON THE FOLLOWING PRINCIPLES:

(1) IMCREASES IN QUOTAS SHOULD LEAD TO A BETTER REFLECTION OF
RELATIVE ECONOMIC POSITIONS OF INDIVIDUAL COURTRIES. THERE SHOULD
BE ADJUSTHENT FROM PRESENT QUOTAS TOWARDS CALCULATED QUOTAS WHICH
WAS IMPORTANRT FOR THE STRENGTH OF THE FUND AND ITS FUTURE
L1QUIBITY.

(1 INCREASES IN QUOTAS SHOULD BE WORKED OUT ON THE BASIS OF
UNIFORM METHODS FOR ALL MEMBERS,

(Vi) EACH MEMEER SHOULD DERIVE A MEANINGFUL INCREASE 1M ITS QUOTA
FROM THE PRESENT EXERCISE.

(1V) THE PROFOSALS TO BE PUT TO' GOVERNORS AND TO THE INTERIM
COMMITTEE SHOULD BE AS SIMPLE AS POSSIBLE AND EXPRESSED IN THE MCST
CLEAR LANGUAGE,

(V) THE PROPOSALS SHOULD BE CONDUCIVE TO AN AGREEMENT AND A
COMPROMISE IN THE INTERIM COMMITTEE AT THE EARLIEST POSSIELE DATE.

METHOD

3. SUBSTANTIAL PROGRESS HAD BEEN MADE ON THE CHOICE OF BASIC METHOD.
THERE HAD BEEN A CLEAR MOVE TOWARDS THE SO-CALLED METHOD 3. ON
GROUKDS OF SIMPLICITY AHD UNIFORMITY, METHOD 4 HAD NOT CARRIED THE
DAY. THERE WAS STILL SOME SYMPATHY FOR METHOD 2A BUT AS POLAK
(KETHERLANDS) HAD EXPLAINED (1IN BUFF 82/233, CIRCULATED BEFORE THE
DISCUSSIOK) 1T WAS HOT BASICALLY DIFFERENT FROM METHOD 3 AMD WAS
PROBABLY MORE DIFFICULT TO FORMULATE AND TO EXPLAIN. THE MOVEMENT
TOWARDS METHOD 3 HAD BEEN VERY STRONG AWD METHOD 3 WAS PROBABLY THE
BAS1S FOR COMPROMISE. CONFDENTIAL /nn/ahrwm
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4. BUT AGREEMENT ON METHOD 3 WAS NOT THE END OF THE STORY. THERE
WERE DIFFERENT VARIANTS WHICH COULD BE DISTINGUISED BY THE METHOD

OF MITIGATION AND THE AMOUNT OF THAT MITIGATION. ON THE AMOUNT OF
MITIGATION, A NUMBER OF DIRECTORS PREFERRED MO MITIGATION, IE

METHOD 3 WITH FULL ADJUSTMENT (COLUMK 2 IN TABLE 2 OF THE STAFF
PAPER) WHICH YIELDED AN ADJUSTMENT COEFFICIENT OF 32 PERCENT. THAT
WAS ONE POSSIBILITY. A SECOKD GROUP OF DIRECTORS, VERY CLOSE TO

THE FIRST GROUF, LIKED METHOD 3 COMBINED WITH A MINIMUM INCREASE OF
25 PERCENT FOR THE LEAST WELL EQUIPPED MEMBERS (COLUMN 3 IN TABLE
). THE ADJUSTHENT COEFF ICIENT UNDER THIS METHOD WAS 31.6 PERCENT
WHICH WAS VERY SIMILAR TO THAT UMDER METHOD 3 WITHOUT MITIGATION.

AT THE OTHER END OF THE SPCCTRUM, A NUMBER OF DIRECTORS COULD GO
ALONG WITH METHOD 3 ONLY IF THE MITIGATION ELEMENT WAS RATHER LARGE.
A NUMBER OF THESE DIRECTORS PREFERRED THAT 75 PERCENT OF THE OVERALL
INCREASE SHOULD BE EQUI-PROPORTIONAL WHICH I|MPLIED AN ADJUSTMENT
COEFFICIENT OF 6 PERCENT. BETWEEN THESE TWO POLES, A NUMBER OF
DIRECTORS HAD EXPRESSED VIEWS POINTING TOWARDS AN ADJUSTMENT
COEFFICIENT OF AROUND 24-25 PERCENT(WHICH WOULD PRODUCE AN EQUI-
PROPORT IONAL INCREASE OF SOME 12,5 PERCENT). BUT THERE WERE MAHY
VARIANTS. THE ESSENTIAL THING WAS THAT THERE WAS NOW A ZONE

FOR COMPROMISE AND RAPPROCHEMENT BETWEEN AN ADJUSTMENT COEFF ICIENT
OF 31-32 PERCENT AND AN ADJUSTHENT COEFFICIENT OF 8 PERCENT ON WHICH
THE INTERI® COMIITTEE WOULD HAVE TO TAKE POLITICAL DECISIONS.

5. ON THE METHOD OF MlTlGﬁTlON, THE MANAGING DIRECTOR SAID THERE WAS
A STRONG MOVE TOWARDS THE EQUI-PROFORTIONAL METHOD, AS OPPOSED TO A
MinIMU PERCENTAGE IHCREASE, THE EQUI-PROPORTIOKAL METHGD WAS
SUPERICR I TERMS OF THE UWIFORMITY PRINCIPLE. THE DOARD HAD THERE-
FORE CHOSEN A BASIC METHOD (METHCD 3) AND A METHOD OF MITIGATION
(EQU I-PROPORTIONAL ). THIS SHOULD BE CONVEYED TO MINISTERS., THERE

WAS AND ®MUST BE GROUNDS FOR COMPROMISE EETWEEN A RELATIVELY STRONG
AND A RELATIVELY LOw ADJUSTMENT COEFFICIENT. HE WAS CONF IDENT THAT
OhE WOULD BE WORKED OQUT. THE DIFFERENCES WERE SMALL IN TERMS OF
INDIVIDUAL QUOTAS,

6. THE MANAGING DIRECTOR ADDED THAT THE BOARD'S CHOICES HAD BEEN

MADE ON THE BASIS OF A FURD SI1ZE OF SDR 90 BN. BUT A NUMBER OF
DIRECTORS HAD POINTED CUT THAT IT wOouLD BE EASIER TO ACHIEVE THE
APPARENTLY CONFLICTING OBJECTIVES OF A STRONGER ADJUSTMENT
COEFFICIENT AND A MORE MEANINGFUL EQUI-PROPORT IOKAL INCREASE IF THE
OVERALL SI1ZE OF THE FUWD WAS LARGER THAN SDR 90 BN. THE CHOICES wOULD
HAVE TO BE LOOKED AT AGAIN ONCE THE OVERALL INCREASE HAD BEEN
DECIDED, WHILE HE COULD NOT SAY YET THAT THE TEST OF SUCCESS wAS

MET, HE wWAS ENCOURAGED BY THE PROGRESS WHICH HAD BLEN MADE 80 FAR.
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7. THE BOARD SHOULD START WORK ON A REPORT TO GOVERWORS AS HE DOUBTED
IT WOULD BE POSSIELE FOR DIRECTORS TO WARROW THEIR DIFFERENCES ANY
FURTHER. THE BOARD SHOULD MAKE A CLEAR PRESENTATION TO MIHISTERS
EXPLAINING METHOD 3 N SIMPLE LANGUAGE TOGETHER WITH POSSIBLE
VARIANTS AKD CONSTRAINTS WHICH WOULD LE NECESSARY TO ACHIEVE THE
CONFLICTING OBJECTIVES OF THE EIGHT REVIEW. THE REPORT S$HOULD
HIGHLIGHT THE AREAS FOR COMPROMISE AT THE NEXT INTERIM COMMITTEE
MEETING. |T WAS ESSEWTIALLY UP TO MINISTERS TO RESOLVE THE
DIFFERENCES BETWEEN THE TWO POLES ON THE SIZE OF THE ADJUSTMENT

_ COEFFICIENT. THE REPORT COULD PAVE THE WAY FOR A SUCCESSFUL MEETING
OF THE INTERIM COMMITTEE IN THE EARLY PART OF FEBRUARY. IT WOULD

BE CIRCULATED ON 27-28 DECEMBER FOR INITIAL BOARD DISCUSSION ON 4
JANUARY,

8. AFTER THE SUMMING UP, WHICH WAS ENDORSED BY SEVERAL DIRECTORS,
POLAK (NETHERLANDS) SUGGESTED THAT THE BOARD HAD NOT GIVEN SUFFICIENT
THOUGHT TO THE CHOICE BETWEEN Al EQUI-PROPORTIONAL [NCREASE AND A
MINIMUM PERCENTAGE INCREASE., THE QUESTION COULD PERHAPS BE RE-OPENED
AT THE DISCUSSION OF THE BOARD'S REPORT TO GOVERNORS IN EARLY JANUARY
THE MANAGING DIRECTOR SAID THIS COULL BE DONE IF DIRECTORS HAD

SECOKD THOUGHTS BUT, IN HIS VIEwW, THERE WERE STRONG ARGUMENTS

AGAINST A MINIMUM PERCENTAGE INCREASE. IT WAS [MPORTANT TO HAVE MADE
ENOUGH PROGRESS TO BE ABLE TO DECIDE WHETHER TO ISSUE INVITATIONS

TO THE INTERIM COMMITTEE, WHICH HAD TO BE DONE A MONTH BEFORE THE
MEETING COULD BE HELD. DALLARA (US), WMALHOTRA (INDIA) AND KAFKA
(BRAZIL) REAFFIRMED THEIR STRONG SUPPORT FOR THL EQUI-PROPORTIONAL
APPROACH,. THEY AND DE MAULDE (FRANCE) STRESSED THE IMPORTANCE OF

MOV ING AHEAD ON THE BASIS OF THE CHOICES MADE IN THIS DISCUSSIOK.

9. FCO PLEASE ADVANCE TO SIR K COUZENS AND LAVELLE (HMT), GILCHRIST
(BANK OF EWGLAND) AND APPLEYARD (ERD).

ADVANCED AS REQUESTED)

ANSON copwrs vo!-
MONETARY Aburmer PADDRESIEES
ERY
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CCRIZNTIAL

[1F: STH QUOTA REVIEW = DISTRIBUTION OF OVERALL INCREASE
(EB/CQUCTA/82/13) (/7

1. MY TWO IPTS. Vg

2. VIEWS OF INDIVIDUAL DIRECTORS OW THE MAIN (SSUES ARE SET OUT
BELOV.

3. AT THE START OF THE DISCUSSION, THERE WAS A BRIEF EXCHANGE OF
VIEWS ON TECHWICAL ISSUES PROMPTED BY POLAK'S (METHERLANDS) BUFF
BE/233 IN WHICH HE AGAIN CRITICISED THE STAFF'S METHODOLOGY.

ALTHOUGH POLAK'S POINTS WERE ENDORSED BY SEVERAL DIRECTORS AND THE
STAFF'S RESPONSE WAS KOT VERY COMNVINCING, MOST DIRECTORS WERE AHXIQUS
TO MAKE PROGRESS ON THE SUBSTARTIVE ISSUES. WILLIAMS (DEPUTY
TREASURER) AGREED TO PRODUCE A MATHEMATICAL APPENDIX TO THE BOARD'S
REPORT TO GOVERNGRS EXPLAINING THE VARIOUS METHODS AND THE EXTENT

TO wHICH THEY WERE INTRINSICALLY SIMILAR.

4, ON THE SUBSTATIVE 1SSUES, DIRECTCRS FROM DEVELOPED COUNTRIES
GENERALLY ENDORSED FOUR REQUIREMENTS weiICH | HAD OUTLINED AS
ESSENTIAL i APPROACHING THE QUESTION OF DISTRIBUTION, NAMELY THAT
QUOTAS SHOULD BE ADJUSTED 'BETTER TO REFLECT MEMBERS' RELATIVE
ECONOMIC POSITIONS, THE PRINCIPLE OF UMIFORMITY, THE NEED FOR
SIMPLICITY AND THE HWEED TO FIND A METHOD WHICH WAS CAPABLE OF BEING
AGREED AND IMPLEMENTED QUICKLY. DIRECTORS IN THE GROUFP REPEATED
THEIR OPPOSITION TO PROPOSALS WHICH APPRCACHED DISTRIBUTICON ON THE
BAS1S OF COUNTRY GROUPS.

5. DIRECTCORS FROM DEVELOPING COUBTRIES, ON THE OTHER HAND, AGAIN
EMPHASISED THAT THE QUOTA SHARE OF HON=OIL LDCS AS A GROUP SHOULD
BE PROTECTED AND ARGUED THAT A SUBSTANTIAL PART COF THE CVERALL
INCREASE SHOULD BE EQUI-PROPORTIONAL. SOME OF THESE DIRECTORS
REPEATED THEIR SUPPORT FOR A DOUBLING IN THE OVERALL SI1ZE OF THE
FUND. SALEHKHOU (IRAN) SAID THE QUOTA INCREASE SHOULD BE
ACCOMPARIED BY A NEW ALLOCATION OF SDRS.

6. NIMATALLAH (SAUDL ARABIA), WHO HAD REMAINED SILENT IN THE TwO
FREVIOUS DISCUSSIONS ON QUOTAS, SAID HE HAD FRIENDS ON BOTH SIDES

OF THE ARGUMEWT AND WOULD THEREFORE TAKE & MIDDLE POSITION. HE
SUPPORTED A DISTRIBUTION METHOD WHICH DID NOT EXAGGERATE THE
ADJUSTMENT COEFFICIENT HOR THE SI1ZE OF THE GUARANTEEL INCREASE FOR
ALL MEMEBERS (SEE BELOW FOR DETAIL). THIS WAS BOT IN THE BEST
INTERESTS OF SAUD! ARABIA BUT 1T WAS MORE IMPORTANT TO FACILITATE
THE WORK OF THE FUND. HE WAS OPEH TO ARY COMPROMISE N THE INTERESTS
OF REACHING A COMSENSUS. CO]‘\}:::::\‘T:;\L / 7.
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7. IWDIVIDUAL COUNTRY POSITIONS WERE AS FOLLOWS:
ERB (US) - CONTINUED TO PREFER METHOD 2A WITH AN EQUI-
PROPORT IOWAL ELEMENT CF CLOSE TQ 50 PERCENT. IN THE INTERESTS OF
CONSENSUS, WAS ALSO PREPARED TO SUPPORT METHOD 3 WITH AN EQUI-
PROPORTIONAL ELEMENT AND AN ADJUSTMENT COEFFICIENT OF ABOUT 20
PERCENT OR SLIGHTLY ABCVE. OPPOSED THE CONCEPT OF A MINIMUM PERCENT-
AGE |NCREASE WHICH INTROLUCED AN ELEMENT OF HNON-UNIFORMITY INTO THE
CALCULATIONS.

UK - | CONTINUED TO SUPPORT METHOD 3 IN ITS PURE FORM BUT
AGREED THAT IT MIGHT HAVE TO BE DILUTED (PARA 7 GF YOUR TELNO 246).
OF THE TwO wWAYS OF DOING TH1S, | PREFERRED THE EQUI-PROPORTICHAL
APPROACH TO A MINIMUM PERCENTAGE INCREASE. IF A CONSENSUS WAS TO

BE REACHED, THE EQUI-PROPORTIONAL ELEMENT WAS UNLIKELY TO ACCOUNT
FOR LESS THAN 25 PERCENT OF THE OVERALL INCREASE (N THE SIZE OF THE
FUkD (EQUIVALENT TO AN ADJUSTMENT COEFFICIENT OF 24 PERCENT). THE
ECARD SHOULD AGREE OH ONWE METHOD AND ON ONE QUOTE SAFETY RET UNQUOTE.
IT MIGHT BE NECESSARY TO ASK MINISTERS TO RESOLVE THE BALANCE
BETWEEN THE SELECTIVE METHOD AND THE SAFETY NET. (1 DID NOT POSE (N
Tt BOARD THE QUESTION AT THE EHD OF YOUR PARA. B, SINCE THE STAFF
HAD ALREADY TOLD ME THAT THE ANSWER WAS AN EQUI-PROPORTIONAL
ELEMENT OF APPROXIMATELY 50 PERCENT OF THE TOTAL INCREASE, WHICH
YOU PREFERRED-=-YOUR PARA. Z2-= NOT TO MENTION IN DICUSSION AT THIS
STAGE.)

LASKE (GERMANY) — CONTINUED TO PREFER METHOD 3 IN ITS PURE FORM
WITH AN ADJUSTMENT COEFFICIENT OF 32 PERCENT. BUT WAS PREPARED TO BE
FLEXIBLE AND COMBINE METHOD 3 wITH A MINIMUM INCREASE OR AH EQUI-
PROPORTIOHAL ELEMENT PROVIDED THAT WNEITHER WAS OVERLY LARGE. THE
ADJUSTMENT COEFFICIENT SHOULD BE AT LEAST ABOUT 25 PERCENT. AN
EQUI-PROPORTIONAL ELEMENT IN THE RANGE OF 50-75 PERCENT WOULD NOT

BE ACCEPTABLE TO HIS AUTHORITIES. UNLESS THERE WAS A VISIBLE
ADJUSTHMENT OF QUOTA SHARES AT THIS REVIEW, HIS AUTHORITIES WOULD
PRESS FOR ANOTHER ROUNWD OF SELECTIVE QUOTA ADJUSTMENTS AT THE 9TH
REVIEW.

HIRAD (JAPAN) - REPEATED HIS SUPPORT FOR METHOD 4 AS A FIRST
CHOICE. DESPITE GRAVE DOUBTS, COULD ALSO GO ALONG WITH METHOD 3 1IN
ITS PURE FORM AS AN ACCEPTABLE MINIMUM, HE STRONGLY OPPOSED THE
INCLUSION OF AN EQUIP-PROPCRTIOKAL ELEMENT UNDER METHOD 3. A
MiniMUlm PERCENTAGE INCREASE UNDER METHOD 3 wWOULD BE A BETTER WAY
OF EWSURING A MEANINGFUL INCREASE FOR ALL MEMBERS.

DE MAULDE (FRANCE) - HIS PREFERENCE FOR METHCD 3 HAD STRENCTHEMED
SINCE THE LAST DISCUSSION. |IT SHOULD BE COMBINED wWITH A SUBSTANTIAL
EQUI-PROPORTIORAL ELEMENT OF AT LEAST 50 PERCEHWT OF THE OVERALL
INCREASE. THIS WOULD GIVE ALL MEMBERS AN INCREASE CF AT LEAST 2%
PERCENT COF THEIR PRESENT QUOTAS FOR A FUND SIZE OF SDR 90 BN,
CONFIDINTIAL -2 - /Pocn
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POLAK (MNETHERLANDS)
(SEE HIS BUFF 82/233).

- AGAIN CRITICAL OF THE STAFF'S METHODOLOGY
BUT ACCEPTED THAT METHOD 4 WAS UNLIKELY TO

PRODUCE A COMSENSUS.

THE BEST COMPROMISE WOULD

BE TO DISTRIBUTE

QUOTA SHARES IN PROPORTION TC SHARES IN CALCULATED QUOTAS (IE
METHOD 3) SUBJECT TO THE COWNSTRAINT OF A MINIMUM PERCENTAGE INCREASE

EQUAL TO HALF THE PERCENTAGE

IF TOTAL QUOTAS WERE
MINITMUM PERCENTAGE

SIGURDSSON (ICELAND)

INCREASE 1IN THE OVERALL SIZE OF THE FUND
INCREASED BY 50 PERCENT TO SDR9C BN, THE

INCREASE SHOULD BE 295 PERCENT.

- CLOSE TO POLAK. SUPPORTED METHOD &4 WITH

AN ADJUSTMENT COEFFICIENT OF BETWEEN 40-50 PERCENT SUBJECT TO A
MINIMUM GUARANTEED INCREASE EQUAL TO HALF THE PERCENTAGE INCREASE
iN THE OVERALL SIZE OF THE FUND. BUT AGREED THAT METHOD 3 WITH AN
ADJUSTMENT COEFFICIENT IN THE ORDER OF 30 PERCENT MIGHT BE AN
ACCEPTABLE COMPROMISE. THE STAFF SHOULD PRODUCE TABLES OR GRAPHS
SHOWING THE POSSIBLE COMBINATIONS OF ADJUSTMENT COEFFICIENTS AND
MINIMUM GUARANTEED INCREASES SUBJECT TO FIVE CONSTRAINTS, NAMELY
THE S1ZE OF THE OVERALL INCREASE, THE EXISTING SETS OF ACTUAL

ANU CALCULATED QUOTAS, THE REQUIREMENT THAT NO MEMBER'S QUOTA SHOULD
FALL “IN ABSOLUTE TERMS, THE ELIMINATION OF OVERSHOOTING AND THE
UNIFORM LINEAR ADJUSTMENT OF ACTUAL QUOTA SHARES IN THE DIRECTION
OF CALCULATED QUOTA SHARES. (WILLIAMS (DEPUTY TREASURER) AGREED
TO PROVILE THIS,)

PROWSE (AUSTRALIA) - METHOD 3 WAS THE SIMPLEST METHOD TO EXPLAIN
TO GOVERNORS. THE VARIANTS OF METHOD 3 IN TABLE 2 OF THE STAFF

PAPER AND IN TABLE 3 OF EB/CQUOTA/82/10 SHOULD BE CLEARLY PRESENTED
TO THE INTERIM COMMITTEE. HE COULD SUPPORT METHOD 3 SUBJECT TO A
CONSTRAINT WHICH PRODUCED AN ADJUSTHMENT COEFFICIENT IN THE AREA OF
20~25 PERCENT. THE CONSTRAINT SHOULD TAKE THE FORM OF AN EQUI-
PROPORTIONAL ELEMENT RATHER THAN A MINIMUM PERCENTAGE INCREASE

WHICH WAS ARBITRARY, NON-UWIFORM AND DIFFICULT TO EXPLAIN.

LOVATO (ITALY) - METHOD 3 WITH A 25PERCENT MINIMUM INCREASE
SHOULD BE THE BASIS FOR A FINRAL SOLUTION. WAS PREPARED TO COMSIDER
METHOD 2A wiTH A 50 PERCENT EQUI-PROPORTIOHAL ELEMENT AS A SECOND
BEST OPTION EVEN THOUGH 1T wWAS ARBITRARY AND ILLOGICAL. BUT METHOD
3 WITH AN EQUI-PROPORT IONAL ELEMENT AS HIGH AS 50-7% PERCENT OF THE
OVERALL INCREASE WAS UNACCEFTABLE,

SCHNE IDER (AUSTRIA) - PREFERRED PURE METHOD 3 BUT PREPARED TO
COMBINE THIS wITH A REASONABLE EQUIP-PROPORTIONAL ELEMENT wHICH
SHOULD WOT GO TOO FAR. THE ADJUSTHEWT COEFFICIENT SHOULD BE BETWEEN
20-25 PERCENT FOR A FUND S1ZE OF SDROC BN. THE ADJUSTMENT
COEFFICIENT COULD BE HIGHER IF THE OVERALL S1ZE OF THE FUND WAS
LARGER THAN SDR9OO BN (WHICH H1S AUTHORITIES CONTINUED TO REGARD AS
INSUFF ICIENT). -1

CONAZINTIAL
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JOYCE (CANADA) - CLOSE TO MY POSITION, PREFERREL PURE METHOD
BUT RECOGHISED THAT SOME DILUTION WAS NECESSARY. THAT DILUTION
SHOULD TAKE THE FORM OF AN EQUI-PROPORTIONAL ELEMENT RATHER THAN A
MINTMUM PERCENTAGE IHCREASE wHICH WAS NOT NECESSARY UNDER METHOD 3,
HE COULD SUPPORT AN EQUI-PROPORT IONAL ELEMENT OF 25 PERCENT OF THE
OVERALL INCREASE wWHICH wOULD PRODUCE AN ADJUSTHENT COEFFICIENT OF
24 PERCENT. THE ADJUSTHMENT COEFFICIENT SHCULD NOT GO BELOW THIS
FIGURE. THE BOARD SHOULD AGREE ON METHOD 3 AND AN EQUI-PROPORTIONAL
ELEMENT WITHIN AN AGREED RANGE AND GIVE MINISTERS A SIMPLE CHOICE ON
THE AMOUNT OF THE EQUI-PROPORTIONAL ELEMENT,

w

NIMATALLAH (SAUDI ARABIA) - COULD GO ALONG WITH METHOD 2A OR
METHOL 3 wITH A 50 PERCENT EQUI-PROPORTIONAL ELEMENT. THE ADJUSTMENT
COEFFICIENT SHOULD BE WITHIN THE 20-25 PERCENT RANGE. THE BOARD
SHOULD PRESENT THE INTERIM COMMITTEE wITH A PROPOSAL BASED ON METHOD
3 AND AN EQUI-PROPORTIOWAL ELEMENT I THE RAWGE OF 25-75 PERCENT OF
THE OVERALL INCREASE. HE CONTINUED TO HOPE THAT THE INTERIM
COMMITTEE wOULD AGREE ON AN OVERALL QUOTA INCREASE TO SDRI1OO BN,

FINAISH (LIBYA) - SUPPORTED METHOD 4 AS A FIRST CHOICE BUT
RECOGNISED IT HAD INSUFFICIENT SUPPORT. COULD ALSO SUPPORT METHOD 3
WITH A 25 PERCENT MINIMUM INCREASE AS A SECOND CHOICE OR METHOD 3
IN ITS PURE FORM AS A THIRD CHOICE.

SALEHKHOU (IRAN) - THE BOARD SHOULD DECIDE ON THE SIZE OF THE
OVERALL INCREASE BEFORE DECIDING ON THE METHOD OF DISTRIBUTION,

A DOUBLING OF QUOTAS WAS THE OKLY WAY TO ACCOMODATE THE CONFLICTING
OBJECTIVES OF THE 8TH REVIEW. HE SUPPORTED METHOD 4 (COLUMN 7 OF
TABLE 2 IN THE STAFF PAPER) AS A FIRST CHOICE BUT WAS ALSO PREPARED
TO SUPPORT METHOD 3 WITH A 75 PERCENT EQUI-PROPORTIOMNAL ELEMENT AS

A SECOND CHOICE IN ORDER TO PROTECT THE RELATIVE SHARE OF DEVELOPING
COUNTRIES .

ZHANG (CHINA) - REPEATED HIS VIEW THAT QUOTA SHARES SHOULD BE
READJUSTED WITHIN GROUPS OF COUNTRIES. THE RATE COF ADJUSTMENT SHOULD
BE UNIFORM WITHIN THESE GROUPS. IF THE QUOTA SHARE OF NON-CIL LDCS
AS A GROUP DECLIMNED IN RELATIVE TERMS, ACCESS LIMITS SHOULD BE
RAISED COMMENWSURATELY. METHOD 3 WITH AN EQUI-PROPORT IONAL ELEMENT

OF AT LEAST 75 PERCEMT wOULD BE THE LEAST OBJECTIONABLE METHOD.

MALHOTRA (INDIA) - SIMILAR TO ZHANG. NONE OF THE METHODS

PROPOSEL BY THE STAFF WERE ACCEPTABLE AS EACH INVOLVED A DECLINE IN
THE RELATIVE SHARE OF NON-OIL LDCS. BUT COULD RELUCTANTLY ACQUIESCE
{k METHOD 3 PROVIDED THAT AT LEAST 75 PCRCENT OF THE OVERALL INCREASE
WAS EQUI-PROPORTIONAL .

HAEIB (INDONESIA) - ALSO SIMILAR TO ZHANG. SAW LITTLE DIFFERENCE
BETWEEN METHOD 2A AND METHOD 3. METHOD 3 WITH A 75 PERCENT EQUI-
PROPORTIORAL ELEMENT AND A ADJUSTMENT COEFFICIENT OF 8 PERCENT

vAS THE LEAST OBJECTIOMABLE METHOD. -4 -
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ALFIDJA (NIGER) - COULD RELUCTANTLY ACCEPT METHOD 3 PROVIDED THAT
AT LEAST 75 PCRCENT OF THE OVERALL IWCREASE WAS ECQUI-PROPORTIONAL.

SAHGARE (GUINEA) - HOT LESS THAN 75 PERCENT OF THE OVERALL

INCREASE SHOULD BE EQUI-PROPORTIONAL, METHOD 3 WITH A 75 PERCENT
EQUI-PRCPORT IONAL ELEMEMNT WAS THE LEAST UNFAVOURABLE METHOD FOR NON-
OIL LDCS. THE ADJUSTMENT COEFFICIENT SHOULD BE NOT MORE THAN 15
PERCENT.

KAFKA (BRAZIL) - PREPARED TO BE FLEXIBLE BUT COULD MOT ACCEPT
METHOD &4 Ol AHY ACOUNT. ADJUSTMENT IN THE DIRECTION OF CALCULATED
QUOTAS SHUULD NOT GO TOO FAST. SYMPATHISED wWITH ZHANG THAT 75 PER
CENT OF THE OVERALL INCREASE SHOULD BE EQUI-PROPORTIONAL. IT MIGHT BE
NECESSARY TO HAVE A SECOND ROUND OF SELECTIVE ADJUSTHENTS AT THE

2TH REVIEW.

SENTOR (VENEZUELA) - AT LEAST TwO THIRDS OF THE OVERALL
INCREASE SHOULD BE EQUI-PROPORTIONAL. AN EQUI-FROPORTIONAL INCREASE
WAS PREFERABLE TO A MINIMUM PERCENTAGE INCREASE. HIS FIRST
PREFERENCE WAS FOR METHOD 2A WITH A TWO-THIRDS EQUI-PROPORTIORAL
ELEMENRT BUT CCULD GO ALOKG wW!ITH METHOD 3 COMBINED wiITH A 50 PERCENT
EQUI-PROPORTIONAL ELEMENT (COLUMN & OF TABLE 2 OF THE STAFF PAPER).

TEIJERC (ARGENTINA) - COuULD ACCEPT METHOD 3 WITH AN ECQUI-
PROFPORTIONAL ELEMENT OF AT LEAST 50 PERCENT.

8, FCO PLEASE ADVANCE TO SIR K COUZENS AND LAVELLE (HMT), GILCHRIST
(BANK OF ENGLAND) AND APPLEYARLD (ERD).

TADVANCED AS REQUESTED)

ANSON
CORIES TO' -
MONETAH
ERD S ADuanel PADDRESSEES
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IMF: G6TH QUOTA REVIEW — DISTRIBUTION OF OVERALL INCREASE (EB/CQUOTA/
82/13)

\;\

1., MIPT,

.2+ FOLLOWIKG IS VAN HOUTVEN'S (SECRETARY) RECORD OF THE VOTING

STRENGTH IN FAVOUR OF THE VARIOUS OPTIONS WHICH HE OUTLIRED TG THE
BOARD AT THE CLOSE COF THE DISCUSSION ON DISTRIEUTION ON 21 DECEMEER.

METHCD

3. VAN HOUTVEN SAID THAT ALTHOUGH SEVERAL DIRECTORS HAD REPEATED
THEIR PREFEREGCE FOR METHCD 2A (US, SAUDL ARABIA AND VEMEZUELA) OR
FOR METHOD 4 (JAPAN, RETHERLANDS, ICELAND, LIEYA AND IRAN), ALL
DIRECTORS HAD BEEN PREPARED TC ACCEPT METHOD 3 AS A COMPROMISE,

MITIGATION

4, ON THE QUESTIOL OF AW EQUI-PROPORTIOKAL INCREASE VERSUS A MIRIAUR
PERCENTAGE INCREASE, THREE LIRECTORS (JAPAN, NETHERLANDS AND ITALY)
PREFERRED A MIKINUM PERCENTAGE INCREASE AND ONE DIRECTOR (GERMARY)
COULL ACCEPT EITHER. ALL OTHER DIRECTORS SUPPORTED THE EQUI-
FROPCRTIONAL APPRCACH,

5., SCVERAL LIRECTORS (CHINA, INDIA, INDOKESIA, VEREZUELA, GUIKEA AHD
IRAN) REPEATED THEIR VIEw THAT THE RELATIVE QUOT" SHARE OF HNON-

CIL LDCS SHOULD AT LEAST BE MAINTAINED AT ITS PRESENT LEVEL. BUT
THES& DIRECTORS WERE ALSC PREPARED, WITH VARYING DEGREES OF
RELUCTANCE, TO SUFPORT A CERTAIN ADJUSTMENT COEFFICIENT,

ADJUSTMENT COEFF ICIENT

6. VilTH RCGARD TO THE SI1ZE OF THE ADJUSTMENT COEFF ICIENT, VAN
HOUTVEH NOTED THE FOLLOWING POSITION:

(") AT ONE EXTREIME, SEVEN DIRECTORS - CHINA, INDIA, INDONESIA,
GUINEA, HIGER, EBRAZIL AND IRAN (AS ITS SECOND PREFERENCE) - ACCCUKT—
166 FOR JUST CVER 20 PERCENT OF THE VOTING POMER, PREFERRED METHCD
3 WITH AN EGUI-PROPORTIONAL ELEMENT OF 75 PERCENT AND THUS AN f
ADJUSTMERT CCEFFICIENT OF NOT MCRE THAN € PERCENT, :
(11) AT THE OTHER EXTREWE, SEVEN DIRECTORS - JAPAN, GERMARY,
NETHERLANDS, ITALY, ICELAHD, LIBYA AND IRAR (AS A FIRST CHGICE) -
ACCOUKT IG FOR APPROXINATELY 26.5 PERCENT OF THE VOTIKG POUER,
PREFERRED AN AJUSTMENT COEFFICICNT OF AT LEAST 25 PERCENT. IN THIS
GROUP, GERMARY, KETHERLAHDS ARLD ITALY SPECIFICALLY PREFERREL AHM
ADJUSTHENRT COEFFICIENT OF ABOUT 32 PERCENT WHILE JAPAN, ICELARD,
IRAN AND LIBYA, WHO HAD SUPPORTEL METHOD 4, THOGUGHT THE ADJUSTHENT
COEFFICIENT SHOULL BE HIGHER.
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(LI1) IN BETWEEM THESE TwC EXTREMES, THERE VEREC NIKE DIRECTORE,
ACOUNT ING FOR SOME %4 PERCENT OF THE VOTING POWER, WHO SUPPCRTED AK
ADJUSTHERT CCOEFFICIENT IN THE RANGE OF 15-25 PERCEKT. OF THESE
LIRECTORS, SIX = US, MYSELF, CAKADA, AUSTRALIA, AUSTRIA AKNT SAUDI

ARAELA = WITH APPROXIMATELY 42 FERCENT OF THE VOTING POwWER, PREFERRED
Al ADJUSTHENT COEFFICIENT WITHIN THE RAMGE COF 20-25 PERCERT. THE
OTHER THREE DIRECTORS = FRANCE, VEREZUELA AND ARGENTINA - PREFERRED

A ALJUSTMEWT COEFFICIENT OF 16 PERCENT,

I RESPONSE TO QUESTIONS FROM ZHANG (CHINA) AND OTHERS, VAN

HOUTVEN AGREED THAT THE CAKE COULD ALSC BE SLICED IN THE FCLLOWIKG
wAY 3
(A) AT ORE EXTREME, THERE WERE TEN DIRECTORS - CHINA, INDIA,

IRDONES 1A, GUINEA, KIGER, BRAZIL, IRAN (AS A SECGKD PREFERENCE),
FRANCE, VENEZUELA AND ARGEHTINA - WITH A COMEINED VOTING FOWER OF
APPROXIMATELY 30 PERCENT wWHO PREFERRED AN ADJUSTMENT CCEFFICIENT
Iy THE RANGE OF 6-16é PERCENT,
(E) AT THE OTHER EXTREME, SEVEN DIRECTORS - JAPAN, GERMANY,
WETHERLANDS, ITALY, ICELAND, LIBYA AND IRAN (AS A FIRST CHOICE) -
VITH SOME 26.5 PERCENT OF THE VCTING POWER SUPPORTED Al ADJUSTREKT
COEFFICIEWT I THE 25-32 PERCENT RAKGE OR HIGHER.
(C) It BETWEEW, SIX DIRECTORS - US, MYSELF, CANADA, AUSTRALIA,
AUSTRIA AKD SAUDI ARABIA = wITH APPROXIMATELY 42 PERCENT OF THE
VOTING POWER PREFERRED AN ADJUSTHEKT COECFFICIENT IN THE 20-25 PERCEKT
RAHGE

£. FCO PLEASE ADVANCE TC SIR K CCOUZENS AND LAVELLE (KNT), GILCHRIST
(BANK OF ENGLAKRD) AWD APPLEYARD (ERD).

ANSON
MONETARY . COPI&S 7o'~
CR)D ADvpmer ADDRESS EES

fADVANCED AS REQUESTED)
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CONF IDENTI AL
FM UKDEL IMF/IBRD WASHINGTON 2222237 DEC 82 (
TG PRIORITY F C ©
TELEGRAM NUMBER 297 OF 22 DECEMBER C: )
— [ |
IMFs FURD POLICIES OH MINIMUM QUOTAS \
1. OW 21 DECEMBER, EXECUTIVE BOARD CONSIDERED EB/CQUOTA/82/12. THE
DISCUSSION WAS INCONCLUSIVE. SUMMING UP, THE MANAGING DIRECTOR SAID
THAT 14 DIRECTORS (AUSTRALIA, CANADA, FRANCE, JAPAN, NIGER, TANZAN-
IA, SAUD! ARABIA, LIBYA, IRAN, INDIA, CHINA, VEWEZUELA, BRAZIL AND
INDOHESIA) WITH APPROXIMATELY 45 PERCEHT OF THE VOTING POWER COULD
SUPPORT SOME FORM OF ACTION TO RAISE THE QUOTAS OF MEMBERS WHOSE
PRESENT QUOTAS WERE BELOW SDR1D MN. 6 DIRECTORS (US, MYSELF, GERMANY,
NETHERLANDS, ITALY AND ARGENTINA) WITH 42 PERCENT OF THE VOTING
POWER COULD NOT SUPPORT ACTION ON THIS QUESTION. ONE DIRECTOR
(ICELAND) WAS SYMPATHETIC TG THE PROBLEMS OF COUNTRIES WITH VERY
SMALL QUOTAS BUT COULD NOT SUPPORT ACTION AT THIS TIME. ONE
DIRECTOR (AUSTRIA) DID NOT EXPRESS A VIEW. THE MAKAGING DIRECTOR
CONCLUDED THAT THE MOST SENSIBLE COURSE WOULD BE TO INCLUDE THE
ESSENCE OF THE DISCUSSION IN A SEPARATE PARAGRAPH IN THE BOARD'S
REPORT TO GOVERNORS ON THE &TH QUOTA REVIEW (SCHEDULED FOR INITIAL
BOARD DISCUSSION ON 4 JANUARY). '

e g e

2. PROWSE (AUSTRALIA) MADE A STRONG OPENING STATEMENT IN FAVOUR OF £
INCREASING THE QUOTAS OF THOSE 17 COURTRIES WHOSE PRESENT QUCTAS
WERE BELOW SDR10 MN. THESE COUNTRIES WERE MAINLY SMALL ISLAND OR
LAND-LOCKED DEVELOPING ECONOMIES SUFFERING FROM THE DISADVANTAGES !
OF GEOGRAPHICAL (SOLATION, TRANSPORTATION AND COMMURNICATION DIFF |- §
CULTIES, LIMITED OPPORTUNITIES FOR EXPORT DIVERSIFICATION AND LIMI- g
TED ACCESS TO INTERNATIONAL CAPITAL MARKETS. THE MAIN CONSIDERATION i
FOR THESE COUNTRIES wAS MEANINGFUL ACCESS TO FUND RESOURCES AS WELL i
AS TO FUWD ADVICE AND TECHNICAL ASSISTANCE. THEIR OBJECTIVE WAS KOT g
7O HAVE GREATER ACCESS TO LOW CORDITIONALITY FUNDS. IF CONDITIONAL-
ITY WAS REGARDED AS A PROBLEM, THE FUND COULD REVIEW |TS ASSISTANCE
TO THESE MEMBERS IN THE LIGHT OF EXPERIENCE. ANY UPWARD ADJUSTMENT
I THE QUOTAS OF THESE MEMBERS wOULD HAVE A NEGLIGIBLE EFFECT ON
THE QUOTA AND VOTING SHARES OF OTHER MEMBERS. THERE WAS A CLEAR

GAP BETWEEN THIS GROUP AND THE NEXT COUNTRY UP (LESOTHO). BUT AN
UPWARD ADJUSTMENT WOULD HAVE A VERY POSITIVE EFFECT ON THE ATTIT-
UDE OF THESE MEMBERS TO THE FUND. ANY DEPARTURE FROM THE UNIFORMITY
PRINCIPLE wOULD BE VERY SMALL AND WAS CLEARLY JUSTIFIED ON ECONOMIC
GROUNDS AS THE EXISTING QUOTA FORMULAE DID NOT TAKE ACCOUNMT OF THE
SPECIAL PROBLEMS OF THESE MEMBERS. THE UPWARD ADJUSTMENT COULD BE
MADE AFTER THE WMAIN DECISIONS HAD BEEN TAKEW UMDER THE B8TH REVIEW
AND NEED NOT COMPLICATE THE PACKAGE.

EE e

3., PROWSE MENTIONED FOUR POSSIBLE METHODS OF RAISING THESE MEMBERS'
QUCTAS:
(4 THE QUOTA OF EACH MEMBER CQOULD BE RAISED TO SDR1O MN AFTER

i
i
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THE GENERAL INCREASE UNDER THE 8TH REVIEW. THIS WOULD QUOTE
COST UNQUOTE THE FUND (IN TERMS OF ADDITIONAL GUOTA
ALLOCATIONS) AN AMOUKT OF SDR8O MHN.

(11)  THE QUOTAS OF THESE MEMBERS COULD BE ROUNDED UP IN THREE
CLASSES AFTER THE GENERAL INCREASE UNDER THE 8TH REVIEW.
QUOTAS BELOW SDRS MN COULD ROUNDED UP TO SDRS MN: QUOTAS
BETWEEN SDRS MN AND SDR7.5 MN COULD BE ROUWDED UP TO SDR
7.5 MN: AND QUOTAS BETWEEN SLR7.5 MN AND SDR10 MN CQULD BE
ROUNDED UP TO $DR10 MN. THIS wOULD COST THE FUND SDR1T MN.

(111) THE QUOTAS OF THOSE MEMBERS WHOSE RATIO OF PRESENT QUOTAS
TG CALCULATED QUOTAS WAS BELOW THE AVERAGE RATIO FOR THE
GROUP COULD BE RAISED TO THE AVERAGE RATIO. THIS WOULD COST
SDR19 MN.

(1V)  THE FUND COULD GIVE THE 17 MEMBERS A SPECIAL PERCENTAGE
INCREASE, OF, SAY, 25 PERCENT, ON TOP OF THEIR NEW QUOTAS
AFTER THE 8TH REVIEW. THIS WOULD COST SOME SDR23 MW,

4, PROWSE WAS SUPPORTED BY 13 DIRECTORS, NOTABLY JOYCE (CANADA),
ALF IDJA (NI1GER) AND MTE! (TANZANIA). ALFIDJA, MALHOTRA (INDIA),
HABIB (INDONESIA) AND FINAISH (LIEYA) COULD ACCEPT ANY OF THE FOUR
METHODS OUTLINED BY PROWSE. ZHANG (CHINA) COULD ACCEPT METHOD (11)
OR (1!1)s LE LORIER (FRANCE), JOYCE, NIMATALLAH (SAUDI ARABIA) AND
SALEHKHOU (IRAN) PREFERRED METHOD (11). MTE!, SENIOR (VENEZUELA)
AND KAFKA (BRAZIL) PREFERRED OPTION (111) BUT LE LORIER SAID THIS
METHOD WAS UNACCEPTABLE. HIRAC (JAPAN) SIMPLY SAID THAT THE QUEST-
I1ON SHOULD BE RE-EXAMINED AFTER SATISFACTORY AGREEMENT HAD BEEN
REACHED ON THE OVERALL SIZE OF THE QUOTA INCREASE AND THE METHOD
OF DISTRIBUTION.

5. LE LORIER, SALEHKHOU AND MTE! ALSO UNDERLINED THE IMPORTANCE THEY
ATTACHED TO A REVIEW OF BASIC VOTES IN THE CONTEXT OF THE B8TH
REVIEW. PROWSE CONSIDERED THAT THE QUESTION OF BASIC VOTES WAS
SEPARATE FROM THAT OF MINIMUM QUOTAS, BUT HE ACKNOWLEDGED THAT

BASIC VOTES MIGHT HAVE TO BE EXAMINED SEPARATELY.

6. ON THE OTHER SIDE, | SAID THAT I CCULD APPRECIATE THE CONCERMS
RAISED DY PROWSE BUT DOUBTED WHETHER THIS WAS THE MOST APPROPRIATE
WAY OF DEALING wITH THEM (YOUR TELNO 247). THE SMALL QUOTA POLICY
HAD BEEN SUSPENDED BECAUSE THE QUOTA FORMULAE HAD BEEHW MODIFIED IN
1963 TC TAKE CARE OF THE PROBLEMS OF SHMALLER HMEMBERS AT THAT TIME.
NO STRONG ECONOMIC CASE nAL BEEN MADE FOR ROUNDING UP QUOTAS AT THE
BOTTOM END OF THE SCALE AT THE PRESENT TIME. A MINIMUM QUOTA POLICY
vWAS A VERY CRUDE INSTRUMENT FOR DEALING WITH THE PROBLEMS OF SMALL
MEMBERS. IF CLASSES OF ECOKOMIES SUCH AS SMALL AND ISOLATED ISLANDS
FACED DISTINCTIVE PROBLEMS, THE BOARD COULD PERHAPS EXAMINE, SEPAR=-
ATELY, WHETHER FUND PROGRAMMES SHOULD TAKE ACCOUNT OF THESE SPECIAL
PROBLEMS.

r4
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7. DALLARA (US) MADE SIMILAR POINTS. EXISTING POLICIES HAD NOT
WORKED TO THE DISADVANTAGE OF SMALLER COUNTRIES WHO HAD JOINED THE
FUND SINCE THE MINIMUM QUOTA POLICY WAS SUSPENDED, THE COST OF
PROWSE'S SUGGESTIONS MIGHT NOT BE LARGE BUT 1T wWOULD SET AN
UNDESIRABLE PRECEDENT. LASKE (GERMANY) SAW NO REASON FOR GIVING
SMALL MEMBERS SPECIAL TREATMENT. THIS wOULD BE TANTAMOUNT TO A
REINTRODUCTION OF THE MINIMUM GUOTA POLICY wWHICH WOULD RUN COUNTER
TO THE PRINCIPLES OF UNIFORMITY. LOVATG (ITALY) SAW NO REASON

TO COMPLICATE THE 8TH REVIEW WITH THIS NEW ELEMENT. POLAK (NETHER-
LANDS) THOUGHT IT wOULD BE A GREAT MISTAKE TO INTRODUCE POSSIBLE
DISTORTIONS INTO THE QUOTA EXERCISE. TEIJEIRO (ARGENTINA) SAW NO
REASON TO INTRODUCE NEW DISTORTIONS WHEN THE AIM OF THE 8TH REVIEW
WAS TO REDUCE EXISITING ONES.

8. FCO PLEASE ADVANCE TO SIR K COUZENS AND LAVELLE (HMT), GILCHRIST
(BAKK OF ENGLAND) ANL APPLEYARD (ERD).

ANSON
ADVANCED AS REQUESTED

MONETARY COPIES To:

ERpP ADVANCE ADDRESSEES
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SECRET

FROM: R G LAVELLE

i}/ﬁ- DATE: 23 December 1982
M >/
CHANCELLOR d cc: Sir K C
\ ‘A » WY M;rLittigf'ens
W Mr Bottrill o/r

Lﬂy¢bﬁﬂk1 a:) Mr Atkinson
%g‘* L ‘Y'),AL( Mr Sheridan o

INTERIM COMMITTEE/SAUDI ARABIA: WASHINGTON TEL NO 298 /WQUH YT YR V9

4 f"\ I)c , O \

Perhaps I could offer a few rapid comments on the Managlng Dlrector s‘

D e WA Tallls e

pre-Christmas message. k.
‘tia e
1-5”**

Interim Committee Meeting LAK'}f\

]

2e On balance the message here is encouraging;

B.s In particular there has been a major advance on the question

of distribution. It will much ease the handling of discussion if,

as seems now to be the position, Ministerial attention can
concentrate in this area solely on the extent of any equiproportional
increase that should be allowed to dilute the effects of one basic
distribution technique. The basic technique in question - 'Method

3' - is fortunately itself relatively intelligible viz (in its

pure form) distribution of all the increase in quotas by reference

to shares in calculated quotas. At a guess we might end up at

a compromise involving 50% of the distribution being equiproportional.
Our detailed briefing will illustrate the effects of this on shares

and access.

4, If, as one may expect, the Managing Director invites the
Committee on the day to express views on a limited essential

group of issues, as narrowly defined as he can get away with, he
might well, at least on a first round, suggest that access is left
to the Executive Board. After a round of statements on the size
of the Fund and distribution (even in +the focussed form now
possible) there may be little disposition for a wrangle on access.
But if that is not acceptable to LDCs he may have to suggest a

\(:-k
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broad formula for the guidance of the Board eg maintenance of
existing access in cash terms. ©Since there are different ways
of achieving the latter - by a general formula which gives some
an actual increase in access, or by some kind of reserved rights
rule -a broad formula may be enough.

5a The Managing Director seems to retain a degree of concern on
the saleability of the enlarged GAB plan. The point here, however,
is that the Americans seem to have been a little upset that
the propoéal was not found acceptable on the spot by developing
countries. But it is scarcely surprising that they need time to
digest it. There is unlikely to be serious trouble once they

have done so and realise the limited room for negotiation between
the size of quotas and size of the GAB.

6. The idea of some formal handling of any renewed bids for SDR
allocation seems promising.

The Saudi visit

Vi Here it is helpful that the question of the third SAMA tranche
is to be dealt with separately. A satisfactory outcome here, plus
squaring an influential participant in the negtiation of the

general package, are obviously two major objectives for the
January visit.

8. The question of Saudi engagement in some parallel arrangement
to the GAB proposal, a third objective, is rather different.

From one point of view the absence of any such arrangem emts would
not significantly undermine the total package. But an indication
of Saudi willingness to contemplate a parallel arrangement would
be a handsome plus, and a héelpful signal to the markets.

9. Any direct Saudi involvement in the GAB arrangement itself
via voting would seem something to be avoided. It would imply
a closer relationship than would be wanted by G-10 members and a
potential source of awkwardness when the immediate motives for

- D -
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enlargement have disappeared. All the benefits of association
could be secured by a mild degree of parallelism which made
participation by neither party, G-10 or the Saudis, a condition
of participation by the other, but offered encouragement to it:
so that on the day suitable ad hoc sharing of loans could be
negotiated by the Managing Director.

10. This points to a fairly careful progression in which any
initial stmong Saudi interest in close participation might need

to be played away by reference to the need ('from the Saudis'

own point of view') for the G-10 to sort themselves out first.

As noted above, it is not essential that this matter is brought to
a precise conclusion by February: but some words for a communiqué

would be welcome.

b

R G LAVELLE
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TO IMMEDIATE FCO /
TELEGRAM NUMBER 298 OF 22 DECEMBER 1982 f
INFO RIYADH, JEDDA.

CHANCELLOR OF THE EXCHEQUER'S VISIT TO SAUD! ARABIA

1. | PASSED THE CONTENTS OF YOUR TELNC 253 TO THE MANAGING
DIRECTOR TODAY. HE WAS VERY GRATEFUL FOR THIS EARLY INDICATION
OF THE CHANCELLOR'S CONCERNS. ! TALKED WITH HIM THIS EVENING,
AND HE GAVE ME HIS PRESENT PRELIMINARY THINKING OW THE QUESTIONS
IN YOUR PARA 2. |IT WAS UNDERSTOOD, OF COURSE, THAT THESE VIEWS
WOULD BE REFINED DURING THE PERIOD BETWEEM NOW AND WHEN A
DECISI0OH WwOULD NEED TO BE TAKEN ON AN EARLY INTERIM COMMITTEE,
HI1S COMMENTS WERE AS FOLLOWS (RELATED TO THE SUBHEADINGS 1IN YOUR
TELEGRAM) .

le INTERIM COMMITTEE MEETING

{A} YES. IT WOULD BE EASIER TO GET A MORE ENTHUSIASTIC RESPONSE
IF WE COULD GET A RESULT SOMEWHAT HIGHER THAN SDR 90 BILLIOM.
THIS FIGURE WAS A BIT ON THE TIGHT SIDE, BUT HE THOUGHT THAT EVEN
SOR 90 BILLION WOULD DO I THE LAST RESORT,

(B) HE THOUGHT THAT SIGNIFICANT PROGRESS HAD BEEN MADE IN THE
EXECUTIVE BOARD OGN DECEMBER 21, WE HOW HAD A DECISION ON THE BASIC
METHOD AND ON AN EQUIPROPORTIONAL INCREASE AS THE METHOD OF

QUOTE MITIGAT ION UNQUOTE. THIS SHOULD AVOID MESSING UP THE
INTERIM COMMITTEE W!TH METHODOLOGICAL QUESTIONS. HE THOUGHT THE
DEVELOP ING COUNTRIES WOULD BE PREPARED TO ACCEPT SCME REDUCTION
In THEIR SHARE. THE IR ARGUMENT FOR A 7% PER CENT EQUIPROPORTIONAL
ELEMENT ALREADY- IMPLIED THAT THEY HAD GOT THROUGH THIS QUESTION
OF PRINCIPLE, THE ™D HAD DISCUSSED THIS wiTH MALHORTRA (INDIA)
AND ZHANG (CHINA) WHO wWOULD SEEK TO IMPRESS THE POINT ON THEIR
CAPITALS. THEY wWOULD, HOWEVER, OBVIOUSLY TRY TO KEEP THE SHIFT

AS LIMITED AS POSSIBLE.

THE MD THOUGHT THAT HIS PLEA FOR A COMPROMISE AT THE END OF THE
MEETING OM DECEMBER 21 HAD NOT BEEN TCQO DADLY RECEIVED. THE

4




THE MD THOUGHT THAT HIS PLEA FOR A COMPROMISE AT THE ENU OF THE
MEETING ON DECEMBER 21 HAD NOT BEEN TCO BADLY RECEIVED. THE

LUC'S wOULD PROBABLY BE RESIGHED TO MAKE SOME FURTHER MOVE N

THE IR POSITION. SUFFICIENT PROGRESS HWAD BEEN MADE ON THIS SUBJECT
IN THE BOARD, AND IT SHOULD NOT BE TAKEN BACK TG THE BOARD

EXCEPT I THE CONTEXT OF DRAFTING THE DTOERD'S REPCRT TO THE
INTERIM COMMITTEE . WHEN DRAFTING WAS BEGUN, HE WOULD INSIST

THAT THE EOARD SHOULD WNOT REOPEN QUESTIONS WHICH HAD ALREADY

BEEN SETTLED. |
OW BALEWCE, THEREFORE, HE THOQUGHT THAT THE ANSWER TO QUESTIONS
(B) wAS YES. i

{C) THIS WAS MORE DIFEJCULT TC ANSMER. THE UNITED STATES HAD
RATHER REISED THE HOPES OF THE LDC'S BY THEIR EARLIER SUGGESTION
THAT ACCESS LIMITS SHOULD BE CONSIDERED AS PART OF THE PACKAGE.
HE DID NOT KNOW WHAT STRATEGY THE G24 WOULD ADOPT. THEY wOULD N
MEET IMMEDIATELY BEFORE THE INTERIM COMMITTEE, AND WOULD UNDOUBTEDLY
USE FAIRLY EXTREME LANGUAGE. BUT HE DID KOT KNOW WHETHER THEY

WOULD GO AS FAR AS LINKING THEIR APPROVAL ON THE PACKAGE TO

SOME DEAL ON THE ACCESS LIMITS. HE WAS THEREFORE RELUCTANT TO GIVE
A FULL YES TO THIS QUESTION, '

(D) THERE WERE TwQ OTHER SUBJECTS WHICH HE THOUGHT SHOULD 3E
ADDED 7O YOUR LIST. ON THE GAB, WE WOULD HAVE TQ SEE HOW THE BOARD
DISUCSSION WENT ON JANUARY 5. HE WOULD PREFER TO RESERVE

H1S POSITION UNTIL THEN. THE UNITED STATES HAD BEEN VERY UPSET
BY THE DISCUSSION ON DECEMBER 17 BUT HE THOUGHT UNKNCESSARILY SO.
MALHOTRA HAD TAKEN A VERY HARD POSITION BUT THE REACTION OF OTHER
DIRECTORS HWAD WOT BEEN TOO BAD, THE OTHER POINT WAS THE QUESTIOM
OF SDR ALLOCATION, WHICH HAD COME UP IN THE BOARD -

MEETING EARLIER TODAY (WHICH | wiLL REPORT SEPARATELY). HE THOUGHT
THAT SOMETHING WOULD NEED TO BE SAID OM THIS IN THE BCARD REPORT
AND IN THE INTERIM COMMITTEE COMMUNIQUE. HE HIMSELF WAS ATTRACTED
BY THE IDEA OF JOYCE (CANADA) THAT THE INTER I COMMITTEE SHOULD
ASK FOR A SPECIFIC REPORT OM THE ALLOCATION QUESTION BEFORE THE
HEXT MEETING OF THE INTERIM COMMITTEE OR THE ANMUAL MEETING. THIS
MIGHT BE A WAY OF AVOIDING CONTENTION IN THE IHTERIM COMMITTEE.

HE DID NOT KNOw WHETHER THE LDC'S WOULD GO AS FAR AS TO SAY THAT
THERE wWOULD BE NO DEAL AT ALL UHLESS AN ALLOCATION WAS

AGREED ON THE SPOT. THIS wOULD BE CUTTING OFF THEIR MOSE TO

SPITE THEIR FACE, ARD HE DOUBTED WHETHER THE LATIN AMERICAMS wWOULD
SUPPORT A BLOCKING STRATEGY OF THIS KIND. HIS ASSESSMENT ON THIS
QUESTION WAS RATHER LIKE THAT ON ACCESS, BUT IN ANY CASE THE PROBLEM
WOULD BE JUST THE SAME IN APRIL AS IT WOULD BE IM FEBRUARY.

IT MIGHT BE EASIER TO FORM A BETTER JUDGMENT WHEN THE BOARD
STARTED DISCUSSING THE DRAFT REPORT ON JANUARY &4,

11 SAUD! ARABIA AND THE FUND

(A) THE SAUDIS WOULD MUCH PREFER SDR 100 BILLION, BuUT wOUuLD
RELUCTANTLY ACCEPT SDR 30 BILLIOM, ABALKHAIL HAD ALREADY SAID TO
THE MD THAT THE FUND NEEUED A STRONG IMCREASE IM ITS CAPITAL BASE
BECAUSE T WAS A 316G BORROWER. ON DISTRIBUTION, THE SAUDIS HAD MADE
IT CLEAR IN THE BOARD DISCUSSION CN DECEMBER 21 THAT THEY

WOULLD TAKE A CEWTRAL PCSITION,

(B) HE THOUGHT THAT THE SAUDIS HAD NOT YET HMADE QP4THEtR MINDS .
IT wAS CLEAR THAT THEY WERE INMTERESTED It THE IDEA AMD HAD BEEN
ASKING PROBING QUESTIONS ABOUT THE GAB, E.G. WHETHER THE &WITT
HAN A UNTE  ANMT QfF OM . HE CQUHECDECTEDN THAT TUECY woui! N § t¥E TO RBF
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Vv omAw LLGAR FRAL THEY WeRE THTERESTED IN THE {DEA AND HAD BEEN
ASKING PROBING QUESTIONS ABOUT THE GAB, E.G. WHETHER THE SWITT

HAD A VOTE, AND SO ON. HE SUSPECTED THAT THEY wWOULD LIKE TO BE

A VOTING PARTY, BUT NOT A FULL PARTICIPANT. AS REGARDS AMOUNT,

HE WAS CONYINCED THAT THEY WOULD WAHKT THEIR CONTRIBUTION TO A PARA-
LLEL ARRANGEMENT TO BE BASED OH QUANTITATIVE CRITERIA AS FOR OTHER
PARTICIPANTS,. THE FUND HAD ALREADY DOME SOME CALCULATIONS (WHICH

| WiLL SEND BY BAG) WHICH SUGGESTED THAT QUANTITATIVE INDICATORS
WOULD SUPPORT A SAUDI CONTRIBUTION IN THE RAGE OF SDR 1-2.3
BILLION, AND PERHAPS IN THE UPPER HALF OF THAT RAMGE,

(C) ON TACTICS, THE MD HAD THCUGHT IT MIGHT BE A GOOD IDEA

TO OFFER THE SAUDIS A CHOICE O N THE METHOD COF ASSOCIATION,

BUT HE UNDERSTOOD THAT THE G10 HAD NOT FAVOURED THIS, 1T wOULD
BE IMPORTANT :NOT TO PUT THEM IN A BOX, BUT TQO EMPHASISE OUR
IMPORTANT COMMON INTEREST, AND DISCUSS WHAT DIFFERENT TYPES OF
ASSOCIATION MIGHT BE ACCEPTABLE. THIS wOULD HAVE TQ BE DONE
DELICATELY, AND HE ASSUMED THAT THE CHANCELLOR wOULD BE HAVING

A WORD ON THE TELEPHONE WITH DELORS WHEN THE LATTER HAD RETURNED
FROM RIYADH,

Iile SAUDI LOAN

THE MANAGING DIRECTOR DOES PLAN TO DISCUSS THE THIRD SAMA TRANCHE
DURING THE VISIT, BUT THINKS HE SHOULD DO THIS SEPARATELY. IT
WOULD BE TACTLESS TO GIVE THE IMPRESSION THAT THE CHANCELLOR

HAD COME AS CHAIRMAN OF THE INTERIM COMMITTEE TO PURSUE THIS
SUBJECT. IT WAS, OF COURSE, POSSIBLE THAT 1T wOULD COME UP
INCIDENTALLY IN A DISCUSSION OF THE POSSIBLE SAUD! CONTRIBUTION
TO AN EXTENDED GAB. IF THAT SHOULD HAPPEN, THE MD WOULD INDICATE
THAT HE WOULD HIMSELF PURSUE THE THIRD TRANCHE IN HIS SEPARATE
TALK., '

2. ON THE LAST PARAGRAPH OF YOUR TELEGRAM THE MD AGREED THAT
IT WOULD BE NECESSARY TO MAKE AN UP-TO-DATE ASSESSMENT WITH A VIEW
TO A DECISION IMMEDIATELY AFTER THE SAUD! VISIT. HE WELCOMED THE

{DEA THAT THE CHANCELLOR SHOULD SOUND HIS G5 COLLEAGUES JUST BEFORE -

THE VISIT IN THE LIGHT OF THEIR OwWN CONTACTS WiTH DEVELOPING
COUNTRIES,

3. FCC PLEASE PASS DESKBY 23090027 TO PPS/CHAMCELLOR OF THE
EXCHEQUER AND TO COUZEMS AND LAVELLE (TREASURY), GILCHRIST
(BANK OF ENGLAND).

ANSCN
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TO IMMEDIATE FCO
TELECGRAM HUMBER 293 OF 22 DECEMBER 1982
INFO RIYALDH, JELDA.

CHANCELLOR OF THE EXACHEGQUER'S VISIT TO SAUDI ARABIA

1. | PASSED THE CONTENTS OF YOUR TELNO 253 TO THE MANAGING
DIRECTOR TODAY. HE WAS VERY GRATEFUL FOR THIS EARLY INDICATION
OF THE CHAWCELLOR'S CONCER&S. | TALKED WITH HIM THIS EVENING,
ARD HE GAVE WE HIS PRESERT PRELIMINARY THINKING O THE QUESTIOMS
iN YOUR PARA 2. |T WAS UNDERSTQOD, OF COURSE, THAT THESE VIEW
WOULD BE REFINED DURING THE PERIOD BETWEEN NOW AND WHEHW A
DECISI0H WOULD NEED TO BE TAKEN On AN EARLY INTERIM COMMITTEE.
HiS COMMENTS WERE AS FOLLOWS (RELATED TQ THE SUDHEADINGS 1IN YOUR
TELEGRAM) .,

lo INTERIM COMMITTEE MEETING

(A) YES. IT WOULD BE EASIER TO GET A MORE ENTHUSIASTIC RESPONSE
IF wE COULD GET A RESULT SOMEWHAT HIGHER THAN SDR 90 BILLION.
THIS FIGURE WAS A BIT OR THE TIGHT SIDE, BUT HE THOUGHT THAT EVEN
SODR 90 DILLION wWOULD DO IN THE LAST RESORT.

(B) HE THOUGHT THAT SIGHIFICANT PRGGRESS HAD BEEWR MADE IN THE
EXECUTIVE BOARD OGN DECEMBER 21. wE HOw HAD A DECISION ON THE BASIC
METHOD AND Ol AN EQUIPROPORTIONAL INCREASE AS THE METHOD OF

GUCTE MITIGATION UMQUOTE. THIS SHOULD AVOID MESSING UP THE
PHTER 1M COMMITTEE WiTH METHODOLOGICAL QUESTIONS. HE THOUGHT THE
DEVELOPING COUNTRIES %wWOULD BE PREPARED TO ACCEPT SCME REDUCTION
I THEIR SHARE. THEIR ARGUMENT FOR A 75 PER CEMT EQUIPROPORTIONAL
ELEMENT ALREADY IMPLIED THAT THEY HAD GOT THRQUGH THIS QUESTION
OF PRINCIPLE. THE MD WAD DISCUSSED THIS WITH MALHORTRA (IHDIA)
ARD ZHANG (CHINA) WHO WOULD SEEK TO IMPRESS THE POINT OR THEIR
CAPITALS., THEY WOULD, HOWEVER, OBVYIOUSLY TRY TO KEEP THE SHIFT

AS LIMITED AS POSSIBLE.

THE MD THOUGHT THAT HIS PLEA FOR A COMPROMISE AT THE END OF THE
MEETING ON DECEMEER 21 HAD NOT BEEN TOO BADLY RECEIVED. THE

LDC'S WOULD PROBABLY EBE RESIGHED TO MAKE SOME FURTHER MOVE N
THE(R POSITION. SUFFICIENT PROGRESS HAD BEEN MADE ON THIS SUBJECT
It THE BOARD, AND |T SHOULD NOT BE TAKEM BACK TO THE BOARD

EXCEPT IN THE CONTEXT GF DRAFTING THE DTOERD'S REPCORT TO THE
INTERIM COMMITTEE. WHER DRAFTING WAS EEGUN, HE WOULD INSIST

THAT THE £OARD SHOULD WNOT REOPEN QUESTIONS WHICH HAD ALREADY

DEER SETTLED,.

ON BALENCE, THEREFORE, HE THOUGHT THAT THE ANSWER TO QUESTIONKS
(B) WAS YES. CONFIDINTIAL /<)
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(C) THIS WAS MORE DIFFICULT TO ANSWER, THE UNITED STATES HAD
RATHER REISED THE HOPES OF THE LDC'S BY THEIR EARLIER SUGGESTION
THAT ACCESS LIMITS SHOULD BE CONSIDERED AS PART OF THE PACKAGE.
HE D150 WOT KNOW WHAT STRATECY THE G24 wWOULD ADOPT. THEY WOULD
MEET IMMEDIATELY BEFORE THE INTERIM COMMITTEE AND WOULD UNDOUBTEDLY
USE FAIRLY EXTREME LAMGUAGE. BUT HE DID NOT KNOW WHETHER THEY
WOULD GO AS FAR AS LIMKING THEIR APPROVAL ON THE PACKAGE TO
SOME DEAL OW THE ACCESS LIMITS, HE WAS THEREFORE RELUCTANT TGO GIVE
A FULL YES TO THIS QUESTION.

(D) THERt WERE TWC OTHER SULJECTS wHICH HE THOUGHT SHOULD BE

ADDED TO YOUR LIST. ON THE GAB, wWE wOULD HAVE TO SEE HOW THE BCARD
UISUCESTON WENT ON JANUARY 5, HE WOULD PREFER TO RESERVE

HIS POSITION UNTHIL THEN. THE UNITED STATES HAD BEEN VERY UPSET

BY THE DISCUSS10W ON DECEMBER 17 BUT HE THOUGHT UNNCESSARILY SO.
HMALHOTRA HAD TAKEK A VERY HARD POSITION BUT THE REACTION OF OTHER
DIRECTORS HAD WOT BEEN TOO BAD. THE OTHER POINT WAS THE QUESTION
OF SDR ALLOCATICN, WHICH MAD COME UP IN THE BOARD

MEETING EARLIER TODAY (WHICH | WILL REPORT SEPARATELY)., HE THOUGHT
THAT SOMETHING WOULD NEED TO BE SAID OH THIS IN THE BOARD REPORT
AND IN THE INTERIM COMMITTEE COMMUNIQUE. HE HIMSELF WAS ATTRACTED
BY THE IDEA OF JOYCE (CANADA) THAT THE INTERIM COMMITTEE SHOULD
ASK FOR A SPECIFIC REFORT ON THE ALLOCATION QUESTION BEFORE THE
HREXT MEETING OF THE INTERIM COMMITTEE OR THE ANNUAL MEETING. THIS
MIGHT BE A WAY OF AVOIDING CONTENWTION IN THE INTERIM COMMITTEE.

HE DID NOT KrOW WHETHER THE LDC'S WOULD GO AS FAR AS TO SAY THAT
THERE wWOULL BE WO DEAL AT ALL UNLESS AN ALLOCATION WAS

AGREED ON THE 8POT. THIS WOULD BE CUTTIKG OFF THEIR NOSE TO

SPITE THEIR FACE, AND HE DOUBTED WHETHER THE LATIN AMERICANS WOULD
SUPPORT A BLOCKING STRATEGY OF THIS KIND. HIS ASSESSMENT ON THIS
QUESTION WAS RATHER LIKE THAT ON ACCESS, BUT IN ANY CASE THE PROBLEM
WOULD BE JUST THE SAME IN APRIL AS IT WOULD EE IN FEBRUARY.

IT MIGHT BE EASIER TO FORM A BETTER JUDGMENT WHEN THE BOARD
STARTED DISCUSSING THE DRAFT REPORT ON JANUARY 4,

Il. SAUDI ARABIA AND THE FUND

(A) THE SAUDIS WOULD MUCH PREFER SDR 100 BILLION, BUT WOULD
RELUCTAKTLY ACCEPT SDR S0 BILLICM. ABALKHAIL HAD ALREADY SAID TO
THE MD THAT THE FUWD WNEEDED A STRONG INCREASE W ITS CAPITAL BASE
BECAUSE IT WAS A EIG DORROWER. ON DISTRIBUTION, THE SAUDIS HAD MADE
IT CLEAR IN THE BOARD DISCUSSION CON DECEMBER 21 THAT THEY

VOULD TAKE A CEWTRAL POSITION.

(B) HE THOUGHT THAT THE SAUDIS HAD WNOT YET MALE UP THEIR MINDS,

IT WAS CLEAK THAT THEY WERE INTERESTED 1I# THE IDEA AND HAD BEEN
ASKING PROBINC QUESTIONS ABOUT THE GAB, E.G. WHETHER THE SWITT
HAD A VOTE, AND SG OiN. HE SUSPECTED THAT THEY wOULD LIKE TO BE
A VOTING PARTY, BUT NOT A FULL FARTICIPANT. AS REGARDS AMOUNT,
HE WAS CONVINCED THAT THEY wWOULD wWANRT THEIR CONTRIBUTION TO A PARA-
LLEL ARRANGEMENT TO BE BASED OH QUANTITATIVE CRITERIA AS FOR OTHER
PARTICIPANTS. THE FUND HAD ALREADY DONME SOME CALCULATIONS (WHICH

| wiLL SEND BY BAG) WHICH SUGGESTED THAT QUANTITATIVE INDICATORS
wOULD SUPPORT A SAuD! CORTRIBUTION |N»THE RAGE OF SDR 1-2.3
B JON, AND PERHAPS IR THE UPPER HALF OF THAT RANGE,

ey | T CONFISINTIAL -2 fe) oo
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(C) On TACTICS, THE MD HWAD THOUGHT T MIGHT BE A GOOD IDtA

TO CFFER THE SAUDIS A CHOICE O & THE METHOD COF ASSOCIATION,

BUT HE UNDERSTOOD THAT THE G10 HAD NCT FAVOURED THIS. IT wOULD
CE IMPORTANT ROT TO PUT THEM IN A BOX, BUT TO EMPHASISE OUR
IMPORTANT COMMON INTEREST, AND DISCUSS WHAT DIFFERENT TYPES OF
ASSOCIATION MIGHT BE ACCEPTABLE. THIS wOULD HAVE TO BE LONE
DELICATELY, ARD HE ASSUMED THAT THE CHANCELLOR WOULD EBE HAVING

A wORD ON THE TELEPHOME WITHW DELORS WHEN THE LATTER HAD RETURNED
FROM RIYADH,

Itl. SAUD! LOAN

THE MANAGING DIRECTOR DOES PLAN TO DISCUSS THE THIRD SAMA TRANCHE
DURING THE VISIT, BUT THINKS HE SHOULD DO THIS SEPARATELY. IT
WOULD EE TACTLESS TO GIVE THE IMPRESSION THAT THE CHANCELLOR

HAD COME AS CHAIRMAN OF THE INTERIM COMMITTEE TO PURSUE THIS
SUBJECT. IT wAS, OF COURSE, PCSSIBLE THAT T wOULD COME UP
INCIDENTALLY IN A DISCUSSION OF THE POSSIBLE SAUDI CONTRIBUTION

G AN EXTENDED GAB. IF THAT SHOULD HAPPEN, THE MD wWOULD INDICATE
THAT HE wOULD HIMSELF PURSUE THE THIRD TRAKNCHE IN HIS SEPARATE
TALK.

2. ON THE LAST PARAGRAPH OF YOUR TELEGRAM THE MD AGREED THAT

IT WOULL BE KNECESSARY TO MAKE AN UP-=TO-DATE ASSESSMENT WITH A VIEW
TC A DECISION IMMEDIATELY AFTER THE SAUDI VISIT. HE WELCOMED THE
IDEA THAT THE CHANCELLCR SHOULD SOUND HIS G5 COLLEAGUES JUST BEFORE
THE VISIT IN THE LIGRT OF THEIR OwWR CONTACTS WITH DEVELOPING
COUNTRIES.

3. FCC PLEASE PASS DESKBY 2209%0CZ TO PPS/CHANCELLOR OF THE
EXCHEGUER AND TC COUZENS AND LAVELLE (TREASURY), GILCHRIST
(BANK OF ENGLAND).

FADVANCED AS REQUESTED)

ANSON
EoPIES To!-
21 nbrn;b ADDRESS EES
ZR
- ix amrbe § TAEPEORY
1

PS/HR RIFKIWD

Ps)Pus

MR EVANS

MR THOMAS

MR [FLERTON
SIR J LEANY 3 -
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TO IMMEDIATE JEDDA
TELEGRAM NUMBER 436 OF 23 DECEMBER
INFO RIYADH, UKDEL IMF/IBRD WASHINGTON.

RIYADH TELNO 96: VISIT OF CHANCELLOR OF THE EXCHEQUER

1. YOU WILL HAVE SEEN DETAILS OF THE CHANCELLOR'S TRAVEL
PLANS (MY TELNO 253 TO UKDEL). THE IMF PARTY IS NOW BOOKED

ON THE SAME FLIGHTS TO RIYADH.

2. WE SHOULD WELCOME YOUR ADVICE ON ACCOMMODATION. THE PARTY
WILL NUMBER FOUR OR FIVE, INCLUDING THE CHANCELLOR. THE IMF
TEAM ARE BOOKED INTO THE INTERCONTINENTAL. IF YOU ARE TO MAKE
HOTEL BOOKINGS IT WOULD SEEM SENSIBLE TO USE THE SAME ONE.

PYM

NNNN :
DISTRIBUTION COPIES TO:-
MINIMAL PS/CHANCELLOR

ERD GRS F

MED
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TO PRIORITY RIYADH

TELEGRAM NUMBER 76 OF 23 DECEMBER

INFO ROUTINE UKDEL IMF/IBRD WASHINGTON, JEDDA.

YOUR TEL NO 96 AND JEDDA TEL NO 612 : IMF.

PLEASE PASS FOLLOWING REPLY TO ABA AL KHAIL, MESSAGE BEGINS:

QUOTE VERY MANY THANKS FOR YOUR KIND MESSAGE OF CONGRATULATIONMS

ON MY ELECTION AS CHAIRMAN OF THE INTERIM COMMITTEE. I GREATLY
VALUED YOUR EARLY INDICATION OF SUPPORT, AND WHAT YOUR EXECUTIVE
DIRECTOR SAID IN WASHINGTON.

2. I WAS DELIGHTED TO HEAR FROM OUR AMBASSADOR THAT YOU WILL BE ABLE
TO RECEIVE ME AND THE IMF MANAGING DIRECTOR ON 8 JANUARY FOR
DISCUSSIONS ON CURRENT IMF ISSUES. I HAVE THOUGHT IT RIGHT THAT MY
FIRST TASK AS CHAIRMAN SHOULD BE TO HEAR YOUR VIEWS AT FIRST HAND,
AND I GREATLY LOOK FORWARD TO MY VISIT.

3. BEST WISHES,

GEOFFREY HOWE UNQUOTE

PYM

DISTRIBUTION COPIES TO
LIMITED PPS/CHANCELLOR ) -

HD/ERD SIR K COUZENS )

HD/MED MR LIHLER ) UM TREASURY
PS MR LAVELLE RN
PS/PUS ‘ MR BOTTRILL )

MR THOMAS
MR EGERTON
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TO IMMEDIATE FCO

TELEGRAM NUMBER 300 OF 24 DECEMBER
IiFO JEDDA RIYADH PARIS

| MF sCHANCELLOR'S VISIT TO SAUDI ARABIA.
1. CARTER (PS/MANAGING DIRECTOR) TELEPHONED 14E TODAY TO PASS ON THE
GIST OF TELEPHONE CALLS WHICH THE MD HAD HAD FROM DELORS Ana
CAMDESSUS ABQUT DELORS' VISIT TO SAUDI ARABIA. THEY HAD MENTIOMNED
THE FOLLOWING POINTS:—

(A) THE SAUDIS HAD BEEN VERY HAPPY TO RECEIVE AN EXPLANATICN OF
HOW IDEAS ON THE BORROWING ARRANGEMENT HAD EVOLVED SINCE TORCNTO.
THEY HAD NOT PREVIOUSLY UNDERSTOOD HOW THE US PROPOSAL HAD EVOLVED
AND COME TO BE PUT IN THE FRAMEWORK OF GAB.

(B) THERE HAD BEEN A DISCUSSION GF POSSIBLE WAYS I WHICH THE
SAUDIS MIGHT BE ASSOCIATED. THEY WERE VERY INTERESTED IN PARTICIPA-
TING N THE DECISION~MAKING PROCESS, AND HAD TALKED (i TERMS OF

G GOING WITH POWER=SHARING.

EURDEN=SHAR I} THEY HAD ASKED A LOT OF
QUESTIONS ABOUT THE SWISS ARRAHGEMENT. THEY WERE STILL LOOKING AT
POSSIBLE DEGREES OF PARTICIPATION AND HAD NOT MADE DECISIONS, BUT
WE SHOULD BEAR IN MIND THAT, INTER ALIA, THEY WERE ACTIVELY

F

A
: THE POSSISILITY THAT THEY MIGHT ASK

1S WERE LOOKING AT THE QUESTIOR CF THE THIRD SAMA
COOPERATIVE wAY, THEY WOULD GIVE PRICRITY TC TH
!

IBLE KUWAITI PARTICIP-

(D) DELORS HAD ASKED THEIR ADVICE ON PGSS
ON SHCOULD BE PUT TGO THE

G
ATIOM. THE SAUDIS HAD SAID THAT THIS QUEST

ITERINE B B AR A T e ¥l Althe ud

S
|



(E) DELOR

TO COUZENS.

v s

S WILL ALSO BE REPORTING TO THE CHANCELLOR AND CAMDESSUS

2. FCO RESIDENT CLERK. PLEASE PASS THIS TELEGRAM ASAP TO CHAMCELLOR
OF THE EXCHEQUER AND SIR K COUZENS, TREASURY. ALSO PASS TO TREASURY
AND BAMK OF ENGLAND DESKBY OPENING OF 3BUSINESS ON NEXT WORKING DAY,

NNRN
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TO IMMEDIATE FCO

TELEGRAM HUMBER 301 OF 27 DECEMBER 1982

W
r

IMF: 8TH QUOTA REVIEW - PAYMENT FOR INCREASES IN QUOTAS

1. ON 22 DECEMBER, THE EXECUTIVE BOARD DISCUSSED EB/CQUOTA/SZz/14.

A LARGE NUMBER OF DIRECTORS TGOK THE OPPORTUMITY TO RAISE QUESTIONS
OF SUBSTANCE ABOUT THE POSSIBILITY OF NEW SDR ALLOCATIONS, AND
THESE ARE REPORTED SEPARATELY IN MIFT.

2. ON THE SPECIFIC QUESTIONS IN THE PAPER CONCERNING THE MEANS OF
PAYMENT FOR 25% OF THE QUOTA INCREASE, VAN HOUTVEN (SECRETARY)
IDENTIF{ED THE FOLLOMING POSITIONS AT THE CLOSE OF THE DISCUSSION:
(1) 11 DIRECTORS - US, MYSELF, GERMANY, JAPAN, CANADA, NETHERLANDS,
AUSTRALIA, ICELAND, SAUD! ARABIA, VEMEZUELA AND ARGENTINA -

ACCOUNT ING FOR APPROXIMATELY 6C% OF THE VOTING POWER, SUPPORTED
THE: PROPOSAL IN THE LAST PARAGRAPH ON PAGE 9 OF THE PAPER THAT

25% OF THE INCREASE IN QUOTAS SHOULD BE ‘PAID IN RESERVE ASSETS,
EITHER IN THE FORM OF SDRS OR IN OTHER MEMBERS CURRENCIES

SPECIFIED BY THE FUND.

(11) 8 DIRECTORS - AUSTRIA, INDIA, CHINA, LIBYA, IRAN, INDONESIA,
NIGER AND GUINEA - ACCOUNTING FOR JUST OVER 25% OF THE VOTING
POWER, TOOK THE VIEW THAT, IN CERTAIN CIRCUMSTANCES, THE

BOARD SHOULD CONSIDER ALLOWING MEMBERS TO PAY THEIR SUBSCRIPTIONS
ENTIRELY IN THEIR OwN CURRENCY. THE OWN CURRENCY OPTION WAS THE
FIRST CHOICE OF ONE DIRECTOR (NIGER) AND THE SECOMD CHOICE OF INEDIA,
CHINA, LIBYA, IRAN, INDONESIA AND GUINEA WHO THOUGHT IT SHOULD BE
INCLUBED IF NO AGREEMENT wAS REACHED ON NEW SDR ALLOCATIONS

(SEE MIFT). IT WAS THE THIRD CHOICE OF ONE DIRECTOR (AUSTRIA).

VIEWS OF INDIVIDUAL DIRECTORS

3. OF THE 11 DIRECTORS MENTIONED IN PARA 2(1) ABOVE, MOST

SUPPORTED THE SDR/USABLE CURRENCY OPTION WITH ARGUMENTS DRAWN FROM

THE STAFF PAPER. DALLARA (US) SAID THE CONCEPT OF A RESERVE ASSET
PAYMENT, EMBODYING THE PRINCIPLE THAT FINANCIAL RESPONSIBILITIES

WERE SHARED AMONG THE MEMBERSHIP AS A WHOLE (WHICH HAD BEEN THE
PRACTICE OF THE FUND SINCE ITS INCEPTION) WAS ONE OF THE ESSENTIAL
ELEMENTS WHICH MADE THE FUND A UNIQUE HONETARY IHSTITUTION,

AS SUCH, THE FUND HAD BEEM SUPPORTED BY SUCCESSIVE US ADMINISTRATIONS!
. . CONFIDENTIAL » N /IF
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IF ONE OF THESE ELEMENTS, HOWEVER SMALL, WAS ERQODED IT COULD BE A
SERI0US MISTAKE FOR THE MEMBERSHIP AS A WHOLE. |T wWOULD RAISE FURTHER
QUESTIONS OnN THE PART OF THOSE WHO THOUGHT THAT THE CHARACTER OF
THE FUKD HAD BEEN CHANGING IH RECENT YEARS. HIS AUTHORITIES WERE
WILLING TO SEE THE US DOLLAR INCLUDED ON THE LIST OF CURRENCIES
WHICH MIGHT BE USED TO MAKE THE RESERVE ASSET SUBSCRIPTION OH THE
ASSUMPT 1ON THAT OTHER MEMBERS WOULD ALSO JOIN THAT LIST.

4, | AGREED WITH THE STAFF THAT 25% OF THE QUOTA INCREASE SHOULD
BE PAID IN RESERVE ASSETS. FROM THE FUND'S -STANDPOINT, THE MOST
ADVANTAGE wOULD BE DERIVED FROM A RESERVE ASSET SUBSCRIPTION PAID
ENTIRELY 1IN SDRS BUT IF THAT REQUIRED AN EXCESSIVE ROTATION OF THE
EXISTING STOCK OF SDRS, MEMBERS SHOULD BE GIVEN THE OPTION OF
PAYING EITHER IN SDRS OR IN USABLE CURRENCIES AS SPECIFIED BY

THE FUND (YOUR TELNO 248). THE BOARD WOULD HAVE TO EXAMINE MORE
FULLY THE IMPLICATIONS FOR THOSE MEMBERS WHOSE CURRENMCIES MIGHT
Bt USED, | HOTED THAT IF A CCUNTRY WAS SHORT OF RESERVES, A
RESERVE ASSET PAYMENT WOULD [INCREASE ITS RESERVE TRAHCHE POSITION
WHICH COULD BE DRAWN ON IF NECESSARY.

5. LASKE (GERMANY) SAID THE OPTION OF PAYING IN SDRS OR USABLE
CURRENCIES WAS THE OPTIMUM SOLUTION. HIRAO (JAPAN) SAID THE RESERVE
ASSET SUBSCRIPTION SHOULD BE AN INTEGRAL PART OF THE 8TH REVIEW.
JOYCE (CANADA) AND SENIOR (VENEZUELA) SAW A STRONG CASE, IN
PRINCIPLE, FOR REQUIRING PAYMENT ENTIRELY IN SDRS BUT

RECOGNISED THAT HIS COULD CREATE PRACTICAL PROBLEMS. THE USABLE
CURRENCY OPTION SHOULD THEREFOR BE INCLUDED. POLAK (NETHERLAMNDS)
SAID A RESERVE ASSET PAYMENT wOULD ONLY CHANGE THE COMPOSITION OF
A MEMBER'S RESERVES AND wOULD NOT IMPOSE AN UNREASOMABLE BURDEN

ON ANY MEMEER. THE OPTION OF PAYING IN SDRS OR USABLE CURRENCIES
SHOULD BE ADOPTEL BY ACCLAMATION. SIGURDSSON (ICELAND) AGREED

THAT THIS WAS THE MOST PRACTICAL APPROACH BUT SAID THIS DID

NOT DETRACT FROM HIS AUTHORITIES' STRONG SUPPORT FOR ENHANCING THE
SDR'S ROLE IN THE SYSTEM.

6. PROWSE (AUSTRALIA) AGREED THAT THE OPTIOM OF SDRS COR USAELE
CURRENCIES SHOULD FORM THE BASIS OF THE RELEVANT PART OF THE
BOARD'S REPORT TO GOVERNORS O THE 8TH QUOTA REVIEW. HE ALSO ASKED
WHETHER 1T wOULD BE POSSIBLE FOR THOSE MEMBERS WHCSE CURRENCIES
WERE LIKELY TO BE USED IN PAYMENT BY OTHER MEMBERS TO PAY THE
RESERVE ASSET PORTION OF THEIR QUOTA INCREASES 1IN THEIR Ouh
CURRENCY. ON THIS, WILLIAMS (DEPUTY TREASURER) AND NICOLETCPOULOS
(LEGAL COUNSEL) EXPLAIWED THAT ARTICLE 111, 3(A) SPECIFICALLY
REFERRED TO PAYMENT IN THE CURRENCIES OF QUOTE OTHER UNQUOTE
MEMBERS. PROWSE'S SUGGESTION WOULD ANYWAY RUM COUNTER TO THE
UNIFORMITY PRINCIPLE,

2
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7. NIMATALLAH (SAUDI ARABIA) SAID THE ISSUE SHOULD.BE SETTLED
IMMEDIATELY TO FACILITATE AN EARLY MEETING OF THE INTERIM
COMMITTEE. IDEALLY, 25% OF THE QUOTA INCREASE SHOULD BE PAID IN
SDRS WHICH wOULD HAVE BEEN EASIER TG ACHIEVE |F AGREEMENT HAD BEEN
REACHED TO CONMTINUE SDR ALLOCATIONS. THE BOARD SHOULD RE-EXAMINE
THIS QUESTION SOON. UNTIL IT WAS RESOLVED, MEMBERS SHOULD BE GIVEN
THE OPTION OF SDRS OR CURRENCIES SPECIFIED BY THE FUND.

8. OF THE & DIRECTORS LISTED N PARAGRAPH 2(11) ABOVE, ALFIDJA
(NIGER) EXPRESSED A STROHG PREFERENCE FOR ALLOWING MEMBERS TO PAY
IN THEIR Owll CURRENCY. HE COULD SUPPORT PAYMENT IN SDRS ONLY IF
SUBSTANTIAL NEW ALLOCATIONS WERE AGREED. MALHOTRA (INDIA), ZHANG
(CHINA), FINAISH (LIBYA), SALEHKHCU (IRAN), HABIB (INDOMESIA)

AND SANGARE (GUINEA) SAID PAYMENT 1N SDRS WAS THEIR FIRST CHOICE
PROVIDED THAT MEW SDR ALLOCATIONS CCOULD EE AGREED. I# THE ABSENCE
OF ALLOCATIONS, THESE DIRECTORS ARGUED THAT THE OWN CURRENCY
OPTION COULD NOT BE RULED OUT GIVEN THE PROBLEMS SOME COUNTRIES
WOULD HAVE IN ACQUIRING THE NECESSARY FOREIGN EXCHANGE OF SDRS.
SALEHKHOU ALSO SUGGESTED 1T MIGHT BE NECESSARY TO MAKE

PROVISION FOR EXTENDIKG THE PERIOD PAYMENT.

9., SCHNEIDER (AUSTRIA) ALSO THOUGHT THAT PRIORITY SHOULD BE

GIVEN TO NEW SDR ALLOCATIONS BUT SAID THAT, IN THE ABSENCE OF NEW
ALLOCATIONS, ALL THREE OPTIONS SHOULD BE RETAIMED. IF THEY WERE,
IT MIGHT BE POSSIBLE TO HAVE AM IMPLICIT OR EXPLICIT UMDERSTANDING
THAT MEMBERS WITH SUFFICIENT SDRS AND/OR FOREIGN EXCHANG

HOLD INGS WOULD USE THESE TO FINANCE 25% OF THEIR SUBSCRIPTION
FAYMENTS. ON THIS POINT, NICOLETOPOULOS SAID IT MIGHT BE POSSIBLE
FOR MEMBERS TO REACH INFORMAL UNDERSTANDINGS BETWEEN THEMSELVES.
THE GOVERNORS' RESOLUTION CN THE 8TH REVIEW COULD ALSO INCLUDE A
PROVISION UNDER wHICH THE FUND HOPED, EXPECTED OR URGED MEMBERS

IN A POSITION TO USE RESERVE ASSETS TO DO SO0. BUT ANY UNDERSTANDING
CF THIS SORT COULD NOT BE MADE A LEGAL OBLIGATION FOR SOME MEMBERS
AS THIS WOULD CONTRAVENE THE UNIFORMITY PRINCIPLE, |F THE
GOVERNORS DECIDED TO LET MEMBERS PAY IN MEANS OTHER THAMN SDRS,
THAT OPTION OR OPTIONS WOULD HAVE TO BE OPEN TC ALL MEMBERS,
WILLIAMS THOUGHT THIS ROUTE SHOULD BE AVOIDED. AT THE TIME OF

THE 6TH REVIEW, A NUMBER OF MEMBERS RECEIVING LARGE QUOTA
INCREASES HAD BEEN URGED TO MAKE THEIR CURRENCIES USABLE EUT
VIRTUALLY HONE HAD DOWE SO. THE MANAGING DIRECTCR LATER DESCRIBED

THIS ROUTE AS WISHFUL THINKING,.
5 /10,
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10. OF THE THREE DIRECTORS MOT COVERED IN PARAGRAPH 2(1) AND
(11) ABOVE, DE MAULDE (FRANCE) SAID PAYMENT SHOULD BE MADE It SDRS.
AS THERE WERE NOT ENOUGH SDRS AT PRESENT TO DO THIS, THE OBVIOUS
SOLUTION WAS TO CREATE THEM. THERE SHOULD THEREFORE BE A HEW
ALLOCATION EQUAL TO 25% OF THE QUOTA INCREASE UNDER THE &TH
REVIEW. KAFKA (BRAZIL) MADE SIMILAR POINTS. LOVATO (ITALY) GAVE
ONLY PRELIiINARY VIEWS, NOTING THAT PAYMENT IN SDRS WOULD BE
THE MOST USEFUL SOLUTION BUT COULD BE 1MPRACTICAL ON 1TS OWM.
THE USABLE CURRENCY OPTION COULD RAISE QUESTIONS ABOUT THE
WILL INGNESS OF MEMBERS TO HAVE THEIR CURRENCIES USED IN QUOTA
PAYMENTS. HE WAS PREPARED TO CONSIDER INCLUDING THE OWN
CURRENCY OPTION AS IT WOULD BE POINTLESS TO REQUIRE A RESERVE
ASSET PAYMENT IF MEMBERS WERE LIKELY TO WITHDRAW THE RESERVE TRANCHE
POSITION THIS CREATED IMMEDIATELY.

MANAGING DIRECTOR'S CLOSING REMARKS

11. THE MANAGING DIRECTOR NOTED THE DIVERSITY OF VIEWS AMONG
DIRECTORS. THE BOARD'S REPORT TO THE INTERIM COMMITTEE ON THE

TH REVIEW WOULD HAVE TO INCLUDE A SECTION ON THE MEANS OF
PAYMENT AS IT wAS PART OF THE DECISION WHICH MINISTERS wOULD

HAVE TO ADDRESS. THE PREFERRED CHOICE OF THE STAFF, AND OF MEMBERS
WiTH SOME o60% OF THE VOTING POWER, WAS THAT PAYMENT SHOULD BE
MADE IN RESERVE ASSETS i THE FORM OF SDRS OR USABLE CURRENCIES.
IT COULD NOT BE EXCLUDED THAT THE SDR OPTIOH wOULD BE FACILITATED
BY AN AGREEMENT ON NEW ALLOCATIONS It THE COMING MOMNTHS.

PAYMENT IN USABLE CURRENCIES WOULD NGT IMPOSE A BURDEN OM ANY
COUNTRY BECAUSE THE PAYMENT wWwOULD LEAD TO AN AUTOMATIC INCREASE
It THAT COUNTRY'S RESERVE TRANCHE POSITION WHICH CCULD BE

DRAWN IN CASE OF NEEL. FROM THE POINT OF VIEW OF THE FUMD'S
LIQUIDITY, ANY LEAKAGE IN THE FORM OF IMMEDIATE WITHDRAWALS OF
RESERVE TRANCHE POSITIONS WAS LIKELY TO BE RELATIVELY SHMALL,
BESPITE THE POSSIBLE LEAKAGE, THWHE RESERVE ASSET PAYMENT wWAS NOT

A GIMMICK, IF THE FUND CHARGED 1TSS ANCIENT RULE OF REQUIRING A
25% RESERVE ASSET PAYMENT, IT WOULD BE SEEN AS INDULGING N

EASY FINANCING. THIS wOULD DAMAGE THE FUND'S [MAGE OW THE
FINANCIAL MARKETS AND wWOULD MAKE 1T MUCH HARDER FOR THOSE WHO HAD
TO CONVINCE RELUCTANT SECTIONS OF PUBLIC OPINIGN TC AGREE TO QUOTA
INCREASES UNDER THE 8TH REVIEW.

12, MEMBERS SHOULD THEREFORE REFLECT CLOSELY IN THE COMING
WEEKS ON THE INCONVERIENCE OF THE OwN CURREMCY OPTICH WITH THE AIM
OF REACHING A SCLUTION wWHICH wOULD BE IN THE INTERESTS CF THE

FUND AND OF A SPEEDY DECISION ON THE 8TH REVIEW. THE BOARD COULD
COME EACK TG THIS QUESTION ON &4 JANUARY WHEN IT DISCUSSEL THE
REPORT TO THE GOVERNORS ON THE 8TH REVIEW.

4 /TIMING
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3. FOLLOW NG THE MANAGING DIRECTOR'S REMARKS, NIMATALLAH (SAUDI
ARABIA) ASKED WHETHER THE DECISION ON THE MEANS OF PAYMENT COULD
BE POSTPONED UNTIL AFTER THE FEBRUARY MEETING OF THE INTERIM
COMMITTEE. IT COULD PERHAPS BE TAKEN UP WHEN THE INTERIM
COMMITTEE MET AAIK IN APRIL AS PLANNED. BUT DALLARA (US) SAID IT
WOULD BE VERY DIFFICULT IF NOT IMPOSSIBLE FOR HIS AUTHORITIES
TO MOVE AHEAD ON THE SIZE OF THE QUOTA INCREASE WITHOUT A
DECISION ON THE MODALITIES. THE PARLIMENTARY CONSIDERATIONS
WHICH HAD PROMPTED HIS AUTHORITIES TO LOOK FOR AN EARLY MEETING
OF THE INTERIM COMMITTEE WERE ALSO RELEVANT TC THIS ISSUE. HIS
AUTHORITIES COULD NOT START THE LEGISLATIVE PROCESS ON THE SI1ZE OF
THE QUOTA INCREASE WITHOUT A DECISION ON THE MEANS OF PAYMENT.
POLAK (NETHERLANDS) AGREED. THE BOARD SHOULD DECIDE MOW THAT PAY~-
MENT SHOULD BE MADE IN RESERVE ASSETS. THE MANAGING DIRECTOR SAID
THIS WAS ALSO HIS PERSONAL VIEW. THE MOMENTUM OF THE DIFFERENT
STEPS SHOULD BE MAINTAINED. HE WOULD MUCH PREFER TO SOLVE ALL THE
ISSUES AT A SINGLE MEETING OF THE INTERIM COMMITTEE.

VOTING MAJORITIES

14, IN REPLY TO QUESTIONS FROM JOYCE (CANADA), NICOLETOPOULOS EXPL-
AINED THAT THE DECISION OM THE MEANS OF PAYMENT WAS NORMALLY INCLUDED
IN THE GOVERNORS' RESOLTUION wWHICH DEALT WITH THE S1ZE OF THE QUOTA
INCREASE. THIS WAS SENSIBLE AS GOVERNMENTS USUALLY WENT TO

PARL IAMENTS FOR APPROVAL OF THE QUOTA INCREASE AND THE MEAMS OF PAY-
MENT AT THE SAME TIME. WHILE THE QUOTA INCREASE ITSELF REQUIRED AN
85 PERCENT MAJORITY OF THE GOVERNORS, A DECISION TO PERMIT ANY MEANS
OF PAYMENT OTHER THAN SDRS WAS SUBJECT TO A 70 PERCENT MAJORITY OF
GOVERNORS. |F THAT 70 PERCENT MAJORITY WAS NOT ACHIEVED, OR IF

THE MEANS OF PAYMENT WAS NOT MENTIONED IN THE QUOTA RESOLUTION,
MEMBERS WOULD BE REQUIRED TC PAY 25 PERCENT OF THEIR QUOTA [NCREASE
IN SDRS AS PROVIDED UNDER ARTICLE Vi1, 3(A). AT THE 7TH REVIEW,

THE MEANS OF PAYMENT HAD NOT BEEH MENTIONED It THE QUCTA RESOLUTION
AND MEMBERS HAD AUTOMATICALLY PAID 25 PERCENT OF THEIR QUOTA
INCREASE IN SDRS.

LIQUIDITY EFFECTS OF DIFFERENT CPTIONS

15. ZHANG (CHIMNA) DOUBTED WHETHER THE ADVANTAGES OF A RESERVE ASSET
PAYMENT FOR THE FUND'S LIQUIDITY WERE AS GREAT, COMPARED WITH THE
OwWN CURRENCY OPTION, AS THE STAFF SUGGESTED N THEIR FAPER. IN
REPLY, WILLIAMS SAID THE ADVANTAGES OF A RESERVE ASSET PAYMENT
vWOULD DEPEND ON WHETHER OR NOT MEMBERS WOULD 1MMEDIATELY WITHDRAW
THE RESERVE TRANWCHE POSITIONS CREATED BY THE RESERVE ASSET
SUBSCRIPTION. |IT WAS EXTREMELY UNLIKELY THAT THE INDUSTRIAL COUNTR-
IES AND THE OIL-EXPORTING COUNTRIES, WHICH TOGETHER WOULD ACCOUNT
FOR OVER 70 PERCENT OF THE OVERALL QUOTA INCREASE, wWOULD DO SG. THE
SAME WOULD ALSO HOLD TRUE FOR A MUMBER OF LARGE DEVELOPING COUNTRIES,
WHILE IT WAS POSSIBLE THAT A FAIRLY LARGE NUMBER OF SMALL COUNTRIES

5
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WHU WOULD HAVE TO BORROW TO FIHANCE THEIR RESERVE ASSET SUBSCRIPT-
10HS, WOULD WITHDRAW THEIR RESERVE TRANCHE POSITIONS IMMEDIATELY,
THE ABSOLUTE AMOUNTS INVOLVED wOULD BE SMALL. I|F, HOWEVER, THE OuN
CURRENCY OPTION WAS ALLOWED, |T SHOULD BE REMEMBERED THAT THE
CURRENCIES OF ROUGHLY HALF OF THE INDUSTRIAL COUNTRIES WERE NOT AT
PRESENT INCLUDED IN THE OPERATIONAL BUDGET. THIS ALOME COULD

MEAN THAT SOMETHING LIKE 25 PERCENT OF THE OVERALL QUOTA INCREASE
WOULD BE PAID IN CURRENCIES wHICH wOULD NOT BE USABLE BY THE FUuND.
AT MY REQUEST, WILLIAMS AGREED TO PRODUCE A SHORT PAPER OUTLINING
THE PRACTICAL EFFCCTS GF PRESCRIBING THE DIFFERENT METHCDS OF PAY-
MENT, BOTH ON THE FUMND'S LIQUIDITY AND OR IMDIVIDUAL MEMEBERS.

16. IN REPLY TO FURTHER QUESTIONS ON THE TIME 1T wWOULD TAKE FOR A
MEMBER TO MAKE 1TS RESERVE ASSET PAYMENT AMD WITHDRAW THE RESERVE
TRANCHE POSITION WHICH THIS CREATED, WILLIAMS EXPLAINED THAT THE
WHOLE PROCEDURE WOULD TAKE SEVEN BUSINESS DAYS. DE MAULDE (FRANCE)
SAID THIS COULD BE EXPENSIVE IF MEMBERS HAD TO BORROW IN THE

MARKET TO FINANCE THEIR RESERVE ASSET PAYMENT. POLAK (NETHERLANDS)
THOUGHT THE SEVEN DAY PERICD COULD AND SHOULD BE SHORTENED. WILLIAMS
DOUBTED WHETHER THE RULES AND REGULATIONS ALLOWED MUCH ROOM FOR
MANOEUVRE, BUT THE MANAGING DIRECTOR AGREED WITH POLAK, THE STAFF
WOULD EXAMINE THE SCOPE FOR REDUCING THE SEVEN DAY INTERVAL. 1T

WAS EXTREMELY IMPORTANT FOR GOVERMORS TO BE CLEAR ON THIS QUESTION.

17. F C O PSE ADVAHCE TO SIR K COUZENS AND LAVELLE (dMT), GILCHRIST
(BANK OF ENGLAND) AND APPLEYARD (ERD).-

ANSON
[ADVANCED AS REQUESTED]

MONETARY
ERD
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DESKBY 280930

Fit UKDEL 11F/IBRD WASHINGTON 2717242

TO IMMEDIATE FCO [
TELEGRAN NUMBER 302 OF 27 DECENMBER 1982 /

MIPT @/

fMFs &TH QUOTA REVIEw - SDR ALLOCATIONS

1. AS REPORTED IN MIPT, A LARGE WUMBER OF DIRECTCORS RAISE
QUEST‘ON OF HEW SDR ALLOCATIONS AT THE BOARD DIECussicn O 2
DECEMBER ON THE MEANS OF PAYMENT FOR INCREASES 1t CUOTAS (EB/
CQUOTA/E2/1k) .

Z. AT THE CLOSE OF THE DISCUSSICH, VAR HOUTVEN (SECRETARY) SAID
14 DIRECTORS HAD SUPFORTED MEW ALLOCATIOHS — FRANCE, CANADA,
AUSTIA, SAUDI ARABIA, LIEYA, IRAM, INDIA, CHINA, BRAZIL,
VEREZUELA, ARGENTINA, INDOMESIA, NIGER AND GUINEA. MOST DIRECTORS
I THIS GROUP, NOTABLY FRANCE, HAD RELATED THEIR SUPPORT FOR A
NEW ALLOCATION DIRECTLY TO THE HEED TG PAY 25 PER CENT OF THE
QUOTA SUBSCRIPTION IN RESERVE ASSETS. BUT SEVERAL DIRECTORS,
HOTABLY CANADA, SAUD! ARABIA AND LIBYA, HAD MADE THE CASE FOR

HEW ALLOCATIONS ONTHE(R OwM MERITS UNDER THE PROVISIONS OF
ARTICLE XVI11.

VIEWS COF INDIVIDUAL DIRECTORS

3. DE MAULDE (FRANCE) SAID THAT SIMCE THERE WERE ROT ENOUGH
SDR'S AT PRESENT FOR 25 PER CENT OF THE QUOTA INCREASE TO BE |
PAID IN SDR'S, THE OBVIOUS SOLUTION WAS TO CREATE THEM, THERE !
SHOULD THEREFORE BE A NEW ALLOCATIOW OF SDR'S EQUAL TG Z5 PER
CENT OF THE QUOTA INCREASE UMNDER THE 8TH REVIEW. MEW ALLOCATIONS
WOULD ALSC BE JUSTIFIED ON MORE GENERAL ECONOMIC GROURDS. KAFKA
(BRAZIL) MADE SIMILAR POINTS. THERE WERE AMPLE GROUNDS FOR HEW
ALLOCATIONS QUITE APART FROM THE REQUIREMENT IN THE ARTICLES
THAT 25 PER CENT OF THE GQUOTA (INCREASE SHOULD BE PAID IN SDR'S.

4e NUMATALLAH (SAUD! ARABIA) SAID THERE WERE THREE CONVINCING
REASONS FOR NEW ALLOCATIONS Oi THEIR OWN MERITS. FIRST,
INTERNATIONAL RESERVES, EXEGLUDING GOLD, HAD DECLINED BY OVER
US DOLLARS 60 BN IN 1981 AND 1982 IN US DOLLAR TERMS. GECOND,
ACCESS TO COMMERCIAL BANKS, WHICH HAD PROVIDED THE MAIN SOURCE
FOR MEMBERS TO INCREASE THEIR RESERVES BEFCRE 1280, wWAS NOW
SEVERELY STRAIMED In MANY CASLES. TO THE EXTENT THAT COMMERCIAL
BANKS PROVIDED FINANCE TO REBUILD MEMEERS' RESERVES, THZ BANKS

WOULD HAVE LESS FUNDS AVAILABLE TO HELP MEMBERS FInAHCE THE‘R/PAYMENTS
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PAYMENTS DEFICITS. THIRD, THE PRESENT CONDITIONS OF STAGNATION

AND EXCESS CAPACITY IN THE wWORLD ECONOMY AND FALLING INTERMATIONAL
INTEREST RATES MEANT THAT SDR ALLOCATIONS COULD RO LONGER BE
REGARDED AS INFLATIONARY. THE BOARD SHOULD COME BACK TO THIS
QUESTION SOON.

5. FINAISH (LIBYA), SALEHKHOU (IRAN), SANGARE (GUINEA), SENIOR
(VENEZUELA), PANDAY (INDOMESIA) AND MALHOTRA (INDIA) MADE SIMILAR
POINTS. SALEHKHOU SAID IT WAS IMPERATIVE THAT THE FUNDREVIEw

ITS POLICY OF PROMOTING THE SDR, A POLICY wWHICH HE THOUGHT HAD

BEEN CLEARLY UNDERSTOOD WHEN NEW ALLOCATIONS HAD BEEN DECIDED

AT THE TIME OF THE 7TH REVIEW. MALHOTRA AND PANDAY PRESSED

FOR BOARD DISCUSSION OF THIS GUESTION IN EARLY JANUARY AND ARGUED
THAT THE QUESTION OF ALLOCATIONS SHOULD BE PRESENTED TO THE INTERIM
COMMITTEE AT ITS NEXT MEETING. JOYCE (CANADA) THOUGHT THE
QUESTION OF WEW ALLOCATIONS SHOULD BE KEPT SEPARATE FROM THE
MEANS OF FAYMENT ISSUE. HE AND SCHNEIDER (AUSTRIA) THOUGHT
ALLOCAT IONS SHOULD BE RE-EXAMINED BY THE BOARD IN THE LIGHT
OF RECENT DEVELOPMENTS IN INTERNATIOMAL LIQUIDITY,

p

6. ON THE OTHER SIDE, LASKE (GERMANY) SAID AN SéR'ALLOCATION
EXPRESSLY DESIGNED TO ALLOW MEMBERS OF PAY THEIR RESERVE ASSET
SUBSCRIPTION IM SDR'S wOULD BE UNACCEPTABLE TC HIS AUTHORITIES.
IT WOULD NOT BE IN CONFORMITY wWITH THE RELEVANT ARTICLES

AND COULD NOT BE JUSTIFIED ON ECONOMIC GROUNDS. | AGREED: THE
QUESTION OF NEW ALLOCATIONS WAS SEPARATE FROM THE I1SSUES RELATING
TO THE MEANS OF PAYMENT FOR GUOTA INCREASES COVERED IN THE STAFF
PAPER AS RESERVE ASSET SUBSCRIPTIONS WERE NOT A NET USE OF
RESERVE ASSETS (YOUR TELNO 248). DALLARA (US) ECHOED THIS LAST
POINT AND SAID HE DID NOT THINK THIS WAS THE TIME, PLACE OR
CONTEXT TO DISCUSS SDR ALLOCATIONS WHICH SHOULD BE CONSIDERED
ONLY ON THEIR OwH MERITS ON THE BASIS OF THE PROVISIONS IN ARTICLE
AVILLe HIRAO (JAPAN) SAID HIS POSITION ON NEW ALLOCATIONS WAS
ALSC THE SAME AS LASKE'S.

MANAGING DIRECTOR'S CLOSING REMARKS

7o IN HIS CLOSING REMARKS ON THIS QUESTION, THE MANAGING
DIRECTOR NOTED THAT A LARGE NUMBER OF DIRECTORS HAD ARGUED THAT
THE WAS TO FACILITATE A RESERVE ASSET PAYMENT UNDER THE 8TH
QUOTA REVIEW WOULD BE TO HAVE A MEW SDR ALLOCATIOH. A NUMBER OF
THESE DIRECTORS HAD BEEN VERY CLEAR THAT THIS WAS NOT THE MAIN
REASON FOR THEIR VIEW WHICH WAS BASED ON CONSIDERATIONS RELATED

TO INTERNATIONAL LIQUIDITY, 2 /8.
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8. HE WAS INCLINED TO THINK THAT, UMLESS THERE WAS A REPID CHANGE
OF VIEWS, THE BOARD SHOULD NOT OVER-BURDEN THE IMTERIM COMMITTEL
ON WHETHER OR MOT THE INTERNAT!OWAL LIQUIDITY POSITION JUSTIFIED
A HEW SDR ALLOCATION. IF THIS 1S8UE WAS INCLUDED ON THE AGENDA

IT WOULD BE DIFFICULT TO MAKE RAPID PROGRESS TOWARDS A SCLUTION
On THE OTHER ISSUES RELATING TO QUOTAS AND NEw BCRROWING
ARRANGEMENTS. THE QUESTION OF NEW ALLOCATIONS WOULD REMAIN
PERMANENTLY OM THE BOARD'S AGENDA BUT HE WOULD BE VERY HESITANT,
WHEN ADVISING THE CHANCELLOR (AS CHAIRMAN OF THE INTERIM COMMITTEE),
ABOUT SUGGESTING THAT THE QUESTION OF MNEW ALLOCATIONS PER SE
SHOULD BE DISCUSSED BY THE INTERIM COMMITTEE AT ITS NEXT MEETING.

9. FOLLOWING THIS, POLAK SAID IT MIGHT BE HELPFUL TO SEPARATE

THE ALLOCATION QUESTION FROM THAT OF THE MEANS OF PAYMEHNT 1IN THE
BOARD'S REPCRT ON THE &TH REVIEW TO THE INTERIM COMMITTEE. THE
CASE FOR NEW ALLOCATIONS HAD LITTLE TO DO WITH QUOTA PAYMENTS.
MINISTERS wWHO SUPPORTED NEW ALLOCATIONS COULD EXPRESS THEIR VIEWS
O THIS ISSUE N THE DISCUSSION Ot THE WORLD ECOMCHMIC OUTLOOK.
JOYCE (CANADA) AGREED wiTH THE MANAGING DIRECTOR THAT THE

INTERIM COMMITTEE SHOULD NOT BE OVERBURDENED. HE ALSO AGREED wiTH
POLAK THAT THE ALLOCATION QUESTION SHOULD BE KEPT SEPARATE FROM
THAT OF THE MEANS OF PAYMEMNT. HE SUGGESTED THAT THE BOARD'S
REPORT TO THE INTERIM COMMITTEE ON THE 8TH REVIEW COULD REFER

TO THE CONCERNS RAISED BY DIRECTORS ABCOUT THE INTERNATIONAL
LIQUIDITY SITUATION, THE INTERIM COMMITTEE COULD THEN DIRECT,

AS PART OF 1TSS DECISIONS ON THE QUOTA INCREASE AMD THE MEANS

OF PAYMENT, THAT THE GUESTION OF SDR ALLOCATIOM SHOULD BE CON-
SILDERED BY THE BOARD OH AN URGENT BASIS. THE BOARD CCULD BE ASKED
TO PRESENT A SPECIAL REPORT ON THIS QUESTION TO THE NEXT MEETING
OF THE INTERIM COMMITTEE WHETHER THIS WAS HELD IN APRIL OR AT

THE TIWME OF THE AMNUAL MEETIMNGS.

10. NIMATALLAH (SAUD! ARABIA) DOUBTED WHETHER THE TwO QUESTIONS
COULD BE KEPT COMPLETELY SEPARATE. MALHOTRA (INDIA)

ACKNOWLEDGED THAT 1T MIGHT NOT BE SENSIBLE FOR TACTICAL REASONS
TO BRING THE ALLOCATIGH ISSUE TO THE IMTERIM COMMITTEE IN
FEBRUARY. HOWEVER, THE ISSUE WAS BOUND TO BE RAISED BY MINISTERS
IN THE G24 MEETING AND 1IN THE INTERIM COMMITTEE. THE BOARD'S
REPORT TO THE INTERIM COMMITTEE ON THE 8TH REVIEW SHOULD REFLECT
THE STRONG FEELING OF DIRECTORS ON THIS POINT,

%
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11, CONCLUDING THIS DISCUSSIONH, THE MANAGING DIRECTOR SAID

THAT THE SUGGESTIONS BY POLAK AND, IN PARTICULAR, BY JOYCE WERE
EXTREMELY USEFUL . HE DOUBTED VERY MUCH WHETHER THE BOARD COULD
REACH A CONSENSUS OH NEwW ALLCCATIONS 1 THE COMING WEEKS. ALTHOUGH
THERE HAD BEEN SHIFTS IN THE POSITION OF OMNE OR TwO DIRECTORS,

THE QUOTE EROAD SUPPORT UNQUOTE REQUIRED FOR HIM TO MAKE A
PROPOSAL WAS LACKING. 1T WOULD BE EXTREMELY MESSY TO LAUNMCH IT

AS A SUPPLEMENTARY ITEM ON THE INTERIM COMMITTEE AGENDA. Ofl THE
OTHER HAND, HE WOULD REPORT TO THE CHANCELLOR THAT THERE WERE

GROW ING CUNCERNS IN THE BOARD ABOUT THE DIFFICULTIES OF THE WORLD
ECONOMIC SITUATION AWD ON THE MNEED TO RE-EXAMINE INTERNATIGNAL
LIGUIDITY FACTORS ON AN OBJECTIVE BASIS, THE FUND COULD NOT

TURN A BLIND EYE TO THESE PROBLEMS. THE BOARD COULD COME BACK

TO THIS QUESTION ON 4 JANUARY WHEN THE DRAFT REPORT TO THE INTERIM
COMMITTEE ON THE 8TH REVIEW WOULD BE DISCUSSED.

12. AFTER THE MEETING, THE MANAGING DIRECTOR COMMENTED TO ME THAT

1T WwOULD BE VERY IMPORTANT TO FIND A wAY. OF ENSURING THAT THIS

ISSUE DID NOT DISRUPT THE INTERIM COMMITTEE, HE HOPED THAT THOSE
COUTRIES wWHICH DID MOT FAVOUR AN SDR ALLOCATION wWOULD SERIQULSY
CONSIDER JOYCE'S PROPOSAL, WHICH WOULD NOT COMMIT THEM TO AM
ALLOCATION, BUT SEEMED A REASOWABLE COMPROMISE IN THE CIRCUMSTANCES.

3. FCO PLEASE ADVANCE TO SIR K COUZENS AND LAVELLE (HMT),
GILCHRIST (3ANK OF ENGLAND) AND APPLEYARD (ERD),

ANSCN

[ADVANCED AS REQUESTED]

MONETARY
ERD
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CONF IDENT 1AL

Fit UKDEL IMF/IBRD WASHINGTON 2717287 )

TO IMMEDIATE FCO ' (4N
TELEGRAM NUMBER 303 OF 27 DECEMBER 1982 '

INFO RIYADH, JEDDA,

MY TELHO 223 AND TELCOM ANSON/RUTTER
CHANCELLOR OF THE EXCHEQUER'S VISIT TO SAUDI ARARIA

1. NIMATALLAH ASKED ME LAST WEEK WHETHER THE CHANCELLOR WAS
GOING TO PROPOSE AN AGEKDA FOR HIS TALK WITH ABALKHAIL. | SAID
THAT | THOUGHT THAT THE AGENDA wWAS ESSENTIALLY THE WHOLE COMPLEX
OF 1SSUES SURROUNDING THE FORTHCOMING MEETING OF THE INTERIM
COMMITTEE . MNIMATALLAH WAS QUITE HAPPY wITH THIS, BUT SAID THAT
IF THERE WERE ANY OTHER SPECIFIC PCINTS, HE WOULD BE GRATEFUL

IF 1 COULD TELL HiM, COULD YOU PLEASE LET ME KMOW IF THERE ARE
ANY OTHER POINTS WHICH YOU WISH ME TO PASS ON, OR IF YOU WISH

TO OFFER A MORE STRUCTURED AGENDA.

2. | TOLD NMIMATELLAH THAT | wAS NOT, OF COURSE, SPEAKING FOR
THE MANAGING DIRECTOR, WHO MIGHT HAVE COHCERNS OF HIS OwWN TO
PURSUE . NIMATALLAH TOOK THIS POINT AND SAID THAT HE wWOULD SPEAK
TO THE MD SEPARATELY. THE MD TOLD ME ON DECEMBER 22 THAT HE
WOULD BE MENTIONING TO THE SAUDIS THAT HE WANTED TO TALK ABOUT
THE THIRD SAMA TRANCHE.

3. FCO PLEASE PASS TO MISS RUTTER (CHANCELLOR'S OFFICE) AND
TO COUZENS AND LAVELLE (TREASURY) AND TO GILCHRIST (BANK OF
ENGLAND) ,

4HROR [ ADVANGED AS REQUESTED]

LIMITED COPIES TO

ERD MISS RUTTER CHANCELIOR'S OFFICE
MED - TREASURY
PS/MR SIR K COUZENS g e
PS/MR RIFKIND MR LAVELLE
PS/PUS MR IITEIER @ § O 1 TREASURY
MR EVANS MR BOTTRILL ) |
SIR J LEAHY
e MR GIICHRIST BANK OF ENGLAND
MR EGERTON
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CONFUDENT 1AL

DESKBY 29090907

FM UKDEL ‘IMF/4BRD WASHINGTON 2823007 DEC 82
TO MMEDIATE FCO

TELEGRAM NUMBER 305 OF 28 DECEMBER

#NFO JEDDA RYADH

MY TELNO 303 /
MF: CHANCELLOR'S VST TO SAUDIL ARAB:tA (

1. @It HAD LUNCH WHTH N:JIMATALLAH TODAY FOR A FURTHER EXCHANGE OF
V:LEWS BEFORE THE CHANCELLOR'S ViISAT,

2. ON THE PROSPECTS FOR AN EARLY (NTERIM COMMITTEE MEETIMNG ,
MIMATALLAH SAHMD THAT HIS MINISTER FAVOURED AN EARLY MEETING :iN
PRINCHPLE (UNDERLMNE NEXT 2 WORD3) PROVIDED THAT THE NECESSARY
PREPARATORY WORK HAD BEEN PROPERLY DONE. -I# REPORTING ON THIS,
NAMATALLAH HAD ¢MDENTHFBED FOUR MAMN ISSUES: SIZE, DISTRIBUTLON,
MENIMUM QUOTAS AND GAB. ON SuZE, ABALKHAGL HAD TALKED TO REGAN

N GERMANY AFTER THE FRANKFURT G5 MEETING AND HAD GOT THE IMPRESSION
THAT THE UNITED STATES WERE NOW WILL:ANG TO COME UP «NTO THE RANGE
SDR 90-100 B4LLION. PROVIDED THAT THERE COULD BE AT LEAST A 50 PER
CENT tNCREASE (‘H.E. SDR 91.5 BHL:AON), MIMATALLAH THOUGHT THAT
THiS WOULD BE ACCEPTABLE., ON DISTRIBUTION, HE ENVASAGED THAT A
CONSENSUS SHOULD BE SOUGHT N THE AREA OF 50/50 EQU{-PROPORTIONAL
AND SELECT:VE (BASED OM METHOD 3). SAUD!+ ARABLA YAS PREPARED TO
JOAN N A CONSENSUS ON THESE LAMNES, ALTHOUGH #TS OWN NAT:IONAL
NTEREST WAS CLOSER TO THAT OF JAPAN, HE THOUGHT THAT THE JAPANESE
WOULD BE PREPARED TO MOVE FROM THEIR PRESENT POSITION, BUT HE
AGREED THAT THE COMMUN:JQUE wWOULD HAVE TO BE SENSATVELY WORDED

4F THOSE COUNTRIES NOW AT THE ENDS OF THE SPECTRUM WERE TO BE
PREPARED 7O COME TOWARDS THE MIDOLE. ON MifiMUM QUOTAS HE D4D NOT
EXPRESS MUCH #INTEREST.

3. TH#S LEFT THE GAB. NMATALLAH ASKED WHETHER TH!S NEEDED 7O BE
PART OF THE PACKAGE TO BE DECHDED BY THE «INTER(# COMMETTEE N
FEBRUARY. ON SOME POINTS, E.G. THE WAY N wHICH PARALLEL CONTRIB-
UTORS WOULD BE ASSOC:HATED, THE G10 DD NOT YET SEEM TO HAVE REACHED
AGREEMENT AMONG THEMSELVES. THE SAUDHS WERE STUDYING THE WHOLE
MATTER WiTH GREAT «INTEREST., ONE OF THE THINGS THEY WOULD WAHNT TO
KNOW WAS WHETHER A DiSTINCT.HON COULD BE MADE BETWEEN THE G10 AND
MEETUNGS OF CONTR:BUTORS TO THE NEW ARRANGEMENTS. ¥ SO, AND :F

T CCULD BE UNDERSTOOD THAT THERE WOULD BE APPRGPRIATE ARRANGEMENTS
FOR CONSULTATION AMONG THE CONTRIBUTORS, THE DETAILS COF PARALLEL
CONTRUBUTIONS COULD PERHAPS BE LEFT UNTHL LATER . HE DD NOT

THINK THAT A DECHSION ON AN ACTUAL SAUDH CONTRIBUTHON COULD BE MADE
AN TIME FOR THE FEBRUARY MEET-ING. THE MATTER WOULD HAVE TO BE

CONSIDERED CAREFULLY AND REFERRED TC THE SAUT ! CGUKCIL OF VN ISTERS . /19
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dF A SAUD: CONTRPEBUTION WAS AN ESSENTIAL PART OF THE PACKAGE, T
WOULD THUS BE BETTER TO WAILT UNTIL APRIL. BUT HE DID NGT SEE WHY
THE G10 ELEMENT <IN THE PACKAGE COULD NGT BE DECHDED :IN FEBRUARY,
WITH THE DOOR LEFT OPEN FOR OTHER CONTRIBUTORS TO COME #:N LATER.

4y ¢} COMMENTED THAT «Ff THE G10 HAD PRODUCED A MORE DETAJLED

PLAN BT MIGHT HAVE BEEN CR4TICASED FOR OFFERIMG A CUT AND DRIED
PROPOSAL WITHOUT CONSULTHNG OTHERS., WE HAD WANTED TO GET REACT:HONS
AT ThiS STAGE FROM THE EXECUT4VE BGARD AND OTHER GOVERNMENTS,

e THOUGHT THAT THE US ADMINISTRATION AND PERHAPS SOME OTHER

G10 GOVERNMENTS MIGHT WANT TO BE ABLE TO TELL THEIR PARL:JMAMENTS
THAT CONTRUBUTIONS UNDER THE NEW GAB ARRANGEMENTS WOULD BE MORE
BROADLY BASED, BUT THESE WERE POINTS WHICH WGULD NO DOUBT BE
DISCUSSED <IN THE TALKS Ii RIYADH.

5. :I. ALSO SUGGESTED THAT W A MEETHNG WAS TO BE HELD :N FEERUARY
T WOULD BE NECESSARY FOR MEMBERS OF THE COMMITTEE 7O BE PREPARED
TO SHOW FLEX-IB4ITY. T WOULD BE UNFORTUNATE :f THE G24&, FOLLOWING
THEIR USUAL CUSTOM, WERE TO ATTACH THEMSELVES FARMLY TO SPECHFAC
POUNTS <IN A PUBLAC COMMUNIQUE JUST BEFCRE THE NEGOT-IATHONS STARTED.
NIMATALLAH SALD THAT HE WAS NOT SURE WHETHER A G24 MEETWNG WOULD BE
HELD, PARTHCULARLY «lF THERE WERE NO DEVELOPMENT COMMHFTTEE N
FEBRUARY. HE SUGGESTED THAT &7 MIGHT BE EAS:ER TO LEAVE A G24
MEETANG UNTHL APRIL »1F THERE WERE A FURTHER «NTERWM COMMATTEE
MEETING THEN, POSSHBLY TO DISCUSS THE WORLD LAQUEDATY WSSUE, WHICH
HE FELT ANYWAY WOULD NEED TO BE ADDRESSED. :I* SAD THAT WE HAD

BEEN THENKENG N TERMS OF ADVANCHNG THE MEETING FROM APRIL TO
FEBRUARY. ¥ THERE WERE ST:MLL A POSSKBILITY OF A SECOND MEETHNG N
APRIL, THIS MUGHT WEAKEN THE MOMENTUM NECESSARY TO REACH FuRM
CONCLUS:HONS AT THE FEBRUARY MEETING.

6. FCO PLEASE ADVANCE TO PPS CHANCELLOR OF THE EXCHEQUER, COUZENS,
L#TTLER AND LAVELLE (TREASURY) AND GILCHRUST (BANK OF ENGLAND).

ABSUN [ ADVANCED AS REQUESTED]
IMITED COPIES TO
BRD MR EVANS MISS RUITER CHANCELIOR'S OFFICE
MED SIR J LEAHY TREASURY
PS MR EGERTON STR K OOUZENS g
PS/MR HURD MR THOMAS MR WO—
PS/MR RIFKIND MR LITTIER )
PS/PUS MR BOTTRILL )

MR GILCHRIST BANK OF ENGLAND
PPS/CHANCELLOR OF THE EXCHEQUER
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RESTRICTED

GRS 75
RESTRICTED
FROM RIYADH 2805247 DEC 82
TO IMMEDIATE FCO .
TELEGRAM NUMBER 101 OF 28 DECEMBER \“ 7\
AND TO IMMEDIATE JEDDA ‘

Neine sl
YOUR s3; 95486 TO JEDDA: VISIT OF THE CHAMCELLOR OF THE
EXCHEQUER.
1. ACCOMEDATION FOR THE CHANCELLOR OF THE EXCHEQUER AMND PARTY
BOOKED AT INTERCONTINENTAL, FOR WHICH MINISTRY OF FINANHCE WILL
PAY.
2, MIMISTRY OF F{MANCE HAVE ASKED US TO CONFIRM THAT VISIT WILL
BE CONFIMED TO IMF BUSINESS AND THAT THE CHANCELLOR WILL NOT
(NOT) WISH TO SEE SAUD! MINISTERS OTHER THAN ABA AL KHAIL
AND QURAISH!I. WE HAVE DONE SO.

MUIR

LIMTIED COPIES TO

MED
NENAD ?S/CHANCELLOR OF EXCHEQUER

PCD

ERD

PS

PS/MR HURD
PS/PUS

SIR J LEAHY
MR EGERTON
MR THOMAS

-

RESTRICTED
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CONF:EDENT FAL

DESKBY 2909007

FM UKDEL ‘IMF/:BRD WASHINGTON 2823007 DEC 82

TO (IMMEDIATE FCO

TELEGRAM NUMBER 305 OF 28 DECEMBER

"NFO JEDDA R:HYADH

MY TELNO 303

JAMF: CHANCELLOR'S VST TO SAUD:: ARAB:A

1. :bb HAD LUNCH WHTH N:IMATALLAH TGDAY FOR A FURTHER EXCHANGE OF
V:LEWS BEFORE THE CHANCELLOR'S WiSAT,

2. ON THE PROSPECTS FOR AN EARLY :NTERIM COMMITTEE MEETING ,
MIMATALLAH SAHD THAT HIS MINISTER FAVOURED AN EARLY MEETING N
PRINCAPLE (UNDERL:MME NEXT 2 WORDS) PROVIDED THAT THE NECESSARY
PREPARATORY WORK HAD BEEN PROPERLY DONE. :fMN REPORTING ON THIS,
NAMATALLAH HAD (WDENTHFLED FOUR MALN ISSUES: SIZE, DISTRIBUTION,
MENAMUM QUOTAS AND GAB. OM SiZE, ABALKHAIL HAD TALKEDR TO REGAN

AN GERMANY AFTER THE FRANKFURT G5 MEETING AND HAD GOT THE MPRESSION
THAT THE UNJTED STATES WERE NOW WILLANG TO COME UP «NTO THE RANGE
SDR 90-100 BILLION. PROV:IDED THAT THERE COULD BE AT LEAST A 50 PER
CENT INCREASE (:M.E. SDR 91.5 BHLAON), MIMATALLAH THOUGHT THAT
THIS WOULD BE ACCEPTABLE. ON DISTRIBUTHOMN, HE ENVASAGED THAT
CONSENSUS SHOULD BE SOUGHT <N THE AREA OF 53/50 EQU:i-PROPORT:IONAL
AND SELECTHNE (BASED OM METHOD 3). SAUD ARAD:LA WAS PREPARED TO
JOJIN 4N A CONSENSUS ON THESE LINES, ALTHOUGH TS OWN NAT{ONAL

4NTEREST WAS CLOSER TO THAT OF JAPAN., HE THOUGHT THAT THE JAPANESE

WOULD BE PREPARED TO MOVE FROM THE IR PRESENT POSITION, BUT HE
AGREED THAT THE COMMUN:EQUE wOULD HAVE TO BE SENSITAVELY WORDED

AF THOSE COUNTRIES NOW AT THE ENDS OF THE SPECTRUM WERE 70 BE
PREPARED TO COME TOWARDS THE MEDDLE. ON MINIMUM QUOTAS HE DiID NOT
EXPRESS MUCH «NTEREST.

3. TH4S LEFT THE GAB. NIMATALLAH ASKED WHETHER TH!S NEEDED TO BE
PART OF THE PACKAGE TO BE DECHDED BY THE ANTERIM COMMITTEE .
FEBRUARY. ON SOME POINTS, E.G, THE WAY N WHICH PARALLEL CONTRIB-
UTORS WOULD BE ASSOC::ATED, THE G10 DD NOT YET SEEM TO HAVE REACHED
AGREEMENT AMONG THEMSELVES. THE SAUDHS WERE STUDY.ING THE WHOLE
MATTER WITH GREAT «INTEREST, ONE OF THE THINGS THEY WOULD wWANT TO
KNOW WAS WHETHER A DUSTHNCT-{ON COULD BE MADE BETWEEN THE G10 AND
MEET:INGS OF CONTR:LBUTORS TO THE NEW ARRANGEMENTS. ¥ SO, AND :IF

T COULD BE UNDERSTOOD THAT THERE WOULD BE APPRCPRIATE ARRANGEMENTS
FOR CONSULTATION AMOMG THE CONTRIBUTORS, THE DETAILS OF PARALLEL
CONTRIBUTIONS COULD PERHAPS BE LEFT UNT:L LATER . HE D1D NOT

THINK THAT A DECHISION ON AN ACTUAL SAUDE CONTRIUBUTHON COULD BE MADE
AN TIME FOR THE FEBRUARY MEETING. THE MATTER WOULD HAVE TO BE

ek
CONSIDERED CAREFULLY AND REFERRED TC THE SAUTI: COUNCIL OF MINISTERS . /17
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AF A SAUDY CONTRIBUTION WAS AN ESSENTIAL PART OF THE PACKAGE, 1T
WOULD THUS BE BETTER TO WALT UNT.HL APRIL. BUT HE DD NOT SEE wRY
THE G10 ELEMENT 1N THE PACKAGE COULD NOT BE DEC.IDED :IN FEBRUARY,
WETH THE DOOR LEFT OPEN FOR OTHER COWTRIBUTORS TO COME #N LATER,

4, ¢} COMMENTED THAT +F THE G10 HAD PRCDUCED A MORE DETAILED

PLAN BT MIGHT HAVE BEEN CRITICISED FOR OFFER MG A CUT AND DRIED
PROPOSAL W!ITHCUT CONSULTMNG OTHERS. WE HAD WANTED TO GET REACTIONS
AT THIS STAGE FROM THE EXECUT-VE BOARD AND OTHER GOVERNMENTS.

- THOUGHT THAT THE US ADMINISTRATION AND PERHAPS SOME OTHER

G10 GOVERMMENTS MIGHT WANT TO BE ABLE TO TELL THEIR PARLHAMENTS
THAT CONTRIBUTIONS UNDER THE NEW GAB ARRANGEMENTS WOULD BE MORE
BROADLY BASED, BUT THESE WERE POINTS WHICH wGULD NG DOUBT BE
DISCUSSED «N THE TALKS [N RIYADH.

5. . ALSO SUGGESTED THAT i A MEETHNG WAS TO BE KELD 4N FEBRUARY
#T WOULD BE NECESSARY FOR MEMBERS OF THE COMMITTEE 7O BE PREPARED
TO SHOW FLEXABLITY,. «T WOULD BE UNFORTUNATE :F THE G24, FOLLOWING
THEAR USUAL CUSTOM, WERE TO ATTACH THEMSELVES FiRMLY TO SPEGIFHC
POINTS +IN A PUBLAC COMMUNIQUE JUST BEFCRE THE NEGOTHATHONS STARTED.
NAMATALLAH SALKD THAT HE WAS NOT SURE WHETHER A G24 MEETNG WOULD BE
HELD, PARTHCULARLY «F THERE WERE NO DEVELOPMERT COMMHETTEE sN
FEBRUARY . HE SUGGESTED THAT T MIGHT BE EAS:HER TG LEAVE A G24
MEETHNG UNTHL APRAL +F THERE WERE A FURTHER #NTERAM COMMITTEE
MEET-ING THEN, POSSUBLY TO DiASCUSS THE WORLD LJQU-UDHTY «SSUE, WHICH
HE FELT ANYWAY WOULD NEED TO BE ADDRESSED. :i» SAID THAT WE HAD

BEEN THENK NG N TERMS OF ADVANCING THE MEETING FROM APRIL TO
FEBRUARY, ¥ THERE WERE STLL A POSSEBILHTY OF A SECOND MEETHING (N
APRIL, THES MEGHT WEAKEN THE MOMENTUM NECESSARY TO REACH FdRM
CONCLUS IONS AT THE FEBRUARY MEETING,.

6. FCO PLEASE ADVANCE TO PPS CHANCELLOR OF THE EXCHEQUER, COUZENS,
UHETTLER AND LAVELLE (TREASURY) AND GILCHREST (BANK OF ENGLAND).

ANSON

[ADVANCED AS REQUESTED]

COPIES TO

TED
%%%I MR EVANS MISS RUTTER CHANCELIOR'S OFFICE
MED SIR J LEAHY - TREASURY
PS MR EGERTON SIR K COUZENS g =
PS/MR HURD MR THOMAS MR LAVELLE TREASURY

PS/MR RIFKIND
PsS/PUS

2

MR LITTLER )
MR BOTTRILL )

MR GILCHRIST BANK OF ENGLAND
PPS/CHANCELLOR OF THE EXCHEQUER
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VISIT OF THE CHANCELLOR OF THE EXCHEQUER

1. THE MINISTRY OF FINANCE WAVE ASKED US FOR A FULL LIST OF

THOSE IN SIR G HOWE'S PARTY, ALTHOUGH WE UNDERSTAND THAT THE IMF
ARE TAKING THE LEAD IN MAKING ARRANGEMENTS FOR THE VISIT, IT 1S IN
OUR INTERESTS TO BE AS HELPFUL AS WE CAN, WE SHOULD BE MOST GRATE=-
FUL, THEREFORE, FOR AS MANY DETAILS AS YOU HAVE,

CRALG

NNNK

PS///M/M&//W
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FROM: R G LAVELLE
( P DATE: 29 December 1982

MISS RUTTER cc: Sir K Couzens
{ /

/ Mr Littler
Mr Bottrill o/r
Mr Atkinson

Mr Hall
SAUDI ARABIA: WASHINGTON TEL NO 3%03%

Mr Anson reports that the Saudi Arabian Executive Director has
asked if the Chancellor wished to propose an agenda for his talks
with Abalkhail. DMr Anson's off the cuff response was that the
agenda would be 'essentially the whole complex of issues
surrounding the forthcoming meeting of the Interim Committee'.
The Saudis seem happy not to have anything more structured.

e There seems much to be said for leaving matters on this
basis.

3. Although we now have a reasonably good idea of the lie of the
land, further developments in the Executive Board are possible
which might then have a bearing on the ranking of topics for
discussion. We have still to hear from M Delors about the outcome
of his talks in Riyadh. The tactical handling of the Chancellor's
discussions can perhaps best be left for consideration in detail
with the Managing Director on the 'plane.

4, Beyond these points, there may also be issues best left
somewhat less than precise at the conclusion of the discussions.
The precise arrangements for Saudi association with the enlarged
GAB is one such issue. The Saudis appear in the Board to have
favoured an SDR allocation. This could be another. The more
structured an agenda, the higher profile for the meeting and the
greater the likelihood of unwelcome forms of press speculation.

5« If the Chancellor agrees we will react to Mr Anson's telegram

accordingly.

("

R G LAVELLE
CONFIDENTIAL






2.60 SECRET

FROM: JILL RUTTER
DATE: 29 December 1982

cc Sir K Couzens
Mr Littler
Mr Bottrill

Mr Atkinson Y
Mr Sheridan raL p

MR LAVELLE -

INTERIM COMMITTEE/SAUDI ARABIA: WASHINGTON TEL NO 298

The Chancellor was grateful for your note of 23 December.

2. The Chancellor has commented that he will need to have the issues set out in much
greater detail soon: especially on the question raised in paragraph 4 and 5 of telegram
number 294 from Washington - on the method of mitigation.

3. The Chancellor wondered if it will be possible for you to prepare a paper - with #ire-

tables and documents - that could be used for a teach-in next week. It would be useful if we

could have this for the Chancellor's weekend box.

JIR

JILL RUTTER






UNCLASSIFIED

From E A Yeo
29 December 1982

MISS RUTTER (CHANCELLOR'S OFFICE)

cc Sir Kenneth Couzens
Mr R G Lavelle

CHANCELLOR'S VISIT TO SAUDI ARABIA

The attached telegram was dictated to me (as Duty Officer) at home
late on the evening of Monday 27 December.

24 As T was unable to contact you on the telephone yesterday
morning (Tuesday), I read it to Mr Springthorpe and we decided (in
accordance with the advice of the FCO Resident Clerk) that action
could be left until today, Wednesday.

Dw I expect a copy is already with you but I attach the text given

me. Would you please be so good (if it is necessary) to pass a copy
to Mr Gilch*ist.

M\gﬁ.

E A YEO
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UK Delegation, Washington to FCO

My Tel No 298 and telephone conversation between Mr Anson and
Miss Rutter re Chancellor of the Exchequer's visit to Saudi
Arabia.

1. Nimatollah asked me last week whether the Chancellor was going to
propose an agenda for his talk with Abalkail. I said that I thought
the agenda was essentially the whole complex of issues surrounding
the forthcoming meeting of the Interim Committee. Nimatollah was
quite happy with this but said that if there were any other specific
points, he would be grateful if I could tell him. Could you please
let me know if there are any other points which you wish me to pass
on, or if you wish to offer a more structured agenda?

2. I told Nimatollah that I was not, of course, speaking for the
Managing Director who might have concerns of his own to pursue.
Nimatollah took this point and said that he would speak to the
Menaging Director separately. The Managing Director told me on 22nd
December that he would be mentioning to the Saudis that he wanted
to talk about the third Sama tranche.

3. Please pass to Miss Rutter, Couzens, Lavelle and Mr Gilchrist,
Bank of IEngland.
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O IMMEDIATE FCO s _
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e

MY TELNO 293 /e

A\
IMF 3 PROSPECTS FOR INTERIM CONMMITTEE (gt~ }%Mw "

1. YOU MAY LIKE AT THIS STAGE TG HAVE MY OWH COMMENTS TO SUPPLEMENtf// 2
THOSE GIVEN BY THE MAHAGING DIRECTOR IN MY TUR. THE FOLLOWING VIEWS LV»LLAij)‘
REFLECT MY CONVERSATIONS WITH A REPRESENTATIVE SAMPLE OF EXECUTIVE

DIRECTORS HERE OVER THE LAST FEy DAYS, RECORDS OF WHICH WILL ALSO BE

COPIED TO LAVELLE (TREASURY) AND GILCHRIST (BANK OF ENGLAND) iH

THURSLAY'S BAG.

o 1T I8 NOW WIDELY ASSUMED HERE THAT AN EARLY INTERIM COMMITTCE
MEETING WILL TAKE PLACE. THIS IS INEVITABLE GIVEN THE NUMBER CF TIMES
THE ®D HAS HAD TO REFER 7O IT IN JUSTIFYING THE TIMETABLE FOR
BOARD 4WORK. EXPECTATIONS FCR AN EARLY MEETING, AMONG THE MEMBERSHIP
AND IR THE PRESS, HAVE HOW BUILT UP TO THE POINT WHERE A DECISION
NOT TO HOLD IT COULD BE INTERPRETED AS A LOSS OF MOMENTUM AND A
WEAKERING 1N THE COMMITMENT TO EQUIP THE .FUND TO DEAL WITH CURRENT
PROBLEMS,. WE HAVE ALSO REACHED A POINT WHERE (APART FROM THE SAUDI
TALKS) IT wiLL MNOT BE POSSIBLE TO REACH MUCH GREATER PRECISIOH ON
THE TESTS OF SUCCESS THAN IN PARA 1(1) OF MY TUR. SOME UNCERTAINTY
S BOUND TO REMAIN UNTIL THE MEETING ITSELF TAKES PLACE, AND MOST
ISSUES WiILL ANYWAY BE WO EASIER W APRIL THAN 1IN FEBRUARY.

&
7
&

s

3. THE DEBATE TEWDS TO BE OVERSIMPLIFIED AS BEING BETWEEN THE UNITED
STATES ON THE ONE SIDE AND THE NOMN-OIL LDCS ON THE OTHER. THE LINE-UP
OF NATIONAL PREFERENCES 15 NOT, HOWEVER, THE SAME OM ALL ISSUES. ON
THE $1ZE OF THE QUOTA INCREASE, THE SPECTRUM DOES INDEED RUM FROM

THE UNITED STATES TO THE HOH-OIL LDCS, WITH MOST IHDUSTRIAL COUNTRIES B
NCARER TO THE LLDCS AMD A FEu, INCLUDING OURSELVES, ATTEMPTING TO

- BRIDGE TAE GAP. ON DISTRIBUTION, ON THE OTHER HAND, THE SPECTRUM RUMS

FROM JAPAM TO THE NON=-OIL LDCS WITH A LARGER GROUP IN THE MIDDLE,

INCLUD ING QURSELVES AND TWE UNITED STATES.

4, 1T HMAY WOW THEREFQRE BE MORE PROFITABLE TGO TAKE A SYNOPTIC VIEW
AND CONSIDER WHAT OVERALL APPROACH WOULD BE MOST LIKELY TO PRODUCE A
SUCCESSFUL MEETING, ASSUMIMG IT 1S HELD. THIS WILL REGQUIRE COMPROM
£S BY SOME ON SUBSTANCE, AMD THE IWCLUSION OF WORDING IN THE
COMMUNIQUE TO WAKE PARTICULAR ASPECTS MORE PALATABLE TO VARIOUS
COUNTRIES. FOR THIS PURPOSE, THE ISSUES CAM BE SPLIT INTO TWO
BROAD GROUPS: RESOURCES (IMCLUDING SHIZE, DORROWING ARRANGEMCNTS,
VOLALITIES OF PAYMENT, AND SUR ALLOCATIONES): AMD SHARES (INCLUDING
"DISTRIEUTION OF GQUOTAS, ACCESS LIMITS, MINIHMUM QUOTAS AND BASIC
voTES ). CONFIDENTIAL Resovnces

w)
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RESOURCES

5. Ok THE SI1ZE OF THE QUOTA INCREASE, IT HAS ELEN NOTICED HERE THAT
SECRECTARY REGAK, GIVING EVIDEKCE TO CONGRESS LAST WEEK, IS REPORTED
TO HAVE TALKED ABOUT AN INCREASE IN THE FURD OF DLRS 4O BILLIOR,
wHICH wOULD EQUATE TO A TOTAL FURD WELL UP IN THE RANGE CF SDR 90-100

NEED TO KEEP UP THE PRESSURE ON THE UNITED SATES TO -~
MAINTALN AT LEAST THIS DEGREE OF FLEXIBILITY. IT IS IMPORTANT TOO
THAT THE URITED STATES SHOULD MAKE QUITE CLEAR WHEN THEY HAVE REACHED
THEIR FINAL PCSITION: THEIR TACTIC OF EDGING UP IN LITTLE STEPS HAS
HOT BEEN HELPFUL. THE AFRICANS NOw SEEM TO RECOGNISE THAT 1T IS NOT
PRACTICAL POLITICS TO GET MORE THAN SDR 100 BILLICN., PROVIDED WE CAN
GET VERY CLOSE TO THAT. AWD AT THE VERY LEAST A 50 PERCENT INCREASE,
IT SHOULD BE GEHERALLY ACCEPTAELE,

6. THE GAE PROPOSAL SHOULD GIVE SOME COMFORT TC THOSE WHC WOULD

HAVE PREFERRED TO SEE A LARGER GUOTA INCREASE, TO AVOID GIVING
OFFENCE, HOwEVER, IT SHOULD WOT BE DESCRIBED AS A SUBSTITUTE FOR IT.
THE SAUDI REACTION wiLL CLEARLY BE CRUCIAL AMD THE CHANCELLOR ARD THE
MAWAGIHNG DIRECTOR wWiLL NO DOUBT FORM THEIR OWN OPINIONS DURING THE
RIYALUH VISIT (SEE ALSO MY TELNO 305). WE ALSO NEED TO CONSIDER HOW
NON=SAUD! PARALLEL CONTRIBUTORS, SUCH AS KUWAIT AND AUSTRALIA, MIGHT
BE APPROACHED., FIRM AGREEMENT NEEDS TO BE REACHED 1% THE G10 MINISTE~
RIAL MEETING OK THE OUTSTANDING ISSUES FOR THE G10, INCLUDING THE
CONTRIBUTION KEY, ON WHICH THE JAPANESE wWILL PROBABLY PRESS FOR A
LOWER COWTRIBUTION AS A REFLECTICOR OF THEIR FAILURE TO GET THEIR WAY
i THE QUOTA EXERCISE. FOR THE LDCS, THE MOST CONTENTIOUS ELEMENT

HAS BEEN THE DECISION-MAKfNG PROCESS UNDER WHICH THE G100 CONTROL USE
OF THE FACILITY. THE IRDIANS, 1t PARTICULAR, HAVE ARGUED THAT THIS

IS UNHECESSARY SINCE THE G10 HAVE A MAJORITY IN THE EXECUTIVE BOARD,
AND UNDERSIRABLE BECAUSE 1T WEAKENS CONFIDENCE THAT THE FUND WILL
HAVE ACCESS TO THE RESOURCES IN CASE OF NEED. THEY wiLL. NEED TO BE
REASSURELD ON THIS POINT BEFORE THE MEETING. THE AFRICANS, AND
PROBABLY MOST KHON-OIL LDCS, ATTACH LESS IMPORTANHCE TO THE GAB THAN

TO THt QUOTA INCREASE PROPER.

7. ON MODALITIES OF PAYMEMT, THERE IS KOW A MAJORITY IN THE BOARD FOR
PAYMENT OF THE 2% PERCENT COWTRIBUTION It RESERVE ASSETS (SDRS OR
USAELE CURRENCIES), ALTHOUGH NOT YET THE QUALIFIED MAJORITY WHICH IS
NEEDED FOR THIS PURPOSE. | HOPE FURTHER DISCUSSICH IN THE BOARD wWiILL
REASSURE THE POORER COUNTRIES THAT THEY CAN, IF NECESSARY, DRAW THE
RESERVE TRANCHE CREATED BY THE RESERVE ASSET PAYMENT ALMOST

IMMED TATELY AFTER THE PAYMENT 1S MALE,

B. SOME COUNTIRES wiLL PRESS FOR AN SDR ALLOCATION AT LEAST LARGE
ENCUGH TO COVER THE RESEVE ASSET PAYMENT, ANMD OTHERS WILL TAKE THE
OPPORTUNITY TO PRESS FOR A RESUMPTION OF ALLOCATIONS GEMERALLY. THE
QUESTION OF SDR ALLOCATIOHS 1S BOUWD TO BE MERTIONED EXTEWNSIVELY IN
THE G4 (IF IT MEETS DEFOREMAND) AHD IN THE INTERIM COMMITTEE ITSELF.

s
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WE CAMNOT AVGID GISCUSSION OF THIS SUBJECT FROM TIME TO TIME, AND
WE HAVE IN FACT GOT BY FOR OVER A YEAR WITHOUT A FULL=SCALE DISCUSS-
10ti. WE NEED TU FIND SOME PROCEDURAL DEVICE TO ENSURE THAT IT DOES

e —— e

HOT DISRUPT THE DISCUSSION ON THE GQUOTA REVIEW. IT WOULD BE USEFUL TO
HAVE THE QUOTA REVIEW FIRST ON THE AGENDA FOR THE IMTERIM COMMITTEE,
ANL THE WORLD ECOMOMIC OUTLOOK SECOND, SO THAT ANY DEBATE ON SDR
ALLOCATIONS CAN BE REFERRED TO THE SECONMD ITEM. WE CAN AT LEAST
EXPECT SOME REQUESTS FOR FURTHER STUDY OF THE CURRENT WORLD LI1QUIDITY
SITUATION BY THE EXECUTIVE BOARD, WITH A REPORT BACK TO THE INTERIM
COMMITTEE AT THE ANMUAL MEETING. THIS WOULD NOT COMMIT THOSE WHO ARE
AGAINST AN SDR ALLOCATION TO ANY PARTICULAR ACTION, BUT IT WOULD
PROVIDE A SAFETY VALVE.

SHARES

9. THE DISTRIBUTION OF QUOTAS REMAINS MUCH THE MOST DIFFICULT ISSUE
On WHICH TO SEE A CONSENSUS DEVELOPING. CONSIDERABLE PROGRESE HAS
BEEN MADE [N THE BOARD It CLEARING AWAY METHODOLOGICAL PROBLENMS.
PROVIDED WE CAN HOLD TO THE CONCLUSIONS REACHELD LAST WEEK, MINISTERS
WwiLL BE PRESENTED wWITH A SINGLE QUESTION, MAMELY HOwW MUCH OF THE
INCREASE SHOULD BE DISTRIBUTED SELECTIVELY (1IN PROPORTION TO
CALCULTATED QUOTAS) AND HOW MUCH EQUIPROPORTIONALLY. THERE 15 STILL A
VERY WIDE RANGE OF VIEWS OH THIS QUESTION. AT ONE END THERE (S A
RATHER HETEROGENEOUS GROUP, INCLUDING JAPAN, wHICH wOULD PREFER THE
WHOLE INCREASE TO BE SELECTIVE. AT THE OTHER END THERE 1S A GROUP

OF NON-OIL LDCS, MOTABLY IMDIA, CHINA AND THE AFRICANS, WHO wWOULD
PREFER NO CHANGE AT ALL IN THE LDC SHARE.IN QUOTAS, BUT WHO MIGHT BE
WILLING TO SETTLE FOR THE IMCREASE BEING 75 PERCENT EQUIPROPORTIONAL
AND 25 PERCENT SELECTIVE. THE AFRICANS ESPECIALLY ARE WORRED THAT
THE RATHER LOW VOTING POWER OF THEIR TwO CORSTITUENCIES wWOULD BE
FURTHER ERODED, AND FELL THAT THEIR CONCERNHS ABOUT DISTRIBUTION
SHOULD BE RESPECTED AS A QUID PRO QUO FOR NOT GETTING WHAT THEY
SCUGHT ON THE S1ZE OF THE FUND. N THE MIDDLE THERE 1S A GROUP OF
COUNTRIES wITH ABOUT HALF THE VOTING POWER, ALTHCUGH AMONG THESE
THERE ARE ALSO SOME VARIATIONS OF OPINION,.

10. THE JAPANESE CLEARLY EXPECT THAT IN A POLITICAL COMPROMISE THEY
WiLL HAVE TO MOVE SOME wAY, ALTHOUGH THEY WOULL HOPE THAT THE EQUI-
PROPORTIONAL ELEMENT wOULD MOT BE TOO LARGE. THE QUESTION IS WHETHER
THE TwO ENDS CAM BE PERSUADED TOWARDS A MIDDLE POSITION WHICH WOULD
INVOLVE At EQUIPROPORTIONAL ELEMENT OF THE CRDER OF 50 PERCENT. THIS
WiLL REGQUIRE CONSIDERABLE FLEXIBILITY ON THE PART OF ALL. TR

L -

11. TO SAVE JAPANESE FACE, AND TO GET THE GERMANS ON BOARD, IT WILL
AT LEAST BE HECESSARY TO INCLUDE SOME GENERAL WORDING TO THE EFFECT
THAT THE MEXT QUOTA REVIEW WILL ALSO INCLUDE A FURTHER STEP TOWARDS
REFLECTIHG RELATIVE ECONOMIC POSITIONS. THE NON=OIL LDCS ARE MORE
CONCERNWED WITH THEIR ACCESS TO THE FUND, AND ALSO WITH VOTING RIGHTS,
ESPECIALLY WHERE THE VIABILITY OF CONSTITUENCIES COULT BE AFFECTED.
Oil ACCESS, THE MD 1S HOPED TO KEEP DISCUSSION OUT OF THE INTERIM
COMMITTEE AS FAR AS POSSIBLE, AND THE PRESENT LIMITS WILL ANYWAY HAVE
TO BE REVIEWED BY THE BOARD BEFORE JUNE 1283. EUT THERE 1S BOUND TO
SOME DEBATE ABOUT IT. IF THE ISSUE 1S RAISED, WE SHOULD AT LEAST
'REPARED TO PROPCSE THAT MO INDIVIDUAL COUNTRY WOULD HAVE LESS
SOLUTE ACCESS THAN MNOW, AND THAT THE AVERAGE ACCESS LIMIT wOULD

CONFIDENTIAL 3 o
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NOT BE REDUCED BY QUITE AS MUCH AS THE PERCEHTAGE tHCREASE I THE
SIZE OF THE FUWD. THIS 1S THE KIND OF FORMULA wHICH THE UK HAS
ALREADY ALVOGCATED I8 G5 AND EC DISCUSSIONS.

12. ON VOTING POWER, WE SHOULD BE PREPARED TO GIVE AN ASSURANCE THAT
THE TwWO AFRICAN CORSTITUENCIES WiLL BE SAFEGUARDED. WE MAY ALSO NEED
TO KEEP OPEN THE POSSIBILITY OF SOME MOVE ON BASIC VOTES CR M IHIMUM
QUOTAS. AN INCREASE IN BASIC VOTES WOULD REQUIRE A CHANGE K THE

ARTICLES, AND WE HAVE BEER RELUCTANT TO CONSIDER IT IN THE FUNWD

(ALTHOUGH wWE HAVE ACCEPTED SOMETHING SIMILAR IN THE WORLD BANK). SO
FAR, THE LDCS SEEM TO HAVE ACCEPTED THAT AR INCREASE IK BASIC VOTES
[$ NOT POLITICALLY POSSIBLE, BUT THEY STRONGLY SUPPORTED THE CONCEPT
OF A MINIMUM QUOTA ALTHOUGH IT wAS OHLY IN THE INTERESTS OF A SMALL
MINORITY. ALTHOUGH WE DO NOT LIKE THIS LATTER PROPCSAL, IT WOULD NOT
BE CGSTLY, AMD IT WOULD BE WORTH RETAINING AS A POSSIBLE BARGAINING
CHIP IF 1T wOULD KELP TO PRODUCE AGREEMENT IN THE FINAL STAGES.

GENERAL

13. TWO OTHER GENERAL POINTS ARE WORTH CONSIDERING. THE FIRST CONC-
ERNS THE PERICGD OF THE QUOTA REVIEW. THE ARTICLES REQUIRE A REVIEW

AT LEAST EVERY 5 YEARS, AND ACCELERATION OF THE PRESENT REVIEW THUS
AUTOMATICALLY ADVANCES THE NEXT ONKE. THIS WAS ONE REASON FOR
ADVAKRCING THE INTERIM COMMITTEE, SIKCE 1T MEANS THAT A RATHER SMALLER
QUOTA INCREASE WOULD SUFFICE. ANOTHER REASON WAS THAT THE AMERICANS
COULD GET THEIR LEGISLATION IN A NON-ELECTIOMN YEAR. FROM THE LATTER
STANDPOINT A FOUR-YEAR CYCLE MIGHT HAVE ADVANTAGES.IF |IT PROVED
HELPFUL, THE INTERIM COMMITTEE CQULD PERHAPS EXPRESS THE INTENTION

TO HAVE AMNOTHER REVIEW IN & YEARS RATHER THAN THE STATUTORY 5. THIS
WOULD MAKE 1T MORE LIKELY THAT THE RESOURCES NOW MADE AVAILABLE WOULD
BE SUFFICIENT UNTIL THE NEXT RCVIEW. IT wOULD ALSO BRING FORWARD THE
DATE WHEN ANTOHER SELECTIVE STEP COULD BE MADE IN GUOTAS AND THUS
HELP TO MOLLIFY THE JAPANESE, ETC., IN BOTH WAYS IT CCULD HELP TO
PRGMOTE A COWSENSUS. THIS WOULD THEREFCRE ALSO BE WORTH KEEPRING IN
RESERVE FOR THE FINAL STAGES OF NEGOTIATION,

14, THE OTHER POINT CONCERMNS THE G24, THEY NORMALLY MEET BEFORE THE
INTER I AND DEVELOPMENT COMMITTEES AKD ISSUE A TENDENTIOUS PRESS
COMMUNIQUE BEFORE THE IHTERIM COMMITTEE BEGINS. THIS IS MAINLY FOR
PUBLIC CONSUMPTION ARD USUALLY DOES NOT MATTER MUCH. IT WOULD HOWEVER
BE A PITY IF THEY WERE TO TIE THEIR CuN HANDS BEFORE A MEETING IN
WHICH CONSIDERABLE FLEXIBILITY wiLL BE REQUIRED, THIS PROBLEM WOULD
NOT ARISE IF THE G24 DG WOT MEET AT ALL: SEE NIMATALLAH'S REMARKS IN
MY TELWNO 305, BUT THIS CCURSE MAY NOT BE ACEEPTABLE TC OTHER G24
MEMBERS, AND THE MD AND OTHERS HAVE BEEN ASSUMING THAT THE G24 wOULD
MEETW IF 1T DOES, IT WOULD BE WORTH ENCOURAGING FRIEMDLY LDCS TO
URGE THAT THEY DO HWOT TIE THEWMSELVES TOO RIGIDLY IN ADVANCE.

15. FCO PLEASE ADVANCE TO ffS/CHANCELLOR, COUZENS, LITTLER, LAVELLE
(TREASURY) AWD GILCHRIST (EANK OF ENGLAND).
ULl -h LA 5

ADYANCED AS REQUESTER g

ARSON

MONETARY COoPIES TO

ERD ADUANCE ADDRESS EES
MED 4
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Michel Camdessus telephoned me to give some advance information
about the discussion on IMF matters between Delors and himself
on the one hand and the Saudis on the other, during their recent
visit to Saudi Arabia. The following information is likely to
be incorporated in a letter from Delors to yourself, but you
may like to have an early account.

2. Camdessus said the Saudis showed themselves very anxious to
participate in discussing and taking decisions on these IMF matters.
Their wish to be consulted was a recurrent theme. In this connection
they were flattered by your decision to visit them as Chairman of

the Interim Committee.

He They were much concerned about the international financial
"crisis", or "mess", as they described it.

4, They had many questions about the origins of the proposal now
emerging for both the amount of the quota increase and for the GAB
amendment. They felt that they had been somewhat in the dark
since Toronto. They had been suspicious of the US proposal for

an emergency facility in Toronto because it appeared to involve
discrimination on access and on other matters between IMF members.
Was the GAB proposal the same as the US proposal or did it differ
from it? Camdessus said that Delors and he had explained that

the GAB "second window" proposal had been devised precisely in
order to remove the discriminatory features of the original US

-1 -
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proposal. At the end of the French explanation the Saudis
expressed themselves satisfied.

Ds On Saudi participation in a parallel arrangement, the Saudis
said the question was still an open one for them. They said their
first priority was to meet their quasi-obligation on a 3rd tranche
of lending of 4 billion SDR's to the IMF. However they asked about
the position of the Swiss in relation to the GAB (a separate
agreement). They made it clear they would not wish to be a
sleeping partner and wanted to participate in decisions. They did
not ask for menbership of the G10 but Camdessus said that all
possibilities were still open in their minds.

6, The Saudis supported acceleration of the IMF quota increase
and of the Interim Committee in the interests of restoring confidence
in the international financial system.

7. Finally, the Saudis asked Delors to let the BIS know that they
were ready to subscribe $150m to the operation in support of Brazil.
- Here also however they stressed their wish to have a more
recognised part in the taking of decisions (in this case, I suppose,
decisions of central bank governors).
’P\8° Camdessus added some information on action being taken from
| |Paris in aid of your wish to secure LDC support for the IMF package.
{LThe Tresor was sending a message to a meeting of West African
franc zone Mjnisters seeking their support for acceleration of
the quota increase and for reinforcement of the Fund by the means
prpposed. Similar messages were being sent separately to the
central banks of the eastern franc zone countries in Africa. He
was confident of the right response. Their relations with Algeria,
though improved as a result of a bad (sic) deal made by France
on the price for Algerian gas, were not good enought to allow the
same confidence; but they intended to put Algeria in the picture
and engage their interest.

Ve
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JILL RUTTER
31 December 1982

MR LAVELLE cc: Sir K Couzens
Mr Littler
Mr Bottrill
Mr Atkinson
Mr Hall

SAUDI ARABIA: WASHINGTON TEL NO 303

The Chancellor has seen your minute to me of 29 December.
He is happy for you to react to Mr Anson's telegram in the

way set out in your minute.

JIK

JILL RUTTER
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CHANCELLOR cc: Sir K Couzens
1. Mr Littler

Mr Bottrill
Mr Hall
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VISIT TO SAUDI ARABIA

It may be helpful if I were to set down a few thoughts about the
shape of your discussion next week in Saudi Arabia.

2 As I see it the objectives of the expedition are:

- to exchange views on the main issues for decision at the
next Interim Committee;

- to explore the possibilities for credit agreements
between the Saudis and the IMF in parallel to the
enlarged GABS$

- to secure the third SDR 4 billion SAMA tranche.

3. The third task is for the Managing Director and we have
established that it will be pursued separately. The run over

the ground to be covered by the next Interim Committee is to

some extent a public relations exercise but given the potential
influence of your hosts it is rather more than this. In particular
it is arguable that their support for the acceleration of the
meeting is of some significance. The question of parallel credit
arrangements alongside the GAB is one where it would be helpful
but is not essential to advance matters, and it would be
unrealistic to contemplate anything like a decision.

Orchestration of discussion

4, No firm agenda has been arranged. The natural progression
would however be to go first through issues of common interest

-1 -
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leaving the problems of parallel arrangements to the GAB to last.
One might on that basis envisage two sessions but this is something
that could be established at the outset by mutual agreement. In
general it might be helpful to follow the pattern of some initial
remarks by yourself on individual topics. The Managing Director
might then be invited to elaborate on views in the Board, perhaps
going into rather more detail. This would lead the way to some
account by the Saudis of their own views. It may be that this
whole process will be something of a stately progression - there
will certainly have been some considerable element of politesse

in the opening stages - but this seems an inevitable bit of theatre.

Content

5 In what I have thought of as the first session the natural
progression would be to consider the size of the Fund and questions
of distribution. On both these issues the Saudis and ourselves are
very much at one. They would favour a Fund of SDR 100 billion but
would probably settle for a 50% increase. As regards distribution
they are content with the basic technique now being adopted (the
Australian method) and seem to favour about 50% equiproportional
dilution. Our understanding is that they would favour acceleration
of the next Interim Committee meeting. In all these respects they
are, therefore, occupying like us a middle ground. The Saudi
Executive Director has taken up one or two points which represent

a developing country position: viz the case for an SDR allocation
and for some minimum quota. Given the relative blandness of the
other discussion in this session it would be sensible to touch on
these areas in the context in which they in any case naturally
arise. The technique of dialogue with the Managing Director might
be a helpful way of lightening the educational process in this area.

G One might envisage the second exchange as being essentially
concerned with the GAB. In the first instance it would seem
helpful to follow up what M Delors has said about the evolution
of the US proposal from something potentially divisive into the
acceptable form we believe it now has achieved. This would Dbe
the natural run in to an account of the features of the GAB and

w D
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would probably get discussion off to a reasonable start.

7 s This would leave to the end the most delicate area:of Saudi

parallel arrangements. At presen%fthere are three main issues
here: how much the Saudis might contribute; the access they might
have to GAB resources and the modalities of consultatlon over
activation of GAB and Saudﬁ.zzggarcéé. There may be some discussion
of these matters in the Executive Board next Wednesday. At first
sight the Fund papers do not seem to have set the points up in the
most helpful way in particular since it appears to be envisaged
that parallel creditors might have access to GAB resources even
for repayment of loans made to the Fund at an earlier stage. As
regards contributions, there also seems some expectation that
concepts such as GNP and reserve levels would be thought applicable
in the case of parallel creditors, as for founder members. This
also seems unnecessarily restrictive. lore generally there seems
much to be said for a rather loose link between the arrangements
for calling up capital for founder members and others, and omne
would certainly not envisage direct Saudi participation in the G-10
decision process. ©Some of these potential difficulties may be
eased by discussion next week. But in any case the saving grace

is perhaps that the Saudis show some signs of a wish to "keep an
open mind" in this area, perhaps partly to avoid any appearance of
snub, or too close engagement with developed countries, but also

to preserve their own flexibility of action. All in all this

seems to be an area to be treated with some dellcacy and w1th

no attempt to bring matters on too fast.
\7.

B Our understanding is that the Saudis attach greater importance
to honouring their commitment to a third SDR 4 billion tranche
under existing arrangements than participation in an

enlarged GAB. This of itself seems to make it unlikely that

they will wish to make any very committsl remarks in this
discussion. This outcome would be underlined if, as I assume

will be the case, the Managing Director's own negotiations take
place towards the end of the day before the party returns to
London.

w B
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advancement of Interim Committee meeting

9. The Managing Director and yourself will presumably need to
contemplate some form of press conference after the visit. 1t
will be helpful at that stage to make clear that this has not
been simply a begging expedition but rather, as far as you are
concerned, a continuation of the process of soundings of opinion
which you have been undertaking rather intensively since your
appointment as Chairman. There will certainly be elements in

the discussion wh%&? will have heartened you. The natural
question which will/put is whether the Interim Committee meeting
will be accelerated. It seems to me that a decision on this

could neither be announced before or immediately after the Saudi
visit since the first might seem an affront to your hosts and

the second to have given them too great a say in the matter.

The answer is perhaps to allow some efflux of time between your
visit and the announcement, which preferably 'should take place in
Washington but could be made in parallel here. At the press
conference immediately following your visit it might be sufficient
to say that you hoped that a decision would be possible very
shortly.

Briefing

10. We have sent forward separately a piece on the formerly
arcane matter of distribution. We would hope next week to put
forward some more detailed briefing, including points to make,
following the pattern of topics outlined in summary above. There
would be supporting briefs covering items that might be mentioned
in any more general exchanges eg over lunch.

e

R G IAVELLE
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