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JAPAN

Tha Chancellor asked whether we should rnodify our vlew of the
approprlate macroeconoñlc pollcies to be followed by Japan. fn
partlcular' he sald that the Il'lF Managlng Director no longer be-
lfeves that the Japanese should be urged to relax thetr flscal
poL1cy.

2. There ls clearly room for debate heçe. The F\md staff ln
thelr last public pronouncement ln the Wòrld Bconomlc Outlook ln
August sald that slgns of a recovery ln actlvlty ln the Japanese
economy remalned fweak and tentativer. It added:

rOne can understand the lmportance attached by the authorltles
to bringlng about a substantlal reductron ln the fiscal
deflcit over the longer-run. But rf the recovery of dom-
estlc demand Ís accorded htgh prlorlty, cautfon woul-d be
approprlate ln determlnlng the pace t"t *rrrt"h that reductlon
1s to be accompllshed ln the short-run. More speclflcally,
adherence to such a prlorlty would mean that the authorltfes
should not aÍm to wlthdraw flscal stlmulus faster than prlvate
demand can expand to absorb an equlvalent amount of net
savlng. I

1. Laroslere hlmself fn hls paper for G5 Minlsters ln September
slngled out Japan as the only naJor country where the downward
adJustment of the budget deficlt had gone ao far that tlt could
al1ow the adoptlon of a somewhat dlfferent stance of flscal pollcy
ln the short-termr.

4. The Fund and the Managlng Dlrector, therefore, appear to have
changed thelr vlews over the course of the autumn. The.maJor
factor behlnd thls no doubt has been Japants annowcement ln '
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october of a yen 2 trlrrron increase ln public spendrng _ equlva_Lent to about 1 per cent of GDp. Thls 1s to be spread over both
the. cu*ent frnancrar year end,lng 1n April and over next year.rt lncludes the bringrng forward of spendlng on d,isaster rerlef
from. the countingency funds of the next two years, together *,rir,extra pubIlc works by both central government and. 1ocal author-ltles. Thls addltronal spendlng ls certalnly a welcore i"t"p ln 

tthe directlon we have advocated, and should help support Japanese
domestlc actlvlty next. year.

5' 0n the rnonetary slde, Japanese short-tern lnterest rates
have remalned relatlvery steadyover the autumn at around z per
cent whlle US lnterest rates have fal-len from 13 per cent to 9 percent. Thls has sharply narrowed the lnterest dlfferentlar infavour of the dollar. The conblnatlon ofl thls wtth ttre recognrtronthat the us current account ls ltkely to move lnto deflclt whlleJapan moves rnto rncreasing _surplus, has been acconpanred by a10 per cent appreclation rn the yen/aolIar rate srnce october.Agaln, thls ls ln line wlth what we have urged.

6. Any remarks on Japanese porrcy, therefore, clearly need toacknowledge these favourable developments. They perhaps also needto recogntse-Japants longer-term potentlaÌ structural flscal pro-blems as a result of its ageing populatlon, as well as the con_trlbutlon of the natlonallsed lndustries ln lncreasing the overallpubllc sector deflclt. .

7 ' Nevertheless, when all thls ls sald there ls stl]l 80me causefor concern about the outlook for the Japanese economy and thelmpact of thls on the lnternatlonal trade and paynents system as awho1e.

8' The OBCD secretariat ln the draft for its December Economlcoutlook estimates that Japanese flscal pollcy on the conventlonalneasures w111 st1ll be restrlctlve next year. The 10w revel ofactlvlty aeems llkely to lncrease the ex ante flscal deflclt byabout å per cent of- GDP but thls should be more than offset by therestrlctlve stance of pollcy (even aIì-owlng for the october neasures)
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so that the overall deflclt ls forecast to fa1l by 1 per centb-.

of GDP to around 2-2t per cent - the rowest of naJor countrles
u1?nt for the uK. t { _ Vt-

9. A naJor lnfluence, as we have descrlbed prevlously, ls that
fiscal drag should ensure that dlrect tax recelpts rlse about
twlce as fast as personal lncomes (t6 per cent agalnst I per cent).
At the same tlne publ1c consunptlon wfll rlse less than 1 per cent
J-n volume and, desplte.the extra spendlng measures, overall publlc
fnvestment lncludlng nationallsed lndustrles w111 fall.

10. Dor¡estlc demand as a whole ls expected. to rlse by about
2t per cent - broadly slmilar to that forecast for the UK ln the
Novenber rndustry Act. But whereas ln tle UK inport growth ls
llkely to exceed export growLh and the current account deterlorate,
ln Japan exports seem llkely to rlse about twice as fast as lmports

ìl_*-(6 per centãgäanst 3å per cent) and the current surplus ls fore-
cast to rlse to St: urrrion. tne-önö¡ expects that by early rggq

' ít w111 be rurnning at an annuat rate of more than S20 bllllon.

1 1 . Thls ls a prospect wlth whlch we have become famlllar. It ls
a reclpe for continulng trade tenslons between Japan and the rest
of the world. It suggests to me that although we have made some
progress ln the rlght dlrectlon, contlnued. steady pressure may
still be needed to ensure the Japanese sustaln domestlc activlty
while the yen appreclates.

12. The v1tal corollar¡ however, ls that the need for para]Lel
adJustment by the Unlted States ls all the more urgent. It 1s pre-
clsely thls subJect of where the onus for ad.Justment shoul¿ 1le
that we should l1ke the IMF }4anaglng Dlrector to address in hls
d.lscusslon wlth the SDR countrles before we reach the Wllllamsburg
Summlt. We should perhaps see rather more of the Fundrs analysls

l¿¡-

as to why pressure on Japan should be relaxed. before conced'ing the
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I attach a record of this neet5"ng. I think no special action ls
ca11ed for on the IMF package: that fs 1n har¡d elsewhere.

.On Yugoslavia, Mr Carey wil.l take note but there is noth.lng
basLcal-ly new.

2. Á,ction on Brazil is first in Ba.sle, where there will. have
been d.iscussion about a BIS loan. ûn the nessage which
l{r McMahon gave to Sir Ðouglas Wass, it looks as if we are
likely to be asked. to guarantee $1OO miLlion. Tl¡is strikes me

(and Hr Carey) as a shad.e highr. given our relative offÍcl4
exposure, but I an not sure about our bank e:qlosure. If we

have to give e second guaranteer we shail have ooth to inforn
Parlia¡nent and., I fear, pronise to legislate. I thlnk the
Chancellor is aware of this, but a subnisslon will obviously be

necessary.

t. I an dealing separately with the question of a possfble note
to the Pri¡ne l"li.nister about the G5"

K E COUZH\IS
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G5 MEBTTNG

T KRONBERG NEAR FRANKFURT DECEMBER 1

H- Stoltenberg was in the chair. Others present were Regan, Volcker
and Sprlnkel; Delors, Lagenj-ere and Camdessus; Poehl and Tietmeyeri
Mayakawa and Watanabe (no Japanese Mlnlster); Sir Geoffrey Howe,

Richardson and Sir Kenneth Couzens.

Brazil

1. Regan obtained permissi.on to discuss the Brazilian situation as
a matter of urgency and reports about Brazll thereafter punctuated the
proceedings. Regan sai.d that they were at risk of a stop on paynents
within 24 hours. Volcker explained that Brazil had $BO-90 bill-ion of
debts and a $14 bi1-lion curent accoirnt deficit (lncluding debt
lnterest). They needed to borrow . 2 billion a nonth to raeet
naturities and cover the deficit.. However they had been able to
obtain virtua1-ly.no ordinary financing since late September. They had
ra.ised nodest amour¡ts r¡ith increasing trouble fror¡ the banks and they
bad haC $1.21 billion from the United States. A letter of lntent was

und.er negotj-ation with the IMF.

2. Volcker said the figures changed constantly. the Brazilians were
a¡txious to keep up paynents and avoid a stop, especially as there
were donestic pressures to repudiate the debts. Their plan was to
negotiate a jr.rnbo ]-oan of a nedir¡m term kind for $3-4 billion with the
banks anC then to secrrre enough bridging money to see then through
t98,2 and the first quarter of 1983. During that period they hoped to
see a restoration of confidence, partly fron their agreenent wj-th the
IMF, partly as a result of a general improvenent j-n the banking
c1inate as the Mexican situation was resolved.

3. However Brazil was now dependent on 1 day money borrowed J.n

New York. They were thought to need $:OO that day. It subsequently
transpired that they didnrt but that they might need that amount on

Friday, 10 December. The sense of.crisis among the þanks was l.ikely
tcl groht.

L
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4. He had hoped to see MexÍco settled. first. The Mexlcan
situatÍon was going better than anybody could have expected. The
new President was doi.ng a1.l the IMF required, and. more. But it would
stlll be a couple of weeks before the various aspects of Mexlcors
fi-nancial situatlon hrere settled, and the sane was true of the
Argentine.

5. Volcker said that Brazil would not be able to get by with less
than $5 ¡i:-rion of net new noney fron the banks next year. That
assumed a ro11 over of all the naturities. Volcker vras uncertaLn
whether the Brazil-ians would in fact be able to achieve ¡¡s ,gumbo loan
whiðh was the key to their p1an. He feared that the inter-bank money
borrowed by Brazilian banks night have to go into rescheduling and
added that a sizeable proportion of recent bridging fi.nance had gone to
pay off ba¡¡ks. Regan said he was not prepared to put more money in
.on his c';m, just ia ord.er to defer a standstj.l"l- by Brazil until Monda¡.

6. Richardson eqpressed disnay at the escalatfng figures of bridging
finance. He asked whether there was any chance that even with
bridging the Brazilians could get through without a stand.stili " He
judged that they could not and Volcker conflrued that that was h1s
view. lhe question therefore became one of organlsing an orderiy
standstill.

V. Poehl said that any decÍsion about BfS hel.p to supplement what
the A¡nericans v¡ere do j-ng could not be taken wlthin a day or two. The
matter could be rliscussed in Basle on Monday, 13 Decenber, but even
then would take a few days. The BIS would also need a request by the
IllfF and lt would be difficult to get BIS support without progress on
an ÏltIF progrâmme for Brazil-. Moreover there needed to be a consortium
of banks to deal with Brazil. That did. not seem yet to exlst. '

8. .0't the end of the initial discussion it y¡as agreed. that the
Amerlcans would. phone Larosiere about an approach to the BIS and. would
tell Galveas that it was the view of the Five that Brazil should seek
a standstill.

2
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g. Volcker later reported' that Laroslere v/as sceptlcal about

maklng an approach to the BIS at this stage. There was as yet no

agreement with Brazil. There were two àtun¡1ing blocks: $¡ages po1lcy

and agricultural subsidies.

10. Regan reported that Galveas was ad.amantly opposed to seeking a

standstill.

11. In subsequent telephone exchanges Regan put the followi-ng

progranne to Galveas:

1. there should be agreement that weekend on an IMF letter
of lntent;

j.i. Brazil should seek a stand'st1l1 on debt repaynent;

ilj.. there should be a meeting with the banks next week;

iv. the Brazilj-ans should. devalue by 2o-25 per cent;

'v. a BIS ].oan would be considered'

!2. The final Braziu-an reaction to this was:

i. they could not sign the letter of intent with the lMl'by

saturday or sund.ay. It would anyway have to go before their
National Monetary councll on 15 December. The most that could

be hoped for was an announcement of :tagreement in principlerr '
larosiere conflrmed thai that d.epended on a crucial meeting on

SaturdaY;

ij.. there wou1d. be no standstill.. Honever, Brazil oid have tt
in nind to say to the banks that there would be no repaypents of

principal to those banks which failed. to ioin in the proposed

new jr-rnbo loan;

iii. they would mee't the New York banks next week, but only on

the questÍon of bridgíng finance;

3
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iv. there would be no lar:ge medirr¡¡ devaluatlon but they r+ou1d
n¡ove their crawling peg devaluatj.on rather faster than
lnfl-ation eg perhaps by 1 per cent a month;

v. on figures, Galveas sai-d" that they were due/üå BÎTrion or
interest $1.5 billion of principa.l ln the last quarter of 1982.
The amount fron now to the end. of the year was ggo0 nilli-on
j.nterest, $600 nj.1Iion principal ;

vi. they wanted. a loan from the Brs of up to $t.5 bilrion but
they would not necessarily draw al1 of it d.own.

lJ. In a final di-scussion, the United States agreed. to carry the
Brazilians to the extent of about $¡OO nillion on Frj_d.ay, 10 Decenber.
Richardson sunmed up the position as follows:

i. we recommended that if the Americans spent 5O0 nillion to
carry the Brazilians unti.l the weekend, that would. count
towards the us share of a new joint operation for Brazil;

1"1. we would approach positively the idea of a Brs loan. But
the IMF prograpme nust be such as to cover repayment out of IIIF
drawings and disbursements should. be in tranches as with Mexico;

ij-i- there would need to be a deal with the banks to conplenent
the rMF loan and. it would be dÍfficul-t to avoid, a siand.stilr.

IllF R.esources Fackase

14. sprinkel rehearsed the contents of the paper agreed by the G5
Deputies in washington on 11 october 1982. He said. the united. states
Itas j-nterested 1n a comprehensive package but after discussion with
Larosiere he was content that all the components need. not be in the
Interin Conmittee. Sone matters could. he dealt with in the Executive
Board if the G10 agreed a conmon positlon. so they were read.y to
keep some of the most contentious.issues out of the.Interi-nc committee.

4
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15. He thought that the quqsti-on of quota distribution as well as

the size of the quota increase would have to be dealt with ln the
Interi-n Comnittee. The Tnterin Gonmittee could discuss and endorse

the changes in the GAB, but not negotiate on them. The basic
decisi-ons there were for the G10. The question of limits on

enlarged access and on the CFF; of remuneration and charges; and of
method of quota paynent could be for the Board.

16. Hj.s check list for a decision to call the Interln Connittee
included the following:

1. broad. agreenent in the G5 anti the GLO;

ij.. a satisfactory reception in the Board on LT Dece¡nber for
present ideas on the GAB;

j'ij-.progress in the Board on distribution of quota increases;

iv. some talks with other countries.

It would be necessary to decide finally by 10 Januany to go for en

Interim Connittee meeting on 11 February.

L7. The Chancellor said that it would be much better not to present
a G5 take it or leave it view. There must be flexibility of posture.
We should keep in play the two ranges 85-100 bi11lon SDRs and

1!-2O billion SDRs. It was probably necessary no'rirr to thlnk of
11 February for the Interin Conmittee date. He agreed with rvhat

Sprinkel had said about topics to be handled in the Exe¿utlve Board
(includ.ing the question of the raethod of payment), There was then a

di scussion of new aspects of the package in line wlth the agenda

circulated by the Germans. The most inporiani point was tbrat the
Aoericans hinted that thay night move above 85 .bn SÐRs if all other
aspects of the package were satisfactory to then. The Japanese

l-inked their figrre of 10O billion SÐRs for the new fund to the
method of distribution and saici they supported Method 3, .A,ustrallan
ne'bhod.

,
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18. On the GAtso the most important polnt was that Mayakawa accepted.
that there need not be a new facili-ty. Japan was content to jc - the
najority ln building on the present G.dB. Regan thought that the
outcome ought to be nearer 15 blllion SDRs than 20. Poehl launched
strongly into the question of the distrtbution of quotas wlthin the
new GAB. Germany could not be at twice the IeveI of the uK.

L9. couzens said that he hoped rr'e could keep open the range
lr5-2} billion SDRs for the new GAB ceÍ1j.ng; and. that the US r*ould not
feel too strongly bound by a figure of $20 bj.llj.on. He thought that
we oughtnrt to have too nuch dj-fficulty about agree ing a new set of
quotas within the G/+B though he was surprised at the strength of the
Geruan feeling about the ratio of their quota to that of the UK. On
GITP and reserves grounds a ratio of 2¡l- would not be all that wrong.
Ee thought that the arangement for lending to the Fund for non
uembers from the GAB should be confined to the 8th Quota period.. He
also saw it as inportant that the G10 should not become involved in
second guessing the IMF on individual cases. The stress should be on
lending a round. sum to the Fund in case of need at a stage when thei-r
existing resources were r:nder strain ie no-b at the beginning of the
8th'Quota periocl.

20. The Chancellor said that he proposed to talk to Saudi Arabia
and perhaps to one or two other LDCs. Poehl was inclined to keep the
present composition of the G1O but raised. the question of what wou1d.

happen lf Saudi Arabia wished to join. It was agreed that nothing
should be said. (eg during M. Ðe1ors visit to Saudi Arabia) which
vould put into ihe heads of the Saudis the idea of joining the G10.
But they were probably not in favour of it anlroray.

?1 . On quota ghares Mayakawa said that Japan wanted an 1ncrease i-n
its quota and an inprovement in ranking. They vrere econonically third
but now ranked fifth in G5 quotas, Stoltenberg said. that the broad.
solution appeared to be one in which the US ancl the UK would go down
somewhat. Germany wouid. go up a J.i-ttie. And there would be a very
rough equality between France and. Japan.

22. Couzeris ex¡plained the point about the possjble reduqb:Lon :Ln

drawins rights for China , India, Pakistanr'-Bangladesh and others
which would energe if Method 3 were applied to quota distribution

6
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and there rrere Little or no increase ln the dollar ceiling on

extended access. These countries stoQd' to see a reduction of

2O per cent or nore in their access unless either the quota

redistribution were ternirered or the ceiling on extended access were

raised a litt1e. The ChancelLor and Poehl agreed that an increase

in the Fund could hardly lead. to a reduction in access and the

Chancellor said it might be necessary to introduce an element of

equiproportionality on top of Method 3. trn the course of this

discussion sprinkel said that the united states would not

necessarily stick to zero for an lncrease in the extended access

ceiling i.f the general- bargai.n were satlsfactory.

23. stoltenberg said the question of quota shares would have to

go to the Board first and then there was the possibility of sone

agreement anong the DePuties'

24. 0n renuneration and. chargçs and on method' of pavment of quota

j.ncrease, it was agreed. that ii woultL be better not to encunber.:h"

;;;" n.ckage" These questions shoulcl be dj'scussed in the Executive

Board and. for the rest, pursued by the Deputies'

25. The dates of meetings were discussed'. There was a preference

forgandloFebruaryfortheadvanced'InterinCon¡nitteeover
11 and 12 February. A meeting of the GlO Minlsters was envisaged

for about 18 January and. a G5 Deputies fot 17 January' It was

recognised that the d.ecision to advance the Interin comnittee would

have to be taken by about 1O Januar¡¡ since one monthts notice was

the absolute mini-mr¡m.

l¡[exico

26. Volcker gave an account of the progress achieved' on Mexico'

De ].a Madrid had. ri.one more than the market could' have expected: H'

had raised petrol prices, begun to encourage foreign investmentt

reinstated. the previous central bank Governor, taken antl-

corruption measures and v¡as reducing the ]-tier exchange narket to

a 2.tier ¡narket; with a v.iew to ultimate unification. The exchange

rate was being tanagpd on a crawling peg''

7
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27. ït was hoped to build up something whictr could be âñDorrncêr..

with colourable conviction as a $1O btllion package. Of thls $1O bn,
$6 bil11on would come from the private banks and $2 bil-1ion from
various official sources, including the IJvIF and the United States.
Larosiere was to have a discussion on the whole package ln the IMF

Board on 20 December. To fill the $2 billion gap by which present=
prospects fe11 short of $1O billion, there uright be some more money

fron US offlcial sources and perhaps fron the World Bank. However he
was looking for some tfextraordina.ry ex¡lort credltsrt (perhaps $5OO-$6O0n
of ned,iu¡o teno credit) from other countrles.

28.-There was no slgnificant reaction to thls tentative bid and it
was left that Regan remained. Ín a coordinating role in relation to
l{erico.

Yrr crnc'l qrri a

29. C;¡mdessus gave a report. The Yugoslavs had reduced their curent
deficj-t but have suffered a capital outflow and. had had to use their
reserves. They $¡ere likely to run out of resources early in the new

year and would probably want $å billion by the end of January. They

had so far resisted rescheduling of official debt.

30. Stoltenberg stressed that the situation was made aore difficult
by the weakness of the Yugoslav central government in the post-Tito
period.

5!. Richardson said that Larosiere calculated Yugoslavia would need

$1å ¡i.Uion for the whole of the year 1983. Perhaps this $1å ¡fflion
would have to be met by a combination of the use of offÍclal fl..rnds and

of reschedulJ-ng. But there must be a strong ÏMF progra¡nme.

Stoltenberg said that there was general agreement that we must not
take pressure off the ÏI'lF programme.

t2. The British and French representatÍves nade it clear that they
preferred rescheduling as a solution. There was sone dispute with
Voleker about the relative inpact of rescheduling and official

8
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assistance. volcker made the point'that if resched'ullng wer:r âs

was norraal, conflned to repayments'of principal, it.would not ease the

Yugoslavs current account. [In fact what rea11y matters to'the

Yugoslavsiscashflowrandthefactthatreschedulingmightroalnly
ease the capital account rather than the current account ls in no way

crÍ.tical]. couzens polnterl out that official assistance meant publlc

erçenditure in some countries whereas rescheduling d'id not'

Rescheduling also had the advantage of d'istributing the burd'en

strictly in r.e1at1on to exposure; and it renoved the risk that

officj,aL aid would. simply leak j.nto bank repa¡ments '

t3. The one firn conclusion reached was that rehearsed by

Stoltenberg:thattherenustlreafirmlMFprogralnme"

Vb
14 Dece¡nber 1982.

H M lreasury
lthitehall
I¡NDON SW1
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0F rîs i1Êi'iilË.RS. rlii illìtAil Pii¡¿Pcst 0Ê IH'ú Chi' ';'r)uL: ii:r1Å lìl TC

súPPLii,¡r.i¡T TfiE ;li,iFrs RESÛutiÙES, ,ti iiF-ÊD'iÐ T0' FC',å'ESTÀLL í'iR cÛPr

.!, tTä ,ii.¡ t,í"iPAlRiirilT 0F TrtE tïjTE.qtiATtOi.iAL í'icliETÅiìY SYSTEii.

2.T|ì¿SIZEÛFT.liiGAti,lOULDBE'RAlSEDFR0iiTHEE.QlilvÀLE|iT0FAi0u.i
siíì ó.4 tlLLi0¡l T0 slrì Lt-}J l,lLLl0Ìi. THE P,IRTlctPÀiirs' ciìEìlT
.ijciii,i.rT.l,lEi'¡Ts :;l tLL EË DËl¿Û¡ìl|!ATi} lil SÐRS' A|¡Y ÀGREãi-iii¡T !llTH ÛTilÉ1

ccìuì,¡TR,lrS 0li THE PR0V is.loN 0F F lllAlic l'iìG T0 THE 'lì'1F t1'l PARÀLLEL \f lTii

THE GAts \.¡OULD AUGI.IENT TIiÊ AI{OUI¡TS ÀVÀ ILAi]LE.

S.THicREilTCc}i¡ltTi.iËliTScF'iii-¡lvlÐUALPARTIcIF¡il']TSSiiouLÐBE
BFICAi¡-YÊEFLECTIVEOFiH'¿,iRSIiEANDNOLESIilT iEII:TEPi''IAT!CI;AL

ECOIICi,!Y Ai{D EF THËIR f'BILITY TO PROVI!E FtI\IAi{CIlIG TO ¡6E I'IiF'

rT irAS A{;iìEËû THAT pÅRTictpAlTs' sr'iAREíi lll TilE ÀñiÌÅl:riEi'lEllT 5llO'tlLil

ll íiPläiPRìriTfj.LY ÅlJU5T:i] !i¡ Ll3ìiT',ui Ïrii5r- irii,iciiLLs.

4. c0i,¡DlTlijiis Al¡D PÍìCûÊ¡URËS FCFi ÀCTlVÂTlOìi F0n PUilcî1ASIS ríìci'i -i'11t

Ii]rÞYPÀRTICIPA}:TS';OULÛ'RÊi':AIi'IUi¡ÛHA}ICËD.TIiT'RÊVI3EDÛA'I'COULLì
riË ÀcTtv,\TËl TÛ F,li,,¡AiicE PUiìCii,1S[.3 ;Y STiliR ];Ëll6[RS lF Tt-lE

Fi;LL'f:i tli(i c¡ì ITER lA liERe iiET !

(t)Tl.iÅTTi1ã.ti,iFi,.iASFAcÊjjijITHANli.¡ADEQU¡iCY0FiìEs0URcE'ST0l.i--iT
APPR0Pn lÀTE RËQUËSTS F0R cÛi¡DlT l0r.lAL F tÌ.iA|¡C'Ìl'1G:

( r.t ) f iiÊ.T T¡.i15 i\ÂÐEQUACY OF PEStì'JÊCES ARÛSã FRCIi ;\¡i EXCEPT lCitlÂL

S.If IJAT I.Or.I ASSOC.i ATÊÐ \ì1!TI"i RËQLIESTS FROI'i COUIITR'IES I'J'iT'I'I BÂL AI]CE

ggNFIDEIUTIAL / o, PAYMENTo
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OF P AYI'iËliTS PROELEMS OË À CHARACTER OR OF AGGREOATE S i zE THAT
CÛUL D POSË A THREAT TC THE STAB IL.ITY OF THI I iITE R}.iAT IOI.iAL ItOT¡ETARY

SYSTE,H.T.

.IN COI.JS IÐER I.IiG PROPOSALS FCR ACT I,VAT I.CII.J OF THE GAB FOR NOIt-
PfiRT i C I PÅ¡.¡T S , THE PART IC IPA!.JTS I,JOULÐ COI.¡SULT Af,iCNT THEIlSELVES
FTJR TI-iË PURFCST OF ASCERTA IIi.Iiirj \,jHETHEB TIIE ÀEOvE cR ITiR I.A HERË

liË.T. 3ì.icl-i cci'¡suLTATl0li h'0uLÐ ÌiÐT ExTEr'iD T0 TttE E)íÂrlti,lATtcil 0F
!,pãc lF lí; FR0G¡ìÅi1S t0R uSi cF Fuliû FiËSTJURCË5, viii.tCti RÉf.iA r,Ì:S THE

IiiÙPCIi3 i b I L ITY OT THE iXECUT !VE EOARD.
ACT I VÂT IOIi OI ]I-iE GAõ FCìR THË ÐÊ}.IEF'I1 OI IiOIi-PART,Ic,IPAìiTS \{OULÐ

I.tËi TC PAY DU! hE.('ARÐ TO POTËI.¡T.IÀL CÂLLS OIi TiIT ARRAI,IGEi\IEI{TS

FOP THI. PUIìPOSË OF F Ii.¡AI.iC,!?.¡G PURCHASES 5Y PAFiT IC IPANTS.

i. cäi.í.l lr ¿xTEttDED T0 THE 'ti4F uNüÊR rHE cAB uOuLD EÀRrü ilrTÉRisT
ÄT A RÀT[ [QUAL TO 1OO PER CE IiT OF THE CÛri¡ I,îJEÙ I4I,RKET FIATE USED

Tij ÐiTIRi'1I'ì.¡i. THÊ SÜii II\TTREST RATE. THE L/2 P€.,å, CEIiî TRANSFEÊ

tüÅfìGË i't0's LEv,t.[û tJ0uLÐ Ðt ¡\g0L !,sh{En.

6. TIiÊRE lrAS SOFIE }ISCUSS IOI{ RETJAR:).ITIG THE RELAT IOI]SH.IP !J.iTH OTHER

PüTEl'!T'l,AL LEIIDERS l,i I'l-L'll'lG T0 FRcv'lÐi RES0UäcES. tl,l PARALLEL W tT'rl

TIii TAI. IT 'YíAS ASSUI.iEÐ THA'T LÊl.IÐ I.IiG UII}ER SUCH PARALLEL

l,F;ÊA.irGi.l.',Eli'iS il0Utl ?E AVÀ !LÀirLE T0 F li.lAÌtCÊ PURCHASES 3y GÀ3

PÀËT lC.lPÀäTS AS \tELL tS tiOli-PAIT lC.lPAitTS, Al:Ð TfiAT FAFtALLiL
LÊ1..i;tiì: \;0t;L¡ itAVt THE SAlli AgCESS TC GA¡ BESCUÊCÊS AS

PART tü.lPAirTS.

7. Trlr- ÍìiV lSl!¡ A¡iD eXFAriÐiD trAi titLL Ft ilEV tË\j¡tD 
^T 

THt T t.tt 0F

Ttií i,; ir-Tti rJEtiËFiAL RÉV,ltu uF QU01Â3,

0, ,l'T ''JAS RËC0ûN IZED THAT ll'lPLEl"iEt¡TAT l0i'i 0F Tl.tE AÊ0\tE C0t¡CLt,S lO}lS
¡lÛuuil -r{ËQu lRÊ Aiiililri"iil¡Ts 0F Tr.1t 0AE DÉc tS tcii: !T !JAS cOris tDEREir

üåstñÅ!LË TiiÂT,,tii Ti-iI tTiTEnEST ûF spEED, THE Àiìit,:iriÊt¡TS sH0uL;
BË. KEFT TO A iiIi.iII4Ui'i. REGAR!!IIG TIIE CRTTERIA FCF ACTIVATIC¡; F(.1R

TIiÊ EiîIE F'iT OF NOf¡-PART IC IPAIJTS, .I,T \:IAS LÊFT üPETI IVIiETI.iER THÊY

ShCULi i[.l,iiCLtjDED lN THÊ Di0t5t3¡r 0R vjt{ETHEF THEY SH0ULD tst
EXPF.ESSE! 'lti S0i.1E F0Rt¡i 0F UIiIERSTÂND ll,iG Ai.i0i.¡C PAñi lC IPAÌ.iTS.

9. .I.T UAS UI,iÐEiISTOOD TiiAT THE ÊEV tS.I,3},¡ OF THE GAB ALONG THE L,IIIES

t"'tü.tsA.TËD AB0vE iiAS c0!iTtÌi0ÉNT uF,0ti íìtAü{tt¡G SATtsFÀcT0Ry
ir{,r'iEi':!r.iT 0t¡ TtlE 0TH[1.tiSuts; IìELATtiìt Tc Tl{'r ElGflT,i cucTA
fiLV Ili;.

Ë ì¡L'S

2. FÛÛ ÊLÊÂSÊ i{Ti\IAIICT TO ATK IIiSOIJ (Tfi'EÀSUÊY), 3ROI,J},i (P,Aî,iK OF

Êt'iüLAfiÐ) Aï¡Ð APPLEyÁ.ftü (Ep¡) .

T iiY L ûíi ADVANCED AS REOUESTED

MONETARY
ERÞ É
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CONFIDENTIAL
DESKBT 1613302

FM FCO 1612302 DEC 82

TO IMMEDIAÎE UKDEL IMF/IBRD I'IASÍIINGTON

ÎELEGRAM NTJMBER 2U2 OF 16 DECEMBER

IMF - EXPANDED GAB

1. TOUN TELNOS 286 AND 287.

OBJECTTVE

2. TO GIVE LOI,T KET SUPPORT TO THE G1O CONCLUSIONS. IT IS FOR

lHE US TO TAKE THE LEAD. IN VrEl,¡ 0F THE SHORT NOTICE, WE D0 NoT

EXPECÎ A CONSIDERED RESPONSE FNOM LDCS UNTIL THE JANUARY DISCUSS+

ION.

3. ON SUBSTANCE, llE ENVISAGE THAT GAB LOAì¡S 10 NON-PARTICIPANTS

}IILL BE CONFINED 10 THE EIGHTH QUOTA REVIE}¡ PERIOD AND TITSH 10

CREATE A PRESUMPTION THAT THE ARRANGEMEN? I{TLL THEN BE DISSOLVED'

}¡E !ÍISH TO KEEP OPEN FIGURES AT THE TOP END OF THE SDN 15-20

BILLION RANCES.

4. THE RELATIONSHIP I.TITH THE SAUDIS IS DELICAIE. NEITHER I{E NON

OTHEN LEADING MEMBERS I^IANT THE}{ TO JOIN GlO. WE DO NOT

CONTEMPLATE A RELATIONSHIP ANY CLCISEN THAN S}TTSS-STYLE ASSOCIATION

AND PROBABLT A RATHER LOOSEN ARRANCEMENT ALTOGETHER (EG' THE

PARALLELISM l.¡HICH ALREADT EXISTS BETWEEN THE PRESENT SAMA LOAN

AND THE CENTRAL BANK PLACEMENTS). DELORS (GlO CHAIRMAN) WILL BE

PURSUING THIS ON ITIS VISIT TO SAUDI ARABTA THIS I"¡EEKEND. TN THE

LIGHT OF YOUR TELNO YOU COULD ACKNOWLEDGE lHE URGENCT AND

IMPORTANCE OF ESTABLISHING lHE RELATIONSHIP' BUT SHoULD NoT G0

FURTHER.
,,'ì

;:tï:::#^H, cAB REvrEoo By c1o, w'rc' $rE HA'E LoNc uRcED'

6. IIHILE THE GAB IS FIRMLY A SUPPLEMENT, NOT A SUBSTIIUTE' FOR

QUOTAS, THERE IS SOME TRADE-OF A1 THE MARGIN BETWEEN THE SIZE 0F

FUND AND SIZE OF EXPANIED GAB. IF THE QUoTA INCnEASE IÌ'l 50 PER

CENT (ÎHE MINIMUM ACCEPTABLE TO UK) THEN'THE CASE FOR EXPLANDING

1
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THE GAB TO THE TOP OF THE SDR 15-20 BN RANGE, IS STRONGER. YOU

MAY DRAI.¡ ON PARAS 47-48 OF AINLEY'S COMPREHENSIVE NOTE OF

FEBRUART 1982 TO SHOW THAT GAB OF SDR 20 BN. COULD BE JUSTIFTED

EVEN I.TITHOUT AN EXTENSION OF ITS FUNCTION.

7. THE PROPOSALS FOR ACTIVAÎION FOR NON.PARTICIPANTS ARE CLOSE TO

THE CONCEPT 0F A SECOND GAB t/ÍINDOl.l WHICH YOU SUGCESTED LAST MONTH.

WE ENVISAGE THAT IT I{OULD BE AVAILABLE ESSENTIALLT 1O FTNANCE THE

ENLARCED ACCESS POLICY, (II,TIiOUCH lHE DURATION OF LOANS WOULD BE AS

FOR EXISTING GAB LENDING, TE SHORTER THAN SFF/EAR RESOURCES). I1 IS
IMPLICIT THAT THE POLICY OF ENLARGED ACCESS IS TRANSIÎIONAL. WE

CANNOT PREJUDGE I,THEN ENLARGED ACCESS SHOULD BE PHASED OUT, BUT WE

I{OULD BE SURPRISED IF LOANS FROM THE SECOND WINDOI,¡ MADE MORE THAN

ONE IRIP. CONCEPT OF REVOLVING ACCESS THROUGH THE SECOND WINDOI,¡

IS THEREFORE NOT APPROPRIATE.

8. QUITE APART FROM THE THIRÐ TRANCHE OF THE CURRENT SAMA LOAN,

lHE SECOND I{INDOT{ IS NOT ENVISAGED AS THE SOLE SOURCE OF FINANCE

FOR ENLARGED ACCESS. BUT lHE RELATIONSHIP OF GAB LOANS FOR NON-

PARTICIPANTS TO LOANS FROM OTHER POTENTIAL LENDERS }TTLL NEED TO BE

EXAMINED CAREFULLY AND URGENTLY WTTHIN THE COMING LíEEKS IF THE

PACKAGE IS TO BE BROUGHT TO AN EARLY CONCLUSION. THE FORMAL

ASSOCIATED STATUS OF ST.¡ITZERLAND IS NOT THE ONLY CONCETVABLE MODEL

BACKCROUND (}IOT FOR USE)

9. I¡¡E FEEL DINI HAS GONE TOO FAR IN PARA 6 OF ¡{IS STATEMENT.

AGREEMENT 1.¡AS NOT REACHED ON THIS IN G1O. OUR FIRST

REACTION IS THAT SUCH CROSS-RELATTONSHIPS ARE UNDESIRABLE.

YOU SHOULD NOT GET EMBROILED, HOWEVER, IN DISCUSSION OF THÏS,
OR DO MORE THAN GIVE THE TMPNESSION THAT lHE QUESTTON REMATNS

OPEN.

10. THE QUESTION OF SHARES IN THE GAB IS FOR THE G1O TO DECIÐE.

rOU SHOULD BE AIÍARE HOT.¡EVER, OF A 'NON.SUGGESTION' CIRCULATING

AMONG LENDING MEMBERS OF THE G1O WHICH'SETS OUT THE

FOLLOIIINC, PURELY ILLUSTRATÍVE, PERCEÑTACE PARTICIPATIONS -
US 27, GERMANY AND JAPAN'16, UK AND FRANCE 10, ITALY 8,
CANADA AND NEÎHERLANDS 4, BELGIUM 3 AND SI'¡EDEN 2.

.l'

PYM

M0N 4âp.
áR) Y 2
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,Y\INISTRY OF FINANCE

TOKYO
N

December L6, I9B2

The Right Honourable
Sir GeoffreY Howe, QC MP

Chancellor of the Exchequer
H. M. TreasurY
Parliament Street
London SVIIP 3AG
Eng land IV\r<l.a¡E1q¡f

:.1

/,
'-rtií i'loli

a

ìirì.

Dear Mr. Chancellort
il*, [r;
!'4<ßafit:pq

Thank You very much for Your kind words of congratulations
on my appointment to Minister of Finance. I feel trulY honored

and priviledg ed to be assiqned again to th is most demanding Post
in the cabine t, particularlY in the current con j uncture of the

Japanese economy. At Presen t the MinistrY of Finance is facing
an umber of Problems. Reduct ion of th hu def icit in o

nt.OV

-7 bud t
er mportant assignme nts are setting the JaPan ese economy on

I

the Pa th of sustained economic growth, and yenr s ç'-
exchange rate I am determi ned not to spare every

e ffort to resolve these Problems, and I would like to ask for
your advice and assistance.

Looking forward to seeing you in the near future'

Vfit.h my warmest personal regards'

Sincerely Yours t

T*h^/,tr*
Noboru Takeshita
Minister of Finance
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tlilF: REV¡IS,lON AND EÎ'lLARcEÌ.lENT 0F 'THE GAB

1. V¡l€b,S 0F 'l;NDl,Vrl.DUAL DIRECTORS 0N THE t4A,l'N ¡ISSUES ARE SET OUT

BELOÌd.

GEIIERAL

2. THE G1Ol.S .CoNCLU$IONS (EBS/82 /232) t/tRE cENERALLY END0RSED BY c10
DIRECT0RS ALTHOUGH ENTHUS,I¡ASþ1 hlAS L,llStrTED rlN S0ME CASES, NOTABLY

HrlflA0 (JAPAN). A NUMBER 0F 0THER &IRECT0RS, rl.NCLUD.ltl0 SEN.tOR
(VENEZUETA) AND MUNTHAbh (GUIil,IEA}, EXPRESSED GUARDED .INTEREST.

l$ll'lATALLAH (SAUDtr inABrt.A) SÀtÐ HE HAD N0T RECE,t,VED ,tNSTRUCT,tONS FRor"t

HIS AUTHOR,l.TrlfS Al{D COULD NOT THEREFoRE GlvE At¡Y DEFrI'NrlrTE VitEtltS. HE

HOPID TO BE ¡IN A POS¡ITT¡ION-;TO DO SO BY THE T.II4E OF THE NEXT BOARD

Drl'SCUS$lOl'l 0N 5 JANUARY. SEUERAL D.IRECTORS FROM DEVEL0P,l,llG. COUttTRrl€S,

NoTABLY MALHoTRA (rll'lD,lrA) , ZHANG (CH'¡¡¡¡, HAB,t'E (rlNDoNES.i.n ), DONOSO

(CHltE) AND SALEHK0U (¡l,RAN), HAD SER,tOUS RESERVAT.TOñS ABOUT S0t'tE

ASPECTS OF THE PROPOSALS.

s.t'zE (PARA 2 0F THE G10 CoNCLU$tONS)

3. V,I'fiTUALLY ALL DIRECTORS' 'l'NCLUDI,¡¡G MYSELF, EþlPHAS,l.SED THAT
AGREEI'IENT 0N A SUBSTANT'IAL QUOTA ¡I'NCPEASE SHOULD REMÀl.l¡ THE FUNDTS
F'IRST PRrl,OR,lJY, 0¡l THE S,IZE 0F THE ENLARGED GAB, cROSCHE (GERMAt¡y)
SA.I'D THE EXACT F¡hGURE \,IOULD DEPEI{D, rt.ì.lTER AL:lrA, Oil THE S'IZE OF THE
QU0TA tl.l'ICREASE.,ll'l PRESENT q¡IfiCUMSTANCES, HilS. AUTH0P.rlif'lES FELT -THAT
A FTI,GURE 0F SDR 2O B,lLLtlON W0ULD BE I'I0RE APPROPR,I,ATE THAN SDR L5
B'lLblON. rl¡ SA,I'D THERE þlÀS A STRONG CASE FOR EXPAT¡DI,NG THE cAB TO

I





AF.
BIL

IGURE 0F SDR ZO E,lLL,tON ,¡/0ULD BE t40RE APPROPR.I.ATE THAN SDR 15L,l0l¡. ¡f, SA,l,D THERE VJAS A STROilG CASE F OR EXPAIID.I,IIG THE GAB TOSDR 20 B.I,L.L.ION FOR THE VAR,I.OUS REASONS .III PARA. 6 0F: tggp TEL¡10242. DË,MAULDE (FRANCE t/AS 
'PElt-ttlftDED 

AEOUT A F.tGURE r,J,tTHtN\5-2O BI.LL.ION RANGE. HIfi A0 (JAPAN) SMD THE DEC.|S,|ON WAS C0NT,| NGEI:T0N THE S'I,ZE 0F IHE QUOTA :lllCREASE. THE SUGGESTED F,I,GURES 0F sDR L5-20&lLLrl0ll r,/ERE .QUOTE THE 0UT9I.DE RANGE UHQUOTE ,IF QUOTAS I,'ERE T0 REi4A t'1'¡THE.. PR.I$4ARY S'OUNCE OF FUND F.l.tlANC:tNG. ERB (US ) Dl D NOT COtir.tE

THE SDR

I

I
I
¡

I

i
I

I
i

&ISECTLY ON THE POI+¡T.

h' s'lGuRDssoN ('IcELAND) sA'lD THAT ,i+¡ v,l€r{ oF 
'pAsr 

DrFF,rcuLT¡r€s .H.EIILARGING THE GAB"I¡T I'1|'GHT BE SENsrlSLE T0 Go FoR A LARcER RATHERTHAN A sl4ALL ExPANs'loN. Bur Gt,vEN A cHorcE HE pREFERRED A LARGERQU'TA ''NCREASE (¡*r rHE RANGE 0F sDR 100-rz5 B,rLL,''N) AND A 
'MALLER

..'II.¡CREASË .I'N THE GAB RATHER rHiH ;;; OTHER }IAY ROUND. JOYCE (CAIIADA)THOUGHT THE GAB SHOULD BE. ENLARGED TO SDR 20 P.ILL.ION BUT NOT .IF TTTI,S'll4PLrlED A st'¡ALLER Quorâ. rh\cREAsE THEN uouL;-oi*iJt,,,ta BE rHE cAsE.

5' HÀL'HOTRA ('l'ND'lA), zh¡nó (cHl'NA) At¡D orHER LDc ¡,tiEcrons suspEcrEDTHAT THE ENLARGED GAB t'JAS SilI'IPLY A SUEsT'I.TUTE FoR A SUBSTANT.I,AL
QU0TA rl'1'lcREAsE' rlf'l rHE¡tR v'l€!r, A QUoTA ¡T,NCREASE rf.ll rHE oRDER 0F ADOUBL.I,NG I'¡I{IGHT OBVTI,ATE THE NEED FOR ENLARGING THE GAB.

6"f'N REsPol¡sE' THE MD sA¡l'D Et{LARGEÌ4Ellr oF THE GAB r,touLD MAKE,f.TEASI.ER FOR-THE UN,I.TED STATES TO GET CONGRESS.IONAL APPROVAL FOR As+l'ZEABLE 'l'NCREAsE 'hN THE REs0uRcES AvA,tLABLE T0 THE FuND. ERB sA,lDTttls tr'As Nor THE MA,I-N coNs,r,DERAT.roN F0R Hrrs AurH0R,r,T.r€s. rr,N THE;rRv'l[tc ANY TRADE-oFF BET'¡JEEt'¡ ENLARG,Tfic THE cAB AND THE s,r,rg 0F THEQUOTA .1,1,¡,CnEASE tJAS EXTREMELy SÎîALL. ,lF AcREEt4Et¡T COULD t¡OT BEREAcHED 0N EÌ'!LARG¡ll'lG THE cAB, TH,l,s rJouLD NoT cHANGE THE.IR v.tEvJs 
'l,t

THE s'l¿E oF THE QUOTA TTNCREAsE, rrF,l,T tJAs r,ror possfrBLE T0 ENLARGETHE GAB' ALTERNAT,I,VE BORROI"I ING ARRANGEHENTS I,IIGHT HAVE TO BE EXPLOREDT0 ENSURE TtIAT REsouRcEs ttouLD BE AvA,f LAELE T0 THE rrj¡¡o ,t,¡¡ pER roDs 0FSYSTETtC STRA¡t:NS.

NT

-llll\l.V.lÐUAL CREDT¡T Ll.rrlES (pARA 3l
7 ' FElt D'r.fiEcr'Rs cor.lr'rEt¡TED oN THrs. cR'scHE A¡iD H,rRA0 sArrfl THtc0l'iÌtI'TMENTS 0F 'l'NDl'vrl'DuAL PART.lc,lPAllrs sHouLD BE DETERT+l,t¡ED 0N THEtsAs'ls 0F NE., QuorA sHAREs AFTER THE E,TGHTH REv,rE\,r. DE r.lAuLDE ANDJ0YCE SAl,! THE SHARES OF,l&nl.V¡l,DUAL pARTrlC;lpANTS SH0ULD BE, BASED 0Ns'l¡.PLE ' oBJEcT'l'vE cR lÍ ER lA sucH As Gnp, REsERVE,s, AND/oR cALcuLATEDQUOTAS. . .

t

ÂCT.l;t 
^T 

l-^N ,ìrt-rYr-ã . 
^
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.-l.t,vAT.tol¡ cR'l,TER,l'A (PARA 4)

8. I4UCH OF THE DICUSS.ION FOCUSSED ON TH.I.S. SEVERAL LDC DIRECTORS,

íHcuup,tt'¡c sALEKH0u, MALH0TRA, Ar'¡D F,nrA r,sH (L,rByA ) THou0HT THE

PROPOSED CR'l,TER.l,A V,ERE CONTRARY TC THE PR'lNC:IPLE 0F UN'lF0Rl''l.l.TY Al,¡D

QUÉSTIONED, ,l,N PART,ICULAR, THE 'NEED F0R A T\'J0-TrlER DEC'l,9lON-MAK'lNG

PROCES5. 'ìliN THE,IR V,l€h', DEC'lSlONS Otl ACT'lVAT,lNG THE ENLARGED GAB

SHOULD BE I{ADE BY THE EXECUT,IVE BOARD (!i'HERE THE GlO ANY!lAY COI.II,IANDED

A l'lAJOR'l'TY) AND NOT OUTS,|ÐE THE FUND. Tl{E PROCEDURE FOR SEPARATE

C0t¡SULTATTtON A140NG PART¡IC,IPANTS HAD N.OT BEENirti¡CORP0RATED rltl 0TllER

ts0RRöW.t.NG ARRANGEI,IENTS, rll'tCLUDt.Nc THE AGREEMENT l.lI'TH SAÌIA

g. GlO D,lnECT0RS, TINCLUD,ING ERB AND Ì4YSELF, STRESSED THAT THE

DEC.ISION TO ACCEPT OR REJECT SPECTIF I.C FUND PROGRAI4Îr¡ES }JOULD REMAI,N

THE RESPONSI,BI,LTI'TY 0F THE EXECUT.I'Vt BOARD. ERB S$lÐ THAT THE

PR0POSALS Dl,D NOT iINVOLVE ANY D'lSCR,llIi.NATORY FEATURES. THERE t¡lAS NO

¡INTENTTION T0 GIVE ANY MEt"lB.ER PRrlùt,lLEGED ACCESS T0 FUND R.ES0URCES't¡OR

TO DENY ACCESS TO ANY MEMEER. THE ENLARGED GAB WOUUO NOT AFFECT A

I"IEMBERTS ABrtLrl,TY T0 USE'FUND RESOURCES, !rH.ltH llOULD C0NT,I.NUE T0 BE

DETERM,TNED BY THE FUNDf S LENDt.NG poL,lC'l€S, BUT lIoULD STRENGTHEN THE

FUNDTS AB,|,LrþTY T0 RESP0ND TO THE LEGl,T.ll4ATE NEEDS OF ALL ¡l,TS

I'lEt'lEERS. THE l'10 AGREED þll.TH THE ,I,NTERPRETAT,ION. t'¡,lC0LET0POUL0S (LEGAL

c0uNSEL) ADDED THAT THE FUND HAD DEC.|.DED .t,N Lg62 THAT THE

ESTABLI.SHMËNT OF THE GAB VJAS CONS'ISTENT t\¡lTH THE UN'lFORl'1,lTY PR'l'NGl.-

PLE. THE PRESENT PROPOSALS l,l0utD MAKE THE GÀB LESS RESTR,ICT:IVE At¡D

ìltERE THEREFORE AN 0PEN,l.NG rlll THE R,IGHT DIRECTTION EVEN THOUGH

ACT;l'VATTION -fOR N0N-PART,IC,IPANTS l.lOULD BE SUBJECT T0 CERTA'l'N

RESTRTICT,IONS. l

10. SALEKHoU, HABl,B, D0N0S0, AND oTHER LDC DtRECToRS lJERE ALSo

C0NCERI{ED THAT THE ACT'l.VATrlON CR.l,TERl,A \.,0ULD Dl,SCR,lM,l'l.lATE AGA;tNST

SIIALLER C0UNTRTtES. THEY SUSPECTED THAT ONLY A FEr¡l LARGE COUNTfi'lES

IIOULD QUAL;IFY AND THAT THE ENLARGED GAB I,,AS UNL.I.KELY TO BE USED

VERY MUCH. SALEHKOU THEREFORE ASKED }JHETHER .I'T IJJOULD BE PO.SS'I.BLE

T0 F,INANCE THE F0RTHC0Ì'tlNG DRAI'l'l,NGS BY lt'iEX'1C0, ARGENT'lSlA, Al'lD gRAZ'lL

FRoM 0RD1t.NARy RES0URCES, AltD THEN REF'l,ltAlrCE THESE DRA!,l;l+lGS FR0ll THã

E¡¡LARGED GAB I,JHEN_lt{ .Ð_E-cpl4q EFItÇ.T1ltE-r..(lLlcOLETOPOuLOS-'¡qD T]l'ls-: _= -
COULD tsE D0NE BY ¡y,g¡¡þ'lrrlG THE GAB DEG,l,$lOil BUT RETR0ACTI,VE ACTI'VÂTl0i{

oF TH.|S SoRT VJAS ilOT E|¡V,ISAGED U}¡DER THE pRESEI{T G10 PRoPoSALS).

11, iltRESpoNSE T0 THE MoRE GENERAL POINT, ERB AND oTHER GlO DIRECT0RS

PO.I,NTED OUT THAT THE ENLARGED GAB COULD BE ACT,IVATED E:I.THER TO

F,lNAllCE A DRAlllTI'NG BY ONE COUNTRY,0R T0 F¡l,l'lAl'lCE DRAW:l,tùGS BY SEVERAL

c0uNTR.lES, uhblcH, TAKEN T0GETHER, STRA.I.NED THE FUND'S L'lQU'lD'l,TY AND

THREATENED THE STABI'trljtY 0F THE SYSTEH. THE'l'lD SA.|'D THAT TH'lS v,AS

ALSO H,Is UNDERSTANDI.I.¡G. HE ACKNOWLEDGED THAT THERE T6IGHT BE CASES

,4
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hL\,rv,,'rr uìrr.¡LKùlAl'¡Vl¡1u. HL AçK;tO'vJL[.DGID THAIf TH'ERÊ ¡4l.0HT BE CA\
ì.IHERE FUND L'l,QUlDl,TY COULD BE Ui¡DER STRA'lî{ BUT vJHERE THE DEtIAND\'"¿l
ON TIiE FUND I¡JERE I'¡OT CO1.¡S.I'DERED SUCH AS TO CONST.ITUTE A THREAT T\ ;
THE SYSTEI4. rl.l¡ SUCH CASES, THE FuND wOULD HAVt f0 F'INANCE THESE 'i rl

DEMAIIDS FR0l'{ rl'TS 0RD,INARY RESOURCES 0R SEEK FUI¡DS.ELSErllHERE, \
PERHAP.S THROUGH OTHER BORRO\.',I.I,¡G ARRANGEI4EIITS. \

12. PR0ì'JSE (AUSTRAtrl,A) ASKED \IHETHER PART.IC:l,PAt¡TS ulOULD EFFECT'l.VELY

HAVE A PR'tOR.CLA,tl,t 0Ìt THE GAB'S RESOURCES. HABERME,IER (TREASURER)

EXPLA'l.NED THAT THE.'G10 DEPUT.IES HAD DEL.I¡BERATELY tl0T iINCLUDED

SUDCETIL'I.NGS FOR USE BY PART'|C.|PAI|TS AND N0N-PART.IC,I.PANTS RESPECT,IV-
ELY. THERE WOULD BE CO}¡$IOERABLE LEEV'AY bI.t,TII A GAB OF SDR 20
BlLL.loN T0 Frl.tlANCE CALLS BY l¡OÌ¡-PART,IC,tFANTS: DE f.tAULDE (FRANCE)

AcREED l¡l,l'TH Tt-hlS tl,¡ITERPRETATION AS Dl,D S,l.cURDSS0N t,HO SA.tD,,¡l,T WAS

.|¡4PORTANT ALSO T0 SAFEGUARD THE LrlQthl,D.lTY,0F THE cAB FOR CALLS BY

PART,IC,I,PANTS o

13. S,ICURDSS0N ALS0 ASKED WHETHER 'lrT ¡JAS NECESSARy T0 C0NF,l;tlE

ACT,I¡VATTION FOR NON-PART,|C.|PAl¡TS T0 FTINANCE REQUESTS FOR QU0TE
CONDI,TTIONAL UNQUOTE FUND F,l.NAllC¡lNG. HABERI"IE.IER AND THE MD NOTED THAT.

THE G10 DEPUTTI"€S ATTACHED C0NS-I,DERABLE ,II4PORTANCE T0 TH'lS
PROVIl,Sl,Otl, rlT rdAS ALSO LOGICAL AS RESERVE TRANCtiE DRAlltNGS BY NON-

PARTTIC,IPANTS WERE Ul,lLilKELY T0 STRA,I,N THE FUNDTS L:lQtll,Dl,TY, |,lHEREAS

THOSE BY PARTTICTIPANTST ,lN PART,ICULARLY THE Ull,l'TED STATES, COULD DO

s0.

14. 'h SUGGESTED THAT THE GAB COULD BE:ACTTIVATED FOR NON-PARTTIC IPANTS
ESSENTTI.ALLY T0 F,I,NANCE THE P0LrlCY 0F ENLARGED ACCESS tJH,lCH \,lAS

L.lt(ELY T0 BE CONT,I.NUED rftl SOME FORM AFTER ThiE E,lcHTH REVTIEtll TO0K

EFFECT''ALTHOUGH 'l.T \,JAS NOT P0SSI.BLE T0 BE SURE HOW LONG THE

EI{LARGED ACCESS POLrlCY WOULD L¡STr rt,T SEEIIED REASONABLE AT TH,tS STAcE

T0 SUPP0SE, THAT GAB LOANS T0 N0N-PART,IôI IPAtJTS I'JOULD l'1AKE ONLY

ONE TR,IP (YOUR PARA 7) N'l,t'tATALLAH AND THt Ì.lD QUEST'IONED TH'16,
HABERI'IúI,ER SArl,D THE G10 DEPUT'IES HAD LEFT THIS QUEST'ION 0PEN, .

PREFERRII$¡G TO REV¡I€Id THE NEIT,' ARRANGEl4ENTS AT THE T;II.1E OF THE }I INTH

0u0TA REV't,Evr- THE MD TXogcHJ T,HqRE SOTJLD BE A NEED qoR FUFTHER

tsORROI,J'I,I,¡G FROM THE.ENLARGED GAB .IF *E.FUND HAD LENT TO I¡ON-
PART.IC'I.PANTS FOR I,1ORE THAN 5 YEARS, (HE ALSO SEEIlED CCNCERIIED THAT

THE QUESTTION 0F ACCESS Lll'il.TS t/AS BE.¡.¡6 BRoUGHT !l$¡T0 THE t¡

D'|SCUSS.l¿0ll-) ERts, DE rylåULPE? ,JOYCE A!{D STIGURDSSON AGREED l¡l,l,TH

HÄBERI4LI,ER ÎHAT THERE !/AS NO EXPECTAT.ION THAT USE OF THE GAB EY

N0N-PART,IC'IPANTS IJOULD BE PHASED OUT AT THE REV.I€\¡J HENT¡lOt¡ED'1.ìi PARA

7 OF THE DIN'h SUMI.IARY. ERB ALSO SAhD THAT THE EXPANDED CAB \.lAS NOT

NECESSAR,ILY.RELATED TO THE ENLARGED ACCESS POL.ICY. THE EIILARGED

GAB l'llGHT CONTTINUE T0 BE AVA.ILABLE FOR NON-PART.IC,IPANTS .l,F THE





¿?.'Rüüü' AbiËsb p0L,tcy r{AS 'pHr{sED ouT.

tl ¡IITEREST RATE ( PARA 5l
'L5. THE G10 PROPOSAL |JAS'ENDORSED BY DE I4AULDE, HrlRAO, g,IGURDSSON,

JOYCE AND POLAK. DE Î'1AULDE SA.l;D THE cAB SHOULD FOLLOW THE EXAttpLE
0F OTHER .B0RR0\,,,lNG ARRANcEI.IENTS, BUT THE H,IGHER TI,NTEREST RATE SH0ULD
t¡OT l'ffeCf'THE FUND'S POL,lCY 0F KEEPrtt¡G'CHARGES AS LOl,l AS pOSS,IBLE

FOR THE USE 0F ORD|Í{ARY RESOURCES. HIRAO SA;I,D A POSS,IBLE ALTERNATi|,VE

TO THE GlO PFOP.OSAL þJOULD BE TO BASE THE IINTEREST RATE FOR GAB

cREIh!.TORs oN THb cO¡tB,t+¡ED ,|.NTEREsr RATE 0N 5-yEAR covERÌ¡MENT
SECURilit,l.ES rlN THE Frlil/E SÐR CURRENCY COUNTR,IES.

16. LDC DI.RECTORS THOUGHT THE flI,GHER,IIITEREST RATE FOR GAB CREDI,T0RS
,l'l'lPAlR THE c0NcEs$loNAL ELEMENT 'l.t'¡ FUND LENDIt'lc. ,l.T ¡,ilcHT BE

PREFERABLE FOR THE Êut¡o To BoRRotl DtREcTLy FRoM THE MARKETS,0N
T$lS' THE l4D SA'I¡D THE FUND IIOULD Filt'l,D,lit DIFF¡ÌCULT TO RA,ISE C0MPARA-
BLE SUMS ELSEþIHERE. HABERME,IIR SAitÐ THE FUHD ttAS GETT't.NG A FA,tR
DEAL¡ BORR0tJ.l'Îlc"lil THE I.IARKETS woULD BE MORE ExpENS,l,VE.

PARALLEL ARRAMGEMENTS (PARA 6}

. L7. ERB SAIO PARALLEL LENDERS SHOULD HAVE SI¡4ILAR ACCESS TO GAB

RESOURCES AS THE PRESENT PARTTIC,I,PANTS. PARALLEL LENDERS SHoULD ALS0
BE r|û{VOLVED,lt'l DECThSIONS T0 ACTTI,VATE THE cAB.,lN RESPoNSE T0
REQUESTS BY N'II4ATALLAH F0R GREATER PRECrlS,lON, ERB SA,ID THAT TFfiIS t,A.S

AN AREA T{ITICH NEEDED TO BE EXPLORED l.,I.I.TH POTENT,I,AL LENDERS.,I,SA.IÐ
THE RELAT'lOl{Shl,P BETI^IEEN GAB L0ANS F0R NON-PART,IC,tPANTS AND P0SSI,BLE
LOANS FR0l4 0THER POTE¡1.1rÀL LENDERS SHOULÐ BE EXPLORED AS A MATTER
OF URGENCY.IiI THE CO}TING ìllEEKS. THE Slf'ISS ARRANGEI4ENT ì,JAS NOT THE

OIILY CONCE,I,VABLE Ì4ODEL. J0YCE AND LOVAT0 (,l,TALy) I'IADE Slt't,tLAR
POI'NTS. S'l'GURDSS0N SA'l,D THE ROLE OF 0THER POTENT.I,AL LENDERS 'l¡¡ THEt DEc.16,loN-MAK,ING pRocESS couLD BE AN ,rî,rpoRTANT DETERr.1,r,¡rAr,¡T 0F THE,TR
lJ¡ILLIIT'IGï'IESS TO ENTER ,I{'ITO PARALLEL ARRANGEI'IENTS .MALHOTRA AND sALEKHoU
I.JoNDERED \,JHETHER THERE l^JAs ANy ¡INCENT,IVE FoR NoN-pARTtlc,tpANTs r0
MAKE PARALLEL ARRANGET.IENTS.

: -18. :l'N RESP0NSE, N,ICOLET0P0UL0S A,lD THER-E WAS_-PR0V.lS,l,0N ,lN THE
EKlsr,lJ'tG DEc.ls,,toN FoR- Ñori-sanucjpÀùrs-'¡ô:ior+¡-rHE.-GAB -As EeuAL
PARTNERS. BUT 'l;f '¡/AS H,tS UNDERSTANDHJG THAT pARALLEL LENDERS
IJOULD ENTER ,IIITO SEPARATE AGREEI'IENTS IJ'ITH THE FUND To LEND .I¡I
gl14lLAR C.lftCul,tsTANcEs AND 0t,l S,lf4,lLAR TERl.lS T0 GAB pART.tC,fpAilTS.

PARALLEL LEI¡DERS WOULD BE AELE TO DRAI/ OII THE GAB_FOR EXAMPLE, TO
F?lllANCE A RESERVE TRAI'ICHE PURCHASE. THE FUND u/OULD ALSo BE ABLE TO
F'IT¡AI¡CE AN EARLY REPAYI4ENT TO A PARALLEL LENDER FROM THE GAB.
POTENT'l'AL LENDERS WOULD BE ,I.NVOLVED rl,N THE DEC.l.S.lON{'1AK:l,NG PROCESS
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11,t'¡'i,t,i''ñi1,îû",îì' 'L'i:u'.r-'rinu. rïlu¡îí':l,rì ;ì0ucri iilÏ pnEc tsE Ì40DAL,l.T lt's- nì*'r *.,
.'iT.ILL TO BE UORKED OUT. THE ASSOCI,AT.IOII AGREEI4EITT \.'.ITH Sìtl,ITZERLAND.

â tr,AS ONE POSS.I.BLE Ì'IODEL. BUT.IT CONTÀINED THE SPECIAL FEATURE THAT

'/ ,un,ozERLAND uAS NoT.A IIEMBER 0F THE FuNÐ AND couLD'r,r0T THEREFoRE

USE THE GAB, THE Sìrl,l$$ ASSOC l.AT,lON AGREE14ENT rlJAS CUI4BERSOME AND HAD

ONLY BEE N.,;CT,I.V ATED TI,J,I CE .

()

AMEllDl.îEt¡TS T0 THE. GAB DECrt€'lON (PARA B)

19. ltrlc0t-ETop0uL0s ExPLA,l,t¡ED THATitrtE G10 PR0P0SALS r,JouLD REQU.IRE i
All AI'IENDMENT 0F THE EX.l.STrl,NG DEC,I'Sl0N }lH.ICH l{OULD ttEED THE

ADHERENCE 0F ALL THE P.ART,lC.l'PANTS AND THE EXECUT.I'vE B0ARDf S

APPRoVAL. AS A ¡+lt¡.|¡4UM, THE DEC,IS'IOI¡ WoULD HAVE T0 BE AMENDED

T0 ALL0ll ACT.I,VAT¡|ON 0F THE GAB FOR THE BENEF.I'T 0F NOÌ,¡-PART'lC'l'PANTS.

THE CR,litER¡l.A FOR SUCH ACTTIVAT,ION COULD BE .l.t¡C0RP0RATED .f'N THE,'

DEGIS.ION OR IIN A SEÉARATE UNDERSTANDI{.¡G (S'I1+ILAR TO THE 1961

BAUI'IGARTNER LETTER) OR BOTH. A DEFINT'ION OF QUOTE PAFALLEL LENDERS

UNQUOTE VJOULD HAVE T0 BE ,I.NCLUDED 'lN THE DEC'lS'10N. THE REFERENCES

TO CREDIf L,t.NES DENOIIINATED.I'Ì.¡ NAT.IONÀL CURREITC.IES \'¡OULD HAVE TO BE

REPLACED AS THE CREDI.T L.IIiES },ERE NO\.I TO DE DENOI'tI,}¡ATED.IN SDRS.

THE PROVI|S'IONS 0N ,I'NTEREST AllD CHARGES \,J0ULD ALSO HAVE T0 BE

REV,ISED,

T,lM.l'ÎiG

20. ,l,N RESPONSE T0 QUESTTI0îlS, N,IC0LET0P0UL0S AND HABERI'IE'l€R SA'l,D

'l,T t'JAS N0T. CLEAR VIHEN THE El¡LARGED GAB v/0ULD C0l'1E rlNT0 EFFECT.

THEY PRESUME'D THAT PARTTIC,IfANTS ì'J0ULD 0BTA,lN LEG'ISLAT'l,Vt APPR0VAL

FOR THE ENLÀRGED GAB AT THE SAI4E TIIME AS FOR THE QUOTA.INCREASE.

BUT THE TIJO lf l,cHT N0T COME rl,ÌlT0 EFFECT S lI'IULTANE0USLY AS THE,

EFFECT.I.VE DATE OF THE qUOTA..I,IICREASE h'OULD DEPEND ON FULF,ILI'IENT

0F THE l+lN'lMU14 RAT.lF,lCAT,lOl¡ REQU IREMENT '

2I. FC0 PLEASE ADVAI¡CE T0 LAVELLE (TREASURY ) , GILCHR¡lST (BANK

OF ENGLAND) AND APPLEYARD (ERD).

,

ANSON _--- -
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â-r
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TO,IT{HEDIûTEFCO
TELNO 290 OF 17 DECEI.IBER 1982. 6*9\-./ fulc^a,

(crII4F¡ REY,IS¡ION ABD EI'¡LARGET,IEIIT OF THE GAB

1. F0LLOllrl,NG ARE t{A'lS¡ PûI.NTS FROfl HANABT}¡c I},tRECTORrS. SUHr{u¡c{rp
0F ExEcunlvE DOARD D.t8cuss'toil oN DECEHBER tz oN THE coÌ¡cLus¡toNs
REACHED BY GlO DEPUT¡|€S (EBS/82l2321. v¡ffrS 0F ,¡¡¡¡,y,¡,DUAL DtfiECTORS
ON THE'11Àll{ TISSUES ARE SET OUT rlr¡ t{tfi.

2. THE I'lD sA.lÐ THREE ,t|rpORTANT pR,t,[crlpLEs HAD FEEN EHP.HAs,tsED
¡IN THE DI6CUSSTION¡

,lt. ALL DIRECTORS, ¡¡tifHoUT EXCEPT'lON, HAD STRESSED THE FUNDAHEHTAL
PR'trllcrlPLE THAT QuOTAs sHouLD REMArllt rHF pR,$¡otpAL souRcE oF FUilD
RESOURCES. ALL DIRECTORS FELT THAT O' ÊXTENS¡IOII OF THE GAB
sHOuLD NOT BE A suBsT¡ttTuTE FoR AN ADEQUATE QUorA ¡tilcREASE. THE
rI¡DEA THAT THERE Ì.IIGHT BE A TRADE-OFF BETUEE¡¡ AI{ ENLARGED GAB AND
THE $I¿E OF.-THE QUOTA TIÀCREASE IIAS NOT REALLY coNs.I.DERED RELEVANT-
As ERB (ullrl'TED srATEst HAD pO,tr¡TED our, THE us AurHoRrlrtrlES
FAVoURED All ADEQUATE QUOTA ,l.r{GREASE TO tlEET THE FUNDf S ORD.t,ilARy
REQUTIßEllENTS, TOGETHER l',llifH AN AMEL,IORATTIOil OF THE pRESENT t¡ETUORK
OT ¡ONNiKD RESOURCES UI+ICH YOULD BE AVAIITåBLE TO THE FUND FOR
SPEC.I¡L CASES OF EXTREME STRATIil ¡IiI THE SYSiE¡I. THE PURPO;E Or
ENLARGI.NG THE GAB UAS Ì{0T THEREFORE T0 pROV,|,DE A SUBST¡I,TUTE FOR
rxE ouor¡'l,l'lcREAsE t{oR To MAKt poss,f,BLE A SMALLER euorA TtNCREAsE.
¡lf lOuLD BE A SUPPLEMENT To rHE FultD,s oRDt,NARy RESOURCES,ß{
CASES UHERE THE FUND HAD TO DEAL.tåffiH Ail rlflp¡,¡gl,tEt{T OR STRA,ilt

'll'l THE sYsTEH. ,lll TlllS REGARD, A iluHBER 0F DtREtroRs REAFFTtRItED
THE Î{EED FOR A SUBSTANTTI.AL QU0TA III¡CREAsE AIID REPEATED THE,Ifl
Vrl€blS 0N THE $l¿E THAT T|NCREASE SHOULD BE.

'ltl'. DlffECT0Rs HAD ALSO sTREssED, sTRoNcLy, THE NEED To TREAT
I'IEMBERS ¡ll'l A N0N-D.tscRrlttt{'lAToRy uAy AND To pREsERvE THE ,tNTE.GR,t,Ty
OF THE FUND'S DEGIS,ION-I4AK.I,NG PROCESS. HE UNDERL.I¡{ED TXE rACi
THAT THE G_10 PROPOSALS rlilvOLVED THE pRO-v,ts;lOil.oF A LENDT{G
FAc.rri,ry uu,rcn voúud sÊ ìvr,rusug ioir¡È rü*n'n*o r¡orìo-,neisr*s
I'tt PARTTI¡CULAR gtflCuHsrÂNcEs. ,l,T tAS. rirus I I,IEANS rOn souv,lt¡c
ïHE FUND'S l-¡lQU,lûl,TY PR0BLEt.ts. DtREcToRs HAD GEr¡ERALLy AcREED
THAT, 'lll ALL GlRcullsTANcEs, THE DETERT'tlltAT¡toil oF THE NEED To
BORRO|J BY A PART¡|ÆULAR couNTRy, THE EXTENT oF A HEMBER,s AccESs
T0 FUIID RES0URGÊS' AND THE AssESst4Ei¡T oF THE. QUALrt,Ty oF FUND

PROGRAHI{Es, sHOULD BE KEPT sl,Tt}l-N THÊ ExcLus,l,vE coMpETE}tcE oF
THE ExEcUTlvE BOARD. THE'|,DEA, sET OUT l¡¡ PARA ¿ oF TliE G1o
coilcLus.lolls, THAT COI¡SULTAT,IOT¡S AþrOnG pART,lC.tpANTs oN pRoposALs
TO ACT.I'VATE. THE GA8 FOR i¡OH-PART.IC.IPAI,¡TS IdOULD NOT EXTE}ID TO THE
ExAl{l'llAT'loN oF SPEc'lf'lc FUIID PRocRAMMEs' },lAs htELcol'lED.
,lllrl,. A NUIIEER OF COMMFNTS HÀn nFFtl MÂnF ñN Tuç o^cc,rn rr -..Yv rlc

i I
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-_-\'hlrl'. A llullBEn 0F coml4tt'¡Ts HAD BEEt¡ MADE oH r¡re 
.'piîJiîii.i¡v-õi

DIfFEREI¡CES rIN THE TREAT}4ENT OF PIRI,IC.IP¡*,, it,¡O NON-PART,ICIPANTS,
AND BETIT,EE¡¡ NoN-PART,rc,rpAl,¡Ts, vH,rcH couLD couLD AR,lsE Fgoil THE
AcT'l,vAT,loN coNDl,T'roNs,[¡ PARA 4 oF THE Glo cONcLUsloils. ,or, 

-

DIflECTORS FELT THAT PARA 4(,I.I.) MIGHT RESTþICT ACT.IVAT.ION TO A

lt]ougL,lsr oF LARGE couNTR.r€s A¡¡D ExcLuDE AcT,rvAT,roN FoR THE. BENEF.I,T OF SMALLER COUNTR,I€S, PART,ICUúIRI-V AS TIIE DEF.Il{.ITIIOÌ.I OF'srRArll'r-s- rô¡ THE sysrEH rrÂs vÊRy BRoAD. Bur HE ¡rorED i*oì;;;'''
DlffÊCTORS AND THE STAFF HAD ExpLA¡tr.¡ED THAT THE HD COULD BE LED TO
Î'IAKE A PROPOSAL FOR ACT.I.VATIOII .IF A GROUP OF COUNTR,IES OR A GROUP.. OF R€QUESiS, EACH PERHAPS FOR A L.IIôIJTED AMOUI¡T, UERE TO TRIGGER,¡llt lbl6 vrl€u, A L,lQttl¡Dl,Ty pRoELEr,,t FoR THE Fur,¡D AND REFLEGT A
THREAT TO THE SYSTEI.I. HE ALSO I{OTED THE REFERENCES BY POLAK, 

.(NETHERLAIIDS) AND UbVCg (CA}IADA} TO THE FACT THAT THE ORIIGIIIAL
PuRPosE'oF THE cAB, NAI'IELY To AsgtsT THE FuilD.ltr FoREsTALt-tNc
0R coRl¡¡G $lirH Ail rlt{PAIRMEt¡T OF THE .t.r¡TERt¡AT.toNAL NOt¡ETARy sysTE¡,r,
T'AS BåIIIG RETA.I{IED, AND THAT TH.I,S PURPOSE HAD BEEN ,II¡TERPRETED VERY
BROADLY YHEN THE GAB HAD BEEN ACT,I,VÂTED .IN THE PAST.

3. THE HANASI+¡G DIRECTOR ALSO IIOTED THAT THE FOLLOW,IIIG QUEST.IONS
HAD BEEì¡ RATtSED¡

'(A) }t¡S rLT APPROPRTIÅTE T0 C0NF,FtE THE ASSESSt,tENT OF THE ACTTI.VATTION
CR.I.TERiIT TO A IJI'{I.TED GROUP Or iEXOENS ? HHAT UOULD BE THE
C0NSEQUEIICES OF A POS$18LE BLOCKAGE rlfi THAT DEOl,S,tOn+lAX,t¡¡c pROCESS,
Al{D YOULD Tt{¡ts'ÂFFEcr rHE FurüD's ABtl,rry ro REsoRT To orHER HEANS
oF FrltlANC¡ll{G TO MEET REQUEsTs l,tttcH Dto Hor rnlccER THE ACTrt,vÀïtol
CR,þTERr]Â U¡¡DER THE ENLARGED GAB?
(B) yHAT ARRAI¡GEHEltTS UERE COilT€ripLATED urhTn pARALLEL LENDERS
AS REGARDS THETIR ThNVOLVEHEIIT ilil THE DEC,t6.lON4tAK,tfrG pRocESS, AnD
h,HAT Ì.tODÀL¡hTrlES COULD BÊ h,ORt(ED OUT FOR Tlr.t6?
(C) YOULD THERE BE 0UANTrlfrt€Dr pREDETERtJl.|.NED L¡tfôtitS TO COvER
POSS¡I8IE-.FUTURE ÙSE OT TXC EXPIHDED GAB BY PART¡IC;IPANTS? (ÀS THE
STAFF HAD ExPLAlt'¡ED' THE ANswER TO TH,tS QuEsT,loN blAs tto.l
(D) uouLD THE ExrENS,toN oF THE GAB To t¡oN-f ART,tc,tpANTs LApsE
AurOHATìlcALLY rlf rHE ENLARGED AccEss p0Lrt€y þ,As pHAsED ouT oR
AT THE T¡lfiE 0F THE F,IRST REVrt€rr OF THE REV,|SED ARRAT{GEMENTS?
(AS THE STAFF , ERB ( US ) AND SOME OTHER GlO DIRECTORS HAD EXPLA.I,NED,
TH.E Al¡stdER T0 Thhts QUEsT'toN rlAs ALso N0¡ Tlil.s rdAs COVERED By PARA
7 OF THE Dt.¡H, DocuHENT).

¡r- THE HD ADDED THAT HE HAD DEL.TBERATELy pur r4oRE EMpltAS,t.s oN THE
QuEsr,loNS RArlsED RATHER THAN oN THE p0st,T,t.vE REACTTtoNs ro THE
PROPOSATS BY GlO DINECTORS AS UELL AS BY OTHER DIRECTORS \
REPRESENTTIIIG NON-PART'IqIPAIITS. THESE OTHER DIRECTORS HAD V.IEl,/ED; TH-E. PROP0SALã A6 AN ¡FlpORTAr{T pOTENTrt,AL ADDt,T.toN T0 FuND-3t&unc+s':
OT,I THE UNDERSTANDI¡.IG THAT THE ENLARGED GAB T.IOULD Ì{OT C.IflCUI.lVENT
THE BAS,lf, Phl.f'lglPLES HE HAD OUTL,I¡ED.

FUTURE IIORI(.

5. ¡I.J I{AS NO¡/ UP TO THE BOARD TO DO FURTHER WORK ON THE PfuII,IC.IPLES
PRESENTED BY THE Glo r',t'THOur r{A.r,T,tt{c FoR THE NExr HEET.mrcs oF c1o
DEPUT¡I€S 0R Httt;t6TERs. THE srAFF lrouLD PREPARE A pApER, FoR BOARD
DlscussloN 0l{ JANUARY 5, oN THE LEGAL AttD TEcH}t'tcAL ASpEcTs oF THE
GlOTS CO}ICLU.STIONS. THE PAPER },OULD ATTEHPT To cLAR.IfY THE ouEsT.IoNs
RATI,SED At'¡D EXAI'Il.ilE ALTERNÀTrtiVE ttODALt¡T,l€S. HE HOPED THE BOARD
I.'OULD BE ABLE TO REPORT SER.IOUS PROGRESS TO IIAT,IONAL AUTHORITIES

a
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i
},OULD BE ABLE TO REPORT SER.IOUS PROGRESS TO IIAT.IOHAL
.t.t¡ THE cot'ltÄG .lrEEK.S, tlÉtrtcuLARLY rlF THERE ttAS T0 BE

SESS,ION OF THE rl*tt'ER,t{,1 CO}tttt.TTEE.

AUTHOR,I.T.IES

AN EÀàLY

6. FCO PLEASE ADY¡IICE TO LÀVELLE
ENGLAI{D) AND APPLEYARD (ERDI.'
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f- rìoi; uKüËL |litl I i]íliJ rr,Asll ll¡cT0ll 2222t+rz DËC €2.
TO IiIiIT.DIATE F C O

T¿LEünÂrt l¡UirFER 310 0F 29 DECti"rDEiì.

tNF: CEHERAL ARRAlicE}ltl¡TS TO B0íìR0r.,l-STAFF C0l{11€}lTÂRY 0l¡ Pn0P0StD

CHi\l.lGES.

|,rY T'¡0 l¡vìi'iE D I ÀTELY PrìECED ING TtLEGRAI'iS.

1. FOLLO\,JING Aí?E MAIN POIIITS FPOI4 THE STAFF IS CO¡IilTI¡TARY CN THE

Prl0P0SED AI.lENDi4ENTS T0 THt 1?62 GAB DtC lS lÙl¡ lSia/grrrtor,

P NI A¡i¡L¿

2. STAFF HAVE DELETED THE SPECIFIC REFERENCES TO THE COITDITIONS

UHICIi PREVAILED AT THT TIME OF THE GAI] WAS INITIALLY ADOPTEI'

ütvËN THE Tll.rË DlliEr¡SION OF THE 6AB, THE STAFF D0 tlof TlllNK

IT APPRÙPRIATE TO FOR}'lULATE AN ALTTÑIJATIVT DESCRIPTIO}¡ Oi: TIIË

TYPE OF COI¡DITIONS IJHICH MIGHT GIVE RISE TO USE OF THE GAB I¡i

FUTURE. THEY TII II¡K THT EX IST ING BROAD DTSCN IPT ION SIIOULD

BE SUFF lC I ENT Al,lD 1¡0TE lT t'r0uLD APPLY T0 ALL USES 0F GAD

rìESCURCtS TO F I ?¡Al¡CE TRANSACT I 0l,iS ll I TH IltNtlErìS .

PARA. 1 (XI) - DTFIHITION CF PARALLET CNEDITOR

3. STAFF ASSUMT THAT TITERE l¡tOULD BE APPRCPRIATE COiISULTATIOl.:

,$ITII PARTICIPAfITS ETFORE TIìT FUND HOULD DTCTARE THÂT A IIEiISTR

IiAS BT ING GIVEN PARALLEL CREDITOR STATUS. THTY AÐIJ THAT tI\ OiDTÊ

Tù r¡UALIFY.FCR PARALLEL CREDITOn STATUS, THt TCni\lS A"i C0ìiDlTl0l'13

Ofi \Ji.I ICIJ LOAf¡S COULD BI HADE AVA ILATLT TO THi FUIúD \]OULD tIãED

TÙ EE COIIPATìAOtT TO TIIOSI FCR LOÂI¡g FROi.i GAD PARTICIPAI.JTS.

f}1TY l.OTT THAT IT UOULD ALSO SEEII IìEASOI¡frSLE TIIAT THE At4CUi¡T

UF C'ìLDIT AÍìRAIi6iMEt¡T UITH A PARALLIL CT.'EfJITOR SHOTILD BT

DtT[ùi,rlilED 011 TrlE BASIS 0F PaltlC IPLiS Sll'1lLAR T0 THOSE USE0 lìl

Û[TERI/,IIiIrTG Ti-IT AI4OUNTS OF PARTICIPANTS' CNELIT AARAl'iGII'iIiITS.

4. TtlE SEC0i¡D SENTEliCt 0F THE I'lt'rl PAÑt{. l(X l) \.lll lCll lS lll gCUAfìt

BiIACKETS, \,t0ULD IrAKE lT F0SS lELE FCR THE FU¡i! T(l EXTtt¿q PAnA.LLE!

CiìEÛITOP STATUS TO SWITZERLAIID Oiì THE SV'ISS iUTT'}CIìAE SAiiK IF

laSlnEl. lT kOULD ExTENIT T0 Tticl', THE P0'IEìiTlAL APPLlCATl0ll 0F TllE

p¡.. t,.¡C tPLt TrtAT THE ûAô CIULD tE ',JSt ¡ T0 i- liiAllct EAnLY El:CÂ!rlr':tì:T:

CI: LOÄI. CLA Ii.rS 3Y PAûÅLLIL CiìÊI] ITùF:,

CO¡\,¡tlDEþlTlAL

cÕi.i;'i,;r lTi.iI PÂÂA I

,





PArì4. ? IitTEIiTST RATE

?. TiiÊ REST OF
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i. THE.¡{llEliDilE¡¡TS HtRE CL0StLY REFLECT THt RiLtVAiiT

C0î¡CLUS t0iiS 0F THE 01ð DEPUT ltS. THt REv lStD PR0V l9l0i¡S

ASSUiIã TI{ÀT TiiE RULES FOR DTTEN}11NIî¡G TIIE SDfì II.¡TERTST NATT !IILL

CcI..TJ NUË Tü I I{CLUDE THE CCiICEPT OF A COMg IItE D Ì'lANKET RATE .

I il Tnt !äL I iiELY EVENT OF, A ClrAî¡08 , THE STAFF NoTi THAT lT

r¡Oi;UD SE I¡ECESSÀRY TO AGREE Oìi A iìUTUALLY ÀCCEPTAÊLE ALTERIIÂTIVT

{1t.THOiJ FOR DETTRiiII¡Ii¡G IIìTERÉST ÙN GAB LOÂNS }JITH PARTICIPAI¡T5'

PARÀ. 1Û USE OÉ 'ÈORROUËDì CURNTNCY

6. THE REV I3ED TEXT REFLECTS TIIE PNOPOSAL THAT GAB LOAIIS MI'Y BE

TJSED T0 Élf¡ANCE PUnCHASES BY liOltPARTlClPAt{TS UtlDil-r EXTtI¡DEf}

AiìñANGEiilEÑTS. T}IE STAFF T¡OTE THAT ¡F IT !]EiìT THOUGHT DES IRABLE

TÙ PiRi'îtT THE GAi, TO EE ACT IVATED FO'ì EXTEI¡DTD ARFAI¡GTMEIITS

nEQuËSTEir tsY PARTICIPANTS, APPRCPRIATE AtlEl'lDt'lENTS C0ULD Bt l'1ÀlE

TO PARAS. ó AI¡D 7 OF THE IXISTING DTCISIOIi.

PAíì Å . T9 P[R ICD ÙF RTi¡E\TAL

?. Tt-it_ trÈùpc5ËD ADirtT t0N 0t PAnA. 19 (ll) ls DEs lil¡tD TC SERVt

T\¡ù PUíìP0gES. F I iìST, THt STAFF N0TE TIlAT TllE GAD liAS LAST

IìTfiTUi! TOR 
' 

YEARS UP TO OCTOi]ER 1985 i]UT FEEL THAT IT !¡OULD BE

ApPtìùPtì tATE , lF THE REV IStD GA3 C0ì,ìES ll¡I0 EFFECT AT AN tARL ltfì
tATi AS tS ilow ENVISAGtD, TC CCl.ii'lEllcE A FULL litH P:Rl0D CN THC

Ef FECT lVt DATE 0l- THE REV lS 10t.. SECCt,[r, TttEY STJGGSST TIiAT THt

PEIìIOÛ SIIOiJLD EI¡I¡ 12 IiOiITHS AFTTÍì TIIT DATE TIIE ËCARD OF

GOVIIìf¡ORs ATJoPTS A RESCLUTIOI¡ COìiPLTTING THE ÌIII¡Tii OUCTA RIVITI,.

AS A gECISION FOR RENEV¡AL iIUST ET TAKÊI.¡ AT LEAST 12 iioIITHS

ljtForìÉ TilE END OF THE PEn lü0, Tllt lltXT REVIEIJ 0F THt GAD WoULD

TI.IUS TÂ.I(T PLACI AT THE SAX[ TIiIT AS THE COMPLETIOI.I OF THE

DISCUSSICNS 0¡t ThlE Nlt¡Tlì RtVlE"'J, lt¡ Lll¡E VITH G1l COi¡CLUS[0¡lS:.

PAÊ4. 2T USE OF CREDIT ÀRRANCTIlTNTS FOR I¡ONPARTICIPANTS

8. UNDTR THE NË'iJ PAßA' 21(A), ThE FUND \'IOULD ?t ABLE, lll T¡lt

cASt 0F PARALLEL CRtDIToRS, T0 USt THE RES0URCES 0F Tlìt GAts

FOR TtiE SAME PURPOSES AND UI'¡DER THE SAI'1E COI¡D IT IOiig AS FOR

PARTtCtPAìiTS. THE STAFF ASSUIlE THAT, F0tì THEIR PAnT, PARALLEL

cnEDtT0RS \|0uLD A0rìtE TllÀT THt FUIID C0ULD USE THEIR CRt¡¡T ¡ltiE
Iï¡ THT SA¡IE C IRCUI,ISTAì{CES ANtI FOR TilE SAiiE PUNPOSES AS II¡ THE

CASE 0F pAiìTtCtPANTS, CiìtbtT ÂRíìAI¡GEiitiiTS, lliCLUillrG Tl{E

NEFIlIÀNCIiJû OF A}¡ EARLY INCASHI4II¡T.

--- . 
-

PARA. 21 C()IIS ISTS; OF TþJO ALTIR¡iAT IVES DTAL IIIG þI

0F THE GAÊ Fûrl ALL 0THER it0liPARTlClPAllTS. Ur'lDtiì

T'lC ÊtltE¡?AL AùTh0Rl5ATtOtl lll PAPA 21(ll) F'0f? THt

GÂU T0 Flt¿AiiCL CCrlDlTl0llAL iriÅl,lilGS 3Y

ljouLD ÈE giJPPLEiitl¡Ttij 3Y A ;tOnË SPtc lF lc
Tiit C lñCuf STÀr¡CES ll,¡ iililCll Tli-r CAI CCULI lt

ITH

þ

lCOI\¡F¡DENI,IAL
rlcrl v¡llTÐ





I
I
I

I

I

I

il

;r

I

I

I

I

ACTTVATÉD FOR ll0ilPARTlClPAi¡TS. TllE STAFF N0TE fHAT TlllS
FORIlULATIOII I/OULD EI'4PIIA$ISE THT TXCEPTIOI¡AL SITUATIOI¡ III :/HICIt

SIJCIi ÄCTIVATIOII COULD TAKË PLACE. VTRSIOI¡ '\ FOLLONS VENY CUOSELY

T¡tE LAT|CUÂGE lf¡ THË C0liCLUgl0i¡S 0F THE C10 itEPUTIES. VEnSl0il !
EXPNESSES THE S/\ME PNII¡C IPLC .oUT I9 DESIGî¡ED TO CLAR IFY TIII)

P0 I flTS , F lF ST , THE I flAÛEtUACY 0F FUIID RE St)UßCE S THAT lS A

I.¡ËCES:'ARY PiìECOIIDITION FOR ACTIVATIOIi I.'IOULD DE DETTRI'lINTD 'JIITH

SEFi.IìEIiCE TÙ TIiE IìE3CUrìCTS I 'ÀEÀD ILY AVAILA'JLT '' TO TIIT FUND.

Ttit sTAFF P0il¡T oUT THAT THE FUt¡D r¡tED floT i'¡VE EXltÂUSTED ALL

0TtiER I'ttAùis uF ACQLtlRlÀ¡C flES0tlRCES, INCLUDII'lG B0RP0\tlNG FR0l',1

OT}IER SOURCES ON þIOE IL IS IIIG ALL ITS IìTHER ÂSSETS , DEFOIìE IT

CAt¡ ACTIVATE THE GAB. StC0l,iD, VtRSl0Ì¡ D !roULD iIAKE lT EXPLICIT

TITAT TilE iIAt¡AG ING D IRECTOR COULD TAKE ACCOUI¡T CF BOTI'I ACTUAL AND

TXPECTÊD ÊTQUTSTS FOR CO}iDIT IOîiAL FII¡AìiCIIIG.

14. ALTEiìl,lÀT lVt I ALSO INCLUDES, Ut¡DEaì B0TH VERS l0t¡S A AtlD B, A

SPEClFIC REFERTI¡CE TO TilE COI¡SIDTIATION I'ITIITIONEIJ IN THE G1O

C0¡,lCLUS lúNS TIiAT , trllEñ CoilS IDER I NC ACT I.VAT l0i'l 0F THE GAB F0lì

PußCiTASES BY N0î¡PAnT lC lPAi¿TS, DilE REGÀRD SH0ULD tsE G lVEll T0

POTTiiÏ IAL CALLS TO F INANCI PUßChASES BY PÂRT ¡C IPAIiTS. STAFF NOTI

TIIAT TH IS P;ì INC IPLE '¡OULD ALSO APPLY TO POTE}¡T IAL CALLS TO

F I I'iAItCE PURCI]ASIS DY PÀRALLIL CNT D ITORS .

11. ALTTRiIÅTIVE II RTFLECTS A DIFFERENT APPNCACH UNDEiì WI{ICH THI

LESCßIPTION OF TiIE SPECIAL CIiICUIi$TA}.CE9 ItI \.IHICH TIiT GA$ COULD IJE

USÍD TU FI¡¡AIiCE PUNCIIASTS BY I¡ON PANTICIPAI':TS ÌJ0'JLI lIOT ¡E

SPTLLED OUT Iì,¡ TIIE ÍìEVtSED û49 DTCISIOît 3UT WTIULD -NE INCORPOI?ATT¡

Ih ÀPPROPIì IATT SUPPLE14EiiTARY UXI}E RSTAITJ II¡GS AiICIIC TIiT

PAiìTICIPAI¡TS, EITItEiì Iil ThiE FCF;4 OF A¡i AGRIED DECLARATICI¡ DY

THt IJlO OR Iùr AN EXCHAIiGI OF LETTTRS. THE STAFF I¡OTI THAT IF

I'ril S 
'ì0UTE 

\iEiìt FCLL0hED, THE i.1At¡AG ING D liìECT0R \{0ULÐ N0T

t.tÁvI A LEr]AL 0ßttGATt0il TJ EriSrjñt Tr{AT iriE SPtclAL clncUllSTA}¡cts

\tTiìI, I.1ET DEFùiìE INITIATIITG TriE ACTIVATIOI¡ PNOCE'JURE. BUT THIY

STiìESS TIlAT IT IS VEñ-Y UIiLIKTLY THAT TTIE I'10 IICULD

I;IITIATE THE ACTIVATIOI¡ PROCTDUÑE IF HIS PRION COI¡SULTI.TIOì¿S

I¡i!ICATËD THAT HIS PROPOSAT VJOULD NOT tsE ACCEPTTD BY THE

PARTJCIPAI¡TS. THE STAFF ALSO POINT OUT THAT RTFTIìTNCE TO THI

C0NSIDERATI0t¡S l;,1 SUPPLT¡'lENTARY UN0ERSTAI'¡DINGS Àl10llG PARTICIPAI'¡TS

lfjouLD,0F C0uRgE, t'lEAt¡ THAT THtY WoULD HAVt T0 !t TAKtf¡ lllT0
ACCOUi¡T BY THE PAíìT IC IPA}¡TS lJIiE}¡ TIlEY COIIS IDEßTD IiIITTHER TO

ACCËPT A PROPOSAL OF TI{E IlD.

0THtiì P0 iliT s
-_-.-

12. 0t,¡ l litlî¡G. THE STAFF rr0TE TnAT THE PR0P0SEU ¡i'ie llDl"ttlTS
,,JOULD RTQU INI THE COIICUiìÊT ÌICE OF ALL i,ART IC IPAI.TS . THEY

ASSUIIE Th,iT PAíìT IC IPAIiTS I, ILL ÛTT TilE ¡IECISSAßY LãG ISLAT IVE

AUT¡i,'Ê I>AT IOf¡ FCiì TI-iE AiiEIiDI;iì:TS AT THE gAi.ìE T Iii[ AS FCN i!IT
lllürtASI tir TrrE Aii0utlTS CF TliE liì ClìiDtT ÂnnAllcti,iiì¡TS. TiiEY

Tìrír?Lf-0rì-r- Errv l9ÅCE TrtAT ThE Al¡tlii,rlrtl{T9. TOGeTHER v lTtl À

rìËVlÍiEl At;i:Ll, !hlC¡ll¡tl TirE li.Cíì:¡\!tD Ail0U¡,Tlj rJF THI CiÌELIT Ar?¡ìA¡lÛilltllTS.

3
coNFIDEN'¡"¡'tÁ.1 I L/CULb
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f.;CONFiDENTIA-L

UÛULD ËT IficCßPCÊATED IN A BOAfiI' D[CISIOIi IITTICH 
"'OULD

ITCOi\Ii: EFFECTIVT OI¡LY \ihIEN THE FUI¡D HAD RCCEIVÊD FOÊi'l'\L IiOTICE

F,ìU¡i ÀLL TrIE PART IC lPA¡{TS OF TItÊ IR ACCIPTAI¡CT OF TiIE íIEV ISTi)

T¿Ñits , tr¡cLuD liiü TliE I tICREASED Ai.10UNT 0F TliE tR RtSPtcT IVE

CREU I T ARRAI¡GET^.[NTS.

13.T¡tESTAFFALsosUcGEsTTHATITSHoULDBEHADECLEAR'
tNAì\ACRttDUNDtRSTAtIDIi'IGAIIONGPARTIClPANTS,THAT
CÙÌ.¡SÙLTi¡T IOIIS AI'¡OIIG PARTIC IPAitTS ùIi A PROPOSAL FOR

F I NAt¡C I NG PURCITASËS BY A I¡OìIPANT IC IPAIIT UIOULD I¡OT

DE.ÀL \;ITh THT CI]I¡SISTTI¡CY OF A NEQUEST \'¡ITH TIIT AFF'LICAtsLE

F.0L lc lEs 0F Tl-iE. Fuì¡D, t¡01ì TllE ADEQUACY .0F THE PnoGfìAi4riE 0N

\rHtcü T¡lt REüuEST lJiAS tsASE¡, Slr¡CE TItESE QUtSTl0l¡9 ARE THE

rìESPCNS lË lL ITY 0F THÉ FUI¡0.

14. lt.l Trlt lñTERISTS 0F SPEED, Tl{E STAFF tlAVt DELIBtnATELY KtPT

THT A,"iEI{i,i,ITI¡TS TO A ì'IIN I¡ìU¡i. ThITY'NOTE THAT THE I?IV tSTÐ

TtXT DotS r¡0T INCLUDE TV0 P0SS InLE Al4ENDl'18ì¡TS !,H lCll \lgnt ÑtilT l0llED

Iri THi. ltgcUsstolis uF THe C10 DEPUTltg, liAi'ltLY TC nAlsE THE

iìllil¡lu11 Arj¡cutiT 0F A l.¡E* PArìTlClPAtlTrs cHe DIT ARi?AircEirtllT,

AtIi, TO NËQUIRE THT FUII¡ TO IìËPAY IIIDTBTEDITESS ATTi? I'TIUTÀ3Lt

TO A IìÊSTRVE TRATICHE PURCHASE BY AI¡OTHER PANT IC IPA¡IT IF

AÌ{D ',1HEl¡ THË FUI¡DrS l'l0LDlNGS nESULT lltG FR014 THAT

PURCTTASE '{IERE CORRISPOND Iî'¡GLY RE DUCËD LESS THAT 5 YT ARS

AFT[Ê'Trlt DORP'0\'JING DY THE tUllD.

15. FCC PLTASE AÛVAIiCE TO LAVELLE (TßEASURY)'

G lLCllÊ.lST ( 3AîlK 0F EllôLAÑD ) Ar¡ll AFPLEYARD (EnD )

At¡S0l¡
ADVANC¡D ÀS RÊQUTSIED

îv\O NE-TAí\\'
Êf{Ð

c-oPtFs TO
ADVÂNC-Ê ADÞÊ.ç5SË85
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GÍì IOÛC
CCNIF¡ÐEþITI,qL

ü01\F I lE i,T I AL

DESr(3Y )O31)t7.

T'J I i4iiE; IÀT'i FCÛ

TELiùrìAii iiuirli:iì 3)] At 2i )ËCEilLËR

ti'iF : GEi¡ËíìAL ÅÊRÀflGEiìËi,¡TS T0 ir0nÊÛW--PRCP0SED ÅlrElicitEr,ltt to

1.962 }iC lS lÛN

þìIPT

1. FOLLO\,¡I¡¡G ANE ThE A14E¡¡DIìEIJTS PiìOPOSEÐ BY ThE STAFF IIi ST4/32/2J?

Tù f rìE JAi¡UARY 1962 ùA¿ DEC lS lüTl ( SELECT IVE ilEC lS l0tlg, 9TH I SSUE 
'

PAüE S t]5-'tl5l t

,ciìÊAi?iBLE - tit TdE F tRST Sei'iiEticE ÐÉLtTi ' I li.l TtiÉ rìE!J CCliÐlT l0ils cF

Irt!,[.sPíiii¡i c0LvtfrTlSlLlTY, l;.lcLUDltiû GiìEATER FReËi]Ci4 FcR sri0RT-TEiìi'1

CAPITAL iìOVÊ;'1ËìiTSI' AND, LATER OIi, DELTTE I'IIi TiiE AFCiìESAID

C0ì;ËlTlûllsrt.

PAÊA

Ài.û

1(Vl),PAiìA2,PAPA3(3)-DELETEtlUNlTS0FlTsCUíìRE¡¡cY'l
SUbSf ITUT; ' ISF'EC IAL iiìAU II¡G R IGHTS I 

"

Iiii¿RTST STTALL ACCRUã iA ILY Ai.{D SI.iALL IE PA ID OIi T!'IE ÐÀTi3

îut aùi,¡D F AYS tt¡TíäEST Jii i'lùLi l;'lCS 0F SPtC låL ûiìÅr,i lìiG ß lûliiS. ' '

PÀRA 1 (XI) ADD ThE FOLLOu lliG DtF li¡ lT I Cl¡ :

r r r rF,ÀRÀLLSL cRÉDtf 0Rn i1Ê,\t¡s A i'lEtlEEi CR Tì.iE 0FFICIAL lfisTlTUTl0ìi

ûF Â lriì'ì;tl Ti.lAT lS li0T A pÀRT lC lP¡\itT Àlii l'iAS Erif ERED lìlT0 Af¡

Aüi?:EilEi,T TO PiIUVIDE CRËÛIT TO THE FUIiÐ..IHICH DECLARES THAT T}1E

iiir,rljÉR 0R lr{silTuTl0l'i 3}1ALL HAVE THE STATUS 0F A PAiìÀLLEL CRE-nli0Ê

FÛR TI-'E PUÊPOSES OF THIS DECISIO}I. SQUARE 5ÊAC'i.ETS BEGIN

A p¡\ùALLtL ciìEDITùñ ilAy ÀLSc 3Ë A ri0i¡i'r'¿ìiÐ[,q c¡ì TltI cË]¡TRAL EAi'iK

0F A Nüi'¡iiËi.itstR THAT ¡iAS Êi¡TEîE.D lùiT0 A CRt Ð lT AüRit14Et'¡T C0l¡TÀ I fi l¡iG

A SlillLAiì DECLARATICi¡. 9ûUAiìÊ 3R,\CKETS Ei'iDr I

PAiìA 9 IËLETE ''AiIÛ CHARûEStI FiìCI4 TIiI TITLÊ.

rìEPL,tCE PARAS i( A ) Aii'Û t( s ) ''{ I Til THE F0LLCïi I f¡G:

" (A) THe Fr.JtiD SiIALL PAY ll¡TEnEST Cli ITS l¡¡¡iDTtDliÊSS AT A ÑATt

LûÜAL TO T11Ê. CÛi,iB IIIËD i.IANKTT IiiTTi?EST fìATE COiIFUTE¡ ÊY TH; ÉU}iD

Frì0;1 Tlllt TC TlÌjii: F0R THE PUiìF/iSE CF DETER;'1tùill¡G TiìE í?ATE AT !Ji-llCH

I T PAYS I IqiEFrË ST OtI H{JLD I î'¡GS OF iPEC I AL DRA".j I i¡C N I6HTS .

( ir)
f -¡ I T

li.¿ FÀ¡ìÅ ?(c) DãLiTE ' rAiil crl¡\i?cisil Ai{"î' suEsTlTllTE ! rDuf TLr A

ËiìiiT lu I PÅiiT r I

.s ..+ -r. rf.'F.=1.:-:Ì '\ I'! r/-; ,i l;r.i-'*Ë-r''i iq l1* s¡ ¡

PNRA iO



PAÃå 1.-I AFTi¡- ' rSTAii;-:Y " li;SliìT il AÍ'iD IXTtii¡[-;r il

iAtA ii - tf.: pAiìA i1(h) ¡¿L:TÉ ,'!uT ii3T t[yûìì-:ì Th: AiiC,UNT 0F Tiii
1:': : tl,ii':,' !.:::r-r:ñr1 r rl¡rÈttt át\t\hr\vLt¡Ltlt ¡

l,; P¡iì/i ii( l) DtLEii I tÀi, l-' ChÄnçtSr '.

PAii A 1? Âiji A i'iiu SU!.-É AGÂûRÀPn ( il ) AS F0LLCvjS ¡

' i (; ) ïìùTh,tTHSTAr,i;i ti.lc pÀlAGrlApH 1g( B) , A tjf r,, ptR t{jÐ siiALL BE6 t¡i
üir Tn[ IFFÊCTlvã DAit 0F iriclslciì I'ic. , ÂDOpT-Li , !?î3,
Ai,¡ij S$ALL lill T'rrtLVE l.ig;1T¡g AfTÊR TH[ ÐATt îHi t:tfilt-ì Gil.]tí?AL
iìe\ liii 0f uUOTÄS lS Ctl'lPLiT[0. r t

FAiìA 21 - AÜL THË FOLLOU IIiC, I.iiì.i PARAGiìPAH ENT ITLEÐ ' 'USE OF CREI IT
AiìiìAr;ûÊi.ri liTS FCR l¡ûi{PAiìi I C I PAi,tTS : r ,

" (A) TäÉ FuilD t'ìAy iiAt(t cALLS il.t Acc0RÐAticE lijtTH pAíìAGÊApHS 6

ÄiiI} 7 FÛíì EXCilAiiGi iRA¡igÀCTIOi'iS IjITH A I.1TT4ETÍ? TTiAT IS A PARALLEL

ciì¿LiTüii ùiÌ',JhûsE lilSTlTuTlûi'¡ ls A PAnALLtL ClliDlî0i?, As tF THE

i.ì¿ij¡;iiì i/Erit A PART lClPAr\.T. Tht FUI'lD t¡iAy ALS0 íriÁKt iìEûUEgTS

ui.ilth FÀrìÅrìiìAp11 i1(¡) ni C{ii{iiiCîlUti tr!tïH Aft EAÊLy RtpAyÍttiT 0F

Td[ CLAli., 0F A PAi?ALLtL Cr.][iitTûR 'Ji,jD[tì tTS CíìtÐtT AGÊEEi,ìEl,iT !jtTH
Tñi FUI.Ð !UT TO A BALÀI¡Ci CI PAYI'¡[hTS l\iEED, II.I ThT SÂIiT i'iINHER AS

FOF PAÊT IC IPAIiTS. ALL TH[ FCREGO II:G PROV IS IO¡iS OF Tii IS DTC IS IOII

RiLAT Iiiú TÜ CÀLLS AI..¡Ð ÊiQUE$T5 II ITii RESPECT TC iARLY ÊEPAYI"tãI'¡T SIlALL
ÅPPLY TO CALLS Ài.¡I R!ÙIJi5T: UIiD¿È TIiIS PAFAGnAPh 21(A).

ÅLTLiì11,{T lvI I

(¡) TFi; TUIiD i{,AY I'iAKi CALLS Ii'J ACCORDÅrICE iiITH PARAGi?ÀPHS 6
Ai.l ? FCi i)iCrìÂiiGI TlìAi.¡SACT l0fiS lrì TäE C0]iL tT l0¡rAL TiìAf;C'rtES tß
íiriiÈñ sTlrri!-EY 9iì ExTtl'¡lti AílRÂi,ûEiiEt.lrs iìtQuËsTit 9y crHËn
i.¡[l'itiiìs TiìÂT ARÉ li0T'pÀiÌTtCtPA¡iTS. ALL THE pß0vtSl0t',¡S cF Tt-itg
i¿CISIÛÍI iTLAîIIJü TU CALLS SþiALL APPLY, EXCIPT AS OTHEiì'ilI3¡
Prt\ílûLi li' PAñAGnaAFri 21(C).

(c) Ttii ¡1Ai,iAGlf.lG ilíìEcT0R rlAy trJtTtATt Tr.ii píìuciDupE F0F i,,iAKtriG

cALLs ritiljER PAiîÀûñAPiì 7 ti¡ c0i,¡il'ccTt0ti !itTti REcUESTS RiFEiìRtti To tü
pAiìAûiiApr¡ Z1(!) tF, AFTin C0hSuLTATt0tt, Ht c0t,¡SiltEitS

VifiS tûl'i A

T¡-ìÁi ( | ) TriI Futi; FÅcIs A!¡ t¡i¡ìDtQuACy cF iìE30uiti3 Tíi i.iEET

¡ì1,¡rjí¡Ti ír;rì ùtii; lT l0irAL F lr'¡Atic lr.rû r Ài"l ( l I ) ït.{E lÌiÅL:îttÀcy
l! T¡':[ ¡ìLSr.;Li ûF ¡\rl i){CiFTlûi,ÂL SITüATl\)ii ASSûClÅTti i,lTii
;ì[*'JiST: rûî SùCf1 Fll{Åt¡Clt¡a ii,Y iiIi,r![¡-S \tlTiì i:ÂLAi,iC[ 0r-

i";ìY;ì!,iTù PiìütLIii: 0F Å ChAiìACTiiì 0iì ÀGCRiûAT[ Sl]i THÀT Ci¡,.ÌLl
FUJ¿ À TrriìiAT Tû Tl-lE sT,\: lL lTy ûF Tiit lilTiRr,:,{T l0tiÀL i.i0t,tÊTAtìy

2-
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CCNFIDENTIA!.

VEÊS IÚiI ;

THAT îii; FLIhI/ FÄCES Aii I NAÐEùtJÅCY OF iìESÛUiìCÉË NE'å! ILY ÀVÂ ILA-?LT

TÛ I:ãET ACTìJAL AiiD EXP¿CTED frãüUËSTS FOIì C¡I;IITITiI'\L FIIiAïiCIi]I

ThiÀT iìEFLECT f HE EX ISTEIìCE ÙF À¡'I EXCEPT ICi'¡AL S ITUAT ICI'! ÀSSCC I AlED

tìi tTtr gALAt¡cE ÙF PAY¡rEtiTg PRoBLÊi.1S 0F ¡lEi13EÊS CF A CIIARAcTÊÊ r-lR

AGGùìEGATE S I ZE TilÅT COULD THRE ATE Ii f I-IE STÀB IL ITY fJË TIIE I i]TÊT]I¡A-

T Iùì.iAL i,iOI¡ETA¡ÌY SYSTE14.

Ii¡;"IAKII¡ú A PPOPOSAL FOR ÛALLS PURSUÅiiT TC P,IRAGRAf:H 21(5) AIIÐ 1C),

THE ì.IAi¡ÀûIIiG DIRECTÜiI SHALL PAY IUE IìEùANT TO POTEì'iTIAL CALLS

PUiìSUÀilT T0 ÙTl'lER PiìüVlSlÙfls cF THlS ÛEClSl0il'

ALTËAr'lATlVE ll

( 3) f i'rE iill¡D :4AY ilÀKE CÀLLS lN Acc0RlAr¡cf It lTi'i PAi?ÀGRAPHg ó Àì'¡D 7

FOi? ¿XCt-ï4r..¡üÈ TRAuSACT loltg lii THE CCIID lT l0l{AL Ti?ANCHtS ùiì Ut¡ttil

STÅi.,¡-r-¡y CR ËXfEi¡DED Ai?RANûEÌTENTS REQUESTET BY uTl'tEÊ i'iE;läeRS TiIAT

À¡ì'r ii0T ?AñTlClPA|¡TS. ALL TäE pR'iVlSloNS 0F Tl-ils Ðecl-clrifi PãLÂTll¡t

T0 jÁLL3 SHALL APÉ1LY T0 c¡\LLS iìADÉ Ui¡DEÂ Tl'ilS PÀRAGRAPH 21(D)."

2. TiiS SAL IEi.¡T PC IIITS FRCi"I TiiE STAFF I S COili'iEIITÀRY O}; TIiE

ÀLTERi¡ATIVE PÊOPOSALS Ii.,I THIS ì'¡TIi PÀRAGñAPH AÍìE SET OUT I¡I i''lIFT'

3. FCù PLEÀSE ÀDVAI'¡CE T0 LAVELLÊ (TREASUíìY ) GlLCtiil lsT (3Ai¡l¿' ûF

fl,ûLAt"ij) Al{D APPLEYARD (Eh'i).

AirSùli 
ADVANCED A5 REQUESTED

¡.40 l.)ÊT-AfÌ
Ê12-Ð

OoPrÉS TO
r+DuAñcÊ AlDr¿ÊssÊEs
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Er( r roo CCIil¡FiDEirlil;i,LCUiiF I DE ïJT I AL
¡f: a,,' Dv aa -^l^'fuLúf\! ! )LaltJwi

F;, UKitL lî'F/ IÐR!1 u,lSii li¡ûTÛli 3ÛL?¿72 ÛEC ea

Tû lîiii[tl,ôTi F C 0
TiLtü,ìAi'r iiU¡riEiì 3i2 ÙF j0 tiC-c-l'ìEÉR

;i I P T

Ii"iF: C.Êi:LÊAL 1rÊIANGEi.lEiìTg TO BORROIi

i. FùLL'i\rlliù lS TEXT 0F lìtC0LÊTOPOULCgrS PAP€lì.

EEGIi¡S

FúÀ¡iS üF AS3ùC I ÄT l0îr \1 lTl"i THE GAB

TiilS i.ìEi"iOilAi¡DUi4 0UTLINES VAiìICUS UAYS lri i¡HICH À MEl.rEEíl 0F Ttlg Ftlf,lÐ

(ûn lT5 CEliÏRAL BANti) '.'¿illCÌ'l lS l¡0T A G-tO llEl4CER' tsUT t¡]lllCH lS

iilLLli¡û fc P'?ùvlDE SUPPLE;4ËNrÅiìY ñtS0URf;Es TL, THE FUi{¡ 0lì ',tÅa

TÊIiijiS, COUL} 3E ASSÙCIATEj] I.JITII TItË ûA¡.

l. û li?ECT PAÍìT lC IPAT l0t't

PÄíìAùRAPì1 l,JF rHE GA3 DEClSlol.i PÊÊl,ilT3 Â i'iËi'ilEíì, cR Ail OFFICIAL

liiSTlîUTl0l¡ CF A ;4Eil8ER, T0 9E ACCEPTED AS À PAÊTlClPAI¡T, lF ( l)
üuùTI THE íUriD SHALL S0 ÅüpEE Aíi0 r¡0 FÀRT lC rPAr.lT CüJtCT UiiQUCTE,

hì¡L ( ll) îilË PrìùSPECTIYE P,1lìTlClPAì{T Ul.iiERTÀKIS A CÊ[ÐlT C0irii'llTiltllT

uF ÂT LIAST S'trR 1ûJ iì ILL lû¡1. TiiE TÉRi'1S AtlÐ CÇi¡; lf ltiilS û0vERti I r\C

FÀTTICIPÅTIÙir A.ìã SËT ÛUT Iii ÏHË DECISI/JN ITSiLF. TtlERE \iOULD ¡E

iiij rt[,ËLl Ë0rì t SEP'\i?ATE ÀGilEËi.1EllT tsETi¡EEi'i iliE ì1[i,eER AtìÐ THE FUrìt

üíì Fùiì Àtr AiiÊi'lli'rt¡¡T 0F Tr'Ê GA6 tEC lSlÛi¡, ALTti0uGl{ lT liCuLD eE

ÀÊpiìûpRtÅTË Tc ,¿LETE TilE iìEFERtilCi i0 AiJ,iTE iili ¡'14lt.l liltU3T¡.-ltL
C0UllTiì le S Ur,¡QUCTE I l¡ THE PriEAflËLE TC TiiE :EC I S lCil.

PÀiìTlC¡PÀTl0ii lf¡ TäE C¡3 ÂL50 li;iPLlES PAnTICIP¡\TlOli lfi îliE
C]I{SULTÀT IVE ÀI,¡D DEC IS IÛI,-I\1AK IT.¡O AERAi¡GËiiEÌ.If S SET FCRTii Iii TilE

1'óT LETTTR;ET\.JÊEII TiiÊ;.,IIIiISTEP OF FIi]Ai'iCE OF Ii?A}¡CE AI"ID HIS

CùUi¡TERPAiìTS IIi THË OTHÊÍì ¡¡II.iE PARTICIPATINO CCUNTIìIES. THE

UilLìEASTA.'II] IIiGS IiJ TH IS LETTER RËGA¡ìDIìIG THE PíìOCECIURE BY \'JH ICH

TiiE 0rr-lû11ìAL PARTltlPAliTg vCULD fEACI-t ;EClSl0i'iS Ci'{ PROPCSAL9 TC

ACTIVAfÉ Tï{E GA3 SERVËD AS TlìË 3ASIS FCR THE ESTÂDLlgHilEl¡T CF iHe

i-1.i, ÀS A Frittjiì lli iJHlCi'l IHã ilAti¡ li¡LUSTÊ lÅL CjUllTÊltS ':3ULi
ii lSCu55 .\i.¡il Cùûßi I i'¡ATÊ Tilt I ;ì APPÍ?ùÀCH TC ll.ìPCÍlTAiìf lS:tjã3 AFFECT I ¡lG

Trrf F...,¡,,¡l År,ri TliI tirTiÊltÀîlùi\iÀL ir.jiiÉTAiìY sYSTEìr, ÀCCEFTli.iCE ÛF A

;ri;¡ ÈÀiìTlc lPAi¿T lî,;TÛ Tr-rE ':Al. tiEãD i;0T litvf,ìLVi A Cli;\ruûE lt,i TlìE

iû;',p;SlTl0i. íií Tlit 0-13, AS SUCii. BY AF'PiìCPr?lÂT[ iì0DlFlCA-ili"i:S
li, Iirr- ÀrìrlÀ;ir.,l.if i:TS IrT ùUT I ii iii-:. l''j6i LiTTiiì , CCiISULT,\T lCi:S Ailci'iC

iÀ¿ P,\ÊìTiC IPÀiiTS CÙIJL¡ :¿ LI¡iITIÛ TC ACTIV.àiICiì PR/.ìPi}gALS Ai;D

JTrli;ì irÀTî[fr3 ÀRtSliiù U¡¡Lãi T¡E CA3. T',riÊ EXlSIliiû il[¡lãEnS ÛF Tiì'a

ú-i I ùiuLi üt;¡T lliuË TC, i.:i:T Ållt J lscusS cTrri? ls
PÄ.;iTlCìP'li¿T!i :UT ;rS Tllt ;lÀ1,¿ li'liUETiìlÅL Cùrii¡Tlli

ct¡,ic

C

, iìcT AS CÀ9
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I I . ASSoC I AT t0¡i Cli THE SIJ ISS 140ÐEL

A SECCND POSS ItsLE FOIIM OF ASSOC IAT IT}i COULD BE ALONG THE L INES

AÛOPTT.D FOR SW ITZERLAND, SU ITABLY I'IOD IF IED TC F IT THE CASE OF A

I.1Ei'.11ËÊ. TIIE I-1AIÌ.I FEATURES OF THE 1964 ASSOCIATIOÌI AûREEI'1ET1T I.JITH

SiJ ITZtRLAìiÐ, THE EFFECT lVËNESS 0F krH ICH i'tAS ÊEEN ExTENDED TC

JULY 1 i, I9ç.) , ARE AS F CLL0ìIS !

(A) L il(E THE CREDTT C0i'1r.1tTi'lËNTS 0F PART tC TPANTS UrlÐER THE GAB,

THE S\,j ISS Coi"rtvi tTt,,il{T 0F TtiE tQU tvALÊNT 0F SF 965 ¡,1 tLL t0t{ t S A

REVûLVtriG CRillT, HHtCri CA[¡ gE USED 0t¡LY lt'¡ COtiliECTl0N VlITH USE

OF THE FUI.,iD'S RESCURCES BY GAD. PART IC IPANTS.

(ti) THI CREDIT C0i'ilìlTt4ENT UNDER THE ASSOCIATI0N AGREEI'tElrT 1.14Y BÊ

ACT IVATED tsY A PROPOSAL OF THE IiANAG ING D I RECTOR . V¡HENEVER TIiE

i\iAt,lAGlNG 0lrìECT0R PR0P0SES ACTIVATI0N 0F THE GAE F0R THE BEI{EFIT

0F A PART I C lPAtrT HE r'iAy , AFTER CoHSULTAT t0N YJ tTH THE S\lr ISS

AUTH0RITIES, ALS0 PR0P0SE THAT Sr¿IITZERLAND MAKE RES0URCES AVAILABLE

FOR THE SAiTE PARTICIPAl{T. IF THE MANAGING DIRECTORIS PROPOSAL UNDER

THE GAB IS DULY ACCEPTED BY PARTICIFANTS AND APPROVED BY THE

EXECUTTVE û0ARD, SWTTZERLAND rS 0BLIGED T0 CARRY oUT HIS PP0P0SAL

UTiÛËR fi.I[ ÀSSOCIATICIi AGRãEíViEliT, UI'ILESS THE SlJISS AUTIlORITIES CITE

riALAt¡CE 0F PAYMEIiTS GROUI'lDS.

(C) OiiE IVIAJCR DIFFEÊENCE FROFr THE CREDIT COÌ¡I{ITÍVIENTS UNDER THE GÀB

IS THAT TI.iE ASSOC IAT ION AGREE¡\iENT CONTEMPLATE9 THAT SVITZERLAND

þJtLL LEitD DTRECTLY T0 THE ûAÊ PARTICIPANT l,¡EEDING ASSISTANCE, lN

ACCORDAI¡CË l'J ITii AN QUOTÊ Ii"IPLEI'iEI{T IIIG AGREEI'iENT UNQUOTE BETVEEN

ITSELF AI.¡Ú fhE PARTICIPAI'.IT. THE iìEPAYME}¡T TERT4S ARE TC CORRESPOI'ID

AS FÂR ÄS PRACT ICADLE TO THOSE. CF GAB LOANS. THE FU}ID ACCEPTS I.¡O

RTSPOIiS Ii] IL ITY OR L I A3 IL ITY RTGAiìD I1'¡G THE PÊRFORt"iAIiCE BY THE

ô0rìR0rçÊR 0F ITS 0BLIGATt0NS UNDEÊ Af¡ ll'IPLEFEt-'¡Tlt'lG AGREEMENT.

(I) OI'¡ THE iASIS OF TiiE ASSOCIATION AGRTEì4ENT, REPRESENTATIVES OF

SliITZERLA¡{D (OFFICIALS OF THE Sþ'ISS I'iATIONAL BANK) HAVE EEEI,¡

ATTEND II,iG G-13 I"'EET INûS AS OÐSËRVERS. THEY TAKE PART II'i TIiE

DISCUSSIOI{S. HO\iEVER, THEY DC I'¡CT PARTICIPATÊ IN THË PROCESS

PRESCiì I ËEI II¡ TiIE 196i LETTE.q FOR REACH II,IG DEC I S IOî.¡S ON PROPOgALS

cF THE i.iA|,lAG tilG Ð ti?ECT0ft T0, ACT IVATE THt CAB, EVEIi TH0UGH WHEN THE

GAB I S ACT I VÂTÉD S\.J I TZERLAI'iD IS EOUND TO CARRY OUT A PARALLEL

PíìOPOSAL .$ADE BY THE I'lAI.iAG I i.IG D I RECTOR UI'¡DER THE ASSOC I AT ICN

AGiìEEi'ìttiT.

THE TÉCHIi ItrUE UI.iÐTR WH ICH S\.' ITZERLAì.-ID I'4AKES LOANS D IRECTLY TO A GAB

PAilTtctPAtir, tN c0|iJUNcTlûti lfllTH THE usË 0F THE FUND'S RES0URCES

i liiAricED ûY ûAû L0Ai¡S, ilAS PR0VEÐ î0 BE CUí'lEERS0l'1Ê. TECAUSE 0F TH lS
Tr: Áccr\n ¡ 

^1r¡i' 
r.aDcf À'rCtr.r !tÀc çfç¡r tà!rrôrlÊn nì.rt v fl,'lCF lÀl T1.1trlltL ñJJvvlñt lvlr ñv¡rgLirLrrr rrñv eLÈrr r¡¡rvr\ge wrrÈr .¡¡rer, rrr

EARLIE,E YEAh-9 OF ITS EFFECTIVTiIESS. IIi COIII'¡TCTIO}i UITH TWO MORE

RECiNT ACT IVAT l0trS 0F Tä8. GAB TliE FUli! HAS EIITERED lNT0 3 ILATEi?AL

BORrìO'¿i I Iiû AGiìEiir[NTS !i ITi"i TIIT S}] ISS IiAT ICIiAL BÄ{'¡K UNÐER 'IJH ICH THAT

iJAi'iK iiAS UitIITfITAKEN TO LEilD THE FUND UP TO A STATED AIVIOUIiT FOR THE

SPEC IF IC PURPOSI OF F II,¡AI'¡C ING PURCHASES UI',IDER A STAI'ID-BY ARRA},iGEiJîEIIT

!ltTll A GAB PARTICIPAt'if, lli Cot¡JUì{CTl0N lilTä AN ACTlVATt0lr 0F THE GÅts.

THE TÊRiviS Al'¡D C0ND lT l0NS 0F f HE L0At¡S ',iERE C0i'lPARABLE T0 TH0SE 0F GAts

L0ANS. TtlE CFrtD lT CCi,lÌ'i ITMENTS U$IDER THESE' AGREEI{tl'lTS þJERE NOT 0F A

RrvOLVniG *iARAcrEiì. CONntrruflAL /rrr'



i,, tT}i S I¡4ILAR PROPOgALS TC PART IC IPA}'iTS AhIi} AIIY OTIìER

PARALLEL CRt,íi lTÛiì9, ALTHÛUGfi TäË l.1AäAG lliG D IRECTCíì 'ilouLÐ

I¿OT IE CÊLIGËL TO II,¡CLUDË A PARALLEL CiìEDITOR IIi E'lCII CASE'

THE gALAÌiCE UF PÀYi.lEIiTS AND RESERVE PCS IT IOTi OF I I'¡Ð IV I DUAL

GAg PARTICIPAIiTS IS TAKEI'¡ IIiTC ACCOUI.¡T III DETERI'1I}IIliG THE

PART lC lPAiiTS TC' UH ICH Pí?0P0SÂLS \'lltL BE fiADE, At'¡D lT lS

ASSUI.'iED THÁT g II'4ILAR ACCOUIJT UOULD BE TAKEN OF THE BALANCE

OF PAYITEÌ,iTS AI¡D REgERVE POSITION OF A PARALLEL CREDITOR.

(4) ThE PRECISE t,100ALlTlE.s OF COIiSULTATI0Iì NEED T0 BE EXAI4INEÐ

ANü D ISCUSgÉD \,J I TH THE D IFFERENT PART IES I NVOLVED BEFORE Aî'¡Y

F I Rì"I COilCLiJS IONg ARE REACHED AS TO WHAT I9 I1OST APPROPR I ATE '
THEi?E IS ALSC THE RELATËÐ IUãSTICN OF THE I¿ATURE OF THE CFT!ITOR'S

OSL IGAT IOI.I TC íìESPCND TC PRCPOSALS FOR CALLS UfiÐER ITS CRED IT

L¡NÊ. THE ÀSSCCIÅTIOfT AGÊÊEI4EIiT \lITH SVIITZERLAI'¡D PROVIDES

THAT S\,¡ITZERLAI,¡D \,{ ILL ACCEPT A PROPOSAL FOR CALLS IN THOSE

CASES WHERE GAB PARTICIPANTS HAVE ACCEPTED AND THE EXECUTIVE

BOAíìD HAS APPROVEÐ ACT IVAT IOIi OF THE GAE. THE SVJ ISS AUTHOR IT IES

AT'IEIiT I4EET Iì,¡GS OF THE GA9 PART IC IPAIiTS AS AN OBSEh'VER,

DUT THEY IlAVE I{O VCTE I N THE DEC IS IOÌ'i-I'IAK ING PROCESS ' I1 IS

THUS EV IIiÊiiT THAT THE ARRAI'¡GÊi{TNT9 CC'JLD TAKE D IFFEREI¡T FORl'1S '
FOR ÊX A}ìPLË :

( t) Th'Ë PARALLEL CREDIToR \'JOULÐ BE INDIVIDUALLY CoNSULTED BY THE

Ì4AI,,AG II,iG D IiìËÛTOR BÉFORE HÊ I'1AKES A PROPOSAL UIiDER THE PARALLEL

CRED IT ARRAI¡GEI.iEi.¡T BUT TIIE CRED ITOR !,dOULD BE FREE TO ACCEPT CR REJECT

THE I1AITAGINO DIRECTOR'S PROPOSAL. UI'¡DER TIiIS APPROACH THERE UOULÐ

BE NO PART IC I.PAT ION OF ThÉ PARALLEL CRED ITOR IN THE COî¡SULTAT IONS

At/i0ltü TH¿ GAô PAñT lC lPAi¡TS '

( t I ) À PAnALLtL cR[Ð lT0R 1l/0ÜLÐ c0t{1"1 lT ITSELF T0 MAKE AVA ILABLE

THÉ. AI{OUr,iT sPEC lF lE.il ll¡ TtlË 1\ìANAG l¡iG D IRECToR ' S PR0P0SAL , lF THE

ÛCIRRESPCi¡iJ ITiû Ph'OPOSAL UI,IiIER THE GAB WI\S ACCEPTED BY THE GAB

PARTtClPAiiTS. UIiDER THIS APPROACH, THE PARALLEL CREDIT0R l,I0ULÐ EE

CCù,¡SULTEt iY THE F'AÌiAtlliG DIRECT0Tì AS Ul'¡ÐER ( I ) BUT ' lN ADÐlTlOli 
'

TNE FARALL¿L CRED I.TOR WOULD BE INCLUDED IN THE CONSULTAT IOì{S

ASSOCIATÉÛ \.JITH THE ACTIVAT.ION OF THE GAB. THE PARTICIPAI'ITS COULD

AG'ìEË THÂT THE CRT! ITOR HOULD BE I}{V ITED TO TAKE PART AS Al.I

0BSEI?VER, lF lT S0 \,JlsliED, ll¡ I4EETINGS 0F PARTIC IPANTS Ï0

COi¡SIDER SUCiI ACTIVATION. PROV ISIOI'¡ FOR îHIS COULD BE II'ICLUBED II¡

SOIiE FORiI OF UI,¡!EiìSTAhD ING SUPFLE['/ì.EI¡T ITTG T'iIE 1961 LTTTER '

( il I ) TtiE PART lC tPAT l0l¡ REFERREÐ T0 lli ( tt) couLD PCSSIBLY BE

EXTËI.ID[D SO THAT THT PAfIALLEL CRED ITOR IIOULD EE AELE TAKE PART

IN TilÊ DEC ISIOI¡-í'IAKIIiG F'ROCESS AS IF IT T'lERE 
'{ 

PARTICIPANT'

THIS \'OULÐ RETUIí?E A}¡ AI'1EI,¡D¡1EI'IT iC THE 1961 LETTER' LIKE THT

llivOLvÊNìEt\T lt,¡ THE CÙI¡SULTAT l\rE PROCESS REFERREÐ T0 lN ( I I ) ,

THT PÀÊTICIPÀTIOii IIi THE DTCISIOi'i-T"iAKIIIG PROCESS'"OULD NEED

TO BÊ ACi.ìÊTij AþìC};G THT' PART IC IPAIITS .

EN¡S
2. FC0 PLeÀSt AivÁiicE TC LÀvELLE (ÎR'¿ASUiìY), c'lLcHn l5T (ÊtiiK tF

e,t¡ËLAhD ) AliD APPLEYAi?D (ERD ).
AFJSO N
fvlo N Êjî-A r{V
E-AD 'ULb

ADVANCËD AS REQUEsTED

Co$-lPlnrrP¡çg,e.L

copt É-s T'o
ñDr¡qruc,È AõDÂÊSSÊË-S



I I I . PARALLËL CRED IT AGRÉÊf,1EIiTS

ONE FE ATURT üF THE gVJ ISS ASSOC IAT IOIi I{ ITH 'iHE GÀB I$ THAT, AS A

Nûlii'1EMgER, 9!'jITzERLAND HAS ti0T ôÊEN Acc0RDED REctpR0cAL AccESs r0 TiiE
REs0uRcEg 0F T¡ii GAõ. IHE G-10 DEpur tEs i.tAVE pR0p0sED THAT A tiEtlBER
i¿tAK t riû A PARALLEL cRED lT ARRAitGE¡lEt,rT \.t trFi THE Fur.iD sH0uLD sE Er.iT trLit
TO |.IAVT ACCESS TO TI.iESE RESOURCES ON THE SAME TERI,IS AS GAõ
PART IC IPAI.¡TS THTI4SELViS. IT IS POSS IBLE TO ÐEVELOP A FORI.i OF
PARÀLLEL ÁÊfi4'iCEI'lEI.IT ÂPPROPÑIATE FOR A lilEIilBER, BY COI,ISINING THIS
FEATiJtì[ u ITH FEATtiRtS AûAPTED FiìOÍq ThE ARRANGEt4Et\¡TS MADE u lTt-i
s\{lTZaRLÂr\û. PR tt¡c tPAL AspÊcrs 0F sucH A pARALLEL A|IRANGEtiENT \,JERE
OUTLINEÐ tsRtEFLy Ût Stq/BZl23g, DECEI,IEEÊ 2g, IIBZ, AND ARE

D I SCIJSSTD I N i.4ORE DETÂ IL ÞELOIi ¡

(1) TIiE GUOTË PARALLTL CREDITOR UNOUOTE IJOULD ENTER INTC A

Ë I LATERAL AGREEI,ìENT H ITh THE FUT,¡D , II,I THE FORM OF A L INE OF CRET} IT
UNDER \J¡H IC H THT FUND iiOULD tsE ABLE TO BORROw I N THE SAME
C IRCUi4STAf.¡CES AS UI,¡ÐER THE GAB, AND ON COþ1PARABLE TER}4S. THUS , THE
AISRÊ Êi'1E Ì{T I¡IOULIJ REI'44 II,I I N EFFECT FOR THE FULL gURRENT PER IOD OF THE
OAB ANÐ l{lOULÐ iJE REIIE\,JABIE FOR FURTHER PER IODS IN THE SA}IE I4ANNER
Ås üAB cilED lT ÂRRANGËl'iEtiTs. Rtt{E!¡AL iiouLl NoT BE OBL tcÀTcRy , Bur THE
i4E1'IBÊR S.'OULi CE ASi TO TiAVE THE STATUg OF A PARALLTL CRED ITOR IF IT
'JEÑE Tü TERi.I ITIATE THE AGREEI.lÊIiT. THE CREIJ IT L Ií.IE þ'OULÐ HAVE

A rìEvriLVtnG CriAiìACTeR SltitLAR T0 GAB ARRANGtMEtTTS. THE Al,l0uNT 0F
THE CNEiJIT LIiTÉ \.JOULD BE AVAILABLE FOR USE IN CONNECTION I*'ITH
PURCHAgES bY ÂNY i/'EIVìEER OF THE FUND, INCLUDII.¡G EOTH GAB

PAÊTIT IPAiiTS AI$Û ITOIiPAÑTICIPAITTS, II{ RTSPECT OF h,HICTI THE FUNÐ
COULÐ iOF'ìTiJ UI'iDER THE GA5. THE CREDIT LII.IE COULD ALSO BE

DRAiIÙi iJPOii TO ñfFII.ANCE LOAI¡ CLAII.iS CF PARTICIFA}iTS ATID

CThER F AiìALLEL CNED ITOiìS THAT ART ENcASHEI Ph. Iciì TO I,lATUII ITY
Oii ijALAiiCT ÛF PAYi'iENTS ûROUNDS. AS FOn THE TTRIlS cF TIìE
PÀi?ÂLLEL LCAi'IS TIIEi'lsELvEs, IT ÐOES NOT SEgI,l ESsENT IAL TI.IAT
ThESE SHOULD BE IÛiI{T ICAL TO TI.'OSE OF OA3 tOAI¡S: RATHTR,
COi.1PAi?A}ILITY COULÐ Ëi DETTRi!INED CN TiIE BASIS OF THI
FIiiAi'iCIAL, LECÅL AN! cTHER PROVISIOIgS OF i11É PARÂLLTL cREDIT
AG,iË[tìEäT, TÂÁ[t,i AS A ul"t0Lt.

(2) THE AË$Vi OÙTLII'jE OF C.OIitlITIcIiS FOF UST OF THË PAiìALLEL
ciÌ[LlT Ltr;E Assui.ltg TirAT TH[ tÁD ÐËctst0ri titLL B.E Ar.1Er{üEÐ TO

PiÊ¡i lT THE uSt 0F cAB REsriuP.ût.s T0 F il'iAticE pUpcHASES By THE
PArìALLEL cR[! lTuF., Attt Tc ilEF tNAficÊ EARLy ENcASHt{E¡ir 0F
TIiE CRiDITOPIS LOAÌi CLAIi"ls OiI BALANcE OF PAYI"1ÊI.ITS GROUNDS, ON
s ll'i ILAF; TÊRMS T0 THOSE AppL tcAtsLË Tc puRcHASEs AND EARLy
åiiCASIiIi[NT CIF CLAIIlS BY PARÎIcIPAI,ITs. A PcSSIBLE AMEf\iDI"IENT

T0 THIS EFFÊCT l! PReSEhTEt tr Sit/BZ/2i9.

ß) Ïhi PARALLEL CNED IT ACREEMEI¡T \.JOULD COI.iTA Ii( A PIìOCTiJURT
FuÈr ITS ÂcTlvATl0;,¡ sll'rlLAR Tû THAT AppLlcÀrLÊ TÇ cÅÐ cíìE0tr
ARiìÀIi6EiJiENTS, I.8., THE-i.lAIiAGINT }Iiì[CTOR, AFTER CCI,ISULTATICI,i
i; ITH THt PARALLEL CREIJ tTCi, t.l0ULD SUF¡¡ tT A pRtlp0SÂL F0F
C¡LL!ì ll¡ RISFtCT 0Ê A RËQLttST 1y À rviEtiÐtR SitK lt¡G T0 USE
Ïtii FUI¡ti I S rìES0ufrcES. IilE Pil0,û09ÂL i,i0ULD aE îiADE nr C0ilJUliCT t0Ìi

ó
f v,raCONFIÐENî¡é.1
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This nenora'dum outllneg varlous ¡rays l-n whtch a nembe¡ of the Fund

(or lts central iank) which 1" ;;i a G-lõ member' but r¡hich te wtllfng

to provide suppleoenEary resourcea to the Fund on GA3 terus ' could

be åssociated wlth the GAB'

Forns of Ass oclat,f on wtth the GAB

T Direct Part iclpation

II. Assoclatfon on the Swiss Model

Paragraph3oftheGABDeclsl.onperalÈsamember,oranofflcial
institutton of a mpmber, to be acceptäd as a Partlcipant, tf (1)

-the Fund shalt 60 agree and no p"tif"iptot ot¡ect", 8nd-(11) the

prospective parti;fpãot undertakee " "tàdit 
co"-r tnent of at least

sDR 100 mi111ou. The ter¡s and condLtlons governing partfcipatLon

are set out ln ihe oectslon itself. There would be no need for a

separate "gr."rãoa 
between the member and the Fund or for an amendment

of rhe GA3 Decision, although Lt would be approprfate to delete the

reference Èo -the uain fndustrial countrl""t'- lo the Preamble to the

Declslon.

PartlcipatlonlntheGABalsoinplJ.es'parEicipatÍon^lljh"consulÈa-
tive and decfslon-naking t.tt'!.t"nt' 'et 

fórttr ln the L961 Letter

beÈr¡een the ìll-nister of FinancË of France and hfs counterPartÉ ln the

otherninepartfcipatingcountries.TheunderstandlngsinthlsLetter
regarding the procldure by wrrrci-ttre orLglnal partlclpants would reach

declsfonsonproPosalet'oacÈivatetheGABserveda6thebasfsforthe
establishmeot of tlie G-10, åG¡ a fon¡m ln whl-ch the rnaln lndustrial
counÈrfescoulddl.scussandcoordlnatetheirapproachtoinportant'
l-ssues affect.ing the Fund and the internatlonal monetary systen' Accept-

anceofaneå¡particl.pantlntotheGABneednotinvolveachangelnthe
conposltlon of the c-io, a6 8uch. By approprLate nodlflcaÈLons ln the

arrangemerra" ,.i- ouÈ Ln the 1g61 Letter, consultatl.ons among GAB

parttclpants cãuld be lÍniÈed to activation proposals and other mâtter6

arising under the GA3. The exLsting nembers of the G-10 could continue to

seeÈ and dfscuss otber issues, not ãs GAB participants but as the meLn

Lndustrlal countrles'

Asecondposslbleformofassociatl.oncouldbealongthell.neÊadopÈed
for SwiÈzerland, sulÈably nodlfled to fit the case of a member. The naln

features of the Ig64 AssãcfatLon Agreement rffth swl'tzerland, the

effectiveness of whfch has been exien¿ea to July 15, 1985' are a6 follows:

(a)Likethecredl.tcomltrnentsofPartfclpanÈsundertheGAB'
Èhe swiss gemm{¡¡s¡t of the equivalent of sF 865 n11Iton

learevolvlngcredtt,¡¡hiehcanbeusedonlylnconnection
wlth use of tñe Fundrs resources by GAB partlcipants'
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(b)Thecredltconmit'mentundertheÀ.ssoclatlonAgreement'¡ey
beactlvatedbyaProPoBalofthe}fanagfngDlrector.I{henever
the lfanaglng Dl-rector proposes actlvatíon of the GAB for
rhe b"";?i;';-"tprrrr;pãnt he nay, after_ cqnsultatlon

wiÈh the sr¡lss auÈhorLtlås, also propoÊe that sr¡ltzerland

make resources avaLlable for the saue parË1cf'pant' If the

}lanaglngDlrector'"p'opo"aluodertheGABlsdulyaccepted
byparÈlcipants',,d"pp'ovedbythe.ExecutiveBoard,sr¡itzerland
lsobllgedÈocarryo.,.ht"prãposalundertheAssociatlon
Agreeroent, unle'Ê t¡e ãtiss a"ti'ortttes clte balance of

PaYBeDts grounds'

(c) One roajor dlfference from the credl-¡ ssmmltments under the GAB

lsthattheAssocl.atlooAgreementcontemplatesthatslrltzerland
r¡i11 1end dlrecÈly to the GAB partl.clpant needlng. asslstance'

fo accordance lrlth an -lnpler"otlog agreemenÈ" betr¡een

ltself and t¡e parÈ1clpani' The repa¡ment terns are to

correspond as far as practtcable to Èhose of GAB loans'

TheFundaccePtsnoresPoDsfbllityorliablllÈyregardlngthe
p"rfotnance bi the borrärper of ltà obugatlons under an

lmPlementLag agreenent'

(d)OnthebasisoftheAssocÍationAgreemenÈ,representatives
of switze;i;"ã- (offlciale of rhe swiss NatLonal Bank) have

been attendlng c-ro roãetings as observers. They take parÈ in

the discussionns. Hoooer.rl al.y do not ParticiPate,in Èhe

proce66 prescrf.bed ln the ig6t l,etter for reachlng declslons

on ProPosals of the I'lanagl-ng Dlrector to activaÈe the GAB'

.event'houghwhenÈheGABlsactlvetedSl¡fEzerlandlsbound
ao "tt.y-ã"a " parallel proposal nade by the lfanaglng

Dtrector under the Association Agreement'

The technique under which S¡dtzerland uakes loaoe directly to a GAB

partlcipant, in'conjuncÈ1on r^tf ti tt¡e use of the Fundta resources financed

by GAB 1oans, t,"" piot'ed io b: cumbersome' Becatrse of thfs the AssociaÈion

.A.greementhasbeen'invokedonlytw-lce,intheearlferyearsofits
effectlvenesg.Inconnectionr'1t'htwoDorerecentactlvationsofthe
GAB the Fund has "otuted 

1nËo bilateral borrowing agreemeDts-wlth the

Swl-ssNatlonalBankunder¡lhlchthatBankhasundertakentolendthe
Fund up to a stated amount for the specLfic PurPose of fJ-nancing

purchasesunderastand-by".''og.'"ot*rtr'a.GABpartlclpanÈ,1.n
conjunctlou ¡¡rlth an actlvation iÏ the GA3. The terDa and condltÍons

of the loans rrere comparable to-tho"" of GAI loans' The credit coumlt-

ment6 under Èhese agreementa were not of a revolvl-rrg character'

III. Parallel Credlt Agreements

OnefeatureoftheS¡¿l-ssAssociationr¡lthÈheGABlstha¿'aEa
nonmeuber'srfitzerlandhasnotbeenaccordedreclprocalaccesstot'he
resource6ottt¡e-c¡,g.TheG-l0DeputleshaveproposedÈhatamember
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traklngaPara}lelcredltarrangementrl.thÈheFundshouldbeeatltled
to have access to these r."orrrá"s on the saEe terra as GAB PartlclPanfs

theuselves. Ir ia' posslble to 
-ã"l"fop 

a foro- of oaralleI arrange-

meoÈ approprtare for a member, ;;-l"J-Ufir"g. Ehls teature wfth features

adapted fron the arrengem.oa" r"äe r¡'1th s¡¡ltzerland' Princlpal asPects

of such a parerlel arrangem"rr.îll.'-o',irro"a utrurfy tt SÈt182/239;

December 28, Lg82' and are discussed ln more detall belo¡¡:

(1)The..parallelcreditor.vouldenÈerlntoabllateralagreenent'
\rlrh rhe Fund, rr, rr'ã iãm or " rit"--"i credlt under whfch the

Fund r¡ould be able tã iorro¡¡ iu Ehe same circumstances as under

theGA.S,andoncoryarableterms.Thus,theagreementr¡ouldrenain
rn effect for the fJl ;;;renr peri;ã-;i rhe cAB and r¡ould be

rene¡sable for furrh;-;;i;!" ri, the same nanner- as GAB credit

arrargeDenÈ8. n"o.rlr"ooia oot u"-ouirgttory' buÈ the member

,_ r7"r"'aã-aãr*rrrra. at"'ãgr..r"oa. _rhã credlt line would have

*.arevolvl-ng.h"'"ct'"'"îJr''toGABarrangeEefits.llreamount
of the credfE ffot åt'iãJ" """flable 

for use io connectfon

wlthpurchaseso";;-;Jli:toftheFund'lncludlngbothGAB
PartlciPaBEs"nd"onlarticiPants'i*;;;;"ttofwhlchtheFund
could borrow under tie c¿g' ltre ti"¿rt il"t "o"ld 

also be

draçn uPoD to rtffoá"ce loan clains of partlcipanÈs and

otherparall'elcredl-Èo16thet"'..,,.""iredpriortomaturlty
on balance of payn";;;- gro"ods' As for the term's of the

p,'"ii"rloans.t."''ãi.*,ã",ltdoesnotseelnes6entl'althat
these should be ldentical Èo those of GAB loans; rather'

couparabiltty couli";;-ããt".trrred on the basis of the finan-

cial, legal and other provisLons of the parallel credit

"gt"åttot, 
taken as a whole'

(2)TheaboveouEll-neofcondl-tionsforuseof-theparallel
credlt ll.ne assum""-ä"a the GA3 0".r"roo wt1l be amended to

perrnlEtheuseorãesresourcegtoiro'o.epurchasesbythe
paralJ'el creditor' and Èo refinance early encashment of

the creditorrs ro"o "irir" 
oo balance of payments grounds' olt

s1¡oilar Èermc to ¿tose-ãfplrcable to pt'rtht""s- and early

encashment of clarr" uy partrcrp-anta.- A possible amendment

to this effect f" pt""ãnled in 5ú/82/239

(3)TheparallelcredltagreemenÈwouldcontalnaprocedure.r'orltsactlvatloo-"i*tr"rtoÈh;;appllcabletoGABcredit
arrangenenta'r'e"it'tU"""grngofrector'il:::consultaÈion
wirh rhe parallel'år"ãi.or, iorrid subnlt a ProPosal for

' calls l-n respec' oi- ã rtqt'est by a uenber seeking to use

the Fund'B resources. Ítre proposáI o¡ould be made ln conjunc-

tfon with simflar proposals- Eo. pertlcipanÈs and any other

parallelcredltors:-;i;;t"ghthåuanagingDlrectorwould
notbeobllgedtoincludeaparallelãredl-Èorl'neachcase.
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The balance of PaymenËs and reserve posltlon of lndlvldual
GA3 partictpants is taken lnto account in deternlnlng the

particlpar,." .o"tiit;-;;;P;Ëãls L'rlr be made' and 1È 1s

assumed thet 61n11ar account r¡ould be taken of Èhe balance

of paynena" .oalã""rte posttion of a parallel cr.edltor'
.:

(4)ltreprectsgnodalltfesofconsultatlonneedtobeexanl.ned
and discussed wtth the dlffere'È partles lnvolved before any

firm conclusfons are reached as tå o¡hat ls most approprfate'

There is also the related questlon of the natur" ãf the creditorfs

obllgation to resPond to proposals for calls under its credlt

Iine.TheAssociationAgreenentgithswltzerlandprovldes
that sr¡rtzerrand ¡s-r-rl accept a proposal for cal1s 1n those

cases v¡here cen-paitictpanis hate accepted and the Executive

Board has approvåa acttvatlon of the GÀB' The Sr¡iss authorl-

ties attend meetings of the GAB partlcLpants as an observer'

but they have ,ro .rãt" ln the declsion-naking Process' Ic is

thusevldentthatt'hearraugelDenÈscouldtakedlfferenÈforu8.
For examPle:

(f) The paralIel creditor rsould be individually
consulted by the Ì¡'anaging Director- before he oakes

a ProPosal under tt'e' |"rãflel credit arrangenent buÈ the

.t.ai[át would be freã to accePt or reject the

ìrt"t;;;; oiiã"t"trs proposal' under thls approach

therewouldbenop.'ti"rp'tionoftheparallel
creditor in the consultations a-ong the GAB partl-
ciPants.

(fl) A parallel creditor would co¡r'mlt l-Èself to nake

available the amount specLfied in the Managfng

or'..to',sproposal,r}thecorresPondfngproposal
under the GA3 tt" "å""pted 

by th: GAB participanÈs'
Under this aPProach' tire parallel creditor v¡ould

be consulted üy tf'e'ltanaging Director as under

(1) but, in additiãn' thã pãrallel credftor r¿ould be

lncluded tn the consulÈatLons assoclated qrlth the

actlvationoft'heGAS.ThepartÍclpantscouldagree
that Èhe credltor would be invtted to take Part as an

observer, l-f it so wlshed' l-n meetlngs of particLpants

Eo conslder such actlvatlon' Provlsion for this could

bel-ncludedin"o'"fo.-ofunderstandtngsupplenentfng
the 1961 Letter'

(fri) The participatÍon referred to 1¡ (11) could posslbly

beextendedsothaitheparaileicredltor'*ouldbe
able take ParÈ Ín the declslon-maklng Process as l-f lt
rrere a participant' This would require an amendment

to the 1961 Letter' Like the involvement in the

consultat'fveprocessreferredtoi¡(11),thepartl-
.fp"tio" tn t'he decision-naklng Process l¡ould need

to be agreed auìong the partlclpants'
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31 Decernber 1982

MR LIÎTLER cc lc)

UK QUOTA IN NEW GAB

At the G5 meeting near Frankfurt on A/9 Decernber Pöh1 raised the

questlon of the German share in a revised GAB and', rather gratuitously,
cornplainqd about the ]ow UK share. The shares in the present GA'B

fixed in 1 962 have been altered dranatically by exchange rate

novements so that the German share is now 23.5% conpared with a'
US share of 29.9% and a UK share of 9'i". Just as dramatically, the

French share has fallen to ,-7/, and' the ltalian to 3'5%'

2. Obviously it is reasonable that the new GAB shares should reflect
relative economic weight more and rate of depreciation less' At

Frankfurt pöhI showed me a table whi-ch Volcker had invented on the

back of an envelope, and which ran as follows:-

US 25

Germany 15

Japan 15

UK 10

France 1O.

Pöh1 appeared. to find this acceptable.

1. At the G1O deputies neetÍng in Paris on 10 Decemoer I prepared

the attached ltNon-Suggestionrr and Dini ci-rculated it' In order to

get the numoers to add to 1OO (excludi-ng Switzerland) I had to move

off the simple 5X rnodule, which anyutay seemed to me a shade easy on

Mr Lavelle
Mr Bottril-l
Mr Peretz
Mr Atkinson
Mr Anson

'/,

1



the United States (Vol-ckerre suggestionl ). One could'of course
try to brÌng Switzerland 1n to ease the numbers, but they are nòt
a member of the GAB so it 1s strictly a contradlctlon j.n ter¡ns
to speak of them taking an XP/o quota of the GAB. . Alternatively one

could say thct if the new GAB ceiling were 2Obn_ SDRI ç Switzerland
would look after 1bn of that and the GABwouldthen be scaled on

1 9bn

4. A week or so after the 10 Decernber Dini telephoned me about
new GAB shares. the Germans (ie the Bundesbank) wanted to stay at
15 and were pressing that the UK be set at 12. They used the size
of our IMF quota as their main argument for this. I saj-d 10 real1y
was more than enough for us in comparison to either 16 or 15 for
Germany and 10 for France. The hapless Dini muttered that he would
have to try to persuade the US and Canada to take say 1 more each

1n order to give the Germans and Japanese 1r. .

5. I should add that I know 4,
to Holland, Belgium and Sweden.

3, 2 are acceptable respectively
I believe 10 is acceptable to France-

b. For ease of reference I attach the various tables on this
subject circulated before and at the G10 Deputies meeting.

7. I stilL think that 10?6 is quite enough for the UK. My
ftNon-Suggestionfr is fairly cl-ose to tne shares produced by looking
at a 5C/5O weighting of relative GDP and rel- tive non-gold reserves.
Arguably those are the most relevant factors for GAB shares. I do

not think that IMF quotas (present or calculated) are terribly
relevant in this sharing of liabilities (mostly for cooperative
purposes) between a limj-ted group of industrial countries. But
agaln my Non Suggestion was not very far from calculated IMF quotas
fcr the Ten either.

8. My i-mpresslon is that on the relative German/UK shares it is PöhI
and the Bundesbank who are making difficufty, not Bonn. I think
Tietmeyer would settle on my basis. At alL events, this may come up

at the Ministerial G10. It w ul-d be better however if Dini had

settled it out of court before then.

2



. It is perhaps worth notlng that lf Éomebody suggests treatlng
the, Swiss as equlvalent to 5?6 and maklng the sha.res of the len add

to 95 ln ord.er to get back to the Volcker pattern of US 25,
Germany /Japan 15, France/UK 10, that would be equivalent to 1O.596

for us, 15.8/o for Germany and. 25.8% for the US on a 1OO scale.
that would. be messy but perhaps -not wholIy unacceptable. It would

be much better however if Dini could push others around (eg the
soft Canadlans) without bothering us further'. One possibility the
Gerrhans may fear, and. possibly we should fear a little too, is a

situation in whlch one or two of the majors (eg the US, France, Italy)
had to be exempted from a call on balance of payments grounds and

some of the weight was then transferred to Gerrnany/Ul<. It is not
too difficult to irnagíne a situation in which France andfor ltaly
have to go to the Fund at a tine when the US is in large current
account deficit in 1g8t or 1984. A share of 10 in a GAB of 2Obn SDR's

could mean for us a requirement to lend up to 2bn SDR| s or what is
now something like Zllon dollars.

K E COUZENS
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Non-Suggestio¡r on Discribution ¡¡l (luoLus i¡¡ ¡¡ Nt.'w (iAll

,l,his assumcs tl¡at S'witzerland is st.ill ouIsi tle tl¡c' UAI] and ol]('r¿Ltlìl!

with cl¡e IMF in Parallel.

Perccntage of tolal

u. s.

Cermany

Japan

U.K.

France

Italy
Canada

Netherlands

Belgíum

Sweden

27

l6
16

10

10

I
4

4

3

2

lõõ





GAB SHARES UNDER AI*{ERIC¡ ' ILLUSTRATIVE CALCULÀTIONS (1 )

(in per cent)

(1) cfr. telex from Mr. Sprinkel and Governor Wallich of Dec. 2, 1 982

28.2

15,0

12.2

9.5

10 .2

6.7

5.1

5.6

5.0

2.5

1 00.0

New GAB commitment
on the basis of
calculated quotas.

26.5

19.'7

16.1

8.4

9.7

8.4 r

2.9

4.0

2.3

2.0

100.0

United States

GermanY

Japan

United Kingdom

France

rtaIY
Canada

Netherlands

Belgium

Sweden

TotaI

New GAB commitment
on the basis of GDP

and non-gold reserves





ALTERNATIVE GAB S}IARES

In er cent)

GDP

L977-8L
Non-qn'l d regerves

L977-BL CaLculated quotas

United States

Germany

Japan

United Kingdorn

France

ltaly
Canada

Netherlands

Belgiurn

Sweden

TOTAL

40.6

LL.7

16. 5

6.8

9.1

5.3
4.0
2.5

I.7
1.8

100.0

7,5

29,5

16.5

L2.L

10. 9

9.9

2,3

5.2

3.6

2.5

lm.-o-

28.2

15 .0

L2.2

9.5

10.2

6.7

5.1

5.6

5.0

2.5

Tõõ.õ'





Table 1

ALTERNAT IVE GAB SHARES

(in per cent)
(1)

33.1

t6.1

4.2

t6.7

9.2

9:2

3.3

3.3

2,5

1.6

100.0

29,9

23.5

r8.5

9.0

5.7

3.5

2.7

3.9

2.3

1.0

1 00.0

(1) For origlnal data see Appendlx 1.

Forelgn trade

19 81

22.O

16 .9

12.2

8.rt

10. I
.7 .7

6.3

6.1

6.0

2.8

100 .0

2.4.3

16.3

14.1

4.9

10 .9

7.9

6.8

6.5

5.6

2.7

100.0

1977-1981

Total reserves
(golcì at narket Prlæ)

I 981

27 .1

20.5

8.6

6.4

12.0

10.2

2.8

6.2

4 .'l
1.5

100.0

29.2

19 .0

, 8.0

5.5

13.3

10.3

2.5

6.2

4.6

1.4

100 .0

1977 -1981

Non-gold reserves

19 81

7.5

29.5

16 .5

12-.1

10 .9

9.9

2.3

5.2

3.6

2.5

100.0

10.5

26.7

15 .4

9.9

14.6

10 .6

1.4

5.4

3.4

2.'l

100 .0

't977-198'l

GDP

1 981

40 .6

't't .7

16 .5

6.8

9.1

5.3

4.0

2.5

1 .'l
1.8

100 .0

42.7

10.2

16.6

1.4

8.4

5.2

4.2

2.1

1.5

1.7

100.0

1971-'1981
GÞB ccÍmltrpnts
orioina{ present

Uníted States

GermanY

Japan

United Kingdom

France

Italy
Canada

Ne the r lanc1s

Belgium

Sweden

Total





Table 1 bis

\
IVE GAR STI ARES TNCLUDI ì: swrtznP.LAND (1)NALTERNAT

(in per cent)

GDP

tlnited States

CernanY

Japan

Llnited Kingdcm

France

ItaIy

Canacla

lletherlands

Belgiun

S^¡eden

Switzerland

T\¡taI

40 .0

11"5

16.2

6.8

8.9

5.2

4.0

2.4

1.7

1.8

1.5

100.0

42 "1

10.0

16.4

7.3

8.3

5.1

4.2

2.1

1.5

1.6

1.4

100 .0

6.9

27 .3

15.2

11.2

10 .1

9.2

2.1

4.9

3.4

2.3

1.4

100 .0

9.9

25 .1

14 .5

9.3

13.7

9.9

1.3

5.1

3.2

2.O

6.0

100 .0

24.5

18.s

7.7

s.8

10.9

9.2

2.6

5.6

4.2

1.4

9.6

100 .0

26 "5

1'1 .3

7.3

5.0

12.0

9.3

2"3

5.6

4.1

1.2

9.4

100.0

21 .4

16 .4

11.9

8.3

10.5

7.5

6.1

6.5

s.8

2.8

2.8

100 .0

23.6

1s .8

13 .7

4.8

10 .6

7.7

6.6

6.3

5.5

2.7

2.7

100.0

(f) For original data' see Appendix I'

19811971 -81

Total reserves
(qotd at nnrket Price

Foreign trade

19811971 -811981

Non-qoId reserves

197 7 -8119811977-81
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Table 2
GAB shares unde r different combinations of GDP and

non-qold reserves sha¡e¡

--lïn 

per cent)
GAB share = o¡cne share+( ¿ - cl ) non-qold reserves share

2 f )),t-{United States

Germany

Japan

Urì i ted Kingdom

France

I taly

Canada

Netherlands

BeÌgium

Sweden

Total

lÇu'

rìl\t

ci
I

rl
f

r

\u'

\n
C

t,d r3

l,i; \ \'
(.
t)

+þtL

?
:-)

0(l

8654

1 981
2

16.9

23.4

15.7

9.4

13.4

9.5

2.0

4.7

3.0

2.0

100 .0

23 .4

20. 1

15 .9

8.9

'12 .1

8.5

2.5

4.1

2.6

1.9

100. 0

26.6

18.4

16 .0

8.6

11 .5

7.9

2.8

3.8

2.5

1.9

100 .0

29.8

16 .8

16. 1

8.4

10 .9

7.4

3.4

3.0

2.3

1.9

100 .0

36.3

13.s

16.4

7.9

9.6

6.3

3.7

2.'l
1.9

1.7

100 .0

I654

14:1

25.9

16 .5

11.1

'10.5

9.0

2.6

4 .'t
3.2

2.4

100.0

20.7

22 .4

16.5

10. 0

10.2

8.1

3.0

4.1

2.8

2:2

100 .0

24.0

20.6

16.5

9.4

10 .0

7.6

3.2

3.8

2.7

2.2

100. 0

27 .4

18.8

16.5

8.9

9.8

7.1

3.3

3.6

2.5

2.1

100.0

34.0

15.2

16 .5

7.9

9.5

6.2

3.7

3.0

2.1

1.9

100.0

-1981
¿

lt,.;-





GAB shares r¡n cle r rìifferent combinal- ions of GDP and total r

GAB share =o(æP share+(l -o(¡ totat reserves share
\

cserves shares (in ¡rrr iænt) Table 3-

I654

1 981

28654

1977 -1981

2o(-

United States

GermanY

Japan

United Kinqdom

France

ftaly
Canada'

Netherlands

Belgium

Sweden

ToÈaI

29.8

18.?

10.2

6.5

11 .4

9.2

3.0

5.5

4.1

1.6

100 .0

32.5

17.0

't1.8

6.6

10.8

8.2

3.3

4.7

3.5

1.6

100.0

33.9

16.1

12.6

6.6

10 .5

1.7

3.4

4.4

3.2

1.6

100 .0

35.2

15.2

13.3

6.6

10.3

7.3

3.5

4.0

2.9

1 .-l

100 .0

37.9

13.5

14.9

6.7

9.1

6.3

3.8

3.2

2.3

1.7

100 .0

31 .9

17 .2

9.7

5.9

12.3

9.3

2.8

5.4

4.0

1.5

100.0

34.5

15. s

11.4

6.3

11.3

8.3

3.2

4.6

3.4

1.5

100 .0

36 .0

14.6

12.3

6.4

10.8

7.7

3.4

4.2

3.0

1.6

100 .0

37..3

13.7

13.2

6.7

10.3

7.3

3.5

3.7

2.7

100 .0

40 .0

12.0

14 .9

?.0

9.4

6.2

3.9

2.9

2.1

1.6

100.0

1.6





Table 4

GAB SHARES INCLUDING SWITZEP.LAND

(èombination of GDP and Reserves)

t

GAB shalæ = .5 (GDP share) +

+ .5 (total reserr¡es)

1977-1981 1981

32.3

15 .0

12.0

6.3

9.9

7.2

3.3

4.0

2.9

1.6

5,5

100 .0

34.3

13.6

11.8

6.2

10.2
'l .?.

3.2

3.9

2.8

1.4

5.4

100 .0

GI\B share = .5 (GDPshare)+

+ .5 (nq¡-gold reserr¿es)

197'l-1981 1981

23.5

19.4

15.7

9.0

9.5

7.2

3.1

3.7

2.5

2.0

4.4

100.0

26.O

17 .6

15 .4

8.3

11.0

7.5

2.1

3.6

2.4

1.8

3.?

100 .0

unit€d States

GernwtY

Japan

tfited Kinqdsn

Frar¡æ

rraly

CanaÀa

Netlerlands

Belgiun

Sueden

Sr¡itzerland

TotaI





DÀ'I]A USET, I'OR TÀBI,HS 1 4

AppenrlÍ^ 1

Foreign trade (4)
(exports+im¡>orts )

(bitlion dollars)
GDP

(billion dollars)
(1)

197'l -1981

Non-gold reserves
(rnit Iion SDR)

(2)

United States

Germany

Japan

Unlted Kingdom

France

Italy
Canada

Netherlands

Belgium

Sweden

Total

Sv¡itzerland

Total including
Switzerland

2,376.Q

684 .4

962 .1

400.3

530.8

309.7

236.0

143 .2

101.2

103.',!

5,846.8

8-l .4

2,888.5

687.1

'l ,126.9
503.7

569 .9

350 .2

285.9

14Q . s

99.3

112.5

6,764.5

94.5

(1)

(2)

(3)

(4)

Source:

Source:

Source:

Source:

5 ,934 .2 6 ,859 . o

Il,{F, IFS, Country page }ine 99b, converted in US dol}ar at the annual average exchange rate'

Il,lF, IFS, Total reserves mlnus gold, period average based on monthly data'

IMF, IFS, GoId ls valued at the yearly average SD'D' price'

IMF, IFS.

19 8',|197't - 1981

400.1

307 .2

22'l :8

1s5 .8

196.5

139.9

113.ô.

122.6

108.7

51.9

1 ,818.3

52.5

507.1

340.0

294.4

102 .0

227.4

166 .4

142.6

13s .9

117.7

57 .2

2,090.7

57 .7

1,870.8 2,148.4

19 81

82,139.0

61 ,997.0

25 ,899.0
19,471.0

36,418.0

30,901 .0

8,49 3.6

18,830.0

14,102.0

4,551.6

302 ,8O2.2

32,233.0

1 18 .801 .0

77 ,316.0
32,6'lO.O

22 ,324.0
53,817.0

41 ,927 .O

Io,099.o

25,234.0

18,473.0

5,567 .1

406 ,228.7

335,035.2 448 ,324 .

42,096.0

197 7 -1981

Total reserves (3)
(golcl at market Price)

(mil-lion SDR)

198119'77 -1981

8,724.9

34 ,502 .0

19,309.0

14,093.0

12 ,1'16 .O

11,640.0

2,644.0

6,136.5

4,229.6

2,887 .9

116,942.9

9 ,323.8

15 ,'172.0

40,186.0

23 ,218.O

14,900.o

21 ,887 .0

15,919.0

2,115.8

I ,092.'l
5,139.6

3,200.2

150,430.3

9 ,608.7

126 ,266 .7 160 , o 39 . o

1 981
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TO IMMEDIAÎE UKDEL II'ÍF/IBRD WASHINGTON

ÎELEGRAM NT'MBER 1 OF 4 JANUARY

IMF: GAB

1. YOUR TELNO OO1.

OBJECTIVES

1. IITE HAVE NOTT EXAMII'IED NTCOLETOPOULOS' PAPER MORE FULLY. ON

coNSULTATToN l'¡E Srno¡¡cLt pREFER THE nELATTvELY L00sE ARRAIIGEI4ENTS

AT PARA 4(I) OF YOUR TEL}¡O 312. ÎHIS ACCORDS BETTER Ì'¡IÎH lHE

!úISH OF THE C5 AND C1O THAÎ SAUDI ARABIA SHOULD NOT BE INTEGNATED

INTO G1O COUNSELS. IT IS NO? OF COURSE FOR THE UK 10 MAKE ÎHIS

POINT BLUNTLT AT THIS STAGE PARTICULARLY IN VIET'I OF THE

CHANCELLOR'S FORTHCOMINC VISIT.
3. IT IS IMPORTANT THAT ÎHIS OBJECTIVE IS NoT UNDERI"IINED BY

COI,ICERNTNG UPON PARALLEL LENDERS A FINANCIAL RELATIONSHIP I'IITH lHE

GAB VINTUALLY INDISTTNGUISHABLE FROM THAT OF A G1O PARTICTPANT'

SO THAT IT BECOMES POLITICALLT I,IORE AWKHARD TO EXCLUDE ÎHEM FROM

G10 COUNSELS. THTS POINT IS REINFORCED BY POSSIBILITT OF

ADDITIONS AT A LATER STAGE OF FULL MEMBERS (AUSTRALIA) OR

PARALLEL LENDERS (KUWAIT). IN ANY EVENT THE SAUDTS THEMSELVES

MIGHT PREFEN CREATER FLEXIBILITY AND AVOIDANCE OF TOO CLOSE AN

IDENTIFICATION Í¡¡ITH G 10 .

4. IN ÎHIS CONTEXT WE ARE CONCERNED AND I'¡ONRTED AT THE DIRECTIOI'¡

AND PACE AT WHICH lHE DISCUSSION ON PARALLEL LENDING IS MOVING.

OUR UNDERSTANDING ITIAS THAT PARALLEL LOANS I'JOULD BS A PREARRANGED

LINE OF FINANCE THAT WOULD BE CALLED UPON ' IN PARALLEL WITH LOANS

FROM THE CAB, TO FINANCE CONDITIoNAL LENDINC WHEN THE SECoND

WINDOW WAS ACTTVATED. THE TREATMENÎ OF RECIPROCAL ACCESS IN

DINI'S STATEMENT WAS UNFORTUNATE, BUT THE STAFF'S INTERPRETATION

SEEI4S TO GO EURTHER SÎTLL IN IMPLYING THAT THERE TS RECIPROCAL

ACCESS EVEN IJHEN THE SECOND WINDOI.I IS NOT ACTIVATED.

5. IN GENERAL WE FEEL ÎHAT lHE STAFF ARE PBEEI4PTTNG G1O DISCUSSIO

1
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O¡I A NUMBER OF ISSUES WHICH T'¡ERE NOT DISCUSSED AT ALL (EC FUTURE

RELATIONSHIP WITH SWTTZERLAND OR ONLY INADEQUAÎELY (EG RECIPROCAL

ACCESS) IN THAT FORUM. WE SHARE YOUR VIEI{ ÎHAÎ THE G1O FORUI'{ TS

THE RIGHT PLACE TO RSSOLVE THESE ISSUES. I.¡E ARE ACCORDINCLY

ANXIOUS TO AVOTD FURTHEN CRYSTALLISATIOI.¡ OF EXECUTIVE BOARD VIEI.IS,

PARTICULARLY IN ADVANCE OF THE CHANCELLORIS OWN DISCUSSTONS I,JITH

THE SAUDIS' EVEN IF THIS l'lEANS A RATHER HIGHER PROFILE THAM'IE

WOULD OTHERI¡IISE I.IISH. '/¡E NOTE FROM YOUN TELNO 305' PARA -? THAT

THE SAUDIS ÎHEMSELVES MTGHT BE CONTENT TO LEAVE GAB DETAÏLS TO

ONE SIDE FOB THE TII'1E BEING. IF PRACTICABLE, IT l.fOULD BE HELPFUL TO

ELICIT ANY FURTHER VIEI/,IS ÎHAT NIMATALLAH HAS 0l'l POINTS OF COÌ¡TEIIT/

TIMING, PERHAPS OUTSIDE THE MEETING.

6. ON SPECTFIC ISSUES

A. fdE WANÎ THE SI^¡ISS RELATIONSHIP WTTH THE GAB TO BE UNAFFECTED

BY THE DISCUSSIOIV (PARA 3 OF I4Y TELNO 355).
B. WE ARE NOl'f CONTENT I'IITH THE I¡IORDING 0N Ti:E I'IARKET RATE' Al;D

AGREE THAT PARA 9 OF I,1T TELNO 356 NEED I'IOT BE PRESSED.

C. ON RECIPROCAL ACCESS, GRATEFUL IF YOU COULD DETERT,IINE FROI'!

NICOLETOPOULOS ',¡IHETHER SFF/EAR LOAN CLAIM ¿NCASHMEI'IT IS ELIGIBLE

FOR CAB FINANCING AT PRESENT. IF S0' WE WOULD Ì^IELCOME THE I¡ÏErtI 0F

US AND GERMAN DIRECTORS ON WHETËER EXTEI.ISION OF THIS TO SAUDT

SFF/EAR LOAN CLATI,fS IS LIKELY TO BE ACCEPTABLE

TO ?HE},Í. TN ANT EVENT YOU SHOULD GEl OUR RESERVATIONS ON THE

RECORD AND RESIST ANY SUMMING UP WHICH I4TGHT PREEMPT FURTHEB ClO

DISCUSSION ON TH]S POINT. (T¡I OUR VIEI.T ENCASHMENT OF SAUDI

SFF/EAR LOAN CLAIMS SHOULD REMAIN A¡I OBLIGATION UPON FUND

MEMBERSHIP AS A }IHOLE, POSSIBLY TO BE MET INITTALLY BÏ MARKET

BORROWINC.

POINTS TO MAKE.

7 " G1O DISCUSSIO}I SO FAR HAS LOOKED A1 BARE ESSENTIALS. EXECUïÏVE

BOARD SHOULD NOl PREEMPT THEIR FURTHER DISCUSSION ON TI{E DETAIL

OF THETR PROPOSALS. THERE IS NO PARTICULAR NEEÐ FOR HASTE IN

FINALISING REVISED DOCUMENTATTON.
g. IN PARIICULAB c10 HAS I'I01 DISCLTSSED THEIB Fr_lTLtRE RELATïONSHTP

WTTH SI'I]TZERLAI'ID. PASSAGE TN SQUARE BRACKETS SHOULD BE DELETED IN

PARA 1 (XI) THE P0SSIBILITY 0F RETAINII'IG A CATEGORY 0F ASSOCÏATE

¿
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MEMBERSHIP QU]TE DISTINCT PROM PARALLEL LENÐER MAY HAVE BOTH

POLITICAL AND OPERATIONAL. ATTRACTION.

9. .POSSTBILITT ALSO SHOULD BE RETAINED OF QUITE TIIDE 'Ì/ARIATTONS

,II,I THE FORM OF PARALLEL LENDING. A STEREOTTPE MODEL AGREEMENT

SHO.ULD BE AVOÏDED.

10. ONE AREA IN I'IHICH C'IO VTE}IS HAVE YET TO BE DEFINED IS THE

RELATIONSHIP WTTH PARALLEL LENDERS. A KEY AIM OF TI{E CAB

REVISION IS TO LEAVE THE TRADITIONAL CAB MECHANISM BASICALLY AS

IT IS, BUT TO GRAFT ON TO IT ARRANGEMENTS T0 ALLOW ITS RESoURCES

TO BE LENT OUT, IN PARALLEL I¡ITH LOANS FROM OTHER SURPLUS Ì'fEt',fBEns,

TO FINANCE COIIDITIONAL DRAI,üTNGS BY NON.PARTICIPANÎS. ONE POSSIBLE

WAY OF T!,IPLEI,ÍENTING THIS APPROACH WOULD BE IF THE MANAGING DIRECTOR

CONFI¡JED CALLS ON PARALLEL LENDENS 1O THE CINCUMSTA}¡CES

SET OUT IN PARAGRAPH 21C.

IF lHE PURCHASES OF G1O MEMBERS NEED GAB FINANCING IN CIRCUMSTAI'ICES

I,¡HICH FALL SHORT OF THoSE SET oUT IN PARAGRAPH 2LC, THE CALLS

I,¡OULD BE CONFINED TO PART]CTPANTS (AND SI,ITTZERLAND). SIMILARLY

ANY PURCHASES I4ADE BY PARALLEL LENDENS IN THESE CIRCUMSTANCES

I.TOULD NOl BE REFINANCED FROM THE GAB.

11. ONCE THE CTRCUMSTANCES SET OUT TN PARAGRAPH 21C ARE DEEI4ED

PRESENT, ÎHERE SHOULD BE RECIPRoC-{L ACCESS BEÎI'IEEN GAB PARTICIPAI,II

AND PARALLEL LENDERS, CERTAINLT T0 FINANCE CoNDIÎIoNAL DRAllIl,lGS

AND TO REFINANCE ENCASHMENT OF GAB LOAN CLAIMS THROUGH THE SECOND

I.IINDO!.J AND PARALLEL LOAN CLAIMS (WHERE THERE IS SOME MUTUALITÏ OF

OBLIGATION ) . IT IS NOT ENÎIRELY CLEAR THAT RECIPROCAL ACCESS FOR

THE FII'IANCING OF OTHER PURCHASES (IE CFF, BSF' RESERVE TRANCHE)

FLOWS LOCICALLY FROM THE CONCEPÎ OF PARALLEL LENÐING DISCUSSED IN

THE G1O, NOR IS IT CLEAR THAT RECTPROCAL ACCESS FOR THE

ENCASHMENT OF OTHER LOAN CLAIMS !{AS INÎENDED OR IS DESINABLE. IF

GAB PARTICIPANTS HAVE TO PROVIDE COVER I'IOT ONLT FOR THEIR OI"¡N

REQUIREMENTS TO DRA}T UPON THE GAB BUT ALSO TAKE ACCOUNT OF

POTENTTAL ENCASHMENT OF SFF/EAR LOAN CLA]I'ÍS OF PARALLEL LENDERS'

THE SUMS AVAILABLE TO LEND AT THE SECOND WINDOW II¡OULD BE FURTHER

REDUCED, POSSIBLT SUBSTANTTALLY SO.
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1. I iiAVE PUT THE PO I 1'IT I I,¡ YOUR PARA. 6C TO I.¡ ¡COLETOPOULOS .

HIS iìEPLY \,'AS AS F0LLOVJSl

QUOTE G A E RESOURCES CAN 9E USED TO T ¡ HAI'¡CE ( UI¡DERL I}¡E NE XT

\ÁloRû) ALL PURCHASES BY PARTICIPANTS BUl (UfIDERLINE l¡EXT \d0RD)

OtiLY REPAYI,lÊîiT CF CLA II4S RESULT I¡IG FROM OUTSTAÌ'ID ING LOANS

By THti4 uNÐÊ.Ft THE ûAB ( lF TriE FUt'¡D I S HOLD INCS 0F CURREI¡C I ES IiEEDED

FCN Th IS PIJiiPOSE ARË i'¡CT AÐEQUATE ) UNQUOTE.

2, F Ç 0 PLEÅSE ADVAI,JCE. T0 ATK ll'iSoN (TREASURY), GILcHR IST (9AtlK

0F ËÍ,JGLAliD ) ÀhÐ APPLeYARD (i n tt ) .
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I 1.1 F: REVlSl0î'¡ AND El'ILARGEI'IENT 0F THE GAe

1. FOLLO\.¡INC ARE THE i4AtII POI¡¡TS COVEÊEÐ i'JHEN TIiE EXECUTTVE BOAi?D

TiliAy RETUTItTED T0 ITS D ISCUSi; l0N 0F TH lS gUBJECT (THt F IRST

DISCUSSION UAS REPORTED IN I.lY lELNOS 2?O ÀIiD ÐT AI. 17 DECEì'lDEÊ)''

MOST CF TI¡Ê DISCUSSION FELL II¡TO ONE OF Tl|¡O AhEAS - DETAILED

REVISION OF THE GA3 
'ECISION, 

TAKING AS A tsASIS THE STAFFIS

(il tcûL'¿T0P0uL0s) PR0P0SALS lÌ'¡ s1.1/82/739: Aì'lD IlCRE FUÌ'i0Ai4ENTAL

iUESTIOi,¡S RAISEÐ ÊY LDC DIRECTCRS. THERE \'JAS ALSO SCi!E LESS

Ë0cussÊD D lscuss l0N 0F THE lìlPL ICAT l0¡¡S F0R, Ai\lD STATUS 0F ,

PAÑ ALLÉL LE Ì.¡DER S .

2. AT THE START lHE MANAûING DIRECTOR ITELCCI,iED THE PROCËDURE UIiDER

WHICH THE BOARD WAS BE ING GIVEN AN ÙPPORTUI¡ITY TO ÍIEACT TO THE GlO

C\JTLI}¡E. THE PRESENT DISCUSSION SHOULD HELP THE G10 TO CRYSTALISE

V IE\'JS AT TI.iE IR NEXf Ì4EET ING.

iìEVISIOIi OF GAB DECISION

3. Glû ûtRECT0RS GEIiERALLY FÛUllD THE STAFF'S PRCPCSALS A USEFUL

START Ii{G PO II.¿T. SOI4E LDC Ë IiìECTORS SA ID lHAT T}IEY CCULD I.'lCT

A¡iiRESS ûETA ILED P0lÌ'¡TS BEF0RE RËgE lV ING ANS\lJEÊS T\0 M0RE 9AS lC

UUTSTIUi.¡S (PARAGRAPHS 15 TO 19 SELO!'¡).

TiiE. Ih¡TEiIEST RATE

4. ALL G5 DIRÉCTORS SAID THAT THEY ì'¡OULD PREFER TO STAY h'ITH THE

QUARTERLY CYCLE OF Iî'¡TEÊEST PAYI;IEilfS II¡ THE EXISTING GAB. þ1OST

OTHËR GlO D I RECTORS AGREED. LASKE (GERMAI'IY ) !JAIIÎED IT TO EË STATED

ThiAT INTEREST SHOULD BE BASEÐ OIi THE FORMULA FOR THE SÐR RATE AS

IT STÂI.¡DS AT PRESENT . A IiËìJ FORì'1ULA bJOULD TI.iEN REOU IPE COI,iSENT OF

THE PART IC IPAÌiTS. OTHER G5 D IRECTORS AND SCHIIE I DEP (FOR H IS BELT I At'¡

A'rjTHoRtTtES) AGRÊED. LASKE ALSo l'lAI'¡TED THE FL00R 0F 4 PERCE|¡T T0

tsE RÊTA I NED. I SYÞIPATH ISEÐ, ÀLTHoUGH QUEST I 0N I NG THE PRACT ICAL

EFFECT. DE MAULDE (FRANCE) WAS D0UBTFUL:0Ti{ERS DID NOT EXPRESS A

v tE\i.

Uf¡tFORhITY CF ACCËSS

i. ERts (U,S.) SAtD THAT STáESS SiloiJLD ¡,8 GIVÊï¡ TC, THE STAFFTS

'ìEFeRËI.:cE 
ÍO TH IS PR IIIC IPLÉ (SÊCOIiD HALF CF LAST FULL PÀRATiìAPH OII

PAGÊ 4) . G 10 D IRECTORS CËtiEiìALLY AGREEi.

RiV I 'ci. DATE

ó. ù5 DIIìÉCTÙRg PREFEiìRE! THAT THE }¡{]ÊiIAL 5 YEI{R CYCLE FOR ûAÐ

RET tÊ'ir St-i0ULû ÊE ñETAtf.¡ÉD: TilLiìE SH0ULû BE LESS 0F A L ll'iKAGE TÛ TflE

IiËXT ùUOTA RE.VIE\{. I TItOUgHT IT iiOULD SE TELPFUL IF fIiÉ I'iTED FOR

ÛÙI,iTI¡¡UATIOI..¡ TF THE SECOIII; \.JIiiDO\J I.JAS SPEC IF ICÀLLY ADDRESSEÐ II.i THE

rìi,VIT\.¡. LASKË ACNEED. I'¡ICCLT.TOPAULOS THOUCIlT THIS i/AS I.IOT THE

PREPOiiDiiìÂi.¡CE ÛÉ VIEU IÌ'¡ Ti-iE GI.3,3UT \IE REPET\TED THE POIf,IT LATER.

ccliiiÐ;'¡iî:"'': ¡De ßnrtrroat

¿l
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7. ERB'iíAi'ITED T0 CLEARER 0itl THE i4Ë'ANlt¡G 0F CCNÐtït0¡¡AL FmAt'lCtftG¡
IT SI.IOULi] EXCLUDE'FIRST CREDIT TRAÀICHE ÐRAI{INGS UI¡LESS
ACCúi.rPAi'¡lIit 3Y UPP€R TR,\í,,¡CHe ÐRÀì/ll,lGS. LASKi SUp.p0RTED t.ili,1 BUT
PÚLAK (I¡ETHERLANDS ETC) TIiÛUCHT TIiAT F IiIST CI?TDIT TRÀi,ICIiE

iiìA'irlÌ'¡Gs Àiiu ThcsE tfi THE uppEr? r-iALF 0F TllE cFF c0,ü.t Ð hcü Dt
iìtûAiìtEü AS C0r¡DlT t0iiAL.

PÀRALLEL LËi.¡iJËiIS

¿' G5 D lREcTcRS, ESP[c IALLY tä3, LASKE Ai¡î i'1YSELF, SA tû TijAT
PARALLÊL LËNÐll¡G ulOuLD NEED FURTHER DtSCuSSt0li ut.THn¡ TtrE G10 Ar¡D
ôET\,/EEIi THE G10, THE FUI.iD AI{D POTENT IAL LEi.¡ûÚRS. IT .dOULD ÐE

IiìPORTANT TO CLARIFY THE RIGI.iTS AND OBLIGATIOIIS OF PARALLÊL LEIIDEiìS,
PiìOBASLY .c ITH IN THE ÛEC IS ION PRÙPER . COIJFERI.IEItT BY THE FUIiÐ CF
PAiIALLÊL C¡ìEO ITOR STATUS (DiC IS ION PARAGeÂPH T( X I ) ) ,dOULD I..IEED TO
BE r"iADE sutsJtcr r0 c0t'isENT Êy GAB pART lc tpANTS (sEE pAtìÂ 20
SELCir)" I SPoKE To YouR ïELüo 1.
iJÊ SHOUL' i?ETÄIN THE POSSIEILITY OF QUITE VJIOE VAi?IATIOIiS It{
PAiiALLEL caËÐtT ARRANGti4Ei\¡TS, ti,icLUDilÌG rHE p0sstEtLtry THAT Ti.rty

- _ tÏrJuLu, iit. _CALLEÐ_ UPOII-ONLY -IfI THi C IRCUi4STANCES OF PARA6¡?APH 21(C).
TIiE FOi?M OF RTC IPROCAL ACCESS IJOULD DEPE}ID OIi THE NATUi?T OF THE
0ÐLlGATl0N AccEPTED. Ntc0LETcF0uLOS sAlD TilAT HE !.J0uLD N0T ,rrANT

Tû ,¡R lrE lf¡T0 THE DEc ts t0N TriAT pA¡ìALLEL cRÉt lT ARÍìANGEtTENTS couLD
JNLY IÊ ACTIVATÊD IN THE CASE CF PARAGRAPH 21(C). HE T:.i.JUGHf i,1Y

suGGtsT I 0N 'JAS ALS0 I trc0tts TsTE NT v¡ rTH THt sEc0t¡D sENTEticE 0F pARA

ó UF ÛINI IS SIJI'ìMARY. I SAID THAi TI.IE FIRST 9EilTEr.¡CE HAS LESS CLiAi?.
Tht F0Riri 0F RELATtút¡S'rilP c0uLD 0NLy BE FuRTHER c0r,iSTDERED tfl THE
L IGHT OF REACT IONS FROl4 THE BOARÐ AI¡g POTEIJT I ÀL PARALLEL LEIiDERS .
BUT I AGREED THAT IT \.JOULO NEÊD TO tsE FUf?THEi? CCI.iS IDERED IT¡ G1C.

ASSOC I ATE riËilIEERSH IP

9. REFEIìRIi'{G TO St.JITzERLAND, I SÀID THAT THERE WAS OEVIOUSLY A

FUIiDAMENTAL DISTINCTIOI¡ EET\iTTN I,1Ei'iBEí?S Ai\D IIOI¡-I.1EM8EñS AI.ID THAT THE
POSSII]ILITY OF RETAIIiI¡IG ASSOCIATE MEMSERSHIP AS A DISTINCT
CATEGORY SHOULD BE KEPT OPEN AT THIS STAGE. JÙYCE (CANADA TTC)
CONCURRË0. SCHNE IÐER ASKEI \IHETHER IF Ti-IE gTATUS OF ASSOC IATT
GAts I4EI.ìUER I'iERE i4ERGTÐ þ IIH THAT OF PARALLEL CRIDITOR TH IS !JOULD
ÞìEAN Ti-IAT PARALLEL LEITDERS lllOULD HAVE THE SÂI1T STATUS AS SI,I IT¿ERLAIID.

I¡lc0Ltr0POuL0s, lti A LATER REpLy, sAtD HE DtD tioT KNotv r,JäÊTHErì THE
sl'ilss 'rAirfÊD PAÊALLEL Ltf¡DER srATus: pARTlc tpAñTs i.ilGHT ìi,llsH
T0 CcNSIÛER Tl'iE P0ltlT. PARALLIL CREÐlT0R STATUS iiAS S0t4ETHnic NEu
TO TIiE ûAË À¡iÛ iI¡TIiIELY DIFFTÍìEI\.]T. \.IHETItTR S\,JITZTh-LA}iD
riAi) Pr\Rll ll:l l-?FnrTôo er^rrrô ,,?\,,r F ¡Ê-r^?, v,\ v, A r ve iruùL! lir r Ëu l !inE tnLii li1 A t uuul.i llly
cüutt' ilË SRiluGä1 tNT0 T'dE iìtF tr,iANc ti'¡c 0F A cRtÐtr i.ilTHDRÂ\{AL 3y
A PÅRALLLÊL LENDT'ì.

;ì I lì I i-ìUlì C0i1i4 I Ti'iEflT

r:. SËVEiìAL ÛINÊCTUÍ?S AgKi:I II¡NEîÌ'1E3 ÍIJT ÛPPORTUIiIiY SHOULI ?.8
TA/.¡il Tu Ii¡cÊËASi ïiri sIzE ùt fr.ii III'ttÌ:1ui.l ûÀii cii:fìtrlaEi¡T.
i!ICOL'iTSPOULCS SÀIi] TIiAT IT i:IÙULO EE åì'J iÀSY CNAi\IGT TO I,:ÂKE ¡UT
iäi Gli s0 FÀtì iiÄû il0T PFi'-ìP05il tT. lr tiAS SOfttT¡.{ tr,lG itlEy t.lcnrCÙIISILìErì. CCI,¡F¡ÐEI,{T¡AL-å. /ENN,¿|
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t1. sEvERAL G13 DtRECT0Fg (pRtNctPAÈLY LASI('c., Hl'RAO (JAPAN), JCYcE))
.VJAï{TEÐ TO HAVE IT SPEC IF IE D THAT THE FUI¡Ð SH'OULD i4AKE É ARLY

rìEPAYNENT T0 THE GAts lF '1 PARTTC IPANT, HAV lÌiG DR.A'l'r1'¡ ITS

RESEIìVE TRAI'¡CItE, IfJEI'¡T ON TO iìÊCOI'¡ST ITUTE IT, UhETHER. BY A

R¿PUiìCHASE 0R BY A FUI¡D USÉ OF THE fìELEVANT CURRÉNCv' li IC0LET0P0ULCS

FELÍ TIIAT THIS COULD BE SEST ÐEALT ì'IITH THÍ?OUGH AI¡ AD HOC I

ATTR I BUT IO'X ÊY TiIË EXECUT IVE EOAIìD AT THE T II'18 OF Ai¡ EARLY REPAYÌ4E }IT

¡uT FAILÊ,.0 fC C0Nvll'¡CË LÀSKE.

ACTIVATION CR ITER IA

T2. ALIIOST ÄLL THOSE r¡¡HO SPOI(E CN THE DETAILEÛ ACTIVATION Ci?ITERIA

(PARAGRAPH 21) EXPRESSED A PREFER'E.NCE FoR ALTERNATIVE I oVEx'

ALTERNATIVE ll AÌ¡D, t{¿lTfllì'¡ lT, FCR VERSI0N B 0VER VERSl0t¡ A. lT

\ljAS GÊNERALLY AGREED THAT THI IiE}J PROVISIONS REGARDIi'iG

ACTIVATION FOR THE BENEFIT CF NOI¡'PARTICIPAI¡TS \',IERE TOO IìVìPORTANT

T0 aE LaFT T0 A sEpARATE LETTER oF MEI.IoRANDuùI 0F uNDEIìSTAND lNõ.

th ;,rù5T CASES , VERS l0l¡ B 'viAg PREFERRED BECAUSE ¡ T BR0UGHT I N

'IEXPECTED REQUESTS'' AND/OR EECAUSE IT SPECIFIED 'IREADILY
AVAILABLE T ' RESOURCES. ERB, HO!.jEVER !(HILE ACCEPTIIIG THE F IRST

P0tNT, QUERTED TliE DESIRABtLITY 0F ll.lcLUDti'lc THE LATTER TEiìi'1

ANÐ WOULD RATHER TAKÊ IT OUT. IN HIS VIEbI TI'tE OUESTIOI'¡

IHETHER THE FUND HAD AVA ILASLE RESOURCES \'IAS BEST LEFT OPEN,

AS IIi VËRSION A. THE QUESTICN OF WHETHER RESOURCES ì''JERE ËXHAUSTED

$OULD 3E OI'iE FOR THE FUND. IT \'JAS II4PORTANT IiOT TÙ PRECLUÐE THAT

THE FUI¡D i4I GHl DEC I DE TO GO TO TIiÊ IIARKET OP SEEK FURTHER B ILATEPAL

OFF IC I AL BCRROW I I¡G.

13. THË STAFF ( HAtsERi.lE IER ) EXPLA I NED THAT RTAÐ ILY AVA ILABLT

RESOURCEg I.1EA}IT CRD I I.¡ARY RESOUh'CES AI¡D TX I ST I NC L I NES OF

CRSD IT BUT NOT GOLD OR FURTHER BORROì,i ING. THE TERI'4 HAD BEEN

IIiCLUDED IU B BECAUSE THE STAFF HAD FELT THAT IIINADEQUACYI' IJAS

A STRONG \.JORÐ. THERÊ I4UST fiOT BE A LEGAL PRESUIqPTION THAT THE FUNDIS

LIQUIÐ ASSETS AND VORKING BALANCES tsE DISPOSTD CF iJEFORE RESOi?T TC

THE EXPAIIDED GAB. ERB AGREED EUT }¡EVERTHELESg FELT A UAS BETTER

0N THIS P0lt¡T, AND C0ULD SUPPoRT lT lF lT WERE U|IDERST0oD THAT

RÊQUESTS INCLUDED EXPECTED REQUESTS'

14. LDC ÐIRECTo.RS (D0N0SÙ (CHILE)) ASKED ì¡JHETHER AN ACTUAL

REQUEST hAS NEEDÊÐ Ii{ ORDER TO IIIITIATE THE PROCEDURE. THE

i,IAI,lAGIi¡G ÐIRECTOR SAID THAT UNDER VERSTOII B THE FTRST SET OF

COi.¡SULTATICNS WITH PAÊTICIPANTS COULD TAKE PLACE iIERELY AFTER

I,IEEDY HEÌ.4BERS HAD APPROACHED TI.IE FUND. (VERS ION A \JAS LESS

TXPL IC ¡T. ) ËUT FORì'IAL ACT IVAT IOI.i IJOULD ONLY BE' :POSS I BLE I'JHEN åII

ACTUAL ftEAUTST 14ATER IAL ISE!. I'iICOLETOPOULOS ADDED THAT THi

ÉUf¡CT l0N cF PARÀGRAPH 2l(C) 'vrAS T0 gPELL 0UT T|18 CCf¡D lT l0r¡S F0R

ACT IV IAT IOIi OF THE SECOND '¡ II¡DOV. TIiE ACTUAL PiìCCEÐURE OF

ACTIVATIOii',IÂS GOVEíìIIED ÊY PARAG|IAPHS 6 ÀND 7 VIi'iICH IlADE

EXPLICIT Ti.iE DISTIi\CTION 3ET\.JEE}I"T}iE SUCCESSIVE STAGES ùF

cùll9uLTAT lCir AliD ACTUÀL ¡RA\r ll¡G. KAFK/r ( 3frAZ tL ) ÀiìCUED THAT

IT SIIOULÛ 3E $TATEi} TXPL IC ITLY ThAT TIIE CCI'ISULTAT ICIi IN

PARAüRAPH Ê1(C), L liiE 3, IIUST IhCLUDE C0i¡S'JLTAT l0N ';lliil Ti.it

-3 -
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i5. LIrC ÜlÊECTÛRS, LEÛ BY KAFKA ANÐ, ¡1CST ¡XTEIISIVELY, !"iALH0TRA

(tr.¡ttA), EXPRÊS'iÊD STÍìCtJG C0liCERri TiiAT THE SASIC QUESTI0I'lS THEY

ilAi iìAt3eD tfi TdE PREV l0US DlSCUSSlotl, ÀliD ritl ICH'i.HE l4ANAGli\!G

DtRgcTcR hAt tilG'r{LIGHTED tTi HIS SUI'IMllìG tJF, HAt N0T YET ßECEtVED A

i?ESp0i,¡gE . Iir t S iiADE THE TASK 0F CCl,liiE l'{T I fiG Otl IHE REi t S ICNS

ÛIFFICULT. THE'NIUS OF TIIË IIATTEiì UAS TiiÉ IDEA Of: SETTIIIG UP ÀiJOTI.tEiI

Füiìi.iì'l T0 ì.iAKE tËClSlCLS rr,i¡ilCrl rrEiìE PRûPERLY T'rìt PiìCVlrlci CF Thã FUlii

ITSÊtF. \.¡HY COULD TOT TiTE SAUÛI SYSTE;4 tsE F'CLLOi;ED Illl TIiICH

PoTIt¡TIAL Lcl¡0Erìs GAVË A Flfiirl lÌ¡lTlÂL C0i.ll4lTilEilf Ai'¡Lj LtFT

JUic¡ìEltTs AË,0uT CALLS T0 lHE ÊXEC"üT lVi BCARÛ , olit \'ili.rcH Ti'iE GtC HAD

ATTER ALL A ilEAVY vOTI¡IG POUËR. A SËPAi?ATE G1C VETO TIAS iIOT IiEEDEÐ

¡EÛÀUSE TH¡,NE i¡ERE ALÍìEADY E}¡OUqH SAFEGU,CßDS. THE P,OARD IlAD SET

CE.ILIi¡GS UI¡ BûiìÍìOì.JII.¡û Ai'ID UAS tsEST PLÀCED TÛ..IU'GE \'/HETHEiì TIìÉIIE

I{AS À .iiiRÉAT TO THE STAts IL I TY OF f I.iE SYSTT14.

THIS .fJÀS À i'lATTËR CF PRICIPLE, I.JOT TO BE SACR IFICED TO COI'IVEIIIEIICE.

iHE SOAiìÐ SiìOULÐ NOT STAIIÐ BEFORE THE JUEGEiIEIiT OF TIìÊ G1O.

ilùNStiLTAT l0rl SETl.rEill TiiE l'1Û ANÛ THE G1C UAS, 0F C0URSE, ÂCCÉPT¡\ÐLE.

t6. S I i,ì I LÅR 'rìtl¡T I i4El¡TS .sjERe EXPnESSEI ÊY 0THErì LDC Ð I rìECT0RS

(YElltZIJELA, Cl'ltf'lA, ûUll'lEA, lN0CtlESlA, lRÀti, ETC).

i7. ER3 ûÀVE Ä TRE}iCHAI'iT iIEPLY. GAB PART IC IPAÑTS hÂD LCI'iG AGO

SÉT UP Å iIUITT LËGITI}iATE FIi¡Ai'¡CII,¡ü Ai''IìAiìGEi"ìEì¡T TC IIELP TiiT

IrJt,il Àt¡J ThEijr5iLVES, Åì\,i TäEY Ì'JEiìE l.lû\'J C0ilSlÐERliiG:XfÉlïDlìiG THIS

FÜ'I THi BEi.EF IT CF IìOit-PÅiIT IÛ IPAlITS. TIIE 30ÀRI HÄ-I TÙ ÜiC IDi
r;htTllE¡i Tu USC THE ÉXTtÌiúED 04ts. lT'TJAS, lti HIS VIE\'i' A PITY

lF THiY CriOSE r';0T TC DC 30.
liIE PROPÛS;.i; ÉXTEì.SIO¡i DID I{OT Pi?ECLUDE CTHEiì OTPtOIiS.

THE SÅUDI AGREEI,lENT I¡AS ¡IOT OPEì]+I.¡DED. THEiìE \.JEÊE COIiDITIOI¡S:

IT APPL IEÛ ÛI¡LY TO Ei.ILARGED ACCESS AND THE SAUC I LOA¡IS 
"'JERE

TËi4P0RARY, WHËREAS HË SÀ\i THE EXTË|,lDED GAE AS A L0t¡G-TERl4 PRÛSPÊCT.

18. THt t'rD SAl0 THAT lT VAS 0UITE 1{0Ri"1AL F0R LiltDEiìS A}lC 30ÍìROiiEíìS

TO ts[ IN COììTACT UHEÌ'I A LII.¡E OF CRE!IT IiAS ACTIVÀTEÐ. IT \.IÂS

r,ATUiìAL THAT TïlE G10 Sli0ULD þ/lSH T0 RESEiIVE SCi"lt P0\,iER 0F DEClSlCll

ÜVER DíiAVJII¡GS. THE KEY THING WAS THAT THE GlO HAI AÛI¡EGATID

iECIS ION-i.lAKI}iG REgPCI,¡SIBILITY CI¡ INDIV IDUAL ÍìEQUESTS. THEY HAg

;IEi¡ ASSOLUTELY CLEAR ON TH IS. THE QUEST IÙIì I.IÛ\'J I.JAS \,IHETHE¡ 1¡t FLIIiD

",JAIiTEÛ 
TO ACCEPT THE OPEilti¡G UP OF THIS NEU PÛIìL CF RESOUNCES.

(ÅFK¡i SAIÛ TiìAT HE CÙULÛ IICT ÛISAGREE'/ITi.i Éi?3 BUT IF TIlERE UEh-i

ùi iìU I I¡TLY r\ 'IJ ISH TÙ PURSUi -CTHËR IJPT IONS PÊRilÅPS IT \IOULD '-IT AII

ÄpPiìiPR lÅT[, ;ìùij¡itiT ï0 G IVE Tht i43 g lî'IULTANECUS .AUTIICP ITY Ti l¡i lT I ATi

ÙiJRíìC'1¡JING Ii'¡ lTII PIiIVATE i'iARKTT. i4ALHCTfìA SAID ThAT TiIÉPE i'JÀS

'it.¡ EFFÊCT IVE ALT[NIiÀT IVE EXCEPT ûO Ii¡G TO THT )¡AIìKET.

1). THT I.DC ;IRECTùRS ALSO ÑAISEI ÀGÀITi TiIEIR IASIC COIìCEíìI..S

TrIAT Thi i;[,; ÀF:iAhiG-c.ì'r¿LT ;¡0ULi ;I t lgCR li'l1ìiÅTi?Y ÀfjÛ THAT T:-ii

íjlSTli,¡CTl'Ji¡ þËT!,ELit PAiìTlC lPÀf¡TS Åtll PAiiALLiL Lil¡DEPS \,rAS

li¡V I t l0US. D lSCiì l¡ill¡AT l0¡¡ :Rle E úiCÅtJSE FUil--r f iËilBEilS i¡li0 );['ìE
i.üT PAùTlClPAiiTS 0R PAÍìÅLLÊL iiìeilî3ÎS l'r0ULÐ iit i\:Lt TÛ iilAti ÛUT
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chLY CiI COI.¡ÐITIONAL TERùiS (KÀFKA). SIIOULD IT iiE POSgIËLE FOR

POTENTIAL LENDERS UILLIf'tc TO LEI'ID ON,THE S¡iiE TER¡4S TO BE

ÛE|¡lË'tP¡\RALLELSTÂTuSBYPARTIcIPÀ|ìTS?GlcDtiìEcT0RsiìESP01|lÐE'
THAT ACCESS TO FUNÐ iESOUNCES \IOULD RÊI'1A II'¡ IVI ILAStE TO ALL

ì4EI.1I'ERS OI{ UIi IFORi4 TER14S AI'i¡ '''JÙULÐ NOf DEPEIID ON T}IE

AVÀ ILÅ! I L I TY OF GAE F I ùiAì¡C IîIâ.

PÀiìALLEL CÊ'¿¡ IT

¿'\].ùlAitYDlRËcTcRgRAlS-êÛT|18ûUEsTt0N0FTHÉl¡lPLlcATl0$lS
úF ûAõ E'xTt'liSl0N F0R 0ThÌÉR PcTEIiTIAL LEìlDEas. Tt1Ë;lE ''.J43 c0NSIcERAELE

DlStUSSl0i,¡0FTHE'STATUS0FPAÍìALLELcREÐlfoÊS,ANÛ"IHENATUnE0F
THE LIIiKS BETI'JEEN PARALLEL LËilTJING AND LEì{ÐINC \HROUGH THE

EXPAT'¡DEË|GAÊ.lThJAscLE'ÀRF,Ê0l4Nlc0LET0P0uL0s'9RÊSP0NSETIIATTHE
STAFFAfTAcHI|.iPoRTANcET0fHEl,¡0TlollTHATALTH0UûHTHE'TEiì11SAl:D
COiiÐ ITIONS OF PARALLEL CíìED IT ARRAN6E14ÉNTS COULÛ D IFFER ' THEY

.,lOULÐEËFÀlÍìLYSIMILART0TH0SËuNDE,iìTHËGABSEc0NÐv¡ll.¡0011,

Al¡DlHATTHERE\{0ULDËEco}ISIDERAÐLEREclPR0c¡TY0FRtGHTSAtID-
ÙELtüÀTI0NSBET\.IEE'NGABPARTIcIPANTSANDPARÀLLÉLcREDlToRS.
li,¡ PAfiTICULÀrì, ACTIVATION 0F PARALLEL LENDING 0F CREÐlT

ShiOULjtsÉCL0SELYLINKED\.JlTì"ltABAcTlvATlÛl.l'IFS0,HETHoUGHT
PARÀLLËL LEiiUERS \.]OULÛ HAVE TO BE Ii.IVCILVED III THi DEÛTSiOIi-I\iAK II'iü

PR0cgSS.THEKINÛ0FREPfì0clTYREFEiìRiDT0INPAÊf{.60iT11E
D rN r 0uTL rNE r,r0uL! BE Ati ATTRAcT I vE lì'iDucEt'iËiiT T0 PARALLEL

CREDITtiì3.HEALSoDlDl.{0TFAvcURGIVINGPARTIcIPANTSAtI
jUTíìîGliTvÉT00vÊiìADi.,llSSt0Ì.loFPAiìALLt'LctìEDtT0RS,ALTHcUGH

fl..[iìECtULLigËcÛNSULTATlOti.itlcoLEToP0uL0S|ItvERTHELESSSTRESSED

THATTTìESE\.JÉREMATTERSF0RNEG0TIATIct.¡Aì'lDcÛULDiIcTBE
PiI ÊEì..iPTE D AT TH I S STAGE .

CONCLtJS l0N

2I.THEI,IDDlDNoTATTEì,lPTAFULLSuMl4tl'lGUP.HÊSAlDÏhiÉBALL
UAS NO'I¡I IN THE GlO COURT ' THE STAFF }¡OULD ALSO ÐO SOME

iìE.ijRAFTlf¡GT0IlEETTHÉP0INTSRAISED'lNPARA21',DlRÉcT0iìsf{AÐ
cLÊARLYPREFTRREDALTERNATIvETAÌ.¡DHETHoUGHTTHISþlASiìlGHT.
*tTHnt THtS, VERSt0N B HAD BËEN GENERALLY PREFtRRID' EXCEPT

THÀTt,REÀDlLYAvAlLAELEttSltÛULDÉlTl{ERBEREDRAFTãD,0RELsE
0;.4tTTËD,v¡tTHS0I"lEEXPLANAî101,|INTHEcoMMgNTARYTHAfI'lt'¡ADEQUAcY'l
ÐlÛfl0Tlí.IPLYTHATRESoURcESI"IUSTBÊExHAuSTÊÐFIRST.0NKAFKA'S
P0lt{TABoUT},lARKETBoRROvllNG'HE5ÀIDfHATIFTHEcABDIÐl¡07
PR0vEAsuSABLEASEìlVlSACËD,ÀIiDTHEFUNDt¡E¿ÐE¡T0REPLEIIISH
lfslìts0URcES'ì,,¡EH0ULDHAvET0c0NTEt,IPLATE,ALLP{JSSlStLlTlEs0F
St,,PPLÉr4E'NTARYEofìR0ì¿ÚltiG.MAiìKE'T.ùoRR0v¡tl,¡Gl.JAStl{EP0SSlBlLlTY
IIH ICH THE 9f AFF }iAD lJEEN ACTIVELY COIIS IÐER ING'

hI hAD i'¡OT YET HAD TO RESORT TO IT BECAUSE IT IIÀÐ ÌiOf tsEE}ì

TtECESS¡iìYA|¡DTH-c'i]0ARDANDTHEIîiTeRlî4c01"ìl,ltTTriHAD
IiiSISTEDTHATTHÊPoSSlBlLtTlES0FoFFlctALStRRcHlì¡GSHoULD
íJaIXFlÀUSTEÚFIRST.gUTIFTþiATß0UTÉ\iASBL0cKEDÀi.¡Ð
îllEl?Ë',',iAsSTlLLS0}lEUliUSÊDÀuTH0iìtTY\¡lTHlliThEgcnRc\ll|jG
ûUlLtLIfiES,li[\.j0ULi,yìAr'iPiìÉClSiÙPERATl0l.lALP,QL}?CSÀLST0EtiASLE
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22. THË¡ìË HAS liEEll îi0 0PPCRTUIiITY F0R ANY FUrìTHER TALF

i,,r* ,, ti'tATALLAH gEFotìE il ls ÐEPARTURE T0DAY '

23.FCOF'LEASEADVAi'¡CEfOLITTLER'LAVELLE(TRT'ASURY)'GILCHRIST
(lìANK 0F E|¡GLAI'¡D) AN! APPLTYARÛ (ERD) '

;it'¡Sgt¡ (ADVANCED AS REQUESTEDI

)

i,fHeFU'.\DlSFlNAticlAL0PEIìATloriST0C0tiTlNtJÊþllflllÌiTHE
i ;;;rr;;-or rur¡o LEìiDrrr. pùLrcrEs.0r{ \,*'rÊrri'F rHts s*cuLÐ 3t

i srri,iEH0t/ L l$IKED T0 THE ûA3 DEC lS l0N , HE \',jouLo gE VERY HAPPY TC D0

i SO SItiCE, IT i4IüHT HAVE BEEII'ïIISE TO HAVE GONE TO THE ì1ANKET ËÀRLIEíì'

i-
li.JTÅLTHoUC,irTil.tSTAFFl¡EfìÉVËRYoPETIToTHEIDtÀ0Fi'lAiìKET
I 30iiiìc\,¡il¡û, tT ,,,¡AS i¡of yEi THt. fiol'.'lENT. THE T lillliG ShcuLD 3E

i nutûEil By pRAcr.tcAL coî'rsttE.PATt0t'is 0F îHE FUI¡Û'S LlQtjtDlTY POslTlùN'

H ONGlNR,I
ÊRù Cô lr lEs 1o t-

Þùtapel áDDß6ssGÊS

6
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January 6' 1983R.G. Lavel-le Esq

IIM Treasury
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a

=D€øJ Q'q''
TMF ¡ A3RAI{GB{ET\TTS TO BORROTf

We sent a long telegram last níght (teLno 7 of January 5)
reporting the discussion yesterday of the draft GAB agreement prepared
by the Staff. I hope thÍs r¡iIl have been helpful- to you in preparatÍon
fãr your journey to Rlyadh as r¡el-l as in briefing for the meetings of
G10 beputies and Mlnisters Later this nonth. It may, hourever, be

worthwhil-e to let you have some nore general refl-ectÍons oo this dís-
cussion and the prevfous Board discussion on December L7.

Z, lte have been consíderabLy harnpered by the f act Uhat the conclu-
sions transmltted by DínÍ to the ManagÍng Director of the GLo oeeting
on December 10 did not fuLþconform to the understandlng of the outcome

taken away by the IIK partf.eípants ín that meeting. Thís is always the
risk when the Chai:man prepares a sutmary of conclusiolls oll his own

authority, but I think it Ís essentÍal that agreed concLusions are
reached at the meetíngs later thÍs month.

3. The tr¿o maín areas of dif ficul-ty were the extent to Ì^7hich Ëhe

revÍsion of the GAB should be tegarded as tempofaÏy or permanent; and

the access by potentiaL paral-J-eJ- Lenders to GAB resources. On ühe

Latter point, it r"" very helpful that we had the opportunity of a

further exchange of telegr¿rms o\¡er the Ne$l Year hoLiday before
yesterdayrs meeting. The l-iae suggested in your telno L of January
4 was one which was jusL sustaÍnable t¡ithout provoking open dísagree-
ment by other GLO Directors in the Board. At a G5 DÍrectors ùieeting
before that tel-egram arrived, I had asked Erb whether he feLt that
païa. 6 of Dinits sumary had represented a genuine consensus âInong

Ln" CfO DepurÍes. IIe safd that he himself had thought that Ít fairly
represented the concLusÍon of the Deputiest,l4eetlng, but he acknowledged
that oËhers could perhaps harre come away thinkÍng differentLy. After
I received your telegrarn, I spoke to Erb and Laske agaín, and traded
my support ior some of theÍr othef technÍeaL P9.ln'ts for an understanding
tLat tfrey would noË geË Ínto an argurtrenË wÍth me on thís one. As you

wilL see from para. 8 of my teLno 7, I was opposed by Nlcoletopoulos,
who seems to have cast hf.mseLf as the guardlan of Dinirs conclusions

/as though they were
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as though they were hoJ-y writ, but I was able eventuall.y to leave the
maLter on the basis that it would need further consideration in the
GLO. Iloqrever, unless, you have been able to make further pTogress on
thís point in Riyadh, the fact remains ùhat the SaudÍ and other potentiaL
para11el Lenders wiLl- have drawn Ëhe ímpression from Dinlrs concLusions
and the Staff paper that they wouLd have access to the GAB for reserve
Ëranche drawings. If you want to turn thÍs around, it wíLL be necessary
to get cLear support ín the forthcomÍng G10 meetÍngs.

4. As regards the permanence or otherwlse of the nerü arrangenents'
my suggestíon in the dfscussfon on Decenber 17' that GAB Lending for
the benefÍt of non-partlclpants would make onLy one "trip" (para. 7

of your tel-no 242), was jr:mped on by a number of Gl-0 Directors, íncJ-uding
Erb, and rebutted by Ëhe Managíng Director on the basis that para. 7 of.

Díní t s surmaly onJ-y referred to a revien¡ and díd not conËain any
presumptfon that the nen arrangenents would be phased out. Erb has
exp}aíned to me that Ëhe US attitude has been dÍctated essentfally by
congressional considerations. The Ameríeans feel that it is only worth
going Ëo Congress for a pernanent, aTrangement, and not for one whlch
would requÍre another congressÍonal approval if lt needed to be rene¡ved Ín 5

yearê ! tírne. In the discussíon on January 5, Laske and I argued that
ihe need for continuation of the second r.rindow shouLd. be specifically
addressed in the revíer¡. Dallara (wtro, by then, had repLaced Erb) argued
that there $ras no need to deaL r^rfLh this Ín the declsÍon because a revier,s
of the GAB wouLd cJ-earJ-y cover all aspects of the matter¡ he díd not
$rant to introduce any ioplication of Ëemporariness. NicoLetopoulos thought
that Ëhe point nade ty Lãske and mysel-f was trnot the preponderance of vierstt
fn the Deputies meetÍng. IlaberoeÍer suggested that it seemed a bit
ungenerous since it Ínplfed that Ëhe revÍernr wouLd be speeÍfíea1Ly directed
Ëo díscont,inuation. Laske and I did, however, put our view on the record
again later in the díscussion. I have since heard that the Managfng Dírector
shares the Staff view, feelÍng that as a purpose of the exercíse ís to
buiLd confidence, \i¡e shouLd not undermlne it by suggesting thaË it míght
noË continue; and he does not feel that Ëhe exehanges in the Board justif"v
a change in the drafting at thfs stage. Our view is however cl-early on

the record, as wellas,DáJtaúáls obser:r¡aËion that all aspects of the decísíon
woul-d be covered by the review. If you hTant to get nore thaÊ this ' iË
wilL be necessary to enlist ûore support at the GLO meetingsr but you
may have dífficuLty with the A¡nerfcans on thÍs point.

5. There Ì¡rere a f ew teehnicaL points whíeh r.rere excluded from my

tel-no 7 in order to keep the telegran of manageable length. lfe wíLL
send these separately bY bag.

L/^- o'+:'es' ,
L

John Anson

Mt, R.H, Gil-christ (.8 of E)
Mr. L.v. Appleyard (FCo) nnn¡Hf!ËillTlAff

cc:
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GROUP OF TEN CONFIDENTIAL

Meeting of Ministers and Governors
of the GrouP of Ten

CenËre de Confãrences Internationales
19, avenue Kl-eber, Paris

Tuesday, January L8' L983, 10:30 a.m.

AGENDA*

L. Approval of the Agenda

2, worLd Economic Outlook in Light of LatesÈ OECD Forecasts
and the Discussions of l{orking Party No. 3 (I^lP 3)

3 Enlargement and Revision of the General Arrangements
to Borrow

Issues Relating to the Eighth General Revision of Quotas
of the International Monetary Fund (Size, Distribution,
Subseription, Timetable)

Other Issues

Press Comuniqu-e

4

5

6

* As set out in Chairmants teLex of January 7, L983.



CROUPE DES DIX CONFIDENTIEL

Réunion des Minístres et des Gouverneurs
du Groupe des Dix

Centre de Conf6rences Internat,ionales
19, evenue KLãber, Paris

Mardi, L8 janvier 1983, 10h30

ORDRE DU JOUR*

1. Adoption de lrordre du jour

Perspectives 6conomiques mondiales à la lumière des
dernières pr6visions de LIOCDE et des discussions du
Groupe de Travail No. 3 (l^lP 3)

AugmenÈatíon et modification des Accords Gãnéraux
d rEuprunt

4 Questíons 1i-ees ã 1a ttuitiène R-evision Gén6ra1e des
Quotes-Parts du Fonds Mon-etaire InËernational (tai1Le,
repartition, souscription, calendrier)

Autres questions éventuelles5

6, Connnuniguê de presse

2,

3

* Conformäent au telex du Pr-esident du 7 janvíer L983.
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January 7, 1983

To: Members of the Executive Board

From: The Secretary

SubJect: Draft Report to the Interim Commlttee on the Elghth
General Revlew of Quotas

The attached draft of ¡he report to Che Interin ConmlÈtee on
the Eighth General Revlew of Quotas hae been revLsed ln the light of the
dfscusslon at Executive Board Meeting 83/3 on Janr:ary 4, 1983, and has
been scheduled for discussion on I{ednesday, Januaty L2, 1983.

AËE: ( 1)

Other Dlstribution:
Department Heads

FOR,

AGENDA





DRATT

INTERNATIONAT MONETARY FUND

'âêrtt{va Rner¡l fr nnitteê of theReport of the ExecuËlve Board to the Interim Co

Board of Governors on the Internatlonal ÈfoneEaly Systen on
rhe Elshth General Revlew of Quotas

January 7, 1983

I. Introductlon

1. The conmunlque of the Interln ConrnLttee, lssued after its 19th

meeÈing held |n Toronto, Canada in Septenber 1982' stated that:

"There was widespread support in the conmlttee on the urgent
need for a substantlal increase ln quotas under the Elghth
General Review. The Conmittee relEerated its view that quoËas

must renain the prlnary source of ffnancial resourcee for the
Fundts operatfons and that, therefore, the Revlew should resuLË
in an Lncrease in quoËas that would be large enough to enable
the Fund to perforn Lts functlons ln an effective rnanner Ln the
1980s. The Comnittee also reiterated lts vlew Ëhat the occasion
of an enlargement of the Fund under the Etghth General Review
should be used to brlng the quotas of members more !n line wlth
thelr relative posltLone in the world economy, taking account of
the case for naintalning a proper balance between the different
groups of countries. The Connlttee also asked the Executive
Board to assees the adequacy of existing arrangements to deaL
with najor strains ln the internatlonal fLnanclal systen.

The Conmittee urged the Executlve Board to pursue its work
on the issues of the Revlew as a matter of hlgh prlority, so

that the renainÍng Lseues on the size and distrfbution of the
quota lncrease could be resolved by the time of the Comnitteets
next meeting in APril 1983."

z. In view of the possibl-e advance in Lhe timlng of the next

meetlng of the Interim CommitËee to early February 1983' and also

taklng into account Èhe vlews orpressed by the Interim Committee on

the Eighth General Review of Quotas at 1Ës last neetíng, the Executive

Board has gLven urgent consÍderatLon to the main issues relatfng to the

Eighth General Review of Quotas. As requested by the Interim Committee

the Executive Board has also made an assessment of "the adequacy of
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existlng arrangements to deal with rnaJor strains ln the fnternatfonal

flnancial systen."

3. In fts assessment of the adequacy cf existing arrangements, the

Executíve Board consldered an extensLon and enlargement of the Fundrs

existfng standing borrowl-ng arrangements (the General Arrangement,s t,o

Borror¡). In view of the strains in the lnternatÍonal monetary situation,

the Executive Board conslders that a najor extension and enlargement of

the standing borrowing arrangements would be useful" to provide the Fund

v¡'Ith additional resources needed to meet contingencíes arislng fron

excepÈ1onal fncreases in demand on the Fundts resources.

4. As regards the Elghth General Review of Quotas, it ls agreed that

quotas must provide the prinary source for Ëhe Fundrs financÍng, and

the Executive Board has consfdered (i) the slze of the overall lncrease

in quotasi (1i) the dlstrlbution of the overall increase, including

the position of countries wlth very small quot,as in the Fund; and

(iii) the mode of pa¡rment for Ëhe Lncrease in quotas. The range of

views of Executive DLrectors on these main issues has greatJ-y narrowed

since Ehe last meecing of the Conmittee. As outllned below, some dif-

ferences rer¡ain among t,he Executive Directors. The principaL elements

of an agreement are nors availabLe for Ëhe Interim CommitÈee to resolve

the remaining lssues and provide an early conclusion of the Eighth

General Review.

II. Size of the Overall Increase

5. The Executlve Directors agree that the overall increase in quoËas

shouLd be of a sLze thaÈ would enable the Fund to deal effectlveLy
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wlth Ehe problems of fLnanclng and adJustnent that are wlthln it's

coûpetence and are l-ikely to be encountered ln Èhe 1980s. Iû

partlcular, the fncreaee in quotas should acconmodate the ltkely needs

for Fund reaources fn Ëhe 1-980s, and borrowing by the Fund, whlch nay

be resorted to temporarlJ.y, or Ln exceptlonal clrcumstaûces' shouLd not

be a regul-ar feature of lte operatÍoûs. Many Directors are of Èhe view

that so¡[e of the issues reLatl.ng to the dlstributl-on of quotas, and fn

particular the slze of the adJustment 1n quota shares to beËter reflect

relatLve econom{c posiËiong of members, would be more readlly resolved

if the sfze of the overall lncrease in quoËas were larger rather than

smaller.

6. In theLr discusslon on the likely need by members for Fund resource8

durlng the 1980s, tost Directors are of the vlew that the need for

Fund support of memberst balance of payments adjustment, progråms cannot

be expecËed to dininish appreciabLy tn the years ahead, especfally ln the

light of uncertaintLes and difftcultles in the flnancLal system that

are, inter alLa, assoclated wlËh the servLcirrg of international debt

and related capLtal flows. These Dlrectors believe thaE the Íncrease

ln quotas under the Eighth General Review needs to be sufficlently

large for the Fund Èo finance an appropriate level of access to lts

resources to promote adjustmenÈ. Some DLrectors hold the vie¡s that

the size of Ehe payments imbaLances t,hat would requlre condl-tional

flnancing can be expected to dininlsh later in the decade, implying a

lesser need for the use of Fund resources.

7, In the llght of Ehese conslderat,ions, DirecEorsr views on Ehe slze

of the overall increase, wtrlch have narrowed considerably since the
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last meeting of Èhe Co¡rmittee, may be sunnarfzed as followsr Most

Directors believe that an approximate doubLlng of the Fundrs quotas,

from the present total of SDR 61.1 b1ll1on ro SDR 125 billlon, would

be approprlate. Some of these Directors are of the view that more

than a doubLlng of present quotas ls needed. A few Dlrectors believe

that an increase in quotas of 50 per cent to the order of SDR 90 bil-

l1on ls a minimum. But, in the course of discussfon, most Directors

have lndlcated Ëhat an lncrease Ln Fund quotas to SDR l-00 billion

would be acceptable. Ilowever, the view is also held that an increase

Ln quotas to SDR 85 billfon would suffice.

8. A number of Dlrectors belfeve that if the total of Fund quotas

fel1 tn the range of SDR 100-125 bÍ1l1on, or less, the Lnten¡al

betrveen the end of this Revierr and the next (Nlnth) GeneraL Review of

Quotas should be shortened Eo Less than the maximum perlod of five years.

The vLew is also put for!¡ard that Ëhe acceleratfon 1n the tinetable

for cmpletlng the Etghth General Revfew can be expected to result in

the new quotas com:ing lnto effect in earLy 1984, rather than late 1985,

with the result that the normal perlod for the start of the no<t revÍew

of quotas would be effectlvely advanced.

III. DistribuËÍon of Overall- Increase

9. In their discusslon of the distrfbutlon of the overall increase in

quotas, the ExecutLve Directors are gufded by the vie¡s of the Interin

Conmittee that the overall increase ln quotas under the Eighth Review

should be used to bring the quotas of lndivldual members more in line

wlth their relatlve posltlons in the worLd (àconomy. Directors are also
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of the vl-ew that the distrfbuEion of the increase ln quoÈas should not

resùlt in'abrupt changes in guota st¡ares and that aLL nembers should

receive a meaningful increase in quotas. Furthermore, DirecËors agree

thag Lhe method to be used to dlstribute Ëhe lncrease in quotas will

apply unlfornly to all" members.

10. The quota cal-cuLations used for the purposes of this Review have

been based on the revised quota fotmulas agreed by the ExecuËive

Board in AugusÈ L982. In its last Report to Ehe Interin Comnittee on

Ehe Eighth General Revler¡, Ehe ExecutÍve Board noted Ehat, "Ifhilst

accepting the agreed quota calculations as reasonable indicators of

the relative economlc positions of countries in the world eeonomy'

some Executlve Directors are of the view that Chey do not provfde a

wholLy satisfactory ûeasure of relat,lve economic positions. Il is

understood that the ehanges that have been made do not preclude further

approprlate ehanges !n connecÈion wlth future reviews."

11. The Executive Board consldered dtfferenE nethods that couLd be

used to dlstrlbute increases in quotas, Laking into account Ehe various

alms noÈed in paragraph 9 above. After long dellberatlon, the Executive

Board agrees Èhat a part or all of the overalL increase should be distr-

buted on the basís of each memberrs share 1n the total of calculated

quotas. This meÈhod directly reflects membersr relaËive economic

posltions, as measured by Èhe calculated quotas, in the distribution

of quota increases. In order Èo assure a meaningful lncrease in quotas

for each member, most DirecËors also agree thaË a part of the overall

Lncrease should be used for an equiproportLonal lncrease in quotas--L.ê. ¡

each mernberfs present quota should be lncreased by the same percentage.
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L2. The ExecutÍve DlrecËors have not yet reached a consensus on lhe

proportfon of a given overall quoËa fncrease that should be devoted to

the equlproportloûal Íncrease and the proportl.on that should be devoted

to effectlng seJ-ective lncreases in quotae. The Tables appended to

thls report show iLLustrative alternatfve dfstrlbutions between equl-

proPortional- increases and selective increases for four sLzes of Fund--

vLz. SDR 85 b1111on, SDR 90 bflllon, SDR 100 billlon and SDR 125

billíon. The lables also sho¡r for each ealculatLon the extent to r¡hlch

quota shares are adJusted toward shares in calculated quotas and the

distributlon of shares ln the Fund between the najor groups of countries,

which have been cLasslfied as ln rFs. 1/ For ease of reference, the

lndivldual quota calculatlons Ehat are sunnarized in the Appendix are

shown in a separate document which is círculat,ed concurrently.

13. A few Executfve DfrecËors stress Èhat in vl.ew of the large and

growlng dífferences for many members bet¡¡een thelr shares in present and

in calcul-ated quot,as, lt would be appropriaËe to dlst,ribute the entire

increase in quotas ln the form of seLecËive adjustnents. This would

inply that there would not, be an equiproportíonal lncrease in quotas.

On the oEher hand, a number of Directors bell_eve that a signÍficant

part, of the order of Ewo thirds to three quart,ers, of Ehe overall

increase 1n quotâs should be dlstributed as an equiproportional increase

in quotas. These Directors stress the need to avoid abrupt changes in

1_ TIFC ¡ c{f{¡a+{an .l-9^¡¡sse¿vr¡ !Þ ^r ^r^^^nÈáÞ-:vr l/r çÞE(lL4Lr l/ur yvÞçÞ J
and it is not intended to have operational signiflcance for the purposes
of the General Review of Quotas.
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Èhe quota shares of nembers and wish to ensure that each member receLves

a ûeanlngful increase Ln lts quota. These'Directors recalL that ln

the last conmunique of the InterÍn Commlttee it was stated that ln

bringing quotas betËer Ínto line wLth relative econonlc posltions,

account shoul-d be taken of "the case for Datntaining a proPer balance

between the dffferent groups of countries." They belleve Èhat a large

equiproportl-onal component would help safeguard the positLon of the

non-oil developlng countries, taken as a grouP. on the other hand,

many Dl-rectors continue to feel that quota f.ncreases should be based

on membersf lndividual posltions and not on the positions of groups of

members. I{owever, between these Èwo views, an intermedlate posltion

is held by other Directors utro feel that 50-70 per cent of the overall

f.ncrease should be devoted to effecting sel-ective lncreases in quotas.

L4. The Executive Board dl.scussed the position in the Fund of the

small quota countries. As regards the very small quota countrLes--i.ê. ¡

Ëhose with quotas that are at Present less than SDR L0 nlllion--nany

Dlrectors feel that on nany grounds the share in the Fund of this

group of countries shouLd be raised slightly, after taklng accounË of

the increase l-n quoËa6 and lts dLstrlbutLon that will be agreed under

the Eighth GeneraL Review. These Dlrectors belleve that in terms of

the l1kely amount of the increase in quotas over the agreed overall

increase, the cost of specJ.al quota adJustnents for these menbers

would be very small. But agalnst this, moet other Directors strongly

hold the view that 1Ë is lmportant to maintain uniformlty of treatment

of members in distrlbuting lncreases ln quotas. They aLso point out
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Ehat a specLal adJustment ln very ena1l quotas couLd result in

theee memberg satisfying thelr needs for Fund resources through use of

facllltfes wtrich do not involve upper tranche conditlonality. some

Execut,lve Dl"rectors suggest that the snall quotas night be Lncreased

8o as to effectlvely doubLe the number of basic votes for such members,

It ls generally felt that such an adJustment ln quotas would result 1n

relatl"vely high quotas for small countries. Some ExecuËLve Directors

put forward Ehe vlew that the lssue of a posgible increase in basic

votes, which would need an amendment to the ArtlcLes, nlght be further

examlned. A few Dlrectors thought lt approprfate to examine the matÈer

of snal-l quotas later, and ln the Light of the f.ncreases ln quotas

thaË are agreed under the Etghth General Revlew, and partlcularly in

the context of any rounding proeedures Ëhat night be adopted as regards

these increases.

IV. Pa¡¡ment for Increases ln Quotas

15. The Executfve Board has dfscussed the mode of paynent for the

lncreases in quotas. The Artlcles of Agreenent provfde that each

member ¡shich consents to an increase i-n quota shall "pay to the Fund

twenty-five per cent of the increase 1n special drawing rights, but

the Board of Governors may prescribe that this payment may be made,

on the same basis for all members, in whole or l-n part in the currencÍes

of other members specifled, !ú-lth their concurrence, by Èhe Fund, or in

the memberrs o¡,¡n currency... The balance of the increase shal 1 be

pald by the nember in its o\{n currency."

16. Almost all Directors agree that twenty-flve per cent of the

increase fn quotas should be paid in reserve assets. Most of Ëhese
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Directors would pr.efer that the reserve asset Payment be ln sDRs. A

reserve asset payment made in SDRs.provides the greatesË enhancement

of the liquidlty of the Fund, improves the Fundfs income posltfon when

Ehe rate of remuneratl.on is lower Ehan the SDR rate, as at present'

and it aLso promotes Èhe use of the SDR 1n Fund oPerations and transac-

tions. Ilowever, approximately one-fifth of the total SDRs allocated

are presently held by the General Department of the Fund and over 60 per

cent are held by the industrfal countrles. Furthennore, approximately

90 members do not have at present suffl.cLent SDRs to Pay to the Fund

25 per cent of an increase in quotas of the order presently discussed.

In Ehese círcumstances, a relaËively large number of members would

need to brry SDRs, perhaps nainly from the Fund 1tseLf, to pay Ëhem to

the Fund. ConsequentLy, many Directors belleve ít may be approprlate

t,o give members an optlon to pay 25 per cent of the increase in quotas

in SDR6 or in the currency of another member prescribed by the Fund,

r,rlth the concurrence of the lssuer. The granti4g of the optlon requires

a decfsion of the Board of Governors taken by a 70 Per cent najority

of the total votíng Power.

L7. Dfrectors recogni.ze that a member may face dlfficuLties in nakíng

its reserve asseË payment and night need to borrow to make the payment

to the Fund. Some of Ëhen belleve that Ln such circumstances members

should not be requLred to pay 25 per cent of the l-ncrease in quotas Ín

reserve assets. Others polnt out that r,¡nder existing decislons a

reserve asset paynent to the Fund either creates a reserve tranche

positfon for a member, or enlarges Ëhe Paylng memberts exLsting reserve

tranche, by an amount equal Eo the reserve asset payûent. Thus, a
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reserve aseet paynent to the Fund reeults onJ.y fn a change ln the

compositlon of a memberrs reserves, and does not represent a net drain

on them. Furthermore, a member can drar¡ on lËe reserve tranche ¡rithout

challenge to fts representation of balance of payments need. DirecÈors

also noted that in the event that ne¡nbers would experlence dlfflculties

in naklng t,he reserve asset payment because they do not hold sufficient

official" forelgn asset,s (SOns and forelgn exchange), arrangements could

be put in place Eo assist such members to engage in very short-term

bridging finance Eo make the palnent to the Fund. rn the light of the

technical assurances that have been provided by the staff regarding the

feasiblllty of such arrangements, Directors agree that nembers that

engage in such arrangements and that need to do so could repay promptly

Ehe reserve assets used in paynent of 25 per cent of the quoEa increase

by drawlng on thelr reserve tranches. Many Directors also feel that the

questlon of an aLlocatlon of SDRs in Ehe fourth baslc period should be

addressed urgently. In this connectlon, wtrilst noting that a decision

to allocate SDRs would facilitate a paymenÈ of 25 per cent of the

quota lncrease in SDRs, these DirecÈors conslder that the decÍsion on

SDR allocations has to be examined on íts own merlEs, which they believe

åre sErong. In the light of Èhese consÍderations, almost all Directors

agree to the payment of. 25 per cent of the quote increase in reserve

asseta on the understanding that the Interin Cornnittee would requesÈ

the Executive Board to review the latest trends in world inflatlon and

liquidity as a matter of urgency, so that conslderation could be given

at the next Annual Meeting as to r¡hether a ne\d allocation of sDRs

rsould be called for at Ehat tine.



Tr ,-e 1. Alternative IllustratLve Distrlbutions of the ^''era11 Increase ln Quotas (Fund of SDR 85 Btll.ton)

(In per cent)

1

Equiproportlonal increase, per cent
of present quota 1/

Apportlonment of overall fncrease fnto
ortl selectlve increases

75 25 0 6 30 7A I
(2) (3) (4) (s) (6) (7) (8)

39. 3 39.3 39.3 39.3 39.3 39.3 39.3

29.4 26.2 19.6 L5.7 l3.l 11 .8

Present
quota

shares
(1)

61 .3

38.7

9.8

7"0

6L.7

38.3

11.1

27.2

13.1

9.4

61.8

38.2

LL.2

27.O

L9.6

L4.1

62.0

38.0

11.4

26.6

23.6

16 .9

62.2

37.8

11.5

26.3

26.2

18. B

62.3

37 .7

11.5

26.2

27 .5

10 2

62.3

37 .7

11.6

26.L

39.3

28.2

62.8

37.2

11.8

25.4

2

3

Overall increase
Of whlch:

Selectfve lncrease, Pêr cent of
of present quota 2/

Adjustrnent eoefficient 3/

Distribution of shares
(oer cent of total)

Industrial countrl"es

Developlng countries
Of whlch;

Major oll-exporting countrles

ldon-oil developlng countrfes

I

P
F

I

10.9

27.8

Lf ltre equiproportlonal inc rease plus the l-ncrease allocated to the menber ¡vlth the lowest ratlo of calculated
to present quota (Lao, P.D.R.) provlde the s¡nallest fncrease, ln per cent of present quota, of 30.4,27.4,2L.5,
18.0, 15.6, 14.5, and 3.8 per cent, respectlvely, in Cols. 2 through 8 ln the table.

2/ The flgure shown ln thls table 1s a welghted average for all members and ls the same as the percentage ratlo of
the aggrega te of selectlve lncreases Èo the total of present quotas. Selectlve increases, by deflnltlon, vary across
members and are allocated 1n absolute terms in accordance wlth membersr shares ln the total of calçulaËed quotas.

1/ This flgure represents the percentage reductlon for each member of the dlfference between its share 1n the
tot"t of present quotas and lts share ln calculated quotas. The adjustment coefflclent ls the same for each uember
and lt measures the degree to whlch quota shares are adjusted to reflect membersr relatLve economic posltlons as

fndlcated by the calculated quotas. The degree of adjustment could also be expressed as a proporËÍon of the maximum

that can be effected, 1.e., lf the entlre overall increase were distrfbuted selectlvely (see footnote 2), ln whfch
case it woulrl be ldentlcal wlth the apportlonment of the overall lncrease lnto selecÈlve lncreases as lndlcated at
the heading of the table.
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Table 2. Alternatlve lllustrative Dlstrlbutions of the Overall Increase 1n Quotas (Fund of SDR 90 Billton)

(In per cent)

Present
quota

shares
(1)

6r .3

38.7

10.9

27.8

75/2s
(z>

11.9

8.0

61.7

38.3

LI.2

27.L

66.7 /33.3
(3)

15.8

10.7

6L.9

38.1

11.3

26.9

s0ls0
(4)

40/ 60
(5)

30170
(7)

o/1oo
(8)

Apportlonr¡ent of overall lncrease into
equip rop ortlonal/selectlve lncreases

33.3166.7',
(6)

I Overall lncrease
Of ¡¡hich:

Selectlve lncrease, pêF cent of
of present quota 2/

Adjus trnenÍ; coeffieíent 3 /

Distributlon of shares
(per cen.t of total)

Industrial countries

Developing countrles
Of which:

Major o1l-export.ing countries

Non-'oi1 developlng countrles

Equlproportional lncrease, per cent
of present quota 1/

47 .5 47 .5 41.5 47.5 47.5 47.5 47.5

3s.6 31 .6 23.7 19.0 15.8 t4.2

2

3

23.7

-LO - -t

62.L

37.9

1r.4

26.4

28.5

19.3

62.3

37.7

tl.5

26.1

31.6

q1 (

62.4

37.6

33.2

22. 5

62.5

37.5

47.5

32.2

63.0

37.0

I

ts
t\)

11.6 11. 7 L2.O

25.9 25.9 25-O

!/ The equlproportlonal increase plus the increase allocated to the member wlth the lowest ratlo of calculated
to present quota (Lao, P.D.R.) provide the snallest fncrease, in per cent of present quota, of 36.7,33.2,26.0,
2L.8,18.9, 17'.5, and 4.6 per cent, respectlvely, ln Cols. 2 through 8 ln the table.

2/ The figure shown ln this table is a welghted average for all rnembers and is the same aa the percentage ratlo of
the aggregate of selective lncreases to the total of presenÈ quotas. Selective lncreases, by deflnltlon, vary across
members and are allocated Ín absolute term6 ln accordance wiÈh urembersf shares ln the total of calculated quotas.

1/ Thls flgure represents the percentage reductlon for each member of the dffference between its share ln the
total of present quotas and lts share in calculated quotas. The adjustment coefficlent 1s the same for each uenber
and Ít measures the degree to which quota shares are adjusted to reflect membersr relative economi.c poslttons as
lndicated by the calculated quotas. The degree of adjustoenÈ could also be expressed as a proportlon of the maxlmum
that can be effected, i.e., 1f the entire overall fncrease were dietrlbuted selecËively (see footnoËe 2), ln whlcir
case 1t would be identical wlt.h the apportionment of the overall lncrease lnto selective lncreases as indicated aÈ
the headlng of the table.
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Ii rle 3. Alternative IllustraÈ1ve Distributlons of thr Þerall Increase ln Quotas (Fund of SDR 100 Billfon)

In r cent)

1 Overall l-ncrease
Of which:

Equlproportlonal increase, per cent
of present quota 1/

Apportlonment of overall lncrease lnto
u ional selectlve lncreases

(2) (3) (4) (s) (6) (7) (8)

63.8 63.8 63.8 63.8 63.8 63.8 63.8

2L.3 L9.2

Present
guota

shares
(1)

6r.3

38.7

10.9

27.8

47.9

1ó.0

o?

61.8

38.2

TL.2

27.O

2L.3

13.0

62.0

38.0

1r .3

26.7

42.6

26.0

62.7

37.3

11.8

25.6

44.7

ot 2

62.7.

37.3

63.8

39 .0

63.4

36.6

42.6 31.9 25.5

Selecttve lncrease, pêr cent of
of present quota 2/

2. AQjushnent coeffícient 3/

3 Dlstributlon of shares
(per cent of total)

Industrial countrles

IÞveloplng countrles
Of ¡shlch:

Major oil-exportlng countries

l.tron-ofl developlng countrÍes

31 .9

10 E

38.3

23.4

62.3 62.5

37 .7 37 .5

11.6 r1.7

26.L 25.8

H
Ol

I

11.8 L2.2

25.4 24.4

equiproportlonal Íncrease plus the lncrease a to the member wlth the lowest ratlo of ca a

to present quota (Lao, P.D.R.) provide the smallest lncrease, in per cent of present quota, of 49.41 44.6, 35.0,
29.3, 25.4, 23.5, and 6.2 per cent, respectively, ln Cols. 2 through 8 1n the Èable

2/ The flgure shown in Èhis table is a welghted average for all members and is the same as the percentage raÈlo of
thã aggregate of selectlve increases to the Èotal of present quotas. Selectlve increases, by deflnltlon, vary across
members and are allocated in absolute terms in accordance wtth memberst shares ln the total of calculated quotas.

1/ This figure represents the percentage reductlon for each member of the difference between lts share in the
toial of present quotas and its share in calculated quotas. The adjustment coefficlent i-s the same for each member

and lt measures the degree to which quota shares are adJusted to reflect memberst relatÍve economic posltions as
indicated by the calculated quotas. The degree of adjustment could also be expressed as a proportÍon of the maximum
thaE can be effected, f.e., lf the entlre overall i-ncrease were distributed selectlvely (see footnote 2), ln whlch
case it would be identlcal with the apportionment of the overall lncrease lnto selectlve increases as lndicated aË

the headlng of the table.
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Table 4

Overall increase
Of whlch:

Alternative Illustrative Distributions of the Overall Increase ln Quotas (Fund of SDR 125 Billlon)

(In per cenÈ)

I

Equiproportional increase, per cent
of present quota 1/

Apportionment of overall f-ncrease lnto
u ortlonal selective Lncreases

7 1
(2) (3) (4) ( s) (6) (7) (8)

104.8 104.8 104.8 104.8 104.8 10.4.8 104.8

78.6 69 -9 52.4 4r.9 34.9 3.L.4

Present
quota

shares
(1)

61 .3

38.7

10. 9

27.8

26.2

1¿. O

62.0

38.0

11.3

26.7

34.9

17 .1

11.5

26.3

69.9

34. 1

73.4

?E O

63.2

36.8

104.8

¿t-1. Z,

64.O

36.0

12.6

23.4

Selective lncrease, p€r cent of
of present quota 2/

2. Adjustment coefficíent 3/

3. Distributton of shares
(per cent of: total)

Industrial c.ountrles

Developlng countrles
Of whlch:

Major oi.l-exporting countries

Non-oil developing countries

52.4 62.9

25.6 30.7

F
5

62.2 62.7 62.9

3 7.8 37 .3 37.r

11 .8

25.6

1r.9

25.2

63.1

36.9

12.0

24.9

L2.T

24.7

The equiproportlonal increase plus the lncrease all ocated to the menber with the lowest ratlo of calculated
to present quota (Lao, P.D.R.) provide the smallest Íncrease, ln per cent of present
48.0, 4L.7,38.6, and 10.2 per cent, respectively, ln Cols. 2 through 8 1n the table.

quoÈa, of 81.1, 73.3,57.5,

2/ The figure shown ln thls table is a weighÈed average for all members and is the same as the percentage ratlo of
the aggregate of selective increases to the total of present quotas. Selective lncreases, by deffnltlon, vary across
members and are allocated in absolute terms in accordance wl-th memberst shares ln the total of calculated quotas.

1/ This flgure represenËs the percentage reductlon for each member of the dlfference between lts share in the
total of presenÈ quotas and 1fs share ln calculated quotas. The adjustment coefficlent ls the saue for each member
and lt measures the degree to whlch quota shares are adjusted Èo reflect rnemberst relatlve economlc positions as
indicaEed by the calculated quotas. The degree of adjustrnent could also be expressed as a proportlon of the maximumthat can be effected, 1.e., if the enÈlre overall fncrease were dlstributed selectlvely (seä fòotnote 2), in whlch
case lt rsould be ldentical with the apportionment of the overall l-ncrease lnto selective Lncreases as lndlcaÈed atthe headlng of the table.
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CONFIDENÎTAL

FROM:
ÐAÎE:

A R H BOTTRILL
11 JAIIUARY 198'

}IR ^A,ÎKÏNSON cc Jr-lerr-
l4r tfttler
l¡1r Lavelle
Mr Carey
l,1r Odllng-Snee
Mr Peretz
Mr TurnbulL
IIr Grahan
lllr Horton

ww/a10 DEplrtrEs/c1o MrNrsrERS, 16-18 JANUARY

fhfs ls to conflrm the briefing arrangements for thls serles of
. meetf.ngs.

h'Pã

2. The Worklng Party wtlI have before it the two papers Left
over from Decenberrs canceLLed ¡neetlng on:

fBalance of payrnents developrnents and posstbLe external
tensionst - CFE t.lPr(BA)g; and

tProspectlve flnanclal fLows to non-o11 developlng coun-
tries and. related pollcy lnpllcations' - CPE vfPr(82)1O.

3, A short paper by the Secretarlat based on the Dece¡nber
Econonlc Outl"ook w111 also apparently be circulated at the meetlng.
I should be grateful 1f Mr Graham would revLve and update the
brleflng prepared ln December. I should also be grateful ff
Mr Peretz and l{r TurnbuJ,l wouLd arrange to Let ne have sone de-
fensfve materlal on recent movenents ln sterl-lng and the reservest
and the lmpll.catfone for UK nonetary pollcy/lnterest rates.

G10 Denutles 1O Ministers

4. The G1O Deputlest agenda ls confined to the GAB and the It¡tr
Quota Revlew. G1O t{lnlsters wfLl- aLso consl,der the world econ-
omlc outlook. The brleflng w1lL need to cover both meetlnga, althougl

CONFIDEI{TIAL





: ¿ x¿rsd:n.- g.þ:

CONFTDENTIAL

Mr Llttler h'111" of course brlef the Chancellor orally on the re-
sults of the Deputlest meeting. We shalL need. tPofnts to Maket
and background notes on each toplc,

GAB

(f) Slze: Deploy the argunents for SDR 2O bil_1ion.

(rr¡ shares: rllustratlve calculatlons for both sDR 15
. btlllon and SÐR 20 blLlion. UK posltÍon.

(ffi) Denomination: SDRs.

(1v) Interest rates: Cost to UK lf, sterlfng used.

(v) Reserve trancte drawings.

(vf ) Swlss status: New menbers - Australta? Á,ustrla?

(v11) Parallel lenders: Saudl attltude.

(v111) Second wlndow: Cond.ltLons for actlvation.

Quota Revlew

(f) Size: G1O vlews. Margln for negotlatlon. US
posltion.

(11) Dlstrlbutlon: Ready reckoners for quota levels of
90, 92, 95, 1OO wlth equlproportlonal/se1ectlve
spllts of 0, 25, 50, 75, 1OO.

(rrr) Access: Not fornaLly on the agenda but perhaps
usefuL to co-ordinate G1O vlews ln ord.er to pree-
ent as united a front as posslbLe at the Interln
Co¡nnittee. Form and eubstance to be offered to
LDCg.

2
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CONFTDEIÛTIAT

(fv) Other cons,lderatlons¡ An l"ncrease ln basfc votes
ls probably ruled outr but some guarantee on con-
stttuences may be needed.

(") SDR allocation: This ls not forrnall-y on the agenda

but both the French and the Saudis have mentloned
it, so the Chancellor may need a G10 steer for the
Interln CornmÍttee.

5. !1r Lavelle f s already prepar:lng a record of the Saudi vlsit
whlch the Chance]lor can presumably use as the basls for hl"s re-
port to G10 colleagues. I shoul-d be grateful lf Mr Atkinson and

Mr Sheridan could take on the rest.

6. In qddttlon to the formaL seseLons, the ChanceÌlor is also
to have bllaterals wlth M. Ðelors and Mr Takeshftar the Japanese

Finance Mlnlster. The obJect of the neetlng wfth M. Delors w111

be to seek an und,erstanding on what the G1O Mlnisters nlght try
to set as thelr negotlatlng stance before the Interin Commlttee.
The meetlng wlth Mr Takeshfta 1s to $¡arn the Japanese not to rock
the boat on dlstrLbutlon.

7. The ChanceLlor nay also have a separate meetlng wlth llr Regan

or u¡j"th G5 colleagues to dlscuss world econonic developments andt
particularly, the U$. Mr Grahan ls preparing a brief on the former
and l¡lr Horton one on the latter.

8. Ffnally, I should be grateful lf Mr C¿re! would consider
whether there fs any materlal" the ChanceLlor shouLd have on debt
problens.

9. I should be grateful for contributlons by lunchtlne on

Thursday, 13 January.

A'¿'t\-
rt
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ioLLoi{lNG FoR DlNl (CHAIRMAN OF GIO DEPUTIES}r
sANK 0F I TALYi ROI4E

F ROM ¡ L I TTI-ER (T REASU Fl ' LONDO$| )

:CPIE5 TO:

r G.J IoT, MlNl5TRY. 0F FlNANCE,,3Rus5El.jlt,3.FLGl9y..^.
i i DRABüÉ} DEPARTþIENT 0r- r!ryAryqF,, 

-.!TToWA' -çANA?å
KRXD{E M CAMDESS¡IS, rúlhllSTRY OF ECO}{OMY AND FII\IANICE' PARIS' FRANCE

H ,E ITMÉYER, M lN ISTRY 0l rlNANcE, 39!!!t "¡'t æ'Rf4ANY
F SACCOI'1Af.INÏ. SANK OF ITALY. ROME, ITALY
K ,/ATANAJE, MINISTRY 0F llNAt€E, I0[YO! !ÔPAI..-
RXSRXEKEEX' P KORTEWEG, MINISTRY' 0F FINAI\¡CE, IlE. FIAG'JE

..j Lui\Dr r'rir,¡¡5TRY 0F ECgNgMlC5, sTocKHgLM' SryEDEN

A i:- uoE¡-rivt s, 3ANK 0F ENCd-AND, _ 
31 t-f t lNi ,,i Spr lNKELr US TREASURY, 't'/AsHlNGT0N, IJSA

+fe*+*wp0s5 I 3LE SAUDI RELATI0I\SH I P ¡J ITH ENLARæD GAB

lN'JU,Ì )lSCUSSl0illS Ntr-XT rVEEK ¡lE t/lLL NEED T0 COII5¡DER TOGËTiIER lN
JU"1E DETAIL THE FORM THE INVOLVEMENT OF OTHERS '/ITH AN ENI-ARGED

GÀ3 MIGHT TAr.Ër PR03A3LY FALLING 5H0RT 0F FULL MEMBERSHI'P'

2. DURIIIG THE CHAT\C,ELLOR'S RECENT VIS IT TO RIYADH i'IE FORMÊD THË,

Tùp:lesstcr.'r TH/rT, pRovtDED THEv *ERE FULLY coNV¡NcED Tl-!\T THE 3ASlc
Àni?,{NGEþ1Ei\TS WERE INDËED NoN-DISCRIMINAT0RY, THE SAUDIS Vl/oULD 3E

I¡tTT.lEsTE.D IN PARTICIFATION. THEY RECOG|r¡ISED THE DES IRAtsILITY CT

ilEAûþtl¡\G A VlErs/ 0N THE MATTER 3Y THE TIMË' 0F THE INTERIM
Cûl''¡\ilTTEE AND',{oULD 3E PRãPARED T0 RECEIVE A DEI-EGATI0N T0 TAKE

MATTERS FOR"ilARD AFTER OUR PARIS MEETING.

). I'/HILE f{E þIADE CLEAR THAT !'/E HAD NO MANDATE, T0 NEG0TIATE fT'..'/AS
5os;tjLË. T0 co SoþiE i,/Av TO CLARITY THË,'\REAS cF SAUDI :oFcEs.tS.
iHÊsE ARe SET oUT 3ELO",,J, lN JRûADLY DESCEND ING ORDER 0F PR loR ITY

',./ ITH A FË,',/,/ COMMENTS? I 
" 
CCULÐ ELABOR,Â,Te FURTHER I þ¡ OUR D ISCUSS 10\6 ',,{HICH MAY NEED Aus0'TO TAKE ACCOUI|T 0r 0THER ?0SS¡üLE PR0SPECTIVE

PARTIC ¡PATITS.

À|ìEAS OF SAUD I CONCERT'J



(v¡ ) REAS0NABLE Qul¡¡ttTATtvE gAsls FOR coNTRlBUTION.

(V I I ) INVOLVEMEhÍT OF OT¡-ERS I N PART IC,I PAT I ON ARRANGEMENIS.

CO"1MENTS

(l )-(l ll ) Q¡n lMPREssloN IS THAT TtEsE !{ÉRE THE KEy potNTS.(l ) íìEFLECTS A TRAD¡T|0ML cot¡cÈnru rõ-se As WELL plAcED As oTHERslN DEclsloN-MAK!NG. UNDEC iltl-ùiev D¡D NoT spEctFtcAr¿y succEsrs01'48 FORM oF Jq INT col..Jsu[r¡i t oÑ eÙT rrlr s couro gÈ'RSLEVANT. oNLy0Í!E NAME, .rAs MENTIoNED uñgfn ¡¡rii, 
"¡N pRncrice-rnERE ARE tCE;?TA I NLY MORE. TþlE sAuD 15 wa.¡ui 1sr r ur- 'rl tsH To BE cREÐ I TED ,¡/ I TH AP'ìESUMPT¡ON 0F.PARTlclPATtor'¡ orr¡en-inÃ¡¡ AT Ttr,4Es oF BAI-ANcE 0FPAYIV1ENTS DI FFICULTY.

(lv I THEY APPEARED T0 sEE No M¡ü.oR AsgyryETRy tsET,r,/EEN ( I r r ) AÀrD(lv) ALTH0UG¡''I voTlNG RIGI{TS ¡renÈ-óescnlseo ¡s ;;,¡rïõb1,,/-óå#sîriä,,.
{v) lN D lscuss lON lr lvAs-NgT IAqE cLEAR I F trtcy coNTrMp¡AïEDRtclPROCAL ARRANcEMENTS FoR coNrnrsurto116 T0 RE5ERVE TRANT.HEDRAi'/lNGs As 

'rELL 
AS CONDlTtONAL sóRñó',{lN¡Gs'ùruöEñ-iHE sEcoND !v¡NDo.iv.

(vt¡ THls i'/AS NOT DrscrJSsED rN DETAIL. r/E GAVE A BROADINrDI;ATlûN oF-THE ¡rloiðÃions rnaÍ-¡,ricHi dE TAKEN tNTCI AccouNT rNÈ t3 D lsClJSS IoNS.

fYIl )^^:18,1ÞTABLISHED THAT TH:EY ',,IERE NOT THINKING SPECIFICALLY OFARAS Cour.¡TR rES, ¡.rJsriìALrA ,ï/AS Vreñrtoñeo, AND ArSTR rA, A5CON:E I VAIILE 0THER CAND tD¡\TES.

( I ) ADEQUATË' GE'\IERAL ARRANGEI"IE¡úE FOR. PROVIS ¡Of\¡ 0F. ¡Nn-ORMAT¡0N.,"

{t I I ADEQuATE co¡.¡suLTATloN ARRANGÉI,4ENTs.

( I t I ) RIGHT To l¡rtrHDRAt', TorALLy n¡ro ro opr our oF spgct Ftc cA[¿s]

Il-Vl- RlGl'lT TO PARTIC¡PATE lN ArvY VOTING ARRANGEIT'IENTS IyHENCO\TR I zuTORS.

Cq.JNTR

(v) NO 3AR ON CONTRIBUTIO¡$S TO A¡\¡Y CALL ON BEI.IALF OF G- IOfEs.

rr. THIS rEl-Ex ls tsrlNG cûplED T0 orHER DEpuTlts 0F G. to.

rt IND Re.GARDS

GEOFiREY LITTLER

1'791 TRESOR 3

¿621+a5 TRSY G
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c,F 4¡3 CONF[ÐENTi;rL
w'ß.
þ,r.L

C0i,í ltiirT IAL

t:sr. ¡JY l3¡t302
¡Ì.i UK;iL li¡F/ 19fr:.i r'¡A3l'i lÌ1CT0i: !22:5L7 JÅli ü-?

TC lì,i,[DIATE FCC

TiLESlAii ¡iUi'ìô¿i? 17 0F 1i JAliUAn'Y

lí"rF: !ÍìÂlT ltPCiìT-SIZE uF THt fUliD

i. É0LLut,tiiú ÍãLc0t: LITTLIR/AlrS0l', I äAÐ Â I'ltj¡ì9tR CF CCþIVERSATICfiS

.WIT¡i LÀSKT AI.''Û ALSO \';IThI TALLARA (US ALTERIJATE EXECUTIVE DIiì:CTOR),

hri0 ';Às lt TiJuCl-i t'J lTl', 5FR lNfiEL. THE UPSHCT urAS Tt{ÂT TrtE Tl'iRiE CF

JS ÅùNEEiJ OIi A iORI'I OF !JORÛS \IH ICH DALLARA iIOULD PFOPOSE IN TIJT

D0ARt, t{HtcH tJAS SUBSTAÌ'¡T'IALLY THE SECCI'¡D lllDEl¡T lN THE RTDRAFT

EtL0ü "

?. lri TFiÊ E0AR!, Tl-rERE'JAS CotiSIIERABLE DISCUSSI0N 0F PAf?4.7,
UilICH IJAS ULTII.iATELY REDfìAFTED ÅS FOLLOWS, (SUBJTCT TO POSSIELE

i': liilìiì Eü lT I IiC ) ¡

'dEG lirS

lii Tilt LlGriT 0F THESE COltSlDERATl0l¡S, DIRECToRS' vlEtl¡S 01{

T¡[ 3lZt OF THE 0VÉRALL ll¿ûnÊAS[,, \,'¡ilCil HÀVE tiARR0\']ED C0fìSlilEiìABLY'

lii Á SPIRIT 0F C0¡'ìF'R0lr1lSe, Slt"iCE THE LAST MEtTING CF THE

cuiii,lTTL¿, llAY ôE SU¡;liAiì lstD As F0LLCTsJS:

' r,rjiT ; lÊ[CT0RS, lÊL liVt THÀT Aii Ai'PÊtX li1ÅTE ÐÛUEL ltlG Û¡ TilI
Fuii,'ù *rruTÅ9, riìÜi'i THt P-i-ì;:itìT TcTÅL CF 9lil ó1¡1:ILLlÛi' Ti

SL; L?, \lLLl0ii, 'riL\ULL :i AFPi?0'/¡ IATE. SOiic CF THiSí ¡liì¡CT01S
¡,Èt iF TflE V ltv TriAT t,iotE THtrt; A IgUFL lliG CF PÊ:9EliT ûtl0TAS lS

ili::iil. ALL 0F THËì'ì i,trl?É r-r0uEVãi? PiìePAíìE¡ T0 ACCEPT SLÊ 13Î
lrlLLliJi; À! Å iilirliìul'.

- jTrrIi,' t ldLcTrJÊs li;u lcÄI-L! TiìÂi îritY c0uLD 'j'JFP0iT Àt; ÛvEtìÂLL

ilZl 0F Tl-lE tUi*ii îriÀT Llt.9 \rlTHlr,i Ti-ig í?AhGi 0F Sln ei ÐlLLlÛ1.

Tù Sth 1i3 t ILL lcli , a í['i. 0F \Yli0i. -üiL l:vi Tl-,Àli Aii I f ic ¡r, t\st

l¡': .iuuTAS ur 5Û PËrì c[]:T Tu Th[ ÛF;i]lÊ 0F 3Dfì 90 i ILL lcÈi l5 À

i,i I r, li,iúir.
- ;uT, tïi THÊ C0Uí?98 0F D lSüUS-l lCl'i, i\i0ST DlRiCT0iì9 HAVE ll{D ICATEi

TnÄf Al¡ li¡cÊtASE lil Ful:1, QUcTÀs TC SDR 1¡3:lLLl0l'l \JOULD E[

ACCi.PTAbLË.
:,,,i.(

l. c,..tlii.ìtiìT: TlìE FüRl,iuLATl0h pÎÛP0sr.f tsY IALtAPA t¡AS gUlsTAiiTtÅLLY

Ai:c-rPiit, Ai.; i.ie THAI'¡Kt.L LAgKi riflN iiYSiLF AFTEiìuAÊlS r'Ûp C'.iil

su[,!,uirT. llTn LÂSKE Al'i I t,å] 3UúGtSTiL Tl'ÂT hi \l0tiLii liiv¡ Ltill'*

l!T'íL;l î0 li,TrÛ¡uiI lT ÅT Tili Iili 0F'itii PÅ¡Aí]tìÀÊri, s0 TnÀT îr:l:

F,aiìAí;iìAF,ri ;,J',jLL äAV¿ Piìe3[i;Tf , À cÚt.lj l;iuúu5 Ê¡iiicE c.F \j lti;3. l]í
¡lLT TiÅT 'jY li'.Tñci,,L;cll,u lT li¡ Thl i,lDLLã CF Trii PAiìÂûR.iìFii, THt

A;.iÃ lCÂii9 i.iÉ.Y TC 93iil EXTir.î HÂV[. Il lCl([i T'riÊJijùil T[lt liì 0l.ni ûÙAL'

3li,C¿ Trrt T-nTAL ifFiCT l5 TÛ li'iPL\í A C0t':V:RGËtrCE 0t¡ SllR 13Û ¡:ltLl0ll.

CONFIDËruTËAL r-.loivêvÈ.R



CONF[DEI..,¡îlAL
IIOI,ÈViÊ, !ALLARA' I,,HO TiA$ VERY CLO.oËLY ECUIID rY SPRIT,iIIEL,$IIiSTRUCTIOIIS, FELT THAT IT ì,iAS I,¡ËVIRTHELESS PREFIRABLE TOPRuPust THË 0RDER rrrG r hD rcATtÐ AB0vE, A¡iÐ T.H rs r,rAs AccEprED. THEF I IAL iIE SULT IS SAr ISFACTORY FROI4 OUR OWN PO I NT OF V I Êh,.

4. THE D ISû¡JSS IÛ},i OF THE REPORT WAS BROI(EN OFF TH IS EVEN ING,AN¡J ThE RE}iA II¡TE.R U ILL BE CONSIDERED IOI,IOhROW.

'. 
FCO PLTÂSE ADVATICE TO LITTLER (TREASURY).

ANSON
ADVANCSD AS REQUiSTED

¡^o N ÈîlìÀY
E.Âè

L
CO[{Fi*:l' r l.'I

i¡i-¡t¡



.Ðw @British Bmbas

PARIS

12 January 1981

J O Kætrsq
Prii:rcipal Priva'be Secretary

to the Chancellor of the Exchequer
I{1{ Treasury

fv.tt.

GlO : PARTS , L7/L8 JANUÁ"RY

1" You a-nd the copy addressees might find i--b helpful to
have the enclosed- note setting out v¡here ïre hqve reached
on next week' s prograrrme, Á. nore de'bailed- rro be lvill be
han.ded to you on arrival-.

2. In case you feel bhe need to send fo¡: re-inforcenents,
you r,vill r,¡i-sh to knor,u that Takeshiba r^rill be backed up ab
the bila.beral by \{artanabe, Vice-}iinis'ber f or fnternatio.nal
Affairs, .Gyoten, Assistant Director General for Monetary
Affairs, Ida, Assistant "bo V/a'banabe and two others from the
Finance lvlinis'bry called Iz-ar,^¡i and Àsamj.

'). The telephone nurnber of bhe Kleber Centre, shoulcl your
colleagues need -bo corrbac i; you di-rec t, is 501" 5) "LlO "

A¿V:-¡

.r' {'.:.:, 1,:"}t-JËFl

t 3 JANI985

Br
¡'-j

',',.t

0,. &^

/4
P J Hurr

R I[ ,Spri;rp;bhorpe Esq
PS,/1v¡"'L' Uiler
I{iss }l A]¡raha:n
PË,/Governor
Bank of Bngla:rd
C Enoch Bsc¿
PS/Deputy Governor
Barilc of nngland
P l.lright Esq
PSr/Hr Loeh.is
,A. Bo'btr:r'-ll- Bsc¡, III'{ Treasury
R F Stone Esq, ERD, lCO





G1O MEETTNGS,, 17/18 JAMARY

(a) Outliae Arrengements

Sund.ay '16 January

Mond.ay 17 Ja¡luary

o80o

IOOO - IBOO (approx)

17to

19OO - 2OOO

fuesday 18 January

08]o

1000 - 1800

Mr McMahon (Deputy Governor, Bank of .

England), Hr Loehnis (Bank of hgland)
and ttr J G Littler (Second Permanent
Secretary, HPI Treasury) in Paris olr
OECD business (vfPã).

Pl{

Bilateral Littler/Sprinkel (US) at
Hotel Crillon.
Heeti.:rg of G1O Deputies at the Kleber
Centre attended by Hessrs McMahont
Loehnis and Littler.
Chancellor of the Exchequer with
Private Secretar:f (Mr Kerr) and
Governor of the Bank of England
arrive Roissy. t

Bilateral Chancellor of the Exchequer/
Japanese Finpnce Minister at
HH Ambassadorr s Residence.

Bilateral Chancellor of the Exchequer/
Delors at 97 rue de Rivoli. Chancellor
accompanied. by l{essrs Littler and Ken.

Heeting of G'lO Fina¡ce Hinisters and
Central Bank Governors at the Kleber
Centre. Lunch at the Kleber Centre.

Governor of the Bank of England and.
Mr Mcl'lahon retr¡¡n to the IJK.

Dinner given by M Delors at 97 nte de
R:ivoli. Cha''celLor plus officials to
attend.

2000





(b) Outline Accommodation Requirements

Nieht of 16 Jaaua4y'

Wednesday 1Ç Januarv

o8t0

o9)o

Night of 17 January

Night of 18 January

(c) Possible Meal Requiremeats

I'londay '17 January

Tuesday 18 January

Chancellor and Mr Kerr return to
Loadon

Mr littler returns to london.

Nil. AIl visitors accommodated in
hotels.

Chancellor, Governor, Messrs McMahon,
Littler, Loehnis and Kem at the
Residence.

Cha¡cellor
(f Loehnis

ttler, Kerr
Bidence.,

t
)

rs Li
he Re

SS
att
Me

Dinner for Chancellor, Governor,
Messrs McMahon, Littler, Loehnis and
Kerr plus tr^ro.

(?) Light refreshments for bilateral
at 1900.

Breakfast for the six staying overnight.

lled¡esd.av '1 9 Januar:y

Breakfast for Chancellor, Messrs Littler,
Kerr (and Loehnis).
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MR...J.G, LITTLER.. . .' '

sËCOND PERMANENT SECRETARY

c:Q?il.l
to 1ttslz.

TREASJRY ;

LotlDONf U, K.'

.DEAR MR. LITTLER¡

STJCCEED S I R
YOIJ CLOSELY;

,¡. ¡N A senlF,Î..0[,IEFTlryGS 0F ouR. SMALL cRoup LAST OCTOBER ,

A ID NoVEMBER lN ì/ASHINGTON 4ry? gUR ì4¡NISTERST MEETING AT xnovaenc,
urE l-lAvE IIADE grEFÌ{Jgus EFFoRTS To coNVERcE oun pos if ioxs ôñ-ïHË. EtGt'rrH GENERAL.;.RËVlEw'oF IMF quoreS. '-'--

lN THE l-lct-tr oF THE rtrunii¡r- sinnl¡s cAIJSED By Tl-€ DEBT IS¡TUATl0l€;.lN SUCH LDCS AS SQME LATIN AMERtcÑ-óOgmntES. tT l
' !5 DES I,RABLE' T0 REAcH AN. EARLv 'AGREEMENT oNrrg E tcrnn-õuörn' {
II'EREASE AND THE spEctAL BoRRor,/rNG ARRANGEMENT n¡ló iH¿¡iEBi i' STRENGTHEN Ilq_Ì.441K8T-coNFtDENcE. FR0þ1 sucH A vtewpolrw. -i¡p¡¡l'
HAs BEEN c0OPERAT ING tN AN ENDEAcoR To ADVANIcE rÈÊ scHeóur-e oiTl-E.NEXT INTERIM coMMITTEE MEETI¡¡c Rrrro ro ¡a¡xe ir-succesSrùu,.8y GETTIÌ{G AcTllELy tN Toucr-t y/¡TH LDCSi

Zi T^/H!LE DIFFERENCES IN O.JR VIEWS ON THE SIZE OF THE qJOTA
I}JCREASE HAVE EEEN FAIRLY NARROWED AS A RESULT oF oun oiclJSSIONS
lI IflE lll[_wq_ARF_FAR FRoM REAcHtNG AN AGREEMENT vútTH nÈspecr-
To rHE METHOD. oF D lsrR I BUT lON oF HE QrJorA ¡r.¡cEnasE. tN
flRIlguf¡!, ìl At't VERY Muctl lroRRteo adour rHË REcENT DtsoJsst01¡3.AT THE IMF EXECUTIVE BOARD WHERE THE ARG..'MENTS NOR LESSEN. DEGREE OF-ADJUSTMENT ¡N q.JOTA SHARES TEND TO gC PNESENTTI:ô
SI RONGLY.

1z .!N-T!E-F4cE 9F Tl-lE PRESENT INTERNATf o\¡lL FIr.tnNctAL coNDITIor.ts,
lI_19 EXTREMELY IMpoRTANT THAT MAJoR tNDUsrRl¡l CoùNTR¡Es rer<ERESPoÀlslBLlrlES ¡N AccoRDANnE t^lrTH THETR Ecoruo¡,r¡ó nEar_tr¡Es -
AND MAINTAIN-CLOSE CO0PERATIVE RELAT¡oNjSHtp n¡¿Ot'lO fr-rE¡'l ; 

-î-
l{otJLD LIKE To STRESS AGAtN, THEREFoRE, THAT tT ¡5 iruotsÞsÌ{s¡aLE
FoR MEMBERST QUoTA sllAREs Ío ÈE enoucFtr lñ'uir,rE'wlin rne,¡n
ECONOMIC REALITIES ON THIS OCCASiOTI-õN THE QUOTA NEÚIEW.
AT Tl'E TIME OF-THE SEVENTH 'QUOTA REVlEr,t, lf w¡s ¡CnrEp THAT,ONE OF TI-IE MAJOR PURPOSES OF THE EIGHTH'QUOTA RÉVIEW WAS TO
ADJUST MEMBERST çuoTA SHARES T0 REFLEgT MEMBER5T ngr-ni¡ve 

'-
ECoNoM¡C postTlorys. ,tN ADDtIlqry, ir-¡rÃs BEEN nEpeÀr¿ouy RE- 

1AFFIRî,IED lN THE FoLLowlNc MEETtñcs oF THE TNTER!M cch4MtrrEE.
ì lk SltJCE TfIE FI'FTH GENERAL REVIEW OF QUOTAS IN I THE97o,

ANDD IFFERENCE BETVTEE N JAPANIS CALCULATED QUOTA SHARE ITS
ACruAL QUOTA SHA RE HAS PEËISTENTLY wlDtrNED CURRENTLY , THE

CONGRATULATE' ON YOUR RECENT APPOINTI,,IENT TO
KEÌü.{ETH'CoUZE¡,IS. I L00K FoR|IARD TO WORKIruG WITH ,t

?

a þACTUAL qJOTA SHARE OF JAPAN ¡S ONLY ,6 PERCENT,OF IT5 CALCLILATEDqJOTA SHARE. THERE IS A 
'S

TRONG ARqJMENT tN oUR Cor.${IRy T|{AT
. UNDER SUCH CI RCUMSTAI..¡CES , JAPAT{ CANNoT E SA¡D TO ENJOY AN
EQTJAL TREATÌ'IENT IN THE FUND. AT THE OF THE sEVENfi qJOTA

I EtV,
TAS

SPEC I AL OLUT ION REQUEST ING JAPAT.¡S I5-,' REY CI.JR ,D I ET, ADOPTED
gJo I-üARE TO BE I IüREAS ECONOM IC REAL I TY.

JAPAI,¡ HAS SO FAR CONTRIBUTED O THE IMFIS BORROh'ING SCHEMES
o<óEeo t¡lc I TsSUCH A5 THE FAB, sFF AND EAR TO T EXTENT FARgJoTA Sl-lARE. HOWEVER, lT l{iqs

EOPLE AND THE D IET TO
E VE

GET ALONG WITH SUCI.I CON-
RY DIFFICULT TO PURSUADE

THE JAPANESE

)

1

ô

i
a,

f

.,"8

MË

TR I BL'T I OÌ-¡S }IH ICH DO NOT RESI-I LT lN ÂN INr^ptrÂqtr lN t^E'l\ñilq rr rf'ìT^ sl+a&e
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, | .-. , 
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FR0M¡ R. N. SPRI
DATE.. 12 JANUAR

MÏSS RUTTER I\tr. Lavelle
Mr.. Bottrill-
M¡. Atkinson

G.1O - PARTS. 18 JANUARY

Mr. Jerry Newman at the US Embassy thls evening telephoned to glve
me the following information, which he asked. to be conveyed to the
Chancel-1or.

2. Due to urgent budgetary issues arising in washington on
19 Januaryr Secretary Regan wll-l be required to leave the G.1O
meeting by 3.30 p,m. He (negan) very much hopes that by then the
main business w111 have been concluded. Mr, Volcker and Sprinkel
will be staying on to attend the dinner.

3. I{r. Newrnan confirmed that other members of G. 10 were being
lnformed. of Secretary Reganf s early d.eparture.

(R. N. sPRrNcrHoRpE)
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CONF ID.UNTIA],
FRO}I:
DATE:

C J CAREY
12 January 198,

T{R BOTTRII-,I cc llr
llr
Ì'lr
I'1r
llr
l'lr
Mr
Ylr
Mr

r*{Kerc./
Littler
Lavelle
Odling-Snee
Hawtin
Peretz
Tr¡rnbul1
Graham
Horton

lrJPã o ES/G1O I"IIN TSTERS 16-18 JAI'IUÀRYa

on paragraph B of your note connissioning briefing for these

meetings, it should not be neceasary to offer the chancellor

any special or separate materiaL on debt problems. The current

preoccupation on this front is Yugoslavia. The Foreign Secretary

ie }ikely to be writing to the chancellor uithin the next day or

two, naking neu proposals about the IIK line. Tbis will need to

be agreed. between tlinisters in tj-ne for the next neeting of creditor

countries, which is d.ue to take place in Berne on 18/19 January'

Bhere should. be no need. for G1O Ministers or Deputieo to concern

theneelves wíth this matter. " ':

2. At the monent it doesnft look as if the cbancellor will need

any briefÍng on othen debt situations (Mexico, Brazil etc) but if
anything develops over the next.few d.ays uhich looks as if it
nigbt call for a brief we r¡il1 of course supply'

(c J CAREY)
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the Bank of England have

received a separate Telex,
and wil-l be r shortly.

R N.

Second Secretary to the TreasurY

ft of Telex reply attached,

1J Januarv, 1983
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CONFÏDENTIAI

FROM: Chancellorts Offlce, HM Treasury, London.

TO: The Secretarles, c/o IMF, Offlce in Europe, Telex No.610712,Parfs.

DATE t 13 January, 1983

GROUP OF TEN

Your Tel-ex No.233 of 11 January refers.

The following w111 attend the January 17 and 18 Meetings:

Sir cgtfrreV Howe

A.t. BottrlllIttr
l{r
Iqr

Mr

. M. A. Ha1l

. J.0. Kerr

. J.G. Littler
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CONFIDENTIAL

THE SECRETARIES J ANUARY 1 t, 1fi3

NOTE FROM THE SECRETARI ES

THE CHA¡R/IAN OT THE MINISTERS AND GOVERI{ORS OF THE GROUP

0f Tef{ i'låS ASKED US l0 RrQUE:T YûU TO COl'iþiUNlChTE iHE i\AMtS
Ur YttJR DrtaGATËS Tr{A-i \{lLL 3i A.TTEI\Dll"i' -iHa JAI\UAIìY 17 A.NJD 18

i'rãr.TlNGS, RfSPECIIVELY, \flTH A Vlii'J TO lACILll-ÀT¿ PRACTICAL
', :ì r-< ¡ ili.ìIþi:l'iTS .

COULD YOU KINDLY PRCIVIDE THIS lNF0,?MATl0i{ T0 TH: SECRtrTARlES,
c/û tMF, oFFIcE lN EUROPE, TELEX N0. 510712, PARIS.

THE SECRETARIES

tt /
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ry/

FROM: ARHBOTTRILL
DATE: 13 JANUARY 1983

cc Sir D Wass
Mr Carey
Mr Lavelle
l¡lr Ha1l
l¡fr .A,tkinson
Mr Graham
Mr HortonMr .-Anson 

- - UKDEL/IIyIFPS/Governor )
Deputy Governor) 

', r"'Ir{r Loehnis \ ot '
Mr Gilchrist )

1

2

¡{R

CHANCELLOR

G10 MINISTERS, G1O DEPUTIES AND Wp5 - PARIS, 16-18 JANUARY

The Chancellor is attending the G1O Ministersr meetlng ln Paris
on 18 January, accompanied by the Governor. Thls will be pre-
ceded by neetings of OECD!s Working Party No J and G'10 Deputies.
This steering brief follows the order cfthe G10 Ministersr
meeting agenda (FfaS A).

2. The Chairman, l,{. Del-ors, has proposed an initial discussion
of the world economy in the light of the latest OECD Economj-c

Outlook and the VlPf discussi.on. The substantive IMF buslness of
the meeting wil} be the discussion of the General Arrangements to
Borrow and the Eighth Quota Review which will have been the sub-
ject of the G1O Deputlest neeting (agenda at Flag B). The
Chancellor is also to have bilateral meetings with the Japanese
Finance Minister and with M Delors. He has also indicated that
he will seek to discuss US economic prospects with Mr Regan.

World economv

3, Discussion of the world economy is likely to centre on the
modest prosÞects for recovery this year. Inflation has fallen
more sharply than expected, but the OECD expects output growth
in the major economies to pick up only gradually to an annual
rate of about 3 per cent later this year. thls would perhaps
stop the rise in unemployment, but not reduce it.

CONFIDENTTAL
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4, The UK has taken the view that the prolonged nature of
the recession has reflected largely the difficult ad.Justnent
process to l-ower inflation. The recent falls in both inflation
and interest rates offer better prospects for recovery. It
would" be wrong to change policies radically now. Some flexibility
in both monetary and fiscal polÍcy, however, is perhaps Justified
as long as the medlum-term counterinfl-ationary thrust is nain-
tained.

5. DiscussÍon may also turn to recent exchange rate movements,
particu1aify the depreciation of the dollar and corresponding
rise in the yen and DM. These are in general a welcome adjustment
to the overshooting of recent years. We are concerned, however,
that the adjustment of exchange rates should be orderly. This
re-emphasises the need for polÍcy convergence among the major
reserve currency countries. The Chancellor may wish here to men-

tion recent developments Ín sterling.

6. The problems of developing countries and the difficulties
of the j-nternationaL banking system may also be raised. Financial
constraints on the LDCs have reflected partly the effects of the
slowdown in OECÐ econonies and partly loss of confidence by in-
vestors as a result of over-ambitÍous polÍcies in the LDCs them-
selves. Recovery of the OECD economies and the putting in place
of firm policies in the major LDC debtor countries should help
to improve their situation. The LDCs and the banking system,
however, could both remain convalescent for some time. A brief
on the world economy Ís at Flag C.

US economv

7. The Chancellor has expressed interest in the US budget problem
which is currently at a critical- phase. We have, therefore looked
carefully at US fiscal trends. the preparation of the 1984 budget -
due to be published at the end of this month - is provoking 1Ívely
debate and is the subject of numerous press leaks. The Administration
seems to have revísed down its short-terrn growth projections
sharply and is doing is budget sums on a more realistlc basj.s.

2
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8. Significant spending cuts seem to be being sought and
defence is no longer immune. A commitment to medium-term tax
íncreases if the deficit does not fall- 1s also apparently beÍng
considered. This last is perhaps a rather Augustinian approach
to virtue but it at least recognises the need for a convinoing
medium-term fiscal strategy. Our own analysis of the likely
trend in deficits to 1988 suggests that economies in defence
and social spending or higher taxes may be essentlal if the
deficlt is to be reduced. A brief is at Flag D.

\-*--. t

General Arrangements to Borrow

9. There is a strong case for the G10 agreeing now on both the
size of an enlarged GAB and the shares that "u"rr#prepared totake in it. This would enable the industriat countries to present
the rnterim comnittee with a firru commitment. rt would häp to "

3.-

head off any f.i:tkgge between the size of the Eighth Quota increase
and the GAB. It might also make it easj-er to keep any arrangements
with other lenders (such as the Saudis) rather separate from the
original GAB. It woul-d be helpful, however, Íf the Executive
Board were to settle Ueforerlfre Interim Committee probably the
cond.itions undei- which GAB l-ending to the Fund through a t second
windowt nÍght be activated.

10. 0n sizer w€ see a persuasive case for a figure at the top
end of the SDR 15-20 billion ríånge so far mentioned. This wou1d.
be justÍfied in terms of G1O potential needs, let alone ad.ditional calLr
for lending to non-members. og;1þgreFr we could accept a share of
abouÈ 1O per cent but we should resist German and Japanese pïessure
t[-13-c¡ease it much above that. There are a number of subsiaiary
issues such as SDR d.enomination of shares and a move to market-
related. interest rates which should cause us no difficulty.

11. A main focus of attention will be tþe _conditlons for acti-
vating GAB lending to the Fund through aJ?ew second. twind.owt. lrle

rre content that this should be decided by G1o menbers on a
proposal from the Managing pireciãr at tines of threats to trre
stäuility of the international monetary system. some LDCsI

t_

3
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however, want the Executive Board to take the decision. It
would be helpful if C10 eould agree a unÍted front to have this
settled be e the Inter lm Committee. be helpful a1ðo

if o agree on provisions fõr deactÍvating ca1ls on the
second wlndow.

J 4,, br î edL) - ñag Þ>
12. The ehancellorrs G10 colleagues will expect a report fron
him on his vislt to Saudi Arabia. Mr Littler has already circu-

I 1ated. a telex to G1O Deputies whÍch records the Saudisr interest
. \-*-.*-+Ç æ,. ....,.-.4- in being involved in GAB lending under either first or second

wi1$ows,in return for lnformation, aaeqüaté ConSü1tatióf an¿

iiotÍng po$¡er. The G'10 wÍll need to consider the relationship with
the Saudis (and other potential lenders) carefully. We see a
good casç for the Saudis being associated with lending under the

fsecond. wind.ow and of course being ad.equately consulted. We see

less reason for thelr belhg admitted to fu11 participation under
the first window, which is designed to finance payments inbalances
and adjustnent anonE najor industrial- countries. It is al-so not
difficult to envisage a situation in which the SaudÍs would flnd
it politicalty dÍfficult to participate i-n a particular operation.

13. Negotiations with the Saudisr therefore, could be tricky. ì
The most satÍsfactory outcome would be to secure fÍrst Saudi

f--
agreement to trre pgg-&3 þi]lion sAIu.A loan to the Fund and

then to suggest ttieir participation undei the secónA wind.ow. Only
lf the Saudis then pressed, would participation under the first
wj.ndow be consi-dered - but we should want to look carefully at
voting arrangements and the basis of Saudi connitment.

14. The UK line at G10 Deputies and. Ministers, however, should
take I account of the ext¡'eme sensitivity of UK - Saudi re-

This suggests that ln repoti
should 1lmit ourselves to mention

rting the Saudl visit we

the wide range of options
in which the SaudÍs expressed an interest. In general discussions+ .4oi paralleÏTenãIñg, fowevef;-we--shour¿ rñake cleEffiat wgSo-
not share Dinirs conclusion from the last G10 Deputies that

-_-_a
p 11el lenders should have the same access to GAB resourc es as

cAF-ãtref fÞ;etiFIág E)

4
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åiehth .Quota Revieï¡

15. Our objective is to define the negotiating position of
G1O countries for the Interim Committee. This does not imply
a fixed. position but an understanding perhaps on the margins
for maneouvre. On size, the Fundrs draft report for the
Interim Committee suggests that most countries would find an

increase in quotas to SDR 1OO bn acceptable. Our own position
is still that ä minimum increase of 50 per cent, ie to SDR 92 bn
is needed. Iviost G10 countries could probably accept SDR 90-100 bn.
The sticking point is whether the US is ready to move up from
SDR I5 bn. fhe Japanese are stil1 keen on SDR 1O0 bn for dis-
tribution reasiãí. A brief is at Flag F.

-- ^---7

16. 0n distribution , it now seems llkely that Ministers will
be presented at the Interim Committee with a single decision on
what proportion of the quota increase to allocate equipropor-
tionately and what selectively. LDCs typically favour a large
equiproportional element which ows the decline in their quota

ê. Among G10, the Japanegg_-g{g perhaps most anxious to limit
equiproportional 

"f"Érr.,.-t, "lthough the Germans too, arethe
affiñîl that' if the séfãctive element is sma1l this time there
should be further selective increases in the Ninth Review. This
may provide the basis for a compromise. It fits wlth our or¡rn

view that adherence to the r.A,ustralianf distribution system over
a series of reviews would lead to a gradual and orderly evaluation
of quota shares to reflect relatlve economic positions. .A brief

F+- . -''*lis at Flag G, together with illustrative table.
Y'-- - --

17. There are a number of further issues connected with the
Quota RevÍew which may be mentioned, including the form of sub-
scription of the reserve tranche, the possibility of basic votes
or minimum quota increases, the revision of constftuences and the
question of access limits. There is unlikely to be tirae for de-
tailed discussion of these.

r-
18' Two points are worth notÍng. Firstr we should. like reserve
tranche subscriptions to be in SDRs or hard currencies. If this
provokes cal1s for an SDR allocation, we should be prepared to

5
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review it before the Annual Meeting. Second, we are not anxious
to discuss access limits before or at the Interin Committee. They

will need to be reviewed after the quota size and distribution is
settled.. Nevertheless, G10 may need to be ready to concede to
LDCs at the Interlm CommÍttee at least a guarantee of no reduction
Ín nominal access and possibly a modest increase for all. A brief
is at Flag H. A background note on the Fundfs liquidlty position
is at Flag J.

Bilateral meetins with Mr Ta5esh-ita

have asked to see the Chancellor to state theÍr
selective elenent in the quota increase. The

Watanabe, has sent us a telegram recording the
Flag K). Our own posÍtion is that we argued

originally (with the Japanese in nind) for a pure Australian
approach but there now seems substantial support both among in-,
dustrial cor.¡ntries and LDCs for an equiproportional element.

20. We appreciate the need for adequate selective increases to
reinforce the availability of resources from stronger countries
to the Fund and this will be one of the arguments that will need

to be put to the LDCs in limiting the equiproportÍonal elment.
We be1Íeve that the end result will need to be a compromise on

both sides. It night be useful, however, to seek agreement that
there should also ease ective element in the Ninth Review
since one of the benefits of the Australian approach is tliat it
should secure orderly adjustnent of shares over time.

21. the Japanese may float the idea of a special quota increase
for themselves after the Eighth Revlew is eed. ewo not

ourage discussion at thls stage for fear of jeopardising the
review¡ itself - but perhaps it could be raised in G5 after-the
review is settled.

\
Bilateral meetlng with M. Delors

22. The Chancellor has asked to see M. Delors with a view to
agreeing what objectives G1O Ministers should. set themselves for
the day. One potential problem Ís timetable. Il. Delors has put
the world economy at the head of the agenda and in a press con-

ference yesterday he made grea! play with the need for reflationary
6
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measures by those countrles with a nargln for maneouvre.

23. Dlscussion of this could be very time-consuming. Never-
thelessr wê shal1 want to leave time for Mlnisters to settle
any points of contention on the GAB and Quota Revfew referred
from the Deputiest meeting. In vlew of !{r Regants need to leave
in mid-afternoon, it would be a mistake to let the macroeconomic
discussj.on last too long. We shall want to d.o our best to reach
deci.sions on both the size and. shares of the GAB, the relatlon
with parallel Lend.ers and the G1O negotiating posítion for the
ïnterim Connittee on the Suota Revi-ew.

BackEround material

24. A separate folder of background documents on both the GAB

and the Quota Review is being prepared for the Chancellor and
Ir{r Littler.

Åg.Kt\
.A BOTTRTLL
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LE PRESIDENT DES MINISTRES
EI DES G0J\ERNEURS i ' 4

,!
I

NOTE DU PRES I ÞENT
AUX MINISTRES ET AUX GOU\ERNEURS DT' GROUPE DES DIX

LES M¡NISTRES ET GOUVERNEURS U.J GROUPE DEs DIX SONT
C0RD¡ALEMENT INVITES A SE REUNIR A pARlS LE MARQI 18 JANVIER lg8l
AU CENTRE DE CoNFERENCES INTERNATIoNALES, tg AVENUE KLEBER
( PAR I S trEME ).

LES FORMALITES DIACCUEIL AURONT LIzu A PARTIR DE IO HEURLS.
LA REUNIOhI'COIúI'4ENCERA A l0 HEURES 59, SERA SUSPENDTJE A lJ HEURES
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DERN IERES PREV IS I ONS DE LI OCDE ET DES 'D ISCIJSS I ONS DtJ GRBUPE DE
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DI EMPRUNT
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WORLD ECONOMIC PROSPECTS
r{r\ai

Polnts to make

(f) World economic actlvity has not yet shown convlnclng
s{gns of a'vigorous recovery. Growth prospects have been revlsed
downwards, particularly in Europe and the USr 8S have prospects

for world trade. Ptt lnflation has come down faster than ex- !

pected.

(ii) The present depressed 1evel of actlvity |s part of the
transltlonal cost of movlng to a lower level of lnflatlon. Mon-

etary cond.ltlons, howeverr ûaY have been tlghter than lntended
and the effects more, severe. Flnancial stralns on developlng
countries and thelr lmpact on trade have been greater than
expected.

(fff) Latest OECD forecast st1ll expects some recovery ln the
US throughout 1983 though the tlming remains uncertain. Japanf s

growth rises this year based largely on domestlc demand. Out-
put ln the European economles remalns broadly flat lacking any

strong recovery

(fv¡ Essentlal to malntaln firm-medium-term economlc pollcles
and to reslst calls for excesslve reflatlon. Elusive recovery
does however demand a careful analysls of economic developments
and the lmpact of pollcies.

(") For monetary pollcy thls lmplles taklng account of a

wlde range of factors when settlng monetary targets. Welcome

flexlble US approach, but important that as economy recovers'
monetary growth shouLd be consistent wlth preventlng renewed

upsurge ln lnflatlon.

(vi) On fiscal pollcy lmportant to distlngulsh between the
structural and cycllcal.conponent of the deflclt. Recession ln-
evltably lncreases the cyclical component but firm actlon ls
requlred to reduce the structural deflclt and put budget deflcits
on a contlnulng decllnlng medlum-term path. All countries have

responslblllty here, but US particuÌar1y lmportant.
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(v11) Recent fall ln the dollar and appreclatlon of the yen

an¿ DM perhaps reflect unwinding of excesslve swlngs ln recent

¡fears. Gradual realtgnment needed so as not to destablllze the
international flnanclal system. Prospectlve current account lm-

balances, growlng US deflclt and Japanese surplusr DâY usher In
fuçther exchange rate volattIlty. ftnportant, therefore, ithat
countrles should take account of lnternatlonal- repercusslons of
thelr po1lcles.

(vffl) The lnternational financlal system remalns fraglle' though
perhaps calmer than durlng the summer, and requires adherence to
firm policles by the maJor reserve currency countries. It also
requlres adJustment on the part of maJor soverelgn debtors to-
gether with the provlsion of adequate flnance by the ll'lF and other
financial lnstltutions. Lower lnterest rates shoul-d ease debtorsl
problems.

(fx¡ Protectionism, whether by trade barrlers, devaluatlon
or unfair competition must be avolded. Open trading systen and

healthy world trade offer best prospect for sustalned recovery.

Background

1. Real- CNP growth ln the lndustrlal countries fs estimated to
have fallen sllghtly 1n 198,2, The December OECD forecast sees

output pfcklng up durlng thls year and growing by 2 per cent. The

US, Germany and Canada all experlenced a sharp faIl 1n output
last year whlle Japan achleved reasonable growth and output ln
Europe as a whole stagnated.. Growth prospects have been revlsed.
down for this year wtth the US growlng by perhaps 1t'2 per cent,
Japan by 3t per cent but Ilttle revlval ln Europe.

2. The protracted nature of the recesslon reflects poor real
income growth, hlgher savlngs_,latl_os, slugglsh lnvestment t.O_.

contlnued stock adJustment to'ðepiessed leve1s of activlty. The

lndustrlal world has also been affected in the past year by reduced

demand frorn developing countrles who have faced lncreaslngly
tight flnanclal constratnts. World trade fe1l last year for the
flrst tlme slnce 1975. OECD pred'lct a mlld' recovery ln world
trade thfs year

2
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3, Unemployment has contlnued to lncrease throughout the
lndustgtal world except Japan. The naJor economfes now have an
u4employment rate of over 8å per cent wlth no earì-y prospects
of any reductlon.

4.. Inflàtlon has. come down much iaster than expected as wage

costs have moderated and lmport prices have renalned weak. Con-
sumer prlce lnflatlon for the maJor countrles has been halved., 

t

fal.llng from 12 pei cent on average ln 1980 to 6 per cent for
the 12 months to November 1982. A wlde range however stlI] exlsts
wtth lnflatlon ln Italy at 16! per cent conpared to the 9-10 per
cent in Canad.a and France , 6b per cent in the UK, 4[ per cent ln
Germany and 2å per cent ln Japan

5. The falI ln inflatlon together with weak prlvate credlt denand
has allowed so¡ne reductlon ln interest rates. Forn thelr peak
of 15-16 per cent during the summer three month money market rates
ln the US have fallen down to around 8å per cent now, Elsewhere
lnterest rates have also fallen but to a lesser extent. In Italy
nomlnal rates remain near 2O per cent, agalnst 12 per cent ln
France, 7 per cent ln Japan and 6| per cent J-n Germany.

6. ThqlarrowLng of the interest rate dlfferentlal 1n favour of
the US and large prospectlve US current deflcits have contrlòuted
to exchange rate .swfngs. Slnce November the dollarrs effectlve
rate has fallen by around B per cent, though the depreclatlon
against the yen has been much greater at around 18 per cent. In
effectlve terms the yen has appreciated. by more than 1O per cqnt
slnce last November. The DM has risen 2-J per cent.

7, After movlng towards rough current balance ln 1 981 the OECD

is now forecastlng a growlng aggregate deficlt for., the maJor
countrles whlch is domlnated by the prospectlve US defictt. The
US defl-ej.t 1s expected to grow over the -néxt 18'months reacliinþ
í45 bll-llon, at an annual rate ln the first half of 198¡. In 

.,

contrast, desplte a minor deflclt last Nevember, the Japanese current
account surplus ts forecast to grow steadlly to reach $eO Utttton
at an annual rate by the start of 1984.

3
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8. the task for pollcy !s to ensure that a durable recovery

is establlshed without reklndllng lnflatlon. Thls tmplles

probably some short-term flexlbillty ln the operatlon of pollcles'
partlcularly by those countrles wlth room for maneouvre' but

also a commitment to prudent nedlum-term strategy' particularly
for those countrl-es where structural budget problems could

undermlne the recovery.

g. The'appropriate stance of monetary poltcy ls provlng dtffl-
cult to assess, partlcularly ln the us at a tlme of lnstltutlonal
change and changlng llquldlty d'emands. The Federal Reserve Board

has suspended lts M1 target and adopted, a more flexible approach

but some have argued its stance ls now too ]ax. 1"12 growth

accelerated at the end of 1982. The Fed is consldering returning

to the orlglnal targets for this year though no flna1 decsLon

has been announced.

1O. Monetary growth ln Germany for 1982 remalned wlthln the

4-7 p* cent target and thls target 1s to be contlnued thls year.

In France monetary growth after being wel-l above the 12b-1tå per

cent target early last year has decelerated recently and the

out-turnforlgszmayhavebeenclosetotarget.Forthlsyear
France has adopted a tlghter single flgure target of 10 per cent'

Canad.a has recently abondoned monetary targets but "it" to keep

lts exchange rate closely ln Line wlth the us dollar

11. The reductlon of budget deflclts has been hampered by the

rece.sslon. The lndustrlal economiesr.deflclts have rlsen less from

2 per cent of GDP |n 1 979 to 4 per cent last year and may remaln

at that l-evel d.urlng 1983. Only Japan and the UK have reduced

their deflclts although Germany has managed. to offset much of

the effects of recession by tlght d'lscretionary policles'
Expanslolary pollctes ln France and partlcularly the US have

côntrlbuted'along wlth depressed acttvity to the overall J-4en'ease

1n -fiscal deflclts.

12. The Japanese announced. a Yen 2 trlIllon reflatlonary package

in October, but the bud.get for fiscal 1g8t (startlng in Aprl])
stlll proJects a reÊuction ln the central government deficlt
compared to the like]y flscal 19eZ out-turn. The US deflclt
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however 1s expected. to lncrease thls year and next despite the
recovefy ln actlvlty. The Admlnlstratlonrs'budget plans for
FY 1984 are to be announced at the'end of January.
(See separate brlef).:
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,s\r\¿
UNTTED SÎATES ECONOMY

Points-to make

( 1) A ¿urable recovery of the US economy wlthout reklndllng
lnflation Ls ln the interests of the world as a whole.

'(ff) Wetcome marked reductlon Ln US fnflatlon over past year.

this, together wlth decll.ne ln lnterest rates, should he1-p to
encourage recovery.

(ii:.) Important that policies should be both flexlble but
prudent at this stage.

(iv) Welcome flextblllty of Federal Reservers approach to
m'onetary targets. Need to take account of wfde range of factors.
Inportant, howeverr 8s economy recovers that nonetary growbh

should be kept within prudent lirnits.

(v) Acknowledge Adninistratlonfs commltnent to reduce the
budget deficlt in the medium-term and that part of current ln-
crease reflects recession. Essential, however, that deflclt 1s

put on a convincing decllning path lf lnterest rates and inflatlon
are not to rise again as the econoûy recovers.

(vl) Our own analysls suggests that even wlth recovery fn
the economy, growth ln spending on defence and soclal progranmes

when coupled wlth the effects of recent changes Ln the tax structure
coul-d stll1 leave the deficlt uncornfortabJ-y hlgh.

(vit) Have read Press reports that Admlnlstratlon is now

baslng budget declslons on rather cautlous assessment of growth

prospects, that sizeable spendlng cuts (includlng defence) are l

belng considered and that a provlsi-on for hlgher taxes 1s posslble
if the deflclt d.oes not fa_1J--bel-ow 2 oer cent of GDP in the nedluq--
term. Choice of measures obvlously a matter for the Admlnlstration
but moves ln these dlrectlons coulrd be helpful.

(v111) US monetary and flscal pollcies reLevant not only to
progress on lnflatlon and recovery of output but also to stablllty
of lnternatlonal financlal and trad.lng systen.
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(fx) Depreclatlon of US dollar as US lnterest rates have
decllned has perhaps helped unwind some of excess movements of
past two years. Should help to cúrU protectlonlst pressures ln
US. Important, however, that adJustment of dollar exchange rate
should remain orderly.' ' Implles need. for Adnlnlstration to
have a care for the exchange rate ln setting rnon.eüary and ffscal
pollcies.
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Backeround

Accordtng to the rrflash forecastrt whlch le prepared on the basls
of 2 nonthsr flgures United. Stätes GNP fel-l back ln the fourth
quarter. There was llttle growth during the earl-Ler part of
198,2 so output ls now at about the same l-eve1 as ln the flrst
qùgt_""r ? per cent below the 1981 average. Industrlal Þrõ:
ductlon was still falltng in Novenber and was 12 per cent below¡

tts July 1981 peak.

2. The 12-month lnflatlon rate fell to 4.6 per cent in November

largely because the shelter (houstng) lnd.ex whlch accounts for a

thlrd of the total feLl wlth the cut ln lnterest rates.

The outlook

,. Most forecasters expect a recovery to begln durlng the course
of 198] as housebuflding picks up, stocks stop falllng and consump-

tlon beglns to rlse faster. Our own forecast for GNP growth fn
the US ln 1981 ls only 1.J per cent (although other forecasters
are sllghtly hlgher) and the US Admlnlstratlon ls sald ln the
lrtal-]- Street Journal of 6,January to be predictlng 1.4 per cent.
Both these forecasts imply that GNP ln fiscal 1987, which started

Oc ,o êrr e es per cent hlgher than ln fi sca1

--*
4. The Admtnistratlon ls also said to assume that growth frorn
1981 ùo 1988 averages 4 per cent a year. This performance over
5 years woul-d be better than at anytlme sfnce the early 196Os

and we expect a sllghtly lower outcome of lt ier cent.

5. Neither we nor the Adnlnlstration, aa reported 1n the WaIl
Strqet Journal. expect lnflation to fa1I much further ln 1.98].

-The continuing,J-mpact of lower interest rates 1s llke1y to take
the 12-rnonth Lncrêase -ln -the-cons-umer prfc'e-lndex down
below 4 per cent fn the mlddle of the yéar but thls index is
somewhat mlsleading and w111 not be publtshed after thls nonth.
Underlylng inflatton ls 1ike1y to be 4b-5 per cent 1n 1987. The

Admlntstratlon apparently expects lt to faIl 'a'lltt1e further
ln later years, but we expect 1t to rlse slfghtly.

,
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6. There are 5 reasons for belf evlng that lnfl-atlon wllI
stop faIllng and may well rlse agaln. As the recovery gets

under v¡ay earnlngs growth wtl-I probabl-y'etop fa1L1ng and nay

risê agaf.n: the world recovery w111 brlng an end to the fall !n

non-o|l conmodlty prlces; a contlnulng fal] ln the dolLar w111

raise the prlce of US lnports' now an elghth of GÑ, more than

those of other countrles.

7. The dollar has fallen about B per cent ln the last two

nonths ln effectlve terms. A fal1 was expected after the decl-lne

in us lnterest rates and the move lnto substantlal current account

deflclt fn the thlrd quarter of Last year but was probably de-

layed because uncertalnty about flnanclal narkets drove lnves,tors

towards well-regul-ated. US narkets. Along wtth other forecasters'
a large current accountlncluding the Adminlstratlon, we expect

deftclt thls year of almost $40 bll1lon ,g qulvalent to 1 per
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c of, GDPr BD a ãef fðffi -õf -a -sTmIEr size fn 1 984. ge are

1arger than the t Per cent of GDP defic Its recorded ln 1977 and

1978 when the dollar fel-I almost 1! per cent. TheY aLso cone

-

after a dollar rlse of over 50 Per cent 1n the last 2 Years. We

expect the dollar to continue to fa1l by as much as a further
15-20 per cent ln the next 2 years or so'

Monetarv Do l-cv

g. In splte of somewhat half-hearted statements to the contæary

monetary pollcy has been changed slnce october last year to a Less

restrlctive stance. The most closely watched aggregate, Ivl1 r was

sald to be affected by ] dlstortlons: money fro¡n maturlng savers I

certfflcates was belng temporarfly parked ln bank accounts' new

interest-bearl-ng cheque accounts were belng lntroduced, and general

uncertalnty was causlng nore of wealth to be held as money' The

Federal Reserve therefore sald lt wou1d. pay less àttention to M1

and. more to M2 and. s-et-ltew, hlgher l'12 targets fer the 19"! -palt - .

of the year.

9. Ivl1 now looks as lf tt wt]] have grown 8å per cent durlng

1gB2 lnstead of the 2t-51ã per cent target range and the November

YLz f lgures v¡ere above both old and new targets. These two aggre-

gates, together with MJrwere a 1ltt1e outslde their target ranges

h
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beforetherelaxatlonand'beforethedlstortlonstookeffect.
some leadtng analysts attrlbute all the tncreasd ln monetary

growth to increases 1n the Fedrs'provlslon of reserves to the

banklng.systen Ln order to accommodate the greater demand'for

llquld bal-.ances. 
'This behavlour contrasts wlth that ln 1981

wben dlstortions Lncreasl-ng 1"11 growth by 4 per cent (trre growth

of NOW accounts) were not accommodated and so monetary pollcy

was rnuch nore restrLctlve than the unadJusted flgures suggest'

Flscal oollcv

10. After the large deflclts of the second world war the Federal

government oscifl-ated between surplus and deficlt ln the 1950s

and. 1960c wlth largest deftclts a llttle over 2 -per cent of GNP

in a caLendar year. In the 197Os the osclllatfons have contlnued

but wlth a slt$htly hlgher average deflc lt so that there has been

a d.eflcit every fiscal year, although not !'n every calendar year'

It seens 1lke1y on current pollcy, however, that the 198Os w111

see a large lncrease tn the average leve1 of the deflcft'

11. During the 197Os d,efence spend.ing fel-l after the end of

the vletnan war. Much of thls fallwas matched by a growth ln
transfer payments over and above the growth of soclal securlty

contrlbublons. Durl-ng the 1970s the number of recipients of

social securlty and other retlrement and dlsablllty beneffts
(two-thlrds of transfer payments) rose by 40 per cent whlle the

number of recj.pients of nedlcare (f¡aff the remalnder) doubled'

The real value of social securlty benefits rose on average by

1 per cent a year but almost alL the rlse occurred at the

beglnnlng of the decade.

Percentage Personal Transfer
oavments

5.9
9.5

Total defence
taxat lon andlnof GNP tl

1970

4gig- 
-'-

9.7
9.4

8.1
5-;o--- ,

12. As the table bel-ow shows the last few years have seen a

substantial rLse |n defence spending and ln transfer payments

whlle p,æsonal taxatlon has been held down by the recesslon and

by consclous attenpts to offsét the effects of flscal drag by tax cuts'

5
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The increase ln the d.eflclt so far has not been much larger than

that ig. the mid-7os and the OECD, calculates that changes ln re-
\Enpe and expend.lture as a result of the recessl-on account for most

of the rise since 19790

Percentase of GNF flscal vears

1g7O 1971 1972 1973 1974 1975 1976 1977

Federal
surplus -o.1 -2.O -1 .7 -1 .2 -O.5 -1.1 -1.4 -2-'

WEP estÍnates(lncl defence cuts)

197e 1979 19AO 19At 1982 1981 1984 1985 1986 1987 1988

Federal-
surplus

Personal
taxes

ïnterest
payments

-1 .7 -0.6 -2.O -1 .9

8.9 9.4 9.7 10.1

-7.9 -4.6 -4., -4.8 -4,5 -4.1 -4.2

9.7 9.2 9.0 9.O 9.O 9.O 9.0

Soclal
security
payments 6.t+ 6.5 6.7 6.8 6.9 7.1 7.2 7.4 7.5 7.7 7 -ð

Defence
spendlng
on goods/
servlces

Transfer
payments

4':'7 4.5 4.9 5 .1 5.5 5.9 5.8 5.9 5.8 5.7 5 -7

8.7 8:5 9 ,t 9 .7 10.2 10.8 10.8 1O.8 10.7 10.6 10.5

1,6 1.7 2.O 2.t 2.6 2.7 2.9 t.2 7.7 5.' t-6

11. The dlsturblng feature ls that, even under falrly favourable

assumptlons a recovery does not seem l|ke]y to reduce the deflclt
glven current pol1cy. Most of the lmprovement ln the table above

is the result of assumed pollcy changes on social securlty con-

tributlons.

14. gur, necessarlly rather crude, calculatlons ln the table
above illustrate why the deficlt does not decline ln the recovery-

6
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The effects of the tax cuts wÌ¡lch are comlng through now and
w111 g.ttll be feLt next year are compensating for past fiscal
dr"S whlch has concealed the runderlylng size of the deflclt ln
the recent past. Transfer payments are not Ilkely to decLlne
strgnlflcantly as a proportion of GNP because a continulng lncrease
{n the nunber of reclpients' counterbalances the effects of're-
covery. The upward underlylng trend continues and ls not matched
by a decllnlng trend ln defence but, on the contrary, the rfse
ln spendlng ls maintalned. In addltlon, wlth no very substantlal
further fa1ls 1n lnterest rates. ln prospect, the contlnulng large
deflcits rafse the size of the publlc debt and so lnterest pay-
ments, although the rate of lncrease slows as debt rises to a

new equlllbrium conslstent with 4 per cent GNP budget deflclts.

15. the sums of money needed to change the situatlon are Iarge.
The deftclt we expect for thls year fs $t5O blllLon rfslng to
fiZZO bÍIlion by 1988 and these estimates are below others avatl-
able, lncluding some which appear to be orlglnating from the
Adminlstratlon itself. The Reagan corporate and personal tax cuts
are worth $g¡ bllllon thls year and S150 b1llion ln fiscal lg}t+,
but had they not been lntroduced, personal taxatlon would have
been 12 per cent of GNP next year and. acttvity would have been
Iower. -The entire 198, defence budget ls, at rather over fiZOO
blllfon dollars, about the same size as some estlmates of the
deflcit.

16. The fundamental problem ls that the rlse ln the number of
elderly' a growing trend towa-rds early retlrement and an increase
in the number of slngle parent famllles has been accommodated 1n the
past Iargely. by a fall1ng share for defence. The rise ls stfll con-
tlnuing but the defence share has increased lnstead of falllng
leavlng a gap of well over 2 per cent of GNP to bê,flnanced
malnly by hfgher taxes, lower levels of beneflts and abandoning
d.efence goa1s. Shared. out equally; tfr-" flrst round effects would-
be to reduce real personal d.lsposable lncome by rnore than 1 per i;

cent, the level of beneflts by over 7 per cent, and the defence
budget by 12 per cent.
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17. It !s clear fron press reports that dtfflcult.choices
are beJng consid'ered'. spendlng cuts of up to É¡o ¡rlllon next
y.ear (lncluding ø12 b111lon defence savlngs) have been mooted

together wtth further energy tax increases. There are also
reports of a condltlonal tax lncrease which would take pLace

ln flscaf 1986 lf.the proJected deflclt was over 2 per cent of
GNp (or about SlOO blllton). The whole social securfty problern

ls being considered by a cornmlsslon under ex-Council of Econonic

Ad.vlsers Chalrman,. Alan Gneefispan, whlch ls due to report on

15 January. l"lembers of the commÍsslon have been unable to reach
agreement and thefr request for a polltica1 steer from the
Presldent and the Speaker of the House of Representatives did
not elicit a reply.
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Philip Hurr in our Paris Embassy has mentioned that it would. be

courteous if, in the margins of next weekfs G1O' the Chancellor
was able to mention to M. DeLors that he will be meeting with
Cheysson on 1st February. The point here is the rather obvlous
one that our usual- contact is with the French Finance Ministry.

(R. N. SPRTNGTH0RPE )
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Etghth General RevÍe*r of Quotas - Report of the
Executfve Board to the Interf.n C@lttee

The attached report of the Executlve Board to the InterLm
c@frree on the Efghrh Gäneral Revlew of Quotae relatea to rtem 4(a) of
the proviefonal ageãda for the meeting of the InterLm C@fttee
scheduled on February 10-11' 1983.

The text of thls report fe the aaDe aa that clrculated to
Executfve otrectoie as 514182h49, nevlelon 2 and Correctlon 1 on

January 14, 1983.
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Report oi the Executive
Board of C'overnorg on

the Etshth

IITERNATIOI{ÀL I'IONETARY FUT{D

Board to the Interln Connlttee of the

the Internatlonal tlonetary Syeteo on

levlew of QuotaaGeneral

January 14, 1983

I IntroductÍon

1. The comunlque of the Interln Cinmittee',fesued after tta 19th

neeting held 1n Toronto, Canada ln Septepber 1982' etated that:

lrgent
"There wae rildespread suPport ln the Cmnltt¿e on the u

'need for a ",rú"i""tr"t 
t""t"ãáe tt' quota' u-rrder the Btghth

General n"rie,n. The cm¡ntttee rè1tãrated lts vlew that quotas

must remafn the nrfnlty. toui"å of -financlal 
reeources for the

Íund,e operaliooå arul itr.,tltr.iãfo¡g, the Revfew should result

fnanlncreaseinquotasthatwould'belargèenoughtoenable
rhe Fund to perforn rte runlrrottå r".al.efiectlve manner fn the

1gg0e. The Óonnfttee 8180 reiterated lts vie¡r that the occaslon

of an "rr"igãi"nt 
or rn" roiá under the Etghth General-Revlew

ehoutd be ueed ro bring th;'.;";;;s of nenbãtt tot" 
'n 

lfne nlth

thelr ri:latlve posftfon8 rn ir¡e world èconmyr taklng account of

the case for ualntafnlng ":piop"t 
balance bett¡een the dlfferent

.ä;";;ïr^lòo'trr.". rhe cãnirree alao asked the ExecutLve

Boardtoagseg8th.eadequ""v-ofexletln8.arrangements.todeal
ã;;-r"5", .ãIr.ãfrrrtfi tfte läternatlonal flnanclal Eysteû'

TheCoonltteeurge<ltheExecutlveBoardtoPursueltef'ork
on the fesues of the Revlew aB a úatter of hlgh prfority' ao

rhat the renalnlng fesu"' ãrr-itr" eLäe and dfetrlbution of the

quora lncreaee "*r¿ 
u"."ãg1""ã uv ttt" Èlne of the con¡nltteers

ie*t te"ting ln APrtl 1983" "

2. In vléw of the advanêe ln the tfllng of the next meetlng of

the Interrt cot¡nitl"" to earLy iebruary 1983' and algo taklng lnto

accounÈ the vrews-.*pr."""a uy ttre Intãrln comrnfttee' on the Etghth

General Revl.ew of QuoÈae at its last meeting, the Executive Board has

glven urgent consideratlon to the maln lseues relatlng to the

ffghttt General Revlew of Quotas'

3.TheExecutiveBoardhasdiscussedtheEtghthC,eneralRevl-er¡of
Quotas l-n the il;h.-;i the -prl'ncfple 

that 1"9t:" mu8t provlde the

prtnary "orrr""-iãi 
afr" Fundi" iiiå""fttg. in thte connectlon 1t ha'

considered (f) the elze of the overall I'ncrease ln quotae; (tt) the

dlstributlon of-the overall fncreaee, tnctudtng the posltlon of coun-

trtes wirh very enall quotas fi-ttre úuoa; ¿n¿ (fti) the mode of payment



for the Íncrease fn guotas. The range of vrews of Executrve DÍrector'on theee marn fssues h3g greatly narrowed alnce the last rneetfqg ofthe connirree. As ourlfnãa u"táno, "ãi"ìriiäiào"." ren¡rn anong rheExeeutfve DÍrectore. Tl" princfpal elenents oi--r, agreemeût are no'avallable for the rnÊerln õonntttee to resolve the renafolng lasuesand provfde an early conclusfon or the ;üh;;-G.nerar Revfe¡r.
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II. Sfze of the'Ove rall Increase

4' The Executlve Dfrectors have noted the vfe¡v of the rnterr.ncoDnirree rhar rhe overarl fncrease i;-q;;;re-ìho,rr¿ be of a efze rharwould enable the Fund to deal effectfveiy 
"¿at-the problene of ffnanc-lng and adJustnent that are ¡rlthfn lre 

"ärpãiå""e and are likely ro beencountered fn the r9g0e. The Executlve Directore belleve that thefocreage ln quotas should enable the Fund to acconnodate the rfkeryneede for Fund reaources fn the l9g0e, 
""¿-inãa borrowfng by the Fund,nhlch ehould not be a regurar feature of the iuoars operatfone, nay beresorted to fn exeeptÍonal clrcunetances, lncludlng borrowlng by theFund under rte standing arrangenente euch as the Generar Arrangementsto Borro¡v. Many Dfreetora beifeve ttat-if,ã-fãrg." the elze of theoverell fncreaee-in quotasr.the easier it w.rlr Le to reeorve eome ofrhe reeues reratlng to the 

-¿retrrbuiiã"-ãr-qü.ã"; -;.lã;äi,,sril' 
tu"yatree6 the I'nportence of conel.derfng tt" i""',rãs of efze and dfstrlbu-tl.on 1n conJuuction.

5. rn therr dfecussfon on the rikery need by uembere for Fundre60urces durlng the 1gg0s, most Dfrettora arä or the vre¡¡ that theneed for Fund eupporr of nenbers'.u¿1aicã-oi-irir"nr' adjusrnenr pro_grams cannor be expecred ro df{11:! fn the yå"1" ahead,-""p."i"r1y fnthe llght of uncertafntiee and dfffi""rti"" ii-it" ffnanclal sysrerrthat are, Ínter arfa, aesocfated wftht;iã-r"*r"rng of fnternatronardebt and related capftal flowe. These Dlrectors belfeve that thelncrease fn guotas.under the Eighth dneral neview neede to be euffi_ctenttv large for rhe Fund ro flnance ;;-õp;;;lr." lever of ecceesto ftg reaources to pronote adJuetnent. Só¡ne bfrectore hoLd the vfewthar, fo[owing rhe exceptronaily ;¡;;pr;;-jj,r"t 
"nr efforrs curJrently befng supported by the tr'und, payments iiË"r"n""s that r¡ourdrequire condftionar frnancing by túe'rund 

"""-u. expecred ao ,oiäi.a"later 1n the decade.

6'- 
- 
rn the lfght of these considerations, Dfrectorsr vÍews on the efzeof the overarl fncrease, wÌrÍchr rn a sptrit oi-.orprorn{B€r have nar-rorved consrderably slnce the last neetlng of the counfttee, nay beeu@arlzed ae follonB:

(1) trrost Dr-rector' berieve that an approxfnate doubllng ofthe Fundrs quotae, frorn the present total òr snn 61.1 blrlfon ro
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SDR 125 b1111o4, would be apptoprlate' Soæ of theee DlrecÈore

areofthevle¡¡thatmorethanadotrbllngofpresentquotaels
needed. All of then could accept-"" o*itrt âtze of the Fund of

SDR 1OO. blllton ae a l¡lnLmanu'

(rr¡OtherDlrectorehavelrrdlcatedthattheycor¡ldEuPport
an overell elze oi-ttre Fund that lLea wlthlu the range of

sDR g5,100 bllu;;,-"ia-aone of rheee DÍrectore belleve that ao

lncreage 1n quorae of 50 per ."ii ro the order of sDR 90 blllfon

ls a mlnlmum;

' (lfi) In the cq¡rge of diacuesloa'
lnillcated that an lncreaee ln Fuod quotae

be accePtable.

alnost all Dtrectors have_-sDRTo b1ll1on wourd

' 3 Dfrectore beller¡e that tf the total of Fund quotas le7. A nrnber o 
interval uetræen ii. "*pr"tton 

of thts
lese thaa SDR 125 b1111ou, the
Revfewandtt¡eetartoftheBext(N1nth).GeneralRevlerrofQuoÈae
should be ehortened froro ttre uaüir p"tioa- of f lve yearl' The vÍen 1e

also put fon"rã-that the """"f"*iioi 
f" the.tloetable for cmpletlng

. the Elghth Geneiai i"v-r"rn, wlth a irlew to havlng the nen quotaE coEe

tnro effeit iu late 1983 ot "tify 
fõAa, rather ihan late 1985' tdC'll

have the reeurr it"r tt" grarr;É;;; þiro¿ for the next revlew of

q,¡oras woulä U. ãii""tlvely aarriice¿ *ittorrt a reductlon fn the five-

;;"; perlod 
-between quota revle¡te'

III. Dl6trfbutlon of Overall loereaee'

.s.InthelrdlscueslolofthedlEtrfbutlon.oftheoveralllncreaeeln
quotas,theExecutlveDlrector.ehavebeeneurdedbythelaterl.m
coEnft'teewtrtch..notlngthatthepresentq'¡ol8?ofaelgnlflc¿ntuuuber
of membere do not reflãct thefr rälatfve iosttione in the world

'economy...reafflrmedltavlewthatt'heoccaslonofanenlargeæntof*rhe 
Fund under the Elghth Cenerj Revle¡v should be used to brlng the

iiã.å]"ätï;;;"-;;tu.î" ære 1n LLne wlth thelr relatfve poeÍtlons'

^taklrrgaccountofthec,aaeforrnalntalnlngaproperbalancebetweenthe'dl.ffereaa gr*p"-oi "o.-atie'." 
Dlrectore are also of the vLew that

the dletrlbutLon of the lncrease ln quotas ehould not reeult ln abntpt

,changes tn quotã "t.t"" 
of lndivlduai ne¡¡bere and that all uembers

.ehouldrecelveameanlngfullncreaeelnquotas.Further¡oore'él|-
Dlrectors agree that thã æthod used to ålatrlbute the focreaee 1n

quotas should U"-ãi" whfch appltes urlformly to all æmbere'

,g. rhe quota calculatr"* """;;;;;1!:!:"t" 
or thls Revie¡r have

.been baeed on the revlsed quota formulas 
-agreed by the-Executlve

"ñ"r¿îïi,rär"l igez. tn ire last Report lo the rntertrn cml'ttee on

the Eighttr cenárã Revlew, ttt" i*å"tive Board noted that' "tlhtlet

accePtl'ngtheagreedquotac¿c,,ratroDaasreagonablel.ndl'catoreof
therelatlveeconmicposltl'onsofcornt'rleelntheworldecoûomy'
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aome Executive Directors are of the vl.ew that they do not provlde a
who1i,;' satfsfectorjr neasure of relatLve economlc po81t10n8. rt te
un<ierstood that the changes that have been nade dã not preclude furtherappropriate changee tn connectlon wlth future revie¡rs.-

10. The Executfve Board consldered different methods that could beueed to dletrlbute the Íacreaae fn quotas, taklng into account thevarloue al.ms noted in paragraph g above. After iong deliberatlon, thet';xee.rlve Board agreed that the elenent ln the lncreage that lefntended to better reflect the relatfve econonic posltfone of membercountrles ghould be dfetrlbuted ln proportlon to èach rnenberte eharefn the total of calculated quotae, ànd-the element that Ís fntended toesaure a meaningful Lncrease Ín quot,as for each menber, and to avoldabrupt changes Ín quota ahares, Jhould be dlstrlbuted ío p"opo"tlon toeach memberte pre8ent quota.

11. The Executive Dfrectore have not reached a conaenaue on theproPortlon of a glven overal-l quota fncrease that ehould be devoted toeffecting eelectlve fncreaees ln quotae and the proportlon that shouldbe devoted to the equlproportionai fncrease. rnã räures appended tothle report ehow alternative llluetratfve dfatrfbutlons beiweenselective and equlproportfonal Lucreaees for four eizes of Fund--vLz'.
sDR 85 b11110u, SDR g0 bf1110n, sDR loo b1llfon, and sDR 125 blllton. ll
L2.
and

of Executive Dfrector6 Btrees that in vfew of the la rge
fferencee for a signlflcant aumber of members betweenthelr shares fn preaent quotas and fn calculated quotas, and 1n vlewof wtrat they conslder to be the lintted degree of adJustnent underthlg nethod, ft rrould be ,appropriate to dlstrfbute the

1n quotas {n the form of selectlve ad{-É-\quotas under thls method. On the other hand,

qg¡f,f;e_lnslease
EeEÞer woulduatments. Each

recefve eome lncreaee Ln
a number of Dl.rectors belfeve that a elgnificant pert, of the order ofthree quarters, of the overall fncrease Ín quotas ehould be dfstrlbuted

r rtl.onal Lncreaee ln quot,as. A few other Dfrectors
favor, or can guppo an equfproportlonal fncreaee ranging betr¡een 50to 75 per cent of the overall Íncrease in quotae. These Dfrectors
atres8 the need to avold abrupt changes fn the quota ahares of members
and wfgh to eDsure that each member recelves a neantngful Lncrease Ínfta quota. Theee Dfrectora recall that ln the last conmunlque of the

I e Tablee also s for culation t extent to chquotå ehares are adJusted .to¡¡ard ehares Ín calculated quotae (the
adJuetnent coeffictent) and the dfetrlbutlon of shares in the Fund
bet¡¡een the maJor groupg of countries, wtrlch have been classifled asfn Interuatlonal Ffnanclal Sta!lstfce. (fne tfS claselficatfon fe,'a" 

"nà-i. Ëo;;ï1""ãlà^.ä nr".operatlonal signiffcance for the purposes of the General Review of
Quotae. )

For eaee of reference, the lndfvldual quota calculatlone that are
er¡mnårfzed fn the þpendlx are ehown fn a eeparate document rhich fsclrculated concurrently.

A number

-'-¡¡¡.gÈowlng di
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Interi¡¡cmfûltteeitwaeetatedthattnbrlnglnrquota8mreÍnll.ne
¡srth relarive econcnie poer.r";;";;"r"i ;*urã 'ie tekcn of 'the

caee for nå1nt81û1ng a prope, uãtr"" between ltre ¡ufferent-grorpe of

counrrtee.- Th;; ;oãe¿ itrat *ã;;"11 alteroat'fve lllustrative calcu-

larlo¡u ro rt"'i"ïî"ã-..1."tt"¿-iã thle report' the ghare of the non-

oll developlog "*roarr"", 
talsen lr'. gr*pr-decllnee and they belleve

that a !'arge equlproportlonal ;;;;"il-:ã119 n"lp to mLnlnl-ze the

dereriorarlon in ihe relatl* ;;i;j;;_"t^^.*s gräup of countrleg' 0n

theotherhand,nanyDlrectorEcontlntretofeelthstquotalncreagee
ehould ue uaaeå ä'Lãi"r"' úi;iã;i-poe1tlo; and not oo the posl-

rioûs or groopi ãi iãrU.t". ti*ãã" trrä vren: 
-ãf 

tho"t Dlrectore who

ho*d thar rhe enrire increae"-iïãiã.á1 "¡"g1a 
be devoted to effect-

lng eelectr* ii"rå."ãr-."¿ tnã""'*tá feel,ttrat a elgnlftcant part of

rhe lncrease ehould be dt-errriJaã¿ in the form-of an equiproportlonal

iSliii" i -ffi J:Íl r:'i ":lå' f::i ":î:::' ::Ë" -
porrtonal er"Lrn-or sO per cåi;;;'t iã""t-flgure' gotng for sol'e to

20 oer ce¡t ot itt" ovælTTË;ãtã" '-atpendlng 
on the size of the

rüfi.

13' The Executlve Board-hae aleo consldered the poeltlon of

rhe very efûal1 quor? uenbere-îl.;.;-¿h;te wlth quätae that at Present

are leee ttran SóR 10 rnLl''oo,.iã tho """*'nt 
fór only about 0'1 per

cenr of rotal quoraB. u.oy órî""aåiá ieel thai the epecLal economlc

problerns or irrå""-cot¡nrrlel,'i;;ilãittg-;t irtriã¿ aèceee to capltal

oarkere, narroe, productlve -1ã ã*nort baee, ."iã t""*portatlon dlffl-

cultlea' 're 
not, and P-"?.'Ti; ;ä;;; ut' áa"q*telv tonpreheoded bv

rhe quora t"riiiå"; anä that-á "t"" 
ed'ete tãi Eoæ- speclal sdju8tænt

of thelr quotas, after takl¡re ac"*rrt of any-in"""""tá that nlght be

agreeit oo¿."-itå Elghth c.o"l"i'iä"*l- lãi""t*ot"' wtrlclt would be

neanfogfur rrätlã-porot og-view of the "*li 
cq¡ntrleB conceroed'

would be relatlvely rcry enali-tn aggEegate (perhape -1o lore than

, sDR 20 u'l''on, dependr'g oo trr" ptãä"ã t".ùãã-or'ta,Ï?ttjnt choeen)'

Ttrey coutd ;--L;"ã on a-elngi" i"r^tB guota' or rourrqog-tp of quotas

:t to Bay, . t"iri"u 1evel r" J"i ãr " -tutt ãi "k"""t 
("'g" sDR 5'

! 7.5 and 10 r¡lllfon)' or t "iitigr't Perc-entage lncreaee (based elther

r orr pre8ent ;;;'i';"iã")¡ ;;;; t"ihod" "*r¿ 
also be used' But

agalnet rhle, mosr orher.Dl;;;;;r" tor¿ the àe¡s thst lt La important

ro nalnraln unlfomfry of aiããi*"t of membere fn dletrlbutlng lncreases

fn guoËae. These Dlrectora-ãã-ooa belleve ti"t-it'" sEall SDR cost of

such epeclal adJuetments le, a relevant cofisideratlon' and they do not

conslder that the case has t""i-ira" out th;; tht ""ooonle 
probleoe of

rheee counrrles are .rnlque.*iü"iãiàt", tt""å otrectors do not favor a

apeclal .¿¡o"i*ot 1n the q"oi"'of the memberg referred to above'

So¡neoftheseDl.rectore'*:opolntq¡t.tlltaepeclaladJuetrnentlnvery
enall quotaã-cãuld reeult 1; iú;;à uernbere- "ãtrãivrng 

thelr neede for

:-, Fund ,""o,r""." throtrgh o". är-ïIãiriir". w{rrch do not lnvolve uPPer

rranche condÍrlona11ry. A ä;;i;ã"to"t thought 1t a?er:.Prlate to exam-

lne the economlc probleme ;-;;i1-co¡ntrl;;-i"ttrt"t i" ttt" ltght of the

Lncreages ln quotae at.a rr-" .stã.a under the Etghth General Revlew'
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some Executfve Dfrectors put forward the vfew that the lesue of aH:"i:li"it::ïï,l",ltÍi;:i;í#::iäi; åå.¿ 
"n ;;r;";; ;.

IV, for Increaaes fn
14' The Executr.ve Board has dlecuesed the node of paynent for the
iÏtr:ï':fr :ï:ff;" ll'.|'¡"re"-ãi-eiiã*î,,. provrãe rhar each
twenty-ft.r" 

-p." 
cent of ah. fo"""aae 

I'n quota :h+1 "pay to-the Fund
t he Bóard or 

-co.,. 

"o;.;-';;-p;::::ff: li":r:;i:tr:fi:l l.;:iri:"i:i"on rhe eame baefe for,ri'Jiu"Ï,-ioäàrå"i, fn part 
'n 

rhe cur_rencÍee of orher menbers 
"pi"rfi.á, ;;t-;;"i" 

"or".rrrence, by rheFund, or fn the menber;" ãil-"ur!€oc/.o. The balance of tú"_io"r".""ehatl be pald by rhe ;;b";1; f re own currency.,.
15- Aluost 

1l-?t*:ro-r: agre".1n-prfncfple that 25 per cenr of rhelncrease r.n quotas should uã p.ra ro ,"".IuJ ."""a". Þrost of theseDfrectors r¡ould prefer-ii"a-aå" reaerve asset paynent be fn sDRs. Areserve a88et paynent nade fn sDRs provrãã"-it" greaÈest enhancenenrof the rfqufdttv of rhe i;;; rrnproves .iã-r"ï¿,e incme posirion whenthe rate of re¡nuneratfon fe íower than the ioñ-""a", a6 at present,and fr also pronores rhe uee of at" ion-ï; ;".d operarlon" ;rrd rrans-actÍons' Ho¡rever, approxtnarely 20 ;; ;;;;ï; rhe roral sDRsallocated ere pregently held by the ên"r"i-O"partment of the Fund andapproxrrnat"rv ðo p";-;å";-;;" i"iJ-b;-;îåï"f;l.rr., counrrr.es.Furtherrore' approxlnatery õõ r"ru"r" ¿o-oãt-i".'" 
", present sufffclentsDRs to pav to- il" r"rJ-ãí iã.'""rr, of an tncràase fn quoras of rheorder presenrly ¿rscusseã: ï; rhese 

"riã"rri.i""", a rerarfvely targenunber of nenbårs would need-to uuy soiÃ,;;;'" narnly from rhe Funditeetf, ro pay then ro-.ü"i""å._.óoir"q;";;i; 
nany Direcrors betteveft nav be approprrare ." ãrrJ'iembers d õ;i;; ro pay 25 per cenr orthe increase r.n_ quotas rn sDRs or fn t¡e curreicy of another memberpreecrr'bed bv the Fund, rrtrr-It"-concurrence of the leeuer. The grant_lng of the ootton requfres a decr.ston of-;il ;;"rd of Governors takenby a 70 per àent naJórfry oi ;;" rorat voring powero

16 ' Dlrectors recognfze that nany menbers nay face drfficurties fnnakfng reserve a88er paynenrs ana'ttrr ;;"';ídr need ro borro¡¡ ronake rhe pavnenrs,ro tnã ¡',rnã.- J"""r.r-;il"ä:ls are rhus of rhe vlew
iffitÏ"î1"ï"i1":lo 

t''"" it'"-åoll:" 
"i-o;;i;;'fr,". r,,",eased eubscrlpËron

¿e "rsíoi; ; ;;":ä i:ï .;l;*:!'t. .il'*.i:, i*iï::;.ïii:H^;" ",,
tranche poeitfon 

.for a r.r;;;;-;r enlarge" ti"-p"yrng ærober,e Ltett'greaerve rranche, by an *oor,i'"i.rri ìo-;il ;ä"1.r" """"t paymenr. Thus,a reserve a88er pav'enr ro rhe É:io l":ii;.-;i; rn a change *n theconposttr'on of a_nâmber'" 
".".r.res-, and ¿o"" ioí represent e netdraÍn on rhem. Furrhernot"l-ì'r.rú". 

""n-ã;;-;" ÍÈs reserve rranche



wlthout challeage to lts representetlon of balance of payueotg need'

Dl.rectore "feo 
nãt"å tt.t tä ttre eveût thet neûbere would cxperLeoce

dlfflcultleeÍnnaklngthereaerveessetPaymentbecauaetheydonot
hotd eufftctent ãf if"i"f forefgn-."ããi, ('SOit" and forelgn cxchange)'

arrangemeoa" "o.riã-Uã-p"t 
fn place to aeeiet eueh members ln naklng

the paynents to-ti"-r,rn¿. rn-trre llght of the-asaurancee that have

been provlded by the etaff t.e.tãfiã"ihe technical feaalblllty of guch

arrafigeûente, Dlre"io"" agree Èhet ñenbere that engage fn euch arraûge-

DeoËEandthatneedtodosocouldrePayPro¡ûPtlythereeerveas8et6
uaed ln payDenr of 25 per cent of the qlota lncrease by drawlag on

theLr regerve trancheg.

LT.ManyDlrector8algofeelthattheqrreetl.onofanallocatfonof
sDRs ln the fourth bastc perlod ghould be addressed urgenÈly' Ia thls

connectlon,wtrflatnotlfigthatadeciglontoallocateSDRErould
facilltat" " 

p.y."nt of ãS p"t cent of the quota lncreaee in SDRe'

theee Dlrectors coneider thát the decLslon on SDR allocatLoos hae to

beexanLnedoniteownmerlterwtrlchtheybelleveeresÈrong'

lS.Inthetl'ghtoftheeecoaelderaÈlons,thoeeDirectorswhohave
expreseedregervatÍonsonthepa¡nentof25percentofthequota
lncreaae ln reee;" """.t" 

coold- also agree to such paynents oD the

underetandtng that the Interin Connltteã would reguest the Executlve.

Board to revlew the lateet trende ln ¡vor1d lnflatlon and llquidlty as

a Eatter or urgerrci, *rtn a vlew to fac1l1ÈatLng conelderatloa at the

ûext Eeettng of thä-Inter¡n Cmntttee as to whether a nelr allocatLon

of SDRs would ffnd broad suPPort'

********

AenotedatthebeglnnlogofthleReport,thelnterimCoonfttee
regr¡ested the Executlve-Board "to 438e88 the adequacy of otlstfng
arrangement8 to deal wtth naJor stralns ln the I'nternational financial
8y8te[0...I'nl.tsdl.ecusslonsdevotedtoÈhlsmatter,theExecutlve
Board considerear-irri"1' al1a, that a maJor eolargement and extenslon of

lhe Fundts etanding borrowLng arrangements (GeneraL Arrangeúents to

Bãrrow) could be vãry useful 1n provldlng the-Fund wlth acce86 to
addittonal resourceÊ Èo help ft deal wlth an lnddeqtracy of resources

and wlth a threat to the stäUtltty of the lnternatlonal monetary system'

The Executlve Board stres8ed that a rev!-slon of the GAB should not

advereely affeci the approprlate fncreaee ln the sÍze of the Fund' lte
decfelon uaking pro"""ã- toå lod"pendence, and lte aondfscrinLnatory

and cooPeratlve character.



?able 1. Alternatlve rlluerrarrve l)retrrbutione of Quotae (Fund of sDR g5 Billton)
(In per cent)

Illuetratl.ve epportlon[ent of overall Lncreaae
Lnto ortlonal/eelectlve Lnrreaeea

(z> (3) (4) (5) (6) (7) (s) (e)

39.3 39.3 39.3 39.3 39.3 3g.3 3g.3 39.3
1. 0vera11 Lncrease

Of whlch:
Equlproportlonal Lncreaee, per

cent of present quota 1/

Selectfve Lncrease, per cent
of preeent quota 2/

2. Adjusünent eoeffíeient þ/
3. Dlstrlbutlon of ehares

Preeent
quota

shareg
(1)

29.4
(30.4)

26.2
(27.4)

19.6
( 21. 5)

L5.7
(18.0)

23.6

16.9

r3. I
(15.6)

26.2

18. I

1l.g
( 14.5)

27.5

19.7

7.9
(10.s)

31.4

22.6

( 3.8)

9.8

7.0

13. 1

9.4

19.6

14.1

39.3

28.2 I

@

I(oer cent of toral)

rnduetrlal countrlee 61'3 6L-7 61.g 62-0 62.2 62.3 62.3 6z.s 62.g
Developlng countrie' 38.7 38.3 38.2 3g.0 37.g 3r.7 37.r 37.s 3r.2

Of whlch:
llaJor oll-export'ng countrtes 10.9 ll.1 rL.z 11.4 11.5 11.5 

'.6 
1r.7 

'.gtbn-oll developlng countrre' 2r .g 2r.2 2r.o 26.6 26.3 26.2 26.L zs.g 2s.4
I Flgures perent ehow enallegt Lncreaee, whfch ncludee an equlproportlonal to theuember sith the lowegt ratlo of calculated to present quota,2l Thls la a relghted average for all nenbere and le the ratfo of total eelectlve Lncreaeee to total preCent quotes.Sele ctive lncreaaes are allocated ln abaoLute enounts ln proportl.on to nenbere? ahares ln calcula ted quote8.3/ Thle flgure le the percentage reductlon of rhe dlff erence between a r¡enberl e share Ln preeent quotes and lteeha re Ln calcula ted quotae. The adJ ustneat coefffcfent le the sane for each neuber and lt neasures the degree to shfchquote eharee are adJusted to reflect nenberar relatlve economíc poeLtLona ae lndfcated by the calculated quotaa.



Teblc 2. AlternetlvellluetratlveDlgtrlbutlongofQuotae(FundofSDRg0Btlltor)
(In per cent)

f of overall ln:reaae
Preeent
quota

aherea
(1)

Illustretlve
ort eelectlve lncre rgeal-nto

.3
(2, (3) (4). (5)

47.5 47.5 47.5 47.5

(6) (7) (s) (e)

47.5 47.5 47.5 47.5

1. 0Yera11 Lncreage

2

Of ¡rhlch:
EqulProPortlonal Lncreaee' Per'""it õr Present quota !

Selectlve lncrease, Per cetrt
of Preeent quota 2/

AQj ueünent eoeffíeiettt !/

35.6
( 36.7 )

31.6
( 33.2)

15.8

10.7

23.7
( 26.0 )

23.7

76.7

19.0
(21.8)

15.8
( 18.e)

31.6

21.6

14.2
(17.5)

9.5
(13.2) (4.6)

11.9

8.0

28.5

79.3

33.2

22.5

38.0

25.7

17.5

32.2
I

\o
I

3. DlstrlbutLou of ghares
cent of

Induetrlal countrlee

IÞveloPlng countrLee

llaJor oll-exPortlag countrlee 10'9 11.2 11.3 11.4 11.5 11.6 LL.l 11.8 Lz-OOf rtrlch

lb¡oil develoPlng countrles 27.8 27.1 26.9 26.4 26.L 25.g 25.9 23-6 25'O

equlp roPortlona I increaset to the
the at lncreaee shlch lncludes an

FFigures fn

for al1 neobers and le the ratlo of total eelectl.ve I'ncreageg to totel pre8ett quott8'
uelber ¡rlth the loweet ratlo of calculated to Preseût quota.

Selectlve Lncreasea are allocated l-n abeolute aDounte ln ProPortlon to neobergr ehares Ln calculated quotae'2l thle 1s a relghted everage

3l Thle flgure ls the Percentage reductlon of the dlfference betseen a oenberta ehere Ln Preeelt quotea and lte

ehare Ln calculated quoteB. The adJuetnent coefflclent ls the sate for each æmbe r and lt r¡eaeures the degree to rhlch

61.3 6L.7 61.9 62'l

38.7 3S.3 38.1 37'9

62.3 62.4 62.5 62'7 63'0

37.7 37.6 37.5 37 '3 37'O

quota gharee are adJueted to reflect oenbers r relatlve econonl'c Poeltlone ae lndlcated by the calculated quotaa'



Ìable 3. Alter¡atr've rlluetrettve Dretrfbutrone of Qrotae (Fund of sDR roo Bfrlton)
(In ps¡ cent)

Present
quota

eharee
(1)

Illue tratLve apportlonænt of overall lncreage

(2)

63.8

47.9
( 4e.4)

16.0

9.7

fnto

(3)

ortlonal eelect lve lncreaaee

1. (þerall Lncrease

Of whtch:
Equiproportlonal Íncreaee, percent of preaent quota 1/

Selectfve Lncreaae, per centof preeent quota 27

2. AQjuebnent eoeffieimt S/

(4) (5) (6) (7)

63.8 63.8 63.8 63.g 63.8 63.8 63.8

42.6
(44.6)

2t.3

13.0

31.9
(35.0)

3l.g

19. 5

25.5
(2s.3)

38.3

23.4

21.3
(25.4 )

42.6

26.0

L9.2
( 23. 5)

44.7

27.3

51.1

31.2

63.9

39.0

t2.8
(17.7) (6.2)

3. Dtg trfbutLon of eharee
Der cent of total)

Industrfel countrl.ee

hvelopfng countrÍes

Of whtch:

(

I

a
I

61.3 61.8 62.0 62.3 62,5 62.7 62.7 63.0 63.439.7 38.2 3g.0 37.7 37.5 37.3 37.3 37.0 36.6
llaJor oll-exportlng countries 10.9 LL.2 u.3 ll.6 11.7 11.8 11.8 1l.g I2.2lbn-oll developlng countrlee 27.9 27.0 26.7 26.L 25.9

u rhl
Selectlve

Pere
25.6 25.1 25.1 24.4tl ncreaSe, c aannenber rl th the loweet ratfo of calculaÈed to pre8ent guote. tos fs a nefght

Lncreagee are allocated in abeolute
ed average for all nenbe re and fs the ratlo of total gelectl.ve fncreae ea to total Present quotea.2t ThLa flgure fe the percentage reductl.on of the dlfference be tween e nenbert e ehare In Preaent quotes and fta

anount e Ln proportl.on to ueuberet ehareg fn calculated quotea.sha re fn calculated quotag. The adJuetnent coefflclent fe the eaue for each nenber and lt neasurea the degree to ¡rhlch
quota eharee are adJueted to reflect nenberst relatf ve econonlc poeftl.ona ae fndl.cated by the calcula ted quotae.



lable 4. Alrernarlve lltuetretfve Dlstrlbutlone oi Qooa"" (Fund of SDR f25 Biilion)

(In per cent)
l'.i ir t :f ¿lLS l'ù Lr:G t)L-'!'.'t' ,'r"::'ì í " .;l

Pregent
quota

aharea
(1)

Illuetratlve apportlonnent of overall increaee
Lnto ortlonal aelectl

(2) (3) (4) (5) (6) (7) (8) (e)

104.8 104.8 104.8 104.8 104'8 104'8 104'8 104'8

Of shtch:
EqulproPortlonal lncrease'-".ãt of Present quota 1/

Selectlve lncreaee, Per cent
of Preeent quota 2/

2. Ad.iusünenþ eoef¡tete'tt Y
3. Dtstrlbutton of eharee

1. (Þerall lncreaae

cent of total)

Industrlsl countrleg

IÞveloPlng countrfeo

Of rrü1ch:
ÌtaJor oll-e:rPortlng countrlee

I5n-o11 develoPlog countries

78.6
(sI.1)

26.2

72.8

69.9
( 73.3)

34.9

77.1

52,4
( 57.5)

52,4

25.6

4L.9
( 45.0 )

62.9

30.7

34.9
( 4L.7 )

69.9

34.1

31.4
( 38.6 )

21.0
(2s.1) ( 10.2)

73.4

35.8

83.8

40.9

104.8

51.2

I

I

61.3 62.0 62.2 62.7 62.9 63.1 63.2 ó3.5 64.0

3g.7 38.0 37.8 37 '3 37 'L 36'9 36'8 36'5 36'0

10.9 11.3 11.5 11.8 11.9 12.0 Lz.l L2.3 L2.6

27.8 26.7 26.3 25.6 25.2 24.9 24.7 24.3 23.4

en lncreaeer a to
n parentheeee ehott the ena t ncreaSe t

neober rl th the lorreet ratlo of calculated to Present quote'
totel eelectLve lncreaeee to total present quotas'

2t thls ls a nelghted average for all menbere end le the rat.to of

SelectLve Lncrease a are allocated tn abeolute enountg in ProPortlon to neuberg t ghareg Ln calculated quotas'

3l This flgure la the Percentage reductlon of the dlfference between a nenberts share f'n Preeent quo tas and Lte

ehare ln calculated quotas. The adJuetnent coefffclent te the eaæ for each oenber and lt oeasuree the degree to whlch

quota shareg are adJueted to reflect uembere I relaÈl"ve econonlc Poelt lone aa lndlcated by the calculated quotaa'
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FRAt¡CE r I I.ITEREST RATES 0N' SAV I N0S ACC0UNTS

SUÎ.1MAR Y

1. PR.IME MINISTER I4AUROY'S ANNOUNCEI4ENT YÊSTERÐAY THAT HE IIOULÐ

NOT FOR THE TIì,lE BËIi\lG SIGN THË DEçREE TO IMPLEMENT A PROPOSAL

PUT FORþ¡ARÐ BY THE MIN¡STËR OF FINANCE TO LOI'JER THE INTERËSÎ

RATE ON BA}{K SAV IN6S ACCOUNTS HAS BEEN I'IIDELY I'NTERPRETED AS A

ÐISAVO\.'AL OF DELORS. I\IAUROY'S DEgISIOT\l HAS CLEARLY BEE}.I TAKÉ¡¡ OU

ÐOI,IESTIC POLI{ITAL GROUîIDS UNDER PRESSURE FROI4 THE SOCIALIST

AND COI4MUIIIST PARfIES. IT IIAS ÛNCE AGAIN EXPOSEÐ THE F'lITTERANÐ

GOVERNNEi\T TO CARGES OF I.I¡CO¡IS t STËNCY I N ITS ÐEC I'S ION MAK I NG.

DEI'A IL
2. REPORTS THAT ÐELORS INTEIIDED TO REDUCE II,ITEREST RATES OII

BANK SAVING ACCOUNTS FIRST LEAKEÐ AT THE BEGINNING.OF JANIJARY'

DELORS COI{F.IRMED BEFORE AN AUDIENCE OF BUSNESSMEN ON 6

JANUARY HIS INTENTION TO REDUCE THE INTEREST PAYASLE ON THE

PRtNCtPAL SAVINGS ACC0UNTS (THE LI,VRETS) FR0!4 8.5 T0 7.5 PËR

CEìii. HE JUSTIFI,ED THIS BY REFEREI{CE TO THË SUCCESS OF THE

tdAGES ÂND PR ICES FREEZE IN BR.INGI.N6 DO'dN .INFLATIO$I AND THE

NEED TO GI.VE THË GOVERNMET¡T ROOM TO REDUCE THE COST OF

BORRO\¡lIIIG BY INDUSTRY. II,IDEËD IT IIAS PART OF A PACKAGE DESIGI¡ED

T0 D0 THAT. ( GARS IDE I S LETTËR T0 ll¡GRAt'l, D0 l, 0F 12 JANUARY ) .

SOCIALIST AND TOI"II{U¡¡IST PARTY LEADERS SA'|J I4ATTERS DIFFERENTLY. THEY

RÊGARDED THE RËDUCTION .IN I.NTEREST RATES PAYABLE TO SMALL SAVERS

'I$I THE RUN UP TO THE I,IANCH MUI.IICIPAL ELECTIO}'IS AS A î"1AJOR

P0LI"TICAL GAFFE. MIÍTERAND, r¡iH0 lS SAID T0 HAVE LEARNT 0F THE

PROPOSAL FROI4 THE RAÐIO, ALSO APPEARS TO HAVE BEEN DEEPLY

DISPLEASED. I'IAUROY HAS THËREFORE DECIÐED THAT THE REÐUCT¡O¡I IN

INTEREST RÀTES SHOULD NOT TAKE EFFECT PENÐING FURTHER STUDIES.

3. TH.IS AFFAIR IS A DAI'IAGII.IG INST/\NCE OF GOVERNî'lENT.IRRESOLUT'ION

lN THE C0NDUCT 0F l,TS ECONOMIC POLICY' BY BACK ING DOþJN lN THI

FACE OF DOI4EST IC POL.I.T I,CAL PRESSURES, THE GOVERNI"IENT R ISKS

FURTHER UilDERl'IINIt'¡G THE CREDIBILI,TY OF I.TS PROCLAIMED READIfiESS

TO ACCEPT POLITICAL SACRIFITÊS TO.IMPLEI4ENT I.TS ECONOI4¡C POLICIËS.

S.INCE LAST SU}ÎFIER MAUROY AND DELORS HAVE llIORKED CLOSELY TOGETHER

TO PROMOTE THÊ GOVERNNENT ' S NEþ' ECONOM IC STRATEOY. I'lAUROY IS

DÉCI.SION NOT TO BACK DELORS ON THIS OCCASION SUGGESTS THAT THE

I,lII.IISTER OF FINANCE CA}t NO LONGER.COUNT SO FIRI4LY ON ÏHE

PR IMÊ 14 IN I.STER IS SUPPORT

THIS TELEGRAM
WAS NOT
ADVANCED,

COh¡FIþËï$T¡AL
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H. M. TREASURY
Parliament Street, London S\rylP 3AG, Press Office:01-233-3415

Telex 262405

17 January f983

I{EETING OF GROUP OF IO FINANCE MINISTERS IN PARIS: l8 JANUARY

The Chancellor of the Exihequer, Sir Geoffrey Howe, QC, MP' will be

leaving this afternoon for Paris. He will tomorrow be attending the

meeting of the Group of 1O industrialised countries' Finance Ministers

at the Kleber Centre in Paris. This will be a preparatory meeting for
the next Interim Cornmittee of the International Monetary Fund, now to
be held in Washington on 10 and 1l February. The main item on the

agenda at the Paris meeting will be proposals to enlarge the resources

available to the IMF under the General Arrangements to Borrow.

The Chancellor plans to return to London on Wednesday morning.

PRESS OFFICE

HM TREASURY

PARLIAMENT STREET L3/83

LONDON SVüIP 3AG

or-233 3415

NCIIES TO EDITORS

1. The Group of lO countries are as follows: USA, UK, ülest Germany, !"rance,
Japan, Italy, Canada,Belgium, Holland and Sweden. Switzerland is
also associated with the General Arrangements to Borro\¡¡ under separate
bilateral understandings .

2. The Chancellor will be accompanied by Treasury officials, including his
Press Secretary, Martin Hall, who will be contactable either at the
Kleber Centre or through the Information Section of the British Embassy
in Paris (Tel. No: 266 9L42.)
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FROU R G IJA'ïIELIJE

L7 January I98t

CHANCEI,LOR + cc l{r Kerr (+2)
I{r Atkinson

C1-lO ! SPE/A,KING ¡IOÎES

I attach as requested speaking notes,/additional naterial on

which you üay l"íke to draw in:

(i) reporting on the Saudi visit;

(iÍ) your bílateral r¡itb the Japanesei

(iií) your bÍlateral with M. Delo:rs'

Z. The notee at (i) nay well need so&e auendmenü or qualification
in the ligþt of the Deputiesrd.iscussion todal' Iou will doubtless

also wísh to check (iii) r,rith I'Ir lrittLer agai.nst later developmentg.

R G IJ.0,VE[¡IJE
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ANNEX A

\TJSIT TO SAUDI ARABIA

Po ts to make: eene 1

May be helpful to report briefly on visit' Saudi voice

very influential. Inportant that part they play in G-24

constructive. tr'ound that on main issues Saudi views wese

thoughtful,moderateandco-operative.[heyfavouredthe
acceleration of the Interim committee meeting which has now

been announced.

0nquotas,theyempha-sisetbeirconcernthatthisshould
remain the main source of Fund resources. lhey believed

that a Fund of sDR lOO billion would be regard'ed as a minimum

by most developíng countries' For their part they would

settle in tbre area sDR 9o-1OO billion, and even if necessary

at tkre lower end of this bracket'

0n distribution the saudis could accept the generally agreed

basic nethod (comnonly cal-led Method t)' [hey would see

neritinanequiproportionaldistributionoflopercent.
fhey recognised that this outcome might be thought to represent

a less significant move toward's calculated quotas than night

be d.esired, and that even a 40 per cent equiproportj-onal

element would yield an average increase for all of some

22 pex cent.

ilhey expressed some concern about tbe question of an SlR

allocation.[heysetthisagainstthebackgrorrrrdofsome

-1
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possible developing country dissatisfaction with the remainder

ofthepackâ8êlbutperhapsmorepersuasive}ysuggestedthat

theissueshadchanged'sincepreviousexaminationgivætheview
fall in inflation and the decrease in world liquidity' In their /

night open the way to (s"y) a one year allocation' [Lrey

accepted that tbis would be not an issue for settlement at

the present meeting but saw roerit in some synpatLretic reference

to its examination with a view to decision at the tine of the

Annual Meeting.

On other matters, they did not press views on !¡ccess' I am

notsurehowrepresentativeorbriefedtheywereonthe
question. But they seemed not to find unsatisfaetory the

concept that this issue should be renitted to the Executive

Board.

Points to make ¡ GAB

I think it would be a matter of conmon agreement amongst us

that sone form of saud,i participation wouLd be desirable not

onlytoaddtoFund.resourcesbutasfurtherevidenceof
political cohesion within the international financial

cornmunity.

Inthisarealthoughtitusefulfirsttoreinforcethe
processofe:rpositionandeducationwhichMDelorsundertook

before christmas in relation to the general objectives of

the new GAB arrangementS. some concerns seemed to remain

in their ninds, given the relatively short tine they had had

2
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to digest the proposals, about the possibility that they

nightinvolvesomeformofdiscriminationorvariationin
conditionality arrangelnentsl and that there might be some

trade-offwitbquotas.Ibe}ievethatbetweenusthe
ManagingDírectorandnyselfwereabletobringthento
recognisersubjecttosomefinalprocessofreflection'that
threse fears l^¡ere without foundation: and' in particular that

the arrangements in no sense were ttd.egradingtt to smaller

countries.

llurning to the detail of participation, Dy impression was

that''inprincipletheywouldliketoparticipateandthey
recogpísedthede'Sirabilityofreachingadecisiononthe
issue by the tine of our next meeting' recognising that this

night be in 3ebruary. Given their relatively recent exposure

tothesubject,andindeedthestagereachedj-nouro!ün
consideration of sor'e of the detait 1 they fett it would not

be easy for them to e:ryress.more than sone first reactions.

Theycontemp}atedthepossibilityofanearlysecondroundof
talks.

OurDeputieswillhavebeend'iscussingsomeoftheseissues

anð, fi look forward to hearing a little later how they have

got od.

My o$n broad impressions of their approach were as follows'

First - and. I think this is a traditional anxiety they hold'

given their sense of gepresen$ing in soue sense a natural

mediator - they wished. to be as closely infor"med as possible

v
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on the factors lead.ing to a decision to activate a new

facility, and probably look for something Like parity of

consul-tation arrangements with G-IO count¡'ies. {lhis seets

an understandable concern and one we should wish to respect.

As regards the form of participation in more detailt they

r¡¡ished the agangements to allow for both total withdrawal

which is a basic right for any member no doubt - but also

freedom to not be associated with individual calls r'on sone

occasions. Hohrever they did not wislr trdiscrimination[ to be

a feature of the arrange¡nents and ind'eed made the point that

they would wish to be able to lend to founder members themselves'

Notwithstanding the need for freedom, they saw some presentational

nerit in domestic terms in participation in voting arlangements

where they did contribute, although this was not perhaps

a major prioritY for them.

As regards contributionr w€ did not discuss the natter in

detail and indeed there remains some progress required in

securing tb.eir acceptance that a distinction should be drawn

between the arrangements for current financing (tne third

tranche) on the one hand, and. participation in a new facility

on the other. Given the stage reached in our own discussions

rÀre could only give a broad indication of the indicators that

might be taken into account and" said that these would themselves

be the subject of judgnent amongst us. subject to that the

order of magnitud,e of possible contribution that they nay

bave in nind night be soüe sDR 2 billion. But it is really

too early to saY anYthing here.

-4-
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f{N}"lïtX ra\r\*
1¡

GXI{NR¿,L Á.RRANGEIVITINTS 10 BORRO}I

Sumtnârv

lle want

ân A large G^AB - SDR 20 bn if possible, v¡ith additional
contribution from the Swissr

b, To contribute no more than a reasonable 1Ai6

C. The GAB to continue as ít ls 1n normal circumstancest
w.lth the followÍng technical changes;

i. Contrrbu'L.tons Ûo oe br",rn-oer¡olnrrlaLeü;

ii. Contrii:utions to carry a market-related Ínterest
rate;

Ífí. lllhere GAB is used to finance reserve tranche
drawlngs, GAF should be repaid. progressively as

tranche is reconsiituted and not 1n one su¡n at the end

of fÍve years.

d. A second window for on-lending to trDCs in crj-sis
tions"

€o Saudls ancl other parallel lenders (Kuwaj.t?, Emi.rates?)
to be associated rrrith the second window, but not v¡ith the
nornaal operatfons of the GA3.

Poínts to Ma.ke

1. The enlargenent and reform of the GAB'has been diseussed

lntensj-vely over lrrs'b mcnth, both fn G1O and ir¡ Ûxecutive Board.

ENr:cutive Bçar:ci cU-scuss-ton has throurr up divergent G10 r¡iervs on

,eome key issues, partícularly on relatÍonr$hfp with paralleÏ Lenderel"

These nrw neecl frrrther consåeleratåon, takirrg into account also t}:e
views sxpressed. us by the Saudis. Jlesj.ra.ble to reach concl-usÍon on
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this by the tlme of Interlm Committee. Even more important
to reach viev¡ by then on size of GAB and condj-tÍons for actívating
the second wÍnd.ow.

Z" On gg,gr wê favour an increase to SDR 20 bn (p1us v¡hatever the
Swiss contribute). This wilL help restore confid.ence ln the
Fundts access to resou.l:ces in case of rleed to lencl to.a mä¡or

country or in case of strain in the international. system as a"

v¡hole. It woulcl barely restore the GAB to Íts orlginal size in
relation to GDP and reserves, qnd would be justified on the basis
of the needs of contingent G10 countrles alonen quite apart from

the possibility of havÍng to provide resources for other mernbers

fn times of crisiso

3. DesÍrable but not essential to agree on ehares novr-(if needed:

believe that quotas are not verv relevant for d.etermining how to share

abillties between linrited group of industria'l cotrntr ies" Sounder

Uaùs-*ie*á-5f,./"5}-we-{ehting oT relatlve GI}P ánd réIãt'îüe nðn-gol"d

reserves, ] .ri,gree that in future contributions should be SIIR.-

denomiriatr.:d to avoj"d arbitrary fltrctuation in relative GAB shares

as exchan.ge rates üovê ¡

4. Other desir"able changes to the basic GAB are a shift to
market-related interest rates (a feature of the Fundts other
borr.owing arrangeuents) and an understanding with the Fu¡d that where

the GAB is mobÍlj.sed in support of a reserve tranche drawing, the
borrowing wil.1 be repaid as the reserve position is reconstj"tuted.

5, These are first substantive changes since 196Qtsr and a.re

Reeessary simply to take account of lntervening developments. Ïn
other respects prefer to keep the nermg] character and composition
of the basíc Gl\B as Ít 1s ie a mutual cooperative of leadj.ng
industrial countries. Have an open mind about other 3.eading industrial
countries joíning the GA3. Hope that Switzerland v¡ill eventually
become fu1l GAB participant if she Joins th.e Fund, In the meantime

hope that she will retain her unigue associated status with the

GAB anci be prepared to join G10 1n increasing her contrj.bution.
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6" \,le see a cl-ear di.s'binctÍon between tl¡e GAB ln nornal ti.nles ¡"irìd

in tj.mes of abnormal strain upon the lnterrra'bional system, IY,

latter circumstances entirely right that G'10 should Jofn wl"bir others
in beÍng prepared to su.pplement Fund. resources for the betrefi-b of
other Fund members. Broadly satisfied with the propcseci pr"ocedure

for activating the seccnd r¡¡indow and fom¿ asking cal1s und.cr" it.
But prov'ision neecled for cle-activatíng the second" r'¡l.nclow v¡hen

crisis Ís past. lüe can aceept either a. 'berminatíon of the second

windov¡ at say next quota reviev¡ (ln wtrich case no special
deactivation rectruired) or b. actj.vation lapses a.fter 2 years unless

fresh activation is justí,fíed. .A specÍfíc review of tk¡e second

wlndov¡ v¡ouJ.cl sti1l be desirabl-e in 5 yearrs 'bime.

T. Discussions v¡ith Se.udis l{ere useful in clarifying their çoncertl*s",

They r:ecognised fulLy the political imporf,ance of broarlly-based

'êqïrônse to a crisis. i-n internat'i.onal- sJtste¡n, they âl-eö ind-i-eated

a prepa'r.edness to be involved fu¡ the normal rnutual lending of the

G1O, although they did not lay great streris on reciprocal access'

Major. consern "- ciuite reasonably *. was for adeqtrate informa'Lion and

consul'baticn lr.k¡erever they l,rere expected to particípate.

I I(ey questions;

I
I

\

a

I
i

1

l

I

â. Shoul"d v¡e be rnaking approaches to other potential
paralLel lenders? We have an open mind * the su:Ils forthconing
are unlikely to be large o '

b " Should- Saud.is be invj.ted to partici.pate Ín nornal mutual

G.AB lencling as well as at second rsindow? This would be a
najor departure flom original thinlç.ing on Saudj" role.
Implications need to be th.ought out. Saudis r'rould probai:ly

add only SDR 1-2bn to sums availat¡le for ror¡tual let:ding, but
Character of GAB could be affected. Saudis v¡ou1d beconte

close to full partlci.parits except for attendance: it could

become politieally ai,¿kv¡arcl. to deny ful.l particípation ín due

cc)u.rse if they v¡¿rntecl it, Oth.er oil exporters mi-ght demand

similar s"'tatu.s. Sugges'c "bheir parti.cipa.'cir:n lÍr¡ited to second'

rl,indol.¡ for tÍme bei.ng, bu'b tre do not r.'ule out participation irl
nutual lending at, a La'üer stag*

2
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9. Detailed poi-nts on S¡r.rrdl relationshlp;

&. Consultati.on:

b. Information¡

Saudis should be jointly consulted
and be-fully involved in the decj-sion
making process on actj.vation and

deactivation of the second w1.ndow, but
lndividuall-y consulted on cal.ls,

Saudis rvould receive sanìe irrforma'bion.
as GAB participants on al.l second

window activities.

Saudis would be expec'bed, but not comnÍttedt
to accept calls except on groL¡ncls o.f

weak balance of paynents. Ha.ving

accei¡ted a call, they may not discrin:lnate
between recitr:ients. GAB partici.pants
would no clouT:t take ínto account a.

parallel Lerrderrs optíng out in framing
their own response

ûpting out:

There should be flexibiJ.ity for other . parallel lenders to have a
different relatiotrship v¡ith GAB.

Ba ckgrou.nd

lO. Ttre GlO Deputies considered the GAB on Ðecernber lOth, and

lini then prepared a summary of conclusions v¡hich in a nunber of

key respects did not fully conform to the understan<l:Lngs reached-

The two main areas of difficulty were whether the seconC window

should be regard"ed as tenporary or pernanenb; and thr: relationship
of potential- parallel lenders to the GAB. Dini-'s suÍìüary v''as

then considered. by the Executive Board on December 17th and

January tth. It was a.Lso fteshed out in consiC.erable detail by
'the Fun<t's Legal ACviser whc¡ regrettaþly seefted to treat tiie

4
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sumnalry as inreutable troly writ and has ::esj'sted alter:natjve

interpretatj..ons v¡hich would provide for a l'oosert mole fl-exible

relationship wj-th tkre Saudis " At the end of the last Executi'¿e

Board discussion it was left on the basis that the matte:: r'rould

need further discussion in the GlO'

ll. We had been consistently argu-ing throughout I9BZ that; the

GAB in its originaf forrn needecl to be updateci and iricreased in

parallel with a quo'ba increase j-n order to coveÏ the contingent

demands upon the Fund of th.e rnajor inclustrial countr:ies" La'ber,

post-Toronto, and with some initial- hesitation, víe vtere prepared

trr see a'tseconci windoru" for onlendring to lrÐts grafted on to the

GAB as an alter:native to sprinkelrs early ideas for a ner{¡ crisis
funcl. liany other countries anfr even the Ii{"n staff seem to have

appÍoeched rhe problem the ottrer way r:ount1: the need for a

separaùe cr:rsis funt1. for LI)cs provi.d'es the ground's for inc::easing

ano n:ooifying the G¡.ii. 'Ihis may account for tkre rether cli-fi'er:e't

pcrspectiveagainstwhi.chothersapproachtheGAB"

iZ, åågg. Tlre GAB currently stands at SÐR 6å U.Ufion. Most

j-nrlica'f;ors s;eem to jtistify" a t:,'ipling of the üAB simply to fulfilt
its original functions, Thus, tretween 1962 ancl now, G'10 cluotas

h¿rve risen fror¡ SÐiì 12 billion to SLIR ]f billion {an.d are iikely
to rise to sDR 50 billion af-ber the Eighth Review) " The size of

the GfiB can also be considered. from the ability of members t'o

contribute. In 1962, tl:e GAB 'rvas equivalent to 1) per ceut of

G1O reserves; now it is 4 per: cent. Restor"ation of the ratio
would inply a GAB of sDR 20-25 bil}ion. 1o inspire confidence

that the GAB can provide resources for on-lending to LDCs in
ad.di.tj.on to its original function, its sj-ze needs to be at the

top end of the sDR 15-20 bn range. An approxÍmate furLher f iF-;ure

for Sv¡itzer-l-and would be SDR 1 bn'

13. ghgrs_g. th.ere has already been some ctetailed cliscussion

in the margins of the G5 Depu-bies arid G10 Deputiesî discttssion

las'L rnonth" D|ni circul.ated a rnon-suggestionr prepared by

Si-r" K Couzens which shorvs:

5
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15. Cost to UK. A 10 per cent share of SDR 20 bn implies a

UK contribution of SÐR 2bn. I{ithu=rto, contributions ha.ve been
experienced. in national currencíes so that our effectÍve share
has fallen sharply since 1962; but there is no dissent from the
view that contri.butions siroul<Ì now be d.enomi.nated in SDR in
ord.er to ensure tha.t po1:i-ti.ca11y a.greed shares are maintained.
The proposal to increase the interest rate from the ra'l;e cha.rged

to users up to a market-related rate which also conn:a.nds

general G1O support - greatly red.uces the burden of con.tributing.
GAB contributions by the IJK would affec'G reserves but not form
part of publlc experrditure or PSBR; 'bhe interest rate ci.iffe:"ential
between Treasury Uitts and the SDR market rate would have only a
minimaL. effect on PSBR.

16. Changes in basic GAB. Apart flron SDR-denomination an.d

aCoptlcn cf e xns.l'þ-ct-rcfatcd intcrcst ::atcr yc scc a ïl..cd fci' o::1.5r

a few changes in tire basic GAB. Several G10 Directors, (Germany,

Japan, Canacla) have suggested that the lrund. shoul.d. make early re-
payment to the GAB if a participant, ha.ving drawn its reserve
tranche, ,,vent on to reconstitu-Ue, it, whether by a r.'epul:chase or
iry a Fu.l:d. use of.the relevant currency. The effect v¡cr:.ld, be to
reduce'Lhe period during rrrh.ich the GAB was used to finance a G1O

reserve drar,ring, It seems a sensible provision. Another possible
change mlght be increase the minimun contribution (novr set at
SDR O-1 bn) j-n line withthe increa,se in the total size of the
GAB (s*y to SDR 0.25 bn). 1l--¿t^/
1'/ " sw tzerland o new í.ndlustri-a1 candiclates. Switzerland,
a non-mernber of the Fund., ttever'cheless has sj-nce 1961+ had an

associa'bed. borror+ing arrä.ngement with the Fund equ.ivalent (at
tociayrs prices) to about SDR 35A n. Their agreement is couched in
virtually identical language to the GAB. Ït binds them to con.-

tribute (unless they can please ba.lance of payments difficulties)
whenever the G1O con'bribute.' Th.e Sv¡i.ss attenci G1O meetings as

observers and pr:rticipate in the d.j.scussions, but have no vote,
nor d.o thelr have¡ r'eciprocaì- access to the GAB (*= â non-Inem'ber

theSr are no"b of course eligible to clr"aw fro¡n ';ile Fund, but in
addition, they a::e not entitlecl to have their l-oan claj-ms encashed.

6
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against GAIS finance). Aparb from updati.ng their arrangement in
line v¡ith the GAB itsel-f, vre see merj-t in retaini.ng the Sv,¡iss

arrangement as something unique. To encourage the Saudis or
others to see it as a mode-'l- for their orvn relatj-onship with tiiir
GAB implies a much greater intimacy v¡ith G10 than we would ¡:r'ob*
ably rvish to see. It is lÍke1y than Switzerland, would" beccme a
fu11 GAB participant j.f she joins the b-und: Ii{F membershi¡: is
under cc¡nsideration i:ut is not imrninent.

18. A number of other industrial countries (Australia, Austria)
are po-uential- candi-dates for GAB membership or for paral1el lenrler
status. Given that the G1O want to restrict full GAB partici-
pation to large industrial members, only Austral-ia and Spain.'

with quotas of SDR 118, rn and SLIR 816 r! respectively, are serious
contenCers fol" fulf participants. Nei'bþrer has expressed auy re-
cent inl;erest so far" as we knov¡. t'ew seem keen to admit Spair: a.s

a full participârrt. Other ind.ustri.al countries have quotas weil
beloir, those of the smallest GZO mernber. Swerien ( quota SnR 675 r¡t)"
Ho,,çever, some interest has been shown by Austria (tluota SDR 495 m),

pcssibl.3r i.n becoming a parallel lender, but they have also mac.e

tlre poj-nt that they rçould have little incentive to pu*.; up noney

in parallel with an expand.ed GAB scheme unless offered some formal
membership or at least associa.tlon with G1O.

Second r¡indow - conditions for activation

19. Most Executive Board discussion has focuse<l on this aspec"b'

and it has been the greatest c-;ause for concern by LDC Directors.
We are broadly content with tl:.r: maii: cr¡ndition, that':

rThe Fund faces an inadequacy of resources readily available
to mee't actual. and expected requests for conclitional financing
that reflect the existence of an exceptional si'tuatj-on
associated with balance of payments problems of a cha.racter
or aggregate size that could threaten the sta-þil".ity of the
international monetary system. I

and a.l so v¡ith the unüe¡'standing tha"L in consicie::ing a proitosal *i,o

activate the GAB G1O'¡¡i11 not impose their judgement c¡n v¡hether

the individual programmes vrarrant Fund support: this is properly

a ¡natt,e¡: for tire Tixecutive Boarci.
7
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20. Sever¡rL LDC Directors (pa::ticularly India) expressed" con-

cern that the G10 woulcl neverthel-ess haVe too much of a 'financial
sfu^anglehold o\rer the Fund in times of crj-sis and' preferred"bhe

sort of arrangement the Funcl now l:as with Saudi Arabia in v¡hich

the credit lines are put at the Fundts disposal to d'raru down as

required.. This is a weak argument. The G1O cannot be expected

to ì:e any less rigorous in achj.eving the GAB for nol-participants
than for par'cicipants. The saudis in. lending to the Fund took

their pouncl of flesh in the form of a special quota increase'

In any event, the existence gf tire GAB second window does not

preel-ude the Funcl supplementing its f inances from other sources

( eg market borrorving ) .

Deactivation

21 . The Chancellor advanced the vj'ew in G5 that the second windolv

should not be * p*"*änent facility but one simply to ticte the

Fund. over the present period. of j.robal-ances. Thepe shoul-d be a

presunptiori that it shoulcl be te¡rrninaterj- at 'bhe time of t'he Ninth

ouota Reviev¡. This triew receiveci fi"ttle support and was strongly

and. viicely in the Executive Boar-cl suþsequently. The Anerj'cans'; in
par.ticular. bel-ieve they will have difficulty in securing congressional

approval for an obviousl.y tempçl:ary arrangement " We have accordingly

fallen back upon the proposition that tkie second wj-ndow should be

special-ly revi.ewed in five years as part o-f the general GAB review'

and that there should. be no pre-supposition that it will continue'

22. If the second window is to be a permanent feature cf the GAB9

horvever, there will need, to be some , pr"or,'isi.on for decla'i¡rg that

the crisi.s v¡hich justÍfíed its a.ctiviation has passed. otirerwíse'

the l,ianaging Director, having activated' the GAB and urade calls
tota13-ing sey sÐR 5 bn, rnight find becattse of prograrume brealcdowns

that he needed only SDR 2- bn; bu-t would still be entitleci -bo drav¿

the remainder for .other programmes long after fnternational-
stabillty has returnecl. A provision -Lhat the second' wj-ndov¡ would

need to be reacti.vated. at intervals of say 2 years should prev'ent

this ancmalY

B
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Parallei :1. ers

23. The Chancellor p!f-I9--1199?1-.f"_-i:rvited to give his impression

of Ïrow the þaudis view the GAB proposaÏÈ 'ãncl in ÞãrtîcuTar hov*they

see their relatj"onship wi.th the GAB. The association of Saudi

ArabÍa with the GAB is an import,arit political devel-opment" But

in financial terms, it is unlikety thrat the Saudis would agrËe

to make availab-l-e niore than their objectivelv-cletermined share,

say SDR Z bn For such a, sma1l increment, there is l-ittl-e reaso?1

for the G1O to make major unwel come concessionÊ"

24. The Saudi rela'bionship will be çharacterised by three factc'rs
whether their paralle1 loan is avai-lable at all- times or onl.y lsher¡

the second windoin' is ac'bivia'Led; v¡hat consultation, attendance

at G1O r¡eetings, voting power, etc¡ they enjoy; ancî v¿hat i'eciprocal
access they have to GAB resources.

25. St::angeJ..y, the questj-on of rvhe'ther "bhey wcrr:ld. part,l.cipate

in the (iAB t s no:"mal ler:cling as well- as at the seconcl wir:ilr:w was

not ackJ.:."i:ssed. j-n Executive Board d-iscussion until a late s'Lage.

The Frurdr s Le6al- Adr¡i-ser resisterd our atternp'b t,o restrict p:.lra-L.Lel

loans 't;o the second window, and it r,¡as agreed that j-t rsould. neu-d

-bo be coirsiclerc.d. by 'che G10. Restricting pa.rallel loans to the

-qecond winclow seems to accord better with two basi-c concepts;
first, that changes to the existing GAB å.rrangements shoul-d i¡e

kept to a minimu.in, and. secondly, that the desirabiiity of para,]-lel

]oans, when originally raised in the context of Spr'Í"nÌ'{€jlr s Toronto

proposals, related to a cris j-s fund for large LÐCs . Ï'C is also a

lnuch ,s lmplcl an.c1 clear-cut relationship. It ar¿oids solle of 'L.he

awkward questions on recj-procal access and consultation. ff the
Sauclis are involved. in all activations of the GAB' it rnay even'-

tual.l-1' prove av¡kward. to cleny thern attendance at G1[) meetings to
discuss the GAB or to tl:eat them in practice as otþrer than a full
participant. Aì-though the resources ar¡ailaÏ:le to G10 ;-rarticipants
for mg'bual lend.ing woul.d. be augmented by the SDR 2 bn contribu'cion,
the increase i.n. the GAB to SDR 20 bn, plusthe quota irrcrease,
shoulcl. Tre er:ough by -i.tse1-.f to nieet the n.eeds of t1O nenri¡ers j-n

non-crisis cond,itions. Tiie m:¿in argunent i¡: favour''of Saudi rfirsi;*
windowt lendÍng is that thelr v¡ou"l-cl like to do it.

C]
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26. If Saudi partic.ipation is limited to the second window,

we would. favou¡" involving thern c1osely" in the decision*making
process. The Saudis *uhemselves gave the hi¡¡hest priority to
adequate consultation and infr¡rmation-sharlng. there are two

stages. The first is the activation of the second window, ie
the deter.rnination that a crÍsÍs exists " It v¡ou1d be reascnabl-e

to concede paralJ-el lenders the sane rights here (including
voting rights) uu GAB participants, since both are equally affec'ted-:

joint consul-'tation wou1d, be logical. The second stage is the
process of making specific cal1s. lïere, it seems more pì:a.ctlcã'l

to consult parallel lenders inclividually. The Saudis attached sorne

importance to being allowed to opt out of particular cal1s on

political. ground*i. This is controversial on two counts. Firste
it irrçl.ies a lesser degree of commitment than borne by GAB parL*

icipants rvho enjoy a right to opt out only on balance of paynents

grouncrs" i{evertheiessn tnis objeciÍ.on couia ì¡e mitiga-Leci ì:y arr

unCerstancling that the ability to opt out v¡il-l be used only
sparingly, and that they v¡ould make up in subsequent ca.ll-s for wha1-

thr:y had ear.lj-er not contributeci. ft woul-d be desirable too that
ei par--aì.le} lend.er shorild be ob1.igecl. to indicate he l{as opti.ng ou-b

before "¿ire tAB participants responded to 'bhe cal-l so that they

coulcl take thj.s into acç;ount j.n deciding hon much to lencl themselves.

The seccn.d. objecti.on ís stronger. Much emphasis has been put ort

the need for the GAB par"ticipants to avoi.d" discriminat.ing betv¡een

recipients in dec-iciing ',','hether to l.end through ttre second v¡j-ndor'I'

I'b v¡or-rl-cl be i-nviclious to allow a paral-lel J-ender the right to
dj-scriminate on purely political grcunds. In practice, hot+ever'

ca11s at the second wind,ow v¡ill probably be made to finance pro'-

grammes for a series of borrowers. There shor"rld be scope for
quiet understandings betr,/een the Saudis and tkle Marraging Director
that the Saudi contrÍbution will be steered to coun'bries other
than Israel or South Afri.ca.

27. Reciprocal access seems a minor concern for the Saudis
(altÌ¡ougir it could, lre of' greater sig:rificairce to other potenti-al
l-enders). It has assumed" importance' hot¡ever, jreòause of the
clisputeci paragraph 6 of D-i-nits surûmi;ry the,tr¡i'l:-ere'w:r.s some dis-
cussj.on regardi.ng the relationship with o'Lher potential lenclers

willing to provide resources i.n parel-lel witir the GAB. It was

10
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assu-ned- that lc.ndi.ng under such a parallel arrangement would be

avail.able to finance purchrases by GAB particlpants as well as

non-participants and that para1lel lend.ers would have the same

access to GAB resources as particlpantstr. ; arrcl the interpretation
by the Fu¡rdts Legal Adviser that paral1.e1 lenders rvould enipy

reciprocal access nc¡t, simply in respect of conditional drawings

(i", those available at the secc¡nd window) but also a.l-l other

cì.rawings, including reserve tranche drawings, which can be financecl

und-er the present G¡\B arrangements. Our own view Ís that reciprocal
access shoul-d" be limited to cond"itional drawings (eg in support

cf standby arrangements). In ad.dition, it would be reasonable

to agree that if a para]-1e1 lender (or GAB participant) needs to

cash their paral1e1 (or GAB) loan claim on balance of payments of
ground,s, the Funcl can ref inance the encashnent b¡r reeourse to the

GAB (or parallel l.enders) respec-bively,

11
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BRTEF ON JAPANESE YIACRO-ECONOMIC POÏ,ÏCY

Points to note

i. Jap an has benefitted fron open world trade and financial systems

- parti<:u1arly in past f ew years w ass ounted second o i1
price shock more successfully than other industrial countrieg"

ii.' This was achieved to a significant extent through reliance on----
external demand,

k--_t-
Growth of protec o s pressures and slower world

trade however, led to slowdown in Japanese economy at the end of 1c,81 and

showed problems such a polícy can cause.

iii. Japan arrd international community therefore both have a¡r interest
in grea erJ apanese s c growth. odeat recovery in
qomes t ic activ ty- early as -he\¡-e þet.ered out so important
that domestic demand should be allowed to recover ín future¡

iv. Recognise inportance Japanese government attaches to reducing
budget deficit in mediun-term, but Japan should take account of short-
term prospects for priva te demand in decíding how fast to réduce its
b ge deficit. !,/el-come recent fiscal package to support domestic

#að-tivity as a preli ry step in the r direction.

v. large Japanese private savings should make it possible to finance
budget deficit without putting undue strain on credit marketst as long

as government bond yields are consistent with narket rates.

vi. V/elcome recent yen appreciation though exchange rate adJustments
should e _more gra so as not to destabilise financial markets.ua

Despite recent appreciation important that Japanese monetary policy
I

does not inhibit yen from re ec ng fully compet itive strength of
economy.

vii. In the torrger-term, 1íberalisation of domestic financial markets

to make the yen more "ttt""tiãlã f"; ign investors, coupled with
development of the yents role as a reserve and trading currency, should

contribute to ma

f--¡+'

t-n a ng ã-more yerÍ.':





BACKGROUNÐ

Japan adjusted to the second oil price shock nore successfully than
competitors. GDP growth averaged )* per cent per year in'1980 ancl
1981, compared with less than '1 per cent in other Summit countries.
The annual rate of increase in consumer prices j-s now around 1 pcr
cent, compared to almost 7 per cent on averase in other major countries.
Unemployment is currently 2] per cent, and although this probably
understates the true figure, the underlying level is well below thc
B-q per cent avera€çe elsewhere. The current balance of payments
which showed a deficit Af ø11 billion in 1qBO, moved into a ø,bil.lion surplus last ycar and achieved a furthe:: Ø5* billion
surplus over the first--three quarters of 198?.

?. This impressive performance has not been without íts problems
both for other countries and for Japan. Growth in IQBO and 'lo81
relied heavily on external demand with exporbs of goods and services
rising by almost'18 per cent a yesr, while imports rose less than
1 r cent a
o apaü s

year. lhe external se ctor accoü?l?ëlf=1öÍ-*threé qua?ters
oli'fh over these ? years. Some switch'of resources j-nto

the balance of payments after the rise in oil-
and desirable, but both the speed and size of

ri-ces was natural
apanrs adjustment

p
J

has provoked international criticism. At a time when many o.bher
countries are suf'feri.ng high unemployment, j.t has also added to
protectionist pressures.

1. The dangers of relying too heavíly on external demand were
brought home to the Japanese at the end of "1o8'1 when the combjnation
of a slowdown in world trade and restraints on Japanese exports
causecl a fall. in GDP. Growth picked up in the second quarter of
1aB? with an unusually large ancl, in the event, temporary boost from
private consumption to domesti.c demand though GNP growth fell back
agai.n in the third quarter. Investment, has remained sluggish and
the corporate sector is still adjusting stock levels down to the
unerpectedly low leve1 of activity. Inciustrial procluction fetl in
the first half of 1982 but showed some recovery in the third quarter.

4. The official growth target of 5.2 per cent for tr'TB2 (ending
Apriì. 1O lqÙi) has been progiessively revised down to the authoiities
December estimate of 1.1 per cent as both donesti.c anci external
demand have remained depressed. This estimate and the governmentrs
forecast of 1* per cent growth next fiscaÌ year is broaãly simil.ar
to the OBCDTs recent projections. External dernand next year is how-
ever expected to play a more significant role then ín 1Q82. OECD
exp3ç!g-"e-xports tò outstrip impõrts over the next eighteen mõãîtis
fõ-flî;g"àñ Slrnn current iurpius in lo}t
;* C:;iticism of Japan has tended to ""rrt" on its macro-economic
policies and the rigidly controlled non-market nature of parts of
the economy. [hese two factors have at times tended to rei.nforce
each other. The need to fol.l-ow policies which take account of their
impact on other countries h¡as the central theme of the Vcrsailles
communique. The argument that countries such as Japan which have
be¡refitted enormously from free market open trading systems, should
also open up thejr ohrn economies, similarly has a powerful logic.





6. Japan's macro-economic pol.icies have tended to increase he::
reli-ancã on external demand as a source of growth. Un<luly stringent
fiscal- policies anri, in particular, a rising tax burden have tendecl
to ho.1.cl back domestic clemand. Japan's general government budgel;
deficit r¡/as reduceci from 5* per cènt of -GDP in F/B to -1* Per cent
in 1aBî>, Over the three years since the seconcl oil prfce shock
,J*apàn's fiscal policy has been the tightest amongst the major OECD

countries. The OECD Secretariat estimates Jirpan, along with the
IIK, actuaJ-ly managed to recluce its general government clef icit
relativc to GDP over this neriod. Tlle'deficít is particularlv low
i,at<ine account of the highl level of prívate savfn(1è âi¡all-able irí Japan.

7. Tire government had pleciged to abolish the current cleficit on
ttre buriget by'1a85 but Mr Takeshita, the ner^¡ finance ministert
acknorvleOged- in ilis December policy statement that this objective
has; been postponed ås a result of the effects of slower growtht
at home anO abroad, oD public finances. The Supplemenl;ary Budggt
for 1oB?, passed by ttre- Diet in l-ate Ðecember, allowed for the Yen 2
trillion aclditional public spending anno;ncecl i-n October ancl
i.ncreased the cieficit. for FY 1qB? bt Yen ll trlllion to Yen 14.'¡ tríllion'
!.4 per: ccnt of GDP. "' ! r r
| - --. 

I',:,,.t È...* **o , 
j .:'Ii¡l..ri ít,,l.'i.''

B. The Yen 2 tr:i11ion spendirrg package , which j.nclucle s .extra pubi ic
works expenditure should help s'jpþort domestic a<:tivity (it is
expected to have added about * per cent bo GIP ¡ir:owth in the current
fisr:al ycar). It j.s a small step in the right direction. However
afte:: täXing account of*this extra expendibüre the ÖËCD sti1l exper:t
the general government clefir:it relative to GDP to declinc again in
1a87s. The draft 1aB1 budget presented just before t'he Ncw Year put
the FY1oB1 deficit at Yen 17.'s trillion, L+.1 per cenl; of GDP, whic}t
j s .lower bhan for '1rr82. Whi le h¡e share 'b"tre Japanese rvj sh to 'reciuce
budget def ic:its over the medium term, this tight pol1cy stance is
l jkeì.y to re;strai.n domestic demancl , con'lribul;e to the growin¡q current
account surplus and tend to aggraVate Japan's trade problems-

ô. Alongside this tight fiscal, policy, Japan has followed a
rclat;ir¡elX accommodating monetary policy. i"12 grorylh in 1;he past
twõ years or so has typically been arqund n'per <ie-nt rather:
fastê:: than the ::ise in nominal GDP. -'Nominal- inte"rest rates have
bdcn well below those abroad and b'etween the beginning of '1o81 and
Novem'ber 1aB? the yents e-ffective rate declinerj about 1J per cent.

10. I{igh US inter:est rates may have been a main factor in the yen's
weakness trut Japanrs pol.icies, however:, have not helped. !/hi.le
interest r:ates have been brought down to stimulate domestic
demancl , the I
and force*sel
domestic bank
banks, howeve
thc ßovernmerÌ
market r¿rtes

over:nmentts practice of control.ling bank deposit rates
i-ing its own boncis at fixed prices to a synclicate of
s iras helped keep rates artifically low. The Japanese
rrhave recently been refusing to buy more bonds and
t has bèen -{'orced to allow long-term yields to reflect
mo'î'e closely

n!.b.

rr,,;r . È'a y¿ '
f
I
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11. Over the autumn Japaneee interest rates ha
7 per cent while US interest rates have fallen
9 per cent or so. As a result the interest dif
of the dollar has narrowed and, partly as a res
flowed ínto Japan, Coupled with large prospect
deficits in the US this has been associated wit
sha appreciation of the n agaínst the dol-1a

ec V tfade-weighted ) ratc¡:

ve remained around
from 1J pex cent to
ferential in favour
ult, capital has
ive curre¡lt account
h a surpri singly
r IFtãrrãs-õther
e has appreciated

by atrout 1 er cent sínce its month low ín 0c tq-þe r 1o82 Now
the ffi' s recove a ere s t e poss bility o f-Tôfter US
interest rates it ís important that Japanese monetary policy should
not inhibit the yen froro reflectíng the economyrs competitive position.

1

b
A

?. Over the longer term the Japanese coulcl also help the nto
ecome firm currency by allowing its reserve ro1 e eve op.

presen only a-l.;out 4 per cent of
international currency reserves, slightly greater than sterling
but well below the DM at 1J per cenl; anci the dol-lar at 71 per cent.
Greater availabílity of short term yen financial assets would tend
to encourage foreígners to hold more yen in thej.r portfolios.
Greater use of the yen in denominating international trade might
also stimulate companies to increase their yen holdings. This
woul-d help to encourage Japan to play a fu}l and responsi.b.l.e role
in the international financial system, commensurate with the
underlying strength of the economy.

fu* L-^ ^uVþJ
)
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ANNÐC B

}'IEEIING I/'ÍITH JAPANESE FINANCE MINISIER

Points to make (if necessary)

1. We share the Japanese preference for a substantial

selective element in the quota element. In the IMtr'Sxecutive

Board we have argued until vely recently that g!! the quota

increase should be distributed' pro rata with calculated quota

increases. [his was contrary to our own naffiow direct

interest, but we subscribed to the Japanese view that quotas need to

bebroughtasfulþintolinewithrelativeeconomicpositions
as was consistent with a sinple and uniform method' clear

rrow' however, that industrial countries will need to

compromise and accept some equiproportional element, if we

are to secure earlY agreement with IrDCs. Believe equipropo rtd-onaI

-
element wil] need to be at least 25%. Note that us have been

sugges up to

t+[t lv3

z. Germans (alnost as underendowed. as Japanese) have suggested

that if equiProPortional elemen t is large, theY will Press

fornextquotarevj-ewalsotobeselective.[hiscouldbe
$Jayofavoidingabruptch.angeinquotasharesinpresent
review. Alternative could be to press for very large total

quotaincreasethistimeroundinwhichtherewouldbe
more headroom to ad.just quota shares; but this is unrealistic

in light of US viern¡s on size of quota increase '

-1
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On GA,B shares

V. Calculated quotas (which depict need to borrow as well as

ability to lend) are less sati actory criterion for GAB

----

sha¡res tÑ- ind.ices which give fuller weight to relative ability

to lendr êB GDP and non-gold reserves - of which Japan holds

16. ! per cent of the GlO total f.on L977-1981.

4.

(re
Agree that J I s eff ectíve sh.are of GAB at present

.5 per cent) is rather hi6h, buÙ this is due o

rate fluctuations e 962;éInportant that future shares

are d.enoninated in SDRs to prevent such uuplanned sbifts in
sh.ares re-occuming.

,. IJK share has fallen from 16.7 per cent in L962 to 9.0 per

cent now. fhis is in fact about right on the basis of GDP

and non-gold reserve (8.4 per cent), but we ale pr:eBared to

aecept 1O per..cent if others are prepared to accept their shate.

Background

6. Mr hlatanabe t s telex to Mr Ïrittler suggests that the

Japanese may seek to enlÍst our support for a large selective

element in the quota Teview. Thís nay spill over into pressure

for a lower Japanese share in the GAB (tney are at present

down for 16 per cent) and quite possibly a higher UK share

(we are down for 10 per cent).

2-
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?. [he background on the question of the selective,/equipro-

portional mix is set out in the Brief on Quota Distribution.

In the Executive Boald discussion vüe have been relatively

slow to concede the possibility of an equiproportional increaset

in a large part because we were worried that the Japanese

rl¡ould feel wholly isolated and find it difficult to join a

G) consensus on the other chief elements in the paekage.

Our best estimate, in the light of &ore infornal c-ontects, is

that the Japanese would draw the line at conceding an equipro-

portíonal element of more than V7-¿+Q pet cent (ir quotas are
but

increased to SDR 90 bill-ion) ,/t¡ey night go to aLnost 5O per cent

equipro¡utional if quotas htere increased to SDR 100 billion.

If this is right it should, provide room for compromj.seo

particularly wÍth a sweetener that the next quota review nigþt

eontain a selective element as well (tnis is beginning to look

d.ifficult to refuse).

7
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1*[\ß
ANNEX

SIZE OF TEE QTIOT^À INCREAS

Sumary

1. llhere Beems now to be a general erçectatlon that quotas wlII be

lncreasedl to between SÐR.90 bn'"tra mn 1OO bn, (aftfrougb the IIS are etill
publicLy at SDR 85 bn). llhis ls however stlll a sufflclently broacl range io ptolr"

troublesone at the Interl4 Comittee. It woulcl be helpful to narrow ltt even

1f for tactlcal reasons ft rnay stil-l not be deslrable to corne up wtth a slngle
t take-it-ot-leave-lt t figure.

|¡2.
| þnr
I i-ttt

llhis mear¡s getting at Least a prÍvate r¡nderstanding froro the US that thery

gp a litdle above SDR !0bn and fron the Japanese arrå perhaps others that they

cone clornn ùel-ow SDR 1OO bn.
\---__

Pofnts To Make

,. G1ad. that in Exocutive 3oa¡rd discussion so far roany Direetors consÍder

that quota Íncrease to between SDR !0 bn and. SDR 100 bn r¡oultl be acceptable,

Dlfficult, perhaps undesLrabl-e at thls stage, to pursue agreement on a sl-ngle

figure. But ca¡r r.re narrow the range? At any rate, hope that menbere wllL be

prepared. to ehow flexibflity wlthin thls range when the tl-me comeg.

4. To us, STR 90 bn rnlght be a shade tight. f argued. at Toronto for at
least s.5q6lncrease ln quotas (iru. to about SÐR !2 bn). Or¡r stu¿lies at that
tine suggested that thls wouLcl meet IÐC demanils on the tr\rncl, based on ulrchangedt

Fund poì-icies and a further replenlshment of r¡uotas at the encl of 1989.

5. Clearly, selectlon of the precise figure is a matter of Juûgement, eopecially
on the contlngency nargln to be buLlt 1n. ll\¡o contingeneies have a particuLar
bearing. Recourse to the l\rnd. by Lndustrial countries coulcl absorb large sums.

We hope thls eventualtty will be oovered by Íncreastng the GAB 
,to 

the uppar entt of
the SDR 1J-20 bn. But othe:n¡l-se a sllghtly htgher quota inbrease rnight be

neecleil. (Conversely tf there was general. agreenent that-the rçxt- quota review

ehould be acceleratecl to say the'endl of 1988, the present quota J.ncreaee r¡ouldl

not neeil to last eo long ancl could be a 11tt1e Lower.)

Sackgror:nd.

6. Increaåhg quotas reguires an 85l- maJorJ.ty. lftre posltion of the US, who

holrls 2$ of the voting por^'er, is therefo¡e cmcial. Theti publlc posltlon at

the Þxecutlve Soard ls to f{rn{f, the quota inciease for SDR B! bn, on the grounds

þ
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that the LDC t¡obalances wtlL fal1 to eustaLnable 1evels more raplôLy than

most imaglg. But they have lntllcatetl privately to ue that they woulil be

prepâredl to move to SDR 90bn a¡lil possibly a Llttle bit nore. llhere axe press

reports of Sbcretary Reganrs appearar¡oe before the Eouse Barrktng CoÍnnrttee Just

before Ch¡Íetxoas ln whlch Regan Ìras reporteil as havlng talkeil about an extra

É4O Þn (tunp1.ytng, at cunent exchange rates, a,bout SÐR 9?* bn). Sone I^DCsr 8.8.

the Inttla¡¡s, belleve that the US has Ln nlncl a figure of SDR 100 bn. llhls nay

be optirnistlc. Our oun {rnpressf.on'1s tJmt tJre¡i are thtnhing no higþer than S R

9Z-9j bn. To avold falsô e>çectatlons {n the.n:n-up to the Interfm Comittee,

It woultl be better for the IIS to cô¡ne out rather more clea¡ly a¿ainst SR 1OO bn

if they are not preparedl eventr¡aLly to 8o that hlgþ.

7. On the other ha¡rd thts does not lnply the G5/G10 should try to present the

LDCg wfth a single cut-a¡rct-d.rJ-eô figure. Ae the Chancel,lor argueð at Kronberg,

thls would be undeslrably confrontatlonal. lJhat ls neeiled. ls the fropressJ.on that

aLl- lnclustrlal countries are prépared to conternpl"ate flgures beLow SDR 100 bn but

above SDn 90 bn, rather than clinging to one or other extreme.

B. The views of Gl are aB follows:-

Ger:many: 5096 tncrease is the upper entl that coulct be reasonably Justlfled,
but preparedl to adtl on a safety nargln up to SDR 100 bn. In private

they have lndllcatetl tn G! that they regard anythtng below SDR 90 bn

as-unrealistlc.

Erance r

Japan:
SDR 90-100 bn
SDR 100 bn, perhaps l-ese lf the dlstrlbution of quota eharee was rigbt. The

llkellhood that'the clistributlon wlLl falI short of what they hopecl for meang

they wlLl probably tentl towards the top of the range. InteL1ectually, they

believe a dóubltng of the lUntl fs probably Juetlflecl.

g. Ilnttl reoently noet Þcecutive DLrectors (apart frorn US, Ge:cmany anil IIK)

h¡À bcen pubLloLy advooatlng a,n Lnoreaee ln trt¡ndl size to SDR 100-12lbn, althougb
prlvately nost G10 were signaJ.l-lng acceptance of SDR 90-100bn.. 3ut this vtew dlldl not

take lnto aocorutt the,prospect of a GAB enlargÊment to SDR 1þ-20 bn nor acceleratl-on of
of both thfs end and the Ninth Revier.--if- the lncrease-¡1 the-GAB (trbrn SR 

-

6å Ut to SnR 15-20 bn) ls taken Ínto a.ccount, the tì.ivergpnce of view on the total
regou¡ceÉr aVaiLable to the tr\¡ndt ls considerab}y narrowed. thtß ls partlcuLarly I
so tn respect of the useable adclttton to tr\¡nd. resourcee: only about haLf a

quota fncrease would be in ueeabl-e curenci-es, but most of a GÂ3 lncrease ls Itkely
to be useable. Whtle a.cceleratlon of the present quota Beview does not ltself
affect the approprlate sLze of the quota lncrease, lt tloes mean that the next

quota increase .ls acceLerated.. [he ånerlcaJxs have spoken about the Ntnth Quota Revlew
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belng J.roplementedl by the enil of 1!88, a year ea"rLler than nlght have been

expectedl, andt thls woull nean that l9B9 itrawineÞ (of say about SDR 5 bn) oo1¡l-il

be flnanced out of the Ninth revLew, rather than out of the preeent one'

10. llhese conslcleratlons seem to have been Lnstl:l¡Inental ln persuadLng narty

Directore to Lower thelr.slghts to SDR !0-100 bn. úar'os!.erofe vl-ew Le that ft
woulil be easl-er to get a more enthugiastic response ff we could get a result 

t

sone!ùrat htgher than SDR.IO bn. Ihts figure l¡as a btt tlght (we agree) tut
he thought that even SDR 90 bn would d'o ln the laet regort. There are not

rnany obvlous flgures in the SR 90-100 bn range aror:nd' wtrlch views nigþt collect'

Ttre rnoet likely are!-

SR bn

5096 fncrease in quotas.

rnid-point betrveen SDR 90 bn andl' gDR 100 bn.

a É40 bn inerease

11. Ve contLmre to bel-leve there ls a sound lntell-ectual basis fo:r figures fn

thfs range. Stuclles earlfer this year sug6psted. that LDC requlrernents would be

covered by a quota increaee to sDR !O-1OO bn. Since then our estlmate of LDC

ilenan¿s upon tr\:nd.'resources in thenld to late 1980s has sor¡ewhat alteredl

qualltativeJ.y, though ute emerge wlth the Bane rarlge as before. lfhe probable

pattern is' for IÐC iteflclts to be rather lower tha¡r we expected. (reflecting ¡nore

rapicl ad.Justmen{ ty f,atfn Arnerican economies) Uut for the tr\md to fina¡rce a

rather J.arger share of thern (reflectfnglot,ter growth of commerclal ba¡¡k lenittng).

91,6 .

95.o

!J.! (approx)
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ANNEX C

MEEIING IüIIH I"1 DEIOR,S

Po ts to make: Interim Ç6rnmi ôô

Grateful for help in taking sound.ings about the prospects

for success of an accelerated meeting. As said in replyo

believeprospectswouldnotbeincreasedbydelayandwe
should build on momentum already achieved. Executive Board

been working hard. Bel-ieve outcome of neeting a major element

in restoration of confidence, quite apart from replenishment

of Fund resources themselves'

Helpful to exchange views on the main issues and roo¡o for

manoeuvre.Thisrelevanttohandlingofrelateditemintodayls
discussj-on. In planning the tining of businesst need to

have in mind Mr Regan's early departure'

As we see it, essential decisions for February meeting are¡

size of Fund;

distribution;

enlarged GA3-

effective
On quoras, th;7ã;;iãioo area is perhaps SDR 9O-9, billion'

!üe do not need. a deeision in Paris about where within this

bracket we could cone out, but v¡e probably need to know that

the Americans are in it'

I
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On distribution , it is a great relief that we have only one

main nethod to consider and that decisions can therefore be

related þ the equiproportional el-ement' Our impression is

that here the nost sensitive industrial country is the

Japanese. fReport On contactsJ [he d.ecision area seems to

be in the region of 25-5A/o equiproportional element.

Come on to GAB later.

Although have described the d.ecision areas above, not clear

that this will carry ],DCs. Not a great deal of room for

manoeuvre. But believe that we nay need to contenplate some

or all of the following:

a symPathetic reference to

in the conmunique;

examination of SDR allocations

- s sympathetic reference to maintained access and

examination in the Executive Board;

something on minimum quotas'

0nhandlingofneetinghaveenvisagedwithl{anagingDirectorthat

all .the rnain items night be grouped under one heading- lhis

nay help to concentrate attention on the issues for decision'

Would propose to make some tone setting speech at outset'

llhereafter the handling witl depend on the extent of

divergenciesthatrevealthemselves.Butdonotenvisage

2
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establishmentofsub-groupsonparticularissues.Morelikely
mayneedtoknocksomeheadstogether.Interestedtohave
French vÍews on sensitive areas (tne SÐR point is clearly

sensitive for UË and' German colleagues) and room for

manoeuvre -

Po ts to e! GAB

clear from reports in the Executive Board that some suspicions

stillpersistamongstdevelopingcountries,notablythelndians.
llhese will no doubt be voiced again in tlashington' But agree-

ment in Paris on size and shares woul-d be helpful in underlining

that this was something of a gift horse' Is this how he sees

it? rs there a case for reaching a crear on the

totalsLzebutnotmakingitquitee:cplicitbeforetleWashington
neeting?Asregard'ssizeofGABourorn¡nviewisthat
SDR20billionisright¡thiswould"beonlyenoughtobring
original contributions up to date' French views?

some f urther progress needed on E@' ¿$eport on Deputiesl

discussi onJ own vj-ew that 10% would be maximum uK share:

alreadY
this/styetehestherelevantindícators.Howdoeshesee
resolution of outstanding differences'i

Farticipation of Saudis'

ßu, general impressions night be set out as in the fuller

speakíng notes abover/ some differences of view persist on

7
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the degræ of intimacy of fiaudi engagement with founder members'

l,le both formed much the saÛle inpressions in Saudi Arabia '

Element of shopping list stilL. clearly need' second missíono

perhaps headed by Ðini. Important to get as fu]l a commitment

as possible even if tbis not in terms of figures' 0n the

latter may be necessalî¡ to give priority, in last resortt to

third tranche ' I'rench views?

4
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Annex G

DISTRIBUT]ON OF SUOTA INCREASE

Points to make

1. Irrportant that the cholces put to Governors at the Interlm

Committee are kept slmple. !'ortunately consensus seems to be

emerging that the selective element should be distributed pro-

rata with shares in calculated quotas (metfroa 5) ' and that any

dilution of the shift in relatlve quotas should be through the

med.ium of an equiproportional lncrease. Governors will be asked

to focus on how much of the increase should' be equiproportlonal'
The range is wide (O-75 per cent of the increase). Strong national

interests are perceived to be at stake.

2. Consensus will not be easy, but could be complicated stlll
further if the prlnciple of uniformity ls set aside, or if members

are inflexible ln presslng for their quota share to be sub-

stantially increased ln the context of a single quota review'

Accordingly hope that:

a. Ideas for spectal quota increases for very smal1 countrles

will not be Pushed; and

b. The possibll-ity of leaving some of the adjustment 1n

quota shares until the Nlnth Review will be borne ln mind''

3. If there |s to be an equlproportional element lt |s unllkely
to be less than 2, per cent of the total lncrease' On the other

hand", those who have argued. for very large equiproportional
elements (5O per cent or more)tendto be those who envisage a

very large increase (a doubllng or more) tn tfre slze of the Fund'

The shift in quota shares whfch they fear would be much less i-f
the quota increase |s llmited to SDR 9O-1OO bn. It might be

reasonable in these clrcumstances to expect them to agree to a

rather smaller equlpr'oportional element than 50 per cent'

4. Some general understand.ings on the naintenance of access to

the Fund"t s resources for LDCs who stand to lose quota share may

be helpful in securlng an eventual cornpromise. Important to

t)

i.
L

t
d
ü*
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co-ordinate vlews on thÍs if access llmlts are llkely to be a
major concern of LDCs at the fnterira Commlttee.

Back ound

5. The Executive Board has reached a consensus that the method
of selectlng adJusting quota shares w111 be to dlstrlbute some
(or concelvably aIr) of the quota increase pro rata wlth caru-
lated shares. Thls is rrMethod Jilr or frthe .A,ustrallanrr approach,
which we have been conslstently ad.vocating.

6. The effect of dlfferent nixes of equiproportlonal,/selective
increases for various sizes of Fund ln the range of SDR 90-100 bn
is set o¡¡t in the attached tables. There are a number of points
worth notlng:

a. Up to SDR 92 bn, the ranking of the top flve countrles
is unchanged even tf all the quota increase is dlstrtbuted
selectlvely, and lt remalns unchanged. up to sDR 1oo bn wlth
even a very smal] equlproportlonal element. The ranking of
the top f ive is thus unllkely to be disturbed. r--'- "- '--)

r*'---*'- '

b. of the G10 members, all stand. to gain quota share wlth
the exceptlon of canada, us and. uK, who, in increasing order,
stand to lose lt.

c. For any glven mlx of equlproportional/selectlve increase,
the shift ln quota shares will tend to be greater, the larger
is the overall j.ncrease i.n quotas. 0n a jO/jO spllt for
example, the N0LDCs lose more quota share with a quota ln-
crease to sDR 100 bn than tf the increase is llmited to
SDR 90 bn.

The term tad.justment coefflcientr measures the percentage shlft
of actual quota shares toward.s the goal of caluclated quota shares.

7. 0plnions ln the Executive Board. on the slze of the equlpro-
portional element range from O-75 per cent ln predfctable fashlon.
Those with most to lose (Indlans, Chinese, Africans) want T5 pel. cent.

2
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Other non-oil LDCs (eg Brazil are looking for over 5O per cent.(Japan, Germany and Arab oi1 exporters other- than saudi Arabia)
want no equlproportionar e ement at all. rn between are themajority of lndustrial countries and saud.i Arabia who are lookingfor a 25-50 per cent equlproportional eler¡ent, with the welghtof opinÍon (lncluding us and ourselves) rn the range 25_40 percent. No-one is suggesting an equiporportionar element of be_
tween 0 per cent to 25 per cent and it 1s reasonable to assumethat if tirere ls to be an equi"porportional element at all, itwill be at least 25 per cent of the total. This seems likely.
The Executive Board seems agreed. that each member should recelvea tmeaningful lncreaser. rf there was no equiproportlonal elementthe most overshadowed country (Laos) would receive a scarcelyrmeani-ngful increaser of between 4 p.r cent and 6 per cent.

8. The uK has not expressed. strong views on the size of theequlproportlonal element. our lnterest in retalnlng second place
sug.q-9.s.3s that sone equipropoiîîå".r erenent would uã ¿""ii"ú;;:
0n the other hand., w€ want to see an inprovement in the nrror.tshare of the industrlar countri.es as a group, which suggests thatthe equiproportlonal element should. not be too large. Thls glvesus a wide measure of flexibrlity. rhe us shourd. be slnirarlyplaced.

9. However, the range of views is wide, and some sweeteners
may have to be offered to those with extreme views in ord.er toreach a cornpromise. A number of ideas have been canvassed, somepromising, others unhelpful. These are dlscussed below.

1O. 1n ev a1 ve
selective eLement. rhe Germans have arready indicated they will pushfor thls if they judge the equiporportional element ln the presentquota review ls texcesslver. rt seens a sensibr_e way of brlnglngactual quota shares more into llne wlth calculated. quota shareswithout involvlng abrupt and. hence unpalatable shifts. There 1sa good precedent for settlng the mar.n limits of the next Revlewso far in advance. The decislon that the present revlew shouldbe the occasl-on for brlnglng quotas more lnto line wlth relatlve
economlc positions was taken in the framework of the rast quota
review. The ld.ea seems worth floatlng in G1O.

3
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11. smaller slze of Fund. As noted. at para 6(c) above, agree_
ment on a Fund size of SDR 9O-1OO bn should. allow the fndl"ans
and others to accept a rather rower equipropórtionar proportfon
than mlght be paratabr-e wlth a larger size of Fund.

12. votine rlehts. voting power is determlned by quotas, but
each mernber also has a Baslc vote equJ-valent to a quota of
sDR 25 m. Baslc votes account rn aggregate for about z per centvotlng por^rer, and they dlsproportlonately boost the voting power
of smaller members (marnly LDC.). Because the size of the Basrc
Vote 1s enshrined in the Arttcles an 85 per cent maJorlty is re_
quired to lncrease lt. LDCs have suggested that Basic Votes mlght
be lncreased as a means of offsetting the effect of a reduced
quota share on LDC voting power. But it ls unrealistic to expect
the necessary maJority could be obtained. for changing the Arttcles.
An al-ternative might be to dlstribute equalry to each member a
tranche of quota lncrease as a surrogate for an increase in Baslc
vote. But this wourd be a transparent attempt to evad.e the
Articles, and cuts across the convention that quotas d.epict re-
l-ative economlc posltrons. rt 1s a dangerous road to travel, and
should not be encouraged..

13- Minimum quota. one proposal to have gained, surprisingry
wide interest ln the Executlve Board is for Very Small Members(re the 17 members with quotas of less than sDR 1o m - mostly
Carlbbean and Paclflc lsland-states) to recelve speclally favour-
able treatment ln the quota review. There is ltttle technical
merlt ln theÍr case. Most are already overendowed wlth quota
relative to thelr calculated quota share. Thelr voti.ng power
beneflts strongly from the existence of Baslc votes. Many of
them belong to snall constituencles and are therefore adequately
represented ât the Executlve Board.. Speclal treatment for these
members, although 1t would. not absorb much of the quota increase
and have only a negllgible effect on the quota shares of other
members, nevertheless cuts across the prlnclple of uniformlty.
of the G1o members, only Canada (who represents carlbbean members)
and France (wlth Francophone .A,frican interests) supported speclal
treatment, but LDC support was wid,espread,. A senslble course
mlght be to lnslst on unlformity and. to rule out the concept of a
minimum quota, but to undertaf,e to look synpathetlcally at the
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question of roundlng-up of the new quotas once they have been

d.etermined. Sma]l members would tend to benefit -disproportlonately
if quotas are rounded up to sêY, the next SDR IOO'OOO, rather ttian

rounde<l to the nearest SDR 1OO'0O0.

14. Reoresen tation at Executlve Board. Loss of voting Power

coulcÌ conceivably Jeopardise the maintenance of the existing
number of LDC constituencfes. More probably it could involve some

re-arrangement of the existing constituencies without affecting
their number. The constituencies most at risk would be the two

Afrlcan ones, the Argentinian seat, China (a sole-member con-

stltuency), and India. The two Afrlcan constituencies are already

unwelId.tr¡ each with over 20 members, many of whono are heavily
involved with the Fund.. Their amalgamation would cause serlous
practical problems in the Executive Board. Some re-assurance

migh'b be offered, therefore, that the industrial constituencies
are anxious to see two African constituencies continue, iffespective
of the red.uced voting frower they will command. The other con-

stituences ln Jeopard"y should. be abll-e to ¿rttract addltional members.

15. Access to Fund Resources. Access is not formally on the

agend,a of the Interim Committee. It has not been discussed in
detail in the Executive Board., and Larosiere is anxious to avoid

Board d.iscussion until after the main features of the quota review

have been determined. How far access ls likely to be in the fore-
front of LDC concerns is difficult to judge at this stage' It
has not been raised spontaneously by any of the LDCs we have con-

sul-ted. Ivlany of the LDCs who stand to lose quota share have alread"y

drawn heavily on Fund resources (eg India, Pakistan, Zanbia'

Jarnaica), and the question of future annual access limits may be

rather academic. In these circumstances, there seems llttle
ad.vantage to be gained. |n pushing access as a bargaining counter'
It is nevertheless worth reminding the G1O that tt could bccome

I

a feature of the negotiationp- and that it would be he

sent a eo-ordinated view. At the very least we shoul
lpful to pre-
d be prepared

I

I

ì
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i
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I
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to reassure LDCs that exlsting cash access should be malntained

for the average rnember, and we should be sympathetic about nain-
taining cash access to the Fundr s conditj-onal facilities for those

members who stand to lose quota share' even lf this means a

slightly increased cash access5 for the average member.
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Fund Sfze sDn gO bn (Auatra1l an d{atrlbutlon )

splIt of cqulproport lonal/celcctlve

Present o/1oo W/?o ,o/qo !2ß2

US
u(
Ger
Fr
Jap

Ind
OII Bxp
NOI,DC

adJustment
coefflclent

US
u(
Ger
Fr
Jap

Ind
Oi). Exp
NOI,DC

adJuatment
coefficient

?o.656
?;'189
5.299
4.?,t6
t+.A?7

6t.29,
1o.915
2?.?*

1 9.41 1

6.6?g
6.4?,
5.15?
,.1ot

6,.oo8
1 1 .966
25.Ot

19.?Íß
6.8r2
6.'lz'l
5.O2'
\.?g\

6¿.t+92
11.652
25.85?

20.Orl+
6.9rt
5.88?
lr.9i7
4.59o

62.lro
11 . q4l{

a6.4o9

æ.r\5
?.ú1
,.59t
¡+.826
4.1 4

61.?zz
11.1?8
2?.O98

8.o

20.ttz
?.016
,.605
4.8)o
,+.rl+5

61.?l+o
11.189
2?.ú9

,2.2 22.5 16. r

Fund Size SDR 92 bn (AuatraÌlan dlstrlbutlon)

Spllt of equlÞroport ionnL/aeLective

Preeent o/1oo ,o/?a 5o/5o ?>/22

20.6fi
?.189
5.299
4.?16
\.o?7

61.æ'
1O.915
2?.?96

19.r59
6.65?
6.524
,.1'.ß
5.146

6t.o79
12.010
2\.9o9

tt.7

19.?49
6.81?
6.1r5
5.o,8
4.8eh

62.5\z
11.682
25.??5

20.oo8
6.922
,.912
4.91+6
4.612

62.'lB5
11.\6'
t.tl+9

21.6 16.8 8.4





Fund Slze SDn 95 bn (Auatralian dfctrfbutlon)

S¡1tt of equlproport lonal,/aelcctlve

Preaent o/ßa 10/zo 50/50

-
ûs
ü(
Ger
Fr
Jap

fnd
Ofl E5rp
NOLDC

adJurtment
coefficient

20.6fr
?.189
5.299
4.?16
4.o??

6't.z9t
1o.915
2?.?ú

19.280
6.62>
6.999
5.201
5.211

6t.'lu
12.O?7
24.?tt

19.69,
6.?95
6.ao?
5.or7
4.869

62.6t6
11.728
25.651

25.O

19.*9
6.906
5.9\g
4-geo
4.6lrlr

6z.ztg
11.49?
¿6. a60

17.9

75/25

24.r12
7.o48
5.624
4.8]8
t+.t61

61,'6?
11.2O5
27.Õ27

8.ç,5.8

Fund SÍzc SDR 1OO bn

Preeent

Spllt of equlproport lonal/select lve

o/1oo to/?o 50/50

US
TIK

Ger
Fr
Jap

ad.J uetnent
coc ffl cl ent

20.656
?.189
5.299
t+.?,t6
\.o??

6't.zgt
1O.915
27.7%

19.11+9
6 -52't
6.?zz
5.25o
5.r19

6t.ß4
12.18?
24.440

t9.o

19,604
6.?r?
6'z9z
5.o89
4.944

62.?\o
1 1 .804
25.448

27.2

19.got
6.9?g
6.01o
4.981
l{.698

6z.tzz
r.55a
t.11o

19.5

?5/25

.279

.o]4

.65\

.85o

.,88

6 l.8ta
11.2r2
26.955

9.?

20
?
5
4
4

fnd
Off E)rp
.OLDC
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Annex H

G1O MEETINGS: ^A,NUARY 17 /181H

ÎVIEIHOD OF PAYMN.IT FOR QUOTA INCREASE/SON ALLOC^ATION

Points to make

1. Hope that dlsagreement on this technlcal Íssue will not mar

agreement on the slze and. d.lstrlbution of quota increase' the

argument for subscribing ln reserve assets (ie snR or hard cur-

rencies looks convinclng.

2. Recognlse that many Governors are interested in further SDR

allocatlons but hope thls can be looked at ln the context of IMF

studies of the adequacy of globa1 llquldity'

3. ff necessary*/ We ourselves have an open mind on the merits

of a further sDR allocation. The risk of reignlting lnflation is
probably less than it was. The slowd'own in bank recycling w111

need to be carefully monitored. But the primary need Ls for con-

ditional rather than uncond.ltlonal liquidity, and we should not

be d.eflected from recognislng this.

Background

4. Under the Articles, members are required to subscrlbe 25 Per

cent of a quota lncrease in SDR; except that the Board of Governors

may prescribe, bY a 70 per cent maJorlty, that the payment may be

made, on the same basls for all members, in whole or ln part in
the currencles of other members speclfied' with thelr concurrence'

by the Fr¡nd or ln the memberf s own currency.

5" There are atpresent roughly SDR 20 bn in existence. An ln-
crease of 50 per cent ln quotas would. lmp1y that sDR 7-5 bn would

have to be subscrlbed.. Thls ls a large fraction of the totaÌ stock

and. total reli.ance on the SDR as the vehicle of subscriptlon would

disrupt the orderly management of SDR holdings and transactions.
Some LDCs have pressed to be allowed to subscribe this 25 peî

cent tranchein thelr own currencles. But they would be entltled
on subscriptlon of what Ln most cases is a non-useable currency

to draw out thelr newly-created" rreserve trancher ln the form of

hard. currency. This would drain the Fund of useable currencies'
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6. Many of those who last year ad.vocated further SDR allocatlons
(ie most of the membershlp except for the G5) -have taken the
opportunlty of thls debate to press for a further d.iscussion on
the merits of an sÐR allocation. A compromlse seens lj.kely to
be reached fn the Executlve Board under which members w111 agree
to subscrlbe elther SDRs or hard currencies on two understandingc.
The first is that members 1n dlfflculties can promptly draw the
reserve tranche thus created. the second. is that the next Interi¡n
Committee w111 ask the Executlve Board to revlew latest trends
in world lnfLatlon and llquidity and report back to the Governors
as a matter of urgency so that they could. conslder at the next
Annual Meeting whether a ner^r allocation of SÐRs was called. for
at that time.

7, Thls 'seens a sensible compromlse. It should. avoid. the Interlm
Committee belng d.istracted from the prlme concern of securlng an
appropriate increase ln the Fundrs resources.

8. ft ls not knovnwhether the vlews towards an SDR allocation
of the US (whose support is cruclal for achlevlng the necessary
85 per cent rnajority) o" af other G5 menbers have changed. rf
allocations are to be resumed, the llkely starting date would be
January 1984. We could expect arguments that the flrst allocatlon
should rol-1 up the allocatlons whlch mlght have been mad.e ln 1982
and 1983' rf this is conceded the flrst allocatlon would be
unl1ke1y to be less than SDR 12 bn wlth further allocations of
SDR 4 bn tn later yeårs, le the same annual rate as in the perlo¿
1978-1981.

2
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Points

1. the Fund has both unused ordinary resources and credit lÍnes for the

very imnediate future. But more will- be needed in the period- before the

Eighth Quota Review is implemented (and any nerv GAB borrowing arrangements

put in ptace).

Z. The Funcl shoukl finalize €rrrangenents $oon for a thj.rd SÂilÂ tranche

of SDR t+bn.

). The f'untl should continue to explore similar medium term borrowing from

others r",ho have not so far len{. enlar'Sed.itccess resollrces (e6 Kurvait).

iJe v;ould su¡)port market borrowing only if borrowing frolr, olficial sources

were inadcquate

Bacl<¡r'ound

,. 'Ihe snrall financin6 gap (betl.;een comrnitnents of borrorved resources ancl

tlie total borrov;Íng available to the lrund) which harl existecl s-ince

Novcmber 1pB1 r,ras eliminated in }íay, when the second SDR lrbn SAI'íA tranche

becarne abailable. After the heavy burst of lending in 1!81' commitments

in 19BZ were at ¿r rclatively low Ievel. There t/ere relorts in the rnicìdl'e

*--- -of 1982 that the'Saucji. ,uoru clisple-asèd that so litt-tq oi i'rre SAllL l-o"n

had been drarvn down. (Before l'lexicors drawin6, orlly SDR t'Bbn had becn

disbursed. )

6. Post Toronto, however, the picture changed and there is not'¡ greater

concern about the Funclrs immediateS.y available resources before the Eighth

Í
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euota Rêview is put in place. The !'und currently has about SDlì 1{bn of

uncommitted ordinary resources which should be adequate for the next

1B months. However it has norv only SDR 2tbn of uncom¡nitted borroled resources

r^inicr, are needed. to finance Enlarged Access progranmes. /\rgentina (spi o.8U")

and Brazil wilL absorb this. llithout the third SAI4A tranche a shorta8e I

of borrowed resources, therefore, could emerge by A¡--:¡if . For 198]-84 ttre

staffrs estimates of commitments is SDR lbn (inc1udin6, for example, Bgtpt,

pakistan, Sudan, Zaire, Philippines, Portugal and Turkey)r of rvhich about

two thirds would involve borrowed resources. Sone of'these may not

material-ise but a number of the OPÐC hi6h absorbers (Nigeria, Indonesia)

are potenti¿¡l- borrowers as well-

?. This malies it particularly ur6ent to secure the third sAIlÂ tranche

of SDR 4b¡r. (In 19Bt the Saucìis indicated their intention to consider a

further commitment for thc third year if t)leir balanc" of payments ancl reserve

position-permitted.) Durin' Ìris visit to Saudi Arabia rvith t¡e Chancel-lor

(?-9.;¿¡nuary) the I'iD intcnded to discuss the thircl trancìrc with the Saudis'

No definite conclusion rvas reached - the Saucìis gave the impression that

for them the main question was enhanced resoul'ces for the Funtl (whether by

tlie third tranche or para]lel Saudi lcnding alongsicìe the nev; GÂB appearc<l

a secondary question). Horvever, there does seem to be a good prospect I'or

sccuring the third tra¡che in the coming months'

B. \de have also been encouraging the -!'ianagin5 Direct-or to approach-other-. 
.

non-G1O potentia-l letrders, such as Kuwait a¡rd the Emiratest so far without

succêss. (Neither has contributed under the unlarged Assceso poÌicy. )

l.Je cannot rule out therefore a further approach to the G1O countries tbl¡

year for loans to tide the I'und over until the proposed new imple'nuntatio'

jt

t
Ìi
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date of-rnid-1984 for the Eighth Qgota Revíerv. But rve do not want to eaee

the pressure on the Saudis or other non-G1O lenders at this etage. Therefore

the l-ess said about.this the better. We want to avoid gíving the impression

that the III( wouLd agrèe to l-end more than tf¡f forecast SDR 1!Omn already

committed. .We would support direct narket borrowing only if funds from I

official- sources seemed J.ikely to be inadequate. 'ff the tr'und needs to'go

to the narkets, it shoul-d do so from a postion of strength well ahead of

any urgent financing need.

Í
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