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Office Memorandum

December 18, 1981

MEMORANDUM FOR THE FILES

Subject: Romania

I received a cable for the Swiss Bank Corporation (copy attached) and
this morning spoke to Mr. Mada in Bucharest. The Romanians are aware of the
Swiss action and presumbaly will do something about it. I also telephoned
Mr. Schob in Basel, who had been at the meeting with bankers that I had in
Zurich. I told him on a confidential basis that I had reason to believe the
Romanian authorities would be commencing a dialogue with banks early in 1982
and that the current account in convertible currencies in 1981 would probably
be better that I had expected when speaking in Zurich. Mr. Schob said Swiss
banks were taking a tough line on Romania.

I told Mr. Mada that we were close to finalizing the reproduction of
supporting documentation for the proposed meeting with bankers in Bucharest
in February. He said that he understood preparations for the meeting were
proceeding satisfactorily but he did not give 'details.

57
Geoffrey Tyler

cc: Mr. Whittome
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TO INTEZRNATIONAL MONETARY FUND, EUROPEAN DEPARTMEMT, WASHINGTON D.C. o

= ATTN: MR. GEOFFREY TYLER, ASSISTANT DIRECTOR

4

: ROMANIA / ROMANIAN BANK FOR FOREIGN TRADE, BUCAREST (REBFT) §
e A e \
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DEAR MR. TYLER,

ON THE OCCASION OF THE MEETING OF NOVEMBER 25, 1981 AT THE PRE-
MISES OF THE SWISS WATIONAL BANK IN ZURICH INFORMATICN WAS EX- )
CHANGED ABOUT THE SITUATION IN EASTER EUROPE, ESPECIALLY ON
ROMANIA'S DIFFICULTIES IN SERVICING ITS INTERNATIONL DEBTS.
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THE REPRESENTATIVE OF OUR BANK AT THE AFCRESAID MEETING LREW
YOUR ATTENTION TO HE NON-FULFILLMENT OF OBLIGATIONS IN VERY
[MPORTANT AMOUNTS. Ht STRESSED THAT IN THE FOREIGN EXCHANGE
BUSINESS EVEN SPOT TRANSACTIONS HAVE NOT BEEN HONOURED.,

‘,.;
o bR

e IN SPITE OF NUMEROUS CALLS TQ RBFT, THE PAST DUE OBLIGATIONS

ARISING FROM FORE IGN EXCHANGE TRANSACTIONS STILL AMOUNT TO (o
USDLRS 25 M10. WE CLEARLY INDICATED TO RBFT THAT UNLESS THIS AMOUNT =
IS SETTLED UNTIL 21 DECEMBER 1981 OUR BANK WILL TAKE LEGAL i
ACTION AGAINST THEM, BEING FULLY AWARE THAT SUCH ACTIGN MIGHT &

HARM THE REPUTATION OF RBFT IN THE INTERNATIONAL MARKET.

3y
~

WILLING TO EXHAUST ALL POSSIBLITIES WHICH MIGHT INFLUENCE
RDFT IN THEIR ATTITUDE TOWARDS THIS CASE, WE THINK IT FAIR

TO INFORM IMF, OF WHICH ROMANIA 1S A MEMBER PARTY, N ADVANCE
ABOUT THE DECICION WE HAVE TAKEN IN THIS RESPECT.

= YOURS SINCERELY, ﬂﬁg
| N

ot

etk
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SWISS BANK CORPORATION
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IN SPITE OF MNUMERQUS CALLS TO RBFT, THE pPAST DUE OBLIGATIONS
ARISING FROM FORE IGN EXCHANGE TRANSACTIONS STILL AMOUNT TO

USDLRS 25 M10. WE CLEARLY INDICATED TQO RBFT THAT UNLESS THIS AMOUNT
1S SETTLED UNTIL 21 DECEMBER 1981 OUR BANK WiLL TAKE LEGAL

ACTION AGAINST THEM, BEING FULLY AWARE THAT SUCH ACTION MIGHT

HARM THE REPUTATION OF RBFT {N THE INTERNATIONAL MARKET.

WILLING TO EXHAUST ALL POSSIBLITIES WHICH MIGHT INFLUENCE
RODFT IN THEIR ATTITUDE TOWARDS TH1S CASE, WE THINK IT FALR

TO INFORM IMF, OF WHICH ROMANIA 1S A MEMBER PARTY, IN ADVANCE
ABOUT THE DECICION WE HAVE TAKEN IN TH1S RESPECT.

YOURS SINCERELY,

SW1SS BAMNK CORPORATION

DR. F. GALLIKER H. SCHOB
GENERAL MANAGER VICE PRESIDENT
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Jey

| WANT TO INFORM YCU THAT Wt INTEND TO URGANIZc A ScildAx
IN BUCHAREST ON JANUARY 12-13, 1932wiTH THz FPARTICIFATION OF
SEVERAL BANKS FROM USA, UNITED KINGDOM, FRANC:, SwITZckLAND,
F.K.OF GERMANY AND AUSTRIA, FOLLUWED 3Y BILATEKAL WEGUCTIATIUN
AIMED TO THc FURTHzR DEVcLOPMENT OF Trc COUFPeiATIOK wiTtl TnzS
BANKS, THE WOULD ACTIOW WiILL HAVc A CONFIDaZWTZIAL CHARACTER
wWITHOUT ANY PUBLICITY.

FOR THE A30Ovc MENTIONZD SEMINAR Wc HAVe PREPARED, WITH Tk
ASSISTANCc OF THZ IMF #MISSION, LczAL BY k. TYLck,WHO HAD 3ciw
IN BUCHAREST FROM NOVeMBEZR 26 TO DzCedBER 9, 1931 A PAPER
COMPRISING BRIEFLY THt FOLLOWING :

— OUR TRADE ABD PAYMENTS BALANCE IN 1931, AS wcllL AS THE
FORECASTS FOR 1932 INDICATE IMPROVCHMENTS COAPARCD WITH THE
FIGURES WHICH WERc ON THz BASIS OF THz APPROVAL BY IMF OF THE
PRESENT STANDY=-BY ARRANGeMENT,
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Bank of America
Manufacturers Hanover Trust
Barclays Bank

Lloyds Bank )

Société Générale 7~

Crédit Lyonnais

Union Bank

Deutsche Bank

Creditanstalt Bankverein

United States
United States
United Kingdom
United Kingdom
France

France
Switzerland
Germany
Austria



Office Memorandum

70 : The Managing Director DATEDecember 14, 1981
FROM Ekhard Brehme

ﬂf’w
SUBJECT : Romanla

Further to my memorandum to you of December 11 the list of names
of the banks which will participate in the meeting on payments arrears with
the Romanian authorities has been changed slightly. Instead of Cr&dit

Lyonnais it should read Banque Nationale de Paris.

cc: Deputy Managing Director
Mr. Carter






Office Memorandum

ECRET

DECLASSIF'ED D*cember 8, 1981
To: The Managing Diraztor
The Deputy Managing Di:‘éBSfr Me Frewnles Date ) 21‘1 ! 10

From: G. Tyler ‘-1’]

Subject: Romania - Stand-By Arrangement-~Treatment of Arrears

The arrears probizam

- Payments arrears developed in the second half of 1981, principally because
of withdrawals of short-term credit facilities for and short-term foreign deposits from
the Romanian Bank for Foreign Trade. A mission was in Bucharest in October 1981 to
discuss the situation and to try to explore the ways in which a program might be
formulated to eliminate the arrears, which at present constitute a payments restriction
and hence prevent further purchases under the stand-by arrangement.

A mission consisting of Mr., Paljarvi (ETR), Ms. Salop (EUR), Miss Pike
(Secretary, EUR), and myself was in Bucharest from November 26 to December 8, 1981
to continue the discussions. In particular, an endeavor was to be made to persuade the
authorities to institute as quickly as possible an informal meeting with a small number
of renresentative banks from the main creditor countries. During the October discus=
sions, the Minister of Finance had apparently been convineced that such discussions were
desirable, but President Ceausescu decided that only bilateral talks should be under-
taken. The staff did not believe that bilateral talks would be effective, a view that was
basically shared by the bankers with whom Messrs. Whittome and Tyler met in New
York, Frankfurt, Paris, London, and Zurich,

Initially, I had long but inconclusive discussions with the Minister and Deputy
Minister of Finance regarding a large loan which they believed was obtainable from a
Middle East source. Subsequently, this possibility seems to have disappeared. The
remainder of the mission's work was related to obtaining the information needed to
draft a paper, with accompanying tables, that could be given by Romania to commercial
banks to form the hasis of discussions aimed at finding a solution to the arrears problem,
Such a document was drafted and agreed with the Ministry of Finaaze. At the same time,
we emphasized the staff view that purely bilateral approaches to the banks would probably
not lead to a solution,

The mission discussed with the authorities the amounts of financing required
and the possible sources of funds that would be necessary to eliminate the arrears
within two years. The arrears will probably total about $1, 6 billion at the end of 1981,
Of the total arrears of $1,472 million outstanding at the end of November 1981, $642 mil-
lion was to banks and $830 million related to unpaid letters of credit and collections
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documents. The attached tables show the financing requirements in convertible curren-
cies in 1982-33~-on the assumption that the arrears are repaid in amounts of $800 million
in both 1982 and 1983~-and possible financing resources. We believe the assumptions
about the availability of medium~ and long-term credits are reasonable as are the
underlying current account projections. In gross terms, the amount of additional
financing required from banks and other providers of short~term funds totals

$2, 050 million during the next two years, but in net terms it is only $450 million.

There is the difficulty under the assumption of eliminating arrears evenly over 1982-83
that the gross amount of bank loans in 1982 is high and that in 1983 much lower; no doubt
various possibilities exist for evening out the requirements over the two years. How-
ever, there is the more serious difficulty that, on the kind of negotiating scenario
envisaged by Romania, a moderate number of large banks would provide the necessary
gross financing and part of this would be used to repay a number of smaller banks and
other creditors. However, even for these/banks, which have a continuing exposure in
Romania, the need to avoid a deep financial crisis and the possibility of resumed Fund

assistance to Romania should provide incentives to work toward an agreement to solve
the arrears problem. '

Until the morning of the mission's departure, no decision could be obtained
approving an informal "seminar™ with a small group of represeatative banks. However,
in a long session with the Minister of Finance on that morning, he said that authority
had been given and that they would be inviting nine banks (two from each of the United
States, the United Kingdom, and France, and one each from Germany, Switzerland,
and Austria). The invitations will be issued by the President of the Romanian Bank for
Foreign Trade hut with the full authority of the Government. The Minister of Finance
will take part in the discussions. I made it clear that, while we could participate as an
observer, we would in no sense be representing Romania, merely serving both sets of
principals, The date of the meeting will depend on what the commercial banks find
convenient. The Romanian authorities will suggest either December 16-17, 1981 or
January 12-13, 1982, and will inform the European Department of the agreed date by
Friday, December 11, 1981, Probably it will be in January. It should be stressed that

the Romanian authorities place great emphasis on the need to maintain secrecy about
the seminar at this stage.

The Minister of Finance is completely aware that no purchase can be made
under the stand-by arrangement until a program regarding the arrears, acceptable to
you, is negotiated with the banks. We have agreed to return in the secoad half of January
1982 to have Article IV consultation discussions. At that time, we shall also negotiate
the 1982 program for the stand~by arrangement but have made it clear that a successful

outcome of these discussions can mean nothing until the arrears situation is settled
satisfactorily.

Summary of economic developments in 1981 and 1982

Under the stand-by program, the current account deficit in convertible cur-
rencies in 198l was to be $1.8 billion. It is now expected to be $0., 9 billion (about 1,5 per
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cent of GDP), Convertible exports are forecast to rise by 11.5 per cent and convertible
imports to decline by 11. 0 per cent, The forecast current account deficit in noncon-
vertible currencies, at $0.1 billion, is only slightly higher than originally planned. The
improvement in the curvent account in convertible currencies is due to a sharp decline
in the growth of real consumption to an estimated 2.4 per cent, and an absolute decline
of 2.5 per cent in real fixed investment. The original plan had consumption rising by
3.7 per cent and fixed investment by 4.4 per cent. For 1982, the current account
deficit in convertible currencies is forecast to be $450 million (about 0.6 per cent of
GDP), with exports increasing by 14.5 per cent and imports by 7.8 per cent. Real
consumption is to rise by 2.9 per cent and real fixed investment by 5.0 per cent.

The slow growth in convertible imports in 1981 and 1982 is explainable in part
by increased extraction of natural gas to substitute for importad oil and in part by a
relative shift to imports from the nonconvertible area. The latter increased by 18. 2 per
ceut in 1981 and are expected to rise by 16,7 per cent in 1982, In addition, the depressed
level of investment permitted a small decrease in imports of equipment in 1981 and will
allow such imports to decline by 12 per cent in 1982, The mission views the domestic
and external forecasts as compatible. The Romanian officials assured us that the

external figures are what they consider achievable and that they are considerably below
the formal plan figures,

We had very preliminary discussions about th= 1982 program in the fields of
exchange rate and price reforms. The Romanians said that they will be able to perform
as they promised. In particular, the number of exthange rates will be reduced and
retail prices, which in fact have already been increased by 3 per cent this year, will
rise by a further 5 per cent in 1982,

Conclusions

I believe the decision to hold a meeting with a small number of banks is an
important step 4lthoush in itself it can be nothing but a beginning, However, one may
hope that the outcome will be a greater awareness of the improving economic situation
in Romania and an understanding that the authorities wish to cooperate with the banks
in searching for a sotation to the arrears problem., There is, of course; a very real
danger that the outcome of the seminar and subsequent negotiations between Romania
and the hanks will fall seriously short of what the former wants, In such circumstances,
the Fund staff could lose credibility in Romania, However, I believe that it is essential
to find out what the banks will in fact do. Without that knowledge Romania cannot
seunsibly design its economic policies.

cc: Mr. Whittome (o/r)
Mr, Finch
Mr, Carter



Table 1. Romania: Gross Financing Requirements in
Convertible Currencies, 1982-83

(In millions of U.S. dollars)

1982 1983

Current account deficit 450 =100
Gross repayment of medium- and

long-term debt 2,120 1,730
Gross repayment of short—term credits,

excluding arrears 440 -
‘Increase in gross convertible reserves 75 ' 75
Net financing of credit extended by

Romania 150 150
Repayment of arrears 800 800

Total 4,035 2,655

Source: Data provided by Romanian authorities and staff estimates.



Table 2. Romania: Sources for Convertible Currency Financing,
1982-83

(In millions of U.S. dollars)

1982 1983

World Bank loans 300 300

| IMF purchases (gross) 475 415
Medium~ and long~term import-related

credits 1,600 1,500

Other . 1,660 440

Total 4,035 2,655

Sources: Data provided by Romanian authorities and staff estimates.
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Office Memorandum }

December 7, 1981

MEMORANDUM FOR FILES

Subject: Romania - Discussion on Payments Arrears

Today Mr. Tyler called from Bucharest. He recalled that the
main purpose of the discussion was to get a solution to the problem of
the payments arrears. He said that so far no decision had been taken
as to whether the Romanians would do what had been proposed by the mission.
The proposal was to arrange a small meeting between the Romanian :authorities
and 5 to 6 commercial banks. Mr. Tyler said that he has drafted a document
setting out the pertinent facts for that meeting. He said that the subject
was too complicated to discuss over the phone.

One member of his mission, namely Mr. Paljarvi (ETR) will return on
Wednesday to give a full brief on what happened during the mission.
Mr. Tyler's Back-to-Office Report would be in our hands on Friday when
Miss Pike, ‘the secretary on the mission, returns to headquarters. Mr. Tyler
also said that he would ring me from Zurich if anything of interest had
happened meanwhile. He suggested that Mr. Paljarvi and myself should
visit Mr. Polak to brief him on the results of the mission to Romania.

Miss Salop will return to headquarters on December 14.

~ 12
Ekhard Bre?fi;iw;g%?{ 17

cc: Front Office v
Eastern European Division















Office Memorandum  “ 1

December 1, 1981

MEMORANDUM FOR FILES

Subject: Eastern Europe

1. I spoke to Mr. Kjelleren of Manufacturers on Poland, Romania,
and Hungary. On Poland he warned that the people we would be talking to
would in many cases be more interested in their future career than in
giving us the whole economic picture. In his experience it was not so
much that they would tell untruths but that they were well able to give
less than the whole truth. He said that this was a game they had played
for years with great skill and they played it between themselves as much
as with outsiders. He said that on his last visit to Poland he had been
asked by the Prime Minister what was the full picture as the Prime
Minister thought that he was not being fully briefed by his asbordinates.

2. As regards Romania, he added to the many stories of Romanian
ineptness of which we are already aware and he said that Marine Midland
held a deposit of $100 million for Romania in London which was not being
used. He said that an initiative by Manufacturers to offer to clear a
long ''daisy chain" of transactions in New York had not been taken up by
the Romanians. He also said that an $80 million syndication of which
Manufacturers are the leader is being left on ice at the present. He
added that the New York banks feelings were hardening as regards Romania.
Chase had written off their business with Romania and other banks are
taking an increasingly harsh line.

3. On Yugoslavia he said that he found the estimate of current
account deficit with the convertible area of $1.6 million to $1.7 mil-~
lion this year as overoptimistic and the forecast of an overall deficit
of $500 million next year as being extremely optimistic. He said, as
many others have done, that Governor Bogoev's departure was most regrett-
able and he added that signs of lack of discipline in the Yugoslav com-~
mercial banking community were growing. There was ''double queueing" in
the market and no attempt to space offers. The syndication in New York
might bring in some $250 million to $300 million as things now stood. He
added on a personal note that the behavior of Mr. Kostic had not led to
the banks having great confidence in him.

7%

L.A. Whittome

cc: EED
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Office Memorandum

November 27, 1981

MEMORANDUM FOR FILES

Subject: France an{ Romania )

I spoke to Mr. Camdessus today on two questions:

(i) the timing of the French consultation. He said that he had re-
commended agreement to the January 12 date as agreed between us but that
Mr. Haberer who will still be in the Treasury as of that date had vetoed
the suggestion. 1In looking for another date I suggested as early as poss-
ible in February and we have provisionally agreed February 3. I said that
this seemed appropriate unless there were a useful role we could play in
the policy discussions that would take place during January. Camdessus
considered the matter sympathetically but said that he thought that, as of
now, the Minister's position was firmly established and that they would
carry a cautious economic policy through the Cabinet. He said they were
well aware of the trade-off between wages and prices and also wages and
unemployment and he thought for the moment that the difficulties of analy-
sis were not overwhelming. He concluded therefore that to start on
February 3 would make sense but added that it might be convenient for us
to be prepared to pay a short visit later in 1982 and that in any case the
1983 consultation should be set at a time during which the policy discus-
sions were still taking place for by then the political pressures to ease
policies would surely have become a lot more marked.

(ii) Camdessus said that the French Government had now also been
approached by the Romanians to reschedule existing intergovernmental debt
and also with a proposal for new credit. As we know the British were
approached about a week earlier and I now hear the Germans have also been
approached. All three governments are taking the position that they are
only prepared to discuss these matters in a multilateral context.

.4

L.A. Whittome

cc: WED
EED



Office Memorandum

To: The Managing Director November 27, £98f
The Deputy Managing Director S

w/ff/dlfp” .
From: L.A. Whittome//%d% e

Subject: Eastern Europe

Mr. Tyler and I met with the main U.S. banks at the Federal
Reserve of New York on November 13. Last week we met first with the
central banks and later the commercial banks in Frankfurt, Paris, and
London, in addition I spent a day at both the Ministty of Finance in
Bonn and the Treasury in London. On each occasion we made an initial
presentation explaining why wé had become perturbed at the threat posed
to the western banking system by developments in Eastern Europe and then
seeking by a careful summary on a country by country basis to calm the
worst fears whilst taking pains not to gloss over the difficulties.

In each financial center the central banks had organized the
meetings and except in Bonn they chaired these meetings. It seemed
clear that being reluctant themselves to seem to risk advocating any
particular course to their commercial banks they welcomed the fact that
an outside institution was prepared to take an initiative in this field.
The Americans and Germans told us that the issue had been discussed at
the last BIS meeting in Basle at which it had been agreed that the Fund
initiative was timely.

There were the expected differences of attitude as between the
financial centers In New York the relative small exposure of the U. S
year would have to be repeated in subsequent years and their fears of
setting a weakening precedent in relation to countries where they are
heavily exposed led them to adopt a conservative-—-though a less harsh
attitude than I had expected. The reaction of the German banks was notice-
ably different. Their direct exposure to Poland (which is about twice the
figure reported to the Bundesbank when lending through associated banks in
Luxembourg is taken into account) is substantial. Moreover, their préflts
have recently been under pressure and the prospect of having to write=off "~
or make special provision for 1nterestAor pr1nc1pa1 owed by Poland and -
perhaps later Romania is very unwelcome. It seems likely that the German
banks will bring pressure on their authorities and a meeting has already
been arranged in the Bundesbank for early December. The German banks were
. concerned but not unduly worried about Romania; they were uneasy at the
\ growing difficulties of other Eastern European countries.

In Paris discussion centered primarily around Romania where the
French banks appear to be relatively highly exposed partlfvﬁezause of the
activities of the Franco-Romanian bank in which the three presently nation-
alized French banks are major shareholders. The reaction of the London
bankers was somewhat more relaxed; it could be categorized as lying some-
where between that of the Americans on the one hand, and on the other the
French, and the Germans.



As regards countries the situation in Romania seems to be more or
less as we had assumed. Arrears now total some $2 billion but are spread
amongst a large number of banks and bank customers and therefore represent
a relatlvely minor problem for any individual bank or for most customers,
the more so since debts (other than overdue deposits) have so far ‘seldom
been more than two to three months in arrears. Indeed one French and one
British bank suggested that if the Romanian current account with the west
improved as fast as was planned the best course might be to let the Romanians
muddle through by borrowing whenever and wherever they could to repay their
most pressing creditors. But most banks and all central banks thought this
a dangerous course. A point which we emphasized was that if a Polish de-
fault occurred the pressure on Romania would increase and it seemed essén—
tialFhat the spread of unease be stopped there or else ‘there ‘would be a
clear risk of a "domino' 's1tuat10n.

We also explained that we had favored a well-prepared but informal
meeting of a small group of the largest banks with the Romanians. We also
explained that this approach had not finally proved acceptable to the
Romanians at the highest levels. Virtually all to whom we spoke considered
it _the best course and thought that the Romanians would have a reasonable
case to present. In practice Romania has begun to contact banks on a bi-
lateral basis. A team will meet this week with a London bank and through
the Franco-Romanian hank they have made approaches to a few French banks.
They have also requested a $1 billion medium-term loan from the U.K. Govern-
ment plus an increase in the present limit of ECGD guarantees to Romania.
The British Government will refuse both requests and will instead suggest a

: multilateral meeting to consider the rescheduling of Government debt. The

French have provis1onally agreed to chair thlS meetlng However, the total
will be little enthusiasm from the western countries to bring the somewhat
cumbersome Paris Club machinery into play; in any case the Romanians surely
will object vehemently to such a course.

It was also clear that we have underestimated the full extent of
Romanian ineptness in their dealing with banks.  There was also a wide~""
spread but unsubstantiated impression that at least a part of Romanian
gold reserves may have already been earmarked as collateral. For the time
being individual banks and central banks have agreed to press the course
suggested above on the Romanians.

We talked also of Yugoslavia. There was some general unease about
the situation and both Hermes and ECGD in partlcular are watchlng thelr
exposure to Yugoslav1a w1th care.» We were also told that an earlier view
that Yugoslav1a would be able to raise some $300-$350 million of the $450_ mil-
110n they were seeklng from a syndlcated loan_in New York now . seemed over—

\on each ‘side. "It is “unfortunate that Governor Bogoev s tenure of officé”

has expired for plainly he had built up a reputation of competence and

trustworthiness in banking circles. A number of banks suggested that if
the Romanian difficulties grew more marked attention would be very likely to
swing to Yugoslavia. For the moment we had the impression that the Yugoslav
position is being watched carefully but is not now a matter of major concern.
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On Hungary the widespread consensus was that the economy was
well and conservatively run. There was some anxiety as regards Czechoslovakia
and East Germany but it did not seem serious at this stage.

All banks emphasized that their attitude to lending to Eastern.
Europe had changed sharply over the past year and that the USSR had been
i includéd in th1s reassessment The German. banksﬂhad notuyet been able to
,place ‘more than 75 per cent of the pipeline loan and had been forced to ask
the-Russians to help through their banks in Western Europe. It was felt
that the full amount would be raised but margins might have to be raised,
Several banks reported that Russian deposits had been run down and despite
a weak gold price Russian sales of gold have been runnlng at a hlgher than
2usual level . o

A s e o

The question of Poland was discussed not only with the banks but
also during a two day meeting in Paris of the main creditors. As regards
the interGovernmental meeting the only new point of significance was_a _
hardening of the tone of the Pollsh_delegatlon In effect they said that a
reschéduling of the debt ‘falling due in 1982 would have little purpose unless
it were accompanied by substantial new credits for a minimum of some $4.5 bil-
lion. The western creditors took strong issue with the tone of this state-
ment. A later private meeting of the main countries showed that unless a
new political initiative was launched there was little possibility of new
credits of the size requested.

The Western Governments also made it plain that they were not pre-
pared to sign a reschedullng agreement for 1982 until the Poles had _com-
pleted their agreement with the banks; they added that they were_in no way
disposed to help the Poles find the estimated $500 million in arrears of
interest due to the banks on the signing of the bank agreement. 1In talking
to the banks we raised on each occasion the options open if the Poles were
not able to settle the arrears of interest when the agreement is signed
(the date for signature is yet again slipping and may now fall into 1982).
Attitudes varied but we found a far greater willingness than we had expected
to think of new loans to enable the Poles to settle at least in part the
internal arrears. However, individual banks were coy about this possibility
in private and extremely cautious in the general meetings.

It is clear that the non-payment of interest would cause the
American and German banks difficulties vis-a-vis their supervisory autho-
rities and the British and French banks some problems (perhaps more minor?)
vis-3-vis their auditors.

We took the general line that a Polish default would be unwelcome
in that it would surely intensify the difficuities of the other Eastern
European countries, If nevertheless it occurred then it was very desirable
that an arrangement should be made to deal with Romania's difficulties--to
prevent the contagium spreading further.

During the Polish meeting Camdessus arranged at the request of
the smaller countries that we gave a report on the lines on which we had
spoken to the banks.
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Mr. Tyler will meet this week with the National Bank of
Sw1§EE£l§nd and the three main Swiss banks. He will then visit Bucharest
to press again for informal talks whilst the situation is still serlous but
amenabTe to discussion. If necessary I shall later pay a brief visit to

Bucharest.

The initiative seemed welcomed. We were fortunate that the coin-
cidence of a series of visits to Hungary, Poland, Romania, and Yugoslavia

had allowed us to be
us privileged access
much more up to date
have to offer to pay
but I much hope that

cc:y Mr. Finch
Mr. Carter

much more up to date than national officials and given
to information in these countries so that we were very
than the commercial bankers. I fear that we may now
very brief visits to Amsterdam, Brussels, and Milan
they will not be necessary.
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November 27, 1931

MEMORANDUM FOR THE FILES

Subject: Eastern Europe Dabt bituation--Weeting at Bank of France,
November 18, 1981

This meeting, which Messrs. Whittome and Tyler attended, was
chaired by the Bank of France. Representatives of BFCE, BNP, Crédit LYbnnals,
Soci8té Gé&nfrale and the Treasury were present.

1. Romania

The commercial bank representatives were in general more
resigned to developments in this country than bankers in Germany and the
U.S8. The bankers themselves had not had much problem with their own credits
although those given by their clients had caused at least temporary diffi-
culties. The banks present had not decreased the credit facilitles made
available to Romania but, with one exception, they had not increased tham.
The banks did nor see any parallel between Romania and Poland although they
agreed that Polish events had affected lending to the Eastern Bloc. As with
other lenders, there was a widespread complaint about the inefficiency of
the RBFT.

Some present were concerned about the extent to which it
would be possible to contlnue with strong domestic restraint over an
extended period and whether basic structural adjustments were being made.
They appeared to be encouraged by the staff deseription of the program.

2. Yuposlavia

The group was much more relaxed about Yugoslavia than Romania;
although the problem of inflation worried most of those present, there was a
concern about the level of short-term foreisn dabt. One bank saw the
emergence recently of some problems with respect to tke:.gmaller banks with
less rigorous practices and hoped that the federal authorities would exact
more control from the center.

3. Hunqa{z

There was little discussion about Hungary. Those present did
not see a problem.

Continued/...
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4. Poland

There was some discugsion of the problem of the interest payments
falling due in December 1981, 1In general, the meeting appeared to think
that delays in interest payments would probably continue but that this might
continue, in effect as an Informal ad hoc rescheduling, without anyone precipi-
tating a formal default. There was, however, the worry that some of the
smaller banks might not act so responsibly.

Geoffrey Tyler

cc: Imned. Office
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Subject: Eastern Europe--Discussions with German Banks

Messrs. Whittome and Tyler had discussions with senior officials
of Commerzbank, Dresdner, Deutsche, and Gemeinwirtschaft Banks to discuss
the foreign debt situations of Hungary, Romania, and Yugoslavia. There was
also discussion of the Polish debt problem. The following were the main
points of interest.

1. Hungary

Generally the bankers were all fairly relaxed about Hungary.
None admitted withdrawing any of their own credit facilities and they
expressed some surprise that the Hungarians had in fact experienced a
tighter foreign credit position. There was some surmise that it had per-
haps mainly been brought about by caution on the part of smaller banks,
which tended to react to rumors in an exaggerated way.

2. Romania

There was complete agreement that a problem existed. It was
clear that all the banks had suffered from the Romanian's poor public rela-
tions. There was a general willingness to agree that the balance of pay-
ments improvement which was described to the banks offered basis for a de
facto rescheduling of the arrears. The bankers generally believed that
purely bilateral approaches to individual banks could not bring about a
rapid solution and that a more multilateral approach, at least within the
individual major creditor countries, was likely to be more effective. None
of the banks said that they had reduced their lending limits and all said
that they would be willing to participate in any joint meetings that Romania

might set up. Finally, none of the banks had any knowledge of gold pledging
by Romania.

3. Yugoslavia

The attitude toward Yugoslavia was generally more relaxed than
toward Poland although it was clear that German banks as a whole were anx-
ious not to increase their net exposure to Yugoslavia and that probably
some banks were trying to reduce it. One bank said that the timing of
Yugoslavia in regard to foreign borrowing in the last months of 1981 was
not sensible and that early 1982 would be a much easier time for the banks
to discuss new loans. There was some complaint of Yugoslav inefficiency

(much more muted than in the case of Romania) in using agreed lines of credit
with Hermes guarantees.
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4. Poland

The interest of the banks could next be described as intense.
Much of the discussion centered around the question of what would happen
if Poland could not find the $500-$600 million in cash needed to settle
outstanding interest payments before the agreement with the commercial
banks is due to be signed on December 14, 1981. Compared with New York,
there was perhaps a slightly greater willingness to consider giving new
loans to pay the interest, although clearly all the banks hoped that a
better solution could be found. With the BIS loan proposal no longer a
starter, the only concrete suggestion was a proposal that IBEC raise the
loan and lend it to Poland. The banks decided to agree that the solution
of the Polish difficulties would probably be slower in arriving than the
Polish forecasts suggested. However, the basic attitude was that the
banks had little choice but to go along with any reasonable attempt at a
solution since this was the only hope of avoiding an outright moratorium.

The German banks face a problem in that none of their profits
positions are strong. If interest payments are to fall into arrears, the
accountants would probably start to insist on making adjustments to bal-
ance sheets, thereby reducing profits. Deutsche Bank has in fact in 1980
wrote off some part of Polish loans and will probably do so again in 1981.
The other banks, being in a weaker profit position, are much less anxious
to do the same.

There was a general interest in the timetable for Polish member-
ship and the role the Fund might play both as an advisor on policies and
as a lender. The Dresdner Bank, which is a leading partner in the negotia-
tions with Poland, provided statistical material provided to the working
group and offered to cooperate in future work on Poland.

One suggestion for dealing with the general Polish problem with
foreign debt was to find a leading figure (not U.S. or German) who could
play a role as a moderator to obtain a mutually satisfactory solution--a
la Abs in Turkey.

5. Czechoslovakia

All the banks expressed great surprise that this country had
experienced a withdrawal of credit lines,

6. General

All the banks expressed the hope that contacts of the present
would continue.

Geoffrey Tyler

cc: Immediate Office
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November 23, 1981

MEMORANDUM FOR FILES

Subject: Romania--Debt Position

I spoke by telephone this morning with Mr. Piek, of Rabo Bank
in Utrecht (telephone 36 23 (7)., He said that his bank and Crédit Agricole
of Paris were comanagers in two large cofinancing loans with the World Bank.
The amounts of the loan were $200 million and $150 million and had gone to
BAFI. To date there were no problems with payments but in view of the
short-term debt problem, Rabo Bank was reaching the point where they might
have to consider informing participants in the loan of possible problems.

Mr. Piek had the well-known story to tell of problems with short-
term credits and said that banks were not extending deposits on maturity.
Contracts with and banking practices of the RBFT were poor. He mentioned
a meeting of foreign exchange debtors (FOREX?) in Paris on November 19,
1981 where there had been widespread complaints about the practices.

Mr, Piek said that in conjunction with Crédit Agricole he would
try to contact the Romanians and arrange a visit to Bucharest to try to
convince the Romanian authorities that they should arrive some kind of a
meeting with the banks to discuss what could be done to solve the current
debt problem.

Geoffrey Tyler

cc: Immediate Office v//'
Mr. Chaufournier



Novertber 19, 1981

Yr. Tulianp Bituleann
Daputy !infzter
Hinzstry of Tinance
Strada Doomnei f ,

Tucharest, Nomania .

fr. Bitulesnnu,

I encloge three copies of the draft report of the econcuie
mission led by Yr. Maiss., Twenty esaditionsl copies are being gent by
air freioght

‘ I should emphmsize that, in a nwber of arcas. the yevort
nakes observations on the basis of rather litile informetion sirmly
vecause the mission did not have nccesa Lo the Wind of daia which
would have permitted a firmer dbasis for its conclusicns. T understand
that this situation portianlly reflected the fact thuat ot the 4ime of
the nission the five year plan for 1901-5% had not teen finglized, I
very rmucn hove that in those instances vhere vou feel that the mission’s
observatinns do not fully refllect the situntion ag yvou see 3L, you will
provide solid factual information whieh vill encble ng to re-sssess the
validity of {he mission's preliminary findincs,

I an sending copies of this letter, together with copier of
the draft report, to Yessrs. Popreseu end i naru.

We look forward to hearing vhen yvou would be ready 1o discuss
_the report with us fn Buchercect.

Sincerely yours,

Attila KEanranosnanorlu
Director
Country Prosrams Departrent One
Turope, Middle *ast and Yorth Africa Region

Attachnents
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Offic‘e Memorandum ]LQ Lo

November 19, 1981

To: Mr. de Fontenay
From: A. Mountford t%ﬁ
Subject: Ekchange Rates in Quota Calculations

1. The precedent of Romania

When Romania applied in 1972, the question was raised within the
staff and in talks with Romanian officials, of the appropriate exchange rate
to use in converting national accounting and b.o.p. data from leu to dollars
for the quota calculation. From the outset it was recognized that the official
exchange rates of leu 5.53 per U.S. dollar and leu 6.67 per ruble could not be
used: these rates were used largely for accounting purposes and as bases for
calculating the exchange rates actually in effect. 1In daily practice a very
large number of rates were applied for trade purposes as a result of the opera-
tion of a complex equalization system. At the same time a rate of lei 16 per
dollar applied to noncommercial transactions. Staff calculations made at the
time suggested that a rate somewhat in excess of lei 16 owuld be appropriate,
as the rate that might theoretically be consistent with balance of payments
equilibrium in the hypothetical case of a liberalized trade and payments system.

The Romanian delegation suggested in practice a rate of leu 20 per
US$ for conversion of national income figures, and noted that this rate had
already been used in several publications. This suggestion was accepted by
the staff, and the rate of leu 20 was used in the membership paper; it was not,
apparently, discussed in the committee meetings or in the Executive Board.

It is not clear from the record how trade data in rubles was converted
to dollars. My impression is that the Romanian authorities simply provided this
data on a dollar basis.

2. Hungary

Mr. Bako has argued in favor of using the commerical exchange rate
for converting national income and b.o.p. data, but you have reserved our
position on this. ONe possiblity would be to use a weighted average of the
commercial and tourist rates. One theoretical drawback to both these two solu-
tions is that nmeither would be an "equilibrium' rate: a question to be faced
by the mission is whether we should adjust the official rate or rates, and if
so, how.



A separate question is the issue of the $/ruble rate to be used.
Mr. Bako raised this issue specifically with respect to the conversion foreign
exchange holdings for the purpose of calculating reserves. In practice this
should presumably not constitute a problem, as holdings of rubles, zloty, etc.
are presumably not regarded as 'convertible reserves' in the context of the
quota calculations. I believe that our definition of reserves includes holdings
by the central bank or Treasury (or any similar public body) of currencies of
all Fund members that have accepted the obligations of Article VIII Sections 2,
3, and 4, plus other currencies that are freely convertible (e.g. Swiss francs).
Perhaps our colleagues from Treasurer's and Legal could confirm this.

The problem remains, however, of converting trade and other current
account data, expressed in convertible rubles, into dollars. On this I can
see no obviously correct solution at this stage.

cc: Mr. WhittomeJ/
Mr. Tyler (o/r)

Mr. Bhyiyan
Mr. Holder
Mr. O'Connor
Mr. Thakur

Mrs. Glirgen
Mr. Belanger









Officé'Memordndum

CONFIDENTIAL

November 18, 1981

MEMORANDUM FOR FILES

Subject: Meeting with Mr. Scholl of the Bundesbank,
November 17, 1981

Mr. Rose and I met with Mr..Scholl for about 1 1/2 hours on
the morning of November 17. .The main topics covered were the economic
situation in Romania; impressions stemming from Mr. Scholl's recent
visit to the Soviet Union; the political situation in Germany; and
the purpose of Mr. Scholl's visit to the United States, namely to dis-
‘cuss U.S. intervention policy and to present a speech on German inter-
vention policy at Forex International in New York.

Romania

Scholl described - = a number of recent Romanian banking pro-
cedures that had caused alarm among Western bankers. First, perhaps,
was their unwillingness to communicate with Western bankers, either by
telex or by telephone, or to provide any information about the state of
the economy and the reasons for the delays in payment, and even failures
to identify what certain payments to the commercial banks were intended
for. 1In one instance arrears with a commercial bank had been built up,
and suddenly unidentified transfers of foreign exchange were made by the
Romanian authorities; in the event this payment represented interest
viewed as due by the Romanian authorities on a credit that had matured
but had been unilaterally extended by the Romanians without notification.
In other instances the authorities purchased dollars from commercial
banks--receiving the dollars but not paying for them with the promised
deutsche mark. The way in which the Romanian authorities were conducting
their financial business was in short disastrous, but this had not always
been the case. Financial practices seem to have deteriorated very sharply
from the summer, and Mr. Scholl asked Mr. Rose to comment on the causes
of this change in behavior.

Mr. Rose thought that commercial banks had perhaps become more
reluctant to extend short-term credit to Romania on account of develop-
ments in Poland. He also noted that the Romanian balance of payments
deficit for 1981 was now projected to be very much lower than had earlier
been forecast and that, in this sense, the financing requirements had
declined, which should add to bankers' confidence in the ability of the
Romanian economy to adjust. He found the current situation somewhat
paradoxical. He noted that Mr. Tyler had discussed with the Romanian
authorities the need to re-establish contact with the commercial banks




- %% 1 remember Mr. Scholl saying that

“"his main contact was Mr. Voronin, Head

k%

of the Foreign Department.
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and to restore their credibility. However, the Romanian authorities were
quite allergic to the thought of discussions with a group of banks
collectively, and even to the mention of rescheduling. The Fund's position
was extremely difficult. If no agreement were to be reached with the
commercial banks, it would be pointless for the Fund to provide additional
funds to Romania since they would be of little avail. However, if the

Fund were not to provide additional funds in 1982, then it was almost assured
that there would be no further extension of bank credit.

2. U.S.S.R.

Mr. Scholl explained that, in early October, he had been asked by
Mr. Poehl to represent him at the 60th anniversay celebration of the State
Bank of the U.S.S.R. How the guest list was drawn up for foreign central
banks was a bit of a mystery. Most large foreign commercial banks were
represented. Mr. Scholl was anxious to share with Mr. Rose his impressions
about the political situation in the Soviet Union and also the economic out-
look. According to Mr. Scholl, the Soviet citizens that he met tended to
live in fear. They were extremely apprehensive about the development of
nuclear arms in the United States and the possibility of a nuclear war. They
seemed to be rather ignorant of Soviet military capabilities. Another fear
of the now dominant White Russians was that the minorities in other:states--
both ethnic and religious—-~were increasing at a much more rapid rate than
they were, and that in the not too distant future they would become a
minority. Mr. Scholl noted that widespread changes in housing policy had
been instituted, whereby better housing was made available to families
with large numbers of children rather than according to job seniority. He
also noted that condominium ownership had recently been introduced into the
U.S.S.R. Housing loans were obtained from the municipality, with preference
being given to families with large numbers of children. The condominiums
represented private property that could be sold or even inherited.

Returning to the position of minority groups within the Soviet Union,
Mr. Scholl said that considerable autonomy had been granted to a number
of Soviet states. In Georgia Georgian was the language in which the schools
were taught, with Russian being taught as the sécond language. Further,
the Soviet Union was making efforts to assuage the Islamic minority, going
even so far as to construct mosques in Moscow.

Mr. Scholl was extremely impresseg with Mr. Alkhimov, the chairman of the
USSR State Bank (Gosbank) for the next Vﬁo¥eggi9 was Mr. Alkhimov extremely
able, but he was also politically well situated. As the director of the
State Bank, he participated in ministerial meetings, but was also in his
personal capacity a member of the Central Committee and the Politburo. His
political prospects were very promising. He was very forthright in his dis-
cussions about the Soviet gold sales policy and had even published an article
explaining this policy in Pravda. According to Mr. Alkhimov, the Government
undertook gold sales to finance net imports. Net imports might rise unexpec-
tedly on account of a shortfall in exports, but particularly on account of
poor harvests. It was not possible to cut down drastically on nonfood imports,

S



since these tended to concentrate to a substantial extent on consumer goods.
Particularly at this point in time it was important not to arouse dissatis-
faction among the populace. (The current weakness in the gold market may be
attributed to large sales by the U.S.S.R.) Mr. Scholl later also noted that
a large share of Soviet foreign exchange holdings were maintained in deutsche
mark and that recen é the East/West Trade Bank had been selling off deutsche
mark for dollars in§ rankfurt market for purposes of financing imports.

Mr.Scholl felt that it would be beneficial to all if better contact were
established with the Soviet authorities. He had asked Mr. Alkimov about the
possibility of his attending BIS meetings or even sending observers to the
Annual Meetings of the IMF/IBRD. Mr. Alkimov seemed somewhat receptive to
the idea of attending BIS meetings, although he raised the difficulty that
the Soviet Union was not in exactly good standing with the BIS since BIS
members had not accepted the argument that the Baltic states had voluntarily
joined the Soviet Union in 1940, And there was still a question about the
ultimate disposition of the gold reserves of these states. However, Mr. Scholl
did not feel that the difficulties on account of the status of the Baltic
states would in fact prevent the U.S.S.R. from sending observers to the BIS,
were this thought desirable.

Mr. Alkimov was much more doubtful about attending Fund meetings or
making an approach to the Fund. One major difficulty he raised was that of
providing data. Mr. Scholl wondered, however, whether it might not be useful H¢ afed w
for the Fund to put out feelers to see whether increased cooperation between pet<
the Fund and the Soviet Union might not be possible. He was not at all sure Ytef~
that the Soviet reaction would be negative, since Mr. Alkimov seemed rather el
outward-looking. In view of the recent applications of Hungary and Poland

It was agreed that the membership applications of Hungary and Poland to the
IMF must have had the approval of the Soviet Union, and were viewed by the
Soviet Union as a way of reducing its financial burdens over the medium term.
Mr. Scholl noted derogatory remarks made about the ability of Polish authorities
to learn from either their own experiences or that of other Eastern European
countries——~especially Hungary--how to manage their economy.

Mr. Scholl particularly wondered whether it might not be possible to
invite the Soviets to send participants to some of the IMF Institute courses
or perhaps IMF Institute seminars for more senior officials, and asked Mr.
Rose to mention this to Mr. Whittome. Mr. Rose said that he was unaware that
there had ever been participants from nonmember countries, but this was not
necessarily an insuperable problem.

3. Germany

Mr. Scholl deséribed the-political situation in Germany as being one in
which the coalition had been in power for 12 years and had run out of both
energy and ideas. In his view, the basic economic situation was not nearly as
bad as depicted in the newspapers. The current political situation resembled
that of 1965, when the coalition between the FDP and the CDU was coming apart,
partly on account of budgetary squables. The FDP left the coalition and there
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was consequently the formation of the grand coalition between the CDU and the
SPD. He did not go so far as to say that this coalition in fact would come
apart or, even if it came apart, what new alliances might emerge. He did note
the great concern in Germany among young people about the possibilities of a
nuclear war. However, he thought that the demonstrations had been rather
restrained, given the degree of concern that seemed to prevail.

4. Intervention policy

On Monday, Mr. Scholl had visited with Mr. Volker and Mr. Wallich and yester-
day he was to visit with Mr.McNamar of the Treasury. Wednesday was to be spent
with the New York FED. Topic for discussion would be U.S. intervention policy, skes
or the lack thereof. 1In Mr. Scholl's view, therstatement By the U.3. that it  p&&e
would not intervene, as well as a de facto lack of intervention, had had serious
adverse consequences for the foreign exchange market. As noted by Mr. Lamg-
falussy, exchange rate volatility had increased noticeably since the withdrawal
of the FED from the market. Mr. Scholl thought that markets were in fact quite
thin, and to leave exchange rate determination to such markets
produced unwarranted volatility. Some action by the FED of New York on its
own account-—even if no change in U.S. policy were announced--would be helpful
in stabilizing market expectations and reducing volatility.

In addition to the difficulties posed by volatility, there had been a
change in the determination of forward exchange rates of a year or more: not
only did these rates reflect expected exchange rate movements and interest
rate differentials, but they also now included extremely large risk premiums
that, by substantially increasing transaction costs,had a dampening effect on
international trade. The rise in the risk premium was particularly undesirable
at the present time, in view of the dimished prospects for growth and trade.

5. The meeting with Mr. Rose was followed by a luncheon given by Mr. Habermeier
for Mr. Scholl. Others in attendance included Messrs. Laske, Winkelmann, -
Williams, Artus, and Taya (TRE).

Mr. Habermeier held forth at great length of the commitments of the Fund
through fiscal 1982 of some SDR 12 billion; commitments over the medium term;
and what these commitments implied for either Fund borrowing or an increase
in Fund quotas. Although SDR 8 billion was already in hand from SAMA, some
SDR 25 billion of finance resources would be needed in total over the next
two years. He objected particularly to the argument presented by the Germans,
Japanese and Americans in the Board on Monday that the Fund should not borrow
from countries in debtor positions with the Fund. A long discussion ensued,
with Mr. Laske vigorously defending the German position, and Mr. Scholl
observing with some amazement.

Mr. Scholl very briefly commented on his experiences in the U.S.S.R.,
but there was no time for him tc talk about intervention policy.

D. Ripley e+

cc: Mr. Rose V///



s Office Meworan A1 ni

e Mr. Finch DAt November 13, 1981

FROM Bahram Nowza

SUBJECT : Debt Position of-Eastern European Gountries

C—

We have put together the attached data on the debt situation
of Poland, Romania, and Yugoslavia. Some of the information on Poland
is confidential; therefore, we are not circulating the attached beyond
the division and those named in this note. As of now we have very little
on Hungary.

There was not sufficient time to undertake any further analysis.
The basic data by themselves, however, present an inescapable--and somewhat
gloomy--picture. 1In the case of Poland, where all the debt is relatively
short-term, there is no debt profile problem as such and, therefore, the
rescheduling of one year's maturities (&4 la Paris Club) would do little
to relieve the pressure. The real solution would lie in a conversion of
the debt (principal and interest) falling due in the next five years into
a much longer-term debt, something which the banks would probably be
reluctant to do. It seems to be a classic case of overborrowing combined
with bad investments. As regards Romania, again the short-term debt and
arrears are the main problem and, ideally, would require a rolling-over
or refinancing by banks. The overall debt situation is not as serious
as that of Poland. With respect to Yugoslavia, no clear-cut debt problem
has emerged, as opposed to a balance of payments problem; however, given
the substantial short-term debt of Yugoslavia and the spill-over effects
of the debt difficulties incurred by Poland and Romania, Yugoslavia may
also be a candidate for a roll-over problem in the near future.

Attachments

cc: Mr. Tyler (2 copies)y//
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CONFIDENTTAL

External Debt Situation of Eastern European Countries

The attached sets of tables present basic factual information on
the external debt situation of Poland, Romania, and Yugoslavia.* Their
purpose is to bring together available indicators relating to the
dimensions and the structure of the external debt of these countries,
as well as a comparison of the debt data with other relevant economic
magnitudes. The material was brought together asvpart bf the ongoing
surveillance of debt matters in the External Finance Division. 1In doing
this exercise, we were hampered both by the relative paucity of available
information as well as, for analytical purposes, by-conceptual difficulties
relating to national income accounts, exchange rates, etc. As more complete
data become available, debt information on Eastern European countries

could be incorporated into any future debt studies that may be undertaken.
External Finance Division
November 13, 1981
Attachments

* Data on Hungary's external debt are at present not available in suffi-
cient detail to allow a similar presentation.



Relative Debt Position of Poland, Romania, Yugoslavia,
in 1979 1/

Relative Position

High Above Median Median Below Median  Low

Outstanding convertible
external debt

Poland *
Romania *
Yugoslavia *

Convertible debt service

Poland *
Romania *
Yugoslavia *

Ratio of outstanding
convertible external
debt to convertible
export earnings

Poland *
Romania *
Yugoslavia *

Ratio of net outstanding
convertible external
debt to convertible
export earnings

Poland *
Romania . . *
Yugoslavia *

Convertible debt service
to convertible export

earnings

Poland *

Romania *
Yugoslavia *

Sources: Data supplied by Polish, Romanian, and Yugoslav authorities; and
staff estimates.

1/ Debt position in relation to that of 31 largest debtor countries as
listed in Table 6 of External Indebtedness of Developing Countries, plus

Poland and Romania. This information is limited to medium— and long-term
debt, excluding Fund credit.
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Table 1.

(In millions of U.S. dollars; end of period)

Romania:

External Debt Outstanding

1976 1977 1978 1979 1980 ?Sgi

Principal outstanding 2,876 3,684 5,170 7,342 9,710 11,531

Convertible 2,812 3,582 5,074 7,173 9,457 11,098
Medium—- and

long—term 2,422 3,016 3,838 5,085 7,005 8,514

Short—term 115 238 903 1,765 2,124 200

Arrears - - - - - 1,800

Sub total 2,536 3,254 4,741 6,850 9,129 10,514

Fund credit 276 328 333 323 328 584

Nonconvertible 64 102 96 169 253 433

Sources: Data supplied by Romanian authorities; and staff estimates.



Table 2. Romania:

Composition of Convertible External Debt

1976

1977 1978 1979

1980

Total convertible debt

Banks

Other

Total convertible debt

(In millions of U.S. dollars; end

Banks

Other

of period)
2,812 3,582 5,074 7,173 9,457
800 1,419 2,544 3,978 5,297
2,012 2,163 2,530 3,195 4,160
(In per cent)
100.0 100.0 100.0 100.0 100.0
28.4 39.6 50.1 55.5 56.0
71.6 60.4 49.9 44.5 44.0

Sources: Total debt — Romanian authorities; bank debt -~ BIS.



Table 2a. Romania:

Composition of Medium~ and Long-Term

External Debt Outstanding as of December 31, 1980

Convertible Nonconvertible Total
Debt Debt Debt
Total 7,333 141 7,474
Trade credits 2,080 107 2,187
Suppliers' credits (745) (107) (852)
Buyers' credits (1,335) () (1,335)
Credits for cooperative ventures 725 — 725
Of which:
Oltcit (127) (--) (127)
Canada (320) (-=) (320)
Island Creek (53) (-- (53)
Multilateral credits 980 -(—-) 980
Syndicated credits (682) (—-) (682)
Barclays Bank [300] [—] [300]
Westminister Banks [100] [—-1] [100]
Citibank - London [204] [—-] [204]
Abu-Dhabi [78] - [—=] [78]
IBRD cofinancing (298) (--) (298)
IBRD 820 (- 820
IMF 328 (--) 328
Other financial credits 2,400 34 2,434

Sources: Data supplied by Romanian authorities; and staff estimates.



Table 3. Romania:

(In millions of U.S. dollars)

External Debt Service 1/

Total debt service

Repayment of principal
and interest on con—
vertible debt

Repayment of principal
on convertible debt

Interest payments on
convertible debt

Repurchases from the
Fund

Fund charges
Repayment of principal

and interest on non-—
convertible debt

Est.

1976 1977 1978 1979 1980 1981
ééé_ §91_ 806 1,125 1,385 1,688
636 800 795 1,109 1,348 1,646
(481) (562) (582) (799) (827) (1,075)
(148) (176) (128) (226) (395) (416)
(--) (50) (69) (65) (106) (115)
(7)  (13) (16) (19)  (20) (40)
20 1 11 16 37 42

Sources: Data supplied

by Romanian authorities; and staff estimates.

1/ Excludes short—term debt



Table 4. Romania:

Outstanding External Debt and Net External
Debt in Relation to Exports of Goods and Services

1976 1977 1978 1979 1980 1981
Total debt 43.1 49.7 58.9 71.9 79.9 n.a.
Convertible debt 1/ 74.8 87.8 110.7 119.7 128.5 125.1
Nonconvertible debt 2/ 2.2 3.1 2.3 4.0 5.3  n.a.
Net convertible debt 1/ 63.7 81.6 91.7 98.1 108.1
Memorandum items:
Average debt to export
ratio for 31 largest
debtors 101.8 111.0 130.4 130.1 . cen
Average net debt to export
ratio for 31 largest
debtors 84.7 93.1 112.1 111.3 .o ‘o
Sources: Data supplied by Romanian authorities; and staff estimates.

1/ Ratio to convertible earnings from exports of goods and services.
2/ Ratio to nonconvertible earnings from exports of goods and services.



Table 5. Romania: Convertible External Debt Service Ratios 1/

(In per cent)

Est.
1976 1977 1978 1979 1980 1981

Total debt service 16.9 19.6 17.3 18.5 18.3 19.4
Principal 12.8 15.0 14.2 14.4 12.7 14.1
0f which: Fund repurchases (=) (1.2) (1.5) (1.1) (1.4) (1.4
Interest 4.1 4.6 3.1 4.1 5.6 5.4
Of which: Fund charges (0.2) (0.3) (0.3) (0.3) (0.3) (0.5)

Memorandum item:

Convertible current account
receipts (In US$ million) 3,760 4,080 4,584 5,992 7,362 8,472

Average debt service ratio
for 31 largest debtors 15.3  17.3 21.4 24,2 .o

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

1/ Ratio to convertible current account receipts.



Table 6. Romania: Projected External Debt Service Payments on

Convertible External Debt Outstanding

(In millions of U.S. dollars)

After
1982 1983 1984 1985 1985
Medium~ and long—term
debt 1,837 1,754 1,194 913 2,279
Principal (1,454) (1,412) (963) (717) (1,644)
Interest (383) (342) (231) (196) (635)
Short—term debt 200 .o
Principal (evd) (..2) (.-2) (.0 (evd)
Interest (.00) (eer) (ee) ( ) (eed)
Arrears 1,800 1/ . .

Sources: Data supplied by Romanian authorities; and staff estimates.

l/ No schedule for the payment of arrears has been devised.



Office Memorandum

November 13, 1981

MEMORANDUM FOR FILES

Subject: East Europe

Mr. Tyler and I were the guests of the Federal Reserve Bank of
New York today for a working lunch devoted to the current financing prob-
lems of Eastern Europe, including Yugoslavia. Mr. Cross was in the chair
and the following bankers were present:

Frederick Schwartz, Senior Vice President, Bankers Trust
Bruno Richter, Senior Vice President, Bank of America
William G. Foulke, Jr., Senior Vice President, Chase

Philip Goodwin, Vice President, Chemical

William Hawley, Vice President, Citibank

William Blake, Senior Vice President, Manufacturers Hanover
Werner Stange, Senior Vice President, Morgan Guaranty

We began by explaining the general position as we saw it and then
spoke in more detail of the positions and prospects of Romania and
Yugoslavia. Later we touched more briefly on Poland and Hungary.

As regards Romania the banks present had few transactions which
were in arrears. They had on the other hand a wide variety of stories
illustrating Romanian inefficiencies in financial matters. There was no
belief that a bilateral approach to banks could produce an agreement.
Instead there was a general feeling that some rescheduling of debts due to
Governments would have to be arranged after which some settlement with the
banks would also be arranged. This Hllows the precedent of Poland.

On Yugoslavia there was some anxiety lest the import control
mechanism was excessively hurting export projects and also some anxiety
about recent price performance. There did not appear to be at present any
great worry about the ability to service foreign debt or any desire to
reduce banks' exposure further.

On Poland the game of bluff continues with some of the banks
taking the position that it was still not clear that the Poles could not
find the $600 million by December 14 which was necessary to pay off arrears
of interest payments. But clearly no-one seriously believed that this was
a likely prospect, though some professed to believe that the USSR would not
be prepared to allow Poland to default and would arrange an IBEC guarantee
for Polish debt. The alternative was that the banks might themselves
finance the interest payments due to them but not all were prepared to go
down this road. Even if they did it was the general feeling that they
would now have to begin to classify outstanding loans to Poland as doubtful
debts and would have to make provision for the nonpayment of interest. If
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the banks were not to finance the interest payments due then Poland could
next summer be clearly in default. This would not ease the application
process.

On Eastern Europe generally we had the feeling that though banks
were increasingly willing to look at countries individually the "market"
was forcing them to look at the area as one bloc. This is tantamount to

saying that despite their statements the banks themselves regarded the area
as one bloc.

The Federal Reserve officials were cautious in their own comments
but in their view the meeting would have fostered some feeling of reassur-
ance as regards Romania and Yugoslavia. In both cases, but especially for
Romania, the lack of knowledge about current developments and prospects is
inhibiting bank lending. Our ability to report that policies are being
adjusted and that some progress can be seen already may ease the banks'
present negative stance but it is clear that the countries themselves need
to pay greater attention to their bilateral relations with the banks.

Q.

GM;V’L°A' Whittome

cc: EED
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RE: Meeting with IMF and N.Y. Fed concerning 2</: NTS
East Europe. ee,
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At the invitation of Sam Cross of the NY Fed, I attended a .
luncheon meeting there Friday, Nov 13 with Allan Whittome, IMF - \@“ﬁﬁ
" European Director, and Geoffrey Tyler who heads up the East v L
European region under Whittome.

The mesting had been called upon Whittome's initiative, and
included representatives of several money center banks active in
East Europe (see attached list).

The main points were as follows:

Eastern Europe in general

O Whittome sees a disturbing trend of Western
banks pulling out short term facilities from
East Europe in the wake of the Polish crisis
and having severe impacts upon other economies--
notably Romania, Yugoslavia, Czechcslovakia--
which would otherwise not be having difficulties
managing their balance of payments.

Yugoslavia

O Whittome said Yugoslavia had met all its targets
thus far, though they may have difficulty meeting
them at year's end simply because the IMF did not
adjust the monetary targets to reflect 198l1's
inflation; this will create some pressure on the
Yugoslav authorities, and Whittome comments that he
is prepared to be somewhat lenient if the targets
are exceeded only marginally. The greatest dis-
appointment has been the inflation, which Whittome
partially attributes to individual enterprises
showing too little self-restraint in raising prices
earlier in the year. As to exchange rates, Whittome
said, we shall see another 20% depreciation of the )(//

"dinar before year's end. The current account tar-
get of $1.8 billion deficit will easily be met,
Whittome said, by shifting exports which have been
going to the East during most of this year to the
hard currency markets in the West.



To my question on the impact of Yugoslavia's

import compression measures, which our officers

fear are being imposed with too little regard

for their effect on production for export, //%”//
+ Whittome said this is "not our sort of problem,
‘ as we do not usually travel around to see the
& various enterprises.”

Romania:

o Whittome had proposed to the Romanians that
the only way to deal with their current financial
problems was to sit down with their Western credi-
tors and discuss a restructuring. Whittome had
offered to be of help in setting up that kind of
meeting. While some Romanian officials were re-
ceptive, the proposal was eventually rejected in
its entirety, reportedly at insistence of Presi-
dent Ceaucescu, who is adamant that there will be
no rescheduling. Whittome says the Romanians
have repudiated reports of their interest in
having any of their debt rescheduled. On the
other hand, Whittome reports that the Romanians
have approached at least one major European
government (he did not specify but our evidence
indicates it is Germany) for a large amount of
new money and have been refused, as Whittome
predicts will be the case with all Western
governments. Whittome says Romania will pro-
bably have built up significant arrears by the
end of the year with both banks and official
creditors. Finally, Whittome stated that, in
addition to the data Romania provides for the
IFS, they also provide a somewhat more compre-
hensive version for the Executive Directors and
staff, and he added that he saw no reason why
we could not request a copy through the U.S.
Executive Director. (I have asked Dick Erb for
a copy.) I told Whittome I felt countries in
Romania's kind of debt difficulties should
first turn to their official creditors for re-
lief before expecting private banks to be in a
position to provide further help.

Hungarian and Polish IMF applications:

o) Due to time needed to process the various steps
-0of these applications, Hungarian membership will

commence only around March 1982 and Polish around
September 1982.



{ ' 10/7/81

. ,&,,,,,4 ” /J/i/

Romania--Seclected Feonomic Ratios

(Iﬁ.gcr cent)

f ’

Net oil imports External debt
to total of service to
Prospective . nonoil imports External debt exports of
use of Current account 1/ Public plus net External debt service to goods and
Fund resources deficit to GDP 2/ Gross Domestic sector” oil imports 4/ to GDhP 5/ GDP 5/ services
as per cent Convertible investment saving surplus Convert~ Convert- Convert- Convert-
of quota Total currencies to GDP ratio te GDP 3/ Total Able Total ible Total ible Total 1ible
1981 38/ 1978 2.3 2.4 40,9 39_.‘3 0.3 6.0° 12.1 16.0 15.7, 2.5 2.4 9.8 19.5
1982 19 1979 3.4 3.5 40.0 38.5 0.3 3.5 6.4 15.2 . 14.8 2.3 2.3 11.0 18.5
1983 100.0 1980 4.3 4.3 38.1  +36.8 ° 0.2 18.0  31.6 17.3  16.8 ‘2.5 2.4  11.4 18.3
1984 50.0 1981 6/ /-9 /7 360 35.1 - /5.0 270 /8.9 "w.a 3.2 Ja Bd 2
19826/ (3 . 0.8 35y 312 - Tr2b 220 /9.0 /92 ¥ 3.7 Mo 23/
1983 6/ 0.0 2.0 ] 8.8 - M7 S 9.4 /9y 73 4.2 147 3.9

1/ Current account in dollars was transformed into lel via welghted averages of implicit exchange rates. .
2/ GDP was derived by adding net foreign interest payments to GNP. ' '
3/ 1n general, the public sector is in small surplus.
4/ Because of Romania's peculiar position as an importer of crude and an exporter of refined proddct, the ratio of its net oil imports to the
total of its nonoil imports plus its net qil imports is provided in lieu of the ratio of oil imports to total imports. The 1979 outturn reflects the
Tranfan cutoff of crude oil supplies.

5/ Dollar figures for external debt and debt service were transformed into lei via weighted averages of implicit rates. There is no private
external debt.

“6/ Vis-a-vis the convertible area, the current account deficit is assumed to be US$ /0 in 1981; US$as in 1982; and UsS$ 2.0 in 1983. In all cur-~
rencles, it is assumed to be US$/,/ 1in 1981; US$¢7 in 1982; and US$ 42 in 1983, o N



Romania--Various Economic Indicators

1. Balance of Payments (Millions of U.S. dollars)

| | 1980 1981 1981 1982
: i Jan. 1-Sept. 30 Estimate Forecast
(1) Tréde account in convertible currencies -1,534 =375 -100 500
(1i) Trade account in nonconvertible
currencies -127 -169 -200 -300
i , ;
(111) Current account in convertible - 1200 |
currencies -2,399 -1,039 —082 - -500
(1v) Current account in nonconvertible
; currenc1es _ . =21 -93 -132 -260
i Lo
2. Gross financing requirement (Millions of U.S. dollars) f
| 1980 1981 1982 *
; f Estimate Forecast z
(1) In convertible currencies 5,077 4,565 4,293
| Of which:
: { Current account deficit’ (2,399) (1,000) (500) :
| ! Short-term debt due (1,867) (2,124) (200) ;
; Long-term debt due o (811) (1,205) (1,718) !
; { Arrears due 0) (0) (1,800) X ’
; @ Required increase in reserves (0) (236)1/ (75)1/
'(1i1) In monconvertible currencies , 116 265 460
: 0f which:
f - Current account deficit (21) (132) (260) ;
; i Short-term debt due (71) (105) (150) @
{ Long-term debt due (24) (28) (50) f
i | |
! | ;
: : . - i
! 1/ Assumes program targets for reserves are met. ' !



5.

. Convertible foreign debt (Millions of U.S. dollars)

: i Romania--Various Economic Indicators (continued)

i . end-1979
i ! :
" (i) Total amount outstanding 7,173
? Of which:
; i Short-term (1,765)
i . Medium- and long-term 1/ o (5,408)
; ' Arrears ' T (0)
t i M

% . 1981

Estimate
'(i1) Amount falling due * 3,329
i Of which:
: ~ Short-term (2,124)
: Medium- and long-term (1,205)
Arrears ’ S T o
. Internétional reserves (Millions of U.S. dollars)

i I 1979 1980
(1) Including gold valued at

SDR 35 per fine ounce 688 489
?(ii) Including gold valued at
; market price 1,609 2,579
j ? o -
; Export ‘growth (Annual percentage increases)
! ! 1978 1979
| :
| (i) Convertible 10.0 35.3
i (i1) Nonconvertible 25.3 5.8

end-1980 end-1981
estimate
9,418 11,265
(2,124) (200)
(7,294) (9,265)
(0) (1,800) =
1982 1983
rorecast Forecast
3,718 ¢ 2,314
(200) (0)
(1,718) (2,314)
(1,800) o 0)
1981 2/ 1982 2/
Estimate Forecast
725 800
2,204 2,279
1980 1981 1982
Estimate Forecast
19.4 15.3 13.2
9.9 15.4

[y

1/ Includes Fund credits.
2/ Assumes that program targets for reserves are met.

The November 15 purchase of SDR 76 million is excluded.



Romania-~Various FEconomic Indicators (continued) !

6. Prices (Indices, 1979=100)

i 11980 1981 1982 ;

f , . Estimate Forecast :

' ! :
: (i) Producer prices 102.0 114.5 119.0

(ii) Consumer prices 101.5 103.4 105.7 '

7. Money and Credit (Indices, 1979=100) ‘ ,

; 1980 1981 1982 ;

., ! Estimate Forecast '
(1) 'Money plus quasi-money 118.7 139.4 148.4

(ii) Net domestic assets 1/ ‘ 124.7 144.0 153.1 *

i

i

l/ The break in the time series associated with the exchange rate change of January 1, 1981 was handled by
puttlng 1979 and 1980 data on the new valuation basis before constructing the index.
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November 9, 1981

MEMORANDUM FOR FILES

Subject: Meeting with Dr. Fink of the Wiener Institut fiir
Internationale Wirtschaftsvergleiche

I met with Dr. Fink for approximately 1 1/2 hours on the
afternoon of November 5. We touched on the economic situations in
most of the Eastern European countries.

1. General

He said that these countries could generally be classified into one
of three groups according to per capita income and the general well-being
of their population: among the best of all, by far, were the German
Democratic Republic and Czechoslovakia. This was primarily on account
of the high level of development (and education) attained in these regions
before the second world war and not their recent achievements. Bohemia
had always been a very wealthy and advanced section of the Austrian
Empire. War losses and reparations (to 1962) were recouped relatively
quickly in both countries.

The second group in the early 1970s was thought to include Poland,
Hungary, and a bit lower on the scale, the U.S.S.R., while the third
group comprised Bulgaria and Romania. There has now been some reordering
in the second and third groups. The wealth per capita in Poland has
fallen substantially in recent years though it still remains well above
that of the U.S.S.R. (by perhaps as much as 30 per cent). Hungarian
performance has been strong, moving it to the top of the second group,
while either because of exceptional management or miscalcualtions in
the first instance, Bulgaria has moved ffom a low welfare to a medium
welfare country. Romania remains the least advanced country. Price
flexibility, and particularly adjustment of relative prices and real
income to the first and second o0il shocks, are closely correlated in
Dr. Fink's thinking with. "good performance."” He estimates that for the
CMEA countries oil prices, on average are some 40 per cent below world
market prices, though this varies significantly between countries.

2. Poland

Dr. Fink was extremely doubtful that there would be a resolution of
the disruptions during the next six months: he thought that the probabili-
ties were one in ten that some compromise could be reached between
Solidarity and the government. He noted that Walesa could not control
Solidarity members--some respected his appeals for a return to work while
others ignored them—--so that his bargaining position was limited. Solidarity
had also no coherent economic plan for stabilizing the economy--partly
because it did not wish to be or appear to be a '"second party', threatening
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the ruling party which would almost certainly result in Soviet intervention.
It was also abdicating responsibility by not proposing a plan. Only if
Solidarity could bring some order to its rank and file, work out an economic
program which was acceptable to its membership--including a reduction in what
is perceived to be real income of perhaps 30 per cent--while at the same time
not jeopardizing the position of the Party, would such a compromise/resolution
be possible.

In the absence of an agreement, Dr. Fink thought things might muddle along
much as they are at present, with a continuously declining living standard
until such a time as the living standard fell to the Soviet level. (This
would still require a decline of 25-30 per cent). At that point the popular
support for Solidarity might well vanish since the populace would feel that
the Party would at least maintain the Soviet living standard and there was
little to lose by going along with the Government.

In his view the Soviets would not intervene as long as the one party
system was not really in jeopardy. It had been roughly estimated that Soviet
intervention could cost the Soviets $25 billion-~$10 billion for the invasion
and take over; $10 billion for occupation; and $5 billion for the need restructur-
ing of the economy.

Dr. Fink noted ‘that net material product had fallen by 2.3 per cent in
1979; 4 per cent in 1980; and 15 per cent this year. Much of this was a result
of a fall in investment, and was not reflected in a fall in real personal
disposable income. For the first half of 1981 consumer prices had risen by
15 per cent over a year earlier, but wages were up 26 per cent (largely on
account of the large rise in the second half of 1980). For the year as a whole,
no rise in real wages was expected, with both the CPI and wages increasing by
15 per cent. Of course there was a gross mismatch of supply and demand; long
queues; and faltering production, not only on account of strikes but also a
lack of spare parts. In the mid-1970s imports had grown rapidly largely on
account of the investment boom. The first cutbacks on imports were felt in
investment goods; secondly consumer goods were reduced drastically and finally
intermediate goods (spare parts) which in-1980 constituted 60 per cent of imports
and are vital for production and exports.

According to Dr. Fink, Bank Handlowy is particularly inept, even among
Eastern banks, and the Polish investment strategy was ill-conceived: no adjust-
ment in prices or production techniques had been brought about by the first
and second oil price shocks, and it was not realized that domestic production
could not supply raw materials of an adequate quality to serve as inputs to the
imported investment goods ; thus the import requirements of the economy--and
prospective gains for net exports--were grossly under/over estimated. To get
the economy on a sound basis there would have to be a major shift in relative
prices.

3. Romania

Dr. Fink thought that the economic situation in Romania was not all that
much better than in Poland: the political regime was much more repressive, so
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the mistmatches in supply and demand led more to queues than to strikes.

However, the fundamental situation was similar. Imports were being restrained--
reserves had always been inadequate and were especially low now--while efforts
were being made to export all goods to foreign markets in which there was demand,
to the detriment of domestic consumption. Problems in terms of queues had been
apparent in Romania since 1977, and next to Poland, its debt position with the
West was most tenuous. Its bankers were quite notorious for mismanagement and
underpaying bills (with the result that prices for imports included a premium

as a contingency for underpayment equivalent to the last installment).
On the import side it had also run into exceptional difficulties % oil production
fell (unexpectedly) over the last three years by 20 per cent (between 1977-80) with
the result that it produces some 12 million tons and imports a similar amount.

In 1979 it imported 500 million tons from the Soviets, and in 1980, some 1.5 mil-
lion tons, the residual coming from OPEC. Because its imports from the U.S.S.R.
are under short-term contract, they carry market prices and not the very favorable
prices available for long-term contracts. Domestic oil prices in Romania, none-
theless, were still far too low to promote conservation and in gneral, the pricing
structure was quite inappropriate. In Dr. Fink's view, the Romanians might well
give up a good bit of their seeming liberation from the Soviet sphere for cheaper
0il imports and additional aid.

4. Hungary

Dr. Fink commended the Hungarian economic performance and the financial
management. The prices in Hungary were aligned with world prices--more or less--
and they had adjusted to the various oil shocks: the need for a fall in real
disposable income on account of the deterioration in the terms of trade had been
sold to the populace, and had been brought about peacefully over the last years
while other Eastern European countries were still trying to ignore the problem.
In fact, if it had not been for the second o0il price shock, the initiative to
adjust domestic to world prices might have subsided completely. When asked
how the Hungarian performance could have been so stellar, but Hungary remained
within the second group of countries, Dr. Fink noted the relatively poor initial
situation (output was largely agricultural). In his view good performance was
reflected by a reasonable match of domestic supply and demand, as witnessed by
a lack of queues. However absolute consumption levels were not so high.

Hungary specialized in exports of agricultural goods (fresh and--preferably--
processed foods with a higher value added) and had many persons with excellent
language skills, by contrast to other Eastern countries. The fact that Hungarian
was so unintelligible encouraged the development of languages, and with them,
Western contacts, while discouraging the Soviets from keeping as close tabs on
political and economic discussions as they did in slavic language countries,
notably Poland.

Hungary was not deeply involved in long-term contracts with the East-bloc
countries. As a consequence its oil imports from the Soviet Union carried
relatively higher prices, but it was freer to carry on trade at market prices
for goods that could be sold for hard currency. Although it was claimed that
20 per cent of the Hungarian trade with Eastern countries was transacted in
convertible currencies this was perhaps misleading. Clearing accounts were
maintained, de facto, and '"competitive exports'" to an East-bloc partner gave
rise to 'convertible claims" which would within some period of time be offset
by "competitive exports' to Hungary, e.g., exports that were also saleable on



the world market, so that the amounts to be cleared were in fact nonexistent
or very small.

According to Dr. Fink most things worth reading about Hungary are available
in English or German. One book he mentioned of historical interest was by M.
Timar, former head of the National Bank, entitled Reflections on the Economic
Development of Hungary, 1967-1973 published in Hungary. Recent articles and
books include: .

P.G. Hare, H.K. Radice, and N.Swain, Hungary: A Decade of
Economic Reform, George Allen and Unwin, London, 1981.
(I understand the library has this book on order).

Andreas Wass von Czege, "ReformmaBmahmen 1980: Neuverteilung
der Verantwortung und Risiken im ungarischen AuBenhandel',
Osteuropa-Wirtschaft 4/1980. 1/

5. Bulgafia

Very little was known about Bulgaria except that its performance had been
good; next to Hungary its external debt position was perhaps the best; its
bankers were competent. The last book covering the economy was published in
the early 1970s, but Dr. Fink had assigned a number of his students recently
to write papers on the Bulgarian economy.

He thought that they kept a close eye on price developments, keeping them
more in line with world market prices, while restraining wage developments.
Exports consisted largely of agricultural products. All oil was imported, but
through domestic conservation, consumption was held below imports agreed to
under long-~term contract with the result that the foreign balance of this small

very closed (at least to the West) economy was substantially strengthened in
1980.

6. The German Democratic Republic was not thought to be in a good debt position.

7. Czechoslovakia was in a good debt position because they were extremely loath
to borrow. Had they borrowed they would have quickly encountered servicing
problems. Their rate of growth was very low.

8. Dr. Fink's paper on Western Debt of the CMEA countries-

I asked for a final draft of the paper given by him to Mr. Ungerer. He
said that there had been m changes in the draft. However, one might wish to
adjust downward the Hungarian external debt figure for 1980 from $8.4 billion
to $8 billion and adjust upward the Romanian figure from $8 billion to $9.4
billion.

D. Ripley »+

cc: Mr. Whittome; Mr.de Fontenay; Mr. Ungerer; Mr. Tyler

1/ Reform neasures of 1980: New Distribution of Responsibilities and Risks
in the Erternal Trade of Hungary. I was given a xerox of this article.
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Subject: Discussions with Mr. Stanzel (Ministry of Finance) ¢

and Mr. Loeschner (Kontrollbank) on the morning of
November 6, 1981, in Vienna on Eastern European matters

I met with Mr. Stanzel from about 8.30 to 9.30 and with Mr.
Loeschner from about 10 to 11 a.m. Mr. Loeschner was accompanied by
two junior colleagues, Ms. Aschberger and Mr. P&schl. During the
meeting at the Kontrollbank Mr. Haschek (Chief Executive Officer)
and Mr. Androsch walked in and out several times. Mr. Androsch
expressed the hope that the Fund make every effort to accommodate
the Hungarian request for membership. The meetings were not
generally very fruitful.

1. Poland

The Austrian claims on Poland outstanding amounted to some °
S 25-30 billion (I think these were just export guarantees) so that
a default would have rather adverse consequences for the Budget.
Export guarantees had been pushed by and provided through Kontroll-
bank, but the government bore the financial burden. Very limited
credits were still forthcoming: recently some S 200 million had been
made available for the purchase of food and spare parts in connection
with some repayments of credits by Polish firms. The extension of
further credits now was primarily a political question.

2. Romania

According to Mr. Stanzel, the Austrian commitment in Romania
was, at S 3 billion, very much smaller and would be manageable even
if things were to go awry. He thought, by contrast with Dr. Fink,
that things in Romania were still in hand and prospects were reason-
able. Mr. Loeschner explained later that Citibank had been designated
by the Romanians to manage their surplus foreign exchange funds and
to pay creditor banks, the reason being that Citibank itself had no
claims against Romania, whereas its payments record with ather banks
was questionable.

3. Hungary

The excellent relations between both the governments and financial
sectors were noted by both Messrs. Stanzel and Loeschner. Both agreed
that the Hungarians (more specifically the National Bank) were financially



very sophisticated, by contrast with other Eastern Europeans. Mr. Loeschner
noted that a bank had recentlybeensetwp inHungary, with 50 per cent owner-
ship held by the National Bank, but participation also by a Japanese Bank,
Bayerischer Bankenverein, Kreditanstalt, and perhaps others, and the
Kontrollbank had been givena line of credit of $10 million (small by its
standards) available to 1990 at good terms and in a number of currencies.

To Mr. Loeschner the establishment of this bank indicated the outward looking
nature of the Hungarian financial sector and its willingness to get involved
with Euromarkets. (The Kontroilbank had drawn on this line of credit--not in
dollars.)

According to Mr. Stanzel the Hungarians had obtained a substantial
degree of economic freedom by following a political line very close to that
of Moscow's--they had even participated in the invasion of Czechoslovakia.

He felt that Hungary might have suffered fewer purges/rebellions than other
countries and that the Jewish community in general had fared better (there
were signifiﬁa t Qeasures taken against the Jewish community as late as the
late 1960énlegg§%g to widespread emigration) with the result that the
commercial/"know~how" was generally at a higher level throughout the economy.

4, Czechoslovakia

There had been many purges in Czechoslovakia, perhaps the last in 1968,
with the result that the commercial class had largely been removed from their
traditional jobs if not eliminated altogether, to be replaced by party
bureaucrats who had little idea of how to make an enterprise go, and were
extremely suspicious of Western contacts. As a result, contact with the
West was limited and growth was low.

5. Bulgaria

Bulgaria has been a close political ally of the Soviet Union and may have
received somewhat more aid. Certainly it is strictly a planned economy and
a rigid political system, but coming from as low a level of development as
it did, such a system may not have been as difficult to accept in Bulgaria
as it was in more developed economies. In any case they are extremely
well organized, running for example, a very efficient container-truck system
throughout Europe with their own mobile maintenance crews, and their finances
are well handled.

D. Ripley s

cc: Mr.Whittome“///
Mr. de Fontenay

Mr. Ungerer
Mr. Tyler
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CONFIDENTIAL

October 29, 1981
To: The Acting Managing Director
From: Geoffrey Tyler 57

Subject: Romania — Review of Developments under Stand-By Arrangement

A mission consisting of W. Hermann (EUR), J. Paljarvi (ETR), J. Salop
(EUR), L. Pike (Secretary, EUR), and myself was in Bucharest from October 12
to 24, 1981 to discuss developments under the three-year stand-by arrangement
that was agreed with the Fund in June 1981 in an amount of SDR 1,101.5 million.
Mr. Paljarvi and 1 informally visited four commercial banks in New York, London,
and Brussels on our way to Bucharest, with the agreement of the Romanian authori-
ties. A major subject for discussion in Romania was the emergence of payments
arrears, the reasons for this, and the finding of facts which would permit a
judgment to be made in Washington as to whether a new restriction on current
international payments had been introduced. If this has occurred, the pur-
chase of SDR 76 million that would otherwise become available on November 15,
1981 could not be made without the granting of a waiver.

In addition to the usual discussions with officials, I had extensive
discussions with the Minister and Deputy Minister of Finance and the President
of the Romanian Bank for Foreign Trade about how to arrive at a reasonable and
financially possible solution to the arrears problem. Finally, I had an inter-
view of more than two hours with President Ceausescu, principally devoted to
this matter.

The commercial banks' views on Romania

In the discussions in the three cities mentioned above it was clear
that all the banks had experienced delays in having the Romanian Bank for
Foreign Trade (RBFT) settle outstanding credits owed to them directly and to
thelr customers. It became clear that the international banking system has
been acting to limit sharply the lines of credit that they have in the past
made available to the RBFT. The banks admit that the Polish situation has
been an important factor behind their actions. However, it is difficult
to know to what extent the limitations on credits prompted the delays and to
what extent the delays prompted the limitations on credits. In any event,
the situation has been exacerbated by what the banks say is a widespread
lack of proper communications between the RBFT and the foreign banks (e.g.
unanswered telexes and telephone calls) and a feeling that at best the RBFT
was engaging in some unorthodox practices. There was a general feeling,
stronger in London and New York than in Brussels, that a rescheduling was
not far away.

Romania's story

The authorities confirmed the existence of payments arrears compris-—
ing, $1,270 million on September 30, 1981, of which $590 million were inter-
bank credits, $350 million unpaid letters of credit, $250 million unpaid



collections documents (which probably include some amounts that we would not
classify as arrears), and $80 million delayed freight and insurance payments.
There can be little doubt that these arrears constitute a payments restriction
and preclude further purchases under the stand-by arrangement unless a waiver
is granted.

The Romanians agree that they have not had the open dialogue with
the banks that they should have had. However, they contend that, if normal
lines of short-term credit had not been withdrawn, they would not have had
the problem they now have. They attribute the lack of bank confidence to
the Polish situation and an unfair and ill-informed press. To a considerable
extent their arguments are valid, although they must surely bear responsibility
for their unwillingness to supply hard data to banks and the press and their
poor liaison with the banks. Moreover, the problem is not entirely one of
short—term credit, since long-term lending is also being curtailed.

The Romanians estimate that the current account deficit in convertible
currencies for 1981 will be around $1.0 billion compared with the forecast of
$1.8 billion contained in the stand-by program. Moreover, they believe——and
we would not dispute--that it should be possible to reach approximate current
account balance by 1983. There is thus the irony that a sharp loss of confi-
dence is occurring at a time when Romania is making much more rapid adjustment
than the Fund had thought necessary. However, facts are facts and there is
the danger that withdrawal of foreign credit will precipitate a severe crisis,
involving complicated formal rescheduling agreements that the Romanians ;
would find humiliating and that could well mean slower repayments to the LI
banks than a more cooperative and informal debt rearrangement might produce.

Possible solutions

Our judgment is that the convertible balance of payments on current
account can be improved substantially by a combination of reduced growth rates
of domestic expenditure and special actions. 1/ Thus, the net requirement
for capital inflow could perhaps be reduced to around $0.5 billion in 1982
and zero in 1983. However, gross repayments required to settle maturing debt
and arrears, which probably will be between $1.5 billion and $2.0 billion at
end-1981, and maturing debt will require substantial gross borrowing. The
main sources appear to be suppliers' credits, the World Bank, selling or
pledging gold, Fund purchases, and credits from the banks.

The Romanians, including President Ceausgscu, were adamant that they
will not agree to a formal rescheduling. They believe they can persuade enough
banks to support them and thus allow them to ignore those that do not. We
do not think this possible without a great deal of discussion with the banks,

1/ E.g., replacing imported oil by increased domestic gas production
(saving about $0.5 billion in foreign exchange a year starting in 1982),
sharply increasing sales of construction work abroad, and using idle domestic
capacity to process 0il and other raw material such as alumina for other
countries on a contract basis.



and in the end even this may not be enough to avoid a formal rescheduling.
It would appear that quite a number of banks think this way and a Bank of
England official whom I saw shared the view.

In my talks in Bucharest, after discussion with Mr, Whittome, I
suggested to the Minister that the best chance was to convene a meeting with
a small number of influential banks at which the Romanian position and proposal
could be explained. I said that the Fund staff would give all the assistance
it could in preparing for the meeting, including drafting a position paper.
There is every reason to believe that the Minister and his staff actively
accepted this approach. However, the President must have received other
advice, for he was quite clear in stating that the approach to banks will be
completely bilateral. At a subsequent meeting the Minister of Finance con-
firmed that "bilateral” could not encompass an informal meeting with several
banks.

For the moment, there is a hiatus. The President of the RBFT will
be in the United States early in November for a meeting of the joint Romanian-
U.S. Economic Committee, and during the visit he will presumably begin to talk
to banks. However, past experience suggests that banks will probably be
unwilling to give firm commitments individually, at least until they have con-
sulted among themselves. The danger is that delay will lead to a crisis and
a bank demand for a formal rescheduling.

Domestic economic developments in 1981

GNP in 1981 is currently expected to be about 3.6 per cent higher
than in 1980 compared with a forecast increase to 6.5 per cent in the stand-by
program. The slower growth partly reflects weakness in the agricultural
sector caused by adverse weather and in industry and construction where
supplies of imported and exportable inputs have been reduced. However, the
reduction in the rate of consumption from the planned 3.7 per cent to 2.4 per
cent and a decline in real fixed investment of 4.4 per cent compared with a
planned increase of 4.4 per cent in part reflect deliberate policy adjustments.
The program's monetary targets have been met and the budget is probably less
expansionary than originally planned. The structural policies in the fields
of investment, the price reform, and the exchange rate reform are being
implemented. We were assured that these policies would continue as agreed
in 1982, including changes in retail prices.

The status of the stand-by arrangement

The next purchase date is November 15, 1981, when SDR 76 million
would be available if performance criteria were met. The quantitative ones
apparently will be, but the arrears, being an exchange restriction, will prevent
the purchase unless a waiver is approved. We shall prepare a memorandum for
the consideration of the Managing Director and yourself on the arguments for
and against considering a waiver at this stage. As might be expected,
President Ceaugescu and Mr. Gigea both pressed very strongly for Fund support,
including no delay in the scheduled purchase. Technically, we would not



have time to go to the Board early enough to obtain a waiver to enable the
purchase to be made on November 15, 198l. If a decision to propose a waiver
were to be made after November 9, 1981, it is probable that the earliest
date for the purchase would be December 15, 1981. However, if a waiver were
to be proposed, that in itself would help Romania presentationally with the
banks.

Additional help from the Fund

President Ceausescu emphasized his desire that Romania and the Fund
continue to cooperate. Specifically, he put forward three ways in which we
could help. First, he asked that all the remaining amount of the stand-by
arrangement be made available during the remainder of 1981 and early in 1982.
Second, he raised the possibility of a supplementary credit. Finally, he
suggested that we sell Romania back its gold subscription (presumably at
SDR 35 per ounce). On the latter, I said it was impossible. On the first
two, I said that I could say nothing positive, although theoretically it was
not impossible to change the amount and phasing of a stand-by arrangement.

In the subsequent discussion with Mr. Gigea, I gained the impression that as
a practical matter he was hoping: for some front loading in 1982.

At the final meeting with Mr. Gigea he said the President had
asked that they be kept informed of the Managing Director's views and inten-
tions. If there were to be a waiver, then a visit to finalize a letter
requesting it would probably be necessary. If it is decided not to propose
a walver at this stage, I imagine the Romanians would wish to know personally
of the reasons why and what might happen in the future. 1In either case, a
visit could presumably be kept short.

cc: The Managing Director (o/r)
Mr. Habermeier
Mr. Hood
Mr. Whittome
Mr. Finch
Mr. Mohammed
Mr. Nicoletopoulos
Mr. Carter
Paris Office
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MEMORANDUM FOR THE FILES
Subject: Romania--Meeting with Messrs. Wang (Advisor) and
Tai (Alternate Executive Director for China October 28, 1981

A meeting took place in my office this morning to discuss the
history of the Fund's relations with Romania. Ms. Salop, the desk officer
for Romania, also attended the meeting. The Chinese, who had requested the
meeting, were interested in the existence of special features that may have
characterized the Fund's experience with Romania because of its having a
centrally planned economy. They raised questions in three principal areas,
viz., the supply of information to the Fund; the terms of conditionality and
the performance criteria associated with Romania's stand-by arrangements;
and the Fund's attitude toward price and exchange rate policy in Romania.

At the outset, I indicated that cooperation between Romania and
the Fund had been good and that over time the policy dialogue appeared to have
been fruitful. While the amount of information supplied by the Romanians for
the Fund's internal papers had become quite adequate, there still remained
some difficulty surrounding the supply of informatjom-not published in Romania
or elsewhere--for publication in IFS. While there now exists an IFS page for
Romania, I noted that the long period of delay after membership had not served
Romania's interests, either in its dealings with the Fund or in terms of its
image in private financial markets. With respect to Romania's stand-by arrange-
ments, I indicated, in my view, the degree of conditionality was the same as
that associated with Fund programs in other member countries. I explained how
and why we had included direct balance of payments tests, including the balance
of trade, as well as ceilings on net domestic assets as performance criteria.
This discussion naturally led to the current stand-by program and the elements
of exchange and price reform it contained. I indicated that the Fund Board
favored these measures and that the staff had been recommending them for years,
but that ultimately they had been taken by the Romanian authorities without
pressure from the Fund. I indicated that we were convinced that they would
improve the efficiency of the economy.

d

Geoffrey Tyler

cc: Mr. Whittome (o/r)
Mr. Rose
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MEMORANDUM FOR THE FILES

Subject: Romania October 27, 1981

I had a fairly lengthy conversation with Mr. Polak to describe
to him what had happened in Romania. With regard to the negotiations that
the Romanians intend to have with the commercial banks, I explained that at
the moment it was proposed to have purely bilateral talks and that these
would probably not commence for a week or so. Regarding the situation of
the Fund and the stand-by arrangement, I said that it seemed quite clear
that payments arrears existed and that a performance criteria had been
breached. I said that whether or not the Managing Director would propose
a waiver to the Board was a question that I could not answer and that T
did not think it would be decided until the Managing Director's return.

Mr. Polak said that he was leaving at the end of this week for
Israel and Kenya and will not be back in Washington until November 8, 1981.
He said, and I agreed, that he did not think there was any point in him making
a rush visit to Romania at this stage.

7

Geoffrey Tyler

cc: Mr. Whittome (o/r)
Mr. Rose
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MEMORANDUM FOR THE FILES

Subject: Romania--Meeting with Mr. Peter Bull October 27, 1981

Mr. Paljarvi and I had a discussion at his request with Mr. Peter
Bull of the Bank of England at London airport on Saturday, October 24, 1981.
During the discussion we explained to him in general terms the current economic
situation in Romania and I indicated that it was probable that Romania would
be in touch with some British banks in the relatively near future. I said that
my personal view was that the economic situation, particularly with respect to
the balance of payments, was developing along reasonably satisfactory lines
and probably better than we had planned in the stand-by arrangement. At the
same time, I said that it was quite clear that banking confidence toward
Romania had declined drastically, thereby inducing a very sharp short-term
liquidity problem. I went on to say further that my personal view was that
it would be advantageous both for Romania and the commercial banks to find a
solution to the liquidity problem and the existing arrears which did not involve
a formal rescheduling operation with all the creditor banks. I freely admitted
that this would be a difficult task in the present circumstances and indeed
one that migth prove impossible.

Mr. Bull was in general very pessimistic about the likely develop-
ments between Romania and the banks. He said that things had gone so far that
it would be difficult to reverse trends. In these circumstances, the possibility
of avoiding some kind of rescheduling operation was not great.

He made two points of some interest. One was that the ECGD was
having problems with customers whose contracts to Romania they had insured.
Mr. Bull gave the impression that the ECGD believes there have been
de facto defaults by Romania. The latter insisted to us in Bucharest that
all government guaranteed debt had been met promptly. The second point was
that Mr. Bull said he believed that Romania had on occasions--presumably in
the not so distant past--pledged part of its gold holdings, Mr. Bull said
that he thought some of the operations had not been small and my memory
is that he mentioned a figure of the order of US$0.5 billion.

1

Geoffrey Tyler

cc: Mr. Whittome o/r
Mr. Rose



MEMORANDUM FOR THE FILES

Subject: Romania October 27, 1981

I had a fairly lengthy conversation with Mr. Polak to describe
to him what had happened in Romania. With regard to the negotiations that
the Romanians intend to have with the commercial banks, I explained that at
the moment it was proposed to have purely bilateral talks and that these
would probably not commence for a week or so. Regarding the situation of
the Fund and the stand-by arrangement, I said that it seemed quite clear
that payments arrears existed and that a performance criteria had been
breached. I said that whether or not the Managing Director would propose
a waiver to the Board was a question that I could not answer and that I
did not think it would be decided until the Managing Director's return.

Mr. Polak said that he was leaving at the end of this week for
Israel and Kenya and will not be back in Washington until November 8, 1981.
He said, and I agreed, that he did not think there was any point in him making
a rush visit to Romania at this stage.
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Geoffrey Tyler

cc: Mr. Whittome (o/r)
Mr. Rose
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Introduction

The purposes of this visit were (1) to familiarize the compilers of
balance of payments statistics with the basic principles and the classi-
fication scheme of the fourth edition of the Fund's Balance of Payments
Manual, (2) to gather information on the sources of data and to review
the present methods of collecting and compiling balance of payments
statistics in Romania, (3) to recommend methods for overcoming conceptual
and coverage deficiencies in the data, and (4) to investigate the possibil-
ity of the Romanian authorities' sending balance of payments data to the
Bureau of Statistics for publication in International Financial Statistics
and in Balance of Payments Statistics.

Discussions were held with Messrs. Tocitu, Mada, Vasile, and Frehden
from the Ministry of Finance, Mrs. Popescu from the Romanian Bank for
Foreign Trade (RBFT), and Mr. Puscarciuc from the Ministry of Foreign
Trade. (The discussions were based on balance of payments data submitted
by the Romanian authorities to the European Department of the Fund.) On
the question of sending balance of payments data to the Bureau of Statistics,
Mr. Eremia, Director of the Ministry of Finance, explained that he could
not make any commitments at the present time, and he proposed that the
matter of sending data to the Bureau be taken up again during future
consultation missions.

I. Present Organization of Balance of Payments Compilation

Romania's balance of payments statistics are compiled by a small
division of the Ministry of Finance, headed by Mr. Tocitu. The data
are based mainly on trade figures of the Ministry of Trade, the exchange
record of the RBFT and the records of the National Bank. Currently, the
balance of payments statistics are based on the third edition of the
Manual, but the conversion of the presentation of data to the format of the
fourth edition of the Manual should cause no major difficulties.

The statements are prepared monthly, but are intended for internal
use only. Comprehensive balance of payments statistics have never been
published. The statements are compiled both in terms of the domestic
currency (in lei) and in U.S. dollars. Prior to 1981, the transactions
in convertible currencies were converted into lei via the official rate
for the U.S. dollar, which is 4.47 lei per U.S. dollar. Transactions in
nonconvertible currencies of the CMEA-countries were converted into lei
via the official rate for the Russian ruble, which is 6.67 lei per ruble.
As of the beginning of 1981, the authorities have begun using the com-
mercial rates for the U.S. dollar, which is 15 lei per U.S. dollar, and
for the Russian ruble, which is 15 lei per ruble. Approximately 60
percent of Romania's merchandise transactions and 90 per cent of all
other transactions are conducted in convertible currencies (see Appendix
III).



The main areas for future improvement relate to the classification
of data and are as follows:

(1) Separate identification of shipment, passenger services, and
port services;

(2) Separate identification of other goods, services, and income,
and unrequited transfers;

(3) Separate identification of direct investment income and capital;

(4) Sectoral breakdown of other goods, services, and income, un-
requited transfers, and other long—term and short—term capital;

(5) 1Inclusion of trade bills denominated in foreign currencies and
held by the RBFT under reserves;

(6) Exclusion of bilateral payments agreement balances from reserves.

The main coverage deficiencies in the data exist in the area of un-
requited transfers and with regard to the income and capital flows of
foreign bank branches operating in Romania.

During the discussions, the Romanian officials expressed considerable
interest in improving their balance of payments statistics in line with
the recommendations of the Fund's Manual. They also expressed the hope
that a staff member of the Balance of Payments Division of the Ministry of
Finance would be accepted for the next IMF Institute course on balance
of payments methodology.

II. The Sources and Coverage of Balance of Payments Statistics

The sections below provide information on the current sources and
coverage of balance of payments statistics and on the practices followed
in the compilation of the data. The item numbers refer to the standard
components in the Fund's Report Form 1, which calls for data on the
standard components of balance of payments transactions. Figures for
aggregates of standard components and individual standard components are
given in the Appendices on pages 21 to 25. Most of the data are derived
from the exchange record of the RBFT, a government-owned bank, through
which most of Romania's foreign transactions are settled. Its foreign
exchange assets in convertible currencies represent the bulk of Romania's
foreign exchange reserves. The RBFT is also engaged in the financing of
Romania's exports and imports and in lending on behalf of the government.
There are two other government-owned banks engaged in lending abroad,
viz., the Investment Bank and the Bank for Agriculture and Food Industry
(BAFI). The central bank of the country is the National Bank which holds
Romania's gold reserves and small amounts of foreign exchange deposits
abroad. The National Bank is the fiscal agent for all transactions with
the Fund.



1. Merchandise (items 1 and 2)

The figures on exports and imports f.o.b. are derived from trade
data, which are compiled every 10 days by the Ministry of Foreign Trade
on the basis of customs declarations. Annual data are published in the
Central Directorate of Statistics' Statistical Yearbook, where exports
are valued f.o.b. at the customs border of Romania and imports are valued
f.o.b. at the border of the exporting country. In order to derive the
data required for the balance of payments, adjustments are made by the
Ministry of Finance (1) to include goods that change ownership, but do
not cross the border, such as marine products, and (2) to exclude goods
that cross the border without changing ownership, such as goods for
processing and repair, returned exports, and shipments to diplomatic
establishments.

The merchandise data exclude certain goods (mainly steel) that are
imported and exported under special credit arrangements with CMEA-member
countries. Under these arrangements, goods are provided under the obli-
gation to return goods of the same sort and volume without any fees .
being charged. Merchandise data also exclude household effects of migrants
and gifts in kind by parcel post.

2. Transportation (items 3-8)

At present, the authorities are not in a position to differentiate
between (1) freight, insurance, and other distributive services performed
on merchandise (shipment, items 3 and 4), (2) services performed in
transporting passengers between economies (passenger services, items 5
and 6), and (3) other transportation services such as the leasing of
rolling stock, the sale of bunker fuel and stores, and the maintenance
and repair of carriers (other transportation, items 7 and 8).

The data included under the transportation category are derived
from (1) invoices for merchandise and (2) the exchange record of the
RBFT and cover the difference between the c.i.f. and f.o.b. value of
merchandise under c.i.f. contracts and, indistinguishably, all receipts
and payments of the Romanian railroad, the national airline (TAROM),
Romanian shipping and trucking companies, and agents of foreign carriers.
The difference between the c.i.f. and f.o.b. value on invoices for exports
and the receipts of carriers are taken as a measure of transportation
services rendered to nonresidents, while the difference between the
c.i.f. and f.0.b. value on invoices for imports and the payments of
carriers are taken as a measure of transportation services received from
nonresidents. The data under the transportation category are overstated
to the extent that (a) transportation services performed by nonresident
carriers on exports c.i.f., which should not be included in Romania's
balance of payments statement, are recorded as credits (derived from the
invoices) and as debits (derived from the exchange record entries for
payments of agents of foreign carriers) and (b) transportations services
performed by resident carriers on imports c.i.f., which also should not



be included in Romania's balance of payments statement, are recorded
as debits (derived from the invoices) and as credits (derived from the
exchange record on receipts of domestic carriers).

The data derived from the exchange record understate earnings on
transportation services rendered and expenditures on transportation
services received to the extent that receipts and payments reflect set-
tlements of accounts in which reciprocal claims of domestic and foreign
carriers (mainly in the case of railroad enterprises) are netted out.

Currently, the provision of fuel to foreign carriers is included
under merchandise exports (item 1), instead of other transportation
(item 7), while payments and receipts for communication services are included
under the transportation category, instead of other services (items 31
and 32).

It is proposed that the carriers should be asked to supply detailed
information on the type of services performed or received, and on the

payments involved (see page 11).

3. Travel (items 9 and 10)

The data, which are’'derived from the exchange record of the RBFT and
from information provided by the Ministry of Tourism, cover purchases of
foreign exchange from foreign travelers, including students, and sales
of foreign exchange to Romanian individuals for travel abroad. Foreign
students are always treated as nonresidents, even if they stay for more
than one year in the country.

4. Direct investment income (items 11-14)

At present, there are eight joint—-ventures with foreign capital
participation and three branches of foreign banks operating in Romania.
Conversely, the RBFT holds shares in three financial joint-ventures
abroad. The direct investment income flows generated in these enterprises
are not identified separately in the statements.

Reinvested earnings on direct investment (items 1l and 12). No
data are available for the branches of foreign banks in Romania, but
data on unremitted earnings attributable to the direct investors are
received from the joint-ventures in Romania and from the RBFT and are
included indistinguishably under other services (items 31-32).

Other direct investment income (items 13 and 14). Data on distributed
earnings (remittances of profits and dividends) are derived from the exchange
record of the RBFT and are included indistinguishably under other services
(items 31-32). Interest paid by Romanian joint-ventures on loans received
from the foreign direct investor are included under other investment
income (items 19 and 20).




5. Other investment income (items 15-20)

At present, the authorities are not in a position to provide the
sectoral breakdown (resident official, including interofficial; foreign
official; and other) recommended by the Manual.

Resident official, including interofficial (items 15 and 16). Data
on interest received and paid by the government on loans extended and
received, respectively, are derived from the exchange record of the
RBFT. Data on interest received and paid by the National Bank are derived
from records of the National Bank. The data are included under other
investment income (items 19 and 20).

Foreign official (items 17 and 18). Data on interest received from
or paid to foreign governments and international organizations, respectively,
by the govermment—owned enterprises, the RBFT, the Investment Bank, and
the BAFI are derived from the exchange record of the RBFT and are included
under other investment income (items 19 and 20).

Other investment income (items 19 and 20). The data are derived from
the exchange record of the RBFT and the records of the National Bank,
and cover indistinguishably all interest, including interest on direct
investment capital, paid and received by the government, the National
Bank, the RBFT, the Investment Bank, the BAFI and the government-owned
enterprises.

6. Other goods, services, and income (items 21-31)

At present, no distinction is made between the official and private
components of other goods, services, and income.

Interofficial (items 21 and 22). Data with regard to aid services
provided by the Romanian government to foreign govermments or vice versa
are derived from the exchange record of the RBFT and are included under
other services (items 31 and 32).

Other, resident official (items 23 and 24). Data on the expenditures
of Romania's diplomatic missions abroad are derived from the exchange
record of the RBFT and are included under other services (items 31 and
32).

Other foreign official (items 25 and 26). Data on the expenditures
of foreign diplomatic missions in Romania are derived from the exchange
record of the RBFT and are included under other services (items 31 and
32).

Labor income (items 27 and 28). Data on that part of labor income
earned by Romanian seasonal workers in other CMEA-countries and by seasonal
workers from CMEA-countries in Romania that is transferred to their
respective home countries are derived from the exchange record of the
RBFT and are included under other services (items 31 and 32).




Property income (items 29 and 30). Data on payments and receipts
for intangible assets such as royalties and copyrights are derived from the
exchange record of the RBFT and are included under other services (items
31 and 32).

Other private goods, services, and income (items 31 and 32)

The data are derived from the exchange record of the RBFT and cover,
indistinguishably, data on official and private goods and services,
including processing and repair fees, on labor and property income, and
on unrequited transfers. Data on communication services, which should be
classified under these items, are included under the transportation
category (items 3-8).

7. Unrequited transfers (items 33-44)

Currently, data on unrequited transfers and the individual standard
components of this category are not separately available.

Migrants' transfers (items 33 and 34). Data on the value of household
effects and on financial claims and liabilities of migrants have not yet
been incorporated in the balance of payments statements, but the amounts
involved are probably insignificant.

Workers' remittances (items 35 and 36). The data appropriate to
these items are probably insignificant and the amounts are indistinguish-
ably included in other services (items 31 and 32).

Other private transfers (items 37 and 38). Data on inheritances and
gifts in cash, on remittances received by foreign students from abroad,
and on remittances to Romanian students abroad are derived from the exchange
record of the RBFT and are included under other services (items 31 and
32). The coverage of this item is incomplete, because personal gifts in
kind are not recorded in the balance of payments statements.

Interofficial transfers (items 39 and 40). Cash grants, grants of
goods between governments, and contributions by the Romanian Government
to the administrative budget of international organizations are derived
from the exchange record of the RBFT and are included under other services
(items 31 and 32). The coverage of this item may be incomplete to the
extent that services received or rendered by the Romanian government
from or to foreign governmments without a quid-pro—-quo are not included
in the balance of payments statements.

Other transfers of resident official or foreign official (items 41-44).
Data on taxes and fees received by the Romanian government from nonresidents
other than foreign govermments and on taxes and fees paid by residents
other than the govermment to foreign governments are included under other
services (items 31 and 32). Data on pensions and other social benefits
are also included under other services (items 31 and 32). The exchange
record of the RBFT is the source of the data.




8. Direct investment capital (items 45-52)

At present, no distinction is made between direct investment and
other capital.

Direct investment abroad (items 45-48). Direct investment capital
abroad is held by the RBFT in foreign banks. Data on changes in equity
capital and reinvested earnings of these banks are received from the RBFT.
The data are currently classified as long-term credits extended and are
included in long-term capital.

Direct investment in Romania (items 49-52). Data on transactions in
direct investment capital held by foreigners in Romanian joint ventures
are derived from the exchange record of the RBFT and the domestic
enterprises themselves. Data on the supply or withdrawal of direct
investment capital, such as equity capital, reinvested earnings, and long-
term loans extended by the foreign direct investor, are classified as long-
term credits received and are included in long-term capital. Short-term
loans extended by the foreign direct investor are included under short-term
credits received and are included in short—term capital. The coverage
of this category is incomplete to the extent that capital supplied by
foreign banks to their branches in Romania is not yet incorporated in
the balance of payments statements.

9. Other long—term capital (items 53-83)

At present, the authorities do not differentiate between direct
investment and other capital. They are also not in a position to provide
a sectoral breakdown of long-term capital into transactions of (1) the
resident of ficial sector, which comprises the government and the central
bank, (2) the deposit money banks sector, which would comprise the special-
ized banks, as defined on the country page in IFS and the branches of
foreign banks, and (3) other sectors, which comprise the government-—owned
enterprises and individuals.

Portfolio investment (items 53-61). Data on any transactions appro-
priate to this category are not available.

Other long-term capital of the resident official sector (items 62-68).
Data on drawings and repayments on loans extended (items 62 and 63) and
received (items 66 and 67) by the government and on capital subscriptions
to international organizations (item 64) are derived from the exchange
record of the RBFT and are indistinguishably included under the category
of long—~term capital.

Other long-term capital of deposit money banks (items 69-76). Data
on drawings and repayments of loans extended (items 69 and 70) and received
(items 74 and 75) by the RBFT in connection with the financing of exports
and imports, data on loans received (mainly from the IBRD) by the Investment
Bank and the BAFI (items 74 and 75), and data on marketable long=~term
trade bills denominated in convertible currencies held by the RBFT,




which should be classified under reserves, are derived from records of

the RBFT and are indistinguishably included under the category of long—term
capital. Data on long-term capital transactions of the branches of

foreign banks operating in Romania are not yet recorded in the balance

of payments statements although appropriate to this category.

Other long-term capital of other sectors (items 77-83). Data on
suppliers credits extended (items 77 and 78) or received (items 81 and
82) by the government-owned enterprises are derived from records of the
RBFT and are indistinguishably included under the category of long-term
capital.

10. Other short—term capital (items 84-97).

At present, the authorities are not in a position to provide a
sectoral breakdown of short-term capital into transactions of (1) the

resident official sector, (2) the deposit money banks sector, and (3)
other sectors.

Other short—-term capital of the resident official sector (items 84—
88.) Data on any transactions appropriate to this category are not available.

Other short-term capital of deposit money banks (items 89-92). Data
on short-term loans extended (item 89) and received (item 92) by the RBFT,
deposits received the RBFT (item 92), and marketable short-term trade
bills denominated in foreign currencies held by the RBFT, which should be
classified under reserves, are indistinguishably included under the
category of short-term capital. Changes in bilateral payments agreement
balances (items 89 or 92) and liabilities of the RBFT vis—a-vis the
International Bank for Economic Cooperation (IBEC) (item 91), which had
previously been shown in the reserves category, have been reclassified to
this category. For further explanation see page 18. Data on changes in
foreign assets and liabilities of the three branches of foreign banks
operating in Romania, appropriate to this category, have not yet been
incorporated in the balance of payments statement.

Other short-term capital of other sectors (items 93-97). Data on
trade credits extended (item 93) and received (item 96) by the government-
owned enterprises are derived from records of the RBFT and are indistinguishably
included in the category of short-term capital.

11. Reserves (items 98-111)

Monetary gold (items 98-100). The data are derived from records of
the National Bank, which holds the monetary gold of Romania. Transactions
with domestic producers and users are reflected in the data at a price of
SDR 35 per fine troy ounce of gold. The counterpart entries to the
monetization and demonetization of gold (item 99) are currently included
under merchandise exports and imports (items 1 and 2).




Special drawing rights (items 101-103). The data are derived from
the records of the National Bank, which keeps accounts on SDRs.

Reserve position in the Fund (items 104 and 105). The data are
derived from the records of the National Bank, which keeps accounts on
the reserve position in the Fund.

Foreign exchange assets (items 106-107). The data are derived from
the records of the RBFT and the National Bank. The data under change in
holdings (item 106) refer to changes in stocks net of valuation changes
of foreign assets in convertible currencies held by the RBFT and the
National Bank, and exclude changes in holdings of marketable trade bills
in convertible currencies held by the RBFT, which should be included in
this category.

Other claims (items 108-109). Data on any transactions appropriate
to this category are not available.

Use of Fund credit (items 110-111). The data are derived from the
records of the National Bank, which keeps accounts on the use of Fund
credit.

III. The Availability of Stock Figures

The following section deals with the availability of stock figures
for balance of payments items in Romania. The item numbers refer to the
standard components of the Fund's Report Form 2 which calls for data on
end-of-period stocks of assets and liabilities.

1. Direct investment capital (items 45-52)

Up to now, stock figures on direct investment abroad and direct
investment in Romania have not yet been compiled separately, although
information on equity capital, reinvested earnings, long—-term loans, and
short~term loans extended by the direct investor to the direct investment
enterprise 1s available from balance sheets of the relevant enterprises.

2. Other long-term capital (items 53-83)

Stock figures on loans extended and received by the government
(appropriate to the resident official sector, items 62-68), loans extended
and received by the RBFT, loans received by the Investment Bank and the
BAFI (appropriate to the deposit money banks sector, items 69-76), and
suppliers' credits extended and received by the govermment—owned enter-
prises (appropriate to other sectors, items 77-83), could be derived
from records of the relevant entities engaged in these transactions.

3. Other short—term capital (items 84-97)

Stock figures on bilateral payments agreement balances and liabili-
ties vis—a-vis the IBEC, loans or deposits received by the RBFT from
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abroad (appropriate to the deposit money banks sector, items 89-92), and
trade credits extended or received by the govermment-owned enterprises
(appropriate to other sectors, items 93-97) could be derived from the
records of the RBFT and the govermment—owned enterprises.

4. Reserves (items 98-111)

Stock figures on monetary gold (item 98), SDRs (item 101), the
reserve position in the Fund (item 104), the use of Fund credit
(item 110), and small amounts of foreign exchange deposits held by the
National Bank (item 106) can be derived from records of the National
Bank. The holdings of monetary gold are currently valued at SDR 35 per
fine troy ounce of gold.

Stock figures on the bulk of Romania's foreign exchange assets in
the form of deposits, investments, and trade bills (item 106) can be
derived from the records of the RBFT.

Iv. Areas for Improvement and Recommendations

The section below provides information on the areas where the current
compilation and classification practices can be improved. They also
provide recommendations for the future reporting of balance of payments
data in the format of the fourth edition of the Manual by the Romanian
authorities to the Fund. As in the previous sections, the item numbers
refer to the standard components of the Manual as stated in the Fund's
report forms.

1. Merchandise (items 1 and 2)

At present, the data on exports include the counterpart entries to
purchases of gold by the National Bank from domestic producers and the
sale of fuel to foreign carriers. The import data include the counterpart
entries to sales of gold by the National Bank to domestic users. The
compilers have been informed that this treatment is not in accordance
with the recommendations of the fourth edition of the Manual. Gold
transactions of the National Bank with other domestic sectors should be
recorded as monetization and demonetization of gold in the reserves
category (item 99). The sale of fuel to foreign carriers should be
classified under other transportation (item 7).

In the future, the coverage of the merchandise items should be
expanded to cover (1) goods which are imported and exported under special
credit arrangements, (2) household effects of migrants, and (3) personal
gifts in kind. The information on goods imported and exported under special
credit credit arrangements, described on page 3, or under arrangements
between affiliated enterprises on the transfer of equipment should be
requested directly from the domestic parties involved. The value assigned
to these transactions should be as close as possible to the market value.
The offsetting entries to goods exported or imported under special credit
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arrangements should be shown in the capital account as drawings and
repayments on loans and the offsetting entries to transfers of equipment
between affiliated enterprises should be recorded under direct investment
capital.

The information on household effects of migrants, as well as the
information on personal gifts in kind could be derived from customs
declarations. The counterpart entries should be shown under migrants'
transfers and other private unrequited transfers, respectively.

2. Transportation (items 3-8)

This category could be significantly improved by compiling separate
data on (1) freight and insurance receipts and payments for goods (shipment),
(2) passenger services, and (3) port services, including charter services.
Most of these data could be obtained from the carriers of goods and pas-—
sengers directly, because the exchange record of the RBFT provides only
figures on net payments and receipts of the carriers as described on
page 4.

According to the recommendations of the Manual, the following inform-
ation is needed to compile separate data for shipment, passenger services,
and other transportation:

Item Information Source
Shipment, Freight receipts of Romanian carriers Domestic
credit on exports and other foreign-owned goods carriers
Insurance receipts of Romanian insurers Domestic
on exports and other foreign-owned goods insurers
Shipment, Total value of freight and insurance Customs declarations
debit services in respect of Romania's and estimates (for
imports explanation see
below)
Less: Freight and insurance receipts Domestic carriers and
of Romanian carriers and insurers on insurers

imports
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Item Information Source
Passenger services, Passenger fares received by Domestic carriers
credit domestic carriers from non-

residents for international

travel
Passenger services, Passenger fares received by Agents of foreign
debit agents of foreign carriers carriers

from residents for interna-
tional travel

Payments for passenger fares to Exchange record
foreign carriers abroad
Other transportation, Port services (fuel, supplies, Agents of foreign
credit maintenance, and repair) provided carriers
to foreign carriers
Receipts from abroad Exchange record
for port services
Receipts for the leasing Romanian railroad
of rolling stock
Other transportation, Port services received by Domestic carriers
debit domestic carriers abroad
Payments for the leasing of Romanian railroad

rolling stock

The total value of freight and insurance services in respect of
Romania's imports, which 1s needed for the compilation of the debit
entries under shipment, should be calculated as the sum of the following
two components: (1) The difference between the c.i.f. and f.o.b. values
which are stated separately on invoices for goods which are imported on
a c.i.f. basis and (2) Estimates on the value of freight and insurance
costs for that small part of Romania's imports which are delivered on an
f.o.b. basis. The estimates can be based on the ratio of c.i.f. and
f.o.b. values for those goods which are imported on a c.i.f. basis.
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Payments and receipts for communication services are currently
included under this category and should be reclassified under other
goods, services, and income (item 31 and 32). The provision of fuel to
foreign carriers which is recorded under merchandise exports (see page 10)
should be included under this category in other transportation (item 7).

3. Travel (items 9 and 10)

An effort should be undertaken to distinguish between students who
stay less than one year and those who stay one year and longer in Romania.
The latter group should be treated as residents of Romania for balance of
payments purposes. This would mean that instead of including their
expenditures in Romania under travel, their receipts from abroad and
their remittances abroad should be recorded under other private unrequited
transfers.

4, Direct investment income (items 11-14)

This category might be significantly improved by compiling separate data
on distributed and reinvested direct investment income. Distributed
income should cover receipts and payments of dividends and interest.
Reinvested income should cover that part of operational earnings that is
not remitted, but is attributable to the direct investor. When calculating
operational earnings, it should be born in mind that capital gains and
losses resulting from the realization of valuation changes should be
excluded. Remittances that do not reflect operational earnings should
be recorded as a disinvestment of direct investment capital. The infor-
mation should be derivable from the enterprises' accounts.

Up to now, data on construction services have been included under
other goods and services. The recommendations of the Manual (see
paragraph 63) imply, however, that a notional enterprise has to be raised
in the country where the services are performed and that the foreign
supplier of the construction services has to be regarded as having a
direct investment in that notional enterprise. The eventual transfer of
equipment to the country where the services are performed has to be
treated as an inflow of direct investment capital to the notional enterprise,
while the withdrawal of that equipment, after the termination of the
project, has to be treated as an outflow of direct investment capital.

The net earnings on the construction project, i.e., the gross earnings
minus salaries and wages, expenditures for material, and depreciation on
the equipment, represent the entrepreneurial income of the notional
enterprise which is payable to the nonresident owner. In essence, the
foreign contractor operating in a given country has to be awarded a
resident status in that country in respect of his construction activity.
Depending on the nature of the contractors' transactions with nonresidents
(including the head office), appropriate entries would have to be made

in the balance of payments.
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In order to illustrate the aforesaid, let us assume that an enterprise
X in Romania is engaged in construction in country B. The value of the
equipment employed by X in B is 100. The construction period is 9 months.
The enterprise X receives 200 in payment after the work is finished.
X pays 50 in salaries in foreign currencies to Romanian workers in country
B of which 30 is spent in B and 20 remitted to Romania. X pays 30 in
salaries to local workers of country B and has expenditure of 60 for
material in country B. Depreciation on the equipment is estimated at 20
and the net earnings on the project are, therefore, 40. The present and
recommended treatments of these transactions in Romania's balance of payments
statement are as follows:

Present Treatment in accordance
Item Amount treatment with the Manual
Transfer of 100 not recorded credit entry under export
equipment by X to of merchandise;
country B debit entry under direct
investment abroad: equity
capital
Wages and costs 140 credit entry under
of material reserves;

debit entry under
goods and services

Depreciation 20 not recorded credit entry of 40 under

on equipment direct investment income; and

credit entry of 20 under
direct investment abroad:

Payment received for 200 credit entry under equity capital;

the construction work other goods and debit entry of 60 under
services; reserves
debit entry under
reserves MJ

Remittance of 20 credit entry under credit entry of 50 under

Romanian workers from other goods and labor income;

B to Romania services; debit entry of 30 under
debit entry under labor income; and debit
reserves entry of 20 under reserves

Withdrawal of 80 not recorded credit entry under direct

equipment from B to (100 less investment abroad

Romania after deprecia- equity capital;

termination of tion) debit entry under import of

the project merchandise
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5. Other investment income (items 15-20)

In the future, investment income flows other than direct investment
income flows should be recorded according to the sectoral breakdown
(resident official, including interofficial; foreign official; and private)
recommended by the Manual. According to the definitions used in the
Manual, interest received or paid by the government and the central bank
should be classified as resident official investment income (items 15 and
16). All interest earned or paid by the RBFT, interest paid by the
Investment Bank and the BAFI and all interest earned or paid by the
government-owned enterprises in connection with suppliers' or trade credits
should be attributed (1) to the foreign official sector (items 17 and 18)
if the interest is received from or paid to a foreign government or
international organization or (2) to the private sector (items 19 and
20) if the interest is received from or paid to foreign enterprises
(including commercial banks).

6. Other goods, services, and income (items 21-32)

Significant improvements with regard to this category would be the
exclusion of the remittance of profits and dividends paid and received
on direct investment capital and the exclusion of unrequited transfers.
Furthermore, a breakdown of this category into official and other private
transactions would be desirable.

According to the Manual, official transactions should be split into
transactions between the domestic government and foreign governments
(interofficial, items 21 and 22), transactions between the domestic
govermment and foreign nonofficial sectors (other resident official,
items 23 and 24), and transactions between domestic nonofficial sectors,
including government—owned enterprises, and foreign governments (other
foreign official, items 25 and 26).

Private transactions refer to transactions between the domestic
nonofficial sectors, including government-owned enterprises, and foreign
nonof ficial sectors. A breakdown should be provided into labor income
(items 27 and 28), property income (items 29 and 30), and the residual
other goods, services, and income (items 31 and 32).

Data on communication services should be reclassified from the
transportation category to other private goods, services, and income
(items 31 and 32). Insurance payments and receipts should be included
under other goods, services, and income (items 31 and 32) to the extent
that they do not represent payments for the direct insurance of merchan-
dise appropriate to shipment (items 3 and 4). Pensions reflect insurance
payments (appropriate to items 31 and 32) only if they are paid by sepa-
rately organized funds, otherwise they should be recorded under unrequited
transfers. Data on construction services which are included under this
category should be reclassified under direct investment income (see page
13).
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7. Unrequited transfers (items 33-44)

A major improvement in the current presentation of data would be the
separate identification of private and official unrequited transfers,
which are included under other goods, services, and income.

Private transfers refer to transfers between domestic nonofficial
sectors such as individuals and government-owned enterprises on the one
hand and foreign nonofficial sectors on the other. The coverage of private
transfers should be expanded to include data on remittances of foreign
students who stay for more than one year in Romania, personal gifts sent
in kind (both appropriate to items 37 and 38), and migrants' transfers
(items 33 and 34). According to the Manual, migrants' transfers should
be recorded in the balance of payments in the following way:

Item

Recording according to the Manual

Household effects of
emigrants (immigrants)

credit (debit) entry under merchandise
exports (imports)

debit (credit) entry under migrants'
transfers

Financial claims of emigrants
(immigrants) on their
former economy (e.g., direct
investment capital, bonds,
deposits)

credit (debit) entry in the capital
account under direct investment,
portfolio investment or other capital

debit (credit) entry under migrants'
transfers

Financial liabilities of
emigrants (immigrants) to
their former economy
(mainly loans received)

debit (credit) entry under short-or
long~term assets (liabilities) under
other capital

credit (debit) entry under migrants'
transfers

For of ficial transfers, a breakdown should be provided in the same
way as for other official goods, services, and income (items 21-26) into
interofficial, other resident official, and other foreign official.
Pensions or other social benefits should be included under official trans-
fers only if they are paid out of schemes integrated with the government
budget or out of social security funds. These funds represent schemes

imposed, controlled, or financed by the public authorities for purposes
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of providing social security benefits for the community, which are separa-
tely organized from the other activities of the public authorities.

8. Direct investment capital (items 45-52)

Data on direct investment capital should be provided separately.
Direct investment capital should cover the acquisition or sale of the
equity in an enterprise in which the investor has or intends to have on
effective voice in the management, and the supply to or withdrawal from
such an enterprise of all other capital by the investor, such as reinvested
earnings and long~-term and short-term loans. This category should cover
data on the supply or withdrawal of capital by foreign banks to or from
their branches in Romania, and the supply or withdrawal of equipment in
connection with construction services or under other arrangements between
affiliated enterprises.

9. Other long-term capital (items 62-83)

A sectoral breakdown (resident official sector, deposit money banks,
and other sectors) of this category should be provided.

For the resident official sector, the data should refer to long-term
loans, i.e., loans with an original maturity of more than one year extended
or received by the government. If the authorities initiate long-term
borrowing abroad in order to avoid the use of reserves for redressing a
balance of payments deficit, data on drawings on such loans should be shown
separately under drawings on loans received by the resident official sector
(item 66). In the aggregated presentation of balance of payments data
in Table 1 in the Appendix, these drawings are classified as Exceptional
Financing (item F).

In the case of debt relief in the form of rescheduling of debt
repayments, repayments of loans and interest payments which are not made
when they fall due have to be treated as if the obligation had in fact
been satisfied, but a new one created to take its place. In the balance
of payments, these transactions should be reflected by showing entries
under repayments on loans and under investment income and offsetting
entries under drawings on loans. As debt relief received is regarded as
a form of exceptional financing, the data on liabilities incurred by the
rescheduling of loans should be separately recorded as “"loans for balance
of payments financing”™ under drawings on loans received (item 66).

For deposit money banks, the data should refer to long—term loans
extended or received by the RBFT (in connection with the financing of
exports and imports), the Investment Bank, and the BAFI.

Marketable trade bills in foreign currencies held by the RBFT should be
reclassified from other long-term capital to reserves. In the case of
long-term borrowing abroad by the RBFT for purposes of financing a balance
of payments deficit, data on drawings on such loans should be shown
separately under item 74. The coverage of this category should be expanded
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by also including data on long—term capital transactions of branches of
foreign banks operating in Romania. These data should be obtained from
the branches directly.

For other sectors, the data should refer to long-term suppliers'
credits extended or received by the government-owned enterprises.

10. Other short-term capital (items 84-97)

In future, a sectoral breakdown of this category should be provided
in the same way as for other long~term capital.

For the resident official sector, data on short—term loans received
by the government for balance of payments financing should be shown
separately under other loans received (item 87).

For deposit money banks, the data should refer to short-term assets
of the RBFT that are not classified as reserves, short-term liabilities
of the RBFT for loans or deposits received from abroad, and short-term
capital transactions of the branches of foreign banks operating in Romania,
which have not yet been included in the statements. The latter data
should be obtained from the branches directly.

Separate data should be made available on assets (appropriate to
item 89) and liabilities (appropriate to item 92) of the RBFT from bilateral
payments agreement balances, on changes in liabilities of the RBFT vis—3-vis
the IBEC (appropriate to item 91) and on drawings on short-term loans
received by the RBFT for balance of payments financing (appropriate to
item 92).

Liabilities of the RBFT to the IBEC, through which all tramsactions in
nonconvertible currencies with CMEA-member countries are settled, may be
regarded as liabilities constituting foreign authorities' reserves (appro-—
priate to item 92) because these liabilities represent assets of other
CMEA-countries that can be used by them to pay off liabilities towards
any other CMEA-member.

Marketable short—-term trade bills denominated in foreign currencies
held by the RBFT should be reclassified from this category to foreign
exchange assets in the reserves category.

For other sectors, the data should refer to trade credits
extended or received by the government-owned enterprises.

11. Reserves (items 98-111)

Monetary gold (items 98-100). The recording of gold transactions
by the Romanian authorities in their balance of payments statements has
widely deviated from the Fund's methodology. The examples given below
describe the recording procedures recommended in the fourth edition of
the Manual:
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a. Purchase of gold by the National Bank from domestic producers:

(1) credit entry under counterpart to monetization of gold
(item 99)

(2) debit entry under change in holdings of monetary gold
(item 98)

b. Purchase of gold by the National Bank from foreign nonmonetary
authorities:

(1) credit entry under counterpart to monetization of gold (item 99)
(2) debit entry under merchandise imports (item 1)
(3) credit entry under change in holdings of foreign exchange assets
(item 106)
(4) debit entry under change in holdings of monetary gold
(item 98)

Ce Purchase of gold by the National Bank from foreign monetary authorities:

(1) credit entry under change in holdings of foreign exchange
assets (item 106)

(2) debit entry under change in holdings of monetary gold
(item 98)

For sales of gold, credit entries in examples a—-c become debit
entries, and vice versa.

d. Increase (decrease) in the value of monetary gold held by the
National Bank:

(1) credit (debit) entry under counterpart to valuation changes
of gold (item 100)

(2) debit (credit) entry under change in holdings of monetary
gold (item 98)

In view of the fact that the Fund has not yet taken a decision with
regard to the valuation of stocks of gold, the recommendation given
under d above is currently not being implemented. Since the ratification
of the Fund's amended articles of Agreement in April 1978, the Fund's
practice is, however, to value all gold transactions at the price evidenced
by the act of sale rather than at the former official price of SDR 35
per troy ounce.

Foreign exchange assets: (items 106-107). The data should cover
all marketable foreign assets denominated in convertible currencies of
the National Bank and the RBFT, including trade bills, but excluding
bilateral payments agreement balances. Changes in claims of the RBFT on
the IBEC in nonconvertible currencies may be shown under this item
because they can be used multilaterally to finance payments imbalances
with CMEA-member countries.
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V. Final Remarks

The recommendations made in this report may be viewed as basic
guidelines which may be revised or improved as the circumstances demand.
It is fully recognized that the recommendations can be implemented only
gradually. The Fund's Bureau of Statistics is ready to extend further

assistance as may be needed to improve the quality of the balance of
payments statisticse.
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Table 1. Balance of Payments of Romania for 1978-1980
Aggregated Presentation
(In millions of U.S. dollars)

1978 1979 1980
A. Current Account, excl. Group F =759 -1653 -2420
Merchandise: exports f.o.b. 8,007 9303 11024
Merchandise: imports f.o.b. -8,628 -10519 -12685
Total balance -621 -1216 -1661
Other goods, services, and income: credit 765 907 1136
Other goods, services, and income: debit -903 =1344 -1895
Total: goods, services, and income -759 -1653 =2420
Private unrequited transfers N ces e
Total, excl. official unrequited transfers -759 -1653 -2420
Official unrequited transfers ces ces ces

B. Direct Investment and Other Long-Term Capital,
excl. Group H 242 947 1773
Direct investment cee cae cos
Portfolio investment - - -
Other long-term capital 242 947 1773
Resident official sector ces cee oo
Deposit money banks cee oo ce
Other sectors oo o vee
Total, Groups A plus B =517 -706 -647
C. Other Short-Term Capital, excl. Groups F through H 1/ 85 71 -323
Resident official sector ces see oo
Deposit money banks oo e e
Other sectors 85 71 -323
D. Net Errors and Omissions 65 =77 -
Total, Groups A through D -367 -712 =970
E. Counterpart Items ceos 33 33
Monetization/demonetization of gold ese oo cee
Allocation/cancellation of SDRs - 33 33
Valuation changes in reserves ces o oo
Total, Groups A through E -367 -679 -937
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Table 1 (Concluded). Balance of Payments of Romania for 1978-1980
Aggregated Presentation
(In millions of U.S. dollars)

1978 1979 1980

F. Exceptional Financing 402 750 772
G. Liabilities Constituting Foreign

Authorities' Reserves 2/ 103 96 =47

Total, Groups A through G 138 167 -212

H. Total Change in Reserves -138 -167 212

Monetary gold =23 -10 -3

SDRs 8 -1 1

Reserve position in the Fund - - -39

Foreign exchange assets ~-128 ~148 201

Other claims cee ese sea

Use of Fund credit 5 -8 52

Source: Data supplied by the Romanian authorities to

the European Department.

ij Excluding changes in bilateral payments agreement balances, which are indistin-

guishably included under Group G.

2/ 1Including changes in bilateral payments agreement balances appropriate to Grou,
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Table 2. Balance of Payments of Romania for 1978-1980
Detailed Presentation
(In millions of U.S. dollars)
1978 1979 1980
Current account -759 -1653 -2420
Goods, Services, and Income -759 -1653 -2420
Total Credit 8772 10210 12160
Total Debit -9531 -11863 -14580
1. Merchandise: exports f.o.b. 8007 9303 11024
2. Merchandise: imports f.o.b. -8628 -10519 -12685
Transportation: credit 336 367 444
Transportation: debit -471 -744 -892
3 and 4. Shipment ses cee see
5 and 6. Passenger services oo oo ses
7 and 8. Other transportation cee ces cee
9. Travel: credit . 247 303 324
10. Travel: debit -63 =74 =73
11 and 12. Reinvested earnings

on direct investment income o s e coe
13 and 1l4. Other direct investment income oo e ses

15 and 16. Other investment income of
resident official coe ooe cce

17 and 18. Other investment income of
foreign official cee oo ces
19. Other investment income: credit 56 77 73
20. Other investment income: debit =224 -435 -850
21 and 22. Interofficial, n.i.e. o oo ces
23 and 24. Other resident official, n.i.e. cee cen cee
25 and 26. Other foreign official, n.i.e. cee see oo
27 and 28. Labor income, n.i.e. coe o coe
29 and 30. Property income, n.i.e. P .o coe
31. Other goods, services, and income: credit 126 160 295
32. Other goods, services, and income: debit -145 -91 -80
Unrequited transfers oo ces cee
Total Credit cee cee P
Total Debit o oo cee coe
33 and 34. Migrants' transfers cee oo oo
35 and 36. Workers' remittances cee ces ces
37 and 38. Other private transfers o ces cee
39 and 40. Interofficial transfers see cee e
41 and 42. Other transfers of resident official cee ces ces
43 and 44. Other transfers of foreign official cee vee .o




- 24 -

APPENDIX TII

Table 2 (Continued). Balance of Payments of Romania for 1978-1980
Detailed Presentation
(In millions of U.S. dollars)
1978 1979 1980
Capital Account 694 1730 2420
Capital, Excluding Reserves 832 1864 2175
Direct investment abroad (items 45-48) oo cos e
Direct investment in Romania (items 49-52) cos cse o
Portfolio investment (items 53-61) e .es P
Other long~-term capital 242 947 1773
Drawings on loans extended -483 =486 -382
Repayments on loans extended 137 177 201
Drawings on loans received 1174 2065 2805
Repayments on loans received ~586 -809 -851
Other long—term capital of resident official
sector (items 62"68) e e e s s e e
Other long—term capital of deposit money
banks (iCEmS 69—76) e e e es e K]
Other long—term capital of other sectors
(items 77-83) s e e oo )
Other short-term capital 590 917 402
Drawings on loans extended -45 -155 -109
Repayments on loans extended 89 46 153
Drawings on loans received 685 1628 2245
For balance of payments financing 402 750 772
Other 283 878 1473
Repayments on loans received =242 -698 -1840
Changes in bilateral payments agreement
balances and liabilities to the IBEC 103 96 =47
Other short-term capital of resident official
Sector (items 84_88) LR s 0 oo
Other short-term capital of deposit money banks
(items 89-92) oo cee )

Other short—term capital of other sectors (items 93-97) .es
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Detailed Presentation
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(In millions of U.S. dollars)

APPENDIX II

1978 1979 1980

Reserves -138 -134 245
Monetary gold =23 -10 -3
98. Total change in holdings -23 -10 -3
99. Counterpart to monetization/demonetization aee ces cee
100. Counterpart to valuation changes - - -
Special drawing rights 8 32 34
101. Total change in holdings 8 -1 1
102. Counterpart to allocation/cancellation - 33 33
- 103. Counterpart to valuation changes oo cee e
Reserve position in the Fund - - -39
104. Total change in holdings - - -39
105. Counterpart to valuation changes - - -
Foreign exchange assets -128 ~148 201
106. Total change in holdings -128 -148 201
107. Counterpart to valuation changes cee oo vee
Other claims - - -
108. Total change in holdings - - -
109. Counterpart to valuation changes — - -
Use of Fund credit 5 -8 52
110. Total change in holdings 5 -8 52
111. Counterpart to valuation changes o coe cee
112. Net Errors and Omissions 65 =77 -
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APPENDIX ITI

Balance of payments of Romania for 1980

Convertible and nonconvertible currencies

(in millions of US dollars)

Total Convertible Noncon-

currencles vertible
currencies
Current Account -2420 -2399 =21
Merchandise: exports f.o.b. 11024 6503 4577

Merchandise: imports f.o.b. -12685 -8037 =4
Other goods, services, and income: credit 1136 859 277
Other goods, services, and income: debit -1895 -1724 -171
Capital Account 2175 2154 21
Long~term capital: credit 3006 2851 155
Long-term capital: debit -1233 -1041 -192
Short-term capital: credit 2351 2215 136
Short-term capital: debit -1949 -1871 -78
Reserves 245 245 -

Net errors and omissions
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I. Introduction

A mission consisting of G. Tyler (EUR), W. Hermann (EUR), J. Paljarvi

(ETR), J. Salop (EUR), and as secretary, L. Pike (EUR) will visit Bucharest
from October 12, 1981 for about a week to discuss performance under the

current stand-by arrangement and to examine a possible exchange restriction
that may have arisen because of delays in current payments. On their way to
Bucharest, Mr. Tyler and Mr. Pal jarvi will visit New York, London, and Brussels
for informal discussions with commercial banks on the Romanian economy ana
current Romanian payments practices.

On June 15, 1981 the Executive Board approved a stand—-by arrangement for
Romania for a period of three years in an amount of SDR 1,102.5 million. An
initial purchase of SDR 140 million was made in June, 1981. The next phased
purchase, equal to SDR 76 million, is scheduled to be available on November
15, 1981. Subsequent purchases after December 31, 1981 cannot be made until,
inter alia, suitable performance criteria for 1982 have been established and
Romania has consulted with the Fund on all aspects of the program. Discussions

for this consultation are expected to take place early in 1982.



II. Background to the Discussions

For 1981, the program has a major aim of reducing the current account
deficit of the balance of payments in convertible currencies to US$1.8 billion
compared with a deficit of US$2.4 billion in 1980. To this end, growth
rates of consumption and investment have been reduced below the levels of the
late 1970s and various ongoing structural policies have been introduced
including price reforms and exchange rate reforms. The stand-by arrangement
includes quantitative performance criteria on (i) the trade balance in
convertible currencies, (ii) outstanding short—term debt in convertible
currencies, (iii) gross convertible international reserves and (iv) net
domestic assets of the banking system. In addition, there is the standard
performance criterion governing the trade and payments system.

The performance criteria for end-June 1981 were all met, and that dealing
with the convertible trade balance comfortably so. Targets for outstanding
short—term foreign debt and gross reserves were within the required limits
but not by any great margins. At the Annual Meeting, the Romanian delegation
said that they expected the end-September data would be within the specified
limits although they had some worries about being able to meet the target for
gross convertible international reserves at end-December 1981 (see below).

Although the current account appears to have developed satisfactorally,

there have been difficulties on capital account. First, the authorities say

that some payments for Romanian exports have been delayed (we do not know

B

why) and other exports are being taken only on credit terms whereas in the

past they were paid for in cash. Second, the Romanians themselves have found

e e v i —

the terms for borrowing in international capital markets harder than they had

anticipated or found convenient. The combination of a diminished foreign



exchange inflow and of tightness in capital markets led to a widespread

pattern of delayed payments by Romania. The sharply negative response by
foreign banks was aggravated by two additional factors. First, the Polish
e

debt problems have made bankers cautious about lending to Eastern Europe.
\'-‘-—'M\\_h i -

Second, there have been various adverse press reports on Romania's payments
e
prospects. These reports received wide acceptance because the Romanians are
excessively secretive about developments in their external payments balance.
It is pos;ible; iﬁdééd probable, that the Romanian delays in making
current payment involve an exchange restriction. If this is the case, a
waiver under the stand-by arrangement would be required before any further
purchases could be made, which we could of course not propose until action
is taken to redress the present situation. Inability to make the purchase

potentially available on November 15, 1981 would seriously exacerbate the

existing liquidity deficit facing Romania.

III. Scope for the Discussions

The mission will have the following three main tasks:

(i) to ascertain the facts regarding the delays in making current pay-
ments and the reasons for the present difficulties so that a decision can
be made in Washington as to whether a new exchange restriction has been
introduced;

(ii) to discuss economic developments so far in 1981 and expectations
for the remainder of the year; and

(iii) to have preliminary discussions regarding the 1982 program,

including measures to prevent a repetition of payments delays.



1. Payments delays

The mission will discuss the reasons for the delays, the various forms

that they have taken, the policies involved and what steps are being taken to

remedy the situation. The mission will not itself make a decision on whether

P

an exchange restriction exists, except after consultation with Washington.

However, if the evidence (including any obtained from the discussions with
commercial banks in New York and Europe) suggests that a restriction does
exist, the mission willl explore the kind of action needed to regularize

© the situation. If adequate steps are being taken to regularize the situation

within a(rea®gnable period) and provided the stabilization program is on

track, the mission will present the situation for decisjop by the Managing

Director. | If requested, the mission will assist the authorities in preparing -7
S—————— e e £ S e - hd .
4
a draft letter to the Managing Director Egﬂgiffizf.f_fifsz~ffffr the stand-by Le—""
b

arrangement, but with the understanding that a decision to recommend the request|#e*

. J#V -
to the Board can come only from him. .
e T (V"p/."'vu‘/'
2.  Performance in 1981 7~

The mission will discuss the main developments in the economy in 1981, (Leave that

for the
head-
quarters
if the
request
appears
justified

including the balance of payments and trends in output and expenditure. It

is vital to obtain information about the period since June and about current
trends. It will also discuss the reforms of producer prices and the exchange
rate system introduced on January 1, 1981 and their impact on the pattern of
production and the balance of payments. In discussing the balance of payments,
special attention will be paid to any new measures designed to increase
exports to the convertible area or to reduce demand for imports. The mission
will judge to what extent these measures have placed the external improvement

on a sustainable basis.



3. Program for 1982

It is probable that only broad indications of targets for 1982 can be

given at this stage in view of the normal timetable for finalizing annual
plans. Moreover, the payments problems that have emerged are certain to
have complicated the planning process this year.

In the discussions, the mission will stress the need for achieving a
further substantial decrease in the current account deficit in convertible
currencies in 1982. To restore outside confidence in the Romanian economy
and to encourage foreign banks to lend to Romania, such an improvement will
have to be seen to be sustainable in the medium—term. The mission will
emphasize the necessity to give first priority to the convertible balance
of payments even though this may mean a further reduction in growth rates of
output and domestic expenditure. Domestic policies, including credit policy
and incomes policies, must support the external efforts.

As the Managing Director stressed to the Minister of Finance at the
Annual Meeting, the mission will, with respect to price policies, emphasize

the views expressed in the Executive Board that the promised continuation of

the producer price reform must take place, including a significant increase

———————

in o0il prices. Equally, the mission will stress the need to introduce the-

——

promised reform of retail prices on January 1, 1982, to_an extent that will
N S——

substantially reduce consumer subsidies. The mission will also remind the

authorities of the understanding under the stand-by arrangement to continue
with the exchange rate unification begun on January 1, 1982.

4. Information and publicity

The mission will urge the authorities to increase and speed up the

supply of information to the Fund for publication in IFS and GFS. It will



also stress to the authorities the view that they themselves should be more

active in publicizing economic developments and policies so that the inter-
national community, including the commercial banks, is aware of the steps
being taken to stabilize the economy. Recent events underline the need for

such action in Romania's own interest.
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October 6, 1981 %//

MEMORANDUM FOR FILES

Subject: Romania

I had a discussion this morning with Mr. Humphrey of the World
Bank regarding Romania. I explained to him the problem that had arisen
because of the delays that are occurring in Romania's foreign payments and
the way in which we were proposing to handle it. We also had a brief .
discussion about what the Romanians had told us both at the Annual Meeting.
There was not much difference except that the Romanians were much less frank
with the World Bank about the problem of payments delays.

Mr. Humphrey said that the Bank was having some procedural
problems with respect to two matters that they had to take up with
Romania. He said that anything that I could do during the mission to
help speed things along would be appreciated. The first problem has to
do with Romanian reluctance to answer a questionnaire on the investment
program; the Bank needs answers so that they can continue with their analysis
of the current Five-Year Plan. The second matter concerned a study that
the Bank wished to do on the energy sector. This was referred to in the
staff paper on the original request by Romania for a stand-by arrangement.
I undertook to emphasize the importance that the Fund staff attached to
both these matters in the context of the stand-by arrangement.

N

G. Tyler

cc: Immediate Office
Ms. Salop
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¥ Office Memorandum

’4,"1““.‘0?

0 The Acting Managing Director pate: October 5, 1981
frroM - Brian Rose

susJect . Romania--Briefing Paper for Review of Stand-By Arrangement

As discussed earlier today, I am attaching a draft brief for the
mission which will visit Romania to discuss various aspects of the stand-by
arrangement, and in particular a probable introduction of a new exchange
restriction that would prevent further purchases under the current stand-by
arrangement. The draft has been cleared with Mr. Cutler (TRE), Mrs. Lachman
(LEG), and Mr. Mookerjee (ETR).

Mr. Tyler and Mr. Paljarvi will be leaving Washington on the afternoon
of Tuesday, October 6, 1981l. Other members of the mission, however, will
not be leaving until Friday, October 9. It is therefore not essential that
the draft be approved before Mr. Tyler's departure.
2

Attachment

cc: The Managing Director (o/r)
Mr. Carter

/7
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¥ Office Memorandum

c‘ln“‘,‘g\'

10 . The Acting Managing Director pate: October 5, 1981
et

fROM - Brian Rose®t <

sussect . Romania

As you know, there have been persistent reports of delays in inter-
national payments by Romania and of withdrawal of short-term credit facilities
to that country by commercial banks. The delays in payments may well, indeed
probably, constitute an exchange restriction and hence a breach of the
standard performance criterion on the trade and payments system contained in
the stand-by arrangement. If this is so, Romania could not make its next
purchase of SDR 76 million, which is potentially available on November 15,

1981. This would further exacerbate the external liquidity squeeze that
Romania is experiencing.

During the Annual Meeting, Mr. Whittome agreed with the Finance
Minister, Mr. Gigea, that we would send a mission as soon as possible to
review the situation and, if a waiver is justified, obtain it from the Board
in order to permit Romania to make the November 15 purchase on time. This
will necessitate circulating a paper before the end of October. If you agree,
the mission will arrive in Bucharest on October 12, 1981. As well as dealing
with the possible exchange restriction, it would review economic performance
in 1981 and have preliminary discussions about the 1982 program.

It was also agreed with Mr. Gigea that it would be helpful if the staff
could have informal discussions with a few commercial banks. From the
Romanian point of view, such talks could inform the banks of the progress
Romania is making in improving the current account and perhaps encourage them
to be more sympathetic to Romania. From our point of view, it could give us more
information on payments delays. If you agree that we can approach some banks,
Messrs. Tyler and Paljarvi (ETR) would visit New York, London, Brussels, and

Frankfurt on their way to and from Bucharest. Mr. Hermann and Ms. Salop (EUR)
would join them in Bucharest.

The timetable is very tight. A draft briefing paper will be with you
shortly. 1In the meantime, we must quickly contact some banks if we are to
arrange meetings with them. Could you please indicate whether you approve of
(a) the mission and (b) informal visits to commercial banks?

cc: The Managing Director (o/r)/
Mr. Carter
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MEMORANDUM FOR FILES

Subject: Romania October 5, 1981

Present: Mssrs. Gigea, Eremia, Marin, Tocitu, Ionescu-Liviu, and Contineanu
met with Mssrs. Whittome, Schmitt, and Tyler on October 1, 1981.

Mr. Whittome began by describing his understanding of the improve-
ment that had occurred in the current account and also the difficulties in
making short-term payments to foreign banks. He pointed out that delays in
payments might be a restriction and if so could prevent the November purchase
under the s.b.a. He suggested that a mission visit to Romania to ascertain
facts with a view to obtaining any necessary waiver before November 15, 1981.
If the Romanians thought it helpful the staff could perhaps talk with several
banks in New York and Europe, first to find the problems and after the dis-
cussions in Bucharest to explain developments to the banks. Such steps
would be taken only with the approval of the Romanian authorities.

Mr. Whittome then put forward two thoughts. The first was that a
more difficult capital account presumably necessitated a better current account
than originally planned and this could have implications for growth in 1982.
The second was the possibility of in some way utilizing gold in a temporary
fashion to ease the liquidity squeeze.

Mr. Gigea said that developments in Romania were no special cause
for concern. Industrial and agricultural output were on target. With the
latter, wheat, sugar, sunflower, and grapes had done well although corn
output was down. Investment was being restricted and directed to productive
sectors especially coal mining. O0il consumption was at the 1979 level.
Foreign trade targets were being met. The payments problem had begun when
Western companies had delayed payments for Romanian exports and also asked
for credit rather than cash terms (especially for fertilizer, timber, and
food products). The amount involved was about US$300 million. In turn
Romania had been forced into the same situation. Romania did not want a debt
rescheduling. Debt was manageable and there was no parallel with Poland.
The press had greatly exaggerated the situation. Delays were short. If
necessary the rate of growth would be adjusted.

For the period ahead, export targets had been increased and should
be realized. Natural gas exploitation was being increased substantially
(by 30-35 trillion cubic meters (p.a.?)). Imports were being cut.

On retail prices, Mr. Gigea said the Five Year Plan allowed for
an 8 per cent increase and in 1982 the increase would be above the average
rate, although an exact figure could not be given.

It was agreed that the mission could begin talks on Monday, October
12, 1981. The staff could talk with commercial banks but it should be made



clear to them that it was not at Romania's request and that no rescheduling
was in prospect., Mr. Gigea said that Romania had no thought of using gold.
Regarding performance criteria, the only problem in 1981 would be the end
of December gross reserves figure.

Mr. Whittome ended by saying the present situation emphasized the
need for adequate reserves and a free flow of information.

)

Geoffrey Tyler

cc: Mr. Whittome
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MEMORANDUM FOR FILES

October 5, 1981
Subject: Romanian Meeting with the Managing Director

Mssrs. Gigea (Minister of Finance), Popescu (President of Investment
Bank), Eremia (President of the Romanian Bank for Foreign Trade), and Mada
(Ministry of Finance) meet with the Managing Director on Friday, October 2, 1981
at 9:10 a.m. Also present were Mssrs. Schmitt and Tyler. .

Mr. Gigea began by saying that the economy was basically in good
health with both industry and agriculture doing well. However, there was a
temporary problem in meeting foreign payments. Partly this was due to delays
in payments to Romanian exporters and requests for export sales on credit,
especially for fertilizer and timber. The problem was aggravated by high raw
material and oil prices. Romania was acting to increase foreign exchange
receipts by a general export drive and by increased exploitation of natural
gas, where output was being increased by 30-35 trillion cubic meters. ' Exports
in the fourth quarter of 1981 will be above the original plan. Mr. Gigea also
mentioned the adverse impact of bad press reports and the Polish situationm.

The Managing Director said that he was also worried about adverse
press reports. He emphasised the need to avoid criticism regarding external
transactions by acting in a normal fashion. He believed the debt situation
was managable but difficult. It would help the Romanian image if more publicity
could be given to the adjustment effort. By showing that the adjustment program
was proceeding as planned Romania could show a malicious world that a socialist
country can improve itself. An improved current account would help calm markets.

The Managing Director then emphasised the need to continue with the
price reforms, referring particularly to the need to increase domestic producer
prices for oil and to increase retail prices so as to reduce substantially con-
sumer subsidies.

In summary, the Managing Director said that Romania should be vigilant
with its image, it should stick to its programg(for example with respect to oil
prices and retail prices) and should reduce the balance of payment deficit even
if this needed lower growth.

The meeting ended at 9:30 a.m.

)

Geoffrey Tyler

cc: Mr. Whittome-
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MEMORANDUM FOR THE FILES

Subject: Meeting with the Romanian Delegation October 1, 1981

z-

PRESENT: Romanians: Messrs. Eremia, Tocitu, Marian (interpreting)

Fund: Messrs. Schmitt, Paljarvi (ETR), Ms. Salop

1. Mr. Eremia began with the following sketch of what happened to cause the dif-
ficulties in financial markets:

A. Generally speaking, developments in foreign markets have been worse than
anticipated. Continued high inflation rates, high interest rates, and recession
have made for a poor climate for exports. The first two factors also had a direct
impact on Romania's cash flow.

b. Starting with the end of the second quarter, some of Romania's customers
asked to delay payments for up to six months. These requested delays totaled about
US$200 million and had been unanticipated; hence they had not been taken into account
in drawing up the foreign exchange plan.

c. In response, the Romanians began to be late in paying their suppliers.
They successfully negotiated delays with some suppliers, but not with all. The
negotiations were conducted between the enterprises involved. Despite these efforts,
a ""bad atmosphere" was created, largely because the suppliers complained to their
banks.

d. During this period, Mr. Eremia had meetings with various bankers wherein he
tried to explain the situation. The Romanians, having come away from these meetings
with an understanding of the gravity of the situation, resolved to take measures
to eliminate the payments delays by the end of the year. 1o this end, exports will
be pushed even harder in the 4th quarter, which usually has the best performance
anyway because of enterprises' desires to fulfull their production and export targets.

e. With respect to export prospects, the corn harvest—--it now turns out--—is
very poor (there was a drought at the critical moment). Wheat, surgar beets, sun-
flowers, and grapes are very good. Reliance for increasing exports will mostly be
on reducing domestic consumption--by enterprises--of gasoline and petroleum products.
For the medium—ter%ﬁ?%ﬁ%lproduction will be increased (out of existing reserves).
This will allow imports of crude oil to be decreased.

2. Mr. Schmitt summarized the Romanians' position. This led to some clarification
and the following scenario emerged:

a. There were three interdependent difficulties which caused the liquidity
problem: delayed payments by Romania's customers; adverse attitude toward Romania
by the bankers; and world market conditions which prevented exports from expanding
more rapidly. 1/

1/ Note that convertible exports in the first six months were 50.8 per cent of
the forecast for 1981 as a whole. For total exports, the corresponding proportion

was 46.8 per cent. Convertible exports were up 18 per cent over the first half of
1980.



b. The immediate response of the Romanians included: delays in payments to
suppliers and to banks; some diversion of domestic suppliers to exports; and some
shift in imports to the nonconvertible area.

3. With respect to the reported 'roll-over'" request, Mr. Eremia stated that Romania
had not requested anything by way of a rescheduling. Rather, they had sought--asis
normal practice with short-term debt--to establish its " revoling'' character.

(Mr. Tocitu indicated that of the US$2.1 billion short-term debt outstanding at the

beginning of 1981, US$0.4 billion was to have been repaid and US$1.7 billion to have
been renewed). The "roll-over" reports in the press were the result of Mr. Marin's

having been misquoted by the man who interviewed him.

4. Mr. Eremia said that it was his intention to look into the Romanians' foreign
banking practices and to implement reform measures where necessary. He also agreed
with Mr. Schmitt to the effect that, had the implications of the delays in payments
been known in advance, the Romanians would have responded to their shortfall in
foreign exchange in a different manner.

5. The actual figures are not available yet, but there do not appear to be any
problems with meeting the performance criteria.

;7
EA
J. Salop S
Cf/
cc: Mr. Whittome
Mr. Rose
Mr. Schmitt
Mr. Tyler

Mr. Paljarvi






October 1, 1981

MEMORANDUM FOR FILES: Aé

Subject: Meeting with Members of Romanian Delegation
Washington, D.C., September 30, 1981, 3 pm.

Present: Mr. Eremia, President, Romanian Bank for Foreign Trade
Mr. Tocitu, Ministry of Finance
Mr. Marian, Investment Bank
Mr. Schmitt, IMF
Ms. Salop, IMF
Mr. Paljarvi, IMF

The main topic of discussion at the meeting was the current economic
situation in Romania, in particular certain reported difficulties faced by
Romania in international financial markets. Here is a summary of the situ-
ation as it emerged from explanations by Messrs Eremia and Tocitu.

During the first three quarters of the year the real side of the
Romanian economy has developed approximately according to plans. A deviation
of some importance has been a bad crop of corn caused by a severe drought at
a crucial time. However, harvests of other agricultural products have been
very good. It was stressed that there have been no deviations from the Fund
program. Developments in the international economy on the other hand have
been less favorable than expected. 1In particular the anticipated recovery
from recession has failed to materialize, prices of imports to Romania have
continued to rise and interest rates have reached peak levels.

Most importantly, the international financial markets turned pessi-
mistic on Romania. According to Mr. Eremia the difficulties started when some
important customers requested a change in the method of payment for their
imports from Romania. This involved switching from the normal cash payment
to delayed payment facilities up to 180 days. These unexpected delays were
effected both for payment of exports delivered in 1980 (totaling more than
5$100 willion) and those shipped in during the first half of 1981. The
foreign trade companies were at present engaged in negotiations with the
customers concerned to reduce the delays. So far these negotiations had not
been uniformly successful. Also the Romanian authorities have tried to
obtain some credit facilities to pay for oil imports, but the negotiations
on these have not yet been completed.

The cash flow problem caused by the need to grant unforescen export
credits could in the short run only be resolved by delaying payments on
imports. The total amount of such delays had currently reached US$200 million.
It was acknowledged that the payments delays might have taken the forms of
using overdraft facilities in excess of limits, delays in reconstituting over-
drafts and the practice of check kiting. Why Romania did not borrow wmore from
the banks to cover the gap did not become clear from the discussion. Pessible



explanation was that the terms for taking on new short term debt would

have been exceptionally onerous at the time of the current high interest

rates and since Romania already needs to renew USS$1.7 billion of its conver-
tible short term debt of US$2.1 billion outstanding at the beginning of 1981.
It was stressed by the Romanian representatives that there had been no delays
in making payments of financial credits. The existence of Ceilings on short
term debt under the stand-by arrangement had not been a consideration in not
borrowing more. The problems that these factors posed for the creditworthi-
ness of Romania were aggravated by some other events. The Polish situation
had made the bankers nervous and it had become a common practice to look for
the "next Poland." Also an interview of Mr. Marin, the successor of Mr. Eremia
as Director at the Ministry of Finance with a reporter of the Financial Tiwes,
had resulted in some misunderstandings with high cost to Romanian credit-
worthiness. In the article it was stated that Romania was contemplating a
rollover of short term debt. The Romanian representatives at the meeting
stated that Romania had never asked for a rescheduling of any credits or for
delaying payments to any commercial bank.

It was recognized that aside from the efforts to negotiate with
Romania's trading partners to obtain timely payments for exports and some
more credit facilities to pay for imports, very little can be done in the
very short run to ease the tight cash flow situation with the current senti-
ment in the financial markets concerning Romania. Efforts were being made to
cut domestic consumption of certain products, in particular diesel and
heating o0il, to release more for exports. The recent decision to speed up
exploitation of existing natural gas reserves could produce some savings in
the o0il import bill only in the longer run. The Romanian officials did not
see any possibility of cutting back on imports during 1981 and were not pre-
pared to discuss policy alternatives for 1982,

A e
J. Paljarvi
FEconomist

cc: Mr. Mookerjee
Mr. Schmitt
Mr. Tyler
Ms. Salop





