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INTRODUCTORY NOTE
The Thirty-Sixth Annual Meeting of the Board of Governors of the
International Monetary Fund was held in Washington, D.C. from September 29 through October 2, 1981, jointly with the Annual Meetings
of the Boards of Governors of the International Bank for Reconstruction and Development, the International Finance Corporation, and the
International Development Association. His Excellency, Valentin Arismendi Elgue, Governor for Uruguay, served as Chairman.
These Summary Proceedings include statements, or portions of statements, relating to the work of the Fund presented by Governors during
the Meetings, resolutions adopted by the Board of Governors of the Fund
over the past year, reports, recommendations, or communiqués issued
by the Committees of the Board of Governors at the time of the Meetings, and other documents relating to the Meetings. Statements, or portions thereof, relating to the work of the World Bank are omitted from
these Summary Proceedings; the insertion of dots ( . . . ) within statements
indicates where passages have been omitted. Statements not reproduced
in these Summary Proceedings may be found in the Summary Proceedings of the Annual Meetings of the Bank and its affiliates, issued separately by the Bank.
Statements by the Governors are listed in alphabetical order by country on pages xi and xii. A reference list of principal topics discussed in
the statements is given on pages 431-37 and a list of abbreviations used
in the statements and documents is given on pages 438-39.

LEO VAN HOUTVEN
Secretary
International Monetary Fund
Washington, D.C.
March 1, 1982

Xlll
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ADDRESS BY THE PRESIDENT OF
THE UNITED STATES1
Ronald Reagan
On behalf of the American people, I am delighted to welcome you
to Washington for your Thirty-Sixth Annual Meeting. It seems your
deliberations take on added importance each year, and this year will be
no exception. I believe your meeting can strengthen the national resolve
and international cooperation required for the global economic recovery
and growth we all are striving to achieve.
I am very grateful for this opportunity to address your distinguished
group. It is customary to begin a speech before this Annual Meeting
with a portrait of the serious problems and challenges we face today in
the world economy. Those problems and challenges are certainly
there—in force—and I will return in a minute to review them.
But first, let me take just a moment to salute the institutions you
represent. The International Monetary Fund and the World Bank group
have contributed enormously to the spread of hope—to a better life
throughout the world community. In the process, they have proven
themselves capable of change, of adapting to new circumstances and the
needs of new members.
Your institutions have worked tirelessly to preserve the framework
for international economic cooperation and to generate confidence and
competition in the world economy. They have been inspired by the ideal
of a far better world in which economic growth and development would
spread to all parts of the globe. For more than three decades, they
have worked toward these goals and contributed to results that are now
clearly visible to all.
This past decade in particular has tested the mettle and demonstrated
the strength and merit of the World Bank and the IMF. As the World
Development Report of the World Bank itself notes
. . . the 1970s witnessed international economic convulsions at least as serious as
any that may be thought highly probable in the next 10 years. The world
economy's capacity to withstand shocks has been severely tested. The tests
1

Delivered at the Opening Joint Session, September 29, 1981.
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were not passed with entire success . . . but parts of the developing world have
come through remarkably well.

We need to recognize our progress and talk about it more in our
conversations with one another. This in no way denies the immense
problems we face. But without some sense of what we have achieved,
without some encouragement to believe in our mission, we will succumb
to defeatism or surrender to ill-advised solutions to problems that can
never yield to grandiose schemes.
To look at the challenges before us, let us recall that vision we
originally set out to reach through international cooperation. The
Second World War had left us with the realization, born out of the
suffering and the sacrifices of those years, that never again must human
initiative and individual liberties be denied or suppressed.
The international political and economic institutions created after
1945 rested upon a belief that the key to national development and
human progress is individual freedom, both political and economic.
The Bretton Woods institutions and the GATT established generalized
rules and procedures to facilitate individual enterprise and an open
international trading and financial system. They recognized that economic incentives and increasing commercial opportunities would be
essential to economic recovery and growth.
We who live in free market societies believe that growth, prosperity,
and ultimately human fulfillment are created from the bottom up, not
the government down.
Only when the human spirit is allowed to invent and create, only
when individuals are given a personal stake in deciding economic policies
and benefiting from their success—only then can societies remain
economically alive, dynamic, prosperous, progressive, and free.
Trust the people. This is the one irrefutable lesson of the entire
postwar period contradicting the notion that rigid government controls
are essential to economic development.
The societies which have achieved the most spectacular, broad-based
economic progress in the shortest period of time are not the most tightly
controlled, nor necessarily the biggest in size, or the wealthiest in natural
resources. No, what unites them all is their willingness to believe in
the magic of the marketplace.
Everyday life confirms the fundamentally human and democratic
ideal that individual effort deserves economic reward. Nothing is more
crushing to the spirit of working people and to the vision of development

©International Monetary Fund. Not for Redistribution
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itself than the absence of reward for honest toil and legitimate risk. So
let me speak plainly: We cannot have prosperity and successful development without economic freedom. Nor can we preserve our personal
and political freedoms without economic freedom.
Governments that set out to regiment their people with the stated
objective of providing security and liberty have ended up losing both.
Those which put freedom as the first priority also find they have also
provided security and economic progress.
The United States is proud of its contributions to the goals and
institutions of postwar development. You can count on us to continue
to shoulder our responsibilities in the challenges we face today.
We see two of overriding importance:
—Restoring the growth and vitality of the world economy;
—And assuring that all countries, especially the poorest ones, participate fully in the process of growth and development.
But let us remember, the most important contribution any country
can make to world development is to pursue sound economic policies at
home. Regrettably, many industrial countries, including my own, have
not made this contribution in the recent past. We have overspent, overtaxed, and overregulated, with the result being slow growth and soaring
inflation. This stagflation, as the IMF Annual Report notes, is one of
two basic problems we must quickly overcome.
The United States has set its course to economic recovery. Our program is comprehensive, and as I reminded the American people last
Thursday evening, it will require effort and patience. But the reward
is worth working for.
By reducing the rate of government spending, honoring our commitment to balance the budget, reducing tax rates to encourage productive
investment and personal savings, eliminating excessive government
regulation, and maintaining a stable monetary policy we are convinced
we will enter a new era of sustained, noninflationary growth and prosperity, the likes of which we have not seen for many years.
And as the world's largest single market, a prosperous, growing U.S.
economy will mean increased trading opportunities for other nations.
America now receives half of all non-OPEC developing country exports
of manufactured goods to all industrial countries, even though we
account for only one third of the total gross national product of those
industrial countries. Lower U.S. inflation and interest rates will translate into increased availability of financial resources at affordable rates.
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Already, capital markets in the United States are more accessible to the
developing countries than capital markets anywhere else in the world.
No American contribution can do more for development than a growing, prosperous U.S. economy.
The domestic policies of developing countries are likewise the most
critical contribution they can make to development. Unless a nation
puts its own financial and economic house in order, no amount of aid
will produce progress. Many countries are recognizing this fact and
taking dramatic steps to get their economies back on a sound footing.
I know it's not easy—but it must be done.
Only with a foundation of sound domestic policies can the international economic system continue to expand and improve. My own
Government is committed to policies of free trade, unrestricted investment, and open capital markets. The financial flows generated by trade
investment and growth capital flows far exceed official development
assistance funds provided to developing countries.
At the same time, we are sensitive to the needs of the low-income
countries. They can benefit from international trade and growth in the
industrial countries because they export many raw materials and primary products the industrial world needs. But they also depend upon
our aid to strengthen their economies, diversify their exports, and work
toward self-sufficiency.
The United States recognizes this. Over three decades, we have
provided more than $130 billion in concessional assistance. The American people have proven themselves to be as compassionate and caring
as any on earth. And we will remain so.
We strongly support the World Bank. And because of our strong
support, we feel a special responsibility to provide constructive suggestions to make it more effective. We believe these suggestions will permit
it to generate increased funds for development and to support the efforts
developing countries are making to strengthen their economies. Taking
into account our budgetary constraints, we are committed to providing
the Bank and IDA with resources for them to continue and improve
their contributions to development.
We know that stimulating private investment is also critically important. The International Finance Corporation plays the leading role
in the Bank family in support of such investment. Given the importance
of this role, we hope it can be enhanced. We believe all facets of the
Bank can play a more active role in generating private resources and
stimulating individual initiative in the development effort.
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The IMF also plays a critical role in establishing conditions to
encourage private capital flows to deficit countries. By reaching agreements with the IMF on a sound, comprehensive, stabilization program—
and by demonstrating its determination to implement that program—a
borrowing country signals private markets of its intent to solve its own
economic problems.
We are committed to a pragmatic search for solutions to produce
lasting results. Let us put an end to the divisive rhetoric of us versus
them, North versus South. Instead let us decide what all of us—both
developed and developing countries—can accomplish together. Our
plans for the Caribbean Basin are one example of how we would like
to harness economic energies within a region to promote stronger
growth. The design and success of this undertaking depends upon the
cooperation of many developed and developing countries.
My colleagues and I also look forward to the upcoming summit
meeting at Cancun, Mexico. That occasion will provide us with fresh
opportunities to address the serious problems we face and encourage
each other in our common mission.
In conclusion, each of our societies has a destiny to pursue. We
have chosen ours in light of our experience, our strength, and our
faith. We each are ultimately responsible for our actions and the successes and failures that they bring. But while individually responsible
we are also mutually interdependent. By working together through such
institutions as the International Monetary Fund and the World Bank we
can all seek to collaborate on joint problems, share our insights, and
encourage the common good.
These institutions have reflected a shared vision of growth and development through political freedom and economic opportunity. A liberal
and open trade and payments system would reconstruct a shattered
world and lay the basis for prosperity to help avoid future conflicts.
This vision has become reality for many of us. Let us pledge to continue
working together to ensure it becomes a reality for all.
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OPENING ADDRESS BY THE CHAIRMAN OF THE
BOARDS OF GOVERNORS, THE GOVERNOR OF
THE FUND AND THE BANK FOR URUGUAY1
Valentin Arismendi Elgue
It is a great honor for the Government and people of Uruguay to
bring to a close this year of chairmanship of the Boards of Governors
of the World Bank and the International Monetary Fund by presiding
at the Thirty-Sixth Annual Meetings of the two institutions.
Once again, we are happy to express our thanks for the traditional
hospitality of the United States Government and its people and to
say how much we appreciate our agreeable, though short, stay in
Washington.
I should like to take this opportunity to welcome all delegations and
in a very special way to greet the distinguished representatives of Bhutan
and Vanuatu as new members of our two institutions. It is also gratifying to be able to inform you that St. Vincent and the Grenadines is
in the process of joining the World Bank; Antigua and Barbuda in that
of joining both institutions; and Belize, which has recently become independent, in that of joining the International Monetary Fund.
A further pleasant duty is to welcome Mr. Clausen, the new President
of the Bank, a distinguished personality who comes to us from the private sector and of whom we have high hopes. I wish him that good
fortune which all human activities require in some measure for success,
and want to assure him that he will have the full cooperation and support of my colleagues on the Board of Governors.
Uruguay, one of the group of medium-income developing countries, is
taking part in these Meetings with all its usual constructive spirit, respectful of the rights of all and confident that the combined will of those here
present will produce results conducive to the improvement of world
economic relations, thereby narrowing the differences between countries
and leading to a more equitable distribution of opportunities. Located
as it is in the temperate climate zone of Latin America, Uruguay is well
suited for the production of food and, since it possesses an adequate
1

Delivered at the Opening Joint Session, September 29, 1981.
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stock of skilled manpower, has also been able to develop an industrial
infrastructure. Its productive activities are therefore carried on in an
appropriate environment, notable for the absence of social or political
tensions.
The country has a total area of 176,215 square kilometers, or 317,630
square kilometers if its territorial waters are taken into account. With a
total population of approximately three million, Uruguay has an adult
literacy rate of over 94 per cent—among the highest in the world—while
life expectancy at birth is 72 years.
Following the crisis of 1930, Uruguay's economic model was based
on import substitution, which, until the mid-1950s, enabled it to achieve
continued growth. Thereafter, for a period of 20 years, the country
stagnated, showing an overall annual growth rate of 1 per cent, which
barely matched population growth. In the meantime, the rest of the
world, almost without exception, participated in the increasing volume
of trade, enjoying improved opportunities for production and employment. The underlying causes of this state of affairs were a closed
economy and growing state intervention.
The closed nature of the economy left the consumer abandoned and
produced enormous profits for those business corporations, which,
given the limited size of the market, held the monopoly on supply. The
energy crisis of 1973 surprised the country in a negative international
reserve position and with a production structure focused on the domestic
market.
The crisis provoked a change in economic policy, with the country
adopting an open economy model and introducing reforms in the real
and financial spheres. The principal objectives of the new policy were to
—achieve balance of payments equilibrium;
—eliminate the causes of stagnation in production, focusing on export
growth in the quest for a level of activity not afforded by the small
domestic market;
—raise the employment level;
—balance the budget; and finally,
—improve income distribution.
As a result of application of the new model and the adjustment policies
designed to ensure achievement of those objectives, there was a cumulative annual growth of 5 per cent in GDP over the years 1974-80,
accompanied by a cumulative annual increase of 3.5 per cent in per
capita private consumption and a fall in the unemployment rate from
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9 per cent to 5.6 per cent. Despite major taxation reforms under which
a number of taxes, including personal income tax, were eliminated,
balanced budgets were achieved beginning in 1979, when tax revenues
were finally sufficient to finance all operating and investment costs. A
comparative table showing the changes in major economic variables is
included in this speech.
Uruguay is today one of the freest financial centers in the world, not
discriminating against the foreign investor in his access to the investment
sector, in the taxes he pays on his profits, or in the repatriation of those
profits.
The Annual Meetings of the World Bank and the International Monetary Fund always provide a needed and fine opportunity for a broad,
objective analysis of the international economic situation—one of the
major qualitative conditions affecting the development of our national
economies. At first sight, the picture we obtain is clearly not a rosy one.
Even if the lessons learned from the experience of 1974 and 1975
have made possible a more coordinated approach to problems, there
are difficulties stemming from a low level of activity, growing unemployment, payments imbalances between countries, difficult and painful
adjustments, and so on.
The problems are very well described in the documents presented by
the Bank and the Fund, and I would like to give a brief overview of the
main areas of concern and mention some of the thoughts and conclusions elicited.
The first area is that of economic activity in general.
The situation in which most of the industrial countries find themselves
today is such that, as a group, they have a growth rate which is close to
zero. At the same time, and partly as a consequence, most of the
developing countries are registering rapidly declining growth rates, from
levels that were already modest when measured against those countries'
development needs and population growth rates.
Another phenomenon resulting from the low level of activity is the
persistent increase in the number of unemployed persons, who now total
some 24 million in the developed countries.
But the world economy, while in this recession, is also beset by inflationary pressures.
In 1981, following last year's accelerated inflation, prices have been
rising at a somewhat slower rate, now averaging 10 per cent or so.
Seen from the historical perspective, however, this is still a very high

©International Monetary Fund. Not for Redistribution

URUGUAY: MAJOR ECONOMIC VARIABLES

1.

Current Model (Last 6 Years)

Old Model (20 Years)

Variable

• Grew 0.8 per cent per annum. At this rate, a doubling
of GDP requires 87 years.

• Grew 5 per cent per annum. At this rate, a doubling of
GDP requires 14 years.

2. Per capita GDP

• Because of the 1.2 per cent annual rise in population,
the per capita GDP never doubled.
• After 18 years, it had reached 46 per cent of the level
achievable by using the new model.

• Will double in 18 years.

3. Industrial output

• Would have doubled in 75 years.

• Doubles in 14 years.

4. Investment

• Represented 12 per cent of GDP on average.
• Decreasing.
• Would never have doubled.

• Represents 23 per cent of GDP.
• Increased 166 per cent in 6 years.
• Doubles in 5 years.
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5. Per capita private

• Declined 9.5 per cent.

• Increased 3.5 per cent.
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6. Exports

• Average annual level, US$200 million; stagnant and
undiversified.

• US$1,016 million in 1980; US$1,350 million anticipated
for 1981.
• Greater diversification.

7. Total external

• US$955.1 million in 1974, of which US$737.5 million for
public sector.
• Represented two and one-half years of exports.
• Concentration of short-term debt maturities.
• Indebtedness to finance deficits incurred through
unproductive central government expenditure.

• US$2,268.9 million in March 1981 (US$1,296.6 million in
1974 dollars), of which US$1,178 million (or US$643 million
in 1974 dollars) for public sector.
• Represents one year and seven months of exports.
• Concentration of long-term debt maturities.
• Indebtedness to finance productive investments.

8. International

• Negative.

• Positive: US$1,650 million as at March 31, 1981.
• In excess of external debt of public sector.

9. Unemployment rate

• 9 per cent.

• Current rate: 5.6 per cent.

10. Years with budget

• One.

• Two: 1979 and 1980; surplus likely in 1981.

11. Average inflation

• 52 per cent.

• 48 per cent.
(Last 12 months: 36 per cent.)
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rate. Greater effort yet will be required if we are to reduce world
inflation to acceptable levels and restore reasonable rates of economic
growth.
What do we view as the source of these problems? The one we are
about to mention may not be the only cause of this era of inflation, but
I believe it must be among the major ones.
Official reserves, together with gold at market prices held by the monetary authorities, increased by 688 per cent between 1970 and 1980. If
we exclude the gold, the increase over the same period was 471 per cent.
The growth in the world's official reserves is the counterpart of the
growth of the money supply in the industrial countries. Their money
supply grew because their central banks had to finance growing budget
deficits.
For at least 15 years, the economic policies of the developed countries were characterized by a failure to consider the long-term effects of
using the various instruments. As a result, we now find bloated public
sectors, stopgap solutions, excessive interventionism, and policies that
violate the principle of equal opportunity.
In addition, since money is itself a factor of production, capital and
labor are deprived of part of this complementary factor when inflation
and velocity increase. The result is a loss of productivity. Thus, inflation and low productivity go hand in hand.
A table on the changes in world reserves is included in this speech.
We wish now to discuss another result—among the most harmful—of
the situation I have described. I am referring to protectionism.
The alternative of "adjustment or protection" is actually a false
alternative. The real alternative is protection and stagnation versus
adjustment and growth.
WORLD RESERVES
Including Gold1

Excluding Gold

1950
1960
1970
1980

Millions of
SDKs

Per cent change over
previous decade

15,005
22,064
56,266
321,664

47.0
155.0
471.7

—

Millions of
SDKs

Per cent change over
previous decade

48,049
60,629
95,799
755,221

26.2
58.0
688.3

—

Source: Derived from International Monetary Fund, International Financial Statistics.
Valued at market prices.

1
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Governments in general, through statements and stopgap solutions,
appear thus far to have resisted these pressures for change in the world
trading system.
But their statements decrying the dangers of widespread protectionism
are becoming more and more an exercise in rhetoric.
Protectionism is, to some extent, one of the results of a short-term
approach to economic policy and also a consequence of uncertainty.
Protectionism destroys wealth in those who practice it.
The industrial countries engaging in protectionism penalize their consumers and oblige some of their citizens to work in low-productivity,
and therefore low-paying, occupations.
This practice also hurts small countries by limiting their access to
markets and causing a deterioration in the terms of trade.
When practiced by small countries, protectionism distorts the allocation of resources and reduces the level of production in the medium
term, since tariffs or any other restrictive measures against trade in fact
represent a tax on exports.
It is therefore very important that markets be open and that the
factors governing them be predictable.
On protectionism, just as on other subjects of international discussion,
one must ask: What aspects can be influenced?
Collective action is a slow and arduous process, and international
negotiations entail definite risks of creating new restrictions on markets
which, far from solving the problem, will merely aggravate it.
It must be recognized that the development effort is basically an internal matter for each country.
Some small countries consider that to achieve socially acceptable
rates of growth it is necessary for the economies to be open. As a result
of these and other considerations these countries are engaged in reforming their trade policies.
The basic assumption behind this entire process is that the difference
between the benefits from the resulting changes in terms of resource
allocation and the losses from the protectionist practices of the developed countries is positive.
However, the reforms in trade policy are being carried out unilaterally by the developing countries; the industrial countries have
provided no reciprocity whatsoever.
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Uruguay has eliminated all qualitative restrictions on imports inherited
from the now-abandoned strategy of import substitution. It has introduced a tariff policy, gradual on the whole but representing a sharp
change for certain sectors, that has reduced the duties on imports from
a nominal maximum protection rate of the order of 300 per cent to an
actual 35 per cent.
The result, as might be expected, has been to increase the per capita
availability of goods, reduce the price level, and stimulate productive
investment.
However, this positive picture has been accompanied by difficulties
impeding our growth as a result of the attitudes of industrial countries,
which in claiming the need to defend their economies, are causing our
export revenues to decline while simultaneously severely penalizing their
own consumers.
Subsidies to protect the market of products for which they lack any
comparative advantage, quantitative limits on certain products, voluntary agreements to limit exports, and other similar measures are all part
of the new system advanced in some quarters in opposition to international free trade and, ultimately, to economic rationality.
The second area of concern is the contribution of external savings to
the financing of investment in the developing countries.
The developing countries require a growing level of indebtedness,
since to demand that they balance investment and internal savings would
be to penalize the present generation excessively. However, it must be
recognized that certain policies, such as restrictions on interest rates,
discourage internal savings and compel these countries to have excessive
recourse to the international capital markets.
Again, the protectionism that the developed countries impose on the
developing nations, thus restricting their access to the large consumer
markets, is another reason why some small countries have excessive
levels of indebtedness.
Since the beginning of the 1970s a substantial part of these financial
operations has been carried out in the private capital markets.
One of the reasons for the efficiency of these markets has been the
absence until now of any form of state intervention. It is therefore
essential to prevent the interventionism practiced in the market for
goods from spreading to the capital markets.
Without prejudice to the in-depth analyses to be presented by the
President of the World Bank and the Managing Director of the Inter-
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national Monetary Fund, I would now like to make some brief comments on some of the most significant documents and themes concerning the operations of these institutions.
The World Development Report 1981 presents a picture unchanged
from 1980. The Report refers to lower overall growth, accelerating inflation in the industrial countries, and a continuing tendency for oil prices
to rise, which led the current account deficit of the oil importing countries to increase from US$26 billion in 1978 to US$70 billion in 1980;
it may be even larger in 1981.
Representing a developing country, we are also alarmed at the trends
in the prices of goods sold on the international markets, since while
prices of manufactured products are rising those of primary products,
excluding oil, are falling, thus hindering the development of the lowincome and medium-income economies.
Meanwhile, our economies are also faced with a recrudescence of protectionism that not only restricts the development of manufactured
exports but has extended to primary products as well.
The projections of the high hypothesis for the 1980s contained in the
World Development Report are acceptable, insofar as the industrial
countries can contain their inflation and make maximum efforts to ensure
that sustained growth reduces unemployment.
On examining the Annual Reports of the World Bank and its affiliated
institutions, we are pleased to see that total loans approved and disbursed and investments made continue to increase in relation to previous
years.
It is important to note the diversification of the sectoral composition
of Bank loans to meet the needs of its members, especially as regards
loans for energy and structural adjustment, which have received general
acceptance in the developing countries. All this has been achieved without neglecting the important agricultural sector and the production of
food.
We should not ignore the financing needs of the countries that have
become members of the Bank in recent years, but a proper equilibrium
must be preserved so as not to prejudice the medium-income countries
that must continue to be able to count on Bank resources in order to
continue their development.
Furthermore, it is necessary to maximize the return on each unit of
capital lent by the Bank.
Meanwhile, the Bank must continue to back this financial effort with
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support for technology and for administrative and management reorganization in general.
We must therefore all make great efforts toward mobilizing additional
resources for the Bank, taking into account the gearing ratio and all
possible forms and opportunities for cofinancing.
We also suggest that the Bank's management explore the possibility
of the Bank leading consortia of international private banks in the
financing of development projects. The Bank could make a significant
contribution, in terms of its profound knowledge of the economies of its
member countries and its highly qualified personnel, to the preparation
and appraisal of projects. This would enable additional resources to be
tapped for cofinancing new projects. The high reputation and long
experience of the Bank in these activities would constitute a solid guarantee for private investors.
We trust that the thorough study made by the Bank's staff of the
problems of economic development in the countries of sub-Saharan
Africa, which has been accepted by the Development Committee, will
provide appropriate solutions for a problem that is of concern to the
entire international community.
As regards the International Finance Corporation, it is only right to
stress its efforts to promote private investments through the provision
of the financial and technological support that they require.
Another significant area of its activities is the assistance it gives to
member countries to develop their own financial markets and to facilitate
their access to the international capital markets.
We urge the International Finance Corporation, now 25 years old, to
continue its energetic pursuit of the institution's objectives.
In concluding our remarks concerning the World Bank, we must once
more call attention to the need to complete the Sixth Replenishment of
the International Development Association, in view of what IDA's assistance means to the least developed nations.
Turning now to the International Monetary Fund, as its Annual
Report indicates, Fund resources have been increased substantially over
the preceding year. It has thus been able to carry out its financial activities satisfactorily and cope with the difficult situation facing many
member countries.
Its contribution to the international adjustment process has been
sizable and, in our view, should be maintained and increased in the
future. Thus, we must also consider conditionality.
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The International Monetary Fund's conditionality comes into play
in the adjustment of the deficit countries. In terms of an adjustment
program, conditionality may be defined as requirements for resolving a
balance of payments disequilibrium which must be met in order to use
Fund resources. In this context, discussion need not touch upon the
source of the resources the Fund makes available to member countries.
A number of problems may be raised with respect to the manner in
which conditionality is applied.
From the standpoint of a small country, what are the desirable characteristics of Fund conditionality?
First, the rules should be as clear as possible : similar cases should be
decided in a similar manner.
Second, the problems that arise when the flow of external capital
is cut off are financial problems.
Nevertheless, since adjustments are needed when external contributions to the investment process are halted, the programs agreed upon by
member countries and the International Monetary Fund should also be
oriented toward removing obstacles to absorbing medium-term domestic
or external capital. This means that programs should have a time
horizon of a number of years.
Third, devaluation ought to be used only as an instrument of last
resort. Past experience shows that devaluation may have a negative
impact on expectations and result in the rapid demonetization of the
economy, aggravating inflationary pressures and balance of payments
problems.
The problem of conditionality must also be examined in a wider
context.
Under the Bretton Woods system, the automatic nature of fixed
exchange rates was combined with an institutional center (the International Monetary Fund) which administered the system.
The breakdown of the system entailed, among other things, changes
in certain aspects of the Fund; meanwhile, the uncoordinated activities
of the private sector have had a significant impact.
It is evident that some of the interests of the developing countries
(the creation of international liquidity, adjustment in surplus countries,
the coordination of national economic policies) require that the International Monetary Fund be strengthened.
Conditionality is intrinsic to the operational nature of the Fund;
eliminating it would be even more debilitating.

©International Monetary Fund. Not for Redistribution

16

SUMMARY PROCEEDINGS, 1981

Moreover, weak conditionally would enable industrial countries
whose demand management policies are undisciplined to gain access
to Fund resources.
In our view, there is no way to replace the Fund's contribution to
an orderly adjustment process; we therefore believe that it is our duty
as member countries to do all within our power to see that the Fund
can obtain the resources needed to carry out this task. The Seventh
General Review of Quotas became effective on November 29, 1980
and increased the regular resources of the Fund from SDR 39 billion
to SDR 60 billion. But it is important to continue the work begun by
the Executive Directors with regard to the Eighth General Review of
Quotas, devoting special attention to the criteria to be followed.
Quotas should be the natural mechanism for obtaining such
resources; nevertheless, and in view of the inadequacy of official credits,
there should be recourse to the private capital markets, with adequate
advance notice compatible with obtaining the best terms.
It is important to stress that in the last year, in addition to the
customary lending from certain of its members and Switzerland, the
Fund concluded a sizable loan agreement with the Saudi Arabian Monetary Agency and various short-term loans with central banks.
It was not possible, however, to reach agreement on the next allocation of special drawing rights. In our view, there has been no change
in any of the factors which prompted us to include making the special
drawing right the principal international reserve asset among the objectives of the Articles of Agreement of the International Monetary Fund.
Accordingly, our policy in pursuit of this objective must be continued,
and we must recognize that the optimal solution is automatic adjustment mechanisms which distribute the burden evenly between surplus
and deficit countries.
In conclusion, I should like to speak briefly about the immediate
future.
The nature of the various imbalances we have discussed is such that
short-term solutions for adjustment are inconceivable.
The requirements vary depending on the income level of the country
concerned.
Without being excessively optimistic about the behavior of the developing countries, some remarks about trade are in order. Available
resources for covering financing needs serve little purpose if we fail to
have unrestricted international trade that will enable us to develop our
comparative advantages and possibilities. Working together, let us elimi-
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nate uncertainties, prevent the destruction of the long-term capital
markets, avoid protectionism, and so forth, arming ourselves for this
purpose with international solidarity and cooperation within an adequate
framework of mutual respect.

©International Monetary Fund. Not for Redistribution

Copyright
Clearance
Center

RightsLink®

PRESENTATION OF THE THIRTY-SIXTH
ANNUAL REPORT1
BY THE CHAIRMAN OF THE EXECUTIVE BOARD AND
MANAGING DIRECTOR OF THE INTERNATIONAL MONETARY FUND
/. de Larosière
Mr. Chairman, I join you and the Governor for the United States in
greeting the assembled delegates and guests. We are greatly honored
by the participation of President Reagan in these meetings, and all of us
wish him well in carrying out the U.S. economic program—the success
of which means so much to the whole world economy, as well as to the
United States itself. I should like to extend a special welcome and
greeting to the Governors for Bhutan and Vanuatu, which have become
members since we last met a year ago.
The state of the world economy has been described in detail in the
Fund's latest Annual Report. I shall therefore spare you another
analysis. Suffice it to say that the world is experiencing the ravages of
persistent, unevenly controlled inflation and of economic stagnation,
while still adjusting to the effects of the second increase in oil prices.
These conditions are reflected in an alarming and rising level of unemployment, massive balance of payments disequilibria, high interest
rates, and exchange markets more unstable than at any time since the
major currency realignments of the early 1970s.
This overview suggests a clear lesson, which our medium-term
analyses confirm: the world economy must adjust to the demands of the
present situation if it is to embark again on a course of sound and sustainable growth. At stake is the future of our economic and financial
system, and indeed the political and social stability of our countries.
This adjustment effort is already under way. It is only at its beginnings, however, and progress too often seems hesitant. The initial effects
of adjustment policies are often hard to distinguish from the shocks of
the crisis itself. Reactions to the measures adopted often mask the
underlying progress achieved.
L September 29, 1981.
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It is this adjustment process that I shall attempt to analyze this morning. To what extent is it taking hold? How far do we still have to go?
How can we best go about it?
I shall examine the problems of adjustment both in the industrial
countries and in the developing countries, and then turn to the role
of the International Monetary Fund in facilitating the changes which
must take place in our economies.
I. Adjustment in the Industrial Countries
The major industrial countries have made progress during the past
year in the effort to fight inflation and to adjust externally. Economic
policies have responded more successfully to the oil price rises of
1979-80 than to those of 1973-74. But this effort is incomplete and
must not be relaxed. The measures still to be taken will require considerable political courage.
1. Let us look first at the initial evidence of adjustment as it appears
today. Progress is apparent in five areas, and I shall comment on each
of them in turn.
—First, the energy dependence of the industrial countries is continuing to decline. Total energy consumption in 1980 was about the
same as in 1973, despite the economic growth of 19 per cent in real
terms that took place over the period. In addition, the substitution of
other energy sources for oil has accelerated. These developments attest
to the importance of passing through the full effect of oil price rises, in
order to increase energy saving and the development of alternative
energy sources.
—Second, domestic monetary management in the industrial countries,
which continues to bear the brunt of the fight against inflation, has
generally been more prudent than it was from 1974 to 1978. One
manifestation of this is the fact that interest rates in the industrial
world have become positive in real terms—a development which, though
initially painful, will foster adjustment.
—Third, improved control over the growth of the money supply helps
to explain the more moderate behavior of prices and wages. Though
still unacceptably high, inflation as measured by the consumer price
index has slowed down since its peak in the first half of 1980. Wages,
in turn, have reacted more moderately than after 1973 to the upsurge
in prices during 1979 and 1980.
—Fourth, whereas consumption by households rose faster than total
output in 1974-75, it is productive investment that has performed
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especially well since 1979, with enterprises protecting their profit margins more successfully.
—Fifth and last, the balance of payments on current account of the
major industrial countries, which had deteriorated sharply from 1978
to 1980 in the wake of the oil price increases, is now righting itself, and
in some cases very rapidly. These countries' aggregate current account
deficit (including official transfers), which rose to $35 billion in 1980,
will shrink by at least two thirds in 1981.
Economic adjustment in the industrial countries had become imperative, and these are some of the signs that it is now beginning to take
place. But this picture gives no grounds for complacency. Only limited
progress has been achieved, and inflation remains at an intolerable level
despite the human costs of the efforts that have been made. I should
add that the current account deficit of the smaller industrial countries
as a group, at $32 billion in 1981, remains very high.
2. At this stage in our progress, it is essential not to relax the efforts
to combat inflation, but rather to press on with determination. Experience has amply demonstrated that sustained, sound growth requires that
inflation first be brought under control. In some conditions, it is possible
to increase economic activity temporarily through demand-stimulating
policies. But an economy in the grip of inflation cannot be permanently
revived by printing more money. The need today is to enable our
economies to produce more, and at less cost.
The policy effort must be intensified along two basic lines: more
effective demand management and measures to improve supply.
Let us look at demand management first. I observed a moment ago
that the industrial countries have the growth of their monetary aggregates under better control today. Nevertheless, the burden being placed
on monetary policy is undoubtedly excessive. To be effective, monetary
policy must be supported by a coherent, sound fiscal policy. But it is
evident that the fiscal policies of a number of industrial countries have
been excessively expansionary since the early 1970s. The combined
budget deficit of the industrial countries is about twice as large, in terms
of GNP, as it was in 1973. A third of the industrial countries recorded
a budgetary surplus in 1973; all of them are in deficit today. This weakness in public finance has stimulated demand-pull inflation and reduced
the share of financing available to the private sector. It is not possible
to generalize in this area, of course, since the effects of a budget deficit
can be assessed only in the context of the particular economy concerned.
But it is certain that, when credit demand is still strong and the rate of
saving is inadequate, a budget deficit, even if relatively moderate, can
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intensify competition among borrowers and push interest rates upward.
I might add that, beyond these direct economic effects, fiscal management is often rightly seen by the public as a test of a government's
seriousness and determination in fighting inflation.
In view of the importance of the U.S. economy and the effects of
U.S. policy on the rest of the world, a few words on the United States
are in order at this point. From an international standpoint, the sharp
increase of U.S. interest rates and—at least until recently—their great
volatility, as well as the dollar's appreciation on the exchange markets,
have become the subject of much controversy. These developments
have had repercussions on many other countries, and in some cases
have given rise to policy dilemmas. In the United States itself, the
persistence of high interest rates has become a source of widespread
dissatisfaction and disappointment. Whatever the criticisms and pressures in this area, however, I think it would be a great mistake to surrender to them by raising the monetary targets. Reduction of the rate
of U.S. inflation is crucial to world economic stability; it must be
achieved, and it can only be achieved if monetary policy holds firmly to
its course and is consistently applied. The effort thus far to combat
inflation has been encouraging; monetary targets have been set; and
deep budget cuts have been made. The fact remains, however, that a
decisive and sustained effort to reduce the budget deficit is necessary
if inflationary expectations are to be broken and the pressures of government demands on the financial markets are to be eased.
But, vital as it may be, the control of overall demand cannot by itself
eliminate inflation. The causes of inflation are rooted in our societies,
and stem from a multitude of habits, attitudes, and rigidities which also
demand remedy and correction. This is a long-range task, to be molded
in each case by the characteristics and policies of the country concerned.
But, however different the situations, the necessary structural reforms
all hinge on a few simple ideas. Incentives to work and save must be
strengthened. Unnecessary, paralyzing regulations must be abolished.
Flexibility, a capacity to react, and a willingness to take risks—characteristics which too often have given way to rigidity, protection, and
privilege—must be restored to our economies. There are no magic
responses to the challenges we face; rather, we must persevere in a combination of convergent, consistently applied measures.
The analysis I have just made may appear conservative to some.
But I believe it is wholly realistic. It is true that unemployment is
reaching alarming levels. Who could underestimate the importance of
this problem? Yet it seems certain that we can never hope to solve it
by weak financial management. On the contrary, the unemployment
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problem was exacerbated by the inflationary policies of the years 1973
to 1979. Productive investment, the basis of all growth, can be revived
not by distributing additional means of payment, but by strengthening
investor confidence in the health of the economy. This, in turn, requires
monetary stability above all; it is the prerequisite for increased saving.
This leads me to state forcefully, as the Executive Board asked me to do
a few weeks ago, that the fight against inflation must be waged courageously and with determination. This is undeniably a priority if the unemployment problem is to be attacked with any chance of lasting success.
Premature relaxation of the restraints on demand in countries experiencing severe inflation would only aggravate the inflation, jeopardize the
currency, and hamper growth. Perseverance is therefore required in the
struggle against inflation. In the present social environment, this calls
for difficult decisions; in the short term, in fact, they will probably
aggravate the economic slowdown. But they are vital if we are to overcome the stagflation that has characterized the industrial economies for
too long.
The Fund's medium-term projections confirm this assessment of the
likely consequences of expansionary policies. These projections show
that the employment and growth picture in the mid-1980s would be
much darker if anti-inflationary policies were not to be pursued with
determination. The "scenarios" developed in the Fund bear out the conclusions suggested by experience: economic growth cannot be achieved
through policies that worsen inflation. This does not mean that governments should remain inactive on the unemployment front; quite the contrary. But here again, the remedies chosen must be adapted to the
fundamental problem. Trying to preserve employment by the use of
subsidies to protect companies unable to meet the competition, or by
recourse to uneconomic job creation, can only enlarge the budget deficit
and reduce the productivity of the economy. Instead, it would seem
better to do everything possible to promote technical training, labor
mobility, and competition so as to let real wages adjust to actual labor
productivity. In this connection, mechanisms for indexing wages to living
costs are bound to threaten employment in a situation of sharply adverse
terms of trade—a situation whose harsh consequences with respect to
real incomes our societies must accept.
II. Adjustment in the Developing Countries
I turn now to adjustment in the non-oil developing countries. There
has been a massive deterioration in their balance of payments deficits
on current account, which rose from $37 billion in 1978 to $84 billion
in 1980, and will probably approach $100 billion in 1981. Let us try
to place this phenomenon in perspective and to examine its causes and
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scope before outlining the economic policies these countries should
follow.
1. If we observe the evolution of their current accounts in the last
two years, we cannot help but be struck by the intensity of the external
shocks the non-oil developing countries have experienced. They have
been hit by three forces: deteriorating terms of trade, slack demand in
the industrial countries, and rising interest rates.
The deterioration in the developing countries' terms of trade has been
brutal, largely because of the oil price increases in 1979 and 1980 and,
to a lesser extent, the increase in costs of manufactured imports and
the marked weakening of raw material prices as a result of the economic
recession in the major consuming countries. The recession has also
hampered the growth of export volume in the developing countries,
while the rise in international interest rates has severely aggravated their
debt service burden.
If we consider those developing countries that are net oil importers,
we find that their combined current account deficit has jumped from
$30 billion in 1978 to $80 billion in 1981—a $50 billion increase. It
is interesting to note that their bill for oil and interest payments alone
has increased by close to $70 billion in these three years. What this
means is that the net oil importers among the developing countries
have succeeded in limiting the deterioration in their current accounts
to $50 billion by raising their current receipts—and especially their
net exports—by close to $20 billion in the same period. Indeed, the
non-oil trade balance of these countries has moved into surplus. The
net oil importing developing countries have thus managed to achieve
a rather remarkable expansion of their exports in the face of the world
recession.
2. The fact remains that the current account deficits of the non-oil
developing countries are still excessive, and reinforcement of their
adjustment policies is essential
The current account deficits of the oil importing developing countries
are a matter of concern. Half of these countries have deficits amounting
to at least 13 per cent of GDP, more than three times as large as a
decade ago. Such imbalances cannot be long sustained. The debt
burden involved in financing them is growing, rising from an average
of 14 per cent to 18 per cent of exports of goods and services between
1973 and 1981. In some cases, this burden is intolerable.
It must be recognized that in 1979 and 1980 most of the non-oil
developing countries followed expansionary financial policies associated
with large budget deficits. These policies contributed to the average
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inflation rate of approximately 30 per cent recorded in 1980. In many
of these countries, however, a rather clear tendency to abandon expansionary policies and adopt adjustment programs has developed in the
past year or so. The pace of inflation seems to be moderating, although
at too slow a rate.
Clearly, the progress yet to be made in this direction will require
great courage and perseverance on the part of low-income developing
countries, for it is in these countries that adjustment is particularly
costly in human terms. But there is no other path to follow. The
resources available to non-oil developing countries are scarce and must
be used as effectively as possible, while maintaining demand within the
limits of available supply. To these ends, every possible effort must be
made to limit unproductive expenditure, curtail deficits in current
budgets, and increase domestic saving. Every instrument of economic
policy—including fiscal, monetary, pricing, and investment policies—
must be called upon to improve demand management and stimulate
production.
This is a rough path indeed, and in some cases the outlook is not
bright. It is up to the international community to smooth the path. Let
me mention two areas of key importance that I have in mind.
The already formidable task facing the developing countries must
not be further complicated by protectionist measures. If the developing
countries are asked to reduce their current account deficits, they must
be allowed to export. Protectionism is not an effective way for the
industrial countries to ensure lasting employment in sectors where the
ability to compete is threatened, but it certainly is a way of perpetuating
economic distortions and inflation. In addition, protectionism might
well be a fatal handicap to young economies whose development efforts
are focused on exports. Thought should instead be given to the enormous potential for growth in international trade that the expansion of
Third World export receipts would mean for the industrial countries.
International development assistance also has a key role to play in
the present environment. I will not enlarge on this theme, which relates
to development matters. I shall only say that an increase in development assistance on concessional terms alone can prevent a deterioration
in the economic and human prospects of those low-income countries
whose export potential and debt capacity are limited.
III. The Role of the International Monetary Fund in the Adjustment
Process and Surveillance
I have described the main policies that need to be adopted and carried through if we are to meet the challenge of economic transformation
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which our member countries face. Now, I will discuss the ways in
which the Fund can assist its member countries by providing finance
linked to economic adjustment programs, and also through its surveillance of exchange rate policies.
(i) The Fund's role in financing economic adjustment programs
The balance of payments problems facing our member countries
reached unprecedented magnitude during 1979 and 1980. This situation
required a strong International Monetary Fund, able to provide effective
balance of payments assistance to its members. It had become clear
that the capital base of the Fund, and members' access to the Fund's
resources, had been dramatically eroded in real terms over the years.
Thanks to the support of the membership, the Fund has been strengthened by two bold decisions taken in the past year.
First, we had to strengthen the Fund's capacity to provide financing
on a more adequate scale. Until recently, a member making full use
of the Fund's resources could normally borrow only the equivalent of
100 per cent of its quota, or 165 per cent under the extended Fund
facility, to support adjustment programs. Now, countries making strong
efforts to correct their payments imbalances may draw a total of up to
450 per cent of their quotas over a three-year period. This increase has
helped to restore members' access to the Fund's resources to the level
of the 1960s in real terms. To finance this enlarged access, a strengthening of the Fund's financial resources was required. Late in 1980 the
Seventh General Review of Quotas was completed, resulting in a 50
per cent increase to SDR 60 billion. In addition, substantial new lines
of credit have been put in place, notably through the agreement signed
with the Saudi Arabian Monetary Agency last May. Under this agreement, the Fund will be able to borrow up to SDR 4 billion this year
and again next year, with the possibility of an additional amount in the
third year. This represents an outstanding and most timely contribution
to the Fund's financial needs, and highlights the responsiveness and
cooperative spirit of the Saudi Arabian authorities. The Fund has also
arranged for short-term financing of SDR 1.3 billion, principally from
a number of industrial countries and the BIS, whose assistance has been
much appreciated. Other official borrowing arrangements, as well as a
possible approach to the private markets, if required, are now under
study.
More fundamental, however, for the longer-term financing of the
Fund is the Eighth General Review of Quotas, on which preparatory
work is now in hand. An important feature of this review, as the
Governors have agreed, is that quota increases should be selective,
reflecting the changes in the relative positions of member countries in
the world economy. We shall endeavor to complete this work as quickly
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as possible. I trust that, with the strong support of member countries,
the Eighth Review of Quotas will result in a substantial strengthening
of the Fund's capital base, responding to the challenges and uncertainties of the world economy in the 1980s.
The second and related decision was to concentrate access to the
Fund's enlarged resources on conditional financing. Against a background of large and widespread payments imbalances, it had become
clear that members had to undertake programs of fundamental economic
adjustment. The time for easy solutions was past. Thus, during the
past two years some three fourths of the Fund's new lending commitments have involved high conditionality, under programs requiring
rigorous adjustment policies. By contrast, in the period following the
oil price increases of 1973-74, approximately two thirds of the resources
provided by the Fund to its members were made available on terms
involving a low degree of conditionality. The Fund committed SDR 7.2
billion under conditional programs in 1980, and a further SDR 9.2
billion in the first eight months of this year.
The aim of these programs is to reduce current account deficits to
a level that can be financed on a sustainable basis. In their design and
implementation, the programs must address the fundamental problems
facing members. Since the deficits of many countries are structural in
origin, the Fund is placing emphasis not only on rigorous demand
management (particularly in the area of public finance)—which is
always at the heart of our programs—but also on measures of improved
economic efficiency to strengthen the productive base of members'
economies. To these ends, realistic pricing, adaptation of exchange
and interest rate policies, trade liberalization, and financial reform of
the public sector or public enterprises often prove to be necessary.
In view of the more structural character of payments deficits, the
Fund has stepped up its collaboration with the World Bank so as to
ensure that the Fund's adjustment programs with member countries are
consistent with sound investment policies. I am confident that the
Fund, and the World Bank under the leadership of Mr. Clausen, will
further develop this fruitful and mutually reinforcing cooperation, and
I take this opportunity to welcome Mr. Clausen to the Annual Meetings
as President of the World Bank. I know I express the feelings of everyone present in wishing him every success in the challenging role he has
assumed.
Having thus described the thrust of the Fund's policies on payments
adjustment and financing, I will now review briefly our experience in
putting these policies into effect.
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First, let me say that Fund-supported programs have not been successful in all instances. In a number of cases, drawings have had to be
interrupted when programs have gone off course. However, in most
cases Fund assistance has contributed substantially to adjustment.
Frequently, it has also served as a catalyst for financial assistance and
capital flows from other sources. The continuing expansion in the
current account deficits of non-oil developing countries is now largely
accounted for by those countries which do not have programs with the
Fund. The combined deficit of those non-oil developing countries which
entered into upper credit tranche arrangements with the Fund in either
1979 or 1980 accounted for 35 per cent of the aggregate deficit of all
non-oil developing countries in 1978; this proportion is only 27 per cent
today. The deficit of these countries with Fund programs has now
stabilized, and is declining in real terms, while the deficit of the other
countries is projected to rise by a further 30 per cent from 1980 to 1982.
Where programs with member countries have been successful, the
adjustment has been brought about by the adoption of fundamental
policy measures, rather than being forced on the countries involved
through the sudden unavailability of external resources. In these successful cases, containment of the current account deficit has been associated with sustained export growth. This has been particularly true for
some middle-income oil importers among the developing countries,
where the Fund's assistance has been sought in order to deal with
problems before they reach unmanageable proportions. Certain countries with Fund programs have shown dramatically improved export
performance in 1981 and are also expected to do well in 1982.
Without strong adjustment programs, a number of countries would
have had to resort to severe restrictions on imports; and there might
have been a number of cases of default on external commitments. A
forced balancing of external payments would have occurred. But this
would have been achieved at the cost of a reduction in economic activity
and an exacerbation of social tensions, and the smooth functioning of
the international financial system would have been affected.
In short, the evidence so far suggests that, when programs have been
implemented, the Fund's policies on adjustment and financing have been
effective in the recent period. The Fund's Executive Board and management have been vigilant, within the framework of the guidelines on
conditionality, to keep its lending standards at a high level. This policy
will be maintained. It has been strongly endorsed by the Interim Committee.
I would like to add that, despite the expansion in its workload, the
Fund has remained a lean organization. The increase in the number
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of Fund programs has been accommodated without any significant
increase in staff. There are now some 40 upper credit tranche and
extended arrangements in effect, compared with an annual average of
10 during the period 1974-78. The Fund has thus been operating at a
high level of efficiency in terms of staffing. The soundness of its internal
finances has also been enhanced by the Executive Board's decision to
reform the system of charging for drawings on ordinary resources. The
new system provides for an automatic adjustment in the charge rate
applied, with the aim of adding modestly each year to the Fund's capital
and reserves.
(ii) The Fund's surveillance activity
If the adjustment effort of those countries with balance of payments
problems is to succeed, the world trade and payments system must be
kept open and free from restrictions. This requires that all countries,
particularly the industrial countries, follow appropriate exchange rate
policies: policies which are consistent with domestic developments and
with price objectives and external adjustment needs. Exchange rate
developments in 1980 and 1981 have highlighted the importance of the
Fund's obligations with regard to surveillance.
The exercise of surveillance over members' exchange rate policies
is fundamental to the Fund's functions. It should be conducted broadly,
and should not be concerned only with countries using the Fund's
resources, on which attention is already focused in the special reports
on their programs. The Fund's surveillance function should be exercised
in a uniform and symmetrical way with respect to the major creditor
countries and the major industrial countries. The Fund must be concerned with the international repercussions of members' monetary policies and focus on these international aspects, which are not always the
principal concern of national authorities. We need to understand more
fully the strengths—and perhaps the limitations—of monetary policies,
and to reflect on these policies in an international framework.
Under the present conditions of sharp changes in exchange rates,
coupled with widespread and uneven inflation and substantial adjustment problems facing many countries, it is essential that the Fund exercise actively its surveillance over members' economic policies. Only in
this manner will the Fund be able to contribute to the establishment of
the sound underlying domestic economic conditions that are essential
for achieving greater exchange rate stability. In April this year, the
Executive Board agreed that the Fund's surveillance should be strengthened by more active consultations with member countries. These increased contacts are proving useful, not only to countries facing serious
external adjustment problems, but also in other instances where a mem-
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ber's policies have significant effects on the balance of payments and
exchange rates of other members. This activity should contribute to a
greater understanding of the interrelationships of domestic and external
policies, and help to reduce the large swings in the principal exchange
rates that have at times appeared excessive in terms of underlying economic conditions.
The Fund's discussions with member countries on issues related to
their exchange rate policies touch on sensitive matters. For this reason,
we will continue to conduct such discussions with members in the same
cautious and confidential manner as we have in the past. It is also
intended to provide for more Executive Board discussions on current
exchange rate developments, both in formal sessions when examining
the World Economic Outlook and in informal meetings. The Fund is a
unique forum in which member countries can achieve greater mutual
understanding and practical cooperation. To be effective, surveillance
requires the full commitment of all members, especially the major industrial countries. I look to their continuing support as we seek to strengthen
this collaboration in the coming months and to bring greater practical
stability to the functioning of the monetary system.
In this context, let me emphasize that concerted efforts on the part of
industrial countries to address the underlying causes of stagflation would
represent a crucial contribution to improvement of the performance of
the world economy. Successful handling of the stagflation problem by
these countries would not only assure the renewal of a more satisfactory
and sustained rate of growth, but also would contribute to the stability
of real exchange rates among the key currencies and would be of great
benefit to the developing countries.

Mr. Chairman, the vast majority of the Fund's member countries still
face an extremely difficult economic situation. If their economies are to
achieve sustained growth, if the hopes and aspirations of their peoples
for the coming decade are to be at all satisfied, there can be no relaxation
now in economic adjustment policies. This message may seem an austere
one. It is nevertheless realistic: the present state of the world economy
imposes this discipline on industrial and developing members alike.
According to the medium-term analysis we have conducted in the
Fund, the evolution of the world economy through the first half of this
decade could prove to be reasonably satisfactory if both industrial and
developing countries were to follow the kinds of adjustment policies that
I have called for. Throughout the world, rates of economic growth
would be generally moderate and rates of inflation would gradually
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decline. Among the non-oil developing countries, even with the implementation of the comprehensive programs of adjustment assumed in our
"scenario," the balance of payments picture is found to be worrisome
for two groups: the middle-income countries exporting mainly primary
products and the low-income countries. Some of these countries, notably
in the low-income category, could encounter serious difficulties, especially if industrial countries were to increase protectionist measures or
did not expand their assistance in the form of grants and concessional
loans. On the whole, this scenario—while far from ideal—would have
the great merit of bringing about needed adjustments throughout the
world economy, and it would pave the way for a markedly better economic performance in the second half of the 1980s.
Meanwhile, in today's difficult environment, painful political and
social choices have to be made. The mission of the Fund—its unique
role and responsibility—is to give financial and technical support to
members linked to the adoption of economic adjustment programs.
But, of course, there is a limit to what the Fund itself can accomplish.
Adjustment programs require the sustained effort and wholehearted
political commitment of the member countries. Such support is vital for
the effective implementation and success of these programs. I urge that
it be strengthened everywhere.
I have concentrated today, Mr. Chairman, on questions of economic
adjustment because these are of immediate and continuing concern to
the Fund and to its member countries. At the same time, it is essential
that we do not lose sight of questions concerning the international monetary system itself. Vigorous and sustained growth in the world economy
requires sound domestic policies, but growth can only be achieved in a
stable and smoothly functioning system.
The recent period of sharply fluctuating exchange rates has served
to strengthen perceptions of the SDR as the one international unit of
value that is effectively stable in relation to the major currencies of the
present multicurrency reserve system. In order to increase its role in the
system, the Fund has simplified the SDR, which is now a basket of the
five major currencies in the system. The simplified SDR has found many
new uses, as evidenced by its expanding role in the private markets.
In addition, the Fund has taken steps to make the SDR more attractive
by giving it all the characteristics of a full-fledged reserve asset in
official transactions. It is important that this role be strengthened in a
continuing way in the perspective of the long-run needs of the system.
I do not believe the time is ripe for radical proposals for international
monetary reform. We cannot transform the monetary system through
any simple formula, new or old. Greater stability of the system can only
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be achieved if we reduce inflation and diminish the pressures which
could otherwise fragment the world economy. Perseverance by governments in their economic adjustment policies will thus be a crucial element
in the period ahead. The Fund counts on all its members to support and
strengthen its activity in furthering these common objectives.
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DISCUSSION OF FUND POLICY AT
SECOND JOINT SESSION1
REPORT TO THE BOARD OF GOVERNORS OF THE INTERNATIONAL
MONETARY FUND BY THE CHAIRMAN OF THE INTERIM COMMITTEE
OF THE BOARD OF GOVERNORS ON THE INTERNATIONAL
MONETARY SYSTEM
Allan J. MacEachen
I would like to report to you briefly on the recent meeting of the
Interim Committee but before commencing, I would like you to know
that it has been an honor and a privilege for me to have been called
upon to be the Chairman of the Interim Committee. It is a pleasure to
make this report to you. The communiqué issued at the end of the
meeting, held on September 26 and 27, covers the principal topics considered by the Committee. I shall only elaborate a little on some of the
issues discussed.
As you are all too aware, the world economic outlook continues to
be extremely difficult, suffering from the multiple problems of high inflation, sluggish economic growth, unemployment rates that are already
high and in some countries rising, massive imbalances in external payments, interest rates that are high in nominal as well as real terms, and
swings in the exchange rates among major currencies. A few encouraging signs are, however, beginning to be discernible, and some success in
the control of inflation is one of them. The Committee took note of this
but nevertheless re-emphasized that the battle against inflation must continue to have the first priority—most of all because a victory in that
battle convincing enough to break the vicious circle of inflationary
expectations would pave the way for a lasting reduction in interest rates
and the resumption of economic growth on a lasting basis. Antiinflationary policies must rely on a suitable mix of monetary and fiscal
policies. The key role of the control of monetary aggregates was emphasized but it was noted that sufficient support from the fiscal front,
involving in many countries a pruning of budget deficits, was also essential. Such an appropriately complementary fiscal policy could also
September 29, 1981.
32

©International Monetary Fund. Not for Redistribution

CHAIRMAN OF INTERIM COMMITTEE

33

contribute toward an easing of the high rates of interest and the consequent revival of productive investment. The Committee cautioned
that a premature easing of firm aggregate demand policies was likely
to rekindle inflation without making a lasting dent on unemployment.
Attention to supply-oriented measures, such as those improving the
mobility of resources, strengthening the incentives for saving and investment, and promoting the effective use and development of energy
sources, would strengthen the long-term basis of economic growth.
The difficult external payments situation of the non-oil developing
countries has now been staring us in the face for some time. The combined current account deficit of this particularly vulnerable group of
countries, after more than doubling in just two years, had exceeded
$80 billion in 1980 and further deterioration is expected in 1981. The
Committee recognized that the main causes for this adverse turn of
events were largely beyond the control of these countries—namely, stagflation in the industrial world, deterioration in the terms of trade, and
the sharply higher level of interest rates in the international financial
markets. However, it is also true that while some of these exogenous
factors could be expected to ameliorate over time, others would not—
and meanwhile the magnitude of the external imbalances is such that a
determined implementation of comprehensive adjustment measures has
become a necessity. Of course, many developing countries are already
implementing determined adjustment programs, several of them with
the support of stand-by arrangements or extended arrangements with the
Fund. The number of such arrangements in support of adjustment programs with upper credit tranche conditionality has increased greatly in
the last year. The Committee strongly supported this role of the Fund
in the promotion of balance of payments adjustment. In this connection,
the Committee also emphasized the crucial importance of the Fund's
surveillance role in connection with balance of payments and exchange
rate policies of members and the need for a uniform and symmetrical
implementation of this role vis-à-vis all members of the Fund : applicable
equally to those with external deficits or with surpluses and equally to
those using Fund resources as to those not doing so.
As for the source of finance for the Fund itself, there was a strong
consensus that quotas must remain the basic source. As you know, the
Executive Board has already begun its work on the Eighth General
Review of Quotas. It has for some time been agreed, and this was
reaffirmed in the Committee's deliberations, that this Review of Quotas
should remedy the present situation in which the quotas of a good many
members do not reflect their relative positions in the world economy.
While the Eighth General Review of Quotas is in progress, the Fund's
liquidity position would continue to be kept under review in the light of
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the demands on its financial resources. Efforts by the Fund to mobilize
resources from official sources will continue and, as regards an approach
to the private markets, the Committee reaffirmed its view that this possibility should remain open in the light of the evolution of the Fund's
commitments and available resources.
The question of possible further allocations of SDRs was discussed by
the Committee on the basis of the provisions of the Fund's Articles of
Agreement and in the light of the various relevant factors, including the
importance of strengthening the role of the SDR as a reserve asset, and
the need to avoid an undue increase in international liquidity. The
Committee agreed to ask the Executive Board to continue its deliberations on whether there should be a further allocation of SDRs at the
present time. It also recommended that the scope of such deliberations
should include the proposal to extend the third basic period and continue
the rate of allocations established in 1978.
Finally, I should like to mention that, at its meeting in Libreville, the
Committee had been pleased to accept the gracious invitation of the
Government of Finland to hold its next meeting in Helsinki. It has now
been agreed that the meeting would be held on May 12-13, 1982.
STATEMENT BY THE GOVERNOR OF THE FUND AND THE
BANK FOR CANADA
Allan J. MacEachen
I would like to say a few words as Governor for Canada. Before
doing so, let me extend a warm word of welcome to Bhutan and
Vanuatu. I am in broad agreement with the Interim Committee's assessment of the international economy. I agree also with its conclusions
about ways of dealing effectively with inflation, slow growth, and balance
of payments difficulties. I will be weighing these ideas in the weeks
ahead as I prepare a budget to deal with the specific problems of the
Canadian economy.
Canada recently has had a stronger record on employment growth
than most other industrial countries, but we have had to wage a constant
fight against inflation, both imported and homegrown. Inflation has
imposed a heavy cost on all members of society and contributed to the
high interest rates. We cannot expect to reduce those very real hardships until we have come to grips with the underlying inflationary
pressures and the expectations that fuel them. That is why our monetary
policy has been geared to reducing gradually the rate of growth of our
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monetary aggregates, and why our fiscal policy has aimed at a reduction
over time of the Government's deficit.
It is clearly our objective to bring interest rates down in order to
reduce hardships for families and businesses and to promote growth.
However, lower interest rates and better growth depend first of all on
lower inflation. Any retreat from a monetary policy aimed at combating
inflation would have only short-lasting benefits and would soon compound our difficulties. Similarly, the reduction of budgetary deficits is a
necessary companion to monetary policy and also one of the steps we
have to take to ease pressures on interest rates. To the extent that all
major industrial countries achieve a better balance between monetary
and fiscal policy, our individual efforts will be reinforced and the strain
of high interest rates will be reduced.
Given our openness, international economic cooperation is particularly
important for Canada. The summit that Canada hosted last July
strengthened the commitment of the major industrial countries to such
cooperation. Evidence of this renewed commitment was the undertaking
by the seven summit leaders to resist protectionist pressures, a position
that has also been endorsed by the Interim Committee. We hope that
new initiatives within the framework of the GATT will confirm this
opposition to protectionism.
The Fund and the Bank, of course, have key roles to play in promoting a better international environment. The Fund has been very
active in the past year, and its operations have been of great assistance
in correcting serious payments imbalances. This has been achieved
through programs that provide an appropriate blend of financing and
adjustment. It has been especially helpful in encouraging oil importing
countries to make the necessary structural changes that are called for,
given the current difficult situation. In this context, I fully support the
emphasis placed by the Interim Committee on the Fund's surveillance
role and the need for timely and frequent consultations with member
countries whose policies impact on the orderly functioning of the international monetary system. This is particularly important at a time of
major payments imbalances and turbulent international financial and
exchange markets.
If the IMF is to continue to play this central role in promoting adjustment, it must be assured of the necessary financial resources. In the
past year, it has received very substantial funding from Saudi Arabia,
and it has also arranged for short-term lending facilities from a number
of industrial countries, including Canada. I would hope that more
countries with favorable underlying prospects for their balance of payments and reserves will find it possible to provide additional resources
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over the medium term. While I agree with all those who prefer that the
Fund rely on its traditional method of borrowing from members, in the
light of the somewhat disappointing experience to date, we must leave
open the possibility of borrowing from private sources. In this context,
I am concerned that, because the Fund has had in recent years to rely
quite heavily on borrowed resources carrying market rates of interest,
the financial burden of low-income countries that draw on the Fund has
increased substantially.
May I express my regret that we have not yet been able to reach
agreement on further allocation of special drawing rights. However,
I am glad to see that the Interim Committee has invited the Executive
Board to give the matter further study and that the possibility of compromise remains through the extension of the current basic period. This
is a matter the Board should address on an urgent basis.
The Eighth General Review of Quotas will also have important consequences for international liquidity in the 1980s. There is a general
consensus that quotas should remain the fundamental source of Fund
resources. If we are to succeed in achieving this, there must be a better
balancing of the sources and uses of funds. This is why, in my view,
a major restructuring of quotas is in order, based more closely on
economic criteria. This would be the most effective way of ensuring that
the IMF has the means to continue to play its full role in the international economy. . . .
The international economic picture continues to be a matter of serious
concern for all countries, and particularly for the oil importing developing countries. But we can improve that picture. The Fund's World
Economic Outlook and the Bank's World Development Report offer
balanced and pragmatic approaches to do so. They strike a suitable
note of guarded optimism for achieving satisfactory noninflationary
growth worldwide. Appropriate policies at home and a strengthened
commitment to international cooperation by us all will make this goal a
reality.
STATEMENT BY THE GOVERNOR OF THE BANK FOR THE
FEDERAL REPUBLIC OF GERMANY
Hans Matthoefer
We meet at a time of worldwide transition and structural change, a
time of major challenges and major opportunities. The objectives of
economic policy—adequate and self-sustaining growth, reasonable price
stability, full employment, and equilibrium in international exchange
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relations—are increasingly difficult to attain. Large imbalances persist
in many countries. Abrupt rises in energy prices have compounded our
difficulties.
Together we must work toward a more stable world economy, lay
the groundwork for renewed noninflationary growth, and provide
employment for the labor force of our countries. In view of many unmet
needs we cannot afford idle resources. Economic growth helps to
achieve a fair distribution of economic resources and opportunities—
within our countries and worldwide.
Understanding the interdependence of our economies is basic for any
evaluation of our present situation. We must increase the awareness that
each of our nations stands to gain from the progress of all others. We
must develop opportunities to cooperate across natural, political, and
ideological borders, to further confidence, and to shape an economic and
political framework for lasting peace.
The Fund and the Bank—each in its respective field of competence—
have demonstrated that cooperation between nations of widely differing
economic and political beliefs is possible. Their record is proof of a
common will to avoid any kind of a beggar-my-neighbor policy which
had such devastating effects on the world economy in the 1930s. It is
important to strengthen these institutions and to intensify their cooperation while preserving their integrity and specific responsibilities.
The interdependence of the world economy shows clearly in the development of our respective balances of payments in recent years. No
doubt the recycling process has once again worked better than initially
hoped. The distribution of current account deficits has helped in their
financing, since a large share of the deficits fell on countries with
undiminished credit standing. Banks have been willing and able to play
a major role in the recycling process. The growing involvement of the
Fund has been a major stabilizing element in the financial markets.
External imbalances of prevailing dimensions are hardly sustainable
for very long periods. One way or the other they have to be reduced:
either by deliberate adjustment efforts of deficit countries themselves—
if necessary with the support of the Fund—or by a nonvoluntary adjustment process, caused by financial constraints. This underlines the
critical importance of the conditionality of Fund lending. The major
part of Fund lending is now on terms of full conditionality, which stands
in welcome contrast to the period after 1973-74.
For many countries, however, the main part of financing will have
to come from other sources, including private financial markets. Supervisory authorities, therefore, need to continue close monitoring of these
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markets in order to maintain their good condition. Determined adjustment policies—including early recourse to the Fund—will increase the
confidence of financial markets. This will facilitate the role of the banks
in the recycling process.
Timing and shape of the recovery process of the world economy are,
of course, hard to predict. Huge investments are needed to increase
efficient energy use, to diversify energy supplies, and to develop, modernize, or reshape our economies. I am confident that, if we all do the
right thing, this restructuring process will soon gain momentum and
bring about a strong push to growth and employment.
In the industrial countries the fight against inflation begins to show
some results at last. However, inflation levels and inflation differentials
remain unacceptably high. There is no real alternative to a continued
pursuit of credible, consistent, and internationally coordinated antiinflation policies.
The level of interest rates must be commensurate with prevailing
rates of inflation and the need to break inflationary expectations. It is
precisely for this reason that our efforts to reduce inflation rates and
inflationary expectations must succeed as quickly as possible in order to
bring down interest rates and interest rate expectations.
Recently, some countries have relied to a large extent on monetary
measures in order to fight inflation. To be successful, monetary policy
must not be left alone. A broader-based approach is needed, comprising
mutually supportive instruments and policies, the mix of which will have
to reflect the circumstances of each individual country.
In most countries this includes, first of all, the need to review critically
public budgets so as to reduce deficits and to strengthen incentives for
investment, innovation, and economic restructuring.
I appreciate the production efforts made by major oil exporting
countries, which constitute a valuable contribution to our endeavor to
avoid the danger of a large-scale recession of the world economy. In
the medium and long run, the energy situation clearly remains difficult.
Oil importing countries must not relax their efforts to save energy and to
diversify supplies.
In the prevailing environment of slow growth and high unemployment, protectionist pressures remain active—despite the evidence that
our economies have benefited immensely from the postwar expansion of
world trade on free markets. All in all, governments have so far withstood these pressures reasonably well. We cannot yet afford to drop
our guard. Continued vigilance is needed to preserve and strengthen
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free trade. It seems appropriate to warn against tendencies to take an
exclusively bilateral view of international trade. Restrictive and protectionist practices would most certainly delay economic recovery. They
would thwart adjustment efforts by developing and industrial countries
alike. We must meet the challenge of structural change rather than run
away from it.
Let me now say a few words on the situation in my own country, the
Federal Republic of Germany. This year again the current account of
the Federal Republic will be in deficit. Relative to the size of the
German economy, the deficit is smaller than that of many other countries. It is, nevertheless, very large in absolute terms.
A major factor in the negative swing of our current account is the
increase in our oil bill. From 1978 to 1980, our oil bill has doubled
from 30 billion deutsche mark to 60 billion deutsche mark, even though
we consumed less oil. This year we expect to have to pay DM 70 billion
for our oil imports. However, adjustment to the energy situation is
well under way and is gaining momentum. Between 1973 and 1980,
oil consumption in the Federal Republic fell by 10 per cent, while real
GNP grew by 17 per cent.
There will be a further significant reduction in oil consumption this
year. These improvements in our real oil imports have come about by
our reliance on the price mechanism to produce the desired result. And
we will continue along this course of policy. In addition, the Government encourages energy saving and the diversification of energy supplies through a variety of fiscal incentives, supplemented where necessary
by regulatory measures.
Reducing our dependence on imported energy is only part of the
answer to our current account problem. Since our non-oil imports have
also grown at a rate appreciably faster than our exports, we aim at a
gradual and steady improvement of our overall external position. We
will maintain our competitiveness by encouraging modernization and
innovation efforts and by improving our price performance.
Though the Federal Republic of Germany may finance a limited
current account deficit more easily than many other countries, we cannot, of course, get accustomed to a deficit of the present size. But our
current account is showing significant and encouraging signs of improvement. Seasonally adjusted, the deficit has declined from a peak of
DM 9-10 billion in each of the two winter quarters to DM 5 billion in
the second quarter of this year. Apart from the reduction in imports,
this favorable result has been caused by a substantial improvement in
our exports, to a large extent due to the comparative price advantage
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and the appreciation of the dollar. Since our export orders show sustaining signs of this marked improvement, I expect our exchange rate to
reflect this improvement in due course, thereby further reducing our
oil bill.
Only the reduction of our current account deficit and, going along
with this, the expected renewed rise in confidence in the deutsche mark
will give us the necessary monetary independence and will help to
achieve lower interest rates in the Federal Republic. As in other countries, our economy does suffer heavily from the lasting high interest
rates, imposed upon us from outside. Any marked reduction in the
interest rate level will bring a strong push to business activity, thereby
promoting investment and lowering our level of unemployment.
Since all our efforts must be directed at achieving a lasting increase
in the number of jobs, the Federal Government is making a determined
effort to support the adjustment process of our economy. We will keep
a tight rein on public expenditure growth, particularly on consumption
expenditures.
We will limit the increase of federal expenditure for 1982 to 4.2 per
cent, which will be below the expected rate of growth of nominal GNP,
and we will reduce net borrowing by more than 20 per cent. In this
way we will put an effective brake on the deficit of public budgets and
will help to lower capital market rates; this will also help in our efforts
to stabilize the price level in our economy.
Although these budgetary measures will not go without some sacrifices
for all sectors of society, they will not impair the essence of our system
of social safeguards which serves us well in maintaining social peace and
promoting public willingness to accent structural change. We will maintain and, if need be, increase outlays aimed at improving the efficiency,
productivity, and potential for long-term growth of our economy.
To speak of sacrifices to be borne by people in the industrial countries
sounds grossly overstated when compared with the situation in many
developing countries. Worldwide, hundreds of millions remain deprived
of the barest necessities of life. Giving them new hope is a moral obligation and an economic challenge at the same time. Mass poverty cannot
but breed conflict and harm the cause of world peace.
Progress achieved so far would have been greater but for the sharp
rise in world population, maybe by another two billion people by the
turn of the century. Environmental and resource pressures are bound
to rise. These very disquieting prospects underscore the need to stabilize
world population, to husband the resource base of the earth, and thus to
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preserve the long-term potential for humane living standards all over
the world.
There is a clear need to reinforce the adjustment efforts of developing countries through increased official aid. A larger share will have to
be channeled to the poorest countries with little or no access to private
sources of finance. The Federal Republic makes great efforts to step
up its financial and technical assistance ta developing countries although
we ourselves face some difficulties in financing our budget deficit on the
capital market. Development assistance is not the pursuit of political
alliances by other means. Development cooperation must rest on
respect and support for the self-reliance, independence, and nonalignment of developing countries. And we should not presume to know
better than the people concerned themselves how to develop their economies and try to export policies of doubtful value even in our own
countries. . . .
As in the past, Germany will continue to base its balance of payments
policies on principles of free trade. We will not resort to measures
detrimental to international trade. We will not solve our problems at
the expense of our partners. We are closely tied into a network of
international cooperation in which we will strive to play a responsible
role. And we will continue to play our part in the efforts of the World
Bank and the International Monetary Fund.
STATEMENT BY THE GOVERNOR OF THE FUND AND THE
BANK FOR IRELAND
John Bruton
. . . I listened with interest this morning to the comprehensive and
lucid review of the world economy by the Managing Director of the
Fund. As Mr. de Larosière indicated, there are some encouraging
features in the economic outlook. Nevertheless, the overall picture still
remains dismaying. There are, as yet, no unambiguous signs of worthwhile recovery. Output remains sluggish, inflation is still high, and
unemployment continues to increase. The present level of unemployment in the world could be tolerated with, perhaps, less concern if it
were to hold out early and significant prospects of lower inflation and,
consequently, of recovery in employment. Unfortunately, there appears
to be little prospect of this. In fact, world unemployment seems destined
to rise again sharply in 1982 and possibly even in the medium term.
The economic and social implications of this should be constantly before
our minds.
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Perceptions are, of course, influenced by circumstances, and the
circumstances of my own country are now particularly difficult. The
unemployment rate in Ireland at present exceeds 10 per cent and our
population and labor force are both growing at exceptionally rapid rates.
A fast rate of increase in employment would be required for the foreseeable future to stabilize unemployment at its present high level. At
the same time, we have, like other countries, to grapple with the problem
of serious imbalances in the current budget and on the external account.
Shortly after my Government assumed office just a few months ago, I
introduced a series of measures designed to reverse the rapid deterioration that was occurring on both of these fronts. I was careful, in doing so,
not to cut public investment, because of its importance for employment
in the short run and for growth in the medium term. My Government
intends to use its 1982 budget to build on the progress we have already
made.
The position in Ireland graphically illustrates some of the difficulties
that the smaller industrial countries have to grapple with in adjusting
to the changes of recent years. Some of our problems may be more
serious than the average for these countries, since we entered the process
of industrialization later than most, and our demographic pattern is
unusual in that we have a very large young population. Nevertheless,
our position is not untypical. Like a number of the other smaller
industrial countries, we are particularly dependent on imported energy,
and the rise in world energy prices, aggravated by movements in
exchange rates, has hit us very severely. The restrictive stance of international economic policies has had a greater contractionary effect on
small open economies, like Ireland's, than on the larger developed
countries. The rise in international interest rates also hits us hard,
both because it increases the cost of the investment capital that we
need to develop our economy and because, whatever its original purpose,
it has the perverse effect in the short term of increasing prices and
depressing investment and growth. The key decisions in all of the
fields I have mentioned have been taken in other countries without, I
feel, sufficient concern in all cases for their impact on either the smaller
industrial countries, like Ireland, or on the developing countries whose
position is, indeed, far more serious.
We are not, of course, seeking to lay all the blame for our problems
on others. This would be far from the truth and would represent a
form of self-delusion. We fully recognize that adjustments have to be
made at home—not least of which is in the public's perception of
present realities—and we are equally fully determined to make these
adjustments. But I stress that our ability to make progress in that
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direction is often constrained by external decisions over which we have
no direct influence.
I urge my colleagues to approach policy questions with flexibility and
open-mindedness, and consciously to seek to help the process of adjustment that many countries are going through. I fully endorse the call
made in the Fund's Annual Report for greater international cooperation
in economic policy. This is the objective of the Bretton Woods Agreements. Such cooperation is no luxury. It is a necessity if we are to
regain the path of growth and defuse the pressures for protectionism
around the world. Increased international cooperation is particularly
important in regard to interest and exchange rates, given the marked
volatility of the past year.
I welcome the call in the Annual Report for an integrated policy
approach. In particular, I endorse the recommendation that incomes
policy and positive encouragement to investment should feature in that
approach. Both of these figure prominently in the program that my
Government has adopted. I recognize, of course, that official encouragement to investment is most effective if industrialists expect that there will
be market growth to absorb the resultant output. A major deficiency
of overrestrictive policies is that, if they stunt market growth, they will
also deter investment, thus building in inefficiencies and potential bottlenecks in the economy which will pose a major question mark over their
long-term effectiveness.
The Fund itself has had to deal with difficult problems over the past
year. We can all take great heart from the success with which our
institution has met the challenge. The huge increase in the Fund's
lending activities speaks for itself. By enlarging member countries'
access to its resources, the Fund is making a major contribution to the
adjustment process and is helping with the task of recycling funds from
surplus countries. I hope that rapid progress can be made toward the
completion of the Eighth Review of Quotas, so as to increase the Fund's
own resources. In the meantime, it should continue to borrow as necessary in order to allow its vital lending program to be maintained. It
may well be that borrowing from the private markets will prove necessary at some point. Recourse to the private markets should, of course,
be accompanied by adequate safeguards to preserve the character of the
Fund.
I was disappointed that it was not possible at the Interim Committee
to reach agreement on the question of a further allocation of SDRs.
The issue is complex, and there are many valid concerns about the different signals that a further allocation might give at this time, for
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example, as regards inflation. It seems to me, however, that many of
these concerns are out of proportion to the effect that a modest further
allocation would actually have. I would accord considerable weight to
the objective of promoting the role of the SDR in the international
monetary system—a role whose potential has been significantly increased
by the simplification of the SDR basket and the increase in the interest
rate. I hope that, as a result of further consideration by the Executive
Board, the Managing Director will soon be able to make a formal
proposal for a further modest allocation. . . .
The developed countries themselves must also try to improve their
overall assistance programs. My Government intends to increase official
development assistance so that the UN target of 0.7 per cent of GNP
will be reached by 1990. In addition, at the UN Conference on the
Least Developed Countries in Paris earlier this month, my Government
stated its intention to devote at least 0.15 per cent of GNP to the least
developed countries by the same date.
In conclusion, I hope that, by the time of next year's Meetings,
member countries, as well as the Fund and the Bank, will be able to
report improved performance and growing optimism for the future.
STATEMENT BY THE GOVERNOR OF THE FUND AND THE
BANK FOR KOREA
Seung-Yun Lee
In the 36 years since the Bank and Fund were founded during the
last months of World War II, the world economy has come through
numerous ups and downs, while the world economic community of
nations has continuously been enlarged and diversified.
Yet the problems we face today together as members, and the goals
to which we aspire jointly, remain unchanged in their fundamental
nature: our objective is to help foster and unleash man's productive
energy wherever its potential may lie and direct it toward a peaceable
world, where one country's actions do not undermine the efforts of the
others.
Today, as then, we are gathered here to pull our strengths together in
order to overcome various difficulties that, unattended, will most certainly diminish our hopes, not to mention our immediate well-being.
During the past three decades, the value of these meetings has sometimes been questioned. Currently, the very concept of multilateral
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financial cooperation is being reviewed critically by some, while others
find it irrelevant to their future, as they have long suspected it would
be. It is therefore no exaggeration to say that what we do at these
Annual Meetings to strengthen the concept and make it more relevant
to our development efforts will be vitally important in deciding the
whole future of these two institutions. . . .
During the past year, two new members have joined the Bank and
the Fund, and my Government has great pleasure in welcoming both
the Republic of Vanuatu and the Kingdom of Bhutan.
The Bank and the Fund and the World Economy
The year just past has posed a formidable challenge to the Bank and
the Fund. The full impact of the second energy crisis that had begun
in early 1980 was thrust upon the two organizations. Growth in industrial countries slowed, and the structural imbalances in the oil importing
countries from the developing world further eroded their ability to meet
their urgent financial needs.
Against this background, I am pleased to observe the positive attitude
taken by the management of the Bank and the Fund in addressing the
manifold problems the world economy has faced and to note the effective measures they have initiated in order to alleviate the plight of the
helpless. The Bank's operation of structural adjustment lending and
the Fund's handling of enlarged access to Fund resources are cases in
point.
I believe that a hopeful lesson can be drawn from the past year, in
that the converging and mutually supportive roles of the various international institutions, the private sector, and individual governments went
a long way toward minimizing the negative effects of the international
recession. Specifically, the Bank and the Fund played an admirable
role in defending the case for development; the private sector financial
institutions made a major contribution through their recycling activities;
and many governments adopted appropriate and timely adjustment
policies. The outcome of this individual and collective effort is that the
world now appears to have emerged from the depths of the recession.
Nevertheless, the situation is not so bright as to allow us any complacency. The price, physical and spiritual, that all of us had to pay
in order to overcome that crisis is simply too great to enable us to risk
a repetition. The problems that lie ahead are still enormous and, what
is even more alarming, are potentially divisive in nature.
—Not only has there been no improvement in the global balance of
trade disequilibrium, but also those countries experiencing persis-
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tent deficits are suffering the double blow of deteriorating invisibles
balances due to rising external debt-servicing costs.
—Inflationary pressures have not dissipated despite stringent demand
suppression policies that are proving costly both to the countries
that adopt them and to their trading partners.
—The primary energy situation, while temporarily showing signs of
stability, remains uncertain. Long-term supply constraints are still
operative. The incremental capital-output ratio for investments
in primary energy development continues to increase, while
resources available for energy conservation are hard to obtain.
—There is the chronic problem of absolute poverty. The least developed countries' per capita income has not improved over the past
decade and the prospect for the next is equally pessimistic.
Although these fundamental problems are apparent to all, the very
concept of multilateral assistance is currently under fire in many countries. Some question the efficacy of past approaches, others doubt
whether the multilateral approach has ever been relevant to the task,
and many in the developing world see such aid as being largely cosmetic.
If we fail to develop a closer dialogue on these matters, our organizations
will be reduced to a small picture in the world development scene. . . .
The Fund and Its Expanded Role
Innovation, flexibility, and adjustments of policy to reflect the changing environment have characterized the management of the Fund during
the past year. My Government notes with satisfaction that the operation
of the Fund's regular facilities supplemented by policies with respect to
the supplementary financing facility, and to enlarged access, have all
served to almost triple the amount of the resources committed to Fund
members over the year. We applaud the management and the Executive
Board for having decided to use part of the repayments of the Trust Fund
loans to finance the supplementary financing facility subsidy account.
My Government also regards the decision to provide compensatory
financing to cover the excess in cereal import costs as constituting a
significant improvement in assistance to members.
These innovative policies clearly illustrate that there is no justification
for the criticism that the Fund management has not been responsive to
the changing nature of the world's payments problem. Without the
progressive attitude of the Fund's Board and management, the problems
faced by many nations during the year would have been greatly aggravated. We must also acknowledge the fact that the Saudi Arabian
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Monetary Agency and central banks or official agencies of 16 industrial
countries generously provided the Fund with resources. My Government for one wishes to pay tribute to the cooperative spirit displayed by
the governments concerned.
As well documented in the recent World Economic Outlook, payments
imbalances are large and widespread among both broad groups of
countries and individual nations. Given their structural nature, these
imbalances will remain sizable in the medium term.
For the middle-income countries, in particular, the prospects are not
sanguine unless broadly-based adjustment efforts are taken up promptly.
The Korean economy, for example, experienced a reduction in per
capita real income due to externally derived inflationary pressure.
Despite strong adjustment measures including demand management and
structural adjustment, the payments imbalance has not improved, necessitating recourse to sizable commercial borrowing.
This by no means is an isolated case. Nevertheless, the mediumincome countries will not give up easily. We shall overcome our present
difficulties as we did in 1975-76 by further tightening our belts. But,
there is a limit to this policy. If interest rates keep climbing as in the
past few years, if protectionism keeps our low value-added exports
down, and if medium-income countries are prematurely left to fend for
themselves by multilateral agencies, our belts will snap and the painstaking progress of recent years will quickly unravel.
Against this background, the role of the Fund in promoting sound
adjustment policies among member countries will prove invaluable.
The Eighth General Review of Quotas
To pursue this objective effectively, the Fund must expand its role in
the world's financial arena. It must assume a larger share of recycling
than in the past. In order to do this without continued recourse to
borrowing over the long term and to achieve better balance in access to
Fund resources, a substantial increase in quotas seems justified. No less
important is the need for a substantial adjustment in relative quotas,
because many members' representation in the Fund is far out of line with
their positions in the world economy.
In this context, we believe that it is of utmost importance that the
Eighth General Review of Quotas gives top priority to bringing about
significant adjustments in the relative quota levels, and fully reflects in
quota calculations the recent improvements in the economic positions
of developing member countries.
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My Government fully endorses the management proposals and we
especially welcome
—The proposal that the increase in quotas should be substantial,
—The plan to reduce the intolerable variance between calculated
and actual quotas, and
—The approach taken, by which the general increase is made in
quotas in parallel with the special increase. Moreover, in view of
the urgent need to tackle effectively the growing payments imbalances of developing countries, we strongly urge that the review
process be expedited and brought to an early conclusion.
World Development and Multilateral Assistance
In reviewing the development experiences of the less developed
countries during the past decade, the Bank's World Development Report
singled out several countries, including my own, as something of a
model case. Comprehensive and thorough as the study may have been,
the Report is conspicuously silent about the Bank's own contribution to
the development process which, I believe, should not be underestimated.
As the representative of a country that is known as a success case, I
must emphasize this point. While my country's credit standing was still
low, the Bank and the Fund recognized our potential and channeled to
us valuable resources that we could not have secured on our own.
The staff of the two organizations have maintained a continuing dialogue
with our policymakers. When they have agreed with us on economic
policies, they have given us encouragement; when they have differed,
their criticisms have invariably been constructive and helpful.
It is clear to us that the unique contributions of the Bank and the
Fund to Korea's development process can be attributed to two factors
above all: firstly, the concept of multilateral aid itself and, secondly, the
human resources that have been groomed over the years within the two
institutions.
Multilateral aid is one of the noblest experiments of our generation.
Never before in human history has mankind been more successful in
translating abstract ideas into functioning international institutions as it
has in the past three decades with the establishment and development
of such organizations. In an age of nationalism, functioning organizations with their feet firmly on the ground will surely safeguard the world
from the self-centered pursuit of narrow interests.
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STATEMENT BY THE GOVERNOR OF THE FUND FOR FRANCE
Jacques Delors
Despite the serious problems confronting the world economy, it is not
too late for us to go beyond the usual confrontations between optimists
and pessimists, partisans of laissez-faire and advocates of internationalism.
Since, notwithstanding these divergences, everybody agrees on the
importance of making significant progress in the areas of development
and expanding trade, it is all the more necessary to take a global rather
than a piecemeal approach to the problems of the world economy.
It is on this attitude that France bases its arguments in favor of
strengthening the role and resources of the large international organizations. Without this return to the spirit of Bretton Woods, no proper
balance can be achieved. It is in this same spirit that France supports
an expansion of official assistance, which is a prerequisite for a sound
and realistic development policy for individual countries, basing themselves on their own characteristics but forming part of a more interdependent world.
I. Toward a global view of world economic problems
Although I risk being judged a pessimist, I am prepared to recognize
that economic trends show some encouraging signs. The world economic
picture at this time reveals contrasting features, namely:
( 1 ) In general, economies have adapted better to the second wave of
oil price increases;
(2) Energy consumption is tending to fall, and at the moment the
rise in the prices of oil products is moderating; but the positive aspects
of this situation are counterbalanced by the fact that we are in the middle
of a real recession, and, for a large number of countries, real stagflation;
(3) World inflation has begun to slow down, and many industrial
countries are making efforts to improve their control over public finances,
the liquidity of their economies, and their revenues and prices; and
(4) The distribution of current account deficits among the industrial
countries has become more balanced. For this reason, among many
others, the fears expressed last year for the proper functioning of the
private financial markets have not so far been borne out. But what will
happen tomorrow?
This being said, it is still no less true that the world economy not only
has not emerged from the recession but seems to be more than ever
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affected by a growing disorder, especially in the monetary and financial
spheres.
The most painful indications of this malaise are the considerable
increase in unemployment in all our nations and the truly serious position in which the poorest countries find themselves.
This heartbreaking situation shows that we cannot be content with
the classical remedies for stimulating world economic activity; nor can
we call on the poor countries to meet, with their own resources alone,
the requirements imposed by conditional loans. This meeting, therefore,
provides an opportunity for critical self-analysis and should lead us to
assume comprehensive responsibility for the problems of the world
economy.
This comprehensive approach is all the more necessary because inflation remains persistent, and is higher than it was at the end of the
adjustment process following the first oil price shock. The fight against
inflation must be relentlessly pursued. But how, in honesty, can we
avoid asking ourselves about the effectiveness of the means traditionally
used to attack inflation, since they have not produced the desired results?
A critical spirit and a creative approach are essential, especially if we
wish to reconcile financial wisdom with the recovery of investment that
is essential to the improvement in productivity which all our economies
need. In this sense we have everything to gain from frank discussion
and exchange of our respective experiences.
If inflation has not been overcome despite the high social costs of the
policies introduced to combat it, what might then be said about balance
of payments disequilibria! Adjustment is taking longer than we anticipated last year. Above all, the deficits of the developing countries, in
particular the least advantaged of them, are becoming worse: their combined 1981 deficit is estimated at roughly US$100 billion. Clearly the
capacities of these countries are not and cannot be sufficient to deal with
difficulties accumulated year after year.
The fact is that the now traditional—and perhaps simplistic—distinction between North and South veils significant disparities among the
members of each group. According to Fund staff estimates, it is the
smallest industrial countries that are sustaining that group's 1981 deficit
in its entirety and nearly three fourths of its 1982 deficit. At the other
extreme, those industrial countries with oil resources naturally enjoy a
comfortable current payments position. Among the developing countries, there are few points in common among the oil producers, whose
surpluses are still considerable, the middle-income countries, which have
access to the international capital markets, and the low-income countries,
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which are unable to resolve their problems without assistance from other
governments and international institutions. Paradoxically, the international institutions are providing more resources to middle-income countries than to low-income countries. Hence, the significance of the Conference on the Least Developed Countries in Paris early this month,
where commitments were made with respect to increasing official assistance. . . .
When we consider the general conditions for creating an environment
conducive to world economic progress, to my mind stress must be laid
on the following two requirements:
(1) creating the conditions for a relative stabilization of exchange
markets;
(2) eliminating the temptations of protectionism in all its forms, however well disguised.
Indeed, the disturbances affecting the world monetary and economic
order have not been dissipated and are fueling stagflation. Since our
last meeting, the exchange markets have been characterized by great
disorder. The sole exception has been the European Monetary System,
which France continues to support firmly. World trade is continuing to
expand, but at an even slower pace than in 1980.
While stressing the urgency of concerted action with respect to exchange rates, I by no means wish to obscure the negative impact of high
interest rates, especially when they have effects beyond the borders of
one country and influence all money markets. In this area, however,
the countries of the European Economic Community, including France,
have as yet been unable to convince their U.S. partner of the seriousness
of the resulting risks to the international community. These risks include
a dangerous destabilization of the developing countries, crushed by their
debt burden, and of the industrial countries, undermined by unemployment, the accentuation of inequalities, and the desperation of the
younger generation knocking in vain at the door of the labor market. In
other words, we are still faced by the interest rate problem in all its
breadth and with all its consequences.
For all this, France is not discouraged. It will continue to seek realistic means of promoting a concerted approach followed by coordinated
action. Nothing will be overlooked within the framework of what might
be called a policy of taking one small step at a time, for lack of alternatives.
In view of this outlook, our country is engaging in a wide-ranging
effort to provide its own economy with the resources to meet the chai-
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lenges of our day. We are expanding the public sector to take full
advantage of the opportunities offered by the new industrial revolution
and strengthening our productive capacity. We are thus taking measures
aimed at having a direct impact on the supply of goods as well as a
direct impact on unemployment through an active jobs policy. It is
important that economic activity and demand be revived by means of a
policy of economic regulation, fully utilizing our unused reserves in
deficit spending. This public expenditure deficit, limited by the way to
less than 3 per cent of GNP, will be concentrated on investment and
job creation. Within the framework of a new policy mix, the implementation of deficit spending will be accompanied by tighter controls over
incomes, prices, credit, and the money supply. This policy should make
it possible to reduce the fixed costs of the economy, to alter expectations, and to attack the deep-seated causes of inflation. At all events,
its success will not be compromised by the external imbalance, since the
latter continues to be moderate because of the marked growth of our
exports and the reduction in our energy dependence.
We wish more than ever to conduct this policy in a framework of full
cooperation with other countries, first within the European Community,
of course, but also with the international community as a whole. In
other words, we should like to contribute to greater solidarity both on
the regional level and on the level of relations between groups of nations.
Thus, the "Penelope's cloth" of a new world economic order could be
woven.
II. Toward strengthening the role of international organizations
It is our hope that France's firm commitment to the international
community will be reflected in particular by support for a strengthening
of the role of international organizations. In this regard, the balance
sheet for the recent past gives us cause for some hope.
Indeed, the Fund, under the leadership of its Managing Director, has
increased its assistance in a positive manner and found the resources
needed to do so. It is now a significant and irreplaceable net lender to
the developing countries affected by the second oil shock and by the
increase in interest rates on international capital markets.
We note with pleasure the creation of the subsidy account for the
supplementary financing facility, to which France is a contributor, as
well as the creation of the food facility which, while more restrictive than
we might have desired, is nevertheless beneficial.
The more flexible terms of the extended facility and the first steps
toward a more positive form of conditionality and toward collaboration
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between the two Bretton Woods institutions have made it possible,
without in any way departing from the discipline required for adjustment, to adapt requirements more intelligently to the actual situation of
borrowing countries, first and foremost to their structural problems.
There should be further movement in this direction, which has been quite
fruitful, as shown by the initial results obtained in countries receiving a
variety of Fund assistance, often supplemented by the efforts of individual countries, including France, and of banks and private investors.
To supplement its own resources, the Fund has borrowed from Saudi
Arabia and from the central banks of several countries, including France.
We would like other countries to participate in this effort in proportion
to the important responsibilities they exercise within the Fund.
The Fund must be in a position to continue and expand these activities. Indeed, the Fund stands as insurance against the inadequacy, or
even the failure, of the capital markets. The Fund is also an irreplaceable channel for concessional financing in conjunction with the difficult
but necessary exercise of conditionality, designed to restore the borrower's external equilibrium. For these reasons, France firmly supports
a large International Monetary Fund.
However, the growth of the Fund, desirable as it is, must not become
uncontrolled expansion. To my mind, Fund recourse to borrowing,
which is inconsistent with its calling as a mutual association of governments and an international monetary authority, must remain exceptional
and temporary and be limited to approximately its present order of
magnitude.
Such recourse must be confined to public borrowing, as borrowing on
the market can only deprive the Fund of its special character, transforming it into a kind of Eurobank. This cautious approach is consistent
with the nature of the Fund, which is to finance temporary balance of
payments deficits of certain members by calling upon the resources of
members with surpluses. It is also necessary in order to preserve the
concessionality of Fund assistance; the difficulties encountered in creating the subsidy account indicate clearly that this concessionality would
be threatened if the proportion of resources at market rates were to
become excessive.
In my view, resorting to international monetary creation through new
SDR allocations is not justified either, because of the current abundance
of international liquidity. Moreover, SDR allocations do not address the
true problem so long as no significant progress has been made with
respect to the criteria for the distribution of such allocations. If, as
France would like, these criteria were to be revised so that the develop-
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ing countries would receive at least three fourths of the proceeds from
the allocation, a new SDR allocation would be justified as a complement
to the financing of the developing countries' adjustment programs.
France requests that a study of such new criteria for allocating SDRs be
undertaken as soon as possible.
As we agreed in Libreville last May, Fund assistance must therefore
be based essentially on quotas. I advocate an Eighth General Review
of Quotas that is selective and sizable. Indeed, only a sizable increase
in the Fund's own resources will enable it simultaneously to take into
account the relative economic development of each of its members when
calculating quotas and to meet the increasing financing needs of the
developing countries on manageable terms and as part of a process that
encourages efforts to achieve satisfactory economic and social equilibria.
Because of the time requirements and the difficulties of such an operation, I firmly hope that the preparatory work will get under way rapidly
and be carried out expeditiously. The agreed date for completing this
increase, late 1983, should hence be moved forward as far as possible.
III. Toward a recovery of official development assistance
Is it not clear that the temptation to concentrate exclusively on one's
own problems, so strong in periods of grave crisis, together with the
selfishness of the rich, can only lead the whole of humanity into an
impasse?
How will the developing countries be able to continue their efforts,
how will the least developed nations manage gradually to extricate themselves from poverty, if they are the victims simultaneously of a slowdown in the growth of international trade, which restricts their markets,
a deterioration in the terms of trade, which disrupts their external
finances, and a deliberate reduction in official development assistance?
I would add that the industrial nations would be revealed as particularly shortsighted if they gave way to this selfish temptation. We are
well aware that the principal threat hanging over all countries, whether
they belong to the industrial world or to the Third World, is that of an
even greater slackening of world economic growth. From this point of
view, the reduction in official development assistance is not only a moral
offense but an economic mistake.
We must not let the trees hide the forest. Each of our nations could
carry out its own separate search for the ways and means to return to
the path of growth, by respecting the major budgetary and financial
equilibria. But the sum of these policies could very well produce an
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even more serious situation, and worsen a perverse cycle in which
attempts to outflank recession merely feed recession.
It is for this reason that France is committed to a quantitative and
qualitative growth in its development assistance.
In our next development plan, we intend to respect strictly the overall
targets for official assistance adopted by the United Nations, particularly
the target of 0.7 per cent of GNP. This will lead to a considerable
increase in France's assistance to both the least developed countries, to
which we have undertaken to allocate approximately 0.15 per cent of
GNP, and the other developing countries.
Likewise, France is more than ever in favor of organizing the major
international markets for primary products. It is essential that the
developing countries be able to count on more stable and foreseeable
export revenues. . . .
Allow me in conclusion to refer briefly to the question of the necessary cooperation between the International Monetary Fund and the
World Bank. During the last year it has become apparent that it is
essential for Bank and Fund activities to be more closely coordinated, so
as to make the Bretton Woods institutions even more efficient. France
will follow the progress made in this area very attentively, given its concern that this coordination should effectively serve the development of
the countries of the Third World.
It is these countries that have the responsibility for choosing and then
implementing their own path to development, in accordance with their
own characteristics and in the light of their particular advantages and
handicaps.
Solidarity is required from all, but particularly from those countries
that are wealthier or better endowed by nature. Responsibility is required of all, including the poor countries, which are accountable for
their own efforts. These are the simple and obvious principles which,
beyond analytical nuances and the diversity of policies, must inspire the
international community to transcend its divisions and discover the path
of cooperation and freedom. To invoke the spirit of Bretton Woods is
precisely to invoke this blend of solidarity and responsibility. In economic and financial terms, this philosophy presupposes a judicious combination of concerted action by nations, and the play of market forces.
France intends to work with all its strength to bring about this new
synthesis, appropriate for our time, in conjunction with all those who,
like her, believe in a more just and more effective international order.
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STATEMENT BY THE ALTERNATE GOVERNOR OF THE FUND
AND THE BANK FOR JAPAN
Haruo Mayekawa
. . . I would also like to extend my warmest congratulations to the
Republic of Vanuatu and the Kingdom of Bhutan, our newest members
from the Pacific and Asian regions, respectively.
World Economy and Japan
1. We are now confronted with severe challenges to the management
of our national economies. The world economy continues to suffer from
inflation, unemployment, and balance of payments imbalances.
The price of oil has increased more than ten times in the past eight
years. This oil price hike has brought about radical changes in both
relative prices and the supply-demand relationship of all kinds of goods
and services. Moreover, price and wage rigidity is observed to a greater
or lesser degree in each economy and the functioning of market mechanisms is becoming insufficient. The excessive growth of the public
sector is also progressing. The structure of each economy has not yet
fully adjusted to the changes in domestic and international situations.
Under these circumstances, we must give first priority to the containment of inflation. By stabilizing prices, we ought to regain the public
confidence in the economic future, thereby achieving sustained economic
growth. Disciplined fiscal and monetary policy should be maintained,
for the time being, to control aggregate demand at an appropriate level.
However, in order to cope with the difficulties that the world economy
faces today, the usual aggregate demand control policy alone would be
insufficient, and more fundamental measures to improve the economic
structures are required. Namely, it is necessary to promote active adjustment of the industrial structure from a medium-term or long-term point
of view and to allocate more resources to sectors with high productivity.
For this purpose, it is of importance to foster competitive discipline and
to secure efficient functioning of market mechanisms. As for the public
sector, we must reconsider the role of the Government and make its
activities more effective and more efficient.
The structural adjustment of a national economy is difficult to
accomplish. The economic order, which has been shaped by historical
and social factors, is hard to change. It cannot be reformed without the
understanding and cooperation of the public. In order to revitalize the
world economy, however, we cannot evade this task. Recently, the
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international organizations, such as the Fund and the Bank, have
strongly emphasized the importance of positive structural adjustment in
each economy.
2. In the adjustment process of the world economy, it is feared that
the tide of protectionism may become more prevailing. Although protectionism may temporarily ease the pains of unemployment, it preserves
the more fundamental cause of illness and thus weakens economic
vitality. We should not forget the experiences of the 1930s. Protectionism in one economy spread to others and became an international
practice. It reduced the volume of world trade and made the economic
difficulties all the more intense. Reflecting such experiences, the free
trading system, embodied in the IMF and the GATT, was established
after World War II. Rapid increase in the volume of trade within the
framework of free trade has been the major vehicle for the stabilization
and development of the world economy.
We are now required to make laborious efforts to promote economic
adjustment, while maintaining and promoting the liberal trading policy.
In particular, in order for the developing countries to develop their
economies and to stabilize and enhance their standards of living, it is
of extreme importance that we promote international transactions under
the free trading system.
Although Japan is already one of the most liberalized markets in the
world, we will make further efforts toward a more open economy. It
has been proposed that the GATT CONTRACTING PARTIES convene a
ministerial level meeting during 1982. Japan is to support positively
this proposal because we believe it will give a new impetus to promoting
world trade in the 1980s.
3. Since we depend on imports for more than 80 per cent of our
energy requirements, we were forced to face the serious difficulties caused
by the first and the second oil crises. However, we have managed to
overcome such difficulties as accelerated inflation, economic slowdown,
and large balance of payments deficits. This success is, on the one
hand, attributable to the appropriate and flexible management of fiscal
and monetary policy. On the other hand, it must also be emphasized
that there have been strenuous efforts made in the private sector to
rationalize business management, conserve energy, create innovative
industrial technologies, and determine wages flexibly in accordance with
employment conditions. As a result, the rate of productivity growth in
Japan has been relatively high in comparison with that in other countries. Since the GNP of the Japanese economy accounts for about
10 per cent of the aggregate GNP of the world economy, I believe that
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the stability and development of our economy also contribute to the
world economy.
In the process of such a severe economic adjustment, government
expenditures were positively expanded, while the tax revenue dropped
substantially. As a result, we have been suffering from large and
accumulated budget deficits. In fiscal year 1979, the ratio of bond
financing to total government revenue rose to the extraordinary figure
of 35 per cent. In order to promote the sustained noninflationary
growth of our economy and to ensure the stability and enhancement of
public well-being, we must fundamentally reform the structures of
public administration and finance so that they can be flexibly adjusted
to changes in social and economic circumstances. From such a point of
view, we are tackling the structural reformation of administration and
budget as our most urgent and important task. Because of our strenuous efforts toward restoring fiscal soundness during the past two years,
the ratio of bond financing to total government revenue has now been
lowered to 26 per cent, but we will still have to issue more than US$53
billion, a huge amount of government bonds, during this fiscal year.
Further drastic reduction in government expenditures will be made in
fiscal year 1982.
International Finance

1. The worldwide payments imbalances between oil exporting surplus
countries and oil importing deficit countries still continue to be the
most important problem in the field of international finance.
In particular, non-oil developing countries are burdened with stagnant economies and with large accumulated external liabilities. In
addition, their current account deficits are forecast to persist on a large
scale in the foreseeable future. Success of their economic policy management will depend upon smooth financing of these external deficits.
Therefore, it is becoming more and more important to create a favorable
climate for channeling funds from surplus to deficit countries.
lapan is not only expanding economic cooperation using official funds
but is also contributing positively to the recycling of private funds. With
growing confidence in the Japanese economy, the inflow of funds from
oil exporting surplus countries to the Tokyo financial market is increasing. The World Bank, other international development financial institutions, and developing countries also are raising more funds in the Tokyo
market. The totally revised Foreign Exchange and Foreign Trade Control Law of Japan came into effect last December. It made clear the
principle of free external transactions and laid the ground for enlarged
international capital transactions.
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2. It goes without saying that the role of the International Monetary
Fund is extremely important in the field of recycling.
I welcome the establishment of the new facility in the Fund this year,
which is financed by borrowings from oil exporting surplus countries
and industrial countries. The Government of Japan greatly appreciates
the role of this facility and has committed itself to make an appropriate
contribution. When the Fund authorizes a drawing, conditionality is
imposed to assure the proper implementation of economic adjustment
measures in the borrowing country. This practice is helpful in order to
increase the confidence of the private market in the borrower, facilitating the inflow of private funds into that country. I believe that the
"catalyst" effect in the recycling process which the IMF financing provides should be more properly appreciated.
3. The Fund was originally created as a cooperative institution based
on contributions from its members for the purpose of supporting each
other among the monetary authorities. Therefore, the principle that the
Fund's quota increase is the legitimate way to replenish its resources
should be firmly maintained. Borrowings by the Fund should be considered only as bridging actions between quota increases. If there is a
necessity to raise additional funds at an earlier date, judging from the
present liquidity position of the Fund, it should be realized by advancing
the Eighth Quota Increase.
Because of the insufficient adjustment of quota shares during the
previous General Reviews of Quotas, the present quota does not necessarily reflect the changes of the economic realities of member countries.
Appropriate adjustments of quota shares should be an integral part
of the coming Eighth General Review of Quotas. If such adjustment
is made, the function of the Fund will be improved further through the
increase in its usable resources.
4. The special drawing right (SDR) was first introduced as a supplement to the insufficient international liquidity. It was not anticipated
that there would be an abundance of international liquidity, as we see at
present, which has been brought about mainly by the evolution of international financial markets. On the other hand, the present Articles of
Agreement of the Fund clearly stipulate that the SDR is to be made the
principal reserve asset in the international monetary system. The problem is, then, how to realize this principle under circumstances where the
condition of international liquidity has undergone a great change.
5. The exchange rates of major currencies have shown greater fluctuations this year. This has greatly affected the economic policy management of individual countries.
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Under the present variable economic conditions, however, it would
not be realistic to expect that we will be able to come up with a new
scheme that would replace the floating rate of exchange. For the
time being, it is appropriate to maintain the present floating system and
to improve its management when necessary.
In order to have stability in the international monetary situation,
improvement of the economic fundamentals in each country is essential.
However, if the developments in exchange markets show excessive
volatility not reflecting the economic realities, it is desirable that we
take coordinated measures to cope with the problem.
Economic Cooperation
1. According to the World Development Report, the future seems
gloomy for non-oil developing countries, especially low-income countries, facing enormous payments imbalances and stagnation of growth.
This is the time when more strengthened international cooperation
among industrial countries, oil exporting surplus countries, and developing countries is required.
Japan is currently making strenuous efforts, as I mentioned earlier, to
reconstruct government finance. However, the Government of Japan
continues to give most favorable consideration to the expansion of
economic cooperation. This year the Government has set a new target
of more than doubling in the next five years the total budget expenditures for ODA over the last five years.
In the process of its postwar economic development, Japan received
World Bank loans and other official and private funds. Making effective use of this experience, we intend to cooperate steadily with the
developing countries so that the living standards of the public in these
countries will be stabilized and improved. From this point of view, let
me stress the following points.
First of all, the objective of economic assistance should be the support of self-help efforts by developing countries. It is imperative that,
based on the mutual understanding between the developed and developing countries, the efforts of the provider of economic assistance and the
self-help efforts of the recipient nation should proceed in harmony.
Second, at the stage of actual implementation, careful consideration
must be given to the effective use of funds. In Japan today, every
expenditure item in our budget is strictly reviewed. In order to get the
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support of the taxpayers, it is essential that economic assistance should
be proved actually useful for life in the recipient countries.
Third, in formulating the policy for economic cooperation, overall
consideration of the appropriate balance and role of ODA, private
flows, and transfer of technology is necessary. Especially, in view of
the very important role played by private funds in the financing of
existing worldwide payments imbalances, it is indispensable to make
more use of these funds. For this purpose, I think it very important to
prepare, through close cooperation between industrial and developing
countries, the necessary conditions for promoting private investment
and finance for the developing countries, including improvement of the
investment climate in the host countries. In addition, it should be noted
that the industrial countries are confronted with large payments deficits
and difficult economic and fiscal situations, and are not in a position
to increase their ODA substantially.
Fourth, considering the importance of human resources for the social
and economic development of developing countries, it is our intention
to further intensify our efforts in this field.. . .
Concluding Remarks
It has recently been decided to issue a newly designed Bank of Japan
note in 1984. The portrait of Yukichi Fukuzawa will appear on the
new Bank note. Mr. Fukuzawa was one of the leading intellectuals at
the time when Japan took the first step toward its modernization about
a century ago after a long period of isolation. He wrote in one of his
most reputed books, An Encouragement of Learning, that the nations
of the world
. . . are peoples who live between the same heaven and earth, feel the warmth
of the same sun, look up at the same moon, share the same oceans and air, and
possess the same human affections. Therefore, nations which have should share
with those which have not. We should mutually teach and learn from each
other. . . . We should promote each other's interests and pray for each other's
happiness. We should associate with one another following the laws of heaven
and humanity.

The world economy is now in a difficult adjustment process. In the
face of the present difficulties, I would like to follow in the spirit of
Mr. Fukuzawa and do my utmost, through international solidarity and
cooperation, for the realization of balanced growth of the world economy
and stability of the international society.

©International Monetary Fund. Not for Redistribution

62

SUMMARY PROCEEDINGS, 1981

STATEMENT BY THE GOVERNOR OF THE FUND FOR SWEDEN
Lars Wohlin
It is an honor for me to address the Annual Meetings on behalf of
the five Nordic countries—Denmark, Finland, Iceland, Norway, and
Sweden.
The problems with which we were concerned when we met last year
are still with us. Global inflation rates continue to run at a high level,
economic growth is slow, and unemployment is still rising and has
become a major problem. On the other hand, some progress has been
made in the combat against inflation, the overall payments imbalances
have been reduced, and achievements have been made with respect to
conservation of energy and substitution of oil. The structural adjustment
of our economies nevertheless has a long way to go as there simply is
no easy and rapid solution to our problems.
We cannot expect that these can be solved one at a time. The industrial countries must shoulder a responsibility with respect to fighting
simultaneously against inflation and unemployment. For this reason,
macroeconomic policies will have to be supported by measures to
reduce market imperfections, to provide incentives for productive
investment, and to increase the flexibility of our economic systems.
This is needed to strengthen the productive base of our economies and
to help pave the way for a sustainable, noninflationary growth. What is
at stake is our ability to provide opportunities for the young generation
to find its place in society.
Current interest rates on most international markets remain at a
high level. More emphasis on fiscal policy would ease pressure on
international interest rates. For the five small and open economies in
the Nordic area—as indeed for all small nations—developments on the
international scene are important indeed. We are well aware of the
necessity to keep our own houses in order. But the problems we see in
the global economic picture will not be helped by smaller nations applying even more restrictive policies. It is therefore a source of concern
that, broadly speaking, small nations do carry and will have to go on
carrying a much too high share of the combined external deficit of the
industrial countries.
The need for global adjustment stands out as especially vital when
viewing the medium-term scenarios recently discussed in the Fund's
analysis, the World Economic Outlook. It is essential that we do our
utmost to arrive at a development path close to the more favorable
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scenarios. Such development is indeed also needed, if we, in the industrial world, are to be able to properly assist the developing nations.
It should be an essential element in the adjustment process to maintain a liberal trade and payments system. Let me join the speakers
who have expressed great concern over the re-emerging protectionism
as a means of easing the pains of external and internal imbalance.
Protectionist measures are no solution. In a longer-term perspective
we shall all be losers.
The Fund will have a vital role to play by providing balance of payments financing in support of programs for economic adjustment. It
has recently expanded its facilities to give support to member countries,
that is, through its policy on enlarged access. This can contribute to a
better functioning of the adjustment process.
The expanded Fund assistance to individual members has again
brought the question of conditionality to the forefront. There seems to
be almost general agreement that conditionality continues to be a necessary element in the stand-by and extended arrangements concluded with
the Fund. As to the design and implementation of conditionality there
are in my opinion three important requirements. Firstly, conditionality
must be strict enough so as to foster real adjustment which is in the
long-term interest of the borrowers. Secondly, the economic policy
conditions must be reasonably flexible to take account of the specific
circumstances of member countries. Furthermore, the conditions for
Fund lending should be implemented so as to secure the revolving
character of Fund resources. This is a precondition for the optimal use
of the scarce funds available. The present guidelines on conditionality,
which have recently been reviewed, seem to fulfill these requirements.
An enlarged role in the financing of balance of payments deficits
presupposes that the Fund in the coming years can obtain the resources
needed for the higher scale of activity envisaged. To the Nordic countries it seems important that the Fund's liquidity be primarily founded on
member quotas. This would also be in line with the cooperative spirit
of the Fund. Consequently, we wish to express the hope that work on
the Eighth General Review of Quotas could be speeded up as much as
possible. We also believe that the review ought to result in a substantial increase in total quotas as well as an adaptation of individual quotas
on the basis of economic criteria.
In the meantime, in view of the substantial technical and political
complications involved in that review, the Fund has a need for bridging
financing on a rather large scale. It is therefore to be hoped that countries in satisfactory balance of payments and reserve positions will be
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prepared—in addition to the substantial amounts already agreed upon—
to extend new loans to the Fund.
As to market borrowing, the prospective liquidity needs of the Fund
make it necessary to maintain a proper degree of preparedness. We
support the management's view that the Fund should, in principle, seek
to have its outstanding loan commitments covered by its own resources
and lines of credit. This, in turn, implies that the Fund should stand
ready to borrow from the private markets, if other forms of financing
cannot be arranged.
Alongside with supplying conditional liquidity the Fund may provide
unconditional resources, that is, in the form of special drawing rights.
The objective of enhancing the role of the SDR in the monetary system
has been reiterated on many occasions. The functioning of the SDR
has gradually been made smoother through the simplification of regulations pertaining to the use of the asset. This has led to a more general
acceptance and use of the SDR. However, on the quantitative side the
development has been less encouraging. The cumulative amount of
SDR allocations today represents a much smaller ratio of global reserve
assets than after the first basic period. In my view, allocations of modest
amounts should take place during the coming basic period in order to
maintain the position of the SDR as a reserve asset.
Finally, regarding the question of subsidizing the use of the supplementary financing facility, I am now in a position to anounce that those
Nordic Governments that have been approached by the Fund have
decided, subject to parliamentary approval where required, to contribute
the amounts calculated for them. We hope that a broader international
support for the subsidy account will develop in the near future.
The present economic situation calls for an active role for the Fund
in promoting the adjustment effort by supplying balance of payments
assistance. The Nordic countries support the Fund's expanded activities
in this regard. However, the present emphasis on financing should not
imply that the Fund reduce its efforts in other areas, in particular concerning the surveillance of members' exchange rate policies. The recent
volatility in exchange rates confirms once again that there is a need for
increased cooperation and consultation not only between the major
currency countries but also within the framework of the Fund.
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STATEMENT BY THE GOVERNOR OF THE BANK FOR THE NETHERLANDS
A.P.J. M. M. van der S tee
. . . World economic developments are far from reassuring, although
there are some positive signals and developments.
—Inflation is slowing down gradually due to weak commodity prices,
an easing of the upward pressure on oil prices, and moderate wage
growth.
—The prospects for the balance of payments deficit and structure of
the OECD area are improving too. None of the major countries
seems likely to run a substantial deficit in the year ahead.
—At the same time, real growth will pick up gradually to some
2.5 per cent in the second half of 1982.
So the nonaccommodating monetary and fiscal policies, adopted last
year, start to show their first payoffs. It would therefore be most
unfortunate to abandon them at too early a stage.
Unfortunately, there are also less encouraging developments.
—As far as inflation is concerned, the divergences between individual
countries remain considerable and even tend to increase in Europe.
—Many of the smaller OECD countries as well as the non-oil developing countries are facing serious payments imbalances.
—Almost all countries have in common steadily rising unemployment
rates to disturbing levels.
These unfavorable economic developments take place against the
background of uncertain exchange market conditions and unusually
high interest rates.
In this situation a policy of increasing government deficits, rising
incomes that exceed increases in productivity, and a monetary policy
that fuels inflation should be avoided at all costs. Public opinion has
to be convinced of the need foc restrictive financial and economic
policies to bring about a structural recovery of our economies and a
firm base for increased employment.
In particular, the economic development of and projections for the
non-oil developing countries cause anxiety. There is no reason for
optimism as regards their balance of payments position. Substantial
improvements in their current accounts cannot be expected in the short
run. Thus they are faced with the question of the appropriate mix of
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financing and adjustment. It is self-evident that financing and adjustment are closely related, but the decision on the mix should not be
determined exclusively by the financing that is available through official
bilateral and multilateral channels and through the private markets.
In the interest of the countries involved, it has to be based also on a
realistic estimate of their longer-term debt-carrying capacity. Apart
from that, real adjustment policies of the non-oil developing countries
can only be promising if industrial countries pay due regard to their
interests in the formulation of trade policies. Until now, liberalization
of trade has suffered no fundamental break, but alternatives to traditional protectionist measures are on the rise, endangering the adjustment process.
It proves increasingly difficult to draw a sharp line between the activities of the Bank and those of the Fund. In the past, the Fund took care
of temporary balance of payments difficulties, whereas the Bank supplied capital for specific investment projects and for development
programs.
This simple distinction no longer fully reflects reality. Yet we must
not allow the distinction between the Bank and the Fund to be blurred.
The two institutions are financed by different resources. The use of
savings permits the Bank to give long-term credit for development. The
Fund relies on monetary means of financing, and it should continue to
watch over the revolving nature of its resources.
The activities of the Fund and the ways in which these activities can
be financed are at the center of our attention, and rightly so. I completely endorse the increased role of the Fund in the international supply
of credit which was made possible by the enlarged access policy that we
established last year. Until now, however, we paid in my view insufficient attention to the consequences this policy could have for the Fund.
The question is whether the Fund borrowing, as it has recently taken
place, has to be regarded as a temporary bridging operation or whether
it means that we are moving in the direction of a Fund that will always
be at least partially financed by borrowing. The latter possibility would
imply a fundamental policy change.
—First, there are consequences for the liquidity position of the Fund.
Whereas quotas are, in principle, permanently at the disposal of the
Fund, borrowings have fixed maturities. The matching of the
maturities of Fund credits with those of borrowings can create
problems.
—Even more important is whether member countries see their quota
claims deferred with respect to bondholders. Uncertainty on this
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point could weaken the willingness to accept quota increases. In
this way a vicious circle may be created: because of insufficient
quota means one resorts to borrowing, and borrowing decreases
the willingness to accept quota increases.
—A third consequence of borrowing is that the interest charges on
credits financed in this way will be close to market rates.
According to me, only one conclusion can be drawn : quotas have to
be and remain the main source of financing of the Fund. Borrowing is
only acceptable as a temporary bridging operation. In the longer run
the lending activities of the Fund have to be tailored to the means that
members are prepared to put at its disposal in the form of quotas. An
early conclusion of negotiations on the Eighth General Review of
Quotas, therefore, is necessary.
After what I have said thus far you will not be surprised to learn that
I favor a speedy conclusion of negotiations on the Eighth Review of
Quotas. That the negotiations have to be finished before the end of
1983 does not mean that we should not try to finish them earlier. In
this connection I attach great importance to selective increases. Such
increases strengthen Fund liquidity and would cause the relative shares
to correspond better to the economic strength of the member states.
Therefore, proposals as to the size and distribution of such increases
should be discussed in the Executive Board as soon as possible.
Sufficient quota means and, of course, an appropriate policy as to
conditionality can help the Fund to maintain or even expand its role
in the financing of balance of payments deficits in the longer run.
Equally important as the quantitative role of the Fund, however, is its
qualitative role—that of giving the green light to other lenders. This
role has been somewhat underexposed because of the large attention
given in recent years to the increase of the available amounts and, therefore, to the size of the Fund itself. It is desirable that now the cooperation between the Fund and the commercial banks gets the attention it
deserves.
The Netherlands is in favor of a positive decision on a new SDR
allocation. One cannot deny that in the past SDR allocations came on
top of an uncontrolled supply of other reserves, in disregard of the
criterion of global liquidity need. At present the situation is different, in
that for the first time in many years the U.S. balance of payments is
not in deficit, and thus does not lead to additional dollar creation
through U.S. balance of payments deficits. It would not be logical if
precisely in this situation the allocation of SDRs were to be stopped.
There would be merit in extending the present basic period and, in two
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years, deciding on allocations for a new period in the light of circumstances then prevailing. . . .
Let me conclude by asking for your attention on the extremely difficult situation of the low-income countries. Most of these countries
have limited possibilities of adjusting to the new situation. Therefore,
both the Bank and the Fund should be continuously aware of the
specific problems these countries are facing. Also, a larger share of
total ODA should be directed toward these countries, as recommended
by the Paris Conference on the Least Developed Countries. . . .
STATEMENT BY THE GOVERNOR OF THE FUND FOR SPAIN
Juan Antonio García Diez
The world has not yet recovered from the effects of the great increase
in energy prices in 1979-80. Such large changes in relative prices alter
the structure of demand and the conditions of production; require massive transfers of income between nations; stimulate cost and price inflation; and ultimately create internal and external imbalances whose
absorption is inevitably slow and painful. A year ago we were expecting
a modest recovery of the industrial economies in 1981, but since then
we have seen that this hope has had to be deferred. Today we trust that
we are now past the trough of the recession and that next year will see
a recovery that will lead us to reasonable rates of growth by the middle
of the decade.
It is difficult to describe as satisfactory forecasts that are so hard to
reconcile with the impatience aroused by the serious problem of unemployment affecting many of our economies. However, as the excellent
Annual Report prepared by the Fund shows, not everything has been
negative in the last two years: the persistence of difficulties has led to a
better understanding of the dimension of the problems facing us and to
a clarification of the economic policies needed, as regards both avoiding
dangerous, uncoordinated initiatives and eliminating simplistic, partial
solutions.
The Fund's Annual Report speaks of the need to develop integrated
economic policies. I believe that this term signifies economic policies
that are concerned with both regulating the nominal demand for goods
and services and promoting the necessary adjustments on the supply
side; policies aimed at achieving a gradual reduction in the rate of
nominal growth of demand, and capable of moderating inflation and
combating inflationary expectations through an appropriate combination
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of monetary and fiscal instruments; policies that by containing the rise
in money incomes seek to avoid the negative effects of a decline in
demand on production and employment in the short term, and facilitate
the adjustments in relative costs and prices required for sustained longterm growth; economic policies, in fact, that facilitate the adjustment of
supply, beginning with the production and efficient utilization of energy,
to the new conditions of the world economy.
These integrated policies have begun to make their appearance in
recent years, naturally with variations and different degrees of difficulty
from one country to another. We should attribute to them the improved
economic performance after the second oil price increase, in comparison
with what happened in the aftermath of 1973-74, and we must rely on
them to establish a solid foundation from which we can take advantage
of the opportunities offered by the anticipated recovery in the world
economy from next year onward. The problems we have referred to
cannot be solved by simple monetary and fiscal manipulation, however
impatient we may be with the present unemployment, but only through
coordinated policies aiming at restoring profitability and the capacity
for growth to our economies.
It is these considerations that guide the economic policy being followed by the Spanish Government. The budget deficit, inevitable in a
period of declining activity, has been kept within limits which, despite
the effort made in the area of public investment, have been compatible
with an underlying tendency for a gentle reduction in the growth of the
money supply. The National Employment Agreement, which emerged
from free negotiations between labor unions, employers, and the Government, ensures, in the light of planned monetary and financial policies,
that the growth of nominal salaries will be contained in such a way as
to create the possibility of a real short-term expansion in the economy,
and provides a framework for the relative prices of factors of production
that is compatible with long-term growth. The National Energy Plan
aims to achieve significant results, which are already starting to appear,
in terms of expanding domestic energy production and reorienting demand away from oil toward other sources of energy. At the same time,
substantial investments are being made in such sectors as the railways,
where considerable improvements in efficiency and energy utilization
should be achieved. Finally, the Government is supporting and encouraging reconversion programs in various industrial sectors especially
affected by the crisis.
Inertia and friction are such that the changes we are demanding of
our economies inevitably cannot take place rapidly. But it is only
through these slow and difficult adjustments that we will be in a position
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to benefit from the opportunities that will be offered by the recovery and
expansion of the world economy in the years ahead, opportunities that
are fundamental for a modestly-sized economy such as that of Spain,
whose sustained growth is difficult to imagine except in the context of
stable expansion in the industrial countries.
However, one cannot ignore the scale of the problems currently
weighing upon the world economy, which may frustrate these opportunities for expansion.
The Spanish Government shares the view that reducing the present
rate of world inflation is a prerequisite for overcoming these problems.
If reasonable stabilization is not achieved in the industrial countries, the
world economy will continue to be subject to the recessionary influences
and the high degree of uncertainty that have affected it in recent years.
The major industrial nations, however, must pay attention to the coherence of the various policy instruments—monetary, fiscal, etc.—used
to articulate the stabilization policy of each country, and must be concerned with harmonizing their separate national economic policies.
Otherwise, the effort to bring about stabilization may lead to a world
depression, thus nullifying and rendering purposeless the high associated
costs of stabilization, the effects of which we must try to make as shortlived as possible.
Significant problems and risks also threaten the world financial structure as a result of deep-seated international payments disequilibria and
the need to finance the deficit countries. Although the private markets
have so far responded to these needs in an extremely satisfactory manner, it seems obvious that the major international financial institutions
must continue to play a major role in the channeling of loan resources
to the deficit countries.
At present, there are clearly no international liquidity problems that
might justify SDR allocations. Nor should the creation of SDRs be
used to deal with the problems of the deficit countries. However, we
have proposed making the SDR the international reserve asset; having
made substantial progress in that direction, it would be distressing should
these advances now come to a halt. The Spanish Government therefore
favors continued issues of SDRs, but in modest quantities.
There is, on the other hand, a liquidity problem within the Fund,
which is now under extreme pressure as a result of the more extensive
use of its resources as a consequence of worsening international payments imbalances. It is the Spanish Government's desire in this connection that the basic source of Fund resources continue to be the
quotas of member countries. Consequently, the Eighth General Review
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of Quotas should be completed more rapidly, thereby simultaneously
ensuring that the quota structure objectively reflects the relative weights
of the various economies in overall international activity. Even so, the
increased use of Fund resources makes recourse to additional financing
channels necessary. In this connection, Spain has participated with the
Bank for International Settlements and member central banks in the
recent financing operation concerted by the Fund. Spain has no objection to Fund recourse to private markets in seeking financing provided
that, when and if there is a genuine need for such operations, they are
temporary in nature and involve moderate amounts and, hence, cause no
disruptions or displacement of financing on private markets.
In extending financing to the deficit countries, the Fund plays a dual
role: on the one hand, it lends funds directly; on the other, it facilitates
the access of those countries to financing from private markets—insofar
as these markets have faith in the effectiveness of the conditionality imposed by the Fund and its supervision of the economies in question. In
this connection, the relaxation of the conditionality criteria followed by
the Fund could entail serious risks and could, in fact, have results contrary to the ones sought by those who would like to see these criteria
relaxed.
At the same time, however, the special nature of the current imbalances, their external character stemming from their relation to pronounced shifts in relative prices and relative terms of trade, and the
importance of complex and slow-acting supply-side actions in overcoming them have resulted in an alteration of the Fund's conditionality
criteria. This change deserves to be well received since, in most cases,
the existing disequilibria cannot be eliminated by simple monetary deflation, the social costs of which may be severe and have a particularly
negative impact on developing countries.
It is pleasing to note that this group of countries has managed to
maintain real rates of growth rather higher than those recorded by the
industrial countries in the current phase of widespread economic recession. However, this relatively favorable experience is not universal; nor
should we overlook the serious problems besetting some economies that
are struggling to improve their low standards of living in the context of
deteriorating real terms of trade, contraction of exports, pronounced
external disequilibria, and high real rates of interest that increase the
burden offinancingtheir deficits. . . .
To summarize, we have before us several possibilities for improvements that are based on the effects of difficult and slow-acting policies
and that could be thwarted, as a consequence of our own errors, resulting
in increasing social costs. We trust we shall be able to avoid these risks
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and that, in an atmosphere of true international cooperation, the world
economy will be back on the path of lasting expansion and prosperity in
the years to come.
STATEMENT BY THE GOVERNOR OF THE FUND FOR INDONESIA
All Wardhana
Once again, according to the analysis of both the Bank and the Fund
and our own experience, the year behind us has not given us much comfort. Stagnation, inflation, unemployment, and current account deficits
were the main features of the economies of industrial countries. At the
same time their economic weight necessarily influenced the situation in
the rest of the world, comprising mostly the less developed countries,
which in their struggle toward stability and growth found themselves
caught in a whirlpool of conflicting and destabilizing forces.
Some glimmer of light has been detected by the Fund's staff in its
World Economic Outlook, also reflected in the Fund's Annual Report.
Inflation has been somewhat reduced, and the current account situation
also showed some improvement. Moreover, the energy problem and that
of wages seemed to have been relatively less pressing. But economic
growth and unemployment have still to show clearer signs of recovery,
and meanwhile new problems are arising. High rates of interest and the
weakness of some currencies against the U.S. dollar are creating difficulties for a number of countries, developed and developing alike, requiring new solutions and new adjustments.
Presently, the largest economy in the world, that of the United States,
has embarked on a set of new policies, besides the earlier efforts undertaken in the United Kingdom, with a view to achieving a better and
more sustainable equilibrium between supply and demand. We do not
know what the results will be. We can only hope that the efforts to
increase investment and production will succeed, which would reduce
inflation, improve the balance of payments, bring down interest rates,
and contribute to stability in the exchange markets. Also, with a more
balanced growth, the industrial countries are expected to be less tempted
to resort to protectionism, which we consider a self-defeating policy.
While the industrial countries are in the process of restoring growth
and stability through a variety of supply and demand policies, they
should realize that their action or lack of action necessarily has repercussions on the rest of the world which in turn will have an impact
on themselves. In varying degrees, industrial countries must sell their
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products and import raw materials, and this external side of their
economies will suffer and therefore affect their domestic situation if
less developed countries are so weakened that they cannot function
properly. Policies mainly aimed at domestic objectives will ultimately
threaten exports and imports of the industrial countries, and of course
the less developed countries will also suffer. Even the strongest among
them, the large oil producing countries, would presumably be compelled to reduce their activities in the form of purchases from the industrial countries. There is a relationship of interdependence between the
interests of developed and developing countries. They need each other
for the sake of higher and sustainable growth. It is on this notion of
complementarity that the relations between North and South should be
based, instead of on compassion or moral justice, however noble they
may be in themselves.
The majority of the less developed world, especially those countries
with low incomes, deserves attention. A flow of resources into them
is necessary in order to keep their economies going and their people
alive. As a result of enhanced activity, they will in turn assist the economies of the developed countries. The recycling process has developed
smoothly, but the weaker countries cannot benefit from it because they
do not have access to capital markets. They are dependent on bilateral
and multilateral assistance on easy terms. It is somewhat alarming to
hear lately that, instead of concessional and official resources, more private resources should be attracted and tapped by these poorer countries.
I believe that, to the extent possible, large numbers of developing countries are doing just that, but as yet many less-privileged countries without
natural resources of their own, plagued moreover by the vagaries of
nature, simply are not yet in a position to attract private capital to play
a role. The survival of their economies and their people is dependent
on concessional aid. What is reasonable to expect and necessary for
their own benefit is that developing countries should adopt appropriate
domestic policies to make an efficient and maximum use of resources
made available to them. Over time, as their economies grow stronger,
resources from the private capital market would become more available,
but at their present stage they need financing on easier terms.
In this respect we welcome the efforts made by the World Bank and
the Fund to ensure a continuing flow of resources to developing countries in general and the weaker among them in particular. . . .
As far as the Fund is concerned, it has decided to enlarge the access
of members to its resources. Besides its own resources it has decided to
borrow. By doing so it participates in the recycling process, and at that
it fills the gap between the most needy countries and the capital market.
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Resources made available by the Bank and the Fund are of course subject to agreed programs of action ensuring the efficient use of the financial means lent to the recipients. With regard to the Fund, its own
resources should also be strengthened, which can be done by increasing
its quotas and by allocating new SDKs. As it stands now, it appears
that substantial quota increases are necessary, including special increases
that will have to be carefully balanced against general increases. A new
SDR allocation within the framework of need and prudence would promote the objective of gradually making the international monetary system less dependent on national currencies.
Both Mr. Clausen and Mr. de Larosière deserve the strong and
unequivocal support of all of us in trying to assist countries to promote
economic development and strengthen their balance of payments. Their
institutions are vital channels for multilateral assistance.
But bilateral assistance also remains necessary, and again, this assistance should be seen in the light of mutual interest. With the growth of
the economies of less developed countries, markets will become larger,
and this is an essential prerequisite for continuing expansion of the
economies of the industrial countries.
But even with an ensured flow of resources from bilateral and multilateral sources, serious problems remain to be faced and solved. The
world cannot continue living with inflation, high rates of interest, disrupted balance of payments, volatility of exchange rates, and high unemployment. Inflation seems to remain the paramount target to be
removed with a view to eventually increasing employment. It is the
Fund that, according to its Articles of Agreement, should function as
the guardian of monetary and financial stability as prerequisites for
balanced and sustained economic growth. It is the Fund that should
in its contacts and consultations with member countries remind them of
the need for adequate policies for the sake of a speedy adjustment. It is
the Fund that, based on its surveillance function, should urge countries, especially the major ones, to harmonize policies so that the international community would benefit from their actions. Mitigating high
interest rates may require a more balanced mixture of fiscal and monetary policies, and the volatility of exchange rates should be carefully
watched in the light of the guidelines on intervention agreed by member
countries.
We strongly encourage the Fund to discreetly but firmly exercise its
role as the representative of all countries since the weaker among them
do not have influence on the major countries to take their interests into
consideration.
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The world has lived for too long in the shadow of recession and of
internal and external instability. It is time for our two institutions and
their members to make vigorous efforts to return to a more normal
situation. No adjustment is painless. Sacrifices will have to be made,
but the longer they are postponed, the more serious they will become.
Adjustment has now to be vigorously undertaken not only in developing
countries but more importantly in the developed countries. Instability
in developing countries mainly has an impact on the relevant countries,
but if it occurs and is permitted to continue in the developed countries,
the whole world suffers. The developed countries, through bilateral and
multilateral channels, have often, and often rightly so, reminded developing countries to make adjustments. For a number of years they have
been faced with the same need of adjustment. They should now practice
what they have preached to others. . . .
Finally, on behalf of my delegation, I would like to thank most warmly
the Government and the people of the United States for the gracious
hospitality extended to us and the excellent arrangements that enable
our meetings to take place in such a smooth and efficient manner.
STATEMENT BY THE GOVERNOR OF THE FUND AND
THE BANK FOR GRENADA
Lyden Ramdhanny
It is my honor and privilege to address you today not only on
behalf of my country, Grenada, but also on the behalf of my Commonwealth Caribbean colleagues from the Bahamas, Barbados, Dominica,
Guyana, Jamaica, St. Lucia, and Trinidad and Tobago. . . .
. . . We are forced to raise the perennial question of protectionism.
It is even more vital today, as countries struggle to meet the cost of their
energy imports, that they have the freedom correspondingly to expand
their exports without undue hindrance. We, therefore, urge industrial
countries to liberalize their existing tariff and non-tariff barriers. Only
in this way can the structural adjustment that so many are urging on
non-oil developing countries be achieved.
I turn to a subject that is of great concern to all developing countries,
but which has touched the Caribbean region in à special way. That is
the subject of political influence on lending policies of international
financial institutions. It is a matter of grave concern to the governments
of Commonwealth Caribbean countries that transfers to some of these
countries have recently come under such influence. We feel strongly
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that the lending policies of international financial institutions should not
be influenced by political and ideological considerations but should be
based on and be in accordance with the principles enshrined in their
charters.
We in the Caribbean are, and always have been, prepared to approach
our relations with others in a spirit of understanding and cooperation. . . .
I want now to make reference to an issue which, although specific
to Grenada and its relationship with the World Bank and the International Monetary Fund, can offer general lessons to many developing
country members seeking to transform their economies. In making these
brief remarks, however, I speak solely on behalf of the Government of
Grenada.
Over the last six months, Grenada has been made a virtual victim of
attempts by certain elements to manipulate the procedures and policies
of the Bretton Woods institutions. It is our view that political considerations were allowed to override objective operational criteria and lending
guidelines, which have delayed Grenada's access to development financing.
In the face of such blatant manipulation of these institutions to serve
the narrow political interests of others, the Government of Grenada
acted with great restraint and at tremendous sacrifice both to itself and
to the people of Grenada. Our reasons were first, to protect the professional integrity of the staff; second, to forestall a bitter battle within the
political directorate of the institution; and third, perhaps most importantly, to obviate friction between the institution itself and certain of its
smallest and weakest member states.
In terms of both potential and actual development finance foregone,
the cost to us was a significant setback of our ongoing program for
structural adjustment, diversification, and recovery of the economy. It is
quite likely that, for the next few years, Grenada will pay the price
through high unemployment, accelerated depreciation of physical infrastructure, and increasing inability to satisfy the basic human needs of
our people.
Our sacrifice came at a time of worsening export prices, drastic increases in import prices, and continuing contraction in tourism receipts.
The economy was further affected by unusually bad weather over the
last two years, resulting in damage estimated at one third of our total
GDP.
However, we take small comfort in the fact that the settlement may
allow Grenada eventually to overcome its economic problems. We
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therefore look forward to a speedy fulfillment of the obligations undertaken by the institutions.
I have taken the opportunity to bring to the attention of this Annual
Meeting this matter of major concern not only to Grenada but to all
assembled here. I wish on behalf of the Government of Grenada to
place on record my country's appreciation for the understanding and
support extended by Governors on this matter.
And finally I would like to remind the international community that
the People's Revolutionary Government of Grenada strongly believes
that international economic relations should be based on the principles
of nondiscrimination, respect for sovereignty, independence, and the
inalienable right of a people to determine their own destiny as enshrined
in the UN Charter.
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OF THE BOARDS OF GOVERNORS ON THE TRANSFER OF REAL RESOURCES
TO DEVELOPING COUNTRIES (DEVELOPMENT COMMITTEE)
Manuel Ulloa Elias
The current international economic scene and the development prospects of the world economy in the decade of the 1980s are matters of
deep concern and anxiety to the world community. The situation is
complex, and there are no easy solutions in sight. The industrial countries face a marked slowdown in their growth, persistent inflation, rising
unemployment, near-record high interest rates, volatile exchange markets, and budgetary constraints. Whereas their problems are serious,
the plight of the developing countries and, particularly, of the lowincome countries is indeed grim and critical. In the shadow of the
stagflation in the industrial world, the growth prospects of the developing countries are diminished, their export expansion is threatened,
their development imports slashed, their deficits becoming unmanageable, their debt burden is mounting, their poverty profile is accentuated,
and their aid prospects show few signs of real expansion. I do not wish
to dwell on this scene in greater detail as it is now well recognized; nor
do I want to burden you with voluminous statistics that are well documented and analyzed in the Bank's World Development Report and in
the Fund's World Economic Outlook, both widely circulated.
It is against this grim background that the Development Committee
in its two meetings held during the year—one in Gabon in May and the
other concluded in Washington this Monday—concentrated its attention
on a variety of measures that need to be pursued to meet the serious
challenge we all face. The main thrust of our work during the past year
has been capital flows to developing countries, both concessional and
nonconcessional, bilateral and multilateral. The role of the World Bank
and of the regional development banks and the need to increase their
lending capacity and programs in the period ahead and, in particular,
t September 30, 1981.
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for the energy sector and for structural adjustment have received special attention. The Committee also gave consideration to the proposals
made by the Group of Twenty-Four in their Program of Immediate
Action and by the Brandt Commission. Both the Bank and the Fund
have considered in detail and have, in fact, in some cases, implemented
the recommendations emanating from these two bodies, while others
will receive due regard in the future development of their policies.
Another matter of special concern to the Committee was the delay in
bringing into effect the Sixth Replenishment of IDA, which had run out
of new commitment authority in April this year. It appears now that
these problems have substantially been resolved since IDA VI, which
represents the most important single source of concessional assistance
to the poorer countries, has become effective. The Committee has now
requested the World Bank to initiate preparatory discussions for IDA
VII as soon as possible.
The Committee also welcomed the coming into effect of the $40 billion
increase in the World Bank's general capital and urged all countries to
make subscriptions as early as possible.
The global nature of the energy problem also received the close and
serious attention of the Committee. There is a pressing need for expanding exploration for, and development of, domestic oil, gas, coal, and
other energy sources in addition to adoption of all possible measures of
conservation. While the World Bank and others have been able to
provide for some expansion in the lending operations—and they intend
to increase them—the search for other means, both public and private,
to meet admittedly massive requirements of investments for this critical
and high priority sector is continuing.
During the year, the Committee also noted with deep concern, and
turned its attention to, the serious situation in sub-Saharan Africa and
its growth prospects for the 1980s. This part of the continent already
accounts for two thirds of the least developed countries where, in the
preceding two decades, output per person rose more slowly than in any
other part of the world and where per capita incomes in the current
decade are projected to decline. This situation is clearly unacceptable
both to the African governments and to the international community.
The potential for growth exists, and measures will have to be initiated to
realize it through appropriate adjustments in domestic economic policies, efficient use of resources, and increased flows of resources from the
international community and institutions. The Committee urged the
World Bank to take the lead in carrying forward a dialogue with a view
to promoting joint action by African governments, donors, and international agencies with a view to accelerating growth and development
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through effective financial and technical assistance support, appropriate
policy changes, and expanded investment programs.
The growing uncertainty in regard to the volume and terms of nonconcessional flows and the magnitude of the financing needs, particularly
of the middle-income developing countries facing large balance of payments deficits, prompted the Development Committee to establish a
task force for an extensive and in-depth study of the problem. The task
force quickly agreed on an extensive program of work and has already
presented two valuable reports to us. It is reviewing a whole range of
measures for increasing the flow of funds to developing countries, and
we await with interest its final report at our spring meeting in Helsinki.
In the critically important area of concessional assistance, the Committee has agreed to establish a task force to carry forward and widen
the continuing study of the problem affecting the volume, quality, and
effective use of concessional assistance. Consultations in regard to its
composition and terms of reference are in progress, and we expect this
new task force to start its work before our next meeting.
There have been expressions of some disappointment on the performance of the Committee. In this regard, while we continuously
search and adopt measures to enhance its effectiveness, it is perhaps
relevant to remember that it was not conceived as a decision-making
body. Rather, it is a forum—the only one that exists—where finance
and development ministers from the developing countries can discuss
broad problems of development and resource transfers with their
counterparts from the developed countries and with the participation
of all the main multilateral organizations concerned with development
issues. The expectation was that discussion at this high political level
would facilitate decisions in the appropriate operative bodies. It is not
easy to measure the Committee's contribution in very concrete terms.
Few will, however, dispute that the objective for which the Committee
was established is still valid. Indeed, the need for such a high-level
political forum is greater today than when it was created. If the results
achieved so far appear meager and do not measure up either to needs
or to expectations, we should engage ourselves in a serious search to
identify and analyze the factors responsible for the lack of full success
in the past. Do they lie in its structure, its mandate, its procedures, or,
perhaps more likely, in the absence of political support that the Committee must command and should receive for its success?
A large part of the human family today lives in absolute poverty.
This silent humanity is not decreasing in numbers. It cannot be expected to remain silent for too long. We owe it to them and, indeed,
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to ourselves to meet this greatest challenge of the century with vigor
and determination. Let us keep their hopes alive and invest our time
and resources to ensure the progress we all wish to achieve and pass
on to the generations that follow.
STATEMENT BY THE GOVERNOR OF THE FUND FOR
THE UNITED KINGDOM
Sir Geoffrey

Howe

Introduction
I join my fellow Governors in welcoming to the Bank and the Fund
the new members, Bhutan and Vanuatu. . . .
The Search for Stability
As the British Chancellor of the Exchequer, representing a country
that is among the founding members of our institutions, I am fortunate
to come to this gathering, this year as always, direct from a meeting of
the Finance Ministers of the Commonwealth countries, which have so
much in common, not least their concern with the problems of development. I also have the privilege, on this occasion, to represent the
presidency of the European Community which itself embodies the continuing European aspiration for greater common achievement, combined
with an outward-looking concern for the problems of the world economy.
My position is thus, in a sense, a privileged one. It does not, of course,
enable me to offer an insight that is in any sense unique. But I can certainly identify the issue that has now come to dominate every occasion
at which any group—Community, Commonwealth, or still wider—of
finance ministers are called together. It is the instability of the economic
conditions in which we all have to do our work. This environment is
hostile to our desire to improve the welfare of our peoples. So more
and more powerfully there is emerging a common desire to promote
greater order in the economic and monetary framework.
This greater stability that we seek is not something which can be
imposed. It will not, in any circumstances, come easily. For today's
uncertainties have many causes. They have their origins in the long
period of gathering inflation that finally destroyed the Bretton Woods
exchange rate system; then two enormous increases in energy prices;
and finally, the effects of the fight against this inflation itself. The return
to stability will require hard and sustained effort from us all, backed up
by these institutions, which we must also sustain.
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But stability by itself is not, of course, enough. We need at the same
time to foster the dynamics of the marketplace and to cherish those
principles of economic liberalism that are essential to the fruitfulness
of our interdependence. So there is a crucial balance that has to be
struck.
The Role of the Private Sector
The best of governments, and the best of institutions, are not able to
take upon themselves the whole responsibility for achieving this balance.
Domestically, governments have a prime duty to make room for, and
to encourage, all the dynamic and productive elements in their own
societies. At the same time, they must take account of the needs of the
poorer and weaker among their people. Both requirements hold true
internationally as well. Government aid programs and the international
institutions have their part to play in promoting help for those in need.
It should, however, be a mark of success when countries, like individuals, find themselves able to dispense with direct support from others
(whether this support takes the form of ODA to a middle-income developing country or of balance of payments support to an industrial
country from the Fund). Internationally, as well as in our national
economies, we need to allow the wealth-creating private sector all the
room it needs to fulfill its role.
I make no apology for this emphasis on the importance of individual
enterprise. A major characteristic of the remarkable recovery and vigorous growth of European economies after the Second World War was
the encouragement of the market sector. The so-called economic "miracles," which occurred in so many of the world's liberal democracies in
the 1950s and 1960s, reflected the efforts of millions of individuals to
produce and sell more goods and services and to do so more efficiently.
In the process, they achieved a truly remarkable rise in their standard of
living.
It is this same dynamic that is helping today to secure rising living
standards around the world—particularly, perhaps, in the countries of
East Asia and the Pacific basin. Many of these newly industrializing
countries have few material natural resources, but they make up for
that by the resourcefulness of their peoples. In the past five years, the
most successful have been increasing their industrial production by
10 per cent a year or more—and this in spite of the external difficulties
caused by successive oil price rises and the slow growth of world trade.
Flows of private capital for investment should have a key role in
facilitating this kind of growth. Yet it must be acknowledged that inward
private investment is not always welcome; not always, for example,
even in some countries in Europe. But it is my firm conviction that it
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brings great benefits in transferring technology, developing markets, and
bringing in new expertise.
The flow of private capital needs to be encouraged. Industrial countries must provide access to their capital markets. The United Kingdom
has played its part here by lifting exchange controls two years ago. It
is vital too for recipient countries to establish and maintain a climate
conducive to investment. The need for enterprises to be profitable means
that they must have the prospect of freedom to adopt reasonable pricing
policies. Fears of expropriation need to be allayed. In some cases, joint
ventures have provided a good solution. I do urge the value and importance of seeking out ways of making private investment capital work
to the best advantage.
The private markets have also served us well in the continued success
of the recycling process. The international capital market has continued
to function in a practical and pragmatic way, in spite of the uncertainties
of recent years. Increasing numbers of middle-income countries are
now beginning to tap the market. The success of both newly industrializing and middle-income countries in attracting private capital,
particularly bank lending, reflects their ability to offer opportunities for
profitable and productive investment. This has enabled them both to
finance their external payments and to raise their living standards, and
is surely the best form of recycling.
We can continue to rely on the banks to fulfill a major role here.
They have, however, found that their efforts need to be supplemented
by full use of all the Fund's facilities, including the policy of enlarged
access. Most, though by no means all, private capital flows go to the
middle-income countries. This is another reason why official aid is
rightly concentrated on the poorest. But, that said—and it is important—it is the free market system that has recycled the surpluses and
continued to deliver some growth worldwide; a better achievement than
in 1975, when world output fell.
But we still face low growth, high unemployment, high inflation, and
high and volatile interest rates coupled with great volatility in exchange
rates. And high interest rates are adding to the debt burdens of developing countries. This brings me back to the wider outlook for the world
economy—the importance of stability, and the discipline that can help
us to achieve this.
The Role of Government
The greatest discipline, which we all now recognize, is the need to
fight inflation. Success in this fight is essential, and not only for the
developed countries. Success is particularly important in the United
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States. It is crucial to the stability of the world monetary system, on
which hinges the prosperity of us all, that the value of the world's leading currency should be maintained. This U.S. Administration is right,
for all our sakes, to give priority to beating inflation.
But, as I know our U.S. friends recognize, such policies cannot
succeed simply through high interest rates. These are an index of the
extent to which the battle is still being fought. We acknowledge and
welcome further efforts just announced by the President of the United
States to reduce present and future budget deficits and, thus, the Government's demands on the capital markets. My own experience teaches me
how painful and difficult these efforts are. But it is essential for the rest
of the world that the United States should succeed in its efforts to reduce
its budget deficit, with consequent benefit to the level of interest rates.
There are similar requirements on all of us. As the Managing Director of the International Monetary Fund has said, budget deficits in the
industrial countries in terms of GNP have doubled since 1973. We face
the demands of increasing social security programs and of rising defense
expenditure caused by international tension. These have come at a time
when the increases in the oil price have imposed on the world a great
new demand for capital. If interest rates are to come down, it is essential, as the Managing Director said, to reduce public deficits and the
demands they make on capital markets. In the United Kingdom, as
elsewhere, we are seeking to achieve this by the containment of public
expenditure, but in my last budget I also accepted the disagreeable
necessity to raise taxes—rather than allow a higher deficit.
The defeat of inflation is not only an end in itself. It is also the
essential foundation for sustained growth. The discipline has to apply
to all of us. There is no real distinction in this respect between industrial
and developing countries, though I well understand that treatment that
is difficult for the rich can be painful for the poor. But a cure for the
inflationary disease is equally necessary for both. Certainly, the treatment should be applied with as much sensitivity as possible. But our
commitment to it must be clear, credible, determined, and persistent.
The Role of the International Monetary Fund
This brings me to the role of the Fund. The IMF has its own part
to play, by providing the bridging resources with which to finance welljudged plans of adjustment. We must preserve our balanced approach
to the Fund, which recognizes the realities of the present state of the
world economy, but does not distort this role. Our support for the
international financial institutions should be unquestioned. But we must
not transform the Fund into a source for an endlessly expanding transfer
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of resources. It is first and foremost an instrument for providing balance
of payments support in a framework of adjustment. We must preserve
this essential character.
It is perhaps worth recalling an address given by Dr. Arthur Burns
almost five years ago.1 Fund lending, he said, must not become a
substitute for an adequate adjustment policy by borrowers. I particularly commend his key insight, that the adjustment process will remain
unsatisfactory,
[U]nless broadly shared agreement develops that international financial affairs
require a 'rule of law' to guide us through the troubled circumstances that now
exist. Such a rule cannot be codified in detail, but it is essential that there be
broad agreement that parochial concerns will be subordinated to the vital objective of working our way back to more stable conditions in international
finance.... Governments also—indeed governments especially—must be prepared to forego their own quite frequent inclination to do things inconsistent
with the effective pursuit of Fund objectives.... If the rule of law in international monetary affairs is ultimately to prevail, all countries—there can be no
exceptions—must fully respect the IMF's integrity.

This exactly reflects my own approach. The Fund is not some
detached entity with an independent existence. Its objectives are—or
should be—a manifestation of the collective will of its member states.
Its management and staff can, and do, contribute greatly to its effectiveness and success. But in the last resort, the Fund can and will achieve
the required objectives only if we allow it, and indeed encourage it, to
do so. We must give it our full support.
One feature of our discussions which I have found very striking is the
general wish that the Fund should deepen its activity in carrying out
surveillance of our national policies. This could help toward a more
orderly evolution of the floating exchange rate system. It certainly
provides an expert forum in which the problems I have been discussing
can be examined and perhaps moved toward solutions.
The cooperative nature of the Fund and the shared expertise on
which it draws enable it to speak with genuine authority. The Fund
can draw the attention of members to the international repercussions of
their domestic policies. The Fund is uniquely well placed to point to the
need for more prudence and greater compatibility between national
policies if excessive volatility in exchange rates is to be avoided. In this
way the Fund can carry out a crucial role in encouraging and overseeing
an improvement in the underlying stability of the world monetary system. Certainly, it is right to encourage us all to wind down the inflation
that has so savagely attacked the system and threatened the value of
some of its principal currencies.
1

Columbia University Graduate School of Business, New York, April 12, 1977.
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So the significance of the Fund's potential role is hard to exaggerate.
As I have said, this does not, however, entitle any of us to take a detached view, leaving any of these areas to the Fund alone. We must all
be ready to accept fresh mutual obligations for the system in a world in
which economic strength and responsibility are more widely diffused than
in the 1950s and 1960s. We all have a common interest in preventing
further oil price shocks. In whatever forum—and why not this one—
this is a proper subject for discussion between producing and consuming
nations. We all need to pursue medium-term policies that will improve
the stability of our economies. Above all, perhaps, we all have to
moderate excessive expectations.
I ought to add a word about the Eighth General Review of Quotas,
which is now beginning. Some lessons from recent experience should
help us in determining what should be the total size of the Fund, in the
light of its prospective responsibilities for the rest of this decade. We
may find that we have troublesome and sensitive issues to resolve, when
we come to consider members' quota sizes and voting power. For the
present, I wish only to reaffirm my belief that the founders of the Fund
were right in their view that, in an institution that underpins the international monetary system and so indeed the global economy, quota size
and voting power must broadly relate to the stake of member countries
in that world economy.
Special Drawing Rights
I turn now to the question of the SDR and its future. We have all subscribed to the long-run objective of making the SDR the principal reserve
asset of the system. But we did so at a time when the discipline of fixed
exchange rates was still in place and when it was natural to recall the
possibility of a shortage of reserves over a large part of the world. The
situation today is quite different. We have floating exchange rates and
there is no global shortage of liquidity; rather the reverse. The SDR has
remained an adjunct of the system, not its center.
The SDR cannot be transformed into the principal reserve asset of
the system simply by creating more SDRs and distributing them as unconditional liquidity. If the SDR is to make progress as a reserve asset
then it has to be made as attractive as possible to hold in national
reserves. Holding the SDR must be seen as a prudent alternative to
switching between the main currencies. The five-currency basket for
the SDR and the improvement in the interest rate are steps in that
direction. There may be others we should explore or reconsider. We
should perhaps make it possible to purchase an SDR asset with national
currencies, and encourage the transferability or even marketability of
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such an asset. These are complex questions, but the thrust of our
studies should be designed to increase the attractiveness of the SDR
as an asset and a unit of value.
But the future of the SDR, like so much else, crucially depends upon
the network of all our joint responsibilities, toward each other and
toward the world monetary system. The SDR cannot be a strong unit
and a worthwhile asset unless those responsible for its component currencies ensure that those currencies retain their value. If, however, they
indeed do that to the best of their ability, then there should be a developing obligation on central monetary institutions to consider holding SDRs,
or SDR-denominated assets, and to avoid, as far as they can, destabilizing movements between major currencies. This is an important area for
study and possible development in the IMF. We should be ready to
support any efforts they are able to make in this direction.
The Fund is, of course, playing an important role in recycling, particularly through the policies we approved a year ago relating to enlarged
access to its resources. In many cases the adoption of an adjustment
program supported by the Fund has led to more substantial inflows of
capital from the private markets than would otherwise have been
forthcoming. This is a good example of how an orderly institutional
framework can help promote the operation of a liberal capital market.
It also shows how the Fund can help in providing just such a framework.
The Managing Director is rightly seeking to match the calls on the
Fund's facilities with the proceeds of the borrowings that are financing
them. He will make proposals for further borrowing when the need
arises. For my part I would not object to some market borrowing, if
there is an unavoidable gap to be bridged. Such borrowing must, however, be seen as essentially a temporary expedient. . . .
Trade
The Bank and the Fund both share our common concern over the
need to prevent any deepening of protectionism. Each year, we refresh
our commitment to the further liberalization of trade, through the multilateral trade negotiations. And if that by now sounds trite, indeed
optimistic, we must be ready to struggle to prevent moves in the opposite direction. Pressures for protection are understandable during a
recession that coincides with a period of drastic structural change. But
it is the first lesson of economic history that these pressures must be
kept at bay.
Trade remains the most effective means of strengthening the partnership that is necessary between developed and developing countries.
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When world growth is slow, there must be risks of increased strife among
countries over their share of it—all the more reason to approach the
GATT ministerial meeting next year in a positive spirit. Above all, we
must not lose our nerve.
All this underlines how important it is for developing countries themselves to open up the channels of trade. The World Development Report
has drawn attention to the success achieved by those developing countries which have followed a policy of "outward orientation." On the
one hand, this has involved structuring their economies toward export
production. And, on the other, it has involved avoiding excessive concentration on import substitution. Their export producers have thus been
able to buy intermediate inputs at the best world prices. The Report
notes that countries with outward orientation policies have typically
been the most successful, because of the increased flexibility of their
economies in adjusting to external shocks. I am sure that there are
lessons here for us all.
Aid
In the perspective that I have sought to describe, the role of aid
certainly remains important. But comparatively, it is far from being
the central instrument of development. There is still a tendency to
exaggerate what official aid can do—and still more to exaggerate its
likely availability. This makes it all too easy to see the road to development primarily in terms of increased international transfers, carried
out by governments on concessional terms. This view is based on a
misunderstanding of how the world economy actually works. . . .
The countries which most need official aid are the low-income countries, especially those with only limited access to private capital. Britain's
aid program has long been heavily weighted toward the poorest. Roughly
two thirds of our aid goes to these countries. This compares with an
average of about one third for all OECD and OPEC countries. So I
welcome the stress, in the World Development Report, on the need to
look carefully at the direction and distribution of aid. . . .

U.K. Aid
The United Kingdom's aid program is a very large one. This is
despite the fact that our economy, like many others, has been going
through a particularly difficult period of adjustment, which has been
taking place alongside our crucial fight against inflation. As a consequence, and alone among the major industrial countries, we have suffered reductions in national income both last year and this. Our own
people are having to make real sacrifices in the cause of restoring the
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strength of our own economy. In these circumstances, some reduction
in the volume of our total aid was inevitable.
Even so, the United Kingdom's aid program this year exceeds
.£1,000 million. It is the fifth largest aid program in the world, and
each of the four countries with larger programs is substantially richer
than the United Kingdom. Relative to the average income of our people,
which is about the fairest measure of how well off one country is compared with another, the British aid program ranks very high indeed.
Practically all of our bilateral aid is in the form of straight grants,
rather than loans. This is clearly right, for our aid is heavily concentrated on those most in need. We have pledged ourselves to the target
of giving 0.15 per cent of our GNP to the least developed; this only
puts into the form of a new international target an aim which we have
already virtually achieved. In 1980 our proportion was 0.14 per cent.
Furthermore, despite our difficulties we have maintained an open
economy—indeed the most open of the major industrial economies—
with imports amounting to about one third of our GNP. This figure is
higher than most of our European partners of similar size and more
than twice as high as those of Japan or the United States. We are also
highly dependent on the state of world trade, since we export over one
third of our GNP.
And London continues to be one of the most important sources of
finance for investment. The British contribution to the development of
the Third World, taken in its widest sense—as well as in the rather
narrow context of official aid—is substantial and will remain so.
It will not, I hope, be thought immodest if I mention one further
contribution of the United Kingdom to the work of development. Our
membership in the Commonwealth links us with many developing countries and perhaps gives us a particular sympathy for, and understanding
of, the problems such countries face. We are well placed to make, and
I hope we do make, a constructive contribution to the dialogue.
For us indeed it is not easy to recognize the alleged difficulties of
communications between so-called North and South. As I said in my
speech on the occasion of the Annual Meetings last year, I find the
North/South division itself both false and misleading. I see no single
sharp division, but rather a spectrum of countries at different stages of
development. Moreover, it is a spectrum blurred by oil, for sharp
changes in the price of oil have created new categories of the very rich,
and increased the poverty of some of the very poor.
The concept of a sharp division serves only to obscure the most
important questions. How we should transfer resources is a matter of
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great concern to the poorer among us, and rightly so; since we are all in
a real sense interdependent, it must concern us all. But the central
question, and this too must be shared, is and must be this: how best to
restore growth to the global economy. Growth is what will secure longterm prosperity which can be diffused among us all, to the benefit of
those most in need, within our own national societies and in the international community as a whole. But the check has been severe, and is
proving hard to overcome. Are there lessons that can be learned from
the past? What is the path ahead?
Lessons from Earlier Decades
Looking back again on the decades of the 1950s and 1960s, which
can now be seen as something of a "belle époque," one is struck by the
strength of the economic relationships established after the Bretton
Woods Conference in 1944. The world was then able to enjoy a stable
international monetary system. Progressive liberalization of tariffs and
payments systems produced a rapid expansion of growth. Increased
technological innovation accelerated the engines of growth. The freeing
of international investment flows supported a sustained rise in living
standards which could be shared with others.
Our two institutions, together with the GATT, played an important
part in these achievements. They have continued to develop flexibly to
meet changing needs. I am sure that they can, and should, continue to
evolve to the mutual benefit of all their members. We should build on
them, not supersede them or change their basic nature. New institutions
are not the key to a better future.
But stresses were developing even during those years which, with
hindsight, now seem so successful. It seemed then that we had found
the key to running the world economy effectively—and could relax. That
sense of relaxation subsequently proved to have been seriously misjudged. Governments became overambitious about their role and their
ability to shape their economies. Their people were led to expect too
much. There was increased government spending, financed by deficits
and monetary expansion. Inflationary tendencies were already very
strong even before oil prices made their first sharp and dramatic jump.
This jump was in part the consequence of past inflation, in part the
cause of more. It helped to generate the payments surpluses and deficits
and the capital flows which have made exchange rates so volatile, and
it further complicated economic management. The second, no less
dramatic, jump made things cumulatively even worse.
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But at least these developments and their consequences have helped
to show that we must try to recapture the more disciplined approach
that contributed to the successes of the "belle époque." It is now
widely understood that there are no quick and easy solutions, no painless formulas, no instant victories. The battle we are all fighting, in our
own and the common interest, is bound to be a long one.
These are reasons for persistence and determination, not despair. It
is encouraging that we are all now more aware of the need to change
attitudes. In the industrial countries, we must strive to achieve growth
within a framework of stricter financial policies. The fight against inflation must be sustained. We have to pay particular attention to the
control of monetary growth, of budget deficits, and public spending. The
right monetary and fiscal policies must be matched by sustained moderation in the growth of incomes. By every means we must restore the
flexibility of our economies. And in the developing countries, too, there
can be no escape from the patient search for policies that will secure the
necessary adjustment, hard and painful though the prescriptions may
be. All these lessons from the past are becoming more widely understood.
There are still some critics in all our countries who seek to question
this analysis. I can understand, of course, why they might like to find
a more comfortable approach. But it is part of our task, as finance
ministers, to explain that there is no such option. That is the clear
message which has emerged with increasingly widespread support, from
developed and developing countries alike, from every gathering of this
kind that I have attended in the last three years. The government that
I have the honor to represent accepts this analysis, which identifies the
only way in which we should be able to achieve national or world
growth, to overcome the appalling poverty of the least advantaged countries, or to restore hope and dignity to the millions now without work.
We ignore the lessons of history at our peril. History proves that
sustained success requires sustained effort. Learning from the history
of the institutions we here represent, we need to continue the movement
toward greater economic liberalization, at the same time as we restore
and strengthen the framework of stability and order. Within our own
countries, we are directly and obviously responsible for that good order.
Internationally, that responsibility is less direct—but no less real. The
institutions we here represent have in the past shown their ability to
maintain the international framework. We are responsible for ensuring
that they remain able to do so. Let us be sure that we do not fail in
that task.
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STATEMENT BY THE GOVERNOR OF THE FUND FOR YUGOSLAVIA
Ksente Bogoev

The world economic situation and immediate prospects for a great
number of member countries continue to be very unfavorable. The
slowing down of inflation and the decrease of external imbalances in the
developed countries are assessed in some forums as encouraging. These
partial results, however, have been achieved on account of the economic
growth, unemployment increase, slowing down in international trade,
and strengthening of protectionism without precedent in the period after
World War II.
As underlined by the Chairman, now more than ever an unproportionately large part of the adjustment burden of the world economy falls
upon the oil importing developing countries. These countries are suffering from lagging development aid and worsening terms of trade on
the one hand, and on the other, from reduced possibilities of increasing
their exports and the increased costs of interest rates on their external
debt. It is not only that the growing number of oil importing developing
countries must accept a slowing down of their development and losses
in income; simultaneously, a further reduction of their foreign exchange
reserves and an exceptional increase of short-term debt are taking place.
There are no prospects for the oil importing developing countries to
offset by their own efforts the consequences of errors committed in
managing the world economy, for which they are least responsible.
The world economy is entering an increasingly deeper crisis in the
development process, due to exclusively self-oriented policies in some
very influential developed countries.
The intensity and duration of the critical situation in the world economy only affirm that the existing system of international economic
relations is not adequate to overcome the difficulties. A more symmetric
sharing of the burden is necessary on the grounds of recognition of the
economic and financial implications of interdependence in the modern
world. Therefore, the approach to global negotiations on the system
of international economic cooperation in the framework of the UN, to
include also monetary and financial relations, should not be delayed any
further. We expect the Cancún meeting to mobilize the political will
and open the way to commence global negotiations. The success in
these negotiations would allow adjustment in our institutions, thus affirming their vitality and ensuring a more active role in the promotion of
international economic collaboration in shaping the new international
economic order.
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The Bank's World Development Report provides a welcome basis for
considering economic measures to be undertaken by countries in different situations. These measures are aimed at the adjustment of their
economies, and should contribute to the creation of a more favorable
international environment for the development of developing countries.
Excessive reliance of adjustment programs on monetary policies in the
developed countries resulted in an historically high level of nominal and
real interest rates. The burden of external debt servicing of developing
countries increased dramatically. This unfavorable environment, together
with the decline in the demand from developed countries for imports
from developing countries and consequent loss of income, is making the
adjustment process in the oil importing developing countries a long and
grave one. The Report emphasizes the primary importance of proper
domestic economic policies. It rightly indicates, however, that the
adjustment process in developing countries is, to a considerable extent,
under the impact of external factors, such as the approach to the markets
of developed countries and the availability of development aid and
credits. Agreement on the key role of the international financial institutions in reducing economic sacrifices in the adjustment process would
be insufficient, if not supported by the political will to strengthen the
funds and evolving policies of the Bank and the International Monetary
Fund in line with the nature and size of the problems. . . .
The projections in the World Economic Outlook indicate a persistence
of exceptionally high balance of payments deficits for the oil importing
developing countries. Even the optimistic assessments on the readiness
of the banking system to resume intermediation in recycling funds
toward the oil importing developing countries envisage that developing
countries, relying substantially on this source of financing, will have
difficulty in providing the necessary inflow. An increasing number of
developing countries will face these difficulties even after adopting
and implementing a strong adjustment program supported by the IMF.
It is significant, therefore, that an important part of the financial
needs of these countries be provided through officially supported bilateral
loans and recourse to the Fund. It is of exceptional importance that
the developed countries, and other countries with available liquidity,
support the role of the IMF in alleviating the international adjustment
process.
Subscriptions should remain the main source of the liquidity of the
IMF. Thus, we are inviting the Board of Executive Directors to intensify
its efforts at providing a considerable and timely quota increase through
the Eighth General Review of Quotas. In the meantime, Fund borrowing is inevitable as temporary action for bridging the liquidity gap. We
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strongly support the borrowing from official lenders, stemming from the
position that the IMF should remain the institution for international
monetary cooperation of governments and central banks. In this connection, I wish to express our recognition to Mr. Jacques de Larosière,
Managing Director of the Fund, for all the efforts he has made to provide official borrowing. I wish to stress that the increased portion of
funds borrowed at interest rates close to the market rate increases the
cost of using these funds. Thus we reiterate the request of the Group of
Twenty-Four that the low-income developing countries should be able to
use these funds on concessional terms.
We are disappointed by the outcome of the discussions held so far
on further SDR allocations. We consider that the quantitative analysis
by the staff of the Fund has shown that the effect of the allocation in
the proposed order of magnitude would be marginal from the point of
view of the addition to total world liquidity increases, and that its possible impact on the money supply and prices in the world would be quite
irrelevant. Given that only about 20 per cent of each allocation would
go to deficit developing countries, it cannot be argued that the allocation
would alleviate their need for the balance of payments adjustment. The
allocation rests on the political will of the most influential countries
to improve, at least partially, the relationship between the unconditional
and borrowed liquidity in the countries unable to rely on creating liabilities in their own currencies. More important, it is up to the political
will to enable a continuous process of SDR allocations, without which
one cannot claim to support the objective of increasing the role of the
SDR as reserve asset. We hope the arguments in favor of resumption
of allocations will prevail and that the Managing Director will be in
a position to submit the proposal for an allocation of SDR 12 billion
annually, commencing January 1982.
Finally, we are conscious that member countries and our institutions,
pressed by immediate economic difficulties, are in the process of taking
important decisions in an unfavorable international environment that
has reduced the number of alternatives. The need for positive effects
in the short run must not deter us from fully assessing the important
principles of international political and economic behavior, which were
the bases of social and economic progress achieved in the past several
decades. Among these principles, the respect for national sovereignty
in shaping domestic economic priorities and institutional arrangements
is of special significance.
Our institutions are an important example of the international economic collaboration among countries at different levels of development,
and with different economic systems. Recognition of these differences
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and creative adjustments to the altered needs will be the best guarantee
for increasing the role of our institutions in the emerging international
economic order. The summit meeting at Cancún and the initiation of
global negotiations should give an important political impetus to this
process. A better understanding at this gathering of Governors can
encourage developments in that direction.
STATEMENT BY THE GOVERNOR OF THE FUND AND THE BANK FOR INDIA
R. Venkataraman
Let me begin by extending a hearty welcome to our new members—
Bhutan and Vanuatu. India has close geographical, cultural, and economic ties with Bhutan and it gives me great pleasure that Bhutan has
joined the Bank-Fund family
The world economic situation presents a picture of continuing crisis
characterized by inflation, stagnation, unemployment, and large payments imbalances. The problems are deep-seated and no country has
escaped unscathed. But the position of the oil importing developing
countries is particularly serious and I will concentrate my remarks on
those problems, and what can be done about them.
These countries, which include most of the low-income countries,
face a grim situation. Their terms of trade have deteriorated sharply
at a time when their export markets are stagnant and protectionism has
increased. Their combined current account deficit has risen from
$37 billion in 1978 to $84 billion in 1980. And this has happened when
financing has become much more difficult. Aid flows are stagnant, and
in some cases declining, while commercial borrowing has been made
prohibitively expensive. Thus, the oil importing developing countries
face the daunting task of adjustment in an external environment that is
far from favorable. It is natural that they should look to the Bank and
the Fund for greater support in this situation.
External assistance is not, however, a substitute for adjustment. The
high cost of energy is a fact of life and each country must adjust to it.
We in India have already taken strong measures in this direction. We
are giving high priority to measures to reduce our dependence on
imported energy, which is a major source of our balance of payments
problems. In order to contain the growth of demand for oil products
and to raise resources for our investment programs, we have raised prices
substantially. We have systematically passed on all increases in the
prices of imported crude. We have also raised the price of domestically
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produced crude effectively to international levels. Fertilizer prices have
been raised by over 60 per cent. The total burden of these price adjustments in the short period of eighteen months amounts to over 3 per cent
of GDP. This would be austere under any circumstances. It is all the
more so at our low level of per capita income.
We have also undertaken an ambitious program to increase domestic
exploration and production of oil. These measures will have a significant
impact over the medium term, and we expect to reduce the proportion of
imports in our total oil requirements from 70 per cent to 40 per cent in
the next four years. At the same time we are engaged in a broad-based
structural adjustment in the economy. Large investments are planned
to expand non-oil energy supplies such as coal and hydro power, and
also to build the capacities needed to achieve efficient import substitution and export expansion.
This effort needs both time and money for the adjustment measures
to have their full effect. In the intervening period, it will be necessary
to finance a substantial balance of payments deficit. This is the crux
of the problem facing the oil importing developing countries. They must
adjust, but if adjustment is to be accomplished in an orderly manner
without sacrificing growth, it must be supported by additional finance.
This is the perspective in which we must look at the role of the Bretton
Woods institutions in the coming years.
The Fund has a crucial role to play in providing much-needed balance
of payments support to oil importing developing countries. We note with
appreciation that the Fund's support to countries with balance of payments difficulties has grown substantially under the dynamic leadership
of Mr. de Larosière. Fund resources have been made available in
substantial amounts for longer periods to member countries. The
enlarged access policy is particularly important from this point of view.
I am aware that the expansion of the Fund's activities has given rise to
concern that there should be no relaxation of conditionality. There can
be no dispute that the use of Fund resources should be accompanied by,
and should support, the adoption of appropriate adjustment measures
and that we should keep in mind the revolving character of the Fund's
resources. In this sense, there is a role for conditionality, but it should
be appropriate to the needs of the situation.
In the present situation effective adjustment depends not only on the
traditional demand management measures but even more upon supplyside responses, which need heavy investment programs. Yet the traditional approach to stabilization focused too much on short-term measures, often jeopardizing investment objectives. We cannot afford to do
this today.
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If the Fund is to play this expanded role, which the current situation
demands, we must also ensure systematic augmentation of its resources
and, in the long run, this must come from members' subscriptions to
quotas. There is today an overwhelming case for an increase in Fund
quotas. Even with the recently concluded Seventh Quota Increase, Fund
quotas are much lower in relation to world trade today than they were
ten years ago. The preliminary exercises in respect of the Eighth General Review of Quotas have not come a day too soon. At the same time,
we need to give fuller consideration to the basis on which quotas are
determined. Quota calculations should not be based solely on variables
such as national income and reserves, which in effect determine the relative economic strength of members and their ability to contribute to the
Fund. They should also give due weight to variables that reflect need.
The issue of SDR allocations is also important in view of the tremendously unequal distribution of surpluses in the world economy and,
consistent with the objective of making the SDR the principal reserve
asset, it is necessary to continue the process of allocation. I hope that
the consideration of this question will proceed rapidly and a consensus
will emerge for a fresh allocation of SDRs.
Pending the increase in Fund quotas, it may be necessary to supplement the Fund's resources by borrowing. I would support the Fund's
resort to borrowing, preferably from official sources supplemented to
the extent necessary from the private markets. In this connection I
would like to express my appreciation to the Government of Saudi
Arabia for their substantial support to the Fund's borrowing program.
However, the impact of a larger recourse to borrowing will raise the
cost of using Fund resources for its members. I would urge that serious
consideration be given to the institution of a subsidy account for the
low-income countries using the enlarged access policy on the lines of
the imaginative example of the subsidy account for the supplementary
financing facility.
. . . We are all aware that official development flows in the past have
fallen well below internationally accepted targets. I note with appreciation that the Governments of Canada, France, Japan, and the Federal
Republic of Germany have recently announced their intention to step
up their ODA flows, but the prospect for overall ODA flows remains
discouraging. The urgent need to augment ODA flows, as well as
redirecting these flows in favor of low-income countries, has been well
documented in the latest World Development Report. . . .
I have spoken of some of the initiatives that could be taken in the
Bretton Woods institutions in the coming years. They need only a deep
commitment to international economic cooperation. In a few weeks a
summit meeting will be taking place in Cancun. Let us hope that it sets
the tone for renewed and greater cooperation in future.
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STATEMENT BY THE GOVERNOR OF THE BANK FOR AUSTRIA
Herbert Salcher
I would like to join my fellow Governors in welcoming the new members of the Fund and the Bank. . . .
Let me give a brief and general review of the past year. What has
happened and what has changed? We had some improvement in the
inflation rate. But we faced another increase in unemployment and
little progress has been made toward solving fundamental worldwide
problems. Though the problems of the industrial countries appear
marginal to the developing countries, their solutions nevertheless have
definite effects on all of us.
It cannot be our task here to evaluate decisions that affect the national
sovereignty of any given country. But since domestic decisions are being
made under increased international interdependence, their effects are
becoming more far reaching and, to some extent, more compensating for
each other. A policy of protectionism of one country then implies
shrinking markets and less growth to others. In addition, the fluctuations
in financial markets of large countries are felt in one day around the
world.
Some countries are concentrating their efforts on reducing the rate of
inflation, an important endeavor, but with side effects being a hindrance
to others—for example, to those who are primarily interested in fighting
unemployment.
Then there are countries that stand in between, who try to dampen
the external shocks by harmonizing their national economic policies in
the form of a more balanced mix of income, monetary, and fiscal policies. Austria belongs to the latter group. Although, like many other
countries, we are confronted with the current high level of interest rates
and the high prices for energy, we managed to combat the recession
fairly well.
We believe that too much burden should not rest on one institution—
the central banks alone cannot save us from inflationary tendencies. A
multi-instrumental strategy does offer more possibilities to solve conflicts
without too much frictional loss. This implies, though, that the interests
of all social groups have to be taken into consideration.
In Austria priority on full employment has brought about the willingness to accept a more moderate incomes policy; as a result, inflationary
expectations could be dampened.
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The Austrian way has distinguished itself not only by fulfilling its
main goal of full employment, but also by implementing a stabilization
policy. As a result, Austria today is among those countries with the
lowest inflation rates. We believe that a more policy-mix-oriented
strategy could also be utilized on an international level and it seems to
be necessary to continue and even increase global coordination efforts.
We strongly support the harmonization of economic policies on the
national and international level, and we also consider endeavors to
discuss global strategies to be very important. In this context, we welcome the forthcoming Cancun meeting.
Let me now turn briefly to the main problems facing the Fund.
Some time ago, the Fund introduced a policy of enlarged access to
its resources to cope more effectively with the serious and often structural problems of the world economy. At the same time, the Fund had
adopted a more flexible approach in applying conditionally in order to
promote adjustment.
The Fund has become considerably more involved in the recycling
process than before by concluding sizable loan agreements with a number of lender countries. Although this development may be welcome
under present circumstances, we should not ignore its possible longterm effects on the Fund, which makes its resources available on more
favorable terms than the markets.
Therefore, the Fund should basically be in a position to cover its
members' financing needs from its own resources. For these reasons,
we should speed up the Eighth General Review of Quotas and agree
on an overall increase commensurate with the magnitude of prospective
imbalances in the world economy. Since the discussions about selective
quota adjustments could delay the review, I support very much the idea
of a two-step approach, with an appropriate proportional increase in
quotas, followed by selective increases.
Furthermore, I should like to say a few words about the Fund's role
as a generator of liquidity, both conditional and unconditional. The
present monetary system is characterized by multireserve currencies,
volatile interest rates, and massive capital movements that sometimes
defy all stabilization efforts. Therefore, we should actively consider
measures to free this system from the dependence on the imponderables
resulting from today's multicurrency reserve system. For these reasons,
I would not only recommend an allocation of SDKs in the fourth basic
period in an amount that will not trigger further inflation, but I also
invite the Executive Board of the Fund to re-examine the possibility of
setting up a form of substitution account. . . .
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Finally, I would like to express my appreciation to the management
and the staff for the results which they achieved. I am confident that
the Bank and the Fund will continue to successfully meet the challenges
of the 1980s.
STATEMENT BY THE GOVERNOR OF THE FUND FOR JORDAN
Mohammad Said Nabulsi
I have the privilege to speak on behalf of the Arab Governors of the
International Monetary Fund and the World Bank. The Arab world,
while a part of the Third World, is a diverse group of countries; it
includes both important lenders to the Fund and the Bank as well
as some of the neediest users of resources of these institutions. My
remarks, therefore, are a reflection of the views of a fairly broad crosssection of developing countries.
Allow me to start by joining the others in welcoming the new members
of the Fund and the Bank. I would also like to express our appreciation
of the Chairman's opening address. It serves to focus the attention of
this meeting on some of the major problems besetting the world economy.
I would like also to extend a cordial welcome to Mr. Clausen, and
wish him all success in his new capacity, and thank him and Mr. de
Larosière for their informative and thought-provoking statements yesterday.
This year's Annual Meetings take place at a time of considerable
economic difficulty and uncertainty. The world economy continues to
suffer from high inflation, slow growth of output and world trade, and
large external payments imbalances. The persistence of these problems
points to a widespread need for adjustment of a broad economic character both in industrial and developing countries.
In the industrial countries, the problems of inflation and recession
have stemmed from a set of factors that are rooted fairly deeply in the
structure of these economies. As a result, productivity growth has been
weakened and the rates of saving and expansion of productive capacity
have been low. Accordingly, a set of policies to deal with the problem
of stagflation in these countries should include, in addition to demand
restraint, measures on the supply side to enhance economic capacity
and efficiency by alleviating the structural rigidities and imperfections
that impede capital formation and productivity growth.
Although anti-inflation policies have lately begun to show some positive results in some industrial countries, inflation remains a very serious
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problem and inflationary expectations remain deeply entrenched. Therefore, priority should continue to be given to the fight against inflation.
However, the depressive effects of inflation control on output and employment in the short run need to be minimized by a balanced use of
monetary, fiscal, and other instruments for economic policy. Too much
emphasis on monetary policy has produced excessively high interest rates
that are seriously disrupting the development process in developing
countries.
In this regard, it is important that the recent upsurge in pressures
for additional protectionist measures in the industrial countries must
be resisted firmly and that the existing restrictions also be reduced.
This was duly emphasized by the Managing Director of the International
Monetary Fund yesterday. Trade barriers constitute an important
obstacle to the structural adjustments that are currently needed in many
industrial countries. They have a particularly damaging effect on the
exports of LDCs. Labor-intensive products in which developing countries have a clear comparative advantage are still subject to a great number of tariff and nontariff barriers. Agricultural products are so highly
protected in many developed countries that access to their markets is
severely restricted. Reduction of trade barriers and stabilization of
commodity prices would go a long way toward alleviating the balance
of payments problems faced by LDCs.
Turning to the situation in the non-oil developing countries, the problems remain formidable. In most of these countries, the growth rates
continue to be low, the external deficits have grown larger, and the
financing of these deficits remains difficult. The problems of these
countries have been substantially aggravated by the developments in
the international economic environment in recent years. These include
the depressed demand for their exports as a result of slower growth in
industrial countries, a substantial decline in the prices of a number of
major primary exports, large and persistent increases in the prices of a
wide range of imports, and an increasing burden of external debt
servicing.
It is realized that, alongside improvements in the international economic situation, comprehensive adjustment programs are needed in
these countries. In addition to conventional measures for short-term
stabilization, such programs would include policies designed to address
the structural deficiencies that underlie the balance of payments problems.
This raises the question of external financing. While no major difficulties may be envisaged for the middle-income countries among the
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LDCs, this is not true of the low-income ones. Thus, even if increased
claims on the international capital markets did not unduly restrict the
flow of funds to LDCs, though doubts have been expressed in some
quarters as to the continuing willingness of these markets to assume
greater risks, the low-income countries, it seems, would still need to
rely to a large extent on the flow of resources through official channels.
Not only have the low-income countries been experiencing much
greater difficulty in raising funds on the international capital markets,
but they are also the ones that have been most seriously affected by the
strains of recent developments in the world economy. Given their low
levels of income and the pressure on their meager resources, many of
these countries might have to put up with a further slowdown of growth,
unless the process of adjustment is facilitated by adequate external
financial assistance.
Like other low-income developing countries, the low-income Arab
countries have also been affected by the unfavorable developments in
the world economic environment. While the problems of the region
as a whole have been compounded by the unsettling effects of political
uncertainty, for some of the countries this has been further aggravated
by the continued foreign occupation of large parts of their land. As
regards the Arab oil exporting countries, they are engaged in the difficult task of using the financial resources derived chiefly from the depletion of a single nonrenewable asset to lay the foundations for diversified
economies and sustained growth in the long run. At the same time,
these countries have pursued policies aimed at easing the world's
economic and financial problems. Their liberal external trade and payments policies have allowed a substantial absorption of imports, thereby
contributing to the international adjustment process. Their immigration
policies have generated large financial transfers to other developing
countries and have strengthened cooperation with these countries. This
has been accompanied by substantial aid flows on highly concessional
terms. Finally, the Arab oil exporting countries have contributed to
easing pressures on exchange markets through a cautious and responsible
management of their reserves.
After these general remarks on the current world economic situation,
I turn to some specific issues relating to the Fund and the Bank.
In the present circumstances, the role of the Fund in assisting the
LDCs in the formulation and financing of appropriate adjustment programs has become even more urgent. The effectiveness of Fund-supported adjustment programs depends greatly on the adaptability of the
Fund's lending policies and conditionality to the special problems and
specific structural features of the economies in question. Several changes
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have been made in this regard over the years. However, many developing countries still feel reluctant to come to the Fund at an early stage of
their balance of payments difficulties and continue to consider it as a
lender of last resort. There are, therefore, cases in which there is a
need for a greater understanding by the Fund of specific conditions confronting individual countries in matters such as the size of financing,
the mix of adjustment policies, and performance criteria. Clearly, a
greater understanding by the Fund of the economic as well as social
realities in member countries would serve to enhance its cooperative
character and promote its role in the world economy.
Further, in exercising surveillance over exchange rate and balance of
payments policies, the Fund should treat all members equitably and
symmetrically. In this regard, it is important that attention should not
be focused on borrowing countries alone. The major industrial countries, even when they do not have to resort to Fund financing, should
also be at the center of Fund surveillance, since their policies have a
great influence on the international economic situation. This important
aspect of surveillance is not fully reflected in the communiqué of the
recently concluded meeting of the Interim Committee.
For the Fund to perform its role effectively requires that it be supplied
with adequate resources. It is generally agreed that the Fund should
meet its requirements primarily through its ordinary resources. Increases
in the Fund's quotas in the 1970s have lagged considerably behind the
growth of the world economy. The increase in the total of Fund quotas
under the Eighth General Review of Quotas will, therefore, have to be
substantial if quotas are to remain the primary source of Fund resources.
Besides, quotas of many members are far out of line in relation to their
positions in the world economy. To make the structure of quotas reflect
better the changing global economic realities will, therefore, require substantial relative adjustments in the framework of the Eighth General
Review. This review should also be used as an opportunity to achieve a
more equitable and balanced distribution of the voting power and representation among major groups of countries. A corresponding adjustment
in the relative shares is also called for in the World Bank. The effectiveness of global institutions such as these is undermined if decision making
in them is too dependent on the policy stance of a few members. In this
regard it is disturbing to note that some major members are calling for
limitations on the size of the Fund and the Bank at a time of growing
needs of LDCs.
On the question of the allocation of SDRs in the fourth basic period,
there is in our view a strong case for a positive and significant allocation
as it would be consistent with the three relevant elements provided in
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the Fund's Articles of Agreement, namely, meeting a long-term global
need to supplement existing reserve assets, while at the same time avoiding both stagnation and inflation, and serving the objective of enhancing
the role of the SDR in the international monetary system. We are aware
of the apprehensions expressed by some that an SDR allocation might
give a wrong signal under the current inflationary circumstances. However, the nature and strength of the signal would depend primarily on
the size of the allocation itself. Considering the possible order of an
allocation of a reasonable size, and comparing it with the volume of
international liquidity generated by other sources, these apprehensions
appear to be exaggerated. Besides, there is overwhelming evidence that
inflation in industrial countries is primarily a result of domestic financial
policies. It is also worth noting that a zero or insignificant allocation
could give the signal that the Fund is no longer committed to promoting
the role of the SDR in the international monetary system. It should be
hoped that further deliberations by the Fund Executive Board on this
matter, as urged by the Interim Committee, will produce a positive and
early result. . . .
The Arab donor countries have been acutely aware of the growing
needs of the poorer countries for concessional aid. The resources
available to nine Arab development aid institutions have increased over
the past two years from $12 billion to $26 billion. As a result of these
increases and the expansion of government-to-government bilateral
assistance and contributions to regional and international development
institutions, aid by the Arab donor countries on concessional terms
alone accounts for nearly 4 per cent of their GNP. In the case of some
donor countries, the proportion is higher than 6 per cent of GNP.
We are disappointed to note that official development assistance
from the industrial countries is still lagging far behind the modest
United Nations target of 0.7 per cent of GNP. Although some of these
countries have increased their contributions in recent years, a great
deal has yet to be done, and all donor countries should strive to reach
at least the United Nations target before the mid-1980s. In this regard,
I should also mention that the Arab countries support the establishment
of a task force on concessional flows and hope that the task force will
come into being before the Helsinki meeting of the Development
Committee....
In this context, it is noteworthy that Arab financial institutions have
already played an important role in cofinancing with the World Bank.
Besides, the Arab financial institutions are getting increasingly involved
in the floating of loans to developing countries. Gradually they are
emerging as an important vehicle for the recycling of surplus funds
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alongside the traditional institutions of the industrial countries. It is
estimated that, between January 1980 and May 1981, the Arab financial
institutions have taken the lead in floating and syndicating over $20
billion in loans and bonds for developing countries.
In conclusion, I would like to say a few words on the PLO issue.
The Arab countries are disturbed by the way this issue has been handled
in the Bank and the Fund. When the PLO made its application for
observer status in 1979, it was not done with the idea of injecting a
political controversy in these institutions. It should be recalled that at
that time the PLO had already been accepted as an observer in the
United Nations and all its specialized agencies, including the UNDP—
which is a financial institution. Moreover, in 1979 the UN General
Assembly and ECOSOC passed a resolution calling upon all international
organizations including the World Bank and the Fund to cooperate with
the PLO for the benefit of the Palestinian people. Aware of these considerations, the Group of 77 unanimously endorsed the application for
PLO observer status in the Bank and the Fund. The fact that the
Group of 77 accounts for 80 per cent of the total membership of these
institutions should have carried weight in the granting of observer status
to the PLO.
The developments during the last two years came as a surprise to
the Arab countries. This is particularly true of developments following
the invitation extended to the PLO by the Chairman of the 1980 Annual
Meetings, Governor Amir Jamal, in exercise of his legal authority under
the By-Laws. It is with a deep sense of disappointment that we note
that the laws of these institutions have been bent and twisted so as to
block the observer status of the PLO. The principles of legality in the
Bretton Woods institutions were seriously compromised, as confirmed
by the findings of the Muldoon Report.
The issue for us is not only whether or not the PLO becomes an
observer, it is also the extent to which the laws of these institutions
will apply to all cases without discrimination. I submit that the answer
to this basic question cannot be separated from the integrity of these
institutions and their future standing.
STATEMENT BY THE GOVERNOR OF THE FUND AND
THE BANK FOR THE UNITED STATES
Donald T. Regan
It is a great pleasure for me to address these Meetings for the first
time as U.S. Governor of the Bank and the Fund. I want to join others
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in expressing a special welcome to Bhutan and Vanuatu as new members,
and to Tom Clausen as the new President of the World Bank. I look
forward to working with him, with Jacques de Larosière, Managing
Director of the Fund, and with my fellow Governors in advancing the
work of these vital institutions.
The English author Charles Dickens started his classic novel A Tale
of Two Cities by pointing out that these are "the best of times, the
worst of times. . . ."
There are similar contradictions in the domestic and world economies
at the beginning of this decade. Here in the United States, we are confident and enthusiastic about the prospects inherent in our Economic
Recovery Program. And we are emerging from a period of months in
which the Government has examined its goals and objectives more
thoroughly than anytime in the last 40 years.
Admittedly, this process has caused some uncertainty about the
attitude of the United States toward the Fund and the World Bank
group.
But let me clear away the fog. The United States spearheaded the
establishment of these institutions at Bretton Woods. Our commitment
to them, their objectives, and their central role is undiminished.
The Fund and the Bank have key roles to play in fostering economic
adjustment and promoting policies that will catalyze the energies of the
private sector in promoting investment and trade to foster long-term
sustainable development. The United States is deeply aware of the
wrenching difficulties facing many of the countries represented here,
and we are conscious of our responsibilities for shaping and supporting
the efforts of the Fund and the World Bank.
Yet, like Dickens, I must point out both sides of our economic
situation.
The world faces serious problems—of inflation, of unemployment, of
large payments imbalances and financing needs, and of desperate poverty
and hardship in many of our member countries.
At the same time, there are many encouraging signs in our economic
future. Inflationary pressures appear to be receding. There is reason
to expect gathering economic strength in many industrial countries over
the coming year. And the pressures of external imbalances should begin
to ease.
In particular, the current account surplus of the oil exporting countries
is likely to decline more sharply than expected earlier, with parallel
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improvement in the current account positions of the oil importing nations
as a group.
Soft oil markets and economic recovery in the industrial countries
should create a more favorable environment for adjustment by developing countries. With appropriate domestic policies, this group of countries
should experience a reduction in its aggregate current account deficit
next year—the first reduction since 1977.
It is important that these developing trends be strengthened, and
that the opportunities for domestic economic stabilization and adjustment be realized.
As I mentioned, the United States is embarked on a comprehensive
new economic program. It rests on the fundamental premise that market
mechanisms and individual effort, operating with a minimum of governmental impediments, are the driving forces behind sustainable economic
growth.
We are determined to achieve strict control over government expenditure and reduce government involvement in the economy. We are reducing taxes to restore incentives for capital formation and investment.
We are eliminating regulatory impediments that needlessly hinder
business efforts to be productive.
And we are firmly committed to stable, disciplined monetary growth.
This program is designed to bring inflation under control and revitalize
the private sector of our economy.
This is a long-term program designed to meet a long-standing inflationary problem. But it is just beginning, and as the ship of state begins
its slow turn, we are bound to feel some strains on the system. Most
notably, we feel the impact of high interest rates on our economy—and
we recognize the impact on others.
These rates reflect a heritage of inflation and of inconsistent monetary and fiscal policies; they do not reflect any deliberate effort on the
part of this Administration or the Federal Reserve. Our aim is to
get inflation under control and interest rates down. We intend to
persevere and to succeed in restoring monetary and financial stability to
the U.S. economy.
The principles underlying the U.S. economic program—encouragement of growth and stability, investment, and the removal of barriers to
competition—are, in essence, the principles of the international economic
system established in the early postwar years.
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The world's recovery and progress in the decades since World War II
owe much to the growth of international trade and investment, responding to market incentives. This could not have occurred without the
dismantling of widespread restrictions on trade and investment, and the
establishment of an open, multilateral payments system, imbedded in
the philosophies of the Bretton Woods institutions and accomplished
under their auspices.
As we assess the world's economic problems, we should absorb the
lessons offered in the Bank's World Development Report and the Fund's
World Economic Outlook.
The lesson of both reports is that those member countries that have
recognized the need to adjust, that have allowed market signals to guide
that adjustment, and that have pursued open trade and investment
policies have, in fact, fared well. Their growth performance and prospects—and thus their ability to meet aspirations of their peoples—are
enviable. These countries are acting in the knowledge that getting their
own economic houses in order is a job only they can do—and a job that
is the prerequisite to economic recovery and growth.
These reports provide a helpful basis for evaluating the activities of
the Fund and the World Bank group and for guiding their future efforts.
Let me describe the U.S. view of these institutions.
The International Monetary Fund
By facilitating international flows of goods, services, labor, technology,
capital, and money, a well-functioning international monetary system
serves all of our national interests. In this context, the international
Monetary Fund plays a key role by providing the institutional and legal
framework for governments to collaborate on these matters.
First, we believe that Fund surveillance of members' exchange rate
arrangements is vital not only to ensure that governments are not manipulating exchange rates to prevent adjustment or gain competitive advantage, but also to enhance our understanding of the factors that influence
exchange rates and thus help nations avoid differences over exchange
rate policies and exchange rate developments.
The United States believes that exchange rates must be allowed to
adjust to changing economic and financial conditions. We are not, however, pleased with the degree of exchange rate instability experienced
during the past decade. In our judgment, such exchange rate instability
reflects unstable economic and financial conditions within countries. The
remedy is not a change in institutional arrangements.
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Rather, these conditions should be viewed, as recognized in the IMF's
surveillance provisions, as evidence of the need for restoration of stable
domestic economic and financial conditions.
Second, we believe the IMF must continue to be a major stabilizing
force for the international monetary system by standing ready to provide
temporary financing to countries confronted with serious balance of payments problems. With the sudden large shift in balance of payments
financing needs during the last two years, the IMF moved dramatically to
increase its resources and expand members' access to those resources.
This was a prudent response given that most countries were confronted
with the need to obtain additional financing and undertake balance of
payments adjustments.
Not surprisingly, a large number of countries encountering difficulties
have turned to the Fund. During the next year or so, no doubt, other
countries may need to do so. In our judgment, it is critically important—
to the IMF as an institution, to individual borrowing countries, and to the
world economy in general—that Fund financing be used only in support
of sound and effectively implemented economic adjustment programs.
Before seeking to borrow from the Fund, countries should make every
effort to adjust at an early stage in the emergence of their balance of
payments problems. In such instances, close and active cooperation with
the Fund's surveillance efforts would be in order.
When a country does turn to the IMF for support, the balance of
payments need should be clear; its adjustment program should be
designed to restore a sustainable balance of payments position.
Third, the Fund also has responsibility to monitor world liquidity
developments and, when necessary, to supplement or restrict the provision of liquidity by the Fund through the Special Drawing Rights Department. In our judgment, world inflationary conditions mirror an excess of
world liquidity. A decision to allocate SDRs would contrast sharply with
the efforts to restrain money growth in our respective countries and
would serve to weaken public confidence in the commitment of governments to achieve price stability. Thus we believe that it would be unwise
to allocate additional SDRs at this time. We concur with the Interim
Committee's decision to keep the question of further allocations under
review.
In sum, the United States attaches great importance to the IMF's
responsibilities for the international monetary system. We have every
confidence that the Fund will meet those responsibilities. . . .
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Conclusion
Our commitment to the International Monetary Fund and the World
Bank group is consistent with the United States' steadfast belief that we
are on a rising tide of world economic achievement. We are putting our
own house in order. President Reagan's Economic Recovery Program
officially begins on October 1. And, as the President told the American
people on national television last week, we will not cure our problems
overnight, but we are firmly committed to a program of vision and
strength that gives us a quiet confidence in the future.
I believe that our accomplishment in this country will be measurable
in the rest of the world.
The great American Supreme Court Justice, Oliver Wendell Holmes,
once wrote that, "The great thing in this world is not so much where we
stand, as in what direction we are moving."
In the many sessions we have held over the past few days, in my
personal discussions with many of you, and in the official statements of
this meeting, I have found one overriding impression : that we are moving
in the direction of encouraging steady economic growth throughout
the world.
The United States is moving in that direction, and we stand ready
to provide energetic support to the IMF and the World Bank in the
months and years ahead.
STATEMENT BY THE GOVERNOR OF THE FUND FOR THE
PEOPLE'S REPUBLIC OF CHINA
Li Baohua
May I begin by extending, on behalf of the Government of the
People's Republic of China, our warm welcome to the new members
Bhutan and the Republic of Vanuatu that have been admitted to the
International Monetary Fund and the World Bank since our last Annual Meetings. . . . We also wish to express our appreciation to
Mr. J. de Larosière, Managing Director of the Fund, for his effective
performance over the years.
The economic outlook in the world today is still very grim. The
widely shared concerns that preoccupied us at our Meeting here a year
ago remain unresolved. Developed countries are still plagued by economic "stagflation." Most of the developing countries, the low-income
oil importing countries in particular, are faced with even greater eco-
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nomic difficulties. Their growth rates have slowed down and in some
cases turned negative. Their terms of trade have deteriorated. Their
current account deficits have grown larger. Their debt-service burden is
increasing. The gap between the "haves" and the "have-nots" continues to widen.
The economic downturn in the developing countries has grave consequences not only for these countries alone, but also for the process of
economic recovery in the developed countries as well. In the developing
countries, improvement in the people's livelihood will be adversely affected, which might lead to social and political unrest and provide openings to hegemonistic expansion—a development that cannot but cause
grave concern to the international community.
The reports issued by the Fund and the Bank on the state of the
world economy affirmed that all countries, the developed and the
developing alike, have to undergo structural adjustment to adjust to the
changing economic world. Many developing countries have, since their
political independence, endeavored to carry out some adjustment in
their economic structure to the extent that was necessary and possible in
order to promote the development of their national economy. But we
all know that the deterioration of their economies is in large measure the
result of external factors and, in particular, the trade protection and
high interest rate policies adopted by industrial countries. The old
international economic order is clearly hampering their economic development. Unless the old international economic order is transformed, it
will be quite difficult for them to effectively carry out structural adjustment.
Regrettably, however, no substantial progress has been made toward
the establishment of a new international economic order, and an agreement on the agenda and other procedural matters relating to the global
negotiations envisaged by the United Nations has yet to be reached,
owing to the negative attitude of a few developed countries. It is our
hope that the forthcoming North-South Summit to be held in Cancun will
yield positive results vis-à-vis an improvement in North-South economic
relations and give an impetus to the global negotiations.
A very important point in connection with the effort to establish a new
international economic order is to secure a transfer of resources for the
economic development of the developing countries, particularly the least
developed countries. The IMF and the World Bank are major international financial institutions. They have a unique role to play in promoting economic cooperation among nations and supporting the economic
development of the developing countries. Multilateral economic coop-
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eration, which is complementary to bilateral economic cooperation, is
viewed highly by the developing countries. Therefore, while promoting
global negotiations, the developing countries entertain the hope that the
Fund and the Bank will continue as hitherto and, moreover, play a
greater role in providing concessional resources and otherwise helping
the developing countries to finance their current account deficits, meet
their economic development needs, and implement their structural
adjustment.
At present, both the Fund and the Bank face the serious problem of a
growing discrepancy between limited lending capacity and a rising
demand for funds. We hope the major countries in the developed world
fully appreciate the urgency and gravity of this problem and make their
due contribution toward its solution.
We note that, since the last Annual Meetings, the International Monetary Fund has completed its Seventh General Review of Quotas, increasing its total quotas by 50 per cent, and that preparatory work on the
Eighth General Review of Quotas has begun. In implementing the
Decision on Enlarged Access to the Fund's Resources and to supplement
the source of its financing, the Fund has adopted the decision on borrowing and entered into borrowing agreements with several member
states. . . . All the progress that has been made in these respects, however, falls considerably short of the actual needs. Judging by the nature
of the Fund and its experience over the years, we endorse the view that
the main source of Fund financing should continue to be the quotas
subscribed by member states, and that the Fund should not count on
borrowings to sustain its operations. Therefore, we think positive action
should be taken in respect of the Eighth General Review of Quotas. In
the same vein, the allocation of SDRs for the fourth basic period as a
supplementary resource to international liquidity should be implemented
on schedule. . . . We support the setting up of a task force on concessional flows and stepping up the work of the Task Force on NonConcessional Flows, so that these two bodies may study and work out
various means for increasing resources and thus cope with the problem of
matching the supply of resources with the demand for additionality.
Since the restoration of the legitimate representation of the People's
Republic of China in the International Monetary Fund and the World
Bank last year, we have actively participated in the activities of these two
institutions. It has helped to enhance mutual understanding and
broaden international economic cooperation. . . .
Now I would like to make some brief remarks about economic developments in China during the past year. We have carried forward the
adjustment of our national economy in line with our policy of readjust-
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ment, restructuring, consolidation, and improvement, so that our
economy may develop in a more harmonious manner, the main proportions become more balanced, the structure more rational, and the groundwork prepared for faster growth of the national economy, coupled with
a more rapid improvement in the living conditions of the people. Our
economy has developed satisfactorily in the past year. In agriculture, the
picture for the country as a whole is that the summer harvest was good
and the autumn harvest is expected to be better than that of last year;
there were, however, severe floods and droughts in some provinces, such
as Sichuan and Hebei. Light industry has grown at a faster rate than
heavy industry. The neglected service sector has developed at a fairly
quick pace. The long-standing imbalance in the proportions between
agriculture, light industry, and heavy industry is being corrected. The
fiscal position has improved markedly as a result of the cutback in
appropriations for capital construction and the exercise of strict control
over budgetary expenditures. Foreign trade is expanding continuously.
The domestic market is brisk. Prices are stable by and large. Savings
in towns and in the country have continued to grow, and the rate of
increase in the money supply has been brought under control. All this
means that China's economy is developing soundly and steadily along
a correct course.
We are, of course, fully aware of the fact that our task of structural
adjustment is an arduous one and will take several years. In this period,
we will make further efforts to promote the development of energy,
transportation, and other weak links in our economy. A major problem
we face is the insufficiency of funds for economic development. In the
next few years, in particular, we expect to continue to have considerable
payments deficits. We are determined to rely mainly on our own efforts
and, through a variety of feasible means, accumulate domestic funds to
support our production and construction. At the same time, we seek
cooperation with and assistance from international financial institutions
and friendly countries to help us complete our economic adjustment in a
satisfactory manner over the next few years. The outward-oriented policy
is the set policy of the Chinese Government. As in the past, we shall
continue to implement the policy of expanding ties of international
cooperation and exchange, enhancing mutual understanding and friendship, and learning from the good experience of other countries.
Being a socialist developing country, China is ready to work together
with other countries in a spirit of friendly cooperation and consultation
aimed at promoting better economic relations between the developing
countries and developed countries and at resolving pressing international
economic issues.

©International Monetary Fund. Not for Redistribution

114

SUMMARY PROCEEDINGS, 1981

STATEMENT BY THE GOVERNOR OF THE FUND FOR ITALY
Beniamino Andreatta
I wish to welcome among us Bhutan and Vanuatu, who joined our
institutions since we last met a year ago. . . . I also wish to thank the
host country for the warm hospitality extended to us, and President
Reagan for having honored our Meetings with his presence. Finally, I
want to congratulate the Fund and Bank management and staff for the
excellent organization of these Meetings.
World Economic Outlook
In the two years following the second oil shock our economies have
been afflicted by slow growth, inflation, rising unemployment, and large
external imbalances. Although some progress is being made, major
improvements on all these fronts cannot be expected in the period
immediately ahead.
Confronted with a drain of real resources in the order of 2 per cent of
GDP, most industrial countries have been able to contain domestic
inflationary repercussions by pursuing policies of demand restraint; the
decision to pass on to consumers the higher oil costs and the slowdown
of activity, along with reduced oil demand, have led to softer oil market
conditions. Although, with moderate growth of domestic incomes and
some recovery of world trade, the external deficits of industrial countries
as a group are expected to decline considerably in 1982, unrelenting
efforts to adjust our economies to changed world conditions are required.
Greater determination to reduce external deficits and inflation will
generally be needed also on the part of developing nations. It is vital,
however, to maintain an adequate level of investment in these countries
to avoid the re-emergence of today's difficulties. To facilitate their
adjustment effort, it is of the utmost importance that we all strive to
maintain a liberal trade system and to increase the flow of official
financial assistance, especially to the needier countries.
We share the view expressed by the Interim Committee that premature
expansion of aggregate demand could generate new price pressures without necessarily contributing to a sustained reduction of unemployment.
In this regard, it is important that monetary restraint be accompanied by
policies designed to reduce the size of budgetary deficits. There is in
fact the risk that excessive reliance on monetary policy could result in
the persistence of high interest rates, likely to hamper the recovery of
investment and growth.
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In our view, recent gyrations in exchange rates of major currencies
call for greater cooperation at the international level with a view to
reducing erratic movements and overshootings in foreign exchange markets. The IMF should be prepared to exercise firmer surveillance over
exchange rate policies, for it is imperative that member countries give
adequate consideration to the international repercussions of their
domestic policies. As a means of restoring greater exchange rate
stability, thought could be given anew to agreeing on reasonably broad
target zones for major currencies to be progressively narrowed as
conditions permit.
Although world financial markets have been effective in recycling the
oil surpluses and in accommodating the enlarged financial needs of
deficit countries, signs of strain begin to appear. Debt-service ratios
have increased considerably, partly as a consequence of the appreciation
of the U.S. dollar and the high level of interest rates. Moreover, in
certain instances prudential considerations may be limiting new lending
to a number of countries. It is, therefore, difficult to escape the conclusion that greater emphasis must be placed by many countries on the
reduction of external deficits rather than on their financing.
A distinct contribution to reducing tensions in financial markets is
being made by the enlarged role of multilateral institutions in financing
external deficits, notably with the implementation of the Fund policies
for enlarged access and those for structural adjustment of the World
Bank. For the success of these policies it is essential that an appropriate
degree of conditionality be maintained.
The Italian Economy
The impact of the second oil shock proved especially serious for the
Italian economy, not only because of Italy's high energy dependence,
but also as a consequence of its interaction with the sustained pace of
growth in domestic demand, considerably above that of other industrial
countries. The external accounts showed a sharp deterioration, and
inflation rose to more than 20 per cent, reflecting also the indexation of
wages and pensions, which tends to amplify external shocks on domestic
prices.
As in other countries, our adjustment process was to take place
through a policy mix based mainly on the tightening of fiscal and
monetary policies, with a view to restraining demand and avoiding the
secondary repercussions on prices of the new oil price hike. However, as
the economy started to slow down toward the end of 1980, the public
sector deficit resumed its rise as a result of larger expenditures previously
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approved by Parliament, of less rapid increase in fiscal revenues, as well
as of a growing public debt burden stemming from higher interest rates.
The Bank of Italy responded to the new circumstances through the
enforcement of stricter credit ceilings. However, the effectiveness of this
direct method of control was to a certain degree blunted by the reactions
of banks and market operators. The Bank of Italy thus came to rely
increasingly on indirect methods of control, thereby accepting the
necessary consequences in terms of interest rates, which rose substantially. In March 1981, the discount rate was raised by 2.5 percentage
points, to 19 per cent and the banks' marginal reserve requirement was
simultaneously increased from 15.75 to 20 per cent. Moreover, the
central rate of the lira in the EMS was devalued by 6 per cent; this was
only a partial adjustment to the inflationary differential accumulated
vis-à-vis other EC countries. Our policy remains that of using the
exchange rate as an instrument to force greater efficiency and readjustments in the manufacturing sector through the pressure of international
competition.
These measures were to be accompanied by sizable cuts in government
expenditure, a particularly difficult task since a major share of state
spending in Italy consists of transfers to local authorities and social
security systems, which have considerable scope to expand expenditure
outside the direct control of the Government. We have come to realize
that the reduction of the large public sector deficit requires among
other things a fundamental change in the relationship between Central
Government and local authorities so as to re-establish budgetary responsibility at all government levels. This applies also to public enterprises
which have so far avoided major restructuring by relying on government
to cover their deficits.
The appreciation of the dollar in 1981, in a context of unsettled
international financial markets, the liquidity creation resulting from
growing Treasury financing requirements, and the continuing relative
strength of domestic demand thus combined to create a very difficult
situation. In the first five months of 1981, the current external account
on a cash basis recorded a deficit of some $7 billion. This was reflected
in a substantial decline of official foreign exchange reserves. In the
absence of prompt and effective measures, speculative movements
against the lira might have led to a full-fledged foreign exchange crisis.
This was regarded by the Italian authorities as an unacceptable risk,
mainly because of the adverse repercussions on inflation. Therefore, at
the end of May, the Government introduced a 30 per cent 90-day deposit
requirement on purchases of foreign exchange.
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In the four months from June to September, the balance of payments
recorded a substantial improvement, although a large deficit is still
expected for the year as a whole. While a more favorable evolution in
both relative cyclical and competitive positions has made for positive
changes in the real components of the balance of payments, the main
factors behind the improvement must be related to the deposit scheme
itself and the further tightening of credit policies.
The Italian Government is determined to foster adjustment by reducing in 1982 the overall financing requirement of the public sector by
some 2 per cent of GNP, and by continuing restraint in monetary management. It is worth noting in this respect that recently the Bank of Italy
was released from its obligation to purchase Treasury paper. This has
considerably increased the Bank's autonomy and has made it possible to
speed up the attainment of our goal to abandon, as soon as circumstances
permit, credit ceilings, and to shift to indirect control of the evolution of
monetary aggregates. Furthermore, the Government is actively encouraging employers and labor unions to agree on moderate wage settlements
and on measures to improve labor productivity.
We are confident that the balance of payments will improve substantially in the year ahead; the deposit scheme will be phased out gradually
and terminated in February 1982. Inflation is also expected to decline
to about 16 per cent, from almost 20 per cent in 1981. But there is not
much cause for rejoicing if these improvements are merely the consequence of a decline in income and total demand. Thus, our main problem beyond that of facing current difficulties is how to speed up structural adjustment in the economy that will prevent the re-emergence of
high payments deficits and the acceleration of inflation in a new expansionary phase. Given the already high level of unemployment, we cannot
rely only on monetary and fiscal policies. We are convinced that a
broader social agreement is needed to lessen the impact on wages of
external price shocks and to foster noninflationary mechanisms of
income distribution.
Fund and World Bank Policies
As a result of the second oil shock, our Bretton Woods institutions
have been called to play a much greater role in the recycling process and
the promotion of external adjustment. We can be satisfied that the Fund
and the World Bank have responded well to this challenge.
It is essential that both institutions be provided with the resources
required to carry out their larger role in the adjustment process. Since
Fund quotas have become increasingly inadequate to meet the growing
financing needs of member countries, in recent years the Fund has had
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recourse to borrowing at market rates. While necessary in the short run,
such a policy carries the risk of weakening the cooperative nature of the
institution, besides creating disparities in the remuneration of Fundrelated assets and making the Fund vulnerable to external pressures.
For these reasons the forthcoming review of quotas should provide for
a substantial increase in the size of the Fund and should be completed
as rapidly as possible. It should also include selective increases to
bring quotas in line with members' relative weights in the world economy.
However, pending the completion of the quota review, the Fund
should be assured of the resources necessary to finance reasonable
adjustment programs. Our preference continues to be for the Fund to
borrow from member countries in strong external positions. Should the
resources raised in this manner prove insufficient, the Fund should be
allowed, temporarily, to have recourse to private markets.
As for the SDR, we have noted the recommendation made by the
Interim Committee urging the Executive Board to continue its deliberations on whether there should be a further allocation at this time. We
would be sympathetic to the extension of the third basic period, perhaps
by two years, and thus to continuing allocations at the current relatively
modest rate. In this way, we would avoid giving a signal that the SDR
scheme might be discontinued. However, more fundamentally, we
consider it desirable to rethink the role of the SDR in the international
monetary system in light of the changes that have intervened during the
past decade. These include the growing role of private markets in
international liquidity creation and the emergence of a multicurrency
reserve system, which are calling into question the usefulness of an
internationally issued reserve asset. As part of this study, consideration
could also be given to the idea of an IMF fully based on the SDR,
along the lines examined a few years ago within the Fund itself. . . .
Altogether, there is no doubt that the policies of adjustment and
development that I have outlined pose new challenges to the Bretton
Woods institutions. Their effectiveness can be greatly enhanced by
closer cooperation between the Fund and the Bank.
STATEMENT BY THE GOVERNOR OF THE BANK FOR BELGIUM
Robert Vandeputte
While history, despite what one might think, never repeats itself,
it does sometimes drag on and linger, which sometimes makes the statements of its actors on the international stage sound like monotonous
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rehashings of things that have already been said. I think this applies
today to the world economic situation.
The challenges facing us a year ago are essentially those we face
today. Despite some improvement, inflationary pressures remain strong,
and the prospect for real growth remains modest. At the same time,
interest rates are at record levels, unemployment is growing alarmingly,
and the exchange markets are even more uncertain. Finally, while the
overall balance of payments position of the industrial countries as a
group has improved, that improvement has been confined to a few large
countries; the external position of the others—especially the small
industrial countries and the oil importing developing countries—in
general remains alarming.
Recovery will be neither easy nor rapid. On the international level,
the fight against inflation must remain our main objective. Without some
revival of monetary stability and confidence in the value of money, economic forecasts will continue to be distorted, and short-term speculative
gain will continue to be preferred over long-term productive investments.
Thus, the level of investment will be inadequate, labor productivity will
continue to be hampered, and employment and growth will continue to
stagnate. It is unrealistic to expect that we could revive sluggish
economies for long by relaxing our struggle against inflation.
But the basic question is whether the means now being used to fight
inflation will help in the long run to restore balanced growth.
Inflationary expectations are so deeply rooted in behavior that they
cannot be easily overcome. Since progress against inflation has been
slow and fragile, the struggle is becoming more painful and other
adjustments—especially the promotion of productive investment—are
becoming harder to implement. Use of the various instruments available
must be carefully balanced, and it is difficult to place the whole burden
of the fight against inflation on monetary policy alone. In addition, the
rigidities inherent in any social or economic system must be eased
gradually in pursuit of an equitable division of efforts.
These lessons, derived from recent experience, are of course easier
to state than to apply. I should like, in this regard, to refer to the
recent experience of Belgium.
Our performance on the anti-inflation front has been rather satisfactory. After the price jump in the wake of the first oil shock, which
raised our inflation rate to over 16 per cent in late 1974, we managed
to reduce the rate rapidly to a low of 3.7 per cent in March 1979. Since
then, it has doubled from this low level as a result of the second oil
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shock, but our inflation rate is still relatively low compared with the
average for the industrial countries.
This result has been achieved in the context of a monetary policy
characterized by our attachment to stable exchange rates within the
framework of the "monetary snake" and thereafter within that of the
European Monetary System.
However, fighting inflation by setting an exchange rate objective
instead of an objective directly related to the money supply in no way
suggests that it is possible to relax the discipline required with respect
to private income and public budgetary developments, a discipline which
must accompany any anti-inflationary monetary policy. Belgium's performance in this respect has been less satisfactory, and the country
continues to be faced by sizable domestic and external disequilibria.
These will have to be corrected by continuing efforts in the budgetary
area, especially, but also in the area of industrial restructuring.
However, as a small country with a very open economy, Belgium is
particularly sensitive to the international economic environment, which
among other things is affected by policies carried out throughout the
world. Adjustment efforts, both in the small industrial countries and
in many developing countries, whose positions are often even more
worrisome, may be doomed to failure if the external environment itself
is subject to recurrent destabilizing factors.
That is why I would like to stress that the adjustment process and
the battle against inflation cannot be looked on as the sum of the various
individual efforts of each country. We meet here now to emphasize the
international and cooperative dimensions of this difficult undertaking.
In order for international disequilibria to be effectively reduced, rather
than simply shifted from one region to another, we should together
promote the greatest possible degree of cooperation in three areas of
crucial importance:
—We must continue our efforts to promote smooth relations in the
energy market, building on initial success and encouraging every
effort to cooperate with producers with a view to maintaining a
lasting stability of prices;
—We must rigorously oppose any temptation to set up new restrictions on international trade;
—And finally, we should work together to restore an environment
more favorable to investment. The investment climate is suffering
more than is generally believed from the record high levels of
interest rates and from a chaotic development of the exchange rates
between several major currencies.
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Without investment, of course, there can be no lasting progress toward
adjustment, nor can inflation be fought. In this regard, I should like
the International Monetary Fund to be more active and vigilant in the
exercise of its surveillance over members' exchange rate practices and
more attentive to the maintenance of orderly market conditions, as its
amended Articles of Agreement expressly prescribe.
In this connection, the size of the U.S. economy and the dominant
role of the dollar in international transactions and as a reserve asset
make the United States an unquestioned leader in economic and monetary matters. In my view, this leadership implies special responsibilities.
It is clear that the sizable fluctuations in the exchange rate of the dollar
vis-à-vis the European currencies have imposed real setbacks on the
European economies.
For its part, Belgium remains convinced of the beneficial effects of the
relative stability it has achieved by virtue of its adherence to the European Monetary System. We trust that a strengthening of the EMS, and
its entry into its second phase as envisaged at its creation, will reinforce
the cohesiveness of the European economies and enhance their ability to
meet the challenges posed by the international economic environment.
The Fund has demonstrated its awareness of the difficult circumstances
in which the adjustment of imbalances must be carried out. We should
welcome the step taken by the Fund to further adapt the volume and
duration of its financing to the diversity of situations and the size of the
recovery effort. To do this, the Fund has had to resort to additional and
new sources of financing through operations, justified by the need of the
moment, to which Belgium has been pleased to be able to contribute. In
the future, the Fund must be able to exercise sufficient independence
and the flexibility required to enable it to mobilize resources on the most
suitable terms. In my view, the possibility of making a direct appeal to
the international capital markets cannot be ruled out altogether, even
though it should always be considered a solution of last resort.
Quotas, however, remain the source of financing best adapted to the
activities of the IMF, and recourse to borrowing should be limited and
if possible of brief duration. A rapid and significant increase in present
quotas is thus necessary. In this regard I remain convinced that the
earlier proposal of my predecessor is well founded. The Eighth General
Review of Quotas could be carried out in two stages. During the first
stage, a decision in principle would be reached on the size of the
increase needed, as well as on the desired distribution between the
equiproportional and the selective portions of that increase.
Should it emerge in the course of such negotiations that general
agreement on the simultaneous implementation of these measures either
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cannot be reached or would endanger compliance with the agreed
schedule, the equiproportional increase should take effect as rapidly as
possible while discussions continue, if necessary, on the selective
increase. While I do not wish to prejudge the outcome of discussions on
the future increase, I must stress that, to my mind, it should be possible
in the course of the next review to correct significantly the marked
deterioration in the volume of quotas with respect to the growth in the
major macroeconomic variables.
We must also reflect seriously on the role of the SDR and on possible
ways of making it the principal reserve asset. The recent changes in its
characteristics—its composition and rate of remuneration—are surely a
necessary, but insufficient, step in this direction. A small new allocation
of SDRs for a limited period would, in our view, entail no danger of
creating excess liquidity or weakening the pressures for adjustment, while
it would prevent further accentuation of the reduction in the proportion
of SDRs in international reserves, which is contrary to our solemnly
proclaimed purposes.
I believe, however, that the possibility of bringing the SDR more into
the center of the Fund's activities should be examined—for example, the
possibility of setting aside all or part of an SDR allocation for the
financing of drawings made under stand-by arrangements or extended
arrangements.
The economic environment remains worrisome and its future evolution
uncertain. All countries should take the steps required to improve their
domestic positions, while avoiding recourse to inward-turning solutions
that might prove globally devastating. Those whose policies have a
direct and significant impact on the world economy must continue to be
mindful of their responsibilities. As for the Fund itself, thanks to
increased resources, it should continue to support and guide the adjustment efforts of those of its members that are experiencing difficulties
and continue to make its voice heard with objectivity, and also with
clarity, on all matters within its competence. . . .
The need of the developing countries for external financing is at
least as great as it ever was, but many of them, because of difficulties in
servicing their debt, will no longer be able to resort as massively to
private borrowing as they did in the 1970s.
Alternative solutions are indispensable if resource flows large enough
to maintain adequate growth rates in the developing countries are to be
mobilized with as little risk for lenders as for beneficiaries.
One solution might be to increase the resources of multilateral development institutions such as the World Bank. On this point we await with
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interest the results of the Development Committee's Task Force on
Non-Concessional Flows, but we believe that the methods to be used
should preferably remain within the existing legal framework, such as,
for example, an increase in the callable capital or the development of
cofinancing. This leads me to develop two ideas.
Most of the industrial countries that traditionally contribute to multilateral development organizations have introduced stricter budgetary
policies out of their concern to prevent too rapid an increase in public
expenditures. Sustained growth of official development assistance over
the next few years therefore seems rather unlikely.
While of concern to the developing countries as a whole, this situation
could become very serious indeed for the poorest countries, which
must rely almost exclusively on official assistance to finance their
development. In the absence of an overall increase in assistance flows,
these countries must therefore be the beneficiaries of a redistribution
of assistance in their favor. As announced at the recent United Nations
Conference on the Least Developed Countries, Belgium will undertake
to increase the already important percentage of its assistance allocated
to countries in this category.

©International Monetary Fund. Not for Redistribution

Copyright
Clearance
Center

RightsLink®

DISCUSSION OF FUND POLICY AT
FOURTH JOINT SESSION1
STATEMENT BY THE GOVERNOR OF THE FUND FOR SOUTH AFRICA
Owen P. F. Horwood
The management and Executive Directors of both the Fund and the
World Bank deserve to be complimented on their achievements during
the past year and on their Annual Reports. Unfortunately, the excellence of these Reports is not matched by the state of the world economic
situation they analyze. Once again the Annual Reports tell the tale of
continued inflation, slow growth, high unemployment, and large payments imbalances, and once again the world economic outlook for the
year ahead is gloomy. Part of this is cyclical and part still represents the
aftermath of the sustained upsurge in energy costs in recent years. But
much of it is the inevitable consequence of past mistakes in the form
of excessive money creation and government spending, unrealistic interest and exchange rates, undue reliance on mandatory price and wage
controls, unjustified protectionism, the inordinate use of subsidies, and
a general lack of financial discipline.
In these circumstances I find it encouraging that more stringent monetary and fiscal policies have been applied during the past year by a number of industrial countries, especially the United States, the United Kingdom, and the Federal Republic of Germany. These policies have resulted
in high interest rates and have encountered opposition. But they have
been courageous and fundamentally appropriate. Indeed, they represent
our only hope in the struggle against inflation and in the quest for greater
economic stability in general.
It is ironical to recall that there was a time when the United States was
regularly admonished at Bank-Fund Annual Meetings to take appropriate fiscal and monetary steps to put its own house in order, to curb
inflation, and to cease flooding the world with excess dollars. That was
good advice. Now, however, that the United States is applying more
stringent domestic policies, resulting, among other things, in high interest
rates and an appreciating U.S. dollar, this, too, has attracted criticism.
September 30, 1981.
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Although I understand the short-term difficulties being created for other
countries, including my own, by the ruling high U.S. interest rates and
the strength of the U.S. dollar, I nevertheless believe that U.S. reliance
on financial discipline is basically correct, and that it bids fair in the end
to yield handsome dividends not only to the United States but also to the
world economy as a whole.
I have the impression that for the first time in many years the United
States, the United Kingdom, the Federal Republic of Germany, and a
number of other industrial countries are simultaneously on the right economic track. It is my hope that they will persist with their present restrictive monetary and fiscal policies and will not yield to either internal or
external political pressures to abandon these policies prematurely.
In the process of curbing inflationary pressures and expectations, the
Fund is playing a major role by continuing to insist on the implementation of appropriate domestic economic policies as a condition for the
extension of credit beyond certain limits to deficit countries. Although
this "conditionally" is not always welcomed by the recipients of Fund
assistance, it is certainly in their own interests. Among other things, it
enhances the value of the "seal of good housekeeping" normally associated with Fund credits, and this, in turn, facilitates the procurement of
other foreign credits and loans.
How does all of this relate to the need to assist the developing countries with their present seemingly intractable problems? There is a
definite connection. It is true that many Third World countries are in
dire straits and that their problems have been exacerbated in the short
term by the restrictive monetary policies of a number of the major industrial countries. As a representative of a country on the African continent,
I have some knowledge of the plight of many developing countries and
I support their case for increased and more effective forms of development finance. But the answer does not lie in a premature relaxation of
monetary and fiscal policies on the part of the industrial countries. Nor
is it to be found in a relaxation of Fund "conditionally" or in the creation of more special drawing rights. "Permissive" steps of this kind will
only result in more inflation and instability and will, in the long run, do
more harm than good to the developing countries. The most effective
way of assisting the developing countries is through appropriate and
properly monitored transfers to them of real resources—transfers which
will entail sacrifices on the part of the industrial and oil producing countries—and it is to the ways and means of effecting such transfers that
increasing attention should be given.
The experience of my own country in recent years has shown once
again that the adoption of anti-inflationary fiscal and monetary policies
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in no way implies the sacrifice of long-term growth priorities. Following
a year of 8 per cent real growth in 1980, we are at present applying conservative fiscal and monetary policies with a view to minimizing inflation
and sustaining the balance of payments. At the same time, we are embarked upon a positive and far-ranging program of regional economic
development in Southern Africa, in close cooperation with a number of
participating countries in that burgeoning subcontinent. This initiative,
which is being carried through with the active participation of leading
private sector undertakings, has already resulted in the establishment of
a Small Business Development Corporation, while considerable progress
has also been made in setting up a Southern African development bank.
I think it is only right to emphasize that South Africa's contribution
to the development of underdeveloped countries is not confined to its
punctilious compliance with its financial obligations to the World Bank
and its related international agencies, but is increasingly taking the form
of substantial direct allocations of funds to countries in Southern Africa.
I turn finally to the current debate over the monetary role of gold.
Whatever the outcome of this debate, the new willingness on the part of
monetary authorities and leading economists to discuss this subject
openly in itself represents a refreshing element of realism and progress.
The pretense in many official monetary circles during the past 13 years
(since the introduction of the two-tier gold system in 1968) that gold
had been demonetized and that the special drawing right was set to take
over as the primary reserve asset of the system did nothing to improve
international monetary arrangements or to assist countries in dealing
with the serious economic problems confronting them during this period.
The thesis that gold could be phased out of the system was just as artificial as the thesis that the reserve currency role of the U.S. dollar could
be phased out and be taken over by that of the SDR. Both gold and the
dollar will be performing major international monetary functions for
years to come. It is to be welcomed that the ostrich has now lifted its
head out of the sand.
Where do we go from here? I doubt whether a return to a full international gold standard is feasible at this stage. But I remain convinced that
an orderly move to a more formal gold-based system is both practicable
and desirable.
The ideal would be for the United States to take the lead by restoring
convertibility of the dollar into gold at a realistic price. The merits and
modalities of doing this are currently being formally investigated by the
Gold Commission in the United States, and I welcome this development.
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I would make two general points at this stage. The first is that,
given the important international monetary functions being performed
by gold at present, the case for reaching agreement through the Fund
on a new code of conduct for the use and valuation of gold by monetary
authorities, that is, for clarifying and formalizing gold's present monetary
role, is now irrefutable. And the second point is that agreement on
such a code of conduct need not by itself imply either a new par value
system or a fixed price of gold in terms of the dollar or other currencies. If considered desirable, the pricing of official transactions in
gold could be based on a fluctuating price, such as the London fixing
price, or be kept within a given price "band" to be supported by central
bank purchases and sales but subject to monthly or quarterly adjustments based on market tendencies.
By themselves, of course, steps like these, representing to a greater
or lesser extent a return to a more formal gold-based system, could in
no way serve as a substitute for appropriate domestic monetary and
fiscal policies. But given the general distrust of paper currencies and
the faith millions of people all over the world have in gold as a monetary asset, an officially recognized gold-based system might well assist
treasuries and central banks in gaining wider acceptance of their
policies and in making these policies more effective. Certainly, a goldbased system would place automatic restraints on monetary and fiscal
excesses—restraints that would be deeply rooted in history and widely
understood.
We appear to stand on the threshold of important new international
monetary arrangements involving gold. Opinions will differ as to
how precisely we should now proceed. In my own mind there is no
doubt that the key to better domestic and international monetary
arrangements lies in a new alliance between the dollar and gold—an
alliance which, I believe, will enhance the status of both.
STATEMENT BY THE GOVERNOR OF THE FUND FOR ECUADOR
Mauricio Dávalos-Guevara
I am greatly honored to address this important international gathering on behalf of Argentina, Bolivia, Brazil, Chile, Colombia, Costa
Rica, the Dominican Republic, El Salvador, Guatemala, Guyana,
Haiti, Honduras, Jamaica, Mexico, Nicaragua, Panama, Paraguay,
Peru, Spain, Suriname, Trinidad and Tobago, Uruguay, Venezuela,
and my own country, Ecuador.
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We should first like to express to the people and Government of the
United States our appreciation of the hospitality they have graciously
extended to us on this and other occasions. We also wish to welcome
Bhutan and Vanuatu, which have joined the International Monetary
Fund during the past year. . . . Finally, for myself, I should like to
thank my colleagues in Latin America, the Caribbean, and Spain for
their courtesy in asking me to express their views on the present world
monetary and financial situation.
We have been presented with many different descriptions of the
distressing situation of the world economy, reflected in every country
by marked internal and external imbalances, which affect our economic
development and even threaten to endanger social and political stability throughout the world.
In brief, the world economy is characterized on the one hand by a
pronounced slackening of rates of growth. In many countries, growth
has been replaced by recession and its unfortunate consequence,
unemployment. Meanwhile, the specter of inflation persists, distorting
productive investment and exacerbating the already unjust distribution
of income. On the other hand, for many of our countries, external
imbalances are becoming ever larger and more unmanageable and
are being aggravated by the virtual stagnation of international trade,
where protectionist attitudes are increasingly taking shape. All this
is further compounded at present by high interest rates and sharp
fluctuations in the exchange rates of the major currencies.
This gloomy picture forces us to ponder the inadequacies of the
policy for creating and managing world liquidity, at present dominated
by certain industrial countries which impose their own criteria and
restrictive policies in the monetary sphere while generating sizable
budget deficits, thus disturbing the balance of international liquidity.
As a result of these maladjustments, interest rates, especially in the
U.S. dollar market, have virtually tripled in the last two years. During
the 1970s, the developing countries and the world in general contracted
extremely large debts at low interest rates. At present, because such
credits were negotiated at variable interest rates, the burden of interest
and principal payments is severe. At the same time, capital is being
moved away from developing and industrial countries in the search for
high yields in strictly financial investments. A substantial proportion of
this capital flow is being channeled not into new productive investment,
but toward the refinancing of existing debt. In the medium term, this
situation seriously endangers development possibilities for the world
in general and the poorest countries in particular by reducing the rate
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of expansion of productive capacity and reorienting investment toward
the most developed areas of the globe—a constant phenomenon, in
any case. It can scarcely be expected that private investment in the
developing countries will be stimulated if the latter are currently undergoing a serious decapitalization process. In some cases, the high rates
of interest have pulled certain other financial markets upward, forcing
many countries to follow suit in order to prevent the outflow of their
capital resources. This, in turn, may affect the levels of investment
required for their growth.
In conjunction with this problem, there has been a decline in the
stocks of raw materials and industrial goods held both by certain
governments and by private enterprises, since to maintain them is
becoming continually more expensive. This process could cause
serious difficulties in some of the countries that produce raw materials
and further undermine world economic stability.
Furthermore, we are faced with the fact that the scope for action
of the International Monetary Fund is continuing to weaken. The
countries I represent are resolved to back the Fund's influence and
decisions so long as they promote the sound objective of achieving a
better and more just structure for the world's monetary and payments
system.
In this regard, we must reiterate the position we took some months
ago in Gabon in connection with the need to confront the structural
problems of the system and to reject a continuation of short-term
approaches which attempt, unsuccessfully, to fill the financial breach
but actually sidestep fundamental questions. The concern we feel
is at the basically structural nature of the current imbalances in international payments and at the existence of pronounced inequity in the
distribution of factors and comparative advantages among the various
groups of countries.
In connection with this problem it is appropriate to analyze the
changes in the liquidity and financing of the International Monetary
Fund. One cannot expect the deterioration in the balance of payments
of many of our countries, aggravated by the higher cost of private
financing, to be neutralized by the use of Fund resources, even less so
if member countries' access is reduced from 600 per cent to some 450
per cent of their quotas. So far, resources from the central banks of
surplus countries have helped to meet the demands for such financing,
but the Fund may be obliged to resort to the financial markets, thereby competing in the demand for resources and affecting the costs and
terms thereof. Clearly, the Fund, by turning to the central banks, is
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indirectly resorting to the private capital markets, since the instruments being used are negotiable.
There is concern in many of our countries over this policy because
of the potentially unfavorable repercussions of Fund intervention in
these markets. We regard it as advisable that the Fund therefore act
with all due caution. On the other hand, we believe that the need to
resort to the private financial markets should not affect the cooperative
spirit embodied in the Articles of Agreement of the Fund. In order
to preserve that spirit, the quotas, which our countries regard as the
principal source of Fund resources, should be promptly revised.
As regards the establishment of limits on Fund indebtedness, our
countries feel that while the policy may have its merits, it is not essential, and that were such a limit established it should by nature be an
internal matter, so as to facilitate implementation.
It is regrettable that the Fund's Executive Board has not maintained
access to the extended facility for up to 600 per cent of quota, which
was approved by the Governors at the Interim Committee's Washington meeting in 1980. Nevertheless, our countries stress that compliance
with that resolution is appropriate and urge that the review of quotas
be carried out promptly.
With reference to the much discussed topic of the conditionality
applied by the Fund on most uses of its resources, our countries deem
it too strict and not well adapted to the peculiar characteristics of
developing countries which, despite their efforts to alter the arrangements, must accept them. We feel that the flexibility needed to attack
the disequilibria that exist in some of the countries is lacking, since
the same measures are proposed for all cases without regard to the
origins of the disequilibria or the characteristics of the economy
involved.
I should like to say a word at this point on conditionality and the
enlarged access to Fund resources—up to 450 per cent of quota—
approved by the Executive Board. The enlarged access has been
applied precisely to the credit tranches that are subject to greater
conditionality, while access to the first credit tranche has been kept
intact at 25 per cent of quota.
On the important subject of the quota review, our countries wish
to reiterate the position we have taken in unison with the other developing countries, namely that the developing countries' share of total Fund
quotas should be raised from the present 35 per cent to 45 per cent.
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It should be pointed out in this connection that the total of quotas
in the Fund is much lower than it should be, especially if we compare
the almost 1:5 ratio of total quotas to total international reserves
that obtained 30 years ago with today's reduced ratio.
It is indisputable that the present level of quotas is inadequate to
meet demand for funds to finance the growing imbalances in international payments. This is demonstrated by the expansions that have
had to be granted in access to Fund resources in proportion to quotas.
The subject of special drawing rights is also of particular concern
to our countries. The Interim Committee's decision on this subject
was a provisional one, pending definitive agreement on a fourth basic
period of allocations. Our countries wish to stress that a large annual
allocation is needed in order to achieve the objective stated in the
Fund's Articles of Agreement of making the SDR the principal international reserve asset. We therefore reiterate our view that the
allocations must be large enough to restore the 1972 ratio of SDKs to
international reserves.
Furthermore, we believe that the new allocations would provide a
necessary supplement to the recent increase in conditional liquidity
established by the Fund.
Since the new yield and use characteristics of the SDR make it
more attractive, the increased allocations would not give rise to
increased liquidity, but rather would partially replace the financing now
done through international lending. Finally, if SDR allocations are
not continued, the erroneous interpretation could take hold that we
are abandoning the commitment to promote it as the principal international reserve asset.
We wish to point out that the International Monetary Fund, through
its policies, has influenced only the deficit countries, which use its
resources; it has not exercised supervision or control to correct the
disequilibria of the surplus countries, owing to the frequent lack of
cooperation on the part of the world's major economies. This has
been due to the lack of symmetry in supervision of exchange rate
policies, which would necessarily involve consideration of the domestic
policies of the countries whose economies are large enough to affect
the proper functioning of the international monetary system.
It is appropriate to recall in this regard that, when the Second
Amendment to the Fund's Articles of Agreement was approved, the
developing countries stressed that surveillance of exchange systems
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should focus on countries whose currencies play a major role in the
world economy.
We would further contend that supervision must extend to the
management of interest rate policies, since the excessive level of those
rates is aggravating the recessive climate of the world economy.
With respect to programs for adjustment of external payments
imbalances, our countries deem it necessary to state that in current
circumstances the large deficits of the developing countries, especially
the non-oil group, are due primarily to a deterioration in their terms
of trade caused by factors outside their control. The type of action
required is different from what it would be if the imbalance were
caused domestically, for efforts to correct it by the traditional means
of restricting demand would only aggravate the recessive effect. What
is needed, on the contrary, is special attention to the expansion of
supply, in accordance with the development levels and specific problems and conditions of each country.
That is why the countries in our region have unanimously supported
the position of the Group of Twenty-Four regarding the protectionist
measures maintained by industrial countries to limit the exports of
developing countries.
The industrial countries should, in fact, liberalize their barriers to
foreign trade to enable the developing countries to improve their
balances of payments by expanding their exports, and not—as they
have traditionally been compelled to do—by reducing their imports
and growth rates. It should be noted that in no case would there be
an appreciable impact on the economies of the industrial countries.
Our countries, together with the other developing nations, have
proposed creation of a medium-term balance of payments financing
facility, as part of an array of longer-term supplementary resources
with reduced conditionality.
I wish also to mention the laudable efforts many of our countries
are making to establish or strengthen payments mechanisms and multilateral support agreements to mitigate temporary liquidity shortages.
Examples are the Santo Domingo Agreement, signed by the member
countries of the Latin American Integration Association and the
Dominican Republic; the Central American Monetary Stabilization
Fund, consisting of the five Central American countries; and the
Andean Reserve Fund, to which the five member countries of the
Cartagena Agreement belong.
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The countries I represent reiterate their support for the document
entitled "Outline for a Program of Action on International Monetary
Reform," which contains the principal views of the developing countries on the characteristics a basic reform of the international monetary
system should have. This important document, summarizing the
aspirations of the developing countries, was submitted to the Interim
and Development Committees for consideration at the Annual Meetings in Belgrade in September 1979. In particular, our countries wish
to emphasize the need for a link between allocations of special drawing rights and the transfer of resources for development.
In conclusion, I should like, on behalf of the countries of Latin
America, the Caribbean, and Spain, to express appreciation to the
Managing Director, the Executive Board, and the staff of the International Monetary Fund for the concern they show in solving member
countries' problems.
It is our hope that, by tackling the world's economic problems
objectively and in a spirit of fairness, we may in the future achieve
greater peace and well-being for mankind.
STATEMENT BY THE GOVERNOR OF THE FUND FOR GREECE
Xenophon Zolotas
Since last year's meeting, the international economic scene has not
displayed signs of improvement. I will not dwell on these developments, however, since they are skillfully presented in the Annual
Reports of the Bank and the Fund, and were further elaborated in
the speeches of the President, Mr. Clausen, and the Managing Director, Mr. de Larosière.
Growth rates, employment conditions, and, to some extent, current
account deficits have deteriorated. The only perceptible improvement
occurred in the inflation front, where some deceleration is observed,
particularly in the industrial countries. The slowdown in inflation
reflects the effects of tight monetary policy pursued by most of these
countries, as well as the decline in oil prices.
In the foreign exchange markets, on the other hand, fluctuations
have once again widened, contributing to the prevailing international
climate of uncertainty and disorder. This is largely the result of the
most noteworthy characteristic of the past 18 months: the emergence
of high and volatile nominal interest rates, particularly in the United
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States. But, what is more important, real interest rates are abnormally
high, averaging in excess of 7 and 6 per cent in the United States and
the Federal Republic of Germany, respectively. The same trend is
evident in some other industrial countries as well.
Excessively high real interest rates, should they persist for a long
period of time, dampen business investment, which is badly needed
at present to absorb unemployment, increase prpductivity and supply,
and, thereby, effectively combat inflation. Business investment is also
adversely affected by the volatility of interest rates, which exacerbates
economic instability and the climate of uncertainty. As long as these
conditions persist, it will prove difficult to expect an investment revival
and to succeed in fighting stagflation. Moreover, in order to encourage business investment, the numerous disincentives that have been
built in the economic system over the long period of stagflation must
be eliminated and new investment incentives must be introduced.
This policy, which I call investment management, is not the same as
supply-side economics.
In their attempt to fight inflation, a number of industrial countries
are relying excessively on monetary policy, while following expansionary fiscal policy, which results in an abnormally high public borrowing. The financing of the public sector's deficit leads to higher
interest rates and to the crowding out of the private sector. There
exists, therefore, a conflict between monetary and fiscal policies, with
adverse effects on the effort to promote growth and employment and
to fight inflation. It is essential to realize that we cannot rely on monetary policy alone to fight stagflation effectively. It is imperative to
adopt a proper mix of monetary, fiscal, and public debt policies, supplemented by appropriate income policies.
Let me now say a few words on the role of the Fund as it has evolved
since the adoption of flexible exchange rates and after the first oil
crisis. A number of international events and developments have had
cumulative effects as regards the scope and effectiveness of the IMF.
The huge surpluses of the oil exporting countries have been channeled
to the financing of the deficits of the oil importing countries to a very
large extent through the international financial markets.
This has rendered more difficult the Fund's traditional role in connection with the control of international liquidity, the surveillance over
exchange rate policies, and its function as a lender of last resort.
Before the first oil crisis, the Fund was in a better position to impose
financial discipline through conditionality and surveillance with a
view to restoring external equilibrium whenever it was considered
appropriate. The gradual weakening of the ability of the Fund has
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been much more pronounced in the case of the industrial and middleincome developing countries. These countries, being creditworthy
borrowers, are able to finance their external deficits through the international financial markets and do not find it necessary to use the
Fund's resources and thus submit to the conditionality that accompanies such use.
Rightly, the Fund has made substantial efforts, under the management of Mr. de Larosière, to adapt to the new conditions and widen
its influence through the enlargement of its financial resources, by
borrowing from the Saudi Arabian Monetary Agency, the BIS, and
central banks. The Fund is also considering borrowing directly from the
international financial markets, although serious reservations have been
expressed as regards the advisability of such a venture. Admittedly, the
most appropriate way to increase the Fund's resources and enhance its
role would be through a further increase in quotas.
In view of the prospect that the large surpluses of the oil producing
countries will continue to be channeled through the financial markets
in the coming years, it may be expected that the Fund will continue to
play a rather limited role in the financing of the balance of payments
deficits of its member countries. Nevertheless, due to the overexposure
of the commercial banks, a number of middle-income and low-income
developing nations may increasingly be faced with difficulties in their
efforts to obtain the necessary financing for their external deficits and
to implement the required structural changes. It should be added that
a number of these countries may also find themselves increasingly
unable to service their outstanding foreign debts, particularly if high
interest rates persist.
In these conditions, international banks might face liquidity problems, which could trigger chain reactions and undermine the stability
of the international financial system.
For these reasons, I proposed in 1977 the establishment of an
International Loan Insurance Fund, under the auspices of the World
Bank, whose role would be to extend guarantees to international commercial banks on their loans to deficit countries. Under this scheme,
guarantees would be issued only after a comprehensive survey of each
case, undertaken jointly by the Fund, the World Bank, and the lending
institutions. This would ensure that the loans in question would
contribute to the adjustment of the balance of payments and facilitate
appropriate structural changes in the economies concerned.
Thus, the Insurance Fund could assist the deficit countries in their
efforts to finance their external needs, and at the same time would
impose some kind of conditionality and contribute to the more efficient
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use of the borrowed funds. Such an arrangement would be in the
interest of the deficit countries, because it would further facilitate the
channeling of adequate funds for the financing of their structural
change and development as well as provide a safety net for the international financial markets.
In concluding, I should like to welcome the recent revival of discussions focusing on the need for a stable international monetary
standard. Among various suggestions put forward, the re-establishment of gold as a monetary basis has been advocated. I strongly
doubt whether gold could serve this purpose any more. In my opinion, the solution should rather be sought in the establishment of an
international monetary standard of stable value along the lines of the
"metron" that I proposed in this forum last year. Such a system would
eventually ensure rational and effective management of international
liquidity. The adoption of a stable value system could primarily help
not only in combating inflation, but also in expanding world trade and in
reducing destabilizing speculative capital movements. The Fund would
thus be strengthened and gradually become a world central bank,
capable of ensuring international monetary order. . . .
STATEMENT BY THE GOVERNOR OF THE FUND FOR SENEGAL
Ousmane Seek
The Annual Reports submitted to us by the World Bank and the
International Monetary Fund depict a gloomy picture for the world
economy. In fact, the economic situation confronting many of our
member countries today is as grim and in many respects worse than
that presented last September. This year the real growth rate of GNP
of the industrial countries is estimated to average only 1.5 per cent,
compared with 1.2 per cent in 1980, 3.7 per cent in 1979, and 4 per
cent in 1978. At the same time, their average rate of inflation, which
is projected to improve somewhat in 1982, will still be unacceptably
high and the unemployment situation in many industrial countries will
continue to be a source of serious concern to the authorities.
The continued slackening in the average growth of GNP among the
industrial countries has resulted in a very low rate of growth in the
volume of world trade, and consequently, in an increase in the balance
of payments difficulties facing the developing countries, particularly
the non-oil ones. For the latter group the combined current external
payments deficit was about $80 billion in 1980, and is projected to
reach $97 billion in 1981 and over $100 billion in 1982. Among the
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non-oil countries of Africa, the combined current deficit is expected
to approximate US$13 billion in 1981, which is six and a half times
the deficit of these countries in 1973.
Although the increase in the combined current payments deficit of
non-oil developing countries is, to some extent, associated with the
recent increase in the prices of energy, it cannot be denied that the
deficits, which are now more serious and intractable, have been aggravated by the sharp decline in export earnings from primary commodities and the substantial rise in interest rates and in prices of manufactured goods.
Of greater concern to the African Governors is the grave economic
situation now facing the African countries. For non-oil countries of
Africa, the purchasing power of their export earnings fell sharply in
1978, and dropped further in 1980. While the situation is expected to
get worse in 1981, the medium-term outlook for them is extremely disquieting given the prospect of continuing deterioration in their terms of
trade. It is highly regrettable that one of the consequences of the downward progression in purchasing power of the non-oil African countries
has been the sharp deceleration in import volume, whose growth shrank
from 11.4 per cent in 1977 to an estimated rate of 1 per cent in 1981.
This curtailment in imports has necessitated a reduction in real output
growth of non-oil African countries, which is estimated this year to
average about 2 per cent for the third consecutive year.
Given the deterioration of economic conditions in Africa, we regret
to see that virtually all industrial countries are applying fairly restrictive fiscal and monetary policies which tend to complicate our economic management tasks. Not only have these policies brought about
high unemployment in industrial countries, they have also led to a
deceleration of world economic growth in 1981 and increased pressure
for protectionism. We, the African Governors, urge the industrial
countries to desist from taking protectionist trade measures that inhibit
expansion of exports from the developing countries.
The majority of the countries in Africa have clearly undergone substantial adjustment already. This adjustment has taken place through
the reduction in the volume of imports necessitated by the sharp rise
in world prices at a time of declining export earnings caused by the
serious deterioration in world prices of important primary commodities.
In a number of African countries the scope for further adjustment is
strictly limited. In fact, it is doubtful whether additional adjustment
can be achieved without the risk of pushing some of the countries
closer to the brink of social disintegration.
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In order to help avoid some of the difficulties experienced by the
African countries, it is necessary that the major industrial countries
take steps to increase, as quickly as possible, their official development assistance, which today remains inadequate at 0.37 per cent of
GNP.
We have followed with considerable interest the work of the recent
United Nations Conference on the Least Developed Countries, two
thirds of which are in Africa. While highly appreciative of the firm
commitments made by some of the developed countries, we must
stress that the results achieved are far from constituting an adequate
response to the grave situation in which these developing countries
find themselves.
In view of the present unsustainable imbalances, it is a matter of
great importance that the Bank and the Fund assume a greater role in
promoting adjustment and financing development. However, since the
present imbalances are to a large extent of a protracted kind, it is to
be expected that adjustment will take some time to complete. This
being so, we would encourage the Bank, the Fund, and regional
development institutions to pool their efforts as they seek to increase
their financial resources to meet the growing adjustment needs of
African countries.
Turning to the role of the Fund, the African Governors are encouraged by the new policy initiatives which have enabled this institution
to play a greater role in financing the large payments imbalances. In
this regard, I may be permitted to compliment the Executive Directors
and the Managing Director for the work done to enlarge access of members to resources of the Fund during the past year. As a result of recent
policy initiatives, the scale of Fund assistance to members has increased
appreciably during the past 12 months, although it must be admitted
that the new access is still inadequate for a number of developing countries given the large discrepancy between quotas and the size of payments imbalances.
The African Governors are particularly pleased to note that the
Managing Director of the Fund has continued to make operational
contacts with a number of central banks and member countries in strong
balance of payments positions with a view to acquiring financial resources. We commend the efforts of Mr. de Larosière and wish him
continued success. The African Governors would also like to express
warm appreciation and gratitude to those countries that have assisted
the Fund to enlarge access to its resources, thereby assisting the hardest
hit members in meeting their increasing needs for finance. In com-
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mending the early and generous response of a number of members,
particularly Saudi Arabia, and in thanking them for their very great
assistance, I must express the hope that other members in a position
to assist the Fund will be able to indicate their support as soon as
possible.
While on this question of the assistance provided by the Fund, I
would like to underline the importance the African Governors attach
to the Fund's continuing reliance on its ordinary resources. The recent
heavy reliance on borrowed resources to finance lending operations
shows clearly the need for increasing members' quotas substantially
under the Eighth General Review of Quotas. Support for a large increase in Fund quotas can be justified when account is taken of the fact
that members' financing needs in relation to quotas have increased considerably over time, while the ratio of Fund quotas to world imports has
long shown a declining trend, from about 12 per cent in 1965 to less
than 5 per cent in 1975 and to 4 per cent currently.
We, the African Governors, believe that the serious financing difficulties in prospect for many member countries call for the Fund to
expedite action on the Eighth General Review of Quotas. We note with
interest that preparatory work on the Eighth General Review began
late last year with a preliminary discussion of the economic criteria
entering quota calculations and on basic votes. With respect to the
former subject, we believe the choice of specific variables and their
inclusion in a formula or a set of formulas will have to be guided by a
number of careful considerations, including judgments about the extent
to which the variables used take into account the economic circumstances of members and their relative position in the world economy.
We take this opportunity to reiterate our continued concern with the
fact that the African countries are insufficiently represented on the
Executive Boards of both our institutions. We are convinced that a
satisfactory solution to this persistent problem could quickly be found.
The information provided by the Fund staff on basic votes pointed
to the anomaly of the system whereby, with each increase in quotas of
existing members, the voting share of small members declines while
that of large members increases. There is, in the view of the African
Governors, a strong case for removing this anomaly. I therefore call
on the membership of the Fund to actively support the restoration of
the original proportion of basic votes. Restoring the share of basic
votes in total votes has the advantage of meeting the objective of increasing the voting share of the developing countries in the International
Monetary Fund. An improvement in the voting share of members with
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small quotas is also needed, if for no other reason than to ensure geographical representation of all regions in the Executive Board of the
Fund.
On behalf of the African Governors, I should like to commend the
Fund's Executive Board for the action taken to eliminate the 15 per
cent reconstitution requirement. We took note of the decision taken
earlier this year to increase the interest rate on the SDR to 100 per cent
of the combined market interest rate. While the African Governors
have continued to support the general intention to improve the general
characteristics of the SDR, they consider steps taken thus far as being
inadequate to make the SDR the main reserve asset in the international
monetary system.
The African Governors agree fully with the wishes expressed by the
Group of Twenty-Four and by others on the need for an allocation of
SDRs during the fourth basic period. In view of the ample justification
given for the allocation, I wish only to reiterate the call of the African
Governors and other developing countries for an annual allocation of
SDR 12 billion over the next basic period beginning in January 1982.
In supporting this quantum of annual allocation during the fourth basic
period, we have taken into account the need for moving toward making
the SDR the principal reserve asset. Needless to say, the African
Governors feel strongly that new SDR allocations should take into
account the current concentration of international reserves in a few
countries and ensure that countries in dire need of reserves get more
of them.
On the question of Fund assistance to members facing higher food
import costs, I should like to express the strong appreciation of the
African Governors for the decision taken by the Fund to establish a
cereals facility. We hope that this new facility will give additional assistance to deficit countries whose payments difficulties are compounded
by problems arising from crop failure or increases in the prices of imported essential foodstuffs. The integration of the cereals facility into
the compensatory financing facility is problematic to the African countries. We are of the view that a separate cereals facility is the most
appropriate means of addressing the problem of food deficits.
Finally, on behalf of the African Governors, I wish to thank the
Executive Directors of the Fund for the establishment of the subsidy
account that will help toward reducing the costs of using the Fund's
borrowed resources by low-income countries. In welcoming the establishment of the subsidy account for SDR 1 billion, I must add that the
African Governors regret that the bulk of the account's resources have
been provided through transfers from the Trust Fund. We hope that
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the subsidy account will be of great assistance to countries that are
hardest hit by the present economic situation, especially at this time
of high international interest rates. The African Governors take this
opportunity to thank warmly countries that have already contributed
to the account. As for countries that have found it difficult to make
a contribution so far, it is our hope that they will review their situation
and, in due course, make a donation to the account or lend funds to it
until the Trust Fund reflows begin.. ..
STATEMENT BY THE GOVERNOR OF THE FUND AND
THE BANK FOR ROMANIA
Petre Gigea
It is a particular honor for me to present here the views of Romania
concerning the problems on the agenda of our meetings and on the
activities of the World Bank and the International Monetary Fund.
The reports prepared by the Bank and the Fund are telling presentations of data and assessments that reveal the steady deterioration of
the world economy, a process which has profound repercussions on
members' domestic economies and on international monetary and
financial relations. The persistence of underdevelopment, of certain
inequitable relationships between countries, and of the economic,
monetary, financial, and energy crises—plus the emergence of new
signs of crisis—have aggravated economic conditions in all countries,
particularly the developing countries.
Slow economic growth, the stagnation or even the reversal of economic development in most countries, the expansion of balance of
payments disequilibria, the inability to solve the energy crisis, and
protectionist barriers to international trade are all obstacles on the
road to economic progress. At the same time, excessively high interest
rates are having a pronounced adverse impact on the economies of
the developing countries, aggravating their external debt burden and
reducing their already slight chances for development and social
progress.
Moreover, these excessively high interest rates affect the developed
countries as well, causing stagnation of production, investment, and
exports and increasing unemployment.
Present conditions as well as the disturbing outlook for the immediate future are quite rightly a cause of serious concern to Romania,
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now fully involved in the process of development, economic modernization, and strengthening of relations with all countries of the world.
Like the other developing countries, we have not escaped certain
effects of the international economic crisis, a crisis aggravated by mistrust, the hardening in international politics, the atmosphere of tension
stemming from the arms race, and the ever-increasing difficulties
encountered in the conduct of normal relations between governments.
In harmony with its foreign policy and with the ideas and constant
concerns of its President, Mr. Nicolae Ceau§escu, for some years now
Romania has supported, and continues to support, the establishment
of a new world economic order in which international economic relations would be built on more equitable bases. It also favors the elimination of underdevelopment and the achievement of more rapid
economic and social progress in the developing countries through both
the efforts of these countries themselves and the effective implementation of an international action program which supports and stimulates
such efforts. In this context, resolute and concerted action must be
taken by all countries to put an end to the current situation, promote
trade unencumbered by artificial obstacles, eliminate protectionist
measures, and establish reasonable interest rate and price levels.
In Romania's view, an international agreement should be concluded
with respect to the maximum level of interest rates, which in our
opinion should not exceed 8 per cent. In view of their credit requirements, the interest rates the developing countries and other less developed countries are asked to pay should be as low as possible.
In making this proposal, we are aiming both at the achievement of
normal yields on investments and at the maintenance of exchange
relations, financial relations, and international credit as powerful instruments for stimulating the production of goods and the expansion of
international trade.
In view of the remarkable role played by international credit in
economic life and the serious external indebtedness problem of the
developing countries, Romania is of the opinion that a joint effort by
the International Monetary Fund and the World Bank, working with
national credit institutions, is required both to achieve international
economic stability in the monetary and financial spheres and to create
an environment that promotes the economic development of all
countries.
Romania favors . . . broader developing country access on advantageous terms to both regular and borrowed Fund resources, and a new
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allocation of special drawing rights that takes account first and foremost of the liquidity needs of the developing countries. . . .
The economy of the Socialist Republic of Romania is a planned
economy, now in the initial stages of the 1981-85 five-year plan. During
that time, we shall continue our economic and social progress, putting
unprecedented emphasis on the development of our raw materials
base, on the broadening of structural adjustment in industry, and on
growth that accords high priority to sectors and subsectors where
productivity is high, thus allowing improved utilization of raw materials, including fuels.
One of our goals is intensive agricultural development focusing on
both crops and livestock. During the five-year plan, the average
annual growth rate of industrial production will be 7.6 per cent, while
for the national income it will be 7.1 per cent. To ensure the success
of this strategy, special attention will be given to investments adjusted
to current conditions. We are seeking firstly to accelerate the start-up
of projects already begun and at the same time to allocate new
resources exclusively toward the productive sector. Another aim is to
continue to expand the level of our trade with other countries. In
other words, we intend to ensure balance of payments equilibrium not
by restricting our foreign trade but by expanding it to include all the
nations of the world. To this end, we are in the process of applying a
program of economic measures whose purpose is to ensure an increased
volume of goods for export and, at the same time, to rationalize the
domestic consumption of raw materials and equipment, with priority
given to the energy sector.
Meanwhile, during the same five years a series of interrelated measures will be taken to increase budgetary resources and to use them in
accordance with a strictly rational scheme. Military spending was
reduced last year and has remained unchanged in 1981. Measures are
also planned for keeping the money supply within justifiable limits from
the economic point of view.
The intensive development of the Romanian economy and the
simultaneous progressive reduction of the external debt will be facilitated by the measures recently adopted as part of our new economic
and financial mechanism, by exchange rate simplifications introduced
this year with respect to imports and exports, by a closer relationship
between domestic producer prices and the level and structure of world
prices, and by many other measures to strengthen self-management
in industry and elsewhere and self-financing by enterprises.
All these measures, however, are just now being introduced; their
beneficial effects will only be felt in the years to come.
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Our nation is determined to do everything necessary to carry out
this program of economic and social development and, as part of this
process, to reduce gradually our external debt, while in the meantime
honoring all our commitments to the external world.
As you know, Romania has been a member of the International
Monetary Fund and the World Bank since 1972. Since that time a most
useful cooperation has developed between our country and these two
international financial institutions, expressed in loans intended either to
meet temporary balance of payments needs or for industrial and agricultural development projects.
This is for me a welcome opportunity to express my thanks to the
managements of the International Monetary Fund and the World Bank
for their efforts to find solutions which, in the present context of financial
instability, are capable of promoting financial cooperation between
countries and strengthening links with Romania. I would like to assure
Mr. de Larosière, Managing Director of the International Monetary
Fund . . . that Romania will continue its collaboration with the International Monetary Fund. . . . I would also like to take this opportunity
to congratulate Bhutan and Vanuatu on having joined the Fund and
Bank family.

STATEMENT BY THE GOVERNOR OF THE FUND AND
THE BANK FOR GUYANA
H. D. Hoyte

I join with other Governors in welcoming the two new members of
the Fund, Bhutan and Vanuatu. I have the honor and privilege to
speak on behalf of my own country, Guyana, and the other Commonwealth Caribbean countries on matters pertaining to the International
Monetary Fund. The countries of this group are the Bahamas, Barbados,
Dominica, Grenada, Guyana, Jamaica, St. Lucia, St. Vincent and the
Grenadines, and Trinidad and Tobago.
The problems of the world economy have continued to be severe
since we met here last year and, in general, prospects for significant
improvement remain poor. In most countries, rates of growth have
continued to be sluggish and unemployment rates have reached unprecedented levels. Inflation rates have shown little evidence of deceleration, and the pattern of external balances has worsened. I do not intend
to repeat the details of recent economic developments which have been
so well stated in the address of the Managing Director of the Interna-
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tional Monetary Fund. Rather, I would seek to relate the effects of these
developments on the economies of the developing countries, particularly
the non-oil developing countries to which most of the Commonwealth
Caribbean countries belong.
Measures taken in industrial countries to combat inflation and balance
of payments deficits have greatly contributed to the current recession in
the world economy. Efforts to restrain demand in these countries have
caused a decrease in the level of exports from, and a softening of
commodity prices of, non-oil developing countries. Moreover, the continuing inflation in the industrial countries has contributed to the rising
prices of manufactures and hence the increasing level of the import bills
of the developing countries. Additionally, the monetarist approach to
combating inflation in the industrial countries has resulted in the high
level of interest rates in the international financial markets and has thus
contributed to a significant increase in the debt burden of developing
countries. As a result of these developments, there has been a further
widening of the already large current account deficits of these countries.
These deficits should reach a level of $97 billion in 1981 and are
expected to rise further in 1982.
We fully recognize that the developing countries must make a major
effort to adjust to the new and more difficult circumstances by undertaking measures that will ensure sustainable non-oil growth in the
medium term. The exact policies adopted by each country will, of
course, reflect the special circumstances of the country's economy and
the problems which it faces. The adjustment in most countries, however, will require not only skillful use of demand management policies,
but also measures directed at promoting structural adjustment and
enhancing the productive base of their economies. The aim of these
policies should be greater efficiency in all sectors of the economies of
these countries and a marked improvement in the international division
of labor.
Successful adjustment by the non-oil developing countries will require
an additional amount of financing. It is now generally understood and
acknowledged that the adjustment period for non-oil developing countries will be long, difficult, and painful. Consequently, the Fund should
adopt techniques that would give it greater flexibility in dealing with the
problems peculiar to individual countries. Experience over the years
has shown that a universal prescription could not be applicable to the
problems of countries which exhibit such a wide diversity of economic,
social, and political characteristics. In our view, the Fund would have
to design programs appropriate to the special needs of individual countries. This suggested approach could not be achieved by the Fund
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alone since it lacks the resources and all the expertise. It would, therefore, have to collaborate with the World Bank and other multilateral
agencies to design programs which could help the countries, over a
period of time, to bring about the desired structural changes. It would
be futile to place a time span for the period of structural adjustment
since several imponderables could not be quantified. The adjustment
program would therefore have to be flexible and readily responsive to
changed and changing circumstances.
The classical prescriptions by the Fund for correcting imbalances in
the balance of payments have not always worked and, in some cases,
have exacerbated the social and economic problems in the borrowing
countries. Prescriptions limited to import restrictions, increased interest
rates, wage restraint, and devaluation have failed because the balance
of payments problems of the developing countries reflected deeper
problems related to the structure of the economies of these countries.
The Fund should therefore focus more intensively on programs for
structural adjustment rather than on short-term balance of payments
phenomena. We welcome the Fund's initiatives in recent years to provide
financing in support of adjustment programs. We feel, however, that
even larger amounts than are now available should be provided to assist
in overcoming the present difficulties of the developing countries.
In the circumstances of the difficult international situation which we
now face, the Fund should exercise its surveillance powers more pervasively. It must ensure that policy stances of member countries are
consistent and not in conflict with one another. In this process, the
Fund should try to ensure that adjustments are made in a balanced,
symmetrical, and equitable fashion so that deficit non-oil developing
countries do not continue to bear the brunt of the adjustment burden.
This surveillance is of critical importance in the case of the major
industrial countries since a lack of coordination in the policies of these
countries can cause—and has caused—disruptions in the world monetary system. We therefore suggest that the Fund should focus, in particular, on appropriate fiscal and monetary policies in the major industrial
countries. The overdependence on the monetarist approach in many
developed countries has led to high levels of interest rates in these
countries and has raised the cost of borrowing, to the detriment of all
borrowers from international institutions and international financial
markets.
In this context, an increase in the resources available to non-oil
developing countries on reasonable terms is an urgent requirement.
It is clear that we cannot rely on international financial markets as
heavily as in the past. The rising debt burdens of these countries suggest
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that their ability to finance current account deficits in this manner may
be limited. In these circumstances, it is clear that additional financing
from other sources, including the international financial institutions, will
also be required mainly on concessionary terms. We welcome the efforts
of some countries to increase such flows at a time when other government expenditures are being restrained. However, the amount of these
flows from the countries concerned remains inadequate for the achievement of the desired objective. We therefore urge the governments
concerned to give serious consideration to further increases in such flows.
Allocations of SDKs in the fourth basic period would further the aim
set out in the Articles of Agreement of the Fund of making the SDR
the principal reserve asset of the international monetary system. Such
allocations would also provide a better balance between unconditional
and conditional liquidity. We advocate that a greater proportion of
SDKs should be allocated to developing countries in order to reduce
pressures on the international capital markets. We are not persuaded
by the contention that such allocations would have an inflationary
effect. We are, therefore, perturbed over the lack of progress in negotiations for increased allocations in the next basic period and urge speedy
agreement on a meaningful system of allocation.
Quotas have not increased with the growth in world trade and payments. With respect to the Eighth General Review of Quotas, we urge
that every effort be made to reach early agreement on a substantial
increase in quotas since we are convinced that quotas must remain the
primary source of the Fund's resources. Pending this review, we
recommend that the Fund continue its negotiations with member countries and central banks to obtain additional funding. However, a limited
program of borrowing should be undertaken if its resources are insufficient. We recognize, however, that borrowed resources result in higher
costs for countries making use of Fund resources and, thus, may
discourage members with balance of payments problems from making
an early approach to the Fund. We therefore support the call for a
subsidy account along the lines of the one established for the supplementary financing facility.
We hope that the current study of the ways of calculating quotas
will result in a more appropriate distribution of quotas and of voting
power between developed and developing countries.
A special concern of the member states on whose behalf I am
speaking today is the ability of the Fund to provide assistance quickly
to countries which have suffered from natural disasters such as hurricanes. We would urge that the Fund study the possibility of establishing
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a quick-disbursing disaster facility. In addition, we would urge that
consideration be given to lengthening the terms of repayment under the
compensatory financing facility. For many of the economies in our
region the restoration of crops after a natural disaster can be a difficult
process that cannot be accomplished within the three- to five-year
repurchase period now provided.
We welcome the recent decision by the Fund to assist in financing
temporary increases in the cost of cereal imports under the compensatory financing facility. However, the net resource gain of such
assistance is somewhat marginal since many developing countries are
experiencing, simultaneously, severe shortfalls in their export earnings
and increased costs of cereal imports. Consequently, we urge the Fund
to give immediate consideration to the introduction of measures that
would lessen significantly the impact of these unfavorable occurrences,
by providing adequate compensatory financing to developing countries.
Finally, the Fund has gained vast experience over the years in understanding the complex problems of non-oil developing economies. On
the basis of this hard-won experience, the Fund has been attempting
to devise more flexible and appropriate policies and programs for
dealing with these problems. We congratulate the Fund on these new
initiatives. Unfortunately, these developments have recently been the
subject of criticism by some who believe in dogma rather than in
experience. These critics, who claim to base their position on "economic
logic," have been calling for more rigid conditionality. But rigid conditionality cannot predict unseasonable weather; it cannot prevent wild
fluctuations in the prices of internationally traded commodities; and it
cannot deflect or cushion the adverse impact of high interest rates
originating in developed countries. If I may adopt the words of a
famous American jurist I would remark that life is not logic, but
experience. It is our hope that, notwithstanding the criticism, the Fund
would continue to allow its policies to be influenced and shaped by its
experience and, in approaching the problems of non-oil developing
countries, would continue to pursue with vigor the pragmatic policies
which it has been developing.
STATEMENT BY THE GOVERNOR OF THE BANK FOR PAKISTAN
Ghulam Ishaq Khan
. . . The worsening international economic situation has affected the
performance and clouded the prospects of most developing countries
across the world. The current account deficit of non-oil developing
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countries has shot up from $38 billion in 1978 to an estimated
$97 billion in 1981; their terms of trade during this period have fallen
by 18 per cent; even at these worsened terms of exchange, growth in
the volume of their exports has been retarded by recession and blocked
by protectionism. The problems of the developing countries have been
compounded by the marked increase in exchange rate instability and
rising interest rates.
By now we have grown accustomed to these grim statistics and a
deteriorating economic environment facing the developing countries.
But it would be sad, indeed, should this chronic malaise in the international setting spread to our spirit and sense of purpose. Instead of
lamenting the grim outlook of the world economy and the multiplying
pressures on the developing world, let us turn instead to what we can
collectively do to improve this situation. After all, we are not the
passive victims of history. We have a mandate, all of us assembled
here, to build a stronger world economy. We cannot do so, however,
unless there is a creative partnership between developing and developed
countries. The economic fortunes of all nations are closely linked today.
Let us not forget, therefore, that domestic recovery programs in the
industrial countries cannot succeed unless they are linked to international
economic recovery.
As we address the problems of development in our society, we must
continue to pursue the objectives that we set ourselves. Our real challenge is to rescue our people from their dire poverty; to enable them to
participate in the process of economic development as well as to benefit
from it; and to generate sustainable, self-reliant growth.
We are conscious that this task of development has been made more
difficult by a deteriorating external environment. All nations require
structural adjustment. But this burden of adjustment must be shared
equitably. And let us not compromise the very goals of development
in the process of adjustment. Unless the new, sustainable balance of
payments equilibrium is achieved at high levels of economic growth
and employment, our societies will rightly regard it as an equilibrium of
the graveyard. It is only in that development perspective that the
so-called conditionality of Fund and World Bank lending can be viewed
—that is, we must carefully review and always keep in mind the
development impact of the proposed policies.
We must resist many passing fancies and changing development moods
as we go about the task of long-term development. Let me mention
just two of the current themes, since they are dominating international
discussion.
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First, there is a rising concern with the role of the private sector.
We certainly believe that the private sector—both domestic and international—has an important role to play in the development process.
But we also believe that the private sector is only one of the instruments
of public policy and must operate within the broader national interests.
Let us not confuse ends and means. Our development objective is
clear—economic growth with equitable distribution. But our means
must remain flexible. We should be prepared to adopt that blend of
public and private sector which realizes our development goals at a
faster pace and spreads the benefits of progress more equitably.
A second recurrent theme these days is the benefit of trade expansion,
in particular, the critical role that exports can play in accelerating
growth of underdeveloped countries. We fully agree that trade can play
a vital role in accelerating growth and widening development options.
We would, however, be far more reassured of reaping the promised
advantages from trade if the industrial nations dismantled their protective barriers against the manufactured goods of developing countries
which are denying them over $30 billion of export earnings every year.
We would also be more persuaded if the industrial nations were to
remember their professed advocacy of a liberal trade environment when
the Multifiber Trade Agreement is renegotiated.
We are fully committed to bear the major responsibility for the task
of our own development. But international support is vital if even the
minimum development goals are to be met. There is a major challenge
for Bretton Woods institutions in the current situation. They simply
must provide greater resources than before, or their relative contribution
in the period of expanding requirements will shrink rapidly. . . .
Turning to the international monetary issues, it is satisfying to note
that, of late, the IMF has been able to provide assistance to member
countries in larger measure. However, in view of the magnitude of the
balance of payments problems confronting the non-oil developing countries, it is important that the Fund should play a bigger role in financing
the process of international adjustment. In this context, it is necessary
to increase substantially the Fund quotas, which have declined sharply
as a ratio to world imports from 12 per cent in 1965 to 4 per cent in
1981. It is essential that the resources of the Fund should grow in line
with the increase in financing requirements of member countries and
with the trend rate of growth of world trade and the size of payments
imbalances. Thus there is need for a substantial increase in quotas
under the Eighth General Review of Quotas currently under way. The
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Eighth General Review should also ensure that developing countries be
given greater voice in the Fund's decision-making processes. It is our
view that the share of developing countries in total quotas should be
raised from approximately 33 per cent at present to 45 per cent.
For effective control of international liquidity it is essential that wider
use of the SDR be promoted. As the Managing Director of the Fund
has highlighted in his speech, the disturbances that have generally
affected the world exchange market based on one or two leading
national currencies have revealed the serious drawbacks of relying on
national currencies as the main international reserve asset. It is heartening to note that a number of steps have recently been taken by the
Fund to improve the reserve characteristics of the SDR. While these
steps will go some way in enhancing the role of the SDR, a significant
improvement will be possible only if the share of SDRs in global nongold reserves is raised considerably. The need for substantial allocation
in the fourth basic period becomes all the more pressing in light of the
fact that the share of SDRs in world non-gold reserves fell from
7.8 per cent at the end of 1972 to 3.6 per cent at the end of 1980, a
trend that-is not in conformity with the objective of making the SDR
the principal reserve asset, enshrined in the Fund's Articles of Agreement.
At the time of setting up the Committee of Twenty, it was agreed that
the main features of the reformed international monetary system would
include the promotion of the net inflow of real resources to developing
countries. It is in this context that the developing countries have been
pressing for a link between SDR allocations and development finance.
At a time when many developing countries are cutting their essential
imports, the flow of finance through an SDR link would not only provide them the much-needed assistance but would also help in the
process of recovery in industrial countries by increasing the demand
for their exportable goods.
In conclusion, the birth of Bretton Woods institutions in the mid1940s was a clear recognition of the growing interdependence of nations.
Though that interdependence was only dimly perceived at that time, it
is increasingly a fact of life today. These institutions must be strengthened further as they serve the interests of all our nations. And their
international character must be preserved and protected from all political
pressures as these institutions are the real custodians of our common
trust. We must certainly have a vigorous debate on the policies and
programs of these institutions—as we always do—but we must firmly
resist the temptation of compromising their multilateral spirit.
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STATEMENT BY THE GOVERNOR OF THE FUND FOR LUXEMBOURG
Pierre Werner
This year again, the world economic and development outlook, as it
has been presented at this forum by Mr. de Larosière and Mr. Clausen,
contains more shade than light, especially in three major fields of
concern for the Bretton Woods institutions:
—First, overall economic activity remains, at least in Western
Europe, as weak as it was in September last year;
—Second, in the international monetary and financial relations new
tensions appeared because of the marked rise of the dollar rate and
the very high level and the volatility of interest rates;
—Third, indebtedness of developing countries has increased rapidly,
whereas internal growth per capita showed no significant improvement in many countries, especially in Africa.
In the field of general economic activity in industrial countries, the
most disappointing trend of the last 12 months has certainly been the
rapid increase of unemployment, the corresponding figure coming close
to some 8.5 million people in the EC and more than 26 million within
OECD countries. But, on the other hand, we can notice some positive
factors: in many countries, there has been a significant decrease in the
rate of inflation, a better control of monetary aggregates, and a stricter
fiscal policy. Furthermore, the financing of the new burdens rising from
the sudden climb of oil prices in 1979 has been better dealt with by
national adjustment policies than in 1974, even if the development
prospects of most industrial countries and of non-oil LDCs have been
seriously hampered in 1980 and 1981.
The Fund's staff is right to present stagflation in industrial countries
as a key issue of policy for national as well as for international authorities
in the coming years. The experience with this stubborn problem over
the last seven years has shown that no single measure and even no
single economic theory, be it in the monetary or in the fiscal field, on
the supply side or on the income side, can tackle this problem and
bring back steady economic growth; we must admit that, to manage
complex developed economies, we need a complete set of different
policy instruments, whose efficiency may largely depend on economic
and political structures and, above all, on the awareness and the understanding of the current difficulties by social partners and by public
opinion. In this latter field the objective analysis and advice of international institutions as prestigious as the International Monetary Fund
are very helpful.
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Furthermore, my Government agrees with the staff's view on the
importance of adjustment in the industrial structure of different countries. Therefore, the handling of the stagflation problem calls for a
special effort in the areas of overall economic efficiency and industrial
investment to compete with new trends in international trade. Luxembourg, which is specially affected by the ongoing remodeling of traditional
industries, has decided on an economic program aiming, on one hand,
at a thorough modernization of its steel industry—which still employs
some 12 per cent of the total labor force of the country—and, on the
other hand, at a widespread diversification of industrial activities and
of the financial sector.
But the success of all these efforts will largely depend, among other
factors, on an international environment of free trade and free flows of
capital. Therefore, we strongly support the Fund's firm stand against
protectionism. As a representative of a small country depending heavily
on foreign trade, I fully agree that the present situation demands
increased vigilance in this vital field, and that the further growth of
world trade, as a whole, and of development prospects of many smaller
industrial countries and of most developing countries in particular,
depends fundamentally on the maintenance of liberal trade rules.
Let me turn now to matters more specifically related to recent developments in the world monetary environment and to the role of the
Fund. Given the persistent and serious economic problems which, with
only very rare exceptions, member countries have had to face since
our last meetings, it is not surprising that the activities of the Fund have
since been concentrated on handling the urgent current problems rather
than on questions related to the improvement and longer-term stabilization of the international monetary system.
The world financial situation, as it emerged after the second major
hike of oil prices, is an unprecedented challenge to the banking community, financial markets, and international financial institutions, mainly
the Fund and the Bank. As compared to the situation after 1974, the
problems have gained a new dimension, insofar as the banking system,
which was at that time able and willing to handle the bulk of recycling,
is now encountering more serious limitations with regard to country
risk exposure. For sound prudential reasons, banks presently tend to
show greater reluctance in their relations with sovereign borrowers.
Therefore, already at the last Annual Meetings, there was general
agreement that the Fund and the Bank would have to play a crucial role
in two respects:
—First, by increasing their volumes of lending;
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—Second, and perhaps more important, by acting as catalysts for
channeling private funds to countries that, in the absence of a
monitoring and advisory action by these institutions, might have
been unable to attract further private capital flows.
On both issues the two institutions can show an impressive record in
1981.
The enlarged access to the Fund's resources, which has yielded more
than 9 billion SDRs of lending in the upper credit tranches, proves to
be a very appropriate means to meet present problems. More and
more countries have resorted to borrowing from the Fund, thus accepting conditionality. This is not only due to the urgency of their need for
finance but also, to a significant extent, to the fact that the adjustment
programs proposed by the Fund are perceived as a highly useful help
for domestic policies geared to a lasting restoration of both external and
internal economic viability.
This action will have to be carried on and eventually amplified. In
order to be able to do so, the Fund will need to further step up its
borrowed resources and to maintain a comfortable liquidity position.
The Eighth General Review of Quotas, whereby the Fund's financial
position will be consolidated, will have to take into account in an
adequate way the volume of borrowed resources, which will have
accumulated by the time the decision on the size of the increase of
quotas will be taken.
So far, the Fund's borrowing has been confined to bilateral arrangements with central banks and official monetary institutions of a limited
number of countries. It is to be hoped that these sources of funds will
be sufficiently abundant to cover further needs.
To the extent, however, that it became foreseeable that these sources
might be volatile, I would encourage the management of the Fund not
to wait and not to hesitate to resort to borrowing in private financial
markets at appropriate maturities reflecting the bridging nature of these
operations. Beyond their funding aspect, such operations would be an
important step toward the agreed goal of enhancing the role of the
SDR as a world currency unit accepted in official and private transactions.
As I have said earlier, the difficult and urgent questions of handling
current business have been in the foreground since our last meeting.
The search for resolutions to the longer-term structural issues related to
a satisfactory functioning of the international monetary system continues,
however, to deserve a high—I should even say a parallel—priority.
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Indeed, the two aspects cannot be dissociated. The magnitude and
the gravity of our present problems are significantly linked to the
absence of a coherent world monetary system and hence to the heavy
reliance on very few currencies or, in the ultimate resort, to the reliance
on one major currency, that is, the U.S. dollar. The high interest rates
for this currency and its soaring external value have dramatically aggravated the burden of world indebtedness in real terms.
It would be futile and inequitable to blame the U.S. authorities for
conducting a policy that they deem necessary to restore the domestic
stability of their currency. However, the detrimental international fallout, which a domestically justified policy may have, clearly underlines
the need to improve the functioning of present international monetary
arrangements and to build a system that would be better sheltered against
the ups and downs an individual currency might experience from time
to time.
Such a system should take account of and build on the groundwork of
the growing financial multipolarity in the world. The role of the Fund in
such a system should be important in terms of surveillance, coordination,
and authority.
My Government considers that the strengthening and the development
of the structures and means of the European Monetary System, as well
as the accompanying larger use of the ECU as a numeraire, could be a
fundamental contribution to a more balanced and workable international
payments system.
In this respect the inclusion of additional member countries or associated countries could considerably enlarge the stability impact of the
EMS. Furthermore, the wider use of the ECU as a reserve asset and
as a means of international transactions, both between official institutions and in private markets, could diminish the dependence of the
international monetary system on one major currency. . . .
. . . Weakened by higher oil prices, lower export prices, substantial
balance of payments deficits, and heavy debt burdens, developing
countries are more vulnerable to adverse shifts in the world economy
than they were a decade ago. The two scenarios for growth prospects
for developing countries in the 1980s elaborated by the World Bank
show, even in the optimistic case, a not very bright future for lowincome oil importing developing countries. In the low case, the number
of people living in absolute poverty would even more desperately
increase by the end of the century. UNCTAD forecasts are even more
pessimistic concerning growth rates and financial disequilibria. Com-
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bined with a rapidly growing labor force that cannot be absorbed in
agricultural sectors, this report sees an explosion of unemployment in
developing countries.
For the moment, there is yet no foreseeable end to the excessively
high cost of capital. This is likely to affect the lending structure of the
private banks as well as general growth prospects. It will put strains on
concessional aid, especially of those countries that traditionally have
made the greatest efforts in this regard. The slowing down of those
economies that have the most extensive links with the developing countries, by restrictive policies and high interest rates in these economies,
will diminish export prospects of developing countries and reduce the
growth of migrant workers' remittances. The dangers to a liberal trade
system, to which we give uttermost importance, are by the same token
increased.
The concentration of private financing and of concessional aid by
some of the largest donors on middle-income countries increases the
urgent need of a majority of the poorest countries. Taking into consideration this latter aspect, we therefore express our satisfaction on
the progress made at the Paris meeting about these countries.
According to the Bank's report, the problem will be most dramatic
in Africa. I might remind you that one of the largest development
programs is the EEC-ACP Lomé II Convention, mainly directed toward
the African countries, in which my country assumes a greater role than
its relative economic strength within the Community. . . .
Luxembourg has also contributed in the same spirit to the interest
subsidy account for supplementary financing facility drawings. . . .
Another field is the adjustment program policy of the Bank, where
the cooperation with the Fund could be even closer in the present
economic environment. This would be in the sense of the North-South
dialogue, of which we keenly expect a renewed impetus at the upcoming
Cancún meeting.
In conclusion, if the new decade took a gloomy start for many
countries, the forthcoming discussions should reaffirm the inescapable
need for cooperation and solidarity between countries on the world level.
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FIFTH JOINT SESSION1
STATEMENT BY THE GOVERNOR OF THE FUND
AND THE BANK FOR VANUATU
Kalpokor Kalsakau
I should like very briefly to say how appreciative I am of the words
of welcome which have been accorded to Vanuatu on her admission to
membership in the World Bank and the Fund. It is with sincere pride
and pleasure that my country takes her place in this forum this week
for the first time.
The Bank and the Fund are important institutions even when—and
regrettably it is only too rarely that this is the case—economic events
are moving or turning in our favor. They become crucial when—as too
often recently—the tide is turning against us. For these Annual Meetings, and the very important discussions that take place in the Interim
Committee and the Development Committee, provide us with some of
the very few occasions when ministers and officials of both developed
and developing countries can sit down together in such numbers to try
to work out solutions to pressing problems—some of which are faced
by one group or the other, and others by all of us. A great effort, a good
deal of understanding of each other's points of view, indeed, some compromises will be required if some of those problems are to be resolved.
I hope that the Bank and the Fund will find in us a constructive and
pragmatic new member. In the same spirit I hope that those institutions,
of which I am proud to be a Governor, will over the years be understanding of our problems and circumstances, and responsive to our
needs.
STATEMENT BY THE GOVERNOR OF THE BANK FOR VENEZUELA
Ricardo Martínez
I am greatly honored to be representing Venezuela once again at the
Annual Meetings of Governors, an appropriate forum for examination
1
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of the international economic situation and for discussions which, we
hope, will lead to decisions that contribute effectively to the solution of
the serious problems affecting the great majority of countries, especially
the less developed. We welcome the institutions' new members. . . .
This is a good opportunity to reiterate the conviction of Venezuela
and its Government that the dialogue between rich and poor countries
must be intensified, though we are aware of the scant results thus far
achieved. We ascribe that to the lack of political will to reach concrete
agreements, which has thus far been characteristic of certain developed
countries.
Such unsatisfactory results make it incumbent upon us to work still
harder to promote the cooperation of the developed countries with the
Third World and of the developing countries with each other. We note
with concern the unfortunate fact that the last few years have witnessed
a decline in international financial assistance from the rich countries
to the underdeveloped. While that assistance in and of itself cannot
totally solve our countries' problems, it can to some degree alleviate
the effects of economic disequilibria and, in particular, can supplement
each country's internal efforts.
Cooperation of this kind is of considerable importance at a time
when the world economy continues to show symptoms of disequilibrium.
World inflation persists, seriously affecting the economies of all countries.
We note with similar concern the widespread decline in growth rates
and the marked slowdown in growth in the volume of world trade.
We have argued—and recent events have confirmed our view—that
oil prices are not to blame for inflation or the economic crisis of the
West. Oil prices stopped rising some time ago, and in some cases they
have even fallen; yet the inflationary process goes on, the reason being
that it is a consequence of the economic policies of governments.
At the same time, the terms of trade of the developing countries
continue to deteriorate. As a result, their deficits continue expanding
at an alarming rate—a problem aggravated by the advance in interest
rates.
Despite the efforts under way in different international forums, the
developed countries persist in adopting protectionist measures that
severely restrict the access of developing countries' exports of manufactured goods and raw materials to their markets.
As I pointed out earlier, while financial cooperation alone cannot
solve the problems of underdevelopment, it does provide an irreplaceable
form of assistance for the internal efforts of the poor countries. We
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are therefore compelled to appeal once again to the developed countries
to fulfill their commitments under the international development strategy
by reaching, in the course of this decade, the target of devoting 1 per cent
of their GNP to foreign aid, including 0.7 per cent in the form of official
development assistance.
Venezuela, a small Third World country with great needs, has always
been well aware of its duties of international solidarity and has given
concrete expression to its will to cooperate with sister countries in the
developing world.
We are pursuing bilateral cooperation with other less developed
countries, especially in Central America and the Caribbean, while at
the same time fostering efforts in multilateral organizations to seek
solutions to the problems of the most needy countries.
In this regard, we wish to state before this assembly that the commitments assumed by Venezuela under multilateral agreements now total
$5.252 billion. They are being implemented in the framework of such
international and regional financial institutions as the International
Monetary Fund, Inter-American Development Bank, World Bank,
OPEC Fund, International Fund for Agricultural Development, Caribbean Development Bank, Andean Development Corporation, Central
American Bank for Economic Integration, Inter-American Savings and
Loan Bank, and Andean Reserve Fund. . . .
Since 1974, we have provided bilateral financial assistance totaling
$1.334 billion; this figure includes concessional loans, deposits, swap
lines of credit and grants, as well as assistance in the energy area through
the first oil facility, initiated in 1974, and through the MexicanVenezuelan Agreement of 1980, recently renewed, which focuses on
Central America and the Caribbean.
Total financial assistance since 1974 therefore amounts to $6.586
billion, a figure obviously representing a great effort on the part of a
country like Venezuela, which faces the same problems and difficulties
as other Third World nations.
The present Venezuelan-Mexican cooperation program is an innovative one in the sphere of financial assistance. Focused on the Central
American and Caribbean countries and signed by Presidents López
Portillo of Mexico and Herrera Campíns of Venezuela in San José,
Costa Rica, in August 1980, this program is designed to guarantee oil
supplies, now totaling 160,000 barrels per day, to Central America,
Panama, the Dominican Republic, Jamaica, and Barbados and, at the
same time, to provide them with five-year financing for 30 per cent of
their oil import bill at an annual interest rate of 4 per cent. The benefi-
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ciary countries may use these credit resources to finance the execution of
priority economic development projects, particularly those involving
the energy sector—in which case the maturity period may be extended
to 20 years and the interest rate reduced to only 2 per cent per annum.
In the course of the current year, Venezuela has allocated approximately $500 million to the program. The Governments of both Venezuela and Mexico recently confirmed their intention of continuing this
cooperation program, independently of the political situations that
might arise in either the beneficiary or financing countries, thus demonstrating that our primary interest lies in fostering progress in our region
of the world without attaching political or any other type of conditions.
In its determination to multiply the efforts being made to develop
assistance mechanisms that truly benefit the less developed countries,
Venezuela has taken part in recent discussions with the United States,
Canada, and Mexico on an increase in aid funding for Central America
and the Caribbean, a region very dear to Venezuela and referred to by
President Reagan in his address at the opening session of these Meetings.
Internationally, financial assistance provided by the various countries
has been measured as a percentage of gross national product. In Venezuela's case, the percentages have been as follows:
Year

Per cent of GNP

1974
1975
1976
1977
1978
1979
1980

2.21
2.30
1.30
1.78
1.20
1.62
1.80

We are well above the 1 per cent figure set for the developed countries
under the United Nations Strategy for International Development, while
the official aid component of that 1 per cent in our case is also well over
the 0.7 per cent target.
From the standpoint of what has been called the "return effect"
obtained from assistance, the aid provided by Venezuela has an additional merit. Of the financial assistance given by the industrial countries,
a high percentage returns to the donors themselves through purchases of
necessary equipment and other imports by the beneficiaries, while financial aid given by developing countries does not return to them but rather
finds its way to the industrial countries where the recipient countries
purchase the capital goods and equipment essential to the implementation
of their development plans.
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On the domestic scene, a new five-year development plan has been
introduced in Venezuela, for the period 1981-85. It focuses on ensuring
an acceptable level of growth, redistributing the benefits of that growth,
meeting the basic needs of the population, and increasing both the efficiency of the economy and its external orientation, especially in the
context of the Andean Pact. The plan provides for the continuation of
our cooperation effort as well as the introduction of major structural
adjustment policies designed to place the economic and social development process on a firmer footing over time.
It is Venezuela's hope that the world community will succeed in overcoming present difficulties, in soon reaching a situation of greater prosperity, and in progressively eradicating the ills that afflict it.
STATEMENT BY THE ALTERNATE GOVERNOR OF
THE BANK FOR VIET NAM
LeHoang
It is an honor for me to address this Thirty-Sixth Annual Meeting of
the Boards of Governors of the International Monetary Fund and the
World Bank on behalf of the delegation of the Socialist Republic of
Viet Nam.
I should first like to take the liberty of expressing our appreciation to
the Chairman for his capable conduct of the Meetings. . . . We thank
the management and staff of the Fund and the Bank, whose diligent
efforts have contributed to the smooth functioning of these Meetings.
Despite the prolonged world economic crisis, several relatively encouraging events mark our entry into the 1980s: the international
community has solemnly reaffirmed its determination and resolve to
cooperate in the search for means of introducing a new international
economic order; the number of "poor-world" countries achieving independence and economic autonomy is steadily increasing, their resources
and labor forces contributing significantly to the world economy. The
lives of all could well have been better had it been possible to control
the negative trends of the world economy more effectively. However,
unprecedented inflation, record unemployment, prolonged monetary
instability, and stagnation—if not recession—are having a serious impact on the economies of almost every country in the world, in particular
the developing countries because of the extreme vulnerability of their
economies. Indeed, in addition to the economic difficulties noted above,
most developing countries must also cope with shortages of foodstuffs
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and the problems of energy, capital, equipment, and technology; in
short, they must meet the full challenge of development.
International economic interdependence is such that it behooves all
governments and international institutions to contribute to resolving
these urgent problems. We have taken note of the efforts of the Bank
and the Fund in recent years to implement new formulas for assistance
with a view to fulfilling some of the financial requirements of the developing countries. We share the concern expressed by the Development
Committee and the Interim Committee with regard to the present and
future difficulties of the developing countries, in particular the poorest
of them. The proposals of these two committees with respect to finding
capital for assisting the developing countries, especially capital at reasonable rates of interest, should be closely studied and acted on promptly
by the Bank and the Fund.
We should now like to address the problem of Bank and Fund relations with member countries. The common goal of these two organizations is to help the developing countries improve the standards of
living of their inhabitants and to develop their economies, thereby contributing to the prosperity of every region and of the world as a whole.
Viet Nam's efforts are in harmony with this objective. Overcoming
numerous difficulties, Viet Nam is doing everything possible to dress its
war wounds; at the same time, it is focusing its efforts on achieving
scientific, technical, and economic development as rapidly as possible
so as to make up for so much lost time. To this end, Viet Nam has
resolved to broaden its external relations despite the unjust partial
economic blockade aimed against it.
In this connection, we should like to pay homage to the realistic and
understanding positions taken by several Western countries, in particular
the Nordic countries, as well as to the fraternal support received from
numerous developing countries in favor of the reconstruction and development of Viet Nam.
As regards international and regional institutions, Viet Nam is maintaining good cooperative relationships with the United Nations and all
its specialized agencies and with other individual organizations such as
the OPEC Fund, the Kuwait Fund, and others.
I should like to take this opportunity to extend our sincere thanks to
the representatives of the member countries, international organizations,
and regional organizations that have supported and continue to support
the just cause of Viet Nam on the grounds of principles of equality,
mutual respect, and reciprocal interest in cooperation.
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In the economic and monetary spheres, since joining the Fund and
the Bank, Viet Nam has attacked its problems in order to fulfill properly,
as its capacities permit, its obligations as a full-fledged member of both
organizations, this despite certain unjustifiable discriminatory measures
against it.
We appreciate the realistic attitude of the Fund's Managing Director
with regard to the gradual recognition of our rights as a member country.
We do, however, hope that the Fund will respond to Viet Nam's legitimate requests that it be able to avail itself of the different credit arrangements in just the same way as other member countries do. ...
Finally, we should like to take this opportunity to wish the Chairman
of the Annual Meetings, the Governors, and the new President of the
Bank the greatest success in carrying out their important work.
STATEMENT BY THE GOVERNOR OF THE BANK FOR BANGLADESH
M. Saijur Rahman
. . . I would also like to welcome at this stage the new members of
the Bank and the Fund. We have listened with great interest to President Reagan's address and noted with reassurance the continued support
of the United States for our two institutions. We are also grateful to
the Managing Director of the Fund and the President of the Bank for
their very thoughtful and forthright statements.
At the conclusion of last year's Annual Meetings in October 1980, a
broad consensus had emerged on the role of the World Bank and the
International Monetary Fund in the 1980s. There was widespread
appreciation among the developing and the industrial countries of the
assistance that the developing countries will need in the 1980s to
improve their levels of living and to facilitate the structural changes in
their economies required by the changes in external environments.
It was also appreciated
—that all previously planned programs of international assistance,
including those of the Bank and the Fund, must be re-examined in
order to determine how the increased and urgent needs of the
developing world could be met;
—that these institutions must mobilize substantial additional resources to take into account the unexpected rates of inflation, the
sharply deteriorated current account deficits of the developing
countries due to the rise in prices of oil and other imports, reduction
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in their export earnings due to recession in the industrial countries,
increased requirements for energy investments, and requirements of
the People's Republic of China;
—that there was indispensable need for increasing development
assistance to the non-oil developing countries, particularly for the
low-income countries;
—that the industrial countries have to follow appropriate adjustment
policies, improve market access for the exports of the developing
countries, avoid protectionism, and reduce undue reliance on monetary policies, with a view to reducing the heavy burden of adjustment which under those policies fell mainly on the developing
countries.
Unfortunately, we are sorry to say that very little progress has been
achieved on the consensus that we thought was arrived at among the
members of these two institutions, and we note with deep concern the
relentless deterioration of the short-term and medium-term prospects
for the developing countries and the apparent unwillingness of many
developed countries to pursue policies supportive of international development and greater international assistance.
The Annual Reports of the International Monetary Fund and of the
World Bank, the World Development Report 1981, and the World
Economic Outlook published by the Fund—all indicate that the international economic situation continues to remain difficult and is deteriorating, particularly in the developing countries. A number of major
industrial countries continue to face recession; energy costs continue to
remain high, as do inflation and interest rates. Fluctuating exchange
rates, almost negligible growth of world trade, and declining prices of
primary commodity exports of non-oil developing countries have led to
serious balance of payments pressures and depressed their investment
programs. The growth rates of the non-oil developing countries, mainly
because of a shortage of critical resources and also because of their
dependence on the markets of industrial countries, declined further in
1980-81. The combined current account deficits of the non-oil developing countries, which reached $84 billion in 1980, almost 80 per cent
higher than the level of 1979, are expected to go up to $97 billion this
year, and will probably exceed $100 billion in 1982. Further, a serious
deterioration has taken place in the relative terms of trade of the
developing countries.
The most disappointing feature of the international development
scenario is the picture regarding net disbursement of official development assistance (ODA). In 1980 the total flow reached 0.37 per cent
of donor aggregate GNP, of which only 34 per cent was available to the
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low-income countries. Most disconcerting, however, is the fact that only
10 per cent of ODA was available to the least developed countries.
With aid flows much below the desired and recommended levels, and
practically no access to the commercial bank resources, one could seek
some compensation through exports and benefits of trade—a course
vigorously advocated by international institutions and bilateral donors.
Here also the low-income countries continued to be left behind. Their
exports could not grow fast enough to match the rising cost of oil and
imports from industrial countries.
The middle-income countries have been more fortunate in this respect
in the past decade. The increase in developing countries' export purchasing power during the 1970s breaks down into $105 billion for oil
exporters, $118 billion for middle-income oil importers, but a mere
$3 billion for low-income oil importers. Low-income oil importers'
export purchasing power was almost one-third lower in 1980 than in
1970—in contrast to the middle-income countries, whose purchasing
power increased by almost two thirds. This is a clear indication that the
deteriorating terms of trade had the most devastating effect on those who
could afford it the least—and my own country is a serious casualty of
this phenomenon to which I shall revert shortly.
What is most depressing and frustrating are the projections made by
the World Bank and the International Monetary Fund for the decade
as a whole. Under the optimistic "high-case" projection of the World
Development Report, as well as the "scenario A" of the Fund analysis,
per capita income for the low-income oil importing countries is projected to grow only 1.8 per cent in the next decade, compared with
3.4 per cent for the middle-income oil importers and 3.1 per cent for
the industrial countries as a group. Under the "low-case" scenario, the
situation is much more precarious permitting no more than 0.7 per cent
per capita growth for the low-income oil importing countries, compared
with 2.1 per cent for the middle-income oil importers and 2.3 per cent
for the industrial countries. Thus, even under the most favorable circumstances, that is, the "high case," the gap between the rich and the
poor countries (including the gap between middle-income and lowincome countries) will widen in this decade, and this effect will be
considerably aggravated under the less favorable circumstances. Is it
not a shame for the international community that at the end of a century
of unprecedented technological, economic, and social advances in many
parts of the world 850 million people may still remain consigned to a
situation devoid of a minimum element of human dignity?
In the low-income countries the identified adjustment problems appear to have no short-term solution. Apart from immediate balance of
payments needs, the longer-term tasks of investments and restructuring
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will require a decade or more of increased support with concessional
funds. The time scale is even longer for the least developed countries
where the essential foundations of economic development infrastructure,
human capital, commercial networks, and administrative machinery at
all levels are still at the nascent stage. It is in the context of these prospects that a UN Conference on the Least Developed Countries was specially convened last month in Paris. The conference finalized and
adopted the Substantial New Program of Action for 31 least developed
countries outlining in detail the objectives, goals, and strategy of development for these countries and also the support measures needed from
the international community for realizing the Program of Action. Though
significantly short of expectations, the conference in general terms agreed
to double ODA to the least developed countries by 1985. It was also
gratifying that most donors reaffirmed their commitment to provide 0.7
per cent of their GNP as ODA in the immediate future. The hopes
generated in Paris call for urgent positive action not only by the bilateral
development partners but also by the multilateral agencies.
Exhortations for structural adjustments on all fronts, such as expansion of exports, containment of energy demand, steps for increasing
energy supplies, and rearrangement of financial flows, are no doubt well
conceived. Admittedly, structural adjustment is a must for long-term
stable and viable growth. But is it not unrealistic to expect the developing countries to tackle all areas of adjustment simultaneously? While
concentrating on food and agriculture, the most important area for
import substitution for many developing countries, no country can ignore
even modest levels of investment in education, health, population planning, supply of pure water, and, above all, for building up physical
infrastructure in the interest of medium-term and long-term growth
considerations. The chances for successful adjustment by non-oil developing countries will be small indeed if they do not receive the requisite
cooperation of industrial and oil surplus countries in this respect.
Apart from the much-discussed imbalances between the oil exporting
and oil importing groups of countries, the other problem, perhaps not so
widely recognized, as discussed by the Fund in the World Economic
Outlook, is that which exists within the large group of oil importing
countries, principally between the industrial countries and the non-oil
developing countries. Developing countries cannot expand their exports,
particularly of manufactures, if the industrial countries continue to use
protective measures against them. The needed structural adjustment of
their economies will also require time even if all the right policies are
implemented. Most important, financing at adequate levels will be
required for a number of years in support of adjustment programs. Direct
private investment in developing countries by industrial and oil exporting
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countries has no doubt a crucial role to play in that context, but in lowincome countries it is clear that the overwhelming part of the financing
need has to be met on concessionary terms.
The non-oil developing countries are receiving support toward covering a part of their current account deficits directly through bilateral loans
and grants from the OPEC countries, as well as indirectly through international lending agencies. An important new contribution to the current
account financing of Fund members, including non-oil developing countries, is the arrangement concluded by the Fund with Saudi Arabia. A
noteworthy feature of OPEC assistance, as is well known, is its untied
character. We sincerely hope that the initiative taken by Mexico and
Venezuela in helping developing countries with special measures relating to the import of oil will soon be followed by other oil producers.
Let me take advantage of this occasion to say a few words about
my own country, Bangladesh, whose 90 million people represent almost
one third of all human beings living in the least developed countries.
Almost 80 per cent of our people live below the poverty line. We have
been most seriously hit by the adverse changes in the international economic situation. While over 70 per cent of our export earnings is preempted by oil imports, there is hardly any respite from the burden of
payment for imported capital goods and industrial raw materials. The
pressure on our balance of payments has thus been severe indeed. We
are, however, determined to raise the level of living of our people and
launched our second five-year plan a year ago, placing high priority on
raising agricultural production, cutting down growth of population, exploiting domestic energy sources, and spreading mass literacy. I am glad
to report to you that in the very first year of our plan, fiscal 1980/81, we
exceeded our target of increased food production and have been making
all-out efforts to raise domestic resources. Unfortunately, however, the
full potential of growth of the economy cannot be realized due to a shortfall in the expected level of international support. Our investment
objectives and investment priorities are intended to bring structural
changes in our economy and, in fact, in our situation it is hard to distinguish between structural adjustment and development. Limited capacity to save from the present low levels of income and the deteriorating external environment have put severe constraints on our efforts.
Our terms of trade have deteriorated substantially over the past two
years, and, although we have been exporting more in terms of volume
of many of our products, export receipts have declined. I mention these
only to draw the attention of the international community to strong and
generous support needed to reinforce our national efforts. While we
note the recommendations by the Bank and the Fund to adopt outwardlooking policies for increasing exports, there is a limit to which this can
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be achieved in the short run, as there is hardly any room to cut down
consumption below subsistence levels. To generate a surplus for exports
and to exploit our domestic energy resources, we need a substantial level
of external assistance, which is known to the Bank and the Fund as well
as to the bilateral donors....
While on this subject we also urge an early agreement on the composition and terms of reference of the Task Force on Concessional Flows
in order that appropriate solutions may be found without loss of time
for the problems that currently affect the volume, quality, and the effective use of concessional flows. It has assumed special importance in
view of the need for mobilizing additional concessional resources for
meeting the urgent needs of the sub-Saharan African countries. There
is hardly any scope for diverting resources to the African countries from
other poor regions of the world. It should be borne in mind that the
largest numbers of the world's absolute poor are concentrated in South
Asia and per capita income levels in that region even at the end of the
decade, under a possible "high-case" scenario, will barely be equal to
the level obtaining in the sub-Saharan African countries at the present
time
The Annual Report of the International Monetary Fund indicates that
the institution and its Executive Board have been highly active during
the year that is just over. We are happy to note that the financial activity
of the Fund reached a new peak in terms of number of arrangements
with members in the use of the Fund's resources.
We would also like to put on record our satisfaction about the coming
into effect of the Seventh General Review of Quotas and steps taken to
place in line the quotas of the People's Republic of China and Saudi
Arabia. Though not fully meeting the expectations of the developing
countries, the Executive Board's decision on compensatory financing of
fluctuations in the cost of cereal imports to assist members encountering
balance of payments difficulties is also a step in the right direction. We
welcome the decision to establish a subsidy account in connection with
the supplementary financing facility and hope that the resources of the
subsidy account will be supplemented by donations and borrowing on
suitable terms in addition to using a part of the Trust Fund repayments.
We would like to congratulate the Managing Director for concluding a
borrowing arrangement with the Saudi Arabian Monetary Agency.
Short-term financing arrangements made with several central banks of
industrial countries will also help the Fund in augmenting its resources.
While these steps will enable the Fund to play a suitable role in recycling
international surpluses and to meet the increased borrowing requirements of its members over the next three years, we would urge caution
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in exploring the possibility of Fund borrowing from the private market
and its possible impact on interest rate structure and Fund charges. It is
in this context that we reiterate the need for expediting deliberations by
the Fund's Executive Board on the Eighth General Review of Quotas.
We cannot help pointing out that, though the financial activity of the
Fund reached a new peak, the bulk of Fund assistance to the developing
countries in recent years is characterized by high conditionality, whereas
the major part of assistance provided in the period 1974-78 was lowconditionality resources under the oil facility and compensatory financing
facility. Also, any concrete Fund actions on the proposal in the Group
of Twenty-Four's Program for Immediate Action for a new medium-term
facility in the Fund and a subsidy account for the enlarged access policy
are conspicuous by their absence in the Fund's Annual Report.
Simplification of the composition and characteristics of the SDR is
welcome, but we regret that discussions concerning allocation of SDRs in
the fourth basic period have not come to a satisfactory conclusion and
have failed to take account of the overriding principle that the SDR
should be the principal reserve asset in the international monetary system. It is disappointing that the Executive Board of the Fund has not
concluded its deliberations and made any recommendations for submission to the Board of Governors for further allocation of SDRs at an
appropriate and substantial level. We hope that the Fund Executive
Board will carry out the mandate from the Interim Committee without
any loss of time.
We have noted with great interest the reference made to Bank-Fund
collaboration in the statements of the Managing Director of the Fund
and of the President of the Bank. Admittedly, adequate collaboration
and cooperation are required and desirable between the two Bretton
Woods institutions, but such cooperation should be wholly for the purpose of helping the developing countries in following adjustment measures with adequate financial support. We would also like to point out
that collaboration between the two organizations should not mean or
lead to reinforcement of stricter conditionality which will put the developing countries in straightjackets with serious economic and social consequences and inevitable depression of their growth rates.
The developing countries have never opposed or refrained from adopting rational and realistic domestic policy reforms and changes. The
growing relationship of the developing countries with our two institutions
is clear evidence of this process. But one must not lose sight of the need
for a realistic time frame for such changes so as not to upset the fabric of
social equilibrium. For economic policies of nations, particularly the
developing ones, cannot be considered in isolation from their sociopoliti-
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cal realities, programs, and institutions. What is more important, policy
reforms in most cases can be undertaken only in the context of adequate
resource support from the international community—the industrial and
capital surplus oil countries which have been subjects of intensive discussions in the last few days.
Developments in the industrial countries in the last year or so invariably give an impression that assistance to the developing countries is
an item being relegated more and more to a lower position in the agenda
of their international concern. This contrasts sharply with positions
being taken on ideological considerations and massive planned expenditure on armaments both in the East and the West. We must not let this
occasion pass without drawing attention to the fact that the centrally
planned industrial economies have also not played their part in helping
the developing countries. The projections about the growth prospects of
these economies in this decade are, on the whole, more favorable than
those for other groups of countries. It cannot be denied that these
countries are benefiting from trade with the developing countries, the
OECD countries, and also with the surplus oil countries. It will therefore be quite appropriate to urge them to take their legitimate share and
make their legitimate contributions to assist the nations of the developing world in their efforts to improve the living conditions of their people.
During our discussions last year the recommendations of the Brandt
Commission, aptly entitled North-South: A Program for Survival, raised
considerable hopes and, in our view, provided an opportunity for an
exhibition of statesmanship and political will by the leaders of the industrial countries. It clearly brought out that most of the present world
economic problems are interlinked, and global interdependence dictates
that there can be no piecemeal solutions to these problems. The report
rightly asserted that it is in the best interests even of the developed
world to sustain and support the development of the developing world
through a massive transfer of real resources and a restructuring of international economic relationships. We therefore sincerely hope that the
ensuing Cancún Summit, which was pleaded for by the Brandt Commission, will restore momentum to the process of global negotiations which
is now in a standstill position. In the context of this meeting we look
forward to a consensus on channeling more resources to the developing
countries if the drastic consequences of the "low-case" projections are to
be avoided. The requirements for the "high-case" scenario as illustrated
by the analyses of the Fund and the Bank are certainly not excessively
demanding. Can the developed world, in all good conscience, suggest
cutting down the flow of resources which is needed for investment to
raise hundreds of millions of poor people from below the poverty line,
raising their life expectancy, and educating their children? Whereas in
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the industrial countries per capita income increased from about $4,000
in 1950 to over $10,000 in 1980 and for middle-income countries it
grew from $640 to nearly $1,600 in 1980, for the low-income countries
the improvement was from an appalling figure of $170 to $250—a gain
of only $80 per person in 30 years! Is it therefore too much to expect
that a modest part of the increase (only 3 per cent of the increase) of
the national product of the industrial countries be transferred to the
developing countries in the rest of the decade?
I am about to conclude. In recapitulation I would like to make some
observations on the issues of structural adjustments, conditionality, and
the role of private investment in engendering the development process.
So much has been made of these during the past few days in this forum
and also in the Interim Committee and Development Committee that I
feel a compelling urge to make some reference on these much-debated
issues. We certainly believe in the virtues of undertaking structural adjustments to put our economy on the right track of a sustainable development process, but it has to be appreciated that this process calls for
massive investment and a reasonable time frame. Of late, however, our
task has been made manifoldly difficult by the recession induced by the
trade-restrictive and, at times, incoherent policies pursued by a number
of developed economies with debilitating repercussions on our adjustment efforts. Would it not be unfair of the developed economies to
remain insensitive to the consequences of their policies for weaker
economies?
The idea of appropriate conditionality is well understood. But
mechanical enforcement of performance criteria, relying mainly on
soulless data without adequate consideration of the underlying objectives
which the conditionality is meant to attain, may end in fulfilling the
criteria and yet the attainment of the objectives may remain as elusive as
ever. On the contrary, objectives may be realized even though the fulfillment of performance criteria may fall short of numerical targets.
Should then a country, which under difficult internal and external situations attains the major objectives, be penalized merely because it falls
short of meeting some performance criteria mechanically? In my own
country, we have met the performance criteria on export expansion in
volume but have failed to meet it in export earnings entirely due to the
serious deterioration in the prices of our main export products. Should
the jute farmers, the tea garden workers, and the fishermen of Bangladesh who produced more by toiling from dawn to dusk under a broiling
sun for a miserable reward and wretched existence be further penalized
for failing to meet the numerical targets of export earnings? They are
not even aware that they are condemned to a wretched existence not
because of lack of endeavor on their part, but because of the unfair and
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inequitable international economic relationship. The answer lies not in
penalizing our farmers, workers, and fishermen, but in correcting the
unfair international economic relations. The area of adjustment therefore lies beyond the borders of Bangladesh. Doctrines of exchange
depreciation mechanically applied merely result in the transfer of resources from the developing countries to the developed countries through
deterioration of the terms of trade.
Concerning the virtues of market-oriented private investment, let me
remind the audience that as a general rule, the market smiles at the rich
but frowns upon the poor—and we are poor and least developed. And
yet, being in desperate need for investment resources, we have adopted a
comprehensive set of policies to encourage and promote private foreign
investment—but, except to a limited extent, we have not yet been taken
as a desirable suitor since our environment is not as attractive compared
with that of the middle-income and advanced countries. Let me assure
you that we shall continue our efforts for attracting private investment.
I wonder, however, whether the private investors would invest in small
irrigation and rural development projects, construction of jute and
fertilizer godowns, construction of primary and secondary schools,
feeder rural roads and secondary roads, jetties and harbors, and other
infrastructure projects. When we talk of private investment in least
developed countries, could we lose sight of these compelling economic
realities which certainly would not attract private investors?
What I want to say is that the doctrines of structural adjustment, conditionality, and of private investment have to be pursued with caution
and pragmatism. These doctrines should not be pursued in isolation
from the economic realities in the low-income and least developed countries, forgetting the millions of people living in subhuman conditions
whose welfare is, after all, behind all our objectives and policies.
STATEMENT BY THE GOVERNOR OF THE BANK FOR NEPAL
Yadav Prasad Pant
It is my pleasure and honor to address the Thirty-Sixth Joint Annual
Meetings of the Bretton Woods institutions. I would like to avail myself
of this opportunity to express on behalf of my delegation and myself,
sincere gratitude to the Government of the United States of America and
the people for the hospitality and warm welcome extended to us. I
would like to extend our felicitations to President Ronald Reagan for his
remarkable and inspiring address to this meeting. . . .
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The decade of the 1970s has belied our hopes and aspirations. To
our utter disappointment, the 1970s turned out to be the decade of
turbulence characterized by a dramatic increase in the price of oil, high
rates of inflation, a slowdown in economic growth, and mounting
unemployment.
As we were stepping into the 1980s—the Third Development Decade—we held an optimistic view in the last Annual Meetings that the
world economy would begin to recover steadily in the year 1980 and
onward. But it is distressing that the problems of the 1970s persisted
during the year 1980. The recession in industrial economies, high energy
costs, inflation, high interest and volatile exchange rates, and the low
growth of world trade all combined have added to the problems of
developing economies. Most countries, particularly the non-oil developing countries, which are most vulnerable to external shocks, are likely
to carry the same heavy inflationary burden in 1981 and 1982 as they
faced in 1980. It is projected that the aggregate deficits of the non-oil
developing countries on current account balance would reach a staggering figure of $97 billion in 1981 and $100 billion in 1982 from $38
billion in 1978 and $80 billion in 1980.
The World Bank's 1981 Annual Report indicates that the growth rate
of developing countries—both oil importers and exporters taken together—has been 4.6 per cent, which though hailed as being considerably more than the growth rate registered by the industrial countries,
betrays, indeed, a picture of continuing decline since the latter half of the
1960s. Moreover, if we look at the least developed countries, which are
the poorest and economically weakest among the countries of the world,
their fate has worsened. Above all, these countries have exhibited little
growth, largely reflecting the inability of the agricultural sector to expand
output.
My observations would be incomplete, if I fail to touch upon the main
problems of development faced by the least developed countries. The
teeming millions living in these countries continue to suffer from poverty,
illiteracy, unemployment, starvation, and diseases. The GDP of these
countries has been growing at a rate barely enough to offset the growth
of their population. Apart from the low rate of investment in these
countries, purchasing power of exports has continued to fall over the
years due to the decline in the prices of those exports. The rise in the
prices of oil, food, and development goods has further aggravated the
balance of payments situation of these countries.
Given the present trends, prospects for these countries are indeed
bleak in the 1980s as well. Quite obviously, this situation is not acceptable to the 268 million people living in the least developed countries
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and should not be acceptable to other developing and developed countries as well, if we believe in the peace, harmony, and common destiny
of mankind.
It is, therefore, gratifying that the UN Conference on the Least
Developed Countries held in Paris last month adopted a Substantial New
Program of Action for the 1980s, designed to overcome the economic
maladies of the 31 least developed countries of the world. Apart from
stressing the need for making special efforts to increase assistance and
liberalize aid modalities, the Program of Action deals with several matters that are of crucial importance to the least developed countries.
I want to emphasize here, as we did in Paris, the need to implement
the Substantial New Program of Action. The successful implementation
of the Program depends on improvements in the practices and management of both least developed countries and their partners. The donor
countries and other multilateral agencies should make their best efforts
to improve the aid modalities, quality, and effectiveness of official development assistance. In fact, the international community should not only
be willing to take a liberal attitude, but should also be prepared to readjust existing aid practices as well as other standard approaches to
development problems and to introduce changes in the existing conditions and procedures of foreign aid. There are many areas where the
standard cost-benefit approach is irrelevant or needs substantial modification. Similarly, in many areas the problems are so obvious that much
time and money need not be wasted in studies alone.
We look forward to the outcome of the North-South Summit, due to
be held at Cancun, Mexico in late October of this year. We hope that
this summit would promote an environment of better understanding and
cooperation between the developed and the developing countries, and
provide direction for an enhanced action program in the areas of trade
and development.
May I now mention briefly our own efforts for development. Nepal
has been making intensive development efforts over the past 25 years.
Substantial progress has been made in building up physical infrastructures and development institutions and in expanding social services such
as health and education. The difficult topography and landlocked situation of the country, problems of a deteriorating hill environment, soil
erosion and deforestation, increasing pressure of population growth and,
lately, the rapidly rising cost of imports have been major constraints
frustrating our development efforts. In search of a reasonable rate of
real GDP growth in the short term to medium term, we have adopted a
strategy in our Sixth Five-Year Plan (1980/81-1984/85) which emphasizes investments in programs designed to increase production at a faster
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rate, to promote productive employment, to ensure the availability of
basic needs in food, energy (fuel wood), and potable water, and to promote health services, primary education, rural development, and population programs. This development strategy calls for participation of the
private sector in trade, manufacturing, tourism, transportation, construction activities and, of course, agriculture.
We have drawn up a Substantial New Program of Action for the
decade of the 1980s. The Sixth Plan corresponds to the Program in the
first half of the decade. This Program of Action has been designed to
address the problems of low productivity, sluggish growth in vital sectors
of the economy, and unemployment, and to improve long-term development prospects. The target is to achieve an annual GDP growth of
4.3 per cent for the first half of the present decade, and 6.2 per cent for
the second half. For the attainment of these objectives, the agricultural
sector is required to grow by 3.2 per cent and 5.5 per cent and the
nonagricultural sector by 5.6 per cent and 7.0 per cent during the
respective periods. Our New Program of Action envisages an investment
level of $4.9 billion during the 1980s.
In stepping up our development efforts, we, for our part, are prepared to make strenuous efforts to mobilize additional internal resources.
In our budget for the current fiscal year, we have also tried to mobilize
our domestic efforts, which the administrative machinery can implement
effectively, and after meeting the regular budget, more than 40 per cent
has been set aside for the development budget. Nevertheless, we have to
look for external financing, and in this respect the estimate for the
implementation of the New Program of Action has been to the tune of
$3 billion. We are hopeful that this Program of Action will be fully
implemented with the cooperation of the international community,
especially the rich nations and multilateral institutions. .. .
In view of the important role of the Fund and the Bank in the transfer
of resources to the LDCs, we support the proposals that the resource
base and lending capacity of these multilateral financial institutions be
increased....
In Nepal, oil imports in 1980/81 accounted for 42 per cent of export
earnings as compared to 36 per cent in 1979/80. This has put severe
pressure on our balance of payments. There is, thus, an urgent need to
develop alternative energy sources in the country. Fortunately, Nepal
is endowed with abundant water resources. The proper harnessing of the
huge hydropower potential of our rivers would not only make us selfsufficient in energy but also contribute to the energy needs of neighboring
countries. For this, Nepal needs financial and technical assistance on
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a massive scale from international sources. Regarding Nepal's approach
to water resources development, I would like to quote what my sovereign,
King Birendra, speaking on behalf of the regions represented in the UN
Economic and Social Commission for Asia and the Pacific and the UN
Economic Commission for Western Asia, expressed in his address to the
United Nations Conference on the Least Developed Countries, "We wish
to move ahead hoping that the international community will respond to
cooperate with us and the countries of our region will work in concert
for both the mutual and regional benefits. Indeed, it is the sector that
holds the key to meet our development needs including the protection of
our ecosystem."
. . . The responsibility of the Fund to promote international monetary
cooperation, and to help its member countries to cope with the difficulties arising from a substantial increase in the magnitude of payments
imbalances, has assumed greater significance. The liquidity and resource
position of the Fund should be improved so that the member countries
may have access to these resources on more liberal terms. There is at
present a clear need of increased resources to be at the disposal of the
Fund on a more permanent basis. We favor quota increases in the context of the Eighth General Review of Quotas, because they not only
strengthen the Fund's financial base and enhance lending operations
based on its own resources but also form the basis on which contributions
to Fund resources, voting power, SDR allocations, and access to Fund
resources are determined.
Regarding SDR allocations, as the Fund is committed by its Articles
of Agreement to work toward the objective of making the SDR the
principal reserve asset in the international monetary system, it would
be consistent with the spirit of the Articles to decide on allocations of
SDRs for the fourth basic period in order to redress the falling trend of
SDRs in relation to other reserve assets.
In conclusion, I would like to emphasize the key feature that underlies world stability and socioeconomic growth in the long term. This
feature is the principle of international cooperation and solidarity—the
only principle which holds the key to solving the problems of deterioration in the world economic outlook and the grim prospects ahead. We
are all sharing an increasingly interdependent world and must recognize
that poverty anywhere in any form is detrimental to the attainment of
lasting prosperity everywhere. We have accepted that the main responsibility for accelerating socioeconomic growth in the national scene lies
with the respective countries themselves. But the global interdependence
manifest in almost all economic activities leads us to seek international
understanding and cooperation in our national efforts. Moreover, it is
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in the interests and to the advantage of both the rich and poor countries
for the latter to succeed in their struggle against poverty and underdevelopment. Consequently, we must all sacrifice narrow economic
interests and work together for the welfare and betterment of all humanity. I believe that the creation and maintenance of an orderly and
equitable international economic system is the responsibility of all, and
more so of those who are better equipped and capable to influence the
course of actions toward the attainment of this common objective.
STATEMENT BY THE GOVERNOR OF THE FUND FOR ISRAEL
YoramAridor
It is my pleasure to address this forum for the first time as Governor
for Israel. I would like at the outset to congratulate the Managing
Director, Mr. de Larosière, the President of the World Bank, Mr. Clausen, as well as their staffs for outstanding performance and leadership.
The instability of the world economy and its causes have adequately
been analyzed by previous speakers. The policies implemented by various governments and international organizations have been far from
answering this problem. There is, probably, something missing in economic theory. On the one hand, the remedy for stagflation—inflation
combined with unemployment—has not yet been found. Monetary and
fiscal stimuli, meant to drive down the rate of unemployment, have in
most cases merely accelerated inflation. On the other hand, tight money
and fiscal restraint, meant to subdue inflation, have too often only
aggravated unemployment and discouraged investment.
This is a problem faced by many nations; actually it divides us all
into monetarists, fiscalists, inflationists and deflationists, demand-siders
and supply-siders, whereas we would rather be practical economists.
Israel is among those nations facing this problem, and we try to develop
our own way of solving it. We believe that this situation calls for a
combined effort affecting the three "ex's" which are common to many
countries, those being expenditures, excessive taxation, and expectations.
First and foremost, we have determined that unemployment cannot serve
as a tool to overcome inflation. It is not only the social predicament
created by unemployment but also its negative economic effects. Unemployment means less production, but it does not necessarily mean defeating inflation. More often than not it brings about stagflation. Taking
this into account, we in Israel find ourselves having a unique experience
by dealing with a special dilemma: a democracy trying to overcome
three-digit inflation without increasing unemployment and without totali-
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tarian measures. In avoiding unemployment, the only solution lies,
therefore, in a continued expansion of the economy. The solution must
stem from economic growth, but this growth, in order not to enhance
inflation, cannot be generated by increased public consumption. We
thus have to decrease the proportion of public budgets in the economy
and depend upon growth led by private initiative. In order to achieve
that, private savings must be encouraged, and in a country suffering
from a high rate of inflation, this means a full indexation of savings. This
is what we are doing. This is the side of the expenditures.
As I have outlined before, our tactics also entail a reduction of
taxes, coinciding with a decrease in public expenditure. Our recent
experience in 1981 shows that a decrease in the rate of taxation was
accompanied by a real growth of 9 per cent in government revenue. One
could surmise that this phenomenon tends to support supply-side economics. Of course, there is a possibility that the relation between tax
reductions and additional economic activity is not direct but was caused
by a third element, namely, expectations.
The economic coin is unique in having three, and not two, sides, the
third one being expectations. The conventional economic concepts were
unable to provide satisfactory answers to this side of the coin. When
economic measures lead in the right direction but people do not believe
that they will continue, this suffices to neutralize their effect. The
expected rate of interest influences already the inflation rate of today,
not that of tomorrow. A major difference between politics and economics is, so it seems, that today's politics shape the future, whereas in
economics, in a bizarre but real way, it is the future that shapes the
present.
Until now, the analysis of expectations was always done in the context of a given economic policy and its effects on expectations, but
expectations should be perceived as a real factor dependent not only on
what is done, but also on how it is done. The same economic measures
taken in a dramatic or even in a drastic way could nourish expectations
that are very different from those that would have followed the same
policy had it been implemented gradually. We in Israel believe in the
gradual implementation of economic measures, because it creates more
confidence in the ability of the Government to stick to a given policy.
We should realize that in the economic field a solution always creates a
problem. We have to see to it that the problem created is of lesser
magnitude than the problem solved. Thus, a careful and gradual approach is called for. It is therefore imperative that the Minister of
Finance should be a careful man—but it is still unclear why a careful
man would agree to be the Minister of Finance. Being careful, we see
©International Monetary Fund. Not for Redistribution

GOVERNOR FOR ISRAEL

179

to it that while we implement sometimes dramatic measures, we dedramatize them. Expectations are also evident as a real factor in the
developments we experienced on last Monday, which was also called
"Blue Monday." In Tokyo and in London the stock exchange dropped
sharply, while at the same time it rose in New York. One cannot explain
this by different circumstances because they were the same, but the
expectations in each country were different.
Therefore, the time is ripe for developing the economic concept of
expectations which will be based on the psychological aspect of the
economy as a real factor, depending no less on how things are done than
on what is being done. In developing economic psychology, the question
is whether its theoretical foundations will be laid first or implemented
first. But this concept must be developed and the person who will do
so will no doubt be the laureate of the Nobel prize for economics. Undoubtedly, he will not come from among us, the politicians. It has
already been proven that the Nobel prize in economics, unlike other
fields, is strictly given not for practical achievement but rather for
giving advice to others.
Far-reaching improvements in Israel's inflationary pressures occurred
as a result of policies that were implemented. The pace of inflation
declined considerably during the first eight months of this year, and at
the same time exports continued to grow rapidly. We are confident that
the consistent continuation of these policies will gradually help to solve
the economic problems confronting us.
One must recognize that adjustment is a prolonged process; in the
interim, deficits must be financed. We would all like to see a proper
role for the International Monetary Fund and the World Bank in aiding
adjustment and structural change. The poorer the country, the longer
the process of restructuring. Therefore, intermediate targets must be
set and achieved.
Preference clearly should be given to low-income developing countries; however, middle-income developing countries should not be left
to fend for themselves, risking setbacks in their achievements and losing
the opportunity to overcome their difficulties in the foreseeable future.
A possible instrument for reaching this goal would be the further
expansion of cofinancing by development institutions, together with
commercial banks.
International aid is justified and likely to succeed only if its recipients
do their part by adopting the correct policies. For this reason, the
Fund's policies of consultations and surveillance can be of value, pro-
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vided they are applied flexibly, with full consideration of the particular
circumstances of each country.
We believe quotas should continue to serve as the main source of
Fund liquidity. Israel welcomes the Seventh General Review of Quotas.
Ways should be found to shorten the intervals between Quota Reviews,
beginning with the Eighth General Review. We also would expect that
the criteria for determining quotas be made more flexible, so as to reflect
adequately the dynamic development of trade.
The encouragement of growth and development is to a great extent
predicated on the reduction of protectionism. Industrial countries and
international organizations must do their share in removing obstacles
to trade.
Israel looks forward to the day when peace treaties will cover not
only its relations with Egypt but with the whole Middle East. On that
day, the people of the Middle East will turn their energies from strife
and contention to the material and spiritual challenges that the modern
world has in store for them.
Israel extends a hand of friendship to the African countries as well
as other developing countries. We can offer them technological assistance, stimulating their food and agriculture development. The time has
come to work together again. Israel strongly believes in the rewards of
international cooperation of all countries. This is a natural resource
that has no limits. Let us mobilize every available resource, our efforts,
and goodwill so that we may see our dreams become reality.
STATEMENT BY THE GOVERNOR OF THE BANK FOR THE PHILIPPINES
Cesar Virata
On behalf of the Government of the Republic of the Philippines and
on behalf of our delegation, I would like to welcome the two new member countries in the Bank and the Fund: the Republic of Vanuatu and
the Kingdom of Bhutan. . . .
We are gathered once again amid a world economic situation that
offers many non-oil developing countries little to base their hopes on
in the decade of the 1980s. The sluggish growth of the developed
economies and relatively high inflation rates have resulted in the progressive deterioration in the terms of trade of non-oil developing countries.
Trade protectionism remains unabated. Consequently, the current
account deficits of these developing countries continue to mount from
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an aggregated $84 billion in 1980 to projected figures of $97 billion
in 1981 and $100 billion in 1982. Meanwhile, prospects for financial
assistance, concessional as well as nonconcessional, have become uncertain following the surge of interest rates and the instability of the
exchange rates of the major currencies.
Our responsibilities and our commitment to our peoples nevertheless
remain—to provide a strong foundation for the long-term improvement of their quality of life. Toward the realization of our goals, many
developing countries, including the Philippines, have been engaged in
structural adjustment for development and growth. This process, however, takes time and requires the support of the international community.
Moreover, we cannot overemphasize the fact that the balance of
payments disequilibria currently prevalent among the non-oil developing
countries derive mainly from unfavorable external developments such
as adverse movements in their terms of trade, recessionary conditions
in industrial countries, continued protectionist practices in developed
economies, and the general uncertainty in the financial markets brought
on by high interest rates and volatile exchange rates.
If the balance of payments problems of this group of countries are
to be resolved, their adjustment efforts must be accompanied by parallel
acton on the part of the industrial countries. Anything less will render
our adjustment efforts ineffective. It would also raise questions about
the appropriateness of subjecting adjustment programs to more stringent
conditionality characterized by traditional deflationary policies and
exchange rate measures. On this score, we strongly support the Managing Director of the International Monetary Fund in his call for surveillance that is to be conducted broadly and symmetrically, and not only
on countries using Fund resources.
We are convinced that the substance of conditionality must be defined
neither by the tightness of its prescriptions nor by the strictness of its
application. It must be determined rather by the appropriateness of its
design to the problems of each country and to the specific set of circumstances that surround them. Above all, as stated by the Group
of Twenty-Four, for such programs to be effective, they must be based
on a social consensus for adjustment. They must also be multilaterally
addressed, involving not only the deficit country but also its principal
trading partners. We, therefore, express our apprehension over calls
for stricter conditionality.
We recognize that there should be strict adherence to a program that
is appropriately designed. However, we must be mindful of the fact

©International Monetary Fund. Not for Redistribution

182

SUMMARY PROCEEDINGS, 1981

that external circumstances may require modifications of such a program.
Given this premise, we cannot help but wonder if the call for stricter
conditionality is not merely a cover for a lack of sensitivity to the urgency
of expanding the Fund's resource base through a quota increase. By
forcing a decline in the growth of developing countries, it is, of course,
possible to reduce current account deficits to levels consistent with the
limited resources of the Fund. This approach reminds me of the
legendary figure who cut off his victims' legs to fit them to the length of
his bed.
As the developing countries have time and again stated, appropriate
adjustment in the current situation must promote economic and social
growth. It must involve measures designed for the achievement of real
gains in international trade. It must encourage the flow of resources
into developing countries on terms that would not aggravate their debt
situation. Furthermore, as recognized in the communiqué of the Interim
Committee, the imbalances of developing countries are structural in
nature and stem mainly from external developments unfavorable to
them. As such, the success of our adjustment efforts depends to a large
extent on international support. Our exports must be allowed to flow
unhampered into industrial markets. The financing for our investments
for adjustment must be forthcoming from both the multilateral financial
institutions and governments as well as from the international capital
markets and investments from the private sector.
Industrial countries should therefore not only avoid further restrictions
but also liberalize trade. As the Managing Director said, it is of little
use to enjoin developing countries to provide exports if these exports
will only encounter protectionist barriers. Industrial countries should
also adopt policies that would not cause undue disturbances in the
financial markets, noting that unstable exchange rates and successive
interest rate shocks will further strain the financial system. They should
support further expansion in the resources of the international financial
institutions. In this regard, they should reconsider their position on the
allocation of SDKs and be more forthcoming in bringing about an
increase in Fund quotas. They should also hasten subscription to the
general capital increase of the Bank and undertake measures to expand
official development assistance.
We have been disappointed by the failure to reach agreement in the
Interim Committee on the allocation of special drawing rights. It is the
responsibility of this body to oversee the development of a monetary
system conducive to growth, trade, and the prosperity of all members.
Toward this end we have a mandate and a commitment to establish a
centrally managed international reserve system based on the SDR as
the principal reserve asset.
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The case for further allocation of SDRs has been well expounded by
the Group of Twenty-Four and needs only to be briefly reiterated
—The SDR has declined from 7.2 per cent of global reserves in 1972
to only 3.6 per cent in 1980, contrary to the role for which it was
designed;
—An allocation to restore the share of SDRs to the level in 1972 is
modest and therefore noninflationary especially if this merely
replaces the reserve currency component of international reserves;
—The attractive yield on SDRs will inhibit its excessive use, an allocation is therefore unlikely to exacerbate inflationary pressures;
—Global inflation is primarily determined by the domestic policies
of reserve centers;
—No allocation will convey the wrong signal that we have abandoned
the internationally agreed objective of making the SDR the principal
reserve asset of the system.
There have been no convincing arguments against the foregoing
points. On the contrary, we note the inconsistency in the position of
those opposed to further allocation on the grounds that this will expand
unconditional liquidity while they continue to reap the benefit of such
expansion for themselves through issuance of their reserve currencies.
It may further be noted that Eurodollars increased from about $150
billion in 1970 to more than ten times that amount in 1981.
We also regret the failure to agree to hasten the process of the Eighth
Quota Review, thus dimming the prospects for an early quota increase
urgently needed to meet the liquidity gap foreseen in the Fund. While
this gap may temporarily be covered by Fund borrowing, such resources
are more expensive and lead to market-related charges to members. The
higher rates, in combination with the conditionality imposed, will discourage member countries from using Fund facilities. This may further
erode the influence of the IMF in the global adjustment process. We
therefore reaffirm that the appropriate solution to the current liquidity
problems of the Fund must lie in a quota increase. We nevertheless
recognize the need for the Fund to borrow at this time, and its recourse
to official sources for these borrowings is consistent with the cooperative
nature of the Fund. . . .
The problem of energy remains a major concern of non-oil developing
countries. The problem calls for a two-pronged approach of conservation
and expansion of energy supply. In general, however, the scope for
conservation is limited as energy consumption in these countries is<»at
very low levels. In South Asia, for instance, per capita energy consump©International Monetary Fund. Not for Redistribution
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tion has been estimated at one barrel of oil equivalent per year as compared to over 50 barrels per capita for many developed countries.
Further cutbacks in energy consumption in non-oil developing countries
would thus exert a negative impact on the development process. In this
light, there is an urgent need to expand energy production in these
countries. For many of them, new and renewable sources of energy
offer significant possibilities, such as biomass programs. . ..
We are also restructuring various sectors of our industry. We are,
moreover, in the process of reforming the financial system to accelerate
the mobilization of domestic resources to meet the long-term financing
needs of our economy. These adjustments, we believe, will lead to
greater efficiency for growth, production, trade, and employment. . . .
We
sector
in the
in the

have heard views advocating an expanded role of the private
in the development process. Underlying these views is a belief
operation of the free market system to effect greater efficiency
allocation and use of scarce resources.

The Philippines fully subscribes to the principle of private enterprise.
This is clearly reflected in the large role of the private sector in our
economy as well as in the principal role that we have assigned to it in
our development plan. We believe in the need to strengthen the private
sector and we have broad-ranging programs to achieve this.
It should be recognized, however, that private enterprise and free
market forces do not always lead to an optimum use of limited resources.
Otherwise, the production and distribution of illegal drugs, for instance,
would not be prohibited. Cigarettes, which even the Surgeon General of
the United States has determined to be dangerous to health, and other
consumer products of dubious value in terms of developing country
needs would continue to attract investment resources away from highpriority activities. Private enterprise therefore needs to be guided into
areas of economic activity that are conducive to the attainment of
economic and social development objectives.
In addition, there are areas in which the public sector must play a
more direct role. Provision of social services and basic infrastructures,
for instance, is in large part inherently unprofitable but necessary for
development. The public sector, therefore, must itself take on these
activities. It may be noted that in most cases government infrastructure
projects are contracted to private enterprise.
Further, there may be high-priority areas of investment activity to
which, because of substantial capital requirements and long payback
periods, private enterprise may be reluctant to come in. In these cases,
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the public sector must play a pioneering role, until such time that the
private sector is ready to take over.
The close interaction between the private and the public sectors in
the development process suggests that international assistance, particularly from the multilateral financial institutions, cannot be extended to
one at the expense of the other. The specific circumstances of developing countries in fact indicate that continued and enlarged support to
public sector activities should itself enhance the objective of expanding
the role of private enterprise.
Furthermore, the prescription for private sector reorientation is
something that cannot be uniformly or universally applied across the
developing world. In some cases, the sociopolitical choice is for a
greater public sector participation. In others, the levels of literacy, skill,
and entrepreneurship are inadequate to support a greater role for the
private sector, compelling the government to assume the main burden
of the development effort.
Increasing reliance on the private sector also presupposes increasing
reliance on the market mechanism. This would not be difficult to accept
if major world markets worked smoothly, competitively, and without
artificial impediments. But we all know that there are all sorts of market
restrictions and oligopolistic practices in the very countries that espouse
increasing reliance on markets. Protectionist barriers, agricultural
subsidies, acreage controls, and restrictive international agreements
abound among the major economies.
The Multifiber Arrangement (MFA), for example, was ostensibly
set up to promote the orderly expansion of the textile trade and the
reduction of barriers to such trade. It has, however, been turned into a
restrictive protectionist device by the actions of its more influential
signatories. It is well known that textile manufacturing is one of the
simpler industrial processes in which developing countries have a comparative advantage. Yet, this clear market signal is frustrated because,
as stated in the World Development Report 1981, ". . . the EEC, the
members of the European Free Trade Association, the United States and
Canada have all developed elaborate protective systems for textiles." The
latest information on MFA negotiations indicates that only a 1 per cent
annual growth in textile exports will be allowed—not even enough to
match population growth.
The World Development Report 1981 abounds in other instances. It
reports that Swedish taxpayers pay an annual subsidy of $50,000 for
every $20,000-a-year job in the Swedish shipyards; that Canadian consumers pay $500 million a year to provide an additional $135 million
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of wages in the clothing industry; and the Japanese consumers pay eight
times the world price for beef without, however, making Japanese
farmers eight times better off since it costs them that much more to
produce it.
The European Community's Common Agriculture Policy (CAP)
is another elaborate protectionist device that badly distorts the workings
of the market mechanism. The World Development Report 1981 notes
that while sugar is a commodity produced at least cost in the tropics,
the EC has become the world's leading exporter after Cuba. It further
says: "Over the past decade, European buyers have had to pay 1.4 to
5 times the world price for milk powder, 1.5 to 4 times the world price
for butter, 2.5 times the world price of soft cheese, twice the world price
for beef, and 1.5 to 2 times the world price for grains." The Report
adds that "European consumers pay these differentials, and they also
pay taxes to cover the losses incurred by disposing of surpluses at world
prices or by diverting them to inferior uses, such as animal feed supplements. It has been estimated that the CAP's total cost to EC consumers came to $11 billion in 1976." It may be noted that while
Western Europe is willing to pay this sum to distort markets, protect
inefficient industries, and depress markets for exports from primary
producing countries, some major European countries are opposed to an
SDR allocation of 12 billion which is only nominally larger than the
estimated subsidy extended by the EC for 1976 alone.
If there is a benefit to be derived from our situation today, it should
perhaps be, as President Reagan stated, a deeper consciousness of the
fact of global interdependence. Our common predicament should give
us all a more acute sense of our responsibility to establish an international environment truly supportive of development. With President
Reagan, we look forward to Cancun for the potential it holds as an
opportunity for an exchange of perspectives among our leaders. It is
our hope that it will mark our new resolve to work together toward
the realization of the vision we all share of a peaceful and prosperous
world.

STATEMENT BY THE GOVERNOR OF THE BANK AND THE FUND
FOR SRI LANKA
Ronnie de Mel
On this, my fifth consecutive appearance before this assembly, I wish
to reaffirm Sri Lanka's thanks to all those who participate in organizing
these Meetings. As a former public administrator myself, I am apprécia-
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tive of the immense amount of hard work at all levels called forth by
events such as this. I extend my thanks as well to the United States
which, as always, succeeds in adding extra dimensions to our temporary
presence here. We welcome Bhutan and Vanuatu into our fold.
I offer our tribute to the Managing Director of the International
Monetary Fund, Mr. de Larosière. He continues to work ably and
indefatigably on behalf of and with his various constituencies. The
implementation of policies with respect to enlarged access to Fund resources is the direct outcome of his initiatives. They reflect his pragmatism, which we all recognize and respect. . . .
May I also express the hope that our exchanges here will be constructive and cooperative. The lives of many millions will turn on the
decisions we reach and the new trends we set in motion. Let us therefore continuously remember that we are here to strive on behalf of
others whose most pressing aspiration is a better life. Recent events
have in some ways worked against that aspiration, and we should not
allow negative factors to gain the upper hand.
Pessimism can become pervasive. World pessimism can become allpervasive. Those of us who are vested with the awesome responsibility
of managing the finances of poorer countries can become so embroiled
in our difficulties that we become obsessed by our problems. As a corrective, we should remind ourselves that a combination of domestic
endeavor and external support has brought about fundamental changes
in the lives of many of our people. Food production has increased.
Health standards have risen, and with them, life expectancy. Educational facilities have improved, leading to greater literacy. Homes have
been built; transport systems expanded. Agriculture has developed.
Dams and power stations have been constructed. Factories have gone
into production, creating wealth and jobs for the people. It is important
for us to acknowledge these great advances, because the alternative is
to succumb to the false notion that development assistance all goes down
the drain. This is not so, and Sri Lanka in the last four years, and other
countries in our region, are outstanding examples of progress in many
spheres.
Having said that, I should point out that for many of the non-oil
producing, low-income Third World countries, the past two years were
a period of grim difficulty, primarily due to external factors beyond our
control. Global inflation, recession, energy prices, interest rates, volatile
exchange rates, declining official development assistance, adverse commodity prices, and protectionism have bludgeoned us all. These pressures are likely to survive well into 1982, and even beyond, thus
affecting our development plans—and the lives of our peoples. When
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we are asked to put our houses in order it should be remembered that
the disorder was created by factors outside our shores.
Let me briefly refer to some of the trends which tell their own story.
The year 1981 will mark the fourth consecutive year of deterioration
in the terms of trade of the non-oil developing group as a whole, leaving
their composite terms of trade some 12-13 per cent lower than in 1972.
At the same time, the purchasing power of their exports is estimated
to grow at only 3 per cent annually for both 1980 and 1981. The
corresponding figure in the first three years after the 1974-75 recession
was 9 per cent. The combined current account deficit of these countries
rose from $58 billion in 1979 to an estimated $82 billion in 1980, and
will probably rise to $97 billion this year.
The average rate of inflation for this group of countries rose from
19 per cent in 1978 to 24 per cent in 1979 and 32 per cent in 1980.
Meanwhile, high interest rates have had inevitably serious repercussions.
In relation to the gross national product of developing countries, the
interest burden has increased more than fourfold in the decade 197080. This year, interest payments will absorb 7 per cent of export earnings. Similarly, high and volatile exchange rates pose nightmarish
problems. So do discriminatory barriers to trade.
Sri Lanka is a typical example of a country plagued by these circumstances. In 1978, an Investment Program was drawn up by our Government to put the balance of payments on a viable footing while providing employment for our youth, land and irrigation for our farmers,
homes for our homeless, and hydroelectric power—the best and cheapest
renewable source of energy. Radical policy measures were implemented: on the monetary side to mobilize domestic savings; on the
fiscal side to cut back consumption and subsidies in order to release
resources for investment; on the exchange front, a realistic exchange
rate and liberalization of controls to give appropriate incentives for
production and export. The entire program was endorsed by both the
Fund and the Bank and by a consortium of countries aiding Sri Lanka.
The people endured the widespread hardships consequent to the enforced cuts in consumption and subsidies, as they could see the light at
the end of the tunnel—the prospect of quick economic growth, development, and employment for themselves and their children.
Then the unexpected happened. The unprecedented cost increases
last year and this year, due to world inflation and due to circumstances
beyond our control, have undermined the entire program and upset the
most careful calculations. Within the space of two years since 1978,
the cost of our investment program has increased beyond recognition,
threefold and even fourfold. As far as we could, we have taken into
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consideration the emerging resource constraint and readjusted our priorities. I have even pruned my budget drastically. Then cost escalation
has taken place once again. The entire additional burden of these new
cost increases has been cast on our slender internal resources—a burden
far too great for us to bear.
Sri Lanka, as I indicated, provides a case study of a non-oil producing
developing country whose own carefully programmed development efforts have been jeopardized by external factors over which we have no
control. Must we repeatedly face these shocks, with all their attendant
repercussions for our people? Or will the international community help
to sustain the domestic endeavors of our countries?
We are often advised that our salvation lies through structural adjustment which is sensitive to both national and international realities.
But when structural adjustment is beginning to show results by the
development of export-oriented industries, we find the demand structure moving against us, causing further hardship. Should the response
then be successively large doses of structural adjustment as the only
policy option available for low-income countries? How far can we
adjust without creating new problems? How far can we adjust without
creating political and social upheavals? How far can we adjust without
bringing our people to complete penury? These are human questions
and must be approached from that perspective.
The Bank and the Fund have a responsibility—indeed, an obligation—to devise special programs for countries wracked by these problems, and, in that process, both institutions must be able to count on
the support of the developed countries. We do not ask for charity. We
do not accept the myth that developing countries are either so imprudent or so incompetent that they must be fiercely watched over. We
acknowledge that conditionality in Bank and Fund operations is inevitable. But conditionality that fails to understand and accommodate the
political and social conditions of individual countries can only lead to
disaster. The remedy may well prove worse than the disease, if it leads
to political and social upheaval. How much hardship can our already
long-suffering people bear, in the hope of a better tomorrow?
We have therefore to examine the major issues before us against the
background of external trends disrupting the domestic efforts of the
world's disadvantaged countries. We are not assembled here to go
through an academic exercise. Nor is it our purpose to indulge in confrontational rhetoric. We have an opportunity to pool our experience
and views in such a manner as to create a constructive consensus. Sri
Lanka approaches this responsibility with its own challenges and prob-
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lems in mind, but also with profound awareness of the burdens carried
by all developing countries. There is no joy in poverty wherever it
exists, and our purpose must be to help improve the well-being of all
peoples. We should also ask the question: Is this one world, as we so
often proclaim, or is this two worlds, or even several worlds? . . .
Reverting to Fund matters, let me say that we appreciate the successful efforts to increase members' access to Fund resources. We
also applaud Saudi Arabia in particular and several other countries for
cooperating with the Fund to expand its resource base for promoting
external adjustment and financing. These borrowing arrangements are
crucial during this transitional period. But it is our firm conviction
that quotas should be the primary base for Fund operations. For this
reason I wish to comment on the forthcoming Eighth General Review
of Quotas on which work has already started.
The Fund has not only been growing in membership, more important,
it has assumed new responsibilities. Quota structures should reflect the
evolving nature and characteristics of the Fund. We are agreed that
quotas are clearly too small. The financing gap and lengthy period
required for adjustment point to an overwhelming need for Fund credit.
This could be satisfied only by increasing quotas substantially.
Let me point out, however, that the existing quota formulas have a
built-in bias against less developed countries. The need for resources
and the growth potential of a country should be explicitly recognized
in quota calculations. As a cooperative institution, the Fund should
maintain a balance between the economically strong and the economically weak. We must be practical in our approach to these problems,
and I propose early agreement on a large across-the-board increase to
meet the present challenge.
Turning to SDR allocations in the fourth basic period beginning
next January, I urge that there should be no interruption to allocations.
We cannot, on the one hand, talk in terms of a commitment to make the
SDR the principal reserve asset and, on the other, be a party to a decline
in its role—which would be inevitable without a fresh allocation. Our
view is that there should be an immediate and substantial allocation of
SDRs.
There has been recent speculation in the international media as to
whether the Bank and the Fund should play the role of "Santa Claus"
or "Ebenezer Scrooge." Neither comparison is appropriate. Development finance is not charity. International economic cooperation is not
a matter of rewards and penalties. For both developed and developing
countries international economic cooperation is a matter of self-interest.
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And self-interest, in national and international terms, is an instinct
that we ignore at our peril.
The international economy has reached a state of interdependence
in which collective action is vital to the preservation of mutual interests.
For instance, if economic growth is sustained in the developing countries, these countries in turn will increase their imports of manufactured
goods from industrial countries by some 10 per cent in the current
decade. Economic assistance and an overall improvement of global
economic management clearly benefit the international community as
a whole. The role of developing countries in world output and trade
has been steadily expanding. Curtailment of this role will be felt internationally—not only in the developing countries. The present crisis
in the developed world can only be solved by helping the developing
world to raise the living standards of its peoples. There is no other way.
Let us remember as well that there is a direct and demonstrable link
between economic development and political stability. Economic disparities and economic stagnation inevitably produce political turbulence.
And as some recent events have shown, political turbulence in the
developing regions of the world creates ripples that are felt in far distant
places.
Finally, let us not forget the human factor. The coexistence of affluence and poverty in the international system is an affront to the conscience of mankind. The statistics of poverty and of economic retrogression have been repeated so often that they have all but lost their
meaning. Those statistics represent people. Their fate and future are
at stake. To ignore that reality is both irresponsible and unjust.

STATEMENT BY THE GOVERNOR OF THE FUND FOR NEW ZEALAND
Warren E. Cooper
. . . I would like to welcome Vanuatu and Bhutan to membership in
the Bank and the Fund. Vanuatu is a neighbor of ours in the Pacific
and we wish it well.
Everyone present is aware of the economic difficulties confronting
many members of these institutions. The World Development Report
of the Bank paints a somber picture of the economic environment in
which member countries struggle to maintain a reasonable pace of
development. The world economic situation is correctly described by
the Annual Report of the Fund as "difficult and disappointing in im-
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portant respects" notwithstanding signs of progress in dealing with some
of the problems.
Adjustment to the second round of large increases in oil prices has
been better managed than was adjustment to the first oil shock. This
improved performance has been achieved because the major industrial
countries have exercised better control over their monetary aggregates.
Also, increases in wages appear to have been more restrained than in
the period following the first shock. A most encouraging sign is the
break in the previously close link between economic growth and oil
consumption. These are all positive developments and we welcome
them, but unfortunately the process of adjustment is nowhere near complete and the immediate prospects of most countries are still daunting.
A number of speakers, particularly those from developing countries,
have highlighted the difficult choices now confronting their governments.
The World Development Report aptly sums up their dilemma with the
question, "How can developing countries achieve growth with equity
and sustained human development?" Very often those who face the
most difficult adjustment problems are the very countries least well
placed to adjust. Countries which are poor in natural resources and
whose domestic industrial development is modest have only limited
options in the short run for adapting their economies to a changing
external environment.
Further, there is the possibility that programs that provide the basis
for long-term development could be at risk in periods of budgetary
stringency. While this year's World Development Report suggests ways
cuts can be made with the least damage to human development, the
choices to be faced are still painful.
A major constraint on the non-oil developing countries, but one that
is not confined to these countries, concerns the financing of current account deficits. While private financial markets have accomplished recycling better than many of us anticipated and prospects for channeling
funds to deficit countries during the rest of 1981 are reasonably satisfactory, there are, however, major uncertainties as to the availability of
adequate funds in the medium term. If the deficits of non-oil developing countries continue on their present scale, prudential considerations
may curtail the flow of private credit. Should this happen, the countries
most likely to be affected would be those with a large foreign debt and
with inadequate adjustment policies. This would be a special problem
for some smaller, less diversified countries with limited capacity to
adjust. They would face particularly difficult problems in raising funds
to finance their deficits.
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The prosperity of the major economies is fundamental to the health
of the global economy. The industrial countries rightly regard the sustainable growth of their own economies, and the consequent increase in
international trade, to be one of the best ways of assisting developing
countries to improve their own economic circumstances. For this to be
effective, however, those same countries will have to ensure that their
growing economies are open to the exports from other countries. An
essential feature of the adjustment process is the expansion of activities
which earn the foreign exchange to pay for energy and other imports
and to service foreign loans. New Zealand is a country that has experienced restrictions in export markets for some of its major products and
fully supports the position on protectionism endorsed by the Interim
Committee.
While growth and open trading policies in the industrial countries
are vital to solving world economic problems, market-oriented self-help
policies are not an adequate response in themselves to the situation. I
am therefore reassured to recall that the major industrial countries, in
the words of the Declaration of the Ottawa Summit, "are committed to
maintaining substantial and, in many cases, growing levels of official
development assistance."
Altruism apart, there are two important reasons why the more developed nations, of which New Zealand is one, must continue to take
special measures to accommodate the particular needs of the poorer
countries. The first is that the benefits that derive from accelerated
development are in fact mutual. The more efficient utilization of the
world's resources that results from integrated world economic development contributes to enhancement of the welfare of all nations, developing and developed. Secondly, if we fail to accommodate the special
needs of the poorer countries, the basis for international cooperation on
global problems will disappear. . . .
Few of the issues that come before the Bank and the Fund are clearcut and the issue of quotas is such an issue. While there is general
acknowledgment of the need to increase the Fund's quotas, the structure
of the Eighth General Review of Quotas is a particularly complex issue
that is going to occupy a good deal of our time over the next few years.
Quota subscriptions have the very basic role of providing capital to
finance the Fund's operations. Few aspects of the Fund's activities will
not be affected by the decisions that are taken on this issue. The
increasing demands that are being made on the Fund's resources, and
the consequent ambitious borrowing program that is now under way,
lend a degree of urgency to the question of quotas.
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Changes in international financial markets and institutions alone
cannot restore the world economy. They must be accompanied by
changes in domestic economic policies that ensure that each country
adopts policies to adapt its own economy to the radically changing situation in each case. This involves not only the maintenance of soundly
based export industries but also the often very painful need to reevaluate our whole posture toward the development of existing industry.
Sound energy policies are central to this strategy and I draw attention to three aspects: energy conservation, the development of energy
sources, and the introduction of substitutes for scarce forms of energy.
We in New Zealand have taken major steps in all three areas. Energy
conservation has been based on realistic energy pricing. The search for
new sources of oil, coal, and geothermal energy has been pushed ahead
with vigorous government support with some significant success. Finally,
we are confident we will be able to construct a large and technologically
advanced plant for the production of synthetic gasoline from natural gas.
At the same time, we have been critically re-examining our existing
industrial structure and have shifted the emphasis in our policies away
from import substitution and toward the promotion of an exportoriented and generally more efficient economy. As the Fund's World
Economic Outlook itself notes, this has placed our economy in a
stronger position now than it was before the first round of oil price
increases in 1973. All in all, I feel we have responded positively and
imaginatively to the energy challenge. We have been fortunate in discovering sources of energy which leave us confident of our ability to
handle the future. While other countries may be less fortunately placed,
I am sure that the pattern remains the same; each country must reevaluate the potential energy resources at its disposal and use them to
develop its other resources in the most effective manner.
The difficult prospects before us, together with the legacy of unfinished adjustment by many countries to the disturbances of recent
years, provide a severe challenge to governments the world over. With
sound and continuing policies of adjustment, together with the developments we can foresee in the world financial system, I believe we need
not be pessimistic about our capacity to meet the challenges before us.

STATEMENT BY THE GOVERNOR OF THE BANK FOR PORTUGAL
Joâo M. F. Salgueiro
I would like to start by joining my fellow speakers in welcoming the
Governors of the new member countries to our institutions. I also want
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to express my gratitude to the Government of the United States for the
wonderful hospitality provided to us. ...
It is a great pleasure for me to take the floor at these Annual Meetings
of the World Bank and the International Monetary Fund. Portugal
attaches great importance to these Meetings as they provide each member an opportunity to present its problems and to express its views on
the policies followed by both institutions, so as to tackle the problems
confronting the international community of nations. These Meetings
have been on several occasions the rallying point for actions that have
enabled the Bank and the Fund to adjust policies to the changing and
not always coincident situations confronting their members.
As we hold this meeting, the world economy is experiencing conditions that cannot yet be described as satisfactory. Persistent inflation
and unemployment, difficulties with the operation of the adjustment
process, unstable exchange rates, and rising protectionism are among
the highly disquieting elements of the world economic situation. Slow
growth remains a key feature of the international economy, and large
imbalances in external current account positions are not expected to
recede markedly in the immediate future. Low-income and middleincome countries have been experiencing growing difficulties. Their
export earnings have deteriorated sharply due to the slowdown in the
expansion of exports and the deterioration in their terms of trade.
High interest rates together with increasing external debts have placed
an extra burden on these countries.
An encouraging sign comes, however, from the decision taken by the
leaders of the major industrial countries, at the Ottawa and Paris meetings, to boost significantly their aid to the world's poorest countries.
Some encouraging signs come, as well, from the progress which appears
to be emerging on the anti-inflation front and from changes in the
relationship between economic growth and oil consumption. In connection with this, it should be noticed that major industrial countries, among
others, have been trying to monitor more closely the rate of growth of
their monetary aggregates, and this is essential to reduce inflation. However, the burden of anti-inflation policy both in 1980 and in the first
half of 1981 has fallen too heavily on monetary policy. It looks like
fiscal policy has followed a smaller degree of restraint. Thus, governments should make an additional effort to reach a better balance between
public income and expenditure. The results, in terms of growth, employment, and inflation of the policy mix that has been mainly pursued are
so discouraging as to warrant a different course of action.
Before turning to the Portuguese economic situation, let me join
previous speakers in their concern over rising protectionism. It is
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essential that countries, particularly the more developed ones, resist any
protectionist pressures. It has been generally recognized that protectionist measures, whether in the form of open or hidden trade restrictions
or in the form of subsidies to help declining industries, not only undermine the dynamism of economies but also aggravate inflation, unemployment, and the overall level of welfare. Thus, it is necessary to
preserve the effective operation of an open multilateral trading system,
even if this implies structural adaptation to changing world conditions.
As regards the Portuguese economy, it has in recent years achieved
significant results in some major areas. After a stabilization program
negotiated with the Fund, the current account was brought into balance
and our access to international financial markets improved considerably.
More recently, inflation was substantially reduced, investment picked
up and, for the first time in the last four years, unemployment dropped
and wages increased in real terms. However, while we were still adjusting to the second oil shock, we had to face a third shock, namely, the
"dollar shock." The rise of the dollar in world markets, coupled with
highly volatile interest rates, poses major problems to our economies,
as we all know too well.
On other fronts, too, developments are not much more encouraging.
Slow, or even negative, economic growth, and the continuation of protectionist attitudes in some quarters, make it very difficult for our firms
to maintain, much less to expand, their sales in our traditional markets.
We must not forget, for example, that European countries absorb about
three fourths of our exports. Emigrant remittances and receipts from
tourism, which in our case represent a major source of foreign earnings,
are also suffering from the slowdown in economic activity in member
countries of the European Community and the European Free Trade
Association. In addition, we had in 1981 one of the worst climatic
years of the century, causing sharp reductions in agricultural output and
electricity production. It is estimated that these will imply an increase
in our import bill of about US$400 million.
This is the situation we face at present, at a time when we envisaged
proceeding with the structural adjustments required to develop our
country and prepare it for EC membership. As a result, we feel that
some adjustments in policy are necessary, and we intend to adopt a
policy mix to keep our current account deficit under control, contribute
to greater efficiency, and avoid a further acceleration in inflation, while
providing the momentum for faster growth and a reduction in unemployment. A major effort is also being made to reduce the budget deficit
by controlling government expenditures and reducing the share of
resources absorbed by the public sector. As we know, this is not an
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easy task, particularly since we are also trying to cope with other needed
adjustments. Besides, we do not believe that we can solve our problems
simply by means of demand management policies. This may be appropriate for highly industrialized countries, but not for low-income or
middle-income countries, such as Portugal. Our major concern will be to
concentrate on the supply side of the economy. We have to modernize
our industry, develop our export capacity in the manufacturing sector,
and reduce its energy consumption needs. We have also to increase
dramatically the productivity of our agriculture and reduce our dependence on imported energy. If we are not able to cause these major
objectives to materialize in these vital sectors in the next few years, we
will be confronted with persistent and increasing balance of payments
problems; inflation and unemployment will remain as well at unacceptably high levels. International organizations such as the World
Bank and the Fund have to be aware of these realities, since they are
crucial for the process of overcoming present difficulties.
Leaving now the problems of the Portuguese economy, we would
like to refer to the fact that in the last few years the Fund, while
confronted with a sharp increase in the demand for its resources, has
found innovative means of coping with new problems. In response to
these increased demands and new problems, the Fund has expanded its
operations and adjusted in a number of ways to the realities of its
member countries, in a manner which is a gratifying proof of its strength,
flexibility, and vitality. In this regard, I would like to refer, in particular,
to the completion of the formal adoption of the Policy on Enlarged
Access to Fund Resources which allows for the commitment to provide
credits up to 450 per cent of its quota to each member. This was made
possible thanks to the size and early completion of the Seventh General
Review of Quotas and to the persistent and successful policy pursued by
the Fund in supplementing its own resources. The Policy on Enlarged
Access to Fund Resources may well have far-reaching consequences as
regards the role of the Fund in the adjustment process. Before the
implementation of this policy, the amount of resources made available
by the Fund was rather modest. As these resources are becoming closer
to the financing needs of members, a wider acceptance and implementation of the adjustment measures prescribed by the Fund is to be expected.
On the other hand, the Eighth General Review of Quotas will contribute
to enhancing the new Fund policy. It is to be hoped that any major
technical and political problems involved in this revision will be dealt
with expeditiously so that a timely implementation of the Eighth General
Review of Quotas becomes possible. It is our conviction that the highest
priority should be attached to the goal of expanding the Fund's own
resources.
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Another major issue that recently has been the subject of extensive
debate within the Fund is the question of whether there should be a
new allocation of special drawing rights. It is rather disappointing that
no progress has been made so far on this matter, after what seemed to
be a wide acceptance of the view that such allocation was justified for
a number of good reasons. We therefore support the proposals put
forward by some members to extend the current basic period by another
year or two. But we are of the opinion that this matter, namely, the
question of SDR allocations, can no longer be usefully discussed in an
isolated way. It is our conviction that it ought to be considered in the
wider context of the control of global liquidity. . . .
A major task before the Bank and the Fund has to do with the
consolidation of past gains and with moving ahead in ways that will
foster economic growth in both industrial and developing countries. We
share the belief expressed here by many previous speakers that cooperation among our countries within these two institutions will yield major
progress toward these objectives.
STATEMENT BY THE GOVERNOR OF THE BANK FOR AFGHANISTAN
A. B. Samandari
It is a great privilege for me to represent the Government of the
Democratic Republic of Afghanistan at the Annual Meetings of the
Boards of Governors of the World Bank and the International Monetary
Fund
The world economic situation continued to be grim and depressed
during 1980-81. The leading capitalist industrial countries are faced
with continued unbalanced external payments accounts, rampant inflation, unstable rates of exchange, and high unemployment. The sharp
edge of all these crises is aimed toward the working class and small
producers. The increase in consumer prices of Western capitalist countries, as a group, is estimated at 12 per cent and the rate of unemployment at 5.7 per cent in 1980.
For many of the non-oil developing countries, the years 1980 and
1981 proved to be a period of increasing stresses and strains. A great
number of developing countries are bogged down in economic backwardness and poverty, hunger, illiteracy, and illness—conditions that
are dominant in these countries. These countries are debarred from the
changes that bring about economic and social advancement. This situation stems from the fact that imperialism and colonialism have been
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defeated in the political struggle but, nevertheless, were able to maintain
their position in keeping a number of newly independent and underdeveloped countries under the yoke of economic domination and social
backwardness. Imperialism and colonialism have been able to utilize
the advantages of their newly built pyramid of new colonialism to create
further complications in their economic domination over the developing
countries and to accelerate their economic plundering and looting of the
national wealth of these countries. The aggressive military pacts, political leverages, and gigantic monopolies, among which multinational
monopolies play a paramount role, are preventing the developing
countries from achieving their economic independence. In addition to
economic and even military pressures, financial and technical assistance
of the Western industrial countries to the developing countries is oftentimes subject to the acceptance of the capitalistic way of development
by the developing countries.
The countries that refuse to implement the pattern of development
imposed on them by imperialism will be subject to economic pressures
of various types. Such countries are faced with obstinate opposition by
imperialism and internal reaction which resist real social and economic
changes in these countries. Every country has the right to choose its
social and economic system for its development and progress as it
deems necessary.
One of the problems that the non-oil developing countries face is the
day-to-day increase in the prices of imported goods. The prices of
exported goods are declining, whereas a balanced ratio between export
and import prices must be maintained for these countries. The pressures
of repayment of external debt on such non-oil developing countries are
increasing. For the non-oil developing countries as a whole, such payment,
which consists primarily of interest on external debt, rose from US$27.5
billion in 1978 to US$50 billion in 1980. In this context, the external
government debt of the least developed countries should be written off,
and the government debts of other developing countries should be
reviewed from the point of view of prolongation of the period of repayment as well as scrapping of these debts. Monopolistic low prices on
raw materials and monopolistic high prices on industrial goods have
to be eliminated. The share of the non-oil developing countries in the
imports of the capitalistic developed countries is declining from year to
year. In terms of volume, export growth of the non-oil developing
countries, which was of the order of around 11 per cent in 1978,
dropped to 9 per cent in 1979 and further to 8 per cent in 1980.
No significant recovery is expected in 1981, given the sluggish state of
demand in the principal Western markets. Facilities must be introduced
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to abolish unequal and unilateral tariffs and nontariff restrictions by the
capitalist developed countries against goods imported from the developing countries. The aggregate current account deficit of the countries
in this group rose sharply from US$58 billion in 1979 to around US$82
billion in 1980, and it is expected to reach US$102 billion in 1982.
The financing of the deficit not only required a substantial amount of
external borrowing, but also resulted in virtual cessation of reserve
accumulation in these countries.
In view of the above-mentioned problems, flow of official development assistance at concessional terms, without any strings attached from
the developed countries, assumes crucial importance. It is tragic that
such assistance has been at best stagnating and, in real terms, might
even be declining.
We believe that restraining the arms race and disarmament will open
new economic horizons for the developing countries.
I shall now turn to describe briefly the development in the Democratic
Republic of Afghanistan. Afghanistan, being kept in the position of
backwardness, shares with other developing countries problems such
as a low level of national income, economic and social backwardness,
and other difficulties stemming from these factors. Moreover, the country's problems are compounded because of its being a landlocked
country. In addition to unfriendly behavior of some of the neighboring
countries, some of the Western capitalist countries have unilaterally cut
their economic assistance, contrary to the accepted standards of economic and social cooperation, which has resulted in economic hardship
affecting the economic and social progress in Afghanistan.
In this connection, the unfair decision of the Asian Development
Bank, the Islamic Development Bank, and the World Bank to suspend
the previously approved loans, contrary to the charters and the cooperation norms of these banks, is worth mentioning.
Suspension of assistance by these banks naturally has adversely
affected the economy of our society. It is evident that the main reason
for suspension of assistance of these banks to Afghanistan is the unfavorable result of false propaganda of the imperialistic networks against
revolutionary Afghanistan.
It is appropriate to say that the economic difficulties of the country
are the consequence of the doomed legacy of the feudalistic and prefeudalistic regimes.
The objectives of the Saur Revolution were fully explained by our
delegation during the last Annual Meetings. I would like to, if I may,
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reiterate these for the information of this distinguished assembly. The
Saur Revolution, which took place in Afghanistan nearly four years
ago, was a national democratic uprising which did away with the proimperialist, semifeudal regimes.
The aims of the revolution are to usher in general democratic changes
in all spheres, elimination of all feudal and prefeudal vestiges in social
and national relationships, promotion of social justice through free redistribution of land among landless peasants and smallholding farmers,
gradual abolition of illiteracy and expansion of education, democratization of social and political life in the country, and elimination of the
influence and all manifestations of imperialism from the economic and
social life of the country. By any standard, these tasks are stupendous.
But the undeclared and aggressive war being waged against our people
by mercenary counterrevolutionaries, aided by the forces of international
imperialism, hegemony, and regional reaction, trying hopelessly to block
the achievement of the revolutionary objectives, put obstacles before our
people.
During the first years, immediately after the Saur Revolution, and
especially after the new phase, problems connected with law and order
and restoration of peaceful conditions so vital for economic rehabilitation and restoration of infrastructural facilities, including bridges and a
communication network, emerged. Notwithstanding these obstacles,
noticeable progress has been made toward the achievement of the aims
of the Revolution.
I shall briefly review the major developments in the economy during
1980-81. At the outset, I should perhaps refer to a development of
sociopolitical significance, namely, the establishment of the National
Fatherland Front in Afghanistan. The Front provides a focal point
for consolidation of the various strata of the Afghan people aimed at
mobilization of all national and progressive forces toward creation of
blossoming and progressive Afghanistan.
The Fatherland Front is the guardian of the Fundamental Principles
of the Democratic Republic of Afghanistan and the Saur Revolution, as
well as the driving force behind all the progressive and patriotic forces
determined to lead the country along the path of progress, democracy,
and social justice.
The establishment of the National Fatherland Front, which contributed to the economic development of the country, will also help
galvanize the people's support for the implementation of the plans of
national reconstruction and economic development.
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Considered against the background of the international economic
development and more particularly the undeclared war and the counterrevolutionary destructive activities in Afghanistan, the economic situation during 1980-81 should be considered satisfactory. It is very
important to note that, notwithstanding the aforementioned conditions,
the budget for the first time was implemented without a deficit. Furthermore, the 1360 (1981/82) budget has been estimated to be in balance,
and figures for the first six months indicate that this objective will be
achieved. This development is indicative of the sound policy of the
Government of the Democratic Republic of Afghanistan in maximizing
the use of financial resources of the country.
A slight reduction in domestic production was compensated for
through imported goods from abroad. In this connection, the assistance
from the Soviet Union has been of great importance. Provision of
essential consumer goods stemming from the assistance of the Soviet
Union to the poorer section of the society proved to be an important
factor toward price stability and its strict control. The rate of inflation
has been modest, compared with the international experience. The
Government's fiscal policy has been most helpful in restraining the rate
of inflation. Consumer prices as a whole are calculated to have risen
by 12.6 per cent during 1980-81, which should be regarded as relatively
modest.
The most dynamic sector in the economy during the year was the
foreign trade sector. Both exports and imports (nonproject) recorded
significant growth, which contributed to the maintenance of a high
level of activity and, thus, to stability of the economy. The favorable
trade balance was reflected in the sizable surplus in the external account.
In pursuance of its policy of assisting and encouraging the private
sector—alongside the public sector which will continue to play an
important role—a new foreign and domestic investment law is being
finalized which will be announced shortly. Action is also being taken
to do away with unreasonable restrictions which impede the healthy
growth of trade, and liberal facilities are being provided through commercial and specialized banks to businessmen, and commercial and
other corporate enterprises. Further, the customs tariffs are presently
under revision, and a new customs law is currently being formulated so
that expansion of trade and the opportunities for growth and investment
could be increased.
Notwithstanding the imperialistic intervention and antirevolutionary
attempts, the program of the Party and of the Government of the
Democratic Republic of Afghanistan with regard to improvement of
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the standard of living of the toiling people, economic advancement, and
elimination of backwardness is going ahead victoriously. In this connection, we loudly proclaim that the role of the brotherly and disinterested assistance of the U.S.S.R. proved a main factor in the economic growth of the country, for which we pay our sincere gratitude
and thanks.
A development of major importance in the agricultural sector, and of
special significance for increasing output in this sector, was the changes
in the land reform introduced during the current year (Appendix 1,
Decree No. 8). The land reform and its rational continuation brought
about the possibilities for redistribution of surplus landholdings to landless peasants and small-sized and medium-sized landholding cultivators.
To help farmers maximize their output, all the necessary inputs
required by them, namely, improved seeds, fertilizers, and pesticides,
are provided by the Government at concessional prices. At the same
time, prices of agricultural output, namely, sugar beet and cotton, have
been raised by the Government for the benefit of the farmers. The
Government also has exempted penalties on land tax arrears.
I have referred earlier to the performance of the external sector of
the economy. Exports at US$705.2 million during 1359—corresponding to the year ended March 20, 1981—have recorded a significant
growth of 42.8 per cent, as compared with that of the preceding year.
Commercial imports too have increased substantially, by 29.7 per cent,
to US$551.8 million. Demand for some of the principal exports, such
as natural gas, fruits, and carpets, seems to have been well maintained,
and export prices were also high. It is noteworthy that the growth in
exports, as well as imports, has been shared by both the public and
private sectors, and the growth in foreign trade turnover reflects the
high level of activity in this sector, engendered by the return of confidence to traders. The high level of foreign trade has also had expansionary effects on domestic activities, particularly in the services sector,
such as transportation and related activities. Considering the importance
of the commerce sector in the economy, growth of foreign trade also
implied expansion in employment of the labor force.
Reflecting the favorable external payments balance, the international
reserves position of Afghanistan improved further during 1980/81, the
net increase in these reserves being on the order of US$200.67 million.
However, convertible foreign exchange reserves declined further during
the year by US$72.88 million. The declining trend is persisting during
the current year.
The main task of the socioeconomic development in our country as a
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whole is advancement of the national economy and progress from the
present position of economic backwardness and improvement of the
living standards of the toiling people.
Babrak Karmal, General Secretary of the Central Committee of the
People's Democratic Party of Afghanistan and President of the Revolutionary Council of the Democratic Republic of Afghanistan (DRA),
in this connection stated, "The People's Democratic Republic of Afghanistan and the Council of Ministers of the DRA are considering the
elaboration of the current new economic mechanism not only as a separate measure, but as a dynamic and continuous process for solution of
the problems of the social life. The essence of our present economic
policy is the rationalized use of the economic mechanism for the purpose
of efficient utilization of all resources at the disposal of our country."
Ours is a least developed and landlocked country. It is my Government's policy to expand trade and other economic relations with all
countries to mutual benefit. It is also the policy of my Government to
meet its commitments and obligations fully to international institutions,
and it is our hope that this will be reciprocated by these institutions. The
task of development is a stupendous one, and we would require assistance, both bilateral and multilateral, from friendly countries, including
international institutions. It is, therefore, regrettable and unfair that the
flow of aid to our country has been suspended, even by international
institutions including the World Bank and the Asian Development Bank,
on political considerations and pressures. These pressures on our country, which is in dire need of financial and economic assistance, are
exerted because our country has chosen the path of progress, independence, and nonreliance on imperialistic countries.
The result was that work on several ongoing projects has been suspended and, in respect of some of the projects, finance has had to be
provided from our own meager foreign exchange resources in an effort
to complete the work. It is our earnest hope that the flow of economic
assistance to poorer nations from the industrial advanced countries and
international institutions will be determined purely on economic considerations as they ought to be, free from political considerations and
pressures.
The Afghan delegation would like to bring to the attention of all
members that the resources of the Bank and the Fund should not be
used as an instrument to further the political aims of imperialists and
hegemonists. The needs and aspirations of all countries, especially
developing countries, should be taken into consideration for a just and
fair distribution of these resources.
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Notwithstanding the difficulties and obstacles in the path of economic
development and in the way of normal life caused by external intervention from outside the borders of Afghanistan, which disrupt the
normal life of our countrymen, the endeavors of the Government of the
Democratic Republic of Afghanistan, nevertheless, continue in a tireless
way. Our people and the Government firmly believe that we will overcome these difficulties in the very near future. The policy that we have
chosen will surely lead us to a bright future, and we will be able to
improve our people's standard of living.
In this context, I should also refer to the new, earnest, and practical
proposals put forward by the Government of the Democratic Republic
of Afghanistan for ensuring a political solution to the situation around
Afghanistan. The proposals of the Government of the Democratic
Republic of Afghanistan, in connection with the political solution of the
situation around Afghanistan, are clear evidence of the true endeavor of
the Democratic Republic of Afghanistan toward prevention of intensification of tension in the region and creation of an atmosphere of mutual
trust and confidence among the neighboring countries through bilateral
or trilateral discussions. We hope that our neighbors may also consider
our proposals with broad-mindedness and seriously think about their
responsibilities for peace and security in this region of the world which
would greatly influence the international situation.
STATEMENT BY THE GOVERNOR OF THE BANK FOR EGYPT
Soliman Nour El-Din
It is my great honor to address such a distinguished audience. I wish
to start my statement by thanking the President of the United States for
his opening address and words of warm welcome. We share many of
President Reagan's views, particularly those relating to the need to give
more incentive to private initiatives to participate more actively in the
process of economic development.
I wish also to congratulate Mr. de Larosière for his excellent comprehensive review of recent monetary developments. . . .
According to the Fund's World Economic Outlook and the Bank's
World Development Report, the world economic situation created
serious concern, particularly for developing countries. Difficulties that
have emerged during the last decade were the result of balance of payments deficits, declining terms of trade, a growing external debt burden,
and, last but not least, inflation has indeed been one of the dominant
factors in 1981.

©International Monetary Fund. Not for Redistribution

206

SUMMARY PROCEEDINGS, 1981

As we all know, inflation in industrial countries caused many problems, not only to their own economies but also to world trade. And in
many cases inflation was exported to developing countries. Here I must
say that inflation in developing countries can be solved not only by
internal policies but also through the increase of concessional and nonconcessional flows from rich industrial countries. . . .
The middle-income developing countries are not in any better situation. Like the low-income countries they are faced with less than
acceptable rates of growth and substantial chronic deficits on their current account, and a rising debt burden. To maintain growth rates and
move toward a permissible deficit in their balance of payments, these
countries require action in both areas of trade and aid. In this respect
I should say that Egypt is one of the countries that is making good use
of aid in raising its growth rate.
As I said, the adjustment process in developing countries necessitates
a significant increase in financial flows. In particular, their access to
private capital markets will have to be substantially improved. It should
be recognized, however, that the extremely high level of interest rates
prevailing presently in the private capital market are jeopardizing the
borrowing plans of these countries and imposing a heavy burden on their
development process. Here I must say that, with all our appreciation
of the conditionality measures taken by the Fund, there is always the
fear that they will create more pressure on the developing countries in
dealing with capital markets. Also, in this respect, the Fund should be
more selective in applying such conditionality measures.
In this context the Fund has to increase its role in recycling capital
surpluses, in ensuring access of developing countries to capital markets,
and in assisting those who cannot afford the cost of commercial
borrowing.
Let me now say a few words on the role that the Fund can play,
particularly in the light of the difficulties facing the world economy.
We are all appreciative of the role the Fund is taking in international
monetary cooperation, to ensure orderly exchange arrangements and
to promote a stable system of exchange rates. Here I must say the
fiscal, monetary, and foreign exchange policies followed by the industrial countries determine to a large extent the state of health of the
world economy. Unless they are brought under the purview and followup of the Fund, the role of this great institution in this area will be
greatly weakened.
In order to enable the Fund to play its role in the adjustment and
financing process, its resources have to be increased and members'
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access to such resources should be enlarged. Although the Seventh
General Review of Quotas raised the Fund's regular resources, we hope
that the Eighth General Review of Quotas would not only take into
account the question of the overall size of the Fund resources, but also
include selective adjustments. We affirm, therefore, that the primary
source of the Fund's financing must remain the quotas of the members,
though some borrowing may be necessary until quotas can be made
adequate.
Meanwhile, we are aware of the views expressed by some individual
countries that SDR allocations would be inflationary, but in our view
the SDR is still a very small fraction of international reserve assets. . . .
I am pleased to report that Egypt is well on the road to peace and
development and that we are heading toward recovery from the economic difficulties of previous years, thanks to our concerted and serious
efforts and also sound economic management. It is our goal to achieve
a real annual growth rate in GDP of about 10 per cent, which is a very
ambitious target.
In order to achieve this target, total investments allocated for the
year 1980/81 amounted to about $3.8 billion, to be raised to $4.7 billion
in 1981/82. These investments are intended for raising the standard of
living of the masses, absorbing inflationary pressures, and attaining more
self-reliance in food production.
We have been encouraging private foreign capital inflows from all
sources to secure adequate financing for development projects. Specific
measures have been taken to organize dealings in foreign exchange with
a view to rationalizing our own exchange system and channeling foreign
exchange flows through the banking system.
Fiscal year 1981/82 will witness the continuation of the policy of the
gradual increase in interest rates to calm inflationary tendencies and
to mobilize additional domestic financial resources for development
purposes.
I would like to conclude by expressing our strong support in favor
of granting observer status to the Palestine Liberation Organization in
the Bretton Woods institutions.
Before ending my statement, I would like to express my appreciation
for all those who participated in the organization of this important
meeting. We should all remember that it is only through such exchange
of thoughts and ideas that the world of tomorrow can achieve perpetual
peace and welfare.
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STATEMENT BY THE GOVERNOR OF THE FUND FOR WESTERN SAMOA
Vaovasamanaia R. P. Phillips
I am delighted to welcome both Bhutan and our South Pacific neighbor Vanuatu as members of the Fund and the Bank. The South Pacific
island countries now have a total of five members which must only assist
the Fund and the Bank in understanding better the unique problems
facing such geographically isolated small island nations. . . .
Much has been said of the difficulties facing all countries, and in particular the poorest developing countries, in the present international economic situation which is dominated by excessive inflation, high interest
rates, uncertainties in exchange markets, and serious balance of payments difficulties. This situation has been made more bleak on account
of certain domestic economic policies pursued by some major industrial
countries without due regard to their worldwide repercussions.
Many developed countries' reaction to these difficulties has thus been
essentially partisan, exacerbating even further the problems facing the
developing countries. Surely, the problems of the industrial countries
are, in a sense, relatively far less acute compared with those of developing countries. The payments imbalance situation for many non-oil
developing countries is now reaching critical proportions, inhibiting
economic growth and in some cases causing negative growth.
Current financing patterns are largely similar to those that emerged
during the cyclical downturn following the 1973—74 period. However,
there is an important difference. This time, most LDCs have higher
debt-service ratios, and many international commercial banks have
reached maximum exposure in lending to LDCs at interest rates that
are far higher than those prevailing in the mid-1970s. All of these factors serve to limit the financial resource recycling process, while, at the
same time, the level of official development assistance also has remained
far less than what most developing countries were anticipating.
Until corrective steps are taken in this context, the future looks discouraging. For, as the World Development Report 1981 has forecasted,
official development assistance for the current decade will remain at the
very low 1980 level of 0.37 per cent of the aggregate GNP of the
developed countries against the internationally accepted target level of
0.7 per cent. Against this background, the Fund and the Bank have a
vital international financing role to play. The Fund and the Bank must
take a long-term perspective of the real aspects of the world economy
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as a whole, for these institutions are not ordinary commercial banks,
motivated solely by rigid financial considerations. We consider that the
Fund must be increasingly concerned with the real long-term problems
of countries. For this purpose, the developmental aspects of the Fund's
operations must be stressed with special attention being given to smaller
developing countries. If this development aspect is not pressed forward,
the Fund will revert to its earlier role as an international monetary
regulatory agency operating, in effect, mainly for the benefit of the more
developed countries.
The Fund should increasingly see its role as assisting developing
countries with short-term and medium-term balance of payments problems, which in turn will enable the Bank and other international lending
institutions to provide medium-term and long-term project lending. In
this context, the Fund must act flexibly, taking into account the unique
set of circumstances faced by each individual developing country. Standard formulas for development will just not be applicable to all cases.
Each country's cultural, social, administrative, geographical, resource,
and external market situation must be sensitively appraised and taken
into consideration.
The Fund must have its resources increased in anticipation of the
projected strain on the Fund's resources due to the enlarged access
policy. Early completion of the Eighth General Review of Quotas is,
therefore, imperative. Furthermore, because of the significant imbalances in the distribution of global foreign exchange reserves and the
declining share of SDKs in these reserves, the need for a substantial
increase in SDR allocations during the fourth period commencing
January 1982 cannot be overemphasized. We also believe that the
subsidy account for the supplementary financing facility must be
expanded to compensate, at least partially, for the cost of the Fund's
resources to be made available to the LDCs under the enlarged access
policy. The new cereal import assistance facility is highly appreciated.
However, to be of real value, this facility must be large enough and
must carry with it a minimum of restrictions. . . .
Of course, the developed countries find that "these are difficult times,"
but, for much of the Third World, these are indeed "crisis" times. It is
important, therefore, that the Fund and the Bank respond imaginatively
to the current international economic situation which has put the Third
World in economic distress. For, after all, it is common wisdom that the
prosperity of the affluent one fifth of the world will prove very ephemeral
if the rest of the world continues to stumble and suffer in choking economic stagnation.
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STATEMENT BY THE GOVERNOR OF THE FUND AND
THE BANK FOR AUSTRALIA
/. W. Howard
Australia warmly welcomes the two new members of the Fund and
the Bank—Vanuatu and Bhutan. . . .
These Meetings take place at a time when the need to make headway
in what is broadly described as the North-South dialogue has never
been greater. In reviewing the world economic situation, it is disappointing to note that the problems and difficulties that were outlined at last
year's Annual Meetings remain with us today. We continue to grapple
with high inflation, high unemployment, sluggish growth, and payments
imbalances. Disappointing as it is, the fact that these problems remain
with us is not surprising. I believe we have all come to recognize that
the causes of these difficulties are deep-rooted and will take time to
overcome.
Nevertheless, there are some encouraging signs. Although inflation
remains far too high, in industrial countries it is declining; many countries have reduced the rate of growth of monetary aggregates; and a
number of countries have strengthened efforts to control government
expenditure and reduce fiscal deficits.
It is important at this particular stage that pressure to reflate be
resisted. We should constantly remind ourselves of the crucial importance of continued efforts to reduce inflation—not as an end in itself but
as a means toward achieving greater economic growth and more jobs.
In this regard we fully support the views in the Fund's latest Annual
Report and the most recent communiqué of the Interim Committee,
regarding the crucial importance of controlling inflation if unemployment is to be reduced.
There has been considerable mention during these Meetings of the
"adjustment process." A few years ago there seemed to be an inclination
to limit this term to the need for countries to adjust to rising oil prices.
In fact, however, the challenge facing all countries—developed and
developing—is to implement adjustment policies directed to containing
inflation, improving productive efficiency, and achieving external payments balances.
The Fund has a key role to play in promoting positive adjustment
internationally in what is a very difficult economic environment. It must
oversee the operation of the international monetary system, encourage
countries to adopt appropriate economic policies, and help in financing
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payments deficits while members undertake the needed adjustment
efforts. Australia strongly supports the policy of enlarged access to
Fund resources to those members who are making strong efforts to
correct their balance of payments problems over a reasonable period.
Australia is particularly conscious of the difficulties that the pressure
of adjustment poses for some developing countries. They have a
pressing need to achieve and maintain a greater rate of economic development and face numerous difficulties, including that of financing development on a basis that can be afforded.
In this regard we welcome the establishment of the supplementary
financing facility subsidy account. This will enable a reduction in the
cost for the poorest members of the Fund of using the conditional
resources of the Fund. I am therefore pleased to confirm the earlier
decision of Australia to donate $2 million to that account.
Australia is pleased to note that the Fund is already playing a much
increased role in assisting member countries to make the domestic
policy adjustments required to keep their external deficits to sustainable
levels. New commitments under stand-by arrangements and extended
arrangements approved during 1980-81, all to developing countries,
totaled SDR 13.2 billion, about four times as great as the amount
approved in 1979-80.
It is heartening to hear from the Managing Director that the current
account deficit of those non-oil developing countries that entered into
upper credit tranche arrangements with the Fund in 1979 or 1980 is
now declining in real terms, in contrast to the deficit of the other non-oil
developing countries which is projected to rise further.
The financing for the Fund's expanded role in the adjustment process
should, in our view, primarily come from its own resources—namely
quotas. In this regard the Eighth General Review of Quotas has obvious
importance. Until it is completed, we recognize that the Fund needs to
supplement its resources by borrowing.
I referred earlier to the similarities in this year's and last year's world
economic situation. The projections in the World Development Report
1981 are not really very different from those in the 1980 Report. Last
year's Report, however, took the view that the so-called low-case growth
scenario was a more likely outcome than the higher-case scenario.
According to this year's Report, the main requirements for the highercase scenario are not excessively demanding. In brief, the requirements
for achieving the higher-case outcome are slightly faster growth in the
developed economies, no increase in trade barriers in those countries,
average annual increases in the real price of oil of no more than 3 per
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cent, an increase in real aid levels to the poorest countries, and maintenance of savings rates in developing countries accompanied by more
efficient use of capital.
Of all these, growth rates in the industrial countries are clearly the
most important element. Their rate of growth is crucial to the prospects
and the future of the developing countries. However, benefits can also
be achieved for them through reduced trade protection. Greater access
to growing markets would, indeed, be the most favorable external
development for the developing countries.
That having been said, Australia believes that capital flows to developing countries—and particularly concessional flows to the poorer developing countries—are critically important. We also believe that private
capital flows are a desirable means of tapping significant additional
resources, often accompanied by technology transfers essential to the
process of development. . . .
We are continuing to follow with interest the work being done by the
Bank in its structural adjustment lending program. We warmly support
this program. We stress the need for coordination with the Fund to
ensure that Bank-Fund assistance to developing countries is provided
in the most efficient way for the benefit of member countries and that
the programs are soundly based and are consistent with maintaining the
respective basic roles of the Fund and the Bank.
The International Monetary Fund and the World Bank have been
most valuable institutions during the postwar period, facilitating a liberal
trade and payments system and helping to foster rapid economic development. These institutions have shown a substantial capacity to adapt
their operations to the changing needs of member countries. Australia
will respond by continuing to give the Fund and the Bank the support
they need to play their intended, and distinctive, roles.
STATEMENT BY THE GOVERNOR OF THE BANK FOR BOLIVIA
Col. Javier Alcor eza
It is an honor for me to speak on behalf of Bolivia regarding the
concerns of the developing countries about the state of the world
economy.
The present situation, particularly for the developing countries, is
more difficult than any encountered in the past. Inflation, low growth
rates, unemployment, and larger balance of payments deficits on current
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account are the major features of the international economic scene.
For the developed countries, output growth in 1982 is not expected to
be over 2 per cent, while most developing countries which export raw
materials face reductions in real terms in the prices of their major
exports. Furthermore, there is no indication that effective mechanisms
will be found in the short or medium term to bring down world inflation rates. Policies designed to restrict demand have concentrated
mainly on reducing expansion of the means of payment, thereby substantially increasing the cost of the resources the developing countries
require if they are to achieve minimum rates of growth.
Projection of a deficit of $97 billion in the balance of payments on
current account in 1981, and of $100 billion the following year, underscores the need for urgent and effective adjustment. In its absence,
there will be deplorable product losses and human sacrifice, with a
corresponding heightening of already severe world tensions.
In today's economic conditions, there is no denying the interdependence between industrial and developing countries. Collective international well-being can be achieved only if there is the political will to
recognize that interdependence and, at the same time, to act to reduce
the inequalities between rich and poor countries.
According to the World Development Report 1981, middle-income
countries are faced with protectionist measures and intervention affecting their major export products, despite the efforts they have made
over the past decade to increase exports. Domestic moves to correct
these maladjustments are not enough; international financial cooperation, both bilateral and multilateral, is needed now more than ever.
It is for this reason we support the initiatives to increase resource
flows to the economically less developed countries now being launched
by the World Bank and the International Monetary Fund. . . .
Bolivia now finds itself in economic circumstances as difficult as any
in its history. The military Government, acting institutionally with the
support of the general population, has therefore resolved to take anticorruption measures and introduce a campaign of economic and political
restructuring. During the first three-year phase, beginning September
1981, a process of economic adjustment will be launched, with assistance
from bilateral and multilateral financial institutions.
I must stress that the Government is determined to restore the
national economy to health, and is therefore taking steps to transform
Bolivia's image abroad and restore the confidence of the international
financial community.
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The centerpiece of the short-term program consists of an adjustment
plan based on a medium-term stand-by arrangement with the International Monetary Fund, a structural adjustment loan from the World
Bank, and various projects in the gas, oil, mining, power, and agriculture sectors—to name the most important—designed to bring about a
sustainable balance of payments situation over the medium term and to
restore minimum rates of economic growth.
The program, already under way, calls for a drastic reduction in
government spending and a restructuring of the production mechanism
based on criteria of profitability and business efficiency.
Our plight is worsened further by the fact that we must cope with
a lack of credibility, due to unkept promises to adjust our economy in
the past. However, convinced that we must see it through, and to avoid
making the process intolerable socially and politically, we shall call for
international financial cooperation. We have faith in the future and
the means to surmount the crisis, but the solution will require effort,
sacrifice, and time. Without this economic adjustment, we shall never
have a political system that will lead the country along normal paths. . . .
STATEMENT BY THE GOVERNOR OF THE BANK FOR FIJI
Charles Walker
I too would like to thank the President of the United States for his
words of welcome. I thank the U.S. Government, the Bank, and the
Fund for the excellent arrangements under which we meet this week.
May I particularly welcome the states of Bhutan and Vanuatu into the
membership. Their Governors are here with us for the first time. I am
sure the Bank and the Fund will serve their countries well in the difficult
times that we collectively face.. . .
I shall not expatiate upon the developments in the world economy
and its prospects. The Annual Reports of the Fund and the Bank, the
World Development Report 1981 of the Bank and the World Economic
Outlook of the Fund, have covered these in great detail. Colleagues who
spoke before me have also ably covered the same grounds. I confine
myself to focusing upon a few issues of major concern.
In the industrial countries unemployment is at unprecedented levels.
Economic growth continues to be sluggish. However, consumer prices
have decelerated in these countries. Much has been aired about the
priority accorded by the industrial countries to the eradication of inflation. In the industrial world this is a subject of intense political debate.
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The interest of the developing countries in the subject is no less acute.
The policies put in place by the industrial countries have a very direct
bearing on their terms of trade and the facility with which their growing
current account deficits are financed.
But I support those who hold that the elimination of inflation is a
condition precedent to long-term world economic growth in a climate of
stability. In the last decade inflation became endemic. Inflationary
expectation has become deeply entrenched. I believe that this situation
flows from the escalating burden of social transfer payments in the face
of declining productivity and investments. The burden of transfer payments and, in many cases, defense expenditure has weighed heavily
upon the finances of the public sector. Public sector deficits have
grown. These have to be financed through accommodating monetary
policies.
The provision and enjoyment of social services is undoubtedly a
laudable objective. Indeed, economic development and growth cannot
be regarded as ultimate aims in themselves. They are means to an end.
That end must be the betterment, however defined, of the standard of
living of all. But we live in a real world. There must be a balance.
Economic laws are violated only to our detriment. There are no substitutes for hard work, risk taking, and enterprise. Without these, the
sophisticated financial policies that we may put in place, I am afraid,
will come to nought.
Faced with inevitable inflation, most industrial countries have, over
the last three years, focused upon a change of direction. So it may be
that we have to collectively accept that the world economic situation
might continue along the present difficult path for a while longer before
we witness steady growth with price stability. It is only with much
price stability that the confidence of the consumer and investor can be
restored. The consumer, only then, can be persuaded to defer consumption and save. The investor will only invest in productive economic activity when risks are minimized through the reduction of
uncertainty associated with the expectation of price stability.
But I must enter a caveat. In tackling inflation there needs to be
a delicate balance between the fiscal and monetary policies that must
be brought to bear. Too much reliance, I believe, has been placed upon
the instruments of monetary policy by the major industrial countries.
Fiscal policies must play their undoubtedly powerful, though politically
unpalatable, role.
Over the past 24 months, we have witnessed the repercussions of
excessive reliance upon monetary policies. Interest rates reached un-
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precedented high levels while fluctuating with very high amplitudes.
Interest differentials became the dominant factor behind exchange
instability. Such differentials have also become an insurmountable constraint upon a number of industrial countries whose economic fundamentals supported a direction of cautious economic expansion.
Some encouraging developments have taken place in the industrial
countries. Their adjustment policies have apparently helped. Consumer
prices have subsided. Wage increases are somewhat restrained. Profits,
which provide the wherewithal for business expansion, appear to show
signs of revival. Investments may well improve. Energy conservation
and diversification have received the priority they deserve. Oil consumption has departed from its traditional and wasteful steep trend
upward.
I would now offer a few words on the developing countries. Collectively they face huge current account deficits and mounting external
debt burdens. Current account deficits are cumulative and have to be
financed. Those which still enjoy credit and have access to the commercial markets have had to face expensive borrowings, adding to their
external debt burden.
In the face of growing caution by international private banks toward
their country exposure, many of the poorest developing countries have
found access to the capital markets frustrating. For these countries, the
Fund, the World Bank, and regional banks must become avenues of first
and last resort for their foreign exchange needs. These must be supported by official development assistance through bilateral and multilateral channels. Without these supplements their development efforts
cannot assume positive per capita growth.
In the light of this background it is unfortunate that official aid flows
have not increased. Indeed, they have declined. Demand for exports
from developing countries, both from OPEC and industrial countries,
will continue to be sluggish. The prices of imports into the developing
countries have, however, continued to increase, giving rise to declining
real export earnings of these countries.
We live in a world where economic interests are mutual rather than
conflicting. The membership of the Bank and the Fund must ensure
that the world economic climate supports the development efforts of
the non-oil developing countries. The policies of the OPEC and industrial countries must also be supportive. While saying this, however,
I must lay emphasis upon the role of appropriate domestic policies in
the developing countries themselves. Adjustments, some of them politically unpopular, are called for. The role of the Bank and the Fund in
providing technical assistance for such purpose is, I believe, crucial.
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Let me turn to the role of the Bank and the Fund, given the current
and expected world economic climate. It is clear that the large current
account deficits of the developing countries will have to be tackled
through adjustments and financing. A delicate balance between adjustment and financing must be maintained. That being the case, the Fund
should ensure that nonconditional resources keep in step with conditional ones.
This brings me to the subject of SDR allocations. The last allocation
of SDR 4,053 million was made on January 1, 1981. This issue of
allocations in the fourth basic period beginning January 1, 1982 needs
urgent attention. As a proportion of world reserves and of world trade,
SDRs have steadily declined. This trend is clearly contrary to the intent
of the Articles of Agreement, which mandate that the SDR must be
nurtured by the Fund and the membership to become the principal
reserve asset of the international monetary system. Those who argue
against substantial SDR allocations in the fourth basic period claim that
such allocations would be inflationary. I do not share that view. With
the slow growth current in the industrial world, excess productive
capacity exists, making it possible for additional world demand to be
absorbed without inflationary repercussions. There is a global need
and demand for international liquidity. This satisfies an important
precondition for SDR allocations, since the need does not specify that
such a need must be satisfied through the international capital markets.
So I support the call for substantial SDR allocations in the fourth basic
period. An annual figure of SDR 10 billion during the period is appropriate. I urge the Executive Board to ensure consensus on the issue so
as to enable the Managing Director to recommend substantial allocations at the earliest opportunity.
I welcome the satisfactory conclusion of the Seventh General Review
of Quotas. The Executive Board is embarked upon sorting out the background to the Eighth General Review of Quotas. I believe that it is our
collective wish to see this exercise completed with expedition. I support
the proposed changes whereby GDP, reserves including SDRs and
reserve positions in the Fund, and current receipts and payments would
be employed in the computation of quotas.
The decision of the Executive Board on March 11, 1981, forming the
policy of enlarged access to the Fund's resources, was a welcome one.
The policy must, of course, be supported by increased borrowing from
official sources. I would like to compliment the Saudi Arabian Monetary
Agency, the BIS, and other central banks for their contributions toward
this end. But it must be stressed that, if official borrowings necessary to
support this policy cannot be executed, the Fund may have to enter the
private capital markets as a matter of necessity.
©International Monetary Fund. Not for Redistribution

218

SUMMARY PROCEEDINGS, 1981

Concern has been expressed by some about the possible Fund entry
into the private market. They argue that such investment may exert
upward pressures upon the cost of borrowings in the Eurocurrency
markets. I believe such concerns are unfounded. The private borrowings that the Fund might undertake under the policy of enlarged access
will, at most, comprise a very small proportion of total resources available in those markets
The conception and coming into operation of the structural adjustment loan (SAL) was a development we all welcome. The world economic climate certainly called for it. This facility is a new one for the
Bank. A body of knowledge and experience will have to be accumulated
and procedures allowed to evolve.
There are clear areas of overlap between this Bank facility and the
Fund programs. Cooperation between the Bank and the Fund in these
areas is, of course, expected to be close. But I hope that the structural
adjustment loan would be allowed to retain the flexibility and speed of
processing which some of us associated with it. In particular, while I
appreciate and welcome the very close coordination between the two
institutions in an area of possible overlap, I would hope that a Fund
program in the upper credit tranches would not become, by practice, a
condition precedent to disbursements under SAL. . . .
May I end on a general note. The economic interests of our various
countries are common. Policies pursued by the economically stronger
members of the Bank and the Fund affect us all. The narrow pursuit
of individual interest to the exclusion of all by each of us damages the
collective goal and sets us back. So I believe we must be willing to
suppress our individualism to the collective good. The Fund under
Article IV of its Articles of Agreement is vested with a workable
mechanism of persuasion. Through Article IV and program consultations, the Fund suggests or prescribes appropriate policies that promote the common interest. Member countries embarked upon Fund
programs do, of course, comply. But much could be achieved if those
in strong economic positions and who do not require Fund financial
assistance would voluntarily cooperate.
STATEMENT BY THE GOVERNOR OF THE FUND FOR
THE LAO PEOPLE'S DEMOCRATIC REPUBLIC
Sisavath Sisane
On behalf of the Lao People's Democratic Republic, I should like to
congratulate Mr. Arismendi warmly on his appointment as Chairman
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of these Meetings. I am sure that under his guidance they will be conducted in an atmosphere of understanding and profitable cooperation. . . .
In addition, I should like to welcome Vanuatu and Bhutan to membership in both institutions.
Finally, on behalf of the Lao delegation, I wish to express to the
President of the World Bank, the Managing Director of the International
Monetary Fund, and their staffs our appreciation of the effort that has
gone into ensuring the efficient organization and smooth progress of the
Meetings, and to thank the host country Government for the facilities
made available to us.
This year's Meetings open at a time when the international economic
situation is difficult and complex. As emphasized in the Annual Reports
of both the Bank and the Fund, the world economic situation is marked
by a disturbing degree of inflation in the market-economy countries,
large deficits in the trade balances of the developing countries, and a
continuing rise in interest rates. Their unfavorable terms of trade,
accompanied by a reduction in indispensable development aid from the
industrial world, have obliged the developing countries either to take
on the heavy burden of high interest rates or to limit their borrowing,
curtailing their recourse to the external financing required by low-income
countries for rapid development.
Since it was founded on December 2, 1975, the Lao People's Democratic Republic, a member of the least developed countries group, has
had to cope with numerous difficulties in its national reconstruction
effort. We must, for instance, gradually overcome the grave consequences of 30 years of war and the aftereffects of the old colonial and
neocolonial regimes, as well as two consecutive national calamities—
the 1977 drought and the 1981 floods. At the same time, in order to
safeguard our independence and maintain national order and security,
we must fight against the subversive, undermining maneuvers of the
enemies of our new regime.
Thus far, the Lao people, through their own firm determination and
the assistance of fraternal countries, friendly countries, and international
organizations such as the World Bank and the International Monetary
Fund, have been able to achieve certain positive results in their economic, social, and cultural development and thus, little by little, to improve their standard of living. I should therefore like to take this
opportunity to express, on behalf of the Lao Government and people,
our deep gratitude to those countries and international organizations for
their effective assistance.
Since the start of this year, the Lao Government has been implementing its first five-year development plan, for the period 1981-85. Its chief
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objectives are to increase production, expand the communications network, and develop education and culture in order to raise living standards for the general population. The plan also provides for economic
exchanges with friendly countries in an atmosphere of respect for independence and pursuit of mutual benefit.
In executing the plan during the first eight months of this year, we
have achieved good results in several areas. Above all, our national
security has been strengthened, despite the sustained efforts of our
enemies to destabilize the country; agricultural production, despite the
floods that destroyed crops in certain regions, is expected to be as good
as it was last year; communications and transportation networks have
been gradually improved, as have irrigation works; and through efforts
in the areas of education and health, we have made inroads against
illiteracy and certain epidemic illnesses.
However, our troubles are admittedly not over yet, as national output, though higher, is still not up to expectations and the living standards
of the people still show very wide disparities across the country, jeopardizing the state's financial resources.
Thanks to the just policies of our Government, the resolute determination of our people, and assistance from fraternal countries, friendly
countries, and international organizations, we are nevertheless hopeful
that we shall be able to achieve the targets set in our five-year plan.
With respect to the policies of our two institutions, I should like to
share my views with you, views that perhaps coincide fully with those
of the other developing countries. In the first place, my delegation
believes that there is an imperative need to expand the resources of the
World Bank and the International Monetary Fund. . . .
Second, our two institutions should borrow funds from countries that
are in a position to provide additional loans in order to meet the needs
of member countries.
My delegation also considers that cofinancing between different agencies, such as the OPEC Fund for International Development, IF AD,
UNDP and others, should be pursued and expanded.
In this context, my delegation supports the Fund's initiative in eliminating or lowering the interest on borrowing under the supplementary
financing facility, for the most part by the least developed countries,
through the subsidy account. . . .
In concluding these remarks to the Meetings and to the staff of our
two institutions, my delegation hopes that our Meetings will prove
entirely successful.
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STATEMENT BY THE GOVERNOR OF THE FUND AND
THE BANK FOR MALAYSIA
Tengku Razaleigh Hamzah
It gives me great pleasure to address my distinguished fellow Governors at these Thirty-Sixth Annual Meetings of the Boards of Governors
of the World Bank and the International Monetary Fund. . . .
I would also like to take this opportunity to welcome the Republic
of Vanuatu and the Kingdom of Bhutan, who joined the Fund and the
Bank this year.
On the world economic situation and prospects, I recall that two
scenarios have been described for us: one implies the failure of the
major industrial countries to undertake structural adjustments in their
production, employment, and energy usage, which will result in a
worsening of the world inflation rate and will undermine the basis for
growth in the next few years; the other, the more optimistic one, implies
willingness and success on the part of the major countries in undertaking
structural adjustments, as a result of which inflation may be contained
but economic growth could slow down temporarily. However, a firmer
basis for stable and sustained growth will be established for the future.
Recent developments appear to suggest that the industrial countries
are moving toward the more optimistic medium-term scenario, although
no clear pattern has yet emerged. In the meantime, the strong emphasis
placed on curbing inflation in the major industrial countries has the
effect of slowing down economic growth with its consequent adverse
impact on the expansion in world trade and the exports of developing
countries. I agree with the importance of bringing inflation under control and the need to break the inflationary psychology. However, industrial countries should pay greater attention to the impact of their policies,
since they can have very serious implications for other countries, particularly those heavily dependent on exports.
For developing countries, the present international environment adversely affects them significantly in at least four major areas. First, the
prices and demand for primary commodities will be adversely affected,
thereby reducing their export earnings, the main source of their foreign
exchange receipts needed to maintain a viable balance of payments and
to finance their development efforts. Second, import costs will continue
to rise significantly, and there is little scope for developing countries to
reduce imports because of the need for capital goods which are vital
for economic development. Third, the concern with problems of unemployment and balance of payments adjustment in the major industrial
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countries has dampened the climate for official development assistance
and contributions to international and regional lending agencies at the
time when aid on concessional terms is most needed. And fourth, the
heavy reliance on monetary policy and the consequent high interest rates
have made monetary and financial management more difficult, since
developing countries are already facing severe balance of payments
deficits and high debt servicing payments.
Given the difficult economic situation, the vital consideration for the
developing countries is the availability of adequate financial assistance
to help them to continue with their economic and social programs without undue disruption. Therefore, I welcome the decision of the Fund
in March of this year to adopt the policy of enlarged access to its
resources. It is to the credit of the Fund to adopt the policy of enlarged
access to meet the larger and medium-term needs for structural adjustments in its member countries.
It is only to be expected that with this bolder initiative the liquidity
of the Fund will inevitably come under great strain. This should not
mean that we should abandon the commitment to help countries in their
balance of payments adjustments and, in the case of developing countries, to promote stable economic growth and a viable balance of payments position as well. While governments in developed countries could
lose some popularity in a depressed economic situation, it is well known
that in developing countries a depression could result in serious social
repercussions going far beyond economic considerations.
The initiative of the Fund to increase its borrowing to enable it to
implement the policy of enlarged access deserves our strong encouragement and support. At the same time, it should be remembered that the
basic source of Fund resources must come from membership contributions. I therefore wish to emphasize the urgency to complete work on
the Eighth General Review of Quotas. Calculations by Fund staff have
indicated that the present quota size of the Fund is out of line in relation
to the size and growth of the world economy and also in relation to the
economic position of a number of members. Therefore, there is a strong
case for a substantial general increase and some selective increases in
quotas of members of the Fund.
In addition to the review of quotas, which is likely to take some time
to deal with the many technical issues, we should come to a decision on
SDR allocation as soon as possible. It is not altogether convincing that
an SDR allocation at this time will be inflationary, especially given the
current slack in demand in the world economy. It is also important that
we must not lose sight of our objective to develop the SDR into the
principal reserve asset of the international monetary system. To carry
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out this process, the holding of SDRs, as a proportion of total international reserves, should increase over time and not fall, as has been
the case since 1972.
In the current difficult world economic situation there is a need for
both developed and developing countries to cooperate in solving the
common problems faced in the world today. There is no doubt that this
calls for both the developed and developing countries to make adjustments that are economically and politically difficult and painful. Of
course, these adjustment policies are not new. . . . But in relation to the
developing countries, I note that there is a tendency for some to insist
that the adjustment should be comprehensive and cover a broad range
of economic and social policies that are not related to a specific lending
operation. Indeed, some of the issues go to the core of the political
philosophy of the countries concerned, which I think must be respected.
But the call for adjustments must be accompanied by the assurance of
additional financial support, which in the final analysis is the key to
resolving the present difficult situation.
It would be a sad reflection on the part of the governments of the rich
countries if they continue to emphasize inward-looking policies without
due regard to the larger interests of the world. The long-term interests
of the rich countries can be better served only within a prosperous world
where the poorer countries have a significant stake. To slow down the
rate of development assistance at this critical juncture is a betrayal of the
faith placed in international cooperation.
Indeed, the volume, quality, and ready availability of development
assistance for developing countries should be assured. In particular, the
availability of development assistance, whether in the form of bilateral
aid or lending commitments of multilateral institutions, must be readily
forthcoming so that developing countries can depend on such aid in
planning their development programs. Over the years, various techniques have been proposed to promote a steady and increasing supply
of development assistance. But so far, the results are not at all encouraging. More recently a discouraging feature is a resurgence in trying to
use aid as an instrument of foreign policy. I would like to call upon aid
donors to resist this trend by channeling more of their assistance through
multilateral institutions, such as the World Bank, the Asian Development
Bank, and other regional development banks, whereby the limited
resources can be used effectively to meet the developmental needs of the
developing world....
As before, events in the recent past once again point to the importance
of cooperation and goodwill if the world is soon to recover from its
present depressed situation. The world economy has endured sluggish
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economic growth, with rising inflation and growing external imbalances
over the past few years. If the current economic environment for the
developed countries is considered bad, then the environment for the
developing countries must be intolerable. Although the burden is being
eased with financial assistance, the disruption to the development programs of the developing countries is already severe and private investment, which is vital to future world prosperity, has been adversely
affected. I therefore hope that the discussions in these Annual Meetings
will lead to greater determination, especially on the part of the developed
countries, to work toward restoring the world economy to the path of
sustained growth, with greater price and balance of payments stability.

STATEMENT BY THE GOVERNOR OF THE FUND FOR MALTA
Joseph Cassar
As we gather together for these, the Thirty-Sixth Annual Meetings of
the Bank and the Fund, we have to admit, yet once more, that the world
economic situation leaves little room for comfort. Slow growth remains
a key feature, inflation continues to run at unacceptably high levels, and
unemployment has reached a post-World War II record. Oil importing
countries, particularly the developing countries, are facing severe balance
of payments problems, and large imbalances are likely to persist for some
time. Growth in the volume of world trade has slumped to 1.5 per cent
in 1980-81. Interest rates in the larger industrial countries have been
high and volatile, giving rise to rapid movements in the exchange rates
of the major currencies. These, and other salient features of the current
situation, have been analyzed in detail in the periodic reports that are
issued both by the Fund and other international agencies like the World
Bank and the OECD, and I need not enlarge on them any further.
Instead, I should like to concentrate on the role of the Fund and the
problems faced by small developing countries like my own, which,
against this somber background, are struggling to establish a sound
economic base.
With respect to the Fund, I should like, first of all, to express my
satisfaction with the recent quota increase under the Seventh General
Review of Quotas. On the other hand, we are in agreement with those
who would like to see Fund quotas enlarged further so that they may
more adequately meet the liquidity requirements of current global economic developments. For, as the Group of Twenty-Four has aptly
pointed out, even with the recent increases, the ratio of Fund quotas to
world imports has declined from 12 per cent in 1965 to 4 per cent in
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1981. For Malta alone, this ratio has dropped even more dramatically
from about 52 per cent in 1970 to 4.08 per cent in 1980.
While quotas remain so inadequate relative to the need of members
(especially of those who are still developing), we cannot but agree with
those who would have liked the Fund to retain the previous guidelines
for the scale of Fund assistance, that is, for a maximum commitment
of 200 per cent of quota per annum or 600 per cent over a three-year
period. In view of the inadequacy of quotas compared to members'
needs, we can find little satisfaction in the fact that the absolute amounts
of assistance under the new guidelines are 12.5 per cent larger than
previously.
At the same time, Malta welcomes the new emphasis on the development of a country's productive base and the Fund's recognition that in
cases where widespread restructuring is needed, more financing for
longer periods may be required. We also welcome the decision to
extend financial assistance to members that encounter balance of payments difficulties produced by an excess in the cost of their cereal
imports. Indeed, we have long sought to see the principle that a sudden
rise in the costs of vital imports should receive the same treatment as a
shortfall in receipts from exports, as is more generally accepted. This
was also recommended by the Brandt Report, which argued, correctly,
in my view, that the rationale for compensatory financing is to forestall
the need for harmful cutbacks in the flow of imports which may otherwise adversely affect development plans. In this light, the magnitude
and coverage of the assistance available under this facility must be
considered very far from adequate.
We also welcome the steps that have been taken to enhance the
attractiveness of the SDR, particularly the abrogation of the reconstitution requirement. In this way we hope the SDR may be more readily
accepted, and that we shall in time move closer to the stated aim of
making it the primary reserve asset of the international monetary system.
SDRs, on the other hand, still form too small a proportion of international reserves. For this reason, as well as the inadequacy of global
reserves, we agree with the suggestion made by the Group of TwentyFour that at least SDR 12 billion annually be allocated during the
fourth basic period. Such allocations, particularly if "linked" to development needs, as has so often been proposed, need not be inflationary and
would, moreover, help the world to pull itself out of the stagflationary
morass into which it has fallen.
At the same time, we must not lose sight of the fact that the SDR is
a "basket" of national currencies. While protecting those who hold it
against exchange rate fluctuations, it is not itself immune to inflation.
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If the issuing countries of the currencies that make up the SDR "basket"
do not take determined action to control inflation in their economies,
the SDR will be no better as a store of value than the national currencies
of the issuing countries. This is a particularly serious problem for a
small developing country like Malta, for whom external reserves are not
simply deficit-covering reserves but mainly financial assets which we are
seeking, within a hostile environment, to transform into real productive
assets in line with the absorptive capacity of our economy. For this
reason—to protect the value of our reserves against the ravages of worldwide inflation—the Government of Malta recently took legislative action
authorizing the Central Bank to hold reserves in commodities and commodity shares, as well as gold and other precious metals. Perhaps the
time has come for the international community to consider the possibility
of tying the SDR itself to a basket of commodities, instead of a basket
of currencies, so that it could better maintain its real value over time.
I should now like to say something about the particular needs of those
developing countries which, like Malta, are handicapped by their small
size and the consequent openness of their economy, their complete lack
of raw materials, and the high import content of their exports.
Despite these drawbacks and the hostile international environment,
the Maltese economy has, over the past years, performed quite satisfactorily. Malta has also, despite rapid growth, been able to maintain
a comfortable surplus on its balance of payments and a low level of
foreign debt. These achievements have been largely due to prudent
economic management, and the diligence and frugal habits of the
Maltese.
Nevertheless, Malta retains, together with other small countries, its
essential vulnerability. Small islands like ours are inherently unable to
achieve the economic transformation necessary for self-sustaining growth.
Besides, they are likely to have an inadequate technological base, are
frequently threatened by protectionist measures in the developed countries, and are dependent on volatile sources for their incomes.
For these reasons, we feel we must stress once again, as we have
done repeatedly in the past, that the criteria of need and of eligibility
for concessionary treatment currently in use, such as GNP per capita
and balance of payments performance, should not be adopted to the
exclusion of other factors such as smallness, vulnerability, and lack of
natural resources. However, we note that while the Fund, for statistical
and analytical purposes, recognizes that the non-oil developing countries vary widely in their circumstances and do not constitute a homogeneous group, yet, as far as access to its resources on concessionary
terms goes, no recognition is given to these differences. For all practical

©International Monetary Fund. Not for Redistribution

GOVERNOR FOR PAPUA NEW GUINEA

227

purposes, countries are still divided into two groups: the rich and the
very poor—with intermediate countries like Malta and other small island
economies misleadingly classed among the rich. But the needs of the
relatively better-off developing countries are evidently different from
those of the established industrial countries. And even within the wide
spectrum of the middle-income group, vast differences of circumstances,
of size, and of resources, both actual and potential, also exist, giving
rise to different needs. In theory, this is already recognized by the Fund,
as indeed also by other international agencies and by the unanimous
Resolution on Landlocked and Island Developing Countries adopted by
UNCTAD V in Manila. In practice, however, both the Fund and the
World Bank have so far failed to tailor their facilities to the special
needs of these special categories of countries.
Whether the Bank and the Fund at long last take concrete action to
meet also the needs of middle-income countries has become one of the
major tests of the flexibility of these institutions in the context of a
changing international economy. We hope that this test will be faced
without further delay.
Let me, in conclusion, refer to the question of observer status at these
meetings by the Palestine Liberation Organization. An equitable political solution to the just demands of the Palestinian people has been
delayed unduly and—through shortsighted political stances and manipulation—may be delayed even further. But an eventual equitable solution is as inevitable as it is essential. Through their continuing failure
to allow the PLO observer status, therefore, the Fund and the World
Bank are, among other things, being very unwise.
Justice and good sense—and not narrow political considerations by
any one country or group of countries—must prevail in this matter in
the interest of us all. I hope and urge, therefore, that in the year ahead
wiser counsels will prevail in our institutions.
STATEMENT BY THE GOVERNOR OF THE BANK FOR PAPUA NEW GUINEA
John R. Kaputin
Papua New Guinea welcomes into membership of the Bank and the
Fund the Republic of Vanuatu and the Kingdom of Bhutan. Based on
our experience we can say to Vanuatu that membership in these institutions provides reassuring support for a newly independent nation. . . .
These Meetings provide a welcome opportunity for us to share our
experiences over the past year and to exchange views on the course of
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developments for the year ahead as we see them. I am delighted to be
able to participate in this process. Some of the central issues have been
set in clear focus by the Managing Director of the Fund and the President of the Bank in their opening statements.
In March 1980, Papua New Guinea had its first change of Government and in the course of 1980-81, we have been largely focusing our
attention on matters of domestic concern. In that regard, we have
found that we have more than enough to do to keep our own house in
order. Of course, this does not mean that we are unmindful of developments in the world economy generally. That would neither be possible
nor sensible, since we appreciate only too well the essential economic
interdependence of nations.
And because of this, we have not always been reassured by the course
of events we have witnessed. As a small developing country, Papua
New Guinea is susceptible to external shocks that are almost entirely
beyond its control and that could at any time create serious impediments
to further progress. I realize that it is a common technique for finance
ministers to blame events on factors beyond their control if things do
not turn out as planned.
However, for many of us, this is a continual threat. We have to shape
our budgets, our development planning, and our growth and development aspirations according to our perceptions of such factors as the
degree of stability that will prevail in the world economy, the likely
movements in commodity prices, the degree of inflation we will be forced
to import, and likely constraints on export diversification resulting from
the trading policies of others. Yet, for smaller countries, there is usually
little that we can do to adequately anticipate such developments.
In the language of politics, then, we are largely disenfranchised members of the international economic community. I believe that one constructive role we can play is to lend our support to the efforts of the
major countries to develop positive approaches to the problems of economic and monetary instability. We recognize that the more successful
these efforts are, the more we will gain. It is an exercise in self-interest;
the smaller countries have just as much interest in a stable international
economy as the major countries. Indeed, they perhaps have a greater
interest because of their limited ability to insulate themselves against the
consequences of instability and uncertainty. What we would ask in
return is that the major countries continue to be mindful of our interests
as they explore possible strategies and as they consider policies that
might appear appropriate to their own circumstances.
In saying this, I do not mean to absolve countries like my own from
the responsibility of developing and implementing sound and realistic
policies.
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Indeed, Papua New Guinea's own record in this respect is quite clear.
What I would suggest, however, is that there be some understanding that
against a background of uncertainty and with limited policy options, it
can be extremely difficult to behave responsibly and to give the appearance of behaving responsibly. Finance ministers have perhaps a better
appreciation of this problem than our other ministerial colleagues whose
preoccupations are with other aspects of government. We need to understand the growing interdependence in the world community and recognize
the positive contribution that international cooperation makes to stability. It has never been demonstrated that individual countries can
better withstand difficult external economic circumstances by retreating
into themselves. All the evidence is to the contrary.
I believe that in this context, the particular responsibility of developing countries is to ensure that economic and financial policies are consistent with the inescapable constraints posed by the state of the world
economy, flexible to respond to changes in circumstances, and geared
to produce domestic stability.
And it follows necessarily from this that no country—be it developed
or developing—can expect others to do for it what it can do for itself.
In my view, that would not be a correct or proper view of the role of
international economic cooperation. If events of recent years and the
prospects for the period ahead can be taken as a guide, there is at least
one clear conclusion that we can take from these Meetings.
That conclusion is that we have a long way to go in solving the problems of inflation, recession, and unemployment.
For many countries, a situation of fundamental disequilibrium persists, the effects of which are widespread and debilitating. The path to
adjustment is protracted and painful. Many countries—and not just
developing countries—are struggling with fiscal and balance of payments
deficits and, at the same time, are endeavoring to cope with seemingly
intractable inflation and burgeoning unemployment. There seems to be
a very real danger that we are losing our capacity to live within our
means. If this is so, I believe it is time to reaffirm our commitment to
economic responsibility. The so-called soft options are not options at all.
We, in Papua New Guinea, have consciously pursued policies designed
to bring stability to an economy traditionally dominated by the vagaries
of commodity prices. We have become acutely aware that these fluctuations do not allow us to establish the framework needed for sustained
growth—they produce a situation of uncertainty and instability which
mitigates against forward planning and which cuts across the framework
that the Government requires to be established to sustain the momentum
of development.
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It is for this reason that we are pursuing policies designed to bring a
degree of stability which we could not reasonably expect to occur
naturally.
We have established funds to stabilize primary product incomes. We
have similarly established a mechanism to stabilize highly volatile sources
of funds flowing to the government budget. And we have been forceful
in our pursuit of a sound current strategy to stabilize incomes and prices
and to avoid distortions between economic sectors. There is nothing
remarkable about these policies in themselves. The concepts are basic,
and the mechanisms are simple.
But our experience so far is that firmly pursued policies can and do
work. The emphasis on stabilization is particularly pertinent. Domestic
stabilization is fundamentally important because it is an indispensable
prerequisite to progress. Economic development can proceed along an
orderly path only when policymakers are not required to stop and start
in rapid succession as the economy is bounced around by the current
of events. Greater stability has, for example, enabled us to proceed with
more effective forward planning. We are now better able to bring government spending into line with the priorities established by the Government, rather than have these priorities determined for us by the crises
of the moment. Our planning mechanisms would not be meaningful if
expenditure targets were set against a background of externally generated
instability. The ability to plan more effectively has also reinforced for
us the important principle of living within our means.
If I may return to my earlier point, the aspect of adverse external
development which could overwhelm our efforts is a very unsatisfactory
framework for planning a sensible and comprehensive strategy for sustainable growth over the longer term. And the particular issue that
seems likely to precipitate such detrimental developments is the matter
of energy. The present oil and energy situation poses acute problems for
developing countries, both through its direct impact on their economies
and also indirectly through its more general global impact. We are
all faced with prospects of reduced growth potential, exacerbation of
price pressures, and consequent employment and balance of payments
pressures.
For those of us from developing countries, these problems would be
difficult enough to deal with if we could continue to rely on the traditional levels of support from the richer countries. But I fear that the
situation is more gloomy than this. It seems to me that the developed
countries will find it increasingly difficult to sustain their levels of
assistance to developing countries in the face of a deterioration in their
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own economic situations. Their capacity to assist is likely to be adversely
affected by the present energy situation. This is a most unhappy prospect.
Those of us in developing countries have been pressing for greater,
not lesser, assistance; for more open world markets, not increasing protectionism; and for a greater political will to work toward reducing the
income gap between the rich and the poor.
The present backdrop of international events does not give great
encouragement that these objectives can be achieved, nor that we will
move in the desired direction. I believe that it is from this perspective
that we approach these Meetings and in particular evaluate the role
and performance of the Bank and the Fund. . . .
On close inspection, it has become apparent that pur own planning
efforts are not fully achieving the desired results. To the extent that
this is due to inexperience in various areas of Government with the
planning process, the passage of time will improve matters. I believe
this is only part of the answer. It has become clear to us that to achieve
certain objectives over the longer term it may be necessary in the short
term to devote more resources to aspects of Government which, in the
broad scope of things, have lesser priority, because without these we
cannot mount the higher-priority projects and activities. . . .
In summary, what I have said is that the domestic policies of individual countries and the policies of relevant international institutions
have inescapable effects for the international community generally, and
for the various members of that community. As I see it, however, the
point is that stability and sustainable growth will depend on each of us
getting our policies right, so that we provide for mutual support.
For some countries this requires greater realism as to what can and
should be done—others may need encouragement to review policies from
a different perspective.
At these Meetings, it is usual to comment on the activities of the
Bank and the Fund. I have not chosen to do so on this occasion,
because I believe the broader questions of domestic economic management and international responsibility are more pressing. However, I
would not wish to conclude without remarking on the helpful and constructive relations we are developing with the Bank and the Fund.
We have not been a member of these organizations for many years,
but we have found both institutions to be competent and cooperative.
I am glad to be able to use this occasion to place clearly on the record
our support for the institutions and for the policies they seek to pursue.
Their success, and I believe they have been successful, shows us that
international cooperation can and does work. That is encouraging.
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I believe these institutions are uniquely placed to offer valuable
insights into the state of the world economy and the prospects for the
future. They can identify the international implications of national
policies, and they can highlight the issues that demand attention. They
have our support to perform these tasks, and we hope that they can
have the assurance that their counsel will continue to be sought and
heard in the international community.
STATEMENT BY THE GOVERNOR OF THE FUND FOR PARAGUAY
Maximo Vázquez
On behalf of General César Barrientos, Minister of Finance, and of
the Paraguayan Government, it is a great honor for me to bring friendly
and cordial greetings to the Chairman of these Annual Meetings, the
Government and people of the United States, the Managing Director of
the International Monetary Fund, the President of the World Bank, the
Governors and representatives for participating member countries, and
to all those who, whether directly or indirectly, so effectively assist in
carrying out the objectives of the International Monetary Fund.
The determination shown by both the Fund and the Bank in seeking
solutions to the growing difficulties currently facing the developing
countries and the beneficial impact of their work on the financial and
economic situation of our countries are once more in evidence at these
Thirty-Sixth Annual Meetings, underscoring the special relevance of the
two institutions as well as their constant concern for economic and social
development and for achievement of our primary national objectives.
In my view, the importance of these meetings lies in the attention
given here to the problems that beset countries attempting to achieve
improved standards of living. As far as Paraguay itself is concerned,
the focus is on developing the agroindustrial sector by making better use
of natural resources, fostering productive investments in general, improving technical and vocational education in both the scientific and cultural
spheres, and creating or promoting the creation of physical infrastructure—all of this in the conviction that soundness in the international
economic system depends on the strength of our individual economies.
By participating in the construction of two large hydroelectric plants,
at Yacyretá in conjunction with Argentina and at Itaipú in conjunction
with Brazil, Paraguay has taken steps to deal in both the national and
regional senses with the energy crisis, a problem which seriously affects
the entire world.
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In the western region of Paraguay known as the Chaco, large-scale
programs have been undertaken to provide such infrastructure as roads,
bridges, and both crop and livestock experimental stations, as part of a
campaign of agricultural and infrastructural development launched in the
course of the Government's moves to ensure effective integration of all
the national regions and to push back the frontiers of Paraguayan
agriculture.
I am gratified to be able to report that the Paraguayan economy is in
continuing growth, and in that regard, I should like to report to you on
the leading indicators of our current economic situation.
GDP in Paraguay rose 11.4 per cent in 1980, thus maintaining the
high growth rates observed in the recent past. That indicator, which had
risen by 10.7 per cent in 1979, increased again in 1980 to $2,319 million, bringing the cumulative annual rate for the last four years to 11.3
per cent. Since revised population estimates for 1980 put the number of
inhabitants at 3,167,985, this means a per capita GDP of $903. The
average consumer price index in Asunción rose by 22.4 per cent in 1980,
a figure lower than the 28.2 per cent recorded for 1979.
Exports in 1980 had a total value of $310.2 million, 1.7 per cent
higher than the 1979 figure of $305.2 million. In terms of volume,
exports increased by 2.5 per cent, or 20,946 metric tons, to a total of
857,746 metric tons. Major exports were timber, soybeans, cotton, and
oilseed products (cake, oils, and pellets).
Imports in 1980 totaled $517.1 million, an increase of $85.4 million.
The major imports last year were petroleum, fuel and lubricants,
machinery, mechanical apparatus and motors, iron and iron products,
chemical and pharmaceutical products, metal bars, gridding and sheets,
paper, cardboard and cardboard products, and farm implements and
accessories.
The balance of payments was in surplus again in 1980, by a figure of
$167.4 million, a slight increase over the 1979 surplus of $166.5 million.
As a result of the 1980 surplus, Central Bank gold and foreign exchange
holdings increased by $153.6 million, while the exchange position of
the commercial banks rose by $13.9 million.
The net international reserves of the Central Bank of Paraguay totaled
$749 million on December 31, 1980, registering a 25.8 per cent increase
of $153.6 million. In 1979, the same reserves had risen by 35.6 per
cent, or $156.4 million. The 1980 increase can be ascribed mainly to
external capital flows, investments in the binational projects at Yacyretá
and Itaipú, and export revenues.
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Tax revenues in 1980 were 16.6 per cent higher than in 1979. Implementation of the budget left a surplus of $23.2 million, a factor that
bolstered the policy of monetary stability. Value added in agricultural
production, the mainstay of the Paraguayan economy, totaled $588.8
million at constant 1977 prices. The gross value of industrial production was $1,737.6 million in 1980, with added value totaling $475.2
million, again in constant 1977 prices.
New private investments eligible for the benefits provided by Law
No. 550/75 to promote investment for economic and social development
were authorized in 1980, with a total of $208.7 million in new investment projects being authorized by the Government over the course of
the year.
In addition, activity remained intensive in areas more directly related
to the need to maintain and improve the national standard of living
—through projects which at the same time foster human rights pragmatically by raising income and welfare levels in a socioeconomic system
that facilitates access to land ownership and free use of the fruits of
personal labor.
Priority will continue to be given to investments in the road network,
ports, airports, and telecommunications; 42 projects, which have
required 31,000 million guaraníes ($246 million) in the last three years,
are now under way. In addition, projects for the construction of a bridge
over the Paraguay River in Concepción and an airport at Puerto Presidente Stroessner, as well as others, are now in the negotiating phase.
The projects to expand agricultural production will also be continued.
More than 50 projects, totaling 0 2,712 million, are now in progress.
In the education sector, the 34 projects now being implemented total
Çj 3,345 million. They include construction of 58 educational institutions, two technical high schools, and departmental buildings for the
National University of Asunción.
In the health sector, the 27 projects in progress, totaling over 0 5,041
million ($40.0 million), include construction of health centers and
sanatoriums, the National Leprosy Control Program, and construction
of buildings for 81 health stations and centers.
Projects in sanitation and urban development total more than
0 10,000 million. They include several programs to supply the capital
and cities of the interior with drinking water, sewerage and storm
drainage, as well as four town development projects, the main ones
being in Encarnación and Pedro Juan Caballero.
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I have summarized Paraguay's economic situation and the progress
achieved thanks to the peace, security, and freedom which are the foundations of our comprehensive development. The finding of solutions to
the problems raised by the need to improve living standards is among
the objectives being pursued by the Paraguayan Government in cooperation with the International Monetary Fund and other international
financial institutions.
In addition, the grave international economic situation, balance of
payments difficulties, the need to assure energy supplies, and impediments to access to capital markets are matters of concern to Paraguay,
which will therefore continue supporting the efforts of the International
Monetary Fund to overcome these problems.
The International Monetary Fund has played a vital role in contributing within its sphere of competence to the solution of world problems,
which affect my country as well. We therefore wish to express our
gratitude to the Fund's management in the person of the Managing
Director, Mr. Jacques de Larosière, for all it has done.
Finally, we bear cordial greetings from General Alfredo Stroessner,
President of the Republic of Paraguay, to our wonderful hosts, the
Government and people of the United States, and I wish to reiterate our
warm greetings to the Chairman of these Annual Meetings, the President
of the World Bank, the Governors and delegates for the countries represented here, and in general all the officials and others who have so
expertly and efficiently supported the conduct of these Meetings.
STATEMENT BY THE GOVERNOR OF THE FUND FOR THE PHILIPPINES
Jaime C. Laya
I should like first of all to greet my fellow Governors and to join them
in welcoming Bhutan and Vanuatu as new members of the Fund. I also
wish to express appreciation for the opportunity to address this distinguished assembly for the first time as Governor of the Fund for the
Philippines.
We are meeting at a time of grave difficulties and serious challenges,
calling for enlightened financial leadership among governments, international organizations, and decision makers everywhere.
The economic realities may not be readily apparent to the casual
observer. Some industrial countries understandably tend to focus on the
domestic aspects of economic, monetary, and financial problems. The
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oil exporting countries have their special concerns, in the management
of their current account surpluses and the implementation of ambitious
development programs. On the other hand, those countries that are
neither fully developed nor self-sufficient in energy are confronted with
the serious problems brought out clearly in the latest World Economic
Outlook.
The structural adjustment programs undertaken by many non-oil
developing countries represent their efforts at resolving underlying external payments imbalances and at adjusting to a world of high-cost energy.
Unfortunately, such efforts tend to require a relatively long time frame
and are often hampered by the immediate pressures of low real growth
rates, high inflation and steep interest rates, volatile exchange rates, and
intensified protectionism in the developed economies.
Thus, the real growth rates of non-oil developing countries, primarily
because of their dependence on the markets of industrial countries, are
expected to decline to 4.4 per cent in 1981, compared to about 5.5 per
cent in 1976-79, and to recover only slightly to 4.7 per cent in 1982.
This contrasts with the UNCTAD calculations indicating that a minimum
average growth rate of 7 per cent is required just to maintain the
employment rate in developing economies.
It is projected that the combined current account deficits of the non-oil
developing countries will continue to widen: from roughly $36 billion in
1978 to $97 billion in 1981 and further to $100 billion in 1982. This
reflects in part the expectation by the Fund staff that the terms of trade
of non-oil developing countries will continue to worsen, thus resulting
ironically in a reverse transfer of resources from developing to developed
economies.
Reflecting the large accumulation of external debt, on the one hand,
and the high interest rates prevailing in international financial centers, on
the other, debt service payments (including profit remittances) of deficit
developing countries have been calculated to rise from 25 per cent of
exports in 1980 to 28 per cent in 1981. Concomitantly, net transfer
(gross borrowing less debt service payments) as a proportion of gross
borrowing has been projected to be as low as 33 per cent in 1981.
While domestic policies adopted by small developing countries normally have an insignificant impact on the international economy, economic policy decisions implemented by the major industrial countries
affect the whole world. What to a developed country may be a small
matter that can be assumed away or that may be considered a purely
domestic affair, is sometimes a matter of survival to its developing
country partners. It is clear that the International Monetary Fund plays
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a key role in facilitating global adjustment and hence the achievement
of a stable environment conducive to sustained growth and to the
enhanced well-being of people in all parts of the world.
The Fund's strong awareness of the need for policy changes in the
light of the transformation of the world economy since Bretton Woods is
to be commended. The IMF has begun to take concrete steps to increase
and broaden assistance to members in balance of payments difficulties,
and we support further steps in this general direction:
1. The Fund's Managing Director, in his opening statement, recognized that the present state of the world economy imposes the discipline
of economic adjustment on both industrial and developing members
alike. We hope that the Fund will be able to treat all members equitably
and symmetrically, whether or not they use Fund resources, in the exercise of surveillance over exchange rates and balance of payments policies. The present practice of having the main burden of adjustment fall
predominantly on deficit countries, most of whom are non-oil developing
countries, may now be balanced by focusing sights on reserve currency
countries as well, because of the major impact that their policies make
on the international economic and financial system.
2. We propose the provision of larger amounts of financing and
adjustment assistance for deficit countries over a longer time frame than
in the past, preferably through the enlargement of the Fund quotas of
member countries. This will have the effect of bringing up global conditional liquidity to a level commensurate with present levels of trade
and capital flows. We also join other delegations in expressing the need
to reformulate the current basis of quota calculations in such a way as to
secure for the developing countries a reasonable influence on decisions
that materially affect their interests.
3. We suggest that access to Fund facilities be over longer periods of
time, in recognition of the fact that the payments problems of developing
countries are essentially structural in character and external in origin. It
is also logical and only fair that this be at appropriate conditionality,
considering that interest rates charged would be approaching commercial
terms.
4. We suggest that utmost consideration be given to the unique social
and political objectives of, and constraints on, individual members in the
design of conditions attached to the use of the Fund's various facilities.
5. We propose the resumption of Trust Fund-type loans, which provide concessional resources to the low-income developing countries with
severe external payments difficulties.
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In a medium-term and longer-term context, the creation of substantial
amounts of SDRs could provide the system with reserve assets that are
managed internationally and not solely dependent on domestic policy
actions by individual countries. Regrettably, however, some countries,
apparently because of domestic considerations, have been insensitive to
agreements reached on making the SDR the centerpiece of the international monetary system. An allocation to restore the share of SDRs in
international reserves to its relative 1972 level is modest and is therefore
noninflationary. This is especially so since SDRs provide an attractive
yield that would inhibit indiscriminate use. Finally, the distribution of
unconditional liquidity should also address the basic problem of correcting inequities in the allocation of SDRs based on present quotas, thus
helping to redistribute resources equitably among all countries.
In conclusion, I wish to congratulate the Fund for its efforts to promote international monetary cooperation and closer collaboration with
the World Bank in assisting the structural adjustment process in developing countries. There is still scope for optimism when countries, both
developed and developing, can come together and thresh out problems of
worldwide magnitude and increasingly gain a better understanding of the
fact that all must cooperate if the world system is to work for the benefit
of all.
STATEMENT BY THE GOVERNOR OF THE BANK FOR THAILAND
Sommai Hoontrakul
On behalf of the Royal Thai Government, I wish to associate with my
fellow Governors in welcoming Bhutan and the Republic of Vanuatu to
membership in the Bank and the Fund. Permit me also to express my
deep appreciation to the President of the United States for his very
enlightening address to the Thirty-Sixth Annual Meetings. His address
correctly underscores the imperative needs of the developing countries
The current world economic outlook is grim with few signs of recovery. Medium-term trends also remain uncertain, with much being
dependent on the policy stances of the industrial countries and the degree
of cooperation in solving the worldwide problems of stagflation and protectionism. Meanwhile, the non-oil less developed countries continue to
be at the receiving end of the continuing world recession, high inflation,
and high interest rates. Lower demand for exports and the downward
trend in commodity prices have exacerbated the oil-induced trade and
payments deficits. On top of this, the purchasing power of exports of
non-oil LDCs has suffered a further setback due to the persistently high
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interest rates on foreign borrowings. While my delegation has no desire
to enter into the debate concerning the appropriate policy mix of the
United States and other major industrial countries, we nevertheless want
to impress on the authorities concerned the extensive impact of these
economic policies on less developed countries, which are already hardpressed with external and internal pressures.
Having followed a traditionally outward-oriented approach, the Thai
economy has been vulnerable to external disturbances as much as any
other non-oil LDC. In order to better withstand external shocks, the
Thai authorities have adopted a strategy for structural adjustment which
is generally consistent with the prescription offered in the World Development Report.
However, high growth in Thailand has resulted in structural changes,
which caused uneven distribution of wealth and development benefits in
favor of the urban population, rather than the rural majority. Although
poverty has been somewhat ameliorated over the past two decades,
11 million people, or one quarter of our total population, still remain
under conditions of absolute poverty. Our industrial structure still
remains very import dependent, and concentrated on import substitution
and urban consumer goods, which are heavily dependent on imported
raw materials, equipment, and energy. Consequently, Thailand faces
many structural problems such as a chronic and growing trade deficit,
low productivity, and declining employment.
The main concern of Thailand in proclaiming its fifth Five-Year Plan
is thus not so much GNP growth, but is "people oriented" by reducing
imbalances within our economy and our society. The primary development objective is to focus the attention of the Thai Government, the Thai
people, and our development partners abroad to join in a partnership to
mobilize and channel all available resources to halt, rectify, and overcome these imbalances in the shortest possible time frame.
To achieve these objectives we must do the following: first, improve
and better balance the domestic and external financial position of Thailand through economic and financial structural stabilization programs;
second, urgently correct widespread socioeconomic disparities by implementing a Rural Poverty Eradication Program; and third, rationalize and
upgrade national economic efficiency and productivity by restructuring
the pattern of growth in the agriculture, industry, energy, and transportation sectors. This we can only do if the Bank and the Fund remain
true to the primary objective for which they were created, namely, to
channel all available resources from the more fortunate developed and
capital-surplus countries in order to assist the developing world.
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In pursuing the above structural adjustment program, the Thai authorities must receive active and continuing support from the Fund and the
Bank, not only in bridging our resource gap but also as a catalyst for
other sources of financing and technical expertise. In this connection,
the Thai authorities strongly support the Fund and Bank policy of providing increased financial support for stabilization and structural adjustment programs, which take into account national economic and social
development objectives and political constraints, and which are aimed at
coping with the present economic realities of all member countries and
particularly the middle-income countries. We would also like to commend Saudi Arabia for taking the initiative in recycling surplus funds to
deficit countries through the Fund. It is hoped that other surplus countries will follow suit in making surplus funds available in the Bank and
the Fund as well as other multilateral development institutions. My
delegation would also like to urge early establishment of an interest
subsidy account for drawings under the Fund's enlarged access policy in
line with the objective of ensuring early and adequate drawing on the
Fund's resources.
Other effective mechanisms for recycling which should be speedily
pursued are adjustment of Fund quotas . . . and a new allocation of
SDKs. Concern for a possible inflationary impact of increased liquidity
should not be overemphasized, since its use is conditional and subject to
international surveillance. It is through such concrete support of multilateral assistance schemes that political will and commitment to NorthSouth cooperation can be tested and verified. . ..
STATEMENT BY THE GOVERNOR OF THE FUND FOR THE UNITED KINGDOM
Sir Geoffrey Howe
I have the honor of addressing this meeting on behalf of the member
states of the European Communities.
The world economic prospect remains worrisome. Inflation is stubborn. Unemployment is very high and is still rising. Output is sluggish.
Governments in developed and developing countries alike, in seeking to
serve the welfare of their people, are meeting with great difficulties during this continuing period of adjustment.
But there are some encouraging features, as the Managing Director
himself reminded us at the Libreville meeting of the Interim Committee.
Adjustment to the second round of large increases of oil prices has been
managed better than after the first round. Many industrial countries
have made vigorous efforts to bring their public spending and monetary
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aggregates under control. Governments generally have this time resisted
the automatic passing on of oil price increases into earnings. Energy
consumption is being restrained. Against this background there has been
a tendency for current account positions to be more evenly distributed
among industrial countries. Conditions have been sustained in the private financial markets for the recycling process to continue to function
smoothly, up to the present time, despite the difficult balance of payments situation of numerous developing countries.
The European Council, at its meeting last June, expressed its firm
conviction that by the pursuit of coordinated flexible policies the Community will be able to overcome the present social and economic difficulties and return to a situation of economic growth, stability, and satisfactory levels of employment.
However, we still have no clear signs that the fall in output in the
Community as a whole has come to an end. One factor—though not the
only one—making a resumption of noninflationary growth more difficult
for Community countries has been the high level and volatility of interest
rates and their implications for exchange rates. High interest rates are a
consequence of high rates of inflation and of substantial budget deficits
and, at the same time, an essential part of a determined fight against
inflation through a strict monetary policy. However, peaks in U.S. rates
have led, in a number of member countries, to higher interest rates than
generally warranted by purely domestic considerations. Interest rate
developments, along with other factors, have also played a part in the
sharp movements of the dollar against European currencies, though
exchange rates between EMS currencies have continued to show a substantial degree of stability. The Community feels that it is essential that
the dialogue on these matters be intensified and intends to participate
actively therein. It recalls that the Fund's firm surveillance over
exchange rates must both promote adjustment and also contribute to the
maintenance of orderly conditions on the exchange markets.
The members of the European Community recognize their responsibility for persevering with their efforts to beat inflation and unemployment, and to create the conditions needed for the renewed and sustainable growth of the world economy, which will in turn help toward a
lasting improvement in the economic position of developing countries.
Although the efforts toward adjustment in the industrial and in many
developing countries have shown some signs of success, it is essential
that all countries continue to persevere in such efforts and that adjustment policies be implemented with determination.
The European Community recognizes the seriousness of the problems
faced by the developing countries, arising from the oil bill, the economic
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slowdown, and high interest rates. The Community represents a major
element in the world economy and is of great significance in the development process. On trade, the Community is the largest international trading entity. The Community has this year revised the generalized scheme
of preferences so as to increase the concentration of benefits on those
countries which still have need for tariff preferences. On private direct
investment, the flows from the Community account for about one third
of the total. On aid, the member countries of the Community provide
about half of the total flows of official assistance. . . . For its part, the
European Community will continue to attach importance to the stabilization of raw material prices and earnings and to the decisions recently
adopted at the Paris Conference on the Least Developed Countries.
Since the last Annual Meetings, the International Monetary Fund has
been extremely active. In the first half of 1981 alone the Fund has committed no less than SDR 9 billion under its upper credit tranche lending
policies, almost as much as in the whole of 1979 and 1980 together.
This is a clear reflection both of the Fund's decisions last year to lend
larger amounts in relation to quota and of the willingness of members
to turn to the Fund for support in financing the difficult and protracted
period of necessary adjustment. Although many of the Fund's beneficiary
countries have limited scope for adjustment, they have been ready to put
in hand courageous measures to restore their current account position to
sustainable levels.
The Fund must ensure that it has sufficient usable resources to give
financial backing for appropriate adjustment programs and to ensure the
liquidity of the Fund's liabilities. The Eighth General Review of Quotas
should thus be implemented without delay and should take due account
of the crucial role played by quotas in the financial structure of the Fund.
Given the need to maintain the Fund's capacity to carry out its tasks as
effectively as possible, we welcomed the agreement of Saudi Arabia and
the central banks in a number of other countries, including countries of
the European Communities, to lend substantial amounts to the Fund,
and we can note with satisfaction that others have since agreed to participate. We hope that, if additional requirements should arise before
the implementation of the Eighth General Review of Quotas, contributions from other countries with strong balance of payments positions will
be forthcoming.
The issues that are before us today, and which will dominate the
work of the Executive Board in the period ahead, are complex and interrelated. We need to consider the provision of liquidity to finance payments deficits so that this will encourage needed adjustment, and the
provision of unconditional liquidity through SDR issues. This last ques-
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tion needs to be further considered in the light of developments in
international liquidity. In its further discussion of these matters, the
Executive Board might wish to examine the role of the SDR in currently
foreseeable circumstances. They might consider ways in which the SDR
might be further promoted in official and private financial transactions.
The members of the European Community will seek to make a constructive contribution in these discussions. These matters are important
and sufficient time must be allowed for them to be considered carefully.
Decisions taken now will have a lasting influence on the role of the Fund
in furthering the adjustment process and on the status of the SDR in the
international monetary system.
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CONCLUDING REMARKS1
STATEMENT BY THE GOVERNOR OF THE FUND
AND THE BANK FOR KUWAIT

AbdlatifY.Al-Hamad
It is an honor to have been selected as the Chairman of the Boards of
Governors of the Bank and its affiliates and the Fund for the coming year.
In accepting this honor, I hope that I shall be able to serve with the
same leadership and wisdom my predecessor has shown.
I thank you all, and wish you best of luck.
STATEMENT BY THE CHAIRMAN OF THE EXECUTIVE BOARD AND
MANAGING DIRECTOR OF THE INTERNATIONAL MONETARY FUND
/. de Larosière
Mr. Chairman, our discussions have been wide-ranging, frank, and
constructive. We have focused on two central topics. First, we have
assessed the requirements for national economic policies in light of the
troubled situation of the world economy. Also, we have dwelt on the
role of the Fund in supporting national policies and in promoting the
stability of the international monetary system. Let me comment on each
of these broad topics.
Governors stressed that the state of the world economy remains
unsatisfactory. They noted that progress is being made in adjusting the
serious imbalances now prevailing. But they also agreed that the process
of adjustment is still at an early stage, and must be fortified and extended.
What follows from this, as I emphasized in my opening address
last Tuesday, is a widespread and compelling need for strong policies of
adjustment in our member countries—industrial and developing alike.
In their statements this week, numerous speakers voiced the belief
that there are no quick and easy solutions to the problems being encountered. These statements reflected a full awareness that current problems
are deep-seated, and that fundamental policies of adjustment will need
to be maintained for some period of time. It is widely understood and
1

Delivered at the Closing Joint Session, October 2, 1981.
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agreed that these adjustment policies require a comprehensive approach
aimed at two main objectives: reduction of inflation and inflationary
expectations, and improvement of supply conditions so as to achieve
better gains in productivity. In this context, I noted a widespread view
—based to a large extent on concern about high interest rates—that
undue reliance is being placed on monetary policy relative to fiscal policy
in major industrial countries. It is also generally agreed that premature
relaxation of fiscal and monetary policies would have serious consequences for growth and employment ranging over a number of years.
I believe we can take great satisfaction in the views expressed by
Governors on policy requirements in the current difficult situation. To
be sure, the mix of policies will have to vary among countries according
to their particular circumstances. Nevertheless, there is a clear consensus
on the need for sustained pursuit of strong adjustment policies. This
policy stance is a vital prerequisite for the achievement of a basic and
lasting improvement in the world economic situation. Let us make sure
that the present policy objectives will be pursued resolutely. The industrial countries have a special responsibility in this regard; successful
handling of stagflation by these countries would not only assure the
renewal of a more satisfactory and sustained rate of growth, but also
would contribute to the stability of real exchange rates among the key
currencies and would be of great benefit to the developing countries.
I have touched on the broad thrust of policy that is judged to be
appropriate in the current situation. But the speeches of Governors
ranged over many specific aspects of policy. I will mention two of them.
It is very important to note that Governors again spoke so critically
of protectionism. They rightly expressed acute concern about the dangers of protectionism and unanimously rejected it as a policy option—
recognizing that the consequences of yielding to the pressures of protectionism could be disastrous. This is an area of policy that demands
increased vigilance and maximum prudence in government actions.
The other matter that I wanted to mention at this point concerns the
plight of the low-income group of developing countries. I am in full
accord with those Governors who focused on the serious problems of
this group of countries and called for an expansion of grants and concessional loans to them from the industrial and oil exporting countries.
A larger volume of official development assistance is urgently needed by
the low-income developing countries in order to facilitate the tremendous
task of economic adjustment now confronting them under conditions of
poverty and hardship.
Let me turn now to the role of the Fund—the second broad topic of
discussion during these Annual Meetings.
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Thanks to the support of the membership, the capacity of the Fund to
assist its members in payments adjustment and financing has been
strengthened in the past year. The steps taken to achieve this strengthening were explained in my opening address, and I need not repeat them
here. But I do want to say that I am very gratified by the recent action
of the Interim Committee in stressing the importance of the Fund's role
in the promotion of balance of payments adjustment, and in strongly
endorsing the major emphasis that the Fund has been placing on the
implementation of effective adjustment programs by members making
use of the Fund's resources in the upper credit tranches. Also encouraging are the similar expressions of support and approval that were given
by Governors during these Annual Meetings.
A continuing task of the Fund will be to work with member countries
to make further improvements in the effectiveness of adjustment programs. As Governors are aware, the design and implementation of the
programs involve complex problems and difficult judgments. Of critical
importance to the success of these programs is firm, unwavering political
support on the part of national authorities.
However, adjustment is also imperative for many member countries
that do not have programs supported by the Fund. I therefore welcome
the emphasis placed by Governors on the Fund's surveillance over the
exchange rate and related policies of these countries. I take note of the
request, in which I wholly concur, that the Fund should endeavor to
enhance understanding of the factors that influence exchange rates.
Surveillance of national policies is indeed an extremely important function and responsibility of the Fund. In accordance with the expressed
general wish of the Governors, we intend to intensify our activity in this
area in a balanced and symmetrical way.
With respect to the financing of Fund operations, Governors reiterated
the principle that the Fund should rely primarily on quota subscriptions.
They agreed that the Eighth General Review of Quotas should be
expedited. They also stated that the occasion of this review should be
used, within the context of a general enlargement of the Fund, to make
adjustments for those countries whose present quotas do not reflect their
relative positions in the world economy. With the support of members,
these steps will be taken. Meanwhile, we will continue to make the
necessary arrangements for borrowing.
Our discussions this year have concentrated on issues of adjustment
and financing because of their immediate concern. But sight was not lost
of other aspects of the Fund's role in promoting the stability and sound
functioning of the international monetary system. I note that many
Governors welcomed the recent improvements in the SDR and cited the
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continuing need to increase the attractiveness of the SDR as an asset and
a unit of value. In this connection, let me mention that our program of
work includes studies of the role of the SDR in the evolving international
monetary system, including ways to facilitate its use by monetary authorities in managing their reserve positions.
On a matter of great current interest, the Executive Board, as
requested, will continue its deliberations on the question of whether there
should be a further allocation of SDRs at the present time. These
deliberations are to include the proposal to extend the third basic period
and continue the rate of allocation established in 1978.
I would also wish to take this occasion to offer my sincere thanks to
those countries that, both before and during the course of these Meetings, have agreed to contribute to the supplementary financing facility
subsidy account. In the light of these commitments, I would expect the
subsidies to be paid to eligible beneficiaries as soon as the contributions
have been received in the account.
In closing, Mr. Chairman, I should like to express my appreciation
for the stimulating address with which you launched our Meetings, and
for the effective manner in which you have conducted our proceedings.
At the same time I congratulate the Governor for Kuwait who will
succeed you in the year ahead.

STATEMENT BY THE CHAIRMAN OF THE BOARDS OF GOVERNORS,
THE GOVERNOR OF THE FUND AND THE BANK FOR URUGUAY
Valentin Arismendi Elgue
It is now my duty to close the Thirty-Sixth Annual Meetings of the
World Bank and its affiliated institutions and the International Monetary
Fund.
In so doing, I would like to extend my special thanks to the Governors
for their contributions to our deliberations. The economic situation of
many of the 143 members of our institutions has imparted a note of
urgency to our discussions and to the search for solutions.
I believe we have reached a consensus as regards the analysis of the
international situation, which it would be superfluous at this juncture to
describe again in detail. For many of our countries, the most damaging
features of the current economic situation are inflation, unemployment,
and the prospect of a continuation of low living standards. Even though
it could entail temporary sacrifices, governments have been encouraged
to restructure their domestic economies. This, together with the steady
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application of appropriate adjustment policies, could indeed lead to a
decline in indebtedness, a reduction of public spending, and an easing of
the pressures that have given rise to the current high interest rates.
The Governors have shown their satisfaction with the efforts being
undertaken by the World Bank and the International Monetary Fund to
solve the difficulties facing many of their member countries. They have
demonstrated their firm desire to strengthen both institutions.
As regards the World Bank, the Governors welcomed the President's
ideas for mobilizing more resources for development and his exhortation
to member countries to use the limited resources more efficiently.
The desire was expressed that the International Monetary Fund be
assured of access to sufficient financial resources to assist its member
countries at this difficult time. Emphasis was also placed on the Fund's
need to have adequate supervisory powers to ensure the orderly functioning of the international monetary system.
Although the world economic situation has lent a somber tone to our
discussions, we have once again had the opportunity to exchange views
and opinions on the proper courses of action.
All our thanks go out to the staffs of the Bank and the Fund for their
fine efforts in organizing and ensuring the smooth functioning of these
Thirty-Sixth Meetings. I am especially grateful to Mr. Thahane and
Mr. Van Houtven, and to the legal advisors, for the assistance they have
given me. I would also like to thank my colleagues and Vice Chairmen,
the Governor for Botswana, for taking the chair at the plenary sessions
when I was called upon to preside over the deliberations of the Joint
Procedures Committee, and the Governor for Finland, for his support on
numerous occasions.
I should like to thank the Government and people of the United States
for the hospitality and facilities extended to us during our stay. I extend
my best wishes to the Governor for Kuwait who succeeds me as Chairman of the Boards of Governors. In conclusion, I wish you all a pleasant
journey home.
The 1981 Meetings of the Boards of Governors of the World Bank
and its affiliated institutions and of the International Monetary Fund are
hereby closed.
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SCHEDULE OF MEETINGS
Saturday
September 26

10:30 a.m.—Interim Committee

Sunday
September 27

9:30 a.m.—Interim Committee

x

3:00 p.m.—Interim Committee
3:00 p.m.—Joint Development Committee

Monday
September 28

10:00 a.m.—Joint Development Committee

Tuesday
September 29

10:00 a.m.—Opening Ceremonies
Address from the Chair
Annual Address by President, IBRD,
IFC and IDA
Annual Address by Managing
Director, IMF
Address by the President of the
United States

4:00 p.m.—Joint Development Committee

3:00 p.m.—Annual Discussion
Wednesday
September 30

8:30 a.m.—Joint Procedures Committee
9:30 a.m.—Annual Discussion
3:00 p.m.—Annual Discussion
5:00 p.m.—Joint Procedures Committee

Thursday
October 1

9:00 a.m.—Joint Procedures Committee
9:30 a.m.—Annual Discussion
5:30 p.m.—Joint Procedures Committee

Friday
October 2

9:30 a.m.—Annual Discussion
Joint Procedures Committee Reports
Comments by Heads of Organizations
Closing Remarks from the Chair
Adjournment

iThe sessions were held jointly with the Boards of Governors of the Bank,
IFC and IDA, except for the meetings of the Interim Committee of the Fund
Board of Governors on the International Monetary System.
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PROVISIONS RELATING TO THE CONDUCT
OF THE MEETINGS
Admission
1. Sessions of the Boards of Governors of the Bank, IFC, and IDA, and
the Fund will be joint and shall be open to accredited press, guests,
and staff.
2. Meetings of the Joint Procedures Committee shall be open only to
Governors who are members of the Committee and their advisers,
Executive Directors, and such staff as may be necessary.
Procedure and Records
3. The Chairman of the Boards of Governors will establish the order of
speaking at each session. Governors signifying a desire to speak
will generally be recognized in the order in which they ask to speak.
4. With the consent of the Chairman, a Governor may extend his statement in the record following advance submission of the text to the
Secretaries.
5. The Secretaries will have verbatim transcripts prepared of the proceedings of the Boards of Governors and the Joint Procedures
Committee. The transcripts of proceedings of the Joint Procedures
Committee will be confidential and available only to the Chairman,
the President of the Bank and its Affiliates, the Managing Director
of the Fund, and the Secretaries.
6. Reports of the Joint Procedures Committee shall be signed by the
Committee Chairman and the Reporting Members.
Public Information
7. The Chairman of the Boards of Governors, the President of the Bank
and its Affiliates, and the Managing Director of the Fund will communicate to the press such information concerning the proceedings
of the Annual Meetings as they may deem suitable.

252

©International Monetary Fund. Not for Redistribution

AGENDA
1. 1981 Annual Report
2. Report of the Chairman of the Interim Committee
(Fund Document No. 4)
3. Joint Development Committee
(a) Annual Report
(Fund Document No. 5)
(b) Review of Performance
(Fund Document No. 6)
4. Financial Statements and Audit Report
(Appendix VIII of 1981 Annual Report
and Fund Documents Nos. 7 and 8)
5. Administrative Budget for Financial Year Ending April 30, 1982
(Appendix VI of 1981 Annual Report and
Fund Documents Nos. 8 and 9)
6. Amendments of Rules and Regulations
(Fund Document No. 10)
7. Selection of Officers and Joint Procedures
Committee for 1981-82
8. Consideration of the Report of the Joint Committee
of the Boards of Governors (The Muldoon Report)
(Fund Document No. 11 ) l
9. Procedures Governing Attendance at Meetings of the
Board of Governors 1

1

Items added to Agenda pursuant to Section 6(b) of the By-Laws.
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REPORTS OF THE JOINT PROCEDURES
COMMITTEE
Chairman
Vice Chairmen
Reporting Member

Uruguay
Botswana
Finland
Indonesia

Other Members: Algeria, Austria, Bahrain, China,
Ethiopia, France, Federal Republic
of Germany, Honduras, Jamaica, Japan,
Madagascar, Mexico, Nepal, Portugal,
Saudi Arabia, Trinidad and Tobago,
United Kingdom, United States

Report 1 1
October 1, 1981
Mr. Chairman :
The Joint Procedures Committee met on October 1, 1981 and submits
the following report:
1. Annual Report of Joint Development Committee
The Committee noted that the Annual Report of the Development
Committee has been presented to the Boards of Governors of the Bank
and the Fund pursuant to paragraph 5 of Boards of Governors Resolutions No. 294 and No. 29-9 of the Bank and the Fund, respectively.
(Bank Document No. 3 and Fund Document No. 5) [Annex I].
The Committee recommends that the Boards of Governors of the
Bank and of the Fund note this report and thank the Development Committee for its work.
1

Report I and the Resolution recommended therein were adopted by the Board
of Governors of the Fund, in Joint Session with the Boards of Governors of the
Bank, IFC and IDA, on October 2, 1981.
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2. Review of Performance of Joint Development Committee
The Committee also considered the report of the Development Committee on the review of its performance (Bank Document No. 4 and
Fund Document No. 6) [Annex II], as well as reports on the same
subject, dated June 30, 1981, by the Executive Directors of the Bank
(Bank Document No. 4) [Annex III] and the Executive Board of the
Fund (Fund Document No. 5) [Annex IV], all of which were prepared
pursuant to paragraph (b) of Resolutions No. 327 and No. 33-10 of the
Bank and the Fund, respectively, as amended by Resolutions No. 344
and No. 34-12, respectively.
The Committee recommends that the Boards of Governors adopt
the draft resolutions set forth in Bank Document No. 4 and Fund
Document No. 6.2
Approved:
/s/ VALENTÍN ARISMENDI ELGUE
/s/ ARIFIN SIREGAR
Uruguay—Chairman
Indonesia—Reporting Member
Annex I to Report I

September 28, 1981
Dear Sir:
As Chairman a.i. of the Joint Ministerial Committee of the Boards
of Governors of the Bank and the Fund on the Transfer of Real Resources to Developing Countries (Development Committee), I have the
honor to present herewith to the Boards of Governors a report by the
Committee on the progress of its work during the period July 1980June 1981. The report is presented in compliance with Section 5(i) of
the Bank Board of Governors Resolution No. 294 and the Fund Board
of Governors Resolution No. 29-9, adopted on October 2, 1974.
Sincerely yours,
/s/
MANUEL ULLOA ELÍAS
Chairman a.i.
Development Committee
Attachment
The Honorable
Valentin Arismendi Elgue
Chairman of the Boards of Governors
International Monetary Fund
and the World Bank
2

Resolution No. 36-8; see page 392. The Bank parallel Resolution No. 370
is published in the Bank, IFC and IDA Summary Proceedings, 1981.
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Attachment

Report of the Joint Ministerial Committee of the
Boards of Governors of the Bank and the Fund
on the Transfer of Real Resources to
Developing Countries
(July 1980-June 1981)
I. INTRODUCTION
1. This is the seventh annual report of the Joint Ministerial Committee of the Boards of Governors of the Bank and the Fund on the
Transfer of Real Resources to Developing Countries (Development
Committee). It covers the period from July 1980 to June 1981.
2. The Development Committee was established in 1974 to provide
a focal point at a high political level in the structure of economic cooperation for formation of a comprehensive overview of the development
process and to consider all aspects of the broad question of the transfer
of real resources to developing countries including measures to implement its conclusions. In the background analyses and projections of
IBRD's World Development Report, the IMF's World Economic Outlook, and other studies specially prepared, the Committee, during the
year under review, considered a number of critical issues and proposals
for improvement in capital flows to developing countries. It thereby
helped to focus the attention of Finance Ministers, representing developed and developing countries, on vital development issues of mutual
interest and sought to promote international consensus in order to
facilitate decisions in appropriate bodies at national and international
levels.
3. The Committee held three meetings during the year. The first
substantive meeting was in Washington on September 29, 1980, at the
time of the Annual Meetings of the Boards of Governors of the Bank
and the Fund followed by another short meeting three days later at which
it unanimously selected H.E. David Ibarra Muñoz, Secretary of Finance
and Public Credit of Mexico, as its Chairman to succeed H.E. Cesar E.A.
Virata, Minister of Finance of the Philippines, whose term had expired,
and appointed Mr. Hans E. Kastoft as Executive Secretary of the Development Committee. The third meeting of the year—the sixteenth in
the series—was recently held in Libreville in Gabon on May 22, 1981.
At the technical and preparatory level, the task force set up by the
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Committee for an in-depth study of non-concessional capital flows held
a series of meetings during the year, one of which entailed special arrangements for an extensive exchange of views on the subject with highlevel representatives of the international private banking community.
4. The reorganization of the work of the Committee and the restructuring of its Secretariat had been put into effect in April 1979, and
this was the second full year of the Committee's operations under the
new arrangements. The changes introduced at that time to enhance the
effectiveness of the Committee had made the organization of its work
the joint responsibility of the Chairman of the Development Committee,
the President of the Bank, and the Managing Director of the Fund,
assisted by the Executive Secretary. It also provided for a greater and
closer involvement of the Boards and the staffs of the Fund and the
Bank. The reorganization has contributed to the effectiveness of the
Committee and smoothness of its operations. A further step for improvement in its work methods was taken through the decision during
the year to structure the Committee's discussions around broad topics
rather than on a number of individual papers. This approach was designed to facilitate more focused and less repetitive discussions otherwise inherent in separate consideration of a large number of individual
papers with some unavoidable overlap of contents. All the papers prepared for the Committee are now listed as background information
against which discussion on a small number of key selected topics takes
place. This is accomplished through the preparation of an annotated
agenda summarizing and highlighting the issues requiring ministerial
attention. This approach makes the agenda more manageable and is
found to be helpful particularly in the context of the time constraint
imposed by one-day meetings.
5. The main thrust of the Committee's work in the year under review has been on capital flows to developing countries, both concessional
and non-concessional, bilateral and multilateral. The role of the World
Bank and of the regional development banks and the need to increase
their lending capacity and programs in the period ahead and in particular for the energy sector have received special attention. The study
of the various issues by the Committee was facilitated by a detailed
analysis of the world economic situation, its trends and projections contained in the World Development Report, 1980 and the World Economic Outlook prepared by the Bank and Fund staff respectively, and
the extensive work carried out by the Task Force on Non-Concessional
Flows. The Committee also gave further consideration to the proposals
made by the Group of 24 in their Program of Immediate Action and by
the Brandt Commission, and expects to complete this work at its forthcoming meeting in September of this year.
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II. COMMITTEE CONSIDERATION OF MAJOR QUESTIONS
AFFECTING RESOURCE TRANSFER
A. World Development Report and Economic Situation Prospects
Facing the Developing Countries in the 1980s
6. The IBRD's World Development Report, 1980 and the IMF's
World Economic Outlook served as valuable background documents for
the Committee's discussions on many current and urgent development
issues. These documents showed that the prospects of the oil-importing
developing countries for growth and poverty alleviation in the decade
of the eighties are substantially worse now than they were in the preceding decade or even a year ago. The ability of these countries to
develop their societies and economies has been eroded by the persistent
and internationally widespread high rates of inflation and interest rates,
the substantial increase in the real price of energy, slow growth and
budgetary constraints in major industrial countries, the slowdown in
expansion of international trade, growing protectionist trends and the
weakening of demand for developing countries' exports. As a consequence, the current account deficit of the non-oil developing countries
has sharply increased from $58 billion in 1979 to an estimated $80 billion in 1980 and a projected $97 billion in 1981. The financing of these
large deficits has required a substantial increase in external borrowing at
high cost and consequently the debt service burden has recently increased
perceptibly and can be expected to continue to do so in the near future.
There is little expectation that the large and serious imbalances will be
corrected quickly and therefore problems relating to external financing
and debt are likely to persist. The impact on the expected growth of
income per head is very serious: for the low-income countries in Africa
probably less than 1 per cent per year for the decade; for the low-income
countries of Asia less than 2 per cent per year. While the prospects for
the middle-income countries are slightly better—probable rates of growth
of per capita GNP between 2.2 and 3 per cent—these too are much lower
than in the past and much below their potential.
7. The World Development Report emphasized that the twin challenge of maintaining developing countries' social and economic progress
and improving the lot of some 800 million people living in absolute
poverty would require concerted efforts and measures on the part of both
developing and developed countries. It is important that appropriate
adjustment measures be implemented in time and that consumption,
investment, and production patterns be altered and exports stimulated to
secure higher net foreign exchange earnings. Furthermore, there is need
to conserve and exploit all possible new energy resources, and adopt
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policies to ensure more efficient domestic production and use of external
assistance. The effectiveness of this adjustment process would depend
a great deal on the strong support of industrialized countries and major
oil exporters in stimulating demand for developing countries' exports,
in recycling capital surpluses and in providing aid at enhanced levels
so that imports are financed while the necessary structural adjustment
measures are being undertaken.
B. Concessional Flows
(i) ODA Flows
8. The Committee viewed the global economic deterioration with
concern and recognized the need for prompt corrective action to avoid
increasing social strains which the present situation implied particularly
for the low-income countries. It decided to concentrate its attention on
a few selected topics addressing the expanded capital needs of developing countries and the role of the multilateral development institutions in meeting them.
9. It was clear that a central element in the response of the international community should be to assure an adequate flow of external
capital to the oil-importing developing countries and in particular the
flow of concessional capital to the low-income countries which had been
particularly hard hit and which, in view of their limited recourse to
international capital markets, have to rely heavily on official development assistance. The Committee viewed with deep concern the particularly difficult situation of low-income countries which face large financial
needs to meet investments required in agriculture and infrastructure
including longer-term adjustments in investment programs to higher
energy costs and changes in comparative advantage. They have limited
capacity to generate domestic savings and require increased concessional assistance both from capital surplus and industrialized countries
to avoid further declines in their already unsatisfactory growth rates.
In real terms there has been very little increase in total official development assistance between 1978 and 1980 and a substantial part of
it is going to developing countries other than the low-income countries.
The Committee felt that it would be consistent with the objectives of
the various donors to increase the amount and proportion of bilateral
assistance going to the least developed and other low-income countries.
The Committee suggested also that donor countries might examine the
budgetary implications of setting aside the equivalent of a modest proportion of future GNP increases to facilitate more rapid progress toward
the 0.7 per cent GNP target for countries that have not yet attained this
level in their official development assistance.
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10. The Committee expressed its special concern regarding the delay
by some countries in bringing into effect the Sixth Replenishment of
IDA with the unfortunate result that IDA, which constitutes the largest
and most important single source of soft funds for poorest countries, ran
out of commitment authority in April 1981. It was stressed that any
extended disruption in IDA operations will have serious repercussions
on the poorest developing countries. In view of the gravity of the circumstances, the Committee emphasized the need for Member Governments to restore IDA commitment authority as a matter of great urgency.
(iii) Task Force on Concessional Flows
11. The Committee also recognized the importance of mobilizing
public opinion in favor of ODA. In considering these and other suggestions in the Bank paper on Concessionary Assistance, it decided, in
principle, to establish a task force which may at the earliest opportunity
undertake to carry forward and widen the continuing study of the problems affecting the volume, quality and effective use of concessional flows
both in the shorter and longer term.
C. Non-Concessional Flows
( i) Strengthening of IFIs and Expanded
World Bank Lending for Energy
12. Those countries which rely heavily on private capital markets
or non-concessional flows from multilateral development institutions also
faced many uncertainties. The magnitude of their financing needs, in the
context of the persistent large deficits, high cost of borrowing, increasing
indebtedness, decline in growth of exports, inability or unwillingness of
private markets to bridge the gap without assistance from government or
public agencies, underlined the importance and urgency to provide the
multilateral institutions with additional resources to assist developing
countries in their development efforts. This strengthening of the multilateral institutions was required to supplement the flows of private capital
and thus help the developing countries to restore acceptable levels of
growth and to support their internal structural adjustment policies and
programs. In the circumstances and in pursuance of the Committee's
interest in the subject, the management of the World Bank prepared
proposals to expand its lending capacity and programs over previously
planned levels for the FY82-86 period. This was necessitated by higher
than anticipated inflation, the additional requirements created by structural adjustment lending, the need for increased energy investments and
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the change in representation of China which had added nearly a billion
people entitled to the Bank Group's assistance. Preliminary discussions
of these proposals have taken place in the Executive Board of the Bank
and the Committee encouraged and urged the Board to continue its
efforts to reach a consensus on the scale of the World Bank activity appropriate to the change in circumstances of the early eighties and to
seek means of future financing of that activity, including study of a possible change in the gearing ratio.
13. The Committee also reviewed the current and prospective world
energy situation which poses a serious problem of adjustment for producers and consumers on a global scale. In particular, the oil-importing
developing countries face an acute and growing external financing problem and need to reduce their dependence on imported oil. This will involve expanding exploration for and development of domestic oil and
gas resources, increased development of coal, major expansion of
renewable resources, maximum utilization of hydropower capacity and
conservation both through appropriate price policies and the application
of energy saving technology. The Committee expressed its support for
the Bank's initiative to expand its lending operations in the energy sector
and in the light of the pressing need to reduce the strains on the balance
of payments of the oil-importing developing countries urged that the ongoing consultation process be completed expeditiously. The Committee
urged that Members examine ways to mobilize additional funds for
energy development, both through existing mechanisms and through a
possible new affiliate or facility.
14. Besides the future role of the World Bank in the eighties, the
Committee also considered status reports on the prospects of future lending of both concessional and ordinary capital resources of the African
Development Bank, the Asian Development Bank, and the Inter-American Development Bank currently under review in these institutions.
Given the pressing need to strengthen the lending operations of the
regional development banks, the Committee urged Member Governments
to seek means of financing their activities arising from the changed circumstances of the 1980s.
(ii)

Task Force on Non-Concessional Flows—Proposals and
Recommendations in Progress Reports

15. The problem of non-concessional flows was also the subject of
an in-depth study during the course of the year by a Task Force on NonConcessional Flows set up by the Committee early in 1980 following
suggestions made in this regard at the Belgrade meeting of the Development Committee in September 1979. This was done in the knowledge
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that the efforts of the two Bretton Woods institutions and the regional
development banks, though important in themselves and as catalysts for
stimulating additional flows from bilateral agencies and others, would
need to be supplemented by other sources of finance. The official
financial flows alone could not possibly meet the large and increasing
need for non-concessional funds required by developing countries facing
extraordinarily large balance of payments deficits. The Task Force
agreed on an intensive program of work and held a series of meetings
of which one was devoted to an extensive and helpful exchange of views
with selected representatives of the private financial community. The
Task Force has already presented to the Committee two valuable reports
prepared with support from the Bank and the Fund staffs.
16. The Task Force reviewed a whole range of constraints on bank
lending to developing countries arising from regulations, capital inadequacy, maturity transformation risks, exposure diversification, portfolio
concentration, and perception of creditworthiness. The Committee,
agreeing with the analysis and recommendations of the Task Force, reaffirmed the importance of proper supervision in maintaining confidence
in the international banking system, thereby enabling it to continue as
an important channel of funds over the long term. It also endorsed the
conclusion of the Task Force that such supervisory activity should avoid
abrupt and severe changes which could unduly restrict bank lending
to developing countries and that debt servicing capacity of the borrower
should be adequately taken into account in assessing bank portfolio
concentration.
17. The Committee also welcomed the Fund's active response to the
current recycling problems where its role was viewed as complementary
to the role of the international capital markets in the total recycling effort.
18. In their more recent progress report, the Task Force dealt with
the issues of: (1) cooperation between multilateral development institutions and commercial lenders; (2) external indebtedness of developing
countries; and (3) increase in lending capacities of the multilateral development institutions. Based on this report the Committee considered
that a degree of additionality in non-concessional flows could be achieved
by actions on the part of multilateral development institutions to help
broaden the range of financial instruments and improve the attractiveness
of lending to developing countries. In this regard the Committee invited
the multilateral institutions to discuss, as speedily as possible, these proposals with banks and other financial institutions in major financial
centers. These discussions should include: (1) the improvement of
cofinancing arrangements between multilateral development institutions
and commercial lenders; (2) the sale of portfolio and loan participations
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by multilateral development institutions; (3) the use of full or partial
guarantees by multilateral development institutions, including a possible
new multilateral partial guarantee framework; and (4) the issue and
placement of pass-through loan certificates by multilateral development
institutions.
19. As regards the recommendations of the Task Force relating to
external indebtedness of developing countries, it was recognized that
developments regarding external debts must be viewed in the broader
context of the world economic situation. It was important to avoid
debt servicing problems through sound debt management policies so as
to help sustain large inflows of capital required for economic development of developing countries.
20. The Committee acknowledged the importance of the existing
international framework for the rescheduling of officiai debt which has
to be viewed as part of a comprehensive effort to assist the requesting
debtor country to implement necessary adjustment policies and to restore
flows. The IMF, the World Bank, and the regional development banks
could, when requested, provide good offices in facilitating private debt
rescheduling.
21. As to the future work of the Task Force, the Committee desired
it to undertake a further study of the impact of inflation and high interest
rates on external debt in addition to the important work already in hand
regarding various proposals under examination for increasing the flow
of funds to developing countries from the multilateral development
institutions.
D. Private Foreign Investment
22. The Committee at its September 1980 meeting considered the
final report of the Task Force on Private Foreign Investment. It recognized that private foreign investment plays a significant role in promoting
development in developing countries and that it should conform to the
objectives and policies of those countries. As the major determinant of
this type of resource transfer is the general economic conditions in host
and home countries, it was important that both should avoid policies
that would act as disincentives to potential investments and, moreover,
the home countries should provide some incentives. The Committee also
suggested that the Bank Board should consider a proposal to study incentives and performance requirements in order to correctly assess their
quantitative and qualitative impact.
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E. Stabilization of Export Earnings
23. This is a subject of great importance to many developing countries and has been considered by the Development Committee on more
than one occasion. In 1978 the Committee had requested the Bank and
the Fund to prepare a detailed study of this subject which was fully considered by the Committee at its September 1979 meeting. In its further
review of the subject in September 1980 the Committee welcomed the
progress made by the Fund in adapting the compensatory financing
facility which now constitutes a more effective mechanism to assist
members in dealing with problems of fluctuations of export earnings.
The Committee further decided that the export earnings stabilization
programs may be reviewed again after completion of the comprehensive
study being prepared by UNCTAD.
F. G-24 Program of Immediate Action
and Brandt Commission Report
24. The difficult global economic situation and, particularly the effect
of this situation on the developing countries, prompted the Group of 24,
with endorsement from the Group of 77, to outline a Program of Immediate Action for International Monetary Reform at their meeting
in Belgrade in September 1979. This Program comprised a wide-ranging
set of recommendations bearing on many aspects of concern to the Fund
and the Bank. Measures relative to the transfer of real resources included the following recommendations: the urgent need to increase the
flow of ODA; in this regard each developed donor country, particularly
those falling behind in meeting the internationally agreed target, should
establish its program and make binding commitments for the annual
growth rate of ODA disbursement for each of the following three years;
the Sixth Replenishment of IDA should become effective without delay;
the Program called for an increase in program lending of the multilateral
financial institutions to make it equal to at least 25 per cent of total
loans; all member countries should provide a substantial and effective
increase in the capital base of the multilateral financial institutions so
as to ensure that their commitments in favor of developing countries
increase in real terms at a satisfactory rate consistent with the needs
of these countries. The Program further underscored the need to establish an effective strategy to deal with official external indebtedness of
some developing countries, designed to avert debt servicing difficulties
and sustain the development process of these countries; the early establishment of a link between SDR allocations and additional development
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assistance. In this same Program the Group further recommended
measures related to the increase in total resources, balance of payments
support and trade.
25. In 1978 an Independent Commission on International Development Issues was set up under the chairmanship of Mr. Willy Brandt
(Brandt Commission) to study "the grave global issues arising from the
economic and social disparities of the world community and to suggest
ways of promoting adequate solutions to the problems involved in development and in attacking absolute poverty." Further, the Commission
was "to identify desirable and realistic directions for international development policies in the next decade." The Brandt Commission published its report in the spring of 1980 and a number of its recommendations related to the Fund, the Bank and the regional banks. Some of the
Commission's proposals relate to program lending, cofinancing, energy
development, poverty alleviation and food production. In these areas
the Commission's proposals provide support and encouragement to the
Bank's initiatives and recent policy changes. The remaining proposals,
out of a total of 17 of relevance to the Bank, relate to measures that can
be taken to expand the Bank Group's borrowing and lending capacities
and the institutional changes required to further the Bank's responsiveness to the immediate needs of the developing countries within the context of the rapidly changing international environment.
26. There was considerable overlap in the recommendations emanating from these two sources and it was decided to consider them together
on the basis of the papers prepared by the Bank (DC/80-17, Rev. 1
dated August 28, 1980) and the Fund (DC/80-18, Rev. 1 dated
September 15, 1980).
27. The recommendations of the Brandt Commission and of the G-24
raise many significant issues of concern and relevance to the work of the
Development Committee and indeed provide support to a number of
initiatives in the Bank and the Fund designed to enhance their assistance
to developing countries. In continuation of the work done and reported
in the 1980 Annual Report, the Committee welcomed the further consideration that was being given by both the Bank and the Fund to some
other specific recommendations in these two documents. It stressed that
the Brandt Commission proposals on reduction of poverty should receive special attention. Further work is now in progress and a comprehensive and possibly final report on the matter might be available to
the Committee at its meeting in September 1981.
G. Program of Action for Sub-Saharan Africa
28. At its meeting in May 1981, the Committee expressed its special
concern for the deteriorating prospects for growth in sub-Saharan Africa.
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It was pleased to learn from the President of the World Bank that the
formulation of an action program was well under way and the Committee looked forward to its full discussion at its September 1981
meeting.
H. The Role of the Development Committee
in Global Negotiations
29. The Committee took note of the efforts at the United Nations to
organize global negotiations on the North/South issues and expressed
its desire to play a very active role in regard to matters pertaining to its
competence.
I. Other Matters
(i) Special Action Program—Final Report
30. At the Conference on International Economic Cooperation (CIEC)
the group of developed countries undertook to contribute $1 billion to a
Special Action Program to meet the immediate needs of low-income
countries. The implementation of this program was to be reported by
the donors to the Development Committee. The Committee considered
the fourth report in the series which was presented to it at its September 1980 meeting and was pleased to note that the program had been
fully implemented.
(ii) IMF's Annual Report on the Restrictions
on Access to Capital Markets
31. The Committee noted the present status of the access of developing countries to the capital markets as reflected in the report of the IMF
prepared annually in pursuance of the Committee's expressed desire at
its Manila meeting in September 1976.
III. FUTURE TASKS
32. The present signs of turbulence in the social and economic world
in the difficult decade ahead have all the elements and forebodings of a
serious challenge presented by many grave and complex issues. The
international community will have to meet this serious challenge with
concerted efforts and firm determination. The years ahead will witness
an intense debate and search for solutions. The Development Committee, with its membership of Finance Ministers representing developed
and developing countries and its close linkages with the two premier
world institutions in finance and development, will be expected to make
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its full contribution both at political and professional levels in a
measure which will facilitate decisions at national and international fora.
Some initial steps have already been taken. The institutions involved
and the task forces specially established for in-depth studies of some of
the problems are already engaged in a search for solutions which would
be of mutual benefit and advantage to all countries. The successful
conclusion of this work with vision and imagination and the completion
of the long and tortuous process of structural adjustment will determine
the measure of tranquility, harmony and equity which will emerge for
the welfare of the whole of mankind.
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11. The Honorable
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Bahamas, Barbados, Canada, Dominica,
Grenada, Ireland, Jamaica, St. Lucia,
St. Vincent and the Grenadines

12. His Excellency
Rainer Offergeld
Federal Minister for
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Germany

13. The Honorable
Donald T. Regan
Secretary of the Treasury
United States

United States

3
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15. His Excellency
Ulf Sand
Minister of Finance
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Denmark, Finland, Iceland, Norway,
Sweden

16. His Excellency
Manuel Ulloa Elias
Prime Minister and Minister of
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17. His Excellency
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21. His Excellency
Michio Watanabe
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22. His Excellency
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Annex B
Organizational and Administrative Aspects
1. The Committee of Twenty, in its final report in June 1974, recommended that two committees be set up: an Interim Committee in the
Fund to deal with monetary reform, and a joint ministerial committee of
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the Bank and the Fund (Development Committee) to continue the study
of the broad question of the transfer of real resources to developing
countries.
2. It was hoped that the Development Committee would be helpful
in providing a focal point in the structure of economic cooperation for
formation of a comprehensive overview of diverse international activities
in the international area, for efficient and prompt consideration of development issues, and for coordination of international efforts to deal with
problems of financing development. The Committee was expected to
work in close association with the management and the boards of the
two institutions.
3. The Development Committee was accordingly established pursuant to Bank Governors Resolution 294, October 2, 1974, and Fund
Governors Resolution 29-9, October 2, 1974. The parallel resolutions
provided that the members of the Development Committee were to be
governors of the Bank, governors of the Fund, ministers, or others of
comparable rank. Each member government of the Bank or the Fund
that appoints an executive director or group of members that elect an
executive director was to appoint one member of the Committee (in all:
21 in the Bank and 22 now in the Fund) and up to seven associates.
The members were to be appointed in turn for successive periods of
two years by the members of the Bank and the members of the Fund.
4. At the inaugural meeting of the Committee held October 2-3,
1974, Mr. Henri Konan Bédié, Minister of Economy and Finance of the
Ivory Coast, was selected as Chairman, and Mr. Henry J. Costanzo,
Executive Vice President of the Inter-American Development Bank,
was appointed Executive Secretary. At the seventh meeting of the Committee, held October 6, 1976, Mr. Cesar E.A. Virata, Secretary of
Finance of the Philippines, was selected as Chairman and Sir Richard
King, Permanent Secretary of the Ministry of Overseas Development of
the United Kingdom, was appointed Executive Secretary. Mr. Virata
was re-elected as Chairman on September 27, 1978, at the eleventh
meeting of the Committee. On expiry of Mr. Virata's term, the Committee, at its fifteenth meeting held on October 2, 1980, in Washington,
D.C., unanimously selected Mr. David Ibarra Muñoz, Secretary of
Finance and Public Credit of Mexico, as Chairman, and appointed
Mr. Hans E. Kastoft, as Executive Secretary.
5. The organizations listed below were official observers to the Development Committee during 1980-81. In addition, the Government of
Switzerland was represented by an observer.
African Development Bank
Arab Bank for Economic Development in Africa
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Arab Fund for Economic and Social Development
Asian Development Bank
Commission of the European Communities
Commonwealth Secretariat
Development Assistance Committee
European Investment Bank
General Agreement on Tariffs and Trade
Inter-American Development Bank
International Fund for Agricultural Development
Islamic Development Bank
OPEC Fund for International Development
Organisation for Economic Cooperation and Development
United Nations
United Nations Development Programme
United Nations Conference on Trade and Development
Annex C
The text of the parallel IBRD and IMF Resolutions establishing the
Development Committee is reproduced in Summary Proceedings, 1975,
pages 278-82.
Annex D
Agendas and Press Communiqués of Meetings
held in September/October 1980 and May 1981
Meeting of September 29,1980
A. Agenda
1.

Development Policy Issues and Finance Requirements in the
1980s in the Light of the Likely Economic Situation

2.

Financing These Requirements Through
(i) concessional flows
(ii) non-concessional flows, including strengthening the IFIs
(iii) private foreign investment

3.

Other Business
(i)
(ii)
(iii)
(iv)

Annual Report 1979/80
CIEC final progress report
Press Communiqué
Date of next meeting in 1981

B. Press Communiqué (text published in Summary Proceedings,
1980, pages 327-30).
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Meeting of October 2,1980
A. Agenda
1.
2.
3.
4.

Selection of Chairman
Appointment of Executive Secretary
Press Announcement
Other Business

B. Press Announcement (text published in Summary Proceedings,
1980, page 331).
Meeting of May 22,1981
A. Agenda
1. Increase in the Five-Year Lending Program of the World Bank
(IBRD/IDA)
(a) Sixth IDA Replenishment
(b) Expanded IBRD Lending in FY82
(c) Expanded World Bank Lending for Energy
2. Lending Operations of the Regional Development Banks
3. Report on Selected Issues by the Task Force on Non-Concessional Flows
4. Task Force on Concessional Flows
5. Role of the Development Committee in the Global Negotiations
6. Program of Action for Sub-Saharan Africa
7. Future Work Program
8. Other Business
(a) Review of the Committee
(b) Press Communiqué
(c) Date of next meeting in 1981
B. Press Communiqué
1. The Development Committee held its sixteenth meeting in Libreville, Gabon, on May 22, 1981, under the chairmanship of H.E. David
Ibarra Muñoz, Secretary of Finance and Public Credit of Mexico, and
with the participation of Mr. R.S. McNamara, President of the World
Bank, Mr. J. de Larosière, Managing Director of the International
Monetary Fund, and Mr. Hans E. Kastoft, Executive Secretary. Observers from a number of international and regional organizations and
Switzerland also attended the meeting.
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2. The Committee noted with concern that the developing countries
continue to face serious problems and that their medium-term prospects
remain poor. A number of factors are of importance in this respect.
These include:
—persistent international inflation;
—slowdown in the expansion of world trade, growing protectionist tendencies, and a depressing outlook for exports of developing countries;
—sharp increases in the current account deficits of non-oil developing countries from $58 billion in 1979 to an estimated $80
billion in 1980 and a projected $97 billion in 1981;
—continuing slow growth of most industrial countries; the growth
of real GDP in these countries had averaged 4 per cent in the
1976-79 period; it slowed down to only 1.5 per cent in 1980
and is expected to fall to less than 1 per cent in 1981.
3. The financing of these large deficits has required a substantial rise
in external borrowing at higher cost and, consequently, the debt service
burden for developing countries has increased perceptibly in recent years.
There is little or no expectation that the large imbalances will be corrected quickly and, therefore, problems relating to external financing and
debt are likely to persist. The plight of the low-income countries is particularly acute because these countries have limited recourse to international capital markets and depend heavily on official development
assistance; the volume of this type of concessional assistance may not at
present be expected to increase at a rate similar to the expansion in
requirements. Concerted efforts are necessary to deal with this difficult
situation.
4. In view of these circumstances, the Committee concentrated its
attention on a few selected topics addressing the expanded capital needs
of developing countries, and the role of the international financial institutions in meeting them.
5. The Committee recognized that in view of the magnitude of the
financing needs of the developing countries, including those of China, it
was of particular importance and urgency to provide the multilateral
development institutions such as the World Bank and the regional banks
with additional resources to assist developing countries in their development efforts, to help them restore acceptable levels of growth and to support their structural adjustment. The Committee therefore urged the
Executive Board of the World Bank to continue its efforts to reach a
consensus on the scale of World Bank activity appropriate to the circum-
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stances of the early 1980s and to seek means of future financing of that
activity, including study of a possible change in the gearing ratio.
6. Of special concern to the Committee was the delay by some countries in bringing into effect the Sixth Replenishment of the International
Development Association (IDA), with the result that IDA ran out of
new commitment authority in April this year. Any extended disruption
in IDA operations will have serious repercussions on the poorest developing countries. In view of the gravity of the circumstances, the Committee
stressed the need for member governments to restore IDA's commitment
authority as a matter of great urgency. The Committee noted with
appreciation those donors which agreed to make available advance payments to IDA-VI.
7. The Committee noted with satisfaction the reaffirmation of support for a general capital increase by all major donors. It also urged the
Executive Directors to consider sympathetically the maximum lending
program which can be sustained for FY82 taking into account the needs
of the situation.
8. The Committee acknowledged that the world energy situation
poses a serious problem of adjustment for producers and consumers. In
particular, the oil-importing developing countries face an acute and
growing external financing problem and need to reduce their dependence
on imported oil. This will involve expanding exploration for and development of domestic oil and gas resources, increased development of
coal, major expansion of renewable resources, maximum utilization of
hydropower capacity and conservation.
9. The Committee expressed its support for the Bank's initiative to
expand its lending operations in the energy sector. They urged that in
the light of the pressing need to reduce the strains on the balance of payments of the oil-importing developing countries, the ongoing consultation process be completed expeditiously. They urged that Members
examine ways to mobilize additional funds for energy development, both
through existing mechanisms and through a possible new affiliate or
facility. The Committee stressed the importance that these measures
should reflect the global nature of the problem and the international
community's interest in a general approach to energy, which encompasses conservation and the development of conventional and nonconventional sources of energy.
10. The Committee considered the status reports on the future lending of both concessional and ordinary capital resources of the African
Development Bank, the Asian Development Bank and the Inter-American Development Bank currently under review within these institutions.
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Given the pressing need to strengthen the lending operations of the
regional development banks, the Committee urged member governments
to seek means of financing their activities arising from the changed
circumstances of the 1980s.
11. In the context of the review of the flow of non-concessional
resources, the Committee considered the Report on Selected Issues by
the Task Force on Non-Concessional Flows both timely and useful. In
its report the Task Force limited its comments to the following issues:
( 1 ) cooperation between multilateral development institutions and commercial lenders; (2) external indebtedness of developing countries; and
(3) increases in lending capacity of the multilateral development institutions.
12. Based on the Task Force report, the Committee considered that
a degree of additionality in non-concessional flows could be achieved by
actions on the part of multilateral development institutions to help
broaden the range of financial instruments and improve the attractiveness of lending to developing countries. In this regard, the Committee
endorsed the Task Force recommendation to invite the multilateral
development institutions to discuss, as speedily as possible, these proposals with banks and other financial institutions in major financial centers. These discussions would include: (1) the improvement of cofinancing arrangements between multilateral development institutions and
commercial lenders; (2) the sale of portfolio and loan participations by
multilateral development institutions; (3) the use of guarantees by multilateral development institutions; and (4) the issue and placement of
pass-through loan certificates by multilateral development institutions.
13. The Committee also noted and endorsed the Task Force report
on the external indebtedness of developing countries which emphasizes
that developments regarding external debt must be viewed in the broader
context of the world economic situation. It notes that debt problems are
due to many factors and believes that both short- and long-term aspects
of the debt question must be kept under constant review. The Committee
stressed the importance of sound debt management in order to avoid
debt servicing problems and thus help sustain large inflows of capital
necessary for the economic development of developing countries. The
Committee noted that debt indicators, taken on their own, are not a
substitute for comprehensive reviews of the economic situation and prospects of the countries involved.
14. The Committee expressed concern over the impact of inflation
and high interest rates on external debt and encouraged further study of
this subject. The Committee recognized the importance of the existing
international framework for the rescheduling of official debt which must
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be viewed as part of a comprehensive effort to assist the requesting
debtor country to implement necessary adjustment policies and to restore
flows. The IMF, the World Bank and the regional development banks
might be able to provide good offices in facilitating private debt rescheduling when requested.
15. Regarding ways of increasing the flow of funds to developing
countries from the multilateral development institutions, the Committee
urged the Task Force to examine various proposals under consideration
and supported the request of the Task Force asking the World Bank for
the elaboration of a paper examining these proposals.
16. The Committee expressed its appreciation to those members of
the private international financial community who have actively participated and supported the work of the Task Force on Non-Concessional
Flows.
17. The Committee discussed the critically important issue of concessional assistance and decided, in principle, to establish a Task Force
to carry forward and widen the continuing study of the problems affecting the volume and quality and effective use of concessional flows, both
in the shorter and longer term. The Committee urged that consultations
with respect to composition and terms of reference be initiated so as to
enable the Task Force to undertake its work at the earliest opportunity.
18. The deteriorating prospects for growth in sub-Saharan Africa
have been a matter of serious concern to the international community.
The Committee was pleased to learn from the President of the World
Bank that the formulation of an action program was well under way
and looked forward to discussing the program of action at its September
1981 meeting.
19. The Members reiterated their interest in a relationship between
the Committee and United Nations global negotiations on the NorthSouth issues. The Committee reaffirmed its desire to play a very active
role in regard to matters pertaining to its competence.
20. The Committee decided that its future work program should
evolve around matters now before it, and on work which is in progress
in the Bank, the Fund and Task Forces. In particular, the work includes
a regular review of the flow of resources to the developing countries, and
the financial needs of these countries, keeping under review the specific
recommendations of the G-24 Program of Immediate Action and the
Brandt Commission with respect to measures to enhance the flow of
resources to developing countries. The Committee endorsed the recommendation included in the Interim Committee press communiqué regarding the SDR link.
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21. The Committee paid a special tribute to Mr. Robert S. McNamara
in recognition of his long and distinguished tenure as President of the
World Bank. It expressed its deep appreciation for his devoted and outstanding services to the cause of economic development, especially for
his deep and abiding concern for the poorest of the world community,
and wished him the very best in his future endeavors.
22. The Committee expressed its special appreciation to the Government of Gabon for its warm hospitality and for the excellent arrangements provided for the meeting.
23. The Committee agreed to hold its next meeting in Washington,
D.C., on September 27 in the afternoon and September 28, 1981, and
was pleased to accept the invitation of the Government of Finland to
hold its spring 1982 meeting in Helsinki.
Annex II to Report I
September 28, 1981
Sir:

As Chairman a.i. of the Joint Ministerial Committee of the Boards of
Governors of the Bank and the Fund on the Transfer of Real Resources
to Developing Countries (Development Committee), I have the honor
to present herewith to the Boards of Governors a report by the Committee
on the Review of the Performance of the Development Committee. The
report is presented in compliance with the Bank Board of Governors
Resolution Nos. 327 and 344 and the Fund Board of Governors Resolution Nos. 33-10 and 34-12, adopted on September 27, 1978 and October 5, 1979, respectively.
Sincerely yours,
/s/
MANUEL ULLOA ELIAS
Chairman a.i.
Development Committee
Attachment
The Honorable
Valentin Arismendi Elgue
Chairman of the Boards of Governors
International Monetary Fund
and the World Bank
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Attachment
Review of the Performance of the Development Committee
1. The parallel Resolutions of the Boards of Governors of the Fund
and the Bank establishing the Joint Ministerial Committee of the two
Boards on the Transfer of Real Resources to Developing Countries
(Development Committee) provided that:
At the end of two years from the effective date of this Resolution,4 the Boards
of Governors of the Fund and the Bank shall review the performance of the
Committee, and shall take such action as they deem appropriate. (Article 7)

2. The 1976 review was postponed until 1978, and the review schedule for 1980 was postponed until 1981 by Resolutions of the Boards of
Governors,5 the operative part of which reads:
. . . At the Annual Meetings of the Bank and the Fund to be held in 1981, the
Boards of Governors of the Bank and the Fund shall again review the performance of the Committee and shall take such action as they deem appropriate,
taking into account (i) the views and recommendations of the Executive Boards
of the Bank and the Fund, expressed at an appropriate time but not later than
June 30, 1981, and (ii) the views and recommendations of the Development
Committee.

3. The one-year postponement was recommended by the Development Committee in order to permit a proper evaluation of the effectiveness of the arrangements for the conduct and reorganization of the work
of the Committee and the restructuring of the Secretariat functions introduced in April 1979 as a result of the 1978 review.
4. The objective of the Committee's establishment was to carry forward the study of all aspects of the broad question of the transfer of real
resources to developing countries and to recommend measures for the
implementation of its conclusions. It was designed to provide a focal
point at a high political level in the structure of economic cooperation
for the formation of a comprehensive overview of international activities
in the development area, for efficient and prompt consideration of development issues and for coordination of international efforts to deal with
problems of finance and development.
5. In its initial stages of work, the Committee's support was helpful
in furthering initiatives like the establishment of a new temporary inter4

Resolutions No. 294 (IBRD) and No. 29-9 (IMF).
5 Resolutions No. 344 (IBRD) and No. 34-12 (IMF).
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mediary lending facility of the Bank (Third Window) and of an IMF
Trust Fund to provide additional concessional resources to meet the
balance of payments needs of the low-income countries. The Committee
also undertook useful work in the areas of access to capital markets,
private foreign investment and more recently on the whole range of
issues linked with the problems of the size, the adequacy and the terms
of non-concessional flows.
6. The 1978 review focused on the identification of factors responsible for nonfulfillment of expectations associated with the Committee's
establishment. The review, therefore, comprised an examination of the
Committee's mandate, its structure, its work methods and the limitations
which it had faced in its operations. While the importance, the usefulness and the potential of this ministerial forum was acknowledged in the
review, it was felt that there was considerable scope for improvements
in the Committee's work methods. As a consequence, consideration was
given to a possible reorganization of the Committee's work and changes
were introduced in April 1979 in order to enhance the effectiveness of
the Committee through a greater involvement of the staffs and the Boards
of the two institutions in its work. The changes introduced also made the
organization of the Committee's work the joint responsibility of the
Chairman of the Committee, the President of the Bank, and the Managing Director of the Fund, assisted by the Executive Secretary. The
preparatory work has since been carried out by the staffs of the two
institutions and/or in task forces specially set up for in-depth studies
of specific subjects and thereafter submitted to the two Boards of
Directors.
7. The changes introduced in 1979 have significantly contributed to
the effectiveness of the Committee and more recently the introduction of
the annotated agenda has helped to induce a more focused discussion on
key issues arising from various papers prepared for the Committee. Suggestions or proposals to further enhance the effectiveness of the Committee may be examined at any time on the Committee's initiative in the
light of experience gained or changed circumstances.
8. The global overview for which a perspective is provided by the
IBRD's Annual World Development Reports and the IMF's periodic
review of the World Economic Outlook, of finance and development
issues, such as structural adjustment and the volume, quality and effective use of financial flows to the developing countries both bilateral and
multilateral, concessional and non-concessional, will continue to remain
a major responsibility of the Committee in the eighties, particularly in
view of the pressing financial needs of the low-income oil importing countries. Those documents referred to above will serve as background for an
integral approach to the problems related to the development process in
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accordance with the Committee's objectives. More specifically, the lending programs of the multilateral development institutions will deserve the
Committee's attention and efforts; so will other development issues arising in the areas of commodities and international trade, of access by
developing countries to private capital markets, as well as the problems
associated with persistent high rates of inflation.
9. The Committee's work could make a significant contribution to a
harmonious, effective and equitable international economic system. By
bringing under searching review the issues that are related to the transfer
of real resources, the Committee helps to focus the attention of finance
ministers, representing developed and developing countries, on these
issues and thereby facilitates decisions in the appropriate national and
international fora.
10. The objective for which the Committee was established is still
valid and the need for such a high level political forum is probably
greater today than when the Committee was established in 1974. The
acute and persistent difficulties which the world economy faces in the
period ahead will elicit an intense debate and a search for solutions to
the problems of financing development. In this context, the Development Committee with its broad responsibilities, its compact size, the
expertise of its members and the support of the two premier institutions
in the fields of finance and development, provides an appropriate forum
to promote international consensus on a number of vital development
issues of interest to the developing and developed countries and thereby
facilitates decisions in appropriate bodies. The Committee can play an
effective role regarding the volume and quality of the transfer of
resources to developing countries and in meeting the challenges of the
future for the benefit of all its members. Accordingly, the Committee
recommends that the Boards of Governors adopt the attached draft
resolutions6 completing the review of the performance of the Development Committee.
Annex III to Report I
June 30, 1981
International Bank for Reconstruction and Development
Report of the Executive Directors to the Board of Governors
Review of the Performance of the Development Committee
1. The Executive Directors had before them the draft report of the
Joint Ministerial Committee of the Boards of Governors of the Bank
6
Resolution No. 36-8; see page 392. The Bank parallel Resolution No. 370
is published in the Bank, IFC and IDA Summary Proceedings, 1981.
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and the Fund on the Transfer of Real Resources (the Development
Committee) on the review of the performance of the Committee, prepared pursuant to Resolutions No. 327 and 33-10 of the Boards of
Governors of the Bank and the Fund, respectively, as amended by Resolutions 344 and 34-12 of the Bank and the Fund, respectively, which is
attached as an Annex.7
2. The Executive Directors considered the said draft report and, on
June 30, 1981, endorsed the views and recommendations on the review
contained in it.
3. In accordance with paragraph (b) (i) of the said Resolution
No. 327 of the Governors of the Bank, as amended, the Executive
Directors present this report to the Board of Governors of the Bank for
its consideration.
Annex IV to Report I
June 30, 1981
Report of the Executive Board of the Fund
Review of the Performance
of the Development Committee
1. The Executive Board has considered the annexed8 draft report of
the Joint Ministerial Committee of the Boards of Governors of the Bank
and the Fund on the Transfer of Real Resources (the Development
Committee) on the review of the performance of the Committee, prepared pursuant to Resolution Nos. 33-10 and 327 of the Boards of
Governors of the Fund and the Bank, respectively, as amended by
Resolution Nos. 34-12 and 344 of the Fund and the Bank, respectively.
2. The Executive Board endorses the views and recommendations on
the review contained in the annexed draft report.
3. In accordance with paragraph (b) (i) of the said Resolution
No. 33-10 of the Governors of the Fund, the Executive Board presents
this report to the Board of Governors of the Fund for its consideration.
7

The draft report considered by the Executive Directors and annexed to its
report was adopted by the Development Committee at its meeting on September 28,
1981, and is the report transmitted by its Chairman with his letter of September 28, 1981.
8
The draft report considered by the Executive Board and annexed to its report
was adopted by the Development Committee at its meeting on September 28, 1981,
and is the report transmitted by its Chairman with his letter of September 28, 1981.
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Report III *
October 1, 1981
Mr. Chairman:
At the meeting of the Joint Procedures Committee held on October 1,
1981, the items of business on the agenda of the Board of Governors of
the International Monetary Fund were considered.
The Committee submits the following report and recommendations:
1. 1981 Annual Report
The Committee noted that provision had been made for the annual
discussion of the business of the Fund.
2. Report of the Chairman of the Interim Committee
The Committee noted the presentation made by the Chairman of the
Interim Committee.2
The Committee recommends that the Board of Governors of the Fund
thank the Interim Committee for its work.
3. Financial Statements, Report on Audit, and Administrative Budget
The Committee considered the Report on Audit for the financial year
ended April 30, 1981, the Financial Statements contained therein (Fund
Document No. 7 and Appendix VIII of the 1981 Annual Report), and
the Administrative Budget for the financial year ending April 30, 1982
(Fund Document No. 9 and Appendix VI of the 1981 Annual Report).
The Committee recommends that the Board of Governors of the Fund
adopt the draft resolution set forth in Fund Document No. 8.3
4. Amendments of Rules and Regulations
The Committee has reviewed and noted the letter of the Managing
Director and Chairman of the Executive Board to the Chairman of the
Board of Governors, dated September 29, 1981, reproduced as Fund
Document No. 10, regarding amendments of the Rules and Regulations
set forth in Attachment I to that document [Annex].
1
Report II dealt with the business of the Boards of Governors of the Bank, IFC
and IDA. Report III and the Resolutions recommended therein were adopted by
the Board of Governors of the Fund, in Joint Session with the Boards of Governors
of the Bank, IFC and IDA, on October 2, 1981.
2
See pages 32-34.
3 Resolution No. 36-9; see page 393.
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The Committee recommends that the Board of Governors of the Fund
adopt the draft resolution set forth in Attachment II of Fund Document
No. 10.4
Approved:
/s/ VALENTÍN ARISMENDI ELGUE
Uruguay—Chairman

/s/ ARIFIN SIREGAR
Indonesia—Reporting Member

Annex to Report III
September 29, 1981
Dear Mr. Chairman:
In accordance with Section 16 of the By-Laws, the attached amendments of the Rules and Regulations adopted since the 1980 regular
meeting are submitted for review by the Board of Governors.
On April 22, 1981, the Executive Board adopted a series of decisions
with effect from May 1, 1981, involving the special drawing right
(SDR), the rate of remuneration paid by the Fund, and the charges paid
by members on their use of the Fund's ordinary resources (i.e., the
regular credit tranches and under the extended Fund facility and the
compensatory and buffer stock financing facilities).
Following a recommendation made by the Interim Committee at its
meeting in September 1980, and in keeping with the policy of enhancing the attractiveness of the SDR as an international monetary asset,
Rule T-l(b) and (c) 5 was amended to increase the interest rate on the
SDR from 80 per cent to 100 per cent of the combined market interest
rate effective May 1, 1981. The combined market interest rate is the
weighted average of short-term interest rates in the United States, Germany, the United Kingdom, France and Japan, and is based on the rates
for the three-week period ending two business days before each calendar
quarter, rounded to two decimal places. The Interim Committee also
suggested that the Executive Board give consideration to eliminating the
remaining reconstitution requirement. The reconstitution obligation
4

Resolution No. 36-10; see page 393.
Rule T-l(c) was previously amended on December 19, 1980, to change the
Japanese yen instrument used in the determination of the rate of interest on
the SDR.
5
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required that a participant in the SDR Department maintain average
daily SDR holdings at not less than 15 per cent of its net SDR allocations over successive five-year periods ending each calendar quarter. It
was decided to eliminate this requirement, and Rules R-l through 6 were
abrogated effective April 30, 1981.
Under the Articles of Agreement, the rate at which the Fund pays
remuneration to its members on their creditor positions may be set at
not less than 80 per cent and not more than 100 per cent of the SDR
rate of interest. Since January 1, 1979 it had been at 90 per cent, and
the agreement to raise the SDR interest rate to 100 per cent of the combined market interest rate prompted consideration of whether the rate
of remuneration should be maintained at its existing proportion or
should be adjusted. It was decided to amend Rule 1-10 to set the rate of
remuneration at 85 per cent of the SDR interest rate, rounded to two
decimal places. Thus the rate of remuneration became 85 per cent of the
combined market interest rate, rather than 72 per cent (90 per cent of
80 per cent) as before.
The scale of charges on members' use of the Fund's ordinary resources
was reviewed by the Executive Board. It was decided, in present circumstances, to institute a single rate of charge on the average daily balances
of members' currencies resulting from purchases in the credit tranches
and under the extended Fund facility, and the compensatory financing
and buffer stock facilities. The rate of charge on these holdings, set at
6.25 per cent per annum effective May 1, 1981, is to be determined at
the beginning of each financial year. This single rate of charge replaced
a graduated scale previously in use which progressed depending on the
length of time purchases remained outstanding. This rate was also
applied to balances resulting from purchases under the facility for compensatory financing of fluctuations in the cost of cereal imports established May 13, 1981. In addition, it was decided that the charge on
holdings of members' currencies resulting from purchases of borrowed
currency under the policy of enlarged access to the Fund's resources
should be set at six-month periods and be equal to the net cost of borrowing by the Fund under that policy for such periods plus a margin.
In order to facilitate the management of such funds, it was agreed
that there should be new procedures to effect purchases involving borrowed resources and repurchases in respect of these purchases on particular dates and that, for this purpose, member countries would be
asked to inform the Fund in advance of their intention to purchase or
repurchase. Rule G-4 was amended on April 29, 1981, effective May 1,
1981, to incorporate these procedures.
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The Executive Board has made no other changes in the Rules and
Regulations since the last Annual Meeting.
Very truly yours,
/s/
J. DE LAROSIÈRE
Managing Director
and
Chairman of the Executive Board
Chairman of the Board of Governors
1981 Annual Meeting
International Monetary Fund
Attachment 1. Rules and Regulations Amended
Since the 1980 Annual Meeting
1. Rule T-l(b) and (c). Text as amended December 19, 1980,
effective January 1, 1981, and April 22, 1981, effective May 1,
1981.
(b) The rate of interest on holdings of special drawing rights for
each calendar quarter shall be equal to the combined market
interest rate as determined in (c) below.
(c) The combined market interest rate shall be the sum of the
average yield or rate on each of the respective instruments
listed below for the fifteen business days preceding the last
two business days of the last month before the calendar
quarter for which interest is to be calculated, with each
yield or rate multiplied by the number of units of the
corresponding currency listed in Rule O-l and the value in
terms of the special drawing right of a unit of that currency
as determined by the Fund under Rule O-2(a) and (b), provided that the combined market interest rate shall be rounded
to the two nearest decimal places. The yields and rates for
this calculation are:
Market yields for three-month
U.S. Treasury bills
Three-month interbank deposits
rate in Germany
Three-month interbank money rate
against private paper in France
Discount rate on two-month (private)
bills in Japan
Market yields for three-month
U.K. Treasury bills.
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2. Rules R-l through 6. Abrogated effective April 30, 1981.
3. RuleI-10. Text as amended April 22, 1981, effective May 1, 1981.
(a) The rate of remuneration shall be equal to 85 per cent of
the rate of interest on the special drawing right under
Rule T-l(b), rounded to the two nearest decimal places.
(b) The Fund shall review the rate of remuneration on the
occasion of the annual review of the rate of interest on
holdings of special drawing rights under Rule T-l(d).
4. Rules 1-1 through 6. Text adopted April 22, 1981, effective
May 1,1981. 1-6(4) v added May 13, 1981.
1-1. The service charge payable by a member buying, in exchange
for its own currency, the currency of another member or special drawing
rights from the General Resources Account shall be 0.5 per cent, except
that no service charge shall be payable in respect of any purchase to the
extent that it is a reserve tranche purchase. The service charge shall be
paid at the time the transaction is consummated. The service charge shall
be reviewed in connection with any review of charges under Rule 1-6.
1-2. The Fund shall notify each member by cable, as soon as possible after July 31, October 31, January 31, and April 30, of the charges
it owes to the Fund pursuant to Article V, Section 8 (ft) or (c) for the
three calendar months ending on each such date, except that in respect
of charges pursuant to Rule 1-6(3), (5), and (10), the notification shall
be sent as soon as possible after June 30 and December 31, and shall
relate to the six calendar months ending on each such date. The charges
shall be payable promptly after the receipt of the notification.
1-3. Charges payable by each member under Article V, Section 8 (ft) or (c) shall be computed in accordance with Rule 1-4 on the
basis of the average daily balances of its currency held by the Fund that
are subject to charges, calculated as follows:
(a) at the end of each calendar month there shall be averaged
for each member the daily amounts of the Fund's holdings
of its currency on the Fund's books at the close of each day
during that month that are subject to charges;
(b) the Fund's holdings of each member's currency shall consist
of all of its currency except amounts, not in excess of 0.1
per cent of the member's quota, in a special account to meet
administrative expenses and amounts in sundry cash accounts.
1-4. The calculations under Rule 1-3 (a) shall be made separately
in respect of the parts of the Fund's holdings of a member's currency that
are subject to separate rates of charge.
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1-5. Changes in any schedule of charges levied under Article V,
Section 8 (£>) or (c) shall apply from the first day of the month following the month during which a change is made.
1-6 (1)

The rate of charge on holdings acquired as the result of
a purchase under the Oil Facility for 1974 (Executive
Board Decision No. 4241-(74/67)) shall be 6.875 per cent
per annum for the first three years, and an additional
0.125 per cent per annum for each subsequent twelve
months, provided that, subject to (8) below, the rate shall
not increase above 7.125 per cent per annum.

(2)

The rate of charge on holdings acquired as the result of a
purchase under the Oil Facility for 1975 (Executive Board
Decision No. 4634-(75/47)) shall be 7.625 per cent per
annum for the first three years and an additional 0.125 per
cent per annum for each subsequent twelve months, provided that, subject to (8) below, the rate shall not increase
above 7.875 per cent per annum.

(3)

(a)

The rate of charge on holdings acquired as the result of purchases made with supplementary financing
pursuant to Executive Board Decision No. 5508(77/127) shall be equal to the rate of interest paid
by the Fund from time to time pursuant to paragraph 4(a) of the Annex to Executive Board Decision No. 5509-(77/127), plus
(i) 0.2 per cent per annum for the first three and
one-half years after a purchase, and
(ii) an additional 0.125 per cent per annum thereafter.

(b)

The charges under (a) above shall not exceed the rate
of interest by more than 0.325 per cent per annum,
provided that during any period in which there is a
failure to repurchase in accordance with paragraph 7
of Executive Board Decision No. 5508-(77/127) or
with a representation by the Fund that the member
should repurchase because of an improvement in its
balance of payments and reserve position, the charges
to be levied shall be higher than they would otherwise
have been by an additional 0.125 per cent per annum
for each period of twelve months until the charges
payable on any holdings have reached 0.7 per cent
per annum above the interest rate payable by the Fund
in accordance with (a) above, at which time the Fund
will review the charges to be imposed.
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The rate of charge on holdings acquired as a result of a
purchase (i) in the credit tranches, or (ii) under the Extended Fund Facility (Executive Board Decision No. 4377(74/114), as amended), or (iii) under the Facility for the
Compensatory Financing of Export Fluctuations (Executive Board Decision No. 4912-(75/207), as amended), or
(iv) under the Facility for the Problem of Stabilization of
Prices of Primary Products (Executive Board Decision
No. 2772-(69/47), as amended), or (v) under the Facility
for Compensatory Financing of Fluctuations in the Cost of
Cereal Imports (Executive Board Decision No. 6860(81/81)), shall be determined in accordance with (a), (b),
and (c) below.
(a)

The rate of charge shall be determined at the beginning of each financial year on the basis of the estimated income and expense of the Fund during the
year and the target amount of net income for the
year, which, for the financial year beginning May 1,
1981, shall be a balance between income and expense,
and for each subsequent financial year shall be 3 per
cent of the Fund's reserves at the beginning of the
year, or such other percentage as the Executive Board
may determine.

(b)

A mid-year review of the Fund's income position shall
be held shortly after October 31 of each year. If
actual net income for the first six months of the financial year, on an annual basis, is below the target
amount for the year by an amount equal to, or greater
than, two per cent of the Fund's reserves at the beginning of the financial year, the Executive Board will
consider how to deal with the situation. If on December 15 no agreement has been reached as a result of
this consideration, the rate determined under (a) at
the beginning of the year shall be increased as of
November 1 to the level necessary to reach the target
amount of net income for the year.

(c)

A review of the Fund's income position shall be held
shortly after the end of each financial year. If the
net income for the year just ended is in excess of the
target amount for the year, the Executive Board will
consider whether the whole or 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
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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.
(5)

The charge on holdings of a member's currency acquired as
a result of the member's purchases of borrowed currency
under the Policy on Enlarged Access to the Fund's Resources (Executive Board Decision No. 6783-(81/40)) during a six-month period ending June 30 or December 31
shall be equal to the net cost of borrowing by the Fund
under that Policy for the period, calculated in accordance
with (a), (b), and (c) below and expressed as a percentage
per annum, plus 0.2 per cent per annum.
(a)

The net cost of borrowing for a six-month period ending June 30 or December 31 shall consist of the actual
gross cost of borrowing to finance purchases under the
Policy assignable to the period less net income during
the period from the temporary employment of the
borrowed funds.

(b)

Actual gross costs of borrowing shall comprise:
(i) interest paid or accrued to lenders on the average
daily amount of balances borrowed; and
(ii) fees, commissions, and any other primary costs
directly payable to lenders or incurred in order
to secure the borrowed funds, prorated for sixmonth periods ending June 30 and December 31
in proportion to the duration of the borrowing
arrangements to which such costs relate, or to
the period covered by these costs.

(c)

Net income from temporary employment of borrowed
funds pending disbursement shall be determined by
taking into account:
(i) income received and income accrued from investments or other operations to secure a rate of
return;
(ii) operational expenses (paid and accrued) incurred
directly by the Fund in order to obtain this income, prorated over the period to maturity of
the investment; and
(iii) any net gain or loss, calculated to the end of
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each six-month period ending June 30 or December 31, resulting from exchange valuation adjustments of currency balances and investments representing the undisbursed proceeds of borrowing
in terms of the SDR.
(6) The charge on holdings that have been acquired as the
result of a sale of gold to a member pursuant to paragraph 2
of Executive Board Decision No. 5293-(76/167) and that
are in excess of quota after the exclusion of any holdings
subject to (1), (2), (3), (4), or (5) above shall be the
higher of 4 per cent per annum or the rate of charge under
(4) above.
(7)

The charge on holdings acquired otherwise than as the
result of a purchase, that are not subject to (6) above, and
that are in excess of quota after the exclusion of any holdings subject to (1), (2), (3), (4), or (5) above, shall be
the rate of charge under (4) above.

(8)

The Fund may review the rates of charge to be levied on its
holdings of a member's currency that have not been repurchased in accordance with the requirements of the Articles
or decisions of the Fund, and, after consultation with the
member on the reduction of the Fund's holdings of such
currency, may impose such charges as it deems appropriate.

(9)

The initial rates of charge on balances held on the date of
the Amendment that are subject to (1), (2), or (3) above
shall be the rates for the first twelve months.

(10)

6

(a)

Effective April 21, 1978, holdings of a currency that
would otherwise be subject to the schedule of charges
in Rule 1-7(5) (b) in effect on that date6 shall be
subject to the following charges if they have been
acquired by the Fund as a result of purchases under
stand-by arrangements taking effect before the earlier
of July 1, 1979 and the date on which the supplementary financing facility becomes effective and are in
excess of 200 per cent of quota: the average yield
to constant five-year maturity of U.S. Government
securities in New York over the six months preceding
the determination of the rate of charge, rounded
upward to the nearest 0.25 per cent, plus 0.25 per

Reproduced in the Appendix.
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cent. The rate applicable under this paragraph (a)
shall be calculated on July 1, 1978 and at intervals
of six months thereafter. Each rate so calculated
shall apply during the six months preceding the date
of the calculation.
(b)

(11)

Effective April 21, 1978, holdings of a currency that
would otherwise be subject to Rule 1-7(6) in effect
on that date6 shall be subject to the rate in paragraph (a) above if they have been acquired by the
Fund as a result of purchases under extended arrangements taking effect before the earlier of July 1, 1979
and the date on which the supplementary financing
facility becomes effective, to the extent that the Fund's
holdings of the member's currency resulting from
purchases under that facility exceed 140 per cent
of quota.

Rule 1-7(5) (a) and (9) of the Rules and Regulations in
effect on the day preceding May 1, 19816 shall continue to
apply to holdings of a member's currency acquired by the
Fund prior to July 1, 1974, on which charges are levied
on the effective date of this Rule.
Appendix to Rule 1-6 (10) and (11)

Rule 1-7(5)
The charge on a segment that is not subject to another
schedule of charges and that is in excess of quota after the exclusion
of any segments subject to (1), (2), (3), or (4) above, shall be,
(a)

if the segment includes holdings acquired prior to
July 1, 1974:
(i) to the extent that the segment is within the first
bracket of 50 per cent in excess of quota, nil
for the first three months, 2 per cent per annum
for the next fifteen months, and an additional
l
/2 of 1 per cent per annum for each subsequent
six months;
(ii) to the extent that the segment is within the second
bracket of more than 50 per cent and not more
than 100 per cent in excess of quota, nil for the
first three months, 2 per cent per annum for the
next nine months, and an additional Vz of 1 per
cent per annum for each subsequent six months;

6

Reproduced in the Appendix.
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(iii) to the extent that the segment is within the third
bracket of more than 100 per cent in excess of
quota, nil for the first three months, 2 per cent
per annum for the next three months, and an
additional V2 of 1 per cent per annum for each
subsequent six months;
provided that, subject to (9) below, the rate shall not
increase above 5 per cent per annum;
(b)

if the segment includes holdings acquired on or after
July 1, 1974:
(i) 43/s per cent per annum for the first twelve
months, provided that if in any period of six successive months the Fund's total expenses exceeded
its income the Executive Board will promptly
review all aspects of the Fund's financial position,
including the rate of remuneration pursuant to
Rule I-10 and the rate of charge for the first
twelve months, and take such action as it considers necessary to safeguard the financial position
of the Fund, and provided further that the rate
of charge for the first twelve months shall be
1
A of 1 per cent above the rate of remuneration,
unless, as a result of this review, the Executive
Board decides within one month after the end
of any such six-month period that a different rate
of charge shall apply; and
(ii) an additional l/2 of 1 per cent per annum for each
additional twelve months, provided that, subject
to (9) below, the rate shall not increase above
63/s per cent per annum.
This provision shall be reviewed if the Fund's total
annual income substantially exceeded its total annual
expenses.

Rule 1-1(6)
The charge on a segment that has been acquired as the
result of a purchase under the extended Fund facility (Decision No.
4377-(74/114), as amended), and that is in excess of quota after excluding any segments subject to (1), (2), (3), or (4) above, shall be,
(i) the rate of charge in 5(b) (i) above for the first
twelve months; and
©International Monetary Fund. Not for Redistribution
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(ii) an additional V2 of 1 per cent per annum for each
additional twelve months, provided that, subject
to (9) below, the rate shall not increase above
the rate in 5(b) (i) above plus 2l/2 per cent per
annum.
Rule 1-7(9)
The Fund may review the rates of charge to be levied
on its holdings of a member's currency that have not been repurchased
in accordance with the requirements of the Articles or decisions of the
Fund, and, after consultation with the member on the reduction of the
Fund's holdings of its currency, may impose such charges as it deems
appropriate.
5. Rule G-4. Text as amended April 29, 1981, effective May 1,1981.
(a) When a duly authenticated request is received for a purchase
in accordance with Article V, Section 3, other than a reserve
tranche purchase or a purchase under a stand-by or extended
arrangement, the Fund shall promptly consider the request.
Instructions for a transfer of currency shall be given by the
Fund on the day of its decision approving the purchase,
except when the Executive Board decides otherwise. When a
request is received for a reserve tranche purchase of currency,
or subject to (b) below for a purchase of currency in accordance with a stand-by or extended arrangement, the Fund's
instructions to the appropriate depository to make the transfer shall be given not later than the close of the first business
day following receipt of the request.
(b) The value date for purchases involving borrowed resources
under stand-by and extended arrangements will normally be
either the 15th day or the last day of the month, or the next
business day thereafter if the day selected is not a business
day. Instructions to the appropriate depository for requested
purchases under these arrangements will be given two business days before a value date with respect to requests received
on or before the third business day preceding the value date.
Requests not received in time for instructions to be sent for
a value date will be met at the next value date.
(c) Repurchases in respect of a purchase financed with borrowed
resources should be made normally with a value date of either
the 6th day or 22nd day of the month, or the next business
day if the day selected is not a business day, provided that
repurchase will be completed not later than seven years from
the date of purchase.
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(d) Members should consult the Fund in a timely manner with
respect to the time they expect to make a purchase or a repurchase and in order to ascertain the date by which a request
to purchase must be made or instructions given by the member to depositories with respect to a repurchase in order for
instructions to be given for a specific date.
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I

October 1,1981
Mr. Chairman:
The Joint Procedures Committee met on October 1, 1981 and submits the following report:
1. Officers and Joint Procedures Committee for 1981 /82
The Committee recommends that the Governor for Kuwait be Chairman, and the Governors for Ireland and Korea be Vice Chairmen, of
the Boards of Governors of the Bank and its affiliates and of the Fund
to hold office until the close of the next Annual Meetings.
It is further recommended that a Joint Procedures Committee be
established to be available, after the termination of these Meetings and
until the close of the next Annual Meetings, for consultation at the discretion of the Chairman normally by correspondence and, if the occasion
required, by convening; and that this Committee shall consist of the
Governors for the following members: Bahamas, Canada, Chile, Colombia, Denmark, France, the Federal Republic of Germany, India, Ireland,
Ivory Coast, Japan, Kenya, Korea, Kuwait, Malawi, Panama, Papua
New Guinea, Romania, Saudi Arabia, United Kingdom, United States
and People's Democratic Republic of Yemen.
It is recommended that the Chairman of the Joint Procedures Committee shall be the Governor for Kuwait, and the Vice Chairmen shall
be the Governors for Ireland and Korea, and that the Governor for
Ivory Coast shall serve as Reporting Member.
Approved:
/s/ VALENTÍN ARISMENDI ELGUE
Uruguay—Chairman

/s/ ARIFIN SIREGAR
Indonesia—Reporting Member

1

Report IV and the recommendations contained therein were adopted by the
Boards of Governors of the Bank, IFC and IDA and of the Fund, in Joint Session,
on October 2, 1981.
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Report V l
October 1,1981
Mr. Chairman:
The Joint Procedures Committee met on October 1, 1981 and submits
the following report:
Time and Place of the 1982 Annual Meetings
The Chairman brought to the attention of the Committee a letter
(attached) from the Government of Canada concerning the time and
place of the 1982 Annual Meetings.
As no final assessment of the situation could be made in the short time
that has been available, the Committee recommends that the Boards of
Governors of the Bank and Fund adopt the following resolutions.2
Attachment
Approved
/s/ VALENTÍN ARISMENDI ELGUE
Uruguay—Chairman

/s/ ARIFIN SIREGAR
Indonesia—Reporting Member
Attachment
October 1, 1981

His Excellency
Valentin Arismendi Elgue
Minister of Economy and Finance, and
Chairman of the Boards of Governors
of the IBRD and IMF
Ministry of Economy and Finance
Montevideo, Uruguay
Dear Mr. Chairman,
It has been brought to our attention within the last week that a number of Governors may have difficulties in attending the Annual Meetings
in Toronto in 1982 on the agreed dates. Earlier this week one Governor
requested that Canada explore the possibility of alternative dates.
1

Report V and the Resolution recommended therein were adopted by the
Boards of Governors of the Bank, IFC and IDA and of the Fund, in Joint Session,
on October 2, 1981.
2
Resolution No. 36-11; see page 393. The Bank parallel Resolution No. 375 is
published in the Bank, IFC and IDA Summary Proceedings, 1981.
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In view of this development Canada would be reluctant to proceed
with the current arrangements. On the other hand, we do not consider
that we can seek to change arrangements for the Meetings without
determining the wishes of the membership with respect to the dates.
Should the membership wish to change the dates, Canada would of
course make best efforts, in close consultation with the Joint Secretariat,
to make arrangements for alternative dates that would accommodate the
Meetings with minimum disturbance to the normal timetable and quality
of facilities. However, we feel obliged to advise members that quick but
thorough preliminary investigations during the last few days suggest that
it may be very difficult to make satisfactory arrangements for alternative
dates reasonably close to those already agreed. The long advance booking time and complex scheduling involved due to heavy demands on
facilities in Toronto (and in the few alternative suitable locales in
Canada) preclude easy shifts in reservations.
Canada has been most conscious of the honour which it was accorded
in 1979 when the Governors of the Fund and Bank selected Toronto for
the site of the 1982 Annual Meetings. We would certainly not wish to
provide facilities that in any way fell short of the high standards members have come to expect over the years.
In the event that our best efforts were to prove unsuccessful, we might
be obliged, regretfully, to request the Institutions to consider alternative
sites outside of Canada.
On behalf of the Governor for Canada I would be most grateful if you
would bring these matters to the attention of the membership as expeditiously as possible.
Yours sincerely,
/s/
B. J. DRABBLE
Temporary Alternate Governor
for Canada
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Report VI1
October 1, 1981
Mr. Chairman:
The Joint Procedures Committee met on October 1, 1981 and submits the following report:
Agenda Items 14 and 17 of the Bank and Agenda Items 8 and 9 of
the Fund entitled "Consideration of the Report of the Joint Committee
of the Boards of Governors (The Muldoon Report)"2 and "Procedures
Governing Attendance at Meetings of the Board of Governors"
The Committee had before it two draft resolutions on the above
agenda items and submits the following Resolution3 for approval by the
Board of Governors of the Bank and the Board of Governors of the
Fund.
Approved
/s/ VALENTÍN ARISMENDI ELGUE
Uruguay—Chairman

/s/ ARIFIN SIREGAR
Indonesia—Reporting Member

1 Report VI and the Resolution recommended therein were adopted by the
Boards of Governors of the Bank, IFC and IDA and of the Fund, in Joint Session,
on October 2, 1981.
2 Report distributed to Members, Governors and Alternate Governors on January 31, 1981. The text of the report and the transmittal documents are set forth
in the Annex.
3 Resolution No. 36-12; see pages 394-95. The Bank parallel Resolution No. 376
is published in the Bank, IFC and IDA, Summary Proceedings, 1981.
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Annex to Report VI
January 31, 1981
To ALL MEMBERS, GOVERNORS, AND ALTERNATE GOVERNORS
Sir,
The Right Honorable R. D. Muldoon, C. H., Chairman of the Joint
Committee of Governors, has directed us to send to you the enclosed
copy of the Report of the Joint Committee of the Boards of Governors
of the International Bank for Reconstruction and Development and of
the International Monetary Fund, established pursuant to the Boards
of Governors Resolutions No. 363 and No. 35-12 of the Bank and
Fund, respectively.
A copy of Chairman Muldoon's letter of transmittal of the Report to
the Chairman of the Boards of Governors of the IBRD and IMF is also
enclosed for your information.

Yours truly,

/s/
LEO VAN HOUTVEN
Secretary
International Monetary Fund

/s/
T. T. THAHANE
Vice President and Secretary
International Bank for
Reconstruction and Development

Wellington
January 23, 1981
Dear Mr. Chairman:
The Joint Committee of the Boards of Governors of the International
Bank for Reconstruction and Development and of the International
Monetary Fund, established pursuant to Boards of Governors' Resolutions No. 363 and No. 35-12 of the Bank and Fund, respectively, met
in Manila, the Philippines, on December 1-3, 1980 and in Wellington,
New Zealand, on January 21-23, 1981.
The Joint Committee has agreed to the report that I am pleased to
enclose with this letter. In accordance with the Committee's terms of
reference, I have also asked the Secretaries of the Bank and the Fund to
distribute the report to all Governors and to make the report available
to the Boards of Executive Directors of the Bank and Fund to be taken
into account by them in their work, pursuant to Boards of Governors'
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Resolutions No. 359 of the Bank and No. 35-9 of the Fund, related to
Section 5(b) of the By-Laws.
Sincerely yours,
/s/

Enclosure
His Excellency
Valentin Arismendi
Minister of Economy and Finance, and
Chairman of the Boards of Governors
Of the IBRD and IMF
Ministry of Economy and Finance
Montevideo, Uruguay

R. D. MULDOON
Chairman of the Joint
Committee of Governors

Report to the Boards of Governors of the Joint Committee
of the Boards of Governors, Established Pursuant to
Bank Resolution No. 363 and Fund Resolution No. 35-12
January 23, 1981
I.

Introduction and Terms of Reference

1.1 On October 3, 1980, the Boards of Governors of the International Bank for Reconstruction and Development and the International
Monetary Fund adopted Resolutions (the text of which is set forth in
Section 1.4 below) establishing a Joint Committee of the Boards of
Governors of the two institutions on questions of interpretation of Section 5(b), Section 13 of the respective By-Laws of the two institutions
and other related provisions arising out of the decisions taken by the
Executive Boards on July 25, July 29, September 9, September 16, and
September 18, as well as of the Resolutions adopted by the Boards of
Governors on September 19, 1980.
1.2 The Joint Committee (hereinafter termed "Committee") met
under the Chairmanship of the Right Honorable R. D. Muldoon, Prime
Minister of New Zealand, in Manila, the Philippines, on December 1, 2,
and 3, 1980, and in Wellington, New Zealand, on January 21, 22, and
23, 1981. The Governors and members of their delegations who participated in the Committee are listed in Annex A.
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1.3 The Committee had before it, in addition to the Resolutions
referred to above, the memorandum of the Arab Executive Directors
dated September 28, 1980 entitled "Outline of Legal Issues" (which is
set out as Annex B) referred to in the Resolutions and a detailed chronology of the events starting with the Report of the Informal Working
Party of Governors on Observers issued June 7, 1980 through the final
review of the voting without meeting of the Boards of Governors on the
Resolutions adopted September 19, 1980. In addition, the Governor for
Pakistan circulated to the members of the Committee a Position Paper,
dated October 30, 1980 (Annex C), which was a further elaboration
of the questions raised by the "Outline of Legal Issues" dated September 28, 1980.
1.4

The terms of reference of the Committee are set forth in:
FUND RESOLUTION No. 35-12
BANK RESOLUTION No. 363
The Application of the
Palestine Liberation Organization
for Observer Status

The Board of Governors of the International Monetary Fund and
the Board of Governors of the International Bank for Reconstruction
and Development
Whereas the Executive Directors of the International Bank for
Reconstruction and Development approved a decision on July 25, 1980
recommending to the Board of Governors a draft resolution on observers
for a vote without meeting,
Whereas the Executive Board of the International Monetary Fund
approved the same decision on July 29, 1980,
Whereas the Executive Boards of the International Monetary Fund
and of the International Bank for Reconstruction and Development took
decisions on September 9, 1980 extending the deadline for voting on the
draft resolutions on observers from September 9 to September 19, 1980,
Whereas the Executive Boards of the International Monetary Fund
and of the International Bank for Reconstruction and Development
took decisions on September 17 and September 18, 1980 denying member countries the right to withdraw their votes under the procedure of
voting without meeting,
Whereas the Board of Governors of the International Monetary
Fund and the Board of Governors of the International Bank for Recon-
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struction and Development adopted on September 19, 1980, resolutions
on observers,
Whereas the above mentioned decisions taken by the Executive
Boards and the resolutions adopted by the Boards of Governors on
September 19, 1980 raise issues concerning Section 5(b) and Section 13
of the By-Laws of the two institutions,4
Whereas the Boards of Governors took note of the memorandum
by the Arab Executive Directors in the two institutions dated September 28, 1980 and entitled "Outline of Legal Issues,"5
RESOLVED:
1.
There shall be established a Joint Committee of the Boards of
Governors of the two institutions on questions of interpretation of Section 5(b), Section 13 of the respective By-Laws of the two institutions6
and other related provisions arising out of the decisions taken by the
Executive Boards on July 25, July 29, September 9, September 17, and
September 18, as well as of the Resolutions adopted by the Boards of
Governors on September 19, 1980. In its work the Committee shall
take into account the questions formulated in the memorandum by the
Arab Executive Directors in the two institutions dated September 28,
1980 and entitled "Outline of Legal Issues."7 The Committee shall be
entitled to seek and obtain objective and independent legal advice as
deemed desirable.
2.

(a)

The Committee shall consist of the following nine member
countries: Belgium, France, Germany, Indonesia, New
Zealand, Nigeria, Pakistan, Sweden and Yugoslavia.
(b) Each member of the Committee except the Chairman shall
have one vote.
(c) New Zealand shall act as Chairman with Mr. Muldoon in
his personal capacity in the Chair. The Chairman will have
a vote in case of a tie.
(d) In order to emphasize the technical nonpolitical task of the
Committee, each member country may be represented by
an eminent jurist.

4
As of September 26, 1980, Sections 5(b) and 13 of the By-Laws of the
International Bank for Reconstruction and Development were renumbered 4(b)
and 12, respectively.
5
Joint Procedures Document No. 10.
6 As of September 26, 1980, Sections 5(b) and 13 of the By-Laws of the
International Bank for Reconstruction and Development were renumbered 4(b)
and 12, respectively.
7
Joint Procedures Committee Document No. 10.
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3.
The Committee shall complete its work and report to the Boards
of Governors not later than January 31, 1981.
4.
The report of the Committee shall be taken into account by the
Executive Boards in their work under paragraph 1 of the Resolutions
of the Boards of Governors of the International Bank for Reconstruction and Development and the International Monetary Fund on Section 5(b) 6 of the By-Laws approved on September 19, 1980.
1.5 In considering the scope of the work of the Committee four
members took note of the discussions of the Joint Procedures Committee
( JPC) from September 29-October 2, during which the Chairman of the
JPC had stated that it had been agreed that the validity of the Boards of
Governors' Resolutions adopted on September 19, 1980, was not to be
called into question by the work of the Committee, and that there should
be no attempt to make retroactive application of any changes in the
By-Laws. It was noted by the four members that the Resolutions establishing the Committee did not invite it to rule on the validity of any of
the Decisions of the Boards of Executive Directors or of the Boards of
Governors Resolutions No. 359 (Bank) and 35-9 (Fund), adopted on
September 19, 1980 and that a reference to a review of the validity of
these Decisions had been specifically deleted from earlier versions of
the Resolutions. Four other members of the Committee pointed out that
the statement of the other members is factually incorrect in view of the
explicit provisions of the resolution establishing the Joint Committee.
The statement by the Chairman of the Joint Procedures Committee was
only a summary of one point of view, and cannot be invoked against the
provisions of the resolution establishing the Joint Committee. In its
operative paragraph 1, the resolution establishing the Joint Committee
states explicitly: "In its work the Committee shall take into account
the questions formulated in the memorandum by the Arab Executive
Directors in the two institutions, dated September 28, 1980 and entitled
'Outline of Legal Issues.'" Questions 9 and 10 of the memorandum by
the Arab Executive Directors explicitly ask about the impact of the
interpretation of Section 13 of the By-Laws with respect to extension
of the voting period, and the right of withdrawal on the validity of the
Boards of Governors' resolutions of September 19, 1980. Accordingly,
the view of those four members is that, in the light of these provisions,
the Joint Committee is required by its terms of reference to look into the
validity of the Boards of Governors' resolutions of September 19, 1980.

6 As of September 26, 1980, Sections 5(b) and 13 of the By-Laws of the
International Bank for Reconstruction and Development were renumbered 4(b)
and 12. respectively.
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After some discussion, a consensus was reached that the Committee should examine the substantive issues and endeavor to take a
forward-looking approach.
1.6 In the consideration of its scope of work in accordance with
the Terms of Reference of the Resolutions, the Committee agreed as
follows:
(a)

That its task was not to recommend specific amendments to
the By-Laws for adoption by the Boards of Governors.

(b)

To identify aspects of the By-Laws under reference which,
in the opinion of the Committee, give room for double or
misleading interpretation of the By-Laws.

(c)

To bring to the notice of the Boards of Governors such areas
of the By-Laws that need further clarification, amendment
or expansion.

1.7 The Committee agreed that all members shared a common
interest in the integrity of the Bank's and Fund's procedures. The Committee first dealt with questions arising with respect to Section 4(b) of
the By-Laws of the Bank and Section 5(b) of the By-Laws of the Fund,
after which it took up matters involving Section 12 of the Bank's and
Section 13 of the Fund's By-Laws, and other related provisions.8 In its
deliberations, the Committee arrived at a Summary of Conclusions on
the basis of which the Report of the Committee was prepared. The
Summary of Conclusions is attached to the Committee's Report. In the
case of a conflict between the Summary of Conclusions and the Report
of the Committee, the language of the Report will prevail.
II. Sections 4(b) and 5(b) of the By-Laws
2.1 The Committee considered, first, Section 4(b) of the By-Laws
of the Bank and Section 5(b) of the By-Laws of the Fund, which state
that:
The Chairman of the Board of Governors, in consultation with the Executive
Directors [Executive Board], may invite observers to attend any meeting of
the Board of Governors.

«Effective September 26, 1980, the By-Laws of the Bank were amended by
Resolution of the Board of Governors. As a result, the former Section 5, while
remaining unchanged, was renumbered Section 4, and the former Section 13 was
subdivided into 5 paragraphs and slightly revised [in a way that does not affect
this Report] and was renumbered Section 12.
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A. The Consultation Process and Powers of the Chairman
2.2 It was agreed that a principal question of interpretation related
to the power of the Chairman under the By-Laws. The Committee concluded that Sections 4(b) and 5(b), respectively, of the By-Laws
obliged the Chairman to consult, but did not require him to act in accordance with the views of the Boards of Executive Directors of the two
institutions.9 The Committee agreed to stress the desirability of clarifying
the Chairman's rights under these Sections of the respective By-Laws
with regard to the consultation process.
2.3 The Committee considered the request of the Chairman of the
Boards of Governors, the Honorable Amir H. Jamal, by letter dated
July 5, 1980, to invite the PLO as observer to the 1980 Annual Meetings and noted that the letter had been written after he had received the
divided report of the Informal Working Party of Governors arising out
of the PLO's application to be invited as an observer to the 1979 Annual
Meetings. The Committee was of the view that the Chairman's instructions in his letter of July 5 had been given before compliance with the
consultation requirements of Section 4(b) and Section 5(b) of the
By-Laws.
2.4 The Committee noted that the Executive Boards of the Bank
and the Fund on July 25, and July 29, respectively, submitted to their
Boards of Governors for a vote without meeting identical resolutions
(Annex D) under which the observers to the 1980 Annual Meetings
would be limited to those invited in 1979, and that this fact had been
communicated to the Chairman as the views of the Executive Boards
with respect to invitations to observers for the 1980 Annual Meetings
by the President of the Bank and the Managing Director of the Fund,
together with the suggestion that, while the matter was before the Governors, invitations be sent to those observers who were invited to the
1979 Annual Meetings. The Committee further noted that, after receipt
of this information from the President of the Bank and the Managing
Director of the Fund, the Chairman again made a request on August 5,
1980, to the President and the Managing Director that the PLO be
invited. The Committee was of the view that the Chairman's instruction
of August 5, 1980 to invite the PLO complied with the consultation
requirements under Sections 4(b) and 5(b) of the By-Laws of the
Bank and the Fund.
2.5 The Committee noted that the President of the Bank and the
Acting Managing Director of the Fund sent separate messages on
9

One member of the Committee noted, however, that in the French translation
of the By-Laws the words "in consultation" read "en accord avec."
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August 8, 1980 to the Chairman suggesting that he might wish to reconsider his position with respect to observers expressed in his message of
August 5. The Committee further noted that the Chairman in his cable
of August 9, in response to these two messages of August 8, by which he
expressed his frustration and stated that the matter was now out of his
hands, did not withdraw his request that an invitation be sent to the PLO.
2.6 A majority of the Committee took the view that the President
of the Bank and the Acting Managing Director of the Fund acted properly and in accordance with their responsibility as defined in the Articles
of Agreement and By-Laws in advising the Chairman by their communications of August 8 that issuing invitations while voting of the
Boards of Governors on the draft resolution was in progress could be
embarrassing and, in fact, the two managements had a duty on August 8
to bring to the Chairman's attention the possible consequences of persisting in his invitation to the PLO, while there still remained sufficient
time to issue the invitations if he did persist. In discussing the propriety
of the managements' actions generally, the following contrasting viewpoints were expressed. On the one hand, in connection with the
memorandum from the President to the Bank's Executive Directors on
July 22 referring to "recently expressed serious doubts" by a number of
Executive Directors as to the exact scope of Section 5(b) of the ByLaws, and containing a draft resolution on the subject, some members
took the view that the management acted in a partisan manner. On the
other hand, some members took the view that the above viewpoint was
incorrect because the initiative for the July 22 memorandum came from
Executive Directors of the Bank. It was noted that a similar draft
resolution was subsequently submitted to the Fund Executive Board by
an Executive Director of the Fund.
2.7 Relative to the powers of the Chairman under Sections 4(b) and
5(b) of the By-Laws, the Committee noted that, after the Boards of
Governors had adopted the Resolution, first, requesting the Executive
Boards to consider the scope of Section 5(b) of the By-Laws and to
make proposals for amendments and, second, stating that attendance
at the 1980 Annual Meeting was to be limited to those observers who
were invited in 1979, Chairman Jamal had cabled to the President of
the Bank and the Managing Director of the Fund on September 20,
1980 stating:
I do not consider it proper that invitations be issued to any observers for the
1980 meeting if invitation is denied to PLO. I propose, accordingly, that no
observers be invited .. .

2.8 There was no difference of opinion about the propriety of the
Chairman's decision of September 20, and the Committee was of the

©International Monetary Fund. Not for Redistribution

COMMITTEE REPORTS

307

opinion that the Chairman was acting within his legal authority under
Sections 4(b) and 5(b) of the respective By-Laws and not in contravention of the Resolutions adopted by the Boards of Governors on
September 19, 1980. Some members, however, questioned whether the
Chairman could "disinvite" the PLO, in view of his decision of August 5,
notwithstanding that this had not been implemented; some observed
that at the time of the Chairman's decision of September 20, no invitation had in fact yet been issued; some considered that, while the ByLaws did not specifically empower the Chairman to withdraw an invitation, they did not prohibit him from doing so either; the Resolutions
of September 19 having established that observers be limited to the
1979 list, it was within the Chairman's prerogative to limit his invitation
to one, all, or none, of the observers on the 1979 list. Some members
observed that, when a body has been given competence to take certain
decisions, that body would normally be competent to revoke or amend
those decisions.
2.9 Reviewing the above sequence of events and the questions arising therefrom in relation to the Chairman's rights under the consultation
process, the Committee stressed the desirability of clarifying the Chairman's functions under Sections 4(b) and 5(b) of the respective By-Laws
with regard to the consultation process. While it was not within the
Committee's mandate to propose the specific changes that might be
required, it was noted that it would be helpful to have more specific
wording to indicate what constituted consultations.
2.10 The Committee by a majority took the view that the Boards of
Governors could take decisions concerning invitations to observers to
attend the Annual Meetings which would revoke and nullify any invitations already issued by a Chairman for a meeting. Some members took
the view that the Boards of Governors cannot overrule decisions validly
taken by the Chairman or other organs of the two institutions.
2.11 The Committee agreed that, for the future, in the light of the
situation created by the adoption of Resolutions No. 359 and No. 35-9
on "Amendment of Section 5(b)" it would be desirable to obtain
clarification of the circumstances in which the Boards of Governors
might wish to overrule the Chairman and to state the circumstances in
which the Boards of Governors should refrain from exercising this power
in the future. It was noted that the Resolutions adopted on September 19 raised basic issues concerning the extent and limitations of the
function of the chairmanship that future Chairmen would wish to be
clearly delineated. Other members held the view that no such clarification was needed.
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B. Other Questions
2.12 Most of the questions raised in the Memorandum of the Arab
Executive Directors concerning Section 5(b) were taken up by the
Committee in the course of the discussions set forth above with the
exception of the following questions which, as set forth in the Memorandum of the Arab Executive Directors, were examined by the Committee.
2.13 In response to question No. 5 of the Memorandum—i.e.,
"Given that the Chairman of the Annual Meetings declared his intention
or decision to invite the PLO to the Annual Meetings, is it permissible
for the President of the Bank and the Managing Director of the Fund to
nullify or frustrate the authority of the Chairman under Section 5(b)
by simply declining to hold consultations?"—the Committee answered
in the negative, but noted that the situation described in the question
had not in fact occurred.
2.14 In response to question No. 6 of the Memorandum—i.e., "In
deciding to invite PLO to the 1980 Annual Meetings, the Chairman
was acting within his legally constituted authority as laid down in Section 5(b) of the By-Laws, is it permissible to frustrate the Chairman's
authority by seeking a resolution from the Boards of Governors excluding the PLO from the list of observers?"—the Committee by a majority
answered in the affirmative.
2.15 A majority of the Committee concluded that the question
whether the decisions taken by the Executive Boards of the Bank and
the Fund on, respectively, July 25, and July 29, were ultra vires did not
arise because the Executive Boards were competent to submit resolutions to the Boards of Governors for voting without meeting on any
matter on which the Executive Boards believed action should be taken
by the Boards of Governors before the next Annual Meeting. A contrary
view was submitted on the grounds that the real purpose of the resolution was to countermand a valid decision of the Chairman.
III.

Section 12 of the By-Laws of the Bank and Section 13 of the
By-Laws of the Fund

3.1 Section 12 and Section 13 of the By-Laws of the respective
institutions establish the procedure for voting by Governors without a
meeting of the Boards of Governors. The texts of the sections read as
follows :
(Bank)
(a)

SECTION 12. Voting Without Meeting
Whenever, in the judgment of the Executive Directors, any
action by the Bank must be taken by the Board of Governors
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which should not be postponed until the next regular meeting
of the Board of Governors and does not warrant the calling
of a special meeting of the Board of Governors, the Executive
Directors shall request the Governors to vote without meeting.
(b)

The Executive Directors shall present to each member by
rapid means of communication a motion embodying the
proposed action.

(c)

Votes shall be cast during such period as the Executive
Directors may prescribe.

(d)

The Executive Directors may provide that no Governor shall
vote on a motion during such period after dispatch of the
motion as the Executive Directors prescribe.

(e)

At the expiration of the period prescribed for voting, the
Executive Directors shall record the results, and the President shall notify all members. If the replies received do not
include a majority of the Governors exercising two thirds of
the total voting power, which is required for a quorum of the
Board of Governors, the motion shall be considered lost.

(Fund)

SECTION 13. Voting Without Meeting

(a)

Whenever, in the judgment of the Executive Board, any
action by the Fund must be taken by the Board of Governors
which should not be postponed until the next meeting of the
Board of Governors and does not warrant the calling of a
special meeting of the Board of Governors, the Executive
Board shall request Governors to vote without meeting.

(b)

The Executive Board shall present to each member by rapid
means of communication a motion embodying the proposed
action.

(c)

Votes shall be cast during such period as the Executive Board
may prescribe.

(d)

The Executive Board may provide that no Governor shall
vote on a motion during such period after dispatch of the
motion as the Executive Board prescribes.

(e)

At the expiration of the period prescribed for voting, the
Executive Board shall record the results, and the Managing
Director shall notify all members. If the replies received do
not include a majority of the Governors exercising two thirds
of the total voting power, which is required for a quorum of
the Board of Governors, the motion shall be considered lost.
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3.2 The Committee considered these Sections in the light of their
application in the voting without meeting that was conducted on the
Resolutions concerning Section 5(b) of the By-Laws and Observers to
Meetings of the Boards of Governors which were submitted to the
Boards of Governors on July 31, 1980, following decisions taken, respectively, by the Bank and the Fund Executive Directors on July 25,
and July 29, 1980, and which were adopted by the Boards of Governors
of the Bank and the Fund on September 19, 1980, and in the light of
a summary examination of the record of the communications from the
Governors of the Fund. The Committee came to the following conclusions:
A. Withdrawal from Voting Procedure
3.3 The Committee agreed that a Governor is entitled to change his
vote before the expiration of the voting period.
3.4 A majority of the Committee was of the opinion, for future
reference, that a Governor should have, in principle, the right to withdraw from the voting procedure. Such withdrawal would constitute
nonparticipation in the voting procedure and would not form part of the
quorum. In this connection it was noted that use of this right could
conceivably frustrate the achievement of a quorum that would otherwise have been attained on the basis of replies received. Some members
stressed that the purpose of requiring a quorum was to protect the
membership from action by a minority that was less than the quorum
and counselled against any future change in voting procedures that
could endanger this primary purpose or give a minority an unwarranted
power to prevent action. Other members stressed that it was illogical
to permit a Governor to change a vote already cast and not to permit
the Governor to withdraw his vote even though this action might affect
the outcome.
3.5 A majority of the Committee believed that, with the By-Laws
reading as they do, Governors have the right to withdraw from the
voting procedure before the expiration of the voting period. Three
members were of the opinion that a Governor does not have the right to
withdraw from the voting procedure once his reply was received. They
pointed out that there is a specific reference to "replies received" in
Sections 12 and 13 of the By-Laws and that the fact that a reply was
recorded could not be nullified retroactively. One member abstained
from reaching a conclusion on the ground that the By-Laws could be
interpreted in two ways and that valid arguments could be invoked in
favor of both interpretations. It was added by that member that in any
case there was no ground for challenging the legality of the decisions
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taken on this issue by the Executive Directors of the Bank and the
Executive Board of the Fund.
3.6 According to the interpretation of Sections 12 and 13 adopted
by the majority of the Committee, Algeria, Mauritania, Niger and the
Yemen Arab Republic had withdrawn from the voting procedure in the
case of the IMF and Syria and Sudan had withdrawn from the voting
procedure in the case of the World Bank. In the view of four members,
with the withdrawal of these countries the number of Governors who
participated in voting fell short of the required quorum by two votes
in both the Bank and the Fund. Accordingly, in the view of these
members the Board of Governors resolutions on observers was not
carried for lack of a quorum. Three other members stressed however
that such withdrawals could only have been accepted in the hypothetical
case that the Executive Board had adopted a different interpretation from
the one that actually prevailed. Accordingly, the question of the quorum
raised above is irrelevant in the present context. One member stated
that, in his opinion, there was no ground for challenging the quorum.
3.7 The Committee agreed that the Fund's Executive Board, on the
basis of the present text, had the legal power at its meeting on September 16 and the Bank Executive Directors at their meeting on
September 18, 1980, to interpret Sections 12 and 13 of the respective
By-Laws to deny the possibility of withdrawal of replies received. This
does not imply however that their interpretation, in the view of some
members, was necessarily correct. According to the view of four members, the interpretation adopted by the majority of the Committee
supporting the right of Governors to withdraw from voting means that
the interpretation adopted by the Executive Boards on September 16 and
18, 1980 denying the right of withdrawal was an incorrect interpretation of Sections 12 and 13.
B. Extension of Voting Period
3.8 In the view of a majority of the Committee, the Executive
Boards have the legal power to extend the voting period under the
present provisions of the By-Laws, taking into account the fact that,
because there is room for different interpretations of the text, the guiding
consideration must be derived from past practice. In this connection
some members felt that a distinction should be made between unanimous
extension and contested extension of the voting period. They pointed
out that while there were many cases of unanimously approved extension
there was not a single precedent of contested extension. Therefore
past practice could not support the extension of the voting period in
the case under consideration. It was further pointed out that to permit
contested extensions would confer upon the majority in the Executive
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Board the power to suspend the operation of Sections 12 and 13 by
delaying the counting of votes until the next meeting of the Boards of
Governors. It was therefore argued that Sections 12 and 13 did not
specifically make provision for an extension since there was no limitation
on the power of the Executive Directors in fixing the period for voting,
and there was a clear provision in the By-Laws that, in the absence of
a quorum, the motion shall be considered lost. Another view was that
the past practice was based on the interpretation of the majority. One
member observed that the Articles and By-Laws of the Bank and the
Fund must always take precedence over past practice.
C. Voting Procedure
3.9 The Committee agreed that the procedures for voting without
meeting could usefully be clarified in order to achieve a more precise
definition of the term "replies received" as that term is found in subsections (e) of Sections 12 and 13 of the respective By-Laws. In this
context some members of the Committee felt that consideration might
usefully be given to the merits, or otherwise, of changing the term
to "votes received."
3.10 In this connection the Committee also took the view that under
the procedure of voting without meeting there should be four options
open for any Governor, namely: affirmative vote, negative vote, abstention, and nonparticipation, and Governors' positions should be classified
under one or other of these four categories. Some members thought
that it would be appropriate for the Secretaries to keep open a fifth
option for "other replies."
3.11 It was further agreed that there should be a standing procedure
whereby the Secretaries would immediately seek clarification from a
Governor if there was any doubt about the meaning of his communication, in particular, if the reply from a Governor states that he abstains
from casting a vote or abstains from participating in voting, or uses
other words to that effect.
3.12 The Committee also took the view that:
(a) it was the duty of each Governor casting a vote to ensure
that the vote reached the Secretary before the close of the
period for voting;
(b) to be counted, a vote in a specified form must be in the hands
of the Secretary before the close of the period for voting; and
(c) a vote, to be accepted, must be cast by a legally appointed
Governor and this fact must be properly indicated if the
vote is transmitted on the Governor's behalf by someone
other than the Governor.
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Attachment
Summary of Conclusions Arrived at by the
Joint Committee

I.

TERMS OF REFERENCE

1. Consensus was reached that the Committee should examine the
substantive issues and endeavor to take a forward-looking approach.
II.

SECTION 5(B) OF THE BY-LAWS

2.1 Agreed that, under Section 5(b) of the By-Laws, the Chairman
does have to consult, but does not have to act in accordance with the
views of the Board of Executive Directors.
2.2 Agreed that the Chairman's communication of July 5 requesting
that the PLO be invited as an observer was made before compliance
with the requirements on consultation contained in Section 5(b) of the
By-Laws.
2.3 Agreed that the Chairman's instructions of August 5 to invite
the PLO complied with the consultation requirements under Section 5(b)
of the By-Laws.
2.4 Agreed that, in his decision of September 20 not to invite any
observers to the 1980 Annual Meetings, the Chairman was acting
within his authority under Section 5(b) of the By-Laws and was not in
contravention of the Resolution of the Board of Governors adopted on
September 19, 1980.
2.5 Agreed to stress the desirability of clarifying the Chairman's
rights under Section 5(b) of the By-Laws with regard to the consultation process.
2.6 Agreed that in his cable of August 9 in which he expressed his
frustration and stated the matter was now out of his hands, the Chairman did not withdraw his invitation to the PLO.
2.7 Agreed to draw attention to the need for clarification of the
circumstances in which the Board of Governors might wish to overrule
the Chairman and for stating the circumstances in which the Board of
Governors should refrain from exercising this power in the future.
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III.

SECTION 13 OF THE BY-LAWS

(a)

Voting Procedure

3.1 Agreed that the procedure for voting without meeting needed
to be clarified and elaborated particularly with respect to the following
aspects:
(i)
(ii)

a more precise definition of "replies received";
a standing procedure for the staff to seek immediately
clarification from the Governor concerned if there is any
doubt about the meaning of a reply received;

(iii)

the duty of the Governor casting the vote to ensure that the
vote reaches the Secretary before the close of period for
voting;

(iv)

the need for the vote to be in the hands of the Secretariat
before the expiry of the voting period;
the need for a vote, to be accepted, to be cast by a legally
appointed Governor or sent by someone duly authorized
by him to send the vote of the Governor on his behalf
and in the specified form.

(v)

3.2 (i)

Agreed that under the procedure of vote without meeting,
Governors' positions should be classified as affirmative vote,
negative vote, abstention, and nonparticipation. Governors
should be classified under one or other of these four
categories.

(ii)

Agreed that in the event of a reply from a Governor that
he abstains from casting a vote or abstains from participating
in voting, or other words to that effect, the Secretaries should
seek further clarification from the Governor concerned.

3.3 Agreed that the Executive Boards on September 16 and 18 had
the right to give an interpretation on "replies received."
(b)

Withdrawal from the Voting Procedure

3.4 Agreed that a Governor is entitled to change his vote before
the expiry of the voting period.
3.5 Agreed by a majority to state that, in the Committee's opinion,
for future reference, a Governor should have the right, in principle, to
withdraw from the voting procedure.
3.6 Agreed by a majority that, with the By-Laws reading as they
do, Governors have the right to withdraw from the voting procedure
before the expiration of the voting period.
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3.7 According to the interpretation of Section 13 adopted by the
majority of the Committee, Algeria, Mauritania, Niger and the Yemen
Arab Republic had withdrawn from the voting procedure in the case of
the IMF. Syria and Sudan had withdrawn from the voting procedure in
the case of the World Bank. In the view of four members, with the
withdrawal of these countries the number of Governors who participated
in voting fell short of the required quorum by two votes in both the
Bank and the Fund. Accordingly, in the view of these members the
Board of Governors resolution on observers was not carried for lack of a
quorum. Three members stressed however that such withdrawals could
only have been accepted in the hypothetical case that the Executive
Board had adopted a different interpretation from the one that actually
prevailed. Accordingly, the question of the quorum raised above is
irrelevant in the present context. One member stated that, in its opinion,
there was no ground for challenging the quorum.
3.8 Agreed that the Fund's Executive Board, on the basis of the
present text, had the legal power at its meeting on September 16 and the
Bank Executive Directors at their meeting on September 18, 1980, to
interpret Section 13 of the By-Laws to deny the possibility of withdrawal
of replies received.
(c)

Extension of Voting Period

3.9 Agreed by a majority that the Executive Boards have the
legal power to extend the voting period under the present provisions of
the By-Laws, taking into account the fact that, since there is room for
different interpretations of the text, the guiding consideration must be
derived from past practice.
IV.

MATTERS ARISING FROM DECISIONS AT THE MEETINGS OF
JULY 25 AND 29

4. Agreed that the question whether the decisions taken at the
meeting of the Bank and Fund Boards on July 25 and 29 respectively
were ultra vires did not arise, because the Executive Boards were competent to submit any resolution to the Boards of Governors for votes
without meeting.
V.

QUESTIONS ARISING OUT OF THE MEMORANDUM OF THE ARAB
EXECUTIVE DIRECTORS IN BANK AND FUND NOT ALREADY
ANSWERED IN I-IV

5.1 Agreed that, with the exception of the following, the questions
raised in the Memorandum of the Arab Executive Directors have been
answered by this Committee in some of the conclusions summarized
above.
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5.2 Agreed by a majority that the President of the Bank and the
Acting Managing Director of the Fund acted properly in accordance
with their responsibility as defined in the Articles of Agreement and
By-Laws in sending their messages of August 8 to the Chairman of the
Board of Governors.
5.3 Considered that on Question 5 of the Memorandum—i.e., that
"given that the Chairman of the Annual Meetings declared his intention
or decision to invite PLO to the Annual Meetings, is it permissible for
the President of the Bank and the Managing Director of the Fund to
nullify or frustrate the authority of the Chairman under Section 5(b)
by simply declining to hold consultations"?—the answer was "No."
5.4 Considered that on Question 6 of the Memorandum—i.e., "In
deciding to invite PLO to the 1980 Annual Meetings, the Chairman was
acting within his legally constituted authority as laid down in Section 5(b) of the By-Laws, is it permissible to frustrate the Chairman's
authority by seeking a resolution from the Board of Governors excluding
the PLO from the list of observers"?—the answer by a majority was
"Yes."
5.5 Agreed by a majority that the Board of Governors could take
decisions concerning invitations to observers to attend the Annual
Meetings which would revoke and nullify any invitations already issued
by the Chairman for a meeting.
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Annex A
JOINT COMMITTEE OF GOVERNORS
(Meetings in Manila, December 1-3, 1980,
and in Wellington, January 21-23, 1981)
ATTENDANCE
Belgium

Jacques de Groóte
Executive Director
Temporary Alternate Governor
Jan Vanormelingen
Advisor to Minister of Finance
Ministry of Finance
Temporary Alternate Governor
Jean-Victor Louis
Head, Legal Department
National Bank of Belgium
Temporary Alternate Governor

France

Paul Mentré de Loye
Executive Director
Temporary Alternate Governor
Jean Claude Stora
Chief of Division of International Monetary Affairs
Ministry of Economy
Temporary Alternate Governor

Germany

Gerhard Laske
Executive Director
Temporary Alternate Governor
Juergen Oesterhelt
Division Chief, Legal Department
Foreign Office, Bonn
Temporary Alternate Governor

Indonesia

Ali Wardhana
Minister of Finance
Governor
Byanti Kharmawan
Executive Director
Temporary Alternate Governor
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Sri Hadi 10
Director for International Financial Relations
Ministry of Finance
Temporary Alternate Governor

New Zealand

Rt. Hon. R. D. Muldoon
Prime Minister and Minister of Finance
for New Zealand
Governor
Chairman
J. D. Dalgety
Legal Expert
Prime Minister's Department
B. V. Galvin
Secretary to the Treasury11
Governor11
S. P. Murdoch
Senior Advisory Officer
Prime Minister's Department

Nigeria

A. Thomas
Minister of State for Finance
Alternate Governor
J. B. Ájala
Legal Advisor
Federal Ministry of Finance
Temporary Alternate Governor
R. O. Mowoe 12
Deputy Secretary
Federal Ministry of Finance
E. A. Ekerendu 10
Under Secretary
Federal Ministry of Finance

Pakistan

A. G. N. Kazi
State Bank of Pakistan
Governor
Said El-Naggar
Executive Director
Temporary Alternate Governor
W. Kamhawi 12
Advisor

10
11
12

Wellington meeting only.
Effective December 12, 1980.
Manila meeting only.
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Bertil Lund
Director for International Affairs
Ministry of Economic Affairs
Temporary Alternate Governor
Hans Danelius
Head, Legal Department
Ministry of Foreign Affairs
Temporary Alternate Governor

Yugoslavia

Petar Kostic
Federal Secretary for Finance and
Member of the Federal Executive Council
Governor
Jovan Paunovic
Assistant Federal Secretary for Finance
Temporary Alternate Governor

Secretariat

T. T. Thahane, Vice President and Secretary, IBRD
Leo Van Houtven, Secretary, IMF
Heribert Golsong, Vice President and
General Counsel, IBRD™
James G. Evans, Jr., Deputy General Counsel, IMF
Joseph W. Lang, Jr., Deputy Secretary, IMF
Louis Forget, Senior Counsel, IBRD
M. P. Shivnan, Special Assistant to the
Secretary, IBRD 12
Jai Oh, Senior Counsellor, IMF

Annex B
Joint Procedures Committee
Document No. 10
October 3, 1980
Attached is a memorandum entitled "Outline of Legal Issues" prepared by the Arab Executive Directors in the World Bank and International Monetary Fund and submitted to the Joint Procedures
Committee at its meeting on September 29, 1980, in connection with the
agenda item "Application of the Palestine Liberation Organization for
Observer Status."
Attachment
10
12

Wellington meeting only.
Manila meeting only.
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THE APPLICATION OF THE
PALESTINE LIBERATION ORGANIZATION
FOR OBSERVER STATUS

OUTLINE OF LEGAL ISSUES

Memorandum
By
The Arab Executive Directors in the World Bank and
International Monetary Fund

Contents
I. Legal Issues Related to Section 5 (b) of the By-Laws.
II. Legal Issues Related to Section 13 of the By-Laws.
III. The Interpretation of the By-Laws.

September 28,1980
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I. LEGAL ISSUES RELATED TO SECTION 5 (B) OF THE BY-LAWS
The Palestine Liberation Organization's application for observer status
in the Bretton Woods Institutions has raised many legal issues which
remain unsettled. Most of these issues are related to the interpretation
of Section 5(b) and Section 13 of the By-Laws of the World Bank and
the International Monetary Fund. The wording of Section 5(b) on the
invitation of observers is plain enough. It reads:
The Chairman of the Board of Governors, in consultation with the Executive
Directors, may invite observers to attend any meeting of the Board of Governors.

For over 30 years since the birth of the Bretton Woods Institutions,
the meaning of this provision was never called into question. Such a
completely uneventful history was only matched by the great controversy related to it in the last three months. In a letter dated July 5,
1980 the Chairman of the 1980 Annual Meetings, H. E. Amir Jamal,
exercising his authority under Section 5(b), took the decision to invite
PLO as observer in 1980 Annual Meetings. It should be realized that
Chairman Jamal's decision was only a phase in a long series of events.
In particular, he had before him:
(a)
(b)
(c)

The Report of the Informal Working Party of Governors stating
the case for and against the admission of PLO as observer in
1980 Annual Meetings.
A resolution unanimously adopted by the Group of Seventy
Seven in Belgrade in September 1979 supporting the PLO application for observer status.
Consultations held pursuant to Section 5(b) in the summer of
1979 in which the majority of votes in the Executive Boards of
the two Institutions was against inviting PLO as observer in
the 1979 Annual Meetings.

Upon receipt of Chairman Jamal's letter of July 5, both the President
of the World Bank and the Managing Director of the Fund notified him
that they intend to hold consultations with the Executive Directors as
required by Section 5(b) of the By-Laws. However, in the last week of
July 1980 the Executive Boards of the two Institutions approved, by a
majority of votes, a draft resolution for consideration by the Board of
Governors. The operative part of the draft resolution reads as follows:
(a)

That the Executive Directors shall consider the exact scope of
Section 5(b) and make such proposals for amendment as they
believe necessary and that they shall report to the Board of
Governors by March 1,1981 ; and
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That pending the outcome of action pursuant to paragraph 1
of this Resolution, attendance at the 1980 Annual Meeting or
any meeting of the Board of Governors thereafter, shall be
limited to those observers who were invited to the 1979 Annual
Meetings.

The idea underlying the draft resolution was plainly to frustrate and
overrule Chairman JamaPs decision of July 5 to add PLO to the list
of observers in 1980 Annual Meetings.
This situation gave rise to a number of legal questions.
Question One
Was Chairman Jamal acting within the bounds of his authority in
asking the managements of the Bank and the Fund to add PLO to the
list of observers before consultations with the Executive Directors in
connection with the 1980 Annual Meetings?
In support of Chairman's JamaPs decision, it should be pointed out
that in this particular case his decision was not taken ab initio, but was
preceded by the Report of the Informal Working Party of Governors,
the resolution of the Group of 77 and consultations held with Executive
Directors under Section 5(b) in connection with the 1979 Annual
Meetings. Given these considerations, it is understandable that Chairman Jamal took his decision without further consultation with Executive
Directors. He was fully aware of the negative outcome of last year's
consultation. A repetition of the process would presumably have produced the same negative result, and, therefore, would not have added
a new element in the situation.
Question Two
In case the Chairman of the Annual Meetings takes a different view
from the Executive Directors as to the advisability of having a certain
organization, institution or country as observer, is it his view or that of
the Executive Directors which shall prevail under Section 5(b) of the
By-Laws?
In the course of the deliberations of the Informal Working Party
of Governors, the Legal Counsels of both the Bank and the Fund took
the position that "in consultation with" in Section 5(b) did not mean
"in agreement with" and that "the ultimate authority to invite observers
has been placed in the Chairman." (The Report of the Informal Working Party of Governors, p. 5.)
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Question Three
To what extent was the meeting and decision of the Executive Directors
in the World Bank on July 25 and in the Fund on July 30 equivalent to
"consultation" as envisaged in Section 5(b) of the By-Laws?
It is possible to argue that the meeting and decision of the Executive
Board regarding the draft resolution on observers do constitute consultation in the sense of Section 5(b). By limiting the list of observers to
those who were invited to the 1979 Annual Meetings, the Executive
Directors have implicitly rejected the PLO application for observer status
since PLO was not on the list of observers in 1979. Under this interpretation the President of the Bank and the Managing Director of the Fund
should have issued the invitation to PLO for the following reasons:
(a)
(b)

Consultation in the sense of Section 5(b) was completed.
The result of consultation was conveyed to Chairman Jamal
in a cable dated July 31, 1980 sent by the President of the
Bank and the Managing Director of the Fund (Document
SecM80-622 dated July 31, 1980) informing him of the draft
resolution and quoting its full text.

(c)

Chairman Jamal continued to maintain his position as explicitly
stated in his cable of August 5 to both the President of the
Bank and the Managing Director of the Fund. Chairman Jamal
concludes his cable of August 5 by the statement that:

I therefore request under By-Law 5(b) that the PLO be added to the 1979
list of observers and invitations issued accordingly. (Document SecM80-616
dated August 6, 1980.)

Instead of issuing the invitation to PLO and other observers as
directed by Chairman Jamal, the President of the Bank and the Managing
Director of the Fund cabled back to the Chairman on August 8, 1980:
I have distributed to the Executive Directors for their information copies of
your cable concerning invitations to observers received on August 5 stop Would
it not be embarrassing to all parties if an invitation was issued now while
voting on the resolution forwarded on July 31 to the Governors for a vote by
mail is in progress stop. (Document SecM80-631 dated August 11, 1980.)

It should be noted that this cable does not invoke the necessity of
consultation with the Executive Directors as the reason for not issuing
the invitation to PLO. There is an implicit admission that consultation
was in fact completed as required by Section 5(b). An entirely different
argument was advanced for not acting on the request of the Chairman
of the Annual Meetings. According to this cable, the point is made that
it may be politically embarrassing to all parties to issue the invitation
to PLO while voting on the draft resolution is in progress.
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Question Four
Given that consultation as required by Section 5(b) was completed
and that the Chairman of the Annual Meetings persisted in his position
that the invitation to PLO be issued, were the President of the Bank
and the Managing Director of the Fund acting in accordance with their
responsibility as defined in the Articles of Agreement and the By-Laws
in failing to issue the invitation to PLO as requested by the Chairman
on the ground of a possible political embarrassment?
However, it is possible to take the position that the meeting and
decision of the Executive Boards of the Bank and the Fund on July 25
and July 30 do not constitute consultation in the sense of Section 5(b)
and that such consultation never in fact took place. This interpretation
gives rise to another question.
Question Five
Given that the Chairman of the Annual Meetings declared his Intention or decision to invite PLO to the Annual Meetings, is it permissible
for the President of the Bank and the Managing Director of the Fund to
nullify or frustrate the authority of the Chairman under Section 5(b) by
simply declining to hold consultations?
As mentioned earlier, the draft resolution on observers proposes to
limit observers in the 1980 Annual Meetings to those who were invited
in the 1979 Annual Meetings. In the circumstances of the case such a
limitation raises a question regarding the demarcation line between the
power of the Chairman under Section 5(b) of the By-Laws and the
power of the Board of Governors under the Articles of Agreement.
Question Six
In deciding to invite PLO to the 1980 Annual Meetings, the Chairman was acting within his legally constituted authority as laid down in
Section 5(b) of the By-Laws, is it permissible to frustrate the Chairman's
authority by seeking a resolution from the Board of Governors excluding
the PLO from the list of observers?
It is recognized, of course, that according to Article V, Section 2 of
the Articles of Agreement "All the powers of the Bank shall be vested
in the Board of Governors." It is also recognized that according to the
preamble to the By-Laws:
In the event of a conflict between anything in these By-Laws and any provision
or requirement of the Articles of Agreement, the Articles of Agreement shall
prevail.
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However, it is submitted that these provisions refer to the hierarchy
of different organs in the decision-making structure, and that they cannot be invoked by revoke a decision duly taken in accordance with the
existent provisions. If this interpretation is correct, it follows that Chairman Jamal's decision to invite PLO pursuant to Section 5(b) cannot be
revoked by a resolution from the Board of Governors limiting 1980
observers to those invited in 1979 unless and until Section 5(b) is
amended by due process.
On September 19, 1980 the Boards of Governors of the Bank and
the Fund adopted the draft resolution on observers in a vote without a
meeting. Thus the Boards of Governors resolved that the observers in
1980 Annual Meetings shall be limited to those invited in 1979.
On September 20 Chairman Jamal sent a cable to the Bank and the
Fund which reads as follows:
I do not consider proper that invitation be issued to any observer for the
1980 Meeting if invitation is denied to PLO. I propose accordingly that no
observers be invited. Presently, I am visiting Saudi Arabia. Regards. (Document SecM80-735, dated September 24, 1980.)

These developments on September 19 and September 20 created a
situation of conflicting injunctions:
(a)

(b)

(c)

The injunction of Chairman Jamal in his letter of July 5, 1980
and in his cable of August 5, 1980 that PLO be placed on the
list of observers. This means that observers in the 1980 Annual
Meetings shall be those invited in 1979 plus PLO.
The injunction of the Board of Governors in its resolution of
September 19 that observers in 1980 shall be limited to those
invited in 1979. This means that PLO is excluded from the
list of observers in 1980 Annual Meetings.
The injunction of Chairman Jamal in his cable of September 20
that neither PLO nor other observers in 1979 shall be invited
to the 1980 Annual Meetings.
Question Seven

Given Chairman Jamal's decision on July 5 to invite PLO along with
other observers, the Board of Governors' resolution on September 19
that other observers, but not PLO, be invited and Chairman Jamal's
decision on September 20 that neither PLO nor other observers be
invited, which of the three conflicting injunctions should be given effect?
The resolution adopted by the Board of Governors on September 19
limiting observers in the 1980 Annual Meetings to those invited in 1979
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has no purpose whatsoever except to exclude a single organization;
namely, the Palestine Liberation Organization, from the list of observers.
Question Eight
Is it proper for the Executive Boards of the Bretton Woods Institutions
to propose a resolution, and for the Boards of Governors to adopt it,
with no purpose except to exclude PLO from the list of observers, thereby
nullifying a decision taken by the Chairman in the exercise of his legally
constituted authority under Section 5(b) of the By-Laws? Is this purpose such as to constitute abuse of power vested in the decision-making
organs and, for this reason, invalidates the resolution adopted by the
Boards of Governors on September 19, 1980?
II. LEGAL ISSUES RELATED TO SECTION 13 OF THE BY-LAWS
As mentioned earlier, the draft resolution on observers was adopted
by the Boards of Governors in a vote without meeting. The procedure
for voting without meeting is set out in Section 13 of the Bank By-Laws,
which reads as follows:
Whenever, in the judgment of the Executive Directors, any action by the
Bank must be taken by the Board of Governors which should not be postponed
until the next regular meeting of the Board and does not warrant the calling
of a special meeting of the Board, the Executive Directors shall present to each
member by any rapid means of communication a motion embodying the proposed action with a request for a vote by its Governor. Votes shall be cast
during such period as the Executive Directors may prescribe, provided that no
Governor shall vote on any such motion until seven days after dispatch of the
motion unless he is notified that the Executive Directors have waived this
requirement. At the expiration of the period prescribed for voting, the Executive Directors shall record the results and the President shall notify all members.
If the replies received do not include a majority of the Governors exercising
two-thirds of the total voting power which are usually required for a quorum
of the Board of Governors, the motion shall be considered lost.13

It may be recalled that the Executive Boards took the decision to
propose the draft resolution on observers on July 25 in the Bank and
July 30 in the Fund. According to the procedure prescribed in Section 13, the draft resolution was dispatched on July 31, 1980 for a
vote by the Governors without meeting during the period from August 8,
1980 to September 9, 1980.
13

The corresponding provisions in Section 13 of IMF By-Laws are substantively similar though spelled out in separate paragraphs.
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On August 1, i.e. one week before the beginning of the voting period,
the Executive Director representing the Arab countries in World Bank
sent a memorandum to Mr. McNamara and all the Executive Directors,
which read as follows :
I have been instructed by my authorities to communicate to you and the
Executive Directors the following statement: "The Governors of Kuwait, the
Kingdom of Saudi Arabia and the United Arab Emirates, as well as other Arab
Governors of the World Bank, are greatly disturbed by the decision of the
Executive Directors on July 25 concerning observers to Annual Meetings. It is
their considered view that the draft resolution recommended to the Board of
Governors for a vote without meeting represents a serious deviation from the
proper consultation procedure as laid down in Section 5(b) of the By-Laws.
In their view, the obvious intent of the draft resolution is to overrule the positive decision of His Excellency A. H. Jamal, Chairman of the 1980 Annual
Meetings, and to exclude the Palestine Liberation Organization from the observership in 1980 Annual Meetings and thereafter. As such the draft resolution
constitutes, according to them, an abuse of the authority vested in the decisionmaking organs of the Bretton Woods institutions. This action by the Executive
Board, insofar as it circumvents the By-Laws, has no precedent in the history
of the World Bank, and, if adopted by the Board of Governors, would compromise its credibility in the future. For these reasons the Arab Governors
have decided to ignore it by not participating in voting. They will cast neither
an affirmative, nor a negative, nor an abstention vote. They hope that Governors
who share the same view will do likewise so that the necessary quorum will
not be achieved."

In this Memorandum the Arab Governors made it known to the
management of the Bank and all Executive Directors well before the
beginning of the voting period that they intend to fight the draft resolution by not participating in voting so that the draft resolution will fail
for lack of quorum. They also expressed the hope that Governors
who share the same view with respect to the draft resolution will do
likewise. The same position was taken by the Arab Executive Director
in the Fund.
On September 5, 1980, i.e. four days before the expiry of the voting
period, a memorandum was circulated by the Secretary of the Bank
enclosing a request from the U.S. Executive Director to extend the
voting period from September 9 to September 23, 1980; later changed to
September 19, 1980 (Document R80-272 dated September 5, 1980).
The American Executive Director gave no reason for the extension
request except to state that it was for further consultation. A similar
request was made by the American Executive Director in the Fund. The
real reason for the extension request was obviously the fact that the
number of countries participating in voting were far short of the quorum
requirement and that the draft resolution was about to be defeated for
lack of quorum. On the request of the U.S. Executive Directors, the
Bank and Fund Boards met on September 8 and September 9 and
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decided, by a majority of votes and in the face of strong objection by
the Arab Executive Directors and some others, to extend the voting
period to September 19, 1980.
Question Nine
Given the provisions of Section 13 of the By-Laws and the declared
intention of the Arab Governors to fight the draft resolution on the
basis of quorum requirement, "was the decision of the Board to extend
the voting period from September 9 to September 19, 1980 consistent
with the provisions of Section 13 of the By-Laws?
If the extension of the voting period under these circumstances was
inconsistent with Section 13 of the By-Laws, what is the impact of
such an interpretation on the validity of the resolution adopted by the
Board of Governors on September 19, 1980?
During the voting period some countries, including some Arab countries, participated by mistake in voting on the draft resolution. When
they realized that what was expected of them was not to participate at all
so that the draft resolution may fail for lack of quorum, they advised the
management of the Bank and the Fund, while the voting period was still
running, that they wish to withdraw their votes, The Executive Boards
of the World Bank and Fund met on September 17 and September 18
to consider the request of these countries. The Executive Boards decided by a majority of votes, against the opposition of the Arab Executive Directors, that while the voting period is still running, member
countries are entitled to change their votes from positive to negative, or
from negative to positive, or from either to abstention, or vice versa, but
they are not allowed to withdraw their votes. In other words, once
they are in, they cannot get out.
Question Ten
In the case of voting without meeting, is it consistent with the provisions of Section 13 that once a country casts a vote it cannot withdraw
it during the voting period while it can change its vote from positive to
negative, from negative to positive, from either to abstention, and
vice versa?
If it is ruled that countries are entitled during the voting period to
change their votes from one column to another as well as to withdraw
their votes altogether, what impact such an interpretation would have on
the validity of the resolution adopted by the Boards of Governors on
September 19, 1980 in case withdrawal of a certain number of countries
would bring down the participating countries to a level below quorum?
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III. THE INTERPRETATION OF THE BY-LAWS
Questions related to the interpretation of the Articles of Agreement
are provided for in Article IX of the Articles of Agreement of the
World Bank. Paragraphs (a) and (b) of that Article read as follows:
(a) Any question of interpretation of the provisions of this Agreement
arising between any member and the Bank or between any members of the
Bank shall be submitted to the Executive Directors for their decision . . .
(b) In any case where the Executive Directors have given a decision under
(a) above, any member may require that the question be referred to the Board
of Governors, whose decision shall be final. Pending the result of the reference
to the Board, the Bank may, so far as it deems necessary, act on the basis of
the decision of the Executive Directors.

The corresponding provisions in IMF are set out in Article XXIX
which, in addition to the provisions contained in Article IX of the
Bank's Articles of Agreement, calls for setting up a Committee on
Interpretation :
Any question referred to the Board of Governors shall be considered by a
Committee on Interpretation of the Board of Governors. Each Committee
member shall have one vote. The Board of Governors shall establish the
membership, procedures, and voting majorities of the Committee. A decision
of the Committee shall be the decision of the Board of Governors unless the
Board of Governors, by an eighty-five percent majority of the total voting
power, decides otherwise. Pending the result of the reference to the Board of
Governors the Fund may, so far as it deems necessary, act on the basis of the
decision of the Executive Board.

Two observations would seem to be in order:
( 1 ) Article IX of the Bank's Articles of Agreement and Article XXIX
of the Fund's Articles of Agreement deal with the interpretation of the
Articles of Agreement, not that of the By-Laws. It is laid down that
"In any case where the Executive Directors have given a decision under
(a) above, any member may require that the question be referred to
the Board of Governors, whose decision shall be final." There is little
doubt, however, that questions of interpretation of the By-Laws are
subject to the same procedure. Thus, in cases where the decision of the
Executive Board gives rise to differences about the proper interpretation
of the By-Laws any member may require that the question be referred
to the Board of Governors whose decision is final.
(2) Reference to the Board of Governors of interpretation questions
is made upon the request of any member countries. It requires neither
a majority of member countries nor a majority of votes.
Accordingly, the Arab Governors request that the legal questions
raised in this memorandum be referred to the Board of Governors for
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consideration by a Committee on Interpretation pursuant to Article XXIX of IMF Articles of Agreement and Article IX of the Bank's
Articles of Agreement.
It is clear that the legal questions raised in this memorandum have a
significance which goes far beyond the specific issue of PLO observership in the Bretton Woods Institutions. What is at issue is simply the
principle of legality in the management of the Bank and the Fund. The
history of the present case clearly shows that the Executive Boards
have been largely influenced in their interpretational decisions by political
rather than legal considerations. Consequently, they gave political
interpretations of the By-Laws, which could have a damaging effect on
the integrity of the Bretton Woods Institutions. It is hoped that in
setting up the Committee on Interpretation every safeguard will be taken
to ensure the objectivity of interpretation.
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Section I.—Terms of Reference
At their Annual Meetings held in Washington, D.C. from September 30 to October 3, 1980, the Boards of Governors of the International
Monetary Fund and the World Bank adopted a resolution on October 3,
1980, which reads in paragraph (1) of its operative part as follows:
There shall be established a Joint Committee of the Boards of Governors
of the two institutions on questions of interpretation of Section 5(b), Section 13
of the respective By-Laws of the two Institutions and other related provisions
arising out of the decisions taken by the Executive Boards on July 25, July 29,
September 9, September 17 and September 18, as well as of the resolution
adopted by the Boards of Governors on September 19, 1980. In its work the
Committee shall take into account the questions formulated in the memorandum
by the Arab Executive Directors in the two Institutions dated September 28
and entitled "Outline of Legal Issues." The Committee shall be entitled to
seek and obtain objective and independent legal advice as deemed desirable.14

According to this resolution, the Joint Committee of Governors is
empowered to consider questions of interpretation of Section 5(b),
Section 13 of the By-Laws of the two Institutions and other related
provisions arising out of certain decisions by the Executive Boards of
the Bank and the Fund, as well as those arising out of the Resolution
adopted by the Boards of Governors of the two Institutions on September 19, 1980.
The decisions in question are three adopted by the Executive Board
of the World Bank on July 25, September 9 and September 18, 1980,
and three identical decisions by the Executive Board of the International
Monetary Fund on July 29, September 9 and September 17, 1980. All
these decisions as well as the Boards of Governors' Resolution of
September 19, 1980 are related to the application by the Palestine
Liberation Organization for observer status in the Bretton Woods
Institutions.
The Joint Committee of the Boards of Governors is enjoined to take
into account the questions formulated in the memorandum by the
Arab Executive Directors in the two Institutions dated September 28
and entitled "Outline of Legal Issues." In that memorandum, ten questions of interpretation are raised in connection with the decisions of
the Executive Boards and the Resolution of the Boards of Governors.
Clearly, however, the Joint Committee need not limit itself to the ten
questions of interpretation raised by the Arab Executive Directors. Other
questions of interpretation could be considered as long as they arise out
of the above mentioned decisions of the Executive Boards and the
Resolution of the Boards of Governors of September 19, 1980.
14

The full text of the Resolution adopted by the Boards of Governors on
October 3, 1980 is reproduced in Attachment 1.
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Moreover, the Joint Committee of the Boards of Governors is
entitled to seek and obtain objective and independent legal advice as
deemed desirable. Discussions in the Joint Procedures Committee
showed that certain member countries were not prepared to accept the
legal advice from the Legal Departments of the Bank and the Fund.
It was pointed out that with all due respect to the professional integrity
and competence of the Legal Counsels of the two Institutions they have
taken positions on many of the legal questions raised in the memorandum by the Arab Executive Directors. Under these circumstances,
it was felt that to seek legal advice from the Legal Departments of
the Bank and the Fund would be prejudicial to the position held by
certain member countries. For this reason the Resolution establishing
the Joint Committee of the Boards of Governors provides for seeking
and obtaining "objective and independent legal advice as deemed
desirable." This means that whenever the Joint Committee feels the
need for legal advice on any point, such advice should be sought and
obtained from outside sources. The importance of this provision is
underscored by the fact that it is included in the Joint Committee's
terms of reference, and not in operative paragraph (2) dealing with the
composition, nature and voting procedure of the Joint Committee.
Furthermore, it is relevant to mention that the Articles of Agreement
of the IBRD and IMF confer upon the Executive Boards and the
Boards of Governors the power of interpretation of the Articles of
Agreement. This is a unique feature which has no parallel in most
other international organizations. The power of interpretation is set
out in Article IX of IBRD Articles of Agreement and Article XXIX of
the IMF Articles of Agreement.15 Under both Articles:
(a) Any question of interpretation of the provisions of this Agreement
arising between any member and the Fund (Bank) or between any members
of the Fund (Bank) shall be submitted to the Executive Board for its
decision. . . .
(b) In any case where the Executive Board has given a decision under
(a) above, any member may require . . . that the question be referred to the
Board of Governors, whose decision shall be final.

Thus, questions of interpretation of the Articles of Agreement are
decided by the Executive Board as a first instance. The decision of the
Executive Board on interpretation can be appealed to the Board of
Governors "whose decision shall be final."
According to Article XXIX of the Fund's Articles of Agreement,
questions of interpretation referred to the Board of Governors are
considered by a Committee on Interpretation of the Board of Governors.
15

Joseph Gold, Interpretation by the Fund, IMF Pamphlet Series No. 11, 1968.
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The representatives of the Arab countries in the Joint Procedures
Committee requested the establishment of a Committee on Interpretations pursuant to Article XXIX of the IMF Articles of Agreement.
However, the Joint Procedures Committee was reluctant to deal with
the issues raised in the memorandum by the Arab Executive Directors
through a Committee on Interpretation. Two reasons were cited in
support of that position:
(a)

That the IBRD Articles of Agreement, unlike the Fund's, do
not provide for a Committee on Interpretation.

(b)

A Committee on Interpretation is limited to questions of
interpretation of the Articles of Agreement whereas the issues
under review involve mostly the By-Laws.

For these reasons the Joint Committee of the Boards of Governors
was established in lieu of the Committee on Interpretation so as to
act for both the Bank and the Fund with power to interpret both the
Articles of Agreement and the By-Laws without being subject to the
procedure prescribed in IBRD Article IX and IMF Article XXIX.
Section II.—Questions of Interpretation Arising out of the Executive
Boards' Decisions of July 25 and July 29, 1980.
The Facts
The decision of the Bank's Executive Board on July 25, 1980 and the
parallel decision by the Fund's Executive Board on July 29, 1980
approved a draft resolution for voting by the Board of Governors without meeting, which calls for the amendment of Section 5(b) of the
By-Laws and limits observers in 1980 Annual Meetings to those who
were invited in 1979 Annual Meetings. The draft resolution reads as
follows:
"Whereas, the provision on observers to meetings of the Board of Governors
contained in Section 5(b) of the By-Laws has given rise to a number of serious
questions which cannot be resolved satisfactorily on the basis of the present
wording;
"Whereas, therefore, an amendment to Section 5(b) seems to be justified
and even necessary
"Having regard to Section 23 of the By-Laws,
"Now, therefore, the Board of Governors
RESOLVES
"1. That the Executive Directors shall consider the exact scope of Sec-
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tion 5(b) and make such proposals for amendment as they believe necessary
and that they shall report to the Board of Governors by March 1, 1981; and
"2. That pending the outcome of action pursuant to paragraph 1 of this
Resolution, attendance at the 1980 Annual Meetings or any meeting of the
Board of Governors thereafter shall be limited to those observers who were
invited to the 1979 Annual Meetings."

To understand the meaning and implication of this draft resolution,
it is important to know the facts of the case.
In June 1979, by letters to the Secretaries of the Fund and the Bank
and to the Chairman of the Boards of Governors, the President of the
Palestine National Fund requested that the Palestine Liberation Organization (PLO) be granted observer status in the Annual Meetings of the
Bretton Woods Institutions. Pursuant to Section 5(b) of the By-Laws
of the Bank and the Fund, consultations were initiated with the Executive Directors in July 1979, which showed that a majority of Executive
Directors was not in favor of extending an invitation to PLO. In
September 1979, the President of the Palestine National Fund was
informed that the Chairman of the 1979 Annual Meetings, at that time
The Right Honorable R. D. Muldoon, Prime Minister of New Zealand,
was not in a position to issue an invitation to the Palestine Liberation
Organization to attend the meetings as an observer.
However, during the 1979 Annual Meetings which took place in
Belgrade, Yugoslavia, the Group of 77 unanimously approved a resolution16 supporting the application of the Palestine Liberation Organization for observer status in the Annual Meetings of the Bank and the
Fund. The resolution of the Group of 77 was brought to the attention
of Chairman Muldoon, who referred it to the Joint Procedures Committee of the Boards of Governors for its advice. The members of the
Joint Procedures Committee, after reviewing the matter, adopted a proposal that the Chairman should establish an informal working party of
Governors. This conclusion was set forth in the statement of the Chairman, which outlined the terms of reference of the informal working
party, as follows:
The Joint Procedures Committee met on October 1, 1979 to consider the
questions raised by the letter from the Chairman of the Meeting of the Group
of Seventy-Seven and the accompanying resolution supporting the application
of the Palestine Liberation Organization for observer status at the Annual
Meetings. The Committee concluded that the Chairman should establish an
informal working party of Governors to consider all aspects of the matter.
The working party would report to the Chairman for next year's Annual Meetings in approximately three months' time. The Chairman would then make his
decision taking into account this report and in accordance with the By-Laws.
16 Attachment 2.
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The Informal Working Party of Governors duly completed its report
on June 2, 1980. The report did not reach any definite conclusion either
for or against observer status for PLO. It simply stated the arguments
of the four members of the Working Party who were in favor and those
of the other four members who were against. The report was transmitted
to the Chairman of the 1980 Annual Meeting, The Honorable Amir H.
Jamal for his consideration as required by the terms of reference of the
Working Party.
On July 5, 1980 Chairman Jamal sent a letter to the President of
the World Bank and the Managing Director of the International Monetary Fund, requesting them to issue an invitation to PLO to attend the
1980 Annual Meetings as observer, and stating the reasons for the
decision.17
On July 21, 1980 the President of the Bank sent Chairman Jamal
a cable which reads as follows:18
Thank you for your letter of July 5, 1980. As you know, Section 5(b) of
the By-Laws of the Bank provides that invitations to observers to attend a meeting of the Board of Governors are to be sent by the Chairman of that Board,
in consultation with the Executive Directors. I am, therefore, bringing your
letter to the attention of the Executive Directors that they may consider the
matter and express their views in accordance with the procedure laid down in
the By-Laws before the invitations are issued. The Executive Directors are
scheduled to consider that matter at an early date and I will immediately
thereupon communicate to you their views. Kind regards, McNamara

An almost identical cable was sent by the Managing Director of the
Fund on the same date.
Mr. JamaPs letter of July 5, and the cables to him by the President
of the Bank and the Managing Director of the Fund were circulated to
the Executive Directors on July 21, 1980. The covering note by the
Management informed the Executive Directors that:
The General Counsel has advised that the consultation procedure contemplated by the By-Laws must be followed in connection with the attendance of
each meeting of the Board of Governors. The establishment at last year's
Annual Meetings of the Informal Working Party of Governors on the invitation
of the PLO and the Report of that Working Party have not affected that
requirement.
It is intended to put the matter on the agenda of the Executive Directors
at an early date.19
!7 Attachment 3.
is IBRD document R80-217, July 21, 1980.
19 IBRD document R80-217, July 21, 1980.
July 21, 1980.

IMF document EBS/80/163,
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On July 24, 1980, Chairman Jamal sent a cable to both the President
of the Bank and the Managing Director of the Fund questioning the
need for fresh consultations with the Executive Directors in view of
the history of the case. His cable of July 24, 1980 reads as follows:20
Reference your message of 21st July, I suggest careful thought be given to
the fact that the 1979 Chairman went through Section 5(b) procedures and
upon receiving request from Group of Seventy-Seven Governors, he sought
assistance of Joint Procedures Committee which led to the involvement of
the 1980 Chairman. Can a repeat performance be now contemplated. Amir
Jamal, Minister of Finance

However, on July 25 the matter was brought to the Executive Board
of the World Bank, which was convened for a special meeting in Executive Session to consider a single agenda item; namely, "Observers at
1980 Annual Meetings." Three documents21 were submitted for consideration by the Executive Directors :
(a)

A President's memorandum entitled "Observers at Meetings
of the Board of Governors—Section 5(b) of the IBRD
By-Laws"

(b)

Draft list of observers to be invited to the 1980 Annual
Meetings.

(c)

Draft letter to the Chairman of the Board of Governors regarding invitations to observers for the 1980 Annual Meetings.

The content and purpose of the President's memorandum were
summed up at its introduction in the following words:
A number of Executive Directors have recently expressed serious doubts
as to the exact scope of the wording of Section 5(b) of the By-Laws of the
Bank concerning the question of invitation of observers to meetings of the
Board of Governors. Questions were raised as to the present wording of this
provision which is considered lacking in clarity and thus insufficient to meet
the requirements of the Bank, both with regard to issues of substance as well
as of procedure.
There seems to be therefore a case for review and possible redrafting of
Section 5(b) of the By-Laws. Pending the outcome of this review, observers
to be invited to attend Annual Meetings would be limited to those who attended
the 1979 Annual Meetings.
In response to this concern, the Management of the Bank has prepared an
outline of questions arising out of the present wording of the provision under
review together with a formulation of possible action.

The President's memorandum proceeded to state the issues of procedure and the issues of substance which are supposedly raised by the
20 IMF document: EBS/80/163, Supplement I, Attachment I, July 25, 1980.
21 IBRD document R80-218, July 22, 1980.
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wording of Section 5(b). It concluded by outlining the "possible action"
that the Executive Directors might wish to take in order to deal with
the situation:
The conclusion of the Executive Directors (says the President's memorandum) would most probably lead to proposals for amending Section 5(b) and
would thus need formal endorsement by the Governors, as prescribed by
Section 23 of the By-Laws. Work on these issues could be finalized by the
Executive Directors by March 1981, so as to allow the implementation of the
amended rule on observers in time for the 1981 Annual Meeting.
In the meantime, and because of the great measure of uncertainty arising
out of the present wording of Section 5(b), observers to be invited to meetings
of the Board of Governors would be limited to those who attended the 1979
Annual Meetings.
Should the Executive Directors wish to move in this direction, the attached
draft resolution would give expression to the foregoing.
(signed)
Robert S. McNamara

Attached to the President's memorandum was the text of the draft
resolution according to which the Board of Governors is to resolve that
the Executive Directors make proposals for the amendment of Section 5(b) of the By-Laws and report to the Board of Governors by
March 1, 1981; in the meantime, observers at 1980 Annual Meetings
are to be limited to those who attended the 1979 Annual Meetings.
The Executive Board approved by a majority the "Possible Action"
proposed by Bank management, which included:
(a) The draft resolution to be forwarded to the Board of Governors
for voting without meeting.
(b) The list of observers in 1980 Annual Meetings which was identical with that of 1979, thereby excluding PLO.
(c) The draft letter to be sent by the Secretaries of the Bank and
the Fund to Chairman Jamal communicating to him the list
of observers to be invited in 1980 and advising him that it was
identical with that of 1979.
The following observations would seem to be in order:
(a) The documentation submitted to the Bank's Executive Directors
at their meeting on July 25, included no reference whatsoever
to Chairman Jamal's letter of July 5 requesting that PLO be
invited to 1980 Annual Meeting, nor to PLO application for
observership, nor to the Report of the Informal Working Party
of Governors on the merits and demerits of admitting PLO as
observer in the Annual Meetings. All these were totally ignored.

©International Monetary Fund. Not for Redistribution

COMMITTEE REPORTS

(b)

(c)

341

The Executive Directors were simply asked to approve a draft
resolution calling for the amendment of Section 5(b) of the
By-Laws and limiting observers in 1980 Annual Meetings to
those invited in 1979, and authorizing the Secretaries of the
Bank and the Fund to advise Chairman Jamal accordingly.
The reasons cited in the President's Memorandum for the
amendment of Section 5(b) of the By-Laws reflected the views
expressed by those opposed to the admission of PLO as observer
in the Annual Meetings. There was no reference to the fact
that the vast majority of member countries under a resolution
by the Group of Seventy-Seven held different position, nor to
the view that the alleged uncertainty about the scope of Section 5(b) was groundless and was never mentioned prior to
Chairman JamaFs decision to invite PLO.
All documentation was submitted to the Executive Directors
in the name and under the signature of the President of the
Bank. The President's Memorandum seems to leave no room
for doubt that "Possible Action," which included the draft
resolution on the amendment of Section 5(b) and the freezing
of the list of observers at 1979 level, was the Bank Management proposal in response to the concern expressed by some
Executive Directors regarding the scope of Section 5(b). This
is explicitly stated in the "Introduction" and the conclusion of
the President's Memorandum quoted above. Nevertheless, the
President of the Bank contended in the meeting of the Executive Board on July 25, that:
the record (of the meeting) should clearly indicate that there was no
specific action proposed by the Management and that the paper, as
stated therein, was prepared at the request of a number of Executive
Directors.22

In the Board meeting of July 25, 1980 the Arab Executive Director
requested the circulation of his statement to other Executive Directors
in accordance with the established practice of the Executive Board.
However, the President of the Bank refused, despite repeated requests,
to release the statement for three weeks after the Board meeting.23 When
it was decided to release the statement, the President of the Bank issued
a note to the effect that the proposal presented to the Board on July 25,
1980 was not a Bank Management proposal.24
22
IBRD document XM80-23/1, September 3, 1980.
Executive Session of July 25, 1980," paragraph 11.
2
3 IBRD document SecM80-647, August 15, 1980.
24
IBRD document SecM80-615, August 6, 1980.
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On the IMF side the issue of observers in 1980 Annual Meeting was
handled in a different way. The matter was scheduled for consideration
by the Executive Board at a meeting on July 29, 1980. Although the
Fund's Executive Board adopted the same draft resolution as that
approved by the Bank's Executive Board on July 25, 1980, there were
two significant differences between the two institutions:
(a)

On the Bank side the draft resolution was introduced by Bank
management. On the Fund side it was introduced by the U.S.
Executive Director.

(b)

On the Bank side documentation submitted to the meeting of
Executive Directors completely ignored the letter of Chairman
Jamal of July 5, 1980, the application of PLO for observer
status as well as the Report of the Informal Working Party of
Governors. On the Fund side documentation submitted to the
Executive Board included all the above in addition to the proposal by the U.S. Executive Director of the draft resolution
calling for the amendment of Section 5(b) of the By-Laws and
limiting 1980 observers to those invited in 1979.

However, on July 31, 1980 both the President of the Bank and the
Managing Director of the Fund sent an identical cable to Chairman
Jamal conveying to him the text of the draft resolution approved by the
Executive Boards on July 25 and July 29, 1980. In addition, they proposed to the Chairman that:
While the matter of the draft resolution is before the Boards of Governors,
the Executive Directors would recommend that invitations to 1980 Meetings
be issued to those observers who were invited to the 1979 meetings. Accordingly, the Secretaries seek your approval to issue invitations to the list of
observers invited to the 1979 Annual Meetings set forth in Annex II (IV-A) of
the Report to you of the Informal Working Party of Governors dated June 2,
1980. The Secretaries would appreciate receiving by cable an indication
of your agreement.25

On August 5, 1980 Chairman Jamal cabled the President of the Bank
and the Managing Director of the Fund :
I have immense difficulty in comprehending the position of the Boards of
Directors. Evidently, no serious questions are encountered in seeking Chairman's approval under By-Law 5(b) for issuing invitation to 1979 observers.
By-Law 5(b) says "the Chairman may in consultation with Executive Directors. . . ." and not "the Executive Directors will recommend to Chairman for
approval. . . ." You yourself observed that Governors' Joint Procedures
25 IBRD document SecM80-622, August 7, 1980. IMF document EBS/80/163,
Supplement 2, August 7, 1980.
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Committee specifically required that By-Law 5(b) be followed. I, therefore,
request under By-Law 5(b) that the PLO be added to the 1979 list of observers
and invitations issued accordingly. Regards Amir Jamal, Chairman, Board of
Governors.26

On the same date Chairman Jamal sent a letter to the heads of the
two Institutions explaining his position and insisting on his right as
Chairman of the Board of Governors to invite PLO irrespective of the
position taken by the Executive Directors.27
To the Chairman's request that PLO be added to the list of observers
in 1980 Annual Meetings, the President of the Bank cabled back on
Augusts, 1980:
I have distributed to the Executive Directors copies of your cable concerning
invitations to observers received on August 5. Would it not be embarrassing
to all parties if an invitation was issued now while voting on the resolution
forwarded on July 31 to the Governors for a vote by mail is in progress. Warm
regards. Robert S. McNamara, President, INTBAFRAD28

On the same date the Acting Managing Director of the Fund cabled
Chairman Jamal as follows :
1. In the absence from the headquarters of the Fund of Mr. de Larosière,
I reply with the present message to your telex of August 5 on the matter of
observership for the PLO at the 1980 Annual Meetings.
2. I believe it is incumbent on me to request that you consider the issue
further, bearing in mind the belief that it would be most inadvisable to pursue
the matter during the period while the resolution is before the Board of
Governors for its vote. The view is that otherwise there would be serious
risk of embarrassment to the Fund as an institution. Highest regards, William
B. Dale, Acting Managing Director, INTERFUND29

In view of the adamant refusal of Bank and Fund managements to
comply with his request, Chairman Jamal cabled both on August 9,
1980:
Re your cable eighth it is the whole office of the Chairman of Governors
which is being humiliated by Executive Directors. Also respect for law being
eroded rapidly. Kindly appreciate matters now beyond me. Warmest regards.
Amir Jamal, Chairman Boards of Governors.30

26 IBRD document SecM80-616, August 6, 1980. IMF document EBS/80/163,
Supplement 2, August 7, 1980.
27 Attachment 4.
28 IBRD document SecM80-631, August 11, 1980.
2» IMF document EBS/80/163, Supplement 3, Attachment I, August 11, 1980.
30 IMF document. Loc. Cit., Attachment II. IBRD document SecM80-631,
August 11, 1980.
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Questions of Interpretation
By virtue of Section 5(b) of the By-Laws of the Bank and the Fund,
the authority to invite observers is vested in the Chairman of the Board
of Governors in consultation with the Executive Directors. The wording of Section 5(b) is plain enough. It reads:
The Chairman of the Board of Governors, in consultation with the Executive Board, may invite observers to attend any meeting of the Board of
Governors.

For over 30 years since the birth of the Bretton Woods Institutions,
the meaning of this provision was never called into question. Such a
completely uneventful history was only matched by the great controversy
it raised following Chairman Jamal's letter of July 5, 1980 in which he
requested the President of the Bank and the Managing Director of the
Fund to add PLO to the list of observers in 1980 Annual Meetings.
To put Section 5(b) in proper perspective, it is important to bear in
mind two considerations:
(a)

Observership in the IBRD and IMF is strictly limited to the
Meetings of the Board of Governors. In the absence of special
meetings of the Board of Governors as provided for under
Section 3(b) of the By-Laws, observership would be limited
to the regular meetings which take place at annual intervals
for a duration of less than one working week. Accordingly,
observers invited under Section 5(b) have no access to any
meeting held or sponsored by the Bretton Woods Institutions
except the meeting of the Board of Governors. Such a restricted
nature of observership has no parallel in other international
organizations where it usually means attendance at more than
one meeting and for more than one week a year.

(b)

Except for the authority to invite observers to the meetings of
the Board of Governors, the Chairman of the Board of Governors has very little authority indeed. A survey of the Articles
of Agreement and the By-Laws lends support to this conclusion.
The Chairman has no say in determining the time or the place
of the meeting of the Board of Governors. He has no competence with respect to the preparation of the agenda for the meeting of the Board of Governors or the placing of additional
agenda items. The authority on all these questions rests with
the Executive Directors, or the President of the Bank (the
Managing Director of the Fund) or members of the Board of
Governors.
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Apart from inviting observers, the Chairman is limited to two principal
functions:
(a)

According to Section 6(d) * of the By-Laws:
the Chairman of the Board of Governors jointly with the President [of
the Bank] (Managing Director) [of the Fund] shall have charge of all
arrangements for the holding of meetings of the Board of Governors.

(b)

According to Section 11 * of the By-Laws:
at any meeting [of the Board of Governors] the Chairman may ascertain
the sense of the meeting in lieu of a formal vote but he shall require a
formal vote upon the request of any Governor.

Given the very restricted nature of observership in the Bretton Woods
Institutions, and the very little authority held by the Chairman of the
Board of Governors under the Articles of Agreement and the By-Laws,
it would seem appropriate to interpret rather liberally the limited
functions of the Chairman; the most notable of which is the invitation
of observers for the duration of the meeting of the Board of Governors.
Question One
Was Chairman Jamal acting within the limits of his authority pursuant
to Section 5(b) of the By-Laws in asking the Managements of the Bank
and the Fund to add PLO to the list of observers in the 1980 Annual
Meetings?
Section 5(b) clearly states that the Chairman of the Board of
Governors invites observers to the meetings of the Board of Governors.
It is equally clear that the Chairman is required under the same provision to consult with the Executive Boards.
With respect to the decision of Chairman Jamal, a distinction should
be made between his request to invite PLO stated in the letter of
July 5, 1980, and the same request he made in his letter of August 5,
1980.
The request contained in his letter of July 5, 1980 was made before
any consultation was held with the Executive Boards of the two institutions in connection with observers in 1980 Annual Meetings. Therefore,
both the President of the Bank and the Managing Director of the Fund
were right in drawing the attention of Chairman Jamal to the requirement under Section 5(b) that consultation with Executive Boards is
necessary in connection with each meeting of the Board of Governors,
that this requirement was not obviated by the establishment of the
* As of September 26, 1980, Sections 6(d) and 11 of the By-Laws of the International Bank for Reconstruction and Development were renumbered 5(d) and
10, respectively.
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Informal Working Party of Governors or by its Report, and that they
intend to bring the matter before the Executive Boards as required by
the By-Laws.
It may be recalled that Chairman Jamal argued in his cable of July 24,
1980 that his decision to invite PLO should be understood in the
context of the fact that the Chairman of 1980 Annual Meetings was
involved in this matter on the request of the Chairman of the 1979
Annual Meetings and as a result of the establishment of the Informal
Working Party of Governors on PLO application. In other words, his
decision to add PLO to the list of observers was not made ab initio.
He was aware of the negative outcome of last year's consultation with
the Executive Directors. A repetition of the process in connection
with the 1980 Annual Meetings would have produced the same negative
result, and, therefore, would not have added a new element to the
situation. For this consideration, he queried in his cable of July 24,
1980:
"Can a repeat performance be now contemplated?"
The argument of Chairman Jamal would probably have been accepted
had there been a willingness on the part of the Executive Boards to go
along with his decision. Aware that such was not the case, the
President of the Bank and the Managing Director of the Fund were no
doubt right to insist on the involvement of the Executive Boards as
required by the By-Laws. Under these circumstances, the request of
Chairman Jamal in his letter of July 5, 1980 should be construed as a
declaration of intention rather than a decision with which Bank and
Fund managements have to comply.
The case is totally different with respect to Chairman Jamal's request
contained in his letter of August 5, 1980. At that time all requirements
of Section 5(b) were presumably satisfied. The matter was brought
before the Executive Boards in their meetings of July 25, and July 29,
1980. The Executive Boards approved a draft resolution which, by
limiting observers in 1980 Annual Meetings to those invited in 1979,
was an implicit rejection of Chairman Jamal's request of July 5, 1980.
The decisions of the Executive Boards on July 25 and July 29 were
conveyed to Chairman Jamal by the President of the Bank and the
Managing Director of the Fund in their cables of July 31, 1980 in which
he was advised that:
The Executive Directors would recommend that invitations to 1980 Meetings
be issued to those observers who were invited to the 1979 Meetings.

Chairman Jamal, in his cable of August 5, 1980 (and letter on the
same date), rejected the recommendation of the Executive Directors
and reiterated his request that:
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the PLO be added to the 1979 list of observers and invitations issued
accordingly.

Given these facts, there can be little doubt that the request of
Chairman Jamal on August 5, 1980, unlike that of July 5, 1980,
constituted a decision taken in conformity with his authority under
Section 5(b), and that, thenceforth, the President of the Bank and the
Managing Director of the Fund were under statutory obligation to act
in accordance with the request of the Chairman of the Board of
Governors.
Question Two
In case the Chairman of the Annual Meetings takes a different view
from the Executive Directors as to the advisability of having a certain
organization, institution or country as observer, is it his view or that
of the Executive Directors which shall prevail under Section 5(b) of
the By-Laws?
According to Section 5(b) of the By-Laws, the Chairman invites
observers "in consultation with" the Executive Board. The question
arises as to whether or not the Chairman is bound by the view expressed
by the Executive Directors. It is almost universally agreed that the
final authority in the invitation of observers rests with the Chairman
of the Board of Governors and that, while he should consult with the
Executive Directors, he is not bound by their view. This interpretation
of Section 5(b) of the By-Laws is supported by the Legal Counsels of
both the Bank and the Fund, and is reflected in the Report of the
Informal Working Party of Governors:
It was the common view of the staff representatives of the two institutions
that 'in consultation with' did not mean 'in agreement with' and that the
ultimate authority to invite observers had been placed in the Chairman.31

However, it is sometimes argued that there is a difference between
the wording of Section 5(b) in the English text and the wording of the
French text.32 According to the English text, the Chairman invites
observers "in consultation with" the Executive Board. In the French
text the Chairman invites observers "en accord avec le Conseil d'Administration," i.e. "in agreement with" the Executive Boards. It should
be recognized, however, that the English text of the By-Laws is the
official one, and that the text in any other language is no more than an
unofficial translation which cannot be invoked if the wording of any
31

"Report of the Informal Working Party of Governors," IBRD document
SecM80-545, July 7, 1980, p. 5.
32
IBRD document R80-218, July 22, 1980, Attachment A, p. 2.
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provision happens to be at variance with the English text. According
to Rule C-13 of the Rules and Regulations of the International Monetary
Fund:
The working language of the Fund shall be English. The discussion, documents, and reports of meetings shall ordinarily be in English. Speeches or
papers presented in other languages shall be translated into English.

It is noteworthy that the Spanish text of Section 5(b) is the same
as the English text in that the Chairman invites observer "en consulta
con el Directorio Ejecutivo" and not "in agreement with" as rendered in
the French translation. Thus, to invoke the wording of Section 5(b)
in the French translation would seem to be simple polemics.
Question Three
To what extent did the meeting of IBRD Executive Board on July 25,
and of the IMF Executive Board on July 29, 1980 constitute "consultation" in the sense of Section 5(b) of the By-Laws?
Both the President of the Bank and the Managing Director of the
Fund, on receipt of Chairman Jamal's letter of July 5, 1980, declared, in
their communication to Chairman Jamal on July 21 and to the Executive
Directors on the same date, that:
It is intended to put the matter on the Agenda of the Executive Directors at
an early date.

The matter that was to be put on the Agenda must have meant,
under the circumstance, consultation with the Executive Directors on
the specific question of Chairman Jamal's request to invite PLO as
observer in 1980 Annual Meetings.
As mentioned earlier the matter that was actually placed before the
Executive Boards on July 25 and July 29 was not the same. In the case
of the Bank's Executive Board, Chairman Jamal's letter of July 5, 1980,
the application of PLO for observership and the Report of the Informal
Working Party of Governors were treated as if they never existed. The
Executive Board was presented with a President's Memorandum stating
the concern of some Executive Directors as to the scope of Section 5(b)
and enclosing the draft resolution calling for the amendment of Section 5(b) and limiting observers in 1980 to those invited in 1979,
together with the list of observers in 1979 Annual Meetings and a draft
letter to be sent by the Secretaries of the Bank and the Fund to
Chairman Jamal requesting his approval of the 1979 list of observers.
To what extent does this action by the Bank management and the
meeting and decision of the Board on July 25, 1980 constitute "consultation" in the sense of Section 5(b)? It is possible to argue that they
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could not possibly be regarded as "consultation" under Section 5(b).
By ignoring the proper elements of the case, the Board could be
said to have failed to hold consultation. Moreover, consultation is part
and parcel of the process envisaged in Section 5(b). To qualify for
being regarded as consultation, any action must be in implementation
of that provision. Far from implementing Section 5(b), the action of
Bank management was aiming at suspending it in preparation for future
amendment. It is hard to see how this could be construed as consultation in the sense of Section 5(b). It is significant that during the
meeting of the Executive Board on July 25, one Executive Director put
the question to Mr. McNamara whether the meeting constituted "consultation" in the sense of Section 5(b) :
In response to a Director's query on whether this discussion constituted consultation with Executive Directors referred to in the President's reply to Chairman Jamal, the Chairman [i.e. Mr. McNamara] stated that it was the view of
the supporters of the draft resolution that the discussion substituted for or took
precedence over it.33

This answer makes it clear that Mr. McNamara was not prepared to
state whether the Board meeting of July 25, 1980 did or did not constitute "consultation" in the sense of Section 5(b). He simply referred
to the view of the supporters of the draft resolution.
In the case of the Fund the situation would seem to be somewhat
less complicated. As mentioned earlier, the Fund management submitted to the Executive Board at its meeting of July 29, 1980, Chairman
Jamal's letter of July 5, 1980, the Report of the Informal Working Party
of Governors as well as the proposal of the United States Executive
Director to adopt the same draft resolution as was adopted by the Bank's
Executive Board four days earlier. Under these circumstances it is
plausible to argue that the meeting of the Fund's Executive Board on
July 29, 1980 had before it all the relevant elements of the case and
therefore could be construed as constituting "consultation" in the sense
of Section 5(b).
Question Four
Is it legally permissible for the Executive Boards of the Bretton
Woods Institutions to take a decision the real purpose of which is no
other than to nullify the authority vested in the Chairman by virtue
of Section 5(b) of the By-Laws?
The Bretton Woods Institutions have a number of decision-making
organs. The decision-making structure was carefully regulated by the
33
IBRD document XM80-23-1, September 3, 1980: Draft Minutes of the Executive Session of July 25, 1980, paragraphs 15 and 22.
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Articles of Agreement and the By-Laws with a clear-cut division of
power between the Board of Governors, the Executive Boards, the
President or the Managing Director and the Chairman of the Board
of Governors.
Under Article V Section 2 of IBRD Articles of Agreement:
All the powers of the Bank shall be vested in the Board of Governors.

According to the same provision, the Board of Governors may
delegate to the Executive Directors authority to exercise any powers of
the Board except seven powers specifically excluded from delegation
to the Executive Directors.
Under Article V, Section 4 of the Bank's Articles of Agreement:
The Executive Directors shall be responsible for the conduct of the general
operations of the Bank, and for this purpose, shall exercise all the powers
delegated to them by the Board of Governors.

According to Article V, Section 5, of the same:
The President shall be chief of the operating staff of the Bank and shall
conduct, under the Direction of the Executive Directors, the ordinary business
of the Bank. Subject to the general control of the Executive Directors, he
shall be responsible for the organization, appointment and dismissal of the
officers and staff.

According to Section 5(b) of the By-Laws the Chairman of the
Board of Governors, in consultation with the Executive Directors, may
invite observers to attend any meeting of the Board of Governors.
Although the authority of the Chairman rests on the By-Laws, not the
Article of Agreement, this difference is of no significance in the
present context. According to the preamble of the By-Laws:
These By-Laws are adopted under the authority of, and are intended to be
complementary to, the Articles of Agreement of the International Bank for
Reconstruction and Development, and they shall be construed accordingly.

Similar provisions are made in Articles XII of the Fund's Articles of
Agreement and Section 5(b) of its By-Laws.
The fact that there is a clear-cut division of power between the
different organs of the Bretton Woods Institutions does not preclude
the possibility that any one of them may take actions or decisions which
exceed the limits of authority as defined under the Articles of Agreement
and the By-Laws.
The following examples illustrate the point:
(a)

The Executive Board takes a decision suspending a member
country without reference to the Board of Governors. Under
the Articles of Agreement the suspension of any member
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country is one of the powers not delegated to the Executive
Board and is retained by the Board of Governors.
The Executive Board takes a decision appointing officers and
staff without reference to the President or the Managing
Director as required by Article V of the Bank's Articles of
Agreement and Article XII of the Fund's Articles of Agreement.
The Executive Board takes a decision fixing the observers
to be invited to the Annual Meeting of the Board of Governors
without reference to the Chairman of the Board of Governors
who has that authority under Section 5(b) of the By-Laws.

In all three cases the Executive Board takes a decision arrogating
to itself an authority which belongs to the Board of Governors [Example
(a)] or to the Chief Executive Officer [Example (b)] or to the Chairman of the Board of Governors [Example (c) ]. There can be little doubt
that under a procedure of Judicial Review all three decisions would be
declared null and void for being ultra vires.
The rule of ultra vires is firmly established in the legal systems of
most countries.34 However its applicability to international organizations
has been called into question. In an Advisory Opinion rendered by the
International Court of Justice in the Certain Expenses Case, 1962, it
was ruled that
In the legal systems of States, there is often some procedure for determining
the validity of even a legislative or governmental act, but no analogous procedure is to be found in the structure of the United Nations. Proposals made
during the drafting of the charter to place the ultimate authority to interpret the
charter in the International Court of Justice were not accepted.35

It is evident, however, that doubts about the applicability of the
rule of ultra vires to international organizations stem from the fact
that most international organizations have no procedure of review of
decisions taken by their statutory bodies such as the Security Council
and the General Assembly of the United Nations, the Governing Council
of ILO or the Council of the International Civil Aviation Organization.35
34
E.C.S. Wade and G. Godfrey Phillips: Constitutional Law, Eighth Edition
by E.C.S. Wade and A.W. Bradley, 1970, pp. 639-646. O. Hood Phillips*
Constitutional and Administrative Law, Sixth Edition by O. Hood Phillips and
Paul Jackson, 1978, pp. 596-602. S.A. de Smith: Constitutional and Administrative Law; Third edition, Penguin Books, 1977, pp. 550-554 and Judicial Review
of Administrative Action, 1973, pp. 82-83.
35
Ebere Osieke: "Ultra Vires Acts in International Organizations—The Experience of the International Labour Organization," The British Yearbook of International Law, 7976-77, p. 259. The same author: "Unconstitutional Acts in
International Organisations: The Law and Practice of the ICAO," The International and Comparative Law Quarterly, January 1979.
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As mentioned in Section I on "The Terms of Reference," this is not
the case in the Bretton Woods Institutions where a specific procedure for
the interpretation of the Articles of Agreement exists. Whether the
Executive Board in a specific decision has or has not exceeded its
power is a matter which involves the interpretation of the provisions of
the Articles of Agreement related to the distribution of power among the
different organs of the Bretton Woods Institutions. The matter could be
referred to the Board of Governors under Article IX(b) of the IBRD
Articles of Agreement and Article XXIX(e) of the Fund's Articles of
Agreement. In such a case the Board of Governors or the Fund's
Committee on Interpretation is certainly empowered to declare the
contested decision of the Executive Board ultra vires. The best
definition of this rule was provided by Lord M.R. Green in Carltona Ltd.
v. Commissioners of Works (1943):
The acts of a competent authority must fall within the four corners of the
powers given by the legislature.36

In Commissioners of Customs and Excise v. Cure and Deeley Ltd.
(1962) it was ruled that:
The court must examine the nature, objects and scheme of the legislation,
and in the light of that examination must consider what is the exact area over
which powers are given by the section under which the competent authority
purports to act.36

By virtue of the Board of Governors' Resolution of October 3, 1980,
the Joint Committee of the Board of Governors is vested with the power
to determine whether the decisions of the Executive Boards on July 25
and July 29 "fall within the four corners of the powers given by the
legislature." It should examine "the nature, objects and scheme of the
legislation" in order to determine whether or not these decisions are
ultra vires.
It may be recalled that the decision of the Executive Boards on
July 25, and July 29, 1980 approved a draft resolution for voting by the
Board of Governors without meeting, which reads in its operative
part as follows.
1. That the Executive Directors shall consider the exact scope of Section 5(b)
and make such proposals for amendment as they believe necessary and that
they shall report to the Board of Governors by March 1, 1981; and
2. That pending the outcome of action pursuant to paragraph (1) of this
Resolution, attendance at the 1980 Annual Meetings or any meeting of the
36
O. Hood Phillips' Constitutional and Administrative Laws, p. 596 and
footnotes.
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Board of Governors thereafter shall be limited to those observers who were
invited to the 1979 Annual Meeting.

This decision could be interpreted in one of two ways. It could be
regarded as a bona fide proposal from the Executive Board to the Board
of Governors for the amendment of Section 5(b) of the By-Laws as
suggested in its preamble and operative paragraph (1). In this case
there can be no doubt about the validity of the decision. The Executive
Board is certainly empowered to make proposals to the Board of
Governors for the amendment of the By-Laws.
It could be regarded, however, as an attempt to impose on the
Chairman of the 1980 Annual Meetings the list of observers to be invited
to the 1980 Annual Meetings. In this case there can be no doubt that
it would be null and void for being ultra vires as indicated in example (c)
above. The invitation of observers falls within the competence of
the Chairman of the Board of Governors. To impose a given list of
observers on him falls outside the four corners of the powers given by
the legislature to the Executive Board.
It is submitted that the decisions of the Executive Boards on July 25,
and July 29 belong to the category of acts falling outside their competence. This follows from the following propositions:
First Proposition: That the decision of the Executive Boards, is not
consistent with the purpose of amending the By-Laws. It should be
noted that the decision is not a proposal to amend the By-Laws. It is a
proposal requesting from the Board of Governors to authorize the
Executive Directors to make proposals for the amendment of the
By-Laws by March 1, 1981. Obviously, the Executive Board needs
no authorization from the Board of Governors to suggest an amendment
of the By-Laws. It can go right ahead suggesting whatever amendment
it deems necessary. It is noteworthy that this is not the first time in the
history of the Bank and the Fund that an amendment of the By-Laws
is made. Such amendments took place on several occasions before. In
no case however was there a request from the Executive Board to the
Board of Governors for a prior authorization. Nor could it be argued
that Section 5(b) is so complex that its amendment requires careful
consideration for eight months' time from July 1980 to March 1981.
In fact the case is so simple that several alternative proposals could
be made almost instantly. Here are three possible proposals which
could have been readily submitted to the Board of Governors:
Alternative 1:
"The Chairman of the Board of Governors, in agreement with the
Executive Board, may invite observers to attend any meeting of the
Board of Governors."
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Alternative 2:
"The Executive Board, in consultation with the Chairman of the Board
of Governors, may invite observers to attend any meeting of the Board
of Governors."
Alternatives:
"The Chairman of the Board of Governors, in consultation with the
Executive Board, may invite observers to attend any meeting of the
Board. Observers shall be either international organizations or countries
which have applied for membership of IMF (IBRD)."
The majority of votes that supported the draft resolution could have
just as well supported any of these variants or others still without the
need to wait with "doubts and uncertainties" until March 1, 1981. That
the majority saw fit to shun this straightforward course of action in
favor of a proposal to the Board of Governors that it makes a proposal
to the Executive Directors that they make a proposal to the Board of
Governors to amend Section 5(b), should call into question the real
purpose of the decision.
Second Proposition: That the decision of the Executive Board is
consistent with the purpose of frustrating the decision of Chairman Jamal
to invite PLO to the 1980 Annual Meetings. In support of this proposition one might point to operative paragraph (2) of the draft resolution
that limits attendance at the 1980 Annual Meetings or any meeting of
the Board of Governors thereafter to those who were invited to the
1979 Annual Meeting. The question arises as to the merits of the 1979
list of observers that elevate it to the level of scriptures for the purpose
of attendance at the 1980 Annual Meetings as well as any meeting of
the Board of Governors thereafter.
In the eyes of the supporters of the draft resolution the only merit of
the 1979 list of observers is the fact that PLO is not on it. Had PLO
been on that list, operative paragraph (2) would certainly have been
formulated differently. Moreover, if Chairman Jamal has not decided
to invite PLO to 1980 Annual Meetings neither operative paragraph (2)
nor for that matter operative paragraph ( 1 ) would have seen the light.
This is evidenced by the fact that only one year earlier when Chairman
Muldoon decided against the invitation of PLO to 1979 Annual Meetings neither "serious doubts were expressed by some Executive Directors," nor was there "a great measure of uncertainty" as to the scope
of Section 5(b).
These considerations suggest that the purpose of the Executive
Boards' decision of July 25 and July 29 was not to amend Section 5(b)
of the By-Laws, but to frustrate the decision of Chairman Jamal to
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invite PLO to the 1980 Annual Meetings by imposing on him a list
of observers which does not include PLO.
This analysis leaves one point unanswered. Since the sponsors of
the draft resolution had a majority in the Executive Board to get
through either the draft resolution as formulated or a variant proposing
a specific amendment, it is not clear why they decided in favor of the
first rather than the second option. Seemingly; the second option would
have served even more effectively the objective of frustrating Chairman
Jamal's decision to invite PLO. The answer to this point becomes clear
when the possible alternatives referred to above are considered. Alternative (1) aims at making the decision of the Chairman subject to the
approval of the Executive Board. Alternative (2) is designed to take
away the authority of inviting observers from the Chairman and place it
in the Executive Board. Alternative (3) is clearly directed against PLO.
Thus, any specific amendment that effectively serves to frustrate the
decision of Chairman Jamal would unavoidably have to be directed
against his authority to invite observers at all, or his authority to invite
PLO. If a draft resolution of that nature were to be forwarded for
voting to the Board of Governors the chance that it would be rejected
would have been great. It is most unlikely that the Board of Governors
would have sanctioned a resolution aiming unequivocally at its own
Chairman simply because he exercised the authority vested in him under
the By-Laws. In this eventuality there would have been no way around
the decision of Chairman Jamal to invite PLO to the 1980 Annual
Meetings.
Such a risk from the viewpoint of those intent on frustrating the
decision of Chairman Jamal brings out the advantage of the draft resolution as formulated. The proposal to request the Board of Governors
to make a proposal to the Executive Directors that they make a proposal
for the amendment of Section 5(b) is sufficiently innocuous to be supported by the Board of Governors. At the same time it is sufficiently
involved to justify fixing the deadline for the amendment proposed by
March 1, 1981, i.e., after the 1980 Annual Meetings. Thus the draft
resolution as formulated would seem to have a better chance of acceptance at the same time that it prolongs the period for consideration
beyond 1980, thereby by-passing Chairman Jamal and his decision to
invite PLO.
In the light of this analysis a distinction should be made between the
real nature of the draft resolution and what it appears to be. On the
face of it the draft resolution looks like a bona fide proposal for the
amendment of Section 5(b). In reality it is an attempt by the Executive
Board to impose on Chairman Jamal the 1979 list of observers, thereby
frustrating his decision to invite PLO to 1980 Annual Meetings.
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The dichotomy between appearance and reality of any act does not
involve speculation about the motives of the actor. It is an analysis of
the circumstances under which the act occurs with a view to determining
its true nature. It goes without saying that the legal characterization of
the act depends on its real nature, not on what it appears or claims to be.
The Joint Committee of the Board of Governors is empowered to
consider questions of interpretation arising out of the decisions of
July 25 and July 29. One question of interpretation is to determine the
extent to which the decisions in question fall within the competence of
the Executive Boards as defined in the Articles of Agreement. If it is
established that their real purpose is to frustrate the authority of the
Chairman under Section 5 (b), they should be voided for being ultra vires.
Such a ruling would have far reaching implications for the Bretton
Woods Institutions. It would mean that there are legal limits to what
the majority can do. This is particularly important in the case of international organizations based on the principle of weighted voting where
a handful of countries could command a majority of votes.
Section III.—Questions of Interpretation Arising out of the Executive
Boards' Decisions of September 9, 1980.
The Facts
The draft resolution on observers was dispatched on July 31, 1980
to the members of the Board of Governors for voting without meeting in
accordance with Section 13 of the By-Laws.
The voting period was prescribed to run from August 8, 1980 to
September 9,1980.
On August 1, 1980, i.e. one week before the beginning of the voting
period, the Executive Director representing a number of the Arab countries in the World Bank, sent a memorandum to the President of the
Bank and the Executive Directors stating the strong opposition of the
Arab Governors to the draft resolution submitted for voting without
meeting, and announcing that:
the Arab Governors have decided to ignore it by not participating in voting.
They will cast neither an affirmative, nor a negative, nor an abstention vote.
They hope that Governors who share the same view will do likewise so that
the necessary quorum will not be achieved.

It was thus made clear to all members of the Board as well as to
Bank management, well before the beginning of the voting period, that
the Arab Governors intend to fight the draft resolution by not participating in voting so that the draft resolution fails for lack of quorum.

©International Monetary Fund. Not for Redistribution

COMMITTEE REPORTS

357

They also expressed the hope that Governors who share the same view
with respect to the draft resolution will do likewise. The same position
was taken by the Arab Executive Directors in the International Monetary
Fund.
As the voting proceeded it became clear that the appeal of the Arab
Governors was favorably received by most member countries. Towards
the end of the voting period the number of Governors who participated
in voting was known to fall far short of the quorum requirement, which
was 68 countries in the Bank and 71 countries in the Fund.
On September 5, 1980, i.e. four days before the expiry of the voting
period, the U.S. Executive Director requested the extension of the deadline for voting from September 9, 1980 to September 19, 1980.
At the time the request for extension was made it was known that the
number of countries which participated in voting was less than 40 countries and that there was no hope of reaching the required quorum of
68 countries in the remaining four days before the expiry deadline.
In response to the request of the United States Executive Director,
Bank management proposed to extend the voting period as requested
on no objection basis. In case of objection, the Executive Directors
were advised, a meeting of the Board would be held on September 9,
1980.37
On the Fund side an identical request was made on September 4,
1980 by the United States Executive Director. On that date it was also
known that the number of countries which participated in voting was far
short of the required quorum of 71, and that in the absence of extension,
the draft resolution was certain to fail for lack of quorum.
However, the reaction of the Fund management to the request of
U.S. Executive Director was different from that of the Bank management. In the case of the Fund there was no question of proposing an
extension as requested on a lapse of time basis. The IMF management
simply transmitted the request of the U.S. Executive Director to the
Board for consideration at its meeting on September 9, 1980.38
Realizing that any extension of the voting period is prejudicial to the
interests of the Arab countries, the Arab Executive Director in the Bank
sent a memorandum to the Executive Directors and Bank management
stating the objection of his constituency to the U.S. request for extension.39 As a result of this objection the matter was brought to the
Bank's Executive Board on September 9, 1980.
37 IBRD document R80-272, September 5, 1980.
38 IMF document EBS/80/168, Supplement 1, September 4, 1980.
3» IBRD document R80-274, September 8, 1980.
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On September 9, 1980 the Executive Boards of both the Bank and
the Fund decided, by a majority of votes and in the face of strong objection from the Arab and some other Executive Directors, to extend the
voting period to September 19, 1980.
The date of the Executive Board's decision—i.e. September 9,
1980—was the last day of the voting period. On that date the draft
resolution was still far short of the required quorum in both the Bank
and the Fund. As a consequence, the extension of the voting period
made it possible for the United States, the leading protagonist of the
draft resolution, to escape a failed draft resolution for lack of quorum.
By the same token, the extension of the voting period was prejudicial
to the Arab Governors and their supporters who, in the absence of
extension on September 9, 1980, would have won their case.
On September 19, 1980, i.e. the last day of the extended voting
period, it turned out that the necessary quorum was still missing despite
intense pressure on member countries to participate in voting.
On the same date the U.S. Executive Director made a request for a
second extension of the voting period from September 19, to September 24, 1980.40 The memorandum of the U.S. Executive Director was
distributed about 3 p.m. on September 19, 1980, i.e. only three hours
before the expiration time.
A notice was circulated by the Secretary of the Bank at about
3:30 p.m. on September 19, announcing that there will be a special
meeting of the Executive Board on the same day at 5 p.m., i.e. one hour
before the deadline, to consider the request of the U.S. Executive Director for another extension of the voting period to September 24, 1980.40
The Arab Executive Directors in the Bank sent the President and
the Executive Directors a memorandum taking strong exception to calling a special meeting of the Board without the minimum 24 hours'
advance notice required by Section 2(b) of the Bank's Rules of
Procedure.
At 5 p.m. the Executive Directors convened as scheduled. They
were informed that, pending the arrival of the President, the meeting
should be considered informal.
A few minutes before 6 p.m. the Executive Directors were advised
that the special meeting of the Board was called off.
It was understood that at about that time the missing 68th vote
necessary for a quorum was secured.
40 IBRD document XA80-31, September 19, 1980.
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Questions of Interpretation
Question Five
Given the declared intention of the Arab Governors to fight the draft
resolution on the basis of quorum requirement and the fact that on
September 9, 1980, the last day of the prescribed period for voting, the
number of Governors who participated in voting was far short of quorum
requirement in both the Bank and the Fund, was the decision of the
Executive Boards to extend the deadline for voting from September 9, to
September 19, 1980 in the face of opposition by some Executive
Directors, consistent with the provision of Section 13 of the By-Laws?
If the extension of the voting period under these circumstances is
held to be inconsistent with Section 13 of the By-Laws, what is the
impact such an interpretation would have on the resolution adopted by
the Boards of Governors on September 19, 1980?
According to Section 13 of the By-Laws, the period for voting
without meeting is prescribed by the Executive Directors. Section 13
does not provide for the extension of the voting period. The relevant
portions of Section 13 read as follows:
Votes shall be cast during such period as the Executive Directors may
prescribe.
At the expiration of the period prescribed for voting, the Executive Board
(Executive Directors in the case of IBRD) shall record the results, and the
Managing Director shall notify all members. If the replies received do not
include a majority of the Governors exercising two thirds of the total power,
which is required for a quorum of the Board of Governors, the motion shall
be considered lost.

This provision categorically states that if by the end of the voting
period no quorum is achieved "the motion shall be considered lost." Yet,
it has been the practice of both the Bank and the Fund to extend the
voting period on motions submitted to the Board of Governors for voting
without meeting. In all cases the extension of the voting period is done
through the procedure known as "no objection" or "lapse of time"
procedure. The Secretary of the Bank or the Fund circulates a note to
the Executive Directors advising them that in the absence of objection,
which should be communicated to the Bank or Fund management by a
specified date, the voting period would be extended from the original
deadline to a new specified one. If no objection is received the extension
is deemed approved. How to reconcile this long-standing practice in
the Bretton Woods Institutions with the fact that there is no provision
for extension in the By-Laws?
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Some may argue that extension of the voting period is permissible
without an explicit provision in the By-Laws. In this view extension is
justifiable on the basis of the general principle of law according to which
the body that has the power to fix the voting period in the first place
should have the power to extend it. The Executive Board is empowered
to prescribe the voting period. It should have the power of extension.
There is no need, according to this view, for an explicit provision in
the By-Laws.
In our view, however, this is a spurious interpretation of Section 13
of the By-Laws. A distinction should be made between motions submitted for voting without meeting on the basis of a unanimous decision
of the Executive Board, and a motion which is submitted on the basis
of a decision taken by a majority of votes. Typical of the first category
of motions is the recent general increase in Bank capital which was
unanimously approved by the Executive Board. However, the increase
of Bank capital is a matter which, according to Article V, Section 2 of
IBRD Articles of Agreement, falls within the competence of the Board of
Governors. Thus, the draft resolution authorizing a certain increase in
Bank capital, which had the unanimous approval of the Executive Board,
was forwarded to the Board of Governors for voting without meeting
during a prescribed period. In a case like that the period prescribed
for voting is only indicative of the time which, in the judgment of the
Executive Directors, should be adequate to secure both the quorum and
the special voting majority. If by the end of the period it turns out that
the number of countries participating in voting is less than the required
quorum, or the number of votes falls short of the necessary majority,
the Executive Directors may approve an extension, and yet another
extension and so on until such time as both the quorum and the necessary
majority are attained.
In such cases the extension of the voting period is in no way
prejudicial to the interest of any member country. On the contrary, it
serves the interest of all member countries and reflects their unanimous
view. For this reason the extension is approved by the Executive
Directors on no objection or lapse of time basis, i.e. by the tacit
agreement of all Executive Directors.
The situation is totally different in case the motion is submitted for
voting without meeting by the Board of Governors on the basis of an
Executive Board's decision approved by majority of votes in the face of
objection of one or more Executive Directors. In such cases, the prescribed period for voting has more than an indicative significance. Those
who are opposed to the motion have an interest in having the motion
defeated at the level of the Board of Governors. Defeat of the motion
could be for lack of quorum or for lack of voting majority. If by the end
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of the voting period the motion fails to have the quorum or the
necessary majority or both "the motion shall be considered lost"; to use
the language of Section 13 of the By-Laws.
Obviously, any extension of the voting period under the circumstances
would be prejudicial to the interest of those opposed to the motion. At
the same time it would give undue advantage to those supporting the
motion. In effect it would mean that if the supporters have lost at the
end of the voting period, they should be granted an extension so that they
may win. Similarly; it would mean that if the opponents to the motion
have won at the end of the voting period, an extension should be made
so that they may lose. Such an interpretation would evidently be contrary to the purpose for which the procedure of voting without meeting
was established.
To argue otherwise would be untenable. The case under consideration
is a case in point. Suppose the draft resolution failed to secure the
necessary quorum on September 19,1980—the deadline for the extended
voting period—would it have been in order for the Executive Board to
authorize a second extension to September 24, 1980 as requested by
the United States Executive Director? Suppose further that on September 24, 1980 there was still no quorum—would it have been in order to
authorize a third, fourth and fifth extension so as to enable the
majority supporting the draft resolution to carry the motion?
These questions serve to illustrate the unacceptable implications of
the argument that the majority that prescribes the voting period in the
first place, may have the authority to extend it ad infinitum. Apart from
the discrimination it involves against one party to the contested motion,
it would mean that the majority of votes in the Executive Board could
keep indefinitely the draft resolution under voting until the earlier of
two dates: either the adoption of the draft resolution by the Board of
Governors as the majority wants or a meeting of the Board of Governors
in which the draft resolution would be voted on in the presence of
Governors. Clearly, this is equivalent to the abrogation of Section 13
of the By-Laws by a decision of the Executive Board. This is not
permissible. The By-Laws were established by the Board of Governors,
and could only be abrogated or amended by the Board of Governors as
stipulated in Section 23 of the IBRD By-Laws corresponding to
Section 24 of IMF's.
This analysis leads to the following conclusion. In the case of a
unanimously approved motion, it is permissible under Section 13 to
extend the voting period any number of times until the motion is carried.
Extension in such cases rests on the tacit agreement of all member
countries. For this reason it could be done on no objection basis. In
the case of a contested motion supported by the majority of votes in the
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Executive Board, the majority may fix the voting period in the first place
for such a duration as they deem fit. However, once the voting period
is fixed, it could not be extended by a majority of votes of the Executive
Directors. At the expiration date, if the motion fails to have a quorum
or a majority of votes of the Board of Governors or both, "the motion
shall be considered lost." It goes without saying that it would be
improper in such cases to resort to "no objection" procedures.
If this interpretation is correct, it follows that the decisions of the
Executive Boards extending the deadline for voting from September 9,
1980 to September 19, 1980 were based on incorrect interpretation of
Section 13 of the By-Laws. Moreover, if it is established that at 6 p.m.
on September 9, 1980 the draft resolution had no quorum or no
majority of votes or both, the motion should be declared lost. In this
case, the resolution adopted by the Board of Governors on September 19,
1980 would be null and void for lack of quorum. The establishment of
the number of Governors participating in voting at any point in time
as well as the number of votes is a matter of fact which the Bank and
Fund managements could be required to supply on request from the
Joint Committee of the Boards of Governors.
Section IV.—Questions of Interpretation Arising out of the Executive
Boards' Decisions on September 17 and September 18,
1980.
The Facts
As mentioned above, the voting period on the draft resolution on
observers was prescribed by the Executive Directors to run from
August 8 to September 9, 1980, which was later extended to September 19,1980.
During the voting period some countries participated by mistake in
voting on the draft resolution. On the Bank side the voting result,
announced on September 22, 1980, shows that only 68 Governors
participated in voting by casting either an affirmative or a negative or an
abstention vote. This is just equal to the quorum requirement. However,
of these 68 countries, there are five Arab Governors who were supposed
not to participate: Egypt, Mauritania, Sudan and Syria cast a negative
vote, and Somalia cast an abstention vote.41 Of these, it is certain that
both Syria and Sudan have requested the Secretary of the Bank, while the
voting period was still running, to withdraw their votes.
IBRD document R80-291, September 22, 1980.
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On the Fund side the voting result shows that 73 countries participated in voting. This is just two countries above the quorum requirement. However, of these 73 countries there are five Arab Governors
who were supposed not to participate: Djibouti and Mauritania are
recorded as having voted in favor of the resolution. Algeria, Egypt
and Syria are recorded as having voted against the resolution.42
On September 17 the Executive Board of the International Monetary
Fund held a special meeting to consider whether members, under
Section 13 of the By-Laws, are allowed to withdraw their vote if they
so decide while the voting period is still running. A meeting for the
same purpose was held in the Bank on September 18, 1980.
The issue was considered by the two Boards on the basis of papers
prepared by the respective Legal Departments of the two Institutions.43
On September 17, 1980, the Executive Board of the Fund decided, by
a majority of votes, in the face of opposition by the Arab Executive
Directors and some other Executive Directors, that while the voting
period is running, member countries are entitled to change their votes
from positive to negative, or from negative to positive, or from either
to abstention, or vice versa, but they are not allowed to withdraw their
votes. In other words, once they are in they cannot get out.
On September 18, 1980 the IBRD Executive Board approved, by a
majority of votes with the same opposition, an identical decision.
Questions of Interpretation
Question Six
In the case of voting without meeting, is it consistent with the
provisions of Section 13 of the By-Laws that once a country casts a
vote it cannot withdraw it during the voting period while it can change
its vote from positive to negative, from negative to positive, from either
to abstention, and vice versa?
If it is held that countries are entitled during the voting period to
change their votes from one column to another as well as to withdraw
their votes altogether, what impact such an interpretation would have on
the validity of the Resolution adopted by the Board of Governors on
September 19,1980?
4

2 IMF document EBS/80/207, September 22, 1980.
«IBRD document SecM80-711, September 16, 1980. IMF document EBS/80/
201, September 15, 1980.
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The procedure of voting without meeting is highly exceptional. The
rule in virtually all deliberative bodies, both national and international,
is that voting takes place in a meeting. In some instances, notably
private corporations, voting by proxy is allowed. This, however, does
not mean that voting takes place without meeting. It simply means that
some persons authorize others who are present in the meeting to vote
on their behalf. The procedure provided for in Section 13 of the
By-Laws is almost unique to the Bretton Woods Institutions with the
exception of the Regional Development Banks whose By-Laws were
modeled after the World Bank's.
The exceptional character of the procedure of voting without meeting
is highly relevant to the proper interpretation of Section 13. Under this
procedure each member country is required to vote on motions while it
is in physical isolation from other member countries. It cannot avail
itself of the usual benefits attendant upon voting in a meeting where
face-to-face contacts, group meetings, caucuses and, no less important,
social functions serve to inform and enlighten participants about the
meaning, implications and ramifications of motions submitted for voting.
The framers of the By-Laws were no doubt aware of these considerations. A careful reading of Section 13 shows that they meant to protect
member countries against the pitfalls inherent in such a peculiar procedure. A distinction was thus made between three phases:
The first phase may be characterized as the information phase. It is
laid down that a certain period must elapse before any Governor is
permitted to cast a vote. According to Section 13 of the IBRD By-Laws:
Votes shall be cast during such period as the Executive Directors may
prescribe, provided that no Governor shall vote on any such motion until
7 days after dispatch of the motion unless he is notified that the Executive
Directors have waived this requirement.

The same requirement is provided for in Section 13(d) of IMF
By-Laws except that it does not specify a seven-day period, but leaves
the determination to the Executive Board.
This phase serves the purpose of dispatching the motion by mail or
any other rapid means of communication so that Governors could and
should see the text in writing before their eyes prior to casting a vote.
The second phase may be characterized as the consultation and voting
phase, which is the period prescribed by the Executive Board for voting
on the motion. The length of this phase is left open for the discretion
of the Executive Board. During this period Governors have the
opportunity to contact each other, acquaint themselves with the position
of other fellow Governors, and understand the implications of voting
one way or another.
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The third and final phase may be characterized as the counting
phase. This is a point of time rather than a period. At the expiration
of the period prescribed for voting, replies and votes are counted so as
to determine whether a quorum is obtained and whether the motion is
carried or rejected by the number of votes cast.
The procedure in the first and third phase raises no problems of
interpretation. In the first, no Governor may cast a vote; in the third,
votes and number of participating Governors are counted. It is during
the intermediate phase of consultation and voting that the precise rights
of member countries need to be determined. The practice of the Bank
and the Fund has been consistently, and rightly so, in favor of allowing
member countries during this period to change their votes as they see
fit. They may cast an affirmative vote and then change it to negative or
abstention vote or vice versa. Such a flexibility in interpretation would
seem to be eminently in line with the purpose for which this phase of
the process is envisaged.
Are member countries equally entitled to withdraw their votes while
the voting period is still running? We are told there is no precedence
in either the Bank or the Fund or Regional Development Banks except
one precedent in the African Development Bank in which the Governor
was allowed to withdraw his vote. However, common sense as well as
the purpose of the consultation and voting phase would seem to counsel
flexibility in this case as in the case of changing votes from one column
to another. Not so; say the Executive Boards of the Fund and the Bank
in their meetings of September 17 and September 18, 1980. The
majority of votes in the Executive Boards see nothing wrong in making
a distinction between changing votes from one extreme to another, which
is permissible, and withdrawing one's vote, which is not.
Three arguments could be gleaned from the Fund and Bank staff
papers in support of this distinction :
(a)

(b)
44

That Section 13 of the By-Laws refers to "replies received."
"There is no indication in Section 13," argues the IMF staff
paper,44 "that the fact that a reply had been received could
be disregarded, even if so requested by a Governor who wishes
to withdraw his reply." By the same token, however, one could
equally well argue that there is no indication in Section 13
that a Governor who cast an affirmative could change it to
negative or vice versa. To invoke the wording of Section 13
to justify the distinction is therefore inconclusive.
"That there is no inconsistency between the acceptance of
changes in votes cast and the view that replies received cannot

Loc. Cit. paragraph 6.
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(c)

be withdrawn. The withdrawal of a reply would not simply be
a change in the reply but would involve the elimination from
the records . . . of the fact that the Governor has replied."45
This is hardly a tenable argument since the change of vote from
one column to another implies the admissibility of withdrawal.
The process of changing a vote from positive to negative for
instance consists in fact of two steps: withdrawal of the positive
vote and then recasting a negative one.
"That permitting Governors to withdraw their votes up to the
end of the period prescribed for voting and thus defeat a
quorum raises the possibility that this device would be used by
those who feared that a resolution they opposed and had voted
against would otherwise be adopted."46 The implication of this
argument is that there is nothing wrong if a country like, say,
the United States, disposing of over 20% of total voting power,
changes the outcome of voting on any motion by swinging its
enormous weight from one side to another. But it is wrong,
according to the logic of the argument, for a country like, say,
Chad, with a tiny fraction of one percent of voting power to
change the outcome of voting by withdrawing its vote in the
not-so-common situation where the number of participating
Governors is marginally above quorum.

There is no point in flogging a dead horse. The fact of the matter
is that a distinction between a change of vote and its withdrawal
during the voting period has no basis in logic or in text. There is
every reason to believe that the decision of the Executive Boards on
this issue was influenced by political rather than legal considerations;
in particular by the fact that to permit the withdrawal of even a single
vote would have resulted in the defeat of the draft resolution for lack
of quorum. Had there been a good number of participating countries
above quorum it is almost certain the interpretation given by the
Executive Boards would have been different.
There is little doubt that considerations which justify changing votes
during the voting period would equally justify withdrawing them.
Similarly; arguments against withdrawal during the voting period would
apply with equal force to changing votes. The same rule should thus
apply to both types of change during the voting period.
It is possible to take the position that neither change should be
allowed. Several considerations could be cited against this position:
(a)
45
46

Such an interpretation would be contrary to the long-standing
practice of the Bank and the Fund.

Loc. Cit. paragraph 7.
Loc. Cit. paragraph 7.
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The act of voting during the voting period does not constitute
a contractual relationship between the voters and the Institutions nor between the voters themselves. It is a unilateral act
by a sovereign State which it is entitled to change in the light
of its national interest any time before the expiration of the
voting period.
It is universally recognized that any Governor should be allowed
to withdraw his vote if it is established that it was cast by an
unqualified person or in error as to the nature of the motion
under voting. Lack of qualification is perhaps easy to establish;
but error in voting could only be established from a practical
standpoint by accepting the word of the Governor concerned.
Once a Governor states, while voting is still in progress, that
he cast his vote by mistake, he should be authorized to withdraw
it if he so desires. Both Djibouti and Mauritania, for instance,
are recorded in IMF as having voted in favor of the resolution.
Being members of the Arab League, the two countries could
not possibly have meant to vote for the draft resolution. Their
votes were obviously cast by mistake and they should have been
allowed to withdraw them.
In meetings of deliberative bodies, the quorum is determined at
the beginning of the meeting. This is not, however, a once for
all determination. At any point in the progress of the meeting
the quorum could be challenged. This is particularly so at the
time a vote is taken. Thus a meeting which starts with a quorum
could lose it by the departure of some members before the
Chairman calls for voting on the motion. According to Robert's
Rules of Order:
When the chair has called a meeting to order after finding that a
quorum is present, the continued presence of a quorum is presumed
unless the chair or a member notices that a quorum is no longer
present. If the chair notices the absence of a quorum, it is his duty to
declare the fact, at least before taking any vote or stating the question
on any new motion . . . Any member noticing the apparent absence
of a quorum can make a point of order to that effect at any time so
long as he does not interrupt a person who is speaking.47

Applying this rule to the procedure of voting without meeting
would clearly support the right of any Governor to withdraw his
vote while the voting period is still running. According to Section 13, the quorum is counted only at the expiration of the
voting period. At any time before that any Governor should
have the right to withdraw his vote. It would be untenable to
47

General Henry M. Robert: Robert's Rules of Order, Newly Revised, Scott,
Foresman and Company, p. 296.
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argue that in an actual meeting the quorum could fail at any
moment by the departure of one participant, but in a voting
without meeting, once a vote is cast it cannot be withdrawn.
The withdrawal of votes under the procedure of voting without
meeting is equivalent to the departure of a participant in a
meeting. In both cases departure and withdrawal are permissible; in both cases they could affect the quorum at the time
of voting.
If it is held that Governors have the right to withdraw their votes
while the voting period is still running it follows that the decisions of
the Executive Boards on September 17 and September 18, 1980 were
based on incorrect interpretation of Section 13 of the By-Laws.
Given that the number of IBRD Governors participating in voting was
68 which is just equal to the required quorum, and given that two
countries at least, namely, Sudan and Syria, requested the withdrawal of
their votes while voting was still in progress, it follows that not more than
66 countries, if not less, participated in voting up to and including
September 19, 1980. Accordingly, the Resolution adopted by IBRD
Board of Governors on September 19, 1980 should be declared null
and void for lack of quorum.
A similar conclusion would follow on the IMF side if it can be shown
that more than two participating Governors declared their wish to
withdraw their votes while voting was still in progress. In this case
the number of participating Governors who should be counted towards
the quorum would fall from 73 to less than 71, which is the quorum
requirement. Accordingly, the Resolution adopted by the Fund's
Board of Governors on September 19, 1980 should be declared null
and void for lack of quorum.
Section V.—Questions of Interpretation Arising out of the Resolution
Adopted by the Boards of Governors on September 19,1980.
The Facts
On September 19, 1980 the Boards of Governors adopted the draft
resolution on observers by vote without meeting. Thus the Boards of
Governors have resolved that observers in 1980 Annual Meetings shall
be only those invited to 1979. Since the Palestine Liberation Organization was not on the 1979 list of observers, the Resolution of the Boards
of Governors meant the exclusion of the PLO from the list of observers
in 1980 Annual Meetings.
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Needless to say that the Resolution of the Boards of Governors was
in contradiction with Chairman Jamal's decision of August 5, 1980
according to which observers in 1980 Annual Meetings should include
both the PLO and those who were invited in 1979.
On September 20, i.e., one day after the adoption of the Resolution
on observers by the Boards of Governors, Chairman Jamal sent the
following cable to both the President of the Bank and the Managing
Director of the Fund :
I do not consider proper that invitation be issued to any observer for the
1980 Meeting if invitation is denied to PLO. I propose accordingly that no
observers be invited. Presently, I am visiting Saudi Arabia. Regards.48

Clearly, Chairman Jamal's proposal in this cable that neither PLO nor
other observers be invited to 1980 Annual Meetings stands in contradiction with both the Boards of Governors' Resolution of September 19,
1980 and the Chairman's own decision of August 5, 1980.
Thus, on the eve of Sunday, September 21, 1980 the Bank and Fund
managements were confronted with three conflicting injunctions:
(a)

(b)
(c)

The injunction of Chairman Jamal in his letters and cables of
August 5, 1980 that both PLO and observers in the 1979
Annual Meetings be invited to 1980 Annual Meetings.
The injunction of Chairman Jamal in his cable of September 20,
1980 that neither PLO nor observers in the 1979 Annual
Meetings be invited to 1980 Annual Meetings.
The injunction of the Boards of Governors in their Resolution
of September 19, 1980 that only observers in 1979, not the
PLO, be invited to 1980 Annual Meetings.

On September 22, 1980 the Secretary of the International Monetary
Fund circulated the following communication to the members of the
Executive Board :
There is attached a communication from the Honorable Amir Jamal, Chairman of the Board of Governors, to the Managing Director proposing that no
observers be invited to the 1980 Annual Meeting. A similar message has been
received by the President of the Bank. The Secretary will act in accordance
with the communication of the Chairman of the Board of Governors.49

On the Bank side, the Executive Directors were informally convened in
Mr. McNamara's office on September 22, 1980 to be informed of Chaires IBRD document SecM80-726, September 22, 1980 and SecM80-735, September 24, 1980. IMF document EBS/80/209, September 22, 1980.
49 IMF document EBS/80/209, September 22, 1980.
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man Jamal's recent cable and his (i.e. Mr. McNamara's) intention to
act accordingly.
Questions of Interpretation
Question Seven
Given the conflicting injunctions regarding the observers in 1980
Annual Meetings, which of the three injunctions should have been given
effect?
The conflicting injunctions give rise to three relationships:
(a)

(b)

(c)

The relationship between Chairman Jamal's decision of
August 5, 1980 and the Resolution of the Boards of Governors
of September 19, 1980.
The relationship between the Resolution of the Boards of
Governors of September 19, 1980 and the proposal contained
in Chairman Jamal's cable of September 20, 1980.
The relationship between Chairman Jamal's proposal of September 20, 1980 and his earlier decision of August 5, 1980.

With respect to the first relationship it may be recalled that the Bank
and Fund managements refused to comply with Chairman Jamal's
decision of August 5 invoking possible political embarrassment if the
invitation to PLO was issued while voting on the draft resolution was
in progress. It was implied that if the Boards of Governors adopt the
draft resolution approved by the Executive Boards in their meetings of
July 25 and July 29, 1980, the Resolution of the Boards of Governors
would overrule the decision of the Chairman. In fact this interpretation
was given by the Legal Counsel of the Bank in the Board meeting of
July 25 in response to a question by an Executive Director.
It is recognized that according to Article V, Section 2 of IBRD
Articles of Agreement:
All the powers of the Bank shall be vested in the Board of Governors. . ..

Moreover, according to the preamble of the By-Laws of the two
institutions:
In the event of a conflict between anything in these By-Laws and any provision or requirement of the Articles of Agreement, the Articles of Agreement
shall prevail.

Since the power of the Chairman is derived from Section 5 (b) of the
By-Laws, and since the powers of the Board of Governors rest on the
Articles of Agreement, it is tempting to conclude that a resolution of the
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Board of Governors on observers would, in the case of conflict, overrule
a decision from the Chairman.
It is submitted that this is an incorrect interpretation of the superiority
of the Articles of Agreement in relation to the By-Laws. The hierarchy
between the two categories of provisions means:
(a)

That in the case of a conflict between any provision in the
Articles of Agreement and a provision in the By-Laws, the
former shall prevail. Obviously, however, there is no conflict
between Section 5(b) of the By-Laws and any provision in
the Articles of Agreement.

(b)

That the Board of Governors has the power to amend the
By-Laws or the Articles of Agreement. Obviously, however,
the power to amend does not mean the power to revoke a
decision duly taken in accordance with the existent By-Laws
or Articles of Agreement.

The decision of Chairman Jamal on August 5, 1980 was taken pursuant to his authority under Section 5(b) of the By-Laws. Therefore, it
cannot be revoked by a resolution from the Board of Governors. Surely;
the Board of Governors may amend the By-Laws so as to take away
from the Chairman the authority to invite observers. But as long as
Section 5(b) stands the Board of Governors cannot overrule a decision
taken by the Chairman in accordance with his authority under the
By-Laws. In case the Board of Governors does amend Section 5(b)
in a way that abrogates the authority of the Chairman in inviting
observers, such an amendment would not affect decisions taken by the
Chairman prior to it. This is a self-evident corollary of the fundamental
canon of non-retroactivity of law.
If this interpretation is correct it follows that the decision of Chairman Jamal of August 5, 1980 inviting PLO to 1980 Annual Meetings
was not affected by the Resolution of the Boards of Governors on
September 19, 1980 limiting 1980 observers to those invited in 1979.
The second relationship is that between the Boards of Governors'
resolution of September 19, 1980 and Chairman Jamal's decision (or
proposal) in his cable of September 20, 1980. As mentioned earlier,
there is a conflict between the two decisions since the Boards of
Governors' resolution of September 19 admits the 1979 observers and
excludes PLO, while Chairman Jamal's decision of September 20
excludes both PLO and 1979 observers. Doubt might arise about the
validity of Chairman Jamal's decision in this case since it occurred
subsequent to the Board of Governors' resolution. This is an arguable
point. The Board of Governors' resolution might be construed as an
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implicit "suspension" of Section 5(b), in which case the Chairman of
the Board of Governors would have no power to invite observers after
the resolution was adopted. It could also be argued that neither the
Articles of Agreement nor the By-Laws know the "suspension" of
provisions, and that as long as Section 5(b) is on the statute book the
Chairman is within his authority to invite observers in consultation with
Executive Directors.
The final relationship is that between Chairman Jamal's decision of
September 20 and his earlier decision of August 5, 1980. His earlier
decision, as we know, invites both the PLO and 1979 observers. His
September decision, on the other hand, invites neither. Section 5(b)
gives the Chairman the authority to invite observers. Once this authority
is duly exercised in favor of a given organization, person or country, a
situation is created under which the invitee is granted a certain privilege.
It is highly doubtful that Section 5(b) authorizes the Chairman to
withdraw such a privilege. In other words, Section 5(b) gives the
Chairman authority to invite observers, but it does not give him the
authority to "dis-invite" them. Under this interpretation Chairman
Jamal has no authority to go back on his earlier decision inviting PLO
along with 1979 observers.
According to this analysis the conflict between the three injunctions
should have been resolved in favor of Chairman Jamal's decision of
August 5, 1980. This decision is in no way affected by the Boards of
Governors' resolution of September 19 since the Board of Governors has
no power to revoke a decision duly taken prior to it in accordance with
the existent By-Laws. Nor is it affected by Chairman Jamal's decision
of September 20, since Section 5(b) gives the Chairman the authority
to invite observers, but it does not give him the authority to dis-invite
them.

Section VI.—Questions of Interpretation Arising out of the Executive
Boards' Decision and the Boards of Governors' Resolution
Specified in Sections II, III, IV and V.

Question Eight
The President of the Bank and the Managing Director of the Fund
had taken certain actions and/or decisions in connection with the
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Executive Boards' Decisions and the Boards of Governors' Resolution
specified in Sections //, ///, IV and V above. To what extent are those
actions and decisions consistent with their duties under the Articles of
Agreement and the By-Laws?
A distinction should be made at the outset between the legality of any
act and the motive behind it. There can be no doubt that both the
President of the Bank and the Managing Director of the Fund, in taking
those actions and decisions, were acting in accordance with what they
believed to be the best interest of their institutions. A good motive,
however, does not validate an act which is objectively invalid. It should
be emphasized that what is at issue is not the motives of Bank and Fund
managements, but the legal character of the actions and decisions that
were taken.
A perusal of the Articles of Agreement and the By-Laws indicates
that, in the performance of their functions, the President of the Bank
and the Managing Director of the Fund are required to observe three
basic principles :
(a)

The principle of impartiality between member countries. This
is implicit in the international character of their duties enshrined in Article V, Section 5(c), of IBRD Articles of
Agreement and Article XII, Section 4(c), of IMF Articles
of Agreement.

(b)

The principle of upholding the laws of the institutions. This is
implicit in their capacity as Chiefs of the operating staff and
Chairmen of the Executive Boards as laid down in Article V,
Section 5(a) and (b) of the IBRD Articles of Agreement, and
Article XII, Section 4(«) and (b) of IMF Articles of Agreement. This could be christened the stewardship principle.

(c)

The principle of cooperation with the Chairman of the Board
of Governors in all arrangements related to the meetings of
the Board of Governors as provided for in Section 6(d) of the
By-Laws of the Bank and the Fund.

These three principles—impartiality, stewardship and cooperation—
constitute the standards by which the actions and decisions of Bank and
Fund managements should be judged.
The Joint Committee of the Boards of Governors is requested to
review the following actions and decisions with a view to determining
the extent to which they are in keeping with the duties of the President
of the Bank and the Managing Director of the Fund as laid down in the
Articles of Agreement and the By-Laws:
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1—The President of the Bank proposed to the Executive Board at
its meeting on July 25, 1980 a draft resolution under which
observers at the 1980 Annual Meetings would be limited to
those invited in 1979. The draft resolution had the purpose
and effect of frustrating the request of Chairman Jamal, in his
letter of July 5, 1980, to put PLO on the list of observers in
1980 Annual Meetings. The reasons cited in the President's
memorandum of July 22, 1980 explaining and justifying the draft
resolution reflected the views of those opposed to the admission
of PLO as observer with no reference whatsoever to the views of
the vast majority of member countries supporting the PLO
application for observer status. (Pages 339-41 above)
To what extent is this action consistent with the principle of
impartiality and the principle of cooperation with the Chairman
of the Board of Governors?
2—In his letter of August 5, 1980 to the President of the Bank and
the Managing Director of the Fund, Chairman Jamal requested
that the PLO be added to the list of observers. At that time all
requirements of Section 5 (b) were presumably satisfied. (Page 346
above) Consultations were held with the Executive Boards of
the two institutions. The decisions of the Executive Boards on
July 25 and July 29 were conveyed to Chairman Jamal with a
recommendation that invitations to 1980 Annual Meetings be
limited to those observers who were invited in 1979. The recommendation was rejected by Chairman Jamal who reiterated his
previous request of July 5, 1980 that PLO be added to the list of
observers in 1980 Annual Meetings. Nonetheless; Bank and Fund
managements refused to issue the invitation to PLO invoking
political embarrassment if invitation to PLO was issued while
voting on the draft resolution was in progress.
To what extent is this position by Bank and Fund managements
consistent with the principles of impartiality, stewardship and
cooperation?
If it is held that the meetings of the Executive Boards on
July 25 and July 29, 1980 did not constitute consultation in the
sense of Section 5(b), is it permissible for Bank and Fund managements to nullify the authority of the Chairman by simply declining
to hold consultations?
3—According to Section 2(b) of IBRD Rules of Procedure:
A special meeting of the Board may be called at any time by the
President of the Bank. The President shall call a special meeting of the
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Board at any time at the request of any Executive Director. Notice of each
special meeting of the Board shall be given to each Executive Director not
less than one day prior to the date fixed for such meeting.

This provision is clear in making it mandatory on the President
to call a special meeting of the Board at the request of any
Executive Director. It is equally clear that an advance notice of
at least one day shall be given to each Executive Director before
this special meeting takes place.
On September 19, 1980 the United States Executive Director
made a request for a second extension of the voting period from
September 19 to September 24, 1980. The memorandum of the
U.S. Executive Director was distributed about 3 p.m. on September 19, 1980, i.e. only three hours before the expiration
deadline. The President of the Bank called a special meeting
of the Board to be held at 5 p.m. of the same day. The Arab
Executive Directors objected to holding a special meeting without
the necessary advance notice of at least one day. The Executive
Directors convened at 5 p.m. as scheduled. They were advised
that, pending the arrival of the President, the meeting should be
considered informal. A few minutes before 6 p.m. the meeting
was called off.
Given the fact that the Arab Executive Directors expressed
strong objection to the first request made by the U.S. Executive
Director on September 9, 1980 and the fact that they would have
certainly objected to the second request, was the decision of
the President consistent with the requirements of Section 2(b)
of the Rules of Procedure in calling a special meeting of the
Board at two hours' notice? If it is established that at the time
the special meeting was called, the quorum for the draft resolution
was still missing, and that at the time the special meeting was
called off the missing vote (or votes) for a quorum was secured,
to what extent is the decision to convene a special meeting and
the decision to call it off consistent, under the circumstances,
with the principle of impartiality?
4—On September 19, 1980 the Boards of Governors adopted, by
vote without meeting, the resolution on observers according to
which attendance at the 1980 Annual Meetings was to be limited
to the list of observers invited in 1979, which did not include
PLO. On September 20, 1980 Chairman Jamal proposed to
Bank and Fund managements that neither PLO nor 1979 observers would be invited to 1980 Annual Meetings. This proposal
was in contradiction with his earlier decision of August 5, 1980
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according to which both PLO and 1979 observers would be
invited.
On September 22, 1980 the Secretary of the International
Monetary Fund circulated a memorandum to the Executive
Directors notifying them of the recent communication from
Chairman Jamal and that:
"The Secretary will act in accordance with the communication
of the Chairman of the Board of Governors." (Page 369 above)
It should be noted that the decision of the IMF Secretary was
made with no reference to consultation required by Section 5(b).
This stands in contrast with the management position with respect
to Chairman Jamal's decisions of July 5 and August 5 requesting
that PLO be added to the list of observers. Moreover, the
decision of Chairman Jamal on September 20 was given effect
with no reference to the Resolution adopted by the Boards of
Governors only two days earlier according to which the 1979
observers were to be invited to the 1980 Annual Meetings. It
may be recalled that in the case of Chairman Jamal's decisions
of July 5 and August 5, 1980 both Bank and Fund managements
maintained that the resolution of the Board of Governors would
overrule the decision of its Chairman.
To what extent is the decision of Bank and Fund managements
to give effect to Chairman Jamal's decision of September 20 to
the disregard of both his earlier decision and the Boards of
Governors' Resolution of September 79, 1980, consistent with
the principles of impartiality and stewardship?
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Annex C
Attachment 1
IMF/IBRD 1980 ANNUAL MEETINGS
AGENDA ITEM . . . .
THE APPLICATION OF THE
PALESTINE LIBERATION ORGANIZATION
FOR OBSERVER STATUS
RESOLUTION
The Board of Governors of the International Monetary Fund and the
Board of Governors of the World Bank
WHEREAS the Executive Board of the World Bank approved a decision
on July 25, 1980 recommending to the Board of Governors a draft resolution on observers for a vote without meeting,
WHEREAS the Executive Board of the International Monetary Fund
approved the same decision on July 29, 1980,
WHEREAS the Executive Boards of the International Monetary Fund
and of the World Bank took a decision on September 9, 1980 extending
the deadline for voting on the draft resolution on observers from September 9, 1980 to September 19, 1980,
WHEREAS the Executive Boards of the International Monetary Fund
and of the World Bank took a decision on September 17, and September 18, 1980 denying member countries the right to withdraw their
votes under the procedure of voting without meeting,
WHEREAS the Board of Governors of the International Monetary
Fund and the Board of Governors of the World Bank adopted on
September 19, 1980 a resolution on observers,
WHEREAS the above-mentioned decisions taken by the Executive
Boards and the resolution adopted by the Board of Governors on
September 19, 1980 raise issues concerning Section 5(b) and Section 13
of the By-Laws of the two institutions,
WHEREAS the Boards of Governors took note of the memorandum by
the Arab Executive Directors in the two Institutions dated September 28
and entitled "Outline of Legal Issues,"
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RESOLVED:
1. There shall be established a Joint Committee of the Boards of Governors of the two Institutions on questions of interpretation of Section 5(b), Section 13 of the respective By-Laws of the two institutions
and other related provisions arising out of the decisions taken by the
Executive Boards on July 25, July 29, September 9, September 17 and
September 18, as well as of the resolution adopted by the Boards
of Governors on September 19, 1980. In its work the Committee shall
take into account the questions formulated in the memorandum by the
Arab Executive Directors in the two institutions dated September 28
and entitled "Outline of Legal Issues." The Committee shall be entitled
to seek and obtain objective and independent legal advice as deemed
desirable.
2. (a) The Committee shall consist of the following nine member
countries: Belgium, France, Germany, Indonesia, New Zealand, Nigeria, Pakistan, Sweden, Yugoslavia
(b) Each member of the Committee except the Chairman shall
have one vote.
(c) New Zealand shall act as Chairman with Mr. Muldoon in his
personal capacity in the Chair. The Chairman will have a
vote in case of a tie.
(d) In order to emphasize the technical nonpolitical task of the
Committee, each member country may be represented by an
eminent jurist.
3. The Committee shall complete its work and report to the Boards of
Governors not later than January 31, 1981.
4. The report of the Committee shall be taken into account by the
Executive Boards in their work under paragraph 1 of the resolutions of
the Bank and Fund on Section 5(b) of the By-Laws approved on
September 19, 1980.
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Annex C
Attachment 2
Socialist Federal Republic of Yugoslavia
FEDERAL SECRETARIAT FOR FINANCE
BEOGRAD
Office of the Federal Secretary

September 29, 1979

Rt. Hon. R. D. Muldoon, C.H.
Chairman of the Annual Meetings
Dear Mr. Muldoon,
A meeting of the Ministers of Finance and/or Economy of the Group
of 77 was held today in Belgrade. I had the honor of chairing that
meeting.
The meeting unanimously approved the enclosed Resolution supporting the application of the Palestinian Liberation Organization for observer
status in the International Monetary Fund and the World Bank.
In my capacity as Chairman of the ministerial meeting of the Group
of 77, I am bringing to your attention the enclosed Resolution with a
request to communicate it to all the Governors of the International
Monetary Fund and the World Bank.
Thanking you in advance for your kind cooperation, I remain,
With kindest regards,
Ing Petar Kostic
Chairman of the Meeting of the Ministers of
Finance and/or Economy of the Group of 77
encl.

RESOLUTION
%
The Group of 77 resolves that:
1. The Group of 77 supports the application of the Palestinian
Liberation Organization for observer status in the International Monetary Fund and the World Bank.
2. The Chairman of the Group of 77 communicates the support of
this group to:
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(a) The Chairman of the Bank and Fund Annual Meeting,
His Excellency the Right Honorable R. D. Muldoon,
(b) The President of the World Bank, and
(c) The Managing Director of the International Monetary Fund.
Beograd, September 29,1979
Annex C
Attachment 3
The Treasury
P.O. Box 9111
Dar Es Salaam
The United Republic of Tanzania
THE MINISTER FOR FINANCE
Réf. No. TYC/1/210/12

5th July, 1980

Mr. Robert McNamara,
The President, World Bank
Washington.
Dear Mr. McNamara,
The Chairman of the Informal Working Party of Governors of the
IMF and the IBRD has submitted to me a report on whether the Palestine Liberation Organization should be invited to attend the Annual
Meetings of the International Monetary Fund and the International
Bank for Reconstruction and Development as an observer. This report
is in pursuance of the decision of the Joint Procedures Committee which
met in Belgrade on October 1, 1979. It was read out in the following
terms by the Chairman of 1979 Annual Meetings of the IMF and the
IBRD.
The Joint Procedures Committee met on October 1, 1979 to consider the
questions raised by the letter from the Chairman of the meeting of the Group
of Seventy-seven and the accompanying resolution supporting the application
of the Palestine Liberation Organization for observer status at the Annual
Meetings. The Committee concluded that the Chairman should establish an
informal working party of Governors to consider all aspects of the matter. The
Working Party would report to the Chairman for next year's Annual Meetings

©International Monetary Fund. Not for Redistribution

COMMITTEE REPORTS

381

in approximately three months' time. The Chairman would then make his
decision taking into account this report and in accordance with the By-Laws.

I have to-day sent a cable to you to say that after having read the
report I propose that the Palestine Liberation Organization be invited
to attend as an observer the 1980 Annual Meetings which will take
place in Washington at the end of September this year. I have also
separately asked that the Report be released to the Executive Directors.
In proposing to invite the PLO as an observer, the following observations, inter alia, are of relevance.
(i) In the course of deliberations in the Joint Procedures Committee meeting, there was no dispute as regards the specific
point that the Chairman carried the final responsibility in the
matter of extending an invitation to the PLO as an observer.
(ii) The 1979 Chairman was left with the sole responsibility of
appointing the members of the Informal Working Party. He
said that "he would do his best that the Working Party of
Governors would be representative." It is not clear to me
how the membership of the working party reflected a "representative" view of the Board of Governors; the present outcome 'represents' an impasse. The particular composition of
the Informal Working Party surely invited such an outcome,
thus putting the ultimate burden of decision on the 1980
Chairman.
(iii)

(iv)

(v)

(vi)

(vii)

When the Governors elected the Governor of Tanzania to be
the 1980 Chairman of the Annual Meetings, they were aware
that Tanzania had voted in the Group of 77 for the recommendation that the PLO be invited to the Annual Meetings
as an observer.
It was then also public knowledge that Tanzania had accorded
full diplomatic status to the PLO and that its relations with
the PLO were thus governed accordingly.
By expressing a desire for an observer status at the Annual
Meetings of the IBRD and the IMF, the PLO underscores the
continuing significance of the "Bretton Woods" institutions
at a time of particular stress and strain.
The exposé of the Governor of Pakistan as to the wide recognition given by the UN and other international organizations
to the PLO sets out clearly the 'rationale' for extending the
invitation.
Overwhelming number of Governors have signified their wish
that such an invitation be issued.
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I shall therefore very much appreciate if in accordance with Section 5(b) of the By-Laws of the Bank an invitation is issued on my
behalf by the Secretary of the Board, to the PLO to attend the 1980
Annual Meetings as an observer.
I have today also sent you a cable as per copy attached.
Please accept my warm regards.
Yours sincerely,
A. H. Jamal
GOVERNOR FOR TANZANIA
and CHAIRMAN OF THE 1980 BOARD OF GOVERNORS

Annex C
Attachment 4
The Treasury
P.O. Box 9111
Dar Es Salaam
The United Republic of Tanzania
THE MINISTER FOR FINANCE
Réf. No. TYC/1/210/12

5th August, 1980

Mr. Robert McNamara,
President World Bank,
Washington, D.C. 20433 U.S.A.
Dear Mr. McNamara,
Invitation to the PLO as Observer
I confirm the exchange of various telegrams since the despatch to you
of my letter of 5th July. The telegrams from you dated 21st, 24th and
31st of July and from me dated 22nd July and 5th August refer.
I have endeavoured to follow the process related to the question of
inviting the PLO from its very beginning, that is since Mr. Muldoon,
the 1979 Chairman of the Boards of Governors carried out consultations
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with the Executive Directors under Section 5(b) of the by-laws. He did
not extend the invitation to the PLO because he believed he could not
reasonably go against the view of the Board of Executive Directors,
although he realized he had the final say. When the unanimous view of
Group 77 Governors was conveyed to him that he should invite the
PLO as observer, he took the matter to the Joint Procedures Committee
of the Governors.
The Joint Procedures Committee, among other things, has (i) stated
that Section 5(b) be followed by the 1980 Chairman along with the
study of the Report of the informal working group and (ii) understood
that consultations with the Board of Executive Directors does not mean
its consent.
I must not now repeat what I have already conveyed in my letter of
5th July. But I have had difficulty in understanding the procedure
followed by the Board of Directors. While usage may have established
the practice of the Board of Directors considering various proposals
for inviting observers, whose names were then recommended to the then
current Chairman of Governors, the wording of 5(b) is quite clear in
that it is the Chairman, who in consultation with the Board of Executive
Directors may invite observers.
This is precisely what I have sought to do. I cannot see how either
the Board of Directors or I can pick and choose as to what can or cannot be done under 5(b). The Board of Executive Directors may want
to make whatever proposals it may consider necessary or desirable to
the Governors for their consideration. But it cannot at one and the
same time ride a horse and insist that it has unmounted it simply because
it has now sought a mandate to do so, while asking me to continue to
ride it!
As a transient Chairman of the Boards of Governors, my own task is
mercifully of a limited duration. But as long as I have it, I must endeavour
to be consistent in discharging my responsibilities and must comply with
the legal provisions which have indeed been invoked to seek my approval.
It is with this understanding of procedures that I have requested that
the PLO should be added to the list of the 1979 observers and invitations
issued accordingly.
Please accept my warmest personal regards.
Yours sincerely,
A. H. Jamal
CHAIRMAN BOARD OF GOVERNORS
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Annex D
Fund Resolution No. 35-9
Bank Resolution No. 359
SECTION 5(B) OF THE BY-LAWS OF THE BANK
(AND THE FUND)
WHEREAS, the provision on observers to meetings of the Board of
Governors contained in Section 5(b) of the By-Laws has given rise to
a number of serious questions which cannot be resolved satisfactorily
on the basis of the present wording;
WHEREAS, therefore, an amendment to Section 5(b) seems to be
justified and even necessary;
HAVING REGARD to Section 23 (24) of the By-Laws;
Now, THEREFORE, the Board of Governors RESOLVES:
1. THAT the Executive Directors shall consider the exact scope of
Section 5(b) and make such proposals for amendment as they
believe necessary and that they shall report to the Board of Governors by March 1,1981; and
2. THAT pending the outcome of action pursuant to paragraph 1 of
this Resolution, attendance at the 1980 Annual Meeting or any
meeting of the Board of Governors thereafter, shall be limited to
those observers who were invited to the 1979 Annual Meeting.
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RESOLUTIONS
Resolution No. 36-1
Salary of the Managing Director
The Executive Board resolved on December 19, 1980 to recommend
an adjustment in the salary of the Managing Director.
In accordance with Section 13 of the By-Laws, the following Resolution was submitted to the Governors on December 22, 1980 for a vote
without meeting:
RESOLVED:
That, effective December 17, 1980, the annual salary of the Managing Director of the Fund shall be One Hundred Thousand Dollars
($100,000).
The Board of Governors adopted the foregoing Resolution, effective
January 30,1981.

Resolution No. 36-2
Increase in the Quota of Saudi Arabia
Under date of December 1, 1980, the Government of Saudi Arabia
requested that its quota be substantially increased to reflect the changes
in Saudi Arabia's relative economic position. The Executive Board
recommended on March 27, 1981 that the Board of Governors agree to
the request and approve an increase in the quota of Saudi Arabia from
SDR 1,040.1 million to SDR 2,100 million, and resolved that action on
the request should not be postponed until the next regular meeting of
the Board of Governors.
In accordance with Section 13 of the By-Laws, the following Resolution was submitted to the Governors on March 30, 1981, for a vote
without meeting:
RESOLVED:
That the quota of Saudi Arabia shall be increased from SDR 1,040.1
million to SDR 2,100 million, provided that Saudi Arabia has consented
385
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in writing to the increase and has paid SDR 264.975 million in special
drawing rights and the remainder of the increase in the currency of
Saudi Arabia. The increase shall become effective when both the consent and the full payment have been received by the Fund, but not before
the effective date of this Resolution. The written consent must be executed by a duly authorized official of the member. Both the written
consent and the payment of the increase in full shall be made not later
than September 15, 1981, provided that the Executive Board may extend
the period within which the consent and the payment may be made as it
may determine.
The Board of Governors adopted the foregoing Resolution, effective
April 27, 1981. Saudi Arabia's new quota became effective on September 8,1981.

Resolution No. 36-3
Size and Composition of the Executive Board
The Executive Board, considering the implications the proposed quota
increase for Saudi Arabia (see Resolution No. 36-2 above) might have
for the size and composition of the Executive Board, resolved on
March 27, 1981 to recommend that the Board of Governors, at the
same time and by the same action, as it adopted the resolution on
"Increase in the Quota of Saudi Arabia," reaffirm the traditional objectives and considerations taken into account when determining the number of Executive Directors to be elected and state the belief that the
number of elected Executive Directors should be sixteen or a greater
number if needed to attain these objectives and considerations.
In accordance with Section 13 of the By-Laws, the following Resolution was submitted to the Governors on March 30, 1981, for a vote
without meeting:
RESOLVED:
(1) The Board of Governors reaffirms that the Fund, when determining the number of Executive Directors to be elected in each
regular election of Executive Directors, shall continue to be governed by the objectives and considerations, including the desirability of broadly maintaining the existing geographical balance in
the composition of the Executive Board, set forth in Section 2(a)
of Chapter O, "Organizational Matters (Article XII and Schedules D and E)," in Part II, "Commentary" in Proposed Second
Amendment to the Articles of Agreement of the International
Monetary Fund, A Report of the Executive Directors to the
Board of Governors.
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(2) The Board of Governors expresses its belief that, to promote
the objectives and considerations in (1) above, the number of
Executive Directors to be elected in the next and subsequent
regular elections will need to be sixteen and should be a greater
number if necessary to promote these objectives and considerations.
The Board of Governors adopted the foregoing Resolution,
April 27,1981.

effective

Resolution No. 36-4
Membership for Vanuatu
On September 18, 1980, the Government of Vanuatu applied for
admission to membership in the International Monetary Fund. The
Executive Board resolved on May 11, 1981 that action on the application should not be postponed until the next regular meeting of the
Board of Governors.
In accordance with Section 13 of the By-Laws, the following Resolution was submitted to the Governors on May 15, 1981 for a vote
without meeting:
WHEREAS, Vanuatu on September 18, 1980 requested admission to
membership in the International Monetary Fund in accordance with
Section 2 of Article II of the Articles of Agreement of the Fund;
WHEREAS, pursuant to Section 21 of the By-Laws of the Fund, the
Executive Board has consulted with the representative of Vanuatu and
has agreed upon the terms and conditions which, in the opinion of the
Executive Board, the Board of Governors may wish to prescribe for
admitting Vanuatu to membership in the Fund;
Now, THEREFORE, the Board of Governors, having considered the
recommendations of the Executive Board, hereby resolves that the terms
and conditions upon which Vanuatu shall be admitted to membership in
the Fund shall be as follows:
1. Definitions: As used in this Resolution :
(a) The term "Fund" means the International Monetary Fund;
(b) The term "Articles" means the Articles of Agreement of the
International Monetary Fund, as amended;
(c)

The term "SDR" means the special drawing right.

2. Quota: The quota of Vanuatu shall be SDR 6.9 million.
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3. Payment of Subscription: The subscription of Vanuatu shall be
equal to its quota. Vanuatu shall pay 15 per cent of its subscription in SDRs or in the currencies of other members selected by
the Managing Director from those currencies that the Fund would
receive in accordance with the operational budget in effect at the
time of payment. The balance of the subscription shall be paid
in the currency of Vanuatu.
4. Timing of Payment of Subscription: Vanuatu shall pay its subscription within six months after accepting membership in the
Fund.
5. Exchange Transactions with the Fund and Remuneration: Vanuatu may not engage in transactions under Article V, Section 3,
or receive remuneration under Article V, Section 9, until its subscription has been paid in full.
6. Exchange Arrangements: Within 30 days after accepting membership in the Fund, Vanuatu shall notify the Fund of the exchange
arrangements it intends to apply in fulfillment of its obligations
under Article IV, Section 1 of the Articles.
7. Representation and Information: Before accepting membership in
the Fund, Vanuatu shall represent to the Fund that it has taken all
action necessary to sign and deposit the Instrument of Acceptance
and sign the Articles as contemplated by paragraph 8(a) and 8(b)
of this Resolution, and Vanuatu shall furnish to the Fund such
information in respect of such action as the Fund may request.
8. Effective Date of Membership: After the Fund shall have informed
the Government of the United States of America that Vanuatu has
complied with the conditions set forth in paragraph 7 of this Resolution, Vanuatu shall become a member of the Fund on the date
when Vanuatu shall have complied with the following requirements:
(a) Vanuatu shall deposit with the Government of the United
States of America an instrument stating that it accepts in
accordance with its law the Articles and all the terms and
conditions prescribed in this Resolution, and that it has taken
all steps necessary to enable it to carry out all its obligations
under the Articles and this Resolution; and
(b) Vanuatu shall sign the original copy of the Articles held in
the Archives of the Government of the United States of
America.
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9. Period for Acceptance of Membership: Vanuatu may accept membership in the Fund pursuant to this Resolution not later than six
months after the effective date of this Resolution, which date shall
be the date of its adoption by the Board of Governors; provided,
however, that, if the circumstances of Vanuatu are deemed by the
Executive Board to warrant an extension of the period during
which Vanuatu may accept membership pursuant to this Resolution, the Executive Board may extend such period until such
later date as it may determine.
The Board of Governors adopted the foregoing Resolution, effective
June 15, 1981. The Articles of Agreement were signed by the Honorable
Kalpokor Kalsakau, Minister of Finance, on behalf of the Government
of Vanuatu, on September 28,1981.

Resolution No. 36-5
Direct Remuneration of Executive Directors
and Their Alternates
Pursuant to Section 14(e) of the By-Laws, the 1981 Joint Committee
on the Remuneration of Executive Directors and Their Alternates on
June 1, 1981 directed the Secretary of the Fund to transmit its report
and recommendations to the Board of Governors of the Fund. The
Committee's report contained the following proposed Resolution for
adoption by the Board of Governors.
In accordance with Section 13 of the By-Laws, the Executive Board
on June 4, 1981 requested the Governors to vote without meeting on
the above-mentioned Resolution which was submitted to them on
June 5, 1981:
RESOLVED:
That, effective July 1, 1981, the annual rates of remuneration of
Executive Directors of the Fund and their Alternates pursuant to Section 14(e) of the By-Laws shall be as follows:
(i) As salary, $64,200 per year for Executive Directors and $53,700
per year for their Alternates;
(ii) As supplemental allowance (for expenses, including housing and
entertainment expenses, except those specified in Section 14(f)
of the By-Laws), $7,000 per year for Executive Directors and
$5,600 per year for their Alternates.
The Board of Governors adopted the foregoing Resolution, effective
July 6,1981.
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Resolution No. 36-6
Benefits of Executive Directors
and Their Alternates
Pursuant to Section 14(e) of the By-Laws, the 1981 Joint Committee
on the Remuneration of Executive Directors and Their Alternates on
June 1, 1981 directed the Secretary of the Fund to transmit its report
and recommendations to the Board of Governors of the Fund. The
Committee's report contained the following proposed Resolution for
adoption by the Board of Governors.
In accordance with Section 13 of the By-Laws, the Executive Board
on June 4, 1981 requested the Governors to vote without meeting on
the above-mentioned Resolution which was submitted to them on June 5,
1981:
RESOLVED:
That, effective July 1, 1981,
(i) the settling-in grant payable to staff of the Fund shall be paid to
Executive Directors and their Alternates on the same basis as it is
payable to staff;
(ii) changes made after June 2, 1981 in the spouse and dependency
allowances for staff of the Fund should be extended to Executive
Directors and their Alternates.
The Board of Governors adopted the foregoing Resolution, effective
July 6,1981.

Resolution No. 36-7
Membership for Bhutan
On June 26, 1981, the Government of Bhutan applied for admission
to membership in the International Monetary Fund. The Executive
Board resolved on August 26, 1981 that action on the application should
not be postponed until the next regular meeting of the Board of
Governors.
In accordance with Section 13 of the By-Laws, the following Resolution was submitted to the Governors on August 27, 1981 for a vote
without meeting:
WHEREAS, the Kingdom of Bhutan on June 26, 1981 requested
admission to membership in the International Monetary Fund in accor-
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dance with Section 2 of Article II of the Articles of Agreement of the
Fund;
WHEREAS, pursuant to Section 21 of the By-Laws of the Fund, the
Executive Board has consulted with the representative of Bhutan and
has agreed upon the terms and conditions which, in the opinion of the
Executive Board, the Board of Governors may wish to prescribe for
admitting Bhutan to membership in the Fund;
Now, THEREFORE, the Board of Governors, having considered the
recommendations of the Executive Board, hereby resolves that the terms
and conditions upon which Bhutan shall be admitted to membership in
the Fund shall be as follows:
1. Definitions: As used in this Resolution :
(a) The term "Fund" means the International Monetary Fund;
(b) The term "Articles" means the Articles of Agreement of the
International Monetary Fund, as amended;
(c) The term "SDR" means the special drawing right.
2. Quota: The quota of Bhutan shall be SDR 1.7 million.
3. Payment of Subscription: The subscription of Bhutan shall be
equal to its quota. Bhutan shall pay 21.7 per cent of its subscription in SDRs, or in the currencies of other members selected by
the Managing Director from those currencies that the Fund would
receive in accordance with the operational budget in effect at the
time of payment.
4. Timing of Payment of Subscription: Bhutan shall pay the subscription within six months after accepting membership in the Fund.
5. Exchange Transactions with the Fund and Remuneration: Bhutan
may not engage in transactions under Article V, Section 3, or
receive remuneration under Article V, Section 9, until its subscription has been paid in full.
6. Exchange Arrangements: Within 30 days after accepting membership in the Fund, Bhutan shall notify the Fund of the exchange
arrangements it intends to apply in fulfillment of its obligations
under Article IV, Section 1 of the Articles.
7. Representation and Information: Before accepting membership in
the Fund Bhutan shall represent to the Fund that it has taken all
action necessary to sign and deposit the Instrument of Acceptance
and sign the Articles as contemplated in paragraphs 8(a) and (b)
of this Resolution, and Bhutan shall furnish to the Fund such
information in respect of that action as the Fund may request.
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8. Acceptance of Membership: After the Fund shall have informed
the Government of the United States of America that Bhutan has
complied with the conditions set forth in paragraph 7 of this
Resolution, Bhutan shall become a member of the Fund on the
date when Bhutan shall have complied with the following requirements :
(a) Bhutan shall deposit with the Government of the United
States of America an instrument stating that it accepts in
accordance with its law the Articles and all the terms and
conditions prescribed in this Resolution, and that it has taken
all steps necessary to enable it to carry out all its obligations
under the Articles and this Resolution;
and

(b)

Bhutan shall sign the original copy of the Articles held in the
Archives of the Government of the United States of America.

9. Period for Acceptance of Membership: Bhutan may accept membership in the Fund pursuant to this Resolution not later than
six months after the effective date of this Resolution, which date
shall be the date of its adoption by the Board of Governors; provided, however, that if the circumstances of Bhutan are deemed
by the Executive Board to warrant an extension of the period
during which the applicant may accept membership pursuant to
this Resolution, the Executive Board may extend such period until
such later date as it may determine.
The Board of Governors adopted the foregoing Resolution, effective
September 23, 1981. The Articles of Agreement were signed by the
Honorable Lyonpo Dawa Tsering, Minister for Foreign Affairs, on behalf
of the Government of Bhutan, on September 28, 1981.

Resolution No. 36-8 *
Review of the Performance of the
Development Committee
RESOLVED:
That the Board of Governors has completed the review of the performance of the Development Committee called for in Board of Governors Resolution No. 33-10, as amended by Resolution No. 34-12.
1
Adopted by the Board of Governors of the Fund, in Joint Session with the
Boards of Governors of the Bank, IFC and IDA, on October 2, 1981.
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Financial Statements, Report on Audit,
and Administrative Budget
RESOLVED:
That the Board of Governors of the Fund considers the Report on
Audit for the Financial Year ended April 30, 1981, the Financial Statements contained therein, and the Administrative Budget for the Financial
Year ending April 30, 1982 as fulfilling the requirements of Article XII,
Section 7 of the Articles of Agreement and Section 20 of the By-Laws.

Resolution No. 36-10

l

Amendments of the Rules and Regulations
RESOLVED:
That the Board of Governors of the Fund hereby notifies the Executive Board that it has reviewed the amendments of Rules T-l(b) and
(c), 1-10, 1-1 through 6, and G-4, and the abrogation of Rules R-l
through 6, which have been made since the 1980 Annual Meeting, and
has no changes to suggest.

Resolution No. 36-11

l

Time and Place of the 1982 Annual Meetings
RESOLVED:
That the Chairman transmit the letter of the Government of Canada
concerning the time and the place of the 1982 Annual Meetings2 to the
Executive Directors of the Bank and the Executive Board of the Fund
for review on an urgent basis in accordance with Section 2 of the
By-Laws of the Bank and Section 3 of the By-Laws of the Fund.
1

Adopted by the Board of Governors of the Fund, in Joint Session with the
Boards of Governors of the Bank, IFC and IDA, on October 2, 1981.
2 See pages 296-97.
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Resolution No. 36-12

l

Resolution on Agenda Item 8,
"Consideration of the Report of the Joint Committee
of the Boards of Governors (The Muldoon Report)"3
and
Agenda Item 9,
"Procedures Governing Attendance at Meetings of the Board
of Governors"
RESOLVED:
That the following two draft resolutions be referred to the Executive
Directors for their consideration as appropriate.
Draft Resolution I
THE BOARD OF GOVERNORS
WHEREAS Resolution 3594 adopted on September 19, 1980 called
upon the Executive Directors to make proposals before March 1, 1981
for the amendment of Section 4(b) of IBRD By-Laws and Section 5(b)
of IMF By-Laws and that, pending the outcome of such action, attendance at the 1980 Annual Meetings or any meeting of the Board of
Governors thereafter shall be limited to those observers who were invited
to the 1979 Annual Meetings,
WHEREAS the Executive Boards of the Bank and the Fund notified
the Boards of Governors on February 25 and February 27, 1981 requesting a postponement of the deadline for the amendment of Section 4(b)
and Section 5(b) from March 1, 1981 to June 15, 1981.
WHEREAS the Executive Directors of the Bank notified the Board of
Governors on June 12 that more time is needed for further consultation
regarding the amendment of said By-Laws and that for that reason they
advised the Board of Governors that they shall report on the matter at
the earliest possible date,
WHEREAS the IMF Executive Board adopted the same decision on
June 15, 1981 and notified the Board of Governors accordingly,
WHEREAS Resolution 3635 adopted by the Board of Governors on
October 3, 1980 established a Joint Committee of the Boards of Governors of the Bank and the Fund (The Muldoon Committee) to consider
questions of interpretation arising out of certain decisions of the Execu1

Adopted by the Board of Governors of the Fund, in Joint Session with the
Boards of Governors of the Bank, IFC and IDA, on October 2, 1981.
a See pages 298-384.
4
Resolution No. 35-9 of the Fund.
5 Resolution No. 35-12 of the Fund.
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tive Boards as well as those arising out of Resolution 3594 and to report
to the Board of Governors not later than January 31, 1981,
WHEREAS The Muldoon Committee has completed its work and duly
reported to the Boards of Governors in accordance with its terms of
reference,
WHEREAS serious doubts have arisen regarding the legal validity of
Resolution 3594 in the light of the interpretation of Section 12 and 13
of the By-Laws, as adopted by the Muldoon Committee,
WHEREAS Article VIII of the Agreement concluded on November 15,
1947 between the United Nations, on the one hand, and the Bank and
the Fund, on the other, authorizes the Bank and the Fund to request
advisory opinion from the International Court of Justice,
RESOLVES
To request an advisory opinion from the International Court of Justice
on the legal validity of Resolution 3594 in the light of the Report of the
Joint Committee of the Boards of Governors (The Muldoon Report).
Draft Resolution II
WHEREAS, the Resolution of the Board of Governors No. 35-96 called
for the Executive Directors to consider the By-Laws pertaining to
observers, make such proposals for amendment as they believe necessary and report to the Board of Governors;
WHEREAS, the Executive Directors have been consulting on this matter
but have not reached any decision as to proposals for amendment to
those By-Laws;
WHEREAS, the Executive Directors, in their continuing work under
Resolution No. 35-96 are to take into account the Report of the Joint
Committee of the Board of Governors (Muldoon Committee) which
made recommendations with respect both to Sec. 5(b) and Sec. 13 of
the By-Laws;
WHEREAS, on June 15, 1981, the Executive Directors have notified
the Board of Governors that more time is needed for further consultation and that they shall report to the Board of Governors on the matter
at the earliest possible date, pursuant to the Board of Governors Resolution No. 35-96;
Now, THEREFORE, the Board of Governors RESOLVES:
THAT, the Executive Directors shall consider Section 13 of the
By-Laws and make such proposals for amendment as they believe necessary and that they shall report to the Board of Governors on this matter.
4

Resolution No. 35-9 of the Fund.
6 Resolution No. 359 of the Bank.
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Interim Committee of the Board of Governors
on the International Monetary System
PRESS COMMUNIQUÉ
September 27, 1981
1. The Interim Committee of the Board of Governors of the International Monetary Fund held its seventeenth meeting in Washington, D.C., on September 26-27, 1981, under the chairmanship of the
Honorable Allan J. MacEachen, Deputy Prime Minister and Minister of
Finance of Canada. Mr. Jacques de Larosière, Managing Director of
the International Monetary Fund, participated in the meeting. The meeting was also attended by: Mr. G. D. Arsenis, Director, Money, Finance
and Development Division, UNCTAD; Mr. A. W. Clausen, President,
IBRD; Mr. Hans E. Kastoft, Executive Secretary, Development Committee; Mr. William B. Kelly, Jr., Deputy Director-General, GATT;
Mr. Emile van Lennep, Secretary-General, OECD; Mr. Fritz Leutwiler,
President, Swiss National Bank; Mr. François-Xavier Ortoli, VicePrésident, CEC; Mr. Jean Ripert, Under-Secretary-General for International Economic and Social Affairs, UN; Mr. Cyrus Sassanpour,
Head, International Money and Finance Unit, OPEC; and Mr. Giinther
Schleiminger, General Manager, BIS.
2. The Committee discussed the world economic outlook and the
policies appropriate in the difficult current situation that is facing most
countries. Attention was focused on the problems of high inflation, low
or negative rates of economic growth with rising unemployment, large
external imbalances, high interest rates, and sharp movements of
exchange rates for the major currencies. The Committee agreed that
the deep-rooted character of the main economic difficulties called for
determined implementation, over an extended period, of policies aimed
at the adjustment of both internal and external imbalances.
The Committee again assigned a clear priority to the firm pursuit of
policies to reduce inflation for the purpose of lowering interest rates,
encouraging productive investment, and achieving better rates of economic growth and employment. The Committee believed that signs of
progress on the anti-inflation front were emerging, but that efforts must
not be relaxed. Premature expansion of nominal aggregate demand
396
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could trigger further inflation without helping to solve the unemployment problem or to restore sustained real growth at a satisfactory pace.
The Committee urged that the needed containment of growth in
nominal demand be carried out through an appropriate blending of
monetary and fiscal policies. It stressed the importance of steady and
careful restraint on the growth of monetary aggregates. It particularly
emphasized the need for such restraint to be accompanied and supported to a greater extent by consistent fiscal policies involving, for
many countries, reductions in the size of budget deficits.
The Committee stressed that prudent demand management policies
should be supported or supplemented by measures directed toward
problems of supply. Measures cited in this connection included steps
to remove existing rigidities and inefficiencies, to provide incentives—or
eliminate disincentives—to saving and investment, and to achieve more
effective use of energy resources, as well as development of new sources
of energy. The Committee attached particular importance to measures
to promote labor mobility and retraining.
The Committee remained especially concerned about the existing
tendency toward protectionism rather than liberalization. It warned
that such policies are short-sighted, since they tend to preserve rigidities
in the allocation of resources and cannot provide lasting solutions for
unemployment problems. The Committee pointed out that resort to
protectionist measures is not only inimical to productivity gains and the
fight against inflation, but also destructive of opportunities for expansion of world trade and increased participation of developing countries
in its benefits. Non-discriminatory access to financial markets is also
essential and should be maintained.
Regarding external payments imbalances, the Committee expressed
particular concern about the problems of adjustment and financing in
the non-oil developing countries. The Committee recognized that the
upsurge in the current account deficit of this large group of countries,
from $38 billion in 1978 to an estimated $83 billion in 1980, has
stemmed mainly from external developments unfavorable to them,
including the impact on their exports of recessionary conditions in the
industrial world, the adverse movement of their terms of trade, including higher oil prices, and the steep rise of interest rates in major financial markets. The Committee noted that these external developments,
together with the limited increase in official development assistance,
have had a severe impact on the international purchasing power of
many developing countries, causing a sharp slowdown in import growth
and thus hindering the pace of development.
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The Committee stressed that strong and comprehensive adjustment
policies had to be implemented in order to reduce the present unsustainable current account imbalances. The Committee observed that
many developing countries had already made substantial adaptations to
the harsh external environment in which they now find themselves, but
recognized that further progress was needed. For some countries, especially in the low-income category, this adjustment has been forced by
inability to finance additional imports. However, programs of external
adjustment were being adopted by many countries, with a considerable
number of such programs being supported by arrangements for the use
of the resources of the Fund.
3. The Committee stressed the importance of the Fund's role in the
promotion of balance of payments adjustment and strongly endorsed
the major emphasis that the Fund has been placing on the implementation of effective adjustment programs by members making use of the
Fund's resources in the upper credit tranches. In present circumstances,
it was recognized that the structural aspects of certain imbalances can
require recourse to the Fund's resources under extended arrangements.
4. The Committee emphasized the need for effective implementation
by the Fund, in a uniform and symmetrical manner for all members, of
its surveillance role in connection with balance of payments and exchange
rate policies.
5. The Committee reiterated the principle that the Fund should rely
on quota subscriptions as the basic source of resources for its operations
and agreed that the Eighth General Review of Quotas should be expedited. Noting, among other factors, that the present quotas of a significant number of members do not reflect their relative positions in the
world economy, the Committee reaffirmed that the occasion of the Eighth
General Review should be used to remedy the situation within the context of a general enlargement of the Fund.
6. The Committee welcomed the conclusion of further borrowing
arrangements with the monetary authorities of a number of member
countries. The Committee felt that the Fund should continue its efforts
to arrange medium-term borrowing from members whose external positions are strong and also endorsed the intention of the Fund to conclude further short-term borrowing arrangements with monetary authorities on the lines of those recently concluded. As regards possible
borrowing by the Fund in the private markets, the Committee reaffirmed
its view that this possibility should remain open in the light of the
evolution of the Fund's commitments and available resources.
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7. The Committee expressed its appreciation to the several countries
that had already made or had pledged to make a contribution to the
subsidy account for the supplementary financing facility that was established last December for the purpose of reducing the cost to low-income
members of the use of the Fund's resources under that facility. The
Committee reiterated its appeal to those countries that were in a position to make a contribution to the account to do so at an early date.
8. The Committee urges the Executive Board to continue its deliberations on the question of whether there should be a further allocation of
SDRs at the present time. It recommended that the scope of such
deliberations should include the proposal to extend the third basic period
and continue the rate of allocation established in 1978.
9. In response to an invitation from the Government of Finland, the
Committee agreed to hold its next meeting in Helsinki, Finland on
May 12-13, 1982.
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COMPOSITION

as of September 27, 7957
Allan J. MacEachen, Chairman
1

Mohammad Abal-Khail
Hassan Al-Najafi
José Ramón Alvarez Rendueles
Beniamino Andreatta
Mahfoud Aoufi
John Bruton
Jacques Delors
Emane Galvêas
John Howard
Sir Geoffrey Howe
Mauno Koivisto 2
Li Baohua 3
Hans Matthoefer
Duncan N. Ndegwa
Donald T. Regan
Sambwa Pida Nbagui
Lorenzo J. Sigaut
Robert Vandeputte
A. P. J. M. M. van der Stee
R. Venkataraman
Ali Wardhana 4
Michio Watanabe 5

Saudi Arabia
Iraq
Spain
Italy
Algeria
Ireland
France
Brazil
Australia
United Kingdom
Finland
China
Germany, Federal Republic of
Kenya
United States
Zaïre
Argentina
Belgium
Netherlands
India
Indonesia
Japan

Alternate attending for the member:
1
Abdul Aziz Al-Quraishi
2
Johannes Nordal (Iceland)
3
Wang Weicai
4
Rachmat Saleh
5
Haruo Mayekawa
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Joint Ministerial Committee of the Boards of Governors
of the Bank and the Fund on the Transfer of Real
Resources to Developing Countries
(Development Committee)
PRESS COMMUNIQUÉ
September 28, 1981
1. The Development Committee held its seventeenth meeting in
Washington, B.C. on September 27-28, 1981, under the chairmanship
a.i. of H.E. Manuel Ulloa Elias, Prime Minister and Minister of Economy, Finance and Commerce of Peru, and with the participation of
Mr. J. de Larosière, Managing Director of the International Monetary
Fund, Mr. A. W. Clausen, President of the World Bank, and Mr. Hans
E. Kastoft, Executive Secretary. Representatives from a number of international and regional organizations and Switzerland also attended the
meeting.
2. The Committee reviewed the world development situation and
prospects on the basis of the World Development Report 1981.
3. The Committee expressed its deep concern that most developing
countries, especially the low-income countries, continue to face grave
economic problems with poor medium-term prospects.
4. The Committee noted the disappointingly low levels of economic
growth in many industrial countries which, together with high energy
costs, inflation and high interest rates, have had a profound effect on
the performance of the developing countries. They have had to contend
with a difficult external economic environment. The experience of several developing countries reviewed in the World Development Report
shows that even when external conditions are favorable, development is
still difficult. The Committee therefore found that efforts by industrial
nations to curb inflation and reduce unemployment, and restore their
growth rates while at the same time intensifying the pursuit of liberal
trade regimes should be encouraged. The Committee reiterated that in
a world of interdependence there are important interconnections between
the policies of individual countries and therefore a need to take into
account the effects on other countries.
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5. The Committee stressed the importance of efforts by all countries
to pursue appropriate adjustment policies and encouraged developed
countries, capital surplus oil-exporting countries, as well as advanced
developing countries to support adjustment and development through
technical and financial efforts. The Committee reiterated the need for
measures to increase the flow of official development assistance to the
oil-importing developing countries, especially the low-income countries,
and noted the Ottawa Communiqué which acknowledged the decisive
importance of the developing countries' own efforts and recorded the
commitment of participating industrial countries to maintain substantial
and, in many cases, growing levels of official development assistance and
to seek to increase public understanding of its importance.
6. The Committee noted the importance of maintaining adequate
flows of commercial and other financing to developing countries.
7. The Development Committee, recalling its support at the Gabon
meeting for providing additional resources to the World Bank and for
the restoration of the commitment authority of IDA, welcomed the
recent agreement on interim procedures for the valuation of IBRD
capital. This has cleared the way for payment of subscriptions to the
$40 billion General Capital Increase. The Committee urged all countries to make subscriptions in accordance with the resolution on the
General Capital Increase as early as possible. It furthermore reiterated
the need for the IBRD/IDA to consider the maximum lending program
which can be sustained for FY82 taking into account the needs of the
situation.
8. The Committee also noted the coming into force of ID A-VI with
the United States formal notification of its intention to participate with
its full share of $3.24 billion. As IDA is an essential source of concessional assistance to the poorer developing countries, the Committee
urged all contributors to resolve outstanding issues so that planned commitment levels can be maintained. The Committee further requested
the World Bank to initiate preparatory discussions for the next IDA
replenishment as soon as possible.
9. The Development Committee also reviewed the needs of the
regional development banks in the changed circumstances of the 1980s
and their plans for replenishment of the ordinary and concessional funds
in this regard. It urged Member Governments to speedily seek means
of financing the future capital requirements at an appropriate level
besides completing commitments previously entered into. The Committee also suggested that the regional development banks dedicate more
efforts to support regional integration.
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10. The Committee's discussion of energy reflected the global nature
of the problem and the international community's interest in a general
approach to the subject encompassing conservation and the development
of both conventional and nonconventional sources of energy. It reiterated the importance of energy investments in the developing countries
and urged the World Bank and the regional development banks to continue to explore the best means to mobilize necessary public and private
resources in order to expand their lending operations in this important
sector. In this connection, the Committee welcomed the conclusions of
the Nairobi Conference on Energy that there is a substantial and increasing demand for financing support and preinvestment activities for the
development of new and renewable energy resources in the developing
countries and welcomed the recommendation urging all interested parties
to accelerate consideration of possible avenues that would increase
energy financing, including those mechanisms being examined in the
World Bank such as an energy affiliate, increased cofinancing, guarantees and other means.
11. The Africa Study prepared by the World Bank at the request
of the African Governors was the subject of great interest in the
Development Committee. It noted with deep concern that in the preceding two decades output per person rose more slowly in sub-Saharan
Africa than in any other part of the world and growth prospects for
the eighties were dismal since, except under optimistic assumptions,
per capita incomes are projected to decline for this part of the continent
which already accounts for two thirds of the least developed countries.
The potential for growth, however, exists and can be realized through
increased flows of resources to the region, a substantial improvement
in their world trading opportunities and through appropriate adjustments in domestic economic policies and in the efficiency with which
resources are used. This will require increased attention and resources
from the international community in forms suited to African development needs.
12. The Committee expressed its appreciation for the report and
noted that it forms a good basis for a dialogue between the African
Governments, the international donor community and the multilateral
financial institutions. It urged the World Bank to take the lead in carrying forward this dialogue with a view to promoting joint action by
African Governments, donors and international agencies with a view
to accelerate growth and development through effective financial and
technical assistance support, appropriate policy changes and expanded
investment programs. Further, it requested that the World Bank expand
its operations, technical advisory services and other support for mem-
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her countries in sub-Saharan Africa, bearing in mind the needs of other
low-income countries.
13. The Committee, in its review of the follow-up action on outstanding development issues, reiterated its support for active consideration by both the Bank and the Fund of specific recommendations of both
the G-24 Program of Immediate Action and the Brandt Commission
with respect to measures to enhance the flow of resources to developing
countries. It noted that both the Fund and the Bank had considered,
and in some cases implemented, the recommendations of the G-24 Program of Immediate Action and the Brandt Commission. The Committee
encouraged the Fund and the Bank to continue to pay due regard to
these recommendations including the suggestions made during the Gabon
meeting such as the SDR link and other issues in the future development
of their policies.
14. The Committee took note of the work of the Task Force on
Non-Concessional Flows which, with the support of the World Bank
and the IMF, has continued analyzing proposals including more cofinancing and other forms of cooperation with private financial institutions to increase the lending capacity of the multilateral development
institutions, particularly the World Bank, the guidelines for a multilateral partial guarantee mechanism and recent developments and nearterm prospects in international capital markets. The Committee is
looking forward to the Task Force's final report which it expects to
consider at its Helsinki meeting in the spring of 1982.
15. The Committee urged that in pursuance of its decision at its
Gabon meeting, consultations with respect to the composition and terms
of reference of a task force on the important subject of concessional
assistance be completed so as to enable the task force to start its work
as soon as possible, and before the Helsinki meeting in the spring of
1982.
16. The Committee noted with satisfaction that the Ottawa Summit
communiqué indicates the readiness of the countries concerned to participate in preparations for a mutually acceptable process of global
negotiations in circumstances offering the prospect of meaningful progress. It reiterated its desire that the Committee should play a very active
role in regard to matters pertaining to its competence within that process.
17. The Committee noted the forthcoming Cancún Summit Meeting
and expressed its hope that it may lead to constructive and positive
results.
18. The Committee, after taking into account the views and recommendations of the Executive Boards of the Fund and the Bank, approved
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the report on the review of the performance of the Development Committee and its annual report. It authorized the Chairman to forward
both these documents to the Boards of Governors.
19. The Committee noted that, in pursuance of its earlier decision
on the report of the Task Force on Private Foreign Investment, the
World Bank has now completed its plan to study the quantitative and
qualitative impact of both foreign investment incentives and performance
requirements on direct investment and trade patterns. In view of the
potential and the role which private foreign direct investment can play
in promoting development in developing countries, the Committee
encouraged the World Bank to complete the study for its consideration
in due course.
20. The Committee agreed to hold its next meeting in Helsinki on
May 13-14, 1982, in response to an invitation extended by the Government of Finland.
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COMPOSITION
as of September 28, 1981
Mohammad Abal-Khail
Abdlatif Y. Al-Hamad
Beniamino Andreatta
Jacques Delors
Carlos Despradel
Sommai Hoontrakul1
John Howard
Sir Geoffrey Howe
David Ibarra Muñoz (Chairman) 2
Abdoulaye Koné
Allan J. MacEachen
Rainer Offergeld
Donald T. Regan
Abdelkamel Rerhaye
Ulf Sand
Manuel Ulloa Elias 3, *
Robert Vandeputte
A. P. J. M. M. van der Stee
R. Venkataraman
Wang Bingqian4
Michio Watanabe 5
Teferra Wolde-Semait

Saudi Arabia
Kuwait
Italy
France
Dominican Republic
Thailand
Australia
United Kingdom
Mexico
Ivory Coast
Canada
Germany, Federal Republic of
United States
Morocco
Norway
Peru
Belgium
Netherlands
India
China
Japan
Ethiopia

Alternate attending for the member:
1
Chanchai Leetavorn
2
Gustavo Romero Kolbeck
3
Pedro-Pablo Kuczynski
4
Li Peng
5
Takashi Kato
* Manuel Ulloa Elias (Peru) acted as Chairman ad interim of the Committee at
its seventeenth meeting, in the absence of the Chairman, David Ibarra Muñoz
(Mexico).
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ATTENDANCE
MEMBERS OF FUND DELEGATIONS
GUILLERMO COLLICH
ANTONIO E. CONDE
RAMIRO J. J. COSTA
NICANOR COSTA MÉNDEZ
ANDRES OSCAR COVAS
SANTIAGO DEL PUERTO
ÓSCAR E. DÍAZ
ALFREDO DURAN
ANTONIO M. ESTRANY Y GENDRE
CARLOS FAGIOLI
FRANCISCO A. FIRPO
MÁXIMO E. FLUGELMAN
JOSÉ ROBERTO FORN
RICARDO JAIME Fox
H. GHIRLANDA
SANTIAGO E. J. GILOTAUX
H. GIMÉNEZ ZAPIOLA
JULIO J. GÓMEZ
JOSE GONZALEZ
J. N. GONZÁLEZ DE LA FUENTE
JORGE R. HAYZUS
JUAN CARLOS IAREZZA
A. KRIEGER VASENA
NOEMI LA GRECA
RODOLFO L. LANUS DE LA SERNA
JORGE OSVALDO LAURIA
JUAN CARLOS MERCIER
ANGEL J. FINI
HECTOR C. POSSE
PEDRO Pou
ARMANDO RIBAS
JULIO C. Rossi
DANTE SIMONE
ALBERTO SOLA
FRANCISCO SOLDATI
LADISLAO TRACHTA
ARTURO VALLES BOSCH
CHRISTIAN ZIMMERMANN
GUILLERMO ZOCCALI

Afghanistan
Governor
GHULAM HUSSAIN JEWAYNI
Temporary Alternate Governor
R. A. YAGANEH
Algeria
Governor
MAHFOUD AOUFI
Temporary Alternate Governor
SEGHIR MOSTEFAI
Advisers
BRAHAM ALLOU
FAOUZI BEN MALEK
MOHAMED BESSEKHOUAD
AHMED BOUTACHE
NOUR-EDDINE KERRAS
H. E. REDHA MALEK
MOHAMED THAMINY
Argentina
Governor
LORENZO JUAN SIGAUT
Temporary Alternate Governor
HUGO RAFAEL LAMONICA
Advisers
OSCAR F. ABRI ATA
HORACIO ANÍBAL ALONSO
ALEJANDRO C. ANTUNA
ENRIQUE E. ARIOTTI
JULIO J. BARDI
HABIB BASBUS
GUILLERMO F. BLANCO
JOSE MARIA CANDIOTI
CARLOS ALBERTO CANO
CELESTINO GARBA JAL
CARLOS A. CARBALLO
ALFREDO CHIARADIA
JORGE FEDERICO CHRISTENSEN
MAURICIO CHRISTENSEN

Australia
Governor
HON. J. W. HOWARD, M.P.
Alternate Governor
JOHN O. STONE
Temporary Alternate Governor
R. A. JOHNSTON

407

©International Monetary Fund. Not for Redistribution

SUMMARY PROCEEDINGS, 1981

408
Australia (continued)
Advisers
N. J. BRADY
MICHAEL J. CALLAGHAN
ANTHONY S. COLE
KEVIN B. CONLAN
JOHN H. COSGROVE
JOHN R. HEWSON
ANTHONY M. HINTON
JAMES A. HOGGETT
D. A. HOLLWAY
G. I. MARTIN
J. D. MOORE
A. R. G. PROWSE
Austria
Governor
STEPHAN KOREN

Advisers
NAZEM A. CHOUDHURY
SYED TANVEER HUSSAIN
A. K. M. RASHIDUDDIN

Barbados
Governor
SENATOR CLYDE A. GRIFFITH
Alternate Governor
COURTNEY N. BLACKMAN
Advisers
R. ORLANDO MARVILLE
H. E. CHARLES A. T. SKEETE
R. DELISLE WORRELL

Belgium

Alternate Governor
PHILIPP RIEGER

Governor
CECIL DE STRYCKER

Advisers
H. BROHS
ADOLF DENK
HEINZ KIENZL
HERBERT A. LUST

Alternate Governor
EMIEL KESTENS

ERWIN SCHMIDBAUER

HEINRICH G. SCHNEIDER
HERBERT SUTTER
Bahamas
Governor
HON. ARTHUR D. HANNA
Alternate Governor
WILLIAM C. ALLEN
Advisers
RENO J. BROWN
PERRY CHRISTIE
EDGAR HALL
HUBERT INGRAHAM
PATRICIA E. J. RODGERS
H. E. REGINALD E. WOOD
Bahrain
Alternate Governor
ABDULLA HASSAN SAIF

Advisers
JEAN-PIERRE ARNOLDI
Luc E. J. M. COENE
JACQUES DE GROÓTE
JEAN GODEAUX
JAN F. M. HENDRICKX
GEORGES A. E. JANSON
JEAN-JACQUES REY
JACQUES VAN YPERSELE
JAN VANORMELINGEN
PIERRE A. VERLY

Bénin
Governor
ISIDORE AMOUSSOU
Alternate Governor
GUY POGNON
Advisers
JEROME AHOUANMENOU
INNOCENT P. D'ALMEIDA
MARC PINTO
TOUSSAINT C. SOSSOUHOUNTO

Bhutan

Bangladesh
Governor
GHOLAM KIBRIA
Alternate Governor
M. NURUL ISLAM
Temporary Alternate Governor
H. E. TABARAK HUSAIN

Governor
H. E. DAWA TSERING
Alternate Governor
DORJI TSHERING

Advisers
ACHYUT BHANDARI
YESHEY ZIMBA

©International Monetary Fund. Not for Redistribution

ATTENDANCE—MEMBERS OF FUND DELEGATIONS
Bolivia
Governor
MILTON PAZ
Alternate Governor
HUGO DUCHEN C.
Temporary Alternate Governor
FERNANDO Moscoso
RAUL TOVAR
Advisers
ROLANDO AGUILERA
JOSE A. ARIAS
GRACE BEDOYA
JUAN L. CARIAGA
HUGO DE LA ROCHA
MARIO ESCOBARI
EDGAR GAINA O.
ALBERTO GONZALES
GONZALO HUMEREZ
WILLIAM JOYCE
ERIC KHOLBERG
JORGE LOPEZ
LEONEL MENDIZABAL
JUAN CARLOS MONTANO
JOSE RAMIREZ
RENE Ríos
Luis SAAVEDRA
HUGO SALAZAR
JORGE SORUCO
ALBERTO VALUES
JORGE VALUES A.
ROBERTO VALDIVIA

Botswana
Governor
FESTUS G. MOGAE
Temporary Alternate Governor
NORMAN N. SETSHWAELO
Advisers
DEREK J. HUDSON
S. LEWIS
H. E. MONTEANE J. MELAMU
LlNAH K. MOHOHLO

ERNEST SIPHO MPOFU
S. S. G. TUMELO

Brazil
Governor
ERNANE GALVEAS
Alternate Governor
CARLOS GERALDO LANGONI
Temporary Alternate Governors
OSWALDO ROBERTO COLIN
OCTAVIO GOUVEA DE BULHOES
ALEXANDRE KAFKA
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JOSE CARLOS MADEIRA SERRANO
H. E. ANTONIO F. AZEREDO DA
SILVEIRA
Advisers
ALVARO PINTO DE AGUIAR, JR.
HEINZ WOLFGANG AHLERT
RUBEN ALMONACID
ARIOSTO AMADO
ELMO DE ARAUJO CAMOES
SERGIO FARIA ALVES DE Assis
THEOPHILO DE AZEREDO SANTOS
JORGE BABOT MIRANDA
JOAO BATISTA BALDINI FRANCO
SERGIO BARCALA BAPTISTA
JORGE AMORIM BAPTISTA DA SILVA
CARLOS ROBERTO BECKER
FRANCISCO DE PAULA BERNARDES NETO
ATILIO GERSON BERTOLDI
NUBAR BOGHOSSIAN
LINO OTTO BOHN
SEBASTIAO B. BORGES
HERCULANO BORGES DA FONSECA
ANTONIO BORNIA
NELSON BOSE
FERNAO CARLOS BOTELHO BRACHER
CARLOS BAPTISTA BRAGA, JR.
VITORIO BHERING CABRAL
ANGELO CALMON DE SA
ANTONIO CALMON DU PIN E ALMEIDA
EDUARDO PEREIRA DE CARVALHO
WOLMEN DE CARVALHO
FERNANDO MARCOS CAVALCANTI
Rui BRASIL CAVALCANTI, JR.
PEDRO CIPOLLARI
LEO W. COCHRANE
BYRON RUBEM MARINHO COELHO
SOLOMON COHN
HORACIO SABINO COIMBRA
CESARIO COIMBRA NETO
JOSE SEBASTIAO PIMENTAL DA COSTA
JAYR DEZOLT
RUDI RUBENS ESSIG
Luiz ANÍBAL DE LIMA FERNANDES
MAILSON FERREIRA DA NOBREGA
RENATO FRANCISCO FILEPPO
JOSÉ CARLOS DA FONSECA
ELOY FONTES LESSA
MARCIO FORTES
JUCUNDINO DA SlLVA FURTADO
ALBERTO SOZIN FURUGUEM
EDUARDO DA SILVEIRA GOMES, JR.
HENRIQUE SERGIO GREGORI
ROBERTO HENRY GUITTON
JOAO BATISTA DÍAS Guzzo
RICHARD E. HAYES
ARTUR KELSON
HENRY CLAUDE KOERSEN
SETSUO KUWABARA
MILTON LAMANAUSKAS
Luiz FELIPE PALMEIRA LAMPREIA
ANTONIO F. S. LEAL
PEDRO LEITAO DA CUNHA
MAURICIO MARCELLO LEITE
BARBOSA, JR.
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Brazil (continued)

Advisers (continued)
J. A. MAC-DOWELL LEITE DE CASTRO
JOSE GUILHERME LEMBI FARIA
ANTONIO CARLOS LEMGRUBER
SERGIO ULHOA LEVY
DALTON ESTELITA LINS
CARLOS LYRA NETO
JOSE DE PAULA MACHADO
ANTONIO MACHADO DE MACEDO
MARCELO MARQUES MAGALHAES
ROBERTO DE MORAES MAISONNAVE
ANTONIO BELTRAN MARTINEZ
ERMELINO MATARAZZO
JOSE BARBOSA MELLO
JOSE Luis MIRANDA
NAGI ROBERT NAHAS
ZEUXIS FERREIRA NEVES
J. R. NOVAES DE ALMEIDA
AFFONSO CELSO PASTURE
ARMANDO DE PAULA E SILVA, FILHO
MARIO NASCIMENTO DE PAULA XAVIER
FLORIANO PECANHA DOS SANTOS
PEDRO PAULO PINTO ASSUMPCAO
CARLOS AUGUSTO DE PROENCA ROSA
CARLOS EDUARDO QUARTIM BARBOSA
EDUARDO PESSOA QUEIROZ
JOSÉ AUGUSTO DE QUEIROZ
CASIMIRO A. RIBEIRO
JEAN PAUL RICOMMARD
TARCISIO MARCIANO DA ROCHA
PEDRO Luiz RODRIGUES
CLAUDIO SIMOES ROSADO
GREGORIO ROSEN
JOSÉ RUQUE Rossi
CARLOS SABOIA MONTE
JOSÉ SAFRA
JOSE SAMPAIO, FILHO
JOSE MARIA SAMPAIO CORREA
JORGE SANT'ANA
JOSE SOUZA SANTOS
ARY DOS SANTOS PINTO
WOLFGANG F. J. SAUER
ANTONIO DE PADUA SEIXAS
JOHN FINLAY SHUTER
OSCAR BLOCH SIGELMANN
JOSÉ Luiz SILVEIRA BAPTISTA
JONICE SlQUEIRA TRISTAO
MODESTO STAMA
NORBERTO STENSEN
PETER EGON DE SVASTICH
PAULO ROBERTO TEIXEIRA
FRANCISCO THOMPSON FLORES, NETTO
Ivo C. TONIN
SHIGEAKI UEKI
BERNDT LOTHAR ULRICH
CARLOS ALBERTO VIEIRA
MAURO Luiz IECKER VIEIRA
MARCIO MANGEL GARCIA VILELA
LYDIBERTO DOS SANTOS VILLAR
JOSE GERALDO VILLAS-BOAS
ARY WADDINGTON
MASATO YOKOTA

Burma
Governor
AUNG SIN
Alternate Governor
MAUNG SHEIN
Adviser
THAN TUN

Burundi
Governor
ALOYS NTAHONKIRIYE
Alternate Governor
PASTEUR BUDEYI
Advisers
H. E. SIMÓN SABIMBONA
BERNARD SUNZU

Cameroon
Governor
GILBERT NTANG
Alternate Governor
GOTTLIEB TITTI
Temporary Alternate Governor
CASIMIR OYE MBA
Advisers
MEDJO AKONO
JOSEPH BAROUNG
MOISE FERDINAND BEKE BIHEGE
ROBERT GHOGOMU TAPI si
HENRIETTE MALOUMA
MAURICE MOUTSINGA
ISAAC NJIEMOUN
MEAZA SENAYET
GABRIEL T. TANKE

Canada
Governor
HON. ALLAN J. MAC£ACHEN, P.C., M.P.
Temporary Alternate Governors
GERALD K. BOUEY
BERNARD J. DRABBLE
MICHAEL G. KELLY
Advisers
JACQUES BUSSIERES
ALAIN DUDOIT
W. J. JENKINS
ROBERT K. JOYCE
GRANT MACPHERSON
JEAN S. MAIR
GEORGES PROULX
DOUGLAS I. S. SHAW
H. E. PETER M. TOWE
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Cape Verde
Governor
CORENTINO SANTOS
Alternate Governor
MANUEL COSTA
Adviser
ARMANDO LIMA, JR.

Central African Republic
Governor
TIMOTHEE MARBOUA
Alternate Governor
JEAN MARIE M'BiOKA
Adviser
H. E. JACQUES TOPANDE MAKOMBO

Chad
Governor
MICHEL NGANGBET KOSNAYE
Alternate Governor
MAHAMAT NOUR ADAM
Advisers
YOUSSOUF ABACAR
MAHAMAT ALI ADOUM

Chile
Governor
SERGIO DE LA CUADRA FABRES
Temporary Alternate Governors
FERNANDO ESCOBAR
FRANCISCO GARCES
Advisers
RICARDO ANGLES
LUCIA AVETIKIAN DE RENART
ALVARO BARDON M.
ALFREDO BARRIGA CAVADA
AGUSTÍN EDWARDS E.
ADOLFO GOLDENSTEIN KLECKY
ROLF LUDERS
Luis ANTONIO MARCHANT
SUBERCASEAUX
FRANCISCO OSSA
MARÍA ELENA OVALLE DE VIGNEAUX
VLADIMIR RADIC
ENRIQUE TASSARA
H. E. ENRIQUE VALENZUELA

China, People's Republic of
Governor
Li BAOHUA

Temporary Alternate Governors
CAO GUISHENG
TAI QlANDING

ZHANG ZICUN

Advisers
CHEN JIGUANG
FEI LIZHI
Li MIAO
LIN ZHIYING
SONG GUANGWEI
WANG ENSHAO
Xi KEZHENG
ZHANG XIAOKANG

Colombia
Governor
RAFAEL GAMA QUIJANO
Temporary Alternate Governors
H. E. FERNANDO GAVIRIA CADAVID
HERNÁN MEJIA J.
CARLOS SANZ DE SANTAMARÍA
Advisers
EDGAR DIAZ
JOSE ROMAN FERNANDEZ
CAMILO HERRERA PRADO
JUAN MANUEL MEDINA
ALBERTO MEJIA-HERNANDEZ
JORGE MEJIA PALACIO
JORGE MEJIA SALAZAR
RODRIGO MUÑERA ZULUAGA
EDUARDO NIETO CALDERÓN
ROBERTO PUMAREJO KORKOR
JORGE SALAZAR CAMACHO
MARÍA CLARA URIBE

Comoros
Governor
MOHAMED HALIFA
Temporary Alternate Governor
MOHAMED TOILIBOU

Congo, People's Republic of the
Governor
JUSTIN LEKOUNDZOU
Alternate Governor
GABRIEL BOKILO
Advisers
EDMOND NDOLO
ANGE EDOUARD POUNGUI

Costa Rica

Alternate Governor
WANG WEICAI

Temporary Alternate Governor
OLIVIER CASTRO PEREZ
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Costa Rica (continued)

Advisers
CARLOS MANUEL ECHEVERRÍA
H. E. JOSE RAFAEL ECHEVERRÍA
Luis E. GUARDIA
RODRIGO SOTELA
JULIO SUNOL

Cyprus
Governor
C. C. STEPHANI
Alternate Governor
H. G. AKHNIOTIS
Advisers
H. E. ANDREW JACOVIDES
A. J. PHILIPPOU

Denmark
Governor
IVAR NORGAARD

Alternate Governor
ERIK HOFFMEYER

Temporary Alternate Governors
SVEND ANDERSEN
ERLING JORGENSEN
Advisers
HENRIK FUGMANN
FREDE HOLLENSEN
FLEMMING DALBY JENSEN
J. GIER PEDERSEN

Djibouti
Governor
IBRAHIM KASSIM CHEHEM
Alternate Governor
AHMED ADEN OMAR

Dominica
Governor
RT. HON. MARY EUGENIA CHARLES
Temporary Alternate Governor
CARY ANTON HARRIS

Dominican Republic
Governor
CARLOS DESPRADEL

Ecuador
Governor
MAURICIO DAVALOS-GUEVARA
Temporary Alternate Governor
JUAN F. CASALS
Advisers
MIGUEL BABRA
LEOPOLDO BAEZ
JOSE G. CARDENAS
DANILO CARRERA DROUET
MODESTO CORREA
WALTER CORREA
H. E. RICARDO CRESPO-ZALDUMBIDE
CESAR DURAN BALLEN
JAIME G. FAGGIONI
VÍCTOR PERRERO
GONZALO HERNÁNDEZ
L. HIDALGO
MAURO INTRIAGO
JOSÉ ITURRALDE ARTEAGA
GUILLERMO JAUREGUI
GALO MONTANO
ESTEBAN PÉREZ
JOSE M. PÉREZ
MIGUEL SALAZAR
ÁNGEL SERRANO
OSVALDO TRUJILLO
ALFREDO VERGARA
RAMIRO VITERI

Egypt
Governor
MOHAMED ABDEL FATTAH IBRAHIM
Alternate Governor
ALY MOHAMED NEGM
Advisers
M. ROUSHDY BARAKAT
MOHAMED DAKROURI
MOHAMED EHAB
MOHAMED IHAB EL-SAYED
MAHMOUD SALAH EL DIN HAMED
FOUAD ISKANDER

AHMED ISMAIL
MAMDOUH ISMAIL
ABDEL HAMID KABODAN
NASSER SAYED MORSI
ABDEL MONEIM ROUSHDY
NABIL SADEK
MAHMOUD LOUTFI MOHAMED SHAKER
ZAKARIA TAWFIK

Temporary Alternate Governor
JULIO LLIBRE
Advisers
MANUEL RAMON ARISTY
ALFREDO BERGES
ANDRES DAUHAJRE
JOSE R. GABRIEL-PENA
GUILLERMO A. RIVERA

El Salvador
Governor
ALBERTO BENITEZ BONILLA
Alternate Governor
JORGE EDUARDO TENORIO

©International Monetary Fund. Not for Redistribution

ATTENDANCE—MEMBERS OF FUND DELEGATIONS
Advisers
FAUSTO BETANCOURT
ROLANDO DUARTE
ALFREDO MILIAN J.
JOAQUÍN MORAZAN BONILLA
RAFAEL RODRIGUEZ LOUCEL
BENJAMIN VIDES DENEKE

Equatorial Guinea
Governor
MARTIN NKOHA EYI NZANG
Alternate Governor
BALTASAR OWONO OVONO
Advisers
WENCESLAO ALBA
LESLIE PEAN
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Temporary Alternate Governors
MICHEL CAMDESSUS
PAUL MENTRE DE LOYE
Advisers
PHILIPPE AUBERT
DENIS BAUCHARD
DOMINIQUE BAZY
MR. GARCIA
FREDERIC G. GUENA
BENOIT JOLIVET
PHILIPPE JURGENSEN
ANNE LE LORIER
DENISE MAIREY
PATRICK D. PEROZ
HENRI PEZANT
JEAN-CLAUDE TRICHET
JEAN-FRANCOIS VINCENSINI
JACQUES WAITZENEGGER
THIERRY WALFRAFEN

Ethiopia
Governor
TADESSE GEBRE-KIDAN
Temporary Alternate Governor
TSEHAY ALEMAYEHU
Advisers
ALEMU ABERRA
LEMMA ARGAW
KEBEDE SHOANDAGN

Fiji
Governor
SAVENACA SIWATIBAU
Alternate Governor
E. HEINE
Adviser
JANARDANA REDDY

Gabon
Governor
JEAN-PIERRE LEMBOUMBA-LEPANDOU
Alternate Governor
JEAN PAUL LEYIMANGOYE
Advisers
JEAN-LOUIS ABIAGHE-NKOUE
JACQUELINE ATSAME-ALLOGO
ETIENNE MEZUI-ME-NDO
NZIENGUI-MOUSSODOU
SYLVAIN OMBINDHA-TALHEYWA
EMMANUEL ONDO-METHOGO
The Gambia
Governor
SAIHOU S. SABALLY
Alternate Governor
HORACE MONDAY, JR.

Finland
Governor
PENTTI UUSIVIRTA
Alternate Governor
KARI NARS
Temporary Alternate Governor
AHTI KARJALAINEN
Advisers
KAARLO V. JANNARI
ANTTI K. JUUSELA
TAPANI KASKEALA
ANTTI LEHTINEN
HEIKKI AUKUSTI TUOMINEN

France
Governor
JACQUES DELORS
Alternate Governor
JEAN-YVES HABERER

Advisers
ARUN BANERJI
HOUSAINOU NJAI

Germany, Federal Republic of
Governor
KARL OTTO POEHL
Alternate Governor
HORST SCHULMANN

Temporary Alternate Governors
LEONHARD GLESKE
GERHARD LASKE
HELMUT SCHLESINGER
KLEMENS WESSELKOCK
Advisers
JOHANNES ESSWEIN
WERNER FLANDORFFER
ULRICH FLEIGE
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Germany, Federal Republic of
(continued)
Advisers (continued)
HORST GOBRECHT
GUENTHER GROSCHE
OTTO-RABAN HEINICHEN
H. E. PETER HERMES
WOLFGANG HINZ
JUERGEN U. HOLST
KONRAD KENTMANN
NORBERT KLOTEN
CLAUS KNETSCHKE
PETER KOHNERT
WlLFRIED KOSCHORRECK
REINHOLD KREILE
ALWIN MAEHLMANN
STEPHEN B. MODLY
WIEGAND C. PABSCH
HEINZ RAPP
HARALD W. REHM
FRIEDHELM RENTROP
WOLFGANG RIEKE
GERD SAUPE
KARL-HEINZ SPILKER
RUDOLF SPRUNG
ALWIN STEINKE
RUDIGER VON ROSEN
GUENTHER WINKELMANN

Alternate Governor
L. F. WILSON, JR.
Temporary Alternate Governor
H. E. JIMMY EMMANUEL

Guatemala
Governor
PLINIO A. GRAZIOSO BARILLAS
Alternate Governor
GUILLERMO E. MATTA
Advisers
RUBEN ALVAREZ ARTIGA
ARMANDO BOESCHE
MARIO GOMEZ VALENCIA
OSCAR LEONEL MORENO ISQ.
HUGO H. QUINTO

Guinea
Governor
MOHAMED LAMINE TOURE
Temporary Alternate Governor
OUSMANE SANOO
Advisers
H. E. MAMADY LAMINE CONDE
MOUNTAGA KEITA

Ghana
Governor
ALEX ASHIABOR
Alternate Governor
ALHASSAN MOHAMMED
Advisers
ERIC KOJO ACQUAH
M. T. AMOAKO-ATTAH
R. D. ASANTE
H. E. J. K. BAFFOUR-SENKYIRE
RICHARD HORSLEY
S. OGBARMEY-TETTEH

Guinea-Bissau
Governor
VICTOR FREIRÉ MONTEIRO
Alternate Governor
JOSE ABRANTES LOPES

Guyana
Governor
HON. HUGH DESMOND HOYTE
Alternate Governor
P. E. MATTHEWS

Greece
Governor
XENOPHON ZOLOTAS
Alternate Governor
GEORGE E. DRAKOS
Advisers
COSTA P. CARANICAS
DIMITRIOS CHALIKIAS
RAFAEL MOISIS
STRATIS PAPAEFSTRATIOU
GEORGE N. SPENTSAS

Advisers
DONALD AUGUSTIN
COLIN MAPP
LESLIE ROBINSON
DERYCK E. W. SMALL

Haiti
Governor
GERARD MARTINEAU
Alternate Governor
EDOUARD RACINE

Grenada
Governor
LYDEN RAMDHANNY

Temporary Alternate Governor
JEAN-CLAUDE SANON
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Honduras
Governor
PRÁXEDES MARTÍNEZ SILVA
Temporary Alternate Governors
HECTOR CORDOVA
RUBEN MONDRAGON
ANGEL R. ORDONEZ V.
Advisers
JUAN AGURCIA EWING
RODOLFO ALVAREZ B.
GONZALO CARIAS PINEDA
MARIO IVAN CASCO
ARTURO CORLETO
VICTOR DAVID GALEANO
FERNANDO LERDIZABAL
MIGUEL A. MEJIA H.
JUAN RAMÓN MONDRAGON
DANTE RAMÍREZ
Luis RODRÍGUEZ
CARLOS YOUNG TORRES

Iceland
Governor
JOHANNES NORDAL
Alternate Governor
JON SIGURDSSON

Temporary Alternate Governor
H. E. D. ASHARI
Advisers
ACHWAN
NANI GANDABRATA
SRI HADI
FAISAL HARAHAP
BYANTI KHARMAWAN
C. MAMUAJA
BINHADI MANGKUDIWIRJO
SOESILO SARDADI
ROCHSID SETYOKO
DJOKO SOEDOMO
TJ. A. PARTHA SUKAWATI
WlDOWATI B. SUTEDJO

ARIEF TJAHJONO TJOKRONEGORO
PAUL S. TJOKRONEGORO

Iran
Governor
A. MANAVI-RAD
Advisers
MR. TAUAKOL
ALI YASSERI

Iraq

Temporary Alternate Governor
THORHALLUR ASGEIRSSON

Governor
HASSAN AL-NAJAFI

Advisers
HALLDOR ASGRIMSSON
G. BLONDAL

Temporary Alternate Governor
MAHMOUD AHMED UTHMAN

SlGURGEIR JONSSON

India
Governor
R. VENKATARAMAN
Alternate Governor
I. G. PATEL
Temporary Alternate Governors
M. S. AHLUWALIA
M. NARASIMHAM
Advisers
C. J. BATLIWALLA
DEEPAK DASGUPTA
K. L. DESHPANDE
R. P. KAPOOR
P. K. MALHOTRA
V. K. S. Nair
Y. V. REDDY
S. VARADACHARY

Indonesia
Governor
H. E. ALI WARDHANA
Alternate Governor
AXIFIN SIREGAR

Advisers
ABDULATIF AL-JUBOURI
ADNAN AL-TAYYAR
SUBHI J. IBRAHIM
GHANI A. MAYSOON
PAPKEN H. MELCONIAN
ABDUL HASSAN ZALZALAH

Ireland
Governor
JOHN BRUTON
Alternate Governor
C. H. MURRAY
Temporary Alternate Governor
MICHAEL CASEY
Advisers
H. E. SEAN DONLON
DERMOT QUIGLEY

Israel
Governor
YORAM ARIDOR
Alternate Governor
DAVID WAINSHAL
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Israel (continued)

Advisers
VALERY D. AMIEL
SHALOM BARAK
EPHRAIM DAVRAT
DAN DRACH
AVNER HALEVI
DAN HALPERIN
ODED MESSER
EITAN RAFF
GIDEON SITERMAN
Italy
Governor
BENIAMINO ANDREATTA
Alternate Governor
LAMBERTO DINI
Temporary Alternate Governor
SERGIO RISTUCCIA
Advisers
LUCA BARBONE
FABIO BONCI
FERNANDA FORCIGNANO
GIOVANNI LOVATO
LUIGI MARINI
RAINER MASERA
MAURO MlCHELANGELI
STEFANO Micossi
GlULIANO MONTERASTELLI
FABRIZIO SACCOMANNI
MARIA TERESA SALVEMINI
AUGUSTO ZODDA
Ivory Coast
Governor
ABDOULAYE KONE
Alternate Governor
LAMINE DIABATE
Advisers
KOFFI AKA
RENE AMICHIA
OUMAR DlARRA

LANCINA Dosso
SOULEYMANE KONE
JACQUES ROPARS
Jamaica
Governor
HORACE BARBER
Alternate Governor
HERBERT WALKER
Advisers
DORIS CHIN
TREVOR DACOSTA
OWEN C. JEFFERSON
H. E. KEITH JOHNSON

MARCEL KNIGHT
LORNE McDONNOUGH

MAISIE O'REGGio
MASIE PLUMMER
Japan

Alternate Governor
HARUO MAYEKAWA
Temporary Alternate Governors
TERUO HIRAO
TAKASHI KATO
SEIJI MORIOKA
SHU URO OGATA
TAKEHIRO SAGAMI
KIMIMASA TARUMIZU
KIICHI WATANABE
Advisers
KENSHIRO AKIMOTO
YUICHI EZAWA
HlROTAKE FUJINO

TOYOO GYOHTEN
YOSHIO HATANO
KENGO INOUE
MlTSUKAZU ISHIKAWA
AKIRA KANNO
TAKATOSHI KATO
SHIN-ICHIRO KAWAMATA
TOSHIHIRO KlRIBUCHI
TAKEHIKO KONDO
AKIRA NAGASHIMA
KIMIAKI NAKAJIMA
YOSHIO OKUBO
MASAKI SHIRATORI
SHOKICHI TAKAGI
TORU TAKEUCHI
TAKUJI TSUCHIKANE
TERUKI UCHIDA
KOJI YAMAZAKI
SHIRO YOKOTA
Jordan
Governor
MOHAMMAD SAID NABULSI
Alternate Governor
ABDUL MAJID QASEM NASER
Advisers
NURAL A. ABDULHADI
ISMAIL AL-ZABRI
WALID A. KHAIRALLAH
MICHEL I. MARTO
LUTFI SAFARJAL
Kenya
Governor
DUNCAN NDERITU NDEGWA
Alternate Governor
AHMED ABDALLAH
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Advisers
A. S. AMISI
J. HABIB
JAMES G. KARUGA
J. MATERE KERIRI
J. G. KIANO
HELEN W. MACHARÍA
J. K. MAITHA
H. E. JOHN P. MBOGUA
ANDREW K. MULLEI
MR. MUNYIRI
F. A. NJAGE
F. S. NYAJUR
J. A. ODONGO
TOM KILALYA WERUNGA

Korea
Governor
SEUNG-YUN LEE
Alternate Governor
JOON SUNG KIM
Temporary Alternate Governor
BYUNG KUG CHOO
Advisers
CHUL KEE CHANG
Bo YUNG CHUNG
CHOON-TAIK CHUNG
HOON-MOK CHUNG
YuNG-KiE HAH
CHANG LOK KIM
JAE-YUN KIM
SANG Soo KWAK
SEUNG-WOO KWON
TAI-HO LEE
BONG Soo PARK
JONG SUK PARK
SUNG-SANG PARK
YEON-SOO PARK
MYONG HYUN SOHN
BYUNG-SOON SONG
HAN CHANG SUH

Kuwait
Governor
ABDLATIF Y. AL-HAMAD
Alternate Governor
HAMZAH ABBAS HUSSEIN
Advisers
ABDUL WAHAB AL-BADER
ABDULAZIZ AL-BADER
BADER AL-RUSHAID
FAHAD MOHAMMED AL-SABAH
SALEM ABDULAZIZ AL-SABAH
NABIL K. JAFFAR
TALAL RAZOOQI

Lao People's Democratic Republic
Governor

SlSAVATH SlSANE

Alternate Governor
VISETH SISA-AD
Advisers
KHAMTAN RATANAVONG
KlKHAM VONGSAY

Lebanon
Alternate Governor
FARID SOLH
Temporary Alternate Governor
RAJA HIMADEH
Advisers
MICHEL BACHALANI
ALI DJAMMAL

Lesotho
Governor
K. T. J. RAKHETLA
Temporary Alternate Governor
J. K. MOLLO
Advisers
MANTITI MOLELLE
BERENA OHOBELA
H. E. PHOOFOLO
B. N. J. QHOBELA
M. R. TEKATEKA

Liberia
Governor
GEORGE K. DUN YE
Alternate Governor
THOMAS D. VOER HANSON
Advisers
JUDSON B. G. ADDY
MARY B. DENNIS
JOHN FARNGALO
OLUSHOLA GILPIN
ROMEO HORTON
J. MORLU
MOLLY REEVES
SAM RICKS
DAVID VINTON
CLETUS WOTORSON

Libyan Arab Jamahiriya
Temporary Alternate Governors
NURI A. BARYUN
ALI M. SOURI
Advisers
FAWZI EL-GIARHAZI
FAWZI ANES ELGIERNAZI
ABDULGADER A. MUTTARDY
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Luxembourg
Governor
H. E. PIERRE WERNER
Alternate Governor
PIERRE JAANS
Advisers
DIETER HARTWICH
YVES LE PORTZ
CHRISTOPHER LETHBRIDGE
RICHARD Ross
JACQUES SILVAIN

MOHAMED RAMLI MAT WAJIB
RASTAM MOHD. ISA
TAJUDEEN BIN DAWOOD SULTAN

Maldives
Governor
FATHULLA JAMEEL
Alternate Governor
ADAM MANIKU

Mali
Governor
DRISSA KEITA

Madagascar
Governor
LEON M. RAJAOBELINA

Alternate Governor
ISMAILA KANOUTE

Alternate Governor
FRANCOIS D'ASSISE INDRANO

Advisers
KABA CÁMARA
RAYMOND MIEGE
AMIDOU OUMAR SY
YOUNOUSSI TOURE

Temporary Alternate Governor
HUBERT ANDRIANASOLO RALAIMIZA
Advisers
GEORGES RAMPARANY
HENRI RANAIVOSOLOFO
EDOUARD RAZAFINDRABE
ARMAND RAZAFINDRAKOTO
GILBERT RAZAFINDRAKOTO
Malawi
Governor
J. Z. U. TEMBO
Temporary Alternate Governor
F. Z. PELEKAMOYO
Advisers
H. P. BANDAWE
A. BOBE
Z. T. SOKO
M. ZELEZA

Malaysia
Governor
TENGKU RAZALEIGH HAMZAH
Alternate Governor
DATUK ABDUL Aziz BIN HAJI TAHA
Temporary Alternate Governor
TUN ISMAIL BIN MOHAMED ALI
Advisers
TUNKU DATO' ABDUL MALEK BIN
TUNKU KASSIM
ALIAS BIN AHMAD
MOHD. ARSHAD
MOHD. BASIR BIN AHMAD
FONG WENG PHAK
HASHIM SHAMSUDIN
HUSSIN NAYAN
ALFRED G. K. KUMARASERI

Malta
Governor
JOSEPH CASSAR
Alternate Governor
C. LINO SPITERI
Advisers
EMANUEL ELLUL
LAWRENCE FARRUGIA
L. H. JOHNSON

Mauritania
Governor
AHMED OULD ZEINE
Alternate Governor
CHEIKH SIDI EL MOCTAR O. CHEIKH
ABDALLAHI
Advisers
H. E. ABDELLAH OULD DADDAH
MOCTAR O. HAYE
BOCAR MAMADOU WANE
MOHAMED O. YOUSSOUF

Mauritius
Governor
SIR VEERASAMY RINGADOO
Alternate Governor
GOOR BUNWAREE

Advisers
RUNDHEERSING BHEENICK
MARC BOURDET
JAGNADEN PADIATY COOPAMAH
DHRUBA PADA GUPTA
TAT WOON How KIT
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Netherlands
Governor
J. ZIJLSTRA
-Alternate Governor
A.H.E.M. WELLINK

Mexico
Alternate Governor
GUSTAVO ROMERO KOLBECK
Temporary Alternate Governors
ALFREDO PHILLIPS OLMEDO
HIPÓLITO TREVINO LECEA
Advisers
MIGUEL ACEVEDO GARAT
PATRICIO AVALA
ARIEL BUIRA
JESUS A. CERVANTES GONZALEZ
JOSE ANGEL GURRIA TREVINO
RAFAEL RESENDIZ CONTRERAS
ROSA OLIVIA VILLA

Morocco
Governor
H. H. PRINCE MOULAY HASSAN BEN
EL MEHDI
Alternate Governor
AHMED BENNANI
Temporary Alternate Governor
M'HAMED TAZI MEZALEK
Advisers
H. ALAOUI-ABDALLAOUI
MOHAMMED BARGACH
HASSAN BELKORA
ABDELMAJID BENGELLOUN
MOHAMED BENJELLOUN
ABDELLATIF BENKIRANE
ABDEL LATIF BENNANI
ABDELHAK BENNANI
FAROUK BRITEL
ABDELMALEK CHERQI
MUSTAFA CHTAINI
THAMI EL BARKI
ABDELHAMID JOUAHRI
OMAR KABBAJ
ABDELAZIZ TAZI
MOHAMED TAZI

Nepal
Governor
K. B. ADHIKARY
Alternate Governor
HEET SINGH SHRESTHA
Advisers
UMESH P. ADHIKARY
M. P. GHIMIRE
L. B. HAMAL
KEDAR B. SHRESTHA

Temporary Alternate Governors
F.A. ENGERING
JACQUES J. POLAK
Advisers
AGE P.P. BAKKER
D.H. BOOT
TOM DE VRIES
WILLEM FREDERIK DUISENBERG
J.S. HILBERS
Pi ÉTER KORTEWEG

G. FRED LOERTZER
WOUTER J. LOK
H.E. J.H. LUBBERS
H.J. MULLER
ANDRE SZASZ
J.C. WENT

New Zealand
Governor
WARREN E. COOPER
Temporary Alternate Governor
D.L. WILKS
Advisers
R.H. GALL
IAN R. HARRISON
S.A. McLEOD
KERRY G. MORRELL
CHRISTOPHER PINFIELD
MICHAEL C. WINTRINGHAM
Nicaragua
Governor
ALFREDO CESAR AGUIRRE
Alternate Governor
ADOLFO UBILLA
Temporary Alternate Governors
SILVIO E. CONRADO
FERNANDO GUZMAN
FRANCISCO JOSE MAYORGA BALLADARES
Advisers
MARIO DE FRANCO
JOSE EVENOR TABOADA
GUILLERMO SOLORZANO
JOSE Luis VELAZQUEZ
Niger
Governor
ADJI BOUKARY
Alternate Governor
AHMADOU MAYAKI
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Nigeria

Panama

Governor
VICTOR I. MASI

Alternate Governor
Luis ALBERTO ARIAS

Temporary Alternate Governor
O. OLA VINCENT

Temporary Alternate Governors
MARIO DE DIEGO, JR.
MARCOS FERNANDEZ

Advisers
TSETIM AKOSO
P. E. ARCHIBONG
C. E. ENUENWOSU
W. A. FADARE
R. O. MOWOE
G. O. NWANKWO
A. E. OGBUEHI
S. O. OMOBOMI
B. I. OMOMUKUYO
G. C. ORANIKA
ALHAJI SULE-KARAGUN
M. A. UDUEBO

Advisers
ANANIAS AMAYA
HERNANDO ANTONIO ARIAS
GEORGE COLEMAN
EUGENIA DE ALBA
GUSTAVO GONZALEZ
RICARDO LEVY
RAMON GILBERTO PÉREZ
FELIX ARMANDO QUIROS
JOSE SIMPSON

Papua New Guinea
Governor
SIR HENRY To ROBERT, K.B.E.

Norway
Governor
KNUT GETZ WOLD

Alternate Governor
ELIAKIM TOBOLTON

Alternate Governor
EIVIND ERICHSEN

Advisers
NICHOLAS BOKAS
ROD SIMS

Advisers
HARALD AASHEIM
EIVINN BERG
BJARNE S. HANSEN
PER HAUGESTAD
H. E. KNUT HEDEMANN
TROND MUNKERUD JOHANSEN
ARNE LIE
STEIN SEEBERG
HERMOD SKANLAND
STEINAR SORBOTTEN
LEIV VIDVEI

Oman
Governor
ABDUL WAHAB KHAYATA
Alternate Governor
HASSAN ALI SALMAN
Temporary Alternate Governor
YAHYA NASIB

Paraguay
Governor
MAXIMO VAZQUEZ
Temporary Alternate Governor
CESAR T. TELLECHEA
Advisers
ENRIQUE BENDANA
OSCAR A. ESTIGARRIBIA
MAGNO FERREIRA FALCON
JUAN CARLOS HRASE VON BARGEN
HERIBERTO INSFRAIN RUOTTI
CARLOS KNAPPS
JULIO REJIS SANGUINA
EPIFANIO SALCEDO
CECILIO SANABRIA

Peru
Governor
RICHARD WEBB DUARTE
Alternate Governor
JAVIER OTERO GAYMER

Pakistan
Governor
A. G. N. KAZI
Alternate Governor
H. U. BEG
Advisers
ZIAUDDIN AHMAD
JAWAID AZFAR
IHSAN UL HAQ
IZHAR UL HAQUE

Temporary Alternate Governors
JOSE MORALES URRESTI
RAUL T. SALAZAR
Advisers
JAVIER ALJOVIN
RODOLFO BECK
ALBERTO BEECK
MANUEL BUSTAMANTE OLIVARES
ROBERTO DAÑINO ZAPATA
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TULIO DE ANDREA MARCAZZOLO
CLAUDIO DE LA PUENTE
CARLOS ESCUDERO
JORGE JELICIC C.
DRAGO KISIC WAGNER
JUAN KLINGENBERGER
JAVIER LEÓN
ENRIQUE NORMAND
RAUL OTERO
RAMON ROSALES
ALFREDO VALENCIA

RODRIGO M. GUIMARAES
ALBINO CABRAL PESSOA
FERNANDO ULRICH

Qatar
Governor
SHEIKH ABDUL Aziz KHALIFA AL-THANI
Alternate Governor
MADHAT ABDUL LATIF MASOUD
Temporary Alternate Governor
H. E. ABDELKADER B. AL-AMERI

Philippines
Governor
JAIME C. LAYA
Alternate Governor
PLACIDO L. MAPA, JR.
Temporary Alternate Governor
GILBERTO TEODORO
Advisers
MiNETTA AVALA
VICTOR S. BARRIOS
TRISTAN E. BEPLAT
ESCOLÁSTICA B. BINCE
JAIME BLAS
AMADO R. BRINAS
HENRY L. Co
ROMEO Y. Co
REMEDIOS M. COCHICO
ALBERTO F. DE VILLA-ABRILLE
JOSE R. FACUNDO
ARNULFO FUENTEBELLA
EDWARD S. Go
RICARDO KWEK
MARIO LAGDAMEO
BENITO LEGARDA
ERNEST C. LEUNG
PEDRO B. LUCAS
ALEJANDRO MELCHOR
ANTONIO H. OZAETA
HARRY PASIMIO
JUAN QUINTOS, JR.
ANTONIO V. ROMUALDEZ
H. E. EDUARDO Z. ROMUALDEZ
ROGELIO SARMIENTO
MERCEDES B. SULEIK
ELRANI UNAS
ALFREDO M. VELA YO
FERNANDO VELOSO
DELFÍN R. VILLANUEVA
ROLANDO ZOSA

Advisers
JARALLA NASIR AL-ABBHAQ
ABDULLAH AL-ATTIYAH
ISSA AL-MANNAI
JARALLA H. AL-MARRI
NAFEZ ASSAF
NASSER AL HAJRI
AKRAM HAMADAH
RICHARD HARMOUSH
CHARLES F. VANCE

Romania
Governor
PETRE GIGEA
Temporary Alternate Governors
NICOLEA EREMIA
STELIAN DAN MARIN
Advisers
SERGIU CONTINEANU
RADU DUMITRASCU
MARIAN EMIL
STANEL GHENCEA
LIVIU IONESCU
COSTIN KlRITESCU

ION PETRE MADA
EUGEN POPA
EMIL RADU
BORIS RANGHET
VLADIMIR SOARE
IOAN TOCITU

Rwanda
Governor
JEAN BIRARA
Alternate Governor
CELESTIN NDAGIJIMANA
Adviser

Portugal

H. E. BONAVENTURE UfiALIJORO

Governor
MANUEL JACINTO NUNES
Alternate Governor
EMILIO Rui VILAR
Advisers
CARLOS SALDANHA DO VALLE
JOSÉ ANTONIO SILVA GIRAO
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St. Lucia
Governor
HON. WINSTON CENAC
Alternate Governor
GEORGE C. GIRARD
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St. Lucia (continued)
Adviser
GEORGE THEOPHILUS

St. Vincent and the Grenadines
Alternate Governor
H. K. TANNIS, M.P.
Advisers
PETER BALLANTYNE
O. CUFFY

CECIL JACOBS
M.M. SCOTT

Sao Tomé and Principe
Temporary Alternate Governors
OLEGARIO TINY
ISAÍAS TEVES DO ROSARIO TRINIDADE

Saudi Arabia
Governor
H. E. SHEIKH ABDUL Aziz AL-QURAISHI
Alternate Governor
ABDALLAH EL-KUWAIZ
Temporary Alternate Governor
YUSUF A. NlMATALLAH

Advisers
SHEIKH MOHAMMED ABDULRAHMAN
AL-FRAIH
MOHAMMED AL-UOUDEAB
AHMED AL-MALEK
KHALID AL-MASOUD
SHEIKH SULEIMAN S. AL-OLAYAN
AHMED AL-QAHTANI
ABDUL Aziz M. AL-SIDIQUI
SHEIKH ABDULLAH ABDULAZIZ
AL-SUDEARY
SULIMAN AL-WAYEL
AHMED ABDUL ATTI
OMAR CHAPRA
MOHAMMAD SAID EL-HAJJ
S AMIR EL-KHOURI
MAHSOUN B. JALAL
SHEIKH HASSAN MASHARI
MOHAMMAD RAMADY
MOHAMED A. SAADI

Senegal
Governor
OUSMANE SECK
Alternate Governor
MAMADOU ABDOULAYE MBACKE
Advisers
ARISTIDE ALCANTARA
PIERRE BABACAR KAMA
ALIOUNE DIAGNE
BAYORO DIALLO

Aziz DIOP
LATYR FAYE
CHEIKH HAMIDOU KANE
OUSMANE NOEL MBAYE
ADY KHALY NIANG
IBRAHIMA FAMARA SAGNA
DJIBRIL SALL
AMATHE SAMB
BECAYE SENE
EMILE J. SENGHOR
ABOU MALICK Sow
OUMAR ALPHA SY
IDRISSA THIAM
AMADOU WANE

Seychelles
Governor
GUY MOREL
Alternate Governor
J. PAUL STRAVENS
Adviser
MARY STRAVENS

Sierra Leone
Governor
JAMES S. A. FUNNA
Alternate Governor
DAVID MINAH
Advisers
TAMBA P. ALPHA-KPETEWAMA
JAMES K. E. COLE
SAMURA KAMARA
BOCKARIE KARGBO
J. SANPHA KOROMA
EUSTACE PEARCE
M. J. PUGH
CHRISTIAN SMITH
ALWYN B. TAYLOR

Singapore
Governor
TONY TAN KENG YAM
Temporary Alternate Governors
No KOK SONG
TAN BOON Hoo
Adviser
FRANCIS YEO TENG YANG

Solomon Islands
Alternate Governor
PHILIP R. CONEY
Temporary Alternate Governor
MATTHIAS PEPENA
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Sri Lanka

Somalia
Governor
MOHAMUD JAMA AHMED

Governor
RONNIE DE MEL

Alternate Governor
MOHAMUD MOHAMED NUR

Alternate Governor
WARNASENA RASAPUTRAM

Advisers
MOHAMED HAJI ALI
HAUA MOHAMED HASHI
ABDURAHMAN NUR HERSI
H. E. MOHAMUD HAJI NUR

Temporary Alternate Governor
D. LAKSHMAN KANNANGARA
Advisers
TARA DE FONSEKA
L. E. N. FERNANDO
DEVINDA SUBASINGHE

South Africa
Governor
HON. O. P. F. HORWOOD
Alternate Governor
J. H. DE LOOR
Advisers
DEON T. BRAND
FREDERIC G. BROWNE
GERALD W. G. BROWNE
GERHARDUS PHILIP CROESER
W. I. ENGELBRECHT
B. P. GROENEWALD
P. S. O. HORWOOD
C. F. NOFFKE
H. W. E. NTSANWISI
K. R. PRETORIUS
C. J. ROETS
E. W. VAN STADEN
SYBRAND A. VISAGIE

Spain
Governor
JUAN ANTONIO GARCIA DIEZ

Sudan
Governor
BADER EL DIN SULIMAN
Alternate Governor
EL SHEIKH HASSAN BELAIL
Advisers
SALAH MOHI EL DIN
MAMOUN O. MEDANI

Suriname
Governor
R. BRAM
Alternate Governor
J. SEDNEY
Advisers
EDGAR S. R. AMANH
R. E. VAN BOCHOVE

Swaziland

Temporary Alternate Governor
FERNANDO EGUIDAZU

Governor
J. L. F. SIMELANE, M. P.

Advisers
MANUEL ALABARD
RAFAEL BERMEJO
CARLOS BUSTELO
GERMAN CALVILLO URABAYEN
JULIAN CAMPO
MANUEL CONTHE
JUAN DE LA MOTA Y GOMEZ-ACEBO
EDUARDO DE ZULUETA
JOSE L. FEITO
FERNANDO RUBIO FERNANDEZ
MARIANO GARCIA MUÑOZ
DIONISIO GARZÓN
H. E. JOSE LLADO
JOAQUÍN MUNS
ALBERTO Pico
Luis ÁNGEL ROJO DUQUE
Luiz Ruiz ARBELOA
JOSE SARTORIUS
MANUEL VÁRELA
FERNANDO VÁRELA PARACHE

Alternate Governor
H. BRIAN B. OLIVER, C. B. E.
Advisers
PHIWOKWAKHE DLAMINI
DUMISANI HUMPHREY MAVIMBELA

Sweden
Governor
LARS WOHLIN
Temporary Alternate Governor
ARNE LINDA
Advisers
PETER ENGSTROM
KURT-ARNE HALL
SVEN-OLOF JOHANSSON
LARS KALDEREN
KARIN SYLVAN
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Syrian Arab Republic
Governor
MUHAMMAD AL-ATRASH
Alternate Governor
MOHAMED RIFAAT ACCAD
Advisers
HATEM AL-HUSSEINI
RIFAAT AL-NIMR
MOHAMED Y. EL BITAR
MOHAMMED IMADY

Tanzania
Governor
AMIR H. JAMAL
Alternate Governor
CHARLES M. NYIRABU
Temporary Alternate Governor
F. D. MBAGA
Advisers
J. M. ALI
H. E. PAUL BOMANI
F. BYABATO
DONALD J. KAMORI
CALVIN MALYI
TUVAKO N. MANONGI
R. E. MARIKI
S. M. MBILINYI
A. MJENGA
PETER MWOMBELA

Thailand
Governor
NUKUL PRACHUABMOH
Temporary Alternate Governor
CHAVALIT THANACHANAN
Advisers
WARANAT ANUSSORN-NITISARA
SUKRI KAOCHARERN
CHATRI SOPHONPANICH
PAKORN THAVISIN
CHAIYAWAT WIBULSWASDI

Togo
Governor
TETE TEVI-BENISSAN
Alternate Governor
BAWA MANKOUBI
Advisers
ISSA AFFO
TEKALING GEDAMU
YAO GRUNITZKY
B. HAMALUBA
G. M. B. KARIISA
KOMLANVI KLOUSSEH
D. MENSAH

BABACAR N'DIAYE
SEYNI N'UIAYE
O. O. OGUNJOBI
KOMLAN L. Tossou

Trinidad and Tobago
Alternate Governor
V. E. BRUCE
Advisers
CLARRY BENN
JERRY HOSPÉDALES
JOAN JOHN
TERRENCE A. WALKER

Tunisia
Alternate Governor
MONCEF BELKHODJA
Temporary Alternate Governors
MOHAMED BOUAOUAJA
TAHAR SIOUD
Advisers
TAOUFIK BAAZIZ
SADOK BAHROUN
HASSEN BELKHODJA
HABIB BEN YOUSSEF
ABDESLEM BENYOUNES
SADOK BOURAOUI
HABIB BOURGUIBA, JR.
EZZEDINE CHELBI
MOHAMED FANTAR
HABIB HADJ SAID
H. E. ALI HEDDA
MONCEF KAOUECHE
ZINE MESTIRI
CHEKIB NOUIRA
TAWFIK TORGEMAN

Turkey
Governor
TURGUT OZAL
Alternate Governor
NAZIF KOCAYUSUFPASAOGLU
Advisers
CENGIZ ALPER
TEVFIK ALTINOK
GOZEN ALTUNDAG
OKMEN ATAMYILDIZ
YAVUZ CANEVI
YENER DINCMEN
HUSNU DOGAN
GAZI ERCEL
KADIR GUNAY
ISMAIL KAFESCIOGLU
ADNAN KAHVECI
AYDEMIR Koc
ALI KOCATURK
DILEK OKURER
BAHAR SAHIN
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OKAN UCER
GULNUR UCOK

Uganda
Governor
E. R. KAMUNTU
Alternate Governor
LEO KIBIRANGO
Advisers
A. AWORI
Z. K. BUKENYA

R. CARINGTON
RICHARD KAIJUKA
H. M. B. MAKMOT
P. NAKIBUYI-WAMANGA
A. S. NJALA
G. S. ODONG

United Arab Emirates
Alternate Governor
ABDUL MALIK AL-HAMAR
Advisers
HAMAD A. R. AL-MADFAH
NASSER MOHD. AL-NOWAIS
AHMED LUTFI ALI
MOHD. KHALFAN KHARBASH
ABDULLA M. MAZRUI
H. E. AHMED SALEM MOKARRAB
ABDULLAH MOHD. SALAH
N. A. SARMA
IZZAT TRABOULSI

United Kingdom
Governor
RT. HON. SIR GEOFFREY HOWE,
Q. C., M. P.
Alternate Governor
A. D. LOEHNIS
Temporary Alternate Governors
JOHN ANSON
SIR KENNETH COUZENS, K.C.B.
M. E. HEDLEY-MILLER
Advisers
ERIC MICHAEL AINLEY
MARTIN DINHAM
R. H. GILCHRIST
R. E. J. GlLMORE

J. O. KERR
B. QUINN
DEREK F. SMITH
CHRISTOPHER T. TAYLOR
MYLES A. WICKSTEAD
JOHN F. WILLIAMS

United States
Governor
DONALD T. REGAN

Alternate Governor
PAUL A. VOLCKER
Temporary Alternate Governors
THOMAS C. DAWSON
RICHARD D. ERB
MATTHEW P. HENNESEY
THOMAS LEDDY
MARC E. LELAND
R. T. MCNAMAR

M. PETER MCPHERSON
MYER RASHISH
BERYL L. SPRINKEL
DONALD SYVRUD
HENRY C. WALLICH
Advisers
ROBERT B. ANDERSON
STEPHEN AXILROD
NORMAN BAILEY
JOSEPH W. BARR
W. MICHAEL BLUMENTHAL
ELINOR G. CONSTABLE
ROBERT CORNELL
SAM Y. CROSS
WILLIAM H. DRAPER, III
MICKEY EDWARDS
DAVID W. EVANS
HENRY H. FOWLER
BILL FRENZEL
ROBERT D. HORMATS
JERRY L. JORDAN
JACK KEMP
DAVID M. KENNEDY
JERRY LEWIS
ROBERT L. LIVINGSTON
CHARLES E. LORD
CHARLES F. MEISSNER
CONSTANTINE MlCHALOPOULOS
MARY ROSE OAKAR
STAN PARRIS
CHARLES PERCY
NORMAN D. SHUMWAY
LARRY F. SMUCKER
JOHN W. SNYDER
ANTHONY M. SOLOMON
EDWIN M. TRUMAN
RAYMOND WALDMANN
JOSEPH C. WHEELER

Upper Volta
Governor
EDMOND KY
Alternate Governor
ANTOINE W. YAMEOGO
Temporary Alternate Governors
ABDOULAYE FADIGA
DIE MARTIN Sow
Advisers
HAMA BOUBAKAR
KASSOUM CONGO
MARCEL MENSAH KODJO
PATRICE KOUAME
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Upper Volta (continued)
Advisers (continued)
EMMANUEL NANA
ALASSANE OUATTARA

Uruguay
Governor
VALENTIN ARISMENDI ELGUE
Alternate Governor
JOSE GIL DIAZ
Advisers
MARIO AlSHEMBERG DE AMBROSIS
VICENTE ANDREONI
GASTON BARREIRO ZORRILLA
Luis BARRIOS TASSANO
Luis BONOMI
TOMAS Luis BRAUSE
DIEGO CARDOSO
ERNESTO CARRAU
CARLOS A. CAT
MANFREDO CIKATO
KENNETH COATES
MARIO DA SILVA TABARES
JOSE PEDRO DAMIANI
BEATRIZ DAVID
CARLOS MARIA DI GIOVANNI
JORGE ECHEVARRÍA LEUNDA
HEBER FERNANDEZ GUARDADO
Luis GARI
CARLOS LANWAGEN
ROSA LOMBARDI
HECTOR R. MORALES
GASTON MOUSQUES
JUAN OLASCOAGA
JUAN ANTONIO OTEGUI
JUAN CESAR PACCHIOTTI
JACQUES L. PALOMEO
Luis PEDRO PANIZZA
RUBEN PASCALE
MIGUEL PEREIRA
PABLO PEREZ MAREXIANO
Luis FIGURINA
MARIO PRAVIA
FRANCISCO RAVECCA
PEDRO SANCHEZ VÁRELA
JORGE SIENRA
GONZALO SOTO
RICARDO TORTEROLO

Vanuatu
Governor
KALPOKOR KALSAKAU
Alternate Governor
JOHN A. HOWARD

Alternate Governor
RICARDO MARTÍNEZ
Temporary Alternate Governors
ALFREDO LAFEE
ALFREDO MACHADO GÓMEZ
Advisers
ANTONIO AGUIRRE
ALFREDO BELLOSO
ALFREDO CARABALLO
POLO CASANOVA
ARMANDO CHUECOS
CARLOS EMMANUELLI LLAMOZAS
JOSE GABALDON ANZOLA
FRANCISCO GARCIA PALACIOS
LEONOR GONZALEZ
RAMON ILLARRAMENDI
FELIX MIRALLES
ALAIN MORALES
IGNACIO SANDOVAL
MIGUEL A. SENIOR
AQUILES VILORIA

Viet Nam
Temporary Alternate Governors
LE VAN CHAU
PHAN THI MINH
Adviser
HOANG HAI
Western Samoa
Governor
HON. VAOVASAMANAIA R. P. PHILLIPS
Alternate Governor
A. L. HUTCHISON
Advisers
R. CARRUTHERS
R. NEWTON
S. A. PANDIT
LEAUPEPE TAOIPU
PETER TAPSELL

Yemen Arab Republic
Governor
MOHAMMED Y. AL-ADHI
Alternate Governor
ABDULLA AL-SANABANI
Advisers
ABDUL Aziz AL-ZARIGAH
OMAR SALIM BAZARA

Yemen, People's Democratic
Republic of
Governor
MAHMOOD SAEED MADHI

Venezuela
Governor
LEOPOLDO DÍAZ BRUZUAL

Alternate Governor
SALEM MOHAMED AL-ASHWALI
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Yugoslavia
Governor
KSENTE BOGOEV

Alternate Governor
ILIJA MARJANOVIC
Temporary Alternate Governor
H. E. BUDIMIR LONCAR

Advisers
MlLICA BORLJA

MIHAJLO CRNOBRNJA
MILUTIN GALOVIC
TOMA GUDAC
GORDANA HOFMANN
MILANKO IGNJATOVIC
BUDIMIR KOSTIC
DRAGO KRSTULOVIC
GORDANA MARAS
SNEZANA PAJOVIC
BORKA Vucic

KALOMBO K. LUKUSA
H. E. K A SONGO MUTUAL
KAZUMBA LUAULA
MBU IZAMPUYE

Zambia
Governor
HON. KEBBY K. S. MUSOKOTWANE,
M. P.
Alternate Governor
B. R. KUWANI
Advisers
C. L. M. CHIRWA
J. D. MWILA
H. E. P. M. NGONDA
M. G. SAKALA

Zimbabwe
Governor
ENOS MZOMBI NKALA

Zaïre
Governor
SAMBWA PIDA NBAGUI

Alternate Governor
DESMOND CHARLES KROGH

Temporary Alternate Governor
MAWAKANI SAMBA

Advisers
JOHN B. COOKE
A. COPELAND
XAVIER KADHANI
H. E. ELLECK K. MASHINGAIDZE

Advisers
BOBANZA NZELE

I. HAKKI BATUK
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EXECUTIVE DIRECTORS, ALTERNATES,
AND ADVISORS
Executive Directors

Alternate Executive
Directors

Morteza Abdollahi
John Anson
Ariel Buira
Jacques de Groóte
Richard D. Erb
Mohamed Finaish

Omar Kabbaj
Christopher T. Taylor
Miguel A. Senior
Heinrich G. Schneider
Donald E. Syvrud
Tariq Alhaimus

Teruo Hirao
Juan Carlos larezza
Robert K. Joyce
Alexandre Kafka
Byanti Kharmawan
Semyano Kiingi

Akira Nagashima
Raúl T. Salazar
Michael Casey
José R. Gabriel-Peña
Vijit Supinit
N'Faly Sangare

Gerhard Laske
Giovanni Lovato
Paul Mentré de Loye
Samuel Nana-Sinkam

Guenter Winkelmann
Costa P. Caranicas
Anne Le Lorier
Abderrahmane Alfidja

M. Narasimham
Yusuf A. Nimatallah
J. J. Polak
A. R. G. Prowse
Jón Sigurdsson
Zhang Zicun

D. Lakshman Kannangara
Tom de Vries
Benito Legarda
Leiv Vidvei
Tai Qianding

Advisors to Executive
Directors

Silvio E. Conrado
Samir Ramez Abiad
M. Ashraf Janjua
Francisco A. Tourreilles
Guillermo Jauregui
Francis Yeo Teng Yang
E. A. Ajayi
Andrew K. Mullei
Juergen U. Hoist
Patrick D. Péroz
Christian Bouchard
Aliou B. Diao
C. J. Batliwalla
Samir El-Khouri
Kaarlo V. Jannari
Wang Enshao
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Reference List of Principal Topics Discussed1
BALANCE OF PAYMENTS DISEQUILIBRIA
(see also Non-Oil Developing
Countries, External Payments
Position)
Adjustment

10, 16, 18-19, 20, 22, 23, 24, 33, 34, 35,
37, 38, 39, 43, 45, 47, 50, 54, 56, 57, 61,
62, 63, 64, 66, 69, 73, 75, 85, 91, 92, 93,
95, 96, 100, 101, 102, 107, 111, 119, 120,
121, 132, 135, 137, 145, 149, 152-53, 164,
165, 166, 169, 171, 172, 179, 181, 182,
189, 192, 193, 194, 195, 210, 213, 216,
221, 223, 225, 229, 236, 240, 244-45, 246,
248

Demand management policies

16, 19, 24, 26, 72, 96, 100, 114, 145

Fund role in

5, 14, 15, 16, 24, 25, 26, 27, 28, 30, 33,
35, 37, 38, 43, 47, 53, 57, 63, 67, 73, 74,
84-85, 87, 93, 96, 97, 98, 102, 106, 109,
112, 117, 121, 122, 129, 135, 138, 145-46,
150, 154, 169, 175, 179, 182, 183, 189,
197, 206, 209, 210-11, 216, 222, 236-37,
240, 241, 242, 243, 246, 248

Structural and supply policies

68, 71, 72, 96, 100, 178

Financing
from International
Monetary Fund

27, 59, 63, 70, 71, 82, 87, 96, 166-67,
182, 190, 206, 217, 242

from commercial banks

14, 27, 70, 71, 83, 165, 166-67, 171, 179,
182, 192, 241

DEVELOPMENTS IN THE WORLD ECONOMY
Current Situation
and Outlook

9, 29, 30, 32, 36, 38, 41, 45, 49, 51, 56,
62, 65, 68, 72, 78, 92, 95, 98, 100, 106,
110, 119, 124, 133, 136, 141, 144, 149,
173, 176, 191, 192, 195, 210, 212, 214,
219, 221, 224, 238, 240, 247

1
This list relates only to the Addresses and Statements. It excludes discussions
of individual countries, tributes to the host country, and personal tributes. References are to pages.
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DEVELOPMENTS IN THE WORLD ECONOMY (continued)
Developing Countries (See NonOil Developing Countries)
Energy

19, 33, 37, 38, 41, 45, 46, 49, 62, 68, 69,
72, 75, 79, 87, 95, 98, 120, 124, 137, 141,
162, 164, 166, 173, 183-84, 187, 192, 193,
194, 195, 216, 221, 230, 231, 235, 236,
241

Exchange Rates

15, 21, 26, 28, 29, 30, 32, 36-37, 43, 59,
60, 64, 72, 74, 81, 83, 85, 86, 90, 120,
124, 128, 149, 164, 173, 180, 181, 182,
187, 188, 195, 198, 206, 216, 224, 236,
241, 245, 246

Growth and Employment

1, 2, 3, 4, 9, 10, 13, 18, 20, 21, 22, 24, 29,
30, 32, 33, 34, 36, 37, 38, 41, 45, 50, 51,
54, 56, 57, 61, 62, 65, 68, 69, 71, 72, 73,
74, 78, 83, 84, 90, 91, 92, 95, 98, 100,
106, 114, 119, 122, 124, 128, 130, 132,
133, 134, 136, 137, 141, 144, 149, 152,
156, 158, 161, 166, 169, 170, 173, 177,
178, 180, 192, 195, 196, 198, 206, 210,
211, 212, 213, 214, 215, 217, 221, 222,
224, 229, 230, 236, 237, 240, 241, 245,
247

Industrial Countries

3, 4, 9, 10, 11, 12, 13, 20, 22, 29, 35, 38,
49, 50, 51, 62, 66, 68, 70, 72, 91, 98, 100,
101, 107, 114, 119, 124, 125, 128, 133,
134, 136, 145, 146, 164, 166, 170, 171,
180, 181, 192, 193, 195, 198, 206, 208,
210, 212, 215, 217, 221, 226, 238, 240,
245

Inflation

3, 9, 10, 13, 15, 18, 19, 20, 21, 22, 24, 28,
29, 31, 32, 33, 34, 38, 41, 44, 46, 49, 50,
56, 62, 65, 70, 72, 74, 78, 81, 83, 84, 85,
90, 91, 92, 95, 98, 99, 100, 101, 104, 106,
114, 119, 120, 121, 124, 125, 128, 133,
134, 136, 144, 152, 158, 163, 164, 173,
177, 178, 180, 183, 187, 188, 195, 196,
198, 205, 206, 208, 210, 212, 213, 214,
215, 217, 219, 221, 222, 224, 225, 226,
228, 229, 236, 238, 240, 241, 245, 247

Interest Rates

3, 12, 18, 19, 20, 22, 26, 32, 33, 38, 42,
43, 47, 51, 62, 65, 71, 72, 74, 78, 83, 84,
92, 93, 98, 101, 111, 115, 119, 120, 124,
125, 128, 129, 132, 133-34, 137, 141, 142,
145, 146, 148, 149, 155, 156, 158, 164,
173, 180, 181, 182, 187, 188, 195, 196,
206, 208, 215-16, 219, 224, 236, 237, 238,
239, 241, 242, 245, 248
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1, 2, 5, 17, 29, 35, 36, 37, 41, 43, 45, 52,
55, 58, 60, 61, 64, 70, 72, 76, 85, 86, 92,
94, 97, 102, 108, 111-12, 113, 115, 120,
130, 131, 142, 144, 149, 156, 158, 161,
162, 166, 174, 175, 177, 180, 186, 187,
190, 193, 198, 206, 213, 214, 218, 219,
223, 229, 231, 237, 240

Cancún summit

5, 92, 95, 97, 99, 111, 156, 170, 186

Global negotiations

92, 95, 99, 111, 112, 170, 174

North-South Dialogue

73, 89, 111, 156, 158, 210, 240

Ottawa summit

35, 193, 195

Middle-Income Countries

13, 27, 30, 47, 50, 51, 80, 82, 83, 101-102,
135, 156, 165, 171, 172, 179, 195, 206,
213, 226-27, 240

Oil Exporting Countries

38, 50, 58, 60, 73, 102, 104-105, 106, 120,
125, 134, 166-67, 170, 216

Oil Prices

13, 18, 19, 20, 23, 26, 49, 50, 56, 65, 69,
82, 84, 86, 90, 133, 152, 153, 155, 158,
163, 173, 192, 210, 211, 240, 241

Payments Imbalances

9, 22, 23, 32, 33, 35, 37, 48, 50, 56, 58,
60, 61, 62, 65, 68, 70, 71, 72, 90, 92, 95,
100, 106, 111, 114, 119, 124, 128, 129,
132, 136-37, 138, 145, 146, 148-49, 164,
181, 182, 188, 198, 208, 210, 212, 213,
219, 224, 244

Stagflation

3, 22, 29, 33, 49, 51, 78, 100, 110, 134,
152, 153, 177, 225, 238, 245

Trade
General remarks

2, 4, 5, 11, 16, 38, 39, 49, 51, 57, 74, 82,
87, 88, 100, 142, 156, 191, 193, 221

Liberalization

26, 57, 63, 66, 87, 90, 114, 132, 150, 156,
182

Protectionism

10, 11, 12, 13, 17, 21, 22, 24, 30, 35, 3839, 43, 47, 51, 57, 63, 66, 72, 75, 87, 92,
98, 101, 111, 120, 124, 128, 132, 137, 141,
142, 149, 150, 153, 158, 166, 171, 180,
181, 185-86, 187, 188, 193, 195-96, 199200, 211, 212, 213, 226, 231, 236, 238,
245

Volume of

57, 136, 158, 164, 173, 174, 191
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INTERNATIONAL MONETARY FUND
Annual Report

3, 14, 18, 43, 68, 72, 124, 133, 136, 164,
168, 169, 191,210,214,219

Articles of Agreement

16, 33, 59, 75, 104, 121, 130, 147, 151,
176, 217,218

Borrowing

16, 25, 33, 35, 36, 43, 47, 53, 59, 63-64,
66-67, 71, 73, 87, 93, 94, 97, 99, 112,
118, 121, 129-30, 135, 138-39, 147, 154,
167, 168-69, 183, 190, 193, 207, 211,
217-18, 220, 222, 240, 242, 246

Liquidity position

25, 33, 59, 63, 64, 66, 67, 70, 93, 109,
129, 135, 154, 176, 183, 220, 222

Collaboration with the
World Bank

26, 52-53, 55, 118, 138, 142, 146, 156,
169, 198, 209, 212, 218, 238

Development Committee
Task force on concessional

14, 78, 79, 104, 133, 157, 162, 171
flows

Task force on non-concessional
flows
World Development Report

Interest Rates, Proposal for Supervising
Members' Policies on

80, 104, 112, 168
80, 112, 123

1, 13, 36, 48, 60, 78, 88, 93, 97, 108, 164,
165, 185-86, 191, 192, 205, 208, 211, 213,
214, 239
132

Interim Committee

27, 32, 33, 34, 35, 36, 43, 103, 104, 109,
114, 118, 131, 133, 157, 162, 169, 171,
182, 210, 240, 246

Observer Status

105, 207, 227

Position of
Developing Countries
Position of
Industrial Countries

27, 30, 33, 35, 37, 52, 102-103, 130, 13940, 143, 162, 190, 209, 226-27, 239
16, 28, 103, 135, 146, 206

Quotas
General remarks

16, 33, 59, 66, 67, 70, 75, 86, 97, 117, 121,
129, 130, 131, 138, 139-40, 147, 150, 180,
182, 190, 193, 207, 225, 237, 240, 246

Eighth General Review

16, 25, 26, 33, 36, 43, 47, 48, 54, 59, 63,
67, 70-71, 86, 93, 97, 99, 103, 112, 118,
121-22, 139, 147, 150, 151, 154, 169, 176,
180, 183, 190, 193, 197, 207, 209, 211,
217, 222, 242, 246

©International Monetary Fund. Not for Redistribution

REFERENCE LIST OF PRINCIPAL TOPICS DISCUSSED
Seventh General Review
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16, 25, 97, 112, 168, 180, 197, 207, 217,
224

SDRs
Allocations

16, 33, 36, 43, 44, 53, 54, 64, 67, 70, 74,
75, 94, 97, 99, 103, 104, 109, 112, 118,
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Brandt Commission
CAP
CEC
CIEC
CARICOM
Committee of Twenty

Common Fund
DAC

Development Committee

EC
ECU
EEC-ACP

ECOSOC
EMS
FAO
GATT
GDP
GNP
Group of Twenty-Four
Group of 77
IBRD
IDA
IFAD
IFC
IFI
IMF
Interim Committee

Bank for International Settlements
Independent Commission on International Development Issues
Common Agricultural Policy of European Community
Commission of the European Communities
Conference on International Economic Cooperation
Caribbean Community
Committee on Reform of the International Monetary
System and Related Issues
Common Fund Under the Integrated Program for
Commodities
Development Assistance Committee (of the Organization for Economic Cooperation and Development)
Joint Ministerial Committee of the Boards of Governors of the Bank and the Fund on the Transfer of
Real Resources to Developing Countries
European Community
European Currency Unit
Lomé Convention—Agreement between member states
of European Community and Asia, Africa, Pacific
Economic and Social Council of the United Nations
European Monetary System
Food and Agriculture Organization
General Agreement on Tariffs and Trade
Gross domestic product
Gross national product
Intergovernmental Group of Twenty-Four on International Monetary Affairs
Group of 77 Developing Countries
International Bank for Reconstruction and Development (World Bank)
International Development Association
International Fund for Agricultural Development
International Finance Corporation
International financial institutions
International Monetary Fund
Interim Committee on the International Monetary
System
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LIST OF ABBREVIATIONS
LDCs
LIBOR
MFA
OAU
ODA
OECD
OPEC
PLO
SAL
SDR
UN
UNCTAD
UNIDO
UNDP
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Less developed countries
London interbank offered rate
Multifiber Arrangement
Organization of African Unity
Official development assistance
Organization for Economic Cooperation and Development
Organization of Petroleum Exporting Countries
Palestine Liberation Organization
Structural adjustment lending of the IBRD
Special drawing right
United Nations
United Nations Conference on Trade and Development
United Nations Industrial Development Organization
United Nations Development Programme

Note: Throughout this book the $ symbol refers to U.S. dollars. Other dollar
currencies are identified by a preceding initial.
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