]
21

oy -
Fand
i Wher oY

S

e,

3

r—

L8

(
Y

Wesﬁerh Union [nternat

“wﬂ
— 7
)

A

i

B
¢

syad
!I

g
y‘/

_,~::,7?

0130 12/31e RECEIVED
INTERFUND WSH I MF. @
: Kig GEC 31 M 8 18 4397
11062 YU SIV
CABLE
R00H

SAVEZNI SEKRETARIJAT ZA
FINANSIJE

BR.623

30.12.1980. GOD.

B EODGRATD

INTERFUND
WASHINGTONDC
RUDING

MR H.O. EXECUTIVE DIRCTOR

PLEASE INFORM ALL CONCERNED OF OUR NEW ADDRESS:

FINANSIJE
( NUMBER ONE)

SAVEZNI SEKRETARIJAT ZA
OMLADINSKIH BRIGADA 1
11070 wOVI BEOGRAD

OUR NEW TELEX NUMBER IS: 11062 YU SIV

TO YOU AND

_YOUR  ASSOCIATES BEST UHISHES AND A HAPPY
NEW YEAR 1981
FROM THE SECRETARIAT

NIKOLA JELIC ACTING DEPARKTMENT CHIEF

@Q
L&:,:A .
<%

:_‘;:




Mr. Ruding T October 15, 1930
L.A. Whittome

’Yugoslavig

I am attaching the notes and the accompanying table which I circulated
g0 the Camdessus group at a meeting during the Annusgl Meeting.

I also attach for your personal informaiion the speaking notes which I
uged for my initial introductory statement at this mseting.

Attachments
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. V CONFIDENTIAL

Yugoslavia-—-Balance of Payments 1979-81

The attached table gives balance of payments estimates and forecasts for
1979-81. The revised forecast for the current account deficit in 1980 is based
on the latest available data. For 1981, the two forecasts are based on very

preliminary Yugoslav thinking.

Short—-term capital and reserve~related financing

In 1979, in addition to a large increase in net short-term foreign borrow-
ing, official gold and foreign exchange holdings feli~by $1.2 billion. ~ $0.3 bil~
lion was purchased from the Fund and foreign liabilities of the banking system
rose by $0.2 billion. Gross official reserves at the end of £he yvear equalled
only four weeks of convertible imports.

Prospects for 1980

The,authorities expect that normal import-related credits, less a small
amount of export credits extended by Yugoslavia, will cover gross repayments
of principal on medium- and long-term debt. If gross financial credits currently
being negotiated reach some $1.7 billion, already agreed net purchases from the
Fund would maintain gross reserves.at the low level to which they had fallen at
end-1979.

Prospects for 1981 ‘

"  There are obvious uncertainties but the current deficit could lie in the
range $1,800-$2,000 million. On the assumption that normal import-related
credits, less export credits extended, cover gross repayments of medium-' and
long-term debt, financial creaits oﬁ‘appfgximately $2,000 million would be
needed to cover the current deficié. Borrowing from the Fund could be used
to provide a much needed increase in gross official intermational reserves.

The external forecasts for 1981 assume a growth rate of less than &4 per

cent in real GNP. - i

10/1/80 - C
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y, Yugoslavia—--Balance of Payments
(In millions of U.S. dollars)
i'\
1979 1980 1/ 1981 2/
Exports 6,794 8,350 9,700 9,750
Imports -14,019 ~-15,200 -16,700 -16,650
Trade balance -7,225 -6,850 -7,000 -6,900
Net invisibles 3,564 4,650 5,000 5,100
Current account balance -3,661 -2,200 . -2,000 -1,800-
(As a percentage of GSP) (6.5) (4.0) - (3.5) (3.0)
N Cepital account: medium—- and
~ long—~term
Gross repayments -1,700 ~1,750 -1,900 -1,900
Normal suppliers' credits 2/ ) 1,850 2,000 2,000
3,160 ) :
- Financial credits ) 1,720 2,000 2,000
P )
(- Loans extended, net -100 ~100 _-100 ~100
Balance 1,360 1,720 2,000 2,000
Net short-term capital and
net errors and omissions 562 — — -
~ Balance -1,739 " -480 - +200
Ly ' . ’
Reserves at end of period 1,330 1,330 3/ . ces

1/ Forecast. ‘
2/ Includes World Bank loans.

§_/ Estimate.
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Yugoslavia-—~Note for Meeting on Thursday

1. For 1979 no explanations are needed. Figures are as firg as balance of
paynments figures ?ormally are.

2. For 1980: (ai the most recent figures available make the projection

for the current account seem reasonable; (b) on the capital account, the
figure of $1.7 billion for‘financial credits represents the amount which the
Yugoslavs believe that they can borrow in 1980; and (c) it should be noted
that the outturn for 1980 presented in the table presupposes both that there
is no change in the level of short-term debt and that all the Fund borrowing ’
that will occur during 1980 (around $4OO million) will bevused to ensure no

further fall in reserves. At the end of 1980, reserves will, on this assumption,

cover less than one month's imports of goods and services in convertible currencies.

3. (a) For 1981, we have presented a narrow range of estimates for the current

account. These estimates assume no new major shock to the world economy. The

differences between the two assumptions are minor. (b) The figure for finmancial
Ay £ o

credits in 1981 is deyiged in th¥s sense that we have reached it after assuming

that there should be no change’in short—-term borrowing and that any drawings on

the Fund should be used to build up reserves.

4. As to the economy, there is no need to chapge the views expressed in the

previous meeting in Paris. The current account outturn for 1980 now seems

likely to be somewhat better than was thought possible, primarily because the

real economy has been growing more slowly than was then assumed. (Increase of

CPI in 1980 will probably exceed 25.per céntz) Finallﬁs I should warn you that

there will be a need to make some t;chnical modifiéafions to the stand-by arrangé—

zent partly because the Yugoslavs have been less successful than had been hoped

soxe months ago in their external borrowing program.

Cctober 2, 1980
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CONFIDENTIAL

o8

MEMORANDUM FOR THE FILES | October 15, 1980 v

~

Subject: Meeting of Yugoslavia's Creditors

An informal meeting of the major Yugoslav creditor countries was held
under Mr. Camdessus' chairmanship on October 2, 1980. Mr. Whittome began the
meeting by distributing the attached balance of payments projections and byv
outlining recent developments along the lines of the attached note.

The country delegations then gave their understandings of the amounts
that would be available in 1980 from banks in their countries. They were as
follows:

~Kuwait US$250 million

_iigga ; US$100 million

-Austria US$100 million (for 6 years at +11/8 per cent)

-France US$100-150 million (without any official
guarantee)

~-Germany US$200 million

~Italy US$200 million (for 1980-81)

-Switzerland US$100 million

-United States )
-United Kingdom )
-Cenada )
-Japan )

US$250 million (raised subsequent to the
meeting to US$300-400 million,
and near the higher end of
this range)

Mr. Whittome pointed out that the implication of these estimates was
that Yugoslavia's needs would not be met, necessitating either more short-term
debt or a decline in reserves. He thought that there was a strong case for
doing more, given the improvement that has occurred in the current account of
the balance of payments. He emphasized the desirability of Yugoslavia having
sufficient funds to permit an increase in gross international reserves and
hoped that Fund lending in 1981 would go into reserves.

Mr. Camdessus agreed with this. He said that France would try to go
as high as possible in its lending and thought that other counmtries, particularly
Germany and the U.S. group, should do the same. It was agreed that any change
in the above estimates would be circulated to all members of the group. On
this basis, the United States circulated the. above revision. )

It was agreed that for the moment, no further meetimngs needed to be
scheduled. 1If a need developed, a meeting could be arranged, not necessarily

in Paris.
57

Geoffrey Tyler

Attachments

cc: Mr. Whittome v/////
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Office Memorandum

October 14, 1980

MEMORANDUM FOR FILES

Subject: Yugoslavia

Mr. Ruding telephoned to say that on a very recent visit to New
York he had been assured by the banks (especially Citibank who is taking
the lead in the matter) that the syndicated loan for Yugoslavia would as
a minimum reach $400 million and might reach $500 million. I shall pass on
this information to Mr. Camdessus.

Mr, Ruding said that seemingly the only point at issue was one of
spread but hopefully this could be satisfactorily worked out between the
Yugoslavs and the banks. He added that the banks seemed in no way inclined
to make agreement on a new Fund stand-by a condition for the syndicated
loan this year. However, it was plain from their conversations that their
attitude to further loans during 1981 would be negatively influenced if
there were no new stand-by agreement with the Fund.

A

o

L. A( Whi,ttome .

cc: EED
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October 9, 1980

MEMORANDUM FOR FILES

Subject: Yugoslavia~--World Bank Assistance

In the absence of Mr. Chopra, Mr. Kavalsky of EMENA rang me
to discuss making a Bank staff member available for the Yugoslav mission.
He said that Mr. Bery would be available for the mission commencing
October 29.

With respect to the mission in December, Mr. Kavalsky said
that, unfortunately the staffing situation would not permit making a

person available for the mission.

<:> I said that the above arrangement would be acceptable to us.
Geoffrey Tyler

cc: Mr. Whittome M/
Mr. Manison




Mr. Tyler ’ Cetoker 8, 1980

L.A. Whittonme

Yugoslavia

Ons area of importance not discussed in the short brisef for your
October wvislt to Belgrade 1s that of investment program. We agreed that there
would be many cobstacles to the Bank or we getting satisfactorily to grips with
the problems that undoubtedly surround this area. Put their obvicus relevance
to the balance of payments forces us to make 211 the headway we can in both
understanding how the asystem has worked during the last two yvears and what
effective instruments they can use to produce a better future result.

As we also discussed there are broadly similar problems in the field
of wage determination.
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Yugoslavia——-Note for Meeting on Thursday

1. For 1979 no explanations are needed. Figures are as firﬁ as balance of
payments figures ?ormally are.

2. For 1980: (a; the most recent figures available make the projection

for the current account seem reasonable; (b) on the capital account, the

figure of $1.7 billiom for_financial credits represents the amount which the
Yugoslavs believe that they can borrow in 1980; and (c¢) it should be noted

that the outturn for 1980 presented in the table presupposes both that there

is no change in the level of short-term debt and that all the Fund borrowing

that will occur during 1980 (around $400 million) will be used to ensure no
further fall in reserves. At the end of 1980, reserves will, on this assumption,
cover less than one month's imports of goods and services in convertible currencies.
3. (a) TFor 1981, we have presented a narrow range of estimates for the current
account. These estimates assume no new major shock to the world economy. The
differences between the two assumptions are minor. (b) The figure for financial
credits in 1981 is devised in this sense that we have reached it after assuming
that there should be no change in short-term borrowing and that any drawings on
the Fund should be used to build up reserves.

4, As to the econoﬁy, there is no need to change the views expressed in the
ﬁrévious meeting in Paris. The current account outturn for 1980 now seems

likely to be somewhat better than was thought possible, primarily because the
real economy has been growing moré slowly than was then assumed. (Increase of
CPI in 1980 will probably exceed 25:p¢r cént\) Finallyé I should warn you that
there will be a ﬁeed to make some t;chnical modifiéations to the stand-by arrange-

ment partly because the Yugoslavs have been less successful than had been hoped

some months ago in their external borrowing program.

October 2, 1980
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Table 1. Yugoslavia: Targets and!Latest Forecasts for
" Selected Economic Indicators for 1980

.

(Percentage change over 1979)

Target Latest Forecast

trndocy s heung/ - /ng /mrpfjf’. . ;;"—-

Gross social product 5 < 4
GSP price deflator 17 27+
Nominal GSP 22 | 30+
Real personal consumption 3.8 < 3
Real government consumption 2.1 -6
Real gross fixed investment 5.8 3
Exports, volume 6.0 8
Imports, volume 1/ -9
Money supply 22 22°
Domestic credit 22 ) ‘ 22+

Source: Staff estimate.

1/ It was intended to keep the growth of imports im line with balance
of payments capabilities.
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CONFIDENTIAL

Yugoslavia~-Balance of Payments 1979-81

The attached table gives balance of payments estimates and forecasts for
1979~81. The revised forecast for the current account deficit in 1980 is based
on the latest available data. For 1981, the two forecasts are based on very

preliminary Yugoslav thinking.

Short—term capital and reserve-related financing

In 1979, in addition to a large increase in net short-term foreign borrow-
ing, officigl gold and foreign exchange holdings fell by $1.2 billiom. $0.3 bil-
lion was purchased from the Fund and foreign liabilities of the banking system
rose by $0.2 billion. Gross official reserves at the end of the year equalled
only four weeks of convertible imports.

Prospects for 1980

The authorities expect that mormal import-related credits, less a small
amount of export credits extended by Yugoslavia, will cover gross repayments
of principal on medium- and long-term debt. If gross financial credits currently
being negotiated reach some $1.7 billion, already agreed net purchaseg from the
Fund would maintain gross reserves at the low level to which they had fallen at
end-1979.

Prospects for 1981 '

There are obvious uncertainties but the current deficit could lie in the
range $1,800-$2,000 million. On the assumption that normal import-related
credits, less export credits extended, cover gross repayments of medium-' and
long~term debt, financial credits oﬁ‘appfgximately $2,000 million would be
needed to cover the current defici£. Borrowing from the Fund could be used
to provide a much needed increase in gross official international reserves.

The external forecasts for 1981 assume a growth rate of less than 4 per

cent in real GNP.

10/1/80 -
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; Yugoslavia--Balance of Payments
(In millions of U.S. dollars)

3/ Estimate.

1979 1980 1/ 1981 2/
Exports 6,794 8,350 9,700 9,750
Imzports -14,019 -15,200 -16,700 -16,650
Trade balance -7,225 -6,850 ~7,000 -6,900
Net invisibles 3,564 4,650 5,000 5,100
Current account balance -3,661 -2,200 -ZA,OOO -1,800-
{As 2 percentage of GSP) (6.5) (4.0) (3.5) (3.0)
Czpital account: medium— and
long-term
Gross repayments -1,700 -1,750 -1,900 -1,900
Normal suppliers' credits 2/ ) 1,850 2,000 2,000
3,160 ) :
Financial credits ) 1,720 2,000 2,000
Loans extended, net "/‘*\j" , -100 ~-100 -100 -100
o ——— ——
o, Q!’.f.!,_”’i :
Balance Llewriiand 1,360 1,720 2,000 2,000
Net short-term capital and
net errors and omissions 562 S — —
Balance -1,739 - -480 - +200
| ' Sepd” 5
Reserves at end of period 1,330 Jg##9 1,330 3/ . L0C0
. I : F -~ z tefr oo
T 7, N T — e v S -
9" sl / , {
1/ TForecast. Eoent v a1
2/ Includes World Bank Aoang ot e 0 "j? g: > ’ g



Office Memorandum

T0 . Mr. Whittome ' paTe: October 1, 1980
FROM  : Geoffrey Tyler ﬁ“7
SUBJECT : Yugoslavia——Borrowing Arrangements

: The attached table sets out the estimates from various sources of
the loans that Yugoslavia has asked for from the creditor countries for 1980. -

The Yugoslav authorities believe that the negotiations can be final-
ized in time to disburse agreed loans in 1980. So far, only_the Kuwait agree- ~
mggiiﬁéﬁ_hffgwfzgned. The Libyan agreement is expected to be signed in October [(f
and the Austr¥iam on October 3. All the other agreements are still being
negotiated. It is worth noting that the German banks are having difficulty
getting the required information to prepare their consortium memorandum despite
having sent someone to Belgrade to obtain data. There is a general complaint
of Yugoslav inefficiency in the various negotiations.

Attachment




Yugoslav Borrowing in 1980

<:> (In millions of U.S8. dollars)
What the Creditors | What the Yugoslavs What Banks Think
Say They Have Been Think They Can Can be Arranged
Asked For Obtain in 1880 for 1980 1/
Huvait ) . 250 250
)
Lidya ) 450 .
) 100 200
Iiraq ) ’
Austria 100 ' 100 {00 100
France 200 200 ’ 200
Ci)mamy 750 300-400 not specified
Ttalwy 200 200 200
Svitzerland 100 ‘ 70 70
Jnitad States 2/ ) :
) 1,000 950400 Loo ¥ 485 3/
<:f:jtaé‘Kingdom ) :
7 Toral 2,800 1,570-1,720 1,905 4/

1/ 3zsed on discussion with Deutsche Bank.

2/ Includes Canadian. Japan-and industrial countries not included in table.

}f Sea footnote 1. Deutsche Bank estimates based on discussions with Manufacturers
g:;over, who will lead consortium with Chase and Lloyds. US$225 million from United
Statas, US$60 million from Canada, US$100 million from Unltad Kingdom, and US$100 mil-
lion from Japan.

4/ Includes US$400 for Germany . ‘%O GVAQ
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October 1, 1980

MEMORANDUM FOR FILES

Subject: MatterézDiscussed at Luncheon and Meeting
With Yugoslav Delegates to Annual Meeting 1/

The Yugoslav delegates attending the luncheon and following
meeting in Mr. Whittome's-office on September 26, 1980 were Mr. Bogoev,
Governor of the National Bank of Yugoslavia, Mr. G. Popovic, Assistant
Federal Secretary for Finance, and Mrs. G. Hofmann, Director of Depart-—
ment for International Operations of the National Bank of Yugoslaviae.
The staff representatives comprised Messrs. Whittome, Rose, Tyler, and
Manison.

During the luncheon and subsequent meeting, the following
matters were discussed:

1. Balance of payments developments

a. QCurrent account

Governor Bogoev stated that considerable progress had been
made in reducing the current account deficit from the extremely high
level of US$3.7 billion in 1979. Developments in the first eight months
and 20 days of 1980 suggested that the current account deficit for 1980
could be around US$2.0-2.2 billion; on a cash flow basis it might be
some US$0.2 billion lower. Developments in the trade account had been
better than expected with the value and volume of exports rising by
34 per cent and 11 per cent, respectively, in the first eight months
of 1980, compared with the corresponding period of 1979. Import volume
fell by 10 per cent over the same period. Trends in invisible earnings
from tourism and workers' remittances were very favorable also.

b, Capital account

Governor Bogoev said that disbursements of longer—term bank
loans to date during 1980 were well below that planned earlier in the
vear. Although the flow of normal commercial credits, particularly
those provided by suppliers, had been sufficient to finance the current .
account deficit, there was a need for additional extermal capital inflow
to fipnance the amortization of loans (esfimated to be nearly US$2.0 bil-
lion in 1980) and to help reconstitute the very low lewel of foreign
reserves. Indeed, it was estimated that net capital inflow in 1980
should be around US$2.5 billion if gross official reserves were to rise
by US$0.5 billion. Any shortfall in longer-term financial credits below
US$2.0 million would be matched by increased drawings on shorter—term

1/ Some of the points raised with the Yugoslav delegates during the

discussions were pursued in more detail at a subsequent meeting on
September 29, 1980. This note has benefited from the latter meeting.
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bank loans serving as bridging finance, implying at worst that gross
of ficial reserves would be restored to their end-1979 level. At the
end of August, short-term bank credits outstanding amounted to

€S$1.7 billjon; it was hoped to reduce them to US$0 6 billion by the

end of the year.

2. - External borrowing plans

Governor Bogoev noted that the shortfall in external inflow
so far in 1980 was in part due to difficulties in obtaining the desired
emount of loans from a number of overseas commercial banks. For 1980,
the Yugoslav authorities had attempted to raise substantially the amount
of external loans by approaching countries bilaterally in order to have
them persuade their commercial banks to lend greater amounts to Yugo-
slavia. It was hoped that the terms on the new bank loans would be
similar to those obtained in the past. The new approach to raising
external funds on a bilateral basis had been prompted by the exception-
&lly high current account deficit recorded in 1979 and the resultant
bezvy drain on foreign exchange reserves. Governor Bogoev stressed
thet a discrete increase in the amount of gross inflows of capital
would be needed for a number of years in order to not only finance
heavy debt repayments and the reconstitution of reserves, but also to
underpin the structural changes required in the Yugoslav economy. The
sharp rise in oil prices and the poor agricultural harvest in 1980 and
their very adverse effects on the balance of payments had emphasized
the need for Yugoslavia to build up its domestic energy and agricultural
supplies and to base domestic industry more on locally produced raw
naterials and energy sources. In addition, in view of the very large
external financing needs, a coordinated approach was considered neces—
sary. Moreover, if banks had been approached on ad hoc basis, as had
been the past practice, failure to line up the requisite amount of
financing may have resulted in very unfavorable éonsequences, including
the need to obtain funds from sources where political strings were
attached.

The Yugoslav authorities had now completed their exercise
of approaching the countries from which they sought external finance.
Governor Bogoev said that at this stage, it was very difficult to
assess the amount of financing that could be secured from these coun~-
tries. Final agreement on only a few loans had been reached while
the amount provided by a number of commercial banks seemed to be
dependent on how much would be provlded to Yugoslavma "by other sources,

including the Fund. .

Given the caveat of the various interrelated uncertainties
involved, Governor Bogoev indicated that the following annual amounts
might be forthcoming for a period of three years:



In millions of
. ‘ U.S8. dollars

OPEC .
Kuwait 250
Others 1/ 100

Total- 350

European countries
Austria 100
Switzerland 2/ 70
France ) , 400
Italy ) .
Germany 3/ 300-400

Total 870-970

Consortium of
United States,
United Kingdom,
Canadian and Japanese

banks 350-400
350-400
Total 1,570-1,720

1/ Efforts were being made to obtain loans from Iraq
and ‘Libya, while the United Arab Emirates could be
approached also.

2/ Swiss banks had agreed to prov1de SF 100 million;
the Yugoslav authorities were seeking US$100 million.

3/ This amount was confidently expected.

The Kuwait loan had been signed. Among the European countries
with which loan negotiations had been conducted, Austria was the only
one where the loan agreement had been finalized. German banks had been
asked to provide US$750 million, but the actual amount: obtained was
likely to be considerably less. Direct negotiations with German com~
mercial banks had yet to take place, but were likely to be completed
in 6-7 weeks' time. Rapid progress could be made in disbursing loans
once a government guarantee was given. The Yugoslav authorities hoped
to obtain US$200 million per annum for a period of three years each
from the Italian and French banks; problems. relating to loan guarantees
were delaying borrowing agreements with commercial banks. However,
the French Minister of Finance had assured the Yugoslavs on Sunday that
the Government would guarantee such loans.
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With regard to obtaining funds from the United States and the
United Kingdom, it had been agreed to set up a consortium of banks. from
North America, the United Kingdom, and Japan for the purpose of lending
to Yugoslavia. Other banks could participate also in the arrangement,
such as those from Scandinavian countries. Chase Manhattan, Manufacturers®
Hanover, and Lloyd's Bank would be coordinating the consortia loan. This
consortia was expected to provide at least US$350 million per annum.

Given the current outlook, it was possible that loans from
Western banks for financing noncurrent account needs (longer—term
financial credits) might total US$1.6-1.7 billion per annum. Mr. Tyler
thought that the Yugoslav authorities should make every effort te accel-
erate net capital inflow in the final quarter of 1980. At the same
time, they should use the shortfall expected in 1980 to argue that
there would be a greater financing need in 1981. Mr. Whittome said
that, in negotiating loans with the commercial banks, it would be
better not to mention the build up of reserves as one of the major
objectives of such loans. Commercial bankers might press the Yugoslav
authorities to use the Fund resources solely for this purpose. It
would be preferable for the authorities to state that they were acting
in advance in making preparations for meeting a possible substantial
financing need over the coming years. Mr. Tyler observed that it would
be helpful also if the Yugoslav authorities could better inform the
overseas financial community of the favorable developments in the
Yugoslav economy.

3. Use of Fund resources

Mr. Whittome cutlined possibilities on the extent to which

- Yugoslavia might avail of the Fund for financing its balance of payments

needs. At one extreme, under a special set of circumstances, Yugoslavia
might be able to borrow up to 200 per cent of quota (SDR 554 million)
over a period of three years. At the other extreme, Yugoslavia might
purchase the fourth credit tranche and related supplementary financing;
together with the amounts still available under the existing stand-by
arrangement; this would allow purchases totaling SDR 291 million iIn
1581. A range of other possible arrangements within these extremes

could be envisaged also. Mr. Whittome noted that in the past, it had
been the policy of the Yugoslav authorities to make prudent use of

Fund resources and not use such resources up to the maximum limit,

thus leaving something in reserve for meéting unforeseen contingencies.

On the question of whethér the Yugoslav-authorities might wish
to either modify or replace the existing stand~by arrangement, this could
be resolved when more data became available on the performance of Yugoslav
economy and when there was greater certainty as to the amounts of longer-—

term bank credits available. Governor Bogoev agreed that this matter
could be discussed during the course of a staff mission to Belgrade in

the second half of October.

In its negotiations with commercial barks, the Yugoslav author-
ities could state that they would be obtaining a certain amount of external
financing from the Fund and that a specified sum was required from the
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commercial banks in order to meet the residual financing need. Alterna-
tively, the Fundncohld meet the residual financing need after the Yugoslav
authorities had agreed to a certain sum from the commercial banks. The
latter approach could, however, be hazardous insofar as bankers knew of
the magnitude of external financing that Yugoslavia could obtain from

the Fund.

4, Performance under stand-by program

Governor Bogoev gave an account of developments to date in
meeting objectives and performance criteria under the stand-by arrange-
ment. With respect to the domestic economy, the growth rates of real
GSP and domestic expenditure components now forecast for 1980 were
likely to be lower than the targets specified at the time of formulation
of the stand-by program (Table 1). In contrast, the increase in domestic
prices is likely to be considerably greater than the target for the
GSP price deflator of 17 per cent. The GSP price deflator was now
expected to rise by at least 27 per cent in 1980. The recent accel-
eration in inflation was explained largely by the effects of the June
devaluation and administered price adjustments to correct distortions,
particularly those relating to prices of energy and agricultural products.
The rapid rate of inflation was considered to be the most disturbing .
feature of recent developments in Yugoslavia.

Despite a sharp rise in July, growth rate of the money supply
was expected to be kept in line with the planned rate of 22 per cent,
which was in line with the targeted increase in the GSP. However,
the expansion in net domestic assets of the banking system had been
greater than that programmed under the stand-by arrangement; the per-
formance criteria for June 30, 1980 had not been met while figures
for August 1980 indicated that the September 30, 1980 ceiling would
most likely be exceeded also (Table 2). Revised figures indicated that
the substantial increase in bank credit in July and August was largely
in accord with normal seasonal behavior. The higher than planned rate
of credit expansion was attributable in part to the need to offset the
higher than previously foreseen fall in net foreign assets of the
banking system and due to the faster than expected rise in domestic
costs and prices. Nominal GSP was now expected to rise by over 30 per
cent in 1980. However, although the rate of domestic credit expansion
was expected to exceed 22 per cent in the 12 months to December 1980,
it was expected to be at least 6 percentage points below that of nominal
GSP. Commercial banks had in fact 'been pressing for the rate of credit

-

expansion of 26 per cent. .

The staff representatives pointed out that National Bank credits
to the Federation had exceeded the performance criterion set for June 30,
1980, the actual level being the same as the ceiling set for December 31,
1980. They suggested that the Yugoslav authorities make every effort
to meet the performance criteria on National Bank credits to the Federation
set for September 30, 1980.

The balance of payments test for June 30, 1980 had not been
met in so far as the decline in the level of net convertible foreign . '
assets of the National Bank, less exceptional financing since end-1979



of US$§972 million was US$72 million in excess of that permitted. Data
through August 1980 indicated also that the September 30, 1980 per-
formance criterion for the balance of payments would not be observed.

. With external borrowing being less than planned during 1980
the level of external convertible currency debt outstanding was US$500 mil-
lion less than the ceiling for June 30, 1980 and the September 30, 1980
performance criterion was-likely to be easily met.

The staff representatives stated that given the likelihood
that performance criteria set for September 30, 1980 would be breached,
it would be necessary to modify the stand-by program in order that
Yugoslavia could make a further Fund purchase before the end of the

year. In view of the progress made in adjusting the current account
of the balance of payments and in curbing the growth of domestic demand,

the Fund would probably support such a modification.

5. Fund mission

It was agreed that a staff mission for purposes of modify-
ing the current stand-by arrangement and for conducting preliminary
talks on the use of Fund resources in 1981, should begin discussions in
Belgrade on October 29, 1980G. This mission would include a World Bank
staff member, together with an economist under the Fund Economist Program.
Questions and tables to be completed would be given to the Yugoslav
delegation prior to their departure from Washington, D. C.

It was agreed that a subsequent staff mission visit Belgrade

from the second week of December onward for purposes of formulating a
stand-by program for 1981.

. L. G. Manison

cc: Mr. Whittome

.Mr. Rose v/
Mr. Tyler




Table 1. Yugoslavia: Targets and Latest Forecasts for
Selected Economic Indicators for 1980

(Percentage change over 1979)

Target Latest Forecast

Gross social product 5 < 4
GSP price deflator 17 27+
Nominal GSP 22 30+
Real personal consumption 3.8 < 3
Real government consumption 2.1 -6
Real gross fixed investment 5.8 3
Exports, volume 6.0 8
Imports, volume 1/ -9
Money supply 22 22
Domestic credit 22 22+ 2/

Source: Staff estimate.

1/ It was intended to keep the growth of imports in line with balance
of payments capabilities.
2/ To be kept to at least 6 percentage points below that of nominal GSP.
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Table 2. Yugoslavia: Quuantitatlve Performunce " ‘ .
. Criterla in Stand-By Arrangement 1/

“

1979 1980 1980
December 31 June 30 August 31 Ceiling Under Program
Actual Actual June 30 September 30 2/ December 31
Net domestic assets of the
~banking system; in billiongs i
of dinars : 1,201 . 1,368 1,400 1,321 1,381 - 1,466
Net credit of the National Bank
to the Budget of the Federation; ,
in billions of dinars 68.7 77.9 76.4 7.4 77.9
Cumulative change in net convert-
ible forelgn assets of the
National Bank; in milltons .
of U.S. dollars 3/ o e -972 -900 +~500 -
Convertible currency debt out-
standing; in billions of ,

U.S. dollars 4/ 12.3 13.1 13.6 14.2 14.7
4 Vo .

Source: Data'supplieq’by the Yugoslav authorities.

1/ Quantitative performance criteria for 1981 to be determined at the time of the mid-term review.

2/ As additional purchases from the Fund cannot be made before November 15, 1980 when data relating to performance
criteria for September 30, 1980 should be available, the latter is effectively the trigger date.

3/ Net of exceptional borrowing by commercial banks.

4/ " Debt outstanding in convertible currency with original maturities of more than one year. Excluding outstanding
purchases from the Fund and increases in exceptional borrowings by the commercial banks in 1980. Valued at exchange
rates prevailing on December 31, 1979.
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pATE: October 1, 1980

TO : Mr. Whittome
FROM Geoffrey‘Tyier 6’7
SUBJECT : Yugoslavia--Borrowing Arrangements

The attached table sets out the estimates from various sources of
the lecans that Yugoslavia has asked for from the creditor countries for 1980.

The Yugoslav authorities believe that the negotiations can be final-
ized in time to disburse agreed loans in 1980. ©So far, only the Kuwait agree-
ment has been signed. The Libyan agreement is expected to be signed in October
and the Austrian on October 3. All the other agreements are still being
negotiated., It is worth noting that the German banks are having difficulty
getting the required information to prepare their consortium memorandum despite
having sent someone to Belgrade to obtain data. There is a general complaint
of Yugoslav inefficiency in the various negotiations.

Attachment




Yugoslav Borrowing in 1980

(In millions of U.S. dollars)

What the Creditors What the Yugoslavs What Banks Think
Say They Have Been Think They Can Can be Arranged
Asked For Obtain in 1980 for 1980 1/
Ruwait ) 250 250
)
Libya ) 450
h) 100 200
Irac ) ’
Avstria 100 ' 100 100
France 200 200 200
(many 750 360-400 not specified
/}
Italy 200 200 200
Switzerland 100 70 70

Uniced States 2/ )
) 1,000 350-400 485 3/
pited Kingdom )

C

ot
.

Total 2,800 1,570-1,720 1,905 4/

1/ Based on discussion with Deutsche Bank.

2/ 1Includes Canadian. Japan and industrial countries not included in table.
-3/ See footnote 1. Deutsche Bank estimates based on discussions with Manufacturers
t lover, who will lead consortium with Chase and Lloyds. US$225 million from United
States, US$60 million from Canada, US$100 million from United Kingdom, and USS$100 mil-
lion from Japan.

4/ Includes US$400 for Germany.
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YUGOSLAVIA

Special Brief for the Managing Director's Meeting

1. Personalities

Mr. Kostic is Minister of Finance and Mr. Bogoev is Governor of the
ational Bank.

2 Post-Tito period

Since President Tito's death in May, there has been a smooth transition

znd the system of collective leadership seems to be working.

2. Foreign borrowing

In July 1980, the Yugoslav delegation described to you ambitious borrowing
zlans; at that stage they had received indications of support from various
zovernments. Yugoslavia will need to borrow substantially--Mr. Bogoev's esti-
—ate is USS2.5 billion a vear for three years. A meeting was held on September 15
vy the main industrial countries to discuss the position. The Fund was present.

& further meeting is scheduled for October 2. The fact that Yugoslavia is a
communist regime makes it impossible for them to borrow from Saudi Arabia and
some other--but not all--Arab oil exporters.

L, Use of Fund resources

Since June 1980, Yugoslavia has had a stand-by arrangement for SDR 339.5 mil-
Zion, covering the second and third tranches with SFF (SDR 150 million drawn
eglready, SDR 50 million to come in November). We have talked to Mr. Bogoev
ebout the possibility of replacing this by a new two-year arrangement for a
larger amount and Mr. Kostic knows of this. Another possibility might be a
three-vear EFF program, plus SFF but Mr. Kostic may be uneasy at such.a sugges-

tion, which is probably premature at this stage.

September 1980




YUGOSLAVIA

Brief for the Thirty Fifth Annual Meeting

Exchange rate: A managed float has operated since 1973 with, in general,
fairly small and frequent adjustments. In addition, there was a large
discrete devaluation (by 30 per cent) in June, 1980. At end-August 1980
the exchange rate was Din 27.45 per US$l. The effective trade-weighted
depreciation was 44 per cent over the last twelve months.

Quota: SDR 277 million, to be raised to SDR 415.5 million under the Seventh
General Review; consent communicated.

Fund position: In 1979 Yugoslavia purchased the first credit tranche

(SDR 138.5 million). In February 1980 Yugoslavia purchased the second 50 per
cent of quota under the CFF (SDR 138.5 million). In June 1980 the Executive
Board agreed to a stand-by arrangement (SDR 339.325 million) for the second

and third tranches plus SFF for the period to December 31, 1981. On August 30,
198C, the Fund holdings of dinars were equivalent to 317.6 per cent of quota,
or 179.7 per cent excluding oil facility and CFF purchases.

Lest consultation discussions: February 1980.

Profit of gold sales: Yugoslavia has received US$32.9 million from the dis-
tribution of profits from gold sales. One third of this amount has been
transferred to the Trust Fund.

Political developments: Following the death of President Tito in May 1980,
there has been a smooth transition to the system of collective leadership.
The economy was affected to only a limited extent by the political uncer-
teinty in the period before and after the death.

3iographical summary: Mr. Peter Kostic, the Federal Secretary of Finance
and Governor of the World Bank, is an engineer by training and has held
important posts at the federal level and in Serbia. Mr. Ksente Bogoev, a
Ylacedonian and former Premier of that Republic, has been Governor of the
National Bank and Governor of the Fund.

Domestic developments: The mild stabilization program attempted in 1979
was unsuccessful. Gross social product grew by 7 per cent and inflation
accelerated to 23 per cent. For 1980 the authorities are implementing a
nuch stronger stabilization program. Real GSP growth is now expected to
decelerate to 4 per cent, but inflation will again exceed 20 per cent.

3alance of payments and reserve position: The current account deficit rose
from US$1l.3 billion in 1978 (3 per cent of GSP) to US$3.7 billion in 1979

{6 per cent of GSP). For 1980, the stabilization program forsees a current
account deficit of US$2.5 billion (3.5 per cent of GSP). For the first half
of the year, exports have shown large volume increases, and imports have fal-
len in volume terms. Foreign borrowing has not gone as quickly as planned

so far and at the end of July 1980, official international reserves totaled
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US$970 million (gold at SDR 35 per ounce), 1/ equivalent to about four weeks
of convertible imports. The convertible debt service ratio was almost 20 per
cent in 1979 and will increase in 1980.

August 1980

1/ Excluding gold holdings of 1.85 million fine ounces, reserves amounted
to USS$892 million. Gold at US$S600 per ounce would be valued at US$1,110 million.
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YUGOSLAVIA

Departmental Brief - Yugoslavia

ls Consultation discussions

The last Article IV consultation discussions were started in February
and completed by a mission in May 1980, which also concluded negotiations
on a stand-by arrangement (second and third credit tranches plus SFF) in the
amount of SDR 339.325 million, for the period through end-1981.

28 Use of Fund resources

Yugoslavia may succeed in reducing the current account deficit from
US$3.7 billion in 1979 to US$2.5 billion or less in 1980, and to less than
USS$2 billion in 1981, but the need for external borrowing is high and will
remain so. It has already been agreed in principle with Governor Bogoev
that the present stand-by arrangement might be replaced by a new two-year
program for a substantially larger amount, involving the fourth credit
tranche, associated use of SFF, and SDR 250 million of "special circum-
stances" SFF. This would total SDR 541 million. An arrangement on the
basis of 200 per cent of existing quota per year would imply SDR 554 mil-
lion in both 1980 and 1981. The Yugoslavs have tentatively agreed that a
nission to review progress under the existing arrangement, and to nego-
tiate its replacement, should visit Belgrade in October: probably a
follow-up mission will be necessary at the end of the year or in early 1981.

3. Exchange rate system

The system of gradual effective depreciation by frequent small adjust-
nents worked reasonably well in 1978 and 1979, though the staff view was
that the cumulative movement was probably insufficient to correct fully for
the loss of competitiveness during the previous period of relative stabil-
itv. Therefore, the large (30 per cent) dfScrete devaluation in June 1980
was desirable. Since then the nominal rate (in terms of U.S. dollars) has
stayed stable, and changes in the effective rate have been a by-product of
the dollar's relationships to other currencies in the basket. There is,
therefore, a question whether the recent stability is temporary or whether
the Yugoslavs have in fact adopted a policy of a stable peg against the dol-
lar. If the latter, we would expect difficulties to emerge once the ben-
efits of the 30 per cent June depreciation are eroded. The sharp increase
in domestic prices following the depreciation suggests that these benefits
nay be eroded very quickly.

4, Recent economic developments

The delegation should be asked for an assessment of performance so

far under the existing stand-by arrangement, including the reasons for the
accelerated inflatiion and the apparent shortfall in medium—- and long-term
foreign borrowing. Some performance criteria were not met in June 30, 1980
and we should enquire what the situation is likely to be for end-September,
since this will govern a mid-November purchase of US$50 million. We should
indicate that a further informal meeting of the main members of the G-10 is
to have a follow-up meeting on October 2, 1980 to the one held in Paris on
September 15, 1980 to discuss Yugoslavia's foreign borrowing needs.
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Sie Employment of Yugoslavs

After staff recruiting visits, an appointment was virtually decided
upon for an official recommended by the Ministry of Finance. At the last
minute that person was made unavailable because he returned to the Ministry
of Finance of Montenegro. Any future appointments will depend on available
openings and the availability of qualified Yugoslav applicants.

September 1980
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MEMORANDUM FOR THE FILES

Subject: Yugoglavia~-Bwisg Delegation September 26, 1980

Minister Jean Zwahlen, Head of the Finance and Economic Service of
the Department of Foreign Affairs, Vice-Director Daniel Kaeser, Federal Office
of Finances, and Mr. Sven Meili, Counselor for Economic Affairs, Embassy of
Switzerland, visited me today to discuss Yugoslavia. Mr. Kaeser had been pre-
sent at the meeting in Paris on September 15, 1980.

Mr. Zwahlen commented that Swiss banks had in general been very
cautious with respect to lending to Yugoslavia so far this year. He thought
that the approaches that the Yugoglav authorities had made in Europe in June had
not been particularly efficient and had, therefore, not had the hoped for en-
couragement of bank lending. In particular, the Yugoslavs had apparently not
given enough indication of the improvement that was occurring as a result of
the measures taken. In addition, they had said that part of their borrowing
requirement was needed to permit an increase in gross official reserves. 1In
general, commercial banks had not felt that this was a reasonable basis for
their lending and governments had not been particularly sympathetic either.
In this regard, I explained that the Fund certainly thought there were strong
reasons for increasing the level of gross official reserves and had allowed
for that in the stabilization program. Moreover, the increase in reserves
could be looked at as coming principally from borrowing from the Fund and
not from borrowing from commercial markets. -

)

{

Geoffrey Tyler

cc: Mr. Whittome b—"
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Matters to be Discussed at
Luncheon with Yugoslav Delegates

1. Balance of payments

—-—Actual and prospecfive developments in the current account for 1980,
including estimates for main invisible items such as tourism and workers'
remittances.

——Extent to which current account deficit in 1980 has been financed
from longer-term market loans, short-term private credits, short-term borrowing
by the National Bank and exceptional borrowing by other banks.

--Prospects for foreign financing in 1980 and its sources.

-~What has been asked for bilaterally and from whom. Why has the emphasis
been put on bilateral negotiations rather than approaching the banking systems

for multinational consortia. Attitude of credit countries.

2. Performance criteria under current
stand-by arrangement

~--Reasons for nonobservance of June 30, 1980 ceilings on bank credit and
National Bank credit to the Federation, and decline in net convertible foreign
assets of the National Bank.

~—Prospects of meeting performance criteria specified for September 30,
1980 and December 31, 1980, and any measures taken to ensure their achievement.
If some cannot be met, will modifications of the performance criteria need to
be large? Was the abrupt increase in bank credit and the money supply in July -
a temporary phenoﬁenon?
3. Prices

——Factors causing recent sharp rise in domestic. prices, including impact
of the June devaluation.

~-ﬁow will a decrease in the rate of inflation come about?

—-Prospects for prices and incomes during remainder of 1980.



<:> 4, Exchange rate policies

-~Has the June devaluation been successful?
--What will be the policy for adjusting the rate in the period ahead?

5. Propsects for 1981 and beyond

--Preliminary views of the authorities as regards objectives for the
balance of payments, external reserves, the real growth rate, and domestic
prices for 1981.

6. Mission in October

<:} -~It can be explained as a normal review mission with additional need
to discuss modification of stand-by arrangement.
-~-When wéuld they like us to arrive.
--We can supply questionnaire and tables to be completed to fhe
-~ dzlegation before it leaves Washington.
--When should the final negotiation of new stand-by arrangement take
place; December 1980 or early 19817 (Should we be tentative until we can
learn of Romanian position?)

-~Warn that we probably shall include Bank person,

ﬁf’ )
' ~-What amount would Yugoslavia like and length of arrangement.
7. Meeting of lenders on October 2, 1980
-—Mention meeting and staff attendance.
[ Y



The Managing Director September 26, 1980

L.A. Whittome

Yugoslavia

The Yugoslavs call on you tomorrow morning. Meetinge with them today
show that the current account position of the balance of payments is improving
even more rapidly than had been planned (we had programmed a deficit of
$2.5 billion against $3.7 billiom in 1979 they now expect it to be between
$2.2 billion and $2.0 billion). However, this is partly a consequence of greater
than expected slowing down in the economy, {(planned rise in GSP was 5 per eent
outturn likely to be between 3-4 per cent). Prices are a problem (CPI up 27 per
cent) because of effects of devaluation, oil price i1crease, and other adjust-
ments.

The main immediate worry is the borrowing on capital account. Théy
believe that they can borrow approximately 51.6 billion (excluding normal borrow-
ing on suppliers credits etec., of $2 billion) but this figure may (1) be somewhat
optimistic and (2) i3 most unlikely to be disbursed, as they assume, during this
calendar year. Countfiéswthey have approaeched think that the Yugoslavs should
first mke the maximum possible use of the Fund. However, it is clear that the
Yugoslavs,largely because of the reservations of the Ministry, are omly thinking
in terms of the present stand-by for 1280 and later a new stand-by c¢overing 1981
of approxzimately $300 million.

I don't think we should now be more active. We have made it clear that
we would be able to lend significantly larger amounts should the program continue
to justify it and the nesed be there. In practice I suspect that events will force
them later this year to borrow more then they now plan. Incddentally 200 per cent

of quota is SDR 554 milliom.

ec: Deputy Managing Diractor
Mrg Watson



Office Memorandum

T0 : Mr. Whitggﬁéfza////// DATE: September 25, 1980

FROM Geoffrey Tyler Q’7

SUBJECT : Yugoslavia--Meeting With Governor Bogoev

I attach a list of topics we need to discuss with Mr. Bogoev

and his colleagues tomorrow.

Attachment

cc: Mr. Manison
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Offzce Memorandum
T0 : Mr. Whimé&g/ “ DATE: September 22, 1980

FROM  :  Geoffrey Tyler§?

SUBJECT :  Yugoslavia

Messrs. John Guenther, William Hawley (Vice President, New York), and P

-

Robert Winchester (Vice President, Vienna), of Citibank, called to discuss 7
Yugoslavia. I gave them akfactfdl description of Fund relations as they exist
and economic developments so far in 1980.

In the discussion it became clear that at best until now banks generally
had been bearish regarding Yugoslavia, partly because of political factors, but
also because they lacked knowledge of the improved economic performance. The
Germans in particular feel this way. For the moment, the amounts that banks feel
able to commit are substantially less than Yugoslavia is requesting, but the
visitors thought this situation could improve over the next couple of weeks as
the Yugoslavs put their case directly. There have been meetings in Europe this
week and more are scheduled for New York next week.

Interestingly enough, the general position of banks was said to place
Yugoslavia as no better a risk than Poland, partly because of a belief that
the U.S.8.R. stood behind the latter. (Personally, I cannot easily see the West
being any more willing to have Yugoslavia default than the U.8.S.R. to have
Poland do so.)

It was also said that some banks, including the Germans, have been toy~-
ing with the idea of phasing Yugoslav loans and directly linking them to Fund
lending and conditionality. The Yugoslavs had not been very forthcoming on this.
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September 19, 1980

MEMORANDUM FOR FILES

Subject: Meeting With Yugoslav Delegation

Mr. Stojiljkovic told me that he has not been able to reach
either Mr. Bogoev or Mr. Marjanovic regarding the meeting and luncheon
on Friday, September 26, because they have both left Belgrade. However,
Mr. Stojiljkovic said he would hope to be able to confirm the meeting
by Monday or Tuesday and asked us to keep the time open.

.

Geoffrey Tyler

/

cc: Mr. Whittome




of fice Memorandum . CONFIDENTIAL ‘?”//

The Managing Director

10 :  The Deputy Managing Director ‘ DATE: September 17, 1980
FROM  : Geoffrey Tyler C{]
SUBJECT : Yugoslavia-—Paris Meeting to Discuss Debt Position

A meeting was held in the French Ministry of Finance on the afterncon
of September 15, 1980 with representatives from France, Germany, Italy, Japan,
Switzerland, the United Kingdom, and the United States. The Austrians could
not attend but had conveyed their position. The Yugoslavs did not attend but
had agreed that a Fund staff member be present.

At the Chairman's request I gave a short resume of the domestic and
external developments in 1980, the position of the existing stand-by arrangement
(SDR 339 million), and the expectation that a new multi~year stand-by arrange-
ment would replace it for 1981-82.. I indicated that on the basis of present
thinking and assuming a satisfactory program this would make available from the
Fund in gross terms SDR 338 million in 1980, including SDR 138 million already
obtained under the CFF, and SDR 554 million in each of 1981 and 1982. 0il
facility repurchases would reduce the net amount available to around $375 million
in 1980 and $550 million in 1981 and 1982,

There was. a feeling among some of the delegates, especially the United
Kingdom and the United States, that the Yugoslavs should try to obtain funds
directly from the market via international consortia and specifically the Fund
was asked to try to persuade the Yugoslavs that this was in their interest.
Most delegates referred either to their nonexistent or limited ability either
to offer direct government loans or influence their banks. At the Chairman's
request each delegate gave an indication of what his country had been asked for
and what feasibly might be forthcoming. An attached table summarizes the replies,
although some of them were ambiguous. As can be seen,the amounts described as
potentially available fall significantly short of the Yugoslav request, parti-
cularly in the case of the United States and Germany.

In the stand-by program, it is implicit that a large part of purchases
from the Fund together with the so called exceptional borrowings by Yugoslav
commercial banks be used to rebuild gross international reserves of the National
Bank of Yugoslavia, which were run down drastically inm 1979. It would be fair
to say that the delegations were not overly enthusiastic on this point and were
quite prepared to have reserves remain at present levels and thereby reduce
Yugoslavia's borrowing requirements from creditor countries. In passing, it was
mentioned that the OPEC countries have been asked for $450 million (Libya, Iraq,
and Kuwait), which will probably be forthcoming to finance oil shipments.

The ocutcome of the meeting was at best. mixed. - On the-one hand, the
creditors were basically sympathetic and recognized that the Yugoslavs have a
genuine program which is making progress, albeit with inflation still a major
problem. However, they mostly would like Yugoslavia to borrow normally from
the market rather than bilaterally. Eventually, it was agreed that the group
should meet in Washington at 2.30 p.m. on Thursday October 2, 1980. This will



permit the staff to talk with the Yugoslavs and obtain more details of the latest
balance of payments and debt position. For their part, the creditor countries
will canvas their own banks to see more clearly what is possible from the latter.

My personal view is that the Yugoslavs may have been less than fully
efficient in their market approaches for funds. Be that as it may, almost three
quarters of the year has gone and medium~ and long-~term borrowing seems far behind
schedule. Presumably a lot of short-term bridging finance has been necessary. It
is hoped that the rest of the year brings in a reasonable amount of medium- and
long-term credits or else the requirements for these maturities will be high' in
1981 and difficult for the market to absorb, despite a substantial improvement in
the current account.

In conclusion, it may be worth recording that the Yugoslav abhorrence

of anything even suggesting a formal rescheduling exercise was accepted by all.
It was agreed that this and the forthcoming meeting be treated very confidentially.

Attachment

cc: Mr. Whittome U//f

Mr. Watson



Austraia

France

Germany

Italy

Japan
Switzerland
United Kingdom

United States

Yugoslavia Borrowing Requests

What it has asked for

About $100 million p.a.

$300 million p.a. govern—
ment loan

$750 million p.a. for 2 years
Around $200 million

Not approached

$100 million p.a. for 3‘years
$200 million over 2 years

$1,000 million

What it may be able to get

$100 million (pnot clear if p.a.)

Implication that may be able to
respond

$300-400 million (p.a.?)

Could supply

Unaﬁle to help officially

Still gonsidering

Perhabs $200 million syndicate loan—

$100-200 million p.a.
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Office Memorandum

The Managing Director -~

1O i The Deputy Managing Director DATE: September 17, 1980
FROM :  Geoffrey Tyler 5{}
SUBJECT : Yugoslavia—-~Paris Meeting to Discuss Debt Position

A meeting was held in the French Ministry of Finance on the afternoon
of September. 15, 1980 with representatives from France, Germany, Italy, Japan,
Switzerland, the United Kingdom, and the United States. The Austrians could
not attend but had conveyed their position. The Yugoslavs did not attend but
had agreed that a Fund staff member be present.

At the Chairman's request I gave a short resume of the domestic and
external developments in 1980, the position of the existing stand-by arrangement
(SDR 339 million), and the expectation that a new multi-year stand-by arrange-
ment would replace it for 1981-82. I indicated that on the basis of present
thinking and assuming a satisfactory program this would make available from the
Fund in gross terms SDR 338 million in 1980, including SDR 138 million already
obtained under the CFF, and SDR 554 million in each of 1981 and 1982. 0il
facility repurchases would reduce the net amount available to around $375 million
in 1980 and $5650 million in 1981 and 1982.

There was a feeling among some of the delegates, especially the United
Kingdom and the United States, that the Yugoslavs should try to obtain funds
dlrectly from the market via international consortia and specifically the Fund
was asked Eo try to persuade the Yugoslavs that this was in their interest.
Most delegates referred either to their nonexistent or limited ability either
to offer direct government loans or influence their banks. At the Chairman's
request each delegate gave an indication of what his country had been asked for
and what feasibly might be forthcoming. An attached table summarizes the replies,
although some of them were ambiguous. As can be seenythe amounts described as
potentially available fall significantly short of the Yugoslav request, parti-
cularly in the case of the United States and Germany.

In the stand-by program, it is implicit that a large part of purchases
from the Fund together with the so called exceptional borrowings by Yugoslav
commercial banks be used to rebuild gross international reserves of the National
Bank of Yugoslavia, which were run down drastically in 1979. It would be fair
to say that the delegations were not overly enthusiastic on this point and were
quite prepared to have reserves remain at present levels and thereby reduce
Yugoslavia's borrowing requirements from creditor countries. In passing, it was
mentioned that the OPEC countries have been asked for $450 million (Libya, Iraq,
and Kuwait), which will probably be forthcoming to finance oil shipments.

The outcome of the meeting was at best mixed. On the one hand, the
creditors were basically sympathetic and recognized that the Yugoslavs have a
genuine program which is making progress, albeit with inflation still a major
problem. However, they mostly would like Yugoslavia to borrow normally from
the market rather than bilaterally. Eventually, it was agreed that the group
should meet in Washington at 2.30 p.m. on Thursday October 2, 1980. This will
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permit the staff to talk with the Yugoslavs and obtain more details of the latest
balance of payments and debt position. For their part, the creditor countries
will canvas their own banks to see more clearly what is possible from the latter.

My personal view is that the Yugoslavs may have been less than fully
efficient in their market approaches for funds. Be that as it may, almost three
quarters of the year has gone and medium~ and long-term borrowing seems far behind
schedule. Presumably a lot of short-term bridging finance has been necessary. It
is hgoped that the rest of the year brings in_a reasonable amount of medium- and
long-term credits or else the requirements for these maturities will be high _in
1981 and difficult_for. the market to absorb, despite a substantial improvement in
the current..account. -

In conclugion, it may be worth recording that the Yugoslav abhorrence
of anything even suggesting a formal rescheduling exercise was accepted by all.
It was agreed that this and the forthcoming meeting be treated very confidentially.

Attachment

cc: Mr. Whittome
Mr. Watson
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Austréia

France

 Germany

Italy

Japan
Switzerland
United Kingdom

United States

Yugoslavia Borrowing Requests

What it has asked for

About $100 million p.a.

$300 million p.a. govern-—
ment loan

$Z§9’million p.-a. for 2 years
Around $2Q9/million

Not approached

$100 ﬁillion p.a. for 3 years
$§99 million over 2 years

$1,000 million

e

What it may be able to get

$100 million (not clear if p.a.)

Implication that may be able to
respond

$300-400 million (p.a.?)

Could supply

Upnable to help officially

e

Still considering

Perhaps $200 million syndicate loan

$100-200 million p.a.

et
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MEMORANDUM FOR THE FILES ‘ / %/ September 17, 1980

Subject: - Yugoslavia-—Annual Meeting

I have spoken with Mr. Stojilkovic and suggested that he try to arrange
for the Yugoslav delegation to meet with Mr. Whittome, Mr. Rose, and myself on
Friday, September 26 between 2.00 and 3.45 p.m. He will let me know whether this

will be acceptable to Mr. Bogoev.

0

i

Geoffrey Tyler

-

ce: Mr. Whittome L’f//

Mr. Rose
Mr. Manison
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September 11, 1980 .

MEMORANDUM FOR FILES

Subject: An eeting--Greece, Israel, Romania and
, ugoslaviéﬁ) , )

I have asked Mr. Tyler to arrange meetings with
each of his countries and said that I would like Mr. Rose to
be present for the meetings on Romania and Yugoslavia and

Mr, Schmitt for the meetings on Greece and Israel. I would

| / /ﬁ@/
. |

N4 ' L.A. Whittome

like to be present at all the meetings.

cc: Mr. Rose
Mr. Schmitt
Mr. Tyler

g



Offz'ce Memorandum %//

TO : Mr. Tyler : : DATE: Septémber 11, 1980
fROM  : L. G. Manison /447
SUBJECT : Yugoslavia—--Developments and Prospects for

the External Capital Account and External Debt

In recent vears, Yugoslavia has financed the bulk of its current account
deficit through drawings by both the Government and enterprises on long-term com-.
mercial credits. In both 1977 and 1978, gross drawings on the long-term capital
account amounted to approximately US$2.75 billion and were responsible mainly for
net long-term capital inflow of US$1l.4 billion in each of these years (see table
below). This inflow enabled a modest rise in external reserves to take place
despite substantial current account deficits., As the figures in parentheses show,
this phenomenon was particularly apparent for transactions with the convertible
currency area. ‘

1977 1978 1979 1980
Provisional
Actual Actual actual Projected

(In millions of U.S. dollars)

Current account deficit ~1,315 -1,283 ~3,661 -2,490
: (=1,020) (-1,272) (-3,304) (-2,330)
Long-term capital
Gross drawings : 2,665 2,800 3,160 4,320
(2,289) (2,430) (2,800) (3,970)
Net inflow : ' 1,M,350 1,360 2,470 2.5
(1,180) 100y (L, 100) (2,310)
Exceptional financing 75 0350 ey 250 400
Reserve movements ‘ . //f
(increase~) ~171 -429 1,452 4 -417 i

commensurate with the sharp rise in the current account deficit and, consequently,

AR

In 1979 the increase in drawings on long-term commercial credits was not j;

external reserves recorded a substantial fall. In fact, increased drawings on
credits from convertible currency countries were approximately matched by higher
repayments. Thus, there was little increase in net capital inflow in 1979 with
such inflow from the convertible currency area remaining at US$1.1 billion. In-
addition, exceptional financing by the commercial banks declined from US$350 mil-
lion to US$250 million.
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For 1980 the projections in the last staff papers to the Executive
Board indicated that total drawings on long-term credits would rise by US$1.2 bil-
lion to US$4.3 billion in 1980 (Table la). Repayments were expected to rise by
a small amount so that net external capital inflow was expected to increase to

US$2.5 billion, compared with the US$1l.4 billion annual level of the last three

years. We do not know the extent to which the planned drawings in 1980 were
dependent upon the negotiation of new loans during this year. However, the
greater than anticipated decline in external reserves (under the balance of pay-
ments test the decline was US$72 million greater than that anticipated in the
first six months of the year) during 1980, and the fact that convertible currency
external debt outstanding at the end of June 1980 was US$500 million below the
proposed ceiling for that date, together withtggauzxsmgggt the Yugoslavs are
finding difficulty in obtaining certain bank loans, suggest that loan drawings
to date during 1980 have been con51derably less than planned. It is pessible
that net capital inflow from convertible currency countries may amount to about
US$1.7 million in 1980 compared with the planned figure of US$2.3 million

(Table 1b). Presently, it seems that the overall balance of payments will be

in approximate balance rather than producing a surplus of around US$400 million
as projected by the Yugoslav authorities. This would mean that the balance of
payrments test for December 31, 1980 is unlikely to be met (Table 2).

The prospect of lower than anticipated external borrowings, combined
with the better than expected export performance, both for goods and services
in 1980, would suggest that the external debt service ratio with convertible
currency countries will be somewhat below that of 19.5 per cent im 1979 and that
of 17.5 per cent implied by the June balance of payments and external debt pro-
jections for 1980 (Table 3). If drawings on long-term loans this year amount
to US$3.3 billion instead of the plamned level of US$4.0 billion, this could
reduce external debt service payments by around US$40-50 million. In addition,
if exports of goods and services to the convertible currency area rise by around
20 per cent in 1980 instead of 15 per cent as projected in June, the external debt
service ratio would be approximately 16.5 per cent for comvertible currency coun-
tries, whereas the overall debt service ratio would be around 14.3 per cent.
Thus, the Yugoslav authorities should experience little difficulty in keeping their
convertible debt outstanding to within the limits under the stand-by program.

If Yugoslavia makes further progress in adjustimg the current account of
the balance of payments, the deficit could be between US$1.5 billion and US$2.0 bils.
lion in 1981. 1In order to produce an overall balance of payments surplus of

¥US$0.5 billion in 1981, it is estimated that net long-term capital inflow would

then have to range from US$1.5 billion to US$2.0 billion (Table la). These estimates
“assume that exceptional borrowing from the commercial banks will amount about
S$8500million in 198l. Given the estimated debt repayments and loan extensions

in 1981, this would imply gross drawings on long-term loans ranging from i\;igzgfil_
1 ] .

- lion to US$3.8 billion. The former figure would appear in line with the "o

behavior of banks in extending loans to Yugoslavia. However, if the curreﬁ Account
deficit is around US$2.0 billion, then Yugoslavia may encounter considerable problems

! in securing the requisite net borrowing | (including exceptional financing) of

about US$2.5 billion from commercial banks.

Attachments
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Table la, Yugoslavia: Summary Balance of Payménts, 1977-81.1/
(In billions of U.S. dollars)
1977.. 19738 1979 1980 1981
e - Provisional Forecast Forecast
-actudd . Jume Sept. 2/ I3/ I1 3/
A. Exports, f.o.b. ’ 5.2 5.8 6.8 8.2 8.4 .
Imports, c.i.f. -9.8 -10.4 -14.0 15.3 15.2 ces .
‘Trade balance ~4.6 ~4.6 ~7.2 -7.0 -6.8 .
B. Services and transfers, net - 3.3 3.3 3.5 4,5 4,7 e e
.Current account balance : -1.3. -1.3 -3.7 -2.5 ~2.1 -2.0 -1.5
C. ﬂongéterm capital, net 1.4 1.4 1.4 2.5 1.9 2.0 1.5
.. 0f which: Drawings . .. .. (2.7) ... .(2.8) (3.2) . . (4.3) (3.6). . . .0 (3.8) (3.3)
: ‘ Repayments (-1.1) .  (~1.4) (~1.7) (-1.8) (-1.7) (-1.8) °  (-1.8)
D. Short-term capital, including
bilateral balances, and errors
and omissions; excluding G ~-— - 0.6 - - —_ ——
E. Total (A through D) 0.1 0.1 -1.7 — -0.2 — -
F. Allocation of SDRs - — — — — - -
G. Exceptional financing 0.1 0.3 0.2 0.4 0.3 0.5 0.5
H. Total (A .through G) 0.2 0.4 -1.5 0.4 0.1 0.5 0.5
Sources: Data supplied by the Yugoslav authorities; and staff estimates.
1/ Totals may not add because of rounding. . . _ L
2/ Guesstimates based on partial information . . on developments to date during 1980.

3/ In one case, it is assumed that the current account deficit will be reduced to US$2.0 billion, while in the other

case it is assumed that the deficit will be US$1.5 billion in 1981.

- raise external reserves by US$500 million.

It is further assumed that there is a target to



O O O O O

Table 1b. Yugoslavia: Summary Balance of Payments
Convertible Currency Area, 1977-80 ;}

(In billions of U.S. dollars)

1977 1978 1979 ‘ 1980
Provisional Forecast
actual June Sept. 2/
A. Exports, f.o.b. 3.5 4.0 4.8 5.5 5.7
z Imports, c.i.f. ’ -7.6  =8.4 ~11.3 ~12.0 -11.9
Trade balance ~4.1 ~4 4 -6.6 -6.5 -6.2
‘B. Services and transfers, net : - 3.0 3.1 3.3 4.2 4.4
Current account balance : : -1.0 -1.3 ~3.3 ~2.3 —1;8
- € -Long~term C&pit&l,'”net' N - e - 1ld2 0 . 1T.1.. 0 o 1.1 R 2.3/{:,7\\ 1.6 .
Of which: Drawings (2.3) (2.4) (2.8) @0). (33
Repayments ' (~0.9) - (~1.2) (~1.6) (=1.6) (~1.5)
.D. Short-~term capital, including
: bilateral balances, and errors
; and omissions; excluding G ‘ - 0.2 0.5 —— ~—
‘E. Total (A through D) ‘ 0.1 0.1 -1,7 — -0.2
EF. Allocation of SDRs ' - - —_— - -
.G. Exceptional financing 0.1 0.3 0.2 0.4 0;3
'H. Total (A through G) 0.2 0.4 ~1.5 0.4 0.1
'I. Reserve movements (increase =)~ ' -0.2 ~0.4 1.5 ~0.4 -0.1

Sources: Data supplied by the Yugeslav authorities; and staff estimates.

1/ Totals may not add because of rouﬁding.
2/ Guesstimates based on partial information on developments to date during 1980.
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Table 2. Yugoslavia: Quantitative Performance
= -+ - o - Criteria in Proposed Stand-By Arrangement

1979 1980 1980
December 31 Latest Proposed Ceilings Under Program
Actual Actual June 30 September 30 December 31
Net domestic assets of the banking
. system; in billions of dinars 1,201 1,322 2/ 1,321 1,381 1,466
&et credit of the National Bank
~ to the Budget of the Federation;
! in billions of dinars ' 68.7 - - 75.7 2/ 76.4 77.4 ) 77.9
Cumulative change in net convertible
" foreign assets of the National : V
... Bank; in millions of U.S. dollars 3/ ... = 9724 -%0 . -500 -
Convertible currency debt outstanding;
in billions of U.S. dollars 5/ 12.3 13.1 4/ 13.6 14.2 14.7

f Source: Data supplied by the Yugoslav authorities.

1/ Quantitative performance criteria for 1981 to be determined at the time of the mid-term review.
© 2/ End-May 1980. #
. 3/ Net of exceptional borrowing by commercial banks.

4/ End-June 1980.
5/ Debt outstanding in convertible currency with original maturities of more than one year. Excluding
outstanding purchases from the Fund and increases in exceptional borrowings by the commercial banks in 1980. .
Valued at exchange rates prevailing on December 31, 1979.




Table 3.
Yugoslavia: - Selected Aggregates and Ratios
Relating to the External Sector

s,
cpl k.

(In millions of U.S. dellars)

le

afw‘-‘ag J-fﬁfg
1977 1978 1979 1980
Provisional , ;
Actual Actual actual " Projected
Current account deficit
(excluding offieial _—
transfers) -1,315 ~1,283 -3,661 -2,490 1/
Nominal GDP in U.S.
dollars 37,676 44,105.3 54,655.7 53,988.5 1/
Current deficit as
percentage of GDP 3.5 2.9 6.7 4.6 1/
External debt outstanding;
at end of period 9,540 11,833 14,973
Ratio of external debt 4
to GDP;.in per cent 25.3 26.8 27.4
External debt service 1,460 1,795 2,480 2,650 2/
Amortization (1,050) (1,300) (1,700) (1,750) 2/
Interest (410) (495) (780) (900) 2/
Debt service ratios;
in per cent 3/
--Convertible currencies 15.0 16.9 19.5 17.5 4/
--Total 13.8 14.9 17.1 15.2 4/
Sources:; Data supplied by the Yugoslav authorities; and staff estimates.

1/ Estlmates given for the latest WEO exerc1se
2/ Estimates given to staff by Yugoslav authorities durlng ‘the last consultatlon-

stand-by mission.

3/ Ratio of external debt service to exports of goods and services (valued at

current exchange.rates).

4/ Based on export projections .given 1n latest staff papers to Executive Board

which are the same as those submitted for the latest WEO exercise.

Assumes that

exports of services to the convertlble-currency area account for 93 per cent of the

total.
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September 9, 1980

MEMORANDUM FOR FILES

Subject: Yugoslavia

Jack Guenther rang me today to ask whether he could call
upon me with two of his colleagues to discuss Yugoslavia. Apparently
he is to see the Yugoslav delegation prior to the Annual Meeting.

I agreed. The meeting will be on September 19.

Geoffrey Tyler‘ﬂ‘?

cc: Mr. Whittome

v,



September 9, 1980

MEMORANDUM FOR FILES

Subject: Yugoslavia

I telephoned Mr. Camdessus this morning. He had not yet
received the telex from Mr., Mentré so I confirmed that we would send
Mr. Tyler to the meeting on the 15th., I said that I would like to
touch on two points. ’

First, what was it really that he expected of us at this
meeting. He said that he would hope that we could give a concise and
up-to-date review of the immediate Yugoslav economic position con-
centrating very much on the external side. Secondly, he hoped that
we would be able to make estimates of the external financing needs of
Yugoslavia reasonably certain for 1980 and some guestimate for 1981.
Third and lastly, he would hope that we could give some estimate of
the extent to which the financing required could be expected to be
provided through normal trade and banking channels or would require
‘gspecial intragovernment assistance. He added of course that these
reliable up~to-date figures on the external debt situation would also
be very relevant. I said that we would do our best.

The second point I raised was the possibility of Mr. Tyler
touching base with him before the meeting. He welcomed this and

suggested that Mr. Tyler call on him at his office some twenty minutes
before the meeting was scheduled to start.

4

L.A. Whittome

cc: Mr., Tyler



CONFIDENTIAL

September 9, 1980

MEMORANDUM FOR FILES

Subject: Yugoslavia

At Mr. Cross' suggestion I spoke to Tom Leddy this afternoon,
He said that as we had known the Yugoslavs. had asked the Administration
for help in persuading the New York banks to lend substantial amounts
to Yugoslavia and the Secretary had spoken on a number of occasions with
certain U.S. banks. Over the last two days Fred Bergsten had been
closely in touch with them again.

The trouble was that the U.S. banks wished to set up a syndica-
tion which would involve commercial banks in many countries, whereas
the Yugoslavs had sought the support of each individual main industrial
country vis-3-vis its banks. He said also that the United States had
participated in a very small group chaired by Camdessus on this issue
but that not much had yet come out of it.

I told him that we intended to give our view of what was
happening in the present program and to sketch out what we might do
after the Annual Meeting. He said that this would be particularly help-
ful as the United States at least were without any recent up to date
information and moreover they were not aware that we might be prepared

to cancel the present arrangement and substitute it with a larger one
toward the end of this year.

I told Leddy that Mr. Tyler would attend for the Fund and he
said that Fred Bergsten would be the U.S. representative.

/By

L. A. Whittome

cc: Mr. Tyler




September 9, 1980

MEMORANDUM FOR FILES

Subject: Yugoslavia

Mr. Meilli of the Swiss Embassy has asked that I be willing
to see Mr. Zwahlen, Minister of Finance and Economic Services, on
September 26. I agreed to the meeting.

571

Geoffrey Tyler

cc: Mr. Whittome v//

L




FROM

SUBJECT :

Office Memorandum

Mr. Whittome

Geoffrey Tyler é}r7

Yugoslavia

1979

pATE: September 9, 1980

1980

(In per cent)

Debt service ratio 19.5

Current "account deficit
N : 6.0

Gross social product

19-20

3.5




YUGOSLAVIA

Brief for Managing Director’'s Lunch With Executive Directors

The Yugoslav authorities have given top priority to halving the current
account deficit to US$2.0-2.5 million in 1980 or from 6 per cent of GSP in
1979 to 4 per cent. Reflecting a deliberately engineered slowdown in the
growth of the economy (growth rate of industrial production halved to 4.5 per
cent in the first part of 1980) developments in the extermal trade account in
the first six months of 1980 showed a marked improvement; compared with the
first half of 1979, exports volume rose by 12 per cent while imports volume
fell at a similar rate. The trade deficit of US883.25 billion was less than
half that planned for the full year. Receipts from tourism have risen appreci-
ably with reports suggesting an increase of 50 per cent. In view of these
developments, the current account deficit in 1980 should be below US$2.5 mil-
lion which the Yugoslav authorities in their letter of intent stated would
be the maximum permissible level. So far in 1980, medium-~ and long-term
borrowing has been slower than plamned, for at least partly explainable
reasons, and hence temporarily more reliance has been placed on short-term
borrowing. : :

Prices have risen at a considerably faster rate than planned and are
now about 30 per cent higher than a year earlier. The implicit GSP deflator
is likely to rise by about 25 per cent in 1980, compared with the planned
increase of 17 per cent under the stand-by .program and 20 per cent in 1979.
In May 1980, net personal incomes per worker were 17 per cent above a year
earlier implying a fall in real earnings of about 8 per cent over this period.

In the first five months of 1980, domestic bank credit expanded at _an
annual rate of over 24 per cent which compares with a planned rate of 20 per
cent over the first half of 1980. With net foreign assets falling by a
greater amount than expected, the increase in the money was approx1mately
in line with the planned annual growth rate of 22 -per cent.

Data on developments in the public sector in 1980 are very limited,
but National Bank lending to the Federation is in line with the 1980 Plan.

Discussion of performance under the existing stand-by program and

 preliminary talks on its replacement by another arrangement will take place

during the course of the Annual Meeting.

September 1980
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September 5, 1980
MEMORANDUM FOR FILES

Subject: Yugoslavia~-Meeting with Managing Director

Mr, Ruding's office phoned today to say that the Yugoslavs can
see the Managing Director at 8.55 a.m. on Saturday, September 27. They
will notify Mr. Watson of this confirmation.

Ny
" L.A. Whittome

ce; Mr. Watson
EED
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0 The Managing Director DKm:September 5, 1980

The Deputy Managing Directot

FROM L.A. Whittome//A@%f// <f<f/f

sussect - yugoslavia

Mr. Camdessus has asked that the Fund be represented at a meeting to be
held at the French Ministry of Finance on SeptembBer 15. . The meeting is being held

to discuss recent Yugoslay requests to ‘the main inaustrlal countries for large

NI

annual loans over a period of some.three or more vears. Lt will be attended only
by the industrial countries most affected, namely, the G-5 plus Austria, Italy, and
Switzerland. The Yugoslavs have themselves declined to attend but Camdessus assures
me that Minister Kostic has explicitly agreed that it would be helpful if a Fund

representative were to be present and to give views on the Yugoslav developments -

- and prospects. I have asked Mr. Tyler to attend this meeting and I have informed

Mr. Ruding, who sees no difficulty. Mr. Mentré is already aware.

I think the line that we should take is to give our opinion of develop-
ments in 1980, recalling that the Yugoslav program is being supported by a Fund
stand-by running into the second and third tranches plus accompanying SFF
(SDR 339 million of which SDR 150 million has already bBeen purchased). So far
the somewhat scanty evidence available suggests that the program is running approxi-~
mately on track and that the target for the current account-deficit ($2.0 billion
to $2.5 billion equivalent to some 4 per cent of GSP)-will be met, The main worry
concerns the behavior of prices, which have accelerated markedly; consumer prices
are now some 30 per cent higher than they were a year ago. We would say that in
our opinion the Govermnment are serious in their efforts to secure an improvement
in the external position and in inflation and that we believe that they have the
power and ability to carry their efforts through. However, we should not hide the
fact that in the past there have been a number of areas of cont1nu1ng weakness-—
in particular, wages.

‘We would also tell the group informally that after further talks during
the Annual Meeting we expect to be asked to visit Belgrade to arrange for the can-
cellation of the present stand-by.and its: replacement by a larger one covering a
period of probably two years or possibly three years. The plan tentatively agreed

.~ with the Vugoslavs is that we should visit Belgrade to assess their views and fore-

casts around October and should at that time try to reach a common position on

. economic policies. We would then withdraw whilst the Federal Govermment went

through the time-consuming process of obtaining the agreement of the Federal
Republics. When this had been finally tied up, perhaps around December or January,
we would return and reach agreement on what could then be presented as being an
entirely Yugoslav program.

Given that those present at the Paris meeting will be of or near the
Deputy level we must I think say that as long as we have confidence in the pro-

~ gram being presented we would be thinking in terms of a stand~by for the equiva-

lent of 200. per cent (namely SDR 554 million) per annum for 1981 and 1982 and
possibly 1983. We should very much stress that a firm but gradual adjustment will
need to be supported by sizable capital inflows from other sources.
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In sum, as in the case of Turkey we shall seek to present a sympathetic
but realistic picture of recent and prospective developments making it plain that
we remain prepared to back a sensible adjustment program with sizable Fund
resources but emphasizing that other capital inflows will have to be found if a
more drastic cut Back in domestic demand .is to be avoided.




The Managling Directoxr ) .
The Deputy Managing Director September 3, 1980

L.A. Whittome

Yuposlavia

Mr. Camdessus hds asked that the Fund be represented at a meeting to be
held at the French Mindstry of Finance on September 15. The meeting is being held
to discuss recent Yugoslav requests to the main industrial countries for large
annual loans over a period of some thres or more years. It will be attended only
by the industrial countries most affected, namely, the G~5 plus Austria, Italy, and
Switzeriand. The Yugoslavs have themselves declined to attend but Camdessus assures
me that Minister Kostic has explieitly agreed that it would be helpful if a Fuad
reprasentative were to be present and to give views on the Yugoslav developments n
and prospects. I have asked Mr. Tyler to attend this meeting and I have ia¥ormed
Mr., Ruding, who sees no difficulty. Mr. Mentre is already aware.

‘ I think the iine that we should take is to give our opinion of develop-
ments in 1980, recalling that the Yugoslav program is being supported by a Fund
stand~by running into the second and third tranches plus accompanying SFF
(SDR 339 miliion of which SDR 150 million has already been purchased)., So far
the somewhat scanty evidence available suggests that the program is running approxi-
mately on track and that the target for the current account deficit {($2.0 billion
to $2.5 billion equivalent to some & per cent of GSP)will be met), The main worry
concerns the behavior of prices, which have accelerated markedly; consumer prices
are now some 30 per cent higher than they were a year ago. We would say that in
our opinion the Govermment are serious in their efforts to secure an improvement
in the external position and in inflation and that we believe that they have the
power and ability to carry thelr efforts through. However, we should not hide the
fact that in the past there have been a number of areas of continuing weakness--
in particular, wages.

‘We would also tell the group informally that after further talks during
the Annual Meeting we expect to be asked to visit Belgrade to arrange for the can~
cellation of the present stand-by and its replacement by a larger one covering a
period of probably two years or possibly three wyears. The plan tentatively agreed
with the vhposlavs is that we should visit Belgrade fo assess their views and fore-
_ casts arcund October and should at that time,try‘tb.réach.a common position on

economic policies. We would then withdraw whilst the Federal Government went
through the timg~consuming process of obtaining the agreement of the Federal
Republics. When this had been finally tied up, perhaps around December ot January,
we would return and reach agreement on what could thén be presentea as being an
entirely Yugoslav program.

Given that those present at “he Paris meeting will be of or near the
Deputy level we must T think say that as long as we have confidence in the pro-
gram being presented we would be thinking in terms of a stand~-by for the equiva-
leat of 200 per cent (mamely SDR 554 million) per znnum for 1981 and 1982 and
possibly 1983. We should very much stress that a firm but gradual adgustm@nt will
need to be supported by sizable capital inflows Jram other sources.
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In sum, a8 in the case of Turkey we shall seek to present a sympathetic
but realistic pieture of recent and prospective developments making it plain that
wae rvemain prepared to back a sensible adjustment program with sizable Fund
resources but emphasizing that other capital inflows will have to be found if a
more drastic cut back in domestic demand is to be avolded,

Ce . EED
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TO : The Deputy Managing Director . DATE: gSeptember 4, 1980
FROM  : L.A. Whittome
SUBJECT : Yugoslavia-—Debt Discussion

A meeting is to be held in Paris on September 15, 1980 at the
French Foreign Ministry at which a sitall number of countries that have
been approached for financiazl support by Yugoslavia will discuss the
Yugoslav economic situation and their possible response to the problem.
The French have asked if a staff representative could attend and Mr. Kostic,
the Yugoslav Minister of Finance, finds no problem with this.

I would propose that you authorize Mr. Tyler to attend the meeting.
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AUG 2 1 1980

SOCIALIST FEDERAL REPUBLIC OF YUGOSLAVIA

FEDERAL SECRETARIAT FOR FINANGE

1070 BEOGRAD

Office of the Federal Secretary August 7, 1980

Dear Mr. Managing Director,

It was a great honour and pleasure for the Yugoslav delegation
and myself to be given thé opportunity to talk with you during
our stay in Washington last month.

You were very kind to present to us ybur opinions on various
issues of special interest for the contemporary world. This
shall be a great support for us in preparations of our actions
for the forthcoming Annual Meetings of the International Bank
for Reconstruction and Development and the International
Monetary Fund.

With my best personal regards,

Yours faithfully,
P
Vel

Eng. Petar Kostié

Member of the Federal Executive Council

and Federal Secretary of Finance

His Excellency

Mr. Jacgues de Larosiere
Managing Director
International Monetary Fund
Washington D.C. 20431
U.S.A.
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CONFIDENTIAL

The Managing Director July 15, 1980
L.A, Whittoma

Visit of Yugoslavs

A I have just seen Covernor Bogoev who has told me that he definitely
intends to make another approach to the Fund in the last quarter of this yaar.
He wished to discuss what specilal "use” of the SFF might be mads without giving
rise to any unfavorable comment, I suggested that the speeial use of the SFF
of SDR 250 million would be a fair figure to have in mind. This figure is to
be seen agailnst the present quota of SDR 277 million and the assumption that
the stand~by to be negotiated will of course cover all four credit tranches plus
full associated use of SFF. On this figuring a special use of SFF of SDR 255 mil-
dion will bring the total use of SFF to about 200 per ceni of quota. I have
told Governor Beogoev privately that we would most probably be able to inerease

~this figure 1f the Yugoslav needs made this appropriate. If you have any particu-
* lar views on this matter you might wish to draw Governor Bogoev aside. I have

some duspicion that Minister Kostic is not fully awars of these conversatioms.

- You may also wish to know that the Yugoslavs have agreed with cartain

OPEC countries for loans of approximately $500 million per year over three years
and with certain European countries for loans of $600 million per year for three
years. They hope to obtaln at least $500 million from the U.S. market and

$750 million from the German market. Fven if all these loans come through they
will be short of their target which is for a minimum of $2.5 billion per year
for three vears. .

¢et Deputy Managing Director
M. Watson

EZD
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0 - - The Managing Director DATE: July 15, 1980

FROM L.A. Whittome /W

sussecr . Visit of Yugoslavs

The Yugoslavs who are calling on you this afternoon tell me that their
main purpose for visiting the United States is to arrange for a very large credit
from the commercial banks covering at least the period through 1981. They hope
that the U.S. Administration will lend them moral support in this operation.

Next week they go to Europe and will repeat the same exercise in certain European
countries.

As regards Fund matters Minister Kostic may give a ritual general criti-
cism of the Fund's posture as seen by certain LDC countries. I have the strongest
impression that if this is said it is for the record only and the Yugoslavs know
better than to believe this particular rhetoric,

As regards financial arrangements with the Fund it seems clear that no
political decision has yet been taken. The general position is that if the amount
to be obtained from the banks is somewhat less than they hope then they may seek
a further arrangement with the Fund some time in the last quarter. The Annual
Meeting would probably be the first time this would be formally raised. However,
I get the impression that in fact matters are more advanced than this and that a
further approach to the Fund is a probability rather than a possibility.

They are pleased with the recently agreed stand-by and found that this
agreement has strengthened the confidence of the banking community. They are also
pleased with the way the many commercial bank enquiries to the staff have been
dealt with. They did not expect us to be over-eulogistic but have gained the
impression that we have been fair and proper in the replies that have been given.

Lastly it is just possible but I think very unlikely that they will
raise the question of a further secondment of Mr. Gudac to the Fund staff. You
may remember that this was raised with you in Belgrade, In brief the position is
that they hope that Mr. Gudac might be reappointed to the Fund staff at the rank
of Division Chief. They have not to date pursued this request actively because
they have had difficulty in finding a replacement for him in Belgrade. However,
they now can release him in the autumn of this year. From our side the Adminis-
tration Department's informal contacts have shown that no other Department is at
all anxious to accept Mr. Gudac. We may have to do some rethinking on this sub-
ject.

cc: Deputy Managing Director
Mr. Watson
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The Managing Director ‘ July 14, 1980
L.he Whittome

Visit of Mr., Xostic and Governor Bogoev

I attach a brief covering the visit of Mr. Kostic and CGovernor Begoev
tomorrow. We are aware that the Yugoslav effort to ralse very substantial com~
merclal bank credits has been runnimg into difficulty partly because the banks
feel somewhat uncertain about future political developments though they tend to
hide these doubts behind the assertion that the present ecopomic policies ave

. insufficiently stringemt.

Tt would be interesting if we could persuade our Yugoslav friends to

talk round their experiences in this arsa.

Attachment

cc: Deputy Managing Director
Mr. Watson
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Yugoslavia - Briefing Paper for Visit by
Minister Kostic and Governor Rogoev

1. Personalities. The visitors on Tuesday July 15 will be Mr. Kostic,
Minister of Finance, and Mr. Bogoev, Governor of the National Bank of
Yugoslavia. They will be accompanied by ¥r. Ruding and possibly

Mr. Stojilikovic.

2. osition in the Fund. Yugoslavia's present gquota is SDR 277 million,

te be increased to SDR 415.5 million under the Seventh General PReview of
Quotas. Yugoslavia has used Fund resources on several occasions, and pre-

senT Tund holdings amount to 319.0 per cent of guota. Yugoslavia purchased

SIR 340.7 million under the oil facilities. 1In 1979 Yugoslavia drew the

serve tranche (SDR 61 million), and the first credit tranche (SDP 69.25 mil-
or) under a stand~by arrangement, and made 2 first purchase of SDR 138.5 mil-
{50 per cent of cuota) under the CFF. In February 1980 Yugoslavia pur-

¢ the second 50 per cent of quota (SDR 138.5 million) under the CFF.

re 1980 the Executive Boazrd zgreed to a stand-by arrangement for

.325 million (i.e., the second and third credit tranches and associ-

of SFF) for the l8-wonth period up to December 1881. Yugoslavia

dv drewn SDR 150 million under this arrangement, and SDR 50 million
ome eveilable from FKovember 15, 1580, provided the performance criteria
enber 30, 1980 have been satisfied. In total, therefore, Yugoslavia

11 purchase SDR 385.5 million in 1980 (SDR 138.5 million under CFF and

R 200 million c¢f credit tranches and SFF under the stand-by arrangement).
zdcditional STP 139.325 million will become available in 1981 provided the
rmance criteria, some of which will be established by a review mission

te 1920, are satisfied; of this SDR 139.325 million, SDR 100 million

be released in the first helf of the year (February 1881 and May 19%81)

=2 tte remaining SDR 39.325 wmillion in August 1981. The Yugoslave have indi-
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o2 the Interim Committee, is thet on the occasion of the mid-term review
{tzrzetively agreed for October 1980), consideration would be given to can-
zeling the existing stand-by arrangement and replacing it with & new two-year
zrrengement (covering 1981 and 1982) for a larger amcunt, using the special
circumstances prevision.

iy, cdiscussed by Mr. Whittome and Covernor Bogoev at the Eamburg meeting

3. Developrments in the eccnomv. The mild stebilization effort attempted
Zr. 1379 was unsuccessful. The economy continued to grow strongly (GSP growth
cf 7.1 per cent), and inflation accelerated to 23 per cent (December 1978 to
December 1979), while the current account deficit of the balance of pavments

e sharply from USS1.3 billion in 1978 to USS3.7 billion in 1979 (equivalent

o zoout 6 per cent of (GSP); the deterioration was due to continued excess
cezend, the impeact of crude oil prices, an¢ & number of special factors. The
current account deficit was finenced partly by USS$2 billion of net foreign

: ing. Outstanding debt repayable in foreign currencies rose to

5 billion &t the end of 1979, and the debt service ratio (for convert-
itle debt) jumped to 19.5 per cent. In addition, however, there was a major
cezline in official reserves, to only USS1 billion at the end of 1979.
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Against this background, the authorities introduced a stronger stabil-
ization program for 1980. The aims of the program are to restrain the GSP
owth rate to 5 per cent or less, to bring inflation down to 17 per cent

terms of GSP deflator), and to reduce the current account deficit to
2 billion. The main elements of the policy program are: (1) an intended
tinuation of the tighter fiscal stance begun in 1979; (2) a monetary
gram, embodving quarterly targets for momey supply (M;) and domestic cre-
which should keep their growth during the year to a%out 22 per cent,
ine with the forecast rate of increase of nominal GSP; (3) an incomes
cv that is designed to produce a real decline in wage incomes in 1980
owing virtually no increase in 1979; and (4) 2 gradual depreciation of
exchange rate, in addition to the 30 per cent devaluation announced in
1980. The zrrengement provides for a review mission later in 1980 to
iate & program for 1981. .
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Although the staff was initially worried about some aspects of the pro-
, in particular the money and credit ceilings, it was eventually decided
ccept the Yugoslav program. In fact, the financizl program for the

nd-by arrengenent is glightly easier than the Yugoslav's own official pro-

as it incorporates a2 current account target of US82.5 billion rather
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then the official target of USSZ billion, as we suspect that the latter is
mct attainable in view of the o0il price increzse. The program was well
b ived in the Executive Noard, especially because it did not appear to be
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ached (Attachment A).
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wd-imposed program. The Chairman's summing up of the Noard discussion
T

vt 18]

It is too ezrly to tell whether the existing program will achieve its
gzjectives. Inflation continued at a higher rate than planned in the first
five months, with consumer prices in May zbout 26 per cent above a year ear-
zler. Despite an excellent export performance, the overall balance of pay-
—ents position hes epperently worsened; the official reserves fell further
tc the very low figure of USs646 mzlllon at the end of Mav. We do not know
out policy performance. The creditr ceilinge for end-March 1980 were
v exceeded. Although the authorities indicated to us that they would
for this, there have been press reports of a

tion in reserve recuirements in order to ease the liquidity position
the banks. Although it is premature to forecast whether Yugoslavia will
siy the end—-September performance criteria (Attachment B), the reserves
may pose difficulties. In sum, there is a risk that the Yugoslav author-~
2re not holding to the program, which in any case was probably some-
wveaek., If this were true it could have serious effects, given the need
for continued reliance on bank financing (see below).
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. Possible subjects for conversation.

[

a. e the Yugoslavs think the program is working, and do they envisage
zédéitional wmeasures?

b. #Will thev want to replace the existing errangement with a new two-
2 arrangement for 1981-82, for a larger amount? Governor Bogoev has asked
or a preliminary private meeting with Mr. Whittome, peresumably in order to
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discuss this point. Given the known differences of views between the Minister
znd the Governor on use of the Fund, he may not be prepared to discuss this
issue in front of the Minister. As a minimum, theyv could regquest the fourth
trznche (SDR 69.25 million) and associated SFF (SDR 83.1 million), but presum—
zbly theyv would also want something extra under the special circumstances
clavse. If so, it is desirable that the program for 1981 should be stronger
than the existing one for 1980. Ideally, a Fund mission should visit Yugoslavia
in October 1980, as already agreed tentatively with Mr. Bogoev. This would
enzble the mission to discuss the program for 1981 and make its views known,
before the official targets are fixed. Under the Yugoslav system, the.annual
plan, including @ current account target and credit ceilings, is worked out

by a complicated system of consultations and agreements involving all levels
of government. Once the annual plan is quantified precisely, it is very dif-
ficult to change it. :

c. The Yugoslave are wmaking a new approach to the commercial banks.
verently they approached the banks in early 1980 and were rebuffed: from
ious sources we learn that their strategy was ill-planned, as they tried

over-favorable terms at & time when the banks were concerned both about
econonmy and about the political uncertainties. More recently they won
active support of Secretary Miller of the L.p. Treasurv, who apparently
reed to help them in re-cpening talks with the New York banks, and this
port was reirnforced by President Carter during his visit to Yugoslavia.
Fund staff (Mr. Tyler and Mr. Mountford) was asked by Mr. Syvrud to
f some U.S. officials about Yugoslavia on April 30, 1980. At that meet-
we were teld that the Yugeoslavs were also seeking official U.S. finan-
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cizl assistance, but that was considered unlikely. At Mr. Miller's request,
¥r. David Rockefeller of Chase Manhattan Bank was recently in Belgrade, and
it seems that Chase Mznhattan Bank has agreed either to act as an advisor
to Yugoslavia or to sct as lead bank in arranging a new syndicated Euro-
dollar lozn, or both. A Vice President of Chase (Mr. Donzld Creen) visited

ke Fund on June 23 and talked to z staff member (Mr. Mountford) before

ing to Relgrade to arrange the details of Chase's deal with the Yugoslavs.
‘he Yugoslavs have also approached the German azuthorities asking for help in
£

f“'

Q

-1 00

negotiating with Cerman banks. They have possibly also contacted the Rritish,
Lutch, French, anéd Swiegs suthorities. Two recent press reports are attached
{sttachment C a2nd D). On the basis of zn assumed current account deficit of
1€82.5 billion, the staff's estimate of Yugoslavia's long—term convertible
foreign be*rou;ng need in 1980 is about USS4.0 billion on a gross basis, or
[882.3 billion on & net basis. This would still involve a need for compensa-
torv borrowing by the Yugoslav commercial banks of azbout USS400 million if

th

1

T
€ authorities are to meet their target for an increase in the officiel
eserves. ’

b

d. Although the American Government is clearlv anxzious to help
Yugoslavia, they are concerned about some questions. Mr. Syvrud has indicated
that they are not happy about the fact that Yugoslavia has been buving some
gcld (about 0.13 million ounces in the first five months of 1980) at a time
when the total reserves are low and falling sharply and the country has a
stand~by with the Fund.

July 14, 1980



DOCUMENT OF INTERNATIONAL MONETARY FUND AND NOT FOR PUBLIC USE
ATTACHMENT A

June 9, 1980 - 80/120

The Chairman'’s Summing Up at the Conclusion of the
1980 Article IV Consultation with Yugoslavia
Executive Board Meeting 80/86 — June 6, 1980

Executive Directors were in broad agreement with the staff analysis
of Yugoslavia's economic situation and prospects. They noted that devel-
opments in 1979 had been less satisfactory than the authorities had
originally hoped. In particular, the rate of inflation had accelerated
and there was a very large increase in the current account deficit of the
balance of payments. In part, these developments could be ascribed to
exogenous factors such as the increase in oil prices, poor harvests, and
the earthquake in Montenegro. It was felt, however, that they were also
due to excess domestic demand.

Executive Directors were generally in agreement with the thrust of
the stabilization effort introduced in 1980 and which will have to be
continued in 1981. The economic program covered the main areas of policy
although it was noted that monetary policy would need to play a major
role, given the decentralization of fiscal authority. It was noted that
interest rates are substantially negative in real terms in Yugoslavia,
and the question was raised whether this situation had an adverse effect
on the efficiency of investment, on personal savings, and also on the
balance of payments. In this context, also, the need to maintain the
level of productive investment and to enhance the personal savings ratio
was emphasized by a number of Directors. It was generally agreed that
the system of decentralization in economic decisionmaking placed heavy
responsibility on all sectors and levels of the economy to cooperate
fully with the central authorities. It was noted in this regard by some
Executive Directors that the decision-making mechanisms at the republican
and enterprise levels appeared to be working more effectively.

Some Directors referred to the ambitious target of a decline in the
volume of imports in a period when moderate real growth of output was
forecast. In this context, Directors welcomed the authorities readiness
to ad just their domestic and external policies if it seemed that the '
external target for a substantial decline in the current account defigit
could not be easily met. The new package of measures just announced,

including a further depreciation of the exchange rate, was considered as -~

evidence of the determination of the authorities to take the necessary
additional action when and if needed to achieve their targets.

Finally, Directors noted with satisfaction that Yugoslavia has
terminated the last remaining bilateral payments arrangement with a Fund
member. -



ATTACHMENT B

- £
Table . Yugoslavia: Quantitative Performance
Criteriz in Proposed Stand-By Arrangement
1979 1980 1/
December 31 Proposed Ceilings Under Program~
Actual June 30 September 30 December 31
Net domestic assets of
the banking system - : . . ‘
(In billions of dinars) 1,201 1,321 1,381 - 1,466
Net credit of the National
: Benk to the Budget of
(n\ the Federetion
—~ (Tn billions of dinars) 68.7 76.4 77,4 77.9
Cumclzrive change in net
convertible foreign
assets of the National
3znk g_/
(in millions of L S.
dell arC) : eae -300 -500 -
Ceavertible cu*rency
jebt outstanding 3/
{(in billions.oi U.S. .
delliars) 12.3 13.6 - 14.2 14.7

("\, Scurce: Datz supplied by the Yugoslav authorities.

i S g

1/ Quantitetive performance criteria for 1981 to be determined at the time of the
=ii-ters review.

2/ XNet of excepticnal borrowing by commercial banks.

3/ Debt ocutstanding in convertible currency with original maturities of more than
ome vear. Excluding outstanding purchases from the Fund and increases in exceptional
Serrowings by the cormercial banks in 1980, Valued at exchange rates prevailing on’
Dezexmber 31, 1979.
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ATTACHMENT C

Yugoslavia Eﬁ'@?ége@ é@ E‘}@Emw

8Y AHTHONY ROBINSON IN LONDON .

¢ PORTS foz Basle thai Yugo-

_ivie hes epproached central bank-
Tees for assisiance in raising around
$2>n this vear o back up its econo-
mic sabilisztion programme come
as 20 suTprise W commercizl bank-
ev-< Taey bave long been aware

t-zt Yugssleria hasa borrowing re-
goirement ¢ this size. The immedi-
ate "fcusve” eZect of lest months
D':.;. devaivaton is furthermore
~oeced 1o incresse the pressure

“om '.b— baa:.x of paymests and in-

crease ( Yugoslavia's alrea-:y size~
thie oomme nesds in the short.

R

- . Toe National Benk of Yugosleviz
i Belzrade vesterday.denied-that

.Y:;goslavla-ba sade ey formel
azpreach O either ceatal or com-

. 2rcial berkers Leadirg UGS and

Eiroeen .,an__s in "Loadzn how-
~er selieve thzi the Nedorz! Bank

‘eornsicderizg a large Euro cwren |

“oF kan of up to S500m in which

}e;zi:lg US., Euwropear, Japanese .
=2 Ared bmb wouid be L.nueéto
pertidpate, - -

The rczir functon of suck a loen,

th=y believe, would be to boost Y= ™

goslezda’s reserves which heve been
o down considerably over the last

18 month.s asa consec_uefxée of tbe

deteriorating trade and balance of
peyments posiion. Last year Yu- ~

goslavia registered a record $7.3bn -

rade deficit and a revised balance
of payments deficit of $3.7bn.
According to the latest OECD re-
port, Yugoslavia's foreign currency -
reserves at the end of 1979 stood at -
$1.3bn and totzl reserves at just
over S2bn. But this underestimeates
the gold component of the reserves
which is officially valued at $42 per
ounce. At cuctent market prices the
gold component in reserves is esti-
mated to be worth around $2bn, or

roughly two months imports. .The

reserves have-also benefitted from
some recent borrowing, including
the $#40m IMF loen which was an-
-nounced shortly afer the June 5 de-
cision to cevalue the cmar by 30 per
.cent. -,

Bormwm., arrangemens are be-
lieved to be in & {zirly early prepa-
. ratory stage and no final decisions

ave been teken as 1o the final
shape of the programrme, But west-
ern bankers believe that a major-
borrowing by the Natonal Bank
would be received more favourably

than further conventional borrow-

mg by the Yugoslav commerc:al
banks.
-Yugoslavia's total net indebted-

‘ness to Western benks, -including

Japanese and Arab banks, is now
estimated to be around S14bn. This
has already brought many US. and
Furopean. banks to their count'y
lendmg limits. - :

This is reflected in a lack of eo
thusiasm for further lending end
pressure for higher fees and condi-
tions. The latest commerdial bank
lending was a $107m “club deal” ex-
tended to three Yugeslav banks and

put together by Citicorp and 8 US. ..

and Europesn banks. This was for 7
yeers-at 1% per cent over Libor with
a substential management fee.

+-The size of the Yugoslav debt is
not however the only problem. I

retrospect many bankers feel that .

- Yugoslav . borrowers may have

made a.major error of judgement ..
‘lav authoriies would view such an

earlier - this year by concentrating
on re-scheduling their existing, and
admitiedly rather expensive debt,

" rather than concentrating on czeat-

ing good conditions for future fresh
. borrowing. - . - e

" By insisting ond re—scbedulmg the
Yugoslav banks did obtain betfer

terms on S420m of existing debt-

The consortium- put together by
Manufacturers Hanover worked

- out a package which gave ten yeers

before the finz] drawdown, a rate of
% per cent above Libor, a 48 month
grace period and a front and man-

egement fee of % per cent.

But in the process of hard bar

‘gaining over terms the Yugeslav

banks reduced the enthusiasm of .

banks for future lending and 2s a |

conseguence terms and conditions

on fture commercial bank borrow-

mg&rehkelyureﬂect@sieehng.
Under these circumstances using

the National Bank as 2 kind of

ship makes sense. All banks like to

keep on good terms with the Cen-

‘tral Bank and a large loan to this

borrower would cleerly also be seen
as somewhat of & political gestnre

of support for post-Tito Yugoslavia_

.This is certzinly bow the Yugos-

operation. In trade 2nd financial ne-
gotiations alike, Yugoslav pegotia-
tors always tend to point to Yugos-
lavia’s political and strategic signif-

. jcance and the importance of

able to continue the delicate tight-
rope act between East and West,
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}’ugOSlavia '
Looks to West
To Raise Loan

Finzncial Times
LUXENMBOURG — Yugosia-
via bhes approached goverr
ments and central banks in
lezding Western countries to
seek assistence in raising in-

N\

termational loans in excess of

&7 billion to help finance its
detericrating balance of pay-
mernts deficjt.

Sources close to this
moatk’s meeting of central
tazkers at the Baak for Inter:
zztipne] Settlements said fol-
owing Tuesday's tzlis the
cationzl zuthorities in & num-
w2r of countries have been
esk=d w0 zct 2s infermediaries
with thelr comumercial banks
10 zrrenge the package “op
the basis of market condi-
tons.”

Tze Basle meetings gave the
banxers an opperiunity to
esrmdzare noies on the request
which bave been made individ-
valiv 10 the cousiries con-
cerzed.

Sympathetic Response

1t is understood that Presi-
dent Czrier mads a sytopath-
€3¢ response 10 2 reguest for
essisiznce In raisizg 81 illics
frorm e U.S. finzncial com-
mucity during his visit o
Belgrade last rmonth. & large
credit is also being soughmt
rorz German banks as well 28
fina=ce {rom some other Eu-
ropesn countries.

F‘ LE # R L LT T T e T T T T T TP S PP PR
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Ibat Yugoslavia is seeking
funds comes zs little surprise
in the Euromarkets. Its bal-
ance of payments was in
deficit by some &3.7 billion
last vear and is likely to show
2n even worse result in 1980,

However, the' counirv heas
had some difficulty raising
funds on commercial markets
this vear. This is due not so
much to political uncerizinty
following the death of Presi-
dent Tito but more to the poor
performance of the Yugoslav
economy and lending limit
problems at some major
banks, Banks have also been
concerned by whzt thev see 25

the poor manzgement of Yu-

goslavia’s foreign debt.

The regues: for assisiance
in negotizting fresh loans will
be considered very carefully
by those countries which have
been asked to participate,

On the ope hand there is
.concern in some quarters over
the size of the total package
coupled with 3 feeling that, if
a precedent were set, such
requests could recurr annual-
Iy. . '

Other Side of Coin

- On the otber hand western
countries are anxious to shore
up Yugoslaviz as 2z non-
zligned country bordering the
Comecon block. There is 2
distinct feeling it should be
prevenied from slipping too
far down the road fowards the
type of difficulties facing Tur-
kev. ’

Turkey is now 2 source of
grave concern to some West-
ern officizls. Despite its
political and strategic impor-
tance. they report a2 growing
international reluctance to
give financial zssistance in
amounts required.

oy . —~ ’ . .
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Office Memorandum

T0 . Mr. Whittome pate: July 14, 1980
rroM  :  A. Mountford f;J;
supJectT .  Yugoslavia-—-Repurchase Obligations

1. You may recall that earlier this year it was arranged that most of
a large repurchase obligation (SDR 69.25 million), that had been incurred under
the old Article V, Section 7(b), should be postponed to coincide with future
installments of repurchases of oil facility purchases.

2. So far in 1980, Yugoslavia has repurchased about SDR 27.3 million
(in the period up to June 26, 1980). AE——

3. Repurchases due in the remainder of 1980 will amount to about

SDR 26.4 million. All relate to use of the oil facilities. The total repurchased

inT1980 will, thereTore, be SDR 53.7 million.™

—

ettt i
4., 1In 1981,Z£SEE£S%E§E§/Will total about SDR 58.4 million; agaln all

——y
relate to thefacilltles e’“"j
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INTERFUND , WASHINGTONDC

FOR MR. LsA. WHITTOME, DIRECTOR EUROPEAN DEPARTMENT.

DURING OUR FORTHCOMING STAY IN WASHINGTON MR.KOSTIC AND
MYSELF WILL HAVE AN APPOINTMENT WITH MR. DELAROSIERE,
SCHEDULED FOR -JULY(16. WOULD LIKE TO HAVE AN EXCHANGE OF
VIEWS WiTH YOU, IF POSSIBLE, BEFORE MEETING MR. DELAROSIERE.
BEST REGARDS,BOGOEV
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Office Memorandum

TO : Mr. L.A. Whittofie (upon return) . DATE: July 9, 1980

FROM  : A. Pfeifer#%/;
susseer - visit of Yuposlav Minister

Mr. Stojiljkovic, Alternate ED for Yugoslavia in the Bank called to say
that Minister Kostic and Governor Bogoev will be in Washington on Tuesday, July 15
and plan to call on Mr. de Larosiére, Mr. McNamara, and Secretary Miller.

He said that the Yugoslav Ambassador would contact Mr. de Larosidre's
office with a view to arranging a visit on the afternoon of that day.

I commented that you would probably be asked to join the Managing
Director for this meeting. ’

cey Mr, Mountford
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June 23, 1980

MEMORANDUM FOR FILES

Subject: Yugoslavia and Chase Manhattan Bank

Today I was visited by Mr. Donald Green, a Vice President of
Chase Manhattan Bank. He was leaving the next day for Belgrade, where
he said that talks between the Yugoslavs and David Rockefeller had "gone
much further" than expected. Mr. Rockefeller had beeniin Yugoslavia in
response to a request by Mr: Miller, Secretary of the Treasury. /It will
be recalled that Secretary Miller had been asked by the ngoslavé_to
"help" them in their next approach to the New York banks./ From what
Mr. Green said, I understand that Chase has agreed to act as an "advisor"
to Yugoslavia, and possible to manage the next large syndicated Euro~
dollar loan to Yugoslavia. In response to Mr. Green's questions, I
described (1) the Fund's relations with Yugoslavia (the CFF purchase,
and the recently approved stand-by arrangement, without describing the
performance criteria); and (2) developments in the economy and pelicies
in 1979 and prospects for 1980. Mr. Green said he will be in touch with

us after his visit to Yugoslavia. /6K%M2

Alexander Mountford

ce: Mr. Whittome ///
Mr. Pfeifer
Mr. Tyler (o.r.)
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Mr. Pfeifer DATE:  June 16, 1980

FROM :  Geoffrey Tyler ﬁf)

SUBJECT :  Yugoslavia—-Visit by Officials

It is virtually certain that a Yugoslav delegation, including people
from the National Bank and the Ministry of Finance will visit the U.S.,
principally to visit the banks and encourage lending by them. The delegation
will visit Washington and will probably ask to see the Managing Director and
yourself.

You will probably remember that Mr, Whittome spoke to Mr. Bogoev,
the Governor of the National Bank, in Hamburg and told him that if Yugoslavia
wished to cancel the existing stand-by arrangement At the end of 1980 and
negotiate a new and larger one, the Fund would be sympathetic. The present
standrby arrangement covers the second and third credit tranches plus SFF, in
all SDR 339.25 million ovetr the period until December 31, 1981. By end-1980
SDR 200 million will have been purchased. Obviously any enlarged new stand-
by arrangement would cover as a minimum the fourth tranche, which would mean
an availability of SDR 291.60 million, presumably over the two years 1981-82.
My own view is that we should be willing to add extra SFF under the special
circumstances clause.

It is possible that the National Bank may be reluctant to ask for larger
amounts of new money, since they had some difficulty earlier in the year in
persuading the Ministry of Finance to enter into a higher tranche stand-by
arrangement. I think we would be doing Yugoslavia a service by emphasizing
to the delegation that there would be no stigma in using the Fund as suggested
above, indeed the reverse. It should also be emphasized that we saw no reason
on the basis of present and prospective policies for believing that the Fund
would not accept what would basically be the Yugoslavs' own program, as was
the case in the completed negotiations.

The delegation is likely to include either the Governor or the Deputy

Governor (Mr. Marjanovic) plus the Minister of Finance (Mr. Kostic) or his
deputy (Mr. Popovic).

ce: Mr. Mountford
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TO : Mr. Pfeifer pate:  June 6, 1980

FROM Geoffrey Tyler Liﬂ\
SUBJECT :

Yu oslav1a

On the week beginning June 16, 1980, I am told by Mr. Stojiljkovic,
Yugoslav Alternate in the Bank, Mr. Kostic, Minister of Finance, and Mr. Marjanovic,
Deputy Governor of the National Bank, will be visiting the United States--Washington
and New York. When they are in Washington, they would like to see you and also
to visit the Managing Director. Mr. Stojiljkovic told me confidentially that
they also intend to visit New York to see Mr. Rockefeller, of Chase Manhattan,
and other leading New York banks. At the request of the Secretary of the Treasury,
Mr. Miller, Chase Manhattan is taking a leading role in organizing financial support
from the U.S. banks for Yugoslavia.
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INTERFUND, WASHINGTONDC
"FOR MR. J. DE LAROSIERE, MANAGING DIRECTOR.

PURSUANT TO ARTICLE &, SECTION 2/A/ OF THE ARTICLES OF
AGREEMENT | WOULD LIKE TO INFORM YOU THAT THE GOVERNMENT

OF YUGOSLAVIAHAS DECIDED THAT EFFECTIVE JUNE 7, 1980 BUYING
AND SELLING RATES FOR DINAR WILL BE CHANGED FROM PRESENT
20,9685 DINARS TO 27,2590 DINARS AND FROM 21,0315 DINARS
TO 27,3409 DINARS RESPECTIVELY PER ONE USDOLLAR. WE DO NOT
INTEND TO INTRODUCE ANY OTHER CHANGE IN THE EXCHANGE ARRANGEMENT
AS NOTIFIED TO THE FUND ON APRIL 19,1978, THIS ACTION
REPRESENTS A PART OF A SET OF MEASURES ANNOUNCED BY THE
GOVERNMENT 'TO FIGHT INFLATION AND REVERSE DETERIORATED TRENDS
IN THE TRADE ACCOUNT AND THE BALANCE OF PAYMENTS AS A WHOLE.
BEST REGARDS, K.BOGOEV, GOVERNOR i ‘ '
T NATIONALBANK OF YUGOSLAVIA
" N |
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Economic Indicators

(In per cent)

Greece Israel ‘Yugoslavia
1980 1981 1980 1981 Q—-&%‘I
GNP growth 1.0 3.0 4.0 4.0 5.0 4.0
Current account deficit
as per cent of GNP 6.0 4.0 18.0 17.0 3.5 2.0
<:> . Overall public sector deficit
as per cent of GNP 2.6 2.3 16.0 14.0 — -
Debt service ratio 1/ 2/ 10.0 10.0 28.0 28.0 20.0 20.0
Outstanding external debt
as per cent of GNP 1/ 20.0 21.0 9.0 -9.0 18.0 18.0

1/ Medium- and long-term, excluding Fund.
2/ As percentage of receipts from goods and services.




Office Memorandum
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T0 o Mr. WhitteyéfZ/QL/w/ ' paTE: May 29, 1980
FROM  : Geoffrey Tyler §f]

SUBJECT : Yugoslavia and Chase Manhattan

I had a telephone call today from Mr. Roger Robinson, a senior
vice~president in charge of Eastern European countries at Chase, and also
assistant to the Chairman (Mr. Rockefeller) for Special Projects. His
interest arises as a result of Mr. Miller having spoken to Mr. Rockefeller
regarding Yugoslavia's relations with U.S. banks. The latter is to visit
Yugoslavia in mid-June immediately prior to President Carter's visit.

More immediately, Chase Manhattan is endeavoring to negotiate a
loan for US$107 million following the failure of Citibank to carry through
a proposed USS$300 million loan earlier this year. T presume that Chase
Manhattan has been asked to take a special and sympathetic interest in
Yugoslavia in the period ahead. It was implicit in the conversation that
Chase is willing to take this role.

Mr. Robinson commented that Yugoslavia had been very inefficient
in 1979 when bureaucratic delays meant that easy borrowing opportunities
were missed, as well as lower spreads. Currently, U.S. banks believe that
they have had to take an inordinate share of financial credits given to
Yugoslavia in contrast to banks in Germany and Japan, which have provided
more export~connected credits.

. Mr. Robinson was obviously interested in knowing whether or not
Yugoslavia would be likely to come to the Fund and in the amounts that might
be potentially available, although he was polite in not asking directly. In
the circumstances, I did all I could to let him know how the Fund would be
likely to regard Yugoslav policies if they were used as a basis for a request.
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IHTERFUND WASHINGTON BC

45 FOR HMR. TYLER, ASSISTAHKT DIRECTOR, EURCPEAN DEPARTMENT.
HAVE HAD FIRST DISCUSSION OF CIFF STATISTICS AND OF OPTIONS AVAILABLE
AT THIS STAGE. THERE MAY BE A PROBLEM WITH SYSTENM OF CONVERTING

1972 DATA ON CURRENT EXCHANGE RATE BASIS. WE MET TOMORROW AND
"1 WILL TELEX OR TELEPHONE THEN. AM AT METROPOL HOTEL

HOUNTFORD. B ==son—0

NARODNABANKA JUGOSLAVIJE BEOGRAD
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Office Memorandum

T0 : The Managing Director - DATE: May 20, 1980
=z
. 4 [ra—— Y
FROM L.A. Whittome /‘}w; e
! j/ f’}’ &w"" )
. Va A
SUBJECT : Yugoslavia a4

You raised a question about the amount of the SFF being used for
Yugoslavia.

We fixed this amount bearing in mind the following points:

1. Yugoslav determination to continue to rely on other capital inflows
especially from the banks., They also are seeking funds from other Governments,

(\) including the United States and Germany. In part this is a reflection of their
T desire to prove that they are not wholly dependent on the Fund.
2, Yugoslav financing needs as shown by their -own projections.

3. No suggestion on their part that they would wish to borrow more and
the difficulty of getting the idea of borrowing from the Fund accepted by the
Government. It was apparently not easy for the National Bank to obtain the
agreement of the Government to borrow into the upper credit tranches. They
believe that to go to the fourth credit tranche plus SFF would suggest to the
market a balance of payments problem that is more serious than they presently
believe it to be and they therefore prefer to rest for the moment at the third

@
T —

tranche,
4, A suspicion on our part (perhaps mainly my part) that the program
which, as you will remember, is essentially that already laid down for 1980
N may be insufficiently stringent. If that were to prove to be the case we still
(m/ have the fourth credit tranche plus further use of the SFF available around

December/January, by which time the trends will be clearer.

cc: Deputy Managing Director
Mr. Watson
EED

N
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Office Memorandum — ™% o"

TO : Deputy Managing Directér ) DATE: May_19£/1980 p
: 12-
FROM  : L.A. Whittome /W M ]

SUBJECT : Travel to Yugoslavia

We have run into a complication with regard to the pending CFF drawing
for Yugoslavia. The revised balance of payments figures for-1979 which have
just come available suggest that/%ge calculations done at the beginning of this
year there was no shortfall and if we had proceeded with the paper as it is
written though fortunately it has not been issued Yugoslavia would incur an
immediate obligation to repurchase, We have been in touch with Belgrade and -
suggested two alternatives. Firstly that a revised CFF be worked through for
the year ending March 1980. The preliminary figures available to us suggest
that on reasonable forward estimates there will be a shortfall with calculations
done on this basis. Alternatively we have suggested a greater use of the regular
Fund tranches. You may recall we have recently agreed a drawing up to and
including the third credit tranche plus accompanying SFF.

We know that the Yugoslavs are not anxious at this time to go beyond
the third tranche and we suspect therefore that they will opt for the revised
CFF approach. With this in mind I have asked Mr. Mountford who is om his way
to Athens for the Greek consultation to spend one day in Belgrade en route in
order to ensure that the ground will be suitably prepared to very shortly visit
should they opt to go ahead as we suspect. May I have your approval. please for
a one day stop in Belgrade for Mr. Mountford.

ce: Managing Director V///
Mr. Watson ’

o



N

W,

May 19, 1980 Z,/
MEMORANDUM FOR FILES ’

Subject: Yugoslavia--CFF

Mr. Stojiljkovic rang me on Saturday to say that he had
spoken to Deputy Governor Marjanovic regarding the problem with
Yugoslavia's CFF purchase early this year. Mr. Marjanovic's reaction
was to prefer the negotiation of a new CFF rather than to increase
the amount of the stand-by arrangement. He saw problems with increasing
Yugoslavia's use of the Fund resources at the present stage to virtually
all of the four tranches plus SFF.

This morning, I had a telephone conversation with Mrs. Hofmann
in Belgrade. I explained to her that Mr. Mountford would be arriving
in Belgrade on Tuesday May 20 and could stay only until the following
afternoon. I asked her to have available for him data on (i) total
exports, (ii) tourist receipts, and (iii) workers' remittances for the
vears ending March 31 in 1978 through 1980, She undertock to have
these data available. I said that if Yugoslavia wanted to proceed
with a new request based on a short-fall year ending March 1980, it
would be necessary to have detailed commodity statdistics prepared in
a gimilar fashion as in the earlier request. Mr, Mountford will give
the exact details in Belgrade. I told Mrs. Hofmann that we would need
to discuss the detailed commodity forecasts in the week beginning June
9, 1980 if we were to proceed with a new CFF, Mrs. Hofmann commented
that there was a load of work involved. I told her that unfortunately
these data were necessary and that the Fund money was not insubstantial.

")

Geoffrey Tyler

ce: Mr. Whittome
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NATIONAL BANK OF YUGOSLAVIA

Mav 12, 1980

GOVERNOR

Orig: MD
cc: DHD
MR, RUDING

Dear Mr. De Larosiere,

Thank you very much for your telex
of May 5, 1980 extending to the Government and
people of Yugoslavia your condolences on the sad
occasion of the death of President Tito.

e all appreciate the sincere words
of sympathy you were thoughtful to send us on behalf
of the Executive Directors, Management and sStaff of
the International lonetary Fund at a time when friends
mean most.

We shall keep the faithful memory of
the man whose competence and human qualitiecs were
greatly appreciated all over the world.

Vi
Sincerly yolrs,

N ecze,

Dr. Ksente Bogoev

Mr. J. De Larosiere

&
lManaging Director T e E=
International Monetary Fund L2 E Em
7C0 19th Street N.W. e =
Washington D.C. 20431 == N 5%
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Date: May S5, 1980

ﬁg ~ OFFICIAL MESSAGE ]
EV DD INTERNATIONAL MONETAR,_\__@;EQND
K(E: 2:;53‘8 E]] | Washington, D.C. 20431 e
i TIME RECEED 1 —o £ 11T 28
3 : Special Instructions
2‘ Y FUND FOR YUGOSLAVIA
g | _BANQUF NATIONALE DF Y{}H{'ﬂ‘:l AVIE .
: ._&lEﬁE.LEﬂIRAL_En_Bﬂx_iﬁiﬂ_BEL&RA&&T—xUGOSLAVIA Z/
E:_____nm BEHALF OF THE EXECUTIVE DIRECTORS, MANAGEMENT, AND
7 |_STAFF OF THE INTERNATIONAL MONETARY FUND, I EXTEND TO THE
.~ | _GOVERNMENT AND PEOPLE OF YUGOSLAVIA OUR VERY PROFOUND
\\Jm__soaaow AND SYMPATHY UPON THE DEATH OF MARSHAL JOSIP TITO,
«| _PRESIDENT OF YUGOSLAVIA. MARSHAL TITO WILL TAKE HIS
s |[-PLACE IN HISTORY AS ONE OF THE GREAT FIGURES OF HIS TIME.
12| -HE DEFENDED HIS COUNTRY AND MAINTAINED ITS INDEPENDENCE. Distribution
n | -THROUGH HIS SENSE OF JUSTICE AND FREEDOM HE ACHIEVED A
w | REAL POLICY OF NON~ALIGNMENT. HE HAS GIVEN THE WHOLE 259
s LWORLD AN EXAMPLE OF COURAGE, LEADERSHIP AND HIGH PRINCIPLES. 23& RUDING
f\ﬁ-_IHE'INTERNATIONAL MONETARY FUND, WHOSE ANNUAL MEETING “Rom
- | HE HONOURED A FEW MONTHS AGO,IS IN MOURNING.
s —J . de Larosiere
E L Managing Director
s qhterfund
N
MESSAGE MUST END HERE =
Drafted by:_pABhaguat/de Larosiere cd . P a /Q}y/ Torrcp
Department: ___Secpretary/MD WW '

SIGNATUW

NAME {TYPE}

* SIGNATURE -

- ' FOR CABLE ROOM USE ONLY

V No. of words; 7 _mivutes Log: 528338~ 8339 Route:. RCA

SEC-17/0CR
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@ Office Memorandum 4
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10 . Mr. Amuzegar | - bam: Aapril 16, 1980
FROM A. Mountford . '

SUBJECT : Paper on Yugoslavia

Mr. Whittome has asked me to prepare some comments on your draft
paper on Yugoslavia. I have restricted my suggestions to a few factual
points, as presumably you would not expect to receive the staff's views
on the evaluate assessments and value judgments that are your own petsonal
views. .

The description of Yugoslavia's institutional arrangements and
the decentralization of the economic policy decision-making process during
the last decade seems to be thorough and complete. In almost all respects,
it coincides with the information available to us, except in a few cases
where perhaps our data are more up to date. Where such informatiom is not
confidential, I have taken the liberty of suggesting a few changes. In
addition, I have made some purely editorial suggestions. The commemts and
suggestions are in red ink and most of them are, I hope, self—expiamatory,
except in the following instances:

Page 1: The second paragraph describes Yugoslavia's relative
position, in terms of standard of living and per capita-GNP, etc., by
comparison with other European countries. Although the available data,
for example the estimated per capita GNP published in the World Bamk Atlas,
support the general statement in the third sentence of this paragraph, it
is clear that the statistical basis for these comparisons is weak, im partic-
ular with respect to the Eastern European countries.. Not only are the national
data of quite varying quality, but the possibility of distortioms im the com-
parisons are increased by the necessarily rather arbitrary choice of an exchange
rate, when converting from some of the Eastern European currencies imnto dollars.

Page 2: A distinction is drawn between "direct" controls and
"indirect interventions." As I understand it, "indirect interventioms"
refers mainly to macroeconomic policies that producd their impact om the
economy indirectly; e.g., monetary policy has some direct influence on
monetary conditions and thereby indirectly affects economic developments.
In terms of this distinction, I am not sure whether or how you might wish to
refer to prices and incomes policies.

Also on page 2 in the footnote, there is the first of seweral
references to GDP. One of the special features of Yugoslav natiomal income
statistics is that there is no concept or meagure of GDP on the stamdard
definition. The reasons for this is an ideological view that varieous services
are "nonproductive."” Accordingly, the relevant concept in their statistics
is Gross Social Product (GSP). Various estimates have been made which suggest
that GDP on the standard definition, if it could be measured in Yugoslavia on
the same basis as in a typical Western economy, would be about 15 per cent
higher than GDP. For this reason, it would be more exact if the reference in
the footnote (and elsewhere in the paper) were to GSP rather: than GDP. :




Page 13: There are references to the next Five-Year Plan (1981-85).
This Plan is still being elaborated, and should be finalized and approved
before the end of this year. Therefore, although the statements you make.
about its main outlines are correct (on the basis of the published prelim-—
inary outlines) it might be better at this stage to qualify slightly the
. last sentence, as suggested

: On pages 14, 15, and 16, I have suggested some changes in the
figures for the share of the different levels of Government in total expen-
ditures by the public sector. The reason why it might be preferable to
mention expenditures rather than revenues is that part of the revenues
accruing to the Federal budget and to the budgets of the republies and
provinces are then transferred as grants to the other levels of Government.
Our latest estimates (for 1978) which are unfortunately not for pubiication,
"show that the Federation accounted for 20 per cent of total public sector
expenditures (or 15 per cent excluding grants to other levels of Government)
while the Federation, republics and provinces accounted for only 30 per cent
(or 25 per cent excluding grants to other levels of Government).

On page 16, the section on monetary policy mentions in passing
(in the second line) the "absence of an effective incomes policy.” This
is a judgment that we ‘would probably share (although not publiclyl). with
respect to the experience of several recent years, but there are now some
indications that incomes policy operated more successfully in 1979, Pre-
liminary data suggest that there was no real increase in wages per employee
in the socialized sector in 1979, probably as a result of official guide-
lines. Opinions may differ as to whether this constitutes an "effective" '
incomes policy, of course, but a convenient way of avoiding the difficulty
would be to use somewhat obscure wording, such as "difficulty of emsuring
an effective incomes policy."  Alternatively, the reference to incomes
policy could conveniently be dropped altogether here, without detracting
from the sense of the passage.

On page 17, the footnote suggests that the low level of imterest
rates is due to the fact that the commercial banks are owned and comtrolled
by their main customers. This is, of course, one reason, but it is not the
only one. A convenient way to avoid a complex footnote on the Yugoslav
socialist theory of interest rates would be to shorten the footnote, as
suggested.

On page 18, the text deals with the number of products whose
prices are subject to different types or degrees of control. One aspect
of Yugoslav price policy is that the proportion of goods umnder each of
the price control regimes is changed from time to time. Thus the partic-
ular percentages mentioned on page 18 were correct for a particular period
of time, but probably are not correct for the present. It might be advisable
to indicate this or to indicate which period is being used as an example.

On page 33, there is a reference to a 12 per cent unemployment rate.
The latest data I have seen suggest that the ratio of registered "jobseekers"
to total labor force rose slightly to 7 per cent in 1979. This ratio is




the usual indicator of unemployment in Yugoslavia, but it certainly exag-
gerates the real unemployment rate, as is acknowledged privately by the
Yugoslav authorities. This is because the statistics for "jobseekers"
include those presently employed who are loocking for different jobs,
university students seeking part-time employment, and several other cat-
egories of workers who are not genuinely unemployed.- On balance, it
would be difficult to state with confidence that Yugoslavia has the
highest unemployment rate in Europe. It is more certain that the country
has faced, with some degree of success, a problem of employment—creation,
in order to absorb returning emigrants, the shift of workers from agri-
culture to the industrial and service sectors, and so on.,

I hope these few suggestions are helpful. Please call if there_

are any questions.

cc: Mr. Whittome
Mr. Tyler {(o.r.)
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Yugoslavia

The Socialist Federal Republic of Yugoslavia, with‘2$6,000 square kilof ' v
meters of land and some 22 million people, is composed of sixrRépubIACS and /
two autonomous Provinces. Each Républic has an admiﬁiéfratioﬁkﬁodeled aftefQ
'the Federal Republlc with a constltutlon, parllament, pre31dency, éxecutlve B

council (cabinet) and publlc departments and agenc1es. Each Republlc or‘f”

Province is the aggregatlon of many Communes, of Whlch there are 510 througﬁo§£ :
the country. These political entities are called Socio—Political Communities. ‘  Jﬂ
The State and Communist Party.organizations are now'built along Republic'é‘liﬂes
with the power of the Federal Government gradually diminished. Since 1948,
Yugoslavia has tried to play an indepandent, nonaligned, role between East and
West; Moscow communism and Western capitalism.—

Yugoslavia is relatively underpopulated by European standardé. In terms
of per capita income, industrialization, and the standard of living, Yugoslavia
ranks with Hungary and Romania (or zzgs? and Turkey)‘ In per capita éNP,V. : V/

, 7”*5 0 : - : .
however, the ccuntryﬁfrai behind" Eastern European economies except Albania

and Romania. There are also marked disparities in the level of economic develop-
ment among various regions. « | i@ﬁ |

The two most salient and unique features 6f the Yugoslav politico-economic
system are its concepts of (a) "workers' self-management,” and (b) a "socialist g
market economy." Under the self—management philosophy, economic enterprises
bélong to society, but are.administered'by the workers themselves. Under the
socialist market regime, the responsibility for resource aliocaticn, investment,

and income distribution is shared by political entities and economic units thraugh

voluntary agreements among producers and consumers taklng certain cues from the
market. : -

Yugoslavia's self-management socialism is often publicized as a mechanism

sui generis, i.e., a variant neither of a pure market model nor of a purely

// The discussion on Yugoslavia draws on the references mentioned at the end

this chapter, partlcularly on a recent and thorough study by the World Bank,
ugoslav1a' Self-Management Socialisu (Baltlmore. Jonns Hopkins University
Press, 1979).
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centrally planned economy. In reality, it is an ekperimentél‘offshoot of both—

an imperfect market system——superimposed on a multilateral . regime. Under

the 1974 Constitution, the Yugoslav System4is>probab1yﬂthe most

all centrally planned economies. Within this system,vtﬁe roiefof:the state

(at the Federai, Republiéan;,or éqmgsnal “/levels) is limited t6 Seiective inter—

ventioqgﬁ The government's direct controls over economic activity have been

concentrated in three basic areas: financing of investment projects in prioriéZeih

plﬁralistic of / ‘-/ V

sectors?lregulation of economic act%¥ity in the private sector; and control over the

use of foreign exchange. Indirect interventions - cover  monetary, fiscél} )
. 1 — .

iRGwny, AN 63
= tade policies.

The "socialized” sector employs over 5 million people and accounts for some

/

82 per cent of the "social product."— There are also some 800,000 workers

temporarily employed abroad. ® Industry and construction account for about half of

5
%

the social product. Agriculture, both state and private; provides about 16 per
cent; and the rest comes from services. Agriculture, however, still employs about

40 per cent of the active population..

|/ Over 3 per cent of Yugoslavia's national income is set aside ahnually for the
purpose of aiding the less~developed regions of the country. '

__/ 1In the Yugoslav system of national income accounting, "non-productive"
services (i.e., services rendered to individuals like domestic help) are excluded
Tom}6PR. Yugoslav real GDP is «wdewe estimated to be some: 15 per cent higher than
the "gross social product." ‘ '

?

-




I. Government's Direct Role in the Economy

Yugoslavia's self-styled road to Communism emphasizes the supremacy of
"social self-management'" over state ownership and operation.__/ The basis
of Yugoslavia's sqcial system is soc%gi ownership ofﬁ%eans of production, and
the right of all»wérkers to;work'withdﬁeans in social ownership:* Neither thelf'
individuals, nor groﬁﬁs, nor even .the sfate; own the basic'means; Ownership f i ; y/

S . . = .
reside in the association of producers' or workers' organizations. Social

aggregation of men and machines is achieved through autonomous enterprises . .

managed by workers themselves. This shift from administrative socialism (i.e., v/

centralized planning and state management) to market socialism, (i.e.,'enter— /
prise autonomy and social bargain), has made the structure oé Yugoslavia's direct

. o fbuhgfﬂauuuh
role in the economy substantially different from KE?ES1

Social ownership and enterprise

The contemporary Yugoslav model is the result of : >

some thirty years of Yugoslav experimentation (and four different Constitutions)
dealing with the management of political, social and economic affairs."In the
immediate postwar period up to 1948, Yugoslavia's "administrative socialism," ;¢
had all the principal features of a Soviet-type command economy. Accordipg to
the 1946 Constitution, virtually all vital industries, all means of transport
and communications, banking, finance, domestic distribution and foreign trade
were nationalized and managed directly by the State. After the traumatic break
with Moscow in 1948, and expulsion from the Cominform, there was a signifi- yf
caﬂt turnaround. Comprehensive state ownership and controls were denounced as
"state capitalism” and against the true enterests of the working man. The 1950
"Law on the Management of Government Enterprises and Ecoﬁomic Association by
Workers' Collectives" and the 1953 Constitution introduced the two new concepts
of "social ownership' of the means of production, and thaf of workers' partici-
pation in the management of their production unif.

_/ The semantic replacement of the concept of state ownershipwith that of social
controls was intended to show that, in the transition of bourgeois capitalism to
full communism, there is no need for an interim state owmership. Workers can

immediately take over social ownership and management without waiting for the
State to "wither away."




The basic‘Law on the Management of Government Enterprises was based on
the simple concept that all means of production belong to the society (i.e.,
the peop1e>as a whole), busqentfusted for management to workers. The Law thus
placed:the operation and management of all factories, mines, farms and 6ther
state economic enterprises having more than-a éértain number of émployees in
the hands -of workers tﬁemselves.—/ The éiffieulties and failures aséoéiated
with the implementation.of the Law, and particulariy the illeeFiﬁéd responsi-

bilities of the government and the collectives, gave rise to a prolonged national

debate aa%(nﬂmdnated in the "iiberal" Constitution of 1963.

The "economic reform'" that followed during 1964-65 ushered in four new
changes: . (a) a large part of the Federal Govermment's respomnsibilities
was transferred to the Republics; (b) the Yugoslav economy was further exposed
to world market competition through curtailment of price susidies, more import

the .
liberalization and/unification of a complex system of multiple exchange rates;
(c) the task of resource allocation was tpkén away from the state and given to
economic enterprises and financial banks; and (d) enterprise autonoﬁy was
expanded to include price formation and the distribution of enterprise income
(into wages or reinvestments). The objectives of the 1965 "reform" which was
subsequently dubbed 'market socialism' were to give greater automomy to the

Republics, to enhance enterprise efficiency and quality of output, and to

improve national income distribution.

As a result of these reforms, Federal responsibilities in the management of
the economy were further reduced to economic relations with foreign countries
- . b

regulation of special funds for financing developments in 1ess¥developed regions
b

coordination of monetary, fiscal, and foreign cexchange policies; Price controls

over cg?tain selected goods and services; and the adoption of social five-year

plans. Almost all of these fell into the realm of indirect intervention.

_j: Wdtk??éi“ééIf:ﬁﬁﬁhgément in Yugoslavia should be distinguished from "workers"
participation” and the so-called "co-management" practiced in some Western European

countries after World War IT The difference, simply stated. i i
. is th
European models, res; i1 ith agers ang

holders. 1In the Yugoslav case, they are the sole decision-makers.

workers share management responsibilities with managers and stock-



The post—1965'developﬁ nté of the Yugoslav economy-—-a too libéral
interpretation of thiﬂenterprise autonomy, lack kapolicy coordination,
inability of the state to regulate aggregate demand and.supplyf—wére the
sources of ensuing inflation, unémployment:and excess industri&licaﬁééity.
A series of constitﬁtionalvamendments in 1967, 1968,“ahd 1971 fiﬁal;y:cul-‘gdf,'
minated in the new Constitutionkéf i9?&5 éﬁich‘promises fq exténéltﬁéfself- - &/.T‘
management principleAﬁb tﬁe méérééconomié.éreas of foréigﬁ‘e#chanééééiiot~

ments, allocation of savings, distribution of income, prices, wages and v

employment. : v SR , o -

Self-Management

Economic "self-management" in Yugoslavia is widely publiéizeé‘as a "democratic™
system under which (a) decision-making power is exclusively assigned to £hose
directly affected by the decisions; and.(b) individual decision-makers exercise
their mandate directly without sharing power with others. The prbper function- j /
ing of self-management, in tdrn is based oﬁ three basic presumptions: (i)'the
decision-makers are homogeneous in objectives, interests and ouwtlook; (ii) the -
organization of decision—making is small enough to allow members personal con-
tacts and direct dialogues on matters of common interest; and €iii) decisions
Amade at numerous small units are coordinated with each other (amd with the national
interest) throuéh further delegations to ascending layers of assemblies all the way
up to the Federation. Workers are to exercise their socioecomomic and self-management
righis through (i) decision-making at meetings; (ii) delegates in workers' councils;
and (iii) delegates in the assemblies of the "communities of interest” and in the
sociopolitical~communities,*—/

The workers' organization on a self-management basis isrthe main form of

decision-making in all sphere of socioeconomic activity. It is the right and duty

__/ The "delegates" differ basically from "representatives" im Western "parlia-
mentary' democracies in that they are obliged to solicit and present the views of
their constituents exactly as they are under the sanction of recall.
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ef the workers to belong to a basic organization. It is through euch an association
that workers exercise tﬁeir self-management rights. Workefe engeged in economic
activities belong to a basic organizatien. Employees perfofming administrative or'
technical tasks or auxiliary services and those working for theASEate organs beleﬁg
to "work communities." " Those engaged in eoc1al act1v1t1es (e g. educatlon culture,‘
public health,’eociel welfare) belong to self—managed."cbmmunities of interest."f"
The self-management principle is thus carrieddbue‘threﬁgﬁ a‘ﬁembe?ief sﬁeeiali;f;:

organizations and legal instruments.

At the bottom of the organizational hierarchy is the productioﬁ unit'calledﬁf"

the Basic Organization of Associated Labor (BOAL)--a technical unit that pfodﬁcee'?§ V/

a2 marketable good»or renders a service. A BOAL may have as smalljas a feW'dozen or
as large as several hundred workers. ‘Under‘ehe 1974 Constitution, ehe BOAL is the
major decision-making entity. Every BOAL has the right to join or to leave an
existing enterprise or to form a new ene. The BOAL's net income is separately
calculated and can be distributed between wages, aecumulation, end Teinvestment at
BOAL's-discretion, but within its own obligations under Secial Compacte and Seif—
Management Agreements (the legal instruments discussed below).

A group of BOALs form a‘"Working Organization''--a Yugoslav name for the enter-
prise. An enterprise is a voluntary and ad hoc association of organized workers who
are linked by common working interest or by a unified process. (An ihtegrated cotton

textile mill, for instance, may have technical BOAL's such as spinning, weaving,

finishing, etc., all the way up to retail outlets). Enterprises may be established

by organizations of associated labor, self-managing communities of interest, local
communes, sociopolitical communities, or other legal persons.

The bulk of Yugoslav industrial enterprises is socially owned and operated.
Any enterprise that has five employees or more'is considered a social

ehterprise and is run by those who work in it.—

__/ Deviations from the rules are sometimes overlooked, and occasionally tolerated.
Some bu31nesses employ more than the maximum five without having their assets turned
into "social property,”" or submitting their policies to the Workers' Council.
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1ar‘esl (ii) funds for the satisfaction of common needs (cafeterias, houses,
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The Yugoslav industrial enterprise is, within its variﬁgated commitments,

free to pursue its business and expansion policies. It plans and implememts
production, trade or services in line with its financial resources and possi-
bilities. It decides for itself the volume and rénge of its products, and its

own pricg{ policy. It chooses its method of production, its supplies of material -
and eduipment, and its customers at home and abroad. Thus, while workérs and
maﬁagers do not 1egaily own thé_énterpriseﬂé assets, they have effedtiQe contr01' 
over them,— v , V‘ k_» . o '

The income earned (i.e., what is left of receiﬁts after covering business
costs) is the yardstick of economic justification and success. The distribution
of this income is decided by the workers. The net income (i.e., what is left'after
all fimancial obligations such as taxes and other dues have been met) is allocated

by the workers, according to the self-management agreement to (i) gross wages and

‘T14% ca . .
*,’etc.); and (iii) reserves for expansion and improvement of plant

facilities. Contributions for common services (education, health protection and
social security) are made out of gross personal incomes in accordance with the
N . /

"exchange of labor" agreements with the relevant "communities of interest."—

The modus operandi of self-management is multilayered. Evéry BOAL or enter-

prise has three main organs: the Workers' Council, the Business Executive, and the
Executive organ. The Workers' Council consists of delegates elected by members of
any BOAL or enterprise having more than 30 workers. There are more than 10,000
industrial councils, ranging from 15 to 120 members, representing 20 times as many
workers. The Council is the highest management organ of the enterprise; all basic
policies (e.g. the approval of the enterprise’'s plan and its financial budget,
distribution of income, electioh and dismissal of the Business Executive of other
organs) are formulated by the Council. The Business Executive is appointed from
among a list of candidates by a special commission composed of the representatives
of the Workers' Council, the Trade Unions and the professional associations selected
by the local Commune. He carries out the Council's decisions and directions.

The Business Executive has a dual responsibility to the enterprise and to the
society at large. On the one hand, he is in charge of the day-to-day business
according to its plan, enterprise policies, and commitments under appropriate
self-management agreements and social compacts. On the other hand, if the

L4

/ This is often likened to the old English system of ~holding where land
itself belonged to the Crown, but tenants had the rights to their leases onr the land..
The emphasis on self-mapagement is also partly expected to broaden the scope for non-—
material incentives, add greater social consciousness in economic decisions.

| TFor details see Facts About Yuposlavia (Belgrade: Gemeral Secretariat for
Information, 1979).




Council or the Exécutive Organ tries to take actions contrary to those commit-
ments, he has the duty to inform the respective socio—politica; unit. The
Executive Organ can be set up By the Council for sﬁecific taéks within
its jurisdiction. All business'decisionsiregarding work assigﬁmeﬁté,.product

design, output planning, wage rates, pricing, sales promotion, and profit

distribution are to be made jointly by the Workers' Couﬁcil, the Business Executive:

and the Executive Organ in accordance with all relevant direcfiveé.including'
the national gconomic plan. 1In reality, however, only_a'veryismall perceﬁtage’
of decisions are taken in a "seif—management" way. Managers, professional
staff, and administrators usually take an upper hand over inexperienced; manual
workers. :

Self-management is legaily and administratively based éﬁ a number of unique
instrumentalities such as agreements and compacts. ‘Social Compacts are concluded
among Socio-Political Communities, Economic Chambers, Trade Uniéhs and Associa-
tions of economic enterprises. They stipulate the rights and rgsponsibilities
of each party in the execution of broad national policies. Issues régulated
by the Soéial Compacts include basic priorities of the Social (mational) Plan,
principles regarding prices, employment and foreign trade, and distribution of
income between consumption and investment. Social Compacts set out the agree-
ments on principles.

Self-Management Agreements specify rights and obligations of each economic

orgéhization (e.g. BOALs, enterprises, and banks) in accordance with the broad

principles. The matters contained in these agreements include (i) the legal status

of BOALs, enterprises,and banks; (ii) the distribution of joint incomes

earned by the contracting parties; (iii) transfer prices among parties;

(iv) criteria for the distribution of BOAL income into current expenditures

b
and reinvestment; and (v) placement of investible fund generated within BOALs
. A

or enterprises.

AN
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Communitieé of Interest

Among other instifutions unique to Yugdslavia, the Communities of Intérésf
deserve special attentidn.‘—! Cls are organizatioﬂs forﬁed by pro&ﬁcefs-andl
usérs'of'certain‘goods or serﬁices; - The pfoduction'and distribﬁtioniof publi;ft
goods'-; goods which the‘mérket pri;e cannét bé reliéd ﬁpéﬁvto éatéﬁ ;upply  ¢, -‘

and demand -- are by law in the hands of CIs. Thus, education,_ﬁublic health,

utilities, transportation and communications, and foreign trade are to be

<E§?étgéed by CIs. Outside the social services, such communities ean be volun-.

tarily formed by enterprises and consumer groups through self-management

agreements. As it is aptly described, CIé substitute both the market role as

a mechanism for computation and coordination, and the govermment®s role as a

regulator of economic activities. The Cls, Both at the Federal anﬁ Provincial

levels, also serve as a vehicle for a two-way flow of conSultatfén—-upward from /

enterprises to the Federation, and downward from the center to the operating units--
until a consensus is reached between enterprise plans and natural objectives.
Agricultural enterprise '

As in industry, the structure of agricultural enterprise has changed
several times since the war. First, there was confiscation ofvland from big
landlords, churches, and other private owners who did not farm themselves;
limited land holdings for peasant~éultivatérs; compulsory peasant céoperatives;

and forced delivery of farm products to the state. Thus, there was intensified

/ Mention ought to be made also of (a) the Composite Organization which is
a iégal entity comprising several enterprises in vertical or horizontal chains
of production distribution; (b) Reproduction Entity which consists of. a group
of enterprises linked together vertically by forward or backward delivery
relationships (e.g. from coal mining to electricity consumption}; and
(e¢) the Industry Association to which all enterprises in an industry must
belong at the Republican and Federal levels. Associations, in turn, from
the Economic Chambers.
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"voluntary" collectivization of free lands during 1950-53 through state v

assistance to the coliectives, on the one hand, and high taxes and other
discriminations against free holders, on th other. Finally, thg:e came

the replacement of agriéultural'collectiﬁes by voluntary, self—ﬁanaéedvagri-
cultural cooperatives ﬁhereby aériculture ié'privately ruﬁ on indepéﬁdent‘
farms with limited acreage. Private farmers may voluntarily join'in i
producers' or consumers' farm cooperatives for the purpﬁse of bénéfits from
cheaper mass purchasing of machinery and equipment as well as moré'productive
sales and marketing efforts. Tge 5,000 or so general cooperatives own their -
own land and are managed by private farmér—participants.‘ They combine both ?
buying and selling functions; they are also éssisted by the state materially
and technically; they have access to low-cost credit of the State Agricultural

Bank; subsidized farm supplies; and research facilities. The general coopera- )

tives do a good deal of farming in addition to their trading activities, L

Some 16 per cent éf the farm land anﬁ ;bout.? per cent of the ;;£ive population
now part of ''socialized agriculture" —- mostly in the hands of statevexperi-
mental farms,and collective farms established on confiscated lamd. State farms
are 1arge—scale,se1f~manag¢d, agro-industrial enterprises. Collective
farms lease their land from the state, and operate pretty much iike the Russian

variety. Yugoslavia still hopés to reduce the peasant's resistance to collec-

-

tivized farming through such aggregative institutions as the Cooperatives Union

and the Agricultural Chamber.

State Planning

Yugoslavia's postwar social (national) planning has changed four times

with each of the four new Constitutions (1946, 1953, 1963 and 1%74). By 1980,

ar:

|




there had been six medium-term plans representing four basic planning philosophies.
After a short—-lived and unsuccessful experiment with the Soviet model be-

tween 1947-1952, Yugoslavia abandoned central planning. As state management

was replaced by self-management so was qentralized plénning substit;ted by
planning in terms of global balances; or basic proportions between aggregate
consumption and investment, between shares of inveseﬁent in different‘sectors,
and between exports and imports. The content of the social plan- (during 1956~

was reduced
1961)/to coordination and guidance in such broad macroeconomic variables as the

fate of aggregate investment, tge distribution of investible funds, and aggre-
gate consumption. On the basis of these rates, the Federal Planning Institute
made forecasts of sectoral growth rates. Entérprises, in turn, would prepare
their own operative plans based on those projections.

Encouraged by the success. of the Second Plan, and the conceived compatibil-

ity of planning and the market mechanism, further’liberalizatioﬁ in the planning

process was widely advocated. Thus between 1961 and 1975 Yugoslav planning

T

became largely indicative in nature. The main tasks of the plan -— a medium~
ierm prospective -- were to provide a forecast and a basis for decision-making
by profit-maximizing enterprises, and a set of objectives for the government {

to follow. The prospectives dealt mostly with politico-economic policies
{regional, national and international), and socio-economic instruments (taxes,
interest rate, etc.) necessary to implement them. Annual Social Plans were
more-detailed, dealing with the rate of private and public consumption, gross
investment, foreign trade, industrial and agricultural outputs, employment and
productivity. With minor exceptions, investment decisiomns were influenced by
market criteria, and backed by self-managed all-purpose banks.

Each annual plan was accompanied by a financial plam (i.e., a comprehen-

\/

sive social budget) which dealt with wage and price guidelines, credit distribution,



~ and capital use among industrial enterprises. The Secretariat (Ministry) for

Finance inspected enterprise accounts and ensured'fhe fulfillment of contract
obligations among enterprises. Corporative economic chambers had the task of
coordinating output of differert enterprises in eachﬂsranch of indﬁstrj. Lo#al'
communes and local YLCs'exerted political and persuasive pressures on wbrkers' '

Councils and enterprise managers to follow the plan's directions.

The experiment with this type of planning, however, was not very successful

as the economy went through a series of internal and external imbalancésvand
gyrations. There was also much disenchantment with too much dependence on -
impersonal mafket forces. It was generally»conceded that investment decisions

by enterprises were not propefly coordinated, and that imnvestable funds were not
always put to optimum use. The market was also blamed for (i) growing income
inequality among Republics and among individuals in each Republic; (ii) concen-
tration of economic power in the hands of banks, managerial éiite and various
strategiclenterprises (e.g., in foreign trade); and (iii) phe)Government's
inability to prevent duplications, inefficiencies, and misuse of pfééious invest-
mnent resources.

Under the new 1974 Constitution, the self-management principle ﬁas extended
to planning. In a radical shift from the past, the plamning éxercise was divided
among all decision makers (instead of the Planning Institute), and the plan's
directives became legally binding (instead of mere indiéations). According to,
thé new Law on Planning, 1976, the planning process is to be carried out simul-
taneously by all organizations that are affected, and at all levels. The process
is a continual omne with the progress and faiiures of each annual plan serving as
the basis for s&he revision of e-new five-year plan; and each medium five—year
plan is part of a longer—term plan describing long-term objectives.

In the 1976-1980 Plan, enterprises were expected to (a) prepare their indivi-
dual plans based on a common methodology, common assumptions, and a common plan

the
period; (b) :to coordinate their programs horizontally at the level of /Republics;

—— .
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- and (¢) to reconcile these programs vertically with ofher interdependent firms
at regional levels.—ffhe operational partvof the Plan consistsvof major invest~ .
ment projects, physical output, and financing agreed upon in the legally binding
self-management agreements and ‘social compacts. Repﬁblican and ?e&eral Planning :
Institutes are to aggregate and reconc11e 1nd1v1dual plans,‘and to come up Wlth
an overall Plan to be submlttedrt; the Federal Assembly for flnal approval and |
adoption. Enterprlses arekcommltted to planned cutpué"wage and price targets.
under the Self—Management(Agreements. The 1mp1ementat10n of the plan is super--
| vised by local overview commitieeé composed of enterprise‘fépreséntativeS‘and
‘ (:) those of consumer groups.*j The Federal Planning Instiﬁute handles.deadlocks Y
} in the process of planning and implementatién. To implement specific projects
outlined in the five-year plans, each Republic or provincial authority conclude
Social Compacts with various enterprises,
tqu Amaln tasks of thoslav planning--which is not now altogether strlctly
binding on all enterprlses~—1sAggwygduce undue dependence on imports of raw materials
and equipment, and to eliminate major growth impediments in,energygxégriculture and |
transpprtation. The 1976-80 Plan is thus aimed at the development of (a) energy,
(:) especially through hydroelectric potential and coalj; (ggwégro~business, especially
food processing, toward self-sufficency, in ba31c farm outputs; (c) mining; and (d)

: | nual A

rachine tools and metal works. TheAtarget g wth rate is 7 ger cent. . The 1981-85

Plan,/edsh a slightly lower target for growth, hﬁ:::ﬁgtmaln priorities on raw

materlals extraction, energy, food and transportatiomn.

{ -,,&,j, s iUl o Ao imAn :’f'?g o
| j{m‘u,mkm/ 5 o A/)Mfﬂltj;" " |

_/ The final draft of the Plan had to be harmonized with some 55, ,000 individual
plans for enterprises, banks, local communes and republics.

e —— b st
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*j In order to guarantee the desired pattern of investment, the Plan envisages
a number of policy measures such as the use of public leoans and bond issues to
obtain funds for prioretical projects; preferential treatment of capital goods
imports; special credit terms; tax breaks; and possible obligations imposed on
enterprises to invest in certain specific projects.



II1. Indirect Interventions

.

Yugoslavié's “"people democracy,”" while markedly different from the Sowviet

and Chinese varieties, is still .based on "democratic centralism" and 1%6 one-

£y

party rule. The League of Yugoslav Communlsts and its adJunct organlzatlon, "the .
citizems an
Socialist Alllance, are, in the off1c1al view, the only organlzations that give/ -

opportunity to participate in polltlcal llfe, in the discussion. of socio-political

.

issues, and in the presentation of proposals.—

Within the ffamewofk of this "one—party democracy,"”" Yugoslavia is the only
country among the CPEs with fhé broadest use of Westerﬁ—type interventionist
policies to direct and manage the econgx§. The extent and scope of these public
levers, in turn, have increased throughout the years since 1950, with the spread

of decentralization measures. Some of these social policies will be briefly

discussed in the following sectionms.

~

Fiscal Policy ‘ ) ’ A ‘- x

Publlc finance in Yugoslavia is divided between the Federal Government:, the
governments of the Republics and other social entities. The feéeralﬁcovernment
is responsible for defense, eowiadmsecwrit subsidies to lesser—developed
re&ions and general administration. Républics and local communes take care of
all other expenditures. Revenues are also correspondingly divided. The tax
system, contributing 90 per cent of budgetary revenues, essentially consists of
three categories: (1) income taxest(including taxes on incomes of enterprises,
personal incoﬁes of social sector workers, incomes from private sector activities,
and incomes from property owheerip); (2) turnover or excise taxes on goods and

services; and (3) customs duties. Public revenues are shared by social entities.

The basic source of Federal revenues, since 1978, is contributiom from Republics

_/ Democratic centralism refers to a process by which people engage in free
deliberations and discussions of issues, but once decisions are made, they have
to abide by them.




and Provinces originating from excise or turnover tax receipts (50 per cent).*j
All other taxes are imposed and collected at the Republic/Provincial and
communal levels.

Since 1974, there haé been a distinct'trend toward decentréliiatien of ‘ b/

fiscal power, and the creation of a number of spec1a1 purpose publlc sector o v

1nstitut10ns (e g., the Soc1al Securlty Fund fund for publlc servxces by regional B
and local Communltles‘of Interest; spec;él pro;ects funds, etc.).‘ Almost all
essential social services--public utilities, road maintenance, housing, health,
education, disability insurancé, child care, etc,--are now provided by the

v

law is to put the burden of financing these services directly on their beneficiaries.

Communities of Interest at the local and regional levels. The intent of the

The extent of these serv1ces 1s thus det rmlned by the BOALS which form the .
Pk P podiver /
membership of the CIs. of all public are out of the reach
L Seen .Scam'{‘y

of the Federal and Republic governments, and in the hands of the Clﬁﬁénd special
funds.

The main objectives of fiscal policy in recent years have been to 1)
maintain the rate of growth of public revenues below thét of nominal q%P in order

L]
to check the rise in social services expenditures; (2) minimize resources taken

»
from the "productive sector and spent on nonproductive activities; and (3) reduce

. the federal budget deficit. The structure of the tax system, however, has left Y,

little room for maneuver by fiscal authorities in dealing with cycllcal flue~

-

tuations.

The new Law on thé,financing of the Federation, 1977, seeks to regulate
revenue sharing . - between the Federal Government and the
Republics in such a way as to give the former greater autonomy and éertainty in

revenue collection. At the same time, the responsibility for promoting foreign

_/ Prior to 1978, customs duties were exclusively a federal tax. Since then,
they are collected by the.Self-Managed Community of Interest for Economic
Relations with the Rest of the World--to be used for drawbacks on exports.
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trade (e, g., tax rebates to exporters) and domestic sub31d1es (mostly for
in 1978

guaranteed food prices) was taken away from the Federal Government/and given

' to two special ‘bodies. The size of the Federal budget and the amount of the
the

deficit financing in/future would therefore be substantlally reduced.

On the whole, fiscal policy, as exercised by the-Federal Government, has

not been an effective instrument in demand mahagement because (1) the Federal

&x
budget's share of total public revenue§‘has been on the decllne, and lately
P ot .
IS f total; (2) Federal revenues based on the Republics'
w r -

-

contribution could not be geared to the levels of domestic economic activities;
(3) budgetary expenditures £ave proved to be fairly inflexible; and (4) the
multiplicity of public institutions--running virtually into the thousands-—-
has not been conducive to a centrally directed anti-cyclical pelicy.
Monetary Policy

Due to the particular weaknesseg of fiscal policy for'dema;d management
in the Yugoslav setting (and the M ffectlvg incomes policy) the

- —— — A
- -

responsibility for .anti-cyclical interventions rests basically with monetary
policy. The policy stance is ordinarily defined in the Annual Economic Policy
Resolutions adopted by the Federal Assembly. The general écope for monetary
policy wusually takes into account the main objective; of the Plan. The Annual
Resolution defines the targets for the rate of gfowth of money supply (Ml);
reserve money creation; selective credit policy; and the debt of the Federal
Government.—/ Open market operations:are still not very significant.

The implementatioﬁ of Yugoslavia's monetary policy is thé'responsibility
of the Yugoslav National Bank, and the National Banks of the Republics and

. V
Autonomous Provinces. The governors of these banks constitute the Board of

3 : : . .
Governos{of the country's National Bank. The latter's main task is to regulate

_/ For details of these measures, see Yugoslavia (Paris; OECD, 1979),
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the money supply, which is geared, as a rule, to the planned'rise in %RP. The
National Bank finances the Federal budget deficits, and may guerantee foreign
loanms.

The country's Banking system unaer the 1976.banking law is nade'np df (a)
internal banks which are subsidiaries of public enterprlses, and whose services
are not avallable to the general pub11c°-(b) basic banks whlch are full fledged
commercial banks owned by internal banks, or otherheconomic interests; snd (c)
associated banks which are formed by basic banks and earry eut special benking

/

activities (e.g., foreign exchange operations) assigned to them by basic banks .~

All banks are required to prepare annual and five-year plans and to integrate [

them with those ef their members and ultimately with the overall Social Plan.

The annual scope for monetary policy, in recent years, nas included the
sustenance qf the desired increase in the general level of‘economic activitiess
the control of inflationj a balance between ag%regate supply and demands and
balance of payments support. The money supply target is comnonly regnlated by
the manipulation of the monetary base. The Law on National Bank Operation
enumerates the instruments of monetary policy and the regulation of the reserve
mone§ base as: (1) compulsory reserves of commercial banks and other financial
organizations held with the National Bank'of Xugoslavia (YNB)--the maximum rate
(25 per cent) fixed by law, and the actual ratesdby'the Federal Executive
Council and YNB; (2) extension of short—-term documented credits to commercial
banks, e.g., discounting commercial napers; (3) purchase of short—term securities,
e.g., treasury bills; (4) issue and cancellation of national bank notes; (5)
rediscount rate; and (6) restrictions on the volume of bank credit.»

In general, the authorities'aim in determining and maintaining the meney
supply (narrowly‘defined, Ml) at a prejected level has gone hand—in—hand with a

desire to keep interest rates at a fairly low level in order to promote invest-—

mente but—pot—teo—toii~to—diveeurage—sewings. In the absence of an internal

/ Sintt-thE)pommerclal banks are owned and controlled by their enterprise -
customers, P TSdT TP et tendency towasd keepésspe interest rates lowy and—

v
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cépital market, and ﬁamstrung by rigid controls on foreign borfoﬁings.by individual.

enterprises, = the Yugoslav banks are the main source of credit fimance. At the

same time, the strict limitations on interest rates charged by the banks in the

face of persistent high inflation have résulted in_crédits being normally

rationed. Low 1nterest rates, in turm, have tended to reduce the supply of 1nd1vidual

savings and encourage excessive investment.
Price and Incomes Policies -

Yugoslavia's price policy has passed throﬁgh various phases of regimentation /
and liberalization, but has never been totally controlled, or complétely'free. !

There has always been some state intervention. As a result of mamy policy changes

/

in the last three decades, the process of price formulation has become exceedingly

complex.
Prices are generally determined at the producers' level (wholesale); trade

marging are allowed for retailing. The prices of about 80 per cent of total

~

products are under federal jurisdiction and handled by‘the Federal Bureau for

%

Prices. Within this jurisdiction, there are basically four principles or processes

for price formulation. First, the prices of about one thlrd of products are not

under direct control, and there is a wide margin of discretion, based on

~market forces, for fixing these prices. Second, some 10 per.cent of products

(mainly oil derivatives and consumer items) are, by contrast, under direct control
of the state and can be changed only by administrative decisions. Third, the

price of some 22 per cent of products is based upon self-management agreements

.

among producers at different production levels; they include raw materials and

ferrous and nonferrous metals whose prices are known in world markets. And,

finally, about 17 per cent of products (mainly intermediate materials,
D ——] -
chemicals and equipment) axe priced under agreements between producers and/or

consumers, but must also be approved by the Federal Bureau for Prices.

Price formulation takes place principally through two kinds of agreements.

First, there are agreements among Socio-Political Communities which define

broad lines.of pdlicy to be followed in a given year, ihcluding price rises that

*

.
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"political" accords, there are agreements among producers and/or consumers on

would be tolerated in that year.—/ Second, within the f£ramework of these

prices and price changes for particular groups of goods. All prices--even
liberalized ones—-must fall within the general price policy guidelines. Price - \
categories can be changed by the state if conditibns so warrant, or if self-
management agreements do not comply with administratively-established criteria.

There can be a general freeze on all prices (as in 1971) or a selective freeze

for somé prices. . _

Incomes policy relates to the principles of the distribution of~enterprise
income between gross personal incomes (i.e., wages and salaries) and the accumu-
lation of investment reserves. Workers in the basic organizations receive their
incomes from (i) sales of goods and services by their unit; (ii) shares from joint
activities with other orgénizations; and (iii) free "exchange of labor" (i.e.,
fringe benefits in the form of education; health care, etc.). Personal incomes
are baséd on the twin principles of (a) individual contribution to the creation of
the organization's revenues; and (b) "solidarity" (i.e., a cross between equity and
efficiency). Every worker, however, ié guaranteed a minimum personal income
enabling him to enjoy a degree of national and social status. Since 1965, the
workers' control over the engerprise's income distribution hasabéen on the rise.

For this reason, there has been a continuous tendency to increaée nominal wages at
the expense of savings. Enterprise expansion has, thus, had to be financed through

public budget or bank borrowing.

Foreign trade and exchange policies

Yugoslavia's foreign trade and exchange policies are dictated by two statutes
enacted in 1977--consolidating several previous edicts, and bringing them in line

with the 1974 Constitution.

The Federal Executive Council, through its mandate from the Federal Assembly,
establishes the day-to-day trade and exchange policies. The Federal Secretariat \
for Foreign Trade prescribes rules and regulations governing foreign trade and
iséues import and export licenses when required. It also has the responsibility
of securing balanced trade under bilateral arrangements with other countries.

Foreign trade is subject to a plethora of regulations necessitated by the Five-Year

Development Plan, and Yugoslavia's persistent and substantial trade deficits.

Imports are classified according to the manner in which foreign exchange is

made available; liberalized imports; goods subject to foreign exchange quotas;

commodities subject to physical limitations; and items subject to ad hoc licensing.
Liberalized imports, for which foreign exchange is readily available, include

mainly raw materials and spare parts; they constitute more than half of all imports.

/ The Annual Economic Policy Resolution for 1978, for example, allowed an
inflation rate of 12-13 per cent.



agricultural and mineral products, machine tools, and equipment; allocation
among importers is made by the Chamber of Economy. ~ Goods requiring ad hoc
licenses include motor vehicles, aircraft, oil, pharmaceuticals and.firearms;

they cover less than 10 per cent of imports.

Commerciai,imports ﬁay_be broﬁght in only by . v ' "_ ' >,f3
registered economic orgaﬁizations (é;g., ﬁéjor indﬁétrial producers who are so
registered, or other trading unité). Individuals who hold foreign exchange.
aécounts with Yugoslav banks may use these funds to.import goods for their owp
use. éelf—employed Yugoslav natiomals also are allowed to import small capital
goods for their own operation up to a certain amount. There is no exchange
allowance for tourist travel abroad. Payments for services and invisibles (e.g.?
royalties) are allowed. Tariff rates are stipulated in the Customs Tariff Law
of 1977 on an ad valorem basi;. In addition to customs 1evies,=%mports are subject
to a variety of taxes and surchargés earmarked for specific purposes. The Féderal
Executive Council is authorized to raise basic duty rates up t; 50 per cent when
needed to protect domestic industries.

In principle, exportslare unrestricted except for some raw materials in short
supply on the domestic market. Exports to bilateral trading partners are subject
to conditions specified in the bilateral agreements. Proceeds froﬁ exports must
be repatriated within a specified period, but they need ndt be surrendered. 1In
fact; foreign exchange earned through exports: theoretically belong to the exporting
‘entity. It can normally be kept in a fofeign exchange account to be used latér; it
can be used for imports; or it could be éold to the éufhoriéed banks.

Economic organizations may borrow abroad in accordance with the self-management
agreements. Foreigners also may invest in Yugoslavia through joint ventures up

to 49 per cent of capital. Repatriation of profits is allowed in specific ways.

Economic organizations participating in foreign enterprises may be allowed to

L e———
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transfer the necessary capital under certain conditions. But, outright capital

/

transfer by individual residents is not allbwed;*- '.. —_—

The‘complicated trade system is geared té:(a) éerfihg thé cause of‘Yug;slavia's
industrial development"(b) turning béck‘theéerennial'tidésfof:éﬁternal‘deficité;
and (c) maintéining {ﬁg;r f?reign exchange reserves. i"‘ﬁnder .th‘e. .n'ew trade iaw; -
responsibility for maintaining the country's balance of payments equilibrium isv
transferred to the Republics and Provinces;“ In each of these political subdivisions,

an organization called Yugoslav Community of Interest for Economic Relations with

Foreign Countries is formed to supervise the external account.

: V\'\\
Foreign exchange is controlled by the state through the Federal Secretariat
for Finance, the National Bank of Yugoslavia, and the Nationai Banks of Republics
and Autonomous Provinces. All foreign exchange ;ransactions must be carried out
through the authorized banks. Payments to and from bilateral trade partners are
made in currencies and under terms set forth &n the bilateral arfangements. However,

residents and nonresidents can maintain foreign exchange accounts in convertible

currencies and may use them freely for payments in Yugoslavia and abroad.

‘The national banks play an important part in implementing the foreign exchange -

policy throdgh managing the foreign exchange value of the national currency--~the
dinar; financing Yugoslavia's international payments; amd influencing foreign

borrowing. Up to July 1973, the exchange rates for the Yugoslav dinar was fixed by

the authorities. The currency was once devalued by 66 per cent in the context of

__/ Yugoslavia maintains bilateral clearing arrangements with some CPEs and a
number of LDCs. But the share of trade with these partmers has been on the decline.



the 1965 reforms and‘the.unification of multiple e#chaﬁge réfes. Two more
devaluations occurred in 1971. But these rate changes failed to halt the steady
rise in im?qrts: or to increase éxports as projected. In July 1973, the dinar

was floated in ;he exchange market, and‘the-Governﬁent only intervenes from time

' to time to smooth out drésfié fiuétuapions; ‘None of these‘measﬁres;‘however, has
been able to.stem the tide'of.foréién traéé déficits (feacﬁingf$6 biliioh iﬁ 19?9)::
and foreign debt excééding‘$13 bil%i6n4—dﬁe to Yugoslavié's inébility to genefate
enough exports.- Many analysts blame.this inability on the substantiél overvaluation
of the Yugoslav dinar. But the.balance of payments is still expected to be helped
by a new investment law promulgated in 1979 which encourageS'investment in export-~

oriented and import-substitution industries, and bans investment in "non-productive"

schemes.
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Foreign Investment Policy
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Yugoslavia is again ahead of the other CPEs in seeking to.attract foreign
private inéestménts in order to substitute imports, increase exports,and acquire
modern managemeﬁt and technology. Minority joint vénture is the only acceptable
form. The new Joint Venture Law of 1978 defines the activities in which foreign .
partners can participate (not in co&merqe, public Serﬁicé or insurancé), the
conditions for repatriation of dividends and principal,.taxation,rand management
prerogatives. Foreign investment has to be approved by the éppropriate Republic

. and
or Province, the Federal Institute of Economic Planning,/the Yugoslav Chamber.of
the Economy before being licénsed by the Federal Committee of Enefgy and Industry
and be régistereds

The inclination toward joint ventures, i.e., cooperation with foreign partners-~
has been based mainly on the desire to strengthen domestic competitiveness. There
is ?minimum and maximum of total investment (10 per cent ané 49 ber cent) for

fored articipation, as there is an absolute minimum amount of capital to be
gn p p ’ ] .

brought in (5 million dinars),—/

_/ By OECD estimates, between 1967 and 1978, about 150 joint ventures were
undertaken in Yugoslavia.



III. Intergroup Bargaining

Despite its hierarchical p?litical regime under the supreme guidéncé of
the Communist Party, Yugbslaviégs great ethnic and religious diversity—¢the.gréatest
in Eastern Europe-—invites a g;od deal Sf’intergroup. dealingé and éooperafion.,.
For thié ;eason; althoﬁgh the Leagué of Yugoslav Communists (LYC)'hAS'the principal
responsiﬁﬁl&ty for establishing ecbnomic objéctives and for overseging their

achievements, all important policy decisions are to bevreached through‘
a consensué.v Thus, the ﬁYC*seeks to institute inter-Republic agf;ements
and secure thé aﬁproval of the political subdivisions in the determination Qf
national sociceconomic goals, and the resolution of p;oblems of coﬁmon concermn.

The LYC also endeavors to conclude, in collaboration with trade umions and the

Chamber of Economy, regular social accords in various parts of the industrial

3
A}

sector. N

By one interpretation, the very system of self-management in Yugoslavia is
an attémpt to manage the economy by agreements between the vari&us groups in
society——to create mational unity by recognizing Yugoslavia's,diversity; and to
reconcile conflicts through compromise.’ The multitiered structure of self-
management is designed for this purpose.

The pluralistic process of haggling, negotiations amd compromise permeates
almost all aspects of Yugoslav economic life. Starting at the top, the self-
management and multilevel planning requiréé horizontal and vertical harmonization
and coordination between planning agents (e.g., Socio-Political Communities

Producers’ . .
Planning Institutes, Economic Chambers and/Associations). At the mid-levels of

aggregation, large industrial complexes, trade unions, amd various Cls
have to harmonize their "assumptions, expectations and ambitions" as to the

prospective level and composition of the social product. At the bottom, BOALs

and enterprises have to exchange and adjust their projections, possibilities and




potentials. The whole exercise is thus aimed at fusing the varied interests
of party leaders, managers, professional cadres, workers and others into one '

consistent master plan for the allocation of resources and the distribution of income:

Among the Eastern bloc natioms, Yugoslavia is without 'doubt‘the'qnly

co#ntry with a formalized tgéhniﬁue of ﬁgltipaffite'dééisioﬁ—ma?i;ge iWhen thé--
system of "wq?kérsi\self;mahagemen£" waéifirst introduced in Jﬁné 1950;:many.  
critics in thg.Wést dismissed it as soci;iisf "win&ow dressing," while non—Yuéoslav
socialists cal}ed it capitalistic revisionism. Yet, this Somgwhat unique mélange

of multilateral bargaining, state direction, and wdrkers' self—detéfmination'
seems to have offered a viable, if not ideal, alternative to cemtralized commahd.
As outlined in a previous section, decision-making in the Yugoslav economy,
especially at the enterprise level--is shared by (1) "SOCi%tY" which legally owns
the enterprises and their assgts,.(Z) the rank-and-file workers.ﬁho have a stake
in the enterprise's productivity and profit, and (3) the Party élite which is
ultimately responsible for the enterprise's success or féilure_and follows the
Party's directives. All decisions regarding the use of the firm's fésburces,
setting personal incomes (above the minimum set by the state), determining prices
(where they are not fixed by tﬁe Government), and reinvesting paft of the enter-
prise's é%ééﬂx;are made by continuous '"negotiations' among these elements.

Workers' participation in self-management is also facilitated by a general workers'

meeting where individual workers can present their view, and by the referendums

"through which the entire enterprise votes on specially important matters. Each

enterprise is also partly controlled by the local Economic Chamber and Producers®

Associations to which it must belong.

Labor unions and trade associations in the Western semse do not exist in

| Yugoslavia. But, both strikes and unemployment do. Yugoslav trade unions are

voluntary and essentially political organizationms of workers. These organizations,



along with the League of Communists and the Socialist Alliénce, form the so-called
Socio-Political Organizaﬁions;—/ Almost all workers in the public (social) sector
are trade union members. The major tasks of the unions are: (i)‘to éssist.
self-management through thevpreparation of procedures.and guidelinesj and (ii)
to inifiate self-management agreements’én‘income distfibution (i.g., wage. rates, .
bonﬁses, etec.) aﬁd other matters of ma£é£i;l intereét.to workers. In the‘perfor—
mance of these tasks, labor unions put ﬁp'the list of candidétes to Se elected to
the Wbrke;s' Councils, and co-sign the éelf—management agreements.i

iThere are also chambers of worker organizations made up from Workers"Councils
at the loca;, regional and national levels cooperating with govefnment agenices
in formulating broad policies on matters of common interest to all working men.
Similarly, there are associations of state enterprises on an imdustry basis for
the purpose of cooperation in the exchange of information, scientific research,

~

competitive price policy, etc. S

A
The multiplicity of these organizations and controls, giving Yugoslavia a

pluralistic makeup is, however, also the cause of delays, dea&locks\and inefficien—~
cies. Economists and the press are dissatisfied with workers' frequent disregard
of long-term productivity and modernization, and their great preoccﬁpation with
high personal incomes not commensurate with their productivity. The charge is

that workers put too much stress on "self" and too little on "management."

On the whole, Yugoslavia's innovative system of 'self-management" through
compromise has not been able satisfactorily to solve the country's continued
economic problems--slow growth, unemployment and inflatiomn. While the Federal
Government;s scope for influencing the economy has been gradually pared, the
increased power of the Workers' Councils has fueled incipient wage and price

inflation. The low average level of skill and educatiom of most Council members,

and the political nature of many managerial appointments, and the self-centered

_j Socio-Political Organizations, in turn, are territorial political units
which constitute the "State." They consist of the Federation, the six Republics,
the two Autonomous Provinces, and some 510 local Communes.

R




behavior of industrial workers have been responsible for much of the persistent
difficulties. Yugoslavia's claim to have found an original means of elimimating
"class" conflicts between workers and management through their fusion into one

/

unified body still remains to be demonstrated.—

_/ The only other such experience~-that of post-independence Algeria~-has
‘already withered away. See, Ian Clegg, Workers' Self-Management in Algeria
(London: Penguin Press, 1971).
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IV.” The Socialist Market Sector

Yugoslavia's socialist market economy proyides for a méderatéAexercisg-
of consumers' sovereignty. - Compared to othér CDEs, however, pri?ate ownership,
coperation and initiatives are bj far the most extensive.

The 1974 anstitution‘authorizes cergaih activities (e.g. small farmiﬁé,
skilled;éraf}s, services)‘to be carried on by ?ersonal 1aborAénd.§££h,ﬁinor meahs
of produc;ion owned by.individuals. Professional activities (léw, he&icine, etc,)
may also be pursued on the basis of self-employment. This limited private sector
allows ten hectares of arable la;d'in agriculpure; five salaried workers in any
other business activity. Permitted also are cooperatives formed by farmers’or crafts-
men in which they can maintain ovmership rights and dispose of them freely. Private
individuals and cooperatives may also conclude long-term association agreements with
public enterprises which could gntitle them to full participation in.their self-
management. And, finally, the Law on Associated Labor allows inéividual working
people to pool their financial resources in a contractualko;gani;ation which could
operate.as a business unit; employ salaried workers without limits; réceive extra
income in accordance with their share of'ownership; and reinvest these incomes in !
the business for expansion.—

The private sector presently consists of small, individually-owned peasant
farms, professional services and catering run by self-employed indiwviduals, and
industriai small enterprises. The sector accounts for about 18 per cent of the social

product. Under the Yugoslav Constitution, land ownership is essentially'privaté.

Some 84 per'cent of the country's farmland (8.5 million hectares) is farmed by

B ten hectares,
2.6 million private farms of between two to/ rivate farms employ some 33 per cent

of the resident labor force, and account for about 58 per cent of marketable agri-
cultural production. There is no mandatory delivery of farm products to the state

at fixed prices. Except for certain staple food products, the prices of which are

__/ TUnder a law passed early in 1979, individuals and groups of citizens can operate
private shops and workshops; they can also invest their savings jointly with
Ysocialist" enterprises, earning a part of the profit. ' B




fixed, and also supported by the state,

farm products are controlled by supply and demand in the freeqmarket.. Farm
Prices have moved almost relentlessly upﬁard since the early'l9505 aé a result
of heavy demand pressures from gxpanding population and high pfoduction costs.—
There is an estimated éotérie of 256;600 small bﬁsinessés ih small manufaé-
turing plants employlng five workers or lesé; restauranfs, inns, béauty parlors,‘
repair shops, and retail stores’ 1nipr1vate self-employed hands. Mﬁre than
half the taxis and thousaﬁds of commercial trucks are.owner—operAted. Many
homes, apartments and villas are privately oﬁned. The majority-of residentialm

housing is privately constructed. Fixed-interest bonds are issuwed by enterprises

O

and owned by private individuals. People are also encouraged to buy interest-

bearing government bond issues. After the 1965 reforms, some of the major charac-

teristics of a market economy——decentrallzed dec1s1on—mak1ng at the enterprlse

level, the limited role of interest in both saving and investment decisions, and

)

. . y

freedomsin setting production and price policies--are increasingly in evidence.

As part of its economic reforms, Yugoslav1a since 1967 has Welcomed foreign
private investors to take advantage of the country's cheap labor, industrial base,
B and hydroelectric potential to set up 49-51 per cent joint ventures with Yugbslév
<:> firms. The foreign investment law allows foreign corporations te share in the
profit of local companies with freedom to také back all their inveétment, and

most of their earnings. The aim has been to gain access to Western private

know-how, patents, processes, and marketing techniques.

- _/ Mandatory limits of 25 acres on private land holdings (state and collective
farms are exempt), and prohibition against hiring farm hands, however, are considered
among major-obstacles to increased farm productivity, and the principal reason for
agriculture remaining Yugoslavia's most lagging sector.

- _/ The General Export--founded in 1952 to facilitate Yugoslav exports to hard
currency markets——ls a commerplal enterprise in everything but legal structure.
“Although legally operated as a collective, under worker self-management, it 4is, in
effect, run by an enterprising general manager. Genex operates a commercial airline—-—
the first in the communist world—-a commercial radio station, and has large interests
in Yugoslav banks, industrial companies, and tourist facilities.
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The Yugoslav:Economy: An Overview

In Yugoslaviafs maverick system,.neither a centralized hiérarchy no:<the
free market has the ﬁltiﬁéte‘décisien—méking power;’ Théy Bdth ﬁéﬁeAlimited
functiohs, Insteadra céﬁplex array of delegated anﬁ mﬁltilaterél processes,
assisted in various‘forms and degrees by the state and the market, are respon-

-

sible for the management of the economy.-f

Under the 1974 Constitution; the state functions are decentralized to the
largest possible degree among lower echelons of political organizatioms. Further-
more, the government is freed to the largest possible extent from the management
of the economy. Specifically, the state does not own or operate‘tge means of
production; it has no financial or administrative control over the production
and distribution of social services; its revenues are limited to what ié necessary
for financing current classical functions (e.g. defense, justice, etc.). The
state role in the economy is thus largely residual and restricted to: (i) resolving
conflicts and establishing consensus between completing organs amd imstitutions in

society, particularly in matters of social priorities; (ii) to monitor implementa-

T

_/ A Yugoslav industrial expert is reported to have said "our self-management is a
mixture of totalitarianism and anmarchy, but it is the best we have." See below for
reference. ' ‘
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tion of social plans; and (iiif'a few direct cont;ols affecting thelnationai
interest (e.g. fixing prices of a few key items). The actual state involve-
ment in the econoa; takes place mostly through Social Compacts.

The market also enjoys very limited functions on-thé thoslav séene;‘
Market socialism simpiy means a complex set of ;ocialfacfions and t;aésaétions;;r
in the mérket place, ﬁroadly.defined, Indeed with the é;éeftion of a'variety
of ‘goods and services (mostlf consumer items) for'which‘the market:is éombeti—
tive and prices'determined by supply and demand, the market mechanism héé no
part to play in Yugoslav economic managemént. The market for labor is rejected
on ideological groundsin order not to treat workers as a “commodity"™. Wages
and labor remunerafions are part of the residual incomes of BOALs enterprises
(after all other expenses but before taxes); they are determined within certain

;riteria and limits defined in Social Compacts and Self—ﬂanagement‘Agreements.
Similarly, there is no ''capital market." The decision regarding reinvestments
is made by enterprises themselves within broad guidelines. Much investments are
thus self-financed. Bénks do exist, and credit is extehded to borrowers at
interest. There are also inter;enterprise investments based on income and
risk sharing arrangements.- But interest rates are administratively determined,
and thus not equiiibrium rates. Rents, too, are mostly fixed in Imteragency
agreements and are not necessarily equilibrating.

With regard to goods énd services, except for certain items mentioned
before, there is no real market in the classical sense. For public goods and social
services supplied by Cémmunities.of Interest, the market mechanism is ruled .and by d
tion. All transactions between suppliers and users are im a sense rationed and
categorized as ''free-exchange of labor" -- making participants in the CI directly

responsible for financial arrangements to cover cost. 1Im the case of goods and

services transferred and delivered among BOALs or enterprises, the Self-Management.

efini-
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Agreements regulate the terms. Transﬁer prices are thus a mattér of agreement
among interested parties; they are often not paid or received, but accounted
for in incomé—sharingiﬁormulae. These prices may differ substantially and .
for some time from the true “equilibrium pfices". “And, finally, thgfé‘aﬁe
certain “basic; or "strategic" goods and services for which prices‘are‘céntrolled

/

by Social Compacts or administrative decisions.”’

In short, neither the state mor the market in Yugoslavia is relied‘upon

to ensure a supply-demand equilibrium or a welfare optimum. They are both
expected to give certain signals for the decision-makers to follow. State
signals are meant to show the way toward a stable equilibrium and an optimal

welfare. Market signals are expected to reflect consumers' reactions to the

-

" State directions.

The weaknesses of this hybrid system are not few. Despite coné&derable measures
of price controls on which the Yugoslav authorities have relied heavily in recent
years, the rate of inflation has often been.far larger than planned'(e.é; 23 per
cent rise in the cost of living in 1979 as against the pr&jected 13 per cent), and
highei tha;'in most other E;r;géan countrieé ghréughout the 19?6'8. Despite a very
generous official polié&hin favor of very low interesﬁ raées, tﬁe total cost of
ongoing inveétment projects haye far exceeded the amount laid down in the Social

Despite heavy emphasis on self-management planming,
Plan (1976-80)./ investment in certain sectors fe.g. energy, transportation and ship—
building) have recorded increases'well in excess of those'pianned; but in other
sectors (e.g. agriculture, tourism and housing), it has fallen short of official

targets. Industrial productivity at only 2.2 a year has beem nearly half of the

laoned 4 per cent. | Despite the elimination of "capitalist" enterpréneurs, Yugoslav
P P P p » g

_/ There also have been complete price freezes on a range of goods and services,‘
and top limits on prices which are normally allowed to fetch their own level in the
mzrket, as in the 1979 summer when the inflation rate threatened to reach 20 per cent.
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unemployment haé recently been the highest in Europe (arouﬁd>12 per cent)--not ;
counting a million workers abroaézx And.most interesting of ;IijE;;;;te the
prevalence of "self—ﬁanagément“ by workers, Yugoslav industries haveKBeen facing
- a rising number of sgriRES (calléd "work~s£oppage“).ﬁith an incre;sing number'of
workers taking part inAtheﬁ.—!‘ - |
Exceét for a very'réspeétable rate oﬁ-growtﬁ; andffor personai=iﬁcbmes that

have been rising faster than labor productivity, Yugoslavia's record -in internal

and external economic instability (i.e., inflation and balance of payments deficits),

high foreign indebtedness, unemployment, management.efficiency, capacity utiiiiation,

and materials waste has matched the poor performance of countries in .either
socialist or non-socialist camps.. If history is any-guide to objective judgment,
it looks like it would take many moons before Yugoélavia,‘too, finds its ideal path

to an incontestably successful economic direction and management. '

%
3

_/ One Yugoslav trade union leader has defined Yugoslav strikés as "a specific
form of the working-class struggle taking place after specific mechanisms of the
self-management system have failed." See "Jugoslavia," The Economist (August 11,
1979).




YUGOSLAVIA

BASIC DATA

LAND AREA (sq. km.)

POPULATION -(1977 estimate)

Net annual increase (1970-77 yeafly average)
Urban (per cent of total, 1975) ,
Working Age (15-64) (per cent of total, 1977)

LABOR FORCE (total civilian, 1977)

Agriculture, foreétry, fishing (per cent of total)
Mining, manufacturing, construction (per cent of total)"
Services, etc. (per cent of total) :

GROSS DOMESTIC PRODUCT (market prices, 1977)

~ oL

Per capita (1977)
Average annual increase (1960-77)

Public consumption (per cent-of GDP, 1977)
Private consumption (per cent of GDP, 1977)
Fixed capital formation (ratio to GDP, 1977)
Savings (ratio to GDP, 1977)

GROSS DOMESTIC PRODUCT (market prices, 1977)
Agriculture, forestry, fishing (share in GDP, 1977)
Mining, manufacturing, fishing (share in GDP, 1977)
Services (share in GDP, 1977)

FOREIGN TRADE

Exports (ﬁer cent of GDP, 1978)
Imports (per cent of GDP, 1978)

' 256,000

Y

. 22 million

0.9 %
38 7
66 7

9.5 million

42 7
- 24 7
34 7

$ 47 billion

$ 1,960
5.6

20
54
.~ 33
26

b

I ]

$ 47 billion

16 %
45 7
39 %
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Office Memorandum

Ap .

W

TO : Mr. Whiﬁﬁpﬁga//’\ /é;// pATE:  April 14, 1980
FROM  : A. Mountford jjii
SUBJECT : Yugoslavia--Postponement of Discharge of Repurchase Obligation

Yugoslavia has a repurchase obligation equivalent to about
SDR 62 million under the old Article V, section 7(b), that will become
payable at the end of April. As we expected, the Yugoslav authorities
have asked that this repurchase obligation be postponed to coincide with
various oil facility repurchase installments due in the remainder of 1980
and early months of 1980. You indicated to me earlier that we should
support this request.

The attached draft is the short section of the EBS document that
will be required to get Board approval on a lapse of time basis. It gives
the balance of payments justification for accepting the requested postponement.
If you agree, it can then go to- Treasurer's Department, who will prepare the
rest of the paper.

Attachment

cc: Mr., Tyler (o.r.)




DRAFT
AMountford
4/14/80

Yugoslavia's balance of payments position, including develépments
in 1979 and the prospects for 1980, is described in the staff paper
on Xugoslavia's receﬁt ugse of Fund resources under the compeénsatory
financing facilit? (EBS/80/14, 1/21/80).

The balance of payments worsened in 1977 and 1978, with current
account deficits of about $1.3 billion in both years, largely due to
resumption of strongly expansionary policies. In 1979 theVYugoslav
authorities introduced é stabilization program intended to dampen
domestic demand pressures, reduce inflation, and keep the current
account deficit in the region of $1.0 billion. In practice, however,
the balance of payments éituation deteriorated sharply, with a widening
of the current account deficit to $3.4 billion, Whichrled to a fall
in the gross foreign reserves of the banking system by about $1.2 bil-
lion to a.level of $2.0 billion at the end of 1979, equivalent to only
? 1.2 months of current.account payments at the projected 1980 level;
“ﬁ%ﬁ“?%§§n part, this severe deterioration reflected ;% lack of sﬁccess of the

stabilization program, as the buoyancy oéfgzﬁgia continued unabated,

with strong ‘increases in ‘all categories of consumption and investment.

The continuing strength of demand, ana an acceleration of inflation, led

the authorities to 1ntroduce addltlonal ta 111zati0n measures in mid-1979,
b th ands o n&zj% ,

and there are indications of_a-decel %&aaaaﬁﬂgxowmh in the second half

of the year. WNevertheless, for the year as a whole, the continued over-

heating of the economy was one factor contributing to the stagnation of

exports and a high increase in the volume of imports. But the widening




of the current account deficit in. 1979 was also related to the combination
of~a-serdesof _adverse special factors, notébly the impact on earnings
 from tourism of an earthquake in Montenegro in April 1979, the increase
' Led

in prices of oil and other imported raw materials that pxedueced a 4 per
cent deterioration in the terms of trade, and bad weather which reduced
cornvexports and necessitated imports of wheat. For 1980, the authorities
have introduced a stronger stabilization program, designed, inter alia, to
reduce the rate of inflation to 17 per cent (GSP deflator), slackeﬁ the
pacé of expansion (from 771 per cent in 1979 to 5 per cent in 1980, in
terms of real growth of GSP) and reduce the current account deficit to
$2.0 billion. ~Preliminary information suggests that exports rose vig-

&
orously in the first two month,fmind the growth of imports slackened, but
despite this there was a further substantial loss of reserves. For the

aliead,;

year as a whole, the authorities afeépianﬁéngwthat capital inflows will
: i
more than cover the forecast current account deficit, be-addow some increase

in the reserves from their present level,

It is recommended that the proposal of Yugoslavia be accepted.
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Office Memorandum o @

0 : Mr. Tylég) | ' ' pATE: March 27, 1980
FROM : - A. Mountford fNW
SUBJECT : Commercial Banks' Calls About Yugoslavia

There has been a discernible increase in the interest shown
by commercial banks since December 1979, and there have been many calls
in the last two weeks. In'most cases, the inquiries relate mainly to
factual or statistical questions, but increasingly the banks are seeking
to trap us into making evaluative statements about the future. TFor the
time being these are easy to avoid, but this may become more difficult.

—~ - In some recent calls, I have responde& by asking the banks how

- = they feel, and the answers are quite interesting. Those banks that make
their own balance of payments forecasts (e.g., Morgan Guaranty, Irviang
Trust, and Union Bank of Los Angeles) regard the official target of a
current account deficit of US$2 billion as unattainable: their own
rough forecasts are in the range of US$2.6 billion or US$2.75 billiom,
but it should be borne in mind that the banks are not aware of the oil
pipeline problem (which will add at least US$300 million to the import
bill in 1979).

There are clear indications that Yugoslavia has been approaching
a lot of banks in the early months of 1979. My guess is that they have
included some previously untapped banks in these efforts. It is toc early
to judge whether they have been successful. Some major banks, however,
(Morgan Guaranty, Irving Trust) have become more cautious than before
about Yugoslavia, and one person even suggested that in 1980 Yugoslawvia
i~ would probably be able to borrow less in total (presumably on a net basis)
‘ from the banks than in 1979. If this is the case, it has serious implications.
You will recall that, when I talked about the consultation mission
to Mr. Stojiljkovic on March 13, he indicated that Yugoslavia was in the
process of approaching the banks in Europe and the U.S:A. for new loans,
and that the Yugoslav authorities were inviting the banks to call the Fund
if they had questions about economic developments and policies. At that
time also, Mr. Stejiljkovic said he would appreciate hearing from us if
there was any significant feedback. If you agree, I shall call him and
describe the reactions described above, without, of course, mentioning any
bank by name.

(o .
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March 31, 1980

MEMORANDUM FOR FILES

Subject: Yugoslavia and Romania

Mr. Ruding telephoned to ask whether we had any late news from
Yugoslavia. He said that he intended to phone the Minister and Bogoev to
push once again the arguments in favor of a stand-by with the Fund. Per-
sonally he did not think that they would make a decision until after the
Hamburg meeting where they would have an opportunity to take the tempera-
ture of the Group of 24,

I said that for my part I had three points to put in his mind.
First that the claims on the SFF were now mounting and if all potential
claims came through we would be eating into the amount left quite rapidly.
Secondly that the most recent data from Yugoslavia suggested that the
underlying position both with the domestic economy and the balance of pay-
ments might be somewhat worse than had seemed to be the case three or four
weeks ago. Thirdly we had been receiving a lot of calls from commercial
banks generated by Yugoslavia's requests for further bank facilities and
we had gained the impression that there was some unease about Yugoslavia's
accounts. '

I took this opportunity to tell Mr. Ruding we were faced with a
very weak CFF application from Romania.  Weak both in the sense that the
technical cdse was much less clear than we would have wished and because
we found that we had no good answer to meet questions ‘as to the degree of
Romania's cooperation with the Fund., T therefore told him that we were
pressing hard on the IFS page and I hoped that if Bucharest phoned him he
would support us. He said he had no difficulty and would do so.

Yy %4

L.A. Whittome

ccy EED



Office Memorandum Yugosiann

Y0 : Mr. Tylé%q V DATE: February 15, 1980
FROM  : P. Holden (). H .
SUBJECT : Current Account and Price Data for

our Countries for 1979

Greece Israel Romania Yugoslavia
Current account deficit : A
(In millions of USS$) ) C 1,470 3,600 695 3,185
Current account deficit/GDP . 4 21 approx.3 1/ 5
O Ravte of inflation 2/ ' 20 78 2 23

1/ The estimate is a very rough approximation since no GDP figuie is
available and national income (in Romanian definitions) is awvailable in
lei only and there is no exact exchange rate to convert to U.S. dollars.

2/ Average 1979 on average 1978. ‘

AP

e

i




February 12, 1980

MEMORANDUM FOR FILES

Subject: Yugoslavia-—Conversation With Mr. Ruding

Mr. Ruding telephoned me from the Netherlands following a
visit of several days in Belgrade.

He said that recent economic developments were rather
encouraging. The federal government had introduced a new program
which, in his view, was quite tough and impressive. As examples
of strong measures, he mentioned that it had been decided that none
of the increases in oil prices should be allowed to pass over imto
higher nominal wages. As a result, real wages in public sector will
decrease by around 2 per cent in 1980. There are also measures to
cut back investment and consumption at republican levels. The autho-
rities had committed themselves to becoming more active in the exchange
rate field and in January, the nominal effective exchange rate had
fallen by 3 per cent.

» The Vice Prime Minister who looks after economic affairs
(Mr. Ikonic) admitted that measures taken last year had had little
impact on republics and enterprises. In contrast, policies this year
had received a full commitment from the Federal Assembly and from the
republics. Mr. Ruding said he was encouraged by this new attitude.

Regarding the possible stand-by arrangement, to be discussed
during the forthcoming mission, Mr. Ruding said that the Yugoslavs had
a preference for a one-year program and wanted the second and third
credit tranches, together with SFF. I said that I could see little
hope that staff and management would agree to a one-year arrangement

with this much money, given the current economic situation of Yugoslavia.

¥Mr. Ruding did not disagree with this, but said that he would not want
a longer program to run past the end of 1981.

('.}7

Geoffrey Tyler

cc: Mr. Whittome ./
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Office Memorandum | Y,

. Mr. Finch )
TO : Mrs. Lachman pate: February 8, 1980
FROM :  Geoffrey Tyler 9-?
suUBJECT : . Yugoslavia-~-Import Restrictions

I preface this memorandum by apologizing for raising the subject
at such a late stage, but its importance is such that we need to have an
agreed staff view when we discuss a possible stand—by arrangement with the
Yugoslav authorities.

In the context of the Yuguslav Constitution and associated laws,
planning of foreign trade has devolved to a great extent to the enterprise
level. 1In particular, individual enterprises must agree between themselves
about how much they each will export and import so that their republican
trade targets will be achieved. If in the course of the year it becomes
evident that the target for imports is being exceeded, enterprises have
an obligation to take appropriate measures to reduce their import demands

"or the republics or the Federation may instruct them to take such action.

In 1979 the latter occurred. In mid-year the federal and repub-

.lican governments agreed that to fulfill the 1979 balance of payments target

it was necessary to limit imports of goods once republics' imports had reached
the planned levels and the procedure used was that the republican Natiomal

- Banks would not register any new contracts after that time unless exports

exceeded planned levels. This measure was carried out within the framework
of the self-management system.

My interpretation of the measure, made inter alia in the light of
the discussion of the legal position in Yugoslavia contained in SM/78/246,
is that we would probably regard this measure as the imposition of am import
restriction~-and perhaps as an exchange restriction if it turns out the National
Bank action involves the withholding of foreign exchange. It is at least possible
that a similar mechanism will be used in the future if imports appear to be
greatly exceeding planned levels, since it is a logical extension of the basic
system of planning foreign trade. In a stand-by period, we could therefore be
faced with the poessibility that we would have a breach of a performance criterion.
In any case, I suppose we shall have to decide whether the 1979 action was a
restriction since we shall need to . describe performance under the first credit
tranche stand-by arrangement of May 197¢

It seems to me that the mission needs to know two things:

(i) whether action of the kind described above would be classified
as an import (or exchange) restriction; and

(ii) what the Fund attitude might be toward such a restriction in the
context of an upper tranche stand-by arrangement, in particular whether we would
be willing to support any requested modification of the stand-by arrangement.




> -

I hope that we could have a short discussion of the matter, preferably
before the main body of the mission leaves on Tuesday afternoon, February 12.
If that is not possible, then it could be later in the week since I shall be
in Washington until February 19, inclusive.

cee

Mr. Rose
Mr. Mountford
Mr. Hicks
Mr. Loser
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INTERNATIONAL MONETARY FUND

WASHINGTON, D.C. 20431 L

CABLE ADDRESS
INTERFUND

- February 1, 1980

MEMORANDUM

To: Treasurer
Internal Auditor
Director, European Department
Director, Exchange and Trade Relations Department
Director, Legal Department

From: The Secretary Wy

Subject: Yugoslavia - Purchase Transaction - Compensatory

Financing Facility/

At EBM/80/16 (2/1/80) the Executive Board agreed to the
request of Yugoslavia for a purchase transaction under the decision
on compensatory financing of export fluctuations, as set forth in
EBS/80/14 (1/21/80).



)

INTERNATIONAL MONETARY FUND
WASHINGTON. D.C. 20431

January 15, 1980

MEMORANDUM

To: Mr. Finch
Mr. Habermeier
Ms. Lachman

From:  N. Kaibni Z\}|<C.

Subject: Compensatory Financing Facility—--Yugoslavia

I would appreciate receiving your comments on the attached

draft by noon, Thursday, January 17.

cc: Mr. Hood
Mr. Schwartz
Mr. Whittome

e

e

CABLE ADDRESS
INTERFUND
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YUGOSLAVIA W\/”’&"

Use of Fund Rescurces-~€ompensatory Financing Facility % Ky w‘“k

Prepared by the Research and European Departments bJuhq

hm

(In consultation with the Exchange and Trade Relations, ‘
Legal, and Treasurer's Departments)

Approved by Wm. C. Hood and L.A. Whittome

January , 1980

The Managing Director has been informed that the authorities of
Yugoslavia will shortly request a purchase of the equivalent of SDR“‘
138.5 milléon (50 per cent of quota) under the compénsatory fiﬁanci;é
facility. The request is expected to be made with respect to a short-
fall in éggregate earnings from exports, travel, and workers' remit-
tances for the calendar year 1979. If approved, the purchase would
raise the member's outstanding purchases under the facilityffrom 50 per
cent to 100 per.cent oquuota. A waiver of the limitation in Article V,

"Section 3(b)(iii) of the Articles of Agreemeﬁt will be required.

This paper, which is circulated  in advance of the formal request from

Yugoslavia, is presented in five sections and an annex. The sections deal

with (1) cooperation with the Fund and balance of payments position, (2)
estimation of the shortfall,A(B) causes of the shortfall and earnings
prospects, (4) repurchase, and (5) staff appraisal and pfoposed decision.

Tugoslavia's relations with the Fund are summarized in the annex.




CONFIDENTIAL

INTERNATIONAL MONETARY FUND
YUGOSLAVIA

Use of Fund Resources——Compensatory Financing Facility

Prepared by the Research and European Departments

(In consultation with the Exchange and Trade Relationms,
Legal, and Treasurer's Departments)

Approved by Wm. C. Hood and L.A. Whittome

January » 1980

The Managing Director has been informed that the authorities of
Yugoslavia will shortly request a purchase of the equivalent of SDR
138.5 million (50 per cent of quota) under the compensatory financing
facility. The request is expected to be made with respect to a short-
fall in aggregate earnings from exports, travel, and workers' remit-
tances for(the calendar yvear 1979. If apprbved; the purchase wouldA
raisé the member's outstanding purchases under the facility from 50 per
cent to 100 per.cent of quota. A waiver o%xthe limitation in Article V,
Section 3(b)(iii) of the Articles of Agreement will be required.

This paper, which is éirculated'in advance of the formal request from
Yugoslavia, is presented in five sections and an annex. The sections deal
with (1) cooperation with the Fund and balance of payments>position, (2)
estimatién of the shortfall, (3) causes of the shortfall and earnings
prospects, (4) repurchase, and (5) staff appraisal and proposed decision.

Yugoslavia's relations with the Fund are summarized in the annex.
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1. Cooperation with the Fund:and the balance of payments position

" a. “Cooperation with the Fund:

-

Since the proposed purchase (éBR 138.5 million) will raise the
amount outstanding under the CFF above 50 per cent of Yugoslavia's
quota (SDR 277 million), the Fund must be satisfied that Yugoslavia
has been cooperating with it in efforts to find appropriate solutions
for its balance of paymeﬁts difficulties., The staff's reasons for
believing that this requirement is met are given below.

In March 1979 the Yugoslav authorities communicated to the Fund
a financial program for the calendar year 1979, in support of which
the Fund in May 19?9 approved a stand-by arrangement in the first
credit tranche (SDR 69.25 million). Executive Board discussion of

the stand-by arrangement coincided with both the 1979 Article IV con-

. sultation and approval of a purchase under the CFF on the basis of

jn export shortfall for calendar year 1978,

Yugoslavia's economic performance during 1979 has in some respects
fallen short of that envisaged in the financial program. The most
important area in which developments in 1979 were disé;pointing, by
comparison with the aims of the program, was the balance of payments.’
The current account deficit widened sharply, to SDR 2.5 billion,
partly due to developments abroad, and partly to the continued over-
heating of domestic demand. Inflation accelerated in 1979, as the
rise in consumer prices during the year was about 24 per cent compared
with 15.6 per cent in 1978, and the original program férget of 13 per

cent. The increase in producer prices was about 17 per cent. One of

the main reasons for the higher than projected rate of inflation was
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the increase in oil prices, which was quickly reflected in domestic
prices. An additional factor was the unexpected strength of domestic
demand in 1979, as real growth of GDP remained at the 7 per cent rate
of 1978, although there is evidence of a gradual slackening in the
pace of expansion in the second half of 1979,

In response to the unexpected developments, the authorities took
additional meaéureé.in the course pf 1979, 1In particular, a partial
price freeze was introduced in August 1979, and compulsorf down-payments

for goods bought on hire purchase were raised. In addition, agreements

"were reached with enterprises to curb nonessential spending. These

measures may have contributed to tﬁe gradual slowing.down of the
economy in the second half of the year. For the year as a whole,
consequently, the growth gf reserve money and money supply remained
below the ceiling'éstablished in the financial program, élthough the
increase in domestic credit was‘considerably 1aréer. In the field of
public finance, Fhe federal budgef outcome ié estimated to have been
close to the plan, but preliminary indications are tﬂat expénditures
by the republics and provinces grew more rapidly than intended and
contributed to the continued overheating of the domestic £CONOoMmY «

For 1980 thé authorities intend an intensification of the stabilization
effort, and have programmed a more distinct slowdown in economic activity
with a real increase of GDP of 5 per cent, compared with the 7 per cent in -
1979. Producef prices are pr;jected to rise by 12-per cent,-and retail
prices by 17 per cent (annual averages). Procedures have been instituted to
bring the growth of public expenditure under better control, especially

with respect to nonessential investment by local government bodies. Monetary
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policy‘will aim at keepihg the growth in domesti; credit and money supply
to rates that are consistent with the targeted reduction in inflation.

With more effective domestic stabilization measures and assuming that
the special factors tﬁat affected the current account adversely in 1979
ére not repeated, the authorities hope to achievé&a reduction in the current
account deficit to SDR 2.0 billion in 1980. The intended measures to improve
the balance of payments position include new credit facilities fog éxports,
and a mére active pdlicy with respect to tﬂe exchange rate.l,The aim of
policy wili continue to be to perﬁit a gradual effective depreciation over
time that is sufficienf to compensate for the inflation difference between
Yugoslavia and Her main trading partners. lIt is felt, moreover, that the
effective depreciation in 1978 and 1979 may not have been sufficient to
restore complétely the competitive position, and the authorities accordingly
hoﬁe to be able to achieve a more rapid and effective compensation for
inflation differentials in the future.

The authorities have remained in close contact with the Fund staff.

The unexpected difficulties&ﬁhich gmefged in 1979 and the policy measures

' adopted to cope with them were discussed during the Annual Meetings in

October 1979, and more recently on the occasion of a mission to Belgrade
in December to explore the possible use of Fund resources under the compen—

satory financing facility. A staff mission will visit Yugoslavia in

A Febrﬁary 1980 to conduct the Article IV cdnsultation discussions. The

request for a CF purchase is expected to include a statement that Yugoslavia
will cooperate with the Fund in efforts to find appropriate solutions for

thé balance of payments difficulties. The staff is of the opinionuthat the

stricter test of codperation associated with the proposed purchase has been met.
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b. Balance of payments position

. . After recording deficits in 1977 (SDR 1.1 billion) and 1978 (SDR 0.9
billion), the current account deficit of the balance of payments increased
sharply to SDR 2.5 billion in 1979 (Table 1). Originally, in the financial
program for 1979, a current'account deficit of SDR 0.8 billion had been fore-
cast on the assumption of less buoyant domestic demand, and continuapion of
a more activé exchange réte policy. In the event, hbwever, the stabilization
program was less effective than had been expected in dampening the excess
demand pressures. At the same time, import prices (particularly for oil and
raw materials) increased faster than expected, and foreign demand for Yugoslav
éxports slackened. Moreover, an earthquake in April 1979 adversely affected
earnings from tourism.

The main element in the widening of the trade deficit in 1979 was the
sharp expansion of impbrts (26 per cent), refleéting mainly higher import
prices (18 per cent). Merch§ndise exports were about unchanged in 1979 in
volﬁme terms, and almost allvof the 13 ﬁer cept increase was due to higher
prices. The terms of trade deteriorated by about.: 4A p“e.rcentage points.

The surﬁlus on invisibles account was the same ih 1979 as in 1978
(SDR 2.8 billion), even thdugh earnings from tourism fell, due to the impact
of the earthquake apd the subsequent adverse publicity which affected the
1979 summer season. Receipts.from workers' and emigrants’ remittanées rose
reflecting the appreciati;n agains£ the SDR of the currencies of the Eﬁropean

countries in which most Yugoslav workers abroad are employed.

On capital account, net long—term inflows in 1979 amounted to SDR 776

million, or SDR 302 million less than in 1978, Net short—term capital inflows



-~ Table 1. Yugoslavia:

(In millions of SDRs)

'Balance of Payments, 1977-80

. : - 1978 ~ - 1979 1980
1977 Preliminary -~ Estimate Forecast
Exports, feou.bs 4,435 4,641 5 228
Imports, c.i.f. -~8,353 -8,351 -10!501 -11,207
Trade balance . -3,918 -3,710 =5,273 -5,240
Receipts from workers and -
enigrants 2,133 2,358 2,631 2,939
Travel receipts ‘ 779 | 915 897 1,023
Other, net -120 -506 -730 -709
Invisible balance ' 2,791 - 2,767 2,798 3,253
~ Current - : -1,127 =943 -2,475 -1,987
" Capital account - ' A
Long-term capital received
Drawings = S 2,283 2,236 2,170 3,303
Repayments .. =-B99 -1,038 ~1,317 -1,360
" Long—term loans ' ' :
extended, net - : -182 -120 - ~77 -116
Short—-term capital net 2/ -108 . .133 678 722
0f which: '
Compensatory borrowing,
net 3/ (64) (280) (194) (386)
Capltal account balance” /l 094 1,211 1,454 2,276
SDR allocation - - —— —
Overall balance ~ ~33 . . 268 ~992 318
Excluding net compensatory ' o
-borrowing . -97 -12 -1,186 —~68
_ Financing.the deficit 4f
Use of Fund resources - =96 -75 165)
S§DRs - -3 ~4 - -26)
Reserve position in the Fund -- ~-62 61) -318
Gold - . -2 ~4- . -3)
Official forelgn exchange T =205 775)
Other = - 179 82 20)
Total , ’ ' 33 ~-268 992 -318
‘Memorandum item:
Gross convertible international :
reserves (end of period) 2,283 2,415 1,445 cas

Sources'> Data . supplied by the Yusoglav: authoritles, and staff estimates.
1/ Converted from U.S. dollars at rates (U.S. dollars.per SDR-1):

1978, .0.79872; 1979;. 0.77492;  and 1980, 0.77288.

of rounding.

2/ 1Includes net errors and om1531ons, changes 1n bilateral balances,
'adgustments. he

3/ By commercial banks.
4/ Increase in assets (—).

Trade account and credits from
“travel and workers’ -and. emigrants' remittances at current exchange rates; other #

visibles and capital account at historic exchange rates. Detail may not add becg

1977,0. 8565
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(includingve¥rofsrand 6missions, etc.) were SDR 678 million (SDR-133 million
in 1978), of which compensatory borrowing by the:cémmercial banks . amounted
to SDR 194 million; This' left an overall balance of payments deficit of

SDR 992 million (compared with a surplus of SDR 268 million in 1978), which
was financed mainly by a rgéuction in official foreign exchange.

The current account deficit in 1980 is forecast to decrease to SDR 2.0

-billion, on the basis of an increase in the volume of exports in response to

the-forécagt.groﬁth.of foreign éémand for certaih»exports, a more normal
harvest, aﬁ inteﬁsifiéatién‘of meésufés of domestic rest#ainf, and an
gxpected recovery of thg tourism sector. The officiai forecast of a zero
increase in the volume of imports, however, mayvpxové difficult to realize.
In addition, the forecasts were made before the further increase in crude
0il prices in December 19?9. Therefore, the current accoﬁnt-deficit may well
be somewha£ largef'than the official forecast, unless policy is tightened
even more thaé‘had been foreseen. |

The considerable“émbunt,of foreign borrowing since 1977 has faised the
level of externa;vAebt,_égd the external debt fatioAat end 1979 is estimated
at 21722 pérﬂéeqt %ith é;nvérfiblewcurréhcy countries. The authorities
.regard;the‘dgbt.situatioﬁ as mahagéable, although.they‘would not wish to see
a marke&_incfease ip the debtvsérvice burden.

"~ After the sizable reduction in gross convertible international reserves

" in 1979 to SDR i.4‘billion; some-increase in official reserves.in 1980 -is

planned by the“authorities.;‘This'is éxpeéted~to bé~made1possib1e by a net
inflow on capifél account of SDR 2.3 billion, including some SDR 386 million

of net compensatory borrowing by the coﬁmercial banks.
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2.' Estimation ef the shortfall

The Yugoslav authorities have requested that calculation of the short-

~ fall be baseé on data covering workers' remittances and receipts from travel,

as well as'merchaﬁdise exports. This is the first instance of a member
tequesting'inéiusion of the two services'items'in the éalcﬁiation since
such treatment has been permitted by the 1979 comﬁensatory financing decij
sion. The staff‘is satisfiéd that the data on workers' remittances and
travel cempil?d by Yugoslavia are suffiéiently’reliable for'theipurposss

of the 1979 CF Decision. Under the terms of that Decision, the choice is

vbinding for five years and therefore any CF request by Yugoslavia before

February 1985 would have to be based on the same coverage as that used for
Jthevpresent request.
The‘authbrities‘have :equested that the calandar year 1979 be treated

as the shortfall year and in‘ordér~to‘do>this;‘thé’stsff, in,éooperation

with the Yugoslav aﬁthdrities; hsﬁe'estimated earnings for the part of the -

shortfali-year‘for which data’are not presently available; earhings”haveb

been estimated for December 1979 in the case of merchandise éxports and

for the three months October-December in the case of workers' remittances

and travél. ﬁerchandiss exports for December are estimated at SDR 516 millionm,
}40

. and the value for the year as a whols)at SDR 5 228 million,A;B per cent

ﬁhlgher than in 1978.‘ Earnings from workers remlttances and travel in

“the last quartsr of lQ?Q’havefbgen estimatqﬂ.by assuming that the rate

of change‘for‘the*fitst*three quarters of 1979 over-the-corresponding

period of 1978 will continue in the last quarter of 1979. Oﬁ’this basis,
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workers' remittances for calendar year 1979 are estimated at SDR 2,631

(12 per cent above 1978) and receipts from travel at SDR 897 million

(2 per cent below 1978).

The aggregate value of merchandise exports and services receipts:

increased by about 10 per cent per year from the.average level in 1977-78

to 1979. shostladdvpmpmm GCrowth in the two post-shortfall years, 1980 and

- 1981, ‘is projectedfto accelerate to-slightly more than 13 per cent per year.

The shortfall estimated on the basis of the judgmental forecast is equivalent

to SDR 190 million, which is 38 per cent larger than the amount of the pur-—

‘chase expected to be requested (Table 2). The shortfall for merchandise ex-—

ports, at SDR 125 million, was twice as large as the combined shortfall for

workers' remittances (SDR 22 million) and travel (SDR 42 million), but if the

" two services are not taken into account, the amount that could be purchased

by the member would be less than the proposed amount, which is the maximum
permitted by the quota limitation.
‘A pteviqUS"comgehsétdry financing purchase (SDR 138.5 million) by

Yugoslavia was made in May 1979 with respect to an export shortfall for

calendar year 1978'(EBS/79/272, dated 5/11/79). On the basis of actual data

for the fifst'elevgh months of that post—éhortfallvperiod and currently
estimated‘aata for'the remainder Yugoslavia incurred an estimated shortfall

equivalent to SDR 228.7 million compared with the Judgmental shortfall -of

" SDR 239. 5 mlllion made at. the time of that purchase. a

3. Causes of the shortfall and earnings prospects

Yugoslavia's merchandise exports cover a wide variety of products,

ranging fromjraw’materials and semi-manufactures to heavy industrial products,
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Table 2. Estimation of the Shortfall in Aggregate Earnings from
' Merchandise Exports, Workers' Remittances and Travel

(In millions of SDRs)

Calendar years
1980-81 geometric average

1977 1978 1979. Formula 1/ Judgmental Minimum 2/
Total earnings 7,347 7,914 8,756 10,556 10,610 "10,457
Shortfall '
Formula 172.2
Judgmental 190.5
Minimum . 138.5
Proposed purchase ' . 138.5

“lj -Calculated from yearly éarnings shown in the first row of Table 4 as:

. 1/2 8,756 x 7,914 x 7,347, 1/3
(7,347 x 7,914) (5.002 x 5,670 x 6,767

2/ Level at which shortfall is equlvalant to SDR 138.5 million or 50 per cent
of quota.
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and itsAmain trading partners a;é the developed countries aﬁd the CMEA and
other socialism countries. After slowing to 5 pér cent in both 1977 and
1978, the rate of export growth is estimated to have inreased by 13 ﬁer

cent in 1979, largely as a result of the higher economic growth of the EC
countries, especially Itély and Germany (Tables 3 and 4). The fecovery
reflected primarily an in;rease in export unit values occasioned by stronger
foreign demaﬁd,;and'theAleume'of exporté'actualiy deélingdf.'The export
shortfall experienéed in 1979 was primarily due to volume factors.

Buoyant AOmestic demand was partly responsible for thevstagnation of
the-volume of exports in both 1978 and 1979? but a number of other special
factors, which were largely outside the member's control, are believed to
have been the primary'céuse of the export shortfall. These include the
depressed state of world shipping markets, which reduced Yugoslavia's ship
exports by 31 per cent, and a poor harvest which ?irtualiy wiped out corn
exports. étherwfactors included the sharp increase in oil prices, the impact
of EEC policies with respect to imports-of.clothingfand footwear, and they
Qadvgrse effects of the common agricultural policy on Yugoslavia's exports
of meat and meat products. |

- The outlook for merchandise exports over the two post;shgytfall years

suggests a 14 per cent annual rate of increase in nominal terms. Appropriate

measures are being taken to free more supplies for3exportjand enhance .the
competitive position of- Yugoslavia's exports in foreign markets. The fore—
casts are to a large extent based on orders and contracts already concluded

with foreign buyers, especially for ships and metals. In addition, corn

output has recovered sufficiently to allow a return in 1980 to former export

levels. The forecasts are also in part based upon the increasing importance
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Table 3. Yugoslavia: Earnings from Workers' Remittances, Travel, and
Exports, and Shortfalls by Major Commodities

(In millions of SDRs)

Calendar years Shortfall
1974 1975 1976 1977 1978 1979 1980 1981 Geometric Arithmetic e
Total Earnings 5,001.5 5,660.7 6,767.3 7,346.7 7,913.5 §,755.5 9,928.0 11,338.2 190.5 302.8 -
S ; — 24
1. Workers and Immigrants' remittances 1,256.4 1,612.6 1,815.5 2,132.7 2,357.8 2,630.9 2,938,5 3,379.0 21.8 56.9 s
2. Travel .  638.4. 694.2 726,7 778.6 915.3 896.6 1,022.5 1,115.3 42.1 49.1
3. Total exports 3,163.9  3,353.8  4,225.1 4,435.4  4,640.4 5,228.0 5,967.0 6,843.9 124.7 196.8
3.1 Raw materials and semi-manufactures 1,177.3 1,049.8 1,338.9 1,254.8 1,209.4 1,439.7 1,503.1 1,680.7 -32.4 -20.4
3.11 Nonferrous metal 365.5 297.5 323.7 255.4 246.9 282.3 340.2 389.6 15.9 22.3 .
Aluminum and aluminum processed 97.3 103.7 130.1 123.4 126.3 143.8 168.2  208.5 7.2 . 10.2
Copper and copper processed 182.6 108.2 126.9 68.0 58.5 63.4 81.2 85.6 7.2 7.9
Other nonferrous metals 85.6 85.6 66.7 64.0 - -62.1 75.1 90.9 104.4 ©2.6 4.2
3.12 Other raw materials and
seml-manufactures 811.8 752.3 1,015.2 999.4 962.5 1,157.4 1 .162.9 1,291.1 -49,2 ~-42.7
Lumber, wood and cork manufactures 200.7 160.6 289.5 338.5 280.5 325.8 370.9 408.8 16.2. 19.0
Textiles : 165.4 166.0 239.8 224.5 223.6 262.3 270.2 294.6 ~8.7 -7.3
Metal manufactures 110.6 145.0 172.4 167.2 188.2 236.2 255.1 . 287.4 -13.7 -9.4
Iron and steel 251.1 173.0 189.7 151.1 153.8 - 187.3 119.9 136.0 ~39.3 ~-37.7
Non-metalic mineral manufactures 46.6 66.7 77.1 70.9 72.8 92.9 101.5 113.7 ~4 .0 ~2.5
Metal ores and scrap 37.4 41.0 46.7 47.2 43.6 52.9 46.0 50.6 -5.0 -4,8
3.2 Consumer goods 557.6 646.7 886.4 846.7 903.2 901.5 1,042.3 1,180.9 66.2 73.4
3.21 Manufactured goods 327.7 404.4 527.4 516.6 538.4 590.5 648.6 715.2 7.1 11.4
Clothing 123.9 168.0 203.5 189.9 192.3 203.6 220.0 240.3 4.8 5.6
Footwear 120.6 149.1 191.4 182.3 202.1 224.0 250.0 276.0 0.5 2.9
Furniture 83.2 87.3 132.5 144.4 144.0 162.9 178.6 198.9 1.6 2.9
3.22 Food 164.6 156.9 255.7 245.1 264.3 213.3 284.1 328.3 51.0 53.7
Meat and meat products 89.1 118.0 155.6 156.5 191.6 170.2 186.7 205.4 11.1 11.9
Corn 60.9 23.0 78.7 69.5 50.1 19.5 70.6 93.4 34,2 41.1
Fish and fish preparations 14.6 15.9 21.4 19.1 22.6 23.6 26.8 29.5 0.4 0.7
3.23 Beverages and tobacco 65.3 85.4 103.3 85.0 100.5 97.7 109.6 137.4 7.0 8.3
Beverages 30.3 25.5 31.0 34.9 38.2 44.8 48.7 62.3 0.1 1.0
Tobacco 35.0 59.9 72.3 50.1 62.3 52.9 60.9 75.1 6.7 7.3
3.3 Machinery and transportation equipment 733.8 940.6 1,180.6 1,416.5 1,475.4 i,579.1r 1,737.2 1,940.3 39.1 50.7
Machinery other than electrical 155.6 222.4 351.7 466.8 446.0 570.2 592.6 657.6 -29.3 -23.5
Electrical machinery 251.9 289.9 343.0 378.2 397.7 472.4 495.2 552.1 -17.8 -13.3
Ships . ‘ 205.8 250.4 248.6 349.5 347.8 240.3 345.0 365.3 85.7 89.3
Other transport equipment 120.5 177.9 237.3 222.0 283.9 296.7 304.4 365.3 ~5.5 -1.8
3.4 Other merchandise 695.2 716.8 819.1 917.3 1,052.5 1,307.7 1,684.4 2,042,0 33.7 93.1

A



Table 4 . AYugoslavia’: Annual Rate of Percentage Change in
Export. Earnings From Previous Year

)

1975 1976 1977 1978 1979 1980 1981
Total earnings . 3.2 19,5 8.6 7.7 10.% 13.3 14.0
1. Workers and Immigrants' remittances 1 28.4 12.6 17.5 10.6. 11.6 11,7 5.0
2. Travel 8.7 4.7 7.1 17.6 -2.0 14,0 9.1
3. Total exports 6.0 26.0 5.0 4.6 13.0 14.0 14.4
3.1 Raw materlals and semi-manufactures -10.8 27.5 -6.3 -3.6 19.0 4.4 11.8
" 3.11 Nonferrous metal ' -18.6 8.8 ~21.1 ~3.3 14,3 20.5 14.5
Aluminum and aluminum processed 6.6 25.5 -5.1 2.3 13.9 17.0 23.
Copper and copper processed 40,7 17.3 ~46.4 ~-14.0 8.3 28.1 5.
Other nonferrous metals 0 -22.1 -4,1 ~2.9 20.9 - 21.0 14,
- 3 12 Other raw materials and semi-manufactures -7.3 34,9 ~1,6 ~3.7 20.2 0.5 11.
Lumber, wood and cork manufacturea -20.0 80.2 16.9 ~17.1 16,1 13,6 10.
" Textiles. ) 0.3 44,5 ~6.4 ~0,4 17.3 3.0 8.
Metal manufactures - 31.1 18.9 ~3,0 12,6 25.5 8.0 12.
Iron and steel -31.1 9.7 ~20,3 1.8 21.8 -36.0 13,
Non-metalic mineral manufactures 43.3 15.6 -8.0 2.7 27.5 9.3 12.
Metal ores and scrap -9.6 13.8 1.1 --7._6 21.4 -13.0 . 1ol
3.2 Consumer goods 16.0 37.1 ~4,5 6.7 0,2 15.6 13,
3.21 Manufactured goods 23.4 30.4 -2.0 - 4,2 9.7 © 9.8 10.3
Clothing - 35.6 21.1 -6,7 1.2 5.9 8.0 9.2
Footwear S 23.86 28.4 4,7 10.8 10.8 11.6 10.4
Furniture :j}‘ 5.0 . 51.8 8.9 ~0.2 13.1 9.6 11.4
3.22 Food : «* ~4.7 " 63.0 ~h,1 7.8 ~19.3 '33.2 15.6
Meat and meat: products ¥ 32.5 31.9 0.6 22,4 -11.2 9.7 10.0
Corn . -62.3. 242.6 ~11.8 ~27.9 ~61.0 261.3 32.2
Fish and fish preparations 5,'8.6 34.6 -10.8 18.4 4,6 13.4 10.0
3. 23 Beverages and tobacco 30.8 21.0 -17.7 '18.2 -Z.8 12.2 25.4
Beverages R -15.9 21.4 12.7 9.3 17.2 8.7 28.0
Tobacco 71.0 20.8 ~30.8 24.4 ~15.0 15.0 23.3
3.33 Machinery and transportation equipment 28.2 25.5 20.0 4.2 7.1 10.0 10.7
Machinery other than electrical 42,9 58.1 32.8 ~4.5 78 3.9 11.0
Electrical machinery 15.1 18,3 10.3 5.2 18.8 4.8 11.5
Ships 21.7 -0,7 40.6 ~0.5 ~30.9 43,6 5.9 -
Other transport equipment 47,7 33.4 6.4 27.9 4.3 2.8 13.9
3.4 Other merchandise 3.1 14.3 12.0 14.74 ‘ 24,2 28.8 21.2

|
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of Yugoslavia's '"cooperation agreements' with some of its trading part-
ners, which permit expdrts, chiefly of metals and chemicals, sold in
advance for the next few years for credits payable to Yugoslav exporters.

Earnings from workers' remittances have grown rapidly in recent years,
g P

but the shortfall in 1979 (SDR 22 million) was due to the rate of growth
beginning to slacken from 1978, due to the return of emigrant workers to
Yugoslavia., A recovery in the raté of growth of these earnings is not
e%pecte&vuntil 1981 when foreign demand for migrant workers should pick up.

The shortfall incurred in receipts from travel (SDR 42 milliom) was

entirely due to the effects of the earthquake in April 1979, Following an

18 per cent increase in 1978, travel receipts are estimated to have declined
by 2 per cent in 1979, but they are projected to recover in the post-shortfall
period.

a. Merchandise exports

(1) . Raw materials and semi—manufactures

While this group of products as a whole incurred an excess estimated

at SDR 32 million, export shortfalls were experienced by several indivi-

‘dual products, notably the nonferrous metals and wood and cork manufactures.

The shortfalls were entirely due to volume factors for the metals and to
both volume and price factors in the case of wood and cork manufactures.
Table 5). Other products experienced export éxcesses resulting mainly
from the,anticipated §idwdown in foreign demand, at least for 1980,

As a result of the fast pace of economic activity in.Yugoslavia;s
main exporf markets, particularly in Italy and Germany, the export unit

values of most products, and of the group as a whole, showed a rebound



Table 5. Yugoslavia: Value. .

.

'

Yalue ghare in shortfell in

- e T ) ) per cent of
. . . M total exports [ . Jevel in
L s in 1379 Calendar Years " shortfall -
1 o {In per cent) 1974 1875 1976 1977 1978 1979 1980 1981 year
Value e 251 8 - & s 8 5 100 ns . o128 L6 ..
1. Rawighterdals and . o ..
\ semi-manufactures - 2.4 . 82 -3 91 87 &4 e 104 122 -1.5 {excess) -
1.1 Hon-fersous metaly - 5.4 129 105 us 50 kil e 120 28 53 )
Aluainom and aluminue processed 2.7 68 72 90 86 as e 117 145 3.1
Copper “and, copper processed 1.2 N 2868 171 60 167 g2 100 128 135 1.2
Othet nen‘-fj‘r{qus wetals 1.4 114 114 49 85 83 100 121 138 3.4
1.2 Other raw materinls
and seai-manufactures 22,1 10 (3] 88 a8 8 Rl pioy 111 ~h.l (excess)
Lugber, wood and cork manufactutes 6.2 52 49 83 104 a6 1 114 125 5.0
“Textiles 3.0 63 63 ay 86 a5 100 1a3 112 =3.3 {excesn)
Hetal manufactures 4.5 a7 &1 - 73 71 80 119 108 122 ~5.6 {excess)
Iron and sizel 3.6 134 92 pisi ) 81 82 R4 64 73 ~20.9 (excess)
Non~metallic mineral .
manufactures 1.8 50 72 83 16 78 1o i 122 =4.4 {excess)
Hetal ores and scrap ' 1.0 7 78 88 &2 a2 10 87 96 ~9.4 (excess)
" 2, Consumer goods 17.2 82 prd 98 94 100 196 116 priy 1.3
2.1 Hanufactured goods 1.3 55 58 89 87 i lon 110 121 12
Clothing 3.9 _61 83 160 93 94 160 1a8 118 2.4
Footwear 4.3 55 67 85 81 91 100 132 123 0.2
Furniture 31 51 54 a1 89 88 100 10 122 B <]
2.2 Food 41 kil 74 12 ns 124 100 13 iss 232
Meat and mear products 3.2 52 65 91 9% 113 100 3ia 121 6.5
Coent [ 312 118 404 256 57 100 352 49 175.5
Fish and fish prodoces a4 62 67 21 81 96 100 114 125 1.8
2.3 Beverages and tobacco 1.9 67 87 106 a7 103 100 12z 161 7.1
Beverages 0.9 68 57 83 8 85 g 109 139 0.1
Tobacco 1.0 66 113 137 95 118 100 113 142 12.8
3. Machfinery and transportation ) .
eswlpment ©20.% 48 52 i 2] % 0 ue w23
Machinexy other than electriral 10.9 27 39 62 82 78 100 104 118 -5.2 {excess)
Electrical machicery 9.0 53 51 73 50 B4 100 105 117 ~3.8 (excess}
Ships 4.6 36 ) 104 163 145 145 100 144 152 35.7.
fAther transport equipment £.0 38 57 76 71 T 86 ion w2 116 4.2 (excess)
Yolyze % 9 1 105 01 100 106 ue 5.8
1. Raw materials and
sepi-manufactures 107 51 108 95 33 100 98 104 -2,1 {excess)
- 1.2 Kon-ferrous metals 148 1a1 132 106 102 108 109 121 2.3
Aluminue and aluolnum processed 96 106 113 95 . 35 100 110 128 4.9
Coppey and copper processed 3 225 225 272 13 118 100 110 116 14,6
Other non-ferrous metals 119 137 116 106 100 100 113 124 8.6
1.2 Other raw materials )
and_semi-mapufactures 87 kel 27 93 1 e 95 99 ~4.5 (excess)
Lomber, wood and cork wansfactures 76 67 98 10% 8 107 107, 12 2.0
Textiles 65 60 98 90 52 10 100 104 -2.9 {excess)
\ Meral manufagtures 74 87 7L 83 21 100 00 104 =4.1 {uxcess)
R iron ond Steel 207 99 1ze 88 53 100 60 86 =9.2 {excess)
Son-metallie wineral .
manufactores 70 80 107 91 8 107 105 110 ~2.2 (excess)
Metal ores and scrag 181 125 165 37 83 60 83 a7 ~10.3 (excess)
2. consumer goods ) 2 135 19 i 108 128 w3 203
2.1 Hanufactured goods 72 88 105 98 55 100 104 108 1.8
Clotbing - 75 92 i08 Jan 100 100 104 108 2.4
Footweaz - 8z 97 106 97 100 10 e 1 2.9
- Furaituxe N . ° o 70 98 9% 93 100 102 105 ~0.4 (excess)
2.2 Food . oom oy LTy 185 181 oo 197 23 18
Heat and meat products 64 97 . 166 97 125 1006 117 123 11.6
Cotn " 1329 173 1530 1085 559 100 lp00 1667 532.4
Fish and fish products 76 74 100 78 91 100 109 118 «~2.2 {excess)
2.3 ‘Beverages and tobacga 23 103 110 101 124 100 161 106 5.3
Beverages 21 7% 92 in? 111 oo 104 109 6.1
Tebacco 96 128 128 97 133 isp 98 102 5.3
3. HMachinery and transportation -
equtpreor - : % 8 e 98 1 w22 -
Hachinery other than electrical 48 s4 73 85 91 100 100 104 ~4.0 (excess)
Electrical machinery ° 78 82 89 92 88 ° 100 100 110 ~2.4 (excess)
Shipe 235 207 185 184 135 100 133 134 36.6
Other transport equipment 5 93 1a7 97 102 00 42 115 0.8
g Value & n L5 8 2 100 107 O L9 (excess)
1. Raw materials and
semi-manufactures 17 a0 86 92 20 100 108 117 0.5
1.1 Nop-ferrous metals 89 75 I 88 85 ion 108 114 ~2,0 (excess)
Aluninum and aluminum processed 70 68 76 90 92 100 106 113 o .
Copper and copper proacessed 99 76 24 82 . 18 100 118 116 ~2.9 (excess)
Gtber non-fevrous merals 96 83 k4 80 82 100 ins 112 -4.8 (excess)
1.2 Othwr raw materials . -
and_semi-manufactures 72 83 90 3 ki3 1np 106 112 a1
Lupber, woed and cork sanufactures 81 73 91 100 a6 ion 107 112 2.9
Textiles . 97 - 105 92 95 93 _lon 103 108 ~0.2 (excass)
Metsl manufacrures &4 71 103 85 8a 100 108 117 ~1.1 (excess)
iron and steel - 63 94 84 92 83 100 106 110 ~2.2 {extess)
Rouenerallic . mineral - )
manufactures 72 E 77 82 94 100 104 1 2.2 (excens)
Hetal ores and scrap 47 &2 84 92 99 100 105 110 1.0
2. Consumer goods i .80 18 3 3 86 ° oo 92 -3 Y {excess)
2,1 Hgaufactured goods . 22 8 85 8 9 100 108 112 {excess)
Clothing 81 90 92 93 94 106 . 104 lo9 0,1 (excess}
Footvear 66 69 80 84 89 100 108 111 ~2.6 (excess)
Foraiture 71 77 83 a9 5 100 108 - 137 1.4
2.2 Fond @ n 5 8 o w8 59 -28.3 (excess)
Hieat and weat products 81 72 91 93 80 100 94 98 ~4.6 (excess)
Corn 23 &8 26 33 46 100 38 29 ~56.4 (exness)
Fish and fish products 81 §1 91 103 105 100 104 108 4,2
2.3" Beverages and tobacco . Iz 85 95 86 p:x3 100 12 133 1.2
‘Beverages 74 7S 75 - 73 7 100 104 127 -5.7 {encess}
Tobaceo - 69 8¢ 109 .- 93 87 100 118 . 138 6.9
3. Machinery and transportation M
ewuiment 5 81 n 8 $ 10 108 Lp lexcess)
Machinery other than electrissl 57 72 85 25 &6 100 104 1 {excess)
Elecrrical machinery ' C &9 75 8z 87 96 100 105 106 -4 (excess)
Ships 36 30 56 79 107 100 108 114

Other transporr eguipment 31 23 k23 73 95 100 1%y 10z 5,0 (excess)

Um.t ’_Val_ue by Major Commodities
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in 1979 from the depresged'level of 1978. The volume of exports also
increased e§cept.for aiﬁminum and copper, where export supply was constrained
by capacity limitations;‘ These constraints, which were partly due to a
delay in completing planned expansion projects, are expected to be eased
with the comﬁletion of these projects by June 1980.

Copper exports remained stagnant in 1979 because of inadequate
supply, but new output is expected to come on stream soon. On thié basis;
a recovery in the volume of exports by 8 per cent, on the average, is
forécast for 1980-81, and the projection is supported by contracts already
concluded.

The demand for aluminum products is high at present and market prices

are favorable to producers. Based on orders already received, the volume
of exportsvis forecast to increase by 12 per cent on the average during
1980-81.

Exports of other nonferrous metals (lead, zinc and silver) have declined
since 1975 due largely to capacity limitations. Production is now being
augmented, which should facilitate a fecovery in the volume of éxports tg
about the level reached in 1975-76.

_Following an i8 per cent decline in 1978, the aggregate value of

lumber, wood and cork manufactures recovered by 12 per cent in 1979 and

is expectéd to increase further, by 14 per cent in 1980 and by 10 per cent
in 1981. The projected value increases reflect higher volumes and prices in

contracts alreédy negotiated.

The prices of iron and steel products were depressed during 1978 and
the first half of 1979 due to a weak foreign demand, which in turn led to

a stagnation in the volume of exports. Because of the anticipated slow-
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down in the economies of Yggoslavia's main export outlets, both export
value and export volume are projected to decrease in 1980-81 as was the
case during the 1974-75 recession. Weak foreign markets are also the cause

of the calculated excesses of earnings from textiles, metal manufactures,

non—metallic mineral manufactures, and metal ores and scrap.

(2) Consumer goods

The shortfall for ths group of products as a whole amounted to
SDR 66 million, which was due to volume factors. While all the individual
items in this group sustained shortfalls, the largest shortfall was that
calculated for corn (SDR 34 million), followed by meat (SDR 11 million).

The shortfall in corn exports was caused by the temporary decline

in export volume due to crop failure. In the case of meat products,

a 20 per*cent decline in the volume of exports in the shortfall year was
caused by a contraction of'import demand by the EC; Yugoslavia's exports of
baby beef‘to‘Italy were particularly affected.

The shortfalls in earnings from clothing and footwear exports were

due to stagnation in the volume of exports, caused partly by access to the
EC being limited by import quotas. An additional factor in the case of
footwegr was inadequate export credit facilities which rendered Yugoslav
exports less competitive on world markets. A sméll shortfall in furniture
exports (SDR 1 million) was caused by price factors.

VuEarnihgs from tobacco exports declined by about one fifth in the short-
fall year, with the drop being concentrated in high quality tobacco, which
accounts for the bulk of Yugoslavia's exports. The shortfall in earnings
(SDR 6.7 million) was due to this volume drop as well as to prices in the

shortfall year being lower than the medium—term trend.
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(3) Machinery and transport equipment

Ships are the only commodity in this group which incurred a
shortfall (SDR 86 million); World production of merchant vessels has been
declining since 1975, the iast year of peak production. From 1975 to 1978,
world output declined by about two thirds. Yugoslavia's own production,
which includes cargo, passenger, and river ships, as well as oil rigs, has
followed a bro;ély similar pattern, Qith the tonnage exported in 1979 -
1979 representing less than half that exported in 1975. Because demand
from déveloped Western countries has been low, Yugoslavia has redirected
its ship exports partly to developing countries, and partly to the U.S;SfR.
which accounted for half the tomnage exported in 1979. 1In volume terms,
ship exports in the two post—shortfall years are projected to recover to
the 1978 level. This recovery is based dn contracts already concluded,
aﬁd the projeétions'mayrbe exceeded if additional contracts for delivery

in 1981 are éoncluded.

The export excesses calculated for electrical machinery and non-electrical
machinery derive mostly from volume factors, which in turn, result from the
projected lower foreign demand for these products in the post-shortfall

years. For largely the same .reason, other transport.equipment alsb incurred

an excess.

{(4) Other merchandise

A shortfall of.SDR 34 million.is eétimated for "other merchandise" -
which consist mostly of chemicals, fuels and lubricants, In 1972,
.eXport earnings increaéed by 24 per cent mainly because of the'riée in
crude Bil prices. They are projected to increase at the same rate, on

the average, during the two post—shortfall years; in addition to high oil
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prices assumed for that period, the volume of exports is expected to be
larger, reflecting arrangements under cooperation agreements with trading
partners.

b.- Workers' remittances

Workers' rémittances for the period from 1974 to 1979 have grown at an
average rate of 16 per cent per year, and at an estimated value of SDR 2.6
billion in the latter year, they represented half of total merchandise
exports. Germany has been the major host counfry for Yugoslav workers
seeking employment abroad, and in 1979, remittances from that country
accounted for about two thirds of total remittances, In both 1978 and
1979, receipts from workers' remittances increased less rapidly (11 per
cent per annum), due mainly to the decline in numbersiof workers employed
abroad; this was the prime cause of ﬁhe small shortfall of SDR 22 million
estimated for 1979.

A number‘of reasons have been advanced to account for the fact that
Workersf remittances have remained buoyant despite ﬁhe gradual decline in
mumber of workers employed abroad. These include: (1) Yugoslav banks
have made a great effort to stimulate the réﬁatriation‘of savings by
paying high interest rates to foreign exchange accounts and by opening
up more branches in host countries; (2) returned workers have brﬁught
their accumulated savings with‘them; (3) the Yugoslav authorities have
liberalized trade creditlpqlicies.for foreign exchange reserves; and (4)
the skill level ahd hence the average earnings of the workers is thought
to have risen. Although the number of workers employed abroad declined
from 1,100 thousand in 1974 to about 700-800 thousand in 1979, the number

of returning workers has recently stabilized at about 10-20 thousand a year,
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(40 per cent) and Austria (13 per cent). Changes .in income have reflected
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Egﬁd’this;numberfié not likely to change appreciably in the near future. Thése °
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onsiderations and théiexpected rise in the rate of inflation have led to

. the forecast for 1980 that workers' remittances will continue to advance at

aBout the same rate (12 per cent) as in the shortfall year, despite a slowdown
in eéénomic activity iﬁ the ﬁbst cogntries. Based_on an anticipated recovery
in the Western European ecoﬁomies,ithese ;émittances are projected to increase
3f~§ sliéhtly higﬁer.rate (15 pér éent) in 1981. | |
~“4”c.:'Travéla';ui R | R
) Yugoslayia;s.incoﬁe from travel (i.e., tourism) has increased steadily .
from SDR,O.G billion in-l974 to .SDR 0.9 billion in 1978, averaging a nominal
raté éf gfowfhiof 12 per cent.ﬁér annum. N
The leading sources of Yugoslavié's traﬁel income have been Germany
moie‘a cﬁénéé?ip»the numbgfrof da&s‘sbent By"tourié#éiiﬁ'Xuéoslavia th;ﬁ
;’éhaﬁgeAin‘fﬁé ﬁricéé. .Thué;ithé.increésé éf lé per cent.in 1978 reflected
solely aTZO ﬁer cent,inc:ease:in‘tﬁé numgér of fduristléaysf
~in 1979,:thé eérthquakénihat‘affected parts of Lhe'Dalméfian Coasf
caused - a 2 per cent décrease in travel ipcdmé, giving rise to an esfimated
shortfall of SDR-42-millionf ﬂonténegro was particulérly hérd_hip by the
eértﬂquake, and its loss of toufist éarnipgs &as‘probably'in excess of
50 per;cent;~ SinpéfMontenegio accéunts.fdr about18 per cent of foreign

tourist receipts, the estimated decline in the number of tourist days for

:-: the country as -a whole was 4 per cent.. This estimate may prove to be con—

serva;iye; as the adverse publicity following the earthquake undoubtedly
diséou;aged tourists from visiting other parts of:Yﬁgoslavié.‘ For 1980,

travel income is expected to recover by 14 per cent, mostly as a result



of an‘increase in‘the numtet of tourists.“With’on%y a reletively modesf

u‘price’inctease assumed;'itgis believed that Yugoslavia's competitive
position in the tourist Sector will be enhanced. Following the expected
recovery in 1980, a'slightly lower rate- of increase (9 per cent) is fore-

cast for 1981;

b, ' Repurchase provisions.
' In‘eccbtﬂaneegwfth?peregreph.736? the(conpeneatety financing decision,
'tne Yugoslav authorities'ete expected to indicate that they will make a

prompt reputchasé in respect of any outstanding part of this purchase if

"“the amount purchased on the basis of partly estimated data (Section 2) ex—

ceeds the amount that could have been purchased on the basis of actual data

for the. entlre shortfall year (calendar yeat 1979) The amount to be repur-—

: chased would be equivalent to the excess purchased by using partly estlmated

*rather thanractuel»data, for the shortfall year.

5.  Staff appraisalﬁand proposed decision

" Yugoslavia is expected to request a purchase eﬁuiégient to SDR 138.5
million under the compensatory financing facility in respect of a shortfall
in aggregate earnings from merchandise gxports, travel;'and workers' remit-—

. tances experienced during caiendar year 1979. The ‘amount -of the proposed

purchase is 2? per cent lower than the estimated shortfall of SDR 190. mllllon,

-and is. equivalent to 50 per cent of quota. If approved it would raise the

ntemember s outstanding purchases under the fac111ty to 100 per cent of quota.

‘: The current account deficlt in Yugoslavia 8 balance of payments
widened sharply to SDR 2.5 billion -in 1979. The increase in this deficit

was caused by a larger trade deficit and a smalier than expected‘surplus in
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invisibies, due partly to the adverse effects of thé‘earthquake4§g April

1979 on receipts from tourism. Net capital inflow was SDR Zﬁﬁjmiliion more
: o

e

. ,_,i%
than in 1978, and the overall balance of payments registered a deficit of
closéhﬁPESDR 1 billion, compared with a surplus of SDR 268 million in 1978,

Excluding compensatory borrowing, the overall balance of payments'deficit

in 1979 was -about SDR 1.2 billion. Gross convertible international reserves

had fallen from SDR 2.4 billion at the end of 1978 to SDR 1.4 billion at the

end 6f 1979. Theﬂstéff coﬁsiders ﬁhat the proposed purchase is compatible
with Yugoslavia's Ealance of payments ﬂeedi»

The staff believes that Yugosla?ia has been sooperating withAthe
Fund in efforts to find appropriate solutions for its balance of payments
difficulties, as is required under paragraph 3 of the compegsatory financing

decision. In May'l9.79 the Executive Board approved a one-year stand-by

arrangement for the first credit tranche. In most respects the financial

policies followed by the Yugoslav autho¥ities in 1979 have been in line with

the stabilization program devised by the authorities in early 1979. The
economic performance, however, has been disappointing in some respects.

In particular, the overheating of domestic demand -has continued, inflation

has accelerated, and the balance of payments has shown a much larger current.

accouﬁt deficit than progréﬁmed. In response to these deﬁelopments, the
authorities gradually tightened policies in the course of 1979, and have
indicated that they intend to follow signifiqant;y stronger stabilization
policies in 1980. The authorities have reﬁained in close contact with the
Fund staff. In discussions during the Annual Meetings in October 1979,
and more recentlyxon the occasion of the mission to Belgrade to explore

the possible use of the compensatory facility, the-authorities reviewed
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with the staff the nature of the unexpected difficulties encountered in

1979, and measures already adopted and others planned for 1980 to cope
with these difficulties. The request for a compensatory finmancing purchase
is expected to include a étatement&that Yugoslavia will cooperate with the
Fund in an effort go find, where required, appropriate solutions for its
balance of paymeﬁts difficglties.

The calcﬁlation of the shortfall supporting the proposed CF purchase
is'bé;ed oﬁ data cdvering‘workers' remitfancés and receipts from tourism, as
well as merchandise exports. The staff is satisfied that the data on workers'
;emittaﬁceé andvtravel are sufficiently reliable to be inclﬁdéd in the calcu~
lgtion of the shortfall.

The aggregate value of merchandise exports and service receipts
increased at an annual rate of 10 per cent ffom 1977-78 to the shortfall
year, but grﬁwth is expected to accelerate to slightly more than 13 per cent
in thé two post—shortfall years. The shortfall in aggregate earnings is
estimated at SDR 190 million, which is substantially above the proposed
purchaseiof SDR 138.5 million. The shortfall in merch;ndise exports (SDR 125
million) accounts for most of the estimated shortfall in aggregate earnings.
However, without the shortfalls for travel (SDR 42 million) and workers'
remittances (SDR 22 million), the amount that could be purchased bydthe
member would be less than the proposed amount.

Growtﬁ iqueréhandise exports in 1979 (gt‘lg,per gent) was perhaps
entirely réla&éd to higher prices; The volume of exports stagnated at
about the 1978 level, partly reflecting continued>strength in domestic

demand. A number of special factors largely outside the control of



the meﬁber were, however, primarily responsible for the export short-
fall. The shortféll in ship exports, estimatea at SDR 86 million, was
caused by a 31 per cent drop in earnings in 1979 due to the depressed
state”of the world shipping market. The shortfall in corn exports

(SDR 34 million) resulted from a fbcr harvest in late 1978. The shortfall
in workers' remittances is related to the slackening in the growth rate

of such remittances which began in 1978, due to the return of emigraht
workers. 1In the case of tgavél, receipts were 2 per cent less in 1979
than in 1978 due to the effects of the earthquake in April 1978.

The staff considers that the request by Yugoslavia for a purchase of
the equivalent of.SDR 138.5 million under the compensatory financing
facility decision meets all the requirements set forth in that decision.
Accordingly, the following draft decision is proposed for adoption by the
Executive Board, after‘a duly authenticéted request has been received:

1. The Fund has received a request by the Government of
Yugoslavia for a purchase of the equivalent of SDR 138.5 million
under the Decision on Compensatory Financing of Export Fluctuations
(Executive Board Decision No. 6224-(79/135), adopted August 2, 1979.
2. The:Fund notes the representation of Yugoslavia and
approves the purchase in accordance with the request.
3. The Fund waives the limitation in Article v, SecFion

3(b)(iii).



ANNEX I

Quota: . SDR 277 million.

Use of Fund resources: In the second guarter of 1979, Yugoslavia
: purchased the reserve tranche (SDR 61 mil-

lion), the first credit tranche (SDR 69 mil-
lion, under a stand-by arrangement granted
in May 1979), and made a first purchase
(SDR 138.5 million) under the CFF.
Purchases totaling SDR 340.7 million were
made under the oil facilities.

Fund holdings of A SDR 623.0 million or 224.9 per cent of quota.
Yugoslav dinars: o : , _ . '

Proposed purchase under Equivalent to SDR 138:5 million which would
the compensatory be the second purchase under the CFF and
financing facility: would raise the Fund's holdings of Yugoslav

dinars to SDR 761.5 million or 279.4 per
cent of quota.

SDR position: SDR 69.5 million, equivalent to 126.9 per cent’
cumulative allocations, as of January 1, 1980.
Direct distribution of Yugoslavia has received US$19.4 million in
profits from gold sales: " the direct distribution of profits from

gold sales; US$6.5 million has been
transferred to the Trust Fund.

Gold distribution: Yugoslavia has acquired 132,887 ounces of
’ fine gold in the gold distribution program.
Exchange rate system: The authorities do not maintain the exchange
rate of the dinar within announced margins
and, therefore, all transacionts, with the
exception of those affected under the pro-—
cedures set forth for certain countries with
which Yugoslavia has bilateral payments
agreements, take place at a fluctuating
exchange rate. However, the authorities
intervene in the foreign exchange markets,
- when necessary, to ensure orderly conditions
and ‘to smooth out fluctuations in exchange
" rates. - The buying and selling rates for
the U.S. dollar in the foreign exchange
market in Belgrade on December 21, 1979
were Din 19.105 and Din 19.162, respectively,
per US$1l. Rates are quoted for certain other
currencies.

1/ As of December 31, 1979, unless otherwise stated.
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(;"éeference your cable of January 21. My ditinerary 1is as
-1follows: |
lLeaving Washington on February 4 and arriving in

;wjaelgrade from Paris on Tuesday February 5 at 12.05 noon by
wlufthansa 360.

Leaving Belgrade for Amsterdam on Saturday February 9

8.45 am by YAT A22.

Please have reservation made preferably in Hotel
wilntercontinental.
For topics to be discussed I would suggest two categories

a) Yugoslav economy: domestic and external developments,

Distribution

Wi prospects and policies. The various possibilities to
6 b finance the balance of payments deficit in 1980.
sb— b) general IMF matters; in particular the Substitution
i
o b Account; the future policy concerning Fund's gold and
3 b the possible link between the two subjects.
s b— And of course all other matters that you want to raise.
/C
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im____.ln view of the particular importance of abovementioned
viitems, I do not know whether this schedule leaves time for

w|lme to visit a republic, province or place ocutside Belgrade.

;”\Q 1 If so, I would have preference for short visit to

wiMacedonia or Kosovo where I have never been. If however

slthis is too time consuming, perhaps visit to part of Serbia

»ilcould be envisaged.
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- Thank yaa
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—Best wishes
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very much for your gpessage. I¢ was a most

“Z 1aak'farward'to sseing yau.agaiﬁ~in the

Special Instructions

Distribution™

MESSAGE MUST END HERE

F’nvnnga

Drafted by: I IEENER

f’;f

ka3

Department:

L
(ﬁf}«' ﬁéNA’rURE ‘\ :

* Dater

g

uauuai

188

NAME 2w o (TXPEY

SIGNATURE

No. of words gzs:

SEC 17/0CR

‘ QFCR CABLE ROOM USE ONLY

T Route;,

LS

o o udl
ST IS WU

Operagdr :

t



INTERNATIONAL MONETARY FUND
WASHINGTON, D.C. 20431

¢#{/"' January 15, 1980
Mr. WhittgHle

e

I shall call you today about
my today's conversation with Mr.Bogoev
concerning this telex.

With the Compliments of

Q H. O. Ruding

Executive Director
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[z ible drawings on IMF
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IRe: poss
| Fund staff informed me of their contacts with National
Bank of Yugoslavia concerning possibilities of linking
%rawing in higher credit tranches to use of SFF funds.
I draw your'attention to sizeable amount that is

—

available if Yugoslavia would draw jts full second and thi
credit. tranche together with the maximum corresponding

amount under SFF. This package would amount to S50 percent

122.5 percent of guota, that is SDR 339 million or

[ .
< }'
' <1
\ .

lapproximately:-dollars 440 million.. =
To avoid any misunderstanding I also draw your

attention to fact that under present circumstances and Fun

oolicies drawing under second plus third credit tranche

does not, repeat not,

lead to higher degree of policy
conditionality than drawing under second tranche only.

Best regards.

-t

RUDING

any

inder - credit tranches and 72.5 percent under SFF, together.

rd

Distribution

d

MESSAGE MUST END HERE

Drafted by:
Depariment:

Date:

H 0 Buding

OED

= ' ¢
i RS S
{; Moy, had

NANE

{IvPL

January 2
r L4

1980

SICNATURE

NAME JYPEY

SICNATULRE

No. of wards:

STC7/70CR

©2Th

FOR CABLE ROOM USE ONLY

Log: Route:

Opcrator: .

j
!

i

:




0919 ESTa
INTERFUND ysH

2

3

11868 YU MARBAN

yy ¥/

11.1.1980 MR 767 H15.20

. INTERFUND WASHINGTON DC : )
N

b igﬁﬂﬁgLJ_dLJMquuﬁﬁgﬂ COUNCELLOR

WARMEST CONGRATULATIONS O YOUR APPOINTMENT AS A COUNSELLOR AND
SEST WISHES FOR EVERY SUCCESS 11 voup FUTURE ACTIVITIES.
REGARDS. &7 '

BOGOEV

NARODNABANKA JUGOSLAVIJE BEOGRAD TEST RUMBER:
I

;Xx GHECKS
INTERFUND WSH V

=, I0Es WOT GHECK, IT WAS
 BERS SERVICED.

4117

VIAITT

e
X3
—
™
-3
o3
o
fred





