
November 10, 1980 

MEMORANDUM 

To: 

From: 

Mr. Hood. 9 ./l. /. 
Mr. Whit topftf V 
Mr. Finch 
Mrs. Lachman 
Mr. Wittich 

Geoffrey Tyler '11 
Subject: Yugoslavia--Stand-By Arrangement: Modification and Waiver 

requests 
1980 and 
A draft 
1980. 

The attached draft letter from the Yugoslav authorities 
a waiver of t~e performance criteria for September 30, 
modification of two such criteria for December 31, 1980. --..., 

Board paper should be with you for comments on November 12, 

The matter must be dealt with with particular urgency, 
since the mission is to return to Belgrade at the enq of November. 
Could you please inform me by Wednesday morning whether or not the 
wording of the draft letter causes any problems, so that I can telex 
the Yugoslav authorities regarding the draft? 

Attachment 
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1. In our letter of Mai' 16, 1980 addressed to you, we described the 

eo:ncmic and f:Lriancial proqram adopted by the ~ of Yt.."9QSlavia 

as a major stabilizatio.n effort to aehi.e\?e, in+"..er alla, a substa."lticl 

reduction in the current account deficit of t-lie balance of payments. !n 

support of the program the Fl.md approved on June 6, 1980 a s""u!!rl-by am.l'lge

ment that included as q<Jantif:f.00 pP...rf~ criteria, quart-...erly targets 

oo (1) net ~--Stic assets of the b:mking system, (2) net credit of the 

National Bank of Yugoslavia to the Budget of t.11e Federation, ( 3) out..<:Jta."iling 

foreign debt in conve..."'ti.ble Ct'ln'enCi" ·with original maturities of ircre than 

(,,.., one year (excluding ptlI.'Chs.ses f:ri::n the Fund) ,and (4) the curnulative decline 
.. -~· 

in net co:wertible foreign assets of t..11e National &mk less ex~..ior..al 

financing in corrvertible cuq:enciee by CXX:l"'.ercial banks. 

2. On Septe:r1~_r 30, 1980 the performance criteria relating t.o net domestic 

- ' a~....s of the banldnq system, net credit of the National Bank to the Federation 
' _/ 

' 
''-.__,,,/ 

and the Ol.r.".ulative change in net oonvert!ble foreign assets of the National 

foreseen when the program iwas established. However, we telie"te tr.at the m::>st 

~t objective of the p?."O:rI"antr namely a subst.a"ltia.l ~ in the 

irability to meet scms of the perfonnance criteria on September 30, 1980 does 

not indicate that the l::eaic pro;rr:a£>1 1s not bei.T'!g fimly ilrpleroented. 
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3. Durl.~ the first nine nonth.<g of 19801 s-..:tbstantinl progress has been 

l!'.ade ·in rer.lueing the current aaeount deficit of the balance of ~ts. 

Export. volume increased b.V u· per cent with respect to the ~period of 

1979 and export value by 32 per cent. The value of imports OV'er the smr~ 

~""iod rose by B.5 par ce.nt but t.he volume of iniports decllnerl 1.:r.t 10 pe-.r cent. 

Thus, developments in the tnlde ~co:mnt have been uore favorable so far in 

1980 t.li.!m was projected. at t.lta time of the forrrulat.ion of the proq1a.11, "men 

~ expected export volume for the ,,.,role year to rise by e per cent and ir1~rt 

vol.tr.le to decline }¥ 9 per cent. Qi services accou."lt tJ::..ere have been both 

fa:-..iorabla and unfavorable deve.lor.:ments. On balance h!gt-er service ~imp..nts, 

especially for interest, are likely to lead to ~ ~:r..at snaller S".:trpltw on 

.services than ~ originally e>.,."t:ect~i.. flc:wa.rer, we a.-..~ tr.at tr~ cur.rent 

() · account deficit will ba al:out tJS¢ 2. 0-2. 3 billion (equivalent to about 3 pe_r cer:.t of 

GSP), cx::rnparr::d with the target of 05$2.5 billion descrl~d in our letter of 
.. 

May 22, 1980, a.."ld appreciably below the deficit of US$3. 7 h1llion recoroed. 

in 1979. 

0 4 • The :inpro\~ in t.'le current aco.:ru.."'lt wa.s achieve::l in part by an 

.- --... 
(__, 

active excbar.ge rate pol.icy designed to restore the cc:r.petitiveness of the 

Ytlq:)slav eoonany. OVer the first m:mths of 1980 the effec""...ive exchange rote 

of the dinar continued to be de.precl.ated. Y..oreover, on J'l.l!".e 6,. 1980 the 

di."ll:lr 'W&S dep:rec!ated from Din 21 to Din 27.3 per U.S. dollar _to reinforce the 

efforts b:rlng made to ~ the current aco:runt of the balance of ~...nts. 

By en::l-~ 1980 the effective trac1e-wei".'fhted exchange rate had 
per unit o~ foreign currency 

~ ey 42 per cent/with respact to Deoenber 1979. 

5.. ~..ile t.":cre ~""'0 fav'O~ dcr ... "Gl~ in t:ha current account of 

t."1e balance of ~~.,ents, devel~ts in tl-ie capital account J:<..ave been 
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different fra<\ our oriqinal expectations. In particular, during the first 

nine months of the year, difficulties were encountered in obtaining' t.lie 

desired ancunt of ~t.er.n and long-term fO?'E".ign loans f'xom caimarcl.al 

bar.ks to t..119 naU:ank sector.. Disbursements fell sb:>rt of the levels planned 

l-than we fo.nmlat.ed. our economic p::rog:r:at~l for 1980, and OJtst:andin.J medium-term and 

long-term oonvert!.ble debt, 'Which airountad to US$12.3 billion at the e:'.\d of . 
1979, &TOUnt:ed to 05$(:'~~3 billion in s~r 1930,, coru;:tderably below the 

level of ~4.2 billlal ori¢nally envisaged. We exr,:ect that gross ~um-
~ ... ,_ 

tel:m and long-tam borrowing in ~ currencies will ao:::ele...""l\te 
~ . 

. ""' s.l-iarply in tte cu:r:re."lt quarter but the 1-evel of such debt outstanding at the 
. /~ . 

end of 1980 is unlikely to e.xcee-J ~~.~-1-/-,~lion. 

6. '!he al-ortfall 1n foreign nedium.-tem and lonq-te?:.7!.l b:>rrowing required 

. Q us to ma\-"...e extensive use of short-term foreign b:>n:owing a..-id to run do-..... n gross 

0 
{ 

. ' 

' 

international reserves. As a result, net international rese-"'"V'es of. the 

Na+--ional Bmlk declined by .. m:n:a than the amounts envisaged in the stanl-by 

~.. By September 30, 1960. t.r.'le ClW..llative decline fttr.:t Deeerber 31, 1979 

in net convertible .forei9l'l assets of the National Bank of Yugoslavia, less 

. exce:ptiord'll fi.nancing by \Xl'lUea:cial banks I which had reen ta...."'"geted at 

0$$500 million, attOUnted to 0S$ 9 3 7 tnillion. In view of t.11.e favorable 

developments in the current ao:iountr and the .expe....-te:i· accele..Y"i\tion of 

medium-tem atrl ~t:em convert1ble foreign l:orrow:ing in the remainder of 

1980, we est.tmate that the detsrloration described a1::ove will .be ~Y 

reversed.. Accotdinqly, Ml expect that the cumulative decline in net con-

.~ \\\'.,' ve.rtible fcrei.qn·~aseets of the National name, less~ fina.noing' by 
ccmnercial banks, should n.::>t ~ 0$% 1, 600million between DeCanter 31, 1979 

0 and Dece.n'bel:' 31, 1980. , 
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7. Dr::lrrestically, an ~t aspect of our policies had be.en to reciuce 

de.mnd ?reSSUI"'E's. C'Jr suocess can be judgoo by 'COO feet t.~.at, l~se:? c;n ?:"esults 

for tba first eiqht or- nine r.onths of the y-oar, real fixed :L~1Mt is expected 

to decline by abo1lt 2 per cent in 1980 ~ t-d.th 1979, real private consump-

declL~ by sl::out 8 to 10 per cent. r&:tl. social prod\J.ct in 1980 is ~tL.~ 

to be only atout 2.5 per cent greater than in 1979, ·when the in..'"Tease was 

helped bring aOOut a reduction ·in inflation. Unfortunately, the corr.bination 

.-, 
( of the dinar and necessary adju.strn.ents in ~ admi!"'J.stered prices led to tt."l 

' ' 
. ~ 

acceleration oft~ rate of inflttio."'l a:rr.l currently .. rotai.l rnaes ~ 30 pE?'..r 

cetit higher fr.:an a year ea.rH.""'r. 

9. \11th nar...1...-ral. social product expected to rise by ab:r.J.t 32 pP...r cent in 

() 1980 ~-red with our origi.'1"1al e:icpectati.an of a rise of only 22 per cent, ~ 

L'1Cre.~ in m-_)rt"'!ta:ry e.">."P<"'ll19ion ab::>va oristin.illy plann-::rl .ra.t.es has beo::t,~E' 

~~- Wilen~ origi."'lilly farrnulat.~ t.r.e n:1.'lnetary ~' the :1n....--re.ase 

in t...11.e !~" ti..irply bet ... ~ .necanbar 31, 197~ am ~~.bet" 31, 1900 war. to oo 
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originally pl~. Thus, the level of net domestic assets of the banking system on 

Bq:::.tr.;;.-~r 30, 1930 was DL"ll,4.49.6 billion ~q-.1..~ w-it~ t.11a original target 

of Din 1,381 billion and we ~ raised the lim.1 t for ~ 31, 1980 to 

Din 1,538 billion :n::au the o:d.ginal target o~ Din 1,466 billion. 

10. We oriqinally set limits of Din 77.4 billion for Septer:lber 30, 1980 

and Din 77. 9 billion for Deoenber 31, 19BO on net credit of t.'1e National 

&m.1.:.: to the budget of t.1'\e Fede..~tion 1 ~"hich stood at Din 63. 7 billion on 

Oe.c€d:-er 31, 1979. Prlncipilly becausa reverrues of the Federal budget 

Q · C'J.d not L~..ase by as much as anticipated, partly because of the slow 

grcMt'i. of i.Irq:ort..i:;, the Fed9ral C-0\J'e...~t Md borro;..red Din 77. 9 billion 

::et en Se:;Y"~ 30, 1980, ·which is tha a:. .. ount p~ fer t'i.~ year as a 

whole. Hat.;eve:r, 'We do not i."'l.Wd to raise the latter lir',J.t oo that for: t..he 

yr>ar as a whole t-_'f-te FedE>..ral budget td1l not add to liquidity by m:ire than the 

planned mr.ottnt. 

be<m nvlde. so far in 1980 and it intenes to continue with the stabilization effort 

(~. L"l 19SL f-1e believe that t.l,e cha.."lges in the performance criteria for 
. 

. Sep'-...eniber 30 arrl Decenber 31, 1980 described in paragraphs 6, 9, and 10 al:ove 

a.re consistent wit.ti t}}e irnpla'l'leDtation of the stabilization pro;ra!'!l and request' 

t.he ~waiver with respect to t1le a~ n-entioned perfolJ\11mee criteria 

for Septenlber 30, 1980 and the necessary llXY.1ification of those for~ 31, 

1911.0. Yugoslavia intends to take any furthe:o_r :n-easures that Ii'.laY" bea::rne necessary 

to achieve t.lie aims of the stabilization pro;p:am. 

F'.sente Bogoev 
Governor, National. Ba..'"'lk of Yugosl.av4_a 

Yours sincerely, 

Ing. Petar Kostic 
Fe:.i.eral &.~etacy for F'ina""lCe. 
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Yugoslavia: Quantitative Performance Criteria 
for 1980 in Stand-By Arrangement 

1979 1980 
June 30 Sept. 30 

I 

\_ 
ATTACHMENT I .. 

1980 
Ceiling Under Program December 31 

Actual · Actual 
Dec. 31 
Fore
cast 

June 30 September 30 December 31 

Net domestic assets of the 
banking system; in billions 
of dina~s 

Net credit of the National Bank 
to the Budget of the Federation; 
in billions of dinars 

Cumulative change in net convert
ible foreign assets of the 
National Bank; in millions 
of U.S. dollars 1./ 

Convertible currency debt out
standing; in billions of 
U.S. dollars J:./ 

1,201 

68.7 

12.3 

• 
1,368 

77 .9 

-972 

13.1 

Source: Data supplied by the Yugoslav authorities. 

1,450 

77. 9 

-937 

13.3 

1,538 

77. 9 

-1,600 

13.1 

(Proposed new ceilings in brackets) 

1,321 

76.4 

-900 

13.6 

1,381 
(1,450) 

77 .4 
(77.9)' 

-500 
(-937) 

14.2 
(14.2) 

1,466 
(1,538) 

77. 9 

(-1,600) 

14.7 
(13 .1) 

1/ Net of exceptional borrowing by commercial banks. 
Z/ 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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SOCIALIST FEDERAL REPUBLIC OF YUGOSLAVIA 

FEDERAL SECRETARIAT FOR FINANCE· 
11070 B E 0 G R A D 

Belgrade November 20, 1980 

0 

. c_-:; 

Mr. J. de Larosiere 

Managing Director 
International Monetary Fund 
Washington, D.C., 20431 
U.S.A. 

Mr. de Larosiere: 

ORIG: ,_JU,R___,. 
CC: MD 

DMD 
MR. RUDING 
EEG 
RES 
ETRD 
SEC 
TRE 

1. In our letter of May 16, 1980 addressed 

tb you, we described the economic and financial program 

adopted by the government of SFR Y11goslavia as a major sta

bilization effort to achieve, inter alia, a substantial 

reduction in the current .account deficit of the balance of 

payments. In support of the program the Fund approved on 

June 6, 19 80 a stand-by arrangement that included as quantified 

perfonnance criteria, quarterly targets on (1) net domestic 

assets of the banking system, (2) net credit of the National 

Bank of Yugoslavia to the Budget of the Federation, (3) 

outstanding foreign debt in convertible currency with original 

matu:r:-ities of ·more than one year (excluding purchases from 

the Fund), and (4) the cumulative decline in net convertible 

foreign assets of the National Bank less exceptional 

financing in convertible currencie.s by commercial ba.nk.s. 

2. On SepteinPer 30, 1980 tne performance 

criteria relating to net domestic assets of the banking 

system, net credit of the National Bank to the Federation 

and the cumulative change in net convertible foreign assets 

· of the National Bank were not observed for reasons that are 

described belbw, which w'ere not foreseen when the program 

was established. However, we believe that the most important 

objective of the program,· namely a substantial improvement 

in the current account of the balance of payments, is being 

achieved and that the inability to meet sorn,e of the perfo:nnance 

criteria on September 30, 1980 does not indi.cate that the 

basic program is not being firmly implemented .. 

. i 



I '. 
i 

I 
I 
I 
' I 
! 
i 
l 

0 

- 2 -

3. During the first nine months of 1980, 

substantial progress has been m~de in reducing the current 

account deficit of the balance of payments. Export volume 
increased by ll per cent with respect to the same period of 

1979 and export value by 32 per cent. The va:I.ue of imports 

over the sarre period rose by 8. 5 per .cent but the volume of 

inports declined. by 10 per cent. Thus, developments in the 

trade .account have been more favorable so far in 1980 than 

was projected at the time of the formulation of the program, 

when we expected export volume for the whole year to rise 

by 8 pei .cent and import volume to decline by 9 per cent. 
On services account there have been both favorable and 

unfavorable - develOp:nents. ·On balance higher service payments, 

especially for interest, are likely .to lead to a somewhat 

smaller surplus on services than we originally expected. 

However·, we expect th.at .the current account deficit will 

be about US$ 2.0 to 2.3. billion .(equivalent to about 3 per 

cent of GSP) ,.compared with the target of US$ 2.5 billion 

described in our letter of May 22, 1980, and appreciably 

below the_ deficit of US$. 3. 7 bil.1ion recorded in 1979. 

4. The improvement in the current account 

was achived in part by an active exchange rate policy designed 

to restore the competitiveness of the Y~goslav economy •. Over 

the first months of 1980 .the effeCtive exchange rate of the 
dinar continued to be. depreciated. Moreover, on June 6, 1980. 

the dinar was depreCiated from dinars 21 to dinars 27. 3 ·per 

US dollar to reinforce the efforts being made to impr.ove 
the current·a:ccount of the bal,ance of payments. By end-Sep

tembe:i:_:-1980 the effeCtive trade-weighted exchange rate had 
depreciated by 42 per' cent per. unit of foreign .currency 
with respect to D.ecembe;r 1979. 

5. While there were f.avorable deye;I,opments 

in .the current account of the. balance of payments, developrents 

in the capital account have been differ.ent from our original 

expectations. Iri parti.cular, during the Jirst nine months 
' . . ' 

of the year, difficulties were encountered in. obtaining the 
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desired amount of medium-term and long-.term foreign loans 
~ ' . 

from commercial banks to the nonbank.sector. Disbursements 

fell short of the levels planned when·we formulated our 

economic program for 1980·, and outstanding mediurn-term 

and · long-.term convertible debt, which amounted to US~ 12. 3 

billion at the end of 1979 1 amounted to US$ 13 .• 3 billion in 

September 1980, considerably below the level of US$ 14.2 

billion originally envisaged. We expect that gross mediu:rn

teim and long-.term borrowing in convertible currencies will 

accelerate sharply in the current quarter but the l.evel of 

such debt outstanding at the end of 1980 is unlikely to 

. exceed US$ 13 .1 billion. 

6. The shortfall in foreign medium-term and 

long-term borrowing required us to make extensive use of 

short-term foreign borrowing and. to run down gross interna

tional reserves. As a result, net international reserves of 

the· National ·Bank declined by more than the· amounts envisaged· 

in the stand-by. program .. By September 30,. 1980. the cumulative 

decline from December 31, 1979 in net convertible foreign 

assets.of the National Bank of Y\lgoslavia, less exceptional 

financing by' commercial banks, which had been targeted at 

US$ 500 million, amounted to US$ .93 7 million. In view of the 

favorable devhl.bµnents in the current .a;ccount, and the expected 

accelaration of medium-term and long-term convertible foreign 

borrowing in. the remainder Of 1980 I we es'timate that the 

deterioration described above ·will be partly reversed. Some . 

short-term borrowing will be repaid and the gross international 

reser:V·es will increase. However, because much of the new 

bo:i::'rowing will be done by. the National Bank, its net convertible 

foreign assets, less excepti.onal f inaricing by the commercial 

banks,· will decline further. However, the ·cumulative decline 

in net convertible assets of the Nati.onal Barik, less exc.ep

tional financing by commercial l:>ank.s, should not exceed us 
dollars T,600 ·million between DecemJ:ler. 31, 1979 and december 

31, 1980." 
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7. Domestically, an important aspect of our 

policies had been to reduce demand pressures. Our success 

can. be judged by the fact that, based on res~lts for the 

first eight or nine months of the year, real fixed investment 

is expected to decline by about 2 per cent in 1980 compared 

with 1979, real private consumption may rise ,by only about 

1 per cent, and real public sector expenditure may decline 

by about 8 to 10 per cent. Real social product in 1980 is 

expec.ted to be only about 2. 5 per cent greater than in 1979, 

when the increase was 7 per cent. 

8. By itself, the above reduction. in domestic 

demand pressures should have helped bring about a reduction 

·in inflation. Unfortunately, the combination of the high 

rate of increase of the :foreign exchange price of imports, 

including oil and other raw materials; ·the depreciation of 

the effective exchange rate of the dinar and necessary 

adjusbnents in same administered pr.ices led to an acceleration 

of the rate of inflation and currentJy retail prices are 30 

per .cent higher than a year. earlier. 

9. With nominal social product expected to 

i;:ise by about 32 per. cent in 1980 .compared with our original 

expectation of a r:ise ·of only 22 per cent, some increase in 

monetary exparis.ion above originally planned rates has become 

.necessary. Whei1 we. originally .formulated the .monetary pro.gram, 

the i.ncrease in the money supply between December 31, 197~ 

and December. 31, 1980 was to be 22 per cent. We have now 
increased this ·target .. to 24 per cent. Coris;isterit with th;i.,s 
target and the Tact that the net .fo:r,~eign assets of the banking 

system: have 'declined by more than we originally estimated 
because of .lower .foreign .borrowing by the nonbank sector, 

we have found it necessary. to permit the ne.t domestic assets 

of .the banking system to increase by somewhat more than ori

ginally planned9 Thus,: the level of net domestic assets of 

the·. banklng system on September 30, 1980 was Din l. 449 .6 

billion compared with :the 'original tar.g.et o;f Din l. 381 pillion 

·and we have :raised th.e: limit for Oeoerobei 31, 1980 .. to Di.n 
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1.538 billion from the original target of Din 1.466 billion. 

10. We originally set limits of Din 77.4 

billion for September 30, 1980 and Din 77.9 billion for 

December 31, 1980 on net credit of the National Bank to 

the budget of the Federation, which stood at Din 68.7 bil-

lion on December 31, 1979. Principally because revenues 

of the budget of the Federation did not increase by as much 

as anticipated, partly because of the slow growth of imports, 

the Government of SFR Yl1goslavia had borrowed Din 77. 9 bil

lion net on September 30, 1980, which is the amount prog

rammed for the year as a whole. However, we do not intend 

to raise the latter limit so that for the year as a whole 

the budget of the Federation will not add to liquidity by 

more than the planned amount. 

11. The. Yl1goslav Government . believes that 

significant economic progress has been made so far in 1980 

and it intends tO. continue with the stabilization effort in 

1981. We believe that the changes in .the performance criteria 

for September 30 and December 31, 1980 described i.n parag

raphs 6, 9~ and 10 above are consistent with the implemen

tation of the stabilization program and request the necessary 

waiver with respect .to the above mentioned performance 

criteria for September 30, 1980 and th.e necessary modification 

of those for December 31, 1980 the government of SFR Yugosla

via intends to take any further measures that may pecome 

necessa,ry ·to acihie.ve. the aims of the stabilization program. 

Yours sincerely, 

J;3oqoev Ing. Petar Kostic 
Governor, · .· of Yugosl.avia Fede:ral Secretary for Finance /' 

!Jt/~ r-'1#-:> ;t-z~c 
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SOCIALIST FEDERAL REPUBLIC 
OF YUGOSLAVIA 

46812~ 

FEDERAL SECRETARIAT FOR FINANCE Belgrada, May 16, 1980 

Orig :/EUR 

0 

11000 BELGRADE 

Mr. J. de Larosiere 

Managing Director 
International Monetary Fund 
Washington, D.C., 20431 
U.S.A. 

Dear Mr. de Larosiere: 

cc:~ 
DMD 
MR. AMUZEGAR. 
LEG 
RES 
ETR 
TRE 
SEC 

1. The Yugoslav economy is passing through a particularly 

difficult period. The current account of the balance of payments 

was in deficit by US$ 1.3 billion in both 1977 and 1978 and 

domestic prices were increasing at rates well in excess of 10 per 

cent. Domestic activity was buoyant, with real gross social 

product increasing by 7.9 per cent in 1977 and 6.6 per cent in 

1978. A relatively rapid rate of growth was considered necessary 

() to prevent a serious problem of unemployment. However, it added 

to the existing domestic and external pressures. Moreover, as 

the growth of world economic activity decelerated, various 

CJ 

restrictions were placed against important Yugoslav exports in 

some markets. 

2. The Government decided in 1979 that a.stabilization effort 

was required to moderate domestic pressures and to contain the 

deficit in the current account of the blance of payments to a 

level that would riot require excessive foreign borrowing. 

Accordingly, the target for the increase in real gross social 

produc~ was· reduced to 6 per cent and the aim was to reduce the 
"~ ... 

general rate of price increase from 15 per cent in 1978 to around 

13 per cent in 1979. With regard to the balance of payments, the 

current account deficit was to be kept to US$ l billion, which 

would have implied that the debt service ratio for foreign debt 

in convertible currencies would remain below 20 per cent. 

These targets were to be achieved by the implementation of an 

integrated set of do.m~s~fili.Sli!ii~? external policies, which included, 
~NQIJ. VOH~m .,r•;.J ,; • • • 

inter alia, more restrictive credit policies and an exchange rate 
OS :fy Wd 8- Nnr 086! 

ON(U A·HvJ3NOk~ 
~rf?Ji:il 'I \if)J\t:J ! .Id! 
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~ policy designed to maintain the external competitiveness of our 

economy. The stabilization program was supported by a stand-by 

arrangement with the Fund equivalent to SDR 69 .125 million ag·reed 

to on May 23, 1979, covering the first credit tranche. 

0 

3. For several reasons, the course of events in 1979 deviated 

from the original plan. We probably had underestimated the 

underlying pressures on the economy that existed at tne end of 

1978 and which continued in the first part of 1979. As a result, 

domestic activity in the first half of the year was higher than 

we intended. Although additional measures were taken that reduced 

rates of growth in the second half of the year, the increase in 

real gross social product in 1979 as a whole is estimated to have 

been 7.1.per cent, some one percentage point above .the target. 

However, there were important factors, all beyond our control, 

that prevented us from achieving our other goals. Above all, 

there was the unexpected and large increase in, oil prices. Oil 

() prices for Yugoslavia rose on average from.US$ 101 per metric 

ton in 1978 to US$ 143 per metric ton in 1979. In addition, 

0 

o· 

natural gas imports increased sharply.in 1979, principally in 

order to fill a newly completed pipeline, while cereal imports 

increased because of a particularly poor corn harvest in 1978 

and a bad wheat crop in 1979. The value of impor..ts of these 

three commodity groups was almost US$ 1 billion higher than in 

1978. Another major exogenous factor was.the ~arthquake in 

Montenegro ·in April 1979, which adversely affected tourism not 

only in that region but also elsewhere;.in addition, it reduced 

exports an~ necessitated additional imports for reconstruction. 

These factors, plus depressed deliveries 'of ships, a major export 

item, and a virtual cessation of corn exports because of the 

disastrous 1978 harvest, meant that the current account deficit 

rose to US$ 3.7 billion, leading to a decline of US$ 1.3 billion 

in gross convertible international reserves of .the banking system 

to US$ 2 billion at the end of the year, and substantial net 

foreign borrowing totaling around US$ 2.1.billion. The latter, 

combined with the rise in interest rates, increased the debt 
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service·ratio on debt in convertible currencies ·(excluding 

purchases from. the Fund) from 16.9 per cent in 1978 to 19.5 

per cent in 1979. 

4. Domestically, higher import prices were an important factor 

contributing to a rise in the rate of inflation from some 14 

per cent in 1978 (year-on-year average for all domestic expenditure) 

to almost 21 per cent in 1979, although the:rate of increase 

declined in the second half of the year. It.was not possible 

to prevent the increase in prices being largely reflected in 

increases in personal income payments per employee, but we believe 

it is significant that these rose by only about 20 per cent 

compared with the previo~s year. In this respect, it appears 

that workers exercised. considerable self..,.restraint in the 

self-management agreements on income payments. 

5. Although many of the reasons for the adverse developments 

Q in 1979 were beyond our control, the Government has to face 

0 

the fact that the deterioration that occurred in the balance 

of payments must be reversed.in 1980. Yugoslavia has therefore 

decided that policies this year must bring about a substantial 

reduc~ion in the current account deficit and thereby limit the 

growth of external debt. To achieve this and to aid.in reducing 

the rat.e of inflation., a slower growth. of domestic activity will 

be necessary .• Therefore, a major stabilization effort has been 

introduced.and.will continue until the necessary corrections in 

the domestic and external sectors.have been.made. Given the size 

of the imbalance .in 1979, it will not be.possible .to achieve ~11 

of the needed corrections in 1980 and we reali~e that the effort 

must continue in 1981. To support the stabilization program, 

which is described.in detail below in respect of the 1980 period, 

Yugoslavia is requesting a new stand...,.by arrangement from.the Fund 

for the period up to December 31, 1981 in a total. amount equivalent 

to SDR 339.325 million, including the equivalent of SDR 200.825 

Q million from the Supplementary Financing Facility. 
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6. Although the stabilization program .. will extend over both 

1980.and 1981, we are convinced .that substantial progress must 

be made in 1980 to reduce the current account deficit. We intend 

to do everything possible to reduce the deficit to US$ 2.0 billion 

this year and believe that there is a reasonable chance of 

achieving this. Such a large and rapid reduction might entail 

too great a disruption to real growth and employment but. we are 

convinced that the current account deficit must not exceed 
..-" 

US$ 2.5 billion this year with another large reduction in 1981. 

-Thus in 1980, we aim to reduce the deficit by at least US$ 1.2 

billion, which would b~ a reduction of at least one third. As a 

percentage of gross social produ~t, the current deficit would 

Q decline as a minimum from 6.0 per cent in 1979 to below 4 per 

cent in 1980. A deficit of this size would entail an amount of 

foreign borrowing that we consider manageable (see below). 

0 
7. A major effort will be required to reduce the deficit.to the 

extent sought, but we believe the needed improvement can be made. 

While part of it will come from larger net invisible receipts, 

the major adjustment will be on the trade account, .where exports 

must increase strongly and the growth in imports must.be sharply 

reduced. To achieve these results.,. the pattern of domestic 

production and expenditure.must change so as.to release more 

Q production for ex:r;>ort and to reduce the import intensiveness· 

of do¥testi.c output. Under. the Yugoslav system of workers' 

self-management, all enterprises involved in ~oreigp trade must 

0. 

agree among themselves within the Communities of Interest for 

Foreign Economic Relations on foreign trade.plans that will . ' 

lead to a viable balance of payments. In 1980, enterprises are 

making a major effort to produce more exportable goods and to 

substitute domestic products for imports wherever possible. 

They will be aided by the fact that a number of major development 

projects have recently been finiphed, which will reduce the 

demand for imported investment goods. Moreover,. these projects 

will increase export supplies and permit greater import substitution. 
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Throughout the economy, investment proposals are being 

re-examined to shift the emphasis for the time being toward 

projects construction that require few imports and away from 

import-intensive projects, especially those not directly 

related to.export production or import replacement. Intensified 

efforts are being made to increase domestic supplies of raw 

materials, for example, coal and. iron ore, and of intermediate 

products. Inter alia, this should keep the volume of oil imports, 

excluding amounts needed to fill a new pipeline, at no more than 

the 1979 level and possibly less. 

8. In addition, in 1980 some of the particular trade difficulties 

of 1979 should not recur. So far, there is every indication 

that corn exports will revive and imports of wheat should not 

be needed to _the extent experienced in 1979. Because of past 

orders, deliveries of ships will increase sharply in 1980 and 

1981. The planned growth of 'gross social product .is 2 percentage 

points less than the outcome in 1979, which wi-11 slow down import 

demand. Although overall world export.demand may be weak in 1980, 

the main Yugoslav export markets are expected to be relatively 

less affected, and demand in them is expected to be around 6 

per cent. Moreover, in 1979 we depreciated the dinar in terms 

of effective exchange rates by about 8 per cent following a 

depreciation of 9 per cent in the preceding year. We intend 

to continue with an exchange .rate policy that will maintain our 

competitive position and we expect to regain some of the market 

shares lost in recent years. Although its impact in 1980 will 

be limited, the recently concluded agreement with the European 

Economic ·community should have an incre,asingly favorable effect 

on our economic relations .with its. ·member countries in the corning 

years, including 1981 •. Taking_ all these factors into account, 

export volume is forecast to increase by 8 per cent and value 

by 21 per cent. Import volume should decline by around 9 per 

cent and the value vould increase by some 9 .per cent. The 

forecast tur?around in imports is not out of line with 

improvements made in previous periods when policies have been 

directed toward substantial improvement in the external sector. 
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Workers remittances should benefit from wage increases in 

Western Europe and tourism should show a recovery from 1979. 

Taking all the above i;nto account, a current .account deficit 

of US$ 2 billion in 1980 may be possible and it is our firm 

intention not to exceed a maximum level of US$ 2.5 billion. 

9. The large deficit in the current account in 1979 necessitated 

a riet increase of foreign borrowing in· convertible currencies 

of US$ 2.0 billion and at the end of that year the outstanding 

level of such debt was US$ 13.5 billion, of which US$.12.8 

billion had an original maturity of more than one year. During 

1979, there was a refinancing of debt totaling around US$ 0~8 

billion and the conditions attached to .the new credits generally 

provided for grace periods of three years and maturities of 

the order of 8-lO·years. We intend to continue to pay careful 

attention to the terms of new foreign borrowing so as to avoid 

sharp peaks.in servicing schedules, especially since, partly 

as a result of the rise in interest rates, the debt service 

ratio for convertible foreign debt, excluding purchases from 

the Fund, reached 19.5 per cent in 1979. To prevent a debt 

service problem from emerging and cons.istent with the maximum 

projected current account deficit for 1980, outstanding foreign 

debt in convertible currencies with original maturities of more 

than one year (excluding purchases from the Fund), which stood 

at US$ 12 .3 billion at the end of 1979.r wil.1 not exceed 

US$'14.7· billion by the end of 1980 (based on exchange rates 

current on December 31, 1979 and excluding net exceptional 

financing during 1980). To ensure orderly bor·rowing during the 

year, quarterly limits on the outstanding amounts have been 

set as follows: no.more than US$ 13.6.billion on June 30, 1980, 

US$ 14.2 billion on September 30, 1980, and us~ 14.7 billion 

on December 30, 1980. 

10. As mentioned earlier, during 1979 the gross.convertible 

international reserves of the banking system dee.lined and in 

1980 they will need to be built up again. It is our intention 
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to increase the gross convertible reserves of the National Bank 

of Yugoslavia by at least.US$ 0.7 billion during 1980. This will. 

necessitate a continuation of exceptional financing by the 

commercial banks, which has involved borrowing•abroad iri 

convertible currencies to maintain the level of the enternational 

reserves. In 1979, such borrowing totaled US$.250.milrion. To 

ensure an adequate level of liquidity in convertible currencies, 

the net convertible foreign assets of the National Bank of 

Yugoslavia less exceptional financing in convertible currencies 

by the commercial banks, which declined by US$ 1.702 million in 

1979 will show no further decline by the end of 1980. Consistent 

with this target for end 1980,. and allowing for the expected 

pattern of net foreign borrowing .and the seasonal movements 

in the current account.deficit, targets have been established 

providing for a. decline of no more th~n US$ 900 million by 

June 30, 1980 and no more than US$ 500 million by September 30, 

1980. 

11. If the various balance of payments targets are to be achieved, 

policies must ensure that domestic activity is not too expansionary. 

To ensure such consistency, it has been decided to reduce the 

planned increase in real gross social product to 5 per cent in 

1980 and to aim for a .reduction in the gross social product 

deflator to 17 per cent compared with 20 .per cent in 1979. 

All ?ategories of dome.stic demand are. planned to show smaller 

increases in real terms-the growth of personal consumption will 
decelerete from .5.5 per 'cent to 3.8 per cent, public consumption 

from 5.9 ~er cent to 2.1 per cent, and fixed capital formation 

from about 8 per cent to 5.8 per cent. · 

12. The achievement of these targets.will require an 'intensified 

restraint by all sectors of the econamy-the. public and. enterprise 

sectors in particular. In this regard, we would point out that 

self-management agreements covering such factors as prices and 

personal income payments were implemented in a .responsible and 

effective manner in 1979 and, with increas.ing experience with 
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the new system, it is expected that it will operate even more 

effectively in 1980. The Government.is convinceO. that a strong 

consensus exists in Yugoslavia that all decisions taken in the 

economic field should reflect the economi'c aims enunciated in 

the stabilization program. 

13. In some recent years there has been a tendency for public 

sector consumption to grow more rapidly than social product, 

and in all years the Federal Government has borrowed from the 

National Bank of Yugoslavia. The ratio of public sector 

expenditure to gross social product rose from.about 36 per cent 

in 1973 to about 43 per cent in 1978.. In 1979, however,this 

ratio declined to about 41 per cent. For the federal budget, 

expenditure in 1979 rose by 25 per cent compared with increases 

of 29 per cent in revenue and 28 per cent in nominal gross 

social product. The deficit declined from Din 5.3 billion in 

1978 to Din 3.8 billion in 1979. For the pub.lie sector as a 

whole, there was virtually no deficit in 1979. For 1980, the 

intention is that the public sector will continue to.grow more 

slowly than social product,· although budget expenditure by the 

Federation will increase by 29 per cent. The deficit of the 

federal budget will rise to Din 6.2 billion but this is equivalent 

to only 0 .. 4 per cent of gross social product. Gross borrowing 

from the N.ational Bank will rise only fractionally .(from Din 8.5 

billion in 1979 to Din 9.2 billion in 1980), which is much less 

than _the ~ncrease in expenditure. Current expenditure by the 

public sector as a whole is to increase by no more than 16 per 
cent. 

14. Monetary policy is an important pa~t of ·the stabilization 

program, since an excess supply of financial.assets could weaken 

the imp,lementation of other elements in the program. In 1978 

there was an excessive rate of increase of. money supply, which 

rose by 28 per cent and in 1979 strong s.teps were taken to 

decelerate monetary expansion, the target for the increase in 

money supply in that year being set at 18 per cent. In the first 

months of the year. the demand for credit continued strongly and 

the National Bank had to take special measure$ to limit the 
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expansion by imposing strict credit limits on the commercial 

banks and by reducing demand for consumer. credits by raising 

downpayment provisions. These measures wereeffective, so much 

so that some relaxation was necessary in the second half of 

the year when the loss of liquidity.of the commercial banks 

resulting from the continued external deficit threatened an 

abrupt decline in enterprise activity. At the end of 1979, 

money supply was only 17 per cent higher than a year earlier. 

Also, despite the need to counteract some of the liquidity 

loss caused by the external deficit, the rate of domestic 

credit creatio'n was 27 .per cent in 1979 compared with 30 per 

cent in the previous year. 

15. For 1980, we consider that money.supply should rise broadly 

in line with the reduced rate of growth of nominal social product. 

To that end, and given the planned balance of payments targets, 

the increase in money supply will be kept to 22 per cent and 

the increase in.net domestic assets of .the banking system to 

22 per cent. To ensure that money supply.does·not increase 

excessi.vely in the first half of the year, thereby prejudicing 

the whole year result, limits have been set within the year on 

net.domestic assets of the banking system, which totaled 

Din 1.201 billion on De.cember 31, 1979. They are not to exceed 

Din 1.321 billion on June 30, 1980, Din.1.381 billion on 

September 30, 1980, and Din 1.466 bill~on on December 31, 1980. 

To ensure that lending by the National Bank of Yugoslavia to 

the budget of the Federation does not compromise the overall 

credit program, such net lending in .1980 is not to exceed 

Din 9.2 billion. As with total domestic credit.creation, sub-. ' . 
limits have been -established within the.year. Such credits to 

the federal budget, which totaled Din 68.7 billion on December 31, 

1979, are not to exceed Din 76.4 billion on June 30, 1980, 

Din 77.4 billion on September 30,. 1980, and.Din 77.9 billion 

on December 31, 1980. 

16. Detailed quantitative economic targets for .1981, including 

targets for increases in domestic credit, foreign ~orrowing and 

the net foreign assets of the National Bank.of Yllgoslavia cannot 
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be established' at' this stage. However, as mentioned above, the 

Government is determined to continue with the stabilization 

program next year. Also, it intends to continue to give first 

priority. to a further improvement in the ha.lance of. payments. 

Dames~ic policies in all fields will be formulated.to maintain 

and if necessary strengthen the current measures of restraint. 

On the basis of a preliminary.examination of the possible 1981 

Plan, domestic activity·would grow no faster and perhaps somewhat 

more slowly than is.planned for 1980. Externally; the planned 

current account deficit of the balance of payments will decline 

further, perhaps to around US$ 1.8 billion. 

17. The Government of Yugoslavia does not intend to introduce 

any multiple currency practices or introduce new or intensify 

existing restrictions on payments and .transfers for. current 

international transactions or enter into any bilateral payments 

arrangements with Fund members; furthermore, the Government of 

Yugoslavia does not intend to ·introduce new restrictions or 

intensify existing restrictions on imports for balance of payments 

reasons. 

18. The Government believes that.the policies set forth in this 

letter are adequate to achieve the objectives of its program, but 

will take any further measures that may become appropriate for 

this purpose. The Government of Yugos.lavia .will consult with 

the Fund on the adoption of any measures that may become 

. appropriate, in accordance wi:lth the policies of 'the Fund on 

such oonsultations. Moreover, the Yugoslav authorities will consult 

with the Fund and reach understandings on the quantitative aspects 

of the program relating to the period of the Stand-by arrangement 

subsequent.to December 31, 1980. 

~~~Sincerely 

DR KSENTE BOGO.EV 

Governor 
National Bank of Yugoslavia 
For the Government of the 
Socialist Federal Republic 

of Yugoslavia 

yours, 

ING PETAR KOSTIC 

Fe.deral Secretary for Finance 

For the Government of the 
Socialist Federal Republic 

of _Yugoslavia 

l 
·J 
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CONFIDENTIAL 

MEMORANDUM FOR THE FILES 

Subject: Yugoslavia January 22, 1980 

At his request, I had lunch today with Mr. Stojiljkovic, Yugoslav 
Alternate at the World Bank. His main purpose was to discuss the forthcom:ing 
mission to Yugoslavia, especially whether it would be possible to negotiate 
use of the upper credit tranches. The conversation ran along expected lines, 
since neither of us was in a position to or wanted to be very specific in terms 
of what Yugoslavia might.be aole to offer or the Fund to ask. However, the 
tone of the conversation implied that Stojiljkovic himself was much in favor of 
Yugoslavia using Fund resources provided that the conditionality was bearable. 
By this I do not think he meant virtual unconditionality, and indeed I think 
that he and presumably some of his colleagues in Belgrade might welcome the 
Fund as a whipping boy when proposing tougher policies inside the country. He 
said, inter alia, that there were two schools of thought inside official circles. 
One was that Yugoslavia should stand on its own feet :.and not rely on outside 
help, including the Fund. The other believes that it would be quite appropriate 
to present a program acceptable both to Yugoslavia and the Fund and ask for 
credits. Mr. Stojiljkovic implied quite strongly that in his view many-would 
argue that it was only worth going to the trouble of getting Fund money if 
large amounts were availaole. He was well aware of Mr. Ruding\'s·adviee to the 
Yugoslav authorities regarding how much a second and third credit tranche stand
by arrangement plus corresponding SFF amounts· were worth. 

~, 

Geof f:rey· Tyler 

cc: Front Off ice / 

·-
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1. YUGOSLAVIA - WAIVER OF PERFORMANCE CRITERIA AND MODIFICATION OF 
STAND-BY ARRANGEMENT 

The Executive Directors considered a staff paper on a request from 
Yugoslavia for a waiver of performance criteria and a modification of 
the stand-by arrangement, together with a draft decision (EBS/80/250, 
11/19/80; and Sup. l~ 11/26/80).· 

The staff representative from the European Department explained 
that the Yugoslav authorities had requested a waiver of the performance 
criteria relating to the September 30, 1980 ceilings on net domestic 
assets of the banking system·, net credit of the ·National ·Bank, and the 
cumulative change.in net.convertible foreign assets of .the National· 
Bank~ They had not requested any modification of the ceiling on 
outstanding convertible currency debt. 

Mr. Ruding· recommended acceptance of Yugoslavia's request. The 
country had already achieved significant adjustment, and a substantial 
program for further adjustment was under way. In spite .of the adverse 
effects of increased oii prices~ the authorities had succeeded in 
reducing the deficit· in the current account of the balance· of payments 
froin $3. 7 billion to $2.3 billion, and it was expected to fall 
further. The reasons for the nonfulfillment of the performance criteria 
mentioned by the staff representative were clearly explained in the 
staff paper. Perhaps the most important contributory cause had been 
the devaluation of the dinar by more than 20 per cent ·in June 1980. 
Also important, however, was the centralization-of external borrowing 
in the central bank. The shift away.from borrowing by enterprises and. 
other banks had not been entirely foreseen and had inevitably affected' 
the performance criteria. The shift had made it necessary for the 
ceilings relating to the external situation of the National Bank to be 
raised, but had also permitted a simultaneous lowering of the ceilings 
relating to the external situation of other sectors of the economy. 

The depreciation of the currency ahd the exchange rate policy that 
had contributed to the need for the waiver of the performance criteria. 
had·been strongly advocated by the Fund earlier in the year, Mr~ Ruding 
recalled. Not knowing whether the authorities would follow the Fund's 
advice, the performance criteria in the stand-by program had riot assumed 
a major currency depreciation. During the second year of the stand-by 
program, the present strict and ambitious adjustment .measures would be 
continued. A staff mission was at present in Yugoslavia discussing 
with the authorities the measures to be taken during 1981. 

The reduction of the current account deficit had been made possible 
by the implementation of some very strong measures, Mr~ Ruding commented. 
Real income had fallen quite substantially; monetary policy had been 
tightened more than in previous years; and the growth rate of the gross 
social product had fallen from 7.1 per cent in.1979 to an estimated 
2.5 per cent for the current year. The present economic situation in 
Yugoslavia demonstrated the necessity of financing and adjustment, going 
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hand in hand. Finally, he had in the past expressed reservations of 
principle about modifications of stand-by programs. He continued to 
believe, however, that all judgments on such matters should be based 
on the individual circumstances of the country concerned. In the case 
of Yugoslavia, some of the modifications had been made necessary by 
factors beyond the control of the authorities; moreover, the country 
was obviously on the right track with its adjustment efforts. Because 
of the country's satisfactory overall performance, the Fund should 
show flexibility in adapting its performance criteria to changed 
circumstances. · 

Mr. Aulagnon considered that there was a convincing case for 
approving the Yugoslav request. He had strongly supported the original 
stand-by program as a means of overcoming certain difficulties endangering 
the future success of development efforts in that country. The most 
important of those difficulties had been the serious disequilibrium in 
the balance of payments; the program had already been successful in 
that the current account deficit, which had amounted to almost 
$4 billion in 1979, would be reduced to, at the most, $2.3 billion in 
1980, which was better than the target of $2.5 billion. There was no 
doubt that the main thrust of the financial program for 1980.was, 
therefore, firmly on track and that the modifications requested should 
be seen as the consequence of the sharp depreciation of the exchange 
rate that had been advocated by the Executive Board. 

He agreed with the staff that the acceleration in the inflation 
rate, which would probably reach about 30 per cent in terms of the 
social product deflator in 1980, was worrying, Mr. Aulagnon continued. 
It was true that the rise in inflation resulted more from the large 
depreciation of the dinar than from other domestic pressures, but the 
fact that the rise was accompanied by a 28 per cent increase in domestic 
credit clearly indicated the need for a close monitoring of all the 
related variables over the coming months. Incidentally, the staff had 
calculated that the depreciation of the dinar between December 1979 
and the end of October 1980 amounted to 30 per cent. The authorities, 
on the other hand, in their letter to the Managing Director, indicated 
a depreciation of 42 per cent over a similar period; could the staff 
clarify that discrepancy? 

Even under the assumption that external factors accounted for most 
of the internal imbalances, Mr. Aulagnon commented, the restrictive 
stance on domestic consumption, adopted for the first part of the stand
by program, should be maintained in 1981. Commendable results had 
been achieved through that policy so far, as real public expenditures 
might decline by about 8-10 per cent during 1980, while the increase 
in private consumption would be limited to 1 per cent in real terms. 
Finally, he hoped that commercial banks would take into account the 
positive results of Yugoslavia's financial program, and particularly 
the improvement of the balance of payments position. 

,. 
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Mr.·Price recalled· that when Yugoslavia's stand-by program had 
originally been discussed, he had had considerable doubts about the 
feasibility· of the targets relating to external financing. He·. had also 
commented on the need to coordinate better the borrowing from commercial 
banks. In view of the comments that he had made at the time, he now 
welcomed the Yugoslav authorities' more realistic approach to their 
borrowing program. The centralization of commercial borrowing could · 
well increase the overall amount available to the economy from abroad. 
He supported the proposed waiver of the performance criteria, particularly 
as the major objectives of the stand-.by program were being met. 

The. fact that the current account deficit had been cut more exten
sively than planned seemed to reflect a welcome caution on the author~ 
ities' part, Mr. Price noted. He·hoped that the authorities' present 
approach to the difficult task of securing external finance.would 
continue; in that context, he was glad that they had not requested a 
modification of the December 1980 performance criterion on credit to 
the federal budget. He welcomed the fact that credit policy was not 
fully accommodating inflation. It was probably disquieting to the 
authorities that the improvements in the cu~rent account had been~ to· 
some extent, offset by withdrawals from· foreign exchange accounts held 
by Yugoslav nationals working abroad; he wondered whether that trend 
was likely to be reversed. 

Mr. Buira noted that Yugoslavia had made substantial progress in 
reducing its current account deficit, despite a deterioration in its 
terms of trade that had been larger than projected. During the first 
ten months o.f 1980, exports had been rising at some 30 per.cent a year, 
while imports had decelerated in volume terms by ·about 12 per cent. 
The trade deficit was expected to be about $1 billion less than originally 
envisaged by the program, largely because of the substantial decrease · 
in domestic expenditure, which had led to a lower growth of domestic 
output and to a S\ilbstantial depreciation of the·effective exchange 
rate. The higher price increases resulting from the depreciation had 
meant that the performance criteria relating to net domestic assets of 
the banking system and to the budget had not been observed by the end 
of September 1980. Furthermore, the political transition toward collec
tive leadership together with the smaller than expected access of . 
enterprises to external credit had meant that the performance criteria 
relating to the increase in the net foreign assets of the National 
Bank had not been met, and international reserves had declined. 

The acceleration of the inflation rate gave grounds for concern, 
Mr. Buira said •. However, since it reflected more the deterioration in 
the terms of trade and the depreciation of the exchange rate than 
domestic demand pressures, it could reasonably be expected to decline 
of its own accord. In consequence, he concurred with the staff view 
that a modest increase in the growth of the money supply, from 
22 per cent to. 24 per cent, was necessary to permit some growth in the 
gross social product and to avdid excessive deflationary pressures •. 
It was noteworthy that real incomes were expected to decline, that 
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fixed investment was expected to be negative, and that the authorities 
had indicated their intention of complying with the overall annual 
credit allocation to the federal budget and had, therefore, requested 
a waiver for the September ceiling only. In conclusion, the program 
remained on track and the authorities' request for a waiver of some 
performance criteria and a modification of the stand-by agreement was 
justified. 

Mr. Winkelmann expressed his support for the requested waiver. 
It was astonishing to see how quickly the authorities had been able to 
correct the overheating of the economy that had been apparent in the 
discussions connected with the 1979 Article IV consultation. Unfortu
nately, the inflation rate had risen to a worrying level, and since 
most of the depreciation of the dinar had taken place in the summer of 
1980 some price increases from the external side were no doubt still 
in the pipeline. It would take some months before inflationary pressures 
from abroad decreased. 

Could the staff.indicate how the velocity of money had changed 
over the past months, Mr. Winkelman inquired. Generally a slowing 
down of an economy was accompanied by a reduction in the velocity of 
money. If that were the case for Yugoslavia, where the velocity of 
money had been high, the expansion of the monetary base could still be 
quite considerable. An excessive slowdown in the velocity of money 
would indicate a loss of some dynamism in the economy. 

In the medium and long terms, Mr. Winkelmann considered, there 
were grounds for optimism about Yugoslavia's access to the banking 
community. Quite recently some German banks had concluded agreements 
worth more than DM 500 million with the Yugoslav authorities, and it 
seemed that the banking community had a fairly optimistic view of 
Yugoslavia's future. He hoped that the country would be able to bring 
down its high rate of inflation, which had originated, to a large 
extent, from the necessary depreciation of the currency. 

Mr. Janjua expressed his support for Yugoslavia's request for a 
waiver of performance criteria and a modification of the stand-by 
arrangement. The nonobservance of some of the performance criteria in 
September 1980, which had resulted largely from unforeseen developments 
beyond the control of the authorities, was in no way a reflection on 
the basic soundness of the program. The progress made over the past 
year clearly indicated the authorities' firm intention to implement 
the stand-by program. Strong domestic policies had effectively reduced 
domestic expenditure and, in combination with the gradual devaluation 
of the exchange rate, had been instrumental in improving the current 
balance--the major objective of the program. The devaluation of the 
dinar and the adjustment in administered prices, though addding to 
price increases initially, were steps in the right direction, and in 
due course would contribute to relative price stability, more efficient 
resource allocation, and greater competitiveness. 
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The proposed new ceilings represented only.mo'dest'chariges when 
compared with the size and impact of the factors causirig·price increases, 
Mr. Janjua considered. ·The authorities were·aware of<the need for more 
corrective measures •. Their policies in the·recent past had provided a -
basis for the succes.sful implementation of· the :medium-term stabilization 
program~· 

:Finally, Mr• Janjua i'nquired,' could the staff lndfcate what would 
have been the optimum level of devaluation·, a.nd what effe'cts the greater 
than expected .devaluation had had on prices? In addition; like 
Mr. Aulagnon, he would ·like 'some explanation of·the discrepancy between 
the rate of depreciation over the past year as measured by: the·staff and 
the rate as measured by the Yugoslav authorities. 

Mr. Cross observed thaY the Yugoslav authorities had· already ·taken 
important' adjustment measures-:...chartges 'in the exchange rate; the 'restric
tion of the growth of money to a level below the growth in national 
product; the adjustment of adminisi::ered prices in.' energy and agriculture-
and, in ·consequence, the improvement in the ·curretit'·account had been 
greate'r than envisaged. · Nevertheless, the continued acceleration of 
inflation· stemming from the depreciation had proved' ·to· be· a major factor 
in the oversho.oting of 'the spending· targets; and ·the need to finance 
the budget deficit·had led to a breach in.the credit targets. In that 
con:ilection, he had been puzzled by: the fci"ct "that the inflationary forces 
that had pushed up the budget expenditures had not also led to· a corre-· 
sponding increase in budget revenues. He would be grateful if the staff 
could clarify that situation and also estimate the amount of me-dium~ and 
long-term financing necessary to repay short-term' credits and reverse " 
the· present decline· in reserves.· He ·also would· appreciate some expla- · 
nation of the perplexing difference in exchange rate movements a.s measured 
by the staff and as measured by the· YugciSlav authorities~ .. Ir{ conclusion, 
he supported the request' for a waiver of performance crite'ri'a and a 
modification of the stand-by arrangement• 

Mr. Carani'cas expressed' his a ppr.oval for the .. proposed modification 
of the stand-by arrangement•· He agreed with Mr. Ruding that the 'requested 
waiver was well justified by factors that· were bey'ond the control of the 
authorities. · It ·was· alSo· just if ie'd by the fact· that the Yugoslav author:... 
ities had· made great progress•in·achieving their targets with regatd 
to the balance of payments, and thaf· they were ready to take additional' 
mea·sures as ·necessary· to achieve all' the objectives or their stabilization 
program. 

Mr. Zhang expressed his' support for the Yugosiav request. Could 
the staff or Mr. Ruding give more information on the relationship 
between the depreciatiOn of the currency· and tile·increase in pri'ces? 

.•,:. 

The staff repres~ntative'froin.the:European'Departmetit; in explaining 
the discrepancy between the figures for the trade-weighted exchange rate 
depreciation, remarked ·that the methods of calculation' used by the 
staff·and·by the.Yugoslav authodtieswere different~ ·unlike the staff,· 
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the Yugoslav authorities made their calculations on .the basis of one 
dinar per U.S. dollar. Furthermore, again unlike the staff, the 
authorities might have included data from East European countries in 
their exchange rate model. Both of those differences could explain 
why the rate of depreciation appeared higher in the Yugoslav figures 
than in those of the staff. The staff had not envisaged as large a 
devaluation as had taken place during 1980. and, in consequence, had 
underestimated the level of price increases. Prices were continuing 
to increase as the full effects of the devaluation and the changes in 
certain administered prices became felt. The figures for October that 
had just been received showed that in October 1980 prices had been 
36 per cent higher than a year previously. 

Foreign exchange deposits had recovered somewhat during the second 
half of the year, the staff representative stated. During the political 
uncertainty in Yugoslavia following Marshall Tito's death, the Central 
Bank had become the main borrower. With regard to the velocity of 
money, GNP had increased faster than the increase in money supply; 
staff calculations showed that the velocity of money had increased by 
about 10 per cent. In answer to another question, according to latest 
estimates the National Bank had borrowed about $1.3 billion over the 
past year. The shortfall .in government revenue could be attributed in 
part to the low rate of growth of imports and, in addition, to the 
surcharge on imports that had been reduced in line with the devaluation 
in June 1980. 

Mr. Ruding explained that the substantial depreciation of the 
currency had contributed to infl~tion because of the importance of 
imports in the Yugoslav economy. There was.a high import component in 
investment expenditure, and, although declining, it nevertheless remained 
a significant element in the overall gross social product. The depre
ciation had also meant. that the effects of the oil price increases had 
been felt strongly in the economy; Yugoslavia imported about 70 per cen.t 
of its oil, much of which was purchased at spot market prices. The 
price of gasoline had been raised substantially and had noticeably 
affected the index of prices. Furthermore, the rate of inflation had 
also increased following the rise in a number of administered prices. 
He agreed with the staff representative that the difference in the 
rate of depreciation as measured by the staff and by the Yugoslav 
authorities could be explained by differences in methodology. Making 
calculations based on the dinar could well give results different from 
calculations based on the dollar and could lead to sharp differences . 
in results. Differences could also arise from the weight given to 
trade and to currency exchanges in the calculations. 

The Yugoslav authorities had not pursued an active interest rate 
policy in the past, Mr. Ruding remarked. He had stressed to them the 
importance of adopting such a policy, particularly in view of the 
present highly negative interest rates that affected investment, savings, 
and external accounts. With such negative rates, there was little 
incentive for Yugoslavs living abroad to remit foreign exchange. The 
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authorities had stated their intention of modifying their policy in the 
coming period. External financing had not been obtained for substantial 
amounts over the past year, but the picture had changed in the latter 
part of 1980 when the political situation had become clearer and external 
borrowing had been centralized. Successful approaches had been made 
to a number of countries in both Europe and the Middle East to obtain 
additional credit on a bilateral basis. A large syndicated Euroloan 
from commercial banks was still under negotiation. Progress was being 
made but, because of the necessarily slow nature of the negotiations, 
not as much money as anticipated had been disbursed recently. 

Although the Yugoslav authorities had achieved great success in 
many areas, inflation had become a more serious problem, Mr. Ruding 
commented. The reduction of inflation would have to be the core of 
the stand-by program over the coming year. In addition to inflation, 
the authorities were worried about .the growth rate, which was lower in 
1980 than it had been over many previous years. They hoped to achieve 
some degree of acceptable growth over the coming year. Deficits in 
the balance of payments had been cut, but had by no means been eliminated. 
The authorities planned to seek external financing from a number of 
different sources; they did not wish to rely entirely on the markets 
and hoped to receive more credits from the Fund. Because of the active 
and ambitious adjustment measures that the authorities were continuing 
to take, Yugoslavia deserved more assistance from the Fund. The case 
for approving the proposed decision was quite convincing. 

Finally, in response to the Acting Chairman, Mr. Ruding explained 
that it was difficult to say whether the Yugoslav authorities had 
obtained better terms by borrowing on a centralized basis, because it 
was not clear what terms would have been imposed had that policy change 
not been adopted. In view of the fact that access to the market by 
non-oil developing countries had deteriorated somewhat, he believed 
that the centralization of borrowing in Yugoslavia had enabled the 
country to raise larger amounts and, perhaps, on slightly better terms. 

The Executive Board then approved the following decision: 

The letter of November 26, 1980 from the Governor of the 
National Bank of Yugoslavia and the Federal Secretary for Finance 
(EBS/80/250, Sup. 1, 11/26/80) shall be annexed to the stand-by 
arrangement with Yugoslavia (EBS/80/114, 5/22/80) and the letter 
of May 16, 1980 from the Governor of the National Bank of Yugoslavia 
and the Federal Secretary for Finance attached to it shall be 
read as modified by the letter of November 26, 1980. 

Decision No. 6685-(80/175), adopted 
December 3, 1980 
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ffe\GtE~ DA 

EBS/80/250 
Supplement 1 

CONFIDENTIAL 

November 26, 1980 

Members of the Executive Board 

The Acting Secretary 

Yugoslavia - Request for Waiver of Performance Criteria and 
Modification of Stand-By Arrangement 

Attached is the text of the letter referred to in the second 
paragraph of page 2 of EBS/80/250 (11/19/80), signed on November 26, 1980 
by the Governor of the National Bank of Yugoslavia and the Federal 
Secretary of Finance requesting a waiver of performance criteria and 
modification of stand-by arrangement. 

Att: (1) 
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Belgrade, Yugoslavia 

November 26, 1980 

Dear Mr. de Larosiere, 

I. In our letter of May 16,· 1980 addressed to you, we described the econo
mic and financial· program adopted by the Government of the Socialist ·Federal 
Republic of Yugoslavia as a major stabilization effort to achieve, inter 
alia, a substantial reduction in the current account deficit of the balance 
of payments. In.support of the program the Fund approved on June 6, 1980 a 
stand-by arrangement that included as quantified performance criteria, quar
terly limits on (1) net domestic assets of the banking system, (2) net credit 
of the National Bank of Yugoslavia to the budget of the Federation, (3) out-
standing foreign debt in convertible curre·ncy with original maturities of 
more than one year (excluding purchases from the Fund), and (4) the cumula
tive decline in net convertible.foreign assets of the National Bank less 
exceptional financing in convertible currencies by commercial banks. 

2. On September 30, 1980 the performance criteria relating to net domestic 
assets of the banking system, net credit of the National Bank to the budget 
of the Federation, and the cumulative change in net convertible foreign 
assets of the ·National Bank were not observed for reasons· that are described 
below, which were no·t foreseen when the program was established. However, 
we believe that the most important objective of the program, namely a sub
stantial improvement in the current account of the balance of payments, is 
being achieved and that the inability to meet· some of· the performance· cri
teria on September 30, 1980 does not indicate that the basic. program is not 
being firmly implemented. 

3. During the first nine months of 1980, substantial progress has been made 
in reducing the current account deficit of the' balance of payments. Export 
volume increased by 11 per cent with respect to the same period of 1979 and 
ex.port value by 32 per cent. The value of imports over the same period rose 
by 8.5 per cent but the volume of imports declined by 10 per cent. Thus, 
developments in the trade account have been more favorable so far in 1980 
than was projected at the time of the formulation· of the program, when we 
expected export volume for·the whole year to rise by 8 per cent and import 
volume to decline by. 9 :P.er cent.· ·On services account there have been both 
favorable and unfavorable developments. On balance, higher service payments, 
especially for interest, are likely to lead to a somewhat smaller surplus on 
services than we originally expected. However, we expect that the current 
account deficit will be about US$2.2-2.3 billion (equivalent to about 3 per 
cent of GSP), compared with the target of US$2.5 billion described in our 
letter of May 22, 1980, and appreciably below the deficit of US$3.7 billion 
recorded in 1979. 

4. The improvement in the current account of the balance of payments was 
achieved in part by an active exchange rate policy designed to restore the 
competitiveness of the Yugoslav economy. Over the first months of 1980 the 
effec.tive exchange rate of the dinar continued to be depreciated~ Moreover, 
on June 6, 1980 the dinar was depreciated from Din 21 to Din 27.3 per U.S. 
dollar to reinforce the efforts being made to improve the current account of 
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the balance of payments. By end-September 1980 the effective trade-weighted 
exchange rate had depreciated by 42 per cent per unit of foreign currency 
with respect to December 1979. 

5. While there were favorable developments in the current account of the 
balance of payments, developments in the capital account have been different 
from our original expectations. In particular, during the first nine months 
of the year, difficulties were encountered in obtaining the desired amount of 
medium-term and long-term foreign loans from commercial banks to the nonbank 
sector. Disbursements fell short of the levels planned when we formulated 
our economic program for 1980, and outstanding medium-term and long-term con
vertible debt, which amounted to US$12.3 billion at the end of 1979, amounted 
to US$13.3 billion in September 1980, considerably below the level of 
US$14.2 billion originally envisaged. We expect that gross medium-term and 
long-term borrowing in convertible currencies will accelerate sharply in the 
current quarter but the level of such debt outstanding at the end of 1980 is 
unlikely to exceed US$13.l billion. 

6. The shortfall in foreign medium-term.and long-term borrowing required 
us to make extensive use of short-term foreign borrowing and to run down 
gross international reserves. As a result, net international reserves of 
the National Bank declined by more than the amounts envisaged in the stand-by 
program. By September 30, 1980 the cumulative decline from December 31, 1979 
in net convertible foreign assets of the National Bank of Yugoslavia, less 
exceptional financing by commercial banks, which had been targeted at 
US$500 million, amounted to US$937 million. In view of the favorable devel
opments in the current account, and the expected acceleration of medium-term 
and long-term convertible foreign borrowing in the remainder of 1980, we 
estimate that the deterioration described above will be partly reversed. 
Accordingly, we expect that the cumulative decline in net convertible foreign 
assets of the National Bank, less exceptional financing by commercial banks, 
should not exceed US$1,600 million between December 31, 1979 and December 31, 
1980. 

7. Domestically, an important aspect of our policies had been to reduce 
demand pressures. Our success can be judged by the fact that, based on 
results for the first eight or nine months of the year, real fixed investment 
is expected to decline by about 2 per cent in 1980 compared with 1979, real 
private consumption may rise by only about 1 per cent, and real public sector 
expenditure may decline by about 8-10 per cent. Real social product in 1980 
is expected to be only about 2.5 per cent greater than in 1979, when the 
increase was 7 per cent. 

8. By itself, the above reduction in domestic demand pressures should have 
helped bring about a reduction in inflation. Unfortunately, the combination 
of the high rate of increase of the foreign exchange price of imports, includ
ing oil and other raw materials, the depreciation of the effective exchange 
rate of the dinar, and necessary adjustments in some administered prices led 
to an acceleration of the rate of inflation and currently retail prices were 
30 per cent higher than a year earlier. 
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9. With nominal social product expected to rise by about 32 per cent in 
1980 compared with our original expectation of a rise of only 22 per cent, 
some increase in monetary expansion above originally planned rates has become 
necessary. When we originally formulated the monetary program, the increase 
in the money supply between December 31, 1979 and December 31, 1980 was to be 
22 per cent. We have now increased this target to 24 per cent. Consistent 
with this target and the fact that the net foreign assets of the banking system 
have declihed by more than we originally estimated because of lower foreign 
borrowing by the nonbank sector, we have found it necessary to permit the 
net domestic assets of the banking system to increase by somewhat more than 
originally planned. Thus, the level of net domestic assets of the banking 
system on September 30, 1980 was Din 1,449.6 billion compared with the origi
nal target of Din 1,381 billion and we have raised the limit for December 31, 
1980 to Din 1,538 billion from the original target of Din 1,466 billion. 

10. We originally set limits of Din 77.4 billion for September 30, 1980 and 
Din 77.9 billion for December 31, 1980 on net credit of the National Bank to 
the budget of the Federation, which stood at Din 6807 billion on December 31, 
1979. Principally because revenues of the Federal budget did not increase by 
as much as anticipated, partly because of the slow growth of imports, the 
Federal Government had borrowed Din 77.9 billion net on September 30, 1980, 
which is the amount programmed for the year as a whole. However, we do not 
intend to raise the latter limit so that for the year as a whole the Federal 
budget w:i.11 not add to liquidity by more than the planned amount. 

11. The Government of the Socialist Federal Republic of Yugoslavia believes 
that significant economic progress has been made so far in 1980 and.it intends 
to continue with the stabilization effort in 1981. We believe that the 
changes in the performance criteria for September 30 and December 31, 1980 
described in paragraphs 6, 9, and 10 above are consistent with the implemen
tation of the stabilization program and request the necessary waiver with 
respect to the above-mentioned performance criteria for September 30, 1980 
and the necessary modification of those for December 31, 1980. The Socialist 
Federal Republic of Yugoslavia intends to take any further measures that may 
become necessary to achieve the aims of the stabilization program. 

/s/ 

Ksente Bogoev 
Governor, National Bank of Yugoslavia 

Yours sincerely, 

/sf 

Ing. Petar Kostic 
Federal Secretary for Finance 
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EBS/80/250 

CONFIDENTIAL 

November 19, 1980 

To: Members of the Executive Board 

From: The Secretary 

Subject: Yugoslavia - Request for Waiver of Performance Criteria and 
Modification of Stand~By Arrangement 

Attached for consideration by the Executive Directors is a 
paper on a request expected to be received shortly from Yugoslavia for 
a waiver of performance criteria and modification of stand-by arrangement. 
A draft decision appears on pages 6 and 7. 

This subject has been tentatively scheduled for discussion on 
.Ma~, December 3, 1980. 

Wi.!.O. 

Att: (1) 
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INTERNATIONAL MONETARY FUND 

YUGOSLAVIA 

Request for Waiver of Performance Criteria and 
·Modification of Stand-By Arrangement ·1/ 

Prepared by the European Department 

CONFIDENTIAL 

(In consultation with the Exchange and Trade Relations, Legal, 
and Treasurer's Departments) 

Approved by L.A. Whittome and Subimal Mookerjee 

November 19, 1980 

I. Introduction 

On June 6, 1980, the Executive Board•approved a stand-byarrangement up 
to end-1981 for Yugoslavia (EBS/80/114, Sup. 1, 6/9/80), in an amount equiva
lent to SDR 339.325 million to be financed from the Fund's general resources 
(41 per cent) and from the supplementary financing facility (59 per cent). 
One purchase equivalent to SDR 150 million has been made so far under the 
arrangement~ The program included, as performance criteria, phased limits on: 
(a) net domestic assets of the banking system; (b) net credit of th~ National 
Bank to the Budget of the Federation; (c) outstanding foreign debt in convert
ible currency with original maturities of more than one year (excluding pur
chases from the Fund); (d) the cumulative change in net convertible foreign 
assets of the National Bank; together with (e) the standard clauses relating 
to multiple currency practices, bilateral payments agreements, and to restric
tions on payments and transfers for current international transactions and 
on imports for balance of payments reasons. Performance criteria were set 
for June 30, 1980, September 30, 1980, and December 31, 1980. Quantitative 
performance criteria for 1981 are to be established once detailed economic 
targets for that year are prepared. The performance criteria for the limits 
on net domestic assets of the banking system, net credit by the National Bank 
to the bvdget of the Federation and the cumulative change in net foreign. 
assets of the National Bank were not observed on September 30, 1980. There
fore; Yugoslavia was unable to make the purchase equivalent to SDR 50 million, 
available on November 15, 1980. The nonobservance of the performance criteria 
has resulted in large part from the greater-than-expected devaluation of the 
dinar in June 1980 and the associated sharp rise in domestic prices and from 
the shortfall in receipts of medium- and long-term foreign loans to the enter
prise sector. It is noteworthy, however, that the reduction in the current 

1J A staff mission consisting of Messrs Tyler (EUR), Manison (EUR), 
Loser (ETR), Buyse (EUR), Bery (World Bank), and as secretary Mrs. Padmore (EUR), 
were in Belgrade from October 29 to November 7, 1980 to discuss developments 
under the stand-by arrangement. 
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account deficit of the balance o: payments in 1980, which is a major aim of 
the stabil:'.zation program, is being achieved. The deficit is now estimated 
to decline to around US$2.3 billion compared with US$3.7 billion in 1979; 
the program called for a reduction to US$2.5 billion. 

In the letter to the Managing Director which is to be signed later this 
week, and which will be circulated shortly as a supplement to this paper, 
the Governor of the National Bank of Yugoslavia and the Federal Secretary for 
Finance request a waiver on the limits described in the previous paragraph for 
September 30, 1980 and a modification of two of these limits for December 31, 
1980. The proposed new limits are set out in Annex Table 4. 
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of SDR 871.0 million, or 314.4 per cent of quota. Two purchases of 
SDR 138.5 million, each equivalent to 50 per cent of quota, were made under 
the CFF in May 1979 and February 1980, respectively. Outstanding purchases 
under the oil facility amount to SDR 96.2 million, or 34.7 per cent of quota. 
Yugoslavia's holdings of SDRs on November 10, 1980 amounted to SDR 60.1 mil
lion, or 47.3 per cent of net cumulative allocation. 

Table 1. Yugoslavia's Position in the Fund 
as of Nove_mber 10, 1980 

Quota 

General resources account 

Fund's holdings of dinars 
Oil facilities 
CFF 
SFF 
Ordinary net credit tranches 
Distribution of gold 

Special drawing rights account 

Net cumulative allocation 
Holdings 

In Millions of 
SD Rs 

277 .o 

871.0 
96.2 

277 .o 
97.6 

121.6 
1. 7 

126.9 
60.1 

As Per Cent 
of Quota 

.'( 

314.4,, 
34.7 

100 .o \-
35 .2 
43.9 
o. 5 . 
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II. Developments and Performance 
Under Stand-By Arrangement 

Recent economic developments and the policie~ to be followed in 1980 were 
discussed by the Executive Board on June 6; 1980 ~hen Executive Directors con'."" 
sidered the Staff.Report on the 1980 Article IV consultation with Yugoslavia, 
(SM/80/119, 5/20/1980; and Sup. 1, 6/10/80) ,: the relate9 paper on Recent Econo
mic Developments (SM/80/120, 5/27/80) and approved the current stand-by arrange-
ment (EBS/80/114, 5/22/80; and Sup. 1, 6/9/80). · 

The main objective of the staoilization program was to reduce the current 
account deficit of the balance of payments to at least US$2.5 billion in 1980. 
Toward this end, it was the aim to reduce the growth rate of real gross social 
product to 5 per cent compared with 7.1 per cent in 1979. The program called 
for a decrease in the annual rate of inflation to·17 per cent (in terms of 
the gross social product deflator), about 3 percentage points less than in 
1979. In addition, it ~as planned that foreign borrowing in conjunction with 
exceptional financing 1-./ by the commercial banks and the use of Fund resources 
be sufficient in 1980 to permit an increase in gross official reserves of 
about US$0. 7 bill.ion. The authorities indicated that the ·reduction in the 
current account deficit would receive priority and that additional measures 
would be taken, if necessary, to achieve the external target. Subsequently, 
the planned domesticgrowth rate·w?-s reduced and latest estimates indicate 
that real.domestic expenditures will decline by 2.6 per cent and the growth 
of real GSP will be only·2.5 per cent in 1980. Whereas at the beginning of 
the year, real private consumption and real fixed investment were planned to 
rise.by 3.8 per cent and 5.8 per.cent, respectively, they are.now expected 
to rise by 1 per cent and decline by 2 per cent, respectively. 

Despite the easing of domestic· demand pressures the rise· in prices has 
been considerably higher than previously foreseen. By September 1980 the· 
retail price. index was 31 per cent above that·of a year earlier; it is now 
expected that the GSP deflator will rise by around 30 per cent in 1980. The 
strong immediate effects on costs and prices of the depreciation of 22 per 
cent of the Yug·oslav dinar in June 1980, following .smaller depreciations 
earlier in the year, together ·with administered price adjustments to correct 
distortions, particularly in prices of energy and agricultural products, have 
been mainly .responsible for the recent upsurge in domestic' prices. .The accel
eration in the cost of ·living combined with recent successful efforts to 
restrainthe growth of personal incomes has resulted in a substantial decline 

. in real personal incomes during 1980. The average level of real personal 
incomes in the socialized sector in the first nine months of the year was 
8-9 per cent'below that in the corresponding period of 1979. 

With domestic prices rising more rapidly than originally foreseen, the 
growth of nominal GSP exceeded sharply the planned growth of the money supply, 
which was to groW'atthe same rate as nominal GSP~ i.e., 22 per cent. The 
authorities have decided that it would be inappropriate.to permit an expansion 
of money supply equal to the now anticipated increase of about 33 per cent in 

]j Financial credits obtained by the commercial banks at the.request of the 
National Bank and used to support gross official foreign exchange holdings. 
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nominal GSP. However, they believe that a slight increase is necessary to 
prevent a further reduction.in the growth rate of real GSP. Hence, they are 
adjusting credit creation so as.to provide an increase in money supply during 
the whole of 1980 of 24 per cent. Consistent with this growth and the fact 
that net foreign assets of the banking system have fallen by more than origi
nally planned (see below), the new target for net domestic assets of the bank
ing system at the end of 1980 is Din 1,538 billion, an increase of 28 per cent 
compared with ·end-i979. Of this planned increase during 1980 of Din 337 bil
lion, Din 31 billion arises because of the depreciation of the dinar in June 
1980 since some dinar credits are linked to the exchange rate of the dinar. 
If this increase is excluded, the planned effective increase in net domestic 
assets in 1980 would be 25 per cent. 

Partly because of the faster than expected increase in domestic prices 
and partly because of the higher dinar prices of imports, expenditure of the 
Federal budget has risen above the levels originally projected and for the 
year as a whole will be 3-4 per cent higher. In addition, receipts in the 
first half of the year increased more slowly than forecast. This has meant 
that credit from the National Bank to the Federal budget was used more rapidly 
than had been planned and it was in fact fully utilized by end-June 1980. 
As a result, the limit of such credit for September 30, 1980 was exceeded by 
Din 0.5 billion. However, the decision has been made not to raise the limit 
for the·whole year and thus no modification.,is requested for the relevant 
performance criterion for December 31, 1980. As a result, expenditure will 
need to be reduced or other source~ of finance found. Any borrowing from 
the commercial banks would be within the above limit on total bank lending. 
For the public sector as a whole, total expenditures are forecast to decline 
in real terms compared with .1979 and there may be a small overall surplus. 

As indicated above, the current .account of the balance of payments is 
expected to recover markedly in 1980. The current account deficit, which:-· 
amounted to US$3.7 billion (6 per cent of GSP) in 1979, is projected to ·; 
decline to US$2.3 billion (~quivalent of about ~per cent of GSP), about 
US$0.2 billio.n less than originally envisaged. The dollar value of exports 
increased at a rate of. 30 per cent over the first ten months of 1980 com
pared with the same period in 1979, and their volume rose by an estimated 
10 per cent. The increase in the valu~ of imports decelerated sharply to a 
rate of 8.5 per cent over the same period, with their volume declining by 
about 12 per cent. For the year as a whole, the trade deficit is expected 
to be around US$1 billion less than originally forecast. On services account, 
tourist receipts were buoyant but interest payments rose by more than forecast, 
because a greater proportion of borrowing was in the form of more expensive 
short-term credits, and in the first half of the year there were substant'ial 
withdrawals from foreign exchange accounts of Yugoslavs working abroad. 'The 
latest full year estimate is for net services receipts to be about US$0.8' bil
lion less than the earlier estimate. The improvement in the. current acc"Ciunt 
stemmed in part from the measures of financial restraint and the related:''· 
easing of domestic demand pressures and also from the impact of the devalua
tion of 22 per cent for the dinar vis-ii-vis the U.S. dollar that occurred 
on June 6, which followed frequent small adjustments over the first part of 
the year. By end-October 1980, the effective. trade-weighted ·exchange rate 
had declined.by 30 per cent compared with December 1979. 
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Until recently, the outcome in the external capital account has been 
somewhat disappointing. Originally it had been hoped that virtually all the 
current account deficit would be covered by medium- and long-term borrowing 
by the· enterprise· sector. This would have permitted an increase in gross 
convertible international reserves equal to exceptional borrowing by the bank
ing system plus net purchases from the Fund. However, in the main, enter
prises were able to obtain only the normal flow of suppliers' credits and 
could not obtain the additional financial credits needed to cover the cur.rent 
account deficit. Partly this was due to various noneconomic factors, but no 
doubt the deterioration of the balance of payments in 1979 made foreign banks 
cautious until a recovery could be clearly seen. 

In the short run, this forced a major increase in the use of lines of 
short-term foreign credit and a' decline in gross.official reserves. Moreover, 
foreign banks indicated that· they would wish to extend financial· credits to 
the National Bank rather than to the enterprise sector. On this basis~ the 
National Bank has concluded and is currently negotiating a large volume of 
financial credit from abroad, which will be used to repay part of the buildup 
of short,....term credit-s and which it is hoped should reverse the decline in 
gross official reserves. However, the above developments have meant that the 
net foreign asset position of the National Bank was worse at end-September 
1980 than originally forecast and this will also be the case at the end of 
December 1980. On the former date the cumulative decrease in the net foreign 
asset positionwa:s US$937 million compared with an expected US$500 million 
and at end-year the decline is forecast to reach US$1,600 million rather than 
return to zero. The corollary is, of course, that outstanding debt of the 
enterprise sector will not rise as forecast and as a consequence, the limit 
for December 31, 1980 has been reduced by US$1.6 billion to US$13.l billion. 

As mentioned, the official international reserves declined during the 
first three quarters and at end-September 1980 totaled US$957 million com
pared with US$1,315 million at the end of 1979. In October 1980 they rose 
to US$1,294 million and the present forecast for end-December 1980 is 
US$1,600 million. 

III. Staff Appraisal 

.,E, In most respects, the Yugoslav economy has made important progress in 
1980. Strong domestic policies, including a very effective incomes policy 
and< tight· monetary policies, have sharply reduced real domestic expenditures 
sori.that, despite the slower growth of domestic output, resources have been 
released to contribute to a substantial reduction in the current account 
deficit. The reduction in the current account deficit of the balance of pay
ments is greater than planned despite the fact that the terms of trade deter
iorated more in 1980 than had been forecast. The improved current account 
position has been supported by the policy of gradual depreciation of the 
effective exchange rate tn the first five months of the year and by the sharp 
depreciation of 22 per cent on June 6, 1980. 
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The greater-than-expected deterioration in the terms of trade combined 
with the depreciation of the effective exchange rate by around 30 per cent 
since the beginning of the year has put more pressure on prices than orig
inally anticipated and it is now likely that the rise in the social product 
deflator will be 30 per cent for 1980. The original estimate, on which 
planned monetary expansion was based, was only 17 per cent. The staff agrees 
with the authorities' view that this acceleration in the inflation rate is 
worrying and must be reversed. However, there is no evidence that it results 
to any marked extent from domestic pressures. In the circumstances the staff 
considers that the modest increase in the planned growth of the money supply 
from 22 per cent to 24 per cent is warranted and should not endanger the sta
bilization program. The growth in 1980 of domestic credit needed to achieve 
this growth in money supply is 28 per cent, of which about 2.5 per cent results ("'\ 
from an increase in dinar credit linked to foreign exchange following the June :....__) 
depreciation. The new ceilings for domestic credit at end-September and end
December 1980 shown in Annex Table 4 are therefore considered reasonable. 

The fact that the Federal budget needed access to its whole year credit 
allocation should not have any significance on the financial program since 
the total credit limit is not to be increased. The staff therefore considers 
that a waiver should be granted in respect of the breach of the ceiling on 
September 30, 1980. 

Borrowing by Yugoslavia on foreign capital markets was adversely affected 
in the first half of the year by a number of noneconomic factors and probably 
by the slowness with which the improvement in the balance of payments was gen
erally recognized. In the current quarter, medium- and long-term borrowing 
prospects have improved but for the year as a whole, short-term foreign debt 
will rise by more than planned and the gross official international reserves 
will increase by less than intended. However, the staff considers that the 
somewhat weaker structure of foreign borrowing is much less significant than 
the sharp improvement in the current account of the balance of payments. 
Moreover, the fact that more medium- and long-term foreign borrrowing has 
been done by the National Bank does not affect the overall foreign debt pos
ition or its servicing. The staff therefore considers that the requested 
waiver and modifications of the performance criteria relating to foreign 
borrowing for September 30 and December 31, 1980 are justified. 

Accordingly, the following draft decision is submitted for consideration 
by the Executive Directors: 

1. The letter of November ••• , 1980 from the Governor of the 

National Bank of Yugoslavia and the Federal Secretary for Finance 

(EBS/80/250, Sup. 1, 11/ /80) shall be annexed to the stand-by 

arrangement with Yugoslavia (EBS/80/114, 5/22/80) and the letter of 
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May 16, 1980 from the Governor of the National Bank of Yugoslavia 

and the Federal Secretary for Finance attached to it shall be read 

as modified by the letter of November ••• , 1980. 
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Table 1. · ·Yugoslavia; National Accounts·, 1./ 1977-80 

·(Percentage change at constant Erices) 

1977 1978 1979 1980 
Latest 

Plan forecast 

Private consumption 7.0 7.0 6.0 3.8 1.0 

Public consumption ]) 7.4 5.3 7.9 2.1 0.8 

Gross fixed capital formation u. 7 13.4 4.6 5.8 -1.9 

Gross domestic expenditure 11.7 4.8 9.5 3.7 -2.6 

Exports: goods and services -4.4 -1.9 3.4 6.0 8.5 

Imports: goods and services 12.5 -1.3 9.8 --11 -10.5 

Gross social product 8.0 6.8 6.8 5.0 2.5 

Memorandum item: 
Gross social product def la tor 14.7 15.0 20.7 17.0 30.0 

Sources: Resolutions on Realization of Social Plan 1976-80 for 1979 and 1980; 
and data supplied by the Yugoslav authorities. 

]:./ Based on material product national income accounting according to Yugoslav 
methodology, which excludes services rendered to individuals from the gross· 
material product. -Gross domestic product is estimated to be about 15 per c.ent 
higher than gross social product. 

]:_/ Includes material costs of general and collective consumption only. 
3/ The Yugoslav authorities intend to keep growth of imports in line with 

balance of payments capabilities. 
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Table 2. :.Yugoslavia: Balance of Payments, 1977-80 

1977 . 1978 

_____ , ____ , ______ . ___ -·- --- -·--.-·--:-·----- ----/---.-------------·----.....,,--

A• 

B. 

Goods and services and un>requ i ted trans Ee rs 

Exports f.o.b. 
Import.; c.i.f. 

Tr,1de balance 

Servicl'!s and unr\!<luited transfers 

Credits: ----
Workers and emigrants remittances 
Travel 
Transportation 
Interest 
Other 

Total 

Debits: 
Workers and emigrant;; remittances 
Travel 
Trrmspprta t ion 
lnte rest 
Other 

Total 

Services and unrequited tra~sfers (net) 

Long-term capital 

C.r;,. Total (A through B) 

D~; Short-term capital incl. bilateral 
balances, errors a.nd omissions 

E.. Total (A through D) 

f. 

G. 

H. 

I. 

Allocation of SDRs 

Exceptional financing 

Total (A through G) 

Reserve movements 
Use of Fund credit 
SDRs 
Reserve position in the. Fund 
Gold 
Official foreign exchange (increase -) 
Liabilities of National Bank (i.'11crease +) 

Total 

5, 191 
-9,789 

-4;598 

2,505 
915 

1, 100 
135 

5,395 

-72.5 
-98 

-505 
,...410 

-2,143 

. 3,252 

56 

.40 

96 

75 

171 

-112 
-3 

-5 
-51 

-171 

Sources: National Bank of Yugoslavia; and staff estimates. 

5,809 
-10!._~~ 

-4,630 

2,950 
1,130 
1,200 

170 
810 

6,260 

-1,280 
-128 
-590 
-495 

:-2,913 

3,347 

67 

12 

I 
79 

350 

429 

-74 
-7 

-81 
-10 

-257 

-429 

}:_/ Data on capital account converted on ~tatistical exchange rate basis. 

1979 

6,794 
-.!_"._LOl~ 

-7,225 

3, 393 
l, 183 
1 405 

\s8 
-1:..t.313 

7,482 

-1'683 
-155 
-674 
-821 
-585 

-3,918 

3,564 

ANNEX 

-2,488 . 

778 

-1;710 

37 

250 

-1,423 

286 

1,138 

1,423 

Latest 

-6,000 

J,850 
1,600 
1,651) 

165 
_l_i._~!l(l 

8,765 

-2,200 
-120 
-770 

-l ,200 
-775 

-5,065 

3,700 

407 

-1,893 

262 

-l,63L 

38 

250 

-1,343 

343 

-300 
_!,300 

1,343 
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iable 3. Yugoslavia: Monetary Survey 1) 

(In billions of dinars) 

1977 1978 1979 1980 
I II III IV 

Level at end of period 

Net foreign assets ...,.14.0 -33.4 -112.0 -143.0 -209.8 -213.6 -194.0 

Domestic credit 731.9 948.0 1,201.3 1,261.4 1,368.4 1,449.6 1,53'8.0 
Short-term 155.5 193.0 246.6 259.9 269.7 298.6 
Long-term 514.5 637.8 787.4 817.6 863.3 907.5 
Other ]j 61.9 117 .2 167.3 183.9 235.4 243.5 

Money supply ]/ 251.1 315.3 375.2 386.2 399.3 430.8 465.0 

Quasi-money !!_/ 326.7 436.1 560.2 573.8 674.9 728.5) 
Of which: ) 
Foreign exchange ) 

deposits 99.5 155.3 200.2 195.3 276.0 300.1) 879.0 
) 

Other, net 140.1 163.2 153.9 158.4 84.4 76. 7) 

Source: Social Accounting Service of Yugoslavia, Statistical Bulletin, various 
issues. 

)) Derived from the balance sheet for all banks. ::.::: 
2/ Includes foreign exchange claims on domestic clients, and investments in short

term and long-term securities. 
3/ National Bank definition of money supply. 1,. 
?!./ Comprises foreign exchange deposits of residents, other sight deposits,~time 

deposits, restricted deposits, securities issued by banks, and claims on banks in 
respect of pooled resources. 
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[lable 4 .. .: Yugoslavia: Quantitative Performance 
,,_._ h Criter-ia for 1980 in Stand-By Arrangement 

1979 1980 
December 31 June 30 SeEt. 30 Dec. 31 

0 

Actual Actual Fore- June 30 
cast 

1980 
Ceiling Under Program 

September 30 December 31 

(ProEosed new ceilings in brackets) 

Net domestic assets of the 
banking system; in billions 
of dinars 1,201 1,368 1,450 1,538 1,321 1,381 1,466 

(1,450) (1,538) 

Net credit of the National Bank 
to the Budget of the Federation; 
in billions of dinars 68. 7 77 .9 77. 9 77 .9 76.4 77,4 77. 9 

(77. 9) 

Cumulative change in net convert-
ible foreign assets of the 
National Bank; in millions 
of U.S. dollars 1:/ -972 -937 -1,600 -900 -500 

(-937) (-1,600) 

Convertible currency debt out-
standing; in billions of 
U.S. dollars_ J) 12.3 13.1 13.3 13.1 13.6 14.2 14.7 

(14.2) (13 .1) 

Source: Data supplied oy the Yugoslav authorities. 

1/ Net of exceptional borrowing by commercial banks. 
Z/ 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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., Brian Rose· 1nr. 

PRESS RELEASE NO. 80/44 

Washington, D.C. 20431 

FOR IMMEDIATE RELEASE 
June 6, 1980 

The International Monetary Fund has approved a stand-by arrangement 
for the Government of Yugoslavia authorizing purchases up to the equiva
lent of SDR 339,325 million. The purchases may be made over the period 
until December 31, 1981 in support of the Government's stabilization 
program for 1980 and 1981. The arrangement will be financed in part 
from the Fund's ordinary resources (SDR 138,5 million), and in part from 
resources borrowed by the Fund under the supplementary financing facility 
(SDR 200.825 million). 

Yugoslavia faced a number of economic difficulties in 1979. The 
weakness of the world economy combined with the large increase in commodity 
prices, including oil, put pressure on the balance of payments, Domestic 
difficulties like the devastating earthquake in Montenegro and bad weather 
affected overall performance. While there was some deceleration in real 
growth during the course of the year, it was less than expected largely 
because of the underlying strength of economic expansion at the end of 
1978. The internal pressures that existed in the first half of the year 
together with rising import prices led to an acceleration of inflation 
to around 22 per cent annually, These pressures together with the external 
difficulties were responsible for the sharp deterioration in the current 
account of the balance of payments to a deficit of $3.7 billion in 1979 
compared with one of $1. 3 billion in 197 8, 

In response to these developments, the authorities have introduced a 
stabilization program for 1980, in order to dampen domestic demand pressures, 
bring inflation under better control, and reduce the current account 
deficit, These objectives are to be achieved through a combination of 
fiscal and monet~rymeasures as well as policies in the incomes, prices, 
and external fields, The stabilization effort will continue in 1981 
because the size of the imbalance precludes making all the necessary 
correction during 19.80, 

Yugoslavia's quota in the Fund is SDR 277 million.. Its financial 
obligations to the Fund resulting from past operations and transactions 
currently total the equivalent of SDR 469,2 million, 
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DOCUMENT OF INTERNATIONAL MONETARY FUND AND NOT FOR PUBLIC USE 

To: Members of the Executive Board 

From: The Secretary 

Subject: Yugoslavia - Stand-By Arrangement 

EBS/80/114 
Supplement 1 

CONFIDENTIAL 

June 9, 1980 

Attached for the records of the Executive Directors is the text 
of the stand-by arrangement for Yugoslavia agreed at Executive Board 
Meeting 80/86, June 6, 1980. 

Att: (1) 
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Stand-By Arrangement--Yugoslavia 

1. Annexed hereto is a letter dated May 16, 1980 from the Minister 
of Finance of Yugoslavia setting forth the objectives and policies which 
the authoritjes of Yugoslavia will pursue. · · 

2. The International M01;1etary Fund grants this stand-by arrangement 
to support these objectives and policies. 

3. Yugoslavia will remain in close consultation :with the Fund during 
the period of the stand-by arrangement. These consultations may include 
correspondence and visits of officials of the Fund to Yugoslavia or of repre
sentatives of Yugoslavia to .the Fund. For the purpose of these consultations, 
Yugoslavia will provide the Fund through reports at intervals or dates 
requested by the Fund, with such information as the Fund. requests in connec
tion with the objectives and policies set forth in the annexed letter. In 
particular,.- Yugoslavia will consult wit}.l the Fund_ on the adoption of any 
measures that may be appropriate at the ~nitiative of Yugoslavia or whenever 
the Managing Director requests consultation because any of the criteria_ 
referred to in paragraph 5 below are not being observed or because he con
siders that consu_ltation on .the program is desirable. In addition, after 
the period of the stand-by arrangement and while Yugoslavia has outstanding_ 
purchases in the upper credit tranches, .the Government will consult with. 
the Fund, from time to time, at the initiative of the Government or at the 
request of the Managing Director, concerning Yugoslavia's balance of pay
ments policies. 

4. During the period from June 6, 1980 to December 31, 1981, 
Yugoslavia will have the right, after making full use of any reserve tranche 
that it may have at the time of making a request for a purchase under the 
stand-by arrangement, to make purchases from the Fund in an amount equiva
lent to SDR 339.325 million, provided that: 

(a) (i) purchases ·under the stand-by arrangement shall not, 
without the consent of the Fund exceed the equivalent of SDR 150 million 
until November.15, 1980, SDR 200 million until February 15, 1981, 
SDR 250 mil.lion until May 15, 1981, SDR 300 million until August 15, 1981, 
and SDR 339.325 million until November 15, 1981; and 

(ii) the right of Yugoslavia .to make purchases under this 
stand-by arrangement shall be subject to paragraph 5 below to the extent 
that such purchases would increase. the FQnd's holdings of dinars beyond 
the first credit tranche plus 12.5 per cent of quota. 

(b) If at any time, any limit in (a)(i) above would prevent a 
purchase under the stand-by arrangement that would not increase the Fund's 
holdings of Yugoslavia's currency beyond the first credit tranche plus 
12.5 per cent. of quota, the limit will n.ot apply to that purchase. 
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(c) Purchases under this arrangement shall be made ~tlth supple
mentary financing until purchases under the arrangement reach the equiva
lent of SDR 34.625 million, and then each purchase shall be made from ordi
nary resources and with supplementary financing in the ratio of 25 to 30. 

5. (a) During any period before December 31, 1980 in which: 

(i) the limits on the increase in outstanding foreign 
debt in convertible currencies referred to in paragraph 9 of the annexed 
letter are exceeded; or 

(ii) the targets for the net convertible foreign assets 
of the National Bank of Yugoslavia, referred to in paragraph 10 of the 
annexed letter have not been met; or 

(iii) the limits on net domestic assets of the banking 
system referred to in paragraph 15 of the annexed letter have been 
exceeded; or 

(iv) the limits on the net lending of the National Bank 
of Yugoslavia to the Budget of the Federation referred to in paragraph 15 
of the annexed letter have been exceeded; or 

(v) the intentions stated in paragraph 17 of the annexed 
letter are not carried out, the Government of Yugoslavia will not request 
any purchase under this arrangement except after consulting the Fund and 
reaching understandings with the Fund regarding the circumstances in which 
such purchases may be made. 

(b) Moreover, during the period of the stand-by arrangement after 
December 31, 1980, Yugoslavia will not request purchases under the stand-by 
arrangement unless Yugoslavia has reached understandings with the Fund on 
its policy intentions and performance criteria in accordance with the last 
sentence of paragraph 18 of the annexed letter or while the understandings 
thus reached are not being observed. 

·6. Purchases under the stand-by arrangement shall be made in the 
currencies of other members selected in accordance with the policies and 
procedures of the Fund, and may be made in special drawing rights if, upon 
the request of Yugoslavia, the Fund agrees to provide them at the time of 
the purchase. Purchases shall be made in exchange for the currency of 
Yugoslavia. 

7. Yugoslavia will pay a charge for this stand-by arrangement in 
accordance with the decisions of the Fund. 

8. Subject to paragraph 4 above, Yugoslavia will have the right to 
engage in the transactions covered by this stand-by arrangement without 
further review by the Fund. This right can be suspended only with respect 
to requests received by the Fund after (a) a formal ineligibility; or (b) 
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a decision of the Executive .Board to suspend transactions, either generally 
or in order to consider a proposal, made by an Executive Director or the 
Managing Director, formally to suppress or to limit the eligibility of 
Yugoslavia. When notice of a decision of formal ineligibility or of a deci
sion to consider a proposal is given pursuant to this paragraph 8, purchases 
under this stand-by arrangement will be resumed only after consultation has 
taken place between the Fund and Yugoslavia and understandings have been 
reached regarding the circumstances in which such purchases can be resumed. 

9. (a) Repurchase of the outstanding amount of Yugoslavia's currency 
that results from a purchase under this arrangement and is ·subject to charges 
under Article V, Section 8(b): 

(i) may be made at any tim'e; 

. ' 

(ii) will be expected normally.as the balance of payments 
and reserve position of Yugoslavia improves;· 

(iii) shall be made in accordance with the representation 
of the Fund if, after consultation with Yugoslavia, the Fund represents 
that under its policies at the time of the repurchase Yugoslavia should 
repurchase because of an improvement in its balance of payments and reserve 
position; 

(iv) with respect to purchases from ordinary resources, 
shall be completed five years after the date of the purchase, provided that 
the repurchase shall·be made in equal quarterly installments during the 
period beginning three years and ending·five years after the date of the 
purchase unless the Fund approves a different schedule; and 

'(v) with respect to purchases with supplementary financing, 
shall be c·ompleted seven years after ·the purchase, provided that the repur
chase shall be made in equal semiannual installments during ·the period begin
ning three and one half years and ending seven years.after the purchase. 

(b) Any reductions in Yugoslavia's currency held by the Fund shall 
reduce the amounts subject to repurchase under. (a) above in accordance .with 
the principles.applied by the Fund for this ~urpose at the time of reduction 
provided, however, that a·repurchase attributed to a purchase with supplemen
tary financing in advance of the schedule in (a)(v) above shall be accompa
nied by a.repurchase in respect of the purchase from ordinary resources made 
at the same time if any part of the latter purchase is still outstanding. 
The amounts of the two repurchases shall be in the same proportions in which 
ordinary resources and supplementary financing were used in the purchases, 
provided, however, that the repurchase in: respect of the purchase from ordi
nary resources shall not exceed the amount of the purchase still outstanding. 

(c) Repurchase shall be made with special drawing .rights, or with 
the currencies specified by the Fund at the time of the repurchase in accor
dance with the policies and. procedures of the Fund at the time of the repur
chase. 
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Annex to Stand-By Arrangement 

Dear Mr. de Larosiare: 

ANNEX 

Belgrade, Yugoslavia 
May 16, 1980 

1. The Yugoslav economy is passing through a particularly difficult period. 
The current account of the balance of payments was in deficit by US$1.3 bil
lion in both 1977 and 1978 and domestic prices were increasing at rates well 
in excess of 10 per cent. Domestic activity was buoyant, with real gross 
social product increasing by 7.9 per cent in 1977 and 6.6 per cent in 1978. 

0 

A relatively rapid rate of growth was considered necessary to prevent a seri- r-'\ 
ous problem of unemployment. Bo"1ever, it added to the existing domestic and ·~/ 

external pressures. Moreover, as the growth of world economic activity decel-
erated, various restrictions were placed against important Yugoslav exports 
in some markets. 

2. The Government decided in 1979 that a stabilization effort was required 
to moderate domestic pressures and to contain the deficit in the current 
account of the balance of payments to a level that would not require exces
sive foreign borrowing. Accordingly, the target for the increase in real 
gross social product was reduced to 6 per cent and the aim was to reduce the ~ 
general rate of price increase from 15 per cent in 1978 to around 13 per cent 
in 1979. With regard to the balance of payments, the current account deficit 
was to be kept to US$1 billion, which would have implied that the debt ser-
vice ratio for foreign debt in convertible currencies ~~uld remain below 
20 per cent. These targets were to be achieved by the implementation of an 
integrated set of domestic and external policies, which included, inter alia, 
more restrictive credit policies and an exchange rate policy designed to () 
maintain the external competitiveness of our economy. The stabilization pro- ~ 
gram was supported by a stand-by arrangement with the Fund equivalent to 
SDR 69.125 million agreed to on May 23, 1979, covering the first credit 
tranche. 

3. For several reasons, the course of events in 1979 deviated from the 
original plan. We probably had underestimated the underlying pressures on 
the economy that existed at the end of 1978 and which continued in the first 
part of 1979. As a result, domestic activity in the first half of the year 
was higher than we intended. Although additional measures were taken that, 
reduced rates of growth in the second half of the year, the increase in real 
gross social product in 1979 as a whole is estimated to have been 7.1 per 
cent, some one percentage point above the target. However, there were impor
tant factors, all beyond our control, that prevented us from achieving our 
other goals. Above all, there was the unexpected and large increase in oil 
prices. Oil prices for Yugoslavia rose on average from US$101 per metric 
ton in 1978 to US$143 per metric ton in 1979. In addition, natural gas 
imports increased sharply in 1979, principally in order to fill a newly com
pleted pipeline, while cereal imports increased because of a particularly 
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poor corn harvest in 1978 and a bad wheat cr~p in l979·. The value of imports 
of these three commodity groups was almost US$1 billion higher than in 1978. 
Another major exogenous factor ~s the earthquake in Montenegro. i.n April. 
1979, which adversely affected tourism npt only .in that region but. also else
where; in addition, it reduced exports and necessitated additional imports 
for reconstruction.· These factors, plus d~pressed deliveries of ships, a 
major export item, and a virtual cessation of corn exports because of the 
disastrous 19'78 harvest, meant that the current account deficit. rose to 
US$3.7 billion, leading to a decline of US$1.3 billion in gross convertible 
interna:tional reserves Df the bankin~ system to US$2 billion at the end of 
the year, and substantial net foreign borrowing totaling around US$2.l bil
lion. The latt~r, combined with the rise in interest.rates, increased the 
debt. service ratio.on debt in convertible currencies (excluding purchases 
from the Fund) from 16 .9 per ~ent in 1978 to 19 .5. per cent in 1979. 

4. Domestically,. higher import prices were at). important factor contribut
ing to a rise in the rate of inflation from some 14 per cent in 1978 (year
on-year average.for all domestic expenditure) to almost 21 per cent in 1979, 
although the .rate of increase declined in the second half of the year. It 
was not possible to prevent the increase in prices being largely reflected 
in increases in personal income payments per employee, but we believe it is 
significant that these rose by only about 20 per cent compared with the pre
vious year. In this respect, it appears that workers exercised considerable 
self-restraint in the self-management agreements on income payments. 

5. Although many of the reasons for the adverse developments in 1979 were 
beyond our control, the Government has to face the fact that the deteriora-. 
tion that occurred in the bal~nce of payments must be reversed in 1980. 
Yugoslavia has therefore decided that policies this year must bring about 
a substantial reduction in the current account deficit and thereby limit the 
growth of external debt. To achiev~ this and to aid in reducing the rate 
of inflation, a slower growth of domestic activity will be necessary. There
fore, a major stabilization' effort has been introduced and will continue 
until the necessary corrections in the domestic and external sectors have 
been made. Given t.he size of the imbalance in 1979, it will not be possible 
to achieve all of the needed corrections in 1980 and we realize that the 
effort must continue in 1981. To support the stabilization program, which 
is described in detail below in respect of the 1980 period, Yugoslavia is 
requesting a new stand-by arrangement from the Fund for the period up to 
December: 31, 1981 in a total amount equivalent to SDR 339.325 million, 
including the equivalent of SDR 200.825 million from the supplementary 
financing facility. 

6. Although the stabilization program will extend over both 1980 and 1981, 
we are convinced that substantial progress must be made in 1980 to reduce 
the current account deficit. We .intend to do everything possible to reduce 
the deficit :to US$2.0 billion this year and believe that there is a reason
able chance of achieving this. Such a large and rapid reduction might entail 
too great a disruption to .real growth and employment but we are convinced 
that the current account deficit must not exceed US$2.5 billion this year 
with another large reduction in 1981. Thus in 1980, we aim to red~ce the 
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deficit by at least US$1.2 billion which would be a reduction of at least 
one third. As a percentage of gross social product, the current deficit 
would decline as a minimum from 6 per cent in 1979 to below 4 per cent in 
1980. A deficit of this size would entail an amount of foreign borrowing 
that we consider manageable (see below). 

7. A major effort will be required to reduce the deficit to the extent 
sought, but we believe the needed improvement can be made. While part of 
it will come from larger net invisible receipts, the major adjustment will 
be on the trade account, where exports must increase strongly and the growth 
in imports must be sharply reduced. To achieve these results, the pattern 
of domestic production and expenditure must change so as to release more 
production for export and to reduce the import intensiveness of domestic 
output. Under the Yugoslav system of workers' self-management, all enter
prises involved in foreign trade must agree among themselves within the 
Communities of Interest for Foreign Economic Relations on foreign trade 
plans that will lead to a viable balance of payments. In 1980, enterprises 
are making a major effort to produce more exportable goods· and to substitute 
domestic products for imports wherever possible. They will be aided by the 
fact that a number -0f major development projects have recently been finished, 
which will reduce the demand for imported investment goods. Moreover, these 
projects will increase export supplies and permit greater import substitu
tion. Throughout the economy, investment proposals are being re-examined 
to shift the emphasis for the time being toward projects that require few 
imports and away from import-intensive projects, especially those not 
directly related to export production or import replacement. Intensified 
efforts are being made to increase domestic. supplies of raw materials, for 
example, coal and iron ore, and of intermediate products. Inter alia, this 
should keep the volume of oil imports, excluding amounts needed to fill a 
new pipeline, at no more than the 1979 level and possibly less. 

8. In addition, in 1980 some of the particular trade difficulties of 1979 
should not recur. So far, there is every indication that corn exports will 
revive and imports of wheat should not be needed to the extent experienced 
in 1979. Because of past orders, deliveries of ships will increase sharply 
in 1980 and 1981. The planned growth of gross social product is 2 percentage 
points less than the outcome in 1979, which will slow do~m import demand. 
Although overall world export demand may be weak in 1980, the main Yugoslav 
export markets are expected to be relatively less affected, and demand in 
them is expected to be around 6 per cent. Moreover, in 1979 we depreciated 
the dinar in terms of effective exchange rates by about 8 per cent following 
a depreciation of 9 per cent in the preceding year. We intend to continue 
with an exchange rate policy that will maintain our competitive position 
and we expect to regain some of the market shares lost in recent years. 
Although its impact in 1980 will be limited, the recently concluded agree
ment with the European Community should have an increasingly favorable 
effect on our economic. relations with its member countries in the coming 
years, including 1981. Taking all these factors into account, export volume 
is forecast to increase by 8 per cent and value by 21 per cent. Import vol
ume should decline by around 9 per cent and the value would increase by 
some 9 per cent. The forecast turnaround in imports is not out of line with 
improvements made in previous periods when policies have been directed 
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toward substantial improvement in the external sector. Workers' remit
tances should benefit from wage increases in Western Europe and tourism 
should show a recovery from 1979. Taking all the above into account, a 
current account deficit of US$2 billion in 1980 may be possible and it is 
our firm intention not to exceed a maximum level of US$2.5 billion. 

9. The large deficit in the current account in 1979 necessitated a net 
increase of foreign borrowing in convertible currencies of US$2 billion and 
at the end of that year the outstanding level of such debt was US$13.5 bil
lion, of which US$12.8 billion had an original maturity of more than one year. 
During 1979, there was a refinancing of debt totaling around US$0.8 billion 
and the conditions attached to the new credits generally provided for grace 
periods of three years and maturities of the order of 8-10 years. We intend 
to continue to pay careful attention to the terms of new foreign borrowing 
so as to avoid sharp peaks in servicing schedules, especially since, partly 
as a result of the rise in interest rates, the debt service ratio for convert
ible foreign debt, excluding purchase from the Fund, reached 19.5 per cent 
in 1979. To prevent a debt service problem from emerging and consistent with 
the maximum projected current account deficit for 1980, outstanding foreign 
debt in convertible currencies with original maturities of more than one 
year, (excluding purchases from the Fund) whi~h stood at US$12.3 billion at 
the end of 1979, will not exceed US$14.7 billion by the end of 1980 (based 
on exchange rates current on December 31, 1979 and excluding net exceptional 
financing during 1980). To ensure orderly borrowing during the year, quar
terly limits on the outstanding amounts have been set as follows: no more 
than US$13.6 billion on June 30, 1980, US$14.2 billion on September 30, 1980, 
and US$14.7 billion on December 30, 1980. 

10. As mentioned earlier, during 1979 the gross convertible international 
reserves of the banking system declined and in 1980 they ~~11 need to be 
built up again. It is our intention to increase the gross convertible 
reserves of the National Bank of Yugoslavia by at least US$0.7 billion dur
ing 1980. This will necessitate a continuation of exceptional financing by 
the commercial banks, which has involved borrowing abroad in convertible cur
rencies to maintain the level of the international reserves. In 1979, such 
borrowing totaled US$250 million. To ensure an adequate level of liquidity 
in.convertible currencies, the net convertible foreign assets of the National 
Bank of Yugoslavia less exceptional financing in convertible currencies by 
the ·commercial banks, which declined by US$1,702 million in 1979 will show 
no further decline by the end of 1980. Consistent with this target for end-
1980, and allowing for the expected pattern of net foreign borrowing and for 
the seasonal movements in the current account deficit, targets have been 
established providing for a decline of no more than US$900 million by 
June 30, 1980 and no more than US$500 million by September 30, 1980. 

11. If the various balance of payments targets are to be achieved, policies 
must ensure that domestic activity is not too expansionary. To ensure such · 
consistency, it has been decided to reduce the planned increase in real gross 
social product to 5 per cent in 1980 and to aim for a reduction in the gross 
social product deflator to 17 per cent compared with 20 per cent in 1979. 
All categories of domestic demand are planned to show smaller increases in 
real terms--the growth of personal consumption will decelerate from 5.5 per 
cent to 3.8 per cent, public consumption from 5.9 per cent to 2.1 per cent, 
and fixed capital formation from about 8 per cent to 5.8 per cent. 
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12. The achievement of these targets will require an intensified restraint ~ 
by all sectors of the economy--the public and enterprise sectors in partic-
ular. In this regard, we would point out that self-management agreements 
covering such factors as prices and personal income payments were implemented 
in a responsible and effective manner in 1979 and, with increasing experience 
with the new system, it is expected that it will operate even more effective-
ly in 1980. The Government is convinced that a strong consensus exists in 
Yugoslavia that all decisions taken in the economic field should reflect the 
economic aims enunciated in the stabilization program. 

13. In some recent years there has been the tendency for public sector con
sumption to grow more rapidly than social product, and in all years the 
Federal Government has borrowed from the National Bank of Yugoslavia. The 
ratio of public sector expenditure to gross social product rose from about 
36 per cent in 1973 to about 43 per cent in 1978. In 1979, however, this 
ratio declined to about 41 per cent. For the federal budget, expenditure in Q 
1979 rose by 25 per cent compared with increases of 29 per cent in revenue 
and 28 per cent in nominal gross social product. The deficit declined from 
Din 5.3 billion in 1978 to Din 3.8 billion in 1979. For the public sector 
as a whole, there was virtually no deficit in 1979. For 1980, the intention 
is that the public sector will continue to grow more slowly than social prod-
uct, although budget expenditure by the Federation will increase by 29 per 
cent. The deficit of the federal budget will rise to Din 6.2 billion but 
this is equivalent to only 0.4 per cent of gross social product. Gross bor-
rowing from the National Bank will rise only fractionally (from Din 8.5 bil-
lion in 1979 to Din 9.2 billion in 1980), which is much less than the Q 
increase in expenditure. Current expenditure by the public sector as a whole 
is to increase by no more than 16 per cent. 

14. Monetary policy is an important part of the stabilization program, since 
an excess supply of financial assets could Y.eaken the implementation of other 
elements in the program! In 1978 there was an excessive rate of increase of 
money supply, which rose by 28 per cent and in 1979 strong steps were take~ Q 
to decelerate monetary expansion, the target for the increase in money supply 
in that year being set at 18 per cent. In the first months of the year th~ 
demand for credit continued strongly and the National Bank had to take spe~ 
cial measures to limit the expansion by imposing strict credit limits on the 
commercial banks and by reducing demand for consumer credits by raising down-
payment provisions. These measures were effective, so much so that some relax-
ation was necessary in the second half of the year when the loss of liquidity 
of the commercial banks resulting from the continued external deficit threat-
ened an abrupt decline in enterprise activity. At the end of 1979, money sup-
ply was only 17 per cent higher than a year earlier. Also, despite the need 
to counteract some of the liquidity loss caused by the external deficit, the 
rate of domestic credit creation was 27 per cent in 1979 compared with 30 per 
cent in the previous year. 

15. For 1980, we consider that money supply should rise broadly in line with 
the reduced rate of growth of nominal social product. To that end, and given 
the planned balance of payments targets, the increase in money supply will be 
kept to 22 per cent and the increase in net domestic assets of the banking Q 
system to 22 per cent. To ensure that money supply does not increase exces- . 
sively in the first half of the year, thereby prejudicing the whole year 
result, limits have been set within the year on net domestic assets of the 
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banking system, which totaled Din 1,201 billion on December 31, 1979. They 
are not to exceed Din 1,321 billion on June 30, 1980, Din 1,381 billion on 
September 30, 1980, and Din 1,466 billion on December 31, 1980. To ensure 
that lending by the National Bank of Yugoslavia to the budget of the 
Federation does not compromise the overall credit program, such net lending 
in 1980 is not to exceed Din 9.2 billion. As with total domestic credit cre
ation, sublimits have been established within the year. Such credits to the 
federal budget, which totaled Din 68.7 billion on December 31, 1979, are not 
to exceed Din 76.4 billion on June 30, 1980, Din 77.4 billion on September 30, 
1980, and Din 77.9 billion on December 31, 1980. 

16. Detailed quantitative economic targets for 1981, including targets for 
increases in domestic credit, foreign borrowing and the net foreign assets 
of the National Bank of Yugoslavia cannot be established at this stage. How
ever, as mentioned above, the Government is determined to continue with the 
stabilization program next year. Also, it intends to continue to give first 
priority to a further improvement in the balance of payments. Domestic poli
cies in all fields will be formulated to maintain and if necessary strengthen 
the current measures of restraint. On the basis of a preliminary examination 
of the possible 1981 Plan, domestic activity would grow no faster and perhaps 
somewhat more slowly than is planned for 1980. Externally, the planned current 
account deficit of the balance of payments ~ull decline further, perhaps to 
around US$1.8 billion. 

17. The Government of Yugoslavia does not intend to introduce any multiple 
currency practices or introduce new or intensify existing restrictions on 
payments and transfers for current international transactions or enter into 
any bilateral payments arrangements with Fund members; furthermore, the 
Government of Yugoslavia does not intend to introduce new restrictions or 
intensify existing restrictions on imports for balance of payments reasons. 

18. The Government believes that the policies set forth in this letter are 
adequate to achieve the objectives of its program, but will take any further 
measures that may become appropriate for this purpose. The Government of 
Yugoslavia will consult with the Fund on the adoption of any measures that 
may become appropriate, in accordance with the policies of the Fund on con
sultations. Moreover, the Yugoslav authorities will consult with the Fund 
and reach understanding on the quantitative aspects of the program relating 
to the period of the stand-by arrangement subsequent to December 31, 1980. 

(Ksente Bogoev) 
Governor, National Bank of Yugoslavia 

Yours sincerely, 

(Ing. Petar Kostic) 
Federal Secretary for Finance 

,·---, 
I \ ,. 

·. / Mr. J. de Larosiere 
Managing Director 
International Monetary Fund 
WASHINGTON, D. C. 20431 
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AG ~DA 

EBS/80/114 

CONFIDENTIAL 

May 22, 1980 

Members of the Executive Board 

From: The Secretary 

Subject: Yugoslavia - Request for Stand-By Arrangement 

Attached for consideration by the Executive Directors is a 
request from Yugoslavia for a stand-by arrangement equivalent to 
SDR 339.325 million. A draft decision appears on page 11. 

This subject, together with the staff report for the 1980 
Article IV consultation with Yugoslavia (SM/80/119, 5/20/80), has been 
tentatively scheduled for discussion on Friday, June 6, 1980. 

Att: (1) 
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CONFIDENTIAL 

INTERNATIONAL MONETARY FUND 

YUGOSLAVIA 

Request for Stand-b'y Arrangement with Supplementary Financing 

Prepared by the European Department and the Exchange . 
. and Trade }\elations Department 1./ 

(In consultation with the Legal Department and 
the Treasurer's .Department)· 

Approved by L.A. Whittome and S. Kanesa-Thasan 

I. Introduction 

In a letter dated May 16, 198Q (annexed), Yugoslavia requests a stand~by 
arrangement, with associated use of supplementary financing for the period up 
to December 31, 1981, in an amount equivalent to SDR 339.325 million, which 
is equivalent to the second and third credit tranches (SDR 138.5 million) 
plus the associated amounts '];_/ avail~Qle under the supplementary financing 
facility. The letter describes the policies and intentions of the Yugoslav 
authorities. · · · 

Yugoslavia is an original Fund member. Its quota in th~ Fund is 
SDR 277 mil1ion. Yugoslavia has used Fund resources on a number of occasions. 
The ;Last stand-:by arrangement with Yugoslavia for .SDR '69 .• 25 million, covering 
the first credit tranche,. was granted in May 1979 and was.used in full. In 
February 1980, Yugoslavia drew SDR 138 .5 million under the compensatory finan
cing facility, bringing the outstanding drawings by Yugoslavia under the facil
ity to the equivalent of 100 per cent of quota. 

On April 30, 1980, Fund' holdings of dinars were equivalent to 2p9.8 per 
cent.of quota, or 125 per cent of quota excluding outstanding purchases 
under the oil facilities and compensatory financing facility, and holdings 
resulting from gold sales to Yugoslavia. Yugoslavia is a participant in the 
Special Draw~ng Rights Department. At the end of April 1980, holdings were 
SDR 55.1 million, or 43.4 per cent of net cumulative allocation of 
SDR 126.9 million. Yugoslavia has acquired 177,144 ounces of fine gold in 
the gold distribution program, and received US$19.4 million in the di~ect 
distribution of profits from gold sales. Yugoslavia hai traµsferred one 
third of the +atter amount to .the Trust Fund. · 

1/ A mission consisting of Messrs. Tyler (EUR), Mountford (EUR), and Loser 
(ETR) with Mrs. Pabst (EUR)' as secretary was in Belgrade from May (l-7, · 1980 
to finalize discussions which began in February-March 1980 during the 1980 
Article IV consultation discussions. 

±..I Including an amount equ~valent to 12 .• 5 per cent of quota related to the 
first credit tranche; the first credit tranche was. drawn in May 1979. 
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II. The Economic and Financial Program 

The background to the current problems of the Yugoslav economy and 
the policies to be followed in 1980 are described in the Staff Report for 
the 1980 Article IV consultation with Yugoslavia (SM/80/119, 5/20/80) and 
in Recent Economic Developments (SM/80/120, 5/27/80). In response to 
the sharp increase in the deficit in the current account of the balance 
of payments in 1979, which was financed in part by a sizable reduction in 
reserves, and the further acceleration in the rate of inflation, the author
ities have introduced a stabilization program for calendar year 1980, in 
order to dampen domestic demand pressures, bring inflation under better 
control, and reduce the current account deficit. It is the firm intention 
of the authorities to continue with the stabilization effort in 1981. Under 
the Yugoslav constitutional system, final numerical targets for 1981 cannot 
be established until the end of 1980. The attached Letter of Intent there
fore describes the financial program for 1980 in detail and the broad path 
that will be followed in 1981. The stand-by arrangement makes provision 
for a consultation with the Fund to reach understandings on quantitative 
aspects of the program for the period of the stand-by arrangement sub
sequent to December 31, 1980. The establishment of such undertakings is 
a performance criterion. 

The main macroeconomic targets of the program for 1980 are a reduc
tion in the growth rate of real social product to 5 per cent compared with 
7.1 per cent in 1979, and a decrease in the rate of inflation to 17 per 
cent (in terms of the GSP deflator) about 3 percentage points less than 
in 1979. For the balance of payments, the current account deficit is to 
be reduced to a maximum of US$2.5 billion in 1979. 1/ In combination with 
exceptional financing by the commercial banks and the use of Fund resources, 
foreign borrowing is planned to be sufficient in 1980 to permit an increase 
in gross official reserves of about US$0.7 billion. 

The stabilization effort will continue in 1981. Final quantitative· 
targets cannot be established at this time, but present thinking is that 
the current account deficit of the balance of payments should be reduced 
to about US$1.8 billion in that year. To achieve this, real gro"~h of 
GSP ~ill probably need to be kept at around the level planned for 1980 
or perhaps somewhat lower. 

1. Fiscal policy 

On the basis of available information, the financial position of 
the public sector as a whole appears to have improved in 1979. The gro~th 
rate of consolidated public sector expenditures and revenues was apparently 
lower than that of nominal GSP, and the overall deficit was probably reduced 
to negligible proportions. More precise and reliable data are available 

The authorities hope that a firm implementation of the program could 
lead to a smaller deficit of about US$2 billion but in the opinion of the 
staff it is more appropriate to base the financial program for the purpose 
of the stand-by arrangement on the somewhat more pessimistic assumption of 
a deficit of US$2.5 billion. 

() 

·O 
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Table 1 . Yugoslavia: Summary Balance of Payments, 1977-80 l/ 

(In billions of U.S. dollars) 

1977 1978 1979 1980 
., 

..... 

Prel. Forecast 

A. Exports, £.o.b. 5.2 5.8 6.8 8.2 
Imports, c.i.f. -9.8 -10.4 -14.0 15.3 

Trace balance -4.6 -4.6 -7.2 -7.0 
,' " , B. Services and transfers, net 3.3 3.3 3.5 4.5 

Current account balance -1.3 -1.3 -3.7 -2.5 

c. Long-term capital, net 1.4 1.4 1.4 2.5 

D. Short-term capital, including 
bilateral balances, and errors 

I 
and omissions; excluding G 0.6 

·, __ _/ 

E. Total (A through D) 0.1 0.1 -1. 7 

F. Allocation of SDRs 

G. Exceptional financing 0.1 0.3 0.2 0.4 

(", H. Total (A through G) 0.2 0.4 -1.5 0.4 
', _/ 

I. Reserve movements (increase -) -0.2 -0.4 1.5 -0.4 

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

ll Totals may not add due to rounding. 
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Table 2. Yugoslavia: Budget of the Feder a ti.on 

(In billions of dinars} );_/ 

1976 19.77 1978 19:79 1980 
Preli.mi...-. Plan 

nary 
out turn 

Expenditure 75.5 89.0 77 .9 97.4 125.3 
Revenue 64.9 80.0 72 .6 93.6 119.1 

Deficit -10. 7 -9.0 -5.3 -3.8 -6.2 0 
Financed by: 

Borrowing from National Bank 7.9 11.2 9.5 8.5 9.2 
Other (net) 2.8 -2.2 -4.2 -4.7 ·-3.0 

Source: Data supplied by the Yugoslav authorities. 
() 

ll Totals may not add because of rounding. '-- / 

0 

----·------- -- --·----



/ ....,, 

,- ~ . 
I . ./ 

--·------- -- -----------

- 5 -

only for the budget of the Federation (the central government) which accounts 
for only about one fifth of total consolidated public sector transactions, 
but has in recent years been the source of virtually all of the public sec
tor deficit. In 1979, expenditures by the Federation rose 25 per cent, or 
less than the rate of increase in nominal GSP, and buoyant revenues led to 
a reduction in the deficit to Din 3.8 billion, equivalent to 0.3 per cent of 
CSP, compared to a deficit equivalent to 0.6 per cent of GSP in 1978. This 
decrease in the deficit enabled the authorities to keep borrowing from the 
National Bank to Din 8.5 billion. 

For 1980, total expenditures by the Federation are budgeted to increase 
by 28.6 per cent, with the bulk of the increase due to a rise in defense 
expenditures. As a result the deficit will increase to Din 6.2 billion, equiv
alent to 0.4 per cent of nominal social product. Gross borro~dng from the 
National Bank, however, is only expected to amount to Din 9.2 billion, or 
less in real terms than in 1978 or 1979. The Economic Resolution for 1980, 
which embodies the main policies that the various sectors of the economy must 
follow, specifies that current expenditures of the public sector as a whole 
must not rise by more than 16 per cent, which would be substantially less 
than the growth of total expenditures in the economy. 

2. Monetary policy 

Follo~~ng a large expansion of money supply in 1978, the authorities 
sought in 1979 to follow more restrictive policies, as described in the 
Article IV co.nsultation paper. In practice the conduct of monetary policy 
was complicated by the fact that the decline in net foreign assets of the 
banking system was considerably larger than forecast, due to the sharp dete
rioration of the balance of payments situation. To avoid an excessive squeeze 
on domestic liquidity, the authorities allowed an increase in domestic bank 
credit of 26.7 per cent (compared with an original target of 19 per cent), 
which was about 2 percentage points lower than the increase in GSP. The 
increase in narrow money supply, on the other hand, was only 17.3 per cent, 
considerably less than the nominal GSP increase, and slightly less than the 
planned increase of 18 per cent. Against this, it is obvious that the large 
increase in domestic credit accommodated the balance of payments deficit and 
the acceleration in the rate of inflation. 

For 1980 the authorities intend to maintain tight monetary and credit 
conditions, with annual increases in both domestic credit and money supply 
22 per cent, the forecast increase in nominal GSP. Moreover, in order to 
ensure the observance of the credit target for 1980, the authorities have 
established quarterly ceilings on bank credit, which are set out in Table 3, 
and are incorporated for the period of the proposed stand-by arrangement 
as performance criteria. With minor exceptions, which the authorities have 
acted to correct, the targets were broadly met in the first quarter of 1980. 
The authorities do not intend to increase these targets in the event that 
price increases exceed the planned level of 17 per cent on which the finan
cial program is based. It is implicit in the monetary program that the 
economy was not excessively liquid at the end of 1979 and that the velocity 



Table 3 • Yugoslavia: Monetary Survey 

(Change in billions of dinars) 

1979 1980 
I II III IV I II III 

Projected 

Net foreign assets -17.0 -16.5 -11.4 -33.7 -20.0 -5.0 

Domestic credit 56.6 38.9 63.0 94.8 60.0 60.0 
Of which: 
National Bank credit to 

the Federation (3. 0) (2.0) (0.5) (3. 0) (4. 7) (3. 0) 

Money supply 1/ 7.0 -2.2 28.0 24.2 15.0 17.0 

Quasi-money ]:__/ 20.9 30.4 36.7 34.3 ) 
) 25.0 38.0 

Other items, net 11. 7 -5.8 -13.1 2.6 ) 

Source: Data supplied by the Yugoslav authorities. 

1/ Definition of National Bank of Yugoslavia, which includes government demand deposit. 
Z/ Includes foreign exchange deposits. 
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of circulation will not increase in 1980. Obviously, either of these assump
tions could be questioned. Against that, the authorities have emphasized 
their determination to adjust domestic targets and policies if the external 
targets during 19ao are not being realized •. 

Consistent ~~th these ceilings and with the Federal Budget for 1980, 
the authorities have established sublimits on lending from the National Bank 
of Yugoslavia to .the budget of the Federation. These sublimits are set out 
in Table 4, and are incorporated as performance <;:riteria in the proposed 
·stand-by arrangement •... 

. . . . 
Although it is not possible under the Yugoslav system to establish at 

this time quantitative monetary targets for 1981, the authorities have 
stated their firm intention to have a financial program for next year that 
will be consistent with a further improvement in the current acc0unt of the 
balance of payments. 

3. Incomes and prices policies 

In most recent years wages in Yugoslavia have risen quite strongly in 
real terms (5 per cent in 1977 and 6 per cent in 1978). In the period up 
to 1979 the unique system of wage determination by self-management agree
ments resulted in real wage increases that exceeded the increase in produc-· 
tivity and contributed to the development of excess domestic demand pres- · 
sures, and had adverse repercussions on the Yugoslav competitive position. 
In 1979, however, the system of incomes determination in Yugoslavia wo'rked 
in a more satisfactory fashion. As a result, the average increase in nom-
.inal personal incomes per employee was limited to 20 per cent in 1979, 
implying a small real decrease. For 1980, guidelines or principles have 
been established, in the framework of social compacts at the republican and 
Federal levels, that would require the increases in nominal personal incomes 
to be between 5-9 percentage ,points less than the nominal increase in GSP. 
The differential guidelines for various sectors would result in a real 
decrease in personal incomes in some sectors (e.g., banks, the public sec
tor, and services). Individual work units completed their self-management 
agreements in March 1980 in line with these guidelines. Accordingly it is 
forecast that real wages ·per employee wi:ll again show a small decrease in 
1980.on average. 

The system for the determination of· prices in Yugoslavia is complex • 
. (Details are given in SM/80/120; pp. 24-27). A new and not yet fully estab
lished mechanism is to operate in the second half of 1980. In the meantime 
Federal and republican governments have agreed on national policies concern
ing 11 important commodities, previously subject to direct control. Also, 
the new guidelines provide that in general prices that were increased in the 
second half of 1979 cannot be changed until the second half of 1980. At the 
beginning of 1980 prices in general were rising at a rate in excess of that 
planned for the year as a whole but the authorities are convinced that the 
rate of inflation will moderate as the year progresses and the new policies 
take effect. 
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Table 4 • Yugoslavia: Quantitative Performance 
Criteria in Proposed Stand-By Arrangement 

1979 
December.31 

Actual 

1980 
Proposed Ceilings Under Progra~ 

June 30 September 30 December 31 

Net domestic assets of 
the banking system 

·(In billions of dinars) 

Net credit of the National 
Bank to the Budget of 
the Federation 

(In billions of dinars) 

Cumulative change in net 
convertible foreign 
assets of the National 
Bank 2/ 

(In-millions of U.S. 
dollars) 

Convertible currency 
debt outstanding 3/ 

(In billions of-U.S. 
dollars) 

. 1;201 1,321 

68.7 76.4 

-900 

12.3 13.6 

Source: Data supplied by the Yugoslav authorities. 

1,381 l.;466 . 

77 .4 77 .9 

-500 

14.2 14.7 

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

]:_! Net of exceptional borrowing by commercial banks. 
l/ 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. 

0 

0 

0 

0 

0 
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4. Exchange rate, foreign borrowing, and reserve policies 

During 1978 and 1979 the authorities followed a more active exchange 
rate policy than before, and the effective exchange rate depreciated by about 
17 per cent over the two-year period, which was sufficient to produce a real 
effective depreciation of about 9 per cent (adjusted for relative movements 
in producer prices in Yugoslavia and in the major convertible trade partners 
in the convertible area). The effective depreciation obviously regained at 
least part of the competitiveness lost during the period prior to 1978. In 
the view of the authorities, which the staff shares, the continued disappoint
ing export performance in 1979 was to a considerable extent the result of. 
a combi.nation of domestic demand pressures and a number of special factors 
affecting exports (see SM/80/119, p. 3). The authorities are convinced that 
the exchange rate policy followed in 1978 and 1979 was appropriate and are 
committed to continuing with an exchange rate policy in 1980 that is consis
tent with maintaining competitiveness and bringing about the planned improve
ment in the current account of the balance of payments. The average effective 
depreciation from the last quarter of 1979 to the first quarter of 1980 was 
3.4 per cent. 

In 1979 the large current account deficit was only partially covered by 
capital inflows, and the gross convertible reserves of the banking system 
declined by US$1.2 billion to US$2.0 billion, equivalent to 1.5 months of 
estimated convertible currency imports of goods and services in 1980. The 
official reserves held by the National Bank of Yugoslavia fell to US$1.3 bil
lion at the end of 1979. For 1980, the authorities wish to reverse last 
year's trend and are therefore planning for some increase in gross official 
reserves. Accordingly, they intend to increase gross long-term capital bor
rowing in 1980 to US$4.3 billion, producing a net long-term capital inflow 
of US$2.5 billion. In combination with the forecast current account deficit 
of US$2.5 billion, such an inflow, plus the envisaged recourse to exceptional 
financing by the commercial banks of US$0.4 billion, and the planned net use 
of Fund resources amounting to US$0.3 billion, would allow a moderate increase 
in the gross international reserves of the National Bank of US$0.7 million. 
Consistent with these plans, the authorities have established, for the pur
poses of the requested stand-by arrangement, quarterly targets for the net 
convertible foreign assets of the National Bank less exceptional financing 
in convertible currencies by the commercial banks, which are shown in Table 4 
and which are incorporated for the period of the proposed stand-by arrange
ment as performance criteria. 

The planned increase in foreign borrowing in 1980 is considered man
ageable and prudent by the authorities in the context of the level of 
Yugoslavia's external debt and the debt service situation foreseen for the 
next several years. An important factor in keeping the debt service .position 
manageable is that most recent and projected financial credits incorporate 
grace periods of up to three years. At the end of 1979, outstanding debt 
repayable in convertible currency amounted to US$13.5 billion (of which 
US$12.8 billion had an original maturity of more than one year), and the 
debt service ratio on the latter debt, excluding purchases from the Fund, 
was 19.5 per cent. In order to avoid the emergence of a major debt service 
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problem, and consistent with the projected current account deficit, the 
authorities have established limits on the increase in outstanding foreign 
debt in convertible currencies with original maturities of more than one 
year. l_/ These limits are shown in Table 4 and are incorporated for the 
period of the proposed stand-by arrangement as performance criteria. 

In order to improve the current account of the balance of payments, 
enterprises have been very strict in establishing the targets for exports, 
imports and services receipts that are incorporated in their individual and 
joint self-management agreements and the republican agreements within the 
Communities of Interest for External Economic Relations. (For details of the 
system see SM/79/111, 4/30/79, and also SM/78/246, 10/5/78). The authorities 
emphasize that all enterprises concerned are determined to monitor progress 
and so ensure that their individual and joint targets are met. A factor of 
some importance for the trade account in the second half of 1980 and more 
so in 1981, will be the operation of the new agreement with the EC, which 
should expand opportunities for Yugoslav exports to the member countries and 
prevent unexpected disruptions to exports, such as have sometimes occurred 
in the past. 

In the attached letter, there is the standard clause that Yugoslavia 
will not introduce any multiple currency practices or introduce new or inten
sify existing restrictions on payments and transfers for current international 
transactions or enter into bilateral payments arrangements with Fund members; 
furthermore, the Government of Yugoslavia does not intend to introduce new 
or intensify existing restrictions on imports for balance of payments reasons. 

III. Staff Appraisal and Proposed Decision 

The severe deterioration in Yugoslavia's balance of payments position 
on current account in 1979 was partly due to the failure of the stabili
zation measures to bring about the intended dampening of domestic demand 
pressures, but also was caused by a combination of adverse special factors. 
Some·of these factors also contributed to the acceleration of inflation. 
Although monetary, fiscal and incomes policies were tightened considerably 
in 1979, these policies did not begin to produce significant results until 
the second half of the year when there were signs of a gradual deceleration 
in the pace of domestic expansion. In view of the persistence of high rates 
of inflation, and the seriousness of the external imbalance, the authorities 
have decided to pursue firmer stabilization policies in 1980 and 1981. 

The staff agrees with the need for a strong stabilization effort, and 
believes that the program announced for 1980 should result in the desired 
changes in trends. The planned reduction in the growth rate of real GSP to 
5 per cent, in inflation to 17 per cent and in the current account deficit 
to US$2.5 billion will constitute a major step in the direction of correct
ing the internal and external imbalances. In the staff's view the combination 

l_/ Excluding outstanding purchases from the Fund and excluding exceptional 
financing by the commercial banks. 

--- -- -------- ---
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of fiscal and monetary restraint, a firm incomes policy designed to reduce 
average wages per employee slightly in real terms, and continuation of an 
exchange rate policy designed to ensure external competitiveness, should be 
sufficient to produce the planned improvement in the external sector in 1980. 
It will, however, be important that the intended policies are implemented 
firmly and adjusted if necessary and the staff therefore welcomes the author
ities' intention to take further measures in the course of the year if the 
program does not appear to be accomplishing its objectives. In particular, 
it is important that the monetary authorities do not intend to raise the 
credit targets in the event that price increases are greater than currently 
anticipated, especially since achieving the planned reduction in the rate 
of inflation may be difficult. The staff agrees with the Yugoslav author
ities that a firm stabilization program will need to be continued in 1981. 

Because of the size of the economic problems and the special institu
tional features of the Yugoslav economy, a strong effort will be required 
from the enterprise sector and from the republican and communal authorities 
as well as from the Federal Government. The evidence of 1979 and actions 
taken by all parties so far in 1980 suggest an understanding by all that 
some sacrifices must be made and that policies must be firmly implemented. 
In the staff's view, there is a full realization in Yugoslavia that the 
external targets must be achieved and that for the moment they have prior
ity over domestic objectives. The planned improvement in the current account 
in 1980 is substantial but the authorities rightly recognize that a con
tinued reduction in the deficit must occur in 1981. The staff feels confi
dent therefore that when details of targets and policies for 1981 are deter
mined at the end of the year, they will be such as to continue the priority 
that is currently being given to the external sector. In this context the 
consultation with the Fund regarding the 1981 program and the establishment 
of quantitative performance criteria for that year will have special sig
nificance. 

In the opinion of the staff, the program described in the annexed 
letter can be expected to lead to the necessary easing of domestic demand 
pressures and a marked improvement in the balance of payments situation. In 
view of the substantial efforts being undertaken by the Yugoslav authorities, 
the staff feels that Yugoslavia deserves the support of the Fund. Accordingly 
the .followi.ng draft decision is proposed for adoption by the Executive Board: 

1. The Government of Yugoslavia has requested a stand-by 

arrangement with supplementary financing for the period from 

June 6, 1980 to December 31, 1981, for an amount equivalent 

to SDR 339.325 million. 

2. The Fund approves the stand-by arrangement attached to 

EBS/80/114 and waives the limitation in Article V, Section 3(b) 

(iii). 
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Stand-By Arrangement--Yugoslavia 

1. Annexed hereto is a letter dated May 16, 1980 from the Minister 
of Finance of Yugoslavia setting forth the objectives and policies which 
the authorities of Yugoslavia will pursue. 

2. The International Monetary Fund grants this stand-by arrangement 
to support these objectives and policies. 

3. Yugoslavia ~~11 remain in close consultation with the Fund during 
the period of the stand-by arrangement. These consultations may include 
correspondence and visits of officials of the Fund to Yugoslavia or of repre
sentatives of Yugoslavia to the Fund. For the purpose of these consultations, 

() 

Yugoslavia will provide the Fund through reports at intervals or dates () 
requested by the Fund, with such information as the Fund requests in connec-
tion with the objectives and policies set forth in the annexed letter. In 
particular, Yugoslavia will consult with the Fund on the adoption of any 
measures that may be appropriate at the initiative of Yugoslavia or whenever 
the Managing Director requests consultation because any of the criteria 
referred to in paragraph 5 below are not being observed or because he con-
siders that consultation on the program is desirable. In addition, after 
the period of the stand-by arrangement and while Yugoslavia has outstanding 
purchases in the upper credit tranches, the Government will consult with (::) 
the Fund, from time to time, at the initiative of the Government or at the ~ 
request of the Managing Director, concerning Yugoslavia's balance of pay-
ments policies. 

4. During the period from to December 31, 1981, 
Yugoslavia will have the right, after making full use of any reserve tranche 
that it may have at the time of making a request for a purchase under the 
stand-by arrangement, to make purchases from the Fund in an amount equiva- ~ 
lent to SDR 339.325 million, provided that: 

(a) (i) purchases under the stand-by arrangement shall not, 
without the consent of the Fund exceed the equivalent of SDR 150 million 
until November 15, 1980, SDR 200 million until February 15, 1981, 
SDR 250 million until May 15, 1981, SDR 300 million until August 15, 1981, 
and SDR 339.325 million until November 15, 1981; and 

(ii) the right of Yugoslavia to make purchases under this 
stand-by arrangement shall be subject to paragraph 5 below to the extent 
that such purchases would increase the Fund's holdings of dinars beyond 
the first credit tranche plus 12.5 per cent of quota. 

(b) If at any time, any limit in (a)(i) above ~uuld prevent a 
purchase under the stand-by arrangement that would not increase the Fund's 
holdings of Yugoslavia's currency beyond the first credit tranche plus 
12.5 per cent of quota, the limit will not apply to that purchase. 0 
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(c) Purchases under this arrangement shall be made with supple
mentary financing until purchases under thearrangement reach the equiva
lent of SDR 34.625, million, and then each purchase shall be made from ordi
nary resources and with supplementary.financing in the ratio of 25 to 30. 

5. (a), During any period before December 31, .1980 in which: 

(i) the limits on the.increase,in outstanding foreign 
debt in convertible currencies referred to in paragraph 9 of the annexed 
letter are excieeded; or 

(ii) the targets for the net convertible foreign assets 
of the National Bank of Yugoslavia, referred to in paragraph 10 of the 

~ annexed letter have not been met; or 

0 

0 

0 

(iii) the limits on net domestic assets of -the banking 
system referred to in paragraph 15 °of the annexed letter have been . 
exceeded; or 

(iv) the limits on the net lending ·of the National Bank 
of Yugoslavia-to .the Budget of the Federation referred to in-paragraph 15. 
of the annexed letter-have ·been exceeded; or 

(v). the intentions stated in paragraph 17 of the annexed 
letter are not carried out, the Government of Yugoslavia will not request 
any purchase under this· arrangement except after consulting the Fund and 
reaching understandings with the Fund·regarding the circumstances in which 
such purchases may be made. 

(b) Moreover, during the period of the stand-by arrangement after 
·December 31, 1980, Yugoslavia will not request purchases under the stand-by 
arrangement unless Yugoslavia has reached understandings with the Fund on 
its policy intentions and performance criteria in accordance with the last 
sentence of paragraph 18 of the annexed letter or while the understandings 
thus reached are not being observed. 

6. Purchases under the stand-by arrangement shall be made in the 
· currencies of other members· selected in accordance with the policies and 
' procedures of the Fund; and. may be made in special drawing rights if, ·upon 

the request of Yugoslavia, the Fund agrees to provide them at the time.of 
the purchase. Purchase·s shall be made in exchange for the currency of · 
Yugoslavia~ 

7. Yugoslavia will pay a charge for this stand-by arrangement in 
accordance with the decisions of the Fund. 

8. Subject to paragraph 4 above, Yugoslavia will have the right to 
engage in the transactions covered by this stand-by arrangement without 
further review by the Fund. This right can be suspended only with respect 
to requests received by the Fund after (a) a formal ineligibilit,y;or (b) 
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a decision of the Executive Board to suspend transactions, either generally 
or in order to consider a proposal, made by an Executive Director or the 
Managing Director, formally to suppress or to limit the eligibility of 
Yugoslavia. When notice of a decision of formal ineligibility or of a deci
sion to consider a proposal is given pursuant to this paragraph 8, purchases 
under this stand-by arrangement will be resumed only after consultation has 
taken place between the Fund and Yugoslavia and understandings have been 
reached regarding the circumstances in which such purchases can be resumed. 

9. (a) Repurchase of the outstanding amount of Yugoslavia's currency 
that results from a purchase under this arrangement and is subject to charges 
under Article V, Section 8(b): 

(i) may be made at any time; 

(ii) will be expected normally as the balance of payments 
and reserve position of Yugoslavia improves; 

(iii) shall be made in accordance with the representation 
of the Fund if; after consultation with Yugoslavia, the Fund represents 
that under its policies at the time of the repurchase Yugoslavia should 
repurchase because of an improvement in its balance of payments and reserve 

0 

0 

position; (=> 
(iv) with respect to purchases from ordinary resources, 

shall be completed five years after the date of the purchase, provided that 
the repurchase shall be made in equal quarterly installments during the 
period beginning three years and ending five years after the date of the 
purchase unless the Fund approves a different schedule; and 

(v) with respect to purchases with supplementary financing, ~ 
shall be completed seven years after the purchase, provided that the repur-
chase shall be made in equal semiannual installments during the period begin-
ning three and one half years and ending seven years after the purchase~ 

(b) Any reductions in Yugoslavia's curr~ncy held by the Fund shall 
reduce the amounts subject to repurchase under (a) above in accordance with 
the principles applied by the Fund for this purpose at the time of reduction 
provided, however, that a repurchase attributed to a purchase with supplemen
tary financing in advance of the schedule in (a)(v) above shall be accompa
nied by a repurchase in respect of the purchase from ordinary resources made 
at the same time if any part of the latter purchase is still outstanding. 
The amounts of the two repurchases shall be in the same proportions. in which 
ordinary resources and supplementary financing were used in the purchases, 
provided, however, that the repurchase in respect of the purchase from ordi
nary resources shall not exceed the amount of the purchase still outstanding. 

(c) Repurchase shall be made with special drawing rights, or with Q 
the currencies specified by the .Fund at the time of the repurchase in accor-
dance with the policies and procedures of the Fund at the time of the repur-
chase. 
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Annex to Stand-By Arrangement 

Dear Mr. de Larosiere: 

ANNEX 

Belgrade, Yugoslavia 
May 16, 1980 

1. The Yugoslav economy is passing through a particularly difficult period. 
The current account of the balance of payments was in deficit by US$1.3 bil
lion in both 1977 and 1978 and domestic prices were increasing at rates well 
in excess of 10 per cent. Domestic activity was buoyant, with real gross 
social product increasing by 7.9 per cent in 1977 and 6.6 per cent in 1978. 
A relatively rapid rate of growth was considered necessary to prevent a seri
ous problem of unemployment. However, it added to the existing domestic and 
external pressures. Moreover, as the growth of world economic activity decel
erated, various restrictions were placed against important Yugoslav exports 
in so~e markets. 

2. The Government decided in 1979 that a stabilization effort was required 
to moderate domestic pressures and to contain the deficit in the current 
account of the balance of payments to a level that would not require exces
sive foreign borrowing. Accordingly, the target for the increase in real 
gross social product was reduced to 6 per cent and the aim was to reduce the 
general rate of price increase from 15 per cent in 1978 to around 13 per cent 
in 1979. With regard to the balance of payments, the current account deficit 
was to be kept to US$1 billion, which would have implied that the debt ser
vice ratio for foreign debt in convertible currencies would remain below 
20 per cent. These targets were to be achieved by the implementation of an 
integrated set of domestic and external policies, which included, inter alia, 
more restrictive credit policies and an exchange rate policy designed to 
maintain the external competitiveness of our economy. The stabilization pro
gram was .supported by a stand-by arrangement with the Fund equivalent to 
SDR 69.125 million agreed to on May 23, 1979, covering the first credit 
tranche. 

3. For several reasons, the course of events in 1979 deviated from the 
original plan. We probably had underestimated the underlying pressures on 
the economy that existed at the end of 1978 and which continued in the first 
part of 1979. As a result, domestic activity in the first half of the year 
was higher than we intended. Although additional measures were taken that 
redu.ced rates of growth in the second half of the year, the increase in real 
gross social product in 1979 as a whole is estimated to have been 7.1 per 
cent, some one percentage point above the target. However, there were impor
tant factors, all beyond our control, that prevented us from achieving our 
other goals. Above all, there was the unexpected and large increase in oil 
prices. Oil prices for Yugoslavia rose on average from US$101 per metric 
ton in 1978 to US$143 per metric ton in 1979. In addition, natural gas 
imports increased sharply in 1979, principally in order to fill a newly com
pleted pipeline, while cereal imports increased because of a particularly 
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poor corn harvest in 1978 and a b·ad wheat crop in 1979. The value of imports 
of these three commodity groups was almost US$1 billion higher than in 1978. 
Another major exogenous factor was the earthquake in Montenegro in April 
1979, which adversely affected tourism not only in that region but also else
where; in addition, it reduced exports and necessitated additional imports 
for reconstruction. These factors, plus depressed deliveries of ships, a 
major export item, and a virtual cessation of corn exports because of the 
disastrous 1978 harvest, meant that the current account deficit rose to 
US$3.7 billion, leading to a decline of US$1.3 billion in gross convertible 
international reserves of the banking system to US$2 billion at the end of 
the year, and substantial net foreign borro¥~ng totaling around US$2.l bil
lion. The latter, combined with the rise in interest rates, increased the 
debt service ratio on debt in convertible currencies (excluding purchases 
from the Fund) from 16.9 per cent in 1978 to 19.5 per cent in 1979. 

4. Domestically, higher import prices were an important factor contribut
ing to a rise in the rate of inflation from some 14 per cent in 1978 (year
on-year average for all domestic expenditure) to almost 21 per cent in 1979, 
although the rate of increase declined in the second half of the year. It 
was not possible to prevent the increase in prices being largely reflected 
in increases in personal income payments per employee, but we believe it is 
significant that these rose by only about 20 per cent compared with the pre
vious year. In this respect, it appears that workers exercised considerable 
self-restraint in the self-management agreements on income payments. 

5. Although many of the reasons for the adverse developments in 1979 were 
beyond our control, the Government has to face the fact that the deteriora
tion that occurred in the balance of payments must be reversed in 1980. 
Yugoslavia has therefore decided that policies this year must bring about 
a substantial reduction in the current account deficit and thereby limit the 
growth of external debt. To achieve this and to aid in reducing the rate 
of inflation, a slower growth of domestic activity will be necessary. There
fore, a major stabilization effort has been introduced and will continue 
until the necessary corrections in the domestic and external sectors have 
been made. Given the size of the imbalance in 1979, it will not be possible 
to achieve all of the needed corrections in 1980 and we realize that the 
effort must continue in 1981. To support the stabilization program, which 
is described in detail below in respect of the 1980 period, Yugoslavia is 
requesting a new stand-by arrangement from the Fund for the period up to 
December 31, 1981 in a total amount equivalent to SDR 339.325 million, 
including the equivalent of SDR 200.825 million from the supplementary 
financing facility. 

6. Although the stabilization program will extend over both 1980 and 1981, 
we are convinced that substantial progress must be made in 1980 to reduce 
the current account deficit. We intend to do everything possible to reduce 
the deficit to US$2.0 billion this year and believe that there is a reason
able chance of achieving this. Such a large and rapid reduction might entail 
too great a disruption to real growth and employment but we are convinced 
that the current account deficit must not exceed US$2.5 billion this year 
with another large reduction in 1981. Thus in 1980, we aim to reduce the 
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deficit- liy af least US$1.2 billion 'which would be a reductfon of at least 
one third. As a percentage of gross social product, the current deficit 
would decline as a minimum from 6 pet cent in 1979 to 'below 4 per cent in -
1980. 'A deficit 'of this size '-'ould entail an amount of foreign borrowing 
that we consider ~anageable (see below). 

7. A major' effort will be required to reduce the deficit to the extent 
sought, but we believe the needed improvement can be made. While patt of 
it will come from larger net invisible receipts, the niajor adjustment will 
be on the trade account, where' exports must increase strongly and the growth 
in imports must be sharply reduced. To achieve these results, the pattern 
of domestic production and expenditure must change so as to release more 
production for export and to reduce the import intensiveriess oi ~omestic 
output. Under the Yugoslav system of workers' self-management, all enter
prises involved in foreign trade must agree among themselves within the 
-Communities of Interest for Foreign Economic Relations on foreign trade 
plans that 'will lead to a: viable balance of payments. In 1980, enterprises -
are making a major effort to prodrice more exportable goods ~nd to substitute 
domestic products for imports wherever possible. They will be aided by the 
fact that a number of major development projects have recently been finished, 
which'will reduce the demand for imported investment goods. Moreover, these 

_projects will increase export'sµpplies and permit greater import substitu....: 
don. Throughout tbe economy, investment proposals are being re-examined 
to shift the emphasis for the time.being toward projects that require few 
importp and -'a way from import-intensive pr<;>jects' especially those_ not 

"directly related to exp~rt production or import replacement. Intensified 
efforts are being made to increase domestic supplies of raw materials, for 
example, coal and_,iron ore,_and of intermediate products. Inter alia, this 
should keep the volume of oil imports, excluding amounts needed to fill a 
new pipeline, at no more than the 1979 level and possibly- less. 

8~ In addition, in 1980 some of ~he particular trad~ difficulties of 1979 
shouid not recur~ So far, there is every indication that corn exports will 
revive and imports of wheat should not b~ needed to the extent experienced 
iri 1979. Becaus~ of past orders, deliveries of ships will increase sharply 
_in 1980' and 1981. The planned growth of gross socia'l product is 2 percentage 

·points less than the outcome in 1979, which will slow down import demand. 
Although overall world export demand may be weak in 1980, the main Yugoslav 
export markets are expected to be relatively less affected, and demand in 
them is expected to be around 6 per cent. Moreover, in 1979 we depreciated 
the dinar in terms of effective exchange rates by about 8 per cent following 
a depreciation of 9 per cent in the preceding year. We intend to continue 
with an exchange rate policy that will maintain our competitive position 
and we expect to regain some of the market shares lost 'in recent years. 
Although its impact in 1980 will be limited, the recently concluded agree
ment with the European Community should have an increasirigly favorable -
effect on our economic relations with its member countries in the coming 
years, including 1_981. Taking all these factors into account, export volume 
is _forecast to inct-ease by 8 per cent and value by 21 per cent. Import vol
ume should declin_e by around 9 per cent and the value would increase by 
some 9 per cent. The forecast turnaround in imports is not out- of line with 
improvements made in previous periods when policies have been directed 
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toward substantial improvement in the external sector. Workers' remit
tances should .benefit from wage increases in Western Europe and tourism 
should show a recovery from 1979. Taking all the above into account, a 
current account deficit of US$2 billion in 1980 may be possible and it is 
our firm intention not to exceed a maximum level of US$2.5 billion. 

9. The large deficit in the current account in 1979 necessitated a net 
increase of foreign borrowing in convertible currencies of US$2 billion and 
at the end of that year the outstanding level of such debt was US$i3.5 bil
lion, of which US$12.8 billion had an original maturity of more than one year. 
During 1979, there was a refinancing of debt totaling around US$0.8 billion 
and the conditions attached to .the new credits generally provided for grace 
periods of three years and maturities of the order of 8-10 years. We intend 
to continue to pay careful attention to the terms of new foreign borrowing 
so as to avoid s~arp peaks in servicing schedules, especially since, partly 
as a result of the rise in interest rates, the debt service ratio for convert
ible foreign debt, excluding purchase from the Fund, reached 19.5 per cent 
in 1979 •. To prevent a debt service problem from emerging and consistent with 
the maximum projected current account deficit for 1980, outstanding foreign 
debt in convertible currencies with original maturities of more than one 
year, (excluding purchases from the Fund) which stood at US$12 .3 billiori at 
the end of 1979, will not exceed US$14.7 billion. by the end of 1980 (based, 
on exchange rates current on December 31, 1979 and excluding net exceptional 
financing during 1980). To ensure orderly borrowing during the year, quar
terly limits on the outstanding amounts have been set as follows: no more 
than US$13.6 billion on June 30, 1980, US$14.2 billion on September 30, 1980, 
and US$14.7 billion on December 30, 1980. · 

10. As mentioned earlier, during 1979 the gross convertible international 
reserves of the banking system declined and in 1980 they ~~11 need to be 
built up again. It is our intention to increase the gross convertible 
reserves of the National Bank of Yugoslavia by at least US$0.7 billion dur
ing 1980. This will nec.essita te a continuation of exceptional financing by 
the commercial banks, which has inv9lved borrowing abroad in convertible cur
rencies to maintain the level of the international reserves. In 1979, such 
borrowing totaled US$250 million. To ensure an adequate level of liquidity 
in convertible currencies, the net convertible foreign assets of the National 
Bank of Yugoslavia less exceptional financing in convertible currencies by 
the commercial banks, which declined by US$1,702 million in 1979 will show 
no further decline by the end of 1980. Consistent with this target for end-
1980, and allowing for the expected pattern of net foreign borrowing and for 
the seasona.l movements in the current .account deficit, targets have been 
established providing for a decline of no more than US$900 million by 
June 30, 1980 and no more than US$500 million by September 30, 1980. 

11. If the various balance of p~yments targets are to be achieved, policies 
must ensure.that domestic activity is not too expansionary. To ensure such 
consistency, it has been decided to reduce the planned increase in real gross 
social pr~duct to 5 per cent in 1980 and to aim for a reduction in the gross 
socia.l pro~uct deflator to 17 per cent compared v..'ith 20 per cent in 1979. 
All ca,tegories of domestic demand are planned to show smaller increases in 
real terms--the growth of personal consumption will decelerate from 5.5 per 
cent to 3.8 per cent, public consumption from 5.9 per cent to 2.1 per cent, 
and fixed capital formation from about 8 per cent to 5.8 per cent. 
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12. The achievement of these tarr-ets will require an intensified restraint 
by all sectors of the economy--the public and enterprise sectors in partic
ular. In this regard, we would point out that self-management agreements 
covering such factors as prices and personal income payments were implemented 
in a responsible and effective manner in 1979 and, with increasing experience 
with the new system, it is expected that it will operate even more effective
ly in 1980. The Government is convinced that a strong consensus exists in 
Yugoslavia that all decisions taken in the economic field should reflect the 
economic aims enunciated in the stabilization program. 

13. In some recent years there has been the tendency for public sector con
sumption to grow more rapidly than social product, and in all years the 
Federal Government has borrowed from the National Bank of Yugoslavia. The· 
ratio of public sector expenditure to gross social product rose from about 
36 per cent in 1973 to about 43 per cent in 1978. In 1979, however; this 
ratio declined to about 41 per cent. For the federal budget, expenditure in 
1979 rose by 25 per cent compared with ,increases of 29 per cent in revenue 
and 28 per cent in nominal gross social product. The deficit declined from 
Din 5.3 billion in 1978 to Din 3.8 billion in 1979. For the public sector 
as a whole, there was virtually no deficit in 1979. For 1980, the intention 
is that the public sector will continue to grow more slowly than social prod-
uct, although budget expenditure by the Federation will increase by 29 per 
cent. The deficit of the federal budget will rise to Din 6.2 billion but 
this is equivalent to only 0.4 per cent of gross social product. Gross bor
rowing from the National Bank will rise only fractionally (from Din 8.5 bil
lion in 1979 to Din 9.2 billion in 1980), whic,h is much less than the 
increase in expenditure. Current expenditure by the public sector as a whole 
is to increase by no more than 16 per cent. 

14. Monetary policy is an important part of the stabilization program, since 
an excess supply of financial assets could weaken the implementation of other 
elements in the program. In 1978 there was an excessive rate of increase of 
money supply, which rose by 28 per cent and in 1979 strong steps were taken 
to decelerate monetary expansion, the target for the increase in money supply 
in that year being set at 18 per cent. In the first months of the year the 
demand for credit continued strongly and the National Bank had to take spe
cial. measures to limit the expansion by imposing strict credit limits on the 
commercial banks and by reducing demand for consumer credits by raising down
payment provisions. These measures were effective, so much so that some relax
ation was necessary in the second half of the year when the loss of liquidity 
of the commercial banks resulting from the continued external deficit threat
ened an abrupt decline in enterprise activity. At the end of 1979, money sup
ply was only 17 per cent higher than a year earlier. Also, despite the need 
to counteract some of the liquidity loss caused by the external deficit, the 
rate of domestic credit creation was 27 per cent in 1979 compared with 30 per 
cent in the previous year. 

15. For 1980, .we consider that money supply should rise broadly in line with 
the reduced rate of grow~h of nominal social product. To that end, and given 
the planned balance of payments targets, the increase in money supply will be 
kept to 22 per cent and the increase in net domestic assets of the banking 
system to 22 per cent. To ensure that money supply does not increase exces
sively in the first half of the year, thereby prejudicing the whole year 
result, limits have been set within the year on net domestic assets of the 
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banking system, which totaled Din 1,201 billion on December 31, 1979. They 
are not to exceed Din 1,321 billion on June 30, 1980, Din 1,381 billion on 
September 30, 1980, and Din 1,466 billion on December 31, 1980. To ensure 
that lending by the National Bank of Yugoslavia to the budget of the 
Federation does not compromise the overall credit program, such net lending 
in 1980 is not to exceed Din 9;2 billion. As with total domestic credit cre
ation, sublimits have been established within the year. Such credits to the 
federal budget, which totaled Din 68.7 billion on December 31, 1979, are not 
to exceed Din 76.4 biliion on June 30, 1980, Din 77.4 billion on September 30, 
1980, and Din 77.9 billion on December 31, 1980 •. 

16. Detailed quantitative economic targets for 1981, including targets for 
increases in domestic credit, foreign borrowing and the net foreign assets 
of the National Bank of Yugoslavia cannot be established at this stage. How
ever, as mentioned above, the Government is determined to continue with the 
stabilization program next year. Also, it intends to continue to give first 
priority to a further improvement in the balance of payments. Domestic poli
cies in all fields will be formulated to maintain and if necessary strengthen 
the current measures of restraint. On the basis of a preliminary examination 
of the possible 1981 Plan, domestic activity would grow no faster and perhaps 
somewhat more slowly than is planned for 1980. Externally, the planned current 
account deficit of the balance of payments ~~11 decline further, perhaps to 
around US$1.8 billion. · 

17. The Government of-Yugoslavia does not intend to introduce any multiple 
currency practices or introduce new or intensify existing restrictions on 
payments and transfers for current international transactions or enter into 
any bilateral payments arrangements with Fund members; furthermore, the 
Government of Yugoslavia does not intend to introduce new restrictions or 
intensify existing restrictions on imports for balance of payments reasons. 

18. The Government believes that the policies set forth in this letter are 
adequate to achieve the objectives of its program, but will take any further 
measures that may become appropriate for this purpose. The Government of 
Yugoslavia will consult with the Fund on the adoption of any measures that 
may become appropriate, in accordance with the policies of the Fund on con
sultations. Moreover, the Yugoslav authorities will consult with the Fund 
and reach understanding on the quantitative aspects of the program relating 
to the period of the stand-by arrangement subsequent to December 31, 1980. 

(Ksente Bogoev) 
Governor, National Bank of Yugoslavia 

Mr. J. de Larosiere 
Managing Director 
Inter~ational Monetary Fund 
WASHINGTON, D. C. 20431 

Yours sincerely, 

(Ing. Petar Kostic) 
Federal Secretary for Finance 
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FROM 

A mission consisting of Messrs. Tyler (EUR), Manison (EUR), Loser 
(ETR), Buyse (EUR), end, as secretary 1 Hrs. Bailey (El.JR), had discussions 
in Belgrede from December 5 to December 19, 1980 regarding the replacement 

. of the existing stand-by arrangement by a larger and longer one. Without 
cancellation, the current stand-by arrangement (second and third credit 
tranches plus the supplementary financing facility, SDR 339. million) 
would last until December 31, 1981; SDR 139. 325 million rel:ilc.in.s for purchase 
in 1981. Tne visit followed a preliminary one of some ten days in October
~ovember 1980, on ~hich occasion }IT. Bery of the world Bank also participated. 
In addition to meet ~ith senior officials, the mission had a number of 
meetings with the Governor of the National Bank, Hr. Bogoev > anci the Federal 
Secretary of Finance, Mr. Kostic. 

At the outset, we were told that the Government had authorized the 
negotiation of a stand-by arrangement for a period of three years in annual 
a~ounts equal to 200 per cent of the previous quota (i.e., SDR 554 million 
per annuu). 

a. 11."ie domestic economy 

Originally, real social product was planned to increase by 5 per 
cent, compared with 7 per cent per ann1..1.0 in 1977-79. In mid-year, this 

was reduced to 4 per cent. Currently, it is estimated that the 
growth will be around 3 per cent. Total real domestic expenditure was. 
unchanged, with real investment declining by 1.5 per cent. Private con
sumption increased by around 1 per cent. Wage restraint was well main-
tained and real personal income payments per declined by around 
7 per cent. 

Tne main weakness domestically ~as in prices, ~hich rose by almost 
40 per cent between end-December 1979 a~d end-December 1980 compared with a 
target of less than 20 per cent. This is disappointing, but is explained to 
a considerable extent by the large effective depreciation of the dinar, a 
larger-than-anticipated increase in foreign prices of imports, and decisions 
to increase prices of certain basic goocis and services for internal struc
tural reasons. There is no evidence that excess domestic demand was a factor. 
O~e estinate given to us was that the fore sector factors brought about 
so2e 20 percentage points of the increase and the structural price 
perhaps another 10 percentage points • 

. ~\ Public sector expenditure declined in real tel:"ins because of the 
\ sharp fall in real wage rates and a major cutback in nonessential investment. 

t;nfortunately, the federal budget revenues declined because of lower receipts 



. · 

., 
] 

, . 
- 2 -

of customs duties and a relatively deficit--up to about 1.3 per cent 
of social product--may occur unless last-minute compensations can be made in 
other.revenues or expenditure. The decline in customs duty revenue follo~ed 
the termination of the 10 per cent import surcharge and a shift of imports 
away from items having high rates of duty. Any increase in borrowing require
ments is expected to come from the commercial banks within their credit 
ceilings, at the expense of enterprise sector borrowing. 

b. The balance of paywents 

The target set by the Government for 1980 was a current account 
deficit of US$2.0 billion, while the stand-by arrangement permitted a deficit 
of up to US$2. 5 billion. It seems the likely outcome will be a deficit of 
about US$2. 2 billion (about 3 .5 per cent of GDP). The volume of exports rose 
by 10-11 per cent and unit values by 19 per cent. For imports the volume 
declined by 11 per cent and unit values increased by 19 per cent. As a 
result, the trade deficit declined by US$1.2 billion to US$6.0 billion. Net 
ihvisibles improved by about US$0.3 billion as receipts from tourism and 
workers' remittances more than offset higher interest payments. 

On capital account, net medium- and long-term borrowings are 
expected to total US$1.4 billion and net short-term tal inflow, including 
net errors and omissions, about USS0.4 billion. Net medium- and terw 
inflow includes US$850 million of gross financial credits obtained by the 
Kational Bank. The exact figure could increase depending on the timing of 
the receipt of some large borro~"'ings that could be realized in either the 
final days of this year or in January 1981. The short-term inflow includes 
the net use of bil&teral credit facilities eoual to some USS350 million in 
1980 (following c, net use of US$665 million in 1979). The ~oiillllercial banks 

compensatory borrowings of US$2 50 million but increased their gross 
fore exchange holdings by about US$700 million. After net use of Fund 
resources equal to about US$300 million, the gross official conve ible 
reserves are forecast to increase by about US$0. 2 billion to .reach about 
US$1.5 billion at end-December 1980. -Tnis is equal to six weeks of imports 
of goods from the convertible area forecast for 1981. 

c. Performance under the current stand-by arrangement 

There is not much more to be said than was described in the paper 
requesting the waiver and modification· approved by the Executive Board on 
December 3, 1980 (EBS/80/250, 11/19/80). The domestic credit targets were 
exceeded but only !Ilarginally in view of the unanticipated acceleration in 
the rate of inflation, and the fact that part of the credit increase replaced 
~oreign borro~ing by the enterprise sector which in the event was undertaken 

·by the National Bank. Tne end-year ta for borrowing by the federal bud-
get from the National Bank will not be exceeded. The fact that a sizable 
amount of foreign borrowing was done by the National Bank in place of enter
prises meant _that the net foreign asset position of the National Bank 
deteriorated by more than originally forecast. If it had been known at the 
time the stand-by arrangement was negotiated that the la~ would be changed 
to permit the National Bank to obtain foreign financial credits, the rele
''ant ceilings would have been defined differently and they '"'ould not have 
been broken. 
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In broader economic terms, in the mission 1 s view the results of the 
stabilization program have been quite successful. The external target for 
the current account deficit was achieved, and this was the most pressing ne.ed. 
The sharp reduction in the growth of real domestic expenditure assisted the 
improvement in the external sector. Price performance was a weakness, but 
explainable, and with the prospect of improvement in 1981. Similarly, 
performance under the federal budget was a disappointment, but in 1981 a turn
around is forecast. 

Forecasts for 1981 

The target current account deficit for 1981 has been set at 
US$1.8 billion (2.3 per cent of GSP), or US$0.4 billion less than the expected 
1980 outcome. It is predicted upon an increase in the value of exports of 
19 per cent (+7-8 per cent in volume) and in the value of imports of 11 per 
cent (-3 per cent in volU!Je). On this assumption, the authorities believe 
that GSP can increase in real te:rns by about 3 per cent, the same as in 1980. 
Real domestic expenditure is to remain at the 1980 level, an increase of 
2.5 per cent in private consunption being offset by a decline of 5 per cent 
in fixed investment. Real public sector consumption· should continue to decline. 
The authorities are hesitant to put an official forecast on price increases, 
but for necessary working purposes they are implicitly predicting an increase 
during the year of around 20-25 per cent. The higher end of the range seems 
the more probable outcome. However, it would represent a substantial slowdown 
from the 1980 experience. Real personal income paywents per employE:e are to 
rise by 1.0-1.5 per cent, in line with productivity. 

rne question marks are mostly with the import forecast. For the 
second consec~tive year, real output is to increase and the volUille of imports 
to fall (although by much less than in 1980). Officials explain the assump
tion by pointing to the sharp change in the pattern of domestic expenditure 
from import-intensive capital goods and certain consumer goods (e.g., auto
mobiles) to less import-intensive ra~ materials and intermediate goods. They 
believe also that there is still a large amount of unused doraestic capacity 
and that additions to inventories will be small. Past statistical relations 
between imports and production are highly variable. Moreover, the underlying 
relationship is undoubtedly cha~ging as a result of current policies. On 
balance, the mission accepts the Yugoslav forecast, although it will not be 
easy to achieve. .t..s in 1980> considerable weight must be given to the. 
authorities 1 stateu:ient that the external target is paramount and that other 
targets> including that of domestic grow~h, will be adjusted, if necessary, 
to achieve it. 

rinancing the current accouat deficit will involve a similar mix-
ture of sources as in 1980, includ the further use of bilateral balances 
(USSO. 3 billion), compensatory bor:rn"'ings by the comwercial banks (US$0.4 bil-
lion), and financial borror.ring the National Bank (US$0.8 billion). Assuming 
the net use of Fund credit of US$0.65 billion, the gross official convert-
ible rese:rves would rise by US$0.3 billion; those of commercial banks would 
not change. It is possible that the National Bank will obtain more than the 
above amount of financial credits. Pny additional amount ~ould be used to 
repay short-term debt and/or increase gross official reserves. 
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Monetary policy in 1981 is again being based on a slower increase 
of money supply than nominal GSP. Honey supply and credit are to increase 
during the year by 22 per cent compared with an increase of about 26 per 
cent in GSP. In our view, these targets are conservative, especially since 
the price assumption may be exceeded. In the public sector, expenditure is 
again to grow more slowly than nominal GSP and noneconomic investment should 
again decline in real terms. The deficit of the proposed federal budget is 
reduced from a possible Din 21 billion in 1980 to Din 1 billion in 1981. 
Tne improvement will probably come from increasing some sales tax rates. 
A£ter allowing for bond .amortization payments, National Bank lending to the 
budget ~ould fall from Din 9.2 billion in 1980 to Din 4.6 billion. 

:·re diurr:-te nn policies 

The 1931-85 Plan is currently in its final three months of elabora
tion. The broad air:is have been decided, but between now and Harch 1981 more 
detailed projections, including, for· example, sectoral investment targets, 
will be made. Tne Plan assumes that the stabilization effort will continue 
throughout the period, with special emphasis on the external sector. The 
CU;.uulative current account deficit has been set at about DS$6.0 billion with 
the aim of reducing the 1985 deficit to some US$700-800 million, which would 
be less than 1 per cent of GNP. Real social product is to increa~e at about 
4.0-~.5 per cent per annum. Private consumption is to grow at an annual rate 
of about 3 per cent. Investment is to grow more slowly (averaging about 
1. S per cent per annum) and is to be directed principally to the productive 
sector; investment in noneconomic sectors will be low. Total domestic 
expenditure is to increase by about 1.0-1.5 percentage points less per annum 
t~an social product, thus releasing resources to the external sector. ~s 

indicated, activity in the first year of the Plan period will increase rela
tively slowly. It is hoped that an acceleration can occur during the course 
of 1982-85. 

within the production sector, priority areas have been established 
which will improve export supply and permit iraport replacement. They 
include agriculture, energy, basic raw materials, export-oriented indus
tries generally, and domestic and external transport. Forecasts of output 
and consumption trends until 1985 imply that the economy will become less 
h:port-intensive during the next five years. An important feature is a 
greater degree of pooling of resources between enterprises and republics to 
avoid >."c.steful duplication of investment. 

In mid-1981 the World Bank will be conducting a detailed study of 
the 1981-85 Plan and its investment strategy. The current thinking in the 
~orld Bc.nk is that the program is 2ppropriate, although it is clear thc.t it 
~ill necessitate a considerable effort and a large degree of cooperation 
bet~~en enterprises and between republics. 

I~terest rate policy is currently being studied with a view to 
making it a more effective influence on the level of expenditure and resource 

./-' resource allocation. Proposals for presentation to -the Government are being -, 
' / prepared by the Bankers' Association and other interested parties. It is 

proposed to increase both lending and borrowing rates with preferential rates 
being given to the priority sectors. Tne basic assUDption that real interest 
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rates should be positive has been accepted by most concerned. However, 
the possible initial average increase in interest rates (perhaps 50 per 
cent) would still leave them highly negative until the inflation rates 
decline substantially. We gained the impression that the banks and 

·-----·---

the less-developed republics are not as attached to the proposals as are 
the federal authorities and the National Bank. Tne proposals are to be 
presented to the Government around Harch 1981. we emphasized the opinion 
strongly expressed by the Fund Board that a major interest rate reforn was 
desirable. 

Details of the proposed stand-by arrangement 

The attached draft letter describing the ai~s and policies of the 
stabilization program has been agreed with the Governor of the Naticilal Bank 
and the Federal Sec re i:ary for Finance. They i.'ill present it to the Federal 
Government for approval. It includes as perfonnance criteria: 

(i) quarterly ceilings on net domestic assets of the banking 
system; 

(ii) quarterly subceilings on National Bank lending to the federal 
budget; 

(iii) quarterly limits on medium- and long-term foreign borrowing 
in convertible currencies 1 including that by the National Bank; 

(iv) quarterly targets for the net foreign assets of the Xc.tional 
Bank, exclud:ng changes due to ~ecium- and long-ten:-. borrowing included in 
(iii) above E.r:d less cow.pensatory borrowing by the co2:nercial banks; and 

(v) the usual clause on trade and payments restrictions. 

The quantitative ceilings are set out in the attached table. Pro
vision is made in the stand-by arrangement for consultations with the Fund 
to agree on the programs for 1982 and 1983 and quantified performance criteria 
for those years before the first purchase can be made in each of these years. 

The mission believes the program warrants support of the Yugoslav 
request. Targets and policies for 1981 represent a continuation of the 
basically good 1980 outcooe and the authorities were conviv.cing when stres
sing their determ.inc.tion to have policies implemented effectively. More 
detail on 1982-85 targets will become available in 1981, but we believe the 
quantification we have, combined ~ith the explicit un6ertaking in the letter 
of intent to describe the 1981-85 Plan in Gore deta~l later in 1981, is 
adequate at this stage. The structural changes that the 1981-85 Plan 
embodies are in our view achievable aad of a character that should lead 
to a s icant improvei:;-,ent in <;:he balance of pay::iie::its by increasing 
exports ~nd reducing the relative de~and for imports. 

The total amount of SDR 1,662 oillion is divided into three equal 
annual amounts of SDR 554 r:rillion. Within this, there is a first purchase 

. of SDR 176 million (32 per cent of the total) and three subsequent purchases 
of SDR 126 million each in the first year. 
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Conclusion and recommendation 

We recommend that you approve the Yugoslav request for a ne~ stand-by 
arrangement, as described above, based on the attached letter of intent. If 
you accept this recommendation, we shall so inform the Yugoslav authorities. 
Any changes requested in the draft letter after consultation with other 
departments will be forwarded to Be 

If you approve the request, we would expect to have a draft Board 
paper for your approval in the first half of January. 

Attachme:rit 

cc: !1r. B...abermeier 
}fr. Hood 
Mr. Whittome 
Mr. Finch 
Mr. Goode 
}ir. Ho hammed 
}ir. Nicoletopoulos 
Hr. Van Eoutven 
l1r. Unger er 
l·ir. watson 
Paris Office 
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F.tonu 1:lle. Act:f.t.g Seere~ 

Subj!lct~ ll!goslavia ..... Watv'1Jt' of l?~rfotmanee ~titeria and 
·l'kidlfication of $t~-:;»x _ .Arraus~np .. · · 
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.llt ElnI/80/17!> (12/3/SO). tha ~eeuti:ve Board approv'*Q. the 
decision s~t forth ~:n EBs/SQ/~SO ('J;.1/19/SO), with Jthfl date 
tifcvattiber 26 inaert~d in lines)~~ 3, and '1. 
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~fr Tyler OATE:necemb r 2 • • > 

Claudio Loser 

SUBJECT: Yugoslavia: Precedents on Six-Monthly 
Quantitative Performance Criteria 

The use of six-monthly performance criteria has been very infrequent 

.1980 

in recent upper credit tranche stand-by and extended arrangements; and was 
usualiy applied in special circumstances. Among all stand-by arrangements 
concluded since 1976, only those ~ith Italy (1977) and Equatorial Guinea (1980) 
envisaged six-monthly phasing, and in the latter case mostly due to difficul
·ties in obtaining the relevant statistical information. In several other 
instances the first phased purchase -was scheduled for a period· of about: six 
wcnths after approval, but mostly reflected the lag between the specified 
date for the first ceilings and the reporting of the information. The or.ly 
extended arrangement that envisaged six-monthly performance criteria was 
·concluded with Kenya in 1976. Thereafter all arrangements included quarterly· 
performance criteria after the first ceiling. 

With regard to external debt ceilings, the cornmon practice. has been 
to set limitations on an annual basis, with subceilings on shorter-term 
maturities. Ceilings applied most frequently to coi:unitrnents. In several 
stand-by and e,xtended arrangements limitations applied to net debt outstanding 
but on a quarterly basis. Among recent arrangements ""i th that feature, the 
follo~'"ing can be mer.tioned: Costa Rica 1980, Egypt 1977, Honduras 1979, 
Mexico 1977, Romania short term 1977, and Yugoslavia 1980. In principle there 
would be no probl-.:c~ to apply longer term ceilings to net disbursements as has 
been the common practice with ceilings on external debt commitments. With 
regard to balance of payments tests, whenever they ~ere present in recent 
arrangements they 'l.1ere applied on a quarterly basis. The only recent instances 
where longer periods ~ere incorporated were the six-monthly net foreign assets 
target in the extended arrangement with the Philippines (1976) and the equiva
lent target on convertible currencies for Romania (1977), where the ceilings 
were established for nine months after the approval of the stand-by. 

The issue of the_ phasing of net foreign assets performance c-riteria 
should be viewed not only with respect to prior practice but in the light of 
the frequency of use of this particular objective. In a number 0£ the re~ent 
arrange~ents no balance of payment test was incorporated, as its effectiveness 
for monitoring exchange rate policies is somewhat controversial. Ho-wever 1 for 
YugoslaYia with its very low level of external reserves and its somei;.;he.t 
precarious external competitive position, given the recent sharp .increase in 
do~estic prices, there is an argument for continuing with the close monitoring 
of the net foreign assets position. 

In sum, ~bile there would be no problems with performance criteria for 
external debt on a six-monthly ~asis there does ~ot seem to be strong reasons 
for changing the quarterly bas;s for other performance criteria, particularly 
~ith respect to domestic credit. 

cc: Hr. Nookerj ee 
Hr. Hanison 
!-!r. Buyse 
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@ Of /ice Memorandum 

ro Mr. Rose DATE: November 26, 1980 

FROM Geoffrey Tyler t;~ 

SUBJECT: Yugoslavia--Frequency of Performance Criteria 

Mr. Loser is continuing to look at the precedents with respect to half-
yearly as against quarterly performance criteria. It is possible that the 
results will show that we have been particularly strict on:Yugoslavia with 
respect to the ceilings on foreign debt and net foreign assets of the National 
Bank. If this appears to be so, I have asked him to speak to Mr. Mookerjee 
and to obtain his view about whether we should have second thoughts on how 
we treat Yugoslavia. If he thinks there is a case for semi-annual criteria 
in the external sector, I have asked him to discuss the matter with you, so 
that Mr. Manison and Mr. Loser can bring the departmental view with them. 

cc: Mr. Loser 
Mr. Manison 
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November 26, 1980 

MEMORANDUM FOR FILES 

·Subject: Yugoslavia 

Mr. Ruding outlined to me his discussions with the Yugoslav 
authorities. In the main they parallelled those of the recent mission. 
However, there were several points regarding the proposed new stand-by 
arrangement that should be recorded. 

1. The Yugoslavs have apparently fully decided to ask for 
the maximum amount per year, i.e., 200 per cent of existing quota. 

2. They would like the stand-by arrangement to be finalized 
as soon as possible. I told Mr. Ruding that, quite apart from the 
Yugoslavs' wish, we had internal reasons for wanting to finish our 
.report at .the earliest possible date. 

3. The Yugoslavs would like front loading. I said that~ 
while a modest amount would be normal, it.was unlikely that we would 
agree to a major degree of front loading. (Our brief authorizes 
SDR 150 million out of a total of SDR 554 million for 1981, whfch is 
27 per cent.) 

4. The Yugoslavs would prefer to have performance criteria 
operative at six-month intervals and would accept corresponding phasing 
of the money. I told Mr. Ruding that my own view was that we. would be 
unable to accept such an innovation. (As a practical matter, it would 
mean only one check point in a year, June 30, since December 31 is over
taken by the following year 1 s program.) The Yugoslav desire arises from 
their belief that they find it difficult to adjust their planning and 
administration to quarterly intervals. I cannot see why their problems 
are greater than those of anyone else. 

cc: Mr. Rose ./"' 
Mr. Manison 

'°'\ 
Geoffrey Tyler 



/" .....,. 
I . 

'._/ 

,... ....... 
I " 
\.__., 

: 

November 26, 1980 

MEMORANDUM FOR FILES 

· Subject: Yugoslavia 

Mr. Ruding outlined to me his discussions with the Yugoslav 
authorities. In the main they parallelled those of the recent mission. 
However, there were several points regarding the proposed new stand-by 
arrangement that should be recorded. 

1. The Yugoslavs have apparently fully decided to ask for 
the maximum amount per year, i.e., 200 per cent of existing quota. 

2. They would like the stand-by arrangement to be finalized 
as soon as possible. I told Mr. Ruding that, quite apart from the 
Yugoslavs' wish, we had internal reasons for wanting to finish our 
.report at ~he earliest possible date. 

3. The Yugoslavs would like front loading. I said that, 
while a modest amount would be normal, it was unlikely that we would 
agree to a major degree of front loading. (Our brief authorizes 
SDR 150 million out of a total of SDR 554 million for 1981, which is 
27 per cent.) 

4. The Yugoslavs would prefer to have performance criteria 
operative at six-month intervals and would accept corresponding phasing 
of the money. I told Mr. Ruding that my own view was that we would be 
unable to accept such an innovation. (As a practical matter, it would 
mean only one check point in a year, June 30, since December 31 is over
taken by the following year's program.) The Yugoslav desire arises from 
their belief that they find it difficult to adjust their planning and 
administration to quarterly intervals. I cannot see why their problems 
are greater than those of anyone else. 

cc: 1'1r. Rose / 
fu. Manison 

l,\ 
Geoffrey Tyler 
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Of /ice Memorandum 

TO Mr. Rose DATE: November 26, 1980 

FROM Geoffrey Tyler c.,--i 
SUBJECT: Yugoslavia--Frequency of Performance Criteria 

Mr. Loser is continuing to look at the precedents with respect to half
yearly as against quarterly performance criteria. It is possible that the 
results will show that we have been particularly strict on Yugoslavia with 
respect to the ceilings on foreign debt and riet foreign assets of the National 
Bank. If this appears to be so, I have asked him to speak to Mr. Mookerjee 
and to obtain his view about whether we should have second thoughts on how 
we treat Yugoslavia. If he thinks there is a case for semi-annual criteria 
in the external sector, I have asked him to discuss the matter with you, so 
that Mr. Manison and Mr. Loser can bring the departmental view with them. 

cc: Mr. Loser 
Mr. Manison 
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Office Me11zora1zdit11i 

TO 

The Managing Director 
Tne Deputy Managing Director ~ 

FF.OM L.A. ~~ittome ~~ 
s~s.ECT : Yugoslavia--Briefing Paper for Staff Visit to Discuss 

Possible Use of Fund Resources 

DATE: November 21, 1980 

A mission is to visit Belgrade from December 5, 1980 for about two weeks 
to discuss possible use of Fund resources. A draft briefing paper is attached 
for your approval. It has been cleared with Mr. Mookerjee (ETR), Mr. Rhomberg (RES), 
H.s. Lachman (LEG), Mr. Wittich (TRE), and Mr. Conrad (FAD). 

The paper should be returned to the European Department. 

Attachment 

cc: :·fr. Watson 
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D\TER1~AT ION;c..L HON!:TARY FUND 

YUGOSLAVIA 

Briefing Paper - Use of Fund Resources 

Prepared by the European and Exchange and Trade 
Relations Departments 

Approved by L.A. Whit tome and S. }1ooker jee 

l;ovember 21, 1980 / ;f/2;,/ 

I. Introduction 

COK!IDD~TIAL 

A staff :nission comprising l-Jessrs. Tyler (EUR), :-:.anison (EUR), Loser (ETR), 

3uyse (EUR), and, as secretary, ~Js. Btiley (EUR) will visit Belgrade from 

DeceTIJ.ber S to 19 for discussions relc..ting either to the setting of performance 

criteria under the existing stand-by arrangement or, as is ass·umed to be more 

likely, for the negotic.tion of a new enlarged stand-by c:.rrangernent for two or 

three years. 

The curr•.<:t stand-by arrangement, which covered the second c.nd thi::::-d 

credit tranches plus SFF, ~as approved on June 6, 1980 for the period up to 

December 31, 1981 in an amount equivc..lent to SDR 339.325 nillion to be 

financed from the Fund general resources (41 per cent) and from the supple-

mentary financing facility (59 per cent). One purchase equivalent to 

SDR 150 million has been made to date under the arrangeDent. If performance 

c::::-iteria for September 30, 1980 had been observed further purchases up to the 

ec:uivalent o:': SDR 50 million could have been made fro:J l\oveDber 15, 1980 

u::til the enc:' of the year. Thereafter, no further purchases could be u:ade 

u-::.til policy iiltentions and quantitc:.tive performance criteria for thi:: year 

1981 were·ag::::-eed with the Fund. 
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.In the event, three of the four performance criteria set for September 30, 

1980 were not observed, namely those on net domestic assets of the banking 

system, net credit of the National Bank to the Budget of the Federation and 

the cumulative change in net convertible foreign assets of the National Bank. 

The authorities, in a letter dated November __ , 1980, have requested a 

waiver on the aforementioned performance criteria and a modification on the 

limits $et.for December 31, 1980 on net domestic assets of ·the banking system 

and on the target for the cumulative decline in net foreign assets of the 

~fa-cional Bank. The staff paper to which this letter is annexed is to be 

discussed by the Board of Executive Directors on December 3, 1980. 

Yugoslavia's use of Fund.resources is summarized in Appendix I. As of 

~Gve~ber 14, 1980, the Fund's holdings of Yugoslav dinar amounted to the 

equi~alent of SDR 866.4 million, or 312.8 per cent of quota. 1\.10 purchases 

of SDR 8.5 million, each equivalent to 50 per cent of quota were made 

uLder the CFF in Hay 1979 and February 1980, respectively. Outstanding pur-

chases under the oil facility amount to SDR 91. 7 million, or 33.l per cent 

of quota. Yugoslavia's holdings of SDRs on November 14, 1980 awounted to 

SDR 60.l million, or 47.3 per cent of net cumulative allocation. 

II. Economic Develooments and Prospects 

Section II covers the same ground as that in the recent 48-hour report 

to :!anagement. It would suffice to read the last two paragraphs of this section. 

Following a substantial deterioration in the balance of payments and 

external reserves position and the emergence of increased inflationary pres-

sures in ·1979, the authorities embarked on a stabilization program in 1980. 

T;:i.is gave top priority to reducing the current ·account deficit of the balance 
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of payments £roru US$3.7 billion in 1979 to US$2.5 billion in 1980. The 

authorities have achieved a nunber of favorable results so far. The current 

account deficit of the balance of pa:y1;1ent.s is expected to be around US$2.3 bil-

lion in 1980 (3 per cent of GSP, compared '..1ith 6 per cent in 1979). Policies 

of financial restraint and the related easing of domestic dernand pressures 

together with the sharp depreciation in the Yugoslav cin2r on June 7, 1981 

following frequent small adjustments in the exchange rate over the first part 

of the year, contributed to the ir.iprover.ient in the current account of the 

balance of payG~nts. 

The r.iost um.'elcome a.spect of the recent econor.iic performance lias been 

the acceleration in domestic price increases. :he retail price index was 31 per 

ce;::t higher in September 1980 than 2 year earlier, cor::pc.reci. 1.dth an increase 

of 22 per cent durir.g 1979. Tr,e sh.ar-p upsurge in' prices ciurini; 1S·80 is attri-

tute~ to the effects of the exchan~e rate changes cur the year and of 

t-,igher ir;;port costs in foreign cur:ency terr:;s, togethc:r ,,·itl1 tLe iq:act of 

an array of ad~inistered price ad stments to correct distortions, particu-

larly in the energy, agricultural, and transportation sectors. 

Tr,e authorities have been ve.ry successful in restr;,jni.ng tbe growth of 

cio~estic decand in 1980. Real do~estic expenditure, which rose by 9.5 per 

cent in 1979, is now expected to fall by 2.6 per cent in ~art because of 

c.dcitional measures of deru.snd restrc..ir.t that Y-'ere ap ied during the year to 

ciiture had ori ly been projecte~ to rise by 3.7 per cent. The latest 

£crecasts indicate that real pri\'ate consu::,µtion 1,.'ill rise by only 1.0 per 

cent in 1980, after increasing by 6.0 per cent in 1979, ~hile real fixed 

investDent is expected to fall by 1.9 per cent following an increase of 
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4.6 per cent in 1979. The substantial moderation of domestic demand pres-

sures permitted a shift of resources into the external sector and helped 

to offset partly the negative impact of the decline in real domestic expendi-

tures on the growth of domestic production. As a result, real GSP is now 

forecast to rise by 2.5 p~r cent in 1980 compared with the original forecast 

o~ 5 per c~nt and of a recorded outturn of 7 per cent in 1979. 

Incomes, fiscal and monetary policies have all made significant con-

tributions to alleviating domestic 'demand pressures in 1980. The growth 

o: no~inal personal incomes in the socialized sector has been kept well 

,..·it~in prescribed limits. This development in conjunction with the accel-

eration in cost of living increase~ has led to an estimated fall of 8-9 per 

cent in real personal incomes in the first nine months of 1980 compared with 

... ... ·:.·r··-, the corresponding period of 1979. The growth of public expenditures has been 
\......_./ 

s~bstantially curtailed in 1980. Real public consumption expenditures are 

forecast to rise by only 0.8 per cent compared with an increase of 7.9 per 

cent in 1979, while a considerable reduction has been effected in nonproduc-

tive investments. For 1980 as a whole, the public sector is expected to be 

in surplus. The relatively effective implementation of incomes and fiscal 

policies in 1980 has arisen largely from the strict observance of the quan-

tiLative guidelines that were agreed in social compacts concluded between the 

republics, autonomous provinces, socio-political bodies, and enterprises 

~t :te beginning of 1980. 

Tte financial program for 1980 called for the growth of the money supply 

a~~ ~o=estic bank credit to rise by 22 per cent over the 12 months to December 

~9EO, ~hich was the same rate as that of projected nominal GSP. Although 
.:-:"""', 

't .. _/ 
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it ~as not sufficient to off set the contractionary impact of the greater-than-

expected fall in net foreign assets of the banking system. As a consequence, 

the money supply rose at an annual rate of around 20 per cent in the first 

three quarters of 1980. Given these developments and the revised projected 

gro~th rate for nominal GSP of 33 to 34 per cent, the Yugoslav authorities 

i~ October revised upward their targets for the growth of domestic bank 

credit and the money supply for 1980. The increase in domestic bank credit 

is now expected to be limited to 28 pe~ cent, with 2.5 percentage points of 

t~e i~crease being attributable to the effects of the June 1980 depreciation 

o:i Lhe outstanding value of dinar credits to residents linked to the exchange 
I 

rate. The money supply is now forecast to rise by 24 per cent in the 

12 :::::io:iths to December 1980, which would imply a considerable rise in the 

i:icome velocity of circulation of money. 

Th 0 improvement in the current account of the balance of payments 

h~s beerr due solely to the large reduction in the trade deficit, the fall 

b -:..'hich was US$1 billion greater than originally foreseen. The dollar 

v2L1e arrd volume of exports rose by 30 per cent and 10 per cent, respec-

tively, in the first 10 months of 1980 compared with the same period of 

1979. In contrast, the value of imports increased by only 8.5 per cent over 

tje sa2e period, with their volume declining by about 12 per cent. For the 

£~11 ?ear, the volume of exports had originally been projected to rise by 

8 per cent, while import volume was projected to fall by 9 per cent. Al-

t~oug~ receipts from tourism have risen at a faster rate than planned during 

l9EJ, substantial withdrawals from foreign exchange deposits by Yugoslavs 

~~r~i~g abroad in the first part of the year and the higher than forecast 
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rise in interest payments, are expected to result in net service receipts 

be!ng CS$0.8 billion less than originally forecast. 

Developments in the external capital account were disappointing in the 

first part of 1980. Originally it had been expected that the greater part of 

thE: current account deficit and the acortization of loans would be covered by 

=eC:it:::-1 .::.nd lon,s-terr.1 borrowing by the enterprise sector. TI1is would have per-

=itted an increase in gross convertible external reserves ~qual to exceptional 

::io-:::-roW'ing by the banking system]:__/ plus net yurchases free: the Fund. Ho1..'ever, 

·..:hile: E:nterprises were able to obtain the nor'ITlol flo\·: of suppliers' credits 

:hey could not secure the additional fi.nancial credits. The shortfc.11 \.Cas 

attributable in part to noneconomic factors, especially the illness and 

cec.t:-. cf President ~ito, but was due also to the suLstar;ti<J.l deteriurati.on 

:n ti.e balance of payruents in 1979, "'hich u~ade foreign bc.nks cc.utioc:s about 

:o=~~t:i~g loans to Yugoslavia until a recovery could be clearly discerned. 

As a consequence, the authorities were forced to increase their uti.li-

z.c.::ieon of lines of short-ten:i foreign credits and to dra\-; upon their lo\.' 

~e-,'el -cf gross official reserves. Moreover, foreign banks indicated their 

;;reference to extend financial crecli ts directly to the t:ati onal liank rc.ther 

:her .. to '.:l:e enterprise sector .. On this basis, the l·:c.tior.al Bank is currently 

~ebo:iating a large a~ount of financial credits fro~ abroad, 01ich ~ill be 

~s~c to repay short-term credits and hopefully bolster gross offjcial reserves. 

~: t~e e~d of October 1980 official intcrnatio~al r~scrves 2nounteci ~o 

~~5l,2~l million, ~hich was equivalent to less than o~e oonth's imports of 

·~o::·cs c.nc services. The present forecast is tlia t these reserves 

~i~l be increased to ~5$1,600 ruillion by end-1980. 

i -:=-Lis is burrowing by the cor:n;;ercial bar-,ks 2t the request cf tiit: ?;2tion.::.l 
-c_.h fer the purpose of supplyin~ official international reserves. 
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:i":.ef_lecting the shortfall in external borrowing by the enterprise sector, 

the increase on level of convertible currency external debt outstanding 

(original maturities of one year or more and exclud.ing outstanding pure.bases 

fro~ the fund) has been well within the limits specified as performance 

c~iteria under the current stand-by arrangement. 

~uring the recent staff mission to Yugoslavia the authorities stressed 

re~eatedly their need to continue with restrictive demand canagernent polici~s 

i~ 1961 in or~er to reduce further the deficit in the current account of the 

·:::22..ar,ce of payments and to reverse the acceleration of price increases. At 

' the sace time, 1981 marks the beginningiof the n~xt Five Year Plan and the 

2uthcrities will be effecting yolicy measures desi to restructure the 

E:conc:::iy in accordance \,,1ith the mediun-term strategy. 'i:li:ile E:ccmordc poiicies 

an~ ~ua~titative targets for 1981 have yet to be finalized, the following 

~o=ecas:s represent the preliminary thinking of the authorities. 

The ::;rowth rate of real GSP is expected to rise sligbtly to 3 IJer cent 

~~ 1S81. Real consumption expenditures are ex~ected to increase at a slightly 

faster rc.te of about 1-2 per cent, while the voluoe of fixeti .investr;;ents is 

:°:o!'."ecast to decline by over 5 per cent. The fall in the rate of capital for-

~a:ion is expected to reflect substantial cut backs in nonecono~ic invest-

:-.;;::-.ts; tr.e flov; of hmc'.s for priurity i:-rojects in tl:e d0r"esric erH::rt;}", &6ri-

-~i.:~t·..:rc.l, e.7:j)Ort oriented -;:;anufacturing and the internal transport sE:c.tors 

·.·i.2.l b~ enLanced. 7Le oc;in irrq:.,et1.1s to gro\..'tli is t::>:pected to cor.;e fro::, the 

:c-::e: ~ SE::ctor with the volune uf c::-:ports of 60ods anc services bcir:t; forecast 

:c rise by ·s per cent. Inports of ~oods and services are forecast to fall by 

'):;.er ce::-:t d1.1e r.iainly to a'i) expected sr.arp fall in irnporls of ca tal ::;uoC.s. 
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Preliminary forecasts for 1981 are based on a deceleration in the rate 

of increase in the GSP deflater from 30 per cent in 1980 to 20 per cent in 

1981. While domestic price increases remain a major area of uncertainty the 

authorities argue that the expected substantial slowdown in the rate of 

increase of import prices and the absence of large justments in the exchange 

rate and in administered prices in 1981 will combine with continued domestic 

desand restraint to produce a lessening of inflationary pressures. 

III. The Program for the Stand-By Arrangement 

In theory, the mission might be requested only to discuss a continuation 

of the exis stand-by arrangement, in which case it would need to agree, 

ad referendum, on the quantified performance criteria for 198l. It is 

expected, however, that the discussion will concern a new enlarged stand-by 

arrangement for two to three years. On this assumption, the mission will be 

discussing a ._,tand-by arrangement of up to a maximum amount of SDR 554 oil-

lion (200 per cent of existing quota) per annum for two or three years. Wnat 

follows relates tq an ad referendum iation of a-new stand-by arrangement. 

In examining the program that the authorities present, the mission will 

be guided by the following main principles: 

(a) although the improvement in the current account will not continue 

i~ 1981 at the same pace as achieved in 1980, a further reduction in the 

deficit in 1981 by around US$0.5 billion to a level of not more than US$1.8 bil-

lion (about 2.5 per cent of projected GSP) is a necessary condition for 

continued access to Fund resources; 

(b) the current account deficit in 1981 should be covered to the maxi-

~um extent possible by medium- and rm borrowing, not by an increase in 

short-term debt. If possible, at least of the increase in the latter 

debt in 1981 should be repaid; 



(c)' under a stand-by arrangement should be 
'. ~ • ·.- '.;. -· , ! ~ 

'" - ' . 
. used as much. as possible to ·add. to the· official gross lnterna tional reserves; 

(d) · exchange rate pol~cy should ensure the continued COTI1petitiv~ness 
. ',..,~''' 

of Yugoslav exports of goods and services;. 

(e) while relatively restrictive demand policies will need to continue 

i= ~981, the authorities should act to promote a pattern of production and 

bves:me:nt that will assist the balance of payments in the mediur.1-term. ln 

i:.s.r::.icular, the planned structure of investn:ent should be consistent 't-'ith a 

lass~~ing of the relative importance of~imported energy and an increased 
I 

sup cf competitive exports. Interest rate policy should be such as to 

s~~?C7t investment airns; and 

(£) incoues policy should continue to ain at keeping the growth of 

aces at le~s than the increase in output per worker. It is real~zed, 

~~~ever, that a reduction in real incomes on the scale that occurred in 

:9~0 is probably not possible. 

11'-e targets for dor.ies tic growtli and expenditure desc ri. b1::::d in t be previous 

sectior. ;.;>Ol:lld represent an adequate basis for der.iancJ n•<rnagement in 1981. The 

::_.s.~n t:crget that looks difficult--inueed :impossible to ach:ieve--is the reduc-

:_io:i in the social product deflater to 20 per cent for 1001 
~ U.J..) si.nce this 

:es that during the course of the year prices 1.-.>oul<l rise only sot",e 

~2-15 ~er cent, cocpared with an increase of 30 per cent during 1961. 

-=:·.'2 ~olicy instrur.1ents to be used to achieve the targets \.'ill continue 

:c ~~ :hose utilized in 1980, namely a variety of social compacts arncng the 

~2=i~~s bodies involved in policymaking (enterprises and all levtls of 

,-~c~~rn~ect), dealing with public sector budget ~olic:ies, incorues and prices 
: ,/ ' 

:;:0licie:s, and external policy, and the wain centralized u.acro-instru;;,ent, 
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raonetary policy. The mission will stress the need to continue with the 

relative effectiveness achieved in 1980 in arriving at consensus in the fields 

of incomes and fiscal policies. 

For monetary policy, the intention currently is to have money supply and 

domestic credit increase at a lower rate than that of nominal social product. 

On the basis of a social product deflator of 20 per cent, the target would 

be an increase of about 22 per cent from December 1980 to Dec.ember 1981. If 

prices rise faster than implied by the above defla,tor, the pressure to expand 

~onetary aggregates by more than 22 per cent would become strong, since 
; 

there is evidence that at present, liquidity pressures on enterprises is 

strong. It is easy to envisage a modification of targets based on the above 

rate of increase being justifiable during the course of 1981. Given the 

uncertainties involved, it would be reasonable to set credit targets only 

for the first six months of the year with those for the second half being 

determined at a mid-term revie~. However, for domestic reasons, the authori-

ties may wish to establish them from the beginning. If this is so, the 

Bission would be willing either to agree to them on the basis described a: 

the beginning of the paragraph or on a slightly more pessimistic assumption 

regarding price performance. 

Given that the federal budget is a-small of the public sector and 

that borrowing from the National Bank of Yugoslavia has not been excessive in 

recent years, there is an argument for not continuing with a subceiling on 

credit to the federal budget from the Kational Bank. Against this, discipline 

i~ the federal budget may help the federal authorities to gain similar disci-

pline in the rest of the public sector. The mission will aim at retaining 

tcis feature. 
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:r,e credit program should be accompanied by a r.,ore active interest rate 

pol~cy. The authorities intend to increase the average level of both lending 

a~d borro~ing interest ratest although they will still remain negative in 

real ren:;s until the inflation rate declines significantl~. It is not yet 

k::to;..T. ;..•hether the new system will operate from January .1, 1981. The letter 

of inte:-.t shoulc describe the new systei: and shoulc indicate that it ,.,,ill be 

intrcduced at an early date. Also, the letter should indicate the authorities' 

~::.ter::icn to adapt and, if necessary, strengthen the system in the light of 

' Sir-,ce tbe wediurn-term strategy is t:o redirect investuent into priority 

<::rec.s c.nc to discourage ineffi_cient investcent in generc.l, and investr..ent in 

uctive sectors in particular, the letter of intent should include 

c ~u;:~tified description the inves tr:,ent progra:::1 and i i::s structure. in the 

:.91: 1-85 Plan. It should also include as wuch infor1:~ati.on cs possiblE': on the 

~x;ec~ed iQpact of the program on the balance of payments and the policies 

~ill be used to realize the a irns of the Plc.n. 

lTu the external sector, the letter of·intertt should indicate the author-

it!es' intention to caintain competitiveness by appropriate exchange rate 

?o:i;y. The mission should explain that this would ioply following the 

~u:icy i~ effect prior tu the large 1980 depreciation, of relative frequent 

~e~r~cia:ions, depending on relative cost developments in Yugoslavia. 

T:-.-2 iJerfor;~ance criteria rc:l2ting to the balance of payr.cents si.ould be 

sl :.ct:c sl i.ghtly in light of the ne"' developr:ter.t in 19&0 \.,:hereby the: l:atiot:al 

=.c.:-:~. hc:.s tecooe, in effect, an interr::ediary for Yugosla\' Enterpris<:.s in w.ediur::-

::.2:-2f:::;re: include such borrowings by the l\stional Bc.nk. As c. corollary, the 



. . ' • 

- 12 -

talance of payments test, the second petforrnance criteria in the external 

sector, should exclude changes in ~ational Bank foreign liabilities resulting 

froL medium- and long-terru loans. 

The letter of intent, in addition to establishing a mid-term revie\.." for 

the 1981 period, ~ill also provide for a review which will establlsh in core 

concrete terns the policies and targets for the second ant.! third calendar 

yec:rs of the stand-by prograrr.. The authorities will be told that no purchases 

in a calendar year subsequent to 1981 Yill be possible until the detailed 

progran and the quantified perforr.:;c.nce criteria for tf.c.t year have been a£,reed 

;..-ith the Fund. 

\·:i th respect to phasing of purchases •.·i thin l9Gl, tiiere seer..s no reason 

fo:: s ificant front loading. The ~ission ~tll propose that SDR 150 million 

3e av.silable at the corm:ienceruent anci the rer.,aining al.immt be avc:ila.ble in 

<:c;,;_c.l ar..ounts :in t:.he middle of Lay, ;,u6ust, and ?;over:1ber 1S8l. 
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Fund Relations Yith Yugoslavia 

Quote. 

!uuds holdings of currency 

E.oldings of SDRs 

Distribution of profits 
from gold sales 

Gold distribution 

(As of November 14, 1980) 

SDR 277 million. 

SDR 866.4 million or 312.8 per cent ·of 
quota, including holdings under the 
compensatory financing facility amount
ing to SDR 277.0 million (100 per cent 
of quota), and under the oil facility 
awounting to SDR 91.7 million (33.1 per 
cent of quota). 

SDR 60.1 million or 47.3 per cent of 
net cumulative allocation. 

i 

US$32.9 million. 

177,144.008 fine ounces. 

I 

I 
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Office Memorandum 

MEMORANDUM November 19, 1980 

To: Mr. Hood 
Mr. Goode 
Mr. Mookerjee 
Ms. Lachman · 
Mr •. Wittich 

From: Geoffrey Tyler )7 

Subject: Yugoslavia~Draft Brief for Possible 
··use· of Fund Resources 

I attach a copy of the above hrief. I would appreciate receiving 
,. , 

your comments by close of business on Thursday, November 20, 1980. As: I shall 

be absent, they should be sent to Mr. Manison, Ext. 7-3369~ 

Attachment 

0 cc: Mr. Whit tome / 
Mr. Rose 

n __,, 



Of /ice Memorandum 

TO 

FROM 

Mr. Whitt/, 
L.G. Manison I 141 

DATE: November 17, 1980 

SUBJECT: Yugoslavia--Briefing Paper 

Please find attached a copy of the draft briefing paper for the forth-

coming stand-by arrangement mission to Yugoslavia, Section ITT 

is essentially unchanged from the draft you saw last week. 

0 
Attachment 

0 

() 

<:> Q 



·of /ice Memorandum 
0 

TO Mr. Wh~,. DATE: November 17, 1980 

FROM Geoffrey Tyler ) ) 

SUBJECT: Yugoslavia--Foreign Borrowing 

I attach part of a minute dealing with our discussions on the above 

subject. It contains, inter alia, the present state of the various negotiations. 

Attachment 

0 

cc: Mr. Manison 

0 

C· 
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II. Foreign Borrowing by the National Bank 

V.i.r. Marjanovic explained that he would only describe the prospective 

borrowing by the National Bank, as the overall indebtedness policy had been 

() discussed already in earlier meetings. He described the various arrangements 

( '\ 
\ _./ 

with commercial banks that had been concluded or were to be concluded by the 

end of the year. 

Countr~ 

1. Concluded 
Kuwait 
Austria ( syndicated 
Iraq 

2. To be concluded 
Libya 
Italy 
France 
Germany 
Switzerland 

3. Possible 
u. s., U. K., Canada, 
Total (excluding 3) 

loan) 

and Japan 

, . 
(in millions of U.S. dollars) 

425 
250 
100 

75 

875 
75 

200 
150 
350 (to 
100 

400 
400 

1,300 

400) 

( 250) not ccnclu, 

425 
75 

200 
150 

Similar to 1980 
.... 

425 
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Among those agreements to be concluded, the Italian authorities had 

confirmed that they would abide by the commitments of the previous Government, 

agreed during the summer of 1980. The banks were now ready to initiate dis-

cussions, as they had special incentives to enter into a~reements due to the 

SDecial mechanisms by which loans were directly subsidized by the Government. 

f~"" ~;,en the agreements were concluded, the loans =ld be disbursed in liras 

tuU L~ 

o· 

C) 

r , 
I ·, 

./ 

•) 
since Yugoslavia would otherwise have to convert dollars into lira. French 

banks were considering an amount equivalent to US$150 million but it was 

possible that larger amounts might be obtained. Negotiations would commence 

during ~he next few days and there was a possibility that similar amounts 

~ould be granted for 1981. The German banks were currently offering about 

D~i 600-700 million, somewhat less than previously expected. It was interesting 

to note that German banks were not curiently asking for a guarangee by the 

Governme.nt. They preferred to link the borrowing to the limits oJ lending by 

BEP~fES (the export insurance agancy). They preferred to proceed in that fashion 

as it helped develop relations with commercial banks in Yugoslavia. But 

the negotiations at this point were held with the National Bank and the 

relations with other banks was effectively a by-product of the agreement. 

Swiss banks had been approached as well, and they had in offered 

SW'"F 100 million, but an amount of US$100 million was being discussed at the 

uc3ent. This loan was to be granted at the most favorable terms. 

The most complex situation related to negotiations with the American, 

British, Canadian, and Japanese banks. Ten banks were already willing to 

provide USS250 million, but the total amount could easily reach US$400 million. 



0 

,,----., 
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T.'1e terns were in principle not unfavorable: the final maturity extended to 

seven ye_ars, while the grace period would be three years. The major problem 

-~~s the interest rate spread. The banks had offered a 1 3/8 per cent over LIBOR, 

~'hicb W2.S considerably higher than the spread previously offered to Yugoslav 

c01l:!8ercial banks, and those offered by Kuwait and Austrian banks. In addition, 

it placed Yugflavia at a disadvantage with respect to the rating of other 

ir:Jportant borrowers and for future loans Yugoslavia considered the issue of the 

spread nore important than·the amounts arid had objected to the proposal, ori the 

grounds that an acceptance of the terms offered would deteriorate the position 

of the country vis-a-vis other creditors. Currently a new meeting was scheduled 

to try to find an adequate solution. It was possible that the terms would not 

be accepted as some of the proposed changes were purely cosmeti·c; the spread was 

reduced but the utilization fee was incfeased. In any event, the outcome 

~cs not certain at this point. It was clear that the established borrowing goals 

vere difficult to achieve, but significant amounts would be obtained and dis-

bursed ciuring 1980. 

With regard to the access to financial assistance from the Soviet Union, 

Y2rianovic indicated that the bilateral payments agreement with the U.S.S.R. 

did not envisage financial credits. Currently lines of credit existed for the 

purchase of machinery for an amount of between US$520 million to US$750 million. 

3ut these suppliers' credits were slow in their disbursement pattern and only 

about 55 per cent of the totAl had been utilized. In addition, the trade 

balance had been negative for the last year and a half, and the situation had 

ceteriorated as a result of the increase in the price of oil over the last year. 
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r'' \ __ _) The balance .in favor of the U.S. S. R. had amounted to a total of US$800 million 

in recent months. 

With regard to the general prospects in the global balance of payments, 

Mr. Marjanovic indicated that significant amounts of short-term credit had 

been utilized in the recent past, but that the prospective foreign exchange 

developments in the last months of the year would provide for an adequate 

coverage of expenditures until the end of the year .. The increase in reserves 

would be lower than had been originally projected, because some short-term debt 

bad to be repaid, but eventually reserves would be reconstituted to more 

appropriate levels. For the year as a whole, a small increase was projected in 

the reserves of the National Bank with somewhat smaller increases envisaged for 

the commercial banks. To a large extent the borrowing by the National Bank 

~""'"'\ would not be channeled to the rest of tpe financial system. The commercial 
\..__) 

banks would, therefore, be forced to use part of their foreign exchange hold-

ings, rather than those held by the National Bank. He estimated that gross 

reserves were to amount to about US$2.45 billion. by the end of 1980. 

}1r. Tyler inquired about the expected use of Fi.ind resources in the near 

future and whether they would result in reserve increases. Mr. Marjanovic 

explained that the authorities had the intention to channel most Fund resource~ 

to reserves, within the sovereign rights of Yugoslavia to use its assets. 

After discussing the program of activities for the next two days, the 

meeting was adjourned at 5:45 p.m. 

0, 
', __ ,/ 
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TO 

FROM 

SUBJECT: 

. . . >(Y-') 
Office Memorandunf';

1 
:"' ;£. 1~,, 

The Managing Director 

L.A. Whittome / ~ 

:>.- vVJ u> ~· r1' /I ~· 
DATE<No 7 fj, 1980 

Yugoslavia--Comments on Paper "Yugoslavia--Waiver and 
Modification of Stand-By Arrangement" . 

Thank you for your comments on the Yugoslav paper. 

The relationship between the growth rate of real GSP and the current 
account deficit of the balance of payments does raise problems in Yugoslavia, 
and at the time of the formulation of the stand-by program the staff team 
argued that, based on historical relationships, the current account deficit 
of US$2.5 billion did not seem compatible with the ori inal lanned rowth 
rate o per cent. Indeed, the staff has earlier persuaded the authorities 
t5 accept US$2.5 billion as the targeted current account deficit for the stand
by program instead of an officially projected US$2.0 billion. In the staff 
appraisal to the Staff Report (SM/80/119, pp. 12-13), it was further noted 
that "the targeted reduction to a deficit cif no more than US$2;'S billion is 
ambitious" and "that the authorities have emphasized their determination to 
adjust policies if it appears that the external target is not being reached." 

We therefore anticipated an incompatibility between the targets but 
foresaw that it would be the external target that would give, Instead the 
growth target was not reached, partly because the authorities were intent on 
keeping the current account deficit below US$2.5 billion. Moreover the current 
account target was more elusive than had been foreseen because of a deteriora
tion in the terms of trade that was greater than originally anticiapted. In 
setting up the stand-by program for 1981, the staff will be paying close attention 
to historical relationships between real GSP and import flows, and stock move
ments in 1980, bearing in mind that past relationships have at times been dis~ 
torted by administrative controls on imports. 

You also questioned whether it would not have been more realistic to 
raise the limit for December 30, 1980 on National Bank credit to the budget of 
the Federation, given that the Federal Government had fully used up its credit 
allocation by mid-year. On this matter, Governor Bogoev and Deputy Governor 
Marjanovic of the National Bank of Yugoslavia stated emphatically that further 
National Bank credit would not be provided to the Federal Government budget in 
1980, adding that the Federal Government would have to reduce expenditures or 
obtain finance from other sources. It should be noted that the impact of opera
tions of the Federal Government on the implementation of the overall financial 
program are not of prime significance insofar as the budget of the Federation 
accounts for only about one fifth of total consolidated public sector transac
tions. We accepted the National Bank's views as we were very conscious that if 
we pushed a higher ceilin we would be undermining their ability to resist a 
growth in the monetary financing of t e e 1c1t. 

cc: Mt. Tyler 
Mr. Watson 



.' 
; 

Mr. Tyler November 13, 1980 

L.A. V-mittome 

I have written in a number of sup;gestions and queries on the attached 
draft. May I also go back to paragraph 5 of .the draft letter of intent. It may 
well be·'ll'ight but the last two sentences read oddly in the sense that after the 
reference to $13.3 billion one would hardly expect to see e lower figure namely 
$13.l billion but perhaps I have misunderstood the inwardness of what: is invoived. 

Besides the scribbled com.rnents a couµle of points concern me. The first 
:i..s that we say remarkably little about the finances of the public sec.tor des.pit.e 
the suggestion that we waive the September 30 subceiling. The draft letter men
tions a decline in receipts but this point does not seem to ha.ve been picked up 
in the paper itself. There is also the associated point '·1hic.h may r:.eed something 
more being said about it namely that the Government will now borrow from the com
:G.lercial banks iustead of the central bank. My second concern is that the be.lance 
of the paper seems to give .some 01..-eremphs.sis to the current account perh.;tps. ine.vit:-

. ably give11 the prominence on the current account target. But, howeve-:c, a conse-· 
quence is that the paper seems to be getting into the posid.on in which an improve-

'. ment in the current account is a good th:i.ng irrespective of the way in which it · 
has come about and that is a. st,~p that I would hesitate to take too blandly. 

Finally a small point are the credits that haYe been r.~valued credits 
in foreign exchange but if so do we need to e:o.-plain how they are included in the 
net domestic assets of the banking system. 
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TO 

FROM 

SUBJECT : 

The Managing Director 
The Deputy Managing Director 

L. A. Whit tome 

Yugoslavia--Waiver and Modification of 
Stand-By Arrangemeii: 

DATE: November 13, 1980 

I attach a draft paper on the above subject . It has been approved 
by Messrs. Mookerj ee (ETR), Rhomberg (RES) , Wittich (TRE), and Ms. Lachman (LEG) . 

We have agreed with Secretaryts Department to place it on the agenda 
for Wednesday, December 3, 1980, since that is the iast date on which any member 
of the recent mission will be in Washington prior to departure to Belgrade for 
the second round of discussions regarding a new stand-by arrangement. In this 
circumstance, we must circulate the paper by next Wednesday. I would therefore 
be grateful if you could look at the draft as a matter of urgency. The paper 
is not on the list of those. we expected to send to you this week, because the 
mission did not return until last Hon:iay. 

The paper should be .returned to the European Department. 

cc: Hr. Wat son 
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:rhe J?rogram for the Stand-By Arrangement 

"' 

DRAFT 
11/12/80 

ln theory, the mission might be requested only to discuss a.continuation 

of 0the existing stand-by arrangement, in which case it would need to agree, 

ad referendum, on the quantified.performance criteria for 1981. It is 

expected, however, that the discussion will concern a new enlarged stand
Q 

·by arrangement for 2-3 years. On this assumption, the mission will be 

'discussing a stand-by arrangement~p to a maximum amount of SDR 554 million 

(200 per cent of existing quota) per annum for two or three years. What 

follows relates ~e to an ad referendum negotiation of a new stand-

by arrangement. 

In examining the program that the authorities present, the mission 

will be guided by the following main principles: 

(a) although the improvement in the current account will not continue 

in 1981 at the same pace as achieved in 1980, a further reduction in the 

deficit in 1981 by around US$0.5 billion to a level of not more than 

US$1.8 billion is a necessary condition for continued access.to Fund 

resources; 

(b) the current account deficit in 1981 should be covererby medium

and fong-term borrowing not by an increase in short-term debt. If possible, 

at least part of the increase in the latter debt in 1981 should be repaid; 

(c) net purchases from the Fund under a stand-by arrangement sh9uld 

be used as much as possible to add to the official gross internationaL 

reserves; 

(d) exchange rate policy should ensure the contiµued competitiveness 

of Yugoslav~· exports of goods and services; 0 

0 

0 

0 

0 
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0 
(e) while relatively restrictive demand policies will need to continue 

in 1981, the authorities should act to promote a pattern of production and 

investment that will assist the balance of payments in the medium-term. In 

particular, the planned structure of investment should be consistent with a 

~ lessening of the relative importance of imported energy and an increased supply 

~ v
4 

of competitive exports. Interest rate policy should be such as to support invest-
~t~ 
~~~en~ ~::ms;. and 

.J~. ~· L 6~~~lvwv {f) in:comes policy should continue to aim at keeping the growth of incomes 
l 6~ ~tA ... .,,... -~. r'<\ f!,,..1 Nr_, .Jf 

t~·"".,,p""if at less than the increase in output per worker. It is realized, however, that a 

~ further reduction in real incomes such as occurred in 1980 is probably not pas-

sible. 

The targets for domestic growth and expenditure described in the previous 

Q section would represent an adequate basis for demand management in 1981. The 

main target that looks dif ficult--indeed almost impos'Sible to achieve--is the 

~ reduction in the social product deflator to 20 per cent for 1981, since this 

implies that during the course of the year prices would rise only some 12-15 per 

() cent, compared with an increase of 30 per cent during 1980. 

The policy instruments to be used to achieve the targets will continue to 

be those utilized in 1980, namely a variety of social compacts among the various 

bodies involved in policymaking (enterprises and all levels of government), 

dealing with public sector budget policies, incomes and prices policies, and 

external policy, and the main centralized macro-instrument, monetary policy. 

The mission will stress the need to continue with the relative effectiveness 

achieved in 1980 in arriving at consensus in the fields of incomes and fiscal 

policies. 

0 For monetary policy, the intention currently is to have money supply and 

domestic credit increase by less than nominal social product. On the basis of 

a social product deflator of 20 per cent, the target would be an 
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increase of 

!'i~o lll\7 
about 22 per cent ~rom December{;: December~ If prices rise 

implied~ the above de:flator, the p:tessure ta.expand monetary faster than 

a.ggregates by more than 22 per cent would become strong, since there is 

evidence that at present, liquidity pressures on enterprises is strong. 

J:t is easy to envisage a modification of targets based on the above rate 

of increase being justifiable · during the course of 1981. Given the uncertain-

ties involved, it would be reasonable to set credit·targets only for the 

first six months of the year with those for the second half being determined 

at a mid .... term review. However, :for domestic reasons, the authorities may 

wish to establish them from the beginning. If this is so the mission would 

be willing either to agree to them on the basis described·at the beginning 

of the paragraph or on a slightly more pessimistic assumption~ regarding 

price performance. 

G:;tven that the federal.budget is a small part of the public sector 

and that borrowing from the National Bank of Yugoslavia has not been excessive 

in recent years, there is an argument for not continuing with a subceiling on 

credit to the federal budget from the National Bank. Against this, discipline 

in the federal budget may help the federal authorities to gain similar 

discipline inthe rest of the public sector~ Unless there is strong pressure 

not to. include such a ceiling, the stand-by arrangement should retain this 

feature. 

The credit program should be accompanied by a more active interest 

rate policy. The authorities intend to increase the average level of both 

lending and· borrowing interest rates, although they w;lll still remain negative 

in real terms until the in;f;lation rate declines significantly. It is not 

yet known whether the new system will operate from Januat:y l; 1981. The 



0 

0 

0 

0 

0 

letter of intent should descr;t,be the new system and should indicate that 

it will be introduced at am, early date. Also, the letter should indicate 

the authorities' intention to adapt and, if necessary, strengthen the system 

in the light of exper:tence. 

Since the medium-term strategy is to redirect investment into priority 
...... (IQ...jl,,.......t 

areas and to discourage inefficient investment/ and investment in the non-
'" ~ "'.,-i:,: c..J..w ( 

productive sectorsA the letter o:f intent should include a quantified descrip.tion 
{ ·1"5 

of the investment programand structure in the 1981-85 Plan. It should also 

include as much information as possible on the expected impact on the: 

balance \of payments and the policies that will be used to realize the aims 

of the Plan. 

In the external sector, the letter of intent should indicate the 

authorities' intention to maintain competitiveness by appropriate exchange 

rate policy. The mission should explain that this would imply following 

the policy _,in effeet prior to:: the large June 1980 depreciation..)of relatively 

frequent depreciations, depending on relative cost developments in Yugoslavia. 

The performance criteria relating to the balance of payments should be 

altered slightly in light of the new development in 1980 whereby the National 

Bank has become; in effect, an intermediary for Yugoslav enterprises in 

medium- and long-term borrowing. Ceilings on medium- and long-term borrowing 

should therefore include such borrowings by the National Bank. As a corollary 

the balance of :~payments test, the second perforJllance c;i;ite;i;ia in the external 

sector, should exclude changes.in National Bank fo;i;eign 1iabili.ties resulting 

from medium'"' and long-term loans. 

The lette'r of intent, in addition to establishing a mid.,.term review 

for the 1981 period, will also provide for a review which will establish 

in more concrete terms the policies and targets for the second and third 
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calendar years of the standMby program. The authorities will be told that 

no purchases in a. calendar year ~mbsequent to 1981 willbe'possible until 

the detailed program and the quantified performance criteria for that year 

have been agreed with the Fund. 

With respect to phasing of purchases within 1981, there seems no reason 

for significant front loading. The mission will propose that SDR 150 mil-

· lion be available at the commencement and the remaining amount be available ''""' ~ 
~~) 

~in middle of May, August, and Novemberf 1i:,~r. 
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TO 

FROM 

SUBJECT: 

Of /ice Memorandum 
/ 

Mr. White~ 
Geoffrey Tyler~-, 

Yugoslavia--Board Meeting · 

81{ 
WiJ Wl!1/:;l It 

\)~~D 
ttr:~ ( ~t . I 

DATE: November 12, 1980 

I have spoken to Mr. Wright (Mr. Bhagwat is away) and we agreed that the 
Yugoslav waiver and modification would be placed on the agenda for Wednesday, 
December 3, 1980. I have~d:.riformed Mr. de Vries, who has no problem with this. 

Mr. Manison will delay his departure by one day so that he will be 

I 
present at the Board meeting and I shall prepare for you a short brief covering 
questions that I can see Executive Directors possibly raising. However, I would 
hope--and I expect--that the discussion should not be a difficult one. Mr. Manison 
will miss the first day of meetings in Belgrade but this can be managed. 

cc: Mr. Manison 
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Of /ice Memorandum 

TO r-..:. ~ DATE: November 10, 1980 

FROM G. Tyler <=c 7 
SUBJECT: Yugoslavia--Stand-By Agreement 

Amount 

In discussing the amount of the proposed new stand-by agreement, 
Mr. Bogoev made no bones about the fact that he was thinking in terms of the 
maximum of 200 per cent of quota per annum, i.e.) SDR 554 million per annum. 

He went further during the discussion and said that if market borrow
ing proved particularly difficult, then perhaps more might be requested. 
Regarding this, I said that I could see some grounds for believing that 1980 was 
a bad year for Yugoslavia that might not be repeated. In 1981 one could hope 
that political developments would be more favorable than in 1980 (e.g., Tito's 
death is over) and that bankers would be more aware of the improvement in the 
balance of payments. Also, with exports growing strongly, the debt service ratio 
could be improving rather than deteriorating. My own belief is that we should 
not encourage greater use at this stage. 

Main areas which we would be looking a:t in Washington 

Given that the prospect is for an adequate demand management stance, I 
indicated that four things seemed to me to be important in the forthcoming 
program: 

(i) The balance of payments improvement on current account should be 
adequate in 1981. I suggested that a further improvement of around $0.5 billion 
was desirable. With the present probability that the 1980 result will be a 
deficit of $2.2-2.3 billion) a target of $1.8 billion would result. This is the 
current forecast for 1981 but I suggested that if the 1980 result were.better 
than now expected, then something less than $1.8 billion might be needed. 

(ii) Every endeavor should be made to replace the relatively large 
increase in short-term debt in 1980 by longer-term maturities. Bogoev took 
the point, but was obviously uncertain as to the possibility of doing this. 

(iii) As far as possible, Fund purchases in 1981 should be used to 
bolster gross international reserves. (This year it is forecast that gross 
National Bank reserves will rise by $300 million. Our lending will be about 
$450 billion gross and $350 million net.) As with (ii), Bogoev accepts the 
principle but believes that market conditions may necessitate some use of our 
money for financing. 

(iv) To support the structural aspects of the proposed 2-3 year 
program, we would need an adequately quantified description of the 1981-85 
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Plan and the policies to be used to implement it. In this regard, I emphasized 
the need to proceed with the proposed interest rate reform as a means of sup
porting investment policy. In particular, on the assumption that the initial 
move would probably not go as far as we would like, it should be made clear 
that the 1981 proposal was a first step, to be amended in the light of experience. 
Bogoev said this would be their own intention. 

cc: Mr.. Manison 
Mr. Loser 
Mr. Buyse 
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TO 

FROM 

suaJ::cr · 

Of /ice Me1noranditni 

The Managing Director 
Deputy Managing Director 

G. Tyler 'l 1 
DATE: 

1Czc0~k 
CONFIDENTIAL p 
November 10, 1980 

Yugoslavia - Preliminary Discussions for New Stand-by Arrangement 

A mission consisting of Messrs. Manison (EUR), Loser (ETR), Buyse (EUR), 
Bery (World Bank), Mrs. Padmore (secretary EUR), and myself was in Belgrade 
from October 28 to November 7, 1980. The mission discussed modifications to 
performance criteria in the current.stand-by arrangement for September 30 and 
December 31, 1980 and had preliminary talks regarding the replacement of the 
existing stand-by arrangement with an enlarged one covering a longer period. 

1. Performance under the modification of existing stand-by arrangement 

The current stand-by arrangement was approved on June 6, 1980 for the 
period until December 31, 1981 in an amount of SDR 339.325 million (second and 
third tranches plus SFF). SDR 150 million was purchased in June and a further 
SDR 50 million is phased for November 15, 1980. However, as explained below, 
three performance criteria were not met on September 30, 1980, and two of 
these will need to be modified for December 31, 1980 A draft letter from the 
authorities requesting the necessary waiver and modification is attached for 
your approval, subject to any comments from relevant departments. 

The program for 1980 had as its major aim, a reduction in the current 
account deficit from US$3.7 million in 1979 to US$2.5 billion in 1980 and a 
reduction in the rate of inflation from 20 per cent to 17 per cent. As a 
result of strong measures to restrain domestic dema.nd (real gross domestic 
expenditure is forecast to decline by 2.6 per cent this year) and a substan
tial export drive, the main external target will be more than reached and the 
current account deficit is expected to fall to US$2.2-2.3 billion. It is 
noteworthy that the authorities fulfilled their undertaking to adjust domestic 
policies if this was needed to achieve the external target. As a result, the 
growth of real social product was cut from 5 per cent in the original program 
to an eventual 2.5 per cent. In addition to domestic restrain~the effective ) 
exchange rate of the dinar has been depreciated by about 30 per cent during 
1980 and this has helped to increase the value of exports by 30 per cent (about 
8.5 per cent in volume). In contrast the volume of imports is some 10.5 per 
cent less than 1979. The current account deficit is now only about 3 per cent 
of GNP (6 per cent in 1979). Domestically, real wages rates declined by about 
8 per cent but the effect of higher world prices plus the effects of the depre
ciation accelerated price increases and the inflation rate is currently about 
30 per cent. To accomodate slightly the higher than planned increase in nomi
nal GNP, the authorities will permit the money supply to increase by 24 per 
cent during 1980 compared with the original target of 22 per cent. The new 
rate of increase is considerably below that in nominal GNP (32-33 per cent) 
and we believe it is acceptable. The apparent credit increase of 28 per cent 
during 1980 is an effective overstatement, since 2.5 percentage points arises 
from the increase in dinars (as a result of the June depreciation) of domestic 
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credits linked to foreign exchange. The higher inflation rate also forced the 
Federal Government to use its total 1980 credit allocations from the National 
Bank by mid-year, thereby breaching the end-September performance criterion 
on that aggregate. However, the total allocation is not to be increased so 
that on December 31, 1980 the performance test will be met. We recommend that 
you approve the necessary waivers and modification with respect to the September 
and December 1980 performance criteria (see Attachment I). 

While the current account of the balance of payments did well, the 
financing of the deficit was different in structure than originally intended. 
Instead of the deficit being covered basically by net medium- and long-term 
borrowing (US$1.3-l.7 billion) by commercial banks, it is to be done by the 
National Bank largely on a bilateral country basis, with varying degrees of 
official support in these countries. Also, the commercial banks in Yugoslavia 
had to use lines of short-term credit. This necessity is unwelcome but the 
authorities will try to substitute long-term borrowing in 1981. An important 
reason for this different structure of borrowing is that political events in 
the first half of the year plus delay in recognition outside Yugoslavia of the 
improved economic performance made banks hesitant to lend.until late in the 
year. The shift in long-term borrowing to the National Bank in respect of 
financial credits (suppliers' credits have continued normally) does not, of 
course, increase either the net amount of debt or its servicing. It does, 
however, have the mathematical result of increasing sharply the net foreign 
liability position of the National Bank, which has phased upper limits as 
performance criteria. As with the domestic credit changes, we recommend that 
you approve the necessary modifications set out in Attachment I. 

2. Program for 1981 and beyond 

Projections for 1981 are in the process of being presented to the 
Federal Government by officials and discussed by the former. Domestically, 
gross expenditure is to increase by 0.5 per cent compared with a decline of 
2.6 per cent in 1980. Expenditure on personal consumption will rise by slightly 
mo.re than in 1981 (2 per cent compared with 1 per cent) but fixed investment 
will decline more sharply (-2 per cent in 1980 and -5 per cent in 1981). Real 
gross social product will rise by 3 per cent compared with 2.5 per cent in 1980. 

It is hoped to reduce the social product deflator from 30 per cent to 
20 per cent but we strongly doubt that this will be possible, since it implies 
a decline in inflation rates during the year from 30 per cent in 1980 to less 
then 15 per cent next year. Externally, import volume of goods and services 
is to decline by 2 per cent (-10.5 per cent in 1980) and export volume to rise 
by 8 per cent, about the same as this year. This is expected to lead to a 
current account deficit of about US$1.8 billion, which would be about 2.3 per 
cent of GNP. Wage rates will not decline in real terms in 1981 but the author
ities are aiming at limiting the real increase to about 1-2 per cent. Credit 
policy thinking is that monetary aggregates should again rise by less than 
planned nominal GSP, which would imply a domestic credit creation of about 
22 per cent. Especially since we believe prices will rise by more than 20 per 
cent, this would represent a continuation of current tight monetary policies. 
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Externally, the authorities are presently thinking of depreciating the exchange 
rate as required to maintain competitiveness in the current account of the bal
ance of payments. In the mission's view, the 1981 program as currently proposed 
represents a satisfactory set of demand management policies and external improve
ment. 

In the longer run, present low growth rates cannot be sustained without 
large unemployment problems emerging. The authorities' strategy in the draft 
1981~85 Plan is to direct investment to priority sectors, especially those 
favoring exports or import replacement and domestic energy production, and to 
clamp down tightly on inefficient investment in general and investment in the 
nonproductive sectors in particular. The ratio of investment to GSP is to be 
reduced to 30 per cent in 1985 compared with 34 per cent in 1979. The Yugoslavs 
will do this partly through their unique system of self-management agreements 
and social compacts, which in 1980 worked much better than in the past. In 
addition, they are proposing to increase the average of level of interest rates. 
on both borrowing and lending and to introduce more selectivity, to encourage 
longer-term deposits and to direct credit to the investment priority areas. To 
us, this measure seems important although we suspect that· in its final form it 
may not go as far initially as we would like. However, the proposal represents 
a radical change in philosophy compared with the virtual absence of an interest 
rate policy in the past. 

Quantitative details of the 1981-85 Plan, including external sector 
forecasts, could not be given to us--they will be available on our return 
visit in December. However, the emphasis is clearly on the side of increasing 
export supply and reducing relative demands for imported energy. From these 
preliminary talks, we consider that there is the basis for serious discussions 
on a medium-term Fund lending program. 

3. Possible size of Yugoslavia requests from the Fund 

The formal position of the Minister of Finance, Mr. Kostic, with whom 
we had one meeting and Mr. Bogoev, Governor of the National Bank, with whom we 
had four meetings, is that the government has yet to decide what amount it 
would wish to ask from the Fund. However, from the final discussion with 
Mr. Bogoev, and confirmed by private conversations with others, it is clear 
that there is every prospect of the authorities trying for the maximum that. 
you authorized the mission to discuss at this stage, namely SDR 554 million per 
annum (200 per cent of existing quota) for a three-year period. 

4. The next stage in the negotiations 

First, we shall need to present a Board paper requesting a waiver and 
a modification under the existing stand-by arrangement. A draft paper will be 
with you shortly for approval on the assumption that you accept the attached 
draft letter. 
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Second, the mission will return to Belgrade early in December 1980 to 
have the formal discussions regarding the replacement of the current stand-by 
arrangement with a new one for a larger amount over a longer period. A draft 
brief covering the position the mission should take will be sent to you later 
for approval. 

Attachments 

cc: Mr. Habermeier 
Mr. Hood 
Mr. Whit tome 
Mr. Finch 
Mr. Mohammed V" 
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Net domestic assets of the 
banking system; in billions 
of dinars 

Net credit of the National Bank 
to the Budget of the Federation; 
in billions of dinars 

Cumulative change in net convert
ible foreign assets of the 
National Bank; in millions 
ot' U.S. dollars 1./ 

Convertible currency debt out
standing; in billions of 
U.S. dollars ]:j 

0 () 0 

Yugoslavia: Quantitative Performance Criteria 
for 1980 in Stand-By Arrangement 

1979 
December 31 

Actual 

1,201 

68.7 

12.3 

1980 
June 30 Sept. 30 

Actual 

. 
1,368 1,450 

77. 9 77. 9 

-972 -937 

13.1 13.3 

Dec. 31 
Fore
cast 

1,538 

77. 9 

-1,600 

13.1 

Source: Data supplied by the Yugoslav authorities. 

ATTACHMENT 

1980 
Ceiling Under Program 

June 30 September 30 December 31 

(Proposed new ceilings in brackets) 

1,321 

76.4 

-900 

13.6 

1,381 
(1,450) 

77 .4 
(77. 9) 

-500 
(-937) 

14.2 
(14.2) 

1,466 
(1,538) 

77. 9 

(-1,600) 

14.7 
(13.1) 

1/ Net of exceptional borrowing by commercial banks. 
2./ 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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e Office Memorandum 
~'.t4,p"l-t 

TO 

FROM L.G. Manison :/1-1tJ 
Yugoslavia--Conversatiln with Mr. Ruding, October 22, 1980 SUBJECT: 

Prior to my conversation with Mr. Ruding on Cyprus, he said that the 
two-stage mission approach for formulating a stand-by program with Yugoslavia 
was particularly appropriate as it would allow the Fund to have an input into 
the preparation of .the quantitative economic targets and objectives for 1981. 
Mr. Ruding indicated that the main issue related to the content of the program 
rather .than to the amount of the s·tand-by arrangement which the Yugoslavs under
stood could be the maximum possible purchases on the Fund in 1981. 

cc: Mr. Tyler 
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~~OR.~\'"DUM FOR THE FILES 

Subject: Israel, Romania, an October 17, 1980 

Mr. Polak spoke to me this morning regarding the forthcoming missions 
to the above countries. 

Israel: 

I told him that my personal feeling was that the most useful time to visit 
Israel would be during the second half of the mission there. I thought that the 
first half of the mission would basically be fact finding and that the main 
negotiation, in which he could be of assistance, would take place in the second 
half. 

RoE.a.nia: 

I said that the exact timing of this was not yet clear and it would depend 
partly on the results of Ms. Salop 1s visit in December and partly on the timing 
and post-mission work of the second Yugoslav visit. I told him that in my view 
there ~as not much of a choice from the staff point of view between his visiting 
Rar:..ania prior to the staff visit and during it. Going before the staff mission 
h:=.d. the advantage that he. would be able to let the Romanians know in advance 
aJcut potential problems and thereby give the authorities time tq think about 
6e::i. Probably Mr. Polak will go before the staff mission and .combine this with 
t~e visit to Israel. 

Y·J£oslavia: 

I informed him about the timing and basis of the two coming missions. Asked 
;.~'.:le:i -;.;e expected to be before the Board, I said that this would depend in part 
~?en how quickly we could get back to Washington after the second visit but 
pointed out that it could depend to some extent on the t'iming of the Romanian 
~ission. Ideally, it would be preferable to have the Yugoslav Board meeting 
finished before departing for Romania, 

cc: ~fr. Whittome 
Mr. Schmitt 
~rs. Gilrgen 
Ms. Salop 
~1r. Manis on 

Geoffrey Tyler 
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October 9, 1980 

MEMORANDUM FOR FILES 

Subject: .Yugoslavia--Mission Timing 

Mr. Rosenblatt ra.ng from Paris to enquire about the schedule 
of missions to Yugoslavia. His reason was that the OECD intended to be 
in Belgrade on January 12-14, 1981 and hoped not to have its visit coincide 
with the Fund mission. I told Mr. Rosenblatt that we did not expect to be 
in Belgrade in January, and if on the off chance this became necessary, 
we should be able to avoid a conflict with the OECD date. 

cc: Mr. WhittomeV' 
Mr. Manison 

Geoffrey 'Fyler 

. ! 
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TO 

FROM 

SUBJECT : 

Office Memorandum 

The Managing Director 

L.A. Whittome /~ 

DATE: October 7' 1980 

Yugoslavia--Staff Visit Regarding Stand-by Arrangement 

As you know we had earlier indicated to the Yugoslav authorities that 
in principle we stood ready to discuss the replacement of the present stand-by 
arrangement (second and third tranches plus SFF, totaling SDR 339.3 million of 
which SDR 150 million has been drawn to date and a further SDR 50 million will 
be drawn in November), which lasts until December 31, 1981, with one for a 
larger sum. The subject was discussed further last week. 

The Yugoslavs have had considerable success in reducing the current 
account deficit and in slowing the growth of domestic expenditures. However, 
they are meeting with some difficulties with their foreign borrowing. It is 
highly likely that they will need more from us in 1981 than the SDR 139.3 mil
lion that will remain under the existing stand-by arrangement. Given Yugoslav 
sensitivities regarding any appearance of the Fund imposing a program on their 
country, we have agreed to send a mission to Belgrade on October 28, 1980 before 
final Government decisions must be made on policies and targets for 1981. The 
mission would discuss and agree the general outlines of an acceptable program 
and then depart, leaving the authorities to go through their usual decision
making process. We would hope that in this way the outcome would be a program 
that would satisfactorily justify a new and larger stand-by arrangement which 
we would endorse during a second visit in December. 

I believe that at this stage of the discussions it would be premature 
to specify particular ceilings. However, the mission should be guided by the 
view that the current account deficit of the balance of payments should decline 
from an estimated US$2.2 billion in 1980 (~he Yugoslavs hope that the final 
figure may be marginally lower) to at least US$1. 8 billion in 1981. (In 1979 
the deficit was US$3.7.billion.) The mission would on its return in December 
negotiate in the usual way the details of the proposed stand-by arrangement, 
including quantified performance criteria. 

The amount.of a new stand-by arrangement is still a subject of some 
controversy within Yugoslavia. If the Yugoslavs requested an arrangement going 
to the top of the fourth credit tranche plus SFF, the amount available would be 
SDR 291.7 million under the existing quota and SDR 572.1 million under the new 
quota. It is possible that the authorities may not wish to go beyond the 
fourth credit tranche to avoid any appearance of too serious balance of payments 
problem. If they are willing to go beyond the fourth tranche, 200 per cent of 
the existing quota is SDR 554 million. I propose that in the preliminary dis
cussions, the mission be authorized to consider any of the possible arrange
ments up to SDR 554 million per annum for three years, and that it encourage 
the authorities to make substantial use of the Fund's resources in order to 
ensure the consistency of the program and to build up the present very low level 
of reserves. 
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It will be necessary to modify some of the performance criteria for 
September 30, .1980 under the e:xisting stand-by arrangement in or.der to permit 
a purchase of SDR 50 million before the end of the year. The need for modifi~ 
cation arises primarily from the slow progress made to date in arranging for
eign borrowing and because the sharp depreciation of the dinar has led to 
higher price increases than assumed in the program. The October mission would 
discuss.ad referendum the necessary modifications with the Yugoslavs • 

. If you agree, I would propose the mission consist of Messrs. Tyler 
(EUR), Manfson (EUR)~ Loser (ETR), and Buyse (EUR), with Mrs. Padmore (EUR), 
as secretary. 

cc: Deputy Managing Director 
Mr. Finch 
Mr. Watson 

(J/f l!iJ 



r·-. 
'_) TO 

() 

(-'. 
' / 

. _j 

0 //ice Me11io1"a1idu1Ji 

The Managing Director DATE: October 7, 1980 

L.A. Whittome /~ 

Yugoslavia--Staff Visit Regarding Stand-by Arrangement 

It ~Till be necessary to modify some of the performance criteria for 
September 30, 1980 under the existing stand-by arrangement in order to permit 
a purchase of SDR 50 million before the end of the year. The need for modifi
cation arises primarily from the slow progress made to date in arranging for
eign borrowing and because the sharp depreciation of the dinar bas led to 
higher price increases than assumed in the program. The October mission would 
discuss ad referendum the necessary modifications with the _Yugoslavs. 

If you agree, I would propose the mission consist of Messrs. Tyler 
(EUR), Manison (EUR), Loser (ETR), and Buyse (EUR), with Mrs. Padmore (EUR), 
as secretary. 

cc: Deputy Managing Director 
Mr. Finch 
Mr. Watson 

ADM ) 
SEC ) 

After approval 
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TO 

FROM 

SUBJECT: 

Office 

The Manit~ing Director 

L.A. Whittome ,/~ 
Yugoslavia--Staff Visit Regarding Stand-by Arrangement 

As you know we had earlier indicated to the Yugoslav authorities that 
in principle we stood ready to discuss the replacement of the present stand-b 
arrangement (second and third tranches plus SFF, to ta ing SDR 39. 3 million of 
wnlch sDR150 million has been drawn to date and a further SDR 50 million will 
be drawn in November), which lasts until December 31, 1981, with one for a 
larger sum. The subject was discussed further last week. 

The Yugoslavs have had considerable success in reducing the current 
a~count deficit and in slowing the growth of domestic expenditures. However, 
they are meeti'¥with some di.fj"iculties with. their foreign borrowins;. It is 
highly likely that t?ey will need more from us in 19Sl than the SDR 139.3 mil- ) 
lion that will remain under the existing stand.,..Py arrangement, Given Yugoslav 
sensitivities regarding any appearance of the Fund imposing a program on their 
country, we have agreed to send a mission to Belgrade on October 28, 1980 before 
final Government decisions--must be made on policies and targets fo:f"'"l981. The 
mi.ssion would discuss and agree the general outlines of an acceptable program 
and then depart, leaving the authorities to go through their usual decision
making process. We would hope that in this way the outcome would be. a program 
that w:ould satisfactorily justify a new and larger stal).d-by arrangement which 
we would endors.e during a second visit in December. 

I believe that Q.t this stage of the discussions it would be premature 
to SJ?ecify· ]?articular ceilings. However, the mission should be guided by the 
vi.ew that the current account deficit of the balance of payments should decline 
from an estimated USib1, billion .in 19:80 (the Yugoslavs hope that the final 
figure may be marginally lower) to at least US$!. 8 billion in 1981. (In 1979 
the deficit was US$3. 7 billion.) The mission would on its return in December 
negotiate in th_e usual way the details of the proposed stand-by arrangement, 
including quantified performance criteria. 

I 

The amount of a new stand-by arrangement is still a subject of some 
controversy within Yugoslavia. If the Yugoslavs requested an arrangement going 
to the top of the fourth credit tranche plus SFF, the amount available would be 
SDR 291.J million under the existing quota and SDR ~l million under the new 
quota. It is possible that the authorities may not wish to go beyond the 
fourth credit tranche to avoid any appearance of too serious balance of payments 
problem. If they are willing to go beyond the fourth tranche, 200 per cent of 
the.existing quota is SDR ~million. I propose that in the preliminary dis
cussions, the mission be authorized to consider any of .the possible arrange-

P'I· (ments u to SDR 554 million er annum for three years, and that it encourage 
the authorities to make substant:i:.a use o t e un s resources in order to 1 / ensure the consistency of the program and to build up the present very low level Q o.f reserves. 
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September 30, 1980 under the existing stand-by arrangement in order to permit 
a purchase of SDR 50 million before the end of the year. The need for modifi
cation arises primarily from the slow progress made to date in arranging for
eign borrowing and because the sharp depreciation of the dinar has led to 
higher price increases than assumed in the program. The October mission would 
discuss ad referendum the.necessary modifications with the Yugoslavs. 

If you agree, I would propose the mission consist of Messrs. Tyler 
(EUR) , Maniaon (EUR) , Loser (ETR), and Buyse (EUR) , with Mrs. Padmore (EUR) , 
as secretary, 

cc: Deputy Managing Director 
Mr. Finch 
Mr. Watson 
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. Of /ice Memorandum 

TO Mr. Wh~ DATE: October 6, 1980 

FROM 

SUB..JECT : Israel-Romani 

I shall be taking tomorrow and perhaps Wednesday off for vacation. 

I attach a draft memorandum to the Managing Director seeking approval 
of the Yugoslav mission. It was written in the light of our earlier discussions. 

Tomorrow you will probably receive a draft memorandum from Mr. Mookerjee 
to Mr. Laske written in response to an earlier memorandum in which the latter a'sked 
whether a Romanian decree dealing, inter alia, with countertrade measures involved 
an exchange restriction. I discussed a draft of the memorandum with Mr. Donovan 
and I was satisfied with its amended form after our discussion. Ms. Salop is 
quite familiar with the matter. 

Finally, with regard to staffing the Israel mission, I presume we 
shall need to include an ETR person, since a stand-by negotiation will be involved. 
I think we should find out from ETR as soon as possible so that the person that 
they would be providing can assist in the preparation of the background paper. 
!·!rs. Glirgen v..-i.11 .be starting on this task very shortly, and so too shoul@"1fhe 
ETR person. If the mission consists of Messrs. Schmitt, Mountford, ~."and 
}!rs. Glirgen, it would not technically be necessary to include the new colleague 
from the U.K. Treasury. However, if you wanted to include him--and I can see 
various reasons why one might--a five-person mission is not so exceptional these 
days. 

Attachment 
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MEMORANDUM FOR THE FILES 

Subject: Yugoslavia--Purchases Available after 1980 October 3, 1980 

The calculations set out below show the amounts potentially available 
under a stand-by arrangement on various assumptions. It is assumed that 
SDR 50 million is purchased before the end of 1980 so that outstanding purchases, 
excluding CFF and oil facility purchases, total SDR 269.25 million at the begin
ning of 1981. 

Present stand-by arrangement and quota 

SDR 139.325 million, derived from the total stand-by amount of 
SDR 339.325 less SDR 200 million purchased by end-1980. 

New stand-by arrangement for four tranches plus 

SDR 291.6750 million derived as follows: SDR 277 million x (1.00 + 1.025) 
less SDR 269.25 million. 

New stand-by arrangement with new quota 

SDR 572.1375 million derived as follows: SDR 415.5 million x (1.00 + 
1.025) less SDR 269.25 million. 

New stand-by arrangement on basis of 200 per cent 
of present quota per annum 

SDR 554 million per annum for three.years derived as follows: 
SDR 277 million x 2. 

Geoffrey Tyler 

cc: Mr. Whittome ~ 



MEMORANDUM FOR FILES 

Subject: Matters Discussed at Luncheon and Meeting 
With Yugoslav Delegates to Annual Meeting !/ 

October 1, 1980 

.. The Yugoslav delegates attending the luncheon and following 
neeting 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
lilent for International Operations of the National Bank of Yugoslavia .. 
The staff representatives comprised Messrs. Whittome, Rose, Tyler,. and 
Hanison. 

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

C: 

\ 

1 
.J... Balance of payments developments 

a. Current account 

Governor Bogoev stated that considerable progress had been 
88.de in reducing the current account deficit from the extremely hi.gh 
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 
sone US$0.2 billion lower. Developments in the trade account had been 
better than expected with the value and volume of exports rising b~ 
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 l loans to date during 1980 were well below that planned earlier in t:he 
year. Although the flow of normal commercial credits, particulaI:l.y 
those provided by suppliers, had been sufficient to finance the current 
account deficit, there was a need for ad.ditional external capital. inflow 
to finance the amortization of loans (estimated to be nearly US$2 .. 0 bil
lion in 1980) and to help reconstitute the i.rery low level of fore.ign 
reserves. Indeed, it was estimateCI. 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 

]J Some of the points raised with th,e 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 
official reserves .would be restored to their end-1979 level. At the 
end of August, short-term bank credits outstanding amounted to 
US$1.7 billion; it was hoped to reduce them to US$0.6 billion by the 
end of the year. 

External borrowing plans 

1 
Governor Bogoev noted that the shortfall in external inflow 

so far in 1980 was in part due to difficulties in obtaining the desired 
amount 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
ally high current account deficit recorded in 1979 and the resultant 
heavy drain on foreign exchange reserves. Governor Bogoev stressed 
that 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 repaymen~itution of reserves, but also to 
underpin the structural changes required in the Yugoslav economy. The 
sharp rise in ?iJ. prices and the poor,/agricultural harvest in 19~0 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 
materials 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 consequences, including 
the need to obtain Iunds 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 s·aid 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 provided to Yugoslavia.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: 

'! 
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OPEC 
Kuwait 
Others Y 

Total-

European countries 
Austria 
Switzerland Y 
France ) 
Italy ) 
Germany ]../ 

Total 

Consortium of 
United States, 

- 3 -

United Kingdom, 
Canadian and Japanese 
banks 

Total 

In millions of 
U.S. dollars 

250 
100 

350 

100 
70 

400 

300-400 

870-970 

350-400 

350-400 

1,570-1,720 

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

!:._/ Swiss banks had agreed to provide SF 100 million; 
the Yugoslav authorities were seeking US$100 million. 

l_/ 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 fiiial_ized. 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 complete4 
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-l.7 billion per annum. Mr. Tyler 
thought that the Yugoslav authorities should make every effort to 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 outlined 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 in 
1981. 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 res"erve for meeti~g unfores~en contingencies. 

On the question of whether 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-banks, 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 Fundo.could 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 deflater 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 be+ow that of nominal 
GSP. Commercial banks had in fact."heen 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 £~reign 
assets of the National Bank, less exceptional rinancing since end-1979 

~ i 
I 

i 
! 
I 
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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, c=;· 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, 1980. 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. 

cc: Mr. Whit tome / 
Mr. Rose 
Mr. Tyler 

L. G. Manison 
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·Table 1. Yugoslavia: Targe'l;:s and. Latest Forecasts for 
Selected Economic Indicators.for 1980 

(Percentage change over 1979) 

Target Latest Fa.recast 

Gross social product 5 < 4 

GSP price def lator 17 27+ 

Nominal GSP 22 3o+ 

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 l/ -9 

Money supply 22 22 .. 

Domestic credit 22 22+ 2:.l 

Source: Staff estimate. 

Q 1J 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. 

0 



Net domestic assets of the 
banking system; in billions 
of dinars 

Net credit of the National Bank 
to the Budget of the Federation; 
in billions of dinars 

Cumulative change in net convert
ible foreign assets of the 
National Bank; in millions 
of U.S. dollars l./ 

Convertible currency debt ouu
standing; in billions of .. 
U.S. dqllars !!I 

' .· 0 
Tnh1 o 2. Y11go11l 11v:l.11: Qunnt:l.tnt:l.vo Poi~ for.nmnco 

Cr:f.tcr:tn in Stnml-By Arrnngcmcnt J./ 

1979 
December 31 

Actual 

1,201 

68.7 

12.3 

1980 
June 30 August 31 

Actual June 30 

1,368 1,400 1,321 

77 .9 76.4 

-972 -900 

13.1 13.6 

Source: Data supplied.by the Yugoslav authorities. 

0 

1980 
Ceiling Under Program 

September 30 :?:._/ December 31 

1,381 1,466 

77 .4 77. 9 

,...500 

14.2 14.7 

1/ Quantitative performance criteria for 1981 to be determined at the time of the mid-term review. 
Z/ 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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September 26, 1980 

MEMORANDUM FOR FILES 

Subject: Yugoslavia 

Governor Bogoev agreed that a mission .should visit Belgrade 
during the last half of October and that it should include a member 
bf the Bank staff, 

/~ 
L,A. Wli:tttome 

cc; EED 
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TO 

FROM 

SUBJECT: 

Of /ice Memorandum 

Mr. Whit~ 
Geoffrey Tyler f1/ 
Yugoslavia--Amounts Available Under 
Stand-By Arrangement 

DATE: September 25, 1980 

On the assumption that Yugoslavia purchases another SDR 50 million 
this year under the existing stand-by arrangement, total purchases under it 
by end-1980 will equal SDR 200 million. 

On the present quota of SDR 277 million the amount available under 
a stand-by arrangement covering the second through fourth tranches plus SFF z q I 
equals SDR (0.75 + 1.025) x 277, or SDR 491.675 million. Deducting SDR 200 mil- ===
lion purchased by end-1980, the remaining available amount would be SDR 291.675 mil
lion. 

On the new quota of SDR 415.5 million, the corresponding availability 
would be SDR 537.5125 million derived from SDR (0.75 + 1.025) x 4,15.5, or 
SDR 737.5125, less SDR 200 million. 

Mr. Bogoev's schedule - September 26 

He will be seeing Mr. Rockefeller at 10.00 a.m., leaving in time to 
catch the noon shuttle. He will be brought directly to the Fund by Embassy 
car arriving at about 1.15 p.m. He must .leave by 3.45 p.m. for a meeting with 
Secretary Miller. 

fll --
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September 24, 1980 

MEMORANDUM FOR FILES 

Subject: Yugoslavia--Annual Meeting 

1. Where are ~n 

(a) 

in September. 

(b) 
line by 30/ 9. 

sub-ceiling on credit to Federal Government, get back on 

h...J.q 
(c) -balance of payimeR-t.s of banking system (main risk lies here) 

2·. Fund/Yugoslav financial relations next: year and amounts involved. 
Views of other country ereditors:. 

3. J;'aris meeting; difficult to do anything Bilaterally. Yugoslavs 
should rely on market and envisage multinational credits. 

4. Timing of visits Octooer? Will take Bank person.on October visit. 

' \J. \~o~ 
\'.i;Vv-~~Jj 

~d'\~ lfst~ 
\\~ wJ 

L.A. Whittome 
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FROM 

SUBJECT: 

Geoffrey Tyler 57 
Yugoslavia--Possible Modification of 
Stand-By Arrangement 

DATE: September 22, 1980 

I attach a copy of a memorandum prepared by Mr. Manison. I share 
his views. 

It seems most unlikely that the authorities will be able to meet the 
performance criteria of September 30, 1980. First, their current strong efforts 
to arrange substantial foreign borrowing cannot bring in any cash until the final 
quarter, so the chance of meeting the test on the net foreign asset position of 
the National Bank will probably not be met. Domestically, it is unlikely that 
the limit on net domestic assets of the banking system can be met, especially 
in view of the apparent spurt in credit in July. 

We shall need to discuss the matter with the delegation. Assuming 
we are right in believing that a modification will be necessary, I consider 
that we should agree in principle to support one. However, we should make it 
clear that domestic credit restraint is essential for our support. In this 
respect, we shall need to be convinced that the July result was an abe~n1~tibn.-
It would also be helpful presentationally if the authorities could ensure that 
the sub-ceiling on credit to the Federation is met on September 30--this should 
be within the authorities' power. Externally, we shall need to be able to report 
that strong efforts are being:: made to raise mediilm- and long-term loans and that 
reasonable success is likely. 

In terms of obtaining information for the necessary Board paper, the 
proposed visit to Belgrade next month will be convenient. Indeed, from the 
Yugoslavs' point of view, a modification exercise could provide a convenient 
explanation for the visit if it raises any public questions. 

Incidentally, the World Bank has agreed and is anxious to supply a 
member for the mission. Mr. Chopra will provide a name during the Annual Meet
ing. We should probably alert the Yugoslavs that we shall probably include a 
Bank person. 

Attachment 
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SUBJECT: 
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(1l-) g Q /f,;;) JM 
Mr. Tyler . ·:,,, // ,d ""Pr{T~ September 22, 19~0 
L.G. Manison // --14 yr1 < <J>Vf.\ i.:..t- ~ .. i~~,t~{ t ;~vn~ 

Office Me11ioranditm_~ 

A/'; ; 1 f i~JJ J"- L4~~i1w h1·if1 VY 
Yugoslavia--Recent Economic Developments and Performance di ~trt"V\ fl 1 .fl..tJ t ,.f/ 

1 
under the Current Stand-By Arrangement 0 0 w.\~ 

/ll.~t-,,-·s v 
Recent developments in the Yugoslav economy have been mixed and have 

been reflected in some of the performance criteria specified for June 30, 1980 
under the existing stand-by arrangement (levels of net domestic assets of the 
banking system and National Bank credit to the Federation, and the decline in 
external reserves) being breached (Table 

1
1). As further purchases under the 

stand-by arrangement can not be effected before November 15, 1980 when data 
relating to performance criteria for September 30, 1980 would be applicable, 
the latter in practice serves as the effective trigger date. The question 
arises as to whether the Fund would have been willing to modify performance 
criteria under the existing stand-by arrangement in lieu of developments to 
date during 1980, especially if one assumed that June 30~ 1980 was the effec
tive trigger date. 

On the external side, the serious efforts of the Yugoslav authorities 
to reduce substantially the current account deficit of the balance of payments 
appear to be producing favorable results. In the first seven months of 1980, 
the trade deficit amounted to US$3.6 billion or approximately US$6.2 billion on 
an annual basis compared with the planned figure of US$7.2 billion for the full 
year. It is estimated that the volume of exports rose by 12 per cent in the 
first seven months of 1980 compared with the corresponding period of 1979, while 
import volume fell by 11 per cent. Preliminary estimates suggest that a sharp 
rise in foreign exchange receipts from tourism will be recorded in 1980. These 
developments together with the expected beneficial effects on the external accounts 
of the large devaluation in the foreign exchange value of the dinar in June and 
the slow down in the growth of the domestic economy should reduce the current 
account deficit from US$3.7 billion in 1979 to below US$2.5 billion in 1980, or 
from approximately 6 per cent of GDP to 4 per cent of that estimated for 1980. 

The greater-than-planned for decline in externa1. reserves during 1980~ 
especially in net foreign assets of the banking system, has resulted from medium-+ 
and long-term external borrowing from commercial banks being considerably less 
than intended. Reflecting this shortfall, the rise in convertible currency 
external debt outstanding amounted to only US$800 million in the first six·months 
•of 1980 compared with the permissible increase of US$1.3 billion under the stand-

r. by arrangement. The lower-than-planned level of longer-term connnercial borrow
\ ing is attributable partly to delays in coordinating and putting into practice 
Ian elaborate and more thorough system of foreign borrowing limits for the repub
•lics and the provinces and for the enterprises within these territorial bound-
aries. Political and economic uncertainties associated >vi.th the death of 
ex-President Tito have had also a dampening effect on the flow of loans to 
Yugoslavia. As a consequence the current account deficit of the balance of pay
ments has been financed by a higher than previously foreseen level of short-term 
borrowing by Yugoslav banks which in turn has raised external bank liabilities 

above planned levels. Cr) J I J 1/_ • , 
" 1.-v'Vi!/i, - ~ ~ttv:...i· //itl:J hv1 ~"' , c 

t. j f ~[ If, • j'.'f" 'v;~·'h·-~ J,, , ~'\i... ~ .. , 6/Jfltl:~ • "'" u t /' 7- ~>'\~~1 
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With top priority being given to reducing the current account deficit 
of the balance of payments the authorities have deliberately induced a marked 
slowdown in the growth of domestic production. After real gross social product 
had risen by around 7 per cent in each of the preceding three years the authori
ties reduced the growth rate target to 5 per cent for 1980; subsequently, this 
target has been revised downward to 4 per cent. Indeed, the original target for 
the increase in industrial production of 6 per cent has been lowered to 5 per cent 
and in the first seven months of 1980 the actual level of industrial production 
was 4.3 per cent above that of a year earlier after rising at an average rate of 
8.7 per cent in the previous three years. Supply shortages of imported raw mater
ials and spare parts appear to have contributed to the slackening of industrial 
production. 

The greater-than-expected increase in domestic ~s of late has been 
a disturbing development. Despite efforts to contain price increases following 
the devaluation of the dinar in early June consumer prices have risen sharply 
with the 12-monthly rate of increase in the retail price index advancing to 
27.2 per cent in July. Although industrial and agricultural producer prices 
have been rising at a lower rate it is now expected that the increase in the 
GSP price de~or could be around~er cent in 1980. This contrasts with a 
target of 17 per cent under. the stand-by arrangement program and an increase in 
the GSP price deflator of 20 per cent in 1979. 

While the devaluation has led to abrupt increases in domestic prices 
inflationary pressures stermning from higher labor costs appear to be diminishing. 
The authorities seem to have achieved some success in their efforts to moderate 
the rise in nominal personal incomes and this in conjunction with the sharper 
rise in the cost of living is estimated to have reduced real average p~rsonal 
incomes bv over 8 per cent in the first half of 1980. Statistics show that the 
· ". 1 JNCOl'-te;$ • h • l' d t . th f • increase in net average persona &avings in t e socia ize sec or in e irst 
half of 1980 was reduced to 18 per cent compared•with 24 per cent in the 12 
months to December 1979 and with a rise in total incomes of organizations of 
associated labor of around 28 per cent in th~ first six months of this year. 

While the ceilings on domestic bank credit were not observed for 
June 30, 1980 it is debatable whether recent monetary developments have accommo
dated and even contributed to the acceleration in domestic price increases. The 
financial program underlying the stand-by arrangement calls for the 12-monthly 
rates of growth of domestic credit and .the money supply to be reduced to 22 per 
cent by the end of 1980, a rate com~ersurate with the projected increase in nom
inal GSP. In the event, the rate of growth of domestic bank credit rose to 31 per 
cent by June 1980 (Table 2). However, the higher-than-planned increase in bank 
credit was more than offset by the greater-than-anticipated decline in net foreign 
assets. This led to the rise in the money supply which was considerably less 
than that programmed. In fact, in the six months to June 30, 1980 the money 
supply rose by 6.9 per cent compared with a planned increase of 8.3 per cent. 
:Moreover, with domestic prices rising by around 13-15 per cent over this period 
the squeeze on real money balances was quite substantial. Partial information 
for July indicate an abrupt rise in the money supply as an acceleration in bank 
credit expansion was accompanied by a rise in net foreign assets. Newspaper 
reports indicate that with the rise in the money supply being over 5 per cent 
in July the 12-monthly rate of increase was raised to 25 per cent. The bulk 
of the increase in bank credit is reported to have flowed to organizations of 
associated labor. 
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We have little data on developments in the public sector during 1980. 
While credit extended by the National Bank to the Federation was above the 
ceiling set for June 30, 1980 the financing requirements of the Federal Govern
Bent are relatively small and do not seem to be a destabilizing factor. 

In answering the question posed initially on whether the staff should 
be willing to modify the stand-by arrangement in a situation where further pur
chases would be contingent on meeting the June 30, 1980 performance criteria, 
I '~ould argue that in view of the measures taken to adjust the current account 
of the balance of payments and to reduce significantly the growth of real economic 
activity, a modification of the stand-by program would be justified provided the 
Yugoslav authorities give convincing evidence of their determination to acceler- ~· 
ate their efforts to raise more medium- and long-term foreign bank loans and to 
reduce substantially the rate of expansion of domestic credit, especially in a 
situation of rising net foreign assets. In the past, as the data in Table 3 
illustrates, the monetary authorities have failed to offset unforeseen increases 
in net foreign assets with appropriate adjustments in the expansion of National 
Bank credits. 

Attachments 
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Net domestic assets of the 
banking system; in billions 
of dinars 

Net credit of the National Bank 
to the Budget of the Federation; 
in billions of dinars 

Cumulative change in net convertible 
foreign assets of the National 
Bank; in millions of U.S. 
dollars ~_/ 

Convertible currency debt outstand
ing; in billions of U.S. dollars!!__/ 

19/9 
December 31 

Actual 

1,201 

68.7 

12.3 

Source: Data supplied by the Yugoslav authorities. 

1980 
-·-•·-··-•-••- w••-

June 30 
Actual 

1,368 

77. 9 

-972 

13.1 

_ Jun_e 30 

1,321 

76.4 

-900 

13.6 

Ceilings Under Program 
September 30 Jj - Decen)ber 31 

1,381 1,466 

77 .4 77. 9 

-500 

14.2 14.7 

1/ Quantitative performance cr~teria for 1981 to be dete;rmined at the time of the mid-term review. 
Z/ As additional purchases from the ~und 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. _ 



•, 

Net foreign 
assets 

Domestic credit 
Of which: 
National Bank 
credit to the 
Federation 

Money supply 

Quasi-money 

Other items, net 

Net foreign 
assets 

Domestic credit 
Of which: 
National Bank 
credit to the 
Federation 

Money supply 

Quasi-money 

Other items, net 

June 

-66.9 

1,043.5 

(65.5) 

334.2 

514.9 

108.7 

1st half 

-33.5 

94.5 

(5.0) 

4.8 

51.3 

5.9 

,- ' I \ 

Ta. 2. Yugosla\ .. ,e , . . ' 
(In billion~ 

Dec. March June 

-112 .o -143.0 -209.8 

1, 201. 3 1,261.3 1,368.3 

( 68. 7) (73.4) (77.9) 

386.4 400.4 411.3 

585.9 598.7 700.2 ) 

) 
119.2 119.2 46.7 ) 

(Change in billions 
Actuals 

1979 1980 
2nd half 1st half 

-45.1 -97.8 

157.8 167.0 

(3.5) (9.2) 

52.2 24.9 

71. 0 ) 
) 41. 8 

-10.5 ) 

Source: Data supplied by the Yugoslav authorities. 

.-, /~ ,,. ' \ 

Monetary Su», 
I v )Y 

of dinars) 

Projections 
1980 

June Sept. Dec. 

-137·. 0 -133.0 ""'."137.0 

1,320.3 1,380.3 1,465.3 

(76.4) (77.4) (77. 9) 

418.4 413.4 470.4 

768.1 807.1 860.l 

of dinars) 
Actual Percentage Changes 
Dec. 78 to June 79 to 

1st half 2nd half Dec. 79 June 80 

-25.0 -235.3 -213.6 

120.0 145.0 26.7 31.1 

(7. 7) (1.5) (13. 6) (18.9) 

32.0 52.0 17. 3 23.1 

63.0 92.0 24.4 19.8 
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Table 3. Y11r,os111v:l11: Act1111l and Project·ed Chnni~es Jn the Monetary Aggregates 

Net foreign assets of National Bank 

Projected 
Actual 

More (+), less (-) than projected 

National Bank credits 

Projected 
Actual 

More (+), less (-) than projected 

Reserve money issue );/ 

Projecte'd 
Actual 

More (+), less (-) than projected 

Money supply ];_/ 

Projected 
Actual 

More (+), less (-) than projected 

Source: Data supplied by the Yugoslav authorities. 

(Changes in billions 0£ dinars) 

1971 

0.1 
-g 

-1.5 

4.5 
9.1 

+4.6 

t .. 6 
7.7 

+3.1 

5.3 

+0.2 

1972 

-0.9 

+9.2 

5.8 
10.2 

+4.4 

1 .. 9 
18.5 

+13.6 

5.2 
18.0 

+12.8 

1973 

1. 7 
7.6 

+5.9 

5.9 
10.8 

+4.9 

7.6 
18.!1 

+10.8 

9.3 

+13.0 

1974 

0.8 
-7.6 

-8.4 

8.3 

+6.6 

9.1 
7.3 

-1.8 

19.3 
21. 6 

+2.3 

1975 

-7.3 
-1. 7 

+5.6 

17.1 
18.1 

+LO 

9.8 
16.4 

+6.6 

26.9 
34.4 

+7.5J 

1976 

-1.6 
15.8 

+17 .4 

21.2: 
27.0\ 

\ 
+6.8 \ 

19.6 
42.8 

+23.2 

24.2 
76.5 

+52.3 

1977 

4.6 
-5.0 

-9.6 

13.l 
26.4 

+13.3 

17. 7 
21.4 

+3. 7 

34.0 

+8.9 

1978 

-1.3 
4.3 

+5.6 

19.8 
44.5 

+24.7 

18.5 
48.8 

+30.3 

47.1 

72.2 \ 

+25.1 \ 

1979 

0.5 
-39.1 

-39.6 

22.0 
68.3 

+46.3 

22.5 
29.2 

+6. 7 

58.0 
55.l 

-2.9 

1/ Consists of changes in net foreign assets of the National Bank plus changes in National Bank credHs. '.l'hh series differs from the IFS 
co;·cept of reserve money as no account is taken of ch:mges in deposits uf th<! m:mbank sector with the National Bank. 

2/ ML National Bank definition, defined as currency in c:: irc::ul<:1tion, demand deposits of the Federal Government and pr~.vate sector, and 
"float." 

. .. 
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MEMORANDUM FOR THE FILES September 17, 1980 

Subject: Yugoslavia 

I spoke with Mr. Chopra, Chief of the Bank division that includes 
Yugoslavia, regarding the possible inclusion of a Bank man on the expected 
mission to Yugoslavia in late October. He said that in principle he would 
be very happy to have one of his staff take part. At the moment leave and 
work commitments make it difficult for him to say whether someone could 

, come and who it would be. We agreed to keep in touch. 

In the context of Yugoslavia's foreign borrowing, Mr. Chopra said 
that a co-financing loan totaling $110 million, headed by Swiss banks, was 
going ahead very well and should be finalized shortly. 

cc: Mr. 'Whit tome 
Mr. Manison 

., 

5/ 
Geoffrey Tyler 
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Brief for Managing Director's Lunch With Executive Directors ). J '/. .. "·· 
/-fiv't,1..t,5 

The Yugoslav authorities have given top priority to halving the current 
account deficit to US$~ million in 1980 or f ro~r cent of GSP in 
1979 to 4 per cent. Reflecting a deliberately engineered slowdown in the 
growth ol:the economy (growth rate of industrial production halved to 4.5 per 
cent in the first part of 1980) developments in the external 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 US$3.25 billion was less than 
half that planned for the full year. Receipts from<:t,ourism have risen appreci
ably with reports suggesting an increase of 50 per cent::· -·rn 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 planned, 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. 
·,g 

In the first fiv~ months of 1980, domestic bank credit expanded at an 
annual rate of over 24 ,per cent which compares with ·a planned rate of :fo ·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 approximately 
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 fi 
'I 

I 

I 
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Of /ice Memorandum 

TO Mr. Whittome DATE: August 7. 1980 

FROM Geoffrey Tyler ~ 1 
SUBJECT: Yugoslavia--Performance under Stand-By Arrangement 

The attached memorandum by Mr. Mountford summarizes performance up to 
June 30, 1980. The latter date is a trigger date in respect of purchases made 
up until the September 30~ 1980 data apply. However, the earliest date for the 
next purchase is November 15, 1980, by which time the September 30, 1980 data 
will be applicable for the performance criteria. Thus, the breach of the June 30 
criteria is not important as long as those for September 30 are observed. 

My personal view is that the balance of payments performance on current 
account is quite satisfactory and the combination of foreign debt/reserves move
ment would be acceptable. Domestically it is probably understandable that credit 
is expanding a little further than planned. Inflation is worse than was allowed 
for in the credit ceilings and this may necessitate a little more credit. However, 
the failure to moderate the inflation is somewhat discouraging, especially as the 
large depreciation in early June 1980 cannot have worked its way through the dom
estic price structure by end-June. 

c.c:·. 

Attachment 

cc: Mr. Mountford 

GT"'"'.!. think.we ought to be and remain concerned. If the end-June figures in 
fact provtde tne starting base for the progrannned increase in the following 
quarter then if the June base is higher than had been expected but the 
increase is in line with what was agreed I would see no great difficulty in 

.. approving the enci-Sept. "~xc~??.". But if is more other questions ari:se. 
>-There is little doubt that som~ o.l?s~rver-;;; fe~l th.cit ;;~ have ;r-~peated last 

I . . - . - ... 

vear Ei mistC!ke .;i.nd ~greed to a_p::i;ogram that wil1 not produce the desired 
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e Office Memorandum 
~l'ARii i"' 

TO Mr. Tylef.il DATE: August 7, 1980 

FROM A. Mountford 

SUBJECT : Yugoslavia--Monthly Report from the Authorities 

The telexes received from the National Bank of Yugoslavia on August 4 
and 6, allow a preliminary assessment of Yugoslavia's progress under the present 
stand-by arrangement. 

In terms of overall economic performance, the information confirms what 
we have suspected from other partial indicators. Activity is slowing down sharply, 
with industrial production rising only 4.5 per cent in the first half of 1980, com
pared to the first half of 1970. The trade account is rather better than forecast 
(a half· year trade deficit of US$3,254 million, less than half the forecast for 
the year as a whole). Prices are rising faster than intended, with increases in 
industrial producer prices of 21.7 per cent and retail prices of 26.6 per cent 
(averages from Janaury-June 1979 to January-June 1980). 

The performance under the quantified performance criteria is as follows: 

a. Credit ceilings 

At end-May (latest data available), the domestic credit figure was 
Din 1,322.4 million, slightly higher than the end-June ceiling. There is, there
fore, a strong chance that the June ceiling will be exceeded; this is not a trigger 
clause, but there may later be difficulties with the September ceiling. As for the 
subceiling on National Bank lending to the Federation~ the end-May figure was 
Din 75.7 billion, compared to the end-June ceiling of Din 76.4 b.illion. This 
might also be a close call. 

b. Foreign debt ceiling 

At end-June the level of debtJas defined for purposes of the stand-by 
arrangement, was US$13,100 million, compared to the ceiling of US$13,6(1J mi±lion. 

c. Balance of payments test 

This test is defined in terms of maximum decline in the net convertible 
foreign assets of the National Bank of Yugoslavia, less exceptional financing from 
the level at end-1979 and adjusted for the net use of Fund resources: this de
cline should bl;more than US$900 million by end-June, no more than US$500 million 
by September 30, 1980, and there should be no decline by December 30, 1980. By 
June 30, 1980, the decline from end-December was US$972 million: in other words 
the June test was exceeded by US$72 million: one should, however, be cautious 
in interpreting these figures, as the figure for exceptional financing is probably 
only an initial estimate. Moreover, medium- and long-term foreign borrowing was 
slow in the first half but should presumably pick up in the second half. On the 
basis of the data for end-June, there will have to be a gain in net reserves (less 
exceptional financing) of US$472 million by the end of September. There will be 
no purchase from the Fund in this period. 
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August 4, 1980 

MEMORANDUM FOR FILES 

Subject: Yugoslavia 

Mr. Palmer said that he would make Mr. Loser available for 
the prospective.mission to Yugoslavia. I informed him that the exact 
timing in October-November was as yet uncertain and that there might 
well be two visits in the fourth quarter. Definite.decisions would 
probably not be taken until the time of the Annual Meeting. 

t
-'~ 

j/ 

/'# i 

cc: Mr. Tyler 
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CONFIDENTIAL 

MEMORANDUM FOR FILES July 15, 1980 

Subject: Yugoslavia 

Governor Bogoev called this afternoon. He talked primarily about 
the borrowing program which they were seeking to put in place. He said 
that they were looking for $2.5 billion per annum over three years which he 
reckoned would be sufficient to cover debt repayments and provide for some 
reconstitution of reserves. 

He said that to date agreements had oeen reached with a nµml;>er s~f 
OPEC countries. Kuwait fiad promised $250 million, the UAE $150 million and 
Iraq a minimum of $100 million. Each of these sums would be an annual 
amount payable in each of the next three years. In addition Libya had pro
mised $75 million per year for two years. In Europe talks were well under 
way and the Italians had promised $200 million per annum for three years 
and the French were expected to agree to a similar sum. The Austrians, the 
British and the Swiss were each expected to provide .$100 million per annum 
for three years. Bogoev went on to say that they had approached the Germans 
and had asked for $750 million per annum for three years and had carried f6r
ward .. discussions with the Americans asking for $500 million per annum for 
three years. 

Governor Bogoev said that the program was going through as expected 
although prices were rising more strongly than he had hoped. He personally 
was very confident that they would achieve the targets which they had set 
themselves. In addition he said that there was a general realization that 
growth would have to be more restrained in future and the next five year plan 
would talk in terms of a rate of growth of GSP of not more than 4 per cent. 
He said general financial restraint would be accompanied by structural 
changes concentrating on the supply side and in particular on energy. He 
emphasized that they were intent on changing the present psychology. :which 
expected inflation and thus continuing depreciation. 

In a meeting with the Managing Director the Yugoslavs talked in 
similar terms though they gave no details of their intended borrowing. 
Mr. Kostic talked at some length about the structural changes being needed 
to be made in order to stabilize the balance,,of payments position and set 
the scene for future growth. 

The Managing Director applauded the emphasis being given to the 
supply side and said that the Fund was ready to assist the sort of program 
that the Yugoslavs had in mind. 

In further conversations with Bogoev I said that we remained 
ready to cancel the present stand-by and replace it with one which would 
include the fourth credit tranche and associated SFF borrowing plus some 
special use of the SFF. I said that there would be no difficulty in a 
special use of SFF amounting to SDR 250 million and that we could go further 

(:) than this if there were to be an obvious need. We agreed that this matter 
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should be discussed further at the Annual Meeting. I further said to the 
Governor that on this occas-ion it would Be importiint for us to hold dis
cussions in Belgrade before the Government was committed·to a program which 
it had begun to agree with the Republics. To this end I thought that a 
staff visit should be thought: of for early October. After the end of this 
visit the Government would go ahead agreeing the program and a formal mis
i;;ion would take place probaBly· around late NovemBer in order to agree a 
stand-by on the lines of the Government program which by then would have 

·been adopted. Governor Bogoev said that he thought this was a fair.way of 
approaching the matter. 

L.A. Whittome 

cc: EED 
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TO 

FROM 

SUBJECT 

Of /ice Me11iorandu11i 

The Managing Director 

L.A. Whittome /;}Ai/ 
Visit of Yugoslavs 

CONFIDENTIAL 

DATE: July 15~ 1980 

I have just seen Governor Bogoev who has told me that he definitely 
intends to make another approach to the Fund in the last quarter of this year. 
He wished to discuss what special 11 use11 of the SFF might be made without giving 
rise to any unfavoraole corrnnent. I suggested that the special use of the SFF 
of SDR 250 million would oe a fair figure to have in mind. This figure is to 
be seen against 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
lion will bring the total use of SFF to about 200 per cent of quota. I have 
told Governor Bogoev privately that we would most probably be able to increase 
this figure if 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 suspicion that Minister Kostic is 'not fully aware of these conversations. 

You may also wish to know that the Yugoslavs have agreed with certain 
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 obtain at least $500 million from the U.S. market and 
$750 million from the German market. Even if all these loans come through they 
will be short of their target which is for a minimum of $2. 5 billion pe·1> year 
for three years. 

cc: Deputy Managing Di.rector 

Mr. Wa=n~~ 
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JUN 11 1980 

Gentlemen: 

I am en.closing herewith the text of the 

stand-oy arrangement far Yu~oslavia apprcved 

by the E~ecutive Board on June 6, 1930. 

Enclosure 

Sincerely yours, 

.Anne Marie Al·-Sa!!l.a.rri~ 
Senior Operations Officer 

Operations Division 
for Genero.l F.esources 

Banque Nationale de Yousoslavie 
Sie~e Central 
P.O. Bo:x 1010 
Belgrade, Yup:c-slavia 

/kel 
June 10, 1980 

CC; MR.RUDING -
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June 10, 1980 

MEMORANDUM FOR FILES 

Subject: Eastern Europe 

c=,") When Mr. Whittome called from Basel yesterday he mentioned 

[ 
0 

0 

0 

that: 

1. Mr. Bogoev had told him there was a fifty-fifty chance 
that Yugoslavia would seek further Fund help in October and 
Mr. Whittome had replied that we should discuss the matter further 
at the Annual Meeting. 

2. He had, through the Hungarians, met the Poles and it 
was clear that he must pay a visit to both countries in the fourth 
quarter. He asked me to warn Mr. Tyler that he would in due course 
need to be briefed. 

Brian Rose fbq.. 

cc: Mr. Tyler 
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May 21, 1980 

MEMORANDUM FOR FILES 

Subject: Yugoslavia 

During his discussions with Mr. Mountford, Governor Bogaev said 
that he fully accepted the need for a mission later in the year and also. 
referred to the discussion he had with Mr. Whittome in Hamburg. If the pos
sibility discussed then, that is, the cancellation of the existing stand-by / 
and the formulation of a larger one, could be considered, and it could be done V 
during the mission, which could be in October. 

Governor Bogoev also told Mr. Mountford that the Government was 
about to announce additional economic measures. He was not free to give 
details but promised to inform us when the measures were announced. 

'-t f1 tr..... 
Geoffrey Tyler 

cc: Mr. Whittome 
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May 21,. 1980 

MEMORANDUM FOR FILES 

Subject: Yugoslavia--CFF 

Commodities Division has now calculated the shortfa.11 for.1979 on 
the basis of the data telexed from B€'.lgrade by Mr. Mountford. They ·confirm 
that the actual shortfall exceeds the amount purchased earlier.this year. 
Mr. Kabni says that he will delay ·informing the Board that the purchase was { 
justified on the basis of actual data until after Mr. Mountford's return in IJ/ 
order· to be able to confirm from Mr. Mountford his understanding of the figures. 

Geoffrey Tyler 

cc: Mr. Whittome 
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May 12,. 1980 

MEMORANDUM FOR FILES 

Subject: Yugoslavia--Stand-By Arrangement 

Now that the Managing Director and the Deputy Managing Director have 
agreed with the draft letter discussed in Belgrade, I have sent a telex to 
Governor Bogoev informing him of Management's decision. I have also spoken 
to Mrs. HofmailfltO give her the information. She informs ma that. the draft 
letter we agreed in Belgrade has already been sent to the Government for 
approval. Belgrade will inform us as soon as they receive formal approval 
and will also tell us when the letter has been signed and oy whom. 

cc: Mr. Whittoine ,/ 
Mr. Mountford 

~, 
Geoffrey Tyler 
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Office 

The Managing Director 
The Deputy Managing Director TO 

FROM Geoffrey Tyleri; l 
! 

SUBJECT: Yugoslavia~~Reqtiest for a Startd~By Arrangement 

e,c:· ~µ\~J
"'rlt; 

. ,rr/ ~JPJi' 
MAY I s{19ao -'hl\~1.. 

.._.J, L ""-' 
'.),v t./ / r; 
.., I ·-.r I 
·r ~ ?<>~ L\ • 

&f~,- ~ ~ 
DATE: May 8, ,198'0 1~·1 ( 

I <'r.l 11"\..Y' .;/.;/\ 
IJ-l •f v• J 

i.. "\t 
(\.JY I"\ ,,JS !!.-- \f"' /\r,,,. 

\ j '\ v 
'( ~->'" ""'" 1/r'' 
\_.:'-' .. .- "'\ 

'I""' } ) Col'/ 

\.A- JI.,"' /" 
Messrs. Mountford (EUR), Loser (ETR) and I were in Belgrade from < \i( 

May 5-7, 1980 with Mrs. Pabst (EUR) as secretary, to complete discussions v': :: \''("" 
for a stand-by arrangement covering the second and third tranches plus y:·b11 

") 

associated use of SFF, equivalent in total to SDR 339 million and covering "'' , 1.i ' 

the period to December 31, 1981. The major elements of the program were ...t' . ..,' ~ . ,:. ( "\ ~ 
agreed during the 1980 Article IV consultation discussions last February/ ·t ~\ 1' r(.y, 

' ";} • \ ... ~ ~ l 

March and reported to you in my memorandum o;f March 6, 1980. You agreed at :, v· /"'-· 

that time that we should go ahead. The Governor of the National Bank, 1\.~"· "" 

(,, J 
Mr. Bogoev, wished to proceed with the request but he had a somewhat dif- \-'" 

e /J• 
ficult task to persuade his colleagues in the Administration, particularly J '•J' .. ). ) 

in the Ministry of Finance, and the Government to accept the appearance of J ~·/· ) \r), 
Fund conditionality being imposed upon Yugoslavia. 'I , t<.J ,.\ 

:.... " ~r 

t\r' / Subsequent to the earlier discussions, Mr. Bogoev was successful 
in persuading the Government to accept the idea of a stand~by arrangement. If' / 

. \" " 
}"' ,A, 

.,-•' I 
I would imagine that a not insignificant factor was that the 1979 current 
account deficit has now been found to have been somewhat worse than pre
liminary data indicated and official reserves have fallen in the first four /~~ 

I ~~ 1V/. months of this year. At the authorities request we arrived on May 4 to 
finalize the details of the Letter of Intent agreed in March. The discussions 
were complicated by the death of President Tito on the day of our arrival, 
but the National Bank was extremely cooperative in pressing ahead with the ~O 
meetings (and also in ensuring that the mission was able to retain hotel. C\1. 
rooms and depart without problems). 

The basic elements of the program are the following: 

(i) a reduction in the current account deficit from US$3.7 billion 
in 1979 (6 per cent of gross social product) to US$2.5 billion in 1980 (less 
than 4 per cent of GSP). A further reduction to around US$1.8 billion is 
tentatively planned for 1981; 

(ii) a reduction in the growth of real GSP from 7 per cent in 1979 
to 5 per cent in 1980 and probably 4~5 per cent in 1981; 

(iii) a reduction in the rate of inflation from 20 per cent in 1979 
to 17 per cent in 1980, with a further reduction in 1981. This may be dif
ficult to achieve this year because of the oil price increase; and 

(iv) a reduction in real wages in 1980 varying up to around 5 per cent. 
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The performance criteria enumerated in the attached table comprise: 

(i) quarterly ceilings on the net domestic assets of the banking 
system; 

(ii) subceilings on National Bank credit to the federal budget; 

(iii) limits on total medium- and lo.ng-term foreign borrowing by 
the total nonbank sector; 

(iv) minimum quarterly limits on the net convertible foreign assets 
of the National Bank defined so that the latter cannot be raised by more than 
specified amounts by borrowing by the commercial banks for balance of payments 
financing purposes; 

(v) the usual clause on trade and payments restrictions; and 

(vi) a mid-term consul tat.ion. on performance criteria for 1981. 

The authorities are convinced that the targets can be achieved 
and, moreover, they are to give strict priority to the external target. Indeed, 
the official target for the current account deficit has been retained at 
US$2 billion (i.e.US$0.5 less than that specified in the stand-by arrangement 
program). Since the performance criteria on the balance of payments specify 
all monetary movements and all capital movements except short-term capital 
inflow, which is normally small, the monitoring of current account performance 
under the stand-by arrangement is quite strict. In the Letter (and in practice, 
wew£reconvinced) the authorities emphasize their intention to adjust policies 
if the external targets are not being realized. 

Under the Yugoslav system, the Government can only establish firm 
quantitative targets on a calendar-year basis. For this reason, there is a 
performance criterion specifying that no purchases can be made in 1981 until 
quantified performance can be agreed for that year. A mission will visit 
Belgrade late in 1980 to discuss 1981 policies and numbers. 

The mission believes that the program is reasonable and that the 
authorities are determined to implement it and we: therefore. recommend that 
you support it, the more so as it would mark a reversal of Yugoslavia's unwill
ingness for almost a decade to face up to the conditionality of Fund lending. 
Moreover, we believe that the gradual approach to a serious external problem, 

which it represents, and the fact that an important part of the external solution 
is based on improved supply in the external sector is in line with the approach 
to adjustment that you have been advocating--most recently at the Hamburg meeting. 

For phasing, we agreed to propose SDR 100 million initially (of which 
SDR 34.6 million is the first. credit tranche SFF equivalent) followed by four 
quarterly amounts of SDR 50 million in November 1980, February, May, and August 
1981 with the final SDR 39 million in November 1981. 
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If you agree with the attached Letter, which is being cleared with 
the relevant departments, we shall cable Mr. Bogoev, who expects to then 
obtain final governmental approval next week. We are under some time pressure 
since Mr. Ruding wants to have the Board discussiorson the stand-by arrangement 
and the 1980 Article IV consultation before he leaves for Romania in early 
June. This puts us on a very tight schedule in terms of drafting, clearing, 
and circulating to the Board the relevant staff papers. However, we should 
be able to meet the required timetable. 

Attachment 

cc: Mr. Habermeier 
Mr. Whit tome 
Mr. Finch 
Mr. Nicoletopoulos 
Mr. Watson 



·~ 
I ' •J 

. ,:, 

Table Yugoslavia: Quantitative Performance 
Criteria in Proposed Stand-By Arrangement 

1979 
December 3.1 

1980 
Proposed Ceilings ·under PrograrJj 

Actual June 30 September 30 December 31 

Net domestic assets of 
the banking system 

(In billions of dinars) 

Net credit of the National 
Bank to the Budget of 
the Federation 

(In billions of dinars) 

Cumulative change in net 
convertible foreign 
assets of the National 
Bank 2/ 

(In-millions of U.S. 
dollars) 

Convertible currency 
debt outstanding 3/ 

(In billions of-U.S. 
dollars) 

:.1; L.Ql 1,321 

68.7 76.4 

-900.0 

12.3 13.6 

Source: Data supplied by the Yugoslav authorities. 

1,381 1~466 

77.4 77. 9 

-500.0 

14.2 14.7 

_!/ Quantitative performance criteria for 1981 to be determined at the time of the 
mid-ter:::i review. 

2/ Net of exceptional borrowing by commercial banks. 
]/ Debt outstanding in convertible currency with original maturities of more tban 

one year. Excluding outstanding purchases from the Fund and increases in exceptional 
borro~ings by the commercial banks in 1980. Valued at exchange rates prevailing on 
December 31, 1979. · 
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TO 
The Managing Director 
The Deputy Managing Director j DATE: May 8, 1980 

FROM Geoffrey Tylert; l 
I 

SUBJECT : Yugoslavia--Request for a Startd~By Arrangement 

Messrs. Mountford (EUR), Loser (ETR) and I were in Belgrade from 
}lay 5-7, 1980 with Mrs. Pabst (EUR) as secretary, to complete discussions 
for a stand-by arrangement covering the second and third tranches plus 
associated use of SFF, equivalent in.total to SDR 339 million and covering 
the period to December 31, 1981. The major elements of the program were 
agreed during the 1980 Article IV consultation discussions last February/ 
}larch and reported to you in my memorandum of March 6, 1980. You agreed at 
that time that we should go ahead. The Governor of the National Bank, 
H.r. Bogoev, wished to proceed with the request but he had a somewhat dif
ficult task to persuade his colleagues in the Administration, particularly 
in the Ministry of Finance, and the Government to accept the appearance of 
Fund conditionality being imposed upon Yugoslavia. 

Subsequent to the earlier discussions, Mr. Bogoev was successful 
in persuading the Government to accept the idea of a stand-by arrangement. 
I would imagine that a not insignificant factor was that tpe 1979 current 
account deficit has now been found to have been somewhat worse than pre
liminary data indicated and official reser-Ves have fallen in the first four 
months of this year. At the authorities' request we arrived on May 4 to 
finalize the details of the Letter of Intent agreed in March. The disc~ssions 
were complicated by the death of President Tito on the day of our arrival, 
but the National Bank was extremely cooperative in pressing ahead with the 
meetings (and also in ensuring that the mission was able to retain hotel 
rooms and depart without problems).· 

The basic elements of the program are the following:· 

(i) a reduction in the current account ·deficit from US$3.7 billion 
in 1979 (6 per cent of gross social product) to US$2.5 billion in 1980 (less 
than 4 per cent of GSP). A further reduction to around US$1.8 billion is 
tentatively planned for 1981; 

(ii) a reduction in the growth of real GSP from 7 per cent in 1979 
to 5 per cent in 1980 and probably 4-5 per cent in 1981; 

(iii) a reduction in the rate of inflation from 20 per cent in 1979 
to 17 per cent in 1980, with a further reduction in 1981. This may be dif
ficult to achieve this year because of the oil price increase; and 

· (iv) a reduction in real wages in 1980 varying up to around 5 per cent. 
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The performance criteria enumerated in the attached table comprise: 

(i) quarterly ceilings on the net domestic assets of the banking 
system; 

(ii) subceilings on National Bank credit to the federal budget; 

(iii) limits on total medium- and lo.ng-term foreign borrowing by 
the total nonbank sector; 

(iv) minimum quarterly limits on the net convertible fore:i.gn assets 
of the National Bank defined so that the latter cannot be raised by more than 
specified amounts by borrowing by the connnercial banks for balance of payments 
financing purposes; 

(v) the usual clause on trade and payments restrictions; and 

(vi) a mid-term consultation on performance criteria for 1981. 

The authorities are convinced that the targets can be achieved 
and, moreover, they are to give strict priority to the external target. Indeed,. 
the official target for the current account deficit has been retained at 
US$2 billion (i.e.US$0.5 less tpan that specified in the stand-by arrangement 
program). Since the performance criteria on the balance of payments: specify 
all monetary movements and all capital movements except short-term capital 
inflow, which is normally small, the monitoring of current account performance 
under the stand-by arrangement is quite strict. In the Letter (and. in practice 
we were convinced) the authorities emphasize their intention to adjust policies 
if the external targets are not being realized. 

Under the Yugoslav system, the Government can only establish firm 
quantitative targets on a·calendar-year basis. For this reason, there is a 
performance criterion specifying that no purchases can be made in 1981 until 
quantified performance can be agreed for that year. A mission will visit 
Belgrade late in 1980 to discuss 1981 policies and numbers. 

The mission believes that the program is reasonable and th.at the 
authorities are determined to implement it and we therefore recommend that 
you support it, the more so as it would mark a reversal of Yugoslavia's unwill
ingness for almost a decade to face up to the conditionality of Fund lending. 
Moreover, we believe that the gradual approach to a serious external problem, 

which it represents, and the fact that an important part of the external solution 
is based on improved supply in the external sector is in 1ine with the approach 
to adjustment that you have been advocating--most recently at the Hamburg meeting. 

For phasing, we agreed to propose SDR 100 million initially (of which 
SDR 34.6 million is the first credit tranche SFF equivalen~) followed by four 
quarterly amounts of SDR 50 million in November 1980, February, May, and August 
1981 with the final SDR 39 million in November 1981. 
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() If you agree with the attached Letter, which is being cleared with 

/ '\ 
' 

j 

the relevant departments, we shall cable M'.r. Bogoev, who expects to then 
obtain final governmental approval next week. We are under some time pressure 
since Mr. Ruding wants to have the Board discussiora on the stand--by arrangement 
and the 1980 Article IV consultation before he leaves for Romania in early 
June. This puts us on a very tight schedule in terms of drafting, clearing, 
and circulating to the Board the relevant staff papers. However~ we should 
be able to meet the required timetable. 

Attachment 

cc: Mr. Habermeier 
Mr. wnittome 
Mr. Finch 
Mr. Nicoletopoulos 
Mr. Watson 
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Table Yugoslavia: Quantitative Performance 
Criteria in Proposed Stand-By Arrangement 

Net domestic assets of 
the banking system 

(In billions of dinars) 

Net credit of the National 
Bank .to the Budget of 
the Federation 

(In billions of dinars) 

· Cumulative change in net 
convertible foreign 
assets of the National 
Bank 'f:.../ 

(In millions of U.S. 
dollars) 

Convertible currency 
debt outstanding '}_/ 

(In billions of U.S. 
dollars) 

1979 
December 3.1 

Actual 

1;2Ql 
-w-----

68.7 

12.3 

1980 
Proposed Ceilings ·under Progra~/ 

June 30 September 30 December 31 

1,321 1,381 1.,466 

76.4 77 .4 77 .9 

-900.0 -500.0 

13.6 14.2 14.7 

(.'\ Source: Data supplied by the Yugoslav authorities. 
'·--· 

"};_! Quantitative performance criteria for 1981 to be determined at the time of the 
mid-term review. 

2/ Ket of exceptional borrowing by commercial banks. 
3/ Debt outstanding in convertible currency with original maturities of more than 

one year. Excluding outstanding purchases from the Fund and increases in exceptional 
borro-v:ings by the commercial banks in 1980. Valued at exchange rates prevailing on 
December 31, 1979. · 



Dear Mr. de Larosiere: 

1. The Yugoslav economy is passing through a particularly difficult· period. 

The current account of the balance of payments was in deficit by US$1.3 bil-

lion in both 1977 and 1978 and domestic prices were increasing at rates well 

in excess of 10 per cent. Domestic activity was buoyant, with real gross 

social product increasing by 7.9 per cent in 1977 and 6.6 per cent in 1978. 

A relatively rapid rate of growth ~ss considered necessary to prevent a 

serious problem of unemployment. However, it added to the existing domestic 

( \ 
,, and external pressures. Moreover, as the gr()wth of mrld economic activity 

decelerated, various restrictions were placed against important Yugoslav 

exports in some markets. 

2. The Government decided in 1979 that a stabilization effort was required 

C' to moderate domestic pressures and to contain the deficit in the current 

account of the balance of payments to a level that would not require excessive 

foreign borrowing. Accordingly, the target for the increase in real gross 

social product was reduced to 6 per cent and the aim was to reduce the general 

1 rate of price increase from 15 per cent in 1978 to around 13 per cent in 1979. 
\ , 

With regard to the balance of payments, the current account deficit was to 

be kept to US$1 billion, which ~uuld have implied that the debt service ratio 

for foreign debt in convertible currencies would remain below 20 per cen~. 

These targets were to be achieved by the implementation of an integrated set 

of domestic and external policies, which included, inter a1ia, more restrictive 

credit policies and an exchange rate policy designed to maintain the external 

competitiveness of our economy. The stabilization program ~as supported by a 

stand-by arrangement with the Fund equivalent to SDR 69.125 million agreed 

to on May 23, 1979, covering the first credit tranche. 
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0 3. For several reasons, the course of events in 1979 deviated from the 

original plan. We probably had underestim~ted the underlying press~res on 

the economy that existed at the end of 1978 and which continued in the 

first part of 1979. As a result, domestic activity in the first half of 

the year was higher than we intended. Although additional measures were 

taken that reduced rates of growth in the second half of the year, the 

increase in real gross social product in 1979 as a whole is estimated to 

have been 7.1 per cent, some one percentage point above the target. However, 

there were important factors, all beyond our control, that prevented. us from 

achieving our other goals. Above all, there was the unexpected and large 

increase in oil prices. Oil prices for Yugoslavia rose on average from 

US$101 per metric ton in 1978 to US$143 per metric ton in 1979 .·, In addition, 

C: natural gas imports increased sharply in 1979, principally in order to fill 

a newly completed pipeline, while cereal imports increased because ·af a 

particularly poor corn harvest in 1978 and a bad wheat crop in 1979. · The 

value of imports of these three commodity groups was almost US$1 billion 

I " , higher than in 1978. Another major exogenous factor ~~s the earthquake in 

Montenegro in April 1979, which adversely affected tourism not only in that 

region but also elsewhere; in addition, it reduced exports and necessitated 

additional imports for reconstruction. These factors, plus depressed deliveries 

of ships, a major export item, and a virtual cessation of corn exports because 

of the disastrous 1978 harvest, meant that the current account deficit rose 

to US$3.7 billion, leading to a decline of US$1.3 billion in gross convertible 

international reserves of the banking system to US$2 billion at the end of 

the year, and substantial net foreign borro~~ng totaling around US$2.l billion. 
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/"'\. 
\_ _) The latter, combined ·with the rise in interest rates, increased the debt 

service ratio on debt in convertible currencies (excluding purchases from 

the Fund) from 16.9 per cent in 1978 to 19.5 per cent in 1979. 

4. Domestically, higher import prices were an important factor contributing 

to a rise in the rate of inflation from some 14 per cent in 1978 (year-on-

year average for all domestic expenditure) to almost 21 per cent in 1979, 

although the rate of increase declined in the second half of the year. It 

was not possible to prevent the increase in prices being largely reflected 

in increases in personal income payments per employee, but we believe it 

is significant that these rose by only about 20 per cent compared with the 

previous year. In this respect, it appears that workers exercised considerable 

self-restraint in the self-management agreements on income payments. 

5. Although many of the reasons for the adverse developments in 1979 were 

beyond our control, the Government has to face the fact that the deterioration 

that occurred in the balance of payments must be reversed in 1980. Yugoslavia 

has therefore decided that policies this year must bring about a substantial 

( 
, ~ reduction in the current account deficit and thereby limit the growth of 
' , 

external debt. To achieve this and to aid in reducing tthe rate of inflation, 

a slo~~r gro~~h of domestic activity will be necessary. Therefore, a major 

stabilization effort has been introduced and ~~11 continue until the necessary 

corrections in the domestic and external sectors have been made. Given the 

size of the imbalance in 1979, it ~~11 not be possible to achieve all of the 

needed corrections in 1980 and we realize that the effort must continue in 

1981. To support the stabilization program, which is described in detail 

below in respect of the 1980 period, Yugoslavia is requesting a new stand-

(......__·, by arrangement from the Fund for the period up to December 31, 1981 in a 
'-......../ 
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() 
total amount equivalent to SDR 339.325 million, including the equivalent 

of SDR 200.825 million from the Supplementary Financing Facility. 

6. Although the stabilization program ~~11 extend over both 1980 and 1981, 

·we are convinced that substantial progress must be made in 1980 to reduce 

the current account deficit. We intend to do everything possible to reduce 

the deficit to US$2.0 billion this year and believe that there is ·a reason-

able chance of achieving this. Such a large and rapid reduction might entail 

too great a disruption to real growth and employment but we are convinced 

( 
that the current account deficit must not exceed US$2.5 billion this year 

with another large reduction in 1981. Thus in 1980, we aim to reduce, the 

deficit by at least US$1.2 billion which would be a reduction of at least 

one third. As a percentage of gross social product, the.current deficit 

would decline as a minimum from 6 per cent in 1979 to below 4 per cent in 

1980. A deficit of this size would entail an amount of foreign borrowing 

that we consider manageable (see below). 

7. A major effort will be required to reduce the deficit to the extent 
,,,- ....._ 

\ ; sought, but we believe the needed improvement can be made. While part of 

it will come from larger net invisible receipts, the major adjustment will 

be on the trade account, where exports must increase strongly and the gro~~h 

in imports must be sharply reduced. To achieve these results, the pattern 

of domestic production and expenditure must change so as to release more 

production for export and to reduce the import intensiveness of domestic 

output. Under the Yugoslav system of workers' self-management, all enter-

prises involved in foreign trade must agree among themselves "~thin the 

Communities of Interest for Foreign Economic Relations on foreign trade 
,""----..., 
I ' 
\_ · plans that will lead to a viable balance of payments. In 1980, enterprises 
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() 
are making a major effort to produce more exportable goods and to substitute 

domestic products for imports wherever possible. They will be aided by the 

fact that a number of major development projects have recently been finished, 

which ~~11 reduce the demand for imported investment goods. Moreover, these 

projects will increase export supplies and permit greater import substitution. 

Throughout the economy, investment proposals are being re-examined to shift 

the emphasis for the time being toward projects that require few imports and. 

away from import-intensive projects, especially those not directly related 

() to export production or import replacemento Intensified e£forts are being 

( "'-, 

' - _) 

made to increase domestic supplies of raw materials, for example, coal and 

;ron ore, and of intermediate products. Inter alia, this should keep the 

volume of oil imports, excluding amounts needed to fill.a new pipeline, 

at no more than the 1979 level and possibly less. 

8. In addition, in 1980 some of the particular trade difficulties· of 1979 

should not recur. So far, there is every indication that corn exports will 

revive and imports of wheat should not be needed to the extent experienced 

in 1979. Because of past orders, deliveries of ships ~~11 increase sharply 

in 1980 and 1981. The planned growth of gross social product is 2 percentage 

points less than the outcome in 1979, which ~~11 slow down import demand. 

Al though overall world export demand may be weak in 1980, the main Yugoslav 

export markets are expected to be relatively less affected, and demand in 

them is expected to be around 6 per cent. Moreover, in 1979 we depreciated 

the dinar in terms of effective exchange rates by about 8 per cent following 

a depreciation of 9 per cent in the preceding year. We intend to continue 

with an exchange rate policy that vrlll maintain our competitive position 

and we expect to regain some of the market shares lost in recent years. 
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() Although its impact in 1980 ~~11 be limited, the recently concluded agree-

ment with the European Community should have an increasingly favorabl.e 

effect on our economic relations with its member countries in the coming 

years, including 1981. Taking all these factors into account, export: volume 

is forecast to increase by 8 per cent and value by 21 per cent. Import vol-

ume should decline by around 9 per cent and the value would increase by 

some 9 per cent. The forecast turnaround in imports is not out of 1ine with 

improvements made in previous periods when policies have been directed 

toward substantial improvement in the external sector. Workers' remittances 

should benefit from wage increases in Western Europe and tourism should 

show a recovery from 1979. Taking all the above into account, a current 

account deficit of US$2 billion in 1980 may be possible and it is our firm 

intention not to exceed a maximum level of US$2.5 billion. 

9. The large deficit in the current account in 1979 necessitated a net 

increase of foreign borro~~ng in convertible currencies of US$2 billion 

and at the end of that year the outstanding level of such debt was 

US$13.5 billion, of ~~ich US$12.8 billion had an original maturity of more 

than one year. During 1979, there ~~s a refinancing of debt totaling around 

US$0.8 billion and the conditions attached to the new credits generally 

provided for grace periods of three years and maturities of the order of 

8-10 years. We intend to continue to pay careful attention to the terms 

of new foreign borrowing so as to avoid sharp peaks in servicing schedules, 

especially since, partly as a result of the rise in interest rates~ the 

debt service ratio for convertible foreign debt, excluding purchase from 

the Fund, reached 19.5 per cent in 1979. To prevent a -debt service problem 

from emerging and consistent with the maximum projected current account 
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deficit for 1980, outstanding foreign debt in convertible currencies with 

original maturities of more than one year, (excluding purchases from the 

Fund) which stood at US$12 .3 billion at the end of 1979, will not exceed 

US$14.7 billion by the end of 1980 (based on exchange rates current on 

December 31, 1979 and excluding net exceptional financing during 1980). 

To ensure orderly borrowing during the year, quarterly limits on the out-

standing amounts have been set as follows: no more than US$13.6 billion 

on June 30, 1980, US$14.2 billion on September 30, 1980, and US$14.7 bil-

-~ 
(_) lion on December 30, 1980. 

10. As mentioned earlier, during 1979 the gross convertible international 

reserves of the banking system declined and in 1980 they will need to be 

built up again. It is our intention to increase the gross convertible 
_, 

( ·, reserves of the National Bank of Yugoslavia by at least US$0.7 billion dur-
.... -~/ 

ing 1980. This will necessitate a continuation of exceptional financing 

by the commercial banks, ~hich has involved borrowing abroad in convertible 

currencies to maintain the level of the international reserves. In 1979, 

such borrowing totaled US$250 million. To ensure an adequate level of 

liquidity in convertible currencies, the net convertible foreign assets of 

the National Bank of Yugoslavia less exceptional financing in convertible 

currencies by the commercial banks, which declined by US$1,702 million in 

1979 ~~11 show no further decline by the end of 1980. Consistent with this 

target for end-1980, and allowing for the expected pattern of net foreign 

borro~~ng and for the seasonal movements in the current account deficit, 

targets have been established providing for a decline of no more than 

US$900 million by June 30, 1980 and no more than US$500 million by 
{~ 

'. _ __,,. September 30, 1980. 
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11. If the various balance of payments targets are to be achieved, policies 

must ensure that domestic activity is not too expansionary. To ensure such 

consistency, it has been decided to reduce the planned increase in real 

gross social product to 5 per cent in 1980 and to aim for a reduction in 

the gross social product deflater to 17 per cent compared ~~th 20 per cent 

in 1979. All categories of domestic demand are planned to show smaller 

increases in real terms--the growth of personal consumption will decelerate 

from 5.5 per cent to 3.8 per cent, public consumption from 5.9 per cent 
,~....., 

(\._)' to 2.1 per cent, and fixed capital formation from about 8 per cent to 

5.8 per cent. 

12. The achievement of these targets will require an intensified restraint 

by all sectors of the economy--the public and enterprise sectors in particu-

(-, lar. In this regard, we would point out that self-management agreements cov-,, 

ering such factors as prices and personal income payments ~~re implemented 

in a responsible and effective manner in 1979 and, with increasing experience 

~~th the new system, it is expected that it ~~11 operate even more effectiv-

ely in 1980. The Government is convinced that a strong consensus exists in 

Yugoslavia that all decisions taken in the economic field shouid reflect 

the economic aims enunciated in the stabilization program. 

13. In some recent years there has been the tendency for public sector 

consumption to grow more rapidly than social product, and in all years 

the Federal Government has borrowed from the National Bank of Yugoslavia. 

The ratio of public sector expenditure to gross social product rose from 

about 36 per cent in 1973 to about 43 per cent in 1978. In 1979, however, 

this ratio declined to about 41 per cent. For the federal budget, expendi-

ture in 1979 rose by 25 per cent compared with increases of 29 per cent in 
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-....._,_ 

_/ 
revenue and 28 per cent in nominal gross social product. The deficit 

declined from Din 5.3 billion in 1978 to Din 3.8 billion in 1979. For the 

public sector as a whole, there was virtually no deficit in 1979. For 1980, 

the intention is that the public sector will continue to grow more slowly 

than social product, although budget expenditure by the Federation will 

increase by 29 per cent. The deficit of the federal budget will rise to 

Din 6.2 billion but this is equivalent to only 0.4 per cent of gross social 

product. Gross borro~~ng from the National Bank will rise only fractionally 

( ,, (from Din 8 .S billion in 1979 to Din 9 .2 billion in 1980), which is much 

less than the increase in expenditure. Current expenditure by the public 

sector as a \..tlole is to increase by no more than 16 per cent. 

14. Monetary policy is an important part of the stabilization program, since 

.· " an excess supply of financial assets could weaken the implementation of other 

elements in the program. In 1978 there was an excessive rate of increase 

of money supply, ~~ich rose by 28 per cent and in 1979 strong steps were 

taken to decelerate monetary expansion, the target for the increase in money 

'- . 
supply in that year being set at 18 per cent. In the first months of the 

year the demand for credit continued strongly and the National Bank had 

to take special measures to limit the expansion by imposing strict credit 

limits on the commercial banks and by reducing demand for consumer credits 

by raising do~npayment provisions. These measures were effective, so much 

so that some relaxation was necessary in the second half of the year when 

the loss of liquidity of the commercial banks resulting from the continued 

external deficit threatened an abrupt decline in enterprise activity. At 

the end of 1979, money supply was only 17 per cent higher than a year 

'... _ __/ earlier. Also, despite the need to counteract some of the liquidity loss 
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0 
caused by the external deficit, the rate of domestic credit creation was 

27 per cent in 1979 compared with 30 per cent in the previous year~ 

15. For 1980, we consider that money supply should rise broadly in line 

~~th the reduced rate of gro~th of nominal social product. To that end, 

and given the planned balance of payments targets, the increase in money 

supply will be kept to 22 per cent and the increase in net domestic assets 

of the banking system to 22 per cent. To ensure that money supply does 

not increase excessively in the first half of the year, thereby prejudicing 

'""""' ( ./ the wnole year result, limits have been set within the year on net domestic 

assets of the banking system, which totaled Din 1,201 billion on December 

31, 1979. They are not to exceed Din 1,321 billion on June 30, 1980, 

Din 1,381 billion on September 30, 1980, and Din 1,466 billion on December 31, 

-· 
1980. To ensure that lending by the National Bank of Yugoslavia to the budget 

of the Federation does not compromise the overall credit program, such net 

lending in 1980 is not to exceed Din 9.2 billion. As with total domestic 

credit creation, sublimits have been established within the year. Such ere-
,- . 

./ 
I dits to the federal budget' wnich totaled Din 68. 7 billion on Dec€mber 31, 

1979, are not to exceed Din 76.4 billion on June 30, 1980, Din 77.4 billion 

on Septecber 30, 1980, and Din 77.9 billion on December 31, 1980. 

16. Detailed quantitative economic targets for 1981, including targets for 

increases in domestic credit, foreign borrow~ng and the net foreign assets 

of the National Bank of Yugoslavia cannot be established at this stage. 

However, as mentioned above, the Government is determined to continue with 

the stabilization program next year. Also, it intends to continue to give 

/' 
first priority to a further improvement in the balance of payments. Domes-

, __ ,, 
tic policies in all fields "(dll be formulated to maintain and if' necessary 
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strengthen the current measures of restraint. On the basis of a preliminary 

examination of the possible 1981 Plan, domestic activity would grow no 

faster and perhaps somewnat more slowly than is planned for 1980. Externally, 

the planned current account deficit of the balance of payments vd.11 decline 

further, perhaps to around US$1.8 billion. 

17. The Government of Yugoslavia does not intend to introduce any multiple 

currency practices or introduce new or intensify existing restrictions on 

payments and transfers for current international transactions or enter into 

~ any bilateral payments arrangements with Fund members; furthermore, the 

Government of Yugoslavia does not intend to introduce new restrictions or 

intensify existing restrictions on imports for balance of payments reasons. 

18. The Government believes that the policies set forth in this letter are 

r ' 

adequate to achieve the objectives of its program, but vrill take any further 

measures that may become appropriate for this purpose. The Government of 

Yugoslavia will consult w~th the Fund on the adoption of any measures that 

may become appropriate, in accordance with the policies of the Fund on con-

/~ --.... .. 
1 • sultations. Moreover, the Yugoslav authorities will consult with the Fund 

and reach understandings on quantitative ~spe~ts of the program relating to 

the period of the stand-by arrangement subsequent to December 31~ 1980. 

Yours sincerely, 
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MEMORANDUM 

To: Mr. Habermeier /. 
Mr. Whittome v 
Mr. Finch 
Mr. Nicoletopoulos 

From: Geoffrey Tyler '11 
Subject: Yugoslavia--Stand-By Arrang~ment--Draft 

Letter of Intent 

May 8, 1980 

I attach a copy of the 48-hour report and of the dra£t 
Letter agreed with the Yugoslav authorities in respect of a proposed 
stand-by arrangement covering the second and third credit tranches 
plus associated use of SFF. 

The Letter is virtually identical with that which you 
commented upon following initial discussions in Belgrade in February/ 
March 1980 and takes account of your suggestions at that time. The 
quantitative performance numbers, which were blank in the earlier 
draft, are summarized in the attached table. Paragraph 16 is new 
and worth noting, since it gives a more specific indication of broad 
policies for 1981,the period for which quantified performance criteria 

·will be discussed in late 1980 by a review mission. 

Since we are under considerable time pressure, I would 
greatly appreciate receiving your comments by noon on Monday, May 12, 
1980. 

Attachments 

cc: Hr. Mountford 
Mr. Loser 
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TELEX NO: 440040 

WHITTOME 

INTERFUND 

1900 MAl - 7 AM 9: 09 
CAGLE 

ROOM 
Mrs. Tyler on mission 

WASHINGTON, D.C .. 20413EEE 20431 Called: Mr. Pabst · 
Being Called: Mrs. Mountford 

MOUNTFORD, LOSER AND MYSELF RETURN-I NG THURSDAY MAY B VI A -

NEW YORK AF 001. P.l\BST ARRIVING SATURDAY ON BA 191 FROM 

\~ 
LONDON. 0 I SCUSS IONS COMPLETED ON BASIS OF DRAFT LETTER WE 

BROUGHT WITH US.9 

cc: f/~$1 
~\).~ 

. ORIG: EUR 
cc:' ETRD 
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12717YU MOSKVA . 

WHITTOME 
INTERFUNO 
WASHINGTON , D.C • 

. MISSION ARRIVED AND HAD BRIEF MEETING WITH GOVERNOR BOGOEV THIS 
(JORNING BUT NOT POSSIBLE FOR REASONS YOU WILL APPRECIATE TOG 
(__JEGIN SUBSTANTIVE DISCUSSIONS. TIMETABLE NOT CERTAIN BUT WE ARE 

TO MEET AGAIN TOMORROW MORNING. ARRANGING MEETINGS AND ALSO 
TRANSPORTATION LATE IN WEEK MAY BE DIFFICULT INPRESENT CIRCUMSTANC!:S: 
WILL INFORM YOU WHEN OUR SITUATION IS MORE CLEAR. 
~EGARDS: 

Mrs. Tyler - out of the ~obntry 

Called: Mr. Pabst 
12717YU MOSKVAt!ii Being Cal led: Mrs. Mountford 

440040 FUND UIT 
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TO 

FROM 

SUBJECT: 

Of /ice Memorandum 

Mr.mu/ 
Geoffrey Tyler '1~ 

Yugoslavia 

DATE: April 30, 1980 

Mr. Syvrud, the U.S. Alternate Executive Director, asked me to have an 
informal discussion in his office with a few people from the U.S. Administration. 
It took place today, and Mr. Mountford was with me. 

We explained to them developments in 1979 and policies and the prospects 
for 1980 in fairly good detail. However, toward the end of the meeting, the 
conversation turned more directly to the question of how much borrowing Yugoslavia 
would need to do in 1980 and what sources it shouldgo to. In particular, we were 
told that Mr. Kostic had spoken to Mr. Miller asking for support not only with 
respect to borrowing from U.S. banks but also for direct financial support 
from the U.S. Government itself. They knew that Yugoslavia had approached the 
Fund regarding the possible use of Fund resources and knew that we were to go to 
Belgrade this weekend. I did not, of course, go into details of our early discus
sions or what might take place next week. I did, however, suggest that it would 
surely be sensible for Yugoslavia to look to a variety of sources of finance in its 
present payments difficulites, including the Fund and friendly governments. I 
pointed out that the external difficulty would surely continue past 1980 and that 
it would be sensible not to exhaust a single source of finance, e,g., the commer
cial banks, in any one year and then be forced to ask for much larger amounts from 
other sources later. I gained the impression that inside the Administration, some 
see 'problems in giving direct financial support to Yugoslavia. I could not guess 
whether they were political or financial. I indicated that any decision by the 
Board on an approach by Yugoslavia for a stand-by arrangement would be made by the 
end of May or very early in June. 
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The Deputy Managing Director April 29, 1980 

Ao Pfeifer 

Travel to Yu~oslavia 

The Schedule of ,qfficial Staff Missions for the period May 1 to 

October 31, 1980 has not yet been. approvedo It provides for a mission to 

Yugoslavia by Messrso Tyler, Mountford, and Loser, and Mrso Pabst (Se~:retary), 

from May 5 to May 9 to discuss possible use of Fund resourceso Could we 

please have your separate approval so that travel arrangements may be 

finalized? 
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April 28, 1980 

MEMORANDUM FOR THE FILES 

(") Subject:~l~and Israel 

I told Mr. Tyler of what had passed at Mr~ Whittome's lunch 

with Mro Bogoev in Hamburg and we agreed that this constituted adequate 

briefing for the forthcoming mission. I also passed on Mr. Whittome's 

message about the possibility of a transaction with Israel later this 

0 year. 

Brian Rose '!:JV.. 

0 

cc: Mr. Tyler 

0 
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Mr. Tyler, 

INTERNATIONAL MONETARY FUND 

WASHINGTON. D. C. 20431 

Hamburg 
April 24-25~ 1980 

I talked with Mr. Bogoev--Mrs. Hofmann was present as was Mr. Ruding. 

C.6.BLE ADDRESS 

INTERFUND 

He re-emphasized his and the Government's decision fto cool the economy. 
He said that the present growth forecast fol;' 1980 was 4 per cent t:o 5 per 
cent. The official current account deficit forecast remained $2 billion 
but unofficially they expected up to $2.5 billion but were determined that 
this should be the limit. 

They are in the midst of a large borrowing campaign. Here they have 
met with Miller and Matthoefer and asked for general supp·ort. They are 
approaching U.S. and German banks direct as well as via the euromarkets. 
They are about to approach~some oil exporters. They are seeking $2 billion 
to $2.5 billion in 1980 and commitments for further larg;e. sums in 1981 and 
1982. 

I said that it appeared to me that various indicators suggested a greater 
deterioration than was envisaged in March. He agreed and said that they 
would do more if necessary. I said that we stuck with the agreement reached 
in March but wanted a firm Government statement that they would do more if 
necessary. He promised this. · 

I also took the question of 1981 saying that it was ess~ntial that at 
the very least some definite commitments for 1981 be speeified. He agreed • 

\J Lastly I said that if by the end of the year it was, apparent t:hat the 
program was too weak then we should then break the standi-by and replace it 
with one covering the fourth credit tranche plus SFF (indeed we might then 
go above the normal limit for the SFF). He took this paint on board. 

The timetable looks tight. You start on :t>'iay 5 and pi:rresumably can get 
through in two or three days. Presumably the stand-by paJPer can be short 
given the Article IV report. Ruding's last day in Washf:migton is June 6 
before leaving for quite a while and he is determined t:o be at the Board 
when Yugoslavia is taken. The Yugoslav papers will there.fore need to be 
issued not later than May 23. I also presume that you will need to start 
in Bucharest around June 9. 

Bogoev also raised phasing. I said that phasing was utterly essential 
but some small front loading should be possible and he shculd discuss it 
with you. 

//Py. 
L.A. Whittome 

cc: Mr. Rose 
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Of /ice Memorandum 

, TO Mr. Whit~ DATE: April 18, 1980 

FROM A. Mountford 

SUBJECT: Yugoslavia--Stand-By Arrangement 

The mission in February reached tentative agreement, ad referendum, 
with Mr. Bogoev on the broad outlines of a program (described below) covering 
the second and third .credit tranches, plus SFF (SDR 339.325 million in total). 
On his part, Mr. Bogoev then sought.the necessary approval in Belgrade to go 
ahead with negotiating an arrangement: he has telexed that the National Bank 
is now authorized to negotiate. On our part, the Managing Director has agreed 
to your suggestion that we should go ahead on the basis described in Mr. Tyler's 
back-to-office report (attached). You have so informed Mr. Bogoev. 

A mission consisting of Messrs. Tyler, Mountford (both EUR), Loser (ETR), 
and a secretary, will resume talks in Belgrade on May 5. We hope to complete the 
negotiations in a week. 

1. The program 

·In 1979, real GSP rose 7.1 per cent, the rate of inflation rose to 
20 per cent (GSP deflator, annual average) and the current account deficit 
widened sharply to US$3.4 billion. This caused a large reduction in gross 
convertible international reserves (including those of commercial banks) by 
US$1.2 billion to US$2.0 billion (the equivalent of 1,3 months of estimated 
imports for 1980) at the end of 1979. The official reserves fell to US$1.3 billion. 

For 1980, the authorities aim at reducing the GSP growth rate to 5 per 
cent (or less if necessary) and at a lower rate of inflation (17 per cent for the 
GSP deflator). They have forecast a very sharp reduction in the current account 
deficit, to US$2.0 billion. The mission in February doubted the consistency of 
the current account target with the 5 per cent real growth, and suggested that 
a somewhat larger current account target would be more likely to be achievable. 
The mission also indicated that such a target (higher than US$2.0 billion but 
no more than US$2.5 billion) would probably form an acceptable basis for nego-

. tiation .. of a two-year stand-by arrangement, provided the authorities aimed at 
a further substantial reduction in the current account deficit in 1981. 

The main element in the financial program for 1980, as discussed by 
the last mission, was a ceiling on DCE of 21.3 per cent, which.would limit the 
increase in money supply to about 22 per cent, the same as the forecast increase 
in nominal GSP. You will recall that the mission had some doubts (which you 
shared) about the DCE target, and would have preferred a slightly lower one, 
but on balance the mission concluded. tha.t it was acceptable. More recently, 
you have expressed the view that it might be desirable to try to reach a 
separate understanding with the National Bank that the monetary authorities 
would aim at a lower DCE than expressed in the Letter of Intent. I think there 
are a number of reasons why we should not try for this: (1) we have already 
accepted the 22 per cent target, and it would be difficult to go back on that 
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acceptance unless we are prepared to argue that the situation has changed 
markedly in the meantime; (2) there are.already strong domestic pressures 
on Governor Bogoev to increase the existing published credit ceilings; and 
(3) the fact that inflation in the first two months of 1980 was apparently 
much higher than would be implied ·by the annual target means that the 
existing ceilings, if they can be enforced, will be more restrictive than 
we had thought in February. 

Apart from the monetary target, the financial program also contains 
a l~mit on borrowing by the Federation from the National Bank. In our view, 
however, the borrowing requirements of the Federation are not of great finan
cial significance. The budget of the Federation is now a small part of the 
total public sector (20 per cent of total public expenditures in 1978, or 
15 per cent excluding grants to the rest of the public sector). The federal 
deficit was an insignificant Din 3.8 billion in 1979 and will be Din 6.2 bil
lion in 1980 (0.4 pet cent of GSP). The deficit of the public sector as a 
whole, for which we do not have data beyond 1978, was probably less than 
that of the Federation in 1979. Federal budget borrowing from the National 
Bank was Din 8.5 billion in 1979~ and is budgeted at Din 9.2 billion in 1980. 
We have been assured that the rest of the public sector does not resort to 
borrowing from the banking system. I think it is.fair to say that the sub
ceiling on borrowing by the Federation has been included mainly for the sake 
of form, rather than because the mission felt it was essential as a constraint 
on fiscal policy. We are reasonably satisfied that fiscal palicy is not 
expansionary. 

The program.will also contain a foreign debt ceiling and a balance 
of payments test. The mission did not set precise figures for the annual 
1980 targets, because it was not yet decided whether the program would be 
designed to produce a current account deficit of US$2.0 billion or of US$2.5 bil
lion (or some intermediate figure). Since these two tests are mainly intended 
to ensure that the exchange rate adjusts sufficiently, it is worth bearing in 
mind that in both 1978 and 1979 there were quite large effective depreciations 
(about 15 per cent in total),'enough to produce a effective depreciation 
of about 9 per cent over the two-year period. The rate has continued to move 
so far in 1980, and we have had ample reasons to believe that the authorities 
are serious in their stated intention to depreciate ~nough to maintain compet-
i t.i veness .. 

2. Matters still to be negotiated 

a. Phasing of drawings in 1980 and 1981. We have been thinking in 
terms of roughly equal amounts in the two years. 

b. Quarterly ceilings on net domestic assets of the banking system 
for 1980. 

c. Quarterly' ceilings on net borrowing by the budget of the Federa
tion from the National Bank for 1980. 
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, d. Foreign debt ceiling for 1980, defined in terms of the increase 
in outstanding foreign debt in convertible currencies with original maturities 
of more.than one year. The mission had discussed the possibility of quarterly 
ceilings, but after consulting you and ETR we could instead go for half-yearly 
ceilings (which Mr. Bogoev would prefer). 

e. Quarterly balance of payments.test for 1980, defined in terms 
of net convertible foreign assets of the National Bank less exceptional financ
ing in convertible currencies by the commercial banks. 

f. Current account target for 1980. It should be more than 
US$2.0 billion, preferably, but no more than US$2.5 billion. 

3. ·Possible talking points for your meeting with Mr. Bogoev 

a. Recent developments 

Press reports suggest the following: Prices apparently rose rapidly 
in January and February, so that the February-79 to February-SO increase in 
CPI was 27 per cent. The trade deficit apparently widened slightly in the 
first two months despite a strong export performance (20 per cent· increase in 
volume, and 42 per cent in·value, presumably by comparison with a year earlier) 
and a low increase in imports (stagnation in volume, and a 20 per cent increase 
in value). One hard fact we have is that the official reserves fell sharply, 
from SDR 1,014 million at end-December 1979 to SDR 762 million at end-February. 

b. OECD review· 

Per Hedfors called from Paris to say that the Economic Development 
Review Committee would discuss Yugoslavia. The most interesting point is that 
the OECD staff believes the US$2. 0 billion deficit is achievable; because they 
are very impressed by Yugoslavia's incomes policies~ 

c. The program for 1980 

Do they share your view that in view of the most recent indicators, 
the program may need· strengthening? Is there in practice any chance for them 
to tighten the credit ceilings? If not, we are surely bound morally to go ahead 
on the present basis? 

d. 1981 

The February mission did not real;I.y discuss 1981, because under the 
Yugoslav system it would be difficult .for the authorities to discuss 1981 so 
much in advance of the preparation of the 1981 Plan. However, as you have 
mentioned, several weeks have passed since then, and the Executive Directors 
would be critical of an 18-month program, presented to it in June 1980, that 
did not include a program for 1981. · . 
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Accordingly, it would be helpful if the Yugoslav authorities could 
discuss the broad macroeconomic and balance of pa}rments magnitudes for 1981 
with the mission in May. It would be understood that the negotiation of 
credit ceilings and other performance criteria would be done later by a 
review mission. 

Attachments 

cc: Mr. Rose 
Mr. Tyler 
Mr. Loser 
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TO 

FROM 

SUBJECT: 

Of /ice Memorandum 

The Managing Director 

L.A. Whittome /J24~ 

meet with the delegations concerned in Hamburg. 

the formal agreement of the Minister to publish 
of the data required. We hope to include 

have decided 1;9 go ahead with a stand-by covering up 
plus SFF. The final discussions will be begun in 

cc: Deputy Managing Director 
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Of f~~e ,-N£emo·rti.ridu1n 

TO c .. · 

FRQM .. 

' ,_. 

··. SUBJECT:.:~:,: .·'·'· 

DATE: .April 11~ 1980 

··.. bl\&10~if / . Th:•;~li~::~a:.;:~f~~~~::~; 
.-.:.by~:Ha:mburg :·ana>;tthat:. ·beginning·:~April. ··2a·:.'-'VJL1L.c•..L1J<o:> the May 1 .holiday ... , l\Te shall -· 

therefore resum~Jtaiks iri. )~elgrad~ . week beginning May 5. 
: . :·:·:·P}~~ .. ~ .. ~~}:>:i 
., .~;:;~:~~~.· 

. :·: ... ~ .. ~:'~:-5~:.t~-·· 

cc: EED . « • 
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April 11, 1980 

MEMORANDUM FOR FILES 

Subject: Yugoslavia 

I phoned Governor Bogoev this morning in order to arrange a 
date for the resumption of talks on the stand-By. He agreed that next 
week would be difficult given tlie need of Yugoslav officials to agree 
their positions for Hamburg; in addition he said that there were a number 
of national issues that needed to be tidied up, 

Looking further ahead the week beginning April 21 was taken up 
by the Hamburg meetings, that beginning April 28 contained the May 1 holi
day so we could not begin work in Belgrade until the week beginning May 5; 
the precise starting day will be agreed later. 

;!#V' 
L.A. Whittome 

(") cc: EED 

0 
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National Bank of Yu oslavia 

Bel rade 

telephone you 9.45 a.m. Washington ti•e 

tomorrow .. 

Best regards 

Whittome 
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9 Office Memorandum 
Q "A>~ 

:t;Alr'J "-

TO !Ir, Whitt~ DATE: April 4, 1980 

FROM Geoffrey Tyler 

SUBJECT : Yugoslavia 

Stojiljkovic rang me to say that Bogoev has sent Ruding a telex 
·saying that he 11 expects and hC1pes11 to inform Ruding of the decis:;i:on on 
the stand-by in the coming week. Stoj:iljkovic said that Thursday would 
probably be the day although it could come earlier~ He said in passing 
that he will be in Belgrade late next week and the f ollowi.ng to have 
discussions with the National Bank. · 

cc: Mr, Mountford 
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MEHOR.b:...:.'\-UtJM FOR FILES 

Subj~ct: Israel, Romania, and ~g~_J.-g-
Conversation With Mr. Ruding 

Israel 

April 2, 1980 

I explained to Mr. Ruding that Israel had been quite will~ng 
to have the Article IV consultation discussions in June, because work 
on the annual report of the Bank of Israel would be completed and there 
would be a couple of months experience with respect to the 1980/81 Budget. 
I continued, however, that June for us would be almost impossible and that 
I thought we would suggest to the Bank of Israel that the mission take 
place in the second half of the year. I said that I would be ringing 
the Bank to inform them of this position. 

Romania· 

M.r. Ruding asked about the timing of the special IFS mission 
and its possible length. I said that Yil. Nos~ and I would be arriving 
in Bucharest on April 8 and that our· aim would be to get rid of_ the IFS 
problen for once and for all. I said that for obvious reasons I hoped 
that a decision could be made quickly, but that events in Bucharest did 
not always move rapidly. 

With respect to the Article IV consultation discussions, I said 

L-·-

that we were working on the basis of a mission coTI!Iilencing in June. Mr. Ruding 
would like to make his annual visit at that time; he was thinking of being 
there in the week commencing June 9. I said that because of other commitments, 
it was probably unlikely that we would be at all deeply into our discussion 
by that time. We agreed that it would still be reasonable for him to visit 
during the above week on the basis that he would have in any case a clear 
idea of the potential problem about any use of the Fund resources or about 
the likely contents of the mission view on Romania's difficulties. (Mr. Ruding 
is working on the assunption that the Romanians would want to discuss the use 
of Fund resources.) 

Ee asked about our timing with respect to Board discussion of the 
CFF re~uest. His own preference would be for May. I said that apart from 
the IFS question, our desire would be to have any Board discussion as early 
2s possiole since undue delay would ah.-ays risk bringing the economic justi
fication more into doubt. 

Yugoslavia 

2-fr. Ruding outlined what he had told :t-fr. 'ifoittome earlier- today 
regardir1g the likely decision. to be made by the authorities on a request for 
2 st2nd-by arrangeID.ent. I said that our vie1-.' w2s th2t the sooner we could 
conclude any further.discus~ions the better. At the saille time, there was 
obviously connection between IFS mission to Romania and the visit to Yugo
sl.svia. I said that I expected it would be possible to coo~dinate the two. 

G2offrey Tyler 
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April 2, 1980 

MEMORANDUM FOR FILES 

Subject: Yugoslavia 

Mr. Ruding tells me that the Yugoslavs intend to take a decision 
on the Fund stand-by oy the end of this week. I have warned him of the 
travel plans of those most concerned but he personally does not think that 
once a decision is taken there will be any great urgency from their side 
over the follow-up. 

L.A. Whittome 

cc: EED 
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March 12~ 1980 

MEMORANDUM 

To:· Mr o Habof!r.meier 
( 

Mr.. F:tnch 
Mr. Nicoletopoulos 

From: L. A. Whittome 

Subject: Yugoslavia--Dt;aft Letter pf Int$nt 

The Article IV c.onsultation mi~s:i.on that t1as recently in 
Yugoslavia also had preliminary discussions about a poasible two
year stand-by arrang~ment: in tl1e second and third credit tranches 
plus associated use of the supplementary financing facility. The 
mission prepared and left with the Yugoslav authorities a draft 
letter of intent~ a copy of '>·~hich is attached for your comments. 
The details of quart<~rly per:formance criteria for 1980 are to be 
negotiated by a missioiu that 11u1:y have to leave for Belgrade by . 
Friday~ March 21; 19800 

Pl~aae direct your comments to Mr. Mountford 9 room 9-406~ 
by Wednesday, Me.roh 19~ 1980. 

Attachment 

" J 
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Dear 

INTERNATIONAL MONETARY FUND 
WASHINGTON. D. C. 20431 

CONFIDENTIAL 

March 10, 1980 

Sandy will fill you in with all the details but perhaps I can 
make a few general and personal observations. 

My personal view is that we should be willi_ng to support a stand-
by if the Yugoslavs decide to ask for one. It would be a strong forward 
step in our relations with a country that has both its own importance and 
some significance of a more general character as an important member of 
the developing group. 

The targets of the pro~ram are surely acceptable. They go beyond 
what the brief specified and we found ourselves in the unusual position 
of having to restrain the Yugoslavs from including targets that seemed 
to us to be too stringent. Moreover, the results of the program in 
the external sector are measurable through the performance criteria 
dealing with foreign debt and convertible. reserves movements. 

CABLE ADDRESS 

INTERFUND 

Will the program succeed? In the case of a Yugoslav stand-by any 
program will, in my opinion, depend more upon the ability of the central 
government to impose or mobilize a political willingness on the part of 
the republics and enterprises to act responsibly. I have become reason
ably convinced that the effectiveness of th? new self-management machinery 
is steadily improving. In addition, I have become convinced that there 
is a recognition of the size of the problem and a political consensus that 
will permit policies to be followed through and adjusted if necessary. 
However, I realize that in this kind of area judgments are necessarily 
subjective and nonquantifiable. However, I would favor quite strongly 
that the Fund take the risk involved. I think that presentationally the 
program can be shown as an adequate adjustment. 

Will the authorities actually request a stand-by? The National Bank 
definitely wants to, and one can see why access to more than $400 million 
might sway them. Both Popovic and Gudac have been much more cautious, and 
the former made it quite evident in a private discussion that he is against 
using the Fund. Against this, I have a strong impression that the National 
Bank's relative strength has increased and Bogoev has been a leading pro
ponent in the Executive Council and the Federal Assembly of a strong domestic 
and external program. Marjanovic 1 s personal guess was that there was a 
more than 50 per cent chance of a request being forthcoming. 

Finally, I think it would be unfair to hold the apparent failure of 
the 1979 stand-by against the Yugoslavs. In retrospect they misjudged the 
position at the end of 1978 as we warned them they might have. But they 
introduced new policies during the year and in some areas--incomes and 
fiscal, for example--they made more progress than we had realized. 
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Sandy knows my views and I am sure will represent them fairly. 
In passing, I should comment that he carried out the first week of 
the consultation discussions most competently and has, as previously, 
been a support to me. 

With personal regards. 

C~) 
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Yugoslavia--Stand-By Arrangement /I "' f Co f' 

/ cc:G~ p 

The brief for the 1980 Article IV Consultation discussions, on which 
I have reported,,to you separately, authorized the mission to discuss with the 
authorities a possible request for a stand-by arrangement covering the second 
and third credit tranches and the associated amount available under the 
Supplementary Financing Facility. 

During the Article IV discussions it became evident that a basis did 
~ exist for a possible agreement on such a use of Fund resources. In particular, 
( , the authorities' policies for 1980 aim at the following targets: 
', ./ 

1. 
cent in 1980 
5.5 per cent 
2.1 per cent 

A reduction in real growth from 7.1 per cent in 1979 to 5.0 per 
with real rates of growth of personal consumption declining from 
to 3.8 per cent, real public consumption from 5.9 per cent to 
and real fixed investment from about 8 per cent to 6 per cent; 

2. A reduction in the social product deflater from 22 per cent in 
1979 to 17 per cent in 1980; and 

3 ( .. 
3. 

1979 to $2.0 
A reduction in the current account deficit from $3.4 billion. in 

billion in 1980. 

After carefully examining the targets and associated policies the 
mission informed the authorities that, in its view, the big reduction planned 
for the current account deficit, which implies a large shift in the structure 
of production and resource use to e~ports and away from imports, would be 
difficult to achieve. In the conte1t of a possible stand-by arrangement, we 
said we considered a somewhat more gradual approach with a current account 
deficit of, say, $2.5 billion in 1980 to be followed by a further reduction .in 
1981 would have grea:t'er internal cortsistency between the external and domestic 
targets and be less disruptive in tJrms of real growth and employment. 

I 
Governor Bogoev of the National Bank accepts this view and will 

approach the Government to see if t~ey believe a program of this modified 
character would be acceptable. He made it quite plain, however, that it would 
not be possible at this stage for tie Government to reduce the target for real 
growth from 5 per cent or the associated monetary and credit targets, which 

) 

limit the increase in money supply ~o the rate of increase in nominal social 
product, i.e., an increase of 22 per cent during 1980. However, he was equally 
firm that the target for the current account balance was paramount and that 
domestic growth and credit targets would be reduced if this proved necessary. 
Exchange rate policy continues to dfpreciate the effective rate and, domestically, 
incomes and fiscal policies are ope ating more effectively. The Governor and 
his colleagues were convincing when they described to the mission the strong 
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political will that exists througho t the economy with respect to achieving the 

desired external improvement. I -
The mission drafted a lett r of intent for the Governor, which 

describes policies but which does n,t contain the detailed numbers for the 
current account target or for the p rformance criteria. The latter comprise 
those specified in the brief, namelt: 

1. Quarterly ceilings for net domestic assets; 

2. Sub-ceilings for cred[ to the Federal budget; 

3. Quarterly ceilings fo net foreign borrowing in convertible 
currency with a maturity of more th one year; and 

4. Quarterly balance of 
reserves of the banking system. 

]

layments tests covering the net convertible 

The National Bank has undertaken to telex to us during the week beginning 
March 10, 1980 their proposals for he missing figures. The stand-by arrange
ment would cover the period until D cember 31, 1981, but quantification of the 
period subsequent to December 31, 1 80 would need to be decided in the context 
of a mid-term review. 

The National Bank expects o know by mid-March whether the Government 
will accept the basic approach cont ined in the draft letter. If it does, and 
if you are willing to endorse the b sic approach, provided it is supported by 
satisfactory quantification of the uarterly ceilings, then it would be possible 
for a small mission to be in Belgrade in the last part of March to finalize 
the letter. Logistically, such a t~metable would not present major difficulties 
in that I shall be returning from a mission to Israel around March 22-24 and 
could easily be in Belgrade on the ~y back to Washington. 

The members of the mission personally believe that there is a suffi
cient basis to enable you to suppor the proposed program, but we realize that 
our belief is predicated upon sev~r~l intangible factors such as the ability 
to effect significant structural ch~nges in the external sector relatively 
quickly, the willingness of the Gov~rnment to be flexible in its policies and 
above all in the willingness of all !economic units to accept short-term sacri
fices. To this extent, acceptance f the proposal will entail some degree of 
trust on the Fund's part. On the o her hand, the performance criteria on 
foreign borrowing and the balance o payments test will quickly show whether 
the program is working or not. We an only repeat that it is not the easiest 
of programs to judge but on balance we recommend it for your consideration. 

Procedurally, we have unde,_1taken to inform Governor Bogoev as soon as 
possible of your decision on whetherl to authorize further discussions. 

cc: Mr. Whit tome / 
Mr. Finch 
Hr. Watson 
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March 4, 1980 

MEHORANDUM FOR FILES 

Subject: Yugoslavia--Stand-By Arlangement 

I 
Mr. Gudac saw me today prior to leaving for New York to 

enquire about the status of discussions regarding a possible stand-
by arrangement. I told him that ke had begun informal talks with 
the National Bank and that we wou~d probably describe a. program that 
include (a) a rate of growth of SI per cent; (b) a money supply target 
of 22 per cent during 1980; and (c) a current account target somewhat 
greater than the current official! one of $2 billion, but which would 
n·ot, of course, prohibit the authprities from endeavoring to reach 
a lower one. I said that we woul1d probably furnish a draft letter 
for illustrative purposes. After/-that, it would be for the Yugoslav 
authorities to decide whether the~ wished to proceed further. In the 
meantime, on its return to Washington, the mission would ascertain 
whether a program along the linesi discussed would be acceptable to 
the Managing Director. ~: 

On timing, Mr. Gudac t ought it would take the authorities 
from 6-8 weeks to decide whether they wished to proceed and economic 
developments in that period could

1 

influence their thinking. 

On a personal basis, M~. Gudac said that the Ministry of 
Finance was more cautious than t~e National Bank in approaching upper 
tranche use. Partly this was be~ause the Minister was directly involved 
in the G-77 discussions criticizing Fund conditionality and therefore 
found it more difficult to envis~ge an about-face by accepting present 
conditionality. He said that in 

1

contrast the National Bank was more 
interested in the financial aspe~ts, given their responsibility for 
maintaining Yugoslavia's internalional liquidity. 

An. f 5.1. 
Geoffrey Tyler 

cc: ~.r. Whit tome ./ 
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March 4, 1980 

MEMORANDUM FOR FILES 

Subject; Yugoslavia 

I spoke to Mr. Tyler in elgrade this morning. He said that a 
draft letter of intent had been pr vided to the Yugoslav authorities. It 
is largely based on present Yugosl v intentions and objectives. Although 
no figures had been included those that lay behind the thinking suggested 
that the current account position ver the next 12 mqnths might improve 
b:x, some $1 billion in comparison w"th the current account deficit\foreseen 
foE"J9.79 ($3. 4 billion). The Yugos av authorities were intent on achieving' 
a substantially bigger improvement but there were questions regarding the 
consistency of their aims regardins the external accounts:'and those regard
ing the domestic accounts. The Yugoslavs will now consider the position 
further, Mr. Tyler said that one ~ifficulty was the difference of opinion 
between the National Bank and the !:{inistry. It seems that the National 
Bank were ready to go forward with a Fund operation but that the Ministry, 
influenced particularly by the lea~ing role it continuously sought to play 
within the G-24 and G-77 was most · eluctant for presentational reasons to 
be seen to be accepting Fund cond"tionality. At present it was imposs
ible to say how these diff;erences f view would be resolved. 

cc; Managing Director 
Deputy Managing Director 
EED 

· :P. S, :r gave Rud;lng the gist of 

L.A. Whittome 

conversati.on. 
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INTERNATIONAL MONETARY FUND 

Yugoslavia--Fund Mission in October-November 1980 

Preliminary List of Questions 

October 3, 1980 

PLEASE UPDATE AND REVISE THE ATTACHED TABLES AT THE BACK OF THE 

QUESTIONNAIRE. 

1. Please discuss developments in the major domestic demand components 

in 1980. What are the preliminary views of the authorities as to the 

expected growth rates of .private consumption, public consumption, and 

fixed investment in 1980. Please analyze inventory movements by main 

commodity groups in 1979 and 1~80 and expectations for 1981. 

2. Please outline developments in aggregate production and its 

principal components in 1980 and the tentative targets for 1981. 

3. Please analyze developments in prices in 1980. Why have prices 

risen at a faster rate than foreseen at the time- of the last Fund 

mission in May 1980? What is the preliminary thinking of the author-

ities as to the objectives of price policy for 1981? 

4. Please describe trends in personal incomes in 1980. What are 

present objectives of incomes policy and.what specific measures and 

arrangements have been made to ensure that ·these objectives will be 

achieved? 

5. Please analyze the developments in the main monetary and credit 

aggregates (Table 6) in 1980, including an assessment of the factors 

accounting for the higher-than-programmed rate of credit expansion. 
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Please comment on the forecasts provided for end-December 1980 for. 

domestic credit and National Bank of Yugoslavia credit to the 

Federation (Table 6a)o 

6. Kindly. discuss your ~reliminary thoughts on the targets and 

objectives of monetary and credit policy for 1981, indicating the 

key assumptions on which the targets are based. 

7. Ple~se provide a written list of the principal monetary credit 

~ measures introduced since May 1980, including those affecting credit 

extended on the basis of foreign exchange deposits. 

8. Please analyze developments in revenues, expenditures, and 

financing of the federal budget in 1980. 

0 9. Please discuss trends in major fiscal aggregates for the public 

sector in 1979 and 1980. What are your preliminary views on the 

objectives of fiscal policy in 1981 and on measures that might be 

taken to achieve them? 

(-.... 10. Please supply a written list of the main fiscal measures 
~. / 

introduced since May 1980. 

11. Please analyze the significant developments in the current account 

of the balance of payments in 1980. 

12. Please discuss your preliminary forecasts for the current account 

of the balance of payments for 1981. What are the price assumptions 

including those for imported oil underlying these forecasts? 

13. Kindly discuss the effects of June 1980 devaluation on export 

performance and prospects, including tourism. What will be the prob-

able objectives of exchange rate policy for 1981? 
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14. Please comment on significant developments in the external 

capital account in 1980. To what extent has increased short-term 

borrowing to date during 1980 been used to offset the shortfall in 

obtaining longer-term financial credits? What are the prospects 

for capital inflow from longer-term bank loans during the remainder 

of 1980? Please provide a detailed account.of the status of loan 

agreements with Western creditor countries giving longer-term 

financial credits. 

CJ 15. Please provide an assessment of prospects for long- and short-

tenn external capital movements in 1981. 

16. Please describe trends in trade with other socialist countries 

in 1980 and also capital transactions with these countries. What 

c=) developments are expected in 1981? 

( 
\ 

17. Please indicate the tentative plans for increasing external 

reserves in 1981 and the role expected to be played by foreign borrow-

ing in meeting these plans. Please provide data for 1980 (quarterly) 

showing the foreign asset position of deposit banks. 

la. Please review the present short-term and longer-term foreign debt 

positions with particular reference to the future debt service. 

19. Please describe developments in borrowing by the commercial banks 

in 1980, including exceptional financing~ What are the preliminary 

expectations for 1981? 

20. Please provide a chronological listing of the main changes in 

trade and exchange regulations since May 1980, including any signif-

icant shifts in the allocation of imports between the various categories. 
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Revision ?nd Updating of Tables 

In the attached tables, we would appreciate' that the latest revised figures 

for 1979 be entered. Figures for 1980 should be the latest forecasts or pro

jections based on the most recent development. With respect to forecasts for 1980'
1 

-we .._-ould b'e •:grateful if figures could be provided based on the preliminary think-

ing of the Yugoslav authorities. 

\, 

'.-
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Table 1. Yugoolavln: 

1979" 1970-75 
In billions of Annual 

dinars at average 
current prices 

Private consumption 5.5 

Public consumption ]:/ 4.2 

Gross fixed capital formation 7.2 

Increase in stocks ll 

Gross domestic expenditure 5.7 

Exports 7.3 

Imports 6.0 

Gross social product 5.9 

Memorandum item: 
Gross social product def la tor 

I~' 
' ' '- / 

Nntlmrnl /\cco1mts, l/ 1970-80 

1976 1977 1978 1979 

Percentage change in 

4.4 7.0 7.0 

3.4 7.4 5.3 

6.2 11.1 11.2 

(O. 6) (1.0) (0.7) 

-0.5 12.8 5.9 

10.6 -4.4 0.4 

-5.0 12.5 -1.0 

3.9 7.9 6.6 

13.4 14.8 15.2 

o ... 
- ' 

1980 1981. 
Latest Preliminary 

forecast Plan forecast 
constant prices 

3.8 

2.1 

5.8 

(O. 7) 

3.7 

6.0 

!!_/ 

5.0. 

16.-0 

Sources: Resolutions on Realization of Social Plan 1976-80 for 1979 and 1980; and data supplued by the Yugoslav authori
ties. 

1/ Based on material product national income accounting according to Yugoslav methodology, which excludes serv:i,ces 
rendered to individuals from the gross material product. Gross domestic product is estimated to be about 15 per cent 
higher than gross material product or gross social product. 

2/ Includes material costs of general and collective consumption only. 
3/ Includes statistical discrepancy; percentage changes indicate contribution of growth in real gross social product. 
?!__/ The Yugoslav authorities intend to keep growth of imports in line with balance of payments capabilities. 
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Table 2.i Yugoslavia: Oil--Imports, Exports, Domestic 
Production, and Consumption, 1976-80 

(In thousands of tons) 

1976 1977 1978 1979 

Imports 
Crude oil 8,293 9,650 10,380 11,814 
Refined products 913 1,330 1,640 1,412 

Exports 
Refined products 268 1,033 1,074 750 

Total net imports 8,939 9,947 10,946 12,276 

Docestic production 
of crude oil 3,880 3,951 4,076 4,143 

- Cor:sumption 12,819 13,898 15,022 16,419 

Price of imported crude 
oil 1/ 12.7 13.9 13.9 23.2 

Source: Data supplied by the Yugoslav authorities. 

1/ U.S. dollars per barrel. 

1980 
Latest .. _ .·-

Forecast 

I .. ' 
I 
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Table 3. '"'Yugoslnvfo: Selected Components of Household Income!/ 

1976 1977 1978 1979 1980 1977 1976 ·1979 1980 
In billions of dinars Latest Annual percentage change Latest 

Net personal income from 
socialized sector 

Social security transfers 

Proceeds from sale of agri
cultural products and cattle 

Net remittances from abroad 
" ' . 

So.urce: Statisticki Bilten • 

• 

211.6 269.l 342.8 

52.9 64.4 82.6 

26.2 33.1 39.9 

24.1 24.3 30.8 

forecast 

• 0 

443.5 27.1 15 .a. 29.4 

109.0 21. 7 28.3 32.0 
'I 

45.6 26.3 20.1 .. 14.3 

37.6 0.8 26. 7 22.1 

1/ The data in this table relate to the incomes of household units and hence are not directly comparable 
with Table 14 where''the data are on a "per employee" basis. 

-------- ---

forecast 
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Table 4. Yugoslavia: Quarterly Changes in Price Indices 

(Percentage change over same quarter of previous year) 

1976 1977 1978 1979 1980 

Producers' prices of industrial goods 

I 9.5 7.7 9.8 9.6 
II 6.1 9.5 7;8 12 .. 5 
III 3.9 10.3 7.6 15.2 
IV 6.8 10.0 8.4 15.1 ,-, 

( __ ; 
Annual quarterly average 6.6 9.4 8.9 13.1 

Retail prices 

I 13.1 11.l 12.5 18.2 
II 10.0 13.1 13.1 21.0 
III 6.4 14.2 \ 13. 2 25.0 

() IV 8.4 14.5 14.6 24.5 --
Annual quarterly average 9.5 13.2 13.4 22.1 

Cost of living 

I 16.5 15.1 12.0 17.0 
II 13.2 13.6 13.4 20.1 

( III 7. 6' 15.2 14.7 22.4 
\ ,) IV 1 14.8 15.9 22.3 

Armual quarterly average 11. 4 14.7 14.0 20.4 ... ' 

Sources: Indeks and data supplied by the Yugoslav authorities. 



Table 5. Yugoslavia: Annual Changes in Price Indices 

Producers' prices 

Industrial goods, total 

Investment goods 
Serr:.ifinished goods 
Consumption goods 

An 1 1 d 1 r_gt:icu tura goo s' to ta 

Retail prices 

Ge:cer al index 

Agricultural goods 

C''ncustrial goods 
-6'~rvices 

Cost of living 

Ger:eral index 

Food 
( 'lcthing 

Services ]:./ 

Export prices ]_/ 

p:::-ices ;}./ 

Sources: Indeks; anfi 

(Annual percentage change) 

supplied by the 

1976 

6.1 

11. 2 
6.1 
5.3 

14.4 

8.6 

13.2 
8.5 

12.8 

13.5 
11.1 

. 11.3 
12.8 

4.0 

3.0 

Yugoslav 

1977 

9.5 

9.5 
8.8 

10. 7 

12.1 

13.6 
12. 4 
13.6 

15.0 

19.0 
11.l 
12.4 
13.6 

13.0 

14.0 

a,uthorit:ies. 

1978 

5.3 
7.9 
9.7 

13. 4 

15.4 
13.3 
13.9 

15.2 
16.8 
14.5 
14 .s 

9.0 

s.o 

// 

1979 

6.1 
16.0 
11. l 

21.9 

20.4 
22.9 
21. 7 

20.4 

18.3 
20. 7 
18.4 
26.4 

15.0 

19.0 

1980 1./ 

i 
I 
! 

I 
I 

"'! 

I 

l/ 
21 
3/ 

I 
Latest period of 1980 for which data are available compared with corresponding period of 1979! 

Exclusive of rent. 
Unit values of goods in dinars. 

0 
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Net foreign assets 

Domestic credit 
Short-term 
Long-term 
0th r 2/ 

Money supply ]_/ 

Quasi-money !!_/ 
Of which: 
Foreign exchange deposits 

Other, net 

Trihl0 6. Y11r,oslnvin: Mon 0. t".-iry S1irv0y 1 I 

(Tn hi]lions of clinnrs) 

1980 
1977 1978 1979 I II III 

Level at end of period 

-14.0 -33.4 -112 .0 

731. 9 948.0 201.3 
155.5 193.0 246.6 
514 . 5 637.8 787.4 

61. 9 117. 2 167.3 

257.2 329.4 386.4 

326.7 436.1 560.2 

99.5 155.3 200.2 

134.0 149.1 142.7 

Source: Social Accounting Service of Yugoslavia, Sta tistical Bulletin, various issues . 

1/ Derived from the balance sheet for all banks. 

IV 1978 
Forecast 

-19.4 

216.1 
37.5 

123.3 
55.3 

72.2 

109.4 

55.8 

15.1 

2/ Includes foreign exchange claims on domestic clients, and investments in short-term and long-term securities. 
}/ National Bank definition of money supply. 

1980 
1979 I II III IV 

Forecast 
Changes during period 

-78.6 

253.3 
53.6 

149.6 
50.1 

57.0 

124.1 

44.9 

-6.4 

""§_! Comprises foreign exchange deposits of residents, other sight deposits, time deposits, restricted deposits, securities issued by banks, 
and claims on banks in respect of pooled resources. 
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Tnhl0 nf]. Y11p;oR1nvin: Q11nntitrit:i.v~ P0r.fonnnncP. 

CrHerifl i.n St1md-By Arnmgement ~V 

-------------------------·----.. --.. 

Net domestic assets of the 
banking system; in billions 
of dinars 

Net credit of the National Bank 
to the Budget of the Federation; 
in billions of dinars 

Cumulative change in net convert
ible foreign assets of the 
National Bank; in millions 
of U.S. dollars]._/ 

Convertible currency debt out
standing; in billions of , 
U.S. dollars!!._/ 

1979 
December 31 

Actual 

1,201 

68.7 

12.3 

1980 
June 30 Sept. 30 Dec. 31 

Actual Fore-

1,368 1,400 

77. 9 

-972 

13.1 

Source: Dat:a supplied by the Yugoslav authorities. 

June 30 

1,321 

76.4 

-900 

13.6 

1980 
Ceiling Under Program 

September 30 ]:_/ December 31 

1,381 1,466 

77 .4 77.9 

.-500 

14.2 . 14.7 

1/ Quatltitative performance criteria for 1981 to be determined at the time of the mid-term review. 
Z/ 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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-~------ ··--·- ______ _,_ •. ,_._,......_ __ , ... _ ...... _ .. ,,_ ........... ..,1;·:~ ,,._,_..._ .... ..,,. ... __________ ---------

1970 197 'j 1978 1979 1980 

Pcrccnt:1gc 0 to t:.i l 

··-----------· 

Total money supply 'J:./ 100.0 100.0 100.0 100.0 ----
Socialist enterprises 20.0 3J.5 l12. 6 41. 2 
Federal Government 3.5 l. 8 1. 9 2.3 
Other sociopolitical 

communities 9.2 B.1 8.2 9.0 
Social funds l. l 2.4 1. 2 1.5 
Other organizations 18. l 17.3 17.1 17.4 
Households l1l. 6 31.4 24.6 25.6 
Rest of the world 0.3 o.~ 0.1 0.1 
Float 6.2 5.2 4.3 2.9 

'Source: National Bank of Yugoslavia, Quarterly Bulletin. 

1/ Compared with September 1979. 
2/ Ml. National Bank definition. 

1970-75 197fi 1977 1978 1979 1980 

------------'--------_.........,.sc .. p.t.._l/ Annual percentage change 

.. 
55.5 20.0 28.1 ,17 .J --

l, 4. 3 109.9 23.3 17.2 lJ.6 
lLi. 0 8.0 44.4 64.1 40.6 

26.9 33.9 8.7 66.3 27.7 
53.0 18.2 -10.3 11.4 . 46'. 2 
28.6 51. 7 28.3 21. 6 19.7 
22.9 19.5 18.7 32.6 22.1 
32.0 -25.0 66.7 
25.2 11.3 -22.8 131.1 -20.6 

'_. 
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197S J97R 1.979 1980 

Short-term 
Long-term 

Total 

Socialist enterprises 
Federal Government 
Other sociopolit:lcal communities 

and social f un<ls 
Other organizations 
Households 

I'en:c11lngl~ o total :il 
end of period 

23.6 22.1 
7 • 4 _IL.!l 

100.0 100.0 100.0 

77. 6 77. 3 78.0 
9.3 7.3 6.5 

J.O 1. 9 1.8 
2.3 3.3 3.2 
7.8 10.2 10.5 

Source: National -Oank of Yugoslavia, Quarterly Ilulletin· 

1:/ Compared with September 1979. 

t. 

0 

1976 1977 

. 2l1. 7 17.9 
26.4 2l1. 4 

26.0 22.9 

25.6 21. 6 
15.6 24.4 

5.8 6.2 
49.5 48. 7 
43.1 28.9 

1978 

23.7 
27.2 

26.4 

27.4 
7.7 

11. 7 
26.6 
38.7 

1979 

27.5 
25.8 

26.2 

27.5 
12.5 

lf1. 0 
22 .11 
29.7 

1980 1/ 
seet. 
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Table 9. Yugoslavia: Budget of the Federation 

c·~s-::o:::.s duties and other i::port fees 
c~n::::i:utior..s fro:w republics .:and 

Exc~ange ?rcf i=s 
O:h~::'" :.a.~es 

~;; n :3~ re· ... ~e::ues 

::.t::--~::::;."t :.en i~ 1.:he: econ:2':::: 
?::. :-e.:.~F'l t::aC:e 
}.s::--i.:::l ::ure, 

c: ·.::-.icC:: 

\In millions of dinars) 

1975 1976 1977 

25,386 30, 071 39, 755 

27. 701 33,374 38,996 

l, 568 76 80 
:13 86 96 

s s, E29 6!; '878 80, 012 

£.)C.90 S,662 10,908 
23, .:55 32,587 38,131 

.:. ) 554 5,448 6,139 

c,:s1 9,548 10,410 
13, G24 17' 714 22,257 
('?,;43) (13,271) (19,809) 
(3,:31) (4,443) (2, 448) 

556 734 547 

59,5!.8 75,540 88, 982 

-.3, 719 -10,662 -8,970 

10, 662 

3, E'.l8 6,805 3, 9&0 
l·:Y,~00 5,800 13, 000 

($,Ll)Q) (/, 900) (11,200) 
-:76 -1, 145 -562 

1978 

23,333 

20, 827 
26,273 

121 

7 2. 601 

13,066 
li2,595 

7. 028 

12,4'-l 
1,415 

(1, 277) 
( 135) 
551 

77,886 

-5,2£5 

(9,~57) 
-8{, 7 

1979 

23,765 

28,436 
38,510 

] 64 
2, 689 

93, 564 

15,325 
55,051 
10,502 

H, 794 

(--) 
(--) 
651.t 

97,3SO 

-37816 

(E,L51) 
-l,614 

1980 
Original Latest 

30,591.0 

36,914.5 
48,859.0 

154. 7 

119' 087. 6 

17,491~0 

/J,597.S 
13,833.9 

18,519.2 

(--) 
(--) 

765.2 

125,329.0 

-6,241.4 

(9,200.0; 
-1,373.1 

/ -1, 492 -3, 621 -3,055 -2,857 -1,349.8 

,-""" (_) 

... 
-220 -247 -284 -300 -164 235.7 

.!..::::. ~:: _ic?s ... '-:::o :i:?OS i ::s a:::: 
::c..:: r. ;:)a ~G,~CES -l ,SOO 1,400 -1, 700 

-7,E69 ll -1,604 -2,405 

5:t.::-.::e:: D~t:a St:?;ilied by Lhe Yugoslav aL:th"orit:ies; budget documents published in .::..=.=c.::_::c:;.:::.-::=-=:.• and ~ational Bank of 
-::-·.:;;:.s:z·::.a, E77 ar.d .;o..;;_:::.::.~~-;c...;;.==-=='-· 

: ::i=-:ig-=i :oa::.s 
== :.~;:: l.:a~s. 

:o:: 15'7 

l: 1t is 1 

leans a-::e no lcnger used to fina...-ice the federal b'udget deficit. ?.epa:;.-nent of roost previously constracted 
is no~ the res?onsibility 0£ the organizations of associated labor, which were the actual beneficiaries 

, 19/6, and the 1977 outturns, data on repayment of bank credits are included in net bank credits. The 
or 1975 and ::he Plan for 1979 do net include data on repay.-nent of bank credits in net bank credits. 
kely that this residual is ?riroarily accounted for by bend amortization, but data are not available. 
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Tahle 10. Yugoslavia! Public Sector Operations 
by Level of Government 

(!n billions of dinars') 

1975 1976 1977 1978 

FeCeral budget 

Revenues 55.8 64. 9 so.o 72.6 
Expenditures 59. 5 75.5 89.0 77.8 

Of "hich: 
Tra::isfers to other budgets (l..6) (5. 4) (6.1) (7 .C) 
Transfers to funds and cat=runi ties 

of intere_s t ...J.2.:.l) .. 12.!.§) (10. 4) (13.8) 

Surplus or deficit -3.7 -10. 6 -9.0 -5.2 

3uCgets of republics and auconomous provinces 

Revenues 18.2 21. 0 25.5 37.5 
Of lr."hich: 
Gra:r:ts froc other governme:nal units (~. 9) (5. 2) (6.1) {7. 0) 

E.:>:?endit:ures 18. 9 21. 9 25.3 37.l 
Of lol'hich: 
'I:::ansfers to other goverrn::e.-ital units 1.1 _Jl:l) _i!..:2) (2.5) (3.0) 

s~rplus or deficit -0. 7 -0.9 0.2 0.4 

Bt.:t::ge~s of CC':::C~:1eS and cities 

3,e;.'enues 16.2 20.2 22.i 30. 9 
Oi t.·~ich: 

Gra.:17:.S froz. other governmental units (2 .0) (1. i) (--) (3.0) 
~;ve:.ditures 18.2 20. 5 26.8 31.5 

o: •hlch: 
'Iransfers to other govc=r..:::.ental units ..J..Q.:_£) (0. 3) ____\=) _i:::) 

Sur;ilus or deficit -0.3 -4.1 -,0.6 

Soc!.al security funds 11 

?..eYenues 66.S 85.2 105.S -l35.B 
Oi ..._-hic'r.: 
Gra:"lt.S ire::: federal buCget (5.5) (i.&) (7 .1) (12 .L.) 

Gta:;::s :ro:-: other budgets (--) (--) (2.5) (--) 

Z:x7a:!C.:.:u.res 69.0 89.0 1G5. 3 l36.0 

Surp.lcs or d~ficit -2.2 -3.S 0.5 -0.2 

T<..:::~s and int.:: rest co~unitiE;s y 

?.evenues 52.3 21 67.l y ~9~7 131. 3 
Of i.r.-hich: 
Grant.s frc;:i federal budge: 7) (1. E) (3. 3) (l. 4) 

E>:?er .. Gi tu:-es 63. 4 84 .. .5 130. 7 

Surplus or deficit 4.0 3.7 5.2 0.6 

Cco..s:::>liCateC public sector 1.1 

Revenues 197.8 241~4 304. 7 384.3 
~J..."'fiendi tu res 200./; 253.3 3li. 9 3SS.3 

Surplus or deficit -2. 6 -11.9 -7. 2 -5.0 

FL,anci.."lg 

Ex'::ernal, net -2.2 -1.5 -0.l -0.l 
Do=.estic, net 4.8 13.4 7.3 5.1 

Sources: Data supplied b~• the Ya~osl.av authorities; S1uzheni T~i~t~ ~ntioflE!. Ba~k 
:-=-~='--'=""-'='- ajd Quarterly Dulletins;- and I?-!F r-o .. ~rern-=.e:lt F::'!!znce 

1/ ?reli~inary. 
2! Not including agreed contributions to the federal budget. 
}/ Including coc:::unities for chilci protection and health, pensi~n, a~d i."J:"<'alid 

i:;surance. 
!:_! E.xcluc::..-ig social security funds above and the fund for the tleveloprne~:: of the 

u~CerdevelopeC regions. Data o~ ~hese fu~ds anC interest co:=unities are e~;-ated by 
t~e~ting the~ as a resiCual using data on the ccnsolidateC public sector, ·£rznt.s a~d 
~=a~sie~s~ anC o~ c~yenditures and revenues of o~her levels of goverru:.en:. 

51 Due to rounding errors, the esticated expe:lditure and revenue dat2 n::>s--,.llt.ed in 
e St:~plus of Din J.6 billion, instead of Din 4.0 billion. Revenues ..... ere acjus::ed 
i.:;:·.·;ord by· Dir. O. 6 billion. 

Due to rounding errors, reve::r.ues ,,.·ere adjusted U?\.·.:ard by Din D~ 5 billion ... 
E:>:cli.:;sive o! gro..."1ts ar.? t.ra.~sfers arnong go\•ernr:ie.;it.sl units. 

1979 1/ 
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'I.able 11. Yugoslavia: !!&lance of Payments, 1976-80 ];/ 

(In million• of u.s. dollan) 

Revised 
estimate 1.977 1978 

1979 
.Project:ion 

1980 

A. Goods and services and 
unrequited transfers -l ,346 -1,283 -2,490 

Exports f.o.b. 5,191 S,809 8,240 
Imports c.1.f. -9 r 789 -101439 -15,260 

Trade balance -4,598 -4, 630 -7' 020 

Services and unrequited 
transf er11 

Credits: 
llorurs and e.migra.nts 

rem 1 t: cance11 l.I 2,505 2,950 4 ,490 
Travel 915 1,130 1,360 
Transportat:ion 1,100 1,200 1,460. 
Interest 135 170 120 
Other 740 810 l, 720 

Total 5,395 6,260 9 ,150 

Debits: 
Workers and e!lligrants 

remit: ta nee a l/ -725 -1,280 2,080 
Travel -98 -128 160 
Transportation -sos -590 700 
Interest -410 -495 900 
Other -405 -420 780 

Total -2,143 -2. 913 4,630 

Services and unrequited 
t:ransfers (net) 3,252 3,347 4. 530 

B. Long-ten11 capital 1,402 1,350 2,470 

c. Tot.al (A through B) 56 67 -20 

D. Short-term capital incl. 
bilateral balances, 
errors and omill siollS 40 12 

;;. TotfLl (A through D) 96 79 -20 

f. Allocation of SllRs 37 

G. Exceptional fin.anci.ng 75 350 400 

H. Total (A through G) 171 429 417 

I. Reserve movementa 
Use of Fund credit -112 -74 
SDRs -3 -7 
Reserve position in the 

Fund -81 
Gold -5 -10 
Official foreign 

axchange (increase -) -51 -257 
To cal -171 =429 -417 

Sources: National Rank of Yugoslavia; and staff estimates. 

1/ Deta on capital aceoUllt converted on statistical exchange rate basis. 
Z/ Data for 1979 and 1980 on a different statistical basis than for 1977 

=d' 1978. Data for former two yea.rs include, and for earlier two years 
exclude, internal transactions between foreign exchange accounts of residents. 

Latest Preliminary 
forecast forecast 

1980 19Sl 
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Table 12. Yugoslavia: Balance of Payments 

(Convertible Currency Area), 1977-80 1./ 

(In millions of·U.S. dollars) 

Latest Preliminar 
Revised Estimate Projection forecast forecast 

A. Goods and services and 

Q 

0 
c. 

.unrequited transfers 
Exports f.o.b. 
bports c.i .f. · 

T::-ade balance 

Services and unrequited 
t::r-ansfers(net) 

long-term capital 
Long-term capital 

received 
Drawings 
Repayments 

Long-term loans 
extended 

Total 

Total (A + B) 

I. ~~crt-term capital errors 
c~d o~issions excl. 
IteT. G 

(-.; '.Total (A through D) 
', _./ 

r. lilocation of SDRs 

G. Exceptional financing 

E. :otal (A through G) 

~eserve movements 
Ese of Fund credit 
SDRs 
Reserve position in 

the Fund 
Gold 

1977 

-1!020 
3,540 

-7!600 
-4,060 

3,040 

2,289 
-901 

-208 
1,180 

160 

64 

96 

75 

171 

-112 
-3 

-5 
Official foreign exchange 

(in.crease - ) -51 

c -171 

1978 1979 1980 1981 

-1,272 -2,330 
3,971 5 ! 490 

-8,373 -12,020 
-4,402 -6,530 

3 ,130 4,200 

2,430 3,970 
-1,200 -1,570 

-130 -90 
1,100 2,310 

-172 -20 

251 

79 -20 

37 

350 400 

429 417 

-74 
-7 

-81 
-10 

-257 

-429 -417 

Sources: National Bank of Yugoslavia; and staff estimates. 
l/ Data on capital account converted on statistical exchange rate basis. 
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Table 13. Yugoslavia: Foreign Trade Indicators · 

(Percentage change over Erevious year! in terms of US$) 

1976 1977 1978 1979 

E:>:ports 

Value 16.7 8.0 11.9 16.9 
Volume l! 15.2 -2.7 2.7 1.6 
Price 4.0 11.0 9.0 15.0 

I!!ports 

Value -7.4 32.5 6.6 34.3 
Volu:ne 3_! -10.1 16.6 1.5 12.9 
Price 3.0 13.6 s.o 19.0 

Te!'rr.s of trade 1.0 -2.6 3.8 -4.3 

Sources: Data supplied by the Yugoslav authorities; IMF, International 
:i~a~cial Statistics; and staff calculations. 

Latest period of 1980 for which data are available compared with 
co!'res?onding period of 1979. 

Derived from value data converted at current exchange rates and 
?r~ce indices reported to IFS. 

Latest period 
1980 l_/ 
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TAble ·14,. i'ugo!:llavla: Cummotllty CompoAition of Foreign Trade 

_, ____ ... ______ --- ------------·---... --·_.... ..... ._... __ ,......,._ __ -~,..,-.... -
Exports ·-------- Imeorts 

Per cent Per cent 
Percentage Share Change Over Percentage .Share Change Over 

of Total Previous Year 1/ of Total Previous Year 1/ 
1970 1978 1979 118? 1978 1979 1}_~0 1970 1978 1979 1980 1978 1979 1980 

Economic classification 100.0 100.0 100.0 7.9 14.5 100.0 
Raw materials and semi-

manufactures 52. 4 49.6 53.5 5.3 23.5 63.2 
Equipment 14.4 19.9 17.5 4.8 o~4 17.9 
Consumer goods 33. 2 30. 5 29.0 14.6 9.1 15.4 

SITC classification 100.0 100.0 100.0 7.9 14.5 100.0 --Food 10.0 8.3 11. 7 -4. 9 7.0 
Beverages and tobacco 3.5 2.2 2.2 21.8 13.9 0.2 
Raw materials 9.4 7.9 9.2 -11.4 31.4 10.9 
Fuels and lubricants 1.2 2.6 3.0 -3.2 32.7 4.8 
Animal and vegetable'fats 0.1 0.3 0.7 220.0 182.4 0.7 
Chemicals 5.8 8.3 9.6 41.3 32.2 9.3 
Manufactured goods and 

equipment 29.3 22.2 23.6 4.5 22.0 28.8 
Electrical and trans-

port machinery 22. 7 31.7 29.8 7.4 7.6 33.2 
Miscellaneous rnanu-

factured goods 12.8 14.1 13. 3 9.3 8.4 5.1 
Other 0.7 0.3 l1,.8 -45.8 

Source: Social Accounting Service; Inde~. 

1/ Value data converted at statistical exchange rate. 
J;,/ January-September 1980 or latest period for which data are available. 
3/ Latest period compared with corresponding period of 1979. 

-------------

]) 11 

100.0 100.0 3.7 28.8 

63. 3 64. 7 5.6 31.5 
25.7 24.4 5.3 22.8 
11.0 10.9 -9. 0 27.8 

. 
100.0 100.0 3.7 28.8 

5.9 7.2 -23.1 57.0 
0.2 0.2 -11..8 57.5 

10.0 9.2 5.9 17.2 
14.3 17.4 10.6 56.6 
0.3 0.2 -29. 8 -11.3 

11. 4 11.3 15.3 27.4 

17. 0 15.9 -3. 7 - 20.3 

36.4 34. 4 7.1 22.1 

4.3 4.1 8.1 24.4 
0.2 0.1 100.0 -21.1 



Table 15. Yugoslavia: Structure and Geographic Distribution 
of External Capital Account Transactions 

(In millions of U.S. dollars) 

Mediur:i- and long-term 
capi tal flows 

Gross repayments 
Of which to: 
Europe 

Austria 
France 
Germany 
Italy 
Switzerland 
Other 

North America, Japan, 
and the United Kingdom 

United States 
Canada 
United Kingdom 
Japan 

OPEC countries 
Iraq 
Kuwait 
Libya 
Other 

Other countries 
Kormal suppliers' credits 

and trade-related loans 1/ 
Of which from: 
Europe 

Austria 
France 
Germany 
Italy 
Switzerland 
Other 

Korth America, Japan, 
and the United Kingdom 

United States 
Canada 
United Kingdom 
Japan 

OPEC countries 
Iraq 
Kuwait 
Libya 
Other 

Other countries 
Financial credits (gross) 

Of which from: 
Europe 

Austria 
France 
Germany 
Italy 
Switzerland 
Other 

~orth America, Japan, 
and the United Kingdom 

United States 
Canada 
United Kingdom 
Japan 

OPi::C countries 
Iraq 
!Zuwait 
Libya 
Other 

Other countries 
Loan extensions (net) 

1978 1979 
Actuals 

1980 
Latest 

forecast 

2.. / Cc=iprise noTI"..al trade-related credits and World Bank loans. 

1981 
Preliminary 

forecast 
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Table 16. Yugo.sJavia: External Oebt: Oisbun.;ed and Oustundlng, 19711-79 1/ 

In millions of u •• dollars 

End of Period Totals 

1974 1975 1976 1977 1978. 

A. Repayable in convertible currencies ~851 5,819 6,998 8 ,413 10 ,4 71 
Medium and long-term 2/ 4,661 5,616 6,748 B,063 .10,039 
Public or publicly guaranteed (1,724) (2,294) (2,368) (2,192) (2,332) 
Private, not officially guaranteed ( 2' 93 7 ) (3,321) (4,380) (5,871) (7,707) 
Short-term 1/ , 190 203 250 350 432 

Bank liabilities ( 154) ( 92) 
Trade credits (36) ( 111) 

B. Repayable in bilateral currencies 591 768 934 l:_Ll27 1,362 

c. Total (A and B) 5,442 6,587 7,932 9,540 11,833 

Source: Data supplied by the Yugo~lav authorfries. 
1/ Values converted at statistical exchange rate. 
21 Original maturity over one year (includes IMF drawings). 
3/ Original maturity up to and including one year. 

19-79 1980 



c 

I 
,..--....... 

\ 
·..._ ' 

Table 17. Yugoslavia: External Debt Flo·ws, 1975-79 ];./ 

(In millions of U.S. dollars, unless other~~se specified) 

A. Repayable in convertible 
currencies 

Dra w"ings 
Debt service 

Amortization 
Interest ];./ 

B. Repayable in bilateral 
currencies 

Dra'ldngs 
Debt service 

Amortization 
Interest ]j 

C. Total debt (A+B) 

D. 

Dra'ldngs 
Debt service 

Amortization 
Interest ]j 

Debt service ratios 11 
(in per cent) 

a. Convertible currencies 
b. Total 

1975 

1, 770 
1,218 

(877) 
(341) 

400 
137 

(128) 
(9) 

2,170 
1,355 

(1, 005) 
(350) 

18.4 
16.0 

1976 

1,751 
1,199 

(813) 
(386) 

345 
99 

(90) 
(9) 

2,096 
1,298 

(903) 
(395) 

15.9 
13.6 

1977 

2,289 
1,297 

(901) 
(396) 

376 
163 

(149) 
(14) 

2,665 
1,460 

(1,050) 
(410) 

15.0 
13.8 

1978 

2,430 
1,678 

(1,200) 
(478) 

370 
117 

(100) 
(17) 

2,800 
1,795 

(1,300) 
(495) 

16.9 
14.9 

1979 

Sources: Data supplied by Yugoslav authorities; and Fund staff estimates. 

lf Excludes transactions with the International Monetary Fund. 
2/ Based on data valued at current exchange rates. 
}./ Ratio of debt service to exports of goods and services (valued at 

c~rrent exchange rates). 

Forecast 
1980 
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Table 1.8. Y,µgoslavia: Medium- and Long-Term External Debt 1/ 
and Scheduled Oebt Service Payments 

A. Repayable in convertible 
currencies 

Amortization 
Interest 

Total debt service 

B. Repayable in bilateral 
currencies 

Amortization 
Interest 

Total debt service 

(In millions of U.S. dollars) 

Amount Oustanding 
21 September 30, 1980 -

Including 
Disbursed Undisbursed 1980 

1,600 
850 

2,450 

150 
50 

200 

Schedule of Debt 
Service Payments 

1981 

1,500 
950 

2,450 

180 
70 

250 

1982 

1,400 
1,150 

2,550 

200 
80 

280 

1983 

1,550 
1,300 

2,850 

250 
100 

350 

Beyond 
1983 

9,415 

1,275 

Co Total (A and B) 
Amortization 
Interest 

1,750 
900 

1,680 
1,020 

1,600 
1,230 

1,800 10,690 
1,400 

Total debt service 2,650 2,700 2,830 3,200 

Source: Data supplied by the Yugoslav authcrities. , . 
1/ Original maturity of more than one year; data valued on statistical exch;~nge rat,.1?,bf.l~ls. 
2/ On latest date for which data sought are available. ! '; 
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INTERNATIONAL MCNE'TARY FUND 

Yugoslavia 

Minutes of Meeting No. 1 
Held at the National Bank of Yugoslavia 

on W~esday, October 29, 1980, at 9:00 a.m. 

Yugoslav reEresentatives 

Mr. I. Marjanovic, Deputy Governor, 
National Bank 

Mr. D. Dimi trevic, Director 
National Bank 

Mrs. G. Hofmann, Director, 
National Bank 

Mr. J. Petrovic, National Bank 
Mr. S. Stamenkovic, Assistant Secretary, 

Federal Secretariat f o.:t Market and 
General Econanic Affairs 

Mr. Prica, Advisor, Federal Secretariat 
for Foreign Trade 

Mrs. A. Djer:rnanovic, Advisor, Federal 
Secretariat for Foreign Trade 

Mr. A. Jovicic, Advisor, Federal 
Secretariat for Prices 

Mr. T. Gudac, Special Advisor, Federal 
Secretariat for·Finance 

Miss·G. Djurdjevic, Interpreter 

IMF representatives 

Mr. Tyler 
Mr. Manison 
Mr. Loser 
Mr. Buyse 

mRD representative 

Mr. Bery 

Mr. Marjanovic initiated the meeting by v.;elcaning the Fund mission, 

and suggested a timetable of meetings for the following days. Reflecting 

earlier informal discussi'?ns with Mr. Bogoev, it -was agreed that during ti.'1e 

visit a selection of topics related to the current stand-by arrangement and 

any future use of Fund resources W"Ould be discussed. Those 1AOuld be based 

on the questionaire sent earlier during the rronth by the Fund staff to· the 

I . ' 
I. ' .. 
l I 
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authorities. It was further agreed tba.t deVelopnents and prospects for 

1980 wuld be discussed during the next days, while the projections for 1981 

would be covered during the following -week. The rest of the meeting could be 

devoted to reviewing derrand and supply developrnents during 1980. 

I. Aggp=g:ate Demand 

Mr. Starrenkovic said that his views on developments in aggregate 

de.rriand during the first part of 1980 were based on partial indicators :a:ost of 

which were complete through to September 1980. He then discussed the major 

developments in aggregate demand over the first :a:onths.of 1980. The main 

feature of demand during the first part of the year was the continued high 

levels of experrliture during the first twJ :a:onths of the year, that reflected 

a considerable disequilibrium between supply and danestic demand, aggravated by 
f 

a sharp increase in exports. At the end of the first quarter and during the 

second quarter of the year these expansionary tendencies ameliorated and the 

imbalances were reduced. For the year as a whole, aggregate demand was not 

expected to increase appreciably while GSP was projected to increase at a 

rate of no more than 2.5 per cent over 1980. 

The rise in private consumption was expected to decelerate markedly 

during 1980, although no canplete info:a:na.tion was currently available to. fully 

confirm the view. To a large extent, the assertion was ba.sed on the effective-

ness of incomes i:olicies, which had been considerably rrore successful than in 

previous years. For the first nine months of the year, personal incane in 

nominal tenns increased by 22 per cent relative to the same i:;eriod of 1979, 

while the personal consurrption price deflater was estimated to have increased 
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by 28 per cent. Therefore, after adjusting for increases in errployroent, incane 

per errployee declined by around 8 per cent, considerably in excess of the ori-

ginally envisaged fall, on account of the higher than projected increase in 

prices. Although personal incanes declined in real tenns, personal consumption 

appeared to have increased rna.rginally in real tenns. The only data available 

"t.'ere that of retail sales, which had increased bv 29 Der cent in nominal te:r:ms 

and by al:xiut 1 per cent in real terms O'Ter the first eight months of 1980 

canpared with the same period. of 1979. Desoite no information l::JP.ing 

av.=iilable for other forms of private consumption, an analysis of recent 

trends indicated that the total increase in private consumption 'WOUld range 

between 0 and 1 per cent for all of 1980. The discrepancy between the growth 

(~ 
in personal incanes and private consumption could be explained bv the saving 

behavior of the househ(')ld !=;ect:or. As had occurred in 1979, the consumption 

spending was oartly financed bv a draw:iown of saving~ accounts- Thi=> level 

of savings deposits denaninated in dinars had declined bv 1.5 per cent J:etwPen 

+'he Pnd of the yt=>ar 1979 ann September 1980. By cnntrast:, dnring the same 

period. of the previous yeAr, savings deposits had increased by 10 per cent. 

Infonnation on public consumption was incc:rnplete; only data based on 

receipts of the socio-political canmunities (the Federrition, Rep1bljcs. 

aut-.onamous provinces, communes, and rmmicipalities) were available. None-

theless, ti."lat inforrnation provined a reasonable l::esis for assessment of 

public consumption, as onlv the Federation was able to J:::.orrow, the amounts being 

limited to no rrore than Din 10 billion for 1980. The Economic Resolution 

had provided for measures in oublic consurrption of 16 oer cent in 1980. over 
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() 
the first nine months of the year, receipts had increased by 18.8 per 

cent, below the limit.of 20 to 21 per cent that had been envisaged in the budget 

of the Federation, and notwithstanding the acceleration of inflation. 

Turning to the collective consumpt:i on. JYT.r. Stamenk(J(ric explained that 

expenditure on education, health, and social security increased hy 24 :r;:er 

cent 0'(1er +-he -Fir>::t nine months of 1980 relr1tive to the same period of 1979. 

The amounts were higher than those envisaged in the Resolution but in view of 

the higher level of naninal GSP, the ratio of collective consurnp+-ion to r!SP 

has remained within the expected l.iroits. 

Fixed investment expenditures had decelerated substantially during 

1980 and a decline of 2 to 3 oer cent in real te:r:m.s was expected for the 

('. full vear. On account of the large carryover fran 1979, inves'b"nent-. payments 
/ 

increased bv 35 ner cent durina the first bvo months of 1980. compared with 

the same ~ricd of 1979. 'T'hereafter the rat-.es of increase declined fran 

31. 2 :r;:er cent in the first quarter, to 28.3 ner cent in +-he first h"llf. to 

24. 5 ner cent in the first nine months. The deceleration has been particularly 

noticeable during recent months: over the oeriod August-Seotanber investment 

payments "Were only 13 per cent higher than t-.he corresponding months of 1979. 

Based on recent trends in roth material l::alances and investment paymenti:: 

str.itistics, Mr. St.amenkovic concluded that fixed investment was expected tn 

ileclini=> by between 2 to 3 :por cF>nt for +-he year 1980 implying a decline in 

the ratio of inw=lstment- to GSP in real te:r:m.s. Moreover, it was envisaged 

that the trend would continue and that irnrestment would fall by a further 

5 r::er cent in 1981. 



0 
- 5 - Meet;Lng No. 1 

Mr. Tyler inquired al:out the behavior of inventories during 1980. In 

particular, he :pointed out that the movements of stocks were of crucial 

.importance for a correct assessment of balance of payments develop:nents over 

the vear. It was :poRsihle that part of the sharp adjustments in the current 

account of the balance of payments had l:::een affected by reductions in stocks 

rather tban by actual declines in underlying .iroport demand or actual increases 

in the production of exp:;rtables. If that had l::een the case, an improvement 

in the balance of payments outcane for 1981 v.;ould be considerably more diffi-

cnlt to achieve than if stocks had not been changed significantly in 1980. 

Mr~ ·stamenkovic replied that no data were available for all econanic 

sectors, although infonna.tion on finished goods and raw materials in the industrial 

sector indicated a sharf::er real decline during the first nine months of the 

year canpared with the same period. of 1979. As an illustration he provided the 

following details: 

Industrial sector 

Total (finished gccds and raw 
rna+-eri al~) 

Finii::hen gord.s 
Consuner ga::rls 
Investment goods 
Faw materials (for sale) 
Raw materials (for production) 

Percentage change 
during the first 
nine months of the 

year 
1979 1980 

Percentage chrlnge 
Senteml::er 1980 

over 
SPptember 1979 
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.No infonnation was available on changes in inventories of .imported 

cornrrodi ties in real tenns - :HowevPr, +-he naninal value of stocks in the 

trade sector had increased by 25 per cent from August 1979 tn August 1980, 

and by 17 per cent from December 1979. In the early part of the year with 

there being shortages of certain raw materials and products there was further 

evidence that the stocks of real .irnpJrted gcods had been run d01Nll. H~ver, 

it was noted that the sharp rise in real exports had contributed also to 

supply shortfalls. With regard to 1981, the draTMJ.own of stocks during this 

year was not viewed with concern. In 1979 the levels of total inventories 

had been much higher than nm:rnal and at this point in 1980 they could still 

be considered adequate. Moreover, the draft resolution for 1981, envisaged 

an increase in the .imports of raw rnateriaJ,.s and inte:r:mediate goods, that w:>uld 

offset any previous decline. Total :imp:)rts were projected to decline by 

about l to 2 per cent but its cat!fOsi tion was to change drastically. Irrip)rts 

of equipment were projected to decrease by about 50 per cent, while raw 

materials 'Ne.re projected to increase by 5 i;:er cent in volume, in line w:i th A 

currently projected increase of GSP of 3 per CPnt. 

Mr. Stamenkovic concluded that there was no evidence that inventories 

of .imported goods had declined to abno:onally low levels. The situation to 

some extent had teen ilnproved by the tendency for supply shortages to induce 

local prcrluction of raw materials. However, in view of the imp:Jrtance of· the 

subject for the balance of payments, he prop::>sed to supply nore detailed 

infonnation on the subject by the following week. 

II. · Production 

Mr. · Stamenkovic indicated that currently GSP for 1980 was projected to 

increase by 2.5 per cent, considerably below the 5 per cent rate originally 
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envisaged. During the first nine months of the year, industrial activity 

had increased by 4 per cent, but a rate of growth of 3 :i;::er cent was projected 

for all of 1980, based on current tendencies and seasonality. over the first 

nine months of the year the output of raw materials increased by 5 per cent': 

finis-Jmd gcx:xls by 3 per cent; while the output of investment goods rose by 

4 per cent. The output of consumer durables was expected to remain at the 

levels achieved in 1979 on account of restrictions to consumer credits and 

the decline in real personal incanes. 

Agricultural output was projected to decline by 2 per cent in 1980, due 

largely to unfa'VOrable ~ther conditions. The winter had been longer tban 

usual and agricultural planting and harvesting had teen delayed by a.rout 

20 to 30 days with consec:ruent adverse effects on yields. Construction 

activity was projected to stagnate reflecting the slow:J.own of investment for 

the year. The prospects for tourism were excellent. No complete data existed 

for the first rnonths of the year, but information on receipts indicated an 

increase of 45 per cent in te:rms of U.S. dollars, for the first nine rnonths 

of 1980 relative to the same period of 1979. Energy develop:nents had teen 

favorable for 1980. Output of electricity had increased by 8 per cent, while 

coal production rose by 6 per cent with a tendency to accelerate--in the third 

quarter the increase had been 11 per cent. Coal processing output rose by 

14 per cent. The rnost disapp::>inting outcane in the field of energy had been 

that of petroleum. output rose by only 2.5 per cent, sanewhat less than pro

jected although nost of the improvement in terms of imports was expected to 

occur through reduced consumption and substitution by alternative energy 

sources. 
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The output of ships in the first nine months of 1980 was 7 per cent 

below the level of the same pericd of 1979. Nevertheless, these develop-

rnents were not to be viewed with concern; output and exports had reached 

record levels in August and no serious problems were envisaged. output of 

other transportation equiprent increased by 0.5 :p=r cent while production 

of furniture increased by 9 per cent, and that of other consurrer durables 

declined by 3 per cent. 

Mr. Tyler inquired whether prcduction problems had arisen with respect 

to the nonavailability of raw materials as a consequence of the sharp decline 

in the volume of irnp::>rts. Mr. Starnenkovic indicated that the adjustment of 

irnp::>rts in the balance of payments required an adjustment in the econany but 

no stoppage in prcduction had occurred. Sane problems emerged· after the 

devaluation with regard to availability of irnp::>rted goods but no serious 

prcduction problems had followed. Smrtages of raw materials ap:i;:eared only 

with res:i;:ect to oil derivatives, steel prcducts, and other metals and resulted 

in a slowd.own of these activities. 

III. Investment Strategy 

Mr. Tyler explained that because the Yugoslav balance of payments 

problems seemed to reflect in part both the size and the distribution of 

investments, the details about the Yugoslav investment strategy for the 

caning years rM:Juld be of interest. 

Mr. Prica then gave a detailed overview of the Yugoslav investment 

. strategy highlighting the balance of payments :implications. The main objective 

of investment was to increase the e.xr;ort capacity of the econcmy and to 
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encourage rational forms of i.rnport substitution. To achieve the desired 

results, the following priority sectors were specified: 

--domestic energy sources in order to reduce the country's dependence 

on foreign sources of energy, notably oil; 

-ferrous and nonferrous metals and chemicals so as to reduce the import 

dependence and thus. e.l'.lable stable danestic supplies of these i terns 

to the manufacturing sector; 

-the eg:uiprnent sector (notably electranachinery) and shipbuilding, 

since this has a pronounced export orientation~ 

--agriculture in order to supply the population with better foodstuffs 

and prarote exports; 

--transportation so as to better integrate the Yugoslav system into the 

European net:w::>rk; 

-tourism should be furtter encouraged by the building of new hotels. 

The 1976-80 Five-Year Plan had envisaged that 65 per cent of total invest-

rnent be allocated to these sectors canpared with 50 per cent of total investment 

in the previous Five-Year Plan. Between 1976 and 1979, however, only 58 per 
, 

cent of total investment was directed to these priority sectors. Given the 

capital intensiveness most projects, danestic resources were clearly 

insufficient. Foreign credits were used extensively, but fell short of need.s 

an:1 many projects were delayed. in their implementation. M:Jreover, inflation 

was very high in the capital goods sector. In 1980 results were better 

after measures .were taken to decrease or delay noneconomic investment. During 

the first six rronths of 1980 there was a marked increase in irnlestment activity 

in priority sectors campcrred with the same pericd the preced.ing year. 
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Naninal investment was up 32 per cent in the electricity sector and 50 per 

cent in coal. Investment doubled in the oil and gas sectors as well as in 

ferrous metallurgy. In basic chemistry, the increase in invesbnent amounted 

to 77 per cent. 

Notwithstanding the expected good results for 1980, only a.tout 60 per 

cent of total invesbnent will have been allocated to the priority sectors, 

5 per cent less than planned. This shortfall was to affect adversely the 

ba.lance of payments since the next Five-Year Plan 1MJU.ld start with a series 

of un£inished projects. The canpletion of these projects, h:>wever, were to 

lead in the longer run tO increa.Sed export capacity or to imp:Jrt substitution. 

The next Five-Year Plan -would include as priority sectors energy, raw materials 

('· such as ba.sic metals and ba.sic chemicals, basic agricultural prcducts, export 
\. ·' 

oriented or imp:Jrt substituting activities, e::i:uiprnent and teclmology, and 

transportation (notably highways). 

Mr. Tyler rerrarked that ba.sically the priority sectors have remained the 

same. If no new mechanisms were created to ensure the realization of targets 

in the 1981-85 Five-Year Plan, results could l::e expected to l::e as disapp'.)inting 

as ·in the previous Five-Year Plan. Mr. Tyler asked also for m:>re details 

al::out the 1976-80 shortfalls. 

Mr. Pricareplied that in addition to the previously mentioned causes of 

invesbnent shortfalls in the 1976-80 Five-Year Plan, an additional factor had been 

the deficiency of social caupacts, which sometimes took rrore tli.an two years to 

l::e concluded. For the next Five-Year Plan the hannonization of different 

interests were to l::e improved as social canpacts were already an integral 
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part of the planning procedure, corttra:ry to 'What happened previously. More-

over, specific agreements on foreign relations and on the faster develop-

ment of less developed regions have already been reached. 

Mr. Tyler suggested that under the current system it~ very difficult 

to reach a national concensus on the level and distribution of investment. 

Experience had shown that intervention of the Federation was freg:uently 

required to reconcile the decisions of the other bodies. In 1979 the republics 

did not agree to consistent balance of payments projections and the Federation 

had to use its influence to coordinate the exercise. There was no reason 

to expect that such a sibJ.ation v.nuld not occur with respect to investment. 

Mr. Prlcaanswered that while the Yugoslav constibJ.tion assured the 

decentralization of power, the Federation could take tempora:r.y measures to solve 

acute discrepancies. However, the Faieration made a very restricted use of 

this prerogative and 1NOUld continue to do so. I.ong-t:enn solutions 1MJuld 1::e 

brought ab:>ut by improving self-management agreements. 

Mr. Tyler remarked that investment in Yugoslavia was hindered by the 

small capacity and proliferation of existing plants, and therefore measures 

had to be taken to increase the efficiency of investment. Mr. Prica agreed 

and indicated that he saw a solution in working out new criteria for 

optimal capacity. Further duplications of small plants were to be avoided 

but such an aim was constrained by employment problems, notably in the under-

developed areas. 

Mr. fyler remarked that the recent balance of payments improvement was due 

largely to short-term factors. In the longer run, the structure of investment 

() had to be changed so as to .achieve a better balance between imports an::l 



- 12 - Meeting No~ 1 

exp:>rts. Mr. Prica agreed that .improving the investment structure was one 

of the preconditions for tetter results during the next Five-Year Plan and 

that the highest political b:Jdies of the country were aware of the issue. 

The Federation could, to a cer-...ain extent, create the climate and the conditions 

to stimulate investment in particular branches, notably through tax incentives 

and specific custaner facilities. The coordination system however, remained 

quite complex as it started fran the b:l.sic level. 

Mr. Bery remarked that sane priority sectors suffered from adverse price 

relationships. It seemed to be assum.ed that by defining certain sectors as 

priority sectors and channeling investments to them all problems v.ould be solved. 

Mr. Bery had the irrpression that over the last four years there was a conflict 

r.-----..... between adverse price relationships and interest rates on the one hand and the 
\_ - : 

objectives of planners on the other hand. It was not clear "What the Government 

had to offer enterprises to offset these adverse price relationships. 

Mechanisms which would rrore effectively avoid duplication of investments and 

increase the competitiveness of exports were not used and had to be reviewed 

thoroughly. 

Mr. Tyler concluded by noting that if the Government had undertaken 

particular measures to .improve the allocation of investment toward priority 

sectors it would be helpful if the mission could be supplied with their details. 

He added, that he thought that the authorities may be considering the rrore 

active use of interest rates to achieve a better resource allocation. 

The meeting adjourned at 12:30 p.m. 
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The rreeting discussed developments and p:>licies with respect to prices 

and incanes and trends and prospects for rronetary and credit aggregates. 

I. Price Developments and Policies 

Mr. Jovicic stated that daTiestic prices during the first nine rronths 

of 1980 had risen at a considerably faster rate than targeted in the 

Annual Resolution for 1980. The rate of increase of prices was faster than 

in any other year of the current Five-Year Plan (1976-80) and was similar 

to those in 1975. Price developments in relation to targets were as 

follCNJS: 
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Producer prices 
Agriculture 
Industry 

Services 

Retail 

Cost of living 

1/ Changes to July. 

- 2 -

Annual Resolution 
target for 12 months 

to December 1980 

13.0 
13.0 

12.0 

19.0 

19.0 

Meeting No. 2 

Actuals 
December 1979 September 1979 

to September 1980 to September 1980 

(Percentage change) 

21.9 1/ 26. 7 1:/ 
28.4 29.5 

17.5 19.0 

25.8 30.9 

23.3 30.8 

Mr. Jovicic pointed out that the devaluation in the foreign exchange value 

of the dinar in the first half of 1980 had necessitated a change in the agreerrent 

on the implementation of the price policy. Following the devaluation, the 

Government initiated a price freeze. At the time of the devaluation it was 

proposed that the prices of 30 products be subsequently adjusted (Gazette No. 32, 

June 6, 1980). HCMever, in the after.math of the devaluation there had teen a 

need for the Government to adjust U:ptJard the prices of many more products due 

in large part to the strong direct and indirect effects of higher i.ro:p:)rt costs 

and the di version of local prcduction to the export market. For example, with 

local car producers taking advantage of the more profitable opportunities 

for exports, darnestic car prices were raised so as to avoid a limited home 

supply. Shortages errerged also with respect to certain gcods like oil deriva-

tives, rredicines, and detergents, which necessitated price changes in July. 

Energy prices iwere not only adjusted to take account of the effects of 

() the devaluation but were raised also to correct previous price distortions 
'·-' 
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so as to promote the output of domestic energy sources. Overall prices in 

the energy sector were raised by 77.6 per cent in the first nine months of 

1980 compared with the corresp:mding perio:1 of 1979. For the various energy 

sources, price increases ranged from 36.6 per cent for electricity, through 

47.8 per cent for coal, 18.9 per cent for coke, to 100.8 per cent and 

127. O per cent for oil derivatives and oil and gas, respectively. Such 

rises were three to ten ti.mes that expected when the price policy for 1980 was 

fonnulated. It was noted that increases in crude oil prices had lit,tle direct 

impact on electricity energy prices. The sharp rise ~ energy prices was 

having a strong impact on costs in other sectors. For example, it was 

estimated thatthe.rise in the price of oil derivatives 1M)Uld add Din 33 billion 

to the costs of industry on an annual basis. 

Within the industrial sector prices of different products had risen at 

widely di\7'ergent rates. Mr. Jovicic supplied the following figures: 

December 1979. Septemt:er 1979 
Industrial sector to Septemt:er 1980 to Septemt:er 1980 

(Percentage change) 

Paw materials 36.3 39.2 

Intennediate goods 10.0 10.7 

Finished consumer goods 20.1 21.6 
!-1..etallurgy and nonfe....rrous and 

ferrous metals 33.0+ 
Basic chemicals 22.5 
Focd. processing 26.6 
Other industries 17.2 

Mr. Jovicic stated that substantial administered adjustments had been 

Q made also to correct price distortions in the agricultural sector. For 
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example, the wheat purchase price had been raised by 40 per cent while 

considerable rises had been effected also for prices of oil seeds and sugar 

J:eet. Mr. Jovicic agreed to supply the mission with a list of administered 

price increases. 

Mr. Jovicic stated that in the period June 6 to August 30 a price freeze 

had been operating insofar as the Government had placed a ceiling on the prices 

of all products and ser\rices. HOV/ever, the Government had changed many . 

ceiling prices during the freeze perioo partly in response to imbalances 

between supply and dE:!!JE.nd in psrticular sectors. Mr. Jovicic noted also 

that the supervision of price ceilings had not J:een effective in certain cases. 

A ner.,.; decision on price policy adjusting certain prices and allowing others 

(·', to be determined by market forces was to J:e published shortly. 
'· . 

Mr. Tyler observed that it was sanewhat difficult to explain the 

substantial acceleration in price increases during 1980 noting that the 

rroderation of danestic demand pressures and the success in containing the 

growth of personal incanes seemed to be factors that 'iNOuld contribute to 

an easing of inflationary pressures. Mr. Jovicic replied that the higher 

rate of lllflation in 1980 had resulted largely from t.'1-ie sharp rise in import 

costs, particularly of oil products, fra:n the effects of the devaluation, and 

from the unusually high numJ:er of administered price adjustments made to 

correct price distortions. It was estimated from an input/output analyses that 

al::out one quarter of the increase in industrial producer prices in the first 

nine months of 1980 compared with the corresponding perioo of 1979 was due to 

the direct effects of higher irnp::Jrt costs, while a further 10 percentage 
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points was attributable to the need to rrake sympathetic price adjustments 

to dcmestic products, especially of raw materials. Prices of nonferrous 

rretals were fonnulated on the basis of :rrovernents in prices in international 

comrodity markets 'While those for ferrous metals were linked to changes of 

prices of corre5F0nding products in the West Ger.n:an rnarket. Between 

December 1979 and September 1980 local producer prices for nonferrous and 

ferrous metals had risen by 35 per cent and 33 per cent, respectively. 

Mr. Gudac reiterated that with the diversion of certain raw rnaterials to the 

export market it had been necessa:ry to raise particular prices. 

Mr. Jovicic said that while there was no global excess denend there had 

been pa.rticular shortages of products such as autarobiles, refrigerators, 

construction materials, ceramics, furniture, and wood.en tiles. These 

shortages stem:red largely from internal production inefficiencies rather than 

from alleged lirni tations on i.rnp:Jrted raw materi~ls. The shortfall in coal 

production could not be blamed on a lack of i.rnp:Jrts, while shortages of 

edible oil, beer, and mineral water had reflected the low production of 

glass bottles. 

Mr. Tyler raised the question that in view of the higher than 

e:x:pected rise in prices in 1980 what could be done to achieve a mcd.eration 

of inflationary pressures in 1981. Mr. Jovicic replied that relative 

price changes 1N0uld not be as great as in 1980. The price adjustments 

in 1980 had helped' improve external competitiveness which had not been the 

case in the previous three years. Furthenrore, the global balance be~ 

supply and demand was expected to be maintained in 1981. 
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For the period 1981-85, the aims of the prices policy were as follows: 

(1) The increase in oil prices should decelerate compared with the 

current Five-Year Plan period. 

( 2) External COillfeti tiveness should 00 improved. 

(3) Relative prices should be changed when necessary to correct dis-

tortions, especially for raw materials and energy products. 

(4) The principle of taking account of cost increases to raise prices 

should re moderated-personal incane payrrents were not treated as costs, and 

(5) Linked to the third aim it was intended to use the price structure 

to prorrote the prcduction of new products, such as through changes in tariff rates. 

These aims would re incorporated into the Resolution on price policy for 1981. 

The Resolution, unlike in earlier years, VJOuld not SJ;eCify sectoral price 

targets but implement price policy acr:::ording to qualitative guidelines. 

Mr. Tyler noted that there :ti.ad reen inter-republican agreerne.71.ts on price 

policies in the current and previous years. However, these arguments did not 

seem to re very effective in limiting price increases. Accordingly, in the 

absence of new measures and institutional changes, it was difficult to foresee 

how the noderation in price increases WJuld occur. Mr. Dirnitrijevic_ said that 

the year 1980 was extraordinary in that the large devaluation had canbined 

with the relative price distortions to produce a very high rate of inflation. 

In 1981 inflationa:ry pressures would re eased recause of lesser relative price 

distortions, less depreciation of the dinar, and by the equating of dam::stic 

demand and supply. The Yugoslav representatives said that based on their 

prel:imina:ry th.inking, they were aiming to reduce the rate of inflation (GSP 
() 

.__.· deflater) to 20 r;er cent in 1981, and to a lower level in 1982. Mr. Tyler, 
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while ackncwledging that the reduced dcmestic demand pressures might have a delayed 

impact in rroderating price increases, Wa.s not convinced that the mechanisms were 

in place to ensure a substantial reduction in the rate of inflation. 

II. Personal Inccmes 

In his rerrarks, Mr. Knezevic stated that policy on personal incomes 

had been oriented toward stabilization fran the beginning of the year. In 

November 1979 it had been agreed at various levels of the society that the 

level of personal incomes prevailing in November 1979 should be taken as the 

basis for incomes in the period up to March 1980, while rrore detailed guide-

lines on incomes policy -were being prepared. In January the republics and 

provinces had agreed on their incomes policies and in February the basic 

(-----." organizations of associated labor (EOAI.S) had adjusted their agreements to 
~ _.•' 

correspond with these policies. It had been anticipated that, overall, personal 

incanes would rise by 23 per cent in naninal teIIDS. Incane guidelines for 

individual enterprises were set with reference to the growth in enterprise 

earnings, and were additionally differentiated by sectors of activity ... For 

enterprises engaged in economic activities, growth in personal incomes was 

restricted to 95 p:r cent of the growth in enterprise gross incane; for 

noneconomic activities the equivalent restriction was between 91 and 93 per 

cent. An exception was made in the case of rrore arduous and scciall y :i.mpJrtant 

economic activities like coal mining, other energy-related activities and 

shipbuilding, where personal income growth was pennitted to exceed growth in 

enterprise income by up to 5 per cent. 

(J In the event, trends in personal incomes this year revealed incomes 

policy to have been extremely effective. In the first six rronths of the year 
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enterprise inccmes had risen by 32 per cent over the equivalent period 

last year; while on the basis of incomes policy personal incomes could have 

risen by 27 per cent,they had in fact risen by only 17 per cent. Given 

movements in the cost of living over the same period this implied a reduction 

in real personal incanes of 7 per cent as against a reduction of 2 per cent 

planned for the year. For the first nine months nominal average personal 

incarres per errployee in the social sector had risen by 19 per cent. Efforts 

were being made at the enterprise level and through social welfare policy 

to protect the conditions of the lavest paid errployees. 

In response to Mr. Knezevic .1 s presentation, Mr. Tyler expressed his 

admiration for the achieve.inent in the area of incomes policy which, in 

contrast to the past, appeared to have been extremely effective this year. 

Indeed, the degree of reduction in real personal incomes was of a quite extra-

ordinary degree and, even with the degree of pJpular participation indicated 

by Mr. Knezevic, it was still difficult to understand how this compression 

had been effected. Had there J:een widespread complaints within tMJrkers 1 

councils as a result? 

·Mr. Knezevic said that there had .been no general complaints about the 

sacrifices involved, although there had been more specific complaints about 

tMJrking conditions in sorre of the branches mentioned earlier. However, the 

decision had l:een taken to prevent any further drop in personal incomes and 

to pamit real incomes to rise hereafter in line with productivity. This was 

to be the framev,JOrk for the rerrainder of 1980 and for 1981, and a real increase 

of 1. 5 per cent was projected for 1981. 

Mr. Tyler then asked al:::out trends in other benefits. Mr. Kn6Zevic 

said that the policy for collective consumption in 1980 allaved a naninal 
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increase of 14 per cent over 1979. Data for the first six months indicated 

growth at an annual rate of 8.3 per cent over the period, below that permitted 

under the resolution. Such exi;:enditures covered items such as severance pay, 

meals, transportation to v.x:irk, and allowances for vacations. In response 

to a further question, Mr. Knezevic said that in the typical enterprise 

expenditures for collictive consumption were the equivalent of two months direct 

pay. He also mentioned that productivity IM)Uld renain essentially level in 

1980, with employment growing at 3.8 per cent and industrial production around 

4 per cent. With respect to targets for 1981, Mr. Knezevic repeated that the 

growth of real per capita personal in.cane IM)uld be held to 1.5 per cent. In 

addition, there was a desire to reduce disP3X'ities between branches, in favor 

~\ 
of those where working conditions were harder, and away frcm those where the 

personal incorres were high prirrarily on account of their higher capital 

intensity. 

III. M:>netary Policy 

Mr. P~trovic. started his review of monetary policy during 1980 by 

saying that the monetary statistics given to the mission had been adjusted 

for the valuation changes brought about by the June 6 devaluation. The 

amount of outstanding danestic credit had been reduced by Din 31 billion in 

order to offset the increase in dinar value of foreign currency credits to 

residents. Similarly, the dinar value of net foreign assets had teen 

reduced by Din 50 billion. Furthenrore, the definition of the money supply 

had been changed. Since there were no reliable data concerning the float 

C) or payments in transit, this item was eliminated frcm the defined money 

stock. 
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Mr. Tvler replied by saying that while rronetary statistics adjusted 

for yaluation changes related to the dinar devaluation were certainly useful 

from an analytical p::>int of view, they could not be used for reviewing the 

achievement of performance criteria, since no arrangements ha.d been made to 

explicitly take account of these changes when the stand-by arrangement was 

agreed up::>n. However, the mission could rep::>rt to the Executive Board tha.t 

credit ceilings had been exceeded in part because of the devaluation which 

increased the dinar value of foreign currency credits to residents. The 

change in definition of the rroney supply, hcwever, was not as .i!nfortant for the 

:rronitoring of the stand-by arrangement because the rroney supply was not a 

performance criteria. 

Mr. Petrovic continued by saying tha.t the :rroney supply had been 

planned originally to increase by 22 per cent or Din 83 billion over the 

mole year. By the end of September the increase was planned to l:::e 15 per 

cent or Din 57 billion relative to end-1979, but now the effective increase 

was expected to have been only 14 per cent or Din 53.5 billion. These were 

prel.irninary data; final data might l:::e available next week. During the same 

period, domestic credit (adjusted) increased by 17 per cent and the components 

of long-term and short-term domestic credit together increased by 16 per 

cent. 

Originally, the increase in :rroney supply and dornestic credit was 

planned to l:::e 22 per cent, equal to the growth rate of naninal GSP. Given 

the much higher than planned inflation rate, :rronetary" p::>licy thus turned 

out to be quite restrictive. Because of the effects of the devaluation and 
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the higher than expected rate of increase of naninal GSP, the Yugoslav 

authorities now planned to increase the money stock by 26 per cent, so that it 

would reach Din 4 73 billion at the end of the year. It was intended also to 

increase domestic bank credit (adjusted) by 26 per cent and obtain a level of 

Din 1, 515 billion at the end of the year. Net foreign assets vvere forecast to 

fall by Din 82 billion over the whole year (Din 32 billion adjusted) implying 

a rise in their level of Din 27 billion or ab:mt US$1 billion in t.he final 

quarter. 

Mr. Tyler expressed his concem that the planned increase in the 

exi;:ansion of the money supply and of credit might undo the gcod results 

stemming fram the firm iroplerrentation of the stabilization program in the 

first part of 1980. A sudden increase in monetary aggregates could have 

adverse consequences for the balance of pa:yments. !ilbreover, the higher rronetary 

growth rates did not really seem justified. Prices of industrial goa:is 

increased by only 23 per cent and retail prices by 29 per cent. Fram past 

experience, the GSP deflator could be expected to be around 25 per cent. 

Finally, raising the annual monetary grcwth rate to 26 per cent, when this 

growth rate had been limited to 22 per cent on a yearly :basis till the end of 

September, IM)uld lead to a very large rronetary expansion in the final quarter 

of the year. While the money stock had increased on average by Din 12 billion 

during the first tvJo quarters of the year, the projected increase 1MJuld a:rrount to 

Din 44 billion in the last quarter of the year, by far exceeding any seasonal 

need. Mr. Di.rn.i.trijevic remarked that the increase in money supply was always 

greatest during the last part of the year and Mr. Petrovic added that monetary 

() policy during the first part of the year had definitely been too restrictive 
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and that an increase in the growth rate fran 22 per cent to 26 per cent 'i'.Duld 

only lead to an additional growth in the rroney stocks of Din 15 billion. 

Mr. Tyler replied that an additional increase of Din 15 billion in just one 

quarter seerred excessively large. Given the data for September, money 

supply would have to increase by Din 29 billion in the fourth quarter to 

reach an annual growth rate of 22 per cent. In order to reach an annual 

growth rate of 26 i:er cent, however, m:::mey supply would have to increase by 

Din 44.4 billion in the fourth quarter, exceeding by more th.3n 50 per cent 

the previous figure. Such a ma.ssive ir:lcrease would certainly have consequences 

for the balance of payments possibly during the fourth quarter of 1980 and 

in the beginning of 1981. 

Mr. Petrovic indicated that in 1979 the money supply had increased by far 

less than naninal GSP. During the first nine rronths of 1980, the situation was 

similar and this was bound to lead to serious illiquidity problems. 

~.r. D.imitrijevic suggested that this discussion be continued when the pro

jections for 1981 would be discussed. Mr. Tyler agreed but said that the 

1981 Plan would be reviewed in the Executive Board at the sarne time as when 

perfOJ:IrJanCe for 1980 was assessed. A reversal of policies in the last quarter 

of 1980 would make a very bad impression and might prejudice the approval of 

an enlarged stand-by program. This 'WOuld be regrettable since thi$1ission 

had come to Yugoslavia with a very positive attitude toward approval of a larger 

stand-by program. 

Mr. Tvler inquired if the proposed rroneta:i::y target of 26 per cent had 

been una:ninously accepted. Mr. D.imitrijevic said that t.he 26 per cent 

target was a canprornise. Sane wanted the increase rroney supply to be equal 
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to the naninal increase of GSP, others, like the Government, wanted to stick 

to the original 22 per cent target. He added that there was a need for 

credit to decrease payments arrears between enterprises and bring actual 

investrrents up to planned limits. Mr. 'fyler recalled that the Yugoslav 

authorities had said that the current account deficit would be ·1imited to 

US$2 billion, and that other targets would be subordinated to this end. Now 

it seemed that the deficit would exceed US$2 billion, but nevertheless 

monetary pJlicy 'W'OU.ld become accarrrrodating. The argument justifying an 

increase in credit traditionally had been that rronetary expansion would only 

lead to the settlerrent of inter-enterprise credits. In the event, however, 

this had never bee:h the case and increased 1::ank credits had often quickly led to 

(\ higher irnp)rts as investment activity was stimulated. 
' 

Mr. Petrovic noted that reserve requirements had been liberalized 

during the course of 1980. This was consistent with the money supply targets 

since it aimed only at offsetting the decrease in primary money caused by the 

decrease of net foreign assets. Despite these measures the increase in 

prirna:ry rroney issue was less than expected, and l::anks did not have excess 

liquidity. 

Mr~ 'fyler said that the staff team required l:oth adjusted and unadjusted 

data on the monetary survey table for 1980 as well as projections for 

December 1980 so that these topics could be discussed when Mr. Marjanovic 

returned from abroad. Mr. Tyler asked about the evolution of foreign currency 

der::osits held by residents. Did the decrease of net foreign assets of the 

National Bank not lead to a lack of confidence in the dinar and so to a 

C) 
reduction of these der::osits? Mr. D.irnitrijevic answered that the evolution of 
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these foreign currency defX)sits r,..as m:::>re affeetedby rurrors concerning the 

.ircq;:osition of limits on their use than by confidence in the dinar. In the 

beginning of the year such rurrors circulated and led to a withdrawal of 

these deposits. Later this situation was reversed. 

Mr. Dimitrijevic replied that the greater increase in :rroney supply 

w:mld not necessarily lead to an increased current account deficit. ~etrovic 

agreed with this statement and said that he did not believe in a one for one 

relationship between :rroney supply and the balance of payments. 

Mr. Tvler observed that the lending of the National Bank to the 

budget of the Federation had reached already by June 1980 its end-of-year 

ceiling under the stand-by arrangement. The YUgoslav representatives stated 

that Natbnal Bank credits to the Fed.eration would be kept at Din 77.9 billion 

for the remainder of the year. 

The meeting adjourned at 1:30 p.m. 
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Mr. Aleksandar Milosevic, Federal 
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Special Advisor to the Secretary 

Mrs. Aneta Djennanovic, Federal 
Secretariat for Foreign Trade, Advisor 

Mr. D.imitrije D.imitrijevic, National 
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Mr. Vladimir Dragomanovic, National Bank 
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Mr. Noviga Smilanic, National Bank 
of Yugoslavia, Director 

IMF representatives 

Mr. Tyler 
Mr. Marrison 
Mr. Ioser 
Mr. Buyse 

IBRD representative 

Mr. Bery 

The meeting discussed developments in foreign trade, exchange rate 

fOlicy, and the energy situation. 

I. Foreign Trade 

Mr. Milosevic began by describing developrrents in foreign trade in 

1980. He stated that in the first 10 months of 1980 the value of exports 

had risen by 30 per cent CextlFfil"ed with the corresponding period of 1979 as 

a result of a volume increase of 10 per cent and average price rises of 
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19 per cent. Indeed, exports ?ad risen at a faster rate than forecast by 

the staff earlier in the year. The promotion of exi::orts had become a major 

focus of the r:olicies of the Yugoslav authorities with technicians and 

political J:x:x:lies now cooperating in studying export prospects and policies 

through to 1980. Mr. Tyler agreed that the placing of the balance of 

payments on a sound basis was a longer-tenn problem and could not be 

solved in just one year. 

Mr. Milo5evic5 stated that one of the most dynamic areas of foreign trade 

for Yugoslavia in 1980 was that with the socialist muntries of Eastern 

Europe. Such a develo:pnent did not reflect any significant policy shift, but 

was the result of a change in the structure of Yugoslav i.mpJrts and the need 

('· to balance higher :imports with greater exports. In particular, the sul:r 

stantial increase in the value of energy imports frc:m the U.S.S.R. gave 

scope for greater export potential. While total exports rose by 32 per cent 

in the first nine months of 1980, those to the socialist countries of Eastern 

Europe increased by 43 per cent. Imports frc:m the socialist countries rose 

by 32.5 per cent over the sarre peric::d canpared with a global increase of 

8.5 per cent. 

Of the countries with which Yugoslavia had bilateral payments agreements, 

namely Bulgaria, Ranania, Poland, and Hungacy, the total value of exports had 

increased by 15 per cent in the first nine months of 1980 canpared with the 

corresr:onding period of 1979 and total imports had fallen by one per cent. 

General policy objectives had been achieved, with better trade balances being 

attained with all of these countries. In fact, the export/import ratio had 

() 
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risen from 73 per -cent in the first nine m:mths of 1979 to 85 per cent in 

the same period of 1980. The following grcwth rates occurred in Yugoslav 

trade with these countries: 

Bulgaria 
Exp:>rts 
Imports 

Hungary 
ExpJrts 
Imports 

Poland 
ExpJrts 
Imports 

Ranania 
ExpJrts 
Imports 

January-September 1980 
January-September 1979 

(Percentage change) 

25 
11 

17 

12 
2 

11 
-15 

Mr. Milosevic said that there -was still scope for increasing the volume 

of exports to these socialist countries. 

Trade with the u.s.s.R. rea:>rded a very large rise with exports and 

irnp:lrts increasing by 60 per cent and 58 per cent, respectively, in the first 

nine months of 1980. The substantial increase in expJrts reflected a rise in 

J?3.yments on the basis of physical deliveries. The rapid grcwth of irnp:lrts 

fran the u.s.s.'R. -was due to high irnp:lrts of gas, oil, and raw materials 

(cotton, a:>al for coking, scrap iron, and semi-finished ferrous metals), 

which in turn reflected sharp increases in the price of these comrrodities. 
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In 1979, of total i.mports from the U.S.S.R. of US$1,234 million, al:x:>ut 

half {US$615 million) were fran oil and energy {SITC III). In fact, over 

half of the increase in i.mports from the U.S.S.R. in the first nine 

months of 1980 was due to the higher value of oil and other energy produced 

imports. Moreover, in this period imports of energy and raw materials 

accounted for 64 :i;::er cent of total imp::)rts from the U.S.S.R. compared with 

50 :i;::er cent in the corresponding :i;::eriod of 1979. According to the SITC 

classification, the greatest import increases in the first nine rronths of 

1980 were reoorded in fuels and lubricants {105 :t;:er cent to US$1,264 million), 

and raw rraterials {37 :i;::er cent to US$265 million) • Imports by other economic 

sectors stagnated. Although the volume of crude oil imports fran the U.S.S.R. 

(l had only increased from 3.3 milliol')'f:.ons in the first nine months of 1979 to 

3.5 million tons in the same period of 1980, the sharp rise in oil prices 

increased the value of such i.mports fran US$414 million to US$870 million. 

The price the U.S.S.R. charged Yugoslavia for crude oil i.mports was close to 

the world market prices. 

In regard to exp'.)rts to the U.S.S.R. the highest rates of increase were 

in agricultural pro:iucts, leather goods, and chemical products (plastics, 

sulphuric acid, su:i;::erphosphate, etc.), the latter group reflecting the earning 

on stream of new productive capacities. In this con..'1ection it was noted 

that the production of basic chemicals and precessed chemicals bad risen by 

11 per cent and 17 :i;::er cent, respectively, in the first nine rronths of 1980 

and ccrnpared with an average increase in industrial production of 4.3 per cent 

in the same period of 1979. The developnent of the petrochemical industry was 

expected to lead to considerable irnp:>rt replacement of substantial expJrts over 

the next five years. 
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For trade with East Gennany and Czechoslovakia. the rate of increase in 

ex.i;:orts had been considerably higher than that of imports in the first nine 

m:::>nths of 1980. The percentage changes were as follONS: 

Czechoslovakia 
Ex_tx:)rts 
Imports 

East Ge:rroany 
EXp:>rts 
Imports 

15 
17 

20 
8 

With these tw::i countries and the U.S.S.R. the export/import coverage rose frcrn 

75 per cent in the first nine m:::>nths of 1979 to 80 per cent in the first nine 

m:::>nths of 1980. For the seven socialist countries the coverage ratio improved 

from 74 per cent to 81 per cent betv.ieen the same pe:rbCl.s, while the correspond-

ing ratio for Yugoslavia's total trade rose from 47 per cent to 57 per cent. 

The total value of ex.i;:orts to the seven socialist countries increased by 41 per 

cent to US$2, 595 million in the first nine monti.11s of 1980, while imports rose 

by 29 :per cent to US$3,207 million over the same pericd . 

.Mr. Tyler remarked that despite the large increase in exp::>rts to the 

socialist countries, there was still a sizable trade deficit with this group of 

countries. He raised the question of 'Nhether -partner countries were still 

willing to finance the deficit or 1N0uld the trade Ca.lance be quickly reversed • 

.Mr. Milosevic replied that much of the trade deficit reflected higher oil prices. 

Moreover, it was appropriate tJ:i.at Yugoslavia had a trade deficit with these 

countries as they in turn had a deficit on their invisibles account with 

Yugoslavia. Net credits from trurism, investment abroad, and. transport 

0 and canmunications in transactions with socialist countries were quite 

considerable for Yugoslavia. over the last five years the deficit on the trade 
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account with seven socialist countries had averaged US$600 million, while 

there was little imbalance for the full current account. Mr. Tyler suggested 

that there must t:e some lines of credit involved in financing the imbalances 

with certain socialist countries, particularly the U.S.S.R. Mr. Milosevic 

replied that existing i;:olicies were to rerrove these :imbalances. sane years 

ago a line of credit amounting to US$1.5 billion was extended by the U.S.S.R. 

for the impJrt of capital equipnent. However, details on these matters would 

t:e supplied to the staff next week. Negotiations on trade with the various 

socialist countries for the period 1981-85 had already t:een concluded with 

I:oth sides t:eing interested in balanced trade. 

Mr. Tyler said that the rroderation of domestic demand had led to the 

() availability of goods for expJrt. If danestic demand was increased at a 

higher rate would exports t:e affected adversely by supply difficulties? 

Mr. Milosevic noted that 1980 had been a difficult year in that l:oth a large 

increase in the volume of expJrts and a substantial decline in the volume 

of .irrports had to t:e effected in order to bring al:out the desired i.rrprovement 

in the trade Ca.lance. If .irrport volume was held constant there 'M)uld t:e no 

difficulties, but a decline created problems. In the first nine rronths of 1980 

there had been a reduction in the trade deficit in constant price terms of 

al:out US$1.9 billion. However, the unfavorable rrovement in the te:rms of trade, 

caused in part by the sharp rise in oil prices, resulted in the deficit 

falling by only US$700 million. During the first nine months of 1980 .irrport 

prices rose by 24 :p:r cent, while exi;:ort prices increased by 19 per cent 

corrpared with the corresr:onding period of 1979. The trade deficit in the 

first nine rnonths of 1980 arrounted to US$4,793 million which compared with 

US$5,456 million in the corresr:onding period of 1979. The year 1981 'M)Uld 
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be easier insofar as there would be sane rise in the volume of irrports and 

production capacity would came on stream to increase the volume of exi;::ortables 

and to replace imports. The increase in supply capacities would allow increased 

agricultural exports to Eastern Europe, higher textile, footwear and leather 

gcods exports, together with larger exi;::orts of metal goods and equipnent. 

Further infonnation would be provided on nevr production capacities earning on 

stream. Derrand and supply would be kept in balance and only in the event of 

extraordinary circumstances such as a b:l.d harvest or-a sharp rise in oil prices 

would difficulties be encountered. 

With respect to changes in the carmodity carposition of trade, 

~.r. Milosevic said irrrpJrts of raw materials (Srrc II) had increased by 25 per 

cent to US$1,131 million, and imports of fuels and lubricants (SITC III) by 

63 per cent to US$2, 551 million in the first nine m:mths of 1980. A small 

increase had been recorded in in'!f:orts of chemicals in the same period, while 

equiprent irrports had declined due to the cutb:l.ck in fixed investment. IrnfOrts 

to other sectors bad tended to stagnate. With respect to the rise in exports over 

the first nine rronths of 1980, footwear, clothing and furniture products 

(SI'K: VIII) had increased by 47 per cent, to US$977 million, chemical products 

(SITC V) by 60 per cent to US$688 million, and sugar and corn (SITC 0) by 

56 per cent to US$629 million. Mr. Milosevic said that a statistical release 

on trade results in the first nine months of 1980 would be given to the mission. 

Mr. Tyler questioned whether press reports indicating that restraints 

on imports had led to supply l:ottlenecks which in turn had caused production 

difficulties were correct. Mr. Milosevic said that this was a difficult 

\~ question to answer. For certain in.di vidual cases misunderstandings between 
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banks and comnuni ties of interest had led to supply problems. Enterprises 

experiencing internal difficulties often cited a shortage of imported 

materials as an excuse for their problem. The Annual Resolution for 1980 had 

provided for an increase in raw material irnpJrts and Mr. .Milo5evic thought 

that inventories of raw materials were adequate. In short, while some 

individual enterprises canplained about the lack of materials it was not a 

general phenanenon. .Mr. Tyler observed that the gocd export perfoJ:I11.ance for 

industrial prcducts did not suggest a shortage of raw materials. Mr. .Milosevic 

agreed, noting the rapid rise in exports of textiles based on wool and cotton 

imports. He added that the Federal Secretariat for Foreign Trade had the 

p:::iwer to raise quotas if there was a shortage of particular imports for industry. 

(I At present there were unutilized quotas. For 1980 it had been planned to 
I.. _,.·· 

0 

increase the volume of raw material irnpJrts by 4 per cent. To date, the 

increase was 9 percentage p:>ints less than planned. 

In resp:mse to Mr. Bery' s question on exp:>rt targets, Mr. Milosevic 

replied that the expected results not only depended on the outccme in the 

trade account. In addition, developnents in invisibles had to be taken into 

consideration. In principle, the projected results in the trade account 

depended on the surplus in services and a reasonable level of net capital 

inflcws. The coverage ratio for 1980 had 1::een projected initially to reach 

60 per cent, a value considered sustall:lable over the medium teJ:m by the Institute 

of Foreign Trade. Although it was unlikely that the target would be achieved, 

a sharp improvement had been observed, from 47 per cent in 1979 to 57 per cent 

in 1980. For 1981, the authorities intended to continue their p:>licies to 

increase the average ratio, but it was difficult to expect an improvement of the 

magnitude observed in 1980. 
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Mr. Bery irquired also about which restrictions imposed by importing 

countries had been rrost hannful to Yugoslav exr:orts, and whether t..11e import 

quota limits, in particular within the :multi-fiber arrangements had been ful

filled. Mr. Milosevic indicated that sane problems had emerged in response to 

terrporary measures by EEC countries, that reflected an increasing protectionist 

attitude by develq:ed countries, although they had been solved in part by 

the conclusion of the agreement with the EEC earlier during the year which was 

expected to correct previous policies. 

Mr. Tyler inquired if changes had occurred in the irrrfort list in 1980 

and whether further changes were exi:ected in 1981. Mr. Milosevic replied 

that no changes had taken place in the RK and DK quota listings. But the 

r;. 1981 Resolution envisaged the development of a new quota policy, to provide 

for a :Eur...her libe:l:a.ization of the import system. The general attitude 

0 

was that quotas were to be used for protective and not balance of payments 

reasons. The study of the reform had been already initiated but the results 

1MJuld not be completed prior to the end of 1980. In any event, the policies 

for 1981 were to be viewed as transitional to the new system, and not as the 

final guidelines. He also indicated that a description of previous and 

expected changes in the system through 1985 were to be presented to the 

mission by another representative of the Federal Secretariat for Foreign 

Trade. 

Mr. Tyler requested confinnation to his understanding that the 10 per 

cent surcharge applied to dutiable imports had been abolished at the time 

of the devaluation of June. Mr. Milosevic said this understanding was 

correct and also indicated that the level of export subsidies and incentives 

had been reduced at the same time. 



0 

I~ 
\... •' 

-------- ----

.- 10 - Meeting· No. 3 

Mr. Tzler thanked the Yugoslav representatives for the useful discussions 

on trade, and congratulated them on the excellent trade perforrrance observed 

during 1980. 

II. Exchange Rate Policy and Effects 

Mr. Tyler inquired al::out the effects of the June 6 depreciation of the 

dinar on the :performance of the current account, in particular on comrodity 

exports and receipts for services. Mr. Dragomanovic replied that in view of 

the fairly short period since the adjustment had taken place, no accurate 

and exact estimates could be made. As background infonuation he noted that 

after a sharp increase of exports in the first roonths of the year, a marked 

deceleration cx::curred in the two rronths prior to the devaluation. These 

developrents led to the view among the authorities al::out the need to adjust 

the rate if balance of payments problems were to be avoided. In resp:mse 

to the adjustment of the rate, exports resumed their rapid rate of increase 

and over the first nine months of the year they had risen by 32 per cent 

canpared with the same period of 1979. Moreover, the average rronthly rate of 

grcwth for the period July-September was considerably higher than that for the 

first six rronths of the year. 

Mr. Tzler indicated that since the June adjustment, the exchange rate 

had nbt changed significantly vis-a-vis the U.S. dollar. He inquired 

whether the stability of the rate was an indication that there was no need 

for a further depreciation, notwithstanding the acceleration of price increases. 

Mr. Dragomanovic I;Ointed out that the effective rate had depreciated by al::out 

,.---..... 4 per cent to 5 per cent since June, but that in general no major adjustment \_j 

was envisaged for the near future. The sharp increase in prices was effectively 
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the initial shcck effect in response to the devaluation, but to a large extent 

-
the impact of the devaluation bad been absorbed. However, the increase in 

import costs were not to be fully incorporated into domestic prices. During 

1981 it was the intention of the authorities to keep the effective real 

exchange rate relatively constant through m::x:lerating price increases and making 

appropriate changes in the nominal exchange rate. 

In general, the short-te:rm i.rnp3.ct of the devaluation on imports was 

expected to be small due to the relatively low price elasticity. Most of 

the reductions in imports had been the result of the agreement arrong 

enterprises to reduce imports, in response to the decline of domestic demand. 

Therefore, rrost of the initial effect had been felt in exports and services. 

In fact, the response of services bad been very prompt. As an example, the 

0 m::mthly average of tourism receipts in the third quarter had been four times 

the level of the first half. By canpa.rison, in 1979 the average level in 

the third quarter had be.en three times the average level attained in the first 

half. Similar trends could :be observed in gross workers 1 s remittances, al though 

in this particular instance, the out.cane in the first half of 1980 infla#s had 

been relatively low due to extraordinary events of a noneconanic nature. 

Similarly, withdrawals had slowed down considerably in the third quarter, even 

after allowing for seasonal factors. The change in other services was also 

noticeable, although of less importance for the overall .ba.lance of payments out.came. 

III. Energy 

Mr. Podunavac carnme.nced the discussion on energy policies and developrrents, 

0 
by indicating that the results observed to date had been considerably :better 

than those .projected at the time of the previous consultation with the Fund, 

early in 1980. Taking into account the nature of the Yugoslav eo::mamy as an 
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LOC, the ·rea.uction in oil COilSUillfltion had been ver:y satisfactor:y, as had been 

the increase in coal consumption. The results had not l:een fully in line . 

with the expectations, but sharp declines had been observed in gasoline consump-

tion. Notwithstanding an increase in the car fleet of 8 per cent, consumption 

had declined by 8 per cent, in particular after prices had been adjusted in 1979 and 

1980. Fuel oil consumption (:used for transportation) had retl.Bined at about the 

same level as in 1979, but in the long term any savings were to result rrostly 

from investments in railroads and other gasoline saving projects. M:Jreover, 

the general use of fuel oil had been curtailed fran 1,780,000 tons in 1979 to 

an expected 1,300,000 tons in 1980. Further reductions could be expected as 

a result of the adjustment in relative prices of coal and fuel oil to induce 

a greater use of coal. This -was also exr::ected to occur with respect to the 

substitution of coal for heavy oil, particularly for hane heating. con-

sumption of the latter had declined by 14 per cent, to 1.2 million tons in 

response to prices and administrative measures (e.g., tanning of use in new build-

ings). Although the demand for oil and gasoline as raw rraterials for pet:ro-

chemicals had increased, the authorities did not intend to curtail the rise, 

as a significant part -was directed to new cap:tcities intended to enhance 

the export FQtential of Yugoslavia. 

In resFQnse to a quer:y by Mr. Tyler, Mr, Podunovac explained that the 

values shown in the table on energy and distributed during the meeting, did 

not include the llr!f;orts for the filling of the pipeline and increases in 

stocks that totaled an additional 450,000 tons for all of 1980. Even 

including those values, :i.lrJ[orts -were considerably l:elow those originally 

envisaged. Mr. Tyler also inquired whether the current conflict l:etween 

Iran and Iraq was expected to have a negative impact on oil availability 
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to Yugoslavia. Mr. Pod.unavac indicated that although same oil had to 

te purchased in the spot market, there was sufficient oil provided by 

friendly nations and no drastic changes in quantities or prices could te 

envisaged for the near future. In general, Yugoslavia did not have the 

advantages of nore developed countries that were involved in oil production 

in OPEC countries and, therefore, had to :r;:a.y full prices for petroleum, 

'Which were close to the spot market prices. In general, ma.jar efforts 

had teen undertaken by Yugoslavia to improve the efficiency in the use 

and for a :rrore active conservation of fuel. The program had been adopted 

jointly by the Government and the Chamber of Comnerce, and had teen 

actively supp'.)rted by the League of Corrmunist Party and the Syndicates. 

(--..._· According to the program, all OALs were reg:uired to analyze on a quarterly 
. / 

and. annual basis the use of oil and other sources of energy to help reduce 

consu:mi;>tion. With regard to coal use, Yugoslavia confronted the problem 

that the demand for brCJIA1Il coal (lignite) , which -was easily obtainable, v.Duld not 

rise at a rapid J?a.Ce. By contrast, production ·Of black coal, obtained from 

underground mines, -was nore difficult to increase, but dEm3.Ild for home heating 

would absorb any rise in production. In any event, old mines had been 

reopened while existing ones were being expanded and rrodernized. 

Mr. Tyler asked whether the :irnpJrt price in the table on oil consumption 

and imports (US$34.2 fer barrel) represented the nost recent quotation and 

not the average price for the year. This -was confirmed by Mr. Podunavac. 

Mr~ · :§ery inquired atout the results of the investment program in energy. 

In r;articular, he r::ointed out that the impact of recent investments had not 

C.) been ma.rked and this could have been caused by a lack of demand, lags in the 

canpletions of new cap:l.ci ties or underutilization of plants. Mr. Podunavac 
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explained that the plan had not been fulfilled according to schedule,, in 

particular for petrochemicals. Prior to 1979, the relative price structure 

did not induce a reduction of oil consumption and increases in the use of 

coal. After prices were eorrected, it VJOuld take considerable tiJne for 

the adjustment to take place. He also indicated that the total value of 

oil imports were not to exceedUS$2.9 billion, but including derivatives, the 

filling of the pipeline and increases in stocks, the total could reach 

aJ:out US$3.5 billion. For 1981, it was expected that oil consumption would 

remain at the current low levels. 

Mr. fyler concluded the meeting by indicating that the great efforts 

undertaken by Yugoslavia in reducing consumption had been very successful and 

('. hoped that these efforts 'WOuld continue to be pursued in the future. 
·. / 

The meeting adjoU.rned at 1:30 p.m. 

() 
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I. Balance of Payments 

IMF representatives 

Mr. Tyler 
Mr. Manison 
Mr. Loser 
Mr. Buyse 

IBRD representative 

Mr. Bery 

Mr. Tyler opened the meeting by providing some reations to the 

balance of payments data and forecasts provided to the mission before the 

weekend. The mission had found it difficult to reconcile the forecast of 

imports for 1980 with data for the first nine months presented earlier by 

Mr. Milosevic. That data showed the nominal growth in imports at 8.5 per 

cent over the corresponding period in 1979. The forecast, however, showed 

nominal growth for the year at 3.8 per cent, implying a decrease of 8.9 per 

cent for the fourth quarter as compared with the same period in 1979; this 

C) represented a volume decline in the last quarter of about 25 per cent, which 

did not appear likely. By contrast the forecast level of exports seemed 
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reasonable. Mr. Tyler also noted that the import forecast when combined with 

the forecasts for exports and invisibles, resulted in a current account deficit 

of exactly US$2 billion. This suggested that the import figure for the year had 

in fact been residually calculated. Assuming that import growth was somewhat 

slower in the last quarter than in the first three, the current account deficit 

was likely to be between US$2.2 billion and US$2.4 billion. When compared with 

these figures, the preliminary 1981 forecast of US$1.8 billion for the current 

account deficit would represent a significant,improvement. If the official 

forecast remained at US$2 billion for 1980 then a somewhat lower current account 

deficit would probably have to be targeted for 1981. Mr. Tyler stressed that, 

as far as the existing program was concerned, any current account deficit up 

to US$2.5 billion was acceptable. He wished though to clarify the assumptions 

behind the 1980 forecast and to indicate that a relationship existed between 

the forecast for 1980 and targets for 1981. He recognized that clarification 

of the 1980 import forecast would involve reference to the Secretariat of 

Foreign Trade and could not be provided immediately. 

After discussion of a few administrative matters, discussion returned to 

the balance of payments tables provided for the mission (Table 11). Mr. Tyler 

remarked on the reduction in gross credits on account of workers' and emigrants' 

remittances compared to the 1980 projection. Mr. Dimitrijevic responded that 

there had been a slowdown in the early part of the year for essentially political 

factors. While the flow had since been restored this had not fully compensated 

for the initial slowdown. Mr. Tyler also noted that estimates of consumers' and 

emigrants' remittances for 1979, both debits and credits, were less now than in 

( '· __ ./ 
estimates provided earlier in the year and asked if there was an explanation. 

Mr. Smiljanic, explained that the revised 1979 figures now excluded internal 

transactions between foreign exchange accounts of residents and, as such, were 
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consistent with data for 1977 and 1978 earlier presented. This also provided 

an explanation for the high original forecasts for 1980, which had been based on 

the earlier, unrevised 1979 figures. On other invisibles, the forecast for 1980 

of travel receipts was estimated on the basis of estimated tourist nights, average 

price of accommodation, and average expenditure .outside hotels. Transportation 

credits reflected an estimated 3-4 per cent real increase and a 10 per cent 

increase in tariffs. The decrease in forecast interest credits in 1980 was 

because of lower reserve holdings, while the increase in other credits reflected 

substantial increases in investment works abroad. Turning next to debits on 

invisibles, Mt. Smiljanic repeated that withdrawals from foreign exchange deposit 

accounts had been high in the first half of the year, leading to the higher 

numbers for the year as a whole. The figure for transport reflected business 

travel only, which had been cut back under the stabilization program. The 

higher interest payments projected were due to the higher level of short-term 

indebtedness than originally estimated and rather higher interest rates. 

Mr. Smiljanic then provided some explanations of the figures provided 

on long-term capital movements in Table 11. Before he did so, Mr. Tyler 

requested that additional detail be provided, giving gross drawings and repay

ments, and net lending by Yugoslavia, instead of the consolidated line currently 

presented. For 1980, Mr. Smiljanic provided the following details on medium

term and long-term capital movements. 
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Gross medium-term and long-term drawings 
(including gross use of IMF resources) 

Less IMF (gross) 

Medium-term and long-term less IMF 
Of which: 
Financial credits borrowed by Yugoslav 

commercial banks 

Suppliers' credits against capital goods 

Suppliers' credits against raw materials 

Anticipated borrowings by Yugoslav Government: 
(i) From IBRD 
(ii) Financial credits borrowed by National 

Bank of Yugoslavia 

Unallocated 

Meeting No. 4 

(in millions of U.S. dollars) 

4,613 

. 413 

4,200 

650 

1,600 

360 

250 

1,320 

20 

With regard to other capital account items, Mr. Smiljanic clarified that 

exceptional fi~ancing of US$250 million consisted of US$650 million (gross) 

borrowed by commercial banks on their own account, less US$400 million of 

repayments, while the improvement in short-term capital of US$338 million 

included an increase in commercial banks foreign exchange holdings of US$700 mil-

lion and a decline in bilateral balances of US$350 million. Net use of Fund 

credit at US$343 million represented gross drawings of US$413 million and 

repurchases of US$70 million. Following upon Mr. Smiljanic's presentation, 

Mr. Tyler asked which sources of medium-term and long-term financing in 1980 

were reasonably assured and which still in doubt. Mr. Smiljanic responded that 

suppliers' credits gross exceptional borrowing by commercial banks, and drawings 

from the IBRD were all relatively certain, and the major uncertainties lay 

Q with the borrowing program of the National Bank of Yugoslavia on its own account, 



-.5 - Meeting No. 4 

0 amounting to US$1,320 million. Mr. Tyler remarked that earlier estimates for 

such borrowing, presented at Annual Meetings, had been of the order of 

US$1, 700 mill.ion. As such, the current estimate seemed conservative. 

Mr. Dimitrijevic added that, even if all negotiations underway were successfully 

concluded, there was still the issue of whether they could all be drawn upon 

in 1980. 

The discussion then turned to forecasts of the balance of payments for 

1981. Mr. Tyler indicated that the import forecasts inevitably depended on 

the final view taken on 1980 imports. Export growth seemed reasonable at 

19.2 per cent; it was clarified that this consisted of an 8 per cent volume 

forecast and a 10 per cent price forecast. Mr. Tyler noted a slowdown in 

"other" invisible receipts; these were explained as reflecting weaker 

(·, performance in investment works abroad in 1981. On the debit side, Mr. Smiljanic 
'-..__/ 

explained that withdrawals from foreign exchange accounts had been exceptionally 

high in 1980; as such, no further increase was projected for 1981 as a whole. 

On the capital account, Mr. Smiljanic provided a similar explanation to that 

provided for 1980; for medium-term and long-term borrowing the estimates were 

as follows: 

Gross borrowing including IMF and 
exceptional financing 
IMF gross 
Exceptional financing gross 

Gross medium-term and long-term borrowing 
excluding IMF and exceptional financing 
Of which: 
Suppliers' credits against capital goods 
Suppliers' credits against raw materials and 

intermediates 
IBRD disbursements 
Borrowings by National Bank of Yugoslavia 

(in millions of U.S. dollars) 

4,100 
195 
750 

3,155 

1,300 

400 
250 

1,200 
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Mr. Smiljanic also clarified that the exceptional financing figure 

of US$400 million consisted of US$750 million gross borrowings and US$300 mil

lion repayments, while the short-term capital figure of US$8 million outflow 

consisted of an estimated US$280 million to US$300 million drawdown of 

bilateral balances and a roughly off setting increase in commercial bank foreign 

exchange holdings. On the short-term debt, Mr. Smiljanic stated that this took 

the form of lines of credit with commercial banks, at spreads between 2 1/2 per 

cent and 3 per cent above LIBOR. In response to questions from Mr. Tyler, 

Mr. Smiljanic said that in forecasting interest for next year it was hoped that 

trends in money markets would stabilize and that Yugoslavia would pay an 

average rate of 10-12 per cent on its medium-term and long-term floating rate 

debt. He estimated that roughly one-third of existing medium-term and long

term obligations were at floating rates. 

II. Exchange Rate Policy 

Discussing exchange rate policy for 1980 and 1981, Mr. Dragomanovic 

said that for this year policy had been not to continue frequent adjustments 

in the rate, but rather to let the price shock engendered by the June 1980 

devaluation be absorbed by the economy. Once this had occurred exchange rate 

policy would again become active, aiming to maintain the competitiveness of 

Yugoslav exports through gradual but timely exchange rate changes. He also 

remarked that the National Bank was working to improve the methodology for 

determining appropriate exchange rate adjustments, and was seeking indicators 

that reflected demand and supply of foreign exchange across the entire 

current account, rather than differential movements in prices alone. Mr. Tyler 

asked what the legal position was regarding the level of foreign exchange reserves 
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to'be held and what the implications of such requirements were for policy. 

Mr. Dragomanovic responded that by a change in the law passed in 1979 the 

National Bank of Yugoslavia was now obliged to ensure that reserves with the 

National Bank of Yugoslavia and commercial banks were sufficient to cover 

two months' payments for imports of goods and services from the convertible cur

rency area; previously it had been three months' payments. If untoward events 

caused a deviation from this amount, the National Bank of Yugoslavia was 

obliged to take remedial action. Currently, the legal minimum was US$2.8 bil-

lion to US$3.0 billion. The policy for reserves was specified each year in 

the decision on monetary policy for that year. 

Mr. Dragomanovic then went on to discuss the nature of the current foreign 

exchange market in Yugoslavia. It was currently inactive, and accounted for 

an insignificant volume of transactions. The authorities considered it important 

to revive the market and to restore it to its economic function. For this to 

be feasible it was important that there be approximate balance between the 

demand and supply of foreign exchange in the economy. Currently demand 

o exceeded supply that there was no role for the central bank to play in the 

market; the.task of allocating foreign exchange had been assumed instead by 

the enterprises themselves, operating within the framework of self-managing 

communities of interest for foreign economic relations (CIFER). In response 

to questions from Mr. Tyler, Mr. Dragomanovic stressed that the allocation of 

exchange within the framework of the CIFER was outside the control of the 

National Bank of Yugoslavia or of other government bodies. There had been 

rumors that, on occasion, inter-enterprise transactions had occurred at other 

Q than the official rate, but to the extent these had occurred it was clearly 

understood that they were illegal and were not condoned by the authorities. 
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Returning to policy on reserves for the year, Mr. Tyler asked what 

figure of reserves was anticipated for the end of the year. Mr. Dragomanovic 

said that the reserves target for the year was still for two months convertible 

currency import payments. 

III. Trade Measures 

Mr. Godrjevac started by saying that the Yugoslav trade system had experienced 

no substantial changes since the last discussion with the Fund earlier in 1980. 

Generally, existing trends had been pursued. During 1980 certain regulations 

with respect to the foreign exchange and trade quotas were introduced, but they 

did not constitute substantial changes with respect to previous years. The 

new regulations only provided a more detailed analysis of the process of quota 

determination within the self-management agreements of the OALS. In addition) 

a decision was approved that transferred the decision making with respect to the 

determination of quotas to the relevant self-management agreements. Certain 

specific decisions were also passed in articles for fair exhibition, trade 

with neighboring countries, and imports financed by IBRD loans. All these 

regulations were organizational in character. Minor changes were introduced 

to the import lists: coffee and specified chemical products were transferred 

from quotas to the liberalized list. Mr. Tyler thanked Mr. Gordonowitz for 

the list of new trade measures introduced and asked if it would be possible 

to review them in more detail. Mr. Godjevac said that this list consisted of 

a series of measures taken .since May 1980 which were relatively unimportant 

but agreed to give more details. The first series of measures concerned the 

Yugoslav energy balance. It was an agreement on the global relationships 

0 concerned in the energy field but did not indicate specific import volumes. 

The decision was devoted to those items in the import lists. The second 

series of measures was related to the new basis for customs operations of the 
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June exchange rate changes. The third series referred to connnodities which 

were transferred from the quota to the liberalized list. The decree on the 

performance of investment works abroad extended the previous law through 

1980. The amendment on the regulation stipulating the conditions for the 

sale of imported motor vehicles to domestic customers and was only of pro

cedural and organizational interest. It was not intended to make it more 

difficult for private citizens to import cars. The item under 6 liberalized 

the conditions and extended the period for temporary imports by economic 

organizations concerning, among others, transportation means, certain tools 

and machinery. The seventh item ensured that the necessary goods for the com

pletion of projects financed by World Bank loans could be imported. The eighth 

decision concerned the establishment and allocation of commodity and foreign 

~ exchange quotas for the import of goods in local border traffic. Its aim was 

to facilitate, within reasonable limits, imports of OALS situated in lower 

developed regions. 

Mr. Bery inquired whether the local Chambers of Economy had to approve 

imports for border regions within the limits of general quotas. Mr. Goeiljevae 

indicated that the Chambers of Commercedecided which items would be of greater 

interest for the local OALS, depending on total production and then extended 

authorization for imports in addition to other quotas. Mr. Bery also inquired 

about the linking requirements for machinery produced locally. If so, he wanted 

to know whether this was done at the republican or at the Federal level. 

Mr. Godjevac said that import licenses can only be dealt out by authorized 

Federal authorities and, only for goods which are on the license list. For 

commodities on the quota list the size of the quota was determined jointly by 

producers and consumers. Thereafter import authorization was given to those 

OALS that needed them most. At this stage the Chambers of Economy and the 
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republics intervened in the decision making. Mr. Bery remarked that his 

question concerned specifically machinery. Mr. Godjevac replied that 

what matters was the import regime under which a certain commodity falls, not 

its economic use. Imported commodities necessarily belong to one of the 

three following import regimes: liberalized (CLB), foreign exchange quota 

(DK or RK), or license regime. In the case of quotas the self-management 

agreement decided both the size of the quota and its beneficiaries. 

Mr. Bery asked if the self-management communities of interest for external· 

reasons had a particular obligation to provide foreign exchange for goods on 

the liberalized list rather than for goods falling under the quota or license 

regime. Mr. Godj.evac. answered that the self-management communities of interest 

had no direct influence on import regimes. However, once an item fell under 

c=J the quota regime, the self-management communities decided on the size and 

distribution of imports based on the payment possibilities and distribution 

of foreign exchange. Moreover, regardless of the import regime of the 

commodity in question, the self-managed communities of interest decided on the 

allocation of foreign exchange. Mr. Tyler remarked that even goods on the 

liberalized list (LB) could only be bought with the authorization of self

managed conununities of interest. This fact tended to result in LB lists not 

having any meaning and eliminating the distinction between the different import 

regimes. Mr. GodJevac said that within the self-management agreements foreign 

exchange belonged to those who earned it independently of the import regime. 

There was also a link between the earning and the disposal of foreign exchange. 

There was no distribution at the Federal level of foreign exchange, earned at the 

level of social communities of interest. They determined, between users and 

producers, the use of the foreign exchange within the various lists of imports. 
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IV. Monetary Measures 

Discussion then turned to an explanation of recent monetary and credit 

measures, a written list of which had been provided to the mission. Mr. Tyler 

asked whether the term "bank investments" in this list corresponded to bank 

credit. Mr. Dimitrijevic said the term referred to bank-financed investments, 

and was similar to net domestic assets of the banks. In decisions prescribing 

the rate of increase in bank investments certain categories of investments 

were excluded from the limits. These included credit for investments in 

housing, and for special purposes such as for the development of the autonomous 

province of Kosovo. Excluded credits were equal to about 17~18 per cent of 

total bank credits. A list of the excluded investments would be given to the 

mission. Credits for the excluded categories of investment were included, 

however, under the definition of credit for the current stand-by arrange-

ment. Mr. Dimitrijevic added that the first stage of formulating the credit 

program consisted of estimating global credit needs. Then the amounts planned 

for the excluded or special categories would be deducted from the global 

figure. The residual would be available as credit for other purposes. 

Mr. Tyler asked whether the measure containing new provisions on the 

calculation of the reserve ratio applicable to the increase in dinar value 

of foreign currency deposits was a sterilization measure. This was indeed 

the case. Mr. Tyler remarked that most of the other decisions seemed to 

indicate a move to more expansionary monetary policies. Mr. Petrovic 

agreed and said that there had been liquidity problems during the first part 

of the year. These measures included the reduction in the bank's obligatory 

<J 
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reserve ratio to the present level of a 15.5 per cent of bank sight 

deposits. It was possible that reserve requirements could be further 

lowered in 1981. Mr. Tyler also inquired about the decision referring to the 

charges banks have to pay for the use of their obligatory reserves to meet 

liquidity requirements. Mr. Petrovic said that the interest rate had not 

changed but that now the obligatory reserves are defined as an average amount 

of reserves required during an accounting period. Occasional falls in reserves 

below this level are allowed as long as the average during a certain period is 

observed. 

Mr. Tyler asked for more details about the decision concerning the 

financing of wheat. Mr. Petrovic said that this measur.e was taken to enable the 

purchase of a maximum amount of wheat by the private sector to avoid wheat 

~ being used as fodder. 

0 

Mr. Tyler said that the decision passed in October concerning the volume 

and rate of bank investments between October 1 and December 31, 1980 was 

important and had been discussed with Governor Bogoev. While this decision 

was consistent with an increase in the money stock of 26 per cent during 1980, 

in the letter asking for a modification of the stand-by arrangement an increase 

in net domestic assets of the banking system would be proposed, which was 

consistent with a 24 per cent increase in the money supply to December 1980 and 

the change in net foreign assets forecast by the National Bank of Yugoslavia 

in Table 6. Mr. Tyler said that in future stand-by arrangements it might be 

possible to define net domestic assets of banks in terms of a constant 

exchange rate. 

Mr. Tyler inquired also about the decision extending the time limit for 

subscriptions to Treasury bills. Mr. Petrovic replied that this was done as 

an alternative to a further issue in the final quarter of 1980. The name 

of these bills was misleading since the ultimate issuer was not the Federation 

but the National Bank. 
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In conclusion, Mr. Tyler stated that it was encouraging to see the 

Yuboslav authorities making more flexible use of the instruments of monetary 

policy in managing their economy in 1980. 

The meeting adjourned at 1:30 p.m. 
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Mr. Veljkovic cam:nenced the meeting by explaining that the discussion 

would be devoted to the analysis of the Five-Year Program for 1981-85, 

currently in preparation and, also answers 'l'tX:luld be provided to a number 

of questions that had been presented by the mission on the subject of 

investment. 

Mr~ Tyler indicated the interest of the Fund staff in the prOSJ;eetive 

develop:nents in the current account of the J:alance of payments. The size 

of the current deficit was of a magnitude that required adjustment over the 

medium tenn. Two alternative pJlicies could be pursued to attain the 

Q objectives: (a) a curtailment of demand in the short run, as had been the 
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case in 1980, or the lirlplementation of :i;:olicies that 1N'Ould help restructure 

the economy to increase ex::i;:orts and reduce i.n:q;::orts over the medium te.nn, 

and thereby help to lirlprove the balance of pa.yments. For the latter 

purpose it was of considerable interest to the Fund staff to obtain a good 

indication of the structure of investment, to achieve a larger ex::i;:ort avail

ability and import replacement, as well as the quantitative targets sought. 

If the basic docu:rrents were not yet finalized, due to the process of prepa.ration 

and internal discussions, a general idea of investment :i;:olicy, and the 

resulting prospects of the balance of pa.yments in the medium term 'IN'Ould be 

welcane. 

Mr. Veljkovic described the fr~rk of investment :i;:olicy in 1981-85. 

The projections had to be seen in the light of the sharp adjustment in 

income distribution, personal consumption and investment, in 1980. There 

was a :i;:olitical consensus that invest::rrent :i;::olicies be followed during the 

next five years had to be adapted to tv..o main features: (1) priority-branches 

had to receive sufficient resources for investment. These priority areas 

were basically (i) feed, (ii) energy, (iii) raw n:aterials, (iv) e.xport

oriented output, as -well as {v) an integrated transportation system 

(intended to reduce transport costs in Yugoslavia to :rrore ccmpetitive levels. 

(2) a :i;:olitical detennination to reduce the ratio of investment to GSP over 

the period of the Plan. In part these tw:J features were contradictory 

in principle; a change in the investment to :rrore capital-intensive projects 

had to be made canpatible with declines in the ratio of investment to GSP 

frcm 35 :i;:er cent in 1979 to a projected ratio of 33 per cent in 1980, 

Q 31 per cent in 1981, and a final ratio of 30 per cent in 1985. In order 
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to achieve these objectives, the system of social campa.cts and self

rnanagernent agreements had to provide for a successful reorie;filtation of the 

process of accumulation to the priority sectors. In principle, the task 

was complicated by the degree of decentralization of the decision-

rnaking process, but there was a deter.m.ination to achieve the stated 

goals. Moreover, the social compact for 1981-85 was to make investments in 

nonpriority sectors extremely difficult, by a continuation of fiscal and 

m:metary measures, as well as direct administrative agreements within and 

between the republics were to establish special funds for the priority 

sectors. For example, self-management agreements had been concluded between 

enterprises in Bosnia-HerZegovina and Serbia for an investment equivalent to 

Din 100 million for an iron ore mine, and"financial resources had been 

transferred between enterprises in the tw:::> republics to achieve that objective. 

M:Jreover, the restrictive financial policies would help attain the reorienta

tion of investment. In general, it was intended by the Yugoslav authorities to 

direct investment to support projects in the fonn of pooled resources, by 

providing advantages like higher interest rates, to those enterprises that 

provided funds. 

Mr. ·Tyler inquired whether enterprises could be directed to pool their 

resources. · Mr. Vel jkovic replied that several aspects had to be analyzed. 

On the one hand, a political initiative was i.rnp:)rtant for the achievement 

of the objectives. In addition, increased credit opportunities, lower 

interest rates, and other measures IM)uld help provide the resources for the 

priority sectors. In general, interest rate policies vvere to becane 

Q . more active over the pericx:i. At the same time, republics and provinces 
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were required to reach agreements to channel 80 per cent of the foreign 

funds obtained to priority sectors. Clearly, such trends of investments 

indicated a slowdown canpared with the period 1976-80, but the structure 

of investment was expected to improve. All :i;:olicies were to be sup:i;:orted by 

the socio:i;:olitical organizations through three types of measures: 

(1) providing stable incomes for OALs in priority sectors, to .improve their 

ot:erating conditions. This objective was to be achieved by an .improvement in the 

price relations for those OALs. (2) Reduction in import taxes, especially for 

items not produced in Yugoslavia, for priority sectors. Although equipnent 

.imports were to be reduced in general, it vvould not be the case for these 

activities. (3) Tax exemptions for priority sectors and increases in taxes 

for other sectors were to be implemented; in particular, taxes were to be 

increased to reduce incentives to activities with high .iroport and lav 

exp:>rt canponents. 

These :i;:olicies were contained in several social campacts, that were 

in the process of being finalized. The basic canpact between republics 

envisaged the hannonization and camon direction of the process of production. 

It was currently being discussed and was expected to be approved by mid

Novernber. A second social compact was directed at econanic relations with 

foreign countries. It dealt with the balance of payments and external 

debt, and was also in the process of preparation at this time. The 

w:Jrking document being currently discussed projected a rate of growth in 

exp:>rts of 8 per cent, that within five years was to increase the cover 

ratio to 70 per cent by 1985. Exports with the highest i::ossible value added 

Q were to be prarroted and were expected to be concentrated in agriculture, 
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equipnent, ships, and services. The .target for the current account was a 

C1..IITUJ.lative deficit of US$6.0 billion, in current dollars, to avoid an overly 

sharp increase in foreign indebtedness. This calculation assumed an annual 

average rate of price increase of 10 per cent from 1980 to 1985 for :both 

exports and imports. The rate of growth of GSP was to be between 4-5 per 

cent, the minimum required to achieve the desired rate of growth of exports, 

and a reasonable growth in consumption. The growth of imports envisaged for 

the period would ;to an important extent, l:e dependent on the export performance. 

If a rate of growth of exports of 8 per cent materialized, irn!;:orts could grCM 

at a rate of 3-4 per cent. Imports were to be rrostly concentrated on raw 

rnaterials and intermediate goods. A slowdown was projected for consumer goods 

and equipnent. Policies were to be geared to substitute .irnp:Jrts of these 

cOitlIIDdities. Clearly, the shift of pressures to the priority areas, toth 

domestically and for i.rnp:)rts, was a difficult process to implement and there 

wer$ags but over time the direction of investrrent would be changed. 

A third doctnnent was linked to the need for increased assistance to 

less developed provinces and republics (Kosovo, Macedonia, Montenegro, 

and Bosnia-Herzegovina) . This dccument had created some controversy as to 

the recipients of aid. Kosovo clearly required further assistance--its per 

capita incane was only one third of the average for Yugoslavia, while for 

the others per capita incane anounted to two-thirds of the average for the 

country, and according to other indicators of wealth they were a.tout in 

line with the rest of the regions. Therefore, at a technical level, other 

republics were not willing to contribute the envisaged amounts. In 

·"'i addition, Serbia was interested in reducing its contribution to the general 
' _/ 
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fund because of its lower than average per capita income. But even if some 

conflicts existed, an agreement was to re reached at the :p::>litical level 

within one rronth, with no major difficulties expected. In addition to the 

three previously mentioned documents, a social compact had also been prepared 

in relation to defense issues. 

II. Investment 

Mr. Prica indicated that he would answer the supplementary questions on 

investrnent :p::>licies requested by the mission. With respect to the first 

question on the control of noneconanic investment in the past, the resolution 

for 1980 indicated that noneconomic investment would decline, except for housing 

and investment in the comnunal sectors that were to increase rroderately. 

Q In 1979, noneconomic investment had increased by 7.5 per cent, and initially it 

was projected to increase by 3.7 per cent in 1980. By mid-year plans were 

rrodified, and the rate of growth was adjusted downward to 0.8 per cent for 

the year. In order to achieve these results two laws were passed. According 

to the first, sociopolitical camn.mities were not allowed to obtain funds for 

construction of administrative buildings, while for other noneconc:mic projects, 

a 50 per cent ratio of self-financing was required. The second law also 

reduced exi;:enditure for specified noneconomic investment expenditure in the 

field of culture, art, physical culture, and monuments. In addition restraints 

were introduced on investments for services of education, social security, 

and for other activities of the sociopolitical ccmnunities, although certain 

exceptions were granted. For the first nine months, payments for investment 

in noneconanic activities had remained constant in real tenns and were expected 

to decline by 5 per cent for all the year. Mr. Veljkovic added that for 
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1981 a decline of 30 per cent in real tenns was projected, except for 

housing, based on a policy of rroderation of collective consumption. More

over, there would be a restrictive granting of exemptions in these sectors. 

The :L.111p0rtance of noneconanic investrrent was not to be discounted. In 1980 

it constituted the equivalent of one 1hird of total investrnent-22 per cent 

for housing and 12 p::r cent for other sectors. 

With respect to question 2 on instruments to control investment to priority 

areas, Mr. Prica indicated that the Federal Government used mostly indirect 

instruments, like lcwer custans duties on imports and protective tariffs and 

tax exemptions. In addition selective credit policies were geared to favor 

the priority sectors. currently selective credits on favorable tenns -were 

given to agriculture and exports of capital goods but it was now to be extended 

to other sectors. Where the Federation had power, price fQlicies could also 

be utilized. Republics and autonorrous provinces also provided tax rebates, 

a liberalization of income tax for services in priority areas and lcw interest 

rate credits, in particular for tourism and agriculture. Foreign credits 

could be directed to priority areas. In addition, reserves -were transferred to 

underdeveloped regions, from the comnon Federal fund. In same republics, 

there was compulso:ry pooling of resources, mostly for the completion of 

energy projects. In addition banks had to channel resources to priority 

sectors, as a consequence of recently concluded agreements on priority sectors. 

In addition the sociopolitical carnmunities also influenced other organizations 

to achieve a change in investment priorities. 

With regard to question 3, on non-oil energy production and transportation 

Q a written resp:mse was being currently prepared. This was also the case with 
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respect to question 5 on the growth and distribution of investment with 

respect to priority sectors. Question 4 on specific examples of agreements 

to implement th$f?:r.Drities of the 1981-85 Plan had been discussed previously 

during the meeting. Mr~ Veljkovic indicated that an interesting agreement 

had been concluded among electronic fi:rms of Slovenia, Croatia, and Serbia 

to build a cathode ray tuI::e plant in Nis. A similar joint effort had taken 

place with resr;ect to iron ore develq;:ment. 

Mr. Be£i inquired as to the slow pace of implementation of investment 

projects in 1976-80. Mr. Veljkovic indicated that social compacts and 

agreements had been delayed. Current! y there was a sirnul tanei ty in the 

preparation of plans and programs. All subjects in self-management agree-

rrents were to cooperate in the canpletion of programs, based on rr:aterial 

0 balances in their sectors. Agreements based on the prescribed planning 

process had been concluded in the fields of agriculture and for same minerals. 

In general, participants of social compacts were to cooperate to achieve 

a better resource allocation based on the follcwing principles: (a) improvement 

in the personal incomes of w:Jrkers, increased yield of investment, and higher 

foreign exchange inflows and smaller outflows,· (b) J?OOling of resources for 

the canpletion of projects in the fields of energy, raw materials, and 

intermediate goods; ( c) increase productivity as a result of better 

coordination and organization, (d) a more equitable distribution of regional 

developnent, and (e) adequate considerations with regard to the impact of the 

projects on the e!IV'ironment. 

Mr. Prica added that the coordination between repub~ics to attain the 

Qinvestment objectives in priority areas could be illustrated by the energy 
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plan being currently discussed for Kosovo through the year 2000. A special 

social compact was to be signed determining the prospects for investment in 

energy in that province. Mr. Veljkovic mentioned that a new strategy of 

technological development was being prq~:osed as a corrplement to the invest

rrent plan. New criteria had to be established and canrron agreements had to 

be detennined in order to have a rational f:Oliey for the irnp:>rtation of new 

technology, which would be administered by the Federal Government. 

With regard to question 6, on the mechanisms::fDr appraisal and approval 

of investment prof:Osals, Mr. Prica indicated that the need to analyze projects 

had been emphasized in recent agreements. There was a need for a social 

verification of the quality of new investment; the idea was central to the 

projects and was to be included in a new law on investment, currently under 

preparation. In a first instance, resp'.)nsibility for preparation and 

appraisal of investment was to be given to experts, .that had to be independent 

of the investing organization if the amounts of the new projects exceeded 

certain value limits. The planning authorities had to appraise the projects 

within the context of the priority lists. Even the banks were taking part in 

the exercise. For several years, investments had been appraised by a special 

institute in the Ljubljanska Banka and a new Serbian institute for project 

appraisal was to be constituted in Belgrade, financed by the Chamber of 

Canmerce of Ser:Oia, to analyze projects in that republic. The mechanism of 

appraisal was of major importance. If a project was rejected by the appraising 

agency, no financing would J::e extended, and therefore, the investment would not 

take place. In order to assess the viability of projects regular cost-benefit 

c' analysis was being applied. In part the overview was left to the l:anks, that 

use the appraisal :methodology of the IBRD. 

The meeting adjourned at 12:45 p.m. 
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The meeting discussed preliminary plans for monetary policy in 1981, 

interest rate proposals, and developments in public sector expenditures 

and revenues. 

L Monetary Policy in 1981 

Mr. Petrovic said that monetary policy for 1981 would be geared toward 

supporting the continued implementation of the stabilization program. As 

in 1979 and 1980, the authorities would endeavor to keep the growth of the 

money supply below that of nominal GSP in 1981, although the gap in per-

centage points would not be as great as in the earlier years. Preliminary 

projections showed nominal GSP growing by 24 per cent and it was aimed at 

limiting the increase in the money supply to 22 per cent over the 12 months 

to December 1981. Mr. Petrovic said that the monetary projections for 1981 

were based on an average exchange rate of Din 28 per U.S. dollar, an increase 

in prices of 15 per cent from end-1980 to end-1981, and an obligatory 

reserve ratio for banks of 15. 5 per cent. Mr. Tyler said that the monetary 

projections seemed reasonable, although he considered the price assumptions 

-~ on the optimistic side in part because of the probable need to effect a 

further depreciation in the foreign exchange value of the dinar in 1981. 



- 2 - Meeting No. 6 

0 In reply to a question by Mr. Tyler on whether there was a close 

direct relationship between quasi-money and domestic expenditures, 

Mr. Dimitrijevic said that increases in quasi-money had little impact 

on domestic spending. In fact, quasi-monetary deposits tended to absorb 

spending power. Mr. Tyler noted that since the encashment of foreign 

exchange deposits into dinars could be used as a basis for the extension 

of consumer credits, the accumulation of such deposits could boost 

domestic spending through this link. Mr. Dimitrijevic said that there 

was often a long delay (up to two years) before consumer credits could 

be obtained on the basis of foreign exchange deposits. Moreover, such 

credits were limited to loans for housing and productive economic 

activities and depended upon the credit capacity of the banks. Credit 

0 for housing at present constituted about 10 per cent of total bank credit. 
,/ 

Mr. Tyler enquired whether credits which were outside limits on 

"bank investments" could grow very rapidly and undermine the restrictive 

monetary policy. The Yugoslav representatives stated that many of the 

exempted credit categories were closely controlled, such as credits for 

the less-developed regions. Unless closely supervised, loans to housing 

could be a problem area. As in previous years, efforts would be made to 

eliminate the reliance of the federal government on the banking system 

in 1981. The planned sectoral distribution of credit would be similar to 

that recorded in 1980. Mr. Dimitrijevic observed that the household 

sector's demand for money was quite predictable, but that that enterprise 

sector's demand appeared to be quite unstable over the short run. 

Mr. Dimitrijevic said that there was a very small lag between the 

() 
primary money issue and changes in the money supply. In net terms, the 

primary money issue was projected to rise by Din 35 billion in 1981, 
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compared with a forecast rise of Din 39 billion in 1980, the l.atter being 

- based on a 26 per cent rise in the money supply. The main source of 

primary money expansion would be National Bank credits which were projected 

to rise by Din 53 billion in 1981 compared with an expected increase of 

Din 50 billion in 1980. It might be necessary to decrease the reserve 

requirement ratio in 1981. 

II. Fiscal Policy 

Mt. Jovanovic began by discussing the results for 1979 in the public 

sector accounts. A list of the most important fiscal measures taken· 

during the year would be handed out to the mission the next day. Total 

expenditures were 20 per cent higher in 1979 than in 1978 and total 

revenues increased by 22 per cent. The overall public sector showed a 

Din 2.4 billion surplus. Only the federal budget showed deficit which 

amounted to Din 3.8 billion. All other sectors had surpluses which, if 

greater than planned, had to be returned to the economy. Decisions for 

this purpose have already been taken for over 90 per cent of the 1979 surplus. 

Fiscal policy for 1980 was determined by the Annual Resolutions and 

to date social security was the only sector for which the 1980 target has 

not yet been fixed. For the other sectors, the average growth rate is 

16 per cent. Growth rates for social services, like education and culture, 

are close to the average but increases in contributions for natural disas-

te:ts, such as earthquakes and floods, were likely to be above average. 

Mr. Jovanovic stated that since increases for revenue are determined 

at the end of one year for the duration of the following year, there is 

~ generally a divergence between planned and actual revenue. As revenue is 

based on: the personal incomes of citizens which in the past have been 

faster than expected, revenues have generally been higher than planned. 
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For the first nine months of 1980, some data are available. Assets for 

disability allowances went up by 28 per cent, while revenue to finance 

other kinds of general needs rose by 19 per cent. Revenue for collective 

consumption increased by 24 per cent, partly as a result of the sharp 

increase in collections by self-management communities of interest concerned 

with material production. Energy, railways and highways were considered 

public needs and are partly generally financed. Targets had to be modified 

frequently because about 50 per cent of the needs are satisfied at the 

level of the communes. The country consisted of about 450 communes which 

in turn have each about 10 self-managed communities of interest. There 

are thus nearly 5,000 bodies in the country which can decide to increase 

or decrease revenues and expenditures. Surpluses are allocated to dif-

(°) ferent accounts on a quarterly basis so that they cannot be greater than 

planned. Data for separate accounts are not available yet but all decision

making bodies are planning to decrease revenue rates during the fourth 

() 

quarter of the year, because revenues were greater than planned. Never-

theless, the increase in revenues will exceed the planned 16 per cent ratio 

because some items are excluded from the 16 per cent target and because 

there is self-contribution to local communities. There are 10-20 local 

communities in one commune and they contribute to the financing of local 

needs, such as highway repairs. In the self-management communities of 

interest, however, the 16 per cent target applies. 

As far as the structure of revenue is concerned, the highest increa.se 

will take place in the economic sector because their incomes increased 

at the fastest rate (see item no. 126). For the same reason (item no. 121) 

revenues were increasing at a slower rate in the noneconomic sector. 
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Household expenditures decreased relatively as can be derived from the 

fact that revenues from the turnover tax have increased by only 22 per 

cent. 

Overall for 1980.revenues for general and collective needs are proj

ected to rise by less than that of nominal GSP. Collective consumption 

should increase selectively, depending on needs. In 1980 the total 

public sector will probably again show a small surplus. Consequently, 

tax rates are being lowered, except for the sectors where revenues and 

expenditures are balanced. In reply to Mr. Tyler's question Mr. Jovanovic 

said that expenditures on payment of personal incomes amounted to about 

60 per cent of total public expenditures. 

Mr. Kolundzija stated that in 1980 the original federal budget 

~: adopted by the National Assembly had both revenue and expenditure at 

0 

Din 128 billion, including repayments of credits. The devaluation had 

an impact on the federal budget by increasing repayments of loans, and 

increasing expenditures for business travel abroad and for international 

organizations. The total increase of payments obligations due to the 

devaluation is estimated at Din 3,815 million. After adjustments were 

made in the budget the extra financing need is estimated at Din 2,445 mil

lion. In addition, pensions and disability allowances were increased by 

Din 3,999 million or 3.1 per cent of the total budget. The total budget 

increase due to the devaluation and these social allowances will be close 

to 6 per cent. On the revenue side,' the tariff duties were not lowered 

but other customs charges were decreased. The average customs burden was 

21.9 per cent in 1979 but after the devaluation it will amount to about 

11 per cent. For the first nine months of 1980 the average customs burden 
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was 16 per cent. The original customs revenue going to the budget was 

estimated at Din 30.6 billion, but this figure should now be lower. 

Substitutes for customs revenues will thus have to be found but where 

the funds will come from is still being discussed. 

Mr. Tyler remarked that in the first nine months of the year, total 

revenue increased by less and expenditure by more than planned. Unless 

there is a change in trend during the last three months of the year, 

there would thus be a deficit. As the National Bank did not intend to 

finance this deficit, either taxes would have to be increased, or bonds 

would have to be issued. Of course, borrowing from conunercial banks was 

another possibility but this would have the same monetary implications as 

borrowing from the National Bank. 

Mr. Kolundzija replied that according to the law, the budget deficit 

must be financed by the Republics and Autonomous Provinces. At the moment, 

it was very difficult to say whether they would be able to do so or to 

indicate whether other sources of financing would be utilized. The 

Republics and Autonomous Provinces had not as yet expressed their opinion 

concerning these matters in the Federal Assembly. 

For 1981 some projections had already been made. The estimate for 

the federal budget was Din 169.6 billion or 28 per cent more than revised 

budget for 1980. These figures were based on departmental requests rather 

than on finally agreed allocations. The contributions of the Republics to 

the underdeveloped regions and for expenditures for disability allowances 

and veterans benefits would account for 88 per cent of the budget. The 

remaining 12.per cent of their contributions would be to cover administrative 

expenditures or noneconomic investments. National defense will be financed 

by special agreements between the Republics and the Autonomous Provinces. 
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Mr. Marjanovic intervened to say that the basic orientation for 

next year is to reduce the share of collective consumption in GSP. 

The share of defense in total expenditure and in total GSP will be decided 

by the Republics and the Autonomous Provinces. This expenditure item was 

less flexible than others and as a share of GSP it was likely to rise. 

In 1981 . the federal budget performance. wo.uld be integrated with the 

stabilization program along the same lines as in 1980. Toward this end 

the National Bank would minimize or even eliminate its financing of the 

budget deficit in 1981. 

III. Interest Rate Policy 

Mr. Tyler commenced the discussion on interest rates by indicating 

that the low interest rates that prevailed in Yugoslavia had encouraged 

~ increases in the level of investment and consumption that would have not 

0 

occurred otherwise. The low interest rates resulted in an inefficient 

allocation of resources even within enterprises. In order to achieve 

greater efficiency in Yugoslavia's investment policy it was sensible to 

develop a financial market with realistic interest rates. Certainly, a 

program that included interest rate measures would be supported more 

tavorably by the IMF. 

Mr. Dimitrijevic agreed that in principle a more rational interest 

rate policy was required for the more efficient behavior of enterprises, and 

this was the general approach of the authorities. Recently, the National 

Bank had prepared a proposal that was being discussed by the Government 

of the Federation and the banking system: the main aspects that had to be 

taken into consideration for the proposals on interest rates were the follow

ing: (1) the present institutional framework consisted of free interest 
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rates for lending purposes; maximum limits could be applied, although 

ceilings were not operational; (2) no financial markets existed currently, 

and therefore there was no single structure of market-determined rates; 

the structure consisted of various rates charged by different banks and 

for different credits; (3) over the previous two years interest rates 

had not been significantly negative in real terms, notwithstanding variable 

inflation rates. Interest rates to enterprises had ranged between 10 per 

cent and 12 per cent while the rate of inflation had averaged about 10 per 

cent per annum. Only in the recent two years had inflation increased 

sharply and real interest rates had become quite negative; (4) interest 

rates for deposits were currently fixed, while lending rates had been 

established freely by the interested parties. Under current conditions, 

(_,_' the new proposal envisaged an increase in deposit rates by an average of 
/ 

about 4-5 percentage points. The increase in these rates were to stimulate 

the establishment of an agreement that contemplated higher rat.es paid by 

banks and would allow them to charge more for lending. The National Bank 

would not act directly on interest rates. Increases in deposit rates would 

not be across the board, but would be differentiated according to maturity. 

For example, banks could increase the rates on sight deposits by 1 per cent 

while for certain other longer~term deposits the rates could increase by 

5 per cent. Lending rates could increase in line with the change in deposit 

rates. Some priority sectors would continue to be financed at a rate of 

10 per cent while nonpriority sectors could be charged considerably higher 

rates. The proposed measures would not to result immediately in positive 

real interest rates, but in conjunction with a lowering of inflation would 

lead to more realistic rates. The differential interest rate structure 
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would have a different effect for different banks, depending on their 

sources of financing, i.e., savings deposits, demand deposits, or foreign 

exchange borrowing, which carried a high foreign exchange risk. 

Mr. Tyler co!lllilented that the changes were in the right direction, 

but if inflation continued at the current rates, real interest rates would 

continue to be negative. Therefore, more flexibility had to be built into 

the system, although the current reform did not envisage a marked change 

in the present structure. He also inquired about the interest policies 

to be pursued in the nonpriority sectors. Mr. Dimitrijevic indicated 

that although interest rates had affected the flow of funds and allocation 

of resources in Yugoslavia, other elements were also of considerable 

importance. However, with the abatement of inflation, interest rates 

(_; for loans to nonpriority sectors would become positive in real terms 

0 

and this could be expected to moderate investment in suc·h sectors. He 

also explained that interest rates would be determined in individual 

agreements and by individual banks. 

Mr. Tyler also commented that although no financial markets had been 

developed in Yugoslavia and the rates structure was not unified, the National 

Bank could influence rates by the discount and reserve requirement policies. 

Mr. Dimitrijevic explained that the National Bank could not directly affect 

rates in the priority sectors and, therefore, the best way to influence 

the market was to increase rates for deposits. In this regard, the 

authorities were contemplating the modification of the system of deposits 

in foreign exchange, that were currently receiving rates similar to those 

for deposits in domestic currency, to a structure that was related to the 

relevant country's interest rates for those currencies in which accounts 
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we.re. de.nominated. Mr. Be.ry note.d that be.cause. of the. mamor cutback in 

inve.stme.nt in nonproductive. investment, the. loans affected by the. measures 

would be a relatively small proportion of the total. Mr. Dimitrije.vic 

indicated that the higher interest rate.s were to affect both noneconomic 

and priority sector loans. With regard to the priority sectors, these. 

would be established at a national and in some cases at the regional leve.l, 

and the.re.fore the. structure of rates had to be established for each case. 

Mr. Tyler commented that the experience with respect to systems with 

complex selective interest rate.s showed that great incentives existed for 

the enterprises to change the classifications of the loans in order to 

obrain less expensive financing; A more rational system would provide 

for direct subsidies to enterprises for priority projects. Mr. Dimitrijevic 

() replied that the other members of the banks had to closely supervise the· 

process of credit allocation and that this would help avoid abuses with 

0 

respect to obtaining preferential interest rates. This was the case now 

when the financing originated from def eral and other special funds that 

were lent at preferential rates. But in any event, the very low interest 

rates were not expected to have any major impact on resource allocation 

as most of them were earmarked and would not affect the level of investment. 

Lower rates were granted on funds for priority sectors as a financial 

compensation that would help make those projects profitable, a necessary 

requirement for their success. Mr. Tyler indicated that the degree of 

distortion that was incorporated into the use of earmarked re.sources whe.n 

a nominal rate was fixed, was not independent of the rate of inflation. 

In any event, it was not a rational policy to provide low-cost loans during 

periods of rapid inflation. 
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0 Mr. Tyler inquired whether the newly proposed system would become 

operational by the end of 1980. Mr. Dimitrijevic explained that the basic 

research by the banks would be concluded by the end of the year, but that 

the actual new system would only become operational in 1981. In any event 

the transition to the new system would be gradual as interest rates would 

not be changed for the outstanding debt, while they would be modified for 

all deposits. The implementation could take considerable time, but there 

was a clear determination to carry the policies through during 1981, although 

not at the beginning of the year. 

The meeting adjourned at 12:45 p.m. 

('· 
\.._,.·' 

() 
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The meeting discussed macro-economic forecasts for 1981, the 

negotiation of external financial credits for 1980 and 1981, and external 

reserves management policies. 

I. Macro-Economic Forecasts ror 1981 

Mr. Zmigorevic said that the economic situation had improved in 1980 

despite a number of difficulties. The external trade and current account 

deficits had been reduced even though there had been an unfavorable 

move in the terms of trade. In the first ten months of 1980 real exports 

had risen by 9 per cent and by 30 per cent in nominal terms, while the volume 

of imports had fallen by 10 per cent in spite of a 24 per cent increase in 

prices. 
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The rapid growth in personal incomes had been contained despite the sharp 

acceleration in domestic price increases. I~deed, real personal incomes had 

fallen by 8-9 per cent in the first part of 1980. As a result, real personal 

consumption had fallen. Although real fixed investment had been held 

relatively constant in 1980 there had been a considerable improvement in its 

structure insofar as there had been a marked rise in investments in priority 

projects, such as those designed to utilize domestic energy sources. 

Economic policies in 1981 would be directed to achieving two basic 

targets in the form of attaining a further reduction in the current account 

deficit while at the same time moderating the tendencies which were causing 

a slowdown in the growth of production. Mr. Zmigorevic said that the fore-

casts for 1981 that he was providing to the mission reflected the preliminary 

(~': thinking of the Yugoslav authorities. These figures would be finalized in 

December 1980. At this stage real GSP was projected to rise by 3 per cent 

in 1981, with the industrial and agricultural sectors expected to grow by 

3.5 per cent and 4.0 per cent, respectively. There would be further slowdowns 

in the growth of the construction and some other sectors. Real exports were 

forecast to rise by 8 per cent resulting from rises of 7 per cent in merchandise 

exports and 9-10 per cent in services exports. The target for import growth 

was partly dependent on the level of imports realized in 1980, but at this stage 

real imports of goods and services were forecast to fall by about 2 per cent. 

If the desired level of exports is achieved, the deficit in the current 

account of the balance of payments could be less than US$2 billion in 1981. As 

a working assumption it was expected that the current account deficit would not 

exceed US$1. 8 billion, and US$1. 5 billion with convertible currency countries. 
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Mr. Zmigorevic then discussed the policies that would be implemented to 

achieve the balance of payments objectives. Domestic demand would continue to 

be restrained in 1981 including keeping real personal consumption at the same 

level as that expected in 1980. For the current year partial indicators 

suggested that a small decline in personal consumption would be recorded. In 

1981 it was aimed at constraining the growth of real personal incomes to 

1 to 1 1/2 per cent which was in line with the expected rise in labor 

productivity. 

Real fixed investment was forecast to fall by 1-2 per cent with non-

economic investment targeted to decline by 30 per cent. The measures 

incorporated in the Annual Resolution for 1981 would aim at restructuring 

the economy toward the higher production of domestic energy, agricultural 

0 commodities, tourism, and transportation facilities, and industrial output 

based on domestic resources and oriented to the export market. A substantial 

increase in production capacity in the energy sector was planned in the years 

1981 and 1982, especially for coal and hydroelectric production. Investment 

in the agricultural sector would be aimed at raising wheat, corn, and meat 

production. It was an objective to increase corn output to 11 million tons 

in 1981 compared with a level of 9.5 million tons in 1979. The main way in 

which corn production would be stimulated would be through raising guaranteed 

producer prices. In fact, producer prices for a number of agricultural commodities 

had been raised substantially in 1980 and information on such changes would be 

supplied to the mission. The main industries that would be encouraged with respect 

to export oriented production would be food processing, basic chemicals, petro-

~ chemicals, and wood processing. 
_ _) 

As to the growth of various import categories in 1981, Mr. Zmigorevic 

said that the increase in intermediate goods imports should be around 4-5 per 
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cent, with goods for the textiles and metal processing industries given 

preference. The most productive use should be made of the US$10 billion 

expected to be allocated for intermediate goods imports in 1981. Imports of 

semi-finished steel products would be discouraged, while semi-finished goods 

such as rolled steel would be needed. Essential materials for the chemicals 

industry and for the transportation sector would also be given preferential 

treatment. 

with the substitution of domestically produced capital equipment for foreign 

capital goods, equipment imports were expected to decline by 30 per cent. As 

most of this equipment came from industrialized western countries, the reduction 

in such imports would be a factor making for the decline in the trade deficit 

with these countries. For priority sectors equipment imports would remain 

considerable in 1981. 

Mr. Zmigorev said that given the need to continue to compress imports 

in 1981 it was most probable that temporary administrative measures would be 

needed including import quotas and a possible temporary embargo on imports of 

certain types of equipment. Such a restriction would be applied across the 

board and not be confined to equipment imports from particular countries. 

The introduction of advance import deposits would be considered also. 

Turning to policies to moderate inflationary pressures, Mr. Zmigorev 

noted that by September 1980 the 12-monthly rate of increase in the retail 

price index had reached over 30 per cent. The high price rises in 1980 would 

have a carryover effect into 1981 estimated at around 13~14 percentage points. 

This meant that if the GSP price deflator was to rise by 20 per cent in 1981, 



- 5 - Meeting No. 7 

which was the preliminary target of the Federal Bureau of Planning, average 

prices could increase by only 6-7 per cent in 1981. A price freeze would be 

unlikely and administered price adjustments would be implemented selectively. 

The keeping of domestic demand in line with supply capabilities would help to 

curb inflationary pressures. Public consumption expenditures would basically 

be kept constant on real terms. Payments for pensions and disability allow-

ances would be in accord with increases in personal incomes in the economic 

sector. Consumer credits would be reduced through tighter credit terms. 

Mr. Tyler said that the strong inflationary pressures in 1980 did not 

seem to be attributable to excess domestic demand, but reflected largely higher 

import prices, the effects of the devlauation, and administered price adjust-

ments. If these factors operated to a much lesser extent in 1981 and domestic 

~·. demand was restrained the rate of inflation could be significantly reduced. 

However, given the carryover effect, a rate of increase of the GSP deflater 

of 20 per cent seemed optimistic. Mr. Zmigorevic agreed with this analysis 

noting that oil prices in October 1980 were 70-80 per cent above those of a 

year earlier. A major uncertainty relating to the inflation forecast for 1981 

concerned the development in oil prices. The forecasts of the Planning Bureau 

were based on an increase in import prices, excluding oil, of 10-12 per 

cent and export prices of 10 per cent. 

Mr. Zmigorevic stated that there would be a buildup in the stocks of oil 

in 1981 which would be approximately equal to the forecast decline in the 

consumption of oil or around 5 per cent. Reserves of foodstuffs would be 

increased in 1981 together with stocks of raw materials and intermediate 

goods for priority industries. Generally, Mr. Zmigorevic thought that stocks 

should record a modest rise in 1981. 
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Mr. Tyler in response to a question by Mr. Zmigorevic on the performance 

of the Yugoslav economy said that if the sound economic policies and good 

progress achieved in 1980 could be continued in 1981, this would constitute 

a sound basis for beginning of the next Five-Year Plan. The main problem area 

related to bringing the rate of inflation down to considerably lower levels. 

The main directions of policy appeared to be appropriate. The combination of 

market forces, social compacts, and self-management agreements, which had led 

to progress i_n particular areas such as incomes policies in 1980, should lead 

to further improvements in the economic situation in 1981. 

Mr. Zmigorevic observed that the year 1981 would be difficult. Energy 

imports were quite large with crude oil, coking coal, and natural gas account-

ing for one quarter of total imports in the first nine months of 1980. However, 

c=:, there was a strong consensus between the Federal Government and the republics 

that the economic policies outlined above should be implemented in 1981, as 

there was no real alternative. 

Mr. Marjanovic indicated that the coordination of policies was sometimes 

very difficult. There was agreement among Yugoslav officials about the objectives 

but differences emerged with regard to the instruments of policies. In some 

instances opinions existed that the balance of payments problems of Yugoslavia 

could be solved in a simple manner, by banning certain transactions. But 

experience had shown that these direct controls did not operate within the 

Yugoslav economic system. For example, whenever imports had been controlled by 

licensing procedures or quotas, these controls had failed. The National Bank 

had difficulties in convincing other organizations about the need to avoid 

0 restrictive policies but he expected that their efforts would be successful 

in convincing others. Direct and indirect measures had to be adopted and 

there were clear ideas about how to go about them, so as to reduce the 

pressures on the balance of payments. 
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Mr. Tyler commented that with regard to the possible increase in imports 

from the U.S.S.R. there was no problem for a modification of the trade agree-

ment with that country to increase imports of capital goods. But it would 

not be viewed as positive by the Fund Board if the measures that were introduced 

discriminated against specified countries. 

II. Foreign Borrowing by the National Bank 

Mr. Marjanovic explained that he would only describe the prospective 

borrowing by the National Bank, as the overall indebtedness policy had been 

discussed already in earlier meetings. He described the various arrangements 

with commercial banks that had been concluded or were to be concluded by the 

end of the year. 

Q Country Amount 
1980 1981 

1. Concluded 
Kuwait 
Austria (syndicated 
Iraq 

2. To be concluded 
Libya 
Italy 
France 
Germany· 
Switzerland 

3. Possible 
u. s.' U.K., Canada, 
Total (excluding 3) 

0 

(in 

loan) 

and Japan 

millions 

425 
250 
100 

75 

875 
75 

200 
150 
350(to 
100 

400 
400 

1,300 

of U.S. dollars) 

(250) not cmcluc 

425 
75 

200 
150 

400) Similar to 1980 

425 
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Among those agreements to be concluded, the Italian authorities had 

confirmed that they would abide by the commitments of the previous Government, 

agreed during the summer of 1980. The banks were now ready to initiate dis-

cussions, as they had special incentives to enter into agreements due to the 

special mechanisms by which loans were directly subsidized by the Government. 

When the agreements were concluded, the loans would be disbursed in liras 

since Yugoslavia would otherwise have to convert dollars into lira. French 

banks were considering an amount equivalent to US$150 million but it was 

possible that larger amounts might be obtained. Negotiations would commence 

during the next few days and there was a possibility that similar amounts 

would be granted for 1981. The German banks were currently offering about 

DM 600-700 million, somewhat less than previously expected. It was interesting 

to note that German banks were not currently asking for a guarangee by the 

Government. They preferred to link the borrowing to the limits of lending by 

HERMES (the export insurance agancy). They preferred to proceed in that fashion 

as it helped develop relations with commercial banks in Yugoslavia. But 

the negotiations at this point were held with the National Bank and the 

relations with other banks was effectively a by-product of the agreement. 

Swiss banks had been approached as well, and they had initially offered 

SWF 100 million, but an amount of US$100 million was being discussed at the 

moment. This loan was to be granted at the most favorable terms. 

The most complex situation related to negotiations with the American, 

British, Canadian, and Japanese banks. Ten banks were already willing to 

provide US$250 million, but the total amount could easily reach US$400 million. 

0 
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The terms were in principle not unfavorable: the final maturity extended to 

seven years, while the grace period would be three years. The major problem 

was the interest rate spread. The banks had offered a 1 3/8 per cent over LIBOR, 

which was considerably higher than the spread previously offered to Yugoslav 

commercial banks, and those offered by Kuwait and Austrian banks. In addition, 

it placed Yugslavia at a disadvantage with respect to the rating of other 

important borrowers and for future loans Yugoslavia considered the issue of the 

spread more important than the amounts arid had objected to the proposal, on the 

grounds that an acceptance of the terms offered would deteriorate the position 

of the country vis-a-vis other creditors. Currently a new meeting was scheduled 

to try to find an adequate solution. It was possible that the terms would not 

be accepted as some of the proposed changes were purely cosmetic; the spread was 

reduced but the utilization fee was increased. In any event, the outcome 

was not certain at this point. It was clear that the established borrowing goals 

were difficult to achieve, but significant amounts would be obtained and dis-

bursed during 1980. 

With regard to the access to financial assistance from the Soviet Union, 

Mr. Marjanovic indicated that the bilateral payments agreement with the U.S.S.R. 

did not envisage financial credits. Currently lines of credit existed for the 

purchase of machinery for an amount of between US$520 million to US$750 million. 

But these suppliers' credits were slow in their disbursement pattern and only 

about 55 per cent of the total had been utilized. In addition, the trade 

balance had been negative for the last year and a half, and the situation had 

deteriorated as a result of the increase in the price of oil over the last year. 

() 
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The balance in favor of the U.S.S.R. had amounted to a total of US$800 million 

in recent months. 

With regard to the general prospects in the global balance of payments, 

Mr. Marjanovic indicated that significant amounts of short-term credit had 

been utilized in the recent past, but that the prospective foreign exchange 

developments in the last months of the year would provide for an adequate 

coverage of expenditures until the end of the year .. The increase in reserves 

would be lower than had been originally projected, because some short-term debt 

had to be repaid, but eventually reserves would be reconstituted to more 

appropriate levels. For the year as a whole, a small increase was projected in 

the reserves of the National Bank with somewhat smaller increases envisaged for 

the con:nnercial banks. To a large extent the borrowing by the National Bank 

(~ would not be channeled to the rest of the financial system. The commercial 

() 

banks would, therefore, be forced to use part of their foreign exchange hold-

ings, rather than those held by the National Bank. He estimated that gross 

reserves were to amount to·about US$2.45 billion by the end of 1980. 

Mr. Tyler inquired about the expected use of Fund resources in the near 

future and whether they would result in reserve increases. Mr. Marjanovic 

explained that the authorities had the intention to channel most Fund resources 

to reserves, within the sovereign rights of Yugoslavia to use its assets. 

After discussing the program of activities for the next two days, the 

meeting was adjourned at 5:45 p.m. 



0 
INTERNATIONAL MONETARY FUND 

Yugoslavia 

Minutes of Meetir.g No. 8 
Held at the National Bank of Yugoslavia 

on Thursday, November 6, at 9:30 a.m. 

Yugoslav representatives 

Mr. I . Marj anovic, Deputy Governor 
National Bank 

Mr. N. Smi]ja.nic, Director, 
National Bank 

Mrs. G. Hofmann, Director, 
National Bank 

Mr. T. Gudac, Special Advisor, 
Federal Secretariat for Finance 

Miss Rankovic, Federal Secretariat 
for Finance 

Miss G. Djurdjevic, Interpreter 

IMF representatives 
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The meeting discussed trade policy with respect to charges and 

taxes on imports, revised national accounts estimates, and the numbers 

(_) on net foreign assets of the banking system and convertible external 

debt to be inserted in the letter of intent. 

I. Trade Policy 

An account of recent measures in the area of trade policy was provided 

by Miss Rankovic. She said that the occasion of the June devaluation had 

been used to eliminate a 10 per cent import surcharge previously in effect. 

Originally introduced as a "temporary" measure in the late sixties, it 

had survived at various rates through the seventies before its elimination 

this year. Following the abolition of the surcharge, procedures had been 

initiated to revoke the power of the Federal Assembly to impose the surcharge 

in the future as it was not considered a suitable instrument of balance 

of payments policy. These procedures would be completed by the end of the 

() year. With the elimination of the import surcharge two sets of fiscal 

charges on imports remained, in addition to customs duties. These were a 
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tax equalization charge of 6 per cent, intended to compensate for the 

burden of direct taxation borne by domestic producers, and a customs 

evidence tax of one per cent, intended to finance improvements in 

customs facilities . .Both taxes were applied across the board to all 

dutiable goods. These levies were not regarded as "temporary" in 

nature and there was no immediate intention to eliminate them. 

Following this first phase of trade measures, some modest revisions 

in the structure of tariffs were intended. These included reductions in 

tariff rates of about three percentage points for machines, instruments, 

etc. (Sections 16-18 of the Yugoslav Customs Tariff) to reduce the 

protection offered to such goods, and revisions in other sections to 

implement tariff revisions agreed to within GATT during the Tokyo round 

0 negotiations. The collective impact of these measures was not expected 

to be great, and would not lower the average effective duty rate appreciably. 

There was no intention to raise the duty rate on raw materials as a stim-

ulative measure as had been done in 1976. In response to a question from 

Mr. Tyler, Miss Rankovic said that goods exempt from customs duty were 

of three sorts: First, there were goods exempted within the customs law 

itself, for various reasons. These included such items as books, certain 

noncompeting imports and equipment imported by workers employed abroad. 

Second, an estimate was made at the end of each year of the likely avail-

ability of certain raw materials and intermediates. If it seemed likely 

that domestic demand would exceed domestic supply, provision was usually 

made for the deficit amounts to be imported free of duty, and these 

Q exemptions were incorporated in the decision on trade policy for the forth

coming year. Third, waivers could be provided by an act of the Federal 
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Assembly for priority imports in particular cases. Mr. Tyler thanked 

Miss Rankovic for her presentation, and commended the measures taken 

this year, and the general orientation of import policy. The view of 

the authorities appeared to be that such protection as was sought for 

domestic production was better provided by neutral, undifferentiated 

tariffs and by appropriate exchange rate policies rather than by more 

selective intervention, and this was a view that he fully endorsed. 

II. National Accounts 

Mr .. Stamenkovic apologized for numerous errors that had arisen 

in a table on national accounts indicators given previously to the 

mission, and provided revised figures consistent with his earlier oral 

presentation. In response to questions he said that he did not fully 

agree with the 20 per cent estimate of the increase in the GDP deflater 

for 1981 currently being used in official forecasts. His own view was that 

it would be a minimum of 25 per cent and could be even higher. The draft 

resolution for 1981 submitted to the Assembly spoke only of a decrease 

in inflation compared to 1980 and did not mention a target rate. On 

inventories of imported goods, Mr. Stamenkovic said that he had no very 

accurate methodology for estimating these. Data collected by the Federal 

Institute of Statistics were in constant prices and available only for the 

end of 1978. At that time such stocks were sufficient for two months' 

production. He assumed that roughly the same relationship held for the 

end of 1979; given that total imports of raw materials and intermediates 

in 1979 were around US$9 billion, he estimated stocks at the end of 1979 

() to be US$1.5 billion. In the first eight months of this year, he estimated 

that these may have declined between US$150-200 million. His estimate 
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was that the economy-would enter 1981 with about 1 1/2 months of imports--

an adequate level in his view. Irrleed, he felt that inventories were 
I . ' 

still too high, and that a more active exchange rate policy could help 

further trim inventories. Mr. Tyler said he thought that the combination 

of devaluation with tight credit policies would produce some reduction 

in levels of stockholding. He asked Mr. Stamenkovic his views on the 

likely current account deficit for 1980, given trade figures for the 

first eight months; Mr. Stamenkovic estimated that the outturn could 

be anywhere between US$2 billion and US$2.5 billion depending in part 

on invisibles performance. The Federal Executive Council had not yet 

adopted a current account target for 1981 but it was likely to be in 

the US$1.5-2.0 billion range. 

(~, 
III. Balance of Payments 

The last part of the meeting was directed to the discussions of 

the letter of intent requesting the waiver and modification of specified 

ceilings for September 30 and December 31, 1980 in the current stand-by 

arrangement. In discussing the new estimated targets, Mr. Smiljanic 

provided details of the expected performance of the external debt and 

the net foreign assets position of the National Bank, as described in 

the following table: 

r-'1 
·~ -· 
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Yugoslavia: Balance of Payments, 1980 

(In millions of U.S. dollars) 

Convertible Currencies Overall 
Initial Revised I nit ici.l Revised 

Projection Projection Projection Projection 

A. Goods and services 
and unrequited 
transfers -1,900 -2,200 -2,000 -2,300 

Trade balance (-5,250) (-5,550) (-5,700) (-6,000) 
Services (net) (3,350) (-3,350) (3' 700) (3,700) 

B. Long-term capital 
(net) 1,269 -289 1,707 157 

c. Total A+ B -631 -2,481 -293 -2,143 

D. Short-term capital 850 -338 512 

C, Allocation of SDRs 38 38 38 38 

F. Exceptional financing 250 250 250 250 

G. Total -343 -1,343 -343 -1,343 

H. Reserve movements 
(surplus -) 343 1,343 343 1,343 

Use of Fund credit (343) (343) (343) (343) 
Official foreign 

exchange (--) (-300) (--) (-300) 
Foreign borrowing 

by National 
Bank of 
Yugoslavia (--) (1,300) (--) (1,300) 

The corrections resulted from a revised current account deficit in convertible 

currencies for 1980, higher by US$300 million relative to the projection provided 

to the Fund staff earlier during the discussions. The increased deficit was to be 

C-~inanced partly by US$150 million of increased long-term borrowing, while the 

rest was to be financed by short-term borrowing. The original levels of long-term 
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borrowing had to be adjusted downward by the expected borrowing of the 

National Barik, to be included in the reserve movements· and the more 

extensive use of short-term credit (US$850 million). Consequently, 

long-term credit had been adjusted downward by US$1,550 million, while 

short-term credit had been adjusted upward by US$850 million. Concurrently, 

the revised reserve movements reflected an increase of gross reserves of 

US$300 million and increased borrowing by the National Bank of US$1,300 mil

lion. Consequently, the net foreign assets position of the National 

Bank less exceptional financi.ng by the commercial banks (US$250 million), 

the definition used in the stand-by arrangement, was to show a decrease 

of US$1,593 million in 1980 rounded to US$1.6 billion for the balance of 

payments test. The medium- and long-term convertible currency borrowing 

was expected to increase by no more than US$800 million, although it was 

expected that part of the amounts would effectively be contracted in the 

form of short-term debt, outside the ceilings. 

The meeting adj ourned at 
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The meeting consisted of an exchange of views about economic prospects 

and policies for Yugoslavia, together with a discussion of the possible 

use of Fund resources in 1981 and beyond. Some clarifications relating 

to the contents of the letter of intent were made also. 

Governor Bogoev said that with the balance of payments still under 

pressure, the Government would continue with their present restrictive 

domestic demand management policies in 1981. It would be the aim of the 

authorities to limit the current account deficit of the balance of payments 

to no more than US$1.8 billion. With regard to balance of payments 

policies, Mr. Tyler emphasized three points. The Executive Board of the 

Fund would be interested in seeing a discernible improvement in the current 

account of the balance of payments between 1980 and 1981. A reduction in 

the current account deficit of about US$0.5 billion would in the mission's 

~ view be an appropriate target, in the absence of untoward events, such as 

a sharp rise in oil prices. If the deficit turned out to be about 
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US$2.2-2.3 billion in 1980, then a reduction in the deficit to US$1.8 bil-

lion in 1981 would represent good progress. Secondly, the year 1980 had 

been characterized by an unplanned increase in the amount of short-term 

borrowing at the expense of a large shortfall in medium- and long-term 

external borrowing by nonbank enterprises. A considerable amount of 

foreign borrowing that originally was intended to be undertaken by the 

enterprise sector was to be replaced by borrowing by the National Bank 

of Yugoslavia. The latter development did not cause any real problems, 

but the sharp buildup of short-term debt was a matter of concern. It 

was not only expensive to service, but could lead to a bunching of repay-

ments in a particular year. Accordingly, to make the external debt burden 

more manageable every effort should be made to increase medium- and 
('', 
\ / longer-term external market borrowing in 1981. Thirdly, Mr. Tyler said 

that resources should be used to build up gross official reserves rather 

than for financing the current account deficit or amortizing loans. 

Mr. Tyler observed that monetary policies in 1980 had been sound. 

There would inevitably be pressures from the republican national banks 

to relax monetary policy in order to satisfy the requests of enterprises 

within their constituencies. However, it would be much easier for the 

authorities to reverse monetary policy in an expansionary direction rather 

to become to more restrictive as enterprises traditionally utilized very 

quickly any credit they received. Flexible use had been made of the 

instruments of monetary policy in 1980 and this could be repeated in 1981. 

Turning to the conduct of fiscal policies in 1980, Mr. Tyler said 

0 that the lack of data rendered it difficult to make a judgment on their 

effectiveness. The Annual Resolution for 1980 had·called for the limited 
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growth of public expenditures, especially of noneconomic expenditures. 

To date during 1980 there had been little net borrowing by the public 

sector from the banking system. For 1981 a continuation of existing 

fiscal policies appeared appropriate. 

Mr. Tyler stated that Yugoslav representatives had given the mission 

a broad outline of their policies for the medium term, including the 

investment strategy for restructuring the pattern of production. With 

the finalization of the Five-Year Plan 1981-85 these broad guidelines 

would be quantified into targets. Initial impressions were that the 

medium-term strategy seemed to be in the right direction for the 

generation of a sustained improvement in the balance of payments. How-

ever, the successful implementation of policies would depend crucially 

on the effectiveness of self-management agreements at the enterprise 

level and inter-republican accords. In 1981 social compacts appear to 

have been quite successful with respect to incomes and public sector 

policies. It was debatable whether the institutional arrangements would be 

effective over a longer-term period in gaining the consensus at all 

levels for the sound implementation of economic policies. It was hoped 

that 1980 was not just a crash program in response to a balance of pay-

ments crisis. 

With respect to medium-term policies, Mr. Tyler emphasized that 

interest rates should play a more active role. They could help with 

monetary policies while at the same time contribute to the improved 

allocation of investable resources. The Executive Directors would be 

.~ interested in seeing the prompt introduction of new interest rate policy . 

. ,"-) 
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Governor Bogoev said that he was in full agreement with the comments 

of Mr. Tyler. The policy orientation for 1981 would be basically the 

same as that pursued in 1980. Results of demand management policies 

in 1980 had been quite favorable despite both political and economic 

difficulties. The republics and the provinces had been more active in 

the implementation of balance of payments policies in 1980. With respect 

to demand management policies it was noteworthy that the rapid growth 

of both real personal incomes and consumption had been arrested in 

1980. Income policies had been effective in 1980 because guidelines 

for personal income payments had been clearly specified and trade unions 

and local socio-political bodies had co-operated with the federal 

government authorities in insisting that such guidelines be respected. 

(-----._, And for the first time the growth of public expenditures had lagged well 
'~ - ,.I 

(' _ _) 

behind that of nominal social product. The most embarrassing aspect of 

the Yugoslav economy's performance related to the sharp increase in 

domestic prices. Governor Bogoev noted that the acceleration of inflationary 

pressures to a considerable degree emanated from government decisions 

relating to the 22 per cent devaluation in dinar in June and major price 

adjustments to correct price distortions in a number of sectors including 

energy, transportation, and agriculture. Once-for-all price adjustments 

had been made to eliminate price disparities rather than gradual changes. 

Governor Bogoev said that a definite decision had been made to change 

the level and structure of interest rates in Yugoslavia. Proposals prepared 

by the authorities were being discussed at present with the commercial banks 

and academic institutions. Yesterday, the banks had accepted the proposals. 
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By next month, the National Bank of Yugoslavia would submit their proposal 

on interest rates to the Government. It would be aimed at effecting a 

considerable reduction in negative real interest rates through raising 

nominal rates, and be the beginning of a more active interest rates' 

policy. Mr. Tyler said that it would be important from the viewpoint 

of the Executive Board that a decision on changing interest rates was 

indicated clearly as a first step in a more active policy on interest rates. 

Governor Bogoev said that it would be difficult for the Yugoslav 

authorities to reduce the current account deficit below US$1.8 billion 

in 1981. Forecasts for exports of both merchandise and invisibles were 

on the optimistic side. In 1981 the authorities would begin major efforts 

to restructure their economy in line with the policy orientations of 

~ the 1981-85 Plan. Efforts would be made to promote export-oriented 

industries and produce agricultural surpluses for exports, in fields 

such as maize, fruits and vegetables, and meat production. 

As to the financing of the current account deficit over the medium 

term, Governor Bogoev said that it was the intention of the authorities 

to use Fund resources to rebuild external reserves. It was the aim to 

increase National Bank of Yugoslavia and deposit money bank gross reserves 

to a level equivalent to two months of payments to convertible currency 

countries; at present such a level would be about US$2.7 billion. However, 

given the uncertainty of external market borrowings in late 1980 and in 

1981 and the objective of not raising the external debt servicing ratio, 

Fund resources might have to be used to some extent to finance the current 

account deficit. 
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Governor Bogoev stated that the amounts that the authorities would 

wish to borrow from the Fund could be discussed more precisely in December. 

He enquired whether the 200 per cent of quota that could be made available 

to Yugoslavia in 1981 referred to the present quota or the new quota 

that would come into effect as a result of the Seventh Quota Review. 

Mr. Tyler said that it was not exactly clear whether the limit of borrow-

ing up to 200 per cent of existing quota could be applied to the new 

quota. This would to a considerable degree depend on the Fund's liquidity 

position. However, for Yugoslavia the mission had been briefed by the 

Managing Director to. make available to Yugoslavia up to 200 per cent of 

the existing quota at the time of mission's departure. 

Governor Bogoev said that the amount of financial resources that 
,,-..._ 
\ Yugoslavia should seek from the Fund in 1981 and beyond would be discussed 

with the Government. Governor Bogoev and Mr. Marjanovic said that it was 

possible that Yugoslavia might seek an amount exceeding 200 per cent of 

the old quota due to their present high level of short-term external debt, 

the need for substantial funds to amortize debt, and the necessity of 

reconstituting external reserves to a much higher level. The authorities 

would aim to keep the current account deficit as low as possible while at 

the same time they would endeavor to maximize their external borrowings. 

Fund borrowing could not be treated as a residual component, but was a 

real component for covering imbalances. On the question of whether Yugoslavia 

should ask for an amount which would exceed 200 per cent of the old quota 

from the Fund, Mr. Tyler doubted whether it was in the Yugoslav interests 

0 
to finance a higher proportion of the balance of payments deficit with 

Fund resources: With a further reduction in the current account deficit 
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and increased· market borrowings in 1981 purchases from the Fund equivalent 

to about US$700 million or 200 per cent of the old quota were likely to 

be sufficient. The Managing Director's view on making available an 

additional amount of funds to Yugoslavia would, however, be sought. 

Governor Bogoev said that he fully agreed with the contents of the 

letter modifying the existing stand-by arrangement and that the letter 

would be signed by him and Mr. Kostic once it had been accepted by the 

Government. Mr. Tyler said that a staff paper requesting modification 

of the stand-by arrangement would be circulated to the Executive Board 

on the basis that the signed letter would be received. 

The meeting adjourned at 10:30 

(''1 ·. ___ / 
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Mr. Tyler outlined initially the views of the staff team on the performance 
of the Yugoslav economy and the reasons for the mission. He said that the Fund 
was very pleased with the economic policies being implemented by the Yugoslav 
authorities. The stabilization program being undertaken by the authorities was 
essentially of their own volition and was consistent with the views of the Fund 
as to how the current economic problems should be corrected. 

Mr. Tyler pointed. out that the first task of the current mission was 
directed toward the modification of some of the performance criteria in the 
current stand-by arrangement program. The modifications were essentially of 
a technical nature since the basic objectives of the stand-by program were 
being achieved. Indeed, a substantial reduction was expected in the current 
account deficit of the balance of payments in 1980. The second task of the 
mission was to conduct preliminary discussions on the possible replacement of 
the present stand-by arrangement with a new one involving a larger amount of 
Fund resources and over a longer period of time. The Managing Director was 
sympathetic to the Yugoslav stabilization program, believing that a contin
uation of present policies would warrant a stand-by arrangement allowing 
purchases up to 200 per cent of existing quota (SDR 554 million), or the 
equivalent of about US$700 million, each year, for a period of up to three 
years. Mr. Tyler stated if a program went beyond 1981 economic policies would 
have to be directed toward generating a sustained improvement in the balance 
of payments. This could involve keeping the rate of growth of real GSP reli:.tively 
low through continuous domestic demand restraint and/or restructuring the pattern 
of production toward replacing imports and promoting exports. As it would be 
quite difficult to keep the rate of growth at a very modest level in the years 
beyond 1981 the staff thought that a restructuring of the economy was the most 
appropriate strategy for effecting a medium-term improvement in the balance of. 
payments. Accordingly, the staff were interested in the strategies and programs 
being prepared by the Yugoslav authorities for effecting structural adjustments 
in the economy. Although preparations for the next Five-Year Plan 1981-85 had 
not been finalized, at this point the policy orientation of the authorities 
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appeared to be consistent with what the Executive Board would need to support 
a longer-term stand-by arrangement. The staff would return ·to Washington to 
report their findings and would come back in December to finalize the nego
tiations on the kind of stand-by arrangement Yugoslavia might wish to enter 
into. 

Mr. Kostic questioned whether the entering into of a longer stand-by 
arrangement involving annual purchases equivalent to 200 per cent of quota 
or equivalent to about US$700 million would imply use of the fourth credit 
tranche and what this in turn meant for conditionality. Mr. Tyler replied 
that such purchases would take Yugoslavia well beyond the fourth credit 
tranche. However, use of the fourth credit tranche should now be viewed 
differently than was the case a few years ago, when such use was viewed 
as an indication that a country was experiencing extreme balance of pay
ments problems. Up to recent years a country could not normally use Fund 
resources beyond the fourth credit tranche. With the event of the supple
mentary financing facility, countries could purchase amounts from the Fund 
more than double the amounts previously purchased. Indeed, it had become 
the policy of the Board of Governors of the Fund, which was strengthened at 
the recent Annual Meeting, that the Fund should play a greater role in 
recycling balance of payments surpluses to deficit countries. With the 
sharp rise in oil and other import prices larger amounts were now needed 
to support balance of payments adjustments. Appropriate use of Fund resources 
should be now viewed in terms of the amount of assistance needed to cope with 
a balance of payments problem and required during the adjustment process rather 
than as a percentage of quota. Moreover, Fund quotas had not kept pace with 
world financing needs and purchases from the Fund in terms of percentages of 
quota had less relevance today. Thus, Mr. Tyler suggested that the Yugoslav 
authorities should consider their balance of payments financing needs for 
1981 and beyond and decide on how much of this financing should be provided 
by banks and how much by the Fund. The Managing Director had indicated that 
given a continuation of present Yugoslav policies he would be prepared to make 
available to Yugoslavia annual amounts up to 200 per cent of quota. 

Mr. Kostic said that the Yugoslav authorities would like to continue 
to pursue policies that were actively supported by the IMF. The Government 
had not decided as yet whether to enter into a stand-by arrangement that 
would take it into the fourth credit tranche and beyond. Formal authority 
for the negotiation of a larger stand-by arrangement had not been given to 
the Federal Secretary for Finance and the Governor of the National Bank of 
Yugoslavia. A submission would be made to the Government stating what a 
Fund stand-by arrangement going up to and beyond the fourth tranche would 
imply in terms of conditionality, and the position of the Government would 
be finalized before the arrival of the staff mission in December. 

Mr. Tyler said that Yugoslavia was satisfying Fund conditionality 
relating to its current use of resources in the second and third credit 
tranches. The same conditionality would apply to a stand-by arrangement 
in the fourth credit tranche and for all practical purposes Yugoslavia's 
present policies and performance would satisfy that conditionality. Under 
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the existing stand-by arrangement, there would have to be agreement of the 
numbers to be entered as performance criteria for the implementation of the . 
financial program for 1981. Such performance criteria could serve as the 
basis for a new and enlarged stand-by arrangement. For Yugoslavia it was 
not a question of additional conditionality with the greater use of Fund 
resources but essentially of continuing with the same conditionality. 

Mr. Kostic said that economic policies for the next five years were 
currently being prepared. Measures to redress imbalances would be concentrated 
in the first two years of the Plan. He added that the high rate of inflation 
was a major problem and to a considerable degree was caused by factors of 
domestic origin. A reduction in the rate of domestic price increases and a 
further decrease in the current account deficit of the balance of payments 
were considered as the basic goals of economic policy. The annual rate of 
growth of real GSP would have to be kept at a relatively low level by Yugoslav 
historical standards, viz., 3 per cent, in order to achieve these objectives. 

A higher rate of growth of real GSP would lead to an upsurge in imports 
of intermediate goods that would place undue pressures on the balance of pay
ments. Mr. Kostic agreed that a restrictive monetary policy could be used 
to improve the balance of payments in the short fun, but that in the longer 
run a continuous improvement could be only sustained through a combination of 
sound demand management and policies operating on the supply side of the economy. 

To reduce inflationary pressures, domestic demand had been restrained. 
A law had been passed to limit noneconomic investments while enterprises and 
socio-political bodies had been instructed to limit their nonproductive costs 
(administrative expenses and cultural outlays, etc.). Public expenditures 
had been curtailed and in 1980 it was expected that the federal budget out-
lays would grow at a rate well below that of nominal GSP. For 1981 the 
preliminary target was to keep the increase in federal budget 7 percentage 
points below that of projected GSP (23-24 per cent). While defense expenditures 
would show a considerable rise other public expenditures would be restricted. 
Real fixed investments would be cut back in 1981 through limiting funds for 
investment and ensuring that they flowed to priority projects, especially those 
related to the development of domestic energy sources and export-oriented 
industries. 

Mr. Kostic said that for the medium term the investment strategy would 
be directed toward the achievement of three basic objectives. Firstly, 
decreasing the ratio of fixed investment to GSP since Yugoslavia had one 
of the highest ratios in the world. Secondly, restructuring the pattern of 
investments so as to increase the relative rate of capital formation in 
priority sectors. And, thirdly, raising the efficiency of or output returns 
on investments. The allocation of bank credits for investments would be an 
important policy instrument for attempting to attain such goals. 

Mr. Kostic agreed with Mr. Tyler's view that Yugoslavia's use of Fund 
resources should depend on financing needs in absolute terms rather than 
measured as particular percentages of quota. With regard to borrowing from 
the Fund in 1981 and beyond, Mr. Kostic said that balance of payments financing 
projections for the coming years had not been finalized. In addition, at this 
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stage it was very difficult to assess exactly what could be obtained from 
external market sources to finance balance of payments needs. The banking 
world appeared to be behaving in an inconsistent manner toward Yugoslavia. 
While Yugoslavia's economic policies would be jointly agreed upon with the 
Fund, the amount of financing sought from the overseas banks would not be 
linked with the negotiations with and the amount of financial resources 
committed by the Fund. 

Mr~ Kostic stated that the Yugoslav Government's strong support for 
the role of the Fund in helping with the international recycling process 
had been demonstrated at the recent Fund-Bank Annual Meeting. They had 
voted in favor of the seventh increase in quotas and supported the eighth 
quota review. The Federal Secretary asked Mr. Tyler to transmit his cordial 
regards to the Managing Director. 

Mr. Tyler observed that the behavior of the banking world toward 
Yugoslavia was sometimes irrational and inconsistent. Generally, banks 
had tended to lend less and expect the Fund to provide more resources in 
meeting balance of payments financing needs. Indeed, it was the current 
view among bankers that the Fund would grant Yugoslavia a larger stand-by 
arrangement. However, he hoped that the good performance of the Yugoslav 
economy in the first part of 1980 would induce banks to take a more favorable 
stance toward lending to Yugoslavia. 

Mr. Kostic concluded by saying that he appreciated very much the efforts 
of the Fund in directly and i~directly assisting Yugoslavia with its balance 
of payments financing needs and in supporting its policies. Yugoslavia was 
under no pressure from the Fund to adopt eco~omic policies that differed from 
the thinking of the Yugoslav authorities about how the unfavorable aspects 
of the economic situation should be dealt with. 

The meeting adjourned at 2:00 p.m. 
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CONFIDENTIAL 
November 4, 1980 

Subject: Minutes of Meeting 'With Governor Bogoev, October 31, 1980 

Mr. Tyler and reyself rret 'With Mr. Ksente Bogoev, Governor of 
the National Bank of Yugoslavia, on October 31, 1980 to discuss the 
rronetary and credit program for the final quarter of 1980. Mr. Dirnitrijevic 
and Mrs. Hofmann of the National Bank were present also. 

Mr. Tyler outlined initially the mission's view on econc:mic 
develop-rents to date during 1980. The general impression based on trends this 
year "Was that considerable progress had been made in adjusting the Yugoslav 
econonw to rreet the objectives under the current stand-by arrangement. The 
deficit in the current account of the balance of payments had been substantially 
reduced and dorrestic de.roand managem=nt had been good. Prices had risen at a 
faster rate than projected, but such a divergence could be explained. How
ever, there was one worrying aspect in that there had been a recent loosening 
in rroneta_ry fOlicy. In the first half of the year, the stance of rronetary 
policy had been Ver'J strict, while in tfie third quarter there had been sane 
relaxation. Prof(:lsals for the fourth quarter, however, suggested'very rapid 
increases in the money supply and domestic bank credit. The rronetary policies 
in the first half of the year seemed to have produced good results, especially 

('-, 'With respect to the balance of payments, but 'With the a:mtinual acceleration 
'__/ in danestic credit and rroney proposed for the second half of the year undesirable 

results could arise. A large increase in liquidity could lead to ahigher
than-planned increase in real econc:mic activity, which in tum could stimulate 
a rise in .imp:>rts. As it was expected that the financial program for 1981 
would be directed toward achieving a growth in rronetary aggregates similar to 
that achieved in the first half of 1980, a sudden upsurge in monetary aggregates 
in the latter part of 1980 oould prevent their sm::ioth growth and thus give 
cause for concern to outside critics. In previous years, an abrupt rise in 
monetary aggregates in the final part of the year had often undermined the 
control exercised in containing monetary aggregates in the first part of the 
year, and had resulted in subsequent adverse J::alance of :p::iyrrents effects. In 
short, the staff team was of the view that the 26 per cent rates of increase for 
the rroney supply and adjusted danestic bank credit 1/ (29 per cent for unadjusted 
damestic bank credit) for the 12 months to Decernber-1980, that were implied by 
the National Bank's projections for the fourth quarter, seem=d too high. 
Accordingly, it would be desirable for Governor Bogoev to persuade fellow rrenbers 
of the Board of Governors not to proceed 'With the proposal to increase the money 
supply by 26 per cent. 

Apart from the internal difficulties 'With the proposed rate of monetary 
and credit expansion, ~..r. Tyler said there wuuld be problems with respect to 
the external view of the program. Managem=nt, staff, and Executive Directors 
at the IMF, which would focus on the unadjusted definition of domestic credit, 
would probably vie..v the 29 per cent rate prop:ised for the 12 months to 

1/ Adjusted downward to take account of the effects of the devaluation on 
foreign currency credits to residents. 
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Cecerrber 1980 as l::eing excessive. In addition, while one could assure the 
authorities of other countries that the basic objectives of the current stand-by 
program had I:een rret, one might have to express doubt to them al::out the wisdan 
of current domestic policies if the prq;osed loosening of monetary policies 
were implemented. 

Governor Bogoev replied that he was vecy unhappy with the decision 
of the Board of Governors to adjust upward the proposed rate of monetary 
expansion to 26 per cent. There had I:een repeated and agonizing discussions 
over the extent to which the parameters of monetary policy should I:e changed 
for the final quarter of 1980. Personally, he said he would be vecy pleased 
to bring the 12-m:mthly rate of monetary expansion back to 23 to 24 per cent. 
The Governrrent had also I:een very dissatisfied with the decision of the Board 
of GoveITiors. At present the decision on the increase in money supply in the 
final quarter was l::eing discussed by the comnittee for the monetary sector in 
the National Assembly. Governor Bogoev said that two possible courses of action 
could l::e pursued. Either the decision of the Board of Governors could .l::e 
changed or authorizations could l::e given placing monthly ceilings on the 
increase in bank-financed investments so as to keep the expansion in the rnoney 
supply to no more than 24 per cent. The Government could be expected to support 
the more restrictive stance of monetary policy. 

GoveITior Bo;roev then explained why a rate of monetary expansion al:ove 
the originally prograrnrred 22 per cent was necessary. He stated that costs and 
prices in 1980 had risen at faster rates than originally foreseen due largely 
to the devaluation of the dinar and discretionary price adjustments to correct 
distortions in relative prices. As a result of the higher than expected rate 
of inflation in 1980, naninal GSP was now forecast to rise by at least 32 per 
cent compared with the original forecast of 22 per cent. If the original 
monetary targets are adhered to the econany would I:e pushed into illiquidity 
and the nonnal flow of :pa.yments disturl::ed. Production was already being 
adversely affected by weak domestic demand. Consurrer credit conditions had 
recently l::een tightened through increasing down:pa.yments for credit financed 
purchases of consurrer durables (from 37 1/2 to 75 per cent for cars, TVs, and 
refrigerators) and al::olishing such credit for the buying of construction rraterials. 
As regards the extent to which the rate of monetary expansion should l::e adjusted 
upward compared with the original program, C-0vemor Bogoev said that there were 
now sufficient arguments to persuade the Board of GoveITiors to accept a 
12-:rronthly rate of 24 per cent or less. He added that the increase in the money 
supply in 1981 should l::e at a lower rate. 

Mr. Tyler said that the desired balance of payments and production 
objectives had l::een achieved in the first :pa.rt of 1980 with a tight monetary 
policy. The incane velocity of circulation of rroney had risen and secondary 
sources of credit had l::een utilized. If bank credit was increased sharply 
in the final quarter it could l::e substituted too quickly for inter-enterprise 
credits. The income velocity of money would most likely not show a significant 
decline and enterprises would use their improved liquidity position to raise 
investment expenditures and hence irnp::>rts. Mr. Tyler added that there was no 
evidence showing that the economy was growing at an undesirably slow rate. It 
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would be better to wait for such evidence before injecting a larger arrount 
of credit and liquidity into the economy.· Governor Bogoev agreed with the 
analysis of Mr. Tyler noting that the mistakes in rocmetary pJlicy of previous 
years should not be repeated. 

Mr. Dimitrijevic said that the fact that at the time of devaluation 
of the dinar, that part of the danestic bank credit outstanding was denominated 
in foreign currency terms, justified an increase in the level of credit r:enn:Ltted 
under the Stand-by arrangerre.nt. Mr. Tyler agreed that account should be taken 
of the foreign exchange linked credits outstanding and the resultant effects 
fran the devaluation in detennining the credit ceiling for December 31, 1980. 
However, for the purposes of rronitoring the stand-by arrangement, the definition 
used would be the net domestic assets of the banking system unadjusted for 
changes in dinar value of foreign exchange credits caused by the devaluation. 
He thought that the ceiling on net danestic assets of the banking system for 
December 31, 1980 under the stand-by arrangement should be m:dified so as to 
permit an increase in danestic credit over the 12 rronths to December 1980 that 
would bring about an increase in the money supply of no rrore than 24 per cent 
given the projection of the National Bank of Yugoslavia as to the change in net 
foreign assets of the banking system in the final quarter of 1980 viz. 
Din 26.8 billion. The increase in bank credit should l::e kept as low as pJssible 
so as to encourage the nonbank sector to I:orrow fra:n abroad. Mr. Dimitrijevi~ 
suggested that if there was a shortfall in foreign borrowing by the non.bank 
sector an acccmrrodating adjusi:lnent in dc:mestic bank credit could be made. 
Mr. Tyler stressed that such a pJlicy was dangerous in that it could lead to 
an adverse rronetary :impact on the balance of payments. External borrowing 
should be the aggregate that should l::e adjusted rather than domestic credit. 

Mr. Tvler said that he assumed that the program for 1981 would l::e 
similar to that for the current year with the emphasis on short-tenn demand 
management. HONever, if the Yugoslav authorities wished the Fund to suppJrt 
a longer-tenn pra:;;ram there WJUld have to be evidence that the authorities 
;,.;ere :i.roplerre.nting concrete policies to restructure the economy so as to bring 
about a sustainable adjustment in the balance of payments. It would be diffi
cult to rely continually on restraining da:nestic demand to keep the balance of 
payments sound. Accordingly, there 'Was a need for the staff to gain a better 
knowledge of the medium-te:rrn program designed for the pericd. 1981-85 to 
restructure the econany. In this context, the staff would like to meet with 
the staff of the Federal Planning Office. Governor BogoeV agreed that the 
staff should make such a visit stating that it would l::e politically lirlp:)ssible 
to effect a sustained :improvement in the balance of payments by maintaining 
a low growth rate of real GSP. 

Mr. Tvler noted also that there seemed to be no specific policies 
that would ensure that the rate of inflation would be brought down fran 30 per 
cent in 1980 to the preliminary forecast of 20 per cent in 1981. Governor 
Bogoev said that he was extremely optimistic about reducing the rate of inflation 
since price disparities had been corrected in 1980 and danestic demand would l::e 
kept low. HONever, this optimistic scenario could be disrupted by a sharp 
increase in oil prices and he wondered what the attitude of the Fund was to 
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unforeseen outside disturbances. Mr. Tyler said that the Executive Board and 
the Managing Director were syrrpathetic to countries· in the event of unforeseen 
changes outside the authorities' control and no:rmally would give sympathetic 
consideration to appropriate adjustments in financial programs. 

Mr. Tyler asked whether the Federal Government would have any 
problern5 in keeping 'With the ceiling of Din 77.9 billion in their borrowing from 
the National Bank through to end-1980. Governor Bogoev replied that there should 
be no problem as the: Federal Government was aiming at cutting back its expendi....;. 
tures in order to reduce. its deficit. At the same t:ilne they wuuld try to finance 
their deficit by selling bonds. 

Mr. Tyler agreed to supply a draft letter requesting the necessary 
changes in the perforrrance criteria to the Yugoslav authorities by the follow
ing 'fuesday. 

cc: Mr. Tyler 
Mr. Loser 
!11'.r • Buyse 

L.G. Manison 


