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1. SWEDEN - 1982 SPECIAL CONSULTATION UNDER ARTICLE I V  

The Executive D i r e c t o r s ,  meeting i n  r e s t r i c t e d  s e s s i o n ,  continued 
from t h e  previous meeting (EBM/82/165, 12/22/82) t h e i r  cons ide ra t ion  " 
of the  s t a f f  r e p o r t  f o r  the  1982 s p e c i a l  c o n s u l t a t i o n  under A r t i c l e  I V  
with Sweden (EBS/82/222, 12/3/82). 

I n  concluding t h e  d i scuss ion ,  t h e  Chairman made t h e  fo l lowing 
summing up: 

Broad agreement was expressed wi th  t h e  assessment of t h e  
15.9 per cen t  deva lua t ion  of the Swedish krona i n  October 1982 
contained i n  t h e  s t a f f  repor t .  

There was g e n e r a l  r ecogn i t ion  t h a t  an  appropr ia te  l e v e l  f o r  
t h e  exchange r a t e  i s  d i f f i c u l t  t o  quan t i fy  p rec i se ly .  Neverthe- 
l e s s ,  i t  was considered t h a t ,  on t h e  whole, t h e  s i z e  of t h e  most 
r ecen t  deva lua t ion  was no t  j u s t i f i e d  by the  under ly ing compet i t ive  
p o s i t i o n  and t h a t  a l e s s e r  move would have been appropr ia te .  
Moderation i n  t h i s  r e s p e c t  would have been a l l  t h e  more important  
i n  view of t h e  d i f f i c u l t  i n t e r n a t i o n a l  s i t u a t i o n ,  and of t h e  
h igh r i s k  of p ro tec t ion i sm and o the r  defensive  responses.  

Many D i r e c t o r s  considered t h a t  t h e  d e c l i n e  of the  exposed 
i n d u s t r i a l  s e c t o r  was due fundamentally t o  t h e  very high l e v e l  
of l a b o r  c o s t s  and s o c i a l  t ransfers--which t h e  deva lua t ion  was 
meant t o  h e l p  correct--and t o  the  extremely l a r g e  s i z e  of t h e  
p u b l i c  s e c t o r ,  which had now reached some 70 per cen t  of GDP. 
The same D i r e c t o r s  f e l t  a  devaluat ion i n  i t s e l f  would not  address  
t h e s e  fundamental problems; t h a t  without suppor t ing domestic 
p o l i c i e s  i t  could  be d i s s i p a t e d  i n  i n f l a t i o n ;  and t h a t  i t  could 
u p s e t  compet i t ive  r e l a t i o n s h i p s .  They f e l t  t h a t  wi thout  a major 
s c a l i n g  down of p u b l i c  expendi tures  and t h e  p u b l i c  s e c t o r  d e f i c i t ,  
a  l a s t i n g  recovery of t h e  i n d u s t r i a l  s e c t o r  would remain i n  
doubt. A number of D i r e c t o r s  expressed doubts whether f i s c a l  
p o l i c y  was suf  f i c i e n t l y  t i g h t .  

D i r e c t o r s  a l s o  expressed t h e  view t h a t ,  given t h e  s i z a b l e  
i n c r e a s e s  i n  t h e  money s t o c k  i n  r ecen t  years ,  monetary po l i cy  
had been too accommodating t o  ensure e x t e r n a l  balance. They 
welcomed t h e  importance t h a t  t h e  Swedish a u t h o r i t i e s  now a t t a c h  
t o  a s t r i c t e r  monetary pol icy .  They noted t h e  encouraging 
success  a l ready  scored w i t h  new ins t ruments  t o  fund t h e  p u b l i c  
s e c t o r  borrowing requirement by nonmonetary means, and urged 
t h e  a u t h o r i t i e s  t o  p r e s s  on wi th  o t h e r  i n i t i a t i v e s  of t h i s  na tu re  
t h a t  a r e  now under cons ide ra t ion .  

D i r e c t o r s  noted t h e  acceptance by t h e  s o c i a l  p a r t n e r s  of a 
s i g n i f i c a n t  r educ t ion  i n  r e a l  wages as a necessary concomitant 
of devaluat ion.  They hoped t h a t  an adequate degree of wage and 
p r i c e  r e s t r a i n t  could  be maintained over time; t h e  implied 



inc rease  i n  p r o f i t s  should be channeled a s  much as  p o s s i b l e  i n t o  
product ive  investment. They noted a l s o  t h a t ,  without an appro- 
p r i a t e  degree of f i s c a l  and monetary r e s t r a i n t ,  i t  would prove 
d i f f i c u l t  t o  avoid t h e  wage d r i f t  t h a t  had con t r ibu ted  t o  under- 
mining t h e  e f f e c t i v e n e s s  of pas t  adjustments i n  t h e  exchange 
r a t e .  

D i r e c t o r s  cone idered t h a t  t h e  s i z e  of t h e  r e c e n t  d e v a l u a t i o n  
placed t h e  Swedish a u t h o r i t i e s  i n  a p o s i t i o n  t o  e l i m i n a t e  
o b s t a c l e s  t o  compet i t ion from abroad. They welcomed t h e  l i b e r a l -  
i s t i c  approach t h a t ,  according t o  t h e  a u t h o r i t i e s ,  guided ' po l i cy ,  
and the  emphasis placed on market incen t ives  t o  promote adjustment.  
They noted t h a t  d e t a i l e d  proposals  f o r  the  reduc t ion  of s p e c i f i c  
suppor ts  t o  i n d u s t r y  a r e  being prepared f o r  i n c l u s i o n  i n  the  
budget f o r  1983/84, and urged t h a t  i n d u s t r i a l  and expor t  s u b s i d i e s  
be dismantled as exped i t ious ly  a s  poss ib le .  

D i r e c t o r s  o beerved t h a t ,  wi th  monetary po l i cy  d i r e c t e d  
toward t h e  p l a c i n g  of more pub l i c  debt w i t h  the  domestic nonbank 
s e c t o r ,  and with t h e  improving e x t e r n a l  c u r r e n t  account p o s i t i o n  
i n  1983, t h e  krona could well experience upward p r e s s u r e  i n  t h e  
exchange market. Di rec to r s  noted wi th  a p p r e c i a t i o n  t h e  assurance8 
given by t h e  Swedish a u t h o r i t i e s  t h a t  they would not r e s i s t  such 
upward p ressure .  They urged them not t o  respond by augmenting 
r e s e r v e s ,  o r  by c u t t i n g  f o r e i g n  borrowing prematurely,  o r  by 
r e l a x i n g  t h e  monetary po l i cy  s tance .  

F i n a l l y ,  Execut ive  D i r e c t o r s  expressed t h e i r  w a r m  apprecia-  
t i o n  t o  t h e  Swedish a u t h o r i t i e s  fo r  their f u l l  cooperation i n  the  
conduct of t he  s p e c i a l  coneu l t a t ion  under A r t i c l e  I V ,  and i n  the  
implementation o f .  ef f e c t i v e  s u r v e i l l a n c e  by t h e  Fund. They a l s o  
s t r e s s e d  t h a t  the  Swedish case  was not t o  be seen a s  an  i s o l a t e d  
exper ience ,  but  as p a r t  of a broad and nondiscr iminatory  appl ica-  
t ion of ea  t a b u s h e d  s u r v e i l l a n c e  procedures t o  a l l  members. 



DECISION TAKEN SINCE PREVIOUS BOARD MEETING 

The f o l l o w i n g  d e c i s i o n  was a d o p t e d  by t h e  E x e c u t i v e  Board w i t h o u t  
m e e t i n g  i n  t h e  p e r i o d  between EBM/82/165 (12122182) and  EBM/82/166 (12122182).  

2. DOMINICA - DEPOSITORY 

The Fund a c c e p t s  t h e  E a s t  C a r i b b e a n  C u r r e n c y  A u t h o r i t y  
i n  p l a c e  of t h e  N a t i o n a l  Commercial and  Development Bank a s  
t h e  d e p o s i t o r y  f o r  a l l  t h e  Fund 's  h o l d i n g s  of t h e  c u r r e n c y  of 
Dominica u n d e r  Article X I I I ,  S e c t i o n  2 ( a ) .  

D e c i s i o n  No. 7279-(82/166) ,  a d o p t e d  
December 22,  1982 

APPROVED: May 23, 1983  

LEO VAN HOUTVEN 
S e c r e t a r y  




