
1 A MARS 1973b
AFRICAN MINISTERIAL CONFERENCE AB3/C0NFMIN/73/t'/P/-

£££ SPANISH
[ijjlj/ Di stri ution :

Abidjan, 2nd May 1Ç73 RESTRICTED

Á3

(3ANCEPAC) I-IELD AT ARECUIPA. PERU. FROM 19 - 24 JUNE 1972

by

Javior MARQUEZ

CEMLA MONTHLY BULLETIN - VOLUME XVIII N°.7

JULY 1972

Report presented to the meeting of
the group of experts responsible for
the preparatory studies.

Abidjan, 2 6 - 28 February 1Ç73

THE AFRICAN DEVELOPMENT BANK IS NOT BOUND 3Y THE OPINIONS EXPRESSES

L CONFERENCE

2nd May 1Ç

IN THE WORKING PAPERS



THE REFORM OF THE IHTBRIIATIOIIAL MONETARY SYSTEM

SOME ASPECTS OF INTEREST TO THE DEVELOP DIG COUNTRIES

1. In all the discussions on the reform of the international

monetary system, in my opinion the developing countries have
been concentrating too much on two aspects: (a) their participa¬
tion in the negotiations on the reform, and (b) the establishment
of a link between liquidity creation and development financing.

2. The developing countries first set up the "Group of 24"
as a forum for co-ordinating their positions on the first of
these aspects. This was followed by the decision to set up

the "Committee of 20" as a focal-point for high-level negotia¬
tions. Their wish to take an active part in the negotiations
has therefore largely been satisfied, although there are still
doubts as to v/hether the developing countries are adequately
represented on the Committee of 20.

3. The situation is much less satisfactory as far as the
link is concerned, and the industrial countries are opposing
considerable resistance to the concept itself.

My view is that the developing countries have jeopardized
their position by insisting"on the link as a means of allocating
resources for development financing. I believe that they would
be more likely to achieve their ends if they stressed the fact
that the link could be a particularly suitable instrument for the
distribution of SDRs to industrial countries that are short of

reserves.

In point of fact, the link can add very little to the sum

total of external aid compared with the existing shortfall in
respect of the "1% of GNP" target set by the DAC countries.
Even if, in 1970, the United States had made an outright gift
of all the SDRs it received (equivalent to 866.9 million dollars),
the figure of 1% would still not have been attained. Aid

provided by the United States amounted to the equivalent of
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0.6%, and the addition of SDRs would still only have raised the
figure to below 0.71%, which is still a long way off the target.
Moreover, even the most optimistic people do not expect the
link to be accepted for all SDRs allocated to the industrial
countries under the existing system of distribution (a figure
of 50%> or even less has been quoted).

Furthermore, many people are convinced that the industrial
nations would not use the SDRs link to supplement the official
aid they provide through traditional sources but would instead
use it as a substitute by reducing the latter in the same

proportions, since the system recommended makes it impossible
to conceal the aid effort or to avoid going to Congress. If
that were the case, the creation of the link would be disastrous
for Latin America. The fact is that many countries in our region
are debarred, by their slightly higher level of development,
from having access to concessional loans from the international
institutions. If the aid through other channels is cut, it is
quite possible that the increase in concessional loans which
the region would receive as a result of the link would not

make up for what it xvould lose owing to the corresponding
contraction of other official aid. It is to be noted that, from
1968 to 1970, each member country of CIAP only received an average

of 9.27 million dollars from IDA (which would be allocated the

SDRs) whereas other forms of official aid for all these countries

amounted to 1,054 million dollars, of which 586 million came from
the United States and 373 million from international institutions

other than IDA.

Furthermore, I see no way of distributing SDRs to the
places where they are most needed other than by linking them
to exports, and by that I am thinking rather in terms of exports
to the developing countries. In other words, I accept the
proposed link concept, which is generally assumed to mean

that IMF would distribute SDRs to one or more international

financing institutions so as to enable them to make concessional



loans to the developing countries for specific projects or

programmes. Ac the SDRs are spent, they would go to the
countries supplying capital goods and would swell their reserve
without importers or any other country suffering a deficit as a
result. This is the aim being pursued. Liquidity is increased
and fosters both economic activity in the countries that export
capital goods and economic development in the developing
countries.

The concept of aid granted by individual industrial
countries to developing countries is abolished. Aid is granted
to the world in general to act as an incentive to economic
activity and development, and to increase international
liquidity to the extent that is determined. Countries which
do not wish to increase the volume of their economic activity
connected with exports, or their reserves, can follow up the
same policies as they would have followed in such circumstances
before the existence of SDRs. It is difficult to avoid the

impression that the industrial countries opposing the link
are those which do not consider themselves internationally
competitive in the products on which SDRs would be spent, or
those which do not want to increase their exports for fear of
inflationary consequences but do not want to take compensatory
measures either.

4. 3ut, however important this aspect of a possible reform
may be, it is by no means the only one and if the developing
countries do not use their influence to ensure that the other

problems are also discussed and are solved in line with their
interests, they run the risk of finding that these problems are
not dealt with at all or that they are solved in a thoroughly
unsatisfactory manner, for want of having prepared their
positions clearly on each specific issue. In short, it is
extremely important for the developing countries to exercise
some influence on the themes involved in discussions of the
reform so as to ensure that a number of important subjects



are not disregarded, so that all the relevant aspects are taken
into account. I shall discuss some of these important topics
below and give my personal views on them.

5. One important aspect of any reform is the strengthening
of IMF so as to ensure that it will have more influence on the

policies of various countries, especially those whose decisions
have an effect on the world in general, i.e. the industrial
countries. It has been amply demonstrated that countries do
not always behave in a manner befitting their international
responsibilities if there is no authority to guide then.

For good measure, the HIF would have to be given

authority over what has been called the "adjustment mechanism"
of the balance of payments. It is not only a question of
accepting discipline but also one of having discipline applied
in a manner that is not prejudicial to the developing countries
if if has to be restrictive, and that favours them when it is

given freer rein. For example, industrial countries in deficit
which have to impose restrictions should do so on their imports
from the other industrial countries and on their capital outflows
towards such countries, but their trade with, and financial aid
to, the developing countries should not be affected. The very

prosperous countries should be particularly liberal in their
trade with the developing countries and in the aid they grant
them.

In the same context, we could consider the problem of the
influence of the developing countries on the scope of IMF1s action.
This is undoubtedly a major problem and it is difficult to arrive
at a solution that is favourable to our interests. The greater
our influence, the more resistance the industrial countries will

oppose to the authority of the IMF. Perhaps the developing
countries nay have to accept the fact that only one group of
industrial countries can control another but some progress will
have to be made if this control is to be exercised within the

IMF, where the voice of the developing countries can be heard,
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instead of outside it as at present.

6. In the monetary field, the developing countries should
clain the type of privilege which it has already been agreed
that they deserve in other fields, such as trade or that of
resources for development financing. This is a difficult concept
to apply within the IMF framework, but it might be possible if
the operating norms of the IMF could be slightly "stretched" in
their favour. For example, it could be suggested that:

(a) The developing countries should not be limited
to their quotas in their drawings on the Fund;

(b) Distribution among the various credit tranches
should be eliminated for the developing countries
and there should not be any substantial differences
in the conditions required for drawing on each one;

(c) Repurchases should not necessarily be at a fixed
term but should depend on the balance of payments
situation;

(d) Interest rates should be reduced in cases where
external debt servicing becomes too heavy a burden;

(e) Development efforts should be a favourable factor
in determining access to IMF facilities, in respect
of both amounts and terms; etc...

7. The developing countries should aim at increasing their
quotas in the IMF so as to enhance their access to its facilities.
This could be achieved both by uniform increases in quotas and by
selective increases.

The drawback to the second approach, however, is that
selective increases in such quotas 'would reduce the relative
voting strength of the industrial countries - something which
may be "non-negotiable" - and would have the effect of relatively
reducing the availability of the currencies most widely used in
international financial relations. There is no point in consenting

_
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to a significant increase in the quotas for the Cartagena
Agreement group of countries if more dollars, or marks, or

yen are not available to take advantage of the increase.

The drawback to the first approach is that, within the
present system, a uniform increase in quotas would reduce the
relative voting strength of the developing countries.

Two solutions could be envisaged: on the one hand, it
could be decided that selective increases would not be accompanied

by increased voting powers and the General Agreement to Borrow
could be institutionalised (to avoid a shortage of the principal
currencies); on the other hand, general increases in quotas could
be accompanied by increases in the votes of the members of the
IMF as countries.

8. One subject which the developing countries have singled
out is the need to change the present meaningless formula for
distributing Special Drawing Rights.

This subject is closely bound up with that of the link
between the creation of SDKs and development financing. If the
link is not created, the modification of the formula sssûmes

decisive importance.

9. A separate problem, which sometimes gives rise to serious
conceptual difficulties, is the present strict separation between
monetary problems and short and long-term financing problems, as

well as general economic problems. In my opinion, there is no

basis for this dichotomy, whose only effect is to create serious
problems and prevent any progress. I do not think that there is
any justification for separating trade problems from exchange

problems, or for separating export financing from the financing
of investments to produce industrial or agricultural goods for
export.



As a concrete step, and by way of example, IBRD should
be able to use its temporarily idle balances for short-term

financing and the IMF should be able to use part of its net
income or the profits countries may obtain from a possible
revaluation of gold, for example, to subsidize the interest
rates the developing countries have to pay on the international
market or, in other wor'ds, to lighten the burden of external
indebtedness.

10. Basically, all these problems stem from the need to make
the present system based on gold and reserve currencies less

arbitrary and more amenable to discipline. A system based on

reserve currencies, whether there be one such currency or several,
is not subject to discipline, since the amounts available will

always depend on deficit of the balance of payments of the
countries issuing such currencies. Gold is arbitrary because
its supply depends on mining contingencies and on the behaviour
of gold-hoarders and speculators.

But the fact is that gold will continue to be held in

reserves for some time to come. Even the most ardent partisans
of the demonetarization of gold, of which I am one, appear

resigned to this fact of life.

Now if the price of gold on the market is much higher than
the official price and the anticipated non-speculative demand
suggests that the differential ltfill persist, the gold countries
hold in their reserves will be frozen. Countries will not even

cut the differences in their balance of payments by transferring
gold. They will act in their international economic dealings as

if their reserves had decreased by the amount of their gold
holdings (and of SDRs denominated in gold). A deflationary
prejudice will be introduced into the system.

At the present time, there are probably more than 50,000
million dollars' worth of gold and SDRs frozen in various

countries' reserves.



The way to eliminate this is to revalue gold to a level
higher than the price non-speculative demand is prepared to pay.
The monetary authorities should then buy and sell gold on the
market at that price.

11. There has been a great deal of talk about the injustice
of allowing this advantage to countries v/hich have accumulated
the largest amount of gold, i.e. the industrial countries.

Perhaps the revaluation of gold should be preceeded by
a redistribution of reserves. But the proposal made by South
Africa in 1965 is more interesting, namely that proceeds from
the revaluation of gold should be used for development financing.
This would constitute a form of link between liquidity creation
and such financing.

One important aspect of the sane subject is that of the
convertibility of the dollar which many people consider essential
if the United States is to impose the necessary discipline on

its balance of payments. However, for a decision to be taken
on the convertibility of the dollar, it will be necessary to
find some way of consolidating a substantial proportion of the
dollars that are now to be found in certain countries' reserves

(as many people have suggested), or to revalue gold. If gold is
revalued to a sufficient extent, the United States could offer
to make the dollar convertible again, as there would be less to
be gained from converting it into gold.

This form of convertibility for the dollar is no doubt
incompatible with the idea of devoting the proceeds of revalua¬
tion to development financing, and the inflationary danger many

people see in revaluation pure and simple would still exist.

It follows that the only way to maintain gold as a reserve

component without causing an upheaval would be to revalue it by
a substantial amount, e.g. to 75 or 100 dollars an ounce, so

that the system would become stable for several years to come,

in fact until the growth in private demand triggers off another
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crisis and the problem cones back on the carpet once again for
discussion.

In the meantime, there will be a gradual moving-away from
the ideal of an international monetary system in which the volume
of liquidity is rationally determined, free from the vagaries of
gold production, the habits of gold-hoarders and industrial demand.




