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Foreword 

Only a few years ago, the subject-matter of this paper would have been 
considered marginal by many observers of international economics 
and politics. Today, it is almost too central. Concern over the stability 
of the world financial and monetary systems, and over the impact of 
developing countries on that stability, is the everyday grist of the 
popular media. 

This change is exceedingly important but also exceedingly complex 
and fast-moving. Power and bargaining relationships are evolving. 
Many actors ate at work, directly. and through proxies, in shifting 
combinations. The process is driving home the clearer realities of 
interdependence. 

Against this kind of background, 'North-South controversy', in its 
traditional terms, can easily seem somewhat artificial and dated. In-
deed, the study before us is basically retrospective and deals with a 
number of historically set positions as well as a few more current 
developments. While the study should be read in this context, and 
while the author makes no claim to presenting a comprehensive anal-
ysis of this rapidly-changing picture, the Institute does believe that she 
clearly traces, for a non-specialist reader, some important roots and 
enduring issues that must figure in any eventual reform of the world 
monetary and financial systems. 

The Institute was pleased to be able to sponsor the publication of this 
work by Deborah Coyne as a contribution to awareness and un-
derstanding of these issues. We gratefully acknowledge the comments 
of two external reviewers on earlier versions of the manuscript. We 
also wish to acknowledge the in-house roles played by Bruce Campbell 
and Douglas Williams, Research Officers, Roger Young, Senior Re-
search Officer, and Maxwell Brem, Senior Editor, in steering this 
project, at different stages, from conception to publication. 

Bernard Wood 
Director 



Part One: The Political Framework . 

1 Introduction to the Issues 

The decade of the 1970s will probably be recorded as the one in which 
the North-South cleavage in international relations attained equal im-
portance with that of the traditional East-West divide. The cataclysmic 
events of the early 1970s, most notably the abandonment of the gold 
exchange standard by the United States in 1971, the resultant abandon-
ment of the fixed exchange rate regime, and the quadrupling of oil 
prices by the Organization of Petroleum Exporting Countries (OPEC) 
in 1973, served to alter significantly the structure and mechanisms of 
the international political economy. New actors and institutions 
emerged, old ones gained in prominence, others receded into the 
background. 

Perhaps the most eloquent expression of this climate of change was 
found in the call for a New International Economic Order (N1E0) at the 
Sixth Special Session of the United Nations in April 1974. The Declara-
tion and Programme of Action called on all states, inter (ilia, to work 
towards a new international economic order based on: 

. . . equity, sovereign equality, interdependence, common interest 
and cooperation among all States, irrespective of their economic and 
social systems which shall correct inequalities and redress existing 
injustices, make it possible to eliminate the widening gap between the 
developed and developing countries and ensure steadily accelerating 
economic and social development and peace and justice for present 
and future generations.' 

For many observers, this strident call marked a watershed of history. 
But its precise meaning as well as its implications for the international 
political economy were by no means clear. A myriad of questions 
arose. Did the 'new order' imply a major restructuring of the in-
ternational political economy, or merely an incremental improvement 
in the existing structure and mechanisms? Did the terms 'developed' 
and 'developing', 'North' and 'South' have any useful empirical cpn-
tent given the increasing heterogeneity among nations? And how 
should the industrialized countries respond to this political offensive 
by the developing countries? More particularly, should the Northern 
strategy focus on the selective cooptation of the newly-rich oil export-
ing states and newly industrializing countries so as to defuse the 
growing confrontation, or should the developed states seek more 
meaningful cooperation with developing countries in general? 

'United-Nations General Assembly, Resolutions of the Sixth Special Session: "Declaration on the 
Establishment of a New Internat. al Econom ic Order'', and "Programme of Action on the Establish-
ment of a New International Economic Order", 32016-VII Mar I, I974. as in B.P. Me , 
lhahwue: The NeW interrnitiOnal Order (Oxford: Pergamon Press, 18180, p.87. 
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The North-South Divide 

In the 1980s, uncertainty surrounding the North-South dimension of 
international relations has continued. Indeed, there are many who 
assert that the North-South dichotomy is obsolete and irrelevant in 
today's complex world. Whereas 'North' may refer to all rich (non-
communist) industrialized countries with an average annual per capita 
income of more than $2,000, 'South' subsumes a wide variety of well 
over 100 states at many different levels of development, ranging from 
'oil exporters' and 'newly industrializing countries' (the latter in-
creasingly referred to as N1Cs) to the United Nations'-designated 'least 
developed countries' or the World Bank's low-income developing 
countries'.2 Several oil-rich states are beginning to rival the North in 
terms of their control over economic resources, while the NICs are 
recording the fastest growth in their share of the world's manufactur-
ing output. The least developed or low-income country groupings 
have the lowest per capita national incomes and/or the bleakest 
development prospects. 

Despite these disparities within the South itself, the terms 'North' and 
'South' are nonetheless far from devoid of psychological, political and 
economic content and are able to assist our understanding of in-
ternational relations.3 As long as the industrialized North, with only 
30 percent of the world's population, has over 80 percent of the income 
and wealth, relations between developed and developing states, 
regardless of differences within the latter, are still viewed pre-
dominantly as a bipolar struggle between rich and poor, strong and 
weak, have and have-not states. 

The broad purpose of this volume is to examine a particular aspect of 
North-South economic relations, namely the debate over the structure 
and operation of the international financial and monetary system. In 
order to stay within manageable limits, the study will focus on the two 
major multilateral financial institutions — the International Monetary 
Fund (IMF) and the World Bank — and their respective roles vis-a-vis 
the financing requirements of developing countries. 

At issue, in general terms, is the inadequate flow of financial resources 
from North to South to finance not only trade deficits (the foreign 
exchange gap) and general developmental programs (the domestic 
savings or investment gap), but also, more recently, the cost of servic-
ing foreign debts. 

On the one hand, many governments and observers from the South 
argue that basic changes in the framework of international financial 
and monetary arrangements are now required in order to accelerate the 

=See Appendix, Classification of Countries. 
'See generally, R D. Hansen, Beyond the Norlh-Sonth Stalemate (New York: McGraw-Hill, 0179). for a 
contrary view, see M Camps and C. Gwin, Collective Management. Ifw Reform of Clobal EcOnelith-
Organivainnos (New York: McGraw.Hill. 1981), Chapter I. 

flow of financial resources in such volume and on such terms as to 
promote both self-sustaining economic development and a more equi-
table distribution of the world's resources. On the other hand, many 
governments and observers in the North argue that narrowing the 
income gap between rich and poor states and promoting economic 
development requires more than mere transfers of resources. The 
achievement of such goals is predicated not only on a healthy, efficient 
world market economy, but also on fundamental internal political and 
economic reforms within the developing countries themselves to en-
sure that the benefits of any international economic interaction trickle 
down to all citizens.4

This controversy over the international financial and monetary order 
crystallized and assumed momentum in the early 1970s. By that time, it 
had become evident that international efforts to promote economic 
development and, in particular, to eliminate absolute poverty had 
palpably failed. In fact, not only had few less-developed countries 
reached the 'take-off' point,' but also the overall income gap between 
North and South had widened. Thus, when the OPEC states were 
successful in quadrupling oil prices in 1973 and radically shifting the 
balance of economic power in their favour, all developing countries 
seized the opportunity to advocate major changes in the international 
economic order. 

A prominent component of the NIE0 manifesto in 1974 dealt with the 
role of the multilateral financial institutions in maintaining and shap-
ing this economic order.' The South called for more effective participa-
tion of all states in economic decision-making and the active involve-
ment of the IMF, World Bank and other international bodies in narrow-
ing income differentials between rich and poor states. These demands 
reflected the South's goal to use the multilateral financial institutions as 
major conduits for the transfer of financial resources from rich to poor 
states. Traditionally, these institutions have provided less than 
10 percent of total net transfers to developing countries and are still 
seen by the North as merely a supplement to bilateral aid efforts and a 
catalyst for private capital flows. 

From the North's perspective, the primary function of institutions such 
as the IMF is to contribute to a stable, efficient financial and monetary 
system which will facilitate unimpeded transfers of capital, goods and 
services. In this way, an optimal allocation of scarce resources will be 

NIL Leff, "The New Economic Order -- Bad F 'cc, Worse Politics". v 24 (Fall-
1976), pp. 216-217; and coniments by Margaret Thatcher and Ilelinut Schmidt in Friedrich Fbert 
Foundation led.), 'Towards Om: Wort& biter Responses to the Brain(1 Ripiri (London: M 
Temple Smith Ltd.. 11)81), pp. 104-116. 
'The term is used in W. W. Rostow. Sloyes 1,1 ECI,111 ttttttt eifth (2nd MT. (I Inn: Cambridge 
University Press. 14711. 

'Much has been written on I Ii, subsiantive demands of the NIF.O. See. for example. I N Bliag,wati 
(ed.). the New NO oahmial I sough: (into he North-Seulit Debate (C.111111`tidgC Ma.. Ml) Press, 
1977); Sarivan1 and C) la nkowilscb Ihe N6e loner national I, 0,1011114 Oidel Chansing 
Prhounes the losternational .•INendo ((him& Pergamon Press. 1980) 



assured, and both global economic growth and overall welfare will be 
maximized. The industrialized countries therefore reject proposals to 
use the international financial institutions as vehicles for a major trans-
fer of resources from North to South for general development pur-
poses. In their view, the IMF and World Bank are mandated to provide 
a particular type of external finance: respectively, short-term loans for 
balance of payments purposes, and longer-term loans mainly for 
specific projects. This complements the other traditional sources of 
external finance for development, such as direct foreign investment 
and suppliers' credits, official government-to-government loans, bi-
lateral aid and official development assistance (ODA).. 

The industrialized countries further resist the idea of democratizing 
the institutions. A system of voting weighted according to contribu-
tions to the capital base is considered essential by the North to protect 
creditors' interests and ensure prudent loan operations.' 

In light of these diametrically opposed positions, a virtual stalemate 
has emerged on the question of major reforms. And yet developments 
since the mid-1970s have given new impetus to the South's demands 
for major changes. 

The Rise of Debt Crises 

During the 1970s, glaring deficiencies in the system of development 
finance became manifest, particularly after the oil price shocks of 1973 
and 1979 which intensified the need of developing countries for ex-
ternal finance. 

In the 1960s and early 1970s, most transfers to developing countries 
consisted of official bilateral aid flows — primarily grants and con-
cessional loans. Private finance, mainly direct foreign investment and 
suppliers' credits, amounted to about 20 percent of net capital flows. 
As a result of the deep Western recession, ODA transfers have stag-
nated and by 1982 they represented a mere 0.38 percent of the GNP of 
the Western donors,' well below the 0.7 percent target set in 1968 in the 
euphoric days of the First Development Decade. 

As shown in Table 1.1, increased lending by private foreign banks 
considerably offset the decline in ODA flows in the second half of the 
1970s. There was also a dramatic growth in the rate of private foreign 

Official Development Assistance (ODA). according to the I kwelopment Assistance Committee ol 
the OECD, consists of 1,fficial transfers with a grant element 1,1 more than SO percent made either 
through bilateral channels or to multilateral institutions. 

"R N Cooper, "Prologiimena to the Choice of an Internatiiinal Monetary System-, Inierliaikuldi 
Oro111Zoli  29 (Winter 1979, pp 92-97; and see generally. M. Camps. Celin tire Manayeinent. 
Chapter 3. An excellent general discussion of the quest ion 01 odwy, ill S. 7, .1. 
-Voting in International rconomic Organizations", Amemon IOU Mil of International Law 74 (IW), 
pp ',WWI 

'Organisation for Economic (ii -operation and Development. I lerelopinent Co-opaalson 411111 
P0111 It,  it the Aleirrber, ../ the I )111.14.; ttttt Asst.:fame Commafre MTH. 11. (Par ()I ( It181). I able 
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investment, although the momentum was not sustained, and since 
1975 growth in levels of investment has fallen behind the rate of 
inflation.  More than 80 percent of such foreign investment was 
channelled to the more advanced middle-income developing countries 
which have brighter export and development prospects. These same 
countries also benefited most from the new flows of private bank 
lending. 

The surprising success of the middle-income developing countries in 
tapping international financial markets as shown in Table 1.2 has since 
backfired, and the borrowers lace severe debt servicing problems. But 
while the debtor nations' need for finance has never been greater, their 
creditors, the multinational banks, have reduced the volume and 
maturity composition of loans and widened the interest spreads. With 
more than $660 billion in short- and long-term external debt outstand-
ing by 1983,1 1 non-oil exporting developing country debtors pose a 
certain threat to world financial stability if there is a major default. 
External finance is urgently required merely to service existing debt, let 
alone supply new development needs. 

N1eanwhile, for the less creditworthy, low-income developing coun-
tries hit by the slowdown in the growth of aid flows, prospects remain 
bleaker than e‘ er. They must compete for limited aid funds with richer 
developing countries no longer able to rely on commercial finance. 

New Receptivity to Change? 

The South's desire to reduce its reliance on fickle financial flows — 
whether bilateral ODA, direct foreign investment or private bank 
lending — lies behind the South's renewed emphasis on channelling a 
greater quantity of finance on a more automatic and less conditional 
basis through the international financial institutions. Demands such as 
those contained in the Brandt Commission reports of 1980 and 1983 call 
for a more integrated approach to development finance, perhaps sub-
jecting the IMF and World Bank to the jurisdiction of the United 
Nations, as well as for massive multilateral rese - irce transfers and a 
general reorientation of the international financial and monetary order 
toward issues of economic development and greater distributional 
equity.I2

"'World Bank, World Perclopmerif Reperl, 1981, pp 51-52, where it ', also noted that the form i i ihrui 
foreign inYestment has changed Intra-company loans supplement equity pariii Talton. and many 
transnational,  satisfy- their financing needs hv borrowing duet (Iv in the I - uroconient v market or 
from 1,Kal banks, rather than obtaining loans front patent -Innis 

'International Monetar% Fund, World Oulloot. iasional Paper No 21. %%ashington. I ( 
May 1981 Table 32. p 

'Independent Commission on International Development I,..ues 1111). Nuith iouth 
I,, Shri.ipal(1 he Brandt Rep,,11). (C. ambridge, Alas, 198(t). pp 221 282. and W Blandt ct 
at . 1 -1.111,I10,1 South Cooperation ter 11'orld ontInn• l'in 11,4,1, I 1.1 10$11. 
pp 4(J-II I 
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The North still opposes such sweeping proposals and permits only 
incremental changes to the structure and operations of tlw IMF and the 
World Bank while respecting their separate economic jurisdictions. But 
there are signs now of a willingness to consider more far-reaching 
changes, particularly concerning the role of private financial in-
stitutions. Faced with the prospect of having to bail out private North-
ern banks to avert a collapse of the international financial system, 
industrialized countries are prepared to discuss initiatives aimed at 
increasing the involvement of the international institutions to avoid 
such a situation in future. 

In May 1983, at a meeting of ministers and officials from the member 
countries of the Organisation for Economic Co-operation and Develop-
ment (OECD), France called for an international conference on mone-
tary reform with the aim of returning to fixed exchange rates." This 
was opposed by the United States, although, subsequently, at the May 
1983 Williamsburg summit, the Western leaders agreed to consider a 
world monetary conference to examine ways to improve the in-
ternational monetary system. The United States has also proposed that 
the IMF expand its role by strengthening links with the General Agree-
ment on Tariffs and Trade, the major trade policy organization, in 
recognition of the interrelationships between trade and finance poli-
cies. Particular reference was made to the fact that developing coun-
tries will be unable to service their foreign debts unless they can 
generate adequate export earnings. The urgent need for reform of 
international financial arrangements has also been the subject of a 
recent Commonwealth Study Group report, Towards a New Bretton 
Woods: Challenges for the World Financial and Trading System, and has 
been discussed by Commonwealth heads of government and finance 
ministers. 

These proposals are significant insofar as they contemplate a major 
restructuring of financial and monetary relations. It remains to be seen, 
however, to what extent opinion may converge between North and 
South on the specific roles and responsibilities of the international 
financial institutions toward economic development. 

The rest of this study examines the North-South dimension of the 
international financial and monetary order, beginning in Chapter 2 
with an overview of the evolution of the North-South debate and the 
gradual orientation of the IMF and the World Bank toward the' de-
velopment concerns of their less affluent members. In Chapters 3 and 
4, the structure and operations of the Fund and the Bank will be 
analyzed from the perspectives of both North and South, with special 
attention to the contribution that these institutions have made to 

Exchange rate pi ilicies create major divisions among t W(!) nations-, The Clobe Alai, ( I to), 
May 13, 1983, p 83 

economic development and to a more equitable distribution of finan-
cial resources among states. Finally, Chapter 5 will focus on the emer-
gence of private multinational banks as major vehicles for financial 
transfers to certain developing countries. The implications of this phe-
nomenon for global financial stability and international economic man-
agement, particularly with respect to the IMF and the World Bank, will 
be highlighted. 



2 Money, Finance 
and North-South Politics 

In the 1960s and 1970s, the international monetary and financial sys-
tem, established after the Second World War at Bretton Woods, came 
under increasing stress. At the same time the less developed nations, 
which had been excluded at Bretton Woods, stepped up their demands 
for change. This chapter reviews the principal developments that 
occurred during this period in the evolution of the North-South dimen-
sion of the international financial and monetary order. 

Bretton Woods and After 

The Bretton Woods System established in 1944 refers to the postwar 
economic order based on free flows of capital, goods and services, and 
Freely convertible currencies, initially at fixed par values. This order 
was a reflection of the American vision of a free, non-discriminatory 
world market economy in which the United States could exploit its full 
productive potential. To sustain this order, international financial and 
monetary relations had to be regulated in such a way as to create an 
environment conducive to a free multilateral trading system and to 
preclude a recurrence of the interwar monetary chaos and emergence 
of mercantilist trading blocs. 

The Bretton Woods System represented the first serious effort to con-
stitutionalize global economic relations and to devise comprehensive 
rules to govern international financial and monetary relations. Two 
institutions, the International Monetary Fund (IMF) and the In-
ternational Bank for Reconstruction and Development (113RD) or World 
Bank, were established to implement these rules. The fact that two 
institutions were created rather than one reflected the decision to 
separate monetary and financial matters. Short-term balance of pay-
ments difficulties and problems relating to inadequate liquidity to 
finance world trade would be dealt with by the Fund, whereas IUng-
term problems associated with reconstruction and development would 
be financed by the Bank. 

The structure of both the Fund and the World Bank were designed 
to ensure American (and British) dominance and, given that most of 

'Usetul general di, r twat n'.ol the Bretton Wrxrds System and the r 'inflicting delmitions can be I 
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the states which now constitute the Third World were st. .olonies, it 
is not surprising that the institutions were not concerned with issues 
of economic development.2 Indeed, it was immediately evident that 
both institutions had too little resources and too little authority either 
to manage the international economy or to serve adequately the 
reconstruction needs of the newly-independent states. 

As a result, the United States alone assumed the role of the world's 
money manager and banker. The U.S. dollar emerged as the acknowl-
edged international reserve and transaction currency, and U.S. deficits 
provided the liquidity to support the multilateral free trading system. 
U.S. Marshall Plan aid met the immediate reconstruction needs of 
Europe, and foreign investments by U.S.-based multinational corpora-
tions played a major role in the economic development of Europe and 
some less developed countries. 

The 1960s: Growing Pressures 

The year 1960, however, marked an end to the effective eclipse of the 
IMF and World Bank3. In that year alone, 17 former colonies acquired 
political independence and took their seats in the United Nations. 
They also took up membership in the IMF and World Bank. Suddenly, 
the two institutions acquired a new and increasingly demanding con-
stituency. In the course of the 1960s, these bodies gradually adapted 
their structures and operations to the new pressures with which they 
were confronted from within and without.' 

The industrialized countries, of course, continued to retain strict con-
trol over the financial institutions and therefore the pace and extent of 
any change. But real changes nevertheless took place. 

The resources of the Fund were increased beginning with the third 
quinquennial review of quotas in 1959, a step which permitted the IMF 
to expand its balance of payments assistance.5 The principles and 
procedures associated with IMF stand-by arrangements became rou-
tinized and the so-called conditionality of IMF loans gradually crystal-
lized. In 1963 a compensatory financing facility (CFF) was established 
primarily to help stabilize the volatile export earnings of developing 
countries, although such assistance was limited to rather narrow cir-
cumstances. The funds available from the CFF were then significantly 
increased in 1966. In 1969, a buffer stock financing facility (BSFF) was 

'For an examination of the IMF's role with respect to development, see Joseph Gold, . 'To 
Contribute Thereby to. . . Development . .:' Aspects of the Relations of the IMF With its Developing 
Members-. Columbia Journal ami Transnational Law (Fall 1971). pp. 267-306 

'Note, however, that the IMF did play an important rolc in the 1930s in restoring currency convertibil-
ity on current accoimt as of 1938. 

'A useful discussioa of the evolution of the Bretton Woods System in the 19h4)s is found in the 
collection ol essays in A.L.K. Acheson et . Bretton Woods Revisited — Eiu/ualious of the MI: and 1881) 
(London: the Macmillan Press, 1972). See also S. Strange. International AI lary Relations. Volume 2 
of A St field (ed.), Itslernalional f rommth Relations ol the Western 1Vor 19.39 1971 (I ondon: Oxiord 
Univerxitv Pre, s. 1976). 

'For a more detailed discussion of the IMF structure and operat  see Chapter 3 
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set up to benefit developing countries in their attempts to create re-
serve stocks for their primary commodity exports. Finally, the IMF was 
instrumental in ensuring that the distribution of the newly created 
international reserve currency — the special drawing right (SDR) --
was universalized to include the developing country members. 

In a similar manner, the World Bank adapted itself as it became obvious 
that the developing countries could not cope with the terms and 
conditions of regular IBRD loans. Two development-oriented affiliates 
were established — the International Finance Corporation (1FC) in 1950 
and the International Development Association (IDA) in 1900 — to 
increase the flows of long-term concessional project finance to less 
developed countries. 

But despite these changes and the increased concern of the IMF and 
World Bank with economic development, they still played a minor role 
in the total financial flows to developing countries during the 1960s." 
As in the immediate postwar years, their resources were inadequate 
for them to operate as effective financial intermediaries. In the absence 
of a Marshall aid equivalent, direct foreign investment by multina-
tional corporations and bilateral foreign aid remained by far the major 
external sources of finance. 

It was during the 1960s that the four major forums within which the 
developing countries have sought to promote their solidarity took 
shape, thereby preparing the way for the dramatic developments of 
the 1970s. These forums are UNCTAD, the Group of 77 (G-77), the 
Non-Aligned Movement and the United Nations General Assembly. 
In response, the industrialized countries of the North have coordi-
nated their positions within their own forums, namely the Group of 10, 
the Organisation for Economic Co-operation and Development 
(OECD) and, more recently, the Western economic summits. It is 
useful to trace this ongoing process of action-reaction through to the 
present day in order to illustrate the growing salience of the North-
South alignment in economic affairs and the impact this has had on 
international financial and monetary relations. 

The Role of UNCTAD 

UNCTAD (the United Nations Conference on Trade and Develop-
ment) was formed in 1964 under the guiding hand of a prominent 
Argentinian, Raul Prebisch, and was effectively the first in-
stitutionalization of the North-South axis. The efforts of l'rebisch and 
others focused on using UNCTAD as a "vehicle for communicating the 

'Ser. genvrallt . 1 It Pearson .1 al . l'ariners hi I levelopon nt Report ta the t 
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political demands of less developed countries in an inc .e political 
system": Through UNCTAD, developing countries hoped to make 
use of an organization which, unlike the IMF and World Bank, 
afforded them influence by sheer weight of numbers. It was thought 
that by means of periodic conferences of all United Nations members, 
and the ongoing activities of a Trade and Development Board elected 
by the conference, pressure could be brought to change existing norms 
relating to trade and development which were created before the 
developing countries emerged as a force of political significance. 

The first three UNCTADs — Geneva in 1964, New Delhi in 1968 and 
Santiago in 1972 — accomplished very little in terms of financial and 
monetary relations, and the ability of UNCTAD to mobilize the South 
and enhance its collective bargaining power appeared extremely 
doubtful.8 Most efforts were concentrated on exhorting industrialized 
countries to increase the level of official development assistance (ODA) 
as a percentage of their GNP and to improve 'mechanisms for the 
transfer of resources to developing countries. Some credit, however, 
can be attributed to UNCTAD with respect to the decisions to liberalize 
the compensatory financing facility of the IMF in 1966, to distribute the 
SDR on a universal basis in 1969, and to include developing countries 
in the monetary reform negotiations which commenced in 1972. 

UNCTAD's limited impact on the international financial and monetary 
order was symptomatic of the general impotence of developing coun-

•tries within the international economic order. And the other forums 
used to foster solidarity among developing countries experienced sim-
ilar frustration. For example, the Group of 77 which emerged at the 
inception of UNCTAD and represented the three constituent regional 
groups of Latin America, Africa and Asia — the developing country 
component of UNCTAD —.initially coordinated its activities closely 
with that body and shared in its disappointments. Likewise, two other 
forums — the UN General Assembly and the Non-Aligned Movement 
— had little to say about economic development during the 1960s, 
being preoccupied with the process of decolonization and political 
self-determination. 

'R. N. Gardner (ed.), 1 he Global Partnership (London: Praeger Publishers, I968), p.99. The subsequent 
discussion is based on a number of useful sources: Joseph Nve, "UNCTAD: Poor Nations Pressure 
Group", in R.W. Cox and II.K. Jacobsen (eds.), The Anatomy of Influent( — Deciston-Mainuf in 
Internat . I Or  'whom (New I lavtn: University Press. 19741; R.S. Walters. "Ink mat . al 
Organiiation and Political Communication: The Use of UNCTAD by Less Developed Countries". I 
International OrNanization 25 (Autum n 1971). pp. 8184435; C. Corea. -North-South Dialogue at the 
United N   : UNCTAD and the New Internal I Economic Order", International Affairs 
(Spring 1977), pp. 177-187; R. Krishnamurti. "UNCTAD as a Negotiating Institution-, Purina 
of Mutt I rade taw 15 (1981), pp. 3-40. 

"See, for example, Sidney Dell. "An Appraisal of UNCTAD Ill". head Develormetit I (May 19731. 
pp. I'll, and M. Lipton. "UN('1A1) SI -tad? Why Not Start Again from Schoch?" in IDS 
Rolletm Ii (1071). Institute of De% elopment Studies at the Uni ersilv of Sussex. pp 1 IM1-111) 
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OPEC and . thern Assertiveness 

The years 1971 to 1974 mark a watershed in the North-South divide. 
First, with the abandonment of the gold exchange standard by the 
United States in August 1971, by which the U.S. government had been 
committed to exchange any amount of gold at the rate of S35 per ounce, 
it became evident that the postwar financial and monetary order based 
on U.S. political, economic and military dominance could no longer be 
sustained. Yet no alternative arrangements were clearly emerging. The 
G-77, which now consisted of well over 100 states, res,ronded to the 
challenge by streamlining and routinizing its activities. For example, 
an effective ad hoc group, the Group of 24 (G-24), consisting of eight 
finance ministers from each of the three regional groups, was set up to 
argue the South's case in monetary reform negotiations with the IMF. 

A second important development in this period was the apparent 
blossoming of East-West detente. This permitted the Non-Aligned 
Movement to shift its focus away from efforts to resist absorption into 
great power rivalry, and to transform itself into an effective economic 
pressure group. The goals and strategies of the Non-Aligned Move-
ment and the G-77 now began to converge, and an informal division of 
labour was established whereby the Non-Aligned Movement would 
initiate new economic ideas which the G-77 would then carry to the 
United Nations in the form of General Assembly resolutions. By the 
time of the 'OPECalypse' in 1973, the South was well situated through 
the activities of the 6-77, the Non-Aligned Movement, UNCTAD and 
the General Assembly to take advantage of the sudden shift of econom-
ic power and wealth- to the oil exporters. 

The action by OPEC states in quadrupling the price of oil in 1973-74 was 
widely supported by the South, despite the crushing financial costs 
that had to be borne by most oil-importing, less developed countries. It 
cannot be doubted that the OPEC move served as a major catalyst for 
a concerted effort by the South to alter the financial and monetary 
order in its favour. 

The groundwork for such an initiative had in fact been laid even before 
the OPEC action by the Non-Aligned Movement at its Fourth Summit 
in Algiers in the summer of 1973. At this meeting, most of the details of 
what was ultimately piloted through the Sixth Special Session of the 
General Assembly by the G-77 as the Declaration and Programme of 
Action on the Establishment of a New International Economic Order 
were hammered out. 
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The North's immediate response to the OPEC action,. the man-
ifestation of increased Southern solidarity was confused, to say the 
least. Despite a number of relevant coordinating forums, notably the 
Development Assistance Committee (DAC) and a special Working 
Party on the Financial Aspects of Development Assistance within the 
OECD, as well as the Group of 10, differing degrees of dependence on 
Middle East oil dictated divergent responses. For example, at the 
Washington Energy Conference in February 1974, the United States 
was evidently convinced that Southern solidarity would not last and 
was implacably hostile to dealing with OPEC in any way. By contrast, 
Europe, in particular France, was exceedingly reluctant to maintain 
such a confrontational stance, and ultimately France refused to join in 
the formation of the oil importers' International Energy Agency. 

In 1974, the United States reluctantly agreed to participate in a tripartite 
conference on energy consisting of OPEC, the advanced industrialized 
countries, and the oil-importing developing countries. The Conference 
on International Economic Cooperation (CIEC), co-chaired by Canada 
and Venezuela, dragged on for two years, commencing in early 1975 
and coming to a "confused and battered end" on June 3, 1977." 

Perhaps the most interesting aspect of the CIEC was the willingness of 
the OPEC states to capitalize on their new-found economic clout to 
further other objectives of developing countries. For example, it was at 
OPEC's insistence that the agenda was expanded to deal with not 
simply energy but matters relating to money and finance, raw materi-
als and development. But few concrete results were achieved other 
than a few promises by the industrialized countries. These included 
a $1 billion Special Action Programme for lower-income countries, an 
agreement to underwrite a proposed Common Fund to finance buffer 
stocks of raw materials, and a promise to increase the volume of official 
development assistance in real terms. 

Thus, the high expectations of the early period of Southern assertive-
ness were soon deflated. Not only was CIEC ultimately of little conse-
quence, but also the Seventh Special Session of the United Nations in 
September 1975 produced little except a commitment to further liberal-
ize the compensatory financing facility of the IMF. 12

It was soon manifestly clear that the industrialized countries were 
determined to avoid any form of global negotiations or global blue-
prints with respect to North-South economic issues and that any 
initiatives in this sphere would be confined to piecemeal incremental 
changes in functional areas and in specialized forums which the in-
dustrialized countries could clearly control and dominate. Thus, for 

"An excellent discussion of CIEC is found in I. Amuregar, "A Requiem tor the North-South 
Conference", Foreign Mins 55(October 1977), pp. 136-159, and R.A Mortimer. The Third World 
Coalition. Chapter 6. 
H. Cosmic and J.C. Ruggie. "On the Creation of a New International Economic Order: Issue 
Linkage and the Seventh Special Session of the UN General Assembly". International Organs:WWII 30 

(Spring, 1476), pp. 309-345. 
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example, the money and finance discussions at the CIEC were effec-
tively pre-empted by the concurrent monetary reform negotiations 
taking place within a Committee of 20 of the IMF — obviously the 
preferred forum of the industrialized countries. 

The composition of the Committee of 20 did reflect a certain effort by 
the industrialized countries to assure adequate representation of the 
developing countries. Nine of the 20 members were appointed by 
developing countries, and their positions on such issues as the link 
between the distribution of SDRs and development assistance, and the 
question of a return to a system of fixed and infrequently changed 
exchange rates, were effectively coordinated by the Group of 24 (a 
sub-group of the G-77). Indeed, collectively, the developing countries 
held a veto over any amendment of the Fund Articles. Unfortunately, 
however, this blocking power could only prevent decisions, not com-
pel them, and the developing countries ultimately had little positive 
impact on formulating or implementing the new rules (or non-rules) 
governing financial and monetary relations contained in the Jamaica 
Agreement in 1976.'3

In concluding the Jamaica Agreement, the industrialized countries 
nonetheless responded to some concerns of developing countries. For 
example, although the Jamaica Agreement legitimized ex post facto the 
'system' of generalized floating exchange rates existing since March 
1973, and firmly rejected the idea of an SDR-aid link," it did implement 
the recommendation of the Seventh Special UN Session to liberalize 
the compensatory financing facility. The Agreement also established a 
special Trust Fund to alleviate the financial burdens of least developed 
countries, to be funded by the proceeds from the sale of IMF gold. In 
addition, the resources of the Fund were increased by 45 percent and 
the developing countries' share of total quotas was raised from 26 to 
32 percent. 

The industrialized countries' control of the extent and pace of change, 
particularly in the sphere of financial and monetary relations, has 
continued to the present. The annual economic summits of the seven 
main Western leaders and the meetings of the OECD provide ongoing 
opportunities to coordinate strategy. As will be seen, some positive 
steps have occurred, for example the establishment in 1977 of a Joint 
IMF-World Bank Development Committee as a cautious response to 
the South's demands for a more integrated approach to development 

`I he literature on the monetary reform negotiations is prolific. Useful sources are 1. Williamson, The 
failure of World Monetary Reform. 1971-74 (London: Thomas Nelson and Sons Ltd.. 1977); A. Kafka, 

The International 840/Wary Fund: Reform Without Reconstrui-tion? Essays in International Finance No. 

118, Phnceton University (October 1976); E.M. Bernstein it at . Relief turns on 'IMMO. Essays in 

International Finance, No. 115, Princeton University (April 1976); Tom de Vries, laniaica, or the 

Non-Reform of the International Monetary System", Foreign Affairs 54 (April 1976), pp. 577-605; 

W. R Cline, International Monetary Reform and the Developing C tn. s (Washington. Brookings 

Institution, 1976) 

"The SDR-aid link is discussed in Chapter 3. 

Finance. But any such changes have been incremental and ail hoc, 
sufficient to extinguish only the greatest sources of tension and relieve 
the more inequitable situations. 

The obstacles to overcoming the North-South stalemate, however, are 
not simply related to the fact that economic dominance resides in the 
North. It is increasingly evident that growing heterogeneity within the 
South, in levels of development and economic wealth and power, also 
militates against Southern unity.7flor example, despite the auspicious 
beginning during the CIEC, the newly rich states have proven to be 
remarkably conservative in wielding their new-found economic pow-
er. At UNCTAD IV in 1976, the major sovereign debtors, Brazil and 
Mexico, were quick to dissociate themselves from the more extreme 
proposals for generalized debt relief for fear of damaging their valuable 
credit standing in the Euromarkets. Then, at UNCTAD V in Manila in 
May 1979, and at the Sixth Non-Aligned Summit in Havana in Septem-
ber 1979, a seiious rift between .OPEC and the non-oil developing 
countries ominously surfaced on the issue of oil prices and external 
deficits. 

Indeed, it would seem that the North has successfully pursued a policy 
of 'selective co-optation'. This has involved accommodating those 
more advanced developing countries which are capable of interfering 
with Northern foreign policy and domestic goals. I6 Thus, for example, 
Saudi Arabia was given a permanent seat on the Board of Executive 
Directors of the IMF and has noticeably not pressed for any significant 
changes in the IMF structure and operations. 

Stalemate in the 'North-South Dialogue' 

Since the late 1970s, the 'North-South dialogue' has lurched from 
forum to forum with little discernible progress and growing dis-
illusionment on the part of participants. 

Despite the evident lack of support for reforms, the South renewed the 
pressure for global negotiations in the late 1970s. In 1979, the matter 
was presented by the G-77 to the UN Committee of the Whole which 
had been created by the General Assembly in December 1977 as a 
follow-up forum to the CIEC. Subsequently, an eleventh Special Ses-
sion of the General Assembly was convened for the purpose of launch-
ing a round of global negotiations on international economic coopera-
tion and development. The Special Session was held in New York in 
August 1980, one month after the seven Western leaders had an-
nounced at the Venice economic summit their intention "to approach 
in a positive spirit the prospect of global negotiations in the framework 

"See discussion in R.D. Hansen, RelliMel North-South Stalemate Chapter 7; Robert Mortimer. The 
Third World Coalition, Chapter 7; and generally, Robert Rothstein, Chiba/ Rats  lINC1.40and tin-
Quest for a New International ECIM01111( Order (P -chin: Princeton University Press. 19791 

"V. Fred Bergsten eta! 76,' The Reform of Intel national Institutions (New York: The Trilateral Commission, 
1976). 
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of the Uniteu Nations, and the formulation of a new International 
Development Strategy". At Venice, the Western leaders also indicated 
support for increasing the capital of the World Bank and for the Sixth 
Replenishment of the International Development Association. 

When the Special Session was held, however, the industrialized 
countries again resisted the concept of centralized and integrated 
negotiations and, particularly on monetary and financial affairs, con-
sistently opposed any erosion of the autonomy of the multilateral 
financial institutions.lm The hard line was confirmed at the Ottawa 
Summit of July 1981, when global negotiations were firmly placed on 
the back burner with reference being made only to negotiations in 
"appropriate forums". While restating a commitment to cooperate 
with the developing countries "in a spirit of mutual interest, respect 
and benefit, recognizing the reality of our inter-dependence", the 
seven leaders significantly omitted any reference to the "element of 
fundamental equity" which the South considers to be essential to any 
enduring North-South relationship.'" 

Subsequently, the North-South Summit on International Cooperation 
for Development which ultimately took place at Cancun in October 
1981 undoubtedly did represent a novel step in the evolution of North-
South economic relations. But it made little progress beyond the horta-
tory comments in the communique of the Ottawa Summit. The doc-
trinal rift between the Reagan Administration's focus on the mar-
ketplace and the South's call for a more interventionist international 
economic order was highlighted even more vividly. 

Similarly, there were few concrete achievements at the sixth session of 
UNCTAD, held in June 1983 in Belgrade. Not only was there no 
agreement on matters of substance, but the United States disassociated 
itself from the very general consensus statement adopted at the close. 
The conference's outcome was all the more disappointing because of 
the pragmatic approach evident in the thoroughly-prepared positions 
of the South. 

Thus, the two major groups of states — the North and the South — 
remain at loggerheads over most issues: the viability of the present 
international economic order, the need for reform of the international 
institutions, global negotiations, and questions of development strate-
gy. On present evidence, there is no cause to believe that the stalemate 
will be broken. 

' 71 he Declaration of the Venice Summit. June 1980, and Declaration of the Ottawa Summit. Icily WM. 
are found in the lhnd World Quarterly (October 1991). pp. 698-709. 

"See generally. RiMert K Olson, 1.I. 5. lorespi Niko, and hiternatioual 1.c1.1101,111- ( eta: 
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Cauhar. "I'rom Venice to (ancun". Mud IVarld Quarterly 3 (October 1991). pp v•ii-towi. 

Part Two: Multilateral Financial Institutions 

3 The International Monetary Fund 

The International Monetary Fund and the World Bank are major ele-
ments of the international financial and monetary order. It is through 
these organizations, in particular the IMF, that important rules govern-
ing international financial relations are both formulated and enforced. 
And it is through these institutions that the present order is adapted to 
meet the changing needs of its member states. These institutions 
reflect in both their structure and operations the division between rich 
and poor, North and South, and the struggle which this has engen-
dered over the shaping of the international political economy. 

The industrialized countries have repeatedly insisted that the IMF and 
the World Bank are designed to serve totally different purposes and 
that their respective economic jurisdictions must be kept strictly sepa-
rate. The differences between the two can be summarized as follows: 

The balance of payments is the business of the Fund, development is 
the business of the Bank. The Fund's financial activities are short to 
medium term, the Bank's are longer term. The Fund's policies are 
concerned with fitting demand to supply, the Bank's policies with 
changing the source and pattern of supply. The Fund concentrates on 
the macroeconomic policies of its members, the Bank on policies of 
narrower scope. The Fund deals with the "financial" economy, the 
Bank with the "real" or "physical" economy.' 

At its inception, the Fund Was not intended to be associated with the 
financial needs of less developed countries at all. Indeed, in 1944, most 
Third World countries were still colonies and it was due only to the 
efforts of the Indian delegation at Bretton Woods that the IMF Articles 
of Agreement even mentioned the contribution that the Fund could 
make to development by pursuing its goal of facilitating the expansion 
and balanced growth of international trade. 

The main concern of the founding fathers of the leading figures at 
Bretton Woods, notably J. M. Keynes of Britain and Harry Dexter 
White of the United States, was to establish an effective international 
organization that would enforce a fixed exchange rate regime and that 
would have sufficient authority and resources to ensure that member 
states took appropriate measures to deal with deficits and surpluses on 
their balance of payments.2 The purposes of the Fund are succinctly set 
out in Article I of the Articles of Agreement as follows: 

'I. Gold, "The Relationship Between the International Monetary Fund and the World Bank", Creigh-
ton LAW ReVien' IS (1981-84 p. 518. 

'A good general description of the Anglo-American debate is found in R N. Gardner. Staling-Dollar 
Diplomacy Ill Current rersperliee (rev. ed.). (Nm. ork: Columbia University. Press, 19841) 
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1. To p.,,,note international monetary cooperation through a 
permanent institution which provides the machinery for 
consultation and collaboration on international monetary 
problems. 

2. To facilitate the expansion and balanced growth of in-
ternational trade, and to contribute thereby to the promo-
tion and maintenance of high levels of employment and 
real income and to the development of the productive 
resources of all members as primary objectives of economic 
policy. 

3. To promote exchange stability, to maintain orderly ex-
change stability, to maintain orderly exchange arrange-
ments among members, and to avoid competitive ex-
change depreciation. 

4. To assist in the establishment of a multilateral system of 
payments in respect of current transactions between 
members and in the elimination of foreign exchange re-
strictions which hamper the growth of world trade. 

5. To give confidence to members by making the general 
resources of the Fund temporarily available to them under 
adequate safeguards, thus providing them with opportuni-
ty to correct maladjustments in their balance of payments 
without resorting to measures destructive of national or 
international prosperity. 

6. In accordance with the above, to shorten the duration and 
lessen the degree of disequilibrium in the international 
balances of payments of members. 

In the discussion which follows, it will be shown that, notwithstanding 
any original conception to the contrary, the International Monetary 
Fund has nevertheless contributed in some degree to economic de-
velopment and has become inextricably tied up in the web of North-
South relations. First, the power structure and administration of the 
Fund will be analyzed. Then, its operations will be examined relative to 
two issues: the creation and distribution of international liquidity, and 
the provision of conditional balance of payments finance. A third 
operational issue, that of the role of the Fund in surveilling the regime 
of floating exchange rates, will not be discussed directly.11t is sufficient 
to note that developing countries are too weak to use the new system, 
and therefore must peg their currencies to that of their major trading 
partner or to the SDR. Moreover, the new system does nothing to 
rectify the asymmetrical burden of adjustment that rests on deficit 
countries, particularly oil-importing developing countries. 

'Fin an analysis effect'. of floating exchange rates I m des eloping tries, see generally a series 
of articles by I Gold on "1 he Second Amendment to the Fund! Articles ol Agreement! A Survey-, 
mime and IVirlopmenf I;(March 1978), pp 11114: I; (tune 1978). pp. IS' I'); I; (September 1978). 

pp 24-30; and see G K Ilelleiner, biterriaboriat feemsus. Ihsorder   o Unive rsity r 
Press, 145(1). pp 

Northern Dominance: Quotas and Voting Struc. z 

At the heart of the power structure of the Fund is the system of quotas. 
The size of a member's quota dictates voting strength and the neces-
sary contribution to the Fund's general resources. Quotas also de-
termine the amount of credit that each member is entitled to obtain and 
the degree of conditionality associated with it. And since the First 
Amendment to the Fund Articles in 1969, the size of the quota reg-
ulates the distribution of the international reserve currency — the 
special drawing right (SDR). 

Quotas are notionally assigned on the basis of a member country's 
relative economic weight (measured in terms of such factors as size of 
exports and imports). 4 But it is widely acknowledged that many quotas 
are totally unrealistic and require adjustment, particularly since dis-
tortions are directly reflected in the distribution of voting strength. 

In calculating voting strength, 250 basic votes are distributed to each 
member and then an additional vote for each 100,000 SDR of the quota. 
The quotas have been increased and/or adjusted at each quinquennial 
review since 1959. After the Sixth General Review of Quotas in 1976, 
the less developed countries (including the oil exporters, the quotas of 
which were doubled) controlled 35.8 percent of the voting power.5
This represented an increase of 10 percentage points since 1947. But 
most of this increase had in fact occurred prior to 1965 and was primari-
ly attributable to an influx of less developed country members. Sub-
sequently, following the Seventh General Review of Quotas in 1979-80, 
the relative position of less developed countries improved somewhat 
as a result of an overall quota increase of 50 percent for most members 
and special additional increases for 11 members. 

In recognition of present ecdnomic and political realities, the Executive 
Board of the IMF, at the urging of countries such as Kuwait, Japan, 
Brazil and Korea, agreed to a major review of relative quota shares and 
the economic criteria against which quotas are calculated. In December 
1982, it was announced that, pursuant to the Eighth General Review of 
Quotas, quotas would be increased in such a way as to raise the general 
resources of the IMF from SDR 61 billion to over SDR 90 billion. This 
was implemented in December 1983 after members representing more 
than 70 percent of total IMF quotas consented to the increase. As well, 
all member country quotas did not increase equally. Forty percent of 
the overall increase was distributed to members in proportion to their 
previous individual quotas, and the remaining 60 percent was distrib-
uted selectively in accordance with the relative position of each mem-
ber in the world economy. As a result of this change, the relative quota 

1In 1944, the distribution of quotas was worked out according to a loose formula based on certain trade 
weighted factors. In reality, this was merely an et post Pao rationalization of a prior agreement 
between the United States and Britain that ensured their control of the Fund. This control has 
persisted to the present day despite major shifts in the distribution of economic power 

5R ri. Ieker, "Voting Rights of Less Developed C tries in the IMF", journal of iVerld Trade lair 12 
(1978), pp. 218-228. 
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share of developing countries (including oil exporters) and their vote 
share fell to 32.7 and 39.5 percent respectively. 

The voting structure, summarized in Table 3.1 remains heavily skewed 
in favour of the industrialized countries, particularly the United States 
and Britain which together can veto any proposal requiring a special 
85 percent majority. Even with the doubling of the Saudi Arabian 
quota effective April 1981 which entitled Saudi Arabia to appoint a 
permanent director to the Executive Board, and the recent further 
quota increase, Saudi voting power is limited, and the Saudi quota is 
the sixth largest after those of the United States, Britain, Germany, 
France and Japan. 

Table 3.1 
IMF Quotas and Voting Structure as of December 1983' 

Quota % share 
(SDRimillions) of quota 

% share 
of vote 

Western Industrial Countries 
(All OECD, excluding 56,089 62.3 604 

Greece, Portugal, Turkey) (37,410) (61.3) (58.6) 

Major Oil Exporters 10.393 11 5 11 4 

(12 countries) (6,662) (10.9) (10.8) 

All Other Countries 23,553 21.2 28.1 
(16,988) (27.8) (30.6) 

Figures in parenthesis show the position prior to the coming into effect of the Eighth 
General Review of Quotas. 

Source: Compiled from: "Present and New Quotas in the Fund", IMF Survey, Vol. 12, 
No. 23, December 5, 1983, and information from the Department of Finance, 
Ottawa. 

In order realistically to assess the degree of dominance of the in-
dustrialized countries in the IMF, it is necessary briefly to review its 
administrative structure and the means by which the evident pre-
ponderance of voting strength is translated into IMF operations and 
activities. 

Two bodies are formally responsible for decisions: the Board of Gov-
ernors and the Executive Board. The Board of Governors is a de-
liberative assembly which meets once a year in a joint annual meeting 
with its counterpart in the World Bank. Each state is represented by 
one governor but voting is on a weighted basis as noted above. The 
governors deal only with basic questions such as the admission and 
expulsion of members, revision of quotas and the election of executive 
directors. 

The Executive Board is of much greater importance. It deals with all 
matters not specifically dealt with by the governors and sits in per-
manent session in Washington, D.C. It consists of six appointed direc-
tors from those countries with the largest quotas, and lb elected direc-
tors who represent groups of member countries. The Executive Board's 

current membership is shown in Table 3.2. Elections tc, Executive 
Board, which have never been contested, are conducted informally 
before each annual meeting. The board then selects a managing direc-
tor who by convention (and because the president of the World Bank is 
always a U.S. citizen) is always a European. 

Voting in the Executive Board also takes place on a weighted basis. 
However, it is interesting to note that, although a majority of votes is 
normally required for any decision, since the second amendment to the 
Fund's Articles in 1978 there are 53 different categories of decision 
which require a special majority of either 70 or 85 percent. Examples of 
decisions requiring an 85 percent majority are the allocation and 
cancellation of SDRs, changes in quotas and an increase or a decrease 
in the number of directors to be elected.' Most decisions by the board 
are in fact rarely put to a formal vote and instead are made through 
consensus in a deliberate attempt to avoid confrontation. The focus on 
conciliation indicates a realization on the part of even the dominant 
members of the Fund that economic and political changes in the world 
have made it necessary to take the interests of more members and 
groups of members into account. 

Theoretically, the developing countries now have some considerable 
weight in the Fund since they elect 10 of the 16 executive directors and, 
with approximately 43 percent of the vote, they can command a veto in 
any matter requiring a special majority. In addition, developing 
countries elect half of the 22 member Interim Committee — a body 
created in 1974 following the suspension of the Committee of 20 on 
monetary reform. 

The function of the Interim Committee is to advise the Board of Gov-
ernors on matters relating to the "management and adaptation of the 
adjustment process and developments in global liquidity, (and) de-
velopments in the transfer of real resources to developing countries". 
The IMF Articles of Agreement as amended in 1978 provide for the 
eventual establishment of a permanent Council at the ministerial level 
which would have actual decision-making powers, but any progress 
towards such a change has so far been blocked. The Interim Committee 
has undoubtedly served as a valuable mouthpiece for developing 
countries, particularly since they have been able to control the selection 
of the chair. For example, in May 1981, developing countries were able 
to appoint their choice of chairman, Allan MacEachen of Canada, and 
reject the developed countries' choice, Geoffrey Howe of Britain. 

There are many who argue that, in light of all the changes in the Fund 
involving administration and voting procedures, the Fund is now 
facing a crisis of identity. More specifically, since the abolition of a fixed 
exchange rate system and with it the need to provide facilities to enable 
industrial countries to maintain fixed currency parities, the Fund is 

1. Gold. Voting A hnerilies in the fund. H1411501 the Se41,11dAIllethirnelli el the Articles. IMF Pamphlet Sem. 
No. 20, 1977. 
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becoming p. iminantly an instrument to help developing countries 
cover their chronic payments deficits. 

Developing countries, however, deny that Weir influence has had any 
meaningful impact on the orientation of the Fund or its operations, 
since they are unable to compel decisions by the Executive Board. 
Moreover, the Interim Committee, which they can control, has no real 
power in making IMF policy; its role is to recommend. 

Perhaps more importantly, the developing countries cannot prevent 
abuses of power by the industrialized countries, which frequently use 
their control of the IMF to serve foreign policy goals. It is well known 
that the French and British executive directors will lobby extensively to 
secure favourable treatment for some of their former colonies.' Sim-
ilarly, the U.S. has not hesitated to promote controversial loans to 
countries of geopolitical significance such as El Salvador and Jamaica in 
1981 and South Africa in 1982. 

The degree of industrialized country dominance is perhaps best illus-
trated by examining the Fund's role in, first, the creation and distribu-
tion of international liquidity and, next, the provision of conditional 
balance of payments finance. 

The Argument over SDRs 

The Fund's role in the creation and distribution of international liquid-
ity has remained a contentious North-South issue since the birth of the 
special drawing right (SDR) in 1969. The SDR was intended to supple-
ment and eventually replace the U.S. dollar as an international reserve 
currency and to deal with the imminent shortage of international 
liquidity which was expected to arise when the U.S. payments deficit 
was finally eliminated. Initially, the Group of 10 industrial countries 
decided that the SDR would be distributed only among themselves, 
given their overwhelming predominance in world trade, and, indeed, 
as measured by all aggregate economic indicators. It was only after 
vigorous negotiating between a Group of 10 representative and an IMF 
negotiating team that the scheme ultimately was universalized to in-
clude all IMF members. 

Even before the decision to create the SDR, the developing countries 
within UNCTAD began to moot the idea of a non-neutral distribution 
of SDRs, instead of, as at present, distribution on the basis of quotas. 
This so-called 'SDR-aid link' involves a distribution of SDRs on the 
basis of a need for liquidity. This need is calculated as a function of the 
,variability of a country's balance of payments, the ability to obtain 
finance from other sources, the structure and terms of external debt, 
the costs of adjustment and so forth.' It is evident that, on these 

7M. Cuitan, "Fund Conditionality and the International Adjustment Process", and Verelop 

mon 17 (December 1980), pp 23-28; 18 (March 1981). pp. 8-12; 18 (June 19811, pp 20-2.1. 

"See generally, Cr. Bird, The International M •laruSvtinii mid the 14.!“ Pruchnird Count, (I .iindon: fhe 

Macmillan Press. 1978). Chapter Ii; and Y.S. Park, Mr I Spet hit I tramitty Risht,  and 

Dar:optima I wanly, Essays in International Finance No 111,1, 11mrettm Unit ersity. September 1973. 

criteria, developing countries would be entitled to thc test propor-
tion of any SDR issue in the light of their chronic impot —irpluses and 
debt servicing requirements. 

According to proponents of the SDR-aid link, the present distribution 
on the basis of quotas is regressive. Quotas, which are merely artificial 
constructs, reflect the relative political bargaining power of IMF mem-
bers and were primarily designed to determine the extent of drawings 
from the General Resources Account. Hence, an SDR distribution on 
this basis is biased in favour of those who already have a large access to 
Fund credit by virtue of their large quotas. 

The desire of developing countries to implement some form of SDR-aid 
link has remained a prominent element in the North-South dialogue on 
financial affairs. As John Williamson has observed, the SDR is one of 
the few instruments available for pursuing greater global equity and a 
redistribution of world resources." It has the advantage of providing a 
more automatic source of concessional finance, something which is of 
pressing importance in light of the stagnation in the voluntary trans-
fers of official development assistance and other traditional sources of 
external finance. 

A variety of link proposals were seriously considered by the IMF 
Committee of 20 on monetary reform and in other forums, notably 
UNCTAD IV and V, in the 1970s. In addition, the link was endorsed in 
the Brandt Report as an important means of increasing the quantity 
and quality of development finance. Among the proposals was one 
which foresaw the issuance of SDRs to a relevant coordinating agency 
such as the International Development Association; yet another pro-
posal would associate an SDR-aid link with the consolidation of the 
so-called dollar overhang (dollars accumulated in the reserves of for-
eign treasuries) into a Substitution Account in the IMF. All of the 
proposals envisaged that the SDR would become the central reserve 
currency in a reformed international monetary system. 

Opponents of an SDR-aid link m generally argue that a link is incompat-
ible with the notion of the SDR as the primary reserve asset. More 
specifically, insofar as such a link would result in the creation of more 
liquidity according to developmental needs rather than actual in-
ternational financial requirements, confidence in the SDR would be 
undermined. This argument reflects the view that the function of the 
IMF is not related to development finance. In addition, opponents of 
the link believe that a non-neutral distribution of SDRs would have 
inflationary consequences due to the increased demand for imports on 
the part of developing country recipients. 

The proponents of the link reply that all their proposals are predicated 
on a prior decision that an issue of SDRs is required to meet world 

"I. Williaius,in,"SDRs — 1 he Link", in J. (Thaws ati ir,r1 I. 7 Neir tear, 'whom' I in,,,,,. 01.0 ME 
North-South Mute (Cambridge. Mrei.s.: The MI I Press. 11477). pp .11-93 

"Tor example. I IC Johnson. 'I he link ihat Chains". Imetsii rob, u In (I all 14721. pp II 1211 
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liquidity net, and that a determination of world liquidity needs 
would be based on strictly financial calculations such as trends in the 
ratio of world reserves to imports. Finally, the proponents assert that 
any putative inflationary impact would be insignificant. 

However, even if developed countries were to concede in principle the 
need loran SDR-aid link, its possible future seems rather bleak. First, it 
is highly unlikely that further SDRs will be created for some time, in 
light of both the perceived conditions of excess liquidity and the recent 
issue of SDR 12 billion over the 1978-81 period. Second, and more 
importantly, the form and quality of the SDR has been significantly 
altered so that it is now less suitable as a distributive mechanism. In the 
fall of 1980 the basket of currencies comprising the SDR was reduced 
from 16 to five, and the interest rate payable was raised to 100 percent 
of the weighted average of market interest rates on the five 
currencies.' ' This effectively eliminated any benefit to the developing 
countries who were net users of SDRs and paving less than the market 
rate of interest on such use. 

The decision to streamline the SDR reflects a long-term aim of the IMF 
toward an SDR-based monetary system, and toward enhancing the 
1MF's role in managing liquidity. In this light, the South faces almost 
insuperable difficulties in advocating the special drawing right as a 
non-neutral redistributive mechanism. The only possible leverage 
would be the economic power of the newly-rich oil exporting states. 
But Saudi Arabia, in particular, shows little inclination to support this 
Southern initiative. Ironically, it was the Saudis who were partly 
responsible, albeit indirectly, for the timing of the decision to alter the 
SDR, since the IMF was then negotiating for a massive loan from the 
Saudis to be denominated in SDRs. This required that it be rendered at 
least as desirable as its constituent currencies. The unwillingness of 
OPEC states to entertain radical restructuring of the international 
monetary system is illustrated further by the refusal of the Saudi 
executive director to support recent proposals by developing countries 
for an infusion of SDR 15 billion (approximately $15.7 billion) into the 
system.12

Thus, short of any effective leverage on the part of developing coun-
tries, the question of the creation and distribution of international 
liquidity will remain a simmering issue between North and South. The 
SDR meanwhile constitutes a mere 5 percent of total international 
liquidity and the U.S. dollar continues its role as the key currency in the 
financial and monetary order. 

'the live currem les are the dollar, the dents' hmarl., the en. the pound, and Iln• '1,111 Ii tm I he 

interest rate on the SDK is determ ined quarterly hv mien-me to a wird ,  mat kei interest rate. 
%shift' is the is eightrd average interest rate oil sr., Mod ,lunt-term obligation, in the money-

markets ot the Me countries whose ClIff1.111:1e,  are imluded in the SIM aluation basket. I id the 
period Jule -September 14142 the rate id interest id the 4..1M ty a. 12 01 pi  

At the meeting id I N( -I A1) VI in Belgrade in June 1414 I. an Mier-him ol some SIII billiim‘yorthiii 
SI Ms is as proposed lb, I   (June II. I481) 

Balance of Payments Assistance 

A second main area of contention relative to Northern dominance in 
the Fund involves the question of conditional balance of payments 
assistance. Such assistance is often crucial to the successful financing of 
balance of payments deficits, a chronic problem for many less de-
veloped countries. As has been noted, a primary purpose of the Fund 
is to provide short-term financing to deal with payments deficits, 
arising normally from an excess of imports over exports but, more 
recently, also from the escalating cost of servicing foreign debt. 

As in the case of the distribution of international liquidity, the quota of 
each member determines the quantity and quality of such short-term 
finance. All drawings from both the General Resources Account and 
special facilities of the Fund are related to some percentage of the 
quota, and the extent of any drawing determines the 'conditionality' 
associated with the loan. In order to understand fully the complaints of 
developing countries, it is necessary first to elaborate the unique and 
complex mechanisms by which an IMF member can acquire resources 
from the Fund.I3

Access to Fund Resources 
As described earlier, each member must pay into the Fund the equiva-
lent of its assigned quota mainly in its own currency, but also partly in 
reserve assets such as the the U.S. dollar or SDR. These subscriptions 
comprise the ordinary resources of the Fund and, at present, amount 
to some SDR 90 billion. The Fund has from time to time supplemented 
its ordinary resources (quota subscriptions, SDRs and some gold) by 
using resources borrowed from member governments, such as Saudi 
Arabia, to fund temporary special facilities described below." With the 
prospect of massive new drawings by Mexico, Brazil and other Latin 
American debtors, there is 'speculation that the IMF may have to 
borrow in the private markets to supplement its resources still further, 
as well as make use of a recently expanded line of credit under the 
General Arrangements to Borrow (GAB). 

Should a country suffer a balance of payments deficit, this normally 
implies a shortage of foreign exchange reserves to pay for an excess of 
imports over exports or to service foreign debt. To acquire the needed 
foreign exchange, the country will approach the Fund and, in effect, 
'purchase' those currencies it requires with its own currency. This 
transaction will result in a change in the composition of the Fund's 
resources, but not the overall quantity. Within a specified period of 
time, the member must reverse the transaction by 'repurchasing' its 
own currency originally paid in, in exchange for the currencies which it 
originally 'borrowed'. A service charge is payable on purchases and 

"See generally, IMF Sunlit,. Supplement an the fun& Vol. II. (September 1982) and IMF, Intemational 
Financial Statistics Integra. Vol. XXNV. 1982 

"See, tor evample, S. Criffithlones, "The Impact of the Massive 19$1 Saudi Arabian Loan to the 
IMP. Discussion Paper No. 170. Institute of Des elopment Studies at the University 01 Susses, 
December 1981. 
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interest is levied on any balances of the member's currency which the 
Fund holds, as a result of the transaction, in excess of the assigned 
quota. 

Drawings from borrowed resources are, of course, more expensive. 
They are also subject to the regular service charge, but the interest 
charged on the use of such resources is equal to the rate of interest paid 
for obtaining the funds plus a margin of 0.2 percent. Some provision 
has been made to reduce this additional cost to the lower-income 
countries with per capita incomes of less than 5680 (in 1978 dollars). 
These countries (some 23 in number) have qualified for the supplemen-
tary financing interest subsidy made available through the voluntary 
contributions of more affluent IMF members.' 

Deficit countries may also apply to the Fund to convert their SDR 
balances into usable currencies. The Fund then will assign the credit 
balances of SDRs to those countries which it judges are most able to 
provide the necessary usable currencies. 

Facilities of the Fund 

By way of overview, members use Fund resources for general balance 
of payments purposes through so-called 'tranche' drawings, and for 
specific purposes through certain permanent special facilities — the 
compensatory financing facility (CFF) and the buffer stock financing facility 
(BSFF). In addition, there are various temporary facilities — the two oil 
facilities established between 1974 and 1976, the supplementary financing 
facility that operated between 1979 and 1981 and the policy on enlarged 
access to the Fund's resources, which entered into force in 1981 to 
replace the supplementary financing facility. The terms and conditions 
of a member's access to the higher level of Fund resources are con-
tained in short-term stand-by arrangements between the Fund and the 
member, or longer-term extended arrangements. 

A reserve tranche drawing is any drawing which has the effect of increas-
ing the Fund's holdings of the member's currency to no more than its 
assigned quota. (The presumption of course is that by virtue of another 
transaction, perhaps even with another member, the balance of the 
borrowing member's currency in the General Resources Account had 
earlier dropped below its quota level). Reserve tranche drawings can 
be made automatically and without any conditions or indeed any cost 
since, in this one instance, the service charge and periodic charges are 
waived."' 

"IAll Surrey (August lb. 1984 p. 352. 
t'Under the original arrangements governing quota subs( options, 2; percent of the quota was paid in 
gold and only 75 pen ent in the member.. currency. In the absence cit .my trans.'', lion ins .15 ing Ow 
members currency, the Fund effectively held an   each inbt I's currency equal to 
75 percent of its 91114a Thus, borrowing by 11w member, which brought tin' I iincl'• holding ot the 
currency up to HMI percent was really equivalent 10 'milking available 11., 1, 11111,  11111.11 

member' s gidd contribution Now, the first 25 pvt,i•iti id the quota subscription tm c onsist 
reserve currencies, hut the same explanation applies ”iiitati.  g,m,Ii 

Additional 'tranche' drawings assume a situation whi he Fund is 
holding a quantity of the member's currency equal to its assigned 
quota. Further purchases can be made in four so-called 'credit 
tranches', each equal to 25 percent of the quota, to which varying 
degrees of conditionality attach. For example, a drawing under the first 
credit tranche will raise the Fund's holdings of the member's currency 
to 125 percent of its assigned quota. In these circumstances, low con-
ditionality attaches. The member must present a program which re-
flects reasonable efforts to overcome balance of payments difficulties. 
No performance criteria or instalment purchases are specified. 

By contrast, as the member draws from the three upper credit tranches, 
and the Fund's holdings of the member's currency rises to 200 percent 
of the assigned quota, closer scrutiny of the borrowing member's use of 
the resources is imposed. In general the IMF will require that the 
member give substantial justification of its efforts to overcome balance 
of payments difficulties. This is contained in a Letter of Intent to the 
IMF from the member government which is the first step towards the 
conclusion of a formal stand-by arrangement. The stand-by arrange-
ment will establish a certain performance criteria, generally 
macroeconomic targets, and drawings will be made in instalments 
subject to the achievement of such targets. The transaction is of a 
short-term nature, usually one year, and repurchases (to reverse the 
transaction) are made within three to five years. 

- The IMF has, however, responded to complaints from developing 
countries regarding the severity of such short time limits relative to the 
long-term structural nature of their deficits. In September 1974, shortly 
after the first oil price shock, an extended fund facility (EFF) was es-
tablished which permits resources to be provided for longer time 
periods and in larger quantities than under the regular credit tranche 
drawings. The borrowing country has to demonstrate the existence of a 
serious payments imbalance relating to structural maladjustments in 
production, trade and prices or that it is unable to pursue active 
development policies because of a weak balance of payments position. 
Resources can be borrowed up to a maximum of 140 percent of the 
member's quota under the extended arrangement mentioned earlier 
for a period of three years. But the Fund's cumulative holdings of the 
member's currency resulting from the use of the EFF and regular 
tranche drawings cannot exceed 265 percent of its quota. Repurchases 
are to be made in twelve equal instalments within four and one-half to 
ten years. 

Longer-term support is also available through the enlarged access 
policy implemented in early 1981 to replace the supplementary financ-
ing facility, the resources of which were fully committed (although not 
yet fully disbursed) in 1979-81. Resources are made available to sup-
port either stand-by arrangements negotiated in the context of draw-
ings from the upper credit tranches, or extended arrangements under 
the EFF. The maximum amount available is flexible. Under recently 
revised guidelines, a member may draw up to 102 percent of its quota 
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under a on ar arrangement (or 125 percent in exceptional circum-
stances) am up to 306 percent (or 375 percent) under a three-year 
arrangement. 

It must be remembered, of course, that any drawings from borrowed 
resources are subject to a higher periodic charge in order to reimburse 
the net cost of borrowing to the Fund. To dilute this cost somewhat, 
present guidelines also specify the apportionment of any amounts 
available under a stand-by or extended arrangement between ordinary 
and borrowed resources. Repurchases to reverse transactions involv-
ing borrowed resources must be made over a period of three and 
one-half to seven years. 

Drawings under the two permanent special facilities are also expressed 
in terms of quotas but are subject to relatively mild degrees of con-
ditionality. Compensatory financing from the CFI' is available to 
members who demonstrate simply a temporary export shortfall for 
reasons beyond their control. Until recently the CFF was little used, 
since the formula for calculating the qualifying shortfall is very restric-
tive. However, with commodity prices plummeting during the latest 
world recession, many more countries have become eligible for CFF 
funds. Since May 1981, special additional drawings are also available if 
a member suffers a temporary excess in the cost of cereal imports. A 
member is able to draw the equivalent of 83 percent of quota for either 
export shortfalls or cereal import excesses, subject to a combined 
maximum of 105 percent of quota for both types of drawings. Since 
January 1984, drawings equal to less than 50 percent of a member's 
quota carry few conditions, while larger drawings are somewhat more 
conditional. 

A similarly low degree of conditionality attaches to drawings under the 
buffer stock financing facility provided the member demonstrates that 
the payments imbalance is related to its participation in the financing of 
an international buffer stock of primary products. Outstanding pur-
chases can reach a maximum of 45 percent of the member's quota. The 
use of resources under the CFF and BSFF is on a short-term basis only 
and repurchases must be made within three to five years. It is impor-
tant to note, though, that such drawings are additional to the max-
imum amount that a member can draw under a stand-by or extended 
arrangement. 

Clearly there are severe limits to the amount of money a member can 
borrow from the Fund due to the size of its quota and to the overall 
constraints on the Fund's resources, both ordinary and borrowed. A 
small oil-importing developing country with a commensurately small 
quota, facing a huge oil-induced current account deficit, can rapidly 
reach these limits and become subject to the full rigors of IMF sur-
veillance. What then is the nature of this 'conditionality' which is an 
integral part of any stand-by or extended arrangement? 

The Conditionality Issue 

The concept of conditionality is the key to understanding the South's 
complaints regarding the Fund's operations." It consists of those 
policy measures which the Fund staff require to be included in a 
domestic stabilization program (designed to promote balance of pay-
ments adjustment) before the staff will recommend that the drawing be 
approved by the executive directors. Performance criteria are usually 
established, and subsequent instalments of any drawing are con-
tingent on the successful achievement of specified targets. 

The Fund's conditions appear to reflect a particular monetarist 
approach to balance of payments adjustment; that is, the belief that 
monetary aggregates, notably the money supply, are the primary 
determinant of changes in total spending and, hence, can be manip-
ulated to produce a direct impact on the balance of payments and 
reduce the current account deficit.18 However, monetary policy in-
struments, such as controlling the money supply, are not well de-
veloped in less developed countries. In addition, the private sector is 
generally less important than the public sector in terms of the demand 
for credit. Thus, in devising a stabilization program, the Fund has had 
to focus as well on adjusting fiscal policy instruments in combination 
with stricter control of bank credit by means of higher interest rates. 

The member country is usually required to implement a domestic 
deflationary program involving major reductions of the government 
deficit through reduced public spending, increased taxes and mod-
erated wage increases or wage controls. In addition, the government is 
required to eliminate or reduce price controls, subsidies and other 
forms of market distortions. Finally, the exchange rate is generally 
depreciated (particularly where demand restraint alone is not suf-
ficient to correct the balance of payments problem) and foreign ex-
change and import controls are phased out. The intended result is an 
improvement in the competitiveness of export and import-competing 
industries which will reduce current account deficit levels. 

Unfortunately, IMF programs have not often achieved their objectives 
and certainly not without a great deal of political and social unrest as a 
result of the severe deflation and depressed living standards.' The 
so-called IMF riots in Peru in July 1977 and Jamaica's acrimonious 
election campaign in 1980, which Prime Minister Manley fought on an 

' 7G. Bird, The IM r and the Developing Countries: Eisili.nig Relations, Use of Resources and the Debate ()iv 
Conditionality (London: Overseas Development Institute, 1981); see also a series of articles by M. 
Guitan, "Fund Conditionality and the International Adjustment Process", Finame and Development 
17 (December 1980), pp. 23-28; 18 (March 1981), pp. 8-12; 18 (June I981). pp. 20-24. 

l 'Sec the discussion in P. Daniel, "The New Recycling: Economic Theory. IMF Conditionality and 
Balance of Payments Adjustment in the 1984N", Monetarism and the Thud World, HIS Bulletin 13. No. 
(1981), pp. 27-37. 
T. Killick, "The Impact of IMF Stabilization Programs in Developing Countries", Working Paper 
No. 7, Overseas Development Institute. March, 1982; and see generally, W.R Cline and S. Wein-
traub (eds.), Economic Stabilization in Developing Countries (Washington, D.C.: Brookings Institution, 
1981). 
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anti-IMF pl.. .rm following his fiery rejection of IMF loan conditions, 
are well documented. 

The major criticism is not simply that the IMF ignores social and 
distributional issues and unjustifiably disrupts long-term develop-
ment plans and domestic priorities, but also that the Fund is wrong 
about the cause of the balance of payments deficits crippling many 
developing countries.' It is argued that the Fund erroneously regards 
the deficits as the result of domestic economic mismanagement and 
endogenous factors relating to the over-expansion of demand and 
spiralling inflation, whereas in most cases the deficits are primarily 
attributable to exogenous factors beyond the control of developing 
countries. These factors include higher oil prices, increases in the costs 
of other essential imports due to inflation in the industrialized coun-
tries, lower export earnings as a result of Northern protectionism, the 
worldwide recession and the concomitant slowdown in Northern im-
ports. In other words, the deficits are structural and correspond to 
structural surpluses elsewhere. And just as those surpluses require 
long-term adjustment measures, so do the deficits. 

In response to these and other criticisms, the Fund's 1979 Review of 
Guidelines for Conditionality acknowledged the need to lengthen the 
period of time over which stand-by drawings may be made and in-
cluded the following statement: "The Fund will pay due regard to the 
domestic social and political objectives, the economic priorities and 
circumstances of members, including the causes of their balance of 
payments problems."21 In addition, as noted earlier, the Fund sub-
stantially increased its resources and, hence, its lending operations 
particularly with respect to medium-term credit. 

More recently, it appears that the Fund is beginning to place greater 
emphasis in its adjustment programs on supply-side measures aimed 
at expanding the productive potential of members and dealing with 
persistent structural problems.22 This involves greater concern with 
agriculture, infrastructure, energy and relatively quick-yielding in-
vestments in the manufacturing sector. However, demand manage-
ment, demand-switching policies and the setting of fiscal and credit 
targets still remain the principal concern of the Fund.' 

It remains to be seen how far the IMF is willing to go in relaxing the 
stringent demand-oriented thrust of its stabilization programs. Cer-
tainly, if the loan of $3.9 billion to Mexico in December 19§2 is any 

'S Dell and R Lawrence, The Mance of Payments Adjustment Process in Demloping Countries (Oxford: 
Pergamon Press, 198(1) 

"I Gold. Conditionality. IMF Pamphlet Series No. 11 (11et:ember 1980). 
Crockett. "Issues in the Use of Fund Resources", lips,.,,,' and IhTchrueni Vol. 19. No. 2 (June 

1982), pp 10-1; 

'The issue of hardening ronditionality figured prominently in the Group of 24  - sue aller the 
1982 IMF-World Bank annual meeting It deplored the Increasing resort to prec iii , the shift 
from three-year to one-Year stabilization programs, the heavy emphasis on demand management, 
and the na  monitoring of perlormame crileria Slum, Vol II, No 18 (September 20, 
I9)42) 

indication, very little has changed. Known conditions • e. agreement 
include: the reduction in the public sector deficit from .0.5 percent of 
GDP in 1982 to 8.5 percent in 1983, 5.5 percent in 1984 and 3.5 percent 
in 1985; the elimination or reduction of subsidies on food, petroleum 
and electricity prices; the trimming back of public institutions (106 out 
of 740 state-owned companies and agencies are to be closed down); 
and a major devaluation of the currency (the peso had fallen to one-
sixth of its U.S. dollar exchange rate at the beginning of 1982, from 26 to 
the dollar to 168 currently). 24 Mexico's stabilization program has 
already produced severe adverse effects on imports, growth, invest-
ment, real wages and employment levels. Similar conditions were 
attached to an extended arrangement with Brazil for some $4.9 billion, 
and to a stand-by arrangement with Argentina for $2.1 billion. 

Cash Crisis in the IMF? 

The issue of conditionality will remain high on the North-South agen-
da and will intensify in importance as more and more countries are 
forced to borrow from the Fund. Indeed, in contrast to the period after 
the first oil price shock in 1973, when the Fund was mainly used by 
low-income developing countries, the IMF is now a major source of 
finance, at least in a catalytic sense, for the more advanced developing 
countries facing huge payments deficits and dire shortages of foreign 
exchange to service increasingly unsustainable debt burdens. 

Between 1973 and 1983, net Fund credit financed a mere $39.1 billion of 
the $609.7 billion aggregate current account deficits of oil-importing 
developing countries, as shown in Table 3.3. More than 65 percent of 
such credit was effectively unconditional, being restricted to lower 
credit tranche drawings and the oil facilities. The explanation for this 
lies in the success of many middle-income developing countries in 
tapping the Eurocurrency markets and obtaining vast amounts of 
'unconditional' finance through the recycling activities of the multi-
national commercial banks. This will be discussed at greater length in 
Chapter 5. It is sufficient to note here that since the second oil price 
shock of 1979-80, the escalation of interest rates and the severe world 
recession which has reduced export earnings, these debtor countries 
are no longer able to generate the necessary income to service their 
debt. By 1982 the interest payments of all developing countries were 
more than three times their 1978 level, since practically all the private 
bank portion of debt (95 percent) has been contracted at variable 
interest rates.25

At the same time as these Third World debtors desperately need more 
external finance, their erstwhile creditors, the multinational banks, 
have significantly reduced lending activities and now insist that any 

'"The Ripples from Mexico Are Crossing the Rio Grande", The Economist (November 20. 19821, and 
"Foreign Exchange", The Globe and Mail (Toronto). February 25, 1984, p. 1112. 

"OECD, Demlopment Co-orennton 1982: Review: Paulo Neuhaus, "Floating Interest Rates and De-
veloping Country Debt", I 1111111(1' ttttt Deretorment 19 (December 1982). 
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rescheduling or provision of new credit must occur in a,. , .nction with 
the negotiation of an IMF stand-by arrangement. Accordingly, resort 
to the Fund by these middle-income countries has increased, mainly in 
the form of highly conditional tranche drawings and extended arrange-
ments, thereby straining the limits of IMF resources. 

During 1979-81, the IMF approved 88 arrangements involving $24.4 
billion, of which 73 ($23.7 billion) were from the upper credit tranches 
under stand-by or extended agreements. This compares to 54 such 
arrangements in 1976-78 involving only $8.1 billion, of which 29 ($7.5 
billion) were highly conditional drawings. Net purchases by members 
increased from SDR 1.9 billion in 1980-81 to SDR 5 billion in 1981-82, 
and for the first time the Fund's commitment involved a higher propor-
tion of borrowed resources (SDR 6 billion) than ordinary resources 
(SDR 4.5 billion).26

In helping to bail out the clients of the multinational banks, the IMF is 
rapidly approaching a crisis in its own finances. Loans to Mexico, Brazil 
and Argentina alone amount to some $12 billion. By early 1983, the IMF 
estimated that it had committed all of its borrowed resources and all 
but SDR 10 billion of its own resources. In the circumstances, the 
executive directors accelerated the negotiations over the eighth review 
of quotas and reached agreement in late 1982 on a 47.5 percent increase 
in quotas from a level of SDR 61 billion to over SDR 90 billion. Of 
course, this increase is somewhat misleading since it is not wholly 
-comprised of usable currencies and took effect only in December 1983. 
In the meantime, the Group of 10 industrialized countries, led by the 
United States, have made available to the IMF SDR 17 billion ($17.8 
billion) from the General Arrangements to Borrow. Additional finan-
cial support has been provided by Saudi Arabia and the Bank for 
International Settlements. Fjnally, the managing director has given 
clear signals regarding closer cooperation with the private commercial 
banks. The Mexican agreement was made explicitly conditional upon 
additional bank financing of some $5 billion for the Mexican govern-
ment, thereby rendering private credit and IMF loans highly in-
terdependent. Moreover, IMF contingency borrowing from the private 
markets may be considered, although the measure has met with resis-
tance from Washington and Bonn. 

Conclusion 

It cannot be doubted that the role of the IMF, its structure and op-
erations have been radically altered since its inception in 1944. The 
Fund is inextricably involved in issues of economic development and 
the distribution of financial resources from North to South. This fact is 
highlighted perhaps most clearly by the increasing activities and in-
fluence of the Joint IMF-World Bank Development Committee. Es-
tablished in 1977, its mandate is to coordinate efforts to further the 

=-1,kir Survey, Vol II. No. 17 (August 30, 1482). p. 264 
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transfer oi resources to developing countries. Additional in-
itiatives such „, lengthening the terms of and expanding access to IMF 
balance of payments finance, and relaxing conditionality, further re-
veal a growing sensitivity to the interests of developing countries. 
Finally, the INIF appears to be entering a new phase in its relations with 
the private sector. Increased coordination with multinational banks 
which provide balance of payments finance, and an enhanced super-
visory role for the Fund, seem to be likely trends for the future. 

Despite such changes, however, control of the Fund still rests firmly 
with the industrialized countries, and the issue of the condi tionality of 
IMF finance exists as a reminder of this. Until developing countries are 
given sufficient weight in Fund decision-making to eliminate the per-
ception of the Fund as a tool of Northern governments, it would seem 
that the IMF will remain a focal point for North-South tensions. 

4. 

4 The World Bank Group 

The World Bank, or International Bank for Reconstruction and De-
velopment (IBRD), like the IMF (and more recently the multinational 
commercial banks), has been a major actor in the political economy of 
North-South relations. At Bretton Woods in 1944 a strict division of 
labour between the two institutions was stipulated. On the one hand, 
the IMF would provide short-term balance of payments finance to 
assist countries in maintaining the par value of their currencies without 
having to resort to undesirable deflationary measures. On the other 
hand, the IBRD would provide long-term loans to assist countries in 
reconstructing their economies after the devastation of World War II 
and to promote long-term structural change. Perhaps the only formal 
provision connecting the two institutions is the requirement in the 
IBRD Articles of Agreement for concurrent membership.' 

But, as in the case of the IMF, the World Bank had insufficient re-
sources and was eclipsed by the American Marshall Aid program. It 
too then turned its attention to the developing countries and adapted 
accordingly.2 As it became clear in the 1950s that the new clientele of 
the World Bank could not afford regular IBRD loans, the terms of 
which reflected the cost of borrowing on the U.S. and international 
capital markets, two affiliates were created to better serve their de-
velopment needs. These were the International Finance Corporation 
(IFC), established in 1956, and the International Development Associa-
tion (IDA), established in 1960 which, together with the original IBRD, 
form what is known as the World Bank Group. 

Northern Dominance: Power Structure and Administration 

The power structure of the IBRD resembles that of the IMF quite 
closely. Like the IMF, it is formally a specialized agency of the United 
Nations but, in practice, has asserted and maintained its autonomy. 
The Bank's member countries subscribe to the capital base in varying 
proportions. Voting takes place on a weighted basis according to 
subscription. Every member is allocated 500 basic votes and then one 
vote for each $100,000 share in the capital. Both the IFC and the IDA 
have similar voting structures, each member having 500 basic votes 
and one vote for each $5,000 subscription. 

'There is no similar provision in the IMF Articles. 
=See generally, E.S. Mason and R.0 Asher, The World Bata Since Fireiton Woods (Washington, C : 
Brookings Institution, 1973), p. 52 If 
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This struct msures that control rests in the hands of the major 
contributors to the World Bank - the developed industrialized coun-
tries, particularly the United States. As Table 4.1 indicates, industrial 
countries hold 63.3 percent of the votes, while in stark contrast, all the 
countries of OPEC combined hold only 6.6 percent. Indeed, India's 
proportion is more than twice that of Saudi Arabia. 

Table 4.1 
World Bank Votes and Capital Subscriptions 
as of June 30, 1983 

Votes (%) Subscription (00) 

Industrial Countries 63.3 67.0 
United States 19.6 21.0 
Japan 6.6 7.0 
West Germany 6.6 7.0 
United Kingdom 5.0 5.3 
France 4.6 4.8 
Italy 3.8 4.0 
Others 17.1 17.9 

Developing Countries 33.9 30.4 
OPEC 6.6 6.4 
China 4.5 4.8 
India 4.4 4.6 
Others 18.4 14.6 

Source: World Bank, The World Bank Annual Report 1983, Washington. DC., 1983, 

IBRD Appendix F, pp. 182-84. 

This rather skewed power structure reflects an equally skewed dis-
tribution of capital subscriptions. The most recent capital increase 
implemented in 1982, which raised the capital base of the Bank from 
$39 billion to $75 billion, did little to improve the situation, since the 
OPEC states did not significantly increase their proportionate con-
tribution. The OPEC states in fact have shown little desire to play a 
bigger management role. They appear to prefer limiting their involve-
ment to certain specific initiatives, notably the Third Window - an 
intermediate financing facility which operated in 1975 and 1976- and 
a proposed energy affiliate much discussed in 1980-81 in which OPEC 
could hold one-third of the votes. Apart from this, the oil exporters 
have used their leverage directly only to pursue certain narrow political 
goals, such as withholding certain contributions to authorized capital 
or loans to pressure the industrialized countries to admit the Palestine 
Liberation Organization as an observer at Bank meetings.1 . 

Thus, the weighted voting scheme continues to favour the North and 
ensures its dominance within the Bank. This is further illustrated by 
the administrative structure of the Bank.' Like the IMF, the administra-

"Saudis Soft Loan hi World Bank", Intermit I Herald I rdnine, March 26, 1982. 

'A good discussion of the structure and operations of the World Bank Croup is found in a series of 

essays in 1 1" Le is and 1 Kapur (eds.), The World Group. Multilateral Aid and the P-rit, (1. Ion 

Lexington Bixiks, 1973); see also, Escott Reid, Strerixtherung the World Rank (Chicago. Ad).,. Stevenson 

Institute. 1973) 

tion consists of two bodies - the Board of Governors the Board of 
Executive Directors. The Board of Governors comprises the finance 
ministers of each member state and meets once a year in a joint annual 
meeting with the IMF Board. The Board of Executive Directors sits 
continuously and makes both policy and operational decisions. Five of 
the 21 executive directors are appointed by the largest subscribers to 
the Bank's capital - the U.S., Britain, France, Germany and Japan; the 
other 16 representing the remaining members, are elected, although 
one seat is reserved for China since her entry in April 1980. With 
weighted voting, it is clear that the industrialized countries effectively 
control the operation of the Bank. And although most Board decisions 
are made by consensus rather than vote, the formal voting structure is 
an ever-present reality which conditions any putative consensus. 

Northern dominance is also evident within the World Bank staff, 
which is not subject to national personnel quotas. Not surprisingly, the 
upper ranks of the staff are dominated by Americans. However, the 
present staff of approximately 2,600 now represents over 100 different 
nationalities. 

A more significant source of Northern control is the fact that the World 
Bank president is always a U.S. citizen, a fact which increases the 
perception of U.S. dominance in the management of Bank operations 
and in ensuring that the Bank remains 'headquarters-oriented' and 
highly centralized in Washington. The president indeed has extensive 
powers. It is he and not the executive directors who formally initiates 
proposals for loans and credits. The Board of Executive Directors then 
merely accepts, amends or rejects them. 

But as illustrated by the presidency of Robert S. McNamara (1968-81), 
this does not necessarily mean that the Bank is a mere tool of the U.S. 
government. McNamara, in fact, succeeded in distancing the Bank 
from U.S. pressure to a significant degree. He was greatly resented by 
the Nixon administration which found him 'unnudgeable' in such 
matters as cutting off aid to Allende's Chile in 1970 and reducing IDA 
loans to India during the cooling of Indian-U.S. bilateral relations.5

Unfortunately, McNamara's successor as president, A.W. Clausen, 
the Reagan administration and the U.S. Congress have been subjecting 
World Bank operations to greater scrutiny and reducing contributions 
to the soft loan affiliate in the face of serious budget constraints." In 
particular, the Reagan administration has used U.S. leverage to pro-
mote reliance on the marketplace and to ensure more business for U.S. 
companies.7

In early 1981,Jor example, a $250 million loan for a fertilizer project in 
India was abruptly withdrawn when Prime Minister Gandhi reversed 

'William Clark, "Robert McNamara at the World Bank", Foreign ,4flairs 60 (Fall 1981), p. 176 

"Fate of World Bank's Soft-Loan Arm Remains in Doubt", Ific (:/ohe and Mail. May 9, 1983 

'U.S. Department of the Treasury, U. 5 Partft 'patron in the Multilateral Development Banks in the I qtti 
Washington, RC (February 1982); see also, Robert L. Ayres, "Breaking the Bank". Fenno 41 
(Summer 1981). pp. 104-120. 
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her predeces_ s decision to grant the contract to a U.S. company.' In 
September 1981, a loan of $700 million to modernize and electrify 
India's rail network was placed in jeopardy when India refused to 
accept some accompanying conditions. These included a stipulation 
that India import an IBM computer system from abroad rather than 
develop her own system,certain provisions relating to increases in 
suburban fares and rail tariffs in order to generate a 10 percent return 
on capital, and various changes in th9 railway's corporate structure 
and personnel policy.' In another instance, the U.S. expressed concern 
over 'subsidizing utopianism' when loans were considered for col-
lective farming in Tanzania, and a confidential internal Bank study 
recommended a squeeze on funds to Nicaragua until more concessions 
were made to the private sector.'" 

Such blatant evidence of Northern control has prompted Southern 
demands for major reforms so that developing countries can have a 
greater role in Bank decision-making. Various proposals have been put 
forward. Some suggest adjusting the Bank's voting structure to pop-
ulation, for example, by increasing the number of basic votes by one 
per million inhabitants; others suggest a 50-50 division between lend-
ers and recipients, at least for the soft-loan affiliate, the IDA.I I But as 
with proposals to reform the IMF, the North firmly opposes such 
moves. Should they be implemented under extreme pressures, the 
North would most likely divert foreign aid and financial resources into 
bilateral channels, and the World Bank could be reduced to a mere 
skeleton, contributing little to resource transfers and greater in-
ternational equity. 

It can be expected, therefore, that the power structure and administra-
tion of the Bank will remain under the control of the industrialized 
countries. With this in mind, it is instructive to examine the Bank's 
lending operations during the 1970s to assess both how this dominance 
has been translated into practice, and to what extent the Bank's re-
sources have promoted economic development in the South. 

Bank or Development Agency? 

As a preliminary, it is important to note that the constitution of the 
IBRD constrains it to provide capital flows only as a supplement to 
private investment. The nature of this restricted mandate can be un-
derstood by examining the purposes of Bank lending set out in Article I 
of the Bank's Articles as follows: 

1. To assist in the reconstruction and development of ter-
ritories of members by facilitating the investment of capital 

"India Stray, From the World Bank", South (February 1981), p 71 
"India and the World Bank", The froironrist (September 19. 1981). 
'Shift Seen in Study by the World Bank' , International braid rdnrow. September 1, 1981 
"Escott Reid, "AlcNamara's World Bank", foreign Maws -11 ilidv 1973), pp. 8117.8118, kl ni llaq, 1hr 

Poverty Curtain- Choke, I or the Third World, pp. 213-216; Aul I - klancour, "Re%triit luring ol the World 
Bank ." in K flay led 1, Ihaiegue For ,1 New Order (Oxford l'ergamon rre,s, 14814, p. 15 

for productive purposes, including the res Lion of 
economies destroyed or disrupted by war, the reconver-
sion of productive facilities to peacetime needs and the 
encouragement of the development of productive facilities 
and resources in less developed countries. 

2. To promote private foreign investment by means of 
guarantees or participation in loans and other investments 
made by private investors; and when private capital is not 
available on reasonable terms to supplement private in-
vestment by providing, on suitable conditions, finance for 
productive purposes out of its own capital, funds raised by 
it and its other resources. 

3. To promote the long-range balanced growth of inter-
national trade and the maintenance of equilibrium in bal-
ances of payments by encouraging international invest-
ment for the development of the productive resources of 
members, thereby assisting in raising productivity, the 
standard of living and conditions of labour in their territor-
ies. 

4. To arrange the loans made or guaranteed by it in relation to 
international loans through other channels so that the more 
useful and urgent projects, large and small alike, will be 
dealt with first. 

5. To conduct its operations with due regard to the effect of 
international investment on business conditions in the ter-
ritories of members and, in the immediate post-war years, 
to assist in bringing about a smooth transition from a war-
time to a peacetime economy. 

These provisions clearly dcmonstrate that its founders intended the 
Bank to operate more as a bank than as a development agency. Its 
primary source of funds was and still is the international bond market 
wherein the Bank has built up a Triple A rating owing to prudent 
lending operations and its unblemished repayment record. Indeed, 
the IBRD is the largest single borrower in the international bond 

s' market. Investors rely on the government backing of the IBRD, despite 
the fact that most of the capital subscriptions are only callable rather 
than paid-up, and on the fact that no borrower has ever defaulted on an 
IBRD loan. Moreover, overall Bank lendin#4 prudently constrained 
by the 1:1 'gearing ratio' stipulated in its Charter; that is, the Bank may 
not lend more than the equivalent of its subscribed capital and re-
serves. 

By June 1983, the IBRD owed $35.9 billion to creditors in over 
100 countries; of the $8.8 billion of medium- and long-term funds 
borrowed by the IBRD in the 1982-83 fiscal year, 68 percent was bor-
rowed from private investors and the remainder from central banks 
and governments. The average cost on this outstanding debt was 
8.72 percent per annum. Such favourable borrowing terms have en-
abled the Bank to onlend these funds on very reasonable terms and all 
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at a fixed in over the life of the loan, generally set at 0.5 percent 
over the aveinge cost of the loan. In addition, IBRD loans usually have • 
a maturity of 15-20 years, including a three- to five-year grace period. 

As a consequence of escalating interest rates, however, the Bank has 
been forced to begin cautiously borrowing some short-term money, 
albeit only $1.5 billion out of the $10.3 billion borrowed in fiscal 1983, as 
well as to increase its access to the higher inflation, higher interest rate 
countries, notably the United States. Moreover, from July 1, 1982, the 
Bank began charging a variable interest rate on its new loans. The 
interest rate is calculated twice a year according to a weighting formula 
which reflects the overall cost of Bank borrowing. IBRD loans will 
nevertheless continue to be prized by eligible borrowers. The lending 
rate for the period July 1 to December 31, 1983 was 10.47 percent, 
significantly below commercial rates based on the London Interbank 
Offer Rate. ' 2

Despite the relatively soft terms of regular IBRD loans, many develop-
ing countries simply cannot service such debt. For this reason, the 
International Development Association was created in 1960. Formally, 
the IDA is an autonomous institution with 131 members, but it shares 
the same staff and headquarters as the IBRD. It is funded primarily by 
triennial replenishments from 33 donor countries. This enables the 
IDA to provide interest-free loans extended over a 50-year period with 
a grace period of 10 years and subject only to a service charge of 
0.75 percent on the disbursed portion and 0.5 percent on the undis-
bursed portion. 

Since 1960, IDA has committed $29 billion to more than 1300 projects 
and programs in 78 countries." The steady expansion of IDA funding 
and activities in the 1960s contributed greatly to the transformation of 
the World Bank into the dominant multilateral development agency. 
But the most important element in this transformation occurred after 
1968 during Robert McNamara's tenure as president, until his resigna-
tion in 1981. A brief description of this period is now in order. 

Changes under McNamara 

As one insider noted, McNamara was driven by a sense of mission and 
was determined to reorient the World Bank more truly toward de-
velopment objectives, particularly the alleviation of absolute 
poverty." First, this required increased resources to expand the Bank's 
lending capacity. In his first term of office (1968-73), McNamara made 
great efforts to tap all major capital markets and to solicit greater credits 
for IDA. IBRD loans rose from $847 million to over $2 billion per 
annum, and IDA credits grew froip $257 million to $1.36 billion per 
annum. 

° LIBOR (London Inter Bank Offer Rate) has risen from approximately 5.5 percent in 1972 to 13.75 
percent in 1980, 16 75 percent in mid-I982, and 10 5 percent in mid-I983. 

"World Bank, IDA In Retrospect (Oxford: Oxford University Press. 1982). 
"W. Clark, "McNamara at the World Bank", Foreign Affairs 60 (Fall 1981), pp 167-184. 

At the same time, McNamara undertook a major . ientation of 
World Bank activities "to break the constraints of development"." 
Hitherto, most IBRD and IDA loans were used to finance major in-
frastructural projects, the economic return on which was easily quan-
tifiable and the ability of the debtor government to repay easily moni-
tored. This project approach to development finance was, in part, a 
requirement of the World Bank Articles of Agreement. Article III (4) 
(vii) provides, inter alia, that "loans made or guaranteed by the Bank, 
shall, except in special circumstances, be made for the purpose of 
specific projects of reconstruction and development". 

Project financing has always aroused criticism by developing coun-
tries, but two distinct facets were of particular salience in the early 
1970s. First, the Bank generally financed only the foreign exchange 
portion of a project, so that, for example, in 1968 less than 5 percent of 
lending by the IBRD and IDA was for local costs."' Second, because all 
contracts for World Bank projects were open to international competi-
tive bidding, local suppliers were inevitably outbid by more sophisti-
cated and efficient multinational corporations — which led to accusa-
tions that the Bank was insufficiently concerned with the transfer of 
skills and technology. 

Cognizant of these criticisms, McNamara established in 1972 a new 
Development Policy Staff under Hollis Chenery charged with devising 
and implementing a new strategy for development. The new strategy 

. shifted emphasis away from project loans towards so-called program 
loans,17 which provide foreign exchange mainly for importing goods 
and services that are important for the overall development program. 
In addition, more investment was to be directed to agriculture, educa-
tion and population control efforts so as to remove long-term con-
straints on development. Growth targets would be established in 
terms of essential human needs — nutrition, housing, health, literacy 
ind employment — rather than in terms of purely economic measures 
such as GNP. And greater emphasis would be placed on internal 
reforms designed to redistribute internal economic power, namely, 
land reform, tax reform and credit and banking reform. 

This new orientation and a growing concern with the distributional 
dimension of growth became increasingly evident through the 1970s. 
By 1980, IBRD loans had increased to $7.6 billion per annum, IDA 
credit had risen to $3.8 billion per annum, and program lending 
amounted to approximately 10 percent of the total outstanding. This 
trend has continued into the 1980s, with IBRD and IDA loans amount-
ing to $11.1 billion and $3.3 billion respectively in the year ending June 
30, 1983 (see Table 4.2). In addition, more standard project financing 
was allocated to agriculture, rural development and local industry, and 
a greater proportion of funds was available for local costs. 

"See generally, B.S. Hurni, The Lending Policy of the World Bank in the 197ffs. Analysis and Evaluation 
(Boulder. Colorado: Westview Press Inc., 1980). 

"Escott Reid, "McNamara's World Bank", p. 800. 

'Mason and Asher, The World Rank Since Bretton Weixfs. pp. 2640, pp 260-294 
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Table 4.2 
World Bank Group: IBRD and IDA loans 
($ millions) 
Fiscal year 
(ending June 30) IBRD IDA Total 
1972 1,958 1,000 2.958 
1973 2,051 1,357 3,408 
1974 3,218 1,095 4.313 
1975 4,320 1,576 5.896 
1976 4,977 1,655 6.632 
1977 5,759 1,308 7,067 
1978 6.098 2,313 8,411 
1979 6,989 3.022 10,011 
1980 7,644 3.838 11,482 
1981 8,809 3.482 12,291 
1982 10,330 2.686 13,988 
1983 11,136 3,341 14,477 
Source: World Bank Annual Report (Various years). 
In 1980, the year before McNamara's departure, yet another major 
innovation in World Bank operations was initiated. This was the 
structural adjustment lending program, the objectives of which are stated 
as follows: 

. . .to support a program of specific policy changes and institutional 
reforms designed to achieve a more efficient use of resources and 
thereby contribute to a more sustainable balance of payments in the 
medium and long term and to the maintenance of growth in the face 
of severe constraints, and to lay the basis for regaining future growth 
momentum; and to act as a catalyst for the inflow of other external 
capital to help ease the balance of payments situation." 

Structural adjustment loans are thus designed to help a country to 
adjust to higher energy prices, restricted export markets and other 
unexpected and adverse changes in the international environment 
without setting aside long-term growth objectives. 

The loan is usually disbursed in instalments and is subject to con-
ditions such as ceilings on credit expansion and government borrow-
ing, the reduction of trade deficits to sustainable levels relative to 
anticipated capital inflows, and the removal of obstacles to growth, 
greater productivity and efficiency. In terms of repayment, there is 
normally a grace period and a final maturity in the range of 17 to 20 
years. As of June 1982, 15 structural adjustment loans had been 
approved for $2.1 billion, representing 8.2 percent of the Bank's total 
commitments in the1982 fiscal year. 

Perhaps the most interesting aspect of structural adjustment lending is 
its resemblance to the IMF's conditional lending to finance balance of 
payments deficits. The World Bank-IMF Joint Development Com-
mittee acknowledges this complementarily. The World Bank has an 

111arld Rani ,,,,,, Wpm! 1982. p. 39; see generally, Er Wright, "World Banking Lending For 
Structural Adjustment". I manic and Development. Vol. 17, NO 3 (September 1980). 
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interest in reducing current account deficits so that investment pro-
grams and activities are not jeopardized; and the IMF recognizes the 
need for its macroeconomic policy prescriptions to mesh with long-
term development strategies. 

It has already been noted how the IMF has begun providing longer-
term finance for balance of payments problems and, for example, the 
creation of the extended fund facility reflects the need to consider a 
country's development prospects. In addition, with respect to IMF 
conditionality, there has been a shift from exclusive emphasis on 
demand management to an awareness of supply-side problems and 
the need to raise the long-term productive potential of the debtor 
country through appropriate savings and investment incentives. 

The degree of cooperation between the IMF and World Bank has been 
described succinctly by the IMF managing director, M. Jacques de 
Larosiere: 

While the Fund and Bank retain their separate responsibilities and 
functions, we call upon each other for advice within each institution's 
area of expertise and consult and collaborate so as to ensure that the 
efforts of each institution reinforce the effectiveness of programs 
supported by the other. The Fund, for example, looks to the Bank for 
views on the size and composition of a country's investment program 
and for analysis of the microeconomic impact of pricing decisions, 
while the Fund provides the Bank with guidance on macroeconomic 
policies. 19

In addition, staff members of both institutions are more and more 
frequently participating in the missions of the other. Certainly, 
cooperation and interdependence between the Bank and the Fund will 
expand in future, particularly as member countries attempt to combine 
World Bank and IMF lending in a single program and to link short-term 
stabilization policy with long-run goals for economic development.20

Replenishing the IDA 

Perhaps the major problem facing the World Bank Group is how to 
increase the volume of IBRD and IDA lending both in absolute terms 
and in such a way as to accelerate the flow of private and official finance 
to developing countries. One way is to increase IBRD borrowings and 
IDA replenishments. Floating additional IBRD bonds does not present 
a real obstacle, particularly in light of the 1980 increase in the Bank's 
authorized capital from $37 billion to $75 billion and the decision of the 
Bank to engage in short-term borrowing in the capital markets. 

Increasing IDA replenishments, however, is extremely uncertain. In-
deed, in 1981, the Reagan administration effectively reduced the U.S. 
contribution of $3.2 billion to the Sixth Replenishment (IDA-6) by 

'Conversation with Mr. de Larosiere", rthilliCe and Development, Vol. 19, No. 2 (June 1982), r I. 

'Dell and Lawrence, TI'.' Balance of Payments Adiustment PlOirSS, p. 72. With the exception of Bolivia, 
all countries which had received structural adjustment loans from the World Bank up to lune 1982 
had first entered into an arrangement with the IMF. 
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deciding . ,tretch payment over four years instead of three. This 
precipitated a crisis since, pursuant to a 1980 agreement, other IDA 
donors only contribute in proportion to the United States. Although 
ultimately the other donors finally paid their full shares (Britain paid 
up only after Indira Gandhi promised Mrs. Thatcher some lucrative 
contracts for power stations), lending had to be slashed by 35 percent 
or $1.5 billion in the 1982 fiscal year.2I At the 1982 annual meeting of the 
INIF and World Bank, the non-American IDA deputies agreed to bridge 
the shortfall until IDA-7 commences in 1985. An additional $2 billion in 
contributions were made which had the effect of restoring annual 
transfers by IDA to pre-I982 levels — approximately $3.5 billion per 
annum. It should be noted that about $500 million of this $2 billion, 
representing the contributions from Canada, France, Norway, 
Sweden, Italy and Denmark, was placed in a Special Fund in which 
procurement will be restricted to the contributors and other develop-
ing countries. This decision was intended as a symbolic gesture to 
signal disapproval of the breach of the principle of burden sharing by 
the U.S. 

Negotiations for the Seventh Replenishment, which opened in 
November 1982, proved particularly difficult largely due to weakening 
U.S. support for multilateral development institutions. In response to 
the World Bank management's position, that a $16 billion replenish-
ment was the minimum necessary to continue IDA lending at an 
acceptable level, the United States proposed a replenishment of no 
more than S9 billion. A $9 billion replenishment was agreed upon only 
after lengthy and acrimonious negotiations, although Canada and 
most other donors sought a compromise $12 billion replenishment. 

While downward pressure has been exerted on IDA funding levels, the 
resource needs of eligible countries — those with per capita incomes of 
less than S730 (at 1980 prices) — continue unabated. These countries 
are mainly found in Sub-Saharan Africa where the average income 
(excluding Nigeria) was only $330 in 1979 and has since fallen 0.5 per-
cent each year in real terms. In addition, the entry of China has posed 
a problem. It is anticipated that China will receive approximately 
15 percent of IDA-7 funds, while the other large recipient, India, will 
have its share only slightly reduced to 27 percent. Of course, there is 
always the possibility that some recipients will 'graduate' to the IBRD, 
as have 29 IDA members in the past. Moreover, a great deal of attention 
has recently been focused on 'blended credit' — the mixing of both IDA 
credit and IBRD loans, particularly for countries such as Chiria and 
India. Finally, it is also likely that a modest interest charge will be 
imposed on IDA lending and that maturities will be reduced as a means 
of supplementing IDA resources. 

''"A Bank For An ,,c,o.ons A Survey of the l‘orld Hank - the I vuomq l'wptembcr b. IgS21. I, IS 

Prospects for Expansion 

In view of the limit on IBRD lending and the political uncertainties 
regarding IDA resources, the most important source for potential 
expansion of World Bank operations is the increasing collaboration 
with the private sector and, particularly, the multinational commercial 
banks. World Bank president A.W. Clausen has proposed three possi-
ble avenues: increased activity by the International Finance Corpor-
ation; a multilateral investment insurance scheme to stimulate private 
investment; and more cofinancing with the commercial banks to sup-
plement cofinancing with official aid agencies in industrialized coun-
tries and OPEC countries. 

The IFC has considerable potential for stimulating private sector in-
vestment in developing countries.22 Its Articles of Agreement stipulate 
that the affiliate should only make investments "in cases where private 
capital is not available on reasonable terms". The IFC typically pro-
vides up to 25 percent of the total investment required by eligible local, 
indigenous private enterprises. -Other investors are then attracted on 
the strength of the IFC's expert assessment of the project and its stamp 
of approval. Once the viability of the local venture is proved, the IFC 
sells off its holdings, thereby strengthening the local capital market. 
The IFC also further upgrades the financial expertise of developing 
countries by underwriting public offerings or private placements of 
various forms of corporate securities. 

In the 1983 fiscal year, the IFC Board of Directors approved 58 projects 
with project costs of $2.9 billion, involving an IFC investment of $612 
million. More importantly, the IFC has been diversifying into non-
manufacturing activities, and expanding steadily into sub-Saharan 
Africa where, for example, it has backed food processing plants in 
Somalia and Swaziland, cement factories in Lesotho and Sierra frone, 
and a development finance corporation in Botswana. 

Another means of encouraging direct foreign investment in developed 
countries is through a proposed Multilateral Investment Insurance 
Agency (MIIA). This agency is intended to complement national in-
surance schemes in many OECD countries which insure investors 
against 'political risks' — mainly expropriation, inconvertibility and 
war. In this way, the World Bank may help to reduce real or perceived 
non-commercial risks, stimulate investor confidence and reverse the 
decline in investment flows to needy areas such as Africa. 

The third and perhaps most important avenue to be pursued by the 
World Bank in future is greater cofinancing with commercial banks.23 It 
is the multinational banks that are presently the main source of finance 
for many of the more advanced developing countries. Yet they are 

'Internal I Finance Corporation: Merchant Banker to the Third World", Institut iiiiiii Imestor 
(September 1982) 

23World Bank, "Co-Fittancing— A Review of tVorld Ralik Co-firianiing With Private. fmancial Institti Woos", 
Washington, D.C., 1980. 
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increasi cutting back their lending operations for fear of the con-
sequences to the banking system of any massive default. the World 
Bank hopes to reverse this tendency as well as to broaden the country 
coverage of private lending by effectively providing the banks with the 
World Bank's stamp of approval and ongoing supervision with respect 
to various projects, all of which are required to show an estimated 
economic rate of return of at least 10 percent in real terms. In other 
words, cofinancing enables the World Bank to leverage its capital and 
professional expertise and attract needed additional funds to borrow-
ing countries, in much the same way as the IMF uses its stand-by 
arrangements as a catalyst for increased private lending to help finance 
current account deficits. 

At present, cofinancing is proving to be a popular theme with the 
multinational banks which are all anxious to reduce the risk of lending 
to developing countries. The number of cofinanced operations has 
jumped from 37 in 1973 to 99 in 1982 and the total volume of funds 
provided by co-lenders has risen from $946 million to $7.4 billion, with 
private financial institutions contributing approximately $3.3 billion. 
Moreover, multinational banks are now placing loans cofinanced with 
the World Bank in a special category when setting up country lending 
limits, and the U.S. Treasury is prepared to exempt such cofinanced 
loans from any restrictions placed on total loans by U.S. banks to a 
single borrower." 

Various cofinancing techniques are being used or considered. Usually 
the World Bank and the commercial banks enter into separate loan 
agreements with the borrower. The commercial loans are on market 
terms and are frequently linked to the World Bank loan through a cross 
default clause and a Memorandum of Agreement signed by both the 
World Bank and an agent for the commercial lenders. The Memoran-
dum provides for the exchange of information regarding the progress 
of a project, and any administrative services to be carried out by the 
World Bank on behalf of the commercial banks. 

In conclusion, the World Bank Group has undoubtedly played a signi-
ficant role in providing development finance and in promoting a more 
equitable distribution of resources. And notwithstanding Mr. 
Clausen's protestations that "the World Bank is not in the business of 
redistributing wealth from one set of countries to another set of coun-
tries jand that1 it is not the Robin Hood of the international financial 
set", ̀ 5 the Bank is nevertheless an important actor in the North-South 
arena. 

Nevertheless, it remains firmly under the control of the industrialized 
countries, particularly with respect to any operational changes aimed 

"See "Third World Debt-Housekeepers Charter", the Econanast (April lb. 1983), for a detailed 
discussion of the regulatory package recommended by the U.S. Federal Reserve, the om pt ft oiler 
currency, and the federal Deposit Insurance Corporation. 

""No More North-South", International Herald Tranair, February b, 1982 

at augmenting the quantity and quality of financiz nsfers to de-
veloping countries, as well as improving the distribution. Subject to 
the cooperation of these members, future bank activities should in-
clude increased program lending and structural adjustment loans, 
greater coordination with the IMF even if only on an ad hoc basis in the 
Development Committee, and more cofinancing with private financial 
institutions. It would therefore seem that a more integrated approach 
towards the transfer of financial resources for development purposes is 
beginning to crystallize, but it remains to be seen whether this evolu-
tion will be sufficient to satisfy the demands of the South. 

50 51 



Part Thy( he New Role of Private rilltillee 

5 The Private Multinational Banks 

During the 1970s the global economy was deeply affected by the 
emergence of a major new source of finance for the developing coun-
tries - the multinational commercial banks. With the quadrupling of 
oil prices in October 1973, huge sums of petrodollars - the dollar 
reserves of the oil-exporting states - flooded the Eurocurrency 
markets, and with this influx the private, multinational banks 
emerged as major suppliers of finance to deficit-ridden developing 
countries. Not only were private banks eager for new profit opportuni-
ties, but they possessed certain technical advantages (such as the 
risk-spreading syndicated bank loan and the six-month rollover loan) 
which allowed them to shift the risks arising from fluctuating in-
ternational interest rates onto borrowers.2

As shown in Table 1.1, multinational bank lending is second only to 
bilateral aid flows as the single most important source of external 
finance for developing countries as a whole. Clearly, this has had 
important implications for the structure of international financial rela-
tions, expecially since many formerly creditworthy debtors can no 
longer service their monumental debts. Medium- and long-term debt 
service payments of the non-OPEC developing countries, expressed as 
a percentage of their exports (and net private transfers), rose dramati-
cally from 12 percent in 1973 to an estimated 21 percent in 1982.3

Petrodollars and Developing Countries 

The emergence of the multinational banks as major suppliers of finan-
cial resources to developing countries is probably the single most 
important dimension of the political economy of North-South relations 
in the 1970s. By way of brief historical background, in the postwar 
period at the inception of the Bretton Woods System, it was widely 
believed that the intermediation function of the international capital 
markets had been irrevocably extinguished after the financial chaos 
and multiple defaults of the 1930s; hence, the necessity in the postwar 

1 he Eurocurrency market encompasses all banking institutions that accept deposits and make loans 
in currencies other than the bank's own country of residence It is thus the maim channel for 
international banking operations. See R.I. McKinnon, 11w Liirocurreni u Maria, Essays in In-
ternational Finance NO. 125, Princeton University, December 1977: VD. Aronson, Monett and Power: 
Ranks and the horld Alericharu Sir.tem (Beverly. [fills, Calil. Sage Publications. 1977), pp 69-95; 
E Versluyen, Ike Pola t, al 1, own'', el blierlial1011al hlialltr (I iindon: Cower Publishing Co 1981). 

'See generally, an excellent study in B.I.(ohen fed ). Rank4aiut the Milani e of Nome., f‘, rroole I  ephhox 

or the International Ailiii•trnera Priaos (1.0ndon: Cronin I him, 1981). also. S .1 I igltoriaistmal 
Nuking (London: A W Silthoff, 1974). 

tECD, f rhino, (JOI 14 I )131.4.11IX 0.11111 WA. 1982 Surviov, I able 11 p 94 

years to substitute international financial institutions s. . as the INIF 
and the World Bank. It became clear, however, in the course of the 
1950s and 1960s that not only did these institutions lack sufficient 
resources to perform an adequate intermediation function themselves, 
but also that private investment, bilateral loans and foreign aid were 
likewise unable to satisfy the need for development finance. Neverthe-
less, as recently as 1970, few developing countries had even modest 
access to international capital markets either as a supplementary 
source of finance or as a substitute for direct foreign investment by the 
much-criticized multinational corporations.4

The oil price shock of 1973 and the consequential massive increase in 
the deficits of all oil-importing developing countries radically altered 
the situation. The multinational banks, as major recipients of the 
petrodollars deposited in the Eurocurrency market and in anticipation 
of good profit opportunities, began to play a key role in providing 
balance of payments finance to developing countries. 

A few statistics indicate the magnitude of this recycling process. In 
1971, borrowing in the Eurocurrency markets on the part of developing 
countries amounted to a mere $1.4 billion. But as current account 
deficits jumped from $11.3 billion in 1973 to $37 billion in 1974 after the 
first oil price shock, and to $89 billion in 1980 after the second oil shock, 
private borrowing increased commensurately from approximately $6.5 
billion in 1973 to $28.4 billion in 1980. By 1983, $39.1 billion out of a total 
$67.8 billion in current account deficits of non-oil developing countries 
was privately financed (see Table 5.1). 

Table 5.1 
Non-oil Developing Countries: Current Account 
Deficits and Private Borrowing, 1973-83 
($ billions) 

Year 

Current 
Account 
Deficit 

Long-Term 
Private 

Borrowing' 

1973 11.3 6.5 
1974 37.0 10.3 
1975 46.3 14.2 
1976 32.6 15.3 
1977 28.9 9.4 
1978 41.3 19.5 

1979 61.0 21.7 
1980 89.0 28.4 
1981 107.7 35.7 
1982 86.8 18.5 
1983 67.8' 39.1 b

Estimated by the IMF 
Preliminary. 

Source: IMF, World Economic Outlook, Washington, D.C., 1983, Table 25, p 194 

'Susan Strange. "Debt and Default in the International Political Economy", in II). Aronson led Pdg 

and the Less lk.veloped Ceurifrics (New link: Praeger Publishers. 1979). 
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Althougi. ,e multinational banks have played the major role in recycl-
ing petrodollars to certain creditworthy oil-importing countries and are 
currently the largest single source of capital for these countries, it is 
equally clear that the activities of the banks in the Eurocurrency Market 
have introduced a serious element of instability into the international 
financial system as a whole. 

Perhaps the most disturbing aspect of the activities of the banks in the 
Eurocurrency market has been and remains their largely unregulated 
nature. Throughout most of the 1970s, the multinational banks had vet 
to develop a sophisticated means of analyzing what is termed 
'sovereign-risk'. Their loans to developing country debtors were pri-
marily a function of the available funds and the perceived profit oppor-
tunities. Little thought, at least initially, was given to the possibility of a 
default by a sovereign debtor and the repercussions on the financial 
system. 

The situation was rendered particularly precarious by the existence of 
the interbank market. Over 50 percent of Eurocurrency transactions 
actually consist of interbank transactions whereby banks regularly 
redeposit funds with other banks.5 This system originally evolved as a 
means of stabilizing the international capital markets by allowing 
banks to adjust their liquidity positions by lending and borrowing 
funds among themselves. In addition, it permitted banks to reduce 
their tax burden by 'booking' transactions through banks located in 
various tax havens. 

For example, in 1977, banks in the Bahamas were responsible for 
32 percent of all loans by branches of United States banks. Ironically, 
this complex interbank market now enhances the likelihood of finan-
cial instability insofar as the collapse of one bank, perhaps as a result of 
the default of a developing country debtor, may easily precipitate the 
collapse of a succession of banks. 

Hitherto there has been no effective international regulation of such 
bank lending. In 1974, in the crisis which followed the collapse of the 
Herstatt Bank in West Germany and the Franklin National in the 
United States, all the central banks of the member countries of the Bank 
for International Settlements (BIS), which informally tries to monitor 
the Eurocurrency market, agreed in the Basle 'concordat' to rescue any 
ailing bank heading for a major bankruptcy.' However, BIS statistics 
are incomplete and inadequate, and the 'concordat' is vaguely worded 
and does not formally apply to non-Group of 10 countries — for 
example, such important financial centres as Hong Kong. Thus, it is 
difficult if not impossible to identify potential crisis areas before prob-
lems erupt, as demonstrated by the recent cases involving Mexico and 

D. Aronson, Maury And Pincer, Chapter T. This situation is highlighted in Anthony Sampson, the 
Morita Lenders (London Hodder and Stoughton, 19811; and II M. Wachtel, Ilse N'ea• moan, . Multi 
national Banks in the Third World (Washington I) C: transnational Institute, 1977). 

'Richard Dale, "'Safeguarding the International flanking System", II,,' Basiker (August 1982) 
pp 49-56 

Brazil. Moreover, the Basle agreement is deliberat& kscure and 
states simply that "it would not be practical to lay down in advance 
detailed rules and procedures for the provision of temporary liquidity" 
but that "means are available for that purpose and will be used if and 
when necessary" .7

The possibility of default by a developing country debtor is now an 
important preoccupation on the part of the multinational banks and 
both national and international regulatory authorities. This concern is 
focused primarily on the largest debtors; for example, over 60 percent 
of 1983 Eurocurrency market borrowing by non-OPEC developing 
countries was accounted for by four of the largest developing coun-
tries: Mexico, Brazil, Argentina and South Korea." 

After the 1979 oil shock and the onset of world recession, it became 
evident that these four major debtors in particular faced increasingly 
burdensome debt service payments. Indeed, a large proportion of new 
borrowing was (and still is) related to financing existing del;, and con-
cern intensified over the ability- of debtors to continue to service the 
debt. Accordingly, the banks began to develop a much more sophisti-
cated concept of sovereign-risk and to adhere to country limits govern-
ing the maturity and the amount of loans to individual developing 
countries. By 1982, the growth rate of new bank lending had dropped 
to 8-10 percent, compared to 20 percent in 1980-81. In addition, the 
banks insisted on loans with shorter maturities, shorter grace periods 
and higher interest rate spreads." 

The implementation of these supposedly preventive measures coin-
cided with a steep rise in international interest rates from approximate-
ly 9.1 percent on average in 1978 to 16.5 in 1981,1" and a reduction of 
export earnings of developing countries as a result of the world reces-
sion. Not only did debt servicing costs escalate, but there was less 
foreign exchange available to service the debt. 

Undoubtedly, the Mexican crisis was the catalyst for a more general-
ized developing country debtor crisis which has engendered a further 
retrenchment on the part of the banks and drawn the banks and the 
IMF closer together. Not only Brazil, but all of the major Latin Amer-

ican debtors (except Colombia) have either IMF agreements in place or 

7W. Brandt it al.. Canomm Crisis, North -South, p 88 A purported re% mon ot the c llll cordat has not 

changed the situation: "Banking Supervision: Full oil I-haes as a Swiss Cheese", The ttttt (June 

II, 1983). 

"OECD, Financial Stalistics"Statistiques Financieres de rocm, Part I. Monthly Financial Statistics. 

February 1983 

'Federal Reserve Bank of New York, Qualledu Review, December 1982; "Third World Debt - 

!housekeepers' Charter". the Fomaimq (April It.. 1483). 

"liiis rotors to TIBOR: The I. Ion Inter Bank Offer Rate Note that in the period 19:2-79. rapid 

inflation resulted in negative real interest rates and, hence, an eiledive trancier of real res,nirres to 

the debtor ("minims. See G. Russell Kincaid. "Inflation and the I:sternal Debt De% el,,pmg 

C tries". 1111,11ki tush Develormeof 18 (December (981). pp 43-48 
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are cui re negotiating them. This trend is also occuring in an in-
creasing i....fiber of countries in Asia, Africa and Eastern Europe. For 
example, the Philippines, South Korea and Thailand are all experienc-
ing difficulties in servicing their present debt structure. 

Coordination with the Fund 

The current situation closely resembles one of mutual hostages be-
tween debtors and creditors, and international lending has become a 
dangerous game of brinkmanship." Although the banks can discipline 
a recalcitrant debtor by threatening to withhold further credit, a debtor 
country can, with equal and opposite effect, threaten to default and 
rupture the delicate banking structure. The exposure of some major 
banks is shown in Table 5.2. 

In order to avert the now very real risk of default, the banks have had to 
resort to repeated rescheduling of debt as a means of adjusting the 
financial obligations of debtor countries to their capacity to service the 
debt. The institutionalization of this process of rescheduling is, howev-
er, recognized as a temporary expedient. A reappraisal of private 
multinational banks in their role as providers of finance to developing 
countries is under way, and proposals aimed at increasing the involve-
ment of international financial institutions, notably the IMF and the 
World Bank, are gaining support. 

The emerging pattern of coordination between the banks and the IMF 
is highly ironic. During the 1970s, private bank credit to the middle-
income developing countries was regarded as a valuable source of 
unconditional finance and an ideal substitute for cumbersome, con-
ditional IMF credit and other official transfers. For example, Brazil's 
access to the Eurocurrency market enabled her to avoid recourse to the 
IMF altogether. Similarly, Algeria and Peru obtained Eurocurrency 
loans at a time when they were denied official resources. Even Gabon 
was able to finance a railway on Eurocredits after the IBRD rejected a 
loan on the basis of an elaborate cost-benefit analysis. 

It should be noted, though, that the banks were not totally oblivious to 
the need to ensure a certain degree of good economic management and 
fiscal discipline on the part of their sovereign clients such as to increase 
their ability to repay and ultimately reduce their need for further 
borrowings. But particularly in situations where, literally, hundreds of 
banks were involved in syndicated loans or consortia, the banks simply 
lacked the means for ongoing supervision and for ensuring that the 
appropriate adjustments of domestic economic policy were made. 

For example, in 1976 a consortium of six hanks led by the Bank of 
America attached stringent conditions to a 5400 million refinancing 

"I I) Aronson. " I he Polito( of Private Bank I ending and I 644 Renegotiabinis". in I I). A 11111,1111 
. 0,14 and the I 1)ei.cloped Cl/1/111rh,  (BIM ( IVesivietv 19:9). p

loan to Peru, 12 as part of which a steering committei s formed to 
monitor Peru's economic performance and the goves 'anent's com-
pliance with the loan conditions. These conditions included deflation-
ary measures and a currency depreciation. But the banks lacked both 
the expertise and the legitimacy to successfully carry out this experi-
ment in direct conditionality. Ultimately, in 1977, President Morales 
was prevailed upon to accept an IMF-imposed stabilization program of 
domestic deflation and a 30 percent devaluation. When the IMF sus-
pended a further credit as a result of Peru's failure to meet a budget-
cutting target, the private creditors did likewise. Only after a new, 
even more severe IMF agreement was concluded in September 1978 
was the rescheduling of Peru's private and public debt completed. 

This link between the multinational banks and the Fund has become 
increasingly formalized as multilateral debt reschedulings have be-
come a regular feature of international financial relations. As of early 
1983, one banker estimated that there were 25 countries in arrears, in 
the process of rescheduling or which had already rescheduled portions 
of bank debt, compared with 27 reschedulings for the entire decade of 
the 1970s)" 

The rescheduling of commercial debt usually, though not always, 
occurs in conjunction with a rescheduling of official public debt within 
the so-called Paris Club forum. The private creditors hold a parallel 
conference while the Paris Club of official (government) creditors 
meets. Any renegotiation concluded by the Paris Club will contain a 
provision obliging the debtor country to negotiate rescheduling of 
private debt on the same terms. 

As a condition of any rescheduling, the country is now almost always 
required to enter into a stand-by arrangement with the IMF, thus 
bringing the full panoply of Fund conditions to bear on the debtor-
creditor relationship." In addition, many private bank loan agree-
ments may allow for advances to be withheld if the member's right to 
draw under a stand-by arrangement is suspended, or stipulate that 
borrowers must 'be in good standing' or be 'fully eligible' to purchase 
Fund resources. Clearly, the IMF 'good housekeeping seal of approval' 
is now the linchpin of the privatized system. The IMF has emerged in a 
new supervisory capacity as the institution responsible for disciplining 
debtors, scrutinizing finances and thereby enhancing the security of 
private loans. 

"Barbara Stallings, "Peru and the U.S. Banks: Privaliz .tion of Financial Relations", in J.D. Aronson 

(ed.), Debi and the Less Vepeloped Countries; H. Shapiro, "Monitoring: Are The Banks Biting Off More 

Than They Can Chew?", Institutional Investor (October 1976). A similar experiment in Zaire in 1976 

also failed: 0.0. Bairn. "Rescuing the LDCs", foreign Affairs 55 (July 1977). pp. 717-731. 

"Morgan Guaranty Trust Co., World financial Markets, February 1983. 

"I. Gold, Order an International finance. the Promoliou of IMF Stand-fly Arrangements and the ()rafting of 

Private loan Agreements, IMF Pamphlet Series No. 39 (August (982); see also. Charles Lipson. " The 

IMF, Commercial Banks and Third World Debts", in Aronson (ed.), Debt and the Le5s Pepeherej 

C trim"; and C. R. Neu, "The International Monetary Fund and Less Developed CountrY Debt-. in 

L.G Frank° and Mt Sieber (eds.), Developing Confirm Debi (New lurk: l'raeger Publishers. WV) 
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The Fund also plays an important, although still small, ..Jvisory role 
during the creditor club and private bank negotiations. Guidelines 
issued in January 1981 indicate that the IMF intends to assume a higher 
profile in such forums and to liaise more closely with official and 
private creditors, as well as with other institutions such as the World 
Bank and UNCTAD, in gathering and analyzing factual information. Is
But although contacts between the banks and the IMF have un-
doubtedly increased, the Fund must remain discreet, since the in-
formation received from its members is confidential. Member coun-
tries object to the Fund giving the appearance of aligning itself with 
their creditors, particularly when the IMF assists and advises the 
member during negotiations of private loans. 

The recent debt crises in Mexico, Brazil and Argentina, all in quick 
succession in late 1982, highlighted the need for a better early warning 
system and for increased coordination between the IMF and the multi-
national banks. The resultant change in the pattern of Fund operations co reveals the IMF's underlying concern with the preservation of the a 
overall financial system. No longer is the Fund mainly a provider of 

co 0, temporary balance of payments financing; it is also actively assisting 
6 multinational commercial banks that have, in retrospect, clearly en-

gaged in improvident lending. This new role was clearly illustrated by 
2 the sequence of events surrounding the Mexican and Brazilian crises. cti 

gi 2 
The Mexican Case 
In the Mexican case, by August 1982 over $80 billion of medium- and 
long-term external debt had accumulated and Mexico was heavily c 
committed to well over 300 foreign banks. (Indeed, as many as 1400 

zi banks have been involved to some degree in the rescheduling of 
- Mexico's debt). By this date, debt service payments were consuming Q.> 

58.1 percent of Mexico's export earnings, compared to 23.2 percent in c 
s 1978; $10 billion of principal repayments were due in the last four 

TT-3 10 months of 1982. Falling oil export revenues, continuing high interest 
CI u 

CD -0 rates and short-term capital outflows precipitated the breakdown of its 
E o 
E a debt servicing efforts. 
O a) 

In August 1982, the Mexican government declared a three-month 
,c5 moratorium on the payment of principal to public and private creditors 
c ri) and suspended interest payments on private debt. It also imposed 
o exchange controls, froze all dollar deposits and devalued the peso. The 
0, c action stunned the international banking community" and electrified 

cr 
7 the atmosphere at the annual meeting of the Board of Governors of the 

IMF and World Bank held in Toronto two weeks later. The central 
3 cr) banks of the Group of 10, operating through the Bank for International c Settlements, put together a crash rescue program involving $1.85 bil-

0a) c, 
. . Nowzad and R C. Williams, U o ter (al buirldedness el Develormy Cow:tries, IMF Occasional raper 

E w No. 3 (May 1981). - 2 'It must be noted that Mexican banks themselves had borrowed heavily in the interbank market. and 

• cj 
W 

when, in its negotiations with its creditors. Mexico threatened to suspend pax ments of prim iro 

and interest on interbank loans as well, the spectre of a chain collapse ot the international banking 

structure became a real possibility 
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lion of sl -term credit available until the end of the year. Two U.S. 
government agencies provided an additional $2 billion and the Federal 
Reserve reactivated a pre-existing 'swap' facility. 

All major governments clearly viewed the situation as an emergency 
and as posing a severe threat to the international financial system. The 
United States came to the IMF-World Bank meeting with an un-
expected proposal for a special emergency fund within the IMF, with 
resources of up to $20 billion, to carry out bridging operations. Clearly, 
the U.S. did not want to face so large a responsibility alone. 

Ultimately, Mexico reached an agreement with the IMF for a $3.84 
billion purchase over three years from the extended fund facility (Mex-
ico's quota was then SDR 802.5 million), and successfully negotiated 
the rescheduling of its public and private sector debt. Approximately 
$20 billion of such debt was to mature between August 1982 and 
December 1984, 50 percent of which is short term. 

The interesting new feature of the IMF arrangement was the unprece-
dented degree of cooperation between the IMF and the private finan-
cial institutions. More specifically, in an unusually explicit statement, 
the IMF managing director personally asked the banks to lend an 
additional $5 billion to Mexico and made it clear that Mexico could not 
meet the conditions in the extended arrangement without the bank 
credit. Moreover, Mr. de Larosiere indicated that he would not recom-
mend approval of the agreement by the Executive Board without 
assurances from both official sources and commercial banks that 
adequate external financing was in place and a realistic restructuring 
scheme formulated. Since any new bank loans (or official credit) are in 
turn dependent on the adherence by Mexico to IMF conditions, it is 
clear that, in the words of the executive vice-president of Citibank, "the 
IMF and bank loans are absolutely interdependent". 

The Brazilian Case 
The Brazilian debt crisis followed closely that of Mexico. It was thought 
at first that a softening of world oil prices and a more diversified debt 
maturity structure would make Brazil's $90 billion debt, the largest in 
the Third World, easier to handle. Ironically, events have shown the 
opposite to be true. In part, this was because oil prices did eventually 
stabilize and because Brazil, unlike Mexico, did not have a large chunk 
of short-term debt that would bring immediate relief through a single 
large rescheduling. More importantly, however, Brazilian authorities, 
again unlike their Mexican counterparts, were much less decisive and 
comprehensive in their approach to the crisis, hesitating to acknowl-
edge its seriousness or intervene in the deteriorating market process 
until the end of 1982. As a result, a large portion of Brazil's interbank 
credit lines were withdrawn. These lines have not been restored de-
spite pressure from the IMF, the Western Central banks, and from the 
major multinational banks themselves. 

"Latin American Debt ( rise. Fosters Unusual Cooperation". I he (dok and Alml. I )ecember 2. 1,0;2 

A $5.9 billion stabilization agreement with the IMF early nu 1983 did not 
attract the level of multinational bank finance that had been expected. 
Many bankers expressed concerns about the ability of an uncertain 
political structure to absorb the social costs of the tough austerity 
measures needed to meet the IMF's conditions. As it turned out, 
Brazilian austerity measures were indeed not strong enough. In May 
1983, the Fund suspended its allocations, automatically bringing to a 
halt further bank disbursements. It took several months of accumulat-
ing service payments arrears and growing fears of a breakdown in 
negotiations before a new agreement with the IMF was reached 
(November 1983). This new agreement, which includes revised per-
formance criteria, unlocks a financing package of new bank loans, 
trade credits and debt rescheduling, over and above the previously 
agreed IMF financing. However, the added adjustment burdens on the 
Brazilian population and uncertainty regarding the adequacy of future 
private financial flows continue to jeopardize a satisfactory completion 
of the Brazilian rescheduling. 

Proposals for Debt Relief 

As the foregoing has indicated, debt crises have been hitherto dealt 
with through ad hoc coordination among official creditors, private 
creditors and the IMF in the context of Paris Club negotiations and the 
informal rescheduling committees of the private banks. In light of the 

. recent crises, however, more permanent changes in the operations of 
the international financial institutions can be expected. The resources 
of the IMF have been increased and an emergency line of credit made 
available to the IMF through the General Arrangements to Borrow. 18 In 
addition, the IMF is seriously considering the private market option, at 
least as an interim measure, whereby the Fund will borrow from the 
international capital markets and on-lend to developing countries. 
This initiative is endorsed by the multinational banks since it would 
permit them to share the risk of lending with the IMF. At the very least, 
the IMF will formalize and routinize its contacts with both official and 
private creditors. 

More radical suggestions range from the designation of the IMF or the 
Bank for International Settlements as an international lender of last 
resort, to the creation of a special forum for debt rescheduling covering 
all creditors—international agencies, governments, commercial banks 
and export suppliers. This latter proposal is modeled on the World 
Bank aid consortia which have been set up for India and Pakistan and 
the OECD-led consortium for Turkey. These consortia have relatively 
permanent structures and are activated at periodic intervals or as crises 
arise. I9 The chairman, usually a World Bank representative, brings all 

'See discussion in Chapter 2. 
'A good description is found in C. Michalopoulos, "Institutional Aspects of Developing Countries' 

Debt Problems' , in Denoon. I,utc, UW1011411 It -011011111 Order: A U.S Response (London: The 
Macmillan Press, 1979). Note that the World Bank has also set up aid consultative groups for some 
countries. 
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creditors (her to coordinate their assistance efforts so as to main-
tain a debt structure appropriate to the country's debt servicing capac-
ity and long-term development policies and objectives. For example, 
one of the objectives of the India Aid Consortium is to keep debt service 
payments at less than 20 percent of export earnings. 

From the perspective of the South, such comprehensive schemes for 
debt relief are preferable to the ad hoc convocations of the Paris Club 
and commercial bankers only when a debtor faces "imminent de-
fault".2° At UNCTAD V in 1979, proposals vere advanced for a new 
institution — an international debt commission — that would assume 
the debt of less developed countries and refinance it on easier terms. 
Similar suggestions for institutional reform can be found in the Brandt 
Report in connection with a World Development Fund. Other pro-
posals relate to generalized automatic debt relief, perhaps triggered 
whenever certain objective indicators fall short of specified targets. 

Northern countries, on the other hand, are adamantly opposed to 
dealing with debt crises in a multilateral, generalized manner, regard-
ing this as tantamount to using debt relief as a source of development 
assistance. In their view, debt crises must be dealt with on a case by 
case basis through coordinating the efforts of the international finan-
cial institutions and private and official creditors. The only exception to 
this is in respect of official loans to the least developed countries where 
commercial bank involvement is minimal. In March 1978, an Agree-
ment on Retroactive Terms Adjustment was reached within UNCTAD 
which provided for the conversion of approximately $6.2 billion of past 
official loans to these countries into grants.2' 

Conclusion 

In conclusion, it is likely that debt crises and reschedulings will contin-
ue to be a regular feature of the international financial system and an 
important issue on the North-South agenda. The magnitude and per-
sistence of such crises will be closely affected by future trends with 
respect to the level of economic activity in industrialized countries, in 
general, and to interest rates and oil prices, in particular. But regardless 
of the trends, there will continue to be concern over the degree to 
which uncontrolled lending by multinational commercial banks to 
developing countries has brought the world banking and financial 
system to the verge of collapse. 

Undoubtedly, much closer cooperation between the private 'multi-
national banks and international financial institutions can be expected 

"See generally, kl I. Seiber, "Alternative Proposals for Debt Relief". in L.G. Frank') and MT Seater 
(eds ), Developing Country Debt, Chapter 9; P.B. Kenen, "Debt Relief As Devi.hymen' Assistance" in 
J Bhagwati fed ) The Nell' Iniernational Economic Order (Cambridge, Mass.: MI F Press. 1477). 

2IStephen Cohen, "Forgiving Poverty: The Political Economy of the International Debt Relief Negotia-
tions", lineman,owl ,4f1air,  58 (1982), pp. 54-77 

in future in order to improve the monitoring of p tial danger 
areas.22 Stand-by and extended arrangements with the IMF will submit 

the debtor country to tough fiscal discipline and enhance the security 

of the multinational banks. Cofinancing with the World Bank is steadi-

ly increasing, permitting the multinational banks to benefit from the 
Bank's expertise in project analysis. Certainly, the private banks will 
continue to contribute significantly to the flow of financial resources 
from North to South. But it is now evident that more far reaching 
changes to the structure and operation of the financial and monetary 

order are required in order to ensure that such finance both is con-

sistent with international financial stability and better serves the long-

term interests of all developing countries. 

'See discussion 01 the need Mr more effective international rcgtil.it  of bank lending in Karin 

Lissakers, "Dateline Will Street: Faustian Finance". 'Foreign NMI/ 51  r 198:11 
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6 Summary and Conclusions 

The focus of this essay is the North-South debate on international 
monetary and financial reform. Implicit is the assumption that the 
financial constraints faced by developing countries are, and will con-
tinue to be, a major obstacle to sustained economic development. 
Moreover, financial instability has been a significant source of political 
and social instability within developing countries and in the South as a 
whole. Yet there is still no integrated system of international financial 
cooperation for development in the sense of common objectives 
regarding the volume, distribution and composition of financial flows 
to developing countries on terms and conditions appropriate to their 
needs and capabilities. 

The sources of external finance for developing countries remain di-
verse, consisting primarily of commercial loans by multinational 
banks, direct investment by multinational corporations, export credits, 
and official development assistance (bilateral foreign aid and official 

. transfers through multilateral financial institutions). Resources sup-
plied by the IMF and World Bank, though quantitatively small, are 
often critical in an absolute or catalytic sense for individual countries. 

Developments in the world economy have revealed the shortcomings 
of the existing 'system' of financial transfers and highlighted the need 
to ensure sufficient finance for both balance of payments adjustment 
and economic development. 

The prolonged recession and concomitant stagnation of world trade, 
plummeting commodity prices, high and volatile interest rates and 
high oil prices have all combined to increase the current account 
deficits of developing countries to staggering levels while simul-
taneously reducing the financial flows from traditional sources avail-

able 143to finance such ficits. One must note, of course, the remarkable 
rise in private lendin y commercial banks to certain more advanced 
developing countries after the two oil price shocks of 1973 and 1979. 
However, these debtors have now accumulated unsustainable debt 
burdens which present a serious challenge to the stability of the finan-
cial order. 

The trend toward more and more private finance has had a major 
impact on the shape of the existing system. But most importantly, it 
has highlighted the need for some form of international control and 
management, not only to improve the prospects for economic develop-
ment in the South, but also in the interests of global financial stability. 

(15 



In pressi or reforms, the South has concentrated on increasing the 
volume and quality of financial flows through the major multilateral 
institutions. With reference to the IMF, it was seen in Chapter 2 that 
problems arise not only from resource shortages but also from the 
element of conditionality attaching to the various drawings from the 
General Resources Account or special facilities. For the South, this 
conditionality represents an unjustifiable intervention in internal 
sovereignty, whereas for the North, which controls the IMF, con-
ditionality is essential to ensure good economic management and 
careful use of the funds. Another problem with IMF finance, according 
to the South, is its predominantly short-term nature, whereas most 
developing countries are in need of longer-term balance of payments 
finance to permit the gradual elimination of structural deficits. 

The IMF has gone some way towards meeting these criticisms of the 
South, particularly those raised by the Group of 24 in the Interim 
Committee. Access to Fund resources has been substantially ex-
panded; longer-term finance is now available together with interest 
subsidies for the least developed countries; and a new set of guidelines 
on conditionality may presage a more sensitive approach to develop-
ing country circumstances. In addition, the Fund is making greater 
efforts to coordinate its activities with those of the World Bank through 
the medium of the joint IMF-World Bank Development Committee. It 
is similarly regularizing its contacts with multinational banks and 
providing its services as a 'financial policeman' while pressuring the 
banks to continue their :ending to major debtor countries. 

Certainly, the Fund is, directly or indirectly, involved in matters of 
economic development and the issue of distributional equity as be-
tween North and South. The developing countries, however, remain 
skeptical of the Fund's commitment in light of the industrial countries' 
control of the IMF. In the South's view, further restructuring is re-
quired so as to permit the implementation of such automatic redistribu-
tive mechanisms as an SDR-aid link. 

The developing countries are likewise critical of the structure and 
operation of the World Bank. Again, a major obstacle to increased 
lending is the limited resources available to both the IBRD and IDA. 
Like the IMF, the World Bank has recently taken steps to stimulate 
greater resource transfers, for example, through cofinancing op-
erations with the private banks. Also, increasing emphasis has been 
placed on program and structural adjustment lending, as opposed to 
much more limited project loans, a step which has necessitated greater 
coordination with the IMF. Nevertheless, the South remains con-
vinced of the need to reduce the North's domination of the World Bank 
as a first step toward gearing lending operations more closely to de-
velopment needs. 

While inadequate external finance and the conditionality associated 
with existing flows have impeded economic growth and social stability 
in the South, and aggravated inequities between North and South, 

there is little prospect of major changes in the poe structure of 
international multilateral financial institutions as a rns. .s of solving 
these problems. The most powerful member states can be expected to 
protect their interests and ensure that financial flows are in accordance 
with their own economic and political priorities. Changing the voting 
structure and operational control of existing institutions, in the ab-
sence of commensurate changes in economic and financial power, or 
indeed creating new institutions, will not change the underlying reali-
ties of international politics. Conversely, resistance to needed changes 
to take account of changing political realities can only exacerbate ten-
sions within the institutions. 

The prospects for resolving the North-South controversy rest on the 
ability of both parties to mitigate this fundamental contradiction; to 
realize their common interest through the establishment of an inte-
grated and comprehensive monetary and financial framework for 
orderly and equitable economic relations in an interdependent world. 
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Appendices 

Classification of Countries 

I UN and UNCTAD 
Least-Developed Countries: Three basic criteria for this category were 
adopted by the UN in the mid-1960s: per capita GDP of $100 or less, a 
share of manufacturing of 10 percent or less of GDP, and a population 
with 20 percent or less of literate persons aged 15 years or more. The 
following 36 countries are at present recognized as such: Afghanistan, 
Bangladesh, Benin, Bhutan, Botswana, Burundi, Cape Verde, Central 
African Republic, Chad, Comoros, Djibouti, Equatorial Guinea, 
Ethiopia, The Gambia, Guinea, Guinea-Bissau, Haiti, Laos, Lesotho, 
Malawi, Maldives, Mali, Nepal, Niger, Rwanda, Sao Tonic and Prin-
cipe, Sierra Leone, Somalia, Sudan, Tanzania, Togo, Uganda, Upper 
Volta, Yemen Arab Republic, Yemen Democratic Republic and West-
ern Samoa. 

'rise Socialist Countries of Eastern Europe comprise Albania, Bulgaria, 
Czechoslovakia, German Democratic Republic, Hungary, Poland, 
Romania and the Soviet Union. A wider category of centrally planned 
economy countries would also include China, Kampuchea, Laos, 
Mongolia, North Korea and Vietnam. 

Mm-Oil Exporting Developing Countries: all countries except OECD 
members, OPEC members, the Socialist countries of Eastern Europe 
(as defined above), China, Israel and South Africa. 

Oil-Importing Developing Countries: non-oil exporting developing 
countries as defined above, except Bolivia, Egypt, Malaysia, Mexico, 
Peru, Syria, Tunisia and Zaire. 

11 IMF and World Bank 
Low-Income Developing Countries: all countries whose 1981 per capita 
income was less than $410. 

Middle-Income Developing Countries: those developing countries with 
1981 per capita income of $410 and above. 

Oil-Exporting Countries: those countries whose oil exports (net of any 
crude oil imports) both accounted for at least two-thirds of the coun-
try's total exports and were at least 100 million barrels a year during 
1978-80 — a similar, but not identical group to OPEC: Algeria, In-
donesia, Iran, Iraq, Kuwait, Libya, Nigeria, Oman, Qatar, Saudi Ara-
bia, United Arab Emirates and Venezuela. 

Non-Oil Developing Countries: all developing countries except those 
listed above. 

Net Oil Exporters (IMF): a sub-group of non-oil deve, tg countries 
whose members have significant production and/or exports of petro-
leum but are not part of the oil-exporting countries category. They are: 
Bahrain, Bolivia, People's Republic of the Congo, Ecuador, Egypt, 
Galion, Malaysia, Mexico, Peru, Syrian Arab Republic, Trinidad and 
Tobago, and Tunisia. 

fIigh-Ii ie Oil Exporters (World Bank): a group of Middle East coun-
tries which are not included in the World Bank's category of develop-
ing countries. They are: Kuwait, Libya, Saudi Arabia, Qatar, United 
Arab Emirates. 

Oil Exporters (World Bank): comprises the IMF category of oil-exporting 
countries (except the high-income oil exporters) as well as the IMF's net 
oil exporters (except Bolivia). It also includes two countries not part of 
these IMF groupings, Angola and Brunei. 

Industrial Countries: all OECD members (see below) except Greece, 
Portugal and Turkey which are regarded as 'middle-income' develop-
ing countries. 

Major Exporters of Manufactures: This group is similar to, though not 
identical with, the OECD newly industrializing countries category 
(below). It comprises: Argentina, Brazil, Greece, Hong Kong, Israel, 
Korea, Portugal, Singapore, South Africa and Yugoslavia. 

III OECD 
Newly Industrializing Countries: This category is variously defined but 
includes countries at a relatively advanced level of economic develop-
ment with a substantial and dynamic industrial sector and with close 
links to the international trade, finance and investment system. The 
OECD category of newly industrialized countries comprises Argenti-
na, Brazil, Greece, Hong K6ng, Republic of Korea, Mexico, Portugal, 
Singapore, Spain, Taiwan and Yugoslavia. 

Non-OPEC Developing Countries: all countries except OECD members 
(other than Greece, Portugal, Spain and Turkey), OPEC members 
(other than Indonesia and Nigeria), the Socialist countries of Eastern 
Europe, Mongolia, North Korea and South Africa. 

IV Other Groups with Defined Membership 
OPEC: The Organization of Petroleum Exporting Countries comprises 
Algeria, Ecuador, Gabon, Indonesia, Iran, Iraq, Kuwait, Libya, Niger-
ia, Qa6r, Saudi Arabia, United Arab Emirates and Venezuela. The 
Development Assistance Committee (DAC) of the OECD defines 
'OPEC countries' as excluding Indonesia and Nigeria which it regards 
as low-income' and 'middle-income' respectively. 

OECD: The Organisation for Economic Co-operation and Develop-
ment comprises Australia, Austria, Belgium, Canada, Denmark, Fin-
land, France, Federal Republic of Germany, Greece, Iceland, Ireland, 
Italy, Japan, Luxembourg, Netherlands, New Zealand, Norway, Por-
tugal, Spain, Sweden, Switzerland, Turkey, United Kingdom and 
United States. 
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Group of 1 G-10): Belgium, Canada, France, Federal Republic of 
Germany, i. iy, Japan, Netherlands, Sweden, United Kingdom and 
United States. 

Group of Five' (G-5): France, Federal Republic of Germany, Japan, 
United Kingdom and United States. 

Intergovernmental Group of .fwenty-four On International Monetary Affairs 
(G-24)comprises eight developing countries from each of Africa, Asia, 
and Central and South America. The countries are: Algeria, Egypt, 
Ethiopia, Gabon, Ghana, Ivory Coast, Nigeria, Zaire; India, Iran, Leba-
non, Pakistan, Philippines, Sri Lanka, Syria, Yugoslavia; Argentina, 
Brazil, Colombia, Guatemala, Mexico, Peru, Trinidad and Tobago, 
Venezuela. 

Source: Based on Commonwealth Study Group, Towards a New Bretton MIMS: C hill lellgeS 

for a World Financial and Trading System (London: Commonwealth Secretariat, 
1983). 
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the adjustment process. The paper on balance of payments adjustment argued 
that with proper management of the asset portfolios of central banks there could 
be both greater exchange rate stability and a lower cost of indebtedness. In the 
discussion on conditionality the majority agreed that the performance of the 
Fund could be strengthened by widening its capital base. In the discussion of the 
paper on economy-wide prices, while there was general agreement on the signifi-
cant negative effects which price distortions, especially in exchange and interest 
rates, have had on the economies of Latin America, several participants felt that 
the author had been too macro-economic in his approach, and that it was 
important to know how prices affected the different sectors of the economy and 
were transmitted throughout it. The paper on the role of commercial banks 
concluded that current circumstances require that debt should rise over the next 
Five years by about three points below the rate of exports estimated at 10 per cent, 
—an annual increase over the next five years of 7 per cent in net international 
bank commitments to developing countries. The author considered that private 
3anking had not been overexposed. It was agreed by all that it was essential that 
3anks should not withdraw their confidence from Latin American and that the 
3aper had made a positive contribution to the reasoned attainment of this 
thjective. 

Ms Coyne's book is in three parts. In the first the political framework is set 
)ut in historical perspective, from Bretton Woods through UNCTAD and OPEC 
o the stalemate in the north—south dialogue. The second part is concerned with 
he IMF and the World Bank Group and the third the private multinational 
)anks. The thesis is familiar enough. The IMF is short of funds, it has to operate 
,n a short term basis and despite some improvements its conditionality is too 
evere; it should have finance for a longer term approach, with interest subsidies 

for LDCs and more sensitive conditionality guidelines; there should also be closei 
contacts with the World Bank and with private banks. The south resent! 
northern control and also wants more automatic redistribution eg the SDR-aic 
link. The World Bank has also improved with its programme and structura 
adjustment lending. But its resources are limited and again subject to northern 
control. The resultant inevitable trend towards more private financing highlight5 
the need for proper control, both for the sake of the south and stability. There is a 
need for a change of heart in the interests of both north and south. 

The IMF Occasional Paper also starts from a familiar situation: the simul-
taneous occurrence in 1982 of high interest rates, political tensions exceptional 
even by current standards and debt crises in several major borrowing countries, 
leading to a sharp decrease in new bank lending. An increase in World Bank 
resources would lead to a spreading out of the graduation process; imaginative 
co-financing techniques between the commercial banks and the World Bank and 
adequate Fund resources are necessary complementary elements. Specific pro-
posals are made. First, better assessment of market trends and the attitudes of 
commercial banks to borrowing countries, including a deeper analysis of capital 
flows, better statistics and the release of more information by governments and 
further examination of the Fund setting up an internal country risk assessment 
statistical model. Secondly a contribution to better external debt management in 
individual countries, involving greater attention to liquidity and technical assist-
ance in diversifying and monitoring external debt. Constructive collaboration 
with commercial banks to allow better integration of private financial flows in 
Fund programmes, thus avoiding undue recourse to short term borrowing and 
complementary financing for countries re-entering the market after a phase of 
adjustment. And finally better handling of actual or potential debt crises, inter alit 
requiring adequate Fund involvement in rescheduling negotiations. 

The two Euromoney Publications are technical, specialized and of interest 
to all those who are professionally engaged in the management of financial 
matters, not least in developing countries. They may regarded as high level 
handbooks. One has fifteen country chapters, and another on euromarkets, as 
well as a succint overview on the nature of private placements. The other has a 
substantial introduction on the international deposit markets and floating rates, 
followed by sixteen chapters on various aspects of the subject, including baskets 
and similar methods of currency valuation, several chapters on the actual role of 
SDRs and of ECUs and one on the currency as a hedging instrument. All the 
chapters in these volumes are contributions by experts; it is obviously impossible 
to do more than draw attention to them in a review of this kind. Suffice to say that 
if for those who are accustomed to denounce "international finance" there is 
nothing of interest, there is much nourishment for those who would like tc 
understand it better and harness it as an instrument of economic development. 

On the face of it three of the five books considered in this review may give the 
impression of "we've been here before" and this is even more true of other receni 
publications on the subject, not least in the media and particularly the continuing 
outcry about greedy American bankers who continue to make huge profits 
whatever happens and who are also the witting, or unwitting creatures of their 
government's aggressive imperialism. It is salutary to contemplate what happens 
to the customers of banks which do not make profits; and to recognize that despite 
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the exceptional strains of the last three or four years the international banking 
system has been flexible and professional enough to survive—without significant 
default or an intergovernmental "rescue operation," as gleefully predicted—or 
hoped for—by financial journalists and political commentators. 

The North—South Institute study is a good example of the sober, well 
intentioned approach which characterized the Brandt reports. But most of the 
policies advocated which are both politically realistic and economically viable, 
particularly a longer-term view of adjustment involving the Fund, the World 
Bank and the commercial banks, making possible more flexible conditionality, 
are in the course of being implemented. In this context a recent exchange 
between Tony Killick, Director of ODI and the master-mind behind the most 
perceptive, empirically based and constructive criticisms of the Fund's policies, 
and the Editor of Finance and Development, is instructive. It can be seen that the 
Fund is in the course of doing almost everything which critics of this kind are 
advocating.' 

It is also salutary to recall that the ratios of debt service charges to exports in 
developing countries are by no means excessive by historical standards. The ratio 
of long term debt to exports of non-oil developing countries in 1982 was well 
below the lowest ratios in 1913 (China 2.2, Japan 2.3) and a fraction of those for 
Australia, Latin America, South Africa and Canada, most of whom knew how to 
make good use of foreign borrowing, since they understood the nature of a 
positive rate of return and how to convert the equivalent domestic resources into 
foreign exchange.2 All the pious exhortation and invective is useless unless this 
simple truth is understood. 

There is not going to be a major recasting of the world's financial institu-
tions, intergovernmental and private multinational, not just because those who 
have the substantial control thereof—a widening circle—will not agree; but also 
because it is in no one's interest to do so. There will continue to be gradual 
reforms and four of the books considered here are a valuable contribution to this 
process. But one problem is not specifically addressed—the special plight of the 
very poor countries, who require special measures and techniques, as well as a 
more generous and realistic attitude by the United States administration. 

A. F. EWING 
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Framework. Toronto: James Lorimer, 1984. 
Published in association with the Canadian Insti-
tute for Economic Policy. 114p. illus. (chart). 
$16.95; $7.95pa. ISBN 0-88862-708-4; 0-88862-
707-6pa. 

To tame the lion of inflation was considered, dur-
ing the past four years, the primary emphasis of 
government economic policy. Now that inflation 
has been brought down in Canada to around four 
per cent, the expected benefits of lower unemploy-
ment and interest rates have not come to pass. 
This treatise by John Cornwall, a professor of 
economics at Dalhousie University, and Wendy 
Maclean, an assistant professor of economics at 
Mount Saint Vincent University in Halifax, is con-
cerned with why the lower inflation rate did not 
bring the hoped-for results and with the framework 
for recovery. 

The proposed plan for recovery is four-fold: a 
tax-based incomes policy to control inflation; a 
stimulation of the economy to achieve full employ-
ment; an industrial strategy that concentrates on 
innovative rather than cost-cutting investment; and 
measures to accelerate productivity growth, draw-
ing on the Japanese style of management. These 
general statements are supported with numerous 
statistics, graphs, and bibliographic notes for fur-
ther reading. 

Some of the statements will surprise the readers, 
such as 'the State must more actively intervene 
in the economic affairs of the country" (p.3). This 
plea will go unheeded in Canada, where the popu-
lar slogan is for less government intervention 
(followed by the weasel words 'free enterprise-) 
as the answer to all our problems. Huge budget 
deficits are not considered alarming because "any 
attempt to reduce the size of the deficit (in order 
to bring interest rates down) %Al depress economic 
conditions even further, causing more unemploy-
ment." The former Liberal Government will be 
pleased to know that "the large deficits today are 
the result of depressed economic conditions, to 
a large extent induced by the Bank of Canada's 
...high interest rate policies of the recent past" 
(p.69). And the new Conservative government 
(Sept. 1984) either has not heard of this book or 
certainly has not heeded it. Certainly the Cana-
dian Institute for Economic Policy, although it is 
located a stone's throw from the Parliament 
Buildings, doesn't have an influence commensurate 
with its proximity. 

Kenneth M. Glazier 

4138 Coyne, Deborah M.R. Monetary and 
Financial Reform: The North-South Con-

p lip p or troversy. Ottawa:
87p. bibliog. $6.0 . . pa. 

Pierre Trudcau brought the words 'North-South 
dialogue' into our vocabulary and concerns by his 
travels and speeches on the relations between 
industrialized and developing countries. This work 
by Deborah M.R. Coyne, based on the author's 
thesis for a M. Phil. degree at Oxford, is published 
by the North-South Institute in Ottawa because 
of their interest in the research material in this area. 

The primary emphasis is on the financial prob-
lems of the poorer countries of the world and their 
need for substantial sums of money from the inter-
national banks, the International Monetary Fund 
and the World Bank Group. Because of the default 
in repayments on the enormous sums loaned to 
the Third World countries, the multinational banks 
have suffered staggering losses, which in turn has 
influenced their performance in Canada, in Britain, 
and on the Continent. There is also the realiza-
tion that very few, if any, of these debts will ever 
be repaid. This critical situation has prompted the 
developing countries to demand major reforms in 
the world's monetary and financial system. 

This study, intended mainly for the non-specialist, 
is a scholarly work setting forth, with the use of 
statistics and extensive bibliography, the back-
ground to the present situation and offering some 
proposals for debt relief. The work is primarily an 
academic paper on how the banks and the devel-
oping countries got into the present position. No 
panaceas are offered for this world-wide and 
threatening problem. 

Kenneth M. Glazier 

4139 The Current Industrial Relations Scene 
in Canada 1984. W.D. Wood and Pradeep 
Kumar, eds. Kingston, Ont.: Industrial Relations 
Centre, Queen's University, 1984. 591p. illus. 
(charts). bibliog. index. $50.00pa. ISBN 0-88886-
122-2pa. ISSN 0318-952X. 

The 1981 edition of this annual was reviewed in 
CBRA 1981 (entry 4181). This annual survey 
identifies the key emerging industrial relations pat-
terns and issues, along with the complex environ-
ment shaping them. The seven major sections, 
each completed by charts and tables of statistics, 
plus a summary, include: the economy (with 
special data on the recent economic recession and 
recovery); human resources (with special data on 
labour markets); labour legislation and policy; 
labour movements; collective bargaining (including 
the American scene); wages and productivity; and 
a reference section, which contains technical notes 
and data sources (government documents of 


