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Bern; December 27, 1983 

Re: Fin.ancial. assistance to Yugoslavia 

Dear Sir, 

C2. c- ' - H-'D.S 
.P~\ 
.2.D,K 

You will remember that at the meeting in Geneva, on 

November 18, 1983,·we had distributed to all participants 

a table on the status of implementation of the Berne 

agreement. This table was prepared on the basis of the 

information supplied by the delegations of the creditor 

countries. 

We had given a certain time to these delegations to 

write us if they thought that some changes should be made 

in the table. However, we received no other .remarks than 

the two which .were already mentioned in Geneva, that is a 

change of date for France and an additional note in the 

margin for Japan. 

You will find the~efore in the enclosure the final 

version of the table with the two changes referred to. 

Yours sincerely, 

J. Faillettaz 
Minister 
Federal Department 

of Foreign Affairs 
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TO 

FROM 

SUBJECT: 

Of /ice Memorandum 

Managing Director 

Hans Schmitt~ 

Mr. Taylor will probably emphasize to you that connnercial banks 
are not inclined to pledge new money in 1984 tied to a refinancing operation 
as in 1983, or in the form of a stand-by operation as suggested by our re
presentatives at the December 6th meeting of commercial banks in London. He 
may indicate that, if the refinancing operation can be brought to a speedy 
conclusion, several of the major banks will, on_11..-YQ.;!.}.!Ilt8J;:y__b,aais, increase 
th~e~Q!B!~!Vi:!:h Y,µgQsJ,,.eyia. At this stage it is still uncertafUWilat 
form this would take.;' the likelihood is that it would take the form of 
short-term trade-related credit lines. 

Our case for the need to pledge new money may be summarized as 
follows. We are currently negotiating a program aimed at achieving a current 
account surplus in 1984 of US $500 million, to be reflected in an increase 
in exten:..erJ;:g$e!:Ves-anra-··af~US~$3'01J~mfllion. This requires that the 
capita.I-account shciuICi'oi~~"":in-1'a1ance_,_taking account both of an increase in 
trade-related inflows--and outflows--of credit. New money will also be 
needed to cover any leakage in the refinancing of debt ·faLling due. The 
accounts are therefore very precariously poised even with the assurance of 
pledged new money from governments and banks, as well as from ourselves. 

Commercial bankers have consistently resisted the call for 
pledged new morury~-~:_r···-f~~-a-Stand-oy facility, and -~P~~E-~~~-Iiez:!iened 
thei'J'.'._.Ps>s! tion recently. According to some reports, they are determined 
to-build down"'tlie~·11rorced" lending to which they have had to accede in 
recent years, and have chosen Yugoslavia as a t~e involving the least 
risk to themselves. They base this judgment on calculations which are 
compared with our more cautious ones in the attached table. We are in 
basic agreement -onc;__the current account. However, they are much more opti-
mist~~~-1!..~~e;.;!;_;l:t;Y;lnc~iL~Y ~ov~E!!.1!':~!.!:!.?_-2.~~-}-~p.,ki;i~.--@.!L9JlJ:Jie:il:l<""eJ:Y.:Jf.~1-:-~e 
ort:.ihort-term credits. '"They have US $500 million more than we on each 
count:~·-m:fi.ighif;""tiair"-of that substitutes for new money, while the other 
half is addei;l to the reserves. 

If you agree, we would urge you to press Mr. Taylor once more 
. '[ for a medi:i:iln-teJ:rn stand-by facility of US $200 million to 'Dack up the 
I forecast of new bank credits expected to be extended on a voluntary basis. 
' 

cc: 0'Deputy.l-Ianaging Director 
· .. :f.flll •.. i~fu:ijt; tome 
··Mr'. Finch 
Mr. Mentre 
Mr. Collins 
CED 
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Table 1. Yugoslavia: Balance of Payments, 1983-84 

(In millions of U.S. dollars) 

Current account 

Medium- and long-te~m capital 

Drawings on· medium- and long-term capital 

Refinancing. under multilateral exercises 

Governments 

Banks 

New money under multilateral exercises 

Governments 

Berne 

New exercise (Geneva) 

Commercial banks 

1983 
Estimate 

-225 

1,175 

3,825 

1,284 

(304) 

(527) 

[527] 

[ ... ] 
(600) 

IBRD 350 

Other, mainly suppliers' credits 
outside government packages 1,064 

Repayments of medium- and long-term capital -2,450 

Loans extended (net) -200 

Short-term capital of banking system (net) -600 

Other short-terni capital (net), 
errors and omissions -750 

Total -400 

Use of Fund credit (net) 410 

Reserve movements (increase -) -10 

1/ Carryover from the 1983 exercise. 

Commercial 
Bank Proj. 

3,200 

1984 
Staff 
Proj. 

3,135 

[ 400] ];/ [350] ];/ 
' --~ .... --·--·--··~·--... ,.-

400 485 
------·-~-·-

200 250 

-2,645 -2,745 
-

-200 -200 
-~ 

200 
~, ... 

-300 

1,05~ 390 

120 120 

-1,175 -510 -· 
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EMBASSY OF THE SOCIALIST FEDERAL REPUBLIC OF YUGOSLAVIA 

2410 CALIFORNIA STREET. N. W. 

Mr. L.A. Whittome 
Director, European Department· 
International Monetary Fund 
Room 9-120 
Washington, D.C. 20431 

Dear Mr. Whi~ 
;Jv 

WASHINGTON, D. C, 20008 462·6666 

December 30, 1983 

On behalf of the Vice President of the Federal Executive Council 

of the S.F.R. of Yugoslavia, Zvone Dragan, I have the honor to transmit 

to you the following message: 

ttin keeping with our aurrent contacts, I avail myself of the 

opportunity to acquaint you with some of our assessments regarding the 

talks conducted hitherfo with the mission of the International Monetary 

Fund, and with the steps that we have recently taken in the sphere of 

current eaonomic po liay measures. Allow me to say that I very much 

regret any inconvenience I may have caused you by inter:rupting your 

holidays with this message. 

I was very pleased to learn of your forthaoming arrival in 

Yugoslavia on January 9th, when we shall have an opportunity to carry 

out a broader exchange of views on all issues pertaining to our coopera

tion, as in this message I shall aonfine myself to several ariuaial 

issues only. The Assembly of the S.F.R. of Yugoslavia yesterday agreed 

upon and adopted a resolution for 1984, aacompanying documents of 

economic policy, as well as amendments and additions to a number of 

system-related laws, which should yield favourable results in the forth

coming year. We can discuss these documents at greater length in the 

course of your visit to Yugoslavia, and we shall also have the opportunity 

to thoroughly brief you:t' mission on the same immediately upon their 

arrival on January 5th or 6th. 

I am convinaed, Mr. Whittome, that you:t' mission, headed by 

Mr. H. Schmitt, has informed You at length of the talks conducted until 

recently with our delegation in Belgrade. We have achieved significant 

progress, although the differences on some issues are still so significant 

~ that we had to take a somewhat lengthier time-out, in order to enable 

H-Q£ 
PM 
~R 
Cf.,u 
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both sides to reexamine the proposals put foPWard in the talks conducted 

hitherto and prepare a more flexible platform for the resumption of the 

talks. 

In ou:i' view, the major differences arose with regard to the 

interpretation of the necessary changes in .. the foreign exchange system 

and changes in the policy of interest rates in the fortfieoming year. 

Neither of these two issues was acceptable to the Yugoslav side in the 

form proposed by the mission in the first draft of its letter. On the 

other hand, the mission had not been authorized to accept our explana

tions, objections or proposals. 

With regard to changes in the foreign exchange laJ;) and system, 

we have in the last few days sufJmitted p:voposals to the Assembly of Yugo.;.; 

slavia which constitute an improvement upon the existing foreign 

exchange law. In this regard., I believe, in principle, that the proposed 

centralization of foreign exchange and its mandatory purchase, entailing 

the centralization and statism of external financial relations as a whole, 

would have such significant and long-term implications with regard to the 

overall export orientation of the Yugoslav economy that it is neither 

acceptable from the standpoint of the long-term economic stabilization 

program, nor from the standpoint of our self-management system and 

market economy. Moreover., on the basis of regulations in the sphere 

of external economic relations adopted in the period extending from 

the end of 1982 to July of 1983 we have achieved highly significant 

results in this year. 

The proposal for a drastic adjustment, namely, the tripling of 

interest rates, also constitutes a fundamental departure from the 

current realistic possibilities of the Yugoslav economy and, at the 

same time, from the program of attaining real interest rates., which we 

agreed upon in the letter to the World Bank on the occasion of the alloca

tion of the Structural Adjustment Loan. Consequently, and especially 

bearing in mind the mea13ures which we have in recent days taken in the 
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sphere of prices,, pursuing the policy of the structural, adjustment of 

prices,, it is our assessment that the q1iestion of interest rates may represent 

one of the key issues .in the reswnption of our taZks with your mission. 

Mr. Whittome,, as far as these. two issues are concerned,, we were 

unabZe to discern,, in the talks conducted with your mission so far,, a 

direction in which a compromise solution couZd he sought; with regard to 

some other questions,, there are still significant differences reZating to 

the necessary adjustment measures in the forthcoming year. However,, with 

respect to these questions,, with greater mutual fZexibiZity in the 

next round of taZks,, we could seek a joint,, more acceptable soZution. 

It is my opinion that the measures that faZl within the competence 

of the Federal, Executive Council, taken recently to oorrect the most 

serious aiiparities between. the raw materiaZs and energy sectors and the 

manufacturing industry,, a one-time increase in certain prices and a six

month freeze on priees,, with some accompanying measures,, introduce new 

~lements and factors to be considered in the forthcoming taZks with the 

mission. 

As a continuation of our joint action to ensure a package for 

1984,, a meeting of the second working group,, set up at the meeting in 

Geneva,, wiU be held in Paris on January 12. In view of the fact that 

the International, Monetary Fund will be the coordinator of this group 

at the meeting,, we wish to thank you in advanc:e for your support and 

aa-tivity. 

In anticipation of our forthcoming meeting,, Mr. Whittome,, alZow 

me to extend to you my best wishes for a happy holiday season and for 

your personal happiness." 

I avail myself of this opportunity to extend to you,, Mr. Whittome,, 

my best wishes for a happy New Year. I Zook forward to making your 

acquaintanee1at an earZy date. 

RespectfuUy,, 

_ "~ ;J ~ /) f A 6. ~ 
M~~ 
Ambassador-Designate 
of the S.F.R. of YugosZa:via 
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8'; Office Memorandum 
~l'~l('l\i 

December 30~ 1983 

MEMORANDUM TO FILES 

Subject: Yugoslavia - Mr. Harry Taylor's Visit 

Mr. Harry Taylor of Manufacturers Hanover Trust called on the 
Managing Director to reiterate that no new money would be pledged to 
Yugoslavia by the commercial banks. However, complete refinancing of 
maturing debt could be assured, and new money could on a voluntary basis 
be expected to flow back to Yugoslavia. As a safeguard against mishaps 
he suggested that the negative pledge on gold collateral be lifted again 
(especially by Kuwait) so as to allow borrowing against gold collateral 
in case of need. - ·i ',.,. .> i d ,;/·-. r. l .- .. - f,1_i1 .1 _,_,,,,,,(,~ ~ ': 

In my office afterwards, I stressed to Mr. Taylor that borrowing 
against gold would undermine one major objective of the stand-by, viz. 
to raise useable reserves by US $500 million by the end of 1984 ~-·he 
agreed .it would. I then asked whether "complete11 refinancing could be 
assured and policed~ he thought it could, and I said we might want to 
explore that further with him in due course. I again raised the question 
of a stand-by facility from the banks, and the idea was once more cate
gorically rejected. 

We then discussed timetables, Mr. Taylor planned to invite 
Mr. Dragan to New York on January 12 to discuss the commercial banks' 
financing proposals .for 1984. They were aware that the "Geneva" govern
ments would meet in Paris on January 11 and 12, and that a Fund mission 
would be in Belgrade aoout the same time to· complete negotiations on a 
stand-by arrangement for 1984. They hoped that the Managing Director would 
send them the necessary clearance in time to permit the ICC to initiate 
the refinancing arrangements by January 20. I replied that such a message 
from us would probably have to wait until after the final meeting of the 
nGeneva" governments on January 25. They accepted that timetable somewhat 
reluctantly, because of their desire to complete all arrangements before 
the end of the standstill period on March 31. 

I promised to be in touch again after consulting on these 
proposals with Messrs. Whittome and Mentre in Belgrade on January 9 and 10. 

cc: Managing Director 
Deputy Managing Director 
Mr. Whittome 
Mr. Finch 

~ 
Hans Schmitt 

Mr. Mentre 
Mr. Collins· 
CED 



December 20, 1983 

MEMORANDUM TO FILES 

Subject;:; Yugoslavia - Mr. Harry Taxlor"-s Visit 

Mr. Harry Taylor of Manufactur,ers Hanover Trust called on the 
managing Director to reiterate that no new money would be pledged to 
Yugoslavia by the commercial banks. However, complete refinancing of 
maturing debt could be assured, and ne't·1 money could -on a voluntary basis 
be expected to flow back to Yugoslavia. As a safeguard against mishaps 
he suggest~d that the negative pledge on gold collateral be lifted again 
(especially by Kuwait) so as to allow borrowing against gold_ collateral 
in case of need. 

In my office afterwards, I st~essed to Mr. ·Taylor that borrowing 
against gold would undermine one major objective of the stand-by,, v;i.z .. 
to raise useable reservea by US $500 million by the end of 1984_~ ·he 
agreed it would. I then asked whether"~11 complete~ 1 refinancing could be 
assured and policed;' he thought it could~ and I said we might want· to 
explore that further with him in due course. I again raised. the question 
of a stand-by facility from the banks, and the idea was once more cate
gorically rejected. 

W~ then discussed timetables •. Mr. Taylor planned to invite 
Mr. Dragan to New York on January 12 to discuss the commercial banks' 
financing proposals for 1984. They were aware that the "Geneva:: govern
ments would meet in Paris on January 11 and 12, and that a Fund mission 
would be in Belgrade about the same time to complete negotiations on a 
stand-by arrangement for 1984. They hoped that the Managing Director would 
send them the necessary clearance i_n time to permit the ICC to initiate 
the refinancing arrangements by January 20. I replied that such a message 
from us would probably have to wait until after the final meeting of the 
"Genevau governments on January 25. They accepted that timetable somewhat 
reluctantly, because of their desire to complete all . ar:rangements before 
the end of the standstill period on }farch 31. 

I promised to be in touch agaJ;.p. after consulting on these 
proposals with Messrs. Whittome and Mentre in Belgrade on January 9 and 10. 

Hans Schmitt 

cc: Managing Director Mr. Mentre 
Deputy_Hanaging Director Mr. Collins 
Mr. Wfl:i t tome· CED 

Mr. Fi~mJJ]D(Q)J]]J]fil~CjfJI@MJ (g@d])W 
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TO 

FROM 

Of /ice Memorandum 

Managing Director 

Hans Schmitt (i17 
DATE: December 29, 1983 

SUBJECT: Yugoslavia - Meeting with Harry Taylor of Manufacturers Hanover 

· .. _ Mr. Taylor will .probab:hoy emphasize to you that commercial banks 
are not inclined to pledge new money in 1984 tied to a refinancing operation 
as in 1983, or in the form of a stand-by operation as suggested by our re
presentatives at the December 6th meeting of commercial banks in London. He 
may indicate that, if the refinancing operation can be brought to a speedy 
conclusion, several of the major banks will, on a voluntary basis, increase 
their exposure with Yugoslavia. At this stage it is still uncertain what 
form this would take; the likelihood is that it would take the form of 
short-term trade-related credit lines. 

Our case for the need to pledge new money may be summarized as 
follows. We are currently negotiating a program aimed at achieving a current 
account surplus in 1984 of US $500 million, to be reflected in an increase 
in external reserves also of US $500 million. This requires that the 
capital account should be in balance taking account both of an increase in 
trade-related inflows--and outflows--of credit, New money will also be 
needed to cover any leakage in the refinancing of debt falling due, The 
accounts are therefore very precariously poised even with the assurance of 
pledged new money from governments and banks, as well as from ourselves. 

Commercial bankers have consistently resisted the call for 
pledged new money, or for a stand-by facility~ and appear to have hardened 
their position recently. According to some reports, they are determined 
to build down the 11 forced11 lending to which they have had to accede in 
recent years., and have chosen Yugoslavia as a test case involving the least 
risk to themselves. They base this judgment on calculations which are 
compared with our more cautious ones in the attached table. We are in 
basic agreement on the current account. However, they are much more opti~ 
mistic on refinancing by governments and banks, and on the likely balance 
on short-term credits. They have US $500 million more than we on each 
count. Roughly, half of that substitutes for new money, while the other 
half is added to the reserves. 

If you agree, we would urge you to press Mr. Taylor once more 
for a medium-term stand-by facility of US $200 million to back. up the 
forecast of new bank credits expected to be extended on a voluntary basis, 

cc: Deputy Hanaging,,-Ilirector 
Mr. wni ttome / 
Mr. Finch 
Mr. Mentre 
Mr. Collins 
CED 
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Table 1. Yugoslavia: Balance of Payments, 1983-84 

(In millions of U.S. dollars) 

Current account 

Medium- and long-term capital 

Drawings on medium- and long-term capital 

Refinan~ing under multilateral exercises 

Governments 

Banks 

New money under multilateral exercises 

Governments 

Berne 

New exercise (Geneva) 

Commercial banks 

IBRD 

Other, mainly suppliers' credits 

1983 
Estimate 

-225 

1,175 ~ 

3,825 

1,284 

(304) 

(980) 

1,127 

(527) 

[527] 

[ ... ] 
(600) 

350 

outside government packages 1,064 

Repayments of medium- and long-term capital -2,450 

Loans extended (net) -200 

Short-term capital of banking system (net) 

Other 'short-term capital (net), 
errors and omissions 

Total 

Use of Fund credit (net) 

Reserve movements (increase -) 

1/ Carryover from the 1983 exercise. 

-600 

-750 

-400 

410 

-10 

Commercial 
Bank Proj. 

500 

355 

3,200 

2,100 

(600) 

(1,500) 

500 

(450) 

[400] l./ 

[50] 

(50) 

400 

200 

-2,645 

-200 

200 

1,055 

120 

-1,175 

1984 
Staff 
Proj. 

500 

190 

3,135 

1,600 

(500) 

(1,100) 

800 

(600) 

[350] 1/ 

[250] 

(200) 

485 

250 

-2,745 

-200 

-300 

390 

120 

-510 
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Office Memorandum 

December 28, 1983 

MEMORANDUM FOR FILES 

Subject: Yugoslavia: Two Conversations with Dobrich 

I called Dobrich at Manufacturers Hanover Trust on Decelber 27, 1983 
to follow-up on the meeting with bankers we had the week before. I I noted 
an observation he had made to the effect that the process of ple~ging new 
money would again take time, perhaps until October, and that no nJew money 
would come in while that was in process. Without the need to pledge, on 
the other hand, new money was ready to flow now. I a:xgued that ~f bankers 
were so sure it would flow, what would be the harm in 'l:iacking thait flow 
with a stand-by credit. Dobrich reiterated that that had been tried, but 
that only two banks had expressed an interest, and then only if dll banks 
involved in the refinancing exercise would participate on a pro ~ata basis. 
There was no chance he said, of a few banks doing a stand-by credit separate 
from the refinancing. . I 

More importantly, Dobrich reported that major banks (and he 
included Harry Taylor among the people concerned) have had their Ifill of 
"forced" lending, and were determined to.start breaking away from it, and 
Yugoslavia was to them the riumber one candidate for making that point 
stick. Bankers had in any case developed a store of resentment against 
the Yugoslavs, not least because some favored creditors had been lpaid off 
during the standstill period last year. He was certain that had been 
decided at the top policy-making levels in Yugoslavia. I noted that the 
existence of such an attitude on the part of banks placed doubt du how 
much new money would in fact go into Yugoslavia on a voluntary bdsis. Why 
not a stand-by credit to make sure it would? I 

Dobrich wondered if the Fund would accept simple forecasts by 
a group of banks--ten of them were prepared to report their aut~rizations, 
which would add up to $100 million. Perhaps another $100 million could 
be found if the Fund agreed. Dobrich was very anxious the Fund Jud the 
banks should reach an agreement on a common line preferably befote the 
meeting with governments in Paris or at least before the plenary :meeting 
with the Swiss on January 25, 1983 in Geneva. Dobrich thought t~at if 
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the banks could not agree anything with the Fund before that time, they 
would call on the ICC and the Yugoslavs to negotiate perhaps only a 
partial refinancing at better terms than would be available otherwise. I 
told him we would want to look at the whole package together at the end 
of January. 

Dobrich called again the following day, Decemb'e:r '.Z:8, He had 
since our talk been in contact again with a series of banks about the 
possibility of a syndicated stand-by credit for Yugoslavia. He had found 
"absolutely" no interest in any such credit, even on the part of the two 
banks he considered favorably inclined towards Yugoslavia. On the other 
hand, he said, there were those ten banks who were prepared each to 
authorize $10 million in new loans, and to 9-llow Manufacturers Hanover to 
report this, as long as they could remain anonymous. Dobrich could tell 
us unofficially who they would be, but no more. I said we would have to 
think about all that, and thanked him for his efforts. 

cc: Mr. Mentre 
CED 

Hans Schmitt 
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December 28, 1983 

MEMORANDUM FOR FILES 

Subject: Yugoslavia 

A delegation of commercial bankers comprising Messrs. Dobrich 
(Manufacturers Hanover), Kopech (Morgan Guaranty), Baranetsky (Morgan 
Guaranty), Eichler (Bank of America), Evans (Citibank), Buhnemann 
(Bankers Trust), and Oshima (Bcrnk of Tokyo), came to see Mr. Whittome 
on December 22, 1983, to discuss the financing package for Yugoslavia 
for 1984. Also present were Messrs. S~hmitt, Han3en, Lewis, and 
Petersen, and Ms. Ripley. 

The main message of the bankers was that they did not want to 
tie new money from banks to the rescheduling· exercise for 1984. They 
argued that banks would voluntarily put money into Yugoslavia. Mr. 
Dobrich thus said that he knew for a fact that three banks already had 
authorization to put in short-term money for US$10 million plus each, 
as soon as the rescheduling exercise had been finalized. If,' on the other 
hand, the question of new money was tied to the rescheduling operation 
this would cause considerable delays in the finalization of the package 
and there would be no new money flowing into Yugoslavia until the last 
quarter of 1984. The bankers were interested in getting the rescheduling 
operation finalized as quickly as possible, and they asked the Fund to 
reconsider its position. There were several problems with the reconcilia
tion of debt data with Peat Marwick and Mitchell, and the banks did not 
want the questionnaires sent out before the terms and conditions of 
the rescheduling had been agreed upon. If the Fund insisted on tying 
new money to the rescheduling it would be impossible for the banks to 
finalize the rescheduling before the end of the standstill period. Based 
on the balance of payments figures o_btained by the economic committee of 
the ICC on its visit to Belgrade during the period December 13-16, 1983, 
which on some points were more optimistic than the staff forecasts, they 
argued that even if there was no new money from banks, governments or the 
Fund, there would still be an increase in the external reserves of Yugo
slavia in 1984. 

The staff representatives argued, on the other hand, that to 
follow this line would leave no safety margin against unforeseen develop
ments in the balance of payments. Also, it would be more damaging for 
confidence in the Yugoslav economy, if they did not as_k for money now 
but had to come back and ask for it later in the year. With the level of 
reserves (and particularly usable reserves) at a bare minimum at the 
end of 1983 and the problem of short-term debt falling due in January 
1985, the staff found that there was an urgent need to build up reserves 
during 1984 and the figure of US$500 million which appeared in the tables 
that were circulated, was really a min~mum target. The staff said that 
it might be possible to get by with money being pledged voluntarily, but 
this would require that banks put together quickly a stand-by facility also. 
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The bankers were not convinced by this reasoning. They said 
that if Yugoslavia were to come and ask for money later in the year, they 
would have no option but to come up with new money. The banks were locked
in. Their fear was that if reserves were being built up in Yugoslavia 
this would weaken the authorities' resolve to adjust. Also, they again 
raised the question of the capital outflow under "errors and omissions" 
in 1983 and said that they would not agree to providing new money until 
they had firm assurances that there would not be a repeat performance 
in 1984. Staff explaine~ and qu~ntified some of the reasons for the 
outflow under this item in 1983 and said that the increase in interest 
rates which would be a main element i~ the program for 1984 should 
result in less outflow in that year. Also, the Yugoslav authorities 
were taking specific measures to deal with the problem. Anyway, the 
Fund would establish a reserves test in the program for 1984, which 
should provide assurances against capital outflows. 

There was some discussion of the balance of payments figures 
for 1984. The main difference was in the short-term capital flows where 
the staff had an outflow of US$300 million, while the ICC had an inflow 
of US$200 million; accordingly the ICC had a reserve increase of 
US$1 billion compared with the staff estimate of US$500 million. Also, 
the ICC arrived at that figure without much in terms of new money from 
governments or banks (US$50 million from each). They reckoned with more 
or less full roll-over of maturities from both governments and banks 
in 1984. They argued that there would only be very small exemptions from 
the rescheduling this year. They had thus rescheduling of US$600 million 
from Berne Accord governments and US$1,SOO million from banks. By contrast, 
the staff had US$500 million and US$1,100 million, respectively. Part of 
the reason for the discrepancy was that the ICC had different repayment 
figures than the staff; they had much higher figures for repayments to 
governments. The source of their figures was the debt statistics which 
the National Bank of Yugoslavia was producing in cooperation with the 
World Bank, while the staff had used as a basis the survey which had been 
conducted at mid year. 

Finally, the staff explained the main elements in the program 
being negotiated with the Yugoslavs. 

At the end of the meeting, Mr. Dobrich asked for another meeting 
before the end of the year to determine finally whether the Fund would 
continue to insist on new money from banks in 1984. The staff were 
noncommital on this. 

cc: Mr. Whittome 
Mr. Schmitt 
Ms. Ripley 
Mr. Lewis 
Mr. Petersen 

Leif 
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Of /ice Memorandit1n 

To: Mr. Schmitt December 28, 1983 

From: Arne B. Petersen 

Subject: Yugoslavia--Financial Package 

The discussion with commercial banken; on December 22 raised 
some interesting questions. 

1. Short-term capital of the banking system. Is it necessarily 
bad that Yugoslavia reduced its short-term debt by some US$600 million in 
1983? If this was due to a voluntary repayment of short-term credit lines 
which remain open, then, in effect, this repayment constitutes "hidden" 
reserves which can be used in the first:half ?f 1983. The bankers and 
Mr. Brainard's draft report indicate that the net outflow of short-term 
capital was indeed voluntary and not due to closures of credit lines. We 
would need to seek clarification of this issue in Yugoslavia. 

We have chosen to be conservative in our projection for 1984; 
while on the one hand we assume there will be an outflow of some US$130 
million in the process of rolling over the CCF in 1983, we have not made 
any allowance for the utilization of the remaining CCF funds in 1984. 

2. Other short-term capital, errors and omissions. Our 
estimate of an outflow in 1984 of US$300 million under other short-te~m 
capital is a little on the high side, it is actually US$250 million 
rounded up. Also, if we do succeed in introducing real positive interest 
rates, we could probably expect some inflow of funds as the lags which 
were extended in 1983 return to a more normal level. We have chosen to 
be conservative and should probably remain so. 

3. Drawings on medium- and long-term capital. According to 
Yugoslav figures, public- and publicly-guaranteed debts due to governments 
amount to US$600 million in 1984 while those due to the Berne government amount 
to some US$500 million. Debts due to banks, excluding banks partly owned 
by Yugoslavia and banks in Eastern Europe and China, amount to US$1,562 million. 
For tactical reasons, and in order to remain cautious, we originally put 
rescheduling of banks at US$1,200 million and then revised it downward 
further to US$1,100 million while in Yugoslavia. Refinancing of governments 
we have put at US$500 million. In theory, however, and as emphasized by 
the commercial bankers, since both governments and banks are going to 
refinance, there should be very little scope for excluding part of the 
maturities; exemptions would seem to be limited mainly to cofinancing with 
the IFC--US$50 million--,perhaps some deductions for a forfait transactions, 
and some deductions for bonds held by banks on behalf of other customers. 
These deductions, including a margin of error are unlikely to exceed some 
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US$150 million. Accordingly, the sum of rollover by Berne governments 
and banks is likely to amount to some US$1,900 million with perhaps 
US$600 million 1/ pertaining to.governments, and some US$1,300 2/ to 
banks. Thus, o~r present estimate underestimates the likely outturn 
by some US$300 million. 

4. Other elements. •Our present estimate of drawings on 
suppliers' credits outside the government package is also understating 
the likely outturn, particularly if governments are not going to officially 
pledge their assistance in 1984. The United Kingdom has indicated that 
it expects to disburse some US$150 million in 1984, or about the same 
level as in 1983, and we know that the United States is contemplating 
additional CCC credits. Other countries are ··likely to disburse outside 
the government package as well, so a more reasonable estimate would be 
around US$500 million. 

Even reducing some other elements slightly, we would end up 
at a slightly higher level of drawings without new money (Alternat~ve II 
in the attached table) than we are now contemplating with new money 
(Alternative I). We still have been cautious enough ~over the possibility 
of some shortfall on the current account and possible shortfalls on the 
disbursement of Berne credits carried over. 

Attachments 

cc: Mr. Whit tome 
Ms. Ripley 
Hr. Hansen 
Mr. Lewis 

l/ Kuwait has been included and the government-guaranteed 
soi'ewhat because of the well known classification problems. 
reason, the refinancing by banks has been reduced. 

2/ Corresponds to the estimate given by PMM to Mr. Hentre 

debt increased 
For this· same 

in November. 

-- ------------------------
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Table 1. Yugoslavia: Balance of Payments with 
the Convertible Currency Area, 1982-84 

(In millions of U.S. dollars) 

1984 
• 1983 Yugoslav Bank 

1982 Est. estimate estimate 

Exports 5,526 6,300 7,700 7,300 
Imports -9,043 -8,450 9,100 8,900 

Trade balance -3,517 -2,150 -1,400 -i,600 

Invisibles (net) 2,003 1,925 2,200 2,100 
Workers' remittances 1,085 1,265 1,440,_ 1,440 
Tourism 1,224 1,335 1,080 1,050 
Interest payments -1,670 -1,690 -1,840 -1,860 
Others 1,364 1,015 1,520 1,470 

Current account -1,514 -225 800 500 

Hedi um- and long-term capital -117 1,175 -20 355 
Drawings 1,684 3,825 2,825 3,200 
Repayments -1,626 -2 ,450 -2,645 2,645 
Loans extended -175 -200 -200 -200 

Short-term capital 
of banking system -506 -600 200 

Other short-term capital, 
errors and omissions 562 -750 

Total -1,575 -350 780 1,055 

Use of Fund Credit 563 410 220 120 

Reserve movements (increase -) 1,012 -10 -1,000 -1,175 

-----· ----

Alterna-
ti:ve I 

7,200 
8,800 

-1,600 

2,100 
1,135 
1,510 

-1,890 
1,345 

500 

190 
3,135 

-2,745 
-200 

-300 

390 

120 

-510 

Alterna-
tive II 

7,200 
8,800 

-1,600 

2,100 
1,135 
1,510 

-1,890 
1,345 

500 

255 
3,200 

-2,745 
-200 

~ 

-300 

455 

120 

-575 
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Table 2. Yugoslavia: Drawings on Medium- and Long-Term 
Debt in Convertible Currency by Creditor 

(In millions of U.S. dollars) 

1984 
J.983 Yugoslav Bank Alterna- Alterna-:-
Est. estimate estimate tive_I tive II 

Government packages 831 1,006 l,OSO 1,100 9SO 
Berne 831 4S6 400 3SO 3SO 

Refinancing (304) ( ... ). ( ... ) (3) 3 
New financial credits (172) ( ... ) ( ... ) ( ... ) ( ... ) 
Suppliers' credits (3SS) (4S6) ( ... ) (347) (347) 

Geneva sso 6SO 7SO 600 
Refinancing (400) (600) (SOO) (600) 
Suppliers' credits (lSO) (SO) (2SO) (--) 

Commercial bank package l,S80 1,100 l,SSO 1,300 1,300 
Refinancing 980 1,000 l,SOO 1,100 1,300 
New financing 600 100 so 200 

IBRD 3SO S30 400 48S 4SO 
Regular facilities 280 2SO 2SO 280 2SO 
SAL 70 280 lSO 20S 200 

Other multilateral lenders 
IFC, EIB and Eurofima so 1/ so 

Suppliers' credits outside 
Government packages 1,014 189 200 200 soo 

Subtotal 3,82S 2,82S 3,200 3 ,13S 3,200 

IMF S90 soo 400 400 400 

Total 4,41S 3,32S 3,600 3,S3S 3,600 

______ ,_ -~ --



INTERNATIONAL MONETARY FUND 

() 
December 28, 1983 

TO 

FROM: 

Mr. Dobrich of Manufacturers Hanover 

Trust called to say that Mr. Harry Taylor would 

probably meet with the Managing Di<rec,tor ,on Friday, 

December 30. 

The main topic to be discussed 

Phillippines, but Yugoslavia was also likely to 

c::::)'e b~ought up. 

warning. 

He wanted to give us advance 

cc: Hans Schmitt 
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Of /ice Memorandum 

To: Mr. Schmitt December 28, 1983 

From: Arne B. Petersen 

Subject: Yugoslavia--Financial Package 

The discussion with commercial bankers on December 22 raised 
some interesting questions. 

1. Short-term capital of the banking system. Is it necessarily 
bad that Yugoslavia reduced its sho~t-term debt by some US$600 million in 
1983? If this was due to a voluntary repayment of short~term credit lines 
which remain open, then, in effect, this repayment constitutes "hidden" 
reserves which can be used in the first:;half c;>f 1983. The bankers and 
Mr. Brainard's draft report indicate that the net outflow of short-term 
capital was indeed voluntary and not due to closures of credit lines. We 
would need to seek clarification of this issue in Yugoslavia. 

We have chosen to be conservative in our projection for 1984; 
while on the one hand we assume there will be an outflow of some US$130 
million in the process of rolling over the CCF in 1983, we have not made 
any allowance for the utilization of the remaining CCF funds in 1984. 

2. Other short-term capital, errors and omissions. Our 
estimate of an outflow in 1984 of US$300 million under other short-te~m 
capital is a little on the high side, it is actually US$250 million 
rounded up. Also, if we do succeed in introducing real positive interest 
rates, we could probably expect some inflow of funds as the lags which 
were extended in 1983 return to a more normal level. We have chosen to 
be conservative and should probably remain so. 

3. Drawings on medium- and long-term capital. According to 
Yugoslav figures, public- and publicly-guaranteed debts due to governments 
amount to US$600 million in 1984 while those due to the Berne government amount 
to some US$500 million. D'ebts due to banks, excluding banks partly owned 
by Yugoslavia and banks in Eastern Europe and China, amount to US$1,562 million. 
For tactical reasons, and in order to remain cautious, we originally put 
rescheduling of banks at US$1,200 million and then revised it downward 
further to US$1,100 million while in Yugoslavia. Refinancing of governments 
we have put at US$500 million. In theory, however, and as emphasized by 
the commercial bankers, since both governments and banks are going to 
refinance, there should be very little scope for excluding part of the 
maturities; exemptions would seem to be limited mainly to cofinancing with 
the IFC--US$50 million--,perhaps some deductions for a forfait transactions, 
and some deductions for bonds held by banks on behalf of other customers. 
These deductions, including a margin of error are unlikely to exceed some 
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US$150 million. Accordingly, the sum of rollover by Berne governments 
and banks is likely to amount to some US$1,900 million with perhaps 
US$600 million 1/ pertaining to.governments, and some US$1,300 2/ to 
banks. Thus, o'Ur present estimate underestimates the likely outturn 
by some US$300 million. 

4. Other elements. Our present estimate of drawings on 
suppliers' credits outside the government package is also understating 
the likely outturn, particularly if governments are not going to officially 
pledge their assistance in 1984. The United Kingdom has indicated that 
it expects to disburse some US$150 million in 1984, or about the same 
level as in 1983, and we know that the United States is contemplating 
additional CCC credits. Other countries are likely to disburse outside 
the government package as well, so a more reasonable estimate would be 
around US$500 million. 

Even reducing some other elements slightly, we would end up 
at a slightly higher level of drawings without new money (Alterµat~ve II 
in the attached table) than we are now contemplating with new money 
(Alternative I). We still have been cautious enough ~over the possibility 
of some shortfall on the current account and possible shortfalls on the 
disbursement of Berne credits carried over. 

Attachments 

cc: Mr. Whit tome / 
Ms. Ripley 
Mr. Hansen 
Mr. Lewis 

1/ Kuwait has been included and the government-guaranteed debt increased 
somewhat because of the well known classification problems. For this same 
reason, the refinancing by banks has been reduced. 

]:./ Corresponds to the estimate given by PMM to Mr. Mentre in November. 

- -------··--------
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Table 1. Yugoslavia: Balance of Payments with 

the Convertible Currency Area, 1982-84 

(In millions of U.S. dollars) 

1984 
1983 Yugoslav Bank 

1982 Est. estimate -estimate 

Exports 5 ,526 6,300 7,700 7,300 
Imports -9,043 -8,450 9,100 8,900 

Trade balance -3,517 -2,150 -1,400 -1,600 

Invisibles (net) 2,003 1,925 2,200 2,100 
Workers' remittances 1,085 1,265 (:l ,4_40<. 1,440 
Tourism 1,224 1,335 1,080 1,050 
Interest payments -1,670 -1,690 -1,840 -1,860 
Others 1,364 1,015 1,520 1,470 

Current account -1,514 -225 800 500 

c=:=dium- and long-term capital -117 1,175 -20 355 
Drawings 1,684 3,825 2,825 3,200 
Repayments -1,626 -2,450 -2,645 2,645 
Loans extended -175 -200 -200 -200 

Short-term capital 
of banking system -506 -600 200 

Other short-term capital, 
errors and omissions 562 -750 

Total -1,575 -350 780 1,055 

Use of Fund Credit 563 410 220 120 

Reserve movements (increase -) 1,012 -10 -1,000 -1,175 

,.--\ u 

Alterna-
tLve I 

7,200 
8,800 

-1,600 

2,100 
1,135 
1,510 

-1,890 
1;345 

500 

190 
3,135 

-2,745 
-200 

-300 

390 

120 

-510 

Alterna-
tive II 

7,200 
8,800 

-1,600 

2,100 
1,135 
1,510 

-1,890 
1,345 

500 

255 
3,200 

-2,745 
-200 

~ 

-300 

455 

120 

-575 
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Table 2. Yugoslavia: Drawings on Medium- and Long-Term 
Debt in Convertible Currency by Creditor 

(In millions of U.S. dollars) 

1984 
1983 Yugoslav Bank Alterna-
Est. estimate estimate tive_I 

Government packages 831 1,006 l,OSO 1,100 
Berne 831 4S6 400 3SO 

Refinancing (304) ( ... ) ( ... ) (3) 
New financial credits (172) ( ... ) ( ... ) ( ... ) 
Suppliers' credits (3SS) (4S6) ( ... ) (347) 

Geneva sso 6SO 7SO 
Refinancing (400) (600) (SOO) 
Suppliers' credits (lSO) (SO) (2SO) 

-.; .-: . 

Commercial bank package l,S80 1,100 l,SSO 1,300 
Refinancing 980 1,000 l,SOO 1,100 
New financing 600 100 so 200 

IBRD 3SO S30 400 48S 
Regular facilities 280 2SO 2SO 280 
SAL 70 280 lSO 20S 

Other multilateral lenders 
IFC, EIB and Eurofima so 1/ so 

Suppliers' credits outside 
Government packages 1,014 189 200 200 

Subtotal 3,825 2,825 3,200 3 ,135 

IMF S90 soo 400 400 

Total 4 ,41S 3 ,32S 3,600 3,S3S 

Alterna"'."' 
tive II 

9SO 
3SO 

3 
( ... ) 
(347) 

600 
(600) 
(--) 

1,300 
1,300 

4SO 
2SO 
200 

soo 

3,200 

400 

3,600 

- --------------- ---------------
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5514 ORIGINAL M. FULVIO V. DOBRICH, SENIOR VICE-PRESIDENT 
MANUFACTURERS HANOVER TRUST CO. NEW YORK 
COPIES A: 
AMBASUISSE W!SHINGTON, AVEC eRIERE ENVOYER COPIE, POUR INFORMATION 
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· AMBASUISSE PARIS, AVEC PRIERE ENVOYER COPIE, POUR INFORMATION, 
AU BUREAU LOCAL DU F"I, A L'ATT. "·P• MENTRE 

.A"BASUISSE BELGRADE ET CONSULAT GENERAL OE SUISSE NEW YORK 
POUR INFOR"ATION. 

RE: flNANCIAL ASSISTANCE TO YUGOSLAVIA 

DEAR MR. DOBRICH, 
I SHOULD LIKE TO REFER TO YOUR TELEX DATED DECEMBER 21. 

AS YOU KNOW, AT THEIR MEETING IN GENEVA ON NOVEMBER 18, THE 
CREDITOR COUNTRIES DECIDED TO CREATE TWO WORKING GROUPS, THE 
FIRST ONE, UNDER FRENCH CHAIRMANSHIP, FOR THE CONSOLIDATION OF 
MATURITIES -OF OFFICIAL AND OFFICIALLY GUARANTEED DEBT FALLING 
DUE IN 1984, AND THE SECOND ONE, UNDER THE CHAIRMANSHIP Of 
THE IMF, TO EXAMINE THE NEED FOR ADDITIONAL ACTION. THESE 
TWO GROUPS WILL REPORT TO A COORDINATING GROUP UNDER SWISS 
CHAIRl'IANSHIP. 

··~··· A._C,C.OJ?O!,N.G· to., ,_T.HE .. J~IME,T.ABL E· WHICH IS BE ING ORGAN 1 ZED RIGHT NOW" 
THE TWO WORKING GROUPS SHOULD MEET ON JANUARY 11 ANO 12,.1984 
IN PARIS AND THE ,~G GROUP MOST PROBABLY DURING THE 
PERIOD Of JANUAR~A GENEVA. 

GIVEN THE AGREEMENT REACHED, ON NOVEMBER 18, ON THE PROCEDURES 
TO BE FOLLOWED fOR THE QUESTION OF THE CONSOLIDATION, THE 
YUGOSLAV AUTHORITIES H~VE ASKED US TO SEND TO ALL CREDITOR 
GOVERNMENTS - WHICH WE HAVE DONE IM"EDIATELY - A ~EQUEST FOR 
A STANDSTILL PERIOD FROM JANUARY 1 TO MARCH 31, 1984, SIMILAR 
TO THE ONE WHICH WAS PRESENTED TO THE COMMERCIAL BANKS. 

THIS SAME REQUEST WAS MENTIONED DURING A MEETING IN PARIS, 
ON DECEMBER 19p AT WHICH THE CREDITOR GOVERNMENTS TOOK PART. 
NO OBJECTION WAS RAISED BY THESE GOVERNMENTS WHICH ARE NOW 
AWAITING THE NEGOTIATION ON THE TERMS OF THE CONSOLIDATION 
FOR 1984. BEST REGARDS 

R. PROBST, STATE SECRETARY 
FEDERAL DEPARTMENT OF FOREIGN AFFAIRS 

+? 
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AMS\./IS 641?.Q 
~ 
A"SWIS 64180 

16.05 

23.12.83 16~05 +? HOM SVP 



TO: :tvlr. Schmitt 
Ms. Ripley 
Mr. Hansen 

FROM: L.A. Whittome 

SUBJECT: Your Draft for Paris 

December 23, 1983 

A. I return the draft with some queries and suggestions (perhaps 
they might have been dealt with before it reached me?) 

B. I agree with you that the text should be silent on the 1984 
package and that we should deal with this orally. 

C. I wonder whether you should say more on errors and omissions; 
it is such an obvious point for countries to focus on. 

D. I presume that you are satisfied that this note meets the 
questions formally submitted by Dick Erb? 

(Incidentally, please let me h,,ave today an acknowledgement of 
that note): 

Attachment 
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Yugoslavia - Recent Developments and Outlook 

1. General trends 

DRAFT/LR? 
12/21/83 

The stabilization program pursued over the last three years has now 

begun to show substantial results. In particular, the deficit on the 

external, current account with the convertible area narrowed from a peak 

in 1979 of US$3.3 billion (5 1/2 percent of GSP) to an estiamted US$225 

million (about 1/2 percent of GSP) in 1983 (Table 1). This compares 

favorably with an original target of a deficit of US$500 million for 

1983. Part of this adjustment was induced by a cut in imports related 

to external financing difficulties. But an active exchange rate policy, 

which led to a depreciation of the real effective exchange rate by some 

30 percent in the course of 1983, combined with a reduction in the surplus 

with the nonconvertible area from US$1 billion in 1982 to approximate 

balance in 1983, also played an important role, as reflected in a sizable 

gain in market shares. Developments in the external balance on capital 

account have been less satisfactory. As a result the increase in external 

reserves which had been targeted at the beginning of the year, did not 

materialize, and the level of .reserves at the end of 1983 is estimated 

to remain uncomfortably low. The main reason for this outturn was a 

swing in "errors and omissions" from a surplus of US$560 million to an 

estimated deficit of about US$750 million, which more than offse't the 

increase in export earnings in the course of 1983. 

The adjustment in the external accounts was achieved at the 

expense of a decline in real GSP by about 3 percent. The rate of price 

inflation accelerated from 31 percent during 1982 to an estimated 50 percent 
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during 1983, in part as the inevitable consequence of a very substantial 

real effective depreciation and a sharp increase in administered prices. 

Consumer demand was contained by a 10 percent decline in real personal 

incomes in the socialized sector. Public finances also contributed 

substantially to 'the restraint of demand in 1983, with a decline in 

public sector revenue of about 5 percent in real terms and the freezing 

with the National Bank of Yugoslavia of a small amount of excess public 

sector revenue. Monetary and credit policies were also ge'nerally res tric-

tive with the real stock of broad money (M2) estimated to have declined 

by about 7 percent during 1983. The level of nominal interest rates 

~~increased si~a.:;;,~ in 1983, but with the acceleration of the 

~ rate of inflation s,.9e'Y remaln negative in real terms. More basic structural 

reforms to support the adjustment process have also been initiated, but 

the results have been modest so far. 

2. External financial assistance in 1983 

In addition to gross purchases from the Fund of SDR 554 million in 

1983, agreement was reached in June 1983 on a structural adjustment loan 

(SAL) from the World Bank for US$27 5 million, of which about US$70 million 

is expected to be disbursed in 1983 (Table 2). Disbursements under 

regular IBRD loans are estimated at US$280 million. Further, at a meeting 

in Berne in January 1983, representatives of 15 Western countries pledged 

financial support to Yugoslavia in an amount of US$1.3 billion, the bulk 

of which was in the form of suppliers' credits tied to exports from 

lending countries. It is estimated that about US$830 million will be 

disbursed in 1983. Also, commercial banks agreed to provide US$600 

million in new medium-term credits (all disbursed) and to refinance 
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US$980 million of nonguaranteed medium-and long-term maturities falling 

due between January 17, 1983, and December 31, 1983, and to roll over an 

estimated US$880 million short-term debt to January 17, 1985. The BIS 

provided short-term loans in an amount of US$500 million in 1983, all of 

which ~ave te~hepaid. ~ 

The illlp'~~Vof the financial packa:ge 

slow disbursement of funds. The first advance under the commercial bank 

credit was made only in late October, and the last disbursement took place 

early in December. The disbursements under the Berne package were also 

slower than expected. This was partly due to delays in signing of the 

individual agreements because of disputes over the commodities covered. / 

~~l9reason, however, were the(~:i.-:::~::.---Z.:,:t/~; 
u.i i a..' ' V\ r-1.~e,1 e ··~l 

7 

governing the utilization of such credits. This was also~ rea;on for -ltlilt. t;,/Z, ·~ \ J 

~ W'• /'et{ti!, I 

the slow utilization of the SAL loan. In order to ensure the availability t. ?!Ji....,~ .J-t •. \ ': 
.(t II .(:,'·? , 

of foreign exchange to repay foreign credits, drawings were made available '!.( t;;..k, ) : 
4t-i'-4,- ),' 

only to exporters who supplied proof of export orders in hand, and raw 'f (0 
~i;£,,r-" ·, 

material imports financed by suppliers' credits have had to amount to /'t"'t,tf · 

less than 50 percent of the value of exports into which they entered. 

Changes have~ been made, and sectors other than exporters of goods, 

such as e~prises rendering services abroad and certain domestic sectors, 

are now a.1,J.-rowed to utilize the credits • ._____ 
3. Forecasts and policy issues 

Some part of the improvement in the current external account with 

the convertible area in 1983 was due to a diversion of trade from the 

nonconvertible area and to an undesirable compression of imports. Neither 

of these can ~nued in 1984. The underlying adjustment, nevertheless, 
~ 7 
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should permit a further improvement in the external current account to a 

surplus of about US$500 million in 1984. It is assumed that the level of 

competitiveness, following the aggressive exchange rate policy in 1983, 
~ 

isf!:dequate to permit a substantial liberalization of trade and payments 

and to allow an increase·in exports which would permit imports to rise 

sufficiently to make room for some growth of ~otal output. In addition, 

particular emphasis will have to be placed on measures to improve the 

balance on capital account, so as to ensure an increase in official 

reserves of at least US$500 million in 1984. One central element in 

achieving a reduction in capital outflows compared with 1983 will be to 

move to an active interest rate policy. Further, the controls on the 

repatriation of export earnings will have to be intensified, and penalties 

for noncompliance increased, for example, by cancellation of credit 

lines and other credit restrictions. 

A central element in the stabilization effort for 1984 will be 

a liberalization of the foreign exchange allocation system, so as to 

allow the economy to respond more quickly to exchange rate changes. One 

element would be a greater surrender requirement to a unified exchange 

market, or to the National Bank of Yugoslavia, than at present in exchange 

for dinar cash or deposits that earn competitive interest rates. Another 

element of the 1984 program will have to be a decisive move to raise 

nominal interest rates on dinar deposits to levels competitive with the 

rturn on foreign exchange deposits. This is necessary, first as a means 

of stemming capital outflow, then as a necessary element in reforming 

the foreign exchange allocation system, and finally as an important 

element in stopping the "dollarization" of the Yugoslav economy. Foreign 

exchange deposits now account for more than 40 percent of broad money (M2). 
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As in 1983, tight credit and fiscal policies will need to be pursued, 

including a continuation of the scheme to freeze excess public sector 

revenue with the National Bank of Yugoslavia. Some restructuring of the 

tax system is also under consideration; it will entail higher taxation 

of households combined with a reduction in the tax burden on productive 

enterprises. The contribution of incumes policy,-on the other hand, is 

expected to be smaller in 1984 than the year before. After a fall of real 

personal income per employee of 10 percent in 1983 and 25 percent over 

? the last four years, the maximum that could be hoped for would be that 
~. 

the gains in real personal income should not exceed increases in productivity. 

In particular, incomes policy should take the form of limiting income 

payments by loss-making enterprises to increase the mobility of labor to 

more competitive activities. Price determination will be liberalized 

further in 1984 and administered prices will to a significant extent be 

adjusted automaticaly, particularly in the area of energy prices. This 

policy, together with the effects of exchange rate policy, will make 

only a modest decline in the rate of inflation possible in the course of 

1984. 
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Table 1. Yugoslavia: Balance of Payments with 
the Convertible C.urrency Area, 1982-84 J::/ 

(In millions of U.S. dollars) 

1982 1983 
Est. 

Exports 5,526 6,300 
Imports -9,043 -8,450 

Trade balance -3,517 -2,150 

Invisibles (net) 2,003 1,925 
Workers' remittances 1,085 1,265 
Tourism 1,224 1,335 
Interest payments -1,670 -1,690 
Others 1,364 1,015 

Current account -1,514 -225 

Medium- and long-term debt -117 1,175 
Drawings 1,684 3,825 
Repayments -1,626 -2,450 
Loans extended -175 -200 

Short-term debt -506 -600 

Errors and omissions 562 -750 

Total -1,575 -350 

Use of Fund Credit 563 410 

Reserve movements (increase -) 1,012 -10 

1/ Calculated at the statistical exchange rate of US$1 

12/22/83 

1984 
Proj. 

7,200 
8,800 

-1,600 

2,100 
1,135 
1,510 

-1,890 
1,345 

500 

190 
3,135 

-2,745 
-200 

-300 

390 

120 

-510 

Din 63.4. 
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Table 2. Yugoslavia: Drawings on Medium- and Long-term 
Debt in Convertible Currency by Creditor, 1983-84 

(In millions of U.S. dollars) 

1983 1984 
•, -~ ... .. ~~ Est. Proj. 

. .... 
Government packages 831 1,100 

Berne 831 350 
Refinancing (304) (3) 
New financial credits (172) ( ... ) 
Suppliers' credits (355) (347) 

Geneva 750 
Refinancing ... (500) 
Suppliers' credits (250) 

Commercial bank package 1,580 1,300 
Refinancing 980 1,100 
New financing 600 200 

IBRD 350 485 
Regular facilities 280 280 
SAL 70 205 

Other multilateral lenders 
IFC, EIB and Eurofima 50 50 

Suppliers' credits outside 
Government packages 1,014 200 

Subtotal 3,825 3,135 

IMF 590 400 

Total 4,415 3,535 
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IMF OFFICIAL l\!1ESSAGE 
WASHINGTON, D. C. 20431 

NATLONAL-BANK-OJ:_yLJGOS 

HOFMANN,. .. 

DURING OUR LAST VISIT A FUND MISSION WILL 

BELGRADE TO RESUME DISCUSSIONS ON A STAN 

RRANGEMENT FOR 1984 ON JANUARY 5, 1984 1 THE MISSION WILL 

OMPRISE MESSRS. HANSEN, LEWIS AND PETERSEN, IN ADDITION 

TO MYSELF AND A SECRETARY. IT WOULD BE GREATLY 

APPRECIATED IF YOU COULD MAKE RESERVATIONS AT THE 

INTERCONTINENTAL HOTEL FOR ONE SUITE AND FOUR SINGLE 

FROM JANUARY 4. WE UNDERSTAND THAT THE TYPEWRITER,. 

YOU PROVIDED FO~ OUR LAST MISSION, WAS RETAINED AT 

THE HOTEL AND WILL BE AVAILABLE TO US UPON ARRIVAL. 

ARRIVAL TIMES WILL BE AS FOLLOWS: I MR;. HANSEN AT 12.05 

360 FROM FRANKFURT, MR. LEWIS AND MR~ PETERSEN AT 

ON LH 362 FROM MUNICH, AND I SHALL ARRIVE AT 13.50 

T 

p 

E 

DO NOT SOFT ROLL EXCEPT 
WHEN ALIGNING INTO LINE 23 

MARK XX FOR CODE 

DISTRIBUTION 

:- MR. POLAK 

456 FROM ZURICH. THE NAME ANti ARRIVAL TIME OF THE H 

SECRETARY WILL BE COMMUNICATED L6JER. 

REGARDS, 

TEXT MUST END 

SCHMITT 

···---------

12/23/83 EUR 
EXT.: 

72933 
DEPT.: 

AUTHORlZED 6\' 

NAME 

E 

DA TE 1 2 / 2 3 / 8 3 

----- -------------- ---
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Mr. R~ Erb December 23, 1983 

L.A. Whittome 

Thank you for your memorandum of December 21, 1983 with suggestions 
regarding the topics to be discussed at the Group II meeting of llthe 
friends of Yugoslavia'~ in January 198l1. The :Managing Director has asked 
Mr. Guetta~ Director of the Fund's Paris office, to chair this group and 
we have passed on your suggestions to him and asked him ~o add them to 
the proposed agenda which has already been circulated. We are also pre
paring a note o·n recent developments and outlook for Yugoslavia to be 
distributed ahead of the Paris meetings. It will to a large extent cover 
the topics suggested by you. 

cc: Mr. Schmitt 
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EMBASSY OF SWITZERLAND 
SCHWEIZERISCHE BOTSCHAFT 

AMBASSADE DE SUISSE 

cc', 

d:>C< 
PN 

WASHINGTON D.C.20008, December 23, 1983 
2900 Cathedral Avenue N. W. 
Telephone 462-1811/7 

\._) Ref.: 523. 0 SD (Jug.) - MA/hu 

0 

Mr.· L.A. Whittome 
Director 
European Department 
I M F 
700 19th Street, N.W. 
Washington, D.C. 20431 

Financial Assistance to Y~goslavia 

Dear Mr. Whi~ 

Please find enclosed a letter from State 

secretary Probst informing you about a letter received 

from Minister Janka Smole concerning the questions of 

maturities falling due to or guaranteed by creditor 

. governments at the beginning of 1984. 

Encl. 

Sincply yours, 

~ 
David de Pury 
Minister 

c·c: - Mr. Paul Mentre de Laye, Consultant, European 
Department, IMF, Washington, D.C. 
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RE: Financial .Assistance to Yugoslavia 

Dear Sir, 

I have just received from Minister Janka Smale 
a letter, dated December 16, in which he qonfirms to me 
once more the approval by the Yugoslav Government of the 
conclusions of: the Geneva meeting and refers to the 
question of maturities f'alling due to or guaranteed by 
creditor goveriunents at '..the beginning of 1984. As you 
know, this question has ~lready been mentioned during 
the discussion which creditor governments had in Paris 
on December 19. 

You will find hereafter, for your information, 
the text of Minister Smole's letter: 

"Dear Mr. Probst: 

I would like to thank you once again for the most 
effective way in which :~iot1 chaired· the November 18 meeting 
in Geneva on F:i-nancial Assistance to Yugoslavia. 

As indicated iri your summing. up it was agreed 
that two working groups .will meet as soon as possible. The 
first working group would deal with the problem of the 
consolidation· of maturit°ies of official and officially· 
guaranteed debt falling due in 1984. The second working 
group would be, entrusted· ';.o[ith the more general subjects· 
of the overall· economic lsituation of Yugoslavia, future 
prospects and the need :qo•c additional action. Both working 
groups would report to the coordination group chaired by 
Switzerland. The Yugoslav Government fully concurs in this 
agreement and looks forvia:rd to future discussions with• 
creditor governments. ' 

It appears now ;that the first meeting of the two 
working groups could take place in the first half of 
January. In the meantime\ and during the period which will 

! 

. I . . 
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be necessary .i.n. order to reach final agreement, there is 
a need to maintain an orderly process of equal treatment 
between governmental and commercial bank creditors. 

' At the ICC meeting in London on December 6, in 
which the IMF,· "IBRD and Yugoslav Delegation took part,. it 
was recommended and agreed that the Yugoslav authorities 
would propose ,:that eligible maturities of principal of 
Yugoslav external medium-· and long-term indebetedness 
falling due from January 1, ·1984 to March 31, 1984, be 
extended on a provisional basis. Given the agreement 

' reached in the. Geneva meeting on procedures to be. used 
to deal with consolidation of medium- and long-term 
principal repayments falling due to official creditors 
during 1984, we intend to act in the same way on obli
gations· in principal to official creditors, while ful
filling all interest obligations, with the view to reach 
as soon as possible, but before end March 1984, an overall 
agreement. It is understood that the provisional stand
still of eligible maturit~es as mentioned above would not 
imply the· application of penalty interest rates. 

I would appreciate if you could inform all 
interested governments of the above. 

Sincerely yours, 

Signed: Janka Smole 11 

Best regards,. 

Raymond Probst 
State Secretary 
Federal Department 
of Foreign Affairs 
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MANUFACTURERS HANOVER TRUST CO. NEW YORK 
COPIES A: 
AMBASUISSE WASHINGTON AVEC PRlERE ENVOYER COPIE, POUR INFORMATION 
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AMBASUISSE PARIS, kVEC PRIERE ENVOYER COPIE, POUR INFORMATION, 
AU BUREAU LOCAL DU fMI, A l'ATT. "·p• "ENTRE 

AMBASUISSE SELGRADE ET CONSULAT GENERAL OE SUISSE NEW YORK 
POUR lNFOR~ATlON. 

'· 

RE: FINANCIAL ASSISTANCE TO YUGOSLAVIA 

DEAR ~R. DOBRICH, 
I SHOULD LIKE TO REFER TO YOUR TELEX DATED DECEMBER 21. 

AS YOU KNOW, AT THEIR MEETING IN GENEVA ON NOVEMBER 18, THE 
CREDITOR COUNTRIES DECIDED TO CREATE TWO WORKING GROUPS, THE 
FIRST ONE, UNDER FRENCH CHAIRMANSHIP, FOR THE CONSOLIDATION OF 
MATURITIES OF OFFICIAL AND OFFICIALLY GUARANTEED DEBT FALLING 
OUE IN 1984, AND THE SECOND ONE, UNDER THE CHAIRMANSHIP OF 
THE IMF, TO EXAMINE THE NEED FOR ADDITIONAL ACTION. THESE 
TWO GROUPS WILL REPORT TO A COORDINATING GROUP UNDER SWISS 
CHAIRl'IANSHIP. 

ACCOROINfi tn THE TI~ETABLE W~ICH IS BEING ORGANIZED RIGHT NOW~ 
THE TWO WORKING GROUPS SHOULD MEET ON JANUARY 11 AND 12, 1984 
IN PARIS AND THE COORDINATING GROUP MOST PROBABLY DURING THE 
PERIOD Of JANUARY 26 - 28 IN GENEVA. 

GIVEN THE AGREEMENT REACHED, ON NOVEMBER 18, ON THE PROCEDURES 
TO BE FOLLOWED FOR THE QUESTION OF THE CONSOLIDATION, THE 
YUGOSLAV AUTHORITIES HAYE ASKED US TO SEND TO ALL CREDITOR 
GOVERNMENTS - WHICH WE HAVE DONE IMMEDIATELY - A REQUEST FOR 
A STANDSTILL PERIOD FRO~ JANUARY 1 TO MARCH 31, 1984, SI"ILAR 
TO THE ONE WHICH WAS PRESENTED TO THE COMMERCIAL BANKS. 

THIS SAME REQUEST WAS "ENTIONED DURING A "EETING IN PARIS, 
ON DECEMBER 19, AT WHICH THE CREDITOR GOVERNMENTS TOOK PART. 
NO OBJECTION WAS RAISED BY THESE GOVERNMENTS WHICH ARE NOW 
AWAITING THE NEGOTIATION ON THE TERMS OF THE CONSOLIDATION 
FOR 1984. BEST REGARDS 

R. PRORST, STATE SECRETARY 
FEDERAL DEPARTMENT OF FOREIGN AFFAIRS 
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To 

From 

Of /ice Memorandum 

Mr. Schmitt 

Arne B. Petersen 1·~ ./ 

December 23, 1983 

Subject: Yugoslavia: GATT approval of Export Subsidies 

I have searched our files and talked with Mr. Eglin of the Geneva 
Office and Mr. Anjaria on the above subject. It was impossible to find 
any elements on which Yugoslav authorities might have based their state
ment of GATT approval. The only explanation I can think of is that when 
the GATT secretariat sent a mission to Yugoslavia to study the foreign 
exchange allocation system, it may not have raised any objections to the 
system. The secretariat, however, unlike the Fund, is not in a position 
to extend any approval, only the contracting parties can do so. 

;~ 3 ~-

Subsidies are covered by Article XVI of the GATT. As part of the 
Tokyo Round of multilateral trade negotiations within GATT, agreement 
was reached among a number of countries on the interpretation of Article IV, 
XVI, and XXIII (the subsidies code). According to Mr. Eglin, the GATT 
can only be said to have approved the subsidy scheme of a member under 
the following circumstances. The member must have signed and ratified 
the subsidy code and no other signatories must have raised objections to 
the subsidy scheme of the member by invoking the non-application clause 
of the agreement. Yugoslavia has signed the subsidies code, but has not 
rat;ified it, nor has Yugoslavia notified the GATT of the subsidies which 
it maintains. 

The question remains whether Yugoslavian export subsidies 
are in conformity with GATT rules. According to the attached list, past 
refunds of indirect taxes (second half of paragraph (h)), and import 
duties (paragraph (i)) are not considered to amount to export subsidies. 
Rebates of direct taxes, however, is an export subsidy (paragraph (e)), 
and therefore not in conformity with the subsidies code. 

The question then arises whether the Yugoslav system of contri
butions (i.e., taxes) from enterprises and personal incomes amount to 
direct or indirect taxes. The subsidies code defines direct taxes to 
mean taxes on wages, profits, interest, rents, royalties, and all other 
forms of income, and taxes on the ownership of real property. The tax 
on personal incomes is thus clearly a direct tax. The tax on enterprise 
income is most likely also a direct tax, as our present understanding is 
that it is levied on a monthly basis on a concept of enterprise income 
net of certain costs. Depending on how this income is defined, it may 
perhaps be said to have the character of an indirect tax; for example, 
if income is defined as the value of sales without any deductions, it 
would amount to a turnover tax. We would need to clarify this further. 
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The subsidies code does leave some room for developing 
countries to maintain export subsidies under certain conditions (Article 
14). These are, inter alia, that such subsidies " ••• shall not be 
used in a manner which causes serious prejudice to the trade or production 
another signatory," and that " ••• there shall be no presumption that 
export subsidies granted by developing country signatories result in 
adverse effects • · •• to the trade and/or production of another signatory." 

Yugoslavia may rightly say that since it has not ratified the 
subsidies code, it is not bound by it, but it cannot say that ~ts 
subsidies have been approved by the GATT, nor can they convincingly say 
that its subsidies are in conformity with the subsidy code. However, 
we probably cannot say either that Yugoslavia is in contravention of 
GATT rules in any legal sense. In this connection, one should note that 
so far, no member country appears to have raised objections to its scheme. 

Given the vagueness of rules and obligations under the GATT, 
we should probably be careful not to reason terms of compliance or . 

::;.,· 

non-compliance with the GATT. 

Attachment 

cc: 
Mr. Whittome 
Mr. Anjaria 
Ms. Ripley 
Mr. Hansen 
Mr. Lewis 

/ 
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ANNEX 

ILLUSTRATIVE LIST OF EXPORT SUBSIDIES 

(a) The provision by governments of direct subsidies to a firm or an industry 
contingent upon export performance. 

(b) Currency retention schemes or any similar practices which involve a bonus 
on exports. 

(c) Internal transport and freight char~~s on eiport shipments, provided or 
mandated by governments, on terms more f~vourable than for domestic 
shipments . 

(d) The delivery by governments or their agencies of imported or domestic 
products or services for use in the production of exported goods, on tenns 
or conditions more favourable than for delivery of like or directly competitive 
products or services for use in the production of goods for domestic con· 
sumption, if (in the case of products) such terms or conditions are more 
favourable than those commercially available on world markets to their 

_ exporters. 

(e) The full or partial exemption, remission, or deferral specifically related to 
1 exports, of direct taxes 1 or social welfare charges paid 6r payable by industrial 
\'---...Q!':_s;ommercial enterprises.y--------·----·--···-· 

(/) The allowance of special deductions directly related to exports or export 
performance, over and above those granted in respect to production for 
domestic consumption, in the calculation of the base on which direct taxes are 
charged. 

(g) The exemption or remission in respect of the production and distribution 
of exported products, of indirect taxes 1 in excess of those levied in respect 
of the production and distribution of like products when sold for domestic 
consumption. 

(Ir) The exemption, rem1ss1on or deferral of prior stage cumulative indirect 
taxes 1 on goods or services used in the production of exported products 
in excess of the exemption, remission or deferral of like prior stage cumulative 
indirect taxes on goods or services used in the production of like products 
when sold for domestic consumption; provided, however, that prior stage 
cumulative indirect taxes may be exempted, remitted or deferred on exported 
products even when not exempted, remitted or deferred on like products 
when sold for domestic consumption, if the prior stage cumulative indirect 
taxes are levied on goods that are physically incorporated (making normal 
allowance. for waste) in the exported product. a 

. .,~ ......... .....,,,_,.._, __ .. ··~· -·----.-~~ .. ·· '-· ··-· ,·~-... ·--.·---" .. 
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(i) The remission or drawback of import charges 1 in excess of those levied on 
imported goods that are physically incorporated (making normal allowance 
for waste) in the exported product; provided, however, that in particular 
cases a firm may use a quantity of home market goods equal to, and having 
the same quality and characteristics as, the imported goods as a substitute 
for them in order to benefit from this provision if the import and the cor· 
responding export operations both occur within a reasonable time period, 
normally not to exceed two years. 

(j) 

(k) 

The provision by governments (or special institutions controlled by govern· 
ments) of export credit guarantee or insurance programmes, of insurance or: 
guarantee programmes against increases in the costs of exported products 4. 

· or of exchange risk programmes, at premium rates, which are manifestly 
inadequate to cover the long.term operating costs and losses of the 
programmes. 5 

The grant by governments (or special institutions controlled by and/or acting 
under the authority of governments) of export credits at rates below those 
which they actually have to pay for the funds so employed (or would have to 
pay if they bormwed on international capital markets in order to obtain 
funds of the same maturity and denomirt~ted ii:J tbe same currency as the 
export credit), or the payment by them of all or part of the costs incurred by 
exporters or financial institutions in obtaining credits, in so far as they are 
used to secure a material advantage in the field of export credit terms. 

Provided, however, that if a signatory is a party to an international under· 
taking on official export credits to which at least twelve original signatories 6 

to this Agreement are parties as of 1January1979 (or a successor undertaking 
which has been adopted by those original signatories), or if in practice a 
signatory applies the interest rates provisions of the relevant undertaking, 
an export credit practice which is in conformity with those provisions shall 
not be considered an export subsidy prohibited by this Agreement. 

(I) Any other charge on the public account constituting an export subsidy in 
the sense of Article XVI of the General Agreement. 

NOTES 

1 For the purpose of this Agreement: 
The term " direct taxes " shall mean taxes on wages, profits, interest, rents, royalties, 

and all other forms of income, and taxes on the ownership of real property; 
The term " import charges " shall mean tariffs, duties, and other fiscal charges not 

elsewhere enumerated in this note that are levied on imports; 
The term " indirect taxes " shall mean sales, excise, turnover, value added, franchise, 

stamp, transfer, inventory and equipment taxes, border taxes and all taxes 01hcr than 
direct taxes and import charges; 

" Prior stage" indirect taxes are those levied on goods or services used directly or 
indirectly in making the product; 

" Cumulative" indirect taxes are multi-staged taxes levied where there is no mechanism 
for subsequent crediting of the tax if the goods or services subject to tax at one stage of 
production are used in a succeeding stage of production; 

" Remission " of taxes includes the refund or rebate of taxes. 

-·--- ... ~ - -~- ..... -~--· .. -...-- .. ,.. ,,,_ ____ -·"""'" !..,, ... ·~~;.:,. .. __ _ 
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Office JlJemorandum 

December 22, 1983 

MEMORANDUM FOR FILES 

Subject: Yugoslavia: Revisions to Foreign Trade 
Data and Other Matters 

According to data made available to the mission on the day 
before its departure, trade data for August-November 1983 have been 
revised (table attached). The revisions were explained by Mr. Milosevic 
as being due to errors in loading the basic data onto the computer at 
the Federal Bureau of Statistics. 

Revision to export data were relatively small, but revisions 
to import data for August and September were·,,_ substantial and may raise ) 
some questions as to the reliability of the official statistics. Over
all, exports to the convertible area in the period January-November 
were reduced by US$28 million, and our export estimate of US$6,3d0 mil
lion is beginning to look somewhat optimistic. On the other hand, imports 
from the convertible currency area were reduced by US$161 million for 
the same period, and it appears highly unlikely that our present estimate 
of imports will materialize. Thus, even should our export estimate not 
be borne out, the trade balance is likely to register a better outturn 
than we have estimated thus far. 

Unfortunately, the above estimates are not supported by 
foreign reserve movements. At the end of November, gross foreign 

.t 

reserves of the banking system amounted to US$1,680 million, or only 
US$15 million more than at the end of 1982. Although Yugoslavia has 
received some US$150 million in December as the last installment of 
fresh money from the commercial banks, this is unlikely to lead to any 
buildup in reserves as Yugoslavia usually incurs a reserve loss in December. 

/Iv' 
~- Petersen 

Exchange and Trade Relations Department 



Table Yugoslavia: Revision to Trade Data, 1983 

(In millions of U.S. dollars) 

Revisions to exports to Dec. Total 
the convertible area Jan.-Aug. Sept. Oct. Nov. Jan.-Nov. est. Year 

Revised data 3,914.4 ·525.6 520.0 509.4 5,469.4 930.6 6,400.0 
Previous data 3,914.4 544.9 521.2 517.0 5,497.5 902.5 6,400.0 
Change -19.3 -1.2 -7.6 -28.1 28.1 

Revisions to imports from Dec. Total 
the convertible area Jan.-July Aug. Sept. Oct. Nov. Jan.-Nov. est. year 

Revised data 4,590.2 636.8 404.9 628.8 589.l 6,849.8 1,600.2 8,450.0 
Previous data 4,590.2 794.4 404.9 633.4 588.0 7,010.9 1,439.1 8,450.0 
Change -157.6 -4.6 1.1 -161.1 161.1 

Revisions to exports to Dec. Total 
non-convertible area Jan.-Aug. Sept. Oct. Nov. Jan.-Nov. est. year 

Revi.i:;ed data 2,257.3 263.6 272.3 289. 7 3,082.9 567.1 3,650.0 
Previous data 2,257.3 260.9 271.1 282.l 3,071.4 578.6 3,650.0 
Change 2.7 1.2 7.6 11.5 -11.5 

Revisions to imports from Dec. Total 
non-convertible area Jan.-July Aug. Sept. Oct. Nov. Jan.-Uov. est. year 

Revlsed data 1, 981. 9 400.3 47 5.4 313.8 401.8 3,573.2 426.8 4,000.0 
Previous data 1,981.9 242.7 591.5 309.2 402.0 3,527.3 472.7 4,000.0 
Change 157.6 -116.1 4.6 -0.2 45.9 -45.9 

' -1 
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EMBASSY OF SWITZERLAND 
SCHWEIZERISCHE BOTSCHAFT 

AMBASSADE DE SUISSE 

WASHINGTON D.C.20008, December 21, 1983 
2900 Cathedral Avenue N. W. 
Telephone 462-181117 

Ref.: 523.0 SD (Jug.)-MA/hu 

Mr. L.A. Whittome 
Director 
European Department 
I M F 
700 19th Street, N.W. 
Washington, D.C. 20431 

Financial Assistance to Yugoslavia 

Dear Mr. Whit~ 
Please find enclosed a lette~ by State 

Secretary Probst, concerning the final approval 

by all participants of the conclusions which had 

been accepted ad referendum during the recent 

Geneva meeting. 

Encl. 

Sincerely yours, 

David de Pury 
Minister 

cc: - Mr. Paul Mentre de Laye, Consultant, European 
Department, IMF, Washington, D.C. 

- Mr. Arne B. Pete~son, Exchange and Trade Relations 
Department, IMF, Washington, D.C. 

- Mr. Donald J. Donovan, Exchange and Trade Relations 
Department, IMF, Washington,· D. c. 
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RE: Financial Assistance t<.> Yugoslavia. 

Dear Sir, 

On November 23, I had submitted to you the con
clusions of the Geneva Meeting concerning the procedures 
to be followed for 1984, conclusions which had been 
accepted ad referendum. 

I should like to inform you that all participants 
in,·the Geneva Meeting have now confirmed to me the final 
approval of their authorities. 

In their answers, some creditor countries have 
made additional comments regarding, first, the most 
appropriate dates for the meetings of the two working groups 
and, second, the question of the relation between the 
consolidation exercise and the approval by the Board of 
the IMF of the stand-by program for Yugoslavia. 

As these points have been extensively discussed 
in Paris, on.December 19, between the creditor countries 
and the chairmen of the two working groups, I do not think 
that it is necessary to come back to them in this letter. 

Let me add, however, that one country, the United 
States, has also made a remark of a different nature. It 
noted that while the task cf the first working group on 
consolidation was well defined, the agenda of the second 
working group was more open and suggested therefore that 
governments should be prepared to make recommendations to 
the chairman of that group on the issues to be raised. 
I leave it to you to decide whether you wish to send such 
recommendations. to the chairman of the second working group, 
being understood that a draft agenda would be submitted, 
in due course, to all pa~ticipants. · 

Yours sincerely, 

Raymond Probst 
State Secretary 
Federal Department 
of Foreign Affairs 
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Of /ice Memorandum l.lEC 2 11983 

To: The Managing Director December 21, 1983 
The Deputy Managing Director 

From: Hans Schmitt·~,? 
Subject: Yugoslavia - Back to Office Report 

A staff team comprising Messrs. Hansen and Lewis (EUR), 
Mr. Petersen (ETR), Miss Smith (ADM) as secretary, and myself visited 
Belgrade from December 5 to 16, 1983 for negotiations on a one-year 
stand-by arrangement for 1984. Mr. Mentre (EUR) and Mr. Bery (IBRD) 
joined the mission for part of the period. The mission met with 
Mr. Dragan, Vice President of the Federal Executive Council, Mr. Makic, 
Governor of the National Bank of Yugoslavia, Mr. Veljkovic, Deputy 
Governor of the National Bank of Yugoslavia, and other officials. 

After the first week of discussions the mission proposed to 
the authorities the attached draft letter of intent, which proved 
unacceptable to the Federal Executive Council and the Federal Parliament. 
Objections were strongest to the proposals for a reform of the foreign 
exchange allocation system, the interest rate hike and subsequent intro
duction of an interest rate formula, and the proposal to limit the payments 
from the Community of Interest for Foreign Economic Relations ·to export 
producers to no more than the customs duty drawback and to channel the 
excess into the Federal Government's blocked account. Accordingiy, it 
was agreed to call a "time-out" and to resume negotiations on January 5, 
1984, so as to give the Yugoslav authorities time to consider the proposals, 
and the staff a chance to consult in Washington. 

The present draft letter contemplates seven performance criteria, 
as· set out in detail in the Annexes to it, in addition to the normal 
consultation requirements and the requirement on payments restrictions. 
They set limits (i) on adjustments in nominal effective exchange rates; 
(ii) on the growth of foreign exchange reserves; (iii) on adjustments in 
nominal interest rates on deposits; (iv) on the growth of net domestic 
assets of the banking system; (v) on the net position of the public 
sector with the banking system; (vi) on the growth of public sector 
revenue; and (vii) on adjustments in administered prices. 

1. The external ·targets for 1984 

Recent developments in the external accounts have led the mission 
to revise the forecast for the current account with the convertible area 
in 1983 from a deficit of US$400 million at the time of the October mission 
to US$225 million now. The target for a current account surplus of US$500 
million in 1984, which at the time of the October mission was considered 
very ambitious, now seems more attainable. The Yugoslavs estimate an even 
greater improvement in the current account in 1983 and still maintain as 
a target a surplus of US$800 million for 1984 (see Table 1 attached). 
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Developments in the capital balance have been much less satisfactory and 
the increase in reserves which had been targeted for 1983 did not 
materialize, mainly because of short-term capital outflows totalling 
close to US$1.5 billion. The necessity of measures to limit further 
outflows was stressed; these would contribute to an increase in reserves 
of at least US$500 million in 1984, to be made a performance criterion in 
the stand-by arrangement, with quarterly phasing. 

On the financial package for 1984 there was some convergence of 
views (see Table 2 attached). The Yugoslav authorities agreed to seek new 
money from both governments and banks, in addition to a rollover of 100 per
cent of medium- and long-term maturities falling due in 1984. However, 
they made it clear that, mainly for reasons of cost, they were not prepared 
to use the same formula for fresh bank credit as last year. What they 
had in mind were new loans from a few big banks, perhaps in the form of 
trade-related financing or of cofinancing with the IBRD or EIB. They had 
not yet formed an opinion on the merits of a stand-by credit from commercial 
banks which had been mentioned at the ICC meetings in London on December 6. 
The authorities stressed that although they had an open mind as to the 
structure of the financial package, the total amount should be limited in 
view of the very important policy aim of reducing the overall indebtedness 
of Yugoslavia. There was some room for flexibility; a financial package 
of between US$3-3.5 billion would be acceptable, which at the higher end 
of the range would imply obtaining some new money. 

The mission stressed once more that the size of the stand-by 
arrangement with the Fund would depend in part on the amount of new money 
obtained from governments and banks. Though aware of this link, the 
authorities expressed disappointment at the suggestion that the maximum 
amount might be limited to SDR 370 million, or approximately US$400 million, 
and entered a strong plea that the Fund raise the amount closer to 
US$500 million. We now propose that we stick with a minimum amount of 
SDR 270 million to cover repurchases, but that we go to a maximum of 
SDR 450 million if a financing package with new money is arranged and if 
agreement is reached on a program substantially as set out in the draft 
letter of intent. 

Finally, in view of the seasonal drain on reserves expected in 
the first half of 1984 the mission stressed the possible need of again 
approaching the BIS for short-term bridging finance. The authorities 
showed little enthusiasm for this idea. 

2. The foreign exchange allocation system 

The mission's proposal on the reform of the foreign exchange 
allocation system is contained in paragraphs 5 and 6 of the draft letter 
of intent. The Yugoslav authorities claimed that this proposal would 
require excessive centralization of the management of foreign exchange. 
Their own proposals retained a three-tiered division of authority. A 
portion of the foreign exchange received would continue to be surrendered 
to the National Bank of Yugoslavia to satisfy certain national needs, 
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though it would henceforth be a single percentage for all exporters 
rather than several different ratios as at present. The remainder would 
be sold to commercial banks at the republican and provincial levels. 
However, groups of enterprises would through "self-management" agreements 
determine their own import requirements and be entitled to repurchase 
the foreign exchange needed to cover these. Any excess the commercial 
banks might retain would be traded in a "unified" market, with the 
National Bank as the balancing factor. The mission argued that these 
proposals would still entail excessive reliance on exchange rationing. 
We now propose to persist in asking for a total surrender requirement 
of foreign exchange receipts to the National Bank. We would stress 
again the safeguards already built into our proposal, viz., a flat 
15 percent repurchase right to be charged against applications to 
make "authorized" payments abroad. We would add that criteria for 
"authorized" payments could be ratified by "self-management" agreements 
among firms, but would have to be uniform for the nation as a whole. 
Commercial banks could still establish positions abroad but on the basis 
of uniform rules agreed among them and with the National Bank. 

3. Interest rates 

The mission's proposal on interest rates is contained in para
graph 13 of the draft letter of intent, and in the memorandum of under
standing on this subject attached to the letter of intent. The Yugoslav 
authorities agreed that the aim should be to establish positive real 
rates eventually. The mission insisted on a formula that would guarantee 
positive real rates from mid-1984; such a formula could be the subject 
of the usual "self-management" agreements among banks. The authorities 
argued that drastic changes over a short period would be very disruptive. 
They preferred to move to positive rates at the pace agreed with the 
World Bank, viz., by 1986 for some credits and 1987 or later for other 
credits. The mission stressed the urgency of decisive action to stem 
the short-term capital outflow, to support the reform of the foreign 
exchange allocation system, and to arrest the "dollarization" of the 
economy. We now propose to insist on basing interest rate policy on 
the proposed formula from the end of the first quarter of 1984, but to 
extend the period of adjustment to real positive rates to the end of 
the year. The phased adjustment could be achieved by quarterly reductions 
in the discrepancy between actual and target interest rates as now 
proposed. It could also be achieved by paying target interest rates 
to progressively more classes of depositors, first to exporters perhaps, 
adding other enterprises, workers' remittances, and finally all house
hold accounts in quarterly stages. 

4. Blocking of public revenue 

The mission's proposal on blocking excess revenues of the 
Community of Interest for Foreign Economic Relations is contained in 
paragraph 17 of the draft letter of intent. It was apparently not well 
understood by the authorities and they did not argue over much against this 
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specific proposal. The main point they made was that a surplus in the 
public sector would withdraw resources from an already overburdened 
productive sector. The mission argued that the proposed measure would 
transfer part of export subsidies, which at the present exchange rate 
seemed excessive, to the benefit of the whole productive sector. It 
would do so by permitting a larger expansion of domestic credit outside 
the public sector. 

5. Other matters 

Other points of disagreement were more on language and on the 
exact implementation of policies rather than on the policy measures 
themselves. This was the case for exchange rate policy, for incomes and 
price policies, and for measures to limit public sector revenue. There 
was not much discussion of credit ceilings, as the actual numbers would 
depend on what interest rate policy was first to be agreed. The ceilings 
were to be defined on net domestic assets of the banking system adjusted 
for exchange rate changes. There was some objection to establishing a 
quarterly exchange reserves test, mainly because .the authorities feared 
that showing a decline in reserves over the first two quarters would 
damage confidence abroad. The mission argued that showing this explicitly 
and at the same time explaining how this problem would be dealt with 
perhaps through BIS financing, might have the opposite effect. 

Attachments 

cc: Mr. Habermeier 
Mr. Hood 
Mr. Whit tome 
Mr. Finch 
Mr. Mohammed 
Mr. Nicoletopoulos 
Mr. Van Houtven 
Mr. Collins 
Paris Ofice 
Geneva Office 



Table 1. Yugoslavia: Balance of Payments with 
the Convertible Currency Area, 1982-84 

·(In millions of U.S. dollars) 

1983 
Yugoslav Yugoslav 

1982 estinlate Alternative estimate 

Exports S,526 6,400 6,300 7,700 
Imports -9,043 8;450 .. -8,450 9,100 

Trade balance -3,517 -2,050 -2,150 -1,400 

Invisibles (net) 2,003 1,925 1,925 2,200 
Workers "' rem:tttances 1,085 1,265 1,265 1,440 
'Iburisrn 1,224 1,335 1,335 1,080 
Interest payments -1,670 -1,690 -1,690 -1,840 
Others 1,364 1,015 1,015 1,520 

Current account -1,514 -125 -225 800 

:Medium- and long-term debt -117 1,230 1,175 -20 
Drawings 1,684 3,880 3,825 2,825 
Repayments -1,626 -2,450 -2,450 -2,645 
Loans extended -175 -200 -200 -200 

Short-term debt -506 -500 -600 

Errors and omissions 562 -585 -750 

'Ibtal -1,575 20 -350 -780 

Use of Fund Credit 563 410 410 220 

Reserve rrovernents (increase .:... ) 1,012 -430 -;l::O -1,000 

12.8.83 

.. 1984 

Alternative 

7,200 
8,800 

-1,600 

2,100 
1,135 
1,510 

-1,890 
1,345 

500 

190 
3,135 

-2,745 
-200 

-300 

390 

120 

-510 
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Table 2. Yugoslavia: Drawings on Medium- and Long-Term 
Debt :i:n Convertible CU.rrency by Creditor 

· (In ':millions ·of u ~ s ~ ·dollars) 

·1933 198.4 
Yugoslav Yugoslav 
estimate Alternative estimate Alternative 

Government packages 839 831 1,006 1,100 
Berne 839 831 456 350 

Refinancing (304) (304) ( ... ) ' (3) 
New f :i:nanci.al credits (180) (172) ( ... ) ( ... ) 
Suppliers· credits (355) (355) (456) (347) 

Geneva ... 550 750 
Ref inanc:i:ng (400) {500) 
suppliers credits {150) {250) 

Cornnercial bank package 1,580 1,580 1,100 1,300 
Refiriancing 980 980 1,000 l,J.::00 
New· financing 600 600 100 200 

IBRD 320 350 530 485 
Regular faci'litie5 250 280 250 280 
SAL 70 70 280 205 

other multilateral lenders 
IFC, EIB and Eurofi.ma, 30 50 ... y 50 

· Suppliers credits outside 
Gove;rnment packages 1,111 1,014 189 200 

Subtota.l 3,880 3,825 2,825 3,135 

Il1F 590 590 500 400 

Tota,l . 4,470 . '4,415 3,325 3,535 

1/ Included. :i:n drawings on the IBRD. 
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Dear Mr. ·' Iarosiere: 

1. The stabilization program which we pursued over the last three years, 

and which was sup_FOrted by a stand-by arrangement with the Fund, begun 

to show substantial results. In particular, deficit on external current 

account convertible currencies narrowed from peak in 1979 of 

US$3.3 billion to some US$0.2 billion in 1983. The improvement in the last 

year alone came to about US$1. 2 billion. Some of this :improvement was 

due to a diversion of trade from the nonconvertible to the convertible 

currency areas, and to an undesirable compression of imports, neither of 

which can be continued in 1984. The underlying adjustment, nevertheless, 

will in our judgment pennit a further :improvement in the external cu:,_--rent 

account to a surplus in 1984 at least US$0.5 billion. 

2. 

satisfactory; as a result increase in external reserves which we had 

targeted at the beginning of 1983 did not materialize. The most disap_FOint-

ing among the reasons for this outturn has been a swing in transitory items 

from a surplus of US$560 million to a deficit of perhaps as much as 

US$750 million, which more than offset the increase in exp:Jrt earnings in 

the course of last year. .AI::Ert frorn safeguarding the momentum of improve-

rnent in current transactions·, therefore, our program for 1984 places 

particular emphasis on measures to improve balance on capital account, 

so as to ensure an increase in official external reserves of at least 

US$500 million. 
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3. Final domestic demand was cut back by 4 percent ID 1983, and though 

exr;orts began to resp::md forcefully to the gaID ID canpetitiveness durIDg 

the year, gross social product (GSP) still showed same declIDe. A further 

reduction ID danestic demand will again be necessary for balance of payments 

reasons in 1984, but as exports continue their recovery we expect that any 

tendency for GSP to decline will be reversed. The program we have adopted 

to reach these objectives is set out below. In support of it we request, 

on behalf of the Federal Executive Council of the Socialist Federal 

Republic of Yugoslavia, a stand-by arrangement with tbe Fund in an amount 

equivalent to SDR .million. 

The Exehange Rate 

4. An active exchange rate policy was the pivot of our stabilization 

program last year. The depreciation of the dinar in real tenus in the 

course of 1983 anounted to a}:x:)ut 30 percent as measured tenus of 

relative producer prices, and to arout the same in tenus of relative unit 

laOOr cost. We believe that the level of competitiveness we have now 

achieved is adequate to permit a substantial liberalization of our trade 

and payments system without jeopardizing our external objectives. DurIDg 

1984, therefore, the- monthly depreciation of the dinar will reflect the 

difference only between the monthly rise. in producer prices in Yu9oslavia 

and that anong her five major trading partners. 

5. We have already acted to simplify the foreign exchange allocation 

system. Starting no later than the beginning of April 1984, all foreign 

exchange receipts by Yugoslav exr;orters of goods and services will be 
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surrendered to the National Bank of Yugoslavia, in exchange for dinar 

cash or deposits that earn competitive interest rates as specified in 

paragraph 13 below. The National Bank of Yugoslavia will sell foreign 

exchange through authorized banks to cover authorized payments abroad. 

Exporters will have the option of repurchasing foreign exchange at the 

going rate, uncontested, up to a limit of 15 percent of their sales of 

exchange; however, such amounts will be charged against applications. to 

cover authorized payments requirements. 

6. The expansion, in this :rranner, the uhif ied exchange 111.arket will 

in due course make the present law on payments of foreign debt in convertible 

currencies redundant. We have nevertheless decided to leave it in full 

effect. According to this law enterprises that cannot service their 

foreign debts from their own earnings abroad can progressively draw on their 

a.ssociated group of enterprises, their own bank, all banks in the republic 

or province where they reside, or on a pool established in the National 

Bank from contributions by enterprises throughout the country. With the new 

surrender requirement the continued operation of this system :rray be expected 

in time to mop up excess foreign exchange holdings outside the National Bank. 

· Incomes and Prices 

7. The depreciation of the dinar contributed to raising the rate of price 

inflation from about 30 percent during 1982 to about 50 percent during 1983. 

The gains in competitiveness depended on restraining personal incomes from 

employment despite the rise in prices, and those incomes accordingly declined 

by rrore than 10 percent in real terms in 1983, or by 25 percent over the last 
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four years. Though further steep declines would now be unacceptable, we 

are detennined that canpetitiveness be preserved, and that gains in real 

personal incomes should not exceed .increases in productivity. 'As one means 

to res.train incomes we have provided .that with effect from January 1984, 

any enterprise that has not met its obligations to creditors c~n time will 

pay personal incomes only up to a minimum guaranteed level. 

8. Despite the strong incentives provided, the restructuring of the 

econOIIfy' towards industries supplying external rather than purely .internal 

ma,rkets has been delayed. Limiting personal income payrnents by loss-making 

enterprises should hasten the transfer of labor to rrore competitive activi-

ties, and we have therefore decided, with effect from April 1984, to extend 

that limitation to all enterprises receiving credits or subsidies under 

rehabilitation programs that have been in effect for rrore than one year. 

In addition, total payments into comrron reserve funds at the corrmunal and 

republican levels will be kept to the same nominal level i.n 1984 as in ;!_983, 

thereby reducing the resources ava.ilable for subsidization. 

9. Greater progress needs to be achieved in adjusting domes.tic prices to 

allow potentially canpetitive enterprises to be fina,ncially yiable. To 

this end we let the selective price freeze lapse last July despite the 

additional push to .inflation that it entailed in the short run. The next 

rrajor step was taken in January 1984 when last year~s sys.tern of price 

control expired. We decided at that time to expand the proportion of 

industrial output free of price controls from 45 to 60 percent. An 

estirrated 25 percent of industrial output will continue to have its prices 

,r ' 
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s.et by self-management agreements that can also be flexible. The rerrain

ing 15 :i;::ercent remains subject to direct controls. The prop::irtion of 

prices liberalized will not be. allowed to shrink in the course of 1984. 

10. Controlled prices on key intennediate products are progressively 

being raised to economic levels.. By the end of January 1984 we will have 

adhered to our undertakings with the World Bank to raise average electricity 

tariffs by 15 percent in real terms over their March 1983 level, and average 

railway tariffs by at least 10. percent in real tenns over their end-::'December 

1982 levels. Further real increases will follow in due course. Until then 

we are requiring at least quarterly increases in nominal prices to :match 

increases in the producer price index. We ha~e also agreed with the World 

Bank to introduce real inc:reases in natural gas prices at least twice a 

year, towards achieving parity with world :market prices b_y, 1987. The 

domestic price of crude oil has already reached that level. 

M:meta.ry Policy 

11. Much of the restra.int on domestic demand in 1983 "l@.S .achi_eyed by 

severely restrictive. monetary and credit p::ilicies. ThU$, while. the real 

stock of broad money (M2) had remained roughly constant du:r::ing 1,9.82, is 

estirrated to have declined during 1983 by about 7 percent. This result was 

in part due to a rate of inflation which, at 50 percent, turned out higher 

than had originally been assumed. A certain degree of flexibi:Li:ty wa,s. 

provided by the exclusion of valua.tion changes on net foreign J,ipbili ties, 

and on foreign exchange deposits, fran the ceilings on net domestic assets 

by which monetary policy was defined, but not enough to wash out the 

restrictive effect of inflation altogether. 



i 

- 6 -

12. The accleration of inflation last year also frustrated our efforts 

to raise interest rates on dinar de:i;:osits to :i;:ositive levels in real 

terms. Nominal rates on such de:i;:osi ts were increased last February, and 

again to 30 percent at the end of D2cember, but these increases st:lll 

left them significantly negative in real terms. By contrast the yield on 

foreign currency de:i;:osits, inclusive of va.luation adjustments, rose by 

substantially more, and the share of such de:i;:osits in broad money 

accordingly increased from 32 percent at the end of 1982 to 40 percent 

at present. Approximately the same yield differential also provided a 

powerful incentive to keep money abroad altogether, and supplies a large 

part of the explanation for the swing from an inflow to an outflow on 
l 

transitory items in the balance of p:i.yments. 

13. A decisive m::>ve is clearly overdue to raise nominal interest rates on 

dinar de:i;:osits to competitive levels. The percentage. di;fference between 

them and the yield on canparable foreign exchange de:i;:osits at the end of 

D2cember 1983, including valuation changes, will be halved by the end of 

March 1984 and eliminated altogether by the end of June 1984, after which 

;tt will be adjusted monthly to maintain exa.ct parity between the two. 

The discount rate and other lending rates.of the. National Bank will follow 

a.f'ter an initial increase by lO percentage J?O.:i-nts. on Janua;ry 15, 1984. In 

the process the interest differential will also shrink between unsubsidized 

and subsidized credit. 

14. Because of the uncertainty regarding inflation, we haye chosen to 

define our monetary ceilings again in terms of the net danestic a.ssets of 
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banking system, excluding valuation changes on net foreign liabilities 

and on foreign currency deposits. In fixing them for 1984 we have also 

into account the probable effect of 

demand for money. On this basis we calculate 

1984 at Din billion compared with Din 

rate increases on the 

ceiling for end-December 

billion a year earlier. 

will be a quarterly phasing of the through the year. 

Within each tota~ allowance will be ma.de for the planned increases, 

described below, in the net position of the publfg__s~ct~r ~ith. the 

system. 

Public.Finance 

Public finance also contributed substantially to the restraint of 

domestic dew.and in 1983. To be sure we had hoped to limit the growth of 

total public sector revenues, and hence roughly expenditures also, to 

20 percent in nominal terms in 1983. In the .event they rose by over 30 

percent. In real terms, nevertheless, public sector revenue declined 

by ab:mt 5 percent compared with a decline of than 3 percent the 

before. More significant reductions in revenue and expenditure in 

face of rapidly accelerating inflation would have been diffieult to 

implement particularly at the federal level. As it was, a large part 

the austerity concentrated on rea.l personal incomes paid by all levels of 

goverrnnent. 

16. For 1984 limits. have again been placed on growth of public sector 

revenue to ensure a continued decline in the relative si.ze of that sector 

in the econany. The growth rate of total public sector revenue will be 

restricted to four fifths of the percentage increase in the retail 

index. To tighten control, limits have been placed on the cumulative 

~~~-':'..~·~.-Q:;..,..,..t; .. ~7-~~~ .. :-··"'"!:"~~~·-::rr~-.;::~~-~.-.-. -. ·~-~~~~ ..... ,,..,..~-,,..-,.._.,-,.f'<'..""""'.'\~-·' ~""-·7~....,...~¥"1""' ... •'""'_.,,,._...,..~.-~- .. ----.,-- ....... ....-.--..-.---~---.-. -~~-----
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quarterly revenue the public sector. In order that expenditures, at 

•"""-•"'·'- at the federal level, will be constrained by this means, we have 

specified a floor of Din billion for the increase in the net p::lsition 

of the publi~:~c:tor_with :t:fie National .. ~- _of :(µg9slayiq. between ...... ·~=::·~::.:~-.--~-

. D=centie.:r: 31, .J..98f ~<?-a year earlier, cilld have __ J>hased :tt_quarteriy_"_!hrougtl_ 

the year. That increase to be blocked unt±l the end of 1986. 

17. A similar plan to freeze excess fiscal revenue at the National Bank 

of Yugoslavia in 1983 yielded than had planned. For 1984 we 

have decided to limit overall r:ayrnents fran the Cornnunity of Interest 

Foreign Economic Relations to export producers to no rrore than the 

customs duty drawback, and to channel the exdess into the Federal 

Government blocked account. Given their competitive p::lsition exporters 

need no special incentives. The accumulation of public sector dep::>sits 

with the banking system will, on the other hand, release significant 
I 

amounts of credit to other productive. enterprises, within the overall 

credit ceilings established for balance of r:ayrnents reasons .. 

18. A restructuring of our tax system CClJTle into effect in January 1984. 

A ma.in objective was to include in its coverage housenold incanes. other 

than from employrnent in the social sector. In particular, in~est earned 

on all financial assets, including capital gains on foreign currency bank 

dep::lsits, are now s~ject to a 10 .percent withholding tax. Also, the 

minimum taxable household incane was reduced by a third, and rates of 

taxation on agricultural incane, on inheritance, and on property were 

increased. These increases in the taxation of household incomes have made 
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it possible to red.uce the tax burden on enterprise incomes proportionately 

rrore than the general red.uction in taxation would already have allowed. 

EXternal Debt 

19. We expect by these various measures to reach, and even to exceed, our 

external current account objectives and also to improve our }?erfo:rroance on . 

capital account. We are detennined. to begin reauc"ing our external debt as 

soon as possible. Gross borrowing last year came to the equivalent of 

US$4. 4 billion; we expect to limit our requirements this year to 

US$3. 5 billion. 'lb secure this arrount we. hav~ again entered. into arrange-

ments with a group of cred.itor governments and banks to roll over debt 

falling due, and to provide a limited amount 6f freshrroney to build up 

the reserves. We will make the quarterly build-up of our reserves, J~y-

a. total US$500 million, a test of the success of our program. 

20. Despite the scarcity of resources a certain outflow of capital from 

Yugoslavia nonnal and acceptable. However, the outflow in 1983 of 

roughly US$1.5 billion was clearly excessive. We will spare no effort to 

red.uce this flow to about US$500. million in 1984, and to cover it by an 

equivalent sur:plus on current account in convertible curren~ies. One 

central element in achieving this red.uction in capital outflows is our rrove 

controls on the repatriation of export earnings. Thus / if exporters fail 

to repatriate export proceed.s within 90 days their credit line for tha.t 

export will be withdrawn. 
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21. We have also decided to facilitate an accelerated draw-down on external 

lines of credit particularly on the supplier credits granted by the Berne 

group of governments. The administrative regulations governing their utili-

zation proved too restrictive in 1983. In order to ensure the availability 

.. of foreign exchange to repay the foreign credits, drawings· have been nade 

available only to exp::irters who have proof of e:zj;:ort orders in hand, and 

raw naterial imports financed by suppliers credits have had to a;rrount to 

less than 50 percent of the value of the e_xpJrt into which they entered. 

In time for the reform of the foreign exchangeallocati:on system on April 1, 

1984, we will have broken the close link between imports and exp::irts in the 

allocation of external credits, so as to allow'the financing of imports of 

more general interest to the economy • 

J · Other Matters 

' ,. _, 

22. The Federal Executive Council of Yugoslavia do not intend to introduce 

any multiple currency practices or introduce new or intensify existing 

restrictions on payments and transfers for international transactions or 

enter into any bilateral payments arrangerrents with. Fund members. A 10 percent 

premium for tourists paying in dinar-denominated travelers checks has been 

approved by the Fund until February 28, 1984 and shall, ha;ve been eliminated by 

that date. The Federal Executive Council do not intend to in:troduce new 

restrictions or intensify existing restrictions on imports for ba.lance of 

payments reasons. 

23. The Federal Executive Council believe that the policies set forth in 

this letter are adequate to achieve the objectives of its program but will 
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take any additional measures that may have became appropriate for this 

purr;:ose. The Yugoslav authorities will review econanic developments in 19.84 

with the staff of the Fund on a quarterly basis. They will consult wtth 

the Fund as soon as is practicable after the middle of the year, and in any 

case not later than August 15, 1984 to agree with the Fund on any rrodifi-

. cations in the performance criteria that may bEi called for. Finally, the . 

Federal Executive Council will consult with the Fund, in accordance with 

the Fund's policies on consultations, on the adoption of any measures that 

may becc:rne appropriate. 

Sincerely, 
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Agreed Memorandum·of Understanding 

Subject: Technical Note on the calculation of the Index of 
the Exchange Rate 

'ANNEX I 

For the purp::>s~ of adjusting the nominal effective exchange rate, 

it is understood that, consistent with.the Nationa.l Bank of Yugoslavia"s 

methodology for calculating the real exchange rate: 

(i) The real exchange rate of the dinar is expressed as 0. 39 

(deutsche nark per dinar) plus 0.24 (Italian lire per dinar) plus 0.18 

(U.S. dollars per dinar) plus 0.13 (French francs per dinar) plus 0.06 

(Austrian schillings per dinar), with a base _of December 31, 1983 equal to 

100 for each bilateral exchange rate of the dinar, multiplied by the ratio 

of an index of the movement in Yugoslavia"s industrial producer prices to a 

weighted index of the movements in industrial prices in the foregoing five 

countries as specified in section (iii) below. The index of the real exchange 

rate of the dinar, with a base of December 31, 1983 equal to 100, will be 

no higher than 100 at the end of each of the 12 months in 1984. L-A margin 

of error of 1 percentage i;:oint will be acceptable~? 

(ii) The index of Yugoslavia"s industrial producer prices is the 

ratio of the price index for the most recent month that is available as of 

the 15th of each month to the index in the base period which is chosen so 

as to make the price change cover the same number of months as will have 

elapsed since December 31, 1983. 
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(iii) The weighted index of industrial producer prices in the 

foregoing five conntries is defined as 0.39 (index of Gennan prices for 

industrial pr<Xlucts) plus 0.24 (index of Italian wholesale prices) plus 

0.18 (incexof U.S. wholesale prices for industrial goods) plus 0.13 (index 

··cf French prices of industrial goods) plus 0.06 (index of Austrian wholesale. 
. .. . ' ~ 

prices) with the index for each country expressed as the ratio of the price 

index for the most recent month that is available as of the 15th of each 

month to the price index in the base peri<Xl which is chosen so as to make the 

price change cover the same number of monthS· as will have elapsed since 

December 31, 1983. 

(iv) Exchange rate and price data; used in.the calculation of 

the. index of the real exchange rate will be consistent with those published 

in IMF, ·International Financial Statistics. No later than 10 days after the 

end of each month, the following data as of the end of the month will be 

telexed to the Fund: dinar exchange rates of each of the five foreign 

currencies, and the indices of the nominal exchange rate, the real exchange 

rate, Yugoslav industrial producer prices, the weighted average of five 

foreign industrial price indices, and relative industrial prices, where each 

index is expressed with a base of December 31, 1983 equal to 100. 
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Agreed Merrorandurn of Understanding 

Subject: Techrri.cal Note on Interest 'Rates of the Yugoslav Banking 'System 

l. It is agreed that the difference as of January 1, 1984 between the 

nominal interest rate on dinar deposits of households and enterprises and the 

. yield (including valuation changes) on foreign currency deposits of households, 

both in the case of sight deposits and in the case of 12-rronth deposits, will 

·\be halved by April 15, 1984 and eliminated by July 15, 1984, after which time 

interest rates will be adjusted monthly to mai!itain parity between the two 

types of deposits. The yield (Y) on foreign exchange deposits, in percent 

.per annum, is defined as 

Y = loo L- <1 + l ) x4 - 1 
100 

where R is the nominal interest rate on foreign currency deposits in percent 

per annum, and X is the ratio of the nominal exchange rate index on a given 

date to the nominal exchange rate index three months earlier, with each index 

calculated consistent with the National Bank of Yugoslavia"'s methodology and 

expressed in terms of dinars per unit of foreign currency. Accordingly, the 

naninal rate (Rl) on dinar deposits at the end of March 1984 will be 

increased by· (Yl - Rl) percentage points by April 15, 1984 · (Yl is the yield 
2 

on foreign exchange deposits at the end of March 1984), and the nominal rate 

(R2) on dinar deposits at the end of June 1984 will be increased b)! (Y2 - R2) 

percentage points on July 15, 1984 (Y2 is the yield on foreign exchange de

posits at the end of June 1984). By the 15th of each subsequent :rronth, 
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beginning August 15, 1984, the nominal rate (R,) for dinar deposits. will be 

adjusted so as to be at least as large as the yield (Y) on foreign exchange 

deposits at the end of the preceding month. 

Further, is agreed that interest rates on other bank deposits will 

... readjusted in line ·with interest rates detennined according to the formula 

described above. 

2. It is agreed that the discount rate of the National Bank of Yugoslavia 

will be increased to 40 percent by January 15, 1984 anq on April 15, 19.84, 

brought into equality with the yield on one-year foreign currency deposits 

of households as of the end of March 1984 detennined according to the fonnula 

in paragraph 1. On the 15th of each subsequent month, beginning JYiay 15, 1984, 
i 

the discount rate at the end of the previous month will be adjusted to reflect 

the yield on one-year foreign exchange deposits of households at the end of 

that month. 

Further, it agreed that interest rates for selective credits of the 

National Bank of Yugoslavia will be increased by 10 percentage points by 

January 15, 1984. Adjusbnents bz April 15, 1984 and by the 15th of each 

subsequent m:mth will be the same, in percentage points, as the contemporaneous 

adjustment of discount rate of the National Bank of Yugoslavia. 
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Agreed Memorandum.of Understanding 

Subject: Technical Note on Public Sector Revenue Ceiling 

Public sector revenue for the purpose of this ceiling is defined to 

caaprise revenue of sociopolitical communities plus revenue for collective 

consumption, 'Which totalled Din 891.667 billion in 1982 and Din 813.764 

billion in January-September 1983. Cumulative quarterly limits on public 

sector revenue will apply for the periods shown below and will be calculated 

such that the percentage increase in public sector revenue over the correspon-

ding period of the preceding year will be no lIDre than 80.0 percent of the 

percentage increase in the retail price index over a similar period of time 

but w±th a lag of one quart~ as shown belcw. : A margin of error of Din 2.0 

: .billion will be acceptable. 

First quarter 

Periods for 'Which the Percentage Increases 
in Public Sector Revenue and the Retail 

.. Price . Index . Shall be calculated 
Public Sector 

··Revenue Retail Price Index 

Jan.-March.1984 Oct~-Dec. 1983 
Jan.-March 1983 Oct.-))ec. 1982 

Second quarter Jan.-June 1984 Average (6 rros. t.o·March.1984) 
Jan.-June 1983 Average (6 mos. t.O March 1983) 

Third quarter Jan • ...;.Se;et. 1984 Avera9:e.· (9 1l'\OS~ to crime - 1984) 
Jan.-Sept. 1983 Average (9 nos. to June 1983) 

Fourth quarter Jan.-Dec. 1984 · Average (12 nos~ to se:et. 1984) 
Jan.-:Dec. 1983 Avera,ge (12 mos. to Sept. 1983) 

I 
I 

I 
I 

I 
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Technical Note on the Balance of Payments Test 

'Ihe aim of the program is to achieve an increase in the cOIPbined 

reserves of the National Bank of Yugoslavia and the commercial banks of 

at least US$500 million du+ing 1984. Given the seasonal pattern of the 

receipts from services and to some extent from exports, the balance of payments 

is likely to record an overall deficit during the first half of 1984. 

Nevertheless reserves which are estimated to reach the level of US.$1,685 

million at the end of 1983 will not be allowed to fall below the level of 

US$ L. 
to US$ L-

_7 million during the first quarter of 1984 and shall increase 

_7 million by the end of June 19?4. I«::serves are likely to 

increase to US$ L- __ 7 million by the end ·of September 1983 and to 

J million by the end of 1983. For the purpose of this 

calculation any net increase in short-term qebt during the period 

December 31, 1983 to the date in question will be exc'.Luded. 
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ANNEX V 

Agreed Memora.rldum ·understanding 

Subject: Technical Note on Price Adjustments 

1. By the end of January 1984 electricity tariffs will have been 

increased to a level such that; on average, they are Cl.t ieast 15 percent .. 

higher thai.'1 the average electricity ·tariff at the end of ivrarch 1983 multi-

plied by the index of industrial producer prices for December 1983, expressed 

with a base of March 1983 equal to 100. 

2. By the end January 1984, railway tariffs will, have been 

increased such that, on average, they are at least 10 percent higher than the 

average level of railway tariffs at the end'of December 1982 multiplied by 

the index of industrial producer prices for December 1983, expressed with a 

base of December 1982 equal to 100. 

3. Additional adjusbnents will be made to the entire structures of 

electricity tariffs and railway tariffs such that all of these tariffs, 

including the various se.ts: of electricity rates applicable to different 

periods of the year, will be increased from the tariffs established as of 

'.January 31, 1984 at least by the percentage increase in the industrial- uroducer 

price index during the first three m::mths of 1984 / no later than the end of 

April 1984; at least by the percent~ge increase in this price index during the firs1 

six months of 1984, no later than the end July 1984; and ~t least by the .percent~~ 

increase in this price index during the first nine m::mths of 1984, no later . 

than the end October 1984. 
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4. Tb.e average prl:_ces of domestic ·natural gas, of, crude petrole.lml a:nd 

of petroleum prcx3.ucts (mcluding gasoline, · kerosene, diesel oil, fuel oil and 

LPG) will be increased on a quarterly basis by no less than the percentage 

increase in the dinar/U.S. dollar exchange rate in the course of 19.84, as 

shown below. 

Minimum Percentage Increase· in Each.of the 
D::mestic Natural Gas, Crude Petroleum, and 
Petroleum Products· Prices . OVe:t" 'ID.ose in 

Effect as of January ~l, 1984 

EX;J:ual to the Percentage Increase 
in the Exchange Fate, Dinars Per 

U.S. Dollar, from December 31, 1983 
Until: 

March 31, 1984 

June 30, 1984 

Septernl:)e:r 30, 1984 

To be JYl'.ade Effective 
No Later Than: 

April 30, 1984 

July 31, 1984 

October 31, 1984 

5. A record of the price increases stipulated in :pa;ragraphs 1-4 will 

re published, as they take place, in the. Official Ga.zette of the $oc.talist 

Federal Republic of Yugoslavia. 
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Agreed Memorana.urn.·of understanding 

Subject: Technical Note on Domestic Assets 
of the Yugoslav Banking Bystem . 

ANNEX VI 

The banking system. for ,the purp::)ses of this ceil.iflg is defined as the 

consolidated accounts of the nati'Onal banks and the basic and associated banks. 
'" - ' ~ 

The net domestic assets (NDA) of the abovernentioned banks are calculated to 

equal the sum of the following items in the monetary survey: 

Net foreign liabilities 
Plus M2 (money + quasi-money) 
Net darnestic assets 

In setting the ceiling 

End-September 1983 
bill±ons·of dinars 

1,004 
2,641 
3,645 

NDA the effects of changes in exchange 

rate on net foreign liabilities of the banking syste:n, and on foreign currency 

liabilities which are included in quasi-money, are excluded fy applying a 

valuation adjustment {cumulative from end-December 1983) to the relevant data. 

It is understood that the foreign exchange proceeds of any special 

assistance will be shown both as an asset and a foreign exchange liability of 

the National Bank of Yugoslavia. 

It is agreed that NDA for the end of December 1984 shall not exceed 

oinr billion compared with an estirrated level of Pin L- billion at 

end-December 1983. Further, the a,uthorities will ensure that NDA will not 

exceed the ceilings established in Table l belO\IV, or all°"' the net position of 

public sector with the banking system to fall belO\IV the f,ioors shown in Table 1. 
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Table 1. Yugoslavia: Credit Ceilings and, Floors for 
the Net Position the Public Sector with the 

1984 January-March 1/ 

March y 

April-June ll 
June ±_/ 

July-September _J/ 
September ±_/ 

Banking System 

billions of dinars 

Net Da:nestic 
Assets of the 
Banking System 

J 
L.- J 

/-

J 

L-

J 

1/ Average end of month data .. 
}/ End-month data. 

Net Position of the 
Public Sector with 
the Banking System 

L-

_7 

L- 7 -
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TO 

FROM 

Of /ice Memorandum 

The Managing Director 

L.A. Whittome / J}1t/' 
I 

DATE: December 21, 

SUBJECT: Yugoslavia 

Dt.C 2 1 iSOl 

In his back--to-:-office . report of today's date Mr. Schmitt makes a 
number of proposals. I believe that they are acceptable subject to the 
following understandings: 

1. The foreign exchange allocation system 

The f.QE.£!gn exc,han_¥e hol~ngs in c~~~e currencies of the 
comm~~cial banks should ~11)8!~ . ...!hi!!LJY~EK-hala!!se_§_ and this 
shoula-rf-ue-c~-ssary be saf~gl.le..rsi~-<Lln~.JJ,i;!lltJ:L.Pn __ "f?.p!;fL§Pg_t__§.Jli ... £E.Ot_~agains t 
forward transactions. These limits should.be known to the mission. 

r------··----"-----
2. Interest rates 

({ 
The phased adjustment should not be back .. loadea; if .. possible:it 

should be front loaded. --·---·--··-.. ~-----~-· 
.------·---.-~ 

3. Public finance 

To be effective the approach needs to ensure that .§L8.:i..Y~I}~; .• 12.~!!!,.,.:P-e 
b_!,9.~_l~e~j.J!_q~ar~~-r).,y __ :inEE.!~-~-~_t_§_ __ ~hr.£1::1.&!!. __ l,2J_83. This blocked sum should 
be of an amount that would in itself make the program cohesive without 
any_JJ.llo:w:ance .. J:.or any additional ~11!!1§. that might be blodecras a··resuTt 
of the requiremen.ts "gove'rnfng-revenues and expenditures. 

4. Official reserves 

It is essential that an effective reserves test bei,0s:orporated 
otherwise we have no basis on wni:C~gue with others for a build up 
of reserves. 

Mr. Schmitt tells me that he had indeed intendedhi.s proposals to 
be read in this way. , 

cc: The Deputy Managing Director 
Mr. Collins 

«/ 
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Of /ice Memorandum 

To: The Managing Director December 21, 1983 
The Deputy Managing Director 

From: Hans Schmitt ~? 
Subject: Yugoslavia - Back to Office Report 

--, A staff team comprising Messrs. Hansen and Lewis (EUR), 
Mr. Petersen (ETR), Miss Smith (ADM) as secretary, and myself visited 
Belgrade from December 5 to 16, 1983 for negotiations on a one-year 
stand-by arrangement for 1984. Mr. Mentre (EUR) and Mr. Bery (IBRD) 
joined the mission for part of the period. The mission met with 
Mr. Dragan, Vice President of the Federal Executive Council, Mr. Makic, 
Governor of the National Bank of Yugoslavia, Mr. Veljkovic, Deputy 
Governor of the National Bank of Yugoslavia, and other officials. 

After the first week of discussions the mission proposed to 
the authorities the attached draft letter of intent, which proved 
~e to the Federal EXecutive-council and the Federal Par1!~~J?.g~. 
Objections were strongest to the proposals for a reform of the foreign 
excnange-allocation system, the ipte-rest' rate hike and subsequent intro
ductfo_i;i-~f .an i~te-rest--rat~ formu1-a.; ai:;_d the proposal to i:i~t-th;p-~yments 
fr_QW the Community of Interest. for Foreign Economi,c Relat}.911~ export 
prodi:icers to no-·more than the customs duty drawback and to channel--the 

~----~- ~, -• .. ----~-~~··- --~----•- -- ---- --r • ---r• • --~---------~--- - ,.----• • --·"< ~------·• 

excesJLinto_ the_ Federal Government's blocked account. Accordin~)-y , __ i_t~ 
was ~reed to_ cal 1 i!. "time-out" and to resume negotiations on j,anuary 5\1 
~4, so as to g~goslav authorities time to consider th~roposalsL 
and the staff a chance to consult in Washington. 

The present draft letter contemplates seven performance criteria, 
as set out in detail in the Annexes to it, in addition to the normal 
consultation requirements and the requirement on payments restrictions. 
They set limits (i) on adjustments in nominal effective exchange rates; 
(ii) on the growth of foreign exchange reserves; (iii) on adjustments in 
nominal interest rates on deposits; (iv) on the growth of net domestic 
assets of the banking system; (v) on the net position of the public 
sector with the banking system; (vi) on the growth of public sector 
revenue; and (vii) on adjustments in administered prices. 

1. The external targets for 1984 

Recent developments i e nal accounts have led the mission 
_..l.~the forec;st for the current account with the converti e area 
in 1983 fro eficit of US l(OO'million at the time of the-l)'Ct06er mission 

- -- J 

to US$225 :million now. The t.·arget for a current account surp :mro£--us-$·s·o-o ) 
1 mil.liorr--:(n 1984, which at the time of the October mission was-·consfcfere(f , 

very ambitious, now seems more attainable. The Yugoslavs estimate an even 
greater improvement in the-<;_~rent account in 1983 and still maintain as 
a target a surplus of US$800 million for 1984 (see Table 1 attached). 
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Developments in the c_e.pit!ll balance have been much less satisfactory and 
the in(~-~~jl_s_e __ :iJL_"[~.§-~~e-s- which had been targeted · toi?1983-~i;j"~-!!_9!_:~- -
materialize, mainly because of short-term capital outflows totalling 
cfoset~--US$1.5 billion. The necessity of measures to limit further 
outflows was stressed; these would contribute to an increase in reserves 
of at least US$500 million in 1984, to be made a performance criterion in 
the stand-by arrangement, with quarterly phasing. 

. On the financial package for 1984 there was some convergence of -- =--------~----- -------- ------- - ---- - ---- ----------- -----
views (see Table 2 attached). The Yugoslav authorities agreed to seek new 
rn.OiieY- from both governments and banks, in addition to a rollover of 100 per
cent of medium- and long-term maturities falling due in 1984. However, 
they made it clear that, mainly for reasons of cost, they were not prepared 
to use the same formula for fresh bank credit as last year. What they 

l
r had in mind were new loans from -~_J_e_~ __ big ___ !>?.~l<:?, perhaps in the form of 
- trade-related financing or of cofina!_!fing __ ~itl_! __ ~!i~ IBRD or EIB. They had 

not yet formed an opinion on the merits of a :sta~d::b_y_ c-reditfrom commercial 
banks which had been mentioned at the ICC meetings in London on December 6. 
The authorities stressed that although they had an open mind as to the 
structure of the financial package, the total amount should be limited in 
view of the very important policy aim of reducing the overall indebtedness 
o!__ Yl!g_~layiB:.!_ There was some room for flexibTiii:-y:-;---a f:Cn.:incici1 p~ci~ge-
of between US$3-3.5 billion would be acceptable, which at the higher end 
of the range would imply obtaining some new money • 

The mission stressed once more that the size of the stand-by 
arrangement with the Fund would depend in part on the amount of new money 
obtained from governments and banks. Though aware of this link, the 

rc:c~~~~~-~~~~-'----'------2---'~ 

.,authorities expressed ~isappointment at' the suggestion that the ma;~~~ 
amount might be limited to SDR 370 million, or approximately US$400 million, 

(9 :and entered a st~liat the Fund raise the amount closer to 
/\ - \-n \ 1 v~~ 

1
c__./ )J.S...$ .. 5-9-9-J!!:!l:l:~n. f.fe now propose tha_t___Jol£!_s_ti_ck witlia.Ln~nt of 

__ t·'~:~'( {L p.QR C?Z_Q~illion to cov~urcha_s_e_s_,_buLthat we go to a maximum of 
le_>. 'c.. , -~ ,._SDR\450) million if a financing package with new money is arranged and if 
tJ". ~;_rv- _ _?gre-ement is reached on a program substantially as set out in the draft 

,\Lv-- {) c;°' --
' ,.v letter of int n • :; '.' ~~~~ >) i 

_,__,v .;-~-· .... -- ( Finally, in view of the seasonal drain on reserves expected if 
V' l 6 " fl.. ". l 'he first half of 1984 the mission stressed the poss:iJ~_le nS!_e~l__ 9f __ gga:i,n 

\-.:--· .;1-J-
11 

.(.-'-'· 11 approaching the BIS for short-term bridging finance. The authorities 
(;Jvr- ·rv-" ~<V._v\ s\howed,_f:li:tle eilthtiSla-sm -fOi~ thls idea. - ~--- · -
j ~ ./'-" J'. /' '' d'-\,___.. v·'- \ 

_ . .,. 0-' ,~~· (~ 1I1 l 2. \ The foreign exchange allocation sys tern 
l'V- .,CJ '1 ' e I r .f. q· " l 

i,.~ 0 L- • -' .,_),-, < l The mission's proposal on the reform of the foreign exchange 
~,__1, ~ 'f ~\ (',_ ~,;,_,, alfocation system is contained in paragraphs 5 and 6 of the draft letter 

\ .,'' ,/. c"' (' Ofj intent. The Yugoslav authorities claimed that this proposal would 
,cc ,vi 0 \ ~,- _, r,equire excessive centralization of the management of for~ign exchange. 

_·-!'- -r'~ /~.v· , _Their own proposals-retaine<l--a:--t:ilree.:.t"iereci" d-fvisiOri-- of authorit'y.·~----p,_ 
........... (. J v , 

--0."' _, /portion of the foreign exchange received would continue to be surrendered 
~ v' -f-;;r to the National Bank of Yugoslavia to satisfy certain national needs, 

P-' 
,J .... /" 
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though it would henceforth be a single percentage for all exporters 
rather than several different ratios as at present. The remainder would 
be sold to commercial banks at the republican and provincial levels. 
However, groups-of-enterprises would through-''seif.:.:.mail.ageme-ni''-agreements 
determine their own import requirements and be entitled to repurchase 
the foreign exchange needed to cover these. Any excess the commercial 
banks might retain would be traded in a "unified" market, with the 
National Bank as the balancing factor. The mission argued that these 
proposa_ls would still entail §]CC~§sive reliance on exchange rationing. 
We ~rop__g~-~-J:-9. .. J~e l:"§J:§j:_;lJi __ as.~i_11i .. t~ii~Ji ... (~~~~=.§-uir:~.lJ.Cf~:!:: j:·~ql!l£~~~nt 
of foreign exchange receipts to the National Bank. We would stress 
again tnesafeguard"s"~already buih""in."io our--proposal, viz., a flat 
15 percent repurchase right to be charged against applications to 
make "authorized" payments abroad. We would add that criteria for 
"authorized" payments could be ratified by "self-management" agreements 
among firms, but would have to be uniform for the nation as a whole. 

(
. Commercial banks could still establish positions abroad but on the basis 

\ of uniform rules agreed among them and with the National Bank. 

3. Interest rates· 

The mission's proposal on interest rates is contained in para
graph 13 of the draft letter of intent, and in the memorandum of under
standing on this subject attached to the letter of intent. The Yugoslav 
authorities agreed that the~should be to establish £OSitiv_::__~~a~ 
rates eventually. The mission insisted on a formula that would guarantee 
positiv~reaI-rates from mid-1984; such a formUia--could be the subject 
of the usual "self-management" agreements among banks. The authorities 
argued that drastic changes over a short period would be very disruptive. 
They preferred to move to positive rates at the pace agreed with the 
World Bank, viz., by~l986 for some credits and .. 1987 or later for other 
ci..eaftif! The mission stressed the urgency of decisfv_e .. ~~tion-to- stem 
the short-term capital outflow, to supP()rt the re.fCi"rm of the foreign 
exchange allocation system, ~nCl.J:.o_ ~r:r~s~_th_~_~'c!gllarizat:!,on" pf the 
economy. We now propose to insist on basing interest rate policy on 
the-proposed formula from the end of the first quarter of 1984, but to 
extend the period of adjustment to real positive rates to the end of 
the year. The phased adjustment could be achieved by quarterly reductions 
in the discrepancy be tween actual and ta]:"g~!...JJ).J:,~r.es_t _r~tes. as ·no~------ ... 
propo.sea: · IE-could. also be acnieved. f;y- paying target i;tere~lt--~ates 
to·progressively more classes of depositors, first to exporters perhaps, 
adding other enterprises, workers' remittances, and finally all house
hold accounts in quarterly stages. 

4. Blocking of public revenue 

The mission's proposal on blocking excess revenues of the 
Community of Interest for Foreign Economic Relations is contained in 
paragraph 17 of the draft letter of intent. It was apparently not well 
understood by the authorities and they did not argue over much against this 
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though it would henceforth be a single percentage for all exporters 
rather than several different ratios as at present. The remainder would 
be sold to commercial banks at the republican and provincial levels. 
However, groups of enterprises would through "self-management" agreements 
determine their own import requirements and be entitled to repurchase 
the foreign exchange needed to cover these. Any excess the commercial 
banks might retain would be traded in a "unified" market, with the 
National Bank as the balancing factor. The mission argued that these 
proposals would still entail excessive reliance on exchange rationing. 
We now propose to persist in asking for a total surrender requirement 
of foreign exchange receipts to the National Bank. We would stress 
again the safeguards already built into our proposal, viz., a flat 
15 percent repurchase right to be charged against applications to 
make "authorized" payments abroad. We would add that criteria for 
"authorized" payments could be ratified by "self-management" agreements 
among firms, but would have to be uniform for the nation as a whole. 
Commercial banks could still establish positions abroad but on the basis 
of uniform rules agreed among them and with the National Bank. 

3. Interest rates 

the mission's pro osal on interest rates is contained in para
graph 13 of the draft letter of intent, and in t e memoran um of~
Sta:n"iting on t"lussubject attached to the letter of intent. The Yugoslav 
authorities agreed that the aim should be to establish positive real 
rates eventually. The mission insisted on a formula that would guarantee 
positive real rates from mid-1984; such a formula could be the subject 
of the usual "self-management" agreements among banks. The authorities 
argued that drastic changes over a short period would be very disruptive. 
They preferred to move to positive rates at the pace agreed with the 
World Bank, viz., by 1986 for some credits and 1987 or later for other 
credits. The mission stressed the urgency of decisive action to stem 
the short-term capital outflow, to support the reform of the foreign 
exchange allocation system, and to arrest the "dollarization" of the 
economy. We now propose to insist on basing interest rate policy on 
the proposed formula from the end of the first quarter of 1984, but to 
extend the period of adjustment to real positive rates to the end of 
the year. The phased adjustment could be achieved by.quarterly reductions 
in the discrepancy between actual and target interest rates as now 
proposed. It could also be achieved by paying target interest rates 
to progressively more classes of depositors, first to exporters perhaps, 
adding other enterprises, workers' remittances, and finally all house
hold accounts in quarterly stages. 

4. Blocking of public revenue 

The mission's proposal on blocking excess revenues of the 
Community of Interest for Foreign Economic Relations is contained in 
paragraph 17 of the draft letter of intent. It was apparently not well 
understood by the authorities and they did not argue over much against this 
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specific proposal. The main point they made was that a surplus in the 
public s~_Y.1.Qu::l,§_R.:iJ::h<lraw reso.urces from_1!JL§JJ".~~QY~ .. <?;:r.er\il,!~dened ·· 
productive sector. The mission argued that the proposed measure would 
transfer part of'" export subsidies' which at the present exchange rate 
seemed excessive, to the benefit of the whole productive sector. It 
would do so by permitting a larger expansion of domestic credit outside 
the public sector. 

5. Other matters 

Other points of disagreement were more on language and on the 
exact implementation of policies rather than on the policy measures 
themselves. This was the case for exchange rate policy, for incomes and 
price policies, and for measures to limit public sector revenue. There 
was not much discussion of credit ceilings, as the actual numbers would 
depend on what interest rate policy was first to be agreed. The ceilings 
were to be defined on net domestic assets of.the banking system adjusted 
for exchange rate changes. There was some objection to establishing a 
quarterly exchange reserves test, mainly because the authorities feared 
that showing a decline in reserves over the first two quarters would 
damage confidence abroad. The mission argued that showing this explicitly 
and at the same time explaining how this problem would be dealt with 
perhaps through BIS financing, might have the opposite effect. 

Attachments 

cc: Mr. Habermeier 
Mr. Hood 
Mr. Whittome 
Mr. Finch 
Mr. Mohammed 
Mr. Nicoletopoulos 
Mr. Van Houtven 
Mr. Collins 
Paris Ofice 
Geneva Office 
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Table 1. Yugoslavia: . Balance of Payments with 
the Convertible CUrrency Area, 1982-84 

Exports 
Imports 

Trade balance 

Invisibles (net} 
Workers,. remittances 
Tourism 
Interest payments 
Others 

CUrrent account 

.Medium- and long-term debt 
Drawings 

,...----., Repayments 
" _J Loans extended 

Short-term debt 

Errors and omissions 

Total 

Use of Fund Credit 

Reserve rrovements (increase -) 

·(In millions of u.s. dollars} 

1983 .. 1984 
Yugoslav Yugoslav 

1982 estimate Alternative estimate Alternative 

5,526 
-9,043 
-3,517 

2,003 
1,085 
1,224 

-1,670 
1,364 

-1,514 

-117 
1,684 

-1,626 
-175 

-506 

562 

-1,575 

563 

1,012 

6,400 
8;450 

-2,050 

1,925 
1,265 
1,335 

-1,690 
1,015 

::-125 

1,230 
3,880 

-2,450 
-200 

-500 

-585 

20 

410 

-430 

6,300 
.. -8,450 

-2,150 

7,700 
9,100 

-1,400 

7,200 
8,800 

-1,600 

1,925 2,200 2,100 
1,265 1,440 1,135 
1,335 1,080 1,510 

-1,690 -1,840 -1,890 
1,015 1,520 1,345 

@V(~?o) ~~=--~~ 
/"" ' ............... ---·~ 

\1,175) . -20. ..~(19_9; 
31825 [ 2,825 \ ( 3,13~~ 

-2,450 :.-2,645 , \-2, 745/ 
-200 -200 "-:::zoo 

-350. 

. 410'· 

.... --- - .! 

(--~ \ 
1-J:o . ) ...____, 

-780 

220 

-1,000 

r--,\\ 
c~ 
(390) 
"""'---- -· / 

@ 
-510 
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Table 2. Yugoslavia: Drawings on Medium- and I.Dng-Te::r::m 
Debt in Convertible Currency by Creditor 

· (In ·nri.:11ions of -u ~ s ~ dollars) 

. 1983 1984 
Yugoslav Yugoslav 
est:i:mate. Alternative estimate Alternative 

Government packages 839 831 1,006 1,100 
Berne 839 831 456 350 

Ref :i:nancing (304) (304) ( ... ) "(3) 
Nev.1·financial credits (180) (172) ( ... ) ( ... ) 
Suppliers· credits (355) (355) (456) (347) 

Geneva ... 550 750 
Refinancing (400) (500) 
suppliers credits (150) . (250) 

Con:n:nercial bank package 1,580 1,580 1,100 1,300 
Ref iriancing 980 980 1,000 l,l:OO 
Nev.1·financing 600 600 100 2.00 

IBRD 320 350 530 485 
Regular facilities· 250 280 250 280 
SAL 70' 70 280 205 

Other multilateral lenders 
IFC, EIB and Eurofi.ma, 30 50 ... ]/ 50 

Suppliers credits outside 
Government packages ·1,111 1,014 189 200 

Subtota,l 3,880 3,825 2,825 3,135 

IMF 590 590 500 400 

Total '4,470 4,415 3,325 3,535 

1/ Included in drawings on the IBRD. 
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d ·' DE:ar Mr. e Iarosiere: 

1. The stabilization program which we pursued over the last three years, 

and which was supJ?Orted by a stand-by arrangement with the Fund, has begun 

to show substantial results. In particular, the deficit on external current 

account in convertible currencies narrowed from its peak in 1979 of 

US$3.3 billion to some US$0.2 billion in 1983. irhe improvement in the last 

year alone came to about US$1.2 billion. Some part of this improvement was 

due to a diversion of trade from the nonconvertible to the convertible 

currency areas, and to an undesirable compression imports, neither of 

which can be continued in 1984. The underlying adjustment, nevertheless, 

will in our judgment permit a further improvement in the external Clli"7ent 

account to a surplus in 1984 of at least US$0.5 billion. 

2. Develof.XUents in the external balance on capital account have been less 

satisfactory; as a result the increase in external reserves which we had 

targeted at the beginning of 1983 did not materialize. The most disapJ?Oint-

ing among the reasons for this outturn has been a swing in transitory items 

from a surplus of US$560 million to a deficit of perhaps as much as 

US$750 million, which more than offset the increase in export earnings in 

the course of last year. Apart from safeguarding the momentum of Lmprove-

ment in current transactions-, therefore, our program for 1984 places 

particular emphasis on measures to improve the balance on capital account, 

so as to ensure an increase in official external reserves of at least 

US$500 million . 
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3. Final domestic demand was cut back by 4 percent in 1983, and though 

exr;::orts began to resp::md forcefully to the gain in competitiveness during 

the year, gross social product (GSP) still shONed some decline. A further 

reduction in domestic demand will again be necessary balance of payments 

reasons in 1984, but as exports continue their recovery we expect that any 

tendency for GSP to decline will be reversed. The program we have adopted 

to reach these objectives is set out belON. In supp:::>rt of it we request, 

on behalf of the Federal Execiltive Council of the Socialist Federal 

Republic of Yugoslavia, a stand-by arrangement with the Fund in an amount 

equivalent to SDR million. 

Exchange Rate' 

4. An active exchange rate policy was the pivot of our stabilization 

program last year. The depreciation of the dinar in real terms in the 

course of 1983 amounted to about 30 percent as measured in terms of 

relative producer prices, and to about the same in tenns of relative unit 

labor cost. We believe that the level of competitiveness we have now 

achieved adequate to permit a substantial liberalization of our trade 

and payments system without jeopardizing our externa.l objectives. During 

1984, therefore, the monthly depreciation of the dinar will reflect the 

differenc~ only between the monthly rise in producer prices in Yugoslavia 

and that among her five major traping partners. 

5. We have already acted to simplify the foreign exchange allocation 

system. Starting no later than the beginning of April 19.84, all foreign 

exchange receipts by Yugoslav exp:::>rters of goods and services will be 
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surrendered to the National Bank. of Yugoslavia, in exchange for dinar 

cash or deposits that earn competitive interest rates as specified in 

paragraph 13 below. The National Bank of Yugoslavia will sell foreign 

exchange through authorized banks to cover authorized payments abroad. 

Exporters will have the option of repurchasing foreign exchange at the 

going rate, uncontested, up to a limit of 15 percent of their sales of 

exchange; however, such amounts will be charged against applications to 

cover authorized payments requirements. 

6. The expansion, in this manner, of the unified exchange rr.arket will 

in due course make the present la,won payments of foreign debt in convertible 

currencies redundant. We have nevertheless decided to leave it in full 

effect. According to this law enterprises that cannot service their 

foreign debts from their own earnings abroad can progressively draw on their 

associated group of enterprises, their own bank, all banks in the republic 

or province where they reside, or on a :r;xx>l established in the National 

Bank from contributions by enterprises throughout the country. With. the new 

surrender requirement the continued operation of this system may be expected 

in time to mop up excess foreign exchange holdings outside the National Bank. 

· · Irtcornes and · 

7. The depreciation of the dinar contributed to raising the rate of price 

inflation from about 30 percent during 1982 to about 50 percent during 1983. 

The. gains in competitiveness depended on restraining personal incomes from 

employment despite the rise in prices, and those incomes accordingly declined 

by nore than 10 percent in real terms in 1983, or by 25 percent over the last 
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four years. Though further steep declines would now be unacceptable, we 

are determined that canpetitiveness be preserved, and that gains in real 

personal incomes should not exceed increases in productivity. As one means 

to res.train incomes we have provided that with effect from January 1984, 

any enterprise that has not met its obligations to creditors on time will 

pay personal incomes only up to a minimum guaranteed.level. 

8. Despite the strong incentives provided, the restructuring of the 

econQIT\Y towards industries supplying external rather than purely internal 

markets has been delayed. Limiting personal income payrnents by loss-ma.king 

enterprises should hasten the transfer of labor to more competitive activi

ties, and we have therefore decided, with effect from April 1984, to extend 
' 

that limita.tion to all enterprises receiving credits or subsidies under 

rehabilitation programs that have been in effect for more than one year. 

In addition, total payments· into CQ!ll.Pn reserve funds. at the communal and 

republican levels will be kept to the same nominal.level in l984 as in J._983, 

thereby reducing the resources ava.ilable for subsidization. 

9. Greater progress needs to be achieved in adjusting domestic prices to 

allow potentially competitive enterprises to be fina,ncially yiab:l,e. To 

this end we let the selective price freeze lapse last July despite the 

additiona], push to inflation that i.t entailed in the short run. The next 

1.ra.jor step was taken in January 1984 when last year ""s system of price 

control expired. We decided at that t:irne to expand the proportion of 

industrial output free of price controls from 45 to 60. percent. An 

estinated 25 percent of industrial output will continue to have its prices 
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set by self-management agreements that can also be flexible. The remain-

ing 15 percent remains subject to direct controls. The proportion of 

prices liberalized will not allowed to shrink in the course of 1984. 

10. Controlled prices on key intermediate products are progressively 

being raised to economic levels. By the end of January 1984 we will have 

adhered to our undertakings with the World Bank to raise average electricity 

tariffs by 15 percent in real terms over their March 1983 level, and average 

railway tariffs by at least 10. percent in real terms. over their end"'.:'Decernber 

1982 levels. Further real increases will follO'tJ in due. course. Until then 

we are requiring at least quarterly increases in nominal prices to :rratch 

increases in the prcx:3.ucer price index. We have also agreed with.the World 

Bank to introduce real increases in natural gas prices at least twice a 

year, towards achieving parity with world :rrarket prices by. 1987. 'L'he 

domestic price of crude oil has already reached that level. 

Monetary Policy 

11. Much of the restraint on dornesti.c deroand in 1983 "@.S .achi~yed by 

severely restrictive monetary· and credit policies. Thus, While. the. real 

stock of broad money (M2) had remained roughly constant dur:ing ;19.82, it is 

estimated to have declined during 1983 by about 7 .percent. This. result was 

in part due to a rate of inflation, which, at 50 percent, turned. out higher 

than had originally been assumed. A certain degree of flexibiltty w.;:t,s. w 

provided by the exclusion of ·valuation changes on net foreign liP.biJ,ities, 

and on foreign exchange deposits, from the. ceilings on net domestic assets 

by which.monetary policy was defined, but not enough to washout the 

restrictive effect of inflation altogether. 
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12. The accleration of inflation last year also frustrated our efforts 

to raise interest rates on dinar deposits to positive levels in real 

tenns. Nominal rates on such deposits were increased last February, and 

again to 30 percent at the end of December, but these increases still 

left them significantly negative in real te:nns. By contrast the yield on 

foreign currency deposits, inclusive of valuation adjustments., rose by 

s:ubstantially rrore, and the share of such.deposits. in broad rroney 

accordingly increased from 32 percent at the end of 1982 to 40 percent 

at present. Approximately the sarne yield differential also provided a 

powerful incentive to keep money abroad altogeth.er, and supplies a large 

part of the explanation for the SW'ing from an inflow to an outflow on 

transitory items in the balance of payrnents. 

13. A decisive nove clearly overdue to raise nominal interest rates on 

dinar deposits to competitive levels. The percentage. difference between 

them and the yield on canparable foreign exchange deposits the end of 

December 1983, including valuation changes, will be halved by the end of 

March 1984 and eliminated altogether by the end of June 1984, after which 

it will, be adjusted rronthly to maintain exa.ct parity between the two. 

The discount rate and other lending rates of the National Bank wiJ,l follow 

a.fter an ini.tial increase by 10 percentage points on Janua,ry 15, 1984. In 

the process the interest differential will also shrink betwe.en unsubsidized 

and subsidized credit. 

14. Because of the uncertainty regarding inflation, we. have chosen to 

define our rronetary ceilings again in tenns of the net domestic assets of 
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the banking system, excluding valuation changes on net foreign liabilities 

and on foreign currency dep::isits. In fixing them for 1984 we have also 

taken into account the probable effect of interest rate increases on the 

demand for money. On this basis we calculate the ceiling for end-December 

19.84 at Din billion compared with Din bill.ion a .year earlier. 

'Ihere will be a quarterly phasing of the increase through the year. 

Within each total, allowance will be made for the planned increases, 

described below, in the net p::isition of the · publl~--~e9to]'." ~tth t:he ./ 

~ing system. 

·Public.Finance 

15. Public finance: also contributed substantia,lly to the restraint of 

domestic demand in 1983. To be sure we had hoped to limit the growth. of 

total public sector revenues, and hence roughly of expenditures also, to 

20 percent in naninal terins in 1983. In the.event they rose by over 30 

percent. In real tenns, nevertheless, public sector revenue declined 

by about 5 percent compared with.a decline of less than 3.percent the 

year before. More significant reductions in .revenue and expenditure in 

the face of rapidly accelerating inflation would have been difficult to 

implement particularly at the. fede:r;al level. As was, a large part of 

the austerity concentrated on rea.l personal incomes paid by all levels of 

government. 

16. For 1984 limits. ha.ve again been placed on the growth of public sector 

revenue to ensure a continued decline. in the relative size of that sector 

in the econCJrr!Y. 'Ihe growth rate of total public sector revenue will be 

restricted to four fifths of the percentage increase in the retail price 

index. To tighten control, limits have been placed on the currrulative 
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quarterly revenue of the public sector. In order that expenditures, at 

· least at the federal level, will be constrained by this means, we have 

specified a floor of Din billion for the increase in the net position 

of the public::~.~c.to~ witl\ ~e Nationa1:.~·of _~ug9sla:vii3. be.tween· .. __ .. ,_ -·--··-· 

,, , December 31, ,1984 and, a yea~ earlier I arid h.9:".:E.:_J?hased it quarteriy.'~oygl:L, , , 

the year. That increase is' to be blocked until the· end of 1986. 

17. A similar plan to freeze excess fiscal revenue at the National Bank. 

of Yugoslavia in 1983 yielded less than had been planned. For 1984 we 

have decided to limit overall payments from the Community of Interest for 

Foreign Economic Relations to export producers to no more than the 

customs duty drawback, and to channel the excess·into the F,ederctl 

Government blocked acoount. Given their competitive position exporters 

need no special incentives. The acCTDnulation of public sector deposits 

with. the. banking system will, on the other hand, release significant 

amounts of credit to other productive enterprises, within the overall 

credit ceilings established for balance of payments reasons_. 

18. A restructuring of our tax system cai:ne into effect in January 1.984. 

A main objective was: to include in its coverage hous.ehold incanes. other 

than from employment in the socia.1 sector. In particular, interest earned 

on all financial assets, including capital gains on foreign currency bank 

deposits, are now- subject to a 10 .percent withholding tax. Al.so, the 

minimum taxable household incane was reduced by a third, and rates of 

taxation on agricultural incane, on inheritance, and on property were 

increased. These increases in the taxation of household incomes have made 
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it possible to reduce the tax burden on enterprise incomes proportionately 

'Irore than the general reduction in taxation would already have allowed. 

· · EXternal ·nebt 

19. We expect by these various measures to reach, and even to exceed, our 

external current account objectives and also to improve our 'performance on ' 

capital account. We are determined to begin reducing our external debt as 

soon as possible. Gross· borrowing last year came to the equivalent of 

US$4.4 billion; we expect to limit our requirernents this year to 

US$3. 5 billion. To secure this amount we. have again entered into arrange-

mentswith a group of creditor governments and banks to roll qver debt 

falling due, and to provide a limited amount of fresh money to bµild up 

the reserves. We will make the quarterly build-up of our reserves, -~~.{. 

a. total of US$500 million, a test of the success. of our program. 

20. Despite the scarcity of resources a certain outflow of capita.l from 

Yugoslavia is nonna.l and acceptable. However, the outflow in 1983 of 

roughly US$1.5 billion was clearly excessive. We will spare no effort to 

reduce this flow to about US$500 mi;I.lion in 1984, and to cover it by an 

equivalent surplus on current accoun.t in convertible cur:rencies. One 

central element in achieving this reduction in capital outflo"'f.3 is our :rrove 

to an active in~~~_es:t. ra,te p,oltcy~ In c:i:aditton, we bave .tntensif.:j.:ed ~~-. 

controls on the repatriation of export earnings. 'Jlms, if exporters fail 

to repatriate export proceeds wi.tmn 90 days thei:r;' credit ;I.ine fo:r that 

export will withdrawn. 
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21. We have also decided to facilitate an acce1era.ted draw-down on external 

lines of credit particularly on the supplier credits granted by the Berne 

group governments. The administrative regulations governing their utili-

zation proved too restrictive in 1983. In to ensure the availability 

of foreign exchange to the foreign credits, drawings have made 

available only to ex}?Orters who have proof ex}?Ort orders in hand, and 

raw material imports financed by suppliers have had to qn:ount to 

less than 50 percent of the value of the export into which they entered. 

In time the reform of the foreign exchange allocation system on April 1, 

1984, we will have broken the close link between imports and exports in the 

allocation of external so as to allow the· financing of imports of 

more general interest to economy. 

·omer·Matters 

22. Federal :Executive Council of Yugoslavia do not intend to introduce 

any :multiple currency practices or introduce new or intensify existing 

restrictions on payments and transfers for international transactions or 

enter into any bilateral payments arrangements with Fund members. A 10 percent 

premium for tourists paying in dinar-denominated travelers checks has been 

approved by the Fund until February 28, 1984 and shall ha:ve been eliminated by 

that date. The Federal :Executive Council do not intend to introduce new 

restrictions or intensify existing restrictions on imports ba,lance of 

payments reasons. 

23. The Federal :Executive Council believe that the :i;:olicies set forth in 

this are adequate to achieve the objectives of its program but will 
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::J 
take any additional measures that ma.y have become appropri~te for this 

pur:i;:ose. The Yugoslav authorities will review econOmic.developrr~nts in 1984 

with the staff of the Fund on a quarterly· basis. They will consult with. 

the Fund as soon as is practicable after the midd,le the year, and in any 

case not later than August 15, 1984 to agree with the Fund. ori any :m:Jdifi-

. cations in the performa.nce criteria tbat may re called for. Finally, the 

Federal Executive Council will consult wi:th the Fund, in accordance with 

the Fund~s policies on consultations, on the adoption of any measures that 

may became appropriate. 

Sincerely, 
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Agreed Memorandum of Understanding 

Subject: Technical Note on the calculation of the Index of 
the Exchange.Rate 

ANNEX I 

For the pur:fX>S~ of adjµsting the nominal effective exchange rate, 

it is understood that, consistent with .. the National Bank of Yugoslavia 

methodology for calculat:ing the real exchange rate: 

{i) The real exchange rate of the dinar is expressed as 0.39 

(deutsche mark per d:inar) plus 0.24 (Italian lire per d:inar) plus 0.18 

(U.S. dollars per d:inar) plus 0.13 (French franqs per dinar) plus 0.06 

(Austrian schill:ings per dinar) , with a base of December 31, 1983 equal to 

100 for each bilateral exchange rate of the di.Ilar, multiplied by the ratio 

of an index of the rnovement :in Yugoslavia"s industrial producer prices to a 

weighted index of the movements in industrial prices in the foregoing five 

countries as specified in section (iii) below. The index of the real exchange 

rate of the d:inar, with. a base of December 31, 1983 equal to 100, will be 

no higher than 100 at the end of each of the 12 rnonths :in 1984. /_-A margin 

of error of 1 percentage p:Jint will be acceptable~? 

(ii) The :index of Yugoslavia "s industrial producer prices is the 

ratio of the. price index for the most recent rnonth that available as of 

the 15th of each month to the :index in the base period which is chosen so 

as to make the price change cover the same number of rnonths as will have 

elapsed since December 31, 1983. 
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(iii) The weighted index of industrial producer prices· in the 

foregoing five countries is defined as Q.39 (index of Gennan prices for 

industrial products) plus 0. 24 (index of Italian wholesale prices) plus 

0.18 (ind:!Kof U.S. wholesale prices for industrial goods) plus 0.13 (index 

· cf French prices of· industrial goods) plus 0 • 06 (index of Austrian wholesale 

prices) with the index for each country expressed as the ratio of price 

index for the rnost recent month that is available as of the 15th of each 

month. to the price index in the base period which is chosen so as to make the 

price change cover the same number of months as will have elapsed since 

December 31, 1983. 

(iv) Exchange rate and price data used in the calculation of 

the index of real exchange rate will be consistent with those published 

in IMF, ·International Financial No later than 10 days after the 

end of each month, the following data as of the end of the month. will 

telexed to the Fund: dinar exchange rates of each of the five foreign 

currencies, and the indices of the nominal exchange rate, the real exchange 

rate, Yugoslav industrial producer prices, the weighted average of five 

foreign industrial price indices, and relative industrial prices, where each 

index is expressed with a base of December 31, 1983 equal to 100. 
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Agreed.Memorandum.of Understanding 

Subject: Technical Note on Interest Rates the Yugoslav Banking System 

1. It is agreed that the difference as of January 1, 1984 between the 

nominal interest rate on dinar deposits households and enterprises and the 

(including valuation changes) on foreign currency deposits of households, 

both in case of sight deposits and in the case of 12-:rronth deposits, will 

!.be halved by April 15, 1984 and eliminated by July 15, 1984, after which time 

interest rates will be adjusted :rronthly to rraintain parity between the two 

types of deposits. The yield (Y) on foreign exchange deposits, in percent 

,per annum, is defined as 

y = 100 Cl + _B_ ) x4 - iJ 
100 

where R is nominal interest rate on foreign currency deposits in percent 

annum, and X the ratio the nominal exchange rate index on a given 

date to the nominal exchange rate index three months earlier / with. each index 

calculated consistent with the National Bank of Yugoslavia"s methodology and 

expressed in terms of dinars per unit of foreign cur:rency. Accordingly, the 

ncminal rate (Rl) on dinar deposits at the end of :March 1984 will be 

increased by · (Yl - Rl) percentage points by April 
2 

I 1984 (Yl the yield 

on foreign exchange deposits at the end March 1984), and the nominal rate 

(R2) on dinar deposits at the end June 1984 will be increased bJ (Y2 - R2} 

percentage points on July 15, 1984 (Y2 is the yield on foreign exchange de-

·posits at the end of June 1984). By the 15th of each subsequent nonth, 

----------
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beginning August 15, 1984, the nominal rate CR) for dinar deposits. will be 

adjusted so as to at least as large as the yield (Y) on foreign exchange 

deposits at the end of the preceding month. 

Further, is agreed that interest rates on other bank deposits will 

readjusted in line with interest rates determined according.to the fonnula 

described above. 

2. It is agreed that the discount rate of the National Bank of Yugoslavia 

will be increased to 40 percent by January 15, 1984 an<:l on i\pril 15, 1984, 

brought into equality with the yield on one-year foreign currency deposits 

of households as of the end of March 1984 determined according to the fonnula 

in paragraph 1. On the 15th of each subsequent month, beginning May 15, 1984, 

the discount rate at the end of the previous month will be adjusted to reflect 

the yield on one-year foreign exchange deposits of households at the end of 

that month. 

Further, it is agreed that interest rates for selective credits of the 

National Bank of Yugoslavia will be increased by 10 percentage points by 

January 15, 1984. Adjustments bz April 15, 1984 and by the 15th of each 

subsequent rronth will be the same, in percentage points, as the contemporaneous 

adjustment of the discount rate of the National Bank of Yugoslavia. 
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Agreed .Memorandum.of Understanding 

Subject: Technical Note on Public Sector Revenue Ceiling 

Public sector revenue for the purpose of this ceiling is defined to 

canprise revenue of sociopolitical carmrunities plus revenue for collective 

consumption, which totalled Din 891.667 billion in 1982 and Din 813.764 

billion in January-September 1983. CUmulative quarterly l.llnits on public 

sector revenue will apply·for the periods shown below and will be calculated 

such that the percentage increase in public sector revenue over the correspon-

ding period of the preceding year will be no more than 80. 0 percent of the 

percentage increase in the retail price index over a s.llnilar period of time 

but with a lag of one quarte:r; as shown below. A margin of error bf Din 2. 0 

. J:±IJjon will be acceptable. 

Fi;Lst quarter 

Periods for which the Percentage Increases 
in Public Secto;t::" Revenue and the Retail 

Price Index Shall be calculated 
Public Sector 

Revenue· 

Jan.-March 1984 
Jan.-March 1983 

Retail Price Index 

Oct.-Dec. 1983 
Oct.-Dec. 1982 

Second quarter · · Jan.-June 1984 
Jan.-June 1983 

Averag:e . (6 mJS~ to Mareh.1984) 

Third quarter 

Fourth. quarter 

· Jan.-Sept. 1984 
Jan.-Sept. 1983 

Jan.-Dec. 1984 
Jan.-Dec. 1983 

Average (6 mos. tci March 1983) 

Average (9. mos. ·to CTtllJ.e. 1984) 
Average (9 mos. to June 1983) 

Average· (12 ·mos~ to Sept. 1984) 
Avera,ge (1.2 mos. to E)ept. 1983) 
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Technical Note on the Balance. of Payments Test 

The aim of the program to achieve an increase in the cawbined 

reserves of the National Bank of Yugoslavia and the carnnercial banks of 

at least US$500 million during 1984. Given the seasonal pattern of the 

receipts from services and to some extent fran exports, the balance of payments 

is likely to record an overall deficit during the first half of 1984. 

Nevertheless reserves which are estimated to reach the level of US$1,685 

million at the end 1983 will not be allowed to fall below the. level of 

us~ £ . _7 million during the f rrst quarter 1984 and shall increase 

to US$ L_- _/million by the end June 1984. Rpserves are likely to 

increase to US$ L_- __ /million by the end of September 1983 and to 

:_I million by the end of 1983. For the purpose of this 

calculation any net increase in short-term debt during the period 

December 31, 1983 to the date in questi'On w:til be excluded. 
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ANNEX V 

· Agreed Memorandum of Lnderstanding 

Subject: · Technical ·Note on Price Adjustments 

By the end of January 1984 electricity tariffs will have been 

increased to a level such that~ on average, they are at ieast 15 percent 

higher than the average electr·icity •ta.riff at the end of r.'f..arch 1983 multi-

plied by the index industrial producer prices for December 1983, expressed 

with a base of March 1983 equal to 100. 

2. By the end of January 1984, railway tariffs will have been 

increased such that, on average, they are at least 10 percent higher than the 

average level of railway tariffs at the end ~f December 1982 m~ltiplied by 

the index of industrial producer prices for December 1983, expressed with a 

base of Deca:nber 1982 equal to 100. 

3. Additional adjustments will be made to the entire structures of 

electricity tariffs and railway tariffs such that all of these tariffs, 

including the various se:ts electricity rates applicable to different 

periods of the year, will be increased from the tariffs established as of 

.January 31, 1984 at least by the percentage increase in the industrial-nroducer 

price index during the first three months of 1984, no later than the end of 

April 1984; at least by the percentage increase in this price index during the fin 

six months of 1984, no later than the end July 1984; and ~t least by the percentE 

increase in this price index during the first nine months of 1984, no later 

than the end of October 1984. 
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4. Tb.e average prices of domestic natural gas, of crude petroleum and 

of petroleum products (including gasoline,· kerosene, diesel oil, fuel oi.1 and 

LPG) will be increased on a quarterly bssis by no less than the percentage 

increase in the dinar/U.S. dollar exchang~ rate in the course of 19:84, as 

shown below. 

Minimum Percentage. Increase in Each. of the 
Domestic Natural Gas, Crude Petroleum, and 
Petroleum Products Prices· OW;r · Those 

Effect as of January 31, 1984 

Equal to Percentage Increase 
in the Exchange Rate, Dinars Per 

U.S. Ibllar, from December 31, 1983 
Until: 

March 31, 1984 

June 30, 1984 

September 30, 1984 

To be JY!..a,de Effective 
No later Than: 

April 30, 1984 

July 31, 1984 

October 31, 1984 

5. A record of the. price increases stipulated in paragraphs . 1-4 will 

re published, as they take place, in the Official Ga.zette of tbe $oc:La.list 

Federal Republic of Yugos1a.viao 
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ANNEX VI 

Agreed · MernorartdUni.· ·of ·Understanding 

Subject: Technical Note on Domesti.c Assets 
of the Yugoslav·Bankirtg·system. 

The banking system for _the purpc)ses of this ceiling is defined as the 

consolidated accounts of the natronal banks and the baste and associated banks. 
. .. ·' 

The net domestic assets (NDA) of the abovernentioned banks are calculated to 

equal the si.:ml of the following items in the monetary survey: 

Net foreign liabilities 
Plus 1'112 (money + quasi-rroney) 
Net dO!T'estic assets 

End-Septerrber 1983 
(Ih billions·of dinars) 

1,004 
2;641 
3,645 

In setting the ceiling for NDA the effects of changes in the exchange 

rate on net foreign liabilities of the banking system, and on foreign currency 

liabilities which are included in quasi-money, are excluded ty applying a 

valuation adjusbrent (ci.:rrnulative from end-December 1983) to the relevant data. 

It is understood that the foreign exchange proceeds of any special 

assistance will be shown both as an asset and a foreign exchange liability of 

the National Bank of Yugoslavia. 

It is agreed that NDA for the end of December 1984 shall not exceed 

Din L- _7 billion compared with an estirrated level of Pin L- J billion at 

end-December 1983. Further, the autho;Lities will ensure that NDA will not 

exceed the ceilings established in Table 1 below, or allow the net position of 

public sector with the banking system to fall below the floors shown in Table 1 . 
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.Table l. Yugoslavia.: Credit Ceilings and Floors for 
the Net Position of the Public Sector with the 

Banking systE'.[(l. 

January-March]/ 

March '}:./ 

April-June 

June 

July-September ~j 

September !:._/ 

·(In billions ·of dinars) 

Net Da:nestic 
Assets of the 
Banking System 

J 
L- J 

[~ 

_I 

L- J 

Net Position of the 
Public Sector with 
the Banking System 

L- 7 

_7 

1/ Average end of month data. 
'"J./ End-month data. 
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Of /ice Memorandum 

To: The Managing Director December 21, 1983 
The Deputy Managing Director 

From: Hans Schmitt tf~-:7 
Subject: Yugoslavia - Back to Office Report 

A staff team comprising Messrs. Hansen and Lewis (EUR), 
Mr. Petersen (ETR), Miss Smith (ADM) as secretary, and myself visited 
Belgrade from December 5 to 16, 1983 for negotiations on a one-year 
stand-by arrangement for 1984. Mr. Mentre (EUR) and Mr. Bery (IBRD) 
joined the mission for part of the period. The mission met with 
Mr. Dragan, Vice President of the Federal Executive Council, Mr. Makic, 
Governor of the National Bank of Yugoslavia, Mr. Veljkovic, Deputy 
Governor of the National Bank of Yugoslavia, and other officials. 

After the first week of discussions the mission proposed to 
the authorities the attached draft letter of intent, which proved 
unacceptable to the Federal Executive Council and the Federal Parliament. 
Objections were strongest to the proposals for a reform of the foreign 
exchange allocation system, the interest rate chike and subsequeht intro
duction of an interest rate formula, and the proposal to limit the payments 
from the Community of Interest for Foreign Economic Relations to export 
producers to no more than the customs duty drawback and to channel the 
excess into the Federal Government's blocked account. Accordingly, it 
was agreed to call a "time-out" and to resume negotiations on January 5, 
1984, so as to give the Yugoslav authorities time to consider the proposals, 
and the staff a chance to consult in Washington. 

The present draft letter contemplates seven performance criteria, 
as set out in detail in the Annexes to it, in addition to the normal 
consultation requirements and the requirement on payments restrictions. 
They set limits (i) on adjustments in nominal effective exchange rates; 
(ii) on the growth of foreign exchange reserves; (iii) on adjustments in 
nominal interest rates on deposits; (iv) on the growth of net domestic 
assets of the banking system; (v) on the net position of the public 
sector with the banking system; (vi) on the growth of public sector 
revenue; and (vii) on adjustments in administered prices. 

1. The external targets for 1984 

Recent developments in the external accounts have led the mission 
to revise the forecast for the current account with the convertible area 
in 1983 from a deficit of US$400 million at the time of the October mission 
to US$225 million now. The target for a current account surplus of US$500 
million in 1984, which at the time of the October mission was considered -
very ambitious, now seems more attainable. The Yugoslavs estimate an even 
greater improvement in the current account in 1983 and still maintain as 
a target a surplus of US$800 million for 1984 (see Table 1 attached). 
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Developments in the capital balance have been much less satisfactory and 
the increase in reserves which had been targeted for 1983 did not 
materialize, mainly because of short-term capital outflows totalling 
close to US$1.5 billion. The necessity of measures to limit further 
outflows was stressed; these would contribute to an increase in reserves 
of at least US$500 million in 1984, to be made a performance criterion in 
the stand-by arrangement, with quarterly phasing. 

,_ On the financial package for 1984 there was some convergence of 
views (see Table 2 attached). The Yugoslav authorities agreed to seek new 
money from both governments and banks, in addition to a rollover of 100 per
cent of medium- and long-term maturities falling due in 1984. However, 
they made it clear that, mainly for reasons of cost, they were not prepared 
to use the same formula for fresh bank credit as last year. What they 
had in mind were new loans from a few big banks, perhaps in the form of 
trade-related financing or of cofinancing with the IBRD or EIB. They had 
not yet formed an opinion on the merits of ,a stand-by credit from commercial 
banks which had been mentioned at the ICC meetings in London on December 6. 
The authorities stressed that although they had an open mind as to the 
structure of the financial package, the total amount should be limited in 
view of the very important policy aim of reducing the overall indebtedness 
of Yugoslavia. There was some room for flexibility; a financial package 
of between US$3-3.5 billion would be acceptable, which at the higher end 

/ 

of the range would imply obtaining some new money. 

The mission stressed once more that the size of the stand-by 
arrangement with the Fund would depend in part on the amount of new money 
obtained from governments and banks. Though aware of this link, the 
authorities expressed disappointment at the suggestion that the maximum 
amount might be limited to SDR 370 million, or approximately US$400 million, 
and entered a strong plea that the Fund raise the amount closer to 
US$500 million. We now propose that we stick with a minimum amount of 
SDR 270 million to cover repurchases, but that we go to a maximum of 
SDR 450 million if a financing package with new money is arranged and if 
agreement is reached on a program substantially as set out in the draft 
letter of intent. 

Finally, in view of the seasonal drain on reserves expected in 
the first half of 1984 the mission stressed the possible need of again 
approaching the BIS for short-term bridging finance. The authorities 
showed little enthusiasm for this idea. 

2. The foreign exchange allocation system 

The mission's proposal on the reform of the foreign exchange 
allocation system is contained in paragraphs 5 and 6 of the draft letter 
of intent. The Yugoslav authorities claimed that this proposal would 
require excessive centralization of the management of foreign exchange. 
Their own proposals retained a three-tiered division of authority. A 
portion of the foreign exchange received would continue to be surrendered 
to the National Bank of Yugoslavia to satisfy certain national needs, 



- 3 -

though it would henceforth be a single percentage for all exporters 
rather than several different ratios as at present. The remainder would 
be sold to commercial banks at the republican and provincial levels. 
However, groups of enterprises would through "self-management" agreements 
determine their own import requirements and be entitled to repurchase 
the foreign exchange needed to cover these. Any excess the commercial 
banks might retain would be traded in a "unified" market, with the 
National Bank as the balancing factor. The mission argued that these 
proposals would still entail excessive reliance on exchange rationing. 
We now propose to persist in asking for a total surrender requirement 
of foreign exchange receipts to the National Bank. We would stress Jl-.,11,_./~v.ic, 
again the safeguards already built into our proposal, viz., a flat - " 
15 percent repurchase right to be charged against applications to 
make "authorized" payments abroad. We would add that criter:j.a for 
"authorized" payments could be ratified by "self-management" agreements 
among firms, but would have to be uniform for the nation as a whole. 
Commercial banks could still establish positions abroad but on the basis 
of uniform rules agreed among them and with the National Bank. 

3. Interest rates 

The mission's proposal on interest rates is contained in para
graph 13 of the draft letter of intent, and in the memorandum of under
standing on this subject attached to the letter of intent. The Yugoslav 
authorities agreed that the aim should be to establish positive real 
rates eventually. The mission insisted on a formula that would guarantee 
positive real rates from mid-1984; such a formula could be the subject 
of the usual "self-management" ,agreements among banks. The authorities 
argued that drastic changes over a short period would be very disruptive. 
They preferred to move to positive rates at the pace agreed with the 
World Bank, viz., by 1986 for some credits and 1987 or later for other 
credits. The mission stressed the urgency of decisive action to stem 
the short-term capital outflow, to support the reform of the foreign 
exchange allocation system, and to arrest the "dollarization" of the 
economy. We now propose to insist on basing interest rate policy on 
the proposed formula from the end of the first quarter of 1984, but to 
extend the period of adjustment to real positive'rates to the end of 
the year. The phased adjustment could be achieved by quarterly reductions 
in the discrepancy be tween actual and target interest rates as now ......___ __ 
proposed. It could also be achieved by paying target interest rates 
to progressively more classes of depositors, first to exporters perhaps, 
adding other enterprises, workers' remittances, and finally all house-
hold accounts in quarterly stages. 

4. Blocking of public revenue 

The mission's proposal on blocking excess revenues of the 
Community of Interest for Foreign Economic Relations is contained in 
paragraph 17 of the draft letter of intent. It was apparently not well 
understood by the authorities and they did not argue over much against this 
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though it would henceforth be a single per~entage for all exporters 
rather than several different ratios as at/present. The remainder would 
be sold to commercial banks at the republ~can and provincial levels. 
However, groups of enterprises would thro'tgh "self-management" agreements 
determine their own import requirements arid be entitled to repurchase 
the foreign exchange needed to cover thes~. Any excess the commercial 
banks might retain would be traded in a "iunified" market, with the 

' National Bank as the balancing factor. ]he mission argued that these 
proposals would still entail excessive rJliance on exchange rationing. 
We now propose to persist in asking for ~ total surrender requirement 
of foreign exchange receipts to the Nati~nal Bank. We would stress 
again the safeguards already built into/our proposal, viz., a flat 
15 percent repurchase right to be charged against applications to 
make "authorized" payments abroad. We/would add that criteria for 
"authorized" payments could be ratified/ by "self-management" agreements 
among f inns, but would have to be unif~rm for the nation as a whole. 
Commercial banks could sti.11 establish 1positions abroad but on the basis 
of uniform rules agreed among them and/lwith the National Bank. 

3. Interest rates 

The mission's proposal on i~terest rates is contained· in para
graph 13 of the draft letter of intent, and in the memorandum of under
standing on this subject attached to fhe letter of intent. The Yugoslav 
authorities agreed that the aim shou~d be to establish positive real 
rates eventually. The mission insisfed on a formula that would guarantee 
positive real rates from mid-1984; sµch a formula could be the subject 
of the usual "self-management" agreefuents among banks. The authorities 
argued that drastic changes over a s~ort period would be very disruptive. 
They preferred to move to positive tlates at the pace agreed with the 
World Bank, viz., by 1986 for some dredits and 1987 or later for other 
credits. The mission stressed the prgency of decisive action to stem 
the short-term capital outflow, to ~upport the reform of the foreign 
exchange allocation system, and to errest the "dollarization" of the 
economy. We now propose to insist fn basing interest rate policy on 
the proposed formula from the end ~f the first quarter of 1984, but to 
extend the period of adjustment tojreal positive rates to the end of 
the year. The phased adjustment could be achieved by quarterly reductions 
in the discrepancy between actual ~nd target interest rates as now 
proposed. It could also be achievfd by paying target interest rates 
to progressively more classes of depositors, first to exporters perhaps, 

1 
adding other enterprises, workers 'j .. remittances, and finally all house-
hold accounts in quarterly stages. 

4. Blocking of public reveJue 
i 

The mission's proposal o~ blocking excess revenues of the 
Community of Interest for Foreign ¥conomic Relations is contained in 
paragraph 17 of the draft letter o~ intent. It was apparently not well 
understood by the authorities and they did not argue over much against this 
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specific proposal. The main point they made was that a surplus in the 
public sector would withdraw resources from an already overburdened 
productive sector. The mission argued that the proposed measure would 
transfer part of export subsidies, which at the present exchange rate 
seemed excessive, to the benefit of the whole productive sector. It 
would do so by permitting a larger expansion of domestic credit outside 
the public sector. 

5. Other matters 

Other points of disagreement were more on language and on the 
exact implementation of policies rather than on the policy measures 
themselves. This was the case for exchange rate policy, for incomes and 
price policies, and for measures to limit public sector revenue. There 
was not much discussion of credit ceilings, as the actual numbers would 
depend on what interest rate policy was first to be agreed. The ceilings 
were to be defined on net domestic assets of:the banking system adjusted 
for exchange rate changes. There was some objection to establishing a 
quarterly exchange reserves test, mainly because the authorities feared 
that showing a decline in reserves over the first two quarters would 
damage confidence abroad. The mission argued that showing this explicitly 
and at the same time explaining how this problem would be dealt with 
perhaps through BIS financing, might have the opposite effect. 

Attachments 

cc: Mr. Habermeier 
Mr. Hood 
Mr. Whittome 
Mr. Finch 
Mr. Mohammed 
Mr. Nicoletopoulos 
Mr. Van Houtven 
Mr. Collins 
Paris Ofice 
Geneva Off ice 

c;L. """"' 'J)c(.:>_~: \,.l,<=0.·-? 
bc.c. r. ~ U--·~se,,.,-c.,t~ 

t--'\_~ r.-._.__""'-~ 

N.,_,. . u---::s~--""'·..
c..~ 
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Dear Mr. de Iarosi~e: 

1. The stabilization program 'Which we pursued over the last three years, 

and 'Which was supported by a stand-by arrangement with the Fund, has begun 

to show substantial results. In particular, the deficit on e..xternal current 

account in convertible currencies narrowed from its peak in 1979 of 

US$3.3 billion to some US$0.2 billion in 1983. The improvement in the last 

year alone came to about US$1.2 billion. Some part of this improvement was 

due to a diversion of trade from the nonconvertible to the convertible 

currency areas, and to an undesirable compression of imports, neither of 

'Which can be continued in 1984. The underlying adjustment, neveI:theless, 

will in our judgment pennit a further improvement in the external current 

account to a surplus in 1984 of at least US$0.5 billion. 

2. Develoµnents in the external balance on capital account have been less 

satisfactory; as a result the increase in external reserves 'Which we had 

targeted at the beginning of 1983 did not rriaterialize. The most disappoint-

ing among the reasons for this outturn has been a swing in transitory items 

from a surplus of US$560 million to a deficit of perhaps as much as 

US$750 million, 'Which more than offset the increase in export earnings in 

the course of last year. Apart from safeguarding the marnenb.:nn of improve-

ment in current transactions·, therefore, our program for 1984 places 

particular emphasis on measures to improve the balance on capital account, 

so as .to ensure an increase in official external reserves of at least 

US$500 million. 



(\ 
I ) 

- 2 -

3. Final domestic dertE.nd was cut back by 4 percent in 1983, and though 

exp:irts began to resi;::ond forcefully to the gain in competitiveness during 

the year, gross social product (GSP) still showed some decline. A further 

reduction in domestic danand will again be necessary for balance of payments 

reasons in 1984, but as exports continue their recovery we expect that any 

tendency for GSP to decline will be reversed. 'Ihe program we have adopted 

to reach these objectives is set out below. In supi;::ort of it we request, 

on behalf of the Federal Executive Council of the Socialist Federal 

Republic of Yugoslavia, a stand-by arrangement with. the Fund in an amount 

equivalent to SDR million. 

· ·me ·Exchange ·Rate' 
i 

4. An active exchange rate i;::olicy was the pivot of our stabilization 

program last year. 'Ihe depreciation of the dinar in real tenns in the 

course of 1983 a:rrounted to about 30 percent as measured in tenns of 

relative producer prices, and to about the same in tenns of relative unit 

labor cost. We believe that the level of campeti ti veness WB have now 

achieved adequate to permit a subs.tan.tial liberalization of our trade 

and payments system without jeopardizing our externa.l objectives. During 

1984, therefore, the monthly depreciation the dina,r will ref 1ect the 

difference only between the monthly rise in producer prices in Yu90slavia 

and that a:rrong her five major trading partners. 

5. We have already acted to simplify the foreign exchange allocation 

system. Starting no later than the beginning of April 1984, all foreign 

exchange receipts by Yugoslav exporters of goods and services will be 
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surrendered to the National Bank of Yugoslavia, in exchange for dinar 

cash or deposits that earn competitive interest rates as specified in 

paragraph 13 belOVl. The National Bank of Yugoslavia will sell foreign 

exchange through authorized banks to cover authorized payments abroad. 

Exporters will have the option of repurchasing foreign exchange at the 

going rate, uncontested, up to a limit of 15 percent of their ·sales of 

exchange; hOVlever, such amounts will be charged against applications. to 

caver authorized :payments requirements. 

6. The expansion, in this manner, of the unified exchange wa,rket will 

in due course IIE.ke the present law on :payments of foreign debt in convertible 

currencies redundant. We have nevertheless decided to leave it in full 

effect. According to this law enterprises that cannot service their 

foreign debts from their own earnings abroad can progressively draw on their 

associated group of enterprises, their own bank, all banks in the republic 

or province where they reside, or on a pool established in the National 

Bank from contributions by enterprises throughout the country. With the new 

surrenqer requirement the continued operation of this system may be expected 

in time to mop up excess foreign exchange holdings outside the National Bank. 

· Irtcames and Prices 

7. The depreciation of the dinar contributed to raising the rate of price 

inflation from about 30 percent during 1982 to about 50 percent during 1983. 

The gains in competitiveness· depended on restraining personal incomes from 

employment despite the rise in prices, and those incomes accordingly declined 

by rrore than 10 percent in real tenus in 1983, or by 25 percent over the last 
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four years. Though further steep declines would nCM be unacceptable, we 

are detennined that carrpetitiveness be preserved, and that gains in real 

perso:ri..al incomes should not exceed increases in productivity. As one means 

to restrain incomes we have. provided that with effect from January 1984, 

any enterprise that has not met its obligations to creditors c~n time will 

pay personal incomes only up to a mininrum guaranteed level. 

8. Despite the strong incentives provided, the restructuring of the 

econCTr[Y towards industries supplying external rather than purely internal 

markets has been delayed. Limiting personal income payments by loss-making 

enterprises should hasten the transfer of lal:or to TIDre competitive activi

ties, and we have therefore decided, with. effect from April 1984, to extend 

that limitation to all enterprises receiving credits or subsidies under 

rehabilitation programs that have been in effect for TIDre than one year. 

In addition, total payments into comrron reserve funds. at the communal and 

republican levels will be kept to the same nominal level in 1984 as in ;l.9.83, 

thereby reducing the resources available for subsidization. 

9. Greater progress needs to be achieved in adjusting domes.tic prices to 

allow potentially competitive enterprises to be fina,ncially viable. 'lb 

this en.Cl we let the selective price freeze lapse last July despite the 

additional push to inflation that it entailed in the short run. The. next 

major step was taken in January 1984 when last year "'s system of price 

control expired. We decided at that time to expand the proportion of 

industrial output free of price controls from 45 to 60 percent. An 

estimated 25 percent of industrial output will continue to have its prices 
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set by self-management agreements that can also be flexible. The rema.in-

ing 15 percent remains subject to direct controls. The pror:ortion of 

prices liberalized will not be allowed to shrink in the course of 1984. 

10. Controlled prices on key intennediate products are progressively 

being raised to economic levels. By the .end of January 1984 we will have 

adhered to our undertakings- with the World Bank to raise average electricity 

tariffs by 15 percent in real terms over their March 1983 level, and average 

railway tariffs by at least lQ percent in real temlS over their end::1:lecanber 

1982 levels. Further real increases will follow in due course. Until then 

we are requiring at least quarterly increases in nominal prices to natch 

increases in the producer price index. we have also agreed with the World 

Bank to introduce real increases in natural gas prices at least twice a 

year, towards achieving parity with. world narket prices by. 1987. The 

domestic price of crude oil has already reached that level. 

Monetary Policy 

11. Much of the restraint on domestic demand in 1983 was achi~yed by 

severely restrictive InOnetary and credit r:olicies. Thus·, while the. real 

stock of broad m:mey (M2) had remained roughly constant during ;I,9.82, is 

estirrated to have declined during 1983 by about 7 percent. This result was 

in part due to a rate of inflation which, at 50 percent, turned out higher 

than had originally been assumed. A certain .degree of flexibili;ty wa,s. ~ 

provided by the exclusion of valua.tion changes on net fon~ign liP-bili ties, 

and on foreign exchange der:osits, from the ceilings on net domestic assets 

by which rronetary r:olicy was· defined, but not enough. to wash out the 

restrictive effect of inflation altogether. 
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12. The accleration of inflation last year also frustrated our efforts 

to raise interest rates on dinar deposits to positive levels in real 

terms. Nominal rates on such deposits were increased last February, and 

again to 30 percent at the end of December, but these increases still 

left them significantly negative in tenns. By contrast the yield on 

foreign currency deposits·, inclusive of valuation adjustments, rose by 

substa;ntially rnore, and the share of such deposits in broad rnoney 

accordingly increased from 32 percent at the end of 1982 to 40 percent 

at present. Approximately the same yield differential also provided a 

powerful incentive to keep money abroad al together, and supplies a large 

part of the explanation for the swing from an inflow to an outflow on 

transitoxy items in the balance of payments. 

13. A decisive n:ove is clear 1 y overdue. to raise nominal interest rates on 

dinar deposits to competitive levels. The . percentage difference between 

them and the yield on canparable foreign exchange dep:>sits at the end of 

December 1983, including valuation changes, will be halved by the end of 

March 1984 and elimina.ted altogether by the end of .June 1984, after which 

will be adjusted rnonthly to rr.aintain.exa.ct parity between twp. 

The discount rate and other lending rates of the National Bank will follow 

after an initial increase by· 10 percentage J?Oints on Janua,ry 15, 1984. I.n 

the process the interest differential will also shrink between unsubsidized 

and subsidized credit. 

14. Because of the uncertainty regarding inflation, we haye chosen to 

define our rnonetaxy ceilings again in tenns of the net domestic a.s9ets .. of 



/ /' "'\ 
"' __ ) 

- 7 -

the banking system, excluding valuation changes on net foreign liabilities 

and on foreign currency defQsits. In fixing them for 1984 we have also 

taken into account the probable effect of interest rate increases on the 

dem.::md for money. On this basis we calculate the ceiling for end-December 

1984 at Din billion compared with Din billion a year earlier. 

There will be a quarterly phasing of the increase through.the year. 

Within each tota~ allowance will be made for the planned increases, 

described below, in the net fQSition of the publ.:i_~ __ §_es::tor_ Y!ith the 

~41g system. 

Public-Finance 

15. Public finance also contributed substantially to the restraint of 

domestic demand in 1983. To be sure we bad hoped to limit the growth. of 

total public sector revenues, and hence roughly of expenditures. also, to 

20 percent in nominal terins in 1983. In the event they rose by over 30 

percent. In real terms, nevertheless, public sector revenue declined 

by aJ::x:mt 5 percent corripared with a decline of less than 3 .percent the 

year before. More significant reductions in revenue and expenditure in 

the face of rapidly accelerating inflation would have been difficult to 

implement particularly at the. federal level. As it was, a large part of 

the austerity concentrated on real personal incomes paid by all levels of 

government. 

16. For. 1984 limits. have again been placed on the growth of public sector 

revenue to ensure a continued decline. in the relative si.ze of tha_t sector 

in the econany. 'Ihe growth rate of total public sector revenue will be 

restricted to four fifths of the percentage increase in the retail price 

index. To tighten control, limits have been placed on the cumulative 
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quarterly revenue of the public sector. In order that expenditures, at 

·least at the federal level, will be constrained by this means, we have 

specified a floor of Din billion for the increase in the net position 

of the publi~_E?_(?c;:tor_ witl\ .:t:Jie National~.@~_c)(Xl1gQSlaVig wtween. ---~---~~::~.:.:~·: __ ·: 

December 31, . ~98{ ~d a year_ earlier 1 anc1: .I1ci~~--_;phased it ~arte:riy_j:hrolJ_g~~- .. 

the year. That increase is to be blocked until the end of 1986. 

17. A similar plan to freeze excess fiscal revenue at the National Bank 

of Yugoslavia in 1983 yielded less than had been planned. For 1984 we. 

have decided to limit overall payments. from the Comnunit_y of Interest for 

Foreign :Economic Relations to export producers to no more than the 

custans dut_y drawback, and to channel the excess·into the Federal 

Government~s blocked account. Given their competitive position exporters 

need no special incentives. 'Ihe accumulation of public sector deposits 

with. the. banking system will, on the other hand, release significant 

amounts of credit to other productive enterprises, within the. overall 

credit ceilings established for balance of pa}'IIlents reasons .• 

18. A restructuring of our tax system came into effect in January 1984. 

A main objective was to include in its coverage household incanes. other 

than from employment in the social sector. In particular, interest earned 

on all financial assets, including capital gains on foreign currency bank 

deposits, are now· subject to a lq percent withholdin9 tax. Af.so ! the 

minimum taxable household incane was reduced by a third, and rates of 

taxation on agricultural incane, on inheritance, and on property were 

increased. These increases in the taxation of household incomes have made 
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it possible to reduce the tax burden on enterprise incomes proportionately 

.rrore. than the general reduction in taxation would already have allowed. 

·External ·Debt 

19. We expect by these various measures to reach, and even to exceed, our 

external current account objectives and also to improve our :Performance on 

capital account. We are determined to begin rea.uding our external debt as 

soon as possible. Gross borrowing last year came to the equivalent of 

US$4.4 billion; we expect to limit oD.r requirements this year to 

US$3.5 billion. 'lb secure this am::mnt we. have again entered into arrange-

ments with a group of creditor governments and banks to roll over debt 

falling due, and to provide a limited amount of fresh money to bµild up 

the reserves. We will make the quarterly build-up our reserves, -~Y . _ . 

a .. total of US$500 million, a test of the s.uccess of our program. 

20. _Despite the scarcity of .resources a certain outflow of capital from 

Yugoslavia normal and acceptable. Ho;vever, the outflow in 1983 of 

roughly US$1.5 billion was clearly excessive. We will spare no effort to 

reduce this flow to ab:mt US$500 million in 1984, and to cover it by an 

equivalent surplus on current account in convertible currenqies. One 

central element in achieving this reduction in capital outflows. is our TIDVe 

to an active 1:rrt.ere$E rate p::>L:i:cy, I.n ~dditto~, we have intensif.ted the 

controls on the repatriation of export earnings. '!bus,, if exporters fail 

to repatriate export proceeds within 90 days their credit line for that 

export will be withdrawn. 
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21. We have also decided to facilitate an accelerated draw-down on external 

lines of credit particularly on the supplier credits granted by the Berne 

group of governments. The administrative regulations gove;i:ning their utili-

zation proved too restrictive in 1983. In order to ensure the availability 

of foreign exchange to repay the foreign credits, drawings have been niade 

available only to exporters who have proof of export orders in hand, and 

raw niaterial imports financed by suppliers- credits have had to annunt to 

less than 50 percent of the value of the export into which they entered. 

In time for the refonn of the foreign exchange allocation system on April 1, 

1984, we will have broken the close link between imports and exports in the 

allocation of external credits, so as to allow the financing of imports of 

more general interest to the economy. 

· Other Matters 

22. The Federal Executive Council of Yugoslavia do not intend to introduce 

any multiple currency practices or introduce new or intensify existing 

restrictions on payments and transfers for international transactions or 

enter into any bilateral payments arrangements with Fund members. A 10 percent 

premium for tourists paying in dinar-denominated travelers checks has been 

approved by the Fund until February 28, 1984 and shall have been eliminated by 

that date. The Federal Executive Council do not intend to introduce new 

restrictions or intensify existing restrictions on imports for balance. of 

payments reasons. 

23. The Federal Executive Council believe that the policies set forth in 

this letter are adequate to achieve the objectives of its program but will 
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take any additional measures that may have become appropriate for this 

purpose. 'Ihe Yugoslav authorities will review economic developments in 1984 

with the staff of the Fund on a quarterly basis. 'Iheywill consult with 

the Fund as soon as is practicable after the middle of the year, and in any 

case not later than August 15, 1984 to agree with the Fund.on any rrodifi-

. cations in the performance criteria that may re called for. Finally, the 

Federal Executive Council will consult with the Fund, in accordance with 

the Fund .. s policies on consultations·, on the adoption of any measures that 

ma.y becc:me appropriate. 

Sincerely, 

(J ··. 
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Agreed Memorandum of Understanding 

Subject: Technical Note on the Calculation of the Index of 
the Exchange Rate 

ANNEX I 

For the purpose of adjµsting the nominal effect~ve exchange rate, 

it is understood that, consistent with. the Nationa.l Bank of Yugoslavia's 

methodology for calculating the real exchange rate: 

(i) The real exchange rate of the dinar is expressed as 0.39 

(deutsche mark per dinar) plus 0.24 (Italian lire per dinar) plus 0.18 

(U.S. dollars per dinar) plus 0.13 (French francs per dinar) plus 0.06 

~"" (Austrian schillings per dinar), with a base of December 31, 1983 equal to 

100 for each bilateral exchange rate of the dinai:, multiplied by the ratio 

of an index of the rrovement in Yugoslavia's industrial producer prices to a 

weighted index of the movements in industrial prices in the foregoing five 

countries as specified in section (iii) below. The index of the real exchange 

rate the dinar, with a base of .I:::Jtacember 31, 1983 equal to 100, will be 

no higher than 100 at the end of each of the 12 rronths in 1984. · L-A margin 

of error of 1 percentage point will be acceptable~ 

(ii) The index of Yugoslavia's industrial producer prices is the 

ratio of the price index for the rrost recent rronth that is available as of 

the 15th of each rronth to the index in the base period which is chosen so 

as to make the price change cover the same number of rronths as will have 

elapsed since .I:::Jtacember 31, 1983. 
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(iii) The weighted index of industrial producer prices in the 

foregoing five countries is defined as 0.39 (index of Gennan prices for 

industrial products) plus 0.24 (index of Italian wholesale prices) plus 

0.18 (incexof U.S. wholesale prices for industrial goods) plus 0.13 (index 

· cf French prices of industrial gccds) plus O. 06 (index of .Alistrian wholesale 

prices) with the index' for each country expressed as the ratio of the price 

index for the most recent month that is available as of the 15th of each 

month to the price index in the base period which is chosen so as to make the 

price change cover the same number of months as will have elapsed since 

December 31, 1983. 

(iv) Exchange rate and price data used in the calculation of 

the index of the real exchange rate will be consistent with those published 

in IMF, ·International Financial Statistics. No later than 10 days after the 

end of each month, the following data as of the end of the month will be 

telexed to the Fund: dinar exchange rates of each of the five foreign 

currencies, and the indices of the nominal exchange rate, the real exchange 

rate, Yugoslav industrial producer prices, the weighted average of five 

foreign industrial price indices, and relative industrial prices, where each 

index is expressed with a base of December 31, 1983 equal to 100. 
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Agreed Merrorandum of Understanding 

Subject: Technical Note on Interest Rates of the Yugoslav Banking System 

1. It is agreed that the difference as of January 1, 1984 between the 

nominal interest rate on dinar deposits of households and enterprises and the 

yield (including valuation changes) on foreign currency deposits of households, 

both in the case of sight deposits and in the case of 12-month deposits, will 

'ibe halved by April 15, 1984 and eliminated by July 15, 1984, after which time 

interest rates will be adjusted monthly to :rraintain parity between the two 

types of deposits. 'Ihe yield (Y) on foreign exchange deposits, in percent 

.per annum, is defined as 

Y = ioo L- c1 + _.B_ ) x4 - i_; 
100 

where R is the nominal interest rate on foreign currency deposits in percent 

per annum, and X is the ratio of the nominal exchange rate index on a given 

date to the nominal exchange rate index three months earlier, with each index 

calculated consistent with the National Bank of Yugoslavia~s methodology and 

expressed in tem\S of dinars per unit of foreign currency. Accordingly, the 

naninal rate (Rl) on dinar deposits at the end of ~.arch 1984 will be 

increased by· (Yl - Rl) percentage points by April 15, 1984 (Yl is the yield 
2 

on foreign exchange deposits at the end of March 1984), and the nominal rate 

(R2) on dinar deposits at the end of June 1984 will be increased b1 (Y2 - R2) 

percentage points on July 15, 1984 (Y2 is the yield on foreign exchange de-

. posits at the end of June 1984) • By the 15th of each subsequent m:mth, 
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beginning August 15, 1984, the nominal rate (R) for dinar deposits. will be 

adjusted so as to be at least as large as the yield (Y) on foreign exchange 

deposits at the end of the preceding rronth. 

Further, it is agreed that interest rates on other bank. deposits will 

.. be adjusted in line with interest rates detennined according . to the fonnula 

described above. 

2. It is agreed that the discount rate of the National Bank of Yugoslavia 

will be increased to 40 percent by January 15, 1984 anq on ,April 15, 1984, 

brought into equality with the yield on one-year foreign currency deposits 

of households as of the end of .March 1984 deter.mined according to the formula 

in paragraph 1. On the 15th of each subsequent rrohth, beginning .May 15, 1984, 

the discount rate at the end of the previous m:::mth will be adjusted to reflect 

the yield on one-year foreign exchange deposits of households at the end of 

that rronth. 

Further, it is agreed that interest rates for selective credits of the 

National Bank of Yugoslavia will be increased by 10 percentage points by 

January 15, 1984. Adjustments bz April 15, 1984 and by the 15th. of each 

subsequent month will be the same, in percentage points, as the contemporaneous 

adjustment of the discount rate of the National Bank of Yugoslavia. 
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Agreed Memorandum of Understanding 

Subject: Technical Note on Public Sector Revenue Ceiling 

Public sector revenue for the pl.lrp)se of this ceiling defined to 

carriprise revenue of sociopolitical corcmunities plus revenue for collective 
' . . . 

consumption, 'Which totalled Din 891.667 billion in 1982 and Din 813.764 
'.... -· 

billion in January-September 1983. Cumulative quarterly limits on public 

sector revenue will apply for the periods shovm below and will be calculated 

such that the percentage increase in public sector revenue over the correspon-

ding period of the preceding year will be no more than 80.0 percent of the 

percentage increase in the retail price. index over a similar period of time 

but with a lag of one quarte:r; as shovm below. A margin of error bf Din 2 • O 

.. bLllion will be acceptable. 

First quarter 

Second quarter 

Third quarter 

Fourth. quarter 

Periods for which the Percentage Increases 
in Public Sector Revenue and the Retail 

Price Index Shall be calculated 
Public Sector 

Revenue 

Jan.-~..arch 1984 
Jan.-March 1983 

Jan.-June 1984 
Jan.-June 1983 

Jan.-Sept. 1984 
Jan.-Sept. 1983 

Jan.-Dec. 1984 
Jan.-Dec. 1983 

Retail Price Index 

Oct.-Dec. 1983 
Oct.-Dec. 1982 

Average (6 mos. to :March 1984) 
Average (6 rnos. t:O .March 1983) 

Average (9 nos. to aune. 1984) 
Average (9 rnos. to June 1983) 

Average · (12 rnos ~ to Sept. 1984) 
Average (12 mos. to Sept. 1983) 
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Technical Note.on the Balance of Payments Test 

The aim of the program is to achieve an increase in the carribined 

reserves of the National Bank of Yugoslavia and the carrmercial banks of 

at least US$500 million during 1984. Given the . seasonal pattern of the 

receipts from services and to some extent from exports, the balance of payments 

is likely to record an overall deficit during the. first half of 1984. 

Nevertheless reserves which are est:i:rnated to reach the level of US$1,685 

million at the end of 1983 will not be allowed to fall below the level of 

US$ f _ _7 million during the first quarter of 1984 and shall increase 

to US$ f _7 million by the end of June 1984 •. Reserves. are. likely to 

increase to US$ L- _7 million by the end of ,September 1983 and to 

_! million by the end of 1983. For the purpose of this 

calculation any net increase in. short-tenn debt during the period 

December 31, 1983 to the date in question w.tll be excluded. 
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ANNEX V 

Agreed Meroraridum of understanding 

Subject: Technical Note On Price AdjustmerttS 

1. By the end of January 19.84 electricity tariffs will have been 

increased to a level such that; on average, they are at .least 15 percent 

higher than the average electricity.tariff the end of March 1983 multi-

plied by the index industrial producer prices for December 1983, expressed 

with a base of March 1983 equal to 100. 

2. By the end of January 1984, railway tariffs will have been 

increased such that, on average, they are at least 10 percent higher than the 

average level of railway tariffs at the end of December 1982 multiplied by 

the index of industrial producer prices for December 1983, expressed with a 

base of Decanber 1982 equal to 100. 

3. Additional adjusbnents will be made to the entire structures 

electricity tariffs and railway tariffs such that all these tariffs, 

including the various se::ts of electricity rates applicable to different 

periods of the year, will be increased from the tariffs established as 

January 31, 1984 at least by the percentagE: increase in the industrial nroducer 

price index during the first three months of 1984, no later than the end of 

April 1984; at least by the percentage increase in this price index during the firs 

six months of 1984, no later than the end July 1984; and ~t. least by the percenta 

increase in this price index during the first nine rronths of 1984, no later . 

than the end of October 1984. 
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4. The average prices of domestic ·natural gas, o;f crnde petroleum and 

of petroleum products (including gasoline, kerosene, diesel oil, fuel oil and 

LPG) will be increased on a quarterly basis by no less than the percentage 

increase in the dinar/U.S. dollar exchange rate in the course of 1984, as 

shown below. 

Min.imwn Percentage. Increase in Ea.en. of the 
r::amestic Natural Ga.s, Crude Petroleum, and 

Petroleum Products Prices OVer. Those in 
Effect as of January 31, 1984 

Equal to the Percentage Increase 
in the Exchange Rate, Dinars Per 

U.S. Dollar, from December 31, 1983 
Until: 

JYJarch 31, 1984 

June 30, 1984 

September 30, 1984 

To be Jl.'f.a.de Effective 
No Later Than: 

April 30, 1984 

July 31, 1984 

October 31, 1984 

5. A record of the. price increases stipulated in paragraphs. 1-4 will 

J:e published, as they take place, in the Official Ga.zette of the $oc:La.list 

Federal Republic of Yugoslavia. 



ANNEX VI 

Agreed·Memorartdum.·of Understanding 

Subject: Technical Note on Domestic Assets 
of the Yugoslav Banking·system 

'Ihe banking system for the purp6ses of this ceiling is defined as the 
·- .. . . 

consolidated accounts of the nati:.Onal banks and the basic and associated banks. 

The net domestic assets (NDA) of the abovementioned banks are calculated to 

equal the sum of the following items in the monetary survey: 

Net foreign liabilities 
Plus I'l'i.2 (money + quasi-money) 
Net domestic assets 

End-September 1983 
(In billions·of.dinars) 

1,004 
2,641 
3,645 

In setting the ceiling for NDA the effects of changes in the exchange 

rate on net foreign liabilities of the banking systen, and on foreign currency 

liabilities which are included in quasi-money, are excluded b.] applying a 

valuation adjustment (cumulative from end-December 1983) to the relevant data. 

It is understood that the foreign exchange proceeds of any special 

assistance will be shown both as an asset and a foreign exchange liability of 

the National Bank of Yugoslavia. 

It is agreed that NDA for the end of December 1984 shall not exceed 

Din L- _7 billion compared with an estirrated level of Din L- J billion at 

end-December 1983. Further, the ~uthorities will ensure that NDA will not 

exceed the ceilings established in Table 1 below, or allow the net position of 

public sector with the banking system to fall below the floors shown in Table 1. 
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Table 1. Yugoslavia: Credit Ceilings and Floors ;for 
the Net Posit.ion of the. Public Sector with the 

Banking system 

·crn billions of dinars) 

1984 January-March 1/ 

March 'l:_/ 

April-June 1/ 

June 'l:_/ 

July-September -~/ 

September 

1/ Average end of rronth data. 
"I_! End-rronth data. 

Net IX:mestic 
Assets of the 
Banking System 

J 

Net Position of the 
Public Sector with 
the Banking System 

_7 
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I Table 1. Yugoslavia: . Balance of Payments with .,,.. ....... 
() the Convertilile CUrrency Area, 1982-84 

· <.~n millions of u.s . dollars) 

. '<.' . 

1983 .1984 
Yugoslav Yugoslav 

1982 estbuate Alternative est.i:rnate Alternative 

Exports 5,526 6,400 6,300 7,700 7,200 
Imports -9,043 8;450 .. -8 ,450 9,100 8,800 

Trade balance -3,517 -2,050 -2,150 -1,400 -1,600 

Invisibles (net) 2,003 1,925 1,925 2,200 2,100 
Workers "" remittances l;o8s 1,265 1,265 1,440 1,135 
Tourism 1,224 1,335 1,335 1,080 1,510 
Interest payments -1,670 -1,690 -1,690 -1,840 -1,890 
others 1,364 1,015 1,015 1,520 1,345 

Current account -1,514 -125 -225 800 500 

Medium- and long-term debt -117 1,230 1,175 -20 190 
Drawings 1,684 3,880 3,825 2,825 3,135 

(\ Repayments -1,626 -2,450 -2,450 -2,645 -2,745 
,_) loans extended -175 -200 -200 -200 -200 

Short-term debt -506 -500 -600 

Errors and omissions 562 -585 -750 -300 

Total -1,575 20 -350 -780 390 

Use of Fund Credit 563 410 410 220 120 

Reserve rrovements (increase -) 1,012 -430 -IO -1,000 -510 
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'l'able 2. Yugoslavia: Drawings on Medium- and Long-Tenn 
Debt in Convertible Currency by Creditor 

· (In mi'llions of ·u ~ s ~ dollars) 

1/ Included in drawings on the IBRD. 
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Office Memorandum 
,.,)f, ,,J 

To Mr. Schmitt Dece~ber 21, 1983 

From Arne B. Petersen 

Subject: Yugoslavia: Foreign Exchange Allocation System 

This note attempts to summarize the major elements of our 
discussion yesterday. 

Yugoslav enterprises can be divided into two groups, active 
enterprises which earn more foreign exchange than they need, and 
"passive" enterprises which earn less. According to the Yugoslav 
proposal for modifications to the foreign exchange allocation system, 
foreign exchange receipts of "active" enterprises are divided into 
three tiers. The top tier goes to the National Bank of Yugoslavia, 
the middle tier, defined as surplus foreign exchange receipts, goes to 
the regional banks who in turn are reqµired +:o offer it for sale in the 
interbank market, and the lower tier may be used by the enterprises to 
satisfy its reproduction requirements in the form of imports of raw 
materials and debt-service payments. The enterprise is supposed~to · 
sell on a temporary basis the third tier to its regional bank and to 
buy back at the prevailing rate when it is required to make foreign 
payments. This latter tier (also called the socially verified~ 
duction reguiremellt) is to be determined by self-management agreements 
among all enterprises, active and pasive, within the Yugoslav chamber 
of the economy. The passive enterprises are supposed to purchase 
foreign exchange as determined by their socially verified reproduction 
requirement from the unified foreign exchange market, which in praciice, 
means out of the second tier of the receipts of the active enterprises. 

Our proposal is for all foreign exchange to be surrendered to 
the National Bank of Yugoslavia, which in turn, will sell foreign 
exchange to enterprises through commercial banks to cover authorized 
.Payments abroad. As a safeguard measure, our proposal would allow 
enterprises a minimum repurchase of 15 percent. 

Seen from the enterprise side, the surrender requirement is 
not very different and might even be said to be more severe under the 
Yugoslav proposal since all foreign exchange must be surrendered for 
dinars, whereas we would allow enterprises to keep 15 percent in foreign 
exchange whether they need it or not. Seen from the allocation side, 
however, there is a substantial difference. Under our proposal, all 
foreign exchange would be allocated by the NBY, whereas under the 
Yugoslav system, one tier would be allocated by the NBY, one tier by 
the interbank market, and one tier by the regional banks. There is 
also a potentially large difference between our concept of authorized 
payments and the Yugoslav concept of socially verified reproduction 
needs. Implicitly, our initial proposal was based on a concept of 
commodity lists administered by the national bank. 
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The Yugoslav authorities emphasized that a system in whi'ch 
the NBY authorized import payment would run counter to their basic 
principle of self-management agreements on which their whole society 
is built. I tend to believe that we should go along with their desire 
to maintain the present authorization system, not only because of their 
legitimate concerns of not unduly changing their chosen social system, 
but also because I think it may be difficult administratively to change 
it with short notice. Would the National Bank have to hire an army of 
controllers? 

The authorities are clearly ~lso concerned with surrendering 
regional control over foreign exchange earnings. This would point to a 
major problem with their proposal--would the interbank market in foreign 
exchange, which has been nonexistent during the past two years, be 
revived, or would the regional banks hold on to their foreign exchange. 
This, of course, also depends on whether there will be any funds in the 
second tier of surplus foreign exchange. 

I think the best solution to aim for would be a combination 
of our proposal of total surrender to the NBYwith their method of 
establishing the socially verified reproduction needs. We should, 
however, insist on safeguards which would ensure a speedy determination 
of the reproduction needs according to objective criteria such as 
historical import requirements. We may have to make the system a 
performance criteria to be verified at the time of our scheduled April 
mission. 

Their proposal is clearly unacceptable in its present form, 
and we should stand firm on our proposal to centralize foreign exchange 
in the NBY. Should it be deemed impossible to obtain this, and should 
it on other grounds be deemed desirable to go ahead with the program 
anyway, then we should;as an absolute minimum, insist on the safeguard 
mentioned above, as well as on measures which would give the NBY effec
tive control over the interbank market in foreign exchange. This 
could be done by giving it authority, if needed, to force commercial 
banks to sell in the interbank market foreign exchange in excess of 
minimum working balances. There would, of course, be difficulties 
involved in establishing such minimum balances, but they could be solved 
gradually once the basic principle was established. 

cc: Hr. Whit tome 
Mr. Mookerjee 
Mr. Quirk 
Ms. Ripley 
Mr. Hansen 
Mr. Lewis 
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cc: SCHMITT 

YUGOSLAVIA 

IT IS NOW DEFINITELY AGREED THAT THE FIRST WORKING GROUP 
<DEBT> WILL MEET ON THE 11TH AND THE SECOND <NON-DEBT> ON THE 12TH • 

..... - - :=::' 

WE HAVE GIVEN TO PARTICIPANTS AND SENT TO THE YUGOSLAVS 
AND TO KUWAIT <SEE ATTACHED> THE PROPOSED ANNOTATED AGENDA YOU 
HAD APPROVED. 

I INFORMED FAILLETTAZ WHO TOLD ME THAT THEY HAD JUST RECEIVED 
AGREEMENT BY ALL PARTIC!PAl'ff:::; ON THEIR NC1VEMBER 1:3 SUMMING IJF• 
<WITH SOME ADDITIONAL REFERENCE TO THE NECESSARY LINK WITH THE FUND 
TIMETABLE> AND THE YUGOSLAV STANDSTILL TELEX THAT THEY WILL 
CIRCULATE AND THAT I HAD MENTIONED ALREADY TO THE FRENCH. THE 
SWISS ARE CONTEMPLATING A MEETING OF THE FULL GROUP ON .JANUARY 2/:../27 
IN GENEVA ( .JUST AFTER MEETINGS IN PAR I 8 01\1 OTHER C:OUNTR I ES AT1Ef\!Ei~" 
BY ABOUT THE SAME PARTICIPANTS). THIS WOULD MEAN THAT AN ICC 
MEETING WOULD PROBABLY FOLLrn..J AND NOT PRECEDE THE SWISS MEETING 
<DOBRITCH HAD TOLD ME THAT, IF AN ICC MEETING APPEARED NECESSARY 
AFTER THE JANUARY 11-12 MEETINGS, HE WOULD NEED ABOUT 15 DAYS TO 
CONVENE IT > • 

REGARDS, 

) MENTRE 

INTERFUND PARIS 

ATTACHMENT: 

I 
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IMF OFFICIAL CABLE 

IT WILL BE RECALLED THAT, ON NOVEMBER 18, 1983. AT THE MEETING 
ON FINANCIAL ASSISTANCE TO YUGOSLAVIA, IT WAS DECIDED TO SET UP 
TWO GROUPS. ONE ON DEBT AND THE OTHER ON NON-DEBT ISSUES, TO BE 
CHAIRED RESPECTIVELY BY FRANCE AND THE IMF. AFTER CONSULTATION 
AMONG PARTICIPANTS, IT HAS BEEN AGREED THAT THE TWO GROUPS WILL 
MEET ON JANUARY 11-12, 1984 AT THE IMF'S OFFICE IN EUROPE. 
64-66 AVENUE D'IENA IN PARIS. 

THE MANAGING DIRECTOR HAS ASKED ME TO CHAIR THE GROUP ON NON
DEBT ISSUES <GROUP 2) WHICH I PROPOSE TO CONVENE ON JANUARY 12 AT 
10:00 A.M., OR IMMEDIATELY AFTER THE END OF THE MEETING OF GROUP 1 
IF IT WERE TO CONTINUE ON JANUARY 12. 

PARTICIPANTS ARE CORDIALLY INVITED TO A WORKING LUNCHEON ON 
THE PREMISES. 

AN ANNOTATED AGENDA IS ATTACHED. 

REGARD~;, 

ALDO GUETTA 
DIRECTOR., 
OFFICE IN EUROPE 

ATTACHMENT: 

FINANCIAL ASSISTANCE TO YUGOSLAVIA 

WORKING GROUP ON NON-DEBT ISSUES 

JANUARY 12 MEETING 

PRCtPOSED ANNOTATED AGENDA 

1. STATUS OF NEGOTIATIONS BETWEEN THE FUND AND YUGOSLAVIA 

<YUGOSLAV AND FUND REPRESENTATIVES> 

A. BALANCE OF PAYMENTS, 1983 <IMF FORECAST OF JANUARY 1983, 
LIKELY OUTCOME IN 1983, EXPLANATION OF DIFFERENCES> AND 
PROJECTIONS FOR 1984 AND BEYOND <VALUE AND VOLUME OF 
EXPORTS AND IMPORTS. INVISIBLES, SHORT-TERM. MEDIUM
AND LONG-TERM CAPITAL FLOWS, RESERVES> <1> 

B. RECENT ECONOMIC DEVELOPMENTS AND PROSPECTS <REVIEW OF 
ECONOMIC ADJUSTMENT IN 1983, PROBLEM AREAS) 

C. LETTER OF INTENT 

D. TIMETABLE CONTEMPLATED FOR BOARD ACTION 
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2. NONGOVERNMENTAL FINANCIAL FLOWS 

'. / 

. ' 

/ 

A. WORLD BANK. LENDING, INCLUDING POSSIBLE COFINANCING WITH 
COMMERCIAL BANKS <YUGOSLAV AND WORLD BANK REP
RESENTATIVE~=;) 

B. LENDING BY EUROPEAN INSTITUTIONS INCLUDING POSSIBLE co~ 
FINANCING WITH COMMERCIAL BANKS <YUGOSLAV AND REP
RESENTATIVES OF EC COUNTRIES> 

c. STATU!3 OF DI~3Cl.J!:;:;:;roN WITH COMMERCIAL BANK!3: IMPLEMENTATION 
OF 1983 COMMERCIAL BANKS~ PACKAGE, CONTEMPLATED FLOWS IN 
1984 <YUGOSLAV REPRESENTATIVES AND IMF> 

3. GOVERNMENTAL FINANCIAL FLOWS 

A. CARRY-OVER INTO 1984 OF THE 1983 BERNE PACKAGE <NATIONAL 
REPRESENTATIVES> 

- COULD REPRESENTATIVES OF CREDITOR COUNTRIES ELABORATE 
ON ME1~SURE!=; TAKEN OR TO BE TAKEN TO EN::;URE THAT UNUSED 
COMMITMENTS WILL REMAIN AVAILABLE IN 1984? 

- COULD YUGOSLAV REPRESENTATIVES ELABORATE ON MEASURES 
TAKEN TO SPEED UP THE PROCESS OF USE OF THOSE CREDITS 
BY YUGOSLAV ENTERPRISES? 

B. EXPORT CREDITS MADE AVAILABLE UNDER OTHER ARRANGEMENTS 
<NATIONAL REPRESENTATIVES> 

- COULD CREDITOR COUNTRIES ELABORATE ON SUPPLIERS~ 
CREDITS MADE AVAILABLE IN 1983 AND CONTEMPLATED FOR 
1984 UNDER PRE-BERNE ARRANGEMENTS? 

C. ADDITIONAL ACTION 

D. 

- MAGNITUDE OF ACTION JUDGED COMPATIBLE WITH YUGOSLAVIA/S 
BALANCE OF PAYMENTS AND RESERVE NEEDS <YUGOSLAV AND 
IMF REPRESENTATIVES> 

- SIZE AND NATURE OF COMMITMENTS WHICH COULD BE· CONTEM
PLATED BY INDIVIDUAL GOVERNMENTS IN THE FRAMEWORK OF 
AN OVERALL PACKAGE, WITH SPECIFIC REFERENCE TO COM
MODITY CREDITS AND EXPORT CREDITS FOR RAW MATERIALS AND 
INTERMEDIATE GOODS <NATIONAL REPRESENTATIVES) 

GOVERNMENT-GUARANTEED SHORT-TERM CREDI TS ( N<:li TI ONAL 
REPRESENTATIVES> 

- ATTITUDE OF INDIVIDUAL GOVERNMENTS ON MAINTENANCE 
AND/OR EXPANSION OF EXISTING SHORT-TERM CREDIT LINES 
IN 1 ·~1E:4. 
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21.12.1983 NR 38270 H18.20 

INTERFUND WASHINGTON D.C. 
ATTN.LMR. WHIT~OM~;c DIRECTOR EUROPEAN DEPARTMENT 

RECEIVED' 
IMF CABLE ROOM 

WE AREQUOTING BELOW THE TEXT OF THE LETTER, DATEDDECEMBER 16,1983 
SENT BY MR. JANKO SMOLE. MEMBER OF THE FEDERAL EXECUTIVE COUNCIL 
OF YUGOSLAVIA TO MR. PROBST, STATESECRETARY IN THE FEDERAL DEPART
MENT OF FOREIGN AFFAIRS OF SWITZERLAND, IN CONNECTION WITH THE 
STAND-STILL OF PRINCIPAL PAYMENTS IN THE FIRST GUARTER OF 1984. 

G!UOTE 

DEAR MR. PROBST: 

I WOULD LIKE TO THANK YOU ONCE AGAIN FOR THE MOST 
EFFECTIVE WAY IN WHICH YOU CHAIRED THE NOVEMBER 18 MEETING IN 
GENEVA ON FINANCIAL ASSISTANCE TO YUGOSLAVIA. 

AS INDICATEDIN YOUR SUMMING UP IT WAS AGREED THAT 
TWO WORKING GROUPS WILL MEET AS SOON AS POSSIBLE. THE FIRST 
WORKING GROUP WOULD DEAL WITH THE PROBLEM OF THE CONSOLIDATION 
OF MATURITIES OF OFFICIAL AND OFFICIALLY GUARANTEED DEBT 
FALLING DUE IN 1984. THE SECOND WORKING GROUP WOULD BE ENTRU
STED WITH THE MORE GENERAL SUBJECTS OF THE OVERALL ECONOMIC 
SITUATION OF YUGOSLAVIA, FUTURE PROSPECTS AND THE NEED FOR 
ADDITIONAL ACTION. BOTH WORKING GROUPS WOULD REPORT TO THE 
COORDINATING GROUP CHAIRED BY SWITZERLAND. THE YUGOSLAV GO
VERNMENT FULJ_Y CONCURS IN THIS AGREEMENT AND LOOKS FORWARD TO 
FUTURE DISCUSSIONS WITH CREDITOR GOVERNMENTS. 

IT APPEARS NOW THAT THE FIRST MEETING OF THE TWO 
WORKING GROUPS COULD TAKE PLACE IN THE FIRST HALF OF JANUARY. 
IN THE MEANTIME, AND DURING THE PERIOD WHICH WILL BE NECES
SARY IN ORDER TO REACH FlNAL AGREEMENT, THERE IS A NEED TO 
MAINTAIN AN ORDERLY PROCESS OF EQUAL TREATMENT BETWEEN GO
VERNMENTAL ANDCOMMERCIAL BANK CREDITORS. 

AT THE ICC MEETING IN LONDON ON DECEMBER 6, IN WHICH 
THE IMF.THE IBRD AND YUGOSLAV DELEGATION TOOK PART, IT WAS RE
COMMENDED AND AGREED THAT THE YUGOSLAV AUTHORITIES WOULD PRO
POSE THAT ELIGIBLE MATURITIES OF PRINCIPAL OF YUGOSLAV EXTER-

~ NAL MEDIUM-AND LONG-TERM INDEBTEDNESS FALLING DUE FROM JANUAR
. RY 1,1984 TO MARCH 31, 1984, BEEXTENDED ON A PROVISIONAL 

BASIS. GIVEN THE AGREEMENT REACHED IN THE GENEVA MEETING ON 
PROCEDURES TO BE USED TO DEAL WITH CONCOLIDATION OF MEDIUM
AND LONG-TERM PRINCIRAL REPAYMENTS FALLING DUE TO OFFICIAL 
CREDITORS DURING 1984, WE INTEND TO ACT IN THE SAME WAY ON 
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-~IDBKIGATIONS IN PRINCIPAL TO OFFICIAL CREDITORS, WHILE FUL.

FILLING ALL INTEREST OBLIGATIONS, WITH THE VIEW TO REACH AS 
SOON AS POSSIBLE, BUT BEFORE THE AND, OF MARCH l ':;'184, AN OVERAL AGRE
EMENT. IT IS UNDERSTOOD THAT THE PROVIS!CtN8L STAND ::::TILL OF 
EL I GI BLE MATIJR IT I ES AS MENTIONED ABOVE l-JOIJLD NOT IMPLY THE 
APPLICATION OF PENELTY INTERESTRATES. 

I WOULD APPRECIATE IF YOU COULD INFORM ALL INTERESTED 
GOVERNMENTS OF THE ABOVE. 

UNG!IJOTE 

BEST REGARES 
J. KOROSEC. VICEGOVERNOR 
NATIONAL BANK OF YUGOSLAVIA 

440040 FUND UI 
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Table 1. Yugoslavia: Balance of Payments with 
the Convertible Currency Area, 1982-841:_/ 

(In millions of U.S. dollars) 

1982 1983 
Est. 

Exports 5,526 6,300 
Imports -9,043 -8,450 

Trade balance -3,517 -2,150 

Invisibles (net) 2,003 1,925 
Workers 1 remittances 1,085 1,265 
Tourism 1,224 1,335 
Interest payments -1,670 -1,690 
Others 1,364 1,015 

Current account -1,514 -225 

Medium- and long-term debt -117 1,17~ 

Drawings 1,684 3,825 
Repayments -1,626 -2,450 
Loans extended -175 -200 

Short-term debt -506 -600 

Errors and omissions 562 -750 

Total -1,575 -350 

Use of Fund Credit 563 410 

Reserve movements (increase -), 1,012 -10 

}j Calculated at the statistical exchange rate of US$1 = 

12/22/83 

1984 
Proj. 

7,200 
8,800 

-1,600 

2,100 
1,135 
1,510 

-1,890 ., 
1,345 I 

i 
500 

190 
3,135 

-2,745 
-20Q 

-300 

390-

120 

-510 

Din 63.4. 
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Table 2. Yugoslavia: Drawings on Medium- and Long-term 
Debt in Convertible Curr~ncy by Creditor, 1983-84 

(In millions of U.S. dollars) 

1983 1984 
Est. Proj. 

Government packages 831 1,100 
Berne 831 350 

Refinancing (304) (3) 
New financial credits (172) ( ... ) 
Suppliers' credits (355) (347) 

Geneva ... 750 
Refinancing (500) 
Suppliers' credits ... (250) 

Commercial bank package 1,580 1,300 
Refinancing 980 1,100 
New financing 600 200 

IBRD 350 485 
Regular facilities 280 280 
SAL 70 205 

Other multilateral lenders 
IFC, EIB and Eurof ima so 50 

Suppliers' credits outside 
Government packages 1,014 200 

Subtotal 3,825 3,135 

IMF 590 400. 

Total 4,415 3,535 
\ \ 
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EXECUTIVE DIRECTOR CABLE: ADDRESS 

INTERFUND United States December 21., 1983 

0 

To; 

From; 

L. A,.~·· 
Richard D. Erb ws 

Subject~ U.S. GovernTI}ent suggestions for tol?ics 
discuss at Group II TI}eeting of Friends 
Yugoslavia in January. · 

At the recent Friends of Yugoslavia meeting in 
Geneva, it was suggested that countries submit to the 
IMF subjects for discussion for Group II when it meets 
next month.. The U.S. Government would like to SU<;Jgest 
the following topics~ 

0 

0 

0 

Economic Adjustment--goals and objectives, results 
thus far, future problems/issues and plans for 
dealing with them especially inflation and lack of 
positive interest rates. 

Adjustment over the medium term--are we just seeing 
temporary results in the balance of payments; how 
to break the inflation/devaluation syndrome; struc
tural adjustment for enterprises and sectors--what 
is the plan of action. 

Improving management of external finances--the need 
for legislative/management actions .to accelerate 
repatriation of funds and catch more of those funds; 
the need to improve accounting records of debt and 
debt service payments; status of promoting a unified 
foreign exchange market. 
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• Of /ice Memorandum 

December 21, 1983 

MEMORANDUM FOR FILES 

Subject: Yugoslavia 

Mr. Korosec phoned this morning. He said that Mr. Dobrich had 
completed discussions with the National Bank as a result of which the 
National Bank would send a telex confirming: 

(i) the appointment of Manufacturers Hanover Trust as agent for 
1984 subject to further negotiations on fees; 

(ii) agreement to the appointment of Dobrich as nonvoting Chair
man of the ICC; and 

(iii) that the expenses of the ICC would be settled on time. 

A telex requesting a stand-still would also be sent to the ICC 
Korosec reminded me that we had also undertaken to support this request 
and I said that this was already in hand. 

cc: Mr. Schmitt 
Mr. Mentre 
Ms. Ripl~y 

CED 

L.A. Whittome 
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December 21, 1983 

MEMORANDUM FOR FILES 

Subject: Errors and Omissions 

During the period January-October 1983 the outflow under errors 
and omissions amounted to US$745 million. The major reason for this 
outflow seem~ha!g'(been a swing in the repatriation of export earnings. 
As indicated in the attached table, exports according to customs data 
increased by US$500 million in the period January-August 1983 compared 
with the same period of 1982. Repatriation of export earnings in the 
same period however declined by US$645 million. There was no corresponding 
shift in the payment of imports. Payments on imports in 1982 and 1983 
have been substantially lower than imports according to customs data, 
mainly because of the heavy reliance on suppliers credit in both years 
and to some extent because of imports under compensatory arrangements. 

It has not been possible for the Yugoslav authorities to quantify 
the various elements conNtributing to the outflow under errors and omission. 
The major contributing factor which have been cited are on the export 
side: Ct) a lengthening of the repatriation period for export receipts 
from 60 days to 90 days; (2) a lengthening in the maturity of medium-
and long-term export credits; (3) delays of more than 90 days because of 
debtors being unable to pay; (4) an increase in exports under compensatory 
trade arrangements not yet matched by imports; and (5) voluntary delays 
by exporters in repatriating export receipts to take advantage of the 
rapid depreciation of the dinar. On the import side there might be 
cases of early payments of imports; this, however does not seem to be 
supported by the attached table. Finally, there could be some errors 
and omissions stemming among other things from balance of payments flows 
being calculated at statistical exchange rates while reserves are calculated 
at actual exchange rates. · 

It is not possible to quantify how much each factor has contributed 
but one can make some reasonable guesses about some of them. The 
repatriation period was lengthened from 60 to 90 days with effect from 
January 1, 1983; that is in 1983 Yugoslavia will receive payments from 
exports of the last two months of 1982 while it will extend exports for 
the last three months of 1983. If one deducts the amount of receipts 
which are financed by medium- and long-term export credits, (roughly 10 
percent) and assumes that all other export receipts previously were 
repatriated at 60 days and now will be repatriated after 90 days then 
this factor alone would explain some US$350 million out of the US$745 
million total. The fact that there was an inflow under errors and omissions 
in the first quarter of 1982 although the lengthening of the ~patriation 
period took effect January 1, may be explained by some delays in taking 
advantage of the new scheme and the fact that the incentive to delay 
repatriation did not become sufficiently strong until after the February 
step devaluation and the acceleration in the depreciation of the dinar. 
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The other elements on the export side cannot be quantified. Perhaps 
some qualitative indication of payment difficulties in destination 
countries can be deduced from the fact that 32 percent of exports go to 
developing countries; such exports, however, declined by some 4 percent 
in the period Jan-Nov., 1983 compared with the same period of 1982 so one 
must make the assumption that payment difficulties of developing countries 
increased in 1983 in order to explain part of the outflow by this factor. 
It may be of interest to note that Iraq, Iran, and Libya are important 
trading partners account~ng for-estimated exports of US$650 million, 
US$13s'·million, and US$230 million, respectively in 198~, or a total of 
18 percent of convertible currency exports in··that: year. 

The errors resulting from the use of accounting exchange rates 
should not have had much impact in 1983 and would certainly account for 
less than US$100 million. 

Arne B. Petersen 

cc: Mr. Whit tome 
Mr. Schmitt 
Ms. Ripley 
Mr. Hansen 
Mr. Lewis 
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Table 1. Yugoslavia: Trade Data on Customs and Cash Basis 1981-83 

Exports 
Customs data 
Repatriation 

Difference 
Coverage 

(in percent) 

Imports 
Customs data 
Payments 

Difference 
Coverage 

(in percent) 

Source: 

(In millions of U.S. dollars) 

1981 

5,720 
5,961 

241 
104.2 

10,609.7 
10,543.2 

-62.5 
99.4 

1982 

5,854 
5,741 

-113 
98.l 

9,634.8 
8,179.2 

-1,455.6 
84.9 

1982 1983 1983 
Jan-Aug. Jan-Aug. Jan. Sept. 

3,401 
3,606 

205 
106.0 

6,119 
5 ,248 
-871 
85.8 

3,914 
2 '961 
-953 
75.7 

5,385 
4,205 

-1,180 
78.1 

4,459 
3,600 

-859 
80.7 

5,789.5 
5,032.5 1/ 
-757.0 

86.9 

1/ Payments data for Jan-Sept. was inconsistent with those given 
previously for Jan.-Aug. and there appeared to be an error in the 
official data. The September data presented here is a staff estimate 
corrected for the apparent error but the authorities were not able to 
confirm these figures. 
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December 21, 1983 

MEMORANDUM FOR FILES 

Subject: Yugoslavia · 

Mr. Dobrich of Manufacturers Hanover called me this morning to 
inform who would participat~ in the meeting in the Fund tomorrow at 9:30: 
The delegation of bankers would include, in addition to himself and possibly 
Ms. Mudd, Mr. Larry Brainard and Hichael Bunemann, both of Bankers Trust, 
Mr. Robert Kopeck, Morgan Guaranty, Mr. Cliff Evans, Citibank, and Mr. Gabriel 
Eichler, Bank of America. 

He said that particularly the representatives of Morgan Guaranty 
and Bank of America would challenge our view that the Yugoslavs should .ask 
for new money. Further, he said that the banks again would ask several 
questions about the swing in the 11errors and omissions" item in the balance 
of payments in 1983. 

Mr. Dobrich had just returned from Belgrade. He said that the 
Yugoslavs would send the request for a standstill to the ICC on Friday, 
December 23, 1983 and said that they would want an endorsement telex from 
the Fund at the same time. I said that we had already a draft of such a 
telex ready. He confirmed that the telex would only refer to the standstill 
period and not to the offer of rescheduling of bank maturities. He also 
asked when the Yugoslavs could expect to have the standstill with govern
ments approved. I told him that this would not be approved explicitly, but 
that as soon as the Yugoslavs had requested a rescheduling of government 
maturities a standstill would be tacitly approved. His understanding was 
that the Yugoslavs had already sent the request to Mr. Probst. 

cc: Mr. Whit tome 
Mr. Schmitt 
Ms. Ripley 
Mr. Lewis 
Mr. Petersen 

··~---··/ 
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Office Memora-ndum 

TO 

FROM 

The Managing Director 

L.A. Whittome i fv:· ,I / /J'V 
SUBJECT: Yugoslavia 

In his back-to-office report 
number of proposals~ I believe that 
following undersfandings·: __ .. -

-. --· .... ~ . 

DATE: December 21~ 1983 

of t_oday 's date Mr. Schmitt makes a 
they are. acceptab1~,,,R!Jpj ect t.o the 

1. The foreign exchange allocation system 

The foreign exchange holdings in convertible currencies of the 
commercial banks should not represent more than working balances and this 
should if necessary be safeguarded by limits on both spot and spot agair,ist 
forward transactions. These limits should be known to the mission •.. 

2. Interest rates 

The phased adjustment should not be back-loaded; if possible it 
should be front loaded. 

3. Public finance 

To be effective the approach needs to ensure that a given.sum be 
blocked in quarterly instalments through 1984. This blocked sum should 
be of an amount that would in itself make the program cohesive without 
any allowance for any additional sums that might be blocked as a result 
of the requirements governing revenues and expenditures~ 

4. Official reserves 

It is essential that an effective reserves test be incorporated 
otherwise we have no basis on which to argue with others for a build up 
of reserves. 

Mr. Schmitt tells me that he had indeed intended his proposals to 
be read in this way. 

cc: The Deputy Managing Director 
Mr. Collins 

Q).,~ 's <-:.,\U;'>A.J:\ 
~-~ 
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9 Office Memorandum 
~l'Aff:'t(t 

TO The Managing Director DATE: December 20, 1983 

FROM L.A. Whittome j ~ 
SUBJECT: Telex to Manufacturers Hanover· 

I attach for your signature a telex to the President of Manufac
turers Hanover regarding the standstill for Yugoslavia. 

Attachment 

cc: The Deputy Managing Director 
Mr. Schmitt 
Mr. Mentre 
Ms. Ripley 
Mr. Collins 
CED 
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INFORMED BY THE YUGOSLAV AUTHORITIES 
w 

~t7 THAT THEY ARE PROPOSING TO COMMERCIAL BANKS THAT THE 
!;< 
~16 REPAYMENT OF THE PRINCIPAL OF MEDIUM- AND LONG-TERM 

~J ELIGIBLE MATURITIES, FALLING DUE BETWEEN JANUARY 1 AND 

J-~1 MARCH 31, 1984, BE POSTPONED BY 90 DAYS IN THE CONTEXT OF 

13, DISCUSSIONS UNDERWAY WITH THE ICC ON A FINANCIAL PACKAGE, 

:J WHICH irnuLD PROVIDE FOR THE REFINANCING OF UP TO 100 

~PERCENT OF SUCH MATURITIES. I UNDERSTAND THAT THE ICC 

I 
~INTENDS TO RECOMMEND THAT THIS PROPOSAL BE APPROVED. 

() __?~ YUGOSLAVIA HAS ENTERED INTO NEGOTIATIONS WITH THE 
I 1 FUND FOR A STAND-BY ARRANGEMENT COVERING 1984. AS YOU 

2lKNOW, THE ADJUSTMENT EFFORTS OF YUGOSLAVIA HAVE ALREADY 

_JLED TO A SIGNIFICANT REDUCTION OF THE CURRENT ACCOUNT 
I 

- I 2-i DEFICIT WITH THE CONVERTIBLE CURRENCY AREA, WHICH SHOULD 

_J FALL TO DOLLARS 200 MILLION IN 1983. THE COMMON AIM OF 

_]__~THE YUGOSLAV AUTHORITIE!,?. A~.D THE .f'.UND, UNDER THE STAND-BY 

I 
rn~1REo ~ARRANGEMENT CONTEMPLATED FOR 1984 IS T.O OBTAlN A -· 
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December 19~ 1983 

L Introduction 

YUGOSLAVIA 
Report of the Economic Subcommittee 

Visit to Belgrade December 13-16 

Members of the Economic Subcommittee visited Belgrade during December 
13-16 for discussions with Yugoslav bank and government authorities. 
The members of the subcommittee participating in this visit included: 

Carlo Boffito~ Banca Commerciale Italiana 
Steven Popper~ Bank of America 
Rainer Siegelkow~ West LB 
Lawrence Brainard~ Bankers Trust 

The National Bank served as the host of our visit and arranged the 
meetings requested~ A list of the individuals and institutions visited 
is shown. in the Appendix: 

The 1983 refinancing agreement provides two mechanisms for updating 
creditor banks on economic developments in Yugoslavia. One is the 
preparation of an Economic Information Statement on a quarterly basis. 
The other is semi-annual visits by members of the banks' Economic 
Subcommittee for in-depth discussions of current developments and 
prospects. The first Information Statement dated November 1983 has 
already been delivered to the agent for distribution to all the banks. 
This was the first visit of the Economic Subcommittee under provisions 
of the refinancing agreement. Two prior visits took place in February 
and June of this year. 

The primary goals of our discussions were the following: 

a) discussion of the recent Economic Information ·statement, 
special attention given to: 
- explanation of the large outflow on errors and omissions 

in 1983 
- reconciliation of debt data with those compiled by Peat, 

Marwick and Mitchell 
- status of arrears in foreign payments of principal and 

interest 

with 

- accounting systems being used in the NBY to track current 
data on debt 

;' 
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status of the adoption and legal implementation of 
recommendations of the special commission on economic 
stabilization - many of these items form commitments to the 
IBRD~ in the Letter of Development Policy which accompanied 
the Structural Adjustment Loan signed earlier this year. We 
asked to focus on three issues: 
- rationalization of investment and resource allocation 

improving financial discipline in the economy 
- foreign exchange allocation and accountability for foreign 

debts 

c) review of economic results and balance of payments position 
in 1983 

d) discussion of economic trends and balance of payments 
prospects in 1984 

Our visit coincided with that of the IMF, which was engaged in 
negotiations on the letter of intent for a 1984 standby facility. At 
the same time~ intensive discussions were taking place in the Federal 
Assembly on the 1984 plan and budget and on revisions to the foreign 
exchange law~ Although we feel reasonably confident in our assessment 
of the trends in the economy in 1984~ specific details in the forecast 
may have to be altered once the end-of-year data are in and the 
results of the above-mentioned discussions are known. 

It should be remarked that our discussions were greatly facilitated by 
the Economic Information Statement which presents the data in a 
convenient format for analysis. In addition~ the National Bank has 
succeeded in computerizing all of the foreign debt data~ using 
software developed by the Yorld Bank. Unfortunately~ it is not 
possible for the NBY to provide spe_cific detail on bank debt and 
maturities since an unknown portion of these transactions are covered 
by official export insurance. Nevertheless, the data base permits a 
wide variety of cross-sections to be made for detailed analysis. 
Overall~ it represents a major improvement in data management. 

,· 
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The Balance of Payments in 1983 and 1984 
(Table 1) 

During 1983 the trade account with the convertible currency area 
showed a substantial improvement. In the first eleven months of the 
year the trade deficit was more than halved to $1.4 billion 
(1982: -$3~1 billionL Due to seasonal factors (of a statistical 
nature; as well as higher end of year imports and exports) the 
December figures are difficult .to predict~ According to recent 
official projections the trade deficit for the whole 1983 could amount 
to about $2:05 billion; a drop of nearly $1~5 billion compared to 1982 
(""' $3~52 billion). It will be much lower than forecasted by the 
National Bank of Yugoslavia in June this year (- $2~85 billiony). 

The main reason for the better outcome will be a 6~ 5% decline in 
imports compared to unchanged imports in the original projections. 
This was mainly due to the restrictive measures taken this year to cut 
dolm imports from the convertible currency area: In addition, the 
Yugoslav authorities succeeded in changing the direction of trade, 
Le~ increasing imports from; and slowing exports to; the 
non-convertible currency area. 

Despite more or less stagnating markets in Western Europe the rise in 
exports will be somewhat higher than projected. This is due to the 
positive effects of the strong dinar devaluation and weak domestic 
demand which made exporting more attractive. 

As a result of the redirection of trade the trade balance with the 
non-convertible currency area in 1983 will swing back to a deficit of 

· some $350 million (1982: + $697 million). The surplus in the bilateral 
clearing balances vis-a-vis the non convertable currency area will 
thus disappear by end of 1983. 

Net invisibles with the convertible currency area are now expected to 
show a surplus of $1.925 billion, some $300 million less than 
projected in June. The main reason is a stronger than expected decline 
in net remittances which was caused by government measures to restrict 
withdrawals from foreign currency accounts. 

The deficit in the current account balance with the convertible 
currency area will drop from $1.S billion in 1982 to approx. 
$175 million in 1983, the major part of the improvement being 
accounted for by the strong reduction in the trade deficit. 

A major problem of the balance of payments in 1983 has been a net 
outflow of reserves through "errors and omissions of almost 
$600 million. About $100 million can be attributed to statistical 
measurement problems connected with the large changes in the dinar 
exchange rate. Two additional factors were 



0 
' 

0 

0 

4 

expanded credit terms of Yugoslav exporters (from 60 to 90 days) 
- export earnings being repatriated are below exports recprded in the 

trade account. 

The Yugoslav authorities are planning to implement appropriate policy 
measures to induce a more timely and complete repatriation of export 
earnings: To which extent this will be successful remains to be seen. 
However~ it seems inappropriate to us to project any negative (or 
positive) figure for errors and omissions in 1984: 

In 1984~ the trade deficit with the convertible currency area is 
expected to decline further to $1.4 billion. Yugoslavia's 
competitiveness has improved considerably in the course of 1983 due to 
the strong devaluation of the dinar in real terms: The competitive 
position will be maintained in 1984 since a further nominal 
devaluation according to inflation differentials (keeping the real 
exchange rate unchanged) is envisaged. Also the recovery in the 
western countries will lead to an increase of demand for Yugoslav 
exports: However the target of an increase in nominal exports to the 
convertible currency area of 20% seems to be too ambitious. A rise by 
14% (export volume + 10%, prices + 4%) as forecast by the IMF seems 
more likely: In the official projection imports are assumed to grow by 
around 8%~ mainly for two reasons. Firstly~ it will be difficult to 
cut down further the imports of capital goods after the very large 
decline (- 22%) in 1983. Secondly; there is. an urgent need for 
imported intermediate goods and spare parts in order to increase 
production in the export sectors. However, we expect imports in line 
with a lower export growth to increase by a slightly lower rate. In 
total the trade deficit with the convertible currency area should drop 
from $1. 95 billion in 1983 to $1. 6 billion in 1984 (still some $200 
million higher than the Yugoslav projection). 

The trade deficit with the non-convertible currency area is expected 
to decrease only slightly from $350 million to $250 million with 
exports and imports growing by 8% and 5% respectively. 

Net invisibles are forecast by the Yugoslavs to show a surplus of S2.2 
billion, $275 million more than the probable 1983 outcome. With the 
exception of tourism~ we would take the target to be realistic. Uhile 
net receipts in transportation (in line with higher trade volumes) and 
in other services should increase moderately~ net interest payments 
and net workers remittances (because of a net return of workers 
abroad) can be expected to deteriorate slightly. The projected 20% 
increase in net tourism receipts seems to be a bit too optimistic 
(because the dinar devaluation will show up only partly in lower hard 
currency prices for tourism). Therefore we expect the surplus, in 
invisibles in 1984 to be by som~ $100 million lower than forecast by 
the Yugoslavs. 

In total, the Yugoslavian current account vis-a-vis the convertible 
currency area should again improve considerably in 1984. We expect it 
to swing into a surplus of some $500 million. (This would be in line 
with the provisional INF-target but somewhat lower than the Yugoslav 
projection of $800 million). 



Cup.rent account balance 
Exports F.O.B. 
Imports C.I.F. 
Trade Balance 
Remittances (net) 
Travel (net) 
Interest (net) 
Transportation (net) 
Other (net) 
Invisible Balance 

Table l: Balance of Payments on Current Account with 
the convertible currency area 
(in million of US Dollars) *-1' 

1982 1983 *-2 1984 *-2 

- l.513,l 175,0 800,0 
5.526,4 6.400,0 7.700,0 
9.042,5 8.450,0 9.100,0 

- 3.516,l - 2.050,0 - 1.400,0 
l.500,0 1.440,0 

960,0 1.150,0 
- l.690,0 - 1.860,0 

800,0 l.Q80,0 
355,0 390,0 

2.003,0 1.925,0 2.200,0 

*-1 at unchanged exchange rates (1 US Dollar = 63,40 dinar) 
*-2 Yugoslav Projection as of 16/12/83 
*-3 Economic Committee Projection 

0 0 

1984 *-3 

500.0 
7.300,0 
8.900,0 

- l.600,0 
1. 440' 0 
1. 050' 0 

- 1.860,0 
1.080,0 

390,0 
2.100,0 

0 
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1983 Economic Performance 

Developments in 1983 

The year 1983 has show a perceptible improvement in the economic 
situation. Exports to the convertible currency area have increased by 
16% over the previous year, and by 27% to the developed Yest. This 
will be accompanied by a decrease in convertible currency imports of 
6-7%. The estimated year-end convertible currency trade deficit of 
$2. 05 billion will exceed the target of $1.15 billion, but shows a 
considerable improvement over the 1982 figure of $3.5 billion. A total 
current account deficit of $175 million is expected as opposed to the 
1982 figure of $1.5 billion. A more detailed analysis of the balance 
of payments for 1983 has been presented above. 

A 2% increase in industrial production was planned for 1983. The first 
two quarters were stagnant but a recovery in the third should lead to 
an annual increase of 1-1.5%. Due to the continuing import dependence 
of industry~ this upswing was predicated upon a greater inflow of 
imports so that the year's target for convertible currency capital 
goods imports of $1.1 billion was reached in October. The year-end 
total should still be below last year's $1. 7 billion. 

Although figures are not yet available, the 1983 harvest was favorable 
and the planned increase in agriculture production of 2.5% should be 
met or exceeded. The increasing returns to agricultural activity have 
led to· a reduction in the trend of net migration into the cities. 
This notwithstanding, unemployment is currently 14% and its unequal 
distribution between regions continues to frustrate the formulation of 
uniform economic policies on the federal level. 

'i:he 1983 plan called for a decline in real domestic demand of 10%. 
However, the indicator of real retail sales was down only 1.3% in the 
first nine months over the same period last year. At the same time 
real personal income' scheduled for a decline of 7%, was down 10% in 
the first quarter of 1983 and will register a third straight year of 
decline. It is felt by the Yugoslav authorities that any further 
compression of consumer imports would be counterproductive in the 
sense of attenuating incentives to increase production. The official 
planned falloff in real fixed investmeO:t of 20%, which was probably 
meant more as a bargaining position than as an estimate, will not be 
realized, biit this category will nevertheless show an annual decline 
of around 10%. 

The targets called for an increase in the money supply of only 12.8% 
which should be met. The policy of restraining total domestic credit 
extended by banks will keep outlays for fixed investment by banks 
below the figure for 1982. In order to improve the external 
competitive position; the dinar continued to be devalued with the real 
effective exchange rate declining 22%. The target for inflation of 20% 
proved impossible to acheive. The annual rate of increase in retail 
prices is 47.6% and 40.6% for industrial prices. This has been fed by 
a policy of .drastic price increases in some sectors, particularly in 
energy, in order to rationalize relative prices. Currently 45% of all 
prices are uncontrolled with the proportion being raised to 60% in 
January 1984. A further 25% will be governed by social compact for 
which enforcement provisions are lax. Interest rates are scheduled to 

be increased a further 6% at the end of December. They now largely 
fall in the range of 22-38%. 

.· 
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Structural Change 

\Yhile the balance of payments figures for the first eleven months of 
1983 and the projections for 1984 give reason to believe that 
Yugoslavia has succeeded in effecting a significant stemming of its 
short-term payments problem, the longer term prospects seem less 
clear. Yugoslavia's recent economic history has been marked by periods 
of more or less unchecked economic · growth followed by necessary 
periods of retrenchment. This cycle of stop-go development can be 
traced to cetain systemic factors which need to be addressed 
successfully if a repetition of the pattern is to be avoided. In the 
past, the ability of individual groups of interests to argue credibly 
that specific restrictive measures would affect them adversely in a 
disproportionate manner has been sufficient to frustrate attempts to 
deal in a profound way with perceived inefficiencies. While the 
current economic hardships have led to a wide-ranging scrutiny of the 
inherent problems of the economic system and even to the detailed 
formulation of specific proposals for change~ it appears that 
implementation and enforcement of these changes remain, as ever, 
difficult to effect in practice. Three areas of continuing uncertainty 
will be briefly described. 

The problem of rational allocation of investment remains. There are 
still many vithin the country vho feel that current interest rates are 
too high even though they remain negative in real terms. The 
authorities are committed to acheiving positive real rates of interest 
via annual or semi-annual increases but they do not envisage attaining 
this level before the end of 1985. (The IMF is pressing for mid-1984). 
The main emphasis in directing investment is still placed on tight 
credit policies and allocation by administrative means informed by a 
re-drafted set of investment guidelines. The intention of these 
guidelines is to identify priority sectors for investment (e.g. 
energy, basic raw materials, agriculture, manufacturing exports and 
transportation) as well as to develop a system of criteria for 
evaluating projects. These are to be framed within a social compact 
to which all potential projects will be bound and which will be 
monitored by banks and chambers of economy in each republic. It is 
unclear that this system will provide for more efficient investment or 
stringent enforcement than has been true in the past especially once 
the sense of immediate crisis has lifted. Such guidelines are not yet 
in place in all republics and the early passage of a federal 
counterpart appears doubtful leaving some concern as to whether the 
harmonization of local interests with larger social benefits can be 
effected more easily than in the past. This proposal wouuld not appear 
to address directly the problem of increasing the mobility of capital 
across republics and provinces. 

Secondly, in order to tighten the financial discipline of enterprises, 
the principle amendments measure appears to consist of appended to the 
1980 law on the dissolution of unprofitable enterprises. The main 
provision seems to be· that a loss-making enterprise must deve;Lop a 
plan for reliabilitation in concert with those enterprises with vhich 
it routinely deals. If this cannot be done within 12 months the 
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enterprise is dissolved. It is our understanding that beginning in 
1984 the bank of which the enterprise is a customer will become liable 

,for payment of the enterprises' debts. This is a step in the direction 
of allowing the market to decide the fate of inefficient producers, 
but there appears to be some potential for maintaining the existance 
of such an enterprise if it suits the interests of its business 
associates, for example suppliers who might otherwise be themselves 
forced to compete in a more difficult market, perhaps in another 
republic~ in order to sell their own output. Regional interests could 
once again dominate general economic efficiency criteria. 

It might also be pointed out that it still appears to be difficult to 
enforce strict controls on personal incomes paid to employees of 
enterprises~ Such guidelines are formulated on a republic' level in 
order to more closely reflect the local conditions, but instances 
where enterprises with flagging productivity grant wage increases are 
not infrequent. 

Finally, measures to improve foreign exchange mobility were enacted in 
1983 and will be further amended in 19G4. The current rule is that 
foreign exchange-earning enterprises must mandatorily sell 
approximately 37% of such flows to the National Bank. In practice, 
there are delays and problems of timing. New proposals are intended to 
greatly reduce the opportunity of enterprises to retain foreign 
exchange not needed for payments. Briefly, enterprises will still be 
obliged to sell mandatory allocations to the NBY, and will be allowed 
to retain the foreign exchange required for covering the debt 
servicing, raw material import, and maintenance import costs of 
themselves and their suppliers. '.i'he balance is to be sold on the 
foreign exchange market to a commercial bank. The information obtained 
was not sufficient to answer the question of how the enterprises' 
assessment of its foreign exchange requirements was to be monitored 
and its adherence to guidelines enforced. 

Serious attention must be paid on an ongoing basis to these problems 
not only by those outside Yugoslavia who retain an interesst in its 
development, but by the Yugoslavs themselves. 
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1984 Outlook 

\ 

The Economic Policy Resolution for 1984 has not yet been passed by the 
Federal Assembly, nor has a program for next year's economic policy 
been agreed upon with the IMF. However~ ve can expect for 1984 a 
slight increase in domestic production (gross social product should 
grow by about 2%) ~ brought about by a combined increease in external 
demand and a further decrease in domestic demand~ Fixed capital 
investments will go down by 12% : having decreeased since 1980, in 
1984 their volume will be 2/3 of that in 1979. Cuts in investment will 
compel enterprises to revise their investment decisions bringing to an 
end projects already started~ Through selective credit policy, 
priority will be assigned to work in progress and new projects which 
employ domestic resources or are suitable for increasing exports or 
substituting for imports. Therefore~ the main branches selected by 
investment policy will be agriculture~ energy, mining and some 
transportation: However in spite of the efforts to rationalize 
investments~ we have to mention that. in 1983~ the only region -where 
investment expenditure rose faster than the index of producer prices 
was Kosovo~ 

According to official and unofficial forecasts~ both private and 
collective consumption should go down again in 1984, even more 
substantially than in 1983. However; the opinion is also widespread 
that Yugoslavia has already reached a "critical point" and can not 
allow further decrease in real wages. Up to mow the population has 
accepted the reduction in the standard of living showing understanding 
of the ·situation the country finds itself in. There is, of course, 
dissatisfaction~ but real social tensions are not emerging since the 
Yugoslavs seem persuaded that these could develop into major domestic 
conflicts or call forth strong external pressures. 

The collective leadership established in Tito's last years did not 
prove to be capable of taking far-reaching decisions after Tito's 
death. The rotation system makes the political leaders rely on the 
republican party orgainizations for their own career, pushing them to 
support regional rather than national interests. At the same time, at 
thee .federal level they have to reach general agreements about 
sensitive issues. 

Such a political situation contributed to a substantial increase in 
the role of the IMF, who compelled the Yugoslavs to adopt a drastic 
stabilization policy. Generally, the policy enforced by the IMF is 
criticised in its approach (defined as being monetarist), but in the 
end, it is accepted in its individual points. The Yugoslavs would like 
the Fund to carry on an economic policy focussed not only on short 
term problems, but also finalized to reshape the structure of their 
production system. However, this is a question which must be solved by 
the new institutional structure the Yugoslav are developing. 
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In July; the Kraiger commission~ made up of the best known Yugoslav 
economists~ presented to the party central committee a long-tenn 

,stabilization program which does not contain operative proposals, but 
is very clear in its general political conclusion. The only 
possibility for the country to develop and even to survive is to 
establish a real market economy that is able to substitute economic 
for political decisions~ 

'l'he most important short-term problem appears to be inflation. Until 
1981 it was certainly a demand determined inflation~ but after the 
adoption of the deflationary policy of 1981-83 it turned mainly into a 
cost-push inflation. Rationalization of investments has not yet 
brought about a reduction in inefficiency~ which, on the contrary, has 
been raised by an increase in employment enforced through 
administrative methods. In 1983, in spite of stagnation in industrial 
production; employment went up by 2~2%; b rlnging down productivity of 
labour by L 5% ~ Moreover, costs have been inflated by the strong 
devaluati.on of the dinar~ All these causes will still be operating in 
1984; and their intensity will very much depend on government economic 
policy~ It is difficult to imagine that the Yugoslav authorities will 
be ready to give up their employment policy; the real exchange rate of 
the dinar will be kept constant; some adjustments in prices, which can 
not be postponed~ will be a cause of further inflation which, in spite 
of the reduction in domestic demand~ will probably accelerate in the 
months to come~ 

r· • 
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Capital Account Transactions 

,Developments in 1983 

Two major differences appear in the data currently available as 
compared to the figures provided earlier in the year. Total 
amortization of medium and long-term loans is now put at $2 ~ 300 -
$2~600m~ compared to an earlier forecast of S2,900m in the June 
Information Memorandum~ The other difference reflects a smaller amount 
of maturities due to banks than anticipated., 

The over estimate of total maturities appears to result from the 
inclusion of certain loans where deferral of repayment is automatic 
given certain conditions~ e.g. maintenance of an IMF program. The same 
problem is reflected in the 1984 amortizations shown in Table 2. 7 of 
the Economic Information Statement provided to the banks. The best 
estimate for 1984 maturities is now put at $2~ 925m~ rather than the 
$3~387m in the table~ 

The over estimation of maturities due to banks appears primarily to 
reflect the inclusion of bank claims which in fact have been insured 
by official export credit agencies~ The Yugoslav borrower frequently 
does not know whether certain transactions have been covered by export 
insurance. This is also to say that the maturities due to governments 
were underestimated~ Total maturities included in the bank refinancing 
are expected to be slightly over $1,000m. Peat, Marwick~ Hitchell is 
currently preparing a detailed reconciliation of these data and the 
figures supplied by Yugoslav banks. 

Taking all of these factors into account~ a detailed breakdown of 1983 
maturities may be derived : 

Table 2: Estimated 1983 Medium and Long-Term Maturities 

Bank refinancing 
Excluded debt (a forf ait deduction, 
LHB, bonds, etc) 
Multilateral agencies 
Berne Accord governments 
Non-Berne Accord governments 
Other unidentified 

TOTAL 

(Million) 
$1,000 

300 
360 
650 

60 
230 

$2,600 
======= 

These estimates take the higher end of the .range being forecast. 
Since it appears likely that the actual repayments will fall somewhat 
below this figure, the unidentified figure will be subjected to 
downward adjustment. 
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Total drawings of medium and long-term debt are projected at $4,470m. 
The estimated breakdown of sources is given below : 

Table 3: Estimated Drawings - 1983 Medium and Long-Term debt 

Commercial banks 
Multilateral agencies - IHF 

IBRD, EIB 
Berne Accord credits 
Government credits outside Berne Accord 
and other (LHB rollover; supplier 
credits~ etc.) 

TOTAL 

(Million) 
~>1~600 

620 
300 
830 

$4,470 
====== 

Taking the estimated outflow of S200 million on account of 
credits extended by Yugoslavia; the positive balance on 
long-term capital should be approximately $1,700m. 

net' export 
medium and 

Net outflows of short-term capital are estimated at $500m. These 
represent repayments primarily to banks of trade credit, counterpart 
deposits and financial credits. Although this item appears as a large 
negative outflow, its effect on the balance of payments is probably less 
adverse than it appears~ Most of the net repayments under trade lines may 
be re-drawn as needs arise~ Banks have committed to a total now estimated 
at over $700m of trade_ lines through January 1985. Yugoslav commercial 
banks that we talked to indicated that their customers were reluctant to 
draw new short-term credit because of the costs and risks involved; they 
appeared to be reducing their short-term foreign liabilities by 
restricting imports and paying cash generated by exports. Thus, the net 
repayment of short-term trade debt reflects decisions of Yugoslav 
borrowers rather than withdrawal of lines by banks. 

The unwinding of counterpart deposits is estimated very roughly at some 
$50-lOOm. Since the net short-term liability position of Yugoslav banks 
has improved during the year, declining from $34lm in December 1982 to 
$15m in September 1983, the need for these deposits is less. Yugoslav 
banks reduced their short-term liabilities to foreign banks by $JOOm in 
the first nine months of 1983 (from $1, 880m to $1, 575m) while their 
short-term clains on banks remained unchanged at $1,270m (see Table 2.6 of 
the Information Statement). 

The overall picture, therefore, reflects a financial restructuring of the 
balance sheets of the banks and enterprises by a net repayment of 
short-term debt while maintaining foreign exchange liquidity at previous 
levels. This must be assessed as a positive development. There is no 
evidence that the net outflow of short-term debt has created liquidity 
problems for the banks or enterprises. 
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Outlook for 1984 

I 
,The implications of this assessment of short-term capital flows for 1984 
are clear~ Given substantial unused trade financing committments by 
western banks~ there is no shortage of short-term credit availability in 
the outlook~ Increases in the utilization of these lines will depend 
primarily on the Yugoslav banks and companies themselves. Given the 
projected increase in imports; a modest net inflow of some $200m on 
account of short-term capital appears likely~ 

Projection for the net balance on medium and long-term capital must be 
built up from assumptions about refinancing agreements yet to be 
negotiated~ Total repayments are projected- at $2~ 925m~ Repayments to 
creditors outside of any government or bank refinancing may be estimated 
at about $625m. Maturities due to Berne Accord go·vernments may be 
esti~ated at $650m~ The remainder of $1~650m represents maturities due to 
banks and other creditors. 

'.Lable 4: Estimated 1984 Medium and Long-Term Haturities 

Multilateral agencies 
Arab governments* 
Berne Accord governments 
Banks and other creditors 

TOTAL 

* Of which~ Kuwait approximately $100m. 

(Million) e- ! Cf 
465 ~ "~t 
16osc;to ~ 
Gso , rt> ( 

1~650 ...,/ 

$2,925 
====== 

Estimates of drawings of medium and long-term credits are based on the 
following assumptions. Total drawings on multilateral creditors are 
estimated at $800m. Projected drawings on government credits are based on 
the assumption that 100% of debt outstanding at end 1982 is refinanced; 
this figure is put at $600m, or 92% of total maturities due to governments 
in 1984. Drawings on Berne Accord credits are projected at $400m and new 
export credits are projected at $50m. Bank credits are projected at 
$1,600m, composed of $1,550m of refinanced credits and $ SOm of new term 
credit. The refinanced total represents 91% of total maturities. Total 
maturities are estimated at $23m for bonds and $40m for LHB International 
Bank. It ·is· assumed that some percentage of the bonds are paid and the 
LHB claims are extended outside the bank refinancing. A residual inflow 
is projected, based on new supplier credits and Arab government 
refinancings. 
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Table 5: Estimated Drawings 1984 Medium and Long-Term Debt 
\ 

(Millions) 

Multilateral agencies 
IMF 400 
IBRD; EIB regular 250 

SAL 150 

Berne Accord governments 
Berne package 400 
refinancing 600 
other export credits 50 

Banks 
refinancing 1;5oo 
new money 50 

Supplier and Arab government credits and 
200 refinancings 2 ql ( w C1s-

$3,600 TOTAL ---~· ====== 

Assuming a net extention of long-term export credits of S200m, the 
projected positive balance on medium and long-term capital is $475m. 

Overall Balance 

Ye see no reason to project a negative balance on errors and omissions in 
1984 since the primary reeason for the lag in receipts was due to a shift 
in regulations from a 60 day to 90 day limit on repatriation of export 
earnings.· Our projections for the overall balance of payments, together 
'With projections from the National Bank of Yugoslavia and IMF are shown 
below : 

Table 6: 1984 Balance of Payments 

Millions of Dollars 
Economic Sub-
Committee NBY IMF * 

Trade balance -1,600 -1;400 -1,600 
Current account 

@lJ 
800 500 

Hedium and long-term capital 200 200 
Short-term capital 0 0 0 
Errors and omissions 0 -200 
Change in reserves 1,175 1,000 500 

*Based on discussions with the NBY; further changes in the forecast may, 
of course, be made by the Fund staff. 

y· • 
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The primary differences in the forecasts reflect the following factors. 
We agree with the Fund in making a more conservative projection of the 

,current account~ We believe the net balance on long-term capital is 
underestimated by the NBY, because the amount assumed subject to 
refinancing is too smalL We assume less than 100% refinancing of the 
bank maturities (i:e: 91%): The NBY assumes 100%: We assume some 
increase in the utilization of committed short-term trade lines. We 
assume a zero balance on errors and omissions. 

Conclusions 

Our · forecasts imply a substantial increase in Yugoslav international 
reserves. There are several reasons why such a surplus may not result. All 
of the forecasts assume a relatively active use of available credits, 
which must be activated by individual enterprises and banks in Yugoslavia 
(e:g: SAL~ Berne package~ trade lines, etc). If liquidity improves in the 
direction indicated by all of the forecasts~ banks and enterprises will 
continue to restructure their balance sheets by restricting the drawdowns 
of new credits and by re-building their own liquidity. The net effect 
will likely be a smaller increase in debt than projected here: 

Rather than forcing the Yugoslav banks and enterprises to draw credits 
they do not want or need in order to show an arbitrary rise in NBY 
reserves~ we should consider options that encourage the use of the market 
in a limited way to redirect the allocation of credit resources to the 
banks and enterprises willing and able to use them. This may be 
approached by seeking a modest repayment of maturing debt in the range of 
5-10% and by encouraging those Yugoslav banks to seek new credits from the 
banks as needs arise: This enforces a discipline on the Yugoslav banks to 
service a portion of their debt and gives them an incentive to restore 
their creditworthiness in the eyes of the lenders. 

Tying new money to the 1984 IMF program acts to hinder the efforts the 
Yugoslav authorities are making to restore the influence of the market in 
allocating resources internally. It centralizes the monies in the hands 
of the National Bank and makes them subject to political pressures and 
arbitrary decisions regarding their use. The position of the NBY would be 
better strengthened by giving it the ability to enforce greater discipline 
on the banks. In addition to these considerations, an involuntary new 
money· facility would needlessly delay the signing of a bank refinancing 
agreement. 

Ye recommend that the banks keep an open mind about the provision of new 
credits to Yugoslavia, but also that they avoid tying new money to the 
refinancing agreement. 
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APPENDIX 
========= 

Individuals and Institutions Visited 
by the Economic Sub-Committee 

National Bank of Yugoslavia 

Dr~ V~ Dragomanovic 
G~ Babic 
M. Nikolic 
D~ Ljesevic 
H~ Sarenac 
J. Petrovic 
U~ Smeljanic 

Federal Secretariat for Finance 

M~ Andzic 
E. Padovan 

Federal Secretariat for Foreign Trade 

A. Milosevic 

Federal Institute for Social Planning 

M. Miljanic 

Federal Executive Council 

J. Smale 

Meetings were also held with senior representatives of Jugobanka and 
Udruzena Beogradska Banka. 
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AS AGREED, I ATTENDED THIS MORNING THAT PART OF THE PARIS CLUB 
()MEETING WHICH WAS DEVOTED TO YUGOSLAVIA. IT WAS FINALLY AGREED 
·-- THAT THE TWO SUB-GROUPS WOULD MEET IN THE FUND OFFICE FROM 

JANUARY 11 TO 13. THE TIMETABLE WAS, HOWEVER, FURTHER COMPLICATED 
BY 1'HE DESIRE OF THE PARIS CLUB S;ECRETARIAT TO USE THIS OPPORTUNITY 
TO REVIEW SOME PROBLEM COUNTRIES IN ADVANCE OF THE NEXT REGULAR 
MEETING ON JANUARY 23. SUBJECT TO FINAL CONFIRMATION, I HAVE 
REACHED AN UNDERSTAND I NG WI TH MR. .JURGEN:3EN, THE CHA I RMAN, · ON THE 
FOLLm.J I NG: MEET I NG OF THE FIRST GROUP ON ,.JANUARY 11 , OF THE SECOND 
GROUP ON THE 12TH, AND REVIEW OF OTHER COUNTRIES ON THE 13TH. IT 
IS ON THIS BASIS THAT WE ARE WORKING ON THE TELEX TO BE SENT BY 
MR. GUETTA TO PARTICIPANTS. 

MANY COUNTRIES, NOTABLY SWEDEN, CANADA, .JAPAN, AND THE 
NETHERLANDS. EXPRESSED THEIR RELUCTANCE AT SEEING RESCHEDULING 
DISCUSSIONS.INITIATED BEFORE EFFECTIVE FUND BOARD ACTION. THE 
CHA I RMAN, !::;IJPPORTED NOTABLY BY THE UN I TED ST ATES AND, ltJ I TH SOME 
QUALIFICATIONS, THE GERMANS. WAS ABLE, HOWEVER, TO OBTAIN AN 
AGREEMENT ON THE PROPOSED TIMETABLE, WITH THE UNDERSTANDING 
THAT THE JANUARY MEETING WOULD BE PRELIMINARY AND FOLLOWED BY A 
SWISS-CHAIRED PLENARY GROUP MEETING, ANY IMPLEMENTING AGREEMENT 
BE I NCi POSTPONED PEND I NG EFFECT I VE BOARD ACT I ON. IN ADD IT I ON~ I 
HAD TO _>;nMM Ft QUF:SEL VE~3 TO SEND I NG IN ADVANCE OF THE .JANUARY 11-12 
MEETINLi. A/FUND PAPER ON YUGOSLAVIA ANALYSING RECENT ECONOMIC 
DEVELOPMENTS. MA.JOR POLICY ISSUES AND BALANCE OF PAYMENTS PROSPECTS. 
I DESCRIBED ALSO THE TIMETABLE CONTEMPLATED BY THE MISSION. 

~I AVOIDED A FIRM COMMITMENT ON EFFECTIVE SIGNING OF THE LETTER OF 
_,,'INTENT BEFORE . .JANUARY 11 , BUT EVIDENTLY IT WOULD BE OF HELP. 

THE ISSUE OF PARALLELISM WITH COMMERCIAL BANKS WAS RAISED BY 
SOME DELEGATES AND I BRIEFED THEM ON THE CURRENT SITUATION. 
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._-fHE CHAIRMAN ASKED PARTICIPANTS TO SEND AS SOON AS POSSIBLE 

AVAILABLE FIGURES ON MATURITIES FALLING DUE IN 1984. HE SAID THAT 
HE HAD JUST HAD DISCUSSIONS IN PARIS WITH MR. DUMJOVIC, ASSISTANT 
SECRETARY FOR FINANCE, WHO WILL, NORMALLY. HEAD THE YUGOSLAV 
DELEGATION. MR. .JURGENSEN H(~J:I SUGGESTED TO HIM A CUT-OFF DATE OF 
END DECEMBER 1982 <THE BERNE AGREEMENT> AND TAKEN NOTE OF THE DESIRE 
OF THE YUGOSLAV AUTHORITIES: NOT TO REQUEST ANY RESCHEDULING OF 
INTEREST. ON THIS, HOWEVER, THE U.S. REPRESENTATIVE, MRS. CONSTABLE, 
SAID THAT THE YUGO~:LAVS MIGHT WELL NOT HAVE REACHED THEIR FINAL 
VIEWS ON THE SCOPE OF THEIR REQUEST FOR RESCHEDULING. MR. JURGENSEN 
FINALLY MENTIONED THAT THE YUGOSLAVS HAVE INDICATED TO HIM THEIR 
INTENTION TO POSTPONE, ON A PROVISIONAL BASIS, REPAYMENTS ON 
PRINCIPAL ~TARTING JANUARY 1, 1984. 

OUTSIDE THE MEETING, THE GERMAN REPRESENTATIVE, MR. VON KORF •. 
CONFIRMED TO MR. ,JURGENSEN THAT GERMANY, WHILE HAVING BEEN APPROACHE(1 
BY YUGOSLAVIA, HAD J;;l..O INTENTION OF CHAIRING THE SECOND WORKING 
GROUP. HE MENTIONED TO ME THAT HE HAD RECEIVED FROM THE GERMAN 
EMBASSY IN BELGRADE ALARMING REPORTS ON ENERGY SHORTAGES IN I 
YUGOSLAVIA AND THEIR IMPACT ON INDUSTRIAL PRODUCTION AND EXPORT 
AVAILABILITY. THIS CONFIRMED ME IN MY PERSONAL VIEW THAT THE 
ADDITIONAL OIL IMPORTS FROM THE NON-CONVERTIBLE AREA HAVE NOT 
EFFECTIVELY MATERIALIZED IN 1983. 

REGARDS, 
,,- " ' \ 
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INTERNATIONAL MJNEmRY .FUND 

Minutes of Meeting No. 1 

Held at the Nati'Onal :earik of Yugoslavia 
Monday, December 5, 1983, at 10.:00 a.m. 

· National Bank ·of ·YUgoslavia 

Mr. Veljkovic 
Mr. Ymeri 
Mr. Di:mitrijevic 
Mr. Smiljani:c 
Mr .. Dragas 
Mrs. Hofmann 

Mr~· Stamenkovic, Office of Prime Minister 
Mr. Ajanovic, Assistant Secretary 

for Foreign Affairs 
.Mr. Gardasevic, Assistant President 

Federal Corrmittee for Agriculture 
Mr. Jovici6, Federal Camnunity for Prices 
Mr. Milo8evi6, Secretariat for 

Fore.tgn Affairs 
Mrs. Knezevic, Federal Committee for I.al:or 
Mr. Loncar": camnunity of Interest for 

Foreign E<;:onami.c Relations 
Mr. Mur8ec, Federal Planning Institute 
Ms. Golubovic, Federal Planning Institute 

'Ftind·representat.:tves: 

Mr. Schmitt 
Mr. Lewis 
Mr. Petersen (aftemoon only) 

Mr. Veljkovic introduced the meeting on the· balance of:~yments by noting 
that the Federal Assembly would begin discussions on the draft resolution 
on December 6 based on the balance of payments projections ncM provided to 
the mission. Minor changes could still be introduced and a more definitive 
statement of the exte:rnal forecasts could be expected by December 20. The 
mission was provided with a set of balance of payments tables by Mr. Smiljanic 
showing theoutturn for January-OCtober 1983 and the forecasts for 1983-84, 
separately showing the convertible and nonconvertible currency areas. 

· ·Mt~ . Mil6sevi6 provided nonthly figures for merchadise trade by currency area 
through.the end of 1983 based on the outturn data through November 21, 1983. 
He also provided sane breakdown of trade for the first 10 nonths of 1983 as 
requested, including energy imports, and pra:nised to provide outturn data 
through November later in the week. 

·Mr~ · MU.rsec presented. various external data based on the tables provided 
to tne mission, including growth rates of foreign trade shown in the attached 
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Table • Yugoslavfa: Merchandise Trade JJa.ta, 1983 1/ 

· (Percentage · cMn.ge ·from ·one year earlier)· 

' ... ' .... . . ' . . . . 

Jan •. - Jan.-.. Jan.-
Oct. Nov. Dec. Oct. Nov. Dec. 

' .. ' ... ' 

'IOtal exports -2.7. s.a 2.9 0.6 1.0 1.3 
conve:t:.:i:tde·area. 7.8 18.l 23.3 14~3. 14.7 15.8 
Nonconvertff'J:le area· ...:is.a -12.8 -18.2 -17.l -16.8 -17.0 

'IOtal imports 5.9: 18.7 11. 7 -6.4 -4.S -2.3 
Convertili:le are.a· 4.4 4.2 22.9 -12.1 -10.9 -6.6 
Nonconvert.i:ble area 9.1 49.0 -12.4 7.9 11.4 7.9 

l/ Estimates for Novenif:ier 1983 lJased. on outturn data through November 21, 1983; 
forecasts for JJecenlJer 1983. 
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table. The primary external objectives for 1984 were that obligations 
falling due would be honored, though. a refinancing was not precluded, and that 
Yugoslavia's overall foreign_ debt would not be increased. 
20 percent increase in convertible currency exp::>rts in 1984 was unchanged 
since the last staff visit rut the current account Sl.ll:PlUS had been revised 
downward to US$800 million, largely reflecting the downward revision to 
the forecast of net service receipts. 

Mr~ Milosevic explained that trade developments during the last rronth 
had led to some minor revisions to the forecasts for 1983. Although the 
forecast for .irrq;:orts from the convertible area in 1983 had been reduced 
.by US$200 million, even so it would be realized only if trade credits under 
the Berne package were utilized to the full extent anticipated. Imports in 
December 1983 would be lower than in November 1983. The sharp increase 

imports of oil and other en~ products,· accounting for roost of the 49 Per
cent increase in .irrq;:orts from the nonconvertible area in November, was not 
expected to continue in December. In the period January-November 1983 the 
quantity of crude oil imports was 8 percent higher than a year earlier. 
While imports of petroleum products had declined, crude oil imports for the 
entire year were forecast at 8.5 million tons, given the balance of payments 
constraints. Mr. Milosevic forecast the following changes in volume of 
exports on average in 1983. 

'rotal exports of goods 
Convertible currency area 
Nonconvertible area 

Value in 
U.S. dollars Volume Index 

(Percentage change fran 1982 to 1983) 

1.3 
15.8 

-17.0 

2.3 
17.0 

-16.2 

'Ihe estimates of volume changes were :based on the 1 percent year-on-year 
decline in exp::>rt unit values in the first nine months of 1983, and on 
uncnanged .import unit values in the same period based on the statistical 
exchange rate of Din 63. 4 = US$1 for I::oth. 1982 and 1983. The .llnport 
forecast was .Broken down as follows: 

in 
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Interinediate gocds 
capital g'00ds 
eonsumer· goods 

'lbtal imports 
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. 6,680 
1,300 
. ·410. 

8,450 . 

Finally, he noted that the seasonally high level of exr:orts and imports in 
Decerneer partly reflected the fact that the last two days of November were 
a national holiday so that some trade crossing the border in late-November 
was only recorded in December. Al.l:?o, enterprises "tJOUld try to boost 
exports as much as possllile before the end of the year so that the incane 
would :Ce reflected in the acco\Jnts for the year, hence enabling larger 
payments of personal in.canes to be made. Also, there was no:i::mally a 
seasonally high demand for imports, partly reflecting a "wait-and-see" atti
tude on the availability of foreign exqbange. 

The trade forecasts for 1984 assumed a 3 percent growth in export prices 
and a 4 percent growth in- :inlpOrt prices iii tenns of· dollars. Thus, the 
increase in volume of exports to the convertible currency area was expected 
to be the same as in 1983, namely 17 percent.. Several reasons were offered 
fur the assumed rapid growth of imports, including a pick-up in the growth of 
export markets, exp.:>rt ordels in hand, and indications based on enterprise : 
export programs and on consultations with trade associations. 

Invisibles 

Mr. Sm:Qjanic explained that Septeriiber-OCtober was the seasonal peak for 
foreign exchange inflows fran invisibles so that the present forecast for 
1983, which had changed little in net terms fran the previous forecast for 
1983, was reasonably "CSr:l:ain since it incorporated the outturn through 
October. Some reduction in both inflOilS of workers"" remittances and out
flows from foreign exchange accounts canpared with the forecast of October 
seemed war.ranted. Interest payments for 1983 had been revised downward on 
the basis of a survey of banks in September; interest payments of us:in,900 
million included the estimated fees and other costs asscx::iated with the 
external financing package. Earnings fran transportation would be boosted 
in November-Decenber 1983 by the bulge in exports and imp:>rts. 

Mr. Smiljanic explained that the downward reviston for net service 
receipts in 1984, amountj:ng to US$320 million., reflected gx"eater knowledge 
about the outturn for 1983 than was available at the t:Une of the preceding 
forecast. He thought that greater caution in projecting the growth of 
foreign items was des;trable s±nce it WOl:lld allow for a butl.t-.tn ;reserve for 
the rather unpred.ictable flows of 'WOrkers"" ran.ittances and earnings from 
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tourism. As with the previous forecast, inflows f:r:a:n tour.ism and frcm 
TNOrke:r;s' re:nitta.nces were not comp:tra,ble as be'bleeri l,983 and ;J..9:84. On 
the brutts: of canparable dat:a, Mr. Smi1.janic"s forecast in~Ucated, a 20. per
cent increase in earn.in.gs fran tot1ri5m, assuming a 5-8 percent :.tncrease in 
the Ill:lil'ICer of ovemi-ght stays and sane increase i:n earirlngs fran tbe t.:t,ghter 
control over exp::>rts and i:mports of di:nar l'.:ia.nknotes. Hbwever, he expected 
that the increase :i:n di:nar pr.tees for tourism "1N"Ollld be offset by. changes in 
the exchange rate~ 1/ 

Mr~ Sehmitt noted that t.i'J.e staff and Yugoslav forecasts of merchandise 
imports and of net services were of the same order of II'agnitude and that 
the different current account forecasts mainly reflected d.i:fferent exp::>rt 
forecasts. He suggested ti:'lat one could agree to disagree on the exp::>rt and 
current account targets as long as ooth sides '¥\'Orked with about the same 
.import figure fran wflich the output constraint would De. dete.nn:tned, j,:.e .• , 
the disagreements on the balance of payments forecasts had little policy 
implication. He wamed that the staff "'s export forecast could be on the 
ambitious side but proposed to stay with it for the time being. Mr. Veljkovic 
initially demurred, hinting ti:'lat they might want to revise upward the:j:r fore
cast of the invisibles and argu.:i:ng that the .high export forecast was justified 
by the improved level of canpetitiveness. But :i:n the course of discussion 
he did not take issue w.:ttl'l. Mr. Sdnni:tt 's suggestion of proceeding to v..ork out 
the implications of the m:::>re or less agreed merchandise i:mport forecast. 

0 

0 
Mr. Schmitt distributed a set of six charts and suggested infe;rences tha,t 

could be drawn :Eran the first two of them. Fran the first chart it could be seen 
that the profitability of exports was high, causing one to question the need to 
continue to subsidize exports through the foreign exchange allocation system 
and through exp::>rt subsidies. As long as such special incentives to exp::>rters 
were maintained, it had to be concluded that the exchange rate had not depreciated 
enough to provide sufficient export incentive, and one 'WOUld have to be pessimis
tic in forecasting export growth. Fran Chart 2 it could be seen that in tenns 
of unit lab:>r costs Yugoslav exporters had be.cane more cost competitive. 
?-:breover, they had increased their profitability relative to other exporters by 
reducing their relative costs 'While raising their relatJ..'ve prices in dollar terms. 
Thus, Yugoslav exporters should have ample incentive both to increase export 
volumes and to lower dollar export prices. 

· 1/ Ri:s statement implied tha.t d.ol.lar pr.tees should declme.tA J,984 and he 
suggested that this exPlA±ned. t:l).e decrease in tourism ;recefyts shown .t:n Ta.Cle 2. 
However, the figures for 1983 an.a 1984 in Table 2 were not ccm.par~J.e ·because sane 
workers"' remittances were allocated to tourism for 1983 but not 1984. How this 
statement was to be recenc.tled with a forecast increase .in total t.Qur::jSn receipts 
of US$1.2 billion in 1984; canpared Wth a camp:i.rab:'le fi-gu:re of US$l.O billion .in 
1983' l:ema.ined unclear. 

0 
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Mr~ Milosevic took issue with the base period used in calculating the 
chart. A study undertaken in 1979 had clearly shown that the share of 
Yugoslav exports in world markets had steadily declined as the ecoilarr\Y had 
gradually turned to production for the danestic market. Therefore, it had 
0ecome necessaz:y to introduce ihcentives to exporters. It had been decided 
that exchange rate policy should be the main policy instrument but it had 
also been deemed necessaz:y in 1980 to introduce the present systanof export 
subsidies. The :improvement in export incentives shown by the chart had 
only' rectified the distortion. created in the period fran the early 1970s .. 
until 1980. Recent surveys of the relationship between dcmestic prices 
and world prices showed that only now were exporters achieving close to the 
same income as that of producers selling on the danestic market. As to 
export subsidies, they only amounted to exemptions fran certain taxes and 
customs duties. 'Ibey had been agreed on with the GA'IT in May 1983 and would 
furthenoore be discussed with the mRD in Decenber at which time some 
standardization of subsidies at the republican level might be agreed upon. 

Asked by Mr. Veljkovic about his opinion on the exchange rate policy 
follaaed in 1983; Mr. ·Schmitt replied that the policy pursued had been 
correct. The question now, however, was 'Whether the real depreciation had 
gone far enough. Personally he was prepared to accept that the exchange 
rate should be kept unchanged· in real terms in 1984 but only if·incentives 
to exports and.restrictions on i.np:.)rts could be eii:rni.nated and if the foreign 
exchange. allocation systan could be substantially liberalized. 

··Mr~ Veljkovic replied that apart frcm restrictions on imported equipment 
goods,. to his knowledge no import res1:Jtictions had been introduced. ·These 
restrictions, which.were not rigorous as· could be seen fran the.substantial 
am::iunt of equipment still being imported, were designed to better utilize 
existing capacity in the count:J:y. The fact that imports in general had fallen 
was simply the result of lack of foreign exchange. Other measures, such as 
gasoline rationing and . restriction on travel abroad had a~o been r~rt:ed to . 

. . i_n other dountries and could not be called exceptional. As to the foreign· exchange 
allocation System, he.proposed.to postp;:>ne the discussion until represeatatives 

·of the Federal Secretariat for Finance were present. In the present circum
stances :tt would not be reasonable to eliminate these measures. Returning 
to the subject of export subsidies, Mr. Veljkovic indicated that the authori
ties were considering a consolidation of existing rebates that would bring 
them down to a· more reasonable level. He agreed with the mission, how'ever, 
that exchange rate policy had made exports nore attractive and that ca.nbined 
with other ex:i::sting incentives the present exchange rate would enable the 
authorities to achieve the export target as well as the current account target 
for 1984~ · 

In reply·to the observation that subsidies might well \'JOrk against the 
I:lene:f:t:cial effects of the active exchange rate policy byp;reventing 
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structural adjustment, Mr~ Milosevic explained that the authorities for 
sane time had been studying the structure and volume of rebates in order to 
consolidate them. It "Was their intention not to export everything at an;y 
price rut only to let efficient producers export. 

· Mr. ·n:ilnitrijev:tc said that for Chart 1 to be convincing, it should also 
· have included the developnent of other costs of production such as interest 
rates, imported raw materials and taxes. Mr. Schmitt replied that this was 
certainly a valid point with regard to measuring the absolute prof it.ability 
of exporters l'>ut ithad clearly risen relative to that of producers selling on 
the darnestic narket. rf despite this .ilnproV'ement exporters still could not 
CCNer costs, then there would bea need for a further real depreciation. 

Mr~ Milosevic explained that the custans :r:eba.te scheme was, in principle, 
a true drawback scheme. However, certain groups of enterprises had received 
oore such funds than the amount of import duties they had paid; such subsidies 
were designed to st.:imulate exports. In principle, the annual rebates were 
worked. out acCOl:ding to the input-output table fran the year before. He 
added that, when considering the question of import restrictions, it was 
important to bear in mind that oost of the :improvement in the trade deficit 
had had to be achieved by a reduction in imports. In 1983 a substantial 
increase in exports had been achieved and in 1984 it was expected that the 

0 

rapid growth of exports 'WOuld allow an increase in .imports for the first Q 
tilne in four years. 

· · Mr~ · Schttlitt then drew attention to the other charts prepu-ed by the · 
mission in which an attempt had been mad.e to find a positive correlation 
between export growth and various measures of comparative advantage of 
.:i:ndJ...vidual sectors in order to test whether structural adjustment was in 
progress. Unfortunately the figures did not yet support this. hypot"hE!.~.f.s~_no1; . 
even :tf-as suggested by Mr. Dragas-one looked at the growth of exports to the 
convertible currency area alone. He sought the help of the authorities in 
finding out What had prevented structural adjustment. He felt that one should 
focus not .. only on export subsidies but also on other subsidies to.inefficient 
enterprises. He was in full agreement with the authorities"' focus on export 
growth. In this connect.ton, however, it "Was important to ensure that the 
planned export expansion was f iJ:mly based and this could only be achieved if 
the structural change was allowed to take place in response to the exchange 
rate policy. 

Mr~ oraga~ in his intervention reverted to the question of the adequacy 
of the present exchange rate. He noted that if one looked at the balance of 
payments developnents in recent years, in particular on the virtual elimina
tJ.."on of the current account deficit with the convertible currency. area in 
1983, it appeared that the present exchange. rate "Wa.S realistic. This was 
supported by studies carried out by.econanic inStitutes in zagreti, Ljubljana 
and Belgrade which showed tnat prices achieved on export markets -were n.ow
canpetitive with those achieved on the domestic market. However, he did 
not feel that it was an opportunetime to eliminate export subsidies. 'Ihe 
accelerated.depreciation which had been carried out in confonnitywith the 0 
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technical annex to the letter of intent, had had regrettable-and according 
to sane, catastrophic-side-effects. It had led to a sharp acceleration in 
costs of .llnported raw materials and in the cost of repaying external loans, 
thus contr.:iliuting in an .important way to the sharp acceleration of inflation 
during 1983. It was therefore felt that further real depreciation would only 
be ha:an:ful to the economy. Accordingly, in the draft resolution there had 
been included the intention of maintaining price competitiveness through 
a "real exchange rate¢.i:cy" in 1984. This would imply safeguarding the 
25 percentage :point real depreciation achieved. during 1983 but no further· 
real depreciation. Finally, Mr. Dragas explained that the authorities had 
considered the recammenaation of the currency basket study prepared by the 
Fund staff and had had no major disagreanents with the results. Their 
cha.tee would therefore be based on that study. 

Mr~ Veljko\tic then inquired whether it would be possible to say that 
agreement had been reached in this area. He did not ·feel it was :possible to 
eliminate export subsidies. As to the foreign exchange allocation. systan 
he would like same clarification of the mission's :position. :But could it be 
agreed that the real depreciation of the dinar had gone far enough? 

Mr. Schmitt replied that the depreciation of the dinar had probably 
gone far enough but empliasizeci again that the mission could only agree.to 
maintain the exchange rate unchanged in real tetms if at the same time one 
could substantially reduce, and in.deed eliminate, the special incentives 
to export as well as achieve a substantial liberalization of the foreign 
exchange allocation system. The first priority in the latter area was to 
introduce a general surrender requi.rem.ent but with certification that 
exporters could olJtain foreign excl:Jange when needed. Without giving details 
Mr~ VeljkOVic added that this was close to the prOposals contained in 
relevant legislation currently under discussion. 

Finally it was agreed to set up two technical meetings to discuss 
further the issues of export subsidies and the foreign exchange allocation 
system after Mr. Be:ry of the IBRD had joined the mission. 
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Minutes of Meeting No. 2 

Held at the National Bank of Yugoslavia 
Tuesday, December 6, 1983, at 9:00 a.m. 

Yugoslav representatives: 

Mr. Veljkovic, National Bank of Yugoslavia 
Mr. Stamenkovic, Office of Preme Minister 
Mr. Y'meri, National Bank of Yugoslavia 
Mr. Dimitrijevic, National Bank of 

Yugoslavia 
Mr. Tes:tc, Secretariat far Foreign Affairs 
Mr. ·Nikolic, Secretariat for Finance 
Ms. Golubovic, Federal Planning Institute 
Mr. Jovicic"' Federal Camu.mity for Prices 

Fund representatives: 

Mr. Schmitt 
Mr. Lewis 
Mr. Petersen 

Nr. Schmitt surtmed up the discussion of the preceding meeting. The 
stage was :new set for working out the implications for the national accOtiilts 
in volume terms, after which the same accounts would be put in nominal terms 
on the basis of an inflation forecast. The forecast for inflation would be 
important for its :implications far theexchange rate, the credit ceiling and 
interest rates.· Mr~ 'Veljkovic observed that the Yugoslav authorities had 
consistently been wrong on inflation forecasts in the past and it would be 
no easier to forecast accurately far 1984. Mr. Schmitt pointed to the risks 
of forecasting too high or too low an inflation rate but proposed to estab
lish a rate of na:nina1 depreciation of the.exchange rate.in advance and 
suggested calculation of the credit ceiling gross of the valuation since 
the exchange rate change would be knor.im. 

Mr. Sta:menkovic provided forecasts of G.SP in rea1 and nominal terms 
and noted that the ~ forecast for 1983 had not been changed despite 
favorable develop:nents since the last staff visit. The. upward trend in 
industrial production, as evidenced by seasonally adjusted data, continued 
in October 1983, 'When. industrial production was 4.9 percent higher than a 
year earlier. The increase for the first 10 rronths of 1983, canpared with · 
a year earlier, was 1 percent. Data for November would be available on 
Dece:nber 14. Also, he had just heard that there had not been much dania.ge 
to the wheat as a result of me· drought in 1983. Payments for fixec: 
.investment in J~tober_ ~· . l~. 9 pe;cent __ ~gJ:i~ ·~ the same period 

__ of_.las.t. year accor_d:i;ng to prelim;t.nary fifi;'IJ'!'E;~, 

Mr. Sta:menkovfc" reported the following changes in prices for November 
1983: ..!/ 

1/ To be verified; scma of the data appear to be incorrect. 
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Nov. 1983 over Nov. 1983 over 
Oct. 1983 Nov. 1982 

Jan.-Nov. 1983 
over Jan.-Nov. 1982 

(Percentage ch;mge) 

3.7 
4.1 
5.8 

42.0 
49.4 
51.3 

40.6 
47.6 
48.9 

He expected the GSP deflater to rise by about 40 precent in both 1983 and 1984, 
implying an increase in prices of about 30 percent in the course of 1984. He 
observed that with the acceleration of prices, the growth of personal incanes 
frcm employment had also been rising. 'llle increase in total :payment of 
personal incomes far the first 10 :roonths of 1983, canpared wit:Q. a year earlier, 

0 

was 27 percent) the 12-:monthly increase was 32. 5 percent in Septa:nber 1983 and Q 
35 percent in October. 

Mr. Stamenkovic pointed to sane of the methodological differences that 
could account for our different estimates of G.SP. First, he had based his 
figures on historical data of the Federal Institute of Plarming which 
differed fran those of the Federal Statistical Office, particularly for gross 
fixed investment. Secondly, he selected 1982 as a base year which he thought 
was preferable to 1980 because of changes in relative prices of traded goods. 
Th.:i:rd, he recalled di:scussions with the Fund staff in October regarding the 
coverage of imports of nonfactor services in the national accounts.. He 
thought it preferable to anit foreign exchange withdrawals since he estimated 
that two thirds of them represented darestic transactions. Fourth, 
Mr. Stamenkovic used unadjusted data on receipts fran tourism whereas our 
tables were based on balance of :payments data adjusted by Mr. Sn.iljanic to 
.tnclude a :part of remittances fra:n abroad as receipts fran tourism. Fifth, 
different statistical exchange rates had been used in the valuation of 
ext.e:r.nal flows for 1982. It bad been estimated on the basis of work by the 
Institute in Ljubljana that a set of statistical exchange rates based on 
Din 63.4 =US$1 provided a closer approximation to values at market exchange 
rat.es for 1982 than given by valuation at the exchange rate of Din 41.8 = US$1. 
He noted that the Federal E:xecutive Council had discussed the problem of 
statistical exchange rates several days earlier.and had concluded that 
market exchange rates should be utilized for statistical purp::>ses :i:n 1984. 
It was agreed that we 'WOUld base data for 1982 on the exchange rate Din 63. 4 
= OS$1 for the purpose of estima.ting dollar values of. exi;:orts and .i:mports. 
Remaining differences in external flows estimated by Mr. Stamenkovic and Q 
the Fund staff were seen to be as shown in the attached table. Differences 
remain not only on the estima.tion of tourism receipts but on other nonfactor 
service receipts as well. 
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~rts and ~ of Gc.x::xl.s and Nonf acto+.:" Sayices 
' ' ' 

· (In 'millions: · ot. · o ~ s ~ · J:Ollars) 

NBY> • ' 
Mr ... sm.1ja.n±c. Mt~ Stamenkov:tc 
1982 1983 1982 1983 

Exp:>rts-
Merclla.nd:tse 9,923 10,050 9,923 10,050 
Tourism 1,363 1,450 764 1,000 
Transportation 1,650 1,600 1,650 1,600 
Construction work ab::oad 229 200 229 200 
Other nonf actor services 1,214 1,000 1,093 1,000 

Total exr:orts of gc;xxls and 
nonf actor services 14,379 ' 14,300 ' 13,569 13,850 
(percent change) (-0.5) (2.1) 

llnports 
Merchand:tse 12,749 12,450 12,750 
Tourism 99 85 99 1-1 
Transportation 780 700 780 
Other '·120 600 597 y 

Total imports of goods and 
nonf actor services 14,348 13,835 14,225 
(pereent change) (-3.6) 

.. ' ... ' . '' 

-. 1/ On December 6, nonfactor services :i.Irp::>rts other than transportation were 
put at US$696 million; the discrepancy in relation to NBY data was assumed to 
relat<: to "O~_hei'." ;,;~:Lee. :i.mpQr.~a, . · 
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Mr. Stamenkovic provided a table on the basis of which he detennined 
a plausible relationship Oe.tween growth d.f .itrq;x>rts and growth of industrial 
production for 1984 •. He concluded that the targeted increase of 3 percent 
in production was a reasonable estimate given the assumption of a 2.9 percent 
increase in imports of goods and services in 1984. Other assumptions for 
the 1984 foreCast were that agricultural output would increase by 2 percent 
and construction activity would decline by 4 percent. · Although .pivestment 
expenditure would decline by more tnan 4 percent, there would re sane 
increase in housing investment and construction work al:::rG1ad, :implying a 
less pronounced fall in construction. Export prices were assumed to increase 
by 3 percent in dollar te:cms, :irnplymg a 12 percent increase in volune given 
the targeted 16 percent in dollar value of total exports. Inp::>rt p.J:"ices were 
assumed to increase by 4 percent so that the 5.4 percent increase in value 
in'q;>lied a 1. 4 percent increase in volume. 

Mr. Stam.enkovic noted that itwuld be possible to project an increase 
in final danestic demand on the basis of the more mJd.est ~of exp::>rts 
to the convertible area which the Fund staff had· forecast, wt it would not 
re good to present such a forecast for demand. It was .important to present 
forecasts showing an increase in GSP, partly eecause increases in employment 
were unaooidable in vi6V'· of the new entrants to the lal::or force and the 
return of migrant workers. It was not an inherent feature of the Yugoslav 
system that redundant laOOr wuld be laid off when capacity utilization was 
low-. Moreover, if the eco:n.arw were depressed further it would not be in a 
pof?i.tion to allow repayment of "'.fugoslav.i:a 's f~eign debts. It would not · 
be acceptable to suO.scribe to the philosophy that harsh restrictive measures 
to ti'ghten danestic demand were required to depress production sufficiently 
to meet the constraints on ava.i:lahle imports. Rather, he thought that a 
preferred approach would be to define the max:iitrurn iinports given in Table 1 
and then to work out what adjustment in the structure of production would 
make it possible to l.intlt ~ curtailment of internal demand 'While at the 
same t:iJne meeting constraints on required imports. 

Mr. ·Scimtitt emphasized the broad similarities in approach, pointing 
out that structural change was the key to the adjustment process and was a 
prerequisite to lim.iting the magnitude and duration of tenlp:)rary declines 
in output during the transitional period of adjustment. '!"he charts distri
buted on the.preceding day suggested that this structural change had not 
yet taken place and. that it was :therefore necessacy to proceed with caution 
in expanding output at the present time. · 

Mr~ · StattenkOVic said that the industrial sector, wfrl.ch had provided 
IOOSt mercilandise exports, bad grown by an average of 8 percent per annmn 
pr:t.or to 1979 but industrial output bad essentially been stagnant in 1982 
and. 1983. For the four.th year in a J:Cm, there had been a pronounced 
cUrtailment of .l:mports. For :both econanic arid political reasons the shifting 
of trade between currency areas in 1983 could not be continued tndef.tn:i:tely. 
1"he· a:Dsence of a close link between sectoral output changes. and export 
!:ntens:ity in 1983 could be explained in :i;:art by the shift of exports between 
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currency areas which predominated over any overall growth of exports. 
He stressed that it would not be possible to expand exports if output 
were to decline and he .could not agree with any statement that total out
put could be permitted to decline fran 1983 to 1984. Mr. Schmitt noted 
the general agreement with Mr. Stamenkovic except perhaps on the timing and 
degree of adjustment. He thought that sane renewed expansion ought to be 
possible at the present time but it should not be so gz;eat as to overtake 
progress with external adjustement. Mr. Stamenkovic added that the draft 
resolution for 1984 stated that the increase in industrial output planned 
for 1984 was based on the plan to expand exports. The 3 percent increase 
in industrial output was expected to be divided equally between the home 
market and the export market as was the 2 percent growth of agricultural 
output. Investment.would be restricted to those projects holding promise of 
a rapid expansion of exports, with certain exceptions, such as increased 
power generating capacity. Thus, the increase in exports would depend on 
the increase in output and vice versa. Sane expansion would also be needed 
where there was a possibility of import substitution; e.g., food . 
processing. He also spoke of the need for altering the structure of private 
consumption and in this context mentioned the possibility of further liberal
izing the price system. 

0 

Mr. Schmitt suggested that if subsidies had been used to maintain weak 
industries or enterprises, this might help explain why the charts failed Q 
to shew evidence of structural change. Mr. Stamenkovic. said that the 
Government intended to reduce the subsidization of losses in fi.J:ms that 
were not fundamentally sound. Such a policy could not be :irrplemented, however, 
in sectors vital to the econany, e.g., electricit:'.'): generation. Solving this 
problem by eliminating price distortions ~uld take time. 

Mr. Scllmitt explained the logic of Tables 2 and 2a for the programnatic 
exercise, touching on the purposes to which a cautious or ambitious export 
target could be put; the obstacles to realizing a rapid expansion of exportl:j_ 
in 1984; and the impJrtance for danestic reasons of being able to program 
sane increase for 1984, albeit a small one, in private consumption and GSP. 
Mr~ · Stamenkovic appeared to acknowledge these points but still thought 
that it should be reasonable to expect the same grc:M:h of exports to the 
convertible currency area in 1984 as in l983. With an assumed growth in 
dollar export prices of 3 percent in 1984 and the upturn in the growth of 
foreign markets expected by GATI' and the OEx:D, exports to the com7ertible 
area would rise by 7 percent in dollar tenns even without an increase in 
market shares. In addition, export incentives were only ncM. beginning to 
be felt. 

Mr. Stamenkovic had assumed an increase in the GSP deflater of ab:>ut 
40 percent for 1984, the same figure as in the tables distributed in 
lateK>ctober. The corresponding growth of prices in the course of 1984 
was about 30 percent. Variations in the growth rates of the various 
deflators for canponents of danestic demand were not meant to be significant. 

0 
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Mr. Stamenkovic asked what the merits were of utilizing a forecast 
of inflation for the caning year to.fix the monthly depreciation of the 
dinar for all of 1983 in advance. Mr. Schmitt answered that, unless the 

.. exchange rate were preannounced, exporters might overestimate the future 
__ ra,te ___ ~t depreciation and thus keep· their capital abroad; an importer 

might overestimate the depreeiation arid pricesi:OO riiU.Chj a depositor would 
be rrore likely to keep his. rroney in foreign exchange, whether abroad or in 
a foreign currency account; with a policy of positive real interest rates 
a bank would want to know what interest rates would need to be in naninal 
tenns; and if the National Bank set credit limits gross of valuation adjust
ments, preannounced exchange rate changes would.provide the needed guide
lines· for implementing credit policy. Mr. Starnerikovi:c thought that expor-
ters and importers were fairly sophisticated and would soon discover bow 
the exchange rate was changing, even without advance announcements. 

A revised version of Table 4, Public Sector Accounts, was requested 
of Mr. Stam.enkovic. He explained that, follow-ing the institutional 
changes that were introduced 10 years ago when the latest constitution 
was adopted, a coherent set of accounts for the public sector still remained 
to ne developed. 

Mr. Starnenkovic said that discussions were now taking place on the 
price policy to be implemented for 1984, particularly the changes in 
relative prices in certain sectors, including electricity generation, coal, 
railway transport, steel, and nonferrous metals. Mechanisms for making 
additional adjustments to these prices in the course of the year were also 
being studied but whether adjustments would be made two times, or three 
or more times during the year was undecided. Mr~ Schmitt welcaned the 
Government" s intentions to. take action in .. this area, and requested guidance 
on specifi-c proposals to be included in the letter of intent that.would be 
feasible and sensible. Also, he suggested quarterly adjustments Of prices 
of electricity and other basic inputs to industry on the basis of changes 
in the exchange rate.·. Mr~ Stamenkcvic expected-the details of price policy 
to be decided upon by the end of Decanber; basic concepts had already been 
agreed upon at the Federal EKecutive Council's meeting of November 4. 
He noted that there were administrative costs to frequent adjustments of 
pr.ices; for example, electricity meters were read only twice a year, at 
a cost of Din 10:0 mill.ion per reading. 

· Mr~ · Jovicic sumnarized actions on specific undertakings to adjust 
prices. Oil prices had been raised prior to October l by rrore than the 
agreed increase. A "WOrking paper on price adjustments for petroleum pro
ducts was under discussion, and a further increase in these prices before 
the end of the year had been planned. Natural gas prices were scheduled 
to rise by 27 percent to 34 percent in January :J,9_84 to world nia,r~c;t , .. 
prices. Relevant data had been given to Mr. E1.~a:r.i of the Wo_rlcd:' Bank_~ Coa,l_ . -·· __ _ 
prices for consumers had been raised twice in the first seven months of 19.83. 
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'!hose for the::mal power generation were raised twice during 1983, in 
parallel with c.h.anges in electricity prices. These prices had been 
increased by 16 percent in November following the 25 percent increase 
earlier in the year. Coke prices are expected to be raised again before 
the end of the year. Other price adjust:rnents would re made near the turn 
of the year. 

'Ihere were three objecti'ves of price }.X)licy in 1984. First, inflation 
should be brought under control. Changes in the systen of price control 
would need to be decided by January 26,. 1984 since the decision on price 
control would expire on that date, rut a decision might be expected as 
much as a m::>nth before then. Most industrial prices . Jperhaps sane 60 percent) 
would De freely detet:Inined on the market while an estimated 25 percent 
would be detennined through self-mariagement.agreements and IS.percent would 
still be. controlled directly. Inflation would need to be reined back through 
other ix>licies. Second, action should :be taken rapidly to eliminate price 
disparities for the goods and services subject to price control. This 
could not re done all at once, but a niajor step could be taken. WOrld 
market prices could constitute the primary guidelines. It had been agreed 
with the World Baqk that price disparities should be eliminated by 1987 
in the case of electricity prices, and by 1990 for railway trans}.X)rt. 

0 

Prices of nonferrous metals (e.g., aluminum, copper} were expected to be 
raised to world market levels in 1984. Prices of skins and hides already Q 
exceeded world market prices. 

The th:i:rd area of price poll.Cy pertained to sectors where prices were 
tradttionally set though social canpacts. For example, many agricultural 
prices were set in this 'Way (at the level of the Federation for 13 products 
and at the republican and provincial level for others} and it was thought 
that these prices could be held down by restraining the growth. of agricul
tural input costs. The Federal Camnmity for Prices had proposed to pay 
canpensation to fanners for sane of these costs. This might also help 
restrain price inflati'Oil for other agricultural goods as well, including 
those on the green market and those exchanged between producers at the·wh.ole
sale level. Nevertheless, it 'WaS felt that higher costs of fertilizer and 
other imports ought to be passed on into output prices. 

Mr. Jovicic added that, in his opinion, effects of changes in admini
stered prices designed to correct price distortions should be excluded 
from. the Yugoslav price index used to calculate the t:equisite exchange rate 
change. 

0 
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INrERNAT"IONAL ~ FOND 

Minutes of .Meeting No. 3 

Held.at the National Bank of Yugoslavia 
Wednesday, December 7, 1983, at 10:00 a.m. 

Yugoslav·representatives: 

Mr. Veljkovic, National Bank of Yugoslavia 
Mr. StamenkoviC, Office of Prime Minister 
Mr. zeletovic, Office of Prime Minista:
Mr. Dimitrijevic, National Bank of 

Yugoslavia 
Mrs. Knezevic, Federal CCm:nittee' for I.abor 
Mr. And.Zic, Secretariat for Finance 
Mr. Petrovic, Federal Planning Institute 
Mr. Crnak, Secretariat for Foreign Affairs 

Fund representatives: 

Mr. Schmitt 
Mr. Lewis 
Mr. Petersen 

· 'Mr. VeljkoviC opened the meeting by noting that the Fund "s proposals 
would require careful consideration because of the difficulty in forecasting 
inflation. He did not find autanaticity to be particularly desirable. 
Mr~ · Sciimi;tt returned to the lessons to be drawn from the first ·four charts 
that had been distributed previously, discussing particularly the probability 
that danestic prices could face sharp upward pressure in response to the 
initial sflarp upward :boost to the relative price of exports to danestic 
prices i:n the course· of 1983. He suggested that the growth of exports and 
inflation rate might prove to exceed substantially the forecasts contained 
i:n Tables 1-3 distributed at the beginning of the meeting (prog:ram:natic 
exercise). He reviewed the various links and interdependencies amongst 
the·variables within the tables and stressed the uncertainties surrounding 
the forecast of exports, namely, the implications of having had to reduce 
dollar prices of exports i:n 1983; the short-term capital outflOW', including 
ez:rors and anissions which rose sharply in. 1983 OW'ing to the divergence 
between exports and cash receipts for exports; and uncertainties on the 
supply side, including power shortages and import bottlenecks. If export 
market shares could be expanded i:n 1984only by extending a lot more export 
credits, addi:tional growth in the volume of exports would not yield 
camnensurately more foreign exchange. This would indicate that exports 
were being pushed up too fast and some problems could arise on both the 
supply of, and demand for, exports. 

Turning to Table 2a, Mr. Schmitt observed that Yugoslav and Fund staff 
projections for real domestic demand and G.SP indicated broadly the same 
picture. He cautioned that excessive curtailment of gross fixed investment 
"NO\lld adversely affect the supply of exports in the rned.i1lill term. In the 
short run, however, a sharper cutba.ck of investment i:n 19.84 would allow more 
roan for the exp:l.IlS'ion of private consumption. 
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T.he table on household .i:ncome and expenditure (Table 3) was intended 
to provide a qualitative framew0rk for assessing the policies which might 
be brougnt to bear in restricting private consumption to the required level. 
That the Yugoslav and Fund forecasts: both indicated. a fall in final 
danestic demand prov:tded a ca:nmon basi:s for such a discuss.ton of these 
policies. There was s.:i:mi:larly a need. for an analytical table on the 
public sector in order to draw out the implications for public C0nsumption 
and :investment as well as disposable in.cane of households of public sector 
finances in 1984. · 

Mr~ StamenkoVic agreed that the 'b.lo sets of forecasts of demand and 
output were indeed broadly s:lln:Uar but again pointing to the divergent 
forecast of exports. He asked whether, if the cur.rent account surplus now 
projected. by the staff at US$5SO million proved not to be feas.:t:Ole and should 
be revised d6wnwa..rd to us~oo mill.ion, owing to a higher figure for l:mports, 
it should not be possi:ble to raise the program:ned level of output. 
Mr~ Sclmlitt replied that the impact of unanticipated growth of imports on 
output would depend on why l:mports had exceeded the target. If the reason 
were to be found in nore buoyant domestic demand than projected., this would 
indicate a policy fa±lure requiring correction.. Mr. Stamenkov.tc suggested. 
tu:ming the matter around: if the cur.rent account-surplus were greater than 
forecast owing to a better export perfo:tmanee than expected th.en it 'l'/JO'Uld be 
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possible to reduce foreign indebtedness more rapidlya::id might pe:mlit the Q 
growth of output to cane closer to his GSP forecast. He added that he expected 
further import substitution to be possible in 1984. 

Mr. Stamenkovic asked about our differences regarding the choice of a 
scale variable to relate to l:mports in making projections for 1984. 
Mr..: Schmitt replied that he prefei:red to relate the imports of gOods and 
services to total demand, but relating this import aggregate to G.SP perhaps 
representated a good canpramisee It was pointed. out that both sei:Sof fore
ca.Sts now defined imports of goods and nonfactor services to exclude foreign 
exchange wi'thdrawals on the :implicit assumption that such withdrawals did not 
f:i::nance tourist expenditure abroad. Whether or not this was the appropriate 
corwention to follow depended on whether such tourist expend:tture in excess 
of tra.t recorded in official balance of payments statistics was reflected 
in the official statistics of private consumption. It was suggested that it 
would be fruitful to explore the question in greater depth. Also 'b.lo sets 
of forecasts had been ha:rmoni:zed to reflect the valuation of exports and 
imports in 1982 (in dollar terms) on the basis of the statistical exchange 
;rate Din 63. 4 = US$1. ·Mr. 'S"tamenkovic offered. to discuss the results of 
the study on th.e biases frc:m using statistical exchange rates; this 'WOuld 
:oe done on Monday, DecemlJer 12. Mr. Stamenkovic presented the following 
estj:mate of merchandise trade with the convertible currency area in 
19.'82 ·valued at market exchange rates. 

0 
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Exports 
At current exchange rates 
At accounting rates, Din 41. 8 = US$1 
At accounting rates, Din 63.4 = US$1 

Imports 
At current exchange rates 
At accounting rates, Din 41. 8 = US$1 

. At accounting rates, Din 63. 4 = US$1 

Merchandise T.rade 1982 

·(US$ ·m:tllions) 

5,621 
5,854 
5,526 

9,167 
9,635 
9,043 

(+4.1%) 
(-1. 7%) 

(+5.1%) 
(-1.4%) 

It was agreed. that tedmical aspects of the household accounts table 
would re discussed on December 12. Mr~ 'Schmitt raised several questions by 
vay of .tn.dicating the deficiencies in Table 3 as it now stood. Mr. Stamenkovic 
explained that the nationalc;i.ccountants had looked at Table 3 and bad pro-

·vided forecasts for 1983-84 on the basis of the historical data provided 
and suggested that the various questions that had been posed regarding Table 3 
might rest be addressed in the tedmical meeting. 

·Mr~ · Sciirnitt asked how the projected increase in savings ratio.· · for 1984 
was to be realized. It would seem that drastic measures would be needed to 
bring th.ts about and one would need. to be as;;ured that real interest rates 
could be raised and could. be kept up in 1984 even if ·inflation were. to 
accelerate. This coUld lJe done, for example, by indexing the interest rate 
to the rate of inflation.· Mr~. ·oimi.trijevic replied that the banking system 
was not equi'pped at present to manage the indexation of interest rates. He 
pref erred to see positive real interest rates reali~ through reductions 
in the rate of inflation and suggested that, in any case, the savings ratio 
would tend to rise with an .tncrease in the real rate of interest even if 
the latter were to rana.in negative.· Mr~ Schmitt also anphasized the .impor
tance of interest rate policy for the control of external capital flows. 
Yugoslav credi.tors WOW.d be looking closely at develop:nents in short-tenn 
t;:apital flows and in errors and omissions if they were to continue providing 
funds to Yugoslavia in 1984. In this context one could ask whether interest 
rates had been encouraging or discouraging capital outflow. Mr~ Veljkovic 
argued that short-tenn debt was known to be too high at the beginning of 
1983 and it l'ladbeen necessary to restructure the foreign debt so as to 
sb.:j:ft ~ ·n:ore medium-tenn debt. 

Mr. VeljkOviC'argreed tha.t exporters waited to repatr;i;ate f~eign 
excl1ange earnings after calculating the ga,ins to their incane :in dinar :tepns 
,~~ waiting. He thought that one should not be pess~c in forecasting 

•H'•'"'.\;I..•·-~ •• 
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errors and anissions for 1984 since the difficulties in 1983 in ;realizing 
payments for exp::rts were not expected to persist in 1984. 

Mr~ Dimitrijevic returned to interest rate policy, explaining that 
the wide array of deposit rates, the current strategy of affecting lending 
rates by influencing costs of cc:mnercial banks fund; and the floor lending 
rate scfle:ae agreed with the WOrld Bank. He argued that this was an 
inauspicious t:ilne to tty to stimulate saving through increases in interest 
rates since household .incanes were declining. He thought that low interest 
rates did not contribute to foreign capital outflows since both households and 
enterpl;'ises -~-hold foreign excllange in domestic bank accounts, receiving 
Sl.if:lstantial interest while Oeing protected fran exchange rate risk. The 
expectation of depreciation led to a reluctance to bring foreign exchange 
home; Mr~ ·sc:hm.itt pointed out, and this could be interpreted as essentially 
equivalent to capital flight.· Mr. Dimitrijevic also pointed to the increase 
in bank deposit rates of several percentage points at the beginning of 1984 
wfl.ich would contribute to a fumnonization of interest rates danestically 
and abroad. 

Mr~ Scl'mtttt found it easy to agree with Mr. Djmitrijevic on alm::lst 
all points including the need for :i;.ositive real interest rates, but the 
.:ilnport of what he said ca:nbined with Mr. · Veljkovic "'s statements on the 
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unpredictability of the inflation rate led him to draw the opposite con- Q 
cius:ton from that of Mr. D.tmitrijevic conceming the need for indexation. 
*1:'. Dimitrijevic thought that there were other obstacles to the introduction 
o'f iiidexatJ."Ori of interest rates owing to the seasonal element of price 
:movenents. Whether the exchange rate or sane price index were used to 
index interest rates, there could be considerable oscillation in nominal 
interest rates which would be undesirable. Mr. Schmitt noted that the 
rconth-to-m:mth volatility of interest rates or exchange rates could be 
avoided t.ht:ough the using of moving averages. ·Mr~ · St:amenkovic explained 
that several gross flows were included in erra:s: and omissions: exports that 
had not been paid for, goods that had been paid for but not yet :imported, 
:i:mports that had been cleared but not yet paid for, and goods that bad 
been paid for :OOt not yet exported. To a large extent it could be expected 
that the foreign assets and liability items would offset each other. The 
novements of net errors and omissions would depend partly on the liquidity 
in partner countries, not simply reflecting policies in Yugoslavia. A 
change in the trend of errors and emissions was expec1eCl jn the last tr..-.D 
rconths of 1983 owing to the prohability that same :ilnports would be pa.id 
for through carm:rli:ty credits. · Mr~ ·sdmd.tt camnented that wben exporters 
bad delayed repatriation and :importers tended to prepay :imports, there was 
an indication that in both cases there was a desire to get assets abroad. 
;J:t was the general experi'enee in many countries that th.is -_phenomenon would 
IJe found wf1en interest rates were unduly lCM'. Mr~ VeljkcNic thought that 
the profilan stamned not fran low interest rates but frtm the depreciation 

0 
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of the exchange rate. ·Mr~ · Sdhln.ttt replled that the exchange rate reflected 
inflation rates and that for the excflange rate policy to be successful 
interest rates 1l'!USt be at a sufficiently high level; otherwise exchange 
rate policy would result in subsidies for export of capital. This problem 
would exist even with a policy of adjusting the naninp.l exchange rate only 
for inflation differentials.· Mr~ St:amenkovic added that, regardless of 
the excl1ange rate }2Q1..tey, exporters had to meet domestic payment and so were 
.limited in their voluntary holding of ea:mings abroad. .Moreover, they would 
have to justify to the Exchange Control Board any delays in repatriating 
_ea.t:nings. For each such delay, an exporter would need to provide extensive 
documentation to its republican or provincial bank on the reasons for the 
delay. The national banks would not automa.tically accept these explanations. 

The meeting then turned to a discussion of personal in.canes. 
Mrs~ Knezevic first explained that personal income payments went up by 
35 percent during the 12 m::mtbs ended October 1983; the corresp:::inding increase 
in September was 32. 7 percent, not 41.6 percent as indicated in the staff's 
t:.aDle of economic indicators. The discrepancy was explained by revisions to 
the 1982 data not taken into account by the Fund staff. The ·.year-on-year 
increase for the first 10 raontbs of 1983 was 27 .1 percent and, taking into 
account an estimated growth rate of employment of 2 percent, the average 
nomi'.nal wage had increased by 24.5 percent. ~flated by the cost of living 
index, real wages had then shown a decline in real tenns· of 11 percent. 
It was her assessment that personal.in.came would maintain the growth rate of 
27 percent through the end of the year. 

Although the nominal increase of personal incomes had been somewhat 
faster than planned, personal incanes bad risen at a lower rate than net 
income of enterprises as seen by the following figures for the first nine 
months of 1983 canpa.red with the first nine rronths of 1982. 

Enterprise Incane per worker 
Net in.came per worker 
Net personal incane per worker 

(CllMge in wrcent) 

32.4 
26.4 
23.9 

Mrs. Knezevic explained that the Constitutional Court ba,s over.ruled 
the regulation prescr.tb:i:ng that personal incOil.)SS be inCJ:"eased less than net 
incomes. As a result, sane enterp~.tses had increased -wages shal::ply. 
HOwever, t.ne.~<'.federal court ruling need not apply to the regional courts. 
~etore, rt was estimated for the year as a whole tJ:ie growth rate for 

. :het personal :i::ncames would renain below net incomes. For the year as a whole, 
to.tal inccmes of enterprises were projected to increase by 35 to 40 }?8'.C'cent. 
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Mr~ ·nirn:ltrijevic added an explanation of the concepts invol'Ved. Net 
.i:ncane referred to .tneame ava:i:lable for inte.n:ial d:;tstrj:bution after payments 
of interests, taxes and contributions. Most of the differences in the 
growth rate of 1ncane and net ~ were due to ~eases in interest rates. 
He added tnat be had recently heard of an enterprise employing 6,0QO v.10rkers 
which nad to pay m::>re in interest payments than in wages. Due to the heavy 
indebtedness of enterpr.ises it would not be possible to carry a higher interest 
rate burden. · Mr~ · Sehmitt admitted that it would be hard on enterprises but 
it was a matter of choosing between the lesser of two evils. If it was not 
possmle to increase interest rates it would not be possible to increase the 
savings ratio. and then it would re necessa:i::y to reduce in.canes. 

Ccmnenting on incanes policy for 1984, .Mrs. KneZevic explained that 
the aim would be to link incomes payments to the work perfonned rather than 
to the In.come of the enterprises. Such rules were in effect to a large extent 
in Slovenia. and as a result enterprises there nad reg-istered tbe largest 
increase in revenues and the l~ increase in personal incanes during the 
f .irst nine m::mtbs of the year. Enterprise income and net income had increased 
by 39 percent and 32 percent respectively while personal income payments per 
worker had increased by 19 percent.·· The social canpa.ct on incomes policy 
would also contribute to restraining incanes. It was supposed to have been 
signed at the end of 1983 rut had been sariaJbat delayed. Nevertheless, it 
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would be implemented in early 1984 with effect fran January 1, 19840 Also Q 
on Janua.z:y 1, 1984, amendments to the law on danestic payments would cane 
into effect. The law established a rank order for payments of various obliga
tions which put payments of personal incomes in the sixth place. The law 
also stipulated that enterprises tllat We're not liquid could not raise personal 
inca:ne payments rut only pc1.y the same average personal income as in the 
previous year. A social campact was also under preparation governing the 
pc1.yment of "extra incane;" details were not given. For all these reasons 
tli.e republican authorities expected anotbe:r real decline in personal inccmes 
1n 1984. According to the Planning Institute, net personal incomes -would 
register a decline of O. 5 percent in 1984 which would be consistent with an 
increase in private consumption of a. 7 percent only if other incanes declined 
in real tenns or if the savings ratio went up. 

other disposable i:nccmes would be restrained in pi3.rt by greater taxation 
of inca:ne fran services. At present 50 percent of people employed in the 
service sector paid only a l\JI11P sum tax. Consideration was now being given 
to increasingly relying on taxing actual :tncanes. ,Also, a major change was 
to be introduced in the taxation 0£ the agricultural f;)ector acCOPiing to which 
fanners would pay on the 00.Sis of actual income rather than a flat rate on 
the land. A clian<Je was also unCler consideration in the case of the. general 
:.tncane tax pai'd at the end of the year on all household ;tncames. A.ccording 
to this change,· the tax-free ded,uction of three times ave;rage inCQ['(le would 
be reduced to two times average incane • 
....... !";":. 

0 
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Mr~ · StaroenkOVic was not able to given any infonnation about the 
expected yield of the proposed tax refonns. He explaj;ned that they were 
still under consideration by the republican authorities arrl. might be changed 
so that, for example, one rate was reduced while anotl'l.er was increased. He 
was able to give a little n'Ore detail, ·however, on the proposed cllanges. 
The tax burden of socially-owned enterprises was three to f :i:.ve times higher 
than the burden of taxation on Individual producers, and one purpose was 
to make the burden snaring more equal. As to the agricultural sector, 
there would :De an increase in the inheritance tax if the person did not live 
and work on the fa.nu. Also there would be an increase in the taxation on 
unutilized land and finally a tax would be set on agricultural activity. At 
a ~ general level, it was being considered to make the taxation of all 
citi:.zens nore progresSive. Those that earned more should give a greater con-. 
tr:tbution to the carmuntty. It was also beiiig considered to increase the 
general inheritance tax except for close kin and to increase the tax on 
inccme earned fran property. General agreement had been reached on these 
tax refo!J'llS but the proposals were now with the republics and provinces, 
wh.iclt would introduce their opinions. 

Returning to the question of the social compact on personal incomes, 
Mr. Schmitt asked for more details of .its provisions and the date of its 
~lementation. · ·Mrs~ 'I<n.ezevi6' explained that the canpact was presently with 
republics whose views would need to be accanm:xlated. She• could therefore not 
give any details at the present stage. However, the basic elements would 
be a quantification of the relationship of wages with qualitative. results 
of labor and productivity. This would lead to a better utilization of 
resources and a faster growth of enterprise net inCCllle than of personal 
:tncanes. 

·Mr~ Schmitt saili that it was indeed desirable fran the viewpoint of 
st:ructural adjustment that enterprises which had uncovered losses would 
limit personal income payments as was stipulated in the law with effect 
fran January 1, 1984. However, he felt that it Would be desirable also to 
limit personal incomes payments for those enterprises where losses were 
covered by various transfers and subsidies and sometimes also from tax and 
interest rebates.· Mr~ Veljkevic replied that it was very rare that interest 
payments were written off by bariks; they simply did not .have sufficient 
resources to do so. As to the level of tax rebates and transfers from 
I11l1Ilic:i:palities and enterprises, it was up to the parties to the agreement 
to ensure that the resources they contributed were 'QSed constructively and 
they would surely not allow- excesSJ.."'ve. wage increases.· Mrs~ I<nezevic added 
that generally speaking the authorities agreed with the mission that it 
was important to restrain personal :i:ncomes payments so as to limit ·.tnflation. 
'lb.at was why the Social canpa.ct was t:;cy:tng to break the ~ between personal 
:tnco:ne and enteI:prise incane. · In reply to a. question, Mrs. Knezevtc 
.prani:sed to provide a written paragraph on the wages y;:olj.c;{ of. the 
authorities. 
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Thursday, December9, 1983 at 10:00 a.m. 
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Mr. DimitrijeviC', NBY 
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Mr. Smiljanic, ~1BY 
Mr. Tesic, Secretariat for Foreign 

Af f a:i.rs 
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Mr. Nikolic, Federal Secretariat for Finace 

FUnd·representatives: 

Mr. Sclnnitt 
Mr. Mentre 
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Mr. I2wis 
Mr. Petersen 
Mr. Bery (mRD) 

Mr~ Veljkovic· first extended a si;=ecial welcome to Mr. Mentre noting 
that with his arrival diSCl.lSSion on the balance of payments would now- be 
finalized. He then canmented on the basic objectives of the balance of pay
ments which were not to materially increase the external indebtedness of 
Yugoslav.ta while at the same time substantially building up external reserves. 
Secondly, Yugoslavia could and indeed had to ensure that part of the funds 
required to pay external debt and build up foreign reserves was provided 
through a current account surplus 'Which was foreseen at US$800 million. 
The external borrCMing target was put at US$3. 3 billion and was cani:osed as 
outlined in Table 2d. With regard to drawings on the government packages, 
he exr;ected the car.ryover· fran the Berne package to arrount to US$456 million. 
The ner.-r gover:nment package was exr;ected to yield US$400 million in refinancing 
and US$150 million in drawings on new suppliers credits. They would ask for 
higher amounts of new suppliers credits but the utilization of them would 
spill into 1985. As for the canmercial bank package, the authorities had 
estiJilated refinancing at the same level as in 1983 or at 05$1,000 million, 
but Mr. Veljkovic conceded that the actual anount might be slightly higher. 
He made it clear that Yugoslavia would not request new money according to 
the fo:o:nula for 1983 according to which all the 600 banks involved in the 
rescheduling exercise would participate in the new money facility. He 
suggested that new money could be achieved in some other way by. approa.ching 
five or six of the leading banks. .Mr. VeljkoviC: stated that Yugoslavia 
intended to approa.ch the Worl.d Bank to obtain a second SAL on which he expected 
to be able to draw US$70-80 million; tb.ey would also draw the full carryover 

; fran SAL 1 of US$205 million. Finally, he counted on US$50.0 million from 
the IMF. 
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M:t ~ F.entre nd:ed that the YU.goslav authorities had reduced the.tr 
estirnate of utilization of suppliers- credits outside the gover::nrnent :i;:a.ckages 
and s:ilnultaneously l'lad provided for the utilization of new' suppliers credits 
under the Geneva package. Concerni:ng the Geneva package, he :i:nqu.ired why 
the Government had put the est..lloate of refinancing of maturities due at 
US$400 million when maturities falling due to governments in 1984 amounted 
to US$600 million accord:tng to the special survey conducted in September. 

· Mr. VeljkOVic replied that the figure of maturitie5 due on government 
direct and guaranteed debt was somewhat uncertain since Yugoslavia did not 
in· all cases have k:nc:w'ledge of whether particular credits were guaranteed by 
a foreign government or not. Also during 1983 there had been reservations 
fran sane governments ab:>ut whether to :roll o;ermaturities due. 'lbey had 
therefore been conservative in their estimate. The figure did not imply 
that the authorities planned to request less than 100 percent rollover. 
The same was t:r:ue in the case of rollover by banks. The Government intended 
to request 100 percent rollover but bearing in mind the experience of 1983 
when the original estimate of US$1.4 billion had in the end been reduced to 
US$1. 0 billion, they had chosen to be cautiots also in th.ts estimate. The 
actual amount might be som.ewbat higher but probably not by more than 
US$100-200 million. 
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Mr. Mentre noted that the estimate for new roney from suppliers credits Q 
of us¢1so million was sanewhat lower than what had been mentioned in Geneva 
where a new package of US$750 million had been discussed--US$500 million in 
refinancing and US$250 million in utilization of ·new suppliers credits. Asked 
whether the US$150 million estimate referred only to CCC credits, Mr. Veljkovic 
explained that it referred also to drawings fran other governments. In this 
connection it should be l::orne in mind, he noted, that the Yugoslav figures 
also presl.llred the utilization of carryover frcm the Berne package to the tune 
of {]$$456 million so that taken together, suppliers credits fran governments 
would amount to more than US$600 million. 

In reply to 'Whether the estirnate for the utilization of suppliers credits 
outside the government :i;:a.ckage--US$189 million-was based on the expected 
i:mplementation of specific projects, .Mr. Veljkovic replied that the estirnate 
was not as precise as it might seem. Whether it would be US$200 million or 
US$250 million remained to be seen but it was bound to be substantially lOW'er 
than what was used in 1983. In that year they. had been forced to rely on 
such credits since government credits were late in being put in place. 
·However, nChf the pipeline was running low. Also they did not expect to be 
. able to arrange for ~ ·;rrpre credits since credits would be provided by 
governments in the ~ramework of the Geneva agreement, 'lhe latter statement 
should be tenJ;ered, l'l.e added, by the fact that it was diffi'Cult to es:tjraate 
how- many credits would be arranged directly between Yugoslavia and foreign 
business interests. Ht:MeVer, if it should be possible to ootai:n sufficient 
credits fran the gover:rnnent :i;:a.ckage, the authorities would make a special 
effort that only advantageous credits. outside the government package 'WOUld be 
utilized. Q 
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. 'Mr~ 'Men.tre .:tnformed the. meeting til.at bankers in the I.cndazuneeting 
had expressed the view that there should not· be any net outflow to anybody 
wh.ich, when t:aJdng into consideration scheduled payments to suppliers of sare 
US$200 mi'llion, . would be cons:tstent with the present est.tmate for the utili
zation of new suppliers credits outside the government package. He added that 
in the_ meeting the question of repayment of hard.currency debts to Pastern 
European countries had been avoided but it was likely to be raised at sane 
stage. He inquired. wl1at the intentions of the authorities were in this 
connection.· Mr~ VeljkOvic replied that the situation in this respect would 
probably be the same as .in 1983 (in which maturities had been repaid when 
due). 

'Ihe outcane of the I.Dndon meeting had been that the banks had proposed 
to refinance 100 percent of maturities due in 1984 and until negotiations . 
could be concluded to have a standstill period, Mr .• Mentre continued. The 
banks had not felt able, however, to offer any net1 m:mey. rt would be 
necessa:ry to approach the banks again . on this subject after the meetings 
of the two subgroups scheduled for January 11 and 12. Fran informal dis
cussions it was clear that bankers -would be extrE![[l.ely reluctant.to give the 
same type of ne;v money in 1984 as in 1983 but various ideas were floated 
such as cofinanc±ng with the IBRD and Em, special facilities for prefinan
cing of exports and a stand-by facility of US$200-300 million which would 
not be drawn on unless the balance of payments developed differently than 
expected I::.y the Yugoslav authorites. 

Asked what types of net1 money the Government had contemplated when 
including their US$100 Irillion estina.te for this itan, Mr~ Veljkovic 
explained that they had had in mind the extreme reluctance of bankers to 
arrange new m:mey. Also the procedure for arranging the fresh money in 
1983 bad not given good results and had been very costly. · However, they had 
taken note of the argments advanced by the IMF and had therefore included 
a m:x:lest sum. On ha:rr to realize the estimates, they had not yet made up 
their minds out the inventiveness apparent in the suggestions fran the London 
meeting suggested that a way would be found. 

Mr. Bery spoke briefly on the prospects for a second SAL. Negotiations 
would have to await the release of the second tranche of the first SAL and 
even if, in the best of circumstances, the DEM SAL could be presented to 
the Board in the third or fourth quarter of 1984 it was unlikely that any 
money from it would be disbursed before the end of the year. Unlike in 
the case of a, Fund facility, there would be a lag between the time it was 
approved and the tilne it became effective. As to the full utili.~tion of 
the present SAL during 1984 he.felt this: would be a real.tstic est.Unate. 

Mr~ Schn:iitt then explained that in the context of the genera,l Fund 
budget and in view of the likely developnent of Fund liquidity, the · 
Managing Di.rector was· presently considering to reduce the amount of Fund 
assistance to SDR 370 million which would arcount to roughly US$400 million. 
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Mr~ VeljkoVi;c exprese:tLd:tsaPPointment with this develop.rent stating that the 
Yugoslav authorities during all tbe negot:i::ations had expected a figure of 
US$500 million.· ·Mr~ Sc:nm.:ttt noted that the staff had always explained that 
the US$500 million was a maxilnum figure and was dependent on Pund-wi'de 
consideration of available resources. 

· ·Mr~ VeljkOvic then inquired about the possibili.:ty of the present 
negotiations leading to a two-year stand-by arrangement. When Mr. Schmitt 
answered that the Fund was considering·only a one-year arrangement, 
Mr. Veljkovic repeatedly expressed the interest of the Yugoslav authorities 
in ohtai:ni:ng a two-year stand-by. Mr. Schmitt, however, explained that 
according to present Fund policy this· w-ould not be possttile. 

Retur.ning to the question of the capital account of the balance of 
payments; ·Mr~ · Srtliljanic commented on the discrepancy .DetWeen the present 
estimates of repayments of meCl.i.um- and long-tenn maturities due in 1984-
US$2,925 million-and the estimate of US$3,025 million obtained from the 
special survey. Given the srra.11 difference and the fact that the US$2, 925 
million had been ohta.i:ned from the data processing center in the usual 
manner, they believed that the latter figure was more accurate and had chosen · 
to stick with that~ 1/ Mr. .Mentre explained that there had been a request 
for obtaining infonnation on the future profile of debt payments and suggested 
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that it would :be helpful if the Yugoslav authorities could prepare revised Q 
figures for, say, the next. five years in advance of the January meetings. 
Mr. Sil.liljanic explained that the external debt figures were updated on a 
regular basis so that the authorities would be able to provide updated 
and revised data as necessary. However, they would only be able to give 
data through 1987 as the data processing system only contained data for 
five consecutive years. When data were shortly prepared on the basis of 
end-1983, they would be able to give data through 1988. 'lheoretically it 
would be possible to give data for later years but practically it was not, 
since this implied going through thousands of individual loan files. In 
reply to a question, Mr. Smiljanic explained that each year the data was 
updated and data for one more year was introduced. 

Cam:nenting on short-tenn debt, Mr. .Mentre noted that as of November 20, 
the outflow of such capital amounted to US$470 million. '!he authorities"' 
forecast of US$500 million therefore supposed no further outflow during 
the last one and one-half m:mths of the year. H""11eVer, this was the period 
in which the authorities had ta repay the continuing credit facil;tty of 
same US$800 million which could then be used irrmediately for trade f:tnancing. 
The Fund staff felt that there would be same lag in utili,zing the s.Ilort-tenn 
credits and therefore included an additional US$100 million in outflow. 
'!he US$800 million was due to be repaid on November 26 but accord:tng to same 
sources. Yugoslavia had req,uested a three-month extension in repay;i:ng these 

· 1/ According to a print-out provided to the mission earlier, amortization 
payments based on debt outstanding at the end of June 1983 amounted to 
US$3,061 million. Q 
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creclits. In this connect.J.."on, he· inqu.U:ed what was· tI1e state of play on 
this .tssue. · ··Mr~ Veljkov:tc replied that. as far as {le knew, YUgoslav.ta bad 
·repaid all that was due but he woold consult his experts. Perl'laps some 
YUgoslav .banks- had apprOa.ched their counterpart banks- on a b:tlateral :basis. 

· Mr. ·Mentre explained that discussions had also lJeen held in London on 
the poss.fflle rollover of short-tenn dents due on January 18; 1985. 
Mr. Wl'littane · l'lad stressed that something should be done on this :i:ssue and 
sane bankers had agreed that i:t 'WOUld be .intJ;::ortant to rollover this a:rrount 
for another year as the overhang was seriously impairing Y'ugoslavia .. s 
credl."tworthiness. In the event the Danks"" offer had not mentioned the 
short-tenn dent. · Perhaps one could return to this issue also in January. 
Mr~ ·veljkOVic replied that the Yugoslav autb.orities had not considered this 
issue in that light. Having in mind the volume of trade it was nonaal. to 
have sane short-tenn trade credit outstanding and he was sure the autl:'lorities 
would find sane way of dealing with. the problem in due course. 

Tul:ning to errors and omissions of tb.e balance of payments; Mr~ Mentre 
noted that it had been a. frequent topic in I.qndon. The Fund staff had 
explained the large outflow as due mainly to the di:screp:mcy between the 
trade oalance according to customs data and cash payments. Ccmmercial banks 
had underlined the delays· in repatriation in export receipts as a very weak 
eleement in the Yugoslav situation and pointed out the need to take action to 
rectify this problem in 1984. 

· ·Mr~ Veljkov:i:c explained that he had elaborated on this issue at great 
length the previous day. He empbas.i;zed that when tradeflows totalled sane 
US$20 billion, US$600 million was a small figure and in h:i::s opinion not too 
abnormal. It should also be borne in m:tnd that exporters bad in same cases 
been forced to extend the credit pericid on exports. This was partly because 
trading partners sensed the urgency which Yugoslavia attached to exports 
and therefore held out to obtain better terms. But it was also because a 
substantial part of Yugoslavia's exports went to developing countries who 
had liquidity problems of the:i:r own. In reply to why the repayment period 
had been lengthened to 90 days, Mr. Veljkovic explained that it had always been 
at 90 days :in the past. In May 1982 however the authorities had thought they 
could r€duce tb.e repatriation period in order to increase foreign liquidity. 
It had proven impossible to implement, however, and therefore the repatriation 
period nad been extended to 90 days agamwitb. effect fran January 1, 1983. 
The authorities were tcying to reduce exemptions to the 90-days rule and 
had also introduced severe sanctions if the period was exceeded. However, in 
spite of all controls and sanctions tl'lerewere also cases of exporters waiting 
to repatriate their proceeds in ord.er to benefit from tbe:rapid depreciation 
of the dinar. The au:thorities were. l'tlaWy using ~t :f:Xlltcies to put pressures 
on exporters to repatriate~ f?;roceed,s and use theXJ:? bard.currency ;funds. 
Because of an intensified use of such measures, he ~ted a reduction of the 
capital outflow under errors and cm:f:ss.i.'Ons i:n the latter part of the year and 
no outfulaw- during 1984. 
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Mr. l'IJentre obser:ved that under unchanged conditions the ·mere fact 
that exp::>rts were expanding would result .tn an extenston of 9'0-day exp::>rt 
credi:ts and it was for th.is· reason that the mission had i:ncluded an estina.te 
of capital outflows under errors and arn.tss.tons of US$30Q :m:i:llion. In reply, 
Mr~ Veljk.OV'ic emphasized that things were cl'u;nging. The authorities were 
intensifying the application of credl.'t measures and also he was certain that 
exporters were becoming more cauttons in assessing whether buyers would be 
able to pay on time. Credit p:'.)lic:i:es would be applied. in two ways. If 
exp:>rters di:d not repatriate ex.p.Jrt proceeds within 90 days and had not 
obtained permission to extend the period, the canmerical bank financing the 
credit operation would withdraw the credit line in question. After the export 
proceeds had been repatriated the foreign currency proceeds would have to be 
changed into dinars within 15 days or else all credits extended to the exporter in 
que$tloil:':would be recalled.. '1h:.ts was a new regulation that had been passed 
recently; the fonner measure had been in effect for quite same time. 

Mr. Veljkovic explained that other temporary factors had also been in 
play in 1983. For example, due to arrears of US$17 million Oiled by 
Zagrebacka Bank to Algeria, Algeria had withheld more than US~lSO million 

0 

in payments for Yugoslavian exports. When PBZ had paid off the arrears the 
export payments had been released. He did not expect such cases to occur in 
1984. · Mr~ Dra~ic explained that another reason for errors and omissions 
was the discrepancy created by calculating trade flows at statistical exchange Q 
rates while calculating reserve figures at current exchange rates. 'Ih.is 
however would account for less than US$100 million. 

Mr. ·Mentre finally mentioned that sane banks in the Iondon meeting had said 
there were still sane outstanding arrears and stressed the :i:mp:>rtance of paying 
all debt payments when due. Mr. Veljkovi6 replied that to his k:now'led.ge 
outstanding payments were within the limits of what could be considered nonnal 
ccmnerc:i:al. relations and were being reduced to the satisfaction of the 
authorities. 

0 
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'rable 2a,. Yugosl.Piv~: Dl;'a,~g on !1edi~- apa. ;r:.png
. Terin Debt :tn. Cop~ie . Currency by CJ::'e:litor . 

· . (In ·mi:lli"Cns ·of.· u ~ s ~- .. do:J.Jm::s) __ . 

... '1983 1983" 
iJanua;i:y - Pre1.intlrlm:y 

· Septe.mrer· esl:.:inate . 

Under Berne Package 525 839 
Rollover of government dire.ct 

and guaranteed 213 l/ 304 
New- financial credits 135 2/ 180 
Suppliers"'. credits 177 }/ 355 

Equipnent 
Suppliers"' cre:iits 177 355 

Bank :pa.ckage 1,580 
Rollover of medium- and 

long-tenn debt 980 
New credits 60.a· 

Outside Berne and ank :pa.ckage 1,368 2,081 
World Bank regular di:.sburserrent 190 250 
World Bank SAL 70 
Other multilateral lenders (lMF) 361 620 
Suppliers"' credits 817 1,111 

Total 1,680 4,470 

... ' '19:84. 
Projection 

l,006 

400 

606 

6U6 

l,lOO. 

1,0.0.0 
100. 

1,219' 
250 
280 
so.a 
l.89 

3,325 

1/ Of which: Belgium, 12; Federal Republic of Germany, 46; Unite:i States, 155. 
Y Of which: Netherlands, 25; SWit~erland, 50; Unite:i Ktngdan, 60. 
1/ United States. 
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Minutes of M:eting No. 5 

Held at the National Bank of Yugoslavia 
Thursday, December 8, 1983 at 2:00 p.m • 

. Yugoslav g:presentati ves 

Mr. Veljkovic 
Mr. Jovanovski 
Mr. Dimitrijevic 
Mr. Markovic 
Mr. Petrovic 
Mr. Ivanovic 
Mrs. Hofmann 
Mr. velickovic 

M:Jnetary developments 

Fm1d representatives 

Mr. Sclmd.tt 
Mr. Mentre 
Mr. Hansen 
Mr. Lewis 
Mr. Petersen 
Mr. Bery (IBRD) 

Mr. Petrovic briefly described the preliminary figures for m::>netal:y 
aggregates for end-OCtober. The final figures would be ready for the 
following day. The trend for September bad continued into October. NDA 
adjusted had increased by only Din 0.5 billion and domestic credit .by 
Din 14 billion, but this nad been offset by a decline in not.her items, net." 
Ml had increased by Din 19 oillion. For the first 10 n:onths of the year 
dinar credits had risen by Din 238 billion, which compared with the inf0J.:n1al 
ceiling of Din 250 billion for the year as a whole left very little room for 
the rest of the year. However, as foreign currency credits were much lower 
than originally contemplated there was plenty of room under the NDA ceiling, 
and Mr. Veljkovic asked whether it would be possible to increase dinar credits 
beyond the Din 250 billion .i:f the increase in NDA was kept below the agreed 
limit. Mr. Schmitt responded that the only binding ceiling in the stand-by 
agreement was that on NDA. The ceilings on total credit and dinar credits 
were self-.imposed Yugoslav devices. Asked if the dinar credit ceiling fixed 
for the fourth quarter of the year had already been broken, Mr~ Veljkovic 
said that this was not the case, but it was the intention to revise the 
ceiling for December. In fact, the Board of Governors of the Bank was at 
this very- ma:nent discussing this i.Ssue. 

It was agreed to wait to discuss the forecast for the outcane on the 
monetary accounts for 1983 and 1984 until the final October f :tgures had 
becane available. It was also decided to arrange a teclm±cal meeting on how 
.interest rate acc:ruals were treated in the end-year Il'Onetary accounts. 
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INI'ERNATIONAL MJNETARY FUND 

Minutes of Mee.ting No~ 6 

Field at the National Bank of ¥"ugos1avia 
Friday, December 9, 1983, at 2:3a p.m. 

Yugoslav · reoresentati"Ves: · FLµ1d ·representatJ.'Ves: 

Mr. Padovan, Assistant Secretary for Fi:nanee 
Mr. Veljkovi.c, National Bank of Yugoslavia 
Mr. Dim.i:trijevi'C, National Bank of Yugoslavi:a 
Mrs·. Hofmann, National Bank of YUgoslavi:a 
Mr. Crnak, Secretariat for Foreign Affairs 

Mr. Schmitt 
Mr. Hansen 
Mr. Lewis 
Mr. Petersen 
Mr. Bery (IBRD) 

Mr. Padovan presented the following data on publ.tc sector revenue for 
the period~anufil:y-OCtober 1983. 

Revenue for general consumption. 
Federal budget 

Of which: tra.nSfers frcm 
Republics and Provinces 

Budgets of Republics, Provinces 
·Budgets of municipa.li.ties , 
Community of Interest for Foreign 

Econanic Relations 
Miscellaneous Funds, unallocated 
Receipts accruing to 1982 

Revenue for collective consumption 

'Ibtal public sector revenue 

January==October 1983 
Billions of Percentage change 

dinars from a year earlier 

421.970 
194.506 

(76 .172) 
70:,3517 
70.178 

53.332 
9.785 

17 .. 742 

507.317 

929.287 

31.8 
31.0 

.... 
25.~0 
20.0 

71.0 

26.7 

29.0 

The growth of public sector revenue.for the full year -was estimated at 
25-27 percent. 1/ 

· Mr~ Schmitt inquired what changes in taxation could account for the 
s:'.!-ower growth of revenue than of naninal GSP. Mr. ·padovan promised ta prov-ide 
lili:e. -ni.:t5s:tQn ·w:tfh a description of changes in taxation during 1983 as well as 
a li'st of pror;osed changes in ~tion for 1984 on Monday, December 12. 
He explained that the more rapid growth of revenue in nominal terms than 

1/ The midpoint of this range assumes a one-year growth of revenue in 
'November-Dece:nber 1983 of 13.4 percent, compared witl:l. 45.4 percent in 
October .1983. 
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spec.tf :l:ed in the letter of intent could re expla:Q:led by 'U!lPPtzicipa,ted 
inflat:L"'on, adding that revenue for traJ'l.Sfer$ havi:ng the ~ct.ai ot pex:-sona,1 
incomes: oould not eas.t:ly re resf.!ricted·. Pet?5onaf i:ncome paymen~ to those 
WC:.'lrk:ing in the pul'Jli'c ·sector had been qul."te rest.rained, r:ts.ing ey· 18. 7 per
cent so fazi in 1983 (year-on-year) in the federal admin±strat.J."'on and by even 
less in some repubi±cs and provinces. 1/ Mr. Padovan -was asked whether the 
unanticip:lted inflation and the growtf'lof revenue should not have made the 
undertaki:ngs to freeze excess pul)lic sector revenue easy to overachieve and 
he replied that it had proved d.iffi:cult to reduce expenditure ven.t much in 
real terms though there had been some real decline. In particular certain 
requirements of the anny had had to be met. · Mr. · Scbmitt asked whether 
it should not have been easy to freeze surplus revernie of the Community of 
Interest for Foreign Economic Relations (CIFER) , whose revenue consisted of 
rapidly growing import duties that were eannarked for transfer to exporters. 
After all, exporters' profitability surely must lJe ample in view of the 
deprec:tation of the dinar.· ·Mr~ PadoVan seemed not to agree, suggesting that 
:i:t -was· a questi'on of ensuring that exporters had sufficient liquidi:tif at 
home. can:nenting more generally on the undertaking to freeze excess revenue, 
he asserted that it had been explained in discussions with Mr. Whi.ttome in 
Washington that the undertaking to freeze Din 35 billion by the end of 1983 
would be di:fficult to ach:teve. Revenues froz.en in respect of receipts in the 
period January-octoner 1983 amotmted to Din 9.444 billion compared with 
Din 9. 066 :billion a m::>nth earlier. He declined to predict how IrD.J.ch excess 
revenue might be fro:z=n by the end of the year. He explained that tmtil 
August 1983 some 59.7 percent of custans duties were transferred to the 
CIFER, the remainder accruing to the federal budget. As of August 1, 1983 
the percentage retainad J::u the CIFER was raised to 67. 2 percent. In the 
standard monthly ret;:ert on public sector revenue, the line "CUstcms Duties 
and. Special Iev:i:es" also included a sum accruing to the CIFER of special 
import fees (additional to tariff receipts) that comprised some 20 percent of 
CIFER"'s total revenue. These import fees were charged in order to provide 
the CIFER with sufficient revenues, virtually all of which were transferred as 
subsidies to exporters. 

Mr. Padovan said that decisions were taken at the beginning of each year 
as to the airotmt of resources that needed to be made avail.able to the CIFER, 
given trends in the excbange rate and in prices, but did not explain why the 
percentage of custcms duties earmarked for the CIFER had needed to lJe raised 
in August 1983. Mr. ·Bery, referring to an IFC project in Slovenia which was 
said to have r~ived regional subsidies amotmting to same 25 percent of the 
value of exports, asked whether such subsidies were channeled through the 
CIFER. Mr. Padovan replied that they were not, adding that transfers to 
exporters were not allocated according to republic. 

· l/ The cost o;f ;J..i_y~g ;raae by· 37 .6. .pei:;cent in the same period whi.ch IDuld 
:tni)ly a decline of 14 percept .til real texms. · 

0 
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Mr. Padovan was: asked for data. on the revised .federal.budget for 19.83 
and was asked arout the status of the draft federal budget ;for 1984. He 
pran:tsed to provide the Usua.l breakdown of .federal goveri:'lnent revenue and 
expendi"ture for the first 10 months of 1983 and revised est:b'nates for the 
whole year. The revised total expenditure in 1983 was put at Din 261. 654 
billion ccmpared with orig:tna.lly budgeted expenditure of Din 243.9 billion. 
Asked al::out reports that additional funds totalling Din 15 billion had been 
allocated for financing the Yugoslav anny; 1/ Mr. Padovan said that this 
was not the case. Mr. Padovan declined to confinn that the draft budget had 
been adopted by. the Federal Assanbly saying instead that several alternatives 
wi:t.h. different sets of numbers were still l:JI'lder consideration. 

It was expected that by the end of the year, or in early 1984, a social 
canpact on public sector finances in 1984 would be signed. A social canpa.ct 
had been proposed bi the Federal Executive Council on December 8 and had 
been sent to the various republics and provinces for their consideration. 
'!he proposed canpact, reflecting input 17.:1 the Federal Secretariat for Finance 
as well as the secretariats for finance in the republics and provinces, 
provided for a coordination of the various taxes and other levies in the 
various republics. It was explained that the h.anroni_?ation of the tax system 
needed to take place in this way since, except for the rates of turnover tax 
and customs duties which were dete:i:mined at the federal level, decisions on 
tax rates were made within individual republics and provinces. The social 
canpact would provide for changes in taxation that:would raise the tax burden 
for households and lower it for enterprises, at least in relative tenns. 2/ 
He cautioned that the revenue effects of these tax refonns might not be -
very large because, for example, direct taxation on the household sector 
accounted for only 7 percent, and taxes on productive enterprises for only 
11 percent, of .total revenue for general consumption. He added that the 
Federal Government was also preparing to introduce changes in the turnover 
tax. 

1/ This assertion was based on a newspa.per report on I):cember 8 in Politika 
which said that the approved federal budget for 1984 had been adopted the 
preceding day either by the Federal Assanbly or by some canmittee t.h.ereof, 
with expenditure totalling Din 374.029 billion. '!he newspaper article reported 
that this figure represented a 42.9 percent increase over the revised budget 
figure for 1983 or, if allowances were made for additional funds to finance 
the Yugoslav People ... s Arr.cy, an increase of 35.2 percent. 'Ibis latter figure 
.implied total federal expenditure including all funds for the anny of 
Din 276.654 billion, exactly Din 15 J)illion more than the figure quoted by 
Mr. Padovan. 

2/ Whenever Mr. Padovan speaks of taxation he refers to budgetal::y revenue 
for general consumption. Revenues for collective consumption, comprising 
more than half of all public sector revenue, cons.:!.st of mandatory contribu
tions pa.id out of personal incomes fran employment and enterprise income. 
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Mr. Padovan was asked a:tx::>ut .;repbrts that the bud.get of .the federati.on 
had incurred. debts which had cumulated to Din 110 b.:tllion since 1976. He 
explained. tllat:. most of this araount cons:i:sted of unfulfilled otliigati0ns,. 
as provided .in leg:tsla'U'on passed in 1977, to set aside funds for the az:my, and 
for less developed areas, and to transfer funds to ccmnuru.'ti:es of .interest that 
provided pensions and various benefits to .invalids and war veterans, etc. Of 
this total sum, Din 20.5 billion had been spent by the cammu:nities of interest 
and the Federal Government reimbursed them for Din 10 billion of this airount. 
The rerraining Din 10.5 billion would be paid in three.equal annual installments. 
It was unclear whether the remaining Din 89.5 billion in obligations could be 
honored in the future. 

It was explained that communities of interest for collective consumption 
.ruid tOrrowed the Din 20 ~ 5 billion rnostly outside the banking systerri~ · Orily - · 
sane Din 3-4 billion had been borrowed frcm banks, and only for relatively. 
short periods of time, because bank credits were permitted to be of no more 
than 30 days ma:t:urity and carried an interest rate of 35 percent, rnore than 
for alternative sources of credit:.. The other credits from unspecified sources 
were also short-term loans. There were no statutory limits on the airount of 
Dank cred±t that could be taken up by com:nuni.ties of interest or budgets of the 
various levels of government, provided that such bank credits were extended 
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for no more than 30 days. In sane cases the comm.mities of interest would cope 
with liquidity shortages by d.$J.¥ing payments of :i;ensions and other transfers Q 
until the requisite reVe11ue had been received. Mr. Padovan explained that 
budgets of republics and provinces were not allowed to remain in deficit and 
that, in the event of budgetary surpluses, funds could be set aside for payment 
of future obligations. 

Mr. Padovan explained that discussions were underway on the prot:esed 
federal budget for 1984. 1/ Proposals for taxation of interest and of capital 
gains of foreign exchange-accounts were still under consideration and the Fund 
staff would be info:r:med when a final decision had been reached. The annual 
plan resolution for 1983 had stipulated that funds for general and collective 
consumption should decline by, 7 percent in real tenns, but in fact the decline 
was now expected to be somewhat greater. A restrictive approach along similar 
lines was conte:nr?lated for 1984 as well, for it was recognized that enterprises 
bore too large a burden to supply funds for general and collective consumption 
(i.e., tax burden in the widest sense). According to one proposal that had to 
be regarded as still very tentative and subject to modification, general and 
collective consumption would be linked to national income such that the growth 
of revenue would be 20 percent lc:Mer than the growth of national incane in 
nominal terms in 1984. In analyzing public sector finances f<:)r 1984 it was 

__ impor.:tant _to b~ar in mind the ~l>ec:f(i~ features of the fede~al. budget. In 

1/ That is, he gave no indication of the parliamentary action to approve the 
draft budget which had been rei:orted in the newspaper. 

0 
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parttcula,r, 20 percent of federal budget expenditure ~.ised tra.nsfers for 
veterans and invalids and 60 percent of budget expenditure was for the 
Yugoslav ar:m.y, and these expenditures were protected from euts in real teDllS. 
HONe.ver, above average growth of expenditure on these items would be canpen
sated :Oy low&revenue and expend:i:ture for other elements of general consump
tion. Similarly, pensions and benefits for :invalids would grC1if more rapidly 
in ncminal teDllS than would other outlays for collective COn.sunlJ?tion. 
Similarly, Mr. Padovan left the impression that limits would probably apply 
to collective consumption in the aggregate. Thus an above-average growth of 
pensions and benefits for :invalids would imply a lower penniss.ible rate of 
growt..~ of revenues for other elements of collective consumption. He added 
that legislation providing such limits on the growth of the public sector 
would be passed for the full year 1984 rather than be extended for six months 
at a time as in 1983. Agreement on the provisions of this law was expected 
by the end of December. The 1983 law on freezing excess public sector revenue 
would be follc:iwed by an inclusion of similar provisions. 

Mr. Padovan explained that the squeeze on the volume of public sector 
expenditure implied by his revenue forecast for 1983 was reflected in the 
curtatlment of almost all funds for public investment, a 19 percent limit 
on the growth of ncminal incanes fran public sector employment, and curtail
ment of expenditure on goods· for current consumption. 
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Minutes of Meeting No. 7 

Held at the National Bank of Yugoslav.ta 
Monday, December 12, 1983 at 9.30 a.m. 

Yugoslav representatives 

Mr. Veljkovid, National Bank of Yugoslavia 
Mr. Stamenkovic, Office of Prime Minister 
Mrs. Knezevic, Federal ca:mn:i:.ttee for Labor 
Mr. Bozovid, Federal Statistical Office 

Fund ·reoresentatives 

Mr. Schmitt 
Mr. Ha.h.sen 
Mr. Le'.irls 
Mr. Petersen 
Mr. Bery (IlmD) 

National accounts. tables on household sector and public sector 

Mr. Sta:me:tikovid introduced Mr. Bozovic, Department Head for Economic 
Balances in the Federal Statistical Office, 1Nho discussed the construction 
of Tables 3 and 4 of the program:ratic exercise. Mr. Stam.enkovic provided a 
revised set of forecasts for Table 3 which were n<:M consistent with the 
Table 2 forecasts of naninal GSP (attached) • Table 3, hous€hold income and 
expenditure, did not properly include capital gains arising fran the valuation 
change in householdS foreign currency deposits. It was agreed that, since 
foreign exchange withdrawals were not reckoned as imports of nonfactor 
services in the GSP table, they ought to be netted out of transfers frcm 

· abroad in line 3. 8. These figures would partially reflect the valuation 
effects of exchange rate changes since the withdrawals would be converted 
into dinars at the current exchange rate. However, capital gains on foreign 
currency earnings that remained on deposit in banks were not reflected in 
Table 3 as ncM constructed. Based on the difference .between end-1981 and 
end-1982 household deposits, as shcMn in the consolidated balance sheet of 
com:nercial banks, foreign currency deposits increased by Din 164.5 billion 
(reflecting valuation changes) and dinar deposits rose by Din 53.4 billion, 
for a total of Din 217.9 billion. Thus, the flow figure of Din 145.1 
billion for financial savings of households in line 3 .17 must be under
estimated. 

Another amiss ion fran Table 3 was interest income. Line 3. 6 is a 
residual and so implicitly might include interest income. · Mr~ BozoviC' 
prarn:i:sed to provide annual ti.me series on interest inccme of households 
whi'Ch, to the extent that it exceeded the figures in line 3. 6, VJOuld be 
added to the total for household income. Interest earnings were at present 
included with "other ite:ns" in a separate table on household accounts pro
vided by Mr. Bozovic. 
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The change in household deposits according to banking statistics 
for the first 10 months of 1983 ind±cated an .tncrease in dinar savings of 
Din. 27Q8 billion and an increase in foreign currency deposits' of Din 346.8 
billion, excluding interest payments which for each type of depoSJ.'t would be 
credited at the end of the year. 

Line 3.4, social security transfers, consists of pensions, d±sabied 
benefits, sick leave benefits, etc., from canmunities of interest for 
collective consumption. These benefits are all adjusted in nominal tenns 
in line ·with the growth of personal incanes in the preceding year, at 
least in principle. Part of the growth in these transfers .ts attrmutable 
to the rising number of :pensioners, which grew by 3.5 percent in 19'81, 
3.9 percent in 1982 and an estimated 4 percent inl983; an increase of 
5 percent is projected for 1984. It was expla:i::ned that retirement was 
mandatory for women who had worked for 35 years or reached 60 years of age 
and for men who had TNOrked for 40 years or reached 65 years of age. In each 
case retirement five years earlier was optional, but it would entail a 
10 percent reduction in :pension benefits. 

Line 3.5, other transfers from the public sector, comprised transfers 
for other noneconomic activities including education, various awards and 
scholarships, auta:robile and life insurance benefits etc. Line 3.7, 

0 

receipts from enterprises to meet collective needs, comprised payments in Q 
cash and in kind by working organizations (enterprises) for such things as 
meals during the work day, annual leave, and other fringe benefits. These 
receipts only came from productive enterprises and were taken fran special 
funds established by enterprises for this purpose. 

Line 3.11, other taxes and fees paid to the public sector, could be 
disaggregated to show direct taxes separately; Mr. Bozovic prani:sed to 
provide such data. Line 3. 3. , social contributions out of personal inccmes 
fran employment, included some contributions from enterprise inccme. These 
figures should be reduced by some 10 percent •. '!his entry includes contri
butions from personal incanes for sane 100,000 people who work in the 
private sector but it does not include contributions from the private agri
cultural sector. Mr. Bozovic would try to provide data showing what part 
of these contributions represented costs associated with employment in the 
private sector. 

The motivation for constructing a table on public sector accounts 
Cl'able 4) was briefly explained. Mr. Bozovic said that the downward adjust

ment to line 3.3 would also need to be made in line 4.1 and the corresponding 
anount should be added to line 4.2 which included most (mandatory) contr:tbu
tions fran enterprise income. Otherwise, he thought that tl'le Table 4, as 

0 



0 

0 

0 

. : :: 

- 3 -

constructed, appropriately reflected the resource flows between prod.uctJ."'ve 
activities and the public sector. He was asked whether rt would be possmle 
to disaggregate net personal incomes in line 4.5 in order to include only 
those personal incanes derived from emplo~t i:n the pu'bli:c sector. He 
indicated that.this could be done and these data would re prcrtli:ded. 

Finally, Mr. Stamenkovic provided forecasts for 1983 and 1984 for the 
public sector accounts in Table 4 worked out :by the Federal Planning 
Institute under the assumption of no change in tax policy in 19:84. He had 
been infolllled that the Secretariat for Finance would not be able to provide 
detailed estimates of the expected revenue effect of the proposed tax policy 
changes. 



0 

0 

0 

IN'l'ERNATIONAL mNErARY· FUND 

M.irru:tes of Meeting No. 8 

Held at the National Bank of Yugoslavia 
Monday, December 12, 1983, at 2:00 p.m. 

Yugoslav representatives: 

Mr. veljkovic, :ceputy Gove.rnOr, 
National Bank of Yugoslavia 

Mr. Starnenkovic, Office of Prime Minister 
Mr. Mur5ec, Feder8.l Planning Institute 
Mr. Zikelic, Deputy Secretary, Federal 

Secretariat for Finance 
Mr. Sikimic, Head of Department, Federal 

Secretariat for Finance 
Mr. Nikolic, Federal Secretariat for 

Finance 
'.Mr. 'LOnear, Ccrmm.mity of· Interest :fbJ::·:Foreign 

Econcmic·Relations 
Mr. Ve1ickovi6, National Bank of Yugoslavia 

FU:rld·representatives 

Mr. Schmitt 
Mr. Hansen 
Mr. Lewis 
Mr. Petersen 
Mr. Bery (IBRD) 

Mr~ ·zikelic said he was pleased to report that the proposals and amend
ments to the foreign exchange .. law bad now been suh:nitted to the Parliament 
where it had begun to undergo the appropriate procedures. He would, · 
therefore, be in a position this time to clarify all the issues "Which bad 
had to be left open in the previous meeting in November. H.e noted that one 
of the key elements of the N'oV'ember 1982 amendment had been to establish 
groups of enterprises by activity in which enterprises among thanselves 
would agree on their.reproduction needs and establish what should be sold to 
the unified market as a surplus. It bad proved very difficult to establish 
these groups~ 1/ To speed up the process the amendments to this law therefore 
specified that-the groups should be established within the Chamber of :Economy 
which comprises all the enterprises of Yugoslavia. He could not say the 
exact number of groups which would be established; it would · not necessarily 
be limited to the 19 general associations within the Chamber. As under the 
previous system, the resolution would specify the surrender of foreign 
exchange to the National Bank of Yugoslavia (NBY) to satisfy the needs of 
federal agencies, :replenish :reserves of the NBY, and pay for imp::>rts of 
energyanCtessential caamodities. mus "general social requirement" would be 
covered by one act and specified as one percentage of exports rather than by 
several surrender requirements according to various acts as in 1982. The 
surrender requirement had not been quantified yet since it would depend on 
the financ:tal support package to be concluded with govern:rrents and banks. 
The groups of enterprises would then, 6n . the l::asis of what was· left over and 
taking into account OALswho did not generate sufficient foreign exchange, 

· 1/ Only eight bad been formed according to a government report. 

----"----....----~·-- ·------~---·---....--·-·--~---~~- -
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agree among themselves what were their reproductions needs including raw 
na.terials, spare parts, and. debt service needs. What was left over would 
re sold to authori~e:i cc:mnercial banks in the unif ie:i foreign exchange 
market. The 08Ls that generated little or no foreign exchange would buy 
.from the unified exchange market the quota agreed for them within the 
groaps of enterprises. Ire added that the special law on repayment of 
loans in foreign exchange would rercain in effect. · 

Mr. Zikelic explaine:i the propose:i system by the following ~le: 

(In millions of U.S. dollars) 

Total foreign exdlange receipts of · 
enterpr:tse 

Surrender requirement to NBY 
To re divide:i by enter.tses 

Reproduction needs of enterprise 
SUrplus to be sold to unifie:i market 

100 
37 
63 

(30) 
(33) 

0 

The enterprise would nave to sell the surplus of US$33 million to the 
un:tfi'ed market within two days. It was still allowed to pool its resources 
with th.er enterprises, out only within the US~30 million l.imit reserved for 
its Olllll'l reprod.uction:reeds. In this way it was assu:ned that a max:i.rm:m of Q 
foreign exchange was channelled via the unified foreign exchange marketo 
The NBY would take on an expanded role, he added. In addition to the general 
surrender requirement, the NBY would receive the foreign exchange obtained 
fran the sal,e of foreign exchange to Danks by private citi~ens and tO 
foreign exchange houses by tourists. '!he National Bank would also regulate 
the meetings of the interbank market. On this market banks would offer 
within five days the surplus foreign exchange obtained from enterprises. 
'Ihe NBY would regulate the market :Cy .buying or selling foreign exchange. 
It was .implied that this was the only requirement for forced surrender to the 
interl:>ank ·market. 

Mr. Zikelic explained that in cases where there was a timelag between 
the realization of an export receipt and the :payment for reproduction needs, 
the enterprise:~ would be required to sell the foreign exchange to its 
authorized barik but would receive a guarantee for a repurchase after the 
agreed time period for the sale. 'Jll.is temporary sale would be enforced by 
withl'lold.ing tax rebates and _inp::>rt duty drawbabl<:s on the exi;x:>rt in question 
:if the entel:prise liad not sold the foreign exchange within 15 days. Also, 
the ca:miercial banks would wi:thbold furt'Pier credit expansion to the enter
prise until natters were regularized. 

Mr~ Sclirtdtt tnquired what type of deposit the enterprise would receive 
in return for the foreign exchange and at wtia.t interest rate. In reply, 
:,Mr~ Z.:tkelic explaine:i that it would receive a nonna.1 dinar deposit at a 

0 
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noi:mal interest rate. 'I.he exchange tate: woUld be that of the day. of sale 
while the exchange rate used for the repurchase would be that in effect 
at the time of repurcl1ase. He agreed that this would result in sane loss 
to the enterprises, given the present circumstances, .Out the loss would 
be small given the likely short period involved. Moreover, ti."le enterprise 
would only receive the export suesidy if it sold the foreign exchange. 
Asked wnat rules would govern the foreign exchange presently held in 
farei:gn exchange accounts :Oy enterprises, Mr. Zikelic explained that these 
would not 0e covered by the above.mentioned rules since according to 
Yugoslav law such rules could not be ma.de retroactive. 

· Mr~ ·:asry noted that the report on the operation of the foreign 
exchange allocation system with prOposals for 1984 had not yet been niade 
avail.able to the IBRD or the IMF although it was one of the·preconditions 
fer the release of the second tranche of the SM... He feared this might 
be interpreted adversely in washington. 1/ Mr~ Zikelic explained that the 
reasons for this were the delays in.foJ:ImJ.lating the proposals and the need 
to know- the balance of payments projections before the retention quotas could 
be fixed. Father than present a report to the IBRD which would need to be 
changed substantially, the authorities had opted far waiting until it was 
possible to give a finner view on what should be done in this area in 1984. 

· Mr.~ ·:sery explained that in the IBRD"s view one of the major short.canings 
of the foreign exchange law as implerrented · in 1983 was that access for non
exporters to foreign exchange was made very difficult. For example, he knew 
.of a gas producer that could not obtain foreign exchange for the i.mJ;:orts of 
necessary spare parts. What were 'the specific points in the new'· legislation 
that would prevent this fran happening again? Mr~ Zikelic explained that 
this problem was exactly what the authorities wanted to solve with the present 
amendments to the law. Therefore, acCording to the unified criteria for the 
implementation of the law, at the same time as it was detennined what were 
the re~ucti:on requirements of exporters, it would be detennined what were 
the requirements of the enterprises that did not export. The latter would 
buy their requirement in the unified market which would be supplied by the 
sale of surplus foreign exchange by exporters. '!he reproduction requirement 
of each enterprise would be determined within the Chamber of the Ea:>na£¥ on 
the basis of the unified criteria. After approval by the Yugoslav camrunity 
of Interest for External Relations, the necessa:r:y self-management agreements 
would 0e fo:rwarded to the authorized banks of the ente:rpr:Lses. The 
authorized bank would sell up to the agreed :maximum for each enterprise. 

In reply to a question, Mr. Zikelic stated that he was of the firm opinion 
tha,t the necessary agreanents would f:>e·reached before the end of the year for 
the system to :oecixne operatJ."onal by the :beginning of 19.84 and that no temp:>ra:cy 
ar.i:anganents would be needed. He added that as an inducement to a speedy impl~ 
menta,tion of the system an enterprise which did not reach agreement on its 
reprcduction requirement would only be entitled to SO percent of the an:ount it . 
would have obtained if :i:t had signed the agreement. 

l/ The report was handed to Mr. Bery the following day. 
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Minutes of Meeting No., 9 

Held at the National Bank of Yugo$'lavta. 
]l):>nday, Dec~ 12, 1983, at ·4:00 p,m. 

· YugoslaV · represen.tati'Ves: · ·Fdlid · rewsn.eeat:tves 

·Mr •. Scl'm:'~tt Mr. Ve1jkovi6' 
Mr. GoliU:a;ntn 
Mr. Petrovic 
Mr. Markov:te· 
Mr. Velickovi:C' 

Moneta;y·de.Velcpments 

Mr. Hansen 
·Mr. r.ewts-
Mr. Petersen 
Mr. -Bay CEBRP) 

Mr~ Petrov.tC presented his assessment of the outcane o;f the 1t10netary 
acc01:mts for 1983. It was msed on the actual out~ane of tne ;f.trst J.O m::mt.hs 
of the year and the latest forecast for the l)alance of payn:1entsc for 1983. 
Assuming an exdhange rate of Dm 126 per US$1 (the present rate) net foreign 
liab.il.tti.es were expected to ri:se to Om 1,323 oil1ton. M2 wa,s forecast.at 
Din 2,919 b.tllion and unadjusted net domestJ.."'c assets at Din 4,242 bi;llion. 
The increase in net fore.tgn 1.:tabi:il'tl"es adjusted for exchan9e ;l:'a;te cllanges 
was Din 65 billion. Th.is compared wi"'th a decline of ·Din 11 bi1J.,ion· in the 
first 10 nonths of the year-a developnent Mr. Petrovic' ciajmed was copsi'stent 
with the balance of payments forecast. other items, net, were est:Lmated to 
reach Din 1,144 :Oi:llion by the end of the year whic:h ~d ,leave total credit 
at Din 3,098 billion of which Din 2,381 billion Can increa.se of Din 300. billion 
corrpared with 1982) were dinar credl.'ts. Ml was forecast at Di:n 902 bill.ton 
for the end of 1983, other dinar deposi'ts at Di:n 793 bi'llion and forei,gn 
exchange deposits at Din 1,224 b.i.'.1.1.ton. :rn deriving ,_the. latter estima.tes 
Mr. Petrovic had assumed that al:iout one third of foreign exchange de:posi:ts 
(those of enterprises) were denominated in · u.s ... dollars at a rate of 
Din 126 per US$1, while the rema.in.tng part of such deposits (those of 
households) vas.asstmedtol;ied.enan.inated in deutsche narks and converted i:nto 
dinars at a rate of Din 46 per DM l. 

Turning to the forecast for 19.84, Mr. Petrovic said that it was msed 
on ari ·assumption that inflation through the year wou.'.l.d be 40 percent. 
Assum±ng a rate of real growth of 2 percent for GSP, ncmi:nal GSP was esti
mated to grow by 42.8 percent by the end of 1984. The vel.oc:!.:ty o:f ci;l:'culat:).:on 
of dinar deposits Oad risen :ve.rr".f sharply in 19.83. J:t was assumed tha.t sucn a 
ra,te of :mer ease could not cont:i::nue in l.9.84; a, ~ rate of .inqease of 
5 percent had been assumed. 'll:ti,::s would br:flig Ml to Din l,226. l):f;:L1.ion and 
tota.l dinar deposits to Din 2·,3m, bttlion by t:ae end o;ff 1984. Pl oonstant 
dinar terms, foreign excl!ahge depidsi"ts were B.ssum.ed to ~by' D.Pl 50 billion 
:br.:i:ng:i::ng the level of such dep6si'ts, adjusted. for ~cl'lange rate cllanges, to 
Om 1, 27 4 :f>:tlli:on a,t. the em o;f 1984 and t.huS M2 r adjusted. for exchange ra,te 
cl'langes, to Din 3, 575 Ilill.ion ey. the end of the year. Based on the official 
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forecast for the balance of payments in 1984, net foreign:_liahiJ.ities 
were esttmated to :increase by Din 48.5 billion, adjusted for exchange 
rate changes, which would mean tf'lat net danestic assets, adjusted for 
exchange rate changes, would be Din 4, 946 billion by the end of the year-
or an increaSe by 16.6 percent. Foreign exchange credits, adjusted for 
exchange rate changes, were assumed to gd up by Din 82 billion, and dinar 
credits :by Din 621 :CillJ."on to Din 3,002 billion (an increase of 26 percent). 

Asked al':lout how f.ll:m the inflation forecast used in the canputations 
wa,s, ·:Mr. Petrovic emphasized tf'lat this forecast as well as the computations 
mde on the basis of this were his personal effort. There were different 
opi:n.J.ons w:i:tflin the Bank on this assumption and the :rronetary forcasts he 
had presented. 

0 
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INTERNATIONAL MONETARY FUND 

Minutes of Meeting No. 10 

Held at the National Bank of Yugoslavia 
December 14, 1983, at 9:30 a.m. 

Yugoslav representatives: 

Mr. Veljkovic, Deputy Governor, 
National Bank of Yugoslavia (NBY) 

Mr. Milosevic, Deputy Secretary, 
Federal Secretariat for Foreign 
Trade (FSFT) 

Mr. Petrovic, FSFT 
Mr. Loncar, Community of Interest For 

Foreign Economic Relations 
Mrs. Hofmann, NBY 
Mr. Velickovic, NBY 

Fund representatives: 

Mr. Schmitt 
Mr. Hansen 
Mr. Lewis 
Mr. Petersen 
Mr. Bery, IBRD 

Mr. Petrovic explained that, in principle, export subsidies were 
regulated by self-management agreements within the Yugoslav Community 
of Interest For Foreign Economic Relations (CIFER). However, as enter
prises had not been able to reach agreement among themselves, export 
subsidies were presently governed by a decision of the Federal Executive 
Council published in the Official Gazette in May 1983. At the federal 
level, export subsidies were paid in the form of: (1) drawback of 
import duties; (2) rebates of taxes on incomes and.personal incomes; 
(3) refunds of part of transportation costs; (4) contributions for 
advertising abroad for tourism and industry; and (5) special subsidies 
for agricultural exports. 

The import duty drawbacks were calculated for 115 branches on the 
basis of the average actual import duties paid by the branch in question 
during the preceding year, or, failing availability of data, the year 
before. The average drawback in 1983 amounted to an estimated 2.18 per
cent of the value of exports, but varied widely among branches, ranging 
from 0.9 percent to 10 percent. No changes to the scheme were foreseen 
for 1984. 

The rebates of contributions (i.e., taxes) from enterprise income 
and personal incomes were, in principle, set at levels which would, 
on average, offset that part of taxation which was levied on incomes 
realized from export production. According to the May 1983 decision, 
these rebates for the 115 branches ranged from 0.7 percent to 7.75 per
cent of the value of exports; the average was 2.97 percent • The 
proposals for 1984 had not yet been finalized, but only minor revisions 
were expected. 



- 2 -

The transportation cost refund was based on actual costs paid. 
The refund was paid at two rates--20 percent for nearby countries, and 
30 percent for more distant destinations such as Pacific nations, 
South America, and Africa. It was paid upon submission of documentation 
such as bills of lading. 

The rebate of marketing costs for industry and tourism was set at 
1 percent of the actual current foreign exchange receipts of those 
sectors in the preceding year. The marketing program was established 
by the Yugoslav Chamber of the Economy that received the funds from the 
CIFER on a quarterly basis. The planned level of rebates in 1983 was 
set at Din 950 million for industry, and at Din 549 million for tourism. 

All of the four above mentioned schemes were funded by the CIFER, 
whose funds in turn were replenished from contributions out of customs 
and other import duties each year on the basis of projected needs. 
The scheme was administered by banks at the local level. Upon receipt 
of substantiated requests from the exporting enterprises, the banks 
would request the SDK to credit the account of the enterprise and 
debit the account of CIFER. Mr. Petrovic was not able to give any 
information on actual payments under the drawback scheme, but promised 
to provide the data to the mission as soon as possible. He was also 
unable to give any details on the export subsidy scheme for agricultural 
exports which was administered by a special Agrofund. 

Mr. Petrovic explained that the rules for paying out the export 
subsidies had recently been changed in connection with the new proposals 
for modification of the foreign exchange allocation system. In the 
future, export subsidies would only be paid upon surrender of foreign 
currency to the banks in exchange for dinars. 

Mr. Bery sought to obtain information on the operation of subsidies 
which were paid at the regional level in addition to those paid at the 
federal level. Messrs. Petrovic and Milosevic did not give any 
explanation of such subsidies, but implicitly accepted their existence. 
They said that the authorities were in the process of preparing unified 
criteria for such subsidies, and would insist on their standardization 
in line with their undertaking under the SAL. 

0 
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Minutes of Meeting No. 11 

Held at the National ·aank of Yugoslavta · 
wed:nesday, Decerriber 14, 19.83 at 11:30 a.m. 

· Yugoslav · representati"Ves: 

Mr. Veljkov.ic, r::eputy· Governor, 
Natioruil Bank of Yilgoslavia 

Mr. Andz:tc, secretariat for Finance 
Mr. Knezev:tC, Federal Corcmittee for Labor 

·Fund · representatiV'es: 

Mr. Schmitt 
Mr. Hansen 
Mr. Lewis 
Mr. Petersen 
Mr. Bery (mRD} 

Mr~ Andzic reviewed the status of the amendments of the law on internal 
pa.yrnents that were pa.ssed in rn:td-1983 and due t.o take effect .in January 1984. 
rts most .i:mfx,)rtant provision would be t.o limit pa.yrnents of personal incomes 
by enterprises with danest:L"c arrears t.o the average ~ ~9~:+ ~~-. 
.in the particular republic .in the preceding year. ~kE:d about rep:>rts that 
there was· resistance t.o starting implementation of the law in January 1984 
as scheduled., he indicated that sane exceptions might be made for the first I 
couple of months of 1984 with respect t.o enterprises that began the ne-w year 
with outstanding obligations fran 1983. There had been unofficial rep:>rts 
that as many as 6,000 enterprises with a total of 1.5 million workers could 
be affected by the restrictions on personal incane pa.yments. According t.o , 
official data of the SDK as of the end of October 1983, 1,700 enterprises ;· 
with 400, 000 workers had fallen behind in servicing their financial obliga- · 
ti"ons (carnpared with a total of 30, 000 enterprises and 6, 000, 000 workers for . · 
the entire econany}. This was the number of enterpises that had been 
reported by credit.ors t.o the SDI<,_ under teIIl'IS of a law passed in the ~/ 
of 1983, as having f~~to_pay:..~pl~~~j:ions on ,time: _ l Alternat~vely~ thE¥ 
cer mg . e e republ~verage for the Wust.rral branch if this / 
were l er than for the republic as a whole. !Because··5f··-nom:~re::ng;'the 
true number was probably hig ; · p ed t.o monitor the data of 
credit.ors and more accurate estimates would be available by the beginning of 
1984. Apart from this riotification requirement, the restriction on illiquid 
enterprises would be ieinforced. by a system of fines for organizations and 
enterprises. 

· Mr~ Schmitt noted that the federal law on restricting personal incane 
payments by illiquid enterprises appeared not t.o affect the enterprises 
which had been incur.ring losses provided that they were. undergoing a 
rehabilitation program and thus had obtained enough special creditS t.o meet 
their short-teen liquidity needs. He asked what limitations applied t.o the 
pa.y.ments-of personal incanes for such. loss-making but liquid enterprises. 

· ·Mr~ · Andzic replied that in such cases limits on payments of personal incomes 
were set wi"thin individual republics and provinces at the level of the 
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guaranteed minimum .of personal inccane. '!his guaranteed min:i.mum varied 
by republic, ranging fran 60 to 80 percent of average personal :tncomes 
in the republic in the px-eced.i:ng . yea;r:. In any case, the guaranteed m.tn.tmum 
was less· thah the average.in the preceding year wh:i:ch in the present infla
ti"onary env:.t.ronnment in'lpl:ted a 91.lPS'bantJ.;al cut in real perS<Dnal .tno:::mes. 
However, it was poss.:i::ble that a loss""1tla.king enterprise under a rehabilitation 
program could recei'Ve funds (e.g., from the joint reserve funds at the 
repulll:ican and camruna1 levels) which would pennit the enterprise to pay 
sc:m:ema.t hl'gher personal :i:ncanes than the guaranteed :m:inllm:nn. Of course, 
many loss-making enterprises under rehabilitation pro:µ-ams would be those 
affected Dy the new-restrictions effective in January 1984 that were aimed 
at illiquid enterprises, but there would be some enterprises in each group 
that did not belong to the other group. 'llle limitations on personal .:i:ncane 
payments :Dy enterprises undergoing rehabilitation was the Law on Rel:':labilitation, 
passed ·several yeaJ:"S ago. · ·Mr. · Sehrni tt asked why, if this law had already 
:llnposed discipline on loss-making enterprises, there was such fierce resis
tance to the new- legislation on restricting personal incane payments that 
would be implemented at the federal level. ·Mrc And.Zic replied that there 
might be rrany enterprises that did not incur losses but which were illiquid 
and so would for the first time become 91.lPject tO liltli.tations on the size of 
their payments of personal incanes. This was a sensitive issue, partly 
because ente?:prises not reeking losses but nevertheless facing tanp:>rary 

0 

·liquidity shortages regarded it as their consitutional right to dispose of 
incane that they had earned. Q 

Beginning in January 1984, each organization of assoc.iated labor 'WOUld 
be required to submit a statement to the SDK confinning that it had met 
all payments obligations and should not be subject to restrictions in its 
payments of personal incomes. Only with such a statement in hand would the 
SDK effect such payments. Untrue statements would, in principle, lead to 
the prosecution of the person who si:gned the statement. Such a statement would 
need to ne assessed each time personal incomes were to be paid, perhaps once or 
twice a month for each basic organization of associated labor. 

Mr. And.Zic was asked whether there was .Mry. liitli.t to the s~e of cut 
in real personal incomes that would be allCMed to result from strict appli
cation of the na.r restrictions on personal income payments. He said that 
he did not have the estilra.tes on the likely impact of the new provisions on 
total payments of personal incanes in 1984 but he J;XJinted out than an enter
rise, after having settled all payments obligations and having again became 
liquid, could resume normal payments of personal .:i:ncanes, including retroactive 
payments. The purpose of th.is legislation was to enhance financial discipline 
by reducing the problem of arrears; .1.t was not to be regarded as an incomes 
policy measure. 

0 
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Mr. Veljkovic obser:ved that the full implications of the law on 
priorities of enterprise payments would not be known until .;Tanum:y 1984. 
Modifications were poss:j:ble, part;!:.cularly with. regard to the per.tad of 
time when the law would be in force. 'Jlle austerity of tb.e law could well 
be mitigated :Oy altering the ti.m.i.ng of its effects. Modificat;tons were 
possible since up to one third of all enterprises could potenti:a1ly ne 
adversely affected by this law. · 

The following points emerged fran the discussion on the draft letter 
of intent, paragraphs 7 and 8. As of April 1984, bankruptcy proceedings 
would :Oe initiated for those enterprises which had registered a f mancial 
loss for a year or more but had failed to include a rehabi1itation program 
with its creditors. At the end of 1984 and in each succeeding year an enter
prise would be granted a period of 12 months in which it could incur losses 
before raving to either initiate bankruptcy proceedings or enter into a 
rehabilitation program. Fram the discussion it was unclear whether the 
proviso about limiting personal income payments for an enterprise under a 
rehabilitation program which was continuing to incur losses was already 
duplicated by the tenns of the existing raw on Rehabilitation. 
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December 14, 1983 

MEM)!WIDOM FOR FEES 

Subject: Meeting with Zvone Dragan 

Mes;srs. Schmitt, Mentre and Hansen were received by Mr. Dragan, 
Vice President of the. Federal ExecutJ.."ve Council, on December 9, 1983. 
Messrs. Veljkovic and Stamenkovic and Mrs. Hofmann were also present. 

Mr. Dragan opened the meeting by asking when the authorities could 
expect a draft of the letter of intent. It was inlp:Jrtant to get it as 
quickly as possible. He bad to give a canplete report to the Federal 
ExecutJ.."ve Council and Parliament by Tuesday. ~er negotiations with the 
Fund would depend on the reaction of these !xxlies to the draft letter. He 
urged that a work schedule :oe established on Monday as he understood that 
the mission wished to leave on Friday. He would expect that the fina.l text 
of the Jetter would have to be worked out over the three days Wednesday
Friday. There was, however, a problem with this timetable. All basic 
documents on the official policy for the Yugoslav econ:::ta:¥ for 1984 were now 
Defore Parliament. The first stage of these discussions would be finali~ed 
on Dece:nber 10. '1hen the proposals would be discussed on the Rept.iblic and 
Province level before the Parliament would resume the discussions of the 
doct::u:tents on December 19. As there were same differences of view between 
the Government and the IMF on pol:i:Cies it was inlp:Jrtant that these be pre
sented to Parliament in order that the Goverrm1ent could :oe authorized to. 
negotiate with the Fund. Mr. Dragan also asked for a preliminary assessment 
of the discussions so far. 

Mr. Schmitt pn::mtsed that the mission would produce a preliminary 
draft of the letter of intent by ?Jbnday, Decenber 12. On the discussions 
he said that the starting point was the external accounts for Yugoslavia and 
the financi:rig possibilities were vital in that respect. This problem was 
being dealt with through two di:fferent tracks: (i) the discussions here in 
Be+grade to determine the policies that could produce a given current account 
outcome and (i.i) the di~ions in Geneva and Ion.don on the external 
financing package for Yugoslavia. During the first week .. s discussion there 
seemed to :have developed a welcane coro1ergence of views. Thl.s could be 
illustrated by two tables that the miss.Ion had produced (and which were. circu
lated to the participants in the meeting) on the OB.lance of payments and the 
financing picture for 1984. The tables contained the latest Yugoslav esti
mates and an alternative estimate, which was based on the latest staff esti
mate on the current account balance and certain assumptiors on the exte.)::nal 
financing possibilities, producing the cl'lange in official rese:i::ves as a 
residual. · · 

----·----------------------·--·-------------·---·----------·--·-·-··-----·-·-----------~·--·--·-·----·------------------- -··-·--·-------·- -
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Mr. Mentre then gave a brief account of the meetings in Geneva and 
London, and the attitude of governments and banks to a financing package 
for Yugoslavia for 1984. Regarding rescheduling of medium- and long-tenn 
debt both governments and banks had been positive and showed a willingness 
to consider a 100 percent rescheduling of such :rraturities. The finalization 
of such agreements could however only be expected in late January at the 
earliest and it was therefore important that the Yugoslavs asked for a 
standstill period. The authorities 'WOul.d receive on Monday a telex from the 
ICC with a proposal that Yugoslavia asked for a standstill period from banks 
for a 90-day period starting January 1, 1984. To put into effect a standstill 
period on government maturities also it was .important that the Yugoslav 
authorities send a letter requesting the meetings on rescheduling of government 
debt through the SWiss cha.innansh.l."p of the Geneva group. Mr. ~tre handed 
over a preliminary draft of sutji a letter. 

On the question of new money he said that this had not been .:Lncluded 
in the fonnal proposal from the London meeting. However, both dur.:Lng the 
meeting and also in discussions with the banks outside the meeting various 
ideas had been floated-such as cofinancing with the IBRD, EIB, etc. and 
possibly a stand-by loan from sane of the bigger banks. Ke emphasized that 
it was very .important that the possibility of obtaining new loans from banks 

0 

should be kept open, and it was important in that connection that the Yugoslav 
authorities did not accept the banks" proposal on rescheduling before the 

0 
__ 

meetings on government rescheduling had been held in January. The telex from 
the ICC on the standstill period would also contain the rescheduling proposal, 
but it should be :rrade clear in the Yugoslav response that the request for a 
standstill period did not mean aceeptance of the rescheduling proposal. 
Referring to the tables circulated he said that even with a current account 
target of US$500 million surplus and US$200 million innaw money from banks and 
US$250 million from government the increase in reserves in 1984 would only be 
around US$500 million. This underlined the need to ask for nevr rroney frcm 
govexnments also, and he considered that a pledging session was needed to 
maintain the flow of suppliers"' credits to Yugoslavia. '!his had been the 
purpose of establishing the second subgroup at the Geneva meeting. 

Mr. Dragan ccmnented that he considered both the Geneva and I.ondon 
meetings as successful, despite the fact that there were still sane pending 
issues to be solved. He felt that the experience of 1983 had been useful 
in the pre:paration for this year "'s rneeting.s. Mr. Smole was now in Paris to 
discuss sane outstanding questions on the work of the subgroup on rescheduling 
of government debt. There were still :rrany questions to clarify including the 
tenns and conditions of this exercise. He agreed that the work of tl1e subgroup 
on the suppliers " credits should be intensified and he intended to contact 
Gennany to have them play a greater role in this exercise. There had been 
same criticism of the implementation of the Berne package, particularly the 
slow- disbursement of the funds. This was partly related to disputes with credi
tors, who wanted to include credJ."ts for equipnent goods in the package, while 
Yugoslavia was only willing to accept credits for inte.Dnediate goods and spare 
parts. There had also been same problems with the Yugoslav law concerning the Q 
utilization of such. credits, but certain amendmeni;s had now- been implemented 
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which should result in quJ.Cker disbursements in 1984. On the bank package 
he said that the banks in the I.ondon meeting had offered 100 percent 
rescheduling of medium- and long-tenn maturities to banks. The Yugoslav 
delegation had not been author~ed to accept th.is on the spot, _In fact, 
Yugoslavia had only planned to refinance 50-65 percent of the maturities. 
The refinancing pro£X)sal would be discussed by the Government on Tuesday. 
He understood that the IMF during the IDndbnmeeting had insisted that banks 
and governments participated with new :rconey in a 1984 package, and that a 
comprc::a:niSe formula had been agreed on to the effect that the discussions , 
with DankS on this quest:l:on'could be reopened if found necessary. 

Referring to the tables c±rculated b the staff, Mr. Dragan noted the 
difference between the Yugosla;v estimate of a current account surplus of 
US$800 million and the staff est:i:mate of t'JS$500 million and between the 
es:imtated reserve build-up of '05$1 billion forecast by' the Yugoslavs and the 
staff estimate of- an increase of US$500 million. Mr. Sclunitt E!Illpbasized 
that this latter figure was not a target but a residual given the other 
assumptions in the tables, and that it was considered by the staff as a very 
low increase. Mr. Dragan pointed out that in the present· Yugoslav forecast 
sam~ new nicney fran banks was included although considerably less than in 
the IMF presentation. He added that the authorities were open-minded on the 
structure-of the financial package for 1984, but the overall size of the 
package was .important given the very .important policy aim of reducing the 
overall indebtedness of Yugoslavia in 1984. This was a stance taken by the· 
Gover.nmant, Parliament and all political authorities. Given that Yugoslavia"'s 
external debt was of the order of US$18 billion a margin of error of 
2-2 1/2 percent could probably be accepted, i.e., an increase of t'JS$300-40.0 
million. This meant that, taking into account the repayments of debt of about 
US$3billionin1984,-~ overall package of between US$3 billion and US$3.5 
bil_l.ton would be acceptable. A key point to detel::mine was the current 
account surplus. '!he higher that was and the larger autonorcous financing flaws 
to Yugoslavia, the less was the need for special assistance fran governments 
and banks. He felt that it was .important to carmit Parliament and the :popu
lation to a current account ·surplus of US$800 million. On the proposal to 
establish a stand-by facility with the ccmnercial banks he said tha.t the terms 
and conditions of such. a facility were very important. In particular, it 
should not be a short-tenn credit; the difficulties with. short-teJ:::m credits 
were plenty already. Finally, Mr. Dragan said .that the question on the 
necessai:y build-up of reserves had to be discussed further and had to be kept 

. in mind at all stages of the negotiations. StllTl!lla.i:i,~ing the present situation, 
Mr. Dragan said that the nost urgent task was to reach agreement with the IMF 
and within the next t:wo weeks, to reach agreement on a standstill period for 
maturities falling due to banks and goverm:nents. 

Mr. Mentre carmenf.ed_-· that he was aware of the Yugoslav desire not to 
increase the level of i:ndebtedness in 1984. Haw'eVer, .if Yugoslavia wished to 
return to a :rcore normal situation in 1985 there was a need to build up 
reserves during 1984 and he felt that the Yugoslavs should take advantage of 

. present willingness of governments and banks to provide financ:i:ng. Fortunately, 
.Mr. Dragan had mentioned a f.tgure · of u~. 5 billion as a possible size of a 
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financing pa.ckageand that might just fall within an acceptable range. 
He added that it was important that the YUgoslavs resisted the terrpta.tion 
to ask for less than 100 percent refinancing frcm banks (lJeca.use of the 
better tenns that the banks were willing to offer should that be the case) • 
As experience from 1983 showed, even if one asked for 100 percent refinancing 
there would be exclusions and leakages. It was extremely" important to ask for 
100 percent refinancing fran governments also. Mr. Mentre felt that there was 
a need to go back to banks in January or Februacy to ask for new- noney after 
the conclusion of the negotiations with the IlJIF' arid the meetings of governments. 
It would be important in such a meeting to deal with the problem of short-tenn 
debt falling due in January 1985 (now estimated at rrore than us~800 million) • 
At the IDndon meeting, Mr. Whittane had suggested that the period be extended 
for another year, but this had not been ta.ken up by the banks in 1he:ir proposal. 
Asked about the further time schedule, Mr. Mentre said that the two government 
subgroups wereienta.tively scheduled to convene in Paris on January 11-12 and 
would report to the full group probably by the end of Janua:ry. In the meantime 
there should be another meeting of the ICC as the governments would want to know 
the final position of banks before having the plenary meeting. Also, the 
governments would not finally agree to the package until the IMF stand-by had 
been approved by the Board. Mr. Dragan picked this up and asked when a Board 
discussion could be expected if agreement with the IMF was reached on 
lJecember 16. Mr. Scbmitt responded that if agreement was:i:eached on that date 
it would still be ad referendum and the letter of intent would probably not be 
signed until early January. Then a pa.per had to be written. It could probably 
go to the Board by end-Janua:cy. The Board then needed four weeks to consider 

· )lre pa.per, so under the best of circumstances the pa.per could Ce. discussed in 
1.cite February. Mr.. Schmitt took the opportunicy to clarify that what was 
being negotiated with the Fund was a one-year stand-by arrangement for an 
anount of SDR 370 million (or approximately US$400 million) .but this anount would 
be available only on the assumption that new money "Was provided by governments 
and banks also. Otherwise, there would be only a rollover of repurchases. He . 
added that he had noted the commitment of the authorities not to increase the 
external indebtedness in 1984 and appreciated the ambition to adjust. However, 
there were many risks associated with this approach and what was on the mind of 
the IMF was to avoid a situation in which Yugoslavia was not asking for new 
rroney in January but had to do so in July. Mr. Dragan remarked that he under
stood the interdependence between the new rroney frc:m the Fund and fran govern
ments and banks, and that this was why the authorities had accepted to seek 
sane new money fran governments and banks. However, he asked Mr. Schmitt to 
send the message to Washington that the Yugoslavs would prefer to see the size 
of the stand-by closer to US$500 -million than the US$400 million just mentioned. 
The latter figure would provide Yugoslavia with only US~120 million frc:m the 
Fund in 1984. . 

Finally, Mr. Veljkovic inquired about the proposed stand-by facility fran 
banks. What was the size that one had in mind and "What would be the costs of 
it, and would it be wise to seek m::>ney fran banks through m::>re than one channel? 
Mr. Mentre said that the figure for such a facility should be US$200-3QO million. 
On the costs he said that the Yugoslavs "WOUld have to pay a stand-by fee, and 
then the no:mal interest rate if it was utilized. It should be a medium-term 
credit. As to the question of going through different channels he said that 
the idea of the facilicy was not to use it. It was considered as a device to 
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improve the management of rese:rves. He added. that in particular the 
Scandinavian countries had used stand-by facilities of this character in 
the management of their reserves. 

Leif Hansen 
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Table 1. Yugoslavia: .. Balance of Payirents with 
. the Co~rt:ilile _CUrrency: Area, 1982-84 < . 

' . . ... -:· :-.· ;·. . . . . 

· (]n millions of u~·s. dolJ.ars) 

·, J.: . •.• •. ·: ·-•.•• • : • "'· :;: •• ;"· : . . . --· ·::,; . . .· •. . ·. ~ . :·:-~.? .~:,- .-_ ... : ·.' . 
.. 

.···. 

Exp:>rt.s 
Imports 

'Irade balance 

· ' ____ Ihvisililes (net) 
·Workers ' remittances 
Tourism 
Interest i:ayrnents 
Others 

CUrrent account 
. . ... - .. 

M:dium- and long-tenn debt 
·Drawings · · ·· ·· 
Repayments 
Loons extended 

. Short-tenn. debt 
,, 

Errors and emissions. 

Total 

Use of Fund Credit 

... 

Reserve IroVements (increase -) 

. ',.:-. ·. 

1982 

.. 5,526 
-9,043 
-3,517 

2,003 
1,085 
1,224 

-1, 670 
1,364 

-1,514 
.. .. 

. -ll7 
'·"· 1684 . .. I. .. 

-l,626 
-175 

-506 

562 

-1,575 

563 

1983 . :.l9S4 
Yugoslav Yugoslav. 
est:bnate Alternative estimate Alternativi 

6,400 
8,450 

. -2,050 

1,925 
1,265 

. l_,335. 
-1,690 

1,015 

-125 
~. ··~ :· ... . . . 

l,230 
·3,880 '·'"· 

-2,450 
-200 .. 

J' .. 
-500 .. · .. .. ·._.· 

:. .. · 
-585 

20 

410. 

-430 

6,300 
.-8,450 
-2,150. 

. 1,925 
. 1,265-· -- - .. 

7,700 
9,100 

-1,400 . 

2,200 
1,440 
1,080 

7,200 
8',800 

-1,600. 

2,100. 
1,135 
1,510 1,335 ' 

-1,690. . -1,840 . -1,890 ·. 
1,015 1,520 1,345 

-225 800 500 
... 

1,175. . :·~20 . . 190 
.. 3,825 ... '·" . 2,825 ,.... 31135·. 

. -2,450 ' -2,645 . -2, 745: 
. -200 . -200 . -200 ' 

-600. 
. . ... , "". ·. .. ·.-:. _ .. 

-750 -300 

-350 -780 390 

410 220 120 

-Io -1,000 -510 
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'!'a.Ole 2. Yugoslav.ta: ·Drawings on Medium- and: long-Tenn 
. r;ient in Conve.?:tiDle CUrrency by Creditor · 

. . . . . . . . ... . : .. "'. ~ . •. ~ .. . . . . . . . . . ' . ' "' . ,, .,.. . . . . . -. . . . . . . 

.. 
. . . . . . . . . '1983 . . . . . . 1984 

Yugoslav Yugoslav 

0 

estimate Al te.rnative estimate Alternative 

Governrl:ent packages 839 831 1,006 1,100 
. ---...... - ~~. --. Berne 839 831 456·· 350 

Refinancing (304) (304) { ... ) '(3) 
Ne1rt financial credits {180) (172) ( ... ) ( ... ) 
Suppliers- credits (355) (355) {456) (347) 

Geneva ... 550· 750 
Refinancing ... (400) (500) 
Suppii'et's credits ... (150) (250) 

camercial bank package ·. . 1,580 1,580 . 1,100 . 1,300 
Ref .iriancl.ng 980 980 1,000 l,]00 
New-: finallcing · - . 600·· 600 .· 100' ;wo .. 

0 
IBRD 320 350 . 530 485 

Regular facilities 250" 280 250 280 . 
SAL 70 70 280 205 

• ,"P 

Other mlltilateral lenders 
IFC, EIB and Eurof inns 30 50 ... y 50 

Suppliers credits outs.:i:de 
Government packages ·1,111 1,014 189 200 

Subtcital . 3,880 3,825 2,825 3,135 

IMF 590 590 500 400 

Total 4,470 4,415 3,325 3,535 

1/ Included in drawings on t1i.e IDFDc 
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December 15, 1983 

NOrE FOR. FILES 

1. At a meeting on December 14 Mr. I.onCa.r provided the following explanation 
of how the system of "unified criteria" for establishing foreign exchange 
retenti"on rights might .be expected to work. In his presentation Mr. I.onear 
stressed that he was provitli:ng a personal interpretation of how the system 
might be E:xpected to evolve as discussions were continuing, and the unified 
criteria could only be f.:tnalized once there was a fiD.n balance of payments 
forecast for the country and after amendments to the I.aw on Foreign CUrrency 
Payments and Foreign Cred.:tt Relations had been pasi;;ed. 

2. The unified criteria for 1984 would probably be formulated s:im:ilarly 
to those in 1983. Two categories of enterprise would be distinguished: those 
whose foreign exchange earnings were in excess of their needs (the so-called 
"acti'velf prcducers) and those whose foreign exchange earnings were short of 
their needs (the sO-called "passive" producers) . For each category of prcducer 
a f orrnula would be developed to establish an entitlement to foreign exchange · 
retention on the bas.ts of debt service obligations and average import needs 
of raw materials and inteIInedia.te goods in the recent past. '11.hese entitlements 
would re referred to as the "verified reproduction needs" of each enterprise, 
and would re calibrated according to the balance of payment~forecast for the 
year. In priri.ciple entlel:prises were only entitled to retain their verified 
reproduct.J.."On needs on their own account. '11.he remainder would need to be sold 
to authorized banks as a source of supply to the unified foreign exchange 
market. The verified reproduction needs would be established for each enter
prise within its respective general association in the Federal Chamber of 
Economy, after reviewing evidence on debt-service obligations caning due and 
past import trends. Once verified reproduction needs had been established, 
enterprises were encouraged to associate with each other to pool their foreign 
exchange entitlements as they saw fit. This would be regulated by self
management agreements drawn up between enterprises, and certified by the 
Yugoslav canmunity of Interest for Foreign Economic Relations. 

3. When asked what aspects of the proposed system differed from practice 
in 1983, Mr. I.onear replied that two provisions were different. First, 
enterprises were required to sell all arrounts in excess of their verified 
reproduct.:Lm needs to the banks. This vvould create a pool of funds to be 
drawn upon by defi--cit enterprises. Th.ts provision had not existed in 1983. 
Second, the attempt to organi:ze enterprises into specific and unique groups 

---~------------~---------·-·-·---~---~·--------· 
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for sharing foreign exchange had failed in 1983, and the new provisions 
would peritu."t any fonn of cooperation between enterprises in the sharing of 
their verified reproduction needs. In this connection Mr. I.onear also 
.indi"cated. t:l'la.t encouraging such cooperatin 'Was an explicit goal of the new 
system and that enterprises which did not choose to share their verified 
reproducti"on needs through self-management agreanents would be penalized 
by being provided. only half of their v.r.n. 

!,- " 
f "·.~·-i, '.· "'-.~~:~ .. , -.. . .. ....,"""-·· 

i . 

Suman Bery 
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lJeceJ:tlber-15, 1983 

MEMORANDIJM FOR 'FILES 

Subject: · ·Y\J.gOSJ.avm: · Balance· of Pa~ts 

Messrs. Lewis and . Petersen met with Mess.;rs. Milosevic and 
Smiljanic to clarify certain issues on the balance of pcyments. 

The mission: observed that the estimates for trade flows overall 
seemed realisi:i,~. ,put inquired about the basis for the forecast increase 
in the rate of growth of exports to the convertible area in Dacernber 1983. 
Mr. Milosevl:C explained that the trend during the year had been for the 
growth rate to increase (see Table attached to Minute of Meeting No. 1). 

The mission suggested that a more probable estimate wciuld probably 
be to put exports at US$6,350 million. Mr. Milosevic replied that he did 
not think it was feasmle to forecast exports that precisely but he was 
certain that whether one took US$6, 350 · million or US$6, 400 million as a 
forecast, the trade deficit 'WOUld not exceed US$2, 050 million. He ;reminded 
the mission that imports had registered a large jump in Decernbe:i' of last 
year because there had been a backlog of goods in C1:1Stams transit which. 
had been cleared before the end of the year. Such a back.leg did not exist 
this year so the import forecast was probably on the.high side. 

Turning to the forecast for trade with the nonconvertible area, 
Mr. Milosevic explained that the discussion of ccm:rod:tty lists for 1984 
had been largely finished. The mtenti'on was to achieve a trade deficit 
of a?Jout US$250 million. Asked a!Jout the value and contents of the 
ca:rm:x'lity lists which had been concluded, Mr. Milosevic promised that 
he 'WOUld provide the m:4,ssion with the relevant infonnation to the extent 
possible. In particular, he would make eontact with .the. ·Federal 
Secretar.tat for Energy to obtain infonnation on the projected :iltlport 
;requ.b:'ements for crude petroleum and other energy products distributed 
according to regions. As to data for 1983, he promised to provide the data 
within two days. He added that the question on oil imports from the non
convertil:lle area had not yet :Deen canpletely clarified. Vice Prime 
Min:.tster Srebri:c had just returned fran Russia where the question had l:leen 
.discussed and might have further infornation. 

The mission observed tnat the pa;rt:i:al reversal of tile shift in 
the trade account vis-a-.vis the nonconvertible currency area Cf ran a 
surplus of 05$691 million in 1982 to a deficit of US$35Q i:nillion .tn 1983 
and to a targeted deficit of US$250 million in 1984) would have a signifi
cant impact on the prospects for expanding exports to the convertible 
currency area~ Therefore, the In.iSsion considered its estimate of exports 
to that area in 1984 of US$7. 2 billion {a volume growth of 10.l percent) 
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to be more real.tsti:c than the US$7. 7 billion projection o:f the authorities 
Ca volume growth of 16.8 peri::ent). The m:tss.ion .. s project.ton W'Ollid ~till 
ent.cU.l a sharp increase :tn valume teI:ms ·of total e:iq;:orb?: ;from 1.. 8 . percent 
in 1983 to 8.3 ~i: :tn 19'84 .. 

Mr. Milosevic repeated the usual arguments for the authorities .. projection 
empbai±l:tng in parttcuiar triat tJiejj:; forecast was predicated on the p.i'Ck.-up in 
industrial product..;l.'on. He noted that .tf two percentage po,tnts of the 3 percent 
increase in .tndustr:i:al produCt:t.'on was channeled into e:iq;:orts, th:ts would imply 
a volume growth of total exj;x:)rts of some 15-16 percent. In addition, he 
expected sane·contril'Juti.on to exports from the planned 2 percent growth in 
agricultural production. 

camnenting on the projectJ.."on 0f the net . services account with the non
converti:ble area, Mr. Srn:i:ljan:i:C' explained that the major reason for the pro
jected decline was that receipts :tn 1983 had been unusually large. In that 
year Yugoslavia had regtstered US$60 mi:lli:on in receipts on account of a 
Jubilee Agricultural Fair. '!be mission obser.ved that while this accounted for 
sane decline the numbers would still point to net service rece.tpts 0f at least 
US$300 million wh.i:ch would result in a srcall surplus on the current account. 

() 

With regard to the sa'v.ices account in converti::I:lle currencies, Mr. Smiljanic 
pran.tsed to provide tile mission wi"th a bi:'e:kdown of the . item "other" so as to be Q 
able to explain the reason for the projectied decline in the estimate of this 
item from US$997 million in 1982 to U~700 million in 1983. He explal:ned that 
the apparent increase of rece:il?ts under thts itan i:ri January-october 1983 e>ver 
January-October 1982 was mislead.tng since there had .been some m.tsallocation among 
the headings which had not .J:leen rect.tfied until tcMard the end of the year. 
This explained the apparent sharp increase in receipts under "other11 toward 
the end of 1982. As to transportat.J.'on, the decline .i:n 1983 was due to the 
decline in the volume of trade. S:trn:ilar1y the sharp :tncrea.ses projected for 
J::ece:i:pts and, to same extent, for pa-ymen.ts we:r:e based on the projected increases 
in exi;x>rts and intp:>rts. The projecti'on of interest payments for 1984 assumed 
no cbange in the average rate of LIBOR, but Mr. smi:ljanic agreed that the 
projected increase in payments seemed a bit on the high side. 

Mr. Sniljanic conftrmed that the projection of an apparent decline :bl 
receipts fran tourism was due to the discontinuation as of 19.84 of the practice 
of the Na:t:tonal Bank aecord:i:ng to wfu"ch the ~ ef tourist receipts 
was corrected by transferring part of the receipts fran workers"' remittances to 
tourism receipts. Thus, .before· adjustment, tourism receipts in convertible 
currencies bad amounted to 05$960 million in 1983 and the projection for 1984 
was based on thts amount only. Mr. Stntljan:i:c bad not i:ncorpoJ:ated any 
special estimate of receipts fran the Winter Olympics in Sarajevo.. He was. 
oot aware, but premised to f.i:nd out, when the pa:yments fQJ: television rights 
bad .been or would .be made.· 

0 
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" .:.;, . r'kr.J'f ..... 
Mr. Milosevic alsc:> Pt'(mised to~ the mission with est:imates of 

exports and l:nu:?orts.during·January-November.calculated at.actual excl'lange 
rates as well as informa;ti"on on trade flcms according to cu:crency. On Ws 
subject, he Wonned the 1'.n.tSsion that he had just attended a meeting of the 
Federal Executive Cooncil in wh:tch. tt. had .Been decided to begi:n calculating 
trade flows at current exchange rates wi"th effect fran Januacy 1, 1984. · ae 
seeme:i to indicate same doobts, however, as to whether this decision would re 
i:mplenented on time. · 

l ., 
·. i i--~-

, ~-'.:!-:1 .. ~x---
Ame :a. Pete;ri;;en 
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Of /ice Memorandum 

December 16, 1983 

MEMOBANDUM FOR FILES 

Subject: Yugoslavia--11eetirig with:Mcfnufacturers. Hanover 

On December 15 I had a two-hour meeting in New Yo.rk with 
Mr. Dobrich, Ms. Mudd, and Mr. Fisher, all of Manufacturers Hanover. 
Mr. Dobrich said that when the ICC sent a firm offer to the Yugoslavs 
on refinancing of maturities falling due in 198.4, it was the hope of 
many banks that the Yugoslavs will accept to limit their demand to 

. ' 

such refinancing. It was Mr. Dobrich 1 s understanding that while many 
in Yugoslavia also preferred this course of action, the official 
Yugoslav line, as determined by Mr. Dragan, was, in line with the Fund's 
attitude, which means leaving open the scope fo,r future negotiations·. 

' 

i 
I G) C:l-.. 

If such is the final Yugoslav position, and Mr. Dobrich will I ~t1...t, t, 

be in Belgrade on December 19-20, then the question of the standstill I ~./- '/ I t- erW.1, V;.t? 
will arise. Some U.S. banks would favor not to recommend any standstill 
in the absence of an agreement of refinancing. I said that it would run I o~ ..,r~ 
totally contrary to what was proposed by the. ICC in the London meeting, /1 rl 

t--f ""- /JU and to what has been officially said by the Yugoslavs and by us to creditor 
govermnents when proposing to tnem a parallel standstill. Mr. Dobrich I ~~ 1~ 
agreed and said that at the very end the common interest to have an j 
orderly process will most probably prevail. 1/ The standstill proposal ·r 
could be sent to all interested banks around-th., 2 cember and t n'·1 
a telex by the Fund in support of it would be appreciate (see attached G' 
draft, to be checked with Manufacturers Hanover). 

Mr. Dobrich and his associates then inquired about the status 
of our negot~ation~and the timetable contemplated by governments. I 
elaborated on\.6ur latest balance of payments projections: current ac,count 
surplus of $500 million, total financial package of $3.5 billion, including 
total refinancing of matu0ities falling due to banks, estimated at $1.l 
billion, and $200 million as fres{!) monel;§ by banks. I stressed that the 
end re~ult was a much too small project~d increase in reserves ($500 million) 
which made it necessary to have in addition a $200 million stand-by line 
with commercial banks. ~If so, immediately disbursed fresh money coulJ be 
of a voluntary natur~~tl~ough, for instance, cofinancing. Mr. Dobrich 
said that t9ere were three g~oups of banks: (a)bthose basically ready to 
follow the Fund's advice (basic~J:j?y Eu~opean banks); (b) those qetermined not 

1/ Ms. Mu~)~ told me on December 16th 'that it 0 wa('9 now nearly agreed with other 
U.S. banks. 
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to put any new money in any form (some large U~S. banks}; (c) those ready 
to do something but needing time to assess the figures (other U.S. banks}. 

It was agreed that to help the third group joining the first one, f} 
a contact between the IMF mission in Belgrade and the bankers' economic /J 
team also presently in Belgrade, would be useful. ];_/ 

In addition, Mr. Dobrich said that a meeting in Mr. Whit tome's f) rz"') 
office with the Fund mission and a group of bankers could have a positive \..:.,./ 
effect. 

On new money, Mr. Dobrich said he would inquire further about 
cofinancing with the World Bank based on the experience with Hungary. He 
recognized in addition that a stand-by facility would be the proper 
answer. He mentioned a possible stand-by fee of 0.5 percent to be paid 
by the Yugoslav commercial banks or by the National Bank of Yugoslavia and 
an interest rate libor plus 1 7/8 percent which.would have a dissuasive 
effect on drawings. He agreed that it should be linked with the refinancing, 
with possiby an exemption for the smallest banks, at least if the facility 
were not effectively totally used. He said that parallel action by the ( 
BIS .would probably not be judged essential, sin~e bankers knew that anyway 
the BIS would have a gold collateral. But evid~ntly the widespread 
reluctance to commit fresh money would apply to the stand-by concept as 
well. In addition, there might be a wish, if there were such a stand-by, to ! 
link its use to the fulfillment of specific targets on repatriation of foreign I 
exchange or reserves. I said that we should not have two types of conditionality! 
but that some parallelism with phasing of Fund purchases could be contemplated. 

I mentioned to Mr. Dobrich that Mr. Whittome was contemplating 
sending a letter to Mr. Taylor and showed to him a draft of it. He thought 
it might be very useful, and it was sent to Mr. Taylor on December 16th 
(see attachment). 

cc: Mr. Whit tome 
Mr. Schmitt 

P. Mentre .-( I 
,~-· ~ 

Ms. Ripley 
Mr. Petersen 
CED 

1/ I transmitted this wish to Mr. Schmitt in B.elgrade. 
2/ It was later agreed that this meeting would be held in Mr 0 Whi.ttome.f s 

office on Thursday, December 22 at 9.: 30 aom~ 
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December 16, 1983 

Dear Hr. Taylor, 

I would like to thank you for the most effective way in which you 
and your associates have handled the disbursements under the 1983 f inan
cial arrangement with Yugoslavia, now completed, and also started discus-
sions on 198lt. ,,, .. -,-~··· 

The December 6th ICC neeting in London has been most helpful, for it 
has shown the positive attitude of banks to refinancing of up to 100 per
cent of long-term and medium-term mat.utitics falling due in.1984 and has 
paved the way for an agreement on a thr_ee months standstill period. 

But clearly we have to go beyond that if we want together to build 
for Yugoslavia a viable reserve and balance of payments situation. Vari
ous ideas were mentioned in London in parallel meetinr;s,.such as cofinan
cinr; with the World Bank and the European Investment Bank, prefinancing 
of Yugoslav exports, and a stand-by facility. I.would appreciate it if 
you could think round such ideas with other bankers in the coming weeks. 
For ny own part I wonder whether a ~ix of cofinancing for about $200 mil
lion and of a stand-by facility, also for about $200 million, to be used 
teuporarily in the case of reserves constraint, might not be tha best 
approach. 

Evidently, the attitude of banks will partly depend upon the outcm:e 
of discussions with goverrm1ents which is contemplated for the second week 
of January and we shall be in contact with you after that meeting and with 
the Yugoslavs. But it is my hope that, in the meantime, you will be able 
with your usual skills to work out an approach which meets the aIL.""'Cieties 
of all the parties ns you did so successfully last year. 

With ny best regards, 

Mr. Harry Taylor 
President 
Manufacturers Hanover Trust Co. 
350 Park Avenue 
~fow York, N. Y. 10022 

Yours sincerely, 

L.A. Whittom.e 



Mr. Harry Taylor 
President 
Manufacturers Hanover Trust Company 
New York, N.Y. 

DRAFT TELEX 
l'L/16/83 

We have been informed by the Yugoslav authorities that they are 

proposing to commercial banks to postpone by 90 days the repayment of the 

principal of medium- and long-term eligible maturities, falling due between 

January 1st and March 31st 1984, in the context of discussions underway with 

the ICC on a financial package, including up to 100 percent refinancing of 

such maturities. I understand that the ICC intends to recornmed that this 

proposal be approved. 

As you know, Yugoslavia has entered intp ;negotiations with the Fund 

for a stand-by arrangement covering 1984. As you know, the adjustment 

efforts of Yugoslavia have already led to a significant reduction of the 

current account deficit with the convertible currency area, which should be 

in the vicinity of $200 million in 1983, and the common aim of the Yugoslav 

authorities and the Fund, under the stand-by arrangement contemplated for 1984, 

is to obtain a sizable current account surplus. While the corresponding 

negotiations have not yet been finalized, they should normally lead to Board 

action in February at the time when the other components of the needed 

financial package would have been more precisely defined. In the meantime~ 

there is a need to maintain an orderly process. It is why I support the 

request put forward to banks by the Yugoslav authorities as I have already 

supportBd the parallel request put forward to creditor governments. 

Regards, 

J. de Larosiere 



0 

0 

0 

Office Memorandum 

Decemb.er 16, 1983 1©(2t1t1~~ 
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MEMORANDUM FOR FILES 

\ L J 
\ Cti-... bf 

Subject: Ytigoslavia..;...;.Meetirtg with Manufacturers Hanover 

On December 15 I had a two-hour meeting in New York with · 
Mr. Dobrich, Ms. Mudd, and Mr. Fisher, all of Manufacturers Hanover. 
Mr. Dobrich said that when the ICC sent a firm offer to the Yugoslavs 
on refinancing of maturities falling due in 1984, it was the hope of 
many banks that the Yugoslavs will accept to limit their demand to 

\ 1hf 
I 

'\ ;.#t/ 
\ J1hz such refinancing. It was Mr. Dobr~ch's· understanding that while many 

in Yugoslavia also preferred this course of action, the official 
Yugoslav line, as determined by Mro Dragan, was in line with the Fund's 
attitude, which means leaving open the scope for future negotiations. IQ)~ 

If such is the final Yugoslav position, and Mr. Dobrich will I £ 
be in Belgrade on December 19-20, then the question of the standstill '/ 

'- i, v..,µ 
will arise. Some U.S. banks would favor not to reconunend any standstill j 
i1:1:_ the absence of an agreement of refinancing. I said that it would run / O/l. ~ 
totally contrary to what was proposed by the ICC in the London meeting, . d t;f, 
and to what has been officia:lly said by the Yugoslavs and by us to credito:r ~ ~ 
governments when proposing to them a parallel standstill. Mr. Dobrich I L~l--VI 
agreed and said that at the very end the conunon interest to have an 
orderly process will ~ost probably prevail. l./ The standstill proposal t 
could be sent to all interested banks around th~ 21st a'1Jtecember and (j\ 
a telex by the Fund in support of it would be appreciated (see attached ~ 
draft, to be checked with Manufacturers Hanover). 

Mr. Dobrich and his associates then inquired about the status 
of our negotiations and the timetable contemplated by governments. I 
elaborated on our latest balance of payments projections: current account 
surplus of $500 million, total financial package of $3. 5 billion, including 
total refinancing of maturities falling due to banks, estimated at $1.1 
billion, and $200 million as fresh mane~· by banks. I stressed that the 
end result was a much too small project#d increase in reserves ($500 million) 
which made it necessary to have in addition a $200 million stand-by line 
with commercial banks. If so, :immediately disbursed fresh money could be 
iof. a voluntary nature through, for instance, cofinancing. Mr. Dobrich 
1:1t3.id that there were three groups of banks: (a) those basically ready to 
follow the Fund's advice (basically European banks); (b) those determined not 

l/ Ms. Mudd told me on December 16th that it was now nearly agreed with other 
u~s. banks. 
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to put any new money in any form (some large U~S. banksl; (c) those ready 
to do something but needing time to assess the figures (pther U.S. banks). 

It was agreed that to help the third group joining the first one, fi] 
a contact between the IMF mission in Belgrade and the bankers' economic J J 
team also presently in Belgrade, would be useful .. ]:./ 

In addition, Mr. Dobrich said that a meeting in Mr. Whittome's /\ 
office with the Fund mission and a group of bankers could have a positive J 

effeet. 3_! 

On new money, Mr. Dobrich said he would inquire further about 
cofinancing with the World Bank based on the experience with Hungary. He 
recognized in addition that a stand-by facility would be the proper 
answer. He mentioned a possible stand-by fee of 0.5 percent to be paid 
by the Yugoslav commercial banks or by the National Bank of Yugoslavia and 
an interest rate libor plus 1 I/8 percent which would have a dissuasive 
effect on drawings. He agreed that it should be linked with the refinancing, [ 
with possiby an exemption for the smallest banks, at least if the facility 
were not effectively totally used. He said that parallel action by the 
BIS would probably not be judged essential, since bankers knew that anyway 
the BIS would have a gold collateral. But evidently the widespread 
reluctance to commit fresh money would apply to the stand-by concept as 
well. In addition, there might be a wish, if there were such a stand-by, to 
link its use to the fulfillment of specific targets on repatriation of foreign 
exchange or reserves. I said that we should not have two types of conditionality 
but that some parallelism with phasing of Fund purchases could be contemplated. 

I mentioned to Mr. Dobrich that Mr. Whittome was contemplating 
sending a letter to Mr. Taylor and showed to him a draft of it. He thought 
it might be very useful, and · it was sent to Mr. Taylor on December 16th 
(see attachment). 

cc: Mr. Whittome 
. !Mr. Schmitt 
Ms. Ripley 
Mr. Petersen 
CED 

1/ · I transmitted this wish_ to Mr., Schmitt in .B.elgradee · 
2/ It was later agreed that this meeting would he held -in Mr 0 Whittome' s 

office on Thursday, December 22 at 9.:30 a~m~ 
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December 16, 1983 

Dear Mr. Taylor, 

I would like to thank you for the most effective way in which you 
and your associates have handled the disbursements under the 1983 f inan
cial arrangement with Yugoslavia, now complet~d, and also started discus
sions on 1984. 

,· ... 

The December 6th ICC meeting in London has been most helpful, for it 
has shown the positive attitude of banks to refinancing of up to 100 per
cent of long-term and medium-term maturh:ies falling due in · 1984 and has 
paved the way for an agreement on a three months standstill period. 

But clearly we have to go beyond that if we want together to build 
for Yugoslavia a viable reserve and balance of payments situation. Vari
ous ideas were mentioned in London in parallel meetings, such as cofinan
cing with the World Bank and the European Investment Bank, prefinancing 
of Yugoslav exports, and a stand-by facility. I would appreciate it if 
you could think round such ideas with other bankers in the coraing weeks. 
For my own part I wonder whether a mix of cofinancing for nbout $200 mil
lion and of a stand-by facility, also for about $200 million, to be used 
temporarily in the case of reserves constraint, might not be the best 
approach. · 

Evidently, the attitude of banks will partly depend upon the outcome 
of discussions with governments which is contemplated for the second week 
of January and we shall be in contact with you after that meeting and with 
the Yugoslavs. But it .is my hope that, in the meantime, you will be able 
with your usual skills to work out an approach which meets the anxieties 
of all the parties as you did so successfully last year. 

With my best regards, 

Mr. lla;rry Taylor 
President 
Manufacturers Hanover Trust Co. 
350 Park Avenue 
New York~ N.Y. 10022 

Yours sincerely, 

L.A. Whittome 
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Mr. Harry Taylor 
President 
Manufacturers Hanover Trust Company 
New York, N.Y. 

DRAFT TELEX 
12/16/83 

We have been informed by the Yugoslav authorities that they are 

proposing to commercial banks to postpone by 90 days the repayment of the 

principal of medium- and long-term eli.gible maturities, falling due·.'.between 

January 1st and March 31st 1984, in the context of discussions underway with 

the ICC on a financial package, including up to 100 percent refinancing of 

such maturities. I understand that the ICC intends to recommed that this 

proposal be approved. 

As_ you know, Yugoslavia has entered into negotiations with·:·. the Fund 

for a stand-by arrangement covering 1984. As you know, the adjustment 

efforts of Yugoslavia have already led to a significant reduction of the 

current account deficit with the convertible currency area, which should be 

in the vicinity of $200 million in 1983, and the common aim of the Yugoslav 

authorities and the Fund, under the stand-by arrangement contemplated for 1984, 

is to obtain. a sizable current account surplus. While the corresponding 

negotiations have not yet been finalized, they should norm.ally lead to Board 

action in February at the time when the other components of the needed 

financial package would have been more precisely defined. In the meantime, 

there is a need to maintain an orderly process. It is why I support the 

request put forward to banks by the Yugoslav authorities as I have already 

supported the parallel request put forward to creditor governments .• 

Regards, 

J. de Larosiere 
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) Mr. Hans Schmitt December 16, 1983 

L'.A. Whittome 

Yugoslavia 

Nay I re-emphasize that if a package of assistance is ptit together 
'in 1984 to assist Yugoslavia to build up its official reserve position then 
we must have a reserves test as a performance clause which will monitor and 
ensure this build up. Despite the difficulties inherent in the seasonality 
factors, I think that this performance clause should operate quarterly. 

cc: Mr. Mentre 
Ms. Ripley 
CED 
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December 16, 1983 

Dear Mr. 'faylor~ 

I would like to tlumk you for the most effective way in which you 
and your associates have handled the disbursements under the 1983 f inan
cial arrangement with Yugoslavia, i1ow completed, and also started discus
sions on 1984. 

The December 6th ICC meeting in London has been most helpful, for it 
has shown the positive attitude of banks to refinancing of up to 100 per
cent of long-term and medium-term matu:titie.s falling due in.1984 and has 
paved the ·way for an .agreement on a three months standstill period. 

. But clearly we have to go beyond that if we want together to build 
for Yugoslavia a viable reserve and balance of payments situation. Vari
ous ideas were mentioned in London in parallel meetings, such as cofinan
cing with the World Bank and the European In.vestment Bank, prefinancing 
of Yugoslav exports, and a stand-by facility. I would appreciate it if 
you could think round such ideas with other bankers in the coming weeks. 
For my own part I wonder whether a mix of cofinancing for about $200 mil
lion and of a stand-by facility, also for about $200 million~ to be used 
temporarily in the case of reserves constraint, might not be.the best 
approach. 

Evidently, the attitude of banks will partly depend upon the outcome 
of discussions with governments which is contemplated for the second week 
of January and we shall be in contact with you after that meeting and with 
the Yugoslavs. But it my hope that, in the meantime, you will be able 
with your usual sk:i.lls to work out an approach which meets the an.o~ieties 
of all the parties as you did so successfully last year. 

With my best regards, 

Mr. Harry Taylor 
President 
Manufacturers Hanover Trust Co. 
350 Park Avenue 
~~ew York, :N. Y. 10022 

Yours sincerely, 

L.A. Whittome 
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Of /ice Memorandum 

TO Mr. L.A. Whittome DATE: Decemb.er 15, 1983 

FROM Paul Mentre ~\ 
suBJECT : Yugoslavia..;...;.Goverrinierital Meetings 

On December 14, I called Mr. Durand, an associate of Mr. Trichet 
and Mr. de Lauzun regarding Paris Club matters. The French Treasury would 
propose on December 19 to other Paris Club members to have meetings on 
Yugoslavia on January 11-12 at the Bank/Fund Paris Office, with a possible 
extension to the i3th. Some governments have expressed the view that 
consolidation should not take place before Fund action. I said that the 
letter of intent should be signed before January 11 and that the implementa
tion of the debt cSnsoiidation, after endorsement by the Swiss-chaired 
coordinating group, could wait for effective Board action. 

We agreed that the first group would meet on January 11 with 
balance of payments and consolidation, and the second on January 12 with 
adjustment policies .and financial flows outside debt refinancing. There 
would be some flexibility in the t:i111.etable between the two groups, if 
needed. I said we should coordinate further the agenda, and we agreed to 
meet together innnediately after confirmation on December 19 of the meetings. 

I have drafted a telex and an agenda to be sent possibly on 
December 21 on which you might want to react. 

("'"~~) 

cc: Mr. Schmitt 
Mr. Petersen 
Ms. Ripley 
CED 
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To: 

From: 

Geneva Participants 

A. Guetta 

DRAFT 
12/16/83 

After consultation with the participating governments, it is 

proposed that the two subgroups created by the November 18 Geneva meeting 

on Yugoslavia meet on January 11-12 in the World Bank/Fund Paris Office 

(64-66 Avenue d'Iena, 75016 Paris), with, if needed, an extension to 

January 13. The first group will meet under the chairmanship of France 

The French. Treasury is 

sending to partic~pants a proposed agenda. The second groµp will meet 

under the chairmanship of the Fund at · on --------
The attached annotated agenda is proposed for this second 

meeting, which the Managing Director has asked me to chair. 

Regards, 
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Financial Assistant to Yugoslavia 

Working Group on Nondebt Problems 

January 12 .Meeting 

Proposed Annotated Agenda 

1. Status of Negotiations Between t!he "Fund and YugoslaviJ:.I 

(Fund representatives and Yugoslav representatives) 

DRAFT 
12/16/83 

(a) Balance of payments, 1983 (IMF forecast of January 1983, 
likely outcome in 1983, explanation of differences) and 
projections, 1984 and beyond (value and volume of exports 
and imports, invisibles, short-term, medium- and long-term 
capital flows, reserves) .. !/ 

(b) Recent economic evolution and prospects (review of economic 
adjustment in 1983; problem areas) 

(c) Letter of intent content 

(c) Timetable contemplated for Board action 

2. Nongovernmental Financial Flows 

(a) World Bank lending (World Bank and Yugoslav representatives) 
including possible cofinancing with commercial banks 

(b) European Investment Bank lending (Yugoslav and EEC chairmanship 
representatives), including possible cofinancing with 
commercial banks 

(c) Status of discussion with commercial banks (Yugoslav 
representatives and IMF): implementation of 1983 commercial 
banks' package; contemplated flows in 1984 

3. Governmental Financial Flows 

(a) Carryover in 1984 of the 1983 Berne package (national 
representatives) 

- Could creditor countries' representatives elaborate on 
measures taken or to be taken to ensure that unused 
commitments will remain available in 1984? 

- Could Yugoslav representatives elaborate on measures 
taken to speed up the process of use of those credits 
by Yugoslav enterprises and to ensure their full use 
before the end of 1984. 

As needed ~fter ; dis,cus,&ion in the first w_<;>rk:41g grqup •, 
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(b) Exports credits made available urlder other arrangements 
(national representatives) 

Could creditor countries elaborate on suppliers' 
credits made available in 1983 and contemplated in 
1984 under pre-Berne arrangements? 

(c) Additional action 

Magnitude of action judged compatible with Yµgoslavia's 
balance of payments and reserve needs (Yugoslav 
representatives and IMF representatives) 

Size and nature of commitments which might be contemplated 
in the framework of an overall package, with specific 
reference to commodity credits and export credits for 
raw materials and intermediate goods (national 
representatives) 

(d) Government-guaranteed short-term claims (national 
represeriatives 

- Attitude of individual governments on maintenance 
and/or expansion of existing short-term lines in 1984 
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TO: INTERNATIONAL Mt)NETARY FUND/WASHINGTON, D. C. 
ATTN: L.A. WHITTOME/P. MENTRE 

RE: YUGOSLAVIA 1984 

FOL.LOWING IS TEXT OF OFFER TELEX SENT ON BEHALF OF THE ICC TO 
THE FINANCE MINISTRY OF YUGOSLAVIA YESTERDAY: 
QUOTE 
TO: MINISTRY OF'·FINANCE/BELGRADE, YUGOSLAVIA 
ATTN: MR. CVITAN DUdOMIC, ASSISTANT FEDERAL SECRETARY OF 

· FINA~CE 

CCI FEDERAL EXECUTIVE COUNCIL/BELGRADE, YUGOSLAVIA 
ATTN& MINISTER JANKO SMOLE 

occ: NATIONAL BAN~~ OF. YIJGtJSLAVIA/BELGRADE, YUGOSLAVIA 
ATTN: - MR. JOZEF KOROSEC 

RE: YUGOSL~VIA 1984 FINANCING ARRANGEMENTS 

ON BEHALF.OF THE INTERNATIONAL COORDINATING COMMITTEE <THE 
QUOTE ICC QUOTE ), WE ARE PLEASED TO CONFIRM THE PRELIMINARY PROPOSA 

DISCUSSED WITH YOU AT THE DECEMBER 6, 1983 MEETING OF THE ICC 
FOR A 1984 FTNANCING PACKAGE FOR YUGOSLAVIA. THE PRELIMINARY 
PROPOSAL, AND ANY STATEMENT OF TERMS AND CONDITIONS OR FINANCING 
AGREEMENT BASED UPON IT, ARE, OF COURSE, SUBJECT TO REVIEW AND 
ACCEPTANCE BY THE BANKS AND FINANCIAL INSTITUTIONS TO BE BOUND 
BY IT. 

PURSUANT TO THE PRELIMINARY PROPOSAL, UP TO fOO\PERCENT OF THE 
MEDIUM AND LONG-TERM MATURITIES DUE IN 1984 fOBANKS AND 
FINANCIAL INSTITUTIONS ON ACCOUNT OF EXTERNAL INDEBTEDNESS 

OINCURRED~EFORE .!ME CLOSE OF BUSINESS ON JANUARY 17, 1983 WILL 
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BE REFINANCED. IN THE EVENT THAT 100 PERCENT OF SUCH MATURITIES 
ARE TO BE REFINANCEih EACH RE!FINANCED MATURITY :WL.L BEAR 
INTEREST AT A RATE WHICH INCLUDES A MARGIN OF ~ PERCENT ABOVE 
THE LONDON INTERBANK CIFFCRED RATE, FRANKFURT INTERBANK OFFERED 
RATE OR FIXED RATE FOR THE CURRENCY IN WHICH ~:UCH MATURITY IS 
DENOMINATED OR A MARGIN OF 1-3/4 Pl:RCENT ABOVE THE APPLICABLE I 
DOMESTIC RATE FOR SUCH CURRENCY. IN THE EVENT, HOWEVER, THAT 
THE PLRCENTAOE OF SUCH MATURITIES WHICH IS TO BE REFINANCED IS 
AGREED TO BE ~ THAN 100 PERCENT, THE ICC WILL DISCUSS WITH 
YOU A ~!JJ:;IlON IN SUC~RGINS. THE PRINCIPAL OF ~RE
FINANCED MAT~-Y ltJILL BE l:IUE IN INSTALLMENTS OVER R YEARS 
FOLLOWING A OU -YEAR PERIOD IN WHICH INTEREST PAYMENTS ONLY 
WlLL BE REQU 1 TO BE MADE. A FACILITY FEE OF(!} PERCENT WILL 
BC PAYABLE ON THE Pl1INCIPAL AMOUNT OF EACH REFINANCED MATURITYa 
THE REFINANCING WILL BE GQ~NAL UPON A OMPARABLE REFINAN
CING OF MA TUR IT IES DUE IN ~O. OR GUARANTEED BY, BERNE 
ACCORD GOVERNMENTS. 

IN ADDITION, THE ICC WILL. IN LIAISON WITH ITS ECONOMic·suB
COMM I TTEE, CARRY OUT IN THE TH I@,. C!Lt~~ 984 A COMPREHEN-
SIVE REVIEW OF THE FINANCIAL SITUATION OF · SLAVIA. 

()IF YOU ARE IN AGREEMENT WITH THE FOREGOING, PLEASE SO CONFIRM 
TO US IN WRITING. THE PRELIMINARY PROPOSAL IS. OF COURSE, MADE 
IN RESPONSE TO YOUR CONSIDERED REQUEST AND WITH THE INTENTION OF 
FACILITATING AN EXPEDITIOUS SIGNING.OF A 1984 FINANCING PACKAGE 
AND AN EARLY RETURN BY YUGCtSLAVIA TO THE PRIVATE CREDIT MARKETS. 
WE THEREFORE LOOK FORWARD TO RECEIPT OF YOUR CONFIRMATION OF THE 
PRELIMINARY PROPOSAL BY DECEMBER 19, l':,J83. SO THAT THE ICC 
CAN PROMPTLY RECOMMEND IT TO THE NATIONAL COMMITEES AND PROMPTLY 
COMMENCE DISCUSSIONS WITH YOU OF A MORE DEFINITIVE STATEMENT OF 
TERMS AND CONDITIONS. 

BEST REGARDS. FULVIO DOBRICH. 
MANUFACTURERS HANOVER TRUST COMPANY 
FOR THE tNTERNATIONAL COORDINATING COMMITTEE. 
UNQUOTE 
BEST REGARDS, DOBRICH. MANTRUST, NY 

END OF PAGE TWO/END OF TELEX 
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TO 

FROM 

SUBJECT: 

Of /ice Memorandum 

Mr. L;A. Wh~" 
Paul Mentre ):\···~ 
Yugoslavia 

DATE: December 13, 1983 

You will find here attached: a report to the Managing Director 
on the outcome of discussions last week; a detailed report by Mr. Hansen 
on the London meeting, supplemented by a brief review of private discussions 
with bankers; a memorandum for files giving more details on the dis·cussions 
with the National Bank of Yugoslavia and Mr. Dragan on the financial package; 
a memorandum for files on discussions with Yugobanka. 

I was in contact this morning with Mr. Canner, U.S. Treasury, who 
confirmed to me that, subject to the concurrence of other governments on 
December 19, the U~S. had agreed{ to meet on Yugoslavia in Paris on January,J,1-12. 
He inquired about the second working group chaired by the Fund and suggested 
we send a telex confirming formally such a meeting. He inquired about the 
status of negotiations in Belgrade and I said that, normally, if agreement 
on a letter of intent was not reached in December, it should be possible 
to obtain it before the January 11-12 meetings. I confirmed to him what 
I had said to Mr. Trichet, namely that we were expecting that the working 
groups will come up with precise figures to be endorsed formally later by 
the full Swiss-chaired group, but that it would be perfectly ~cceptable to 
us to have the effective implementation on the agreement depen~ent upon 
Board action, around end-February. On this basis I have drafted a telex 
to Mr. Probst dealing with the procedures and with the standstill. As 
far as banks are concerned, Mr. Dobrich called me late this evening and 
we agreed to meet in New York on Thursday on the standstill and future 
work; I will mention to him that you might wish to send a letter to 
Mr. Taylor (draft attached). 
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MEMJRANDUMFOR FILES 

Subject:· Yugoslavia: Meeting of tli.e ICC in IDndon, .[)ecernber 6; 1983 

The International Coordinating Committee (ICC) of foreign 

carme.rcial banks met in London on December 6, 1983 to discuss the finan-

cing arrangements for Yugoslavia for 1984. Also present were a Yugoslav 

delegation headed by Mr. SrrDle, clnd JMF and World Bank representatives. 

Preceding the joint meeting, the IMF delegation had meetings with the 

Yugoslav delegation, with .Manufacturers Hanover and a dinner with a 

selected group of bankers on December 5, 1983. · 

1. Meeting with the Ydgoslav delegation· 

At the request of the Yugoslav delegation, a meeting was held 

with the IMF delegation to discuss BOP figures for 1983 and 1984 on 
• 

. _ ... 

.[)ecernber 6, 1983. The IMF delegation-·nad. pre:r;iared. the attached tables y 
to circula.te to the. :r;iarticipants in the December 6 meeting. However, 

the Yugoslav delegation came with. much rrore optirn.istic figures for the 

BOP for both 1983 and 1984. Based on figures for the first 10 rronths 

of 1983 the Yugoslavs had prepared the following figures for the balance 

of payments for 1983 and 1984: 

1/ Will be attached later. 

:;; 
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Yugoslavia: Balance of Payments 

(In millions of u.s~ dollars) 

1983 

Exforts 6,400 

Irrq;orts -8,450 

Trade Balance -2,050 

Invisibles 1,925 

Current account balance -125 

1984 

7,700 

-9,100 

-1,400 

2,200 

8G_Q 

In the meeting with Yugoslav delegatio:q Mr. Whittome said that 

these figures v.uuld have to be assessed by the mission that was in 

Belgrade now, but concerning the meeting with the ICC it was important 

for the Yugoslavs to ask for 100 percent resche:J.uling of ma.turities 
.. ~/--~---~·~'' . 

and some new rroney fran banks. First, there was still great nncertainty 

about _the c/a outcome for 1984. Second, there was a need to build up 

reserves. Finally, sane cushion was: needed against unforeseen develop-

ments (e.g., against a bad harvest). 

Mr. Srrole said in resp:mse tha,t on the balance of :payments outlook 

as }?resented by the Yugoslavs there was not a need to ask for new money 

fra:n banks, but that they were to-rely heavily on the advice. of the IMF 

in that respect. The important thing this year was to reduce the costs 
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of the financing arrangement with banks. It was felt that this. vx:>uld 

be. best achieve:l by having refinancing of maturities only. Mr. Smole 

also aske:l if the Fund could help in an~way to bring down the costs of 

borrowing for Yugoslavia. Mr. Whitta.ne said that it was limite:l i;mat 

the Fund could do in that respect, and he again said that it Was vital 

that the Yugoslavs aske:l the banks for new rroney. otherwise governments 

VlOuld not provide new rroney either, a.."'ld this V>lOuld put the Fund in a 

very difficult :i;:osition, and it might not be :i;:ossible for the Fund to 

cane up with new rroney either. Mr. Srrol.e replied that this would be · 
. - . . 

very s.:rrious and he emphasized that no fina.1 ?ecision had been taken yet 

on the. question of new rroney. 

2. Meeting ·with Mar'.l.Ufacturers Hanover 

The IMF delegation met wi:th Mr. D:Jbrich at his request on the 

evening of December 5. He said that a problem had arisen. sane small 

arrears to banks had been discovered. Sane 40 banks had re:i;:orted such 

arrears in a total amount of about US;32.5 million. Although. the problem 

wi:th these arrears had been handled. .. thrdugh . an escrow account, it had 

created. serious problems with the banks. A m.....<=>eting had been held earlier 

in the day with the Yugoslavs to discuss the problem, and the Yugoslav$ 

had premised. to contact Belgrade to get this proble.ll out of the way 

irrmediatel;i. 

Mr. DJbrich went on to say that .Manufacturers Hanover had just had. 

.·,···. 

('\ 
\_) a meeting with Peat, Marwick and Mitchell to discuss the outcorre. of the 

1983 exercise. On medium-term financing the latest figure for .resc.."1eduling , · 
_-;:__~-
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was ~lion~re or less as expected~but the figure for the 

roll-over of short-tenn debt was now higher than estimated earlier. For 

short-tenn credits it was US$20Q million and for trade-related credits . 

US$680 million. The higher estimate for trade'""."related credits was due 

to a previous underestimate of unused credit lines. 

On the scheduled meeting the following day I'-'lr. Dobrich said that 

· there still was a feeling of_ vindictiv~ess ~banks combined with a 

suspicion about the Yugoslav numbers. A specific problem was the swing 

of about US$1 billion in errors and aui.ssions frem 1982 to 1983. 

Q Mr. Dobrich said that the cliroate was not goo::l for asking for new ooney. 

0 

One bank had even suggested.that the. rescheduling should be for only 

75 per cent of maturities. 

Mr. Whittome stated the Fund p:isition. First, there vvould be a need 

to dea.l with the question of a standstill. Second, roaturities on rne::lium

and long-tenn debt should be rescheduled 100 percent and the question of 

short-tenn debt falling due in January 1985 should be. dealt with.now also. 

Third, there was same doubt as to whether .-~~w ooney \'las needed, but it 

was:· the Fund .. s opinion that this would .be required al though. on a smaller 
-

scale. than last year. A related question was v.ti.ether new ooney could be 

provided in a different manner than last year, e. g; , from the larger 

banks only. Finally, there was the question of costs. of the operation. 

Would it oe possible to reduce the costs to the Yugoslavs? 

Mr. Dobrich reacted to this by saying that if there was a need for 

new rroney it should be dealt with together with the rescheduling operation. 

1;... 
:. ~'. 

'. 
' 
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Otherwise it would' be impossible to get banks to contribute. However, 

this would mean a considerable delay of the whole exercise. One would 

have to wait for the governments and I.ME'. It would be preferable 

to ask for a rescheduling only. It was felt that new rroney could be 

provided through cofinancing arrangeme...Dts with the IBRD, EIB/ etc. Also, 

if the Yugoslavs were only asking for refinancing it should be possible 

to reduce the costs, e.g. , by a drop of 1/8 percent in the facility 

.and .r;ossibly an increase in the grace period to four years and in total 

matur:i:ty to eight years, but to get Hus it was important that the 

Yugoslavs provided the banks with a maturity schedule. for the next 

If four-five years. 

3. ·oinner With. selected group of bankers 

Messrs~ 'Whittome and Mentre participated in a dinner given by 

Manufacturers Hanover for four Europc--an banks (Barclays, Societe. Generale, 

Westdeutsche IandesDank and credi:tanstalt) and three.American banks 

(Citibank, Bankers Trust and Chase Man..1iattan) in. addition to Manufacturers 

Ha;nover. ·-· _..:.--·· 

4. · ·The ·ICC meeting · ort December 6 

1ne meeting started at 9:00 a.m. with representatives. from the ICC 

only. At 10 :45 a.m. the Yugoslav, IMF and IBRD delegations joined the 

meeting. The Yugoslav delegation wa,s called up:m first. ~..r. l{orocec 

corrmented on the situation with regard to arrears, explaining thE'. 

./\ _ , . _ _) increased pcwers of the National Bank to control foreign I::orrowin::; and 

repayment of such borrowing. As to the problem with the. small arrears 

•':• 

·:.· 
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to banks which had' recently been discovered he assured that action had 

been taken and the problem should be solved. rvir. Srrole then ccmnented 

on the perfonnance of the Yugoslav economy in 1983. He e:rrphasize;l that 

the current account balance with the convertible· area v-10uld be much better 
l 

than exr;:ected at the beginning of the year. For the first 10 rronths a 

surplus had been recorded~ }./ Industrial production.had picked up, 

despite the decline in irnpJrts. For the first 10. months the increase 

was 1 percent. He also mentioned that new rules had been intro::luced to 

speed up the utilization of the Berne package and the SAL-loan. The· 

improvement in the current account had been achieved partl:;r through demand 

restraint (investment down by 11 percent, private consumption by .2 percent 

and real personal income per employee by more than 7 percent in. the first 

10 months of 1983) • An active exchange rate p::ilicy had, however, been 

impJrtant also, but this had led to an increase in the rate of inflation 

which had also been fueled by the increase in administered prices and 

the liberalization of price controls. The aim was to reduce irrflation in 

1984. Further on 1984 prospe.cts he said that discussions had just started 

both internally and with the IMF. The nain objective for 1984 was to 
. 

achieve a current account surplus with the convertible area. The actual 

si:f:e was still being discussed. He hop:=d that this could lead to a more 

normal situation so that the Gover:Dn1~t· .and the NBY did not have. to con-' . . 

tinue to borrow abroad. It was hoped that Yugoslavia could rely more on 

direct invesbrents, including joint ventures. The rules for this had just 

been changed. It was also hoped that new money could be provided as 

cofinancing with the IBRD, EIB, etc. 

1/ He did not mention any figure. The previous day he had mentioned 
a figure of US:l300 million. 
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As to the financial package for 1984, he said tl1at Yugoslavia vX>uld 

ask the banks for a standstill period for 90 days (from January 1 - .March 31~ 
' ' 

1984) and at the same time ask the governments for this also. Regarding 

1984 rescheduling of medium- and long-tenn maturities, the SDK and PMM 
,. . ~ ... 
vlould start to WDrk on this immediately. On new money there Wa.s a big. 

dilerrirra. The irnp:Jrtant question was to reduce the costs of such financing. 

IYT.r. Smole did not directly; ask for new money. He said t."rat he knew that 

there were risks in not asking for tlrls and that had to be discussed 

further with the IMF before a final decision was rrade-. It was the hope 

·that Yugoslavia could gradually regain access to foreign capital markets. 

He said, however, that Yugoslavia was f irrnly, again5t applying the same 

formula as last year, when the new money was tied to the rescheduling. 

There. were some questions from the bankers on the rules governing the 

repatriation of ex:[X)rt revenue. · It was e.xplained b¥ Mr. Smole rriat 

·.·:' 

"• .. ,, 
measures were being taken to deal with the problem of delays in repatriation. . 

Exemptions from the 90 day rule were granted b¥ the Republics and Provinces. 

This p:Jlicy -was now being revised. -~oth6....r ·question regarded the level of 

usable reserves. Mr. Dragomanovic explained that as of Novenb;:::...x 20 total 

reserves (including those of carrmercial banks) were US$1.8 billion. 

However, excluding gold, long--term bonds and counterdep:Jsits the level 

usable reserves -was reduced to US$600-700 rnillio k1 V.~t:...vv( 
G'f //b, b Vt M~ I{ 

The Fund delegation was then called uf()n to present its vi~w.on r i ' 
the Yugoslav situation. The tables prepared by the Fund were distributed 

and Mr. Whittane explained that the figures were in no way final. They 

were presently being discussed with the Yugoslav authorities in Belgrade. 

·.·. 
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Mr. Whittane went on to say that sane progress had been recorded in 1983. 

This had been achieved through a tight incanes p::>licy, fairly strict fiscal 

and monetary.policies, and active exchange rate and interest rate p::>licies. 

This had led to an improvement in the current account in excess ·of what was 

expected. at the beginning of the year. Nonetheless, Yugoslavia wuld end up 

with. lower reserves than targeted for the year. The reasons were: short-term 

.. capital outflow and slower disbursarent of goverrnnent an¢l SAL rroney. The loo 

level of reserves at the end of 1983 had a bearing on the assessment for 1984. 

It was· the Fund's view that a·financial package on the· same pattern as in 

1983 would be. necessary for 1984. There had already ~ a meeting of 

. governments in Geneva in November 1 at which it had been decided to establish 

two groups: one to deal with rescheduling and another to deal with new money. 

These two groups would meet in Paris in mid-January and rep::>rt to a joint . 

group of 16 governments headed by the SWiss later in January. Obviously 

the governments would be vecy interested in the outcane of the ICC meeting. 

The Fund had just started the negotiations on a program for 1~84. It would 

include a further increase in interesj:::._. rates, continued tight m:metary and 

fiscal policy, a review of the foreign exchange allocation system and vJOuld 

also cd:nprise measures to improve the financial, discipline of enterprises. · 

On the balance of payments outlook, Mr. Whittcme said that he hoped 

that agreement could be reached on a starrlstill period for both governments 

and banks. There should be 10.0 percent rescheduling of medium- ~ long-term 

r ·1 debt and he hoped that it would be possible on this occasion to deal with 
·' I 

the short-tenn maturities falling due in January 1985, e.g., to extend these 

: :· 

·.·, 
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for another twelve-month period. On the question of new rroney, the Fund 

did not agree 100 percent with the. Yugoslav r::osition. Whether ne-w ooney was 

needed would be. difficult to judge today. It depended on the current account 

forecast for 1984 . The figure that the Fund bad circulated was a surplus of 

US$250 million. The Yugoslavs. were much rrore optimistic, but ;for a figure 

much ill. excess of US$250 million to materialize exp::>rts would have to 

. increase very substantially in 1984. Further, there was a problem with 

errors: and omissions. Also, al though it might be decided to resched.ule 

100 percent of maturities, the actua,l outcane. woµld re less. There would 

leakages as had bee., the, case this year. A ·safety IIErgin would also 

have to be built in against accidents. Finally.,. the level of reserves \va.s 

very low and there was a need to build up reserves during the year. 

There was more than one. way to tackle the question of new: rroney, 

Mr. Whittorne added. . One could Wait and see Whether would be necessary •. 

This would however mean that if it beca'Tie necessary. the question would 

have to be dealt with a crisis. atrrosphere. Mr. Whittc.rne could understand 

the Dankers,. reluctance to lend new .. rrDney. However, if there was no nE!fl 

money fran banks there "10uld be no. nE!fl money fran governments or the IMF. 

Another idea ·;,;ould be for the banks to provide a stand-by credit (or 

credit line) v.nich would only be used if the less optimistic forecast for 

the balance. of payments were to materialize. 

Mr. Kapps of the IBRD briefly explained the. situation with.re:;rard to 

(-"l the SAL loans and no:rm:il disbursenents fran the World Bank. He also 
->, , 

explained that there had just been discussions in London on a confinancing 

,,,·, 
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scheme under the World Bank's Schedule B facility for an already existing 

World Bank loan of US$136 million to Yugoslavia. 'Ihey were looking for 

an additional US$40 million to be provided by. the banks. 

Following these presentations, the Yugoslavs were excused from the 

meeting, and .Mr. Brainard corrmented that there had been :i::ositi~e elements 

in the develop:nents in 1983. In particular, he found that the active 

exchange rate :i::olicy had been very bo.JJ.eficial to workers .... remittances and 

tourist receipts. Another :i::ositive factor had been the attempts to reduce 

price distortions. Moving on to the prospects for 1984 1 he said that there 

( ~, was a need to look at the cash flow numbers for· the ba.lance of :p:;i.yrnE:nts. 
_,. 

A. repeat perfo:r::mance of 1983would not be acceptable 1 and same bankers 

questioned whether it w6uld be. p;:issible to have the balance of :p:;i.yments on 

a cash basis as a perform:mce criterion~ Mr. whlttame replied t.hat this 

would be unusual, but. that a reserves test was built into sane pro:rrams, and 

he said ~t he ~uld instru9t the mission now i1fi B~lgrade to look into this 
VJ Vb ~,,.,t""'" L:l<l tl.1 /t; ~~cvb4.e tt ,,,t..~~l ~'r e:f "'1t-·l·~ . -

questiol other .1..actors that the bankers .f~lt shoold be looked into in 

19.84 were.: further interest action tG··eStablish :i::osi ti ve real interest 

rates, a refo:rll.l of the foreign exchange allocation system, and further 

reformS' in the area of financial discipline· including a refo:rll.l on the 

banking system .. On the question of ne-w rroney, it was the feeling of the 

bankers that it w::iuld be a mistake to provide this now. 'Ihe only way to 

get refonns in Yugoslavia was "to keep their feet to the fire." One 

·(·') should keep the option open and maybe discuss it later in the year. 
'-, 
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Mr. Wr1ittane resp:mded that these :r;:oints were well taken. It was 

fine to put pressure on the Yugoslavs by not providing new money now, but 

his ~ worry: ~was that if. thing~ went wrong the Yugoslavs would revert 

to the administrative controls and undo the progress that had been rrade 

so far. 

Follovving the lunchbreak the ICC met again for almost two hours 

before the Yugoslav, the Fund and the World Bank delegations were invited 

to attend again. Mr. Dobrich sum:narized the conclusions. of that meeting. 

First, the ICC congratulated the Yugoslavs with the 6.rrrent account · 

performance in 1983. It was reccgnized that this had been achieved through 

substantial danestic sacrifices. 'I.he ICC urged the authorities to continue 

their adjustment efforts as this would gradually restore the creditv.x:>rthiness 

Yugoslavia. However, this would depend to a large extent on the actual 

perfonnance of the Yugoslav econan:r, and in"that connection the ICC urged 

the authorities to take measures to close. the gap bebtreen export ea.nllng and 

ex.port receipts. 'Ihe ICC had agreed to a 90 day standstill period fran 

January 1 - March 31, 1984 and to a.loe·:i;:ercent refinancing of medium- and 

long-term maturities falling due to banks in 1984, with the same interest 

spreaa,~s last year, but with. a lengthening of the maturity to seven 
k-i~ie, 

years_am a four-year grace period. Also the front-end would be 

reduced by 1/8 of 1 percent to 1 percent. If the Yugoslavs were to ask 

for less than 100 p:rrcent rescheduling the pro:r;:osal v..Duld be re-examined 

with. a view to reduce the interest rate spread. 

f 

':·· 

·."· 
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Mr. Dobrich added that the banks had decided.to put forward a 

concrete proposal naw in the hope that a decision could be taken quickly. 

A. taex would be.sent to the Yugoslav authorities early in the folla;ving 

week l::oth concerning the standstill period and the rescheduling proposal, 

and he stressed that a quick response v.ras needed. He emphasizea that the 

proposal was ad referendum and that it also assumed that other creditors 

would be treated in the same manner as banks. 

· JV"ir. Smole accepted the proposal, but added that it had to be discussed 

with the authorities in Belgrade. He said that on the-question of newrnoney 

( "- the Yugoslav position was much in line with that of the banks but he had 

been impressed by Mr. ~ ttane .... s arguments and he wanted to discuss 

this· further with the IMF before reaching a fi.rial position. 

Mr. Whittonle expressed di.sappoinbnent on the. ICC proposal on bvo 
. -

points: (i) that the question of rolling over short-htL debt falling 
· ·iu~vt~ 

due in January 1985 had not been addressed; and (ii)[tllat the lack of 

n~w money· from banks "WOuld result in a nonviable f:inancial package for 

1984. 

Fund. 

to the ri:ianagernent of their banks.. He asked, and Mr. Dobrich confirmed that 

·this would be possible, that a new meeting of the ICC be called, if this 

was considered necessary, in late January after the negotiations on a 

new: stand-by arrangement for 1984 had been concluded and the Paris meetings 

-"' 
( _) of governffients had been held. 

. .; 

1' •• 
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Office Memorandum 

December 13, 1983 

MEMORANDUM FOR FILES 

Subject: Yugoslavia - December 6 ICC Meeting in London--Supplementary 
Views of Bankers 

Mr. Hansen has reported in a memorandum for files the ICC 
meetings in London. In addition to the formal meetings, Mr. Whittome 
and I attended a dinner given on December 5 by Manufacturers Hanover 
and had a breakfast on December 7 with Bankers Trust Company 
representatives. 

1. Manuf acturets Hanover 

After presentation by Mr. Smole and Mr. Whittome of the 
Yugoslav situation, Mro Dobrich made a "tour de table" to know the 
views of bankers. European bankers, notably Creditanstalt, 
West Deutsche Landesbank, and Societe Generale were mostly positive. 
U.S. banks, notably Citibank and Bank of America, stressed on the 
other hand the need to get more accurate figures and the difficulty 
they would have to contemplate fresh money. After dinner we reviewed 
the situation together with Mr. Dobrich and Mr. Smale and Mr. Dobrich 
mentioned the various possibilities which had been indicated to him 
by other banks, notably cofinancing, export prefinancing, and a 
stand-by facility. Mr. Smale confinned that the Yugoslav authorities 
wanted to avoid a formal link between refinancing and new money but 
expressed an interest in the stand-by idea. As reported in Mr. Hansen's 
memorandum, none of these ideas .were formally presented by banks. 

2. Bankers Trust 

The Head of the European Division of Bankers Trust, based in 
Frankfurt, and his representative in Belgrade, wanted to elaborate with 
us on the type of ideas they had in mind for voluntary lending in 1984 •. 

It should be trade-oriented and be agreed among a srnal~ ~i~µp' 
of large banks in major countries. It could start with Germany, with 
parallel financing of govermnent guaranteed export credits, eligibility 
to guarantee of Yugoslav goods re-exported by German exporters.and 
financing of Yugoslav exports to Germany. For instance, credft lines 
backed by acceptances of German importers could be envisaged, an 
alternative being multi-currency trade related credit lines~ The same 
approach would be then used in other major countries. 

Mr. Whit.tome said that such ideas were certainly worth 
exploring but he stressed that many of them would take time to be 

••• /2 
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implemented while Yugoslavia's needs were urgent. Evidently Yugoslavia 
would adjust to availaole financing flows but if these flows were not 
adequate the adjustment will imply restrictive measures on imports 
which would harm Yugoslavia in the medium-term through an inadequate 
resources allocation and postponement of the much needed move toward 
a more market-oriented economy. 

cc: Mr. Whit tome./" 
Mr. Schmitt 
Mr. Petersen 
CED 
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cc: Mr. Whittome / 
Mr. Schmitt 

Of /ice Memorandum Mr. Petersen 
.CED. 

December 13, 1983 

MEMORANDUM FOR FILES 

Subject: Financial Package for Yugoslavia - Discussions in 
Belgrade, December 8~9, 1983 

1. National Bank of Yugoslavia 

The National Bank of Yugoslavia has revised its 1983/84 balance 
of payments figures (see attachment). 

The main difference is a downward revision of imports leading to 
a current account deficit limited to $125 million (staff projection based 
on lower figures for exports, $225 million). In addition, we were told 
that errors and omissions for the first 10 months amounted to .$745 million. 
The Yugoslavs continue to hope that the final figure for 1983 as a whole 
will be lower, due to administrative and credit policy actions on 
repatriation on export receipts. They did not substantiate much this 
view and we have kept the present figure on errors and omissions which 
would lead to no increase in reserves in 1983 (against $430 million 
reserve increase projected by the Yugoslavs). For 1984 the Yugoslavs 
project a $800 million surplus against $500 million in our projections. 
In addition, in order to accommodate our views the Yugoslavs have revised 
their medium- and long-term capital flows projections and they include 
now in them fresh money from governments ($150 million against $250 million 
in our projections) and from commercial oanks ($100 million against 
$200 million in our last projection). 

The end result is an increase of reserves of $1,000 milli.on in 
Yugoslav projections while,. due to lower·current account surplus and 
continuous delays in repatriation of exports (errors and omissions pro'"' 
jected at $300 million which might prove too optimistic) we have a reserve 
buildup of only $500 million in our revised projections. 

2. Federal Executive Council 

On December 9, Mr. Schmitt, Mr. Hansen, and myself met with 
Mr. Dragan, Mr. Stemankovic, and Mr. Velkovic. 

Mr. Dragan inquired about the timetable. Mr. Schmitt said that 

l,l .. 
~-

a draft letter of intent would be made available by the mission on December 12 
with a view to finalizing discussions in the following week. He understood 

~ ••• /2 
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Mr. Dragan might have to go back to the Federal Assembly and that in 
addition some figures might have to be finally agreed later on, which 
could mean final agreement in the first week of January which could be 
consistent with a Board meeting around end-February. 

Mr. Dragan then commented on the financial package for 1984 
on the basis of the two attached tables which were given to him. He 
said that the general guideline was not to increase in 1984 the level 
of external debt which would mean refinancing $3 billion falling due. 
However, there might be a margin of 2.0-2.5 percent of total indebted
ness ($18 billion) and he finally mentioned an overall figure for 
the package of $3.0~3.5 billion. I said that only the $3.5 billion 
figure was consistent with a viable package. 

On new money from goverrnnents, Mr. Dragan said the Yugoslav 
authorities will be directly in contact with the u.s.l/, the Germans, 
and the French--Mr. Smole was at that time in Paris meeting Mr. Delors 
and Mr. Mitterand will pay an official visit to Yugoslavia on the 15th 
of December. 

On fresh money by banks, Mr. Dragan was in favor of voluntary 
lending, notably to avoid an excessive cost for refinancing. I stressed 
that in addition to voluntary lending by banks, possibly cofinancing with 
the World Bank or the European Investment Bank, there remained a need 
to protect Yugoslav reserves against unexpected developments in 1984 since 
we were now projecting a rather limited increase of $500 million. I said 
that the idea of a stand-by with banks (in the vicinity of $200 million, 
possibly supplemented by the BIS) has been mentioned in London. Mr. Dragan 
expressed interest in it, while stressing that short-term credits should 
not be used to replenish reserves. I mentioned also the threat resulting 
from the potential repayment on January 15, 1985 of $800 million on 
outstanding short-term debt and stressed that the Yugoslav authorities 
in their discussions with commercial banks should at least aim at a one-year 
postponement of this maturity date. 

On fresh money from the Fund, Mr. Dragan said he fully understood 
the link between fresh money with banks and governments and he expressed the 
hope that if the discussions with banks and governments were positive, the 
IMF figure might be revised upward from $400 million to $500 million. 

Finally, I gave to Mr. Dragan and his associates a draft telex 
to Mr. Probst and an outline of a telex to banks on the standstill, 
stressing the need to leave the discussions open on refinancing. 

Mr •. Dragan thanked us for the active role played by the Fund in 
assembling the financial package and said that close coordination between 
the Fund and the Yugoslav authorities would remain essential for a 
satisfactory outcome of coming discussions with governments and banks. 

L Tir A·f 
Paul IMenle 

1/ Mr. Schmitt and myself had a brief meeting with Mr. Nichols, ·u.s. Embassy ., 
in Belgrade, who said that a figure of $200 million for U.S. commodity credits in 
1984 was a reasonable assessment. In addition he mentioned spontaneously a figure 
of $500 million for current account surplus in 1984 a,nd ::inquired ahout qur t~etable. 
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Table 1. Yugoslavia: . Balarice of Payments with 
the Convertible Currency Area, 1982-84 

(~n millions of u. s. dollars) 

1983 
Yugoslav Yugoslav 

1982 est±mate Alternative estimate 

Exports 5,526 6,400 6,300 7,700 
Imports -9,043 8,450 -8,450 9,100 

Trade balance -3,517 -2,050 -2,150 -1,40.0 

Invisibles (net) 2,003 1,925 1,925 2,200 
Workers " rem:tttances 1,085 1,265 1,265 1,440 
Tourism 1,224 1,335 1,335 1,080 
Interest rayrnents -1,670 -1,690 -1,690 -1,840 

. others 1,364 1,015 1,015 1,520 

Current account -1,514 -125 -225 800 

Medium- and long-tenn dent -117 1,230 1,175 -20 
Drawings 1,684 3,880 3,825 2,825 
Rep:iyments -1,626 -2,450 -2,450 -2,645 
I.Dans extended -175 -200 -200 -200 

Short-term debt -·so6 -500 -600. 

Errors and omissions 562 -585 -750 

Total -1,575 20 -350 . -780 

Use of Fund Credi:.t 563 410 410 220 

Reserve rrovernents (increase -) 1,012 -430 -10 -1,000 

.o 

12.8.83 

.. 1984 

Alternative 

7,200 
8,800 

-1,600 

2,100 
1,135 
1,510 

-1,890 
1,345 

j ' 
! ·. 

500 

190 
3,135 .. 

-2,745 
-200 

-300 

390 

120 

-510 

. \'·· 

~I 
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'!"able 2. Yugoslavia: Drawings on Medium- and long-Tenn 
Debt in Convertible Currency by Creditor 

· (In :millions ·of ·u ~ s ~ ·dollars) 

.. ' ....... '1983 .. . . 1984 
Yugoslav Yugoslav 
estirna.te Alternative estimate Alternative 

Governrrent packages 
Berne 

Ref .inancing 
Ne<.v f inanc.tal credits 
Supp.'.l..iers credits 

Geneva 
RE!f inancing 
Suppli-ers credits· 

Ca:tmercial bank package 
Refinancing 
New· financing 

IBRD 
Regular faci:lities 
SAL 

other multilateral lenders 
IFC I EIB and Eurof inns 

Suppliers credits outside 
Government packages 

Subtota.1 

IMF 

Tota.l 

839 
839 

(304) 
(180) 
('355) 

.'.1..,580 
980 
600 

320 
250 
70 

30 

·1,111 

3,880 

590 -· - .,:..--'·:.---~ 

'4,470 

1/ Included in drawings on the IBRD. 

831 
831 

(304) 
(172) 
(355) 

1,580 
980 
600 

350 
280 

70 

50 

1,014 

3,825 

· .. · 590 

4,415 

1,006 
456 

( ... ) 
( ... ) 
(456) 
550 

(400) 
(l~O) 

1,100 
1,000 

100 

530 
250 
280 

•.. · 1-1 

189 

2,825 

500 

3,325 

1,100 
350 
. (3) 

( ... ) 
(347) 
750 

(500) 
(250) 

1,300 
l,loo-

;zoo 

485 
280 
205 

50 

200 

3,135 

400 

3,535 

.···· . 

;'. 

' 
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9 Of /ice Memorandum 
~'.t-4.R~~ 

December 13, 1983 

MEMORANDUM FOR FILES 

Subject: Yugoslavia...;...;.Meetirig with Ytigobanka Officials 

On December 9, 1983, Mr. Schmitt and myself had a one hour 
meeting with Mr. Colanovic, Chairman, Yugobanka, followed by a working 
lunch with three of his associates. 

Mr. Colanovic inquired about existing differences of views 
between the Yugoslav Government and the Fund and we elaborated on balance 
of payments projections and financial packageso He said that Yugoslav 
projections on exports were probably too optimistic since a large part 
of the increase in 1983 was due to a once-and-for-all redirection of 
trade from the nonconvertible area to the convertible area. He said 
also that he did not contemplate much progress in the collection of 
export proceeds. The difference between exports on a customs basis 

\ 
and exports on a cash basis largely reflected exports under cooperation 
agreements (barter trade), under which Yugoslav exports were not yet 
matched by corresponding imports. The Yugoslav Government had accepted 
such cooperation agreements to maintain an adequate level of foreign 
orders to the Yugoslav industry, which helped maintain industrial 
production and employment. He stressed the vital importance of foreign 
exchange allocation: Yugoslavia had a viable balance of payments 
situation when it had a unified foreign exchange allocation system; the 
present fragmented system which reflected political and regional interests 
was the major cause of present external difficulties. 

On fresh money from governments, Mr. Colanovic said that the 
quite limited use of the Berne credits in 1983 made it more difficult 
to ask for new credits in 1984. The conditions imposed upon the Yugoslav 
enterprises to use such credits and notably th~ typical six months 
maturity (the three year:) foreign credits were used internally on a 
revolving basis) should be revised. 

On fresh money by banks, Mr. Colanovic said we should not 
insist on a link between refinancing and new money since it would mean 
maintenance of the present spread, which was totally unacceptable when 
compared with conditions applied by commercial banks to a country such 
as Poland. He suggested that in the letter of intent the Fund could 
link its phasing with precise amounts of new money to be obtained from 
banks by Yugoslavia but leave,L to the Yugoslavs the detailed negotiations 
of various types of voluntary bank lending, such as cofinancing • 

•••• /2 
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During the working lunch, Mr. Colanovic's associates elaborated 
on discussions underway with the U.S. and Japan, for which Yugobanka is 
the lead bank. They have reached an agreement with Ex-Im Bank on 
refinancing of maturities in 1983. Ex-Im Bank representatives were not 
in a position to offer three year credits on spare parts and intermediate 
goods as asked for by the Yugoslavs, in the absence of a formal multi
lateral pledge derogatory to standard OECD rules. An agreement had 
been reached with the Japanese on a broad list of eligible imports, 
including capital goods, but Yugoslavia will use up the Berne Japanese 
pledge for intermediate goods (steel products) and ask later for 
additional credits for equipment goods. 

The foreign exchange market was further discussed with Yugobanka 
representatives saying that it should be basically a market among the nine 
largest Yugoslav banks, monitored by the National Bank of Yugo'slavia. 
Presently 60 basic banks were authorized to deal with foreign exchange 
but most of them were doing it through their associated banks, which 
amounted effectively to 20 participants, a figure which would be further 
reduced if an associated bank were created in Croatia. On this issue 
they said that there had not been recent developments but that the idea 
was still to consolidate all Croatian banks, including Privredna Bank, 
Zagreb, into a unified associated bank. 

cc: Mr. Whit tome ../ 
Mr. Schmitt 
Mr. Petersen 
CED 

{' (1 JV' f 

Paul\Mentle 
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Dear Mr. Taylor, 

DRAFT 
12/13/83 

,,· 

/ ,, 
,f 

1 

" 

I would like to thank you for the most effective way in/which 
/ 

.{' 
yourself and your associates have handled the disbursements u~der the 

/ 1983 financial arrangement with Yugoslavia, now completed, ?nd started 
~f 

l 
l 

;(' 

l discussions on 1984. 

The December 6 ICC meeting in London has 
.. 

been ufost helpful, 
/ 

since it has shown the positive attitude of banks efinancing of up to 

100 percent of long-term and medium-term maturities alling due in 1984 and 

has paved the way for an agreement on a three mon· s standstill period. 

But clearly we have to go beyond that Lf. we want together to 

build for Yugoslavia a viable reserve and bala~e of payments situation. 

Various ideas were mentioned in London in par,llel meetings, such as 

cofinancing with the World Bank and the Eu:lean Investment Bank, prefinancing 

of Yugoslav exports, and a stand-by facilif. I would appreciate it if you 

could think about them W:ith other bankers/in the coming weeks, with special 

reference to a mix of cofinancing and of a stand-by 

facility, for about $200 million, to be used temporarily in case of reserves 

constraints. 

Evidently, the attitude of b.J nks will depend upon the outcome of 

discussions with governments present~ contemplated for the second week of 

January and we will be in contact wiJh you then together with the Yµgoslavs. 

But it is my hope that, in tha mea~:hrle, you will continue to work on viable 

solutions with the same dedicati7 as for the 1983 financial package. 

Regards, 

L. A. Whittome 
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Of /ice Memorandum 

TO Mr. Schmitt DATE: December 13, 1983 

FROM Arne B •. Petersen /:it{ 
SUBJECT: YUgoslaVia: ·Proposed .r.etter··of ·rntent 

As discussed earlier, I believe we should include. the standard 
ceiling on external borrowing in the proposed.letter of intent. I agree 
that in the present circmnstances of .Yugoslavia the ceiling will protebly 
not have much effect since borrowing in any .event will be limited by the 
nonavailability of foreign funds. However, one of the problems that 
brought Yugoslavia where it is today was uncontrolled foreign borrowing. 
While the likelihood. is small now, it might becane a potential problem 
again, particularly if, as has occurred in other countries, the return to 
positive real interest rates should lead to a rapid reversal of capital 
flows. Moreover, a borrowing ceiling would fit in nicely with their own 
stated policies of reducing external debt and it would not hurt to reinforce 
them in their intended good behavior. An ad.di tional thought, of course, is 
that the borrowing.ceiling by now has.developed into a standard.performance 
criterion and questions would therefore be raised in the Board and elsewhere 
if we did not include it. 

cc: Mr. Mookerjee 
Mr. Hansen 
Mr. Lewis 
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a Of /ice Memorandum 
~l',u1"i'i 

December 13, 1983 

MEMORANDUM FOR'FILES 

Subject: Yugoslavia 

Mr. Smale telephoned this morning to say that Mr. Dobrich 
had urgently requested a meeting between the representatives of 
the Government of Yugoslavia and the banks in London on Monday and 
Tuesday the 19th and 20th December. The most that Mr. Dobrich had 
been prepared to concede was one day's delay. According to Mr. Smole, 
if the Yugoslavs came prepared and authorized to complete the 
necessary formalities, the rescheduling agreement covering the 
maturities in 1984 could be rapidly drawn up and the spread could 
be reduced by 1/4 of one percent to 1 1/2 percent over LIBOR. 
I advised Mr. Smole to say that he was not in a position to meet 
such a tight schedule and I also advised him not to succU:mb to the 
blandishments of an of fer of a small reduction in the cost of the 
rescheduling operation. He said that his own inclination had been 
to stand firm but he seemed primarily preoccupied about also securing 
a reduction in the facility fee and the agency fee rather than 
showing interest in the possibility of new money. 

L, A. Whittome 

cc: Mr, Schmitt 
Mr. Mentre 
Ms, Ripley 
CED 
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INTERNATIONAL MONET ARY FUND 

(~) 
TO Mr. Whittome 12/13/83 

FROM: Isabel 

The ? are mine when I haven't been sure 

of the word. Mr. Schmitt said that there will be 

six technical notes in the form of agreed memoranda 

of understanding on various performance clauses that 

are mentioned in the text. The first one will be 

on the calculation of the index of the exchange 

rate; the second will be on interest rate of the 

Yugoslav banking system; the third one will be on 

public sector revenue ceilings; the fourth on the 

balance of payments test, the fifth on ceilings 

on net domestic assets and the sixth on price policy. 

He asked that if you did not agree with 

c:) any of the points to please let him know. 



Dictated by Mr. Schmitt over the phone - December 13, 1983 

cc~ C'€'.> 

Vt"\ 
l:-1;-'.5 

YUGOSLAVIA 

1. The stabilization program which we pursued over the last three 

years and which was supported by a stand-by arrangement with the Fund 

has begun __ to show substantial results. In particular, the deficit on 

external current account in convertible currencies narrowed from its 

peak in 1979 of US$3.3 billion to some U~illion in 1983. The 

improvement in the last year alone came to about US$ 1.2 billion. Some 

part of this improvement due to a difference of treatment from the 

l 

nonconvertible to the convertible currency areas, and to an. undesirable 
u"l { · 'I've~ c.o ...... ~t:.·-::..~J: .. :..r,,.~, 

~;vvvi c~n of imports, nei~her of which can be continued in 1984. Tge 

0 underlying adjustment, nevertheless, will in our judgement permit a 

further improvement in the external current account to a surplus in 1984 

of at least US$0.5 billion. 

2. Developments in the external balance on capital account have been 

less set; as a result the increase in external reserves which we had 

targetted at the beginning of 1983 did not m~terialize. The most disap-

p~~ng among the reasons for this outturn has been a swing in transitory 

s:ij.es·· from a surplus of US$560 million to a deficit of perhaps as 

much as US$750 million, which more than offset the increase in export 

earnings in the course of last year. Apart from safeguarding the 

momentum of improvement in current transactions, therefore, our program for 

1984 places particular emphasis on measures to improve the balance of 

capital account, so as to ensure an increase in official external 

reserves of at least US$500 million. 

..!..,./ __ .. i 

(\ 
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3. Final domestic demand was cut back by 4 percent in 1983 and, 

though exports began to respond forcefully to the gain in competitiveness 

during the year, gross social product, (GSP) still showed some decline. 

A further reduction in domestic demand will again be necessary for 

balance of payments reasons in 1984, but ias exports continue their 
_,_.,,-·-· 

recovery we expect that any tendency for GSP to decline will be reversed. 

The program we haveadopted to reach these objectives is set out below: 

in support of it we request, on behalf of the Federal Executive Council 

of the Social Federal Republic of Yugoslavia, a stand-by arrangement with 

the Fund in an ainount equivalent to some SDR million. 

The exchange rate 

4. An active exchange rate policy was the pivot of our stabilization 

program last year. The depreciation of the dinar in real terms in the 

course of 1983 amounted to about 30 percent as measured in terms of relative 

producer prices, and to about the same in terms of relative unit labor ,cost. 

We believe that the level of competitiveness we have now achieved is 

adequate to permit a substantial liberalization of our trade and payments 

system without jeopardizing our external objective. J?uring 1984, therefore, 

the monthly depreciation of the dinar will reflect the difference only 

between the monthly rise in producer prices in Yugoslavia and that among 

our five major trading partners. 
~o«:'ilf#~~ ... ~~~tl-~ 

5. We have already acted to simplify the foreign exchange allocation system. 
\._ 

Starting not later than the beginning of April 1984, all for.eign exchange 

""' 
receipts by Yugoslav exporters of goods and services will be surrendered to the 

~ 

I 
I 
I 
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National Bank of Yugoslavia, in exchange for dinar cash or deposits that 

earned competitive interest rates as specified in paragraph 13 below. 
·" r ' \ 

The National Bank of Yugoslavia will sell foreign exchange through 

\ 

authorized banks to cover authorized paym~nts abroad. Exporters will 

~ have the option of repurch?sing foreign exchange at the going ra~e, un-

contested, up to a limit of 15 p~f~;~t of their sales of exchange; 

however, such amounts wil.l be charged against application to cover 

authorized payments requirements. 

6. The expansion, in this manner, of the unified exchange market will 

in due course make the present law on payments of foreign debt in 

convertible currencies redundap.t. We have nevertheless, decided to leave 

it in full effect. According to this law enterprises that cannot 

service their foreign debt from their own earnings abroad can progressively 

draw on their associated group of' enterprises, their own bank,.or banks, 

in the rep,ublic or province where they reside, or on a pool established 

in the National Bank fro~ c~ntr~butions by enterprises throughout the 

country. With the new surrendei:: requirement, the continued operat.ion of 

this system may be expected in. t~me to mop up excess foreign exchange 

holdings outside the National Bank. 

Incomes and prices 

7. The depreciation of the dinar contributed to raising the rate of 

price inflation from about 30 percent during 1982 to about 50 percent 

during 1983. The gainq in competitiveness depended on restraining 

personal incomes from ~mployment despite the rise in prices, and those 

incomes accordingly declined by more than 10 .Persent in real terms in 

1983, or by 25 percent over the last four year?. Although further 

steep declines would now be unacceptable, we are determined that competitive-

ness be preserved, and that gains in real personal income should not 
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exceed increases productivity. ' As one means to restrain income, we have 

provided that with effect from January 1984, any enterprise that has not 

met its obligations to creditors on time will pay personal income only up 

to a minimum guaranteed level. 

8. Despite the strong incentives provided the restructuring of the 
,, ,_.-'_'":'~-...- . 

economy towards industries supplying external rather ithan purely internal 

markets has been delayed. Limiting personal income payments by loss 
•, 

' 
making enterprises should hasten the transfer of labor to more competitive 

activity, and we have therefore decided, with effect from April 1984, to 

I 
extend that limitation to all ,enterprises_;r~qeiving credits or subsidies 

under liberalization programs ~hat nave been in effect for more than one -
' ' 

year periods. Iµ ad1ition, total payments into common reserve funds at 

the communal and republican levels will be. kept to the same nominal level 

in 1984 as in 1983, thereby reducing the resources available for subsidization. 
t- >" F>•,•, ;::" ''' ' • 

9. Greater progress.needs to be achieved in adjusting domestic prices to 

allow potentially competitive enterprises to be financially viable. To this 

end we let this selective price freeze lapse last July despite the 

additional push to inflation that it entailed in the short run. The next 

major step was taken in January 1984 when last year's system of price control 

expired. We decided at that time to expand the proportion of industrial 

output free of price control from 45 to 60 percent. An estimated 25 percent 

of industrial output will continue to have its prices set by self-management 

agreements that can also.be flexib~e. The remaining 15 percent remains 

subject to direct controls. The proportion of prices liberalized will not be 

allowed to shrink in the course of 1984. 
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10. Controlled prices on key intennediate products are progressively 

being raised to economic levels. By the end of January 1984, we will 

have adhered to our undertaking with the World Bank to raise average 

electricity tariffs:by 15 percent in real terms over their March 1983 

level, and average,railway tariffs by at least 10 percent in real tenns 

over their end-December 1982 levers"":·- Further real increases will follow 

in due course. Until then, we are maintaining at least quarterly increases 

,~/in nominal prices to match increases in the producer price index. We 

have also agreed with the Wqrld Bank to introduce real increases in 

natural gas prices at least twice a year, towards achieving parity with 

world market prices by 1987. The domestic price of crude oil has already 

reached that level. 

Monetary policy 

11. Much of the restraints on domestic demand in 1983 was achieved by 

severely restrictive monetary and credit policies. Thus, while the 

real stock on broad money (M2) had remained roughly constant during 1982, · 

it is estimated to have declined (?) during 1983 b1 about 7 percent. This 

result was in part due to a rate of inflation which, at 50 percent, 

A certain degree of turned out higher than had originally been ~ssumed,. 

t·. 
flexibility was provided by the exclusion evaluationfc:IJ..ianges on net foreign 

liabilities, and on foreign exchange deposits, from the selling on net 

domestic assets by which monetary policy was defined, but not enough to 

wash out the retroactive effect of inflation altogether. 

12. The acceleration of inflation last year also frustrated 

our efforts to raise interest rates on dinar deposits to positive levels 

in real terms. Nominal rates on such deposits were increased last February 

and again to 30 percent at the end of December, but these increases still 

- - -- - - -- - ----------
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left them significantly negative in real terms. By contrast, the yield 

on foreign currency deposits inclusive of valuation adjustment, rose by 

substantially more, and the share of such deposits in broad money 

accordingly increased from 32 percent at the end of 1982 to 40 percent at 

present~ · Approximate;ly the same yield differential also provided a powerful 

incentive to keep money abroad '('?).-altogether and supplies a large part 

of the explanation for the swing from an inflow to an outflow on transitory 
. 

items in the balance of payments. 

13. A decisive move is clearly overdue to raise nominal interest rates in 

,~ dinar deposits to competitive levels, The percentage difference between 

~ '-

dJ.~~ 
~7) ta ",. 

them and the yield on cpmparabl.e foreign exchange deposits at the end of 

December 1983, _including va~uation ch~nges, will be halved by the end of 

March 1984 and eliminated~~ltogether by the end of June 1984, after which 

it will be adjusted monthly to maintain exact parity between the two. 

The discount rate and other lending rates of the National Bank will 

follow after an initial increase by ten percentage points on January 15, 

1984. In the process the (inter) differential will also swing between 

unsubsidized and subsidized credits. 

14. Because of the uncertainties regarding inflation, we have chosen 

' 
to define our monetary ceilings again in terms of the net domestic 

assets of the banking system, excluding valuation changes on net foreign 

liabilities and on foreign currency deposits. In fixing them for 1984, 

we have also taken into account the balance of payments effects of interest 

rate increases on the d~mand for money. On this basis we calculated the 

selling for end-December 1984 at Dinar billion compared with Dinar 
/ 

billion a year earlier. There will be a quarterly phasing of the.increase 

through the year. Within each total, allowance will be made for ·the 

~vv(>1 cl,! 
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planned increases, described below, in the net position of the public 

sector with the banking system. 

Public finance 

15. Public finance also contributed substantially to the restraint of 

domestic demand in 1983. To be sure we had hoped to limit the growth of 

total public sector revenues and_ hence also of expenditures, to 20 percent 

in nominal terms in 1983. In the event they rose by over 30 percent. 

In real terms, nevertheless, public sector revenue declined by about 5 per-

cent compared with a decline 5>f less than 3_ percent a year before. More 

significant reductions in revenue and expenditure in the face of rapidly 

accelerating inflation would have been difficult to implement particularly at the 

Federal level. As it was, a large part of the austerity concentrated on 

real personal income paid by all levels of government. 

16. For 1984 limits have again been placed on the growth of public sector 

revenue to ensure a continued; decline in the relative size of that sector 

of the economy. The growth rate of total public sector revenue will be 

restricted to four-fifths pf the percentage increase in the retail price 

index. To tighten control, limits have been placed on the cumulative 

quarterly revenue of the public sector. In order that expenditures, at least 

at the Federal level, will be constrained by these means, we have 

specified a flow of Dinar ~illion for the increase in the net position 

of the public sector with :~ National Bank of Yugoslavia between December 31st 

1984 and a year earlier, and have fixed it quarterly through the year. 

That increase is to be blocked until the end of 1986. 
,\;,. 

17. A similar plan to freeze excess fiscal revenues to the National 

~·"· Bank of Yugoslavia in 1983 yield,_less than had. been p~anned. For 1984 we 

have decided to limit overall payments from the Committee of Interest for 
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Foreign Economic Relations to export producers to no more thecn the 

customs duty drawback, and to channel the excess into the Federal Govern-
1 

\ ment-' s blocked account. Given their competitive position exporters needed 

~no special incentive. The accumulation of p ~blic sector deposit5with the 

banking ~ystem will, on the other hand, release significant amounts of 

credit to other productive enterpr1s;; ~ithin the overall credit ceilings 

established for balance of payments_ rea~ons. 

18. A restructuring of our tax system came into effect in January 1984. 

A main objective was to include in its coverage household income other 

than from employment in the social sector. In particular, 'interest earned 

on all financial assets, including capital gains on foreign currency bank 

deposits, are notv:Ubject to a 10 percent withhol9ing tax. Also, the minimum 

taxable household income was reduced by one third and rates of taxation 

on agricultural income, on inheritance and on property were increased. These 

increases in the taxation of household incomes has made it possible to reduce 

the tax burden on enterprise income proportionately more than the general 

reduction in taxation would already have allowed. 

External debt 

19. We expect by these various measures to reach, and even to exceed our 

external current account objectives and also to improve our performance 

on capital accounts. We are determined to begin r~ducing our external 

debt as soon as possible. Gross borrowing last year came to the equivalent 

of $4.4 billion; we expect to limit our requiremen~ this year to $3.5 

billion. To secure this amount we have again entered into arrangement with 

a group of creditor governmen~ and banks to roll over debt falling due and to 
"'-'~(?] 

provide a limited amount of inflation,money to build up the reserve. We 

will make a quarterly buildup of our reserve by a total of US$500 million, 

atest of the success of our program. 

I 
I 

l 
I 

- I 

I 
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20. Despite the scarcity of resources a certain outflow of capital 

from Yugoslav] a .is normal and acceptable. However, the outflow in 1983 

of roughly US$1.5 billion was clearly excessive. We will spare no 

effort to reduce this flow to about US$500 million in 1984 and to cover 

it by an equivalent surplus on current account in convertible currency • 
. --··~""""~ ~-

One central element in achieving· this reduction in capital outflows 

is our move to an active interest rate policy. In addition, we have 

intensified the control on the repatriation of export earnings. Thus, 

if exporters fail to repatriate export proceeds within 90 days their 

credit line for..t];;at export will be withdrawn. 
<:::: ., 

21. We have also decided to facilitate an accelerated drawdown on 

external lines of credit particularly on the supply credit granted by the 

Berne Group of governm~nts. The administrative regulation governing 

their utilization proved too restrictive in 1983. In .order to ensure the 

availability of foreign exchange to repay the foreign credits, drawings have 

been made available only to exporters who have proof of export orders in 

hand and raw material imports financed by suppliers' credits have 'had to 

amount to less than 50 percent of the value of the export into which they 

entered. In time for the reform of the foreign exchange allocation system 

on April 1st, 1984, we will have broken a close link between import 

and exports in the allocation of external credits, so as to allow the 

financing of imports of more general interest to the economy. 

Other matters 

22. The Federal Exe~utive Council of Yugoslavja do not intend tQ 

() introduce any multiple currency practices or introduce new or intensified 

existing restrictions on payments and transfers for international transactions 

or enter into any bilateral payments arrangements with Fund members. A 
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10 percent premium for tourists paying in dinar-denominated travellers' 

checks has been approved by the Fund until February 28, 1984 and shall 

have been eliminated by that date. The Federal Executive Council do not 

intend to introduce new restrictions or intensify existing restrictions 

on imports for balance of payments reasons. 
-·-

23. The Federal Executive Cdun~ii believes that the poliq.es set forth 

in this letter are adequate to achieve the objective of its program but 

will take any additional measures that may become appropriate for this 

purpose. The Yugoslav authorities will review economic developments in 

1984 with the staff of the Fund on a quarterly basis. They will consult 

with the Fund as soon as is practicable after the middle of the year and 

in any case no later than August 15, 1984 to agree with the Fund on any 

modifications in the performance criteria that may be called for. 

Finally, the Federal Executive Council will consult with the Fund 

in accordance with the Fund policy of consultations, on the adoption of 

any measures that may become appropriate. 

Sincerely, 

(~ 
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IN THIS. CONTEXT WE WOULD HAVE NO DIFFICULTY IF 

GERMANY WAS TO CHAIR THIS GROUP INSTEAD OF THE FUND. WE N 

WILL HAVE TO ASSESS TOGETHER HOW TO ENSURE AN OVERALL 

RESULT WHICH MEETS THE NEEDS OF YUGOSLAVIA •. 

SUBJECT TO FINAL CONFIRMATION, IT APPEARS NOW THAT 

WORKING GROUPS WILL MEET IN THE BANK-FUND PARIS OFFICE 

ON JANUARY 11-12. IN THE MEANTIME, AND DURING THE PERIOD 

BE NECESSARY TO REACH FINAL AGREEMENT, THERE 

IS A NEED TO MAINTAIN AN ORDERLY PROCESS OF EQUAL TREATMEN 

9 BETWEEN CREDITORS THROUGH A STANDSTILL APPLIED TO 

s I GOVERNMENTAL CREDITS AND. COMMERCIAL BANKS' CREDITS. 
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TO: INTERNATIONAL MONETARY FUND/WASHINGTON, D.C. 
ATTN: L.A. WHITTOME/P. MENTRE 

RE: YUGOSLAVIA 1984 

D'R 
C® 

RECEIVED 
IMF ·c~.BLE ROOM 

'1983 OEC 14 PM 8: 56 

FOL.Lm.JING IS TEXT OF OFFER TELEX SENT ON BEHALF OF THE ICC TO 
THE FINANCE MINISTRY OF YUGCtSLAVIA YESTER[tAY: 
(!IJOTE 
TO: MINI:STRY OF FINANCE/BELGRADE, YUGOSLAVIA 
ATTN: MR. C:VITAN DU.JOMIC, ASSISTANT FEDERAL SECRETARY OF 

FINANCE 

cc: FEDERAL EXECUTIVE COUNCIL/BELGRADE. YUGOSLAVIA 
ATTN~ MINISTER JANKO SMOLE 

CC: NATIONAL BANI< OF YIJGO$LAVIA/BELGRADE, YUG0:3LAVIA 
ATTN: MR. .JOZEF KOROSEC 

RE: YUGOSLAV I A l. 984 FI NANC: I NG ARRANGEMENT:::; 

ON BEHALF OF THE INTERNATIONAL COORDINATING COMMITTEE <THE 
QUOTE ICC G!UOTE >, WE ARE PLEASED TO CONFIRM THE PRELIMINARY PROPOSA 

DIS;C:USSED WITH YOU AT THE DECEMBER 6, 1'~83 MEETING OF THE ICC 
FOR A 1984 FJNANCING PACKAGE FOR YUGOSLAVIA. THE PRELIMINARY 
PROPOSAL, AND ANY STATEMENT OF TERM8 AND CONDITIONS OR FINANCING 
AGREEMENT BASED UPON IT, ARE, OF COURSE, SUBJECT TO REVIEW AND 
ACCEPTANCE BY THE BANl<S AND FINANCIAL INSTITUTIONS TO BE BOUND 
BY IT. 

PURSUANT TO THE PRELI l'1 I NARY PF<OPOSAL, UP TO 100 PERCENT OF THE 
ME:DIUM AND LONG-TERM MATURITIES DUE IN 1984 TO BANKS AND 

~ FINANCH-\L INSTITUTIONS ON ACCOUNT OF EXTERNAL INDEBTEDNESS 
/' .... 
'., j INCURRED BEFORE THE CLO::::E OF BUS I NESS ON .JANUARY 1 7, 1 ':183 W 1 LL 

y 
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BE Rf:::FINANCED. IN THE EVENT THAT 100 PERCENT OF SUCH MATURITIES 
ARE TO BE REFINP1NCED, EACH Rt::::FINANCED MATURITY WILL BEAR 
INTEREST AT A RATE WHICH INCLUDES A MARGIN OF 1-7/8 PERCENT ABOVE 
THE LONDON INTERBANK OFFt:::RED RATE, FRANKFURT INTERBANK OFFERED 
RATE OR FIXED RATE FOR THE CURRENCY IN WHICH SUCH MATURITY I!B 
DENOMINATED OR A MARGIN OF 1-3/4 PERCENT ABOVE THE APPLICABLE 
DOMESTIC RATE FOR SUCH CURRENCY" IN THE EVENT, HOltJEVER, THAT 
THE PERCENTAGE OF :SUCH MATURITIES WHICH IS TO BE REFINANCED IS 
AGREED TO BE LESS THAN 100 PERCENT, THE ICC WILL DISCUSS WITH 
YOU A REDUCTION IN SUCH MARGINS. THE PRINCIPAL OF EACH RE
FINANCED MATURITY WILL BE DUE IN INSTALLMENTS OVER THREE YEARS 
FOLLm.JINtJ A FOUR-YEAR PERIOD IN WHICH INTEREST PAYMENTS ONLY 
t.J'l:LL BE REG!UIRED TO BE MADE. A FACILITY FEE OF 1 PERCENT WILL 
BE PAYABLE ON THE Pl1INCIPAL AMOUNT OF EACH REFINANCED MATIJRITYa 
THE RE:FINANCING'.WJ.LL BE CONDITIONAL UPON A COMPARABLE REFINAN
CING OF MATURITIES DUE IN 1';'.184 TO, OR GUARANTEED BY, THE BERNE 
ACCORD GOVERNMENTS. 

IN ADDITION, THE ICC WILL, IN LIAISON WITH ITS ECONOMIC.SUB
COMMITTEE, CARRY OLIT IN THE THIRD QUARTER OF 1984 A COMPREHEN_:_ 
SIVE REVIEW OF THE FINANCIAL ~3ITUATION OF YIJOOSLAVIA. 

IF YOU ARE IN AGREEMENT WITH THE FOREGOING, PLEASE SO CONFIRM 
TO US IN WRITINGa THE PRELIMINARY PROPOSAL IS, OF COURSE, MADE 
IN RESPONSE TCt YOUR CONSIDERED REG~IJEST AND WITH THE INTENTION OF 
FACILITATING AN EXPEDITIOUS SIGNING OF A 1984 FINANCING PACKAGE 
AND AN EARLY RETURN BY YUGOSLAVIA TO THE PRIVATE CREDIT MARKETS. 
WE THEREFORE LOOI< FORWARD TO RECEIPT OF YOUR CONFIRMATION OF THE 
PRELIMINARY PROPOSAL BY DECEMBER 19, 1':?E:3, SO THAT THE ICC 
CAN PROMPTLY RECOMMEND IT TO THE NATIONAL COMMITEES AND PROMPTLY 
COMMENCE DISCUSSIONS WITH YOU OF A MORE DEFINITIVE STATEMENT OF 
TEF"{MS AND CONDIT I CtNS. 

BEST RECiARDS, FULV I 0 DOBRICH, 
MANUFACTURERS HANOVER TRUST COMPANY 
FOR THE "I:NTERNATIONAL COORtlINATING COMMITTEE. 
UNQUOTE 
BEST REGARDS. DOBRICH, MANTRIJST, NY 

END OF PAGE TWO/END OF TELEX 

2483:?,j, IMF UR 
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Dictated by Mr. Schmitt over the phone - December 13, 1983 

YUGOSLAVIA 

1. The stabilization program which we pursued over the last three 

years and which was supported by a stand-by arrangement with the Fund 

has begun to show substantial results. In.particular, the deficit on 

external current account in convertible currencies narrowed from its 

peak in 1979 of US$3.3 billion to some US$0.2 billion in 1983. The 

improvement in the last year alone came to about US$ 1.2 billion. Some 

part of this improvement was due to a difference of treatment from the 

nonconvertible to the convertible currency areas, and to arr.undesirable 
co ....... ~e,i:;..~~ 
completion of imports, neit,her of which can be continued in 1984. The 

underlying adjustment, nevertheless, will _in our judgement permit a 

further improvement in the external current account to a surplus in 1984 

of at least US$0.5 billion • 
. ! 

2. Developments in the external balance on capital account have been 

less set; as a result the increase in external reserves which we had 

targetted at the beginning of 1983 did not materialize. The most disap-

pointing among the reasons for this outturn has been a swing in transitory 

sides from a surplus of US$560 million to a deficit of perhaps as 

much as US$750 million, which more than offset the increase in export 

earnings in the course of last year. Apart from safeguarding the 

momentum of improvement in current transactions, therefore, our program for 

1984 places particular emphasis on measures to improve the balance of 

capital account, so as to ensure an increase in official external 

reserves of at least US$500 million. 
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3. Final domestic demand was cut back by :4 percent in 1983 and, 

though exports began to respond forcefully to the gain in competitiveness 

during the year, ·gross social product (GSP) still showed some decline. 

A further reduction in domestic demand will again be necessary for 

balance of payments reasons in 1984, -bt.iF-as exports continue their 

recovery we expect that any tendency for GSP to decline will be reversed. 

The program we hav~adopted to reach these objectives is set out below: 

in support of it we request, on behalf of the Federal Executive Council 

of the Social Federal Republic of Yugoslavia, a stand-by arrangement with 

the Fund in an amount equivalent to some SDR million. 

The exchange rate 

0 
4. An active exchange rate policy was the pivot of our stabilization 

program last year. The depreciation of the dinar in real terms in the 

course of 1983 amounted to about 30 percent as measured in terms of relative 

producer prices, and to about the same in terms of relative unit labor cost. 

We believe that the level of competitiveness we have now achieved is 

adequate to permit a suhstantial liqeralization of our trade and payments 

system without jeopardizing our external objective. During 1984, therefore, 

the monthly depreciation of the dinar will reflect the difference only 

between the monthly rise in producer prices in Yugoslavia and that among 

our five major trading partners. 

5. We have already acted to simplify the foreign exchange allocation system. 

Starting not later than the beginning of April 1984, all foreign exchange 

r-:;··--· -·-- .. -
receipts by Yugoslav exporters of goods and services will be surrender,ed to the 

f ~ • 

0 
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National Bank of Yugoslavia, in exchange for dinar cash or deposits that -·· 

earned competitive interest rates as specified in paragraph 13 below. 

The National Bank of Yugoslavia will sell foreign exchange through 

authorized banks to cover authorized payments abroad. Exporters will 

have the option of repurchasing foreign exchange at the going rate, un

contested, up to a limit of 15 percent of their sales of exchange; 

however, such amounts will be chargedr against application to cover 

authorized payments requirements. 

6. The expansion, in this manner, of the unified exchange market will 

in due course make the present law on payments of foreign debt in 

convertible currencies redundant. We have nevertheless, dec~ded to leave 

it in full effect. According to this law enterprises that cannot 

service their foreign debt from their own earnings abroad can progressively 

draw· on their associated group of enterprises; their own bank,·\.or banks, 

in the republic or province where they reside, or on a pool established 

in the National Bank from contributions by enterprises throughout the 

country. With the new surrender requirement, the continued operation of 

this system may be expected in trume to mop up excess foreign exchange 

holdings outside the National Bank. 

Incomes and prices 

7. The depredation of the dinar contributed to raising the rate of 

price inflation from about 30 percent during 1982 to about 50 percent 

during 1983. The gains in competitiveness depended on restraining 

personal incomes from employment despite the rise in prices, and those 

incomes accordingly declined by more than 10 percent in real terms"in 

1983, or by 25 percent over the last four years. Although further 

steep .. declines would now be unacceptable, we are determined that competitive

ness be preserved, and that gains in real personal income should not 
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exceed increases in productivity. As one means to restrain income, we have 

provided that with effect from January 1984, any enterprise that has not 

met its obligations to creditors on time will pay personal income only up 

to a minimum guaranteed level. 

8. Despite the strong incentives provided the restructuring of the 

economy towards industries supplying external rather than purely internal 

markets has been delayed. Limiting personal income payments by\1()8-s~---

making enterprises should hasten the transfer of labor to more competitive 

activity, and we have therefore decided, with effect from April 1984, to 

extend that limitation to all enterprises receiving credits or subsidies 

under liberalization programs that have been in ~ffect for more than one -

0 
year periods. In addition, total payments into common reserve funds at 

• 
the communal and re1mblican levels will lie~kept to the same nominal level 

in 1984 as.in 1983, thereby reducing the resources available for subsidization. 

9. Greater progress needs to be achieved in adjusting domestic prices to 

allow potentially competitive enterprises to be financially viable. To this 

end we let this selective price freeze lapse last July despite the 

additional push to inflation that it entailed in the short run. The next 

major step was taken in January 1984 when last year's system of price control 

expired. We decided at that time to expand the proportion of industrial 

output free of price control from 45 to 60 percent. An estimated 25 percent 

of industrial output will continue to have its prices set by self-management 

agreements that can also be flexible. The remaining 15 p~rcent remains 

subject to direct controls. The proportion of prices liberalized will not be 

0 allowed to shrink in the course of 1984. 
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10. Controlled prices on key intermediate products are progressively 

being raised to economic levels. By the end of January 1984, we will 

have adhered. to our undertaking with the World Bank to raise average 

electricity tariffs,:by 15 percent in real terms over their March 1983 

level, and average railway tariffs by at least 10 percent in real terms 

over their end-December 1982 levels. Further real increases will follow 

in due course. Until then, we are maintaining at least quarterly increases 

in nominal prices to match increases in the producer price index. We 

have also agreed with the World Bank to introduce real increases in 

natural gas prices at least twice a year, towards achieving parity with 

world market prices by 1987. The domestic price of crude oil has already 

reached that level. 

Monetary policy 

11. Much of the restraints on domestic demand in 1983 was achieved by 

severely restrictive monetary and credit policies. Thus, while the 

real stock on broad money (M2) had remained roughly constant during 1982, 

it is estimated to have declined (?) during 1983 by about 7 percent. This 

result was in part due to a rate of inflation which, at 50 percent, 

turned out higher than had originally been assumed. A certain degree of 

flexibility was provided by the exclusion evaluation/c:IJ:ianges on net foreign 

liabilities, and on foreign exchange deposits, from the selling on net 

domestic assets by which monetary policy was defined, but not enough to 

wash out the retroactive effect of inflation altogether. 

12. The acceleration of inflation last year also frustrated 

our efforts to raise interest rates on dinar deposits to positive levels' 

in real terms. Nominal rates on such deposits were increased last February 

and again to 30.percent at the end of December, but these increases still 
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left them significantly negative in real terms. By contrast, the yield 

on foreign currency deposits inclusive of valuation adjustment, rose by 

substantially more, and the share of such deposits in broad money 

accordingly increased from 32 percent at the end of 1982 to 40 percent at 

present. Approximately the same yield differential al'so provided a powerful 

incentive to keep money abroad (Z) altogether and supplies a large part 

of the explanation for the swing from an inflow to an outflow on transitory 

items in the balance of payments. 

13. A decisive move is clearly overdue to raise nominal interest rates in 

dinar deposits to competitive levels. The percentage difference between 

them and the yield on comparable foreign exchange deposits at the end of 

December 1983, including valuation changes, will be halved by the end of 

.March 1984 and eliminated altogether by the end of June 1984, after which 

it will be adjusted monthly to maintain exact parity between the two. 

The discount rate and other lending rates of the National Bank will 

follow after an initial increase by ten percentage points on January 15, 

1984. In the process the (inter) differential will also swing between 

unsubsidized and subsidized credits. 

14. Because of the uncertainties regarding inflation, we have chosen 

to define our monetary ceilings again in terms of the net domestic 

assets of the banking system, excluding valuation changes on net foreign 

liabilities and on foreign currency deposits. In fixing them for 1984, 

we have also taken into account the balance of payments effects of interest 

rate increases on the demand for ;--money-.; On this, basis we calculated the 

selling for end-December 1984< at Dinar_·_ billion compared with Dinar 

billion a year earlier. There will be a quarterly phasing of the increase 

through the year. Within each total, allowance will be made for the 
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0 
planned increases, described below, in the net position of the public 

sector with the banking system. 

Public finance 

15. Public finance also contributed substantially to the restraint of 

domestic demand in 1983. To be sure we had hoped to limit the growth of 

total public sector revenues and hence also of expenditures, to 20 percent 

in nominal terms iri 1983. In the event they rose by over 30 percent. 

In real terms, nevertheless, public sector revenue declined by abou_t 5 per-

cent compared with a decline of less than 3 percent a year before. More 

significant reductions in revenue and expenditure in the face of rapidly 

accelerating inflation would have been difficult to implementf-·parfici.ilarfy ___ at the 

Federal level. As it was, a large part of the austerity concentrated on 

0 real personal income paid by all levels of government. 

16. For 1984 limits have again been placed on the growth of public sector 

revenue to ensure a contim{ed/ decline in the relative size of that sector 

of the economy. The growth rate of total public sector revenue will be 

restricted to four-fifths of the percentage increase in the retail price 

index. To t_ighten control, limits have been placed on the cumulative 

quarterly revenue of the public sector. In order that expenditures, at least 

at the Federal level, will be constrained by these means, we have 

specified a flow of Dinar billion,for the increase in the net position 

of the public sector with .the National Bank of Yugoslavia between December 31st 

1984 and a year earlier, and have fixed it quarterly through the year. 

That increase is to be blocked ~'~-- _:until the end of 1986. 

17. A similar plan to freeze excess fiscal revenues to the National 

0 <?£J..., 
Bank of Yugoslavia in 1983 yield~less than had been planned. For 1984 we 

have decided to limit overall payments from the Committee of Interest for 
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Foreign Economic Relations to expert producers to no more than the 

customs duty drawback, and to channel the excess into the Federal Govern-

ment's blocked account. Given their competitive position exporters needed 

no special incentive. 
; . --i, 

The accumulation of public sector depositS with the· 

banking system will, on the other hand, release significant amounts of 

credit to other productive enterprises within the overall credit ceilings 

established for ·balance of payments reasons. 

18. A restructuring of our tax system came into effect in January 1984. 

A main objective was to include in its coverage household income other 

.than from employment in the social sector. In particular, interest earned 

on all financial assets, including capital gains on foreign currency bank 

deposits, are not subject to a 10 percent withholding tax. Also, the minimum 

taxable household income was reduced by one third and rates of taxation 

on agricultural income, on inheritance and on property were increased. These 

increases in the taxation of household incomes has made it possible to reduce 

the tax burden on enterprise income proportionately more than the general 

reduction in taxation would already have allowed. 

External debt 

19. We expect by these various measures to reach, and even to exceed our 

external current account objectives and also to improve our performance 

on capital accounts. We are determined to begin reducing our external 

debt as soon as possible. Gross borrowing last year came to the equivalent 

of $4.4 billion; we expect to limit our requirement this year to $3.5 

· billion. To secure this amount we have again entered into arrangement with 

a group of creditor governmen·ti3 and banks to roll over debt falling due and to 
(?J 

provide a limited amount of inf.lat.ien,.., money to build up the reserve. We 

will make a quarterly buildup of our reserve by a total. of US$500 million, 

atest of the success of our program. 
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20. Despite the scarcity of resources a certain outflow of capital 

from Yugoslavia/is normal and acceptable. However, the outflow in 1983 

of roughly US$1.5 billion was clearly excessive. We will spare no 

effort to reduce this flow to about US$500 million in 1984 and to cover 

it by an equivalent surplus on current account in convertible currency. 

One central element in achieving this reduction in capital outflows 

is our move to an active interest rate policy. In addition, we have 

intensified the control on the repatriation of export earnings. Thus, 

if exporters fail to repatriate export proceeds within 90 days their. 

credit line for that export will be withdrawn. 

21. We have also decided to facilitate an accelerated drawdown on 

external lines of credit particularly on the supply credit granted by the 

Berne Group of governments. The administrative regulation governing 

their utilization proved too restrictive in 1983. In prder to ensure the 

availability of foreign '.exchange to repay the foreign credits, drawings have 

been made available only to exporters who have proof of export orders in 

hand and raw material imports financed by suppliers' credits have had to 

amount to less than 50 percent of the value of the export into which they 

entered. In time for the reform of the foreign exchange allocation system 

on April 1st, 1984, we will have broken a close link between import 

and exports in the allocation of external credits, so as to allow the 

financing of imports of more general interest to the economy. 

Other matters 

22. The Federal Executive Council of Yugoslavia do not intend to 

introduce any multiple currency practices or introduce new or ~ntensified 

existing restrictions on payments and transfers for international transactions 

or enter into any bilateral payments arrangements with Fund members. A 



0 

0 

, 

- 10 -

10 percent premium for tourists paying in dinar-denominated travellers' 

checks has been approved by the Fund until February 28, 1984 and shall 

have been eliminated by that date. The Federal Executive Council do not 

intend to introduce new restrictions or intensify existing restrictions 

on imports for balance of payments reasons. 

23. The Federal Executive Council believes that the policie~i:; _set forth_ 

in this letter are adequate to achieve the objective of its program but 

will take any additional measures that may become appropriate for this 

purpose. The Yugoslav authorities will review economic developments in 

1984 with the staff of the Fund on a quarterly basis. They will consult 

with the Fund as soon as is practicable after the middle of the year and 

in any case no later than August 15, 1984 to agree with the Fund on any 

modifications in the performance criteria that may be called for. 

Finally, the Federal Executive Council will consult with the Fund 

in accordance with the Fund policy of consultations, on the adoption of 

any measures that may become appropriate. 

Sincerely, 



FINANCIAL ASSISTANCE TO YUGOSLAVIA 

Sir, 

With reference to our meeting of November 18 in 

Geneva on Financial Assistance to Yugoslavia, I thought that 

it might be useful to summarize the result of our discussion 

on.the.question of procedures for 1984. 

It was suggested by one delegation, who was also 

speaking in the name of others, that we should create two 

working groups which would function under the supervision of 

a coordination group. 

The first working group ~ould deal with the problem 

of the consolidation of m~turities of official .and officially 

guaranteed credits falling due in 1984. It would be chaired 

by France which would also provide for secretariat assistance. 

The consideration of this question of consolidation being 

urgent, the group would, if possible, meet already in December. 

The second working group would be entrusted with 

the more general subjects of the overall economic situation 

of Yugoslavia, future prospects and the need for additional 
I 

action. This. group would be chaired by the IMF. Since this 

organization has offices in Europe, the necessary relationship 

between the two. groups would be easily established. The second 

group would also meet as quickly as possible. 

. I . . 

f 

) ' 
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Both workipg groups would then report to a coordi

nating group chaired by Switzerland. 

The first working group would be open, according to 

usual practice, .to countries with maturities in 1984 and 

possibly to others. The second one would be open to all 

countries o-f the Berne Action. 

The aforementioned proposal was approved ad ref eren-
.~ :~--::-:-~ ·-

dum by the other delegations as well a9.bY the presidency. 

I would appreciate it if you could inform me, in 

due course, of the_ f_inal approve of your authorities which 

I will forviard to·all participants in the Geneva Meeting. 

Thank you· in advance. 

Best regards, 

R. ·Probst 
State Secretary 

L 
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Office Memora-ndum 

TO 
The Managing Director 
The Deputy Managing Director DATE: December 13, 19 83 

FROM II_\ Paul Mentre ~ 

SUBJECT: Yugoslavia--Financial Package: · Meetings in London· and Belgrade 

Some progress was made last week, through meetings with commercial 
banks in London and with the Yugoslav authorities in Belgrade toward 
the as~embling of a financial package for Yugoslavia in 1984. 

1. Connnercial banks (London, December 5-6) 

Manufacturers Hanover chaired a meeting of the International 
Coordinating Committee of banks, also attended by a Yugoslav delegation 
led by Mr. Smole, a World Bank representative,. and an IMF team led by, 
Mr. Whittome. 

Commercial banks have proposed to the Yugoslavs to refinance up 
to 100 percent of medium- arid long-term maturities falling due in 1984 
with_ a four-year grace period (against three years for 1983 maturities) 
and a seven-year maturity (repayment over three years after the., grace period). 

The interest spread would be the same as last year (1 7/8 percent) 
unless the Yugoslavs were to ask for less than 100 percent rescheduling. 
Commercial banks also agreed to a standstill to be applied to maturities 
falling due from January 1 to March 31, 1984. 

As far as new money is concerned, it was clear that banks did not 
want to commit themselves to any medium-term lending of the 1983 type. 
Various ideas were floated in the meeting itself and in private discussions: 
a stand-by facility of $200 million to be drawn upon in case of an 
unexpected evolution of reserves; financing on a revolving basis.of 
Yugoslav export receivables on major markets; cofinancing with the World Bank 
or the European Investment Bank. But no formal proposal was made, many 
bankers looking even at an early f inn proposal on refinancing as a means 
to avoid other commitments. 

We would, therefore, have to come back to banks late;, in the light 
of discussions with governments, to raise again the issue of new money and 
of an extension of the period during which short-term debt is rolled over 
(presently until January 15, 1985). In the meantime, we have asked the 
Yugoslavs to take note of the commercial banks' offer, to implement the 
standstill, and to postpone their final answer pending the outcome of 
discussions with governments. 

It is now agreed that the two governmental working groups (one 
chaired by the French Treasury on debt consolidation, one chaired by the 
IMF on other flows)l:/will meet in Paris on January 11-12 with a view to 
report to the full group, chaired by Switzerland at a meeting end-January/ 
beginning February. It is also agreed with the Swiss and the French that 
in the meantime the Yugoslavs will apply the same standstill to maturities 
falling due on governmental and governmental-guaranteed debt. 

.. ... /2 

1/ We agreed to chair the second group but clearly it would be better to in
vo-:tire a ma1 or country. The Yugoslavs are trving to convirn'P rhP r:,:>rm::>n<i. 
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While major uncertainties remain on fresh money available, an 
orderly process is thus underway. 

2. Yugoslav authorities (Belgrade, December 8-9) 

We had, together with Mr. Schmitt, discussions with Mr. Dragan, 
Vice Premier of the Federal Executive Counil, the National Bank of 
Yugoslavia, and Yugobanka, the leading Yugoslav cormnercial bank, on the 
1984 financial package. Since September there had been differences of 
views'be~ween the Yugoslavs; quite optimistic on exports and current 
account prospects and wanting to limit the financial package to a rollover 
of existing debt, and us, more 'cautious on export outlook and stressing 
the need to get fresh money from banks and governments to build adequate 
reserves and to protect Yugoslavia against unexpected developments in 
1984. This difference was narrowed down in Belgrade, the Yugoslavs having 
now understood that the Fund would not go beyond maintaining its present 
exposure (which would mean $280 million purchases in 1984) if others 
were not increasing their exposure. In their own projections (see 
attachment) the Yugoslavs are now contemplating fresh money from banks 
($100 million) and from govermnents ($150 million) and Mr. Dragan said 
that he could contemplate an overall financial package amounting up to 
$3.5 billion (against $3.0 billion maturities falling due in 1984). Our 
alternative is consistent with this figure of $3~5 billion with, however, 
a lower figure for the Fund ($400 million against $500 million in the 
Yugoslav projection) and higher figures for fresh money by banks 
($200 million) and effective refinancing of maturities falling due. 
We stressed that, in view of our more realistic assumptions on current 
-account and effective repatriation of export proceeds (outflows reflected 
in the "errors and omissions" line) this higher package would yet lead 
to an insufficient reserve increase ($500 million). Reserves should thus 
be supplemented by a stand-by facility with commercial banks, for about 
$200 million, and possibly from the BIS with a gold collateral for about 
$200 million. If it proved possible to extract from commercial b8nks 
such a stand-by facility, we agreed with the Yugoslavs that other types 
of new money by commercial banks could be of a voluntary type, notably 
cofinancing. 

But evidently an overall viable agreement is dependent upon a 
satisfactory outcome of the discussions on the adjustment program, on a 
positive outcome of the governmental meeting in January, and based on the 
attitude of govermnents,' on a revision of the present attitude of 
commercial banks. 

cc: Mr. Whit tome 
Mr. Schmitt 
Mr. Collins 
Mr. Petersen 
CED 
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0 Table 1. Yugoslavia: . Bala11ce of Payments with 
the Convertible Cu...-rency Area, 1982-84 

·(In millions of U.S. dollars) 

1983 
Yugoslav Yugoslav 

1982 ·· 'estinate Alternative estirrate 

Exp:lrts 5,526 6,400 6,300 7,700 
L'TIJ?'.Jrts -9,043 >·"?"'"'• 8,450 -8,450 9,100 

Trade balance -3,517 ,050 -2,150 -1,400 

Invisibles (net} 2,003 1,925 1,925 2,200 
Workers 

,. 
remittances . 1,085 1,265 1,265 1,440 

Tourism 1,224 1,335 1,335 1,080 
Interest p.:iyrrents -:1,.670 -1,690 -1,690 -1,840 

. Others 1,364 1,015 1,015 1,520 

Current account -1,514 -125 -225 800 

Medium- a.nd long-te:r.::rn debt -117 1,230 1,175 -20 

0 
Drawings 1,684 3,880 3,825 2,825 
Repayme.11ts -1,626 -2,450 -2,450 -2,645 
Loar.s extended -175 -200 -200 -200 

Short-tenn debt -506 -500 -600. 

Errors and omissions 562 -585 -750 

Total -1,575 20 -350 . -780 

Use of Fund Credit 563 410 410 ·220 

Reserve novements (in.crease - ) 1,012 -430 -IO -1,000 

0 

12.8.83 

.1984 

Al terri.a ti ve 
.. 

7,200 .·_ 

8,800 
-1,600 

2,100 
1,135 
1,510 

-1,890 ~ 
1,345 

500 

190 
3,135 .. 

-2,745 
-200 

-300 :-:. 

390 

120 

-510 
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Th.ble 2. Yugoslavia: Drawings on Medium- and Long-Te.rm 
I::ebt in Convertible Currency by Creditor 

(In.millions of ·u~s~ 'dollars) 

........ ' . . . . . . . ~ ~ . . '' ....... . ............. 

.... ' ... . "1983 1984 
Yugoslav Yugoslav 
estimate. Alternative estirrate Alternative 

-':-,;;;_,. 

.,·;·:.-

Governrrent packages 839 831 1,006 1,100 
Bt=>.....rne 839 831 456 350 

Refinancing (304) (304) ( ... ) '(3) 
New financic>.l credits (180) (172) ( ... ) ( ... ) 
Supplier.s· credits (355) (355) (456) (347) 

Geneva ... 550 750 
RE;f i."'1ancing (400) (500) 
Suppliers credits ... (l~O) (250) 

Car:l'iE!rcial tank package 1,580 1,580 1,100 1,300 
Re:f inancing 980 980 1,000 1,1:00-
Ne-w f in.cJ1cii1g 600 600 100 200 

IBRD 320 350 530 485 
Regular facilities 250 280 250 280 
s~. 70 70 280 205 

Other 1nultilateral lenders 
ITC, EIB and Eurof irms 30 50 1./ 50 

Suppliers credits outside 
Goverr.rnent packages 1,111 1,014 189 200 

Subtotal 3,880 3,825 2,825 3,135 

IMF 590 590 500 400 

Total 4,470 4,415 3,325 3,535 

.Y Included in drawings on the IBID. 

.. 
'· 
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SORRY TO ADD TO YOUR TASKS AHD TO STRESS WHAT YOU 

ALREADY KNOW. BUT YOU WILL HAVE HEARD FROM PAUL ON THE 
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14 REASONABLE AND ACHIEVABLE WITH ASSUMPTIONS MADE SPECIFIC 

,. · .rn -IS VERY STRONG ANO t4E SHALL NEED THIS FOR JANUARY. AS f AR 

12 AS POSSIBLE WE ALSO. MEED TO GAZE. AT" 1985 o 
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INTERNATIONAL MO.NETARY FUl\!D 

WASHINGTON, D. C. 20431 

MANAGING DIRECTOR 

,-·-...... 

December 8, 1983 

Dear Mr. State Secretary Probst, 

I have been examining the Yugoslav situation and I wanted to 
write to you to underline the importance I attach to the efforts 
that have been initiated under your chairmanship to organize a 
satisfactory package of financial support for the continued 
stabilizaiion efforts of Yugoslavia. 

I have written to Secretary Regan and to Minister Stdltenberg 
to stress the need for governments to commit new export and com-· 
modity credits in 1984 in order to provide some cushion against 
the uncertainties unavoidably inherent in the Yugoslav position. 
You can be assured that we are determined to work with the Yugoslav 
authorities to ensure that Yugoslavia will again adhere to a strict 
adjustment.program in order to secure a significant current account 
surplus· in 1984. This is, as you know, the firm intention of the 
Yugoslav authorities. 

I hope that the major governments will provide the support 
necessary to secure a positive result in time for the meeting of 
the group of creditor countries that will be chaired by you in 
January, 

With best wishes, 

State Secretary Raymond Probst 
Ministry of Foreign Affairp 
3003 Berne 
Switzerland 

Sincerely yours, 

J. de Larosiere 

CABLE ADDRESS 

INTERFUND 
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December 8, 1983 

Mr. Whittome: 

David Finch called me this morning on Yugoslavia. He wants you to be 

aware of the following situation: 

1. Collins called him to let him know that the letters going out to 

the creditor governments asking for help on Yugoslavia had, because of 

a lack of time, not been:; signed by the MD. Collins had, however, been 

asked to give the letters to Erb and Laske unsigned and to indicate that 

they would be signed later. 

2. On receipt of the letter, Erb expressed surprise. This was not 

0 the way he understood things were to move. Indeed, he thought:.:this 

approach to be counterproductive, but would check with his superiors. 

3. The Germans have already dispatched the letter to Bonn. But 

Grosche had indicated that the initiative was not particularly welcome 

and that they would be happy to treat the letter as a draft. 

4. Finch has kept the DMD and Collins informed. Erb hasn~t come back 

to him yet. fv.. 
t Peter 

l 
Hole 

0 



0 

0 

0 

e Of /ice Memorandum 
~Aft'!!~ 

December 8, 1983 

MEMORANDUM FOR FILES 

Subject: Yugoslavia 

Jack Clark telephoned to ask about the London 

meeting on Yugoslavia. I explained our position and .wh~.' we 

held it. He was rather taken with the stand-by approach and 

promised to explore further. 

cc: Mr. Schmitt 
Mr. Mentre 
Ms. Ripley 
CED 

L. A. Whittome 
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TO: The Managing Director 
The Deputy Managing Director 

FROM: L. A. Whittome 

SUBJECT: Yugoslavia 

1. At a long dinner on December 5, hosted by Manufacturers 
Hanover Trust, Smole began by emphasizing the great reduction in Yugoslav 
short-term external debt that had occurred during 1983. He said that 
they wanted to approach the question of new money very carefully and 
would not favor new money being linked to rescheduling. Nor were they 
wedded to IUO percent rescheduling; 90 percent or 80 percent might be 
sufficient. 

I summarized the position as we saw it asking for an immediate 
standstill; the rescheduling of 1984 maturities; agreement to maintaining 
the arrangement for short-term debt for one year beyond January 1985; 
and preparedness to consider new money. The bankers then spoke and in 
summary their position was: 

Barclays: If new money needed would prefer trade credit. 
Standstill agreeable but essential to keep interest payments fully up 
to date. 

Societe Generale: Need just to know conclusions of inter
governmental talks. Rescheduling of 1984 maturities was no big problem. 
If new money needed would pref er to finance downpayments on government 
export credits. 

Credit Anstalt: Will be more difficult in 1984 than in 1983 
to assure 100 percent rescheduling. Want to see Yugoslavs re-entering 
the credit markets as soon as possible; might begin on a small scale in 
1984. Must keep all creditors in line. 

Westdeutsche Landesbank: A standstill would be useful. 

Bank of America: Reguest for forced new money would be counter-
productive for Yugoslavia's Credit standing. Should concentrate on _,... 
rescheduling and for less than 100 percent. Must avoid being locked 
into a series of reschedulings. Agree on standstill. 

Bankers Trust: Urgent need for structural reforms and until they 
were in place new money was a red herrin&!.. Could be open minded on new 
money. 

Chase Manhattan: Any prolongation of short-term debt must be 
wholly voluntary. If approached this way short-term credit lines. would 
be increased. 
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Citibank: No need to find new money now1 rather wait until autumn, 
then reassess. N~ed an ofriciaI statement that Yugoslavia needed 
assistance in 1984 and a standstill. Would support a rescheduling of 
1984 maturities. 

2. A full meeting of the ICC again chaired by Manufacturers 
Hanover Trust took place on December 6. We had earlier been able to 
speak further to the Yugoslav delegation and on this occasion they were 
much more careful when discussing the question of new money. However, 
they did not disguise the fact that their main preoccupation was to 
secure a reduction in the charges they had to pay. They explained that 
they had come under a lot of criticism on this subject in Parliament. 

I then spoke and went through the 1983 outturn, the approach being 
taken in 1984, the results of the November meeting of governments in 
Geneva, and the policies and possible outturn for 1984. I stressed 
that new money was essential to rovide a needed safety net against the 
uncertain ies necessarily inherent in the current account evolution in 
1984, the risk that the balance would be much less favorable on a payments 
basis than on a transactions basis, and the certainty that rescheduling 
would not be 100 percent effective. 

In the subsequent discussion on reserves, it seemed eventually to 
be clear that usable reserves had been no more than some $150 million before 
the latest disbursement of the banks' $600 million loan. 

The bankers asked a number of questions of the Yugoslavs. The main 
areas on which they concentrated were: 

(a) the need to ensure that delays on interest payments were 
brought to an end; 

(b) the need to ensure that export proceeds were fully and 
rapidly remitted; and 

(c) the need to impose financial discipline on enterprises. 

The Yugoslavs then left the room and I 
:--""""'~:'-~...;_-=-~~-:-'::--o.....;'-::-----

r mean no new money from 
( 

of new money. stressing 

l be t e rovi er of 
stances woul)'-~e-...~,.,...._,...-::~~r,:r"'-:::".~ 

would approximately cover the repurchases due us (some SDR 270 million). 
I stressed that this would leave the Yugoslavs in an extremely exposed 
position and if the banks were sincere in their repeatedly expressed 
wish to see Yugoslavia's credit restored then this course entailed very 
large risks. It inevitably implied the possibility of an emergency 
meeting later in 1984. 

The only point made by the banks at this session was that the 
Yugoslavs would never take the measures necessary unless "their feet 
were held to the fire." 
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The bankers then met alone and in the evening the Yugoslavs and we 
again joined them. Mr. Dobrich as Chairman said that the banks would 
agree to an immediate standstill and to a 100 ercent reschedulin of 

maturities on marginally more favorable maturity terms than in 1983, 
e".g., f~ur yea¥s' grace instead of three. Dobrich also said that if 
rescheduling was for less than 100 percent of the amount falling due 
then the spread and possibly other charges mightbe reduced. He said 
nothing on the January 1985 maturities nor on new money. Smole made a 
generally conciliatory statement but left his reaction less than clear. 
I said that I thought the offer disappointing. I went again into the 
argument for new money in front of the Yugoslavs. I repeated that we 
could not in such circumstances provide net new money. 

Later individual bankers gave us their personal impressions and a 
late meeting with Dobrich also provided some insight. Unfortunately, 
there is a clear a between what the bankers individually told us and 
what they cgJlectively decided. Do ric escr1 e one arge an 
fS wholly hypocritical, adopting one attitude in front of us and another 
when only bankers were present. 

Finally, I said to all the bankers that we should now have to assess 
the outcome of the intergovernmental meetings due in January and it might 
then be necessary to call for another meeting with the banks. I stressed 
that I hoped that when reporting to their senior managements they would 
fully report our reservations. 

In sum, the meeting was disappointing but it was the first salvo of 
what will doubtless prove to be another long campaign. Most of the banks 
tell us that if the provision of new money is divorced from the 
rescheduling it will prove impossible to corral the 600 odd banks 
involved, in which case the burden will fall on a few large banks and 
few of them will be prepared to act. Some thought our suggestion of a 
stand-by from the banks useful but others emphasized that it would have 
to be shown by them as an increase in their exposure to Yugoslavia and 
would not therefore be acceptable. 

The next day one large U.S. bank sought to persuade us that a 
significant sum of new money could be obtained in 1984 from a gradual 
restoration of trade-related credits. Personally, I am skeptical. 

This meeting was another example of how much weaker our position 
becomes when we cannot ourselves chair the meeting. It also showed how 
impossible our task becomes when the country's representatives concen
trate on the important but minor aspect of charges when the real issue is 
that of new money. Moreover, by naively disclosing their hand, the 
Yugoslavs facilitated the banks' sympathetic reference to charges but 
silence on new money. 

We shall now have to assess the January meetings. If governments 
can be induced to take a strong line, then it might be possible to hold 
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a joint meeting of governments and banks around late January under the 
chairmanship of the Swiss who are normally amenable to our suggestions. 
The new money issue could then be reopened. 

cc: Mr • Finch 
Mr. Schmitt 
Ms. Ripley 
Mr. Collins 

I If)/,,,~ 
l /lf"'Y 

L. A. Whittome 
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Monday, December 5 

Tuesday, December 6 

Wednesday, December 7 

SCHEDULE OF MEETINGS 
London, Dec. ·.4-8 
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10.15 a.m. 

5.00 p.m. 

7.00 p.m. 

10.45 a.m. 
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ls) p .m. 

8.00 p.m. 

~-0 ~ 
8.00 p.m. 

Joanne Salop 

I~ 

Mr. Karcz 

illf~ace W.l 

Mr. Mentre/Mr. Hansen 

Dinner with commercial bankers·and 
Yugoslavs at Manufacturers 
7 Princes Street (*) 

Meeting and luncheon.with 
commercial bankers and Yugoslavs 
Strand Palace Hotel 
The Strand (Burleigh Suite) 

:1: ::PS080 

Mr. Brehmer/Mr. Prust 

Dinner with U.K. mission team 
and Mr. Dow and Mr • Burns 
The Dorchester Hotel (Terrace Room) 

/}
1p ~ )~j cLJ~ 

Dinner with MD and Mr. Totu (Deputy 
Prime Minister); Mr. Petre Gigea, 
Mr. Liviu Ionescu; Mr. Stella Marin 
from Romania 
The Dorchester Hotel 

(*)Mr. Dobrich will be stayin~ at the Churchill Hotel, 30 Portman Sq., 
telephone 486-5800. 

Browns Hotel: 493-6020 (Lynne's room No. 220) 
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~- Ollice Memorandum ~ ,,_l JJ 
:.tr-;to'll"-

TO 

FROM 

SUBJECT: 

Mr. 'ft1hit~

Geoffrey Tyler C, 1 
Yugoslavia 

DATE: December 6, 1983 

The Managing Director did not sign the letters to Secretary 

Regan and Mr. Stoltenberg before he left. Mr. Collins will ask him 

to sign them when he returns on Thursday. If you wish, Mr~' Collins 

would send them by express mail. It has not seemed to me that this 

would be necessary and I therefore have not myself asked Mr. Collins 

to take this action. 
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December 8, 1983 

·'·"'. ; .. _···,·:. '·;,.·, .. ' :~: . . . .' ' ;.· ,"( . .. ' ·~: 

I have been examining the Yugoslav situation and I wanted to 
write to you to underline. the importance I attach to the efforts 
that have been initiated under your chairmanship to organize a · 
satisfactory package of financial support for the continued 
stabilization efforts of Yugoslavia. 

I have written to Secretary Regan and to Minister Stoltenberg 
to stress the need for governments to commit new· export and com~
modity credits in 1984 in order to provide some cushion against 
the uncertainties unavoidably inherent in the Yugoslav position. 
You can be assured that we are determined to work with the Yugoslav 
authorities to ensure that Yugos·lavia will again adhere to a .strict 
adjustment program in order to secure a significant current.account 
surplm;· in 1984. This is 1 as· you know, the firm intention of the 
Yugoslav authorities, 

I hope that the major governments will provide the support 
necessary to secure a positive result in time for the meeting of 
the group of creditor countries· that will be chaired by yoU: in 
January, 

,., With . .best wishes, .· ·· ··. •.·. , · 

State Secretary Raymond Probst 
Ministry of Foreign Affairs 
3003 Berne · 
Switzerland 

. , ... . . . ~: . · .. , _.~:~ r . 

Sincerely yours, 

J. de Larosi.ere 

CABLE ADDRESS 

INTERFUND 

.:: .·. 



INTERNATIONAL MONETARY FUND 

WASHINGTON, D. C. 20431 

. MANAGING DIRECTOR 
. CABLE ADDRESS 

:I NTERFUND 
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December ~' 1983 

Dear Mr. Stoltenberg: 

... . .As you know, we have s.tar.t~d. work on a possible IMF stand-by with 
· 'Yug~slavia for 1984, and a m~-eting of creditor governments on Yugoslavia 

was held in Geneva on November 18. Any involvement of the Fund in 1984 · 
depends upon a satisfactory inter-related financial package involving 
creditor governments, conunercial banks, the World Bank, and the IMF. 

.,..,.., ... 

It was agreed in Geneva that the group of creditor countries chaired 
by Switzerland will meet again in January to address this issue, and that 
this meeting should be preceded by a meeting of two sub-groups, one dealing 
with the refinancing/rescheduling of external debts due to governments and 
another dealing with the other components of a financial program. 

.. , ... - ......... .. 

On this second question, I believe it essential that, as in 1983, conunit
ments on export credits and conunodity credits be taken by governments in 
order to provide some cushion against the uncertainties necessarily building 
up in Yugoslavia's reserves. We estimate that Yugoslavia 1 s freely usable 
reserves are presently negligible. A continuous flow of new export credits 
is essential if a viable balance of payments outcome is to be achieved over 
the next two years. 

It is very evident that for its part Yugoslavia-will have to adhere to 
a strict adjustment program designed to secure a significant current account 
surplus in 1984. In pursuing this objective Yugoslavia will be able to build 
on th.e marked improvement. already achieved in recent years. . The current,, .. ·. 
account deficit narrowed from a peak of US$3,300 millipn (5.5 percent of GSP) 
in 1979 to US$1,400 million in 1982, and US$400 million in 1983 (1 percent of 
GSP) as the result of tight demand management combined with a significant 
depreciation of the exchange rate. Real personal incomes per employee in 
the socialized sector fell by more than 10 percent in 1983. 

As you know, the question of other financial flows will be looked at in 
a meeting which will be chaired by an IMF representative. Clearly, however, 
no positive result can be obtained ~ithout the political involvement of major 
governments. In view of the importance of Germany, especially as a trading 
partner of Yugoslavia and given its constructive attitude to the provision 
of financial support to Yugoslavia, I would greatly appreciate it if you 

., : 

:· ,,-" ··. '· ·, 
·.·. -~: 

-. f 
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could through your contacts with other EC governments, seek to achieve 
the necessary understanding for a successful result to be achieved. I 
have asked Mr. Whittome and Mr. Mentre to stand ready to have such further 
contacts with your associates as might be helpful. I note that Mr. Mentre 
visited Bonn earlier this month to have a preliminary discussion on this 
subject. Evidently your personal involvement would be of major importance. 

Mr. G. Stoltenberg 
Minister of Finance -
Graurheindorfer 'Str. 
53 Bonn 

':·~ " 

Federal Republic of Germany 

. ···,'· 

Sincerely yours, 

' ......... . 

'·' 

... -.: 
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INTERNATIONAL MONETARY FUND 

WASHINGTON 

MANAGING DIRECTOR 

December 8, 1983 

Dear Mr. Secretary, 

As you know, we have started work on a possible IMF stand .... by wi.th 
Yugoslavia for 1984, and a meeting of creditor governments on Yugoslavia 
was held in Geneva on November 18, Any involvement of the Fund in 1984 
depends upon a satisfactory inter-related financial package involving 
creditor governments, commercial banks, the World Bank, and the IMF. 

It was agreed in Geneva that the group of creditor countrieq. chaired 
by Switzerland will meet again in January to address this issue, and that 
this. meeting should be preceded fay a meeting of two sub-groups, one dealing 
with the refinancing/rescheduling of external debts, due to governments 
and another dealing with the other components of a financial program. 

On this second question, I believe it essential that, as in 1983, 
commitments on export credits and commodity credits be made by governments 
in order to provide some cushion against the uncertainties necessarily 
building up in Yugoslavia's reserves. We estimate that Yugoslavia's freely 
usable reserves are presently negligible. A continuous flow· of new export 
credits is essential if a viable balance of payments outcome to be 
achieved over the next two years·. 

It is very evident that for its part Yugoslavia will have to adhere 
to a strict adjustment program designed to secure a significant current 
account surplus in 1984. In pursuing this objective Yugoslavia will be 
able to build on the marked improvement already achieved in recent years. 
The current account deficit narrowed from a peak of US$3,300 million 
(5.5 percent of GSP) in 1979 to US$1,400 million in 1982, and US$400 million 
in 1983 (1 percent of GSP) as the result of tight demand management 
combined with a significant depreciation of the exchange rate, Real 
personal incomes per employee in the socialized sector fell by more than 
10 percent in 1983. 

It is my hope that the U.S. Government, which played a mos.t construc
tive role in the discussions which led to the 1983 package, will be able 
to play a s.imilar role for the 1984 package. I realize that a lead from. a 
major European country would be very important and I am also writing to 
Mr. Stoltenberg to seek nis help. 

Secretary Donald T. Regan 
U.S. Treasury 
Washington, D.C. 

Sincerely yours, 

J. de Laros:tere 
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TO Mr. Wh~ 

FROM Geoffrey Tyler Sl 
SUBJECT: Yugoslavia - Use of Fund Resources 

The Managing Director has asked about the financing of repurchases 
(in and?) after 1986. The most recent projections for 1986 that we have been 
able to find appear to be out of date since the gross use of Fund resources 
included in them are smaller than those given in your memorandum. 

However, I imagin~ that the short answer to the Managing Director 
is that basically repayment will depend on a sustained improvement in the 
current account balance from a deficit of about $0.5 billion in 1983 to 
a surplus approaching $1.0 billion by 1986. Official assistance will need 
to continue at levels somewhat less than current provisions but still of the 
order of $0.5 billion. By 1986, banks may not have to provide new financial 
credits but they will have to refinance medium- and long-term maturities of 
around $1.5 billion and roll over $1.5 billion of short-term credits. The 
World Bank can reasonably be expected to continue lending at current levels 
($0.4-0.5 billion). For ourselves, we could hope to have some net repayment 
by 1986 but, unless the current account improves more rapidly than expected, 
we would probably be deluding ourselves if we thought that some Fund purchases 
would not be required. 

The above estimates are broadly consistent with the attached 
estimates made in .. · September last. They may be overtaken by forecasts prepared 
by the mission currently in Belgrade. We have not been able to find any 
projections going beyond 1986. 

cc: CED 
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Table 1. Yugoslavia: External Financing Estimates for Transactions 
with Convertj,r"\i! Currency Area 

\.J. . 
""~o- a -£y. ' ' 1q~3 (In billions of U.S. dollars) 

1983 
Staff estimates 

A. Gross external financing needs 
Current account balance 
Medium and long-term maturities 
Short-term maturities 
"Clean-up" of external arrears 
Other obligations !:__/ 

B. External financing sources 
Official assistance 

New financial credits 
New suppliers' credits 
Rollover or refinancing of medium and 

long-term maturities 
Foreign banks 

New financial credits 
Refinancing of medium and long-term 

maturities 
Rollover of short-term maturities 
Funds for "cleaning-up" arrears 

Other suppliers' credits 
World Bank, EIB 
IMF 
BIS (net) ]_/ 

C. External reserves change 

Original 
commitments 

-0.5 
-2.6 
-1.8 
-0.4 
-:-0.2 

-5.5 

1.3 
(0. 4) 
(0. 9) 

4.2 

(1. 4) 
(1. 8) 
(O. 4) 
0.2 
0.5 
0.6 

6.8 

1. 3 

March 1983 
Board 

discussion 

-0.5 
-2.6 
-1.8 
-0.4 
-0.2 

-5.5 

0.9 
(0. 3) 
(0 .5) 

(0.1) 
4.2 

•(O. 6) 

(1.4) 
(1. 8) 
(0. 4) 
0.1 
0.5 
0.6 

6.3 

0.8 

Source: National Bank of Yugoslavia; and IMF staff estimates. 

Latest 
estimates 

-0.7 
-2.7 
-1.8 
-0.3 
-0.3 

-5.8 

0.9 
(0.2) 
(0.3) 

(0. 4) 
3.4 

(0. 6) 

(1. 3) 
(1. 5) 
(--) 
0.4 
0.4 
0.6 

5.7 

-0.1 

1984 

-2.7 
-1.5 

-0.5 

-4.7 

0.9 
(0.2) 
(0.2) 

(0. 5) 
3.3 

(0 . .4) 

(1. 4) 
(1. 5) 

~~;l1 
0.5 
0.3 

5.7 

1.0 

1985 

0.5 
-2.5 
-1.5 

-0.6 

-4.1 

0.4 

(0. 4) 
2.9 
(--) 

(1. 4) 
(1. 5) 
(--) 
0.7 
0.5 
0.2 

4.7 

0.6 

1986 

0.8 
-3.l 
-1.5 

-0.6 

-4.4 

0.6 

(0. 6) 
2.9 
(--) 

(1.4) 
(1. 5) 
(--) 
0.8 
0.4 
0.3 

4.4 

1/ Comprises largely repurchases due to Fund and loans extended to finance Yugoslav capital goods exports. 
I_! Includes an estimated $250 million in utilization of suppliers' credits from the 1983 "Berne packnge. 11 

3/ T11e $500 million expected to be disbursed during the year is expected to be fully repaid by November 15, 
1983. 
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@ Of /ice Memorandum 

December 6, 1983 

MEMORANDUM FOR FILES 

Subject: Yugoslavia - Use of Fund Resources 

Mr. Collins rang me to ask why there was a difference between 
the two figures given for scheduled repurchases in 1984 contained in the 
memorandum of December 2, 1983 from Mr. Whittome to the Managing Director. 
I explained to Mr. Collins that the figure in the text included all the 
repurchases while the figure in Table 1, as noted in Footnote 1, excluded 
CFF repurchases. The difference between the two figures is accounted 
for by CFF repurchases. The difference between the table and text is in 
fact explained in the final sentence of the memorandum. 

cc: Mr. Whit tome .,/ 
CED 

'11 
Geoffrey Tyler 
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TO: 

FROM: 

SUBJECT: 

The Managing Director 

L. A. Whittome t (i/I/ 
Yugoslavia - Use of Fund Resources 

You asked whether Yugoslavia needed a 1984 stand-by for 
SDR 450 million. 

Our (European Department) preference for SDR 450 million is 
based on two main considerations and ~ne background though~t, in 

~.Y'" ,preliminary talks with Yugoslav officials we have spoken in terms of 
t-r',,,_ ) ~_,,.,figures ranging up to US$500 million, which we would interpret as 18 

fir-'"<.,..\"' SDR 450 million. Of course, firm commitments could not have been made, ,,.,. (. 0 

~,,,... nor were they. However, to reauce the maximum amount for 1984 could, at 
tnis stage, risk the appearance that the Fund's resolve to support 
Yugoslavia was weakening. 

\ 

0 

Second, offering as much as SDR 450 million in 1984 would 
provide us with what we regard as probably the minimum leverage necessary 
to have a reasonable chance of negotiating a suitably tough program and 
of obtaining some new finance from both the banks and the governments. 

l
We have taken the position that we should be prepared to go to SDR 450 
million only as long as new money can be obtained from banks and govern
ments. It_ these creditors were only to maintain their exposure to 
Yugoslavia, the, Fund~~ which would imply a stand-by of 
SDR 270 million for 1984. As you know, without new money there is no 
realistic chance that Yugoslavia can build up its international reserves 
which will mean that we can already be absolutely certain that we shall 
be involved in a new financing package for 1985. The background thought 
has two aspects. First, given scheduled re hases of about SDR 270 
million in 1984 the figure we would propose implies n f 
S~illion, approximately US$200 million, which is the sum of new 
money which we hope to get from both the banks and the governments though 
we shall pitch our initial suggestion at a somewhat higher level. In
contrast, under Mr. Finch's proposal the net increase would be SDR 100 
million. Second, Yugoslavia would now be eligible to draw on the CFF 
probably at least SDR 300 million. We would prefer not to see this 
issue raised but we fear that it inevitably will be if the net lending 
we are proposing appears de~isive. -----You also queried whether the program to be negotiated should be 
described as tough, given the structural imbalances still prevalent. 
Perhaps this is partly a matter of semantics. Certainly structural 
imbalances are likely to persist for some time. But the 1983 program 
resulted in a reduction of real wages in the socialized sector of 10 per
cent and by most standards this is surely tough. It is true that other 
incomes from agricultural plots, the black economy, and interest helped 
reduce the burden on many households as can be seen from the consumption 
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figures, but certainly some households must have suffered. In 1984, the 
program we are negotiating implies a further fall in real wages; hope
fully we shall also be able to secure the introduction of effective 
measures to impose financial discipline on enterprises. 

Finally, you asked for a medium-term profile of Yugoslavia's use 
and repurchases of Fund resources. I attach a table showing the i;!ort of 
the scenario we have in mind. Please note that the table excludes the 
CFF and therefore shows net purchases of SDR 285 million in 1984. 

Attachment 

cc: The Deputy Managing Director (o/r) 
Mr. Finch 
Mr. Collins 
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Table 1. Yugoslavia: Use of Fund Credit.I/ ~ -;> -4·~ f) 

· (In milli6ns of SDRs) \~ 0T~ [V 
l"" • 

1981 1982 1983 1984 1985 1986 

Purchases 554.0 554.0 554.0 450.0 400.0 ? 
Repurchases '.1'y 44.2 165.4 304.8 C7 Net purchases 554.0 554.0 509.8 284.6 95.2 

Use of Fund credit, 
end of period 790.2 1,344.2 1,853.9 2,138.5 2,233.7 
(in percent of 

old~;quota) 190.2 323.5 446.2 
(in percent of 

new quota) 302.4 348.9 364.4 

0 1/ Excluding purchases under the CFF and oil facilities. 

0 
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@; Office Memorandum 

December 2, 1983 

MEMORANDUM FOR FILES 

Subject: Yugoslavia 

Mr. Mentre telephoned to say that the French Treasury 

would now propose twu of the following three days for the 

meeting,.' on Yugoslavia, namely, January 11, 12 and 13. It was 

agreed that the meeting would take place in the Fund's office in 

Paris. 

cc: Mr. Schm:itt 
Mr. Hansen 
CED 

L. A. Whittome 
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The Managing Director December 2, 1983 

L. A. t-nl.ittome 

Yugoslavia 

I attach the letters to Secretary Regan and Minister Stoltenberg 
for your signature. I also attach a draft letter to State Secretary 
Probst who is I think the proper person for you to m:ite to. In this 
letter I have not rehearsed past adjustment efforts for these are well 
kno"Vm to him. 

Attachments (3) 

cc: The Deputy ~Ianaging Director (o/r) 
Mr. Collins 

C~.D 
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December 1, 1983 

Dear Mr. Secretary, 

As you know, we have started work on a possible IMF stand-by with 
Yugoslavia for 1984, and a meeting of creditor governments on Yugoslavia 
was held in Geneva on November 18. Any involvement of the Fund in 1984 
must depend upon a satisfactory inter-related financial package involving 
creditor governments, commercial banks, the World Bank, and the IMF. 

It was agreed in Geneva that the group of creditor countries chaired 
by Switzerland will meet again in January to address this issue, and that 
this meeting should be preceded by a meeting of two sub-groups, one dealing 
with the refinancing/rescheduling of external debts, due to governments and 
another dealing with the other components·of a financial program. 

On this second question, I believe it essential that, as.in 1983, 
commitments on export credits and connnodity credits be made by governments 
in order to provide some cushion against the uncertainties necessarily 
building up in Yugoslavia's reserves. We estimate that Yugoslavia's freely 
usable reserves are presently negligible. A continuous flow of new export 
credits is essential if a viable balance of payments outcome is to be 
achieved over the next two years. 

It is very evident that for its part Yugoslavia will have to adhere 
to a strict adjustment program designed to secure a significant current 
account surplus in 1984. In pursuing this objective Yugoslavia will be 
able to build on the marked improvement already achieved in recent years. 
The current account deficit narrowed from a peak of US$3,300 million 
(5.5 percent of GSP) in 1979 to US$1,400 million in 1982, and US$400 million 
in 1983 (1 percent of GSP) as the result of tight demand management 
combined with a significant depreciation of the exchange rate. Real 
personal incomes per employee in the socialized sector fell by more than 
10 percent in 1983. 

It is my hope that the U.S.Government, which played a most construc
tive role in the discussions which led to the 1983 package, will be able 
to play a similar role for the 1984 package. I realize that a lead from a 
major European country would be very important and I am also writing to 
Mr. Stoltenberg to seek his help. 

Secretary Donald T. Regan 
U. S. Treasury 
Washington, D.C. 

Sincerely yours, 

J. de Larosiere 
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December 1, 1983 

Dear Mr. Stoltenberg: 

As you know, we have started work on a possible IMF stand-by with 
Yugosla:'(ia for 1984, and a meeting of creditor. governments on Yugoslavia 
was held in Geneva on November 18. Any involvement of the Fund in 1984 
must depend upon a satisfactory inter-related financial package involving 
creditor governments, commercial banks, the World Bank, and the IMF. 

It was agreed in Geneva that the group of creditor countries chaired 
by Switzerland will meet again in January to address this issue, and that 
this meeting should be preceded by a meeting of two sub-groups, one dealing 
with the refinancing/rescheduling of external debts due to governments and 
another dealing with the other components of a financial program. 

On this second question, I believe it essential that, as in 1983, commit
ments on export credits and commodity credits be taken by governments in 
order to provide some cushion against the uncertainties necessarily building 
up in Yugoslavia's reserves. We estimate that Yugoslavia's freely usable 
reserves are presently negligible. A continuous flow of new export credits 
is essential if a viable balance of payments outcome is to be achieved over 
the next two years. 

It is very evident that for its part Yugoslavia will have to adhere to 
a strict adjustment program designed to secure a significant current account 
surplus in 1984. In pursuing this objective Yugoslavia will be able to build 
on the marked improvement already achieved in recent years. The current . 
·account def id t nar~owed from a peak of US$3, 300 million (5. 5 percent of GSP) 
in 1979 to US$1,400 million in 1982, and US$400 million in 1983 (1 percent of 
GSP) as the result of tight demand management combined with a significant 
depreciation of the exchange rate. Real personal incomes per employee in 
the socialized sector fell by more than 10 percent in 1983. 

As you know, the question of other financial flows will be looked at in 
a meeting which will be chaired by an IMF representative. Clearly, however, 
no positive result can be obtained without the political involvement of major 
governments. In view of the importance of Germany, especially as a trading 
partner of Yugoslavia and given its constructive attitude to the provision 
of financial support to Yugoslavia~ I would greatly appreciate it if you 

', .'•. ,. 
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could through your contacts with other EC governments, seek to achieve 
the necessary understanding for a successful result to be achieved. I 
have asked Mr. Whittome and Mr. Mentre to stand ready to have such further 
contacts with your associates as might be helpful. I note that Mr. Mentre 
visited Bonn earlier this month to have a preliminary discussion on this 
subject. Evidently your personal involvement would be of major importance. 

Mr. G. Stoltenberg 
Minister of Finance 
Graurheindorfer Str. 
53 Bonn 
Federal Republic of Germany 

. , , ... ' ·~ 

Sincerely yours, 

J. de Laroslere 

. ,,.•,' -
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DRAFT 
12/1/83 

Dear Mr. State Secretary Probst, 

I have been examining the Yugoslav situation and I wanted to 

write to you to underline the importance I attach to the efforts 

that have been initiatied under your chairmanship to organize a 

satisfactory package of financial support for the continued 

stabilization efforts of Yugoslavia. 

I have written to Secreta.ry Regan and to Minister Stoltenberg 

to stress the need for governments to commit new export and 

corrnnodity credits in 1984 in order to provide some cushion against 

the uncertainties unavoidably inherent in the Yugoslav position. 
-'·, 

You can be assured that we are determined to work with the Yugoslav 

authorities to ensure that Yugoslavia will again adhere to a strict 

adjustment program in order to secure a significant current account 

surplus in 1984. This is, as you know, the firm intention of the 

Yugoslav authorities. 

I hope that the major governments will provide the support 

necessary to secure a positive result in time for the meeting of the 

group of creditor countries that will be chaired by you in 

January. 

With best wishes, 

State Secretary Raymond Probst 
Ministry of Foreign Affairs 
3003 Berne 
Switzerland 

Sincerely yours, 

J. de Larosiere 



0 

0 

0 

a Office Memorandum 
~"""'~ 

December 2, 1983 

MEMORANDUM FOR FILES 

Subject: Yugoslavia 

Mr. Mentre said that looking again at the tables 
put together by Mr. Petersen, he continued to feel there were 
questions surrounding the outturn in 1983 of the current 
account balance with the .nonconvertible area. In particular 
there were questions regarding oil imports. He also warned that 
part of the explanation for the strong export performance to the 
convertible area in 1983 was the rise in exports of petroleum 
products which, as far as he knew, was in a significant part due 
to the re-export of oil imported from Lybia. · He warned that this 
might well prove to be a once for all benefit. 

cc: Mr. Schmitt 
Mr. Hansen 
CED 

l /() / 
//()flt/ 

L. A. Whittome 
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• Office Memorandum 

TO The Managing Director DATE: December 1, 1983 

SUBJECT: Debt Charges: Yugoslavia 

A. I told you at your meeting this morning that the spread charged 
Yugoslavs ·.on new money was 2 l/4 percent. I was wrong. The charges 
for the new money loan ($600 million) were: 

a. Spread: LIBOR plus 1 7/8 percent or 
prime plus 1 3/4 percent at creditors' option. 

b. Facility fee: 1 1/8 percent on the amount of each 
tranche. 

c. Commitment fee: 1/2 percent p.a. on the unused portion of 
the commitment starting from the date of the 
agreement. 

d. Agency fee: $500 p.a. per creditor (some 600 banks involved). 

In addition there were "out-of-pocket" expenses including 
legal costs of banks which the banks attributed to Yugoslavia. (In 
practice most large banks retain a legal firm for an annual retainer 
which can be around $2-3 million which is meant to cover all the work 
done for that bank.) 

B. On the medium-term debt that was rescheduled the charges were: 

a. Spread: UBOR plus 1 7 /8 percent or 
prime plus 1 3/4 percent creditors' option 

b. Facility fee: 1 1/8 percent of each loan rescheduled. 

c. Agency fee: $800 per creditor for the first year; $750 
per creditor for each subsequent year. 

C. On the short-term debt rolled over the charges were: 

a. Spread: LIBOR plus 1 3/8 percent or 
prime plus 1 1/4 percent creditors' option 

b. Stand-by fee: 1/4 percent on amount outstanding. 

c. Agency fee: between $800 and $500 per creditor according 
to the type of facility extended. 

In addition, the Yugoslavs have had to pay for the legal fees 
of their own advisors and for the accounting services of Peat, Marwick 
and Mitchell. 

cc: The Deputy Managing Director; Mr. Finch, Mr. Shaalan; Mr. Tun Thin; · 
Mr. Wiesner; Mr. Zulu; Mr. Collins; ~ i l\Q::,, 



Mr. Clark December 2~ 1983 

L. A. Whittome 

London --·-

In a recent memorandum (November 29th) I informed Mr. Wicks of 
the discussions with the banks and the Yugoslavs scheduled to take 
place in London on Decmmber 5th and 6th. 

I would now also like to let you know that,although we do not 
yet have final confirmation, we expect to be meeting with senior 
Romanian officials on December 6th and 7th in London and to be meeting 
with the Minister of Finance of Romania on the 7th. We also expect the 
Managing Director to join this last meeting by flying over from Paris 
in the afternoon of the 7th. 

Finally, I should warn you that the Deputy Minister of Finance 
of Poland may fly to London and meet with me on December 5th before the 
talks with the banks and Yugoslavs begin. I would ask for obvious 
reasons that this be kept confidential. 
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IMF OFFICIAL MESSAGE 
WASHINGTON, Q, C. 20431 

YUGOSl:1NIA 

THIS IS TO INFORM YOU THAT MR. SUAAN BERY OF THE 

WORLD BANK Wilt JOIN OUR MISSION FRO~ DECEMBER 8 TO 14. 

2. MENTRE ARRIVING BELGRADE FROM IONDON ON DECEMBER 7 

ON JU 211 AT 1800. WOULD BE GRATEFUL IF YOU COULD MAKE 

HOTEL RESERVATION FOR HIM AT INTERCONTINENTAL FOR NIGHTS 

OF DECE"BER 7 AND 8. 

WITH BEST REGARDS, 

SCHMITT 
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To 

From 

Of /ice Memorandum 

Mr. Whitv· 
Arne Petersen ~~ 

December 2, 1983 

Subject: Yugoslavia: Various Issues Relating to the Financial Package 

This note responds to your queries at yesterday's meeting. 
Mr. Hansen will have provided you with a separate memo on the commercial 
barik package. 

1. Terms of Financial Credits and Rollover/Refinancing 
Under the Berne Agreement 

Table 1 (attached) lists the conditions of loan agreements with 
individual countries under the Berne Agreement. This data was made 
available to me confidentially by Mr. Failletaz, who stressed that it 
should not be made available to anyone else--which I interpret to mean 
outside the Fund. 

With the exception of the two small loans to Norway and Belgium, the 
terms are fairly similar and do not deviate much from the terms of the 
commercial bank agreements on maturity and grace period. Tqe weighted 
pverage maturity for financial credits is 5.8 years, and the grace period 
is 3.2 years. The periods for rollover/refinancing are slightly shorter: 
5.7 years and 2.5 years, respectively. These figures should be compared 
with an average maturity of 6 years and a grace period of 3 years for 
commercial banks' rollover of medium- and long-term debt, and with an 
average maturity of 5.64 years and a grace period of 2.64 years in the 
case of "new money •. ~ 
~ 

Data on interest rates is more limited. In most cases, governments 
have indicated only that they are market related. No data are available 
on other costs involved in negotiating the agreements. As negotiations 
for financial credits were conducted with governments or government organ
izations who do not charge on a cost basis, other costs are likely to be 
substantially less than for the commercial barik facilities. In most 
cases of refinancing/rollovers, governments only extended the guarantees 
involved, and Yugoslav banks subsequently had to enter into negotiations 
with the creditor bariks for the refinancing of due amounts. This is 
likely to have involved some costs, but of unknown quantity. 

2. Utilization of credits under the Berne 
Agreement, 1983, and carryover, 1984 

The attached Tables 3 and 4 (distributed earlier) show the projected 
utilization of credits under the Berne Agreement, and carryover into 1984. 
They are based on information given by creditor governments at the Geneva 
meeting on November 18, and should therefore be fairly firm. There are 
of course some uncertainties about the drawdown of suppliers' credits 
during the last 1 1/2 months of the year; the implied projection of 
US$31 million is probably a conservative estimate. 
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It should be possible to carry over unutilized credits into 1984. 
The relevant provision on which this is based is the attached statement 
by the Chairman, contained in the agreed memorandum of understanding of 
the Berne meeting. However, at the Geneva meeting a few governments 
indicated that the carryover might be limited, 1/ and Mr. Probst refer- I 
red to the attached statement, emphasizing the need to keep the agreed 
credit lines open in 1984. It may be necessary to emphasize this again 
in the next round of meetings. 

The amount of the carryover actually to be utilized is less certain. 
Our present estimate is that, of a total carryover of US$507 million, 
US$420 million will be used. This may be on the high side. Drawings 
on non-U.S. suppliers' credits in 1983 are estimated at US$140 million. 
While the low utilization is partly explained by the late implementation 
of the various agreements, there also seem to be some difficulties on 
the Yugoslav side in utilizing the credits, once they have been put in f 
place, mainly due to the inflexible criteria for their utilization. 2/ 
The Yugoslav authorities have stated that they are considering ways to 
make the utilization more flexible. In the absence of firm evidence 
to this effect, it would perhaps be preferable to adopt a more cautious N 
estimate of utilization of carryover under the Berne Agreement of some V 
US$300 million. 

3. Utilization of IBRD loans in 1983 
and prospects for 1984 

Our estimate for utilization of normal IBRD loans, as well as the 
drawings under the SAL in 1983, have been provided to us by the World 
Bank staff. The same applies to the 1984 projections. The IBRD staff 
have stated that they stand ready to negotiate a second SAL in the next 
fiscal year (starting July 1, 1984), once the second tranche of the 
present SAL has been released. 3/ Even if the second SAL is put in 
place in the second half of 1984, the World Bank staff estimate that it 
will be highly unlikely that any disbursements from it will be made in 
calendar 1984. They feel confident, however, that all of the carryover 
from SAL I can be utilized in 1984. 

1/ Belgium indicated drawings could be made until March 31, 1984; 
Au-;tria stated that credits would be available until end-September 1984; 
and Canada said the drawdown had initially been set to end on March 31, 
1984, but, as agreement is not yet completed, the drawdown period is 
likely to be extended. 

2/ The utilization of the suppliers' credits is tied directly to the 
production of export goods, with proof of export contracts needed. 

3/ Certain problems need to be resolved before the release; one of 
the preconditions was that the Yugoslav authorities should provide a 
report on the foreign exchange allocation system, with recommendations I 
for changes to the Fund and the IBRD by September, and that agreed 
proposals should be implemented with effect from January 1, 1984. 
Neither they nor we have yet seen such a report. 

/) 
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4. Other multilateral financial institutions 

The estimate for drawings in 1983 on IFC, EIB, Eurofima, 1/ etc., 
is US$75 million, based on actual drawings of US$50 million durLng 
January-August 1983. The projection of US$50 million for 1984 may f 
therefore be somewhat on the conservative side. 

,5. Rescheduling of Government direct and guaranteed debt in 1984 

The following reflects my conversation with Mr. Brau yesterday: 

a. Timing 

He was of the firm opinion that creditor governments would not 
agree to a meeting with the debtor on the rescheduling of government 
debt until the program had been approved by the Fund Executive Board. 
Even though Mr. Jurgenson promised in Geneva to try to arrange a meeting 
date before Christmas, a consensus would have to be obtained among 
creditor countries, which would not be possible. The argument that the /· 
intended meeting was not a Paris Club meeting, but only a "Paris Club 
type" meeting was not likely to sway creditors from standard accepted 
procedures. 2/ In the case of Mexico, where the meeting had been held 
at the OECD,-strict Paris Club procedures had been used. 

In addition to the meeting with the debtor, it would probably be 
necessary to have an informal meeting among creditors, in which they 
would agree among themselves on the procedures to be followed in the 
meeting with Yugoslavia (as was done in the case of Mexico); this meeting 
could be held on the fringes of one of the regular Paris Club meetings 
before Christmas. A meeting on Zaire is presently expected to be held 
on December 19-20, and one on Liberia on December 21. If this is decided, 
Mr. Mentre could address the meeting, or Mr. Brau would be happy to be 
of assistance. 

b. Standstill period 

It was accepted--but not official--practice that a debtor country 
formally requesting a rescheduling of government guaranteed debt stopped r 
payments on such debt from the beginning of the requested consolidation 
period (in the case of Yugoslavia, Jan. I-Dec. 31, 1984). 3/ It was 
important, however, ·that Yugoslavia remained current on payments until 
the beginning of the consolidation period. The Fund would not view 
nonpayment after the beginning of the consolidation period as arrears. 

1/ A Swiss-based multilateral institution for the financing of rail
way rolling stock. 

2/ One could perhaps add the argument that, if the Paris Club allowed 
this, it would see an increase in the number of applications for Paris 
Club type meetings. 

1/ This should not be publicized. Brazil leaked this to journalists, 
which was viewed as a faux pas by governments. 
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Thus, Yugoslavia would only need to request rescheduling before the end { 
of the year. The timing of the actual meeting would therefore take on 
less importance. 

Co Format of request for rescheduling 

The normal format would be to deliver a letter to Mr. Camdessus 
requesting his favorable consideration of the rescheduling of debt due 
to official creditors in the specified consolidation period. It will be 
essential to specify that short-term maturities will not be included, or 
normal short-term operations will be stopped immediately. The letter 
should not state the terms requested by Yugoslavia, as this will be done 
in later contacts. It would be polite if the letter was delivered by 
someone of sufficient stature from Belgrade, rather than someone from the 
Embassy. Mr. Camdessus, in turn, will inform creditor governments, who 
will then not expect payment from the start of the consolidation period. 

d. Terms and other matters 

It may be possible to obtain rescheduling of -1\erhaps@ percent of 
maturities due for a ~e-year period with four ~s grace. The down
payment of 10 percent could also be stretched out, so that perhaps as 
little as 2.5 percent had to be paid in calendar 1984. Of course, the 
Yugoslav authorities could ask for a 100 percent rollover, but this had 
to date only been given in "basket cases" and was not likely not be 
granted to Yugoslavia. 

Mr. Brau added that it was often difficult to ascertain from the 
debtor how much was government guaranteed or not, which would have an 
implication on the burdensharing of the financial package. 1/ I agreed 
that there was an element of this in Yugoslavia's case, but-that the 
magnitude was much smaller. Our present estimate is that debts due to 
commercial banks amount to US$1.5 billion, whereas those due to official 
creditors amount to US$0.6 billion. There may be some misclassification 
of perhaps US$0.l-0.2 billion. In any event, we have set our estimates 
at conservative levels so far. Mr. Brau noted that, as a new development, 
the Fund had, through Mr. Camdessus, requested data from creditor govern
ments on the actual amounts guaranteed in the case of the Philippines. 
A similar request could be made for Yugoslavia, if it was found necessary. 

6. Other matters 

The question of how to proceed in the case of Yugoslavia depends 
on how close to or how far from Paris Club procedures we can and should 
go. Mr. Brau does not feel it will be possible to deviate appreciably 
from the standard procedures, although this may be more possible in this 
case than in Mexico's, since the two subgroups are formally reporting to 

1/ Brazil is a stark example--the original estimate of US$2.2 billion 
was in the event increased to nearly US$4 billion. 

I 
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the Swiss chairmanship. But, if we do attempt to deviate from the 
standard Paris Club procedures, the question of the standstill period 
may become more difficult. Would a letter to Mr. Probst requesting a 
rescheduling during a given consolidation period have the same effect as 
a letter to Mr. Camdessus, and would the Swiss be able to pass it on to 
creditor governments as efficiently as the Paris Club secretariat would? 
It would probably be in the interests of both the Fund and Yugoslavia to 
stay as close to Paris Club procedures as politically feasible. It 
appears to be quite certain that creditors would want to agree among 
themselves on the procedures to be followed. In this case, it would 
perhaps be advantageous if the Fund took the initiative. 

Should Mr. Mentre need additional information or "nuance," 
Mr. Brau would be happy to discuss the issues further. 

cc: Mr. Mookerjee 
Mr. Schmitt. 
Mr. Brau 
Mr. Mentre 
Mr. Hansen 
Mr. Lewis 

I 
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Table 1. Yugoslavia: Terms of Financial Credits and 
Rollover/Refinancing Under the Berne Agreement 

Financial credits 
Austria 
Netherlands 
Norway 
Switzerland 

United Kingdom 

Total 

Rollover/refinancing 
Belgium 
Germany 
Italy 
United Kingdom 
u.s. 

Total 

(In millions of U.S. dollars) 

Amount 

40 
21 

5 
so 

56 

172 

9 
46 
35 
59 

155 

304 

Maturity 
(years) 

5 1/6 
5 
7 

5 

5.8 

4 
6 
6 
5 
6 

5.7 

Grace 
period 
(years) 

2 3/8 
0 
4 

3 

3.2 

1 1/2 
3 
3 
2 
2 1/2 

2.5 

Source: Data provided by the Swiss authorities. 

Interest 
rate 

(percent) 

... 
8 7/8 
5 3/4 
6-mo. U.S. Treas. 
bills + 1 percent 

market rate 

... 

market rate - 1 7/8 

market rate 
market rate 
based on EXIM 
cost of funding 
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Austria 
Belgium 
Canada 
Denmark 
Finland 
France 
Germany 
Italy 
Japan 
Netherlands 
Norway 
Sweden 
Switzerland 
U.K. 
U.S. 

Total 

Table 3. Yugoslavia: Availability and Use of Credits under the Berne Agreement 

(In millions of currency specified) 

Original Pledge 
Currency U.S. 
pledged dollars 1/ 

US$ 100 100 
BF 1,200 2S 
US$ 40 40 
DKR 125 lS 
US$ 10 10 
FF 1,000 lSO 
DM 530 22S 
US$ 13S 13S 
US$ 30.S }j 31 .]_/ 
US$ 50 so 
NKR 17 s 2S 
SKR lSO 20 
US$ 90 90 
:c 78 l2S 
US$ 300 300 :pj 

1,341 

Revised 
Pledge ]:../ 

100 
22 
40 
13 
11 

122 
196 
l3S 

35 
so 
23 
19 
90 

llS 
272 

1,243 6/ 

Likely to 
be Signed 
by end of 

1983 

100 
22 

13 
2 

94 
196 
l3S 

2S 
46 
23 
19 
90 

llS 
371 

l,2Sl 

Utilized 
Jan-Nov.18 

33 
114 

21 4/ 
12 

so 
S6 

371 

6S7 

Projected 
Utilization 

Nov.19-Dec.31 

40 
9 

1 
19 

3S 

1 

10 
59 

174 

Total 
1983 

40 
9 

1 
S2 

114 
3S 

21 
13 

60 
llS 
371 

831 

.. -, 
I ' 

. " . 12t--l"'·oJ 

4/ 

Carry
over 
1984 

60 
13 
40 
13 
10 
70 
82 

100 
3S 
2S 
10 
19 
30 

S07 7/ 

~~~~~~~~~~~~~~~~---~ 

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

1/ Converted at end-1982 exchange rates. 
Z/ Converted at exchange rate prevailing at November 18, 1983. 
J/ Preliminary. 
4/ While the Dutch pledge was given in U.S. dollar terms, the financial credit was granted in 

Dutch guilder terms, which reduced the amount by US$., million at current exchange rates. 
5/ The United States pledged to provide 20 percent of the total package up to a maximum of 

USS300 million. 
6/ Differs from the figure of US$1,341 due to the exchange rate and to a reduction in the U.S. 

pledge from the maximum of US$300 to US$272 to reflect the size of the overall pledge. 
7/ Differs from the figure of US$420 used as carryover in the balance of payments table because 

it-is uncertain that all of the pledged amounts are usable. 
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Table 4. Yugoslavia: Projected Utilization of Credits 
Under the Berne Agreement in 1983 

(In millions of U.S. dollars) 

Untied 
Financial Rollover/ Export 
Credits Refinancing Credits Total 

Austria 40 40 
Belgium 9 9 
Canada 
Denmark 
Finland 1 1 
France 52 52 
Germany 46 68 1/ 114 
Italy 35 35 
J.?1.pan -- 2/ '· 
Netherlands 21 21 
Norway 5 8 13 
Sweden 
Switzer land 50 10 3/ 60 
U.K. 56 59 115 

-U .s. 155 216 371 

Total 172 304 355 831 

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

1/ Minimum amount. 
2/ Japan has extended US$25 million in short-tenn 

guarantees. 
3/ The Swiss authorities estimated US$10-15 million. 
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Statement by the Chairman 

Interpreting Elements of Chapter II 

paragraph I of the Memorandum of 

Understanding signed in Berne, 

Switzerland January 19, 1983 

1. It is understood by those signing the Memorandum 

of Understanding that the reference to the avail

ability of disbursements in 1983 is to ensure that 

Cooperating States will make credits available in 

1983 and does not restrict the disbursement of these 

funds during 1984 and thereafter pursuant ·to con

tracts governed by the Memorandum of Understanding. 

2. In reference to the date of January 1, 1984 in sub

paragraphs {a) and (b), it is understood that, in 

the case of necessity and if ef~orts to comply in 

~oo~ faith with the January 1, 1984 date fail, this 

date could be extended within reasonable limits by 

agreement of the participants ~iately con 

l:u/au/f 
·Raymond Probst 

l 
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TO: 

FROM: 

Of /ice Memorandum 

Mr. Whi tf1J>1~:/ 
W. Lewis '/fl._ 

SUBJECT: Yugoslavia - Bank Exposure 

December 2, 1983 

I received a phone call from Mr. Fisher of Manufacturers 
Hanover this afternoon in response to our inquiry about the share of 
the largest banks in the medium-term financing agreement for 1983. 
Although earlier in the afternoon he had promised to provide some 
information, apparently he was later told by his superiors that any 
information on the exposure of groups of banks, as well as on the 
extent of their participation in the 1983 package, was confidential. 
Manufacturers Hanover would require releases f.rom each of the banks 
concerned before any such information could be provided to the Fund. 

If you would find it useful, we could attempt to make some 
discreet inquiries in Belgrade as to the contribution of the largest 
banks in providing new money in 1983. 

cc: Mr. Schmitt 
Mr. Hansen 
Mr. Petersen 
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The Managing Director December 2, 1983 

Hans Schmitt 

Yugoslavia--World Bank Participation 

We have accepted Mr. Suman Bery of the World Bank as a 
participant in the forthcoming mission to Yugoslavia (December 5-16) 
to discuss use of Fund resources. The Bank will pay his expenses. 

cc: Deputy Managing Director 
Director of Administration 
Secretary's Department 



TO: The Managing Director December 2, 1983 

FROM: L. A .. Whittome 

SUBJECT: Yugoslavia. - Use of Fund Resources 

You asked whether Yugoslavia needed a 1984 stand-by for 
SDR 450 nLi.llion. 

Our (European Department) preference for SDR 450 million is 
based on two main considerations and one background thought. First, in 
preliminary talks with Yugoslav officials we ha•Te spokep, in terms of 
figures. rang:i.ng up to US$500 m:l.llion, which we wotlld interpret as 
SDR 450 mil.lion. Of course, firm commitments cou.ld not have be.en mad.e9 
nor were theyr However, to reduce the maximum amount for 1984 could~ a.t 
this stage, risk the appearance that the Fund's resolve to support 
Yugoslavia was weakening. 

Second, offering as much as SDR 450 million in 1984 would 
provide us with what we regard as probably the min:imum leverage necessary 
to have a reasonable chance of negotiating a suitably tough program and 
cf obtaining some new finance from both the banks and the governments~ 
We have taken the position that we should-be prepared to go to SDR 456 
million only as lo11g as new money can be obtained from hanks and govern
ments. If these creditors were only to maintain their exposure to 
Yugoslavia, the Fund should do the same which would imply a stand-by of 
SDR 270 million for 1984a As you know, -without new money tberc is no 
realistic chance that Yugoslavia can build up its :i.nternationaJ. reser.,res 
which will mean that we can already be absolutely certai.n tbat we shall 
be involved in a new financing package for 1985. The background thought 
has two aspects. First, given scheduled repurcha.ses of abot1t SDR 270 
million in 1984 the figure we wnuld propose implies net Jend:f.ng of 
SDR 180 million, approximately US$200 million, which is the sum of new r 
money which we hope to ,get from.both the banks and the governments though\ 
we shall pitch our initial suggestion at a- somewhat higher level. In \ 
contrast~ under Hr. Finch's_.proposal the net increase. would be SDR 100.·· 

1
\ 

million. Second, Yugoslaviff would now be eligible to draw on the CFI!' \. 
probably at least SDR 300 million. We would prefer not to see this 
issue raised but we fear th;;tt it inevitably will be if the net lending 
we are proposing appears delf'isive. 

You also queried whether the program to be negotiated should be 
described as tough, given the structural imbalances still prevalent. 
Perhaps this is partly a matter of semantics. Certainly structural 
imbalances are likely· to persist for some time. But the 1983 program 
resulted in a reduction of real wages in the socialized sector of 10 per
cent and by most standards this is sure.J.y tough. lt is true that other 
incomes from agricultural plots, the black economy? and interest helped 
reduce the burden on many households as can be seen from the.consumption 

"\ \ 
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figures, but certainly some households must have suffered. In 1984, the 
program we. are negotiating implies a further fall in real wages; hope
fully we shall also be able to secure the introduction of effective 
measures to impose financial d:i.scipline on enterprises. 

and 
the 
CFJi' 

Finally, you asked 
repurchases of Fund 
scenario we have in 
nod therefore shows 

Attachment 

for a medium-term profile of Yugoslavia's us~ 
resources. I atta.ch a. table showing the 1c:oi:i·t of 

<;..- -. -· 

mind. Please note that the table excludes the 
net purchases of SUR 285 million in 1984. 

cc: The Deputy ~fan.aging Director (o/r) 
Mr. Finch 
Mr.6 Collins 
\;\05 
CED 

\ 
\ 
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a Office Memorandum 
~:t'AK'i,.-

To: 

From: 

Mr. Whi~/ 
Leif Hansen~.t{', 

December 1, 1983 

Subject: Yugoslavia--The 1983 Commercial Bank Package 

1. I spoke this morning with Mr. Fisher of Manufacturers Hanover 
about the 1983 bank package. (I could not reach Mr. Dobrich or Ms. Mudd.) 1/ 

About 18 banks had not signed the agreement on new money. The 
number varied from time to time as new creditors were discovered and 
others that had previously refused to sign the agreement did so. If all 
the known creditors had signed the agreement the total amount available 
according to the rule the banks should provide 8.75 percent of the 
specified base obligations (as of November 30, 1982) would be US$636 mil
lion. The ~mount available according to this rule for those who had 
signed was about US$614 million. For the release of the first tranche 
on October 26, 1983 this rule had been applied and US$366 million (60 per
cent) had been disbursed. The amount released under the second tranche 
on November 15, 1983 was US$90 million (15 percent) and the remainder up 
to US$600 million or US$144 million would be disbursed on December 6, 
1983. Of those who had signed the agreement there had only been a problem 
with Bankers Trust (which was now solved) and a small Swiss a forf ait 
house. 

On the short-term debt, as far as Mr. Fisher knew,. the estimates 
were still US$215 million for the short-term credits and US$570 million 
for the trade related credits. He confirmed what Mr. Dobrich told us on 
November 23 that according to the short-term facilities agreement, Yugo
slavia should repay foreign trade credits one month later than the first 
advance under the medium-term loan, i.e. on November 26, 1983. However, 
Yugoslavia had approached banks to have the period extended by another 
month. This was quite puzzling, since according to the agreement Yugo
slavia could immediately restore those credits again. Mr. Dobrich had 
mentioned a figure of about US$225 million as the maximum possible leakage 
under this facility--a figure Mr. Fisher did not know about. 

1/ Mr. Fisher did nothave figures for the share of the big banks in the 
new money provided to Yugoslavia. He would try to get it from Manufacturers 
Hanover's London Office tomorrow and phone it to Mr. Lewis. We have some 
figures that the Yugoslavs pro.duced before the January· 1983 meeting which 
show that the share of the 24 biggest banks in total debt to banks as of 
November 30, 1982 amounted to about 50 percent. These figures were very 
rough estimates, but if they hold it means that the big banks have provided 
about half of the new money in 1983 or about US$300 million. 
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The terms of the commercial bank package are: 

a. Medium-term new money facility 

(i) Amount: US$600 million. 

(ii) Grace period: 3 years (first repayment June 30, 1986). 

(iii) Repayment period: 3 years (final repayment June 30, 1989). 

(iv) Facility fee: 1 1/8 percent flat on the amount of each advance. 

(v) 

(vi) 

(vii) 

Commitment fee: 1/2 percent of one percent per annum of the 
unused portion of the commitment commencing from the date of the 
financing agreement. 

Agency fee: US$500 per creditor for each year. 

Interest rate: LIBOR plus 1 7/8 or prime plus 1 3/4, at the 
creditor's option. 

b. The refunding and consolidation loan facility 

(i) Amount: latest estimate, US$1',020 million. 

(ii) Grace period: 3 years (first repayment January 16, 1986). 

(iii) Repayment period: 3 years (final payment January 18, 1989). 

(iv) Facility fee: 1 1/8 percent flat on the amount of each 
refunding and consolidating loan. 

(v) Agency fee: US$800 per creditor for the first year and US$750 
per creditor for each subsequent year. 

(vi) Interest rate: LIBOR plus 1 7/8 or prime plus 1 3/4, at the 
creditor's option. 

In addition it is stated for both facilities that "customary 
arrangements will be included for the obligors to reimburse the agent 
and the ICC members for all expenses of the ICC, and its economic 
subcommittee, each national coordinating committee and the administra
tive coordinator, including legal fees and disbursements of special New. 
York, English and Yugoslav cbunsel to the ICC, of the obligors, whether 
or not the transactions contemplated hereby shall be consummated." 
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Short-term facilities: 

1. Extension loan facility 

(i) Amount: latest estimate, US$215 million. 

(ii) Stand-by fee: 1/4 of one percent flat on the amount out
standing. 

(iii) Maturity: January 17, 1985. 

(iv) Agency fee: US$800 per creditor. 

(v) Interest rate: LIBOR plus 1 3/8 or prime plus 1 1/4, at 
creditor's option 

2. Continuing credit facilities 

(i) Amount: latest estimate, US$ 570 million. 

(ii) Stand-by fee: 1/4 of one percent flat on facility available. 

(iii) Availability: Up to January 17, 1985. 

(iv) Agency fee: US$500 per creditor. 

(v) Interest rate: LIBOR plus 1 3/8 or prime plus 1 1/4, at 
creditor's option 

The stipulations with regard to expenses for the short-term 
facilities are the same as for the financing agreement. 

cc: Mr. Schmitt 
Mr. Mentre 
Mr. Lewis 
Mr. Petersen 
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Of /ice Memorandum 

TO The Managing Director DATE: December 1, 1983 

FROM Hans Schmitt 

SUBJECT: Yugoslavia 

We have been infonned that the commercial banks are prepared 

to release the third tranche of their medium-term loan to Yugoslavia 

on Tuesday, December 6, when they will receive the attached draft 

telex. The telex: should be transmitted tomorrow, December 2, 1983. 

Attachment 

cc: The Deputy Managing Director 
Mr. Collins 

.1 1963 
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Mr. Radovan Makic 
Governor 
National Bank of Yugoslavia 
Belgrade, Yugoslavia 

DRAFT 
Nov.28, 1983 

I refer to the stand-by arrangement for Yugoslavia approved by 

the International Monetary Fund on January 30, 1981 and to the medium-

term external bank financing agreement between Yugoslavia and the 

International Coordinating Committee. I now wish to confirm: 

1. The stand-by arrangement continues to be in effect. 

2. As of November 18, 1983, on the basis of the most recent information 

supplied by Yugoslavia to the Fund, Yugoslavia was observing all applicable 

performance criteria under the stand-by arrangement. 

3. On November 18, 1983 Yugosla;via purchased SDR 129 million from 

the Fund. Yugoslavia ha~'"'thus purchased all of the cumulative amounts 

available to it according to the provisionsof the stand-by arrangement. 

4. Yugoslavia has intiated discussions with the IMF concerning 

a stand-by arrangement for 1984. 

A copy of the foregoing message is being transmitted to Manufacturers 

Hanover Trust. 

Sincerely yours, 

J. de Larosiere 
Managing Director 
Inter fund 
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The Managing Director December 1, 1983 

Hans Schmitt 

Yugoslavia 

We have been informed that the commercial banks are prepared 

to release the third tranche of their medium-term loan to Yugoslavia 

on Tuesday, December 6, when they will receive the attached draft 

telex. The telex should be transmitted tomorrow, December 2, 1983. 

Attachment 

cc: The Deputy Managing Director 
Mr. Collins 
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Mr. Radovan Makic 
Governor 
National Bank of Yugoslavia 
Belgrade, Yugoslavia 

DRAFT 
Nov.28, 1983 

refer to the stand-by arrangement for Yugoslavia approved by 

the International Monetary Fund on January 30, 1981 and to the medium-

term external bank financing agreement between Yugoslavia and the 

International Coordinating Committee. I now wish to confirm: 

1. The stand-by arrangement continues to be in effect. 

2. As of November 18, 1983, on the basis of the most recent information 

supplied by Yugoslavia to the Fund, Yugoslavia was observing all applicable 

performance criteria under the stand-by arrangement. 

3. On November 18, 1983 Yugoslavia purchased SDR 129 million from 

the Fund. Yugoslavia has thus purchased all of the cumulative amounts 

available to it according to the provisionsof the stand-by arrangement. 

4. Yugoslavia has intiated discussions with the IMF concerning 

a stand-by arrangement for 1984. 

A copy of the foregoing message is being transmitted to Manufacturers 

Hanover Trust. 

Sincerely yours, 

J. de Larosiere 
Managing Director 
Interfund 
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