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Bank provisions for bad debts

Points to rnake

(i) Obviously .banks have to make the provisions they

think proper against individual loans to problen countries,
taking account also of the views of their supervisory
authority (tne Bank of England).

(ii) The circumstances may vary from loan to loant
depending on thg details, existence of guarantees (eg from

ECGD) etc.

(i:.i) It is not a matter of writing a loan off completely

o¡ not at a1]. And a loan can be written down one yar and

up the next if circumstances change.

(iv) The position on the tax treatment of provisions was

set out in a letter of l? January froro the Revenue to
the British Bankers Association (which has now been

published). [Copy attachecl. Jt rs be]-ieved banks are now

generally content with the situation. l
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Role of the IMF ( and tral banks encourcen ) 1n âganã new bank

lendins to problem countries

I Fm aware that the fMF has played an inte¡nediary role

in several recent negotiations about soverêign debt

rescheduling or restructuring. This is a naturlal role for

the Fund, because before giving it.s approval to an economic

adjustnent programme of a member state the tr\¡nd needs to

satisfy itself that adequate erbernal financing wil1 be available

in support of the programme. tf am also aware that central banks,

including the Bank of England, have encouraged bankers to cooperate

with the Fundl.

For commercial banks I believe the process is a helpful one

a1so.--llhey can find (and have found) val,ue in the opportunity

to get a di¡ect explanation and reassurance fron the IHf' about

the economic programmes borrowers have agreed to inpleroent.

Each bank may also find it valuable to -know that its own

new l-ending will be natched by others as welJ as

the Fund, In these circumstances new

lenaing by a bank can help to improve the quality and security

of its existing loans.

I accept that for the Fund to involve itsel-f in negotiations

betwee¡ sovereign borrowers and commercial banks is sonething

of a new departure, as I believe the lund Managenent would be





the first to acknowledge themeelves. My impression for what it

i¡ wortb is that thése initiatives have been generally welcomed

by debtors and creditors alike in difficult circumstancee. I

have it in nind that this is a developrnent which it night be

useful to have some discussion about in the Fund, with a

view to lending the reoognition and support of me¡nber Governmeits

to initiatives by the Managing Director of the kind which he

has already taken [ip relation to ]llexico, Brazil, Argentina

and most recently YugoslaviaJ; and to encouraging longer term

arrangements for continuing cooperation-

ßr, r*
hJ^1úL4 W

')

I J;¿,





)s \þ9\

The IMF rìa intermedia rv between sover eian borrowers and

orivate sector' lenders

Speaking Note

The Fund has not e:çlicit1y explored the idea of long term

borrowing;f,rom institutions only contingency narket
borroriring whi'ch wo{rld be short or medium telm. The Fund

would have to think long and hard bçfore entering inbo
Ia greatly expanded role which, 8s proposed, would involve

internediating both naturity and ¡isk siroultaneously.
In the last resort, of course Governmentts and tax pqyers

would have to be the ultimate guarantors. [If raised. Any

proposal to üse to tr'und I s gold as collateral would be a

very contentious issue on which agreement could not be

erpected l.

Doubts about proposals of this kind relate also to the

distortions which Bny large scheme of official financial
intermediation would introduce in international- finance.
It removes the element of coanercial- judgement that should

proper:Ly fall- to the private sector lenders. They would

sinpJ.y took straight through the IMF to the strength of the

ul-tinate guarantors (menber Sovelnments and tax payers). llhe

result cou1d. easily be to divert or deter normal

coamer,cial flov¡s. There are also all the difficulties that
a central institution could face in deciding which

countries could borrow a¡d. which specific uses funds shoul-d

be put to in the borrowing countrj-es. These decisions aIe

taken much more efficiently and effectively in the market.

Role fo¡ IBRD (for defensive use if raised)

Essentially this v,rould amount to little more than an agreement

to step up the IBRD's normal aetivities. But these are already

subject to constraints. First there is the constraint of the





IBRDTo gearing ratio;'and second there is the IBRDTs rule
that any loans.have to be" rnade for specific worthwhile
projects of reconstruction.and development (except in special
circumstances). Any chalges to these rules would put the
IBRD's credit stand.ing at risk. [Issues of indexed bonds

would sèem a superfluous inducement to rinvestors, . would
not fit alongside other IBRD bonds, and might inc¡ease the
difficul-ty of marketing existing IBRD bonds given the uncertain
inpact that indexed borrowing would have on the BanlCs future.
liabilities.

B c und Note

Professor irlillianson has suggested that the IMF might take
a greatly expanded internediary ro1e. ILis idea appears to
be that some organisation like the Fund would tap long-tern
money from private institutions in industrial countries,
who in return would receive claims on the tr'und denoninated
in SDRs, and indexed using an average of prices in the five
major currency countries. On his proposal the collateral
would consist of the Fundrs gold r or bonds supplied by
member countries. Dr Bray has suggested the scheme nigþt
be run .by the IBRD if not the Fund.

The first paragraph of the speaking note above reflects
Hr Anson's report of the IMF position (telegram No 76 of
2L January). 
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Schemes to Í¡u arantee or refinance existing bank loans from
official funds

Some tj-ne ago the II-t¡'r/IBn¡ Development Conmittee set up a [ask
Force to examine problems related to non-concessional .flows to
the less developed countries. |lhe [ask Force considered several
ideas for new guarantee facj.lities, including a French proposal
for a t{ultilateral Partial Guarantee Framework for extending
partial guarantees to international banks on behalf of countries
on the threshold of creditworthiness.

However, in their report to the Develo¡rment Commj-ttee the Task
tr'orce decided not to recommend that these ideas be pursued,
essentially because their consul-tations with co'nrnercial banks
revealed_ that there .'âras little prospect that a new mechanisn
of this sort would in fact generate additional lending. There roay

be some scope for mul-tilateral institutions, such as the !,Iorld
Bank and the main Regional Development Banks, to make greater
use of their existing powers to guarantee comrnelcial loans in
addition to rend.ing in their own right but in the past there
has been little demand for then to do so.





{ore recently a nu.mber of further schemes have been canvassed

outsid.e Government. -- -' : : For

exanple, a Refunding Facility i^ras suggested rn a Financial [imes

lea¿er on 17 September, which would issue tong term bonds with
an IMF guarantee, using these funds to purchase debts at a

rìi SCOUnt.

frine to take

One difficulty with some of this family of ideas is that they

tend. to cut across IMF conditionality. If conditionality is
d.ecreased. th,ere is a danger that ggarantees will be called.
More generally schemes of thi.s sort seem liable to give the
wrong signal about the respective roles of international
instituti-ons o banks and ad.justment by developed countries.
If a commercial fee were changedr âs it should be, there would

seem real questions to do with the extent to which the largest
banks would be interested. in soue proposals in tbis field if
(for exanple) they felt able to look after themselves in
rescheduling operations.

Tb.e best way forward is first to tackle individual country
problems on a case by case basis. Secondly insofar aS the
probleu is a general one we need to make the existing
institutions work better. this means in particular more

resources for the IMF atìd closer li-aison with the comme¡cial

banks in the establish-nent of progranmes for problem'cor¡ntries-
It nay mean the Fund getting in earlier and leaving shorter gaps

if a progra¡nme breaks d.own. [his approach j-s not easy but it
seems right in principte, and it avoids the hazards of attempts
to establish najor new bureaucraci-es in short order. fhe ¡ole
the IMF has been taking recently in cooperating more "G;ôfl"
wi comm an

helpful development.
sover problem countries is on balance a
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Sj-nce Novenbr:r tne mai¡ lxieoccu)r¿ìLion o'f tl:e ma]:kefsi has shifted

froni l,,iexj-co to Braz;i1, v;hich has l:een f:;rceil by Íts acute cash

shoyt;ige t-o fol.i.ow ¿ì ratþer sirnil.a:: path" The Bra-¿'-i'lj-ans' by

proi:es;,;inE too mucLr thaL their situatic¡l) hTas under ]':ette:: control

than the l,iexican orìe and by inj"shandtíng their relat-j"ons v¡j'tl:l

t-ì'rc ccn,ntel:ci¡ll- barrke.rsr:LnitialJ-y creal-ecl some confusj'cn' Tirey ha\ze¡

hol;errer, ïÌoî¡1 pu-t the orgariisat'-iol'l irr pla'ce for â fa:lrly Speecly

conclrr.sion Lo negCIti'at:i-cns lvith the banks' and the resPonse to
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their pacÌ<age of fin¿rncin.g measures has l:een encouraging'

has si¡fung fir:raly l:ehj.ncl the BrazÍlj-ansr rc:qu.est and oll

l.londay 24 January aclopLeO tire Same tectics towards; tLre banl<s ¡r's

did fcr Þlexicoo iell-ing them thai: he v¡or:l'cl only::ecc¡nmend Lhe

Tsrazilians a.j-.igstrrreut p::ogramme to the Il4F Exect:t:i'vtl lloard- j':'? he

i-¡ad confirmatj-on fro,n t.he banks that, theya had fu-I1r- ci:riir'tí'l:tc:rf

themselves to the fiua*cing pacì<age.' The negotiat-:Lons on lt'ost.

parts r,:f. the ¡:a-ckage f:or: A::gent:Lna Jrave J¡een cOnC-lUded- e:;cc:pt

fo:: final- det.aj-l.s of rcschec}.r1.ing of 1983 xra"turj'',Uj'es'

Iarcsiere

he

T,hr.: rurenezr:.elalrs anrl the Cirj.l.eals l:cth b.arre payments d-ifficuf i:iest

but the rooL causes ¿rr.e ratirer clifferen'.: ilr-'onr the ::est'' venezrtel-¿':

iias a h:i.s;tory cf incgrnpeicnt acl.r¡.j-nist::a1-ion of its jntesnat-io¡ai

firrar-rciriq, recen{-1.y colnl:oundecl }:y soÏi1e Ic)ss of coufj'dence in Lhe

do:nestic banks. Ït ìr¿rs sensii:l.y deciclecl to shift froirr er po3-icy

of ¡:el.lance on sho::t-ter;,r debt to fundinq v;ith longer matu::j-t-'ies

î:ut has irandled Ì:he itn¡;l.ementatj-on poo::ty' Its ollee ample resel:ves

are l-ej.ng dissipa-ied j.n the procefìs an'l irort the prcsi:ects for

th.c: oil pricc threatelr to v¡o::sen the si'L:u¿rt'Íon' chi'le's

dor.iiestic dj.ffj.cul-ties Ìrave l-ed t--c a cri's;is iu their dornest'ic bal:ks;

a li¡nber of t¡ese ðire eitheL: L-¡e:Lug f-iqu:Lciat-'ed OrL¿"1<en ovelî by i:he

government .in a \{ay v¡l:j-clr F:eelns to treat-" forelgrr c::ec1j-tors rather

l:aoly.Mostofchile'sforeignclc:bl:h¿rsL-¡eencontra'ctedb5r
pr:i.-.rate bor-'r:orçe::s: v¡hiclr mals.es ji: hai:cìer to find â collective solut'ion'
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'l'irere i-s; sotre

infects i:heir
concelrn t.est 'i:he domcstic c::is j s sp:llls over ai:rd
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Tn trasteiitl .Europe, neçfotiat-.:Lons are iu pl:ogress on restructurlng
1983 ma'l-ur:j-ties of Poland ancl Roman:i-¿r, althottqh ín the case of
Po.larrd, this j-s ::cstrj.cted to commercial bank clebt. untj"l the
conditi.ons; for Lhe resumption of t¿il-ks on offj,cial debt are me'L.

luleanv,'hile¡ r)olancl enjoys de facto a lOO? mora.tori-um oll official
debt" TTre Yugos-l-ar¡ situal:j^on ís mor:e untidy v¡Íth Yugoslavia
reluct-antly acce¡-rti.ng the ¡ie..¿d Lo'::eslructure its debt: ¡¿¡ith-in a

package (incl-udillcI llgw monelz) , larqely ppt t.ogeiher at the
Ínstiga.t--:i.on ot the TI,{F anci {-ire US authoritj-es and invol.ving
int-ernat:i-onal inst.j-tut--j-ons, governmerrts and coiì'inercial bank's.

Deta,ils for the countries lnentiorred are given j-h the at-tached

table ancl the cor:ntry no{:es; thêr<-: are also not-.es on llast Ge::many and.

Hungarlr, vrhidr couJcl also nur irrL.o fj.¡r¿rtrcing clif ficulLies.
rt

Confidence v¡ith.in t-he ínte::n¿ri--Íona1 ¡narkets j-s 5-mprovíng despile
soiûe unl:c:J-pful ne:.,' Ce'"7elo¡:r.-ietr1:s, .1.-i--}ie tire Chil-ean dÍf fjr-cul-tj.es.
The abÍJ-:it1' of tire system to deal v¡i.tÌr shocks of this kiircl,
<lernonstyated by the experieirce of tire last ha.lf ye"r, seelìis

f or the 'Linre being at least, to have removed the f ear of a wiclcsp::e ad

collapse of the sysLem and. to encoulrage co¡rfj-dence thaL major d-el:1:

plîobletns can be rlealt with" Swift ac{-ion by the authorj-ties ín
pr:ovj.di.ng inter-gove::ninent or BIS/ccntral bauk assistallce to iSrazil
in conj¡nction with firm ha.¡illj-ng b), La::osj-ère of the I¡lF relationship,
both tr¡ith the bor:::ower:s ¿:nrf Lhc prlvate lcnclers., has shovm th¿-it

offic-j-al l:esponse to l,lexico earlier on v¡as not a flash in the
pan but a clemonstratj.on Ï:¡' the authorities not to allr:tv panic to
cause ol: spread j-l-lstabitity. À syrnptom c¡f the restored ::esilj-ence
of the mar:ket ¡igainst thris. h:ackground j-s the vra-y it took in i'cs

stride t-his week the altnoullcernent-. that a US ba-nk (p_eafirst Co::po::ation

of seattle) with leirge loa.n losses i-n the energy sector and -'-\
l'_- ..

consicìer¿rble exposure to Latin Ame::-ica, hàd been given a fI.5 bn

credit {:o strengr;}ren it }:y a conso::tium of najor US'ilan}<s;

this ner!/sj l.¿lst .5¡]ìlmer v¡oul.d ir¿rve ntrìgi alarm ]:e11s t--hroughout t--he

-internal-ional and LIS tloltest-.j-c banl'li-ng markets.
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I'Jer¡erthel.ess, there j.s sLj"1.l. sone tensÍon v¡hj-ch .rr'i1.1 lasL unti-l
iire agrcctnen'ts; oll the fj"rr.rncing parckages for tire problenr coutrti:ies
har¡c been si.ç;rnccl, pro]:¿rl:i-y vritirin the nex.b cou¡:J.e of months.
I^Jhether tira.t tens:í-on lessens very nruch. thereaft.e:: mus'L clepend
on a numi:e:¡: of othcr factors. The direc.bj-on of the oi-1. pri_ce
j-n the wake of. the clisar:rer1, Ìn Opl:-C j-s now hanginç¡ over som.e of
the lieavij.y ir¡del¡t.eo cour:t.r:ies" If thet:e is a subst-antÍal- and.

rapj-c1 decl.ine it wi1l. t-hrea.ten the revenlte of lvlexico, Venezr¡ela
ancl some other courrt--rj-es like Nigeria and Indonesj-a rvhich could be
vuinera]:le, rt could also have an aclverse inrpact on energy-
rerlate.cl borrcwe::s in Canada and the US vith the risk of a knock-on
ef fect on sonìe of their domestÍc banks 

"

Ot.her debtor countrj-es depeirdent on irnpo::ted energy like Bra.zil
wil.-l- benefj-t frorn the inprovement in their bal-ance of payments
and i:ilat pros¡rect ougìit. in principle l-o improve ti:eir c::editr,vorthiness.
.Iis v¡e.l-l as this dj-::ect benefit, they,coul-å also be helped l:y any
resurti-nq general stj-rnulus to the wor'ld economv r,¡hich could
ir*jnfó::ce the ïecovelry cxpected l-ater thj-s year. äowever, tbere j-s;

¿i c-ialiger tha.t-. ''che j-mpacb on l'{exj"co ancl the o{:her heavi.i.y j.ndebtecl
o:Ll- prccr.ucers v,'i11 lead to a moi:e generarised det.eriorat.ion in
l-Ìle fi.:ranc:Lncy clinate. The banl:Ì.ng conununity in t.he past has not:
alwavs diffe:rentlated adequa[el.y betr.,'een so¡¡ereigin borrorvers and
íf thís v/ere repeated then other LaÌ-in .American countr:ies would
a]-so find theinsel'¿es uncler the same cloud.

In concl.usionr the crisis has so far been successfully contaÍned and
vJe now have to nurse the recovery to cautious confidence. There are
stil L risks. The appeti.te of the bank.s f or international lending is
expected in any event-. to be reduced. The outcome v¡ill be improved
by si.gns of recovery in the rnajor economj-es and any other Índicators
that the adjusLment pi:ogrammes agreed with the ÏI"itr can ancl wÍLl stick.
Agreement in. the forthcoming rnterirn c.ommittee meeting on a
subsLantj-al iucrease in Fund quo'La.s will a.lso do much t.o restore
nerves. .

J
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Xstllr¡Le'l ,:at'11

outEt¡ndln1
(cnd:1 9 82 )

lí:xico

$83 bn

BRA?TI,

9fÌ I bn

t{oratorium on
publlc t, prlvaLc
scclor prl0cipal
pàynìcnt5 (ffon
Jor¡uary 19831
durtng regoÈlatlon
of roatructurlnq

$4.0 hn pübllc
& privâte scqtor
nat.urltics
falli.ng due ln
1983 (reguestcd)

1/B - 2 1/2
7/8 - 2 1/4
r/2

Têrgct $4.4 for
- 1983 o/v S t. I bn

coilrni ttcd by
24,1.83

$2 bn lrridglng loan
apprrentl.y obtaincd

$l,2 bn (fully
dr av¡¡)
(91 10 nn)

$250 nn parallel
SÀtl^ fâcllity

Sl.5 bn (us
Treasury)

SDR 4,2 bn (D¡Ì')
$DR 0.2 bn ('lsL
cradit trenche)
(apÞrovaI of boLh
ênd-f'cb?)
SDR 0.5 bn (c¡'F)
(ap¡)roved Dec 1982)

Pðynents arrcåfa

ReÊche'alul i ng
neg.'ti aL ions

¡cr¡os

r LIDOR + (t)
r t,rine + (gÌ
. fcc {t}
t graee ferlo{¡

t!..,.,-!

r naturlty (yc'arc)

New.rcr¡cy from b¿nkg

oiflclåÌ ¡sslstance

a tits

' o/w UK

: Govc¡nmcnts

o/." uo

t flif

l.lor¿t.rr Jrrù on
publlc Gector
pr lnclpal
payñcntrs (fr.oÎ
,\ugtrst 1982)
dor l'19 ncaotlation
o¡ restruçturit¡g

$1.3 bn prlnciFal
ånd lrrLcrcst on
prlvatc dcbt

$19,5 bn publlc
6ector naturities
reIÐrt.ìdly
f¡Illng due
23.8.82'3r.12,84
(! equcs ted)

Tergel 55 bn for
1983 o,/e o{er
$,f . I bn corrnl tted
b:, 2{.1.83

$925 ¡nn (almost
full/ drern)
($l{0 nn)

$925 mn parallel
Us fåcility

S2 bn regucsted

(9150 nn)

SDR 3.1 bn (¡iFF)

SDR 0.2 bn (1st
crertit tIa¡che]
(lnth approved
Decenbèr l982)

¡\ìt(i,ìri 1 Ir,lÀ

$39 bn

92.5 bû prfnclpal
ând lntcreÊt
on public and
prl\'âte debt

$5.5 bn public
6eclor nùLurities
oveldüe on
1.12.82 a¡rd
falling <ìuc
ff,om then to
31.12.83
(requestcd)

l4JNtìZU!:t,À

$28 bn

$B¡¡ mn whlch
åu thor lt leð
hava undertâken
to pay off

$5.9 bn publÍc
aecbor short-
tern dcbt being
refí¡anceal -
noL strictly
'r cschcdu ledn
(ln progrees)

l-t 5,/8
lt/4-11/2
?
0-21/2
2-7

OITLE

$18 bn

$2.8 bn private
órmerci al. b¿nk
matur it i es
fallirq duc ln
1983 and l9g4
(requêst lrÌrrîlnênt)

3-'¿?

not yot hntrn

SDR 0.5 tta (stan<ìb7)
6DR 0.3 bn (CF!')
ÞJth approveâ
,tanuary 1983)

+17/8
+13/4

I

N/À
N/A
N/À
N/À

1/ø

1/8

+2
+2

I

+2
{. I

I

2
I

I
I

J1

7

Targc t
for 19

¡
S!.5 bn

sl

$1.1 bn bridclrrg
¡oao slrJrìed 31.12.82
(5600 nn dr¿vD bY

l0.l,tJ3)

$0.5 bn agreed

(NrL!

SDR 1.5 bn (standbyl
SDR 0.5 bn (C¡'i,
(both ¡pprove¿
.tanuary l9B3)

ïY.ä-F$
&e .1

5.

f_.r
tFì

i
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Es t j-matecl clcb t
'or¡ ts;L ¿r¡id j nclrcnd* 1gS2)

Payments arrears

Rescheclul i.nq
negotiaLio'ns

Te r"nrs

: LIBOR. .¡ (1,)
: P:lj,me -t {ra)

. i fee (t)
s cJrace ¡:cri,:d

(years ): ¡natLrrity (¡rears)

Nevr money from banks

Of f ic ¡1. a-l ¿rss Ís ta.nce
: ISIS

POltAhlI/\

$11 b¡r

$Z bn in i 98 1 arrears
and 1982 matu::ities
(signed) $i"1 bn ojl
1983 mat_uri-ties
( reques ted )

N/A

SDR 1 ,1 bn ( stanclby)
approved June 19Bl
a/vt SDR 450 mn
draln; SDR 368 mn
to be ava i l.able in
1 9B 3; bal arìce in
1 984 H1

Princi.pal paynrents
LernporaríJ y suspencled
(from January 1 983)
during negoLj.ation
of rest-rucLuring

YLJGOSI,ÀVT1\

$20 bn

90-day deferral
of pr:incÍpaÌ
payments falJ.ing
due {:o 31.3"83
(from 1B Januarlz
1 983 ) during
negot j-at ion cf
rest ructu ri ng

$l b'n mediurn/
long- term debt_
ma Lur: i. t i es in
1983 ro11ed over
(pro¡:osed )
$Z bn short-1-ernr
maturities rol.led
over for 18.'24
rncnths (proposed )

N/A

$t bn proposed

ù

o/rr' Bank of Englancl

i Gover¡rnents
o/v' UK

: IT"f F'

$0.5 Lrn requestecl
($3C mn? )

bn
i-ì

$1 .3
Ê78 rn

SDR 1 .7 bn (standbir iapproved
o/w SDÌì 554 mn in'¡983 (J.ast year:)

i
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lIasL Gerinarry GDR

1 Total converti.bLe currency i.ndebtedness has been as ,high asperhaps $ 1ç bft bu{: is probabJ.y nor,r¡ decL inirrg r ðrt. some consider:ablecost i¡r ter-ms cf economic cli srupt ion. ilxisting undrav,,n creditfacil-jties are sizeabLe but have neverther.ess far.len quite sharpry.GDR is unabJ e Lo raise sul¡sta:rtiar nev/ credits fron î{este¡:n ban}is.Figulres reccntiy rer-eased by the Bïs sirow that gross debt.s t.o Brs' banlcs ( excluding banks i' r'Jest Germany) have declined frorn over g 10bn at the end of December igBl to $a 1/2 bn at the end of september1982' The decline has been achieved lraltty rry ,unning doç¿n reservesand partly by savage culbacks in i*pora"; ;r; 
"unnoa be sustainedindef initely' payrnents de-1-a1,s and approacrre.s to suppliers for-l0nger than norn¡al c¡:edi.t terms have become more freque¡rt. weunders{:and, in conf idence , th¡r ,^

rais ins a DM ri'anci ns credr;-;n;;";;:";";" ::;"ï;l;.;:";.;'^madeto the *¡est Ger¡nan qover'rnen t-. The brencrr have been reguested ioacce¡:L sorne rjeferment of repayment. obligations. Sericus debt-qerv.icirrg f-;rol:l,e¡ns (atrd pe::irar_rg reí;checluiÍnç¡) are sti-11_ possible,BC:GD has int¡:.iruced t.iEhter- m¿irket limits but. is still 0n cover.
i.lungary

2 Total convertih;le currency inclebtedness tyas $7.4 bn at theeld of June ig82 having faLlen fron $S.7 bn at gre end of December1981' Hungary has been helped over short*term liquidity problemsthis veâr b)' severar rranches of bridsr;; 
-r;;;""'lro,n 

rrre Brs inv¡hich the Banlc of Engla'nd parLici¡:ated ( rvithout of f iciar guarantecs ) ,The a¡nount 'outstand ing at any one time t¡as var j.ed but is current.ry$300 ¡nn of v¿hj,ch the Bank st¡are is 6.7 per cent. fn respo¡lse to adef:er-iorating co¡rvertible currency balance of paynrents position, andunder Llre aegis of the ï¡4F¡ the Hungarians i-ntroduced a number ofmeasures' incluriing devaJuaLions and increases in corsumer prices,a¡rd have also raised j.nterest rates. T.Lre convertib.te currency-urrent accour-rt, i¡r consequence, is ¡10f in rough bar.ance" ûn
\
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6 Dece¡nl;e r i:he rl"li¡ l-loard a¡r¡-ri:oved an econornic acr j ..st¡rie'L program*r-,pl:ov:.dinq ljt.6 bn over 13 ntonilrs; " I.Iowerz€ur iiungai:y sti,1j. faces .jst¡i:stantjaJ_ cjebt bul:cJen ovet: tfle ne>;L ferv years ancì E¡il.l necdfr-r¡:i:her r¡:r¡ prog].:cìrìmlrs untij cretrt- is ¡:educecr Lo mcre manageabrelei'e]'s ' The corinl-ry rr,j -'1.1. remain h:'.girry vuLnerable to the weaknessof l:anking r:cirtfide¡rcr: :Ln Eas{:ern Euro¡rc-. rrntil J-a'gc. eno.gh curre.tacc{}unt surpJ Lisss a};.c achieved to r€pay srone n¡ai*uring crebt a¡rd::ebuil d ):Êìsjerv€rs - ncGD co¡ninit¡nenLs; aì:e modest_ a¡rd u"0",.. a;;;,cont-ro.1.

Po.1. and

3 'ft:tal convert ible curr.enc), j.ndebtedness j.s al:out ç25 bn.Banii and offj'cia1 creditors both negorj.ated recheduri'g agreernentsin respect of debts due in 1981. L.olrowing Lhe decrarat:_on ofmart iaj. l-ar,r i¡r Dece¡nber 1gB 1 virt.ualiy none of the $ 10 b¡r convertibl.ecurrency obi-igati"ons fal.J"Íng due in 1gB2 has been ¡:aid. on3 ì'iovember this year Lhe ba¡rJcs signea a reuscheclu.l-irig agreementcoveri'r:g 95 per cer¡t of the $2.4 bn repeiyments of prÍncipar due in1982 " u¡rcìerr t:he tgreei'lent haL J1 the interest oue in 'lgBi) is tc i:eì --r- r- !.r.ùn'(- i)ac:il. in i:i:r forn ()f. tlerJ th;:cc*i,e;;.,- ci:er3j_ts. l{estc;:n ofij.,.:j.¿.,j.cr''ecji'i-ors å:c)¡'ç'o¿ ar'ter the i.r*pos-itio¡r of marLi,al lar,,, not to ì:esufiìei:a1l:.s oll officj.al ràr;checlulinq for Lhe tilne being and did notai:Le'lpt to neqoi-i-ate a rescheciuling agi:eemcnt for 1g82. rn practice,the effect of this refusal has been to ar-10v¡ poland to utop urrpayrnei:r-s' ti-rer:eby gai-ning 10û per. cert cre facto relief on bothp::inc:lpa-l' enci interest. I'ú'e (ancl nìany oti:er ï{esl-ern crediLorsr.buLexclucling tlie US clrrd Jlrarrce) ç^¿ould tike to have a rescheciul:.-ngägreenent ill ¡,J'ace, sjo ¿is Lc¡ receive paymerrt of a{: least some of thedebi:' The Poles ere.expectecl to begin negotiating the reschedul:ngof 1983 ccmmerciar banr< matur:'.t. j es in earry February, To sorneextent Polish inso-l".vencY has been discouni-ecl by ilre banlis, many ofwhicl¡ rrave rrritr-e¡r off a propor{:ion of their roans, but- tota.r.def aul't tvouid stil.l irnpose a Surden. ECGD is of f cover.
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clebts di:e ill 1982. tij.Later:a1 âgi:eernents have nor,¡ beer¡.sig'ed rvi.l,lr¡nogt crecJitor coLtnl_ries ( inc-'l,ud:.rrg tirc. tjl{). ,Iile separaLe
negotiai'ions cì¡l the reschccluJ..ing of b¿r¡rii debts were corn¡:leted inDecember ¿¿nil Lhe Ro;nanj.ans have no\r;ipproache<ì tlie parj.s club ancìc:o¡nmerej-;rl banlis to propose rescheciuli.ng 75t of 1gB3 nial-uriLj.es,
Governments l¡ave a.r.r:eady agr:eecr in prirrciple r_o consider,;his
provicied Lhat access to rl'1r resources rernains open and banJcs a'ealso likely tc reach an agreemLr¡lt bef:or., too long. A substantialadjustme'L i-n the lìo¡nanian economy, arid conf:inuing access co ïrq¡-ftlnds' shoul'd e1imj-nate the neecl for reschedul.ings in subsequentyears. ICGD is off cover

Yugoslav j-a

5 I'otal- -i.ndebtedness is about $20 bn" Notr,¿ithstanding an I¡lFuppel: tr¿:¡rche programrae r yugoslai¿ia faileci to come to grips withincreasir-rg1;,' severe paymer:ts imbai-atlces resultirrg from high grovrth
:rnrl r"..r^^{--â^.-!L, ç'r¡!:r¡L rdLe$ Ln tne lAte 1970s. I,lIith reserves largelyexhausted, an internatio¡ra1 packaÇe is be,i.ng cievised uncler: f l,iF
auspJ'ces to ¡-'rovidc llugoslarr:l.a v,,ith hei¿ crecliL v¡hil-st restrucLur:i'gexl'sting tiebt' ' 1l'o cope wii:h the Yrrç7osì.av insistence that the1, r^ril-lnoL ::esci:ccru-ì.e, otirer euphern.i siiis .:..re i:eing eniploye.J. ïmpor:ts ha.¡el¡een cul- cirasti'ca)' Iy ancl other recent econom.i.c neasrrres i,¡rclude
cier¡ai'uations; and irrcreases i¡r prices and interesi: rates. The ïMr¡ha's nol'¡ reaclreci agreerient on a tighl programme, for the Lirird yearof Lhe cu¡:rent. stancil:y agreernent. Trris is the key to the proposedfj-nancial p'rckage which inclucJes'a $500 ¡rn bri.dging faciiity by, theISïS (baciieo partl_y by golci and partly b:, cenlra] banks) and some
$ i ' 3 bn in gorrernmerrt credits as well as further rMf and 

'BRDmonies ' Hl4G's contribution to tl¡e governrrent credits rvill- be inthe order of $125 rûn (part of v¿hich is likely to serve iniLially asccl1aterar foi: ilre l?'anJi of Englancl parti.cipation expected to bearound $30 tnil in Lhe.BTS br.-idging oper:a.t_ion). The commercial banksare being requested {-o rolL*over soflìe $¡ bn of maturiLies gris year
and to pro"'ide a furf:her $1 bn in ne!, rnoney. yugoslavia has, attheir sugges{:-i,on, scugr:t a 90*clay deferral of mal-urities to give
niore Lime for disc¡'tss ions. Tire i.nd i.cations are that a f inancialpacllage is feasible, tltough -i.i:s a<ìequacy rvÍrJ. cle¡:end or¡ the srìccessof' the TliF pr:ogramme " ECGD has a .çubstanti.ar exposLrre to yugoslavia,
bub j.s now virtually off cover exce¡:t for short:term.business.

3
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rlt ent ina

Total indebtedness at encl* 1982 was an estj.¡nated $39 bn" Financial
sanc{-ions }:etrveen the uK and Argentj.na r,/ere lifLed joíntly in
Se¡>tember:. Follorving subsecluent ireç¡otÍations, .ArgenLina reached
aqreernent in ear:J.y l'trovember with the fc-¡ur main uI( clearing banks otì
the settl-ement Of de!:t arrears built Lrp whiie the sanctions were j ¡
f orce. other UI( l:altlcs aLso subsec{LlcìnLJ.y began to receive payme¡ts
frr:¡n l-lre ltrgentines; " we ur:ilerstand that these arrears har¡c l¡eer¡ more
or less seLtled " This pavecì the v/ay for the signing of a $ 1.1 l:¡r
banks' bridge loan' on 31 Decem.ber a¡rd enabled discrissi.cns to cont-inue
on a furthcr $1.5 bn medium-'term loan (rvhich banke¡:s expect to be
f j nal ised b}' end*Fcbruary) ancl on ttre reschecluling of $S.5 bn of
pub-l"ic sec'l-or debt ntaturit-ies overclue on 1.12"82 and 1-aJ.1ing due f rom
that dat-e t'-c 31.12.83" offici.al sur:nort has come frorn the IMr in ,¿l"ie

forrn of â 1S-montil Standby lu:rangemcrrt çyorlh SDR 1" 5 bn ancl a CFI,, for
SDR 520 mn. These were approved at an Ðxecutive Boarci mceling on
2¿i January. As v¡e11 as fulfilling',',or*u1 performance criter.ia,
dr:alrings t¡r"ider the pr.ocrrðjnme afLer end.-July ât:e sr-r!:jeci- i:c i-hc i:ernoval
of e>:is;ting discrinri-nator¡, ¡ esLrictic;¡rs (rvlricir in effect neans thc
remaining resLriciions against UI( ir¡tc.r:ests) " A $500 rnn BïS facÍJ i.t-y
has been arrangecl but does not. invoJ-ve UI{ part ic:i.palÍ.on" Despite t-he
rap'icl iDl*ernational- t:esponse {:o irrqenLina¡s financj-a1 difficulties,
tl:ere are vri-despread f ears t.hat- " the unsl-able cio¡nestic poJ- itical
s:LLttai:ion v¡Ll-11 cons¡:ire to make the ïl'.JF programrne unwor].,ab,le ¿inri t-.hus
j eo¡;ardi se f urtner bank loan d i-sburserrrents .wh ich are condit ional on
conLinued access l_o pund resout:ces.

2 Brazil

Total inrlebteclness ¿¡t er¡d-1982 was an estimated $S1 bn. I'o1lowing
.dif f icull*ies r pârtÍcularJ.y in CcLober, in obtaining meclium-term f j.nance
j-n the wake of the t'icxícan crisis, the a.ut-horj.ties turnecj to offj"cial
bodies, inl-er¡:al-ional- orgenisations and banks for emergency loans {:o
see t-hen t.hrough t_he temaincle ¡: of. 1gBZ".

Officj-al support has inclucleC credits
$1.2 bn (UK p¿rrt-icipal-ion of $i10 nrn)

of $1.5 b¡r from the US Treasu.ryi
f rom the LIIS, supplemented l-,y a
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par¿r.llel f"aciJ.ity of $25û mn fron Ll:c,, Saur:li Arabian tloneLary Lqe¡tc.\, 
.(s/tt'lÀ); ancl an sIJIì 50C mn CirF frorn tlìe ]l'ip. Ii reÕilest fo]: ;ìn

$Ùtì 4 "2 i->tr 3-'year [['i'- shou]cl be ;r¡rprovecì ]:y Lhe r¡"ti? lixecutir¡e Boarcl l_r],

ellrl-fcbruar'y. Lnl-ernai:ional banJ;s, v¿iri.ch hacl ]-ìrovided bri,cìging
fi¡rance tolalling $Z bn, were approached on 20 December for a
four-pr:oj ect- packaqe consisLiirq <;f : ( i ) $4.4 bn in ne\d money l for
the rvhole of 1983); (ii) the rescherlulinq of $4.0 bn of 1gB3
matur j-L j.es (l¡or-.h publíc ancl privai*t sector); and the restoi:ation of
(:Lii) Lrade-r-elateci crediL f .i.nes ancl ( jv) i-nt.erba¡k f acilities Lo the
lr j-gher of l-heir e>iposiure to Brazi-1 at 30. 6. B2 or 3i " i 2"82" hthilst
project-s 1 and 2 have recej.ved a goocl response from banks (commi.t-.rnent-s
¡:er:pectively of $4" 1 bn and .$4.3 tjn) , the restoration of cred j_t. 1j.nes
has been more cii-fficnlt. There are also fears that the Êrazilia¡r
forecast of ôr trade surplus of $O bn is over-optimislic ¿rnd as a
result ba¡rks coulcl v:eL1 be approachecl for further financing later j.n
the yeâr

3 chi.ir:

I'ot¿:l indi:bi:edness aL enci*.l982 was atÌ estíirated $1B k¡n (t:wo-t.irirds
pririate sector) . The eccnorny is Ceep in recessio¡r (::eai GDp f e-l-.1 l:y
t31; i¿isì- ye;rr':)" rìL'ss::r.:es ha.ve f¿ir-'j.e¡i sirar¡>J-1, fr:o¡n $:J.3 bn at
errd*'i98i to $i.9 lsrt .aL the encl of- 1a,sb, year, -largety as a resul.f: of
t-t¡e clifficult concìitions ir¡ tlre euromarJ<ets and speculatiorr against
t-.i:e peso" A two-year r¡{!- standl:1' (sDR 500 mn} and a cFL¡ (sDR
297 inn) vrere approvecl by Lhe ï¡,1F Board on 10 January. Ilowever
confí.clence in t.he couirtry is Lorr¡ as a result of Chil,e¡s clornesi:j.c
f i:ranc j.al cris:i.s v¡Ìr j.cli calììe {-o a head on i 3 Jar.ruary when f:he
auLhoriLie's arinottnceil i:l:e liguiclaLion of t\ro banl<s a,nd a finance !-loust:
ancì the "inLerve¡lt-ion" of a further fi-ve banks. After initial doul¡ts;
as to their intenLi,ons the Chilean authori"Lies have indicated t-hat
they H'cru-1cl deal resflonsibly v¿j.r:h the foreign liabil-j-tj,es of these
Ínstitr-rLio¡rs ($-j.9 b¡r) 'possibry ín the context of the renegotiation
of con'nerc j-al- bankiirg debt which :f-s .current-1y being sought. This is
liJrely to affect some $2.8 bn in maturitíes fallinq due this year and
next' The guestic-¡n of Deirt luore/ from b¿rnks j.s also like1y to be
raised atr¡l initial ¡neetinç¡s v,'cire l:ei-ng hel<i in the week ending 28
,Jauuary" I{itil <je}:L se rvice anournt.inq Lo $3" 6 bn on meclium and
lollq'-term pu!:1i,c ar:$ privaLe sector clebt', and witir an additíonaI $¿ bn
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r short.-t-.ernr rJcirt.

neecl to be reached
be rr:11r:cl over:r ilgreenent
Cl:i1e is t--o avert a wi-der

with the l>ani<ers v¡i-11

reschecJul irrg.
to
lï

/r Mex i co

Total inclebteclness al- end*1982 \{as an esti.maLed Ë83 bn" Concertecl

internat jonal co*opol:ation in helpÍ ng Lo resolve Lhe counl,ry's
external llinanciø1 d.iff:j.culties and early indications of the
rvil.lingnes;s of the net{ adminjst.rat.icrn, rvhj.ch toolc offíce on 1 December

1982, to acio¡lt sound econom j,c ad just--me¡rt measures f acii- itated It'1F'

ap¡r::ova1 of a 3-year EilF alrd a f irst creclit Lr:anche dravring, Lol-al1ing
SDR 3.6 bn, on 23 Dece¡nber" \^lith Lhil airn of closi.ng Þ{exicors

f inancinq gap in 1983r the Il'JF'¡ s Marrag ing Director had earlier asked

comrnercj.a.'l- banl<s Lo lend $S bn i¡r new noney (over: ç4"7 bn had been

commj-tted by late January) o.nd had also ieguested a tot-al. of ç2 bn

(over $i"S bn coiììmj.tl-ed) in official export crediLs from various
sovernnents (includ inq the UI() . Uucler the $925 mn Bi.S bridginçt
facilil-y (LlIi t art j cipaLiou of $140 .rnn) , r.rhich had been 1ínked, int-e-r

a.l. ia, to pïcgress on an II4f' arrangeme nt o a}l but $70 mn of the third
(arrd f inal ) t.rancìie had been dr:aln b71'20 January. FoIJ-ovring ârr

¿r;reed extens ion for four months Lo l3 i'larch 1982 of an origina.L
9 0-day n,oì:cì tor j-un <'rn publ ic se,ctor capi. t aI re¡raymetrts due t-o banl:s t

.t:he authorities suLrniLted forr,ral rescheciuling proposals to the
aàvísory Group of banks irr early Decenlber. Under the proposals:,
pi:incipal payment-s on publj-c sector clel¡t outstanding aL 23 A':gusL 1982

an<l fa.11i.ng due beLr'¿een then and end-1984 would be reschedul.ed over tlp
'Lo B years, Plaris to rescÌreclule pr:ivate secLor debt are expected to
be annou¡rcecl shortly. Looking to the futu/e, major uncerta:'-nties
over the loie>lican's ability Lo adhe;:e to the fMFts tough programlrìe

targels are reinforced by the like-Ljhood of a furLher reduction in the
price of oiJ., v¡hich accorrnL-.s; for sone 752 of the country's ex¡.ror:ts.

Any serious under:*performa¡rce in relat-ion to the IMF programme v¡ou1d

risk unv¡ind ing the current internat j onal f j-nancial rescue operat:ion.

5 'Venezuela

'llotai i.nc]ebteclness at

accou¡lLing for 95'¿ of
in the oil market l.ecl

encl*' 1982 r'v'âs an esL imatecl $ 23 bn. Wi th o j-.1-

expo::ts a¡rd 6 tlil of 
.f- 

iscal. j.rrcome thc v,¡ea)<ness

to sever:e straj.ns j.n T::easury fi¡rances last
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year:. Toqether wi.th Lhe cr:tultr)¡rs rl j.f:f ictil.L j.es in {-he eullorn.ìrl<ets,i'

th j.s has lecl to sust'-¿lined specul at:ive ]r.rcsjsur:e o¡ì t-.hc Lìol. j.var and ¿ì.

sharp f¿r11" j,n l:eserves" Confidence in thcl cotrnL::y has als;o been

Lra<lly shal<e¡r by the colla¡:se of t.he ll¿rnc;o oe los Tr:arl:aj aclores (the
Tracle Unions' ba.¡rk) v¡hich vras brouçht t:nder the control of Lhe

go\./er¡rment irr late Noveml:er. Venezuel-a is currently attcmpting i:o
refj-na¡rce $2.4 trn of sÌ'lctît*term debi: ma{-ur:i.ng by cncl-'14arch ancl j.nLellcls

to ref inance a furl-her: $3. S bn by the end of this yeär (out bf a tot¿.rl

of $8.7 bn). The ¡ìrograìrnìe st-art-erJ ctuiLe successful.ly in October but
has lîun j"nto di.fficulties follovring a series of late payments by s{i¡¡iç

sl-ate agencies, in parLicular the developnent agency CVF ( rvhich has

been decl-¿tr:ed ir: defauJ.t). rrr vien' of i-he clanEer thai-. i:lie
refinancinç¡ progra.ìïme could colj.ap$cr âs ¿i i:esul.l- the autho¡:ities have

sa-id the¡g will- e¡"ìsure that the $S4 mn of CVlt a.rrears r¿i.11 be settled"
f nternational reseÌ:ves totalled around $ 1 1 bn aL end-1982, Ìrut foreign
exchanç¡e rese¡:ves in Lhe hancls of the Central Banl< nere orrly sonte

ç2.5 bn . Lcavi;:g Vc¡rc::uc1a i:':sufJîjcie:rt1y li-clr.r1d tc, 5ççl;a.in heavlz

repayiìle¡lts a::i a reslilt-- of re-Êinancing shortfalls or to cope wiLh
furthei: c-"a¡:ri.l:aL outfl.ov¡s rvi.thout, for exanfi:1e' gold sales.

ìl
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ì
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UORLD EC0i:iCì'lIC FHOSFfiCTS

Points to note

i." !/or1.-l act:ivity Ìras yet bo pj-c'k rrp" Depressed activity
is par:t of cost of el-inj.nating ::apid inflation. But
i.nflation has c'ome db'¡'rr faster th¿rn expected : from
12 per.cent in loBO to 6 per cent (latest arxlual
figure) for,lhe rnajor countries.

ii. Latest OECD,/IMF forecasts have been ::evised down brrt still
expect modest recovery th::'oughout I9B7t with US growing ¡lt
or below 2 pel cent" Jatrlanrs growth of }t per cent is based

la::gely. on do¡nestic clemand " Output in Eu::ope remaj-ns

br:oadly flat with no strorrg recovery.

i i.i. Elusive recovery denands a careful aualysis of econonic
deveLoprnents ancl the impact of policies; but essentj.al tcr

naj-ntain firn medium tc.rm economic policies and" to resisb
calls .for excessive reflatiori.

t_v.

nonetary grorvth shoulcl not al-l.ol'¡ any l:enet+ecl upsurge 1n

nf l-at ion.

Vo 0n fiscal. policy, recession j-nevj.tably pushes up

cyclica.l conponent but firrn action is necef,.sary to reduce

structural deficit and put buclget deficits on 8. convlncing

declining rnedium term path. All countries have respousibll.ity
here but especially the US.

vj.. Despite moclest r:ecovery the US budget clefj.cit, which nay

ex*eed fr?Oo bn 1;his yrlar, i-s unil.íkeLy tcr ilall rnarl<ed-1¡"

v¡ithor¿t fis;cal r'etrenchr¡ient given tire cTesire

to peduce taxes and naintain prospective spendi-ng p-l-ans for
defence and social proffrari"mef]. Encouraging signs ]rere but

propos¿rls have yet to be implemented.

Mc¡retary po1-icy should take account olrã rvide range of
f¿rctors v,¡hen assessing targets" But/economy recovel:s

^/iiffiç*ñr
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Agree with view of Institute of Tnternational Economics
(1{i1-l.ianson) that pol.i.r:;r co-ord.ination is necessary to
ensure stabí^Ii1;y and recovery, Jls world trad.e prospects
are pool: 1ow in.flat-ion countries with souncl (internal anci)
externai positions should explore short term flexibiLity,
to encCIu.rage domestÍc recovery, but essentiaL to maintain
cou.nter-inflati.onary ùh::usl- of nrediun tern policiess SJch
policies should ensure convergenoe to durabLe non-inflationary
growthD

Ðo1larts fal1 and yen appreciation since November hasrecently
reversed somev¡h¿rt. G::adual real"ignment need.ecl so as not to
destnbilise fincnciel narkets. P^ospecti..,e curent accou¡rt
imb;rlene,ee, growJ-hg US deficit a.n<1. Japanese surplusr Bâ¡r

usher in furthcr exchange rate volatility" Inportant najor
courrtrj-es take acc:ount of the inte¡:national repercuss:ions of
their pol j.ciers 

"

Internatiorral financi;t.l. system calmer roh' but remains
delicate and requires adherence to firn policies by m.ajor
SDR count::ies. Developing countries are adjusting, eg

programmes adopted by ilexico, Brazil and Argentina while
nff expect.s NODC s cur:rent account deficit to fall to $7Cbn
in 1.98ï against Sgobn in 1.982 ¡lnd around Étooun in 1981.
Á ¡ i-- --L-, --,r -L aå(]Ju¡iuì,iler¡L üitlljL ooilL].nue T/oseLner wLun Lne provLsLon ot
adeguate finance by Ii'lF and other þnders" Irower j.nteresb
rates should e¿ìse d.ebtors dÍfficultieso

vii i.
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Backrrott¡td

1" Real. GI'IP g::.owt;b in the i¡rdustria-L countries is esLinated to

have fal]en sli,ght1y in :l-982. The protracted nature c¡f tlie
recession rcflccts lloor real income growth, lii.gher: savings ratios,
sl.uggish inves'Lr:ent and corltinrred stock acìjustment to depresserì

levels of acti.vi-ty" The ir:dustrj-al- world has also beeu affected in
tb.e past yea:: ily reduced cleurancl fron tlevel.opir-rg countries v¡ho have

faced increasj-r:gly tight f,inancj.¿1l constreints.

2. Ihe lates'c :l"tß and OnCl fo::ecasts see output pickj-ng up during
this year ancl ¡,;r,owing ily 1-2 per cent. The ÛS,, Ger:nany and' C'lanada

all experienoecl a sh.a¡p fall in output last yealr whj.J-e Japan

achievecl reasonabl-e grovrth and output in Europe as ¡r rvhole stagnated"

G::o'.¡¡t¡ pr"ospects for 198] have beerr revised dotçn wj"th the llS

grovring by perhaps l-t*Z perr cent, Japan by ãå per cent but; l-i[t]e
r:evi-va1 in liurope. l./orld tracle fell last year for the fir:st; ti"me

since 19?5" iloth It$'and the O Cn predict a nild recovelry j-n r¡o:.'l-cl

trade this )¡câr"

7. Iarly but tentative signs of the recovery in prospect gre

slowly beginning 1:o appear now that infl-ation ano :lnterest rates
have co$e dov;n. H:Lgher consumers' expenditurer Positive stockbuildi.ng;

ancì constrpction investment are the likely sources of growth Ùhis

)¡eår" fn the tIS housing starts, usually a goocì forl'¡arcl indicator,
and retail. s¡-iles pi.ckecì up at the end of last year. and the leadin,ï

indic.ators have eontinued ::ising. ll'Ìre fal1 itt busi.ness conficlenoe

in Bu::ope may have bottonerl out as expected procluctj"on level-s

increaseC wÌ:ile in Germany orclers improved i.n the last two ¡uonths

of'1982.

lt. Unenoloylrent has conüi-nued to rise throu¡{hout the inclustrial
v¡oi'ld excep.t Ji;piln but nay begin to J"evel- out this J¡eal:. The rnnio::

econo¡li.es !r.or.r, face ån uneiililloynetrt r:ate of ¡i::otttrcl 9 per cent by

en.d-1 g&3, v¡j-th no early prospects of any reduction.

c0lürÐlliitT.l-A:t,
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5. L¡¡$f*igt has coue tlown nluch f¡rs'ber. than expected Íìs hlage

c.or¡t.q havrl noderated arici import; pr:ices have reut¿rinecl v¡eak.

Con.sumer" irri.ce j"nflatj-on for the ruajor: countries has been Tralve<lt

fialling f.ron J.2 per: cer:t on e¡verate in 19BO to 6 per cent for the
12 r¡lonths to T{<lvem'lic::1.982" li r,çide rante however still exists r.¡íth

inflation in Ïtaly at 16]'pe:: cent corlpared to the 9-10 per cent in
ûanad.a ancl F:rance, l,¡j-th the UI{ at 5å per cent, Germany and the IJS

at 4} per cent and Japan with 2$.per centô

6. The fa1-1" i"n inflation together with tt¡eak private cred:it deiland

ìras al.lclr,*cd sone rc.duction in inter:est rates" From their earlier
peak of l-5-16 ¡rer cent 1*m,onth mâney mar:ket rales in the US llave
fal len to arouncl B per cenl: noi.'J, Elsev¡here interest rates have
r'.t ¡^- f ='! 1 ¡r 1^r:t *¡ 1 'ì ¡^.'¡¡ r..¡'!¡na1{: Tn 'f{:o'l r¡ rrnrni no'l r"ntnçl f,emninta¿¡t\J .L.:r,I-Ltt!¿ u\Àv uu Ç r,i:uLìçÀ iJl\vi-r¡u. iÀi .¡.vü,.:J iiu'!å¿l:3.*-

near 20 per cent, a¡5aritrst L2â per cent in France, 6$ per: cent in
Japan ancl 5* per ce¡ri; in Gerriany" Real interest ::ates have eased

but remaj"n hi-g;h r:om¡:ered to past experj-ence.

7" ?he narro.¿j.ng cf "bìrer inter.'c.st rate di.fferential iil favour of
tìre US ancl large pïos;..çc'[ive U'3 current deficits contrj.buted to
the clepreciation of ihe cjol1üirts effecti-ve rate frcn liovember to
míd-Janusry, This f'all wa$ ¡oatched by a st::onger yen (up 18 per ceni;

a¿lainst i;he d-o11ar)and Ðl'î. 'Sj-nce then the cloll.ar has partly
recovererf as expec.t¿¡t j.ons of l.ower IIS interest rates faded anrl

soìne of the earl.j.er-.app::'ee.iatj,cn of the;ren and thc ÐH, in particrllai't
ha'¡e been 1"erÍelse,i"

B, ¡1,fter moving tctçards rough current balance in 1981 forecasts
show a 6row:Lnp; aggr,egate defj.cit for thc major countries donni.naterl

by'the pr:ospective ii$ deficit" The US deficit j.s expected to be

arouncl fitr: t:'ill. j..oll for ti:i,l; year" In contrast o despite a

minor deficit l.¿rst l{overaber, the Japanese cument account surplus is
îorecast t;o Sro1,,¡ steadi.l.y ¿rnci reach over Øtt'Uittion lor 1981 while
Ge::,nany is cx;rccteC t;o have a silal1 cülrl"trÍIt ¿lccotrnt s,;urp1-us"

9. Cument acc:otrnts ofl NQDCs erre expected to faLl again t¡j"s yea.r
'uo S7O bn (eqrrivr,Llent to 14 pe:: cent o,f total erpo:..ts) conparecl to
Ø90 ¡n i.ri 19s2 (2o ¡;er ce;r:it) ¿rn..,l around frroo bn j-n l-gsL (22 per eent)"
Thi,s repr:e c+;nl;ri c.cngiCelebl-e nd jtlstrnenü giveti their aclvcr:sc tr:::rns of

û Ol ii"ï,' :t ji ¡li{'ir ï /iL
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trad,e anci dep:cesseri export markets. Tinanci¿r1. constraints h¿tve been

r¡luch tighter than expectecl. AccorclÍ.ng; to IHl' estÍnates net bank

lending to NODCs fell froin fl55* \>n in 1981 to onl-y S25 bn in gB2,

fa1l of sone #)O ¡n, ancl this year it could be lower" Most major
debtors, Brazil , Argentina, l'lexico ar:e adopti-ng acljustment'programrn
The possi"bilj.ties for ma;jor inter:n¿rti.onal- <iefaul-ts have receried but
arìji-fstment must continue t,ogether with adcquate finance from the
and otlrer financial institutions j
Egfågfes
l-0" lhe task fo.r: policy i.s to ensure that a durable recove::y is
establi.shed. wii;houb rekindlin6 inf l-ation" This inplies probably
sone shorb-te:rn fl-exj.bj"lity irr the operation of policiesr Particu-Iarly
by those countries which though lolv inflation -have ae.hieved some roon

for maneCIuvre, but a1so it commitment to pruclent medium-ter'¡n strabegyr
partic'urkr:-l.y for bhose countries where structural budget probleins coul-c1

uncle::nine the. recovery. Important'that policies of major count¡'ies
are co*ordinatÕd and seek to conver8e towards sustairrable non-
i.n.flationary g::oivth, ltilliamsonrs call for pol.icy co-ordinatiori is
welcorne but a getreral w]. espread relaxation of po1-icy v¿ould

ü.

1rlevL ca me¿jn higber infi¿r on and. thereby prejudice e recovery.

11. The appropriate stance of ]qq*glqrL_p.Ligy is proving di.f.ficult
to ¿l-qsess, perrticui-arly in the US at a time of institutional ctrange

and changing liquidity denands. The Fede::al. P.ese::ve ßoard has

suspenderi its li1 target and adopted a more flexible approach but
sone have argued j^ts stance is now too lax. ll2 g::owth in the l.ast
four rnonths of \9BZ was broaciiy in line v¡ith revised higher targets óf
9t per cent. The Fed is consiciering returning to the original targets
for this year thoug;h no final decj"sion has been announced"

1-2: lionetary Bl:or,rth in Germany

per cent target ancl this target
In Fr:ance none"bary 5çrowbh after
cent target earLy last year has

for 1982 nay have been close to
adopted a tighber sÍ.ngle figure

ently ab¿rndoned mone tary
closely in l" j-rie with the IIS ,dol..l ar.

for 19BA remained within the 4-l
is to be contj:nued tilis year.
being wei-I above the J"?i.-L1t per

decele::ated recently and the orrt-turn
{"ar¡iet. For thisl ;{ea} Ï¡rance hls
target of-TÛ-per c-êñt--. Calada trãs

arge s

c10i{FIlriç'lïÅI,

aims to keep its exchange rate
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).1" :lhe ::ectu.ci;ic¡n o-f Þgfi-**g^gg¿gf!.g has b,:en har'pered t,,v. ¡¡,.*recession, The i-ndust::ial ecorro:ries, deficits ir¡rve ::isen î::.o:c2 pe* cenb r-¡-f GÐp in J-g?g 't,o 1+ per cenb last year a'd råì)r ¡s¡6¿in abthat -level r]r:ri'ng rgst. only japan auci i;he IIK have i.*:dnced thei¡:defj-cits ai.rhor.lgh Gennany has rnanaged to offset ;nuch of i;rreeffecf¡; of ¡.'eccsç;ion l',y t-i,gir.t; disc::etionary po1:Lcies. T,hc Japanese
annot;¡:icctl a Yen 2 trj-11j-onrefl-at'lonal,ypackage in octçber, but ü5*burlget -fo:r''fiscal rgsi (startÍng in Aprir) stj-lt p'oje<:ts ¿r.re.uc.bj.onin ì'hc cenl'rel- ¡çovelnment cleficit coraparecì to th.e likeJ.y fj..scal l-gaeout-turn' Er'pansionary policies in F::ance ancl par.ticulerr1;r i;he IIShave c'ontributed along the depressed activity i;o the r¡vere.l"l" increasein fiscal <ieficits

14' s'ince 1979 the lis Federal <leficit as a pï.or)c)l:tir:n of tilip hesincreasecl frcliu å pe" cent to /i per cent. i,luch of this j-iicrease isÁ"^ +^ +-1,^ -n-.-vuv vr-/ ('rrçi err-fii.;r,ri o-t i;ne receggion. Hottrevgr ev.}n r,¡ibh sr.ìrnÐ recoveryexistin¡1 l;ol i-c;r i's-;'unì-i.keìy to red'uce the cîef'ici1; r¡hicìr. ccu-Lci exce ccl
ø?-OC ìrn this .t:lscal ye¿ìr (l,,y8r). The basic clil enna facin¡; the IiÊ
'adn1'isll-'¿ltion ::enaius thrc ,séì;re one of ::econci.ìi.ng ri-sing ri:,:pcnditri.reon r1e.{'ence sociar prûírjr¿ì:; iies wj.i;h i;he des j.re to culr;' i',,r,oo

l-5" Prer¡j-tient l?ee,gan's state of the union speech, deliverecj Õ*25 ilanu¿rryr proposed urajor steps to reduce the burìget deficj.t-. ?Ìre;yincluded ¿l freeze orr fede::a1 expenciiture, a strucLural ::ef.orn of ti:esocial security system (fo1.lovri-ng the r:eport of trre Gr.eençr:rrn
cornníssion rviiich pro¡rosed savings of É169 bn over ù-he ncxb $e1,/erìyears)' r:uts cíi $ia5 ¡tt in the growth of defence expencìi.burc n.dtax incrc¿rses i:i;utingenù on progress i¡r ::eclucing; the tlefici-ü" fheus Âdminist::aÛion has put the fiscal <iefie.j-t at o'uer Éaog bn bhis ¡j-scalyear' tror TYB¡+ the freeze woul-d reduce the likel-y cief1cit j,::rrn
F'?';o un Lo ø:Låjs bn but the plans v¡ould sti.r-]. l"eave the defj-cii; hi¡iLrerthan' expecl;eci in the longòr terûr" The final 10 per óent t¡rx cuü inJulythj"s yeai is still:to be írnplernenl-ed. Tho precise cìetalJ-s ßf
tì:is pacìtage ancl j'bs f easíbility can be assessed rvhen b¡e û,-iàget
fo:'ecasf i.t1>tiblj.sh...d at tire end <lf January bu1; j.t i:::o.irid.r:s encouragi-ng
ili¡1us o-f t:h e .1.ctn j.nistrn'tion t s d csi.re to t ac],:-i c ilrd¡;r-;t p:*rhì. rrrÌ,1 

"

ç
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1 , " The F\rndt s k"elr role in adJustment means that it rnust have

adequa'ce resouri:es. . In Toronto I advocated an j-ncrease in quotas
bf at leest 5C?i. Events slnce then have suggested a need to increase
thê quatas as quickly as possfble. The UK has taken th; l-ead in
tryång to eccelerate the negotiation and ratificatlon of the revlew"
In vierr' of the progress made in the Executive Board on increasing
quotas anc the priorlty attached to strengthening the Fundr s resources'
I have proposed bringing forward the date of the Interlm Committee

from /rp:'iÌ. to 10-11 February.

2, There is widespread agreement that the quota increase should
be substantial" Noi'¡ that there is agieement on increasing the
resrurces of G.AB, my orr,Ti viev¡ of an lncrease of abou'c 5oli in quoias

would provide the Fund with adequate resources to hel-p' prosÞec'bive

borr.or*ers. f woulcl not expect ¡¡s finally agreed quota lnc::ease
to Tre too f ar f::om that f igure.

3, Ûrr distribution, I attach great importance to a nethod that "ts

unifor:st, fair: and systernat-ie end which allows quota shar:es to change

in an orcierly v¡ay over time to reflect more clearly nienberr s positions
in the r,.'orld economy" These issues are under" review and rve hope io
reach agreement in the Interim Committee. It is difficult t.o go ilt'''
detail at this stage of the negotiations, partlcularly sÍnce
importent questions of national lnterest are at stake. However,

if nemï-.ers displey a willj-ngness to compromise, I am hopeful that the
outstanding problems can' be resolved.

4. Minj.sters.of the Group of Ten have agreed that the General

Arrangernents to Borror+ should be increased from SDR 6,h bn to,SDR 17 t'n.

Moreover in future the GÄB w111 be avallable not only to participants
but to any member v¡1th a ctnglt_fgnal prggr.amme at tlmes wìie1 the- -uncl
1s faced. t¡ith an inadequacy*oi resources associated wj.th baTance of
payraents problems of a size threatening the internatj-ona1 monetary

system,

1
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i. The enlarged GAB represents the specj-al contributlcn of I
G1O to the solutlon of current dlfficul.t lnternatlonal finarrcial-
problems. It ls a'useful step tov¡ards restoring confidence within
the lnternatlonal flnancial cor:rmunity" It unCerlines the feci that
our exj.sting lnstitutions al:e showlrtg theurselves capable of adap'tlng
and that' the fu"y .forr,vard 1s by bulldlirg on thj-s process of aciaptatlon,
There has been much talk of a new Bretton Woods but now 1s not the
tÍme to uproot the ex.isting insitutlons.

6. At present our contributlon towards.the CAB ls denoml-nated {¡
sterl-ing. The nev¡ GA.B commj-tment will be denominated 1n SDRs. Thj-s
will require legÍslation and accordingly I will be asking the Hou,se
for authorlty to. make some arnendments io the 1979 Internatlonal
Monetary nmd Act.

Background

7 . Ûe s:lze the Executlve Board I s report to the Interim Cor¡mittee
wll-l indicate that almost all (ie all except the US) could support.
an lncrease in quotas to SDFI 1OO bn. Ldc directors have stated thai"
rrñn á^A L-- ------! a _ - _-J--J - ^-^¡)!rfi luL, uIl llìusL ue a rlÌ-LlllllluÍll . L. lU OIt'eCT,OfS SUFpOl.t 1-l)e fange
SDR 85 * 1O0 bn, vrith al-l except the US seelng a 5Ol{ in these
as the practical minimum. The US have shown a rnarked reluctance to
go over SDR 85 bn, usually clting Congressional difficuitles. Tire
us nay slmply be adoptlng a negotiating posture but agreement
in the Interim Committee w111 presuppo.se a v,'illingness for the IJS

to go above SDR 90 bn.

B" Ûn di__g!r.iÞUË_qn, there is gener^al agreement that the Austr.al.ian
method of distrlbution should be eppllecl as the basls í-e in order
to reflect better the reletir¡e economlc positions of mernber countr.les,
the lncrease shoul-d be dlstrlbuted in proportion to each rnernberts
share ln the total of calculated quotas. There is equally general
agreement that thts purest r¡ethod of distribut-ion- should be dj.luted
by some degree of equiproportionally. The precise slze of the
equip¡oportionaL element is stl1l to be deiidedthat¡næ1y dlrectors

2



! 10-15)'favour the range of 2a-5o!i6. Tìre UK could accept any

polnL 1rr. thls ranse but 'LÏ:e needs of the Japanese (t"ho want the

ml¡rlnun ecluiproportlonal element) vrl1T have to be borne in mlnd'

g. cot*.-s. The varlous capltal 'Lransaction invol.ved ln paylng

the. increased subscriptlon (whether'Ín sDRs or sterlíng) clo not score

elther as puþllc e>penditure or as increasing the borrowlng requlrernent'

The l-nitial effect.of paying in SDRs or having sterling used is to

increase the resert"" -cince our reserve position wlth the Fund l"ises'

These transactions do, hov¡ever, have small second round lnterest

r-ate consequences which indirectly affect the borror'ring requlrer¡ent

via debt interest'

10. The UK share in the GAB wÍl1 be 1OS of SDR 1'? bn' If the UK

accepted a G.AB call,.8s with use of sterling, our reserve posl-tlon

v¡ith the F-und rqould rise (i" we would become large:" credltors of the

Fund) . Thts ,¡roul d be treated aS any other lnc:'ease in reserves

Íe it woulcl not affect the PSBR or public expendltìjre ' Hov¡ever second

round interest rate effects woulcr mean a rise in debt i-nterest palnnent's

and consequent possib]-e rlse in the PSBR. If ' how?\¡er' GA3

commitments carrled a market *ate of interest, tbe:':' r+ould not be -'

a PSBR effect

Le i sl etlon

11 . The 1979 ll'cr Act appeers to be defectlve in rnaking ¡-io provislon

for subscriptlon palnnents other than |n ovJn currency: the rele'¡a:rt

sectlon refers to subscriptions being paid out of "¡he NLF' In-relation

to il.e fórthcomlng o-uota increase \'¡e w111 want to 'l:J<e po\ders to make

payments not on] Y in sterling but ln"sDRs helci b5r the Exchange

Equal isation Accotrnt. Thís would seem to lnvolve sreuclrnent of Sectlon 1

of the Act followed by recapituletlon of the powers to make future

increases by statutor)' ínstrument ,:
:. - -. ,-,--: :

12. Sectlon 2 of the 1979 Aet 1s widely. drarrn to ;erailt loans rrin

accordance r^¡ith the li\undr s borrowíng arrallgementsrt' However on prese-¡t

form ft looks as 1f we shall need (as wlth quotas) to take provlslon

io" subscr'lptiorr in foreign currencies ' or SDRs 35 ri'nl-l -" Ï :lT
currency. rn any event lt is evldent that nev¡ 1er'.:1ing obiieatio'rs r+-il-r-

be denominatecl in sDR and this alone v¡ould reqr:ire nelv prl-mary powelîs"..
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13, In additlon to the agreemént on the GÆ, G1O minÍsters agre'ed tt¡

cont-tnuè discussions wlth the Saudis on what form of assocf.a't.3-on v¡i'Lh

the G.AB the Sauclls rt'er"e seeking. In particular they wou1d discuss

wheg:er" gre Saudis were prepar'ecl to set up a credit arrangement with
tlre Fçnd on cCImparable terms to the GAB partlcipants. Dlscussl-ons

weie heLd on 2 January in London wlth Habermeier, Dlnland tt¡e Saudis.
r

1t+, The question of access ld stil-I beíng looked et. A cleclsion

will not be r.equired at the Interim Commlttee but 1t 1s already

begiruring to loc,k as if the outcome wll-1 be that no member l-oses

accebs in cash terms. For ldcs thls will be a decisl-ve e-l-ement

in the iìevier.¡. This should provld.e e satisfactory outcome for them

since the idcuq*qr* at a whole will after the Review have a

consj.derably/shärã-or quotas than thelr relatlve economlc posltlon 1n

the world. entj-tles them to.

ta
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'lo Fact that âeficit c¿.ruged by external factoro be¡rond. a cor:ntryre controL ùoee not
¡:emovi¡ need for approp::iate pollcy changes. ÐefJ*its cs¡rnot be aflowed. to
grow unsustainably. 'Iherefore need. l¡r the cunent cl-rcumetances for etrong

ad"Justrnent ¡¡easu:r€e to schieve viable bala¡ce of pe'¡rmenta"

2n tr\¡nd condltfonallty has been applied fairly rlgorously ln last tuo years

but we judg€ that preoent d.e6ree of cond"itionalfty ls about right. tr\¡¡rd d.oee

ehowsentitivity to specifíc national social and poLiticaS. prlorities ao as

not to d.iscourage early resort to the tr\rld..

7. Donor gove::nnente and. bar¡lce, ae well ae the }\md., uust recognlze theJ-r

nutual responsibilltiee in meetíng ld.c external financing need.s. tr\må lend.i¡e fe nat

lntended to d.ioplace conrnercial bank 1o"+p but to be a catal-yet for thelr
contlnuation"

4. At Verse.llles ve achnovl-ed.ged speclal reeporrsibillty of maJor countrl-ee t'o take

a;:count of international conËequences of their :rational poì"icieo. tr\-rrd" su-welll"ance

rinder Ârtlcle IY proced.u¡es have elso been evolvJ:rg ln thie d.lrectlon. He

t¡elieve these pr-lnclp_les of sun'eil-lance are broadì.y rlght but lte impleinentation

might be ma.d.e more effective eg by locaiíng more clea¡Iy vhe::e bu¡den of

ad"Justment should be,

3a¿k¡ì:r'ound

5. the A¡ncire cond.ltlonallty guideli-rres were reviewed ln 1979 to pay the

regard. to the d-onestl-e eocfs.l encì. polltical obJec'bives of men^bere. Ilovevert

fol).owing pressu¡e from naJor countrles (lnclud"ing the U"X) the ltund staff tlghteneå

conditional-tty durlng 1981-82 e.g" by nore frequent uee of prior act5.ons (ie excliange

rate chsngee) as precond.itions and mid term revier¡e. Developíng countrLerr 1n

cori{.raet-, 'argue- th:l{.thè preäent clegree of cond.ltionality is too hareh -*---- 
-

partlcuLarly in the failure autonatfcally to mod.lfy progra¡nnee l-r1 the case of

adverse d.evelopmente beyond a menaberts control-" He have argued. that approprlate ,,

conciiti.ona).1ty is neceaaary to promote effectl-ve aô.Justment a¡rd. io ensule that use

of 'I\:nd, TeÊGu-rce$ ls cn3-y tenpo:raqr.



t.' I¡ollowing the 5ei quota lncrease in 1980 a¡rd. the enS.argecl s.eeeEg fl-nance of

SDR 9.1 bn, l\md }end"l.¡¡g roae to recor¿ leveJs fn 19Bl çlf net coumltu¡ente of $lR

12.1 bn.' The tr\:¡lr!. r¡as both supportlng considersble a.dJustnent efforts by non-oti r:

developfn6: oormtrien snrl uas doÍng eo fn a Ìray which eff,lclentLy recycled' substentl"al

reaource' from the stnrctuïa1Ly surpluscountriee to d,eficit corurtries. 3ut lû8rly

countries (especf.al-1y fo'Letj¡ America arid in East &\gope) uere sti13' putttng off

neceseår:l¡ a.d.Justrnent, aJ¡d contlnui:ig to bomow heavfly fron the Eurona¡keta to

fLnance growtb. so too .t¡¡ere nany of the non gulf oL1 erporters whose a$bLtl-oue

ôevelopnent plans lrere e4pectecl to be fl-na¡rced. fron 6rouitng ol]- revenues- It 1s tjreee

two g¡oupe that aJîe not{ conÍng to the tr\¡nd.. [hel-¡ quotae end' d'ebts are large anð

the support they neeù fron.the Fund ie substsntid., often over sn extencled'perf"oà.

?. ftrbre are cuxrent)-y 2! SBAs j-n place for a total of SDR 6'9 bn; of these

4 are lnopelative. ftrere a¡e ? EEþ'e for a total of SB 1J'B bn; al-L a¡e

operat5-ve (eee .Arurex).
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ANNEX

SDR bn
1982

2.1+x.

-!
t

USE OF FUND RESOLTRCES

Net pomnitnients
(ie sBA/EFF)

CFF, First Credlt
Tranche, Buff er
stock purchases

Barbados
Chile
Cos-ba RÍca '

El. Salvador
The Gambla

Gulnea
Haiti
Honduras
Hun¿1ary

Llberia
Madagascar_

1981

12.1

1,5 3.Aø

Ðt Gross commitments were SDR 6.5 bn of which: Mexico J.4 bn.

ø includes SDR O.5 bn for Brazil.

1982 as a whole saw a marked slowdown ln the rate of commitment lendlng
compared to 194t. However, following the approach by Mexlco to the
Fund in the autumn, lt became clear that thre rate of lending would
speed up again although the bulk of lertding w111 faII ln 1981.

Current Fund Prosrammes

SBA EFF

Somalla
S Afrlca
Sudan+

Thalland
L

Togo'
Turkey
Uganda

Yugo slavla

Domlnica
Indla
Ivory Coast
Jamaica
Mexlco
Pakistan,
Peru

Malawi
MaI1
Morocco
Pa¡ama+

Romanla

Senegal+

+ inope::atlve





r.v -7 coríl-IÐjiÌrlIÁ,1,

SDR ALã,.OCATI0il (includin¿1 rnethod of pay/ent)

Ls\' \4>

",!

Points to Hake

'1" Hidespread agreement, ti¡at the qrrota eltbecription shoul-d be in re6erve aseste

(ie son or hard currencies).

A" Recognise thst r¡a-ny countriea are interested in further SDR allocations but

this should be Looked at in the context of IHF studiee of the aclequacy of g)'obal'

Iiquidity" l{e ourselves have an open mind on the nerl-te of a further SDR allocation"

t{e vou-ld weLcome a reviev of the l-atest trende in worl-d inflation and Iíquidity to

see whether a neht aLlocation would command support.

7, f If necessaryl The risk of 'reigniting inflatíon is probably 3.ess than it t*as"

The elowdown in bank recycling r+il-L neod to be carof\rIly ¡nonitored. But the primary

need ie for conditional. rather than unconditionaL liquidity, and ve ehould not be

deflected from reco6nising this.

Baclçground

4- llnder the Articlesr. nembers are required t.o subecribe 2l per cent of a quota

increase in SDR6; except that the Board of Governors may preecribeo by a /0 per cent'

-ma..lority, that the pa¡rment may be made, on the same basis for aL1 mentreret in ¡¡irole

or in part in the currencÍes of other nembers epecifiedr wíth their concurrencen by

the Fund or in the nemberrs own currency. Vir.tually aLL Execrttive ÐÍrectors have

agreed in principle ttlat 25?i of the increaee in quotas shou1d be paid in Bsserve

ae;eet6.

5. Hovever, many of those who in the last couple of years advocatedfurther SDR

allocatlons (ie most of the nember.ship except for the G5) have taken thie opportunit'y

to prees for a further discussion on the merits of an SDR allocatiolr. The agreetnent

to subacribe either SDRg or L¡ard curuencies ís therefore bein6 given on t'*o

uáderstandingo. the first ie that members in difficul"ties-ean promptly dray the

r.e6er-ye tranche thus created. The eecond is that. the next Interin Con¡fttec u'ill' ask

the Ilxecutive Board to reviev Lateat trende. in u¡orld inflation and liquidity and reBort

back to the Governorc a.s a matter of u::gency so that they coul"d co¡raiclor at' the

next ¡,nnr¡al Heeting vhetlier a nev allocation of, SDRB waa csLled f,or at that tirne'

coNIrIÐEÌ.r1'ïÂt



C4Iü'IÐÐNTÏ.'.I,

tl

6. fhÍs oeeme a eensible comproniee. It should avoíd the Interln Committeo being

di.stracted from the prirao concern of eecuring an approprlato increaee in tl¡e Frind¡e

rogource6.

?. ,* io not known vhether the views towa:rds a¡r SÐR attocaiton of the US (r¿hoee

smpport is c¡ucleL for acbieving the necesearf 85 per cent majority) or of other

GJ nenbers have changed- .If allocaticrne are to be reeumed, the ).ike1y startlng date

uould be January 1984. l{e could expect argumente that the firet al"locatfon .ehould

roJ-I up the allocations,which might have been made in L98Z an¿ 198]. If this ls

conceded the firat all-ocation woul-d be unlíke)-y to be less than SDR L2 bn wj.th

f\¡rther allocations of SDR 4 bn in later yearar 1e the sene an:luaÌ rete as in the

period 1979-1981o

CÆ¡IFTDENTTAT,



1$ /i)

l¡ui{i} r"rtüÐ}TlrY

Essls

1. Although the Frrnd has both unnsecì ord.inary resources ancl cred.it lincs for the vei'y

immediate future, mÕre wiil bs needed in tl¡e pcrioel i:efore th* Highth Qr:.ot* Revieç,' is

inrpk:mented (an$ thc nev¿ üAT3 ?¡orrowíng ;:.r::angemelrt* put in place),

¿. The Fund shoukl finalise arrangements soon for a thÍrd SAM.,{ tranche of $DR 4 billior¡.

3. The Fund shciuici continue to explorc simila¡ meciium term borrowing fror¡¡ others wbo

have not so far le¡rt enlarged Acceso resources although ç¿e recofjnise that prospects here

a¡e not good, Vfe would snpport ma¡ket borrowlng only if borr'orving from offieial ecurcec

we¡e i¡:adeouate.

fSaqlq!ïpund,

4. Since Torcntc concern has g¡rorvn absut Èhe Fu.ncl's i¡n¡ì:cqlå;¡t*ly arræilable resourcer¡

befar'e the Sighth Quofa Review is put in y:rlace. The Fun"J. cumently has just oî¡er

SDR 10.1 biltion of uncoms:itted oráir¿ary resources rs¡hich shûul¿ be juct adequate foy the

next 18 ¡nontlrs. However it has now aniy SÐR 1.? billion of uncom¡nitted bomowcrt

resou.i:ces to finance Enlarged ¡lccees programmes. Rrazil (SDR ¿.8 bíllion) will more th¿r¡r

absorb tÌ¡ig. trVíthout the thirtl S.ê.MA trancl¡e å commitnrer¡t gap of SDR 3.5 ï,illion

therefore, rvill emerge by April. For ig83-81, the staffts eståm¿:.Èes of comrnítments i,f

borrowed resources for men¡bers rvitir quotas of less than SÞR 800 miltton is SDH.3"4 biilion

(includingr for examplc', Egypt, Pakistzur, Salren Phill¡:pines, Portugal and 'Iurlteyi. This

woul$, raise the commitnrent gap to SÐR ? bitlion. Some of thcs* c<¡mmltmerrta may not

materiallie but a nunber of the OPEC hígh absrcrl¡ers (Ntgería, Indonesia) ase potential

borrowere a.s well. Further commltrnents to mcrr¡bers wlth quotås over SËrR 800 milliorl

cannot be preclrrded."

Lb\W



5' Tbie rr:¿rliee it particuiarlS' urgcrnt to n.:crr:.* thc third s¡"l,i.4, txancj:e cf sDR 4 billion.

(In 1981 tiie Sì¡uttir¡ indicatec! thçir inteirti¡in to ccusiciei a fir:the¡ crn¡r¡ritl::¡ent for' thir.d

ycar !t their b¿rlance of ¡:::,yrncnts amd rrl¡;*rve poàiti,:n pe:.rnittr,rrJ)- Du.ri¡ig his visit to Sau¿i

,drabía with th* Clrancellar {?*9 Jantrarl') tl:c }.{l-¡ intenclcd to di$c¡r.es the tl¡ird tranc}¡e wiilr

th{l $audir¡. No ctefi¡:itc corrclu:lion rvas ¡ercheC - tiie .$auqiis gave tl:e lmpression that for

thqm the rnain qucstion r'¡as enhanced rÈ6ci{u'cüs for the Fund (v¡het}rer by the third 
.tranche

Qr parallcl Saudi Ìendingl eJongai.Je the nerv G.{13 arppeared a seconda.iy qrìestion).

llaberuieíer {Fr¡r¡d Treaourer) rvith Ðir¡i met the Saudís in Londc¡r an ZB January to co¡:tinuc

the contacts on G"A'ts matters a¡d will no d.oubt have aounded tl:e¡r cut further on the third

tranche. There seerrls a reeçonabty good, cliance of ee¿r:uring fhe thírci tranche i¡: the coming

months.

6. we have ,:tlso heen encouraging the lr,lariagirrg Directcr ti.Ì åpì)soach other non-Glû

-^¡---^!-1t 
r .-_,t_ - yr 11 tßnF, { r.ìt, I

lJ(Jr-E¡¡L¡(l¡ ¿sc1uu¡'r, bl.¡u¡l <1t -[\r-$v&¡È ioj-rä r, i.rriironj alc! tire E¡nirateg (SIJR. i hiiiioni neither of

which contril¡utcç1 under the Ënlarged. Acceçs policy" The l(uweitis have given a definite ,no,

{their domestic fin¡urcial system and stoc}r ¡narlçet ar*: in s(}rne disarray}. The Fund ale ,not

o¡:ti*ristic' aboi¡r the IJ.¿t!) eitjrer.

7' Tirerefc.¡ru v¡e canncrt rnle out a furtl¡er approacir to the GLû countríes (i"e Germany,

Ja¡ra;r end ourselves) ior toans to tide the ii'und over uniil the proposeel new ímplementai,icn

date of stid-1984 fcr the Eighth Quota I'levieiv although the F'und ruay be relucta-nt to ¿o

this given the ¡'ecent GAB decision. But we c1o not wâ.nt tc easc tÌ.ìi.. pre$sure on the Saucis

or other ¡ron-Gl0 lenders at this stê,ge. ?herefore the less said rrl;cnt this the better. Vle

wa¡rt to avoid gir."ing the impression that the UK v¡ould agreed t<¡ lend more than the

forecast SDR 15ûmn alr:eatty committed

B. Prcrgrammes breakdowns will reduce the need for borrowed funde" lVe may be able to

wait ancl eee rqhich programuer¡ fail a¡d llve lçåth an uncoïeretl con:mitroents gap during

latcr 83 - ealllr $4 p:.ovic.cil that th¡.r Fund. ie fully

G/riSlquote increa*e in d*izryeri. I¡¡ the evc;nt that

f ead"r' to (,,,j

the Fu¡d i:a.d

to the aarket of ihe

ínadequate resources



t lslrt

becau*e of a ehortfall from official nouree$, we wor"rld support direct rnarket borrowing. If

.ire Fund. doe* go to the nrarkets, it shoul,l rlo so.from a positíon of strength well ahead of

any irnmediate financing rreed"

9" The l¡und may also explore the idea of seliini¿ sterling on an ad hoc basis in the

operational budget. There has been a grater than expected use of ordinary resources in

recent n¡snths and usabtc currencies bavo been eubstantially reduce¿ (by SDR I billiån) over

the perlod.

{
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(i,,".:.i 'L(\\nÊ

Fo{nts

X. fioI¡l ¡:;tå11- ha¿s.sÕ{iìcthing of å rol.e Ln the J.v¡ternatiotlal" nonetary e¡'otem

rìû & store of v¿i1u8ç {..'./$}t though 1t Ís no 3.otiglcr conrsrtíble at a fi.xed Prl'cû.

Tt s'ti11, ir;r.:: e pl-ece :i:; r¡¿ltåanü1 resev've$. J{ot"evsr ther'* J.¡: t.lo offícla1 '¡:rice

for goLci and cilrrenel"r:e å3"e not meast¡red j-n'terins of i-t"

2. It wor¡ll"d not eerve arny u*efill, purpcse to flx the pr{ce of 6oid ¡:ather than l-et

it ffnd its own l"eve-1 ¡rcrç¿ that it cloes no,t pl.ay any forroal- part in the international

monetary eysten. In any c&$e, in pr.esent cireumsta¡rces there fs no prüeTpect thât

thlç couLcl be acliåever) l:y co-orclínated official actton.

Background

3. there are number of rea.sons why we r¿ouLd r.tot sant to remc¡netíøe goltl:

(a) Ttrg æup¡riy of'¡¡olcl rnl¡çht not provícle suffícíent çorld l-i"quidíty to

fír¡ancc the 6rout?r c¡f worl-d trade. If there ucre not enough gold åt rsoüJ.d

be trr¿cc-¡;,sary to rer{se itc price, whfch. Ís poter:rtia)"T-y juCIt ns inf}.ationary

as provídíng adeJ.itíonal liquídíty Í.n any other r,ray (eg $DR srl-l.t¡cations)"

(U) Col-d ownership ie conce.ntrated in the hands of a few deveS"oped countîiee"

Compayed u1th our major partners (other than Japan) the UK has l-ittLe ofl it
(abc'irt 25# og oì¡r reserves).

(c) TÌ¡e llonre ahare of go)-d protìuctíon ie 1n $ot¡ttr /rfrica (60 per ce¡rt)

and the IíSSR ie} per cent).

(d) It would be ver"y cÌifficul"t to fix the price of gold'

4. Cu"n Þ¡ås 6ÕnÌs rerni.v¡rl" of lnterest ín gold in the IIS J.n 1981 å,s â re$ul"t of

the IIS CoLrl CommÍse{on. Tn particu).ar, oupply side ¡ìdvocåtes (such as Is.ffer),

fearlng¡ thai irågh ånterest ratee wouLd ¡l"ssdrrate the eegri*míc expanslcn pr+níeeri ås

a rc*$1t. of t*o c1¡-t.sn e.r¡qued that there couJ*d be no sertoir.s ¿¡nti""ånfl:rtion po1åcy

¡¡.¡til- li$l{Ì c.sr-rv,;rîå'bi-li.'i:} \r,i1rì r.cstorr'.:¿i. Iíoucve:"0 t?i* Cor;l'¡i{t¡:i.on (L'hl-ch inclurlc

$prinhe1u i.tatliclr *rnrl lìeue;s) r,¡as weighted e6aínct ¡go1ii pra¡:onentç ariel *erte'inly

orthorlox fincsL conservatj.ves are rouch rnore ec*ptical" about ga}d i:han lsuppl-y



¡ii.tìort,l'. Í'ire Cl:¡:nr¡isçj.onri: re",ror"t car:l.r"i nc¡t concea.l. these deep cll.r'laions and

tlie ntnJ<:r'i.ty re ccrt::l¡:irri¿¡i:ionn cs.rile d*',¿¡r 1'Í r"¡*1y e¡rainst r:onve:.tlbi1Íty. Ti:e

ru¡rcrt in efll'ecì: iaadr¡ c.rrry llor:íti.ve rnövû ôrì t{Èl"d a non-€it&rter"

\



IHF: SOUTH AT'RICA ,Ar\#
Point s

1. I regret the leaking of the confidential Executive Board

minutes. Confidentiality is inportant if potential bomowers

a"è to be frank with the Fund and if Executive Directors are to
be able to offer their best judgement in the Board.

2. I am sure that v\re !ùere right to treat the application on its
technical merits. fndeed on the substance of the requests all
but one of the Exeòutive Directors who spoke addressed themsel.ves

only to the technical merits.of the proposals. For us, to have

acted otherwise would have undermined the underlying principle
of the Fund that all r¡eurbers are treated in a uniform way.

t. The Fund is effectively prevented under its guidelines frour

setting conditions of a political sort. i'loreover Ìûany Fund

mernbers, from Africa and elsewhere, real-ise that if overtly
political conditions are set for South Africa today, they nay

thernselves face political conditions tomorrow.

Background

4. ,Ihe I'und approved SBA and CFF totalling SDR 1bn on ] Novenber'

the UK supporting. The confidential minutes of the Board rneeting

have been leaked a¡ld vlere published in the 'F.[.' on 2l January.
The minutes al-so fOrn the basis of a Ìetter to the ChancelLor
from the Anti Apartheid I'lovement, to which we are preparing a

r epJ y.

,. The ninutes lnevltabþ reflect the sensitivity of the South

African request but do rlot bear out the allegation that the
Fund's rules webe ben! -to- hel.'p S.'.efrisa;- :lde supported the
South African requests in a )-ow key and balanced ïay since we hlere

satisfied that they net the Fund.rs críteria. There was a brief
but unsuccessfu] attenpt at the beginning of the neeting to get

the request postponed. The US, Germany, France and Netherl ands

supported (Japan did not speak). The Canad.ian and. Belgfån

1





constituencies supported and the Italians did so with roservations.
|lhe opposition was led by Saudi Arabia, libya and ]ran - oil
producing members who are unlikely to need Fund- noney and have

tt¡erefore less to lose if Fund conditionality is politicised
while tbe African constituencies seem to have shown sone

embarrassment at being dragged al-ong.

2





îFFAKING NOTE ON

OPTIMAL CONTROL

State of Plav et the Treasurry

Offlc.ials are cúrrently galnlng e>çerlence using optlmal control

rnethods wlth the Treasury rnodel. Understand that there ls to be a

discusslon on thls wlth the Academlc Panel next month ' '

Too early to say how thfs work w111 flt lnto the buslness of poltcy

advlce wlthin the Treasury. But, llke all technlcal questlons

assoclated with the Treasury rnodel, 1t ls a matter for the professlonal

Judgement of the offlclals concerrted¿

tlmal control and terna tional Flnanclal Polt

The type of e>çerlments that I understand Dr Bray advocates mlght

be of some lnterest, but I would not wlsh to glve work of thls tyþe

any priority withln the Treasury. Nelther would I want to attach

slgnificance to the results that they mlght produce' An lmportant

reason for my scepticlsm ls that it ls generally agreed that economlc

models are a very i-mperfect guide to explainlng movements 1n

exchange rates and capltal flows. Thiswouldbe especlallyt:r¡e lf the

ex¡lerlments lncorporated hypothetlcal changes in the way governments

behaved or the way in which the internatlonal flnanclal system was

organlzed.

1% \\#\
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BACKGROUND .NOTE

In June 1982 Dr Bray wrote to the ChanceLl-or suggestl..ng Treesury
partlcipatlon 1n an exerclse uslng an lnterllnklng of natlonal
economlc rnodels ?bo speclfy any- poltcy.modlflcatlons needed to secure
lmprovements from j.nternatlonal- hartronlzätlonr .

l1-l^' /

The Chancellor replied to Dr Bray onfJufyr copy attachedrstatlng our
mlsglvlngs abo¡:t the proposal. These seem to have been shared b1i

others, m1 nothing further came of lt.

More recently the Clerk of the TCSC wrote to offlclals asklng the
Treasury to co-operate 1n an exerclse uslng optlmal control methods
on the Treasury model to investigate the efficacy of exchange rate
targets. lÍe süspect that this proposal was lnspired by Dr Br.ay. The

response vÌas negative on the grounds that rTreasury nodel runs cannot
be understaken for the Committeer.
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Dr. J eremy Bray, . f'îP
House of Commons

You wrote to me on 2I June inviting views on
establishment of a technical wonking panty to
for securing convergence of national economic
five SDR countries thnough the application of
met hod s .

the possible
punsue the scope
policies by the
policy optimisation

The procedure you outJine on page 4 of your pôpen involves the
selection by international agreement of exchange nates to
maximise the wellbeing of the group of countries as a whole.
This approach places a reliance on Governments' ability to control
exchange rates which I do not entirely shane. It also seems to
carry the-lmplication, which again seems to be debatable, that
exchange rates are the only way by which policy decisions: in one
country affect welfane in others. Mone genenally, although
officials are seeking to keep abreast of developments in this anea,
my understanding is that formal policy optimisation has yet to
Prove itself at the national Level: this reflects some general
scepticism about formal methods of decision-taking and the
re liability of the available mêcno-economic models

As you mention in youn letten of B Ju1y, Deputies met in Washington
Jast week to conside¡ the follow-up to this aspect of the Vensailtes
Summit: you asked if you might be given a finst-hand account of
how things went. I am not sure that there is in fact anything of
substance which could be added at this stage to what officials said
at the TCSC hearing on 1? July, These are very early days, but I
recogni-çe-, -and will'bear ín mind, thÞ pårticu'Jar in'tqrest- yôu have
in this area.

GEOFFREY HOWE





CONT'IDENIIAI,

WtM

I attach a revised draft for your opening remarks on llonday'

2. The opening section has been redrafted by llr Littler in the

light of your comments on the earlier version. lfe have sacrificed

much of the factual uraterial in paras B-l-t of the ol-d draft in the

interests of a crisper statement. The effect is to give more

prominence to the strategy you wish to adopt as Ci:'airman of the

Interim Comnittee.

t. Huch of the eseential message of the latter is an updating

of [oronto (relevant passage attached). But as tmanagenent of

recovery, becgmes the dominant themer some reordering seems

helpful. [he nain reason that this time we have a four-point
rather than a five-point plan is that the need for adjustment and

the role of the I'und were treated' as separate points in [oronto

(poínts I and 5) but ,l,rre amalgamated here (point 3, paras 12-14)'

+. I have toned down, incidentally, the dismissive quality of

the reference to intervention (now in para 9) ' fhis is not because

the work of the Jurgensen Group makes me d.oubt that intervention is

'a very minor side issue' (to quote Dr Emninger in full) ' But at

the Grouprs last meetings the us participants seemed a littl-e
more forthcoming than usual in this area. It is just possible

that the us could, partly under the influencç of host responsibílities

at Ì,Jilliamsburg, also decide to say a kinder word f or it there '

This might be on the basis that as inflation and destabilising
-1
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interest rates come down, and as there are moves towards more

internationally oríented policies (including monetary policies

taking account of excbange rates) o intervention could perform

an enhanced if nodest smoothing ro1e. rf sor this could be

another little confidence-builder'
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international financial relationships as a basis for renewed
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irs-a'i^scoa-ee,i¡¡ed. It implies a need for new objectivesr new

method.s, new internatíona1 financial- institutions. It pays

too litt1e attention to the 'reasons wlql international financj-al
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,. fhe Bretton !üoods systen provided a basis for stability

through the discipline it inposed. As long as the United States

d,ollar remained dominant and the economy on whicLr it was based

set a pattern of reasonably well maintained currency va1ue, the

system was effective. But those conditions were eroded in the

I96Os. And as too many countries sought to naintain ambitious

growth rates without Sufficient discipline, the world þ"iri.,"a
ô.

ror þbe" pasii decade on insecure founda tions of inflation and

t

rising indebtedness.
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suggested that we must in future seek stability through the

cooperation of the major countries whose currencies make up the

sDR: the United. states, Japan, tr'rance, G<;rmany and the united

Kingdon. lfe stiIl have a long way to 8or but the notion that

these five countries bear a special responsibility to the rest of

the world. is increasingly recognised.. And it is also increasingly

recognised that they must exercise that responsibility by seeking

parallel or convergent economic and financial policies within

their own boundaries which will serve to naintain the values of
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reses]sity and PaY the less onerous it will be and

the sooner l¡Ie shall have the chance of restoring sustainable

growth.

6.TherearenowgrowingsignsofrecovêIYlearlj.erinsoItre
countries than in others, but its pace will not - and should

not - be too rapid. As different countries successively begin

to overcome their own problems of inbalance and inflation,

world recovery ås a whole shouLd gain strength. But there are

important dangers against which we need to guard, and in respeet

of which some important practical steps need to be taken'

As trateEv for t recoverv

?. I,et me now try to summarise the broad strategy which'

speaking now as chairnran of the llltr' Interim cornmittee I I believe
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.8. lrle mus.|.tlgL'&'t'àn€Panage the recovery 9'o that it is sustained

without rekindling inflation and so jeopardising the stability

of the internationar finaneial system. ,:i¿ the same time-ïf--e must lrs

ensure that those countries hlith particull"ly severe debt
\)

problems are restored to economic health.'] f wiff pi:O out four

elements of the strategy for recovery that seem to me particufarly
important.
9. E#.!, major countries need' to continue collectively to

pursue prudent monetary and fiscal policies. This is the key

to stabilÍty. It was underlined by the undertakings made at

last year,s versailles sunmit on the pursuit of convergent

policies. [his, rather than artificial capital controls or

t-





10. Second, within t|re overall framework of prudent policies'

countries need. to ensure that the balance of their individual

polj.cies is right. In sone countrj-es where inflation has been

brought down, where the budget deficit is under control and
W

the external position strong, there may be scope tâ'€{"iãüt'eJtN o h\e rþ1

th¡nf,. domestic activity fãi+L sustainil. the recovely ' In others
.,,i,,i. üè,é^_ ,ìrycontinued firn policies may be needed' f-
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massive intervention, is the way to reduce exchange rate

volatility. Intervention has a role to p1ay.,but essentially

I think Dr Enrringer was right to refer to it as a side issue,

and to say that we should concentrate on pronoting better

underlying conditions. [his is the way to make the nu]-ti-

currency reserve sYsteu work.

budget deficit if unchecked could
)"*prices and interest rates¿þs recovery

Mr Martin Feld,stein, Chairman of the Council of Economic

Äd.visers, has said¡ rI don't see how we can have a healthy

economic recovery unless we have deficits coming down and coming

11. A particular responsibility rests with the United States.

1/k^J Fuccess in reducing inflatj-on has been impressivejüut the rising

risk a renewed surge in
ó tæl'

down substantiallYr. (Waft Street Journal
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L2..[hird.,thereístheneedforadjustmentbynajordebtorg'
ScåtÂ ¿t(ti"r f{ '.È8the s2.re of whose pcÈi€lirs'nu-" at times threatened to overr¡¡helm

the international financial and banking system' Here, the II{F

has a crucial- role. As Chairnan of the Interin Comnittee I

intend to do ny utmost to see tb'at the tr'und has the resources

to plaY its role effectivelY'

:. 1. lfe made a welcome start earlier this month when the Group

of Ten ind.ustrial countries agreed to increase the General

Arrangements to Borrow from sDR 6.4 billion to gÐR u billion

and in addition to make credits available to the Fund for

}end,ingtonon-participantsifnajorpaynentsimbalances
ten the stabili tyo f the international monetary system'

seeking to Put in Place a further
threa

Next
;h,

s lf be

element in the package by agreeing to a substantial increase

in Fund quotas at the Interim committee rneeting which I have

asked to be brought forward from April'

14. Active adjustnent policies supported by I$F finance

shouLd help substantially to restore confidence and encourage

continuedprivatebankingflowswhichareessentialtomany
d"eveloping countries, {aeauate

supervlsion and. prudent individual risk assessments are also

p+!.å¡-l fr,gL l" "oåä:îï,î}'gnonents 
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the need to avoid protectionism. I do not believe that the

waytosolvepaymentsproblemsandexchangeratefluctuations
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16.IirChairnanrlangratefultoyouforallowingmeto
set out briefly to tlre connittee how I see the najor inter-

national issues that confront us. Ily main conclusion iS that

we cannot look at the system in the abstract or seek remedies

for real difficulties in artificial mechanisms' [here is no

Ñ
substj.tute for collective agreement among óountries on sound P&

ô*¿
policiesrand. rheir rransrarion inro ifi;liätffi::tff ' $here

is a:tæ- no realistic alternative tofuilðing on the exLstl-ng

is through increased restrictions on trade which can only

impoverish us all-
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THE INTERNATIONAL FINANCIAL'SYSTEM: CURRENT TASKS

IStatement by the Chancellor of the Exchequer to the Treasury and Civil Service

Select Committee of the House of Commons on 31 January.l

Mr Chairman, it may be helpful to the Committee if I \Ãrere, at the start of

today's hearing, to say something a'bout the way in which I see the problems of

the international financial system at the present time.

A new Bretton lfloods?

Z" There have been suggestions that tbere is a need for "a new. Bretton

\{oods". I share the concern which prompts this suggestion - a concern for

greater stability and order in international fina¡rcial relationships as a basis for

renewed economic progress. \üe all want lower inflation, less volatile exchange

rates, a more orderly system of international lending and borrowing. But I think

the suggestion for a new Bretton 'S/oods does not give the right kind of signal as

s\r\øã

to what is in practice needed. It implies a need for new objectivesr new





methods, new international financial institutions. It pays too little attention to

the reasons why international finar¡cial markets, a¡¡d exchange rates in

particular, have been so volatile in recent yeats. And too little attention to

what practical steps can be taken to remedy that.

3. The Bretton \üoods system provided a basis for stability through the

discipline it imposed" As long as the United States dolla¡ remained dominant and

the economy on which it was based set a pattern of reasonably well maintained

currency value, the system was effective. But those conditions were eroded in

the 1960s. And as too many countries sought to maintain ambitious growth rates

without sufficient discipline, the world lived for a decade on increasingly

insecure foundations of inflation and rising indebtedness"

A new fraænrork

4. I of course accept that the world will not achieve stability again until we

create a satisfactory framework anrl disciplines which ensure more consistent

policies and restore confidence in cunencies. But it is no longer conceivable

that such a frameworkshouldbe built upon one currency, on Bretton Woods lines.

18 months ago, at the annual IMF meeting, I suggested that we must in future





seek stability through the cooperation of the major countries whose currencies

make up the SDR¡ the United States, Japan, France, Germany and the United

Kingdom. we still have a long way to go, but the notion that these $ve

countries bear a special responsibility to the rest of the world is increasingly

recognised. And it is also increasingly recognised that they must exercise that

responsibility by seeking parallel or convergent economic a¡rd financial policies

within their own boundaries which will serve to maintain the values of their

currenciesr absolutely and in relation to each other. Now, of course, that does

not imply a rigid strait-jacket. Nor is it meant to imply that complete

arr¿rngements will be settled quickly, or made effective without difficulty. But I

arn sr¡re this is the practical way forward.

Problems of transition

5. Our immediate priority, in the short term, is to nurture the process of

recovery in a very difficult period. At last year's annual IMF meeting in Toronto I

identified several of the goals we should be seeking now. I said that the world

was passing through a difficult transitional phase as economies adjusted to lower

inflation. It is true of the world economy, as of our own, that a price has to be

paid for errors spread over more than a decade. It has long seemed to me that





the more ready a¡rd willing we are to accept that conclusion, the less onerous it

will be and the sooner we shall bave the cha¡rce of restoring sustainable growth.

6. There are now growing signs of recovery, earlier in some countries tha¡¡ in

others, but its pace witl not - and should not - be too rapid. As different

cotrntries successively begin to overcome their own problems of imbalance a¡rd

inflation, world recovery as a whole should gain strength. But there are

important dangers against which we need to guard, and in respect of which some

important practical steps need to be taken.

A stratesv for the recoverv

7. Let me now try to summarise the broad. strategy whichr speaking now as

Chairman of the IMF Interim Committee, I believe we will need to follow over

the months a¡rd years ahead. It is essentiatty pragmatic - and I make no apology

for that. The d.ual aim, which is now pretty widely shared, is so to manage the

recovery that it is sustained without rekindling inflation and so jeopardising the

stability of the international financial system; and at the same time to ensure

that those countries with particularly severe debt problems a¡e restored to

,
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8. I will pick out four elements of the strategy for recovery that seem to me

particularly important.

9" First, major countries need to continue collectively to pr¡rsue prudent

monetary and fiscal policies" This is the key to stability" It was underlined by

the r:ndertakings made at last year's Versailles Summit on the pursuit of

convergent policies. This, rathe¡ than artificial capital controls or massive

intervention, is the way to reduce exchange rate volatility. Intervention has a

role to play, but essentially I think Dr Emminger was right to refer to it as a side

issue, and to say that we should concentrate on promoting better underlying

conditions. This is the way to make the multi-currency reserve system work.

10. Second, within the overall framework of prudent policies, countries need to

ensure that the balance of their individual poldfies is right. In some countries

where inflation has been brought down, where the budget deficit is under control

a¡rd the external position strong, there may be scope for a rise in domestic

activity to sustain the recovery" kr others continued firm policies may be needed

rather longer. Nowhere would it be wise to let up in the fight against inflation,

,





11. A particular responsibility rests with the United States" Their success in

reducing inflation has been impressive. But the rising budget deficit -if

unchecked - could risk a renewed sr¡rge in prices and interest rates just as

recovery is getting under way. Mr Martin Feldstein, Chairma¡r of the Cor¡ncil of

Economic Advisers, has said; T don't see how we can have a healthy economic

recovery unless we have deficits coming down and coming down substantiallyr"

(Watl Street Journal, 30 November 1982.) I welcome President Reagan's

recognitior5in his State of the Union Address last week, of the need to restrain

the growth in the federal deficit. But the future figures are strikingly large, and

the task formidable" He will need the full co-operation of Congress if the deficit

is to be put, as it plainly must be for the health of the world economy, on a

convincing declining path.

lZ. Third, there is the need for adjustment by major debtors, the scale of

whose dif ficulties has at times threatened to overwhelm the international

fina¡rcial and banking system. Here, the IMF has a crucial role. As Chairma¡ of

the Interim Committee I intend to do my utmost to see that the Fr¡nd has the

resources to play its role effectively.





13" $/e made a welcome start earlier this month when the Group of Ten

industrial countries agreed to increase the General Arrangements to Borrow

from SDR 6.4 billion to SDR 17 billion a¡¡d in additional to make credits available

to the Fund for lending to non-participants if major payments imbalances

threaten the stability of the international monetary system. Next week in

Vfashington, u/e shall be seeking to put in place a further element in the package

by agreeing to a substantial increase in Fr¡¡d quotas at the Interim Committee

meeting which I have asked to be brought forward from April.

t4" Active adjustment policies supported by IMF fina¡¡ce should help

substantially to restore confidence and encourage continued private banking

flows which are essential to many developing countries. Adequate supervision

and prudent individual risk assessments are also essential components of a stâble

system, and it is clearly part of our present task to build - at this stage otten by

working more or less informally and from case to case - on the important

progress made in this area in recent years.

15, The fourth element of the strategy for the recovery is the need to avoid

protectionism. I do not believe that the way to solve payments problems and

exchange rate fluctuations is through increased restrictions on trade which can

only imPoverish us all'





Conclusion

1ó. Mr Chairman, I am grateful to you for allowing me to set out briefly to the

Committee how I see the major international issues that confront us. My main

conclusion is that we cannot look at the system in the abstract or seek remedies

for real difficulties in artificial mecha¡risms. There is no substitute for

collective agreenent among countries on sound policies, and their tra¡¡slation

into individual practice, And there is no realistic alternative to the pragmatic

approach of building on the existing international institutions a¡rd ensuring they

are effective. But that is a task to which the world's financial authorities must

be seen to apply themselves with all diligence and a proper sense of urgency.

That certainly is the approach of fu U"j".ty's Government.
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|!he BIS financed these loans frou its own resources but with a

right of recourse to participating member central banks' ineluding

the Bank of England, [he Bank of England's contingent liability

under this arrangement is ñt+O nillion for yiexico an¿ Ëttq nillion

in respect of Brazil. [hese sums are too large for the Bank to

meet fron its ohln resources so the ilreasury has provided the tsank

withindennitiesinrespectofthesecournitments.

) U r c ve ind A e

s

I

I

ffru '@øfrave been given under the Treasuryts common law powers
- J -^ ¡^-*^.¡ L.-' l^lla.i {-a PânêTrl'

to give guarantees and Parliament has been informed by lrlhite Papers

(Cmnd g6111 and Cnnd B7?g covering Mexico and Brazil respectively)'

If it were necessary for the Bar¡h of England to invoke the

ind.emnity, the [reasury would need, to present an Estinate or a

Supplementary Estinate seeking provision to cove1' the paynents'

Authority would, reSt on the .Ëstinate and the confirning Appropriation

Act.

s for

nt s r-c on v
,. Doe

ind tie in resoect of similar BIS facili es? t'l* l^^1* ( I y.rc.u'/

It is an important principle of Parliamentary control of

ercpendíture that authority for expenditure on a continuing function

should not rest solely on tbe Appropriation Act, but should be

covered by specific statutory authority setting out ttre por^iers

and duties involved. llhe [reasury has und'ertaken to observe this

principle where the amounts are significant and the liabilities

are likety to continue for several years. [he llreasury is

accordingly considering the need to seek statutory powers to Sive

indennities of this kind in future'
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TCSC IHIS A3IERNOON: SIIPPITEI"IENTARY BRIEI'ING

I attaeh the following additional material for this afternoon:-

(i) A note by Mr Monck on the relationship b'etween

the llreasury and Bank generally, and in banking

supervJ.sion (attaching a copy of the L9+6 Act). fhe
relationship on the EE'Á, and exchange market intervention
is covered. in Brief A(viii) (viii).

(ii¡ A table of the largest (trough to peak) currency

appreciations since f97, (for the najor currencies).
Sterting comes fourth.

(iii¡ A revised version of briefing ¿(iv) (tne role of
the exchange rate in macro economic policy).

(iv) A note of recent forecasts for 1r/orld inflation.

(v) A note on the US balance of pa¡ments, and

relationship with the budget deficit-

(vi) A copy of Mr Anson's telegran 16 of 2L January
(about the l{il-1j-amson ideas for the IMF to intermediate
more in international financial flows)-.

(vii) A defensive note about the lllexico and Brazil BIS

operations, and. the llreasury indennitj.es to the Bank of
Sngland.
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(viii) copies of references to exchange rate policy

in ICSC reports over the last 2 years'

2. Mr Carey has sent you separately a note on Argentine loans'
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RNI,A.TIONS I,IITH THE BANK: BRIEFING

Relations in General

The rel-ationship is close and works wel-l. There Ís frequent
consultation at all levels, not only between the Governor and me but
between our officials.

Disagreements?

2. There is of course agreement an overall objectives. But if there
are any disagreements about specific policies we meet and resolve then.

!'/ho Prevails?

5. lvle do not look at it in that uâXr or have an adversary relationship.
The outcome on particular issues depends nainly on the quality of the
arguments. But if a particular issue is not resolved on this basis,
it is clearly understood that economic policies are determined by

Ministers. That comes out clearly from the memorandum which the Bank

prepared for the Committee in April 1980.

Banking Supervision

4. The [reasury is responsible for the Bank'5fct 1979 arrd hence for
general issues of policy relating to banking supervísion, though of
course the Treasury would take very close account of the Bank of
E:aglandrs advice. However, the responsibility for supervising
institutions in the IIK under the Act rests on the Bank of England
(subject to a right of appeal to the Chancellor against the Bankrs

refusal to recogni-se or l-icense an applicant for authorisation). This
means that the detail-ed operation of the Act isanatter for the Bankt

not the lreasury. The Bank ís in general required to maintain strict
confidentialíty on information provided for supervisory purposes. But

ít is empowered to disclose information to the Treasury where in the
Bankrs view disclosure would be in the public interest or the interest
of depositors.
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The relationship was described in a nemorandun prepared by the Bank

for the TCSC in April 1980. ft uas published and a copy is annexed.

+
The Bank of land Act(1946)

2. Paragraphs 2-4 deseribe the L946 Bank of England Act which brought
the Bank rrunder public control-rr and empov\rered the freasury to give the
Bank directionjafter consultation with the Governor. The power has

not been used but its exístence makes it clear that the Treasury has

the last word in any disagreement and inplies that Treasury Ministers
have a responsibility for the Bankrs actions.

7. Paragraph 12 of the memorandum recognises that

"Economic policy is the responsibility of the Government and

is determined by Mínisters. t'

But the following paragraph outlÍnes the Bankrs role as a source of
_ advíce on policy as well as an executor in the monetary and financial

fieId.

+. The main duties, of the Bank, apart from banking supervision, are
not well defined ín the statutes.

The Bankf s Executive Role

,. Its nain functions are:

managing the money and gilts markets;
managing the Exchange Equalisation Account;
acting as banker to the Government;
the note issue;
prudential supervision of the banking system under
the f979 Banking Act.

6. Paragraphs 9-11 of the annex set out the position.

1979 Bankins Act

,. 
"r)% ^lð^,ut'¿ Cv,,6; "5,: I
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ReBorts

7. The Bank is required to report annually to the Chancellor on its
supervisory operations under the Banking Act. The report, which Ís
not very infornative, is presented to Parliament.

B. The Bank produce arÌ allnual report and Accounts.

9. The Bankts Quarterly Bull-etin contains a nass of detail about the
Bankrs operations in the money and glIts markets, as well as texts
of docu-ments and speeches on a wide range of practÍeal and policy
subjects.
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Memorandum by the Bank of England

THE RELATIONSHIP BETWEEN THE BANK OF ENGLAND AND THE
TREASURY

l. The relationship between the Bank of England and the Treasury (in practice close
and effective) owes little to specific legislative provisions. It may nevertheless be helpful to
refer at the outset to the principal legal instrument governing their formal relations, which
is the Bank ol England Act 1946, and to certain other legislation which governs specific
areas ol the Bank's activities.

The Legal Position
THE BANK oF ENGLAND ¡,cr 1946

2. This formalised the Bank's position as a public institution by vesting the Bank's stock
in the ownership ol the Treasury. The Bank had, horvever, for many years prior to the
1946 Act seen it as its duty to direct its operations to the service of the public interest and
to subject itseli to the ultimate authority ol Government in matters ol monetary and
economic policy. The 1946 Act gave a statutory basis to this established position in two
ways-

(i) the power to appoint the Court of Directors-including the Governor and Deputy
Ç6ve¡¡6¡-1vas vested in the Crown. These appointments are made on the
recommendation of the Prime Minister, alter consultation with the Chancellor ol
the Exchequer; but the appointees áre given a degree ol independence by the fact
that they serve for a fixed term.

(ii) the Treasury was empowered to give such directions to the Bank as, after
consultation with the Governor, it thinks necessary in the public interest. Subject to
any such directions it was provided that the affairs ol the Bank were to be managed
by the Court in accordance with the Bank's Charter.

3. The purpose of the power of direction was explained by the then Chancellor (Dr
Dalton) in the Second Reading Debate on the Bill. [t was not designed to permit "any
day-to-day interlerence by the Government or the Treasury with the ordinary work of the
Bank . . ." but to make "plain that in the last resort, as between the Treasury and the
Bank of England, the Treasury has got to have the last word, alter due consultation with
the Governor of the Bank, in any case of disagreement".

4. The power to give directions was expected to be used only in "exceptional and
unusual cases". No occasion lor the use ol the power has yet arisen.

5. Though this is not explicitly covered by the Act, Dr Dalton also undertook that the
Bank rvould publish an Annual Report.

6. The most important part ol the Bank's work lies in the execution of domestic and
external monetary policy, and in the lormulation, together with the Treasury, ol the luture
lines ol policy. This responsibility, rvhich is described in paragraphs 12-19 belorv, linds no
reflection in the Act, apart lrom the reference to the general power of direction noted
above.

Other Legislation
7. Certain of the Bank's more specific activities, however, some ol which are perlorrned

on behalf ol the Treasury, are governed in whole or in part by specific statutes, the main
Acts in question being listed in the attachment to this note. These activities include the
management of the note issue and ol the Exchange Equalisation Account, and the Bank's
lunctions as banker to the Government, as issuer and registrar ol Government stocks and
issuer ol Treasury bills. The Exchange Control Act, 1947, under which the Treasury
delegated to the Bank responsibility lor the central administration of exchange control,
remains in existence, although the apparâtus of controls was abolished last year by a
General Exemption Order made under ihe Act.

8. Following recommendations by the Select Committee on Nationalised Industries, the
full costs of some of the activities which are carried out for Government are recovered
from Government and these recoveries are currently subject to cash limits negotiated with
the Treasury.

''#1o'-
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9. The Bank's role in supervising the banking system is also now governcd b)'specific
statute. Prior to the Banking Act 1979. this role derived essentially Trom the custòmary
authority of the Bank as the Central Bank. (Formal powers rvere given by the Bank oi
England Act 1916 to the Bank to "... request inlormátion lrom anã make-recommenda-
tions 1rl bankers..." and, ifso authorised-by the Treasury. to "... issue directions to any
banker for the purpose of securing thai effect is given to any such request or
recommendation..."; but these powers have never been invoked.)

10. The Banking Act 1919, marks a decisive change in giving the Bank clearll'defined
slalutory poìvers a_nd d.uties in relation to the supervision of deposit-taking institutions in
the UK authorìsed under the Act. ln particular, the Act provides for autlorisation, as a
lice¡sed deposit-taker recognised bank, to be operated by the Bank as the appointed
authority. There is a right ol appeal to the chancellor óf the Exchequer againsr any
decision b-y the Bank to refusc or revoke a licence or a recognition, or to giant añ authority
different from that for which the insriturion applied, or to giue directionL

11. The Bank is_required to prepare an annual report on the exercise of its porvers of
lupervision under the l9'19 Acl. The re port will be públished by the Bank and láid belore
Parliament by the Chancellor.

The de facto posítion
THE PROVISION OF POLICY ADVICE

_ -12. Economic policy is the,responsibility of the Government and is determined by
Ministe.rs. Policy decisions are, however, the end product of the assimilation and discussion
ol studies, forecasts, advice and proposals available to Ministers lrom a wide range of
sources!. in which processe_s the Bank of England has a role to play which cai be
distinguished from that of Government departmints.

I3. Th_e Bank provides Ministers with a separate and independent source of advice not
o.nly*on domestic and external monetar), policy, u'hich are aieas of particular concern to
the Bank, but on financial and related economic policy generally. This advice is made
available to Ministers in a number ol rvays. There are ¿loae day-to-day contâcts between
the Bank and the Treasury at official level and these are supplemented b¡, the Bank's
participation in offrcial inter-departmental committees. ln additlôn, a particuiar feature of
the Pank's position.is the ability of the Governor to put forward directly points to which
the Bank attaches inlportance, primarily in his regulãr contacts with the thancellor but
also on occasion to the Prime Ministe¡ and other li4inisters.

14. The Bank's distinctive contribution to the formulation of policy derives from its
operational involvement in the financial markets. and its consequential close relationships
u'ith and knou'ledge of the financial institutions, and lrom its specialisation in monetaiy
economics and statistics. The Treasury's distinctive contribution stems lrom its responsi-
bility for overall coordination of macro-economic policy and the relationship ol that þolicy
to the Government's wider objectives.

15. The top management structure olthe Bank has recently been reorganised. One of
the objectìves ol the reorganisation was to reinforce the Bank's capacity io discharge its
Lesponsibility for implementing domestic and exiernal monetary pòlicy-on behalf of thc
Government and to give financial and economic advice over thé wide spectrum of issues
with which contemporary economic policy has to deal.

The executíon of policy
16. Once decisions on economic policy have been taken, the Bank is primaril¡'

responsiþle for executing the monetary aspects of that policy through its operations in thc
hnancial markets, and through the administration of direct credit controls when these arc
in operation.

17. The Government's domestic monetary policy objective is currently, and has sincc
l976.been publicly defined in terms ol a targei raté of growth for the money supply (nou
Ste.rling_ MJ). The achievement of that objãctive is clõsely linked with fiscal policy. on
which the Bank accordingly offers advice, ãnd for rhe rest'depends largely on ihe usc of
monetary instruments. The Bank seeks to affect the trend of the moncy suppl¡' b¡
operations in the money markets, which in turn influence short-term interest rates, and-tn
the gilt-edged market where the aim is to finance the Governnrent's borrowing necds as far
as possible outside the banking system. Day-to-day operations in these markets, uithin thc





a

RL TIIE

Foverncd by speciñc
from the customary
iven by the Bank of
nrakc recommenda-

'suc directions to any
ty such request of

llank clearly defined
raking institutions in
r authorisation, as a
rk as the appointed
:hequer against any

:ï5.""t 
ân authority

<ise of its powers o[
lank and laid before

rd is determined by
lalion and discussion
cm a wide range of
play which can be

source of advice not
)articular concern to
fhis advice is made
.ay conlacts between
:nted by the Bank's
'particular feature of
:ctly points to which
r the Chancellor but

icy derives from its
rl close relationships
lisation in monetary
rs from its responsi-
onship of that policy

TREASURY AND ClvlL SERVICE COlrtM¡TTEE t79

overall policy framework agreed with the Government, are very much a matter for the
Bank.itself, although the Treasury is kept in close touch with-developments. The more
importânt changes of direction, however, are discussed in advance with the Treasury and
þf tþ.e Qgyc.rnor wjth the Chancellor. This would. bc. truc, for example, of changes ín the
Bank's Minimum Lending Rate, when the Bank's decisions requiré the approial of the
Chancellor.

18. The Bank also initiates pro.posâls, for considération by Treasury Minisrers, on the
amol¡nt, timing and terms of new issues of Government stocks and the¡i conducts the issue
operatiors. Similarly it decides on the appropriate size for the weekly issue of Trcasury
bills and conducts the tender for them.

- 19. As the Treasury's agent in managing the Exchange Equalisation Account, the Bank
intervenes in the foreign exchange market, buying or selling sterling against other
currencies, and is responsible fo¡ investing the assèts of the Account. ThJnature of these
oPerations varies according to the exchange rate policy adopted by Government after
advice from tbe Treasury and the Bank. With ffoating exchange rates and the Government's
commitment to a domeitic money supply target, thã Bank's"intervention rofð is cuit"ntfy
confined to smoothing out what appear to bì excessive ffuctuations in the value of thä
pound, rather than- attempting fo maintain it at any specific level. As in the domestic
frnancial markets, day-to-day tactics in the foreign eichánge market are a matter for the
Pank, although close liaison is maintained with Treasury officials. The strategic decisions
in respect of intervention policy are discussed more closêly with the Treasurf and by the
Governor with the Chancellor.

21 Apríl l98O
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Act, t946.

(3) The $,anl¡, if they think it necessary in the public injerest,

-if ,"qrr*t informaiion from and make recommendations n
to iankers, ândrmay, if so authorised by the Treasury, issue (
directions io aqy baii<er lor tbe purpose óf securing tbat effect ''.'

t. gil;.i.. a"y's""rt request o. t".o*-endation : 'n 
.

Provided tbat :-

Þanker; and

{b) before' , authorising the issue of any such directions '
;the Treasur¡r t¡tl1 :give the banker concerned,- o¡ such

' oerson i¿5 ippsars- to them to represeirt him, .an
. , ' 

- äppgrtnmty , 
ä'f making representations' with respect

¡ thereto,, : .

{¿) If, at ùy time before any recommendations-or {irectitins

"r,ì'*.¿. 
or-giieujtr,writing to ä banker under the þt lot"gqqg

;ú*"ti"n,ltËe Tré*sory ceitify that it is necessary'i"-tl9 Plblic
interest that the recommendaiions or directions should be kept
secret, and the ðertificate.is transmitted to tbe baqker_ to€ether
*ith the recommendations or'di¡ections, the recommendations or
d.i¡ections shalt be deemed; for the purpose of section 1'tp's' 9f ,tbe

Offi.i.I S;úeis Act, tgrr, L amendìd Uy *y subsequent enáct- t & z Gø. 5.

å"rï. tã U"l. ao"-,r*ã"i'*t*rte¿ in cänfidence to'the 6¿¡'t¡s¡c' z8'

by a person'holding office under His Majesty;- and-tbe provisio-ns

oi tttå Official,Secrãts Acts, rgrr to 1939, shall apply accordingly'

5.
.l

For the purooses of this Act- Interpretatioo'
' i:

1å¡ the.expression " the Bank ",means the Bank of England i

(ü) the appointed dayshalt be such day as the Treasury may
by õider appoiirt, not being later than three months
frbm the daté of tbe passing of this Act.

.. ,:. . r ,: :. . ..

O. TUif act.may be cited as the Bank of England Act, 1946. Sbort titlo.

':j' 
"'

:'- I 
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1. Sterling

2. Deutschemark ¡ End-Septenber L975

End-November L979

% ehange

t. Yen r End-December L97,

End-October 1978

% change

Major Currency Appreciationj

: November L976 average

January 1981 average

% dnange

I I97B quarter j-v average

November L9B2 average

% change

3t t &

Effective raüe (L97, averlage = 1O0)

77.'
IOV.2

+77.?/o

Effective rate (Decenber l97L= I00)

TL6.2

L59.6

+77.7%

Effective rate (Decenber l97L= IOO)

98.'
158.9

6]..r%

Effective rate (L9?, âverâgê = fOO)

91. B

r2r.a
+j6.?/o

\ \

4. Dollar





(iv)

WORLD TNFLATION OUTLOOK

1. Since 19SO inflation, as measured by the GDP deflator has

decelerated throughout most of the industrial world falling from

9 per cent for the major economles in 198O to under 7 per cent
in 1982. Estimates of inflation in the developing countrÍes
are affected by the wide divergence of inflation rates. Median
estirnates lndicate price lncreases have fallen from around 1þ per
cent in 19BO to about 12 per cent 1n 1982. Amongst oitr exporters
it has declined from around 13 per cent in 1980 and 1981 to 10 per
cent in 1982.

GDP DEFLAÎORS

(per centage change from previous year)

1980 1981 1982

u'\t\ø

Industrial
o/w major seven

9
9

1

1

2
I

7
6

6
5

B
B

1981

6.0
5,5

NODCs (median) 15.1 13.4 11 .8 10.0
0i1 exporters 12.7 12.9 1O.O 9.5

2. Forecasts poÍnt to a further fa1l in inflation for 19Bj
on average with the rate in the maJor economies falling to 5b
per cent. Then inflation may start to rise agai-n as earnings
pick-up, Ímport prices start to rlse and as profit margi-ns are
restored. OECDrs latest projectlon envj.sages some pick-up in
inflation ön average in the industrial world in the first half
of 1984 though in Europe inflation would be about the same as at
the end of 1983.
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iIS FISCAT DEF'ICITS AND TEE CAPITAL ACCOI]NT

Larg€ prospectJ.ve figcal deflcltg ln ttre IIS of a¡ound $ZOOtn ove¡ the foreseeable

future have inevltably been refllected. in htgher real interegt ratee. In ttrrr higher

real lntereet ,rgtee and. a favourable IIS tllfferentlal have r lnter aliar ilcr*eaeed.
-lthe ttena¡rd. for'tlolla¡e and. pushed, up the e*change rate. Às a result conþetltiveness

a¡rd the trade cleftclt have d.eteriorated, and. the cu:nent accor¡nt rooved. Lnto a d.eficlt
of aror¡nd. $gUffffon ln 19S2 followlng " Íq* bn sur¡rlue in 1981.

After ehowtng a gradual trend. towa¡d.s greater outflows net forelgn tllrect lnvestnent

turnecl round sharpfy in 1981 a¡rd reg{stered. a net lnflow of around. $12 An. Some

of thoee factors reeponslble for thls (which inclutte a favourable US differentlal
a¡rct the flfgbt to qu^altty). nay reverse and. net forelgn d.lrect lnvestnent may retum

to rough bala¡¡ce ln 198J. Eowever ln orrler to bala¡rce the external sector the large

prospectíve crlrrent account cteflcits of around. $10 Un for thfg year will inevitably
nea¡r the tS ts a capltal. lnporter onoe one has also talcen accor¡nt of e.g. lntlfrect
investment a¡¡tl banking flows. Ttrese capltal lnflows wilL help finance the fiscal
d,eficlt.

Sumarv Bala¡rce of Pau¡ents (Sbn)

Cu:crent Account

Forefgn dlrect lnveetment

Offlcial capltal
ùther capltal fLows (net)/Ualancing itens

1979 1980 1981

-b 1* 4*

-lt -r, 12*

-4 -4L -5
18 9 -12

I
1 982

HI
1gB'

-ro 
2

na

na

na

6t
12

_4*

-14

1 At a¡mu.al rete
Forecaått

Sor¡rce: OECD December 1982.
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cc PS/CnÍef Secretary
PSþcononíc Secretary
P$Æínancial" Secretary
Sir Douglas ttass
Mr Burtrs

ì2. Pt"elz d.r+f

LÍttLer
HiddLetoa
U¡win
Kenp

Isvelle
Peretz
ALlen
Eall-
Norgrove

ÎCSC: ffiARING Ot{ 11 üAI{UARY

I attacb a tranecript of yesterdayrs hearing whích we bave Just received.

I shouLd be grateful if you couLd errange to let ne hsve any amendments to

the cvidence yhích the ChancelLor uould Like to eee nade. I ehould be

grátefut also if other rÍtneesee wouLd let ne have an¡r anendments whích

they feel should be nade. They should be reetricted to the correction

of inaccuracies in tbe reporting and of natters of fact.

2. A copy will be placed in the llouse of Connons Library toníght. I ann

therefore sending ít to t{r ltraLl ae well ae to you and other witnessest ín

case there are further questions. tle are having further copies madet shouLd

any other recipients want one.

Odlíng-,5nee

llr
Mr
Mr
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Mr
l{r
l{r
l,ir
tlr
!{r

r.t E coRcoRÂt{

%z
æ




