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f Ì{F: rNTERIìvi COMMI TTEE--SUBSTI TUT' ON ACCOUNT

1' The conrmit'tee d'iscussed the proposals for a substitution Account
(sA) on october.l , Lg7g. A summary of ure discussion r.Jas sent in
Belgrade Telno I79. Fuller details herewith.
2' The lvtatragÍng Director nrade an o¡:en:lng statement. ge'reatised
that the current proposal v¡as more niodest, than any icleas for reforming
the v¡hole lnternationar. monetary system; it was only one aspect, and
should no{: therefore }¡e Llnked v¡ith r:u¡er proposals for reform. The
major oi:rjective of the sA w.¡s to e¡rhance the rdle of the sDR. By
glvfng reserve holders anoilrer: asseL bo cfroosu from, stability would
ì¡e Lnrproved, he clal¡ted. '

t;,'3' r'DC members dominated the earlier part cf the cliscuss.i.on. . Lear
(spain) said that hÍs coun'Lrþs' supl:ort, rlepencled on the characteristi-cs
<¡f bhe sA, ln particul'ar the nature of the new asset, hcw Ít was- t ¡vsg

lntroduced, and thè effects of the sA o¡r exchange markr:ts. rb. was
lrnportant that the sA shourcl st=ungilren flre rolrutnient system, and
r¡romote symmetry in atijr.rstment Lretv¡een rc.serve ceriL.res and other
countries' À secondary market witL¡ pri,rate holclers was needed to
ensure liqtridity' The rnaintenance-' of the asÐr.ir's valua-ora" funcramental.
lle was doul¡tful tha{: the sA v¡ould haye nos;i.l-.ivo .r¡f:s¡¡. 

..* e¡rß' L¡rc ù _ rNosi.tive..effects on exchange
markets' He cou'ld sr'rpporÈ further *tu,J.tes, bub the:re wourcl have to l¡e
the most far-rnaching anal-ysls bc:f.¡:rç: an sA cor.rl.cl be introcJuced.
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4 ' similar co¡nment,s v/ere made by many other members. vincent
(Nigeria) more expticitly Questioned the lack of a constraint on the
united st'ates creating ner¡r dollar liabÍrit,ies in place of those
substltuted' He doubted that the sA wourd either help stabirise- the
dollar or e¡hance the sDR. DLz (Argentina) expressed si-milar doubts
clearly and strongry. This proposar- was not the sA suggested. six
years ago: there vtere no rules for adjustmentr rro controls on inter-
national llquidit'y. This would be a move to an sDR-based system, not
an SDR systern. hlas creatLng a ner¡r asset denominated ln SDRs the best,
way to promote the sDR? And what might, be the effects on the inter-
nationar capital markets? This concern about, the effects on the sA '

on internat,ional capital marke.bs was voiced b¡, several LDC Directors,
Rischbieber (Braziri 

"u" most explicit, sayi,ng that the problerns which 
'

might arise from a withcirawal of dorlar ru"ur.rJ" from the euro-market,s
must be exarnined. .

5' wardhana (rndonesia) made a more no"ia*rru int,ervention, but
nevertheless stressed the ambiguity of objectives behind the proposal,
and t'he number of quesþions stllr"to be resolved. He regretted that
diçagreements on fundament,al issues had l¡een suppressed in the Board,s
report, especj-ally on how to 'maintaj-n the assot's value. LÍke othersr:
he enphasised that his constlb,uents had not so far agreed to particÍpate
in any SA tþat might be established. Nabulsi (Jordan) and Reghaye (Moros
made similar points about the number of questions. to þq resorved. .

6' only two LDC nembers spoke ln a really encouraglng way. Abat:Khall
(saudf Arabia) sald bhe desirabilfty of an sA wäs clear. rt courd brlngl
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/stabiltty to the system, and help countries protect. the value of their
reserve holdings. The main conditiorcto be fulfilled were that the
asset's yield would be competitive with the market, the ínterest and

exchange guarantee arrangements must, be sueh that it would maintain
its capltat value at a.Ll times., and it must be highly rtquid and

wldely acceptable to offÍcial and private holders. patel (rndÍa) also
found the idea of an sA invlting, and wondered if a greater consensus
could not be çeached at the meetfng. Even if some ,,'more af,fluent
members of the world community" saw costs 1n the proposal, he hoped

:-r
t'hat' would not prevent agreement. However, he did guestion the idea.
of rnaklng the substitution permanent, and emphasised that the liquidity
of t'he asset should be assured with there being po cost to the holcler
lf he wLshed to convert back into usable currensies.
7. After hearlng most, of the above speakers, Lahnstein (Germany)

made only a short' statement to the effect, thairthe text before the
meetlng provfded the basis for the Board to produce a relat.ively full
scheme by next sprfng's. meeting,

reform, r¡e should never get there.

ff we trÍed to design a qlobal

even more briefly, saying members ghould be caudj-ous about judglng
the proposal before the Board had tried to reach agçeement. The sA

would be'satlsfactory only if there was sufficient voluntar¡r partici-
patlon- The Chancellor too was brlef : he thought tni--s'f was an idea
whose dÍsappearance would be generally regretted. He enumerated t,he

requfrements'for an SA on lines close totbthose "pp"uring 1ater 1n the
Communiqué.
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8, But Other developed members voiced, in varying strength, the

concetrns eå(pressed by LDC speakers. Howard (Australia) made a Very

dorthright Statement, saying his reservations were ones of principlet
'I not detailri The .technical questions of designing a sufficiently

attraçtlve êsset, to attract participaticrrr (which implied fáir burden-
,.. L.

sharlng of,,lhe gxchange rate guarantee, and providing as good liquidlty

as the dollar nosr offered) whilst not prejudicíng demand for the SDR

ltçelfr wÇÇp not inconsiderable. More fundamentally, he doubted that

an SA would contribute Èo stabillty. In particutar, it would remove- ,íl: -

present dlsciplines on reserve centres and on holders of reserve 
,

currencieg.

9. Camdessus (France) saw the main objectlve of the SA as providlng

a means of diversification, which he said wasrwanted by the US and some
.:

dollar holders¡ the promotJ-on of the SDR was not so important. He

understood that widespread voluntary participation was needed for the
' 

..1

$A to be ,eredÍbte, tnut irnplÍed putting tlib acÇent on yield, full

t,ransfer4bffityr ând amortlsation. The Board would have to sti:lke a

balance. å particul4r problem ioutd be created for the account by

varfations in the gap between short- and long-term dollar interest

rates. In anY event, there would have to be better control of the

future g:roqth of dollar balances. . 
i

on v¡hich uttd very favourable
to t,he idea óf an 3g, supported it as a move to an SDR system, but
alço saw it as a.way to åvoj.d the disruptive effe.dts'-of diversification

However, Xt would be useless if tlrere h/ere continued out,flows of dolfarl
tb.

af terwards, and the US would nee<l t.o 
-maintaÍ.n a pollcy stance oonduçiVe

to a stable dollar. Also the new asset had to be attract,Íve to holders

/Baf,fL (ItaIy)
co¡¡rtnrl$rrnr.
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Baffl (Italy) spoke in a sirnilar vein. There must be no weakening of'

internatÍonal discipline; indeed, improvements in adjustment and in
national pollcies h¡ere essentials. I{e emphasised that Lhe capital
and interest provisions must keep the account solvent at all timesì

Andriessen's (Netherlands), attitude was similar. The SA would degene-

rate into tit,tle more than an intervention arrangement tf it were not

placed in the context of arrangements to improve adjustment. and make

j.t more slmmetrical, and to providing better control of internatÍonal
tiquldlty. As regarded provisions for maintaining the value of the

asset and burden-sharing, all parties concerned would have to play

a const,ructive role. ' . ,, '

Il. Muehlen (LuxemÌ:ourg) al.so saici that benefits and costs would have

to be shared fai.rly. Widespread participation, attractive yield, and

lÍquidity provlsions were important. Colley (frdtana) mentionecl the
':

same feaùures, but also thought that amortisation needed to be éon-

sidered. The SA would be successful only if iþ promoted adjustment.

Speaking last, Hoffmeyer (Denmark) said he had hoped for more discussion

of technicaltt,les. IIe too said widespread participatlon, yield and

llquldlty vrere trnportant, Uut he Aiå say that depositors should carry

a large share of the exchange r.ate guarantee.

L2. The outco¡ne of the session i" stated ln Paragraph VII of the Press

Communique (Belgrade Telno I74).
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I " the CoTmittee discr-rssed the rrïcrld Econcrnic orrtlook on Ist October. A surnrary of
Lhe discussíons was serrt Ín Belgrade TþI no. L7g.
Herervith further details.
2. The lrfanaging Director nacle a statenen! on the li¡es of hís r,vrítten sulrnission to ttn
Cbrnmittee. Colley (Irelard), on behalf of the û:rrmunity, read the statenrent agreed by EEC

.ltiinisters.
3 - !ÎilIer (US) thought that alttrough ttre r.¡crld faced srxne proble¡ns si¡iÉlar to ttrose of
1974' tliere l¡¡as ncr¡¡ a better balance in.¡¡¡rld grcrrbh than then: ttre US, ar:d possibly t¡e
Lïi{, ecorrcnuies \dere slrcmríng signs of wea}mess; othe:s, notably JaSnn ard Cernnny rrere
g::ø''ri::9. For 1980, he couid be reasor¡,ably optimistíc, but therafter ttre i¡flexibl.e
supl:ly r:f energy woulrl pro<luce strai¡s. There vçere already i:rflationarl pressures throug}
ciut the luorlcl, folløøing the rise in oil prj-ces. FIe tirought private capÍtal rnrkets cor¡k.
cope with tCte big shifts Ín palanents balances; ard if they could "rot do the entire job, tl
fllF t¡¡as in a f¡rvor:rab1e ¡r'sition. fn tlre US, jnflation vc'ui-cl be L¡-is top priority (sÍc).
fnis r^¡c-trlcl involve reducing federal oq:arditrrres as ä proportion of GrTp, a restrained
Itrcrireta:12 stance, and roage arrl price ¡nlicies. After a $4-5 billion current account deficj-
this yea::, M1ller foresaw a substantial sur¡rlus nexL.- I-¡e vpuld take forceful action to
e1'lsure a sound arxl stable cloll¿rr. InplerrentinE the /\&njnlstration-s energy prcgramflB
v¡culd be difficult, but they i^rere üc1dnE to do firis.
4u l4aLttroeffer (cennanv) noteri ttre better balance of cu:rent accounts betlveen developed
counEies, but also ttre ner,vly ir:creased deficits of ncn-oi1 .tDCs" cenrrany had rrad,e a
contri-buLion to helping IDCs by cancelli¡g'.1*b'r*, j:rc.reasj-r:g ODA, ard disb,.:rsing all r¡ew
aid as Erants. i'hrkets ',¡rere well eqriip¡lerd Lo fj¡r,ance de:fici.ts, bu,; he saw a risk of easy
ava-i-lability of finance delayj:g nec:essa-Llz adjustnenÈ. TI{F conCitù¡nal assistanr:r¡ should .

play a greater role. A1so, it v¡as irportant not to mix up mcnetaulr ard. deveropnent
¡;oIi-cies: nrcnetary isstres shrould be kept j¡r ttre Interim Ccr,rnittee, and ¡ot be dealt, w"J-th-
i¡r tl:e Do-velo¡rrent Connittee. In C,ernrany, ex¡:ansion continucd r:rnbai:ecl, ¿u¡t the
cur:renL account . should b= ror.ighiy in balance this yeal-. I
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5. TLre ctrancellor of the Elcchequer slrared 'tlre general víew tbat tlre r,vorld outlook in

Lhe inr¡ed.jate future !úas rnt good, but wanrred against bei¡g c¡verqihekEd by glocm. Ttle

slty¡¡clor,,¡n was noÈ as severe as in lg74-75, ard ecr¡ncnr-ic arcmth was stíll alíve. To

enc€urage ard. spread grcr$¡Eh nore vridely, r,ue nn:st ensure corxlj.tions that favoured ecrcncrntc

charrge ard crculd inprove supply. IIe erdorsed warnings agáinst protectionism, but al
beiieved urat the LDCs needed, in their cn¡n j-nter-ests, to adnút, encourage and reward the

skills ard capital tlrat were arxious to help tÌæm. IIDCs had much to gain from ecorrcrnic

ljJceralisn. rn financing tlrejr deficits, he scouraged ttre LDCs to use ttre facilitÍes

of ttre F\rd afi1 Barrk at an early stage. TLrese j¡rstitutions'resources should be adequate'

B;ut. in the end, nothing could be acccnplished if jnflatÍon were not or¡erccne. ttris r¡núd

t.ake ti¡e.
6. tbrinaga (Japan), Baffi (Italy), Ard.riessen (Netherlards), ard Hofftneyer (pennark)

al so enphasj-sed the prior need to reduce inflation. Ttre }ast tr,ro said !,}-¡at 
alttrough the

relative rise j:r oil prices had to be accepted., it should not be allc¡¡'ed to be hlilt into

inflation; Ardriessen thoughL.incones polÍry coulcl help here. ttr:rr.Íng to the fi¡arcing'of

non-oil Lñ-s deficits, Ardriessen said ttrat eve¡r if oDA arxl private e-apttal flcn¡¡s crnrld

be j.¡rcreased, tle ïMF rocul-cl still have a cnrcial role to play. BaffÍ too wished ttle

nlp and ottrer murtilateral institutions to provide rs¡re fi¡lance, brrt that alone rnpuld not

suffÍce. fhe Hrre was ri¡:e, he said, for triangnrlar schenes vihereby OPEC finance could

team wittr j:.¡dustrÍal crcrmtries'knov¡-hot^¡ to help LDCs.

7. lbnory's (Ffance) statenent was rnainly a rehearsal of statisti-cs on ttre FYench

ec\}ncrnlu. IIe too nentioned the need. to restrain i¡flation arrl for measwes in the energy

field.. freater aid flo¡¡s to rÐcs were obviously needed., ht a p¿rticular btrrden nust rest

on oiJ--producers. He calred for an increased role for the murtilateral derrelo¡nent

instítutions; within ttre rMF, he specifically supporEed nrbsidising interest on the sF'Ï"

Lþens (Belgiurn) al-so looked far a greater rore for ttre rl4F - both through its ou¡n rendi¡g

ar-ld t*rrough ,,cata11tic,," action on private flc¡v¡s - but was also concerned tlat ttre F\¡rd

should be proroting policies conducj-ve tr¡ gro,aith and stabi-titv. crosbie (canada) made a

si¡úl¿rr poiJlt fiI)re strongly. The F\¡rd nnrst resist t¡e tenptaLion, he said, to ease up sl'

conditionality if adjustnerrt v¡as not secured,, we shourd all be vrorse off ln ttre long

run. crosbie also sa.id that the price nechanisn must. be altcti^æd to r"¡ork for energy

conser:r¡ation. ËIe was detenn:inecl to follo¡l this policy in cahada, l,Èlater¡er the difftctrltie
g. Hcn¡ard (Austraua) tÏ¡ought j¡rflation was beSng tad<led too slorr,-ly. But enerqr prfæ

'1irn:st be arrcruecl to rise, with care being t¡ken ttnt they did not, feed through to vages'

/tte uns
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He was especially'concerned at the growth of protectionism. This was

certainly not conducive to a more efficient use of world resources.

9. Van Lennep (OECÐ) said he shared lhe general view of worlcl
prospects expounded by the Managing Director. The oil price ríses must
not be allowed to deflect us frorn reducing Ínflation and renevring growth,
or from promotÍng free trade. He agreed that it would not be appro-
priate for oil imp'orters as a group to try to offset the deflationary
influences of the oil pri-ce ríses; however, the desirable degree of
restraínt in each country was not necessarily the same as the shock
received by that countryr so that demand management polÍcÍes had a role
to play. !'or the moment, he was concerned that high-inflation countqÍes
might. relax theÍr policies too soon. These countries had been rÍght to
raise their ínterest rates. But he was also concerned that_,.as inflation
cane under'control, interest rates would not be lowered quickly enough.
Van Lennep noted that the progress made in reducing oil imports varled
greatly between countr-i-es. He conclud.ecl by suggesting that oil producers
could contribute to stability by avoiding sudden price changes, and that
they might try to help non-oil LDCs more.

10. Long (GATT) said the LDCs needed improved access to industrial
eountrj-es' market.s. The trade agreements already reached marked a

subsLantial step and must be put into effect without delayr âs the call
for protecti.onism would probably grow. Ripe::t (UNCTAD) also said pro-
tectionism rnust be resisted. The Fund too could help LDCs in the current
situation; whilst he accepted that conditionality should be applied
wÍthotrt discrimination, he hoped the Fund would keep borrowers' clrcum-
stances in mind.

11. Vj-ncent (Nigeria) made a statement on behalf of the Group of 24,
setting out the package of measures whích they are demanding. Concessional.
flows to LDCs should be j-ncreased: the 0.7 per cent target should be meù,

the multilateral development banks' ca¡:ital should be Íncreased, IDA 6

should be Ímplemented, and there shoul.d be an "SDR-aid link". Ordinary
SDR allocations should be increased" The seventh IMF quota increase shoulô
be ímplemented as soon as possible, and when j-t was in place, credÍt ,,

tranches should be temporarÍJ-y expanded as an advance on the eÍghth Quota

3
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Review. The críteria for setting quoias should be reviewedr âs should

Fund facílitÍes. First. credit trancle conditionality should apply up to
50 per cent of quota. A new medium-term facility was needed to fj-nance

externally caused d.ef icits. IBRD shoul.d provide more program loans.

Trade should be liberalised: at a minj-mum, industrialised countries
should impose no f.urther import controls.

L2. Ifost LDC members expticitly supported' the G-24 proposals. Leal

(Spain) addecl a suggesti-on that the Fund should institute a swap arrange-

ment equal to 50 per cent of quota: members drawing on the s$/ap wouldt

when it matured, either have to repay or else borrow from the expanded

first credit tranche

13. Ortiz (OPBC) said that the world needed an internatíonal monetary

system that could withstand changes in the pri-ce of a single commodÍty..

lrreanwhile, i.t was nonsense to blame OPEC for harming LDCs; the main

ha::ln cane from the policies of inrlustrialised countries. OPEC had only
taken successful measures t-o stabilise the world oit market. The out-
come of the Tokyo Summi'b., and industrialised countries'-Act'ion sÍnce t'heri

fe11 wel1 short of what was requj-red. The swing from glut to famine

of oil v¡as a result of irnporting countries not regulating their demand.

A dialogue between OPEC and industrialised countries was neededr but it'
could take place only'in the context of diåcussion of all the issues

affectÍng LDCs. Ort.i-z and Abal-Khail (Saudi Arabia) both pointed to
the size of OpEC aid flows in Lg77 and said that oil. producers could not

providetheneerledaid'alone"Nabulsi(Jordan)ma'desimilarpoints':'
ancl al-so said that. oil producers faced multiple losses: to help stabiliae
prices, they had increased production beyond what was'technically or
economically j-n their interests, adversely affecting their terms of trade¡

then negative real interest rates eroded the value of their foreÍgn
exchange reserves"

l¿1" Rischbieter (erazil) ¡ Patel (IndÍa), Reghaye (Morocco) ¡ and DL7

(Argentina) also spoke, but aclded. little new. waidhana (Indonesia) Pro-
vicled something of a contrast to other LDC members, talking mainl-y about

inflation. He said tha'b the US and others had teft action too long I
and v¡ere now seeing the results in higher i.nflation" Germany and Japant

in coltrast, 11rere successful. The lessor¡ v/as that gradualism on growth

v¡orked, gradualism j-n tackling inflation did not.
,r
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15. pandolfi (chairman) summed.up on the lines of the press Communiqué
already sent to you by telegram. .
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Your minute of 29th April recorded the essentials of the Interim
Committee meeting. You will recall that a fajr number of speakers had

staËements read into the record in the afternoon. I am now told by the
Fund staff that these will not be available for another week, and so am

reporting now the main points made by speakers in Èhe meeting' as recorded
in my notes. But even Lhese will need checking against the record, accord-
ing Èo the staff. They particularly mentíoned thaÈ the Ínterpreters had
not been able t,o keep up wíth Takeshitars very fast delívery' and that on

checking their transcripts of the inËerpreters against the original they
had found important errors.

As you say, nobody said anyËhing very unexpected about the world
economíc outlook. Consequently, in the attached reporÈ I have concentrated
on Ministersf views on Fund policies.

).*'-, ùt':,

Enclosure

cc: Mr. R.H. Gilchrist, B/E

Interim CommÍLtee -
Hamburg, Apr tL 25, 1980
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NOTE FOR RECORD

Interim Commj-ttee - Hamburg
April 25. 1980

Minísters t views on Fund and related policíes

1 IMF lending

Four of the G-5 Mini-sters--The Chancellor of the Exchequer, Matthoefer

(Germany), TakeshiÈa (Japan) and l"lonory (Irance)--all said that they would

be prepared to see the Fund lend larger amounts in relation to quotas'

Some saw the increased lending taking place in the framework of existing

facilitíes, with Takeshita seeing no need for any new facility; buË Miller

(United States) thought that a new facility would be needed in 1981, and

Monory looked for a new oil facility and also wished the Fund to assist

members with temporary difficulCies such as over the cost of food imports'

0n the other hand, Ndrggrd (Deu;ark) was against any further increase in

the rules governing the announts lent vís*a-vis quotas--though he did look

for a greater use of the S.FF, and hoped that the Seventh Quota Increase

would be irnplemented soon. Hor¡ard (Australia) did not exPress a elear vÍer¡

on the amounts that the Fund should be lending, but did stress that all

rnembers should be treated a1ike.

2. LDC Minísters made few remarks--at least in their oral statements--

abouË the volume of the Fund lending, although of course' many implicitly

supported an increase by advocating adoption of the Group of 24ts proposals'

3. A1-Quraishi (Saudi Arabia) said that the l{orld Bank, in cooperation r¡ith

the Fund, should develop medium- and long-term programs to increase financial

assistance to the poorest countries and to a very small group of middle-income

developing countries. Several developed country Ministers touched on the
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relatíonship between Fund and Bank lending (which had been discussed more

extensively in the Development Committee the day before). Generally these

Mínísters saw benefiÈs ín cooperation betvüeen the Fund and the Bank, ¡,¡hile

wishing to keep their facilities distinct. Howard and Ndrggrd put rhe point

more stron81Y, with NdrgSrd stressÍng that financing linked to development

vras not for the Fund and must be kept in the Bank. Developed country Ministers

also wished to maintain Fund cond.itionality in roughly its present state,
believíng Èhat the greater flexibility shor^rn by the Fund sÍnce the adoptíon

of the guidelines on conditionarity a year ago, \^ras broadly appropriate.

Miller díd see the Fund giving increased attention to the supply side, but

Howard poínted out thaÈ structural adjustments could be successful only if
associated with appropriate demand policies. only Monory appeared to be

calling for further adaption of Fund condítionalíty. The Fund should, he said,

pay more attention to the medi rm- and long-term requirements of member

countries, and should take Ínto account the legitimate concerns of LDCs as

expressed at the meeting. Al-Quraishi also believed that Fund conditionality

should be flexible to prevai-1íng conditÍons, especially when the memberrs

difficulties are beyond its control.

IMF borrowing

4. It was widely recognized that the Fund's resources were adequate for the

time being, but a number of Mínísters thought that at soure future date there

would be a need to augrnent these resources by borrowing. Howard and Takeshita

thought that the Fund should borrow directly from oil producers (Takeshita

also looked to the Fund's resources being augmented by early action on the

Eighth Quota Increase). The Chancellor, Míller and Monory looked for Fund

borrowing from surplus countries þenerally. Al-Quraishí saw Fund borrowing comíng





I
J

both from members and from the commercial market. The iundrs credÍt standing

implyr,¡ould enable it to borrow on attractive terns; hor,;ever, he see:¡ed

that saudi Arabia would itsetf expect to receive a market-related

any lending to the Fund.

to

return on

also made suggestions

(fnaia) bel-ieved that
countries

guaranÈee lending from OPEC,/to non-oil LDCs- Takeshita also-hoped to- see.rnore

direct lending to LDCs by oil producers, but made no mention,of guarantees.

He thought that international bank lending had a major role to play in recycling,

as did the Chancellor*-although he could foresee this role becoming harder in'time.

Galveas (Brazil) and Arriazu (Argentina) expressed concern about the restrictions

Recycling

5. Sooe Ministers

Fund- Venkatar¡man

which they thought were being placed on

other hand, ìíatthcef er r^'et co:nei the more

to facilitate recycling outside the

industrialised countries could

international bank lending. On the

seen r-*cently incautious behaviour

markets. The slo-":dor¿n ln bank iending should

to the Fund-

encourage deficit co-::ntries to go

Group of 24 propcsals

6. Despite the unseemly argument at the beginning of the meeting when

Essang (NÍgeria) sought to have the G-24'sproposalsplaced on the agenda,

few lfinisters took the opportunitl, affor,ied to them to discuss this topic

in theír oral remarks. However, Essang h j,r¡self --as the new Chairman of the

Group of 24--did argue forcibly point by point. The case for increasing

LDCs Fund quotas was unassailable he sajd: developed countries had much

better access to capital narkets, and the inequity in the present quota

allocation had been recognized by Brandt. A neç SDR allocation would help
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non-oil LDCs finance their deficits unconditionally. The main argument which

had been put in the past against the SDR aid link had been that it would be

inflationary; yet ínflation had been a problem without the link so that that

argunent could no longer be used against i-t (sic). The case for a subsidy

account was obvious. Arrd the D{F had a 1ot of gold so some of thís should

be used to augment the Trust Fund. A case for increasing LDC quotas rras also

seen by Al-Quraishi, though mainly in terms of the scale of their need to

borrow from the Fund, rather than as a \ray of increasing their voting þower.

Takeshita meanwhile stressed that the Eighth Quota Increase must be based on

an objective críteria. The pleas for a ne¡¿ SDR allocation and for the link

drew virtually no explicit support (i.e., beyond what was inplicit ín LDC }linisters

standing behind tLre G-24 programrne).

7. A continuation of the Trust Fund drew specífic support from the three

Ministers--Venkataraman, Essang and Emony (Zaíre)--most 1íkely to benefit.

Essang and Emony wished the inj ection of new resources to come from sales of

the FuaC's gold; Venkataraman be1Íeved that the Trust Fund should be immediately

augmenced, but omítted to sal/ whence the new resources should come. Emony

also considered that membership of the Trust Fund should be widened. Jalal

(Saudi Arabia) also said that he would support a ne\Á/, enlarged Trust Fund,

with appropriate beneficiaries. It should be financed from repayments from

the existing Trust Fund, sales of Fund go1d, and by Fund members.

Use of Fund gold

8. I,Iith the Substitution Account (see below) no longer a runner, Èhere was

little discussion of possible uses for the l'undrs go1d. The Chancellor thought

that decisions on uses of the Fund's gold must be left aside for the tíme being,

and that it would be unwise to take decisions peacemeal on gold which ís an

important resource for the international monetary system. Monory also spoke of

I
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preserving the Fundrs patrimony. The only support from a developed country
for earry sales of the Fund t s gold came from MacEachen (canada). He thought
it ironic that it should be suggested that the Fund should continue Èo hold
such an unstable asset; it should sell the gold and use the income Èhereby

generated.

9' LDC Ministers \^Iere hardly more forthcoming, beyond the suggestions for
use of gold to suPport the Trust Fund menÈioned above. A number of LDC Minísters
did mention the Jamaica agreement, claiming that this meant that the Fundrs

gold had to be used to benefit LDCs. But Jalal arso thought it could be used

to help finance a rise in the sDR interest rate. venkataraman declared hirnself
against any-use of the Fundfs gold, but ¡¿ould be prepared. to go arong wíth
others in using it to solve balance of pal,rnents difficulties of LDCs. He

was not prepared to see the gold used to finance an interest subsidy on the

SFF available to al1 borror^rers.

Substitution Account

10' Although a number of Minisrers expressed support for the idea of a

substj-tution account, and regreited that it would not be possible to take i,t.

further at this meeting, only Dini (rtaly) and Takeshita seemed to advocate

an early resumpti-on of discussíons. Takeshita said that we should not be

influenced too much by a short-term recovery in the dollar. Reeycring needed

stable markets, and brave decisions \rere essential amongst al1 nations. Monory

and MacEachen both expressed support for the concept of a substitution aceount,

but said that not too much reliance must be put on the Fund's go1d, and that
participants should bear much of the risk. De strycker (nelgium) also said he

agreed with substitution, but said that there r^/as a need to review the sharing

of rights and obligations between participants and other holders /tre appeared

to have in mind that shares in the risks of the account would attach to holders

-r- 

-r
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of the claims and not to the original depositors--a mechanísm which was long
ago decided to be impracticablã/.

11' Qualified supporÈ for a substitution account \,¡as also offered by Jala1,
Galveas, Emony and venkataraman. The first three all tied any use of the Fundrs
gold for substitution to action on the G-z4rs proposars. Emony and Galveas

Ëhought that in any event not too much gold should be used, with Emony belíeving
that participanÈs should bear the bulk of the risk. venkataraman continued to
be opposed to any use of gold for substitution. The strongest doubts about
substituÈion per se !ùere expressed by Essang. He r¡as worried about its impact
on the international capital ruarkets, beli-eved it would lead to higher sDR

interest rates, and also ¡¿anted to kno¡¡ ¡¡hat would happen ¡,¡hen the gold was

exhausted' 4ry use of gold was of course conditional on the G-24's proposals.
SDR and char ges

12' In an attempt to salvage something from the meeting, the Managing Director
made a bid to have the committee endorse his proposals for reducing the number

of cur¡encies in the sDR varuation basket, andfor ensuring that the sDR interest
rate bpsket \tas completely consistent with the valuatíon basket. He said that
these could be useful stePs if rapidly augmented, and that he saw risks in a

fragmented or gradualist response to his proposals. A.lthough these proposals

had already been discussed in the Fund Board (a need for Èhe changes having

been perceived during discussion of the substitution account), few Ministers
seemed to have been briefed on the subjects. vincent (Nigeria) made this poinÈ

(r¡ith unnecessary vigor), but some other Ministers managed to respond. The

chancellor had already in the morning indicated that he thought the proposals

should be studíed further. AI-Quraishi, Dini and Takeshita supported the

reduction of the valuation basket to five currencies, with Takeshita asking for
ímmediate implementation. MacEachen argued that a nine-currency basket should be

used for both valuation and interest rate. He, along \rith Dini and Al-Quraishi,

J
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also wíshed to see sDR interest rate raised to the full weighted average

of the component interest ïates. However, Monory said that he wourd noÈ

give this high prioriry.

13' MacEachen reeognised that raising Èhe sDR inÈerest rate wourd have

implications for renuaeratÍon and charges. Fund charges should be struetured
more to promoÈe adjustment. The only other references to Fund charges came

frour Al-Quraishi and Essang, who each favoured the adoption of the G-24 proposal
of a subsidy account for the poorer devel0ping countries.

\
Lionel D.D. Price
May 6, l-980
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Eanburg
Apri]. 25, 193c

P:ess Connuniou6 of t::e Inte¡i:n Concnit',ee of the
Eoard oi Governor-s on ihe irterr:ai:o.a1 ì'loneiary !:isten

f. The in'"er:-¡ Connittee of the 3oard of Gove:nors of the International
Monetar-v i\¡nci held its four¡eenth neetirg i¡ Ea-çburg, Gernany, on Aprj-1 2j,
l-98C unier the chaiicanship of ì"fr. 5:lippo Ma:'ia Pandolfl, Mirlster oi
tne Tieasur; of italy. 11¡. iacoues cie La:osière, Mar.ag:ng Direc'"or of tire
InternÈi:onai ì'lore-"ary lund, pa:t:-c:pa-'eâ in the nee'uing. Tbe follcwi:rg
obse:vers atter:iei d.u:i.B :ie Con¡¡i-"+.eers i:scusslons: Mt. G. D. A:se:is
)l:ector cf Ìione;;, Finalce a¡i Deveiopment Drvtsron., Û}¡CTAI; Mr. Aie>lanå¡e
la-nfal-uss¡;, Econcnic Aoviser a¡d ãeai oi'-he ì'loneta:;'ani Econo¡oic Deoa¡tne:*-,
3ìS: ){r. Fier:e i,ans:*etin, !{enber of the Gcver:r{n6 Boa:i, Sl¡i-ss Natlonal-
3a¡l<: ìtr. Emlie va-n Lenr.e::, Secretary-Ge:ieral , OEüD; ì{:. OI:'¡:e¡ Longt
i::ec'.-or Geaeraf., GATT; Ì{r. Êe:le G. Ort:2, Secrerany Gene=ai,OP3C¡ l4r. ia¡cc:s-
;iar:e¡ O¡;ci:, !'i:e-Fresiier;., CEC; lir, iean Ri¡er-,, Unde:-Secreta:y-Gere¡al-
j:: In--e:ia'-icna-1, E:o::,onic a:-d Socia-L -A.ffal:s,, Iiìl: M:. f:nest Stera, Vlce
P:es:der¡, C_cera::c::aj- S:aii, ::F;; ilr. Cesa: E. ¡,. '/:rata, Chailnan,
ìetroì -.-FôÉi l-^r-i -:sê

-:. The Ccnnittee i.ìscussed the wcrli eeonon:ic outiook anq the pol:cies
a¡p:cnr:ate i: iiie cu¡len: s::ua:iol. lvo aspec',s ie:::cu:-a:ly conce=leci ihe
Cornit:ee: v¡o:ì d.roi-ae injiaticn a¡l '-he ¡as¡e:"b ::baiances oi rhe ror.-oil-
cevelcpine cou:t:ies.

Ercressi'E g:leat corce:ì at the e:a:atic a.:ac widesplead rise ia rates
oi i:li'a¡i-on s:nce iis neet:-E:3 tseig:aae, tne Comnittee agreeri tha-u ¡he
rop ¡:i-o:ity bel::g giver.:. in na:ry cou¡tries to the fi-gbt agai:st injl-ation
nsi noi be leì a-r:ec-

T:re Co'r:i-'tee reco¡nizec ihat short-ier¡ proscects ior g:ou"ih of the
wcrlô. eco:tony. ani particr:-:-a:ly of econonic ac;lv:iy in the i=cust:ia'i
cou¡t::es, ere ro; goci. Su:cess :n ¡eeucl:g irfla:ion was co¡sicered a
ccnci:-tlon f:r betie¡ investneat perforuaJtce a¡i res:::pt:on oi sat:sfecto:l
g:owih cver tne ioeger te:::¡.

It uas recognl-zeri tbai eifo::s to coliajn i-flation requ:re a.D appropria:e
bal-a¡ce between noneta:y a¡i fiscai polic:es. In thai iign: the Conni:tee
st¡essei that r¡ore effective use of j:sce* pol-icy, wi'uh beiter control cf
gove:sle¡t spea*ing, is esse¡r:ai.
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Tire Conuittee continued to a'utach great yroo:ta¡ce to avoiding seconCa:y
rejrercussions of tire recent oiI price j.ncreases on wages, other incomes, and
¡ríces of non-oi1 goods arlci serrrices. The Corunitiee noteri the desirabili:y
of doing everl-ihi.ng feasible to ensure that inco:res glow at a:ate which is
consistent i.¡ith a¡ti-infl,ationary policies.

The Co¡¡nitiee also eøpbasized tbe need to suoplenent fiscal ald noneta¡r
policies witb, measures desiEred to in¡rrove suppiy conoitions:¡C p:oi¡ote higber
levels of saving a¡¡d investnent. In this general cortext, the Concittee
recogeizeci the pervasi.ve inpact of tbe energy situation on aJ-I asoects of
econoaic perfortraace ¡''d st,;essed the importa''ce of neasures to conserve
esergy a¡ri to oevelop Dew sources of energy.

trtith resoect to the international pa¡rnents situation, the Ccmit'"ee
roted that shifts i¡ cr¡rient accor¡¡t 'oala¡ces aaong rnajor groups cf coun-
trj.es are prorrint eveu larger the¿: rrras visualizeri at i'"s previous :cêetieg
Last October. According to the eetinates of the Ilf staff, the curien'.
account su:plus of the oil eqoort!.-ng countries is now eryected to reach
Ílr5 Þifrio" rn 1980 anc to rånain'o"ry large in 1981, *Lil" the eonbinec
c'¿¡rent accou:t ieiicit of the non-oil Ceveloping countries is iikel-y to
approacn l7O ¡:-ffion in l-98O--conpered witb 855 ¡:-i:-ion rn 1979--a:C to
:lse stili fur¡be¡ in 19E1: ãñ(i the cief:cit of the incustríal countries
oD curre:lt account (exclucüag o:ficiaì- t¡ensfers) '.riff probably rise frcn
l:-o ¡if:-:.on in !,ol) to the range ot í45-5O bj-il-ion in L98O before subsicü¡e
i-'ìc9l
-u 
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linat ihe Connitiee founc rnost d.isturbinE about ;he paynents :nbal-alces
now in pios¡eci, r*es tbe sharp ircrease in the cu:re3t accou¡i aeficit of
:he non-oi1 oeveioping ccu::¡¡ies. ft r.;a." iea¡ei ihat this aiverse swi=g
wcuid Senera:e ex¡ernal i:.e.ciai i:fi:cuitles fol nan.v of tnese ccri::t:ies.
a::C Èirat a nunber cf 1ow-incc'Ee cou:3.t:ies in i:e t:cup v..ouIc iace se.¡ers
prcblen" ir ;rai¡,tainieg an a:ec_ì:e?e iiow c:' i=¡or:s. lo e'"'e:i, na:c.si:ps
io: ihese iat:er cou¡.tries, :he Co':.ii:ee u:Seci p:o'És.,cn ci sub-.;a:;ia-::y
1a:gef, anou¡ts oi aic a¡d. co:rcess:ona-i ì oÊìs r-l't,-,'

Ilre Con¡¡i:tee noteC iir.a: a ru:¡'oe: of cevelopi:t coust:ies, aaà especii-t;
:hose r*hose orrn na¡ufactu:he !:icustry is most ad.çe¡ced., have:elatively gooi
access to i:rter¡aiionai fl¡.¡ciai na¡i;e;s, a¡rci nay be ex;cectec ro cope wi.:r
the sira:p rise ia their lnpori biil-s pa:tiy tn=ougn expa:rceo inte¡':eat:cnal
bo:':owieg. hlhj,ie recoE:iizir.g the need for pmceniiai sule:visi-on, the
Coønit'"ee e>çressec conce:n b^at_ such supervision shou}i not i-spece
recycling' Tl:e Connittee hras concerned., revertheless, about ',he meCj-un-
te=¡ ím¡ricatioas of such beal'j-er 'oo:rowing. With the esca'ìat:on of oui-
sta-ncün6 debt, e-so¡;iza;ioÈ Deynerts pni. ir;e:est costs--especiairy tnose
iacu=:ed on fixed te:rs i¡vorvirg nigh rates of irie¡est--wi-ir aake
sizable sfaims on Ceb¡o=s' expor; ea=ri:rgs a¡c otber avail-a'ole f',:¡ds over
the next few yea:s. To 6iìini2s these burdens, the Comrittee urgeô tba'u
ceveloping cou¡tries seek a juCicious bl-enc of adjustnent a¡d f!¡=¡ç!¡g
to aeet tbe pal'nents p=oblaps intmsCiately a-beaC.





7* Reccg:izing that the a'orlity of ncn-oll cieveloping count:'ies to achieve
tne Ceslied objectives woulti depend i.-nporta:rily on their access to foreig::
narkets, the Coo.'nit:ee urgeC the i¡dus"îial- ccu¡tries to keep ',,heir markets
coen to e::ports irom cieveloping count,ries. Avcidance of prctectionist
trading policies was conside:'ed of vi'-al inportalce at a '"ine of sl-uggish
g:owth in world econonic activity.

IfI. In view of the outlcok for the world econony a¡d, :n ¡e¡tj.cuLar,
the ¡ros¡€c', of lalge and widespreaC payne:ts iiabal-ances, the Connittee
agreed that the Fund should stanci ready to play a growing role in the
adjust;ent and f inensi¡g of these :nbala¡ces. in this connection, *,he

Comnitiee endorsed ihe views set forth in the Marragug Dlrector's state-
nelt on the sabject a¡d agreed with hin inat any s-uch financing by the
I'¿rC shoul-i be nade ava-:rab'ì e i.:: con"iunc+,ion r*ith adjus+,inent poli.cies
apprc¡riate i.o ;he ¡eeis a:d prcblens of raenbers =: the preseni eccnoaic
s: tuat ion.

The Conm:ttee ¡eco3rizeci '.hatr.in v:-ew of the ava:-l-a'oil,it-v of furds
u:cier tie.Suppl-enentary Fi:ancing Facil:ty a¡d the ex¡ecteci i-nc:ease in
c'Jcias'.inie::he Sevent-h General- Revlew, t::e Î'¿¡d is, u::ôer p:esent c!rcu-n-
s;Pnceq,l ir a rel-at:';eLy iiq.uiC pcs:.'uion. i'lever;heless, in the i:ght of
;he srze a¡d tne iisrr:bui:-on of ¡a¡rnents ir:baiances, the necess:ty to
.chase acijuslneri ove: a teasonable ¡ericC of iine, and the tj,¡e leeried
icl the con¡letion of any borrov;ing arrarge:rents,, ihe Corc¡ii;ee encou:ased
t;ie ì'lanas:-rg Di:'ecto¡ to s--a:t ciiscus-sions r¡:-rh ¡orentiaj- lenoels on '.he
ie:ns a¡i co:rci'-ions ur.ie: which the Fu¡ci could bor:cw funis'"o i::crease
:'-s lesoi:.rces_. if a:ri wnen tiie need a¡ises.

The Ccnr:t:ee bel:eved :ha:. :.. air::.o. -,o a::r act:c: by ;he F-.ud,
=diit:cna1 cieve: o!re3-, assisia:ce uou'l i need. '-o be crcv:-aei ro the iow
::ccne co'¿:t:ies tn¡.t a:e :cs-- se."'e:ei;r ¿jf3clec 't;.' '-he ::ese::'" s::ua:ic:;
a:ri, :n t:l:s co:lec::cn. :: e::io:sei +-he .¡iew e:r¡:es-=ed by zne Develoane::--
Cc¡::tlee o:: rne neeci loi such ass:s--:nce. The Ccr¡=:itrse lequesteo -":e
Iía::ag:::g D::ec*.cl a:rci'-he Ei:ecu;:ve 3ca:i ¡o s--a¡i exa::n-:g:¡ <ie¡th tne
: elevart reco=¡eniaricr.s oi :he ?:cg:a: ci I¡¡ed.ia:e A:ricn ci the G:ou:
cî 21, w:*-i a view -uowã:ds a s¿'cs'-a::t:el. i:scuss:or rex: Sep;enbe:.

:V. the Ccnr:::ee ei:¡:esseci co:lce:: at '-he iact :ha--, aìihough ihe
Lesoluticn oi the 3ca¡l of Gove:'no:s on the Seven;h Geleral Reviern'
oi Quoias ::ai bee: a¡¡:oveC nea:Ì¡- one and a haif years ago, :he
cuo?a inc=eases of SDR 19.5 bail-ion app:oveC u¡d.er ii haC noi yet cone
:nic efiect. T:e :-:¡leneitation ci tnese inc:eases woulo eniraice ihe
a'ci-l-:ty of :be î'¡¡c tc se:vs ii:e leeis oi:',s nerbe;s:. the d:jiicuL+.
:a¡raents s::uat-c:-r a-::eai. The Ccrn:;--ee s:¡esseC agai:r ;ne i¡oor-'a¡ce
oi an eari;,' :-n¡iene:"ta;:cn ci these -::c:eases ard utged '"::ose nenbe:s
:ira: hai:rot yet ccssen'ueC *'c ths inc¡.eases ir tire:r cuo;as to oo so as
soc- as ¡cssj-bie, so i.hat the :nc¡eases cou'ld beccne effective j:: tne
ccu:se "' 

tyÕ'rJ.
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\:. Ttre Connittee note<i that the present gold sales prograln, which is
nearlng conoletion, -ilas y:e1d.ei a very l-e:te anou¡t of ¡esources for the
benefit of the ielelopiag cor.¡¡t¡ies--about SDR 3.9 billion--the greater
pa:t of which "res used for bala¡ce of pa¡iments assis-"a''ce on coacessiona:¡r
ierms to the low lncooe developlng cou.:atries. T:e Comittee asked the
Zxecutive_ tsoe¡d to study the futu¡e of the ln¡st fu¡d. Íhie stutiy shouJ-i

r\: 
^.:'etcoÍ¡pe-ss"'"he'þossibility of using a pa:t of the Tr'ùs'u Fu.nd repayilents for

anelio:atlng the conij-tions of 1oa¡s to Low incoroe cieve3-oping cou¡tries.

Ite Fund should also expl-ore the possibility of obtaining otber
resoì¡rces to subsiCize its Leocing to 1ow income ceve'loping cou:rtries.

'/f. Tne Comittee connenciec the Executive Board for tne progress j.t bac
naie in ciesig:.ing a pian for a Sirbstitution Accct¡¡t aiong the i::es :e-
cuested by ihe Connittee in rts elSrade. fne
Ccnniitee noted ihat tbe. tsoard hai reacheci,in FÐ'u If or' :ts reportt
prorri.sio¡=] aãreenent on a wi-cie range of fêatures of such an Accou¡t.
Tbe Comngdic-ue" a1so noted that sone issues renained to be solved, incluüng
ar:ae$nents fol the na:ntenance of fin:ncial bara-ce in tbe åccount. -TeL
Þ.Li!gÊ.¡ aiter a i.iscussio¡ of tbese issues, sed :is inte::.tioa to
continue its wo:k on this sub je ct,.

VJI. Tre Comj.tiee noied v¡:tb saiisfaction the steps taicen to wirien the
u-.es of SÐRs a¡c rr¡ej ccned the decisions taken by the hecutive Boarc
urder whicn SDP,s can ¡o;- al-so be useci !n swa!¡s, forrz:d operati-ons, anC

in raki.ng d.onaiions. 5.e Co¡nittee al.so weicsmei the recer.t decisions
u::oe¡ r^rir:ch a¡ -tcreaseC n¡¡rber of off:-ciaL instltutions ca¡ hold a¡i
^Àâ 

I -ts \:'re

Tne Cos¡:rtee no¡ec +-ha: the l,xecutive tscæi hai conoucteC an g-ar:-a-
t:-ol of :ne SDR valua:ion a::c ir.teres; ra',e baskets 'c:tii a v:ew -'o sirpi:i3-
:ng a:d. ed:a::cing i':i:i:e: -rhe a;:raci:veness oi the S¡--?.. lne Conni'"'"ee
eråorsed tnese cbjeciives ari explessec :ne çiew :'nai {nà i:"-e:esi a:i
;alua'.ior basi:ets shouli be ioertical . T.ae Co¡n¡oit-.ee askee :ae I>:ecut:ve
3oa¡C to take tire tecessa:y actic¡, fc: the ir:p1ele3:a:1c¡ oj t¡:s cna:3e.

Vffi. The Cor¡r;t;ee agreei io noia l¡s nex: neet:rg ia rlasi:lng-.cËr D-C.
on Suacay, Sep:enbe:2E, 1980. Tne Co¡ni:tee aiso aqreea -"o hc-ii a neeti'S
l: l,ibrev:l-1e, Gabon, in ihe spriug of L981.

IT. fte Conait:ee exp:'esseo its va::e appreci.aiion to ihe Goverare¡i oi the
f ecie:a: i.e¡u'oi; c oi Ger=a¡--v a¡d to the iree a¡d f,pnes¿ii g City alê the peopie
oi ïa¡'¡urt fc= ihelt ncspitaii:;r a:i. fc¡ the exeeli-elt e:iâ.tretDents ¡rovideâ
icr the neeiing.
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Ir{F/t BRD Ail}IUAL ilE€T I llGS

1. THE t9gø lriluAL itEETlllG OF lHE ¡¡¡ AtlD lpRLD BAtll( T00r PLACE

FRON SEPTEI4BER 3O TO OgTOEER 3. SEPANATE REPORÎS ARE BEIIC SEÎIT

OÌt Tt{E üEETtilcS OF lHE t}fF litfER¡ü Cît{tllTTEE otl S€PTEI{BER 28 Aì{D

oF lHE DEVELOP$EilT COtlt{lT?EE tlEETlile O[ SEPTEI'IBER 29, AllD 0t THE

}'AITI POITITS OF IilTEREST Iil SPEECI{ES IT THE PLEilARY D€BATE III

THE AilIUALLEETII{G. PERHAPS I COULD 1{0I oFFER soilE l40R€ GEIIERAL

tMPRESSl 0ilS.

2. T¡tE ANI¡UAL t4EETl[G ïAS 0VERHUIIG FROII Tl{E SrART BY THE

coilTEilTlous lssttÉ, m{ElHER THE PLo SHoULD HAI/E BEEII ADIITTED AS

OB5ÉRyERS. BEFORE THE ilEETI¡G THERE UAS REASOII TO t€AR THAT Tglg"l '

ISSUE }IIGHT BE RAISED Oil THE FLOOR AIID DISRUPT THE MrcLE ilEElIIIG.
ÎHAT IT DITI I¡OT M SO HAS DUE TO lHE DETERT4IilATIOII OF CHAIF'IAII :

*,AlrAL (TAt¡ZAiltA) THAÎ lHE Hrlil itEETlt¡c SilOULD PROCEED S{oOIHLY, :

ArD To Hrs pAîrerci tr sntialre ilg rilERtcAts AnD ARABS roGgrHER.

lHE Ar{ERlCArS', PREV¡OUS SUC6t,S8 lil sECURlll€ APPROYAL OF THE '

RESOLUI|Oil SUBT.ilTTED 10 €0VERilORS ¡OR ¡OSIAL lrolE lll AUêUSr lURllE9 ,

OUT TO BE A PYRßIIIC VICTORY. IT TAS OÌTLY A1 I{U$T TOO LATE A ETAGE :

1}IAT THEY MKE UP 10 lHE IIEED 10 TALT SERIOUSLY TO THE AßAB

@UltTRtES AB0UÍ A @ilpROHlSE HIICH mULD ATERT All oPÉ,t CLASII AT THIS

r4EETtilc. lil THIS nESPECT, O{AIRHA}I ¿AilALr lll SPITE 0F FIS S1R01|G

P€RSOI{AL SUPPORT FOR Îl{E PLO, SHOI¡ED HIilSELF l,lOR€ P€RCEPI|YE THAT-,1-

lltE At4ERtCAilS HAD BEE[. BUr ilE SOLt¡llOr¡ ilOU ADOPTÉD (rV.1ELtlo 299)

HAS OF CoURSE OÌ|LY BoUGil{T A LlllLE HORE Îl}tE, AllD tloT RESoLI'ED THE

BASTC lssuE UHETHER THE PLO SHOULI, Bg IXVITED lt FUTURE.

3. LEAVIilG TI{AT ASIDE, THE FtAltl Tl{Et'tE OF lHE nEPoRlS BÉFonE THE

Ar{r{uAL ilEETlilC yAS THE ll{PAgT OF HlGll otL PnlcÉs rilD P€RslsírEüT

LARGE SURPLUSES lll THE OIL-PRODUCIilG CoutllnlEs 0l¡ lHE EColloHlC

PROSP€CTS qF-OTHE8 .çO-UUInI,ES. THIS PICTURE tAs ilADE bORS€ EY THE

coltTlilull{G HIGH lllFLATloll hoRLL-UlDE, AflD Lov RAÎES 0F'Eco}lot'llc

cROtlTH, AND ÌrAS PARTICULÂRLY SoHBRE FOR rHg PoonEsT D€vELoPltG

c0ut{TRlES.

4. OTHER SI6IIIGICA}IT ASPEgIS OF THE üEETI¡IG Tf,RE THE RE,PRË3E¡TAÎIOII

oF cHll{A By THE pRC FOR THE FIRST TIHE, AilD Tl{E lÉPENDlflG iEIIREHE}IT

0F ücNAilARA. OF THESE, Tl{E FIRSI ls THE t{oRE SleNlFlcAllT. S0 FAR

tT HAS LAR6E,Ly BEEI¡ DIScUSSED ltl TERIIS OF lHE DEtiAllDS YlllCH CHlllA

üIGilIT PLACE DURIIIG THE lIEXl THREE I€ARS OII ÎI{E SINH IDA

REPLEII ¡ 3¡¡E}IT. IIE ITHER I ilDUSTRIALI SED IIOR DEVELOPI IIG COI,T¡ÎRI ES

lr^r,
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HAYE rET FACED UP 10 THE LO¡IGER-TERI,I ltlPLlcAllolls 0F ADDlllc THE

DEVETOM{EilT I¡SEDS OF A B¡LLIOI{ PEOPLE TO lHE DEI'{AIIDS FATUIIIG Oli ÎI{E
rOhLD BAIIK 6ROUP. THI6 IS sOI{ETHING IÚI{ICH UILL DOUBÎLESS E}TERGE

HORE CLEARLY AFTER TIIE PRC TAKE THEIR PLACE VERY SOO}I OTI THE \
EXECUTIVE BOARDS OF BOÎH I1{STIÎUTIOI¡S AIID IN TI{E,IXÎEßIiI AIID

DEVEL0 FMEIIT C01.11.{ I TlEgS.

5. I'iCî{AI{AFA DELIVERED A VALEDICToRY ADDf,ESS lll HIS USUAL STYLE

(sEE ilY TELI|O 296\, EllDlNC l"tTH BERtlARll SHAU¡ aWTE IOU SEE

THlilGS, AltD SAY yHY? BUl I DREAII lHltlGS THAT XEVER l'EREr At¡D I

sAY ¡lt{Y }toT? ut¡QuofE. HE RECEIVED A STA}lDlllG ovATloll. ¡rICNAHARA

HAS i,tADE Ail tilüEilSE ColtTRtBUiloil 10 Ît{E |ORLD BAilr GRoUP, BUlLDlt¡G

lT up AS A I|AJOR lilSrlTulloll AXD cotCEllTRAlll{G ITS EFFRTS 0}l THE

IIEEDS OF THE POOREST. IT YILL FALL TO HIS SUCCESSOR 10 FIIID

rHÉ FINAICIAL RESOURCES TEEDED T0 IIEET ALL Tl{E ASPIRAT¡0tlS UtllC}l

IICITAI{ARA HAS EVOTED. THIS IJILL BE A FI¡RHIDABLE TASK'

6. THE DISCUSSIOI| Oll lHE ltrlF SIDE urs l,lonE 0F A SToCrlAKltlG 0F

PROCR€S8 SIilCE THE LASr lilTERll,l Cot{l,llTTEE ll{ HAI,IBURG. TI{ER€ hAS

GEÎIERAL E}IIIORSEI.IEIIT OF THE PROPOSAL ÎHAT lHE R.IIID SHOULD BE PRSPARED

TO LEilD HORE ll¡ ßELAllOll TO æWTRY QlpTAS. ÎHERE lflS ALSo Sot'lE

EVIDEI¡C€ OF EREAÎER IIUTUAL UI{DERSTATIDIIIG, Oil lHE PATT OF BOÎH

DEVEIOPED AilD DEVELOP|ilG CotilTRlES, ÎHAT FltAllcl¡s ArúD ADJUSTilE!¡T

SHOULD CO ÎOGEÎHER, DUl THAÎ ællDlTlo[ALITY SHoULD lÉ RELAÎED T0

lHE PATilCULAR ClRglt4sr üCES 0F THE CotfiTRY CollCERtlED. lHlS
tftDÊRSfAlDtxe (ALSO EvtD€tl|Î A1 lHE' C0Èil,|o[UEALTH FlllAilCE HIilISTERS'

ilEETllG AT BERIiUDA) r.rAY FERHAPS HAVE REFLESTED AïAnEilESs 0F THE

DAUIITITC ECOilOüIC PFOSP€CÎ FACIilE BOTH DEV€LOPEI' AIID D€ì'ÊLOPIIT6

@UÎ{TRIES, ESPECIALLY lHE FOOffigT. iIAiIY DEVELOPIIC COUIITRIES

SÎILL HOTÉWR R€HEARSED THE }TAIil CLÀI}Is OF THE C94, IIICLUDIi¡G THEIR

DESIRE TO HAVE A EIGGER sAY ¡}I TIIE DECISIOIIS OF THE TM
lltsïlTultons, AÎ{D DElrAltDS FOn BlccER SDR ALLoCATIoÎúS At{D Ail SLR-AID

LlilK.

?. THERE UAS LITTLE REAgIIOI¡ 10 lHE FAILURE OF THE UII SPECIAL

SESSl0tr EUT A DESIRE UAS EXPRESSED BY THE DgvËL0Pt{EllT @HÌí|TTEE

TO PLAY AT ACTIìÉ NOLE III THE CLOBAL IIEGOTIATIOIIS OIICE ÎHEY B€CIII.

8. lll TH€ FUI{D, As lr THE hoRLD BAtlK, lHE PRI}lclPAL t'tlFli¡lsHED

BUS|I|ESS UAS Hoy 10 FiltâÎtc€ lHE |ilCREASED ASSISTAITCÉ ilor CoilÎEr'rPUTÐ

SECAUSE*OF lHE úIOLÎ{EES .EEIIiEFI-T¡! ARAE COU}ITRIES AIID BOTH

tlrsÍtTulloils PRoVoKED BY THE PLo DlSPltlE, !10 PRoGRESS CoUID BE

I,IADE OI¡ DIRECT BORROIJIIIG FñOI'I SURPLUS OIL PRODUCERS. 11 YAS

ALSO DISAPPOII{TIIIG THAT US CO}¡GRESs FAILED THIS }¡EEK 10 APPROVE

APPROPRIATIO¡IS FOR AI{ IÎ{CREASE I¡¡ THE US QIPTA. THIS UADE 11

II'IPOSSIBLE TO REPORI'A SUCCESSFUL IHPLÊIE}ITATIOII OF THE SEI/EI¡TH

REVIEh' OF QUOTAS, UI{ICH R€HAI}¡ THE PRII¡CIPAL SOURCE OF FUIID

FINAi¡CE.
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g. FoR rHE Uil¡TED Kltlcllol4, ¡¡E ç¡{AIIGELLOR'S SPEEC¡{ CA}IE oVER h€LLr

^ilDAÎTR^g1Eg¡AVouRABL€clljll'tEilTBoIHH}RllsLuclDlTYAtl'FoRITS CAIIDOUR III BLEilDIilG COUPASSIOII UITH FI}IA¡¡CIAL RÉALI${' THE

gt{AilCELLOR uAS ALSO ABLE TO USE l{l5 VIS¡1 TO YASHI}lcTg¡l T0 PUT

AGROSS THE eOyERr{r,rEt{T'S ECOIIOHIC Hgss^GE pg¡SgASIVELY lll ltFoR}lAL

Dlscussloils rrllH GROUPS OF LEADI[G US ECOllOr'tlsTs, BUSItIES$rEil AtlD

BATKERS ARRAIIÉD BY THE AilBASSADOR AiID I{YSELF'

' sr¡t, B 14 lÞtpô t{EETlllGS UITH1ø. TO 8tÎ.+{ARl*, W|LE tÉ, APPROACHED THE AI¡!¡UAL

SOHE APPREHE}TSIOII ÎHEY HAVE BEE}I COITCLUD€D TITH SO}TE ¡g¡¡tP AIID

EVEil A I,IODEST DEGREE OF SATISFAgTIOII. THE IIAJOR ISSUES' HOYEVER'

REtlAl}t.FlRsT,HoUcAl¡THEllEEDslDEtlllFlEDltlBoTt{RJI|DAtlDB^lll(
BE I{AICTIED BY APPROPRIATE A}ID ADEqUATE FIiIAII.CIAL RESOURCES?

sEcoilD, lHE PLO ISSUET GAtl Ail ACCEPÎABLE FOm{ULÀ BE FoUllD lil lHE

Colllllc tlol¡Ttls s{lCH UILL llof LEAD TO DltlltluÎlot{ 0F suPPOff FRol'l

THE AFABS OII lHE OIIE SIDE OR lHE A}TERICAIIS OII THE OTHER? THIRD'

I'HAT YILL BE lHE LOIIG-TER}I IIIPLICAT¡OI{S OF S€AÎIilG ÎIIE PRC?

ÎHESE tillERLt[íÊD ISSUES YILL PROVIDE A HEAVY AllD COI{PLEX SCHEDUL€

OF TPffi ¡OR gOlH IilSTIÎUÎIOII8 EÉFORE THE TExÎ üEETIflG OF lHE

ITITERIII AIID D€ìGLOF{EilT COIIT4ITÎEES III LIBREVILLE AT THE EIIII OF I'IAT

1981.

11. FCO PIEASE AI}YA¡ICE TO IIALLIGAÌ{ (TREASURY)

FCO PASS SAVI¡IG TOKIO OTTAIdA NEU I¡ELHI CAilBERRA IÉLLIIICTO!¡ PEKII{G

ilExlc0cllYJEDD^l(UYAlTUKDELoEcDUl04lsGEl¡EvAÐl¡llBRussELs
copEilHAGEr DUBL|ll LUXEIIæURG PARIg Rot{E THE I{AGUE UKREP BRUS$LS.
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INFO. SAVTNG UKREP BRUSSELS,

IMF: INÎERIM COMMITTEE

L. The Lnterim Con'mittee roet i.n LibrevÍlle, Gabon on May 2J-, 1981. The

Chancellor of the Exchequer, acconpanied by the Governor of the Bank of Englaad

and sir Kenneth couzens, represealed the uoited Kingdorn.

Z. As recorded élsewhere, lhe start of the meetíng was delayed for over one aa¿

a hal-f hours while attenpts 
t|"r.u" 

t,o eLect a Chainoan. TL¡e issue was fioally re-
solved when t,he ChaneeLlor asked that his name be withd,rar"¡n from consideration.

countty.
MacEacireg (Canada) thea took Ëhe chair, having received, Ëhe supporr of oo-industrialised/
World Econonic Outlook

3. the Managing Director opeaed discussÍo.n on Èhe world economic outJ-ook,

speaking to ICMS /doc/9l/5. The outlook was grim, though there were cerrain

encouragiag asPecÈs: private narkeË had doae weLl Í¡ recycling; the roajor

ildustríalised countries were bringing theÍr moneÈary aggtegates under betÈer

control; olL coasumptÍon per unÍ.t of output had been substantially cut; and wage

iacreases rüere mcire restrained. 'In the discussion that fo1lowed, speakers from

j.ndustrialísed counÈries broadly eophasised these eacouraging a.spê.!s, but other

speakers stressed the difficult and apparently intractable problens facing developÍng

countrÍes. McN¡'riar (United SEates) agreeri with the Managing Director that inflatíon
was Ehe corrmon problen and Lhat there would be slow grolrth thís year. But he l¡as

not as pessinístÍc on longer term prospe-cts, believing that growth r¿ould recover

and iaflation would fall. That said, there was no sense in debating shorË-tera

ecoaomíc forecasÈs, which were always unreliable. He described US economic pollcies.

/tt¡e
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I'he US ç'-s voh:ntarfly rnaking the types of ad,Justmerits and refor¡ ¡¿hich the

requíres of others. Inflatioo would be reduced, and this v¡ou1d Lead to lower iater
rates. It was Ímportent Ëhat LDCs should naíntain an environment conduclve to

non-inflatíonary growth. If they did not, no amount of effort from Èhe Fund could

overcome their problems. The Fund could nake a crit,ical contribution to the çorld
economy as a finaneial and monetary institution. If this role conÈiuued, the

United States would naj-ntain ÍÈs support of the Fund; but conËiaued adherence t,o

conditional-íty lras a precondition for contj.nued support and, participation of the

Ualted St,ates i-0 the n{F.

4. Schulmana (Geraaay) saíd that lnflatÍonary expectatíoas were deeply'e¡nÞedded

in many countries. I,IlÈh nany Índustrialised countries experiencing both ÍnflatÍon
aad unemplolæent, there was a structural probJ-en which required a structural
solutíos. He welcomed the FundIs con.centratj.on on sttuctural- policies. Noting

Èhæ Ëhe industrialísed countrÍes had responded. better to the secoad oÍ1 shock than

to the first, he added that recycling had been aíded by the fact that a large
proportlon of the deflcits tra¿ fatten on counrrles Like hís or¡n r¡hÍch eould besc

bear thån. ConÈiaued vigilaace would. be needed ín the face of stroug protectlonist
pressures, aod t'he lncreasiag tendency to conceritrate on bilateral trade flows

musÈ be stopPed. lhe Fund,'s bÍlgest achlevement io the 1970s had beeo the

avoidance of beggar-nay-nelghbour policies, and Geroany would not solve Íts problems

at the e:(peose oÍ íts parËners

5. After deU.verÍng the agreed statement oa behalf of the European conmuulties

(II/187/81), the Chancellor spoke oo behalf of rhe UnÍted Kingdon. Ir, musr be

recoguized that hi-gh interest rates were inevitabLe as long as there l¡as fast
\

inflation. However, industrlalised cour'¡ries should seek to establish an appropriate;]-ì
balance beÈr,¡een fiscal and monetary polÍcies. He felt entítled, to draw atËeotlon

Èo the last UK budgeË r¡hich ensured there r¡ou1d be fiscal discipllne aloagsÍde

monetary discípl1ne. If industrialised countries established an appropriate

monetary and fiscal balance, Èhen others nusÈ help by avoidÍng further abrupt

/surges
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: oil prlces, othenrÍse culrenE account def tclts t¡ould E'ever be brought

to a bearable level. 0i1 prlce increases bore partlcularly heavlly o¡r notr-

:ountries, they led to reduced oDAaadhlgher LnÈerest ratesrand,oi1 develoPÍng countries' they ].ed Eo reduceo L

they pronóted protectionism. The e>(tra cost of the oi1 itself ¡¡as t'he hardest

burden. It rrtas notetTorthy that Ehese countriest non-oÍl trade had moved into

surplus.

6. Camdessus (France) asked for his staEement to be inse::ted dfrectly inÈo

the record and, it w111 not, be available to us for sometime. Iu a bríef oral

r -L-¡ 5L^ -^^^^-{ La.l¡a ^ad?àlrq¿¡.aá hrr h{ah interest fetes.sr:mary, he said that the recesslon was being aggrevated by hlgh ínÈerest raÈe

It was vital for LDCs Ehat industtiallsed couutrles should provlde ¡oarkéts for

their exports ar¡d QDA. He supported, the role of ÞfFIs in provld'1ng assistance, and'

the directlon--not, just the quantity--of such assistance was important. Ald should

'be conceaËrated oa the Pooïer couctries, especially those 1n Africa'

7. Mayekawa (Japan) spoke of the need to sustaia efforts to reduce prÍce

ÐrpectaËlons as the basís for growÈh and' employmeni, to break the wage-price

spiral, and to raíse productivity by reducing físcal deuaads. Both the recent

hlgh level and fluctuationsof laterest rates and also Èhe movemeot in exehaage

rateslepreseûted efforts of natioual authoriLies to reduce infLation' and they

would have to be accepted;but thelr €iffect, including on the debt se:¡¡lcing of

ooa-oil IÐCs, could not be'ignored, and he hoped that najor countries r¡ould lower

their fnterest rateé as soon as was possíble. Eight years of floatlng exchange

rates had showu that there nas a tendency Èo large overshootlng. Ttris had induced

tb,e authorities of major countrÍes to cooperatê to reduce such fluctuatlons, aBd

the aeed for such cooPeraÈiolì, r¡las as great no\t as at' any tíne 1n the Past'

g. Ilith a nr¡mber of other speakers ínsertiog Èhelr remarks dÍrectJ-y into the

record, Seldel (Austria) was Èhå only other speaker on this topic from a deveJ'oped

coufitry. He said Ehat loo much weight had been put on the volume of money, with

iasuffÍcient regard being paid to the price of mooey. As a result, some low

inflation countries have been foreed to hold interest rat,es higher thaa should

' /have
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h¿ve been - iessary. Vaa Lennep (OECD) saw this as a dÍff1cult uoment but,

àevertheless enumerated a nr¡mber of posiËive factors iocludlng a slo¡s down in

real wage growth, the sustaÍ.ning of investment , and a naJor reductiou 1n

the pattern ôf worl-d energy eonsr:mpt,ion. IIe foresaw some recovery in outPuÈt

though unenploynen! r.¡as stiLl likely to rise next year. It was necessary fo

persevere r¡ith restrictÍve tnonetary aod fiscal pol-ÍcÍes, but Èhese must be backed

up wíth rneasures to improve eeonomic performaÊce' includíng restraint of publ-ic

expeod,íÈ,ure. lle all shared a eornmon ltrterest in the reductlon of inflatÍon fn the

United, Slates, where fiscal measures ç¡ere needed to l-ower interest rates. Trade

restrainÈ r¡ould, only roake matters !¡orse and deÈeraiaed efforts would be ueeessary

to ensure that óectors currently Ín d.ifficulty (e.g., steel) lIere returned Èo

ao:mal uarket forces as the recession ended.
(IClfS/doc /8L/8)

g. Virata (philippines) presenÈed the conmuni.que of Èhe G-24 l'finisterd, who had

met the prevíous day. He added thaË there some rays of light in ladustrlalised

cou¿tries, but the non-oil developing counÈties faeed rnajor Èasks of adjustnent'

Ee emphasÍsed that adjustment Eust be undertaken by alJ-, from Èhe largest industrialised

counrry to the poorest LDC. Kostic (YugosJ-avia) also believed Èhat índustriallsed

countries would have Èo make changes to briog their industrial structure ia LÍne

with changes in comparative advantage. Any resort Eo ProtectionLsm would be a

serious bLow to LDCg. Not only LDCs, but also industrialÍsed countlies in difficult'ies,

should tu::.lr to the Fund for assistanee

10. Galveas (B¡azil) and Diaz-Bruzual (Venezuela) pointed to the doubl'e burden

of high interesÈ rates on LDCs, both in hinderíng capit,al flows and. Ín increasing

their cost. ÐÍaz added that ÍndustrÍalised.countries should oot unduly restrict

cred.it ín their fj-nancj-al, systems, and, tJrey should lncrease ODA- In slíght contTast'

Alonso (Argentina) saÍd Ëhat industrialised countries Dust continue wiÈh their

adJustment polÍcies. But Ehere must be no resurgenee of protectionsi:a; trade fn

industrial and argicultural products must be Liberalised, lhe latt'er beíng essentialLy

f.-
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' -¿g (China), VenkaÈarâman (Indla) and Ndegwa (Kenya) rsere the rnosË gJ.oomy.

venkatareman said that the posÍÈíve sigos ment,ioned, by earlier speakers were only

teûporary and the medfrrm-tern prospect lras rùorse than it had been a year ago. Ihere
\¡tas a worrying increase ín proËectlonisnn, and this hurt,. industrialised countries too.

LDCs nor¡ also faced high inÈerest raEes, and he saw a strong case for interest rate

dÍsarmamenË. He and Ndegwa caLled for a substant,lal fncrease in oDA. In I^r'angts

view, Èhe necessary sËructural adjustnent itr the world v¡ouLd come about nainly
from countriesf own efforts, but'there was also-a need, for int,ernatíoaaL cooperaËion.

LDCs could not shoulder the burdeo alone, but needed, access to new marke.ts aad to

technology. Growth in IÐCs would benefÍc Índustrialised, corürtries, and the latter
should Dot cut their ODA. or contributions to lßIs.
L2, Jala1 (Saudi Arabia) said LDCs could benefit from open markers, lower inflation,
greater technology transfer, and access to condÍtional and, unconditÍoaaL resources

in the tfF. They also needed increased ODA. !{e and AJ--Najafi (Iraq) spoke ar, some

length about the particular probl-ems of oii producers, and in parÈicular of the

need for more gradual and better planned developuent in Ëhose coun¡ries. Al-Najafi
spoke of a need to guard agalnst any relaxation of energy eonser:vatioa efforts,
but also called for action to remedy the present soft state of the oil market.

LDCS could not be expected Èo take Èoo much of the adjustment burden, as they

took only a srnall portlon of global oil production. Acts of exproprfatlon in

lndustrialised countrÍes were not conducive to recycling, he said.

Fund pol-Ícies

i-3. Discussíoa on Fund policÍes was patchy. Many posiÈions had been oade knowo

at the Mluísterial lunch r,¡here the press corrmunÍque was drafted, and. many speakers
nO/

offered only sr:mmary remarks aÈ the afternoon session. McN:mar nad.e/statenent .on

ihis part of the agenda

L4, (a) Enlarged access and Fund iinancinq

Mayekava said that recycling had so far gone smoothly, this success being

largely contribut,abLe to private ¡rarkets. The Fund's role vras a supplementary one.
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The enlar[ access pollcy ltas aPPropriate, but the basl'c character of the Fund

filrst, not be changed. Balance of paymenCs adJustuent was essentlaL' and ealarged

access would have to be kept in lÍne with the síze and duration of the payrxents

lmbalances. Private markeÈ borrowing by the Fund r¡ou1d be undesiraåle; instead

the EÍghth Quota RevÍer¡ should be accelerated to ensure ít r¡as effective by end

lgs3.QuotasharesshouldbeadjustedtoreflecttherelaÈivepositionofeach

ecoromy. camdessus also referred briefly to Lhe need t'o Presel:ve the specifÍ'c

e Fund, a; to accelerate the Eigtrth Quota Revíer¡.
characÈer of th

15. ot! ¡aarket borrowÍng by the Fund and oû quotas, the chancellor associated

hinserf r^¡ith the view rn his earrler statemen! oû behalf of the European cornnnuaities'

Countrles in dÍfficulties should be read'y and v¡ilLtng to use Fund resources' Ït

.was genera]-Iy recognized that. cond'it,ioaality lras essenÈial' while the burdea of

adjustment coul-d be uiÈigated' by early access to the Fund''

- r-r ^--L^r^-J.i*a1r ld
16. SchuLmann said that the Fund had responded outstandingly Èo current wor

needs. But it must ensure that its responslbilitíes and funcrions were not impaired'

The monetary character of the Fund must be preserve<i' condítionalÍty must be

maistained therefore irrespäctive of how the Fund was fioanced' Be saw ao rooo for

furtherealargemeutofaccesstotheFund,asEheoecessaryresourcesdidnotexist.

For the tlme being he saw ao aeed to borrow on private market's' The Fuod uust not

become a suPer Eurobank'

L7. Andreatta (Italy) saw Fund, borrowing as an exceptional Èemporary deviee'

and the Elghth Quota Revier¡ should proceed as planned' 1'here \ras tro clear need for the

Fuod to go to the market, bu¡, management should be ready to do so in case iÈ later tt

proved necessary. cooditional-ity nüst' be maiatained' seídel calLed for the

broadest possible ParËicíPation is lending to Èhe Fr¡nd' this participatioo U¡fae

rer-ated to iad,ividual countï1es' s,,rpl-osis. But borrowíng by t'he Fund was

expensive, and quotas must play the central role' A substantíal increase in quotas

\JAs Decessary and urgent. There should be a two-Part quoÈa increase' if an equi-

proportíonal increase couLd be nade effectíve more quiekly' KosËic agreed that

/borrow'j'ng
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g should be temporary, and a guota increase was highly desírable.

1g. Venkataraman and Alonso also favoured an equi-proPortÍonal quoÈa increase

to accelerate the EÍghth Quota Revier¿. Alonso and Galveas favoured borrowing by

the Fund. on prívat,e markets at least on an experimental basis. Alonso, Diaz-BruzuaL

and others requested, the Execut,ive Board to lncrease access Èo the Fundts

condÍtional resources to 600 percent of guota over three years, as had been the

case before Seventh Quota increase was implemented. Ja1a1, having said that

Saudí Arabia was happy to be able to lcontribuËe t,o the enlarged access resources '

stressed thaË the Fund must follor¡ sound financial policies to uaintain fts

ability to borrow.

(b) SDR ¡oatters

19. Mayekawa and other speakers l¡elcooed the changes that had been made to

lncrease the attractiveness of the SDR. 0n the question of an SDR allocatlori'

Mayekava believed thar the best solutlon roight be to have no allocation. lhere

was.currentLy an abundant supply of liquidity. He suggested that new consideratíon

should be given Èo a substitutioo accouDE, Èhough not necessarÍ3.y the schecne discussed

before last yearrs ilamburg rneeting. the Chaocellor said Èhat Èhe UK was on tie

sLde of.those vho questioned the wÍsdom of a poÈentlally iaflaÈlonary SDR aLlocaÈion

in the present state of world liquid,íty. Íhere \fas a need t,o rethink poJ-icÍes on

the SDR if it was ever to play a rnajor role. The SDR had beeu desígned for a

fixed rate world. The SDRrs future would depend on its attractiveness. Rese:¡¡e

curreacy countrÍes had a responsíbiJ-ity to control inflation and to nal!:taia theír

vaLue. The real v'alue of ttre SDR would depend on inflationary exPectatíorS being

held down in the najor countries. Schulnann asked the Executive Board to study

further Èhe question of SDR allocations, noÈj.ng that any allocation would have
:

to be in lLne r¡:ith rhe provisions of the Articles. In particular an allocatioo

would have Èo be in proportioo Eo quotas, and condj-tional oä a proven need for

1íquidity.

ZO. Candessus reserved hís posiÈion on an SDR allocation. He agreed thal thete

7 
/r¡as

èÊsÞêr c-l*¿)





!ûas Er Lus globa3- llquidity, though thls was badly distributed. lhr

aay SDR allocatíon would go to countries not needing increased rese::r¡es, so

possÍb1lÍties for a dÍstríbution uore favourable to those in need should be

considered. Andreatt,ars view l¡as thaÈ a case had noÈ been made for an SDR

allocatÍon, but he wouLd not oppose a modesË one. Ile Èoo sa!¡ a need to adapt

the SDR to changed circumÈsnces. Drabble (Canada) said that an SDR allocation

was called for. But lhere \ras a need for cautÍon abouE the ¡mount of lÍquidity

that was creaÈed, aad an allocation must uot become in faet or appe¿rance an

engine of inflaÈ1oa. He r¡ould therefore favour a lor¡ figure, and a decísion for
(Ieeland)

only a short period. Nordal/supported a moderate SDR alLocatLon sufficíeat to

mainËain the share of the SDR in world reserves. T'he agreed períod, should be

less than five years. Seidel could also agree to an SDR alLocation; a modest

anoun.t r¡ould not, be inflationary. I,iays of dístributing SDRs more in accordance

v¡iËh the dj.stríbution of imbalaaces should be consídered. Possibiy newJ-y created

SDRs couLd be used condiÈÍona11y through Fund lending.

2I. Kostic said ÈtraË Èhe Yugoslav and Romanian authoritj.es fulJ.y supported the

view of the Group of T\øenty-four, i.e., that there should be an annual alLocation

of at least SDR 12 biLllon. But oa behalf of the whole constítuency (lncluding-

the Netherlands) Kostic saÍd that the SDR allocation Eust be based on lhe triter:.on

of global liquidity needs, takiag icto account th€ cbjectivc of eaking ttr€ SDP.

a prÍncipal reserve asset. ltre constituency deplored the fac¡ that there Iras no

agreemeût, and hoped chis could be reached before the Annual Meetings.

22. Abdul AzÍz (Mal.aysia) believed theie should be an SDR allocation to provide

reset¡¡es to couriÈries currently havíng to borrort. He too was concer:red about

lnflati.oa, but did not bel-ieve an alloeation wouLd nake a signíficant dÍfference

to this. VJang, Diaz-Bruzual and Galveas also supported a "subsÈanËlalr' allocation

of SDRs. ALonso and Ndegwa supported the particular figure of SDR 12 billfon Per

annum ¡¡ith Venkat,ararnan asking for SÐR 12-15 bill-ion per annl¡m. AbduL Lzí2,

Ndègua, Venkataraman and Diaz-Bruzual also said they sa\r a case for changing the

present dist¡ibution of SDR allocations and favoured a link.

I' ¡ 
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\-, Food Facllitv

Speakers from industrialísed countries welcomed the Boardrs recent'.

agreement to extend the CFF to cover food lnport cost,s, Èhough Schulnann said

that it \ras no secreË the Ge:man authorities had had deep reservations about it.

Ile continued to beLi-eve that food finaucing r¡as Èhe responsibÍlity of other

iustitutions aod not compatible r¡ith the characÈer of the Fund. I'he recently

agreed compromise r¡ould not be exËendable. Drabble saj.d that the food facility-

must noL be a substltute for improvement of domestic food supplies.

24, Maay speakers from developing couotrles, far from showing gratitude'

saíd they regarded the receat agreenent as quite ínadequaËe. Diaz-Bruzual sald

that the expected use of the new facility was very snall compared r¿1th the slze

of the earller oil facilitÍes. Ttre contrast i-ed hin Èo Ëhink that the Fuod was

nore concerned wíth fuel for machines than fuel for the hr.¡man body. Ndegwa had

been looking for a larger food facility, envisaging fÍnancing from donatíons and

sale of the Fund's gold. llang and Alonso called for the quota limi¡5 on drawlngs

to be increased, and Venkataranan speclfÍca11y asked for a seParate food facíli-ty

wirh quota linirs of 1OO/100/f50. Only .{bdul Äziz struct a dÍff"t"oi aoÈe'

welcomíng.the fact that the assísiance for cereal fmports was to be integrated wÍthln

the CEF.

2s. (d)- sFF Subsidv Accor:nt

1'tre Subsidy Accouot for interest paynents under the SFI t¡as ¡¡idely welcomed.

KostÍc announced ¿hat the Netherlands had already transferred Fl 12.5 nil-lion to

the account. Languetln (Swiss Natj.onal Bank) a¡¡¡rounced that Sr¡itzerland would be

eootributing SDR 0.4 DíLlioa, and Lembor:mba announced a contrÍbutioa fro¡n Gabon.

AndreatËa' (speaking before'Ehe resignation of the ltalian Gover¡:neat) said he rras

rnaking " nrono""l to Parl-iament to contiibute to the Subsidy Account. Drabble

hoped thaÈ Canada r¿ould be able to contribute, and Messner saíd that AustraLía

had the :natt,er under consideration.

26. Venkataraman renínded us that India r,¡as unhappy Ehat the subsidy Account

had beea largely financed from TrusÈ Fund rePayaents. He asked the

/l{anagiag
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Managiug Director and the ExecutÍve Board to give thought to slnj.l-ar subsidy

arrangemeu.ts for ealarged access resources.

27. (e) Other ñârters

Ndegwa asked that basic votes be raised Ín 11ne wiËh quota increases. I{aag

carled for a geoeral change ln the votfng system of the Fund.

28' Abdul Aziz pointed to Ehe'a¡romaly EhaË the rate of remuneraËion differs from

the SDR interesÈ rater SDRs and reseives positioas Ín Ëhe Fuad were s{mj.lar

reserve assets, a¡rd should bear the same yield. Ile called on the Executive Board to

study asd resoLve this anomaly.

29. Drabble made a statêment on behalf of one of his "smalLer Caribbean const,itue¡¡s'r-
cJ.early Grenada--which wanted the EFF to be reviewed, and its repaynent period to
be extended to 15 years. lhe srme counÈry attached importance Ëo Èhe Fuud beÍng

apolitical, and said' that the Fuad, must seek technfcal expertise from alL approprlate

sources.

Press Cormaun lque

30 Ttre press conrmuuique was serit t,o you as LíbrevÍlle celno 59 of liay 22.
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I Í4F / I BRD 1982 ANNUAL I4EET I NGS.

THE 19A2 AIINUAL MEETINGS OF THE IÎ'IF AND IHE WORLD BANK I',ERE HELD

FROM SEPTEI-IBER 6 TO 9IN TORONTO. THEY WERE PRECEDED BY MEETINCS

OF THI I¡lF I¡,ITER I M COMM I TTEE AIID THE IMF/ I BRD DEVELOPME NT COMM ITTEE

OIi IiHICH SEPARATE REPORTS HAVE BEEII SËNT SAVING.

2. THE I.1EET II.¡GS TOOK PLACE AGA INST A BACKGROUND OF II IDESPREAD

AIIX IETY ABOUT THE GEIIERAL ECONOI.I IC OUTLOOK. ALTHOUGH PROGRESS HAD

BEEN MADE Ih REDUCI},IG INFLATION I}i SOI,IE MAJOR IIIDUSTR IAL COUI¡TR IES,
UNEMPLOY|qENT h,AS H ¡STOR ICALLY H IGH A}¡D THERE SEEMED L ITTLE S IGî: OF
EARLY RECOVERY. IN THE DEVELOPING COUNTRITS TOO, CROTTH RATES HAD

GEI.IERALLY DECLINED, AND ALTHOUGH THE RECEIIT FALL IN IIITERE6T RATES
rlrGHT oFFER soflE pnospEcT oF RELTEF, THE DEET BuRÐEN tH sómr
COUi.¡TRIES HAD REACHED EXCESSIVELY HIGH LEVELS. THESE CONCERI¡S I.JsRE

tsROUGHT INTO SHÂRP FOCUS BY THT TIUIHCiAL CRISIS IN }IEXICO, AI¡D

THE GROW I I¡G L IOU ID ITY PROBLEÎ4S ELSEb'HERE I N SOUTH AIiER ICA' ÀI¡D

EASTERN EUROPE, I'H ICH UERE SEËN AS SEVERELY TEST ING THE RES IL IEI,ICE

OF THE ulORLD F INANC IAL SYSTEÌ-I.

3. THE SPEECHES tN THE pLEl¡ARy SESSt0N, AND THE CoIIMUNtQUES 0F

THE tNTERtH AilD DEVEL0PMENT CoMMtTTEES, ARE BEtNc SEI¡T By BAG

TO LONDON. THE HANÂGIIIG DIRICTOR OF THE FUND STRESSED THAT

UNEMPLOYMENT IIÀS A DEEP-ROOTED PROBLEH FOR þIHICH THERE V'ERE I,IO

QUoTE QUTCK FTXES UNQUoTE. DESPITE CURRENT PR0BLEMS, THE

AI¡TI;INFLATIOIIARY POLICY STANCE REþlAINED AS VALID AS EVER. IT UIAS

ST ILL }¡ECESSARY TO ACH IEVE A BEÎTER AND MORE UN I FORI'1 PR ICE

PERF0RT.1AilCE AND T0 TACKLE STRUCTURAL R tG lD tT I ES, F TSCAL p0L I Cy , il{
THE Ut¡ ITED STATES AND ELSET'JHERE , SHoULD G tVE M0RE EFFECT tVE

SUPPONT TO I4ONETARY POLICY. HE MÀDE STRONG PLEÀS FOR THE PURSUIT

OF L I BÊRAL TRADE POL IC IES AT,¡D FOR THE MA II¡TEIiAIICE OF ADEOUATT

FLO\,'S OF CONCESS IONAL A I D. COI'IPREHEI¡S IVE ADJUSTMEIIT EFFORTS

UERE NEEDED II.¡ BOTH INDUSTRIAL AND DEVELOPING COUI¡TRIES. IF THE

FUÑD UAS TO PLAY AI¡ ADEOUATE PART IN ASSISTING AND ENCOURAGING

THESE EFFORTS IT URGENTLY NEEDED A SUBSTANTIAL INCREASE III CUOTÀS.

THE FUI{D ALSO NEEDED TO STEP UP ITS SURVE ILLAI|CE ACTIVITY IN AN

EFFECT IVE AND EVEI.I-HANDED V'AY.

4. THE PRESIDENT OF THE !'ORLD BANK COVERED }IUCH OF THE SA¡1E GROUIID

IN DESCRIBING THE ECONOMIC SITUATIOII. HE STRESSED THÀT SUSTAIIITD

GRO|/TH IN THE DEVELOP I I¡G COUNTR I ES DEPENDED ON SOUI¡D DOHEST IC

POL IC I ES AS I.JELL AS ON GRO TTH IN THE I NDUSTR I AL VIORLD AND OII

ADEQUATE CAP ITAL FLOViS. THERE WAS A COMPLEI'18 NTAR ITY BETVJEEN THE
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RESTR.ICTED
TU Iî,I OgJTCT IVES OF EFF IT IENT ECOIIOI'IIC GROI,.ITH A¡iD THE ALLEV IAT IOIJ

OF POVERTY IN DEVELCPING COUI¡TRIES. HE POINTED TC THE ACTIO¡I TAI(EI.i

IIT THE PAST YEAR TO STREI¡ûTHEII THE F IIiÀiICIAL PCSIT ICiI OF THT ISPi
ÁtJD tNcouR AGE C0-F INAilC I NG, AND T0 riCS f L tSE CCrlrîERC I AL RÉSCURCeS

THROUGH THE IFC. iIIS l4AIII EI,IPHASIS HOç¡TVER \'ÄS O¡] IÐ4. DRAlIIi.IG

ON THE RECEI¡T STUDY OF IÐA'S PÉRFORI'iA1¡CE SIIiCÊ ITS I}ICEPTIOII,

HË i¡CTED lDr{ I S IMP0RTAt{T COllTR IEUT I 0}l T0 DE VELOPMENT THROUGH

PR0JECTS SH0tlltlG /ì HIGH AVEFAGE EC0l¡0l.1lC RATE 0F RETURì1. HE

DEPLORED THE CUTBACK I}I IDA FUNDING DUE TO THE FAILURE OF THE

UN ITED STATES TO COMPLETE ITS COI.ITR I BUT ION TO THE CURRENT

REPLENTSHT'1EilT DURING THE PRESCRIBEÐ PERl0D, AliD h'ELCor4ED THE

DECISION tsY I.1A}¡Y OTHER COUNTRIES TO RELEAST THEIR CONTRIBUf IO}IS

DESPITE THT US DËLAYS.

5. ìdH ILE THE SPEECHES OF IIiDIV IDUAL GOVERNORS REVEALID COl¡S IDERABLE

D TFFERENCES 0F Et4PHAS lS, TtiERE \,JAS tJ tDE AGRËErlEltT--AS LAST YEÂR--

ÐOTH ON THE NEED FOR ADJUgTI'IEI¡T AND OIi THE KE'Y ROLE TO tsE PLAYED

BY THË FUI:D AI¡D BANK. GOVËRNORS FROIl INDUSTRIAL COUTiTRIES GEI¡ERALLY

SUPP0RTEi THE AiIALYS I S 0F THË Í¡41{AG I llG D IRECTOR , ALTH0UGH \'l ITH A

GRi.ÀTER TOI¡E OF ÂIiX IETY CCMPARTD b'ITH PAST If EET I I.¡GS. AN EXAMPLE

lJAs LAt"ll¡sTEtti (GERtiAr{y), \l,H0 REFERRED T0 THE CRtTtCAL CtRCUI{STAITCES

SURR0UNÐlliG THE l.lEETlltG¡ ALL 0VER THE l.lORLD A COilTlt¡UED ECONOI|lC

STAGNAT ION þJAS SEVTRETY TEST II¡G THE PAT I ENCE CF C IT IZENS âIID

P0LlCy-þ1AKERS, AÌ.tD ADVoCATES 0F THPATTENCE UERE GETTtItG THE

UPPER HAND IN MANY COUNTRIES. HE NEVERTHELESS FELT THAT THE

IIETIJORK OF INTERNATIONAL COOPERATIOI¡ HAD HELD UP IJELL UI{DER THE

CONS IÐTRABLE STRA IN-A JUDGI.IENT GE}¡ËRALLY ECHOED BY OTHER G10

GOVERI¡ORS. DEVELOP t NG COUI¡TR I ES EXPRESSE D SER IOUS COIICERN AT THE

cONTtNUED STAGNATT0N tN tI{DUSTR ¡AL CoU}|TR tES, PARTTCULARLY tN trS
EFFEçT ON COI.IMODITY PRICES AND ITS ENCOURÀGEMENT OF PROTECTIOIIIST

TENDENCTES, þJHtLE ACCEPTtt¡G THE NEED FoR ADJUSTMENT, THEY QUESTrolrED

I.'HETHER THE SYSTEM COULD RIGHT ITSELF UITHOUT FURTHER SERIOUS COST

10 THEIR ECONOIITIES. SOHE FELT THAT IF THE RECOVERY DID NOT

MATER IALtSE Soori, THE TASK 0F ADJUSTT4ENT !úoULD BECoHE DEC tDEÐLy

i'ìORE DIFF ICULT. NR. î'IULDOO}I'S PROPOSAL AT THE COIIMO}IVEALTH ¡4EETII¡G

lli LOl¡DO'J FOR A NE'¡, tsRETTON \i00DS CO|{FERENCE !lD ri0T HOl.lEVER

ATTRACT MUCH SUPPORT IN TORO}iTO.

6. FoR THE UNITED riltûG00r.1, THE CHANCELLoR 0F THE EXCHEoUER, m
A SPEECH t',HICH },AS IilELL RECEIVED BY THE PRESS AND OTHER DELEGATIONS,

STRESSED THE IMPORTAI'¡CE OF STABILITY A}ID FLEXIBILITY AS

PRECONDIT¡ONS OF ECOIIOMIC SUCCESS. THERE ìIERE INEVITABLE TENSIONS

OF TRAI¡SITION FROI'1 THE SERIOUS EXCESSES OF PREVIOUS YEARS TO A

SITUATIO}i OF LOI'J II.IFLATION AI¡D SOUI'¡DLY-BASED RECOVERY. THERE !'AS,
HoþrEvER, NO ALTERNATTVE TO Co¡rTtNUn¡G THE FTGHT AGAtIIST tNFLATt0H.
A}i II,iPORTAIIT BATTI-E HÀD BEEN þION IN THE UI¡ITEÐ STATES BY THE

PASSütG 0F THE TAX PACKAGE, BUT A LOI{G CA¡1PAtGil MTGHT STTLL LtE
AHEAÐ. HE ANALYSED THE PRESENT PROBLEMS OF THE INTERNATIOIiAL

BANK l¡¡G SYSTET'i, STRESSTNG THE IMP0RTANCE 0F THE BANKS ' ov,r¡ R tSK

ASSESSI.IEI¡T A¡ID THE NEED FOR EFFECT IVI BAIIK SUPERV IS IOII. THE

COUl¡TER- I I¡FLAT IONARY STRATEGY I I'IVOLVED ACT ION Ui.¡DER F IVE BROAÐ

HEADIIIGSr SUPPORT F0R THE FUi,¡D AND THE BAI¡K¡ PURSUIT 0F RESP0I¡SIBLE
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iiATl0l¡AL Ftl'¿Al¡clAL P0LtctES¡ GREÂTER Excl.tAiict rATE srA3tLtTy:
tltL lsT l1¡G POPULAR guPP0RT FoF pAy RESTRA tNT Aî{Ð FREt tlARr(ETS : AnÐ
APPROPR I ATE ADJUSTMEI.Jf POL IC IES IN COU¡¡TR t ES VI ITH EXCESS IVE DEETS ,
'rl ITH A i'iÂTcH lNc RESPOlis lB lL tTy sHO\,ilt py TriÊ pR tvATE stcroR BÀt¡(s,

7. THT U¡iITED STATES FOUIID THEITSELVES SOI{EI,'HAT ISOLATED BOTH Oi\¡

THE GEIiERAL ECOIiOM IC OUTLOOK, AI¡D OI{ THE FUND I NG OF THE II'lF AI¡D

IDA. THE US REPRESEIITAT I VES TOOK Â CONS I DERABLY ¡1ORE BULL ISH L I 1¡E

ON THT PROSPECTS FOR RECOVERY II¡ THE UNITED STATES AND ELSTì'HERE,
BUT T.HESE vlEl,lS 

""ERE GENERALLY ll0T SHARED 3Y OTHER COUIiTRtES cR 3y
THT IIEH YORK FINAI¡CIAL COI.II{UIIITY. A US INITIATIVÊ TO ËXA¡lIIIE A

NE.il tsORRO\{IiIG ARRANGEMENT FOR THE FUND lllAS ALSO RECE IVED VJITH

CAUTIOIt. THE INTERII{ COMM.ITTTE ASKED THE Ir.1F EXECUTIVE BOÂRD TO

ASSESS THE ADÊQUACY OF TXISTING ARRANGEMENTS TO DEAL \,JITH I{AJOR

sTRl.lils ll',i rHt INTER¡¡ATl0l¡AL Ftt¡A¡'rctAL sysrEt'i, BuT tr VtlÀs cLgAR
THÅT THEY DID NOT \,IAI¡T TH IS TO DELAY DEC Ig IO¡Jg ON THE OUCTA

RÊVIE\.J OR TO IMPLY A SIGIiIFICAIITLY LCI,15R OvSRALL QUOTÀ IIICRTASE.

g. APART FR0l.1 THE US, THERE I,/ÂS GENERAL C0NVERcEt¡CE T0t{ÀRDS A FtcURE
FOR THE 0U0TA INCREASE 'r,lTHlN A RAl,tGE 0F 5o TO 10C PtR CEI¡T.
THERE I4'AS ALSO GENERAL AGRELMENT THAT þ/ORK OII THE OUOTA REvIEhl SHOULD
BE ACCELERATED, SO THAT THE REüAIIùING ISSUES COULD BE RESOLVED

BY THE TIME OF THE COMMITTEEIS MEETI}¡G IN THE SPRIN6. THE US

GOVERI'¡OR ACCEPTED THAT THIS TIMESCALE SHOULD BE A REALISTIC AI¡.I
FOR BASIC DECISIOIIS ON THE QUOTA REVIEIú AND OI,¡ THEIR BORROt.III¡6

PROPOSAL.

9. THÊ MANAGIt¡G DIRECT0R AcAltt REPORTED THAT THERE \'tAS NOT THE

BROAD SUPPORT AI.IONG THE NEMEERSHIP REQUIRED FOR A FURTHER

ALLOCATION OF SDRS. THIS h,lAS REGRETTED BY HAIIY REPRESENTATIVES OF

DEVEL0P I NG CoUÎ'ITR tES , BUT THE ¡1A tN il,¡DUSTR tAL CoUtlTB lÊS HELD

TO THE IR V IEW THAT AN ALLOCAT IOI.¡ AT TH I S T IIlE COULD HAVE UNDES IRASLE
INFLATIOIIARY IMPLICATIOIIS. THERE I{AS GENERAL SUPPORT FOR THE

FUND'S CONTINUIIIG STUDY OF THE ROLE OF THE SDR.

10' i4ANY SPEAKERS 
'¡lELCOi4ED 

THE vERSATLLES INtTtATtVE ON tt¡TERNATt0ÌtAL
SURVEILLAIIgE. GOVERNORS OF THOSE COU¡ITRIÊS V/HOSE CURRENCIES MADE

UP THE SDR BASKET RECOT¡FIRI1ED TIìEIR COI4MITMENT TO THE EXERCISE. THE

14ANAG lt¡G D lREcr0R srREssED trs tMp0RTANcE s wH tLE Acr l0N N0\,, LAy
vr lrH ïHE MAJOR lNDusrR IAL cOUNTR tEs, THE FUND r¡touLD Ass tsT lN
BRINGING ABOUT THE DESIRIÐ CLOSER CONVERGEI{CE OF POLICIES. THE
FIRST MEETING BETUEEN THE 5 COUNTRIES AND THE MAIIAGING DIRECTOR

TOOK PLACE IN THE I4ÀRGIIIS OF THE AIII¡UAL MEETING, BUT NO PUSLIC
REPORT |rlAs MADE T0 THE MEMBERSHTP As A urH0LE. THERE h'As LTTTLE
MTì¡T ION IH THE PLENARY SESS ION OF THE JO II¡T STUiìY OF I I¡TERVENT ION

POLICY, BUT THE PROGRESS OF THIS STUDY I.'AS COI,¡SIDTRED SEPAPATELY

AT A I.ITIT I NG OF F I IIANCE 11Iil I STER OF THE SUMIl IT CCUIITR I ES.

11. il¡ SEPARATE MEETtilGS, THE tDA DEpUTtES RtpRESENTtNc uoN-US

DOIIORS AGREED TO RECOI4MEND TO THE IR GOVERNI{ENTS PROPOSALS

DÊS IGNED TO RÄ ISE ¡DA ' S COÎ-II'î ITI''IENT AUTHOII ITY IN FY34 TO A
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RESTR[ETED
RE'ASoNAELELEVEL,DESPITETHESPREADINooFTHEUSCOI¡TRtBUTI0N

T0tDA6ovERALoNGÉRPERIoDTHA¡i3YEARS.THESEDoNoRS}llLL
GENERALLY PAY (E ITHER IIITO A SPEC IAL ACCOUNT U ITH I1{ .tDÀ OR II'¡TO

A SPÊgIAL PARALLEL FUîID) AI'IOUIJTS EOUIVALENT TO ONE-THIRD OF THEIR

col.¡TRtSUTl0NsT0lDA6.ADJUST$EïITS\{EREr'iADETcTHESU¡4SPAYABLE
SYGERI.4AI{YANDTHEUKT0TAKEI¡IT0AccoUNTTHEUIIDULYHIGHLEVEL
0FTHEtRCCi¡TRlBUTlollsTOlDA6'IT}lAS'{GREEDALS0THAT
t,¡ÊGOTtr.TlolisF0RlDATSHOULDtsEGll¡lt¡t¡ovEMtsER'

12.t¡0GovER}ioRSoUGHTÂDlSCUSSlotloFTHEFUuÐtSRELATtoNSvlITH
SOUTHAFRIcA,þJHIcHTHEUIiGtI,iERALASSEMBLYHA}ASKEDSHoULDBE
PLÀcEÛ0llTliEAGEllDAoFTHEli[ETlÌiG.THlS\'jASALSoTHEFIRST
AlltlUAL t,¡.EETING FoR S0l4E YEARs l.T \,¡HlcH uE ÐlÐ t¡cT HAVE T0 DEvOTE

ÀGREATDEAL0FTIt.iET0THEQUËSTIoNWHETHERTHEPLoSHoULDBE
ALLoHEDToSÊND0BSERVERS.THEARAtscouNTRIESCLEARLYDIDNoT
IJANTT0DISTURBTHEHANDLtNGoFAy¡EETI|.¡GcHAIREDBYAIIARAB
G0vERttoR.BUTTHEIRAcQuIESCENCEvjASBoUGHTATTHEEXPENSE0FÀGAIN
HAvINGlio0BSERVERsoTHERTHANs\.,ITZERLAiID¡THEMAÎTERHAS.}I0TBEEN
PERMANEî¡TLY RESOLVED.

Fco PAss SAvING To ATHENS' EoNt¡, BRUssELs, coPENHAGEI{, DUBLII¡

LUXEHBoURG,PARts,ROME'THEHÀGuÉ'UKREPBRussELs,0TTAwA,T0KY0,
JEDDA, RIYADH, KU|'AlT, t4EXlc0 clrY' NEll DELHI', UKDEL 0EcD'

uKl'tISGENEVA'GANBERRA'UELLI}IGT0N,TELAvlv,PREToRlA,cGT0R0NT0'
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FROI{ I'KDEL IMT/ItsRD WASIITNGTON

TO ROUTTNE FCO SAVI]¡GR¿I*Y ñO+1+ 0F SEPtIIÍBER 29, 1981 À¡rD T0 üKDEL 0ECD,
UKREP BRUSSELS, UK'ÍIS GEtiE\¡A ¡l¿\D UIO,ÍIS NEI{ Y0RK

IMF: INTERIM COMMTÎTEE

1. ltre Incerln Ccr@l'tee heLd its seveo,teenth Eeellng 1n ilashlngtoa oo

26-27 Septeober. Ttre ueetlng was cb,alred by MacEachea (Caaada). The

Ctrancellor of the Exchequer, acco¡Bpatr1ed by the Goveroor of ehe Bank of Eagland

and Slr Kenneth Couze¡s, represeoÈed Ehe üolted Kingdon.

lforld Ecoaooic O¡rËLook

?. ltre l{anagiag Dlrector opeaed the dlscusslou, spe¡king to IG{S/Doc. /8L/L5.

Despf.te coÊËLaulûg dlfflculties, there erere soue eacouraglng slgns. It ¡¡as

cnrciaJ. chat the Ladustrlal cor¡¡triest efforts to cooÈrol fnflatloa should aot be

relaxed. Pre'n¡tutre Etlm¡lacl.on of domestlc de'¡¡vrd ¡¡ou1d eaca{L greater ecououl.c

and soclal hardsbíp ln the oedluu cern. A co'npreheusive, 1nÈegrated polley

approach was- required. llre developing cor¡strles sbould also r¡adertake stroag

a¡ijustneat Beaaures. Coupreheaslve adjustì¡elrt pollcJ.es in indr¡strtel and

derzeloplug cor.rntrLes could pave the uay for an foproved world econoulc outlook

by the secoad half of thå Aeca¿e. This r¡ould require sËrengtheûed internaÈioaaJ.

cooperatj.oE. ProtEctloaist pressures had co be resisced.

3. The Chaacellor delivered ihe agreed staÈement ori behalf of che European
factor

Comr¡alties. Oae / which o¿de a resumpclon of non-inflaclooarT grolrth

aore d1ff1cule for Coucur¡sj.Èy ccuûErles r¿as the high level aad volatlliry of

lacerest ratês and :heir Lapllcacloas for exchaoge rates. Peaks tn üS Lnceresc

rates had led to b,igher interest rates 1¡ a nr:¡ber of oeober count:ies Èi:an qras

generally '¿ar=anÈed by purely d,ooesti.c consideratloos. The Comr.rnlty tboughE il

;
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nas essentlal to i-u,teusify Che d,lalogue on Ehege datters ' Ee drer¡ atten

Èo the conrnuuityrs efforts to alleviate che serlous probleos of ooa-oil LDCs

1a the arees of trade, prlvate d.Írect lavestment and ODA' Ttre Elgbth Quota

Revles should be fnpleoented r¡lthout delay. If addltlonal Fr¡nd borrowiag was

requlred, Èhe coonu¡1ty hoped arraagesents could be oade lr'Lth cot¡nËrles fn

sttolrg bala¡ce of payueots posftlons. ltre E:<ecutlve Board nlght rish Co

exalûe Che role of the SDR |¡ curreût1y f oreseeable clrcumsc¿aces '

4. Van Lennep (OECD) said, the OEGÐ Secretarlac's forecâsts for Ebe next

12 nonths vrere sÍntlar to those of the Fr¡nd' oECD aenbers had to soldler

oa wltb resttictlve pollcles before aoy real lmprovemeuÈ could be oçecÈed'

The scope for devlaÈlou, eiEher way, frou che preseat staûce of flscal and

Ec,oetat;:r polfcles ltes vet? Il¡¡íted. Tlhe seenlngly irnposslble but esseBtlal

task of govern¡lefits wes ¡o flad, lhe rlghË' coubfnatloa of fir¡oness and f1ex1b111¡y'

Govenneo.Ès sbould use e balanced coobroatlon of all available pol'ey lnstrunents,

facludtng redr¡ctions 1n publie expendlEr¿re and a wage/price dlalogue w-l¡h

enployers and ¿rade r:nioas. They should also tty to balance short and long Eer:n

obJectlves, llere rlas ûo slople cure for Che dlstortj'ng effects of rmusually

largeexehangerateflr¡ctuetloûs.Govemeocshadtoal.oforchenlddlegrouud

bet¡¡een r:nduly rigld ¡nzl r¡nduly volatile exchange rat'es ' the achiever¡esC of

gteater coordiaaEi@ ia policyuakíng was the oajor challenge faclng Che Fund'

5.Virata(Ph111pp1¡es),épeakingaschainn¿BoftheG-zt+,saldt,hesolutloo

Eo the'¡orld's ecoooulC problcçrc did not lie in Protectloa' excessive doses of

Doaetery restrai¡¡ or adjustmeot on Che part of deficit couacrles alone' Longer

Èernstruccuralad,Justment,wasEherespoasiblli¿yofal]-corraE'ries.PoliclesoD'

Ehese lÍ¡es should. be supported by íateraatloaaj. fioancial lnstitutious ¡¡hose :

Ehe - ':

lead,log coodiÈloos sbould take full accoun. oefãrc,rnstasces of indivldr¡al couatries'

c\J-
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Greater iûtelÉatlooal cooperatJ-oo, and policical ,¡LLl could helP to restore Ehe

world ecoûorq - -^ -^1rça

6.Regaa(US)saldthatcoafldeacel¡¿heabilicyofgover.noeûtsEosolve

econoale probrens had been eroded. rf governl.e'rs' lnclud'íag the us' could

oalnt¿ia¡helreût,i-lûfla¿looarypoliciesoÉesteadyeoursesoueofcbat

coafldeaee ulgtrt be restored. rc r¡ould trot be easy to elisinate the oaJor \

i¡balances which had bullt up over the past decade. T'rere lreÍe trro *¡ndaseatal

ressoas to be d,rat¡a froa the receat past. Fr'rstr gover'Beoc stLnulaÈioo of

domestlc .eo¿od stloulated, '¡flatioo 
e¡d stifled growth. Second' goveæoeÊt

restric¡'0as dr,stOrted regor¡rce . all0catioas and reduced che isceatrlves f or savl¡g

a¡.d' l¡vestÐeûtr' For the fueure' the US wor¡'lô eostinue its efforts to reduce

che fr.scal defrcit, the Feðera-r Reseñre Board wor¡ld Eot reverse i¡s Preseo't

EoaetalTstãÍceaodcheAd¡l¡istratloawouldo¿keeveryatÈemPttoreslst

dooestle protectloaist Pressures'

7.l{ayekaraCJ.apa,n)salddeep-rootedfof].atlouaryexpectaÈioasaadn¿rketb¿ ' 
' ao alternatlve co che ffi:a oaintesaace

rlgldttles sould/trard to erase' there r¡as

of aati-raflatloaa:ry porlcies. ïfeasures Eo pro'ote structural adJustment should

helptosolver:oenployueaE'i.BcheoediumterD.Plocecllonlstbartlerscould

oalv delay the aecessarT ad'ju"*tl"Ir".låooo-ot1 tDCs 

l"U 
to rely oo their

cmm adjusr'e't efforts as well ,"-/trã rn¿i¡suiar cor¡ntrles, oil exporters and

fsre'oariooar f¡srrruÈ1oÉs., Ee oucl1¡ed receoÈ developueat".Ë tnt_j::åi'

econcrBy,stress{',grhatÈheaut,horitiesweter:nclearhol,toag,/curen4surplus

II
I

'¡ould cootlaue'

8. Delors CFra¡,ce) boped chag, the Ca¡cr:n Su¡E1E and ghe global aegotiatloas

sould lead Èo coactet e neasures t¡-!¡houu creatlag aeq¡ bureauclatic sttl;¡ctureg '

the rlse ln laterest lates a¡d che er¡atic aoveoeocs in che doLlar rere c'he

; egulvalest of a ¡hird oil shock' Thls had had estreoery serious coÉsequeûces

€or ¿he aoa-oll LDCs wbo were caughc i-o a vicious circle' '{1d Elor¡s co these

3
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cor¡attLes had to be used f or debC serrJ.eiag rather Ehaa aew investmeoE ' Fr:nd

sur¡¡elLlance had Èo be eveoly applled and a1l forus of protectionlsa disman¡led

Íhe rlse Ía r:neoplo]Treot 1s industrlal couneries had eroded ¡he esseûtial values

oo which t¡¡estero gtolrth 'and prosperity had beea based. Ttre Freach GoverraneoE

had therefore changed the balaace of cheir Pollcy whíle recogaislng the rlsks

Lcvolved. Additloaal publlc uçeadlture ras posslble as a ts¡Por¿ry Beasure

¡¡hich
is Fraoce/had æe of the lowest budget d.ef iclts amorg lndustrial cor:ntries '

Fr¡nd cooditloaallty Ehould, co¡rtlnue eo be admLuLstered oa Èhe sa¡e lines as

aË preseût. Closer cooperaÈ1oa ¿rDoog lndustrlal cor.ntrles Èo reduced r:aJustifled

exchange rate flucÈuatLoos w¡rs¡ esseotlal. Ee lras noÈ advocaÈ1ag a retua_ ' 
.-

to flxed exchenge rateá raÈber a return to Èhe splriC of BreCtoo r¡Ioods{'ts-

9. The Cl¡a¡eellor, speakfog oa behalf of the Ualted' Klogdoa''Said he shared

the geaeral coccera about Ehe prospeet' of hlgh r:nenployoeaC and low grcrwth'

But the ¡o¿iotenaace of fL¡a pollcies ln iadustrial cor:acrles Eo reduee inflatloa

Î'es essentlêl to creåte che coudltloas for sustalned recovery' Ttre oçerleace

of the IIK, where inflatloo a¡d sfüucÈural rigldtrÍes srere deeP-roo¡ed, shosed

Ch¿C such polleles lfere cnrcf.ally secessary' Ttre bigh level of intema¡ioual

lntereEt raÈes asd che related fluctuatloas fn exchange raÈes eophasised ¡he

seed for sustalned pursuit of steady BoaeÈêry policies supported by

fltu coatrol of budget deficfEs. Thls would require Patieûce and oerr¡e'

It was as dlEf,lcul¡ for a sophisCicated developed countly to get its perfontraace

rlghC and ga{n ¡he coafidesce of Che oarket as it '¡as for developing couûErLes

to corlply l/'riEh the l,ead,j¡g condj.tj.oas of the ls¡ernatioû'al fiaancial isstltuELons'

Developed and, developisg couaErles faced, the lnescapable need to adjust, however

sEål1 Ebe rocrm fOr oanoeuvre. I'he alternaÈ1ve of not adjustlag would be far "

rrorse for developisg eor:nÈries. Fir¡¡ condl¡1oaality, seaslbly afid seasfÈlvely

applied, was tberefora esseatial.'

Ito.
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lo.Andreatta(Italy)\fascotceraedaboutthehighlevelofUSiaEerestrates.

Isdustrial cor¡ocrles should cooperate Eo eosure erchange oarket stabÍllty

A reversal'of tbe receut sharp appreclaclou of the dollar could ioprove. growth

coadltloûs outslde the US. l1le hlgh coacenEraEloB of curtenÈ âccouût' deficits

and exte:¡al debt oo a so¿ll group of large LDCs l¡as a cause of coocera'

lbe interaatlosal capltal r"¡rkets had coped adequately so far but Èhere lfas Bo

rooa for eouplaceacy. I¡creased, prud,eotla.L supe:rrisioa of l¡teraatiooal lending

lras esseotlal, partlcLlasly la view of ¡he hígb level of intematlonal interest

retes l¡hlch added Èo the debt serr¡1ce burdeo of borrowlog countries. Van Der Scee

(Netherla¡ds) agreed, trlÈh Èhe l{anaglng Director Ehet Pr€oåture reflatlon would

lead ¡o higher une4loyneat. Even ehe ¡ore cautious proJ ections of Èhe Fund

ulgbc be coasldered opt{nrstlc, glvea tbe high budgec deficies í'a oany lûdustrlal
the

couûtries, couÈLruiag exchæge rate uncertajrlcies a¡d/hi.gh leveL of f¡teruaÈioual

fnterest rates. supply side me¿sures had so far beee implemeated more cor¡rageously

!"a Japan and ¡be Ual¡ed States thao elsewhere. A reaewed counÉtueat' to e

þ¿l¿sqsln{? of polf.cles was required. Ee eres coBceraed by Èhe aPParest r¡srrill;LagaesE

of soue developed cormtlleg to Pt¡tsue pollcles whlch r¡ould Pro8ote 1¡te:¡atloo¿l

developoent.

11. $ordal (Icelaod) thought that greater enphasls oB flscal pol1cy' fnvestaesc

i¡ceotives and eûergy cofrgerl/aÈloa could PfotroËe enploy'oeat a¡'d reduce exchange

rate asd, interesc rate. fluctuaÈloas which were patticularly ha::uful for snall¿r

open ecoûoules. I',he oaj or cu:rieocy couatries should inprove ghe u¿ch1aery f or

cooperatj.on aad, coasultatl,os. ProCeclioa wes the least efflcieat way of Cackling

ecosoule problems. Brt¡toa (Irelaod) thooght ¡he industrial cor¡ntries had respooded

oore effectively to the secoad oil shock thaa Eo Cbe flrst' årijustneoC polLcies

had to pay Cue regald to r:aernploy3ent as couatrles could Bot aflord a substaût1al

lraste of hr¡¡¿n resources. Fully coopJ.eneacary f lscal aod o¡oaetary polJ'eles were

esse'Efal. Gover¡meûts had Eo coøm¡nicace ¡heit policles effeetLvely to che

¿ /geaeral
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geueral publlc. Vandeputte (Belgir.rn) saw a aeed

chaoges ln developed and developlag countties.

for ¡¡tde-raugfng structural

A self-defeatlng cotrpetlÈive
drlve for adJusÈEenÈ had to be avolded at all costs. a cooperatÍve approach
to adJustae.c would estal'1 efflcienc energy coaseryat1otr, stable eriergy prlees,
Erade l1beral1satÍoa and more effectlve Fr¡¡d sur¡e1lla¡ce co oaitrtaJ-u ord,erly
o¿rket coaditloas.

u' vt¡ata, speak{¡g oa behalf of h1s eonstltueacy, said, the slze of fiscal
deflcits 1s the oaJor {náqst¡{¿l eor¡nÈrles vres a cause of serlous coo,cer'.
Prc"'ature reflatloo cor¡ld ooÈ lead, a""*tf"o grooran or a lastlog fa1l in
unenployaes't' AdjusÈ-trÁut lras Eot uerely a prescrlptlon for LDCs. l{lsapplled
adJustueat po11c1'es fn developed couotrles courd have adverse eou,sequeaces for
IÐcs' tNegatÍverf adJustaeat in the form of protectlou had, to be avoided,.
arvarez Rendueles (sparn) argued for a better cooblnatÍoa of adJusruent pollcles
in f¡dustrLal cor¡aÈrles- rocoues policies could be a useful supplenenÈ to
tradftioüal den¡¡d rnåaagete!,c Deå,sures. rhe priorf Èy task for the Fund, was

co reduce e.rcesslve exchange rate fluctuatious.
13' Al-Quralsbi (saudi Arabfa) sald saud,f A¡abia would conrlnue ro do trs
uÈ0ost 1n ics productlou, pr1clag, ald, and lavestuent policles to fac{Lltate
tbe process of adJustaeot and recyclf.ag. itll councrles had, to 

'nd,ertake loug
Èeru stnrctural adJus@eats, Partlcularly lad,ustrial cor¡ntrtes. Tire Fr¡ad,

¡t¡d the iüorld Bank should be prepared, to provide ad,equate finance !o cor,"ìtries
t¡hlch r¡ndertook Èhe oecessarT adjustmest Eeasures. l{ang (chrna¡ sald st¡engtheaed,
lntenatloual cooperatlon was &nportrnt for world peace aad securlty. Developueuts
ln l¡dust¡ial coutÈrles had caused -¡-lr of the problerns which L)cs oor¡ faced.
Îlre subordi¡ate posltloa of LDCs hind,ered Eheir rescruccu.rng efforts. 1'tre

establlsh¡næt of a nes lntenratlonal ecoaoni c ord,er r¡as a precoaditioo eor spåäarng
up the ¡¡orld developuent Process. Developed cormtries should, avold shortsighced

b
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cuts 1s aid a¡d coBErlbutloas Eo iateraatloaal flnancial J"stlEutloas'

L4. Venkataraman (Iad,1a) EeÍd the problensfaclng ooa-oil LDCs had beeo

exacerbated by olsgUlded moaetarisa is lqdustrial countries' undue aad

unwarranted restralnts oo the actlvities of the rnultllateral losti¡utloas

and stagaånt aid flo!¡s. tt¡e noo-oll LDCs accePted the aeed for adjustnenC

but slzeable balance of Pay¡Ûeû,Ès fioaaclug was requlred lo the short Eeñ¡'

The lnEer.aatlon¿l tastltutlons should aoC be relegated to a residual role

at Èhis crl¿leal Jr:ncture. saleh (Iadooesla) hoped che lnduserlal counErles

would rely oa stloBger pollcies-follow'lng the eraaple of Japaa-rather EhaB

good luck to acbieve becter gtotrth rates. ltre Fr¡od should play a Eore forceful

role in eacouraglag haruonl-sed' po11c1"" -::å"fiä:ttal cor¡nÈries' Àl-NaJafl

(Iraq) urged indust¡1al couatrles to ad,opt / fiscal and Bsoetary poLicies

comblned "-lth supply slde neasures Ë,o lmprove ecoao¡nlc efflcieacy. protectiooist

ba¡=1ers shourd be reduced. Low f¡cooe LDCs r¡ere heavrly dependeat on ald flows

ldrlch Ebould be lncreased'

15. Galveas (Braz11) ooted that che hlghergrovchsceoarlos of the Fr:nd staff

courd. be acblened ooly rf rhe o11 erporters folloçed stable prf.elng polleies

aad r¡dust'.lar cor'Èr1es r:sd.ertook structurel adJustmeacs and stepped up aid flotrs'

Il¡e rmlrllllogness of d,eveloped ccr:ntries to Pursue pollcies supportlve of

i¡cernatlonal d,evelopoeat,was worrylag. Publlc expeaditute cuts in developed

co'xrtliesshouldnotentaiJ.areductloBlntheircoat:lbutionÈoloce¡aatlooa!

fi¡anciar organlzatloos. slgaut (A¡geocina) æphasised rhat hi'gh real iaterest

ratês severely inpaired, the ability of d,evelopiog couûEries to flnaoce ¡beir

deficl,¡s or plao abead. Ttre costs of adjusærea'ts ought to be distribuced

equlcably betrreec developed and develoPhg cor'¡ntries ' Access ¡o industrfal

cou¡rEryaarkecsr¡asvltallflDCsl,erecoexplolttheircouparauiveadvancage.Tlre

Fr¡nd's sun¡ei]jlaace a¡d, fi-naac1'ng roles should be sCepped uP' ){degl'ra (Ke¡ya)

/htghllghted
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highllghted the adverse fopact of resrrlctlvepolicles fn industrial coua

oa e:cPott Slowth 1n LDCs. lae LDCs had, beeu Eorced to draw doqm thei.r r
Èhe

and sharply reduce/gro'rth 1o their iaports, a flexlble, gradual approach by
cbe Fr¡nd ¡¡ould allow cor¡atrLes e reasooable ÈÍne for adJustnent rriEhouÈ causing
social upheavals. Aoufi (Algerla) and S¡-br¡a (Zaire) called for a balaoced
pollcy rn{r !s industrlal countrLes.

Fund pollc ies

(r) SDR allocat foa in the fourth baslc pertod

16' Ttre !{anaglng Dlrector brlefly out11ned, the d,Lfferen¡ vlews eçressed iu.,:-?ì-,.

thä ExecuÈfve Bo¿rd 1a august- lbe dlscusElon which followed sho¡¡ed, Èhat these
df'ffereu'ces ro'noiaed. speakers fro¡r the uaJor fndustrlal cor¡nt¡ies thought
the¡e lt€ts no casê f':¡r aes allocatlons La presenË citrcr¡msÈa-ces. Regan argued.

@'hataaa].1ocatiorratatl.Beofexcesswor1d1iqu1dityl¡ou1d
cottrast sbarply lrlÈh douestlc efforts to control i¡flatloa. Mayekawa

satd Èhe lupact of a¡ arlocation ou fnflatloue¡T expecÈat1otrs could. D,ot be
thelgoored. The obJective of naklng Èbe SDR/prlncipal reserve asset should be

carefully str¡dfed.tÊ the sÞR r.iere nad,e uore attracti.ve, co,,ntrles uighc be
rnduced to hold Eore. schulna¡o (Gernany) said a need, to suppleaenÈ globel
llquldiry r¡nder ¡he A¡ticles had Eot beeû establlshed,. the tine wes aot rlght
for oew allocatlons t¡hlch would, casÈ doubËs on nenberst antl-int-latloaary pollcles
the chancellor r:nderlined his support for the obJectlve of nakiag the sDR

Ehe prlaelpal reser¡¡e asset and, r¿elcsaed recenË steps Eo iucrease iÈs usefulness.
But he shared ¡he doubcs about che case for an allocaclon ia Freseot
c1¡cr'¡ost:¡ces. Any 'llsgaÈioo, evea a srrr.l-L oÊe, could, risk givlng the lrrong

slg¡'al aad r¡oderui¡e Ehe enphasis oa ad,justaeac. Extra liquidicy, if aeedêdr.-
should' be prw1d,ed, subject to approprtaÈe coadleioas. The Fuad, could, perhaps

reex¡-iae Èhe quescloo but it t¿ould not be seasible Eo set a dead,l.lne çrhlch

t¡ould Pre-enPt fucure dfscusslons. Eoçra¡d (Australl.a) saíd his constitueucy
was divlded but he reoained to be coovlaced chat chera was a o,eed for new

?
UNCI.ASSIFTED

/allocatioos





qßr

UNCI.ASSIFIE¡

allocatloas aE preseat

L7. Speakers froo other developed couaÈries srere !ûore sytpathetic ¿o Èhe case

f,or new a1locaÈ1oas. Va¡r der SCee sald a aegaclve declsloo r¿ould be llloglcal

Ihe t{etherlands farroured a ¡oodest allocatlou r¡hlle oEhers lo bis constltueficy
be

supported larger ¿raounts. À way out of the Lopasse would /to exteod the tb:lrd

basic perlod a¡d coatl¡ue the preseat rate of allocatlou for a further tilo years.

A¡rdreattâ suppotted tbJ.s proposal and also fel¡ the roLe of the SDR'should be

re-exæi¿ed, and consid,eratÍon giveû to a fully SDR-based fi¡¡d. VandeputÈe

sr¡pported oodest allocatlous of SDR 4-6 btllion per âñíum. The Fr¡nd should use

ÍÈs power to allocate SDRs aore flexibly and, periraps coasider ¿tn allocatloo to
rìt. a0¡r¡h. h qa. rr,'\¡ l*vrcrlzt ftcur*t?

belp finaace ordi¡ary drarrings subJect Èo approprlate coudl.tlooallty. lbfs

would, eçrh¡rrss the SÐRts role and lnteglaÈe Èhe Fr:ndts fln¿acing rlndows. Nordal

favoured a uodest allocatlou and a basic perlod of less tha¡ flve years. BruEoa

thought t6ere was ao coapelllng aeed to suppleoeût lntel:aaÈ1oaal llquidlty but

could, snpport a uodest allocatj.oa desigaed to eohaace the SDR as Èhe priaclpal

;ese!'!re ¿u¡set.

18. Speakers frcol developfng cor:atrles rehearsed, f¡ailla¡' argraents La support

of an a't1ocatloa. Al-Quralsh! supported uodest allocatloas, arguÍng that a

fallure to contlaue alloc¿tl.ons would lnpIy a setback for the SDR's role as an

f.rnportaat reserve asset.. lhe lnf lationary lnpact, of a ¡¡odest allocatfon t¿ould

be oarglnal. lfang descrlbed sew allocatlotrs as loglcal and necessary.

Veûká,!år¡rn¡rr favoured "subsÈantlal" allocatíons, perticularly as 1o¡r iacoue

cou¡rÈtles dld, aot have åccess Eo cepiial aarkets. Àoufi l¡aated aLlocations of

SDR 12 blalioo per âûEro. Al-Najafi said a posiclve and sigaificant allocatioa

r¡ould be coasisceat, wirh Ehe -{rticles. Ndegwa argued thaË ehe ¡tå 
"orrfd 

aoc
:.

'backtrack" oa tbe SDR, Sa¡sbr¡a supported aa allocatloa of sufflcieat atloults to

resÈcre che relatlve lnportêoce of SDRs 1¡, i¡Ëe¡aaEloo,el resen¡es

19. Galveas sald new allocacloo,s nere necessary tc restore Èhe balauce betqreea

t-t^t ,1
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condlclon^al a¡d uococdlÈ1oaal llquldity 1a the Fr:ad. Sigaut said a decislon

Bot to ¿lIoca¡e would lnply the Fr:nd was givlng up orr the SDR. He was

flexlble about posslble â"rou¡,ts and ¿he leagth of the basic perlod. Saleh

felt lc was foportaD.E Èo base Êhe lnte::aatioual monetar7 systeE oû an lng

nan¿ged reseñre lasÈrunest. A zeto allocatloo would vtolate the splr1t of

Artlcle VIII 7. Alvarez Reodueles said lt ¡¡as necessery to hal¡ the relative

decllae 1n tbe SDR! s share ln lnte::natlooa]. resentes.

(i1) Fr-¡¡.d's llquldity posltioa aod flnanc ins

20. lbe l{anaglng Director outllned develop!ûeaÈs r¡nder tbe ealarged access

pollcy. Furtber borrorrl¡g olght be requlred !f avallable resot¡rces proved "''

{ncufflcleat. The Fr¡nd had an Loportant role as lender of last resort a¡d

reposltorT of a sJ.galffcant proportioa of memberst tresetnres. Its useable

assets b¿d therefore to be naÍrcaj¡,ed ac a level whl,ch gave conffdeace in the

Fundts abfllty Èo respoad to sudden shoclcs.

ZL. Regao sald the Fuud's llqudlty should be kept r:¡der careful revlaw lrlth

pertfcular regard to borrorrers' w-llllngaess to adopt appropriate adJustmeat

Eeasures. Tbe Fr¡ndts curreot aad prospective llquldlty did no¡ lretrant additlonal

borrorlng at ÈhLE tine. $sþglnann agreed the Fr¡od's l1quÍ<iiry posltloa was

cqofort¿ble. If addl¡ioual borrow'lag e¡as required, the Fr.¡nd should uake offlcl¡l

btlateral arr€rageuerrts. Tte need to Eap prlvate ¡oarkecs Ìras noc es¡ablfshed.

SCrlct adhere¡ce to conditionallty r¡ould e¡rable Ehe Ft¡nd Eo husbaod scarce

resources. l{ayekaw¿ supported furtber elforts Eo borrow froa surplus ¡oeobers.

Recourse to Èhe private oarkecs should be avoided ualess truly Íadispeosable.

Tþe Clraace|Lor also f elt that the Fr¡nd's liquj.dity posltioa should be kepc under

careful review. Ee hoped uore uembers 1n a posicioo co do so t¡ould feel able.r,

co lead Eo the Fr:nd. l.ltrlJ.e recognlzlog that the Fund's role as a eocdlÈ1oaa1

lender rested oa che aoral. autboriry bestoeted, by lcs cooPeraÈ1ve quota base,

be was aot agalasr ¡¡arket borrowi¡g 1f rhere ltas a Èesporary gaP to be brldged. 
..

Sucb bortowlng aeed aoÈ change the Fr:¡drs character.

io /22'
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22' Eo¡rard s¿nt n'o cause for coacerq at Ehe preseat. ¡rddr.tlonal borrovrlog
should be froo offlclal sources to the oa..crur.¡m extent posslble. vaa der stee
regarded the llquidlty posltlon as d,isqu-i.er{qg buc rhoughr uarket borrowiag was
¡'ót a solutloa a¡d' wor¡ld ouly be acceptabl"lf*¿ r¡hen absorutely necessary.
lbe Frm'd sbould flrst corrnJrre the coasegue'ces for lts quasf ceutral baok
ch'racter' futrrre quoËa l¡creases *å)1""a of uslag Fr¡¡¡d, resources. Borrowlng
guidellnes were û'ecessat7. v¡ndeputte sald, the Fr:nd should, try to .borrow 

oa
coucesslonal tens and go flrst to offlcial borrowers.
23' Bn¡ton thought ËeoPorary borrorrlng unavoídable. AIL possible sources,
lacludlng Èhe prívate oarkets, should be explored. The Fr¡nd should go to the
narkets ttlf necessarÏ" as a't excepÈloaal measure. Borrortng guldeliaes nlght
be corr¡'te4roductlve a¡id glve rcoug signals to the oarkets. Andreatta had
a stlo.g prefereo'ce for offlcfar borrovrrng bur, if lnsufrr"r"Jñ*d shourd
have che fledblllty for leaporery recourse to Ehe prlvate narkets. Nord,al
agreed.

Kn¿r* un¡ !24. al tq¿
È at.l' countr{es !û'ith slzeable resernTes should lecd to

the Fr:nd' 1o facilltate chls, the Fund, shorrld, lay ouÈ a clear borrowlag
pollcy' I{aag boped f{a¡ng{ally capable countrles would, lend to Èhe Fr:nd. a
'rprudenttt approach to ebe narkee r¡ou1d be consistent *:ith the Fr¡ad,rs inter-
goverErneûEel cooperaÈlve Bature. alva¡ee Read,ueles eras ooc coacenred by the
prospectlvE f{n-rg{sg gep oa a ccromitmenÈ basis as disburseuenËs were, in his
view' ouch more relepant. veakacar*n'ñ said all possibla aveo.ues shou-ld be
e:rpl0red ¡6 fj¡^nse Ëbe porlcy of -"la¡ged, access. rf Írecessary, the Fr¡nd,

should go Eo che oarkets. saleb lras Bot opposed to ¡rarkec borrowlag-rrith
approprlace safeguards-if the ueed arose. Sigauc supported aarket bor_owiat..
if offlcial borror¡fag was itad,equate. Tt¡e Fuod should go early Eo the narkecs

r(
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Èo get the best posslble ÈerBs. AI1 f¡te::a¿l, flexlble borro¡¡'i¡g ce1l1ng

expressed ln tems of, quotas would be souad flnanclal Practlce.

(iü) Elehth ta Revlew

?5. ltre Èfanaglng Dlrector troted Ehat sooe progress had been, urade la ioprovlag

data aod sJ.aptlS.ag the formulae. Ee nlght be is a positi.oa to Preseot, a fuLler

report ln Eelsiulc,l.

26. Several speakers, locludfag Al-QuraÍshi, Andreatta aad lJang Èhought the

Eightb Quota Revíe¡¡ should be speeded up. An l¡terin equl-proportLoûa1 l¡crease

f.n oae fonr or another lras supported by Vandeputte, VenkaEar¡¡r¡n aod Sfgaut.

l{ayekawa ¡n¿l vaJ¡ der Stee enphasised the lnportance of approPrlate selecÈ1ve

l¡creases r¡blch would, they argued, beûåH. the Fr¡ndrs llquJ.dity.

27. Regan tbought Èhe revler sbould be coopleÈed oa schedule. Ttre Ctrancellor

sa¡r no lntrinsle uerlt 1n a trro-stage approach. Ee doubted wheÈher ie would 
.¿

speed up Èhe revles as each stage lrould require natlonal leglslatlon. Ëe agreed

the revler¡ should be fr¡nda¡neatal. the asooalies la the fomulae had to be

tackled c--efully lf neobers lrere Èo have coaf ldeace 1a the Fr:¡d,'s calculatloas

as a startlng pofu,t. Selectlve adJusrneocs should be orderly and evæhanded.

ll¡e revielr should c'otr be delayed but 1c nighe be dlfflcult to aceeleraÈe progless

greatly.

28. Virtually al.l speakers fror developlng couatdes called for a substancj.al

overall Lncrease. ventatarar^"i7tï" o."¿ for thJ.s sras self-evideoc. the varj.ables

and their respectlve weights in the formtrlae should, be re-e.xamloed to achieve

a proper balaace betreeo the ability to contribute a¡d the need io draw f¡cla the

Fr:nd. A povert¡ iodex based ou per capita iaccue should be included. AoufL

also favoured revised fo¡aulae a¡¡d thought voti¡tg poeter should be reviewed t¡ith

an Lacre¿se La the ar¡ober of baslc votes oue possibítlry. ÀL-Najafi said a

better bala¡ce be¡weea developed a¡d developiag couuÈríest quoÈa shares would

streogthea the Fr:¡drs role. Àlvarez ReudueJ,es hoped Èhe revlaw'¡ouJ,d resul-. l¡

ra 
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greater LDC partlcipatloa Ín the Fund.

(rv¡ e/ tseaÈ activi¡

Zg. Ttre ì{aoagi.ng Dlrector defeoded/coodiElooality. lhe Fr'rnd had provlded

effectlve assistance to a nr¡mber of ueobers. I{lÈlrout chis asslstancer several

cor¡ntrles would have rlsked flnaacial colJ.apse. the Fuad was "tota11y comltted"
fo

to the need for co¡dÍtloaallty a¡d the goal of helping ueobers/reduce Eheir

deficl¡s to sus¡aLsabte levels. Fr¡nd resources had provlded the l"opetus for

adoPtlag polltlcally dlfftculc measures and had oftes provd the catalyst for

other flnaaclal flo¡s. Fund prog!¿¡lones had oot always succeeded but had in nost

cases ¡oad,e a Eubstaotial coatrlbutloa to adjustne:rt. 0u surtelllance, he
the

thought 1È esseatlal to keep/worLd trade and palmentg systen free of restrLctloûs.

All couaErles, pertlcularly ladustrial cor¡ûtrtes, had to foLlow appropriate

exchange rate polle1es. the Fr¡nd could play a trore actlve role !E meubers

!¡'lshed iÈ to. Dlscreet coasultatj.ous, on Ehe basfs of established procedures,

could, lead to a better und,e¡standi.ng of the fDter-relatloa betl¡ee¡r domestlc

and extenral policles and the llnks betîree!, diffe¡eat oenbersr pollcles, perhaps

helpJ.ng to reduce excbange rate volatllity.

30. Regaa satd the tS bed always beeo a stto¡rg suPPorter of tbe Fund a¡d would

¡øn¡{s so r.¡nd,er theReagaaAdoi¡istratlou. Ttre Fuad could fulfl-ll several c¡iÈl'cal

fr:¡ctioas. IB lÈs su:¡¡elllaoce actlvitles, ic could eBsure thag cor¡¡tries

did, oot nanipulate exchasge rates. Lt could act as a foruo' for consulEatfoas

or tralional ecoao¡¿ic aod fl¡aocial policies. IE could provide EetrPorary balance

of papents f1¡a¡ce subjecE Eo aPProprlaEe coodlelons. IE could :ooaitor t¡orld

llqul.dlty developoeots a¡d supplenen¡ or restlict Èhe supply of inCeruatiosal

liqui.dlty s¡ben oecessary. IÈ should, *çand Eechnlcal assista¡ce Eo i'nprove th.e

impleoeatetlon of adjustaent policies. Noae of Ehese fr:actlons should be

aeglected nor should the Fr¡nd over-extend iCself j¡r a¡y oûe area. ?r¡nd

/condlciooalitY
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cot¡ditioaal.lty should be based oa certal¡r defi¡,Íte prlnclples. Meobers

o¿ke everT effort to adJust ear1y. The Fr:nd should Eake accouat of a üo-ber'

P¿l¡tÈ cooPeratlon aad prevÍous t¡se of Fuad resources. Fr¡nd asststance should

s

be provlded oaly whea Ehere 'eras a clear balaace of payuents aeed.. A sustala¿ble

balance of payneats positlon should be che overrLdÍng obJectlve for al1 Fr¡nd

prograuE¡es. EHF progrâÍ"nes should lnclude slgolflcant stluctural polÍcies,
rate

steps to trade llberallsatloc and more opeu exchange/ sfstcrns, an'd nore flexlble
domestlc prlclag policles

31. lhe Chascellor selcooed the reoewed eophasis oa the Fundrs sur..relllasce

trole. The Fr¡nd was unlquely placed to take e suprañâtion¿l viesr of dooesclc

pollcles. Its Powers were aecessarlly U'nited, but lt could glve valuable

advice oB tbe approprlateoess of exchaage raÈe levels. Ît¡ere lras Bo need, for
aew procedures. Exlstlng procedures could be used oore 1¡teaslvely-trlth

discretlou and s¿¡E-{s a broader internatloaal coutext. Vaa der Stee elso

favoured flerlble fnpleneutatioo of exlsti¡g procedures together v¡.ith rore

ectlve use of {afs¡¡¿! ¡n¿l tsw key speelal coasulÈatloæ. Nordal f¿voured a

strengcheaed role for erenhaoded Fr¡nd sun¡eillance. Exlstlag procedures cor¡ld,

be used aore actlvely lo ensure Ehat Èhe exchaage rate policles of oaJor

cor:ûtrles were ia li¡e w1¡h che Fr¡nd t s guidelines. Bn¡tou sald the Fr¡nd could

help Èo Í^nprove r¡nderstandlng of the exchange rate's role ia the adjusÈEeaÈ

Process

32. Fer speakers from developlag couatrles referred directly to sur¡¡ei.llaace

but those ehat dld, aotably Al-Najafi and .trlvarez Reodueles, eophasised rhat

sr¡n¡elllance should þ¿ s\terthended and should f ocus on reserlre curreacy couacries.

Several speakers froo this group r¡nderlined che need for fle.xible condirlonalicy.

VenkaÈar¡-e4 aad $¡rnhe¡¿ urged the Fr¡nd Èo llove away froo lts Ëradi.tional

e-'rcLusive focus oa short-Èera stabillsatioo.

rh
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33. 0ther

(i) lhe Þfanagiag Dlrector told the Co¡¡olttee that the SFF SubsJ.dy .tccor:at

had so far recelved, eontrlbutloas of SDR 25 rni.llioa fro¡r eÍght 
"o,-rr'Ëä1"*

Thls was '-fortunately iusuffLcÍeat Èo pey subsldles to ellgible ¡aembers at
na.¡l¡1¡

tb'eflanels or¡tlfged f¡ tbe ln-c¡¡1¡¡¡Es¡. [g¿ft¿¡¿¡'¡rn¡n said the Fund sbould coaslder

exteodlng tbe Subsidy Aceotmt to reduce tbe cost of borrow-J-og r¡nde¡ che enlarged

access polÍ.cy.

Cfi) Bnrtoa uoted Èh¿t one of his Carlbbea¡r menbers-clearly Ç¡en-d¿-

thougbtthåLFrmd/Benk coll¿boratloa was not sorlcl¡g as weLL as h¡d, beeo boped,.

E{+ Carlbbeas neobers hoped the Fr¡nd sould coosLder a aatural dLsaster facillty
wLlch could help sûåtl lsland stetes r¿ho were rn¡l¡erable to exter¡al Ebocks.

Next Meetlnc

34. It s¡as agreed that tb,e rext aeetf¡,g of the Interl¡, Co@iËtee would, be

held Ín Felsf¡kL oo 12-liì lfay 1982.

Press Com¡alque ':

35' Dlscr¡ssloa of the Comr¡a1que focused exclusively oa a for-o, of word,E

regarding SDR ']Locatlotrs. Galveas sr¡ggesÈed the fo]-lorrLag: "the, Ccroofttee

urged the Executive Board. to coatlnue 1Ès d,ellberatloreon cbe questlos of
as¡

"1locaÈloa of SDRs. fÈ recouore''ded BhaÈ Èhe Board should tak.r'./ ehe basls for
Èhcae delfberatioas the proposal to extend the tb.i¡d basic period a¡d coatloue

the, rate of allocatlous establfshed io 1978". irrls wes supported by a

najor{.ty of the Cauoi.ttee, lncludlag vã¡ der Stee, Nordal, Vaadeputte and,

Àl-Qpralshi. But, afÈer questioas frcu tire Ctraacellor aad ochers, ic became

clear Èh-t the secoad se¡¡tâñce was opeo to serreral fr,terpreEaelons. In

pelticuler, i.E uas noÈ clear wh.ecber the Lxecutive tsoerd '¡as beiog asked eo

declde o¡¡ e poss{ble exte"sloa of Èhe ÈhlrC basic period or whether the, tbj¡d
baslc period would autooallcally be extended ¡¡trl1e the F.secutive Board coati¡ued

i¡s dellberatlons oa the fourth basic period. !!re Gr¿o,ceJ-lor propoEed a clearer''
fors of rords lrbicb the ComlLiee âg¡eed and '¿hich vras incor^poraËed fnto cbe Couualqr

t6
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36, FCQ please pass savlng to UKDEL OECD, Itffi,gP Brussels and IIKMIS Geneva.

37. Itashbgtoa please pass savlng Eo tBfIS Ner¡ York.

ANSON
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Ií{F/ IBRD 1992 ANI¡UAL MEET II.ICS.

THE 19E2 A¡{I.IUAL MEETINGS OF THE II.lF AND THE./ORLD BANK vlERE HELD
FROM SEPTEI.lBEP 6 TO 9 IN TOROI{TO. THEY K'ERE PRECEDED BY I,IEETINGS
0F THE l¡îF l¡ìITER tM C0HMtTTEE AilÐ THE tr,tFltgp¡ DtVELOPMENT CON¡ilTTEE,
OT.I \{H ICH SEPARATT REPORTS HAvE BEEN SEl,IT SAV ING.

2. THE I'lEETI¡¡GS TOOK PLACE AGAINST A DACKGROUND OF I{IDESPREAD
ANXIETY AEOUT THE GENERAL ECONOI.ItC OUTLOOK. ALTHOUßH PROGRESS HAD
BEEN MADE IN REÐUCING INFLATION ¡I.I SOÌ"IE MAJOR Iî,IÐUSTRIAL COUIJTRIES
UNEMPLOY¡IET¡T I,JAS HISTORIcALLY HII3H A}¡D THERE SEEMED LITTLE sIGII OF
EARLY REOOVERY. lN THE DEvELoPINc c0utlrRtEs r00, cROldTH RATES HAD
GEIIERALLY DEcL ll,¡ED, AND ALTHoucH THE REcEt¡T FALL tN tNTERE6T RATES
},i IGHT OFFER SOI{E PROSPECT OF REL IEF, THE DEST BURDEI,I I N SóME
COUi.ITR IES HAD REACHED EXCESS IVELY H IGH LEVELS. THESE CONCERIJS þIERE
tsROucHT I NTO sHARP FOCUS BY THE F I t¡ANc I AL cF I s ts tN r,tEx tc0, AriD
THE GR0ìn/ I l{G L IQU I D try PROBLEt"ts ELSE$-HERE I N s0urH AtiER tcA. A},!D
EASTERN EUR0PE, VlHlcH WERE SEEI{ As SEVERELy TESTtNG THE REStLtENcE
0F THE lr,ORLD F tfiANC tAL SYSTE¡1.

3. THE SPEECHES lN THE PLENARY SESS I 0N, AttD THE cOt.iMUN TQUES 0F
THE INTER IIl AIID DEVELOPI.IEI{T COIlI.f ITTEES, ARE BE II¡G SE}¡T BY BAG
TO LONDON. THT I,IANAG IIIG D IRECTOR OF THE FUND STRESSED THAT
uNEl'lPLoYMENT v'lAS A ÐEEP-R00rED pRoBLEt{ FOR t,tHtcH THERE itERE N0
0u0TE QulcK FlxEs uNQu0TE. DESPlrE cuPRENT PROBLEMS, THE
ANT l- I NFLAT I0NARY POL tcy srANcE REr,1A t NED AS vAL tD AS EvER. tr r,/AS
STILL }¡ECESSARY TP ACHIEVE A BETTER AIID I.IORE UI,IIFORÞI PRICE
PERFORI.lA}ICE AND TO îACKLE STRUCTLIRAL RIGIDITIES. FISCAL POLICY, I1.I

THE UNITED STATES AND ELSEþ]HERE, SHOULD GIVE I4ORE EFFECTIVE
SUPPORT TO I4ONETARY POLICY. HE I4ADE STROIIG PLEAS FOR THE PURSUIT
OF LIEERAL TRADE POLICIES AI¡D FOR THE I"IAIIiTEIIAI.ICE OF ADEOUATE
FLOI'S OF CONCESS IOI{AL A I D. COI'IPREHEI¡S IVE ADJUSTI{ElIT EFFORTS
WERE NEEDED II,i BOTH INDUSTRIAL A1{D DEVELOPIIIG COUIIlRIES. IF THE
FUNÐ ìiJAs r0 PLÀY Ali ADEQUATE PART rN ASS tsr tNG At{D ENcouRAc $tG
THESE EFFORTS IT URGEI,ITLY NEEDED A SUBSTA}iT I ÀL INCREASE III QUOTAS.
THE FUIID ALSO NEEDED TO STEP UP ITS SURVEILLANCE ACTIVITY IN AN

EFFECTIVE AND EVEN-HANDED VAY.

4. THE PRES IDENT OF THE v,ORLD BAIIK COVERED I.1UCH OF THT SAl.1E GROUI.ID
IN DESCRIBING THE ECOI.IOI'iIC SITUATIOII. HE STRESSED THAT SUSlAINED
GROUTH IIi THE DEVELOPING COUIITRIES DEPENDEI OIJ SOUIID DOI.IESTIC
POL IC IES AS WELL AS ON GROIITI.i II.I THI INDUSTR I AL !/ORLD AND ON

ADEQUATE CAP I TAL FLOHS. THERE !IAS A COMPLEI'iE I{TAR ITY BETVJEEN THE
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Tunr 0BJEcTTvES 0F EFFtbtEr,rr Ec0iror.{tc cRowTH Aln rHE ALLEvtATt0l¡

0F p0vERTy rN ÐÉvEL0prtic c0ur¡TRtES. H¡ p0ttiTED T0 THE Acrt0t¡ fert
II! THE PAST YEAR TO STREÌIGTHEIi THI FIì.JAîICIAL PCSITICIJ OF THT IBPi

Åì¡D Et¡C0UnAGt C0-FlNANClilG, AtJD T0 !\iCStLtSE CCìiÎìERCIAL RES0URCES

THROUGI.i THE IFC. HIS I{AIN EIÍPHASIS HOT/EV!R I;ÄS CI] IDA. DRAVIING

0ti THt RECETiT STUDy 0F tÐArS PERF0RI.iA?lCt SltiCE ITS lúCEPTION,

Hi i,¡CTED IDA I S II'lPORT At'IT CONTR ItsLIT I CII TO DE VELOPMSIIT THROUGH

PROJECTS SHO\.III'¡G Å HIGH ÂVERAGE ECOI¡O¡'IIC RATE OF RETURII. HT

DEPLORED THE CUTBACK IN IDA FUNDING DUE TO THE FAILURE OF THE

UNITÊD STATES TO COÌ-iPLETE ITS CCI{TRIBUTION TO THE CURRENT

REPLEN ISHI'1EI¡T DUR ING THE PRESCR ItsEÐ PER IOD, AI.ID h'ELCOI4ED THE

DEC IS I ON BY IiAItiY OTHER COUIITR IES TO RELEASE THE IR CONTR IBUT IONS

DÊSPITE THE US DELAYS.

5. WII ILE THE SPEËCHES OF I}¡DIV IDUAL GOVERI.IORS REVEALED CONSIDERABLE

D TFFERENCES 0F EI4PHAS lS, TiiERE \,JAS Vj IDE AGREETIEtlT--AS LAST YEAR--

ÐOTH ON THE NEED FOR ÀDJUSTI'IEIiT AIiD OI.! THE KËY ROLE TO 3E PLAYED

BY THE FUT:D AÎID E,ANK. GOVERNORS FPOIi INDUSTR IAL COUIiTR IES GENERALLY

SUPPORTËT THE AiiALYSIS OF THE liAI.IAGIl.,IG DIRÊCTOR, ALTHOUGH \'IITFi A

GRE'lTER TOI¡E OF AI¡X IETY CCMPARED i.JITIi PAST ¡lEETII,IGS' AN EXA$4PLE

uAs LAfiHgTE ill (GERliANy ) , þJH0 REFERRED T0 THE CR lT ICAL C IRCUIISTAIICES

SURR0UNÐ tîiG THE MEET ltlG ¡ ALL 0VER TliE !,JORLÐ Å C0îlT lllUED ECON0¡4lC

STAGNATIOI.¡ V]AS SEVERELY TESTING THE PATIENCE CF CITIZENS âND

PoLtcY-MAKERS, AND ADVoCATES 0F il{PATIENCE h'5RE GETTING THE

UPPER HAND IN MANY COUNTRIES. HE NEVERTHELESS FELT THAT THE

NETIJORK OF II¡TERNATIONAL COOPERATIO}I HAD HELD UP V'ELL UNDER THE

CONS I ÐERABLE STRA IN-A JUDGI'IENT GE}IERALLY ECHOED BY OTHER G1CI

GOVERI¡ORS. DEVELOPING COUIITRIES EXPRESSED SERIOUS CONCERN AT THE

c0l.lTlNUED sTAGllATl0N ¡N ltlDUsTRlAL COullTRlES, PARTICULARLY lN ITS

EFFECT OI'i COI.IÍ"IOD ITY PR ICES AND ITS ENCOURAGEMENT OF PROTECT ION I ST

TENDENCIES. IdHILE ACCEPTIì¡G THE NEED FOR ADJUSTMEIIT, THEY OUESTIONED

HHETHER THE SYSIEH COULD RIGHT ITSELF \tJITHOUT FURTHER SERIOUS COST

TO THE IR ECOI.{OT"i I ES. SOME FELT THAT I F THE RECOVERY Ð ID NOT

MATER I AL I SE S00l{ , THE TASK 0F ADJUSTi4EtIT \r¡0ULD BÊC0t1E DEC IDEDLY

i.lORE D IFF ICULT. i.IR. ÞiULDOOIi 'S PROPOSAL AT THE COIIMOI'¡IIEALTH ¡4EET I¡IG

Iri L0t¡û0Tt F0R A ¡iElil tsRETT0Ì'¡ l.io0DS CCllFiREt'!CE l tÐ Ì'i0T H0\''EVER

ATTRACT MUCH SUPPORT II.I TOROIiÏ0.

6 . FOR THE UN ITED K lNGDOl.l, THE CHANCELLoR 0F THE EXCHEQUER , lll
A SPEECH l¡,HICH VJAS þIELL RICEIVED BY THE PRESS AND OTHER DELEGATIONS,

STRESSED THE IMPORTANCE OF STABILITY AîID FLEXIBILITY AS

PRECONDITIONS OF ECONOî1IC SUCCESS. THERE ìlERE INEV ITABLE TEIIS IONS

OF TRAI¡SITION FROM THE SERIOUS TXCESSES OF PREVIOUS YEARS TO A

stTuATt0l¡ 0F Loi'/ ll,lFLATl0N AND S0UNDLY-BASED REC0VERY. THERE ìr'AS,

HoI'/EvER, N0 ALTER¡¡ATtVE T0 C0NTTNUtNG THt FIGHT AGAIIIST INFLATION.

AN II1PORTATIT BATTLE HAD BEEN \'loli IN THE UN ITED STATES BY THE

PASSTNG 0F TriÊ TAX PACKAGE, BUT A L0liG CANPAIGtI MIGHT STILL LIE

AHEAÐ. HE ANALYSED THE PRESTNT PROBLEMS OF THE I¡ITERNATIO}iAL

BANK$tG SYSTEî'1, STRtSSING THE IMPoRTANCt 0F THE BANKS' ot,l|¡ RISK

ASSESSI4EI'IT AItD THE IIEED FOR EFFECT IVE BANK SUPERV IS IOI¡. THE

COUI,ITER-II¡FIAT IONARY STRATEGY IIIVOLVED ACTION t'1.¡DER FIVE BROAÐ

HEADIIiGS: SUPPORT FOR THE FUi.¡Ð AND THE BAI¡Ií; PUFSUIT OF RESPONSTBLE

N
A
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t ilJ I ;iï.'J:åI:iå";::i:l':;,'l:i'::,;l; îiï.;_;^;:J'ilJ;Jî], 
^,,0APPR0PRIATE ADJUsTi'4E1'lT P0LlclES lN c0uNïRtEs t/tïH ExcEsstvE DEETS,VIITIi Â iiATCHII.¡G RESPOI¡SIEILITY SHOI,/î.I ÞY THE PRIVATE SECTOR BANI(S.

7' THE Ull ITED STATES F0UriD THE¡lSELVES SO¡1Êtt,HAT tS0LAïED B0ïH 0NTliE ctiJËRAL Ec0ll0lrtc 0urL00K, At,iD 0r'i THE FulrDrNc oF THE rMF ArJD
I TA. THE US REPRESEIiTAT I VES TOOK A CONS I DERABLY I'1ORE BULL I SH L I ¡IEON THE PROSPECTS FOR RECOVERY III THE UN IîED STAÏiS AI,iD ELSEìdHERE ,BUT THESE VIE\{S HERE GENERALLY }IOT SHAREÐ 3Y OTHER COUNTRIES OR tsYTHE fJE'ü' yoRK FrNAt¡crAL c0i4r'4u*rry. A us rNrrrATrvE T0 ExArlr*E A

tì¡Eir; ts0RR0i{tt,rG ARRANcEME¡rr F0R THE FuND r,/As ALS0 REct rvED ì,JrrHCAUTIOII. THE INTER I11 COMMITTEE ASKED THE I[lF EXECUTIVI BOARD TOASsEss THE ADEQUACy oF ExrsrrNG ARRTiNcEMENîs r0 DEAL þilTH t{AJOR.sïRÅlijs llt rHE lf'¡TERt'jATt0trAL FiliANcrAL sysr¡¡î, BuT rr h,AS cLEAR
THAT THTY Ð I D NOT I'AI¡T TH IS TO DELAY DEC I9 IOIJS OI,¡ THE OUCTA
iìÊVIE\.] OR TO IMPLY A SIGI.JIFICANTLY LCI']ER OVERALL QUOTÀ II{CREI{SE,

8' APART FR0î'i THE US, THERE l'JAS GENERAL C0¡¡vERGEttCE T0þ/ÀRDS A F TGUREFOR THE OUOTA INCREASE W ITH IN A RAIIGE OF 5O TO 1CC PTR CE¡IT.
THERT \dAs ALS0 GENERAL AGRELi"iEt,rT THAT v/onrí or, THE QuoTA REvrE\{ sH0uLDBE AccELERATED, s0 THAT THE REtlA $il r'rc rssuES c0uLD BE RES0LvED
EY THE TI¡18 OF THE COl"1f.1ITTEE'S MEETII¡G IN THE SPRING. THE US
GOVERNOR ACCEPTED THAT TH IS TIMESCALE SHCULD BE A REALISTIC AII{
FOR BASIC DECISIONS ON THE QUOTA REVIEUJ AND ON THEIR tsORRO\,lING
PROPOSAL.

9. THE MANAGING DIRECTOR AGAIII REPORTED THAT THERE ì,JAS NOT THE
BROAD SUPPORT AI.IONG THE ¡IEI'IBERSH IP REQU IRED FOR A FURTHER
ALLOCAT I ON OF SDRS. TH IS I/AS REGRETTED BY I,IAIIY REPRESENTAT I VES OF
DEvEL0P I ilG c0ullTR I Es , BuT THE t4A. tu 

'.¡ÐusTR 
tAL c0uNTR tEs HELD

TO THE I R V IEh' THAT AI¡ ALLOCAT I CI'i AT TH IS Ï f iJT COULÐ HAVE UNÐES IRABLE
INFLATIONARY IMPLICATIOIIS. THTRE \{AS CEI.IERAL SUPPORT FOR THE
FUND ' S CONT INU I IIG STUDY OF THE ROLE OF TIIE SÐR.

10. i,1ANY SPEAKERS !'ELCOI4ED THE VERSAILLES IIIITIATIVE ON II,ITERNATIO}3AL
SURVEILLAI¡CE. GOVERNORS OF THOSE COU}ITRIES \,JHOSE CURRE}¡CIES MAÐE
UP THE SDR BASKET RECONF I RI,IED TIiE IR COI,1I.1 ITMENT TO THE EXERC I SE. THE
MAIiAG lllG D lREcToR STREsSED trs t¡1PcíìTANcE: t/H tLE AcT I oN Nor., LAyl'/lrH THE HAJOR lNDusrRtAL c0ut¡TRtEs, THE FuND u,0uLD ASSrsr rN
ER ING ING ABOUT THE DES IREÐ CLOSER CONVERGEI,ICE OF POL IC IES. THE
FIRST MEETING BET\./EEN THE 5 COUNTRIES AND ÏHE ¡IAIIAGING DIRECTOR
T00K PLACE lN THE ¡4ARGlNs 0F THE Ai¡uuAL ¡lEETrNc, Bur N0 puBLrc
R ÊPORT I1AS MADE TO THE MEMBERSH I P AS A h'HCLE . THERE h,AS L ITTLE
PIEIiT ION IN THE PLENARY SESS IO}i OF THE JO II¡Ï STUDY OF I¡IÏERVENî IONPOLlcY, Bur THE PR0GREss 0F THts sruÐy wAS cOf¡stÐERED sEpARATELY
AT A T"lEET ING OF F IIJANCE Ii IIi I STER OF THE SU|\lIlIT COUIIÏR I ES.

11' lfi SEPARATE MEETltlcs, THE tDA DEpurrEs REpREStNTTNc NON-us
DOli0Rs ¡{GREED T0 REc0r4r'1Ef,rD To rHE rR G0vERNriEr,irs pR0p0sALS
DES IGNED TO RA ISE IDA ' S Coi\ií'i ITI.IEî'T AUTHOR ITY IN FY34 TO A
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R¿AS0llA?LÊ LiVEL, DËSPITE THE S?RELDltiG 0F THË. US C0î'¡TRlBUTl0Ì{

TC IDA6 OVER A LONGER PERIOÐ THAIl 3 YEARS. THESE DONCRS lr]ILL

Gt¡iERALLY PAY (EtTHER lNT0 A SPECTAL ACCCUI,IT UITHIî'l IDA 0R lNTo

A SPÊCIAL PARALLEL FUIiD) AÌ{OUIiTS ÉCTIIVALENT TC OIIE-THIRÐ OF THEIR

CCi¡TR ISUT IONS IO IDA 5. ADJUSTI1EIITS I{ERE T'iADE TO THE SUHS PAYABLI

;Y GEKi..1AI,iY AI.¡D THE UK TO TAKE II':TO ACCOUNT THE UI¡DULY H IGH LTVEL

OF THEIR CCî¡TRIBUTIOIIS TO IDA 6. IT i¡Y'AS AGREED ALSO THAT

I'¡ÉGOTIATIOI¡S FOR IDA 7 SHOULD BEGIIi IIi I¡OVEMtsER.

12. I¡O GOVERNOR SOUGHT I\ DISCUSSICII OF THE FUIIDIS RELATIONS I''ITH

s0uTH AFR tCA, ì,IH lcH THE Uti GtIiERAL ASSEMBLY HAÐ ASKED SH0ULD BE

PLAÛEÛ Û}I THI AGEI,iÐA OF THE IiEETIIiG. T}1IS \{AS ALSO THE FIRST

ÀIIíIUAL 14¡E,TING FOR SOî4E YEARg ¡{T \'JHICH VJE 9ID I¡CT HAVE TC DEVOTE

A GRTI.T ¡EAL OF TII.iE TO THE QUESTIOI¡ I¡IHETHER THE PLO SHOULD BE

ALLO\IJEÐ TO SEi{D OBSERVERS. THE ARAB CCUNTRIES CLEARLY DID NOT

I,JAI¡T TO D ISTURB THE HANDL ING OF Â I\/iEET II,iG CHA IRED tsY AN ARAB

GOVERIIOR. BUT THE IR ACQU I ESCENCE \'JAS BOUGHT AT THI E XPENSE OF AGA IN

HAV ING NO OBSERVERS OTHEF THAN S\'I ITZERLAl'ID: THE MATTER HAS' NOT BEEN

PERí'IANEIiTLY RESOLVED.

FC0 PÁSS SAVING T0 ATHEIIS, tsoNl¡, BRUSSELS, C0PENHAGEI,I, DUBLlfl

LUXEI4BOURG, PAR lS, R01.1É, THt HAGUE , UKREP BRUSSELS, 0TTAl'JA, T0KY0 
'

JEDDA, R IYADH ' KU\'JA IT ' t{EX lC0 C ITY, 
"lElJ 

DELH I ' UKDEL 0ECD '
uKtlls GEI¡EVA, CANDERRÀ, \'lELLItIGTCN, TEL AVIV, pRET0RlA, CG T0RoNT0.
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TRoM UKDEL IMFiIBRD I^IASI{TNGTON

TO ROUTÏNE FCO TELEGRAI"I NO. SAVTNG OF MAY 17, L982, INFO SAVING UKREP BRUSSELS'

UKDEL OECD, UKMIS GENEVA AND UKMIS NEI,I YORK

IMF: INTERIIÍ COIÍIÍITTEE

l-. The InÈerim comittee met in tlelsínki on L2-L3 May under the chaimanshÍp

of MacEachen (Canada). The UK l.ras represented by the Chancell-or of the.Exchequer,

accompanied, by the Governor of the Bank of England and Sir Kenneth Couzens'

(For the eomnuníque sae Helsinki t,elno E0 of 13 May.) Ttre following is a sulMrary

of the main polnts fn the intervenÈÍons.

trIorl-d Economic 0u k and Polícies

2. The Manaeíne DÍrector (MD) opened the discussÍon, drawÍug on hls previousJ'y

clrculaÈed note (lcyls/81/3, 4 May). tlis themewas the ímportance of not jeopardising

progress on lnfl-ation by a Prenature swiÈch to reflatÍonary policies' There were

no easy solutions and the need for economic adjustmenÈ q7as almosË unJversal

emoflg lndustrial and developíng countríes alike' In the indusÈrial countries'

monetary restraint must conË1nue to play the central role in the fighÈ against

inflation but it needed suPPort from a comprehensive set of balanced poilcies 
'

wlth particular emphasÍs on great,er fiscal restraint. The reduction of inflatlon

and infLationary expectations ltas a pre-requisite for restoring economic growth'

and the naJor industrlaL iountries had a speciaL responsibllíty in this regard'

In the united sÈates, moneEaty poi-ícy had. Èc rernain on its establÍshed course;

the maÍn Íssue r¡as the reducÈiorr-ôf ttie tr'ãderal fiscal deficft arid the contalnment

of Federal spendÍng. In Japan the authorítíes were exploring ''¡arlous aLternatives

to expand domestie demand in a way that should offer room for manoeuvre on the

monetary front. On Germany, he díd not share the view Èhat policies Ëhere might

be relaxed, and neither díd rnost of the Board. As for other Índustrial countries'

the.v should. fol-low the kinds of polieies recoulmended for the US' A4ong them' France

was Êollowing policies -ushich r¿ere thought by some to be'of a high risk. charaeter'
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The non-oil developÍng countrj.es (NODCg) r¡ere facíng a particuJ-arJ-y difficult situatíon.

maÍfü1y owlng to circt¡mstances beyond their control, buÈ partly as a result of the

dlsruptive effect,s oT thelr olrn d.omestic ínflaÈÍon.

3. Regan (US) ernphasÍsed the need to avoid refLatlon and to reduce fÍscal defÍcÍts,

Íncluding that of the US. There t¡as a partÍcular need to attend Eo the 'tout years"

iu, budget pLanning. On the worJ.d outlook he was more optimistlc Ëhan the Managing

Director' naf.oly because of the large reduct,loa fn the OPEC deflcit aad Lhe moderation

of oi1 prlces, whÍch was helping with lnf1atlon. Desplte the second US recéssiou in

tÌro yearsr there were brlght spots Ëoo Ín Èhe US econony. InfLaufon !ùas stilL gofng

dor,¡u and the lndicat,ors gave sfgns of recovery. Ihe Presfdentrs tax progranme s¡ould
, ::"'

help bring re'ioVtdSi åüd this would 1n turn boost revenues. Tough declsions were
.. li ,J, t.r

being faced fn tlitf,brrdger fleld. was hopefuL about a new budget plan aow before

the'Senate Budget ComlÈÈee, which promLsed defLclts of $105 billion i.a 1993,

$70 biLllon ln, 1984, and $42 billion in 1985. Meanwhile, interesÈ rates were

weLl off Ëheir earlier peaks and that would support recovery.

4.. Poehl (Gerrnany) endorsed Èhe MDrs posfÈÍon that control of lnflatlon would ín

due course Lead t,o economÍc recovery. Inflationary expectatlons r¡ould falL and thls
would lead to lo¡¡er interest rates and thence higher investment. Int,erest rates

in the FR were now down to pre-confidence crisis level of 15 months ago and better

fundamentals r¡ere enablJag an easí¡lg of monetary poltcy. Inflatlon l¡as down to

5.pereent and with rdage settlemeuts of about 4 percenÈ some recovery in profít,s was

looked for. output was, howevei, not yet respoading and unemplo¡rnent (6-7 percent) ¡¡¿g

sËfll rising, A pickup ¡tas e:rpected thÍs year. The flscal deficlt was not

satisfactory Èo a central banker but sËeps had been taken to reduce it. Meanwhile,

lnterest rates are stili too high for Germany by a nargin of. 34-4 percent and he was

hopÍng that the US succegs with inflation would change expect,atÍons and brlng rates

do¡¡n. Looking abroad, the internatÍonal lndebtednesç of some countÌies had been

allowed to grow too fast and was lookíåg dangerous. Nevert,heless, Ehe average gror.¿Eh

nssftrcffiD lrate
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teófNoDCswassatisfactoryafÌdtheFundhadencouragedadjustmentandhelped

countries maintain or restofe Èheil credit standíng'

5.Mayekar.¡at.1"p",,)saidÈhatworldlnf].ationrgasabat,ínggraduallyandfirn

policies were bearing fruÍt, although there l¡Iere \{orrles about unemployment and.

prot,ecclonist measures. Ïle agreed on the need for a Proper nix of fiscal and

monetary polictes buÈ thought thaE each country needed Èo pursue non-inflatlonary

groltth in its ottn vtay' There ltas generally a need for structural pollcies to

release competltive market forces aad hence raÍse ProductiviÈY' International

co-ordinatlon of Policies needed to ltrcLude a medlum-term as well as- t-t,erltr

PerspecÈive. In JaPan, theY were aLnlng for private demand-led grow-tþ and were

conf id.ent, that it would be achieved in tLme ' The currenE account .suiff-ft+9 had

peaked ln the thlrd quarter of 198L' IÈ r¡as necessary to look at"thqtpqerall

payments balanee, not Just b1lateral trade balauces. CapitaL outflows had been

very J-arge: $4'á bilLion ln 198f inq luding flows through t'he nuLtllateral agencies'

The. yen was weak because forelgn inÈer est rates were hlgh, but 1t r¡ould strengt'hen

as the fundamenLals exerted themselves' As for requests for a more stimulaÈive

flscal st¿ulce' the fiscal deficit in l-9 8L/82 had Lurned out larger chan expect'ed'

and was high by int'ernationa]- standards, as was the natÍonal debt/income ratio.

so prioríty had ¿o be given Lo PromoÈiug a sounrl flscal policy in the inÈeres't's of

domestic financial stability. l'ithln this framework' some expenditure Programmes '

were being front:loaded. And as for tlghter monetary policy' real interest' rates

were'al-readystronglyposÍÈive(5-6percent);tighterpolieíestherergou].drestrain

dornestic dema¡td '

6.EndorsingtheMÐlsstatemenË'theChancellorsaidEhatthemajoríndustrial

count'rieshadrnadeslgnificantprogresswithinflationandsolaidthefoundat,ion

forsustai.nablerecovery.Ttreriseiounempl.oymentwasthepricethathadLobe

paid for having faÍled to deaL with infl-aÈíon earlíer' There was a strong consensus

tirac tirose harci-q¡cn gains shouid noc be tirrown away' but ress sureness about' policir

A 
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f-mplementation. cÍting the MDrs recent speech Ëo the American Enterprise InsËitute'

ie enphasised the irnportanee of a meditrtern policy approach; and poinÈed t'o

thepoËentlalconflictbetweenactioatoreducedeficÍtsandtoome].iorateEa}r.

burdens.AconvÍnclngmedlunt,ermstlategyforreducingdeficitshadbeenput

in place íû the uK, and a decliaing t:end in publíc borrowing was being achieved'

wh1le key lnprovenenls in the tax sysLem had also been made' sígnificant' progress

had beea nade t¡lth Laflatloa and wage sett'lements were much more moderate' lligh

flscal defLcits 1n the us had raised interest rates aad crowded out private

investment, aad this forced other countríes to choose beLween sl-loílarly hlgher

laterest raËes or the inflationary coasegueûces of currency depreciatlon' rt

r¡as therefore froportant for a* that the Adníoistratlonrs budgetary and lnfi'ation

objectives frere achieved. Ttre prevaillng nÍx of fiscal and monetary poJ-Ícies io

Japan was hinderlng the yen from achieving lts full strength and causlng excessive

relfance on externbl dena¡rd: the físca1 easlng mentloned by the MD r¡as Èhus

welcome ln Japan's case. Japants large current accouftt surplus was creaÈ1ng

pïesasure for protecÈionism. Many NOÐcs had made substantíal adJustmenl Èo the

harsherworldenvironment,andsucheffortsl'ereconÈÍnuing,wiEhthehej.pof

the Fund. IIe r¡ell- gnderstood that recession in industrlal countries caused

particular problens for NoDCs, but there was a col[mon iûterest Ía the pursuiË

of corrective polfcies. {he uK recognlsed its lnternatlonal responsibllities

asakeycurrencycouûtry.(!ftrileinterveninglateronFundpoJ-lcles'

Mayekawa reverted t,o the chancelLor's remarks about Japan' re-ernphaslsÍng that

Japarr,sfl.scald'eficiLt¡asÈoohíghandarguingthatther¡eaknessoftheyen

r¡as at,tributable Largely to exeessively hlgh interest rates abroad')

7.Delors(France)appeal.edtotheindustrlalcountriesnott'omakedeveloping

countries pay for the rehabllitatlon of their economies: the solution should be

a re-emergence of growth r¡ithin the industrial r¡orLd ' IE Ittas essential to avold

polarÍsat,lon beËr¡een those who beLieve in market forces and those who wísh to

+
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strengthen the co-operatlve role of the rnultinational institutíons. The Fund

þad so far managld ao merge these approaches: iÈ had developed an understanding

with developing countries while also achievÍng a "posítive synergy" with Ehe

prlvate banklng system. France st,ood ready to help boÊh with conditional-i-ty and

s¡Íth surveillance.

8. De Clercq (Belgiun) deLlvered the agreed sÈatement on behalf of the

Economie Comunity (CEC Ëelex of. 22 Aprll). The BCS had been a sÍgnf ieant element

worklng towards the convergence of the economic and monetary policÍes of me¡ober

staÈes, agalnst a difflcul-t internaËional background. But, there Ï¡ras a ueed for

iacreased co-operatLon beËween the major fndustrtaLÍsed partners, aÍmed Partlcularly

aË e¡rcouragtng a reduction in Lnterest rates and decreaslng exchange rate

volatillty. IË was ffvitally lmportant that ioternatlonal co-ordination of

economic pollcy should be strengthened".

9. For Belglum, de Clercq emphasised the need for a balanced set of poJ.icies

ln industrÍal countrÍes. Excessive reliance on monet,ary policy had generated

very l-arge ltrovemenËs ín interest rates. FÍscaL policy should be tÍghtened,
.to

and fncoues polícy too rüas relevaut and preferable, where feasibler/restricËive

deoand polícies. De CJ-ercq took the opportunÍty, wíth Eungary joÍning Èhe Belgian

constÍËuency, to weLcome Hungarian membership of the Fund. Fekete replJ.ed brlefly,

obsenriag that Hungaryts economic system was in no way inconslstent wÍth the role

of the Fund.

10. Van der Stee (Netherlands) believed that recent policy Èightenfng lras now

bearíng frult but sacrlfices would continue to be needed if inflation was to be

brought further down from lts unsatisfact,ory levels. Macsharry (Ireland) thought

there rúas D.orú a more realisÈic appreciation of the roots of lnflation, but that

resolute measures were st,i1l needed. The soft,ening of oiL prices did not

remove the problem, whÍch !Ías structural and deep-seated. Industriãl couritrÍes

must do more to open thej.r markecs Ëo irnports and increase cievelopmenE assistance.

11. Andrearta (Italy), whilê supporting the need for firn polici.es, thought there

4

uight be scope for stronger actlo" 
::^H::::: "trt"gate 

demand on a co-operatlve basis;
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greater attention should be paid to the j.nternational repercussions of

-domestic policies. Greater exchange rate stability ought to be recognised

as a major potfc] goal., and cal-Led for internatÍonal co-operatlon, not to

defend parltÍes but'to stabLlÍse expectatlons Ín a volatile markeÈ.

Alvarez Rendueles (Spaln) felt that cutÈing fiscal deficits could make an

important contributlon to recovery by lowerfng interesÈ raÈes. Developing

couaÊry problems were largely imported from outside. It was rlght that the

Fr¡nd should concentrate more oû supply-slde adJustmen!, but it, must provide

adequate finance to support it.

L2. KarJalainen (Flaland, for NordLcs) stressed the probleo of rising

unemployment. Ee felt thaÈ there rüas scope for relaxatlon of monetary policy

ib the US tf flscal pollcy there were tÍghtened; and that countrles \dth

strong balance of paynents posltioas had room for caut,ious expansÍon. Íhere

lras a need Èo strengthen the Fuadts survelll-ance actlvlties, perhaps through

Jpfnt consultations with key currency counÈries.

1-3. Brrlce (trLnldad and Tobago), presentlng the cornrnunique of the G24 lfinisters,

referred to the aeed for a strat,egy to surmount the worldts serlous economic

problems. The per capita income of NODCs had fallen for the first tfme for

a nr¡nber of years. At around $100 b1l1ion, their total external- financing

requirements were v1rtually ut'managable, wÍth debt servícing a particular

problem. DefLcfences ln industrial country policies were largely to blame,

especiaLly excesslve reliance on monetary policles.

L4. Abal--Khail (Saudi Arabia) welcomed the reduction in inflatíon but expressed

l{orry at the severe problens confrontlng developing economÍes. Industrial

count,rles needed a míx of polÍcÍes that both reduced inflation and heJ-ped girowth.

Structural adjustnenÈ r,¡as Ímportant and improvemenË of efficlency, noÈ least in

energy use, vital. 011 producers would be less well-placed Eo help wíth financing 3fi

/rt.-
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LDC deficits ín the next, few years. OPECts current account surpLus may be

lesst'han$25bi.ll.lonlnLg82.Thiscontract1ont'ogetherwiËhthedeteríoratíon

of bankl¡g confidenee implied a greater roLe for the fund in flnancíng LDC

deficj-rs. Against thls background the drift t'owards a more l1¡nited role for the

Fund was a matter for concern. Endorsing t]ne G24 comuníque, Al--Naiafi (Iraq)

arguedthaEstagflaticrrhadhurtNoDCsmoreÈhanoilpricelncreases.
The

financial policies of oi1 producers may henceforth be more restllctive.on account

of fallj.ng reve¡rues. ltre solution was a better mlx of pollcíes in the industrlaL

counËrles; better lnternatlonal policy co-ordlnation; reduct'ioa of trade barriers;

more afd to LDCS; and a ûote actlve role for the Fund 1n securiDg international

co-operat,lon. Nourbakhsh (Iran) spoke on simllar liires' observing that oil-

producers could noÈ be blamed for the probl-ens now co¡frontlng LDCs' and that

lmprovemen.ts in the positlon of industrfal countrles had been substantlally

at the exPefrse of LDCs.

15. RazaleÍsh (Malaysla)saldthatdevelopingcountrÍeswerecaught'inavicious

circle of sluggish lndustrlal counÈry demand and squeeze in thelr own economles'

leading to the "spectre of world depressÍontt' Industrial countríes were wishing

adjustment upon the IÐCs, buÈ Èhey must' Ëake thej'r of^tll medíelne too ' Pursult

of growth via refLation would be rnlsg,ria.¿, but there rtas excesslve reliance

on monetary poltcy in combatting inflation. Ttris couLd be rectlfled by cutting

fiscal deficlts and Èhence ínteresÈ raËes. vlrata (?hlllppines) pointed to an

r:nsurprising si.nÍlarity ln the MD's coments at the last three meetings of the

comittee. co-operatÍon I^tas urgently needed Ëo reslst protectionism'

particularly fn agricultural markeÈs; the Fund must do whau 1t coul-d to help

members here.

16. PateL (India) said that the burden of adJustment pLaced upon developing

countries was leading them to questfon the foundations of worl-d economlc

eo-oDeratioft. The políeies of rnajor industrial countries were addlng greatly

Ilequestionedt'oowhet,herdemocraÈic.cormunitÍes,couldsustain

unemployuenÈ. There vtas a need for appropríate and eoncentrated
*r

nrs{nrcmo /Policies

Èo LDCsr probl-ems'
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policiestobringaboutrevlvalrtor¿hichËheFundeouldconÈribut'ethroughits

sunreíl1-ance rol-e. IndusÈrlal counLries needed to be more aware of the

repercussÍons of ifr.ft pollcies--e.g. ' cuts in developmenÈ assistance hurt Èheir

exports. Industrlal .countries were raísing Crade barrlers 'whi'le aÈ the sa¡ne

tirne insistlng that LDCS reduce theirs. sha¡rg (china) spoke in slmilar veln'

Ee also contrasted the "drastíc cutback of aid by one major country" (obvÍously

the US) lrlth ,,inltiatives by some ítrdustrlal countries to offer more afd"

(presumably France). LDCg should co-operate nore to help themselves'

L7. Sambwa (Zatre) Ehought that ProsPecËs rsere dim for NODCg and pointed .to

the stagnaÈ1ou of Africaa economÍes year after year. MaJor countrles must al¡

at a better mlx of policles aad cease postponing dlEflcult measures' atd avold

protectlo¡r. Magugu (fenya) made slmilar points'

18. Langoni (Brazil) referred t,o progress orl infLatlon, but said that ft was

being bought at hlgh cost, Particularly to deveJ-oping countries' For some

NODCs, fnteresÈ PaynenËs !¡ere becoming a burden comparable to the cost of o11

ttself , but \forse in the sense that 1t was qulte outslde their contro'l" If

l¡anks would lend Less restrict,Íve1-y, the adjustment proeess could occur at lower

cost all round. As lt was' great care would be needed to avoid a sharp lnterruption

in the flow of private capital, r"¡hich ¡¡as the mosÈ imPortant fo:m of re-cycl-1ng'

Ihere qras a danger of a vicious eycle of recession and debt-tÍghtening' Ttre Fund

should resist, reductloo of Íts role Ëo a leoder of last re€ort. Alemann (ArgentÍna)

enphaslsed Èhe problens crealed. by high incerest rstes, which he attributed to

past de0ând-lnduced lnflatlon 1n najor countries. The main need was for sound

fiscaL pol-icies. IIe rnade no reference Èo Argentfn'ats speciflc probLens or Èo

measures associated lr1th the Falklands crisis'

19. Van Lennep (OECD) drew attent,ion to the comnunique from the recent meeting

of the MÍnisÈería1 Council of OECD in ParÍs (PRESS/A(82)25, .^^r^-{^â1 ñânri?â.
11 May). The economic recovery due next y""t tãã-tàinfi oi a Èechnical nature; the

real question was whether private investDent would revive in due course' Industrial

/eountries
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countrfes should intensify thelr efforts agaLnst iaflatLoa while reducing

-i.npedJ.nents 
Èo investmenË as índivlduaL clrcr¡:nstances required' On trade'

Ëhe system ira¿ nJf¿ up reasonabl-y so far, given the extraordfnarilJ rapid

developneut of trade between OECD and LDC blocs, but the two sides would need

to conslder carefully how best to strengthen anÈi-protectloufsm'

Fund policies

20. Ttre MD reported Ehat hls soundings had fail-ed to reveal a consensus on

SDR alLocatlons fa the Fourth BasLc Perfod. Ee referred to the forthcomíng Board'

discussion on the role of the SDR on 2 July'

2L. Regan said it ¡¡ould be wrong to assume steady growth of the Fr¡ndre ffnancing

role. rtre key was promotlon of adJustment and Lf this t.t" "o!"essful 
the need

for fl.nanefng would be reduced. Fuud flnance shouLd be coafloed oore to a true

stand-by basls. If the Fund were to develop as a financÍal lnteruedlary the

a¡oou¡rts of flnance aeeded ¡ould'b. t 
""r. 

He recognfsed the ease for seiective

guota adJuetment. Agreement, was requÍred on the principles of selectivfty by

which the Board should .be gulded. The basis shoul-d be ecocomlc criteria as

I applted to iadfvl-dual memhers, aot bl-ocks of countries. lhere were problerns

tn Lnchrding varlabfltty. The US wouLd not accept a dísproportlonate reductfon

Ln lts quota share, and lt wouLd not endorse the large ur¡mbere for Fund sfze

lmplled in the etaffrs studies'

22, Mayeka¡ra hoped thaÈ deliberatlons on Èhe concrete fonn of the quot'a increase

could comte-nce soon. Ttre fncrease should be large enough to provfde for needs over

a consfderable period ahead. It had been agreed 1n the last three connnlttees that

adjustmerrts should refLect reLative economic positions and meanrrhlt'e the disparltLes

had grown. Selective increases based on cal,culated quotas rtere urgently needed'

Ile did not see any case for SDR allocations at the PÍesent tlme' for there was

cutrently no globaL shortage'of liquídity'

23. Schulman confirmed that Germany's position on sDR ¿llocations lad 
not changed'

I'twasÈooearlytodiscussflguresforthesÍzeoftheFund. Íhe Fund should

/remain
q
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relnain the centrepiece of the internatfonal monetary systom and must be able

_lo meet the legitÍmate needs of members; it should be more than a lender of

LaSt resort. But' its J-everage could be applied through operati.ng as a catalyst

for prÍvate fÍnancing, as well as through strengthenlng its ordn resources.

The E¿lR pol1cy had been a tenporary response to the oil- shocks; Lhe need for i-t,

was¡ nolú fadlng. Ttre Fund could now focus lncreasingJ-y on lts tradllloual role,

leavfag nel¡ shocks to be dealt with by additLoual borrowfng if necessary. Quota

Lncreases needed to reflect relative economic positions more accurately.

24. Ttre Chancellor reafflrued the IIKts posiÈÍon on SDR allocatlons. Oû the size

of the Fund, he l¡as scept,icaL about some of the assumpÈ.loris made so f¿r. Ttre

.Fundrs exist,lng functions should not bE curtaLled nor it,s pollcies re-orÍented,

but past relatÍoashfps shouLd not be extrapolated wlthout regard to the finaucial

eovironmeoÈ. Resource ueeds were likely to be moderated by the effects of

recent trends 1u o11 priees, and the flow-back ln the later 1980s of recentJ-y

dlsbursed drawlngs. I.ltriLe a modest margfn of quota-based resources should be

avaiLable to cover unexpected ca1ls, major contÍngencles shouLd be met via the

GAB or other borrowing from menbers, as approprÍate. There rüas a case now for

revlewlng the GAB. On quota distributÍons, a balance should be struck between

the need for reasonable stabiLity and the need to reflect economic relatfvltÍes.

For the laÈter, a unÍform systematÍc nethod of adjusting quotas should be sought;

me¡nbers should not, expect special. treatment.

25. Delors poÍnted to the emergence of financiaL distortlons which were lmpedi:rg

the multilateral agencfes from carrylng out thelr functlons. The totaL resources

of the Fund had halved in relauion co pa]rtnent,s Ímbal.ances and to world forelgn

currency rese¡nles ln the Last ten years. Ttre baLance beÈween prfvate capital-

markets and the Fund must be recreated; and 'the balance withÍn the Fund between

quotas aud borrowlng, rest,ored.

26. And.reatÈa believed. that the globa1 fiqui¿j.ty position d,id not r¡arrant SDR

Lncreases at present, buÈ woul-d reconsider fn the light of d.evelopmeat,s. Borrowing

I 0 /to meet
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to ûeet excePtional clrcumstances was aceeptable buÈ iL should not become a

P-elm¿rnent feature, for it would then undermine the co-operative nature of the

Fund. Quotas needed t,o be restored as the basic source of Fund financíng, on

a scale Èhat would enable íts functíons to be perforned effectlveLy.

27. De CLercq stressed the need to complete the Eighth Quota Revfew by the

1983 Annual- Meetlngs. Van der Stee thought that lmbalances nÍght be greatly

reduced on account of oi1 prlce trends. IIe favoured SDR alLocatÍons at ,

SDR 4 bl-Llion Per anm¡m for two years and regretted that agreement had not been

reached. KarjaLainen supported a subst,antial increase 1a Fund sfze, t""g. enough

to reflect a decisive sl¡1ft in the direction of calculated, quotas. A unifor-m

system¿¡tLc method of dlstributlon was needed. A case exlsted for regular SDR

alLocations and the deadLock ought to be resolved. Macsharry asked bríef ly for
hls statenent to be put on the record.

28. Bruce, drawÍng on the G24 connunique, advocated a prograñ'ne of IMF reform

embraclng the adjustuent process, survelllance, and the Fundrs fLnancing ro1e.

Quotas should be re-established as the prinary source of financíng and the

SDR should become the princlpal reserve asset of the system. A substantial

lncrease in guotas was required to meet memberst needs. Confinement of the Fund

to a lender of Last resort would be against the ArtÍcles, which provided for

countries to turn to the Fund ín case of balance of payments need. Lending liníts
under the polícy of Enlarge6 Access had already been lowered; further lowerfng

before the Eighth Quota Revlew shouLd be resfsted. 0n quota d.istribution, the

share of tDCs should be raised to 45 percent, of the total. Despfte having been

made a more attracÈive asset, Lhe SDRwasdeclining as â proportion of r,rcrld reseives.

Ihe vlew that further a11ocaËioris would given an lnflaÈfonary slgnal- was "cJ-ear1-y

contrlvedrr. SDR allocations at ehe rate of 12 bfll-1on per year in the Fourth BasÍc

PerÍod would contribute to a soLuÈLon. If the political r¡ilL for reform r^ras

absenc, the survivaL åf afr. Fund woulci be in quescion.
:- ,..

29. DevelopÍng countTy Governors endorsed the G24 Conununique. Ifany mentj-oned

the key nu¡obers of 45 percent for fDCsf quota share and 12 billÍon for annual
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SDR allocations. Razal-eigh descríbed the atËitude of major counlries to SDR

allocatfons as totalJ.y negaËive and asked them Ëo reconsíder. ile couLd not

accep¿ a token increase in the slze of"the Fund. Patel maintaÍned that a substant'Íal

lncrease in the Fund tøas easÍJ-y justified, given the erosj'on of fts real

oagnitudes. Ee was "greatly concerned" at Ëhe notíon of naklng the Fr¡nd a Lender

of Last resort. Sel-ectlve Íncreases ín quotas should be confined to capital

g:rportlng countries, Coualries whlch have the abllity Eo create internatloual

reÉ¡erves (through running pa)rnents deficits) should reconsÍder their attÍtude

Ëo SDR allocations. Shaag felt that the Fr¡nd should streagthen lts abil-lÈy to

flnaoce pal¡meûts deflcfts iu view of the growlug difflculÈies experienced by

NODCg. The share of LDCg fu the Fund should be fncreased. IIe regretted the

st¿urd of "a few oaJor lndustrlal counËries" otl SDRs. Abal{Õa1l and A1-Na fafi

wa::ned agaÍnst tamperlng wlth the guota formulae by pícklng on variabillty; thls

would call fato questlotr the whole sÈructure of the calculations' Rendueles

thought that doubLlng of quotas r¡ould be an adequate objectlve' Langonl argued

that the Ft¡nd needed Èo pLay a larger financfng role; sol-e rel-íance could not

continue to be plaeed on Che international bankÍng system. An extension of SDR

allocations at the rate of the Third Basic Perlod couLd by no stretch of ftre

fmaglnatlon be ca11ed Lnflationary. Reserve creatlon based on internationaL

borrowing uight even becooe negative. SDR allocaÈious wouLd not diLute the

qualf.ty of iuternatíoaal reselltes. Alemann too thought the system needed to rely

less heavily on bank borrowlng. Sanrbwa recalled that the I{EO report predfcted

that NODCs¡ flnauclng needs would renaín J.arge. He belÍeved that SDR allocatíoos

must be substantiaL enough to restore the SDR/reserve asset rat'io of the late L970s'

!,f"zugr supported the G24 line.

30. FCO pLease pass savÍng to UKREP Brussels, UKDEL OECD and IIKMIS Geneva'

ÎAYLOR
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FROI{: T BUPJ{S
DATE.. 17 FTERUART 1981

CH,i¡iCEII,CR Sir D 'vJass
Mr littler
lir Byatt
i'ir l'lidd.leton
lïr Unwin
I'ir Cassell
Ì{r Od"ling-Smee
Mr Sedgwick
Mr Evans
Mr Kerr
Mr lavelle
ltr Bottrill
I{r AII-en

DISCUS$I ONS IN hIASIIINGTON: I'E'BRUA-RY 1981

1. During discussions in hlashington l-ast week I attenpted to gain
some insight into the following issues:-

1. the alternative interpretations of rnonetary policy
and the likely effects of the recent bulge of the
monetar¡r aggregates

41. the prospect for recovery of output and whether
the good inflation perforaance is sustainable

l_l-l-, the prospects for action on the Budget deficit and

the implications of the prospective large cìcficits

l_v. US views on the Itmargin for manoeuvretr a.r'gurnetlts

directed tov;ard,s those countries with lower infl-ation.

A list of the visits made is attached" as a¡ annex.

lionetar:r Policy
2. There are tuo distinct vierr's about the recent behaviour of the
rnonetary aggregates. The "monetarists t' ( f or example Brunner, Ile1t zer ,,

Sprinkel and sone at the AEf) argue that a large part of the monetary

1
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growth in the latter part of 1982 was a genuine monetary impulse.
They think that it will have the usual effect of boosting nominal
GDP- They argue that the recent sharp l,elocity decline is arefleetion of reeession a¡d the scale of the monetary injection;that ii will be reversedr âs it always has been in the past lead"ingto higher infl-ation- ori this interpretation the recent rise in thelong term interest rates is a reffection of apprehension aboutinflation prospects.

3' The t'Fedttview which seens to be ì."g"ry supported by Feld,steinis that the ¡nonetary aggregates r-ôcently have been domi-nated by .speciar factors refleeting institutional change and internediation.
The change in velocity is large and. night be sustained. Disinflationarypressures a-re strong and' it was rigþt to take a risk with the monet"rfaggregafes' ft is argued. that it was important that after the Fed
allowed short term rates to fatt long rates also ferl- so confi::mingthe legitinacy of the move. This is what happened initiarly. Recentlythere has been some upward drift of long rates suggesting that possiblyinterest rate reductions have gone far enough for the monent.

4' There is little doubt that us monetary policy is in considerabl-ed'isaryay' The Fed have been moving to wider aggregates without success.r an incl-iried to accept a good part of the Fed argunent which impliesthat velocity change last year resul-ted in us monetary policy beingconsiderably tougher than intended. lde have experienced. sinilarproblens with ÐMJ over the past J years.

5' The problern for the US authorities noh, is to find something toput in its place. fn the IIK we hrere able to take refuge in the ,,range
of monetary indicators" presentation but in our case the na*ow
aggregates were grov;ing slowl¡r at that point and have rernained eitherwithin or below the target rânges. The us are heading for troublewith al-l the aggregates. The IIK monetary problems were also eased
because of the clear pro8ress that i^ras being made on the budget deficit.rn the us the position is stil-l the reverse v;ith the budget deficitvrorsening. lîr Mid,dl-eton has pointed out the great risks involved inconcentrating on wider aggregabs at a time when fiscal poricy is gettingfurther out of ha¡d.

2
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6- Yesterday Voi4rer rebased. and increased the targets but there ean
be no confidence that he will stick to then. They now have a difficult
task of re-establishing some credibility in monetary policy. their
policy is now pin::eC on continuing success against inflation. ff
that remains under control they may be able to ride out the current
confusion- Bui if it pieks u'0, for exa-mple because of a sharp d"olIar
depreciation it wil-l be difficul-t to avert a further tightening of
p,o1icy.

7. For the noment there seems to be some determination on the part of
the Fed' to avoid. any significant increase in short term interest rates.
They point to very high real interest rates at present, particularly
on an after tax basis. At the sarne tine they acknowledge that possibly
they have been leading the market too rapidly towards lower short tern
rates

B- For the moment therrmonetarists" seemed. to be gagged in public
as the Presid.ent has indicated that he is entirely content with 3ed
behaviour- But they may not remain silent and- leaks ind.icating dissent
are already emerging. ft must be very d.ifficul-t for tb,ose ]ike Sprinkel
who have these doubts about the cond.uct of monetary policy.

Ou ut and infl-ation
9. These differences on monetary policy are reflected in views about
recovery and inflation prospects.

10. It seems to be agreed that recovery is on the Ìüay. The differences
of view relate largely .to its tining and strength.

11. The optinistic group are talking of , ot 6% growth through the
year. this is based, on an accel-eration of nonetary aggregates, a
rising level of final demand and recent heawy destocking which is
erpected to be reversed or at least come to an end.

12. Those being more cautious point out that so far, apart from
yesterd.qy's ind"ustrial production figures, there is no hard. evidence
of recovery a:rd. optinistic erpectations have had to be revised several
times over the past six nonths. They acknowledge that the enplo¡ment
statistics point in the right d,irection but there are some a:nbiguities
there aIso.

t





COi;FiDEI{TrAI,

11' The group that is most worried about monetary growth are mostoptinistic on output but are also most concerned about inflation andinflationary expectations.

44' But there are some very optimistic infr-ation figures around. Forexanpl-e the Fed are look.ing for infÌation in the 3_4?," range. It isargued that although there has been some benefit this J¡ear fromcomrnodiiy prices, focd prices ano lor¡er interest rates vrhich v¡il1 notbe repeated there could be strong dov.,nward pressure continuing fronlower energ'y prices and l-ower labour costs as earnings growth slowsand productivity improves. Recently the us has been experiencingbetter than expected produetivity figures in a way reniniscent ot' ourown e)q)erience.

+.15' r was impressed by the strength of opinion about the irnmi¡so¡upturn and clearry there are some good, arguments - particurarly fromlower interest rates and the recent scare of d.estocking. But we haveseen in our o!úr1' case the difficulty involved in sustaining pick upagainst the background of high real- interest rates, poor profitabilityand cost conpetitiveness and weak overseas markets. of course in theÏlK we have had the probr-em of worrd recessi-on to cope with whiledomestic denand has been recoverying. The us shoul-d not have as biga problen but the difficul-ties of the IDC debtor countries couldprovide an echo of that effect. on the sarne conparison the us couldcontinue to make impressive progress against inflation.

16. From our point of vr-ew we must hope that Voldrer is comect.US recovery at
on -inflation is
v.i.¡ with then 5

''ate and exchang
around too fast.

about 4% a year conbined wíth further downward. pres
a very convenient message. r woufd go part of theut there is a significant risk of further interest
e rate instabir-ity in the us if the economy üurns
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Budeet Deficit
17' The Budget deficit remains a big tarking point. Everyone ï spoketo was clearly ar-armed. The prospect is for a deficit of 6%of GDp;over time a larger proportion of this deficit is 'structural,, ratherthan ttcycl-icaf rr.
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'18. The worries are

high prospective Budget d,eficits coul-d damage cl:.rrent
activity by increasing reaÌ interest rates no!ìr

1l_. high rear interest rates damage investment a¡d. the
balance betrveen sectors

l_l-l-.

1.

it is likely to increase the real exchange rate.putting
pressure on mature industries and thus creating denands
for increased protection.

19. f sensed a strong deternination to try to d.o sornething about
the Bud'get deficit but úo real- consensus about the particul-ar +

measures that should. be taken. The Congressional- Bud.get Office is
looking for an end to the indexation of tax thresholds, some red.uction
of spending psogrammes (including defence) and higher indirect tax.
(The introduction of a VAT, mentioned, in some quarters, was consid,ered
unlikely as the col-lection system does not exist at the monent. )

20. It is inportant to keep the pressure on the US about their
defieit- But once it becomes a natter of deciding between a list of
options it becomes more difficult for outsiders to nake an impact.

in for Manoeuvre
21. f spent some tine with Feldstein d.iscussing the pressure from
some countries and international organisations for the US and IIK,
along with others, to take ad.vantage of lower inf 1ation to stimulate
their d.omestic denand.

22: f argued that in terms of our ohrn lfIFS l-ower infl-ation was 1ike1y
to leave room within the framework for higher output. But that was
expected to emerge autonaticalþ by sticking to the existing guide-
lines and did not imply "refl-ationary" action by government. Having
successfully reduced. infl-ation this uras not the tine to reverse
policies and attenpt to achieve convergence by regressing towards the
mean of infration in the industrial- countries.

tr,
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2r. Feld.stein whoI1y agreed. although he recognised the pressure
at the Surunit to be seen to be taking action. I argued that it was

irnportant to convince otb.er countries of the way in which recovery
was expected. to emerge within the fra¡nework of these policies. A

discussion of this kind could. be helpful in improving understa¡ding
of ihe policj-es being pursued in "ooth our countríes.

I BURNS





VISIT TO WASHINGTON - FE3RUARY 1981
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Press Release NO.83/lI FOR IMMEDIATE RELEASE

February 11, 1983

Press Communiqué of the Interlrn Connittèe
of the Board of Governors of the

Inteinatlonal Moneta ry Fund

t- The rnterim comr¡ittee of the Board of Governors of the
Internatior¡al Monetary Fund held its twentieth aeeiing in I{ashi4gÈon,
D.C., on February 10 and 11, 1983, under the chairn3nshÍp of
Sir Geoffrey Howe, Chancellor of the Exchequer of the United Kingdom.
Ifr. Jacques de LarosÍère, Ilanaging Dírector of the rnternational
Ilonetary Fund, participared in the meeting. The meeting was also
attended by observers from a number of international and regional
organizations and from Switzerland.

2- The committee discussed the Lrorld Economic outlook and the
policies needed to cope with the difffcult problems faced by,most
members of the Fund.

The Conmittee noted that estimated rates of bcih growth of output
and :nflation had been revised dov¿nward sÍnce its previous meeting 1n
Septenber 1982. Anxiety v¡as expressed at the high ievel of uneurploy-
ment and the weakness of ínvestment and world traCc, against the back-
'ground of only limited indÍcations of economic recot"ry. At the same
time, the Comdttee welcomed the further progress.inade by some of the
larger índustrial countries in their fight against inflation, as rrel1
as the reduction in interest rates that had been facllltated by this
Progress--developments that we{e providÍng the basis for a sustainable
recovery in economi c activity.

Believing that successful handling of the infl-ation problem fs a
necessary--albeit not suffícient--condition for sustalned growth overthe neciÍum term' the Conrmittee urged natlonal authoriËies, in theírefforts to promote sustained recovery, to avoid measures that nlght
generate harrnful expectations with regard to infl-ation. The iurportanceof reducing fÍscal deficÍts in a number of countries'uras also em-
phasized. 'otherwise, the connlÈtee noted, high real interest ïates
detrimental- to Èhe process of recovery could È. gur,.t"ted by market
expecÈations regarding government borror¡Íng requirenents.

rt was the corunitteer s vlew that, 1n seve-ral major industrial
countries r¡here Ínflation remained relatively high, present cireum-
stances caIled for contÍnued restraint in monetary and fiscal policíes,
along with effective impleuentation of the fncomel policies now in
place. It wa's felt, however, that conditions for economic recovery
had improved Ín Èhose large industrial eounËries that have been able
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to achieve the greatesÈ neasure of success Ín.reducing and controlringinflation' This'success--and the reducrlon Ín ir¡terest, rates that ithas permitted-:provided the basis, within the pursuit of counter-infl'atÍonary monetary and fÍsca1 polícies, for greater real growth ofactivity. The trarrsiti-on to a Ðore stable path of real_ grow'fh r¿outdbe further facilitaÈed þy deterrnined efforts to reduce mãrket rigídf-ties and structural iubalances.

The cor'unittee deplored Èhe upsurge of protectioníst. pressuresÍn the past year or t!,ro. rt stressed the paramount importance ofresisting these pressures and, indeed, ,ofì_i'g theu¡ back.

, The unsatisfa"aoty situatÍon facing non-oil developíng countries!7as a source of particular concern to the Coumittee, ¡¡hich noted thatgrowth rates in these countries, af-ter averaging about 6 per cent inthe 1960s and early 1970s, hed averaged, o'ty-2 L/2 per cent during Èhepast two years and were nor expecre-d-ro shoí much úpr.;;;;nr fn r9g3.The conrn:ittee also observed tnàt tne roa""i recent Íncreases in output,which were barely sufficient to keep pace with rapid populationgrowth' had been achi-eved agaínst a background of detãriorating Èermsof trade, sluggísh markets fo. "*ports, high interest.rates Ín inter-national financíaI markets, and straÍns in the financíng of currentaccount deficits' These condÍtfons had necessit"a.ã 
" 3nãrp-"orpressionof- íinports by the non-oil devel0ping countrÍ.es-whích, in turn, had beenachieved ai the cost of lower invesiurent and growth.. .'' .';

NotÍng the extent of the externar adjustment already achievedby nany non-oi1 developing countries and the uncertaintíes that mosts¡rch countries face in financing their current account defÍcÍts, thecommittee attached great irnportãnce to trr"-"orrtrouing provision of bothofficÍal development assistànce and prÍ.vate bankÍng flows on an adequatescale, and it welcomed the speclal rã1" ,"".ntry pr_ayed by the Fund inthis connection.

. More generally, the coÍmittee stressed the enhanced importance,in current circumsÈances, of the Fundrs role in provÍding Íts balanceof payrnents assistance to member countries thaÊ engage in adjustmentprograms and in exerefsing firm surveillance over policíes, and alsothe need to equip ti:e Funã rrrith adequate resources to perform this ro1e.
3' The cormnittee' noting the progress made by the Executíve Board onthe various issues of the Eighth Gãneral Review of Quotas, focused itsattention on the,renaíning iãsrres, and took satisfaction ín being ableto reach the following-agieenent on the subject of quotas:

(a) The totà1 :-f t*g quoras should be increased under rhe EighËhGeneral Revier¿ from approximately sDR 6r.03 billion to sDR 90 birr-ion(equivalent ro abour U'Sç gA.S Uiffion).

'i
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.fb) rorty-Per.,99g.È of the overaLl fncreáse should be dferribuÈed _to all rirembets'in proþoitttrn t-o thelr presenr lndivíduaL quorasf 
ti"ã:i,'

the balance'of sÍxly'ier cenr shourd uL ai"tiiúuted in rhe rorr or -
selective adjustments in proportlon to each uembert s share in the totaL'of the cal-culated quotas, 1.u.., the quotas that broadly refrect memberstrelative positions in the world economy.

!"1 Twenty*five per cent of the increase ín each memberr s quoËa
should be pald in sDRs or in usable currencies of other members

The CommitÈee considered the
of very sma1l quotas, .1.e., those
SDR 10 míllíon. It r¡as agreed to
Board for urgenÈ consideration in
the urain decision.

possíb1lity of a speeial_ adjustment
quotas that are currently less than
refer thls rnatter to the Executive
connectíon with the implementation of

4' The question of the limiÈs on access to the Fund,s resources r^Tasraised in the Cor¡níttee. It ¡¿as noted that the Executive Board willreview thís uratter before June 30, 1983. 'The 
Cou¡mitÈee ínviÈed theExecutive Board to take note of the vieu,s expressed in the Conrnittee bythose 

-fgvoríng maintenance pf the present eniargãã ri*ri" j-n terns ofutultíples of quoËas and also by those stressing the need to have. regard
Èo developments ín the lundr s liquidíty. It aiso invited the ltanaglng-Dírector to report on tÏís mattei at tire nexÈ aeeting of the Cormriit"ã.

5' The ComnÍttee noted the recent decisíon of the Finance MÍnisters
and Central Sank Governors of the participants ín the General Arrangementsto Borror¡ (Caf¡ to support an increase in the total- amount of the coronii-
ments under these Arrangements to SDR 17 bill-Íon (equivalent to about
us$19 billion) and to make the resources of these Airangements avail-abLeto the Fund to financ'e also purchases by nonpartícipants when the Fund.faces an inadequacy of resources arÍsing fron an exceptional si,tuationinvolving a threat to the stabílity of tf¡e international monerary system.In thís connectíon, the Couunittee r¡elcomed the intention of Switzerlandto become a fu1I particípant ín the Arrangements, through the swissNational Bank, wírh a credit connnirmenÈ öi sDR l,ozo mfuion.

The Conmittee also welcomed'the ¡¡íllingness of Saudi ArabÍa to
. provide resources to Èhe Fund, j-n assocíatíon-!ü1th the GAB, and ior the

same purposes as those of the GAB. 'They noùed with satisfaction the
Progress that is being made in setting out the detatled features of thisassociation. .l . 

.

6. The rnembers of the Com¡rÍttee requested the Executive Board to adopt,before the end of February 1983, the necessary decisj-ons and otheractions to implement the consensus reached in the Corunittee. They also
agreed to urge the governments of their constituencíes to act promptly
so that the proposals for the increase in the Fundts resources could
be made effectíve by rhe end of 1983.
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7. The Comnlttee consídered again the questfon:of allocatforr" of
sDRs in the current, 1.e., the iourth, basfc perfod which began onJanuary 1, 1982. Notfng the developments .stnäe fts Toronto meeting,the ComnltÈee agreed that the mattei should be reexamined as soon as.possible. It, thereforer.requested the Executf.ve Board to t'eview thel-atest trends in growth, ínflatÍon and l-nternatlonal.tiquidtty, T^r-ltha view to enabling the Managlng DÍrector to determÍne, not Later thanthe next rneeting of the rnterim con¡rriÈtee, whether " iropo""I for a
ner'r SDR allocation could be made that ¡^'ould comrnand ¡ro.ã support
among members of the Fund.

8. The Con¡rittee agreed to hold
on Septernber 25, 1983.

íts next meeting in Ltashington, D.C.,

ì,
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INÎERIM COMMITTEE AlTENDANCE

I'ebruary 10=1-1, L983

Chairman

Sir Geoffrey Howe, Chancel-lor of the Exchequer of the United Klngdom

Managing Director

J. de Larosière

Members or AlÈernates

Mohaumad ABAL-KIIAIL, Minister of Fínance and Natíonal Economy

of Saudí Arabla - t

Mohamed FINAISH, Executlve Dírector of the I'und (Alternate for
-Hassan A1--NajafÍ, Governor of the Central- Bank of Iraq)

Rachid B0URAOUI, Gåvernor of the Banque CentraË dtAlgêrie
B. T. CHIDZERO, MinÍster of Finance of Zirnbabr'qe'
I{illy DE CLERCQ, Vice Prime Minister, Minister,of Finance, and '' 

"'Minister of Foreign Trade of Belgium
Jacques DELORS, MinisLer of Economy and Fínance of France
Ernane GALVEAS, MinÍster of Finance of Brazil-
Giovanni GORIA, Minister of the Treasury of ltaly
Cesar E. A. VIRATÀ, PrÍme Minister and Þfinister of FÍnance of

the Philippines (Alternate for John W. Howard, Treasurer, AustralÍa)
Marc LALONDE, Minister of Finar-ice of Canada
J. G. LITTLER, Second ?ermanent Secretaly of H. ll. Treasury of the

-United Kingdom
SEANG Ming, Ãdviser at Vice President Level of the Peoplers Bank of Chl-na

(Al-ternãte for Lu PeijÍan, President of the Peoplefs Bank of China)
Manmohan SINGH, Governor of the Reserve Bank of India (Al-ternate for

Pranab Kumar Mukherjee, Minister of Finance of Ïndia)
J6hannes NORDAI, Governor of The Central Bank of Ïcel-and
Nuku1 PRACHUABMOH, Governor of Èhe Bank of Thaíl-and
Donald T. REGAN, Secretary of the Treastiry of the UnLted States
H. O. C. R.'RUDING, Minister of Finance of the Netherl-ands
SAIÍBI^IA ?ida Nbagui, Governor of the Bandue du Zaire
Jesús SILVA-HERZOG, Seeretary of Fínance and Public Credlit of Mexico
Gerhard STOLTENBERG, Federal- MinÍster of Finance of Gerrnany
Haruo ì'IAYE[¡LI{A, Governor of The Bank 'of 'Japan (Alternate for

Noboru Takeshita, MinisLer of Finance of Japan)
Jorge I,{EHBE, Minister of Economy of /rrgentina

Observers .

A. I^f. Clausen, President, IBRD
Arthur Dunkel, Director-General, GATT
,4. Ferroukhi, Head, Economics and Finance DeparÈmenÈ' OPEC
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Observere (conrlnued)

Ghulam Ishaq Khan, Chairuran, Developrnent Co'-nitÈee
Roger Lawrence, DlrecLor, I'loney, FLnance, and Development

Dlvision, IINCTAD
Eurll.e van Lennep, Secretary-General, OECD

F. Leutwil-er, Chairman of the Governlng Board, Swiss Natlonal Bank
Francoís-Xavier Ortoli, Vice-PresldenÈ, CEC
Jean Ripert, Director General- for Development and International

Economic Cooperatfon, UN
Guenter Schleiminger, General Manager, BIS
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