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LETTER OF TRANSMITTAL
TO THE BOARD OF GOVERNORS

August 4, 1983

Dear Mr Chairman:

I have the honor to present to the Board of Governors the Annual Report of the
Executive Board for the financial year ended April 30, 1983, in accordance with
Article XII, Section 7(a) of the Articles of Agreement of the International Monetary
Fund and Section 10 of the Fund’s By-Laws. In accordance with Section 20 of the
By-Laws, the administrative budget of the Fund approved by the Executive Board
for the financial year ending April 30, 1984 is presented in Appendix VI and the
audited financial statements of the General Department, the Special Drawing Rights
Department, the Subsidy Account, the Supplementary Financing Facility Subsidy
Account, the Trust Fund, and the Staff Retirement Plan for the year ended April 30,
1983, together with the reports of the External Audit Committee thereon, are
presented in Appendix VIII.

Yours sincerely,
/s/
J. DE LAROSIERE

Chairman of the Executive Board

Chairman of the Board of Governors
International Monetary Fund
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Chapter 1

Developments in the World Economy

Introduction

The recession in economic activity intensified in most
parts of the world during 1982. At the same time,
however, further progress in curbing inflation was re-
corded in several of the major industrial countries. This
progress had favorable implications for the real incomes
of consumers, and the accompanying decline in interest
rates improved business incentives and reduced inven-
tory carrying costs. By early 1983, the better outlook
for inflation appeared to have improved confidence
sufficiently to set the stage for an upswing in production
and trade. Indeed, signs of such an upswing were
already evident in a number of industrial countries, and
especially in the United States. The task now confront-
ing national authorities and the international community
is to build a sustainable recovery on the foundation that
is emerging.

Total output of the industrial countries declined in
1982 for the first time since 1975, and unemployment
rose to the highest levels since before the Second World
War, These developments, following two years of weak
and uneven growth, created unfavorable conditions for
the expansion of world trade, the volume of which de-
clined by 2V2 per cent in 1982. Falling prices of pri-
mary commodities further undermined the export
earnings of most developing countries. The resultant
difficulties faced by some of those countries in meeting
debt service commitments led to a reappraisal of their
creditworthiness by commercial lenders and an abrupt
cutback in private financing flows. This posed the threat
that cessation of financing would result in a disorderly
contraction of world demand. This threat was averted
only through concerted measures undertaken coopera-
tively by the authorities of countries most concerned,
the international banking community, and international
institutions, in particular the Fund.

The stagnation of world trade and the high rates of
unemployment generated by the recession have also
provoked an increase in protectionist pressures. These
now present an additional obstacle to a renewal of

growth in world trade and a hazard to the achievement
of higher levels of output and productivity in the world
economy.

The non-oil developing countries have been hit par-
ticularly hard by the international recession. With con-
tinuing weakness in their principal export markets and
a further substantial deterioration in their terms of
trade, they have had no alternative but to intensify
their adjustment efforts. This has resulted in a further
moderation of growth in gross national product (GNP)
and an outright decline in per capita income levels for
the non-oil developing countries taken as a group. Even
countries which had previously been partially shielded
from the consequences of declining export receipts by
their access to international capital markets faced, in
late 1982, the need for a particularly sharp measure of
external adjustment. Confronted with much more cau-
tious attitudes on the part of international lenders, these
countries have had to adopt policies that give their
creditors grounds for confidence in their capacity to
bring their external obligations and resources into bet-
ter alignment. The adoption of prudent fiscal and
monetary policies, although entailing restraint on de-
mand in the short term, offers the best prospect of
sustainable expansion over the medium and longer
term. Moreover, the timely adoption of such policies,
particularly when they form part of programs that
enable the country concerned to gain access to the re-
sources of the Fund and other lenders, can, in fact,
involve less restraint than would otherwise be
necessary.

The oil exporting countries have also undertaken a
major reassessment of their fiscal and development
programs in line with the sharp reduction in their oil
revenues.

Despite the numerous unsatisfactory aspects of the
current situation, various developments of a distinctly
encouraging character have also emerged. The most
important of these is the progress that has been made
in reducing inflation in the industrial countries. This

1
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progress, although partly due to the severity of the
recession and to declines in oil and other commodity
prices, must be attributed in conmsiderable part to the
effectiveness of official policies in several key coun-
tries. With growing recognition of the firmness of anti-
inflationary policies, interest rates in major financial
markets dropped substantially during 1982. The in-
ventory liquidation that characterized the recession
period seems to have run its course, and the real pur-
chasing power of personal incomes has been enhanced
by the decline in inflation. The recent reduction in oil
prices, although having some negative effects, is another
factor that should, on balance, contribute to world
economic recovery.

For all developing countries, economic prospects
now depend crucially on the progress of recovery in
the industrial world. The need for an early upturn in
the industrial countries is therefore very pressing; but
there is also a vital need that renewed growth be non-
inflationary and sustainable. The durability of the re-
covery will depend in no small part on the continuing
credibility of anti-inflationary policies, which remains
somewhat fragile even in several of the industrial
countries where inflation rates have been brought down
to the vicinity of 5 per cent or lower. Moreover, the
still high inflation rates prevailing in a number of other
industrial countries do not allow room for any more
rapid expansion of nominal demand than is now fore-
seen. In most of these latter countries, there is a con-
tinuing need for firm fiscal and monetary policies. And
in all of the industrial countries, avoidance of measures
that might generate harmful expectations regarding
inflation remains a cardinal requirement in dealing
with the present situation.

From this perspective, it will be essential to keep
monetary expansion at rates consistent with consoli-
dating the recent trend toward lower inflation. It will
also be vital to bring fiscal situations in the larger
industrial countries, and particularly in the United
States, into better balance. For the economic recovery
to be well sustained, it will be essential that govern-
ment demands for credit be prevented from competing
unduly with rising private needs for credit and thus
forcing up interest rates.

For growth in nominal demand to be reflected in
higher output, rather than in renewed inflationary
pressures, one of the most helpful developments would
be a reduction of structural rigidities that handicap the
efficiency of most industrial economies. Among the
most important of these rigidities, apart from excessive
fiscal deficits of a structural nature in some countries,
are those involving inflexibilities in the wage formation
process; the current distribution of income among

2

factors of production, particularly the weakness of
profits; inadequate incentives for saving and invest-
ment; and, in some cases, inappropriate regulation of
economic activity. In addition, the existence of direct
and indirect support for declining industries, and an
education and training system in some countries that
is not fully suited to their economic needs, has
hampered the process of dynamic adjustment to tech-
nological and social change.

Concerning exchange rates, close international co-
operation is needed to reduce volatility, and is espe-
cially important at the present time to take advantage
of recent and prospective progress toward convergence
of economic policies and conditions in the larger in-
dustrial countries. Other areas of vital need for inter-
national cooperation include the difficult international
debt situation, the provision of adequate official devel-
opment assistance to the low-income countries, and the
avoidance of protectionist trade policies, both in indus-
trial and in developing countries.

Restrictions by industrial countries on their imports
from the developing world have particularly serious
adverse implications for the economies of developing
countries. In the near term, continued access to world
markets by debtor countries is essential if they are to
be in a position to service their external debt and
maintain an adequate level of imports. In a longer-
term perspective, restrictions against the exports of
developing countries penalize most severely those
countries that have adopted outward-looking growth
strategies and the liberalization of their domestic econo-
mies advocated by the Fund. Many of these countries
have borrowed abroad to finance export-oriented in-
dustrial development. Uncertainty about future con-
tinued access to export markets can have serious
detrimental effects on this type of growth strategy.

The following sections of the chapter provide a
review of developments in the world economy under
three general headings. The first section deals with
domestic activities and policies in major groups of
countries; the second focuses on international trade and
payments, both from a global point of view and from
the standpoint of each major group of countries.
Against this background, the third section of the chap-
ter presents a discussion of current policy issues.

Domestic Activity and Policies
Industrial Countries

Stance of policies.—Confronted by the continuing
recession and rising levels of unemployment, authori-
ties in the industrial countries continued in 1982 to
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seek to establish the conditions necessary for a resump-
tion of sustained economic growth, In general, there
was agreement that a lasting solution to unemployment
and other problems stemming from the prolonged re-
cession could not be found in short-term stimulus, but
rather required a determined effort to reduce inflation
and eliminate structural rigidities. In this sense, policy
can be said to have been focused on longer-term ob-
jectives, although the desire not to exacerbate short-
term difficulties led to a certain flexibility in the manner
in which financial policies were implemented in most
countries.

The Interim Committee, in the communiqué issued
following its meeting in Toronto in September 1982
(reproduced in Appendix III) “recognized that the goals
of steady expansion of output and reduction of
unemployment could only be achieved if there were a
sustained reduction in inflation and inflationary expec-
tations, in nominal and real interest rates, and in other
impediments.” Following its meeting in February 1983
in Washington, the Committee reaffirmed the belief
“that successful handling of the inflation problem is a
necessary—albeit not sufficient—condition for sus-
tained growth over the medium term.”

A number of industrial countries have now achieved
considerable success in combating inflation and laying
the foundation for a durable improvement in economic
performance. Evidence of such improvement is already
apparent in several of them, and is expected to spread
to others in the course of 1983. However, progress
toward greater financial stability has been uneven, and
in some countries high inflation continues to hamper
restoration of conditions conducive to the longer-term
goals of growth and increased employment.

As noted in previous Annual Reports, monetary
policy has borne the main burden of counterinflationary
policy in most countries during the past few years, in
large part because fiscal policies have tended to be less
restrictive in their implementation than in their initial
design. In the absence of adequate support from fiscal
policy, monetary and credit conditions have had to be
more restrictive than would otherwise be the case. The
resulting pressure on financial markets has led to the
record high interest rates of recent years. These high
interest rates, in turn, have distorted the pattern of
demand and increased the severity of the recession.

Although there has been an easing of monetary con-
ditions since about mid-1982, there is no doubt that
until that point they had been decidedly more restric-
tive than in the late 1970s. While developments have
differed significantly from country to country, this ten-
dency toward restraint can be seen from trends in both
the growth rates of the principal monetary aggregates
and the level of interest rates. A weighted composite
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of annual growth rates of the narrowly defined money
supply (M1) in the seven major industrial countries,
which averaged 10 per cent per annum during the
period 1976-78, fell to 6% per cent during 1979-81.
A rise to 8%2 per cent in 1982 was influenced to a
significant extent by the jump in the growth rate of
M1 in the United States, which in part may have re-
flected institutional changes in the U.S. financial sys-
tem. A similarly calculated composite of growth rates
of the broadly defined money supply (M2), which
apparently was less affected by institutional changes,
shows the annual pace of expansion declining from an
average of 12 per cent in the period 1976-78 to 10 per
cent in 1979-81, and to 92 per cent during 1982.

As just noted, monetary conditions in many of the
major industrial countries have tended to ease over
the past year, in part because unexpectedly low rates
of growth of nominal gross national product have
caused the established objectives for the growth
of monetary and credit aggregates to become less re-
strictive. An offsetting factor in some countries has
been an apparent increase in the demand for money
(even after allowance for the effect of falling interest
rates), attributable partly to institutional innovations
and partly to the effect of recession-induced uncer-
tainties on liquidity preference. Where these factors
seemed to be particularly important, for example, in
the United States, the authorities have acted to accom-
modate such exogenously induced shifts in money
demand by allowing the monetary aggregates most
affected to exceed their target ranges, at least tempo-
rarily. In some other countries, responding to the
severity of the recession, the authorities have per-
mitted monetary expansion to proceed at rates corre-
sponding to the upper end of the target range.

The implications of these various developments for
the real money stock and velocity have been quite
substantial. For the seven major industrial countries,
the weighted average annual growth rate of ‘real M1
(i.e., M1 deflated by the GNP deflator) fell from
25 per cent during the period 1976-78 to a negative
2 per cent during 1979-81, before rising to 2%2 per
cent in 1982. A similar composite of deflated M2
growth rates indicates an average annual increase of
4%5 per cent in the period 1976-78, declining to less
than 1% per cent in 1979-81, and then rising again
to 3% per cent during 1982. Since the most recent
rise in the real money stock has occurred at a time
when output was stagnant or falling, there has been a
sizable decline in the velocity of circulation, the largest,
in fact, for several years.

The changes in monetary conditions that have taken
place over the past few years have had a parallel in
shifts in the manner in which monetary policy has been

3
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conducted. During the period 1979-81, increased em-
phasis was placed on adhering to quantitative targets
for the main monetary aggregates as the central focus
of monetary policy. More recently, however, while the
importance of monetary aggregates continues to be
recognized, difficulties in interpreting the significance
of shifts in their growth rates, particularly when insti-
tutional circumstances and economic conditions are
changing, have become apparent. For this reason, the
monetary authorities in a number of industrial coun-
tries have broadened the range of indicators they use
to monitor monetary conditions, and some have ad-
justed the target bands for the monetary aggregates
used as indicators. They have emphasized, however,
that such adaptations in the implementation of policy
did not imply any shift in the basic counterinflationary
objectives of policy.

Reflecting declining inflation, the weakness of eco-
nomic activity, and the easing of monetary conditions
in several major countries, nominal interest rates de-
clined quite rapidly in the second half of 1982

Chart 1. Major Industrial Countries: Short-Term In-
terest Rates, 1978-June 1983 !

(In per cent per annum)

1Data are monthly averages of daily rates on money market
instruments of about 90 days’ maturity.
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(Chart 1). However, it would seem that fears con-
cerning the evolution of financial market conditions
(and especially the effect on them of continued large
budget deficits in some countries) prevented this de-
cline in rates going as far as might have been expected
on the basis of developments in inflation rates and in
real economic activity. Thus, as far as it is possible to
judge, real interest rates remained high, particularly
in comparison with similar stages of earlier business
cycles.

The average of nominal interest rates in the major
industrial countries, for both short and long maturities,
which had reached 14-15 per cent during 1981, had
fallen to about 13 per cent by mid-1982. Thereafter,
rates fell quite sharply in the second half of 1982,
before stabilizing in the first several months of 1983.
In real terms, however, the decline probably has been
much less. The conversion of interest rates from nomi-
nal to real terms requires assumptions about expected
inflation rates that are, by their nature, highly uncer-
tain. Nevertheless, it is significant that while both short
and long rates exceeded the current inflation rate by
almost 5 per cent, on average, in 1981, the gap for
short-term rates had fallen only to about 4 per cent
in early 1983, and for long-term rates, had even in-
creased slightly.

Moreover, since underlying circumstances and the
stance of policy have varied considerably from country
to country, changes in financial market conditions have
been far from uniform. In 1980, for example, annual
averages of real short-term interest rates among the
seven major industrial countries differed by as much as
almost 12 per cent. Such differentials, and the rapid
changes that have occurred in them, have at times
contributed to disruptive capital flows and pressures on
exchange markets that have constrained the policy
options of the authorities. During 1982, however, there
was a significant convergence of real short-term interest
rates in the industrial countries, with the differential
between the highest and lowest average rates among
the seven largest countries falling to less than 312 per
cent.

For 1983 the monetary targets being pursued in the
main industrial countries, combined with the inflation
outlook, imply a continuation of the financial market
trends that have been in evidence since mid-1982. With
the targeted growth rates of the nominal monetary
aggregates in most countries set at approximately the
same level as in 1982, and taking into account the suc-
cess that has been achieved in containing inflation, the
provision of real liquidity to the economy should con-
tinue to be somewhat greater than during the period
1979-81.
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Fiscal policy in the industrial countries in recent
years has generally been framed with the objective of
reducing structural budget deficits, and thus facilitating
the task of monetary policy in bringing down inflation
and inflationary expectations. In the event, however,
structural rigidities, and difficulties in policy imple-
mentation, have considerably reduced the role that
fiscal policy has actually played in this connection. At
the same time, the weakening trend of economic ac-
tivity has caused a cyclical deterioration in govern-
ments’ financial positions.

In 1982, the net changes in underlying budgetary
positions of the seven major industrial countries are
estimated by the Fund staff to have been broadly neu-
tral in their impact—with an expansionary impulse in
Canada, the United States, and Italy having been
largely offset by the withdrawal of stimulus elsewhere.
However, reflecting the worsening of the recession, the
actual deficit in the central government budget for the
seven major countries as a group widened from some
3% per cent of GNP in 1981 to some 434 per cent in
1982. Over the four years since 1978, even though
budgetary shifts amounting to a withdrawal of stimulus
of about 1 per cent of GNP have occurred, cyclical
developments have more than offset this, causing the
actual budget deficit of these countries, taken as a
group, to widen by about 1 per cent of GNP.

Changes in the overall budgetary position of the
major industrial countries conceal quite wide diver-
gences in fiscal performance among them. At one
extreme, the United Kingdom achieved a reduction in
its fiscal deficit, between 1978 and 1982, equivalent
to some 22 per cent of GNP, despite strong cyclical
pressures tending to increase the deficit. Japan also
improved its fiscal position between 1979 and 1982,
but all the other major countries have experienced
increases in their deficits.

Projections for 1983, based on proposed—and in
some cases approved—budgets, point toward a diver-
gence in fiscal policy stance between, on the one hand,
Canada and the United States, and, on the other, most
of the other major countries. In the United States, the
implementation of a further income tax cut on July 1,
1983 is likely to have a significant expansionary impact.
In the major European economies and Japan, in con-
trast, a further withdrawal of stimulus equivalent to
about ¥2 per cent of GNP, on average, is expected.

Budget deficits are a source of concern, not only
because of their absolute magnitude but because of
their size in relation to available savings. According to
staff estimates, the weighted-average share of gross
private savings absorbed by central governments in the
seven major industrial countries in 1982 was 23 per
cent, more than half as large again as in 1979. Among
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individual countries, this percentage ranged from
12 per cent to as much as 56 per cent. As recovery
proceeds, it is to be expected that governments’ finan-
cial positions will tend to strengthen, while pools
of available national savings may increase. However,
in most of the major industrial countries, a significant
portion of the present deficit is structural in nature.

The rather modest withdrawals of fiscal stimulus in
recent years, at a time when monetary policies in most
of the major industrial countries have been quite re-
strictive, are indicative of the difficulties that have been
encountered in redirecting fiscal policy toward anti-
inflationary objectives. In some countries, tax cuts
have been regarded as essential to encourage work,
saving, and investment, and these cuts have proved
easier to implement than cuts in government expendi-
ture. The growth in the relative importance of subsidy
and entitlement (transfer) programs, the costs of which
have a tendency to increase independently of direct
action by the authorities, has complicated the task of
reducing the growth of spending. The same can be said
about interest payments on the national debt. It is
these types of expenditure, rather than direct purchases
of goods and services, that have accounted for most
of the substantial increase in the ratio of total govern-
ment expenditures to GNP in the industrial countries
since the mid-1960s.

Output and demand.—After a prolonged period of
slow or negative growth, the sharp declines in inflation
and interest rates that have been experienced in the
industrial world since mid-1982 appear to have sig-
nificantly improved prospects for economic recovery.
Output began to rise in the United States around the
end of 1982, and indicators of real growth gathered
strength in the second quarter of 1983; a better outlook
is now evident in a number of other countries also.

Reflecting, inter alia, the restrictive financial policies
that were adopted to restrain the renewed upsurge
of inflationary pressures in 1979-80, aggregate real
GNP in the industrial countries grew by only about 1%4
per cent per annum in 1980 and 1981 (Table 1). A re-
covery had been quite widely expected for 1982, but
in the event, output actually declined by Y4 per cent
in that year. Inventories were reduced at a more rapid
pace than had been foreseen, and both business fixed
investment and consumers’ expenditure were weaker
than expected. At the same time, economic conditions
in the developing countries worsened, and they were
forced to cut back sharply on their imports.

The long duration of the slowdown in economic
activity that now appears to have come to an end has
been due to several factors. Chief among them has
been the inherent difficulty of restoring financial sta-
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Table 1.

(In per cent)

Industrial Countries: Changes in Output and Prices, 1963-82 !

Change from Preceding Year

Average
1963-722 1973 1974 1975 1976 1977 1978 1979 1980 1981 1982
Real GNP
Canada 5.5 7.6 3.6 1.2 5.8 2.0 3.6 32 1.0 34 —44
United States 4.0 58 —06 —1.2 5.4 5.5 5.0 28 —04 1.9 —17
Japan 10.5 8.8 —12 2.4 5.3 53 5.1 52 4.8 3.8 3.0
France 3 5.5 5.4 3.2 0.2 5.2 3.0 37 34 1.1 0.4 1.6
Germany, Fed. Rep. of 4.5 4.6 0.5 —16 5.6 2.8 3.5 4.0 1.8 —-02 -—1.1
Italy 3 4.6 7.0 41 3.6 5.9 1.9 2.7 4.9 39 0.1 —03
United Kingdom 3 2.8 72 —-18 -1.1 34 1.6 39 20 =21 -22 0.7
Other industrial
countries 4 5.0 5.5 34 —02 3.6 2.4 2.1 3.0 2.1 0.6 0.2
All industrial countries 4.7 6.1 05 —06 5.0 4.0 4.1 34 1.3 1.2 —03
Of which,
Seven larger coun-
tries above 4.7 6.2 0.1 —07 5.3 4.3 4.5 3.5 1.1 1.5 —04
European countries 44 5.8 20 —12 4.6 2.6 3.0 34 1.5 —0.2 0.2
GNP deflator
Canada 3.6 9.1 15.3 0.8 9.6 7.4 6.7 10.5 11.1 10.6 10.1
United States 3.5 5.7 8.8 9.3 5.2 5.8 7.4 8.6 9.3 9.4 6.0
Japan 4.7 11.7 20.6 8.1 6.4 57 4.6 2.6 2.8 2.6 2.0
France 3 4.8 7.8 11.2 13.3 9.9 9.0 9.5 10.3 11.8 12.0 12.1
Germany, Fed. Rep. of 4.1 6.5 6.8 6.1 3.4 3.7 4.2 4.0 4.4 4.2 4.8
Ttaly 3 52 11.6 18.5 17.5 18.0 19.1 13.9 15.9 20.7 18.4 17.5
United Kingdom 3 52 7.0 14.9 26.9 14.6 14.1 10.9 15.0 19.2 122 8.0
Other industrial
countries 4 5.4 9.4 12.2 13.3 10.5 9.7 9.1 8.0 8.8 9.1 9.7
All industrial countries 4.2 7.5 11.5 11.1 7.6 7.5 7.6 8.0 9.0 8.6 7.2
Of which,
Seven larger coun-
tries above 4.0 7.2 11.5 10.8 7.1 7.1 7.3 8.0 9.1 8.5 6.7
European countries 5.0 8.2 11.7 13.8 9.8 9.6 88 9.0 10.7 9.9 9.5

1 Composites for the country groups are averages of percentage changes for individual countries weighted by the average U.S.

dollar value of their respective GNPs over the previous three years.

2 Compound annual rates of change.
3 GDP at market prices.

4 Comprise Australia, Austria, Belgium, Denmark, Finland, Iceland, Ireland, Luxembourg, the Netherlands, New Zealand, Nor-

way, Spain, Sweden, and Switzerland.

bility after an extended period in which economic
agents have come to expect a continuation of infla-
tionary conditions. Following its upsurge in 1973-74,
inflation remained high in many countries and was
given further impetus by the second round of oil price
rises in 1979-80. On the latter occasion, however, the
authorities of most of the industrial countries recog-
nized that restoration of sustainable economic growth
required firm action to- curtail the secondary price
effects of the initial inflationary impulse. Against a
background of entrenched inflationary expectations and
associated structural rigidities, policies of demand re-
straint led to a significant increase in economic slack.
In a more medium-term context, however, the disin-
flationary process, painful as it has been, is recognized
to be a necessary precondition for sustainable economic
growth.

The general pattern of a prolonged period of eco-
nomic weakness, intensifying in 1982, holds for most
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of the major industrial countries. There have, however,
been some important differences in timing and degree.
Fluctuations in activity in the European economies
have taken a rather different course from those in the
United States and Canada, while Japan has succeeded
in maintaining a relatively smooth, though by its own
historical standards modest, growth in output.

In the United States, total output fell by 134 per cent
in 1982, with the decline being particularly pronounced
in the early part of the year. More recently, however,
the performance of the U.S. economy has improved
considerably, with a significant expansion of demand
in the housing and automobile sectors, and a fairly
substantial increase in industrial production in the early
months of 1983. A similar pattern is evident in Canada,
where output contracted even more sharply in 1982,
but also seems to be recovering more rapidly during
the current year. The major European economies, by
contrast, realized a small increase in aggregate output
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in 1982, after a decline in 1981; better growth rates
were recorded in France and the United Kingdom, off-
setting decreases in real GNP in the Federal Republic
of Germany and Italy. As the year proceeded, however,
activity in continental Europe tended to slow down;
and in the first part of 1983 signs of economic recovery
have been less apparent than in the United States and
Canada.

Among the smaller industrial countries, the decline
in output growth from 1981 to 1982 was less marked
than for the major seven. In both years, however, the
growth rate for the group as a whole was under 1 per
cent. Developments in the early months of 1983 do
not yet reveal much of an improvement in this rate.

The direction of trends in overall economic activity
in the seven major industrial countries in recent years
is depicted in Chart 2, which also shows developments
in industrial output alone. This chart highlights the
generally greater impact of cyclical developments on
the industrial sector, and indicates that, except in Japan,
the past three years of poor economic performance
have left industrial production far below its previous
peaks. For the seven countries as a group, industrial
output in 1982 was 4 per cent below its level in 1979.

The poor output performance of the industrial
economies has reflected the difficulties of economic
adjustment in circumstances where demand restraint
is confronted by entrenched inflationary expectations.
In the period that is needed for anti-inflation policy to
acquire credibility and for expectations to be revised,
a relatively greater proportion of the reduction in the
growth of aggregate demand is felt in real demand
than in prices. For the industrial countries as a group,
the rate of expansion of real domestic demand dropped
from 334 per cent per annum on average in 1977-79
to ¥4 of 1 per cent per annum in 1980-82. Through
1981, the impact of declining domestic demand was
moderated by increases in foreign demand, particularly
in the oil exporting countries but also in the non-oil
developing countries. In 1982, however, with the slump
in the international oil market and the severe financial
difficulties experienced by a number of the larger non-
oil developing countries, this support to the growth of
output in the industrial world was withdrawn.

The overriding influence on the slowdown in the
expansion of aggregate domestic demand in the indus-
trial countries in recent years has been the sharp
deceleration in private consumption expenditure (see
accompanying tabulation). This has resulted mainly
from the impact of inflation and restrictive financial
policies on the growth of household real disposable
income. Earned income has been adversely affected by
rising unemployment and by the more moderate real
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wage gains of employed workers. At the same time,
the savings ratio has remained high in many countries,
and fiscal support for the growth of household dis-
posable income (through changes in taxes and trans-
fers) has been quite moderate except in the United
States.

Industrial Countries: Changes in Real GNP and
Components of Aggregate Demand, 1977-821

(In per cent)

1977-79
Average 1980 1981 1982
Private consumption expenditure 3.7 1.0 0.9 1.1
Government current expenditure 2.5 23 1.9 1.6
Gross fixed investment 53 —12 —0.1 =33
Final domestic demand 3.7 0.9 0.9 0.3
Stock building 2 0.1 —0.5 —02 —04
Foreign balance 2 0.1 0.8 07 —0.2
GNP 3.8 1.3 1.2 —03

1 Averages of percentage changes for individual countries
weighted by the average U.S. dollar value of their respective
GNPs over the previous three years.

2 Changes expressed as a percentage of GNP in the previous
year.

The weakness of consumer spending in the past few
years has tended to depress fixed capital formation,
which has also been adversely affected by continued
high levels of production costs and interest rates. In
real terms, gross fixed investment in the industrial
countries actually declined in each year from 1979 to
1982. Inventory investment has also been undermined
by poor final sales prospects and high carrying costs.
As a result, aggregate output in the industrial coun-
tries has lagged even the slow growth of final demand.

Inflation.—In 1982 and the first half of 1983 there
has been further encouraging progress in reducing
inflation. This has extended the gains that were already
apparent in 1981. Not all countries have been equally
successful, however, and in several, rates of price
increase remain disturbingly high. Moreover, transitory
influences, such as developments in the price of oil
and basic foodstuffs, have been a factor helping to
dampen consumer price inflation. Nevertheless, it is
noteworthy that in many countries indicators of under-
lying inflationary pressures, such as rates of increase
of wage costs or the GNP deflator, are at their lowest
levels of the past decade.

As measured by a weighted average of increases in
consumer price indices, inflation in the industrial coun-
tries as a group, which had reached a peak of some
13 per cent in the first quarter of 1980, declined
steadily to an annual rate of 5 per cent in the first
quarter of 1983 (Chart 3). This progress has been the
result of several factors. In the first place, as indicated
above, economic activity in the industrial countries in
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Chart 2. Major Industrial Countries: Real GNP and Industrial Production, 1978—June 1983
(Indices, 1980 — 100) 1

——— GNP or GDP smenemes  [ndustrial production?

1 Seasonally adjusted.
2 Three-month moving average.
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Chart 3. Major Industrial
Prices, 1978-June 1983

(Percentage changes)1

Countries: Consumer

1 Qver corresponding month of previous year.
2 Average for the seven major industrial countries.

the last few years has been increasingly subdued. In
such an environment, and with rising unemployment,
workers have become more willing to make wage con-
cessions. Moreover, energy and interest costs were
falling rather than rising during much of 1982 and
early 1983. By lowering cost of living adjustments and
encouraging a downward revision of inflationary ex-
pectations, the deceleration in the rate of increase of
the consumer price index associated with these devel-
opments exerted a moderating influence on the pattern
of wage settlements. In addition, official commitments
to anti-inflationary policy have become increasingly
credible. Reduced wage settlements in the public sector
have had a direct impact on the cost of public services,
as well as demonstration effects for private wage nego-
tiations, and tight monetary conditions have added to
the pressure on businessmen to control labor and other
costs.

Although often receiving less public attention than
the consumer price index, changes in the GNP deflator
are a more reliable indicator of the underlying rate of
inflation. As a comprehensive measure of domestic
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unit costs of production (including profits), the GNP
deflator is not directly affected by changes in the costs
of imported commodities, or by fluctuations in exchange
rates. For the industrial countries as a group, the
weighted-average rate of increase in the GNP deflator
rose only from 7% per cent in 1978 to 9 per cent in
1980, reflecting the considerable success achieved in
containing the secondary price effects of the 1979-80
round of oil price increases. By the same token, how-
ever, the subsidence of inflation as measured by the
GNP deflator has been somewhat slower. The rate of
increase fell to 872 per cent in 1981 and 74 per cent
in 1982,

The relationship between weighted changes in the
consumer price index and corresponding changes in
the GNP deflator in the seven major industrial coun-
tries in recent years is shown in Chart 4. The consumer
price index was rising at about the same rate as the
GNP deflator in 1978, but accelerated much more
sharply in 1979 and 1980 under the impetus mainly
of rising import prices. Subsequently, the rate of in-
crease in the consumer price index fell back more
sharply than did that of the GNP deflator, and since
late 1981, the two indices have risen at broadly the
same rate.

As regards individual country inflation experience,
Japan and the Federal Republic of Germany have been
the most successful among the major countries in con-
taining domestic price increases throughout the past
several years. In Japan the annual rise in the GNP
deflator has remained between 2 and 3 per cent,
whereas in Germany it has been between 4 and 5 per
cent. As a result, inflationary expectations in these two
countries are probably fairly stable at these relatively
low rates.

The United States and the United Kingdom are alike
in having achieved very substantial reductions in infla-
tion over the past two years. The progress that has
been made in the United Kingdom is especially note-
worthy, with the rate of increase in the GNP deflator
falling from almost 20 per cent in 1980 to about 5 per
cent at the beginning of 1983. In the United States,
inflation according to this measure has been reduced
from over 9 per cent in 1980 to less than 5 per cent in
the year ended in the first quarter of 1983. Canada
has also achieved a significant moderation of inflation
since the middle of 1982, though the impact of this
success on expectations will probably not be fully felt
until it has been sustained for a longer period.

The other two countries in the major industrial
group—France and Italy—have experienced more dif-
ficulty in counteracting inflationary forces. By 1982
the GNP deflators in these countries were still increas-
ing at rates close to their recent peaks. Incomes policies
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Chart 4. Major Industrial Countriess Consumer
Prices and GNP Deflators, 1978-First Quarter 1983

(Percentage changes)!

11n seasonally adjusted quarterly data at annual rates.

2 Averages of percentage changes for individual countries
weighted by the average U.S. dollar value of their respective
GNPs over the previous three years.
have been introduced in France in the past year, and
wage indexing provisions have recently been modified
in Italy. Nevertheless, inflationary pressures in both
countries appear to have remained strong in the first
half of 1983.

The smaller industrial countries, with some excep-
tions, have generally achieved less progress against
inflation than the group of larger countries. On a year-
over-year basis, the weighted-average increase in the
GNP deflator for these countries actually accelerated
by about 12 percentage point between 1981 and 1982.
While the trend in the second half of 1982 and early
1983 appears to be more favorable, the gap in inflation
rates between the larger and the smaller industrial
countries has nevertheless been widening.

Unemployment.—Reflecting the poor growth per-
formance of the industrial countries during the past
several years, underutilization of economic resources
has increased. Unemployment, with its serious social
repercussions, has become an increasingly urgent prob-
lem. As a proportion of the combined labor force of
the seven major industrial countries, unemployment
has risen from 5 per cent in 1979 to about 9 per cent
in mid-1983. In fact, unemployment rates in all of
these countries except Japan have recently been close
to or above 10 per cent. Only Japan, with its more
satisfactory rate of output growth and traditional
emphasis on continuity of employment, has avoided
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extensive shedding of labor, although even in that
country the unemployment rate increased from 2 per
cent in 1979 to 234 per cent in mid-1983.

The growth of unemployment was particularly rapid
in 1982, mainly reflecting the actual decline in aggre-
gate output in the major industrial countries that
occurred in that year. Not surprisingly, the most serious
increases in unemployment were recorded in those
countries (Canada, the United States, and the Federal
Republic of Germany) where activity was the weakest.
By December 1982, unemployment rates in all three
of these countries were 2 or more percentage points
higher than they had been a year earlier. Since the end
of 1982, however, unemployment rates have tended to
decline in the United States and Canada and to rise at
less rapid rates in the other major industrial countries.

The recent increase in unemployment has occurred
despite a slowing down in the growth rate of the labor
force in the industrial countries as a group. The rate
of increase in the labor force in the seven major in-
dustrial countries decelerated continuously from
134 per cent in 1979 to less than 1 per cent in 1982,
The causes of this decline were both demographic and
economic, namely a tapering off in the growth of popu-
lation of working age and the negative effects of the
recession on participation rates. Since the net result
has been fewer people seeking work than would other-
wise have been the case, the high unemployment rates
of recent years, if anything, understate the extent of
the deterioration that has occurred in employment
opportunities.

Employment in the major industrial countries actu-
ally declined in 1982 (by 1 per cent), after its growth
rate had weakened in each of the preceding three years.
In several countries (France, the Federal Republic of
Germany, and the United Kingdom), declines in em-
ployment had also occurred in 1980 or 1981, so that
the cumulative loss of jobs has been substantial (in
the case of the United Kingdom, employment in 1982
was more than 8 per cent lower than in 1979). The
only country which has succeeded in maintaining em-
ployment growth throughout this period has been
Japan.

The severity of the recession has had its reflection
in the character as well as the extent of unemployment.
Youths and minorities have experienced record high
rates of unemployment, although in proportionate
terms some of the largest increases have been among
categories such as male heads of household, which
traditionally have had unemployment rates much lower
and more stable than average. The range of occupa-
tions afflicted by high unemployment has also widened,
as the recession has spread well beyond the more
cyclical activities such as manufacturing. Furthermore,
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the average duration of unemployment has increased
considerably.

While the current unemployment problem is to a
considerable extent cyclical in nature, it has been
superimposed on a secular rise in unemployment in
the major industrial countries that has been occurring
since the end of the 1960s (Chart 5). Unemployment
rates have tended to increase in a step-like fashion over
this period, with cyclical downturns bringing sharp
jumps that have not been fully reversed in the ensuing
upturn. This pattern has been most pronounced in the
European economies, perhaps because of the steep rise
in real wages that took place in the early 1970s. As a
result, unemployment rates in these countries, which
traditionally had been low relative to those in the
United States and Canada, were by 1982 no longer
very different from the latter, with the highest rate
among the major industrial countries being that for
the United Kingdom.

Chart 5. Major Industrial Countries: Unemployment,
1965-First Quarter 1983 !

(In per cent of labor force)

1 National unemployment rates weighted by labor force in
the respective countries.

2 France, the Federal Republic of Germany, Italy, and the
United Kingdom.

Developing Countries—Oil Exporting Group

The 12 countries included in the group of oil ex-
porting developing countries exhibit considerable
diversity. Differences in income levels, population, fac-
tor endowment, and level of development have condi-
tioned the way in which their economies have responded
to recent developments in the world economy. All of
them, however, have been heavily influenced by de-
clining receipts from oil. This decline began in 1981,
and gathered pace in 1982. It was caused in the first
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instance by a significant cutback in global demand for
oil, which resulted mainly from the prolonged recession
and from the large change in the relative price of oil.
This cutback had a disproportionate effect on the
main group of oil exporting countries as production in
other countries continued to increase. Adding to the
downward pressure on export revenues, effective ex-
port prices also began to decline after the first quarter
of 1981. In the first quarter of 1983, continued weak-
ness in the oil market led to a more substantial down-
ward adjustment in prices, including a 15 per cent
reduction in the benchmark price of the Organization
of Petroleum Exporting Countries.

These developments have resulted in a growing
weakness in the fiscal and balance of payments posi-
tions of many oil exporting countries. Although the
main share of the cutback in oil production was borne
by countries in the strongest financial positions, vir-
tually all members of the group shared in it to some
extent. Even among those countries whose financial
positions were strong, the size of the decline in revenues
was such that firm adjustment policies became neces-
sary. By 1982, two thirds of the gain in real oil
export earnings that had taken place from 1978 to
1980 had been reversed. This compares with a decline
in such earnings of only 14 per cent during the 1975-78
period. With the further decline in price and volume
of oil exports that took place in the early part of 1983,
the level of oil receipts in the oil exporting countries
was in the first half of 1983 actually lower in real
terms (i.e., when deflated by import prices of these
countries) than five years earlier, before the second
round of oil price increases.

Given the substantial growth in government expendi-
tures and in imports that had taken place in the
intervening period, it was inevitable that strong ad-
justment measures would be required to deal with the
consequences of declining revenues. In all of the oil
exporting countries there has been a significant shift
toward budgetary restraint, in an effort to redress
growing domestic and external financial imbalances.
The growth in government spending, which had aver-
aged more than 25 per cent in 1980, and had been
scaled back to an estimated 20 per cent in 1981, was
further curtailed, to only about 5 per cent in 1982.
With restraint intensifying as the year proceeded, it
seems likely that average expenditures in these coun-
tries in the second half of 1982 and the first half of
1983 were actually somewhat lower than a year earlier.

Shifts in monetary and credit expansion have gen-
erally been in the same direction as those in fiscal
policy, though somewhat less marked. When govern-
ment expenditure was rising most rapidly (in 1980),
the rate of increase in broad money is estimated to

11

©lnternational Monetary Fund. Not for Redistribution



ANNUAL REPORT, 1983

have averaged 30 per cent in the oil exporting countries
as a group. By 1982, the rate of increase of broad
money had fallen to 15 per cent, and it receded some-
what further in the first half of 1983.

Economic activity in the non-oil sectors of these
economies has, of course, been significantly influenced
by the shifts in policy stance just described. These
shifts, however, were somewhat less marked than those
that occurred following the first round of oil price
increases in 1973-74. This fact, together with the
growing diversification in the economies of the oil
exporting countries, has made the swings in the level
of economic activity less pronounced in the past few
years than in the mid-1970s. The average annual in-
crease in non-oil GNP reached about 5 per cent in
1980 and 1981 and then fell back to about 3% per
cent in 1982. The initial rise, and subsequent fall, in
the growth rate would have been greater were it not for
the inclusion in the figures of the Islamic Republic of
Iran. This country has a relatively large weight in the
non-oil output of the oil exporting countries, and de-
velopments there have been affected by economic dis-
locations in 1980-81 and subsequent recovery.

If oil sector output is also taken into account, the
oil exporting countries have suffered a decline in overall
GNP in each of the three years 1980-82. The decline
in the volume of oil output has averaged some 15 per
cent per annum during these three years, and has
actually gathered pace over the period. This decline,
combined with the deceleration in growth rates in the
non-oil sector, led to a contraction in total output of
almost 5 per cent in 1982.

The weakness of economic activity in oil exporting
countries has been accompanied by a reduction in the
rate of consumer price inflation. This measure of in-
flation increased in 1979-81, fueled partly by a general
move toward more expansionary economic policies and
partly by factors specific to individual countries. By
1982, however, when the effects of more restrained
economic policies were more widely felt, the average
rate of increase in consumer prices for the 12 countries
in the group fell to less than 10 per cent, compared
with almost 13 per cent in the previous year. Another
factor contributing to the moderation of price pressures
was the greater stability of import prices. These are
estimated to have declined slightly in U.S. dollar terms,
while the currencies of most oil exporting countries
depreciated little, if at all, against the U.S. dollar.

Developing Countries—Non-Oil Group

The non-oil developing countries, though differing in
their economic structures, were virtually all severely
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affected by the intensification of the worldwide reces-
sion in 1982. The growing weakness in their principal
export markets, and the continuing decline in com-
modity prices, led to a sharp cutback in the growth of
their export receipts in SDR terms, and an outright
decline in U.S. dollar terms. This reduction in foreign
exchange earnings necessitated adjustment measures
involving further restraints on the growth of domestic
demand, in a situation already characterized by low
levels of activity. For those countries which had previ-
ously relied heavily on borrowing in international
capital markets, the problem of export weakness was
compounded by growing difficulties in their access to
such sources of finance. A reappraisal by lenders of the
capacity of borrowing countries to service their debt
resulted in a severe curtailment of capital flows, mainly
to countries whose adjustment efforts were judged
inadequate by banks, in the second half of 1982. Thus,
nearly all of the developing countries had to intensify
their adjustment efforts, and for many this acted as
a constraint on their rates of economic growth.

The growth of real output in the non-oil developing
countries slowed further in 1982, to some 1% per cent
for the group as a whole (Table 2). This outturn
represented the fourth consecutive year of decelerating
growth for these countries, from a rate of over 6 per
cent in 1978, a reasonably normal year by past stand-
ards, to rates of 22 and 1% per cent in 1981 and
1982, respectively. In part, this marked deceleration
was due to even more substantial declines in the growth
rates of some of the larger countries—notably Argen-
tina, Brazil, and Mexico—all of which had enjoyed
vigorous growth in 1978, but have more recently had
to adopt restrictive policies aimed at restoring internal
and external balance. But the slowdown has been much
more general than that, as can be seen when statistics
on growth are disaggregated by analytic subgroup and
geographic region. In 1982, the growth rate recorded
in each of the principal regions, and for each of the
analytic subgroups distinguished in Table 2, was sub-
stantially less than in 1978.

As noted above, an important factor in the wide-
spread slowing of growth among the non-oil developing
countries was the pronounced deceleration in the
growth of their exports in real terms. For the group
as a whole, the growth in the volume of merchandise
exports slowed from 9 per cent per annum in the
1976-80 period to 6 per cent in 1981, and to less than
1 per cent in 1982. For the most part, this deceleration
simply paralleled the deceleration in world trade gen-
erally. It is possible, however, that the slowing of
developing country exports also reflected increasing
resistance in the industrial countries—generally plagued
by falling industrial output—to gains in market share
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by some of the more advanced developing countries, 2% per cent in 1982 (implying share losses), while
especially those in the group of major exporters of mainly accounted for by the particular product and
manufactures. For that group, the slowdown in export market characteristics of their trade, may have been
growth from 12 per cent per annum in 1976-80 partly due to some specific cases of increased
(implying large and sustained share gains) to a negative protectionism.

Table 2. Developing Countries: Changes in Output, 1968-82 !

(In per cent)

Average Change from Preceding Year
1968- 72 2 1973 1974 1975 1976 1977 1978 1979 1980 1981 1982

Oil exporting countries 3 9.0 10.7 80 03 123 6.1 2.0 .1 —23 43 —4.8
0il sector 13.2 —1.0 -—11.1 135 1.9 —42 33 —121 —152 —16.5
Other sectors . 9.7 12.3 12.4 11.3 9.1 6.0 3.0 4.9 5.1 3.6

Non-oil developing countries

Weighted average 4 ce . - . .. 5.6 6.3 5.0 4.8 2.5 1.7
Excluding China 6.0 6.1 5.4 3.3 6.0 5.2 5.4 4.6 4.3 2.4 09
Median 49 4.6 5.7 3.8 5.5 5.0 5.6 4.5 3.5 3.0 2.2
By analytical group
Weighted averages 4
Net oil exporters 5 7.0 8.3 6.5 6.2 6.7 3.5 6.2 7.3 7.3 6.4 0.8
Net oil importers . ... ce . - 5.9 6.4 4.6 4.5 1.9 1.9
Excluding China 5.8 5.7 52 2.7 59 5.5 5.2 4.2 3.8 1.7 0.9
Major exporters of
manufactures 6 8.0 9.5 6.5 1.3 6.7 5.7 4.9 6.4 4,5 —0.2 0.2
Low-income countries 7 - e .. . - 6.5 8.6 33 55 3.7 5.1
Excluding China 34 2.0 3.0 5.4 4.4 5.2 5.5 —0.1 32 4.4 3.0
Other net oil importers 8 5.4 4.1 5.5 2.7 5.9 5.4 5.5 34 3.0 3.1 0.5
Medians
Net oil exporters 3 5.4 6.4 7.7 6.1 8.0 4.9 6.6 5.1 4.9 4.4 1.8
Net oil importers 4.7 4.1 5.5 3.3 52 5.0 53 4.4 3.0 2.7 2.4
Major exporters of
manufactures 6 8.6 11.2 6.2 2.2 6.9 6.4 6.7 6.8 49 4.2 0.3
Low-income countries 7 3.9 1.6 5.1 3.1 5.0 39 4.7 4.0 22 3.0 3.0
Other net oil importers 8 5.0 4.7 5.7 4.7 4.9 5.5 5.9 4.7 3.0 2.3 1.9
By area
Weighted averages 4
Africa 4.8 3.0 6.6 2.6 4.2 1.8 2.2 2.3 44 2.9 1.1
Asia e L . . v 7.1 9.5 4.7 5.1 4.7 5.0
Excluding China 4.5 5.0 3.8 4.9 7.5 6.6 7.9 33 34 5.8 3.7
Europe 6.0 5.8 4.2 0.8 6.8 5.4 5.4 39 1.5 2.2 2.0
Middle East 7.5 4.9 4.8 8.7 8.4 4.3 7.4 4.3 7.3 4.7 2.7
Western Hemisphere 7.6 8.4 6.9 3.1 5.5 5.0 4.5 6.7 6.0 —0.1 —1.5
Medians
Africa 42 2.5 5.5 3.6 5.3 3.5 3.5 34 2.4 3.0 3.0
Asia 4.8 5.3 5.7 33 5.7 5.8 6.7 6.1 5.4 54 3.9
Europe 6.6 5.4 5.7 58 7.3 6.6 6.8 5.8 2.6 2.2 20
Middle East 6.4 4.9 6.3 7.4 9.6 5.6 8.2 4.5 53 4.8 2.0
Western Hemisphere 5.0 5.0 5.7 3.8 4.6 5.3 6.4 47 3.5 1.4 —_

1 Data in this table cover all Fund members except those listed in Table 1, together with a few territories for which output statistics
are readily available. The main groups of “oil exporting countries” and “non-oil developmg countries,” as well as each of the re-
gional subgroups of non-oil developing countries, conform to the classification used in the Fund’s International Financial Statistics.

2 Compound annual rates of change.

3 This group comprises only countries meeting both of the following criteria (applied at present to 1977-79 averages): that oil
exports (net of any imports of crude oil) account for at least two thirds of the country’s total exports; and that such net exports
are at least 100 million barrels a year (roughly equivalent to 1 per cent of annual world exports of oil).

4 Arithmetic averages of country growth rates weighted by the average U.S. dollar value of GDPs over the previous three years.

5 Comprise Bahrain, Bolivia, People’s Republic of the Congo, Ecuador, Egypt, Gabon, Malaysia, Mexico, Peru, the Syrian Arab
Republic, Trinidad and Tobago and Tunisia. Although these countries export more oil than they import, none of them satisfies both
of the criteria mentioned in footnote 3.

6 Include Argentina, Brazil, Greece, Hong Kong, Israel, Korea, Portugal, Singapore, South Africa, and Yugoslavia.

7 Comprise 43 countries whose per capita GDP, as estimated by the World Bank, did not exceed the equivalent of US$350 in
1978.

8 Middle-income countries that, in general, export mainly primary commodities.
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Given that exports account for about one sixth of
the non-oil developing countries’ aggregate output, the
slowdown in export volume growth directly accounts
for a significant part of the decline in the rate of in-
crease of overall output. However, the influence of
international developments on these economies reaches
well beyond their impact on the volume of exports. In-
deed, movements in the terms of trade and in inter-
national interest rates have probably been a more
important source of disturbance to growth in the non-
oil developing countries even than the deceleration in
the volume of their exports. Increases in import prices
and interest rates had the effect of diverting spending
power abroad, while the sharp decline in commodity
prices drastically lowered the incomes generated by
these commodities in the producing countries. As a
result of these exogenously determined price changes,
major leakages from the spending stream occurred. For
those countries that are net importers of oil, these
leakages are estimated to have increased by some
$85 billion (or over 5 per cent of their combined gross
domestic product—GDP) from 1978 to 1982 (see
section on International Trade and Payments, below).

The strains on developing countries imposed by these
adverse external developments were met by a combina-
tion of adjustment measures and sharply increased
external borrowing. With the continued delay in recov-
ery in the industrial world, however, the higher level
of borrowing became widely perceived as unsustainable.
As a result, capital inflows (inclusive of official trans-
fers), which had gradually increased from about 4 per
cent of GDP in 1978 to over 5 per cent in 1981, slowed
sharply to less than 3 per cent in 1982. The payments
difficulties which this cutback in lending precipitated
in a number of countries necessitated further sharp
measures of adjustment, thus exacerbating the decline
of output growth that was already under way.

The slowing of the growth of demand in these
countries has been even more marked than that of
output. For the group as a whole, the rate of increase
in domestic demand in real terms declined continu-
ously from over 6 per cent in 1978 (i.e., in line with
GDP), to 1% per cent in 1981 (significantly less than
the growth in GDP), and ceased altogether in 1982.
These developments imply declines in real per capita
expenditure in the non-oil developing countries in both
1981 and 1982—an unprecedented development in the
postwar period.

A broader perspective on domestic absorption in
these countries is provided by Chart 6, which plots,
for the group as a whole, the growth of output, exports,
and domestic demand. Besides the deceleration evident
in each of these elements over the past four years, the
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Chart 6. Non-Oil Developing Countries: GDP, Do-
mestic Demand, and Exports, 1968-82 !

(Annual percentage changes in volume)

1 Estimates for domestic demand were computed from data
on GDP and on exports and imports of goods and services.
Services were assumed to have the same evolution, in volume
terms, as the corresponding merchandise transactions.

chart highlights the extent to which countries have
attempted, or, because of financing constraints, have
been forced, to curb the growth of domestic demand to
a rate well below that of output—an effort which, of
course, has been an additional source of drag on the
growth of output itself.

The more or less parallel development of domestic
demand and exports beginning in 1980 is in marked
contrast to the pattern that prevailed for most of the
1970s. During those earlier years, accelerations and
decelerations in the growth of domestic demand were
usually counteracted, insofar as their implications for
GDP were concerned, by offsetting (or at least not
compounding) variations in the pace of export growth.
Only in 1976 did the rate of increase of exports and
of domestic demand move in the same direction. By
contrast, in each of the three years since 1979 the
variations in the growth of domestic demand and ex-
ports have been in the same direction (downward) and
hence have reinforced the deceleration of output
growth,

This change in the relationship between domestic
and foreign demand expansion is probably due largely
to the protracted nature of the present slowdown in the
world economy. In the earlier years, swings in foreign
demand were of relatively short duration—roughly two
years from peak to trough and vice versa; and domestic
demand in the developing countries reacted to these
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swings only with a lag. As a result, overall output fol-
lowed a smoother growth path than either domestic
demand or exports. During the present recession, how-
ever, with the continuation and indeed intensification
of economic weakness in the industrial world, develop-
ing countries have been led to introduce adjustment
policies involving domestic demand restraint just at the
time when external conditions were least favorable.
This phenomenon is probably responsible for the much
closer link, commented on in last year’s Report, be-
tween industrial and developing country growth rates
over the past several years.

Another factor contributing to the closeness of such
a link is the sharp reduction in developing countries’
imports to which the prolonged weakness in their ex-
ternal position has led. In many cases, this cutback
has extended to imports required for the production
process, with severe consequences for the level of
current and potential future output.

While recent developments have adversely affected
the growth prospects of all non-oil developing coun-
tries, the extent and timing of these effects have varied
considerably across countries. An important distinction
to be made in this respect is the one between those
members of the non-oil group that are net importers
and those that are net exporters of oil. Among the
former, the pressures discussed above had already
prompted a fairly marked deceleration in the growth
of output in 1980 and 1981—to about 2 per cent in
the latter year. The further deceleration of growth in
1982 was therefore relatively small—about Y2 of a
percentage point. Among the net oil exporters, on the
other hand, the more comfortable external position
enabled growth to be sustained at a rate of above
6 per cent through 1981. It was not until 1982 that
continued weakness in the oil market, together with the
near cessation of private international lending in the
second half of the year, contributed to a slowdown of
output growth to under 1 per cent.

These differences across countries in the timing of
the economic slowdown are illustrated in Chart 7, the
top panel of which presents indices of real GDP for
each of the analytic subgroups of countries. While this
chart highlights the particularly marked impact which
recent developments have had on the net oil exporters
and the major exporters of manufactures, the chart
also shows that growth in these countries has, in a
longer time frame, been much stronger than in the low-
income and middle-income primary exporters.

A somewhat different perspective on growth rates
among the non-oil developing countries is provided by
the regional real GDP data also shown in Chart 7.
While each region has experienced some deceleration
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in output growth, a more than proportionate amount
of the adjustment has been concentrated in the Western
Hemisphere countries, where output actually fell in
both 1981 and 1982. A disturbing aspect of the de-
velopments depicted in this chart is the sustained low
rate of growth in Africa over virtually the whole of
the past decade. African countries generally have lower
absolute income levels and a higher rate of population
increase, so that the welfare implications of a slow
growth of output are particularly serious.
Notwithstanding the pronounced weakness of eco-
nomic activity in the non-oil developing countries in
1982, consumer price inflation (on a weighted-average
basis) remained above 30 per cent for the third suc-
cessive year (Table 3). Moreover, there was a ten-
dency for price increases to accelerate in late 1982 and

Chart 7. Non-Oil Developing Countries: Real GDP,
1972-82

(Indices, 1972 = 100)

1 Middle-income countries that, in general, export mainly
primary commodities.
2 Excluding China.
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Table 3. Developing Countries: Changes in Consumer Prices, 1968-82 !

(In per cent)

Change from Preceding Year

Average
1968-722 1973 1974

1975 1976 1977 1978 1979 1980 1981 1982

Qil exporting countries
Weighted average 3 8.0 11.3 17.1

Non-oil developing countries
Weighted average 3 . e ..
Excluding China 9.1 21.9 28.5
Median 42 10.4 18.4
By analytical group
Weighted averages 3

Net oil exporters 4.1 11.1 20.6
Net oil importers

Excluding China 10.0 23.8 299
Major exporters of
manufactures 14.1 21.3 24.9
Low-income countries ... e. .
Excluding China 6.5 219 29.7
Other net oil importers 4 8.4 30.4 38.8
Medians
Net oil exporters 3.8 11.2 18.7
Net oil importers 4.2 10.3 18.4
Major exporters of
manufactures 7.6 18.2 243
Low-income countries 43 10.0 17.4
Other net oil importers 4 3.9 10.6 184
By area
Weighted averages 3
Africa 4.6 9.7 15.0
Asia e .. c.
Excluding China 6.5 215 30.1
Europe 6.1 12.5 17.6
Middle East 4.3 12.7 23.3
Western Hemisphere 153 32.1 37.5
Medians
Africa 42 9.3 15.5
Asia 3.8 14.0 23.1
Europe 3.8 12.9 17.3
Middle East 4.4 17.1 22.2
Western Hemisphere 43 12.9 233

14.6 14.9 22.8 17.7 17.7 242 243 44.0
. s 22.6 20.2 25.7 33.0 320 31.0
30.1 29.7 27.3 245 31.0 38.8 389 37.3
40.1 55.7 40.6 374 44.9 54.1 62.1 62.9
e e 6.9 3.6 6.7 11.7 9.0 8.6
134 —-0.2 10.7 6.8 11.3 15.9 18.2 13.6
27.3 18.8 19.6 18.6 23.9 31.5 19.6 16.3
15.5 10.5 12.3 10.6 9.0 15.1 14.6 15.5
14.4 9.6 10.6 9.1 12.6 15.0 13.4 10.5
15.2 13.3 12.2 14.4 19.0 249 22.6 21.0
8.1 8.3 9.6 9.1 10.5 13.8 13.6 11.9
3.2 9.3 11.2 8.3 12.9 14.4 12.4 9.7
15.0 14.6 19.4 15.9 19.3 20.1 22.0 15.8
. ce 5.5 3.7 6.7 12.6 9.9 6.8
13.2 0.5 7.3 5.6 9.8 15.9 14.8 9.9
13.7 11.8 15.1 19.7 25.9 37.8 24.3 23.8
21.7 18.6 20.1 21.7 26.0 434 353 37.6
52.0 66.1 51.2 424 49.6 58.2 65.4 78.0
5.5 10.6 12.0 10.1 12.2 13.8 13.0 13.5
8.8 5.9 5.0 6.0 7.7 13.4 13.4 7.9
11.1 83 11.1 9.9 14.3 16.2 15.7 19.4
14.1 13.9 14.3 12.0 14.0 15.2 11.2 11.8
17.0 9.7 11.5 10.2 15.6 18.1 14.8 9.4

18.8 16.8 15.5 9.8 10.9 12.7 12.9 9.8

22.6 19.8 24.6 31.8 31.0 32.8

276 273 265 234 288 365 365 383
14.6 97 112 94 122 150 135 114

1 For classification of countries in groups shown here, see Table 2.

2 Compound annual rates of change.

3 qumetric averages of country indices, weighted by the average U.S. dollar value of GDPs over the previous three years.
4 Middle-income countries that, in general, export mainly primary commodities.

early 1983. This poor price performance is due largely
to trends in the Western Hemisphere region where,
primarily because of developments in the larger coun-
tries, the weighted-average inflation rate has accelerated
markedly in each of the past four years. A somewhat
different picture of inflationary trends is revealed by
movements in median inflation rates (i.e., the rate for
which it can be said that half the countries in the
group have more rapid inflation and half less rapid).
There has recently been a steady reduction in the
median inflation rate of developing countries, from
about 15 per cent in 1980 to 11%% per cent in 1982.
Interestingly, this reduction has been most pronounced
in the Western Hemisphere, because the few large
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countries that have had accelerating inflation have been
outnumbered by those whose inflation rates have been
declining. There has also been a noteworthy reduction
in median inflation rates in the Asian region over the
past three years, although elsewhere progress has been
less significant.

A major factor accounting for the continuing high
rates of inflation in the non-oil developing countries
has been the accommodative financial policies of the
past several years. For the group as a whole, the rate
of expansion of the broadly defined money stock
accelerated from 30 to 35 per cent per annum in the
1976-80 period to over 40 per cent in both 1981 and
1982. Rates of domestic credit expansion accelerated
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even more sharply and were in the range of 50-55 per
cent in 1981 and 1982. The resulting pressures on
domestic prices, coupled with the need to intensify
external adjustment efforts, have required many devel-
oping countries to depreciate their currencies more
substantially, or more promptly, than in the past. Such
action should ultimately have beneficial effects in bring-
ing the supply of and demand for traded goods into
better balance, but its initial impact is to raise the price
level and worsen the recorded inflation statistics. The
importance of this factor for non-oil developing coun-
tries can be judged from the fact that the weighted-
average rate of currency depreciation against the
U.S. dollar, which was 8% per cent from 1978 to
1979, was three times as great (26 per cent) from
1981 to 1982.

To a significant extent, the acceleration in the rate
of money and credit growth in non-oil developing
countries has reflected a weakening in fiscal perfor-
mance. For the group as a whole, the average fiscal
deficit widened from 3 per cent of GDP over the years
1976-80 to over 4 per cent in 1981-82. Especially
troubling in this connection is the extent to which this
deterioration has been due to an acceleration in the
growth of expenditure, which will inevitably be hard
to reverse.

There is, therefore, reason for concern in the evolu-
tion of financial policies in the non-oil developing
countries. At the same time, it should also be recog-
nized that steps toward restraint have been taken by
a number of these countries, especially in the 12 to
18 months ended in mid-1983. This is perhaps most
evident in the reduction in the median rate of monetary
growth, from 19-20 per cent in each of the years
1977-81 to some 15 per cent in 1982. Plans for 1983
involve a further move toward restraint in the financial
policies of the non-oil developing countries, taken as
a group. While these announced intentions need to be
interpreted cautiously, the magnitude of the shift that is
envisaged and the fact that these plans are often neces-
sitated by financing constraints, or are embedded in
Fund programs, lend some credence to the view that
a significant change in the stance of financial policies
is under way in many countries.

Not surprisingly, policy developments among the
large number of countries in the non-oil developing
group have been sharply differentiated. In some coun-
tries these differences have reflected divergences in
economic circumstances, while in others they have
resulted from deliberate policy choices. Given the dif-
ferences in policy stances found among the non-oil
developing countries, the question naturally arises as
to whether matching differences in economic perform-
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ance can also be found. This is a very complex question
and one not amenable to definitive answers. Neverthe-
less, it is noteworthy that a staff study! found that
countries where financial developments over the past
several years were consistent with a policy of domestic
demand restraint and the preservation of external
competitiveness typically registered significantly better
current account outturns, without incurring dispro-
portionate reductions in growth rates, than did “non-
adjusting” countries. It appears, therefore, that
countries that have followed sound policies from the
start have been better able to cope with the adversities
of the past four-five years than countries where a less
disciplined approach to financial policies was allowed
to hold sway.

International Trade and Payments

Overview

Changes in world trade flows and shifts in the pattern
of international payments balances in 1982 stemmed
primarily from the prolongation and deepening of the
global recession, the further slackening of demand
pressures in the world oil market, and the rather abrupt
slowdown in the flow of private bank credit to devel-
oping countries. The influence of the recession was
reflected in a declining volume of imports into the
industrial countries and was especially evident in the
marked drop in export prices and terms of trade of the
developing countries. The easing of demand for oil
stemmed not only from the general cyclical weakness
of economic activity, but also from price-induced con-
servation and fuel substitution efforts. The slowdown
in international bank lending contributed importantly
to a sharp drop in real imports of the non-oil develop-
ing countries. That development, in combination with
a small decline in the real imports of the industrial
countries and a marked slowing of import growth in
the oil exporting countries, brought the first year-to-
year decline in the volume of world trade since 1975.

The external accounts most strongly and visibly
affected by the foregoing major influences were those
of the oil exporting countries. The current account
surplus of that group, already roughly halved in 1981
after the upsurge of the preceding two years, was elimi-
nated in 1982 (Table 4). The combined current ac-
count deficit of the non-oil developing countries was
reduced significantly in 1982 despite the marked weak-

1 World Economic Outlook: A Survey by the Staff of the
International Monetary Fund (Washington, May 1983),
pages 137-40. (Hereinafter referred to as World Economic
Outlook.)
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Table 4. Summary of Payments Balances on Current Account, 1973-83 !

(In billions of U.S. dollars)

1973 1974 1975 1976 1977 1978 1979 1980 1981 1982 19832
Industrial countries 203 —10.8 19.8 0.5 —2.2 327 —55 —40.2 —03 —3.6 16.0
Seven larger countries 14.8 —2.7 24.9 10.1 104 36.2 6.9 —13.6 15.4 10.5 20.5
Other industrial countries 5.5 —8.1 —5.1 —96 -—12.6 —35 —124 =266 —15.7 -—14.1 —4.5
Developing countries
il exporting countries 6.7 68.3 354 40.3 30.2 2.2 68.6 1143 65,0 —22 270
Non-oil developing countries 3 ~11.3 —-370 —463 -326 —289 —413 —-61.0 —89.0 —107.7 -—86.8 —68.0
By area
Africa 4 —-19 =32 —-66 —6.1 —66 —-94 —99 —-129 —140 -—132 —13.5
Asia 3 —-26 -—-99 -89 27 —-08 —72 —148 243 =222 -—156 -—17.5
Europe 06 —44 —49 —47 -84 —67 —99 -—125 -—-105 7.1 —4.0
Middle East -26 —-45 —69 54 51 —62 —85 —94 —-111 -—129 -—12.0
Western Hemisphere —4.7 —135 -—163 -—118 —85 —133 —214 —334 —454 349 215
Total 5 15.7 20.5 8.9 82 —09 —64 2.1 —149 —430 -926 -—-79.0
10n goods, services, and private transfers. For the industrial countries, alternative current account balances including official

transfers are given for the years 1979-82 in Table 8. Projected 1983 balances including official transfers are —$7.5 billion for the
industrial countries as a group, $1 billion for the larger countries, and —$8.5 billion for the other industrial countries. For classifi-

cation of countries in groups shown here, see Tables 1 and 2.

2 Fund staff projections. Figures are rounded to the nearest $0.5 billion.

3 Excludes data for China prior to 1977.
4 Excluding South Africa.

5 Reflects errors, omissions, and asymmetries in reported balance of payments statistics on current account, plus balance of listed
groups with other countries (mainly the Union of Soviet Socialist Republics and other nonmember countries of Eastern Europe and,
for years prior to 1977, China). The large increase in this statistical asymmetry from 1979 to 1983—a matter of concern—is dis-
cussed in the Fund staff’s 1983 World Economic Outlook, Appendix A-11, pages 161-67.

ness of their export earnings. However, the recorded
current account balance of the industrial countries as
a group showed little change, remaining near zero,
exclusive of official transfers. For reasons explained
in the May 1983 World Economic Outlook (pages
161-67), it seems likely that net receipts of
both the industrial countries and the oil exporting
countries may be appreciably understated in the sta-
tistics compiled by the respective national statistical
authorities. Considerable caution in interpreting these
combined balances for the various major groups of
countries is therefore in order.

The shifts in current account balances since 1981
have been accompanied, of course, by commensurate
shifts in financing flows, featuring a sharp change in
the sources of funds supplied to international financial
markets. Since mid-1982, another notable feature of
shifts in financing patterns has been a reduction in the
proportion of international capital flows moving
through the private banking system.

The oil exporting countries, which had been the
principal net suppliers of funds in 1979 and 1980, par-
ticularly through banking channels, had become net
users of international banking funds by 1982 (mainly
through drawdowns of earlier deposits rather than
through borrowing—but also with a significant rise in
net borrowing by some countries in the group). On
the other hand, the industrial countries, whose borrow-
ings from the international commercial banking system
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had exceeded their deposits in 1979 and almost
equaled them in 1980, have resumed during the past
two years their more traditional role as major sup-
pliers of funds to banking markets. Their net place-
ments in those markets exceeded $40 billion both in
1981 and in 1982. Taken as a group, the non-oil
developing countries, in keeping with their need for
capital imports, continued to borrow several times as
much from the international commercial banking system
as they deposited there. However, their borrowing from
private banks was interrupted in the third quarter of
1982 and for the year as a whole was only about half
as large as in 1981.

The sharp slowdown in net bank lending to non-oil
developing countries reflected a growing realization in
the international banking community that the unex-
pected prolongation of the recession had serious impli-
cations for the debt-servicing capabilities of major
borrowers among the developing countries. Recogniz-
ing that export earnings of a number of these countries
were falling far short of those to which their policies
had been geared, and that outstanding loans and debt
service obligations were becoming extremely large in
relation to actual export earnings, the lenders became
intensely concerned and reluctant to make new credit
commitments to some of the largest borrowers. The
virtual stoppage of credit expansion that ensued posed
a broader threat that inability of some major borrowers
to “roll over” or refinance maturing loans might gen-
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erate a major crisis of confidence and a cumulative
contraction of credit-financed import demands, to the
general detriment of world trade and global prospects
for economic recovery.

In this setting, several of the major borrowing coun-
tries turned to the Fund for assistance, and large
amounts of new credit were made available to them.
These credits came not only from the Fund but also
from private banks and other sources, under coopera-
tive arrangements involving the authorities of the
countries directly concerned, either as borrowers or as
lenders, the private banking community, and other
international institutions. These arrangements—de-
scribed in more detail in Chapter 2—appear to have
averted the threat of a crippling cessation of interna-
tional credit flows and to have brought about a con-
siderable easing of tensions in international financial
markets. The borrowing countries engaged in these

CHAPTER 1: DEVELOPMENTS IN THE WORLD ECONOMY

arrangements—most notably Mexico, Brazil, and
Argentina—have all adopted comprehensive programs
worked out in close consultation with the Fund and
calculated to restore satisfactory payments positions
over a period of time. These arrangements are intended
to provide assurance—within the context of the agreed
programs—of sufficient inflows of credit to permit
orderly and gradual adjustment.

Although aggregate external borrowing by the non-
oil developing countries subsided somewhat in 1982
and appears to be subsiding further in 1983, the debt
situations of many countries in the group remain pre-
carious. The drop in interest rates during 1982 was
helpful, but its effects on current payments balances
to date have been offset by the continuing rise in out-
standing external debt. Moreover, the appreciation
of the U.S. dollar since 1980 has for many countries
effectively increased the burden of debt denominated

Table 5. World Trade Summary, 1963-82 !

(Percentage changes)

Change from Preceding Year

Average
1963-722 1973 1974

1975 1976 1977 1978 1979 1980 1981 1982

World trade 3

Volume 8.5 12.0 4.5
Unit value
(in U.S. dollar terms) 3.0 23.5 40.0
(in SDR terms) 4 2.0 12.5 39.0
Volume of trade
Exports
Industrial countries 9.0 132 7.0
Developing countries
Qil exporting countries 9.1 142 —16
Non-oil developing
countries 6.7 9.3 —0.1
Imports
Industrial countries 9.0 11.5 1.4
Developing countries
Oil exporting countries 8.3 20.6 38.5
Non-oil developing
countries 6.2 11.5 7.6
Unit value of trade
(in SDR terms) 4
Exports
Industrial countries 2.1 10.1 23.8
Developing countries
Qil exporting countries 2.6 27.5 204.4
Non-oil developing
countries 1.2 20.0 37.0
Imports
Industrial countries 1.8 12.0 39.6
Developing countries
Qil exporting countries 2.1 12.5 26.9
Non-oil developing
countries 1.1 140 45.6

—3.5 11.0 5.0 5.5 6.5 2.0 0.5

—4.2
—11.7 143 04 —43 2.8
—0.3 11.3 4.9 8.7 9.6 9.0 6.3 0.8

—12 12.3 12.7

9.5 1.5 8.5 10.0 18.5 20.0
8.5 7.0 7.5 25 14.5 19.0 9.0 2.5

—2.5
—19.1

10.6 52 6.0 6.7 4.8 2.5

—123 —-16.0

—8.1 133 4.5 5.1 85 —-15 -—-24 05
41.4 20.6 16.0 48 —123 153 19.9 5.7
—4.1 4.5 7.2 8.5 10.3 4.7 26 =77

10.8 5.6 6.5 57 11.9 11.9 6.3 33

4.3 11.8 86 —6.0 42.6 57.3 20.8 1.8

—1.6 14.0 151 9.3 1.5

8.1 6.6 7.7 2.6 14.9 21.4 7.2 0.9
9.9 5.7 7.7 4.9 10.5 11.2 8.7 3.1
8.0 6.0 6.5 22 143 22.7 13.7 43

1 For classification of countries in groups shown here, see Tables 1 and 2. Excludes data for China prior to 1978.

2 Compound annual rates of change.

3 Averages based on data for the three groups of countries shown separately below and on partly estimated data for other countries
(mainly the Union of Soviet Socialist Republics and other nonmember countries of Eastern Europe and, for years prior to 1978,

China). Figures are rounded to the nearest 0.5 per cent.

4 For years prior to 1970, an imputed value of US$1.00 has been assigned to the SDR.
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Table 6. Summary of Terms of Trade and World Prices, 1963-82 !

(Percentage changes)

Change from Preceding Year

Average
1963-72 2 1973 1974

1975 1976 1977 1978 1979 1980 1981 1982

Terms of trade

Industrial countries 0.3 —1.8 -—10.6
Developing countries
Oil exporting countries 0.5 13.3 140.0
Non-oil developing
countries 0.3 53 —5.9
Net oil exporters —0.2 154 15.7
Net oil importers 0.5 40 —8.7
Major exporters of
manufactures 0.7 2.2 —9.4
Low-income countries 3 —0.2 6.9 —5.6
Other net oil
importers 4 0.3 6.7 73
World trade prices (in U.S.
dollar terms) for major
commodity groups 3
Manufactures 3.0 17.7 21.8
Qil 3.0 40.0 225.8
Non-oil primary commodities
(market prices) 2.5 53.2 28.0

25 —10 -11 27 =24 -74 —038 2.5
5.1 5.8 0.8 —104 29.1 41.5 11.1 —-1.3
—8.5 59 59 -37 -—-03 —62 -39 =27

—14.1 8.1 6.1 3.0 16.8 66 —63 —82
=7.5 5.6 58 -38 —-30 -84 -34 -—16
—6.0 53 32 -~17 =36 -—-77 26 —08

—16.3 15.6 166 —91 —15 —127 -—-103 —32
-17.6 43 59 —47 =21 -—98 —51 —40

12.3 — 9.0 14.7 15.3 105 -51 =20

5.1 6.3 93 0.1 48.7 62.0 10.1 —4.6

—18.2 13.3 207 —47 16.5 9.7 —148 —121

1 Based on foreign trade unit values except where indicated. For classification of countries in groups shown here, see Tables 1

and 2. Excludes data for China prior to 1978.
2 Compound annual rates of change.
3 Excluding China and India.

4 Middle-income countries that, in general, export mainly primary commodities.
5 As represented, respectively, by (a) the United Nations export unit value index for the manufactures of the developed coun-
tries; (b) the oil export unit values of the oil exporting countries; and (c) the Fund’s International Financial Statistics index of

market quotations for non-oil primary commodities.

in that currency. A number of countries met their
external financing requirements in 1982 only by draw-
ing down their reserves or making use of Fund credit.
These sources of financing are by their nature limited.
Since the capacity of developing countries to acquire
and service additional debt is strictly circumscribed in
present conditions, further adjustment of current ac-
count positions will be required. Such adjustments are
bound to be difficult, especially until some buoyancy
is restored to their export markets.

A few countries in the oil exporting group are now
encountering balance of payments problems broadly
similar to those already faced for some time by many
of the non-oil developing countries. Although most
of the oil exporting countries have not incurred ex-
ternal debts on a scale approaching that of the heavier
borrowers in the non-oil developing group, a number
of them have already borrowed substantial amounts
and have financed recent current account deficits partly
by drawing on stocks of external financial assets ac-
cumulated earlier. In only a few countries of the group
are such stocks large enough to cover any prolonged
reliance on this form of financing.

Within the group of industrial countries, individual
current account balances showed more movement in
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1982 than did the combined balance for the group as
a whole. As noted in greater detail below, sharply
negative swings in the U.S., French, and U.K. balances
were largely matched by positive swings in the balances
of the other four major industrial countries, and espe-
cially in those of the Federal Republic of Germany
and Canada. (See Table 8.)

The dominant feature of exchange market develop-
ments over the period since the beginning of 1982 has
been the strength of the U.S. dollar. The nominal
effective exchange rate for that currency, which had
already risen substantially during 1981, rose even more
during most of 1982. Although it fell back around the
end of the year, much of the dip was reversed during
the early months of 1983, leaving the effective rate
in May some 15 per cent above its end-1981 level.
Over the whole period since end-1981, the principal
counterparts of the dollar’s effective appreciation have
been the cumulative declines in the external (nominal)
values of the major European currencies, and especially
of the pound sterling, the French franc, and the Italian
lira. The Japanese yen also depreciated substantially
during the first ten months of 1982, but then rebounded
sharply. Its effective rate during the first half of 1983
has remained at about the end-1981 level. The deutsche
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Table 7. Global Balance of Payments Summary, 1979-82 *
(In billions of U.S. dollars)

Balance on
Current Change in Balance
Services account Liabilities Financed by
and excluding Capital to Foreign  Changes
private official Account Official in Reserve
Trade transfers transfers Balance 2 Agencies 3 Assets 4
Industrial countries 1979 -36.3 30.8 —5.5 10.65 6.3 114
1980 —66.3 26.1 —40.2 50.15 21.6 31.5
1981 —19.1 18.8 —0.3 —20.45 —1.4 —22.1
1982 —14.6 11.0 —3.6 —5.95 —4.3 —13.8
Oil exporting countries 1979 112.7 —44.1 68.6 —54.6 — 14.0
1980 166.6 —523 114.3 —94.6 —_ 19.7
1981 118.8 —53.8 65.0 —64.1 — 0.9
1982 53.9 —56.1 -22 —7.6 — -9.8
Non-oil developing countries 1979 —51.3 —9.7 —61.0 71.0 0.4 10.4
1980 —74.3 —14.7 —89.0 88.5 1.8 1.3
1981 —79.6 —28.1 —107.7 102.6 5.9 0.8
1982 —52.2 —34.6 —86.8 70.7 10.7 —5.4
By analytical group
Net oil exporters 1979 -—2.9 —5.6 —8.5 11.5 _ 3.0
1980 —3.5 —9.0 —12.5 16.3 —0.4 34
1981 —10.0 —13.5 —23.5 23.9 0.1 0.5
1982 —0.8 —14.8 —15.6 9.2 3.0 —3.4
Net oil importers 1979 —48.4 —4.1 —52.5 59.5 0.4 7.4
1980 —70.8 —57 —76.5 72.3 2.1 —-2.1
1981 —69.6 —14.6 —84.2 . 787 5.8 0.3
1982 —51.3 —19.8 -71.1 61.4 73 2.0
Major exporters of 1979 —20.3 —1.4 —21.7 25.0 —0.6 2.7
manufactures 1980 —26.3 —6.3 —32.5 27.8 0.5 —42
1981 —26.4 —11.2 —37.6 39.0 1.0 2.4
1982 —19.3 —15.0 —34.3 27.0 33 —4.0
Low-income countries 1979 —12.9 0.9 —12.0 13.2 0.4 1.7
1980 -—20.2 3.8 —16.4 14.9 1.0 —0.5
1981 —15.7 2.1 —13.6 11.4 2.1 —0.1
1982 —12.3 1.9 —10.4 13.5 2.8 5.9
Other net oil importers 6 1979 —15.2 —3.6 —18.9 21.3 0.6 3.0
1980 —24.3 —3.3 —27.6 29.5 0.7 2.6
1981 —27.4 —5.6 —33.0 28.3 2.7 —2.0
1982 —19.7 —6.7 —26.4 20.9 1.6 -39
Total, all countries 7 1979 25.1 —23.0 2.1 27.0 6.7 35.8
1980 26.0 —40.9 —14.9 44.0 23.4 52.5
1981 20.1 —63.1 —43.0 18.1 4.5 —20.4
1982 —12.9 —79.7 —92.6 57.2 6.4 —29.0

1 For classification of countries in groups shown here, see Tables 1 and 2.

2 This balance is computed as the difference between the balance financed by changes in reserve assets and the sum of the current
account balance and the change in liabilities to foreign official agencies; it includes net errors and omissions, as well as reported capital
movements, government transfers, SDR allocations, valuation adjustments, and gold monetization. (See also footnote 3.)

3 The concept of “liabilities to foreign official agencies” used in this table encompasses use of Fund credit and short-term balance
of payments financing transactions in which the liabilities of the borrowing country are presumably treated as reserve assets by the
creditor country.

4 The changes in reserve assets indicated here are calculated as the changes in U.S. dollar equivalents of period-end stocks of total
reserves with gold valued at SDR 35 per ounce. It may be noted that official agencies of some countries hold external financial claims
that are not classified as reserves. Changes in such claims are included in the column “Capital Account Balance” of this table. The
dividing line between capital movements and reserve asset changes remains particularly uncertain for some oil exporting countries.

5 See footnote 7.

6 Middle-income countries that, in general, export mainly primary commodities.

7 Global balance of payments aggregations inevitably contain many asymmetries arising from discrepancies of coverage or classifi-
cation, timing, and valuation in the recording of individual transactions by the countries involved. A major area of asymmetrical
classification during recent years concerns the recording of official claims placed in Eurocurrency markets. Some of these transac-
tions, although treated as changes in reserve assets by the investing countries, are recorded as capital inflows by the recipient coun-
tries (mainly, the industrial countries). Had such transactions been recorded symmetrically, the global summations would show
both a smaller net capital inflow and a larger aggregate change in liabilities to foreign official agencies, If identified Eurocurrency
reserve placements (shown in terms of SDRs in Table 17 of this Report) were assumed to have been placed in industrial countries,
then the adjusted net capital inflows to those countries would amount to $2 billion, $35 billion, —$16 billion, and $6 billion
over the years 1979, 1980, 1981, and 1982, respectively. (See also Table 4, footnote 5.)
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Table 8. Industrial Countries: Balance of Payments Summaries, 1979-82
(In billions of U.S. dollars)

Balance on Capital Account Balance
Memo:
Current Long-term Changes in Balance Current
Services  account capital Liabilities Financed Account
and excluding and to Foreign by ChangesIncluding
private official official Official  in Reserve Official
Trade transfers transfers Total! transfers Other?2 Agencies3 Assets4 Transfers
Canada 1979 3.8 —8.0 —4.2 3.5 2.6 0.9 — —0.7 —4.2
1980 7.5 —8.7 —1.2 1.3 —0.1 1.4 — 0.1 —0.9
1981 6.1 —11.2 —5.1 54 1.2 4.2 — 0.3 —4.8
1982 14.9 —12.7 2.2 —2.7 6.7 —94 — ~0.5 2.4
United States 1979 —27.6 30.7 3.1 10.9 —19.5 30.4 —13.6 0.4 —-0.5
1980 —255 31.7 6.2 —13.7 —13.7 — 14.9 7.4 1.5
1981 —28.1 37.1 9.0 —12.2 6.5 —18.7 5.5 2.3 4.5
1982 —36.4 30.6 —~5.8 6.4 —1.3 7 2.7 33 —11.2
Japan 1979 1.8 —9.7 —-7.9 ~5.0 —13.5 8.5 — —12.9 —8.8
1980 2.1 —11.6 —9.5 14.6 1.1 13.5 — 5.1 ~10.8
1981 20.0 —13.8 6.2 -2.7 —7.9 52 — 3.5 4.8
1982 18.1 —10.0 8.1 —-13.0 —17.5 4.5 — ~4.9 6.9
France 1979 —3.2 10.1 6.9 0.4 —6.9 7.3 0.1 7.4 52
1980 —13.4 10.9 ~2.5 11.6 —10.2 21.8 0.5 9.6 —4.2
1981 —10.0 7.2 —2.8 -3.8 —-—10.8 7.0 1.2 —54 —4.8
1982 —159 6.5 —94 3.7 —1.4 5.1 —0.2 -5.9 —12.0
Germany, 1979 17.5 —17.5 — 34 -0.1 3.5 —=0.3 3.1 —6.1
Federal 1980 10.4 -18.7 —8.3 —1.8 —53 3.5 54 —4.7 —15.7
Republic of 1981 17.9 -—17.8 0.1 -1.3 —34 2.1 —3.5 —4.7 —6.5
1982 26.3 —16.4 9.9 —9.1 —139 4.8 — 0.8 3.3
Italy 1979 —1.0 7.4 6.4 1.1 —1.3 2.4 —1.1 6.4 5.5
1980 —16.4 6.8 -9.5 14.3 34 10.9 —_ 4.8 —9.7
1981 —10.7 3.2 ~7.5 4.2 7.8 —3.6 — —33 —-82
1982 -79 3.0 —4.9 —1.3 4.3 —5.6 — —6.2 —55
United 1979 -7.3 9.9 2.6 —18.6 —8.5 —10.1 19.5 3.5 —1.8
Kingdom 1980 2.9 8.2 11.1 —~11.8 —14.4 2.6 1.6 0.9 6.8
1981 5.8 9.7 15.5 —16.7 -229 6.2 —4.3 —5.5 12.1
1982 3.9 6.5 10.4 -7.0 —16.2 9.2 —6.3 —2.9 6.9
Other 1979 —204 8.0 —12.4 14.9 —4.6 19.5 1.7 4.2 —~14.6
industrial 1980 —33.9 7.4 —26.5 35.6 7.3 28.3 —0.8 8.3 —29.6
countries® 1981 —-20.3 4.6 —15.7 6.7 7.0 —0.3 —0.3 —9.3 —19.3
19826 —17.5 3.3 —14.2 17.2 7.0 10.2 —0.5 2.5 —18.9
Total 1979 —36.3 30.8 —55 10.67 —51.8 62.4 6.3 114 —253
industrial 1980 —66.3 26.1 —40.2 50.17 =319 82.0 21.6 31.5 —62.6
countries 1981 —19.1 18.8 —0.3 —20.4 —22.5 2.1 —1.4 -22.1 —222
19826 —14.6 11.0 —3.6 -5.9 —32.0 26.1 —4.3 —13.8 —28.2
Memorandum:
Total indus-
trial
countries
excluding
United
States 1979 —8.7 0.1 —8.6 —0.3 —32.3 320 19.9 11.0 —~24.8
1980 —40.8 —5.6 —46.4 63.8 —18.2 82.0 6.7 24.1 —64.1
1981 9.0 —18.3 -93 —8.2 —29.0 20.8 —6.9 —24.4 —26.7
19826 21.8 —19.6 2.2 —123 -31.0 18.7 -7.0 —17.1 —17.0

1 See Table 7, footnote 2.

2 Includes SDR allocations, recorded net movements of short-term capital, net errors and omissions, valuation adjustments, and
gold monetization.

3 See Table 7, footnote 3.

4 See Table 7, footnote 4.

5 Australia, Austria, Belgium-Luxembourg, Denmark, Finland, Iceland, Ireland, the Netherlands, New Zealand, Norway, Spain,
Sweden, and Switzerland.

6 Partly estimated.

7 See Table 7, footnote 7.
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mark, while considerably lower against the U.S. dollar
in the first half of 1983 than at the end of 1981, was
nevertheless higher in effective terms.

Industrial Countries

Current account developments—The recorded cur-
rent account balance for the industrial countries, which
had moved from a sizable deficit in 1980 to near
balance in 1981, remained little changed in 1982 (see
Table 4). In view of the large and growing asymmetry
in the global balance of payments accounts, however,
it seems likely that these countries had substantial
unrecorded net receipts, and were actually in significant
surplus both in 1981 and 1982.

The most important factor contributing to improve-
ment in the industrial countries’ aggregate external
position since 1980 has been the decline in both the
volume and the price of their oil imports. Influenced
by the recession and by the impact of price-induced
reductions in the demand for oil, the volume of oil
imports into industrial countries fell by 24%%2 per cent
between 1980 and 1982. Oil prices, which had been
10 per cent higher, on average, in 1981 than in 1980,
were on a downward trend after early 1981, and in
1982 averaged some 5 per cent less (in dollar terms)
than in the previous year. As a result, 1982 saw a net
reduction in the industrial country group’s payments
for imported oil of some $40 billion, following a
$13 billion drop in 1981.

Import payments for other goods were also restrained
by the weakness of economic activity, and by the asso-
ciated further decline in international commodity prices
in 1982. Offsetting the impact of these factors on bal-
ance of payments positions, however, demand weakened
in the developing world, and this resulted in a significant
decline in both the volume and dollar value of industrial
country exports.

Within the industrial country group, several note-
worthy shifts in current account positions took place in
1982, The United States, whose recorded current ac-
count position (including official transfers) had been in
small surplus both in 1980 and 1981, moved to a
deficit of $11 billion in 1982. By contrast, both the
Federal Republic of Germany and Japan recorded a
swing from heavy deficit in 1980 to moderate surplus
in 1982—for both countries these swings were in the
range of $15-20 billion over the two-year period. In
the early part of 1983, the U.S. deficit was somewhat
smaller than in late 1982, although the strength of the
recovery that is under way in the United States, to-
gether with the erosion of its international competitive
position over the past two years, suggests that the deficit

CHAPTER 1: DEVELOPMENTS IN THE WORLD ECONOMY

may tend to rise again as the year proceeds. In Japan
and the Federal Republic of Germany, the external
position has strengthened further in the opening months
of 1983. (See Chart 8.)

Another significant development in the current ac-
counts of the major countries was the weakening of
the French and U.K. positions. For the United King-
dom, this represented a partial erosion of the excep-
tionally large surplus recorded in 1981, and hence was
not a source of concern. For France, however, the
deterioration in its external position—to a current
deficit approaching 2 per cent of GNP—was a trouble-
some development and led to a series of corrective
measures having the aim of improving the current
account. The other two countries in the major indus-
trial group, Canada and Italy, both experienced
moderate improvements in their current accounts in
1982—Canada moving into small surplus, and Italy
succeeding in reducing further a deficit that had earlier
reached worrisome proportions. Nevertheless, the
Italian position remained fragile, and the Italian au-
thorities, like the French, adopted measures designed
to improve their external position in 1983.

The smaller industrial countries as a group showed
a substantial improvement in their external balance
during 1981 and 1982. In a number of instances
this improvement reflected the implementation of struc-
tural adjustment programs, especially in energy con-
servation. Several of the smaller countries, however,
continue to record very large public sector deficits and
some of them have had little success in reducing price
and wage inflation. Where such long-standing problems
exist, they have made the elimination of current ac-
count deficits much more difficult.

An important factor affecting current account
developments of individual countries is their cyclical
position relative to that of their trading partners and
competitors. The surplus recorded in the first half of
1982 for the United States, for example, was related
to relatively weak import demand, which in turn was
probably associated with the severity of the recession
in that country. In contrast, most of the continental
European economies maintained a rather higher level
of activity in this period, which contributed to the
weakness of their current account balances. Later in
1982, however, and in the early part of 1983, relative
cyclical positions changed somewhat, with activity in
the United States tending to pick up relative to that in
Europe; the U.S. external position consequently was
quite weak during this period in spite of a sharp decline
in the value of oil imports.

Perhaps more important than these cyclical develop-
ments have been the shifts in the terms of trade and
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Chart 8. Major Industrial Countries: Payments Bal-
ances on Current Account, Including Official Transfers,
1978-First Quarter 1983 !

(In per cent of GNP)

1 Based on seasonally adjusted figures.

competitiveness that have occurred during the past
few years, especially among the largest industrial coun-
tries. Competitiveness factors, however, tend to affect
balance of payments positions only with a considerable
lag, so that it is not always appropriate to associate
current account developments with immediately pre-
ceding changes in exchange rates and domestic costs.
The real exchange rate of the U.S. dollar rose almost
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continuously from the latter part of 1980 to the end
of 1982. Measured in terms of relative normalized unit
labor costs in manufacturing, adjusted for exchange
rate changes, the real appreciation of the U.S. dollar
amounted to about 16 per cent in each of these two
years (see Chart 9). Perhaps because of the lags with
which such changes in competitiveness affect payments
flows, the U.S. current account remained in surplus
in 1981 and the first half of 1982. By late 1982 and
early 1983, however, the cumulative loss of competi-
tiveness was clearly reflected in the U.S. balance of
payments position. For 1982 as a whole, the volume of
exports declined by 12 per cent.

In contrast to the U.S. experience, Japan experienced
a significant improvement in its competitive position
during most of 1982, extending a trend that had con-
tinued since the early part of 1981. As may be seen
from Chart 9, however, the extent of the shift in
Japanese competitiveness was less than in the case of
the United States. With output in Japan holding up
better than in the other industrial countries, and with
a growing proportion of Japanese exports being subject
to restraints, the improvement in the Japanese current
account position between 1981 and 1982 was relatively
small and mainly accounted for by developments in the
service accounts.

Another country experiencing a significant change
in competitiveness during the past two years has been
the United Kingdom. The U.K. manufacturing sector
had suffered a very large decline in competitiveness
from 1978 to 1980, reflecting the impact on the sterling
exchange rate of tight monetary conditions and the
development of North Sea oil fields in a period of
rapidly rising oil prices. Since early 1981, however,
the U.K. competitive position has strengthened mark-
edly, and this may have contributed to the stabilization
of U.K. export market shares in late 1982 and early
1983, after several years of decline.

Competitive factors were also an important influence
on the current account balances of the countries par-
ticipating in the common margins arrangements of the
European Monetary System. The rapid rates of increase
in domestic costs in France and Italy, compared with
the more favorable inflation performance of the Federal
Republic of Germany, have not always been fully offset
by changes in their effective exchange rates. At least
until fairly recently, this pattern resulted in a loss of
competitiveness for these two countries, especially for
Italy. However, the recent realignments of their central
rates within the EMS have substantially improved their
competitive positions and should thereby help to reduce
their current account deficits.

The decline in the price of oil, which affected cur-
rent account positions in 1982, and will have an even
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Chart 9. Major Industrial Countries: Relative Costs and Prices of Manufactures, Adjusted for Exchange
Rate Changes, 1980-First Quarter 1983
(Indices, 1977 = 100)

e Relative normalized unit labor costs’ wommmmeme  Relative deflators?®

1 Index of hourly compensation divided by index of “potential output per man-hour.”
2 Annual deflators for gross domestic product originating in manufacturing with quarterly interpolations and extrapolations (beyond
the latest available annual data) based on wholesale price data for raw materials and manufactures.
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larger impact in 1983, has sharply different effects
from country to country. These differences reflect
mainly variations in the degree of dependence on im-
ported energy, but also to some extent the impact of
expenditure cutbacks by oil exporting countries on
their imports from the industrial world. Japan and most
continental European countries import a very large
part of their energy requirements, and have benefited
most from the drop in oil prices. In addition, some of
these countries have been able to achieve a significant
reduction in the volume of energy use per unit of out-
put. The current account effects of declining oil prices
have tended to be somewhat smaller for the other
industrial countries; the United States, which consumes
relatively large amounts of oil, is partially insulated
from the balance of payments consequences of price
changes by its relatively large domestic production.
The direct effects of oil price developments on the cur-
rent balance of Canada, which is essentially self-
sufficient in energy, are broadly neutral; and for the
United Kingdom, which is a net exporter, the decline
in oil prices has actually tended to weaken its balance
of trade.

Exchange rate developments.—Exchange rates for
the three major currencies (the U.S. dollar, the
deutsche mark, and the Japanese yen) continued to be
characterized by substantial swings during 1982 and
the first half of 1983. The nominal effective rate for
the U.S. dollar, which had appreciated by 11 per cent
during 1981, increased by another 17 per cent through
November 1982. It then declined by 5% per cent over
the next two months but subsequently began to appre-
ciate again. By the end of June 1983 the dollar was
just 2 per cent below its November peak. (See
Chart 10.) The Japanese yen, in contrast, depreciated
by 13 per cent in nominal effective terms during the
first ten months of 1982. It then reversed course and
appreciated by nearly 17 per cent from October 1982
to May 1983. The deutsche mark followed an inter-
mediate course, tending to fall against the U.S. dollar
but appreciating moderately in nominal effective terms
for most of 1982 and the first half of 1983.

The causes of these swings are complex and are
rooted in economic developments that have occurred
over the past several years; these developments are
reviewed in detail in Chapter 2. However, it is note-
worthy that the major shifts in exchange rates were
not associated systematically with changes in relative
costs or prices. While costs and prices in the United
States decelerated sharply during this period, the
underlying rate of inflation remained above that in
Japan, and was little different from that in Germany.

Exchange rate movements during this period appear
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to bear a closer association with developments in capital
markets than with contemporaneous changes in current
account balances. The capital accounts of these three
countries were affected by a number of factors, includ-
ing interest rate differentials and structural develop-
ments in the United States and Japan.

The improved outlook for the U.S. economy asso-
ciated with declining inflation, a more favorable tax
treatment of investment expenditures, and unsettled
economic and political conditions in some other parts
of the world no doubt contributed to the net movement
of funds to the United States in the recent period. In
contrast, domestic investment activity in Japan has been
rather weak relative to the supply of domestic savings
in recent years, providing the means for substantial
foreign investment. In addition, official guidelines have
been relaxed in order to permit such outflows, and
Japanese firms may have sought to avoid some of the
effects of protectionist measures imposed against their
exports by establishing production facilities abroad.
These developments appear to have contributed to the
substantial pressure (in favor of the dollar and against
the yen) during this period.

Exchange rates were no doubt also significantly af-
fected by the impact of interest rate differentials on the
relative attractiveness of assets denominated in different
currencies., However, the precise way in which changes
in interest differentials affect exchange rates depends
on surrounding circumstances, and during any given
period may be offset by other influences on currency
values. During much of 1982, for example, develop-
ments in exchange markets were not easy to explain in
terms of interest rate factors alone. Yields on dollar-
denominated securities tended to fall by more in this
period than those on assets in deutsche mark or yen.
By itself, this might have been expected to bring about
a weakening of the U.S. dollar. However, with the
level of the interest rate differential remaining favor-
able to the dollar, there may have been continuing
portfolio shifts into that currency, particularly since the
relatively rapid decline in inflation in the United States
must have enhanced the long-term attractiveness of the
U.S. dollar as a store of value.

Official exchange market intervention did not play
a major role in the relative movements of the three
major currencies during 1982, except possibly in the
case of Japan. As the yen depreciated during the year,
the Japanese authorities acted to limit the downward
movement through a reduction of international reserves.
The U.S. authorities intervened on only a few occasions
and in modest amounts; U.S. net official reserve assets
did rise quite substantially in 1982, but for other rea-
sons. The net reserve position of the Federal Republic
of Germany recorded little change during the year.
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Chart 10. Major Industrial Countries: Exchange Rates, 1980-June 1983

(Indices, 1977 = 100)

1 Based on the Fund’s multilateral exchange rate model.

Another major currency that has recently experienced
pronounced swings in real terms is the pound sterling.
Following a 9 per cent depreciation in nominal effective
terms during 1981, the pound was quite stable through
most of 1982. Then, from October 1982 to March 1983,
it depreciated by more than 14 per cent. It subsequently

U.S. dollar exchange rate  wmmmemm Effective exchange rate’

recovered part of this drop during April and May, and
by mid-June the net depreciation since the peak reached
in the first quarter of 1981 was 17-18 per cent. The
depreciation that has occurred over the past two years
has been accompanied by a deceleration in the rate of
increase of normalized unit labor costs to about the
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average for other industrial countries, and has served
to reverse about half of the massive real appreciation
that the pound had undergone from 1978 to the first
quarter of 1981. The downward movement of sterling
over the past two years may be viewed as a response
to a weakening in the oil market, as well as to com-
petitive difficulties faced by U.K. manufacturing indus-
tries following the earlier real appreciation. In addi-
tion, there has been a continuing capital outflow as
institutions have gradually responded to the ending of
capital controls in 1979. Official intervention by the
UK. authorities was rather light during most of the
past year and a half, but it became fairly substantial
on occasion, especially toward the end of 1982 and
in the first half of 1983, as the authorities sought to
moderate the pace of the pound’s depreciation and
subsequent recovery.

Another notable exchange market development was
the series of devaluations by Nordic countries from
August to October 1982. These devaluations amounted
to 6 per cent for the Norwegian krone, 10 per cent
for the Finnish markka, and 16 per cent for the Swedish
krona. Although these adjustments were broadly viewed
as being in the right direction, given the exchange
market pressures that preceded them, some concerns
were raised about the magnitude of the Swedish
devaluation.

Central rates within the EMS have been realigned
three times during the past year and a half. Following
devaluations of the Belgian franc and the Danish krone
in February 1982, the French franc and the Italian
lira were devalued in June while the deutsche mark
and the Netherlands guilder were revalued. The revised
central rates were again subjected to pressure in Oc-
tober 1982, following the Nordic devaluations de-
scribed above. This pressure subsided without a further
realignment but then reappeared in March 1983. At
that time, all of the central rates were changed, with
the French franc, the Italian lira, and the Irish pound
being devalued and the other five currencies revalued
in terms of the ECU. However, the Belgian and Lux-
embourg francs, whose revaluation in terms of the
ECU was relatively small, actually experienced a de-
preciation in effective terms.

The strains that appeared within the EMS during this
period were generally less severe than had been the
case in 1981, except for the period immediately prior
to the March 1983 realignment. The proximate source
of the pressure on central rates at that time was the
concurrence of elections in France and Germany, but
the more fundamental reason was the continued lack
of convergence of economic policies and conditions
between the high-inflation and low-inflation countries
participating in the system. It was thus seen as an
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important positive development that supporting policy
changes were adopted in order to help achieve a
greater measure of convergence in the years ahead.

Developing Countries—Oil Exporting Group

After reaching a peak of $114 billion in 1980, under
the impetus of the second major round of oil price
increases of the past decade, the recorded current ac-
count surplus of the 12 countries included in the oil
exporting group has shrunk rapidly during the past
two years. It dropped to $65 billion in 1981 and dis-
appeared altogether in 1982, despite a marked deceler-
ation in the growth of import payments. The very
sharp drop in oil export volume—about one third over
these two years—was the main factor in the shrinkage
of the surplus; but some downward movement of oil
prices also contributed to the decline in 1982. In 1983,
given the sizable fall in oil prices during the first quar-
ter, the price factor is expected to outweigh the volume
factor in generating another substantial decline in the
U.S. dollar value of exports of the oil exporting coun-
tries. Such a result would leave the oil export earnings
of this group lower in real terms than in 1978, despite
retention of most of the large gain in the terms of trade
that resulted from the 1979-80 oil price increases.

The 1979-82 cycle of sharp expansion and contrac-
tion in the current account surplus of the oil exporting
countries was the second such sequence during the past
decade. The contractionary phase of this latest cycle,
however, has differed in important respects from the
one following the bulge in the surplus in 1974, when
it reached a magnitude similar in real terms to that of
1980. The recent elimination of the group’s current
account surplus has occurred much more rapidly and
has reflected quite a different combination of causal
factors. During the years 1975-78, the main reason for
the gradual disappearance of the surplus was a large
and sustained expansion of imports and payments for
international services by the oil exporters; the volume
of oil exports declined by less than 4 per cent over
that period, and the real international purchasing power
of the group’s total oil export earnings decreased only
moderately. The elimination of the surplus since 1980,
in contrast, has stemmed mainly from the steep fall in
the volume of oil exports and only secondarily from
the increase in imports of goods and services.

The large and sustained reduction of the group’s oil
export volume, which actually began in 1980, has been
mainly a reflection of the continuous decline in world
oil consumption since 1979. That decline, in turn, can
be attributed to the responses of end users of energy
to increased oil prices, to changes in relative prices
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among different energy sources, and to the recession in
the world economy. In addition, the demand for oil
exported by the 12 main oil exporting countries has
been further curtailed because of continuing increases
in oil supplies from other sources—partly in response
to the increased real price of oil—and, after mid-1981,
because of a substantial drawdown of world oil
inventories.

In most oil exporting countries, the response of im-
ports and other current account payments to the
increase in export earnings after 1978 was less pro-
nounced than that following the first upsurge of export
earnings in 1974. Nevertheless, as financial policies of
some countries in the group became more expansionary
during the latter part of 1979 and in 1980, import
demand rose. Imports increased in real terms by 15 per
cent in 1980 and 20 per cent in 1981. This acceleration
was reversed, however, by shifts back to more restrained
financial policies as the slump in oil exports progressed.
Import volume growth, also affected by tightened im-
port restrictions in a few of the oil exporting countries,
was reduced to about 5 per cent in 1982. In late 1982
or early 1983, imports were actually declining in several
oil exporting countries.

These changes in import demand have been rather
unevenly distributed among countries in the group,
depending on the severity of their losses of export earn-
ings and the degree of financial constraint faced. Rela-
tively large reductions in imports have been recorded
by some of the countries, but import demand has weak-
ened less markedly in others, particularly among the
smaller countries with strong reserve positions.

Meanwhile, the rise in net external payments by the
oil exporting countries for services and private trans-
fers, which had proceeded steadily and rapidly from
1974 through 1980, also tapered off during 1981 and
1982. In the latter year, payments to foreign contrac-
tors and consultants, as well as remittances by expa-
triate workers, were curbed by widespread slowdowns
of development programs.

Within the oil exporting group, relative positions of
individual countries have differed markedly in recent
years during both the expansionary and the contrac-
tionary phases of developments with respect to their
combined current account surplus. The bulk of the
increase in the aggregate surplus from 1978 to 1980
accrued to those countries whose current account bal-
ances had been strongest up until then. These countries
not only accounted for the greater part of the increase
in oil export earnings over that period, but also received
most of the increase in investment income. As the sur-
plus has declined since 1980, the same countries have
absorbed most of the impact of the contraction in world
demand for oil.

CHAPTER 1: DEVELOPMENTS IN THE WORLD ECONOMY

Among other oil exporting countries, several ex-
perienced external financing problems during the course
of 1982, and sizable adjustments of economic and fi-
nancial policies, including strong measures to curtail
imports and other foreign exchange payments, were
undertaken by some of the countries to contain the
growth of foreign borrowing. However, almost all of
the oil exporting countries had been able to build up
their official holdings of foreign assets during the
1979-81 period of large current account surpluses, and
some of the individual current account deficits that
emerged in 1982 were financed in major part by draw-
downs of reserves, which limited recourse to external
borrowing. In general, the additions to outstanding debt
liabilities among countries of the oil exporting group
(amounting cumulatively to some $70 billion over the
entire period from 1974 through 1982) have not been
large in comparison with the growth in external in-
debtedness of many non-oil developing countries.
Another important consideration limiting the severity
of recent financing problems among the oil exporters
has been the fact, already noted, that the major share
of the group’s 1982 current account deterioration fell
on countries with large reserves and strong current
payments positions.

Developing Countries—Non-Oil Group

The period since the preparation of the 1982 Annual
Report has witnessed continued weakness in the export
receipts of most non-oil developing countries and a
sharp reduction in net inflows of private credit to those
of them that had previously borrowed heavily in inter-
national capital markets. This has curtailed access to
real resources from abroad and hence the capacity to
sustain progress in economic development. In large
part, the origins of the external financial constraints
now prevailing can be traced to the unexpected length
and depth of the current global recession. The adverse
effects of the recession on export earnings compounded
the balance of payments impact of earlier increases in
import prices and the extraordinarily high interest rates
that have prevailed in international financial markets
over the past several years. For some major borrowing
countries, difficulties were further exacerbated by post-
ponement of responses to the deterioration of their
export earnings and debt-servicing capabilities.

The high interest rates of the 1981-82 period gen-
erated large and unexpected additions to debt service
costs, not only for new borrowing but also—under the
floating interest rate arrangements applicable to most
international commercial bank loans in recent years—
on a considerable proportion of the debt already out-
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standing. Since the escalation of the costs of servicing
existing debt occurred with a relatively short lag and
at a time of other major negative pressures on current
account balances, it contributed to a vicious cycle of
additional borrowing needs and further increases in
debt service payments. Throughout the period 1979-81,
moreover, a number of non-oil developing countries,
and particularly the larger debtors among them, relied
to an unusual extent on short-term financing, and the
relatively high proportion of short-term liabilities in
the total external debt thus became a cause of further
concentration of debt service obligations falling due.

In nominal (U.S. dollar) terms, the total estimated
outstanding external debt of the non-oil developing
countries (including short-term liabilities) rose by
17-19 per cent in each year of the period 1979-81,
reaching $555 billion at the end of 1981, compared
with $336 billion three years earlier. In 1979 and
1980, the U.S. dollar value of earnings from exports
of goods and services rose even faster, and the ratio
of the debt to such earnings declined from 127 per cent
at the end of 1978 to 109 per cent at the end of 1980.
In 1981, however, the ratio rebounded to 120 per cent
as the recession and the appreciation of the U.S. dollar
slowed the growth in the dollar value of export earn-
ings. In 1982, despite a sharp drop in the rate of in-
crease in nominal debt (to about 10 per cent), the
ratio of debt to export earnings rose again, to about
137 per cent.

Long-term debt to banks and other private creditors at
the end of 1982 comprised approximately half of the
total—the same as its share at the end of 1978. How-
ever, the proportion of short-term debt (nearly all
owed to private creditors) had risen over this period
from less than 15 per cent to 18%% per cent, while the
share comprising long-term debt to official creditors
had fallen from 35 per cent to 31%%2 per cent. The
increase in the share of the short-term component would
have been appreciably larger except for rescheduling
agreements negotiated by some of the major borrowers
toward the end of 1982.

The uneven geographic distribution of the debt is
evident in sharp regional differences in the ratios of
debt to export earnings, which are much higher than
average in the Western Hemisphere and much lower
in Asia. For non-oil developing countries of the West-
ern Hemisphere, the end-1982 debt was equivalent to
246 per cent of export earnings (compared with
211 per cent at end-1978), while the corresponding
average ratio for the Asian region was 81 per cent
(compared with 78 per cent four years earlier). Aver-
age ratios for the other three regions differed much less
widely from the overall average in 1982. However, the
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ratio for the African region, which had been consider-
ably lower than the average for all non-oil developing
countries in 1978, is now well above the average. This
shift is primarily a reflection of declines in export earn-
ings of African countries, rather than of growth in
commercial borrowing, which has remained relatively
low.

A number of the largest borrowers among the non-
oil developing countries are in the Western Hemisphere,
and this concentration accounts for some of the strik-
ing regional differences just noted. However, additional
major borrowers are scattered among the other regions.
The uneven distribution of external debt among
non-oil developing countries is illustrated more broadly
in Table 9, where the first column shows for specified
categories of external debt the amounts owed by the
20 countries in the non-oil developing group with
the largest external indebtedness to private creditors.
Also shown are the percentage shares of the whole
group’s liabilities (in corresponding categories) that
these amounts represent. At the end of 1982, the
20 major borrowers accounted for 73 per cent of the
group’s total debt and for some 88 per cent of its
short-term debt. The same group of countries provided
only half of the whole group’s exports of goods and
services in 1982 and produced only a little more than
half of its estimated total GDP. The corollary of this

Table 9. Non-Oil Developing Countries: Distribution
of Outstanding Debt Among Selected Groups of
Countries, End-1982

(In billions of dollars and percentages, as indicated)

Low-
Income
Countries
Major (except Other
Bor- China and Coun-
rowers 1 India) tries 2

L In billions of U.S. dollars

Total debt 447.0 56.6 108.8
Short-term debt 99.7 3.0 10.0
Long-term debt 347.3 53.6 98.8

Guaranteed, to
official creditors 93.7 44.8 54.7
Other 253.6 8.8 44.1
II. In per cent of corresponding totals

for all non-oil developing countries

Total debt 73.0 9.2 17.8
Short-term debt 88.4 2.7 8.9
Long-term debt 69.5 10.7 19.8

Guaranteed, to
official creditors 48.5 232 28.3
Other 82.7 2.9 14.

I'The 20 countries (in the non-oil developing group) with
the largest estimated external debts to private creditors: Mexico,
Brazil, Argentina, Chile, Peru, Ecuador, Colombia, Korea,
Philippines, Thailand, Malaysia, Greece, Morocco, Egypt,
Yugoslavia, Israel, Turkey, Portugal, Romania, and Hungary.

2 Residual group (including China and India).
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observation is that the debt problems of the majority
of non-oil developing countries are considerably less
severe than might be suggested by aggregate or average
statistics dominated by the data for the major bor-
rowers. Notwithstanding this aspect of the situation,
the access of many developing countries to private
credit has doubtless been adversely affected by the
widely publicized instances of severe debt problems.

Table 9 also singles out another group of countries
whose external debt profiles tend to differ rather strik-
ingly from the overall average pattern. The low-income
countries do not borrow very much from private
market sources, but long-term borrowing by members
of this group under official development assistance is
generally quite large in relation to their exports. Al-
though the low-income countries (excluding China and
India) provide only 4 per cent of aggregate exports
of goods and services by all non-oil developing coun-
tries, they account for about 10%2 per cent of the whole
group’s long-term external debt, as indicated in the
second column of the table. The numerous countries
in the large residual group covered in the third column
of the table account for 46 per cent of the export
earnings of all non-oil developing countries and for
some 38 per cent of their total GDP. However, the
share of these countries in the group’s total external
debt at the end of 1982 was only 18 per cent, and their
participation in short-term foreign borrowing was only
half of that proportion.

The wide differences in debt/export relationships
implicit in the foregoing comparisons, although altered
in some respects by the developments of the past few
years, are by no means new. On the contrary, they
represent for the most part continuations of long-
standing patterns, as depicted in Chart 11. This chart
traces the history of debt/export ratios over the past
decade for all non-oil developing countries as a group
and separately for the 20 major borrowers, for the
low-income members, except China and India, and for
the remaining countries in the group, both in terms of
total external debt and in terms of debt owed to private
creditors. The degree to which transactions of the
major borrowers have dominated the upswing since
1980 in the relative magnitude of external debt—and
especially of liabilities to private creditors—is evident
(with due allowance for the relative weights of the
various groups) in this chart.

The sheer magnitude of the debt increases of recent
years, in combination with the high proportion of funds
obtained from private market sources during a period
of exceptionally high interest rates, contributed to a
very serious widening of current account deficits—and
hence of overall external financing requirements—of
the non-oil developing countries. Estimated interest
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payments (including those on short-term debt) rose
from just under $20 billion in 1978 to nearly $60 bil-
lion in 1982, thus absorbing more than 13 per cent of
the group’s export earnings in the latter year, compared
with less than 7%2 per cent in 1978. Inclusive also of
amortization payments on long-term debt, the total
absorption of available flows of foreign exchange by
debt service payments was equivalent to almost one
fourth of export earnings in 1982. With outstanding
short-term debt—all due for repayment within one year
—sgenerally close to one fifth of export earnings during
the past several years, the scope for disruptive effects
in the event of difficulties in refinancing maturing liabil-
ities is obviously quite large.

Moreover, the foregoing ratios are all averages for
the entire group of non-oil developing countries, and
some have had much higher debt service obligations
than this average. In the Western Hemisphere area,
external debt has long been largest in relation to export
earnings, as well as most heavily concentrated in liabili-
ties to private financial institutions at market rates of
interest. Also, the debt expansion of the past few years
has been particularly pronounced in that region. The
ratio of its interest payments to export earnings ex-
ceeded 30 per cent in 1982 (compared with 15 per cent
in 1978), and the overall debt service ratio reached
54 per cent despite major rescheduling arrangements
late in the year. Further exacerbating the cash-flow dif-
ficulties associated with these high ratios was the fact
that the proportion of short-term debt in total external
liabilities was also higher (22%%2 per cent at end-1982)
in the Western Hemisphere than in any other region.

Primarily because of massive rescheduling of amorti-
zation payments due on long-term obligations of several
large Latin American countries, a very steep decline in
the ratio of total debt service payments to export earn-
ings in the Western Hemisphere region is expected
in 1983. Extensive rescheduling of short-term debt,
although not reflected directly in the foregoing amorti-
zation ratios, will also help to ease strains on the major
Latin American borrowers, as will the prevalence of
somewhat lower interest rates. Their medium-term debt-
servicing prospects, however, hinge crucially on the
extent to which their debt service payments continue to
be spread out, rather than concentrated in a short
period of time.

The sharpest contrast to the high Western Hemi-
sphere debt service ratios just discussed is to be found
in the Asian region. Although Asian developing coun-
tries have been relying increasingly on private financial
institutions for external credit during the past decade,
a relatively large part of their combined debt still con-
sists of long-term obligations to official creditors that
are subject to relatively low annual amortization pay-
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ments. Accordingly, the average ratio of interest and
long-term amortization payments to exports of goods
and services in the Asian region was only 10 per cent in
1982, That figure was almost the same as the corre-

Chart 11. Non-Oil Developing Countries: Debt
Ratios, by Category of Borrower, 1973-82

(In per cent of exports of goods and services)

1 Excluding China and India.

2The 20 non-oil developing countries with the largest ex-
ternal indebtedness to private creditors.

3 Excluding China.
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sponding ratio for 1978, despite a relatively sizable
increase in the interest component.

During 1982, part of the sharp cutback in external
financing provided to non-oil developing countries by
foreign commercial banks was absorbed in ways that
cushioned the current account against an immediate
necessity of drastic adjustments, but did so only at the
cost of considerable impairment of international liquid-
ity positions. Some countries in the group were able
and willing to draw down their own reserves, and a
considerable number of countries drew on the condi-
tional liquidity available through the Fund. Net use of
Fund credit by non-oil developing countries during the
year amounted to about $6%% billion, and other official
borrowing for balance of payments purposes—mainly
through “bridging loans™ associated with arrangements
for drawings on the Fund soon after the beginning of
1983—brought the total net use of reserve-related
credit facilities in 1982 to nearly $11 billion (Table 10).
In the three years preceding the onset of the global
recession (1977-79), such use had amounted to less
than $1% billion annually. Use of Fund credit continued
on an unusually large scale in the first half of 1983.
Part of this credit, however, was offset by repayment of
the bridging loans obtained during the latter part of
1982 from the Bank for International Settlements and
major central banks in the industrial world.

It appears unlikely that the $7 billion reduction of
reserve assets recorded for the non-oil developing coun-
tries as a group in 1982 can be repeated in 1983. On
the contrary, some strengthening of reserve positions
appears to be needed by many countries in the group,
as the average ratio of reserves to imports of goods and
services, amounting to about 17 per cent at the end of
1982, is abnormally low. It has remained throughout
the current recession period in the 16-17 per cent
range, compared with a previous low of 19 per cent in
1975 and with ratios in the 22-26 per cent range during
the years between the two recessions.

Regional differences in such ratios are striking. Par-
ticularly noteworthy is the extremely low ratio of
reserves to imports for African members of the non-oil
developing group—just 6 per cent at the end of 1982.
The virtual depletion of official liquid holdings of for-
eign exchange that is signified by this figure attests to
the strains encountered by many African countries in
their efforts to sustain imports under conditions of pro-
longed shrinkage of export earnings, limited access to
private international financial markets, and stagnation
in the level of official development assistance being
made available. Receipts from official transfers and
long-term loans from official sources, according to the
balance of payments statistics of African countries
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Table 10. Non-Oil Developing Countries: Current Account Financing, 1973-82 1

(In billions of U.S. dollars)

1973 1974 1975

1976 1977 1978 1979 1980 1981 1982

Current account deficit 2 11.3 37.0 46.3
Use of reserves —104 —2.7 1.6
Nondebt-creating flows, net 10.3 14.6 11.8
Official transfers 55 8.78 7.1
SDR allocations, valuation
adjustments, and gold
monetization 0.6 0.6 —0.6
Direct investment flows, net 4.2 53 53
Net external borrowing ¢ 114 25.1 329
Long-term borrowing, net 5 11.9 18.1 271
From official sources 4.9 6.83 11.7
From private sources 6.8 11.3 15.4
Financial institutions* 6.5 10.3 14.2
Other lenders 0.3 1.0 1.3
Use of reserve-related credit
facilities 6 0.2 1.6 2.4
Use of Fund credit 0.1 1.5 2.1
Other short-term borrowing,
net, including errors and
omissions —0.5 54 33
Exceptional financing* —_ — 0.1
Payment arrears —_ —_ —_
Other short-term borrowing,
net* 33 8.3 8.9
Residual errors and
omissions 7 —3.8 -2.9 —5.6

32.6 28.9 413 61.0 89.0 107.7 86.8

—130 -—125 —-174 —126 —4.5 —2.1 71
12.6 14.4 17.9 23.9 24.1 28.0 25.1
7.5 8.2 8.2 11.6 12.5 13.8 13.2
0.1 0.8 2.3 34 1.4 0.3 0.5
5.0 54 73 8.9 10.1 13.9 114
33.0 27.0 40.8 49.7 69.3 81.8 54.6
28.0 24.6 37.2 36.5 47.2 62.7 41.0
10.5 114 13.8 13.3 17.6 23.0 19.5
17.5 13.2 234 23.2 29.6 39.7 21.5
15.3 9.4 19.5 21.7 28.4 35.7 18.5
2.2 38 3.9 1.5 12 4.0 3.7
4.6 0.4 0.3 0.4 1.8 59 10.7
32 — — 0.2 1.2 5.6 6.3
—04 2.0 33 12.8 20.4 13.2 —-2.9
0.4 2.6 1.2 —0.4 4.1 6.7 14.4
— 1.5 0.4 0.8 1.1 24 71

5.8 2.7 4.9 14.6 20.8 10.1
—11.5

-5.9 —33 —2.8 —-14 —4.5 —3.7

* The sum of the three items with asterisks represents a rough estimate, broadly consistent with national balance of payments
statistics, of total net borrowing (short term and long term) from private banks.

1 Excludes data for China prior to 1977. For country classification, see Table 2.

2 Net total of balances on goods, services, and private transfers, as defined in the Fund’s Balance of Payments Statistics (with sign

reversed).

3 Excludes the effect of a revision of the terms of the disposition of economic assistance loans made by the United States to India
and repayable in rupees and of rupees already acquired by the U.S, Government in repayment of such loans. The revision has the
effect of increasing government transfers by about $2 billion, with an offset in net official loans.

4 Includes any net use of nonreserve claims on nonresidents, errors and omissions in reported balance of payments statements for

individual countries, and minor deficiencies in coverage.
5 On a balance of payments basis.

8 Comprises use of Fund credit and short-term borrowing by monetary authorities from other monetary authorities.
7 Errors and omissions in reported balance of payments statements for individual countries, and minor omissions in coverage.

(except South Africa), were about the same—some
$8 billion—in 1982 as in 1979, despite the intervening
rise in import prices. It is in the African region that the
need for a more adequate flow of official assistance is
most pressing.

Reserve/import ratios have also dropped sharply in
the European and Western Hemisphere regions, where
the end-1982 figures averaged 10 per cent and 1312
per cent, respectively. Most countries in these areas,
however, are better positioned than the African coun-
tries to withstand the pressure implicit in such a situa-
tion and to make satisfactory adaptations to shortages
of liquid reserves.

Just as the drawing down of reserves and use of
reserve-related credit helped the non-oil developing
countries to adapt to a decline of some $35 billion from

1981 to 1982 in the net inflow of capital, so the need
for replenishment of reserves will tend to add to the
degree of adjustment required in 1983. The further
compression of the group’s current account deficit will
thus have to be larger than would be suggested by the
decline in capital inflows that is now expected. From a
peak of $108 billion in 1981, the current account deficit
of the non-oil developing group dropped by about $20
billion in 1982, to $87 billion. For 1983, the projec-
tions shown in Table 4 indicate another decrease of
roughly $20 billion, to $68 billion. Scaled against the
group’s exports of goods and services, such a deficit
would amount to about 14 per cent, compared with a
peak of 23 per cent in 1981, and would thus drop back
into the range prevailing between the two latest global
recessions.
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Judgment regarding the significance of such a drop in
the relative size of the current account deficit requires
qualifications of at least two types. One of these relates
to the distribution of imbalances among individual
countries in the group and the other to the composition
of changes in current account transactions and the
implications of a disaggregated view of particular com-
ponents of the current account.

One feature of the estimated $40 billion reduction in
the combined current account deficit of the non-oil
developing countries from 1981 to 1983 is the degree to
which it is concentrated in the individual accounts of a
relatively few large developing countries where major
programs of domestic and external stabilization have
been launched. This circumstance is reflected in com-
parisons between the weighted-average ratios of current
account deficits to exports of goods and services and
the corresponding median ratios (Chart 12). The
weighted averages tend to be dominated by the experi-
ence of the larger countries in any group, while the
medians may better reflect the typical experience of the
majority of countries in a group. The relative size of
the median current account deficit in the non-oil devel-
oping group has risen more over the past half dozen
years, and has remained larger since 1981, than the
weighted average deficit. As the chart shows, this diver-
gence is especially pronounced in the African and Asian
regions. The implication is that many smaller countries,
particularly in those two areas, have been less success-
ful to date than the larger countries in containing the
growth of their current account deficits in relation to
exports (perhaps partly because of a more unfavorable
evolution of exports).

Whatever the adjustments still needed to restore
sustainable current account balances, an examination
of disaggregated components of the current account
makes it clear that the degree of adjustment already
accomplished by the non-oil developing countries is
quite substantial. Although not yet sufficient in many
cases to match the reduced availability of financing, it
is nevertheless considerably greater than might be sug-
gested superficially by the size of the reduction in the
group’s combined deficit since the peak of 1981. The
key consideration here is the generally unfavorable
nature of the external economic and financial environ-
ment faced by these countries in recent years and the
importance of certain major adverse influences almost
wholly beyond their own control. The global recession,
of course, has undermined the buoyancy of export
markets in volume terms and has brought severe weak-
ness in export prices for primary commodities. Mean-
while, continued increases in the import prices faced
by non-oil developing countries had already contrib-
uted to the prolonged deterioration of their terms of
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trade (1982 having been the fifth consecutive year of
such deterioration). Finally, the upsurge of interest
rates that followed the general shift toward monetary
restraint in the major industrial countries in 1979 im-
posed an unexpectedly heavy and lasting burden on
this group of countries, whose balance of payments
structures already featured quite sizable debt service
charges. As noted above, the impact of the rise in inter-
est rates was heightened by the progressive concentration
of borrowing during the past decade in obligations on
which interest payments are adjusted at frequent inter-
vals to rates prevailing in international money markets.
This particular factor may have become less adverse in
1983 than in 1982, but remains unfavorable by com-
parison with pre-1979 experience.

For the oil importing developing countries, the entire
deterioration of their combined current account balance
from 1978 to 1981 can be ascribed to essentially the
three adverse factors just enumerated. Indeed, the
deterioration of their oil trade balance and of their
non-oil terms of trade, together with the large excess of
the rise in their external payments of interest over
the increase in interest earnings on their reserves and
other financial assets abroad, amounted to nearly $80
billion over these three years, against a cumulative
increase of only $53 billion in their total current ac-
count deficit. The difference between these two figures,
reflecting changes in other elements of the group’s
current account, can be viewed as roughly indicative
of the adjustments already made by 1981 to compensate
in part for the adverse impact of the external factors
identified here. With the oil trade deficit subsiding some-
what in both 1982 and the first half of 1983, interest
rates tending to decline, and the deterioration in the
terms of trade tapering off, the three factors singled out
above, while remaining adverse in comparison with
earlier years, have not on balance become significantly
more unfavorable from 1981 to 1983. Hence, the actual
current account change for that period stems from fac-
tors more directly susceptible to the influence of policies
and developments within the group of non-oil develop-
ing countries.

The capacity of the non-oil developing countries to
make necessary adjustments to external changes that
strongly affect their current account balances can be
further illustrated by a longer-range look at disaggre-
gations of those balances along the lines just discussed.
In Chart 13, a similar breakdown (involving separate
estimates of the oil trade balance, net interest payments,
and cyclical swings in the non-oil terms of trade) is
carried back through the 1973-75 period of oil price
increases and recession. The changes of that period, in
particular, had a profound and lasting impact on the
current accounts of non-oil developing countries—one
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Chart 12. Non-0Oil Developing Countries: Payments Deficits on Current Account, by Region, 196782 !

(In per cent of exports of goods and services)

—— Weighted average —— Median

1 Net of surpluses of countries whose current accounts were in surplus.
2 Excluding China.
3 Excluding South Africa.
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to which the majority of such countries had already
made important adaptations by the late 1970s. Such
adaptations to adverse external influences, however,
have differed considerably among various subgroups of
countries, both during the 1970s and more recently, as
is brought out in the separate panels of Chart 13, deal-
ing individually with several analytical subgroups.

Some of the developing countries in the broad “non-
0il” group are in fact producers and net exporters of
oil; and the increases in oil prices, both in the middle
1970s and during the more recent round, tended, of
course, to improve their current account balances.
From 1976 through 1981, the countries in the net oil
exporting subgroup used the improvement in their oil
trade balances mainly to expand their net imports of
non-oil goods and services and to maintain higher rates
of domestic investment than would otherwise have been
feasible, rather than to lower their overall current
account deficits and foreign borrowing. Some of these
countries became heavy external borrowers as they
used the prospect of a higher level of future oil earnings
to promote more rapid domestic development in the
non-oil sector. Subsequent developments in the world
economy, however, have caused them to undertake sub-
stantial revisions in such programs so as to curtail the
associated imports.

The net oil importers, despite the cost incentives to
economize on imports of oil, were unable after 1975
to reverse much of the preceding increase in their com-
bined oil trade deficit. They were obliged, however, to
reduce the unsustainable overall current account deficit
that had emerged; and they did so—as shown by the
dashed line in Chart 13—through a sizable improve-
ment in the balance of transactions other than those in
the three categories dominated by external influences.
The net gains in this residual balance leveled off during
the late 1970s, reflecting restoration of an overall cur-
rent account deficit not too large (in relation to current
exports of goods and services) for sustainable financing.

With the alteration of that situation by the second
round of oil price increases, the recession, and the
upsurge of interest rates, another round of adjustments
and adaptations was launched, as reflected in the dashed
line in the upper right-hand panel of Chart 13 (and as
already discussed in connection with 1979-83 develop-
ments). Such adaptations have included major shifts in
domestic demand management policies, changes in ex-
change rates, export promotion policies, various kinds
of import or exchange restrictions, and other measures,
depending on the particular circumstances of individual
countries. Although many countries in the group have
delayed taking action and others still face a need for
further action, the extent of the cumulative change in
the structure of their current account transactions dur-
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ing the past decade (depicted in the chart in terms of
percentages of export earnings) offers considerable
reassurance regarding the capacity of these countries,
over time, to carry out requisite adjustments.

The record is most impressive in the case of the
major exporters of manufactures (middle right-hand
panel of Chart 13), whose rapid gains of market shares
in world trade helped them at least until recently to
bear the higher costs of oil and interest payments, while
maintaining their overall external position. For this
subgroup, in particular, the gravest threat appears to
be the intensification of protectionist pressures spawned
by the recession. Unless that threat is averted, these
countries may be unable to resume the kind of progress
that characterized their development throughout the
1970s.

The lower right-hand panel of Chart 13 depicts the
very difficult situation facing the low-income countries
during the late 1970s and early 1980s. In effect, they
have had to compensate for the impact of the adverse
external influences roughly identified in the chart by
greatly reducing their net absorption of real resources
from abroad. This substitution in the current accounts
of the low-income countries has been extremely large
in relation to their own export earnings and has become
very damaging to their prospects for renewed growth
and development, or even for maintenance of existing
low levels of real per capita income. The current ac-
count deficit of this subgroup remains much higher in
relation to export earnings than that of any of the other
subgroups of developing countries, reflecting the large
role of concessional official assistance in the financing
of imports. For the low-income countries, the principal
hope for an easing of current strains must be tied to a
recovery of primary product prices and to the possibility
of increasing the real value of official development
assistance.

A feature of the non-oil developing countries’ cur-
rent account adjustments to date is the degree to which
they have reduced imports. While such a reduction has
been unavoidable in most cases, given the external cir-
cumstances faced, it has had the effect, of course, of
limiting the real resources available for development.
(It has impinged adversely on export markets of the
industrial countries, as noted earlier, and has thus
contributed to the weakness of economic activity in
those countries.) Real growth of imports of the non-oil
developing countries, after averaging 82 per cent per
annum from 1977 through 1979, was cut back rapidly
and progressively to 2% per cent in 1981 and gave way
to a decline of nearly 8 per cent in 1982. For many
countries, and particularly for the low-income sub-
group as a whole, the degree of recovery expected in
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Chart 13. Non-Oil Developing Countries: Payments Balances on Current Account, 1973-82

(In per cent of exports of goods and services)

Balance on transactions determined primarily

wmmmen  Overall balance on current account ! by factors bevond the individual country’s control == —=  Residual balance

1 Balance on goods, services, and private transfers.

2 Sum of (1) balance on trade in oil (on a customs basis) and on interest payments and (2) the product of (a) deviations of the
terms of trade on merchandise transactions other than oil from their 1973-82 average and (b) the level of exports of goods and
services in the preceding year.

3 Excluding China.
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1983 will not be sufficient for the volume of imports to
regain its 1979 level.

Regionally, by far the most drastic cutback in import
volume in 1982 was that in the Western Hemisphere,
reflecting the particularly serious difficulties faced by
some of the largest countries in that area. For the
Western Hemisphere subgroup as a whole, as shown in
Chart 14, the 1982 level of imports in real terms barely
exceeded that of the middle 1970s. Real imports into
non-oil developing countries of Europe and Africa
declined less steeply in 1982 and remained higher in
relation to levels of the mid-1970s, but also compared

Chart 14, Non-Oil Developing Countries: Foreign
Trade, by Region, 1972-82
(Indices, 1972 = 100)

1 Excluding China.
2 Excluding South Africa.
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unfavorably with their 1979 levels. Import volume
gains were interrupted in 1982 even in the Asian and
Middle Eastern regions, where the trends had been
most buoyant throughout most of the past decade.

Other marked regional differences in external trade
developments during the 1970s and early 1980s are
also brought out in Chart 14. The exceptionally rapid
and continuous growth in export volume achieved by
the non-oil developing countries of Asia, for example,
is clearly illustrated, along with the disappointing rec-
ord of exports of the African countries as a group. In
the bottom panel of the chart, the extent of the deterio-
ration in the terms of trade of the African and Western
Hemisphere countries since 1977 is noteworthy. Also
of interest is the relative stability since the mid-1970s
in the terms of trade of the Asian and European devel-
oping countries, presumably reflecting the more diversi-
fied composition of their exports.

Key Issues of Policy

With the abatement of inflationary pressures that has
taken place in 1982 and the first half of 1983, policy-
makers are now able to concern themselves with a
broader range of issues than was possible at times in
the recent past. One of the most important of these
issues is the nature of the policy adaptations necessary
to sustain the economic recovery that is emerging in a
number of industrial countries, particularly the United
States, and to foster its spread. At the same time, the
debt problems of developing countries and the obstacles
created by protectionism to the improvement of their
export prospects have pointed up further issues requir-
ing the urgent attention of policymakers. Attention has
also turned once more to the longer-run impediments
to growth, including rigidities in the goods and labor
markets and low rates of saving and investment.

Nevertheless, concern about inflation is far from
over. There are still many industrial and developing
countries where inflation remains virulent, and even in
those countries where inflationary pressures have
abated, the risk of their resurgence remains. In particu-
lar, even though they may partly reflect the existence
of fiscal problems, the high long-term interest rates that
prevail throughout the industrial world suggest that
inflationary expectations persist. Thus, consolidating
the progress made toward better price stability remains
a major consideration influencing the policy approach
to economic recovery and longer-run growth. The need
to achieve and maintain low inflation, while turning to
the challenge of ensuring that the economic recovery
materializes and endures, was recognized in the Wil-
liamsburg declaration on economic recovery issued in
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May 1983 by the leaders of the seven largest industrial
countries.

This section focuses mainly on domestic policy issues;
issues related to exchange rates and the working of the
international monetary system are for the most part
considered in Chapter 2.

Fostering a Sustainable Recovery

There is now no doubt that the most pressing task is
to ensure that the recovery that is emerging in a number
of industrial countries will be noninflationary and
sustainable and will spread to the rest of the world. In
addressing this task, allowance must be made for the
differences in economic conditions among countries,
both in the industrial and in the developing world.
Focusing first on the industrial world, a large number
of countries, including France and Italy and many of
the smaller industrial countries, still have high inflation
rates and sizable external deficits. National authorities
in these countries are currently implementing adjust-
ment policies aimed at lowering inflation and restoring
external balance through reductions in the fiscal deficit
and in the rate of growth of money and credit. These
adjustment policies should in time re-establish condi-
tions for sustainable growth, but, over the short run,
they are likely to limit the scope for economic recovery.
On the other hand, the other five major industrial
countries, Canada, Japan, the United States, the Fed-
eral Republic of Germany, and the United Kingdom,
have gone further in re-establishing conditions for sus-
tainable growth and have consequently provided their
economies with greater scope for expansion, albeit not
all to the same extent. Even the countries in relatively
strong positions, however, still face difficult demand
management problems that will have to be solved if the
recovery is to develop and be sustained.

When sizable budget deficits are expected to continue
even after recovery is well advanced, they can con-
tribute to the persistence of relatively high levels of
interest rates, in spite of declining inflation. These high
interest rates, in turn, weaken the process of recovery
in the private sector and undermine its sustainability, in
particular because they hinder capital formation and
contribute to an unbalanced composition of domestic
demand. Because of these dangers, a number of na-
tional authorities have continued to direct their efforts
toward a reduction in their budget deficits.

In the Federal Republic of Germany, Japan, and the
United Kingdom, the structural component of the
deficit had already been reduced in 1981 and 1982,
and further reductions are expected to take place in
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1983 and 1984. Fiscal consolidation will continue to
be pursued through curtailment of expenditure growth
and legislative reforms leading to a gradual reduction of
the role of the public sector, as well as limiting the
growth of transfer payments. By following this cautious
fiscal policy, the authorities intend to foster a decline
in long-term interest rates that would favor a recovery
of private sector investment. The challenge that they
face is to reconcile the longer-run need for fiscal con-
solidation with the shorter-run danger that cutting gov-
ernment expenditure too quickly may reduce aggregate
demand and temporarily stifle the emerging recovery.

The U.S. authorities are also firmly committed to a
reduction of the structural part of their budget deficit,
but so far they have not been able to move toward that
goal. Since assuming office in early 1981, the U.S.
Administration has implemented a program of cuts in
individual income tax rates, liberalization of deprecia-
tion schedules for business, and other tax benefits de-
signed to stimulate saving and investment. The growth
of federal spending has been curbed, but not by as
much as would have been necessary to offset the reduc-
tions in tax receipts caused by the new fiscal measures.
The result has been the emergence of a large structural
deficit. This deficit, already described in last year’s
Annual Report as the main issue concerning policies of
the United States, has grown considerably in fiscal year
1983. Thus, it remains the case that a change in the
policy mix of the United States that would result from
adoption of measures aimed at avoiding a persistent
deficit over the medium term, while the targets for
monetary growth remained unchanged, would tend to
reduce nominal and real interest rates and bring about
a fundamental improvement in the conditions for sus-
tained economic growth. Given the stance of fiscal
policy in the other relatively strong countries, a reduc-
tion of the U.S. fiscal deficit would also constitute a
major step toward the much sought after convergence
of underlying economic and financial conditions among
major industrial countries.

As far as monetary policy is concerned, the major
financial innovations that have been introduced in
recent years in several industrial countries have
temporarily increased the difficulty of gauging the
appropriate longer-run rate of growth of specific
monetary aggregates. By increasing the mobility of
funds among accounts with various degrees of liquidity,
these innovations have also increased the short-run
instability of the monetary aggregates. These difficulties
have been compounded by the magnitude of the various
disturbances that have affected the demand for money
in recent years, including the major rise and then de-
cline in inflation rates and the severe recession. In such
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conditions, it is not surprising that changes in the veloc-
ity of the monetary aggregates have tended to be large
and atypical.

In these circumstances, most monetary authorities,
while continuing to regard their aggregates as target
variables, are following a flexible and pragmatic ap-
proach to the conduct of monetary policy. In the first
half of 1983, this approach led to a fairly accommoda-
tive supply of reserves to the banking sector in most of
the countries considered here. While perhaps justified
by the circumstances, the situation is not without risks.
The fact that the relatively high rates of monetary
growth have not brought about any significant further
decline in interest rates might indicate that the point
may be approaching at which persistence with such high
growth rates could rekindle inflationary expectations.

This brief review has highlighted both the complexity
and the diversity of the challenges that are currently
faced by the five relatively strong major industrial coun-
tries. There is no doubt that all five countries would
like to foster a sustained expansion in domestic eco-
nomic activity, and that each of them views a sus-
tainable lower level of interest rates as an important
component of such a process. To achieve a sustained
recovery, however, will require the maintenance of a
cautious policy stance. Monetary growth rates have
already increased considerably, even after making rea-
sonable allowance for the effects of financial innova-
tions. Too rapid a monetary expansion would now be
likely to bring about a rise in interest rates, rather than
a decline.

Ultimately, the reduction of interest rates has to be
sought by convincing economic agents that existing
fiscal deficits will decline markedly over the next few
years so that there will be no conflict between the
growth in the demand for private credit and the desire
of the monetary authorities to limit monetary growth.
This consideration lies behind the policy prescriptions
set forth in the annex to the recent Williamsburg decla-
ration on economic recovery that national authorities
should aim, preferably through discipline over govern-
ment expenditures, to reduce structural budget deficits
and bear in mind the consequences of fiscal policy for
interest rates and growth. Such a policy could contrib-
ute considerably to both the early development and the
sustainability of the recovery.

Developing countries would benefit from a recovery
in industrial countries, and would at a later stage accel-
erate this recovery by facilitating the expansion of
industrial countries’ exports. As noted in Chapter 2,
the scope for such effect is quite sizable, in particular
because cyclical variations in economic activity in
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industrial countries have powerful effects on exports of
developing countries.

Much of the transmission of the expansion from
industrial countries to developing countries, and back
to industrial countries, will, however, take place with a
considerable lag. Even more important, the magnitude
of the effects will largely depend on the policies fol-
lowed, both by industrial countries and developing
countries. In particular, such a transmission will be
more effective if current protectionist tendencies are
checked and reversed. The need for industrial coun-
tries to maintain a liberal policy toward imports from
developing countries, including imports of manufac-
tures and agricultural products, is particularly crucial
in this context. The transmission of expansion will also
be more effective if interest rates decline in industrial
countries. As long as interest rates remain at their
current level, the scope for expansion will remain lim-
ited in many developing countries because a large part
of their foreign exchange resources will have to be
used to pay the interest on their foreign debts.

In addition, in many developing countries, the scope
for economic recovery will depend largely on the firm-
ness with which the authorities implement the compre-
hensive adjustment programs that they have recently
adopted in order to reduce the severe internal and ex-
ternal imbalances that afflict their economies. Unless
the fundamental adjustment envisaged in these pro-
grams takes place, it is unlikely that an economic recov-
ery in the industrial world will restore either the external
balance or the creditworthiness of these countries. For
them, as for many industrial countries, further internal
and external adjustment is a prerequisite for full par-
ticipation in the world economic recovery.

Demand management has a central role to play in
the adjustment sought by developing countries. Domes-
tic absorption will remain constrained in many coun-
tries by the need to maintain and extend the progress
already made in reducing external deficits. However,
consumption, rather than productive investment, should
bear a major part of the adjustment in order to avoid a
reduction of the longer-run growth rate of the economy.
In this regard, fiscal policy is quite important because
the level and distribution of public expenditures exert a
considerable influence on both the overall level and the
allocation of domestic demand. Furthermore, the exist-
ence of a large fiscal deficit that cannot be financed
without excessive monetary growth gives rise to an
inflationary process that hinders the entire adjustment
process. For these reasons, fiscal trends in a number of
developing countries must be viewed with concern.
Not only is the fiscal deficit still too large in many of
them, but the reduction in public expenditures that has
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taken place has fallen disproportionately on productive
investment. In these countries, there is an urgent need
to review the appropriateness of public expenditure
programs.

It is also important that the exchange rate, as well as
domestic prices and interest rates, be allowed to adjust
in order to reflect changes in economic circumstances.
This is important not only for the longer-run growth
prospects of developing countries, as discussed below,
but also because these variables have a crucial role to
play over the short run, as a complement to demand
management policies. In this context, the substantial
increase in exchange rate flexibility demonstrated by a
number of developing countries over the past year is a
favorable sign. Nevertheless, exchange rate flexibility
by itself is not enough. The price changes implied by
exchange rate adjustments have to be passed through to
individual economic agents in order to promote the
necessary changes in the production and consumption
structure. In many cases, this condition remains unful-
filled because a complex system of internal and external
trade restrictions reduces and distorts the link from
world market prices to domestic prices. Allowing inter-
est rates to adjust to reflect the rate of inflation and the
demand for credit is important because this may stimu-
late saving, in particular financial saving, and help to
ensure the growth and efficiency of investment.

Longer-Run Growth Considerations

In addition to the demand management problems
discussed above, both industrial and developing coun-
tries are presently faced with structural problems calling
urgently for sustained adjustment efforts. Attention
needs to be focused on these structural problems, as it
is becoming increasingly evident that many of them will
not disappear with the economic recovery and may in
some cases become more intractable as it develops.

Industrial Countries

A major characteristic of the policy strategy followed
by many industrial countries in recent years has been
its longer-run orientation. In particular, the need to
stimulate saving and investment, reduce rigidities in
goods and labor markets, and encourage technological
innovations has motivated many of the policy changes
that have been introduced. The principal aim has been
to increase productivity and economic growth and to
reduce structural unemployment.

The fact that these objectives have not been achieved
can be explained to a large extent by the fact that the
fight against inflation had to be given priority. In the
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face of deeply embedded inflationary expectations,
monetary restraint contributed to a severe recession
that, as is well known, had a dominant and adverse
effect on many of the economic variables that the
longer-run growth policies were trying to influence. But,
now that inflation has abated in many industrial coun-
tries, it is an opportune time for national authorities to
review their longer-run policies and assess whether they
are sufficiently comprehensive to achieve their aims. In
this context, it may be useful to make a number of
observations concerning the two related problems of
low saving and investment and high structural unem-
ployment.

There has been a serious effort to stimulate saving
and investment in recent years. In many countries,
various fiscal measures have been taken to increase
personal saving and to enhance work incentives. Im-
portant examples are the significant cuts in marginal
income tax rates in Sweden, the United Kingdom, and
the United States, especially for high income tax brack-
ets. Financial measures have also been important in
this context. The deregulation of the financial system,
in particular in the United States, has allowed small
savers to benefit fully from the sharp rise in real interest
rates in the money markets. Other measures aimed
more directly at the corporate sector have included the
liberalization of depreciation schedules.

Nevertheless, this effort to stimulate saving and
investment has been limited in its results, not only be-
cause of the short-run effects of policies of monetary
restrictiveness, but also because of the failure to reduce
budget deficits. No doubt, the high fiscal deficits were
partly the result of the recession. However, there were
clearly other factors at work. Even after adjustment for
the abnormally low level of economic activity, budget
deficits remain quite large in many industrial countries.
In a number of them, including Belgium, Denmark,
Ireland, Italy, Sweden, and the United States, these
structural deficits are roughly as large as the normal
flow of net private saving. Once the recovery process
is under way, structural deficits of such a magnitude
could crowd out private investment as their effects
dwarfed whatever additional saving resulted from the
recently adopted saving incentives, Therefore, countries
with large structural budget deficits should intensify
their efforts to reduce them. The measures used to
reduce the deficits will have to reflect the social prefer-
ences of the countries concerned, but they should also
take into account the need for more saving and
investment.

The effort to stimulate saving and investment has
also suffered because profits have remained depressed.
Here again, the recession accounts for part of the
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problem, but not ail of it. The other important factor
is the change in income distribution that has taken
place in favor of labor over the past 15 years, in
particular in European countries and in Japan. For
example, in France, the Federal Republic of Germany,
and Italy, the share of capital incomes in total incomes
(value added) originating in the manufacturing sector
declined from about 40 per cent at the time of the
1968--69 cyclical peak in economic activity to less than
35 per cent by the time of the 1979 peak. By 1982,
the share of capital incomes had been reduced even
further in these three countries, although probably
mainly because of the recession. The distribution of
incomes clearly involves complex social and ethical
considerations. But the major shift in income distribu-
tion that has taken place over the past 15 years has
tended to reduce the overall saving rate because the
marginal propensity to save is normally lower for labor
incomes than for capital incomes. This in turn has
reduced the financial ability of firms to invest, as well
as their incentive to expand production capacities.

The problem of structural unemployment has also
been the object of many policy measures in recent
years, including training programs and hiring incentives,
but the problem has nevertheless continued to grow. In
part, the increase in structural unemployment can be
traced to significant changes in the size and composition
of the labor force, including the increase in female
participation, and to changes in international compara-
tive advantage leading to a rapid decline of some
traditional industries. Probably as important, however,
has been the change in income distribution noted above,
at least in European countries. Over time, the marked
increase in the relative cost of labor has led to a decline
in the demand for labor. Other factors that may have
been important in some circumstances include the lack
of adequate training, the existence of too high minimum
wage rates, and the relatively high level of unemploy-
ment benefits. While it is extremely difficult to deal with
these factors, the social and economic costs of not doing
so could be very high.

Developing Countries

The severity of the debt problems encountered by
many developing countries during 1982 and the first
half of 1983 is leading to a major reappraisal not only
of their demand management policies but also of their
longer-run growth strategy. This reappraisal has been
hastened by the realization that, even after the eco-
nomic recovery develops, economic growth rates in
industrial countries are unlikely, at least for some time,
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to go back to the high levels of the 1960s and early
1970s. This prospect has implications both for the rate
of growth of export earnings and for levels of official
development assistance and commercial bank flows.

In addition, donor agencies are becoming increas-
ingly concerned with the efficiency with which aid is
being used, both with regard to the allocation of new
investment among sectors and the type of projects or
capital formation being financed. The World Bank and
other agencies have sought during recent years to in-
crease the share of aid that finds its way into the
agricultural sector and into the type of projects that
have a direct impact on the poorest segments of the
community. The energy sector remains another major
target. The manner in which development projects are
conceived, initiated, and managed has received increas-
ing scrutiny: for example, a significant body of opinion
now favors placing relatively more emphasis on small-
scale projects in which the beneficiaries themselves play
a substantial role in organization and implementation,
even though it is recognized that large-scale projects
are at times necessary because of economies of scale
and other considerations.

Even more important, however, there is a growing
awareness in developing countries that the growth of
a country’s output that can be achieved with its avail-
able labor force and natural resources does not depend
solely on its capital stock. It depends also on the
efficiency with which all factors of production are used
in different lines of production, as well as on some less
tangible aspects of resource use, such as the intensity
of effort and the quality of management. In considering
ways to increase output in developing countries, espe-
cially during a period when external resources are scarce,
emphasis needs to be placed on the efficient allocation
and management of scarce resources. Of course, some
of the less tangible elements in determining productivity
—such as the health and education of the work force—
are themselves the outcome of a long-term development
process. But other elements can be strongly influenced
in the shorter run by government policies encouraging
a better allocation of resources through suitable price
incentives and, whenever appropriate, through decen-
tralization or in some cases privatization of activities
previously managed by the central government. In this
connection, technical assistance from abroad can often
be as important as external financing of capital invest-
ments.

There is also a growing awareness in developing
countries that there is much that they can do on their
own to benefit more fully than in the past from foreign

trade. While protectionism in industrial countries has

slowed the growth of exports of developing countries,
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in particular exports of foodstuffs and manufactures,
high rates of effective protection in the latter countries
have hurt their export sectors by favoring import-
substituting activities and also by discouraging trade
among the developing countries themselves.

Just as structural adjustment to changes in compara-
tive advantage involves some difficult strategic decisions
in industrial countries, there are also complicated
options faced by the authorities of developing countries.
Even in settings where the development of key activities
is left in private hands, the public sector plays an often
crucial supportive role. In this connection, judgments
as to the areas of a developing country’s potential
comparative advantage and the correct time to begin
exploitation of that potential advantage are particularly
hazardous. There is sometimes the temptation to bypass
intermediate stages of development in order to special-
ize in more sophisticated forms of manufacturing.
Scarce resources may be wasted by prematurely initiat-
ing, and subsequently protecting, activities that are
capital intensive or use advanced technology, which
cannot be efficiently operated at the level of labor and
management skills available within the foreseeable
future. It may be preferable, especially for low-income
countries, to define potential comparative advantage
only for the foreseeable medium term. This horizon
would give proper weight to opportunities in the
agricultural sector, in particular in the production of
foodstuffs, and in simpler forms of manufacturing that
do not make unrealistic demands on the presently
available labor and management skills.

Policies of developing countries promoting economic
development must also be designed so as to be respon-
sive to the problem of massive structural unemploy-
ment. High rates of population growth and large shifts
of population from the countryside to the city have
made chronic unemployment a typical problem of
developing countries. However, as in industrial coun-
tries, this problem has grown worse in recent years.
Structural unemployment has been significantly allevi-
ated in those countries that have been able to foster
rapid growth of manufacturing (to cut down urban
unemployment), family planning campaigns (to reduce
growth of the labor force), and agricultural develop-
ment programs (to slow down internal migration). In
most developing countries, however, success along these
lines has been limited, and the social strains caused
by unemployment are reflected in such negative devel-
opments as the wasteful use of budgetary resources to
swell employment in the public sector, regardless of the
productiveness of such employment. The world reces-
sion has added to these problems by reducing economic
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activity in these countries, especially in the export and
manufacturing sectors.

Finally, with the growth of international bank lending
likely to be at best moderate over the next several years
and that of official development aid likely to be quite
modest in real terms, the adoption of policies that
attract foreign direct investment may have an important
role to play in the development strategy of many devel-
oping countries. Not only is direct investment not debt
creating, it has the advantage of being directly tied to
productive capital formation and part of a package
that includes the transfer of technology and skills. Care
must be taken to avoid unfavorable social effects, as
well as to ensure that the technology that is transferred
is appropriate. On the whole, however, more rapid
growth of direct investment, especially in the non-oil
developing countries, could contribute to the structural
adjustments that these countries (and indeed the world
economy) require.

The economic situation in mid-1983 is a difficult one
for developed and developing countries alike. Devel-
oped countries are confronted by the demanding task
of conducting policies that foster a recovery that is
noninflationary and therefore sustainable. Developing
countries continue to face adverse external factors,
including weak economic activity in industrial countries
and extremely high interest rates on their foreign debts,
that hamper their adjustment efforts.

Those among the developing countries that have
greatly increased their foreign debts over the past few
years have now to deal with both the need to service
these debts and to adjust to the recent sharp decline
in the flow of new bank loans. These problems will
not be amenable to reasonable solutions without strong
international cooperation. Cooperation is needed in the
first instance to stem the rise of protectionism that
would endanger the world economic recovery and make
it impossible for the developing countries to improve
their external positions. Cooperation is also needed to
underpin the flow of concessional assistance, both bi-
lateral and multilateral, to developing countries, in
particular to the low-income countries that have limited
access to world financial markets and have been very
severely affected by the effects of the world recession
on their exports. Finally, the cooperative efforts of all
member countries are needed to enable the Fund to
continue to assist the many countries that are now
engaged in comprehensive adjustment programs aimed
at gradually restoring the basis for sustained growth.
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Chapter 2
Developments in the

International Monetary System

The economic and financial difficulties faced by
many governments and the banking community over
the past year have focused attention on the role that
might be played by the international monetary system
in fostering a more orderly world economic environ-
ment. This chapter deals with developments in two
principal features of that system. First, the exchange
rate arrangements and exchange rate policies of mem-

bers are reviewed, and this examination is followed
by an account of the Fund’s surveillance over these
policies. The second topic, international liquidity,
records the circumstances leading to changes in official
reserve holdings and in the availability of private credit
extended across national borders, and discusses the
role of the Fund in providing conditional and uncondi-
tional liquidity to its members.

Exchange Rates and Surveillance

The exchange rate system remained subject to con-
siderable stress during 1982 and the first half of 1983.
In the industrial world, the exchange rates of the
major currencies continued to be subject to pronounced
swings; the most significant movements were the re-
newed appreciation of the U.S. dollar and the further
depreciation of the Japanese yen through October 1982,
both of which were only partly reversed by subsequent
developments. There were also recurring periods of
tension within the European Monetary System (EMS),
leading to two realignments of central rates in 1982
and one in the first quarter of 1983. Finally, the cur-
rencies of a number of smaller industrial countries
underwent sizable devaluations, some of which were
viewed by trading partners as being possibly too large.

In the developing world, the stress was related mainly
to the worsening external positions of many countries
and the emerging risk of a serious financial crisis. As
discussed in Chapter 1, the prolongation of the world
recession, high interest rates, and the insufficient adapta-
tion of domestic policies in a number of developing
countries induced commercial banks to reassess the
creditworthiness of developing countries in general,
and of the heaviest borrowers among them in particu-
lar. The result was a marked reduction of new loan
commitments in the second half of 1982, and, in some
cases, a reluctance on the part of the banks to “roll
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over” or refinance maturing loans. In the event, the
development of a crisis of confidence, which would
have had major consequences for the whole network
of international trade and payments, was checked,
thanks to prompt action by the international com-
munity. However, as a result of a severe shortage of
foreign exchange reflecting a sudden reduction in the
growth of bank lending, most of the heaviest borrowers
experienced both dislocations in production and abrupt
exchange rate depreciations. These countries have now
initiated substantial longer-term adjustments, but the
return to more normal economic conditions will re-
quire considerable effort and may be slow.

In these difficult circumstances, the Fund has con-
tinued to stress its surveillance activities. In the major
industrial countries, it has encouraged the implementa-
tion of policies that would help restore and maintain
stable domestic economic and financial conditions. This
in turn would facilitate the convergence of economic
conditions across countries, and a smoother evolution
of the pattern of exchange rates. It is also important
that every major industrial country, in the process of
selecting a specific policy mix for achieving adjust-
ment, have concern for its effects on the rest of the
world. In the many smaller industrial countries and
developing countries that have large external imbal-
ances, the Fund has encouraged the implementation of
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strong domestic and external policies of adjustment.
At the same time, it has stressed that orderly adjust-
ment required a reversal of recent protectionist tenden-
cies, in both industrial and developing countries, and
also a further increase in the exposure of banks in a
number of developing countries, albeit on a moderate
scale.

The following two sections discuss the working of
the exchange rate system, first in the industrial coun-
tries and then in the developing countries. The third
section reviews the Fund’s recent experience with
surveillance over the exchange rate policies of its
members.

Industrial Countries

The substantial variability that continued to charac-
terize the exchange rates of the major industrial
countries during 1982 and the first half of 1983, as
well as the levels reached by some of these exchange
rates, is a source of considerable concern. As discussed
in previous Annual Reports (mainly in the Report for
1982, pages 42 and 45), economic agents can protect
themselves from the month-to-month or quarter-to-
quarter variability at moderate cost, but they have
more difficulty in protecting themselves from exchange
rate swings that last several years. Such swings can
involve costs in terms of resource misallocation and
impediments to the conduct of demand management
policies in both industrial and developing countries.
Furthermore, there is always the risk that exchange
rate swings may strengthen protectionist tendencies
and help to create an environment in which some
countries are tempted to undertake competitive de-
valuations or induce excessive depreciations of their
currencies in order to export part of their unemploy-
ment.

Even with the benefit of hindsight, it is difficult to
identify the specific sources of exchange rate variability.
A major reason for this difficulty is that, in open
economies with diversified financial markets, the be-
havior of the foreign exchange price of the currency
is similar to the behavior of the price of any other
financial asset, that is, it fluctuates as a result of many
unanticipated events. The degree to which an event
had been anticipated by market participants and the
importance they had attached to it are factors that are
often impossible to gauge. It is mainly for this reason
that attempts to find a close relationship between
short-run exchange rate movements and concurrent
movements in other economic variables, such as inter-
est rate differentials or current account balances, are
usually unsuccessful. Actual short-run changes in in-

terest rate differentials or current account balances are
unsatisfactory proxies for both the unanticipated changes
in these variables and their effects on expectations
concerning future developments. Over longer periods,
however, it is possible to some extent to associate
broad exchange rate swings with major economic and
financial developments that have gradually affected the
expectations of private market participants. Although
such an analysis cannot establish firm and precise
causal relationships, it can contribute to an under-
standing of the sources of longer swings in exchange
rates.

Most of the following analysis constitutes a review
of the working of the exchange rate system during the
past four years, which were characterized in particular
by the pursuit of anti-inflationary policies. The focus
is on the major factors that can be associated with the
pronounced exchange rate swings experienced during
this period. An attempt is then made to draw some of
the policy implications.

Factors Behind Exchange Rate Swings

The most significant exchange rate swings of the
past four years have been among those major cur-
rencies (or currency groups) that are floating inde-
pendently (Chart 15). Exchange rates among the major
EMS countries that maintain common margins of
fluctuation have been less affected (Chart 16).

For the United States, Japan, and the Federal Re-
public of Germany, the exchange rate swings of the
past four years can in part be attributed to differences
in the speed of adjustment of wage and price inflation
to reduced rates of monetary growth. In all three
countries, there was a progressive shift toward more
restrictive monetary policies during 1979 and the early
part of 1980, as the authorities became concerned
about renewed inflationary pressures in the wake of the
oil price increase (Table 11). However, the initial
reaction of domestic costs and prices differed consid-
erably among the three countries. As measured by
movements in the GNP deflator, the rate of inflation
increased significantly in the United States, while it
stayed almost constant in the Federal Republic of
Germany and declined in Japan. This marked difference
in inflationary developments occurred mainly because
the initial conditions were different. Inflation was
already high and rising in the United States on the eve
of the 1979-80 oil price increase, and, as indicated by
various surveys, inflationary expectations remained
strong. In contrast, the rate of increase in the price level
was low and stable in Japan and in the Federal Republic
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Chart 15. Bilateral Nominal and Real Exchange Rates Subject to Floating,
First Quarter 1973-Second Quarter 1983
(Indices, average for period shown = 100)

— Real Exchange Rate! Nominal Exchange Rate

1 Calculated on the basis of relative GNP deflators.
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Chart 16. Selected Nominal and Real Exchange Rates Within the EMS,
First Quarter 1973—Second Quarter 1983

(Indices, average for period shown = 100)

e Real Exchange Rate! e NOminal Exchange Rate

1 Calculated on the basis of relative GNP deflators.
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Table 11. Major Industrial Countries: Changes in
Stocks of Money (M1), 1976-82

(Percentage changes from year-end to year-end)
1976-78 1979 1980 1981 1982

Nominal changes

Canada 7.2 3.6 104 1.4 3.8
United States 7.6 7.4 7.3 5.0 8.5
Japan 11.4 3.0 —2.0 10.0 5.7
France 10.2 122 7.0 14.6 10.6
Germany, Fed.

Rep. of 9.8 3.9 42 —0.8 6.8

Italy 224 23.5 134 10.0 17.0
United Kingdom 15.8 8.6 7.3 8.1 10.6
Real changes !
Canada — —7.4 0.1 —8.7 —59
United States 1.1 —0.7 —2.6 —3.5 3.9
Japan 5.6 1.4 —5.8 7.8 4.5
France 0.5 1.5 —4.3 1.3 —
Germany, Fed.

Rep. of 5.7 — — —53 1.8
Italy 4.5 5.0 —-5.6 —-7.3 —0.2
United Kingdom 34 —8.2 —8.6 —~1.1 3.6

Sources: National estimates. .
1 Changes in deflated values approximated through use of
GNP/GDP deflators for fourth quarters of successive years.

of Germany, and inflationary expectations had gradu-
ally abated. In addition, Japanese and German labor
unions, aware of the new inflationary risk, settled for
moderate nominal wage increases.

As a result of the difference in inflationary devel-
opments, real interest rates—that is, the difference
between nominal interest rates and estimates of ex-
pected rates of inflation—diverged considerably in the
three countries; in particular, real interest rates rose
more strongly in the United States, where inflation was
accelerating in the face of declining monetary growth,
than in the two other countries (Chart 17).! In the
United States, real short-term interest rates increased
from about zero in 1978 to an average of about 8 per
cent during 1981 and the first half of 1982. In Japan
and the Federal Republic of Germany, the increase
was less marked, from about 2 per cent in Japan and
about 1 per cent in the Federal Republic of Germany

1In Chart 17, the expected rate of inflation for each quarter
is approximated by the average GNP deflator for three quarters
centered on the quarter in question. Projections of the rate of
inflation for the second and third quarters of 1983 were used
for the end-of-period observations. The same measure of the
expected rate of inflation is used to deflate short-term and
long-term interest rates. The assumption is that market par-
ticipants can project reasonably well the evolution of inflation
over the near term, but not over the long term, so that even the
supply and demand for long-term financial assets are mainly
influenced by the ongoing rate of inflation. There is some
evidence for this hypothesis; nevertheless, too much should not
be made of these calculations, in particular those concerning
the long-term rates. The main purpose of the calculations is
to introduce some allowance for inflationary expectations in
the appraisal of the levels of interest rates.
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in 1978 to an average of 5-6 per cent in both countries
during 1981 and the first half of 1982.

This change in relative monetary conditions was an
important factor contributing to the strength of the
U.S. dollar vis-a-vis the yen and the deutsche mark
from 1981 to the first half of 1982. The tendency to-
ward higher nominal and real interest rates in the
United States attracted foreign financial investments,
causing the U.S. dollar to appreciate to a point at which
interest rate differentials were offset by the expected
rates of subsequent depreciation. This appreciation of
the dollar resulted initially in an improvement in the
U.S. terms of trade. At the same time, higher nominal
and real interest rates contributed to a particularly
marked decline in economic activity and in imports.
The consequent improvement in the current account
position helped to bring about a further exchange rate
appreciation. While such effects can be expected to be
temporary because the loss of competitiveness will in
the longer run lead to a worsening of the current
account, past experience would suggest that they can
persist for a substantial period of time.

In addition to the difference in monetary conditions,
several other factors may have played a role in the
large net appreciation of the U.S. dollar vis-3-vis the
yen and the deutsche mark, notably in real terms,
between the third quarter of 1979 and the middle of
1982. In particular, since Japan and the Federal Re-
public of Germany are relatively more dependent on
imported oil than the United States, the sharp increase
in the price of oil in 1979-80 had a more substantial
impact, proportionally, on their balance of payments
than on that of the United States. Moreover, the weak-
ness of the U.S. dollar in 1977-78 had led to a strong
U.S. competitive position, which, with a lag, favored
the improvement of the U.S. current account during
1979-80. There was an opposite situation in Japan
and in the Federal Republic of Germany; strong appre-
ciation of the yen and the deutsche mark in 1977-78
had led to weak competitive positions, which favored
negative current account changes during 1979-80. In
addition, it may be noted that the extent of the depre-
ciation of the yen during the latter half of 1979 was
probably also related to a perception in the market
that, in its prolonged previous appreciation, the yen
had substantially overshot its sustainable value.

It is more difficult to explain the continued strength
of the U.S. dollar during the second half of 1982 and
the first half of 1983. Monetary conditions, as reflected
in short-term real interest rates, probably remained
more restrictive in the United States than in the two
other countries, but the difference was being rapidly
eroded as the U.S. inflation rate declined sharply,
bringing about a decline in the growth of transactions
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Chart 17. Four Major Industrial Countries: Nominal and Real Interest Rates, January 1978—June 1983

(In per cent per annum)

1 Nominal interest rates are deflated by changes in the deflator of private domestic demand averaged over the previous quarter,
the current quarter, and the next quarter to obtain real interest rates.
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demand for money, while the rate of U.S. monetary
expansion rose. Such a reduction of the earlier diver-
gences in monetary conditions tended to weaken the
dollar and to strengthen the yen and the deutsche mark.
Furthermore, there were two other factors acting in
the same direction. The relative U.S. current account
position worsened markedly in the second half of
1982 and is expected to worsen further in 1983 as the
major changes in relative competitive positions induced
by the exchange rate changes of 1980-82 continue to
be felt. The decline in the real price of oil in late 1982
and early 1983 should have had an effect opposite in
direction to that of the price rise of 1979-80. In fact,
there was a period of marked depreciation of the U.S.
dollar vis-a-vis the deutsche mark and, more particu-
larly, the yen in November—December 1982. However,
the period of dollar depreciation was short-lived and
was followed by a phase of new strength vis-a-vis the
deutsche mark and stability, at a relatively high value,
vis-a-vis the yen.

One of the factors that can be associated with the
persistent strength of the U.S. dollar during the second
half of 1982 and the first half of 1983 is the marked
change of expectations with respect to the evolution
of the U.S. fiscal deficit during the mid-1980s. The
emerging expectations of a large and persistent deficit
may have led economic agents to revise their expecta-
tions of future U.S. interest rates upward. This would
help explain why U.S. interest rates, in particular for
longer maturities, have remained high despite the sharp
decline in U.S. inflation. Real interest rate differentials
on long-term financial assets were probably more
favorable to U.S. assets in 1982 and the first half of
1983 than at any time during the previous three years.

In sum, the change of expectations with respect to
the U.S. fiscal deficit may have played the same role
during 1982 and the first half of 1983 as the change
in expectations with respect to U.S. monetary condi-
tions during the previous two and a half years. Never-
theless, it must be recognized that the magnitude of
the net real appreciation of the U.S. dollar vis-a-vis
the yen and the deutsche mark over the past four
years—about 30 per cent vis-a-vis the yen and 40 per
cent vis-a-vis the deutsche mark—is difficult to ex-
plain in terms of a succession of overshooting effects,
or in terms of the longer-run implications of a fiscal
deficit for the structure of the balance of payments.
The major shift in the United States from a rate of
inflation of about 8 per cent in the period 1978-79 to
a rate of only 3 to 4 per cent in the early months of
1983 may also have contributed to the appreciation of
the U.S. dollar. If economic agents prefer holding their
financial assets in “strong” currencies, that is, the cur-
rencies of countries with low inflation rates, the recent
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success of the United States in restoring greater price
stability will have enhanced the attractiveness of U.S.
dollar assets. Last but not least, as discussed in Chap-
ter 1, the U.S. dollar may in recent years have bene-
fited from capital inflows induced by unsettled economic
and political conditions abroad, as well as a favorable
political climate for private investment in the United
States.

For the United Kingdom, the exchange rate strength
of the past four years also seems to be associated with
the adjustment to reduced rates of monetary growth,
although it is difficult to disentangle this effect from
the effect of rising oil production and changes in the
price of oil. The initial response of the rate of inflation
to the tightening of monetary policy in 1979-80 was
even more disappointing in the United Kingdom than
in the United States. The rate of inflation rose from
11 per cent in 1978 to 19 per cent in 1980, largely
because of sharp increases in wage rates following the
breakdown of the incomes policy, the readjustment of
public sector salaries, and the shift from income taxes
to indirect taxes. The result was a severe monetary
squeeze, which, together with favorable oil develop-
ments, pushed the pound sterling sharply upward. As
the inflation rate began to decline in the course of
1981 and economic agents ceased to adjust their ex-
pectations of U.K. interest rates upward, the pound
sterling began to decline from the high peak reached
in the first quarter of 1981. However, the decline
stopped late in 1981 and began again only one year
later, when oil prices appeared likely to weaken
markedly. Even after that second phase of the decline,
the real effective exchange rate of the pound sterling
was still about 30 per cent higher than in 1978, the
year before the tightening of monetary policy.

Over the past four years, the exchange rates among
the major EMS countries that maintain common mar-
gins of fluctuation were more stable in real terms than
the rates among the major floating currencies (or cur-
rency groups). During this period, there were seven
currency realignments, but most realignments were rela-
tively small and tended to offset the effects of differ-
ences in inflation rates. The major exceptions were the
realignments of February 1982 and March 1983, which
led to a substantial decline in the exchange rates of
the Belgian franc and the French franc vis-a-vis the
deutsche mark and the Netherlands guilder. The rela-
tive stability of real exchange rates in the EMS was
achieved with little or no convergence of inflation rates;
on the whole, the inflation differentials were as large
in 1982 and early 1983 as in the last years of the
1970s.

An important factor explaining the ability of the
EMS countries to stabilize real exchange rates among
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their currencies is the somewhat more limited role
of private financial transactions in the determination of
these exchange rates. Except for the Federal Republic
of Germany, the EMS countries have financial markets
that are less diversified and less open to the outside
than those of the United States, Japan, and the United
Kingdom. At times, private capital flows may occur on
a large scale, in particular through changes in the leads
and lags for payments of trade transactions, but the
type of persistent exchange rate overshooting that is
caused by portfolio reallocation is less of a problem.

In addition, the EMS countries have accepted the
existence of a common constraint on their financial
policies, at least to some extent. In Belgium and Den-
mark, the exchange rate constraint induced a stronger
domestic adjustment effort involving both a suspension
of wage indexation and a shift toward a more restric-
tive budgetary policy. In France, the authorities had
to end their isolated attempt to shift toward a more
expansionary stance of financial policies, in part be-
cause of the resulting pressures on the exchange rate.
More generally, interest rate policies have been used
to foster exchange rate stability in the period between
two currency realignments, mainly in countries with
weak currencies, even though this has resulted in fluc-
tuating interest rates (Chart 18).

However, the willingness to accept the existence of
a common constraint has stopped short of adopting
policies that would have ensured a convergence to low
inflation rates in all EMS countries. It is impossible
to assess what would have happened in the absence
of the EMS exchange rate arrangements, but so far
their disciplinary effect has not been as large as ex-
pected, and the EMS has not yet achieved its intended
goal of fostering the emergence of a “zone of greater
monetary stability” in Europe. In fact, the cumulative
changes in nominal exchange rates that have taken
place over the past four years have been larger than
those during the previous four years. Furthermore, the
frequency of realignments has been such that without
some convergence of inflation rates in the near future
and a reduction in the frequency of realignments, the
system may begin to assume the character of a crawling
peg.

Some Policy Implications

The above review of exchange rate developments
over the past four years suggests that there are particu-
lar factors that generate exchange rate swings during
a transitional period from high to low inflation rates.
The main one is that the speed of adjustment of the
inflation rate to the rate of monetary growth tends to

differ among countries because of differences in the
strength of inflationary expectations, the flexibility of
the goods and labor markets, and the behavior of
economic agents. To reduce these differences so as to
achieve greater exchange rate stability is a difficult
task. Nevertheless, there is much that the authorities
of the countries with persistent inflationary tendencies
can do to facilitate adjustment. By following an ade-
quately restrictive monetary policy, supported by a
fiscal policy consistent with the maintenance of low
rates of monetary growth in the future, the authorities
can foster the reduction of inflationary expectations.
Moreover, they can influence these expectations by
making it clear that they will not accommodate wage
and price increases through monetary expansion, de-
spite temporary adverse consequences for the level of
employment. By reducing rigidities in the goods and
labor markets, the authorities can also speed up the
actual decline in the rate of inflation. For example,
they can modify the application of wage indexation
schemes to increase the responsiveness of wages (and
thus prices) to changes in the level of aggregate de-
mand. Finally, in some countries, the authorities may
be able to use some flexible form of incomes policy as
an adjunct to an appropriate policy of demand restraint.

While the authorities are not powerless in the face
of the exchange rate swings that occur during a transi-
tional period of adjustment, the prospects for restoring
greater exchange rate stability are far better once the
period of adjustment is over. As discussed in Chapter 1,
the period of adjustment that began in 1979 is not
complete, but the reductions in inflation rates that
have taken place during 1982 and the early months
of 1983, in particular in the United States and the
United Kingdom, have demonstrated how much has
already been achieved. It is not too early, therefore,
to focus on issues that relate to the working of the ex-
change rate system when underlying economic condi-
tions are relatively stable. In this context, both ex-
change market intervention and new monetary man-
agement techniques making use of the exchange rate
as an indicator may have to be considered.

National authorities differ in the importance they
attach to the role of sterilized intervention, that is, any
combination of operations that change the monetarv
authorities’ net foreign currency assets without chang-
ing their total monetary liabilities. These different atti-
tudes largely reflect differences among countries in the
size and depth of financial markets, as well as in eco-
nomic and trade structures. In large countries with deep
financial markets, sterilized intervention is viewed as
being unlikely to have a significant and lasting effect,
in part because of the scope for offsetting private
capital flows. On the other hand, in some of the smaller
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Chart 18. Selected Members of the EMS: Nominal and Real Interest Rates, January 1978—June 1983

(In per cent per annum)

1 Nominal interest rates are deflated by changes in the deflator of private domestic demand averaged over the previous quarter,
the current quarter, and the next quarter to obtain real interest rates.
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industrial countries that have less highly developed
financial markets and, possibly, more control over
capital flows, the tendency is to believe that sterilized
intervention can play an important role in contributing
to exchange rate stability. Even in these countries,
however, it is clear that there are risks associated with
exchange market intervention, including the risk that
a system designed to avoid undue exchange rate move-
ments may tend to postpone needed exchange rate
adjustments. This risk is clearest in situations where
the authorities are implementing some form of ex-
change rate pegging, but it may also be present under
a regime of managed floating. The difficulty of assessing
these risks helps to explain the diversity of views among
the authorities in large industrial countries on the
appropriateness of intervention.

While there is general agreement that official inter-
vention should be undertaken to counter disorderly
market conditions, the definition of such conditions is
not easy. The U.S. authorities have expressed the view
that in practice disorderly market conditions are rare
and that intervention should be undertaken only under
extraordinary circumstances, while other countries take
the view that intervention may be required to give
depth to markets that are “thin” and susceptible to an
undesired degree of volatility, to offset the effects of
other market inefficiencies, or to counter destabilizing
speculation.

Even more fundamental differences of view surround
the question of whether, for a given country, exchange
market intervention can be effective in preventing an
exchange rate from deviating unduly from the level
that the authorities of that country consider reasonable
on the basis of underlying economic and financial con-
ditions. The experience of recent years suggests that
the effectiveness of intervention in this context depends
in part on whether the intervention is coordinated
among major countries, and whether these countries
are willing to commit themselves publicly to the de-
fense of a certain exchange rate objective and to direct
their economic and financial policies (and not merely
intervention policy) to this objective. One reason for
this may be that intervention per se has little effect
on exchange rate expectations unless private market
participants have reason to believe that the authorities
are willing to continue to intervene in the future, and
if necessary to modify their domestic policies, to pre-
vent the exchange rate from moving beyond a certain
point, at least over the near term.

Many of the issues concerning the role of interven-
tion were recently reviewed by the working group set up
by the seven largest industrial countries at the summit
meeting in Versailles in June 1982. In its report, the
working group was able to find a substantial area of

common ground among the seven countries. In parti-
cular, the report indicated that “the Working Group
felt that intervention had been an effective tool in the
pursuit of certain exchange rate objectives—notably
those oriented towards influencing the behaviour of
the exchange rate in the short run. Effectiveness was
found to have been greater when intervention was
unsterilised than when its monetary effects were
offset. . . . There was also broad agreement that steri-
lised intervention did not generally have a lasting effect,
but that intervention in conjunction with domestic
policy changes did have a more durable impact. At the
same time, it was recognised that attempts to pursue
exchange rate objectives which were inconsistent with
the fundamentals through intervention alone tended to
be counterproductive.” 2

In many respects, monetary management techniques
making use of the exchange rate as an indicator may
be a more promising approach to greater exchange rate
stability than intervention. In recent years, it has been
particularly difficult to assess the degree of restrictive-
ness inherent in a country’s monetary policy stance. On
occasion, this has led to the implementation of policy
measures that destabilized both the domestic economy
and the exchange rate. The development of reliable
policy indicators is thus a matter of continuing con-
cern. In particular, it is worth considering to what
extent exchange rate stability and the performance of
domestic monetary policy can both be enhanced
through the use of the exchange rate as a policy
indicator.

All of the major industrial countries, and many of the
smaller ones as well, have relied heavily during recent
years on preannounced monetary targets in the imple-
mentation of credible anti-inflation policies. In many
circumstances, however, interpretation of monetary
growth has been obscured both by short-run fluctua-
tions in the demand for money related to shifts in
market expectations and by structural and regulatory
changes affecting the banking system. Changes in
interest rates have at times provided important addi-
tional information, helping to indicate whether mone-
tary growth can be ascribed chiefly to policy-induced
increases in supply or to increases in demand. As a
first approximation, for example, when rising interest
rates coincide with accelerating monetary growth, this
might suggest an upward shift in the demand for money
balances. The difficulty with this interpretation is that
the interest rates in recent years have been strongly
affected by inflationary expectations, which may well

2 Working Group on Exchange Market Intervention, estab-
lished at the Versailles Summit of the Heads of State and
Government, June 4, 5, and 6, 1982, Report of the Working
Group on Exchange Market Intervention, March 1983, page 17.
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have been quite volatile and difficult to assess during
periods when monetary policy is changing course.

For countries with independently floating or highly
flexible exchange rates, changes in exchange rates pro-
vide further information that frequently has helped to
clarify the picture emerging from monetary growth and
changes in interest rates. Because restrictive monetary
policies tend to induce exchange rate appreciation in
real terms, and conversely for expansionary policies,
sustained movements in real exchange rates may pro-
vide a helpful supplement to monetary growth and
interest rate changes in indicating the thrust of a
country’s policy relative to that in other countries. As
indicators of policy stance, however, exchange rates
alone have serious defects. As the experience of the
past decade has clearly demonstrated, exchange rates
have been affected by a variety of influences and have
not always provided an unambiguous indication of the
direction of monetary policy, much less the degree of
stimulus or restraint. The usefulness of the exchange
rate as an indicator of the relative stance of monetary
policy derives primarily from its relationship to other
information. Changes in exchange rates can serve only
as a supplementary indicator, helping to provide an
interpretation of other developments, including changes
in monetary growth and interest rates.

Developing Countries

The extent to which developing countries were able
to achieve needed adjustment in recent years in the
face of a worsening external environment was clearly
affected by factors over which they had relatively little
control. Conditions in international commodity and

credit markets, as well as structural impediments to
shifts in the pattern of resource allocation and produc-
tion, were particularly important in this respect. Never-
theless, their economic policies with regard to exchange
rates, demand management, and interest rates also had
a significant influence on the wide variations among
these countries with regard to the outcome of the ad-
justment process.

Exchange Rate Experience

The principal factors influencing a developing coun-
try’s choice of exchange rate regime, discussed in detail
in previous Annual Reports, include the desire to mini-
mize the costs associated with short-term variations in
exchange rates among the currencies of major trading
partners, expectations concerning the medium-term
behavior of the exchange rates of these currencies, and,
for countries with more flexible arrangements, the
influence of exchange rate considerations on formula-
tion of domestic economic policies. Since 1977, there
has been a tendency to move away from single cur-
rency pegs, and in particular away from the U.S. dollar,
to a currency composite, or to alternative, more flexible,
arrangements. (See Table 12.) The group of countries
with more flexible arrangements includes a small num-
ber of countries that adjust their exchange rates accord-
ing to a set of indicators related to the relative move-
ments of domestic and foreign prices.

Most countries whose currencies remain pegged to a
single currency have been reluctant to adjust the peg in
response to movements in exchange rates among major
currencies. As a result, the nominal effective exchange
rates of these currencies have tended to appreciate or

Table 12. Developing Countries: Exchange Rate Arrangements, 1977-83 !

(Number of countries)

1977 1978 1979 1980 1981 1982 1983
Pegged to a single currency 67 62 61 58 56 56 54
U.S. dollar 44 41 41 40 38 38 36
French franc 14 14 14 14 14 13 13
Other currency 9 7 6 4 4 5 5
Of which,
pound sterling 4 4 3 1 1 1 1
Pegged to composite 26 28 27 32 32 34 35
SDR 12 15 13 15 14 15 14
Other composite 14 13 14 17 18 19 21
Flexible arrangements 17 23 29 28 32 35 36
Adjusted according
to a set of indicators 7 5 4 3 4 4 5
Other ? 10 8 25 25 28 3t 31
Total 110 113 117 118 120 125 125

1 Based on mid-year classifications; excludes Democratic Kampuchea, for which no current information is available.
2 This category comprises the following categories used in Table 13: “Flexibility limited vis-a-vis single currency,” “Other managed

floating,” and “Independently floating.”
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depreciate along with the currency to which they are
pegged. For instance, the nominal import-weighted
effective exchange rates of currencies pegged to the
U.S. dollar appreciated by some 20 per cent on average
over the period 1980-82, while the nominal effective
exchange rates of currencies pegged to the French franc
depreciated by 6 per cent on average over the same
period. For many of the latter countries, the effective
depreciation was substantially reduced by the large
proportion of trade conducted with France or with
other countries whose currencies are pegged to the
French franc.

A number of countries have been reluctant to adjust
nominal exchange rates when rates of inflation are
higher than those of their major trading partners. This
has tended to reduce the relative profitability of pro-
ducing internationally tradable goods, thereby encour-
aging a shift of resources toward the sectors producing
nontradable goods. One indicator of such shifts in
profitability or competitiveness in the production of
tradable goods is the relative movement of domestic
and foreign prices adjusted for changes in exchange
rates, that is, an index of the “real” effective exchange
rate.> When a country’s rate of inflation, adjusted for
movements in nominal exchange rates, remains per-
sistently higher than the inflation rates of its trading
partners, there is generally an eventual reallocation of
resources away from the tradables sector, which tends
over the long run to weaken the external current
account. Furthermore, when adverse changes in the
terms of trade or other exogenous factors (such as an
increased cost of servicing its external debt) have pro-
duced a long-term deterioration in the structure of a
country’s balance of payments, policies to increase,
rather than just maintain, the relative price of tradable
goods may be required.

The composition of countries’ exports and economic
activity also influence their exchange rate experience.
For instance, most major oil exporters had substantial
current account surpluses for much of the period
1973-82 and consequently did not undertake exchange
rate measures even though their domestic inflation rates
were generally higher than those of their major trading
partners; as a result, their real effective exchange rates
appreciated substantially. (See Chart 19.) This appre-
ciation, which was particularly strong during the period
1980-82 because most of these countries’ currencies

3In the following discussion, prices are measured by the
consumer price index, with indices of partner countries aver-
aged by using import weights, and exchange rates are measured
by an import-weighted index of effective exchange rates. Some
of the limitations of this index, and the reasons for using it
rather than alternative indices, were described in World
Economic Outlook (April 1982), pages 120-26. There have,
in general, not been large differences between import-weighted
indices and indices based on SDR or export weights.

Chart 19. Developing Countries: Real Effective Ex-
change Rates, by Analytical Subgroups of Countries,
1973-821

(Indices, 1973 = 100)

1 These indices measure the evolution of a country’s prices
relative to those of its trading partners, adjusted for exchange
rate changes. Prices are measured by the average annual con-
sumer price index, with indices of partner countries averaged
by using import weights, and exchange rates are measured by
an import-weighted index of average annual effective exchange
rates. Group indices are unweighted averages of country
indices.

2 Within the group of “non-oil developing countries.”

also appreciated along with the U.S. dollar, tended to
discourage economic diversification by reducing the
competitiveness of domestic production . of non-oil
tradable goods.

The real exchange rates of the group of non-oil
developing countries classified as net oil exporters were
also influenced by developments in the world oil market.
After a period of depreciation from 1975 to 1979, real
exchange rates appreciated significantly through mid-
1982 because rates of inflation higher than those of
trading partners were not, in general, offset by exchange
rate action. Beginning in the second half of 1982,
however, devaluations by several of these countries,
including Mexico, as part of comprehensive adjustment
programs, contributed to a decline in their real effective
exchange rates.

By contrast, countries classified as major exporters of
manufactures have generally had relatively stable real
effective exchange rates since 1973, despite a wide
variation in the rates of domestic inflation within the
group. The major exception was Argentina, where a
sharp real appreciation occurred during the period
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1978-80, which was, however, reversed in 1982. The
general stability of real exchange rates reflected an
active use of exchange rate policies to maintain
external competitiveness. Such policies were pursued to
take advantage of the substantial diversification of these
countries’ economies and the consequent wide oppor-
tunities for switching resources to production for for-
eign markets or for import substitution.

These substitution possibilities, and price and income
elasticities of demand for the exports of these econ-
omies that are generally higher than those of other
non-oil developing countries, contributed to the ability
of most major exporters of manufactures to cope with
the adjustment problems of the past decade. The high
degree of their integration into world trade and the
international financial system, however, also caused
some of them to be particularly affected by the global
recession that began in 1980 and by the subsequent
increase in protectionist measures in industrial coun-
tries. In response to these adverse developments, vari-
ous economic strategies were followed within the group.
Those countries, including most countries in Asia, that
placed greater emphasis on maintenance of an appro-
priate exchange rate and domestic cost-price structure
had, on the whole, greater success in reducing the size
of their external imbalances, and their economic growth
performance generally matched or exceeded that of
countries that pursued policies involving less emphasis
on the maintenance of international competitiveness.*

Other net oil importing countries—namely, middle-
income primary producers and countries in the low-
income group—faced a wide variety of circumstances.
In a number of countries, particularly those that
already had a relatively important manufacturing sec-
tor, the authorities successfully responded to the ad-
verse external environment of the past three years by
promoting diversification of exports and import sub-
stitutes. A key factor in this diversification was the
provision of appropriate price incentives, including
"stable or declining real exchange rates, which were
achieved through relatively moderate rates of domestic
inflation (as in India, Ivory Coast, and Thailand) or
through flexible exchange rate policies offsetting more
rapid rates of inflation (as in Turkey).

Nevertheless, many countries exporting primary
products, particularly in the low-income group, experi-
enced an appreciation of their real effective exchange
rates, especially after 1979. The largest real apprecia-
tions took place in some of the larger African countries,
where exchange rate policies were not used with suffi-

4 These points are presented and discussed in more detail in
World Economic Outlook (May 1983), Appendix A-5,
pages 131-37.
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cient flexibility to offset relatively high rates of domestic
inflation.

The Role of Exchange Rate Policies in
External Adjustment

The authorities in many developing (and some
industrial) countries are sometimes hesitant to use
devaluation as a policy tool to correct an unsustain-
able external deficit, in part because of concern with its
short-term costs and in part because of uncertainties
as to its results. The costs are often seen in terms of
the political and social repercussions of the effects of a
devaluation on the distribution of income, particularly
through its impact on consumer prices. The repercus-
sions of these distributional effects may be regarded
as costly even when they merely reverse the impact of
earlier events and policies that had increased the rela-
tive prices of nontradable goods. The potential medium-
term benefits of a devaluation are viewed as uncertain
both in strength and timing, because the magnitudes
and lags of the demand and supply responses to price
changes are difficult to predict. Moreover, the trend
toward greater protectionism in the industrial countries
is seen as a factor reducing the potential impact of
devaluation on the volume of a country’s exports.

The effect of a devaluation on the balance of pay-
ments depends on the response of domestic supply of
and demand for tradable goods to the shift in relative
prices and on the impact of the devaluation and accom-
panying policy measures on the balance of aggregate
supply and demand. The former effect will in turn
depend in part on the structure of the economy and the
nature of its exportables. On the one hand, a country
with considerable exports of manufactures may have a
relatively high short-run price elasticity of export
supply, because existing plant and equipment can be
used more intensively and output can be redirected
from domestic to foreign markets. One recent notable
example of such a redirection of output has been that
achieved by Turkey over the period 1979-82.

On the other hand, a country exporting only a small
number of commodities that do not compete with other
goods in production or consumption may experience a
limited short-run supply response to a devaluation. In
such a situation, which is typical of most low-income
countries, structural adjustment often takes consider-
able time; it may also require a substantial amount of
new investment and, since these countries have limited
access to world financial markets, additional conces-
sional financing from abroad. Even for these econo-
mies, however, a sizable increase in production costs
of a primary product relative to its local currency price
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tends to discourage its production; it can also divert
export receipts from official to parallel markets. There
is now ample evidence that maintenance of interna-
tional competitiveness is a key element in maintaining
or increasing export market shares. Instances of the
latter development over the period 1979-82 are pro-
vided by Burma and Kenya, which managed to expand
the volume of their exports following declines in their
real effective exchange rates.

The size and speed of supply responses are not, how-
ever, solely structural characteristics of an economy,
but are greatly influenced by domestic pricing and
demand management policies. The links between ex-
change rate policy and decisions on production and
investment are stronger, the greater is the flexibility of
the domestic price structure and the more economic
agents, including those in the public sector, are allowed
to react to price incentives. Appropriate demand man-
agement policies, by convincing producers that the
increase in profitability in the tradable goods sector is
not a temporary development, serve, inter alia, to
reduce inflationary expectations and to encourage
necessary long-term resource shifts. If the sources of
internal inflation are not eliminated, the shift in the
cost-price structure in favor of the tradable goods sector
will soon be eroded, requiring further exchange rate
action.

A number of countries, including Argentina, Brazil,
and Israel, have resorted to continuous depreciation of
the exchange rate (a “crawling peg”) in the face of
rapid domestic inflation. Such an approach is clearly
preferable to mainfaining an unchanged exchange rate,
under which severe distortions would soon develop in
a situation of rapid inflation. A crawling peg may also
be less vulnerable to speculative capital flows than a
regime of infrequent changes in the exchange rate. An
outcome preferable to any of these alternatives, how-
ever, would be a reduction of inflationary pressures.
While the use of continuous depreciation might be
thought to allow a country to adopt an inflation target
without regard to external developments, inflationary
expectations soon become entrenched and large seg-
ments of the economy seek to protect themselves
through various forms of indexation. The resulting
increased rigidity of relative prices makes it more
difficult to reduce inflationary pressures, or to adjust to
external shocks, without substantial adverse impact on
the level of economic activity.

5 Evidence is presented in World Economic Outlook (May
1983), Appendix A-5, pages 131-37 to show that over the
period 1973-82 countries that have been able to maintain in-
ternational competitiveness, as measured by an index of the real
effective exchange rate, have enjoyed a more buoyant growth
of exports.

It has been observed that a group of developing
countries exporting similar products faces a low price
elasticity of demand for these exports and that, there-
fore, a simultaneous attempt to increase export supply
by exchange rate depreciation by each country in the
group would only lead to a deterioration of the terms
of trade of all the countries. The importance of this
consideration, however, varies substantially among
different groups of developing countries, since the price
elasticity of demand depends on the nature of the
product exported. Although exports of mining and
agricultural products without close substitutes in indus-
trial countries generally face inelastic demand, a num-
ber of primary commodity exports compete with
identical or related goods produced in the industrial
world, so that the price elasticity of demand for these
goods is not negligible in the medium term, provided
that the industrial countries allow greater access to their
markets. In addition, there is substantial empirical
evidence that industrial countries’ imports of manufac-
tures from developing countries are quite price sensi-
tive, and in recent years they constituted the most
rapidly growing component of industrial countries’
imports from developing countries as a whole. The
benefits of this expansion, however, accrued mainly to
the major exporters of manufactures and to other
middle-income oil importing countries with significant
manufacturing sectors. The low-income group of coun-
tries (excluding India and China) have only limited
exports of manufactures, accounting for some 11 per
cent of total exports on average in recent years. A
greater diversification of their export base, notwith-
standing the potential price effects associated with it,
will be required over the medium term if the burden
of overall adjustment is not to be forced onto the
import side of their accounts. A reversal of recent
trends toward more protectionist trade policies in the
industrial countries would also have a major influence
on developing countries’ export prospects; this issue is
discussed in greater detail in a later section of this
chapter.

The potential benefits of a more appropriate struc-
ture of costs and prices are not, however, limited to
exports. An exchange rate action can bring substantial
benefits on the import side. In particular, in countries
where an overvalued currency and a domestic price
structure that discriminates against agricultural pro-
duction have led to large food imports, exchange rate
devaluation combined with a shift toward more market-
related prices can result in a substantial short-term
increase in domestic output of food crops. In recent
years a number of countries, including Malawi,
Somalia, and Sri Lanka, have achieved significant pro-
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duction responses in domestic agriculture following a
shift in the internal terms of trade toward agriculture.

The adjustment problems of centrally planned
economies bear special mention. Many of these coun-
tries experienced growing external difficulties in 1981
and 1982, particularly on their convertible currency
accounts, and, in response, many adopted adjustment
programs. Although administrative cutbacks in imports
were the dominant feature of most of these adjustment
efforts, a number of countries, including Hungary and
Romania, did adopt policies involving further move-
ment of relative prices in domestic markets toward
those prevailing in world markets, combined with a
greater role for financial incentives and decision making
at the level of individual economic units. In some
countries, particularly Hungary, these policies were
supported by more active use of the exchange rate to
promote exports and reduce import dependence. As in
market economies, the effectiveness of exchange rate
and other price corrections in improving the external
balance depends on the support provided by measures
to restrain domestic expenditure. In addition, recent
experience suggests that adoption of market-oriented
measures to promote external and structural adjust-
ment may be best supported by further decentralization
of economic decision making, accompanied by a
greater accountability of enterprises for the financial
outcome of their actions.

Exchange Rates and Interest Rate Policy

An exchange rate action often needs to be supported
by a shift toward more appropriate interest rate policies,
which have a major impact on both resource allocation
and demand management. In many developing coun-
tries nominal interest rates are held by administrative
means at a level below that which would equate the
underlying supply and demand for funds, and are
frequently held well below current rates of inflation.
Although the importance of interest rate policy varies
with the institutional framework of a country and the
degree of sophistication of its financial markets, interest
rates that are not competitive with international rates
or with returns on alternative domestic assets generally
contribute to lower rates of investment and economic
growth, because domestic financial savings are dis-
couraged in favor of the accumulation of stocks of
goods or of foreign financial assets. In the past two
years, a number of countries, including Jamaica, Thai-
land, and Turkey, have achieved substantial increases
in rates of domestic financial savings following a shift
toward positive real interest rates as a result of some
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combination of higher nominal interest rates and lower
inflation.

If interest rates are kept too low, countries typically
resort to administrative measures for the selective allo-
cation of credit. Such allocation tends to be influenced
heavily by social or political considerations rather than
by the productivity of the resulting investment. At the
same time, low interest rates in combination with
an overvalued currency, which lowers the local cur-
rency price of imported capital equipment, can result
in the adoption of production techniques that are
overly capital intensive and adversely affect employ-
ment opportunities. Negative real interest rates also
exert a destabilizing influence on demand manage-
ment: the reduced willingness to hold domestic finan-
cial assets exacerbates the inflationary consequences
of an expansionary monetary policy. Moreover, the
increase in the demand for foreign assets occasioned
by such circumstances is difficult to prevent, even in
countries with strict capital controls, especially when
the currency is overvalued.

Experience suggests, especially for countries with
relatively developed domestic financial institutions, that
more appropriate interest rates, together with realistic
exchange rate policies, can help foster efficient use of
resources, which contributes to the required external
adjustment while helping to restore a satisfactory rate
of economic growth. They can also have a direct
impact on the external accounts by encouraging net
capital inflows to supplement domestic savings. Recent
developments in a number of Latin American countries,
in particular, show that expectations regarding future
exchange rate movements are also crucial in this
regard; if destabilizing short-term capital flows are to
be avoided, it is important that a move toward more
market-related interest rates be accompanied by ex-
change rates that are consistent with underlying eco-
nomic forces.

Protectionism and Developing Countries’
Adjustment Policies

In many developing countries, the authorities’ initial
response to a weakening external position has often
been to introduce or intensify restrictions on imports
and, less frequently, to adopt various indirect incen-
tives for selected exports. The generally difficult balance
of payments situation of non-oil developing countries
in 1982 led many of them to intensify import restric-
tions, particularly in the form of quantitative controls.
Restrictions on invisible transactions were also intensi-
fied by many countries. Similarly, emerging balance of
payments difficulties led to the introduction or intensi-
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fication of import restrictions in some oil exporting
countries during the course of the year. Only a limited
number of developing countries, including Bangladesh,
Haiti, India, Jamaica, Morocco, Pakistan, Tunisia,
Turkey, and Uganda, achieved some liberalization of
their import regimes. Most of these liberalizations took
place within the framework of adjustment programs
supported by use of Fund resources. The use of selec-
tive export incentives also increased in 1982, as a
number of developing countries, particularly in Latin
America, sought to promote their exports through new
fiscal incentives or preferential financing facilities.®

A policy of import controls and selective export
incentives generally entails a high cost in terms of
economic efficiency. To be sure, the “infant industry”
argument may justify some controls and incentives,
provided their levels are not excessive and provided
they are only imposed temporarily. Nevertheless, if
high import tariffs and export subsidies are maintained
indefinitely, and if the differences in tariff or subsidy
rates between closely related goods are large, the re-
sulting distortion of relative prices leads to an inefficient
structure of production and investment and eventually
to a lower rate of economic growth than could have
been achieved otherwise. In some cases, an increas-
ingly severe foreign exchange constraint leads to even
more stringent direct import controls and a resulting
sharp decline in output because of dislocation caused
by shortages of imported inputs and spare parts. A
number of African economies, among others, have
experienced such difficulties during the past two years.
Such countries are less able to adjust to the impact of
external shocks than countries that have followed out-
ward-looking growth strategies.

Moreover, developing countries are an increasingly
important market for the exports of members of this
group. In recent years about 30 per cent of all exports
from non-oil developing countries have gone to other
developing countries (including the major oil ex-
porters). Consequently, increased protection within the
group of developing countries has a direct impact on
the export prospects and adjustment possibilities of the
developing countries themselves.

The dampening effect on production of inappro-
priate relative prices and import shortages caused by
excessive trade protection can be reversed by an ex-
change rate depreciation combined with a liberalization
of import restrictions. It is important, however, that
these measures be taken in a timely manner, because

6 A more comprehensive coverage of changes in countries’
trade restrictions is contained in the 1983 Annual Report on
Exchange Arrangements and Exchange Restrictions (Interna-
tional Monetary Fund, Washington, 1983).

the longer the economic distortions prevail, the more
difficult will be the adjustment process, as patterns of
investment and resource allocation adapt to the dis-
torted price structure and vested interests become
entrenched.

Both the long-term prospects for export expansion
and the ability of developing countries to expand their
exports as part of a process of medium-term adjust-
ment depend crucially on expanding the absorptive
capacity of the industrial countries, which account for
over 60 per cent of all exports from non-oil developing
countries. Therefore, the spread of protectionist meas-
ures in most industrial countries during the past two
years has substantial adverse effects on adjustment
possibilities and the longer-term development potential
in developing countries. Protectionism generally stems
from a desire to limit the loss of employment and re-
duction in real incomes in specific industrial sectors,
rather than from overall balance of payments prob-
lems. Consequently, new protectionist measures are
concerned mainly with specific commodities, particu-
larly certain manufactures and processed agricultural
products, and frequently involve a recourse to non-
tariff barriers, including quantitative restrictions and
voluntary export restraints that may be imposed in a
discriminatory (country-specific) manner.

One protectionist measure of particular importance
to developing countries is the extension until July 1986
of the Multi-Fibre Arrangement, which regulates devel-
oping countries’ exports of textiles and clothing to the
industrial countries. The protocol extending the ar-
rangement contains understandings that may further
restrict trade by allowing for stricter terms of access
to markets to be applied to “dominant” suppliers than
to other developing countries. This new provision,
which will affect primarily Asian developing countries
in the group of major exporters of manufactures, is
directed at countries that have already demonstrated
a significant comparative advantage in the production
of textiles and clothing. Other recently introduced
measures include the imposition by various industrial
countries of quantitative restrictions on imports of steel
and steel products, automobiles, footwear, electronic
consumer goods, and other manufactured products.
Even though some of these measures affect primarily
trade among industrial countries, they represent a pro-
gressive extension of restrictions to sectors in which
developing countries, principally the major exporters
of manufactures, have an actual or potential compara-
tive advantage.

Since most of the new protectionist measures involve
quantitative restrictions, they will tend to hinder devel-
oping countries from undertaking adjustment by means
of exchange rate policies designed to expand the vol-
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ume of exports. Such restrictions have had only a
limited direct impact on the exports of countries with-
out substantial manufacturing production. Nevertheless,
the general trend toward greater protectionism in man-
ufactures tends to discourage new export-oriented in-
vestment in these sectors and so hinders efforts to
achieve a greater diversification of the export base of
developing countries.

The existing highly restrictive structure of agricul-
tural protection in most industrial countries has a direct
impact on the export potential and adjustment possi-
bilities of a broad range of developing countries.
Although a few additional restrictions on agricultural
trade have been introduced (including limitations on
imports of sugar into the United States, cereal substi-
tutes into the European Community, and meat into the
North American market), the structure of this pro-
tection has remained largely unchanged in the past two
years. However, the level of subsidization and protec-
tion of domestic production under arrangements for
price equalization has increased markedly as a result
of depressed commodity prices. Such an insulation of
domestic producers and consumers from changes in
supply and demand in international markets shifts the
burden of adjustment onto other countries, including
many developing countries, by reducing the demand in
those markets for the output of lower-cost producers.

To a considerable extent, the pace of adjustment of
developing countries will be determined by the speed
at which industrial countries are able to adjust to larger
and more diversified flows of imports by resisting pres-
sures for new protectionist measures and by dismantling
existing restrictions. This is of special importance for
the heavily indebted developing countries, which re-
quire open foreign markets if they are to generate
sufficient export earnings to meet their external debt-
servicing requirements. A case for reducing protec-
tionism in the industrial countries will also be easier
to make to the extent that developing countries refrain
from subsidizing production of export goods, which
tends to induce retaliatory measures. Moreover, devel-
oping country markets are of growing importance to
the industrial countries, so that there are many oppor-
tunities for mutually beneficial trade liberalization,
which would only increase the stability of the trading
system as a whole.

Adjustment and the External Debt of Non-Oil
Developing Countries

The current account developments and financing
patterns of recent years have led to substantial changes
in the level and composition of the external debt of
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non-oil developing countries, as discussed in Chapter 1.
The size of this debt and the related debt-servicing
payments have a significant influence on the adjust-
ment process in the countries concerned, in terms of
both the policy choices facing national authorities and
their continued access to world financial markets. In
particular, both the original external borrowing and the
ensuing debt-servicing payments will have an important
influence on exchange rate policy.

In countries with poorly developed financial mar-
kets, an increase in external borrowing to finance
domestic expenditure—provided that it is not all de-
voted to the acquisition of traded goods (such as
imported capital equipment)—will lead to an initial
improvement in the balance of payments, a rise in the
price of nontraded goods relative to the price of traded
goods, and a consequent tendency for the real effective
exchange rate to appreciate. If the growing size of the
country’s external debt eventually necessitates a cut-
back in new external borrowing, the balance of pay-
ments will deteriorate, and restoration of external
balance may require both an exchange rate depreciation
and a reduction of domestic expenditure relative to
income.

For some developing countries with relatively well-
developed financial markets, especially those in Latin
America, the initial improvement in the balance of
payments resulting from increased borrowing has
tended to be offset by an outflow of private capital.
Such outflows have arisen in part because residents
have increased the proportion of foreign assets in their
portfolios in expectation that the exchange rate would
have to depreciate in the long run in order to generate
the trade surplus needed to service the larger stock of
foreign debt. This tendency has not appeared in those
countries, for instance in Asia, where such borrowing
has been perceived as financing investment in export-
oriented industries, thereby improving future current
account prospects.

The ability of non-oil developing countries to cope
with their debt-servicing burdens depends not only on
future levels of world demand and interest rates and on
the pursuit of appropriate macroeconomic policies in
the borrowing countries but also on the uses made of
the resources generated by the external borrowing. If
the additional resources made available by external
borrowing are used for sufficiently productive invest-
ment in the traded goods sector, they will generate
future real resources that will permit servicing of the
debt without affecting future consumption, as well as
directly produce foreign exchange earnings to meet
debt-servicing obligations. A poor choice of investment
projects, however, perhaps caused by reliance on an
inappropriate domestic price structure, may mean that
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future returns from the investments will be insufficient
to cover debt service, which will then be partly at the
expense of future consumption. Moreover, in many
developing countries much of the recent borrowing has
been used to finance investment in infrastructure, most
of whose output is nontraded. Consequently, even if
the investments themselves have a high rate of return,
an increase in the relative price of traded goods may be
required to generate foreign exchange to meet debt-
servicing payments. There is also often a serious im-
balance between the maturity structure of the invest-
ments and the debt, which increases the countries’
vulnerability to the emergence of possibly temporary,
but nevertheless serious, debt-servicing problems. This
imbalance is especially prevalent in some Latin Ameri-
can countries that have relied excessively on short-term
loans from the international banking system.

Borrowing to maintain consumption in the face of
temporary declines in income, owing to adverse move-
ments in the terms of trade or internal shocks, might
be justified in some instances, especially if there are
large costs associated with adjusting to a lower con-
sumption level. Nevertheless, as in the case of borrow-
ing to finance low-return investments, the resulting
debt-servicing payments will then be at the expense of
future consumption. Such payments will make future
adjustment all the more difficult, especially if the factors
adversely affecting income prove to be not easily re-
versed. Under such circumstances, an exchange rate
depreciation may well be required as part of the pack-
age of expenditure-reducing and expenditure-switching
measures to bring about the reduction in domestic
consumption and to generate the trade surplus required
to meet the debt-servicing payments.

There is evidence that, at least among the major
borrowers, the increase in external indebtedness over
the past decade has been associated with a higher rate
of investment and has not been used primarily to finance
consumption at the expense of a lower rate of domestic
savings. In this regard, it may be noted that for 14 of
a group of 20 non-oil developing countries, including
most of the largest international borrowers, the ratio
of saving to GNP increased from 1968-72 to 1974-77
and rose further in 1978-81; during the latter period,
the saving rates of all but 2 of the 20 countries were
equal to or higher than those they had in the period
1968-72.7

In the final analysis, the viability of any level of
external debt depends to a large extent on the percep-
tions by foreign lenders of a country’s creditworthiness.

7 These trends are discussed in more detail in World Eco-
nomic Outlook (May 1983), Appendix A-7, pages 140—44,

The marked slowdown in bank lending in the second
half of 1982, which, although broadly based, affected
particularly Latin American and East European coun-
tries, was a major cause of the adjustment of current
account balances that took place during the year and
that is expected to be carried further in 1983. It is
important, however, that increased concern over the
outstanding indebtedness of some of the major bor-
rowing countries not result in a further sudden sharp
fall in net bank lending, since this could only exacer-
bate already serious short-term liquidity problems and
impede an orderly process of adjustment. The imple-
mentation of sound adjustment programs by the
countries concerned plays a major role in restoring
confidence to international capital markets by convinc-
ing creditors that realistic policies are in place to ensure
effective utilization of available foreign savings.

Even with effective adjustment policies, however,
the external payments situation for many developing
countries will remain difficult in the near future. The
resolution of debt-servicing difficulties will take time
and will depend on renewed growth of economic ac-
tivity in the industrial countries and of world trade, on
measures to promote exports from developing coun-
tries, on adequate growth of official development assist-
ance, and on further progress in reducing the high fiscal
deficits and inflationary expectations throughout the
world economy that are contributing to high interest
rates.

Surveillance Over Exchange Rate Policies

Under the Articles of Agreement, the Fund is charged
with overseeing the international monetary system in
order to ensure its effective operation. Article IV,
Section 3(b) provides that “the Fund shall exercise
firm surveillance over the exchange rate policies of
members, and shall adopt specific principles for the
guidance of all members with respect to those policies.”
These principles, which were enunciated in an Execu-
tive Board decision adopted in 19772 were reviewed
in 1980 and 1982 and will be reviewed again not later
than April 1, 1984.

The principles of surveillance emphasize that the
Fund is concerned with the policies of all member
countries regardless of the exchange rate arrangements
to which they adhere. In general, Fund surveillance
focuses on the examination of the overall economic

8 See Executive Board Decision No. 5392-(77/63), adopted

April 29, 1977, Selected Decisions of the International Mone-
tary Fund and Selected Documents, Tenth Issue (Washington,
1983), pages 10-14 (hereinafter referred to as Selected De-
cisions).
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situation of a member country in order to assess the
appropriateness of its policies with respect both to the
sustainability of its external position and to the effects
on other member countries. The existence of a prob-
lem and the need for discussion with a member may
be signaled by one or more conditions, including ex-
change rate movements that appear to be unrelated to
underlying economic and financial conditions, pro-
tracted large-scale exchange market intervention in one
direction, unsustainable levels of official or quasi-
official borrowing or lending, changes in the use of
restrictions on, or incentives for, current or capital
transactions, or the pursuit of domestic financial poli-
cies that provide abnormal encouragement or discour-
agement to capital flows.

Issues in the Implementation of Surveillance

As in other recent years, the existence of large and
sustained movements in exchange rates among the
currencies of industrial countries was a central issue
in the implementation of Fund surveillance during 1982
and the first half of 1983. In addition, the emergence
of severe debt-servicing problems in a number of de-
veloping countries led the Fund to consider the appro-
priateness of their exchange rate and other adjustment
policies even more closely than in the past. Further-
more, the increasing tendency toward protectionism in
trade relations and restrictions on financial transactions
lent special significance to surveillance over the policies
of both developing and industrial countries.

The problems associated with exchange rate varia-
bility among the industrial countries remained a major
source of concern for the Fund. Particularly worrisome
in this context were the pronounced swings in exchange
rates among the major currencies. As discussed above,
the adjustment from a high to a low inflation rate may
itself be a temporary source of these exchange rate
swings, but, ultimately, there is no doubt that the
achievement of stable underlying economic and finan-
cial conditions is a prerequisite for a stable and well-
functioning exchange rate system. For this reason, as
well as for domestic purposes, the Fund has continued
to urge countries to persevere with anti-inflationary
policies now in place and to strengthen them whenever
necessary.

In addition, the Fund has urged countries to adopt
a set of policies that takes adequate account of inter-
actions with economic policies and conditions in other
countries. Two problems have been given particular
attention. First, as described earlier in this chapter,
differences among the major countries in the rela-
tive emphasis given to monetary and fiscal restraint
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may have contributed to the substantial changes that
have taken place in real exchange rates. Some differ-
ences in the policy mix are naturally to be expected,
reflecting economic conditions and social choices of
the countries concerned; nonetheless, it is important
for countries to take into account the effects of their
policy choices on other countries. Second, the effects
of anti-inflationary policies on exchange rates have
been aggravated by a slow rate of economic adjustment,
especially in labor markets. Accordingly, the Fund,
taking into account the conditions prevailing in indi-
vidual countries, has frequently suggested the imple-
mentation of supporting measures such as incomes
policies or policies designed to reduce structural
rigidities in the economy.

A different kind of exchange rate problem has arisen
from the lack of convergence of economic conditions
among countries attempting to maintain stable nomi-
nal exchange rates. Many countries peg their currency
either to a single currency or to a currency composite,
and other countries participate in a cooperative ar-
rangement. In practice, these countries choose the
extent to which it is desirable to adapt their domestic
policies to those of the countries to which their ex-
change rates are pegged, and they occasionally adjust
their exchange rates to compensate for the effects of
whatever differences remain in economic conditions.
These adjustments, however, are especially difficult to
implement successfully when a country’s underlying
policies and economic conditions differ fundamentally
from those in countries to whose currencies its ex-
change rate is pegged. Markets may come to expect
recurrent adjustments in one direction, resulting in
speculative pressures that necessitate frequent adjust-
ments or the imposition of controls on the flow of
capital. The Fund accordingly has stressed the impor-
tance of overall convergence of underlying economic
conditions as a necessary requirement for the smooth
functioning of such exchange rate arrangements.

The Fund must also consider whether members may
have used exchange rate policies to gain a competitive
advantage. Any depreciation of a country’s real ex-
change rate will at least temporarily improve that coun-
try’s competitive position. A surveillance issue arises
only if a particular devaluation appears to lead to an
unwarranted change in competitiveness, namely, one
that seems excessive in view of the loss of competitive-
ness experienced in the past and the size of the current
and prospective external imbalances. However, the
difficulty of determining appropriate exchange rate ad-
justments has been particularly acute during the past
few years, as the smaller industrial countries have
responded to the policies of monetary restraint adopted
by the major industrial countries. In these circum-
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stances, with the volume of world trade declining,
countries that needed to adjust their balance of pay-
ments have had to try to increase their share of total
trade. In general, therefore, many of the smaller indus-
trial countries have had to bring about a depreciation
of their exchange rates in both nominal and real terms.

There are a number of possibly adverse consequences
of currency devaluations that the Fund has urged coun-
tries to keep in mind. Most important, devaluations
may shift a large part of the adjustment burden onto
other small countries that are close trading partners
of the devaluing country. It is thus essential to ensure
that devaluations not be so large as to raise the possi-
bility of an unwarranted change in competitiveness. In
addition, devaluation may weaken a country’s own
domestic stability by adding to inflationary pressures.
These pressures have been especially acute where wages
are adjusted automatically for variations in consumer
prices, even when they result from variations in prices
of imported goods.

The second major surveillance issue faced by the
Fund during this period was related to the need for
adjustment on the part of developing countries with
external debt problems. In this context, the Fund has
stressed the need to maintain appropriate exchange
rates. As noted earlier in this chapter, there is con-
siderable evidence that those developing countries that
have tended to avoid overvaluation of their exchange
rates have adjusted better to the harsher external en-
vironment of recent years than many other developing
countries. In contrast, the trade and growth perform-
ance of those countries whose real exchange rates have
tended to appreciate has deteriorated relatively more
than average. There are, of course, many reasons for
this difference in performance, but the difference in
growth strategies and in exchange rate policies seem
to be an important reason.

The Fund has also stressed that improvement in
economic performance requires the implementation of
domestic financial policies that provide appropriate
support for exchange rate adjustments. Monetary re-
straint is essential in countries experiencing high rates
of inflation, and the general tendency toward increasing
fiscal deficits over a number of years—in industrial as
well as developing countries—needs to be reversed. In
many countries, current account deficits have been in
part the result of large structural fiscal deficits that
have absorbed a disproportionate share of domestic
saving. The fiscal deficits thus have contributed both
directly and indirectly to the growth of external debt,
which in turn has brought about a debt-servicing bur-
den that has further perpetuated the current account
deficits.

Given the extent of the adjustment problems of

developing countries, the Fund has encouraged the
commercial banks to provide adequate financing in
support of Fund-assisted adjustment programs, since
abrupt cutbacks in the flow of net bank lending (such
as took place in the latter half of 1982) make it more
difficult for the non-oil developing countries to main-
tain an appropriate balance between financing and
adjustment. This difficulty is especially serious for the
net oil exporters and the major exporters of manufac-
tures, the two subgroups of the non-oil developing
countries that rely most heavily on private financing.
The Fund has also urged industrial countries to open
their domestic markets more fully to both agricultural
and industrial exports of developing countries.

The growth of protectionism is of course of concern
to the Fund not only in relation to the adjustment
problems of developing countries but also in relation
to its general surveillance responsibilities. Over the past
several years, many industrial and developing coun-
tries have introduced various kinds of trade barriers.
The proliferation of these measures, including unilateral
quotas, bilateral arrangements, and “voluntary re-
straint” by exporters, directly affects the global alloca-
tion of resources, the effectiveness of exchange rate
adjustments, and the efficiency of the open multilateral
trading system. In the broadest sense, trade restrictions
are major impediments to the process of global adjust-
ment because they obstruct the exchange of goods on
the basis of comparative costs and retard needed struc-
tural change in the domestic economies of countries
imposing them. Because of the severe external con-
straints facing many of the developing countries, the
possibility of achieving significant reductions in trade
restrictions will depend to a large extent on the leader-
ship provided by the industrial countries. In this con-
nection, the undertaking of the General Agreement on
Tariffs and Trade (GATT) at its ministerial meeting
in November 1982 “to resist protectionist pressures in
the formulation and implementation of national trade
policy and in proposing legislation” and “to avoid
measures which would limit or distort international
trade” is to be welcomed. The ministers also agreed
upon a detailed work program to be pursued under
GATT auspices, one aim of which will be to “ensure
the effective implementation of GATT rules and pro-
visions and specifically those concerning the developing
countries, thereby furthering the dynamic role of de-
veloping countries in international trade.” ®

It now remains to translate these intentions into
concrete policy actions so as to resume progress toward
an open multilateral trading environment, which is in

9 General Agreement on Tariffs and Trade, Press Release

No. 1328 (Geneva), November 29, 1982, at pages 3 and 4.
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the interest of both developed and developing coun-
tries. To this end, the Fund has intensified its collabora-
tion with the GATT and has placed increased emphasis
on these issues in all of its surveillance activities.

Procedures for Implementing Surveillance

The difficult world economic environment and the
strains within the international financial system have
heightened the need for the effective implementation of
surveillance. The Fund, in its most recent review of
the implementation of surveillance, took steps accord-
ingly to further adapt established surveillance proce-
dures to improve their effectiveness. Important goals
in these efforts are to ensure a uniform treatment of
member countries and to encourage exchange rate
policies that are consistent with a medium-term global
adjustment strategy.

Article IV consultations remain the principal vehicle
for the exercise of Fund surveillance over the exchange
rate policies of member countries. The discussion and
analysis of economic developments in connection with
Atrticle IV consultations provide a basis for the Fund’s
assessment of members’ policies from the perspective
both of individual members and of the functioning of
the international economy. Because of this central role,
it is essential that Article IV consultations be held
regularly and that their analytical content be compre-
hensive. In principle, consultations are to take place
annually, but in practice it has not proven possible
to adhere to a strict annual cycle for all members. In
recognition of a need to achieve a higher degree of
frequency of consultations, there has been some adap-
tation of procedures this year. For most members—in-
cluding in particular those whose policies have a sub-
stantial impact on other economies, those that have
Fund-supported programs, and those for which there
are substantial doubts about the medium-term viability
of the balance of payments situation—there will be
stricter adherence to an annual consultation cycle. At
the conclusion of each consultation, a date by which the
Executive Board discussion of the next consultation is
expected to be concluded will be set. For members on
an annual cycle, the interval between consultations will
be limited to 12 months, with a grace period of 3
months beyond the specified date. For other members,
an interval greater than 12 months may be proposed,
but in no case will it exceed two years. The Executive
Board will be notified through periodic reports of any
delays in the consultation schedule.

The analytical content of Article IV consultations is
continuously adapted to ensure comprehensiveness and
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relevance. The 1983 review stressed the need for a
more expanded coverage of trade policy and for a
forward-looking analysis of external debt management
consistent with the global economic analysis provided
in the World Economic Outlook exercise. In the con-
text of Article IV consultations, more comprehensive
analysis of the effects of trade measures on domestic
adjustment and the exchange rate, as well as on the
country’s trading partners, will provide a basis for
discussion between the Fund and the member country.

Intensified efforts are being made to improve the
coverage of external debt developments and policies in
Article IV consultation reports, and, to the extent
possible, to provide a forward-looking analysis of a
country’s debt-servicing prospects. This analysis is not
to be confined to countries using Fund resources but
is to be employed as a normal procedure for members
engaged in significant external borrowing operations.
Essential to this effort is the development by the Fund’s
Bureau of Statistics (in cooperation with the Bank for
International Settlements) of a broad data base cov-
ering international banking and external debt. Further,
under the aegis of the Central Banking Department’s
technical assistance program, member countries will be
provided with more technical assistance in the field of
external debt. These activities will enable the staff to
provide a more comprehensive analysis of external
debt management in the context of Article IV consulta-
tions and to inform the Board, at an early stage, of
potential payments difficulties faced by individual mem-
ber countries.

The established procedures for surveillance provide
that notifications of changes in members’ exchange
arrangements be communicated to the Fund within
three days. Of the notifications communicated to the
Executive Board in 1982, some 80 per cent were in
conformity with the three-day standard. Significant
changes in a member country’s arrangements are nor-
mally followed promptly by a staff assessment of the
change. In addition, the staff prepares a quarterly
paper for the Executive Board, summarizing develop-
ments in members’ exchange arrangements during the
previous quarter.

Changes in exchange rates or exchange rate policies
are also the subject of informal discussions between
the Fund and the authorities of individual countries.
Moreover, the policies of the major industrial countries
are discussed during special staff visits as well as by
the Executive Board in the context of the World Eco-
nomic Qutlook exercise. Past decisions on surveillance
procedures prescribe two other types of discussion that
are more formal. First, paragraph V of the Procedures
for Surveillance agreed in 1977 requires the Managing
Director, when he considers that a member’s exchange
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rate policies might not be in accord with the exchange
rate principles, to raise the matter informally and con-
fidentially with the member and to inform the Executive
Board of his conclusions. Second, the supplemental
procedure adopted by the Executive Board in January
1979 authorizes the Managing Director to initiate in-
formal and confidential discussions with a member if
he considers that a modification in the member’s ex-
change arrangements or exchange rate policies, or the
behavior of the exchange rate of its currency, might be
important or might have important effects on other
members. If, after prior discussion with the member,
he considers that the matter is important, he may initi-
ate and conduct an ad hoc consultation. In 1982,
following a preliminary discussion in the Executive
Board of the devaluation by Sweden, a special consul-
tation was held between the staff and the Swedish
authorities. A comprehensive report on the devaluation
was then discussed by the Executive Board.

Following the March 1983 review of surveillance
procedures, the Executive Board decided to initiate,
on an experimental basis, a system whereby the Execu-
tive Board will be notified regularly of all sizable
changes in real effective exchange rates. This decision
was taken in recognition of the importance of changes
in real exchange rates in the adjustment process and
the need for the Fund to apply surveillance with respect
to exchange rate changes uniformly to all members,
irrespective of their exchange arrangements. This pro-
cedure will be in addition to existing procedures for
notification of changes in member countries’ nominal
exchange rates. Moreover, it is planned to issue periodic
staff reports to the Executive Board containing a review
of changes in real effective exchange rates over the
most recent period, highlighting changes that are par-
ticularly large.

Complementing the surveillance procedures applied
to individual countries are the comprehensive analyses
of the world economy and the exchange rate system
provided in the World Economic Outlook. In this con-
text, the staff analysis focuses on a global medium-term
approach to domestic and external adjustment prob-
lems. Particular attention is given to the implications
for global adjustment of the policies and developments
in the major industrial countries. Special studies of
current issues are included as a regular feature of the
World Economic Outlook.

In addition to regular staff reports on recent devel-
opments in international capital markets, trade policy,
and exchange and trade restrictions, the staff prepared
a number of Executive Board papers on topics related
to surveillance. Among these were papers dealing with
exchange rate policies in developing countries, issues
concerning the Fund’s approach to centrally planned
economies, the effects of the energy situation on oil

exporting countries, interest rate policies of developing
countries, and external debt-servicing problems.

Exchange Arrangements of Member Countries

The trend toward the adoption of more flexible ex-
change arrangements, as noted in last year’s Annual
Report, continued in 1982 and the first half of 1983.
During 1982, six countries changed their exchange
arrangements to or from pegged arrangements, of which
five moved in the direction of greater flexibility. The
other member reverted to a single currency peg in
conjunction with a sizable devaluation and an effort
to unify its multiple exchange markets. Two other
countries that had previously limited the flexibility of
their exchange rate in terms of a single currency under-
took instead to manage their exchange rate on a flexible
basis; a third ceased management altogether and now
allows its exchange rate to float independently. Five
other countries did diminish the flexibility of their
exchange arrangement slightly, but two of these did so
within the context of a simplification of their multiple
exchange markets. In the first half of 1983, two coun-
tries changed their exchange arrangements in the
direction of greater flexibility and another two changed
their pegs from the U.S. dollar and the SDR to com-
posite currency pegs reflecting their patterns of trade.
Of the two countries that undertook to manage their
exchange rates with greater flexibility, one moved from
a single currency peg, while the other moved from an
arrangement under which the flexibility of its exchange
rate was limited in terms of a single currency.

At the end of June 1983, the currencies of 54 mem-
bers were pegged to a single currency (36 to the
U.S. dollar, 13 to the French franc, 2 to the South
African rand, and 1 each to the Indian rupee, the pound
sterling, and the Spanish peseta). Fourteen currencies
were pegged to the SDR and 25 to other currency
composites. In all, therefore, 93 members had curren-
cies classified under the “Pegged” category. Seventeen
members maintained exchange arrangements classified
in the category headed “Flexibility Limited.” Within
this group, 9 currencies were in the subclassification
“Single Currency” (all vis-a-vis the U.S. dollar) as a
result of having their exchange rates fluctuate within
the equivalent of margins of 214 per cent or less against
an identifiable single currency of another member; the
other 8 currencies, as shown in Table 13, were those
of countries maintaining cooperative arrangements with
the EMS. Thirty-five members maintained exchange
arrangements in the “More Flexible” category; of these,
5 adjusted their exchange rates according to a set of
indicators, 22 had managed floating rates, and the cur-
rencies of 8 members floated independently.

65

©lnternational Monetary Fund. Not for Redistribution



99

Table 13. Exchange Rate Arrangements, June 30, 1983 !
Flexibility Limited Vis-a-Vis More Flexible
P a Single Currency or Adjusted
egged Group of Currencies according Other
French Other Other Single Cooperative to a set of managed Independently

U.S. dollar franc currency SDR composite currency 2 arrangements indicators floating floating
Antigua and Benin Bhutan Burma Algeria 3 Afghanistan Belgium 3 Brazil Argentina Canada

Barbuda Cameroon (Indian Guinea 2 Austria Bahrain ¢ Denmark Chile 3 Australia Israel
Bahamas 3 Central rupee) Guinea- Bangladesh 3. & Ghana France Colombia Costa Japan
Barbados African Equatorial Bissau Botswana Guyana Germany, Federal Perus3 Rica3 Lebanon
Belize Republic Guinea Iran, Cape Verde Maldives Republic of Portugal Ecuador 3 South
Bolivia (Spanish Istamic Ireland Greece Africa

peseta) Republic of

Burundi Chad The Gambia Jordan China 3 Qatar ¢ Italy ¢ Iceland United
Djibouti Comoros (pound Kenya Cyprus Saudi Luxembourg 3 India 7 Kingdom
Dominica Congo sterling) Malawi Fiji Arabia ¢ Netherlands Indonesia United
Dominican Gabon Lesotho S3o Tomé and Finland 8 Thailand Korea States

Republic 2 Ivory Coast (South Principe Hungary 3 United Arab Mexico 3 Uruguay
Egypt 3 African Seychelles Emirates ¢

rand)

El Salvador 3 Mali Swaziland Somalia ? Kuwait Morocco
Ethiopia Niger (South Vanuatu Madagascar New Zealand
Grenada Senegal African Viet Nam Malaysia Nigeria
Guatemala Togo rand) Zaire 3 Malta Pakistan
Haiti Upper Volta Zambia 1© Mauritania Philippines
Honduras Mauritius Sierra
Iraq Nepal Leone 3
Jamaica 3 Norway Spain
Lao People’s Papua New Sri Lanka

Democratic Guinea Turkey

Republic Singapore Uganda 3
Liberia
Libyan Arab Solomon Islands Western

Jamahiriya Sweden Samoa
Nicaragua 2 Tanzania Yugoslavia
Oman Tunisia
Panama Zimbabwe
Paraguay
Romania
Rwanda
St. Lucia
St. Vincent
Sudan 3
Suriname
Syrian Arab

Republic 3
Trinidad and

Tobago

Venezuela 3
Yemen Arab
Republic

Yemen, People’s

Democratic
Republic of

1 No current information is available to Democratic Kampuchea. All members whose

2 All exchange rates have shown limited flexibility vis-a-vis the U.S. doilar.

currencies are pegged to a single currency do so at present within zero fluctuation margins.
Members whose currencies are pegged to the SDR or “Other composite” maintain their
exchange rates within zero or very narrow margins, scldom exceeding = 1 per cent about
the peg. Within the “Flexibility Limited” category the “Single currency” subcategory lists
those members that are observed to maintain an exchange arrangement such that their ex-
change rate fluctuates with a variability equivalent to 2%4 per cent margins with respect to
another member’s currency. The subclassification, “Cooperative arrangements,” lists the
countries participating in the European Monetary System (EMS). With the exception of
Italy, which maintains margins of 6 per cent, these countries maintain 24 per cent margins
with respect to their cross rates based on the central rates expressed in terms of the Euro-
pean currency unit (ECU). Members with exchange arrangements listed under the “More
Flexible” category are divided on the basis of the extent to which the authorities intervene
in the setting of exchange rates. In some instances the exchange rate is allowed to move
continuously over time; if the authorities intervene at all they do so only to influence, but
not to neutralize, the speed of exchange rate movement. That exchange arrangement is
classified as “Independently floating.” Alternatively, the exchange rate may be set for a
short interval, usually one day to one week, and the authorities stand ready to buy and sell
foreign exchange at the specified rate (the “managed floating” group).

3 Member maintains dual exchange markets involving multiple exchange arrangements. The
arrangement shown is that maintained in the major market.

¢+ Exchange rates are determined on the basis of a fixed relationship to the SDR, within
margins of up to = 7.25 per cent, However, because of the maintenance of a relatively stable
relationship with the U.S. dollar, these margins are not always observed.

5 Changes in the exchange rate vis-a-vis the U.S. dollar generally occur when the effective
exchange rate, as calculated on the basis of the weighted currency basket, deviates by more
than = 1 per cent from the pegged level.

¢ Margins of *= 6 per cent are maintained with respect to the currencies of other countries
participating in the exchange rate mechanism of the European Monetary System.

7 The exchange rate is maintained within margins of 5 per cent on either side of a weighted
composite of the currencies of the main trading partners.

8The fluctuation band of the Bank of Finland’s currency index is currently about 4.5 per
cent (equivalent to margins of == 2.25 per cent).

% The exchange rate is maintained within margins of = 2.25 per cent.

10 The exchange rate is maintained within margins of % 2.5 ner cent in terms of the fixed
relationship between the kwacha and the SDR.
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CHAPTER 2. DEVELOPMENTS IN THE INTERNATIONAL MONETARY SYSTEM

International Liquidity and Reserves

International reserves, which are defined to include
official holdings of gold, foreign exchange, SDRs, and
reserve positions in the Fund, were strongly affected
by developments in the world economy in 1982. For
the first time in more than two decades, the foreign
exchange component declined, from SDR 305 billion
at the end of 1981 to SDR 295 billion at the end of
1982. Both international reserves and international
liquidity, which also takes into account the capacity
to borrow from abroad, were affected by developments
in exchange rates and exchange arrangements, adjust-
ments in general macroeconomic policies, and the
emergence of disturbances in financial markets asso-
ciated with debt-servicing problems of some developing
countries. To limit the adverse impact of these dis-
turbances on the international monetary system, im-
portant initiatives were taken by the Fund, which
played an active role in promoting adjustment in coun-
tries suffering from serious international payments
problems. In addition, agreements were recently
reached to increase substantially the resources available
to the Fund from quota subscriptions and the General
Arrangements to Borrow.

The remainder of this chapter examines recent devel-
opments regarding international reserves and liquidity.
First, the changing composition, distribution, and
sources of international reserves are reviewed. This
review is followed by a description of the size, com-
position, and yield of the foreign exchange component
of reserves. The role of private international capital
markets is then dealt with in terms of their provision
of international liquidity and their impact on the ad-
justment process. Next, the adequacy of reserves and
international liquidity is considered. The chapter con-
cludes with a discussion of the measures that the Fund
has undertaken to provide liquidity and promote
international financial adjustment.

Recent Evolution of Official Reserve Assets

Non-Gold Reserves

In 1982, international reserves, excluding gold, fell
by about 1 per cent to SDR 338 billion (Table 14).
This was the first annual decline in nominal non-gold
reserves since 1959, and it represents a substantial
turnaround from the average annual rate of growth of
these reserves of 16 per cent in the period from 1974
to 1980 or even from the 5 per cent growth in 1981.

The decline in non-gold reserves in 1982 was the
result of a fall of more than 3 per cent in the foreign

exchange component of reserve holdings, which was
only partially offset by the increase in Fund-related
reserve assets—SDRs and reserve positions in the
Fund. In general, the behavior of total international
reserves, excluding gold, tends to parallel that of the
foreign exchange component, which accounts for more
than 85 per cent of the total. Nevertheless, beginning
in 1980 this relationship has become less close as a
result of divergent movements in foreign exchange
holdings and Fund-related reserve assets.

In both the industrial countries and the oil exporting
countries non-gold reserves declined in 1982 (Table 14).
The decline was especially pronounced for the oil
exporting countries, whose holdings fell by SDR 4.4
billion, or 6 per cent. The reduction in the holdings of
industrial countries amounted to less than SDR 1
billion and was approximately offset by the small
increase in the reserve holdings of non-oil developing
countries. In this last group, the non-gold reserves
of the low-income countries increased by 1 per cent
in 1982, but those of the middle-income primary pro-
ducing countries fell by 10 per cent.

At the end of 1982, the industrial countries held
55 per cent of total non-gold reserves, the oil exporting
countries 22 per cent, and the non-oil developing
countries 23 per cent (Chart 20). At the end of 1973,
in comparison, 66 per cent of total reserves were held
by industrial countries, 9 per cent by oil exporting
countries, and 25 per cent by non-oil developing coun-
tries. These changes demonstrate the extent of the
redistribution of reserves from the industrial countries
to the oil exporting countries that has taken place in
the intervening period. The redistribution reflects pri-
marily shifts in the current account of the balance of
payments, largely in response to changes in the value
of oil trade.

Foreign Exchange Reserves

Official holdings of foreign exchange declined by
SDR 10 billion in 1982 to SDR 295 billion at the end
of the year. For both the industrial and the non-oil
developing countries, the steepest decline occurred in
the first quarter of 1982, and the industrial countries
showed a further, smaller, drop in the second quarter.
Thereafter, some reconstitution of foreign exchange
reserves occurred, resulting in a small net gain over the
year for the non-oil developing countries. In contrast,
the foreign exchange reserves of the oil exporting coun-
tries declined steadily during the year. Although the
declines in the foreign exchange reserves of the indus-
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Table 14. Official Holdings of Reserve Assets, End of Selected Years 1973-82 and End of March 1983 !

(In billions of SDRs)
March
1973 1977 1978 1979 1980 1981 1982 1983
All countries
Total reserves excluding gold
Fund-related assets
Reserve positions in the Fund 6.2 18.1 14.8 11.8 16.8 213 25.5 29.4
Special drawing rights 8.8 8.1 8.1 12.5 11.8 16.4 17.7 17.5
Subtotal, Fund-related assets 15.0 26.2 22.9 243 28.6 37.7 432 46.9
Foreign exchange 102.7 203.6 223.92 249.7 296.8 304.8 294.6 293.3
Total reserves excluding gold 117.7 229.8 246.92 274.0 325.4 342.5 337.8 340.2
Gold 3
Quantity (millions of ounces) 1,022 1,029 1,037 9444 952 952 947 947
Value at London market price 95.0 139.8 179.9 367.1 440.2 325.0 392.2 364.1
Industrial countries
Total reserves excluding gold
Fund-related assets
Reserve positions in the Fund 49 12.2 9.6 7.7 10.7 13.5 17.1 20.7
Special drawing rights 7.1 6.7 6.4 9.3 8.9 11.9 14.1 14.1
Subtotal, Fund-related assets 12.0 18.9 16.0 17.1 19.6 254 31.2 348
Foreign exchange 65.7 100.0 127.2 136.1 164.3 159.7 153.2 155.1
Total reserves excluding gold 77.7 118.9 143.1 153.2 183.9 185.2 184.4 190.0
Gold 3
Quantity (millions of ounces) 874 881 884 7894 788 788 787 787
Value at London market price 81.3 119.6 153.4 306.7 364.2 269.1 326.0 302.6
Oil exporting countries
Total reserves excluding gold
Fund-related assets
Reserve positions in the Fund 0.3 54 4.4 3.0 4.1 58 6.7 7.4
Special drawing rights 0.3 0.4 0.5 1.0 1.2 1.8 2.1 2.0
Subtotal, Fund-related assets 0.6 5.8 4.9 4.0 53 7.6 8.8 9.4
Foreign exchange 10.2 55.2 40.12 51.0 66.9 72.4 66.8 60.5
Total reserves excluding gold 10.8 61.0 45.02 55.0 72.2 80.0 75.6 69.9
Gold 3
Quantity (millions of ounces) 34 34 36 37 40 42 42 42
Value at London market price 3.1 4.8 6.3 14.2 18.5 14.2 17.4 16.2
Non-oil developing countries
Total reserves excluding gold
Fund-related assets
Reserve positions in the Fund 0.9 0.5 0.9 1.0 2.1 2.0 1.7 1.3
Special drawing rights 1.4 1.1 1.2 2.1 1.7 2.7 1.6 1.4
Subtotal, Fund-related assets 2.4 1.6 2.1 32 3.8 4.7 33 2.7
Foreign exchange 26.8 48.4 56.6 62.6 65.5 72.7 74.6 77.7
Total reserves excluding gold 29.2 499 58.7 65.8 69.2 773 77.8 80.3
Gold 3
Quantity (millions of ounces) 114 114 117 118 124 122 118 118
Value at London market price 10.6 15.5 20.2 46.2 57.5 41.8 49.7 45.4

Source: International Monetary Fund, International Financial Statistics.

1“Fund-related assets” comprise reserve positions in the Fund and SDR holdings of all Fund members and Switzerland. Claims by
Switzerland on the Fund are included in the line showing reserve positions in the Fund. The entries under “Foreign exchange” and
“.Gold” comprise official holdings of those Fund members for which data are available and certain other countries or areas, including
Switzerland. Figures for 1973 include official French claims on the European Monetary Cooperation Fund.

2 Beginning with April 1978, Saudi Arabian holdings of foreign exchange exclude the cover against a note issue, which amounted
to SDR 4.3 billion at the end of March 1978.

3 One troy ounce equals 31.103 grams. The market price is the afternoon price fixed in London on the last business day of each
period.

4 The decrease recorded in the quantity of countries’ official gold holdings from the end of 1978 to the end of 1979 reflects mainly
the deposit by the members of the European Monetary System of 20 per cent of their gold holdings with the European Monetary
Cooperation Fund. The European currency units issued in return for these deposits are shown as part of the countries’ official foreign
exchange holdings.

trial and the oil exporting countries were similar in foreign exchange reserves of the non-oil developing
absolute magnitude, at about SDR 6 billion, the pro- countries reflected divergent regional developments:
portionate erosion was greater for the oil exporting Western Hemisphere countries registered sharp de-
countries. The increase of about SDR 2 billion in the clines in their holdings, and European and African
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Chart 20. Non-Gold Reserves, December 1973 and
December 1982
(In billions of SDRs)

countries also showed losses. However, the Asian
countries on the whole maintained their holdings of
foreign exchange reserves, and China had a large
increase. For the Middle Eastern countries there was
also an increase in holdings, though of smaller
proportions.

The decline in the foreign exchange holdings of
industrial countries in 1982, as in 1981, reflected in
part the intervention undertaken to smooth exchange
market fluctuations and to support currencies in the
face of a strong U.S. dollar. The leading industrial
countries, with the exception of the Federal Republic
of Germany and the United States, experienced fairly
pronounced reductions in foreign exchange reserves.
The holdings of many of the smaller industrial coun-
tries also declined.

Since U.S. dollar-denominated assets constitute a
large proportion of total foreign exchange reserves,
changes in the SDR/dollar rate can exert a significant
influence on the SDR value of these holdings. Follow-
ing a 9 per cent appreciation of the U.S. dollar relative
to the SDR in 1981, the U.S. dollar appreciated by a
further 5 per cent during 1982. This appreciation
increased the SDR value of a given volume of U.S.
dollar reserves in the same proportion. If foreign
exchange reserves are measured in terms of the U.S.
dollar, the decline in 1982 is thus steeper—about
$30 billion, or 8 per cent, to $325 billion at the
end of the year.

Holdings of Fund-Related Reserve Assets

Fund-related reserve assets consisting of both
reserve positions in the Fund and SDRs grew by almost
15 per cent in 1982 to reach SDR 43 billion at the
end of the year (see Table 14). The growth of Fund-
related reserve assets relative to foreign exchange
holdings has raised the share of the former in total
non-gold reserves almost to the proportion observed
at the end of 1973 (13 per cent). Since no allocation
of SDRs was made in 1982, the increase in countries’
holdings of SDRs resulted mainly from the net use of
the Fund’s holdings in the extension of credit to mem-
bers. There was some decline in the Fund’s holdings of
SDRs, from a peak of SDR 5.5 billion at the end of
1980 to SDR 3.7 billion at the end of 1982. This
development was in accordance with the Fund’s policy
during this period of using its SDR holdings along with
its currency resources to finance its lending policy.
Reserve positions in the Fund increased by SDR 4 bil-
lion during 1982 to SDR 26 billion. As in 1981, most
of the increase in these reserve positions accrued to the
United States and Saudi Arabia. The reserve position
of the United States rose by SDR 3.1 billion, reflecting
the larger use of U.S. dollars in Fund operations, while
that of Saudi Arabia rose by SDR 1.3 billion as a
result of that country’s increased lending to the Fund.

Non-oil developing countries reduced their holdings
of Fund-related assets by SDR 1.4 billion during 1982.
The bulk of the decline occurred in SDR holdings
(SDR 1.1 billion), partly as a consequence of their use
in repurchase transactions with the Fund and partly
because of the exchange of large amounts of SDRs for
currencies, notably by Argentina, Brazil, and Mexico.
Although the oil exporting countries increased their
holdings of Fund-related assets by SDR 1.2 billion, the
biggest increase, by SDR 5.8 billion, occurred in the
holdings of the industrial countries. Reserve positions
in the Fund of the industrial countries rose by 27 per
cent, to SDR 17 billion, at the end of 1982, reflecting
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the higher use of the currencies of these countries
during 1982 in connection with the extension of Fund
credit to other countries. Over the same period, SDR
holdings of the industrial countries increased by 18
per cent, to SDR 14 billion.

Gold

The physical stock of gold held as part of official
reserves did not change much in 1982 and remained
at about 1 billion ounces. The distribution between
different country groups of the gold stock also remained
stable. There was, however, some use of gold as a
collateral for official borrowings by some countries.
The decline in gold prices that had occurred in 1981
was partly reversed in 1982, especially in the latter
half of the year. During 1982, the market value of gold
expressed in SDRs rose by 21 per cent. When gold
holdings are valued at market prices, their share in
total reserve portfolios rose from 49 per cent in 1981
to 54 per cent in 1982.

Developments in First Quarter of 1983

Compared with the stock held at the end of 1982,
total non-gold reserves of all countries increased by
about SDR 2 billion at the end of the first quarter of
1983 (see Table 14). While the amount held by the
non-oil developing countries grew by a similar amount,
there was a sharp decline of almost SDR 6 billion
(7 per cent) in the holdings of the oil exporting
countries, which matched a gain in the non-gold
reserves held by the industrial countries. Total holdings
of Fund-related reserve assets grew substantially by
about SDR 4 billion, mostly as a consequence of the
increase in the reserve positions in the Fund held by
industrial countries. Total foreign exchange reserves
declined, and there was some shift in holdings from the
oil exporting countries to the industrial countries.
Among the non-oil developing countries, the decline
during 1982 in the foreign exchange reserves held by
the Western Hemisphere countries was halted, while
the other regions managed to generally maintain or
increase their holdings.

Some Characteristics of Foreign
Exchange Reserves

This section reviews certain characteristics of the
foreign exchange component of international reserves
and its recent evolution, taking account of the price
and quantity changes affecting its SDR value. The
currency composition of foreign exchange holdings is
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examined, and the sources of supply for foreign
exchange reserves are, discussed. In addition, the
cumulative returns, taking into account both interest
earnings and exchange rate movements, on SDRs and
major currencies are compared.

Currency Composition and Sources

The tendency toward diversification of reserve cur-
rency holdings, which had been observed in the period
following the breakdown of the Bretton Woods par
value system, began to show a reversal in 1981, a
development that continued in 1982. A principal reason
for diversifying reserve portfolios is to reduce the per-
ceived risk of capital losses that might arise as a result
of significant exchange rate movements. However, the
use of the U.S. dollar as an intervention currency, the
depth and range of U.S. dollar-denominated financial
markets, and, in recent years, the high returns on dollar
assets have reduced incentives for diversification of
official reserve holdings.

From the end of 1977 to the end of 1980, the share
of the U.S. dollar in total identified official holdings of
foreign exchange declined from 79 per cent to 69 per
cent (see Tables 15 and 16). Since 1980, however,
the share of the U.S. dollar has increased; it rose to
71 per cent at the end of 1982. In these calculations,
the SDR value of European currency units (ECUs)
issued against U.S. dollars is counted as part of total
U.S. dollar holdings, and the SDR value of ECUs
issued against gold is not counted as part of foreign
exchange holdings. However, when ECUs, which in
1982 amounted to 14 per cent of total identified foreign
exchange holdings, are treated separately, the share of
the dollar declines to 60 per cent of these holdings
(see Table 16).

ECUs are issued by the European Monetary Coop-
eration Fund to the central banks of the members in
exchange for the transfer of 20 per cent of the gold
holdings and 20 per cent of the gross U.S. dollar
holdings of these institutions. These swaps are renewed
every three months, and changes in members’ holdings
of U.S. dollars and gold, as well as in the market price
of gold and in the value of the U.S. dollar, affect the
amount of ECUs outstanding. In 1982, holdings of
ECUs dropped by over SDR 5 billion (12 per cent)
largely as the result of a decline in the value of the
gold component, which in turn reflected a lagged
response to the fall in gold prices during the first half
of 1982.1° While the aggregate amount of the U.S.

10 At the time the swaps are renewed, gold is valued at the
lower of two prices: the average price recorded in the pre-
ceding six months and the price on the penultimate working
day.
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Table 15, Currency Composition of Official Holdings of Foreign Exchange, End of 1977-End of 1982 !
(In millions of SDRs)

1977 1978 1979 1980 1981 1982
U.S. dollar
Change in holdings 29,592 11,665 —15,218 10,909 7,281 —17,525
Quantity change 36,096 22,277 —13,8542 5,913 —17,895 —16,095
Effect of price change —6,504 —10,612 —1,364 4,996 15,176 8,570
Year-end value 150,393 162,058 146,840 157,749 165,030 157,505
Pound sterling
Change in holdings 52 123 939 2,768 —1,273 —353
Quantity change —152 156 657 2,199 —392 250
Effect of price change 204 —33 282 569 —881 —603
Year-end value 3,062 3,185 4,124 6,892 5,619 5,266
Deutsche mark
Change in holdings 4,966 5,299 3,515 8,857 —2,369 —3,668
Quantity change 3,929 4,027 2,559 11,528 —753 —3,625
Effect of price change 1,037 1,272 956 —2,671 —1,616 —43
Year-end value 15,610 20,909 24,424 33,281 30,912 27,244
French franc
Change in holdings 515 25 137 943 —196 —90
Quantity change 496 —66 86 1,189 266 194
Effect of price change 19 91 51 —246 —462 —284
Year-end value 1,828 1,853 1,990 2,933 2,737 2,647
Swiss franc
Change in holdings 1,593 —774 1,858 2,624 —244 —914
Quantity change 1,029 —1,258 1,766 3,084 —682 —538
Effect of price change 564 484 92 —460 438 —376
Year-end value 3,701 2,927 4,785 7,409 7,165 6,251
Netherlands guilder
Change in holdings 51 299 419 652 157 —430
Quantity change 27 222 385 806 266 —405
Effect of price change 24 77 34 —154 —109 —25
Year-end value 822 1,121 1,540 2,192 2,349 1,919
Japanese yen
Change in holdings 1,079 3,129 850 2,235 1,124 —360
Quantity change 847 2,794 2,149 791 1,018 —208
Effect of price change 232 335 —1,299 1,444 106 —152
Year-end value 2,219 5,348 6,198 8,433 9,557 9,197
European currency units
Change in holdings — — 32,531 15,109 —4,277 -—5,399
Quantity change 3 — — 27,765 2,105 —1,229 —1,906
Effect of price change — — 4,766 17,214 —3,048 —3,493
Year-end value — —_ 32,531 47,640 43,363 37,964
Sum of the above
Change in holdings 37,848 19,766 25,031 44,097 203 —18,739
Quantity change 42,272 28,152 21,513 23,405 -9,401 —22,333
Effect of price change —4,424 —8,386 3,518 20,692 9,604 3,594
Year-end value 177,635 197,401 222,432 266,529 266,732 247,993
Total official holdings 4
Change in holdings 41,919 20,289 25,832 46,969 8,029 —10,092
Year-end value 203,606 223,911 249,743 296,712 304,741 294,649

Source: Fund staff estimates.

1 The currency composition of foreign exchange is based on the Fund’s currency survey and on estimates derived mainly, but not
solely, from official national reports. The numbers in this table should be regarded as estimates that are subject to adjustment as
more information is received. Quantity changes are derived by multiplying the change in official holdings of each currency from the
end of one quarter to the next by the average of the two SDR prices of that currency prevailing at the corresponding dates (except
that the average of daily rates is used to obtain the average quarterly SDR price of the U.S. dollar). This procedure converts the
change in the quantity of national currencies from own units to SDR units of account. Subtracting the SDR value of the quantity
change so derived from the quarterly change in the SDR value of foreign exchange held at the end of two successive quarters then
yields the SDR value of the quarterly price change for each currency. All changes are summed over consecutive quarters to yield
cumulative changes over the years (or other periods) shown.

2 Reflects mainly deposits of U.S. dollars by members of the European Monetary System (EMS) in the European Monetary
Cooperation Fund.

3 Quantity changes in European currency units (ECUs) issued against dollars are evaluated by applying the SDR price of the U.S.
dollar on the swap date to the estimated change in dollar holdings. Similarly, quantity changes in ECUs issued against gold are
determined by applying the SDR price of the ECU on the swap date to the ECU price of gold used by the EMS and multiplying by
the change in the number of ounces.

4 Include a residual whose currency composition could not be ascertained, as well as holdings of currencies other than those shown.
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Table 16. Share of National Currencies in Total Identified Official Holdings of Foreign Exchange,

End of Selected Years 1973-82 1
(In per cent)

Memo-
randum:
1973 1976 1977 1978 1979 1980 1981 1982 1982
Including
ECUs 2
All countries
U.S. dollar 76.1 79.7 79.4 76.9 73.7 68.7 71.1 71.4 60.0
Pound sterling 5.6 2.0 1.6 1.5 1.9 2.9 2.2 2.2 2.0
Deutsche mark 7.1 7.0 8.2 9.9 11.5 13.8 12.3 11.6 10.4
French franc 1.1 0.9 1.0 0.9 0.9 1.2 1.1 1.1 1.0
Swiss franc 1.4 1.4 2.0 1.4 2.2 3.1 29 2.7 2.4
Netherlands
guilder 0.5 0.5 0.4 0.5 0.7 0.9 0.9 0.8 0.7
Japanese yen 0.1 0.8 1.2 2.5 29 3.5 38 3.9 3.5
Unspecified
currencies 8.1 7.8 6.2 6.3 6.0 59 5.6 6.3 _200
100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0
Industrial countries
USS. dollar 86.3 87.0 89.1 6.2 83.5 779 78.9 772 56.6
Pound sterling 3.7 0.7 0.5 0.5 0.6 0.6 0.7 0.7 0.6
Deutsche mark 29 38 4.0 6.6 7.5 124 11.2 10.8 8.8
French franc —_— 0.1 — —_ — — — — —
Swiss franc 0.8 0.9 0.7 0.4 1.3 1.5 1.5 1.6 1.4
Netherlands
guilder 0.3 0.3 0.2 0.3 0.4 0.5 0.6 0.5 0.4
Japanese yen —_ 0.4 0.3 1.6 2.0 2.8 32 39 3.2
Unspecified
currencies 6.0 7.0 5.1 4.4 4.5 4.2 4.0 52 29.1
100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0
Developing countries 3
U.S. dollar 55.0 72.8 68.7 62.7 62.5 58.9 62.8 64.7 64.7
Pound sterling 9.5 32 2.8 3.0 34 53 3.9 4.0 4.0
Deutsche mark 15.9 10.1 129 15.0 16.0 15.3 13.6 12.5 12.5
French franc 33 1.6 2.0 2.1 2.0 2.5 2.2 2.4 2.4
Swiss franc 2.6 1.9 34 29 33 4.8 4.3 3.8 38
Netherlands
guilder 0.9 0.7 0.7 0.9 1.1 1.3 1.3 1.2 1.2
Japanese yen 0.2 1.1 2.1 4.0 4.0 4.3 45 4.0 40
Unspecified
currencies 12.6 8.6 7.4 9.3 7.8 7.6 7.3 7.5 7.5
100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0

Sources: Various Fund publications and Fund staff estimates.

1The detail in each of the columns may not add to 100 because of rounding. Starting with 1979, the SDR value of European
currency units (ECUs) issued against U.S. dollars is added to the SDR value of U.S. dollars, but the SDR value of ECUs issued

against gold is excluded from the total distributed here.

2 This column is for comparison and indicates the currency composition of reserves when holdings of ECUs are treated as a separate
reserve asset, unlike the earlier columns starting with 1979 as is explained in the preceding footnote. The share of ECUs, amounting
to 14.4 per cent for the total and 24.8 per cent for the industrial countries, respectively, has been added to that of unspecified

currencies.

3 The calculations here rely to a greater extent on Fund staff estimates, especially for the oil exporting countries, than do those

provided for the group of industrial countries.

dollar component also declined, the appreciation of
the dollar relative to the SDR helped to moderate the
fall in the value of holdings. ‘

To explain developments in the currency composi-
tion of foreign exchange holdings, it is useful to
distinguish between price and quantity changes affecting
the SDR value of official holdings of foreign exchange
(see Table 15). The amount of U.S. dollar holdings
declined for the second year in a row, the drop in
1982 being particularly marked. However, the con-
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tinued appreciation of the U.S. dollar against other
major currencies served to increase the SDR value of
U.S. dollar reserves. Nonetheless, the effects of the
U.S. dollar appreciation were not sufficient in 1982 to
prevent an absolute decline in official U.S. dollar hold-
ings expressed in terms of SDRs. The drop in the SDR
value of other foreign exchange holdings reflected a
decline in the amount held, as well as a depreciation
relative to the SDR of nearly all of the other currencies
specified in Table 16. Since official holdings of other
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currencies declined to a greater extent than U.S. dollar
holdings, the share of the U.S. dollar in foreign
exchange reserves increased. In part, the relative posi-
tion of the U.S. dollar improved because of the high
yields that could be earned on U.S. dollar assets in
1981 and 1982.

When measured in terms of U.S. dollars, the decline
in identified foreign exchange holdings amounted to
about $37 billion in 1982. This reflects a contraction
of $25 billion in the amount of foreign exchange held
and a negative price effect of $12 billion as a conse-
quence of the depreciation of the other major reserve
currencies ($7 billion) and of the ECU ($5 billion)
relative to the dollar.

During the 1970s, a number of other currencies were
affected by this diversification of official portfolios. The
relative share of the pound sterling declined signifi-
cantly from 1973 to 1979, although some reversal in
the trend occurred when the pound appreciated,
especially in 1980. The share of the deutsche mark in
foreign exchange reserves increased by more than
50 per cent from 1973 to 1982, to about 12 per cent
at the end of that period, and holdings of Japanese
yen grew from a negligible amount to about 4 per cent
(see Table 16). While the use of the deutsche mark
for intervention, especially within the European Mone-
tary System, has increased, the U.S. dollar still remains
the principal intervention instrument. The other reserve
currencies thus appear to be held primarily as working
‘balances to facilitate transactions, as hedges against
exchange losses, and as investments.

In addition to official portfolio preferences and the
effects of foreign exchange intervention practices, the
factors determining the supplies of the various curren-
cies have also affected the evolution of the multiple
reserve currency system. When the U.S. current account
of the balance of payments was in substantial deficit
during 1977-78, the volume of dollar holdings rose
sharply, even though the share of the U.S. dollar in
total foreign exchange holdings declined as a result of
the depreciation of the U.S. dollar relative to the SDR.
The reversal in the U.S. current account position in
1980-81 reduced the supply of dollars, but, as noted
earlier, the share of the dollar in foreign exchange
holdings increased, in part because of the sharp appre-
ciation of that currency relative to the SDR. Broadly
similar developments at times also characterized the
fluctuations in the share of the deutsche mark in official
foreign exchange holdings. The emergence of current
account deficits in the Federal Republic of Germany in
1979-80 was associated with a marked increase in the
quantity of deutsche mark held as reserves in 1980.
Despite some depreciation in the deutsche mark/SDR
rate in 1980, the share of the deutsche mark in total

foreign exchange holdings rose sharply, from 11.5 per
cent in 1979 to 13.8 per cent in 1980.

Attitudes of the national authorities regarding the
international use of their currencies also affect the
currency composition of reserves. The decision to issue
external liabilities denominated in the national cur-
rency, which may be held in the reserves of other
countries, is sometimes regarded as conferring a
balance of payments advantage. This advantage needs
to be weighed, however, against the risk of diminished
control over domestic monetary developments. Few
countries whose currencies are potential reserve assets
are content to have their currencies held to any large
extent in the foreign exchange holdings of other
countries.

The degree of currency diversification differs signi-
ficantly among major country groups. The larger indus-
trial countries tend to concentrate their reserve holdings
in U.S. dollars, although in recent years there has been
some diversification even in this group. In contrast, the
smaller industrial countries generally exhibit more cur-
rency diversification. The most pronounced differences
in currency diversification, however, are those between
the industrial countries and the developing countries,
for which the portfolio or investment aspects of reserve
holdings have become important because of the rela-
tively attractive yields that have been offered in inter-
national capital markets. Although the ratio of U.S.
dollar assets to total foreign exchange holdings has
increased to nearly two thirds for developing countries,
it remains substantially below the ratio of four fifths
observed for industrial countries (see Table 16). While
the developing countries have reduced the share of
their foreign exchange reserves held in sterling since
1973, that share is still higher than the corresponding
share of the industrial countries. Holdings of French
franc assets, which are not a significant proportion of
industrial countries’ reserves, account for over 2 per
cent of the foreign exchange reserves of the developing
countries. The share of the deutsche mark has in-
creased sharply for industrial countries, especially after
the creation of the European Monetary System, but
the proportion of this currency in the official portfolios
of developing countries has declined in recent years.
The share of the yen has, however, increased sharply,
for both industrial and developing countries.

The drop in reported total official holdings of foreign
exchange in 1982 took the form of a decline in hold-
ings of U.S. dollars, of other currencies, and of ECUs
(see Table 17). The fall in reported official claims on
residents of the United States amounted to about
5 per cent in 1982 and was similar to the decline
estimated for deposits in the Eurodollar markets. How-
ever, there is a sizable discrepancy between external
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Table 17. Sources of Official Holdings of Foreign Exchange Reserves, End of Year 1975-82 !
(In billions of SDRs)

1975 1976 1977 1978 1979 1980 1981 1982
U.S. liabilities to foreign
official institutions 69 79 104 120 109 123 139 149
Items not included in reported
U.S. dollar holdings 2 —6 —8 —10 —7 —13 —22 =35 —50
Official claims on residents
of the United States 63 71 94 113 96 101 104 99
Official claims on residents of
other countries denominated
in the debtor’s own currency _li __1_7 19 27 LO ﬂ 39 _i@
Subtotal 77 88 113 140 126 142 143 137
Identified official holdings
of Eurocurrencies
Eurodollars 39 47 54 47 49 54 60 57
Other currencies ﬁ _E_ 19 ﬂ LS 34 33 _3_0
Subtotal 51 60 73 68 74 88 93 87
European currency units — — — — 33 48 43 38
Residual u 14 18 6 11 26 3
Total official holdings
of foreign exchange 139 162 204 224 250 297 305 295

Sources: International Monetary Fund, International Financial Statistics; U.S. Treasury Department, Bulletin; and Fund staff
estimates.

1 Official foreign exchange reserves of Fund members (except for China, for which data are not available) and certain other countries
and areas including Switzerland. Beginning in April 1978, Saudi Arabian holdings exclude the foreign exchange cover against a note
issue, which amounted to SDR 4.3 billion at the end of March 1978.

2 Mainly U.S. dollars deposited with the European Monetary Cooperation Fund in connection with the issuance of European
currency units, U.S. obligations to official institutions in countries not reporting to the Fund, and U.S. obligations that are not classified
as foreign exchange reserves in the reports provided to the Fund by the holders.

3 Part of this residual occurs because some member countries do not classify all the foreign exchange claims that they report to
the Fund (mainly China, Hungary, Iraq, Israel, Qatar, and Romania). Includes identified official claims on the International Bank for
Reconstruction and Development, on the International Development Association, and the statistical discrepancy.

liabilities to foreign official institutions as reported by but some inferences about them can be drawn on the
U.S. sources, which show an increase of about 7 per basis of observed yields and exchange rate movements.
cent, and claims on residents of the United States The cumulative returns on amounts invested at the
taken from reported reserve holdings, not all of which beginning of the second quarter of 1973 in the money
is explained by the issuance of ECUs (see footnote 2 in market instruments denominated in the five major cur-
Table 17). According to the reported holdings, about rencies that currently comprise the SDR basket are
one third of U.S. dollar-denominated official foreign shown in Chart 21.!! The rates of return on the different
exchange holdings is held in the Eurodollar markets. assets have at times diverged considerably. An invest-
The share of other Eurocurrency deposits in the total ment of one SDR at the SDR-weighted composite
of claims denominated in these currencies is closer to interest rate in the second quarter of 1973 would have
one half but showed a significant decline in 1982. grown to SDR 2.409 by the end of the first quarter

of 1983, less than the SDR 2.578 that would have been
obtained had the investment been placed in U.S.

Rates of Return on Major Currencies Treasury bills, but more than the SDR 2.023 that
would have been realized on a French franc investment.
In a multiple reserve currency system, considerations Yields on investments in yen and deutsche mark assets
of risk and return are among the most important would also have earned more than the SDR standard,
factors determining the allocation of reserve portfolios while assets denominated in pounds sterling would have
among short-term investments denominated in different earned less. The pattern of cumulative returns relative
currencies. In principle, monetary authorities might to the SDR standard differed from period to period. In
wish to select reserve portfolios that generate adequate -
returns for given acceptable levels of risk. Crucial ", For (o comparkons, he present cuteny composion
criteria in selecting investments are the expectations assumed throughout the period shown. The yields assumed for

conceming yields and relative exchange rate move- the calculation are the combined markqt rate for‘the SDR
and the component rates for the respective currencies. These

ments. Such expectations cannot, of course, be observed, are described more fully in the Annual Report for 1982.

74

©lnternational Monetary Fund. Not for Redistribution



CHAPTER 2. DEVELOPMENTS IN THE INTERNATIONAL MONETARY SYSTEM

Chart 21. Growth of Investments in Specified Na-
tional Currencies and SDRs, Second Quarter 1973-
First Quarter 1983 !

(In SDRs)

1 Cumulative values (in SDRs) of investments in the SDR
and in short-term assets denominated in each of the five major
currencies of which the SDR is composed, each investment
amounting to SDR 1.00 at the beginning of the second quarter
of 1973. For this calculation, the SDR was assumed, through-
out the period shown, to have had the present currency com-
position (i.e., the five-currency basket that became effective on
January 1, 1981) and to have earned interest at the full com-
bined (weighted average) market rate of interest on the five
national assets.

the period up to the end of 1978, the cumulative return
on U.S. Treasury bills amounted to about 87 per cent
of the return on the SDR standard investment and to
only 65 per cent of the yield on an investment denomi-
nated in yen. The relative fluctuations in such returns
are a source of uncertainty regarding the profits to be
obtained from concentrating reserves in any one cur-
rency. An incentive is thus provided to diversify the
portfolio and to consider investments in currency com-
posites of which the SDR constitutes one example.
The relative movements in the cumulative returns on
investments denominated in different currencies are
broadly similar to the observed shifts in the share of
national currencies in identified official holdings of
foreign exchange (see Table 16). The relatively low
return on U.S. Treasury bills in the period to the first
quarter of 1981 and the higher yields since that time,
correlates with an initial decline and subsequent
upswing in the share of U.S. dollar assets in official
foreign exchange holdings. As was noted earlier, such
movements tend to reflect the reserve-holding behavior

of the smaller industrial and developing countries more
than that of the major industrial countries.

International Financial Markets,
External Debt, and the Adjustment Process

Since private financial markets have come to play
an important role in the financing of payments imbal-
ances, the disturbances experienced in these markets
during 1981 and 1982 had an important impact on the
international adjustment process. In particular, these
financial shocks entailed sharp, adverse changes in the
availability and, to a lesser extent, the cost of inter-
national credit for many developing countries. To limit
the extent of these problems and to avoid too harsh and
abrupt balance of payments adjustment, international
institutions and the governments of several major
countries have employed a series of innovative
measures designed to help maintain the availability of
international credit and reserves. While the disturb-
ances in financial markets in 1981-82 have generally
been associated with difficulties in specific banking
institutions or countries, the sharp changes in financial
flows and interest rates also reflected more general
developments, in particular, the major structural
changes in international financial markets that occurred
during the 1970s and the short-term cyclical develop-
ments of the early 1980s. The rest of this section on
the role of private financial markets examines how
these structural and cyclical factors contributed to the
emergence of disturbances of the financial system in
1982 and what these developments imply about the
near-term outlook for the international adjustment
process.

The Changing Character of International
Financial Markets During 1973-82

In the 1970s, international financial markets under-
went a series of structural and institutional changes that
brought about closer linkages between individual
national financial markets and enlarged the role of
private financial institutions in the financing of current
account deficits of non-oil developing countries. From
1975 to 1982, international bank lending and bond
issues grew at an average rate of about 23 per cent per
annum. These capital flows reflected the growing inte-
gration of capital markets among the largest industrial
countries as well as the need to finance expanding
trade flows and government budget deficits.

A major stimulus to international bank lending was
the need to recycle the current account surpluses of the
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major oil exporting countries during the mid-1970s.
One indicator of the importance of private international
banking flows in this recycling process is the ratio, for
the non-oil developing countries, of the sum of long-
term net borrowing from private financial institutions
and “other net short-term borrowing” % to the sum of
the current account deficits and reserve accumula-
tions.!* During 1974 and 1975, for example, the
recycling role of banks expanded, and this private lend-
ing ratio rose from 45 per cent in 1973 to 52 per cent
in 1975. Thereafter, the relative importance of bank
lending declined, with the ratio falling to 36 per cent
in 1977, until the renewed rise of current account
imbalances at the end of the decade lifted the ratio to
another peak at 57 per cent in 1980. Since then, the
private lending ratio has receded, and, as debt-servicing
problems began to have an impact on the banks’ will-
ingness to lend to certain countries, it has dropped
sharply to 31 per cent in 1982.

While the non-oil developing countries were also
able to obtain funds from a number of official and
other non-bank private sources, the importance of
private bank lending is evident in the proportion of
total external debt represented by liabilities to banks.
The total outstanding debt of non-oil developing
countries rose from $161 billion in 1974 to $279 billion
in 1977 and to $612 billion by the end of 1982. During
the 1977-81 period, the proportion of total debt
accounted for by debts to banks rose from 43 per cent
at the end of 1977 to 55 per cent at the end of 1981.

Although international borrowing on this substantial
scale was undertaken largely in response to external
developments, it also reflected a tendency in a number
of countries toward an excess of investment and gov-
ernment deficits over domestic saving. Private inter-
national capital flows, therefore, funded not only
adjustments to external disturbances but also expendi-
ture programs and longer-term investment activities,
even though many of the loans were of short-term or
medium-term maturity. In particular, short-term
maturities created the possibility that the required
amortization and interest payments on the debt could
at times differ considerably from the earnings on the
corresponding investments. The likelihood of such a
divergence taking place actually increased over the
1970s as a result of changes in maturity, risk, and
return of the financial instruments used in the transfer
process.

During the period 1975-80, greater variability of
inflation, interest rates, and exchange rates accom-

12 This sum is broadly consistent with the national balance
gf payments statistics measure of net borrowing from private

anks.

13 See Table 10 in Chapter 1.
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panied the generally increasing trend in inflation in
some of the countries with major financial markets. In
addition, rising nominal interest rates imposed large
capital losses on holders of fixed-rate bonds. Substan-
tial changes in exchange rates also created the potential
for large swings in the value (measured in domestic
currency) of financial instruments denominated in
foreign currency. In view of this experience, lenders
sought protection from risks linked to variation in
exchange rates and interest rates both by purchasing
instruments of shorter maturity and by showing a
preference for instruments that placed a greater share
of these risks on the borrower. These preferences were
reflected in the development of such instruments as
floating rate notes, interest rate swaps, and deferred
payment bonds.

Financial Disturbances of 1982

These changes in the characteristics of financial
instruments increased the sensitivity of yields and flows
in international financial markets to the cyclical effects
generated by increases in the real price of oil, higher
levels of nominal and real interest rates, a shift toward
less expansionary financial policies in the major indus-
trial countries, and a sharp increase in the financing
requirements of many of the major debtor countries
during the late 1970s and early 1980s. The disturb-
ances in the financial system that emerged during 1982
thus both reflected and contributed to the declining
level of economic activity in the world economy.

Economic developments had a significant impact on
the debt-servicing capacity and balance of payments
positions of some of the developing countries, especially
those with large external debts bearing floating interest
rates. During 1981 and 1982, interest rates rose to
record high levels, which sharply increased the cost of
servicing external debts. The exports of developing
countries were also adversely affected by the decline
in economic activity, which was accompanied by a
sharp fall in the prices of primary commodities, stag-
nation in world trade, and protectionist measures
adopted in some industrial countries. The combination
of these external developments and, in some countries,
the presence of large-scale investment programs and
government deficits soon created the need for either
significantly higher levels of external borrowing or
stringent adjustment programs, or some combination of
these two policies. In part influenced by the expectation
of an early recovery from the world recession, some
countries significantly increased their international
borrowing.

While developments in the real sector increased the
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financing requirements of a number of countries, countries also fell, from $99 billion in 1981 to
disturbances in the financial markets in the last months $57 billion in 1982; and the centrally planned econ-
of 1981 and in 1982 contributed to a serious reduction omies actually reduced their outstanding bank debt
in the availability of international credit, a redistribu- by $4 billion in 1982.

tion of credit among the groups of industrial, oil There was also a shift in the sources of banking
exporting, and non-oil developing countries, and the funds (Table 18). After increasing their combined
maintenance of high real interest rates. Although inter- deposits in banks by $41 billion in 1980 and by
national bank lending continued to expand in 1982, $5 billion in 1981, the oil exporting countries reduced

the net flows of such credits declined from $165 billion these deposits by $19 billion in 1982 as their current
in 1981 to $95 billion in 1982 (Table 18). During the account surplus was eliminated. This reduction in

first half of 1982, international bank lending increased deposit holdings by the oil exporting countries was
at roughly the same rate as in the first half of 1981; more than offset by an increase in deposit holdings
but the growth of bank lending, especially to develop- of the industrial countries.

ing countries, dropped off severely in the second half These changes in deposit placements and lending
of the year. Total net bank lending to the non-oil over the period 1980-82 substantially affected the net
developing countries, which had reached about claims of banks on various country groups. The indus-
$50 billion in 1980 and 1981, declined to $25 billion trial countries moved from being a relatively small net
in 1982, with only $6 billion occurring in the last six source of funds in 1980 ($7 billion) to the largest
months of the year. This decline can be ascribed to the single source in 1982 ($45 billion). Correspondingly,
reduced willingness of banks to lend to certain develop- the oil exporting countries switched from being a large
ing countries. International bank lending to industrial net supplier of funds in 1980 ($35 billion) to being

Table 18. External Lending and Deposit Taking of Banks in the BIS Reporting Area, 1978-82 !
(In billions of U.S. dollars)

First Second Third Fourth
Quarter Quarter Quarter Quarter

1978 1979 1980 1981 1982 1982
Destination of lending 2 90 125 160 165 95 20 30 25 20
Industrial countries 38 69 96 99 57 15 10 19 13
Qil exporting developing
countries 15 7 6 2 8 1 3 3 1
Non-oil developing countries 24 40 49 51 25 5 14 — 6
Centrally planned economies 3 7 6 5 5 —4 -2 —1 —1 -—
International organizations
and unallocated 6 3 4 8 9 1 4 4 —
Sources of funds 2 920 125 160 165 95 20 30 25 20
Industrial countries 68 66 103 141 102 22 30 26 24
Oil exporting developing
countries 3 37 41 5 —19 —1 —6 -3 -9
Non-oil developing countries 14 13 8 9 5 —2 4 -1 4
Centrally planned economies 3 2 5 1 — 2 -3 1 1 3
International organizations
and unallocated 3 4 7 10 5 4 1 2 -2
Change in net claims 4 on — — — — — — — — —
Industrial countries —30 3 -7 —42 —45 -7 —20 -7 —11
Oil exporting developing
countries 12 —30 —35 -3 27 2 9 6 10
Non-oil developing countries 10 26 41 42 20 7 10 1 2
Centrally planned economies 3 5 1 4 5 —6 1 -2 -2 -3
International organizations
and unallocated 3 — -3 —2 4 -3 3 2 2

1The data on lending and deposit taking are derived from stock data on banks’ claims and liabilities (net of redepositing among
banks in the BIS reporting area) that include valuation changes owing to exchange rate movements. Data on adjusted flows are pro-
vided by the BIS, but the distribution of those adjusted flows among the major groups of countries according to Fund classifications
is a Fund staff estimate.

The BIS reporting area comprises all banks in the Group of Ten countries, Austria, Denmark, Ireland, and Switzerland and the
branches of U.S. banks in the Bahamas, Cayman Islands, Hong Kong, Panama, and Singapore.

2 The distribution of global figures by major groups of borrowers (depositors) was derived from BIS data. For industrial countries,
gross claims (liabilities) were reduced by redepositing among banks in the reporting area but increased by claims on (liabilities to)
offshore centers. The latter thus were assumed, in the absence of information on the country distribution of onlending from (deposit
taking by) offshore centers, to represent lending to (deposit taking from) industrial countries. For the other groups of borrowers
and depositors, net claims (liabilities) were equated to gross claims (liabilities).

3 Excludes Fund member countries.

4 Lending minus sources of funds.
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the largest net borrower in 1982 ($27 billion). The
annual net borrowings of the non-oil developing coun-
tries were reduced from $41 billion to $20 billion
between 1980 and 1982, and the centrally planned
economies switched from a net borrower position in
1980 and 1981 to a net lender position in 1982, pri-
marily as a result of the repayment to banks of out-
standing loans.

The slowing in bank lending during 1982 reflected
the impact of a number of disturbances in financial
markets in both industrial and developing countries.
Throughout the year, the risk of bankruptcies of some
of the more heavily indebted corporations created the
potential of significant losses on domestic loans for
many banks in the industrial countries. Capital markets
were also forced to contend with the collapse of a
number of financial institutions in industrial and
developing countries. During the second half of the
year, the debt-servicing problems of countries, such as
Mexico and later Brazil, further strained financial
markets. In response to this increase in perceived lend-
ing risks, loan maturities declined somewhat and the
spreads between the London interbank offered rate
(LIBOR) and loan rates charged, especially to certain
developing countries, increased. While all country
groups experienced some increase in the spreads they
paid, the adjustments of international financial markets
to these disturbances primarily involved sharp reduc-
tions in the availability of credit for specific borrowers.

In contrast to international bank lending, interna-
tional bond issues continued to expand at a high rate
in the latter part of 1981 and in 1982. The sum of
foreign and Eurobond issues rose by $25 billion (50
per cent) in 1982. Since only the most creditworthy
borrowers were able to issue in international bond
markets, the expansion of international bond issues
was one means by which the flow of international
credit was redistributed between borrowers from indus-
trial, oil exporting, and non-oil developing countries.
The primary factor in the continued expansion of
international bond issues during the year was the
general decline in nominal interest rates. Long-term
interest rates followed a gradual downward trend, but
a sharp decline in short-term interest rates was suffi-
cient to create a positively sloped yield curve in most
major financial markets. In part, purchasers were
attracted to the bond market by the prospect of high
but declining long-term interest rates, and the bor-
rowers’ need for secure longer-term funding brought
forth a sustained flow of new issues. As conditions in
the market for syndicated loans tightened during the
second half of the year, borrowers also shifted increas-
ingly to the bond markets.
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This expansion of activity in the bond markets was
of little direct benefit to the non-oil developing coun-
tries, since bond purchasers were interested primarily
in instruments issued by borrowers in industrial coun-
tries or by international institutions. Almost all of the
growth in net international bond issues between 1980
and 1982 was accounted for by borrowers from indus-
trial countries, whose proceeds rose from $20 billion
to $46 billion (Table 19). Issues by developing coun-
tries have remained at approximately $3 billion a year
throughout the period 1979-82, but even this small
figure overstates the position of these countries during
the last half of 1982 and the first quarter of 1983. As
market participants responded to the financial difficul-
ties of a number of these countries in the second half
of 1982, bond issues by developing countries declined
markedly. During the first quarter of 1983, they
accounted for issues of only $143 million out of total
issues of $18 billion.

Private Capital Flows and the Financing
of the International Adjustment Process

The reduction in the rate of growth of international
credit had a pronounced effect on the adjustment
process. Deteriorating export performance, increased
debt-servicing costs associated with high interest rates
and greater reliance on short-term maturities, and
worsening fiscal positions all contributed in varying
degrees to the emergence of debt-servicing problems in
a number of major debtor countries. Perceptions of
these problems were often triggered by a sharp reduc-
tion or reversal in the net inflow of international
capital, heightened in some cases by private capital
outflows. The rapid decline in the availability of inter-
national credit to a number of developing countries
created the prospect, in the absence of multilateral
official action, of an adjustment process involving
severe reductions in output, income, and imports.
Given the scope of the repayment problems faced by

Table 19. Developments in International Bond
Markets, 1978-82

(In billions of U.S. dollars)

1978 1979 1980 1981 1982
Net bond market lending 30 33 28 37 58

By category of borrower

Industrial countries 19 22 20 27 46
Developing countries 4 3 2 3 3
Other (including inter-

national organizations) 7 8 6 7 9

Sources: Organization for Economic Cooperation and Devel-
opment; and Fund staff estimates.
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some of the major debtor countries, a series of special
steps were therefore taken in order to ensure a more
orderly adjustment process. In August, a special loan
facility of nearly $1 billion designed to help maintain
short-term liquidity for Mexico was arranged by the
U.S. Government. This facility was matched by a loan
of the same amount obtained through the Bank for
International Settlements (BIS), with the backing of a
number of central banks. These “bridging” loans were
designed to allow time for a program supported by
Fund resources to be developed. In November, follow-
ing agreement on an appropriate adjustment program,
the Fund also asked banks to provide additional
medium-term loans of $5 billion (a 7 per cent increase
in total bank exposure).

In the second half of 1982, a number of developing
countries, especially in Latin America, experienced
debt-servicing problems. While the response to these
problems varied among countries, the proposed adjust-
ment programs contain a number of common elements,
which were also present in the program for Mexico.
They included a bridging loan obtained from the BIS
but backed by central bank guarantees, the reschedul-
ing of existing loans, and a program supported by Fund
resources often accompanied by commitments of com-
mercial banks to new lending. Even with these special
measures, however, the continuation of a smooth ad-
justment process over an extended period is likely to
require the provision of significant further amounts of
international credit from the private financial markets.
To attain the goals of sustainable debt-servicing and
viable balance of payments positions for the major
debtor countries, continued international cooperation
between the various international agencies, private
financial institutions, and national governments will be
needed.

In the period immediately following the first major
increase in the price of oil, private financial institu-
tions played a crucial role in the recycling of the cur-
rent account surpluses of the oil exporting countries.
The availability and flexibility of this source of
credit allowed many countries to undertake more
gradual and less stringent adjustment measures. Such a
transfer of resources was facilitated by the fact that
many developing countries began the period 1973-74
with relatively low ratios of outstanding external debt
and debt-servicing payments to exports of goods and
services. In the late 1970s and early 1980s, the ready
availability of private international credit allowed some
countries to finance substantial investment and expendi-
ture programs and, at times, to delay adjustment to
external and internal developments. The combination
of rising interest rates and heavy international borrow-

ing nearly doubled the debt service ratios for many
countries. Some countries soon found it difficult to meet
their payments for imports, interest charges, and debt
amortization through export receipts and new borrow-
ing. Once these repayment difficulties became evident
during 1982, the potential for a rapid withdrawal of
many private financial institutions from international
lending threatened to require abrupt and harsh adjust-
ment measures for a number of large debtor countries.
The sharp changes in the availability of private inter-
national credit to a number of developing countries
that have been witnessed in the past five years thus had
an adverse effect on the stability of the international
adjustment process.

The Adequacy of International Reserves

An appraisal of the adequacy of international re-
serves must take into account both the factors affecting
the demand for reserves and those determining the
supply. The expected size and volatility of payments
imbalances are the principal determinants of the de-
mand for international reserves. Of particular impor-
tance in this regard are a country’s exchange rate
arrangements and the pace of its adjustment to external
imbalances. Moreover, the variability of private capital
flows and debt service charges experienced in recent
years adds to the importance of holding adequate
international reserves for the purpose of accommodat-
ing temporary payments imbalances and avoiding
disruptive adjustment of the domestic economy. The
supply of reserves depends primarily on the financial
policies of the reserve currency countries, the state of
the international capital markets, and, quantitatively
to a much more modest extent, on the policies deter-
mining the supply of Fund-related reserve assets.

As a first step in assessing the adequacy of re-
serves, it is useful to consider measures that relate
reserve holdings to key determinants of the demand
for international reserves.!* The average ratio of non-
gold reserves to imports of goods and services, as one
measure of the availability of reserves relative to the
need for them, fell from 19 per cent in 1973-74 to
17 per cent in 1981-82. If official holdings of gold
valued at current inarket prices are included in re-
serves, this ratio remains unchanged at about 36 per
cent between 1973-74 and 1981-82. These overall
ratios, however, conceal significant differences among
groups of countries. The ratio of non-gold reserves to
imports for the non-oil developing countries declined

14 See the Annual Report for 1981 for a more extensive

discussion.

79

©lnternational Monetary Fund. Not for Redistribution



ANNUAL REPORT, 1983

from 21 per cent in 1973-74 to 15 per cent in 1981-82,
and for the oil exporting countries from 96 per cent
to 57 per cent. This compares with a more or less
unchanged ratio of about 15 per cent for the industrial
countries. The ratio of reserves (including gold) to
imports of goods and services rose from 37 per cent in
1973-74 to 39 per cent in 1981-82 for the industrial
countries, whereas for the non-oil developing countries
this ratio declined from 31 per cent to 24 per cent. The
oil exporting countries also showed a decline in this
ratio from 114 per cent to 68 per cent. Since reserves
are held to finance payments imbalances for which the
size of imports can only be a proxy, it is also useful to
consider the ratio of non-gold reserves to current ac-
count deficits. The ratio for all countries that had
current account deficits declined moderately from 2.7
in 1973-74 to 2.4 in 1981-82. However, the corre-
sponding ratio for the non-oil developing countries
alone fell from 2.1 to 0.9 over the same period.

As indicators of reserve adequacy, the preceding
ratios do not reflect the impact of changes in the struc-
ture of the international monetary system on the de-
mand for reserves. For example, while a given ratio
of reserves to imports can indicate an adequate level
of reserves when international capital movements are
limited, it may signify inadequate reserves when there
are large volatile capital movements. Again, a move
from a fixed to a floating exchange rate might, in prin-
ciple, reduce a country’s need for reserves and could
thus alter its evaluation of the adequacy of a given
stock of reserves. In practice, however, there has not
been a marked decline in reserve holdings, especially
by the industrial countries, during the period of wide-
spread floating since 1973. A number of reasons may
account for this observation. First, many countries
have not adopted floating rates but have continued to
peg their exchange rates to one of the major currencies
or to baskets of currencies (see Table 13). Second, a
number of countries intervene in the foreign exchange
markets in order to dampen movements of their ex-
change rates. Third, the international economy has
been subjected to a variety of real shocks and financial
disturbances, which have increased the precautionary
demand for international reserves.

The demand for international reserves is also influ-
enced by the access many countries have to interna-
tional financial markets. During the late 1970s and
early 1980s, a number of countries often relied on
borrowing in the international capital markets as an
alternative to owning reserves. This suggests that it
might be more appropriate to consider the adequacy,
not of reserves alone, but of international liquidity—
a broader concept that takes into account the borrowing
capacity of countries. Developments during the last six
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months of 1982 have indicated, however, that a coun-
try’s access to international capital markets can change
rapidly during periods of financial disturbance. As
several countries have recently discovered, reliance on
borrowing capacity instead of owned reserves can
result in rapid depletion of reserves when access to
capital markets is restricted. This applies especially
to debtor countries with large short-term external
liabilities relative to their reserve holdings. A partial
indicator of this vulnerability is the ratio of official
non-gold reserves to short-term debt. For the non-oil
developing countries, this ratio amounted to more than
two in 1973-74 but had dropped to less than one by
1981-82, suggesting that any cessation of short-term
capital flows could place the entire amount of reserve
holdings in jeopardy.

Some of the key factors influencing the availability
of international reserves and liquidity are the monetary
policies of the reserve currency countries and the state
of their respective balance of payments. While the
policies of some of these countries in the 1970s were
characterized by rates of money creation substantially
higher than those in the 1950s or 1960s, the early
1980s have generallyv been a period of monetary re-
straint. In principle, 2 more restrictive monetary policy
in a reserve center will tend to reduce the rate of
increase in the supply of the potential reserve media
that is generated directly by the reserve center and
also through the international capital markets and,
hence, the means for financing the acquisition of inter-
national reserves by other countries. In addition, such
a policy stance can be accompanied during some
periods by a rise in the cost of international borrowing.

The observed decline in foreign exchange reserves
in 1982 cannot by itself be viewed as an indication of
reserve inadequacy, because a decline in holdings may
reflect a fall in demand for reserves. In order to come
to an assessment of the adequacy of overall liquidity,
it would be necessary to separate the influences of de-
mand and supply factors. There are indications that
the supply of international reserves was reduced by the
move to a balance of payments surplus position on the
part of the reserve centers and reduced access of many
countries to international capital markets. On the de-
mand side, there are mixed indications: the recent
decline in international trade flows points to a reduc-
tion in the demand for reserves, while the increased
uncertainty with respect to the possibility of obtaining
international credit when needed must have tended to
increase the demand for owned reserves. The assess-
ment of reserve adequacy is made particularly difficult
by the divergence of experiences in different country
groups. Despite the decline in the overall level of re-
serves, the reserve positions of many countries in the
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industrial group, and for several other countries, in-
cluding many oil exporting countries, appear satisfac-
tory when assessed in terms of the traditional indicators
reviewed above. On the other hand, for the non-oil
developing countries and especially for the African
and Western Hemisphere groups, there was a pro-
nounced decline in the ratios of reserves to imports
and other comparable ratios to levels well below their
historical averages. This suggests that any improvement
in the foreign exchange earnings of these countries
may well be used in part for replenishing their reserves.

Whenever global reserves are adequate, a country
can usually increase its reserves through an appropriate
mixture of international borrowing and the pursuit of
adjustment policies to improve its balance of payments.
The difficulties presently being encountered by many
countries in expeditiously replenishing their reserve
holdings point in the direction of either or both of the
following: some lack of global adequacy in the avail-
ability of international liquidity or the existence of
important impediments, such as those affecting access
to international goods and capital markets, to the
achievement of a more appropriate distribution of
reserves. In many instances, a decisive factor contribut-
ing to the difficulties experienced in replenishing reserve
holdings has been market skepticism as to the adequacy
of policies pursued by the countries concerned. In the
last analysis, the adequacy of international liquidity
and reserves must be judged in terms of the contribu-
tion they can make to sustained and balanced nonin-
flationary growth in the world economy, which requires,
inter alia, that pressing balance of payments problems
be solved through an appropriate combination of fi-
nancing and adjustment. In the present difficult en-
vironment, official sources of liquidity are likely to
play an increasingly important role in supporting
countries’ efforts to find solutions to external financial
problems.

The Role of the Fund in the
Provision of Liquidity

A major function of the Fund is to provide interna-
tional liquidity in accordance with the purposes of the
Fund specified in the Articles of Agreement. Part of
the liquidity supplied takes the form of reserve assets
that can be used for balance of payments financing
(“unconditional liquidity”), while part takes the form
of credit to members that is generally subject to condi-
tions (“conditional liquidity’).

Conditional liquidity is provided by the Fund
under its various lending facilities. Most of the Fund’s
credit extended under these arrangements requires an

adjustment program for the member that is intended
to promote a sustainable external position. At the end
of April 1983, total commitments under conditional
forms of lending amounted to SDR 25 billion, of which
about two thirds represents undrawn balances. In addi-
tion, it is often the case that when the member obtains
Fund financing under agreed conditions, its access to
international capital markets is enhanced. This cata-
lytic role of the Fund has become more important in
the recent period when private lending institutions have
been less willing to engage in international lending.
Unconditional liquidity is supplied through the allo-
cations of SDRs and also in the form of reserve posi-
tions in the Fund, which are the claims corresponding
to the resources that countries have made available to
the Fund. Member countries holding SDRs and reserve
positions in the Fund can use them to finance balance
of payments deficits without having to enter into policy
commitments with the Fund. As was noted earlier in
this chapter, Fund-related reserve assets held in coun-
tries’ reserves amounted to SDR 48 billion at the end
of April 1983—14 per cent of total non-gold reserves.
Almost two thirds of these assets consisted of reserve
positions in the Fund, with the remainder taking the
form of SDR holdings. Industrial countries held almost
three fourths of these Fund-related reserve assets, oil
exporting countries held one fifth, and non-oil devel-
oping countries held the remaining one twentieth,

Provision of Liquidity Through Members’
Use of Fund Resources

The Fund makes its resources available to members,
under agreed conditions, in support of efforts on their
part to overcome balance of payments problems in an
orderly way without undue disruption of the flows of
international trade and payments, Several facilities are
available for extending credit to members for varying
periods up to ten years and subject to different degrees
of conditionality. For example, the extended Fund fa-
cility, which was set up in 1974, is designed to assist
members experiencing protracted payments difficulties
whose correction requires sustained effort through ap-
propriate policies. In credit arrangements that envisage
policy actions to be taken by the member, the use of the
Fund’s resources is normally made conditional upon
continued policy action in accordance with a program
agreed between the member and the Fund. However,
no policy adjustment would normally be required when
the need for balance of payments financing is of a
temporary character resulting solely from circumstances
believed to be likely to reverse themselves in the near
future, as under the compensatory financing facility
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designed to meet temporary shortfalls in export
earnings.

The limits placed under present policies on a mem-
ber’s use of the Fund’s credit facilities are defined in
terms of the member’s quota in the Fund. For example,
to meet a shortfall in export earnings, a member may
draw from the Fund up to 100 per cent of its quota.
On the other hand, in order to meet a protracted and
structural balance of payments problem, a member
may, subject to conditions as mentioned above, borrow
Fund resources up to 150 per cent of its quota in any
year, up to 450 per cent over three years, and, in some
circumstances, up to a cumulative limit of 600 per cent
of its quota, apart from any amounts borrowed by the
member under the compensatory financing and buffer
stock facilities.

The number of member countries using Fund re-
sources has increased substantially over the past
decade. Ninety-two members had outstanding drawings
at the end of 1982 as against 28 members at the end
of 1973. While the amount of outstanding Fund credit
has shown considerable cyclical variability, it increased
from its earlier peak of SDR 13 billion at the end of
1977 by some 80 per cent to SDR 25 billion at the
end of June 1983. For the non-oil developing countries
as a group, outstanding borrowings from the Fund at
the end of June 1983 amounted to more than 30 per
cent of the group’s non-gold reserve holdings. The
proportion of the outstanding Fund credit subject to
high conditionality has increased from 16 per cent
at the end of 1976 to 58 per cent at the end of 1982.
This evolution has resulted mainly from the need for
more active adjustment policies of members using Fund
resources in present circumstances and in the light of
the continuing requirement for safeguarding the re-
volving nature of the Fund’s resources. The steps de-
scribed earlier in this chapter to strengthen and broaden
surveillance and to monitor members’ external debt
developments could, by providing earlier warning of
impending problems, help to reduce the pressure on
the Fund’s limited financial resources.

To enable the Fund in the present economic situa-
tion to meet approved requests for financial assistance
in support of adjustment programs, the Board of Gov-
ernors has decided to increase quotas from SDR 61
billion to SDR 90 billion. The proposed increase is
subject to consent and payment of increased subscrip-
tions by member countries, which are expected to be
completed late in 1983. A further increase in the re-
sources available to the Fund will result from the recent
decision of the participants in the General Arrange-
ments to Borrow to support a proposed increase in the
total of commitments under these Arrangements from
SDR 6.4 billion to SDR 17 billion. In the past, the

82

resources available under the Arrangements could be
used only to support drawings by the ten participants
that are members of the Fund. The participants have
now agreed that these resources may be used by the
Fund in support of conditional credits to nonpartici-
pating Fund members if the Fund’s other resources
should prove inadequate to deal with an exceptional
situation associated with balance of payments prob-
lems of members of a character or aggregate size that
could threaten the stability of the international mone-
tary system. Switzerland, a nonmember of the Fund,
will become a full participant in the Arrangements.
The Fund, in association with the participants in the
General Arrangements to Borrow, has also concluded a
borrowing arrangement with Saudi Arabia, in the
amount of SDR 1.5 billion, that has similar purposes.
In addition, the Fund has supplemented these resources
through arrangements to borrow from members and
other official sources (see Chapter 3).

SDR Allocation

SDR allocations are made for “basic periods,” which
are specified in the Articles to be of five years’ duration
unless the Executive Board decides on a different dura-
tion. The two decisions on SDR allocation in the past
were for three-year periods, 1970-72 and 1979-81.
In accordance with the Articles, allocations can be
made on the basis of proposals by the Managing Direc-
tor, concurred in by the Executive Board, and approved
by the Board of Governors by an 85 per cent majority
of the total voting power. The most recent allocation
of SDRs was made on January 1, 1981; this was the
last allocation of the third basic period. No allocations
have been made in the fourth basic period, which began
on January 1, 1982, because the broad support among
members required to enable the Managing Director to
make a proposal has not yet emerged.

The question of further SDR allocations is currently
under review by the Executive Board. At its meeting
in Washington, D.C., in February 1983, the Interim
Committee considered the question of allocations of
SDRs in view of developments since the Annual Meet-
ing in Toronto in September 1982. The Committee’s
discussion was held against the backdrop of declining
inflation rates in several of the industrial countries,
together with concerns that reduced trade flows, gen-
erally depressed commodity prices, and, in particular,
the external debt problems of several countries might
be linked in part to an inadequate supply of interna-
tional liquidity. The Executive Board was asked to
review the latest trends in economic growth, inflation,
and international liquidity so that the Managing Direc-
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tor could determine before the next meeting of the
Interim Committee (in September 1983) whether a
proposal for a new SDR allocation could be made that
would command broad support among Fund members.

In decisions on SDR allocation, the Fund is required
by its Articles of Agreement to take several elements
into account, There must be a long-term global need
to supplement existing reserve assets. Also, SDR allo-
cations must promote the attainment of the Fund’s
purposes and be consistent with the objective of avoid-

ing economic stagnation and deflation as well as excess
demand and inflation in the world. In addition to these
requirements, the objective of making the SDR the
principal reserve asset in the international monetary
system must also be recognized. A report by the Ex-
ecutive Board on the question of SDR allocation will
be the subject of discussion at the next meeting of the
Interim Committee and at the Annual Meeting of the
Board of Governors in September 1983.
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Chapter 3
Activities of the Fund

Introduction

Developments in the world economy, as described in
Chapters 1 and 2 of this Report, were reflected in the
extensive use of the Fund’s resources by members in
the financial year ended April 30, 1983. Both aggre-
gate commitments under stand-by and extended ar-
rangements and gross and net purchases rose to new
peaks, with commitments rising by SDR 8.8 billion to
SDR 25 billion and gross purchases by SDR 3.3 billion
to SDR 10.3 billion (see Table 20). All of the com-
mitments were made to, and virtually all the purchases
were made by, non-oil developing countries. The
amounts involved surpassed previous high points by
very large proportions.

The bulk of the financial assistance made available
by the Fund to its members since 1977 has been
through purchases in amounts and under facilities that
require high degrees of conditionality in accordance
with the Fund’s policy of combining adjustment and
financing (see Table 21). By the end of the financial
year, 39 stabilization programs were in effect; of the
total of SDR 25 billion committed by the Fund under
these programs, about one third had been drawn by
members. The largest among the new commitments
during 1982/83 were the extended arrangements for
Brazil (SDR 4.2 billion) and Mexico (SDR 3.4 billion).

Notwithstanding the sharp increase in high-condition-
ality financing provided by the Fund, extensive use was
also made by members of the Fund’s low-conditionality
facilities, principally the compensatory financing fa-
cility. Resort to this facility, as well as to the buffer
stock financing facility, reflects the severe impact of
the international recession on primary exporting coun-
tries and the resultant shortfall in their export earnings.
Purchases under the compensatory financing facility
during 1982/83 rose to a record SDR 3.7 billion;
similarly, but on a much smaller scale, purchases under
the buffer stock financing facility reached a record level
(SDR 352 million).
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The sharp escalation in the use of the Fund’s re-
sources in the past few years, together with the prospect
of substantial payments imbalances among member
countries continuing for some time, has placed the
Fund’s financial resources under pressure. It is critical
that at this juncture the Fund should maintain its re-
sources at an adequate level, both to provide necessary
balance of payments financing in support of the ad-
justment policies adopted by its members and to act as
a catalyst in generating other flows of external finance—
particularly from commercial sources—that are vital
for a manageable and orderly resolution of current
world payments problems. A strengthening of the
Fund’s financial resources is thus being sought with
some urgency, through both an increase in members’
quotas (from SDR 61 billion to SDR 90 billion) and
an enlargement of the General Arrangements to Bor-
row (from SDR 6.4 billion to SDR 17 billion), along
with an expansion in the scope of the Arrangements.
Legislative or administrative action in member coun-
tries will be necessary before the new resources become
available; it is hoped that these procedures will have
been completed before the end of 1983.

Under its enlarged access policy, the Fund, since
mid-1981, has provided conditional financing to mem-
bers facing serious payments imbalances that are large
in relation to their quotas. The Executive Board will
be considering various aspects of this policy before the
next meeting of the Interim Committee in September
1983. The policy on enlarged access is financed by
Fund borrowing, and since May 1981 the Fund has
arranged to borrow SDR 9.3 billion from its members
and official institutions.

There were no allocations of SDRs during the year,
the last allocation being in 1981, which was the last
year of the third basic period. The question of further
allocations of SDRs, and also possibilities for further
improving the attractiveness of the SDR, are currently
under review by the Executive Board.
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Table 20. Selected Financial Activities by Type and Country, 1976-83

(In millions of SDRs)

Financial Year Ended April 30

1976 1977 1978 1979 1980 1981 1982 1983 1976-83
By Type
I. General Resources

Account
Gross purchases ! 5,267.4 4,749.7 2,367.3 1,239.2 2,210.8 4,3859 6,960.2 10,258.2 37,4387
Net purchases 2 (4,866.6) (3,899.6) (—1,861.8) (—3,267.2) (—1,041.8) (1,924.2) (4,950.3) (8,703.1) (18,173.0)

II. Administered

Accounts
Trust Fund loans — 317 268.2 670.0 961.7 1,059.9 — — 2,991.5
Oil facility subsidy

account payments

(grants) 13.8 27.5 25.0 19.1 27.8 50.1 9.3 2.5 175.1
Supplementary

financing

facility subsidy

account

payments

(grants) — — — — — — 22.9 443 67.2

1I1. SDR allocations — — — 4,032.6 4,033.2 4,052.5 — — 12,1183
Total 5,281.2 4,808.9 2,660.5 5,960.9 7,233.5 9,548.4 6,992.4 10,305.0 52,790.8
By Country (I 4 II 4 III)

Industrial countries 2,391.3  2,198.1 1,438.8 2,593.7 2,617.6 2,543.9 — 540 13,8375
United States — — — 874.1 874.1 857.3 — —_ 2,605.5
United Kingdom 1,000.0 1,700.0 1,250.0 304.2 304.2 298.3 — — 4,856.8
Italy 780.2 —_ 90.0 129.0 128.9 126.5 — — 1,254.6
Others 611.1 498.1 98.8 1,286.4 1,310.4 1,261.8 — 54.0 5,120.6

Developing countries 2,889.9 2,610.8 1,221.7 3,367.2 4,615.9 7,004.3  6,992.4 10,251.0 38,9533
Oil exporting — — — 369.3 369.3 380.3 — 65.1 1,184.0
Non-oil developing 2,889.9 2,610.8 1,221.7 2,997.9 4,246.6 6,624.0 6,992.4 10,185.0 37,769.3

Africa 580.5 635.3 336.6 861.7 1,262.6 14729 19999 2,072.1 9,221.6
Asia 882.0 603.8 4354 1,011.5 1,197 4 3,448.3 3,163.5 3,106.1 13,848.0
Europe 611.5 340.1 271.6 249.0 765.8 981.2 1,326.0 1,188.1 5,733.3
Middle East 133.6 199.5 143.1 289.7 1524 75.7 .8 25.2 1,020.0
Western Hemisphere 682.3 832.1 35.0 586.0 868.4 646.0 502.2 3,7944 7,946.4

All countries 5,281.2 4,808.9 2,660.5 5,960.9 7,233.5 9,548.4 6,992.4 10,305.0 52,790.8

Memorandum:

Stand-by and extended
arrangements as of
April 30
Commitments 1,472.2 5,197.6 5,759.3 1,600.4 3,049.7 9,475.1 16,206.3 25,025.5 —_—

As per cent of
total quotas 5.0 17.8 17.8 4.1 7.8 15.9 26.7 41.0 —_
Undrawn balances 1,085.8 3,581.1 3,638.8 1,377.5 2,718.0 8,076.4 11,154.6 16,405.1 —_—

As per cent of
commitments 73.8 68.9 63.2 86.1 89.1 85.2 68.8 65.6 —

Gold distribution 3 — 209.7 212.6 220.4 230.8 — — — 873.5

Profits from gold sales
distributed to
developing countries 4 — — 222.6 70.6 302.4 400.2 — — 995.8

1 Excluding purchases in the reserve tranche.

2 Excluding purchases and repurchases in the reserve tranche; net repurchases (—).

3 Valued at SDR 35 per fine ounce.

4 Distribution in U.S. dollars. SDR amounts based on SDR/U.S. dollar rate in effect at time of distribution.

A comprehensive review of the procedures for con-
sultations between the Fund and its members under
Article IV was conducted by the Executive Board in
April 1983. As a result, a number of procedural
changes were introduced to ensure greater regularity

of consultations. Such consultations remain the prin-
cipal means by which the Fund exercises surveillance
over the exchange rate policies of individual member
countries.

The Executive Board also discussed Fund policies
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Table 21.
(In billions of SDRs)

Low-Conditionality and High-Conditionality Purchases, 1976-83

Financial Year Ended April 30

1976 1977 1978 1979 1980 1981 1982 1983

L. Low-conditionality purchases 5.09 2.97 0.41 0.64 1.05 1.56 1.65 4.12
First credit tranche 0.29 0.78 0.09 0.13 0.16 0.78 0.02 0.03

0il facility 397 0.44 — — — — —_ —
Compensatory financing facility 0.83 1.75 0.32 0.46 0.86 0.78 1.63 3.74

Buffer stock facility —1 — — 0.05 0.03 — — 0.35

II. High-conditionality purchases 0.18 1.78 1.96 0.59 1.15 2.82 531 6.14
Credit tranche 0.17 1.59 1.85 0.35 0.93 1.90 2.73 3.68
Extended Fund facility 0.01 0.19 0.11 0.24 0.22 0.92 2.58 2.46

II1. Total I 4 I 5.27 4.75 2.37 1.24 2.21 4.39 6.96 10.26

1 Less than SDR 5 million.

and external debt-servicing problems of member coun-
tries and agreed that the Fund should try to improve
the external debt surveillance content of Article IV
consultations as well as those relating to stand-by and
extended arrangements. It was also agreed that the
Fund should improve its ability to compile and analyze
timely and adequate information on external debt de-
velopments and problems on a worldwide basis in
cooperation with other institutions like the World Bank
and the Bank for International Settlements.

In May 1982 the Executive Board reviewed the
technical assistance services offered by the Fund in the
areas of central banking and fiscal affairs. It reaffirmed
that the Fund would continue to adopt a flexible and
pragmatic approach, taking into account the specific
needs of member countries. During the year, in re-
sponse to the developing international financial situa-
tion and the needs of some member countries, the Fund
expanded its technical assistance in the area of external
debt.

Membership and Quotas

Membership and Participation in the
Special Drawing Rights Department

On May 6, 1982, Hungary became a member of the
Fund with a quota of SDR 375 million, raising the
total membership to 146 and the total of members’
quotas to SDR 61,059.8 million. Hungary elected to
participate in the Special Drawing Rights Department
and, as a result, all Fund members were participants
in that Department at the end of the financial year.
The application of the Polish People’s Republic for
membership, which was received during the preceding
year, is still pending.
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Eighth General Review of Quotas

Under the Articles of Agreement, the Board of Gov-
ernors is required to conduct general reviews of Fund
quotas at intervals of not more than five years. In ac-
cordance with this requirement, the Eighth General
Review of Quotas was completed on March 31, 1983,
when the Board of Governors adopted a resolution !
authorizing an increase of 47.5 per cent in aggregate
Fund quotas from the present level of SDR 61,059.8
million to SDR 90,034.8 million. The overall magni-
tude of the increase in Fund quotas under the Eighth
General Review was agreed in the light of the financing
and adjustment role envisaged for the Fund in the
world economic conditions likely to prevail over the
next several years.

The proposed new quotas for each member, before
rounding, were arrived at as follows: 40 per cent of
the overall increase was distributed to all members in
proportion to their existing individual quotas; the re-
maining 60 per cent was distributed in the form of
selective adjustment in proportion to each member’s
share in the total of “calculated” quotas, which are
derived from formulas considered to broadly reflect
members’ relative positions in the world economy.

These formulas were reduced from ten to five by
eliminating those which included merchandise trade as
a proxy for the current account. The formulas were
changed in some respects, but the economic criteria
used in the past were retained. Some of the modifica-
tions broadened the definition of certain economic vari-
ables used to represent those criteria; for instance, the
importance of a member’s reserves in the calculations
was increased by introducing this variable in four of
the five formulas that did not contain it and the weight
of the variability of current receipts was reduced.

1 Resolution No. 38-1, adopted March 31, 1983 and repro-
duced in Appendix II.
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The Executive Board also considered the positions
of 17 members with very small quotas (i.e., with
existing quotas of less than SDR 10 million) and agreed
that the proposed quotas resulting from the application
of the distribution method be rounded to the next
higher multiple of SDR 0.5 million for these members.
The Executive Board also agreed that the proposed
quotas for all other members be rounded to the next
higher multiple of SDR 0.1 million.

The procedure for implementing the quota increase
has been agreed as follows. Each member has until
November 30, 1983 to consent to the proposed increase
in its quota. The Executive Board may extend the
period of consent if it deems it appropriate. Twenty-five
per cent of the increase in each member’s quota is pay-
able in reserve assets, either in SDRs or in currencies
of other members prescribed by the Fund, subject to
their concurrence, or in any combination of SDRs and
such currencies. A reserve asset payment increases the
usable resources of the Fund and thereby strengthens
its liquidity. The balance of 75 per cent is payable by
the member in its domestic currency.

The new quotas will become effective for members
that have notified the Fund of their consent after the
Fund determines that consents have been received from
members having not less than 70 per cent of present
total quotas and after the consenting members have
paid their increased subscriptions in full. A member
has 30 days to pay the increase in its subscription from
the date it consents or the date the Fund determines
that the participation requirement has been met, which-
ever is later. The new quotas are intended to become
effective before the end of 1983, involving a con-
siderable acceleration of the normal timetable for com-
pletion of a general review of quotas. The accelera-
tion was considered necessary in view of the prevailing
international economic and financial conditions and
resultant strains on the Fund’s resources.

As of August 2, 1983, 19 members (Burma, Costa
Rica, Cyprus, Denmark, Ethiopia, Gabon, The Gambia,
Honduras, Kuwait, Malaysia, Malta, Nigeria, Norway,
the Philippines, Seychelles, South Africa, Swaziland,
Uganda, and the United Kingdom) accounting for
13.22 per cent of total quotas in the Fund as of Feb-
ruary 28, 1983 had consented to increases in their
quotas. (See Appendix I, Table I.15 for present quotas
and the proposed quotas under the Eighth General
Review.)

Transactions and Operations in the
General Resources Account

The salient feature of activity in the General Re-
sources Account in 1982/83 was the rise of nearly
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50 per cent in total purchases (excluding those in the
reserve tranche) from SDR 7.0 billion in 1981/82 to
SDR 10.3 billion—the highest level of purchases in
any one financial year. Increases occurred under al-
most all facilities, but the most substantial rise was in
purchases under the compensatory financing facility
which increased from SDR 1.64 billion to SDR 3.74
billion. Purchases under the extended Fund facility
showed a slight fall from SDR 2.58 billion to
SDR 2.46 billion. (See Chart 22 and Table 22.)

Chart 22. Use of Fund’s Resources as at
April 30, 1972-83

Total repurchases during the year declined further
to SDR 1.56 billion, the lowest level since financial
year 1976/77. This decline reflects the relatively low
level of purchases made three to five years ago. Most
repurchases were in respect of purchases made under
the oil facility and under the compensatory financing
facility. The last outstanding purchases under the oil
facility were fully repaid in May 1983. The first repur-
chase in respect of a purchase under the supplementary
financing facility was made in November 1982. At the
end of the financial year 1982/83, outstanding pur-
chases amounted to SDR 23.6 billion—an all-time
high—compared with SDR 14.9 billion at April 30,
1982.
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Table 22. Flow of Transactions in the General Resources Account and Resulting Stocks, 1977-83
(In millions of SDRs)

Financial Year Ended April 30

Type of Transaction 1977 1978 1979 1980 1981 1982 1983
Total purchases 4910 2,503 3,720 2,433 4,860 8,041 11,392
Reserve tranche 161 136 2,480 222 474 1,080 1,134
Credit tranches 2,370 1,937 485 1,106 2,682 2,748 3,703
Buffer stock — — 48 26 — — 352
Compensatory financing 1,7531 322 465 863 784 1,635 3,740
Extended facility 190 109 242 216 920 2,578 2,463
0il facility 437 — — — — — —
Total repurchases 868 4,485 4,859 3,776 2,853 2,010 1,555
Gold sales 411 452 453 419 — —_ —
Replenishment up to May 31, 1978 201 239 — — — — —
Competitive bids — — 181 187 — — —
Noncompetitive bids — — 51 1 — —_ —
In distributions 210 213 220 231 — — —_—
Outstanding borrowings
In connection with oil facility 6,702 6,329 4,257 2,474 1,528 526 18
Under General Arrangements to Borrow 911 1,576 777 777 777 777 777
From Swiss National Bank 89 154 — — — —_— J—
Supplementary financing facility — — — 502 2,018 4,112 6,037
Under policy on enlarged access — — — — — 1,358 4,120
Holdings of General Resources Account
at end of year
Usable currencies 2 5,300 11,200 8,800 10,600 23,400 17,400 14,400
SDRs 771 1,371 1,290 1,407 5,445 5,456 4,335
Gold 3 4,959 4,507 4,055 3,636 3,620 3,620 3,620

1In addition, credit tranche purchases equivalent to SDR 39.56 million in the financial year ended April 30, 1976 were reclassi-
fied as having been made under the compensatory financing decision.

2 “Usable currencies” are those that are available to the Fund for net sales through the operational budget, except for those cur-
rencies held by the Fund in excess of quota. Since the Second Amendment became effective on April 1, 1978, the criterion for
including currencies for net sales is that the members concerned have a balance of payments and reserve position that the Fund

considers “sufficiently strong” for that purpose.
3 Valued at SDR 35 per fine ounce.

Purchases

Reserve Tranche Purchases

Reserve tranche 2 purchases represent a use of
members’ own liquid reserves in the Fund, and do not
constitute use of Fund credit. Members using the
credit tranches or the extended Fund facility have
the option, under a decision taken by the Fund in
1981,3 of either retaining or using their reserve tranche
positions. Of the members with outstanding purchases
under such arrangements, 33 retained their reserve
tranche positions, totaling over SDR 459.5 million.
During 1982/83, reserve tranche purchases by 28 mem-
bers totaled SDR 1.1 billion, a slight increase from the
SDR 1 billion in the previous financial year and the
highest level since 1978/79. The largest such purchases

2The “reserve tranche” is measured by the extent to which
the Fund’s holdings of a member’s currency in the General
Resources Account, after deducting holdings excluded under
Article XXX (¢), are less than its quota.

3 Executive Board Decision No. 6830-(81/65), adopted
April 22, 1981, effective May 1, 1981, Selected Decisions,
Tenth Issue, page 299. The decision excluded holdings from
purchases in the credit tranches or under the extended Fund
facility under Article XXX (c) (iii).
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were made by Brazil (SDR 259.8 million), Argentina
(SDR 228.4 million), Indonesia (SDR 218.4 million),
and Iraq (SDR 111.9 million). Also, some members
drew on their reserve tranche positions to settle their
financial obligations to the Fund.

Credit Tranche Purchases

Purchases in the credit tranches increased sharply in
1982/83, to a record SDR 3.7 billion from SDR 2.7
billion in the previous year. (See Table 22.) The
largest amounts purchased were by Yugoslavia
(SDR 590.5 million), Romania (SDR 402.0 million),
Argentina (SDR 300.7 million), and Turkey (SDR 300
million). (See Appendix I, Table 1.5.) Of the remain-
ing amount, SDR 1,632.0 million was purchased by
29 members under stand-by arrangements, and
SDR 477.5 million by 5 members making credit
tranche purchases that were not under stand-by arrange-
ments. Two of these members, Brazil and Mexico,
purchased the amounts available to them in the first
credit tranche (SDR 249.4 million and SDR 200.6 mil-
lion, respectively) as part of a package of assistance
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Table 23. Status of Stand-By Arrangements and Extended Fund Facility Arrangements on April 30, 1983

(In millions of SDRs)

Date of Amount Amount Undrawn
Member Inception Expiration Quota Agreed Drawn Balance
Stand-by arrangements
Argentina 1/24/83 4/23/84 802.50 1,500.00 300.74 1,199.26
Bangladesh 3/28/83 8/31/83 228.00 68.40 22.80 45.60
Barbados 10/1/82 5/31/84 25.50 31.88 12.38 19.50
Central African
Republic 4/22/83 4/21/84 24.00 18.00 — 18.00
Chile 1/10/83 1/9/85 325.50 500.00 122.00 378.00
Costa Rica 12/20/82 12/19/83 61.50 92.25 18.45 73.80
El Salvador 7/16/82 7/15/83 64.50 43.00 27.50 15.50
Guinea 12/1/82 11/30/83 45.00 25.00 11.50 13.50
Haiti 8/9/82 9/30/83 34.50 34.50 17.00 17.50
Honduras 11/5/82 12/31/83 51.00 76.50 30.60 45.90
Hungary 12/8/82 1/7/84 375.00 475.00 225.60 249.40
Kenya 3/21/83 9/20/84 103.50 175.95 45.20 130.75
Liberia 9/29/82 9/28/83 55.50 55.00 35.00 20.00
Madagascar 7/9/82 7/8/83 51.00 51.00 40.80 10.20
Malawi 8/6/82 8/5/83 28.50 22.00 16.00 6.00
Mali 5/21/82 5/20/83 40.50 30.38 30.38 —
Philippines 2/25/83 2/28/84 315.00 315.00 50.00 265.00
Romania 6/15/81 6/14/84 367.50 1,102.50 542.00 560.50
Senegal 11/24/82 11/23/83 63.00 47.25 5.91 41.34
Somalia 7/15/82 1/14/84 34.50 60.00 33.75 26.25
South Africa 11/3/82 12/31/83 636.00 364.00 159.00 205.00
Sudan 2/23/83 2/22/84 132.00 170.00 68.00 102.00
Thailand 11/17/82 12/31/83 271.50 271.50 94.80 176.70
Togo 3/4/83 4/3/84 28.50 21.37 2.00 19.37
Turkey 6/18/80 6/17/83 300.00 1,250.00 1,160.00 90.00
Uganda 8/11/82 8/10/83 75.00 112.50 75.00 37.50
Uruguay 4/22/83 4/21/85 126.00 378.00 —_— 378.00
Yugoslavia 1/30/81 12/31/83 415.50 1,662.00 1,283.00 379.00
Zambia 4/18/83 4/17/84 211.50 211.50 31.50 180.00
Zimbabwe 3/23/83 9/22/84 150.00 300.00 60.00 240.00
Total 9,464.48 4,520.91 4,943.57
Extended Fund facility arrangements
Brazil 3/1/83 2/28/86 997.50 4,239.38 124.88 4,114.50
Dominica 2/6/81 2/5/84 2.90 8.55 6.41 2.14
Dominican
Republic 1/21/83 1/20/86 82.50 371.25 74.25 297.00
India 11/9/81 11/8/84 1,717.50 5,000.00 2,400.00 2,600.00
Ivory Coast 2/27/81 2/22/84 114.00 484.50 330.60 153.90
Jamaica 4/13/81 4/12/84 111.00 477.70 328.00 149.70
Mexico 1/1/83 12/31/85 802.50 3,410.63 100.31 3,310.32
Pakistan 12/2/81 11/23/83 427.50 919.00 635.00 284.00
Peru 6/7/82 6/6/85 246.00 650.00 100.00 550.00
Total 15,561.01 4,099.45 11,461.56
Total stand-by and extended
Fund facility arrangements 25,025.49 8,620.36 16,405.13

approved in conjunction with arrangements under the
extended Fund facility. Of the three other members,
the Yemen Arab Republic purchased its first and sec-
ond credit tranches (SDR 9.75 million) and the
People’s Democratic Republic of Yemen its first credit
tranche (SDR 15.38 million) under the Fund’s policy
on emergency assistance relating to natural disasters.
The use of ordinary resources under stand-by arrange-
ments amounted to SDR 1,327.4 million. More than

half of the financing under the stand-by arrangements
was from borrowed resources under the supplementary
financing facility (SDR 956.7 million) and the en-
larged access policy (SDR 941.1 million).

Stand-by arrangements were approved for 27 mem-
bers during the year under review, a number exceeded
only in 1968 (32). (See Table 23 and Appendix I,
Table 1.4.) The amount approved under the arrange-
ments totaled a record SDR 5.45 billion, an increase
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of SDR 2.34 billion over 1981/82. More than half of
this total, SDR 2.9 billion, is to be financed with bor-
rowed resources under the enlarged access policy. The
commitment of ordinary resources for all the arrange-
ments amounts to SDR 2.6 billion. The largest stand-by
arrangement was approved for Argentina, for SDR 1.5
billion for a 15-month period. Two-year arrangements
were approved for two members: SDR 500 million
for Chile, and SDR 378 million for Uruguay. The other
arrangements were for periods of 5 months to 20
months for amounts ranging from SDR 18 million for
the Central African Republic to SDR 475 million for
Hungary. All but 5 of the arrangements provided for
use of borrowed resources under the enlarged access
policy. One arrangement (Thailand) was canceled dur-
ing the year and replaced by a new arrangement. As
at April 30, 1983, undrawn balances under stand-by
arrangements amounted to SDR 4.9 billion (see
Table 23) and two arrangements were inoperative
because of members’ failure to observe performance
criteria.

Extended Fund Facility

The extended Fund facility 4 provides medium-term
assistance to member countries for longer periods and
in amounts larger in relation to quotas than under the
tranche policies to overcome serious structural balance
of payments maladjustments. The Executive Board, in
its latest review in July 1982 of the decision on the
facility, together with a review of the Fund’s stand-by
arrangements, decided that the provisions of the facility
were appropriate in present circumstances. It was de-
cided to have a further review not later than the time
when the Eighth General Review of Quotas became
effective.

During 1982/83, four new arrangements, all for
three-year periods, were approved for a total of
SDR 8.7 billion, compared with five arrangements for
a total of SDR 8.2 billion in 1981/82. Purchases under
the arrangements are to be financed with borrowed
resources under the enlarged access policy for SDR 5.7
billion and from the Fund’s ordinary resources for
SDR 3 billion. The largest arrangements were for
Brazil (SDR 4.2 billion) and Mexico (SDR 3.4 bil-
lion). The two other arrangements were for Peru
(SDR 0.7 billion) and the Dominican Republic
(SDR 0.4 billion). The arrangements for Zaire and

4 Executive Board Decision No. 4377-(74/114), adopted
September 13, 1974, as amended by Decisions Nos.
6339-(79/179), December 3, 1979, and 6830-(81/65), April 22,
1981, effective May 1, 1981, Selected Decisions, Tenth Issue,
pages 27-31.
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Zambia that took effect early in 1981/82 were can-
celed in June and July 1982, respectively.

Purchases under extended arrangements (SDR 2.5
billion) were close to the previous year’s level
(SDR 2.6 billion). Of nine members making purchases,
India purchased more than half the total amount,
SDR 1.5 billion, and Pakistan purchased the second
largest amount, SDR 0.3 billion. The other purchases
were made by Brazil, Dominica, the Dominican Re-
public, Ivory Coast, Jamaica, Mexico, and Peru and
ranged from SDR 2.9 million to SDR 153.9 million.
SDR 1.2 billion, or about half of the total amount
purchased, was financed from the Fund’s ordinary re-
sources, while the remainder was financed through
borrowed resources under the supplementary financing
facility (SDR 1.0 billion) and under the enlarged
access policy (SDR 0.2 billion). As of April 30, 1983,
total undrawn commitments under the extended Fund
facility amounted to SDR 11.5 billion, compared with
SDR 6.5 billion a year earlier.

Supplementary Financing Facility

The supplementary financing facility > enabled the
Fund to provide supplementary financing under stand-
by and extended arrangements in conjunction with the
use of the Fund’s ordinary resources. The facility was
financed by 14 lenders, which agreed in 1979 to pro-
vide a total of SDR 7.8 billion. Under these agree-
ments, funds could not be committed after February 22,
1982 nor be borrowed by the Fund after February 22,
1984.

Resources borrowed under the facility in 1982/83
and disbursed for purchases by members under stand-by
and extended arrangements amounted to SDR 2.0 bil-
lion, compared with SDR 2.1 billion in 1981/82. This
amount was used in conjunction with the Fund’s ordi-
nary resources and in some cases along with resources
borrowed under the subsequently established enlarged
access policy. As of April 30, 1983 a total of SDR 6.1
billion had been disbursed under the facility.

Policy on Enlarged Access to Fund Resources

In March 1981 the Executive Board adopted a pol-
icy on enlarged access to the Fund’s resources until the
Eighth General Review of Quotas becomes effective.®

5 Executive Board Decision No. 5508-(77/127), adopted
August 29, 1977, Selected Decisions, Tenth Issue, pages 33-38.

6 Executive Board Decision No. 6783-(81/40), adopted
March 11, 1981, Selected Decisions, Tenth Issue, pages 40-45.
See also Annual Report of the Executive Board for the
Financial Year Ended April 30, 1981, pages 85-88. (Herein-
after referred to as Annual Report, 19—.)
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Under this policy, following the full commitment of
resources from the supplementary financing facility
and the completion of new borrowing agreements, the
Fund has been able to continue its assistance to mem-
bers facing payments imbalances that are large in rela-
tion to their quotas and which need resources in larger
amounts and for longer periods than are available under
the regular tranches. Drawings on the Fund’s resources
under this policy, as under the supplementary financing
facility, are determined in specified proportions from
ordinary and borrowed resources in accordance with
existing policies on phasing and performance criteria.

The Managing Director is authorized to substitute,
prior to February 22, 1984, supplementary financing
resources for enlarged access resources if supple-
mentary financing facility funds have become available
from a canceled or expired arrangement. Thus, during
the year a total of SDR 0.8 billion of supplementary
financing funds was substituted for enlarged access
resources in arrangements for four members (The
Gambia, India, Liberia, and Mauritius). (See Appen-
dix I, Table 1.5.) A further amount of SDR 150 million
was substituted in May 1983 in connection with a pur-
chase by India under its extended arrangement.

The Executive Board reviewed the policy on en-
larged access in May 1983 and will consider this further
before the next meeting of the Interim Committee.
The aspects to be considered include, inter alia, the
limits in relation to quotas on conditional access to the
Fund’s resources, which currently are 150 per cent of
quota annually or 450 per cent over three years, with
a cumulative limit of 600 per cent.”

Compensatory Financing Facility—Exports

The compensatory financing facility compensates
members for temporary shortfalls in export earnings
due largely to circumstances beyond their control. Use
of the facility has continued to increase significantly
in terms of the number of members making purchases
as well as in absolute size and as a share of total Fund
credit since the major liberalizations of the facility in
December 1975 and August 1979.

In 1982/83, 29 members made use of the facility
for a total of SDR 3.7 billion, of which Brazil pur-
chased the largest amount, SDR 965 million (96.7 per
cent of quota) and South Africa the second largest
amount, SDR 636 million (100 per cent of quota).
(See Appendix I, Table 1.5.) Other large purchases
were made by Argentina (SDR 520.1 million or
64.8 per cent of quota) and by Chile (SDR 295 million

7See also Annual Report, 1982, pages 82-83.
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or 90.6 per cent of quota). The remaining amounts
purchased under the facility ranged from SDR 1.6 mil-
lion (or 50 per cent of quota) by the Solomon Islands
to SDR 199.9 million (or 81.3 per cent of quota) by
Peru. As of April 30, 1983, outstanding purchases
amounted to SDR 6.8 billion (by 67 members), repre-
senting 29 per cent of total purchases outstanding.
Thirty-two members had compensatory financing pur-
chases outstanding in amounts exceeding 50 per cent
of their quotas, of which eleven were at 100 per cent
or more of their quota.

The facility was comprehensively reviewed by the
Executive Board in July 1983.

Compensatory Financing of Fluctuations
in the Cost of Cereal Imports

Assistance for fluctuations in the cost of cereal im-
ports is integrated with the assistance available for
export shortfalls. Outstanding purchases in respect
of export shortfalls and cereal import costs combined
may be up to 125 per cent of the member’s quota. This
facility, which is operative for an initial period of four
years from May 13, 1981, provides assistance to mem-
bers to finance temporary increases in the costs of
cereal imports that are caused by factors largely be-
yond the member’s control.®

During the year, three members—Bangladesh,
Kenya, and Malawi—purchased the equivalent of
SDR 71.2 million, SDR 60.4 million, and SDR 12.2
million, respectively. Since its inception, five members
(Bangladesh, Kenya, Korea, Malawi, and Morocco)
have made purchases under the facility, and the amount
outstanding as of April 30, 1983 was SDR 0.5 billion.
One member, Morocco, had an amount outstanding
under the 1981 decision of 105.1 per cent of quota,
while the others were all below 100 per cent.

Buffer Stock Financing Facility

The buffer stock financing facility, established in
1969,% assists members in balance of payments need
in financing their contributions to international buffer
stocks which meet the criteria laid down in the decision
establishing the facility. The Fund has, to date, author-
rized the use of its resources to finance members’ con-
tributions to cocoa, tin, sugar, and rubber buffer stocks.
Purchases under the buffer stock financing facility

8 Executive Board Decision No. 6860-(81/81), adopted

May 13, 1981, Selected Decisions, Tenth Issue, pages 65-70.

9 Executive Board Decision No. 2772-(69/47), June 285, 1969,
as amended by Decision No. 4913-(75/207), December 24,
1975, Selected Decisions, Tenth Issue, pages 70-71.
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reached a record SDR 352 million in 1982/83. Pur-
chases were made by 10 members (see Appendix I,
Table 1.5) in 14 transactions for their contributions
to buffer stocks established under the Fifth and Sixth
International Tin Agreements, the 1977 International
Sugar Agreement, and the 1980 International Natural
Rubber Agreement.

Five members—Australia, the Dominican Republic,
Malawi, Mauritius, and Swaziland—purchased a total
of SDR 48.5 million for contributions under the Inter-
national Sugar Agreement, and four members—
Bolivia, Indonesia, Malaysia and Thailand—purchased
SDR 172.9 million for contributions under the Fifth
and Sixth International Tin Agreements. (Indonesia
contributed under the Sixth Agreement and Malaysia
contributed under both the Fifth and Sixth Agree-
ments.) Indonesia, Malaysia, Sri Lanka, and Thailand
purchased SDR 130.6 million for contributions under
the International Natural Rubber Agreement.

On November 12, 1982 the Executive Board, after
a review of the terms of the 1979 International Natural
Rubber Agreement and the Sixth International Tin
Agreement, adopted a decision 1° permitting the Fund’s
buffer stock financing facility to be used to finance
eligible members’ compulsory contributions to the buffer
stocks of these two Agreements.

The International Natural Rubber Agreement, which
entered into force provisionally in October 1980 and
definitively in April 1982, provides for the joint opera-
tion of an international buffer stock of 550,000 tons
of rubber to stabilize world rubber prices within an
agreed intervention price range. The Agreement will be
in operation through October 1985. The Sixth Inter-
national Tin Agreement came into force on July 1,
1982 for five years with a possible extension for an-
other two years. It currently provides for a total buffer
stock of 39,666 tons of tin and for export controls as
the principal operating mechanisms to stabilize the
price of tin within an intervention range, which may
be adjusted to conform with the medium-term price
trend. The Fund has also approved assistance to mem-
bers in connection with the First International Cocoa
Agreement, but no drawings have been made to date
under that Agreement.

Since the establishment of the buffer stock financing
facility in 1969, Fund assistance in connection with
the Fourth, Fifth, and Sixth International Tin Agree-
ments, the International Sugar Agreement, and the
International Natural Rubber Agreement has totaled
SDR 455.7 million to 15 countries as of April 30,
1983. Purchases outstanding -under the buffer stock

10 Executive Board Decision No. 7247-(82/147), adopted
November 12, 1982 (reproduced in Appendix II), Selected
Decisions, Tenth Issue, pages 74-75.

92

financing facility at the end of the financial year totaled
SDR 307 million.

Repurchases

Repurchases during 1982/83 totaled SDR 1,555
million, which was about 23 per cent below the total of
SDR 2,010 million repurchased in 1981/82. About 35
per cent of the repurchases were related to purchases
under the compensatory financing facility. Repurchases
in respect of purchases made under the oil facilities of
1974 and 1975 amounted to about 34 per cent. As of
May 11, 1983, all repurchases related to purchases
under the 1974 and 1975 oil facilities were completed.
Of the total repurchases, about 26 per cent was related
to purchases in the credit tranches, including those
made under extended arrangements and stand-by ar-
rangements, and a small amount (5 per cent) repre-
sented buffer stock and gold tranche repurchases (the
latter relating to purchases made prior to the Second
Amendment, April 1, 1978). Repurchases by industrial
countries (SDR 309 million), nearly 20 per cent of the
total, included a large repurchase (SDR 155 million) by
the United Kingdom in repayment of purchases under
the 1975 oil facility. Seven members (Bangladesh,
Barbados, Grenada, St. Lucia, Sri Lanka, Tanzania, and
Uruguay) repurchased a total “overcompensation” of
SDR 84.9 million, that is, the amount by which their
purchases under the compensatory financing facility,
based on partly estimated export data, had exceeded the
actual shortfall.

No outstanding purchases were covered by the guide-
lines for early repurchase during the financial year.!!
However, in May 1983 China made an early repurchase
of SDR 334 million that was calculated in accordance
with the guidelines for early repurchase.

Fund Liquidity

The Fund’s liquidity position !? is regularly reviewed
by the Executive Board. The latest of these reviews was
carried out in April 1983. The Executive Board takes
account of all relevant quantitative and qualitative fac-
tors, particularly the need to maintain the liquidity of
creditors’ claims on the Fund and the Fund’s ability to
meet its responsibilities in financing and adjustment.
The Fund must always be in a position to meet possible
demands for encashment of reserve tranche positions or
creditor’s claims and to cover its commitments under

11 Executive Board Decisions Nos. 5704-(78/39), adopted
March 22, 1978, and 6172-(79/101), adopted June 28, 1979,
Selected Decisions, Tenth Issue, pages 101-105.

12 The Fund’s overall liquidity position is the relationship
between its immediately usable assets, comprising SDRs and
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stand-by and extended arrangements. Therefore, the
Fund must have adequate ordinary and borrowed
resources.

The Fund’s usable currencies are those of the mem-
bers whose balance of payments and gross reserves
position are considered by the Executive Board to be
sufficiently strong in a particular quarter to be sold by
the Fund through its operational budget to finance other
members’ drawings. Consequently, the list of usable
currencies varies with changes in the members’ external
payments and reserve positions. At the end of the finan-
cial year 1983, five currencies accounted for over 80
per cent of the Fund’s holdings of usable currencies.
The SDRs held in the General Resources Account are
the most liquid asset of the Fund because they are
always usable, whereas the usability of a currency in a
particular quarter depends on whether the issuing mem-
ber’s balance of payments and reserve position is suffi-
ciently strong.

The Fund’s liquidity position came under increased
pressure during the year under review as evidenced by
the decline of SDR 4.2 billion in the Fund’s holdings
of usable currencies and SDRs to SDR 18.7 billion 2 as
of April 30, 1983. Concomitantly, there was an increase
in undrawn commitments, which resulted in a decline
of SDR 10.8 billion in uncommitted loanable funds to
SDR 8.0 billion as of the end of April 1983. At the
end of the financial year, the Fund’s usable resources
consisted of SDR 18.7 billion (SDR 14.4 billion of
usable currencies and SDR holdings of 4.3 billion in the
General Resources Account) compared with claims of
SDR 31.5 billion (SDR 10.9 billion of outstanding
borrowing and reserve tranche positions of SDR 20.6
billion) and undrawn balances under stand-by and
extended arrangements of SDR 5.7 billion.

The Fund’s SDR holdings (SDR 4.3 billion) at the
end of April 1983 amounted to about 20 per cent of
the cumulative allocation of SDR 21 billion, compared
with 25 per cent a year ago. But the Fund’s SDR hold-
ings could rise to over SDR 10 billion as a result of
payments for quota increases under the Eighth General
Review of Quotas and other possible inflows. Such a

usable currencies in the General Resources Account, and its
liquid liabilities, consisting of members’ liquid claims on the
Fund (reserve positions, undrawn balances of ordinary re-
sources and lenders’ claims on the Fund). The Fund’s holdings
of gold, amounting to 103.440 million ounces (valued at
SDR 35 per fine ounce), are not included in the category of
immediately usable resources. The sale of this gold for any
purpose requires an 85 per cent majority of the total voting
power of the Fund.

13 Taking into account the remuneration for the financial
year 1982/83 and quarterly charges paid in May 1983, the
usable resources would amount to SDR 18.0 billion.
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disproportionately large holding of SDRs by any single
holder, including the Fund, is not regarded as conducive
to a smooth working of the Special Drawing Rights
Department. Therefore, the Executive Board decided
that the Fund in determining the amounts of SDRs to
be transferred to members will be guided by the aim
of reducing the Fund’s SDR holdings to a level of
approximately SDR 1.5 billion by the end of 1983,
prior to the expected large inflows resulting from the
quota increases. The level of the Fund’s SDR holdings
will be reviewed again in the light of the progress made
in implementing the quota increases authorized under
the Eighth General Review of Quotas but not later than
the end of December 1983.

Borrowing

Borrowing provides an important temporary supple-
ment to the Fund’s ordinary resources. To date the
Fund has borrowed from official sources, which include
its members, Switzerland, and central banks and other
official institutions in these countries. These borrowing
arrangements and agreements have been as follows: the
General Arrangements to Borrow (GAB), initially
established in 1962; the oil facility agreements entered
into in 1974 and 1975, with drawings terminating in
1976; the supplementary financing facility, which took
effect in 1979 with borrowings to terminate in 1984;
and the bilateral borrowing arrangements with the Saudi
Arabian Monetary Agency and with the central banks
and official agencies of certain industrial countries to
finance the Fund’s commitments under the policy on
enlarged access.

The Fund’s guidelines for borrowing !> provide that
the Fund will not allow the total of outstanding borrow-
ing, plus unused credit lines, to exceed the range of 50
to 60 per cent of the total of Fund quotas. Since at
present all GAB lines of credit may not be called upon
at the same time, the total of outstanding borrowing is
defined to include either outstanding borrowing by the
Fund under the GAB or one half of the total credit
lines under the GAB, whichever is the greater. On
April 30, 1983, the Fund’s total outstanding borrowing
and unused lines of credit, calculated in accordance
with these guidelines, amounted to SDR 20.21 billion,
equivalent to 33.1 per cent of quotas (34.3 per cent on
April 30, 1982). The guidelines for borrowing are to be
reviewed in the coming months.

14 Executive Board Decision No. 7397-(83/70) S, adopted
May 16, 1983 and reproduced in Appendix II.

15 Executive Board Decision No. 7040-(82/7), adopted Jan-
uary 13, 1982, Selected Decisions, Tenth Issue, pages 231-32.
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General Arrangements to Borrow

The General Arrangements to Borrow (GAB),
originally concluded between the Fund and ten indus-
trial member countries in 1962 for four years, have
been periodically renewed, with some modifications,
including an increase in the original amount of the
credit line from Japan. Switzerland has been associated
with the GAB through separate agreement with the
Fund since June 11, 1964. The purpose of the GAB is
to provide supplementary resources to the Fund if
needed to forestall or cope with an impairment of the
international monetary system. To date its use has been
limited to financing Fund drawings by participants. The
Arrangements have been activated a total of nine times;
the last use was in connection with a reserve tranche
purchase, equivalent to SDR 777 million, in November
1978 by the United States. This amount is due for
repayment in November 1983.

The Arrangements were not due to be renewed until
October 23, 1985. However, on January 18, 1983 the
Ministers and Governors of the Group of Ten, noting
the strains that had developed in the international
monetary system, announced, inter alia, their decision,
subject to the necessary legislative approval, to increase
the aggregate commitments available under the GAB
from approximately SDR 6.4 billion to SDR 17 billion.
The enlargement and revision (see below) of the GAB
were approved by the Executive Board of the Fund on
February 24, 1983, and will take effect when all ten
original participants—Belgium, Canada, the Deutsche
Bundesbank, France, Italy, Japan, the Netherlands, the
Sveriges Riksbank, the United Kingdom, and the United
States—have notified the Fund in writing by Decem-
ber 31, 1983 of their concurrence in the amendments
and in the increased credit commitments. Until that
time the existing GAB decision continues in force.

The Ministers and Governors of the Group of Ten
also welcomed the intention of Switzerland to become
a participant in the GAB and decided that the neces-
sary amendments should be made to permit Switzer-
land’s participation. Subsequently, the Swiss Federal
Council endorsed a proposal under which the Swiss
National Bank would be the participating institution.
It is expected that Swiss parliamentary procedures for
approval will be completed by the end of 1983. Under
the Executive Board’s decision approving the revised
GAB, the final date for adherence by the Swiss National
Bank is April 30, 1984.

The main revisions to the GAB, apart from the in-

16 Executive Board Decision No. 7337-(83/37), adopted
February 24, 1983 (reproduced in Appendix II), Selected
Decisions, Tenth Issue, pages 131-45,
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creased commitments (see Table 24) and the authori-
zation for Swiss participation, are as follows:

(i) The Fund will be permitted to enter into bor-
rowing arrangements associated with the GAB with
lenders other than GAB participants.

(ii) The Fund will be permitted to borrow to finance
transactions with members that are not GAB partici-
pants provided that it is established that the Fund’s
resources are inadequate to meet requests for financing
of exceptional balance of payments situations of mem-
bers that could threaten the stability of the international
monetary system. Furthermore, such financing must be
under policies of the Fund requiring adjustment pro-
grams.

(iii) The interest rate, which was previously based
on the Fund’s rate of charges, with a minimum of 4 per
cent, is amended to equal the combined market interest
rate computed by the Fund from time to time to deter-
mine the rate at which it pays interest on holdings
of SDRs. A change in the method of calculating the

Table 24. General Arrangements to Borrow:
Participants and Amounts of Credit Arrangements

1. Prior to effective date of Decision No. 7337-(83/37)

Participant Amount
(In millions of
participant’s

currency)
United States of America  US$ 2,000
Deutsche Bundesbank DM 4,000
United Kingdom £ 357
France F 2,715
Italy Lit 343,750
Japan Yen 340,000
Canada Can$ 216
Netherlands f. 724
Belgium BF 7,500
Sveriges Riksbank SKr 517

Total SDR equivalent as at

January 31, 1983 6,429

II. From effective date of Decision No. 7337-(83/37)

Participant Amount
(In millions of
SDRs)
United States of America 4,250
Deutsche Bundesbank 2,380
Japan 2,125
France 1,700
United Kingdom 1,700
Italy 1,105
Canada 893
Netherlands 850
Belgium 595
Sveriges Riksbank 382
Swiss National Bank 1 1,020
17,000

1With effect from the date on which the Swiss National
Bank adheres to Executive Board Decision No. 7337-(83/37)
(reproduced in Appendix II) in accordance with Paragraph 22
of that decision. See also Selected Decisions, Tenth Issue,
pages 131-45.
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combined market interest rate will apply only if the
Fund and at least two thirds of the participants having
three fifths of the total amount of the credit arrange-
ments so agree. But if a participant so requests at the
time this agreement is reached, the change shall not
apply to the Fund’s indebtedness to that participant
outstanding at the date the change becomes effective.
Interest will accrue daily but will be paid as soon as
possible after each July 31, October 31, January 31,
and April 30 in SDRs or in the participant’s currency
or in other actually convertible currencies.

(iv) The credit arrangements of participants, which
are now expressed in units of each individual partici-
pant’s currency in the existing GAB, will in the future
be denominated in SDRs.

(v) Under the present GAB, when the Fund has
borrowed to finance a reserve tranche purchase by a
participant that is not subject to repurchase, repayment
by the Fund of the borrowing is not due for five years.
The revised Arrangements provide for the Fund to
make a repayment following the quarter in which the
purchaser is included in an operational budget. The
amount of the repayment would be equal to the net
amount of the purchaser’s currency sold during the
quarterly budget period.

The GAB decision will continue in existence for
four years from its effective date. The Fund and the
participants in the GAB will review the functioning of
the decision when considering its renewal for any sub-
sequent periods.

Borrowing Arrangement with Saudi Arabia
in Association with the GAB

The associated borrowing arrangement of the Fund
with Saudi Arabia for a maximum amount equivalent to
SDR 1.5 billion was approved by the Executive Board
on May 20, 1983,'7 and later ratified by the Govern-
ment of Saudi Arabia. It will go into effect as soon as
the revised GAB becomes effective. Its main features
are as follows.

The arrangement is to assist the Fund in the financing
of purchases by members for the same purposes and in
the same circumstances as are prescribed in the GAB.
The agreement, including the amount, may be amended
at any time by agreement between Saudi Arabia and the
Fund. The period of the arrangement will be five years
from the date the agreement enters into force, unless
the Fund’s right to make calls is terminated earlier in
accordance with the agreement. The Fund and Saudi
Arabia will consult regarding the renewal of the ar-

17 Executive Board Decision No. 7403-(83/73), adopted
May 20, 1983 and reproduced in Appendix II.
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rangement when a renewal of the GAB decision is under
consideration or at the conclusion of such other arrange-
ment as may be appropriate at that time. The basis of
interest payment is the same as under the GAB, and the
nature of payments of interest and repayment will be,
as determined by the Fund after consultation with
Saudi Arabia, in Saudi Arabian riyals, in SDRs, or in
actually convertible currencies.

0il Facility

The oil facilities of 1974 and 1975 were established
to assist members that experienced balance of payments
needs attributable to the rise in oil prices. Under the
facilities, the Fund entered into borrowing agreements
with 16 member countries and Switzerland in 1974 and
1975, for a total amount of SDR 6.9 billion. (See
Appendix I, Table 1.9.) By May 11, 1983 the Fund
had repaid all the indebtedness incurred under the oil
facility.

Supplementary Financing Facility

To finance the supplementary financing facility the
Fund entered into borrowing agreements totaling
SDR 7.8 billion with 13 member countries and Switzer-
land in 1979. (See Appendix I, Table 1.10.)

During the financial year ended April 30, 1982, the
Fund borrowed SDR 2.0 billion under the facility,
compared with SDR 2.2 billion in the previous year.
Of the total borrowed, SDR 0.8 billion was borrowed
to finance purchases by four members under the policy
of substitution of supplementary financing facility re-
sources for enlarged access resources.’® On April 30,
1983, SDR 1.6 billion remained undrawn, but commit-
ments under existing stand-by and extended arrange-
ments are expected to utilize this amount fully.

The first scheduled repayment under the supplemen-
tary financing facility was made on November 24, 1982,
and at April 30, 1983 a total of SDR 33.9 million had
been repaid.

Borrowing to Finance Enlarged Access
Medium-T erm Borrowing

The Fund’s policy on enlarged access became opera-
tive with the signing of a medium-term borrowing agree-

18 Executive Board Decision No. 7047-(82/13), adopted
February 5, 1982, Selected Decisions, Tenth Issue, pages 58-61.
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ment with the Saudi Arabian Monetary Agency

(SAMA) for SDR 8.0 billion. This became available in -

two tranches of SDR 4.0 billion in each of the first and
second years of the commitment period of six years.!®
During 1982/83, calls totaling SDR 2.3 billion were
made on SAMA, raising the total amount borrowed to
SDR 3.56 billion and leaving a balance of SDR 4.40
billion as of April 30, 1983. The Fund may not borrow
more than SDR 4.0 billion from SAMA in a single
agreement year, which runs from May 7 of one year to
May 6 of the following year. At the start of the third
year of the commitment period SDR 4.0 billion re-
mained undrawn.

Short-Term Borrowing

Under short-term agreements concluded in 1981, the
central banks or official agencies of 18 countries agreed
to make available to the Fund the equivalent of SDR 1.3
billion over a commitment period of two years. Of this
amount, SDR 675 million is available to the Fund
under a borrowing agreement with the Bank for Inter-
national Settlements. The Fund has borrowed a total
of SDR 560.1 million under these arrangements, leaving
a balance of SDR 744.9 million available. The commit-
ment periods under the agreements expire between May
and August of 1983, but it is expected that all available
commitments will be utilized.

Borrowed Resources Suspense Accounts

During the last financial year, the Fund established
three suspense accounts, with the Bank for International
Settlements, the Federal Reserve Bank of New York,
and the Saudi Arabian Monetary Agency. Their pur-
pose is to receive funds borrowed under the policy on
enlarged access pending their use in purchase trans-
actions, or amounts received in repurchases pending
repayment to lenders.?® Additional suspense accounts
were set up in November 1982 with the Bank of Eng-
land, the Bank of France, the Deutsche Bundesbank,
and the Bank of Japan. These accounts were opened in
response to a request by SAMA for a change in con-
version arrangements for the Saudi Arabian riyals
borrowed by the Fund, allowing SAMA to convert the
riyals not only for U.S. dollars, as previously, but also,
at its option, for deutsche mark, French francs, pounds
sterling, or Japanese yen.2! The borrowed resources

19 Executive Board Decision No. 6843-(81/75), adopted
May 6, 1981, Selected Decisions, Tenth Issue, pages 173-203.

20 See Annual Report, 1982, page 86.

21 Executive Board Decision No. 7188-(82/114), adopted
August 20, 1982 (reproduced in Appendix II), Selected De-
cisions, Tenth Issue, page 203.
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held in the suspense account are invested in SDR-de-
nominated assets at prevailing short-term SDR interest
rates, in order to protect their capital value in terms of
the SDR and to relieve the Fund of an exchange risk.
These investments consist of SDR-denominated de-
posits, and/or marketable obligations with central
banks, the Bank for International Settlements, or other
international financial organizations. To date, SDR-
denominated deposits have been placed with the Fed-
eral Reserve Bank of New York and with the Bank for
International Settlements. The total investments of the
Borrowed Resources Suspense Account as at April 30,
1983, amounted to SDR 1.7 billion, as against SDR 230
million at the end of 1981/82. This comparatively high
level reflected the calls under the loan agreement with
SAMA noted above.

Financial Pesition

Current decisions of the Executive Board, as noted in
the Annual Report for 1982, aim at maintaining over
time a positive income position for the Fund, while at
the same time keeping the rate of remuneration for
creditor members as high as possible relative to the
SDR rate of interest and maintaining the concessionality
in the rate of charge on the use of the Fund’s ordinary
resources. The Rules and Regulations of the Fund pro-
vide for a review of the rate of interest on holdings of
SDRs and of the rate of remuneration at the conclusion
of each financial year. Since May 1, 1981, the SDR rate
of interest has been maintained at 100 per cent of the
combined market rate of interest and the rate of re-
muneration at 85 per cent of the SDR rate of interest.

Charges and Remuneration

Under the procedures introduced with effect from
May 1, 1981, the Executive Board determines a single
rate of charge, applicable to members’ use of the Fund’s
ordinary resources, at the beginning of each financial
year. The rate of charge is based on the estimated
income and expense of the Fund for the year and takes
into account a target amount of net income for the year.
For the financial year 1982/83, the rate of charge to be
applied to holdings arising from purchases financed
from the Fund’s ordinary resources was set by the Ex-
ecutive Board at 6.60 per cent per annum. Following the
May 1983 review of the Fund’s income position, the
same rate will also apply for the financial year 1983/84.

The schedules of charges applicable to holdings
arising from purchases by members financed with bor-
rowed resources under the oil facility, the supplementary
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financing facility, and the policy on enlarged access
were not changed. These charges reflect the costs in-
curred by the Fund in borrowing to finance these facili-
ties. The rates of charges applicable to purchases under
the oil facilities for 1974 and 1975 progressed to the
maximum levels of 7.125 per cent and 7.875 per cent
per annum, respectively, during the year under review.
The rates of charges applied to the use by members of
borrowed resources under the supplementary financing
facility and the policy on enlarged access continue to
be the same as in the previous financial year. The rate
of charge under the supplementary financing facility is
the rate of interest paid by the Fund plus 0.2 per cent
in the first 3%2 years and plus 0.325 per cent after 314
years. Under the enlarged access policy, the rate of
charge is the net cost of borrowing by the Fund plus
0.2 per cent per annum. The average rates of interest
per annum on outstanding Fund borrowings for the
year ended April 30, 1983 were 4 per cent (General
Arrangements to Borrow), 7.25 per cent (oil facility),
11.56 per cent (supplementary financing facility), and
12.25 per cent (enlarged access to resources).

The Fund pays remuneration to those members that
hold a remunerated reserve tranche position. Such a
position exists whenever the Fund’s holdings of a mem-
ber’s currency (after exclusion of currency holdings on
which the member is obligated to pay charges to the
Fund) are lower than the ‘“norm” for remuneration.
The norm for countries that were members of the Fund
prior to the Second Amendment of the Articles of
Agreement (April 1, 1978) is the sum of 75 per cent of
their quotas at the date of the Second Amendment plus
the increases in their quotas after that date. For members
that joined the Fund after April 1, 1978, the norm is
the weighted average of the norms applicable to all
other members on the date the member joined the Fund
plus any increases in their quotas after that date. At the
end of April 1983, the average of the norms for all
Fund members was 87.91 per cent of quota.

The SDR rates of interest and the rates of remunera-
tion (Chart 23) applicable over the six quarters begin-
ning April 1, 1982 were as follows:

SDR
Calendar quarter interest Rate of
beginning rate remuneration
April 1, 1982 12.15 10.33
July 1, 1982 12.01 10.21
October 1, 1982 8.90 7.57
January 1, 1983 8.47 7.20
April 1, 1983 8.52 7.24
July 1, 1983 8.65 7.35

Income, Expense, and Reserves

For the financial year ended April 30, 1983, the
Fund’s net income was SDR 65 million, compared with

CHAPTER 3: ACTIVITIES OF THE FUND

SDR 92 million in 1981/82. The results reflect an in-
crease in operational income from periodic charges and
service charges, while interest on the Fund’s SDR
holdings decreased because of the decline in the SDR
interest rate from the 1981/82 levels. The Fund’s SDR
holdings were also lower than in the previous year, in
accordance with the policy of reducing the SDR hold-
ings in the General Resources Account. The increase
of SDR 256 million in the total operational income, to
SDR 2,045 million for 1982/83, reflected the substan-
tial increase in the financing provided by the Fund to its
members. Net operational income for the financial year
ended April 30, 1983 was SDR 257 million, compared
with SDR 245 million in 1981/82. The total of mem-
bers’ holdings subject to charges increased from
SDR 14,801 million on April 30, 1982 to SDR 23,590
million on April 30, 1983.

The Fund’s operational expense, comprising re-
muneration payable by the Fund on the use of creditor
currencies and interest expense on borrowing, also in-
creased, to SDR 1,789 million, an increase of SDR 245
million over the previous year. This increase reflected
primarily interest costs resulting from the expansion of
outstanding borrowing by the Fund over the year, from
SDR 6,773 million to SDR 10,952 million. Except for
the borrowing of SDR 796 million outstanding under
the General Arrangements to Borrow and the oil facil-
ity, the interest paid by the Fund has to reflect current
market interest rates. Remuneration expense increased
from SDR 909 million to SDR 981 million largely
because of the expansion of members’ remunerated posi-
tions, even though the average rate of remuneration
(8.42 per cent) was lower than that of the previous year
(12.25 per cent). The increase in administrative and
fixed property expense from SDR 153 million in 1981/
82 to SDR 191 million in 1982/83 also reflects in part
the cost of a change in the accounting practice of the
Fund to recognize the value of accumulated annual
leave and separation grants earned by the staff. This
change, which is more fully described in the financial
statements in Appendix VIII, brings that practice into
greater accord with generally accepted accounting
principles.

A comparative statement of the Fund’s operational
income and expense is shown in Appendix VII, and
comparative details of administrative expenses are
shown in Appendix VI.

The Articles of Agreement and the Rules and Regu-
lations of the Fund provide that the Fund shall deter-
mine at the end of each financial year the disposition
of the Fund’s net income for that year. If the net income
for the year exceeds the target amount for the year,
the Executive Board will consider whether the whole or
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Chart 23, SDR Interest Rate, Rate of Remuneration, and Short-Term Interest Rates, July 1974—June 1983 !

(In per cent per annum)

1 Up to December 1980, short-term domestic interest rates are the yield on three-month treasury bills for the United Kingdom and
the United States, the rate on three-month interbank deposits for France and the Federal Republic of Germany, and the call money
market rate (unconditional) for Japan. From January 1981, the yield on U.S. Treasury bills was converted to a coupon equivalent
basis, and the discount rate on two-month (private) bills was used for Japan. From March 1981, the basis for the interbank rates for
France and the Federal Republic of Germany was converted from a 360-day year to a 365-day year.

a part of the excess should be used to reduce the rate of
charge, or increase the rate of remuneration to not more
than the rate of interest on the SDR, retroactively for
the year just ended, or both, or to place all or part of
the excess to reserve. The Executive Board determined
that the net income for the financial year ended
April 30, 1983 shall be placed to special reserve, which
can be used for all purposes except a general distribu-
tion to members. Total reserves of the Fund, taking
into account the net income for 1982/83 amounted to
SDR 1,001 million. But the total reserves of the Fund,
even with the addition of net income since 1978, have
declined steadily in relation to quotas, to members’
outstanding use of the Fund’s resources, to Fund bor-
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rowing, to other liquid claims on the Fund, and to the
volume of the Fund’s gross income and expense.

Special Drawing Rights Department

Total transfers in the Special Drawing Rights Depart-
ment during 1982/83 (SDR 11.0 billion) were more
than SDR 2 billion higher than last year and only
SDR 1.2 billion below the peak volume of 1980/81
which had reflected the extensive one-time use of SDRs
to make payments for quota increases under the Seventh
General Review. The high level of activity in 1982/83
was reflected both in transactions and operations by
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agreement and in transactions with designation. Trans-
actions and operations by agreement among participants
and other holders totaled SDR 1.68 billion, an increase
of 20 per cent compared with 1981/82 (SDR 1.40
billion); transactions with designation amounted to
SDR 2.71 billion, almost one and one-half times the
level of the previous year (SDR 1.88 billion).

Prescribed Holders of SDRs

During the year ended April 30, 1983 the Fund
prescribed one more institution (the Asian Develop-
ment Bank) as a holder of SDRs, bringing the total
number of “prescribed holders” to 13. The prescribed
holders now comprise four central banks and currency
authorities (the Swiss National Bank, Zurich; the Bank
of Central African States, Yaoundé; the Central Bank
of West African States, Dakar; and the East Caribbean
Currency Authority, St. Kitts); three intergovernmental
monetary institutions (the Bank for International Settle-
ments, Basle; the Andean Reserve Fund, Bogoté; and
the Arab Monetary Fund, Abu Dhabi); and six devel-
opment institutions (the Asian Development Bank,
Manila; the International Bank for Reconstruction and
Development, Washington, D.C.; the International De-
velopment Association, Washington, D.C.; the Islamic
Development Bank, Jeddah; the Nordic Investment
Bank, Helsinki; and the International Fund for Agri-
cultural Development, Rome).

Prescribed holders can acquire and use SDRs in
transactions and operations by agreement with partici-
pants in the Special Drawing Rights Department and
prescribed holders under the same terms and conditions
as participants. They cannot receive allocations of SDRs
nor use SDRs in transactions with designation. Dur-
ing the year transfers involving prescribed holders
amounted to SDR 126.36 million, an increase of almost
90 per cent over the previous year (SDR 67.7 million),
although their holdings at the end of April 1983 re-
mained small (SDR 16.46 million by five prescribed
holders, against SDR 4.3 million held by four pre-
scribed holders at the end of April 1982).

Transactions and Operations in SDRs Among
Participants and Prescribed Holders

Transactions by Agreement

SDRs transferred by participants and prescribed
holders in transactions by agreement amounted to
SDR 1,281 million during 1982/83, which was close to
the amount of SDR 1,242 million in the previous year.

CHAPTER 3: ACTIVITIES OF THE FUND

(See Table 25.) The bulk of transactions by agreement
resulted from purchases of SDRs by members that
needed to pay charges in the Fund’s General Resources
Account, net charges on the use of SDRs, and repur-
chases. The major suppliers of SDRs in these trans-
actions during 1982/83 were Austria, Belgium, the
Federal Republic of Germany, Indonesia, and the
United Kingdom.

Operations in SDRs

The Fund permits additional uses of SDRs among
participants and prescribed holders, and during the
financial year 1982/83 these uses amounted to
SDR 395.32 million in 17 separate operations.?? Nine
of the operations in SDRs were in settlement of financial
obligations and eight were loans. Thus, the accumulated
total SDRs transferred in such operations since they
were first permitted in 1978 reached SDR 552.93
million.

The settlements of financial obligations in which
SDRs were used (SDR 275.09 million) were of three
types: repayment of loans originally made in SDRs;
settlement of indebtedness incurred in exchange market
intervention; and payment of a capital subscription to a
regional international institution.

The use of SDRs in loans amounted to SDR 120.23
million, mostly in loans by international organizations
to their member countries. Some member countries also
made loans in SDRs to other participants in their region.
One of the loan operations was a very short-term loan
between a regional central bank to one of its members
who needed SDRs to pay part of its quota subscription
to the Fund, which was settled by the member by draw-
ing on its reserve tranche in the Fund. The maturity
periods of the loans ranged from three to seven years,
with an average maturity of 4.43 years, and interest
rates ranged from 5.2 per cent per annum to 12.15 per
cent per annum.

Transactions with Designation

During 1982/83, 42 participants used SDR 2,713
million in 78 transactions with designation (in which the
user must represent that it has a balance of payments
need) to obtain currency from 25 participants desig-
nated by the Fund. (See Table 26.) Transactions in-

22 The Fund currently permits the following additional uses

of SDRs by participants and by prescribed holders, namely:
to use SDRs in settlement of financial obligations; to buy and
sell SDRs forward; to borrow, lend or pledge SDRs; to use
SDRs in swaps; or to make donations (grants) of SDRs. See
Selected Decisions, Tenth Issue, pages 278-88.
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Table 25. Use and Receipt of SDRs in Transactions by Agreement, Financial Year Ended April 30, 1983

(In thousands of SDRs)

Holder Receipt Use Holder Receipt Use
Austria 89,505 Malawi 2,500
Bangladesh 10,500 Mauritania 4,460
Belgium 78,836 Mauritius 7,200
Belize 1,318 Mexico 31,770 40,000
Brazil 32,910 47,125 Morocco 38,150
Burma 5,800 Nepal 4,500
Cameroon 2,550 New Zealand 13,000
Canada 24,000 Nicaragua 350 37,000
Central African Republic 2,200 Oman 3,500
Chad 1,250 Panama 12,000
Chile 5,500 Papua New Guinea 8,230
Costa Rica 2,720 Peru 27,500
Cyprus 2,700 Philippines 66,080
Dominican Republic 1,000 Portugal 3,100
Ecuador 1,840 Romania 23,970
Egypt 17,100 Senegal 2,200
Ethiopia 10,500 Sierra Leone 516
Finland 20,000 Somalia 920
France 8,540 Sri Lanka 23,500
Gabon 4915 Sudan 19,772
Germany, Federal Republic of 355,124 Tanzania 1,000
Ghana 290 Thailand 34,045
Greece 10,380 Turkey 157,020
Guatemala 6,590 Uganda 8,400
Guinea 824 United Kingdom 37,000 322,865
Guyana 2,113 Uruguay 4,500
Hungary 81,375 Viet Nam 7,536
Iceland 2,500 Yugoslavia 132,478
India 4,500 Zambia 17,890
Indonesia 192,870 Arab Monetary Fund ! 48,500 48,931
Ireland 9,000 Bank of Central African States ! 6,000 5,900
Israel 57,000 East Caribbean Currency Authority ! 85
}vory‘ Coast 16,940 Nordic Investment Bank 1 3,680
amaica 36,836
Japan 29,500 Total 1,281,428 1,281,428
Kenya 45,000
Korea 129,000
Lao People’s Democratic Republic 884
Liberia 1,330
Madagascar 3,940

1 Prescribed holder.

creased by SDR 838 million compared with 1981/82.
As in the previous year, the bulk of the users were non-
oil developing countries; only one industrial country
and one oil exporting country used SDRs in transactions
with designation. Of total transactions, 61 (amounting
to SDR 1.72 billion), by 38 countries, represented the
immediate use of SDRs acquired from the Fund’s Gen-
eral Resources Account in purchases of Fund resources,
while the remaining 17 transactions represented the use
of participants’ existing SDR holdings. Of the 25 coun-
tries designated to receive SDRs, 9 were non-oil devel-
oping countries, 7 were oil exporting countries, and 9
were industrial countries. The largest amounts of cur-
rency in designated transactions, as in the preceding
year, were provided by the United States, the United
Kingdom, and the Federal Republic of Germany.
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Transactions Involving the
General Resources Account

Inflows

The bulk of the inflows of SDRs in 1982/83 to the
General Resources Account, amounting to SDR 2,150
million (SDR 2,440 million in 1981/82), represented,
as in the previous year, payment of charges on the use
of Fund resources. A majority of members with low
holdings acquired SDRs for this purpose from other
participants in transactions by agreement arranged by
the Fund, or from the General Resources Account.

Repurchases that were discharged at the member’s
option with SDRs rather than with a currency specified
by the Fund amounted to SDR 566 million, com-
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Table 26. Use and Receipt of SDRs in Transactions with Designation, Financial Year Ended April 30, 1983

(In thousands of SDRs)

Participant Use Receipt Participant Use Receipt
Algeria 4,013 Mali 25,238

Argentina 542,683 Malta 8,241
Australia 89,560 Mauritania 3,250

Austria 107,549 Mauritius 800

Bahrain 9,300 Mexico 211,933

Bangladesh 66,000 Morocco 47,196

Brazil 449,310 18,000 Netherlands 61,185
Burma 24,600 Norway 50,597
Canada 6,821 Oman 8,957
Central African Republic 2,388 Paraguay 7,577
Colombia 37,300 Qatar 6,196
Dominica 704 Romania 126,159

Dominican Republic 800 Rwanda 315
Ecuador 30,098 Saudi Arabia 171,624
El Salvador 27,658 Senegal 10,525

Equatorial Guinea 255 Sierra Leone 200

Ethiopia 3,000 Somalia 13,227

Gambia, The 3,287 South Africa 80,000

Germany, Federal Republic of 539,403 Sri Lanka 5,800

Guinea 11,260 Sudan 8,612

Haiti 4,013 Suriname 2,440
Honduras 21,300 Swaziland 1,000

Hungary 243,882 Trinidad and Tobago 28,118
Iceland 28,000 Uganda 4,500

India 350,000 United Arab Emirates 14,000
Indonesia 65,100 35,000 United Kingdom 658,908
Iraq 70,000 United States 735,717
Ivory Coast 25,863 Uruguay 35,000

Jamaica 20,468 Venezuela 42,025
Japan 39,400 Zambia 26,151

Kenya 35,000 Total 2,713,441 2,713,441
Kuwait 31,195

Liberia 21,500

Madagascar 8,180

Malaysia 58,500

pared with SDR 838 million in 1981/82. The propor-
tion of repurchases made in SDRs has increased steadily
from about 10 per cent in 1978/79 to 36 per cent
during 1982/83. The main users of SDRs in repur-
chases during 1982/83 were the United Kingdom
(SDR 154.64 million), Spain (SDR 93.51 million),
Peru (SDR 55.50 million), and Israel (SDR 46.36
million).

Outflows

SDRs transferred from the General Resources Ac-
count to members amounted to SDR 3,700 million,
compared with SDR 2,697 million during 1981/82.
The major outflow, as in previous years, was the trans-
fer of SDRs to members in purchases, which amounted
to SDR 2,420 million. These transfers accounted for
29 per cent of total purchases financed from the Fund’s
ordinary resources.

As more countries opt to receive remuneration in the

form of SDRs, there has been a continued increase in
the amount of remuneration paid in SDRs. Remunera-
tion paid by the Fund to members (75) on their net
creditor positions totaled SDR 908.63 million during
1982/83. Of these members, 70 received SDR 861
million in remuneration in SDRs.

The Fund used a total of SDR 240.99 million to pay
interest and make repayments of principal to lenders to
the Fund. The most important items were repayments
to six countries under the oil facility and interest pay-
ments of SDR 99.2 million to four countries on Fund
borrowing under the supplementary financing facility.
The General Resources Account also sold SDR 162.46
million to countries needing to pay charges to the Fund
and on the net use of SDRs.

SDR holdings in the General Resources Account
declined to SDR 4.33 billion by the end of the financial
year from SDR 5.46 billion at the close of 1981/82.
Interest receipts on SDR holdings in the General Re-
sources Account, at SDR 444.26 million, were also
lower than in the previous year (SDR 657 million),
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reflecting both the lower average SDR holdings and the
fall in interest rates in the latter part of the year.

SDR as a Unit of Account Outside the Fund
and as a Currency Peg

In addition to its uses as a medium of exchange and
settlement between participants in the Special Drawing
Rights Department and between participants and pre-
scribed holders, the SDR, which is the unit of account
for Fund transactions and operations and for its Ad-
ministered Accounts, is also used as a unit of account
(or as the basis for a unit of account) outside the Fund
and as a currency peg.

During 1982/83, the International Telecommunica-
tions Union adopted the SDR as its unit of account,
thus bringing the number of international and regional
organizations which use the SDR as a unit of account
(or as the basis for a unit of account) to 15.22 A num-
ber of international conventions also use the SDR to
express monetary magnitudes, notably in conventions
expressing liability limits in the international transport
of goods and services.

In recent years, the SDR has been playing an increas-
ing role both as a denominator and a unit of contract,
and in some cases as the basis for a privately issued
currency composite. Considerable interest was shown
in the private use of SDR-denominated assets in 1981,
following the reduction from 16 to 5 in the number of
currencies in the SDR valuation basket, effective Janu-
ary 1, 1981. In 1982, however, private recourse to the
SDR as a unit of account appears to have slackened.
The explanation for the diminished market interest
would seem to lie in part in the continued strengthening
of the U.S. dollar, which made the preferred portfolio
mix diverge from the currency composition of the SDR.
A decline in oil revenues during 1982 for a major
holder of SDRs also led to a reduction in SDR-denomi-
nated deposits based on such revenues.

As of June 30, 1983, 14 countries had pegged their
currencies to the SDR. (See Chapter 2, page 66.) When
a member pegs its currency to the SDR, the value of its
currency is fixed in terms of the SDR and is set in terms
of currencies by reference to the SDR value of those
currencies as calculated and published daily by the
Fund.

23 These now comprise the African Development Bank,
African Development Fund, Arab Monetary Fund, Asian Clear-
ing Union, Asian Development Bank, Development Bank of
the Great Lakes Countries, Economic Community of West
African States, European Conference of Postal and Telecom-
munications Administrations, Inter-American Development
Bank, International Centre for Settlement of Investment Dis-
putes, International Development Association, International
Fund for Agricultural Development, International Telecom-
munications Union, Islamic Development Bank, and Nordic
Investment Bank.
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Administered A ccounts

The Fund administers as a Trustee, in addition to its
Staff Retirement Plan, three accounts for member
countries, namely, the Trust Fund, the oil facility sub-
sidy account, and the supplementary financing facility
subsidy account. These administered accounts are
separate from the Fund’s General Department and the
Special Drawing Rights Department.

The Trust Fund was terminated as of April 30,
1981,2¢ and the responsibilities of the Fund thereafter
are confined to the receipt and disposition of interest
and loan repayments and the completion of any un-
finished business. Two installments of semiannual
interest payments for a total amount of SDR 15.0
million were collected in June and December 1982. It
was decided that SDR 1,500 million of the loan repay-
ments would be used to provide concessional balance
of payments assistance to low-income developing mem-
bers in need of such assistance under arrangements
similar to those set forth in the Trust Fund Instrument.
The repayments of Trust Fund loans commenced in
July 1982, and by April 1983 repayments of SDR 18.5
million had been made by 24 countries.

Oil Facility Subsidy Account

The oil facility subsidy account was established on
August 1, 1975 to assist Fund members most seriously
affected by oil price increases to meet part of the cost
of using the resources of the 1975 oil facility. Subsidy
payments were calculated as a percentage per annum
of the average daily balances, subject to charges, of the
Fund’s holdings of eligible members’ currency out-
standing under the 1975 oil facility. For the final year
of the account (including the first 11 days of May 1983
so as to include the final scheduled repurchases and
therefore to conclude the business of the account) the
Executive Board approved the subsidy payments at the
usual rate of 5 per cent. For 1982/83 (inclusive of
May 1983), subsidy payments totaling SDR 2.5 million
were made in June 1983 to 16 of the 18 original bene-
ficiaries and to 6 of the 7 additional beneficiaries.
(See Table 27.)

The subsidy account was financed by contributions
amounting to SDR 160.3 million from 24 members of
the Fund and Switzerland. (See Table 28.) The funds
received were invested in U.S. Government obligations,
which earned investment income, until disbursements
were made to the beneficiaries.

24 Executive Board Decision No. 6704-(80/185) TR, adopted
December 17, 1980, Selected Decisions, Tenth Issue,
pages 318-20.
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Table 27. Oil Facility Subsidy Account: Total Use of
1975 Oil Facility by Beneficiaries, and Cumulative
Subsidy Payments on Outstanding Balances Through
May 11, 1983

(In millions of SDRs)

Total Use Subsidy Payments
of 1975 Cumula-
il tive
Facility 1976-82 1983/842 Total
Original beneficiaries

Bangladesh 40.47 10.19 0.84 11.03
Cameroon 11.79 2.96 0.25 3.21

Central African
Republic 2.66 0.67 0.05 0.72
Egypt 31.68 7.90 0.73 8.62
Haiti 4.14 1.04 0.09 1.13
India 201.34 26.95 1.71 28.66
Ivory Coast 10.35 1.42 0.09 1.51
Kenya 27.93 7.08 0.53 7.61
Mali 3.99 0.99 0.09 1.08
Mauritania 5.32 1.33 0.12 1.45
Pakistan 111.01 28.07 2.15 30.22
Senegal 9.91 2.52 0.18 2.70
Sierra Leone 497 1.24 0.11 1.35
Sri Lanka 34.13 8.58 0.71 9.29
Sudan 18.30 4.67 0.36 5.04
Tanzania 20.61 5.25 0.36 5.61
Western Samoa 0.42 0.11 0.01 0.12

Yemen, People’s

Democrafic
Republic of 12.02 3.02 0.26 3.28
Subtotal 551.03 113.99 8.63 12262
Additional beneficiaries

Grenada 0.49 0.12 0.01 0.13
Malawi 3.73 0.94 0.08 1.02
Morocco 18.00 4.47 0.44 491
Papua New Guinea 14.80 2.75 0.17 2.92
Philippines 152.03 38.30 3.09 41.39
Zaire 32.53 8.07 0.80 8.87
Zambia 29.72 3.89 0.41 4.30
Subtotal 251.30 58.54 5.00 63.54
Total 80233 17253 13.63 186.16

1 Purchases began in July 1975 and continued until May
1976. The subsidy amounts shown were calculated as a per-
centage per annum of the average daily balances, subject to
charges, of the Fund’s holdings of each eligible member’s
currency outstanding under the 1975 oil facility.

2 Includes a possible additional subsidy which could be paid
retroactively from remaining resources.

Supplementary Financing Facility
Subsidy Account

The supplementary financing facility subsidy account
was established in December 1980 to reduce the cost
for low-income developing members of using the
supplementary financing facility.2* Subsidy payments
are calculated as a percentage per annum of the average

25 Executive Board Decision No. 6683-(80/185) G/TR,
adopted December 17, 1980, Selected Decisions, Tenth Issue,
pages 321-28.
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daily balance of the Fund’s holdings of a member’s
currency as a result of all purchases under the supple-
mentary financing facility and under the Fund’s policy
on exceptional use.

Subsidy payments, totaling SDR 44.3 million, were
made on August 10, 1982 to 23 eligible members in
respect of holdings over the period July 1, 1981 through
June 30, 1982. (See Table 29.) Eligible countries are
divided into two groups: those with per capita incomes
in 1979 equal to or below the per capita income used
to determine eligibility for assistance from the Inter-
national Development Association (IDA) receive the
full rate of subsidy, which does not exceed 3 per cent
per annum; those with a per capita income in 1979
above the IDA level, but not more than that of the
member that had the highest per capita income of those
countries that were eligible to receive assistance from
the Trust Fund, receive subsidies at one half the full
rate. The payments in August 1982 were made at the
maximum rates, that is, 3 per cent and 1.5 per cent.

On the basis of the latest data provided by the
World Bank before April 30, 1982, a total of 88
developing members had per capita incomes that made

Table 28. Oil Facility Subsidy Account: Contributions
(In millions of SDRs)

Anticipated Contributions
Total Received as of
Contributors Contributions April 30, 19831
Australia 5.700 5.700
Austria 2.300 2.300
Belgium 5.600 5.600
Brazil 1.850 1.850
Canada 9.500 9.500
Denmark 2.200 2.200
Finland 1.600 1.600
France 12.900 12.680
Germany, Federal
Republic of 13.700 13.720
Greece 0.600 0.600
Iran, Islamic Rep. of 6.000 6.000
Italy 8.600 8.600
Japan 10.300 10.300
Luxembourg 0.110 0.110
Netherlands 6.000 6.000
New Zealand 1.700 1,700
Norway 2.100 2.100
Saudi Arabia 40.000 40.000
South Africa 1.350 1.350
Spain 3.400 3.400
Sweden 2.800 2.800
Switzerland 3.285 3.300
United Kingdom 12.050 12.000
Venezuela 6.000 6.000
Yugoslavia 0.900 0.900
Total 160.545 160.300

1 Where contributions were denominated in national cur-
rency and were made in installments, SDR amounts were sub-
ject to small adjustments because of exchange rate changes.
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them eligible to receive a subsidy. As of April 30,
1983, 23 of these eligible members had purchases
outstanding under the supplementary financing facility
for a total amount of SDR 2,999 million, and the
undrawn supplementary financing facility commitments
of three of these members under stand-by and extended
arrangements amounted to SDR 330 million. In addi-
tion, one eligible member—Sri Lanka—had balances
equivalent to SDR 10 million outstanding under the
Fund’s policy on exceptional use.

The primary source of funds for the account will be
SDR 750 million of repayment of, and interest on,
Trust Fund loans, which are transferred to the account
via the special disbursement account. By April 30,
1983, the account had received SDR 48.80 million
from this source. In addition, the account is financed
through voluntary contributions in the form of dona-
tions and loans and through income on the investment
of resources held pending disbursement. Details of
expected contributions and loan receipts, together with
amounts received by April 30, 1983, are shown in
Table 30. Pending a further payment of subsidy, the
investments of the account are held in SDR-
denominated time deposits with the Bank for Inter-
national Settlements; on April 30, 1983, they amounted
to SDR 31.3 million, with accrued interest of
SDR 1.1 million.

Consultations with Member Countries

As noted in Chapter 2, regular Article IV consulta-
tions with members are the principal vehicle for the
exercise of Fund surveillance over the exchange rate
policies of individual member countries. Article TV
consultations are required in principle to take place
annually and to be completed not later than three
months after the termination of discussions between the
member and the staff. In practice, it has been impos-
sible to attain the objective of annual consultations
with all members, and, as noted in Chapter 2, some
procedural changes have been introduced recently to
ensure greater regularity of consultations.

In 1982/83, the Fund completed 98 regular
Article IV consultations (up from 79 in 1981/82), of
which 56 were with countries availing themselves of the
transitional arrangements of Article XIV, and 42 with
countries that had formally accepted the obligations of
Article VIII. Of these consultations completed in the
financial year, 32 had been initiated in the previous
year, whereas 41 of those initiated in 1982/83 remained
outstanding at the end of the year.

In addition to the regular Article IV consultations,
special consultations were held with major industrial
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countries in connection with the World Economic Out-
look review by the Executive Board, and the staff has
informally visited some countries to keep informed of
important developments and to ascertain the member’s
reasons for particular policy actions. A special consul-
tation was also held with Sweden in connection with
the Swedish devaluation in October 1982.

During 1982/83, two countries, New Zealand
(August 5, 1982) and Vanuatu (December 1, 1982)
accepted the obligations of Article VIII, Sections 2, 3,
and 4 of the Articles of Agreement, raising to 56 the
number of members that have formally accepted these

Table 29. Supplementary Financing Facility Subsidy
Account: Drawings Under Supplementary Financing
Facility by Eligible Members, and Subsidy Payments
(In millions of SDRs)

Total Subsidy Total

Drawings Payment Subsidy

to June 30, August 10, Payments

1982 1982 to Date

Recipients of Subsidy
at 3 per cent
Bangladesh 110.0 3.30 4.57
Bolivia 25.2 0.77 1.63
Dominica 2.1 0.04 0.04
Guyana 30.9 0.92 1.75
Kenya 94.8 1.92 2.68
Liberia 429 0.88 1.18
Madagascar 222 0.67 0.89
Malawi 28.1 0.83 1.21
Mauritania 16.0 0.31 0.43
Pakistan 394.6 7.57 8.97
Philippines 333.0 8.93 12.71
Senegal 36.9 0.79 1.18
Sierra Leone 17.2 0.52 0.62
Sri Lanka —1 0.16 0.16
Sudan 171.4 429 6.75
Tanzania 16.2 0.49 0.85
Togo 7.3 0.22 0.28
Zambia —2 0.11 3.52
Subtotal 32.67 49.42
Recipients of Subsidy
at 1.5 per cent

Ivory Coast 107.6 1.09 1.19
Jamaica 206.4 4,673 4.67
Mauritius 56.0 0.83 1.52
Morocco 137.5 2.06 2.96
Peru 195.1 2.93 7.43
Subtotal 11.59 17.77
Total 4427 67.19

1 Subsidy paid in respect of Fund holdings in excess of
140 per cent of quota under the Fund’s policy on exceptional
use, which amounted to SDR 10.4 million on June 30, 1982.

2 Subsidy paid in respect of Fund holdings in excess of
200 per cent of quota under the Fund’s policy on exceptional
use, all of which had been repurchased by June 30, 1982.

3Includes SDR 2.3 million in respect of holdings from
June 1979 to June 1981.
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Table 30. Supplementary Financing Facility Subsidy
Account: Contributions
(In millions of SDRs)

Received to

Contributor Commitment April 30, 1983
Donations
Australia 20 2.0
Austria 1.2 1.2
Denmark 1.5 0.8
Finland 1.3 0.4
France 9.3 9.3
Netherlands 4.1 4.1
Norway 1.4 1.4
Saudi Arabia 48.11 17.4
Sweden 2.2 2.2
Switzerland 2.4 2.4
Subtotal 73.5 41.1
Loans
Belgium 4.4 4.4
Gabon 1.0 —
Lu.cembourg 0.2 0.2
Subtotal 5.6 4.6
Total 79.1 45.7

1 US$52 million valued at the exchange rate of SDR 1 equals
US$0.924527 as of April 29, 1983.

obligations. Eighty-nine members were availing them-
selves of the transitional arrangements under
Article XIV, Section 2 at the end of the financial year.
Since the end of the financial year, Belize, on June 14,
1983, has also accepted the obligations of Article VIII.
One member, Antigua and Barbuda, has yet to complete
formal procedures to establish Article VIII or
Article XIV status.

Training and Technical Assistance

Technical assistance, always an important part of the
Fund’s work, assumed greater significance in 1982/83
as the Fund became involved in helping to devise
stabilization programs for an increasing number of
countries and the need for the effective implementation
of fiscal and monetary policies became more pressing.
During the year, in the face of a growing problem of
international indebtedness, the Fund expanded its
technical assistance in the area of external debt man-
agement and in the collection of external debt statistics.
Technical assistance again took the form of training at
headquarters, staff missions, seminars at headquarters
and in member countries, and the stationing of mem-
bers of the Fund staff and outside experts in member
countries, as well as the assistance customarily provided
through the Fund’s consultation procedures under
Article IV.

During 1982/83 the IMF Institute continued the
high level of operations begun in the previous year.
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The seminar on Balance of Payments Management was
held for a second time, and two new seminars—one on
the role of the Fund in the international monetary
system and the other (in conjunction with the Central
Banking Department) on central banking—were intro-
duced in response to perceived needs in member
countries. The number of participants attending semi-
nars increased from 22 in 1981/82 to 84 in 1982/83,
while the number of participants in the regular train-
ing courses presented by the Institute declined by 59,
to 284, making the total attendance at both courses
and seminars similar to that in the previous year.
Altogether, some 3,500 officials from 144 member
countries have participated in the programs of the IMF
Institute since its inception in 1964.

The 18-week course on Financial Analysis and Policy,
conducted separately in English, French, and Spanish,
explained the Fund’s procedures and policies, and
examined the tools of economic analysis and forecasting.
It devoted special attention to the instruments of mone-
tary, fiscal, and balance of payments policies that are
being employed under changing national and interna-
tional conditions. Special facilities were provided to
permit a few Arabic-speaking participants to follow the
English course in their own language. The course on
Techniques of Economic Analysis, conducted in English
over an 8-week period, described the principal macro-
economic accounts, the tools of economic analysis, and
the Fund’s policies and procedures. Special arrange-
ments for Arabic-speaking participants were also made
for this course. The 10-week course on Public Finance,
offered in Spanish and French, and in cooperation with
the Fiscal Affairs Department, dealt with the objectives,
instruments, and procedures of public finance, empha-
sizing the fiscal problems of developing countries. The
8-week course on Balance of Payments Methodology,
offered in English and French in cooperation with the
Bureau of Statistics, focused on the concepts and defini-
tions that are used in the Fund’s Balance of Payments
Manual. The 8-week course on Government Finance
Statistics, offered in Spanish also in cooperation with the
Bureau of Statistics, applied the concepts, definitions,
and procedures in the Draft Manual on Government
Finance Statistics to the compilation of statistics from
accounts in the public sector.

The Institute’s external training activities, which be-
gan at the close of the previous financial year, were
substantially expanded during 1982/83 and placed
under the supervision of a newly created External
Training Division. A seminar conducted in Zimbabwe
focused on the economic problems and policy issues
of that member country. Lecturing assistance was also
provided to seven regional organizations and national
training institutions.
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Technical assistance continued to be provided by the
Central Banking Department through the assignment
of resident experts to member countries and through
advisory services. During the financial year, experts and
consultants served in assignments in executive or ad-
visory positions with central monetary institutions and
provided about 78 man-years of assistance, most of
which was in the fields of research and statistics,
accounting, bank supervision, and banking and foreign
exchange operations. Departmental staff carried out
nine advisory and assessment missions and participated
in eight missions led by area departments or in con-
junction with the World Bank. Advice was given on
topics that include central banking and financial system
legislation (in cooperation with the Legal Department),
mobilization of savings, organization and operation of
central banks, structure and development of financial
systems, and the use of alternative policy instruments.

The emergence of serious external debt-servicing
problems in many developing countries created an
urgent need for the Fund to expand its technical assist-
ance in the area of external debt. A program was insti-
tuted in the Central Banking Department to provide
assistance in the establishment of a permanent national
machinery for the reporting, control, and management
of external debt operations on a continuing basis and
in the collection of debt statistics. The first external debt
expert was assigned to a member country in May 1983
and a further seven experts were in the process of being
recruited to meet the needs of another six countries.
Several additional requests are expected before the end
of 1983.

A seminar on central banking—the first to be held in
the Fund—attended by senior officials of central banks
of member countries, was conducted jointly by the
Central Banking Department and the IMF Institute in
July 1982. During the year further progress was made
in expanding the Department’s computerized data base
of central banking legislation, which now contains
information on 40 member countries.

Technical assistance in the areas of fiscal policy, tax
and customs administration, budget systems and pro-
cedures, accounting, auditing, and financial reporting
continued to be provided by the Fiscal Affairs Depart-
ment in response to requests from member countries.
This assistance is provided through staff missions, staff
assignments in the field, and the services of the mem-
bers of the panel of experts. In 1982/83 technical
assistance was given to 45 countries, compared with
52 in 1981/82, 38 in 1980/81, and 40 in 1979/80.
The number of countries receiving technical assistance
reflects the Department’s continuing aim of trying to
assist member countries in the design and implemen-
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tation of appropriate fiscal policies. During 1982/83
there were 38 long-term and 26 short-term assign-
ments in the field, totaling 64 individual assignments
and 377 man-months; 50 panel members, and 16 staff
members undertook technical assistance work; and 3
countries received assistance for the first time. Staff
members continuously visit countries to review progress
and to advise on requests for further assistance. Support
and guidance to experts in the field is provided from
headquarters.

Technical assistance in statistics continues to be an
important part of the work of the Bureau of Statistics,
which makes such assistance available through missions
to member countries and visits by national technicians
to Fund headquarters for training. The bulk of the
assistance is provided through missions that are under-
taken in response to requests from member countries
and is concentrated on statistical assistance in money
and banking, balance of payments, government finance,
general economic data, and, more recently, interna-
tional banking. In recent years, a number of countries
have requested and received assistance in the develop-
ment of computerized data bases—an expanding seg-
ment of the Fund’s technical assistance services that
will now become the responsibility of the new Bureau
of Computing Services. During 1982/83, the staff of
the Bureau of Statistics participated in 72 technical
assistance missions to 63 countries, assisted in a statis-
tical seminar organized by the Arab Monetary Fund,
and gave lectures on balance of payments methodology,
government finance statistics, and other statistics. In
addition, eight officials from countries or regional
organizations visited the Bureau for training in the
various fields of statistics.

Relations with Other International
Organizations

The emerging strains in the international financial
system and heightened difficulties in arriving at suitable
agreements with respect to international trade policy
lent added importance and value to the Fund’s rela-
tionships with other international and regional organi-
zations with expertise in the areas of economics and
trade. The Fund continued its close association with
the World Bank through exchanges of information and
the inclusion of its staff, on occasion, in each others’
missions to member countries. Close collaboration was
also maintained with the United Nations (UN) and its
relevant organs, the Organization for Economic Coop-
eration and Development (OECD), the General Agree-
ment on Tariffs and Trade (GATT), the Commission
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of the European Communities (CEC), the Bank for
International Settlements (BIS), the Organization of
American States (OAS), especially the Inter-American
Economic and Social Council and its Permanent Execu-
tive Committee, and with regional development and
financial institutions in Africa, Asia and the Pacific
area, Latin America and the Caribbean, and the Middle
East.

Ongoing liaison responsibilities are centered in the
Fund’s European Office in Paris, particularly with
regard to the BIS, the CEC, and the OECD; the
Geneva Office with regard to the UN Conference on
Trade and Development (UNCTAD) and the GATT;
and the Special Representative to the United Nations.
In this regard staff attend meetings, participate in semi-
nars, conduct informal exchanges of views, and
exchange mutually relevant information and documen-
tation with concerned organizations. Their efforts are
supplemented by specific assignments of senior officials
and technical specialists from headquarters, as well as
resident representatives in the field, as required.

The Managing Director delivered his annual address
to the UN Economic and Social Council in Geneva on
July 13, 1982, and addressed the ministerial meeting
of the Thirty-Eighth Session of the CONTRACTING
PARTIES to the GATT, also in Geneva, on Novem-
ber 24, He attended official meetings of the BIS in Basle,
Switzerland, on July 12, 1982, and spoke at meetings
of the UN’s Administrative Coordination Committee in
New York on November 1, 1982, and in Paris on
March 30, 1983. He participated in the Group of Ten
ministerial meetings in Helsinki and Toronto, held at
the time of the meetings of the Interim and Develop-
ment Committees, as well as similar sessions in Paris
on JYanuary 18, 1983, and in Washington on Febru-
ary 10. He also attended the ministerial meetings of the
UNCTAD Intergovernmental Group of Twenty-Four
on International Monetary Affairs which took place in
Helsinki and Toronto at the time of the Interim and
Development Committee meetings, and also those held
in Washington, D.C. on February 9 and April 27, 1983.

With a view to making the organization’s expertise
more readily available, and to encourage the cross-
fertilization of ideas, the Fund undertook a technical
assistance assignment with the East Caribbean Currency
Authority (ECCA). Staff attended two technical meet-
ings, in July and December 1982, in preparation for a
conference of Finance Ministers of the ECCA member
countries to consider a proposed central banking agree-
ment that would permit expansion of the ECCA’s cen-
tral banking functions. The agreement was drafted
with the assistance of Fund staff. The Fund also col-
laborated with the Inter-Agency Resident Mission in

CHAPTER 3: ACTIVITIES OF THE FUND

the East Caribbean headed by the World Bank. The
Fund Resident Advisor to the five member countries
in the ECCA region was attached to the mission for
purposes of assisting in coordinating the macroeconomic
policies with the development programs of the seven
ECCA countries.

The recession in the world economy and the debt
problems of a number of countries have emphasized
recently the Fund’s role in debt renegotiation and
rescheduling, as well as in the coordination of interna-
tional aid. During the year, Fund representatives
attended Paris Club meetings on the rescheduling of
the external debt of Costa Rica, Madagascar, Malawi,
Romania, Senegal, Sudan, Togo, and Uganda. At the
invitation of the World Bank, staff members also parti-
cipated in meetings of the Aid Groups for Bangladesh
and Burma, and in the meetings of the India and
Pakistan Consortia, all held in Paris. Other meetings
concerning aid coordination which were attended by
Fund staff included the Sri Lanka Aid Group meeting,
held in Tokyo; the meetings of the World Bank Con-
sultative Groups on Aid Coordination for Korea,
Madagascar, Sudan, and Uganda, held in Paris; the
Tokyo meeting of the World Bank Consultative Group
for the Philippines; and the meeting on agriculture of
the World Bank Consultative Group for Zaire, held in
Paris. As in previous years, a staff representative
attended the Amsterdam meeting of the Inter-
Governmental Group on Indonesia convened by the
Government of the Netherlands, and relevant documen-
tation was provided.

Notwithstanding the strong cooperative relationship
the Fund has maintained with the GATT over the years,
today’s trade and payments situation suggest that even
closer ties be developed between the Fund and the
GATT. To this end, closer contacts have been estab-
lished between the secretariats of the two organizations
over the past year in order to discuss the possible
forms of increased cooperation. The Fund continues
to provide information and background documentation
for the consultations of the GATT with common mem-
ber countries on trade restrictions imposed for balance
of payments purposes. Fund staff were invited to par-
ticipate in such consultations held in Geneva with
Bangladesh, Ghana, Hungary, India, Israel, Pakistan,
the Philippines, and Portugal. A Fund observer was
present at the Thirty-Eighth Session of the CONTRACT-
ING PARTIES to the GATT, and, as noted above, the
Managing Director addressed the ministerial meeting of
that session. The meetings of the Council of Represen-
tatives were also attended by a Fund observer, and
other GATT meetings on a wide variety of topics were
attended by staff members of the Fund’s Geneva Office.
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Executive Directors and Staft Publications
In the year ended April 30, 1983, there were 131 The publications issued by the Fund during 1982/83
appointments to the Fund’s regular staff and 78 separa- are listed in Appendix I, Table 1.16.

tions. At the end of the financial year, the staff num-
bered 1,578 and was drawn from 96 countries.
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Appendix 1
The Fund in 1982/83

The tables in this appendix supplement the information given in Chapter 3 on
the activities of the Fund during the financial year ended April 30, 1983. In three
tables in this appendix, however, data covering longer periods are included, viz.,
Table 1.1 on exchange rates and exchange arrangements, Table I.11 setting forth
the charges on the use of the Fund’s resources, and Table 1.15 on present and
proposed Fund quotas.
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Table I.1. Exchange Rates and Exchange Arrangements, June 30, 1983 !
Pegged to Limited Flexibility More Flexibility 3
Currency Under Adjusted
Other Special composite Vis-a-vis cooperative according Other
U.S. French single drawing other single arrange- to a set of managed Floating

Member Currency dollar 2 franc 2 currency 2 right 2 than SDR 3 currency 3 ¢ ments 3. 5 indicators floating independently
Afghanistan Afghani — — — — — 50.60 —_— —_— — —
Algeria dinar — — — — 4,7935 — — — —_
Antigua and East Caribbean

Barbuda dollar 2.70 — — —_ — — — — — —
Argentina peso argentino — —_— — —_ —_ J— — 8.881 —_
Australia dollar — —_ — — — — — 1.14351 —_
Austria schilling — —_ — — 17.925 — — — —_ —_
Bahamas dollar 1.00 — — — —_ — — — i —
Bahrain dinar — — — — —_ 0.376 — — — —_—
Bangladesh taka —_ — _ —_ 24.50 — — — — —
Barbados dollar 2.0113 — — — — — — — — —
Belgium franc — — — —_ —_ — 50.935 — — —
Belize dollar 2.00 — — — — — — — — —
Benin franc — 50.00 — — —_ — — — — —_
Bhutan ngultrum — — 1.006 — — — — — — —
Bolivia peso 196.0 — — — — — — J— —_ —
Botswana pula — — — — 1.0891 —_ — — — —
Brazil cruzeiro — — — —_ —_ — — 540.27 — —_
Burma kyat — — — 8.50847 — — —_ — — —
Burundi franc 90.00 _ —_ —_ — — —_ — — —
Cameroon franc — 50.00 — —_ — — — J— -
Canada dollar —_— — — — — — — — 1.2273
Cape Verde escudo — — —_ — 72.6744 —_ —_ — — _
Central African

Republic franc — 50.00 — — — — — — - —
Chad franc — 50.00 — — — — — — —
Chile peso — — — — — — — 77.71 — —
China yuan — — — — 1.9838 —_ — — — —
Colombia peso — — — — —_— —_ — 78.51 — —
Comoros franc — 50.00 — — —_ — —_ — — —
Congo franc — 50.00 — — — —_ — — — —
Costa Rica colén —_— — — — — — — —_ 40.25 —
Cyprus pound — — — — 0.52627 — — — — —_
Denmark krone — — — — — — 9.1365 — —
Djibouti franc 177.721 _— - — — — — — — —
Dominica East Caribbean

dollar 2.70 f— — —_— —_ — —_ _ _ .

Dominican Republic peso 1.00 —_— —_ — — — — - —_ —
Ecuador sucre — — — — — — — — 44.90 —
Egypt pound 0.70 — - — — —_ — — — _
El Salvador colén 2.50 — — — — — — — — —
Equatorial Guinea  ekwele — — 2.007 —_ — —_ — — — —
Ethiopia birr 2.07 — —_ — — — — — - —
Fiji dollar — — —_ — 1.0350 — — — — —
Finland markka — — —_ — 5.541 — — — — —
France franc —_— — — — — —_ 7.6375 — — .
Gabon franc — 50.00 — — — — — — _ —
Gambia, The dalasi — — 4,008 — — — — _ — _—

©lInternational Monetary Fund. Not for Redistribution

£€8/7861 NI ANNJ HHL ‘(panuyuod) 1 XIANAddV



SII

Germany, Federal
Republic of

Ghana

Greece

Grenada

Guatemala

Guinea
Guinea-Bissau
Guyana
Haiti
Honduras
Hungary
Iceland
India
Indonesia
Iran, Islamic
Republic of

Iraq

Ireland
Israel

Italy

Ivory Coast

Jamaica

Japan

Jordan

Kampuchea,
Democratic ¢

Kenya

Korea
Kuwait
Lao People’s
Democratic
Republic
Lebanon
Lesotho
Liberia
Libyan Arab
Jamabhiriya
Luxembourg
Madagascar
Malawi

Malaysia
Maldives
Mali

Malta
Mauritania

Mauritius
Mexico
Morocco
Nepal
Netherlands

New Zealand
Nicaragua
Niger
Nigeria !
Norway

deutsche mark
cedi
drachma

East Caribbean

dollar
quetzal

syli
peso
dollar
gourde
lempira

forint
kréna
rupee
rupiah

rial
dinar
pound
shekel
lira
franc
dollar
yen
dinar

riel
shilling
won
dinar

kip
pound
maloti

dollar

dinar
franc
franc
kwacha
ringgit
rufiyaa
franc
lira
ouguiya
rupee
peso
dirham
rupee
guilder

dollar
cordoba
franc
naira
krone

F
L1

2.70 — _ -
1.00 — — — —
— — — 246853 —
— — — 4400 —
5.00 — — _ —
2.00 _ _ _ _
— — — — 42.5446
— — — 9230 —
0310857 — — _ _
— 50.00 _ _ _
1.78142 — _ _ _
— — — 0.387 —
— — — 1406 —
— _ 0.29285
35.00 — _ _ _
_ _ 1.0010 _ —_
1.00 — _ _ _
0.296053 — — _ _
— — — — 41691
— — — 12122 -
— — — — 23313
_ 100.00 — _ —
— — — — 0.432133
— — — — 54.82
— — — — 11.612
— — — — 145
10.00 _ _ — -
= 50.00 — — —
— — — 7.295

[

Ll

SEEREEEL

T

2.5419

0.807754
25

1,508

50.

2l

I

L&

NEEE

L
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Table L1 (concluded). Exchange Rates and Exchange Arrangements, June 30, 1983 !

Pegged to Limited Flexibility More Flexibility 8
Currency Under Adjusted
Other Special composite Vis-a-vis cooperative according Other
U.S. French single drawing other single arrange- to a set of managed Floating
Member Currency dollar 2 franc 2 currency 2 right 2 than SDR 2 currency 3. ¢ ments 3 & indicators floating independently
Oman rial Omani 0.3454 — —_ — _ — — — — —_
Pakistan rupee —_ —_ — . f— —_— — — 13.1778 _—
Panama balboa 1.00 — _ — — — — — —_ —
Papua New Guinea kina — — — — 0.860511 —_ —_ — — —
Paraguay guarani 126.00 — —_ — —_ —_ — —_ — —
Peru sol — _— _— — —_ —_ —_ 1,527.68 — —
Philippines peso — — — — —_ — — — 11.0015 —
Portugal escudo — — — — — — —_ 116.98 — —
Qatar riyal — — — — —_ 3.64 —_ _— — —
Romania leu 16.5 —_— — — —_— — — — — —
Rwanda franc 92.84 — — — — — —_— — —_ —
St. Lucia East Caribbean
dollar 2.70 — — —_ — —_ — — — —
St. Vincent East Caribbean
dollar 2.70 — — — — — — — — —

Sdo Tomé and

Principe dobra —_— — — 41.415 —_ —_ —_ — — —
Saudi Arabia riyal — — —_ — — 3.445 — — — —
Senegal franc — 50.00 — —_ —_ — — —_ — —
Seychelles rupee — —_ — 7.2345 — — — — — —
Sierra Leone leone — —_ — — — — — — 1.28024 —
Singapore dollar — — — — 2.1320 — — —_ — —_
Solomon Islands dollar — — -— — 1.15567 — — — — —
Somalia shilling — — — 16.50 — — — — — —
South Africa rand —_ — — — — — — — — 1.09302
Spain peseta — — — — — — — — 145.35 —
Sri Lanka rupee — —_ —_ — — — — — 23.03 —
Sudan pound 1.30 —_ — — - - — — — —
Suriname guilder 1.785 — — — — — —_ — — —_
Swaziland lilangeni — — 1.0010 — — — — — — _
Sweden krona — — — — 7.6425 — — _— — —
Syrian Arab

Republic pound 3.925 — — — — — — — —
Tanzania shilling — —_ — — 12,2413 -— — — — —
Thailand baht —_ — —_ —_ —_ 23.00 — — — —
Togo franc — 50.00 — — — — — — — —
Trinidad and Tobago dollar 2.4090 — — — — — — — — —
Tunisia dinar — — — — 0.67987 — — — — —_
Turkey lira — —_ —_ — —_ — — — 221.85 —
Uganda 1 shilling — —_ — —_ — — — — 124.5 —_—
United Arab

Emirates dirham — — — — —_ 3.671 —_ — — _
United Kingdom pound — — — — —_ —_— — — — 0.653424
United States dollar — — — — — — — — —_ 1.00
Upper Volta franc — 50.00 — — — — — — — —
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32.275

Uruguay new peso — —_ —_ —_ — — —_ — —
Vanuatu vatu — — — 106.20 —_ — — — — —
Venezuela bolivar 4.30 — — —_ —_ — — —_ — —
Viet Nam dong —_ - — 10.37883 — — — _ — _
Western Samoa tala — — — — — —_ — — 1.61857 —
Yemen Arab

Republic rial 4.5625 — — — — — — — — —
Yemen, People’s

Democratic

Republic of dinar 0.345399 — — — — — J— — — —
Yugoslavia dinar — — — — — — — — 89.2081 _
Zaire zaire — — — 6.34921 — — — . . _
Zambia kwacha — — — 1.2803 — —_ —_ — — _
Zimbabwe dollar — — — — 0.99433 — — — — —

1 For further explanation of the classification of exchange rate arrangements, in  tem and maintain maximum margins of 2.25 per cent (for the Italian lira, 6 per cent)
particular for .members that maintain dual exchange markets involving multiple for exchange rates in transactions in the official markets between their currencies and
exchange rate arrangements, see Table 13. The effective date of the exchange rate is  those of the other countries in this group.

May 31, 1983 for Nigeria and April 30, 1983 for Uganda. 6 Per Indian rupee.
2 Rates as notified to the Fund and in terms of domestic currency units per unit 7 Per Spanish peseta.

listed. 8 Per pound sterling.
3 Market rates in domestic currency units per U.S. dollar. 9 Information not available.
4 All exchange rates have shown limited flexibility against the U.S. dollar. 10 Per South African rand.

5 Belgium, Denmark, France, the Federal Republic of Germany, Ireland, Italy,
Luxembourg, and the Netherlands are participating in the European Monetary Sys-

LTI
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APPENDIX 1 (continued). THE FUND IN 1982/83

Table I.2. Fund Stand-By Arrangements for Members, Financial Year Ended April 30, 1983

(In millions of SDRs)

Total Number
of Stand-Bys

Amount Not

Approved Amount Purchased at Amount Amount Not
for Member Date of Date of Approved Expiration or Approved Purchased

Member Since 1953 Inception Expiration 1981/82 Cancellation 1982/83 April 30, 1983
Argentina 10 Jan. 24, 1983 Apr. 23, 1984 —_— — 1,500.001! 1,199.26
Bangladesh 4 Mar, 28, 1983 Aug. 31,1983 —_ —_ 68.40 45.60
Barbados 1 Oct. 11,1982 May 31, 1984 — — 31.881 19.51
Burma 6 June 12,1981 June 11,1982 27.00 — — —
Central African Republic 3 Apr. 22,1983 Apr. 21,1984 —_ — 18.001 18.00
Chile 13 Jan. 10,1983 Jan. 09,1985 -— —_— 500.001 378.00
Costa Rica 8 Dec. 20, 1982 Dec. 19,1983 — — 92.251 73.80
El Salvador 13 July 16,1982 July 15,1983 — — 43.00 15.50
Ethiopia 1 May 8, 1981 June 30, 1982 67.502 — — —
Gambia, The 3 Feb. 22,1982 Feb. 21,1983 16.902 — — —
Grenada 4 May 11, 1981 May 10, 1982 343 0.53 — —_
Guatemala 9 Nov. 13,1981 Nov. 12,1982 19.10 — — —
Guinea 1 Dec. 11,1982 Nov. 30, 1983 —_ — 25.00 13.50
Haiti 18 Aug. 9,1982 Sept. 30, 1983 — — 34,501 17.50
Honduras 13 Nov. 5,1982 Dec. 31, 1983 — — 76.501 45.90
Hungary 1 Dec. 8,1982 Jan. 7,1984 — — 475.001 249.40
Kenya 5 Jan. §,1982 Jan. 7,1983 151.503 61.50 — —
Mar. 21, 1983 Sept. 20, 1984 — — 175.951 130.75
Liberia 16 Aug. 26, 1981 Sept. 15,1982 55.002. 3 — — —
Sept. 29, 1982 Sept. 28, 1983 — —_ 55.001 20.00
Madagascar 4 Apr. 13,1981 June 26, 1982 32302 4 70.00 — —
July 9,1982 July 8§, 1983 — — 51.001 10.20
Malawi 3 Aug. 6,1982 Aug. 5,1983 — — 22.001 6.00
Mali 6 May 21, 1982 May 20, 1983 — — 30.38 —
Mauritania 3 June 1, 1981 Mar. 31,1982 25.803 — — —
Mauritius 4 Dec. 21, 1981 Dec. 20, 1982 30.002 —_ — —
Morocco 8 Apr. 26,1982 Apr. 25,1983 281.252 — — —_
Panama 15 Apr. 28,1982 Apr. 27,1983 29.70 29.70 —_ —
Philippines 16 Feb. 25,1983 Feb. 28, 1984 —_ — 315.001 265.00
Romania 3 June 15, 1981 June 14,1984 1,102.502 — — 560.50
Senegal 3 Sept. 11, 1981 Sept. 10, 1982 63.003 — — —
Nov. 24, 1982 Nov. 23,1983 —_ — 47251 41.34
Solomon Islands 1 May 29, 1981 May 28, 1982 1.60 0.80 —_ —
Somalia 10 July 15,1981 July 14,1982 43.132 — — —
July 15,1982 Jan. 14,1984 — — 60.001 26.25
South Africa 5 Nov. 3,1982 Dec. 31,1983 — — 364.00 205.00
Sudan 8 Feb. 22,1982 Feb. 21,1983 198.003 128.00 — —
Feb. 23,1983 Feb. 22,1984 —_ — 170.001 102.00
Tanzania 2 Sept. 15, 1980 June 30,1982 (179.60)5 154.60 — —
Thailand 3 June 3, 1981 Mar. 31, 1983 814.502, 6  469.50 — —
Nov. 17,1982 Dec. 31,1983 —_ — 271.501 176.70
Togo 3 Feb. 13,1981 Feb. 12,1983 (47.50) 3 40.25 — —
Mar. 4, 1983 Apr. 3,1984 — — 21.371 19.37
Turkey 13 June 18, 1980 June 17,1983 (1,250.00)5 — —_— 90.00
Uganda 4 June 5,1981 June 30, 1982 112.502 — — —
Aug. 11,1982 Aug. 10,1983 —_ — 112.501 37.50
Uruguay 13 July 15,1981 July 14, 1982 31.50 — — —
Apr. 22,1983 Apr. 21, 1985 — — 378.001 378.00
Yugoslavia 8 Jan. 30, 1981 Dec. 31,1983 (1,662.00)5 — — 379.00
Zambia 4 Apr. 18,1983 Apr. 17,1984 — — 211.501 180.00
Zimbabwe 2 Mar. 23,1983 Sept. 22, 1984 — — 300.001 240.00
Total 3,106.21 954.88 5,449.98 4,943.58

! Enlarged access resources totaling SDR 2,885.39 million approved in 1982/83 are as follows: Argentina, SDR
million; Central African Republic, SDR 14.66 million; Chile, SDR 246.84 million; Costa Rica, SDR 45.88 million; Haiti, SDR 17.64 million; Honduras,
SDR 44.62 million; Hungary, SDR 229.26 million; Kenya, SDR 166.21 million; Liberia, SDR 44.11 million; Madagascar, SDR 26.05 million; Malawi,
SDR 8.56 million; Philippines, SDR 150.28 million; Senegal, SDR 23.91 million; Somalia, SDR 49.38 million; Sudan, SDR 134.81 million; Thailand,
SDR 189.16 million; Togo, SDR 12.02 million; Uganda, SDR 97.56 million; Uruguay, SDR 283.50 million; Zambia, SDR 143.73 million; and Zimbabwe,

SDR 187.50 million.

754.35 million; Barbados, SDR 15.36

2 Enlarged access resources approved in 1981/82 are as follows: Ethiopia, SDR 32.52 million; The Gambia, SDR 8.88 million; Liberia, SDR 6.92
million; Madagascar, SDR 32.30 million; Mauritius, SDR 13.28 million; Morocco, SDR 166.18 million; Romania, SDR 746.18 million; Somalia,
SDR 22.64 million; Thailand, SDR 566.59 million; and Uganda, SDR 58.97 million.

3 Supplementary financing facility resources approved in 1981/82 are as follows: Kenya, SDR 96.84 million; Liberia, SDR 18.00 million; Mauritania,
SDR 9.88 million; Senegal, SDR 33.57 million; and Sudan, SDR 136.40 million.

¢ Amount by which arrangement, of SDR 76.70 million approved in April 1981, was augmented in June 1981.

5 Arrangement approved in the financial year 1980/81.

8 Arrangement canceled on November 16, 1982.
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APPENDIX 1 (continued). THE FUND IN 1982/83

Table I.3. Summary of Members’ Purchases and Table 1.4, Summary of Stand-By Arrangements That

Repurchases, Financial Years Ended April 30, 1948-83 Became Effective During the Financial Years Ended

(In millions of SDRs) April 30, 1953-83 !

Total Purchases Total Repurchases (In millions of SDRs)
Year by Members by Members Year Number Amount
1948 606.04 —
1949 119.44 — 1oa 2 5%
1950 51.80 24.21 1935 5 40.00
1951 28.00 19.09 1956 5 47.50
1952 46.25 36.58 1657 5 116258
1953 66.12 184.96 4
1954 231.29 145.11 }323 }; }’&2:22
1955 48.75 276.28 1960 14 ’363 88
1956 38.75 271.66 1961 15 459.88
1957 1,114.05 75.04 1962 24 1,633.13
1958 665.73 86.81 531.1
1959 263.52 537.32 %ggz ig é'lggjgg
1960 165.53 522.41 1965 24 2'159.05
1961 577.00 658.60 1966 24 y575.35
1962 2,243.20 1,260.00 1967 25 591.15
1963 579.97 807.25 1968 32 52.36
1964 625.90 380.41 1329 26 2%41,15
1965 1,897.44 516.97 1970 23 2.381.28
1966 2,817.29 406.00 1971 18 ’501.70
1967 1,061.28 340.12 1972 13 313.75
1968 1,348.25 1,115.51 197 13 321.85
1969 2,838.85 1,542.33 1373 15 1.394.00
1970 2,995.65 1,670.69 1975 14 ’389.75
1971 1,167.41 1,656.86 1976 18 1,188.02
1972 2,028.49 3,122.33 1977 19 4,679.64
1973 1,175.43 540.30 18 1285.0
1974 1,057.72 672.49 }333 14 ’507_32
1975 5,102.45 518.08 1980 24 2,479.36
1976 6,591.42 960.10 1981 21 5.197.93
1977 4,910.33 868.19 1982 19 3.106.21
1978 2,503.01 4,485.01 27 449
1979 3719.58 4,859.18 1983 — 44998
1980 2,433.26 3,775.83 Total 521 45,031.00
1981 4,860.01 2,852.93 R
1982 8.040.62 2.009.88 ! Includes renewals and extensions for one year or less, except
’ the renewals each six months of the stand-by arrangement for

1983 11,391.89 1,555.12 Belgium granted in June 1952 until that member purchased the

Total 75.411.721 38.753.652 full amount of the equivalent of SDR 50 million in April 1957.

IIncludes purchases that are not subject to repurchase.
2 Excludes sales of currency and adjustments that have the
effect of repurchase.
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Table L5. Purchases of Currencies and Special Drawing Rights from the Fund, Financial Year Ended April 30, 1983

(In millions of SDRs)

Within Credit Tranche

Under Decision on

Under stand-by arrangements

Extended Fund facility

Purchases Financed with

Ordinary resources

Supple- Supple- Supple-
‘Within mentary Enlarged mentary Enlarged Com- Total Special mentary Enlarged

Member Reserve Ordinary financing access Ordinary financing access pensatory Buffer Pur- Curren- drawing financing access
Purchasing Tranche resources facility resources Other resources facility resources financing stock chases cies rights facility resources
Antigua and Barbuda 0.68 —_ _ —_ — —_ —_ — — —_— 0.68 — 0.68 —_ -
Argentina 228.42 200.49 - 100.25 — —_ —_ —_ 520.10 —_ 1,049.26 736.61 212,40 — 100.25
Australia fad — —_ - - —_ —_ —_ — 32.46 32.46 — 32.46 —_ —_
Bangladesh —_— 22.80 —_ -_ —_ —_ —_ - 71.201 _— 94.00 13.90 80.10 — —_—
Barbados — 7.65 — 4.72 —_ — — —_ 12.60 —_ 24.98 17.98 2.28 — 4,72
Bolivia - — -_ - — _ — 17.90 2447 42,37 39.97 2.40 —_ —
Brazil 259.79 —_ —_ —_ 249.38 62.44 — 62.43 965.00 — 1,599.04 1,456.13 80.48 — 62.43
Burma 15.00 —_ —_— —_ — — _ —_ 25.60 — 40.60 13.00 27.60 —_ —_
Central African Republic - — — — 2.40 —_ —_ — —_ —_ 2.40 —_— 2.40 —_ o
Chile 70.54 81.33 — 40.67 -— —_ —_ —_ 295.00 —_ 487.54 446.87 — —_ 40.67
Costa Rica — 12.83 — 5.62 —_ —_ —_ — — —_ 18.45 —_ 12.83 —_ 5.62
Dominica —_ —_ —_ o —_ 1.42 1.43 — —_ —_ 2.85 — 1.42 1.43 —
Dominican Republic —_ — —_ —_ —_ 37.12 —_ 37.13 78.75 10.55 163.55 119.10 7.32 — 37.13
Ecuador 24.79 — — — —_ - -— —_ — — 24.79 24.79 —_ — —_
El Salvador —_ 27.50 —_ —_— —_ - —_ —_ 32.25 —_ 59.75 41.25 18.50 —_ —
Equatorial Guinea 1.52 - — — - —_ —_ — — — 1.52 —_ 1.52 — —_
Ethiopia —_ 5.34 — 6.41 — —_ — —_— — —_ 11.75 2.90 2.44 — 6.41
Gambia, The —_ 3.99 4.792 —_ —_ — —_ —_ - — 8.78 —_ 3.99 4,792 —_
Ghana 8.47 _ — —_ —_ —_ —_ —_ —_ — 8.47 —_ 8.47 —_ —_
Grenada —3 —_ — — —_ — —_ — —_ —_ — — —3 —_ —
Guinea — 11.50 — _— —_ —_ — —_— —_ —_ 11.50 — 11.50 — —
Guyana —_ _— — — — — — — 5.93 —_ 5.93 2.25 3.68 —_ —_
Haiti — 8.90 — 8.10 — — - — — — 17.00 3.77 5.13 — 8.10
Honduras —_ 11.01 — 19.59 —_ —_ — —_ 23.10 — 53.70 7.81 26.30 — 19.59
Hungary 81.38 132.37 — 93.23 —_ — — —_ 72.00 — 378.98 34,87 250.88 — 93.23
Iceland 9.05 —_ — —_ —_ — — — 21.50 —_ 30.55 — 30.5 — —_
India — - -—_ —_ —_ 750.00 750.002 — —_ — 1,500.00 400.00 350.00 750.002 —_
Indonesia 218.36 —_ —_ —_ — —_ —_ —_ —_ 65.10 283.46 218.36 65.1 —_ —_
Iraq 111.92 — — —_ — —_— — —_ —_ —_ 111.92 111.92 — —_
Ivory Coast — —_ _ —_ — 71,25 82.65 —_ — —_ 153.90 25.22 46.03 82.65 —
Jamaica 6.22 - —_ — —_ —_— 20.70 91.60 19.40 —_ 137.92 1.00 24.62 20.70 91.60
Kenya — 23.38 16.36 35.46 — — — — 60.381 - 135.58 44.72 39.04 16.36 35.46
Lesotho 2.02 — -—_ —_ — —_ —_ —_ —_ -—_ 2.02 2.02 — — —_—
Liberia — 15.89 6.002 24.11 —_ —_ — — 34.70 —_ 80.70 28.59 22.00 6.002 24.11
Madagascar 2.36 20.32 — 20.48 — — —_ —_ 21.80 —_ 64.96 28.84 15.64 — 20.48
Malawi —_ 13.44 — 2.56 — — —_ —_ 12.201 0.92 29.12 20.59 5.98 — 2.56
Malaysia —_ —_ —_ — —_ — _— — — 171.50 171.50 67.80 103.70 — —_
Mali — 30.38 —_ — — — — — —_ — 30.38 5.00 25.38 — —_
Mauritania 3.26 —_ —_— —_ — — — — —_ — 3.26 — 3.26 — —
Mauritius —_ 1.72 13.282 —_ —_ - —_ — — 3.61 18.61 —_ 5.33 13.282 —_
Mexico 1.16 — —_ — 200.63 50.15 — 50.15 — —_— 302.09 — 251.94 —_ 50.15
Morocco —_ 102.27 — 122.73 —_ — — — —_— —_ 225.00 52.85 49.42 — 122,73
Pakistan — —_ —_ — —_ 147.50 147.50 — 180.20 —_ 475.20 242.82 84.88 147.50 —
Peru — — — — — 100.00 — — 199.90 —_ 299.90 224.00 75.9 — —_
Philippines — 50.00 —_ —_ _— — — — 188.55 —_ 238.55 215.43 23.12 —_ —
Romania 5.01 182.73 — 219.27 —_ —_ — —_ —_ —_ 407.01 41.82 145.92 — 219.27
Senegal — 26.03 25.78 1.36 —_ —_— — — — —_ 53.17 7.39 18.64 25.78 1.36
Sierra Leone 4.01 — — — —_ — — — 20.70 — 24.71 17.70 7.01 —_ —
Solomon Islands — — —_ — —_ —_ —_ —_ 1.60 — 1.60 1.60 — —_ —_
Somalia 4.75 13.56 — 26.66 — — — —_ —_ —_ 44.97 8.94 9.37 —_ 26.66
South Africa - 159.00 — — —_ — — — 636.00 — 795.00 695.00 100.00 —_ —_
Sri Lanka — —_ — — — —_ _ — 39.20 5.80 45.00 33.20 11.80 — —_
Sudan 1.85 3048 — 37.52 —_ —_ — — 39.10 — 108.95 68.65 2.78 —_ 3752
Swaziland — — — — —_ — — — — 0.98 0.98 — 0.98 —_— —
Syrian Arab Republic 19.63 —_ — — —_ —_ — - —_ —_ 19.63 19.63 —_ —_ —_
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Table 1.5 (concluded).
(In millions of SDRs)

Purchases of Currencies and Special Drawing Rights from the Fund, Financial Year Ended April 30, 1983

Within Credit Tranche

Under Decision on

Under stand-by arrangements

Extended Fund facility

Purchases Financed with

Ordinary resources

Supple- Supple- Supple-

Within mentary Enlarged mentary Enlarged Com- Total Special mentary Enlarged

Member Reserve Ordinary financing access Ordinary financing access pensatory Buffer Pur- Curren- drawing financing access
Purchasing Tranche resources facility resources Other resources facility resources financing stock chases cies rights facility resources
Tanzania 1.74 — — — — —_ —_ —_ _ —_ 1.74 — 1.74 —_ —
Thailand — 43.08 — 5172 — — — — — 36.60 131.40 58.15 21.53 — 51.72
Togo — 0.54 — 1.46 — — — — —_ — 2.00 0.54 — — 1.46
Turkey — — 300.00 — —_ _ — — — — 300.00 — — 300.00 —
Uganda — 19.48 — 65.52 - —_ —_ — — —_ 85.00 —_ 19.48 — 65.52
Uruguay 28.07 31.50 — —_ — —_ — — 55.30 —_ 114.87 114.87 — — _
Yemen Arab Republic — — —_ — 9.75 — —_ _ - — 9.75 9.75 —_ — —

Yemen, People’s

Democratic Republic of 2.52 — — — 15.38 —_ — — —_ —_ 17.89 17.89 —_ — —_
Yugoslavia — — 590.50 — —_ —_ —_ — — 590.50 — — 590.50 —
Zaire 13.68 — — —_ —_ — —_ —_ —_ —_ 13.68 — 13.68 — —_
Zambia 7.50 19.11 — 12.39 - —_ —_ — 34.00 - 73.00 11.61 49.00 — 12,39
Zimbabwe — 18.75 — 41.25 — —_ — — 56.10 — 116.10 74.85 — — 41.25
Total 1,133.68 1,327.37 956.71 941.08 477.53 1,219.89 1,002.28 241.30 3,740.06 351.99 11,391.89 5,831.96 2,418.57 1,958.99 1,182.37

1In accordance with the decision on compensatory financing of fluctuations in the cost of cereal imports, Executive Board Decision No. 6860-(81/81), adopted May 13, 1981, (See Selected Decisions
of the International Monetary Fund and Selected Documents, Tenth Issue (Washington, 1983), pages 65-70.)
2 Purchase financed from supplementary financing facility resources in substitution for enlarged access resources, Executive Board Decision No. 7047-(82/13), adopted February S,
Selected Decisions of the International Monetary Fund and Selected Documents, Tenth Issue (Washington, 1983), page 58.)

3 Less than SDR 50,000.
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APPENDIX 1 (continued). THE FUND IN 1982/83

Table L.6. Repurchases of Currencies from the Fund, Financial Year Ended April 30, 1983
(In millions of SDRs)

Repurchases in Respect of Purchases of
Borrowed Resources

Supple- Ordinary Resources
mentary Com- Stand-by  Extended Other

Member il financing pensatory arrange- Fund credit

Repurchasing facility facility financing ments facility tranche Other Total
Bangladesh 6.9 —_ 42.4 —_ —_ —_ —_— 49.3
Barbados — — 1. — — — — 1.7
Bolivia — — 7.5 — — —_ —1, 7.5
Burma —_— —_— —_ 11.7 _— —_ —_ 11.7
Burundi — — 2.0 — — — — 2.0
Cameroon 2.5 —_ — — —_ — — 2.5
Central African Republic 0.5 — — — —_ — — 0.5
Chile 26.3 — — — — — — 26.3
Costa Rica 3.2 — 5.1 —_ — —_ —_ 8.3
Cyprus 4.6 — 5.0 — — — — 9.6
Dominica — — 0.1 — — — — 0.1
Dominican Republic — — 3.0 — — — —_— 3.0
Egypt 7.9 — —_ 21.0 — —_ —_ 28.9
Equatorial Guinea — — — — — — 0.53 0.5
Ethiopia — — 9.0 —_ — — — 9.0
Finland 332 — — — — — — 332
Gabon —_ — — 3.9 — —_ — 3.9
Gambia, The — — 23 — — —_— — 2.3
Ghana 2.4 — — 34 — — 8.52 14.3
Greece 6.5 —_ — — — — — 6.5
Grenada 0.1 — 0.7 —_ — —_ — 0.8
Guinea —_ — - — — 1.5 — 1.5
Guinea-Bissau —_ — 0.4 —_ —_ — — 04
Guyana — 1.1 3.3 —_— — — — 4.4
Haiti 0.7 — — — — — —_ 0.7
Iceland 39 —_ — — — — 3.9
Israel 10.2 — 36.2 — — —_ — 46.4
Jamaica 7.3 7.8 15.8 4.8 — — — 35.7
Kenya 38 —_ 17.3 2.5 1.3 — — 249
Korea 24.8 — — — — — 24.8
Liberia — —_ 2.6 — — — — 2.6
Madagascar — — — 3.5 —_— — —_ 35
Malawi 07 — 36 —_ — — —_ 4.3
Malaysia — — — — — —_ 4524 45.2
Mali 1.0 — —_ — —_ —_ — 1.0
Mauritania 1.1 —_ 1.3 2.4 —_ —_ —_ 4.8
Mauritius — _ —_ 2.6 — — —_ 2.6
Morocco 4.5 —_ 28.0 —_— — _— — 32.5
Nepal — — 4.8 — — — — 4.8
New Zealand 24.1 —_— — — —_ — —_ 24.1
Nicaragua —_ —_— 2.1 — — — — 2.1
Pakistan 182 —_ — 80.0 —_ —_— — 98.2
Panama 3.7 — — — —_ — — 37
Peru 132 12.5 30.7 — — — — 56.4
Philippines 25.9 — 16.6 29.4 18.1 — — 90.0
Portugal 24.1 [— — — —_ —_— — 24.1
Romania — — 442 9.6 — — —_— 53.8
St. Lucia — — 1.5 —_ — —_ — 1.5
Senegal 1.2 — 10.5 — —_ — — 11.7
Sierra Leone 1.2 — — 4.0 — —_ —_ 5.2
Somalia — —_ — — — 473 4.7
Spain 56.5 —_ 37.0 — — —_ —_ 93.5
Sri Lanka 7.2 — 26.2 35.0 — —_ — 68.4
Sudan 34 1.9 15.1 — — _— —_ 20.4
Syrian Arab Republic —_ — —_ —_ —_ —_ 12.53 12.5
Tanzania 2.6 12.1 —_ —_ —_ —_ 14.7
Thailand — — 344 6.6 —_— — —_ 41.0
Turkey 30.0 8.7 373 45.0 —_ — —_ 121.0
Uganda —_ — 4.4 — — — — 4.4
United Kingdom 154.6 —_ — — —_ —_ — 154.6
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APPENDIX I (continued). THE FUND IN 1982/83

Table 1.6 (concluded). Repurchases of Currencies from the Fund, Financial Year Ended April 30, 1983
(In millions of SDRs)

Repurchases in Respect of Purchases of
Bcerrowed Resources

Supple- Ordinary Resources
mentary Com- Stand-by  Extended Other
Member 0il financing pensatory arrange- Fund credit
Repurchasing facility facility financing ments facility tranche Other Total
Uruguay —_ —_ 11.2 — —_ —_ — 112
Viet Nam — — 0.4 — — — — 0.4
Western Samoa 0.1 — 0.5 —1 — — — 0.6
Yemen, People’s
Democratic Republic of 2.1 — — — — — _— 2.1
Yugoslavia 0.3 —_ 51.9 — —_ —_ —_ 522
Zaire 10.9 — — — — — — 10.9
Zambia 6.2 — 18.3 81.3 — — — 105.8
Total 537.6 320 546.5 346.7 194 1.5 71.4 1,555.1
11ess than SDR 50,000.
2 Repurchase under the Fund’s Articles of Agreement, Schedule B, paragraph 4(ii).
3 Gold tranche repurchase.
4 Buffer stock repurchase.
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APPENDIX I (continued). THE FUND IN 1982/83

Table I.7. Extended Fund Facility Arrangements for Members, July 7, 1975-April 30, 1983
(In millions of SDRs)

Amount Not

Total Purchased at Of Total Amount Approved,
Date of Date of Amount of Expiration or Amount Not Purchased as of
Member Inception Expiration Arrangement Cancellation April 30, 1983
Approved in previous
financial years
Bangladesh 12/8/80 12/7/83 800.001 580.00 —
Costa Rica 6/17/81 6/16/84 276.752 254.25 —_
Dominica 2/6/81 2/5/84 8.553 — 2.14
Egypt 7/28/78 7/27/81 600.00 525.00 —_
Gabon 6/27/80 12/31/82 34.00 34.00 —_
Guyana 6/25/79 6/24/82 62.754 5275 —
7/25/80 7/24/83 150.005 98.27 —
Haiti 10/25/78 10/24/81 32.20 21.40 —
Honduras 6/28/79 6/27/82 47.60 23.70 —_—
India 11/9/81 11/8/84 5,000.006 — 2,600.00
Ivory Coast 2/27/81 2/22/84 484.507 — 153.90
Jamaica 6/9/78 6/8/81 200.008 130.00 —_
6/11/79 6/10/81 260.009 175.00 —
4/13/81 4/12/84 477.7010 — 149.70
Kenya 7/7/75 7/6/78 67.20 59.50 —
Mexico 1/1/77 12/31/79 518.0011 518.00 —
Morocco 10/8/80 10/7/83 810.0012 663.00 —
3/9/81 10/7/83 817.0513 680.55 —
Pakistan 11/24/80 . 11/23/83 1,268.0014 919.00 —
12/2/81 11/23/83 919.0015 — 284.00
Philippines 4/2/76 4/1/79 217.0016 — —
Senegal 8/8/80 8/7/83 184.8017 143.70 —
Sierra Leone 3/30/81 2/22/84 186.0018 152.50 —
Sri Lanka 1/1/79 12/31/81 260.30 —_ —_
Sudan 5/4/79 5/3/82 427.0019 — —_
Zaire 6/22/81 6/21/84 912.0020 737.00 —
Zambia 5/8/81 5/7/84 800.0021 500.00 —
Subtotal 15,820.40 6,267.62 3,189.74
Approved during
financial year 1982/83
Brazil 3/1/83 2/28/86 4,239.3822 — 4,114.50
Dominican Republic 1/21/83 1/20/86 371.2523 —_ 297.00
Mexico 1/1/83 12/31/85 3,410.6324 — 3,310.32
Peru 6/7/82 6/6/85 650.0025 — 550.00
Subtotal 8,671.26 — 8,271.82
Total 24,491.66 6,267.62 11,461.56

1 Arrangement canceled as of June 21, 1982.

2 Canceled as of December 20, 1982 and replaced by a stand-by arrangement.

3 Of which, SDR 4.49 million is provided under the supplementary financing facility.

4 Canceled as of June 24, 1980.
’ 15 Airzraxllgglznent augmented by SDR 50.00 million in July 1981 to a total of SDR 150.00 million. Arrangement canceled as of

uly 22, .

6 Of which, SDR 2,595.50 million is financed from enlarged access resources.

7 Of which, SDR 324.90 million is provided under the supplementary financing facility.

8 Canceled as of June 10, 1979.

9 Canceled as of April 12, 1981.

10 Arrangement augmented by SDR 241.30 million in June 1981 to a total of SDR 477.70 million, of which SDR 149.25 million is
provided under the supplementary financing facility and SDR 241.30 million from enlarged access resources.

11 Includes augmentation by repurchase equivalent to SDR 100.00 million.

12 Canceled as of March 8, 1981.

13 Arrangement canceled as of April 25, 1982 and replaced by a stand-by arrangement.

14 Canceled as of December 1, 1981,

15 Of which, SDR 490.12 million is financed under the supplementary financing facility.

16 Includes augmentation by repurchase equivalent to SDR 38.75 million.

17 Canceled as of September 10, 1981 and replaced by a stand-by arrangement.

18 Arrangement augmented by SDR 22.30 million in June 1981 to a total of SDR 186.00 million. Arrangement canceled as of
April 6, 1982.

19 Arrangement augmented by SDR 227.00 million in November 1980, canceled on February 17, 1982, and replaced by a stand-by
arrangement.

20 Arrangement canceled as of June 22, 1982.

21 Arrangement canceled as of July 3, 1982,

22 Of which, SDR 2,842.88 million is financed from enlarged access resources.

23 Of which, SDR 255.75 million is financed from enlarged access resources.

24 Of which, SDR 2,287.13 million is financed from enlarged access resources.

25 Of which, SDR 311.56 million is financed from enlarged access resources.
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APPENDIX I (continued). THE FUND IN 1982/83

Table 1.8. Status of General Arrangements to Borrow
(GAB) ! on April 30, 1983

(In millions of SDRs)
Maximum Amounts Fund
Participants of Credit Arrangements Indebtedness
Belgium 141.5 —_
Canada 163.0 —_
Deutsche Bundesbank 1,504.5 582.9
France 340.3 —_
Italy 217.5 —_
Japan 1,326.3 194.3
Netherlands 241.8 —_
Sveriges Riksbank 63.8 —
United Kingdom 515.6 —_
United States 1,849.1 —
Total 6,363.3 7773

1See the Balance Sheet of the General Department as at
April 30, 1983, Note 7, reproduced in Appendix VIIIL

Table 1.9. Borrowing in Connection with Purchases Under the Oil Facility and Repayments to Lenders,
September 4, 1974—April 30, 1983

(In millions of SDRs)
Amount Repaid Amount Repaid
Amount Amount Repaid up May 1, 1982— in

Lender Borrowed to April 30, 1982 April 30, 1983 May 1983
Abu Dhabi 100.00 99.05 0.95 —
Austrian National Bank 100.00 79.40 18.64 1.96
National Bank of Belgium 200.00 153.12 40.63 6.25
Canada 246.93 246.93 — —
Deutsche Bundesbank 600.00 37495 — —_
Central Bank of Iran 990.00 947.98 42.02 —_
Central Bank of Kuwait 685.00 625.92 56.69 2.39
Netherlands 350.00 327.80 22.21 —
Nigeria 300.00 300.00 — —
Bank of Norway 100.00 74.73 23.08 2.19
Central Bank of Oman 20.50 19.91 0.59 —_
Saudi Arabian Monetary Agency (SAMA) 2,250.00 2,261.04 214,011 —_
Sveriges Riksbank 50.00 35.69 12.50 1.81
Swiss National Bank 100.00 71.35 25.00 3.65
Switzerland 150.00 128.99 21.01 -—
Central Bank of Trinidad and Tobago 10.00 7.91 2.09 —
Central Bank of Venezuela 650.00 621.66 28.34 —

Total 6,902.43 6,376.44 507.74 18.25

1 Includes claims transferred to SAMA from the Deutsche Bundesbank on November 13, 1980.
125

©lnternational Monetary Fund. Not for Redistribution



APPENDIX 1 (continued). THE FUND IN 1982/83

Table 1.10. Borrowing in Connection with Purchases Under the Supplementary Financing Facility and Repayments
to Lenders, May 29, 1980-April 30, 1983

(In millions of SDRs)
Amount Balance
Borrowed Available Amount Repaid !
Total Amount up to as of up to

Lender of Agreement April 30, 1983 April 30, 1983 April 30, 1983
Abu Dhabi 150.00 104.98 45.02 —
Austrian National Bank 50.00 35.12 14.88 —_
Banque Nationale de Belgique 150.00 12.34 137.66 —
Canada 200.00 12.68 187.32 0.94
Deutsche Bundesbank 1,050.00 894.172 155.83 —
Banco de Guatemala 30.00 8.363 21.64 8.363
Japan 900.00 731.96 168.04 5.27
Central Bank of Kuwait 400.00 327.35 72.65 2.25
De Nederlandsche Bank, N.V. 100.00 8593 14.07 —
Central Bank of Nigeria 220.00 69.854 150.15 69.854
Saudi Arabian Monetary Agency 1,934.00 1,496.912 437.09 19.23
Swiss National Bank 650.00 549.94 100.06 3.75
United States 1,450.00 1,450.00 — —
Central Bank of Venezuela 500.00 369.42 130.58 2.50

Total 7,784.00 6,149.015 1,634.99 112.14

1 Repayments began on November 24, 1982.

2 Claims totaling SDR 172.011 million under the supplementary financing facility were transferred by the Deutsche Bundesbank
to the Saudi Arabian Monetary Agency against U.S. dollars on November 13, 1980.

3 Claims totaling SDR 8.356 million were repaid in advance to the Banco de Guatemala on February 8, 1982. This encashment was
refinanced by a call on the Swiss National Bank.

4 Claims totaling SDR 69.850 million were repaid in advance to the Central Bank of Nigeria on April 8 and 9, 1982. This encash-
ment was financed by calls in equal amounts under the supplementary financing facility borrowing agreements with Japan and the
United States, in agreement with these lenders.

5 Of which, SDR 1,958.99 million was borrowed in the financial year 1982/83.

Table 1.11. Schedule of Fund Charges

Charges in per cent per annum ! payable on holdings for the periods stated:

PURCHASES IN THE CREDIT TRANCHES AND UNDER THE COMPENSATORY
FINANCING, BUFFER STOCK FINANCING, AND EXTENDED FUND FACILITIES

May 1, 1981
through From
April 30, 1982 May 1, 1982
Service charge 0.5 0.5
Periodic charge 6.25 6.60
OIL FACILITY
For For
1974 1975
Periodic charge 7.125 7.875

Service charge
Up to 314 years
Over 312 years

SUPPLEMENTARY FINANCING FACILITY

0.5
Rate of interest paid by the Fund plus 0.2 per cent
Rate of interest paid by the Fund plus 0.325 per cent

Service charge
Periodic charge

ENLARGED ACCESS PoLICY

0.5
Net cost of borrowing by the Fund plus 0.2 per cent

1 Except for service charge, which is payable once per transaction and is stated as a per cent
of the amount of the transaction.
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APPENDIX I (continued). THE FUND IN 1982/83

Table 1.12. Transfers of Special Drawing Rights, Januvary 1, 1970-April 30, 1983
(In millions of SDRs)

Annual Average Financial Years Ended April 30 Total
Jan. 1, 1970- Jan. 1, 1970-

Apr. 30, 1977 1978 1979 1980 1981 1982 1983 Apr. 30, 1983

Transfers among participants
and prescribed holders

Transactions by agreement 372 927 1,533 362 418 1,242 1,282 8,491
Prescribed operations — — — — —_ 158 396 554
Transactions with designation
From holdings 245 54 74 346 392 489 996 4,149
From purchases of SDRs from Fund — 344 1,006 1,025 1,490 1,386 1,717 6,969
Net interest on SDRs 39 57 71 190 223 245 273 1,348
656 1,382 2,684 1,923 2,524 3,520 4,664 21,511
General Resources Account
Transfers from participants
Repurchases 232 850 502 994 930 838 566 6,380
Charges 184 809 717 557 587 968 1,497 6,483
Quota payments —_ 201 19 1 5,091 266 84 5,661
Assessments 1 1 2 1 2 2 2 18
Interest received on General
Resources Account holdings 13 40 57 82 266 657 444 1,641
430 1,901 1,297 1,635 6,876 2,732 2,593 20,184
Transfers to participants
and prescribed holders
Purchases 105 662 1,106 1,283 2,033 2,035 2,419 10,309
Reconstitution 1 174 474 75 5 20 — — 1,851
Replenishment of participants’
currencies 20 — — —_ — — — 145
Remuneration 13 122 136 140 220 348 861 1,923
Distribution of net income 2 — —_ — — — — 15
Interest on Fund borrowings
and transfer charges 1 29 12 21 50 143 224 488
Repayments of Fund borrowings — — 38 64 161 144 28 436
Other 12 13 122 4 3493 272 1862 680
327 1,300 1,379 1,517 2,833 2,697 3,728 15,847
Total transfers 1,413 4,583 5,360 5071 12,233 8,949 10,985 57,542
General Resources Account holdings
at end of period 610 1,371 1,290 1,407 5,445 5,456 4,335 4,335

1Including amounts acquired as part of purchases.
2 Transfers to enable participants to pay charges in the General Resources Account and Special Drawing Rights Department.
3 Transfers to enable participants to pay quota increases.
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Table 1.13. Summary of Transactions and Operations in Special Drawing Rights, Financial Year Ended April 30, 1983

(In thousands of SDRs)

Positions as at April 30, 1983

Transfers Receipts T £ Interest Holdings as
i ] ransfers nterest,

Total 1}’:;‘,‘;};5{;‘:;“ Partigi)pants fcr;gﬁ 51;. 610 t.hel Charges, Net pg; :grtlt

Hol(t"lti:gs and Prescribed Holders Presgribed Re:glf:Ses Resegsgges A::ess- cumulative cumulative

Holders April 30, 1982 Designated Other Holders Account Account ment (Net) Holdings allocations allocations

PARTICIPANTS

Afghanistan 14,929 — — — 646 — —1,126 14,450 26,703 541
Algeria 126,759 4,013 — — 9,252 — +991 141,016 128,640 109.6
Antigua and Barbuda — —_ 675 675 675 675 — 0 0 0.0
Argentina 350,799 — _ 542,683 227,867 8,361 —15,009 12,614 318,370 4.0
Australia 136 89,560 — — 40,084 650 —43,117 86,014 470,545 18.3
Austria 175,311 107,549 — 89,505 21,698 — +1,161 216,215 179,045 120.8
Bahamas 5,536 — — — 211 —_ —454 5,293 10,230 51.7
Bahrain 6,952 9,300 — — — — +450 16,702 6,200 269.4
Bangladesh 13,424 —_— 10,500 66,000 81,591 30,629 —4,302 4,584 47,120 9.7
Barbados 642 —_— — — 2,471 2,353 —743 17 8,039 0.2
Belgium 654,973 — — 78,836 19,984 — 418219 614,340 485246  126.6
Belize — — 1,318 — — 1,318 — 0 0 0.0
Benin 2,030 — — — — ~— —746 1,285 9,409 13.7
Bhutan — —_ —_ — 2 — — 2 0 0.0
Bolivia 685 — — — 9,761 6,645 —2,686 1,114 26,703 4.2
Botswana 5,371 — — — 818 — 4184 6,373 4,359 146.2
Brazil 398,012 18,000 32,910 496,434 93,705 12,970 —16,993 16,230 358,670 4.5
Burma 1,213 — 5,800 24,600 28,404 5,382 —4,351 1,083 43,474 2.5
Burundi 4,326 — — — 290 1,806 —977 1,833 13,697 134
Cameroon 374 — 2,550 — 382 885 —2,332 88 24,463 0.4
Canada 56,969 6,821 24,000 — 7,996 — —71,681 24,105 779,290 3.1
Cape Verde 126 — — — 22 — —48 100 620 16.2
Central African Republic 448 2,200 2,388 2,800 1,709 —915 436 9,325 4.7
Chad 282 — 1,250 — 77 463 —926 220 9,409 2.3
Chile 36,694 —_ 5,500 — 3,352 29,364 —10,008 6,173 121,924 5.1
China 215,713 — — — — 29,316 —3,817 182,580 236,800 77.1
Colombia 128,137 37,300 — — 11,954 ~— +4,327 181,719 114,271 159.0
Comoros 0 — — — — — — 0 716 0.0
Congo 956 — — — — — —885 71 9,719 0.7
Costa Rica 175 — 2,720 —_ 15,682 13,478 —2,145 2,954 23,726 12.5
Cyprus 831 —_ 2,700 — 50 1,070 —1,931 580 19,438 3.0
Denmark 171,717 — — — 4,638 — —274 176,080 178,864 98.4
Djibouti 407 — — — 58 — —72 393 1,178 333
Dominica 103 — — 704 1,552 785 —46 121 592 20.4
Dominican Republic 2,010 