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ABSTRACT

This essay proposes to critically assess the role

of the IMF in promoting the interests of the Indust-—
rialised countries in the third world and thereby
eroding the economic rights of the latter, The
basic argument of the author is that for any country'
to promote its own development effectively, it must
exercise firm legal control over the factors which
influence the economy e.ge prices, wages, foreign
exchange controls etc,. This argument is of course
anathema to the IMF which counters it by imposing
IMF conditionality. |

To illustrate the basis of this argument, let
us give a Chapter by Chapter run-down ., Chapter One
tackles the issue of how internal factors have
retrogressed Zambia's economic development over the
years since independence. The Chapter concludes by
pointing out that despite these adverse internal
factors, the erosion of the country's economic
indépendence was inevitable due to the structure of
the international economic order.

Chapter Two deals with the international legal,
and economic mechanisms used to keep the economies
of the third world within the grip of the industria-

lised states. It also looks at the international



battle launched by third world countries in order to
assert their economic rights, This has been done in
the form of a third world voice -~ UNCTAD, Producers
Associations, United Nations Resolutions etc, all in
a bid to even the odds, ‘

Chapter Three looks af the IMF and how it has
been used by the industrialised countries to counter
the efforts of third world countries to regain their
economic rights, By having worded the IMF's Articles
of Agreement in such a way that it is answerable to
no body but the industrialized countries, the work of
~ the United Nations and its Resolutions has been
rendered useless, The IMF keeps itself aloof and
impervious to world opinion and this Chapter discusses
.‘how it has achieved this, Chapter Four questions the
legality of the IMF's right to dictate policies to
governments which affect the rights of a whole
populace wherever an IMF stabilisation programme is
launched. The argument centres on the-premises that
the IMF attempts to enforce its agreements illegita-
mately i.e. countries agree under duress and against
their wills but are left only with Hobson's choice -

which is no choice at all.



The third world is caught up in a catch-
22 situation and the IMF debt trap is the worste
It is the contention of the author that though
the IMF is legally constituted, its method of
functioning is illegal since it erodes the economic
rights of third world countries on'the basis of

tconditionality!.



~ vii ~

ACKNOWLEDGEMENTS

This work would be incomplete if no mention
was made of the people to whom I owe a lot‘to in
terms of intellectual guidance, and material and moral
support, For being so patient and helpful with his
time and materials, thenks go to my supervisor, Mr.
A, A, Ticklay.
A debt of thanks is also owed to Dr. Ndulo and
Dr. Musokotwane of the Economics Department of the
University of Zambia who took time to discuss the economic

aspects of this paper with me.

For their co-operation, thanks also go to the Staff
of the Iegal Department at the Bank of Zambia.

Access to various materials was not so easy to come
by and therefore for the opportunity to get hold of these
materials, I would like to say thanks to, Mr. A. Daudi,
Mr. A. Chipwende, Mr. A. Gwanu, Mr. C. Beyani end
Dr. Kamuwanga.

Special thanks go to my friends and my room-mate
Miss Iwiindi Nangamba for their faith in this work and to
my mother and father for taking such an active interest in
the writing of this paper. To Deanda and Jackie, thank you.

And last but not least I owe a debt of gratitude to the
Typist, Miss Jane Phiri. Thank you so much. |



GNP
UDI -
U.N,
I10
JASPA
C.S.0,
SDR
LDCs
MEMACO

CIPEC

GATT
UNCTAD
GSP
OECD

(viii)

ABBREVIATIONS

The International Monetary Fund

Gross National Product

Unilateral Declaration of Independence
The United Nations

International Labour Organisation
Jobs and Skills Programme for Africa
Central Statistics Office

Special Drawing Rights

Less Developed Countries

Metal Marketing Corporation of Zambia
Iondon Metal Exchange |

Intergovernmental Council for Copper Exporting
Countries

General Agreement on Teriffs and Trade
United Nations Conference on Trade and Development
Generalised System of Preferences

Organisation for Economic Co-operation and
Development



I.
II.

I11.

V.

(ix)

LIST OF TABLES

The Erosion of Zambia's International
Buying Power, 1974-79,

Zambia's Rising Debt Burden: A Compari-
son between 1970 and 1978,

Structural and Administrative Framework
of the IMPF. :

Voting Power in the IMF (Votes in the
Executive Board)

The Role of the IMF in Resboring Dependent

Development.



(%)
TABLE CF CONTENTS

'AbstraCt....C..Q.......O..O...."O.......OQ.C.'......

:,Acknow:!.edgementS........'............................
'Abmenatlons..oa.ooooo..oovooooaooooooooaotoooco'ooo

. IntroductionO.‘.O‘OO‘..Q.O“.‘..O..'......O.CO.“...‘

| CHAPTER ONE:

An Economic History of Zambia: 1964-~85
'Policy Conflict and Policy Co=0rdinatioNeeececccecceces

|
CHAPTER_TWO:

‘The Rights of Third World Countries in the
gmtemtional Economic Order......................-..

f(i) Less Developed Countries and the
i Problem of P_Pimary COMOditieSoooaoo.qo.oo.boc.

.(i%) Measures taken on an International Level
1 to Combat the Situa’bion......................-.

’}(iii.) The United Nations and the IMF.........-....-..

THE IMF: Legal Framework, Policies and ProblemS.c...
P (i) The Decision—Making Of the TMFeececcscsncsccces
(ii) Financial Resources of the IMF.............-..o

(1ii) The Role of the Central Bank in the Imple-
mentation of the Fund- AgreemeNtececcecccccccceces

CHAPTER FOUR:

.IS the IMF lOSing 1egitimacy?..................-..o-.
i

(1) Short-falls of the IMF Stand-by Arrangements
Stabilisation Packageo.ooo-oooao-ooooad.oooooo.

(ii) Is the IMF a Neutral BOd;Y?ooooooﬁa’»oooopooaoaoo

(iii) The Role of the IMF in Restoring
Dependent Development ceecececeascceccsccccvsccsan

21
25
33

29

46

49
6l

68

70
70
71

74



(=i)

(iv) The Legitimacy of the IMF and its Polici€Seecsscecee
(V) Future PI‘OSpeCtiveS for Zambiaoooo-oooooqo..‘o.oo

(vi) Suggested points of improvements of Relations ,
between the IMF and Third World CountrieSeeecescos

CONCLUSION ‘....‘..“......‘.O...O.C.....C.......U‘......-

81

83



INTRODUCTION

In 1985 Zambia faced an eeonomic crisis, the
consequences of which have indeed been formidable. It
was in April of 1985 that the last IMF agreement was
signed, in a bid to keep the economy afloat. The
Govérnment latched on to the idea of auctioning foreign
| exchange so as to get more money from the IMF. Thus oy
thé 11th of October 1985, the Kwacha was delinked from
its basket of currencies and allowed to floast. In a
desperate hid to piop up the ailing economy, the govern-—
ment was trying to adopt policies for promoting economic
development, at a great risk to its economic independence.
But there weren't =zny other options open to the country's

Ieadership.

Demands were made by the IMF to which the government
acceded. The IMF package was Zambia's Iifeline - it was
do or die. But surprisingly it has turned out to be a
case of do and die., The country was doomed whether it

did or it did not run to the IMF.

This paper will attempt to illustrate this by bringing
out the role of the International Monetary Fund in aiding
the present economic order perpetuate underdevelopment in
the third world. Thus the following legal issues will

be tackled:-



(1) The Rights of Developing Countries in the

International Economic Order - do they exist?

(2) The role of the International Monetary Fund in
helping erode the economic rights of third

world Countries.

(3) IMF "Conditionality" in Zambia and the
disowning of Zambia's agreement with the IMF,

was she Jjustified?

A brief outline of Zambia's economic history
will be necessary in order to elucidate these legal

issues more clearly.
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CHAPTER ONE.

An Economie History of Zambia: 1964-85,

Police Conflict and Policy Co=ordination,

The chain of events which led to the IMF package
runs back to the early years of independence. There
were both internal and external factors which led to
’thej1985,situation and these will be. considered ="
simultaneouély.

At Independence Zambia's economy was wholly
supported‘by the dominant copper mines. Copper prices
were very goed and this‘gave rise to a spate of massive
plans to Industrialise. Unhappily the young government
of Zambia practised little foresigniiyet it is the contention
of the author that even had Zambia had the necessary
forsight, the erosion of its economic rights and the

advent of the IMF were inevitable. The international

economic order would not have accommodated anything else.

Reaiising thet other economic activities outside
.of the mining industry were negligible the Zambian
government made efforts to set up other‘industries
Diversification of an economy needs capital. The Mines
being the main source of government revenue, the government
decided to gain if not total, certainly a large measure
fof control over the Copper Mines. The desire to gain
economic control of the mines ushered in the era of

the "Development Plans".

The First National Development Plen therefore
brought about éhenges in the ownership structure of

jndustry. The Matero Reforms of August 1969 gave the



. state 51% shares in the Mines. The government,
invested huge sums on large scale projects such as
transport systems and networks; educational facili-
ties at all levels and modern industry. Sadly,

l1ittle was done in the way of agriculture and thus

the rural areas were largely ignored., In November

1970 the state took 51% COntrol,_of the banks and most
.of the big companies which were still in private hands.
The government preferred to be a majority shareholder
as an alternative to total nationalization because the
expertise and capital of the foreign technocrats

still needed to be exploited. In this way it was hoped
that the government could exert a greater influence in

the development of Zambia.

Zambia is and has always been a foreign-exchange
oriented economy. All that the colonisers left us was
an economy dependant on the production and export of a
primary comﬁodity whose pricing and marketing was coﬁtrolled
by outside forces. With no other forms of industry from
which to channel foreign exchange and thus furnish the
country's needs too numerous to be supported,from the
proceeds of the unpredictable copper industry the crisis
began to set in. The key words; foreign exchange, copper
and economic control. The Copper Mines had to have of
‘necessity, a measure of governmental control, thus govern-

ment participation, _ ' &



"The major reason for the introduction
of the policy of government participation
is to ensure that mining rights operate
within the framework of the overall 1
economic and social goals of the country".

The goals and plans for development embodied very
fine and high-sounding ideals which, most probably did
not take into account the problem of setting and main-
taining long term priorities in view of the economic,
financial, administrative and political constraints which

simultaneously held back action and implementation.

In the first few years of Zambia's independence
the economy made striking progress with a GDP per capita
that was among the healthiest in Africa and just below
half that of South Africa and a copper mining industry
large even by world standards, the forecast was for répid
growth and development, But the early promise has not
been realised.2 There are a number of factors which lead

to such a state of affairs.

The years of economic decline began as a result of
Zenmbia'snumber one economic headache i.e. that she is a
land~locked country. When Southern Rhodesia declared
unilateral independence from British rule, political consi-~
derations became a serious threat to the well-being of\
Zambia's eponomy. Because of UDI, Zambia was reluctant to
have any dealings with the rebel colony and in 1973, Zambia

closed her border with Rhodesiae.



Meanwhile on the International scene there was a
general condemnation of the Smith regime followed by
imposition of economic sanctions on the rebel regime by

the United Nationse.

"7zambia which till then had been identi-
fied with the Southern African economic
‘patrix had to find alternative partners,
if only to avoid sanction busting. Petro-
leum supplies from the South were cut and
Zambia's normal exports and imports were
threatened., As a result of UDI there were
among other things, shortages of consumer
and capital goods, and increased prices to
consumers. Zambia's hitherto dependable
outlet to the outside world was blocked
while the alternative ports, roads and
transportation organisations were inherently
incapable of carrying Zambian i%ports to
maintain the national economy".

Alternative trade routes had to be found for land-locked
Zambia, thus with all the political resolve in the world
and little economic forethought, Zambia firmly turned its

back on the Southern trade route,

All in all, according to a U.N. estimate, by 1975
UDI had cost Zambia K560 million. By 1979 Zambia had
lost K900 million because of the rerouting exercise resul-
ting from the border closure.4 The rerouting exercise
included the building of Tazara rail&ay with the aid of
the Chinese and the laying of the Tazara Pipeline from
Dar-es~Salaam to Ndola, -

The second factor which influenced the downhill trend
of Zambia's economy were the low copper prices during the
early seventies brought on by the oil crisis of 1973.

From 1964 to 1969 the Zambian economy expanded rapidly

and there was no exchange control for the First few years



but this lead inevitably to a build up of inflationary
pressures. Therefore at the time the Mufulira lline
disaster occured in 1970 and the copper output dropped,
ﬁarkedly, it took three years for the copper output to
return to pre-1970 levels. But this coincided with the
onset of the world rescession and the dropping of
copper prices.

According to the ILO/JASPA report,5 as a result
of the plummeting of world copper prices in 1974, real
GDP was reduced by 29% in the three years from 1974 to
1977 and by 35% over the five years until 1979. Further-
more, from the early seventies onward Zamhia had to face
up to the fresh problem of lagged revenue and a rising
expenditure. In 1963 a fonne of copper was going at
K460; by 1974%tonne of copper was worth K2000; in 1976 the
price had reached an all time low of K100 per tonne compared
with K790 rpemstomnd” fn 1975. |

The Zambian economy is hard hit by copper prices
depreciating because the production of essential commodi-—
ties remains closely tied bo the copper industry which
cannot earn the‘country the necessary foreign exchange to
keep the country running and this is the third factor

retarding the economy.

"Tn 1975 Zambia's exports suffered a
dissastrous setback from ~ k14161
million to K660 million while imports
continued to increase; for the first
time Zambia's traditional trade
surplus from Copper had been trans-
formed into a trade deficit".©




Inflation originating in industriél countries
was being passed onto Zambia via the cost of importse.
Thus in/?%ieign exchange sense Zambia was clearly
living beyond her means from 1975 onwards. Zambia's
actual import value exceeded the buying power of
exports. Imports, therefore had to be sharp}y reduced
and severely controlled because of dwindling foreign
reserves. As a result of falling copper prices, Zambia's
export éarning, could not support the insurnomatable costs
of imports. It was not until 1979 that the money value
of exports reached the 1974 level and by that time the
apparent recovery turned out to be meaningless because
over the five years the terms of trade had deteriorated

tremendously.

In five years, from 1974 to 1979, Zambia's
population had increased by well over 15% so that on a
per capita basis the insufficiency of exports to pay for

needed imports stood out even more sharplye.

The Erosion of Zambia's International Buying }?ower.'7

1974 = 79 Table 1

$§3525+ 1974, 1975,1976.1977. 1978. 1979

1. Value of Exports| 75 100 | 57 {87 |78 |75 125

2. Unit cost of . _ | :
imports ' 71 100 {124 [137 {159 {167 | 190

3. Buying Power of 1 E | ‘
Exports in terms ~ , : ; _
of Real Imports 106 100 | 46 | 61 | 49 | 45 66

4, Actual Import , i i ‘ ¢
Value 105 100 94 67 |. 62 | 51 |1 53
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—Based on Data in C.S.0. Monthly Digest of Statistics
and BOZ, 1979 Report.

The table above illustrates the massive decline in
"command over imports provided by copper exports
compared with 1974 or 1969 ~ 73. The cumulative gap
over the years 1974 to 1979 came to 2 1/3 years of
potential imports lost, an average reduction over the
period of nearly 50%. Actual imports (Iine 4) were
Kkept above what could be paid for exports and the
adjﬁstment was delayed by one year beginning only

in 1976 with further tightening in 1978. In 1979
actual imports rose slightly but were for the first
time for five years below what could be directly
afforded as a result of the partial recovery of exports
‘that year due to good copper prices and sales from
stock. Imports were kept tightly restricted at little
more than half: the 1974 volume. Table 1 therefore |
illustrates that the actual import value had actually

exceeded the buying power of Zambia's exports.

In 1978 payment arrears had reached such a critical
level that access to new credit lines were being blocked

and normal trade was under threat of being disrupted.

"In 1978 after four years of
Import squeeze and unfavourably
copper prices the situation had
become criticale The gap filling
improvizations, all of them in
one way or another involving debts
had reached a dead end, External
debts had reached K1265 million.
Because of the inadequate flow of
concessional aid much of the borro-
wing had to be at,fairly high
Interest ra'teS... s
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TABLE II

Pambia's Rising Debt Burden: A Comparison between
1970 and 1978

Debt Service as a %age of
GNP | EXPORTS OF GOODS
-AND SERVICES
. 1970 1978 -
Zambia 3.2 17.1 | 5.5 | 20,8
A1l Tow Income
All Middle Income
Countries 1.5} 2«9 193 1%.8

SOURCE: World Bank Development Report 1980
Table II shows the big increase in Zambia's debt burden
from 1970 to 1978 and the deterioration in Zambia's
position relative,to other countries over the same
period.
Under such a dismal elimate the government had

no choice but to sign an agreement with the IMF in
April of 1978. The agreement was in effect a stand by
arrangement in support of a stabilisation programme.
7ambia obtained SDR 250 million,9over two yearsS.

"To this maybe added SDR 49million

under the IMF compensatory financing

facility for export shortfalls during

1977 to March 1978, SDR 18 million

from the Trust Fund and SDR 18 million

in SDR allocations, Rescheduling of

SDR 36 million payments to IMF due in

1978 were also agreed, a total of SDR
supports of SDR 355 million".710
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In June of the same year addressing the IMF consul-
tative Conference in Paris the then Minister of Finance
Mr. John Mwanakatwe revealed that Zambjia would need
more than Klbillion in loans to meet its balance of
payments arrears beyond 1979. Zambia was firmly and
irrevocably in the throes of the debt trap.

A brief analysis of the state of affairs from 1964
to 1978 brings to light a number of facts. Firstly it
must be acknowledgéd that no mafter what the circumstances
good or bad adventageous or no%jenclave economic systems
such ag were left to us by the colonialists were designed
to serve very narrow ends,. vWe have since independence been
required overnight to perform miracles but the climate of
the International economic order has not been able to
accomodate sueh development. The world rescession which
was triggered off by the 197% oil price increases produced
unending chain results. Transport costs went up yet to
the chamgin ' of the third world world, despite production
costs rising, the prices of primary commodities plummeted,
prices of finished goods continued to rise., Western capital,
":which in a bid %o, protect jobs in the Wost had established
narkets for theip finished products, was reluctant to QEK?St
in the setting wp of similar industries in the developing
countries. Pom that could have meant sharing of markets
and that would have set 1ndustr1es in the West on the brink

of tottering.
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Thus there was no room to consider the problems of
the third world.Countries such as Zambia were encouraged to
channel investments into industries which by their very
nature are capital intensive and designed to generate little
additional employment and no threat to the markets of pioducts
from the West, An example of such projects are the petroleum

11

refinery in Ndola or Livingstone Motor Assemblies,

Part of the blame has been put on Zambia’s economic
policies, The government's introduction of government parti-
cipation in industry has tended to lead to wastefulness,
inefficiency and low profit motivation, It has often been
argued that parastatals are characterised by sheer extrava-
gance, and misplacement of manpower and too much politickinge.
This has‘lead, it is argued to little or no reinvestment of
profits,

It should be realized though that the government was
merely too ambitious., ZEconomic policies may have been in
disarray but this was due to the unhealthy world economic
climates The Ehird National Development Plan laid stress on
building "socialism within humanism''; subsidies on most
essential commodities were still the order of the day and

free education and health facilities as close to a welfare
system as we could ever get, But the whole system has come
tumbling down,

A look at the structure of the International Economic
Order will illustrate why such a system in Zambia could not be
sustained, Gradﬁally, Zambia loét the righﬁ to do with
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her economy as she pleased and it was not all due
to internal factors:

Over this period i.e. from 1964 to 1978 Zambia's
laws reflected the country's main economic policies i.e.
that of protectionism in the interest of self reliance.
In 1979 IMF influence began to evidence itself slowly
in goverhment policy. Slowly Zambia began to follow
an outward looking economic policy e.ge the Chairman of
the Finance'and Economic Sub-Committee gave the go—
ahead for parastatals to chargé economic prices.1
On the 18th of December 1980 the then Governor of the
Bank of Zambia admitted that the economy was in bad
shape and not because of the country's socialist bent
but simply because of external problems beyond the
country's control. Mismanagement Qf the economy may have
‘been a contributory factor, but it certainly was not
a major nor the only facto; which influenced the down-

hill trend of the economye.

Though Zambia had just completed the IMF stabili-
sation, programme worth half a billion dollars, her
main priority had been the creation of a stable balance
of paymenfs situation and thus though she was then
the first countfy to complete an IMF stabilisation
programme, there was need for another programme as the
situation had not improved. Thus on the 15th of October
1981, Zambia $P¢%n k800 million loan and it was
thought that Zambia's flagging economy was headed for

a major hoost. Optimisg ran high since Zamhia had
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suffered a K200million payments defiecit in 1980, IMF

conditionality began to apply and in December of that

year the populace were warned that economic subsidies

would be withdrawn. The basic components of any IMF

stand-by Arranrement and Stabilization progbamme are:

"

(1) Abolition or liberalisation of foreign

exchange and import controls.

(2) Devaluation of the Exahange rate.

(3) Domestic anti-inflationary programmes

including:

(a) Control of the fogovernment deficit;

curbs on spending; increases in taxes
and in prices charged by public enter-
prises; abolition of consumer subsi-—

dies;

(b) Control of Bank credit; higher

interest rates.

(c) Control of wage rises, so far as

within the government's power;

(d) Discriminating of price controls.

(4) Greater hospitality to foreign invests

ment."la

All these measures serve to do.is to make the government

lose grip of the
foreign exchange
legally exercise
foreign exchange

did not prove to

earnings of its economy. Abolition of
controls means that a country cannot
any control over the paid reserves of
and with a countrj such as Zambia this

be much of a solution as will be seen

presently. Equally, the abolition of import controls
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A

means local industries suffer as more competitive
products from outside flood the markets and with no
control over foreign exchange people will import any-
thing thus wasting foreign exchange. A country in
essence loses legal control over its basic life blood.
Devaluation of the local currency means that prices

go up as the Kwacha buys less or has less power than
it used to have and thus production costs rise. With
the cost of living affectively out of hand the IMF
demands wage ceilings and removal of subsidies and
dismantling of wage controls. What gives this organisa-
tion the right to cold-bloodedly de humanize a whole
population to mere figures and to humiliate entire govern-
ments by dictating economic terms?

"Legally and formally, the Fund

has no power to dictate changes

in a country'!s domestic policies.

In practise, it does this in the

case of a cost drawings made beyond

the First Credit Tranche. The anti-

inflationary policies which it insists

upon touch the very heart of national

sovereignty by affecting government

spending, taxation, and credit policy;

infact because of its anti-inflation

emphasis the entire Fund package is 14

usually called a .stabilisation programme".

According to the IMF article 5(v) of the Agreement* a
member is ineligible to obtain funds if IMF conditions
are not met or if they are breached. Thus gradually,
the Zambian populace was given a mouthful of what IMF
conditionality was all about. In December, of 1982, all

formal price controls were revoked, with the exception
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-

"~

of sueh sfapleefoods ae mealie meal, candlesj wheat,
‘fioﬁr and bread. Interest rates were decontrolled and
by 1986, an Investment Act was passed repealing the
Industrial Development in a bid to encourage foreign
investmont. Existing Companies could now no longer
object to a new jnvest@ent“permit on the grotinds that
they would suffer,

The final commitment was made when Zambia
adopfed the Auctioning system on the 4th of October,

1985. The objeutives of the Auction system were:

"l. to improve the efficiency of foreign exchange
allocation and remove opportunities for corrup-
tion.

2. to make the exchange rate responsibe to the
changing of pressures off supply and demand.

% to discourage the importation of less necessary
products and the wasteful use of essentials.

4, to ease the importation of essentials and
increase the usage of Industrial capacitye -

5e to - ‘divert the purchase of imputs towards
domestic suppliers.
6o tu stimulate new exports.
| 7o to speed up the disﬁursement of aid

/‘
8. to provide a stable and realistic exehange rate'. 2
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The government adhered strictly to the IMF
vstabilisation package and appropriate structural and
eorresponding legal adjustments were made i.e. the
decontrol of price and interest rates, devaluation of
the currency, removal of fertiliser and . maize sub-
sidies, increased producer prices and liberalisation
of agricultural marketing?

According to the IMF Articles of Agreement the IMF
has given 4itself the right to oversee the international
monetary system and the surveillance over the exchange

rate policies of its members.16

Thus up to the last
standby agreement with the IMF in 1985 the IMF did not
give the government an inch of room to manouvre. For
example when it was noted that some bidders .at the
auction imported quick-selling finished goods whose
proceeds they intended to use at the auction floor for
similar purposes the Bank of Zambia tried to intervene
by rejecting such bids, This was in effect an attempt
by the Central Bank to prioritize imports by such
rejections yet the IMF objected to such an action by
the Bank of Zambia and stated unequivalably that such
rejections were unacceptaﬂ)leq.,]7 |
This in essence proves that the‘IMF was more
interested in short-term results i.e. bhalance of pay-
kments; repayments of debts and the reduction of the
budget‘ deficit. ILong term deﬁelopmental objectives
have "= never been among the Fandts Projectedrmims and

they have.becen at pains to stress this time and time

again.
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Yet though IMF programmes and poliéies purports
to deal with specific (balance of payments) pfoblems,
they infact have profound effects on the whole eéonomy
e.g. political stability, social inequalities, depres-
sion of local industry; uncon#rollable price increases,
etc. For example the Zambian case. The devaluation
of the Kwacha through weekly auctionings simply led to
inflation and loss of purchasing power among the lower
income groups. The envisaged encouragement of exports
and disencouragement of imports never occurred.

The decontrol of prices led to sharp-£&l1%s 4n
demand for goods and therefore many small enterprises
closed down, With the Kwacha buying less production
costs went up and thousands had to be lald off. Wage
ceilings led to social unrest owing to a fall in real
wages among the lower income groupse To compognd an
explosive situation further restriction on government
expenditure meant little could go to social welfare
and health and education services. An attempt to remove
subsidies on meélie meal led to outright riots. Further-
more the country had become more dependent than ever
as the decontrol of prices led to foreign competition

as foreign goods flooded the market.

This Chapter brings out the major point that
national efforts to avert & mational economic catast-
rophe did hot work., Within Zambié's municipal legal
framework, one can safely state that the problem trans-

cends national boundaries.‘ Chapter II will bring out
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a the major factors why this is so.

At a national level little can be done to
reverse the worsening situation. The IMF
stabilisation programme could have provided a
possible solution but because it ignored the
structural problems Zambia was‘facing, it merely
served to further‘erode Zambia's remaining
economic footage,

Inevitably, the auctioning systembnaa
abolished after the Kwacha reached an all-time

low of K21.02 to a single dollar.
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CHAPTER TWO

"The Exercise of the right to permanent
sovereignity over natural resources %s

an essential condition of development,
from exploration to marketing”,

(George Elien)

The Rights of Third World Countries in the
Internatién®dl Econome Orders

Sovreignity meéns the Independence and supremacy
of the Staté 1 within the limits of its territorial
frontiers and the independence of this power in relation
to any other power, which is expressed in the state's
exclusive and inalienable right to lay down and carry
out its home and foreign policy independently, to dis-
charge its functions, to implement the practical measures
<fop organising its socia{ life at home and its foreign
relations on the basis of respect for the sovereignity of
other states, for the principles and norms of international
law accepted of its own free will. Chapter one laid |
stress on the fact that though' Zambia has attained poli-
tical independence, external influences have impeded
her acquiring economic independence. Her state'sovereignity
has been infringed and it is the aim of the auther to
diséﬁss these factors, the IMF among them, In a word, the
system i.e. the International Economic Order has impringed
the rights of states in the Third World to shape their own
fate and destiny freely by directing their economies, This
has been done in a number of ways which will shortly be

discussed,
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The features of sovereignity are:

(a) Exclusive state power:hldischarging the functions
specified to the state. |

(b) indivisibility - that is full freedom of device in
using the whole set of prerogatives of state power.

- (e¢) inalienability - which means the impossibility of ceding

state power either to some foreign power or to some

international body.2

Tt is the contention of the author that (b) and (c)
above have been infringed because of the structure of the
¥wor1d economic order. Thus if the main features of sovereignity
‘of a state are absent, it is necessary to identify the main
tools used to erode them. The issue in questioﬁ therefore,
is sovereigaity over natural resources. There has arisen
controversy over the extent and legitimacy of the right
to economic sovereignity due to certain factors which shall

be the main v!ubject of this Chapter.

The International document governing sovreeignity over

natural resources is the General Assembly Resolution of 1962

on Permanent Sovereigpigz.over‘Natural Resources.3 Pertinent

to this discussion, also is the Charter of Economic Rights

and Duties of States & and the Declaration and Programme of

Action on the Establishment of a New International Ecbnomic

Order.5 These instruments seek to protect a state's economic
sovereignity and how effective they have been will be briefly

discussed.
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These instruments are in existance to-day chiefly
because although a state is deemed to possess independence
and sovereignity over its subjects and ité affairs, within
its territorial limits, the international community of
states have accepted restrictions on the liberty of the
state by mutual consensus. The United Nations has come
to represent that community of states - a community which
has undertaken obligatioﬁs limiting their powers in matters
of international policy. In essence, that the need to
pass resolutions based on the principle of sovereignity
over natural resourcegzgfiustrates that some states enjoy
more bower and independence than other states; power
sufficient to undermine the economic and sometimes the

political independence of other states.

‘According to Starke these resolutions
together

", ...reflect not only the idea of a state's
sovereign control over its own resources,
not to be surrendered but to be safeguarded
even when foreign capital is imported to
promote development, but also an insistance

implicitl if not expressly, that 1t 18 the

responsibilil

T0 asel1st 1n maximisln e e oiltation and

usSe of the natural wea%fﬁ oT geveIoging countries,
enin elr

and SO0 contribute TO Streng g
capa 1 0 promote elir economic development

by their own eiforts’.©

The issue here really is whose idea of aid is to be

empleyed to develop the third world economies. We

shall return to this point presently. Complete sovereignity
embpaces both political and economic emancipation, Thus
the General Assembly Resolution of 1962 on Permanent

Sovereignity over Natural Resources states that:
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"it is desirable to promote international .
co-operation for the economic developmentof developing
countries, and that economic and financial

agreements between the developed and the

developing countries must be based on the .

principles of equality and of the right of 5

peoples and nations to self-determination".

Similarly the Charter of Economic Rights and Duties of
States has a similar article entrenched in its provisions

which reads as follows:

"Every state has the right to engage in

- international trade and other forms of
economic co-operation irrespective of any
differences in political, economic and

Social system. No state shall be subjected to
discrimination cf any kind based solely on

such differences., In the pursuit of inter-
national trade and other forms of economic
co—-operation, every state is free to choose

the forms of organisation of its foréign ‘

economic relations and to enter into bilater

and multi~leteral arrangements consistent with
1ts international obligations and with the 8
needs of International economic co-operations".

These provisions have largely not been adhered to because
of the international structures which govern wdrld tradé.
The mechanisms used sre more esSpecially prevdllent in the

production and marketing of raw materials. These are

(1) The International Transport System

(2) Trade Restrictions e;g. taxes, levies upon trade
and on the other hangdU@Ping and the unrestricted
disposal of accumulated stocks that interfere
with the industrial development of developing
countries. |

(3) Commodity markets

(4) Aid in the Form of

(i) -Foreign Investment

(ii) Ioans (mostly from International lending insti-
tutions. :



1.

The importance of the field of legal regulation
of international economic matters has become more
emphasised as a result of the prsecarious position of
developing countries in the persisting world economic

order.

Less Developed Countries* and the problem of

Primary Commodities

- Most of the ILDCs are primary commodity producers, a
legacy from colonial times. Thus foreign currency is
obtained from the export of agricultural goods and minerals
(as in Zambia) in the form they are first traded in interma«
tionally@TTade activities of individual LDCs are mostly

with industrial countries. It is the 1étter who buy the
primary commodities which still constitute the main exports
of the less developed countries and who supply most of the
finished products needed by LDCs. The historical pattern of
trade has been such that Africa and the Americaes, have been
the traditional suppliers of raw materials for Westemn Europe's
numerous industries.

The West saw it as their right to extract these raw
materials and therefore no thought was given to develop the
industries in the areas where the raw materials were coming -
from. As they saw it, they had absolutely no obligation to
the rightful . owners of the natural resources and the
flagrant looting and plundering built a trade. structure
persistent to the latter half of the twentieth century.

The colonisers exercised both political and economic control

over the liquid and real economic resources of the colonys.
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"The main liquid resources are foreign

exchange and public and private savings

and real resources consist of agricul-

tural, mineral, transportation, communication,

manufacturing, andgcommercial facilities

and other assets".
Now that decolonisation hés become a .-permanent and regular
occurance, the industriel powers have almost absdlute control
over the liquid and reéal economic resources of the world

through the following mechanisms,

A, Transportation

The wvast bulk Qf international trade in primary
products involves ocean shipment., The structure, organisa-~
tion, and operation of the world's shipping industry is
extremely complicated involving a lot of technical and
economic issues and unfortunately developing countries have
little say in this area as few if any are ship owners. The
shipping industry is controlled by private or public enter-
prises domi®iled in the industrial countries. This is an
industry which has remained remarkably impervious to public
supervision. LDCs possess little influence in this aresa.
Thus there is no check on matters such as freight rates and
the criteria upon which they are established thus instances
of over-charging are Surely rampant, Zambia being land-
locked suffers doubly in that she must transport her goods
through other countries by road, pay storage costs at foreign
ports for her goods and in addition risk being overcharged
by ship owners,

Maritime transportation is éppropriate as starters to
improve trade conditions, LDCs must be allowed a measure of

'say in the shaping of freight rates and other shipping

>
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regulations. As a result international transportation

has become a subject of special interest to such inter-
national organisations as UNCTAD, which has demanded an
examination and redrafting of international shipping legisla-
tion to take into account the interests of less-developed
users. Transportation belongs to the line of economic gcti-
vities the functioning of which has a desicive impact

on the economy of a country as a whole.

"e...industrial countries as well as inter-

national organisations interested in the

destiny of ILDCS....dare not ignore the

importance of a maritime system providing

satisfactory. service at reasonable ratesl.
Transport costs are important becuase they are part and
parcel of production costs and prbduction exercises a
. desicive influence over the competitivéness of export
products. An increase in costs Qill almost certainly
imply a reduction in the volume of exports especially
for an industry so capital intensive as mining, Initial
imput is so great that it would take only a minor distur-
bances as transport costs going 4P to reduce output
»drastically. Any significant increase or decrease of
éupply of a product has an impact ©n the world prices of the

goods concerned, This is not the oﬁiy factor i.e.

(demand and supply) which controlSthe price of éoods.

B. Commodify Markets

Another mechanism which has been used by the West
to help them control the economies of LDCs is the concept

of commodity markets. More often than not prices of primary
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commodity exports are highly unstable . The impact of price
fluctuation is very devastating on the budget and the.

balance of payments situation in developing countries. The main
legal econonicpechanisms which set prices for commodities

are the commodity markets. Of special and more immediate

interest in this paper is the London Metal Exchange.

Prior to the Second World War it was generally agreed
that intergovermmental control over commodity markets was

contrary to the principles of free trade.u

It.is important to note at this point that the instability
experienced in international commodity markets is not a
direct result of the special nature of demand and supply
patterns experienced by all primary commodities. Developed
countries and MNCs even manipulate commodity markets delibe-
rately by entering into private agreements aimed at _
controlling the market of certain commodities. The assumption
that the optinum allocation of resources would be attained
through perfect competition in commodity markets plus a free
resources mobility between countries led to a situation of

imperfect or no competition at all.

Primary commodity markets are never ever quite freely
competitive and always reflect intervention in one form or
another by cartels, governments and intergovernmental commodity
markets. The structure of international trade in primary
commodities is such that there is a flow of primary commodi-
ties from the developing to the deﬁeloped nations. These
markets are of importance to developing countries because their

Yivelirond depends on the whinms~ of the day at a commodity
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market. All primary commodities are alike in one important
réspect i.e. in the absence of any successful organised
control over commodity markets and less over market prices
which in most cases are very unstable, Large and frequent\
price changes for primary commodities from bad to worsej: |
vet little fluctuation characterises prices of finlshed goods
from the West i.e. the contrast between the prlces of

primary commodities and manufactures which is most noticeable.

Zembia's majn primary commodity-esporticopper; has itc prices
fixed on the Iondon Metal Exchange. In order to assert her-
self internationally as & seller of copper Memaco was formed
to market Zambia's copper . Yet although the country reasserted
its right to market its own copper by the creation of MEMACO,
the sales contracts it employs don't give it control over the
pricing of its copper,12 Any copper sales made by Zambia
to its consumers always reflects as closely as possible the
prices quoted on the London Metal Exchange. It follows there-
fore that instability in prices means instability in our own
economy which lead us to the same conclusion - i.e. that we

are not in control of our own economye

The first important factor to note is that the rules of
the London Méfal Exchange bar the producers of copper from
developing countries from takihg‘part in the pricing of the
commodity.13 Secondly the British government has allowed the
exchanges to function autonomously -with no legal méehinery to

oversee the  administration
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"Since the participants on the exchange
price setting process are firms and
companies which have an interest in the
copper industry but not necessarily
Producers it is possible for the exchange
to be used to the detidiment of the
producing countries partigularly those
in the developing worid".! b

7

According to the First Rule of Part I of the fME regulations,

participation in the important functions of'the.exchange is
limite& to members of the exchange. A member firm is thus
represented by a subscriber who is required to be a person
over twenty-one years of age and must be the director of a
firm which is incorporated in the United Kingdom., These direc-—
tors must be domiciled in the U.K. as well or the majority of
partners in the firm must be domiciled in the U.K. In thie way
LDCs aré.effectively excluded from the price making procedure.
There is no legal avenue whatever tu regulate possible abuses
on the London Met,ai Exchange.,]'s

Commodity markets are still very unstable despite the
formation of private international arrangements such as cartels
or the formation of Producers Associations such as CIPEC to
stabilise commodity markets. The former serve only to disrupt

the proper functioning of commodity markets and the latter (i.e.

Producers Association) have been too weak to be really effective

"eesesIn 1967 the four main exporters

of copper formed the Intergovernmental

Council of Copper Exporting Countries

CIPEC with the aim of co-ordinating

their copper policies., But CIPEC has
accomplished little and the situation is

little different from before CIPEC was

formed. As a solution to a passing international
problem, producer associations such as CIPEC
is, have failed to penetrate the control centre
of commodity markets",16
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Thus even as a group of countries for purposeé of

Joint action the copper producing countries still

occupy a relatively weak position in negotiations with

the London Metal Exchange and thus they are still unable
to fully realise their rights,

C. Poreign Aid

W@**“The”third’factor influencing develbpmentﬁin the
third world is foreign aid in the form of investments and
loans, Much as bpumping money info an economy may be said
to be good, the argument is really against the type of aid-
giving. The main problem with foreign aid has been that more
often than not, the effects of the borrowed funds do not
equal the service of the debt. This may be due to a number
of reasons e.g. the capital may have been pumped into capital
intensive industries, the market may not be good or easily
accessible etc. Developed countries give aid primarilly because
it is in their political and eccRomic self~interest to do so.
Thus the statement that foreign aid is meant to'encompass;

"eeeeall official grants and concessional

loans in currency or in kind which are

broadly aimed at tramsferring resources from
developed to less developed nations on deve- ,
lopmental and/or income distributional grounds ., 17

is not completely true bectuse most foreign aid + almost always
is - tied-aid i.e. conditions upon which the loan will be

given. e.g. that the loan be spent on the purchase of goods,

from the loaning country or that the.loan be spent on the

importation of capital intensive equipment from the loaning
country.which usually results in unemployment in the borrowing

country,
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Foreign aid is seen differently by both parties i.e.
the borrower and the lender.Foreign aid is used to benefit
the lending countries politically (e.g. cold war purposes)
economically, and militarilly which results in  little
interest to promote long term develoPment projects in the
borrowing countries since the suppliers of foreign aid are
more interested in their own short-run interests. The\develo—
ping countries on the other hand need foreign aid to finance
needed industries and imports of capital and intermediate
goods. Most LDCs have an acute shortage of foreign exchange

for international monetary dealings and this is where the

crux of the issue is. Is foreign aid really'the crucial and
essential ingredient in the development process? If it is
then why are less developed countries still lagging so far
behind despite receiving aid?

All that foreign aid has served to do in the IDCs is
to emesh them in debt with no hope of disentanglement
in sight, at least if the present international economic orcler
persists. Foreign aid has not been accompaned by a corresponding
international and national policies to ensure any real form of
development., Skyscrappers and other improvements in the modern
industrial sector are not "development" in the real sense of
the worde Clearly something is rotten in the international
economic order. Rich nations have an obiigation to support the
economic and social development of the Third World because they
are perpetuaIThEL an international economic system which will
always provide for a "third world"y for the haves and the

% have nots.
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In order to appreciate the real essence of 'Foreign-aid!
the paper will look at a major international loaning institu-
tion, its policy of aid and its function as an instrument of
the powers that be. This institution is the International

Monetary Fund.

Measures Taken on an International ILevel
to Combat the Situation '

A brief look has been taken at some of the mechanisms
which have hindered the economic independence of ILDCs on an
international plane. Yet it is universally acknowledged both
political and economic independence are an essential element
of sovereignity over natural resources. This international
acknowledgement has exhibited itself in the following United

Nations Resolutions:-~

(1) The Resolution on Permanent Sovereignity over Naturol

Resources 1962,

(2) The Charter of Economic Rights and Duties of States.
(3) Resolution on the Establishment on a New International

Economic Order.

These resolutions received more attention through the

United Nations Conference on Trade and Development ~UNCTAD.

This being  a brain child mainly of third world, countrioe
it was thought that it would perhaps succeed where the

General Agreement on Tarrifs and Trade had failed. -




GATT -and UNCTAD

The GATT proved inadequate mainly because its policies
were not really in keeping with the fhird world situation.
For example the principle of non-discrimination based on the

"most favoured natibn" clause which stipulates that

"eseMembers should grant one another

treatment at least as favourable as

they grant to any other country", 18
implying no special treatment even though a problem peculiar
to a particular country might justify more favourable treatment
than another country. Most of the provisions of the GATT por-
trey : the same disconcern with the problems of IDCs.

"eessethe justice implied by the GATT rules

appears, on closer examination to be one

big illusion. If it means anything, justice

based on equality and non-discrimination, should

surely imply equal treatment of equals. In

practically every matter that GATT was establi-

shed to deal with however the developing countries

were almost by definition, unequal to the indust-

rialised countries, They are saddled with problems

which are peculiar in kind and magnitude, to this
historical epoch and which have no historical

parallel in the economic devg&gpment of the present

industrialised countries", :

Given this view of the systematic constraints facing
less developed countries,the inception of an organisation
such as UNCTAD to serve their needs was inevitable. Since
its creation, UNCTAD has become an important intervenor
on behalf of less-developed countries in their relations with
industrialised states and the organizations they control.

Of special importance is the amount of leverage that UNCTAD
has managed to2°B1€Ve yith the IMF, an institution primarily

controlled by the West. UNCTAD embraces and defines a common
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third world view i.e. to promote international trade‘primarily
between states at different levels of development for the
purpose of accelerating economic development and thus narrowing
the disparity between developing and developed countries.,
Of particular importance for the development of international
law is UNCTAD's general objective of formulating new principles
with é view to achieving international business exchanges on
a mutually advanced basis. UNCTAD acted as a forum -to
disPelvthe myth that all countries are economic éqﬁals and
therefore must trade without discrimination and has insiéted
that basic differences in economic sfrength between countries
must be appreciated in world trade.
Thus where international trade is concerned UNCTAD

has made some progress for example, the General Preference
Scheme250 Agreement for LDCs’exports of manufactured and some
semi-manufactured goods to the developed copntries,UNCTAD
has also - looked into the redrafting of international

shipping legislation to take into account .. the problems of
1DCs. UNCTAD has also. demanded that at least 1% of the
developed nations GNP be -given as aid to developping nations ‘
but this has proved quite insufficient for reasonsalready gone
into. Really this has all been achieved because of problems
common to a large number of states who have come together
and confronted the developed nations with their joint demands,
But for problems Peculiar to a particular country such as a
country!'s balance of payments problems, can UNCTAD or the UN
indeed provide effective support? What relationship is there,
between the United Nations and the IMF as the major inter-

national Monetary body in the World ?
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UNCTAD's work has been made a lot easier by the
various resolutions, passed by the United Nations General
Assembly in that its majbr'pOIicies have been mapped out
and adopted by a large majority of nations., Yet despite
such amajority adoption, the fact that the major developed
countries have objected both on principle and on policy
grounds to the content matter of these resolutiong, the
legality of United Nations General Assembly has been a
source of unending debate, For example at its inception

Resolution 1803 of 162 on Permanent Sovereignity over Natural

Resources was rejected by the capitalist powers who voted
against the resolution mainly on the ground that it did not
recognise the rights of private investors under international
law including treaties and other international agreements,
This was in fact an outright réjection of the force of legality
of a General Assembly Resolution., In other words, under
international law what 1ocourgs can one have to remedy en
injustice if a general assembly resdlution,can be so casually
cast aside,

The Third world crisis, accordimg to UNCTAD's Secretary
General has its root cause undoubtedly in the weakness of
the t‘nternational economic system and its institutions.

"Phe per capita income in the third

world rose only from $175 to $300

between 1952 - 1972 in IDCs whereas

it rose from $200 to #4000 in the

developed world for the game perlod
in developed countries".
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Thus the blame was thrust squarely on the shoulders of the
developed nations who put up such a weak rejection to
Resolution 1803 which in any case recognises the rights of

Drivate investors by stating

"eeesein the conduct of the full survey

of the status of the Permanent Sovereignity
of peoples and nations over their natural
wealth and resources, due regard should be
paid to the rights and duties of states under
International Law,.." 22 '

In a word, developing countries acknowledged that a State's
sovereign - right to its natural resources is limited by its

obligations and responsibilities under international law.

The need for a more pertinent document related to the
international economic order was still needed. lMexican
President Iuis Echevenia in a speech hefore the 3rd session
of the U.,N., Conference on Trade and De#elopment, "pointed
out the necessity for a juridical grounding of the world's
economic order", which has been manifested by the content of
the resolutién passed since Resolution 1803. There was indeed
a need for "....an instrument which would define and protect
the economic rights of all countries particularly the LDCS".,23
Thus the Charter of Economic Rights and Duties of Stateg* was
adopted on the 12th of December, 1974. According to President
Echeverna, the Charter was intended to "reinforce the previous
legal foundations of international economy removing economic
co-operation from the "realm of good will" and rooting it in the
field of Law by transferring consecuted principles of solidarity

among men to the sphere of relations among nations".24
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The legal force of the Charter remains a debatable

issue since it is a reSolufion of the General Assembly

but it has been stated by Munaensangu that notwithstanding

the Charter's contested legal force, it marked the beginning

of the process of implementation of the demands and claims

of de&eloping coﬁntries. The Charter is a juridica; instrument,
1 It may nof/be compulsory but albeit contains the most. '

basic principles which should obtain between states e.ge.

Article 4 of the Charter which states, "Every State has

the right to engage in international trades.es."Economic

cooperation is the main idea of the Charter.

"The forms of economic co-operation and
the achievement of international trade
take place in the conditions of the
state's full freedom to organ%se their
external business relations".,<>

The Charter of Economic rights and Duties is important for
the principles of international law it brings out and those
it has attempted to fashion, It is not binding on all
countries since its obligatory force was rejected by ‘the
deﬁeloped nations, There was a clash between the proponents
of 'the existing order and the proponents of a new International
Economic Order. |

General Assembly Resolutions lack the force of law of
treaty provisions. Secondly they are passed by an inter-
national organ which'though constituting the world's majority
of nations, lacks legislative powers, But it can be argued
that their gradual \acceptance and general applicability will
give them the force of customary 1nterngtional lawe Yet omne

day is not soon enough and we are faced with monstrous problems
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which must be seen to now. In so far as they restore existing
principles of international law, there is a pinch of legal

force in General Assembly Resolutions,

", ...the autheritativeness of the resolutions
cannot be dismissed out of hand as they
reflect the expectations of the international
community."26

Thus Resolutions 1803 (XVII) , 3201 (8~VI) , and 3281
(XXIX) - cannot be outrightly rejected even though to-day's
economic order and its Jjuridical principles cannot be
changed overnight. But as a guideline towards that New
International Economic Order we envision, resolutions

of the General Assembly provide a proper guideline and

in some ways a check on the arbitrariness Ofsome states and

hopefully international organisations.

The United Nations and the IMF

1

The International Monetary Fund is an international
mdnetary institution founded at Brettonwoods Newhampshire
in July of 1944, Its creation was spurred by a growing
concern to provide for the stability of currencies and
of international monetary exchange. It is associated with the

United Nations having the status of a specialised agency.

"] The various specialised agencies established
by inter-governmental agreement and having
wide international responsibilities, as defined
in their basic instruments, in economic, social,
cultural, educational, health, and related field
shall be brought into relationship with the
United Nations in accordance with the provisions
of Article 63.



2. Such agencies thus brought into relationship
with the United Nations are hereinafter
referred to as specialised agencies'. 27
The relationship between the United Nations and Bpecialised

agencies is further explained and consolidated under Article

63 which states,

"}, The Economic and Social Council may enter
into agreements with any of the agencies -
referred to in Article 57, defining the terms
on which the agency concerned shall be brought
into relationship with the United Nations.
Such agreements shall be subject to approval
by the General Assembly.

2. It may co-ordinate the activities of the specia-
lised agencies through consultations with and
recommendations to such agencies and through
e e Rertonar B =

Thus there is a legal basis proyided for the relationship
between the United Nations and other international instituti
created by intergovernmental agreements, It is important to
note that the stress is on there being a relationship of
mutual co-ordination in matters of policy but the United
Nations may only make recomméndations,29 which as such
do not necessarily have to be accepted by the specialised
agencye

This is because, as in the case of an institution such
as the IMF, it is an autonbmous body having & juridical
personality created by international treaty which is
contained in its articles of agreemént. Article TX(2) of
the Fund's Articles of Agreements states,

"The fund shall possesé full
Juridical person&lity socsve’
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and thus can acquire and dispose of property, sue snd
be sued and enter info contracts, This of course is
Justified in that the IMF would not be able to function
effectively if it was not endowed with legal personality,*
Its relationships with other international organisations
are governed by Article X of the Articles of Agreement
which lays stress on the fact that the Fund shall cooperate
within the terms of the Articles of Agreement in its rela~
tionship with any general internatiohal organisation such as
the United Nations and with public international organisa -
tions having specialised responsibilities in related fields.
Article 6% has been complied with and an agreement
between the United Nations and the International Monetary
Fund came into force on November 15th 1947. Article I (2) of
the Articles of Agreement reiterates the fact that the Fund
by reason of the nature of its international responsibilities
and the terms of its Articles of Agreement cannot function -
effectively other than as an independent international organisa-
tione The fund is not subject to the dictates of the U,N. It
may send representatives to attend meetings of the General
Assembly 3o.or any other United Nations subsidiary body
merely for purposes of consultation or general Fund :'.n‘cerest.yi
The U.N. may also send representatives to the Board of Governors:
meeting of the Fund without voting, merely to have the U.N.
point of view heard in pertinent matters.32
Yet even though the IMF is not obliged to commit itself
to UN recommendations, as an international institution endowed
with international legal personality it is subject to the

dictates of international law and not merely international



monetary law for monetary law affects the rights and livelihood

of nation8 and as Starke has stated:

"It will be apparent that there is a large
measure of interdependence between inter—
national economic law and international
monetary laWeeeess ’

esneas reflected in S,1 of Article IV as
amended of the Articles of Agreement of

the IMF, a stable system' of exchange rates
is a pre-requesite for the development of
stable undeplying economic and financial
conditions and in their turn stable economic
and financial policies provide a good basis
for stable monetary conditions".33

What is building up to be part and parcel of future
international Economic Law are

(a) The Declaration of Permanent Sovereignity over Natural

Resources (Resolution 1803 (XVIi)),

(b) The Resolution on the Establishment of a New International

Economic Order (Resolution'}EOl(S—VI)).

(¢) The Charter of Economic Rights and Duties of States

(Resolution 3281 (XXIX))g

Although resolutions of the General Assembly are not

binding in strict terms, they all the same assert the rights
of developing countries to a fair and honest deal in the
world of international trade. All the three resolutions mentioned
have one majob point in common; they demand that the economic
problems of states —~ all states be the basis for a progresSive
international economic system. Even the IMF has a similar
provision in its articles, Article IV(3) (b) states inter aliaj

v, ..These principles shall respect the

domestic, social and political policies

of members and in applying these principles

the Fund shall pay due regard to the
circumstances of members",
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CHAPTER THREE

THE IMF

Legal Framework, Policies and Problems.

The establishment of the International Monetary

Fund and the World Bank took place at the Bretton Woods
Conference in New Hampshire USA in July of 1944, It

was the International Monetary and Financial Confefence
of the United and Associated Nations but is after |
referred to as the Bretton Woods Conference. Forty-
four governments were represented at Bretton Woods and
these included the Union of Soviet Socialist Republics;
three African Countries i.e. Egypt,Ethiopia and Iiberia
and four Asian countries i.e. India, Iran, Iraq and the

Phillippines,

It ié important to note that though a few third
world countries were reSpesenfed, they were not suffi-
ciently aware of their rights in the world economic and
monetary order and thus could not effectively present
their case. Secondly, even had they been aware of their
rights, they nevertheless were given no freedom of
manouvre. The reason being that Egypt and Iran were
effectively under British control; Ethiopia had not yet
recovered from the Italian occupation; Iranian'territory
was occupied by British and Soviet Troops; India (whose
territory included present day Bangladesh, & Pakistan),
was not yet independent. Territories under American

control were the Phillippines, and Liberia., The latter
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though independent was very much under the_thumb of the
United States,

The Articles of Agreement of the IMF were drawn
up at the Bretton Woods Conference and they came into
force on the 27th of December, 1945 after twenty-nine
countries deposited their signatureé representing 80%
of the Fund‘'s quotas, Article XIII(1) of the Fund's
Articles of Agreement states that the principle office
of the Pund shall be located in the territory of the
member having the largest quota, and that agencies or
branch offices may be established in the territories
of other members. Thus the IMF has its headquarters
in Washington D.C. capital city of the U.S.A. The IMF
became operational on 1lst March, 1947.

The objeotives of the IMF are clearly stated in
Article 1 of the Fund's Articles of Agreement as

"4, To promote international monetary coopera-
tion through a permanent institution which
provides the machinery for consultation
and collaboration on international monetary
problems,.

ii, To facilitate the expansion and balanced growth
of international trade, and to contribute
thereby to the promotion 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



(iii) To promote exchange stability, to maintain
orderiy exchange arrangements among members,
and to avoid competitive exchange deprecia-
tion.

(iv) To assist in the establishment of a multi-
lateral system of payments in respect of
current transactions between members and in
the elimination of foreign exchange restric-
tions which hamper the growth ofvvorld‘trade.

() To give confidence to members by making the
Fund's resources available to them uﬁder
adequate safeguards, thus providing then
‘with opportunity to correct maladjustments in
their balance of payments without restorting
vto measures destructive of national or
international prosperitye.

" (vi) In accordance with the above to shorten the
duration and lessen the degree of disquili~
brium in the international Baelance of Pay-
ments of Members".1

It is evident from these purposes that the balance

of payments seems to be the chief concern of the IMF. Pro-
vided a member drops extensive trade restrictions and other
measures which bode ill with the capitaliskic “bewl sio0f the
IMF aims to provide its members with the time needed to tadkle
jnternal measures in order to cofrect balance of payments
disequilibria. And this means that development ideals which

conflict with this aim will be frowned upon by the Fund.
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"Even though Article 1, Section (I1), of
the Articles of Agreement of the IMF makes
" reference to'the development of the productive
resources of &l1ll members,! the Fund is not
a development Agency. Development is instead
the major concern of the IMF's sister institu-
tion, the International Bank for Reconstruc-
tion and Development (IBRD) and its affiliates.
The Fund and its representatives have consis-
tantly denied.any responsibility for aiding
development",

In a speech to the Washington Chapter of the Society
for International Development the Fund's Deputy Managing
Director re-emphasised that the activities of the IMF
are Uaited to the granting of credit, 'in support of
internationally acceptable policies of payments adjustments;
to those members who on account of their balance of

3

peyments have a temporary need for finance.

The Membership of the IMF comprises of 146 countries
2% of which are OECD countries and the Group of 77 which
consists of 114 third world countries. But despite third
world countries being in the majority, it is the developed
nations who control and direct the policies of the IMF,
This is the reason why the IMF view of third world develop-

ment problems has remained essentially narrow. :

The Decision-Making structure of the IMF

This is directly related to the quota policy of the
Fund}Agreement and its not until one understands the concept
of quota s that the decision-making process begins to make
sense. The quota system affects the total resources of the
Fund, the drawing rishts of individual members and their

voting power. Article II(2) states that membership to the

4




IMF is subject to Fund conditions and one of these condi-~
tions is contained under Article III (i) the essence of
which section is to the effect that quotas of other than
original members shall be determined by the Fund, Autho-
rity to determine the quota is vested in the Board of
Governors.4 The quota system plays a key role in the func-
tioning of the fund by détermining members'éiigatory
contributions and limits of each memberb borrowing. It is
the distribution of these quotas which is the basis for
the power structure of the IMF. The hierarchy in inter-
national monetary matters is the same as that of international
trade with the industrialised countries firmly in control.

.Quotas are worked out by deducting the 250 basic votes:
to which each member country is entitled from the total
member of votes it holds and multiplying the result by
SDR 100,000, "

Quotas range from the USA's SDR 8.4 billion to Maldive
Islands SDR 0.0009 billion (éO0,000). The seven biggest
quota holderé are all industrialised countries. These are
the USA, Great Britain, West Germany, France, Japan, Canada
and Italy and together they have half of the total.”
According to Article III of the Fund agreement quotas .
are allocafed to new_members‘as they Jjoin and are subject
to generai review at intervalsa = of five years or at the
request of a member concerned,6 but of course such actioﬁ

must fall in with the wishes of the largest quota holders.

For the amendment of the Articles of Agreement there must
be agreement among all members of the fund i,e. three-

fifths of the members having four~-fifths of the total
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voting power. Total agreement is only necéssary in

- the following instances of proposed amendments:-

"(a) the right to withdraw from the fund
(Article XV, sect. 1)

(b) the provision that no change in a member's
guota shall be made without its consent

(e) the provision that no change may be made in
the par value of é menmber's currency except
on the proposal of that member (Article IV,
Section 5(b))ﬁ7

The introduction of the SDR system was as a result
of a 1968 amendment of the articles of agreement. Majority
requirements for desicions not involving amendments to the
fund's articles do not Spécify a minimum number of Member
they are based on voting power alone, and it is here that
the power plays are often enacted because the major quota

holders can on their own veto any decision.

Apart from the quota system the majority quota holders
have entrenched their hold of the helms of power in the IMF
in other ways. For example a look at the permanent organs
of the IMF will illustrate this fact. The permanent orgens
of the IMF are the Board of Governors and the Executive
Board and the Managing Director and his staff which are
governed by Artiéle XII of the Fund's Articles of Agreement.
The Board of Governors is the highest body and it is compo-
sed of one governor * from each member country and there is
also provision for an alternate who votes only in the
absence of his principle.8 The Board of Governors meets

only once a year thus has to delegate most of its duties

- .
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to the Executive Board except the ones listed under Section
2(b) of Article XII. The Executive Board is responsible
for conducting the business of the Fund and for this

purpose is in permanent session at the IMF headquarters.

Normally the Executive Board consists of twenty executive
directors plus the chairman, Five executive directors are
appointed by the five member countries with the largest
quotas,9 While the rest are elected for two year terms by
the remainder of the Fund's member, Even on the Executive
Board the decision making dépends on the quota system, For
the remaining 15 directors, a group of countries comes
together and elects a director. Each of the elective direc-
tors casts the votes 6f the group of countries which elected
him, Voting power on the Executive Board is on the basis of
member countries voting power and not on fhe number of

10

executive directors. But for day to day business tlis

method is not often used,

"In most instances, theé decisions of
the Executive Board of Governors are
taken without any formal or roll-call
vote, In the Executive Board, the

- Managing Director ‘'will ordinarilly
ascertain the sense of the meeting in
lieu of formal or roll call vote",ll

Each of the elective directors, casts the votes of the group
of countries which elected himjthe quorum for a meeting is a
majority of Executive Directors having not less than half of

total voting power.



"Each appointed Director may cast two

hundred and fifty votes plus one additional
vote for each part of the appointing

member's quota equivalent to US. $100,000,

Each elected director may cast the humber

of votes which counted towards his election
i.e. two hundred and fifty votes for each
member which elected him plus one additional
vote for each part of the quota of the Slecting
members' equivalent to U.S. $100,000, "1

For the day to day ordinary and administrative duties
of the Fund prdvision has been made in the Articles of
Agreement for the Managing Director and his staff. The
Manaeging Director has always been a West European while
his deputy is always American, The Articles confer directly
on the Managing Director the task of making proposals after
consultations with members concefning allocations and

cancellations of SDRs,

Individual Staff members have to make an affirmation
in writing upon appointment ¥ the fund which includes
a statement that a member of staff "will accept no instruc-
tion in regard to the performance .of ....[ﬁi§7 duties
from any government or authority external to the Fund".
This is contained under Rule 10 of the Rules and Regulation
of the Funde Yet it is obvious that Fund policy reflects

the views of the industrialised countries.
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TABLE TV

VOTING POWER IN THE IMF, (Votes in Exee Board)

' YOTES BY POTAL PER CENT OF

COUNTRY 1y
VOHNTRY VOTES THE FUND TOTAL

United States ef A, t 84 300 19.5
United Kingdom 295500 : 6.95
Fed. Rep. of Germany 21 810 5e14
France 19 440 4.58
Japan 16 840 2.97
Saudi Arabia 6 250 1.47
Costa Rica. 666

E1l Salvado 680

Guatemala 760

Honduras 590

Mex3col 5600

Nicaragua 590

Spaind ‘ 5820
- Venezuela 6850 21550 5.08
Cyprus 590

Israel 2300

getherlanﬁe§ﬁ§§ 9736

omaniag- 2700

Yugoslavia 3020 18340 4,32
Bahamas ' 580

Barbades : 420

Canada$ 13 820

Grenada 280

Ireland$§§ 18 000

Jamaica 990 17 890 . 4.21
Greece§§ 2 100

Italy$ JL2 650

Malta 450

Portugal , I 970 17 170 4.04

| | |
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I

T VOTES ~5Y. TOTAL TPERCENTAGE O
COUNTRY COUK'TRY 1 VO ES FUWD TOTAL

Australia § 8 150

Korea Rem. of 1 G50

Wew Zealand §§ 2 570

Parve lew Cuinea 550

Phillinines 2 350

Seychelles 263

Solomon Island 271

Yestern Samon 280 16 284 3484

Baharain 450

Iragq .3 660

Jorden 556

Kuvait 2 600

Lebanon 370

Libya 2 100

ilaldives ' 259

Palastan % 100.

Qatar 650

Somalia : 480

Syrian Arab Revublic] 880

United Arab Emirates}] 1 450

Yermen Arab levn. 380

Yemen Pnlesd Dem.Rep. 560 15 589 3.67

Austria 3 550

Belgiun g 150

Létzemburg 566

furkey 2 25C 15 51C 3 .65

Bangladesh 1 770

In“ia 1 760

Sri lania 1 440 14 <10 3.51

Afghanistan 700

Algeria % 100

Ghana ‘ 1 310

Iran §/§§ 6 850

l.orocco 1 750

Omer . 450

Tunisia 800 15 040 2.54

Brazil 6 900

Colowmbia 2 180 X

Dominican Rep. 8GC i

Guyana 500

HAiti 450 |

Panama 700

Peru 1 89C {

Surinam- 500 {

Trinidad & Tobago 1 070 .15 02C 3.54
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Vo

COUNTRY | VOUES DY P POTAL VOTES . PERCENF OF
COUWTRY + - %PUI‘JD TOTAL

reentina 5 600

olivia 700

hile 2 420

cuador 950

oreguay 480

rupuay 1 090 11 240 2.65
lenmark 3 350

'inland 2 870

celand 540

orvay 3 200

weden 4 750 14 710 3.46
arma 380

iji 430

ndonesia 5 050

20 Iled Rep. 410

falaysia 2 780

jepal 440

yinganore T40

‘hailand 2 060

fietnam 1 150 14 040 %451
3otswana 340

Jurundi 480

ithiopia 610

rambia 340

uinea 550

{enyo. 940

lesotho 320

Liberia 620

ialawi 440

ieeria 3 850

jierra Leone 560

sudan 1 130

swagiland 370

fangania 8CC

jganda §§ 750

Zambia 1 660 1% 760 3.24
Benin 410

Cameroun 700

Centrsl African Rewn. 410

Chad 410

(omoros 273

Congo 420 .

Eguitorial Cuinea 350

Gabon 550

Guinea Bassau 289

Ivory Coast 1 010

lLialagasy 590

lali 3 520

i ;
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AN

i IO

| mw;~w~ | 4VOéES BYW“WH“"ébéhﬁ‘ Pﬁﬁgﬁﬁéwbﬁwv
COULTRY COUNTEY * VOIS YULD _10DAL

Mauritania 42C

liauritious 520

Higer §§ 410

Rwanda, 480

Sao Rome & rrincine 270

Senegal 670

Togo/Upper Volta 850

Zaire 1 770 11 322 2.67
TCTAL 410 515 96.68

KinYs

§ Country nroviding Executive Director

§§ Country providing ilternat® Director

1. Quotas can be vorked out from this colurm bz deducting

the 250‘'basic’votes and multiplying the result bz SDR

100 0CO.

- This table shows the distribution of Voting Power in the

LiF,

Source: Development Dialogue, Backsround Notes on the IIF,

Pzye 98,

also (Iil¥ Annusl Revort 1979).
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Third world countries have attempted to penetrate.
the power sfructure by forming a group to bring the third
worldview into proper perspective within the IMF, This
group is known as the Group of 24 (G, 24) which is an
offshoot of the Group of 7?7 of the United Nations Confe-~
rence on Trade and Development, UNCTAD. Of course this
group really exerts little influence when compared to its
opﬁ%ﬁte number which is represented by the five major
quota holders within the IMF. Nonetheless the Group of
24 has has acted as a go between in IMF ~ UNCTAD representa-
tions since October 1971. Members of the Group of 24 are
drawn equally from the three regional constituencies of the
Group of 77. IMF Executive and Alternate Directors from
third world countries attend group of 24 meetings but they
are unable to make effective ... representations at Execu-
tive Board meetings of IMF, because they lack the necessary
number of votes; even if they far exceed in number, Executive
Directors from the West. The Group of 24 acts as a third

world pressure group on the IMF albeit a very weak one.

Through the quota system the Western countries have
succeeded in keeping a firm grip over policy making and
access to resources withinthe IMF and thus effectiveyrun
their own economy at the expense of third wexrld economies
which they effectively mismanage through the International
Monetary TFund.

As can be seen from Table III the Board of Governors
osn not usually decide the policy issues, whiek affeet each and
every country requiring IMF aid. Under Article XII of the

Agreement their duties are of a distinctly general nature and



because voting is restricted for example

Country 'A' is entitled to 250 basic

votes plus a single vote for each one

hundred thousand US dollars so if

country 'A' has contributed $900,000

then she is entitled to 259 votes.

For developing countries who cannot contribute much in
hundreds of thousands of American dollars, they have

very little saylin policy making, Even where s number

of countries come together and elect an executive director,
they still cannot gather sufficient votes. If cpe takes a
look ‘ot Table IV, the United States on its own has 19,5%

of total fund votes yet no other grouping of countries has
made up even as much as 6% of the votes. All of the groupings
hold votes ranging from 2% to just under 6% of total votes,
per groupings whereas the United States on its own has 19.5%
of the votes; the United Kingdom has 6,95% of the votes;
Germany has §.14% of the votes; Japan has 3,97% and France
holds 4.58%0f the votes,

There is thus sufficient reason to fear that a third
world view when dealing with third world countries is of
little consequence since decision making is effectively cont-
rolled by the West. IMF staff all belong to Western industria-
lised countries and their view of the debt problem of IDCs is
very narrow and shallow, The Articles of Agreement themselves
have helped accomodate the impassive attitude of the IMF's.

"The Articles of Agreement did not make
any distinction between developed and
less-developed countries....a more speci-
fic and direct commitment to development
in the Articles of Agreement would have
encouraged a rather more active approach

to dealing with the problems which face
IDCs." 13




From the Articles of Agreement it is evident that IMF

polioiesiwere not designed to concern themseives with
the develdpmental problems of the third~world.}.The IMF
view of the world economy was essentially and still is
static since liftle congideration is given to the dynamic‘
potentialities for assistiﬁg development and this is
exhibited in the distribution of the Fund's financial

Tresources,

Financial Resources of the IMF: - Bources and Allocation

o The chief source of the Fund's monetary resources

are members' subscriptions and secondly borrowlng from
1ts more affluent members. The individual subscriptions
of members are determined by quotas.jq‘ The first, twenty-

five per cent of a member 8 quota is payable 1n SDRs or

' hard_curren01es des;gnated~by the Fund. The balance of

Sevenﬁybfivefﬁe: cent may be paid in the member's own

curréncy.‘ The first twenty—five'per 6ent paid in hard

- currency s refefred to as the Reserve Tranche. The

Tranches are perticular - categorles of credit open to a
borrow1ng country and they are usually the initial catego—
ries. The tranches are the 1nitia1 openlng to credit

within the IMF system.

In IMF terminology a member draw1ng & loan is said

to purchase SDRs or hard currencies w1th 1ts own currency

" and the repayment of the loan is referred to as a repur-

‘chase of the‘member country's own currency from the IMF,
After the Reserve Tranche which is 25% of the Member's quota,
there are the first and secoﬁd'Credit Trances each equiva-
Jent to . 25%;,df N thére . memhmrés ~ quota



respectively. In order to borrow from these last two
categories the intending borrower must present an economic
program demonstrating that it will make reasonable efforts

to overcome its balance of payments difficulties,

"Thus the IMF, whilst seeing it as its
duty to proviée financial assistance when

a country's balance-of-payments is tempo-
rarily in disequilibrium (deficit) expects

and in the case of drawings in the higher
tranches of a member's total drawing rights, can
insist that the member pursue the Monetary and
fiscal policies that the Fund itself deems neces-
sary for removing the deficit withjha reasonable
period of time", ,

The IMF insistance that a member country follow a
particular monetary and fiscal policies if it went® to draw
from the higher tranches has officially been coined IMF Condi-
tionaliey/- Tis in essence means that in order to have
access to credit within the IMF the borrowing member must
obtain the agreement of‘the IMF to a stabilisation plan for
a period of two to three years duration., The stabilisation
affects such sectors and policies relating to prices, incomes,
public spending, exchange rates, reserve levels, external
debt and import control. It is only when these necessary
conditions have been established by the Fund that providers
of commercial credit readily release financial resources to
the borrowing state,

Once an agreement has been cemented, credit is made
available by the IMF under a stand-by arrangement on which
phesed . drawings maybe made. Failure to adhere to any of
the IMF conditidns results in the ssepension of access to
the stand-by until it is renegotiateds The Chief eredit
facilities available are the following:
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(a) Extended Fund Fac{lit

It was established in 1974 in order to provide
balance of payments support for longer periods and in
& greater amount than under the credit tranches. This
facility aims to help members overcome the structural
imbalance of payments maladdustments. A three year
reoovery perlod is provided for and a member is entitled
to borrow anything upto 140% of its quota, This is a
cohsiderable and mdre flexible improvement over the
Tegular stand-by facility in the credit tranches which
normally provided for adjustment in a one Year period and
for drawing up to 100% of the borrower's quota., It goes
hand in hand with stringent IMF conditiona;ity. The first
countries to try this facility were Peru,Jamaica and
Portugal and in alllrthree instences it failed miserably,
Repayment may be made 4 to 10 years after drawing,

(b) Supplementary Financing Facility

The Supplementary financing facility became operational

in 1979 and it was created in order to supplement drawings

from the upper credit tranches or the Extended Fund Facility
or both and therefore it too carries eonditionsitty. .The member

entitled to a maximum of 140% drawing rights and the stabili-

sation programme may extend over three years with repayment

being made three to seven Years after draw1ng.

(c) Compensatory Financing Facility ‘

The facility wes established in 1963 and it was
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created with the-intention to assist primary commodity |

‘ éxpgpters, w0 get into balance of payment difficulties
owiﬁg to temporary shortfalls in export earnings for
reasons beyond the borrower's control., The only‘ccndition
for secees is thgt the member should co-operate with the
fund in exploring solutions to itg'bélance of payments
problems. This facility is only subject to minimal eondi-
tionality since drawings on this facility may - . exceed
100% of its quota. The repaymént period is three to five

years.

() Buffer Stock Pinancing Facility

The Buffer Stock Financing Facility was initiated
in order to finance Buffer Stocks within International Commo-

dity Agreements. There are only two conditions to be ful—

filled in order for a member to have access to6 this facility.

(1) The Internatlonal commod;ty Agreement must

be w1th1n the United Nations or else meet

certain criteria.

(2) Drawings mey be made up to fifty per cent of the
quota and the conditionality and repéyment period

are the same as for the compensatory financing faci-

lity. Both have special purposes.and are subject
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to minim al conditionality,

(e) Stand-yzeArrangements@

A Stand~byhAxrangement is entered into after
consultatlons between the fund and the borrow1n$ country.
The grant of a stand-by arrangement requires no formalities
other than the member's memorandum which sets forth :the
polieies and intentions of the member, 1 I%gﬁeéemes affec—
tive when the Executive Directors of the Fund make the

decision to grant the arrangement,

"The essential purpose of a stand-by
arrangement is to assure a member
of the Fund that, subject to such
conditions as are in the arrengement
the Member, if it wishes can use the
financial resources of the Funding
to a stated amount during a stated
period, ”
It is often hoped that evidence of a stand-by arrangement
with the IMF will encourage other - countries and lending
institutions to provide credit to the borrowing country,
Stand-by arrangements though are not expressly provided,
for by the fund's ¢grticles of agreement but it is has been
found to be a rather more flexible instrument of financial
assistance than the other IMF facilities,
There is always continuous consultation between the
Fund and the member during the period'of the Stand vy
arrangement and reports are submitted to Fund on the member's
progress in such matterg as exchange regimes, credit or
fiscal situation etc., The period of the stand-by Arrange-

ment is left to the Fund's discretion,
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If the member's use of the stand~-by arrangement . . _
-¥8 ineonsistant with the Article s of the Fund's

Agreements then Article V Section 5 of the Articles
applies i.e. ineligibility to use the Fund's resources.

"Whenever the Fund is of the opinion that

any member is using the resources of the

Fund in a manner contrary to the purposes

of the Fund it shall present to the member

a report setting forth the views of the Fund

and prescribing a suitable time for reply,

After presenting such a report to a member,

the Fund may limit the use of its resources

by the member,.or may after giving reasonable

notice to the member declare it ineligible to

use the resources of the Fund".17

Conversely the member may withdraw from being a

party to such a stand-by arrangement by operation of law.

"ee. . WBED o member is compelled by economic

or o6ther developments to depart from its
Stated policy and intentions", 18

The member therefore prefers to take the initiative in
informing the Fund that it wishes to withdraw, from the
stand-by arrangement until such a time'as}the member
requests a revised programme. This is what happened in
the case of Zambia when she broke her stand-by a-rangement
with the IMF. Zambia and the IMF failed to agree on the
exchange rate because the TMF demanded that no adminisg-
trative mechénisms be used to control the rate which had
reached K20.05 to a dollar.19 Zambia's currency had
devalued by 700 per cent ahd the populace feeling the bite,
was threatening the politiéal sﬁability of the state.
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The following Chapter will look at IMF, conditio-
nality and what implications it has had in the third
world, legal and otherwise. According.to Normal-Girvan
in his article, §wa_uoizing the IMF Medicine in the
Seventies;' a 1978 study found that in atteﬁbting to
improve a borrowing country's balance of payments by
making facilities more accesiblgkand“éfand-by ariangemeﬁ£\j52

s e 8

with maximum conditionality available, little success was

recorded. While there had been improvement in fourteen
out of twenty-one cases, in only three had the programme
been put into effect. In the other eleven the improvement
was due to factors independént of the countries' control.
In some three other cases the balance of payments had
deteriorated despite the full implementation of the
stand-by programme.ao ‘

The IMF's indiscriminate and unfeeling use of

maximum conditionality and Article V Section 5 have caused
undue hardships and a large majority of developing count-

ries have sold their economic independence. It is still g
wonder that the IMF continues to promote stabilisation
programmes based on the premise that any individual country's
deficit is due to excess money supply and an overhauled

i | exchange rate. It is even more painful to observe that

third world countries still have to draﬁ heavily from the

IMP's conditional credit facilities.




The Role of the Central Bank in the Implementation

of the Fund Agreement

Zambia has made provision for the implementatibn’of:the
Bretton Woods Agreement under Chapter.625.of'the.Laws
of Zambia.,Section 3(c) of the Act states that the
Government of Zambigéégrees to deposit an instrument
with the Fund stating that the government of Zambia
undertakes in accordance with its = laws the

odiigations of a participant in the Special Drawing

 Account. These obligation include the fact that

(a)  certain provisions of the Fund!s agreements
| must have the force of Law,_21

(b)  pursuant to Section 2 of Article XIII of the Fund
agreement, the Bank of Zembia is authorised to be

the depository .in Zambia for all holdings of A
' Zambian currency of the Fund and for all Special
Qraw1ng Blghts due to Zamb1a.22<‘ )

As such the Governor of the Bank must be _kept up to date
' w1th the Fund's pollcles and as such he sits on the

Fund's Board of Governors when they meet every year.

]

1/'
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CHAPTER FOUR

Is the IMP losing legitimacy?

The IMF has performed its functions perfectly
for the Western World. They have . effectively

been‘pgt in charge of third world economies again

d we needs nmst* /to a fault, dance to their

o R —— oo e s s

bfggg. The INMF stablllsatlon package demands huge

sacrificies and it is these sacrifices which keep
the economies of the Western World running. We have

sold our economic rights for very bad potage.

Shortfalls of the IMF Stand-by Arrangement

Stabilisation Package

It is through the conditionality attached to
credit mechaniSms that the IMF has based its legal
right to run the economies of its borrowers. Maxi-~
mum leverage has been used in instences where easy
credit terms have been exhausted and there is more
of an urgent need for refinsncing as happened in the
éase of Zambia as she continually returned to the
IMF for credit. Thus the greater a country's dependence
on outside financing the greater its vulnerability to

the IMF stabilisation programme.

The Stabilisation programmes specified in '
'Letters of Intent! or memorandums must include

intentions of reduced govérnment expenditure particu -
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larly on welfare services, reduced real wages,
liberalised price controls, the én&ouragement of

private foreign investment and reduction of consumer
good subsidies. All theSe measures are aimed at
encouraging financial discipline through painful adjust-
ment such as the ones listed above. But by insisting

on the abolition of imports regulation and liberalisa-
yion of foreign exchange controls the IMF has ended

up frustrating the very type of financial discipline
and production adjustments whiéh are badly needed?

Third world countries have unevitably been thrown . back
into the very economic pattern they have been aftempting

to escape from.

"Therefore the Fund does not advise

nations on how to reduce their imports

and stand on their own feet economically

but cofliches them on how to qualify for

increased quantities of new credit".
Thus the IMF stabilisation brogramme fulfils no positive
objective because of the conditionality. The stand-by
arrangements should instead be conditional on the local
economic ¢yimate of the borrowing country but sadly,
the IMF is concerned only with recovering the debts
from the third world and supplying them with nothing

but a colonial hangover.,

Is the IMF a Neutral Body?

Any claim that the INMF mey have to any such preten-—

sions-can be safely discarded. The very fact that the
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Letter of Intent must contain uniform intentions  no
matter which borrowing country in the third world needs the
moneys shows that the fund does not apply itself to the
specific problems of the Member, Yet, developed count—
ries may borrow on quite any terms they wish when
need arises. |

The IMF has ignored the structural and inevitable
nature of payments disequilibria that result from the
development process in the existing international
'eéonomic order. Is indifference a sign of neutrality?
From the onset its Articles of Agreement were not
drafted with the intent of tackling the developmental
problems of the third world e.g. shock deficits arising
out of a sudden and unforseen adversé turn in import
costs or export incomes. This is because at the time
of the Bretton Woods Conference the international
economic system was qualitatively and Quantitatively
different from what it is now. Thus it is irrational
illogical and narrow - minded of the IMF to still feel
it can only deal with»short—term disequilibria. There
is no such thing as far as third world countries are
concerned;‘their problems are neither temporary nor due
to internal shortfall but rather because of the struc-
ture of the international economic order which has eroded

their economic rights.
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Whatever happens, the economies of developed
countries must be protected at the expense of develo-
ping nations and the IMF ensures this. The IMF has
proved to be a basically political institution in that
it has effectively managed to reproduce colonial
relationship between third world countries and the
West and also among the populace of the borrowing
country. This is effectively done by the censoring
of policies which could at best promote basie trans-
formation in the economic structure of a borrowing
country. The Fund's policies conceived to archieve
stabilisation have in fact contributed to the
destabilisation process by imposition of the laissez-
faire ideology and the imposition of anything on a
people does not connote neutrality on the party impo-
sing itself. The IMF prescriptions are designed by
and for developed capitalist nations and are inappro-
priate for developing economies of any kind and as such
it would be unreaslistic to expect any favourable
outcome. Conditionality takes awsy the government's
right to mitigate the hardships experienced by its
people when a stabiliéation package deal is in
force.Does mevtrrlisty involve the removal of people's
basic rights to 11ve above the poverty line.?

- Hopes that more flnan01al help will trickle in
after a stand-by arrangement are usually dashed

because most major lenders belong to the IMF anywsay
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thus the IMF cannot be anything but biased against
third world developmental problems if itg main

providers of financial resources have a capitalist
bent as they all do. The five major quota holders
in the IMF are able to direct the management of the

International Monetary System in the way they wish.

The Role of the IMF in Restoring Dependent Development

1. Devaluation

Devaluation raises the price of imports and inter-
mediate products; this is in turn reflected in the
production cost thereby increasing the price of exports
if the industry is able to cope up with production costs.
Jobs are at stake and so is the survival of the industry.

In effect devaluation chokes locsal industries.

Le Demand for Suspension of all subsisides

Wages do not keep pace with abrupt prices rises
and thus real wages decrease. Lower income groups are the
hardest hit -~ leads to political and social unrest since

basic needs are not being met.

3. Cutting Government Expenditure

Based on the assumption that private enterprise
is always good, and that it is more efficient and thus

more profit motivated, Evidently an attack on such
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establishments as perastatals in Zmeia. But it%,*

it has been 8tated that the IMF overlooks the fact

Tthat even in industrialised countries public expenditure
is indispensable for the meaningful promotion of private
expenditure. The state can carry on enterprises too
risky or costly for private individuals to go into

but nevertheless necessery for the livelihood of the

people.

" TABLE V:~Role of the IMF in Restoring Dependent Develop
ment.

Governmeht Undertakes Reforms
\.‘

Social & Pulitical
Pressures for a-change Local & Foreign busine-

7m, o sess lose confidence

i
5 {

i

!

r

Dependant unequal Local & Foreign Investment
Development dries.. up, Flight of
- _ | capital, exchange reserves
1( ' depleted. ,

e

IMF Prescribes devaluation,

T

Government ILoses ropularity

Politically discredited - s s
. expenditure cuts, additio-~
may lose office . nal taxes, wage controls

1§* | etca

Real wages decline ILiving
Standard falls Reform e —
programme arrested.

The TMF & The Third World: Norman Girvan, Richard Bernal
& Wesley Hughes.

Source: Development Dialogue pp. 152.
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IV. The Legitimacy o? the TMF and its Policies

= .t

'The IMF is dead;‘4 £0 begins an article by
Cheryl Payer. In 1976 three Latin American countries
turned their backs on IMF stabilisation programmes.,
Brazil and Peru snnounced that they didn't want any

IMF programme in the forseeable future.

:

"And Argentina which made a stumming turn-
around in just a few months'! time from
bankers'! nemesis to bankers! favourite, was
in compliance with the IMF only because it
had designed its own stabilisation programmes
and sold it to the Fund, rather than vice
versa. The Argentina stabilisation programme,
although rubler-stamped by tne IMF contains
one important element which the Fund has not
countenanced e’sewhere: a heavy emphasis on
price ccntrols”.,d

‘It is evident that hac the Fund atterdted to draw up
structural policies which reflected in their stabilisa—
tion programmes ievelopment necls of people living in
different material conditions its legitimacy would not
have been so reeadily challenged. Third World states
ha&e persistantliy and insistantly questioned the adequacy
and legitimacy orf monetary rules and mechanisms in whose
design the majority of them did not participate., And
even then, despite the opportunity given by the
negotiation of amendments,to‘the articles)the concept of
third world de—velopment problems; treatment which is
suited to them, remains absent from the statutes of the

IMF.
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"In the world community there is

no political authority empowered

to act as governments do within nation
states, Accordingly any international
institution draws its effective autho~
rity primarily from its efficient
operation deemed satisfactory by the
community at large. A formal Inter—
national agreement provides a legal
base; it cannot by itself guarantee
Successful functioning",

Payer writes that by 1984 the functioning of the IMF

was already being quostioncd. Becaouse of its uﬁrealistic
policies of conditionality the debt problem was merely
being worsened and twenty countries (many in Africa)

were not repaying their fund debts. In 1985 it was

even being queStiqned whether the fugg could ensure

repayments bf the much larger debts/commercial banks,

The IMF Kad been too long insensitive to the interests
of the majority of its members by not including them

in matters of mutual interest to them. The IMF had
effectively eroded thé'eqondmic foundations of a lot of’
third world countries and itself as well; furthermore
it has proved unable to set up a new system because of
the many interests of capitalist countries at stake.

It has too long allowed third world countries to suffer
the consequences of POliGieS»emanatinéﬁTfom thC*Wegt,"
The ideological consent “:of IMF conditionality infringes
the ﬁrinciples of national sovereignity as set out in
the Charter of Economic Rights anthuties,accepted by

the General Assembly. Nations have been forced to
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surrender their powers'of.decision—making to the IMP

whose decisions, have been in contradiction to develop-

ment objectives.

It can thus legitimately be stated that since the
IMF made no provision for the real and justified needs

of all its members it failed in two respectsy

(1) As: an international institution

(2) As a monetary institution .,

It is impossible to separate monetafy and develop-

ment policies and expect to run & workable system.
The renlr.. reason why many third world countries
keep their ties with the IMF is because of the fear
that they may lose out on other sources of credits
since the IMF approval is supposed to encourage other
international financial institutions to continue giving
a member credit; The other major reason is that members
ship of the World Bank is open only to members of the
IMF and at present a wider role for the World Bank is
being proposed by the Reagan Administration.7 Article
IIT of the World Bank's Charter states that

"Loans made or guaranteed by the Bank
shall, expect in special circumstances,
be for the purpose of specific projects
of reconstruction or development",
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The New International Economic Order Resolution
3201(S - VI) passed in 1974 also called for inter-
national monetary reform. The IMF was present when
this General Assembly recommendations were addressed
directly to it. At the time, supposedly, they thought
it was all nonsense. It is doubtful that the IMF
thinks similarly thirfeen years later. Protected by
the United States, the IMF holds itself aldof from the
United Nations System, acting as though the United
Nations resolufions have no bearing whatsoever on
its actions,

The International Monetary Fund has not relieved
the third world debt burden. By eroding third world
economic rights the fund has increasingly worsened
the debt problem, Third World countries - are forced
to open up their markets to imperts in exchangeyfor
the foreign exchange which inevitably returns to
the lenders since most of the imports come from
najor donor countries in the IMF. Thus IMF aid is
also a form of tied-aid, being used to export infla-

tion and unemployment to third world countries.

Y . Future Perspectives for Zambia

Debt Service has been limited to 10 percent
of net export earnings. Inflation has been curbed
slightly by the stabilisation of the exchange rate

(now fixed .at K8 to one US dollar). Prices are now
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being regulated by law. It is important to note that
to leave prices, the exchange rate and other factors
in the hands of private enterprise or the free market
and to be motivated by the search for profits in a

developing economy such as ours is to lure ourselves

towardsa economic - guicide.

Thus the fact that the government has put legal
knots on major economic factors is very welcome, If
Argenting s economic reoovery worked despite price controls
we should also be able to come to terms with ourselves
and work out a satisfactory recovery programme with
legal regulatory mechanisms., Efforts must be made to
diversify the export base by promoting non-traditional

exports in order to maximise foreign exchange earnings,

Regional trade must be encouraged and the SADCC
arrangement given as much support as possible. It is
essential that forward looking economic policies
begin at a regional level especially for a land~locked

country such as Zambia.

On an international level the best possible
solution would be to overthrow the uneven system of
primary commodity export on the part of third world
countries. They should be enabled to process their
own raw materials locally and to participate in the
international marketihg, transport and distribution.

of these products.9
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Lending institutions such as the World Bank

and Regional Development Banks should increase lending
on soft terms. It would also be advisable if Develo-
ping countries would establish a legal finaﬁcial insti-
tution perhaps under the ambit of UNCTAD to estéblish
and extend payments of credit arrangements among third
world countries so as to facilitate trade and ease the
balance of payments »roblems.Of primary importance
should be the stabilisation of prices and earnings of

commodity exports and expanded domestic processing

of commodities.

The roie of the IMF as the major financial
institution of the world should bc lessened unless the
interests of insutrial countries stop being the Fund's

terms of reference.

Suggested points of Improvement of Relations between

the IMF ancé Third World Countries.

The IMPF .. shouid lend to developing countries

under conditions of minimum conditionality. 3i.e.
provisions shcid be made within the Articles of
Agreement for developing countries to borrow from

the fund on softer terms. There should aiso be a
provisal in the Articles for the automatic provision
of interest subsidies on the use of SDRs and other
IMF credit facilities wﬁich are at present higher than

most developing countries can afford to paye.
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Minimumr conditionality is used in the sense that there
should be flexibility in terms of performance of the
country's economy, repayment obligatiéns and other
necessary structural changes which would need to be made.
Provision for this should be made in the'Letter of
Intent.!

The Fund must make itself very aware of the influence

df outside factors on the economy of a developing country
and as such must make itself as broad-minded as possible.
The acknowledgements of the existance of such factors
and their influence by the Fund would increase its
credibility and respect both to itself and its agreements
which have come under immense. criticism for obvious
reasons.

Development aid goes hand in hand with balance-of-pay-
ments financing =nd therefore there should be more

active co-ordination between

(a) The Fund and UNCTAD

(b) The Pund and the World Bank. %

The Fund can not exist in a vacuum; it belongs to a
community and as such must function as part and parcel

of it.

The Articles of Agreement should make a provision which
submits disputes betwéen the Fund and - its members to an
independent arbitrator. The facilities of the Fund and

stand-by arrangements must work within the framework of

some law.
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CONCLUSION

Zambia, being a third world country is
vulnerable to external forces., Thus even though
she has disowned her stabilisation agreement with
the IMF it would not be in her best interests to
severe all links with the‘IMF,: She had every legal
right to reject the stabilisation paekage due to the

economic and social as well as political unrest within

the country.

I't must be stated though that the idea of an
IMF stabilisation deal is not wrong in itself if only
it could be implemented in such a way as to take
into account the conditions pertaining in a country.
Thus, measures besides the stabilisation programme
would have been necessary in order to cope with
external constraints which frustrated the stabilisa-
tion measures in Zambia.

Law is the main media through which the state
regulates - economic development in a developing country
and not the dictates of supply and demand policies,

The law must not be allowed to lose grip over the use
of foreign exchangesprices and go all out for a general
liberalization policy., The state must through law
establish a conducive legal‘structure capable of indu-
cing desired development for example if strict legal

control over the use of foreign exchange had been allowed



by the IMF during the auctioning period foreign
resources could have been channeled to priority
projects and industries necessary to channel the

economy away from copper export dependence,

No-one questions the right of the IMF to place
conditions upon its lemding for certainly it must be
assured of getting its money hack. But the IMF condi-
tions do not allow the money to stay in the economy
long enough to channel development, which would be in
the interest of the IMF since a more affluent third
world would be less of a headache to them. Yet, it
is not just a matter of faulty or inadeqqate analysis
on the part of the IMF but really whose interests they
are willing to serve the third world's or the West's -
- needless to say we know what the answer to thet must
be.

There is an enormous need for‘research by the
Zambian government into how they can best sell their
own kind of stabilisation package to the IMF which
will induce development through maintenance of legal
control over the basic economic mechanisms in the

country.
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