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CONFIDENTIAL

FROM: A R H BOTTRILL
DATE: 8 DECEMBER 1982

'MR KERR cc Sir K Couzens
Mr Lavelle

JAPAN

Tha Chancellor asked whether we should modify our view of the
appropriate macroeconomic policies to be followed by Japan. In
particular, he said that the IMF Managing Director no longer be-
lieves that the Japanese should be urged to relax their fiscal
policy.

2. There is clearly room for debate here. The Fund staff in
their last public pronouncement in the World Economic Outlook in
August said that signs of a recovery in activity in the Japanese
economy remained 'weak and tentative'. It added:

'One can understand the importance attached by the authorities
to bringing about a substantial reduction in the fiscal
deficit over the longer-run. But if the recovery of dom-
estic demand 1s accorded high priority, caution would be
appropriate in determining the pace 'at which that reduction
is to be accomplished in the short-run. More specifically,
adherence to such a priority would mean that the authorities
should not aim to withdraw fiscal stimulus faster than private
demand can expand to absorb an equivalent amount of net
saving.'

3. Larosiere himself in his paper for G5 Ministers in September
singled out Jdapan as the only major country where the downward
adjustment of the budget deficit had gone so far that 'it could
allow the adoption of a somewhat different stance of fiscal policy
in the short-term'.

4, The Fund and the Managing Director, therefore, appear to have

changed their views over the course of the autumn. The ‘major
factor behind this no doubt has been Japan's announcement in
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October of a Yen 2 trillion increase in public spending - equiva-
lent to about 1 per cent of GDP. This is to be spread over both
the current financial year ending in April and over next year,
It includes the bringing forward of spending on disaster relief
from the countingency funds of the next two years, tbgether‘with
extra public works by both central government and local author-
ities. This additional spending is certainly a welcomefstep in /
the direction we have advocated and should help support Japanese
domestic activity next year.

5. On the monetary side, Japanese short-term interest rates

have remained relatively steadyover the autumn at around 7 per

cent while US interest rates have fallen from 13 per cent to 9 per
cent. This has sharply narrowed the interest differential in
favour of the dollar. The combination of this with the recognition
that the US current account is likely to move into deficit while
Japan moves into increasing surplus, has been accompanied by a

10 per cent appreciation in‘the Yen/dollar rate since October.
Again, this is in line with what we have urged.

6. Any remarks on Japanese policy, therefore, clearly need to
acknowledge these favourable developments., They perhaps also need
to recogn{ge_Japan's longer-term potential structural fiscal pro-
blems as a result of its ageing population, as well as the con-
tribution of the nationalised industries in increasing the overall
public sector deficit.

(£ Nevertheless, when all this is said there 1is still some cause
for concern about the outlook for the Japanese economy and the
impact of this on the international trade and payments system as a
whole.

8. The OECD Secretariat in the draft for its December Economic
Outlook estimates that Japanese fiscal policy on the conventional
measures will still be restrictive next year. The low level of
activity seems likely to increase the ex ante fiscal deficit by
about ¢ per cent of GDP but this should be more than offset by the
restrictive stance of policy (even allowing for the October measures)

2
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so that the overall deficit is forecast to fall by 1 per cent
of GDP to around 2-2% per cent - the lowest of major countries
except for the UK. : ef

L |
\

—

9. A major influence, as we have described previoﬁsly, is that
fiscal drag should ensure that direct tax receipts rise about
twice as fast as personal incomes (16 per cent against 8 per cent).
At the same time public consumption will rise less than 1 per cent
in volume and, despite the extra spending measures, overall public
investment including nationalised industries will fall.

10. Domestic demand as a whole is expected to rise by about

2% per cent - broadly similar to that forecast for the UK in the
November Industry Act. But whereas in the UK import growth is
likely to exceed export growth and the current account deteriorate,
in Japan exports seem likely to rise about twice as fast as imports
(6 per cent . against 3% per cent) and the current surplus is fore-
cast to rise to $15 billlon The OECD expects that by early 1984
{t will be running at an annual rate of more than 20 billion.

11. This is a prospect with which we have become familiar. It is
a recipe for continuing trade tensions between Japan and the rest
of the world. It suggests to me that although we have made some
progress in the right direction, continued steady pressure may
still be needed to ensure the Japanese sustain domestic activity
while the yen appreciates. ’

12. The vital corollary, however, is that the need for parallel
adjustment by the United States is all the more urgent. It is pre-
cisely this subject of where the onus for adjustment should lie
that we should like the IMF Managing Director to address in his
discussion with the SDR countries before we reach the Williamsburg
Summit. We should perhaps see rather more of the Fund's analysis
as to why pressure on Japan should be relaxed before conceding the

point too readily. , 5
r i /qf@ﬂf}V~Q(
A BOTTRILL
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SECRET
FROM: Sir Kenneth Couzens
DATE: 14 December 1982
For Information:
Mr Kerr
Sir Douglas Wass
MR LITTLER Mr Carey
Mr Lavelle

Mr Bottrill
Mr Atkinson
Mr Anson

KRONBERG: G5

I attach a record of this meeting. I think no special action is
called for on the IMF package: that is in hand elsewhere.

On Yugoslavia, Mr Carey will take note but there is nothing
basically new.

2. Action on Brazil is first in Basle, where there will have
been discussion about a BIS loan. On the message which

Mr McMahon gave to Sir Douglas Wass, it loocks as if we are
likely to be asked to guarantee $100 million. This strikes me
(and Mr Carey) as a shade high, given our relative official
“exposure, but I am not sure about our bank exposure. If we
have to give a second guarantee, we shall have both to inform
Parliament and, I fear, promise to legislate. I think the
Chancellor is aware of this, but a submission will obviously be
necessary.

3. I am dealing separately with the question of a possible note
to the Prime Minister about the G5.

K E COUZENS

enc
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G5 MEETING
AT KRONBERG, NEAR FRANKFURT, 9 DECEMBER, 1982

H. Stoltenberg was in the chair. Others present were Regan, Volcker
and Sprinkel; Delors, Lageniere and Camdessus; Poehl and Tietmeyer;
Mayakawa and Watanabe (no Japanese Minister); Sir Geoffrey Howe,
Richardson and Sir Kenneth Couzens.

Brazil

1. Regan obtained permission to discuss the Brazilian situation as
a matter of urgency and reports about Brazil thereafter punctuated the
proceedings. Regan said that they were at risk of a stop on payments
within 24 hours. Volcker explained that Brazil had $80-90 billion of
debts and a $14 billion current account deficit (including debt
interest). They needed to borrow $2 billion a month to meet
maturities and cover the deficit. However they had been able to
obtain virtually no ordinary financing since late September. They had
raised modest amounts with increasing trouble from the banks and they
had had $1.23 billion from the United States. A letter of intent was
under negotiation with the IMF.

2. Volcker said the figures changed constantly. The Brazilians were
anxious to keep up payments and avoid a stop, especially as there
were domestic pressures to repudiate the debts. Their plan was to
negotiate a jumbo loan of a medium term kind for $3-4 billion with the
banks and then to secure enough bridging money to see them through
1982 and the first quarter of 1983, During that period they hoped to
see a restoration of confidence, partly from their agreement with the
IMF, partly as a result of a general improvement in the banking
climate as the Mexican situation was resolved.

Bls However Brazil was now dependent on 1 day money borrowed in
New York. They were thought to need $500 that day. It subsequently
“transpired that they didn't but that they might need that amount on
Friday, 10 December. The sense of crisis among the banks was likely
to grow.
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4, He had hoped to see Mexico settled first. The Mexican
situation was going better than anybody could have expected. The
new President was doing all the IMF required and more. But it would
still be a couple of weeks before the various aspects of Mexico's
financial situation were settled, and the same was true of the
Argentine.

5. Volcker said that Brazil would not be able to get by with less
than $5 billion of net new money from the banks next year. That
assumed a roll over of all the maturities. Volcker was uncertain
whether the Brazilians would in fact be able to achieve the jumbo loan
which was the key to their plan. He feared that the inter-bank money
borrowed by Brazilian banks might have to go into rescheduling and
added that a sizeable proportion of recent bridging finance had gone to
pay off banks. Regan said he was not prepared to put more money in

cn his own just in order to defer a standstill by Brazil until Monday.

6. Richardson expressed dismay at the escalating figures of bridging
finance. He asked whether there was any chance that even with
bridging the Brazilians could get through without a standstill. He
Judged that they could not and Volcker confirmed that that was his
view. The question therefore became one of organising an orderly
standstill.

7. Poehl said that any decision about BIS help to supplement what
the Americans were doing could not be taken within a day or two. The
matter could be discussed in Basle on Monday, 13 December, but even
then would take a few days. The BIS would also need a request by the
IMF and it would be difficult to get BIS support without progress on
an IMF programme for Brazil. Moreover there needed to be a consortium
of tanks tc deal with Brazil. That did not seem yet to exist. \

8. At the end of the initial discussion it was agreed that the
Americans 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.
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9. Volcker later reported that Larosiere was sceptical about
making an approach to the BIS. at this stage. There was as yet no
agreement with Brazil. There were two stumbling blocks: wages policy
and agricultural subsidies.

10. Regan reported that Galveas was adamantly opposed to seeking a
standstill.

11. In subsequent telephone exchanges Regan put the following
programme to Galveas:

i. there should be agreement that weekend on an IMF letter
of intent; '

ii. Brazil should seek a standstill on debt repayment;
iii. there should be a meeting with the banks next week;
iv. +the Brazilians should devalue by 20-25 per cent;
V. a BIS loan would be considered.

12. The final Brazilian reaction to this was:

i. they could not sign the letter of intent with the IMF by
Saturday or Sunday. It would anyway have to go before their
National Monetary Council on 15 December. The most that could
be hoped for was an announcement of "agreement in principle".
Larosiere confirmed that that depended on a crucial meeting on
Saturday;

ii. there would be no standstill. However, Brazil did nave it
in mind to say to the banks that there would be no repayments of
principal to those banks which failed to join in the proposed
new Jjumbo loan;

jii. they would meet the New York banks next week, but only on
the question of bridging finance;
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iv. there would be no large medium devaluation but they would
move their crawling peg devaluation rather faster than
inflation eg perhaps by 1 per cent a month;

to pay
v. on figures, Galveas said that they were due/$2 billion of
interest $1.5 billion of principal in the last quarter of 1982,
The amount from now to the end of the year was $800 million
interest, $600 million principal;

vi. they wanted a loan from the BIS of up to $1.5 billion but
they would not necessarily draw all of it down.

13. 1In a final discussion, the United States agreed to carry the
Brazilians to the extent of about $500 million on Friday, 10 December.
Richardson summed up the position as follows:

i. we recommended that if the Americans spent 500 million to
carry the Brazilians until the weekend, that would count
towards the US share of a new joint operation for Brazil;

ii. we would approach positively the idea of a BIS loan. But
the IMF programme must be such as to cover repayment out of IMF

drawings and disbursements should be in tranches as with Mexico;

iii. there would need to be a deal with the banks.to complement
the IMF loan and it would be difficult to avoid a standstill.

IMF Resources Package

14. Sprinkel rehearsed the contents of the paper agreed by the G5;~J
Deputies in Washington on 11 October 1982. He said the United States
was interested in a comprehensive package but after discussion with
Larosiere he was content that all the components need not be in the
Interim Committee. Some matters could be dealt with in the Executive
Board if the G10 agreed a common position. Se they were ready to
keep some of the most contentious issues out of the. Interim Committee.
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15. He thought that the question of quota distribution as well as
the size of the quota increase would have to be dealt with in the
Interim Committee. The Interim Committee could discuss and endorse
the changes in the GAB, but not negotiate on them. The basic
decisions there were for the GlO0. The question of limits on
enlarged access and on the CFF; of remuneration and charges; and of
method of quota payment could be for the Board.

16. His check list for a decision to call the Interim Committee
included the following:

i. broad agreement in the G5 and the G1O;

ii. a satisfactory reception in the Board on 17 December for
present ideas on the GAB;

iii.progress in the Board on distribution of quota increases;
iv. some talks with other countries.

It would be necessary to decide finally by 10 January to go for an
Interim Committee meeting on 11 February.

17. 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 billion SDRs and

15-20 billion SDRs. It was probably necessary now to think of

11 February for the Interim Committee date. He agreed with what
Sprinkel had said about topics to be handled in the Executive Board
(including the question of the method of payment). There was then a
discussion of new aspects of the package in line with the agenda
circulated by the Germans. The most important point was that the
Americans hinted that thay might move above 85 bn SDRs if all other
aspects of the package were satisfactory to them. The Japanese
linked their figure of 100 billion SDRs for the new fund to the
method of distribution and said they supported Method 3, Australian
method.
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18. On the GAB, the most important point was that Mayakawa accented

that there need not be a new facility. Japan was content to j¢ . the
majority in building on the present GAB. Regan thought that the
outcome ought to be nearer 15 billion SDRs than 20. Poehl launched
strongly into the question of the distribution of quotas within the
new GAB. Germany could not be at twice the level of the UK.

19. Couzens said that he hoped we could keep open the range

15-20 billion SDRs for the new GAB ceiling; and that the US would not
feel too strongly bound by a figure of $20 billion. He thought that
we oughtn't to have too much difficulty about agree ing a new set of
quotas within the GAB though he was surprised at the strength of the
German feeling about the ratio of their quota to that of the UK. On
GNP and reserves grounds a ratio of 2:1 would not be all that wrong.
He thought that the arrangement for lending to the Fund for non
members from the GAB should be confined to the 8th Quota period. He
also saw it as important 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 their
existing resources were under strain ie not at the beginning of the
8th Quota period.

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 GlO but raised the question of what would
happen if Saudi Arabia wished to Jjoin. It was agreed that nothing
should be said (eg during M. Delors visit to Saudi Arabia) which
would put into the heads of the Saudis the idea of joining the GI10.
But they were probably not in favour of it anyway.

2l. On guota shares Mayakawa said that Japan wanted an increase in

its quota and an improvement in ranking. They were economically third

but now ranked fifth in G5 quotas. Stoltenberg said that the broad
solution appeared to be one in which the US and the UK would go down
somewhat. Germany would go up a littie. And there would be a very
rough equality between France and Japan.

22. Couzens explained the point about the possible reduction in
drawing rights for China, India, Pakistan, Bangladesh and others
which would emerge if Method 3 were applied to quota distribution
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and there were little or no increase in the dollar ceiling on
extended access. These countries stood to see a reduction of

20 per cent or more in their access unless either the quota
redistribution were tempered or the ceiling on extended access were
raised a little. 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. In the course of this
discussion Sprinkel said that the United States would not
necessarily stick to zero for an increase in the extended access
ceiling if the general bargain were satisfactory.

23, Stoltenberg said the question of quota shares would have to
go to the Board first and then there was the possibility of some
agreement among the Deputies.

54,. On remuneration and charges and on method of payment of quota
increase, it was agreed that it would be better not to encumber the
main package. These questions should be discussed in the Executive

Board and for the rest, pursued by the Deputies.

25. The dates of meetings were discussed. There was a preference
for 9 and 10 February for the advanced Interim Committee over

11 and 12 February. A meeting of the G10 Ministers was envisaged
for about 18 January and a G5 Deputies for 17 January. It was
recognised that the decision to advance the Interim Committee would
have to be taken by about 10 January since one month's notice was

the absolute minimum.

Mexico

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

De la Madrid had done more than the market could have expected. He
had raised petrol prices, begun to encourage foreign investment,
reinstated the previous central bank Governor, taken anti-
corruption measures and was reducing the 3-tier exchange market to
a 2-tier market, with a view to ultimate unification. The exchange
rate was being managed on a crawling peg.
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27. It was hoped to build up something which could be announced

with colourable conviction as a $10 billion package. Of this $10 bn,
$6 billion would come from the private banks and $2 billion from
various official sources, including the IMF and the United States.
Larosiere was to have a discussion on the whole package in the IMF
Board on 20 December. To fill the $2 billion gap by which present=
prospects fell short of $10 billion, there might be some more money
from US official sources and perhaps from the World Bank. However he
was looking for some "extraocrdinary export credits" (perhaps $500-$600m
of medium term credit) from other countries.

28. There was no significant reaction to this tentative bid and it
was left that Regan remained in a coordinating role in relation to

Mexico,

ygnslavia

29. Camdessus gave a report. The Yugoslavs had reduced their current
deficit but have suffered a capital outflow and had had to use their
reserves. They were likely to run out of resources early in the new
year and would probably want $% billion by the end of January. They
had so far resisted rescheduling of official debt.

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

3], Richardson said that Larosiere calculated Yugoslavia woulid need
$1% billion for the whole of the year 1983. Perhaps this $1% billion
would have to be met by a combination of the use of official funds and
of rescheduling. But there must be a strong IMF programme.
Stoltenberg said that there was general agreement that we must not
take pressure off the IMF programme.

52. The British and French representatives made it clear that they
preferred rescheduling as a solution. There was some dispute with
Volcker about the relative impact of rescheduling and official
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assistance. Volcker made the point ‘that if rescheduling were, as

was normal, confined to repayments’ of principal, it would not ease the
Yugoslavs current account. [In fact what really matters to’the
Yugoslavs is cash flow, and the fact that rescheduling might mainly
ease the capital account rather than the current account is in no way
critical]. Couzens pointed out that official assistance meant public
expenditure in some countries whereas rescheduling did not.
Rescheduling also had the advantage of distributing the burden
strictly in relation to exposure; and it removed the risk that
official aid would simply leag into bank repayments.

%%, The one firm conclusion reached was that rehearsed by
Stoltenberg: that there must be a firm IMF programme.

14 December 1982.

H M Treasury
Whitehall
LONDON SWl
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W HUMBER 287 OF 14 DECENZER 1982

TS T s . - e e e
1, FOLLOWUING 15 TEXT OF QUOTE CORCLUSOUS U ey
SAnA. 3 OF MY TELEGRAN UhLER REFEQLRHCE.

AT THEIR MEETING OF DECEMBER 1C, 1282 N PARIS,
THE =10 REACHED CERTA!iH COMCLUSIONS 1M PRINCIPL
MALH ELEMENTS GF A REVISED AT EXPANDED GAE, IT
TaT THE EXPANDED GAD WOULD CGUTINUE TC PERFORE
FUiCTIORS FOR PARTICIPANTS, BUT PROVISION VCULD
OF THE GAEL RESOU TC FiwaNd LSES FRCM T

1. JUOTAS WOULD REMAIN THE PRINCIPAL SCURCE OF %

CIET TRE ORDIHARY DALANCT CF PAYMENTS FULIANCHIC
ACMBERS. THE DROAD PURPCSE OF THE GAL ¥OU
AUF'S RESQURCES, 1F HEELED TO. FOR
OF THE IHTERNATIOWAL FONETARY

I
= :
O TS

SyprPLEMERT THE
AT AN THPAIRBENT

2. THE SIZE OF THE GAD WOULD EE RAISED FRON THE
SLR 6.4 BILLIOH TO SDR 15-20 EILL!ON. THE PARTIC
COWRITHENTS WILL BE DEKOMIMATED +1it SDRS. ANY AGR
COUNTRIES ON THE PROVISION OF FIMANCIHG TO THE
THE GAE WOULD AUGMENT THE AMOUNTS AVAILABLE.

=
[82Y

OF -1HDIVIDUAL PARTICIP
R SHZE AMD RCLES M TH

i
JTY TO PROVIDE FINAKCIN

3, THE CREDIT COMMITHENTS
BROADLY REFLECTIVE OF THE
ECONOMY AHD OF THEIR ABIL

TiC

{T WwAS AGREED THAT PAR JPARTS Y SHARES IN THE A
TEAPPROPRIATELY ADJUSTED i L1GWT CF THESE PR
L. CONDITIONS AND PROCEDURES FOR ACTIVATION FOR
[#%F BY PARTACIPANTS wOULD- REFALN UNCHANGED. ThHE
ZE ACTAVATED TO FIWAWNCE PURCHACES LY OTHER MENBE

FOLLOWiING CRITERIA WERE 1ETs
(1) THAT THE IMF wAS FACED wWiTH AN INADEQUACY OF
APPROPRIATE REQUESTS FOR COHDITICHAL FINANGING:

(11) THAT THI1S INADEQUACY OF RESOURCES ARQSE FROS

THE DEPUTIES OF
E rtznwL'cr THE
WAS THEIR VIEY

3

TS PRESENT

£ #ADE FOR THE USE
-

c

IHF BY NON-

3
m
w
o
e
ol
@}
7l
(9]
-
<

RF\.‘I"F\b\‘ T
LD REMALG T
ESTALL OR C
SYSTEN.

EQUTYALENT OF AZOUT
PPANTS Y CREDHT
EEMENT wiTH OTHER

MF 1N PARALLEL WITH

SANTS SHOULD BE
£ HTERNATIGNAL
G TO THE -1iF.

RAALGEMENT SHOULD
C1PLES.
PURCHASES FROM THE
REVISED GAE COULD
98 IF THE
RESGURCES TO MEET
Ak EXCEPTIOMNAL

SATUAT OH ASSOCIATED WiITH REQUESTS FROM COULTRIES WITH BALANCE
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3 PAYMENfS PROBLEMS OF A CHARACTER OR OF AGGREGATE SiZE THAT
COULD POSE A THREAT TO THE STAB!L.ITY GF THE [UTERNATIONAL MOMETARY
SYSTEM.,
AN CONSIDER NG PROPOSALS FOR ACTIVATION OF THE GAR FOR NQN=—
PART tCIPANTS, THE PARTICIPANTS WOULD CONSULT AMONG THEMSELVES
FOR THE PURPCSE OF ASCERTAINIHG WHETHER THE AEOVE CRI{TERIA WERE
MET. SUCH CONSULTATIOR WCULD NOT EXTEND TC THE EXAMINATION OF
SPECHFIC PROGRAMS FOR USE OF FUHD RESOURCES, WriCH REMAINS THE
ReOPONGEBILITY OF THE EXECUTIVE BOARD.
lVATiGN OF THE GAB FOR THE BEMEFIT OF NON-PARTICIPANTS WOULD

£l TO PAY DUE KREGARD TO POTENT 1AL CALLS Gh THE ARRANGEMENTS

FOP THE PURFGSE OF FINARCING PURCHASES 3BY PARTICIPANTS

5. CREDIT EXTEWDED TO THE «MF UNDER THE GAB WOULD EARN |HTEREST
AT A RATEL EQUAL TO 100 PER CEWT OF THE CONMDIMNED MARKET RATE USED
TU DETERMINE THE SDR INTEREST RATE. THE 1/2 PER CENT TRANSFER
CHARGE MOw LEV:IIED WOULD BE ABOL ISHED,

THERE WAS SOME DISCUSSION REGCARDING THE RELATIONSHIP iTH OTHER
AAL LEMDERS WILLING TO PROVIDE RESOURCES N PARALLEL wWiTH

E. IT wWAS ASSUMED THAT LENDING UMTDER SUCH PARALLEL

SEMENTE WOULD BE AVAILABLE TO FINANCE PURCHASES BY GAB

APANTS AS WELL AS HON-PARTICAPAKNTS, ALD THAT PARALLEL
LEXDERS WOULD HAVE THE SAME ACCESS TG GAB RESQURCES AS

FART ICIPANTS., '

7. THE REVISEL AND tXPAWDED GAD wiLL BE REVIEWED AT THE TIHE OF
THE &ihTH CEHERAL REV:IEw OF QUCTAS.

S RECOGNIZED THAT 1MPLEMENTATION OF THE ABOVE CONCLUSIONS
QUIRE AMENDMENTS OF THE GAR LDECISIDW: 1T WAS COMSIDERED
L THAT, ok THE {HTEREST OF SPEED, THE AUCNDMENTS SHOULD
BE KEPT TO A f4lNiIMUN. REGARDING THE CRITERIA FOR ACTIVATION FOR
THE Y;Ei\EFFr OF NOK=PARTICIPANTS, LT WAS LEFT OPEM WHETHER THEY

ShOULD BE -(LCLUDED N THE DEC!S1ON OR WHETHER THEY SHOULD EE
EXPRESSED Ik SGME FOGRNM OF UNDERSTANDIHG AMOWC PARTICIPANTS.

2. 1T WAS UNDERSTQOOD THAT THE REVISION OF THE GAB ALONG THE L:(MNES
IDICATED ABOVE WAS CONTINKGEWT UPON RCACHING SATISFACTORY
AFEERENT Ol THE OTHER JSSUES RELATING TC THE E1GHTH QUCTA

3 E_ '\'! | t'l:’ -

ENDS

2. FCO FLEASE ALVAKCE TO ATKIHSON (TREASURY), BROWN (EBANK OF
ENGLAND) AND APPLEYARD (ERD).

TAYLOR ADVANCED AS REQUESTED

MONETARY
ERD

2
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TO IMMEDIATE UKDEL IMF/IBRD WASHINGTON
TELEGRAM NUMBER 242 OF 16 DECEMBER

IMF - EXPANDED GAB

1. YOUR TELNOS 286 AND 287.

OBJECTIVE

2. TO GIVE LOW KEY SUPPORT TO THE G10 CONCLUSIONS. IT IS FOR
THE US TO TAKE THE LEAD. IN VIEW OF THE SHORT NOTICE, WE DO NOT
EXPECT A CONSIDERED RESPONSE FROM LDCS UNTIL THE JANUARY DISCUSS+
ION.

3.  ON SUBSTANCE, WE ENVISAGE THAT GAB LOANS TO NON-PARTICIPANTS
WILL BE CONFINED TO THE EIGHTH QUOTA REVIEW PERIOD AND WISH TO
CREATE A PRESUMPTION THAT THE ARRANGEMENT WILL THEN BE DISSOLVED.
WE WISH TO KEEP OPEN FIGURES AT THE TOP END OF THE SDR 15-20
BILLION RANGES.

4. THE RELATIONSHIP WITH THE SAUDIS IS DELICATE. NEITHER WE NOR
OTHER LEADING MEMBERS WANT THEM TO JOIN G10. WE DO NOT
CONTEMPLATE A RELATIONSHIP ANY CLOSER THAN SWISS-STYLE ASSOCIATION
AND PROBABLY A RATHER LOOSER ARRANGEMENT ALTOGETHER (EG. THE
PARALLELISM WHICH ALREADY EXISTS BETWEEN THE PRESENT SAMA LOAN
AND THE CENTRAL BANK PLACEMENTS). DELORS (G10 CHAIRMAN) WILL BE
PURSUING THIS ON HIS VISIT TO SAUDI ARABIA THIS WEEKEND. IN THE
LIGHT OF YOUR TELNO YOU COULD ACKNOWLEDGE THE URGENCY AND
IMPORTANCE OF ESTABLISHING THE RELATIONSHIP, BUT SHOULD NOT GO
FURTHER.

POINTS?TO MAKE 0

5. WELCOME THE GAB REVIEW BY G10, WHICH WE HAVE LONG URGED.

6. WHILE THE GAB IS FIRMLY A SUPPLEMENT, NOT A SUBSTITUTE, FOR
QUOTAS, THERE IS SOME TRADE-OF AT THE MARGIN BETWEEN THE SIZE OF
FUND AND SIZE OF EXPANDED GAB. IF THE QUOTA INCREASE IN 50 PER
CENT (THE MINIMUM ACCEPTABLE TO UK) THEN ‘THE CASE FOR EXPLANDING

1 . /ﬂle
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THE GAB TO THE TOP OF THE SDR 15-20 BN RANGE, IS STRONGER. YOU
MAY DRAW ON PARAS 47-48 OF AINLEY'S COMPREHENSIVE NOTE OF
FEBRUARY 1982 TO SHOW THAT GAB OF SDR 20 BN. COULD BE JUSTIFIED
EVEN WITHOUT AN EXTENSION OF ITS FUNCTION.
7. THE PROPOSALS FOR ACTIVATION FOR NON-PARTICIPAN?S ARE CLOSE TO
THE CONCEPT OF A SECOND GAB WINDOW WHICH YOU SUGGESTED LAST MONTH.
WE ENVISAGE THAT IT WOULD BE AVAILABLE ESSENTIALLY TO FINANCE THE
ENLARGED ACCESS POLICY, (ALTHOUGH THE DURATION OF LOANS WOULD BE AS
FOR EXISTING GAB LENDING, IE SHORTER THAN SFF/EAR RESOURCES). IT IS
IMPLICIT THAT THE POLICY OF ENLARGED ACCESS IS TRANSITIONAL. WE
CANNOT PREJUDGE WHEN ENLARGED ACCESS SHOULD BE PHASED QUT, BUT WE
WOULD BE SURPRISED IF LOANS FROM THE SECOND WINDOW MADE MORE THAN
ONE TRIP. CONCEPT OF REVOLVING ACCESS THROUGH THE SECOND WINDOW
IS THEREFORE NOT APPROPRIATE.
8. QUITE APART FROM THE THIRD TRANCHE OF THE CURRENT SAMA LOAN,
THE SECOND WINDOW IS NOT ENVISAGED AS THE SOLE SOURCE OF FINANCE
FOR ENLARGED ACCESS. BUT THE RELATIONSHIP OF GAB LOANS FOR NON-
PARTICIPANTS TO LOANS FROM OTHER POTENTIAL LENDERS WILL NEED TO BE
EXAMINED CAREFULLY AND URGENTLY WITHIN THE COMING WEEKS IF THE
PACKAGE IS TO BE BROUGHT TO AN EARLY CONCLUSION. THE FORMAL
ASSOCIATED STATUS OF SWITZERLAND IS NOT THE ONLY CONCEIVABLE MODEL
BACKGROUND (NOT FOR USE)
9. WE FEEL DINI HAS GONE TOO FAR IN PARA 6 OF HIS STATEMENT.
AGREEMENT WAS NOT REACHED ON THIS IN Gi0. OUR FIRST
REACTION IS THAT SUCH CROSS-RELATIONSHIPS ARE UNDESIRABLE.
YOU SHOULD NOT GET EMBROILED, HOWEVER, IN DISCUSSION OF THIS,
OR DO MORE THAN GIVE THE IMPRESSION THAT THE QUESTION REMAINS
OPEN.
10. THE QUESTION OF SHARES IN THE GAB IS FOR THE G10 TO DECIDE.
YOU SHOULD BE AWARE HOWEVER, OF A 'NON-SUGGESTION' CIRCULATING
AMONG LENDING MEMBERS OF THE G10 WHICH:SETS QUT THE
FOLLOWING, PURELY ILLUSTRATIVE, PERCENTAGE PARTICIPATIONS -
US 27, GERMANY AND JAPAN 16, UK AND FRANCE 10, ITALY 8,
CANADA AND NETHERLANDS 4, BELGIUM 3 AND SWEDEN 2.

’
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C.
MINISTRY OF FINANCE
TOKYO i l/
December 16, 1982
The Right Honourable

sir Geoffrey Howe, QC MP
Chancellor of the Exchequer

H. M. Treasury "1.
Parliament Street \//(
London SW1P 3AG s : 8
England Mr Loaus
\c))R, -{\i_' 2.3

Dear Mr. Chancellor, ﬂ%7 ALZT
Mz BaTminu,

Thank you very much for your kind words of congratulations
on my appointment to Minister of Finance. I feel truly honored
and priviledged to be assigned again to this most demanding post
in the cabinet, particularly in the current conjuncture of the
Japanese economy. At present the Ministry of Finance is facing
a number of problems. Reduction of the huge deficit in our
budget continues to be given top priority by our new government.
Other important assignments are setting the Japanese economy on
the path of sustained economic growth, and stabilizing yen's QE;__
exchange rate I am determined not to spare myself from every
effort to resolve these problems, and I would like to ask for
your advice and assistance.

Looking forward to seeing you in the near future,

With my warmest personal regards,

Sincerely yours,

b, 1 ateeslliiton

Noboru Takeshita
Minister of Finance
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TO MMEDLATE FCO | = (Cle. ot
) b , /EML 04 ‘ﬁ«-q ‘

TELEGRAM NUMBER 291 OF 17 DECEMBER

met /C/

{IMF ¢ REVIES.LON AND ENLARGEMENT OF THE GAB

1. VIIEWS OF LNDiWViLDUAL DIRECTORS ON THE MAIN sISSUES ARE SET OUT
BELOV. '

GENERAL

2. THE G10'S CONCLUS-IONS (EBS/B2/232) WERE GENERALLY ENDORSED BY G10
DIRECTORS ALTHOUGH ENTHUS:LASM WAS LJIMKTED '[N SOME CASES, NOTABLY
HIRAO (JAPAN). A NUMBER OF OTHER DJRECTORS, sINCLUDIHNG SENIOR
(VENEZUELA) AND MUNTHALGL (GUINEA), EXPRESSED GUARDED -INTEREST.
NIMATALLAH (SAUD K ARABWA) SAMID HE HAD NOT RECE'VED «#NSTRUCT:{ONS FROM
HIS AUTHORITHES AND COULD NOT THEREFORE GIVE ANY DEFVUNITE VIEWS. HE
HOPED TO BE jIN A POS:hT1ON~TO DO SO BY THE T.#4E OF THE NEXT BOARD
D:ISCUSSION ON 5 JANUARY. SEVERAL DIRECTORS FROM DEVELOP:41G. COUNTRIIES,
NOTABLY MALHOTRA (/IND:LA), ZHANG (CHINA), HAB1B (INDONES1-A), DONOSO

- (CHILE) AND SALEHKOU (ilRAN), HAD SER:}OUS RESERVAT-IONS ABOUT SOME
ASPECTS OF THE PROPOSALS.,

SI1ZE (PARA 2 OF THE G10 CONCLUS:IONS) ‘ : .
3. VJRTUALLY ALL DJRECTORS, INCLUDING MYSELF, EMPHASISED THAT
AGREEMENT ON A SUBSTANTHAL QUOTA NCREASE SHOULD REMA{MN THE FUND'S
FARST PRYIORITY, ON THE SIZE OF THE ENLARGED GAB, GROSCHE (GERMAMNY)
SAID THE EXACT FhGURE WOULD DEPEND, stNTER AL:IA, ON THE SIZE OF THE
QUOTA NCREASE. (N PRESENT CHRCUMSTANCES, H:|S_ AUTHORJUTIES FELT _THAT
A FIGURE OF SDR 20 E:{LLJION WOULD BE MORE APPROPR\IATE THAN SDR 15
BLLION, 1 SAID THERE WAS A STRONG CASE FOR EXPANDLNG THE GAB TO

S am . Wk ar A aA Sk e s e B e ~ Py AR o e Ty






SYSTEMIC STRAIINS.

A FIGURE OF SDR 20 E.ILLJON wWOULD BE MORE APPROPR/IATE THAN SDR 15

SILLON. it SALD THERE WAS A STRONG CASE FOR EXPANDING THE GAD TO

- SDR 20 BILLION FOR THE VAROUS REASONS :IN PARA. 6 OF YOUR TELNO
242. DE _MAULDE (FRANCE) WAS OPEN-M|NDED AEOUT A F.AGURE WITHIN THE SDR

15—?0 BILLION RANGE. HIRAO (JAPAN) SA(D THE DECISION WAS CONT:INGENT |

ON THE SiZE OF THE QUOTA

2ILLION WERE QUOTE THE OUTSIDE RANGE UNQUOTE If QUOTAS WERE TO REMA{IN i

''NCREASE. THE SUGGESTED FIIGURES OF SDR 15-20 |

THE. PRIMARY SOURCE OF FUND FEHANCING. ERB (US) DID NOT COMMENT

DIRECTLY ON THE POINT,

L. SIGURDSSON (HCELAND) SALD THAT N ViEW OF.PAST DIFFICULTHES N
ENLARGING THE GAB, \T MIGHT BE SENSUBLE TO GO FOR A LARGER RATHER
THAN A SMALL EXPANS.ION. BUT GIVEN A CHOICE HE PREFERRED A LARGER

QUOTA {INCREASE (N THE RANGE OF SDR 100-125 BILLION) AND A SMALLER

THOUGHT THE GAB SHOULD BE

. \INCREASE .IN THE GAB RATHER THAN THE OTHER WAY ROUND. JOYCE (CANADA)

_ ENLARGED TO SDR 20 EILLMON BUT NOT IF THIS

HMPLAED A SMALLER QUOTA +INCREASE THEN wOULD OTHERWISE BE THE CASE,

O+ MALHOTRA (aND:tA), ZHANG (CHINA) AND OTHER LpC DIRECTORS SUSPECTED
THAT THE ENLARGED GAB WAS SUMPLY A SUBST.ATUTE FOR A SUBSTANT-IAL

QUOTA :NCREASE. (N THEIR

VIEW, A QUOTA :INCREASE N THE ORDER OF A

DOUBLIUNG MIGHT OBWWATE THE NEED FOR ENLARGING THE GAE,

6. IN RESPONSE, THE MD SAID ENLARGEMENT OF THE GABD WOULD MAKE |7
EASIER FOR‘THE UN.LTED STATES TO GET CONGRESS/|ONAL APPROVAL FOR A

SH:ZEABLE INCREASE N THE

RESOURCES AVAILABLE TO THE FUND. ERB SAID

THIS WAS NOT THE MA{N CONS.|DERAT-ION FOR HS AUTHOR.MT-HES. N THEIR
V:{EW ANY TRADE-OFF BETWEEN ENLARGING THE GAB AND THE SIZE OF THE
QUOTA .INCREASE WAS EXTREMELY SMALL. IF AGREEMENT COULD NOT BE

REACHED ON ENLARGING THE

GAB, TH.IS WOULD NOT CHANGE THEIR VIEWS ON

THE SIZE OF THE QUOTA UNCREASE. IF T WAS NOT POSS'BLE TO ENLARGE
THE GAB, ALTERNAT.IVE BORROWING ARRANGEMENTS MIGHT HAVE TO BE EXPLORED

TO ENSURE THAT RESOURCES

- -

‘INDMV.LDUAL CREDIT L|NES (

WOULD BE AVAILAELE TO THE FUND N PERIODS OF

| S

PARA 3)

7. FEW DIRECTORS COMMENTED ON THIS. GROSCHE AND HIRAQO SAJMD THE
COMMITMENTS OF ‘IND IVilDUAL PART.ICAPANTS SHOULD BE DETERMINED ON THE
BAS1S OF NEW QUOTA SHARES AFTER THE E(GHTH REVHEW. DE MAULDE AND

JOYCE SA!D THE SHARES OF
SIMPLE, OBUECTIVE CRITERI
QUOTAS.

ACTIVATINAM D ITES 808 7 s e s

HDAVIIDUAL PARTHCIPANTS SHOULD BE. BASED ON
A SUCH AS GNP, RESERVES, AND/OR CALCULATED
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_TAVATION CRITERIA (PARA 4) ,
8. MUCH OF THE DICUSSION FOCUSSED ON THIS. SEVERAL LDC DIRECTORS
INCLUD.ING SALEKHOU, MALHOTRA, AND FUNALSH (L'IBYA) THOUGHT THE
PROPOSED CRITERIA VERE CONTRARY TO THE PRINCIPLE OF UNIFORMITY AND
QUESTIONED, IN PARTICULAR, THE NEED FOR A TWO-T:|ER DECISION-MAKING
PROCESS. ilN THEIR V1€MW, DECISIONS ON ACT-IVAT.ING THE ENLARGED GAB
SHOULD BE MADE BY THE EXECUT:{VE BOARD (WHERE THE G10 ANYWAY COMMANDED
A MAJORITY) AND NOT OUTSDE THE FUND. THE PROCEDURE FOR SEPARATE
CONSULTAT:ION -AMONG PARTUCIPANTS HAD NOT BEEN;NCORPORATED i OTHER
BORROW.ING ARRANGEMENTS, {INCLUDING THE AGREEMENT WITH SAMA.

9. G10 DIMRECTORS, «INCLUDING ERB AND MYSELF, STRESSED THAT THE '
DEC.ASION TO ACCEPT OR REJECT SPEC:Hf I.C. FUND PROGRAMMES WOULD REMAIN
THE RESPONSIBALITY OF THE EXECUTJIVE BOARD. ERB SAHD THAT THE .
PROPOSALS DD NOT #/NVOLVE ANY DISCRIMINATORY FEATURES. THERE WAS NO
UNTENTION TO GHVE ANY MEMBER PRIUVILEGED ACCESS TO FUND RESOURCES HOR
TO DENY ACCESS TO ANY MFMBER. THE ENLARGED GAB WOULD NOT AFFECT A
MEMBER 'S ABILMTY TO USE-FUND RESOURCES, WHICH WOULD CONTWNUE TO BE
DETERMINED BY THE FUND'S LENDING POLACIES, BUT WOULD STRENGTHEN THE
FUND'S ABILITY TO RESPOND TO THE LEGIT.JAATE NEEDS OF ALL TS
MEMBERS. THE MD AGREED W(lTH THE JNTERPRETATION. NICOLETOPOULOS (LEGAL
COUNSEL) ADDED THAT THE FUND HAD DEC-{DED .IN 1962 THAT THE -
ESTABLISHMENT OF THE GAB WAS CONSMSTENT WITH THE UNIFORMITY PRINCI-
PLE. THE PRESENT PROPOSALS WOULD MAKE THE GAB LESS RESTRICTIVE AND
WERE THEREFORE AN OPENANG il THE RJIGHT DIRECT/ON EVEN THOUGH
ACT.VATJON -FOR NON—PARTACAPANTS WOULD BE SUBJECT TO CERTAIN
RESTRICTIONS.

10. SALEKHOU, HABIB, DONOSO, AND OTHER LDC DIRECTORS WERE ALSO
CONCERNED THAT THE ACTIWWATHON CRITERIMA WOULD DISCRIMINATE AGAINST
SMALLER COUNTRIES. THEY SUSPECTED THAT ONLY A FEW LARGE COUNTRIES
WOULD QUAL.FY AND THAT THE ENLARGED GAB WAS UNLIKELY TO BE USED

VERY MUCH. SALEHKOU THEREFORE ASKED WHETHER ‘1T WOULD BE POSSIELE

TO FANANCE THE FORTHCOMING DRAWINGS BY MEXICO, ARGENT.INA, AND BRAZIL
FROM ORD:INARY RESOURCES, AND THEN REF(HANCE THESE DﬁAW1NG° FRON THc
. ENLARGED GAB WHEN {q BECOHE EFFECTNNE _(NICOLETOPOULQS. -AND TS . - -
COULD BE DONE BY AMEND!IG THE GAB DECISION BUT RETROACTlVE ACTIVATION
OF TH.4S SORT WAS HOT EMV:ISAGED UNDER THE PRESENT G10 PROPOSALS).

11. tNRESPONSE TO THE MORE GENERAL POUNT, ERB AND OTHER G10 DIRECTORS
POUNTED OUT THAT THE ENLARGED GAB COULD BE ACT:IVATED E:L.THER TO
FANANCE A DRAWING BY ONE COUNTRY, OR TO FINANCE DRAWINGS BY SEVERAL
COUNTRJIES, WH:ICH, TAKEN TOGETHER, STRAINED THE FUND'S L{QUIDITY AND
THREATENED THE STABILITY OF THE SYSTEM. THE MD SAID THAT THIS WAS
ALSO H.1S UNDERSTANDING. HE ACKNOWLEDGED THAT THERE MIGHT BE CASES






. DEMANDS FROM TS ORD.INARY RESOURCES OR SEEK FUNDS.ELSEWHERE,

12. PROWSE (AUSTRAL:JA) ASKED WHETHER PARTUC:IPANTS WOULD EFFECTIVELY

AU 1VIo UNULKO L ANK lilbe HE ACKNOWLEDGED THAT THERE i|GHT BE CA
WHERE FUND L1QUIDITY COULD BE UNDER STRAIUN BUT WHERE THE DEMANDS\ ' .4
ON THE FUND WERE NOT CONS.I-DERED SUCH AS TO CONSTJTUTE A THREAT TO
THE SYSTEM. N SUCH CASES, THE FUND WOULD HAVE TO F.INANCE THESE

PERHAPS-THROUGH OTHER BORROW.ING ARRANGEMEMNTS.

HAVE A PRJOR .CLAAM ON THE GAB'S RESOURCES. HABERMEJER (TREASURER)
EXPLAINED THAT THE 'G10 DEPUTIHES HAD DEL:-LBERATELY NOT sINCLUDED
SUBCE/IL:INGS FOR USE BY PARTICAPANTS AND NON-PART.{CHPANTS RESPECT.V-
ELY. THERE WOULD BE CONS.\DERABLE LEEWAY WITH A GAB OF SDR 20
BILLON TO FMNANCE CALLS BY NON-PART.AC/IPANTS. DE MAULDE (FRANCE)
AGREED W.ITH THIS {LNTERPRETAT.ION AS DID S{{.GURDSSCON WHO SAID ;:IT WAS
JWMPORTANT ALSO TO SAFEGUARD THE LﬂQUhDITY OF THE GAB FOR CALLS BY
PARTHCAPANTS.

13. S.AGURDSSON ALSO ASKED WHETHER -IT WAS NECESSARY TO CONF(NE
ACTVATIION FOR NON-PART!HC.PANTS TO FINANCE REQUESTS FOR GUOTE
COND/ITHMONAL UNQUOTE FUND F:INANC:ING. HABERME-IER AND THE MD NOTED THAT
THE G10 DEPUT:£S ATTACHED CONSMTERABLE IMPORTANCE TO THIS

PROVISION. \I'T WAS ALSO LOGICAL AS RESERVE TRANCHE DRAWINGS BY NON-
PARTHCIPANTS WERE UNLJAKELY TO STRAKN THE FUND'S L:QUIDITY, WHEREAS
THOSE BY PARTHCIPANTS, «IN PARTHCULARLY THE UMITED STATES, COULD DO

S0.
14, -h SUGGESTED THAT THE GAB COULD BE "ACTAVATED FOR NON-PART/LCIPANTS
ESSENTHALLY TO FINANCE THE POLICY OF ENLARGED ACCESS WHACH WAS

LIKELY TO BE CONTNUED #& SOME FORM AFTER THE EIGHTH REVIIEW TOCK
EFFECT. ALTHOUGH :IT WAS NOT POSSIBLE TO BE SURE HOW LONG THE

ENLARGED ACCESS POLICY WOULD LAST, «\T SEEMED REASONABLE AT THIS STAGE
TO SUPPOSE, THAT GAB LOANS TO NON-PART/N IPANTS WOULD MAKE ONLY

ONE TRIP (YOUR PARA 7) NIMATALLAH AND THE MD QUESTHONED THIS.
HABERME:IER SAWD THE G10 DEPUTHIES HAD LEFT THIS QUESTMON OPEN,
PREFERRING TO REVJEW THE NEW ARRANGEMENTS AT THE TAME OF THE NINTH
QUOTA REV:HEW. THE MD THOUGHT THERE COULD BE A NEED FOR FURTHER
BORROWING FROM THE ENLARGED GAB :IF THE FUND HAD LENT TO NON-—
PART.IC.IPANTS FOR MORE THAM 5 YEARS. (HE ALSO SEEMED CONCERNED THAT
THE QUEST:ION OF ACCESS LAMITS WAS BEING BROUGHT 4NTO THE .
D:ISCUSS.LON.) ERB, DE MAULDE, JOYCE AND S:{GURDSSON AGREED WATH
HABERMEIER THAT THERE WAS NO EXPECTATION THAT USE OF THE GAB BY
NON-PART:IC.IPANTS WOULD BE PHASED OUT AT THE REVJEW MENTJONED ‘IK PARA
7 OF THE DINA SUMMARY. ERB ALSO SAID THAT THE EXPANDED GAB WAS NOT
NECESSARILY .RELATED TO THE ENLARGED ACCESS POLICY. THE EHLARGED

GAB MIGHT CONT:INUE TO BE AVAILABLE FOR NON—PART-IC:IPANTS If THE

f
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CWKGED "ACCESS POLICY WAS PHASED QUT.

{NTEREST RATE (PARA 5) .
"15. THE G10 PROPOSAL WAS'ENDORSED BY DE MAULDE, HIRAO, S:IGURDSSON,
JOYCE AND POLAK. DE MAULDE SA!D THE GAB SHOULD FOLLOW THE EXAMPLE

OF OTHER \BORROW\ING ARRANGEMENTS, BUT THE HIGHER INTEREST RATE SHOULD
NOT AFFECT. THE FUND'S POL(CY OF KEEPING CHARGES .AS LOW AS POSSIBLE
FOR THE USE OF ORD:NARY RESOURCES. HIRAO SAID A POSSIBLE ALTERNATAVE
TO THE G10 PROPOSAL WOULD BE TO BASE THE JNTEREST RATE FOR GAB
CREDITORS ON THE COME-INED «INTEREST RATE ON 5-YEAR GOVERKMENT
SECUR:NTUES sIN THE FUVE SDR CURRENCY COUNTRIES.,

16. LDC DIRECTORS THOUGHT THE HIGHER INTEREST RATE FOR GAB CREDITORS
MPAIR THE CONCESSIONAL ELEMENT N FUND LENDING. T MIGHT BE
PREFERABLE FOR THE FUND TO BORROW DIRECTLY FROM THE MARKETS. ON
THIS, THE MD SAMD THE FUND WOULD FidND T DIFFICULT TO RAISE COMPARA—
BLE SUMS ELSEWHERE. HABERME.ER SAdD THE FUND WAS GETTIING A FAIR
DEAL: BORROW.ING--IN THE MARKETS wWOULD BE MORE EXPENS.IWE,

PARALLEL ARRAMGEMENTS (PARA 6) )

17. ERB SAUID PARALLEL LENDERS SHOULD HAVE SIMILAR ACCESS TO GAB

' RESOURCES AS THE PRESENT PARTUCAPANTS. PARALLEL LENDERS SHOULD ALSO
BE J(NVOLVED (N DECIISIONS TO ACTsWATE THE GAB. AN RESPONSE TO
REQUESTS BY NIMATALLAH FOR GREATER PRECHS(ON, ERB SAID THAT THIS VAS
AN AREA WHICH NEEDED TO BE EXPLORED WITH POTENT:IAL LENDERS. /- SA-D
THE RELATJONSHIP BETWEEN GAB LOANS FOR NON-PART:ICsIPANTS AND POSSIBLE
LOANS FROM b}HER POTENT.LAL LENDERS SHOULD BE EXPLORED AS A MATTER

OF URGENCY .I% THE COMING WEEKS. THE SWISS ARRANGEMENT WAS NOT THE
OHLY CONCE/WABLE MODEL. JOYCE AND LOVATO (}TALY) MADE SIMILAR
POINTS. S.GURDSSON SAAD THE ROLE OF OTHER POTENT:AL LENDERS '|M THE

- DEC.IS LON=MAKING PROCESS COULD BE AN .MPORTANT DETERM:INANT OF THEIR
WHLLIINGNESS TO ENTER «NTO PARALLEL ARRANGEMENTS MALHOTRA AND SALEKHOU
WONDERED WHETHER THERE WAS ANY MNCENTHVE FOR NON-PARTICIPANTS TO
MAKE PARALLEL ARRANGEMENTS.

- 18. N RESPONSE, NICOLETOPOULOS AtD THERE WAS PROV-IS1ON -I1N THE
EXIST-LiNG DECIS.ON FOR. NON—PART1C4PANTS 10" JOIN ‘THE~GAB--AS ECUAL
PARTNERS. BUT T WAS HdS UNDERSTANDING THAT PARALLEL LENDERS

‘WOULD ENTER |NTO SEPARATE AGREEMENTS ¥:TH THE FUND TO LEND -IN
SIMILAR CHRCUMSTANCES AND ON S{MILAR TERMS TO GAB PART-IC:IPANTS.
PARALLEL LENDERS WOULD BE ABLE TO DRAW ON THE GAB—FOR EXAMPLE, TO
FANANCE A RESERVE TRANCHE PURCHASE. THE FUND wWOULD ALSO BE ABLE TO
FlNANCE AN EARLY REPAYMENT TO A PARALLEL LENDER FROM THE GAB.
POTENTIAL LENDERS WOULD BE :INVOLVED IN THE DEC-IS-ION—MAK:/ING PROCESS
FOR ACTUVAT.ING THE ENLARGED GAB Al THOUGCH THF DRECIECE MARAL ITIEC UAD

.“‘




a



s m",'ruvnl bWu Inc CHLARGED. GAYR ALIHOUCH THE PREC'SE '40DAL.|T]LS H‘k{}n.., _
~5T.HLL TO BE WORKED OUT. THE ASSOCHATJHON AGREEMENT W:TH SWITZERLAND | ;
WAS ONE POSSIHBLE MQDEL.VBUT"T CONTAINED THE SPECIAL FEATURE THATY

AT IENIT I F e~ -

\ﬁ{‘ﬂﬁﬂn'k'\u:?lll:l Ul

SWhiTZERLAND WAS NOT .A MEMBER OF THE FUND AND COULD MOT THEREFORE )
USE THE GAB. THE SWSS ASSOC{AT|OM AGREEMENT WAS CUMBERSOME AMND HAD

ONLY BEEN_ACT.WWATED TwICE.

AMENDMENTS TO THE GAB DEC\S:ON (PARA 8)

19. MICOLETOPOULOS EXPLAINED THAT'THE G10 PROPOSALS WOULD REQUARE ;
AN AHENDMENT OF THE EX.ISTIING DEC/ISION WHICH WOULD NEED THE
ADHERENCE OF ALL THE PARTMC..PANTS AND THE EXECUT.IWE BOARD'S
APPROVAL. AS A MIN.IMUM, THE DEC.SION WOULD HAVE TO BE AMEMDED -

TO ALLOW ACT-IWAT:ION OF THE GAB FOR THE BENEF-IT OF NON-PARTHC IPANTS.
THE CRATERIA FOR SUCH ACTHVATION COULD BE -INCORPORATED +N THE
DECIS.ION OR sIN A SEPARATE UNDERSTANDING (SIMILAR TO THE 1961
BAUMGARTNER LETTER) OR BOTH. A DEF INT:\lON OF QUOTE PARALLEL LENDERS
UNQUOTE WOULD HAVE TO BE INCLUDED +IN THE DEC/SION. THE REFERENCES
TO CRED.AT LINES DENOMINATED .IN NAT.IONAL CURRENC.IES WOULD HAVE TO BE
REPLACED AS THE CREDIT L'INES WERE NOW TO BE DENOMINATED N SDRS.
THE PROVASIONS ON INTEREST AND CHARGES WOULD ALSO HAVE TO BE
REVISED.,

T IMING

20. N RESPONSE TO QUESTIIONS, N.ICOLETOPOULOS AND HABERMEIER SAID
AT WAS NOT CLEAR WHEN THE ENLARGED GAB WOULD COME NTO EFFECT.
THEY PRESUMED THAT PARTUCGIPANTS WOULD OBTAIN LEGISLAT-IVE APPROVAL
FOR THE ENLARGED GAB AT THE SAME TIME AS FOR THE QUOTA .INCREASE.
BUT THE TWO MIGHT NOT COME stNTO EFFECT SIMULTANEOUSLY AS THE
EFFECT.AVE DATE OF THE QUOTA .INCREASE WOULD DEPEND ON FULF.ILMENT

OF THE MLNAMUM RAT.AFJCAT:ION REQUIREMENT.

21. FCO PLEASE ADVANCE TO LAVELLE (TREASURY), GILCHR:AST (BANK
OF ENGLAND) AND APPLEYARD (ERD).

ANSON - = -
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TO (MMEDIATE F C O . oo
TELNO 290 OF 17 DECEMBER 1982. 6‘“‘*’4 oy C,
IMFt REVISION AND ENLARGEMENT OF THE GAB (C,

1. FOLLOWING ARE MAIN POINTS FROM MANAGING DIRECTOR 'S, SUMMING-UP

OF EXECUTUVE BOARD D.SCUSSION ON DECEMBER 17 ON THE CONCLUSIONS
REACHED BY G10 DEPUTHES (EBS/82/232). VIEWS OF -lNDlNaIDUAL DIRECTORS
ON THE MAIN WSSUES ARE SET OUT U MFT.'

2. THE MD SAND THREE +IMPORTANT PRINGIPLES HAD BEEN EMPHAS-!SED

WN THE DISCUSS:IION:

e ALL DMRECTORS, WAKTHOUT EXCEPTION, HAD STRESSED THE FUNDAMENTAL
PRINCUPLE THAT QUOTAS SHOULD REMAIN THE PR:MNCHPAL SOURCE OF FUND
RESOURCES. ALL DWRECTORS FELT THAT AN EXTENSnION OF THE GAB

SHOULD NOT BE A SUBSTW\TUTE FOR AN ADEQUATE QUOTA NCREASE . THE
WWDEA THAT THERE MIGHT BE A TRADE-OFF BETWEEN AN ENLARGED GAB AND
THE SIKZE OF THE QUOTA (INCREASE WAS NOT REALLY CONS\-DERED RELEVANT.
AS ERB (UMITED STATES) HAD PGMNTED QUT, THE US AUTHORINTHES
FAVOURED AN ADEQUATE QUOTA NCREASE TO MEET THE FUND'S ORDINARY
REQUIREMENTS, TOGETHER W.ITH AN AMELJAORATHON OF THE PRESENT NETWORK
OF BORROWED RESOURCES WHICH WOULD BE AVAULABLE TO THE FUND FOR
SPECHAL CASES OF EXTREME STRAUN 1IN THE SYSTEM. THE PURPOSE OF
ENLARGING THE GAB WAS NOT THEREFORE TO PROV:\IDE A SUBSTIWTUTE FOR
THE QUOTA INCREASE NOR TO MAKE POSS/.BLE A SMALLER QUOTA »INCREASE.
|7 WOULD BE A SUPPLEMENT TO THE FUND'S ORDINARY RESOURCES I

CASES WHERE THE FUND HAD TO DEAL.WITH AN uMPAIRMENT OR STRAIN

|l THE SYSTEM, oIN THIS REGARD, A NUMBER OF DWMRECTORS REAFFIRMED
THE NEED FOR A SUBSTANTH-AL QUOTA :INCREASE AND REPEATED THEIR

VIEWS ON THE SIZE THAT »INCREASE SHOULD BE.

shhe DIRECTORS HAD ALSO STRESSED, STRONGLY, THE NEED TO TREAT
MEMBERS (Il A NON-D.ISCRIM4INATORY WAY AND TO PRESERVE THE -lNTEGRlTY
OF THE FUND'S DEC/S/(ION-MAKING PROCESS. HE UNDERL.INED THE FACT

THAT THE G610 PROPOSALS _!IKVOLVED THE PROVI»SION JOF A LENDLNG 5
FACILITY WHICH WOULD BE AVAAILABLE “To. ~THE FUND AND NOT TO HEMHERS
‘N PARTUCULAR CA-RCUMSTANCES. AT WAS THUS A MEANS FOR SOLV-IHG !
THE FUND'S LIQU:LDLTY PROBLEMS. DIRECTORS HAD GEMERALLY AGREED o
THAT, «N ALL C.IRCUMSTANCES, THE DETERMINATUON OF THE NEED T0
BORROW BY A PARTHLULAR COUNTRY, THE EXTENT OF A MEMBER'S ACCESS
TO FUND RESOURCES, AND THE ASSESSMENT OF THE QUALITY OF FUND ‘
PROGRAMMES, SHOULD BE KEPT WITHIN THE EXCLUSIVE COMPETENCE OF

THE EXECUTIVE BOARD. THE DEA, SET OUT IN PARA 4 OF THE GIO
CONCLUS.IONS, THAT CONSULTAT-IOHS AMONG PARTICIPANTS ON PROPOSALS

TO ACT.VATE THE GAB FOR NON-PARTICIPANTS WOULD NOT EXTEND TO THE
EXAMINAT.ION OF SPEC:F.1C FUND PROGRAMMES, WAS WELCOMED.

hibilhe A NUHBER OF COMMENTS MHAD REEN MANE AN TUE DACCINII 1TV NC
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"Wlil. A NUMDER OF COMMENTS HAD BEENW MADE ON THE POSSIBILATY OF
DIFFERENCES 1IN THE TREATMENT OF PARTICIPANTS AND NON-PARTACIPANTS,
AND BETWEEN NON-PART.CIPANTS, WHICH COULD COULD ARISE FROM THE
ACTIVAT.ION CONDATONS .1 PARA 4 OF THE G10 CONCLUS|ONS. SOME
DIRECTORS FELT THAT PARA L(.11) MIGHT RESTRICT ACTIVATAON TO A
. SMALL LIST OF LARGE COUNTRIES AND EXCLUDE ACTIVAT.ION FOR THE
. BENEFLT OF SMALLER COUNTRIES, PART.ACULARLY AS THE DEF-INIT-ON OF
" STRAINS I& THE SYSTEM WAS VERY BROAD. BUT HE NOTED THAT 610
DIRECTORS AND THE STAFF HAD EXPLAINED THAT THE MD COULD BE LED TO
MAKE A PROPOSAL FOR ACTAVATION MF A GROUP OF COUNTRIES OR A GROUP
. OF REQUESTS, EACH PERHAPS FOR A LIMITED AMOUNT, WERE TO TRIGGER,
‘N HIS VIEW, A LAQULDITY PROBLEM FOR THE FUND AND REFLECT A
THREAT TO THE SYSTEM. HE ALSO NOTED THE REFERENCES BY POLAK
(NETHERLANDS) AND JOYCE (CANADA) TO THE FACT THAT THE ORIGIIAL |
PURPOSE' OF THE GAB, NAMELY TO ASSIST THE FUND ‘IN FORESTALLING
OR COPING WITH AN \IMPAIRMENT OF THE -INTERNAT.IONAL MONETARY SYSTEM,
VAS BENNG RETAINED, AND THAT THIS PURPOSE HAD BEEN -INTERPRETED VERY
BROADLY WHEN THE GAB HAD BEEN ACT.VATED -IN THE PAST,

3. THE MANAGING DARECTOR ALSO NOTED THAT THE FOLLOWING QUEST.IONS
HAD BEEN RAUSED: i
*(A) WAS WT APPROPRWATE TO CONFUNE THE ASSESSMENT OF THE ACT\VAT-ION
CRITERIA TO A LIMLTED GROUP OF LENDERS 7 WHAT WOULD BE THE
CONSEQUENCES OF A POSSIBLE BLOCKAGE N THAT DECHLS1ON-MAKING PROCESS,
AND WOULD THIS® AFFECT THE FUND'S ABILITY TO RESORT TO OTHER MEANS
OF F(INANGING TO MEET REQUESTS WHICH DID NOT TRIGGER THE ACTIVATION
CRUTERIKA UNDER THE ENLARGED GAB?

(B) WHAT ARRANGEMENTS WERE CONTEMPLATED W-hTH PARALLEL LENDERS

AS REGARDS THEWR WWNVOLVEMENT & THE DECHSION-MAKING PROCESS, AND
WHAT MODALATHES COULD BE WORKED OUT FOR THIS?

(C) WOULD THERE BE QUANTIFWED, PREDETERMINED LTS TO COVER
POSSIBLE.FUTURE USE OF THE EXPANDED GAB BY PARTCIPANTS? (AS THE
STAFF HAD EXPLAINED, THE ANSWER TO THIS QUESTION WAS NO.)

(D) WOULD THE EXTENSHON OF THE GAB TO NON-PART{CIPANTS LAPSE
AUTOMATICALLY F THE ENLARGED ACCESS POLHCY WAS PHASED OUT OR

AT THE TUME OF THE F.IRST REVHEW OF THE REV.LSED ARRANGEMENTS?

(AS THE STAFF, ERB (US) AND SOME OTHER G10 DMRECTORS HAD EXPLAINED,
THE ANSWER TO THIS QUEST-ION WAS ALSO NO: THIS WAS COVERED BY PARA

7 OF THE D.HW) DOCUMENT).

L. THE MD ADDED THAT HE HAD DEL.IBERATELY PUT MORE EMPHASIS ON THE
QUEST.IONS RAISED RATHER THAN ON THE POSITUVE REACTHONS TO THE
PROPOSALS BY G10 DIRECTORS AS WELL AS BY OTHER DIRECTORS
REPRESENTMNG NON—PARTHCIPANTS. THESE OTHER DIRECTORS HAD V-IEWED

- _THE. PROPOSALS AS AN WMPORTANT POTENTWAL ADDITION TO FUND RESOURGES
* ON THE-UNDERSTANDING THAT THE ENLARGED GAB WOULD NOT C.IRCUMVENT

THE BASIC PRUNCAPLES HE HAD OUTL/{MED.

FUTURE WORK.

5. T WAS NOW UP TO THE BOARD TO DO FURTHER WORK ON THE PRINGIPLES
PRESENTED BY THE G10 WITHOUT WALT.ING FOR THE NEXT MEET.INGS OF G10
DEPUTHES OR MINISTERS. THE STAFF WOULD PREPARE A PAPER, FOR BOARD
DISCUSSION ON JANUARY 5, ON THE LEGAL AND TECHN.ICAL ASPECTS OF THE
G10'S CONCLUSILONS. THE PAPER WOULD ATTEMPT TO CLARIFY THE QUEST-IONS
RAISED AND'EXAﬁINE ALTERNATAANE MODALWTHES. HE HOPED THE BOARD
WOULD BE ABLE TO REPORT SER-10US PROGRESS TO NAT-10NAL AUTHORITIES

Co——
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WOULD BE ABLE TO REPORT SERIOUS PROGRESS TO NATIONAL AUTHORH':IES
N THE COMING WEEKS PARTUCULARLY F THERE WAS TO BE AN EARLY
' SESSHON OF THE (INTERHA COMMITTEE,
6. FCO PLEASE ADVANCE TO LAVELLE (TREASURY), GILCHRIST (BANK OoF *
= ENGLAND) AND APPLEYARD (ERD). '
ANSON
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FROI: UKSEL 1IF/Z18RD wASHINCTON 2222452 DEC €2.
TO VWIMEDIATE F C O

TELEGPAH'NUHBER 310 OF 29 DECEMEER.

INF: GENERAL ARRANGEMEMTS TO BORROW-STAFF COMMENTARY Gii PROPOSED

MY TwQ IMHEDIATELY PRECEDING TCLEGRAMS,

1. FOLLOWING ARE MAIN PQINTS FROM THE STAFF'S COMIMENTARY ON THE
PROPOSED AMENDMENTS TO THE 1262 GAR DECISION (Si/82/23%):

-

PREAMDLE

2. STAFF HAVYE DELETED THE SPECIFIC REFERENCES TO THE CORDITIONS
WHICH PRCVAILED AT THE TIME OF THE GAB wAS INITIALLY ADOPTED.,
GIVEN THE THME DIMENSION OF THE GAB, THE STAFF DO NOT THINK

1T APPRUPRIATE TO FORMULATE AN ALTERNATIVE DESCRIPTION OF TiE
TYPE OF CONDITIONS WHICH MIGHT GIVE RISE TO USE OF THE GAB IN
FUTURE, THEY THINK THE EXISTING DROAD DESCRIPTION SHOULD

BE SUFFICIENT AND HOTE 1T WOULD APPLY TO ALL USES OF CAT
RESCURCES TO FINANCE TRANSACTIONS wITH MEMBERS.

PARA. 1 (X1) - DEFINITION OF PARALLEL CREDITOR

3. STAFF ASSUME THAT THERE wOULD BE APPRCPRIATE COWSULTATION

wiTH PARTICIPANTS BEFORE THE FUND wOULD DECLARE THAT A MENBER

WAS BLING GIVEN PARALLEL CREDITOR STATUS. THEY ADD THAT I ORDER
TO GUALIFY' FOR PARALLEL CRELITGR STATUS, THL TLRMS ANT CONDITIONS
Ok WHICH LOANS COULD BE MALE AVAILABLE TO THE FUND WOULD KeED

Tu BE COMPARABLE TO THOSE FCR LOANS FROM GAE PARTICIPANTS.

THEY NOTE THAT 1T wOULD ALSGC SEEM REASONABLE THAT THE AMCUNT

OF CRLDIT ARRANGEMENT wiTH A PARALLEL CREDITOR SHOULD BE
DETERMINED Ol THE BAS1S OF PRINCIPLES SIMILAR TO THOSE USED i
DETERMINING THE AMOUNTS OF PARTICIPANTS' CRELIT ARRANGEMENTS.

4., THE SECOND SENTENCE OF THE NEW PARA. (X)) wHICH IS 11 SCUARE

BRACKETS, WOULD “AKE 1T FOSSIBLE FOR THE FUMD TO EXTEND PARALLEL

CREUITOR STATUS TO SWITZERLAND OR -THE SWISS AT HOEAL DARK IF

UCSIRED. 1T wOULD EXTENU TO THEIW THE POTENTIAL APPLICATION OF THE
PRIMCIPLE THAT THE GAD COULD SE USED TO TINAHNCLD EARLY ENCATHMENTS
GF LUAN CLAIWS 3Y PARALLEL CRCEITORS.

COMIUMEIITIAT [panaq
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PARA. 7 = INTEREST RATE .

5. THE AMENLCHENTS HERE CLOSELY REFLECT THE RELEVANT

CONCLUSIONS OF THE G10 DERUTIES. THL REVISED PROVISIONS

ASSUNE THAT THE RULES FOR DETERMINING THE SDR INTEREST RATE wILL
COLTINUE TU INCLUDE THE CONCEPT OF A COMBINED MARKET RATE,

Il THE UNLIRELY EVENT OF. A CWHANGE, THE STAFF MNOTE THAT IT

WOULD BE NECESSARY TO AGREE ON A NMUTUALLY ACCEPTAELE ALTERNATIVE
HETHOD FOR DETERMINVLG IHTEREST ON GAB LOANS ITH PARTICIPANTS,

PARA. 10 - USE OF BURROWEL CURRENCY

6. THE REVIZED TEXT REFLECTS THE FROPOSAL THAT GAB LOANS MAY BE
USED TO FINANCE PURCHASES BY KONPARTICIPANTS UNDER EXTEHDED
ARRANGEMENTS . THE STAFF NOTE THAT IF IT VWERE THOUGHT DESIRADLE
TO PERAIT THE GAD TO EE ACTIVATED FOR EXTEWDED ARRANGEMENTS
REGUESTED BY PARTICIPANTS, APPROPRIATE AMENDRMENTS COULD BE MADE
TG PARAS. & AND 7 OF THE EXISTING DECISIOn.

FARA. 19 - PERICD UF REJEWAL

7. THU FROMOCED ADDITION GF PARA. 19 (D) 1S DESIGHED TC SERVE
Tuyu PURPOSES. FIRST, THE STAFF NOTE THAT THE GAL WAS LAST
RELEWED TOR 5 YEARS UP TO OCTOBER 1985 BUT FEEL THAT T wWOULD BE
APPROPRIATE, IF THE REVISED GAB CONES INTQ EFFECT AT AN EARLIER
LATE AS 1S HOw ENVISAGED, TC COMMENCE A FULL KEW PTRICD ON THE
EFFECTIVE DATE OF THE REVISIOn. SECOLD, THEY SUGGEST THAT THE
PERIVD SHOULD END 12 NOWTHS AFTER THE DATE THE ECARD OF
GOVERNORS ADOPTS A RESCLUTION COMPLETING THE NINTH QUOTA REVIEW,
AS A DECISION FOR REMEWAL HUST BE TAKEN AT LEAST 12 VOHTHS
SEFORE THE END OF THE PERIGD, TRE KEXT REVIEW OF THE GAB wOULD
THUS TAKE PLACE AT THE SAME TIiE AS THE COMPLETIOH OF THE
DISCUSSIONS Ol THE NINTH QEVIEW, IN LIRE WITH G123 CCHCLUSIORE,

PARA. 21 — USE OF CREDIT ARRANCEMENTS FOR HOWPARTICIPANTS

C. UNDER THE NEw PARA. 21(A), THE FUND WOULD 2E ABLE, IN THE
CASE OF PARALLEL CRELITORS, TO USE THE RESOURCES OF THE GAB

FOR THE SAME PURPOSES AND UNDER THE SAME CONDITTONS AS FOR
PARTICIPANTS. THE STAFF ASSUME THAT, FOR THEIR PART, PARALLEL
CREDITORS wOULD AGREE THAT THE FUND COULD USE THEIR CREDIT LIKE
Il THE SAME CIRCUMSTANCES ANL FOR THE SAIE PURPOSES AL N THE
CASE OF PARTICIPANTS' CREDIT ARRANGEMENTS, INCLUDING THE

REF IHANC LG OF AN CARLY ENCASHMENT,

3. THE REST GF PARA. 21 CONSISTS OF TWO ALTERNATIVES DEALING WITH
THE ACTIVATION OF THE GAE FOR ALL OTHER HONPARTICIFANTS. UNDER
ALTERMATIVE 1, THC GENERAL AUTHORISATION 14 PAPA 21(E) FOP THE
FUKD TO USE THE GAB TO F1uAiiCL CORDITIONAL TRAVINGS 3Y
WORFARTICIPARTS WOULD EE SUPPLENENTED BY A JI0RE SPECIFIC
SCSCRIPTION oF THE CIRCUNSTARCES 1l wMICH THE CA3 COULD E
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OTHER POINTS

ACTIVATED FOR MONPARTICIPAWTS. THE STAFF NOTE THAT THIS
FORMULATION wOULD EMPHASISE THE EXCEPTIONAL SITUATION IH WHICH
SUCH ACTIVATIGH COULD TAKE. PLACE. VERSION A FOLLOWS VERY CLOSELY
THE LANCUAGE IN THE CONCLUSIONS OF THE G1D DEPUTIES. VERSION B

CEXPRESSES THE SAME PRINCIPLE BUT 1S CESIGHED TO CLARIFY TwO

PUINTS. FIRST, THE INMADEQUACY OF FUND RESCURCES THAT 1S A
NECESSARY PRECORCITION FOR ACTIVATION WOULD BE DETERMINED WITH
RCFERENCE TU THE RCSCURCES ''READILY AVAILAZLE' TO THE FURD.
THE STAFF POINT OUT THAT THE FunD NEED NOT HAVE EXHAUSTED ALL
OTHER MEANS GF ACQUIRING RESOURCES, INCLUDING BORROWING FROM
OTHER SOURCES OR MOBILISING ALL ITS OTHER ASSETS, BEFORE 1T

CAN ACTIVATE THE GAB. SECOND, VERSION E wOULD BAKE IT EXPLICIT
THAT THE MAHAGING ﬁlRECTOR COULD TAKE ACCOUNT OF BOTH ACTUAL AND
EXPECTED REQUESTS FOR CONDITIONAL FINALCING,

10. ALTERKATIVE | ALSO INCLULES, UNDER BOTH VERSIONS A AND B, A
SPECIFIC REFERENCE TO THE CONSIDERATIGH MENTIONED IN THE G10
CONCLUSIONS THAT, WHEN CONSIDERING ACTIVATION OF THE GAD FOR
PURCHASES BY NONPARTICIPALTS, CUE REGARLC SHOULD BE GIVEHR TO
POTEWTIAL CALLS TO FINANCE PURCHASES BY PARTICIPANTS. STAFF NOTE
THAT THIS PRINCIPLE wOULD ALSO APPLY TO POTENTIAL CALLS TO
FINANCE PURCHASES LY PARALLEL CREDITORS.

11. ALTERWATIVE 1} REFLECTS A DIFFERENT APPROACH UNDER wHICH THE
DESCRIPTION OF THE SPECIAL CIRCUMSTAMCES 1IN WHICH THE GAY COULD BE
USED TU FIMANCE PURCHASES BY NON PARTICIPANTS wWGuLD KOT EE

SPELLED OUT i THE REVISED GAR DECIS10# BUT wouLD BE INCORPORATEL
IN APPROPRIATE SUPPLEMEWTARY UNDERSTANDINGS ANCKG ThE
PARTICIPAKTS, EITHER |d THE FORM OF AN AGREED DECLARATION TY

THE G10 GR I AN EXCHALGE OF LETTERS. THE STAFF NOTE THAT IF

TH1S ROUTE WERE FOLLOWED, THE MANAGING DIRECTOR WOULD NOT

HAVE A LECAL OBLIGATION TO ENSURE THAT THE SPECIAL CIRCUMSTANCES
WERL MET LEFORE INITIATING THAD ACTIVATION PRCCEDURE, BUT THEY
STRESS THAT T 13 VERY UNLIKELY THAT THE MD wCULD

IWITIATE THE ACTIVATION PROCEDURE IF HIS PRIOR CONSULTATIONS
1HDICATED THAT HIS PROPOSAL WOULD NOT BE ACCEPTED BY THE
PARTICIPANTS. THE STAFF ALSO POINT OUT THAT REFERENCE TG THE _
CONSIDERATIONS 1N SUPPLEMENTARY UNDERSTANDINGS AHMONG PARTICIPANTS
WiOULD, OF COURSE, MEAN THAT THEY WOULD HAVE TO BE TAKEN INTO
ACCOUNT BY THE PARTICIPANTS WHEN THEY CONSIDERET WHETHER TO

ACCEPT A PRCPOSAL OF THE MDD,

12. Oh TIMING, THE STAFF MOTE THAT THE PROPOSEL AHMEMDMENTS

WOULD REQUIRE THE CONCURRENCE GF ALL PARTICIPALTS. THEY
SEUME THAT PARTICIPANTS wilL GET THE HECESSARY LEGISLATIVE

AUTHOR ISAT IO FCR THE ANENDNENTS AT THE CAME Tiisk AS FOR THE

IMCREASE i THE ALOUNTS OF THEIR CREDIT ARRARNCLHENTS. TWLY

THERLETORE EWVISAGE THAT ThE ANCHNDMINTS. TOGETHER wiTH A

GEVISED ABBLA SHOWING THE 1LCREASED ARMQUWGTES OF Tdl CRELIT ARRANGINCHTS,

3 =
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WOULD BE INCORPCRATED IN A TLOARD DECISION WHICH 1OULD

NECOME CFFECTIVE ONLY WHEN THE FUND HAD RCCEIVED FORWAL NOTICE
FRUI ALL THE PARTICIPANTS OF THEIR ACCEPTAHCE OF THE REVISED
TERNS, IHCLUDING THE IHCREASEL AMOUNT OF THEIR RESPECTIVE
CREDIT ARRAKGEMINTS.

13. THE STAFF ALSO SUGGEST THAT |IT SHOULD BE MADE CLEAR,
IN AN AGREED UNDERSTANDIHG AMONG PARTICIPANTS, THAT
CONSULTAT IONS AMONG PARTICIPANTS ON A PROPOSAL FOR
FINALCING PURCHASES BY A NCUPARTICIPANT wOULD ROT

EAL \ITh THE CONSISTENCY OF A REQUEST wiITH ThE AFPLICABLE
FOLICIES OF THE FUND, HOR THE ADEQUACY .OF THE PROGRAMNE ON
WHICH THE REQUEST WAS BASED, SINCE THESE QUESTIGHS ARE THE
RESPONSIBILITY CF THe FULD.

t4. 1H THE INTERESTS OF SPEED, THE STAFF HAVE CELVBERATELY KEPT
THE AMERLMENTS TO A MININUM. THEY NOTE THAT THE REVISED

TEXT DOES NOT INCLUDE TWO POSSIDLE AMENDMENTS WHICH WVERE MENTIOHED
1N THE DISCUSSIONS UF THE G10 DEPUTICS, NAMELY TO NAYSE THE

MIN MU AMCUNT OF A hEw PARTICIPANT'S CREDIT ARRARGEMENT,

ALL TO REQUIRE THE FUND TO REPAY INDEBTEDNESS ATTRIZUTASLE

TO A RESERVE TRAHCHE PURCHASE BY ANOTHER PARTICIPANT 3

AiD WHEN THE FUND'S HWOLDINCS RESULTING FROM THAT

PURCHASE WERC CORRESPONDINGLY REDUCED LESS THAT 5 YEARS

AFTER -THE BORROWING DY THE FUND.

15. FCO PLEASE ADVANCE TO LAVELLE (TREASURY},
GILCHRIST (BANK OF ENGLAMD) AnD APPLEYARD (&eRD)

ADVANCID AS REQUESTED

ALSCH
Mo NETARY cofiEs TO
ERD ADVANCE ADDRESSEES
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i€ 2 GENERAL ARRANGEMENTS TO EORROW--PROPOSED AMENDMENTS TO
1962 DECISION

MIPT
L. FOLLOWING ARE THE AMENDRENTS PROPOSED BY THE STAFF 1IN SM/82/237
E

TO THE JANUARY 1 CISi0s (SELECTIVE DECISIONS, 9TH 1SSUE,
PAGES 135-113):

W
[e)}
n
o
-
[ <o}
[9e]

BREAMELE - IN THE FIRST SEWTEMCE DELETE ''IW THE HEW CCHDITIOHS OF
JVDESPREALD CONVERTIBILITY, INCLUDING GREATER FREEDCM FCR SHORT=TERM
CAPITAL HOVEMEWTS'® AND, LATER ON, DELETE ''IN THE AFQORECAID
CONLITIONS' ',

PARA 1{V1), PARA 2, PARA 3(3) — DELETE ''UNITS OF ITS CURRENCY!'!
AnD SUESTITUTE '"'SPECIAL LRAWING RICHTS''.

PARA 1 (X1) = ADD ThE FOLLOWING DEFIHITICN:

"1 VIPARALLEL CREDITOR'' MEANS A MEMBER OR THE OFFICIAL 1HSTITUTION
OF A MEMBER THAT 1S NOT A PARTICIPANT AND HAS ENTERED INTO At
AGREEMEST TO PROVIDE CREDIT TO THE FUND wWHICH CECLARES THAT THE
HEMBER OR INSTITUTION SHALL HAVE THE STATUS OF A PARALLEL CREDITOR
FUR THE PURPOSES OF THIS DECISION. SQUARE GRACKETS BEGIN

A PARALLEL CREDITOR MAY ALSO DE A NOWMEMEBER OR THE CENTRAL EARK

GF A ROWMEMBER THAT WAS ENTERED INTO A CREDIT AGREEMENT CONTAINING

A SINILAR DECLARATION,. SQUARE 3RACKETS EWD''

PARA 9 = CELETE ''AND CHARGES'' FRCM THE TITLE.

REPLACE PARAS S(A) AND 2(B) wWiTH THE FOLLCWING:

Pr(A) THE FUND SHALL PAY IRTEREST Off ITS INDEDTEDNESS AT A RATE
LIUAL TO THE COMEINED MARKET |HTEREST RATE CCMPUTED EY THE FUHD
FROM TIME TO TIWE FOR THE PURPOSE OF DETERMINING THE RATE AT YUHiCH
IT PAYS INTEREST ON HOLDINGS OF SPECIAL DRAwWINC RIGHTS.

(5) 1HTEREST SHALL ACCRUE DAILY AND SHALL E€ PAID COn THE DATES
THAT THE FyUnD FAYS INTEREST Of #SLTINGS OF SPECIAL DRAWING RIGHTE.'!
lw PARA 7(C) DELETE ''ALD CHARGES'' ARD SUBSTITeTE ''CDUE TO A
FARTICIPARLT "
R -[-enﬂ"ﬁ-\‘“‘;‘\;’"‘—i * i }PﬁRﬁ io
.....-p‘l Tu 3% fot i 4 2imiem



PAnd 15 = AFTER '"'STALD-3Y'' [NSLAT ''AND EXTERDED '
FARA 11 - K PARA 11(r) DcLITE ''BUT 60T DLYOND THE ARCUKT OF THE
C E:J T Al\I\F\u\\JLIthT"

PARA 17 = ALD A NEwW SUB-FARAGRAPH (D) AS FOLLOWS:

"1(D) NOTWITHSTANDING PARAGRAPH 13(€8), A NEW PERIOCD SHALL BZGIN
ok Trz CFFECTIVE DATE OF LECISION WO, , RDOPTEDR , 1383,
AL SHALL END TwELVE MONTHS AFTER THE DATE THE HIKTH GEMERAL

\

few OF QUOTAS IS CGMPLLTEL."!

FARA 21 - ADL THE FOLLOWIKC NEW PARAGRPAH ENTITLED t'USE OF CREDIT
ARRAKGEMERTS FOR MOHPARTICIPAITS:z !

''(A) THE FUND MAY MAKE CALLS IN ACCORDAKCE wITH PARAGRAFHS 6
AU 7 FOR EXCHAWGE TRAMSACTIONS wITH A WMEMBER THAT 1S A PARALLEL
CRELITOR <R WhOSE {HNSTITUTION IS A PARALLEL CRETDITOR, 4S5 IF THE
FEMCER WERE A PARTICIPALT. THE FUMD #MAY ALSC MAKE RECQUESTS

ULTER PARAGRAPH 11(C) IN CORNECTIUN WITH AH EARLY REPAYHMENT OF
THE CLALW OF A PARALLEL CREDITCOR UMDER ITS CREDIT AGREEMENT WITH
Tt FULD DUE TG A BALAKCE CF PAYMENTS NEED, IM ThE SAME WANNER AS
rOF FARTICIPAKTS. ALL THE FOREGOIKG PROVISIONS OF THi1S DECISION

FELATIHG TO CALLS AWD RIGUESTS wITh RESPECT TO LARLY REPAYMENT SHALL
APPLY TO CALLS AWML REQUESTS UNDER THIS PARAGRAPH Z21(A).

ALTERGAT LVE |

(2) Trc FURD MAY MAKE CALLS 1IN ACCORDANCE WITH PARAGRAPHS 6
Al 7 FOR CACHANGE TRANSACTIONS Ik THE CONDITIONAL TRANCHES 0GR
UibEk STAND=EY OR EXTENL ARRALGEMENTS REQUESTED BY CTHER
MetibonS THAT ARE NOT FARTICIPANTS. ALL THE PhOVIbIONS OF THIS
CECHSICH RULATING TO CALLS SHALL APPLY, EXCEPT AS OTHERVISE
PrOVIOLL 1ih PARAGRAFH 21(C).

(C) THE MANAGING DIRECTOR MAY INITIATE THE PROCEDUPE FOR MAK
CALLS UKDER PARAGRAPH 7 I CONMECTION %WITH REQUESTS REFERREL TO I
FARAGRAPH 21(EB) IF, AFTER CONSULTATION, HE CONSILERS

-n

VERSION A

Y IMATEQUACY OF RE

FACES
CLDITIOWAL FIMARCING, ARD (1
EXCEPT

GLUJESTS FUR C Iy T

1S Tl HESULT OF An EMCERTIGLAL SITUATION ASSCCHIATED wiTh
ALLULSTE rOR SUCH FIHARTIND &Y MIMDERS WITH SALANCTD OF
FAYRZATS PRUSLENS OF A CnARACTER OR AGOREGATE S17E THAT CCuLen
FUSE A TrRcAT TO THE STAZILITY OF THE VITERHATIOUAL MOWRETARY

SYSTLiv.

COF\.HD:E\E" AL [versions



CONFIDENTIAL

VERS U ©

TO NELT ACTUAL AilD EXPECTED RCGUES

THAT THE FUND FACES Ai INADEQUACY OF REEZUURCES READILY AVAILAZLE
TS F
THAT REFLECT THE EXISTEWCE OF A EXCEP

T
0
T
£

OWAL SITUATION ASSOCIATED
WITH BALANCE OF PAYMENTS PRUBLEMS OF ™ MBERS OF A CHARACTER OR
AGGREGATE S1ZE THAT COULD THREATEN THE STABILITY OF THE tNTERNA-

TIOHAL FOHETARY SYSTEM.
5 MAKING A PROPOSAL FOR CALLS PURSUANT TD PARAGRAFH 21(3B) AMD (C),
THE 4AKAGING DIRECTOR SHALL PAY DUE REGARL 70O POTENTIAL CALLS

PUNSUALT TO OTHER PROVISIONS CF THIS EE?ISlOH.

ALTERMATIVE 1

>

(B) THE FUND MAY HAKE CALLS IN ACCORDANCE w1TH PARAGRAPHS © AND 7
FOR EXCHANGE TRANSACTIONE 1IN THE COMDITIONAL TRANCHES OR UNDER
STAND-DY OR EXTENDED APRANGEMENTS REQUESTED BY OTHER MENBERS THAT
ARE ROT PARTICIPANTS. ALL THE PROVISIONS OF THIS DeCISIUN PELATING
TS CALLS SHALL APPLY TO CALLS MADE UHDER THIS PARAGRAPH 2(8).."

2. THE SALIVENT POINTS FROM THE STAFF'S COMMENTARY ON THE
ALTERHATIVE PROPOSALS IN THIS NEW PARAGRAPH ARE SET GUT 1H MIFT.

3. FCC PLEASE ADVANCE TO LAVELLE (TREASURY) GILCHRIST (BAHK JF
ENGLAKD) AND APPLEYARD (ERD).

ADVANCED AS REQUESTED

ANSTH
Mour-_-rp.p.\I CopPiES TO
EaD ADUANCE. ADDRESSEES
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SERAL ARRANGEMENTS TO BGRROW

FOLLOWING IS TEXT OF NICOGLETOPOULGS'S PAPER.

(M5 OF ASSCUCIATION wiITH THE GAB

THIS AEMORANDUM CUTLINES VARIOUS WAYS 1t WHICH A MEMEER OF THE FUN

(OR 1TSS CENTRAL BARK) wH!ICH 1S nOT A G-10 MEMIER, BUT WWICH IS
WILL11G TC PROVIDE SUPPLEMENTARY RESOURCES TG THE FUHD ON GAB
TERIS, COULZ2 BE ASSOCIATED WITH THE GAB.

lo GIRECT PARTICIPATION

PARACRAPH 3 OF THE GAS DECISION PERMITS A MEMEER, CR AN OFFICLAL
[H3TITUTION CF A MEMBER, TO SE ACCEPTED AS A PARTICIPANT, IF (1)
QUGTE THE FUKD SHALL SO AGREL AHD NO PARTICIFAMT GBJECT UNGUOTE
AN (11) THE PRUOSPECTIVE PARTICIPANT UNDERTAXES A CREDIT CG!”'TLL
OF AT LEAST SLR 132 mILL1Ud, THE TERMS AHD CCUDITIONS GOVERNWING
FARTICIPATIGN ARE SET GUT I THE DECISICN ITSELF. THERE wOULD =B
10 NEED FOR A SZPARATED AGREEMENMT BETWEEN THE MErBER AND THE FUND
OR FUR Al AMENDMENT OF THE GAB DECISICH, ALTHOUGH T woUuLD BC

AFPRUPRIATE T2 SELETE THE REFERENCE TC CUUTE THe WMAIHR IMDUSTRIAL
COUNTRIES UNQUCTE Ih THE PREAMELE TC THE TECISICH.

PARTICIPATION It TAE GAZ ALSO I1HPLIES PARTICIPATION 1% THE
COLSULTATIVE AND DECISICh=MAK ING ARRANGEMENTS SET FCRTH 11t THE
1561 LETTER SETWEEM THE MINISTER OF FINANCE OF FRANCE ANMD HIS
COUNTERPARTS I THE OTHER NINE PARTICIPATING COUNTRICS. THE
UNLEASTANDINGS 41 THIS LETTER REGARDING THE PROCEDURE BY WHICH
THE ORIGINAL PARTICIPANTS wOULD REACH DECISICHS ON PROPOSALS TG
ACTIVATE THE GA3 SERVED AS THE 3ASIS FOR THE ESTABLISHMENT OF THE
: AU Ll WRICH THE HALN IHLUSTRIAL CIUNTRIES COULT

ORE
HE O INMTERNATIONAL MOWETARY SYSTEir, ACCEPTAGCE OF A
GEvi PARTICIPANLT I6TS THE GAD NEED HOT 1uVOLVE A CHANGE 181 THE

)
"“ CJ

TnE ryml Awn

SOMPOSITICH OF THE G-10, AS SuCri. BY APPRGPRIATE “”“IFlCA Cis
biv THE ARRANGEXDGTE CET OUT 1 THE 1761 LETTER, C NVULTATlle ARMCH

GAc PARTICIFANTE COULD 32 LIMITED TC ACTIVATION PROPUSALS AND

OTHER 1ATTERS ARIS GG UNLER ThE GAS. THE EXISTIHG nEHZERS OF THE
G=12 COULL CUNTINUE TG wEEZT AHL DI1SCUST OThER 1SSUcS, ICT AS GAC
PARTICIPANTS ZUT AS THE DAL LHDUSTRIAL COUNTRIES.

nT

FNATE THEIR APPROACH TC IHPCRTANT ISCUES AFFECTING

iG

[1e.



Ll. ASSOCIATION ON THE SWISS MODEL

& SECOND POSSIBLE FORM OF ASSOCIATICN COULD BE ALONG THE LIMES
AUCPTED FOR SWITZERLAND, SUITABLY MODIFIED TO FIT THE CASE OF A
MEMDER. THE MAIM FEATURES OF THE 1964 ASSOCIATION AGREEMENT WITH
SWITZERLAKD, THE EFFECTIVENESS OF WHICH HAS BEEN EXTENDED TO
JULY 15, 1985, ARE AS FOLLOWS:

{A) LIKE THE CREDIT COMMITHMENTS OF PARTICIPANTS UNDER THE GAB,

THE SwISS COMMITMENT OF THE EQUIVALENT OF SF 865 MILLION 1S A
REVOLVING CREDIT, wHICH CAN BE USED ONLY IN CONKECTION wiTH USE

OF THE FUND'S RESCURCES BY GAD PARTICIPANTS.

(B) THE CREDIT COMMITMENT UNDER THE ASSOCIATION AGREEMERT tAY BE
ACTIVATED BY A PROPOSAL OF THE MANAGING DIRECTOR. WHENEVER THE
MANAGING DIRECTOR PROPOSES ACTIVATION OF THE GAB FOR THE BENEFIT
OF A PARTICIPANT HE WAY, AFTER CONSULTATION WITH THE SwiSS
AUTHORITIES, ALSO PROPOSE THAT SWITZERLAND MAKE RESOURCES AVAILABLE
FOR THE SAME PARTICIPANT. |F THE MANAGING DIRECTOR'S PROPOSAL UNDER
THE GAB |S DULY AGCCEPTED BY PARTICIFANTS AND APPROVED BY THE
EXECUTIVE BOARD, SWITZERLAND IS OBLIGED TO CARRY QUT HIS PROPOSAL
UNDER THE ASSOCIATIOR AGREEMENT, UMLESS THE SWISS AUTHORITIES CITE
BALAKCE OF PAYMENTS GROUNDS.

(C) GHE MAJOR DIFFERENCE FROM THE CREDIT COMMITMENTS UNDER THE GAB
IS THAT THE ASSOCIATION AGREEMENT CONTEMPLATES THAT SWITZERLAND
wiLL LEND DIRECTLY TO THE GAZ PARTICIPANT NEEDING ASSISTANCE, IN
ACCORDANCE WITH AN QUOTE IMPLEMENTING AGREEMENT UNQUOTE BETWEEN
ITSELF AWL THE PARTICIPANT. THE REPAYMENT TERMS ARE TO CORRESPONMD
AS FAR AS PRACTICAELE TO THOSE OF GAB LOANS. THE FUND ACCEPTS HNO
RESPORSIBILITY OR LIABILITY REGARDING THE PERFORMANCE BY THE
BORROWER OF ITS OBLIGATIONS UNDER AN IMPLEMENTING AGREEMENT.

(L) ON THE DHASIS OF TrE ASSOCIATION AGREEMENT, REPRESENTATIVES OF
SWITZERLAND (OFFICIALS OF THE SwWISS NATIONAL BANK) HAVE EEEN
ATTENDING G-13 MEETINGS AS OBSERVERS. THEY TAKE PART IN ThE
D1SCUSSIONS. HOWEVER, THEY DO ROT PARTICIPATE IN THE PROCESS
PRESCR1IBEL IN THE 1961 LETTER FOR REACHING DECISIONS ON PROPOSALS
OF THE WANAGING DIRECTOR TO ACTIVATE THE GAE, EVEN THOUGH WHEN THE
GAE 1S ACTIVATED SWITZERLAND 15 EOUND TO CARRY QUT A PARALLEL
PROPOSAL MADE BY THE MANAGIHG DIRECTOR UMDER THE ASSOCIATION
AGREEMENRT,

THE TECHNIGQUE UNDER WHICH SWITZERLAWD MAKES LOANS DIRECTLY TO A GAB
PARTICIPANT, IN CONJUNCTION wiTH THE USE OF THE FUND'S RESOURCES
FINANCED BY GAE LOANS, HAS PROVED 7O BE CUMBERSOME. BECAUSE OF THIS
THE ASSOCIATION AGREEMENT HAS BEEMN IHVOKED OMLY TwiCE, IN THE

EARLIER YEARS OF TS EFFECTIVEWESS. IN CONMECTION WITH TWO MORE
RECENT ACTIVATIONS OF THE GAB THE FUND HAS ENTERED INTO BILATERAL
BORROW IHG AGREEMENTS wiTH THE SwISS NATICNAL BAKK UNDER WHICH THAT
BANK HAS UNDERTAKEN TO LEWND THE FUND UP TO A STATED AMOUKT FCR THE
SPECIFIC PURPOSE OF FINAKCING PURCHASES UMDER A STAND-BY ARRANGEMERT
WITH A GAE PARTICIPANT, IN CONJUNCTION wWITH AN ACTIVATION OF THE GAB.
THE TERMS AND CONDITIONS OF THE LOANS WERE COMPARABLE TO THOSE OF GAB
LOANS, THE CREDIT COMMITMENTS UKDER THESE  AGREEMENTS WERE NOT OF A

REVOLVING CHARACTER. CONF'DQENT!A!. [

S



WITH SI1MILAR PROPGSALS TG PARTICIPANTS AND AlY OTHER
PARALLEL CREDITORS, ALTHOUGH THE MAKAGING DIRECTOR WOULD
LOT DE OBLIGED TO INCLUDE A PARALLEL CREDITOR N EACH CASE.
THE BALAKCE GF PAYMENTS AND RESERVE POSITION OF INDIVIDUAL
GAE PARTICIPANTS IS TAKEN INTC ACCOUNT I® DETERMINING THE
PARTICIFARTS TO WHICH PROPOSALS wILL BE MADE, AND IT 1S
ASSURED THAT SIMILAR ACCOUKT WOULD BE TAKEN OF THE BALANCE
OF PAYHENTS AND RESCRVE POSITION OF A PARALLEL CREDITOR.

(&) ThE PRECISE MODALITIES OF CONSULTATION NEED TO BE EXAMINED

AND DISCUSSED WITH THE DIFFERENT PARTIES INVOLVED BEFORE ANY

FIRM CONCLUSIONS ARE REACHED AS TO WHAT IS MOST APPROPRIATE.

THERE 1S ALSC THE RELATED QUESTION OF THE HATURE OF THE CPEDITOR'S
GBLIGATIGH TO RESPGND TC PRCPOSALS FOR CALLS UKDER TS CREDIT
LINE. THE ASSOCIATION AGREEMENT wITH SWITZERLAND PROVIDES

THAT SWITZERLAWD wiLL ACCEPT A PROPOSAL FOR CALLS IN THOSE

CASES WHERE GAB PARTICIPANTS HAVE ACCEPTED AND THE EXECUTIVE

B0ARD HAS APPROVED ACTIVATION OF THE GAB. THE SWISS AUTHORITIES
ATTERD MEETINGS OF THE GAB PARTICIPANTS AS AN OBSERVER,

ByT THEY HAVE WO VOTE IN THE DECISION=-MAKING PROCETSS. 1T 1S

THUS EVILDERT THAT THE ARRANGEMENTS COULD TAKE DIFFERENT FORMS.

FOR EXANPLE:

(1) THE PARALLEL CREDITOR wWOULD BE INDIVIDUALLY COMSULTED BY THE
MANAG I NG LIRECTOR BEFORE HE MAKES A PROPOSAL UNDER THE PARALLEL
CREDIT ARRANGEMENT BUT THE CREDITOR wOULD BE FREE TO ACCEPT OR REJECT
THE MANAGING DIRECTOR'S PROPOSAL, UNDER THIS APPROACH THERE wOULD
BE NO PARTICIPATION OF ThE PARALLEL CREDITGR IN THE CONSULTATIONS
AMONG THZ GAD PARTICIPANTS,

(11) A PARALLEL CREDITOR wOULD COMMIT ITSELF TO MAKE AVAILABLE
THE AMOUNT SPECIFIED IN THE MANAGING DIRECTOR'S PRCPOSAL, {F THE
CORRESFOMD |G PROPOSAL UNDER THE GAB WAS ACCEPTED BY THE GAE
PARTICIPAITS, UNDER THIS APPROACH, THE PARALLEL CREDITOR wWOuLD BE
CONSULTEL EY THE MANAGING DIRECTCR AS UNDER (1) BUT, IN ADDITIOR,
THE PARALLEL CREDITOR wOULD BE INCLUDED IN THE CONSULTATIONS
ASSUCIATED WiTH THE ACTIVATION OF THE GAB. THE PARTICIPANTS COULD
AGREE THAT THE CREDITOR WOULD BE INVITED TO TAKE PART AS AN
OBSERVER, IF IT SO WISHED, IN MEETINGS OF PARTICIPANTS TO
COWSIDER SUCH ACTIVATION. PROVISION FOR THIS COULD BE INCLUDED IN
SOME FORM OF UNDERSTANDING SUPFLEMENTING THE 1961 LETTER.

(111) THE PARTICIPATION REFERRED TO IN {(1t) COULD PCSSIBLY BE
EXTENDED SC THAT THE PARALLEL CREDITOR wWOULD BE ABLE TAKE PART
N THE DECISIOn=MAKING FROCESS AS IF IT WERE A PARTICIPANT.
THIS WOULD REGUIRE An AMENDMENWT TO THE 1961 LETTER. LIKE THE
INVOLVEMENT It THE CONSULTATIVE PROCESS REFERRED TO IN (),
THE PARTICIPATION 1M THE DECIS{ON-MAKIKG FROCESS WOULD NEED

TC BE AGREED AMONG THE PARTICIPANTS.

ENDD ) ] ) o ~

©. FCO PLEASE ALVANCE TC LAVELLE (TREASURY), GILCHRIST (EANK OF
ENGLAND) AWD APFLEYARD (ERD).

&%s:g-‘-ﬁ &\/ ADVANCED AS REQUESTED COPIES
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E.AD ADVANCE. A DDRESSEES
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ONE FEATURE OF THE SWISS ASSOCIATION WITH THE GAB 13 THAT, AS A

NONMEMEER, SWITZERLAND HAS NOT BEEN ACCORDED RECIPROCAL ACCESS TC THE

RESGURCES OF THE GAB. THE G-10 DEPUTIES HAVE FROFOSED THAT A MEMBER

MAKING A PARALLEL CREDIT ARRANGEMENT WITH THE FUND SHOULD BE ENTITLEDL )

TG HAVE ACCESS TO THESE RESOURCES ON THE SAME TERMS AS GAB [

PARTICIPANTS THEMSELVES. IT 15 POSSIBLE TO DEVELOF A FORM oF [
[
|
I

I

t1i. PARALLEL CREDIT AGREEMENTS - j

PARALLZL ARRALGEMEHT APPROPRIATE FOR A MEMBER, By COMBINING THIS

FEATURE WITH FEATURES ADAPTED FROM THE ARRANGEMENTS MADE W (TH

SVITZERLAND. PRINCIPAL ASPECTS OF SUCH A PARALLEL ARRANGEMENT WERE
OUTLINED BRIEFLY IN SM/82/239, DECEMBER 26, 1982, AND ARE |
DISCUSSED IN MGRE DETAIL BELOW: |'

(1) THE GUCTE PARALLEL CREDITOR UNQUOTE WOULD ENTER INTO A
BILATERAL AGREEMENT WiThH THE FUND, IN THE FORM OF A LINE OF CREDIT
UNCER WHICH THE FUND wOULD BE ABLE TO BORROW IN THE SAME
CIRCUMSTANCES AS UWDER THE GAB, AND ON COMPARABLE TERMS. THUS, THE ;
AGREEMENT WOULL REMAIN IN EFFECT FOR THE FULL CURRENT PERIOD OF THE ‘
GAB AND WOULD BE RENEWABLE FOR FURTHER PERIODS IN THE SAME MANNER f
AS GAB CREDIT ARRANGEMENTS. REHEWAL wOULD WOT BE GBL IGATCRY, BUT THE E
MEMBER wOULD CEASE TG HAVE THE STATUS OF A PARALLEL CREDITOR IF T 3
WERE TG TERMINATE THE AGREEMEWT. THE CREUIT LINE wOULD HAVE |
A REVOLVING CHARACTER SIMILAR TO GAB ARRANGEMENTS. THE AMOUNT OF :
THe CRELIT LINE WOULD BE AVAILABLE FOR USE IN CONNECTION WITH
FURCHASES BY ANY MEMBER OF THE FUND, INCLUDIKG EOTH GAB
PARTICIPALTS AND NOKPARTICIPANTS, IN RESPECT OF WHICH THE FUND
COULD EORROW UNDER THE GAD. THE CREDIT LINE COULD ALSO BE |
DRAWIN UPOKR TU REFINANCE LOAN CLAIMS OF FARTICIFANTS AND
CTWER FARALLEL CREDITORS THAT ARE ENCASHED PRIOR TO MATURITY
Cii LALARCE OF PAYMENTS GROUNDS. AS FOR THE TEPRMS OF THE
PARALLEL LCANS THEMSELVES, (T DGES NOT SEEM ESSENTIAL THAT
THESE SHGULL BE IDTKTICAL TO THOSE OF GAB LOANS: RATHER, [
COMPARAZILITY COULD BE DETERMINED Ci THE BASIS OF THE i
FIKANCIAL, LECAL AND OTHER PROVISIONS OF THE PARALLEL CREDIT
AGREEMENT, TAKEN AS A WHOLE.

(2) THE ABOVE GQUTLINE OF COKGITIONS FOR USE OF THE PARALLEL |
CRELIT LIGE ASSUMES THAT THE GAB DECISION wiLL BE AMEHDED T0
PERMIT ThHE USE OF GAB RESOURCES TO FINANCE PURCHASES BY THE
PARALLEL CREDITOR, AND TO REFINANCE EARLY ENCASHMENT OF

THE CRECITOR'S LOAN CLAIMS Ow BALANCE OF PAYMENTS GROUNDS, ON
SIMILAR TERMS TO THOSE APPLICABLE TC PURCHASES AND EARLY
ENCASKHMENT OF CLAIMS BY PARTICIPANTS. A PGSSIBLE AMENDMENT

TO TRIS EFFECT 1S PRESEKTED N SM/82/235.

(3) THZ PARALLEL CREDIT AGCREEMENT WOULD COWTAIN A PROCEDURE

FOR ITS ACTIVATIOR SIMILAR TO THAT APFLICAELE TG CAS CREDIT
ARRARGEMENTS, 1,8., THE-MANAGING LIRECTOR, AFTER COMSULTATION
WITH THE PARALLEL CREDITOR, WOULD SUBMIT A PROPOSAL FOF

CALLE IN RESPECT OF A REQUEST BY A MEMBER SEEKING TO USE

THE FUND'S RESOURCES. THE PROFOSAL WOULD BE MADE 1IN COKJUNCTION

3
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December 30, 1982

Forms of Assoclation with the GAB

This memorandum outlines various ways in which a member of the Fund
(or its central bank) which is not a G-10 member, but which is willing
to provide supplementary resources to the Fund on GAB terms, could
be associated with the GAB.

1. Direct Participation

Paragraph 3 of the GAB Decision permits a member, Or an official
{pstitution of a member, to be accepted as a participant, if (1)
"the Fund shall so agree and no participant object”, and (1i) the
prospective participant undertakes a credit commitment of at least
SpR 100 million. The terms and conditions governing participation
are set out in the Decision itself. There would be mo need for a
separate agreement between the member and the Fund or for an amendment
of the GAB Decision, although it would be appropriate to delete the
reference to "the main i{ndustrial countries” in the Preamble to the
Decision.

Participation in the GAB also implies participation in the consulta-
tive and decision—making arrangements set forth in the 1961 Letter
between the Minister of Finance of France and his counterparts in the
other nine participating countries. The understandings in this Letter
regarding the procedure by which the original participants would reach
decisions on proposals to activate the GAB served as the basis for the
establishment of the G-10, as a forum in which the main industrial
countries could discuss and coordinate their approach to important
{ssues affecting the Fund and the international monetary system. Accept—
ance of a new participant into the GAB need not involve a change in the
composition of the G-10, as such. By appropriate modifications in the
arrangements set out in the 1961 Letter, consultations among GAB
participants could be limited to activation proposals and other matters
arising under the GAB. The existing members of the G-10 could continue to
meet and discuss other issues, not as GAB participants but as the main
industrial countries.

II. Association on the Swiss Model

A second possible form of association could be along the lines adopted
for Switzerland, suitably modified to fit the case of a member. The main
features of the 1964 Association Agreement with Switzerland, the
effectiveness of which has been extended to July 15, 1985, are as follows:

(a) Like the credit commitments of participants under the GAB,
the Swiss commitment of the equivalent of SF 865 million
{s a revolving credit, which can be used only in connection
with use of the Fund's resources by GAB participants.



'

(b) The credit commitment under the Association Agreement may
be activated by a proposal of the Managing Director. Whenever
the Managing Director proposes activation of the GAB for
the benefit of a participant he may, after consultation
with the Swiss authorities, also propose that Switzerland
make resources available for the same participant. If the
Managing Director's proposal under the GAB is duly accepted
by participants and approved by the Executive Board, Switzerland
is obliged to carry out his proposal under the Association
Agreement, unless the Swiss authorities cite balance of
payments grounds.

(c) One major difference from the credit commitments under the GAB
{s that the Assoclation Agreement contemplates that Switzerland
will lend directly to the GAB participant needing asslstance,
{n accordance with an "implementing agreement” between
itself and the participant. The repayment terms are to
correspond as far as practicable to those of GAB loams.

The Fund accepts no responsibility or liability regarding the
performance by the borrower of its obligations under an
implementing agreement.

(d) On the basis of the Association Agreement, representatives
of Switzerland (officials of the Swiss National Bank) have
been attending G-10 meetings as observers. They take part in
the discussionns. However, they do not participate in the
process prescribed in the 1961 Letter for reaching decisions
on proposals of the Managing Director to activate the GAB,

. even though when the GAB 1is activated Switzerland is bound

to carry out a parallel proposal made by the Managing
Director under the Association Agreement.

The technique under which Switzerland makes loans directly to a GAB
participant, in conjunction with the use of the Fund's resources financed
by GAB loans, has proved to be cumbersome. Because of this the Association
Agreement has been jnvoked only twice, in the earlier years of its
effectiveness. In connection with two more recent activations of the
GAB the Fund has entered into bilateral borrowing agreements with the
Swiss National Bank under which that Bank has undertaken to lend the
Fund up to a stated amount for the specific purpose of financing
purchases under a stand-by arrangement with a GAB participant, in
conjunction with an activation of the GAB. The terms and conditions
of the loans were comparable to those of GAB loans. The credit commit-
ments under these agreements were not of a revolving character.

III. Parallel Credit Agreements

One feature of the Swiss Association with the GAB is that, as a
nonmember, Switzerland has not been accorded reciprocal access to the
resources of the GAB. The G-10 Deputies have proposed that a member



making a parallel credit arrangement with the Fund should be entitled
to have access to these resources on the same terms as GAB participants
themselves. It is possible to develop a form of parallel arrange~

ment appropriate for a member, by combining this feature with features
adapted from the arrangements made with Switzerland. - Principal aspects
of such a parallel arrangement were outlined briefly in SsM/82/239,
December 28, 1982, and are discussed in more detail below:

(1) The “parallel creditor” would enter into a bilateral agre
with the Fund, in the form of a line of credit under which the
Fund would be able to borrow in the same circumstances as under

the GAB, and on comparable terms. Thus, the agreement would remain

in effect for the full curreat period of the GAB and would be
renewable for further periods in the same manner as GAB credit
arrangementse. Renewal would not be obligatory, but the member
would cease to have the status of a parallel creditor if it
were to terminate the agreement. The credit line would have

a revolving character similar to GAB arrangements. The amount
of the credit line would be available for use in comnection
with purchases by any member of the Fund, including both GAB
participants and nonparticipants, in respect of which the Fund
could borrow under the GAB. The credit line could also be
drawn upon to refinance loan claims of participants and

other parallel creditors that are encashed prior to maturlity
on balance of payments grounds. As for the terms of the
parallel loans themselves, it does not seem essential that
these should be identical to those of GAB loans; rather,
comparability could be determined omn the basis of the finan—
cial, legal and other provisions of the parallel credit
agreement, taken as 2 whole.

(2) The above outline of conditions for use of the parallel
credit line assumes that the GAB Decision will be amended to
permit the use of GAB resources to finance purchases by the
parallel creditor, and to refinance early encashment of

the creditor's loan claims on balance of payments grounds, on
similar terms to those applicable to purchases and early
encashment of claims by participahts. A possible amendment
to this effect is presented in sM/82/239.

(3) The parallel credit agreement would contain a procedure
for its activation similar to that applicable to GAB credit
arrangements, 1.e., the Managing Director, after consultation
with the parallel creditor, would submit a proposal for

calls in respect of a request by a member seeking to use

the Fund's resources. The proposal would be made in conjunc-
tion with similar proposals to participants and any other
parallel creditors, although the Managing Director would

not be obliged to include a parallel creditor in each case.
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The balance of payments and reserve position of individual
GAB participants is taken into account in determining the
participants to which proposals will be made, and it is
assumed that similar account would be taken of the balance
of payments and reserve position of a parallel creditor.

(4) The precise modalities of consultation need to be examined
and discussed with the different parties involved before any
firm conclusions are reached as to what is most appropriate.
There is also the related question of the nature of the creditor's
obligation to respond to proposals for calls under its credit
line. The Association Agreement with Switzerland provides

that Switzerland will accept a proposal for calls in those
cases where GAB participants have accepted and the Executive
Board has approved activation of the GAB. The Swiss authori-
ties attend meetings of the GAB participants as an observer,
but they have no vote in the decision-making process. It is
thus evident that the arrangements could take different forms.
For example:

(i) The parallel creditor would be individually
consulted by the Managing Director before he makes
a proposal under the parallel credit arrangement but the
creditor would be free to accept oOr reject the
Managing Director's proposal. Under this approach
there would be no participation of the parallel
creditor in the consultations among the GAB parti-
cipants.

(i1i) A parallel creditor would commit itself to make
available the amount specified in the Managing
Director's proposal, 1f the corresponding proposal
under the GAB was accepted by the GAB participants.
Under this approach, the parallel creditor would
be consulted by the Managing Director as under
(1) but, in additionm, the parallel creditor would be
jncluded in the consultations associated with the
activation of the GAB. The participants could agree
that the creditor would be {nvited to take part as an
observer, if it so wished, in meetings of participants
to consider such activation. Provision for this could
be included in some form of understanding supplementing
the 1961 Letter.

(1ii) The participation referred to in (ii) could possibly
be extended so that the parallel creditor would be
able take part in the decision-making process as 1if it
were a participant. This would require an amendment
to the 1961 Letter. Like the involvement in the
consultative process referred to in (11), the parti-
cipation in the decision-making process would need
to be agreed among the participants.



FROM: SIR KENNETH COUZENS
DATE: 31 December 1982

MR LITTLER ; cc Mr Lavelle V//
| . Mr BottrillV /@5 /3

Mr Peretz
Mr Atkinson
Mr Anson

UK QUOTA IN NEW GAB

At the G5 meeting near Frankfurt on 8/9 December PShl raised the
question of the German share in a revised GAB and, rather gratuitously,
complained about the low UK share. The shares in the present GAB
fixed in 1962 have been altered dramatically by exchange rate
movements so that the German share is now 23,5% compared with a ~
US share of 29.9% and a UK share of 9%. Just as dramatically, the

French share has fallen to 5.7% and the Italian 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 Pshl showed me a table which Volcker had invented on the
back of an envelope, and which ran as follows:-

Us 25
Germany 15
Japan 15
UK 10

France 10.
Pohl appeared to find this acceptable.

3. At the G10 deputies meeting in Paris on 10 December I prepared
the attached "Non-Suggestion" and Dini circulated it. In order to

get the numcers to add to 100 (excluding Switzerland) I had to move
off the simple 5X module, which anyway seemed to me a shade easy on



the United States (Volcker“s suggestion!). One cquld'of course
try to bring Switzerland in to ease the numbers, but they are not
a member of the GAB so it is strictly a contradiction in terms

to speak of them taking an X% quota of the GAB. Alternatively one
could say that if the new GAB ceiling were 20bn SDR's Switzerland
would look after 1bn of that and the GAB would then be scaled on
19bn.

b, A week or so after the 10 December 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 said 10 really
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
in order to give the Germans and Japanese 15. -

5. I should add that I know 4, 3%, 2 are acceptable respectively
to Holland, Belgium and Sweden. I believe 10 is acceptable to France.

. 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% is quite enough for the UK. My
"Non-Suggestion" is fairly close to the shares produced by looking
at a 50/50 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 limited group of industrial countries. But
again my Non Suggestion was not very far from calculated IMF quotas
for the Ten either.

8. My impression is that on the relative German/UK shares it is Pdhl
and the Bundesbank who are making difficulty, not Bonn. I think
Tietmeyer would settle on my basis. At all events, this may come up
at the Ministerial G10. It w uld be better however if Dini had
settled it out of court before then.



It is perhaps worth noting that if somebody suggests treating
the Swiss as equivalent to 5% and making the shares of the Ten add
to 95 in order to get back to the Volcker pattern of US 25, .
Germany/Japan 15, France/UK 10, that would be equivalent to 10.5%
for us, 15.8% for Germany and 25.8% for the US on a 100 scale.
That would be messy but perhaps not wholly unacceptable. It would
be much better however if Dini could push others around (eg the
soft Canadians) without bothering us further. One possibility the
Germans may fear, and possibly we should fear a little too, is a
situation in which 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 Germany/UK. It is not
too difficult to imagine a situation in which France and/or Italy
have to go to the Fund at a time when the US is in large current
account deficit in 1983 or 1984. A share of 10 in a GAB of 20bn SDR's
could mean for us a requirement to lend up to 2bn SDR's or what is

e

now something like 2%bn dollars.
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Non-Suggestion on Distribution of Quotas in a New GAD

—
© JOTE: This assumes that Switzerland is still outside the CAB and operating

with the IMF in parallel.

Percentage of total

u.s. . 27
Cermany 16
Japan ' 16
U.K. 10
France 10
Italy 8
Canada 4
Netherlands 4
Belgium 3
Sweden 2






G