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Of /ice Memorandum 

MEMORANDUM FOR FILES 

SUBJECT: Executive Board Meeting on Suspension 
of Voting and Related Rights, May 21, 1990 

/I /..e" 

iv 

May 22, 1990 

This memorandum summarizes the views expressed by the 
Executive Directors on the staff paper for an amendment of the Articles 
of Agreement to provide for a suspension of voting and related rights 
(EBS/90/89, 5/11/90). 

At the beginning of the meeting, Mr. Arora made a sober 
statement referring to this as a "sad day in the history of the Fund" 
and stating that the amendment of the Articles to provide for suspension 
of voting and related rights of members would be "detrimental to the 
cooperative nature of the Fund". His constituency's reservations about 
suspension had not disappeared even though they were willing to go along 
with the compromise worked out by the Interim Committee. All Executive 
Directors from developing countries (except Mr. Al-Jasser) associated 
themselves with the sentiment of Mr. Arora's statement and requested 
that it be issued. Mr. Dai after associating himself with the statement 
abstained from expressing preferences on the issues raised in the staff 
paper. 

Amendment to the Articles to Provide for Suspension of Voting Rights 

The staff paper has proposed two alternatives regarding 
suspension of members' voting rights. Under Alternative 1, the 
amendment would require that ineligibility precede suspension of voting 
rights and that such suspension precede compulsory withdrawal. Under 
Alternative 2, the amendment would permit either suspension of voting 
rights or compulsory withdrawal, or both, to follow ineligibility. All 
Directors preferred Alternative 1 as their first choice except for 
Messrs. Cassell, Filosa, Grosche, Hogeweg, Prader, and Yamazaki, who all 
but Mr. Filosa expressed their willingness to join the consensus. 

The Consequences of Suspension on Elected Executive Directors 

All Directors agreed that an Executive Director elected by a 
group of members should not cease to hold office if a member of his 
constituency were suspended, but would continue to serve and cast the 
votes of the non-suspended members until an election of the new 
Executive Director by the non-suspended members of the group was held. 
Most Directors, felt that the election should take place within a 
relatively short period of time . In this context, Mr. Ismael proposed 
30 days as a reasonable time period and this proposal was supported by a 
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large number of Directors (Messrs. Al-Jasser, Dawson, Filosa, Grosche, 
Landau, Prader, Santos and Filardo's chair). 

Termination of Suspension 

In the proposed amendment to the Articles "The Fund may, by a 
70 percent majority of the total voting power, terminate the suspension 
at any time". Mr. Ismael pointed out that the Interim Committee agreed 
on a 70 percent majority for suspension of voting rights, but did not 
specify the majority needed for a termination of suspension. Therefore, 
the question of the needed majority was open and he supported a simple 
majority. 

A number of Directors (Messrs. Arora, El Kogali, Filosa, 
Hogeweg, Ismael and Prader) argued that conditions for termination of 
suspension needed to be spelled out and should be related to the 
conditions leading to suspension. Some others (Messrs. Evans, Newman 
and Thorlaksson), however, preferred leaving the conditions for 
termination of suspension flexible as opposed to defined in· the 
amendment. In this connection, Mr. Gianviti pointed out that the 
conditions for termination of ineligibility to use Fund resources were 
not spelled out in the Articles either. Furthermore, the Executive 
Board may wish to retain the possibility of terminating suspension even 
though arrears had not been settled (say if the member had adopted a 
Fund monitored program). Executive Directors emphasized the need for a 
staff paper on guidelines for the implementation and termination of 
various deterrent measures in arrears cases; (e.g., suspension, 
ineligibility, declaration of non-cooperation, compulsory withdrawal). 
After agreeing on a staff paper on guidelines, Mr. Gianviti indicated 
that such a paper would not be available by the end of May, when the 
amendment to the Articles needed to be submitted to the Governors. 

Arrears in· the SDR department 

Mr. Grosche raised the question as to why the suspension of 
voting rights was not extended to the SDR department. Mr. Gianviti 
pointed out that the difference between GRA and SDR departments existed 
in the case of ineligibility to use Fund resources also. Even after 
suspension, the member would be able to use SDRs but would be left out 
of the decision making process related to SDRs. 

cc: Mr. 
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Sena Eken 

Deputy Division Chief 
Stand-by Policies Division 



TO: 

FROM: 

SUBJECT: 

Of /ice Memorandum 

The Managing Director 
The Deputy Managing Director 

L. A. Whit tome //jJ,,,/ 
External Payments Arrears and Policies 
for the Use of Fund Resources 

June 16, 1987 

The following is a summary of the Fund's position on 
external arrears. 

1. External arrears have special significance in the formu
lation of policies for the use of Furid resources for they are a 
reflection of imbalances in external payments flows. In all but a few 
instances, they involve restrictions on external payments subject to 
approval under the provisions of Article VIII, Section 2. 1/ The 
Executive Board, in 1970, decided that Fund programs, in c"ises where. 
external arrears existed, should require both ·a phased re.duction of the 
arrears and a fixed date for their elimination. In 1980, the Board 
concluded that when payments arrears were large, their elimination 
during a program period might not. be possible and that, therefore, 
rescheduling might be necessary. It also concluded that iµ the early 
phases of a program it might not be able to do more than avoid a further 
increase in arrears. 

2. In recent years Fund programs generally have involved some 
aspects of rescheduling and external arrears have existed at the time 
the use of resources was approved. Programs, therefore, have included a 
performance criterion specifying a quantified time path for the elimi
nation or reduction of external arrears. Given the large arrears that 
have been accumulating and the difficulties experienced in reducing 
them, implementation of policy has reflected the particular circum
stances of individual members. For example, of 13 programs in effect in 
mid-1986 in which external arrears played a role, ten incorporated 
targets or prior action for elimination of such arrears within the 
program period; in the other three the targets set fell short of 
elimination. In eight cases, the program was interrupted owing, inter 
alia, to a breach of the performance criterion on arrears, and in seven 

. waivers or modifications were granted. In only one case were there 
substantial deviations from the agreed target. 

3. In 1984; the Board recognized that the interruption of 
spontaneous private lending since 1982 had led to ex ante financing gaps 
(in other words prospects of extended arrears), given uncertainties 
regarding the timing and scope of rescheduling and new money packages. 

1/. External payments arrears are defined for this purpose as all 
ove"rdue external financial obligations, including those that are not 
considered to fall under Article VIII. 
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In some such cases, management has required explicit assurances from 
creditors on financing during the period of the arrangement, parti~ 
cularly when it seemed unlikely that understanding on compensating 
adjustment measures could be reached in the event the financing was not 
forthcoming. In general, requests for use of Fund resources have not 
been brought to the Board until these rescheduling arrangements had been 
virtually assured, so that the judgment could reasonably be reached that 
the financing gap had been filled. 

4. In summary, the evolution of the treatment of arrears in 
Fund programs allows a considerable amount of discretion to 
management. Whereas the Board is leery of condoning ex ante financing 
gaps, it has been possible to approve some such programs when there has 
been reasonable assuraece that the gaps would be filled during the 
program period. In practice, existing and newly arising payment gaps 
from time to time have been financed by accumulation of arrears; where 
these have been moderate in size and temporary in nature, programs have 
proceeded. However, so far, management has exercised its discretion in 
allowing pr.ograms to go ahead despite unresolved arrears· only for some 
African countries, where there was a limited potential for adjustment. 

cc: Mr. Brown 
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Office Jvf emorandum 

June 15, 1987 

MEMORANDlM FOR FILES 

SUBJECT: Provisioning for Fund Arrears 

At the meeting on Friday, June 12, the Executive Board did not 
adopt the proposal for provisioning against Fund arrears. The 
provisioning proposal was supported by Messrs. Dallara, Nimatallah, Rye 
and van Wijnholds. How~ver, most Directors felt that image problems 
created by provisioning, and the possible effect of the "writedowns" in 
weakening incentives for repurchases, outweighed the value of disclosure 
of value impairment in the Fund's financial statements. Mr. Masse noted 
that the published statements of the Fund were not used anyway for an 
evaluation of the strength of the Fund. The recent action by Citicorp 
seemed to have weakened Directors' support for Fund provisioning. They 
pointed to the fact that the Citicorp action was still "being sorted 
out" (Mr. Yamazaki), or that the Fund would be seen as a follower rather 
than as a leader of banks (Mr. de Groote). 

There were difficult technical questions in the discussion and 
Directors in general indicated their need for more briefing. 
Mr. Sengupta linked the question of "unusable" currency assets with 
inconvertibility of currencies, stating that neither approach was valid 
for valuing the Fund's assets. 1/ The outcome of this discussion 
appeared to be that a compromise" would eventually emerge between those 
seeking increased reserves (a build-up on the asset side) as against 
provisioning (write-down of assets), A difficulty was that special 
reserves cannot be distributed back to those providing them and 
therefore a "separate reserve" might need to be made. Towards the end 
of the discussion Mr. David Williams clarified that this so-called 
"nonreserve reserve" would have much the same properties as provision
ing. The Managing Director in his summing up noted the general concern 
of Directors about the adequacy of the Fund's reserves and proposed that 
the Board expeditiously return to the question on the basis of a new 
staff paper, following the discussion of the Fund's income this week. 

There was no discussion of linkage between provisioning and 
the strerigth of the Fund's assets and increased resources for the SAF, 
although several Directors took the occasion to congratulate the 
Managing Director on his initiative. 

l/ The rea l issue here is not convertibility in private markets as a 
result of exc hange control regula tions but conve rtibil i ty between member 
governments (usa bi lity). The Fund norma lly arranges for conve rsion of 
currencies if this is desired by the purchasing membe r. 
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At the request of Mr. Grosche, Mr. de Hopitales clarified that 
the Brazilian authorities "hoped" for reduced payments to the Fund, 
through some form of rescheduling, but intended to continue to stay 
current. His statement was, of course., much welcomed by the Managing 
Director. (I informed Mr. Brau of this). 

cc: Mr. Whittome / 
Mr. Boorman 
Mr. Brau 
Mr. Hino 
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INTERNATIONAL MONETARY FUND 

TO 

FROM: 

Mrs. Junz 

Peter J. Quirk 

June 10, 1987 

Attached is a draft three-page precis 
for management of the basis for Fund policies on 
arrears and rescheduling. Because of the brevity, 
the note is highly selective in the broad area of 
policies surveyed, but we think that it contains 
the main points. A list of references is also 
attached. 

You will notice that recent policies (in 
the SO's) have been defined less by formal Board 
decisions, and more by the Chairman's summings up 
and broad endorsements of conclusions in the 
documents for discussion. Accordingly, the 
descriptions of practice under the "case-by-case" 
approach have assumed more importance, and are 
therefore reflected within. 

Attachment 

cc: Mr. Whit tome _,... 
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External Payments Arrears, Debt Rescheduling, and 
Policies for the Use of Fund Resources 

·Articles of Agreement 

The basic conditions governing the use of the Fund's general 
resources relating to the member's adjustment policies are given by 
Article V, Section 3 of the Articles of Agreement. In summary, the 
conditions are: (1) the use of resources is in accordance with the 
provisions of the Agreement and policies adopted under them; (2) there 
are adequate safeguards that the use will be temporary; (3) balance of 
payments need exists; (4) the use is subject to total access limits; and 
(5) the member has not been declared ineligible to use the resources. 
(4) and (5) are subject to waiver at the Fund's discretion (Article V, 
Section 4), and Article V, Section 3 (a) provides that the Fund may 
"adopt special policies for special balance of payments problems." 

External Arrears Policies 

Policies on external payments arrears assume special significance 
on two counts: (1) arrears are in direct conflict with a provision of 
the Agreement, namely, Article VIII, Section 2; and (2) they are a 
basic manifestation of balance of payments problems •.. The decision taken 
by the Executive Board in 1970 !/ noted that the F'urid' financial 
assistance to those with arrears should be granted on the basis of 
performance criteria or policies similar to those for the approval of 
payments restrictions, i.e., for a temporary period, with a fixed 
removal date and phased reduction. In geheral, the elimination would be 
within the period of the stand-by arrangertient and would be reflected in 
the performance criteria. The policy was!qualified by further 
discussion in 1980, when the Board concluded on the basis of a staff 
paper 2/ that, when payments arrears are iarge, it might not be possible 
to aim-at elimination in the program periQd, and special arrangements 
for renegotiation of obligations might belnecessary. It might not be 
possible, in the early stages of the progtam to go beyond avoidance of 
any further increase in arrears. The dis~ussion also concluded that 

··settlements of arrears should not discriminate between creditors, in 
accordance with Article VIII, Section 3. \ 

! 

Implementation \ 

Implementation·of arrears policies h~s been reviewed annually since 
1982. 11 The most recent review (of progtiams in effect in mid-1986) 
noted that a specific performance criterion for eliminating or reducing 
arrears in accordance with a quantified schedule was included in all 
programs, and that rescheduling was assume~ in all programs. In a few 

.. instances, stand-by ·arrangements were· apprpved in principle pending 
satisfactory arrangements for the financing of an uncovered balance of 
payments gap, and in one case, agreements with creditors were reached in 
principle prior to approval of the Fund artangement. The scheduled mix 
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of settlement of arrears by cash payments or rescheduling has varied in 
accordance with a number of factors, including projected medium-term 
balance of payments developments, and with due regard to conditionality 
guideline No. 4 relating to domestic social and political 

· objectives. 4/ In some cases, planned token cash payments have signaled 
the authorities' intentions of meeting overdue obligations, despite an 
exceptionally weak BOP outlook. In practice, the requirement for 
nondiscriminatory settlements of arrears has not been interpreted as pro 
rata distribution between creditors. 

Rescheduling 

The extent of overall reductions of arrears in Fund arrangements 
has varied in accordance with members' individual external financing 
positions, including targets for less than complete elimination in the 
program period. The adequacy of external financing in Fund arrangements 
was reviewed extensively by the Executive Board in 1984, 5/ in its 
examination of approval in principal of Fund arrangements: It was noted 
in that discussion that until recently programs presented for approval 
did not contain ex ante financing gaps. 6/ However, with the widespread 
interruption of spontaneous private lending since 1982, a number of 
programs for approval have entailed ex ante financing gaps reflecting 
uncertainties regarding rescheduling, concessional aid flows, and 
commercial financing. In some cases, management ha.s-:r,equired explicit 
assurances from creditors on financing during the perfod'0··of the 
arrangement, particularly when it would be difficult or impossible to 
reach understanding on compensating adjustment measures in the event the 
financing was not forthcoming. The Chairman's concluding remarks at the 
1984 discussion stressed the need for intensive consultations with all 
creditors so as to seek reasonable assurances on the financing of the 
program, to permit outright approval. They noted that approval in 
principle would be reserved for exceptional circumstances in which it 
would assist the member in reaching agreement with its creditors. 

Difficulties of ensuring rapid agreement in the creditors' fora 
have marked more recent efforts to complete Fund arrangements. In the 
Paris Club, questions of comparability of treatment have assumed 

-··increased importance. ·There has been an increase in the number of cases 
where lack of comparable action by nonparticipating creditors has posed 
difficulties. 7/ Arrears to nonguaranteed suppliers, which tend to be 
relatively small and diffused, have caused particular problems for 

·coordination. In some of these instances, debtors have made 
'unilateral' offers to individual creditors that are taken up over 
several years; the arrears elimination performance criterion has 
reflected this gradual reduction. 

Commercial banks have increasingly linked disbursements under 
... 

1 
.• c.oncerted packages' not only to Fund, purchases but also to st·ructural 
reforms supported by the World Bank. 8/ Such linkages in loan covenants 
and events of default have frequently-been rigid and mechanical. 
Mustering problems with smaller and. regional banks have become 
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increasingly apparent. The Fund's Article VIII approval policies and 
national bank supervisory policies could be focussed to coerce unwilling 
participants into rescheduling, 9/ by making the arrears collections 
unenforceable or unattractive, but discussion has turned increasingly to 

··exit· arrangements. 

Overdue Obligations to the Fund 

In accordance with Article XXVI, Section 2(a), a member may be 
declared ineligible if it fails to comply with any financial obligation 
to the Fund in the General Department. 10/ A declaration of 
ineligibility suspends the right of thernember to use these resources, 
under Article V, Section J(b)(iv). The member can make no further 
purchases, including in the reserve tranche. In lieu of a declaration 
of ineligibility the Executive Board may limit the use by the members of 
the Fund's general resources (Rule K-2). A declaration of ineligibility 
does not affect a member's rights in the SDR Department or its 
nonfinancial relations with the Fund. 

The Executive Board decided in 1985 that the Fund will not 
negotiate or approve either a stand-by or an extended arrangement for a 
member in arrears to the Fund, and the member may not make purchases 
except in the reserve tranche. 11/ Similarly, in 1986 it decided that a 
member in such arrears cannot use the resources of ,.the .Structural 
Adjustment Facility within the Special Disbursemerrt,:,'A'c'c:'ount. 12/ 
Discussions may continue with the member on other aspects of relations 
with the Fund, such as Article IV consultations or the verification of 
performance criteria, and particularly on the steps the member is taking 
to settle its obligations to the Fund in a timely fashion. In the case 
of the SAF, discussions of the PFP may continue. 13/ Bridging 
arrangements with official creditors or commerciaI"-banks to eliminate 
the arrears have in several instances enabled discussion on use of 
resources to proceed. 

Under the provisions of Article V, Section 7(g) repurchase 
obligations in the General Resources Account can be postponed within the 
outside limit of the installment schedule established under the 
·arrangement by a ·decision of the Executive Board. Postponement of 
repurchase obligations beyond the repurchase period is possible only if 
discharge on the due date would result in exceptional hardship for the 
member and if the longer period is consistent with the temporary use of 
the--general··resources of the Fund. Postponement of repurchase 
obligations related to purchases made in the General Resources Account 
after the Second Amendment of the Articles has been recommended to the 
Executive Board on three occasions only and for brief periods, an4 
within the maximum period specified in the arrangement. 14/ In 1984, 
the Executive Board concluded that there was a "very strong sentiment 
against .. the ... idea that -the Fund should match the rescheduling operations 
of the Paris Club of any other group." 15/ Facilities other than the 
General Accounts (Trust Fund and SAF) contain provisions on postponement 
of repayments. The Fund's Articles provide no authority to the 
Executive Board for postponement of payments of charges. 
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TO: 
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The Acting Managing Director 
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C. David Finch 'and Fran~ois Gianviti 

Fund Jurisdiction in Situations of Incomplete 
Commercial Bank Financing Packages 
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[y' _,_ { 

In accordance with the discussion in our December 23 meeting 
with'· y~u, attached is a revised draft note on this subject responding t·o 
the request by the U.S. authorities. 
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The new first two paragraphs contain a reference to that 
request, and the various disclaimers. It was, felt useful to integrate 
these into the paper itself, and to have a proforma transmittal note. 
In view of the disclaimers,' where the note had overtones of a 
"proposal," we have redrafted accordingly. On page 3 the discussion has 

i' · been broadened to comprehend.refinancing and new money, and there is a 
specific reference to the effects on banks' sharing provisions. There 
is also reference to the fact that the local currency deposits.may be 
sold or swapped. The other main changes are to paragraph 6 to introduce 
some further flexibility into the description of approval policies, and 
to the first sentence of paragraph 7 to indicate that there may well be 
suits against agent banks.· ·,, J'-' J .• 

, . I :r' JJ .J.) vP' 
If ·you wish, we could brie'f · and pas's the note to Mr·. Dallara, \ 1,k~ .,...,:>\,,,. 

or you may wish to do so yourself. In any event, we would propose that ( i.~ '1,..,. 
:-,-,the authorities be requested to notify us beforehand should they wish to J_ "4r-4.L 

cite or to circulate the note outside of u.S. official circles, so tfiat 
'appropriate arrangemenl:s--mrgn-~be"made for informing the relevant 

Executive Directors. 

: Attachment' '·· ·· '. 
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DOCUMENT OF INTERNATIONAL MONETARY FUND AND NOT FOR PUBLIC USE 

To: Members of the Executive Board 

From: The Secretary 

EBS/86/261 
Supplement 1 

CONFIDENTIAL 

December 9, 1986 

Subject: External Payments Arrears of Fund Members, 1985-86 

The .attached supplement is circulated for the information of 
the Executive Directors prior to the Board discussion on Brazil scheduled 
for toioorrow, Wednesday, December 10, 1986. 

Ms. Jul (ext. 8524) is available to answer technical or factual 
questions relating to this paper. 

Att: (1) 



INTERNATIONAL MONETARY FUND 

External Payments Arrears of 
. Fund Members, 1985-86 1/ . 

CONFIDENTIAL 

Prepared by the Exchange and Trade Relations Department 

(In consultation with other departments) 

Approved by C. David Finch 

December 9, 1986 

For those countries for which the information is available· 
(Table 1), estimated arrears to official creditors, excluding the Fund, 
amounte.d to just· under one half of the total external payments arrears 
of the Fund membership in both 1985 and 1986. About ·two· thirds of the 
arrears··to official cred1tors were concentrated in four countries in 

. 1985 and 1986 (Brazil, Egypt, Nigeria, and Sudan). In Brazil and Egypt, 
all arrears were with respect to official creditors. Arrears to other 
than official creditors were even more concentrated, with more.than two 
thirds being accounted for in 1986 by three countries (Nigeria, Peru and 
South Africa). · 

Eleven countries have approached their official creditors for a 
rescheduling or are expected to do so in·.,early 1987 (Argentina, Brazil, 
Egypt, Guatemala, Jamaica, Mozambique, Nigeria, Poland, Somalia, Zaire, 
and Zambia). These eleven countries represent abo1,1t three fourths of 
arrears_ to official creditors. Negotiations with other creditor.s were 
reported for six countries (Bolivia, Morocco, Mozambique, Nigeria, 
Venezuela, and Zambia) that represented about on~ third of these.arrears 
outstanding for which estimates are available. · 

1/ This suppl~ment provides additional background material for 
"Eiternal Payments Arrears of Fund Members, 1985-8611 (EBS/86/261, 
11/24/86). It also updates the data_ presented_ in Appendix TabLe I of 
EBS/86/26i (see ~eco~d table attached). 
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Table 1. External Payments Arrears of Fund Members, 
by Type of Creditor 

{In millions of SDRs; end of period) 

1985 1/ 1986 1/ 
Official Other Official Other Member 

Country Creditors Creditors ?:J Total Creditors Creditors ?:J Total 

Antigua and 
Barbuda 

Argentina 
Benin 
Bolivia 
Brazil 
Burkina Faso 
Central African 

Republic 
Chad 
Comoros 
Congo 
Costa Rica 
Dominican Republic 
Egypt 
El Salvador 
Equatorial Guinea 
The Gambia 
Ghana 
Grenada 
Guatemala 
Guinea 
Guinea-Bissau 
Guyana 
Haiti 
Honduras 
Jamaica 
Liberia 
Madagascar 
Mali 
Mauritius-
Mexico 
Morocco 
Mozambique 
Nicaragua 
Nigeria 
Paraguay 
Peru 
Poland 
Romania 
St. Lucia 
Sao Tome & Principe 
Senegal 
Sierra Leone 
Somalia 
South Africa 
Sudan 
Suriname 
Tanzania 
Uganda 
Venezuela 
Viet Nam 
Western Samoa 
Yugoslavia 
Za:l'.re 
Zambia 

275 

173 
2,299 

5 
7 

3,371 

19 
3 

73 

65 
84 

60 
650 

1,918 
44 

512 
620 

77 
42 

1,279 

64 
591 
546 

65 
495 

1,289 

749 

25 
87 

87 

140 

460 

11 
188 

36 
54 

164 
188 

1,684 
88 

2,326 
20 

199 

6,094 
590 

8 
2,144 

126 

36 
586 

22 
1,564 

156 
922 

2,299 
64 

4 
55 

4 
230 

30 
94 

3,371 
87 

3 
54 

159 
3 

533 
346 

26 
643 

11 
188 · 
101 
138 

73 
4 

119 

224 
838 
633 

3,602 
132 

2,838 
640 

1 
11 
26 

276 
42 

6,094 
1,869 

61 
581 
72 

2,735 
672 

1 
1,477 

101 
1,081 

914 

46 
3,200 

79 

14'0 
3,946 

5 
5 

87 

288 
137 

76 
1,028 

3,007 
63 

824 
723 
58 

16 
65 

1,396 

536 
595 

40 
120 

Source: National authorities and Fund Staff Estimates. 
1/ Most recent data available 

734 

785 

22 

41 

29 

174 

421 

12 
172 

21 
110 

380 
297 

2,369 
38 

3,815 
41 

225 

7,850 
566 

1,659 
137 

19 
571 

26 
1,648 

169 
831 

3,200 

58 

101 
109 
181 

3,946 
29 

4 
79 

179 
5 

508 
191 

657 
12 

172 
309 
247 

456 
1,325 

5,376 
101 

4,639 
764 
58 

1 
9 

241 
65 

7,850 
1,962 

611 

2,195 
732 

1 

59 
691 

~ Including officially guaranteed private sector obligations in arrears 
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Table 2. &ternal Payments Arrears CAJtstand.lng, 197fr-1986 ]! 
( In millions of Sills; en! of period) 

1985 Arrears ae 
percentage cl. 

1976 1977 1978 1979 198J 1981 1982 1983 1984 1985 lf 1986 ¥ 1984 
Imports 

Afghanistan X X X X X X X 
Antigu,. and Barbuda - - - 1 2 3 8 14 19 22 26 19 
Argentina* - - - - - - 6,590 13,105 19,674 1,564 1,648 34 
Belize* - - - - - .:_ - 5 6 - - -
Benin - - 22 - - 11 49 89 156 169 (iJ 
Bolivia - - - 12 126 le11 228 438 727 922 831 200 
Brazil - - - - - - - 2,235 - 2,299 3,200 19 
furlcina Faoo - - - - - 13 25 27 37 64 33 
Central African Rep.,bllc* 35 39 8 42 63 43 45 28 12 4 - 3 
Clad 9 9 5 4 9 37 42 48 51 55 .58 46 
Caooros - - - - - 1 1 2 3 4 13 
Coq;:o 4 4 23 31 14 34 l) 62 97 2]) 101 36 
Costa Rica* - - - - 234 565 1,007 38 219 l) l09 3 
rote d'Ivoire* - - - -, - - - 174 53 - - -
Daninican Republic>' 11 - - 33 ll7 272 396 211 !01 94 lBi 6 
&uador<' - - - - - - 191 97 (iJ - - -
Egypt 312 862 - - - - - - 3,371 3,946 29 
El Salvador - - - - 45 8J 8J 53 99 87 29 10 
Eqw tori al Guinea* - - - - - 2 9 20 43 29 1 81 
Gabon - 4]) 339 - - - - - - - -
The Gambia - - - - 9 20 12 43 52 54 79 . ,I 

Glana* 192 201 393 324 269 4'0 524 4a:, 237 159 179 26 
Grenada X X 2 1 - - - 1 2 3 5 5 
OJatenela - - - - - - 261 273 ~ 533 503 46 
lliirea 90 119 151 90 87 123 V7 225 287 346 191 87 
lliinea-Bissru 7 7 8 5 2 5 9 14 lB 26 43 
lliyans - 27 V 22 34 101 220 :111 546 643 657 lX) 
lhlti - - - - - lB 19 8 2 ll 12 4 
Honduras - - - - - 12 52 99 172 188 172 22 
Jamica* - 22 48 42 89 39 - 86 112 101 'X1} 9 
Liberia* - - - - - JO 2 14 22 138 247 34 
Madagascar<' 5 7 11 13 175 103 213 96 81 73 20 
Mali* - 11 lB 27 38 54 31 9 - 4 - 2 
Mauritania* X 9 23 15 28 20 37 55 105 119 - 38 
Mexico - - - - - - 1,2'0 267 - - -
Morocco* - - - - - - 253 - 127 224 456 6 
Mozambiqt.e - - - - - - - 285 751 838 1,325 155 
Nicaragi.e - - 58 363 621 453 393 489 641 633 87 
Nigeria - - - - - - 1,948 4,3fiJ 4,903 3,907 5,376 49 
Paraguay - - - - - - - 86 94 D2 101 12 
Peru ill - - - - 21 1,420 2,838 4,639 126 
Philippines* - - - - - - - 1,565 2,744 - - 17 
Poland 64o 764 
Ranan1a - - - - - 981 352 - - - 58 
St. lllcia - - - - - - - X 1 1 1 
Sao Toue & Principe - - - - - 9 8 9 6 ll 9 39 
Senegal* - - - - 7 12 - - - 26 - 3 
Sierra l.eore 4 15 25 39 55 llJ 20) 2'0 236 2~ 2(8 191 
Sanalia - - - D 35 "° !O 79 120 42 65 10 

South Africa - - - - - - - - - 6,(1.14 7,8~ 28 
Sulan 241 572 ':87 878 848 1,293 1,428 1,121 963 1,869 1,962 156 

·surinmre - - - - - - - - 44 61 - 17 
Tanzania 4 2 55 126 254 294 364 516 7rfl 581 611 67 
Togo* - 8 34 21 22 64 162 1 4 
Turkey 202 1,710 1,523 1,769 1,266 275 - - -
Uganch 29 21 63 68 172 ill 113 75 (iJ 72 15 
Venezt.ela - - - - - - 748 3,916 4,518 2,735 2,195 22 
Viet Nan - - - - - 32 227 Id, 639 672 732 37 
lsestem Samoa - - - - 1 9 D 3 2 1 1 2 
Y~slavia* - - - - - - 295 - - 1,477 - 15 
Zaire* 385 671 9~ 1,118 4~ 5):) 848 372 181 101 ':B 15 
ZaDbia* 223 394 496 1?.!. 461 ~ 725 5'!1 568 l,c:61 691 153 

Total 1,753 5,140 4,%2 5,4]) 5,553 6,835 19,584 32,748 42,557 35,635 

Mennran:lun item: 
Aggregate arount resched-

uled in each )'!Ml! 334 457 2,222 4,462 3,769 1,893 5,525 67,585 37,491 llB,517 

Sources: Nltional authorities mxl Fund staff est!rlBtes. 
]! The table smws data 01 rountries l<ncwn to ltlve had external paJ'Il"llts arrears in sny )'!al" drrirg the period 197fr-1986 or other dates indicated 

in tre footnotes, Oefaults, i ,e ., paym,nts arrears incurred by goverments pirticipatiq;: in c:oom:,n central berlc arrs'l:em,nts (Barie. of Oantral African 
States (BFAC), Central Bank of Wast African States (BCl'JJJ), mxl F.astem Ceribp,an Central Barie (EClll)) n!Sulti~ fran the goveninent'a.inability ID 
obtain dooestic currency with which to purchase needed foreign e,:change fmu the aJIIIIICll central bank, as well ae those incurred by the goverrment or a 
govemrent entity wiose flnarcial q,erations fo1111 part of the b.rli,,tary process, are 1ncl.u:led 1n these fi&ures, In the fomier caee, since it is mt 
possible to disti'l:'llsh beaaeen dooestic mxl external arrears, total arrears are shown. 
Y Most recent est:lnates pvailable; where. em-year data are mt available, data at the em of the IID9t rece,t period are med ID arrive at totals. 
lf hwrnts are with respect to creditors in Fur<! nii,nber couitries an! inch.de reschedulirg of arrears mxl service obllgatiore rot yet due. 

Symbols: * Financial progr'"'1 supported by use of Fund IeBOUrces in effect in December 1985 (i.ncluiir« arr8llg81211ts rnder "'11ch p.ircl,ases luve been 
suspen:led). x Arrears less than SlR 0.5 million. 
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Of /ice Memorandum 
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TO: 

FROM: 

· lvg 

Heads of Departments, AFR, ASD 
EUR, MED, SEC, WHD 

c. David Finch~ 

December 5, 1986 

&!~"J_ -:, ,-.-t ..... , 
~ ~r-

As indicated in the attached memorandum, your comments to 
Ms. Jul (ext. 8524) by noon, Monday, December 8, including any further 
available data, would be very much appreciated. 

Attachment 



Of /ice Memorandum 

TO: The Managing Director 
The Deputy Managing Director December 5, 1986 

FROM: C. David Finch-u? 

SUBJECT: External Payments Arrears of Fund Members, 1985/86 

In response to a request by Mr. Kafka made to the Deputy 
Managing Director, and our discussions with Mr. Kafka this week, we have 
prepared the at·tached supplement to the paper on this subject 
(EBS/86/261) that was issued to the Executive Board on November 24. 

The short supplement, which is for your approval, was 
requested by Mr. Kafka for issuance prior to the Brazil Board meeting 
scheduled for Wednesday, December 10. The data therein disaggregating 
members' arrears by official and other creditors has in most instances 
been prepared with the assistance of area departments. In order to meet 
the timetable as requested we are circulating the draft simultaneously 
to departments for their comments, and would appreciate your reaction as 
soon as possible. 

Attachment 

cc: Heads of Departments, AFR, ASD, EUR, MED, SEC, WHD 
Mr. Brown 



INTERNATIONAL MONETARY FUND 

External Payments Arrears of 
Fund Members, 1985-86 ]j 

Prepared by the Exchange and Trade Relations Department 

(In consultation with other departments) 

Approved by C. David Finch 

December , 1986 

For those countries for which the information is available (Table 

1), estimated arrears to official creditors, excluding the Fund, 

amounted to just under one half of the total external payments arrears 

of the Fund membership in both 1985 and 1986. About two-thirds of the 

arrears to official creditors were concentrated in four countries in 

1985 and 1986 (Brazil, Egypt, Mozambique, and Sudan). In Brazil and 

Egypt, all arrears were with respect to official creditors. Arrears to 

other than official creditors were even more concentrated, with two 

thirds being accounted for in 1986 by two countries (Peru and South 

Africa). 

Negotiations with official creditors were reported to be underway, 

or expected to commence in early 1987, for nine countries representing 

almost two-thirds of the total arrears outstanding to those creditors 

(Brazil, Egypt, Guatemala, Jamaica, Mozambique, Poland, Somalia, Zaire, 

and Zambia). Negotiations with other creditors were reported for four 

countries (Bolivia, Morocco, Mozambique, and Zambia) that represented 

just over one-third of these arrears outstanding for which estimates are 

available. 

1/ This supplement provides additional background mate~ial for 
"External Payments Arrears of Fund Hembers, 1985-86" (EBS/86/261, 
11/24/86). It also updates the data presented in Appendix Table I of 
EBS/86/261 (see second table attached). 
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tbepaamj (12/4/86) 
Table l. External Payments Arrears of Fund Members, 

by Type of Creditor 

(In millions of SDRs; end of period) 

1985 1/ 1986 1/ 
Member Official Other Official Other 
Country Creditors Creditors :Y Total Creditors Creditors 

Antigua and 
Barbuda 21 

Argentina 275 1,289 1,564 175 734 
Benin 156 
Bolivia 173 749 922 195 785 
Brazil 2,299 2,299 3,200 
Burkina Faso 64 
Central African 

Republic 4 
Chad 55 
comoros 4 
Congo 212 
Costa Rica 5 25 30 ... 
Dominican Republic 7 87 94 140 41 
Egypt 3,371 3,371 3,946 
El Salvador 87 87 29 
Equatorial Guinea 29 
The Gambia 54 
Ghana 19 140 159 5 174 
Grenada 1 
Guatemala 73 .460 533 87 421 
Guinea 346 
Guinea-Bissau . . . ... 26 . .. . . . 
Guyana 643 ... 
Haiti 11 
Honduras 188 188 172 
Jamaica 65 36 101 288 21 
Liberia 84 54 138 137 110 
Madagascar 73 ... 
Mali 4 
Mexico 
Morocco 60 164 224 76 380 
Mozambique 650 188 838 1,028 297 
Nicaragua . . . ... 633 . .. . .. 
Nigeria 3,861 
Paraguay 44 88 132 63 38 
Peru 512 2,326 2,838 824 3,815 
Poland 620 20 640 745 19 
Romania 
St. Lucia 1 
Sao Tome & Principe 11 
Senegal 26 
Sierra Leone 74 198 272 96 198 
Somalia 42 42 65 
South Africa 6,094 6,094 7,850 
Sudan 1,488 590 2,078 1,691 566 
Suriname 61 
Tanzania ... . .. 581 . .. . .. 
Uganda 64 8 72 ... . .. 
Venezuela 4,827 
Viet Nam 515 68 583 757 101 
Western Samoa 1 
Yugoslavia. . .. . . . 1,477 . .. . . . 
Zaire 65 36 101 40 19 
Zambia 495 586 1,081 120 571 

Source: National Authorities and Fund Staff Estimates. 
1/ Most recent data available 

2/ Total 

909 
169 
980 

3,200 

60 

175 
109 
181 

3,946 
29 

1 
79 

179 

508 
191 
. .. 
657 

172 
. 309 

247 

456 
1,325 . .. 

101 
4,639 
, 764 

85 

9 

294 
65 

7,850 
2,257 

611 

4,864 
858 

1 
. .. 
59 

691 

2/ Including officially guaranteed private sector obligations in arrears 



Table 2; External PaY""nts Arrears llltstandl.ng, 1976-1986 Ji 
( In millions of SllRs; en:! of ~riod) 

,, 

. 
1985 Arrears as 

percentage of 
1976 19n 1978 1979 198'.l 1981 1982 1983 1984 1985 3/. 1986 3/. 1984 

Inqx,rts 

Afghanistan X X X X X X ·x 

Antigua and llarbuoo - . - - - 1 2 3 8 14 19 21 14 
Argentina* - - - - - - 6,5'l1 13,105 19,674 1,564 ~ ~ 

llelize* - - - - - - - 5 6 - - -
Benin - 22 - - 11 1,9 89 156 169 64 
Bolivia - - - 12 126 10', 228 438 727 922 . 98'.l 200 
Brazil - - - - - - - 2,235 - 2,299 3,250 19 
llurldm Faso - - - - - 13 25 27 37 64 ·~·· 33 
Central African Republic*· 35 39 8 42 63 43 45 28 12 4 - 3 
(l,aj 9 9. 5 4 9 37 42 48 51 55 !lJ 46 
Oxooros - - - - - 1 1 2 3 4. 13 
(bngo 4 4 23 31 14 34 )) 62 97 212 175 33 
Costa Bica* - - - - 234 565 1,007 38 219 · )) 10'.I 3 
Cote d'Ivoire* - - - - - - - 174 53 - - -
fuminican Rep,blic* 11 - - ]] 37 54 165 137 5:)1 94 lBl 6 
.F=ador" - - - - - - 191 97 (0 - - -
Egypt 312 .862 - - - - - - 3,371 3,946 29 
El Stlvador - t: - - 45 8) 8'.l 53 99 87 29 10 
Equatorial Guinea* - - - - 2 9 20 43 29 1 81 
Gabon - 4)) 339 - - - - - - - -
The Gambia - - - - 9 20 12 43 52 54 79 57 
Gh3n;;k 192 2Ql 393 324 269 440 524 ,,20 237 159 179 26 
Grernda X X 2 1 - - - 1 1 1 2 
G.13.temtla - - - - - - 261 273 500 533 SC8 46 
QJinea 'l:) 119 l5l 'l:) 87 123 J77 225 287 346 191 IJl 
Qrlnea,-Bissau 7 7 8 5 2 5 9 14 1B 26 43 
Q,yana - 27 ]] 22 34 101 220 391 546 643 657 300 
Haiti - - - - - 1B 19 9 3 ll 3 
lloru:luras - - - - - 12 52 99 V2 188 V2 22 
Jamaica* - 22 48 42 89 39 - 86 112 101 '!l:J) 9 
Ule:cia* - - - - - 10 2 14 22 138 247 ~· 
Madagascar' 5 7 ll 13 175 103 213 96 81 73 ... 20 
Mali* - ll 18 27 38 54 31 9 - 4 - 2 
Mauritania* X 9 23 15 28 20 37 59 !(fl 

Mexico - - - - - - 1,240 267 -
Morocco* - - - - - - 253 - 127 224 456 6 
Mozambiqre - - - - - - - 285. 751 838 1,325 155 
Nlcaragw - - 58 363 621 453 393 489 641 633 87 · 
Nigeria - - - - - - 1,948 4,3(0 4,903 3,861 48 
Paraguay - - - - - - - 86 94 132 101 12 
Peru 115 - - - - 21 1,420 · 2,838 4,639 126 
rtdJ.i p¢nes* - - - - - - - 1,565 2,744 - -
Poland 6<IO 764 
Ronmia - - - - - 981 352 - - - 85 
St. Lucia - - - - - - - X 1 1 1 
Sao TOl!la & Princi p, - - - - - 9 8 9 6 11 9 39 
Senegaj,* - - - - 7. 12 - - - 26 - .. 3 

Sierra I.eore· 4 15 25 39 55 113 200 240 236 272 294 192 
Somalia. - - - 13 35 l!J j) 79 120 l{l. 65 10 
South Africa - - - -· - - - - - 6,094 7,8.'.i) 28 
Sorum 241 572 597 878 848 1,293 1,428 1,121 963 2,078 2,257 156 
Suriname - - -· - - - - - 44 61 - 17 
Tunzanta 4 2 55 126 254 294 364 516 7r:E 581 611 67 
Toge!' - 8 34 21 22 64 162 l 4 
Turkey 202 1,710 1,523 1,769 1,266 275 - - -
Uganda 29 21 63 68 J72 1)) 113 75 ID 72 l5 
Venezuela - - - - - - 748 3,916 4,489 4,827 4,864 38 
Viet Nan - - - - - 33 224 38) 582 583 858 32 
Western Samoa - - - - 1 9 13 3 2 1 1 2 
Ylll!Oslavia* - - - - - - 295 - - 1,4n 15 
Zaire* 385 671 950 1,118 4~ 5)) 848 372 lBl lOl 59 15 
Zambia* 223 394 496 351 461 ."(I) 725 597 568 l,ctll 691 153 

Total 1,753 5,140 4,962 5,414 5,453 6,617 19,353 32,653 42,473 37,663 

Mem:iranduu item: 
Aggregate a:nount rascned-

uled in each }'ear }/ 334 457 2,222 4,462 3,769 1,893 · 5,525 67,585 37,491 llB,517 

Sources: Nitional authorities and Tund staff estimates. 
1/ '!he table soows do.ta on countries l<n.- tn have had external payments arrears in any year during t:ha period 1976-1986 or oth!!r dates miicated 

in-the footnotes. U!faults, i.e., paym,nts arrears incut'red by governmnts participatirg in cOOIIDn central bank arrargeirents (Bank of Central African 
States (BEAC), Central Bank of \.est African States (BO'J,O), and F.astern Caribbean Central llank (ECCB)) resulting £ran the govemrent's inability to 
obtain dcmastic currency w:L th ..tdch to purchase needed fore~ exchange fr(J)l tl:E camnn central bank, as well as those incurre:I ey the govemlE!lt or a 
govemnent entity ..tiose financial operations foan part of t:re lnlgetary process, are incluled in these figures. In the forner case, since it is rot 
in,sible to distinguish beaaeen daoostic an:I external arrears, total arrears are stn.n. 
Y Most recent estimates available; where eoo-:year data are rot available, data at the end. of the m,st recent p,riod are med to arrive at totals·. 
3/ hn:Junts are with respect to Fund IOO!llter creditors an:! inclule resch!!dulirg of arrears an:! service obli~tions not yet due. 

S~bols: * Financial progran supported ey use of Fl.ind resources in effect in U!canber 1985 (inchxting arrangaJ>ents lllder ..tdch p,rchases rave teen 
suspeooed). x Arrears less than sm 0.5 million. 
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EBS/86/261 

CONFIDENTIAL 

November 24, 1986 

To: Members of the Executive Board 

From: The Secretary 

Subject: External Payments Arrears of Fund Members, 1985-86 

There is attached for the information of the Executive Directors 
a paper on the external payments arrears of Fund members for the period 
1985-86. 

Mr. Quirk (ext. 8520) is available to answer technical or 
factual questions relating to this paper. 

Att: (1) 
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November 21, 1986 

I. Introduction 

This paper is the fourth in a series reviewing developments 
relating to external payments arrears of Fund members and the 
implementation of Fund policies in assisting members to eliminate this 
particular form of exchange restriction.!/ It presents updated 
information that is available for the period 1985-86, and reviews the 
treatment of payments arrears within stand-by and extended arrangements 
in effect as of mid-1986, _and within the contex~ of Fund jurisdiction 
under Articles VIII and XIV. The paper discusses the relative emphasis 
accorded to cash payments and the rescheduling of external obligations 
in setting targets for reducing arrears, and reviews other criteria 
relating to the elimination or re-emergence of arrears in the context of 
the use of Fund resources. 

II. Developments in the Arrears Situation 

In contra-st to the rapid and sustained build-up of members' 
external payments arrears in recent years, 1985 witnessed for the first 
time a reduction in members' aggregate arrears to SDR 36 billion at end
year, from SOR 42 billion at end-1984 (Appendix Table 1). !I At this 

1/ See "External Payments Arrears of Fund Members, 1980-81 11 

(EBS/82/57, 3/31/82), "External Payments Arrears of Fund Members, 1981-
8211 (EBS/83/12, 1/12/83), and "External Payments Arrears of Fund 
Members, 1982-8311 (EBS/84/155, 7/26/84). 

2/ The Fund's data on members' payments arrears comprehends arrears 
which have been caused by exchange restrictions on current payments or 
transfers as well as arrears on financial obligations of which the 
obligor is the government or a resident in the country in question and 
which are overdue for balance of payments or fiscal reasons. Payments. 
arrears evidence an exchange restriction under Article VIII, Section 
2(a) and Article XIV, 'Section 2 when the authorities of a country are 
responsible for undue delays in approving applications or in meeting 
bona fide requests for foreign exchange for ~urrent international 
transactions, as defined in Article XXX (d). When a government or a 
government entity whose financial operations form part of the budgetary 
process fails to meet an externat·payments obligation due to a-lack of 
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level, the arrears were equivalent to just over4 percent of non-oil 
developing countries' external debt. Several factors can be identified 
for the departure in 1985 from the rising trend of Fund members' extern
al payments arrears. 1/ First, in order to strengthen their balance of 
payments positions, members in many instances implemented adjustment 
programs supported by the Fund. that incorporated a reduction of external 
arrears through cash payments. Cash payments against arrears are 
estimated to have risen from SDR 2 billion in 1984 to SDR 6 billion in 
1985. Second, and also related to the adoption of adjustment measures, 
the total amount of external obligations rescheduled or refinanced rose 
threefold to SDR 119 billion in 1985 from SDR 37 billion in 1984 
{SDR 68 billion in 1983). Of the total rescheduling of members' 
external payments obligations in 1985 9 SDR 18 billion was of obligations 
already in arrears, compared to SDR 3 billion in 1984. 2/ 

On an individual country basis, the largest absolute change in 
outstanding arrears from end-1984 to end-1985 was the SDR 18 billion 
reduction in Argentina, of which one quarter was attributable to cash 
payments. On the other hand, in response to a withdrawal of short-term 
credit lines by some U.S. banks, South Africa imposed a moratorium on 
certain foreign debt repayments falling due, leading to arrears of 
SDR 6 billion by end-1985. Other major developments included the 
elimination of arrears by the Philippines in 1985 froin a peak of 
SDR 2.7 billion in 1984, and the reincurrance of arrears by Brazil. 
Nearly one half of the total stock of arrears outstanding at end-1985 
(SDR 36.2 billion) were accounted for by five countries--South Africa, 

2/ (cont'd from p.l) domestic currency, the resulting arrears are 
considered to be defaults rather than payments arrears that evidence 
exchange restrictions. Similarly, payments arrears incurred by member 
governments of a common central bank are treated as defaults when they 
are due to the government's inability to obtain domestic currency with 
which to purchase needed foreign exchange from the common central 
bank. Although the above distinction is relevant for the purposes of 
Articles VIII and XIV, in the context of the Fund's policies on the use 
of its resources, defaults and other forms of arrears involving current 
and capital payments are viewed as having the same broad macroeconomic 
character and consequences, and are therefore treated in the same manner·. 

1/ Partial data that are the most recent available for 1986. indicate 
that this reduction may not have continued (Appendix Table 1). A 
striking feature of the experience with external payments arrears in 
recent years has also been the continued increase in overdue financial 
obligations to the Fund. The outstanding amount at the end of 1983 was 
SDR 60.3 million, which rose to SDR 668.6 million by end-March 1986. 
For detailed information, see EBS/86/98 (April 28, 1986),."0verdue 
Financial Obligations to the Fund"-:--Six-Monthly Report. 

2/ By rescheduling of arrears is meant the establishment of new 
contractual arrangements for external arrears with new maturity 
profiles. Temporary postponements and mot"atoria are not regarded by the 
Fund as eliminating the at"rears (EBS/83/12, l/12/83i page 12), ·~ 
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SDR·6.l·bi'llion; Nigeria, SDR 3.9:bitliori; 1/ Egypt, SDR 3.2 billion; 
Peru~·· SDR 2°.6 billion; ahd Br·a·zil, SDR 2.1 billiori. 

Irt contrast to the: reduction in aggregate amounts, the number of · · 
Fund members with external payments arrears at endl-1985 was virtually 
unchanged at 52 members (including a new member, Poland). As noted in 
earlier papers in this series; once incurred', arrears have proven 
difficult' to' e'radicate; Only 10 ·out of the 62 Fund members incurring· 
payments afrea'.rs at ·some point during 1976.-85 have managed to eliminate 
them. Only 9 atl:ier countries registered a steady decline over several 
years, and over-•30 countries have'experienced· almost continuously rising 
arrears. Moreo:ver·, four countries ·that· had eliininated payments 'arrears·· 
in earlier years incurred new arrears ·in' 1985 (Brazil, Mali, Senegal, 
and Yugoslavia),;; and South Africa incurred arrears for the first time in 
1985. %,. · 

) 

Five countries eliminated payments arrears in 1985 (Belize, ·Cote 
d'Ivoire, Mauritania, Philippines, and Togo). Of those five countries, 
three (Belize, Mauritania, and the Philippines)settled their arrears 
through a combination of reschedulings and cashp~yments (Appendix 
Table 2), whereds two ('Cote· d 'Tvoire and Togo) se'ttled their arrears 
through cash· ·payments only. · Another 15 · countr.ies reduced their payments 
arrears in 1985 ~~: Of these, 8 countries for whoin data is available used 
a combination of reschedulihgs and· cash payments (Argentina, Centr.al 
African Republic, :Costa :Rica·, Dominican Republic, Equatorial Guinea, 
Somalia, Venezuela, and Western'Samoa), while three countries·(Ghana, 
Madagascar, arid Zaire) reduced.their arrears.through cash payments 
alone. However·, of these latter' instances, only in Ghana was the cash 
payment significant, representing about one quart'er of arrears out
standing. The mix of rescheduling and cash payments has largely 
reflected the extent arid duration of the :arrears' problem. Where inter
national reserves:.: have· been already- severel'y eroded,' or the arrears have 
been largely a result of maturity "bunching," rescheduling has tended to 
be the predominant method. · 

, Arrears are o'ne manifestation of a broader phenomenon of deviations 
frorri scheduled external payments obligations. The extent of such over-·· 
all deferrats-ofpayments obligations canbe/measured by aggregating 
arrears and .. outstanding'amounts rescheduled, net of estimated repayments 
in respect of rescheduled amounts (the sum of lines (a) and (c) in 
Appendix Table 3). Despite a smaller increase in 1984 than those in 
previous years, overall deferrals of external contractual obligations 

1/ Nigeria has recently ·adopted an economic program·arid reached 
agreement for restructuring arrangements which are ~imed at eliminating 
external arrears by end-1986; · ··· 
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almost doubled in 1985, to US$236 billion, 1/ or 28 percent of non-oil 
developing countries' debt at end-1985--up from 16 percent at end-1984 
and 14 percent at end-1983 (Chart 1). Servicing equivalent to over one 
quarter of outstanding non-oil developing country debt had therefore 
departed from original contractual arrangements by end=l985. 

The maintenance of external payments arrears and the ensuing 
disorderliness in financial flows creates serious difficultries for 
debtor countries. The resulting loss of creditworthiness not only 
restricts debtor countries I access to normal external finan,cing but also 
increases the cosi of international credit. Prompt elimin~tion of 
external payments arrears in the context of a stabilizatioq program and, 
where applicable, restructuring arrangements, is therefore,:crucial to 
restore the creditworthiness of the country so as to attr~ct the new 
financial flows necessary to support renewed growth of domestic income 
and output and the debt servicing capacity of the country on a 
sustainable basis. 

Information on payments arrears for 1984 and 1985 in1terms of the 
type of payments categories involved (imports, invisibles~ or the 
capital account) has been compiled for 27 countries (Appendix 
Table 4). At the end of 1985, arrears relating to payments. for 
international trade in goods and services accounted for about one-half 
of total arrears for which the corresponding balance of payments 
categories are identified, up from one-third in 1984. As noted in the 
previous report, this type of arrears has not only impeded the normal 
flow of short-term trade finance, but has led some countries to favor 
relatively inefficient bilateral trade financing schemes, including 
countertrade arrangements. 

III. Implementation of Fund Policies 
in Programs in Support of Use of Resources 

l. Performance criteria 

In accordance with the policies approved by the Executive Board on 
October 26, 1970, 2/ in approving requests for the use of ite resources 
the Fund has continued to require that existing payments.arrears be 
eliminated, or at least reduced, during the program period. External 

1/ About three quarters of the end-1985 total was accounted for by 
the following 11 countries: Argentina US$17 billion; Brazil US$11 bil
lion; Chile US$10 billion; Ecuador US$6 billion; Mexico US$69 billion; 
Philippines US$6 billion; Poland US$19 billion; South Africa US$6 bil
lion; Turkey US$5 billion; Venezuela US$20 billion; and Yugoslavia US$6 
billion. With the exception of Poland, South Africa, and Turkey, all 
countries are classified by the Fund as heavily indebted. Mexico alone 
accounted for over one quarter of the total. Ecuadorp Mexico and 
Venezuela have signed multi-year restructuring agreements in the last 
two years. 

2/ Executive Board Decision No. 3153-(70/95). 

., 
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Chart 1. 

Payments Delayed and Deferred.by Fund Members 1978-1985 
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Sources: World Bank, World Debt Tables 1983-84; OECD, External 
Debt of Developing Countries, 1984; IMF International Financial 
Statistics (various issues); and staff estimates. 

1/ Public and publicly-guaranteed debt. 
2/ Sum of arrears and cumulative rescheduled amounts, net of 

estimated payments in respect of rescheduled amounts (stocks as of 
end of the indicated year). 

3/ From Appendix Table 1. 
4/ Amounts rescheduled in each year (flows) are with respect to 

.ODA countries and major private creditors (See Appendix Table 3). 
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payments arrears for the purposes of performance criteria in Fund 
programs may·be defined as all overdue external financial obligations, 
including those not evidencing restrictions subject.to Fund jurisdiction 
under Article VIII of the Articles of Agreement~·· Overdue obligations 
remaining after general agreements for.their rescheduling or refinancing 
have been reached, pending completion of bilateral agreements, are not 
defined as external payments arrears·forc·these purposes. Among the 21 
members that ·had a stand-by arrangement 1/ in effect with the Fund as of 
June 30; 1986, 13 countries had external-payments arrears at the time of 
program approval: Argentina, Bolivia, Central African Republic, Coi:e · 
d'Ivoire, Equatorial Guinea, ·Guinea, Mali, ·Morocco, Philippines, 
Senegal, '!:J Somalia, Zaire, and Zambia (Appendix Table 5). 

a. Reduction and elimination of arrears as a·performance criterion 

In all countries with programs in effect in mid-1986, a specific 
performance criterion was included in the prograqi for eliminating or 
reducing outstanding payments arrears during or by the end of the 
program period, in.accordance with a quantified schedule. 

It is often difficult to determine the level of·external payments 
arrears at the time the program is formulated, and understandings under 
the adjustment program can be impaired if external arrears turn out to 
be greater than originally anticipated at the time the arrangement was' · 
formulated, or if new arrears are incurred during the·program period. 
For these reasons, performance criteria other than for outright elimina
tion of arrears have in practice specified amounts of arrears reductions 
in termsof flows, so that regardless of the initial level of arrears, 
observ.ance is assessed through nominal reductions of arrears by at least 
the amount included in the authorities' statements or supporting 
documents submitt·ed to the Executive Board. 

' In relation to the overall amount of arrears and the size of Fund 
drawings, provisions for reductions of arrears have varied in accordance 
with the memb'ers' individual positions. In 10 of the 13 instances, the 
programs incorporated targets or prior action for full elimination of 
the arrears within program period; in eight of these cases, the elimina
tion was to occur within the first year of the program period. In two 
remaining instances (Guinea and Zaire), the targets were for less than 
full elimiaation. 

1/ There were no extended arrangements ineffect·as·of June 30, 1986 
fo; any country with external payments arrears. Argentina's and 
Equatorial Guinea's stand-by: arrangements both expired on June 30, 1986, 
and the arrangement of the Philippines was cancelled effective June 9, 
1986. . 

2/ In the·. case of Senegal,. external· payments arrears were incurred 
after the stand-by arrangement was approved by the Executive Board (in 
January 1985). Their elimination by the end of June 1986 became a 
performance criterion at the time of the third review bf the stand-by 
arrangement. 
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As noted in the earlier reports on members' arrears, provisions for 
counterpart deposit requirements have been important in several in
stances in sterilizing liquidity for repayments, and also in providing 
more comprehensive information on arrears. The counterpart deposit 
requirement was not specifically incorporated as a performance criterion 
but was implemented in association with Fund~supported programs in four 
countries (Argentina, the Philippines, Zaire, and Zambia). 1/ In other 
instances (Bolivia and Somalia), in which public sector arrears pre
dominated, governments have maintained their own records and provided 
liquidity from fiscal sources and a counterpart deposit requirement has 
not been applied. In the third group comprised of members of a common 
central bank arrangement (Central African Republic, Cote d'Ivoire, 
Equatorial Guinea, Guinea, Mali, and Senegal), because the local cur
rency is convertible, public sector arrears also predominated, and a 
counterpart deposit requirement was not applied. 

b. Avoidance of new arrears as a performance criterion 

When payments arrears involve restrictions on payments and 
transfers for current international transactions, the avoidance of new 
external payments arrears was stipulated in all stand-by arrangements in 
the form of the "standard" performance criterion to the effect that the 
member intends not to impose new or intensify existing exchange 
restrictions on payments and transfers for current international 
transactions. In instances where defaults (which are not considered 
evidence of exchange restrictions) have emerged in the past, stand-by 
arrangements may also include a specific performance criterion to the 
effect that no new external payments arrears on public and publicly 
guaranteed short-, medium-, or long-term debt service obligations or on 
publicly guaranteed commercial credit will be incurred. In the case of 
those 6 members which share a common currency and a common central 
bank and which had an arrangement from the Fund, 2/ a separate 
performance criterion relating to the accumulation of domestic arrears 
was included, in addition to the "standard" criterion. 3/ In three 
cases (Central African Republic, Equatorial Guinea, and-Togo) 9 the 

1/ Morocco is presently in the process of introducing such a 
requirement. 

2/ Central African Republic and Equatorial Guinea are both members of 
the Bank of Central African States (BEAC), and Cote d'Ivoire, Mali, 
Senegal and Togo are members of the Central Bank of West African States 
(BCEAO). 

3/ As explained in footnote 1 on page 2, payments arrears incurred by 
go;ernments participating in a common central bank are treated as 
defaults rather than arrears and do not evidence an exchange restriction 
under Article VIII when such overdue obligations arise owing to the lack 
of domestic currency with which to buy foreign exchange from the common· 
central bank and not from an inability to meet financial obligations 
because of restrictions. Any·such new arrears would not evidence 
exchange restrictions and therefore would not trigger the standard 
performancecriterion, and therefore a special clause is included in the 
arrangements from the Fund. 
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avoidance of both external and domestic new arrears was a specific 
performance criterion. 

c. Cash payments and rescheduling 

The objective of reducing or eliminating outstanding payments 
arrears may be incorporated in the member's program supported by a 
stand-by arrangement in the form of rescheduling or refinancing · 
assumptions, net cash payment targets, or a combination of both. In 
instances where the conclusion of a rescheduling negotiation multi
lateral creditor groups is imminent, stand-by arrangements have been 
approved on the expectation that agreement would be concluded success
fully in the near future. In addition to the reduction.or elimination 
of outstanding payments arrears through rescheduling, the program may 
specify a further reduction through net cash payments. 

All 13 stand-by arrangemep.ts·in effect as of June 30, 1986 with 
countries having payments arrears included reduction or elimination of 
payments arrears with rescheduling being assumed •. In two of these cases 
(Somalia and Zaire), stand-by ar+angements were approved, in principle, 
until satisfactory arrangements were considered to have been made 
regarding the financing of uncovered balance of payments gap which 
included assumptions on reschedulings of payments arrears and/or debt 
service obligations falling due during the program period. In all the 
other arrangements the authorities had already initiated, or had the 
intention of initiating, contacts with creditors to reschedule external 
arrears. In the case of Cote d'Ivoire, agreements with commercial bank 
creditors were.reached in principle prior to the approval of the.stand
by arrangement. A meeting of official.creditors to consider the request 
for debt rescheduling covering the program period was also expected to 
take place soon after the approval of the stand-by arrangement, and the 
resulting rescheduling was understood to cover the balance of payments 
gap. About half of the programs in effect as of June 30, 1986 
incorporated as a separate performance criterion a reduction of payments 
arrears through net cash payments (Bolivia, Central African Republic, 
Equatorial Guinea, Guinea-, Mali, Somalia, and Zaire). 

The proportion of members' external payments arrears settled 
through cash payments has varied in accordance with foreign exchange 
tiquidity requirements as determined by anticipated cash needs for 
import payments and, more generally, by medium-term balance of payments 
projections. 1/ In cases where international reserve positions and 
medium-term balance of payments projections have been relatively strong 
or improving, cash payments against arrears have at times been signi
ficant in relation to total arrears reduction. In others, token cash 
payments have reflected the authorities' intention of meeting overdue 
Qbligations despite depleted reserve levels and a weak balance of 
payments outlook. In 1985, of the countries that eliminated or reduced 

1/ The mix of cash payments against arrears has also reflected the 
settling.of nonreschedulable arrears (e.g. to-multilateral institutions 
or payments already rescheduled). 
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(in net terms) payments arrears, seven countries relied on cash payments 
alone and two countries on rescheduling alone (Ecuador and El Salvador) 
(Appendix Table 6). In those countries that relied on a mix of cash 
payments and resheduling, the cash payments represented generally 
between one quarter and one half of the total. 

2. Outcome under program targets 

An important consideration in the setting of cash payment schedules 
has been to avoid placing strain on the member's foreign exchange 
liquidity·that would eliminate the prospect of a reasonable build-up of 
international reserves and create the need for further rescheduling 
precipitated by adverse developments. Despite the incorporation of such 
margins of tolerance in programs, the performance criterion for arrears 
has not been met in several cases, and waivers or modifications to the 
programs have been granted where the basic aims of the program were 
still judged to be attainable. With regard to the programs in effect in 
mid-1986, seven countries out of the thirteen which had external 
payments arrears did not observe their respective performance 
criteria. In all but one country (Zambia), a waiver was granted or the 
performance criterion was modified. In only one case was the subsequent 
waiver or modification related solely to the performance criterion for 
external arrears (Somalia). In two cases, both the criteria related to 
external payments arrears and other performance criteria, were not 
observed (Argentina and Central African Republic) 1/ and in the three 
remaining cases, the performance criterion on external payments arrears 
was met but other criteria were not. Somalia was not able to observe 
the performance criterion on external payments arrears because there was 
a shortfall in expected donor assistance and foreign exchange receipts 
were lower than anticipated. Somalia's revised letter of intent 
specified that payments arrears would be reduced by less than the amount 
originally scheduled. The nonobservance of the performance criterion on 
external payments arrears in the Central African Republic resulted from 
a technical delay in their settlement. Only in Argentina were there 
substantial excesses with respect to external arrears (September and 
December 1985), despite a considerably more favorable than targeted 
performance in the overall balance of payments. 

IV. Fund Jurisdiction 

On the basis of the member's program, including the intention to 
reduce or eliminate external payments arrears in a nondiscriminatory 
manner to meet the other requisite conditions for the use of its 
resources, the Fund has approved on a temporary basis the exchange 
restrictions arising from external payments arrears (Appendix 
Table 7). The initial approval has been extended subsequently if the 
member has observed the performance criteria of its Fund-supported 

1/ The first review of Zambia's current stand-by arrangement has not 
been completed due to substantial slippages in fi~cal and balance of 
payments performance, including that related to external payments 
arrears. 
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economic program. Because of. the linkage of. the approval to performance 
under the program, and the pivotal role of the program in the multila:
teral rescheduling of arrears, the result has been that approval has 
been given, as long as .the member has been·pursu1ng economic policies 
giving br.oad assurance of repayment •. 

The reco..:-d of approval by·the Executive Board of members'. external 
payments arrears over the years 1984 to 1985 is summarized in Appendix 
Table 7. Where payments arrears gave rise to an exchange restriction, 
this was specified in all of the staff reports for the relevant Article 
IV consultations or requests for the use of Fund resources. The 
Executive Board's temporary approval of exchange restrictions evidenced 
by external payments arrears was granted in 21 cases in 1984 and in 10 
cases in 1985. In each case, the member had a stand-by or extended 
arrangement in effect 1/ and approval was granted because the program 
contained an intention-to reduce or eliminate external payments 
arrears. 2/ In 1985, approval was not proposed by the staff in 20 
instances-because no adequate program to reduce or eliminate the level 
of outstanding payments arrears existed. In four cases where there 
existed a stand-by arrangement, approval of external payments arrears 
restrictions was not granted by the Executive Board because new arrears 
were incurred in noncompliance with the arrangement (Mauritania, Costa 
Rica, Somalia, and Zambia). In the case of Mauritania, although the 
authorities eliminated outstanding arrears in 1985 as provided under the 
stand-by arrangement, new arrears emerged in the latter part of the 
year. In the case of Costa Rica, a small amount of payments arrears 
(less than US$1 million) with respect to one private creditor was not 
approved by the Executive Board since the.matter was in litigation and 
the maintenance of these arrears was not at the time assumed to be 
temporary. Instead of eliminating arrears as required under the terms 
of the program, Somalia accumulated new arrears in the first half of 
1985 and failed to observe the end-June 1985 performance criterion. 11 

1/ In the case of Equatorial Guinea, exchange restrictions in the 
form of external payments arrears were approved on assurances from the 
authorities that such restrictions would be eased upon Equatorial 
Guinea's entrance into BEAC on January 1, 1985, and through a 
comprehensive adjustment program. Approval of Guinea-Bissau's exchange 
restrictions was based upon a program of economic adjustment supported 
by the Fund and on an intention to reschedule arrears by the end of 
1984. 

2/ As noted in the previous report, Peru was granted approval of its 
exchange restrictions, evidenced by arrears, that remained following a 
general agreement with creditors on rescheduling Peru's external debt. 
An official multilateral debt. rescheduling agreement was subsequently 
signed on June 5, 1984, but for purposes of Fund jurisdiction under 
Article VIII, approval was granted only until the signing of respective 
bilateral agreements. Since these were never signed, approval has since 
lapsed. 

3/ The review of the stand-by arrangement scheduled before June 1985 
was not completed and Somalia became overdue in its obligations to the 
Fund. 
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In the case of Zambia, the second review of the stand-by arrangement was 
not completed owing to an increase in payments arrears and the arrange
ment was subsequently cancelled on February 7, 1986. As was noted in 
the previous reports, .since January 1983 the Executive Board has not 
approved external payments arrears in the context of stand-by or 
extended arrangements when purchases under the arrangement could not be 
made because of nonobservance of a performance criterion, including that 
related to payments arrears. 
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Table 1. Fxtemal Payments Arrears o.itstaming, 197&-1966 1/ 
( Iri millions of SDRs: em of ~riod) -

1985 Arrnars as 
percentage of 

1976 1977 1978 1979 198:J 1981 1982 1983 · 1984 1985 'lf 1986,Y 1984 
Ilnp:,rts 

Afghanistan " X X X X X X 
hltigm and Barbu:la 1 2 3 8 14 19 21 14 
Argentina* 6,59J 13,105 19,674 1,493 Yl 
llelize* 5 6 
Benin 22 ll 49 89 156 169 64 
llolMa 12 126 104 228 438 727 922 98:J 200 
Brazil 2,235 2,094 2,6';0 17 
Burkina Fa90 13 25 27 37 64 33 
Central African Rep,blic* 35 39 8 42 63 43 45 28 l2 4 3 
{l,aj 9 9 5 4 9 37 . 42 48 51 55 00 46 
Coooros 1 l 2 3 4 13 
O:mgo 4 4 23 31 14 34 ):) 62 97 212 175 33 
Costa Rica* 234 565 1,007 38 219 ):) 100 3 
Cote d'Ivoire* 174 53 
DJmlnican Rep,blic* ll 17 37 54 165 137 :x:Jl 151 JD 
F.cuador" 191 97 fl) 

llgypt 312 662 3,173 29 
El Salvador 45 11) 11) 53 99 87 29 . 10 
Equatorial Mnea* 2 9 20 43 29 1 81 
Gabcn 43) 339 
The Gambia 9 20 l2 43 52 54 79 57 
Ghana* 192 201 393 324 269 440 524 420 237 159 178 26 
Grenada " X 2 1 1 1 1 2 
OJatemala 261 273 50) 533 498 46 
Qrlnea !lJ U9 151 !lJ 87 123 177 225 287 346 191 87 
Qrlnea-Blssau 7 7 8 5 2 5 9 14 18 24 32 40 
Qiyana 27 17 22 34 lDl 220 391 546 643 774 3:0 
!hlti lB 19 9 3 11 3 
Hotxluras 12 52 99 172 IB8 172 22 
Jamaica* 22 48 42 89 3) 86 112 101 59 9 
Liberia* ]O 2 14 22 86 179 21 
Ma:lag,ascar* 5 7 ll 13 175 103 213 96 81 73 20 
Mali* 11 1B 27 38 54 31 9 4 2 
Mauritania* " 9 23 15 28 20 37 "fJ 107 
Mexico 1,240 267 
Morocco* 253 127 224 456 6 
Mozambique 285 751 838 1,325 155 
Nicarngrn sa 363 621 453 393 1,89 641 633 87 
Nigeria 1,948 4,300 4,903 3,861 48 
Paraguay 86 9<\ 145 13 
Peru ill 21 1,420 2,585 4,639 ill 
Philippines* 1,565 2,744 
Polaoo 640 764 
Rrnlarua 981 352 85 
St. lucia " 1 1 1 
Sao To<re & Pritcl pa 9 8 9 6 11 9 39 
Senegal* 7 12 ,:__ 26 3 
Sierra Leore 4 15 25 39 55 113 20) 2/() 236 272 315 192 
Scmalla 13 35 40 :x) 79 120 42 65 JO 
South Africa 6,094 7,ll;'() 28 
Sudan 241 572 :f/7 878 · 848 1;293 1,428 1,121 963 1,599 120 
Surinam, 44 61 17 
Tanzania 4 2 55 126 2~ 294 364 516 7r:B 892 ]03 

Togo* 8 34 21 22 64 162 1 4 
Turkey 202 1,710 1,523 1,769 1,266 275 
Ugamh 29 21 63 68 172 ill 113 75 f:O 72 15 
Venezuela 748 3,916 li,489 4,827 4,8M 38 
Viet Nam 33 224 38) 582 5Cll 6;tl 28 
l,lestern Salooa 1 9 13 3 2 1 l 2 

Y~oslavia* 295 .- 1,477 15 
Zaire* 385 671 950 1,118 4:x:J 530 848 372 181 lDl 59 . 15 
Zanbia* 223 394 496 ~ 461 50) 725 :f/7 568 572 513 81 

Total 1,753 5,140 4,962 5,414 5
1
453 6,617 19,353 32,653 42,473 36,200 

Merorandun item: 
· Aggregate aoount resched-

uled :In each }"11< 1J 334 li57 2,222 4,462 3,769 1,893 5,525 67;585 37,491 118,517 

Sources: Nltlonal authorities and Fund staff estinates. 
1/ '!he table si'a,s data m countries !mown to have h!l<:l external psy.oonts arrears in any year dur:u,g the period 1976--1986. or otrer dates 1ndlc,1ted 

in _the footnotes, lefaults, Le., pay,rents arrears incurre::! by goverrments participatir@ in COOl!01.ceotral bank arrangements (llank of (hntrnl Mrlmn 
States (BF.AC), Central Bank of West African States (B(E,I()), and F.astem Caribbean Central !lank (Ea:B)) result·lng frnn the guverrm,nt's Jn.1bll!ty to 
obtain dOIEstic currency with which to purchase oo,de:J foreign excll/l!liJ' fran tie camm ·central bank, as . ..,11 as. those incurred l1f th, govero,.,nt or a 
gwermient entity .nose financial operations futm (l1lrt of the tulgetary process, are inclu:led in these figures, In the .former o,se, since it ls mt 
possible to distinguish bet«een dOIEstic atxl external arrears, total arrears are shc>,n. 

2/ Most recent estirrates mailable; <>here end-year data are rot avail.able, data at tll? etxl of tre ll'OSt recent p>rlod are U'<!<I to arrtve at tntals. 
3/ Anounts are with respect to Furd nsnber creditors anl include rescheduli(\l of arrears and service obl1gatlons not yet due. 

Symbols: * Financial program supporte::! l1f IBe of Tund resources in effect in Deoonber 1985 (includi~· arrangm,ent:s rnder i.hlch p.irchases have h:.,,n 
suspended). x Arrears 1'ess than SLR O ,5 milllon. 
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Table 2. Fxternal Pa)!lentn Arrears, lescl1'<!11llrgs, and O..h Pa)'llents, 1984-6,. 

(In 1U!.l.llom of U.S, dollars)• 

0,tstandirg Cash 0,t.stan:llrg Qu;h 0,tstmllng 
stock of lesche<lul!ngs l")'l!'ents Ar'rMrs stock of lescl-edullrgs !")!lento Arrears stoek of 
arrears in 1984 a,ialnst incurred ar:roors Jn 1985 against incurred arrMrs 

en!-1983 Total Arre.am arrears In 1984 en!-1984 Total Arrears arrears in 1985 enH985 

Afghanistan X X X 

Antl!l'" and 
lladula 14,6 4.8 19.4 o.6 20 

Argentina 13,720 6,0J5 19,28, 16,938 13,llb 4,329 1,61,/) 

Belize 5.1 1.2 6.3 2,9 2.9 3.4 
l'enin 51.S 35.7' 87.7. 84.7 171.9 
&:>llvia 459 459 315 713 300 1,013 
llmz!l 2,31il 20,646 2,3"' 2,299 2,299 
Burkina 

Faso 28.5 7.7 }! 36.2 33.sy 70 
Central 

African 
l<epuhllc 27 .6 13 2.1 1.2 l5 tl 7 5 3 

am 9J :... 2 52 8 (0 

Cn<roros 2.1 1.1 3,2 1.1 4 
OJngo 65 65 102 102 102 20) 200 
Cbsta Rica I.Q,3 153.7 Jl.6 a:J5.8 214.5 €06 86.2 114.6 19.3 33 
Olte 

d'Ivo1re ]82,1 5'.l4 130 52.l 481 52.l 
llonlnican 

l<ej'.<Jblle 143 357 201 1,077 201 150 149 
Ecuador 101 I.Q 61 4,7ID 61 
F,iypt y 1,29:J 520 1,770 1,715 3,485 
El Salvador 51 42 99 4 95 
F.quatorlal 

Guine.!l 21.2 13,8 35 38 ll,6 1,2 3.2 
The Gambia 43 11 54 8 62 
Q1an.'1 440 137 11 ~ 232 60 3 175 
Grenam 1 l.S l.S 1 o.5 0.5 1 
OJatemala 186 204 49:J 95 S85 
Gllne.a 235 46 281 52 333 

Cltlnea--
Bissau 15 2.5 17 .5 7 .5 25 

Cltyona 4(1,J) 35.0 U6.5 535.S 47.0 171.D 706,5 

Hniti 10 3 7 ID 
lbnduras 10\ 64.7. 108.7. 37 .9 206.1 

Jamaica \l:) 5,240 lU 257 llO 

Uberla 33 35 !!f 23 18 28 142 

Hadagas,:ar lOO 184 it) 9 67 88 126 8 00 
Hall 10 2f ll) 3 3 

Mauritania 61,9 )),1 42.8 104.7 145.9 79,1 25.6 

Mexico 280,1 3,Ba) 200.1 48,700 

Morocco 1,307 129 129 2,my 129 227 227 

Hozombiqce 285 4fl+ 59:J 719 
Nicaragua 512 370 92 ,l'.J8 628 l.04 2)5 272.4 695.4 

Nlgeria 5,900 257 281 6,004 l,l-03 1,594 6,554 

Paraguay 192,3 35.2 227.5 57 .5 285 
F,eru 21 7rt. 1,370 1/ 1,392 1,447 2,8)9 

Phil i pp1nes 1,495 7XJ 1,195 - 2,6~ 5,503 2,140 !J 550 
St. l.u:la 0.5 0.5. 1 1 1 

Sao Torre ar>l 
Principe 12 6 12 12 

Senegal n 73 28.ll 28.ij 

Sierra laore 251 'l'.J 25 5 231 53 2ll4 

l'<m!llia 83 62 1(6 189 151 !()) 25 52 107 

South Africa 6,694 6,694 

Su,l.<m 1,174 1,107 231 943 813 1,756 

Sur1n."'lrre 43 24 67 

Tanzania 540 695 ™ 'll9 

Togo 1 75 155 3 3 

Ug,m<h 78 19 59 2) 79 

Venezuela 3,497 1,315 1,421 3,603 21,203 1,810 719 1,352 2,426 

Viet N.ro 433.7 236.4 670..J. 54.4 724.5 

Western 
S.1!110a 2.7 o.9 o.9 0,88 o.a 1.7 0,08 o.08 o.ea .32 1.08 

Yugoslavia 1,7Xl 4,413 1,622 1,622 

Zaire 372 64 137 i! 12 51 200 '!J 469 40 1'\6 

Zambia 625 327 - - - .m - - 540 

Totals 36,232 38,236 3,072 2,231 13,390 43,703 107,918 19,455 6,353 19,654 38,490 

1/ ~et ac.c.urulation. 
2/ Stock wtstandirrg as of errl-June of the cnrreftpJnilng year. 

3/ Thls figure represents the consolidation of arrears on oil imp:,rt credits N8.i to Nigeria. 
4/ Fefers ID fiscal year bep.tming July 1. 

5/ EK.c:ludirg external arrears of Air Hatt. 
6/ Inclu:!lng a rollover of US$7:'0 million short-term debt. 
7/ Iochiling US$698 m!llioo of mremlttahle/u,rlocurented arrears aro a US$638 million rollover trade facility, 

8/ P.escheduling frcm Paris Club to tl!cm,ber 1983, 
9/ Inclules US$85 ml1Uon of Treasury arrears, -. Totals do rot sun e:;(;)ctly, Le., 

arrears (t + 1) IS arrears (t - 1) 
cash ["y.rents ( t) 

- reschedul!rg of arrears (t) 
+ n!'W arre;1rs (t), 

O'IJ[rf. to ml!.!.hV, lnfonmtlon for SfT!'IJ coui:tries, 



a. 

b. 

c. 

d. 

e. 

Table 3. Payments Delayed and Deferred by Non-Oil Developing Countries 
in Relation to Imports and Debt, 1978-85. Jj 

( In .millions of U.S. dollars) 

1978 1979 1980 1981 1982 · 1983 1984 

Arrears 6,464 7,132 6,955 7,702 21,348 34,186 41,632 

Rescheduling 2/ 
(including rescheduling 
of arrears) 2,895 5,878 4,807 2,203 6,095 70,758 36,749 

Cumulative rescheduling 
of amounts fallen due 
net of payments lf 7,229 12,637 16,870 19,016 26,620 74,129 80,951 

Imports of non-oil 
developing countries 263,312 332,457 435,683 460,356 422,232 392,597 405,516 

Total outstanding debt 
of non-oil developing 
countries 360,513 430,653 518,522 609,491 703,102 749,415 788,494 

Sources: IMF, IFS, and staff estimates. 
1/ Iricluding Nigeria and Venezuela. 

1985 

39,762 

130,181 

195,972 

400,259 

834,960 

2/ Amounts rescheduled in each year (past and future obligations) are with respect to Fund member 
creditors. 
l! Outstanding amounts already due that have been rescheduled, net of estimated payments in respect 

rescheduled amounts. 
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Table 4, l!Kternal Payments Arrears by 'fype of Payments, 1983-85 Jj 

(In millions of U.S. dollars) 

1984 1985 

linport Invisible l'ln)Xlrt lnvisible ImjXlrt 
pa}'lllents 

E><ternal del:t 
Invisible service (B}l!Ents 
pa)'llents_Y Interest Princip, pa~ts pa}11le!lts.Y 

External debt 
service (B}l!Ents 

Interest Princip. pa )'ll'nts pa)'IIElts_Y 

External debt 
service l."Y1'!:nts 

Interest Priocip, 

Argentina 1,782 476 }/ 856 

9,6 

lC8 

21.8 

1,524 716 }/ l,78J 

13.l 

143 

24.2 

551 

3.2 

168 !!f 8321/!!I 2,191 !!f 147 !!f 

Benhl 

Bolivla 

Burkina l'aso 

Omtral African 
Republic 

Cbsta Rlca 

El Salvador 

Qrl.nea--Bissau 

Hon:luras 

Mali 

Mauritania 

Mozambiqua 

Nigeria 

Philippines 

Sierra Leone 

Strlan 

Tanzania 

Uganda 

Viet Nan 

Western Sruooa 

zaire 

Zambia 

37.4 

331.4 

14.2 :}j 

131,1, El 

145,3 

246.9 

26.8 

2o6.2 14/ 

225.7 

79.0 359.0 

2,8 1,4 

3.8 

17 .9 

JB,O 

22.4 

46.1 155.IJ 

1.9 2.9 

47.8 229.8 

8.9 

0,9 

8.1 

63 

82§/ 

95.1 

0.1 

11.6 

222 

236.0 1,298.0 

26.0 

55.7 

141.S 

22.4 :}j 

128.7 Ef 

27.8 

15.o .Y fi:J.4 .Y 137 .6 

l(l) 193 

62.3 336.3 

2.7 13/ 

183.2 15/ 

45 

249 12/ 

212.7 

Sources: Cbuntry auth:>rities; an:! staff estimates, 

23.3 

123,5 14/ 

2:)6,1 

1,162 

5.7 

0.8 

104.l 

54.0 

2,6 

74.0 

l0.8 

1.3 

17 .6 

5.8 

84.4 

169 .6 

5.4 

332.8 

129.6 

0.2 

23.2 

ill IJ 434 IJ 
232 §/ 749 §/ 

339 1,60) 

63.9 !!./ 

137.9 

22,8 :}f 

114.8 Ef 
27,7 

.:.. 

13,7 !!./ 

12.9 2./ ~.3 J} 152.0 

133 

95.5 

47 10/ 

313 

486./l 

1.7 13/ 

54.0 15/ 71,4 14/ 

237 .9 16/ 228 .8 16/ 

1/ Tuble does mt stow data oo all couotries in Table 1 because data in sane coontries are mreliable or do mt exist, 
2/ E><clltles interest pa)'Ul?nts on external debt. 
3/ Primarily arrears on services and transfers. 
4/ June 30, 1985. 
5/ G:>vemrent import arrears, 

203 

9,7 

6 .5 

70.3 

128.3 

15,1 

719 

J.fi.5 

26.1 

225.2 

433.4 

J.63,3 

82§/ 749 §/ 

334 1,361 

26,621 62,021 

116,7 

1.1 

79,0 §/ 

471,7 

-13/ 

39.5 15/ 

APPENDIX 

6/ Camx,rcial am otruer current !'l)'lll"nts arrears excltrling arrears on account of nerchandise ard otrer rurrent payments with:iut local rurrency counterparts. 
7/ After Parts Club debt relief. 
8/ Fescbeduled arrears. 
9/ Of ficlal debt service arrears • 

10/ Includes Interest • 
11/ Cx:tober 1985 - September 1986, 
J2/ O:mrerclal arrears • 
13/ Includes arrears m !":,,OOnts of principal an:! interest on govemnent and govemnent-guaranteed debt. 
14/ 0::,mnercial arrl invisible arrears. 
15/ Total j>Jblic oobt arrears including interest. 
16/ February 1985, 
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Table 5. Treatment of Payments Arrears Under Stand-By or EFF Arrangements in Effect 
as of June 30, 1986 lJ 

Reduction/ Targeted 
elimination of amount of 

Total payments payments 
amount of arrears as arrear.s 

payments performance reduction/ 
Type of arrear,s out- criterion 2/ elimination 

arrangement, standing at First During First 
effective date time of program During year of program year of 
amount, percent formulation program program eeriod 2ro';irarn 

Country of quota (SDR million) period period (SDR million) 

Argentina 1J 15 months, S,B., 4 ,1170 Yes (E) 4,470 
12/28/84; 
SDR 1,419 m 
127 .s percent 

Bolivia 1 yr. S .B., 990 Yes (E) 990 
6/19/86 
SDR SO m 
51.1 percent 

Central 18 months S .B., 12 Yes (E) 12 
African 9/23/85; 
Republic SDR 15 m 

4 9 .3 percent 

Cote 24 months S .B., 200 !!} Yes (E) 200 
d'Ivoire 6/23/86 

SDR 100 m 
60 percent 

Equatorial 1 yr. S ,B,, 3S Yes (E) 35 
Guinea 6/28/85; 

SDR 9 ,2 m 
so percent 

Guinea 13 months s, ll.' 260 Yes (R) 3 
3/3/86; 
SDR 33 m 
57 percent 

Mali 17 months S .B., 6.3 Yes (E) 6.3 
11/8/85; 
SDR 22.86 m 
45 percent 

Morocco 18 months, S .B., 40 40 
9/12/85; 
SDR 200 m 
65.2 percent 

Philippines 2f 18 months, S .B., 2,744 Yes (E) 2,744 
14/12/84; 
SDR 615 m 
93 ,1· percent 

Senegal 18 months, S.B., 
1/16/85; 

JJ Yes (E) 20 

SDR 76.6 m 
90 percent 

Somalia 1 yr. S, B,, 180 Yes (E) 180 
2/22/85; 
SDR 22,l m 
so percent 

Zaire 22 months S .B., 64 .8 Yes (R) 18 
5/28/86 
SDR 214,2 m 
73.6 percent 

Zambia 24 months, S.B., 505 Yes (E) 
2/21/86; 
SDR 229.8 m 
85 percent 
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Table S. (Concluded) Treatment of Payments Arrears Under Stand-By or EFF Arrangements in Effect 
as of June 30, 1986 ,!/. 

Ratio of Ratio of 
targeted pay- targeted pay-
ments arrears ments arrears 

reduction/ reduction/ Drawing 
elimination to elimination interrupted 
total arrears to drawins Net cash due to 

First First Rescheduling reduction non-obser- Counter-
During year of During year of of arrears of arrears vance of part 
program program program program as prior as sepera te performance deposit 
eeriod eeriod eeriod 8/ eeriod 9/ action or performance criteria require- Approval 

Country ( In percent) ( In percent) objective 10/ criterion on arrears .JJ:! ment EJ status 11J 

Argentina 100 472 Yes (0) No Yes (W) Yes Yes (T) 

Bolivia 100 1980 Yes (0) Yes Yes (W) No Yes (T) 

Central 
African 
Republic 100 218 Yes (0) Yes Yes (W) No No ill 

Cote 
d'Ivoire 100 Yes (O) No No No No J!!.j 

Equatorial 
Guinea 100 380 Yes (0) Yes No No No Jf:_/ 

Guinea 1.0 9 Yes (0) Yes Yes (M) No Yes (T) 

Mali 100 48 Yes (0) Yes No No No J!:../ 

Morocco 100 67 Yes (O) No No No Yes (T) 

Philippines 100 633 Yes (0) No Yes (W) Yes Yes (T) 

Senegal 100 26 Yes (0) No Yes (W) No No l!!f 

Somalia 100 814 Yes (P) Yes Yes (W) No Yes (T) 

Zaire 28 19 Yes (P) Yes No Yes Yes (T) 

Zambia 7 75 Yes (0) No Yes ];ll Yes No 

Source: Executive Board papers dealing with use of Fund resources, 
Jj Includes arrangements under which purchases have been suspended. There were no extended arrangements as of 

June 30, 1986 for any member maintaining external payments arrears. 
2/ Yes (E), elimination; Yes (R), reduction. 
3/ Extended to June 30, 1986 (see EBS/86/39, Supplement 1; S/29/86). 
4/ Estimate. 
5/ The elimination of external payments arrears amounting to US$40 million was to be carried by the end-July 1985 as a 

pr-;condition of having the stand-by approved and thus.there were no provisions as such for eliminating external arrears 
under the program, 

6/ The arrangement was canceled on June 9, 1986. 
"'f/ Although Senegal had no outstanding external payments arrears at the time the program was formulated, arrears did 

dev°elop subsequently and their elimination was made a performance criterion in the Third Review of the Stand-By Arrangement 
(See EBS/86/44; 2/27/86), 

8/ Ratio of payments arrears reduction specified for the program period to total amount of arrangement. 
<J/ Ratio of payments arrears reduction during the first year of program period to drawings during the first year of 

pr-;;-grarn period unless otherwise specified. 
10/ Yes (P), prior action; Yes (0), objective only. 
JS:/ Yes (W), waiver; Yes (M), modification, 
T:i! One hundred percent unless otherwise stated. 
13/ Yes (T), temporary approval, 
"f[;/ Payments arrears considered as defaults not exchange restrictions, 
15/ Neither a waiver nor a modification has been granted, 

' 
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Table 6. Settlements of Payments Arrears 
by Cash Payments and Rescheduling, 1984-1985 1/ 

1984 21 1985 21 

Argentina 
Belize 
Bolivia 
Brazil 

Proportion 
settled 
through 

cash payments 

Central African Rep. 13.9 3/ 
Costa Rica 
Cote d'Ivoire 100.0 
Dominican Rep. 
Ecuador 
El Salvador 
Equatorial Guinea 
Ghana 34.1 
Haiti 100.0 
Madagascar 11.4 
Mali 100.0 
Mauritania 
Mexico 100.0 
Morocco 
Philippines 
St. Lucia 
Sao Tome and 

Principe 50.0 
Sierra Leone 
Somalia 
Togo 
Uganda 100.0 
Venezuela 100.0 
Western Samoa 50.0 3/ 
Zaire 8.1 

Source: Table 2. 

Proportion 
settled 
through 

rescheduling 

100.0 3/ 
100.0 
86.1 3/ 

65.9 

88.6 

100.0 

50.0 3/ 
91.9 

Proportion 
settled 
through 

cash payments 

24.5 
54.0 

41. 7 
40.3 3/ 

100.0 
42.7 

3.8 
100.0 

100.0 

23.4 

ioo.o 3/ 
20.4 

100.0 

18.7 3/ 
100.0 

28.4 3/ 
91. 7 

100.0 

Proportion 
settled · 
through 

rescheduling 

75.5 
46.0 

58.3 
59. 7. 3/ 

--
57.3 

100.0 
100.0 
96.2 

76.6 

79.6 

81.3 3/ 

71.6 3/ 
8.3 

1/ Refers only to cases where a net reduction or elimination took 
place. 

2/ As percent of amount of reduction or elimination. 
3/ Although a net reduction took place, new arrears incurred during 

the year. Figures therefore represent ratios between cash payments and 
rescheduling. 



- 18 - APPENDIX 
Table 7, Treatment of Payments Arrears in Executive Board 

Decisions, January 1, 1984 - December 31, 1985 Jj 

Year of Executive Recognition of Payments Fund Approval at 
Board Consideration of Arrears as Exchange time of Executive 

Exchange System Restriction Board Consideration y 

Antigua and Barbuda 3/ 1985 No 
Argentina 11 - 1985 Yes Yes 

1984 Yes Yes 
Belize 11 1985 No 

1984 No 
Benin 1985 No 
Bolivia }_/ 1985 Yes No 

1984 Yes Yes 
Brazil 1985 Yes No 

1984 Yes Yes 
Burkina Faso 1985 No 

1984 No 
Central African Republic 1985 No 

1984 No 
Chad 1985 No 

1984 No 
Congo 1985 No 

1984 No 
Costa Rica 3/ 1985 Yes No 
Cote d'Ivoire 1985 No 

1984 No 
Dominican Republic 3/ 1985 Yes Yes 
Ecuador 11 - 1985 Yes Yes 

1984 Yes Yes 
Egypt 1985 Yes No 
El Salvador 11 1985 Yes No 

1984 Yes No 
Equatorial Guinea 1984 Yes Yes 
The Gambia 1985 Yes No 

1984 (November) Yes No 
1984 (April) Yes Yes 

Ghana 1985 Yes Yes 
1984 Yes Yes 

Grenada 1985 No 
1984 No 

Guatemala 11 1985 Yes No 
1984 Yes No 

Guinea 1985 Yes No 
1984 Yes No 

Guinea-Bissau 1985 Yes No 
1984 Yes Yes 

Guyana ]J 1985 Yes No 
1984 Yes No 

Haiti 3/ 1985 Yes No 
Honduras]./ 1985 Yes No 

1984 Yes No 
Jamaica 3/ 1985 Yes Yes 

1984 (December) Yes Yes 
1984 (June) Yes Yes 

Liberia 1985 Yes No 
1984 No 

Madagascar 1985 Yes Yes 
1984 Yes Yes 

Mali 1985 No 
Mauritania 1984 Yes No 

1985 Yes No 
Mexico 11 1984 Yes Yes 
Morocco 1985 Yes Yes 
Mozambique 1985 Yes No 
Nicaragua 11 1985 Yes No 

1984 Yes No 
Nigeria 1984 Yes No 
Paraguay 1985 Yes No 

1984 Yes No 
Peru 3/ 1984 Yes Yes 
Philippines 1985 Yes Yes 

1984 (December) Yes Yes 
1984 (June) Yes Mo 

Sao Tome and Principe 1984 No 
Senegal 1985 No 
Sierra Leone 1985 Yes No 

1984 (December) Yes No 
1984 (February) Yes Yes 

Somalia 1985 Yes No 
Sudan 1985 Yes No 

1984 (April) Yes Yes 



Tanzania 

Togo 

Uganda 

Venezuela l! 
Viet Nam 

Western Samoa 

Yugoslavia 

Zaire 

Zambia 
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Table 7 (Concluded). Treatment of Payments Arrears in Executive Board 

Decisions, January 1,. 1984 - December 31, 1985 };/ 

Yeats of Executive 
Board Consideration of 

Exchange System 

1984 
1985 
1984 
1985 
1984 
1985 
1984 
1985 
1984 
1985 
1984 
1985 
1984 
1985 
1984 
1985 
1984 
1985 

Recognition of Payments 
Arrears as Exchange 

Restriction 

Yes 
Yes 

No 
No 

Yes 
Yes 
Yes 
Yes 
Yes 
Yes 
Yes 

No 
Yes 
Yes 
Yes 
Yes 
Yes 
Yes 

Fund Approval at 
time of Executive 

Board Consideration 2/ 

No 
No 

Yes 
No 
No 
No 
No 
No 

Yes 

Yes 
Yes 
Yes 
Yes 
Yes 

No 

Sources: Staff reports for Article IV consultations or Executive Board papers dealing with use of Fund 
resources. 

1/ Refers to the most recent year of Article IV consultation decisions or approval of use of Fund 
res"ources when the country was known to have incurred payments arrears during January 1984 -
December 1985. In instances in which Executive. Board decisions have not been adopted since 1984, the 
record of the most recent decision is shown. 

2/ Approvals were granted on a temporary basis. 
3/ Member has accepted obligations under Article VIII of the Fund's Articles of Agreement. 
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Subject: Sale and Use of Currencies of Members in Arrears to the Fund 

The attached paper on the sale and use of currencies of members 
in arrears to the Fund is proposed to be brought to the agenda for 
discussion on Wednesday, January 7, 1987. 
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to answer technical or factual questions relating to this paper prior to 
the Board discussion; Mr. Munzberg (ext. 6675) is available to answer 
legal questions. 
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CONFIDENTIAL 

INTERNATIONAL MONETARY FUND 

Sale and Use of Currencies of Members in Arrears to the Fund 

Prepared by the Treasurer's an.d Legal Departments 

(In consultation with the Exchange and Trade Relations Department) 

Approved by W.O. Habermeier and F.P. Gianviti 

December 1, 1986 

I. Introduction 

In the course of the Executive Board's discussion in June of the 
six-monthly report on overdue financial obligations to the Fund and a 
paper on the legal aspects of ineligibility and subsequent actions by 
the Fund (EBM/86/92 and 86/93, 6/6/86), the question was raised whether 
it would be possible and desirable for the Fund to sell or use some of 
its holdings of the currencies of members in arrears to the Fund as a 
means of reducing the amount of t:hose arrears. Among the possibilities 
mentioned by Executive Directors were sales to other members to cover 
some of their expenditures in the countries in question and use of 
these currencies in financing the Fund's administrative expenditures. 
It was agreed that the staff would prepare a paper on the matter. ]:_I 

Accordingly, this paper examines the legal and practical scope for 
use by the Fund of its holdings of the currencies of members in arrears 
and discusses certain issues that arise in considering such use. 2/ 
Section II of the paper sets out the .legal framework for sale or use by 
the Fund of its holdings of members' cu'rrencies. Section III discusses 
the possible t:echniques, purposes ·and effects of the use of the curren
cies of members in' arrears, from the points of view of the Fund and of 
members. Section IV sets out some specific questions that would need 
to be considered if the Fund were to pursue use of the currencies in 
question. Section V provides a summary and some concluding remarks and 
questions for. discussion. 

1/ See the Chairman's summing up at the conclusion of the Board 
discussion in Buff Statement 86/102, (6/16/86). . 

2/ Although the discussion in June was in the context of possible 
steps by the Fund in the case of members that had been declared inelig
ible to use the Fund's general resources, sale or use of currencies 
need not be confined to those members. 
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II. Legal Framework under the Articles 

The following paragraphs discuss the legal provisions relating to 
the sale or use by the Fund of currency holdings that should have been 
repurchased. Two types of transactions are examined involving either 
the sale of currencies against other currencies (paragraph 1) or the 
sale of currencies against SDRs (paragraph 2). The legal basis for the 
use of currencies by the Fund, particularly in administrative expendi
tures, is discussed in paragraph 3. 

1. Transactions in currencies 

a. General limitations on transactions by the Fund 

(i) Article V, Section 2(a) 1/ limits the powers of the 
Fund with respect to the sale of its holdings of a member's currency. Jj 
While the Second Amendment has provided the Fund with the authority 
to sell gold to members or others, 3/ no such general authority exists 
with respect to the sale of currencies. 4/ The authority to sell gold 
under the broad terms of Article V, Section 12(c) must be contrasted 
with the limited power of the Fund to sell currency under Article V, 
Section 2(a). The latter provision limits the sale of currencies to 
purchasers that are members, wherea.s there is no such limitation in the 
provision relating to the sale of gold. Article V, Section 2(a) states 
that "except as otherwise provided in this Agreement, transactions on 
the account of the Fund shall be limited to transactions for the purpose 
of supplying a member, on the initiative of such member, with special 
drawing rights or the currencies of other members ••• in exchange for the 
currency of the member desiring to make the purchase." · 

1/ Article V, Section 2(a) provides that: "Except as otherwise 
pr-;vided in this Agreement, transactions on the account of the Fund 
shall be limited to transactions for supplying a member, on the initia
tive of such member, with special drawing rights or the currencies of 
other members from the general resources of the Fund, which shall be 
held in the General Resources Account, in exchange for the currency of 
the member desiring to make the purchase. 11 

2/ The limits on an exchange of currency holdings for SDRs are 
established by Article V, Section 6. (See paragraph 2 below.) 

3/ Article V, Section 12(c) provides in part: "The Fund may sell 
gold for the currency of any member •••• " The commentary on the Second 
Amendment (II.I.8.b, page 47) states that "the Fund will be able to 
sell any part of the balance of the gold held on the date of the amend
ment to members or to others at a price based on prices in the market." 

4/ The question whether the authority to sell currency was similar 
to-the Fund's power to sell gold was raised at the Board discussion in 
June. 

0 

0 

0 
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(ii) The limitation on the Fund's transactions 1/ under 
Article V, Section 2(a) is subject to the proviso "except as otherwise 
provided in this Agreement". The sale of a member's currency in the 
General Resources Account by the Fund otherwise than to a member is 
provided for in the Articles only in Schedule J. Schedule J prescribes 
that, upon withdrawal of a member and after certain conditions are ful
filled, "the Fund may in an orderly manner liquidate in any market the 
amount of currency which should have been redeemed" (paragraph 4; see 
also paragraph 8). 

(iii) A sale of currency by the Fund to a member that is not 
the issuer of the currency can only take place "on the initiative of 
such member" (Article V, Section 2(a) ). Consequently, the Fund cannot 
require members to enter into transactions to purchase another member's 
currency. 

(iv) The member desiring to make a purchase has to meet the 
conditions of Article V, Section 3(b). In particular, the purchasing 
member has to represent that "it has a need to make the purchase because 
of its balance of payments or its reserve position or developments in 
its reserves" (Article V, Section 3(b) (ii)). 2/ The fact that the 
currency provided could be used by the member in its transactions would 
not be sufficient. 

b. Rules on selection of currencies by the Fund 

The Fund has the power to select the currencies available for 
purchases in accordance with the general provision of Article V, 
Section 3(d) and the special provision of Article V, Section 7(h). 

(i) Rules 

(a) Under Article V, Section 3(d), in order to place a currency 
in the operational budget, the Fund has to take into account, inter 
alia, the balance of payments and reserve position of the member Jj 

1/ Under certain conditions, the Fund has the power to invest the 
holdings of a member's currency in marketable obligations (see Article V, 
Section 12(h) and (g), and Article XII, Section 6(£)). 

2/ Prior to the Second Amendment the purchasing member had to repre
sent that it presently needed the currency "for making in that currency 
payments which are cons is tent with the provisions of this Agreement" 
(Article V, Section 3(a)(i)). 

3/ Article V, Section 3(d) provides that "the Fund shall adopt poli
cies and procedures on the selection of currencies to be sold that take 
into account, in consultation with members, the balance of payments and 
reserve position of members, as well as the desirability of promoting 
over time balanced positions in the Fund." Article V, Section 3(d) also 
contains the proviso that "if a member represents that it is proposing 
to purchase the currency of another member because the purchasing member 
wishes to obtain an equivalent amount of its own currency offered by the 
other member, it shall be entitled to purchase the currency of the other 
member unless the Fund has given notice under Article VII, Section 3 
that its holdings of the currency have become scarce." 
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The Fund has adopted policies and procedures for the selection of 
currencies to be sold. JJ 

These policies and procedures include provisions on the sale by 
the Fund of the currency of a member with outstanding purchases. 
Decision No. 6274-(79/158), adopted September 14, 1979, 2/ states in 
its paragraph 2 that "under procedures to be adopted, the currency of a 
member with outstanding purchases subject to repurchase, whose balance 
of payments and gross reserve position is judged sufficiently strong 
for the purposes of operational budgets and designation plans, normally 
will be sold by the Fund under Article V, Section 3(d) only if the 
member and the Fund agree." lf 

However, Decision No. 6774-(81/35), adopted March 5, 1981, 4/ makes 
a distinction between (i) members with outstanding purchases subject to 
the guidelines on early repurchase (paragraph 2(a), and (ii) members 
with outstanding purchases not subject to the guidelines on early 
repurchase (paragraph 2(b)). 5/ In both cases, the Fund has to find 
that the balance of payments and gross reserve position of the member 

0 

is sufficiently strong. Decision No. 6273-(79/158) G/S, adopted Septem
ber 14, 1979, in its paragraph 4, provides criteria for this assessment. 
They include, inter alia, judgments on the improvement of the member's 
position in comparison with the position at the time of the last pur
chase from the Fund, and the extent and the sustainability for the 
foreseeable future of the improvement. The wording indicates the need 
for an assessment by the Fund that takes account of those additional c=) 
factors, if the currencies under consideration were to be considered 
for inclusion in the operational budget. 

1/ Decision No. 6273-(79/158) G/S, adopted September 14, 1979 (Selected 
Decisions, Twelfth Issue, page 104); Decision No. 6274-(79/158), 
adopted September 14, 1979 (Selected Decisions, Twelfth Issue, page 
105); Decision No. 6772-(81/35) G/S, adopted March 5, 1981 (Selected 
Decisions, Twelfth Issue, page 110); Decision No. 8265-(86/70) S adopted 
April 25, 1986 (Selected Decisions, Twelfth Issue, page 112); and Decision 
No. 6774-(81/35), adopted March 5, 1981 (Selected Decisions, Twelfth 
Issue, page 112). 

2/ Selected Decisions, Twelfth Issue, page 105. 
3/ Emphasis Added. 
4/ Selected Decisions, Twelfth Issue, page 112. 
5/ The difference is relevant with respect to the procedures adop

ted by the Fund by Decision No. 6352-(79/183), adopted December 12, 1979 
(Selected Decisions, Twelfth Issue, page 108), and modified with respect 
to the second alternative by the Annex to Decision No. 6774-(81/35), 
adopted March 5, 1981 (Selected Decisions, Twelfth Issue, page 112). 

0 
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The difference between the two cases is that, with respect to 
members with outstanding purchases not subject to the guidelines on 
early repurchase, a sale of currency would take place only after an 
agreement between the member and. the Fund, whereas in the case of 
members with outstanding purchases subject to the guidelines on early 
repurchase, the sale would normally be subject to an agreement between 
the Fund and the member. "Normally" implies that exceptions can be 
made. In this case the Fund could disregard a member's objection and 
proceed with the inclusion in the operational budget. Once the currency 
of a member has been included in the operational budget the member 
cannot object to its use in fransactions by the Fund. 

(b) With respect to holdings of a member's currency that the member 
has failed to.repurchase, Article V, Section 7(h), which was introduced 
by the Second Amendment, authorizes the Fund to adopt policies supple
menting the policies under Article V, Section 3(d). 1/ These policies 
have not been established. Their adoption would require a majority of 
the votes cast. 

Under Article V, Section 7(h), the Fund can select, for 
inclusion in the currency budget, holdings of a member's currency 
that the member has failed to repurchase in accordance with Article V, 
Section 7 "even though, in the absence of that failure, the currency 
would not have been selected for a sale at that time." 2/ This provi
sion, therefore, obvi_ates the need for the Fund to find-that the balance 
of payments and reserve position of a member is sufficiently strong. 

The sale by the Fund does not require the member's agreement. It 
is only subject to a consultation with the member. An additional 
opportunity is thereby given to the member to fulfill its obligation to 
repurchase the Fund 1s holdings of its currency that should have been 
repurchased, but the member cannot prevent the Fund from selling 
its currency. The intention was expressed during the discussions of 
the Second Amendment that priority should be given to the sale of such 
currency holdings that should have been repurchased, and the similarity 

}J Article V, Section 7(h) provides that: "the Fund's policies 
under Section 3(d) of this Article may be supplemented by policies 
under which the Fund may decide after consultation with a member to 
sell under Section 3(b) of this Article its holdings of the member's 
currency that have not been repurchased in accordance wi.th this Section 7, 
without prejudice to any action that the Fund may be authorized to 
take under any other provision of this Agreel!lent." 

!:./ DAA 75-3 Sup. 1 (Documents Relating to the Second Amendment, 
Volume I, Part 1, page 873b). 
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of the designation of participants for corrective purposes under 
Article XIX, Section 5(a)(iii) was pointed out.).:/ 

(ii) Problems of implementation 

(a) The necessary corollary of the Fund's power to select the 
currencies to be sold are the obligations imposed on the issuers of 
these currencies by the provision of Article V, Section 3(e). 2/ 
During the deliberations on the Second Amendment it was explained that 
Article V, Section 3(e) applies to a sale under Article V, Sec-
tion 7(h), since it covers every sale of currency by the Fund. 3/ 
Article V, Section 3(e) !!_/ imposes on the member whose currency-is 

1/ See remarks by the General Counsel at EBM/75/36 of March 24, 
1975, Documents Relating to the Second Amendment, Volume II, Part 1, 
page 790-791: "The General Counsel said that Section 7(h) went beyond 
the general policy on the selection of currencies to be sold. The 
provision stated that notwithstanding that general policy, the currency 
in question would be given priority in sales. There was a parallel 
provision in the Special Drawing Account for the priority designation 
of a participant that had not observed the expectation of need. The 
participant, therefore, had to receive SDRs ahead of the participants 
that would be designated according to the economic criteria for desig
nation." 

2/ See Proposed Second Amendment, 1976, Commentary, II.D.11, page 
23: "These provisions of Article V, Section 3(e) supplement Article V, 
Section 3(d) which empowers the Fund to select the currencies to be 
sold to members making purchases from the Fund." 

3/ See the remarks by the General Counsel at EBM/75/36 of March 24, 
1975 in Documents Relating to the Second Amendment, Volume II, Part 1, 
page 790: " ••• the member would have an obligation to convert if the 
Fund did use the procedure under Section 7(h). The effect of the sale 
would be to discharge the repurchase obligation." 

4/ Article V, Section 3(e) reads: 
- "(i) Each member shall ensure that balances of its currency 

purchased from the Fund are balances of a freely usable currency or can 
be exchanged at the time of purchase for a freely usable currency of 
its choice at an exchange rate between the two currencies equivalent to 
the exchange rate between them on the basis of Article XIX, Section 7(a). 

(ii) Each member whose currency is purchased from the Fund or 
is obtained in exchange for currency purchased from the Fund shall 
collaborate with the Fund and other members to enable such balances of 
its currency to be exchanged, at the time of purchase, for the freely 
usable currencies of other members. 

(iii) An exchange under (i) above of a currency that is not 
freely usable shall be made by the member whose currency is purchased 
unless that member and the purchasing member agree on another procedure. 

(iv) A member purchasing from the Fund the freely usable cur
rency of another member and wishing to exchange it at the time of pur
chase for another freely usable currency shall make the exchange with 
the other member if requested by that member. The exchange shall be 
made for a freely usable currency selected by the other member at the 
rate of exchange referred to in (i) above." 

.~ 
\__) 
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purchased from the Fund the obligations to "ensure that balances of its 
currency purchased from the Fund are b~lances of a freely usable cur
rency" or, (and this is most likely the relevant provision with respect 
to sales of currency under Article V, Sect.ion 7(h)), that such balances 
of its currency "can be exchanged at the time of.purchase for a freely 
usable currency •••• " (Article V, Section 3(e)(i)). This exchange 
"shall be made by the member whose currency is purchased unless that 
member and the purchasing member agree on another procedure" (Article V, 
Section 3(e)(iii)). 

(b) Once a currency is included in the operational budget, the 
purchasing member cannot object against receiving the currency sold. 
The criteria for selection of. currencies are intended to provide a 
guarantee to the purchasing.member that any currency will be either 
freely usable or be exchanged against a freely usable.currency by the 
member whose currency is sold ( the "issuing member"). Legally the 
member whose currency is included in the operational budget and sold 
under Article V, Section 7(h) has an obligation to exchange the cur
rency if it is not freely usable and the purchasing member has a right 
to obtain such a freely usable currency (Article V, Section 3(e) ). A 
member that does not comply with its obligation to provide a freely 
usable currency is in breach of an obligation under the Articles. 1/ 
The Fund must avoid imposing the negative consequences of a breach-of 
an obligation by a member on another member. This principle is relevant 
for two possible cases with respect to a sale under Article V, 
Section 7(h): 

(i) The Fund, after selling the currency to the purchasing 
member, finds that the issuing member d9es not fulfill its obligation 
to exchange the currency against a freely usable currency. If the pur
chasing member, at the time of the purchase, requested the exchange 
prescribed under Article V, Section 3(e)(i) and the exchange was not 
made, the purpose of the purchase would be frustrated as the purchasing 
member would not obtain a freely usable currency. The Fund would have 
the obligation to substitute another currency for the currency that is 
not exchanged by the issuing member. This situation has to be 
distinguished from a purchase where the purchasing member did accept 
the purchased currency and did not request the exchange at the time of 
the purchase. While in this case the purchasing member may subsequently 

1/ The member failing to comply with its obligation to exchange its 
currency against a freely usable currency would violate an obligation 
under the Articles that may justify a declaration of ineligibility. 

If the Fund finds that no exchange is made by the issuing memb~r., 
it becomes apparent that the member's currency is not usable. Since it 
is one of the purposes of a quota increase to provide the Fund with 
additional usable resources, such a finding m.ay have an effect on the 
participation in a quota increase of members whose. currencies the Fund 
has found to be not usable. 
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attempt to sell the currency in the market and may find that such a 
sale is impossible or does not provide the member with a value equal to 
the value of its purchase from the Fund as recorded in the Fund's 
books, the Fund would have no obligation to substitute since no exchange 
was requested at the time of the purchase as required by Article V, 
Section 3(e )(i). 

(ii) The Fund, before proceeding to the sale, finds that the 
issuing member will most likely not comply with its obligation of 
exchange. If, in this case, the Fund sold that currency, it would 
impose a currency on the purchasing member, while presuming that it 
will not be exchanged for a freely usable currency. The Fund would 
transfer its own risk to the purchasing member. A sale of currency 
under circumstances in which it is not reasonably certain that exchange 
will be made, if requested, should not be made or would therefore need 
to be accompanied by arrangements for substitution of another currency 
by the Fund in the event a requested exchange were not made. 

The question of exchange would not arise where the purchase is 
made in order to make use of the currency provided by the Fund without 
need for an exchange. The Fund could consider adopting policies 
under Article V, Section 7(h) limited to circumstances in which the 
purchasing membe_r could either use the currency or obtain an exchange. 

(c) In the particular case of a member which is unable or 
unwilling to comply with its obligations under Article V, Section 3(e) 
the mechanism introduced by the Second Amendment through Article V, 
Section 7(h) and Article V, Section 3(e) will not operate. Under the 
present Articles the Fund has no power to dispose of these currency 
holdings on its own initiative in any other way and in particular not 
through a sale in the market. The Fund cannot use these currency 
holdings contrary to the purposes of Article V, Section 7(h) in cir
cumstances where members do not observe their obligation to exchange. 
The member's compliance with its obligations under Article V, Sec
tion 3(e) is a necessary part of the mechanism. 

It would be possible to examine in the context of an amendment of 
the Articles changes that would give effect to the purposes of Article V, 
Section 7(h), e.g., a sale by the Fund in the market in these specific 
circumstances. Such a modification of the Articles would require 
careful study. 

(d) When an exchange of the purchased currency under Article V, 
Section 3(e)(i) for a freely usable currency takes place, the exchange 
rate between the two currencies must be equivalent to the exchange rate··· 
between them on the basis of Article XIX, Section 7(a) (Article V, 
Section 3(e)(i). According to Rule 0-6(a)(i) the exchange of currency : 
shall be made at an exchange rate between the two currencies correspond~ 
ing to their exchange rates in terms of the SDR as determined under ' ' 

0 
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Rule 0-2, if the exchange is requested under Article V, Section 3(e)(i). 
Under Rule 0-2 the value of a currency .other than the United States 
dollar in terms of the SDR is to be determined on the basis of a repre
sentative rate; 'in the absence of such a representative rate, a rate 
has to be determined by the Fund. 

Even if no exchange between members wer·e necessary, the Fund would 
have to determine a rate at which it would account for the member's cur
rency. This rate would be used to calculate the value of the purchase, 
to. calculate the extent of the discharge of the obligations to the Fund 
of the member whose currency is sold, and to revalue the remaining Fund 
holdings of the member's currency. If the new rate were lower than the 
previously used rate, the member would have to make additional payments 
in its currency to.the Fund under the maintenance of value provisions. 

If an exchange is necessary and the exchange is not made by the 
issuing member, the Fund would h_ave to revalue the holdings of the 
issuing member's currency on the .basis of a rate determined by the Fund. 

(e) The Fund has decided that a member is free to attribute the 
reduction in the Fund's holdings of its currency to any of its repur
chase obligations-and (subject to limitations) to enlarge its reserve 
tranche. 1/ An elimination (or reduction) of overdue obligations would 
only be ensured if the decision were amended by mandating the attribution 
of a reduction to overdue obligations. The Fund would be free to limit. 
the scope of the amendment to a sale of currency under Article V, 
Section 7(h). 

2. Transactions in currencies for SDRs 

a. Transactions with participants 

Under Article V, Section 6(a) '.'the Fund may accept special drawing 
rights offered by a participant in exchange for an equivalent amount of 
currencies of other members." 

(i) The exchange of SDRs against currencies has to take 
place on the initiative of the participant wishing to sell SD_Rs. The 
Fund cannot initiate the transaction. 

(ii) Contrary to the requirements w;ith respect to a purchase 
by a member, the participant requesting an exchange under Article V, 
Section 6(a) does not have to represent a balance of payments need. 

1/ Decision No. 6831-(81/65) as amended (Selected Decisions, Twelfth 
Issue, page 124). The decision contains limitations of the principle 
with respect to an attribution to an obligation to repurchase financed 
from borrowed resources and to an attribution to create a reserve 
tranche (paragraph l(b) and (c,) of the decision). 
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The transaction under Article V, Section 6(a) is not II a 'credit' 
transaction comparable to the transactions, other than reserve tranche 
purchases, in which a member makes purchases under Article V, Section 3 
in return for its own currency." J:../ 

(iii) The major difference between transactions in SDRs and 
transactions in currencies is that the member whose currency is being 
sold by the Fund has to agree to the sale (Article V, Section 6(c) ). J:./ 

(iv) Article V, Section 6(c) prescribes]_/ that the curren
cies provided by the Fund shall be selected in accordance with policies 
that take into account the principles of Article V, Section 3(d). While 
there is no specific reference to the policies adopted under Article V, 
Section 7(h), a sale of currency holdings that the member has failed to 
repurchase is not precluded. Article V, Section 6(c) does not refer to 
the policies to be adopted under Article V, Section 3(d), but to the 
principles guiding the adoption of these policies. These principles do 
not only comprehend the balance of payments and reserve position of 
members, but the desirability as well of promoting over time balanced 
positions in the Fund.· The latter criterion is a relevant element with 
respect to currencies that should have been repurchased. It should 

0 

also be noted that Article V, Section 6(c) only requires that these 
principles be taken into account in the selection of currencies to be 
sold. These considerations are, however, less important in the context 
of Article V, Section 6 than with respect to a purchase under Article V, () 
Section 3. When a currency is included in the operational budget the 
issuing member cannot object to its use for a purchase. Under Article 
V, Section 6 the consent of the member whose currency is used is required. 
Accordingly, with the consent of the member whose currency is sold, it 
is possible for the Fund to exchange the currencies of members in 
arrears for SDRs. 

b. Transactions with prescribed holders 

Under Article XVII, Section 2 "the Fund may hold special drawing 
rights in the General Resources Account and may accept and use them in 
operations and transactions conducted through the General Resources 
Account with participants in accordance with the provisions of this 
Agreement or with prescribed holders in accordance with the terms and 

1/ Proposed Second Amendment, 1976, Commentary, II.D.17, page 26. 
2/ Article V, Section 6(c) (second sentence)·reads: "The Fund may 

enter into transactions under the Section only if a member whose cur
rency is provided or accepted by the Fund concurs in that use of its 
currency." 

3/ Article V, Section 6(c) (first sentence) reads: "The curren
cies provided or accepted by the Fund under this Section shall be 
selected in accordance with policies that take into account the princi
ples of Section 3(d) or 7(i) of this Article." 

0 



0 

0 

0 

- 11 -

conditions prescribed under Section 3 of this .Article." While the sale 
of currencies to a participant is provided for in Article V, .Section 6, 
the Fund also has the power to enter into operations and transactions 
with prescribed holders. In order to give effect to this power, 'the 
Fund would have to prescribe, by a majority of votes cast, under Arti
cle XVII, Section 3(iii) "the terms and conditions on which ••• the Fund 
through the General Resources Account may enter into operations a.nd 
transactions in special drawing rights with prescribed holders." 

A sale of currencies by the Fund is a transaction in the sense of 
Article XVII, Section 2 (Article XXX(h) ). Any prescription of terms 
and conditions of·a transaction has to respect Article XVII, Section 3 
(last sentence) which states that "terms and conditions prescribed by 
the Fund shall be consistent with the provisions of this Agreement and 
the effective functioning of the Special Drawing Rights Department". 
While the Articles do not establish specific criteria for the sale 
of currencies by the Fund to prescribed holders, the provisions of· the 
Articles provide the general legal framework for such transactions, 
and conclusions can be drawn from provisions regulating simil_ar cases. 

Article V, Section 6 addresses the similar situat.ion of a sale by 
the Fund to a participant. Insofar as the rationale expressed in the 
conditions of Article V, Section 6 applies to a sale to a prescribed 
holder, the conditions of Article V, Section 6 should, by analogy, be 
considered relevant for the similar case. The requirement of the 
consent of the issuing member is intended to give the member the right 
to protect its interest when the Fund sells its currency in a voluntary 
transaction. The rationale of this provision is relevant with respect 
to a transaction by an agreement between the.Fund and a prescribed 
holder. · 

Article XIX, Section 7(a) states "that the ·exchange rates for 
transactions between participants ••• shall be such that participant~ 
using special drawing rights shall receive the same value whatever cur
rencies might be provided and whichever participants provide these 
currencies •••• " Article XIX, Section 7(a) is referred to in Article V, 
Sections 10 and 11 on computations and maintenance. of value with respect 
to currencies of members held in the General Resources Account. The 
principle expressed in these provisions is of a general nature and has 
to be applied to a transaction between the Fund and a prescribed holder. 

Several provisions of the Articles establish the principle that 
the Fund cannot impose a transaction on a membe_r or participant. 
Article V Section 2(a) states that transactions with a member shall 
take place on the initiative of such member. Article V, Section 6(a) 
and (b) provides that the Fund may accept SDRs, offered by a partici
pant (a) and may provide a participant, at its request, with SDRs (b). 
Under Article XVII, Section 3(ii) prescribed holder.s "may accept" SDRs. 
It can be concluded that the general principle whereby the Fund may not 
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require a member or participant to enter into a particular transaction 
with the Fund, except as otherwise provided in the Agreement, would be 
relevant with respect to a transaction with a prescribed holder. 

The Fund has not yet prescribed any terms and conditions for the 
sale by the Fund of currencies to other holders. The Board paper on 
"Other Holders of .SDRs" (EBS/80/74, 4/1/80) discussed legal and policy 
considerations with respect to transactions between the Fund and other 
holders: 

Other holders could be authorized to buy or sell SDRs in trans
actions with the Fund's General Resources Account but, as a 
matter of policy, it is not proposed that they be permitted to 
do so. While a broad authority is contained in the Articles 
of Agreement for transactions between the General Resources 
Account and participants, it has so far not been used except 
for limited and clearly defined purposes, such as the sale of 
SDRs to participants needing to acquire SDRs to pay charges or 
to reconstitute their SDR holdings under Article XIX, Section 6. 
These particular purposes would not be applicable to other 
holders. In the staff's view, if the Fund were generally to 
authorize transactions in SDRs between other holders and the 
General Resources Account the impression might be 'created that 
the Fund stood ready to act as a "buyer of last resort" supporting 
the market in SDRs. This would be a most undesirable situation 
since the market should be given the opportunity to develop and 
function on its own. This kind of support could also lead to the 
Fund receiving possibly very large amounts of SDRs, which could 
materially affect the management of the Fund's holdings of SDRs 
and currencies, as well as the volume and distribution of members' 
reserve positions in the Fund •••• 

It cannot be wholly ruled out, however, that circumstances 
might arise in which a particular other holder would have a 
temporary need to buy or sell SDRs in a transaction with the 
General Resources Account ••••• there is nothing in the proposed 
decision that would preclude the Fund from deciding at any 
time to provide for dealings in SDRs between other holders and 
the General Resources Account. 

It may be concluded, therefore, that is is legally possible for 
the Fund to prescribe sales, to a prescribed holder, in exchange for 
SDRs, of the currency of a member in arrears to the Fund. Such sales 
would require, in addition to theparticipation of the Fund, the con- < 
currence of both the purchaser and the issuing member. 

3. Use in the Fund's administrative expenditures and other uses 

a. The Fund has the power to use its holdings of currencies for 
its administrative expenditures. Under Rule E-1, the Fund may maintain 
"administrative accounts", also called No. 2 Accounts, which can be 

0 

0 

0 



0 

0 

0 

- 13 -

debited or credited with respect to the Fund's administrative expendi
tures and receipts payable in a member's currency~ These expenses may 
be incurred by the member on behalf of the Fund or represent payments 
which the Fund may make or authorize for its own purposes. 

The currency holdings in the Fund's accounts are in the sole 
ownership of the Fund. The Fund is, therefore, free to spend its 
holdings of a member's currency in·the administrative account, provided, 
of course, that .the expenditure is bona fide. Article IX, Section 6 
prescribes that "to the extent neces9ary to carry out the activities 
provided for in this Agreement, all property and assets of the Fund 
shall be free from restrictions, regulations, controls, and moratoria 
of any nature." It is, therefore, the member's obligation to provide 
to the Fund unrestricted acces.s to its assets.· 

If the Fund were to use the currencies of a member in arrears for 
administrative expenditures, the Fund would have to decide on the 
attribution of the reduction of its holdings of the member's currency 
to its obligations to the Fund. 

b. The Fund may also use its holdings of a member's currency in 
several other circumstances. For example, currency holdings can be 
reduced as a result of a setoff, and under certain of the Fund's borrow
ing agreements the use of currencies for payments of interest or principal 
can be agreed between the Fund and the lender. In addition, under 
Article V, Section 9(d) "remuneration shall be paid in special drawing 
rights, provided that either the Fund or the member may decide that the 
payment to the member shall be made in its own currency." 

III. Purposes and Effects of Use of the Currencies 
of Members in Arrears 

Under the conditions outlined above, the Fund has the authority 
(i) to sell its holdings of a ~ember's currency to other members in 
exchange for their currencies, (ii) to sell its currency holdings to 
other members or prescribed holders in exchange for SDRs, and (iii) to 
use its currency holdings, inter alia, for payments of administrative 
expenditures. 

To facilitate consideration of the desirability and potential 
scope for the sale or use by the Fund of currencies of members in 
arrears, this section discusses possible purposes the use of these 
currencies might serve and describes the effects of any of these sales 
or uses on the financial position of the Fund, the members whose cur
rencies would be sold or used, and other members. 
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1. Purposes and techniques of sales!/ 

a. In financing purchases 

As noted, any sale of currency by the Fund, whether in financing a 
purchase or in exchange for SDRs, must be made at the initiative of the 
member (or prescribed holder) acquiring the currency. In financing a 
purchase under Article V, Section 3, the Fund has the ability to select 
the currency to be sold; but if the currency is not a freely usable 
currency, the issuing member has an obligation to exchange the currency 
purchased for a freely usable currency at equal value exchange rates, 
if so requested by the purchaser at the tim.e of the purchase. 

The question arises whether, in the context of sale of the currency 
of a member in arrears, it could be expected with confidence that the 
member would meet its exchange obligation or whether the purchasing 
member might have a desire to hold the purchased currency or use it 
directly in transactions. The member making the purchase must have a 
balance of payments need, and it would be expected in most cases that 
it would seek exchange of the currency purchased. 2/ If the issuing 
member failed to meet its exchange obligation, it would be in breach of 
a further obligation under the Articles, and the needs of the purchas.;.. 
ing member--and the objective of the purchase--would be frustrated. 
Moreover, it may be considered that, if the issuing member were prepared 
to meet its exchange obligation, the more straightforward and preferable 
course would be for it to use the foreign exchange directly to settle 
its obligations to the Fund. 

In the cases of most countries in arrears to the Fund, the members 
face serious balance of payments difficulties and are accumulating 
arrears not only to the Fund but also to other creditors. It would 
not appear prudent for the Fund to assume that these members would in 
fact meet their exchange obligations if their currencies were used to 
finance purchases in the circumstances discus·sed, · and it would be 
contrary to the purposes of the Fund for the Fund to place the purchas
ing member at risk that an exchange would not be made. It might, 
therefore, be considered that, in the absence of a clear assurance that 
exchange would be made if requested by the purchaser, the Fund should 
not provide the currencies of members in arrears in financing purchases 
except at the specific request of the purchaser, and on the understand
ing that no exchange would be requested. 

1/ The purposes discussed in this section could also be met through 
th; use of the currencies of members in arrears for payments of inter
est and principal under certain of the Fund's borrowing agreements, 
in agreement with the lenders. 

2/ It is the practice in the majority of cases that purchasers request 
exchange into U.S. dollars. 

0 
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It is, nonetheless, for consideration whether in specific cases 
the Fund should not select the currencies of members in arrears in 
limited amounts to finance purchases as a test of members' r~solve to 
clear the arrears. This step might be taken after other procedures 
have been exhausted following a declaration of ineligibility and could 
serve as a test of the willingness of the members concerned to meet 
their obligations under t·he Articles by m~king arrangements. for the . · 
exchange of limited amounts of their currencies sold by the Fund. In 
the event that exchange were not arranged, the member in arrears would 
have failed to meet another obligation. However, as discussed above, 
the Fund should not place the purchasing member at risk, and it would 
be necessary to have fallback provisions for the Fund to make available 
a freely usable currency should the exchange not actually be made. 

The possibility would remain open that a purchasing member might 
desire the currency purchased for its own purposes, for example, for . 
use in payments for trade or to meet other expenses payable in the cur
rency. It would be possible for the Fund to offer purchasing members · 
the option of acquiring the currencies of members in arrears in all or 
part of any purchase, on the. understanding that no official exchange 
would be needed or sought; and such offers could be made as part of 
the operational budgets and the Fund's. operational communications with 
members requesting purchases. It is difficult to predict what use · 
might be made of such a facility, but the staff would not expect that 
such offers would be taken up unless prior agreement had been reached 
between t·he issuer and the purchaser of the currency in question. 

b. In exchange for SDRs 

The Fund's ability to sell the currencies of members in arrears 
(with their concurrence) to other members or prescribed holders in ex
change for SDRs. may provide greater scope for use of the.se currencies.· 
As the range of possible buyers would not be limited to those having 
a need for, and using, the Fund's general resources, there may be a 
larger potential demand for use of the currencies in question by other 
members, for example, in financing payments for trade, expenditures in 
local currency associated with aid programs, and diplomatic and adminis
trative expenses in the country concerned. It is to be noted, however, 
that many members impose legal constraints on the media that can be 
accepted in payments by non-residents, and such cons.traints are imposed 
by a number of members _that have experienced difficulties in making 
payments to the Fund. 

It is also possible that other institutions, including some that 
are prescribed holders of SDRs, may have needs for the currencies of 
members in arrears, in particular associat_ed with the provision of 
local cost financing as part of assistance programs, and that these 
needs could to some extent be satisified indirectly through acquisition 
from the Fund. The Fund can sell a member's currency only to oth~r. 
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members that are participants, or prescribed holders. It would also be 
possible, assuming the agreement of all parties concerned, for a member, 
in effect, to intermediate between the Fund and another institution 
that is not a prescribed holder, by purchasing the currency from the 
Fund with SDRs and selling it immediately to the other institution in 
exchange fot a freely usable currency (or any other agreed medium). 
Certain of the members presently in arrears to the Fund may receive 
significant local cost financing from international development insti
tutions (most of which are prescribed holders). 1/ The latter's 
acquisition of currencies through transactions with the Fund could 
have a noticeable impact on the Fund's holdings in some cases although, 
as discussed below, this would effectively reduce the amount of balance 
of payments financing being provided to the member through this vehicle. 

A further possibility is that some members of the Fund might be 
prepared to acquire and hold the currencies concerned as a means of 
assisting the members in arrears to become current with the Fund and as 
a cooperative step in assisting the Fund in dealing with the problem of 
overdue obligations. Although other techniques for providing financing 
of course exist and are more normally used for these purposes, it is 
possible that the technique of acquiring members' currencies from the 
Fund would provide a vehicle that would be considered useful in some 
instances. 

The staff is not in a position to indicate with any assurance the ~ 
potential demands for members' currencies for these purposes. To de-
termine the possible amounts that might be involved in sales to finance 
trade, aid, diplomatic, and other local currency expenses would require 
detailed examination of the flows of such transactions for each member, 
for which data are presently unavailable in many cases, and consultation 
with both the members in arrears and other members having substantial 
trade and financial relations with these members. While it might be 
possible in this way to obtain broad indications of potential amounts, 
the actual sales that might be practical are likely also to be influenced 
importantly by the particular legal and institutional framework in 
which foreign exchange transactions are conducted in the individual 
country. With respect to agencies of member governments and other 
institutions having a need for the currencies of these members, these 
organizations may face substantial constraints of a legal or policy 
nature in acquiring local currencies. It would, therefore, be important 
to receive positive indications from individual Executive Directors and 

1/ It may be noted, for example, that disbursements for local pro
cu;ement of goods and services by the IBRD and IDA in FY 1986 in the 
five ineligible members were: Peru $83.2 million; Liberia, $8.8 million; 
Sudan, $4. 7 million; Guyana, $0.4 million; Viet Nam, none. With the 
exception of Peru, however, these amounts are small in relation to the 
members' arrears to the Fund. 

0 
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creditor _lllembers- as to ,:W,.h,~the-r_,curreUcy sa,les. by; the Funµ would be., 
viewed as a .. usefuL ~nd prac,t,ical ,way :i:n whicp. .their aut:·horiti~s. co.uld 
provide ffnan.cing, t.o mempers Jn lirr~a;rs as ?. means _t<,> :ass;i.st in reso-. 
lution of the ,problem of, overdu_e oblig~tions- to the Fund. The. staff 
would also welcome the guidance of Executive Directors as to whether 
the poss,.ibi,i'ity of ~ales· t~ other i~:t)~t~tions_' ·should be ~ctively 
explored with these institutions. 

c. , In .fina~cing the Fund's .. adnµ.nistrat,ive expenses 

' ' : ~ -
The Fund has certain administrative expenses associated with 

activities in most of its member countries_, such as mission travel, 
technical assistance, or resident representatives, arid maintains adminis
trative accounts _in every member's cur.rency. : For the most part, these 
expenses are finance4 with_ U ":s. -dolla_t:<s, .though .there are occasional 
local curr~ncy- :Payments funded from-. the administrative acco.unts with 
the members in arrears •. ·:1/ ,. It

0
would .be possible ,t_o seek to .increase. 

the use of_ thes_e. currencies,. fo~ ~xample, in payinent_of.local airline, 
hotel ,_.arid stibs.istence _cost:s and in f:!,nancing local currency expenses . 
related to 1=echnic_al assist!:lnc,e- and -the· mainten,a_nce o_f. resident repre
sentatives. , In practice, .. howeve.:r,. there _m,ay .be supstant.ial obstacles . 
to such use, as, airlines normally require payment in. dollars for trips 
originating in Wasp.ington and-, local. hotels _in ma.ny. cases require non- · 
resideµts to. effect 'payment Jn ,foreign exchange. 

0 A very ,r,ough ·calculation .suggest£!. ,that the amoun'.t potentially 
involved_ fo-r-. missipn-_related foc~f currency expenses :!,n t:he five m~m
ber countries that are presently ineligible to u.se the Fund's gencar~l 
resources would be on the order of about SDR 100,000 an'nually', or about 
0.01 percent ,of .,these _members! arrears, outstanding at:_,the end of · . 
September 1986 •. 2/ 'l'.echnical .ass.istance and the maintenance of re~ident 
representa,tives wm,i.19- i.q. _some .. C!:lses proviife f_u,rther .opportunities, put 
the local. curreµcy component of .. those. expenses_· i£1 also very small com""'. 
pared to. the. amounts o_f: a_rrears .• 

0 

A number. of year!> ago,, the Fund. stand.9:rdized t:_he payment of such 
expenses in u_. s. dollar_s l;).s !a .. mea)1i, of simplifying, administration. .A 
change. to requir.e :the u_se .o;!= locaL .. curreµcie_s in financing expenditures 
in certain m~mber coun

0
trtes, :would give rise ;o considerable additional 

1/ For example, administrative payments by the Fund in the currencies 
of-the five. members that .J:give been:Aecla:re,:J ineligible to use the Fund's 
general, resources have _totale<i the. e<:i.:uJv~lent of. c1.bou,t SDR 18,000 since 
the beginning .of .1985 .•. 

Jj In cpnnection with a forthcoming mj.ssion. to one: of ·_the uiem:t>ers . 
concerned, it has been_ es.timated that, .as a practical matter,. in light 
of hotel and airli:n~ r~qµ,irements, l(?C~l CtlI'rEmcy funding could be USed . 
for only aboup. SDR. 5-6,,00,0. of. ,tp.e mi_ssion ,.c,osts,. ~.irgely for per diem. 
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administrative effort in accounting for advances in a variety of cur
rencies, making special arrangements for the acquisition of local 
curency from depositories by mission members, technical advisors, or 
resident representatives, and tracking the re-deposit of any unused 
funds. In some countries, staff could be exposed to some additional 
risks of carrying relatively large amounts of cash. 

In the staff's view, therefore, use of local currencies in 
financing administrative expenditures would not appear to be a parti
cularly effective means of reducing members' arrears to the Fund. 

2. Effects on the Fund and members 

With' respect to the effects on the Fund, it is assumed that the 
Fund would decide that any reductions in its currency holdings, result
ing from a 'policy on use of the currencies of members in arrears, would 
be attributed to outstanding overdue repurchases. In that case, the 
sale or use of the currency of a member in arrears would, pro tanto, 
reduce that member's repurchase obligations to the Fund and the amount 
of arrears outstanding. Such use of the currencies of members in 
arrears would not, in itself, serve to settle overdue charges and 
thereby improve the Fund's income position~ A reduction in arrears 
to the Fund through such use might lessen the effort required for the 
member to become fully current with the Fund, including in the payment 
of charges, and thereby contribute indirectly to the settlement of 
charges. Any such indirect effects would, however, depend in part on 
the impact of the use of the currency on the external position of the 
member whose currency is used. 

The sale of a member's currency by the Fund in financing a pur
chase, with an exchange to a freely convertible currency at the request 
of the purchasing member, would result in an immediate reduction in the 
foreign exchange holdings of the member in arrears. If the currency is 
used (by the purchaser, the Fund, or any other entity) to finance expen
ditures that would otherwise have been made in foreign exchange or in 
local currency obtained with foreign exchange, the result would be a 
reduction (which may, however, be spread out over a somewhat longer 
period) in receipts of foreign exchange by the member. If the currency 
is held by the purchaser, there would be no offsetting impact on the 
member's gross foreign exchange position, although there would be a 
shift in the member's liabilities from the Fund to the purchaser. 

Except in this latter case, therefore, the use of a member's cur
rency by the Fund would result in a corresponding reduction in the avail
ability of foreign exchange to the member in arrears and would not be 
expected, by itself, to strengthen the member's ability to meet remaining 
financial obligations to the Fund. In essence, the net foreign asset 
position of the central bank would be unchanged, and there would be no 
economic effect unless the purchase of the currency of the member in 

0 
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0 



0 

0 

0 

- 19 .,..,, 

arrears led to a .c;l.em.p.nd for tp.at. cc;mntry.' s. 1output. t:ba; otherwt~e.· :would 
not have been made. - This is .. an unlikeiy event.-•. In contrast, the ... 
acquisition and holding. of the ~ember!s. curr~n~y.. by. other. me~bers ·.wot1ld .. 
tend to allevia.te pr~ssure .. on the in'ember's external p~siti~n, though,. 
the importance of this effect and. the· extent t.o wh_ich .it was more. - ' 
than temporary wot1ld depend. impoit'.an_tly .ori.. the. t~rms,:, agr~ed for_- any -· 
liquidation of those. holdi11gs. . . ·- .. -- . 

With respect· to the 'member, acquiring .the,· currency o{ _a member i~. _ 
arrears' the effect would depend. on t1).e nature. and pu:i;pose '-~f the acqui~ 
sition. If. the. currency. were acqt1ired and. exchanged ,_o.r sold a~ the .. -
same (equal value) rate of exchange' the _only, efiect ·: wou:).c;l. l?e on th~ 
composition of the member's. rese107.es·. -. If .the .curre~cy we.r_e used in 
lieu of foreign exchange to finance loc~l pa1,ments,, and assuming that ., 
the exchange. rate at which :it acquireq the: ctirrency:.:corresponded to '. 
rates otherwise available, 1/ the acquisition ~ould have no net erfect 
on the purchaser's foreign exchange holdings. The purchaser would, 
however, be exposed to exchange risk on the balance acquired and held 
for any period,.prior to the expenditure. If the ba],~mces were acquire,d 
in order_ to be held, the purchaser's ,holdings of. u~able reserves wouid 
be reduced, and' the holder :would be .. exposed to. exchaqge ;isk, unless an 
exchange guarantee ·were provided by the is$Uing: me¢bet:, and perhaps a .. --
risk of nori...:.payment,.: · · · · · - ·- -

.. IV. Some. Operational Considerati9ns 

In the e~nt the Fund were to pursue an -eff~r;t_ t~ .~se the cu,r-,· 
rencies of members in arrears, a number of technicai and operational 
questions would need to be considered. '.rh~E!-sectfon briefly sets 
out some of the main questions. 

1. Representative rates 

All exchanges of curr~g.cles .·betwe~n- the .. Fund. a~ members are con
ducted at an exchange rate between .two 'currencies ;Corresponding Jo 
their exchange rates in terms of the SDR. The ·value of a currency 
other than the U.S. dollar in.terms of the SDR.is determined on .the 
basis of the value of -the U.S. dollar ·in: te'rtns of 'the· SDR and the -
representative rate of exchange,.t.~e.defin_itio_n of .wh:i,c;h-is_discus.sed 
with a member upon join;l.ng _the Fund and is subsequently. a,ppr9ved by 
the Executive Board. -. The Board's decision in this respect normally 
incorporates an under~_tanding that the_ membe:r; is .to ,inf.~J;lll.,the .. Fund of 
any change .in the represen,tative rate •. The rate. is adjusted, if inde_ed 
there is a change, when -the, --currency is used in, a Fun4. oper,ation _ or _ -
transaction and_, i,q any ev,ent .. , at le~st once ,a year at .the close .of t~e . 
Fund's financial year for the purpose of ·valuation adjustments to the 
Fund's holdings of a member's currency. 

!/ The question of representative rates is discussed further below. 
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How close the representative rate is to other exchange rates that 
might apply to foreign exchange transactions is of importance both to 
the Fund and (unless the currency purchased is to be exchanged immedi
ately at the equal value rate) to a potential purchaser of a currency. 
The representative rate determines the value of the Fund's holdings and 
would determine the SDR value of the reduction of holdings associated 
with a particular use of currency. From the purchasing member's point 
of view, if use in local currency expenses is anticipated, a purchase 
from the Fund is·not likely to take place unless the Fund's rate is 
very close to, or more beneficial than, rates that may be obtained 
otherwise. In the event that a transaction involving the currency of 
a member in arrears were to be made, it would be necessary to examine 
closely the representative rate for the member concerned, to determine 
whether it reflected market conditions and approximated rates that 
might otherwise be obtained by purchasing members. 

2. Currencies to be used 

During the Board discussion in June 1986, the suggestion for cur
rency use was made primarily with reference to members declared ineli
gible to use the Fund's general resources. The Fund is not, however, 
limited legally .to the use of the currencies of these members and 
could, for example, offer to sell the currency of any member that was 
in arrears on a repurchase obligation, any member that was subject to 
a complaint with respect to such an obligation, or any member that had 
been overdue on repurchase obligations for a certain period of time, 
after consultation with the member and provision of a reasonable oppor
tunity to make the repurchase. 

3. Amounts to be used or offered 

It would also be necessary to develop criteria for determining 
the amounts of each member's currency that would be used or offered 
for sale. Such criteria could include, for example, factors related 
to the size and duration of the member's arrears, its progress in 
settling the arrears to the Fund, and the prospects for future payment. 

4. Attribution of reduction in the Fund's holdings of currencies 

As noted, members are free to attribute a reduction in the Fund's 
holdings of their currencies to any of their repurchase obligations and 
(subject to limitations) to enlarge their reserve tranche positions. 
It would be necessary for the Fund to decide that a reduction resulting 
from sales or use by the Fund of the currency of a member in arrears 
would be attributed to that member's overdue repurchase obligations and 
to determine the order of the obligations to be settled in this way. 

0 
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.V. ConcludiIJ.g Remarks 

1. In response to,a req)Jest by.the Executive Board, this paper has 
given co~siderat.:i.on to certain questions relating to the possible use 
by the Fund of its h()ldings of the currencies. of. members in arrears to 
the Fund. 

. '· 
2. Legal authority exists for: 

(i) , sale_s to 9ther_ .members· in exchang~ fo.r their currencies, 
subject to.the general provision_of Article V, Section 3(d), or.the 
special. provision of Article. V, Sectd.on 7 (h), on the selection of 
currencies by th~ Fun<i •. Article V,. Section 7 (h), with respect to the. 
sale of holdings of a membe.r's currency that- the member has failed to 
repurchase, obvia:t;es _the need for the. Fund of finding that the balance 
of payments and. reserve position of a member is sufficiently strong. 
Furthermore,.under either pr9vision, the sale by the Fund is not subject 
to agreement. with the. issuing member. Difficulties may, however, arise 
when an e~change.requested by the pur~hasing member under Article V, 
Section 3(e)(i), at the. _tiine of the purchase is not made •. The Fund 
must either refrain from selling the currency or substitute another 
currency for the currency that the issuing member has failed to exchange. 
The, Fun!f could -.consicler adopting_ policies under /\rtic],.e V, Section 7(h) 
limited to circumstances in which _the.purchasing member c.ould either. 
use the currency or obtain an exchange; 

(ii). sales to other .. members. o_r prescribed holders in exchange 
for SDRs. In both cases,the Fund may not require the participant.or 
prescribed hplder to enter into such transaction. Furthermore, the 
conc~~rense of the j,ssuing member would be necessary; · 

(iii). other uses such as p~yme:nt.s of administrative expendi~ 
tures. 

No authorit::y. exists for sales of. currencies in the market by 
the Fund ex~ept after withdrawal of a m~mbe~. 

3. The possibility exists that sale or use by the Fund of currencies 
by these methods might creat:e. an ad<i_itional means. of channeling payments 
to the Fund, if_the_.o;verdu.e l!lember,andother members-were prepared to 
participate. However, for the most part these mechanisms would not in 
themselves improve the balance of payments position of the member in 
arrears and would.normally involve a transfer of, or failure to receive, 
foreign exchange resources. by .the member, with a _co:r;responding transfer 
of resources to th_e _Fund •. ·If. the. meml?e:r; Wf!!re willing to· pay, _it could 
be argued that in most cases this transfer might .be more straightfor
wardly effected by other means, such as direct payment by the member 
with resources acquir~d through· export!,'! or other current. receipts. or 
through aid donations pr creditor ~inancing:•, 
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On the other hand, use of these provisions could provide some addi
tional scope through which the collaborative efforts of the membership 
to deal with the problem of overdue financial obligations to the Fund 
could be brought to bear. Insofar as this vehicle could enable resources 
to be mobilized that might otherwise not be available, it could 
strengthen members' efforts to service their debt to the Fund. The 
practicality of these means would need to be explored on a case-by-case 
basis. 

4. In the case of a member which does not appear willing to collabor
ate with the Fund, even though it is judged to have sufficient resources, 
it is for consideration whether the Fund should offer the member's cur
rency in financing purchases, with provision of a "fail-safe" mechanism 
to protect the purchasing member. While the staff would not predict 
that such a policy would lead to a significant reduction in the Fund's 
holdings of the currencies of members in arrears, it may nevertheless 
be valuable as a further formal technique that could be considered 
after other procedures have been exhausted, and it would be an additional 
means of judging a member's willingness to cooperate with the Fund 
following a declaration of ineligibility. The staff would welcome the 
guidance of Executive Directors in this respect. 

5. On the more technical question of how to proceed in making use of 
the currencies of members in arrears to the Fund, the following considera
tions are of relevance. 

(a) As regards using these currencies to finance purchases by 
other members, it is for consideration whether the Fund should make 
such use only in circumstances where there is (i) a firm assurance on 
the part of the issuing member that the currency would be exchanged 
promptly, at equal value, if requested; or (ii) an indication by the 
purchaser that it wishes to obtain the currency from the Fund without 
seeking exchange. 

(b) The possibility of sales to other members or prescribed 
holders in exchange for SDRs would seem to offer a potentially wider 
range of demands for the currencies of members in arrears, including: 

(i) use by other members in financing transactions (e.g., 
for trade, aid, and diplomatic purposes) in and with 
the country in arrears; 

(ii) use by other institutions (e.g., to finance local 
costs of development assistance projects), which 
could in some cases require the intermediation of 
Fund members in conducting the sales; and 

(iii) acquisition by other members as a technique of 
assisting the member in arrears to become current 
and of cooperating with the Fund in dealing with 
the problem of overdue obligations. 

0 
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As noted, however, any such ,;;ales in exchange for SDRs would require 
the concurrence of both the. member in arrears and the purchaser of the 
currency, and that of another institution if .a "triangular'' arrangement 
were inyolved. 

(c) In considering whether to pursue these possibilities it 
would be important .to .have the views of Executive Directors on all 
these points and, in particular, on whether the countries they repre
sent would be prepared, as may be the case, to permit their currencies 
to be sold or to purchase the currencies. of members in arrears. The 
Board's guidance is also required on t;he question whether the staff 
should pur~ue discussions with other institutions on their posible 
needs for currencies concerned and their potential willingness to 
acquire those ~rrencies in transactions arranged through the Fund. 

6. Quantification of the amounts that. might be involved in sales of 
the currencies of members in arrears is difficult, and it may not be 
possible to be very precise in this respect without extensive further 
analysis and detailed consultations with the other parties to such 
transactions .(purchasing and selling members, Fund creditors, other 
institutions). If Executive Directors could identify specific pos
sibilities that they would support and would regard as worth exploring, 
it would help to focus the required analyses and consultations. 

7. With respect to Fund administrative expenses, very minor amounts 
of the currencies of some countries in arrears have been used in the 
recent past and there would appear to be some scope for an increase in 
use. However, the potential amounts are very small in absolute terms 
and in relation t9 the obligations outstanding, and use of local 
currencies would give rise to. some administrative inconvenience. If 
Executive Directors wish greater emphasis to be given to use of these 
currencies in administrative expenditures, the staff would suggest that 
for administrative reasons the effort be confined mainly to any large 
individual outlays that could be made in local currency. 

8. In considering whether to pursue further the idea of using' the 
currencies of members in arrears, Executive Directors will w~sh to bear 
in mind the effects of such use on the members' external positions, as 
discussed in Section III above, the needs for consultation and concur
rence associated with certain uses, and the vi.ews of others as to the 
preparedness of their authorities to permit, and to participate in, 
sales by the Fund of the currencies of members in arrears. Specific 
indications by Executive Directors that their authorities would be 
willing to support and participate in such sales would be important in 
determining whether this approach would be potentially effective and 
meaningful as a technique of reducing arrears. 
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Office Memorandum : ~ . . 
l, Q 
0 ~ 

~l'AR'it 

TO: ETR Economist £ December 1, 1986 

FRCM: Peter J. Quirk ~· 

SUBJECT: Information on External Payments Arrears 

A request has been made by an Executive Director, and agre~d 
to by Management, that available information on external payments 
arrears to official and unofficial creditors be quickly compiled and 
issued as a supplement to the recent Executive Board paper on 
arrears. 1/ To enable us to meet this request, please complete the 
entries in the attached table relating to those countries for which you 
are responsible (indicated in top right-hand corner of this 
memorandum). The entries should be footnoted on your copy to indicate 
the form of the negotiations for the restructuring of the arrears 
(official and unofficial separately) that are presently underway, or are 
expected to commence shortly. 

Please direct any questions that you may have, and provide the 
completed entries and footnote on your copy of the table, to Ms. Jul 
(ext. 8524) by c.o.b. Wednesday, December 3. 

Attachment 

cc: Mr. Finch / 
ETR Di visions 

1/ "External Payments Arrears of Fund Members, 1985-86," (EBS/86/261, 
11724/86). 
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ATTAC~ENT' . 

External Payments Arrears of Fund Members, 
by Type of Creditor 

1985 1/ . 1986 1/ 
. Official Other Official Other 

-- . 

Member 
Country · Creditors Creditors 2/ Creditors Cred':ftors Y 

1/ Most recent data available [corresponding to Table 1 in 
EBS/86/261--copy attached]. 

Y Including officially guaranteed private sector obligations in 
arrears. 
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,r, Table 1 • Eotternal Pa;,nents Arre.1rs O..tstardlng, 1976-1986 .!/ ., 
(In millions of fiDRs; erxJ of ~rlod) 

( 
1976 1977 1978 1979 19a:J 1981 1982 1984 1985 ?j 1986 'lf 

l"'JlOrts 

Afgh.mistan " l( lC " X X X 

lvltigw and Barbu:la 2 3 8 14 19 21 14 
Argentina* 6,5% D,105 19.,6]4 1,493 32 
Belize* 5 6 ·-~ 
Benin 22 u t.9 89 156 Jf,9 64 
llolivl;i l2 126 10'+ 228 438 727 912 98) 200 
Brazil 2,2)5 2,094 2,6:0 17 
Burkina Faso J3 25 27 37 64 33 
Central African ReJUbllc* 35 39 8 42 63 43 45 28 l2 4 J 
Otai 9 9 5 4 9 37 42 48 51 55 (0 • 46 
Camroo 1 l 2 3 4 1) 

~ 4 4 23 31 14 34 )) 62 97 212 175 33 
O:>sta Rica* 234 565 1,007 38 219 )) 109 3 
C5te d'Ivoire" 174 53 -
Innl.nican ReJUblic* ll 17 37 54 165 1)7 :01 151 10 
F.cuador' 191 97 (0 

%Y],t 312 862 3,173 29 
El Salvador 45 8) a:, 5) 99 87 29 10 
Equatorial G.rlnea* 2 9 ;n 43 29 81 
Gal:m 4)) 339 
The Gambla 9 3J 12 43 52 54 79 57 
a.ana" 192 201 393 324 269 44J 524 43) 237 159 178 26 
Orenada X X 2 1 ·1 l 1 2 
0Jat81Bla 261 273 m 533 498 46 
Oline.a % ll9 151 % 87 123 l}7 225 '2Jl7 346 191 87 
Chlnea--Bissau 7 7 8 5 2 5 9 14 !R 24 32 1,0 

GJyana 27 l7 22 34 lDl zn 3'll 546 643 774 JX) 

lhltl JB 19 9 3 u 3 
lbx:!uras 12 52 99 JJ2 1'l8 172 22 
Jarmica* 22 48 42 89 j) a,<, 112 101 59 9 
Uberia* 10 2 1; 22 86 1]9 21 
Ma:lagascar' 5 7 ll D 175 103 21) 96 Rl 73 20 

(, 
Mall* 11 JB 27 l.l 54 31 9 4 2 
Mauritania* " 9 2J 15 28 3J )7 59 107 

Mexico 1,24:J 267 
Morocc<:i" 253 127 224 4'YJ 6 
Moza:nblqce :35 751 83.9 1,)25 155 

Nicaragw 58 363 621 453 39) 439 6:.1 6)) 87 

Nigeria 1,948 4. )(.0 4, 9JJ 3,861 l./3 
Paraguay ,;, ',\ 145 D 
Peru U5 21 1.420 2,585 4,639 ill 
Philippines* 1,:.65 2.744 
PoLarrl (#) 764 

....... Ro:<an:l.a 981 352 85 
St. wcia " l 1 1 
Sao Tooe & Princi i:e 9 8 9 f, ll 9 39 

Senegal* 7 12 26 3 

Sierra Leone 4 15 25 'J, 55 1D 2al 2!(} 236 272 315 192 
Scmllia J3 35 liJ '.O 79 120 42 65 lO 
Saith Africa 6,004 7,850 28 

SIXlan 241 572 ':!!7 878 PM 1,293 1,428 1,121 963 1,599 120 
Surinarre 44 61 17 
Tanzania 4 2 55 126 254 ,34 y,,. 516 7rfl 892 103 
Togo* 8 34 21 22 6', 162 l 
Turkey 202 1,710 1,523 1,769 1,266 275 

!Jgan<h 29 21 63 6'l 172 llJ ID 75 (jJ 72 15 
Venezuela 748 ),916 4/,89 4,827 4,8f.4 3'l 
Viet H.:m 33 224 38) 582 :di 6;b 28 

1.estern Samoa 9 D 3 2 1 2 

Yt€0Slavia" 295 1,477 15 

Zaire" 385 671 95(1 l, 118 450 530 fl.\8 372 !Bl ID! '>9 15 
Za:obia" Ec3.. 394 496 351 461 5(0 2£ 597 568 572 5J3 81 

Total 1,753 5,140 4,962 5,414 5,453 6,617 19,353 32,653 42,473 36,200 

Mamranrlun item: 
· Aggregate arount rescred-

uled ln each )'!'lC Jj 334 457 2,222 4,462 3,769 1,893 5,525 67,585 37,491 llll,517 

1/ The table stuws data m romtrles Jq,o,.n m tEve lm extern.tl ps)ffl?nts arrears in any )'!"C dJ.rir;;: the f>!rlod 1976-1986 or ot!Pr dates ln<l!c,Hcd 

i.,;-tl>:! footnotes. Ik?faults, i~e., payments arrears incurred by gov<?rments l"\,lrtici]'.kltirg 1n cr.nrrct1 central mm arr-'lrg~nts (fhnk o_f {tt11tr.1J Mrk,111 

(_ 
States (BEAC), Umtral Bank of W!st African States (BO'JO), ard Eastern C.1r!bbe;n1 C,,ntral P,1rl< (E<XB)) resulting frnn the g<Jvcrm,,nt's lmhl l! ty to 
obtain dorest!c currency with .!tlch to p,.,rchase ree:lcd foreign cxchao!.l' fr"" t'1? ccmroo central l:enk, as weU as those incurred ll'f ttr r,ovem"<:nt or a 
govemrent a,tity .!lose financial q,eratlons form pan: of the tulg,,tary process, are lnclu'.led ln trese figures. In tJi:? former case, since it ts 1ut 

possible to dlstl~ish bet.een dr.n,stlc ard external arrears, total arrears are sho.,i. 
2/ fust ro:ent est!mtes wailable; ..tiere erxl-year data are not available, data at the c<xl ci ti>:! nnst m:cnt (l'tlod are tr-Cd to arrive ,1l tnt,1Ls. 
)/ lloounts are with respect to fu:rl nmiber creditors ard lnclule resc\x_'<luUrg of arrears ard service ohl!l',llloro not )'!t .i,.,. 

s,;txiis: * Financi.11 program supported 17)- me of fund resources in effect Jn Ceoonber 1985 (lncltrltrg a.rra~"1lents uider lolilch ('ll'cha.s.cs hive h,m 

suspeooed). x Arrears less tMn Sill o.5 million. 
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TO:· 

FROM: 

SUBJECT: 

The Acting Managing Director 

Manuel Guitian fa-6-
External Payments Arrears: Mr • Kafka's·· Enquiry 

This note is in response to Mr. Kafka's enquiry regarding the 
data for members' external payments arrears contained in the Executive 
Board paper issued on Monday Y. 

. . 

· In this series of papers we have provided data that has 
stemmed from the exercise of Fund policies under stand-by and EFF · 
arrangements, and for jurisdiction under Articles VIII and XIV. These 
policies have not generally hinged on the particular distinction between 
official and other creditors (Brazil's arrears are all with respect to 
official creditors) in which Mr. Kafka is ~nterested. However, we have 
been attempting.to extend the reach of the data, and this year's report 
contains for the first time some country,series on changes in arrears 
disaggregated by means of settlement (cash payments and rescheduling). 
As I mentioned over the telephone, if it was thought to be generally 
useful, the possibility of a further extension to available data on 
official versus other creditors could be examined. 

As you know, the data on arrears are difficult to compile 
because they do not stem from standard balance of payments 
documentation. There is therefore a necessary qualification to be made 
on further disaggregating the data: it concerns the quality and the 
coverage of the data, which is likely to be limited. As you have \ 
suggested, in response to Mr. Kafka's concerns, we will compile the 
available data on arrears against official and other creditors with a 
view to issuance as a supplement to EBS/86/261. 

If you agree, I will so inform Mr. Kafka. 

~: Quirk 

1/ "External Payments Arrears of Fund Members, 1985/86" (EBS/86/261, 
11/24/86). 
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TO: Mr. Habermeier November 12~ 1986 

FROM: . 

SUBJECT: 

a? 
C. David Finch 

Sale and Use of Currencies of 
Members in Arrears to the Fund 

In response to the request for comments on this draft 
Executive Board paper, we would have the following main suggestions: 

First, in our view the major determinant of the :feasibility of 
the currency or SDR transactions will be the at.tractiveness ·of. the 
transactions reflecting the implicit exchange rates. We believe that 
the draft should give more emphasis to this than to the General 
Account/SDR assymmetries. It should also go further in assessing the·. 
constraint imposed by Article XIX on implicit multiple rates. 

Second, we wonder if it would be productive at this stage to 
identify potential transactors. The suitability of these instruments 
would probably best be established on a case-by-case base, with this 
paper establishing their availability. 

For more background on these points, and some additional 
comments, please see Mr. Quirk's note (attached). 

cc: Mr. Gianviti 
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Office Memorandum 

TO: Mr. Finch November 12, 1986 

FRCM: Peter J. Quirk 
~, 
b 

. SUBJECT:. · .sale or Use of .Currencies of Members in 
Arrears to the Fund..;.-Preliminary · Considerations· 

The following are comments on the draft paper for Executive 
·Board discussion circulated on November 10, 1986. As in the draft, 
general comments are separated here on the basis of the legal and 
practical issues; they are followed by some more detailed suggestions. 

Legality 

The draft paper is generally negative with respect to the 
possibilities for sales of currencies of members in arrears, .while 
concluding .that the exchange of such currencies for SDRs is legally 
feasible. Two main reasons for this assymmetry are stated: 

1. From the point of view of the purchaser, it is noted that 
the requirements of Article V, Section 3(b) relating to the purchaser's 
BOP need must be met. "The fact that the currency provided could be 
used by the member would not be sufficient" (page 4, second paragraph). 

2. From the standpoint of the seller, observing the 
obligation to.exchange on request for a freely usable currency under 
Article V, Section 3(e) is necessary for the transaction to take place 
(page 12, second full paragraph). 

However, it is not clear that these necessarily constitute 
impediments to the use of the General Account. Article V, Section 3(b) 
states that it applies to members requesting "to purchase the currencies 
of other members from the Fund in exchange for an equivalent amount of 
its own currency" (underlining added). Should the purchase be effected 
in currencies other than the member's itself, then this bar to sales 
would not.be applicable. Such an approach (if feasible) would l?e 
consistent with the aim of the purchasing member of using the Fund to 

·affect the composition of its assets (and those of the Fund), rather 
than to draw for its own BOP support. 

With respect to the s.econd constraint under Article V, Section 
3(e), that imposed on the potential seller, there is the specific provi
sion of Article V Section 3(e)(iii) whereby the members concerned do not 
request exchange for other currencies, "but agree on another procedure." 
(e.g. exchange for non-currency assets). 

In practice, the constraint on both General Account and SDR 
·transactions therefore seems most likely to arise from exchange rate 
considerations. If the exchange is for currencies, avoidance of 
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effective multiple exchange rates (under Article XIX) would probably 
preclude voluntary purchase or exchange for SDR's (at the official or 
representation rate) • However, exchange for non-currency assets (e.g. 
equity in the seller's territories) could in some situations be 
considered profitable by the purchaser without necessarily involving an 
implicitly different effective exchange rate. The paper ~hould note 
that the determination under Article XIX, Section 7 that the transaction 
should lead to the ''same .value whatever currencies should be provided" 
would presumably be made by the Fund, and would extend also to exchange 
of a currency or SDR's for non-currency assets. The underlying 
consideration of the exchange rate requirements of Article XIX, Section 
7(a) should be stated with more·· force to qualify the conclusion on page 
19, "that it is legally possible for the Fund to sell, to a prescribed 
holder, in exchange for SDRs, the currency of a member in arrears to the 
Fund." 

Pr ac ticali ty 

This section in part mirrors the conclusions of the legal 
section regarding the assymmetries in the use of General Account and SDR 
transactions. Adjustment is therefore suggested to reflect the comments 
above. It basically concludes that, even if engaged in, a large volume 
of such transactions would not be likely. However, any additions to the 
number of instruments available to deal with the important issue of Fund 
arrears, on a case-by-case basis, must be welcome. In view of the case
by-case approach, the time-consuming data collecting and consultation 
exercise referred to in paragraph 7 on page 35 would not seem useful. 

As with the legal section, further discussion in this section 
of exchange rate considerations, and incentives for purchasers to enter 
into such transactions including use of non-currency assets, would be 
useful. From a practical perspective, the basic problem--that in 
utilizing any such mechanisms care should be taken not to weaken 
members' incentives to make repurchases on time--should be also dealt 
with in the conclusion. 

Another point is that identification in the paper of .recipient 
institutions such as the IBRD or IDA, on pages 24 and 25, could be 
viewed as an overt attempt on the part of the Fund to shed its problems, 
and could be counterproductive, particularly where the member already 
has arrears to the institutions. 

Page 7, first ·full paragraph. It. should be mentioned here 
that considerations of the "Fund's financial position, and the Fund's 
liquidity" are specifically cited as grounds for.sales of currencies in 
paragraph 4 of Decision No. 6774. 

Page 10, footnote: The linkages to ineligibility and quota 
increases are put somewhat too categorically. 

Page 13, second and third paragraphs: The relevance of these 
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paragraphs is unclear--could these adjustments have practical effects on 
the incentives for use or sales of currencies? 

Page 26, full paragraph: It is not readily apparent why the 
local currency component of resident representative expen~~~~!:.~11.~~-~-:_ ___ _ 
small. ·~~~-

Page 28, first paragraph: Use of the purchased currency to 
acquire real assets (e.g. equity) could be considered here. 



To: 

Fr om: 

Office Memorandum 
. ~ 

Mr. Peter Quirk 

Aarno Liuks ila ~ 

November 12, 1986 

Subject: External Payments Arrears of Fund 
Members, 1985-86 

While the inclusion of the standard jurisdictional footnote 1/ 
on page 2 of your draft report remains appropriate without change from
previous years, the jurisdictional footnote 1/ on page 3 and the 
jurisdictional footnote 1/ on page 10 are not accurate in their present 
form. For instance, the-footnote on page 3 does not explain that the 
"temporary postponement" you have in mind is a "unilateral" postponement 
without consent by creditors. There are cases, as you know, where a 
temporary postponement of debt service involves a waiver of contractual 
rights by creditors pending rescheduling by agreement with each creditor 
and, therefore, such action by creditors has been taken as eliminating 
payments arrears under the policy-based derinition of arrears. As this 
is an important aspect on policy on arrears, such actions taken under 
the auspices of the Paris Club or in creditor bank meetings, should be 
noted on page 7, seventh line, as eliminating arrears under the Fund 
policy but not exchange restrictions under Article VIII, Section 2(a). 
You may also wish to explain how the Fund polices the execution of 
individual agreements with each creditor pursuant to understandings 
reached with creditor groups . How did we treat the South Africa's 
stand-still arrangements with commercial bank creditors in this regard? 

II 

On page 10, the footnote should be redrafted by changing "because" into 
_"when" and by deleting the word "often" on the fourth line; insofar as 
arrears are attributable to a lack of domestic currency in the circumstances 
described, the arrears always evidence defaults and not restrictions. 

I attach copies of pages of your draft report with drafting 
suggestions. 

Attachments 

cc: Mr. Finch 
Mr . Gianvit i 
Mr. Holder 
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Of /ice Memorandum 
' 

TO: Mr. Anjaria 

Markus Rodlauer f / August 22, 1986 

r -J FROM: 

SUBJECT: External Arrears Clause·s in Fund· Arrangements 

You asked whether external arrears clauses are usually 
formulated as "point" limits or as "continuous" or "running" ceilings. 
A quick check of the record indicates that the practice is not uniform; 
moreover, in a few cases it is not clear from the documents which form 
of ceiling is intended. 

Arrears reductio.n· clauses have usually been formulated as 
point limits and tested together with other performance criteria at end
quarter. In contrast, clauses stipulating the avoidance of new arrears 
have in most letters of intent/memora.nd·a of urtderstartdi·ng used language 
that would prohibit the incurrence of arrears at any time during the 
period of arrangement ("continuous ceiling"). However, in many of these 
cases, the customary tableon performance criteria attached to the 
letter of intent, as well as the startd-by · a.t·rangemerl.t itself, formulate 
the performance criteria related to new arrears as quarterly point 
limits. Thus, in these cases the authorities have expressed (in the 
letter or the memorandum) an intention to avoid new arrears at any time; 
this intention, however, is to be monitored only quarterly. 1/ On the 
other hand, there are also a number of cases where the new arrears 
clause has been formulated consistently 2/ as a continuous ceiling 
(e.g., Ecuador, Mauritania, Niger). ~ 

The attached table lists the arrangements reviewed and their 
specific form of new arrears clause. 

A few additional points. 

1. First, we are not aware of any recent case where the temporary 
emergence (i.e., emergence and subsequent elimination between two test 
dates) of external arrears in violation of a no-new-arrears clause has 
prevented a purchase otherwise conditioned on performance at the .end of 
the quarter (i.e., because such arrears by definition have been 
eliminated before the end of that same quarter). ·Likewise, we know of 
no case where a purchase could not be made because of the emergence of 
arrears after a quarterly test date, but before the purchase conditioned 
on that test date was actually effected. The iatter case may have been 
prevet1te,d .l?Y. t~e. .. n~~l,. time .. t~g .l?etlfe,~11 ~qe, -~~tu';l+ :f,nc;:u~re,;i.c;:~. q~. 

1/ It should be noted, that in a few cases, the new arrears clause 
has been consistently (i.e., also in the letter of intent) formulated as 
a point ceiling to be tested quarterly (e.g., C6te d'Ivoire) •. 

2/ I.e., .also· in the table on performance criteria and the SBA 
itself. 

(1) 
y 
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external payment arrears, and their surfacing to the knowledge of and 
verification by the Fund~ Y 
2. The exact legal implications of a breach of a continuous 
ceiling is not straighforward. Would the member be precluded from 
purchasing only until the arrears are cleared, or until the observance 
of performance criteria at the next quarterly test date has been 
established, or until new understandings have been reached with the 
Fund? 

3. The question of whether to formulate external arrears clauses 
as continuous ceilings or as point limits should be viewed in the 
context of the purpose of external arrears tests in general. The latter 
is broadly· threefold: (i) to protect the meaningfulness of other 
performance criteria 'under the program, (ii) to encourage the 
.authorities to keep their payments system clean of restrictions, and 
(iii) to preserve relations with creditors and the country's 
creditworthiness. For point (i), quarterly test dates should suffice if 
other performance criteria are on a quarterly basis; for point (ii), the 
authorities' genuine intention to avoid new arrears, a well-functioning 
institutional set-up that allows the prompt discharging.of external 
payments obligations, and the customary injunctions against new or 
intensified restrictions may be more important than a continuous 
(vs. quarterly) ceiling on new arrears (which in addition may be 
difficult to monitor). Finally, although point (iii) may be very 
important, there is a question as to the degree of involvement that the 
Fund should seek in this area. · 

Attachment 

cc: Mr. Brachet 

1/ Paris Club creditors usually do not give signals about new arrears 
before a period of" several months. 
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• J Table Perfot:aance Criteria la lat1q to lev Arnau . \:. .. 

. 
Pormul&tlon io. 

Latter of intent/ Table on 
Date of aemorand._ of perfonunca Stand-by 

Cowtq Arrange-qt wtderataod1q criteria arraoamsant Coaaeota 

c.A.a. 9/23/85 llo new arraara dur- Quartarly teat datH Quatarly tHt 
in& 1986 daua 

Ghana 8/17/84 Na nev arrear• Quarterly targeu Quarterly tHt Only quarterly 
for net arrear& dat:H target:• are per-
reduction fonianca criteria 

lli&U" ll/S/85 lot,, ,any new Quat:erly teat datoa Cootiououa Table on perfor-
arrear• 1n ceiliq unce criteria 
198S/86 not included. in 

letter of intent 
(only in ataff 
repol't) 

Liberia 9/14/83 Throughout 1983/84 Quarterly tnrgeta Quarterly teat 
no purchaac.,. for atock of datH 
if new arrear• arrear• 
occur 

Mauritania 4/21/86 .No acc1111ulatioo of Quarterly teat datea Contiououa Table on perfor-
any arrear• dur- ,ceilina unce criteria 
1111 progr .. period not included in 

letter of' intent 
(only in naff 
report) 

Morocco 9/12/85 Not,,,any arrear• Quarterly target& Continuoua or Teat of S8A refer• 
(after end- for 11toci. of point to •data for pre-
Septeiaber 1985) arrear• ceUinga (T) ceding quarter• 

1na tead of cua-
tomary ·end of 
preceding 
quarter· 

C8te <i'lvolre 6/3/85 Quarterly l1m1ta on Quarterly teat dates Quat.erly teat 
atock of arr .. ara dstea 
(sero) 

C!lte d1 Ivoire 6/23/86 Quarterly lim1te on Quarterly teat dates Quarterly teat 
stock of arrear, datea 
(zero) 

. Togo 6/9/86 Not ••• any nev Quarterly teat date• Quaterly test 
arrears during datH 
period of the 
S8A 

Ecuador 3/ll/8S No new arreara Continuoua 
during period ceiling 
of S8A 

Dominican llep. 4/U/8S No new arrear• at Quarterly taraeta Quarterly 
any t lae in 198S for caah targeu 
(perfomance reduction 
criterion) _ 

Cuateula 8/31/83 Quarterly limit& Contlnuou• ce111aa · Contlnuoua 
ce1lin1 



TO:. 

FROM: 

Of /ice Memorandum 

Mr. Quirk 

s. Kanesa-Thasanc{)Y"" 
p:"" 

SUBJECT: Draft Paper on External Payments Arrears 

August 19, 1986 

The paper has two main parts. The first part (which covers 
about 18 pages) is more or less entirely factual reviewing the 
experience in the arrears situation (including treatment of arrears in 
Fund programs). It is a useful updating of data along the lines of 
earlier papers on payments arrears. The tables in the Appendix serve 
this function well. Textual comment on them should be limited and 
detailed references to individual country experience (e.g., under stand
by arrangements) should be avoided. Such an approach would help 
substantially to reduce the size of the paper. 

The second part of the paper is described in the Introduction 
as dealing "w.ith jurisdictional role of the Fund in rescheduling of 
members' arrears and with adaptations to members' exchange systems with 
the aim of eliminating or reducing arrears." 

In my judgment, the subsection entitled "The Role of Juris
diction" does not add anything significant in regard to the exercise of 
approval jurisdiction or to the linkage between Fund programs and reduc
tion of arrears either through debt rescheduling or in cash. On the 
other hand, it contai.ns a couple of sentences (pp. 21-22) which are at a 
minimum not clear--e.g., reference to "binding" nature of Fund approvals 
"which (therefore) ensure equality of treatment of Fund member country 
creditors" and the further reference to the implications of Fund's 
approval practices and policies to "confidentiality in Fund monitoring 
of a member's performance:" (The latter appears to deal with something 
which has broader significance than in the context of arrears.) 

As far as the section on "Exchange Policies" (which deals with 
specific devises such as foreign exchange retention accounts, escrows, 
incentives for equity investment, countertrade, leasing arrangements, 
etc.,) the discussion is in terms of their possible contribution or 
otherwise to overall balance of payments adjustment (which would, of 
course, help reduce arrears where they existed) rather than in terms of 
any direct linkages of such devices to arrears reduction. This is in 
fact acknowledged (in page 22) where it is said that the listed devices 
"are seen as complements and alternatives to adjustment in exchange 
rates and produc~r prices. I do not, therefore, feel that this section 
belongs in a paper on payments arrears. 

Overall, it is my feeling that the paper should be limiteq to 
the first part as modified, and be issued only for the information of 
the Executive Board. Detailed comments are included in the attached 
copy of the paper. 

AttLhment 

cc: ·Mr. Finch 
Mr. Beveridge 



8; Office Memorandum 
f-1',tR~i 

"> 
To: Mr. Beveridge ~ """ 

Mr. Narvekar 
Mr. Ouattara 

August 8, 1986 I~ 

Mr. Shaalan \ 
Mr. Whittome 
Mr. Wiesner 

Fran: Vito Tanzi \[\\o\•"'( , 

Proposed Departmental Memorandum on Government Arrears Subject: 
---

I want to express my appreciation for your thoughtful 
remarks on our draft study on govermnent arrears. The problem of 
arrears is an issue which has important operational significance, 
and your canments will improve the clarity and analytical content 
of the paper. 

I apologize for the tight deadline requested for canments 
on this paper. I agree that given the nature of the paper such a tight 
deailine was not essential. The reason was mainly to utilize a few 
available days for the authors before they become unavailable 
for a long time due to .missions and leave. 
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Of /ice Memorandum 

~ 
TO: Mr. Tanzi August 6, 1986 

FROM: A. D. Ouattara 

SUBJECT: Proposed DM on Government Arrears 

The proposed departmental memorandum on government arrears 
covers an important subject; as you know, arrears are unfortunately 
quite prevalent in many of the countries covered in this Department. As 
this subject has not yet been systematically reviewed, I believe this 
paper serves a very useful purpose. In particular, we are glad that the 
paper highlights in a frank way the enormous difficulties involved in 
defining and monitoring arrears. However, we would have liked to have 
somewhat more time available to provide comments, particularly as the 
proposed DM does not appear to have an urgent deadline. 

Below please find some of our comments on the paper. 

1. As the paper has a more practical than theoretical 
approach, it would have been preferable to have reviewed the pros and 
cons of methodologies used to measure arrears in some Fund programs and 
to propose a sound and, if possible, tested methodology to be used for 
programming purposes. 

2. As for the preconditions referred to on page 40 for the 
use of arrears as a performance criterion, we would be inclined to add 
that the definition of arrears should be "as large and comprehensive as 
possible." The institutional and operational problems to be faced would 
certainly continue to exist with such a definition. It is, however, 
clear that most of the difficulties mentioned in the paper would be 
eased, as these difficulties arose mainly from the fact that arrears can 
exist at any stage in the expenditure process while the measure used for 
the performance criterion often captures only some of these stages. 

3. The conclusion that "instituting a performance criterion 
on government arrears may be undesirable" causes us difficulties, 
largely due to the fact that the proposed drawback position would not 
solve the problem: 

a. If the definition is as comprehensive as possible, 
most of the problems would be eased; 

b. Monitoring broad aggregates of government expenditure 
poses, obviously, exactly the same problems as the ones posed by the 
monitoring of arrears, as the latter are included in the former; 

c. Discarding the performance criterion on government 
arrears would also make the criterion on net credit to the Government 
difficult to enforce; 

(:; 
7 
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d. Considerations on possible "creative and inventive 
accounting" apply to all performance criteria, and the arguments 
presented in the paper seem to be more directed against the use of 
quarterly performance criteria and for their replacement than related to 
the arrears issue. 

4. Is is certainly desirable for a Government not to run 
into arrears. Another practical problem which has been debated is to 
know if, when a Governm~nt is already faced with a large amount of 
outstanding domestic arrears, a Fund-supported program should give 
priority to their clearance. It has sometimes been argued that this 
should not be the case due to the potential indirect negative impact on 
the balance of payments; this problem has arisen in some French franc 
area countries. It would have been useful to review this problem. 

5. The statement on pages 10-11 that, in the French system, 
"commitments are generally proposed by the spending agency and usually 
without the approval of the Ministry of Finance" seems inaccurate. One 
of the key features of this ~ystem is the "control a priori" and the 
double responsibility of the spending agency and the Ministry of Finance 
at the commitment level. The Ministry of Finance has a representative 
in all spending agencies who has to approve all proposed commitments in 
order to ensure t~at they are in agreement with the budget alloca
tions. The most important financial document a Minister of Finance is 
using to monitor the budget implementation is the commitment status 
(~tat des engagements) which is often issued on a daily basis. When the 
rhythm of commitment is too rapid, the Minister would ask his represen
tatives in the spending agencies to slow down the commitment approval. 
If that were not the case, the problem of expenditure to be regularized 
(mentioned on page 15) would not exist. 

cc: Mr. Finch 
Mr. Hood 
Mr. Narvekar 
Mr. Shaalan 
Mr. Whittome ~ - -

Mr. Wiesner 
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Of /ice Memorandum 

To: Mr. Tanzi f\ '\_\ . 
: \\' July 30, 1986 
' 

From: L. A. Whittome / /)v· 
Subject: Proposed Departmental Memorandum on Government Arrears 

Arrears are clearly a complex area of government accounts and 
are most difficult to define and monitor. The draft paper is 
particularly useful in describing these complexities and the reasons for 
them. Equally, the description of the economic implications of 
government arrears is fairly discussed, although in a few places we have 
some minor differences with the draft. 

Our major problem relates to Section VII and the relevant part 
of the conclusions dealing with arrears in Fund programs. These 
sections make it abundantly clear how difficult it is to measure and 
monitor arrears, a point with which we can agree. However, it moves 
from this easily defensible premise to the conclusion that a performance 
criterion on arrears "may be undesirable, since it may tend to put 
pressure on the authorities to subvert established accounting 
procedures" (page 50). It is recommended that the arrears problem be 
dealt with by "an appropriate monitoring system for broad aggregates of 
government expenditures with targets subject to the usual mid-term 
review" (page 50). These conclusions cause us some difficulty. 

First, meeting agreed targets for expenditure will not by 
itself achieve any particular result for arrears since the latter depend 
on what happens to revenue as well as expenditure. Second, we are not 
at all sure that targets for expenditure, which act as performance 
criteria, will put any less pressure on the authorities to "subvert 
established accounting procedures." It may well be that in the 
arithmetic sense, there is more scope in a budgetary system to prevent 
the emergence of measured arrears by "inventive accounting." However, 
there is ample scope for such accounting to juggle with expenditures, 
for example, by changes in timing to meet performance criteria when 
there is an underlying deviation from the program. We would argue that 
the difficulties in implementing performance criteria on arrears are not 
inherently different than those in implementing expenditure ceilings. 
Indeed, the subversion of established accounting procedures can be a 
problem--and in one instance in a program with a country in this 
department has been a problem--in even such an apparently simple 
performance criterion as a ceiling on government borrowing from the 
central bank. The "pressure to subvert" exists not because of the 
particular form of performance criterion but its simple existence, 
although the more complex the accounting system the more the scope for 
creative accountants. 
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A few minor points. The second sentence on page 33 is correct 
only if the commercial banks cannot use government obligations to 
satisfy reserve requirements. In some countries they can do so. In the 
third sentence of the first full paragraph of page 34, "monetary 
creation" is surely used too broadly. Ml or M2, for example, would not 
include government checks. On page 36, the first full paragraph in our 
view greatly underestimates the speed with which arrears affect the 
credit rating of a country. · 

cc: Mr. Finch 
Mr. Hood 
Mr. Narvekar 
Mr. Ouattara 
Mr. Shaalan 
Mr. Wiesner 



TO: Mr. Tanzi July 31, 1986 

FROM: P. R. Narvekar r ~ 
SUBJECT: Proposed DM on Government Arrears 

Attached please find Mr. Smith's memo (July 30) commenting on 
the proposed DM. I believe his comments would be useful to the 
authors. Mr. Smith refers, by way of background, to our experience with 
government arrears in one Asian country. I agree that the paper might 
be strengthened by giving an indication of actual experiences but 
clearly explicit references to countries would be inappropriate in a 
research paper likely to be widely circulated. Indeed, in this light, 
you may want to consider omitting Table 1, which provides detailed data 
on arrears for particular countries with Fund programs. 

cc: Mr. Finch / 

Mr. Hood 
Mr. Ouattara 
Mr. Shaalan 
Mr. Whittome 
Mr. Wiesner 

... ..,w 

Attachment 
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@ Office Memorandum 

TO: Mr. Otani July 30, 1986 

FROM: 

SUBJECT: Government Arrears in Fund Adjustment Programs 

This paper addresses an interesting topic and serves a useful 
purpose by drawing our attention to a particular problem that, perhaps, 
has not received an adequate airing in the past. However, as a general 
comment, I think the paper is overwritten and its substance could well 
be contained in half the length. Also, its focus and analysis are 
rather too general in addressing the identification problem, presenta
tion, and the economic effects; I would have preferred to see more 
concrete cases cited. 

In thinking about the subject, it seemed to me that there 
could be probably two types of problems of this sort: one in which the 
government becomes substantially delinquent in its payments and the 
second where it temporarily delays payments for a few days, perhaps as a 
way of getting around Fund performance criteria. A major gap in the 
paper to my way of thinking is that it doesn't address the Fund's 
experience with payments delays to let us know which of these situations 
exists and how serious these problems have been. If they are of the 
first kind, then they are certainly more serious in their economic 
effects, although perhaps their identification may be easier. I have a 
feeling though that the more common experience is with temporary delays 
and postponements. 

Certainly we were aware in one multiperiod program with a 
country in this Department that there was scope for the authorities to 
manipulate payments' patterns to meet credit ceilings. In fact, they 
made no attempt to hide their activity in this area from us. We did not 
see it as a major problem for two particular reasons. First, in a 
multiperiod program, the postponing of payments from one period to the 
next also transfers the problem from one period to the next so that 
unless the government is prepared to go on increasing the level of 
arrears, which is very difficult, sooner or later the credit ceilings 
and measures of fiscal deficits will catch up with reality. Second, 
most governments would be reluctant to appear to be defaulting on their 
obligations to suppliers or under Fund programs, so that whereas they 
may be willing to juggle the books slightly, they would think hard 
before they made major identifiable delays in payments that would be 
economically significant just to avoid performance criteria. 
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Mr. Tanzi July 31. 1986 

A.S. Shaalan ~., 

SUBJECT: Proposed Departmental Memorandum on Government Arrears 

I fully agree with you that this is an important subject which 
has not as yet been systematically reviewed in the Fund. The importance 
and implications of budgetary arrears are likely to grow for economic 
policy formulation in developing countries burdened with heavy debt. 
Keeping in view the importance of the subject matter for the formulation 
and monitoring of Fund··supported adjustment programs, and the fact that 
the paper is being prepared as a DM, I am giving below rather detailed 
comments aimed at improving the focus. organization. analytical 
contents, and operational significance of the paper. I may suggest in 
passing that for a paper like this, which does not have a management-
or Board-dictated deadline for completion, it would help improve the 
quality of comments if more tiire could be given for review. 

The paper rightly points out the conceptual and statistical 
problems in defining and measuring budgetary arrears. However, the 
usefulness of the paper could be enhanced by evolving a more adequate 
conceptual framework for developing a definition of "arrears" and 
"government." and discussing both statistical methods for measurement 
and sources of data. Unless we are able to develop operationally 
meaningful concepts of arrears and government, and evolve techniques for 
measureirent and quantification, the theoretical discussion of the 
problem will have rather limited usefulness for the formulation and 
monitoring of economic adjustment programs. In this light, the focus of 
the paper could be enhanced if section I is expanded to include an 
attempt to develop an operational definition of "arrears" and 
"government," and techniques to measure such arrears. As regards 
sections II and III, relating to the "accounting" sources of the 
problem, these provide useful descriptive material that can be given in 
a technical appendix. In its present form the material does not deserve 
to be given the prominance in the main paper that it has now, as it 
distracts the reader from the more fundamental issue of budgetary 
arrears and their implications. 

There are various ways to classify arrears and to trace their 
monetary, budgetary and economic impact. While I found the distinction 
between "expenditure arrears," "interest arrears," and "amortization 
arrears" quite interesting, the paper should, however, make it clear 
that "expenditure arrears" cannot last for a long time nor can those be 
accumulated indefinitely; suppliers will refuse to provide "goods and 
services" beyond a certain point of nonpayment. Similarly, in 
discussing the impact on prices occasioned by the incurrence of these 
arrears, equal attention should be devoted to the attempts by 
governments to engage in interest free borrowing from central banks to 
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clear such arrears, which ip highly inflationary. The more important 
forms of arrears. of course~ relate to interest and amortizatiori. In my 
view it will be very usefu~ to develop a more comprehensive and system
atic framework of analysis pf each type of arrears for (a) prospects for 
reducing budget deficit, (b) monitoring of credit ceilings, (c) ful·
filling the monetary targets. ·'.(d) affecting the rate of inflation, and 
(e) achieving financial stability and economic growth. 

It is equally important that the paper analyze the origin of 
arrears, i.e •• emergence of arrears due to shortfalls in revenues, 
shortfalls in foreign receipts including aid, and overshooting of other 
expenditures. In this context, a more careful delineation between 
external and domestic arrears. and a more comprehensive analysis of the 
former are in order. The question of external arrears is closely tied
up with the balance of payments problem and net resource transfers from 
abroad. The budgetary implications of external arrears, as well as 
their monetary and economic impact, could be quite different from those 
of domestic arrears. Moreover, resolution of the problem of external 
arrears from the point of view of foreign exchange can be separated from 
that from the budgetary point of view. It is in this context in which 
the discussion on "blocked" accounts and their treatment in monetary and 
budgetary analyses should be placed. Moreover, it would be useful to 
examine in depth the effectiveness of blockP.d accounts as an instrument 
of financial and monetary management. Similarly. the prerequisites for 
a successful utilization of blocked accounts could be spelled out. 
Finally, I feel that other issues, including the treatment of arrears 
subject to rescheduling and the options available for treating debt 
relief, could also be covered. The latter analysis would be especially 
appropriate in the context of the discussion on blocked accounts. 

I am also inclined to suggest that the ex post analysis of 
arrears be separated from their ex ante analysis. The formulation of a 
policy package must initially be based on meeting all internal and 
external payment obligations~ resulting probably in the emergence of an 
ex ante financing gap in the budget. In filling the gap. rescheduling 
of debt, external cash and commodity aid, and internal revenue efforts 
would need to be tapped. In the context of a program developed in this 
manner, an attempt may have to be made to "sterilize" a part of the 
monetary impact of debt relief and/or cash and commodity aid. 
Similarly, the program will have to make explicit provision for treating 
any arrears that may emerge in the budgetary and monetary accounts 
during the program period. It is in this context that both the 
definition and technique of monitoring arrears assumes importance. 
While economic programming may not crucially depend on the availability 
of actual statistics on all the budgetary arrears, the monitoring of the 
program would indeed require the development of procedures to obtain 
information on emerging arrears. 
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Some of my colleagues in the department who have been dealing 
with the issue. will be gla~ to pursue the subject matter further, if 
the authors of the paper sol d,esire. 

,. 

c.c: Mr. Finch 
Mr. Hood 
Mr. Narvekar 
Mr. Ouattara 
Mr. Whittome 
Mr. Wiesner 
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July 25, 1986 

Proposed Departmental Memorandum on Government Arrears 

Two members of our department have recently prepared a 

draft study on the problems associated with government arrears in 

Fund adjustment programs. This has become an important problem in 

many Fund programs and yet it is a topic which has not been 

systematically reviewed. I would be grateful for any comments 

that your Department might have by c.o.b. Thursday, July 31. 

Attachment 
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I. Introduction 

In recent years, the emergence of delays in a government's payments 

to its suppliers and creditors, generally referred to as 'arrears,' has 

become an important issue in many developing countries. Given accounting 

conventions, the presence of arrears may lead to an tmderestima tion of 

expenditure, and correspondingly of the impact of government operations 

and the size of the fiscal problem facing a country. Since arrears can 

be viewed as a form of forced financing to the government, the government's 

borrowing requirement may also be underestimated, yielding a distorted 

picture of the sources of credit expansion in an economy. The existence 

of arrears has also created problems in the context of Fund programs. 

When fiscal adjustment has been less than programmed or there have been 

unprogrammed shortfalls in other sources of financing, it has been found 

that a build-up of arrears has become a means for a country to comply 

with formal performance criteria in Fund programs with respect to limits 

on recorded government domestic· bank financing. Such an unprogrammed 

accumulation in government arrears may circumvent the desired fiscal 

adjustment. As a resµl t, Fund programs include clauses designed to limit 

and reduce arrears, so as to curb this policy option. i/ 

1/ Of course, the Fund interest in foreign arrears transcends the 
immediate problems of particular members, being rooted in the concern of 
the Articles of Agreement in mait1t::aining an open system of international 

... trade and payments that avoids restrictions such as those implied by 
·· · ... external arrears. · · 
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The objective of this paper is to gain a fuller appreciation of the 

significance of the government arrears problem, with particular emphasis 

on how the problem may be identified, quantified, presented in fiscal 

tables, and integrated into policies of fiscal adjustment. Section II 

provides data on the empirical significance of the arrears problem. 

Section III discusses the issues involved in defining and measuring 

arrears. To evaluate the impact of alternative types of arrears, 

Section IV provides a taxonomy of arrears according to the type of pay

ment £ran which the arrear originates and the payee to whom the arrear is 

due. Section V suggests an approach for incorporating arrears into the 

presentation of government accounts. Section VI discusses the economic 

effects of arrears. After an examination of the significance of arrears in 

the context of Fund programs in Section VII, Section VIII provides 

some concluding remarks. 

II. Quantitative Significance of Arrears 

While arrears are known to be a prevalent problem in many developing 

countries, obtaining accurate data on the amount of arrears is extremely 

difficult. The rea~ons are discussed in Section III. Nevertheless, a brief 

description of the existing data .on arrears may provide some evidence to 

illustrate the dimensions of the problem. 

Government domestic arrears were factors of importance in the 

financial programs of at least 17 of the 66 countries which had Fund 

. '.~: . 
' ' 
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programs during the period 1980 to mid-1985. 1../ Twelve of these countries 

were African, 2 were from the Western Hemisphere, 2. were European, and 

one Asian. It is not possible, due to problems of identification and 

quantification, to show the outstanding stock of government arrears in 

these countries. One can indicate those changes in arrears, both domestic 

and foreign, which have been quantified during the course of Fund programs, 

and these are shown in Table 1, relative to both total government expenditure 

and total government financing. 

Considerable caution is required in appraising these data. The 

definition of arrears varies across countries, and it is likely that 

"identified" arrears understate the true magnitude of outstanding arrears. 

Even inter-temporal comparisons for any one country are difficult, 

as one of ten observes changes in coverage and definition as well as 

institutional changes in procedures for recording arrears. 

Even with these caveats,· the size and importance of the arrears 

problem can be appreciated from the statistics of Table 1. In 7 of 

the 14 countries shown in Table 1, changes in arrears have been the 

equivalent of 10 or more percentage points of total recorded expenditures~ 

Such a change is likely to have a considerable impact on the rest of 

the economy, and yet it would not be discerned from the budget accounts 

conventionally used to measure the budget deficit. As a source of 

financing, the change in recorded arrears has been 10 percent or more of 

the total financing requirement of the government in at least one 

}:_/ "Fund Supported Programs, Fiscal Policy, and the T>is tribu tion of 
. Income," IMF, Occasional 46 (forthcoming, September 1986). 

--~ ;I~~c,:~~~i~<t}:1,'5;\',''0"1~:'~:c~'~'~"~"'ri~(,:tif}~;.;":ft/1, ,.'-!"'··,:,"'"-~~, •. 
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Table 1. Relative Size of Government Arrears in Program Countries 

Change in Identified Arrears 
as Percent of 

Country Year Expenditure Financing 

Belize 198 3/84 +3.0 +16.0 

Central African Republic 1982 +o.s +4.9 
1983 +2.1 +14.1 

Cote d'Ivoire l/ 1982 +2. 2 +7.1 
1983 +10.1 +59.2 
1984 -7.0 -39.9 

Liberia 1/ 1980/81 +1.9 +5.6 
-- 1981/8 2 -1.6 -6. 2 

1982/8 3 +2.1 +6.4 
1983/84 -2.1 -8.9 

Madagascar 1/ 1980 -0.1 -o. 2 
1981 -0.1 -o. 3 
1982 -o. 2 -o.s 
1983 -2.s -8.2 
1984 -5.1 -23.9 

Mali 1980 +4.0 +20. 3 
1981 -1.2 -6.4 
1982 -10.4 -5 3. 2 
1983 -9.1· -so.a 
1984 -4.9 -5 2.6 

Morocco 4/ 1980 +1.1 +3.6 
1981 -0.5 -1.2 
1982 +6. 3 +22.8 
1983 -7.7 -22.1 
1984 -0.9 -3.7 

Niger 1979/80 +2.6 +9.1 
1980/81 +2.0 +4.6 
1981/82 +12.1 +47.1 
1982/8 3 -1.4 -3.5 
1983/84 -12.6 -29.0 . .:· : .. :;: 

Senegal ]979/80 +4. 3 +35.0 
1980/81 +8.0 · +28.4 
1981/82 -9.8 -28.0 

· 198 2/8 3 +2. 7 +10. 2 
198 3/84 -9.1 -32.9 
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Table 1. Relative Size of Government Arrears in Program Countries (concluded) 

Identified Change in Arrears 
as Percent of 

Country Year Expend! ture Financing 

Sierra Leone 1980/81 +6.0 +15.8 
1981/8 2 +18.5 +4 2. 3 
198 2/8 3 -9. 2 -15.4 
198 3/84 +1.5 +3.5 

Turkey!!_/ 1980 +1.4 +6.8 
1981 +5.B +100.0 
1982 -1.9 -16.6 
198 3 +5.2 +5 3.5 
1984 +1. 7 +6.6 

Uganda l/ 1980/81 +3.0 +4 .1 
1981/8 2 +8.5 +26.0 
1982/8 3 +8.7 +32.l 
198 3/84 -0.7 -32.4 

Zambia 1980 +2.8 +9.6 
1981 -1.5 -4 .• 1 
1982 -11.0 -22.7 
1983. +o. 7 +3.0 
1984 +2.6 4-11.5 

Zaire 1982 +3.8 +12.5 
1~8 3 +10.0 +109. 2 
19~4 +7.6 +171.1 

Source: Staff estimates. 

l/ Coverage rela·tes to the nonfinancial public sector; also includes 
arrears on external amortization payments. 

2/ Identified arrears up to 1984/85 include only arrears on interest. 
Expenditure up to 1984/85 is a mixture of checks issued and commitments, 
and deficits prior to this time may be underestimated because data on 
the accumulation of domestic arrears are tm.available. "Unallocated 
expenditures (net)" was 5.6 percent of the total cash deficit in).980/81, 
6.2 percent in 1981/82, 13.1 percent in 1982/83, and 16.4 percent in 
1983/84. The latter is calculated as a residual, including unrecorded 
expenditure items, change in paycheck arrears,. and check float, along 
with s ta tis tical discrepancies. 

]./ Change in deferred payments, including payment of arrears. 
4/ Change in fonds reserves. · · 
5/ Includes arrears of central government and decentralized agencies 

e:-g.; CPSP, SONAR). ··· ,. ··, 

!!_/ Change in accounts payable. 
l/ Domestic arrears only. 
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of the years shown in Table 1. For 11 of the 14 countries, the change 

in arrears has reached over 20 percent of total financing in at least 

one year; in four countries it has been over 50 percent in at least one 

year, and in 1981 the increase in recorded arrears in Turkey appears to 

have been equivalent to the overall government financing requirement. 

Aside from its magnitude, the change in arrears has displayed a 

much greater degree of volatility over time than other fiscal aggregates. 

For example, consider the impact of such fluctuations in arrears on 

small economies such as Niger, which increased arrears in 1981/82 by 

12 percent of total expenditure and reduced arrears by almost 13 percent 

in 1983/84; or Sierra Leone, which increased arrears in 1981/82 by almost 

19 percent of expenditures and in the following fiscal year reduced th.em 

by 9 percent of expenditure. In part, these fluctuations in arrears 

have undoubtedly been encouraged by the need to meet credit ceilings 

imposed by the existence of Fund programs, but in part this volatility 

is also likely to reflect changes in recording procedures or changes in 

valuation (particularly if arrears are on external obligations). 

Unfortunately, the variability in the series is also likely to reflect 

the fact that changes in arrears often function as a "balancing item" 

in the fiscal accounts. Whatever the reason, the size of the change 

in arrears, coupled with its volatility, implies both considerable 

adjustment on the part of the priv.ate sector in accommodating such 

changes. It also suggests· that for many program countries, the elimination 

of arrears has posed considerable obstacles to fiscal adjustmen.t. 
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III. Identification Problems 

In principle, the concept of arrears appears uncomplicated, equalling 

the total outstanding obligations due for payment that the government 

has failed to discharge within a 'reasonable' time period. The only obvious 

discretionary issue is the definition of when the time-lag between the 

creation of a payment obligation and its discharge becomes sufficiently 

abnormal such as to imply the existence of an 'arrear', or in the case of 

a prolonged delay, a default. In reality, the identification and measurement 

of arrears is rarely straightforward, being dependent on the institutional 

arrangements of the country concerned. 

There is also a significant difference in the factors which have 

led to the accumulation of government domestic arrears across countries, 

particularly as between the majority of Francophone and Anglophone 

countries. In part, this reflects differences in the monetary arrangements 

or legal requirements which limit a government's access to central 

bank credit. This has been complemented by differences in the way in 

which the French and British accounting syst,ems record government 
s 

payment obligations and their settlement. For example, in those Francophone 

countries sharing a common central bank, legal limits are placed on a 

government's central bank borrowing, with the result that once that 

limit is reached, arrears become the balancing item between total. 

commitments and other sources of finance. In countries with British 

institutional arrangements, legal limits on the government's ability 
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to borrow from the central bank rarely apply and because of this, the 

government typically has no difficulty in staying current in its domestic 

obligations. However, domestic arrears have recently become evident in 

some of these countries, typically in conjunction with Fund programs 

which place limits on government domestic bank financing (or domestic 

statutory limits on spending or credit to the public sector). Such 

limits have made it more tempting for countries to resort to the accumulation 

of arrears in order to circumvent these limits. 1/ 

Similarly, differences are evident between the two institutional 

systems regarding the reasons for the incurrence of foreign arrears. 

With the monetary arrangements typically prevailing in Anglophone countries, 

foreign arrears reflect a shortage of foreign exchange which constrains 

the externalization of government payments to meet foreign currency 

commitments. On the other hand, since many Francophone countries have 

access to the French treasury, the problem of externalization of payments 

is not the binding constraint in meeting their external obligations. 

Rather, for these countries the problem remains one of obtaining the 

local funds with which to meet these obligations. As a consequence, in 

causal terms, domestic and foreign arrears in many Francophone countries-. 

have arisen from a common source. 

!/ Obviously, effective adjustment tmder a Fund-supported program 
requires mutual trust between the Fund and the member country. A 
point discussed in "Reporting and Other Problems on Performance Criteria 
in Fund Arrangemen ts--Legal and Policy Issues" (EBS/84/94), and ''Mis
reporting and Noncomplying Purchases Under Fund Arrangements--Guidelines 
on Remedial Action" (EBS/84/196). 
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If the reasons for the incurrence of government arrears differ 

in the French and British institutional systems, the means of identifying 

and quantifying them also differ. In its simplest form, the spending 

procedures of the British budget and accounting system involve the 

following steps. After receiving the authorization to spend, Ministries 

or spending departments may enter into commitments with suppliers for 

the purchase of goods and services. The deliveries of these goods and 

services signify an obligation on the part of the government, which is 

then liable for payment. Payment orders are usually prepared and 

issued by the receiving Ministry after certification that delivery has 

been made. On the basis of these payment orders, checks or warrants 

are issued by the Treasury or the Ministry payment officers and sent 

to the suppliers. When these checks are presented at the banks, and 

the Treasury or Ministry accounts debited, the government can be said 

to have discharged its payment obligations. Normal delays in the 

government meeting these obligations obviously arise from inevitable 
t.· 

time lags in the government's spending procedures. Typically, delays 

in final payment are a manifestation of delays at earlier stages in 

the spending process, viz., in the recording of deliveries, in the 

issuance of payment orders, the processing and preparation of payment 

checks, or in the actual issuance and release of checks (see Chart 1). 

While the concept of arrears in this accounting system is typically 

held to signify the existence of delays over and above some 'normal' 

level at the last stage of the payments process, it is important to 

stress that delays can also originate at any of the earlier stages. 
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Chart 1. Arrears and Time Lags in the Stages of the Expenditure Process 
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In an ideal world, with current data available on goods delivered, 

checks and payment orders issued and checks cashed, it would be comparatively 

easy to identify deviations from 'normal' lags in the system. However, 

in some countries following the British budget and accounting system 

the most current and often the only data available will be checks-issued 

expenditure data, so that it is only possible to identify the 'nonnal' 

check float (i.e., the recorded difference between total checks issued 

and total checks cashed). In other cases, the only expenditure data 

available is likely to be either on a commitment (e.g., prior to deliveries) 

or on a payment order basis (e.g., subsequent to deliveries), giving 

rise to a discrepancy between the latter totals and the total of checks 

cashed. 

In cases where only commitment data are available, some of this 

discrepancy should in principle not be classified as arrears, e.g., 

the amount of commitments for which delivery of services has not occurred. 

Even the emergence of a significant difference between the issuance of 

payment orders and the amount of checks cashed--the total of unpaid 

obligations--overstates the magnitude of arrears, consisting of both 

the 'nonnal' check f1oat, and those obligations which the government has 

not yet discharged. The latter may reflect normal lags in the preparation 

of payment orders and check issuance, but it may also reflect obligations 

which the government either cannot discharge (i.e., arrears proper) or refuses 

to discharge (i.e., in situations where the government disputes a claim). 
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Thus, in the British accounting system, it is usually quite difficult 

to isolate out an accurate measure of arrears from the available 

statistics, which are often inaccurately referred to as the check 

float (since it may embody any one of the earlier stages between the 

commitment of an order and the issuance of a check). Some crude rules 

of thumb are typically employed to identify deviations of the available 

check float measure from the levels that have normally prevailed in 

the past. For example, past levels of check float are often related 

to some other fiscal aggregate, such as total revenues or the sum of 

total expenditure and check float. Significant deviations are typically 

imputed as a crude measure of arrears. 

The identification of government arrears in countries which have 

adopted the French budgetary and accounting system encounters different 

problems. A common feature of the French system is the need to distinguish 

between two separate stages of the accounting system: the administrative 

accounting phase (comptabilite administrative) and the Treasury accounting 

phase (comptabilite du Tresor). While the fonner covers the initial 

stages of expenditure implementation (from the point when goods and 

services are ordere~ until a payment order is issued), the later 

encompasses the financial phase (from the arrangement of payment through 

the discharge of the government's payment obligation). (For a comparison 

with the British system, see Chart 1.) 

In the administrative accounting phase, expenditures are first 

recorded as commitments (engagements) when a purchase order or contract 

is signed. Cammi tments are generally proposed by the spending agency 
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and usually without the approval of the Ministry of Finance. After 

the service has been rendered or the goods delivered and the corresponding 

bill received, the spending agency verifies that the service was actually 

performed (verification) and establishes the exact amount of the claim 

(liquidation). Then a payment order is prepared by the spending ministry 

and sent to the Treasury (ordonnancement). This is the last stage at 

which expenditures are recorded in the administrative accounting system. 

Normally, the payment orders are recorded by budgetary items. 

The Treasury executes the financial phase of the expenditure 

process and records this in its accounts. The monthly statement of 

accounts (balance generale des comptes du Tresor) shows the position 

of each account and their movements from the beginning of the fiscal 

year. 1/ After a payment order has been received by the Treasury and 

acknowledged as valid (visement), and the check is signed and released 

(mandatement), the expenditure is recorded in the accounts of the 

Treasury, thus debiting the expenditure account. The counter entry 

can be made in various accounts, depending upon the manner and the 
tt 

speed with which the government discharges its payment obligations; 

frequently, a financial account or a third party account (if the payment_ 

is to be charged directly to the payee's account with the Treasury) is 

credited. In many countries an important means of payment is the cash 

voucher (bon de caisse), used either for expenditure on personnel or 

goods and services. The cash voucher can be cashed at the Treasury or 

1/ These movements are used to adjust the ordonnancement data which are 
typically the raw material for the processing of fiscal aggregates in the 
GFS statistics. 
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at any local branch of the Treasury. The cash vouchers are used not 

only for general budgetary expenses, but also for extrabudgetary 

accounts and local governments. 

The Treasury may decide to defer payment on payment orders 

received, which are otherwise perfectly regular and valid. In this 

case the credit entry is made in the deferred payments ("virements 

differes, 11 "fonds reserves") account. When payments are actually 

made, these accounts are debited by the credit of the financial account 

concerned. A special kind of deferred payments account is the 

account for expenses to be settled in the following month. This 

account operates as follows. Suppose a payment order pertains to 

December but payment is made in January. In December the payment 

order is debited to expenditure and a counter-credit is made to the 

account for expenses to be settled in the following month. In 

January the account for expenses to be settled that month'is debited 

and a financial account credited. After the January accounts are 

closed, both entries in the account for expenses to be settled will 
t." 

be merged and the account balance~. Meanwhile, however, when considering 

December final accounts, one finds a credit balance to the account 

for expenses to be settled next month, which is typically treated as 

an outstanding payment arrear. 

Thus, in the French system, in principle, it is relatively easy 

to identify government arrears regarding the expenditures that have 

entered the accounting system of the Treasury. One has only to take 

the balances of the accounts which record expenditures that are to 
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be paid. This typically includes the deferred payments accounts 

(arrieres de paiement) and the account that records the outstanding 

amount of cash vouchers (hons de caisse). In many countries, experience 

shows that the deferred payments accounts have been frequently used as 

balancing items between expenditure commitments and available financial 

resources. 

Arrears, as reflected in the outstanding amount of cash vouchers, 

differ somewhat from other Treasury arrears. The instrument of 

payment has been issued and it is up to the payee to present these 

vouchers to the cashier in the Treasury. In this way the Treasury 

has no real control on the amount of outstanding cash vouchers and 

cannot ensure the outstanding amount of cash vouchers do not exceed 

the normal float. However, the situation is different if the Treasury 

continues issuing cash vouchers but does not accept them if presented 

to the cashier. Since cash vouchers are not transferable, the holder 

of the cash voucher has no choice but to wait until the Treasury has 

· sufficient financial resources tot-_discharge its obligation. If the 

. -cash voucher were transferable, it could easily become a means of 

-:,.-payment and so increase domestic liquidity. Such a situation has 

in recent years arisen in one African country which in most respects 

follows the British accounting system, where checks were released in 

excess of financial resources. Consequently, government checks 

started to circulate at a disc.oun t in the economy as a means of 

payment. 
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As with the British system, the identification of the emergence 

of arrears is complicated by delays in processing incoming bills prior 

to the issue of payments
1
orders (e.g., recorded expenditure commitments 

awaiting issue of a payment order). At this stage of the expenditure 

process, arrears are not reflected in Treasury accounts, but only in 

the administrative accounting system.· They can be measured only with 

information from spending agencies on the amount of unprocessed bills, 

a comparatively difficult and time-consuming procedure. 

In both systems, the basic issue as to the time intervaJ at which 

a delayed payment constitutes a true arrear, is further complicated in 

practice by other features of government payment procedures. For 

example, the government may enter into commitments with suppliers for 

the :immediate purchase of goods and services or into contracts providing 

for future delivery. In the latter case these contracts give rise to 

government liability for payment at some future time, generally set 

out in the purchase contract. Indeed, in the case of capital projects 

there may be significant lags between the delivery of goods or completion 

of work and when the government's legal obligation to pay becomes 

operative. In this way changes in the composition of expenditure can 
. 

distort the definition of a 'normal' delay in payment. In some countries 

the difficulty has been compounded by domestic contractors offering 

the govermnent what amounts to suppliers' credits. Furthennore, if 

difficulties are encountered in identifying when a delay in payment. 

can be regarded as an arrear, there are also problems in defining 

. \ :~' 
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the time period when the government's delay in payment has become so 

protracted as to constitute a default. 

Serious identification problems arise for those expenditures 

which have been committed outside of the regular comm! tment process 

and which have not ye~ been recorded in the administrative accounting 

system. In some countries arrears of ·this nature have been reported 

as expenditures yet to be regularized (depenses en cours de regularisation). 

They often reflect extrabudgetary expenditures and expenditure overruns, 

the latter stemming frequently from unrealistic provisions in the 

budget. Instances of underbudgeting (e.g., electricity, telephone, 

and water) are sometimes the result of a government's inability to take 

necessary adjustment measures while constrained by basic accounting 

principles to make the budget balance by law. Another problem of 

identification may arise with respect to arrears on debt service. A 

number of Francophone countries have established amortization funds 

to manage the servicing of government debt. In this case debt arrears 

are reflected neither in the 'Treasury accounts nor in the administrative 

accounting system, but must be obtained from the accounts of the 

amortization fund. 

To sum up, the identification of arrears is simpler in the French 

accounting system, reflecting a greater degree of centralization in 

the processing of expenditure data. Both accounting systems offer 

indicators of potential and realized changes in arrears that provide 

diagnostic data on the emergence of arrears without major operational 
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difficulties, although these differ significantly in coverage. In 

the French system, expenditures are centrally recorded as soon as 

delivery is made and the claim is examined and judged appropriate 

and .legal, even though no check has been issued. Hence the French 

system, when functioning properly, offers a direct, although perhaps 

incomplete, indicator of the emergence of arrears relatively early in the 

expend! ture process. 

The British accounting system, on the other hand, does not offer 

this intermediate indicator of changes in arrears. A comparison of 

actual deliveries with payment orders issued typically is likely to be 

done only in a piecemeal fashion by the spending departments as part 

of their day-to=-day operations. To consolidate such data usually 

requires a special exercise. 1./ Consequently, to estimate the change 

in arrears under the British system, typically reliance is placed on 

data generated at a relatively late stage in the expenditure process, 

on the change in 'checks float·'., which of ten is only a small part of 

arrears. However, it should be noted that though the French system 

tends to offer a more c001prehensive indicator of arrears, this also 

may only reflect a part of total arrears. In one Francophone cotmtry, 

for example, the recorded stock of arrears at the level of the Treasury 

dropped by about 50 percent in 198 3. However, a subsequent inventory 

1/ In at least one anglophone country, for monitoring purposes, 
spending departments were required to report commitments and cash 
expenditures, which when ~ompiled provided a better coverage of 
arrears. 
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of payment arrears showed that the total amount of government arrears 

had not changed. While payment orders issued awaiting settlement 

had decreased, delays at an earlier stage of the expenditure process 

had increased. 

IV. Taxonomy of Government Arrears 

To identify and address the problem of government arrears, it 

is useful to develop a taxonomy by which to classify arrears. The 

following criteria are useful: (1) the economic type of payment to 

which the arrear relates; (2) the payee to whom the payment is due; 

and ( 3) the residence of the government's creditor. 

1. Economic type of payment 

An arrear may develop with respect to a goverrnnent's expenditure on 

goods and services, its transfer payments, and its.interest and amortization 

payments. A goverrnnent expenditure normally comprises two corresponding 

flows between the government qnd the rest of the economy: a physical 

flow of goods and services to the government and a flow of money. to 

the rest of the economy. When the government excessively delays its 

payment, and thus the flow of money to the rest of the economy, an 

expenditure arrear is created. In this way, while the government 

initiates an income-creating flow of goods and services from the 

rest of the economy to the government, there is no reverse injection 

of money into the economy. Government transfer and interest payments do 

not involve a flow of goods and services to the government, but like 
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expenditures on goods and services, add to the income of their recipients. 

If transfers or interest payments are postponed, the income of the 

beneficiaries increases only on an accrual basis, not on a cash basis. 

Amortization payments do not affect the income of the rest of the 

economy, but result in the substitution of money for a claim on government. 

If amortization payments are delayed, ·this liquidation does not occur 

and instead, a formal claim on government is replaced by a more uncertain 

one, reflecting the arrear. Thus an expenditure arrear, that is, an 

arrear on the purchase of goods and services or an arrear on transfer 

and interest payments, reflects an income creating process (at least on an 

accrual basis) as well as an increase in claims on government in the 

financial portfolio of the rest of the economy. On the other hand, it 

can be argued that an arrear in amortization payments only involves 

a liquidity effect, leading to the substitution of a formal· claim on 

government by a more uncertain one in the portfolio of the rest of the 

economy. 

This difference between'amortization and expenditure arrears has 

led. to additional differences in statistical presentation, as discussed 

in Section V below. It is also useful to distinguish between amortization 

arrears due to banks and nonbank institutions. Unpaid amortization 

payments on domestic government debt held by domestic banks are typically 

counted automatically as part of the banks' claims on the public sector 

(i.e., automatically refinanced) and therefore usually appear in the 

monetary data as net claims on the public sector. Including them as 

arrears in the presentation of the fiscal accounts would result in 
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double counting the same source of domestic financing, and thus 

arrears to banks should not be shown in the presentation of the 

fiscal accounts, except as a memorandum item. 

As for expenditure arrears, arrears on interest payments, parti

cularly on those due to foreign creditors, have recently become 

praninent, giving rise to debt rescheduling arrangements by the Paris 

Club. Such arrangements have helped limit the extent of foreign 

interest arrears. Arrears on wages are seldom incurred, mainly 

for political reasons. In one African country, however, the government 

deliberately accumulated paycheck arrears over a given period; in effect, 

the government preferred to reduce the wage bill through a progressive 

stretching-out of the period between wage payments rather than by an 

explicit reduction in wage rates. Arrears on investment expenditure 

are typically related to the domestically financed component of 

expenditure, and may reflect an overambitious investment program, 

poor expenditure control, an,unexpected shortfall in foreign financing, 

or the inability of. the central government to reimburse public enterprises 

for investments tmdertaken on its behalf. 

2. -Arrears by payee 

The government may create arrears to the private sector or to 

other units within the public sector. Experience shows that if 

governments respond to spending pressures by accumulating arrears,. 

they begin doing so vis-a-vis other public sector entities; for 

example, by not paying u.tility bills. It has been argued that as public 

. '' .· ·~ 
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enterprises are owned by the government, arrears vis-a-vis public 

enterprises do not affect the overall financial position of the 

government. However, such a mechanical accounting procedure masks the 

very real problem of a lack of financial discipline. Similarly, if one takes 

a broader view encompassing the entire public sector, as is often 

done in Fund programs, it could also be argued such arrears are in any 

case consolidated. Again, such a consolidation would merely hide an 

important policy problem. Moreover, insofar as the public enterprise 

has minority private shareholders, or is making losses financed 

outside government, or as a result of government arrears is forced 

to build up arrears with its suppliers, the impact on the rest of 

the economy may be significant. Arrears to the private sector 

have often induced the private sector to hold back tax payments, 

creating tax arrears. This has sometimes resulted in a log-jam of 

interlocking arrears throughout the economy. 

3. Domestic versus external claims 

Another important distinction is that between domestic and 

external arrears. The criterion for this classification is whether 

the creditor resides wfthin the country or abroad. Often this 

distinction coincides with whether the claim on ·the government is 

denominated in local or foreign currency. As a result, the existence 

of domestic arrears usually reflects a corresponding shortage of 

budgetary resources, while external arrears reflect a shortage of foreign 

exchange, constraining the externalization of government payments to 
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meet foreign commitments (see Chart 2). Generally, such imbalances are 

likely to occur simultaneously. Therefore, external arrears typically 

coincide with balance of payments difficulties while domestic arrears 

arise from a budgetary imbalance. 

This distinction is lessened if the domestic currency is externally 

convertible; in such cases, the emergence of <lomestic and external 

arrears generally reflects a budgetary problem. In the case of countries 

belonging to a currency union such as the West African Currency 

Union (CFA franc area), where domestic currencies are convertible 

and where union member countries enjoy easy access to borrowing from the 

French Treasury, the distinction between domestic and external arrears 

is thus lessened. 1./ 

In countries where government revenue is sufficient to cover 

expenditure or where the central bank is authorized to extend credit 

to· the government as needed, but where there is a shortage of foreign 

exchange, the externalization of payments rather than the domestic 

counterpart poses a problem. In such countries blocked accounts for 

the domestic counterpart of external obligations have been found 

useful. (For a discussion of the use of these accounts, see Section VI.) 

1../ For this reason, the Paris Club assesses the debt relief requirements 
of these countries on the basis of budgetary data, not on the basis. 
of balance of payments data. 

• ~ ,-.- '~ • f ·:~ ' 
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V. Presen·ta tional Problems 

To provide an accurate analysis of the impact of government 

operations on an economy, it is necessary to evaluate the magnitude, 

sources, and financing of government deficits. In the Fund's Manual 

on Government Finance Statistics, the deficit is defined as: 

Fiscal deficit= (Revenue+ Grants) - (Expenditure on Goods and 
Services+ Lending Minus Repayments) 

If this measure of the deficit is to be fully compatible with the financing 

data derived from the monetary survey, it should be measured on a cash 

rather than an accrual basis. l/ Arrears should not be treated explicitly, 

but should be shown as a memorandum item since by definition, they reflect 

outlays not yet consumated on a cash basis. JI 

However, while such a definition captures the monetary impact of 

the budget, it does not--in the presence of an accumulation of 

arrears--fully capture its income-creating impact. J/ Expenditure 

measured in cash terms will exclude any build-up of arrears, even 

though the latter may have set in motion corresponding income-creating 

effects. Government purchases of :goods or services will most likely 

1./ In BOP statistics, on the other hand, data are generally shown 
on an accrual basis with arrears shown as an adjustment in the current 
account with an off~etting entry in the capital account, with no 
change in the overall balance of payments. 

JI The exception is the adjustment of commitments expenditure data 
to a cash basis, typically required in francophone countries. See 
A Manual on Government Finance Statistics, pp. 91-92. 

]/ Conversely, the cash deficit overstates the income-creating impact 
of government operations when .arrears are reduced. 
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Chart 2. External and Domestic Arrears 
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have an impact on incomes and on domestic credit, even when payment 

is not made, i.e., arrears are accumulated as the government effectively 

finances its deficit through an involuntary expansion of suppliers' 

credits or forced credits from employees, creditors or other agents in 

the economy. In terms of policy, the credit expansion should be 

correctly attributed to the originating sector, specifically, the government. 

Recognizing the importance of such distortions when formulating 

policy, two alternative presentations of the fiscal position have 

been advocated to overcome the drawbacks of a purely cash basis 

presentation in the presence of arrears. First, expenditures have 

been shown on a commitments basis, with the difference between total 

cash financing and the resulting deficit shown as a financing item. 

As indicated in Section III, the difference, in considerable part, 

reflects a combination of check float and arrears. Unfortunately 

this has meant that total financing, by including a noncash component, 

is not immediately reconcilable with monetary statistics. The second 

approach is to show the overall d~ficit on a commitments basis, with 

' separate lines for the net change in expenditure arrears-cum-float 

and a corrected overall deficit on a cash basis, i.e., 

a. total revenue and grants ( cash basis), 

b. total expenditure (commitment basis), 1/ 

Jj Preferably on a payment orders issued basis. 
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c. (a - b) overall deficit (commitments basis), 

d. net change in expenditure arrears-cum-float 

e. (c + d) overall deficit (cash basis), and 

f. financing (cash basis). 

This approach encounters a number of practical presentational 

problems: 

a. Combining estimates with actuals 

The accuracy and utility of the above presentation depends 

critically on the ability to identify and quantify the change in 

arrears, and brings to bear some of the issues raised in Section III. 

In many cases all that is available, particularly in the British 

system of accounting, is the change in the so-called 'check float' 

measure. The question then arises whether this change could be 

considered 'normal', in which case it should be excluded from the 

presentation of the fiscal accounts, or whether it indicates a 

significant change in arrears. !/ This question was addressed in 

Section III, where rules of thumbt, necessarily of an approximate 

nature, were suggested for judging whether a change in check float 

should be considered 'normal'. In other cases specific arrears 

l/ It is possible that in any given period, an unusual change in the 
check float measure may reflect a structural change in the true level 
of the cash float, rather than a significant increase in arrears • 
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(e.g., on external debt service payments) can be identified, but the 

total change in arrears may still be difficult to quantify. In these 

cases an expenditure arrears line is shown as 'identified expenditure 

arrears', and when the arrears on amortization payments can also be 

identified, these can be shown as a memorandum item with total identified 

arrears divided into their expenditure and amortization components. 

b. Treatment of arrears on amortization 

The suggested fiscal presentation does not explicitly treat govern

ment arrears on amortization payments, because all financing items are 

shown on a cash basis. As a consequence, the accumulation and the 

reduction of amortization arrears are shown asymetrically in the 

suggested fiscal presentation. Since all financing items are on a 

cash basis, there is no way to represent the accumulation of amortization 

arrears, except as a memorandum item. When the government discharges 

its overdue obligations, however, the payment is show as a financing item. 

This can be illustrated by the following example. Let us assune 

that in period t the government spends 10 units on goods and services but 

does not pay for them and a debt amortization payment of 15 also falls 

due, which the government is unable to honor. In period t+ 1, the 

government receives 2 5 units in revenue and discharges all its overdue 

obligations. The fiscal presentation should reflect these financial 

obligations as follows: 
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Table 2. Summary of Government Operations 

(In domestic currency units) 

Revenue 
Expenditure 
Overall balance (commitment basis) 
Change in expenditure arrears 

( - decrease) 
Cash balance 
Financing 

Repayment of amortization arrears 
Other 

Memorandum item: 
Change in amortization arrears 

Period t 

0 
10 

-10 

+10 
0 
o 
o 
o 

+15 

Period t+l 

+25 
0 

+25 

-10 
+15 
-15 
-15 

o 

-15 

This eiample shows that while an accumulation of expenditure 

arrears is reflected in the fiscal presentation in the form of a higher 

overall balance on a commitment basis, the incurring of amortization 

arrears is not immediately ob'{ious from the fiscal table. However, 

' because cash amortization payments equal amortization payments due 

plus the change in. amortization arrears, this presentation problem 

could be mitlgat.ed by disaggregating the line for repayments and by 

showing two sublines for repayments due and for change in amortization 

arrears as follows: 
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Table 3. Summary of Financing Operations 

(In domestic currency units) 

Period t 

Financing 0 

Repayments (cash) 0 
Repayments (due) (-15) 
Change in amortization arrears 

(reduction -) (+15) 

Other 0 

c. Changes in commitments during the financial year 

Period t+l 

-15 

-15 
(0) 

(-15) 
~ .... 

0 

Because arrears are defined as the difference between the government's 

obligations due and its discharge of these obligations in a timely fashion, 

problems are encountered in presenting the change of arrears when 

commitments change during the fiscal year. Such changes may arise 

from exchange rate revaluations and debt rescheduling agreements. 

In the latter case, it is important to quantify the additional financing 

to the budget arising from debt rescheduling and .present such financing 

as a memorandum item. The difference between total commitments after 

debt rescheduling and discharged rescheduled commitments is the change 

in arrears shown in the relevant lines of the fiscal table. 

An example illustrating some of these presentational problems is 

the case of the fiscal outturn for a fictitious country, Ruritania 

(though based on an actual country example). During the fiscal year 
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the Government benefited from debt rescheduling which lowered its debt 

servicing commitments. Despite this, within the fiscal year, it 

also accumulated arrears both with respect to rescheduled foreign 

interest and amortization payments. The situation is described in 

the following table: 

Debt Service Commitments Increase 
Before After Actual Debt in 

res che du ling rescheduling Service Payments Arrears 

( In millions of dollars) 

Interest 140 72 32 40 

Principal 25 3 127 68 59 

In this case arrears on interest payments are shown as the difference 

between the deficits on a commi tlnent and cash basis. and arrears on 

amortization payments as a memorandum item. It is also helpful to 

show the change in commitments over the year and this is accomplished 

by showing the exceptional financing obtained as a result of debt 

rescheduling as a memorandum item. The suggested fiscal presentation 

would be as follows: 



1, 

,. 

,,.,. 

- 29 -

Table 4. Rouritania: Provisional Outturn 

Millions of dollars 

Total revenue and grants 

Total expenditure and net lending 

Overall deficit (commitments basis) 

Change in arrears on external interest (increase+) 

Overall deficit (cash basis) 

Memorandum items: 

1,170 

1,556 

-:l)6 

40 

-346 

Change in arrears on foreign amortization (increase+) 59 
Estimated reduction in debt services payments 

as a result of debt rescheduling 194 

Of which: Interest 
Amortization 

VI. Economic Effects of Government Arrears 

(68) 
(126) 

The emergence of goverment arrears is likely to have rami-

fications on the allocation and distribution of resources within the 

economy, both through its effects on factor prices and incomes and 

through its macroeconomic effects. The most obvious allocational 

effect, in the short run, is that arrears constitute an alternative 

form of financing 0£ additional government expenditure. If forced 

taxation through the printing of money is not feasible, the government's 

share in total output is limited by the amount the rest 'of the economy 

is prepared t~ release to the government by paying taxes or by extending 

credit to the government. The build-up of arrears increases the government's 

,absorption of resources above this level. This initial effect, however, 
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may be offset by the rest of the economy limiting resources transferred 

to government by holding back on tax payments and other fees and charges. 

The development of a chronic pattern of arrears may also influence the 

costs and prices in the economy. When arrears first emerge as a means 

of government financing of purchases, the effective interest cost of 

financing arrears is wholly borne by the suppliers of goods and services 

(be they producers, importers, or wage earners). Over time, and in the face 

of further likely arrears by the government, those economic agents 

providing goods and services to the government may begin to adjust 

their pricing and production behavior to take account of such 

payment delays. Vendors dealing with the government may begin to 

charge higher prices to make up for refinancing cos ts, a risk 

premium, and bribes to speed up the payment process. Thus the 

government may have to pay prices above the mark.et price and, with 

. limited budgetary outlays, be forced to reduce the quantities of 

goods and services purchased. 

The additional premium on prices is likely to be detennined by 

the vendors' expectations about the length of the payment delay, 

the prevailing interest rate, the risk that the goverrnnent will 

default, and the amount of bribe necessary to speed up the payment 

process. Similarly, there is also a possibility creditors will bid 

up the interest rate charged on loans to the government if they 

anticipate that the government will not pay back these loans as 

scheduled. 
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The implicit interest costs of arrears are independent of 

whether or not providers of goods and services bid up prices to 

account for the delays in payment. The degree to which prices are 

increased only determines the distribution of the financial burden 

of the payment delay--the government, by paying increased prices 

(and ultimately the consumers of its services through reduced 

services or higher taxes or fees), or the vendors through a squeeze 

in their profit margins. To the extent that arrears are reflected 

in higher prices on those expenditure items on which arrears are 

frequently incurred, it is likely that existing budget statistics 

provide a biased picture on the true weight of interest costs in 

the budget, not taking account of the implicit interest costs in 

the category of expenditure on goods and services. 

When examining the macroeconomic effects of government arrears, it 

is necessary to evaluate how government arrears are created and 

how the payee reacts to payment delays. For example, the change 

in aggregate demand brought about by the creation of arrears in wage 

payments to goverrnnent employees will depend largely upon their 

perception of the postponement of wage payments and their underlying 

consumption behavior~· 1/ If, .for example, the spending decisions of 

1/ In cases where the level of government wages is significantly 
higher than the wage level in the rest of the economy, such a cut 
may be desirable both on allocational and distributional grounds. 
Conversely, where government wages are relatively low, wage arrears 
may impair the government's productivity, have adverse distributio~~l 
effects, and provide incentives for corruption as well as for the 
acceptance of outside jobs. 
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government employees are determined by their actual cash income, 

and if the government stretches out the period between paydays so 

that the civil servants receive only 11 monthly salaries in a 

12-,nonth period, then their private consunption will drop by 1/12. 

However, if their underlying consumption behavior is more accurately 

described by a permanent income model of consumption behavior, and 

if government employees regard delays in salary payment as only 

transitory, civil servants may perceive only the interest foregone 

on the deferred payment as a cut in permanent income. 'lbeir consumption 

outlays would then drop only marginally, and the temporary cash 

shortage would be made up by dissaving. If the civil servants, 

however, do not have confidence in being.able to recover the loss 

in cash.income incurred by the payment delay, the drop in their 

permanent income will be considerably more than just the foregone 

interest, and private consumption will fall accordingly. 

A similar analysis can be applied to other government payments 

to private households. Delays in transfer payments to private 

households and in interest payments on government bonds held by the 

private nonbank sector will tend to reduce private consumption. '!be 

fall in consunption will be determined by the relevant consunption 

function and the perception of the private household as to whether 

the payment delay represents a transitory or permanent change in 

government policies. 

In its normal purchases of goods and services from vendors, the 

<:z•ti'~1:/,·,,,r,1,.,.,;;,,., government sets into motion an income-creating process that increases 
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aggregate demand. The effects of the government's incurring arrears 

in payments will depend upon the way vendors initially finance the production 

of the goods and services to be supplied to the government. If this 

financing takes the form of borrowing from the banking system, the 

impact will be no different than if the government had made the 

payment on time with proceeds borrowed from the commercial banks. 

Thus the overall effect on aggregate demand will be very similar to 

that arising from bank-financed government expenditures. Alternatively, 

vendors might perceive the incurrence of government arrears as only a 

temporary phenomenon and thus reduce their cash balances below the 

level warranted by the prevailing interest rates and their volume of 

transactions. In this case, the increase in government expenditure 

would be financed by a higher velocity and aggregate demand might 

increase. A similar strong effect on demand may be expected if vendors 

satisfy their financing needs by external short term indebtedness. In 

some c~ntries, can~anies have adjusted to the government's inability 

to meet its obligations by creating arrears to the foreign parent 

company. In this case, the gqvermnent has indirectly financed its 

expenditure by an inflow of foreign short-term capital, with a concurrent 

improvement in the overall balance of payments. l/ 

Finally, it has been observed that companies frequently adjust 

to the emergence of government arrears by incurring arrears on their tax 

l/ Of course, this assumes there are no secondary repercussions 
when the capital inflow may be matched by an increase in the current 
account deficit, leaving the overall balance of payments tmchanged. 
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liabilities. Insofar as the vendors not paid by the government in 

turn retain funds equivalent to the taxes owed to the government, the 

government in practice is financing its expenditure by foregoing tax 

revenue, such that the macroeconomic effects are similar to any other 

tax-financed expenditure, though the timing may be different. 

Two additional aspects are worth mentioning. First, if the 

creation of arrears takes place at a very late stage of the expenditure 

process, by increasing the stock of outstanding checks beyond the 

normal check float, and beyond the government's short-term capacity to 

honor them, then significant monetary effects can be expected. 

Because government checks are normally highly liquid, money creation 

takes place and, if the demand for money does not grow at the same 

pace, eventually this will create pressure on prices and on the 

balance of payments. 1/ Secondly, the accumulation of government 

arrears may have a serious impact on the confidence of private 

enterprises and households in the soundness of government financial 

operations. Private consume.rs and· investors might anticipate 

increases in the nominal tax rate, inflation, or more generally, a 

deterioration in th~ financial situation of the country over the 

medium term. As a consequence, the expectation will be that permanent 

incomes and profits will drop, reducing current consumption and 

investment expenditure. 

1../ This is dependent on the private sector assumption that the 
government will ultimately discharge its outstanding obligations. 
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The macroeconomic effects of arrears on· amortization payments 

are likely to be less than those arising from expenditure arrears, 

~ since the former does not set in motion an income-generating flow of 

goods and services from the rest of the economy to the government, 

or engender any expectation of accrued income. To assess the 

effects of amortization arrears, one must evaluate the response of 

creditors. If the government fails to make a domestic amortization 

payment on time, the only immediate effect will be a substitution 

of a formal claim on government by another one, with the total 

amount ·of claims of the private sector on govermnent remaining 

unchanged. This also assumes that government will continue to pay 

interest on the loan, and that the portfolio owner believes that 

the government will finally repay the loan. Typically, creditors 

might try to raise the interest rate somewhat in order to compensate 

for the higher risk now associated with this part of their portfolio. 

If on the other hand, the government stops paying interest 

and so increases the probability of default, a domestic amortization 

arrear will lead to decreasing private sector wealth (assuming 

that the so-called Ricardian equivalence does not hold and that, 

therefore, goverrnnent loans are regarded as net wealth by the 

private sector).)._/ Of course, when wealth is an argument in the 

l/ Under Ricardian conditions, the future taxes implied by govern
ment debts are fully perceived by the private sector and completely 
offset the private sector's claims on the government (see Schiller (FAD 

. (1984)). 
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consumption function, the creation of domestic ?rrears on amortization 

payments will tend to reduce consumption and imports. 

Important balance of payments consequences can be expected from the 

creation of amortization arrears to external creditors, but this is 

only likely to be felt in the medium-term. In the period when the 

arrear is created, the capital account goes into deficit but this 

capital outflow is financed by the creation of arrears, which is 

shown as exceptional financing, leaving the overall balance of 

payments unaffected. In the medium-term, however, the government's 

credit rating could be damaged and the inflow of official capital 

could very likely dry up. 

Do government arrears have an impact on the rate of inflation? 

At first glance, it appears rather unlikely, because typically no 

money creation takes .place at the time government begins to incur 

arrears. However, there may exist indirect links between the 

buildup of arrears and the rate of inflation. First, as described 

above, suppliers are likely to react to the incurrence of government 

arrears by bidding up the prices at which they are prepared to 

sell goods and services to the government. In more general terms, 

in an environment characterized by financial instability, as reflected 

by the government's inability to make payments on time, economic 

agents will include high-risk premiums in the calculation of the 

price at which they are prepared to render goods or services. 
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Secondly, if the provider of goods and services bridges the 

delay in payments by borrowing from the banks, this may add pressure 

to the credit market, and as in the case of additional government 

borrowing, push up interest rates. If this effect induces the 

Central Bank to relax monetary policy or attracts capital inflow, the 

outcome would also be pressure on prices. Thirdly, if arrears are 

accumulated against public enterprises, as is often the case, the 

financial position of the public enterprise sector may worsen. If 

this results in higher credit from the Central Bank, arrears will 

end up creating inflationary and balance of payments pressures. 

VII. Arrears and Fiscal Adjustment in Fund Adjustment Programs 

The importance of arrears in any macroeconomic analysis of 

the impact of government should be evident from the discussion in the 

previous section. To sun up, at first glance i.t would appear that 

any delay in payment, as a form of compulsory financing of its 
t" 

. 
expenditures, has significant benef±ts for the government. It is 

as if suppliers had bought government bonds at zero interest rate 

for the period until payment is made. However, the persistent use 

of such compulsory financing should be recognized as involving 

distinct drawbacks for the government as suppliers react by bidding 

up the prices at which they will provide it with goods and services. 

As a consequence the price government has to pay is inflated by 

the supplier's risk premitnn or implicit interest rate, increasing 
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the size of the government's cash deficit; and the general pric:e level 

may well be raised. Any inflationary impact on the rest of the 

economy is likely to be exacerbated by suppliers having to incur 

increased credit to bridge the delay in payments. In this way it 

could be argued that the effect on the rest of the economy may 

differ 1i ttle whether the govermnent has or has not actually paid a 

supplier, since the latter in all probability had to obtain credit 

and has .definitely used resources to provide goods and services 

to the government whether or not the government has discharged its 

fonnal obligations to him. However, from the perspective of macro

economic policy, it is important .to correctly attribute any monetary 

expansion to the initiating sector: in this case the government 

rather than the supplier should be recognized as initiating the 

expansion irt credit. Similarly, from the financial programming 

viewpoint, the build-up of. arrears, by disguising the level of the 

government's use of resources, lowers the recorded deficit and hence 
1:-· 

also the recorded credit to goverrpnent. 

By concentrating on the net effect of cash flows in the presence 

of a government acc~ulating arrears, the recorded deficit can 

remain constant while in fact the level of government spending is 

increasing. This distortion has been recognized when formulating Flllld 

programs, where it has been judged important to capture not only the 
... 

monetary effects of budgetary'changes, but also their income-creating 

or Keynesian impact. 1/ The latter, which focuses on the impact 

1./ See V. T~nzi and M. Blejer, "Fiscal Deficits and Balance of 
Payments Disequilibrium in IMF Adjustment Programs", DM/8 3/44., 6/14/8 3. 
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of fiscal policy on the gap between domestic income and expenditures, 

would place emphasis on an accrual rather than a cash definition 

of the deficit and would concentrate on the change in government 

commitments, regardless of whether they were discharged in cash. 

Operationally, in the treatment of arrears a distinction is 

usually made between external and domestic payments arrears. This 

arises in part because while the government discharges its debt 

service obligations in domestic currency, the final payment of 

external obligations has to be undertaken by the central bank as 

part of its management of foreign exchange. It is this feature, 

related to constraints on discharging obligations, that has led to 

different treatment in Fund programs. Thus, while a government can 

in principle usually discharge its obligations in domestic currency, 

even though this means borrowing from the central bank, foreign 

exchange may not be available to discharge the central bank's 

corresponding external obligations." As suggested in Section III, 

' an exception to this general rule arises in some Francophone countries 

which operate a common central bank and have financing constraints 

placed upon them (see ·Chart 2). In these countries domestic arrears 

have been a recurring problem. While in Fund programs the general 

aim has been to avoiq the distortions caused by arrears, whether 

they be domestic or external, the means of accomplishing this has, 

in general, differed according to whether the arrears are principally 

domestic or external. 
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Domestic arrears 

In the case of domestic arrears a more direct approach has generally 

been advocated, with a reduction in arrears programmed as a performance 

criterion. This approach was in response to some early programs where 

the change in "checks float," although only partially capturing changes 

in arrears, was excluded from domestic financing when calculating the 

ceiling on central government borrowing. Without a separate ceiling or 

a commitment to reduce these arrears, this item consequently became a 

buffer "cushioning" the restrictiveness of government credit ceilings 

and correspondingly tightening the cre.dit ceiling in the rest of the 

economy. For example, if revenues did not rise as programmed, this 

could be offset by a smaller dcmestic arrears reduction. 

Unfortunately, considerable operational difficulties and dangers 

have to be faced in this direct approach to the problem of arrears. 

To be feasible, programming limits on arrears as a performance criterion 

requires the existence of certain preconditions. In particular, there 

must be: (1) a clear definition of what constitutes an arrear, (2) a 

complete inventory of arrears based on this definition, and ( 3) a 

timely method of monitoring changes in this inventory. In practice, 

all three preconditions are difficult to meet. 

In identifying domestic arrears, difficulties usually arise in 

dealing with overdue obligations which have arisen from dubious 

authorizations, and are yet to be regularized, or in isolating that 

part of the check float than can truly be considered as constituting 

arrears. Compiling a co.mprehensive inventory of arrears has in 
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practice proved difficult and time consuming, especially when they 

have arisen from Ministries undertaking unauthorized expenditures. 

Thus in many cases the experience has been that originally agreed 

. program limits on domestic arrears have been embarassed by newly 

discovered arrears in the course of the program period. For example, 

a new methodology of quantifying arrears in a Francophone country 

suggested that public sector payment arrears in particular years 

had not been reduced by the amounts estimated by a previous methodology, 

but had in fact increased. Similarly, the performance criteria 

regarding the ceilings in the level of domestic arrears had to be 

modified during the stand-by program with another Francophone 

country when a new survey revealed a nuch higher initial level of 

outstanding arrears. 

The data problems in some program countries have been so severe 

that even when an arrears .problem is recognized, it has not been 

possible to include program commitments to prevent the incurrance 

of new payment arrears or the reduction of outstanding arrears. 

For example, without an inventory of past domestic arrears, it was 

impossible to establish a monitoring system for reducing these 

arrears in one country. Similarly, in a recent program with another 

country, and despite recognition of the arrears problem, intractable 

data problems precluded the quanti{ication of their magnitude, 

adjustment for them in the presentation of the fiscal accounts, and 

inclusion of a performance criterion on arrears. 
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Even if this basic data problem could be overcome, the introduction 

of performance criteria on arrears seems doubtful in the absence of 

an effective within-year expenditure or arrears monitoring system. 

Such a system is likely to take time to institute and may involve 

unacceptable reporting lags. Such a system would of necessity have 

to come to terms with the particular budgetary procedures of the 

country. To get a realistic picture of the movement in government 

arrears, it has been found necessary to trace the changing stock of 

commitments, payment orders, checks issued and checks cashed, and to 

have a reporting system at the different stages of the expenditure 

process. 

Even when these preconditions are met, introduction of a 

performance .criterion on arrears would require a clear decision on 

what would constitute a legitimate reduction in them. For example, 

the government may attempt to reduce arrears by issuing government 

paper rather than by discharging its commitments in cash. In such 

cases it seems necessary to ensurethat the maturity of the bonds, 

the level of their interest rates, and the degree. of their negotiability 

would not differ from that of other financial instruments. At the 

same time it should be recognized that the conversion of arrears 

into government debt would be equivalent to any other rescheduling of 

debt in terms of its potential expansionary impact and would necessitate 

an equivalent reduction to any ceiling on credit to government. 

. . . 

.;:: :-.,. ~·,. & ;;r..~:~.'t~?~~ .. t"';f~/ ,_:.;.~ 
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Another factor that arises in many countries is the problem of 

interlocking arrears. In these cases, while the government has 

undischarged payment obligations to a domestic supplier or enterprise, 

that enterprise in turn has unfulfilled tax liabilities to the 

government. The size of these mutual commitments is often in 

dispute, resulting in a bargaining situation with each side trying 

to gain advantage by writing off the larger outstanding obligation. 

Obviously from a financial programming viewpoint, the criterion on 

the reduction of arrears would be affected by whether the government's 

undischarged commitments were treated gross or net of tax obligations 

due to it. 

In adopting a particular approach to monitoring performance 

·criteria with respect to arrears, experience also suggests it is 

important to take into account the particular institutional 

characteristics of a country. Two particular institutional 

scenarios seem to be worth distinguishing. In the first, the 

Treasury is not in full control of the spending process, so that 

powerful spending departments are able to make unauthorized 

commitments. In the second case, the Treasury does exert control 

over the spending process but does not honor its commitments. In the 

former case the solution to the arrears problem may be particularly 

difficult to resolve, being symptomatic of a more general problem 

of expenditure control. In cases where -the Treasury's accounting 
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system is sound, arrears are more symptomatic of a lack of political 

will to restrain public spending. Moreover, when faced with Fund 

performance criteria, the authorities, by having full control over 

the accounting system, are in a better position to hide 'arrears' 

at an earlier stage of the expenditure process (e.g., before they 

would normally emerge) where they are less amenable to outside 

monitoring. 

Overall, experience with past programs has led to the argument 

that the institution of performance criteria on arrears may be 

undesirable, since it tend~ to put pressure on authorities to 

subvert established accounting procedures, which once damaged, may 

be hard to reinstate and with a consequent loss of policy information. 

This subversion has typically been accomplished by finding different 

ways to delay the recording of payment obligations or payments made. 

For example, a stand-by arrangement with one francophone country 

included changes in the stock of a specific arrears account as an 

additional performance criterion. Unfortunately, a detailed inventory

of payment arrears established subsequently showed that the introduction 

-- of this performance ~riterion had only changed the structure of 

domestic arrears. Payment orders issued and awaiting settlement 

had indeed declined, while delays at an earlier stage of the expenditure 

process had increased. 

It may also be possible to slow up the writing of checks, or 

when they have been written, to slow up their release. Even when 

.·:,_:,-.:._ ,, ,.· 
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checks are presented to the banks, there may be delays encouraged 

in discharging payment or in recording the debits from government 

accounts. A program in an Anglophone country, in particular, demonstrated 

how the scope for delaying the recording of payments presents problems 

when monitoring government credit ceilings. For example, it was 

possible for the government to issue a check for payment of its 

obligations, with the check being debited several days after the 

performance criterion test date. In several periods when performance 

criteria were to be observed, cash expenditure flows were clearly altered 

with the objective of attempting to comply with the net credit to 

government ceilings. In this way, a change in arrears was clearly 

a direct consequence of Fund program credit ceilings. 

Furthermore, one might wonder whether the methods which were 

instituted to control expenditures in the stand-by arrangement with 

this country may not have increased the arrears problem. For example, 

under the expenditure control system implemented, separate accounts 

for authorized capital expenditure and recurrent expenditure were 

established for e.ach Ministry at the Central Bank, which was instructed 

by the Ministry of Finance not to permit overdrafts in any Ministry's 

account. To meet these monthly cash ceilings, spending ministries 

tended to delay issuing checks. 

Recognizing that the use of performance criteria might endanger 

the disciplines of the accounting system, some programs have adopted 
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a broader approach to the control and eventual elimination of 

arrears. In these programs overall expenditure or major expenditure 

components are subject to indicative expenditure targets, adherence 

to which would obviate the need to build up arrears (or allow for 

their progressive reduction and eventual elimination in cases where 

there are arrears outstanding at the beginning of the program). 

Nonobservance of these expenditure targets, which may be monitored 

on a monthly or quarterly basis, normally trigger consultations 

with the Management of the Fund. Particularly in cases where 

arrears have been incurred in the past, and subject to the availability 

of information, these expenditure targets have been complemented by 

performance criteria on arrears. When information has been insufficient 

for the setting of such performance criteria, and arrears have not 

been a major problem in the past, the Letter of Intent has often 

included as a general statement the intention of the authorities 

not to incur such arrears in the program period. 

External arrears 

On the whole, external arrears, especially those with respect 

to debt servicing, have been more easily identified, inventoried 

and monitored. A less direct approach has been applied in Fund 

programs to limit the problem of external arrears. 'lhis has involved 

separating the domestic counterpart of foreign obligations from 

their actual externalization in order to prevent the accumulation 

arrears on the. domestic counterpart of external payments. .In . 
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situations of foreign exchange shortages, a special blocked account 

for the domestic counterpart of scheduled official external payments 

has been found useful in some countries. Typically, programmed 

transfers to these accounts have been used as a performance criterion 

in Fund programs. The magnitude of such transfers has been calculated 

so as to ensure that adequate provision is made from domestic budgetary 

resources for the domestic counterpart of such obligations, regardless 

of the availability of foreign exchange to complete the externalization 

of these payments. In this way some attempt has been made to limit the 

possibility of the government avoiding the restrictiveness of credit 

ceilings by not meeting external debt service commitments. 

The use of blocked accounts has now been employed in a nunber 

of program countries. l/ Their use has been predicated on the 

existenc;.e of a fairly reliable schedule of debt service commitments. 

Although a recent Fund program did contain a commitment to set up .a 

blocked account for the domestic counterpart of official external 

debt servicing payments, the precondition of a reliable schedule of -

commitments did not exist. Inadequate data regarding the extent of 

arrears, and the amount of domestic counterpart deposits already 

held by the central bank, delayed implementation. The experience 

with blocked accounts in other countries has been mixed. In some 

1/ For a more detailed discussion of this topic, see H. Bierman, 
"A-Note on the Domestic Counterpart. to External Arrears and External. 

'-'::~"';;,='&.C':':"0'·"':·1'16\7,~1:,;,;;'-,:'"" Debt Service" · (FAD, 19 85, unpublished). 
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cases, projected levels of debt relief from rescheduling were 

overestimated and in other cases, further external commitments 

became known during the program period. In at least one case, 

counterpart deposits of the blocked account were not sterilized, 

but used to circumvent government credit ceilings. 

VIII. Concluding Remarks 

This paper has reviewed the nature of the problems and various 

consequences associated with the accumulation of government arrears. 

It has been argued that to neglect any arrears accumulation and 

concentrate on the government's deficit on a cash basis alone 

would distort the deficit as an indicator -Of fiscal stance • .Although 

much depends on the responses of different economic agents in the 

economy to government payment delays, it has been argued that any 

short-term advantage gained by the government is likely to be more 

than compensated by unde!3irable longer-term effects both on itself 

and the economy at large. Accumulation of unpaid government obligations, 

tends to increase the prices the government is forced to pay for 

goods and services, encourages reciprocal private sector arrears on 

tax liabilities, stimulates excess monetary creation putting pressure 

on prices and the balance of payments, and ultimately adversely 

affects confidence in the financial soundness of government. 

As an obvious starting point to examining possible solutions 

to the problem, this paper has discussed how government payment 

arrears have arisen and how they may be detected. Throughout this 
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discussion, the importance of institutional arrangements has been 

highlighted, particularly the differences in identifying and 

quantifying arrears in those countries operating on a British as 

opposed to a French type of budget and accounting system. However, 

despite these differences, it was concluded that, in principle, all 

accounting systems are capable of providing some rough operational 

indicators of potential and realized changes in arrears. 

Unfortunately, when it comes to including performance criteria 

on government arrears in Fund programs, it has been argued that two 

types of problem need to be overcome. The first arises from the 

practical accounting problems often found in developing countries. 

Specifically, the experience of Fund programs suggests certain 

preconditions for a truly operational performance criterion with 

respect to government arrears are not always met: a clear and lllltually 

agreed definition of arrears; a complete inventory of the existing 

stock of arrears based on this definition; and a timely method of 

monitoring changes in this inventory. 

The second main difficulty is perhaps more serious and is 

generally faced by all performance criteria insofar as their successful 

operation depends on the cooperation and good faith of the authorities. 

The presumption exists that the authorities view a performance 

criterion as an acceptable indicator of the degree of adjustment to 

economic targets and as a signal of success or failure in meeting 

these targets. In the past, the stress on the connection between 
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meeting performance criteria and Fund drawings has frequently meant 

that performance criteria, like those on government arrears, have 

not been viewed primarily as a guide to economic policy but as a 

hurdle to be overcome. In such an environment, instituting a 

performance criterion on government arrears may be undesirable, 

since it may tend to put pressure on the authorities to subvert 

established accounting procedures. 

In light of this potential danger, this paper has recommended 

that the direct approach to programming arrears performance be 

combined with an appropriate monitoring system for broad aggregates 

of government expenditures with targets subject to the usual mid~term 

review. Ideally, to be effective, this monitoring system s~ould be 

placed on continuous review basis, with arrears prevention as its 

primary concern. In this way it may be possible to detect deviations 

from the program at an e.arly stage, allowing more timely corrective 

action. It has been noted that in several countries such an indirect 

approach has been adopted with a degree of success for external 

arrears, by programming and monitoring transfers to special blocked 

accounts for external debt service as a performance criterion. 
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observations--most of which are seriously 
flawed. 'nle general thrust of the paper 
would be counterproductive in that it would 
provide arguments against some of the more 
basic elements of Fund programs and 
jurisdiction. In my opinion, it needs major 
realignment before issuance should be 
considered. 

Attachment 

cc: Mr. Brachet/Mr. Neuhaus 
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coFADpaper 
Government Arrears in Fund Adjustment Programs 

-As a general comment, this paper should be more specific as to 

whether or not at various points it is dealing with domestic or external 

arrears. For example, the discussion of 17 countries in Section II and 

their performance under programs relates entirely to domestic arrears, 

but this is unclear in the drafting. We would suggest that Section II 

be entitled "Quantitative Significance of Domestic Arrears," and that 

the heading to the paper be retitled "Government Domestic Arrears in 

Fund Adjustment Programs," in view also of the actual content of the 

other sections of the paper, as noted below. 

Page 6: The discussion of accouriting procedures leading to 

identification problems in arrears is based upon a,-d±s:t'ii:rct'fon- oetwee1r 

the French and British systems. We would suggest that the accounting 

systems are not the relevant factor in whether arrears are "domestic" or 

"external." Rather, this derives from the common central bank, because 

access by each government to central bank borrowing must be distributed 

when a shared institution is involved. For this reason, we think that 

much of this discussion is misplaced; the arbitrary introduction of 

Liberia in line 9 of this page also points up the basic conceptual 

problem. We would note that the categorization of Liberia's arrears as 

"domestic" has been subject to ongoing discussion within the Fund staff. 

Pages 8-12: The discussion of the steps between a decision to make 

an expenditure and final payment to the supplier under either of the 

French and British systems contributes little to the understanding of 

why such delays should arise. The emphasis that is put on the merits of 
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the French accounting system in identifying arrears would seem to be 

misplaced, as in a number of francophone countries there have been 

widely varying estimates over time of the amount of arrears in 

existence. 

Page 14: It is noted here, in the third sentence from the bottom 

of the page, that the "composition" of expenditure can distort the. 

definition of "normal" delays beyond the payment due dates, which 

constitutes the basis of identifying arrears. Because the concept of a 

normal delay as defined for Fund programs (see the various Executive 

Board papers on external payments arrears) relates to past performance 

in the overall execution of payments, it is difficult to see how this 

can be so. The composition of expenditure, as shown here, can affect 

the contracting of maturities by which payments became:dµe, but it is 

not shown how this relates to subsequent delays, which are what matter 

for purposes of identifying arrears. 

Page 15: We do not see why the existence of an amortization account 

for debt servicing should lead to a special "identification problem." 

If the account is known, then it can simply be incorporated for purposes 

· of arrears data. Similarly, it is not clear that a "serious 

identification problem" should result from expenditures outside of the 

regular commitment, if the account for "depenses en cours de 

regularisation" is also analysed for arrears. 

Page 18: The discussion in the paragraph at the bottom of the page 

and over on page 19 puts the cart before the horse--the debt 

rescheduling arrangement, have generally been a response to the 

emergence of arrears, rather than, as suggested here, a method of 
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avoiding incurrance of arrears. 

Pages 19 and 20: The stage of the expenditure discussion appears 

to be important mainly for the identification of arrears data--a topic 

already dealt with at an earlier stage of the paper. 

Page 21: The distinction drawn.between external and domestic 

arrears on the basis of whether the claim is denominated in local or 

foreign currency is incorrect. The statement that external arrears 

typically coincide with balance of payments difficulties, and domestic 

arrears with fiscal problems, is meaningless, because balance of 

payments difficulties typically coincide with the budgetary 

imbalances. For similar reasons, Chart 2, which purports to show a 

distinction between external and domestic arrears is in part incorrect, 

and an oversimplification--members with sufficient;·l)ad'getasry,:and'f·exchange 

resources may yet incur arrears (e.g. Venezuela for the latter). This 

chart, by the way, shows Fund programs as a cause of arrears! 

Page 27: It is not clear why the accounting treatment of external 

payments arrears and rescheduling is cited as a presentational problem 

as the relevant identities are quite straightforward (see EBS/82/57 p. 

12). 

Page 37: For the reasons cited above, the discussion of the 

distinction between external and domestic payments arrears is incorrect. 

Page 38: The second full paragraph notes the difficulties of 

statistical identification of domestic arrears for purposes of Fund 

programs. A problem with the subsequent discussion is that it does not 

suggest solutions to the difficulties, but rather argues that an arrears 

reduction should not be sought under the program because such a 
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reduction could result in the government issuing paper rather than 

discharging its commitments in cash, with inflationary consequences. 

However, issuance of government paper would normally be covered by other 

performance criteria in the program, therefore, an inflationary problem 

·need not ensure. It is preferable that the problem be put into the 

recorded sector by having the irregular payments normalized through 

regular financial instruments. 

Pages 42, 43: It would be interesting to know the identity of the 

"francophone" country cited at the bottom of page 42 to ascertain what 

it was in the performance criterion that led to its ineffectiveness. 

One could imagine that the performance criterion was insufficiently 

comprehensive in definition. Similarly the problem in "an anglophone 

country" by which the arrears performance was affeC:t:ecr or the' Fund 

program credit ceiling would be interesting to follow through on. Here 

again, one would expect that if the arrears problem was of sufficient 

magnitude, it could not be "buried" by the window-dressing techniques 

pointed to. 

Page 44, first paragraph: The problem is not one of maintaining 

the discipline of the accounting system in the face of performance 

criteria, but of obtaining better outcomes by working on both fronts 

simultaneously--data and performance criteria. 

Page 44, second paragraph, and page 45: This discussion is very 

cursory, in view of the considerable attention already given to the 

topic in Fund papers. As the focus of the paper is on domestic arrears, 

it might be preferable to delete it. 
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March 14, 1986 

Comments on Draft Paper on Government Arrears 
in Fund Adjustment Programs 

The paper is timely and informative but it also contains a number 
of misconceptions or inaccuracies that would need to be clarified and 
that are discussed below. 

1. First, the paper conveys the impression that Fund programs or 
statutory central bank limits on credit to the government (which are 
typical in francophone countries) cause the emergence of arrears (e.g., 
pages 6-7, Chart 2 on page 22, page 43), on the assumption that the 
government's spending proclivities are inev:ftable and will be ultimately 
validated either by legitimate financing or arrears. A more acceptable 
formulation would be that credit limits in Fund programs (or domestic 
statutory limits on spending and credit to the public sector) obviously 
make it more tempting for members to resort to arrears in order to 
circumvent those limits, but here it would be important to introduce the 
notion that effective adjustment under a Fund-supported program requires 
mutual trust between the Fund and the member. This point is discussed 
at length in the papers on "Reporting and Other Problems on Performance 
Criteria in Fund Arrangements-Legal and Policy Issues" (EBS/84/94) and 
"Misreporting and Noncomplying Purchases Under Fund Arrangements
Guidelines on Remedial Action" (EBS/84/196), which should be included as 
a reference in the current paper. 

2. Second, the paper's distinction between domestic and external 
arrears focuses mainly on the currency denomination of obligations and 
the possible existence of a foreign exchange constraint. Beyond these 
obvious points, it would be important also to mention that the Fund's 
interest in the avoidance of external arrears transcends the immediate 
problems of particular members. This interest instead is rooted in the 
broader concern of the Articles of Agreement in maintaining an open 
system of international trade and payments that avoids, inter alia, 
restrictions in the form of external arrears. Incidentally, while 
discussing domestic vs. external arrears on page 21 it would be useful 
to clarify that in currency union members the distinction between 
domestic and external arrears is lessened not because the domestic 
currencies are convertible (i.e., pegged to the French franc) but 
because union members enjoy virtually open-ended access to borrowing 
from the Fren~h Treasury. Otherwise, the existence of a fixed exchange 
rate would be consistent with a foreign exchange constraint. (The 
classical case for fixed exchange rates rested precisely on the 
financial discipline that it imposed on its adherents because of the 
risk of quickly running out of reserves). 

3. Third, the paper dwells at length on the distinction between 
arrears on domestic amortization and on other domestic payments but we 
would disagree with the conclusion that arrears on amortization, unlike 
other arrears, do not affect income and expenditure of the rest of the 
economy (e.g., pages 17-18). As far as we can see, arrears are always a 
form of additional deficit financing and, because funds are fungible, 
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the first round impact would be the same irrespective of the underlying 
domestic transaction (i.e., amortizations vs. current or capital 
expenditures). To invoke differential impacts one would have to argue 
about differential spending propensities of the economic agents 
involved, e.g., bondholders, government suppliers, civil servants, etc., 
which may well exist but would have to be empirically established. 1/ · 
The only meaningful distinction between arrears on transactions abov"e 
and below the line seems to relate to presentational issues of the type 

.discussed on pages 25-28. In particular, for transactions above the 
line there is a distinction between transactions on a commitment and on 
a cash·basis, and assuming that there are reliable estimates of 
transactions on a commitment basis, the discrepancy with the.cash 
transactions would reflect arrears. 2/ However, the fact that· 
amortizations are always a cash transaction.poses difficulties (of the 
type described in the paper) in detecting arrears. One possible avenue 
to address this problem could be to identify the difference between 
notional amortizations (before or after rescheduling, as the case may· 
be) and actual amortizations as a financing item below the line (rather 
than as a memorandum item). Under this approach, in Table 2 (page 26) 
the entries for cash balance and financing in period t would remain 
unchanged but there would be an entry for "notional amortization" (-15) 
offset by an entry for "arrears on amortization" (+15). 

4. From a presentational point of view the paper could be streamlined 
in a number of ways: 

a. The introduction could be expanded by presenting arrears as a 
disguised form of deficit financing, which explains the need to limit 
them in the course of Fund-supported adjustment programs. The points 
discussed above, on the special considerations regarding the avoidance 
of external arrears and on the presumption of trust between the Fund and 
its members, could also be.briefly alluded to • 

.: .-:.b. Section II breaks the flow of the paper and ~ould best be 
included in an appendix, perhaps·by·summarizing the main findings in the 
introductory Section I. 

1/ To illustrate this point, consider a ~ase where the public sector 
is~in-balance ex ante and where the only form of domestic financing is 
the sale of bonds. Assume that in the current period there is an 
unexpected revenue shortfall of SO. Under the circumstances, the 
government's impact on the economy would be exactly the same regardless 
of whether the shortfall were to be made up by running 50 of arrears to 
suppliers (e.g., by giving them dubious promissory notes) or by not 
discharging 50 of obligations due to bondholders. 

2/ Another possibility nowhere discussed in the paper is the 
existence of "errors and omissions" akin to those in the balance of 
payments. 
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c. On page 23 the discussion assumes implicitly that the fiscal 
deficit is financed by domestic credit and foreign borrowing; it would 
be useful, for the sake of completeness, to consider also the existence 
of domestic nonbank financing. 

d. In Table 3 (page 28), the suggested fiscal presentation could 
usefully include as a memorandum item total arrears (i.e., on interest 
and amortization). 

e. The point made on page 29 (bottom), that in the presence of 
persistent arrears interest payments are likely to be underestimated, 
would seem to be true only if government suppliers marked up their costs 
for the implicit interest payments that offset the expected arrearage. 
One is puzzled by the statement at the bottom of the page and on 
page 30, that government interest payments would be underestimated even 
if such a mark up by suppliers did not occur and their profit margi~ 
were thus squeezed. This statement is also contradicted by the 
statement on page 35, that arrears to suppliers would be equivalent to 
the purchase by suppliers of government bonds at zero interest if they 
fail to.mark up their prices. 

f. Section VI on arrears in Fund programs could be enhanced by 
including a section summarizing the main conclusions of the paper. 
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Draft 
Diamond/Schiller 
February 1986 

Government Arrears in Fund Adjustment Programs 

I. Int rod UC tion. 

Government arrears is a general term used to signify a government's 

undischarged obligations. It has long been recognized that measuring 

the magnitude of arrears is important in gaining a more realistic 

picture of the impact of government operations and the size of fiscal 

problems facing countries. As a result, the Fund has pa::ld increasing 

attention to the problem of domestic and foreign government arrears, 

to the_~~tent of including clauses specifically addressing this 

issue in various Fund programs. 

The objective of this paper is to analyze the significance of 

the government·arrears problem for Fund programs, with particular emphasis 

on how the problem may be ::Identified, quantified, presented in fiscal 

tables, and integrated into policies of fiscal adjustment. In an Appendix 

(to be written) case studies are also presented 1./ on how the problem 

of government arrears has been dealt with in recent Fund programs. 

II. Quantitative Significance of Arrears 

Of the 66 countries which had Fund programs in the period 1980 to 

· mid-1985, a recent study (SM/85/ 113) has identified 17 as having specific 

problems with government domestic arrears which figured in their 

financial programs. Of these countries, 12 were African, 2 were from 

the Western Hemisphere, 2 were European, and one Asian. While it is not 

possible, due to problems of identification and quantification, to show 

1./ Case studies of Morocco; Ivory Coast, Zambia, and Liberia. 
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the outstanding stock of government arrear.a in these countries, it is 

possible for comparative purposes to quantify those changes in 

arrears which have been identified when formulating these programs. 

Table 1 below shows changes in identified arrears relative to 

total government expenditure and total governmetrt financing. Cross

country comparisons of ratios on arrears are very hazardous, both 

due to varying definitions of arrears and because "identified" arrears 

undoubterlly understate to varying degrees the true magnitude of 

outstanding arrears. Moreover, due to changes in coverage, changes 

in definition, an:l institutional changes in recording arrears, it is 

highly unlikely that for any one country the time series is consistent, 

making inter-temporal comparisons difficult. Such qualifications imply 

that any conclusions drawn from these data ·must be couched in cautious 

terms. 

Nevertheless, even from Table 1 the size ani importance of the 

arrears problem Cl:\.n be appreciated. As is evident in(!}of the 14 

countries shown in· the table for which data. are available, arrears 

have been increased or been reduced by the equivalent of 10 or more 

percentage points of total recorded expeniitures. This represents a 

considerable impact on the rest of the economy emanating from this 

one fiscal item alone. Moreover, if we view the size of changes in 

arrears in relation to the overall financing requirement of the 
" 

government, it can be seen that for all countries except one for 

which data are available, the change in recorded arrears has been 
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been 10 percent or more of total financing' in at least one year shown in the 

Table. Moreover, for 11 out of the 14 countries, the change in arrears 

has reached 20 percent or more of total financing in at least one year, 

in four countries it has been over 50 percent in at least one year, and 

in Turkey in 1981 the increase in recorded arrears was equivalent to 

the overall government financing requirement. 

Aside from its magnittxle, the change in arrears has displayed 

a much greater degree of volatility over time than other fiscal 

aggregates. For example, consider the impact of such fluctuations 

in arrears on small economies such as Niger, which increased arrears 

in 1981/82 by 12.1 percent of total expenditures an::J. reduced arrears 

by 12.6 percent in 1983/84; or Sierra Leone, which increased arrears 

in 1981/82 by.18.5 percent of expen::J.itures an::J. in the following 

fiscal year reduced them by 9.2 percent of expenditures. In part, 

these fluctuations in arrears have undoubtedly been imposed by the 

existence of Fund programs, but in part this volatility is also 

likely to reflect changes in recording procedures, changes in valuation 

(particularly if arrears are on external obligations), an::J. in part 

also reflects the fact that changes in arrears often function as 

a "balancing item" in the fiscal accounts. Whatever the reason, the 

size of the change in arrears, coupled with its volatility, implies both 

considerable adjustment on the part of the private sector in 

accommodating such changes,· an::J. that for many program countries the 

elimination of arrears has posed a considerable problem for fiscal 

ad jus tment. 
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Table 1. Relative Size of Government Arrears in Program Countries 

Change in Identified Arrears 
as Percent of 

Country Year Expenditure Financing 

Belize 1983/84 +3.0 +16.0 

Central African Republic 1982 +o.5 +4.9 
1983 +2.1 +14.1 

Dominican Republic ... . .. 
Ivory Coast Jj 1982 +2.2 +7.1 

1983 +10.1 +59.2 
1984 -7 .o -39.9 

Liberia y 1980/81 +1.9 +5.6 
1981/82 -1.6 -6.2 
1982/83 +2.1 +6.4 
1983/84 -2.1 -8.9 

Madagascar 1J 1980 -0.1 -0.2 
1981 -0.1 -0.3 
1982 -0.2 -0.5 
1983 -· -2.5 -8.2 
1984 -5.1 -23.9 

Mali 1980 +4.0 +20.3 
1981 -1.2 -6.4 
1982 -10.4 -53.2 
1983 -9.7 -50.0 

. f 

1984 -4.9 -52.6 

Morocco !!_I 1980 +1.1 +3.6 
1981 -0.5 -1.2 
1982 +6.3 +22.8 
1983 -7 .7 -22.1 
1984 -0.9 -3. 7 

Niger 1979/80 +2.6 +9.1 
1980/81 +2.0 +4.6 
1981/82 +12.1 +47.1 
1982/83 -1.4 -3.5 
1983/84 -12.6 -29.o 

Philippines . . . ... 
Portugal . . . ••• 

Senegal 1979/80 +4.3 +35.0 
1980/81 +8.0 +28.4 
1981/82 -9.8 -28.0 
1982/83 +2.7 +10.2 
1983/84 · -9.1 -32.9 
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Table 1. Relative Size of Government Arrears in 
Program Countries ·(concluded) 

Identified Change in Arrears 
as Percent of 

Country Year Expenditure Financing 

Sierra l.eone 1980/81 +6.0 +15.8 
1981/82 +18.5 +42.3 
1982/83 -9.2 -15.4 
1983/84 +1.5 +3.5 

1980 +1.4 +6.8 
1981 +5.8 +100.0 

Turkey 2f 

1982 -1.9 -16.6 
1983 +5.2 +53.5 
1984 +1.7 +6.6 

Uganda 7/ 1980/81 +3 .o +4.1 
1981/82 +8.5 +26.0 
1982/83 +8.7 +32.1 
1983/84 -0.1 -32.4 

Zambia 1980 +2.8 +9.6 
1981 -1.5 -4.1 
1982 -11.0 -22.1 
1983 +0.7 +3.0 
1984 +2.6 +11.5 

Zaire 1982 +3.8 +12.s 
1983 +10.0 +109.2 
1984 +7.6 +171.1 

1/ Coverage, no.nfinancial public sector; also includes arrears on 
external amortization payments. 

2/ Identified arrears up to 1984/85 include only arrears on interest. 
Expenditure up to 1984/85 is a mixture of checks issued and commitments, 
ani deficits prior to this time may be underestimated because data on 
the accumulation of domestic arrears are unavailable. "Unallocated 
expeniitures (net)" was 5.6 percent of the total cash deficit in 1980/81, 
6.2 percent in 1981/82, 13.1 percent in 1982/83, and 16.4 percent in 
1983/84. The latter is calculated as a residual, including unrecorded 
expenditure items, change in paycheck arrears, and check float, along 
with statistical discrepancies. 

3/ Change in deferred payments, including payment of arrears: 
4/ Change in fonds reserves. 
5/ Includes arrears of .central government and decentralized agencies 

(i:°g., CPSP, SONAR). 
6/ Change in accounts payable. 
7/ Domestic arrears only. 
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III. Identification Problems 

As the total of outstanding commitments the government has 

failed to discharge ~ithin a given period of time, the concept of 

arrears would appear uncomplicated. However, the :Identification of 

arrears is rarely straightforward because it depends on the accounting 

system of the country concerned. To illustrate, between the French 

and British accounting systems, a major distinction arises from 

critical differences in the institutional arrangements giving rise 

to the accumulation of government domestic arrears. In countries 

following French accounting practices, but also in Liberia, the main 

contributory factor has been the monetary arrangements or legal 

requirements which have limitErl a government's recourse to central 

bank credit. For example, in those Francophone countries sharing a 

common central bank, legal limits are placed on government's central 

bank borrowing, with the .result that once that limit is reachErl, 
, 

arrears become the; balancing item between total commitments and 

other sources of finance. In countries fQllowing British accounting 

practices, legal limits on bank borrowing by the government rarely 

apply and because of this, the government typically has no difficulty 

in staying current in its obligations. Recently, however, domestic 

arrears have been evident in some of these countries, usually as a 

result of Fund programs which place limits on government domestic 

bank financing. 
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· Similarly, past differences are evident between the two accounting 

systems regarding the reasons for the incurrence of foreign arrears. 

Indeed, while domestic arrears have appeared more of a problem for 

countries with French bu:igetary systems, foreign arrears have been 

considere:l more of a problem for those countries with British bu:igetary 

systems. Generally, domestic arrears reflect a shortage of local 

currency, while foreign arrears reflect a shortage of foreign exchange 

constraining the externalization of government payments to meet its 

foreign commitments. However, because many Francophone countries 

have access to the French treasury, the problem of externalization 

of payments is not the binding constraint in meeting their external 

obligations. Rather, for these countries the problem remains one of 

obtaining the local counterpart funds. As a consequence the distinction 

between domestic and foreign arrears is not clear-cut in many countries 

following the French accounting system. 

If the reasorts for the incurrence of government arrears differ 

in the French an:1 British accounting systems, the means of identifying 

and quantifying arrears also differ. The British accounting system 

in its simplest form can be describe:l proce:lurally as involving the 

following steps. First, after receiving authorization to spend, the 

Ministries or spending departments may enter into commitments with 

" suppliers for the purchase of goods and services. These deliveries 

signify receipt of goods and services by the government, which is 

then liable for payment. Payment orders are usually prepare:l and 

issue:l by the receiving Ministry after certification that delivery 
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has been made. On the basis of these payment orders, checks or 

warrants are issued by the Treasury or the Ministry payment officers 

and sent to the suppliers. When these checks are presented at the 

banks, arrl the Treasury or Ministry ace.aunts d ebi tal, the government 

can be said to have discharged its payment obligations. Normal 

delays in the government meeting these obligations obviously arise 

from inevitable time lags in the government's spending procedures. 

Typically, these delays occur at four points: in the reconling of 

deliveries; in the issuance of payment orders; in the processing and 

preparation of payment checks; and in the actual issuance and release 

of checks (see Chart 1). The concept of arrears in this accounting 

system generally can be held to signify the existence of delays~ 

and above some "normal" level, and can conceivably be measured at 

any of the above stages. 

In an ideal world, with current data available on goods d.elivered, 

checks and payment :orders issued and checks cashed, it would be 

·comparatively easy to identify deviations from "normal" lags in the 

system. However, in many countries following the British accounting system 

the most current data available will be checks-issued expenditure data, 

so that it is only possible to identify a "check float" (i.e., the 

recorded difference between total checks issued anl total checks 

·" 
cashed). In other cases, the only expenditure data available is 

likely to be either on a commitment (e.g., prior to deliveries) 

or on a payment order basis (e.g., subsequent to deliveries), 
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giving rise to a discrepancy between the. latter total and the total 

of checks cashed. Consequently, only the total of unpaid obligations 

can be identified, part of which consists of the "normal" check 

float an:l the other consisting of those. oblfgations which the government 

cannot or refuses to discharge (i.e., arrears proper). Thus, in the 

British accounting system, it is usually quite difficult to differentiate 

between the "normal" check float and arrears. Typically, some cru:l e 

rules of thumb are employed to identify deviations of the check 

float from normal levels. For example, past levels of check float 

are often related to some other fiscal aggregate, say, the ratio 

bewteen check float and total revenues or check float related to 

total expeniiture plus check float. 

Identification of government arrears in countries which have 

adopted the French budgetary ani accounting system presents different 

problems. A common feature of the French system is the need to 

distinguish between- two separate phases of the accounting system: 

the administrative accounting (comptabilit~ administrative) and 

the Treasury accounting (comptabilit~ du Tr~sor). While the 

administrative accounting covers the initial stages of expenditure 

implementation (from the point when goods ani services are ordered 

until a payment order is issued), the Treasury accounting covers the 

financial phase (from the arrangement of payment through the discharge 

of the government's payment obligation). (For a comparison with the 

British system, see Chart I.) 
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In the administrative accounting system, expenditures are first 

recorded as commitments (engagements) when a purchase order or contract 

is signed. Commitments are generally proposed by the spending agency 

an:l must be approved by the Ministry of Finance. After the service 

has been rendered or the goods delivered and the corresponding bill 

received, the spen:ling agency verifies that the service was actually 

performed (verification) and establishes the exact amount of the 

claim (liquidation). Then a payment order is prepared by the spending 

ministry and sent to the Treasury (ordonancement). This is the last 

stage at which expen:litures are recorded in the administrative accounting 

system. Normally, the payment orders are recorded by btdgetary 

items. 

The Treasury executes the financial phase of the experrliture 

process and records this in its accounts. The monthly statement of 

accounts (balance generale des comptes du Tresor) shows the position 
r . 

of each account and their movements from the beginning of the fiscal 

year. Jj 

After a payment order has been received by the Treasury an:l acknow

ledged as valid (visement), the expenditure is recorded in the accounts 

of the Treasury, thus debiting the expenditure account. The counter 

entry can be made in various accounts, depending upon the manner and 

the speed with which the government discharges its payment obligations; 

frequently, a financial account or a third party account (if the 

1./ These movements are the raw material for the processing of fiscal 
aggregates in the GFS statistics. 
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payment is to be charged directly to the payee's account with the 

Treasury) is credited. In many countries an important means of 

payment· is the cash voucher (bon de caisse), used either for expenditure 

on personnel or goo:is and services. The cash voucher can be cashed 

at the Treasury or at any local branch·. The cash vouchers are used 

not only for general budgetary expenses, but also for extrabudgetary 

accounts and local governments. 

The Treasury may decide to defer payment on payment orders 

received, which are otherwise perfectly regular and valid. In this 

case the credit entry is made in the deferred payments ("virements 

differes," "fonds reserves11
) account. When payments are actually 

made, these accounts are debited by the credit of the financial account 

concerned. A special kind of deferred payments account is the 

account for expenses to be settled in the following month. This 

account operates as follows. Suppose a payment order pertains to 

December but pay11Jent is made in January. In December the payment 

order is debited to expenditure an:l a counter-credit is made to the 

account for expenses to be settled in the following month. In 

January the account for expenses to be settled that month is debited 

an:l a financial account credited. After the January accounts are 

closed, both entries in the account for expenses to be settled will 

be merged ani the account balanced. Meanwhile, however, when considering 
'" 

December final accounts, one finds a credit balance to the account 

for expenses to be settled next month, which is typically treatei as 

an outstanding payment arrear. 
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Thus, in the French system it is relatively easy to identify govern

ment arrears regarding the.expenditures that have entered the accounting 

system.of the Treasury. One has only to take the balances of the 

-
accounts which record expenditures that are to be paid. This typically 

includes the deferred payments accounts and the account that records the 

outstanding amount of cash vouchers. In many countries, experience 

shows that the deferred payments accounts have been frequently 

used as balancing items between expenditure commitments and available 

financial resources. 

Arrears, as reflected in the outstanding amount of cash vouchers, 

differ somewhat from other Treasury arrears. The instrument of 

payment has been issued and it is up to the payee to present these 

vouchers to the cashier in the Treasury. Thus the Treasury has no 

real control on the amount of outstanling cash vouchers ani the 

outstanding amount of cash vouchers should not exceed the normal 

float. However,.the situation is different if the Treasury keeps on 

issuing cash vouchers but does not accept them if presented to the 

cashier. Because cash vouchers are untransferable, the holder 

of the cash voucher has no choice but to wait until the Treasury has 

sufficient financial resources to discharge its obligation. If the 

·cash voucher were transferable, it could easily become a means of 

payment and would increase domestic liquidity. Such a situation has 

in recent years ·arisen in Liberia, a country which in most respects 

follows the British accounting system, where checks were released in 

excess of financial resources. Consequently, government checks 

started to circulate at a discount in the economy as a means of 

paym:mt. 
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As with the British system, the identification of arrears is 

further complicated by delays in processing incoming bills prior to 

the issue of payments-orders (e.g., recorded expenditure commitments 

awaiting issue of a payment order). At.this stage of the expenditure 

process, arrears are not reflected in Treasury accounts, but only in 

the administrative accounting system. They can be measured only 

with information from spending agencies on the amount of unprocessed 

bills, a comparatively difflcult and time-consuming procedure. 

In both systems, the basic question of timing, central to 

identifying when a delayed payment constitutes a true arrear, is 

further complicated in practice by other features of government 

payment procedures. For example, the government may enter into 

commitments with suppliers for the immediate purchase of goods and 

services or into contracts providing for future delivery. In the 

latter case these contracts give rise to government liability for 

payment at some future time, generally set out in the purchase contract. 

Indeed, in the case of capital projects there may be significant 

lags between the delivery of goods or completion of work and when 

the government's legal obligation to pay becomes operative. In 

this way the composition of expenditure can distort the definition 

of "normal" delay in payment. In some countries the difficulty has 

been compounded by.domestic contractors offering the government what 

amounts to suppliers' credits. Furthermore, if difficulties are 

encountered in identifying when delay in payment can be regarded as 

an arrear, there are also problems in defining the time period when 
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the government's delay in payment has become so protracte:i as to 

constitute a default. 

Serious identification problems also arise for those expenditures 

which have been committe:i outside of the regular commitment process and 

which have not yet been recorde:i in the administrative accounting 

system. In some countries arrears of this nature have been reported 

as expen:litures yet to be regularized (1'depenses en cours de 

r~gularisation"). 'lhey often reflect extra bu:l getary expenditures and 

expen:liture overruns, the latter stemming frequently from unrealistic 

provisions in the bu:lget. Instances of underbu:lgeting (e.g., electricity, 

telephone, and water) are sometimes the result of government inability 

to take necessary adjustment measures while the bu:lget has to balance 

by law--at least on paper. 

A special identification problem may arise with respect to 

arrears on debt service. A number of francophone countries have 

established amortiz~tion funds to manage the servicing of government 

debt. In this case debt arrears are reflecte:i neither in the Treasury 

accounts nor in the administrative accounting system, but must be 

obtained from the accounts of the amortization fund. 

To sum up, a basic difference between the two accounting systems 

in terms of identifying arrears arises from the degree of centralization 

in the processing of expen:liture data. Therefore, both accounting 

systems offer indicators of changes in arrears that fulfill the 

criterion of being available without major operational difficulties, 

but these differ significantly in terms of the coverage of the expenditure 
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process·. In the French system, expenditures are centrally recorded 

as soon as delivery is made and the claim is examined arrl judged 

appropriate and legal, even though no check has been issued. Hence 

the French system, when functioning properly, offers a direct, although 

perhaps incomplete, indicator of arrears relatively early in the 

expenditure process. This is defined as outstanding unmet commmitments 

and is measured at the level of the Treasury. 

The British accounting system, on the other hand, does not 

offer this intermediate indicator of changes in arrears. A comparison 

of actual deliveries with payment orders issued typically is likely 

to be done only in a piecemeal fashion by the spending departments 

as part of their day-to-day operations. To consolidate such data usually 

requires a special exercise. As a result, to estimate the change in arrears 

under the British system, one typically must rely on the change in 

"checks float," which may only. be a small part of arrears. However, 
r 

it should be noted that though the French system offers a more compre-

hensive indicator of arrears, it may also only reflect a part of 

- total arrears. In Morocco, for example, the recorded stock of arrears at 

the level of the Treasury d rapped by about 50 percent in 1983. However, 

a subsequent inventory of payment arrears showed that the total 

amount of government arrears had not changed. While payment 

orders issued awaiting settlement had decreased, payment delays at 

an earlier stage of the expenditure process had increased. 
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IV. Taxonomy of Government 'Arrears 

To identify anl address the problem of government arrears, it 

is useful to develop a taxonomy by which to classify arrears. The 

following criteria are useful: (1) the economic type of payment to 

which the arrear relates; (2) the stage of the expenditure process 

at which the arrear is incurred; (3) the payee to whom the payment is 

due; and (5) the denomination of the claim on the government. 

1. Economic type of payment 

The government may create an arrear with respect to expenliture 

on goods and services, transfer payments, or amortization payments. 

A government expenliture notm.ally comprises two corresponling flows between 

the government and the rest of the economy: a physical flow of 

goods anl services to the government anl a flow of money to the rest 

of the economy. ~When the government excessively delays its payment and 

thus the flow of money to the rest of the economy, an expenliture 

arrear is created. '_Thus, while the government initiates an income

creating flow of goods anl services from the rest of the economy to 

the government, there is no reverse injection of money into the 

economy. Government transfer payments do not involve a flow of goods 

and services to the government, but like expenditures on goods and 

services, add to the income of their recipients. If transfers are 

postponed, the income of the beneficiaries increases only on an ,~ 

accounting basis, not on a cash basis. Amortization payments do 

not affect the income of the rest of the economy, but result in the 

substitution of money for a claim on government. If amortization 
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payments are delayed, this liquidation does not occur and instead, a 

formal claim on government is replaced by a more uncertain one, 

reflecting the arrear.· Thus an expenditure arrear, that is, an 

arrear on the purchase of goods ani services or an arrear on transfer 

and interest payments, reflects an income creating process as well 

as an increase in claims on government in the financial portfolio of 

the rest of the economy. On the other hand, an arrear on amortization 

payments only leads to the substitution of a formal claim on government 

by a more uncertain one in the portfolio of the rest of the economy. 

led 

This difference betwf amortization ani expeniiture arrears has 

to additional differences in statistical presentation, as discussed in 

Section V below. For presentational purposes, amortization arrears should 

be divided into two categories: arrears due to banks ani nonbank 

arrears. Unpaid amortization payments on domestic government debt 

held by domestic banks are typically counted automatically as part 

of the banks' claims on the public sector (i.e., automatically 

refinanced) and therefore usually appear in the monetary data as net 

claims on the public sector. Including them as arrears in the presentation 

of the fiscal accounts would result in double counting the same source 

of domestic financing, an:i thus arrears to banks should not be shown in 

the presentation of the fiscal accounts, except as a memorandum item. 
,t' 

As for expeniiture arrears, arrears on interest payments, parti

cularly on those due to foreign creditors, have recently become 

prominent. Debt rescheduling arrangements by the Paris Club, including 

interest payments, have helped limit the incurrence of foreign interest 
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arrears. Arrears on wages, which account in most countries for a 

large share of recurrent expenditure, are seldom incurred, due mainly 

to political reasons. -rn Liberia, however, the government deliberately 

accumulated paycheck arrears i.n 1982, as a policy to reduce the wage 

bill. The government preferred to implement a cut in the wage bill 

by progressively stretching out the period between wage payments 

rather than by explicitly cutting wages. Arrears on investment 

expenditure are related mainly to the domestically financed component 

of expenditure, reflecting an overambitious investment program, an 

unexpected shortfall in foreign financing, or public enterprise 

investments undertaken on behalf of the central government, who then 

cannot reimburse enterprises for these investments. 

2. Stage of expenditure process 

As described in the previous section, there are four distinct stages in 

the expenditure process at which the delay can occur and which may 

be responsible for the incurrence of an arrear (see Chart 1): 

a. after the delivery of goods and services but prior to recording 
these services as a commitment; 

b. commitments awaiting issue of a payment order; 

c. issued payment orders awaiting the issuance of an instrument of 
payment; and 

d. 
funds. 

issued instruments of payment awaiting actual disbursement of 
;ti' 

The above classification is significant for a number of reasons. 

Most importantly, the identification and measurement problems vary 

strikingly among the four categories. For example, under the French system, 
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the amount of payment orders awaiting settlement can usually be 

obtained easily from the Treasury accounts, while the identification 

and measurement of arrears at an earlier stage of the expenditure process 

typically poses, enormous problems. A secorrl important factor affecting 

the behavior of the payee is whether or not the instrument of payment 

has been issued, especially if the instrument of payment is transferable, 

as is the case with checks. Consequently, one can expect different 

economic effects from arrears in the form of an increasing check 

float as opposed to non-issuance of checks. 

3. Arrears by payee 

The government may create arrears to the private sector or to 

other units within the public sector. Experience shows that if 

governments resporrl to sperrling pressures by accumulating arrears, 

they begin doing so vis-~-vis other public sector entities; for 

example, by not paying utility bills. However, insofar as public 

enterprises are owned by the government, arrears vis-~-vis public 

enterprises do not affect the overall financial position of the 

government. Also, if one takes a broader view encompassing the entire 

public sector, as is often done in Fund programs, such arrears are 

consolidated. Of course, insofar as the public enterprise has minority 

private shareholders, or is making losses financed outside governmrnt, or 

as a result of government arrears is forced to build up arrears with 

its suppliers, the impact on the rest of the economy may not be negligible. 

Arrears to the private sector have often induced the private sector 

to hold back tax payments, creating tax arrears. This has sometimes 

resulted in a log-jam of interlocking arrears throughout the economy. 
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4. Domestic versus external claims 

Another important distinction is that between domestic am 

external arrears. The criterion for this classification is whether 

the government can discharge its obligations by using local or 

foreign currency; that is, whether the claim on the government is 

d enominatoo in local or foreign currency. Typically this distinction 

coincides· with the payee's status as a resident or nonresident. 

The exlstence of domestic or foreign arrears usually reflects a 

corresponding shortage of domestic buigetary resources or foreign 

exchange. External arrears typically coincide with balance of payments 

difficulties; domestic arrears, from a buigetary imbalance. This 

distinction is lessenoo if the domestic currency is convertible. 

In this case, the externalization of payments is no longer a constraint 

am both domestic am external arrears reflect a budgetary problem, 

as in the case of countries belonging to the West African Currency 

Union ( CFA franc area). 1J In countries where govermnent revenue is 

sufficient to cover expenditure or where the central bank is authorized 

to extern crooit to the government as needed, but where there is a 

shortage of foreign exchange, the externalization of payments rather 

than the domestic counterpart poses a problem. In such countries blocked 

·accounts for the domestic counterpart of external obligations have been 

' 
found useful. (For a discussion of the use of these accounts, see Section II.) 

The matrix below summarizes the issues related to the distinction 

between.external am domestic government arrears. 

1/ For this reason, the Paris Club assesses the debt relief requirements 
of-these countries on the basis of buigetary data, not on the basis 
of balance of payments data. 
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Chart 2. External and Domestic Arrears 
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v. Presentational Problems 

An analysis of the sources, financing, an:i magnitule of government 

deficits is central to a fiscal presentation aiming to provide 

accurate insights into the impact of government operations on an 

economy. In the Draft Manual on Government Finance Statistics 

such analysis is made according to the following definition: 

Fiscal deficit= (Revenue+ Grants) - (Expenditure on Goods and 
Services+ Transfer Payments+ Net Lenling) 

If the deficit is to be fully compatible with data in the monetary 

survey and the balance of payments, all components are to be measured 

on a cash rather than an accrual basis. Arrears are not treated 

explicitly, but are at best shown as a memoran:ium item. However, 

while such a definition captures the monetary impact of the bulget, 

it does not--in the presence of arrears--fully capture its income-creating 

impact. Expenditure measured in cash terms will exclude any buildup 

of arrears, even though the latter signifies increased government 

use of the country's resources, which in turn has set in motion 

correspon:iing income-creating effects. If the Government purchased 

goods or services, the accumulation of arrears has most likely had 

an impact on incomes an:i on domestic credit expansion, with'the 

government financing its deficit through an expansion of suppliers' 

credits. In terms of policy, the credit expansion should be correctly 

attributed to the originating sector. 
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Recognizing the importance of such distortions when formulating 

policy, two alternative presentations have been advocated to overcome 

the drawbacks of a purely cash basis fiscal presentation in the presence 

of arrears. First, expenditures have been shown on a commitments 

basis and the difference between total cash financing and the 

resulting deficit, the change in arrears, shown as a financing item. 

Unfortunately this has meant that total financing, by including a 

noncash component, is not immediately reconcilable with monetary statistics. 

The second approach is to show the overall deficit on a commitments 

basis, with separate lines for the net change in arrears and a corrected 

overall deficit on a cash basis, i.e., 

a. total revenue and grants (cash basis), 

b. total expenditure (commitment basis), 

c. (a - b) overall deficit (commitments basis), 

d. net change in arrears, 

e. (c + d) overall deficit (cash basis). 

This approach encounters a number of practical presentational 

. problems: 

a. Combining estimates with actuals 

The above presentation depends critically on the ability to 

identify and quantify the change in arrears, and brings to bear some 

of the issues raised in Section III. In many cases all that is available, 

particularly in the British system of accounting, is the change in 

"check float." The question then arises whether this change could 
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be considered "normal," in which case it should be excluded from the 

presentation of the fiscal accounts, or whether it in::licates a sig

nificant change in arrears. This question was addressed in Section III, 

where rules of thumb, necessarily of an approximate nature, were 

suggested for juiging whether a change in check float should be 

consul ered "normal." In other cases specific arrears (e.g., on external 

debt service payments) can be identified, but the total change in 

arrears may be difficult to quantify. In these cases an arrears 

line is shown as "identified arrears," and when the arrears on amortization 

payments can also be identified, these can be shown as a memoran::lum 

item with total identified arrears divided into their expenditure 

an::l amortization components. 

b. Treatment of arrears on amortization 

The suggested fiscal presentation does not explicitly treat govern

ment arrears on amortization payments, because all financing items are 

shown on a cash basis. However, arrears on amortization payments, as 

has been argued above, appear different in their impact on the economy 

than arrears on interest payments or arrears on other recurrent 

expenditure. Unfortunately, given the constraint of having to show 

financing items on a cash basis, there is no way to represent these 

arrears in the above fiscal presentation except as a memorandum 

item. This can be illustrated by the following example. Let us 

assume that in period t the government spends 10 units on goods and 

services but does not pay for them an::l a debt amortization payment 
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of 15 also falls due, which the government is unable to honor. In 

period t + 1, the government receives 25 units in revenue and discharges 

all its overdue obligations. The fiscal presentation should reflect 

these financial obligations as follows: 

Table 2. Summary of Government Operations 

(In domestic currency units) 

Period t 

Revenue 0 
Expenditure 10 
Overall balance (commitment basis) -IO 
Change in expenditure arrears 

(- decrease) +10 
Cash balance 0 
Financing 0 

Repayment of amortization arrears 0 
Other 0 

Memorandum item: 
Change in amortization arrears +15 

c. Changes in commitments during the financial year 

Period t+l 

+25 
0 

t25 

-10 
+15 
-15 
-15 

0 

-15 

Because arrears are defined as the difference between the government's 

commitments an:1 its discharge of these obligations in a timely fashion, 

problems are encountered in presenting the change" of arrears when 
~ 

commitments change during the fiscal year. Such changes may arise, 

from exchange rate revaluations and debt rescheduling agreements. 

In the latter case, it is important to quantify the exceptional 

financing to the bu:lget arising from debt rescheduling and present such 
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financing as a memorandum item. Tite difference between total 

commitments after debt rescheduling an:l discharged rescheduled 

commitments is the change in arrears shown in the relevant line of 

the fiscal table. 

An example illustrating some of these presentational problems is 

the case of the 1984 fiscal outturn for Zambia. During 1984 the 

Government benefited from debt rescheduling which lowered its debt 

servicing commitments. Despite this, in 1984, it also accumulated 

arrears both with respect to rescheduled foreign interest an:l 

amortization payments. Tite situation is described in the following 

table: 

Debt Service Commitments 
Before After Actual Debt New 

rescheduling re scheduling Service Payments Arrears 

( In millions of kwacha) 

Interest 140 72 32 40 

Principal 253 127 68 59 

In this case arrears on interest payments are shown as the difference 

between the deficits on a commitment an:l cash basis, an:l arrears 

on amortization payments as a memorandum item. It is also helpful 

to show the change in commitments over the year an:l this is accomplished 

by showing the exceptional financing obtained as a result of debt 

rescheduling as a memoran:lum item. Tite suggested fiscal presentation 

would be as follows: 
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Table 3. Zambia: Provisional Outturn, 1984 

Millions of kwacha 

Total revenue and gra~ts 

Total expeniiture am net leming 

Overall deficit (commitments basis) -

Change in arrears on external interest (increase+) 

Overall deficit (cash basis) 

Memorandum items: 
Estimated arrears on foreign amortization 
Estimated reduction in debt services payments 

as a result of debt rescheduling 

Of which: Interest 
Amortization 

VI. Economic Effects of Government Arrears 

1,170 

1,556 

-386 

40 

-346 

59 

194 

(68) 
(126) 

In this section, we will discuss the effects of government 

arrears on the allocation and distribution of resources and on 

macroeconomic stabilization. 

Important allocational effects of government domestic arrears 

include the following. First, if forced taxation through the 

printing of money is not feasible, the government's share in total 

output is limited by the amount the rest of the economy is prepared 

to release to the government by paying taxes or by exteming credit 

to the government. The buildup of arrears increases the government's 

absorption of resources above this level. This initial effect may 

be offset by .the rest of the economy limiting resources tr:ansferred 
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to government by holding back on tax payments and other fees and 

charges. Equally important, when the government incurs arrears, those 

economic agents proviging goods and services to the government may 

begin to adjust their pricing and production behavior to take account 

of such payment delays. Vendors dealing with the government may 

begin to charge higher prices to make up for refinancing costs, a 

risk premium, and bribes to speed up the payment process. Thus 

the government may have to pay prices above the market price or, 

alternatively, with limited bui getary outlays, purchase reduced 

quantities of goods and services. The shortfall is likely to be 

determined by the vendors' expectations about the length of payment 

delay, the prevailing interest rate, the risk that the government 

will default, and the amount of bribe necessary to speed up the 

payment process. Similarly, there is also a possibility creditors 

will bid up interest charged on loans to the government if they 

anticipate that the government will not pay back these loans as 

scheduled. 

Consequently, it follows that aside from the interest payments 

on government debt explicitly shown in the buiget, there are implicit 

interest payments hidden in those expenditure items on which arrears 

have frequently been incurred. Thus, when explaining the composition 

of government expenditure, it is well to remember that in the 

presence of persistent arrears, interest payments are likely to be 

underestimated. These implicit interest payments are independent 

of whether or not providers of goods and services, bid up prices to 
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account for the delays in payment. The increase in prices only 

determines who will bear the i'inancial burden of the payment delay--the 

government by paying increased prices (and ultimately the consumers 

of its services through reduced services or higher truces or fees), 

or the vendors through a squeeze in their profit margins. 

Arrears on wages and salaries, implying a cut in wages and 

.salaries paid to civil servants, are also likely to have an important 

economic impact. In cases where the level of government wages is 

significantly higher than the wage level in the rest of the economy, 

such a cut may be desirable both on allocational an:l distributional 

grounds. Conversely, where government wages are relatively low, 

wage arrears may impair the government's productivity, have adverse 

distributional effects, and provide incentives for corruption as 

well as for the acceptance of outside jobs. 

As for the macroeconomic effects of government arrears, it is 

important to evaluate how government arrears are creatai an:l how the 

payee reacts to payment delays. For example, the change in aggregate 

·demand brought about by the creation of arrears to government 

employees will depend. largely upon their perception of the postponement 

of wage payments and their underlying consumption behavior., If, for 

example, the spending decisions of government employees are dominated 

by their actual cash income, and if the government stretches out 

the period between paydays so that the civil servants receive only 

11 monthly salaries in a 12-month period, then their private consumption 

will drop by 1/12. However, if their underlying consumption behavior 
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is more accurately describei by the permanent income hypothesis of 

consumption behavior arrl if government employees regard delays in 

salary payment as only ~ransitory, civil servants may perceive 

only the interest foregone on the deferrei payment as a cut in 

permanent income. Their consumption outlays would then drop only 

marginally, arrl the temporary cash shortage would be made up by 

dissavings. If the civil servants, however, do not have confidence 

in being able to recover the loss in cash income incurrei by the 

payment delay, the drop in their permanent income will be considerably 

more than just the foregone interest, arrl private connsumption will 

fall accordingly. 

A similar analysis can be appliei to other govermnent payments 

to private households. relays on transfer payments to private 

househ.olds arrl on interest payments on government borrl s held by the 

private nonbank sector will tend to reduce private consumption. The 

size of this fall will be determinei by the relevant consumption 

function and the perception of the private household as to whether 

the payment delay represents a transitory or perm.anent change in 

~government policies. 

In its normal purchases of goods arrl services from verrlors, the 

government sets into motion an income-creating process that increases 
<i' 

aggregate output. The effects of the government's incurring arrears 

in payments will depend upon the way vendors prefinance the production 

of goods arrl services purchasei by the government. If this prefinancing 

takes the form of borrowing from the banking system, the impact 
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will be no different than if the government had made the payment 

on time with procee:is borrowed from the commercial banks. Thus 

the overall effect on aggregate demand will be very similar to the 

one from bani financed government expen:litures. Alternatively, 

vendors might perceive the incurrence of government arrears as 

only a temporary phenomenon and thus reduce their cash balances 

below the level warranted by the prevailing interest rates and their 

volume of transactions. In this case, the increase in government 

expenditure would be financed by a higher velocity and aggregate 

demand. might increase. A similar strong demand. effect may be 

expected if vendors satisfy their financing needs by external 

short tenn in:lebtedness. In some countries, companies have al justed 

to the government's inability to meet its obligations by creating 

arrears to the foreign parent company. In this case, the government 

has indirectly financed its expenditure by an inflow of foreign 

short-term capital, with a concurrent improvement in the overall 

balance of payments. 

Finally, it has been observed that companies frequently adjust 

to the emergence of government arrears by incurring arrears on their tax 

liabilities. Insofar as the vend.ors not paid by the government in. 

turn retain taxes owed to the government, the government in practice 
,. 

is financing its expen:liture by foregoing tax revenue, such that the 

macroeconomic effects are similar to any other tax-financed expenditure. 

Two alditional aspects are worth mentioning. First, if· the 

creation of arrears takes place at a very late stage of the expenditure 
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process by increasing the stock of o~tstanding checks beyond the 

normal check float, significant monetary effects can be expected. 

Because government checks are normally highly liquid, money creation 

takes place and, if the deman:l for money does not grow at the same 

pace, eventually this will create pressure on prices and on the 

balance of payments. Secondly, the accumulation of government 

arrears may have a serious impact on the confidence of private 

enterprises·and households in the soundness of government financial 

operations. Private consumers and investors might anticipate 

increases in the nominal tax rate, inflation, or more generally, a 

deterioration in the financial situation of the country over the 

medium term. As a consequence, the expectation will be that permanent 

incomes and profits will drop, adversely af°fecting current consumption 

and investment expenditure·. 

Arrears on amortization payments are likely to differ significantly 

from expenditure arrears in terms of their macroeconomic effects. 

If the government fails to make a domestic amortization payment on 

time, the only immediate effect will be a substitution of a formal 

claim on government by another one, with the total amount of claims 

of the private sector on government remaining unchanged. This 

also assumes that government will continue to pay interest on the 

loan, and that the portfolio owner believes that the government 

will finally repay the loan. Typically, creditors might try to raise 

the interest rate somewhat in order to compensate for the higher 

risk now associated with this part of their portfolio. If on the 
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other hand, the government stops paying inte.rest and so increases the 

probability of default, a domestic amortization arrear will lead 

to decreasing private sector wealth (assuming that the so-called 

Ricanlian equivalence does not hold and that, therefore, government 

loans are reganled as net wealth by the private sector)• }j When 

tin the Consump tion function, the creation wealth is an argumen 

of domestic arrears on amortization payments will tend to reduce 

consumption an:l imports. Serious balance of payments consequences 

can be expected from the creation of amortization arrears to external 

creditors, particularly in the medium term. In the period when 

the arrear is created, only the structure of the capital account 

changes an:l capital outflow is financed by the creation of arrears. 

In the medium term, however, the government_'s credit rating could be 

damaged airl the inflow of official capital could very likely dry up. 

Do government arrears have an impact on the rate of inflation? 

At first glance, it appears rather unlikely, because typically no 

money creation takes place at the time government begins to incur 

an arrear. However, there may exist in:lirect links between the 

buildup of arrears and the rate of inflation. First, as described 

above, suppliers are likely to react to the incurrence of government 

arrears by bidding up the prices at which they are prepared to 

sell goods an:l services to the government. In more general terms, 

in an environment characterized by financial instability as reflected 

by the government's inability to make payments on time, economic 

];/ Under Ricardian con:litions, the future taxes implied by govern
ment debts are fully perceived by the private sector and completely 
offset the private sector's claims on the government (see Schiller (FAD 
(1984)). 



- 35 -

agents will include high risk premiums in the calculation of_the 

price at which they are prepared to render goods or services. 

Secondly, if the provider of goods and services bridges the delay 

in payments by borrowing from the banks, this may add pressure to 

the credit market, and as in the case of additional government 

borrowing, push up interest rates. If this effect in:luces the 

Central Bank to relax monetary policy or attracts capital, the 

outcome would also be pressure on prices. Thirdly, if arrears are 

accumulated against public enterprises, as is often the case, the 

financial position of the public enterprise sector may worsen. If 

this results in higher credit from the Central Bank, arrears will 

end up creating inflationary pressures. 

VI. Arrears and Fiscal .Adjustment in Fund .Adjustment Programs 

The importance of arrears in any macroeconomic analysis of 

the impact of government should be evident from the discussion in the 

previous section. To sum up, at first glance it would appear that 

any delay in payment, as a form of compulsory financing of its 

expenditures, has significant benefits for the government. It is 

as if suppliers had brought government bonds at zero interest rate 

for the period until payment is made. However, the persistent use 

of such compulsory financing should be recognized as involving 

distinct drawbacks for the government as suppliers react by bidding 

up the prices at which they will provide it with goods and services. 

As a consequence the price government has to pay is inflated by 

the supplier's risk premium or implicit interest rate, increasing 
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the size of the government's deficit; and the general price level 

may be well raised. Any inflationary impact on the rest of the 

economy is likely to be exacerbated by suppliers having to incur 

increased credit to bridge the delay in payments. In this way it 

could be argued that the effect on the rest of the economy may 

differ little whether or not the government has actually paid a 

supplier, s_ince the latter in all probability had to obtain credit 
.) 

and has definititely used resources to provide goods and services 

to the government whether or not the government has discharged its 

formal obligations to him. However, most important from the perspective 

of macroeconomic policy is to correctly attribute any monetary 

expansion to the initiating sector: in this case the government 

rather than the supplier should be recognized as initiating the 

expansion in credit. Similarly, from the financial programming 

viewpoint, the build-up of arrears by disguising the level of the 

government's use of resources lowers the recorded deficit and hence 

also the recorded credit to government. 

By concentrating on the net effect of cash flows in the presence 

of the government accumulating arrears, the recordai deficit can 

remain constant while in fact the level of government spenling is 

changing. This distortion has been recognized when formulating Fund 

programs where it has been judged important to capture not only the 

monetary effects of buigetary changes but also their income-creating 

or Keynesian impact {see Tanzi and Blejer, DM/83/44). The latter, 

which focuses on the impact of fiscal policy on the gap between 

domestic income and. expenlitures, would place emphasis on an accrual 

7 
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rather than a cash definition of the deficit and would concentrate 

on the change in government commitments regardless of whether they 

were discharged in cash. 

Operationally, in the treatment of arrears a distinction is 

usually made between external and domestic payments arrears. This 

arises in part because while the government discharges its debt 

service obligations in domestic currency, the final payment of 

external obligations has to be undertaken by the central bank as 

part of its management of foreign exchange. It is this feature 

concerned with the constraints on discharging obligations that 

has led to different treatment in Fund programs. Thus, while in 

the absence of a Fund program, government can in principle usually 

discharge its obligations in domestic currency, even though this 

means borrowing from the central bank, foreign exchange may not be 

available to discharge the central bank's corresponding external 

obligations. As suggested in Section III, an exception to this· 
f 

general rule arises in some francophone countries which operate a 

common central bank and have financing constraints placed upon 

them (see Chart 2). In these countries domestic arrears have been 

a recurring problem. While in Fund programs the ·general aim has 

been to avoid the distortions caused ·by arrears, whether they be 

domestic or external, the-means- of accomplishing, this has ln general 

been different. 
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Domestic arrears 

In the case of domestic arrears a more direct approach has 

generally been advocated with a reduction in arrears programmed as a 

performance criterion. This approach was.in response to some early 

programs where the change in "checks float," although only partially 

capturing changes in arrears, was excluded from domestic financing 

when calculating the ceiling on central government borrowing. Without a 

separate ceiling or a commitment to reduce these arrears, this 

item consequently became a buffer "cushioning" the restrictiveness 

.of government credit ceilings and correspon:lingly tightening the 

credit ceiling in the rest of the economy. For example, if revenues 

did not rise as programmed, this could be off_set by a smaller domestic 

arrears reduction. 

Unfortunately, considerable operational difficulties an:l dangers 

have to be faced in this direct approach to the problem of arrears. 

To be feasible, programming limits on arrears as a performance criterion 

requires the existence of certain preconditions. In particular, there 

must be: (1) a clear definition of what constitutes an arrear, (2) a 

complete inventory of arrears based on this definition, and (3) a 

timely method of monitoring changes in this inventory. In practice, 

all three preconditions are difficult to meet. 

In identifying domestic arrears difficulties usually arise in 

dealing with commitments, arising from dubious authorizations, 

which are yet to be regularized, or in isolating that part ot the 

check float than can truly be considered as constituting arrears. 
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Compiling a comprehensive inventory of arrears has in practice 

proved difficult an:l time consuming, especially when they have arisen 

from government officials undertaking unauthorized expenditures. 

Thus in many cases the experience has been that originally agreed 

program limits on domestic arrears have'been embarassed by newly 

discovered arrears in the course of the program period. For example, 

a new methodology of quantifying arrears in the Ivory Coast suggested 

that public sector payment arrears had not been reduced by CFAF 40 

billion in 1981, and by CFAF 61 billion in 1982 as estimated by a 

previous methodology, but had in fact increased. Similarly, the 
r 

performance criteria regarding the ceilings in the level of domestic 

arrears had to be modified during the 1984-85 stand-by program with 

Niger when a new survey revealed a much higher initial level of 

outstan:ling arrears. In Togo, also, performance on domestic arrears 

in the 1981, 1982, 1983 programs was hampered by an inadequate 

inventory of arreaxs. 

The data problems in some program countries have been so severe 

that although an arrears problem has been identified, because of 

inadequate data it has not been possible to include program 

commitments to prevent the incurrance of new payment a·rrears or the 

reduction of outstan:ling arrears. For example, without an inventory 

of past domestic arrears, it was impossible to establish a monitoring 

system for reducing these arrears in the Dominican Republic. 

Similarly, in the 1983-84 program with Portugal, despite recognition 

of the arrears problem, intractable data problems precluded the 
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quantification of their magnitu:le, adjustment for them in the 

presentation of the fiscal accounts, and inclusion of a performance 

criterion on arrears. 

Even if this basic data problem can be overcome, to introduce 

performance criteria on arrears seems doubtful in the absence of 

an effective within-year expenditure or arrears monitoring system. 

Such a system is likely to take time to institute and may involve 

unacceptable reporting lags. Such a system would of necessity have 

to come to terms with the particular bu:lgetary procedures of the 

country. To get a realistic picture of the movement in government 

arrears it has been found necessary to trace the changing stock of 

commitments, through the stock of payment orders to cheques issued 

and cashed, and have a reporting system at different stages of the 

expenditure process. (In the Appendix, the case study of Morocco 

contains a chart showing the possible recording stages for arrears, 

and the case study d~ the Ivory Coast illustrates a similar monitoring 

system ad opted there.) 

Even with the existence of these preconditions, introduction of a 

performance criterion on arrears would require a clear decision on 

what would constitute a legitimate reduction in them. For example, 

the government may attempt to reduce arrears by issuing government 

paper rather than discharging its commitments in cash. In such " 

cases it seems necessary to ensure that the maturity of the bonds, 

the level of their interest rates, and the degree of their negotiability 

would not differ from that of other financial instruments. At the 

same time it should be recognized that th.e conversion of arrears 
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into government debt would be equivalent to any other rescheduling of 

debt in terms of its expansionary impact and would necessitate an 

equivalent reduction to any ceiling on credit to government. 

Another factor that would arise in many countries is the 

problem of interlocking arrears. In these cases, while the government 

has undischarged payment obligations to a domestic supplier or 

enterprise, that enterprise in turn has unfulfilled tax liabilities 

to the government. The size of these mutual commitments is often 

in dispute, resulting in a bargaining situation with each side 

trying to gain advantage by writing off the larger outstarrling 

obligation. Obviously from a financial programming viewpoint, the 

criterion on the reduction of arrears would -be affected by whether 

the government's undischarged commitments were treated gross or 

net of tax obligations due to it. 

In adopting a_particular approach to monitoring performance 

criteria with respect to arrears, experience also suggests it is 

important to take into account the particular institutional 

characteristics of the country. Two particular institutional 

scenarios seem to be worth distinguishing. In the first, the 

Treasury is not in full control of the spending process so that 

powerful sperrling departments are able to make unauthorized • 

commitments. In the second case, the Treasury does exert control 

over the sperrling process but does not honor commitments. In the 

former case the solution to the arrears problem may be institutional 

arrl difficult to resolve, being symptomatic of a more general 
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problem of expenditure control. For example, the geographic 

dispersion of government spending agencies is a severe handicap to 

expenditure monitoring and control in countries with acknowledged 

arrears problems such as the Philippines and Zaire. In cases where 

the Treasury's accounting system is sound, arrears are more symptomatic 

of a lack of political will to restrain public spending. Moreover, 

when faced with Fund performance criteria, the authorities, by 

having full control over the accounting system, are in a better 

position to hide arrears at an earlier stage of the expenditure 

process where they are less amenable to outside monitoring. 

Overall, experience with past programs has led to the argument 

that the institution of performance criteria on arrears may be 

undesirable since they tend to put pressure on authorities to 

subvert established accounting procedures, which once damaged, may 

be hard to reinstat~ and with a consequent loss of policy information. 

This subversion has typically been accomplished by finding different 

ways to delay the recording of payment obligations or payments made. 

For example, a stand-by arrangement with one Francophone country 

included changes in the stock of fonds reserves as an additional 

performance criterion. Unfortunately, a detailed inventory of 

payment arrears established subsequently showed that the introduction 

of this performance criterion had only changed the structure of 

domestic arrears. Payment orders issued and awaiting settlement 

had irrleed declined, while payment delays at an earlier stage of the 

expenditure process had increased. 
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It may also be possible to slow up the writing of checks, or 

when they have been written, to slow up their release. Even when 

checks are presented to the banks, there may be delays encouraged 

in discharging payment or in recording the debits from government 

accounts. A program in an Anglophone country, in particular, demonstrated 

how the scope for delaying the recording of payments presents problems 

when monitoring government credit ceilings. For example, it was 

possible for the government to issue a check for payment of its 

obligations, with the check being debited several days after the 

performance criterion test date. In several periods when performance 

criteria were to be observed, expenditure flows were clearly altered 
'" 

with the objective of attempting to comply with the net credit to 

government ceilings. In this way, a change in arrears was clearly 

· a direct consequence of Fund program credit ceilings. lf Furthermore, 

it is not clear whether the methods which were instituted to control 

experrlitures in the starrl-by arrangement with this country may 

_ have increased the arrears problem. Under the expenditure control 

system, separate accounts for authorized capital expenditure arrl 

recurrent expenditure were established for each Ministry at the 

Central Bank, which was instructed by the Ministry of Finance not 

to permit overdrafts in any Ministry's account. To meet these " 

monthly cash ceilings, spending ministries terrled to delay issuing 

checks • 

.!/ The same is true for a number of other countries (Liberia, ••• ). 
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Recognizing that the cost of endangering the discipline of 

the accounting system may be far greater than the value of introducing 

such performance criteria, many programs have adopted an indirect 

approach to arrears. Thus instead of setting performance criteria 

on domestic arrears, it has been felt more desirable to design an 

appropriate quarterly monitoring system for broad aggregates of government 

expenditure with targets that would be subject to the usual mid-term 

review. The aim is arrears' avoidance rather than arrears control, 

providing an intermediate step, short of a performance criterion, 

which would allow policy discussions to take place at an early 

stage to put a program back on track. J:../ 

External arrears 

On the whole, external arrears, especially those with respect 

to debt servicing, have been more easily identified, inventoried 

an:i monitorerl.. A less direct approach has been applied in Fund 

programs to limit the problem of external arrears. This has involved 

_separating the domestic counterpart of foreign obligations from 

their actual externalization in order to prevent the accumulation 

of arrears on the domestic counterp~rt of external payments. In 

situations of foreign exchange shortages, a special blocked account 

for the domestic counterpart of scherl.ulerl. official external payments 

has been found useful in some countries. Typically, programmed 

transfers to these accounts have been userl. as a performance criterion 

in Fund programs. The magnitude of such transfers has been calculated 

1/ Programs which have incorporated this approach are the Gambia, 
Malawi, Sierra Leone, and Zambia. 

I 
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so as to ensure that ad equate provision is made from domestic bui getary 

resources for the domestic counterpart. of such obligations, regardless 

of the availability of foreign exchange to complete the externalization 

of these payments. In this way some attempt has been made to limit the 

possibility of the government avoiding the restrictiveness of credit 

ceilings by not meeting external debt service commitments. 

The use of blocked accounts has now been employed in a number 

of program countries (e.g., Mexico, the Philippines, Sierra Leone, 

Zaire, Zambia) • .J./ Their use has been predicated on the existence of 

a fairly reliable schedule of debt service commitments. Although 

the 1985 program with a Latin American country did contain a commitment 

to set up a blocked account for the domestic counterpart of official 

external debt servicing payments, the precondition of a reliable 

schedule of commitments did not exist. Inalequate data regarding 

the extent of arrears, and the amount of domestic counterpart 

deposits already hefd by the central bank, delayed implementation. 

The experience with blocked accounts in other countries has been 

_mixed, in some cases projected levels of debt relief from rescheduling 

were overestimated, in other cases further external commitments 

became known during the program period, ani in at least one case 

counterpart deposits of. the blocked account were not sterilized 

but used to circumvent government credit ceilings. 

1/ For a more detailed discussion of this topic, see H. Bierman, 
"A-Note on the fumestic Counterpart to External Arrears and .External 
Debt Service" (FAD, 1985). 



Office Memorandum 
• 

} 

TO DATE: November 27, 1984 r 

FROM 

Mr. Si lard 

Peter J. Quirk 

SUBJECT : Emergence of Arrears Not Subject to Fund Jurisdiction 
During Programs in Support of Use of Resources 

Mr. Clark of the U.K. Executive Director's office has informed 
us that the U.K. chair will, on the occasion of the Board discussion of 
upper credit tranche arrangements and conditionality scheduled for 
December 5, raise a question concerning the treatment in Fund programs of 
arrears not subject to Fund jurisdiction. He is concerned that, although 
this has not occurred to date, all new arrears that emerged in a country 
could be of this form, and the "standard" performance criterion would 
therefore not apply. 

As a result of the approach endorsed in the recent Board 
discussion of "The Role of the Fund in the Settlement of Disputes Between 
Members Relating to External Financial Obligations" (SM/84/89, 5/15/84) 
there are now two instances in which certain arrears falling within the 
broad meaning of the quantitative program ceilings may not constitute an 
exchange restriction subject to the "standard" performance criterion: 

1. When an entity of its own volition decides not to 
service an external financial obligation, whether or 
not the action is necessitated by a lack of financial 
resources; i.e., a "default." 

2. Upon the signing of an agreed minute within the Paris 
Club or within commercial bank or suppliers' creditor groups. 

In order to bridge this lacuna, a possibility would be to have 
all programs in future include within the standard performance criterion 
a specific clause along the following lines: 

"(ii) introduces, or increases the level of, other external 
payments arrears or defaults." 

In exceptional circumstances, where an initial or seasonal increase in the 
level of arrears was envisaged, the exception would be specifically 
stated in (ii). Similarly, the language in the quantitative criterion or 
criteria would refer to "arrears and defaults." 

I would appreciate your view as to whether such an addition to 
the present standard performance criterion and the related treatment 
would be sufficient to deal with the eventuality that Mr. Clark is 
pointing to. 

cc: Mr. Finch ./ 
Mr. Kanesa-Thasan 
Mr. Gerhard 

.,t 



a Of /ice Memorandum 
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TO 

FROM 

SUBJECT : 

Mr. Finch 

Peter J. Quirk ~ • 

Insurance Against Arrears 

-~~; . ' 
( . .. _,,-

DATE: September 13, 1984 

It is interesting that the distinction made for the purposes 
of Citicorp's innovative step of insuring its lending to developing 
countries is that made under Article VIII for arrears vs. defaults, 
i.e. "when the borrower has sufficient local currency available to 
make payments on a loan but is unable to obtain the dollars or other 
hard currency needed to actually make the payment"--Financial Times, 
9/8/84. 

It may be useful to note that Citicorp would be able, under 
the provisions of Executive Board Decision No. 446-4 of June 10, 1949, 
to request and obtain a Fund response as to whether or not the pay
ments delays were inconsistent with Article VIII. 

Attachment 

cc: Mr. Beveridge 
Ms. Dillon 
Mr. Watson 



FINANCIAL TIMES--Saturday, September 8, 1984 

Citicorp 
• msures 
against 

''debt 'delays 
By Paul Taylor in New. York ,.: 

. I 
CITICORP, the largest bank• · 
Ing group In the world In 1 

terms of a.c;sets, has bought 
$900m (.£692m) of insurance 1 

coverage against " prolonged 
delays" in ·receiving pay. 
ments from private and public 
sector creditors In five finan• 
dally-troubled less-developed 
nations (LDCs). 

The insurance policy, writ, 
ten by Cigna, the second 
largest sharehc>lder-owned In, 
,urance group In the U.S., 

/covers Cltlcorp's loans . to 
Argentina, Brazil, l\lexlco, 
Venezuela and the Philip, 

.. pines. · ~· "' ·~ 
It Is the first time a major 

U.S. banking group has 
bought private Insurance to 
co,-er Itself against all loans 
to a group of countries. . .· 

It could spark a wave ~f 
similar moves by the major 
U.S. banks whose share
holders remain deeply con,. 
ce_rned over LDC debts. 

··c1ticorp's Innovative move 
was disclosed briefly in a 
footnote in its latest quar• 
terly earnings filings with the 
U.S. Securities and Exchange 
Cqmmlssion . 
. The footnote says th/ in, 
surance cover will help pro-

. tect Citicorp against the risk 
' . of major losses Crom pro

longed . delays In receiving 
funds because of a govern, 
ment's lnahility or refusal to 
make the foreign exchange 
available." 

. ' · ~ . J The policy does not cover 
j default by either a sovereign 
'. or a private borrower. Instead 

It appears to be designed 
to offset possible earnings 
losses on either sovcrlgn or 

. private sector loans when the 
borrower has sufficjent local 
currency av liable to make 
eay111ents on a loan hut Is 
unable to ohtain the ' dollars 
!! olfier narn currency 
neded to actually make the 
1rntme11t. 

igna, which yesterday con, 
firmed It wrote the pc,llcy, ls 
h«>lleved ,,, have placed rein· 
surance for about 95 per cent 
nfthP. policy's rl111k with oilier 
lnsurrrs, Including Lloyd's of 
London. 

· Whlle neither Cigna nor 
Citicorp was willing t,, pro, 
vide specific details of the 
policy, It 1111 bell«>ved to cover 
up to ! IOOm of Citicorp loans 
t,, Brazil and $200m In each 
of the nthf'r fnnr cnuntrles. 
. The Insurance policy 1>re- 1 

· mlum ls believed to be about 
$Sm a year. · .,. 

I, 



Of /ice Memorandum 

TO: The Acting Managing Director August 15, 1984 

FROM: Manuel Guitian 'J-k_&-' 

SUBJECT: Requests for Waivers Under Stand-By Arrangements: 
Ecuador, Honduras, Liberia, and Zambia 

At the recent Board meeting (July 20, 1984) on Ecuador's 
request for a waiver of the performance criterion on external arrears 
under the stand-by arrangement that expired July 24, 1984, Mr. Mtei 
raised a question of uniformity of treatment among Fund members. In 
his intervention, Mr. Mtei contrasted the treatment of arrears in the 
case of Ecuador and Honduras with that given to Zambia and Liberia. 
In his reaction to this intervention, the Managing Director indicated 
that the Exchange and Trade Relations Department was responsible for 
the exercise of uniformity of treatment. He undertook to speak 
bilaterally with Mr. Mtei on this subject to clarify the circumstances 
in the cases that had been mentioned (see attached draft Board minute 
EBM/84/113, p. 41). For this purpose, the attached brief notes have 
been prepared on the treatment of external payments arrears in the 
arrangements in question, which you may wish to discuss with or 
transmit to Mr. Mtei. 

Attachments 

cc: The Managing Director (o/r) 
Mr. Wiesner 
Mr. Zulu 
Mr. Collins 



A Note on Treatment of Payments Arrears 
in Selected Stand-By Arrangements 

A caveat that applies generally to comparisons made among stand-by 

arrangements is that circumstances never are identical for all countries 

and therefore, comparisons to assess uniformity of treatment inevitably 

have to entail a measure of judgment. Not only circumstances vary among 

countries and with time but Fund policies also evolve in response to 

experience gained in the application of conditionality and changing 

conditions in member countries. As a result, what may be perceived as 

different treatment of countries at two different points in time does 

not necessarily imply that treatment of these members by the Fund has 

been uneven or arbitrary. This note addresses issues arising from a 

question that was raised recently at the Executive Board regarding the 

treatment of arrears in the cases of Ecuador, Honduras, Liberia and 

Zambia. 

Three of the cases under review (Ecuador, 1983/84; Liberia, 1982/83; --------
and Zambia, 1983/84) had a common feature from the standpoint of arrears. 

All three stand-by arrangements contained a performance criterion on 

payments arrears that was not observed. But aside from this similarity, 

there were also differences that explain the different courses of action 
c?J. 

that were followed. Specifically, 

proposed and approved by the Board 

, __,) _, 
in the case of Ecuador, a waiver was\ Vi -l~L .).r~- 7 

\.,. ~" ~ ~,._,rrd , 
while in the cases of Liberia and (_ ~>-.o"_.---d 

..,..,.. 

Zambia, waivers were not proposed. 

A common characteristic of these cases was that the failure to meet 

the arrears criterion was due to causes beyond the members' control. 

In the case of Ecuador, a one-year stand-by arrangement was approved 
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in principle by the Board on June 1, 1983, pending assurances of 

financing from commercial banks. The period of the arrangement at 

this point coincided with that covered under a Paris Club agreement 

which provided for a rescheduling of maturities falling due through 

May 31, 1984. Negotiations with the banks were protracted and the 

stand-by arrangement did not become effective until July 25, 1983. 

As a result, the _period of the arrangement extended approximately 

two months beyond that of the Paris Club agreement. Thus, arrears 

on payments to official creditors began to accumulate once the latter 

expired; in addition, negotiations with commercial banks for refinancing 

of trade-related debt were also unexpectedly delayed. In the case of 

Liberia, payments arrears to a group of banks that financed oil imports 

developed after approval of the stand-by arrangement. These arrears 

which were subject to negotiation with the banks could not be eliminated 

because of delays in reaching agreement with commercial banks on the 

reactivation of an oil financing facility. As for Zambia, the reduction 

in payments arrears envisaged in the stand-by arrangement did not take 

place to a large extent because of a decline in export proceeds as 

copper export prices and volume turned out to be lower than anticipated. 

At the outset, it is to be noted that the exogeneity of the factors 

that cause a deviation from a program does not, in itself, provide a 

basis for the extension of a waiver. It is rather the temporary nature 

of those factors or the small magnitude of the deviation that count for 

purposes of a waiver, because in either of those circumstances, it can 

be expected that additional policy action will not be necessary and 
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therefore, new understandings under the arrangement are not required. 

As explained below, the circumstances of the three cases under review 

varied significantly in these respects. 

Under its stand-by arrangement, Ecuador effected an important 

adjustment effort and all other performance criteria for the final 

purchase were observed·. At the time the waiver of the performance 

criterion on arrears was requested, an agreement had been virtually 

completed with the banks on the refinancing of trade-related arrears 

and agreement with the Paris Club on a further rescheduling of matu

rities due since May 31, 1984 also seemed likely in a relatively short 

period of time. In addition, Ecuador had established an escrow account 

(

in regard of payments to official creditors that fell due after the 

period of the 1983/84 rescheduling agreement lapsed. On this basis, 

' it was expected that the nonobservance of the commitment on arrears 

would be temporary and this was the basis for the waiver. 

As noted above, in the case of Liberia, arrears to a group of 

banks that financed oil imports developed after the arrangement was 

negotiated in mid-1982. At the time of approval (September 1982) the 

scope of the review clause was enlarged to include the issue of arrears. 

When this review was conducted two months later, arrears had increased 

further and agreement with the banks on the matter had not been reached; 

on that occasion, the period for the elimination of arrears was extended 

by six months. Again, 'agreement did not take place in this period. 

Pari passu with this development, there were shortcomings in fiscal 

policy and the ceiling on domestic financing of the budget for April 
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1983 could be met only by borrowing from sources that were left outside 

the ceiling because they traditionally had not lent to the government; 

however, by June 1983 the ceiling had been exc~e~ed. Lack of agreement -------------------·--··----- ·-· -- -- . 

with the banks, fiscal slippages and the absence of two purchases from 

the Fund meant not only that the arrears to the commercial bank group 

remained, but that arrears on other external debt service payments 

developed as well. In these circumstances there were no assurances to 

the effect that the nonobservance of the performance criterion on 

arrears would be temporary. 

As for Zambia, inability to comply with the performance criterion _______ ...... ..------- - - ,. . -·- - ---

on arrears was only one of the factors that prevented the last purchase 

from taking place. The drawing was also conditional on a budget review 

clause which could not be completed because of lack of understandings -- .-~ ...... -- . .,.,_ . .._..,..--.,- _...,.._,.,..'":.. - ' -... ~., .. , 
---~---··· ~.---· 

in this area. Both this lack of understanding on prospective fiscal 

action and the shortfall in export proceeds provided no grounds for a 

judgment that the deviation from the performance criterion on arrears 

was temporary. 

The situation with regard to Honduras was somewhat different. 

First, certain unsettled payments to banks were excluded from the 

definition of arrears for the purpose of the performance criterion 

because at the time of negotiation there were firm grounds for 

that a final rescheduling agreement was imminent. Second, the accumu-

lation of the arrears in the case of Honduras was taking place with 

the implicit consent of banks and it only applied to ____ p_Eincipal repayments 

as the country remained current on interest payments throughout the 

period of the arrangement. Third, Honduras eliminated the arrears 
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that had been included in the performance criterion on schedule and 

on the basis of reported data, all remaining quantitative performance 

criteria were being observed. The issue in this case had to do with 

the comprehensiveness of the definition of arrears and not with lack (! .,Y 

of observance of the performance criterion 
c/7 

itself. By the time it ~:J ~,J. t,. 1. 
J _s,-
·d~\r;..C'· became clear that the .rescheduling was not likely to occur soon, 

Honduras' performance had gone off-track and drawings had been 

interrupted. It was also found that data showing observance of 

other performance criteria in the earlier period of the arrangement 

had been inaccurate and Honduras was one of the countries reviewed 

at the Board discussion of reporting problems on performance criteria. 

Attachment 
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I. Introduction 

This paper is the third in a series reviewing developments relating 
to external payments arrears of Fund members and the implementation of 
the Fund's policies in assisting members to eliminate this form of 
exchange restriction. l.f It presents updated information for 1.982 and. 
1983, and reviews the treatment of payments arrears within stand-by and 
extended arrangements in effect as of the end of June, 1984 and within 
the broad context of Fund jurisdiction under Articles VIII and XIV. 
The paper also discusses the relative emphasis on cash payments and 
rescheduling of obligations to obtain the targeted arrears reductions. 
The criteria relating to the elimination and re-emergence of arrears in 
the context of the use of Fund resources and for purposes of Fund juris
diction under Articles VIII and XIV are also mentioned. 

II. Developments in the Arrears Situation 

The previous report on external payments arrears of Fund members 
(EBS/83/12, 1/12/83) noted a sharp upturn in aggregate arrears of 
members in 1982, to SDR 22.4 billion, following relatively stable levels 
(SDR 5-6 billion) in the preceding 5 years. In 1983, the notable 
feature at the aggregate level was the continuation of a high level of 
arrears]:./ (SDR 27.1 billion), although the rate of increase was markedly 

]j See also •"External Payments Arrears of Fund Members, 1980-81" 
(EBS/82/ 57, 3/31/82) and "External Payments Arrears ·of Fund Members, 
1981-82" (EBS/83/12, 1/12/83). 

2/ Payments arrears are attributed to a variety of causes; the Fund's 
data on members' payments arrears comprehends arrears which have been 
caused by exchange restrictions on current payments or transfers as well as 
arrears on financial obligations of which the obligor is the government or 
a resident in the country in question and which are overdue for balance of 
payments or fiscal reasons. Payments arrears evidence an exchange restric
tion under Article VIII, Section 2(a) and Article XIV, Section 2 when the 
authorities of a country are responsible for undue delays in approving 
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lower than in 1982 (Appendix Table 1). Some two thirds of total arrears 
at end-1983 were accounted for by three large members (Argentina, 
SDR 11.6 billion; Brazil, SDR 2.2 billion; 1/ and Nigeria, SDR 5.6 bil
lion). Nevertheless, the number of Fund members incurring payments 
arrears has been rising steadily in recent years; in 1983 the number 
rose from 37 to 42. Of the 52 Fund members incurring payments arrears 
at some point during 1976-83, only 10 had managed to eliminate them by 
end-1983. Of the other 42 countries, 10 experienced virtually continuously 
rising arrears in recent years, whereas only 3 countries demonstrated a 
steady decline. During 1983, payments arrears emerged for the first time 
since 1976 in Belize, Brazil, Ivory Coast, Paraguay, St. Lucia, the 
Philippines, and Venezuela. Jamaica eliminated payments arrears in 1982 
but incurred new arrears in 1983. Four countries--Central African 
Republic, Haiti, Romania, and Yugoslavia--eliminated payments arrears 
or government defaults in 1983, and Brazil eliminated arrears in March 
1984. Outstanding payments arrears or government defaults rose in 15 
countries in the course of 1983; in one country the outstanding amount 
remained unchanged. A fuller discussion of developments in individual 
members' arrears in 1983 (based on information available in the first., 
quarter of 1984) is presented in the Annual Report on Exchange Arrangements 
and Exchange Restrictions, 1984. 

Apart from payments arrears, departures from originally contracted 
external obligations can also be assessed in terms of the negotiated 
restructuring of external debt obligations. In this sense the full extent 
of such departures might be measured by aggregating arrears and outstanding 
amounts rescheduled net of estimated repayments in respect of rescheduled 
amounts (the sum of lines (a) and (c) in Appendix Table 2). From this 
broader perspective, deferrals of external contractual obligations increased 
sharply in 1983, reflecting the record level of rescheduling (SDR 67.6 bil
lion, as compared with SDR 5.5 billion in 1982). As of the end of 1983, 
the combined total of arrears and outstanding rescheduled payments obli
gations amounted to 14 percent of non-oil developing countries' debt, up 
from 10 percent at end-1982, and 5 percent at end-1981 (Chart 1). This 

2/ Cont'd from p. 1) applications or in meeting bona fide requests for 
foreign exchange for current international transactions, as defined in 
Article XXX (d). When a government or a government entity whose financial 
operations form part of the budgetary process fails to meet an external 
payments obligation due to a lack of domestic currency, the resulting 
arrears are considered to be defaults rather than payments arrears that 
evidence exchange restrictions. Similarly, payments arrears incurred by 
governments participating in a common central bank are treated as defaults 
when they are due to the government's inability to obtain domestic currency 
with which to purchase needed foreign exchange from the common central bank. 
Although the above distinction is relevant for the purposes of Articles VIII 
and XIV, in the context of the Fund's policies on the use of its resources, 
defaults and other forms of arrears involving current and capital payments 
are viewed as having the same broad macroeconomic character and consequences, 
and are therefore treated in the same manner. 

1/ Brazil's arrears outstanding at the end of 1983 reflected delays in 
the completion of foreign commercial bank debt rescheduling. 
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Source: Wori<l Bank, World Debt Tables 1983·84; OECD, External Debt of Developing Countries, 1984; IMF International Financial Statistics (various issues); and staff estimates. 
1 Public and publicfy,guaranteed debt. 
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sum of arrears and outstanding rescheduled amounts, net of estimated payments in respect of rescheduled amounts (stocks as of end 
of the indicated year). as percent of total outstanding debt. 
3 From Appendix Table 1. 
4Amounts rcscheduleu in each year (flows) are with respect to ODA countries and major private creditors (See Appendix Table 2). 
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increase may be in part transitional, as liquidation of large arr.ears by 
some members are presently under discussion, and the volume of resched
uling operations in,1984 may not be as high as in 1983. Past experi~nce 
suggests, however, that, once in place, arrears are difficult to reverse 
on a sustained bas·is. Also the overall maturity structure of developing 
countries' debt and the concentration of scheduled payments in the years 
1985-87 suggest the possibility that widespread deferrals may recur. l/ 

The maintenance of payments arrears and the ensuing disorderliness 
in financial flows creates serious difficulties for debtor countries and 
is of substantial concern to foreign creditors. However, the accumulation 
of arrears is generally a late symptom of major balance of payments dis
equilibria. In other words, by the time external arrears emerge; the 
country's external sector has in most cases been already under strain 
for some time. With the emergence of arrears, problems of external 
adjustment frequently intensify because the customary channels of:external 
financing are disrupted. Hence, the prompt elimination of external.pay
ments arrears in the course of a stabilization program would benefit the 
country through the reconstitution of financing streams, thereby facili
tating the growth of domestic income and output. 

Detailed information concerning the type of balance of payments 
operation related to payments arrears since 1980 is available for some 
two thirds of countries with arrears in this period; the staff is con
tinuing its efforts to ensure accurate and comprehensive information in 
this area (Appendix Table 3). Arrears relating to payments for interna
tional trade in goods and services constituted about one half of total 
arrears (excluding those for Argentina) in 1981-83 for which the corre
sponding balance or payments categories are identified. The.emergence 
of this form of ·arrears· has eroded the normal short-term financing 
mechanisms and has contributed to the growing use of bilateral financing 
arrangements, including barter and countertrade. It has also proved 
difficult to organize satisfactory arrangements for the negotiated 
rescheduling of these arrears, given their short-term character and the 
large number and often heterogenous nature of creditors involved. 

III. Implementation of Fund Policies in Programs 
in Support of Use of Resources 

1. Performance criteria 

In accordance with the policies set out in Executive Board Decision 
No. 3153-(70/95) the Fund, in approving requests for the use of-its 
resources, requires not only that new external payments arrears be avoided 

1/ Insofar as a "second round" of restructuring would directly or 
indirectly involve previously rescheduled debt, it would not ~dq. ·tO the 
deferral ratios. Recurrent rescheduling would, of course,·make it more 
difficult to provide meaningful estimates of these ratios and thus the 
extent of departures from governing contractual terms. 
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but also that existing arrears be eliminated, or at least reduced, within 
the program period. In formulating the coverage of targets for arrears 
reduction the staff is guided not only by the criteria of the Articles 
of Agreement but also by economic and financial considerations in the 
context of the program. Hence, external payments arrears in this context 
include those defined as such for the purpose of Fund jurisdiction under 
Article VIII, as well as all other overdue external financial obligations, 
such as payments arrears in respect of medium and long-term capital 
transfers and nonpayments by the member classified as defaults. Among 
those members that had a stand-by or extended arrangement in effect with 
the Fund as of June 30, 1984, 17 countries maintained external payments 
arrears at the time that the respective program had been approved (Appendix 
Table 4): Brazil, 1/ Dominican Republic, Ecuador, The Gambia, Ghana, 
Guatemala, Ivory Coast, Jamaica, Liberia, Madagascar, Mali, Mexico, Sierra 
Leone, Sudan, Togo, Uganda, and Zaire. Arrangements involving all but 
three (Madagascar, Sudan, and Togo) of the 17 countries included as a 
specific performance criterion the reduction or elimination of outstanding 
payments arrears during, or by the end of, the program period in accordance 
with a quantitative schedule. J;,/ The stand-by arrangement for Madagascar 
contained an intention by the authorities to reduce external payments 
arrears during the second half of 1984, and purchases under the arrangement 
after midyear were made contingent on the reaching of understandings with 
the Fund on a set of performance criteria, including provision for the 
reduction of external arrears. In the case of Sudan, the precarious 
external position of the country and the prospect of continued balance 
of payments weakness in the medium term were important factors in the 
decision not to include a performance clause on reduction of external 
arrears. Nevertheless, purchases were made contingent on the completion 
of a debt rescheduling operation, including the consolidation of arrears 
on debt service payments. Togo's outstanding external arrears as of the 
end of 1983 (when the program was formulated) were about SDR 1 million, 
corresponding to a residual amount owed to a country that did not take 
part in the 1983 rescheduling of Togo's overdue external obligations; 
this small sum was consolidated in early 1984. 3/ In another case (Sierra 
Leone) outstanding arrears were to be reduced through a small amount of 
cash payments, to signal primarily the authorities' commitment to financial 
discipline. A significant proportion of outstanding arrears was expected 
at the time of the negotiations to be consolidated as part of a multilateral 

. debt rescheduling operation, which was a prior condition. 

}:! In Brazil, external payments arrears were identified after the 
extended arrangement was approved by the Executive Board; elimination of 
the arrears became a performance criterion at the time the Executive Board 
approved Brazil's request for a waiver and modification of performance 
criteria (Decision No. 7562-(83/160), adopted November 22, 1983). 

2/ The one-year stand-by arrangement with Western Samoa which expired on 
Ju~e 26, 1984 also included a specific performance clause on the reduction 
of external payments arrears. 

3/ The program with Togo contains as a performance criterion the reduc
tion of domestic arrears by the Central Government. 
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A problem sometimes encountered is that the level of arrears at the 
start of the program cannot be determined with certainty. On some 
occasions, the level initially considered as correct has overstated the 
true level (e.g., Dominican Republic), and in others there was an under
estimation (e.g., Ecuador, Uganda). In the latter type of situation 
there may be problems relating to the adequacy of the overall adjustment 
program if large amounts of arrears are identified only after the program 
has been designed. In addition, there is the technical question of how 
to treat such cases in the context of performance tests for arrears. In 
dealing with such cases, the performance criterion for arrears reduction 
is generally expressed in terms of a flow for the purpose of monitoring 
compliance with the performance criteria under the program. In other 
words, regardless of the initial level of arrears, compliance with the 
schedule to reduce such arrears means that arrears should be reduced in 
nominal terms by at least the amount included in the authorities' state
ments or supporting documents submitted to the Executive Board. This is 
necessary to ensure the internal consistency of the program targets for 
the external sector and for domestic financial policies. The only excep
tion would be cases in which,~ post, the actual initial stock of arrears 
is subsequently found to be smaller than the programmed reduction over 
the agreed period. 

A recent staff paper, "The Role of the Fund in the Settlement of 
Disputes Between Members Relating to External Financial Obligations" 
(SM/84/89, 4/25/84) discussed the point in rescheduling negotiations at 
which arrears are considered to have been eliminated as well as the 
circumstances in which arrears are again considered as arrears for the 
purpose of the target on arrears reduction: 

••• the Fund's approach under its arrangements has been 
to regard the multilateral Agreed Minutes of the Paris Club as 
a satisfactory basis for treating the requirement of associated 
debt relief as having been met and, therefore, for purposes 
associated with the financial aspects of the adjustment program, 
to treat the associated payments arrears as having been elimi
nated •••• Since the Paris Club now stipulates a final date for 
concluding the bilateral agreements, the Fund would normally 
regard the failure to conclude the bilateral agreements by. 
that date as entailing payments arrears. However, a reporting 
procedure could be devised so that the debtor's right to make 
further purchases under an arrangement would not be interrupted 
in the event that the delay in reaching an agreement occurred 
despite exercise of the debtor's best efforts. 

The paper also noted that "For purposes of Fund jurisdiction under 
Articles VIII and XIV, however, the restriction entailed in the payments 
arrears continues until eliminated pursuant to formal agreement between 
the interested parties"--i.e., upon completion of the bilateral Paris Club 
signings or the drawing up of new individual contracts for bank debt. The 
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continuation of an Article VIII restriction would not, however, preclude 
notification to the Executive Board in the event of a member's failure to 
conclude satisfactorily the drawing up of the bilateral contracts. 

2. Rescheduling vs. cash payments 

At the time of approval by the Board of an arrangement with the Fund, 
it is ·necessary for there to be sufficient assurance that the projected 
capital flows will be available. The intention of this requirement is 
to ensure the realism of external financing assumptions of adjustment 
programs, including the attainability of the targeted reductions in out
standing arrears. In order to meet this requirement several arrangements 
have incorporated, either implicitly or explicitly, the assumption that 
the member enter into agreements with creditors to consolidate existing 
payments arrears and to reschedule maturing debt service obligations. 
In six arrangements in effect as of June 30, 1984, an undertaking by the 
country to reschedule all or part of its external payments arrears was 
included either as a prior condition for the arrangement to become 
effective (Ivory Coast, Madagascar, Sierra Leone, Sudan, and Zaire) or as 
an explicit intention on the part of the authorities (Uganda). In most 
of these cases the authorities had already initiated, or were planning to 
initiate, contacts with creditors to reschedule external arrears. In the 
case of Brazil, where at the time of the initial program negotiation 
external payments arrears were not identified, subsequent modifications 
of the program in this regard were predicated on agreements among creditors. 
Mexico had concluded in principle negotiations with its creditors on the 
consolidation of arrears on the servicing of the public debt by the time 
the extended arrangement was approved. In all of the cases in which 
rescheduling of outstanding arrears was an objective of the program, the 
schedule for the elimination/reduction of arrears was formulated taking 
into account the timing as well as the magnitude of the expected resched
uling. On occasions when the timetable for the expected rescheduling was 
not known with sufficient precision, the performance criteria related to 
the arrears were specified in such a way as to avoid to the extent possible 
interruption of the members' right to request a purchase under the arrangement 
solely as a result of a change of the timetable. 

As to the speed at which arrears were to be reduced, elimination of 
outstanding amounts by or before the end of the program period was specified 
in the stand-by arrangements with Ecuador, Ivory Coast, Jamaica, Liberia, 
and Mali and in the multi-year arrangements with Brazil and the Dominican 
Republic. In the cases of Brazil and Ecuador, explicit provision was made 
for the elimination of arrears before the end of the arrangement. In the 
arrangements with three members (Mexico, Uganda, and Zaire) no specific 
target for the reduction of payments arrears during the entire arrangement 
was included, but a target for the first year of the extended arrangement 
(or for a specified number of months within the period of a stand-by arrange
ment) was established, and there were understandings that subjected future 
purchases to targets for reductions of arrears. The partial elimination 
of external arrears in the first year of multi-year arrangements was con
templated in the arrangements with Mexico and the Dominican Republic. In 

, 
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only one. case (Dominican· Republic) was a.· reduction in outstanding arrears 
spedfied for the first year at the same time that elimination was speci
fied for the entire period of the arrangement. In the case of Mexico; 
purchases under the arrangement after the first year were made subject to 
the reaching of understanding with the Fund on the setting of a schedule 
for the elimination of any remaining ext·ernal arrears. 

' ' . . 

In the case of some arrarigements the target for arrears reduction 
was formulated at le.ast partly in terms of cash payments. This specifica
tion was included in seven of the arrangements in effect as of June 30, 
1984. 1/ (The Gambia, Gha~a, Guatemala, Jamaica, Sierra Leone, Uganda, 
and Zaire). In the instances of The Gambia, Ghana, Guatemala, Sierra 
Leone, Uganda, and Zaire, the programs stipulated that arrears would be 
reduced solely by cash payments.· In the program with Jamaica, the per
formance criterion included the reduction of arrears by both cash payments 
and consolidation; cash payments represented some 13 percent of the total 
amount of arrears to be eliminated. 

The. provision that a certain minimum amount of arrears reduction be in 
the form of cash payments has on a number of occasions contributed to ensure 
the consistency of program targets. Where the rescheduling of arrears 
realized in the Paris Club or in other fora exceeded the minimum assumed in 
formulating the program; a globai target that did not distinguish between 
rescheduling or cash payments against arrears could lead to a higher than 
programmed volume of.net foreign financing, with consequences for other 
external targets and domestic monetary targets. Of course, an excessively 
liquid short-term foreign exchange position may also result when actual 
rescheduling terms are more generous than anticipated, even in the presence 
of a criterion specifying minimum cash payments. In some instances in the 
past, additional financing so made available has been used for the repayment 
of other outstanding arrears, or existing obligations not yet due. 

3. Outcome under program targets 

Out of 15 arrangements in effect as of the end of November 1982 with 
countries maintaining payments arrears at the time those programs were 
introduced, 2/ the performance criterion related to the elimination/reduction 
of external payments arrears was not fully met throughout the program period 
in seven of the arrangements (Costa Rica, El Salvador, Honduras, Jamaica, 
Madagascar, Somalia, and Togo). In two of these arrangements, the members 
were'able to.return to.complia:nce.with·the performance criterion before the 

lJ In the stand-by program with Western Samoa that expired on June 26, 
1984 the target fol;' ar·rears reduction was formulated in terms of cash 
payments. 

2/ Costa Rica, El Salvador, The Gambia, Haiti, Honduras, Jamaica, Liberia, 
Madagascar, Mali, Romania, Senegal, Somalia, Togo, Turkey, and Uganda. This 
is the sample of programs analyzed in "External Payments Arrears of Fund 
Members, 1981-82" (EBS/83/12, 1/12/83). Although there were 16 countries 
included in the review, the program with.Sudan did not include a performance 
criterion on the reduction of arrears. 
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end of the program. In the case of El Salvador, the commitment to reduce 
external arrears was not complied with during the first half of the program; 
shortly afterward purchases were interrupted because the mandatory, mid-term 
review was not completed on time. Subsequently, however, the authorities 
reduced outstanding arrears and the country's right to purchase under the 
program was restored. In the case of Somalia, arrears outstanding at the 
time the program was negotiated were eliminated before the Executive Board 
approved the arrangement, but new arrears emerged later on, thus triggering 
the standard performance clause regarding the introduction of exchange res
trictions subject to Fund jurisdiction. Somalia was granted a waiver and 
shortly afterward the new arrears were eliminated. Two other members 
(Jamaica and Madagascar) did not comply with the performance criterion 
relating to the reduction of arrears and were granted waivers in connection 
with the performance criterion on arrears. 

In four of the seven arrangements under review (Costa Rica, Jamaica, 
Madagascar, and Togo) the level of arrears was considerably higher at the 
end of the respective programs than at the time these programs were nego
tiated. All of the four countries were characterized by considerable 
external maladjustments and were involved in major debt rescheduling 
negotiations. The arrangement with Honduras, which included a commitment 
by the authorities to eliminate external arrears on current payments 
during the first months of the program, ran into difficulties with respect 
to the arrears target during the last few months of the program. By that 
time the country's foreign exchange position had deteriorated and the 
authorities started to accumulate new arrears. Having breached more than 
one performance criterion, Honduras did not make its last purchase under 
the arrangement. 

IV. Approvals Under Article VIII of the Articles of Agreement 

The approval status of external payments arrears maintained by Fund 
members since January 1983 is summarized in Appendix Table S. The existence 
of payments arrears as an exchange restriction was noted in all of the staff 
reports for the relevant Article IV consultations or the staff papers on 
requests for the use of Fund resources. In the Executive Board decisions 
relating to the maintenance of payments arrears as an exchange restriction, 
approval was granted in 15 cases during the period under review, all of 
which on a temporary basis. In all of these cases, the member had a stand-by 
or an extended arrangement in effect, and in 14 of them approval was granted 
because the financial program contained an undertaking to reduce or eliminate 
payments arrears. 1./ In the other case in which approval was granted, the 

J: .. / In the case of Peru, general agreement on the restructuring of debt 
service obligations had been reached with Paris Club and commercial bank· 
creditors at the time the Executive Board considered Peru's request for a 
stand-by arrangement in April 1984; for purposes of Fund jurisdiction under 
Article VIII, approval was granted for the maintenance of arrears until 
completion of respective bilateral agreements. 

r 
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stand-by program of Sudan (approved in principle on January 28, 1983 and 
effective as of February 23, 1983) did not contain a specific undertaking 
with respect to a reduction of outstanding external payments arrears. It 
allowedan accumulation of external payments arrears with respect to debt 
service obligations to those creditors with whom debt relief arrangements 
were made but where implementation agreements were not yet finalized at the 
time.· In two other instances where a stand-by or an extended arrangement 
was.in effect (Honduras, November 1983; Guatemala, June 1984), approval was 
not granted~ In the case of Honduras, approval was not granted because 
certain performance clauses under the stand-by arrangement were not being 
observed, including that relating to payments arrears. In the case of 
Guatemala, even though arrears had been reduced as scheduled during the 
first part of the program, the authorities failed to reach understanding 
with the Fund on the setting of performance criteria for the remainder of 
the arrangement. 

In 15 other cases, where the payments arrears were recognized as con
stituting an exchange restriction subject to Article VIII, approval was 
not proposed by the staff because there was no meaningful program to reduce 
the level of payments arrears or the programmed reduction was considered 
inadequate. A substantial reduction in the level of payments arrears has 
there-fore been a prerequisite for approval by the Executive Board under 
Article VIII of the Fund's Articles. Since January 1983, in no instance 
has the Fund approved exchange restrictions resulting in payments arrears 
in the context of stand-by or extended arrangements when purchases under the 
arrangement could not be resumed because of nonobservance of a performance 
criterion, including that relating to payme·nts arrears. l/ 

1/ This policy was also consistently followed during 1981-82, as noted 
in-EBS/83/12, P• 13. 
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Table l.. E:xternal Payments Arrears Outstanding, 1970-1983 !/ 

(1 n millions of SDRs; end of period) 

Antigua and Barbuda 
Argentina* 
Belize. 
Benin 
Bolivia 
Brazil* 
Central African Rep1.1blic* 35 
Chad 9 
Congo 4 
Costa Rica 
IJominican llepublic* 11 
Ecuador• 
qy~ 312 
El Salvador 
Gabon 
The Gambia 
Ghana* 
Greoada* 
Guatemala* 
Guinea 
Guinea-Bissau 
Guyana 
Haiti* 
Honduras* 
I11ory Coast 
Jamaica* 
Liberia• 
Madagascar 
Mali.* 
Mauritania 
Mexico* 
Nicaragua 
Niget:ia 
Paraguay 
Peru* 
Philippines* 
Romania* 
St. Lucia 
Senegal* 
Sierra Leone 
Somalia* 
Sudan* 
Tanzania 
Togo* 
Turkey* 
Uganda* 
Venezuela 
Viet Nam l 5/ 
Western sa'moa* 
Yugoslavia* 
Za.ire* 
Zambia* 

192 

YO 
7 

241 
4 

202 
29 

385 
223 

39 
y 

4 

862 

430 

201 

ll9 
l 

27 

22 

11 
9 

15 

572 
2 

8 
l, 710 

21 

8 
5 

23 

33Y 

3YJ 
2 

151 
8 

17 

48 

11 
18 
23 

58 

115 

1979 

22 
12 

42 
4 

31 

17 

324 
l 

150 
5 

22 

42 

13 
27 
15 

363 

1980 1981 

21 18 
126 }_fl_/ 111 .!Q./ 

63 b 
3 2 
8 5 

222 552 
37 54 

J2 56 

82 
7 

29 

89 

17 5 
38 
39 

188 

2u 
434 

122 
15 
71 
17 
ll 

39 
6 

103 
51 
21 

50 

981 

12 
25 )1/ 39 QI 55 QI 113 .!l/ 

597 
55 
34 

1,523 
63 

950 
496 

13 35 13 
878 1,081 
126 254 

21 25 
1,769 1,266 

68 171 

l,505 
294 
80 

275 
130 

33 
9 

1982 2/ 

1983 arrears as 
percentage of 

Level of 
gross official 

1982 international 
1983 2/ imports 3/ reserves 4/ 

8 15 12.1 63. 2 !l_l 
758.l 7,269 10/11/11,578 10/11/227.1 

-- 2-- l.6 

258 .!QI 

13 
2 
3 

993 
165 
191 

55 

12 
535 

274 
160 

27 
189 

22 
44 

42 
116 

20 
39 

2,971 
145 

3,672 

35:1 

200 .!l/ 

1,575 
350 
162 

113 

228 
13 

325 
848 
947 

415 .!Q./ 
2,235 

4 
3 

30 
75 

102 

31 

43 
504 

l 
27Z 
192 

288 

55 .U/ 
163 
86 
33 

149 
12 
67 

207 
195 

5,o2Y 
146 

1,544 .!Q./ 

264 

250 
400 

75 
460 
408 

3 

,n, l 
11.7 

4.1 
o.4 
4.1 
5.3 8/ 
7.3!f 

3.8 

53. l 
78. 9 

1.8 8/ 
25. l ii; 
43,0 -

113.3 

8.6 
8,4 

10.4 B/ 
s.o 6/ 

40.6 bl 
4.0 -

27.5 
3. 9 

'l.7 ,7 
,2.3 6/ 
24.3 !/ 
25. 9 !l_l 

97 .4 

29.5 
39, 9 
0.28 

273.0 
4. 6 8/ 

30.0 -
5. B '}_/ 

d.S.B 
79.5 

31. 5 

318.5 8/ 
53.8 ¥_i 

36, 5 7 / 
8.9 7/ 

10, l "ff.I 
63, 2 
23. 7 

28.9 

2,375.0 
359,0 Y/ 

8.4 Y.J 
lOb.6 
125 ,0 

8,228.0 

48.3 9/ 
866. 5 8/ 
142.5 8/ 
783.o 'ii; 
647.5 9/ 
65.9 -
67, 5 

7 .1 o/ 
125.6 7/ 
595, 3 8/ 
22,4 "§_! 

202.0 

1,227.9 

1,428.5 9/ 
2,023.2 ti; 

0.60-!!./ 

569.5 5/ 
6.5 -

891. 7 
54.1 2/ 

328.5 7/ 
1,383.5 !f 

Total r;Tii 

671 
394 

5,140 4,962 

450 
461 

5,246 

530 
500 

6,278 22,366 
Memorandum item: 

Aggregate amount resched-
uled in each year l!:_/ 334 457 2,222· 4,462 3,769 1,893 5,525 bl, 585 

Sources: Country authorities; and staff estimates. 
1/ The Table shows data on countries known to have had external payments arrears in any year during the period 

1976-1983 or other dates indicated in the footnotes. Defaults, Le.> payments arrears incurred by governments partici
pating in common central bank arrangements (Bank of Central African States (BE.AC), Central Bank of West African States 
(BCEAO), and Eastern Caribbean Central Bank (ECCB)) resulting from the goverrunent's inability to obtain domestic 
currency with which to purchase needed foreign exchange from the common central bank 1 as well as those incurred 
by the government or a government entity whose financial operations form part of the budgetary process, are included 
in these figures. In the forwer case, since it is not possible to distinguish between domestic and external arrears, 
total arrears are shown. Overdue financial obligations to the Fond are excluded from the table. 

2/ Latest estimates available in 1~82 and 1983; where end-year data are not available, data at the end of the most 
re;ent period are used to arrive at totals. Totals for ratios to imports and reserves are unweighted averages. 

}/ Figures are from H'S ( imports I c. t. f.) and ref er to end of period-1982 • unless specified otherwise. Totals !:or 
ratios to imports are unweighted averages. 

4/ Figures ace from IFS (total reserves minus gold) and refer to end-FebJ:'uary 1984, unless specified otherwise. 
Totals for ratios to reserves are unweighted averages. 

5/ End-1~80 
6/ End-1981 
7/ End-1982 
ii/ End-1983 
9/ End-J•nuary 1984 

10/ Includes payments art"ears postponed in agreerne.nt with commercial banks, but not yet rescheduled. 
}I/ It includes staff estimates of principal owed to banks that would have been subject to rescheduling 1..mder the 

terms of the draft principles agreed by banks in December l 982~ 
12/ Includes past due principal owed to foreign comm.ercial banks which is under negotiation for rescheduling. 
IT/ Based on end-June fiscal year. 
IT/ Amounts are with respect to ODA countries and major private creditcn-s and include rescheduling of arrears 

and of obligations not yet due .. 
l5/ Includes imputed interest of arrears. 

Symbols: * Financial program supported by use of Fund resources in effect in December 1983 (including arrangements 
under which purchases have been suspended). x Arrears less than SOR O. 5 million. 



a •.. Arrears 

b. Rescheduling 'l:.f 

Table 2. Payments Delayed and Deferred by Non-Oil Developing 
Countries, in Relation to Imports and Debt, 1975-83 l_/ 

· 197 5 

990 

.458 

1976 

2,037 

386 

1977 

6,244 

534 

1978 1979 1980 

(In millions of U .-S. dollars) 

6,464 

2,782 

7,211 

5,765 

6,691 

4., 905 

c •. ~umulative net amounts 

1981 

7,307 

2,232 

1982 

24,675 

6,100 

1983 

28,408 

72,249 

·due and rescheduled 3/ 4,494 ~,550 4,596 7,145 11,324 14,352 16,712 31,097 !!./ 72,585 

d. Imports of non-oil 
developing countries 162,570 

e. · Outstanding public and 
publicly-guaranteed 
debt of non-oil de
veloping countries 160;111 

172,787 

192,239 

207,277 244,990 314,252 412,290 432,061 . 457,990 

239,283 ' 298,674 353,078 408,741 477,155 550,637 · 

Source.s: IBRD, World Debt Tables; OECD, External Debt of Developing Countries; IMF, IFS; and 
staff estimates. 

1/ Including Indonesia and Nigeria 
2/ Amounts rescheduled in each year are with respect to ODA countries and major private creditors. 
3/ Outstanding amounts rescheduled, net of estimated payments in respect of rescheduled amounts. 
!!J Includes Mexican public sector and nationalized bank debt subject to, 90-day rollover from 

August 23, 1982 (extended by 120 days). 

388,494 

702,068 

.,. 

..... ...... 



Argentina 
Benin 
Bolivia 
Central African 
Congo 
Costa Rica 
El Salvador 
The Gambia 
Ghana 
Guatemala 
Guinea 
Guyana 
Haiti 
Honduras 
Jamaica 
Mali 
Mauritania 
Nicaragua 
Romania 
Senegal 
Sierra Leone 
Somalia 
Sudan 
Tanzania 
Togo 
Turkey 
Uganda 
Viet Nam !!_I 
Western Samoa 
Zaire 
Zambia 

Rep, 

Import 
payments 

282 
44 
19 

278 

83 4/ 
13 3/ 
30 
19 

571 

114 

613 
294 y 

320 4/ 
21 "F.J 

9 
453 
308 

Sources: Country authorities; 

Table 3, External Payments Arrears, by Type of Payments, 1981-83 

(In millions of U.S. dollars) 

1981 

Invisible 
payments 2/ 

4 
172 

6 
17 

68 

33 
274 

External debt 
service payments 
Interest Capital 

4 17 
20 110 

2 5 
6 

148 212 
21 

15 40 

31 111 

7 
13 

9 5/ 
22 l 
11 13 
21 37 

502 5/ 
14 lf 

3 14 
3 12 

280 859 
48 

19 74 

130 
5 33 

2 
74 97 

and staff estimates. 

Import 
payments 

1,159 

423 
44 
11 

348 
197 

183 
21 

11 

159 4/ 

243 
340 !!./ 

18 4/ 

9 
209 
397 

1982 

Invisible 
payments 'l,j 

384 

2 
183 
32 

6 

19 
491 

External debt 
service payments 
Interest Capital 

837 5,639 11 

119 188 
3 11 

3 
302 370 

7 9 

12 47 
57 2 
37 139 
12 12 

3 
2 49 

l 2 
7 18 

13 46 

206 1,288 
46 

38 141 

108 ll 
44 207 

5 
281 426 

52 105 

Import 
payments 

1,651 

36 

200 

10 

7 

200 

209 

17 5 

Invisible 
payments l) 

476 

86 

3 

16 

1/ Table does not show data on all countries appearing in Table 1, because data on some countries do not exist or are reliable, 
2/ Excludes interest payments on external debt, 
3/ Includes staff estimates of principal owed to banks that would have been subject to rescheduling under the terms of the draft 

by-banks in December 1982. 
4/ Includes invisible payments (excluding interest payments on external debt), 
5/ Includes principal, 
"§I Includes imputed interest of arrears. 

service payments 
Interest Capital 

':187 9,00i:S 11 

103 35':I 

15 17 
2 2 
5 2 

44 157 

10 38 

21 54 

49 4 

92 336 
3 

122 76 

principles agreed 

.... 
"' 

> 
"" '"Cl 
t,cl z 
t:j 
H x 
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Table 4. TreatlUE!nt o.f Payments Arrears Under Stand-by or EFF Arrangements 
in Effect as of June 30, °1984 Y 

Total 
amount Elimination/ 

Type of of payments reduction of Targeted amt. of 
arrange- arrears out- Limit on pay- payments arrears payments arrears 
ment" effec- standing at ments arrears as performance 
tive date, time of pro- sl'ecified 2/ criterion 3/ year 

Country amount, gram form- During Firs.t year During First year program of program 
per cent ulation program of program program of program 2eriod ;eeriod 
of guota (SDR million) 11eriod l'eriod Eeriod l!eriod ( SDR million) 

Brazil EFF, 2/28/83 
SOR 4,239.375 m, 2,426 yes (E) 2,426 
450 percent 

Dominican KFF, 1/21/83 
Republic SDR 371.5 m. 412 yes(E) yes(R) 1,12 96 

450 percent 

Ecuador l yr. SB, 
7 /25/83 
SOR 157 .5 m, 535 10/ yes(E) 535 
150 percent 

Gambia 15 mths. SB, 
4/23/84 
SllR 12.83 m, 43 .!_I} yes(R) 5 g_J 
75 percent 

Ghana I yr. SB, 
8/3/83 
SDR 238. 5 m. 57 3 yes(R) 93 J]_/ 
150 percent 

Guatemala 16 mths~ SB, 
8/31 /83 
SOR 114. 75 m. 382 yes yes(R) 144 
150 percent 

Ivory Coast I yr. SB, 
Approved in 
principle 124 yes yes( E) 124 J!:._/ 
SDR 82.75 m. 
50 percent 

Jamaica I yr. SB, 
6/22/84 393 l2} yes yes (E) 393 
SDR 64 m. 
44 percent 

Liberia l yr. SB, 
9/14/83 13w yes yes(E) 13 
SDR 55 m. 
99 percent 

Madagascar 15 mths. SB, 
4/ 10/84 
SDR 33 m. 14Y yes no -- J}J 
b5 percent 

Mali 18 mths, SB, 
12/Y/83 
SOR 40.5 m. 19 yes yes(E) lY J!}J 
100 percent 

Mexico EFF, 1/ l /83 
SOR 3,410.65 m. l,23Y l:!.f yes no 20/ yes(R) 544 
450 percent' 

Sierra 1 yr. SB, 
Leone 2/3/84 

SDR 50.2 m. 259 yes yes(R) 
86. 7 percent 

Sudan l yr. SB, 
6/25/84 
SDR 90 m, 250 yes JJ_/ no 
53 percent 

Togo l yr. Sil, 
5/7/M 
SDR 19 m. yes no 
49 .5 percent 

Uganda l yr. SB, 
Y/ 16/83 
SDR 95 m. 54 yes (R) lY 
126. 7 percent 

Zaire 15 mths. SB, 
12/27/83 
SDRs 228 m. 372 22/ yes yes(R) 50 J]_/ 
100 percent 
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Table 4. (concluded) Treatment of Payments Arrears under Stand-by or EFF Arrangements 
in Effect as of June 30, 1984 lf 

Drawing 
Ratio of targeted inter-
payments arrears Ratio of targeted Re- Net cash rupted due 
reduction ta payments arrears re- scheduling reduction to non-
total arrears duct ion to drawinl:l of arrears of arrears observance Counter-
During First year During First year as pre- as sep- of perfor- part 
program of program program of program condition arate per- mance cri- deposit 

APPENDIX 

2eriod 2eriod Eeriod 4/ [>eriod 5/ or ob- formance terion on require- Approval 
( In percent) (In percent) jective §_/ criterion arrears !J ment '§.! status 

Brazil 

Dominican 
Republic 100 

Ecuador 100 

Gambia 11 

Ghana 16 

Guatemala 38 

Ivory Coast 100 

Jamaica 100 

Liberia 100 

Madagascar 

Mali 

Mexico 

Sierra 
Leone 

Sudan 

Togo 

Uganda 

Zaire 

100 

0.4 

35 

13 

100 

23 

44 

111 

340 

38 

39 

125 

150 

614 

24 

47 

2 

20 

22 

195 no 

78 no 

no 

no 

no 

no 

yes(P) 

no 

no 

yes(P) 

no 

57 no 

yes(P) 

yes(P) 

no 

yes(O) 

yes(P) 

papers resources. 

no no no yes(T) 

no no yes yes(T) 

no no no yes(T) 

yes no yes yes(T) 

yes no no yes(T) 

yes yes yes yes(T) 

no no no no 24/ 

yes no yes yes(T) 

no no no yes(T) 

no no no no 24/ 

no no no no 24/ 

no no yes yes(T) 

yes no yes yes ( T) 

no no yes(T) 

no no no no 24/ 

yes no no yes(T) 

yes no no yes(T) 

1/ Includes arrangements under which purchases have been suspended. 
2/ The standard clause on introduction and intensification of exchange restrictions also applies to the 

in~urrence of new payments arrears~ The answer to the question therefore indicates only cases where a limit 
(i.e,, freeze) on outstanding payments arrears is specifically provided for in the program, 

3/ Yes (E), elimination; Yes (R), reduction. 
4/ Ratio of payments arrears reduction specified for the program period to total amount of arrangement. 
5/ Ratio of payments arrears reduction during the first year of program period to drawings during the 

first year of program period unless otherwise stated. 
b/ Yes (P), precondition; Yes (0), objective only. 
7/ Yes (W), waiver; Yes (M), modification. 
8/ One hundred percent unless otherwise indicated. 
"J./ Yes (T), temporary approval. 

10/ Letter of intent indicates that, no later than November 30, 1~83, external payments arrears shall be 
fully paid off. 
11/ Arrears includes overdue payments owed to the West African Clearing House. 
12/ Arrears are to be reduced by SDR 1.35 million through cash payments by end of June 1984. 
13/ Through cash payments only, 
l!!./ !his figure assumes that Ivory Coast will not receive a short-term loan for prefinancing coffee and 

cocoa exports, 
15/ This amount includes SDR 53 million of private sector arrears which will be eliminated through cash 

payments only. 
l§.! Excluding the oil facility which refinancing was requested on London Club terms. 
17/ Due to the delay in holding the first program review before end-March 1984 performance criteria, 

excluding those on payments arrears were, set only through the first half of 1984. 
18/ This amount includes SDR 7.6 million of arrears of Air Mali, They will be reduced during the 

program period pending reorganization of the company, 
19/ !his amount was known to have existed subsequent to the negotiation of the program, It includes 

non-payment of debt which was not treated as payments arrears under the program. 
20/ Elimination was subject to review by end of first year of program. 
21/ No arrears will be incurred once rescheduling with creditors has been conlcuded, 
22/ As of end of December, 1983; excluding SDR 525 million of arrears consolidated through Paris Club 

negotiations. 
23/ The maintenance of external payments arrears was not approved at the conclusion of the 1984 Article IV 

c-;:;;;-sultation in June 1984. 
24/ Payments arrears considered as defaults not exchange restrictions, 

'J./ 

QI 

I 
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Table 5. Treatment of Payments Arrears in Execucive Board Decisions, 
January 1, 1983-June 30, 1984 .!/ 

Antigua and Barbuda 1/ 
Argentina 3/ 
Belize 1/ -
Benin 
Bolivia 1/ 
Brazil 
Chad 
Congo, People's Republic: 
Cos ta l\i ca 3/ 
Dominican Republic)_/ 
Ecuador 
~l Salvador 1/ l} 
Gambia 
Ghana 
Grenada 
Guatemala 1/ §.I 
Guinea 
Guinea-Bissau 
Guyana 3/ 
Hondura-; 3/ 
Ivory Coas"t 
Jamaica 1/ 
Liberia 
Madagascar 
Mali 
l'1auritania 
i'lei<ico 3/ 
Nic:arag-;;a 3/ 
Nigeria -
Paraguay 
Peru 9/ 
Philippines 
St. Lucia 3/ 
Sierra Leon'e 
Sudan 
Tanzania 
Togo 
Uganda 
Venezuela 1/ 
Viet Nam 
Western Samoa 
Zaire 
Zambia 

Year of 
Executive 
Board Con
sideration 
of e><change 

system 

1984 
1983 
1984 ':_/ 
1983 
1982 
1983 
1984 
1982 
1983 
1983 
1984 
1983 
1983 
1983 
1983 
1984 
1983 
1983 
1983 
l %3 
1984 
1983 
l 91:l4 
1983 
1983 
19S3 
1984 
1984 
1984 
1984 
1984 
1984 
lY84 
1983 
1983 
1983 
l'J84 
1984 
l'J83 
1983 
1984 
1983 
1983 

Recognition 
of payments 
arrears as 

ei<change 
restriction 

No 
Yes 
No 5/ 
No J./ 
Yes 
Yes 6/ 
No 5/ 
No 'J_! 
Yes 
Yes 
Yes 
Yes 
Yes 
Yes 
No 5/ 
Yes-
Yes 
Yes 
Yes 
Yes 
No 5/ 
Yes-
No 5/ 
Yes
No '2_/ 
Yes 
Yes 
Yes 
Yes 
Yes 
Yes 
Yes 
Na 5/ 
Yes-
Yes 
Yes 
No 5/ 
Yes-
Yes 
Yes 
Yes 
Yes 
Yes 

Executive Board papers dealing with use of Fund resources, 

Fund approval 
at time of 

Executl ve 
Board con
sideration l:./ 

Yes 

Na 
Yes 

Yes 
Yes 
Yes 
No 
No 
Yes 

No 
No 
No 
No 
No 

Yes 

Yes 

No 
Yes 
Na 
No 
No 
Yes 
No 

No 
Yes 
No 

Yes 
No 
No 
Yes 
Yes 
Yes 

1/ Refers to the most recent year of Article IV consultation decisions or 
approval of use of Fund resources when the country was known to have had 
payments arrears during January 1983-May 1~84, ln instances in which ~xec:u
tive Board decisions were not adopted since 1983, the record of the most 
recent decision is shown. 

2/ 'No members maintained external payments arrears under the provisions 
of-Article XIV of the F~nd's Articles. Unless otherwise noted, approvals 
were granted on a temporary basis. 

1/ Member has accepted obligations under Article VI1I of the Fund's 
Articles of Agreement, 

1:./ Executive Board discussion had not yet taken place as of end-May 1984. 
5/ Payments arrears were treated as defaults and were therefore not con

sidered to constitute an ei<change restriction subject to Article VIll. 
2_/ Payments arrears were identified after the approval of the st.and-by 

arrangement (February 25, 1983). 
I) The maintenance of payments arrears was approved in April 1Y83, at 

the time of a review under stand-by. At the conclusion of 1983 Article·lV 
consultation in October 1983 approval was not granted. 

The maintenance of payments arrears was approved in August 1983, at the 
of approval of the stand-by arrangement. At the conclusion of the 1984 

Article IV consultation in June 1984, approval was not granted. 
'!./ Debt service,restructured in principle with the Paris Glub and commer

cial banks, was considered as ei<ternal payments arrears at the time the E><ec
utive Board considered a stand-by arrangement with Peru in April lYl:l4, and 
temporary approval was given for the resulting exchange restriction. 



Of /ice Memorandum 
. ~ March 14, 1984 

MEMORANDUM FOR FILES 

Subject: Meeting with Mr. Clark, Alternate Executive Director for 
the United Kingdom, 3:00 p.m., March 13, 1984 

Mr. Huh and I met with Mr. Clark, at his request, and with 
Miss Bulloch, to discuss the general topic of performance criteria in Fund 
programs relating to external payments arrears. 

The discussion began with a review of the general aspects of Fund 
policies on external payments arrears as stated in the 1982 and 1983 papers 
on external payments arrears of Fund members (EBS/82/57 and and EBS/83/12). 
It transpired that Mr. Clark's specific concerns arose from the recent 
Board meeting on Sudan, and tr.e· ongoing issue of Nigeria's arrears and 
their settlement. Mr. Clark s.aid that he himself, ·and also Mr. Erb in his 
conversations with him, had been concerned as to whether the elimination 
of arrears at the time of general Paris Club agreements allowed the Fund 
sufficient discretion with respect to any subsequent problems in successfully 
concluding the bilateral agreements.· I said that, generally speaking, 
bilaterals had been successfully concluded, and that the policy for the 
arrears reduction targets of considering elimination to have occurred at 
the time of general Paris Club agreement (EBS/83/12, page 12) had given 
support to the Paris Club. However;should difficulties be experienced in 
the bilaterals, it was open to the Fund to consider the arrears to have 
been reinstated. Host often, where all creditors were not subject to 
continuing delays, a discriminatory feature could also be introduced to 
the continuing exchange restriction. The Fund therefore had several juris
dictional and related channels available for intervening in the case of 
bilateral difficulties, or even more generalized difficulties. 

Mr. Clark's second inquiry related to the problems of gettin.g all 
parties to participate in the rescheduling exercise, and of ensuring inter
creditor equity. I noted that the arrears reduction criteria had often 
been used as a device to trigger the program if rescheduling had not pro
ceeded according to a minimum schedule, as both rescheduling and cash pay
ments had been counted against the arrears reduction targets. Even where 
the debtor took a more or less unilateral approach, the emergence of insu
perable difficulties would be signaled by a slowing of the rundown of 
arrears as creditors took up the offer, perhaps over several years. 
Depending on the phasing of the program targets, the use of Fund resources 
could be blocked by the slowing. As for the treatment of those included, 
a1'¥1 not included, in the negotiations, nondiscrimination did not necessarily 
mean a pro rats treatment, owing to the mix of LIFO, FIFO, and other consi
derations. Even mathematic~lly it was difficult to ascertain precisely 
comparable treatment when different maturities and instruments were 
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involved. However, there was no doubt'that the general principle of non
discrimination should shape the procedures for obtaining negotiated 
settlements. 

Finally, Mr. Clark asked how ·the quantitative targets for arears 
reduction were arrived at, and whether creditor groups were consulted, with 
particular reference to Nigeria. I said that the numbers were a balance 
of medium-term balance of payments prospects, and available Fund and 
non-Fund financing, including that from rescheduling. Informal contacts 
were made with creditor groups in assessing these latter elements. 

. I mentioned to Mr. Clark that we were presently working on a paper 
that dealt with many of these issues; namely, the paper on the Fund's role 
in settlements of overdue financial obligations. I did mention also that 
the issues were largely those of greater Fund involvement at the level 
of individual transactions or groups of transactions--with implications 
for the Fund's staff resources. 

cc: Mr. Finch v' 
Mr. Kanesa-Thasan 

p} '/-·i1~: Divt2n Chief 
Exchange Restrictions Division 

Exchange and Trade Relations Department 



INTERNATIONAL MONETARY FUND 
WASHINGTON. D. C. 20431 

February 15, 1983 

I 
Dear Mr. Williamson: 

I am enclosing a list of the countries maintaining external payments 

arrears as of the end of 1982,or according to our latest information~in 

confirmation of our telephone conversation today. 

Enclosure 

Mr. John Williamson 
Institute for International 

Economics 
11 Dupont Circle, Suite 620 
Washington, DC 20036 

cc: Mr. Finch / 

Very truly yours, 

~ {c/\; t {., ~ 
Peter J. Quirk 
Division Chief 

Exchange Restrictions Division 
Exchange and Trade Relations Department 

CABLE ADD,.ltSS 

INTERFUNO 



February 15, 1983 

External Payments Arrears Outstanding, End-i982 

Argentina 
Benin 
Bolivia 
Central African Republic 
Chad 

Comoros 
Congo 
Costa Rica 
Dominican Republic 
El Salvador 

The Gambia 
Ghana 
Guinea 
Guinea-Bissau 
Guyana 

Haiti 
Honduras 
Liberia 
Madagascar 
Mali 

Mauritania 
Mexico 
Nicaragua. 
Nigeria 
Romania 

Sierra Leone 
Sudan 
Tanzania 
Togo 
Uganda 

Viet Nam 
Western Samoa 
Zaire 
Zambia 
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TO 

FROM 

SUBJECT : 

cC, 

Office Memorandum 
V 

Mr.C. David Finch 

Jose Luis Feito k 
EBS/83/12 - Costa Rica 

DATE:January 17, 1983 

Along the lines of Mr. Senior's memq~a~durn of January 14, my .,.. 
Costa Rican authorities have also expresse~_.,i'.:~terest in the data on the 

,/'":h 

country's arrears appearing in EBS/83/~ 
/.,y 

I would very much apprec~ te a written conununication explaining 
l 

these figures so that I may send~r.1'. t to them. 
,• 

cc: 

,..r 

/ 

!',/· 
11 

./.'~ ,· 

I 

Mr. Miguel Bonf gelino 



Office Memorandu111, 

TO· Mr •. Senior OAT£ January 18, 1983 

FROM .Donald K. Palmer i)f,,; 

SUBJECT : Mexico-External Payments Arrears 

In response to the request conveyed in your memorandum to 
Mr. Finch of Friday, J~nuary 14, 1983, this note sets out the basis of datum 
on Mexico's external payments arrears contained in the Executive Board special 
report on "External. Payments Arrears of Fu'nd Members, 1991-82" (EBS/83/12) 
circulated to Directors on a confidential basis on January 12, 1983. 

The amount of SOR 7,504 million shown in 'rable l of EBS/83/12 
was an estimate for December 1982 of,external payments that were not settled 
on schedule. The estimate was derived from data provided to the staff mission 
in Mexico City in November and dat.a provided by the Mexican authorities to 
foreign commercd.al banks in the process of debt restructuring. It represents 
private amortizations due, private short-term debt rolled over after August 
1982, and other private current payments; this approach is consistent with 
the data in the first paragraph of page 49 of ''Mexico--Use of Fund Resources-
Extended Fund Facility and First Credit Tranche" (EBS/82/208, Supplement 1, 
12/13/82). This figure, which is comparable in its treatment of amounts 
pending rescheduling to those shown for other countries. in Table 1, was con
verted from U.S. dollars to SDRs at the rate of SDR 1.10634 = US$1 outstanding 

· as of late-December, the cut-off point for the. information shown in EBS/83/12. · 
To a large extent tJ:te level of arrears is expected to be reduced on January 31 
as foreign commercial banks roll their principal over following the agreement 
by Mexico with commercial banks to .constitute special deposits for the repay
ment of interest on private debt. 

cc: Western Hemisphere Department 

bee: Messrs. Guitian, Loser 
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Mexico: Arrea~s and Short-Term Postponement of 
Bank Debt J;)ecember 1982 

Amounts subject to rollover ]J 
Public sector debt 

Medium- and long-term deb.t 
Short-term debt 

Nationalized banks debt 

Private sector obligations (estimated) 
Amortization and rollover of 

short-term debt 
Interest payments due to commercial 

banks 
Other current payments 

Total 

In millions of 
SDRs US$ 

10,806 
6,833 

(1,123) 
(5,710) 
3,973 

7,504 

5,875 
815 

814 

18,310 

il,955 
7,599 

(1,242) 
(6,317) 
4,396 

8,300 

6,500 
900 

900 

20,2'95 

Sources: ''Mexico: Economic and Financial Statistics", Ministry 
of Finance and Public Credit, Novem.ber 8, 1982, Tables 13B and 15C; 
Mexican authorities; and Fund staff estimates. 

!/ Amounts subject to a rollover period of 90 days from 
August 23 to November 23, 1982, plus payments due in remainder of 
1982. 
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Office Memorandum 

TO Mr. :C. David Finch DATE, January 14, 1983 

FROM A. Senior~. Miguel 

SUBJECT : Mexico 

I was taken aback by the publication of Mexico's arrears in EBS/83/12. 

Would you be kind enough to let me know how that figure was arrived at? 

I would be most gra teful if you could answe:-me in a written 

communication to send it to my Mexican authorities who have shown extreme 

interest in the data appearing in EBS/83/12. 

cc : Mr. Sterie T. Beza 

I 

/ 
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CONFIDENTIAL 

January 12, 1983 

To: Members of the Executive Board 

From: The Secretary 

Subject: External Payments Arrears of Fund Members, 1981-82 

The attached paper reviewing developments in the payments arrears 
situation of members is circulated for the information of the Executive 
Directors. 

Att: (1) 
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CONFIDENTIAL 

INTERNATIONAL MONETARY VUND 

External Payments Arrears of Fund Members, 1981-82 

Prepared by the Exchange and Trade Relations Department 

(In consultation with other departments) 

Approved by c. David Finch 

January 10, 1983 

I. Introduction 

Developments in 1980 and the first three quarters of 1981 relating to 
external payments arrears maintained by Fund members, steps taken by members 
to deal with arrears, and the implementation of the Fund's policies in this 
area were reviewed in a paper circulated for the information of the Executive 
Board in early 1982. 1/ · That paper indicated that information on payments 
arrears would be further developed and updated more frequently. The present 
paper draws together and analyzes newly available information for 1981 and 
for the first three quarters of 1982, and revised data for earlier years. 

The paper is organfzed as follows: Section II reviews major develop
ments relating to members' arrears in the aggregate, their relationship to 
other macroeconomic aggregates, and conclusions derived from these relation
ships. Section III surveys developments in the broad categories of payments 

1/ "External Payments Arrears of Fund Members, 1980-81'~ (EBS/82/57, 3/31/82). 
Payments arrears constitute an exchange restriction under Article VIII, 
Section 2(a) and Article XIV, Section 2 when the authorities of a country are 
responsible for undue delays in approving applications or in meeting bona fide 
requests for foreign exchange for current international transactions, as 
defined in Article XXX, Section (d). When a government or a government entity 
whose f.inancial operations form part of the budgetary process fails to meet 
an external payments obligation due to a lack of domestic currency, the result
ing arrears are considered to be defaults rather than payments arrears consti
tuting an exchange restriction within the meaning of Article VIII. Similarly, 
payments arrears incurred by governments participating in a common central 
bank are treated as defaults when they are due to the government's inability 
to obtain domestic currency with which to purchase needed foreign exchange 
from the comm.on central bank. Although the above distinction is relevant for 
the purposes of Articles VIII and XIV, in the context of the Fund's policies 
on the use of its resources, defaults and other forms of arrears involving 
current and capital payments are viewed as having the same broad macroeconomic 
character and consequences, and are therefore treated in the same manner. 
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arrears in individual countries, and !means of reducing arrears. Section IV 
reviews the implementation of the Fu*d's policies with respect to payments 
arrears, particularly in the context, of the use of the Fund's resources. A 
summary is presented in Section v. ' 

II. Recent Developments 

1. The overall arrears situation 
I 

External payments arrears incurred by Fund members have risen sharply 
in the first three quarters of 1982 after remaining at a virtually constant 
level during the previous five years' (Table 1). A salient feature has been 
the emergence of arrears in several larger a~d more developed economies. 

On the basis of the most rec.ent information available to the staff, 
total arrears have nearly trebled sip.ce end-1981, from SDR 6.1 billion to 
SDR 18.1 billion. Two countries in which large arrears emerged were Mexico 
(SDR 7.5 billion) 1/ and Argentina (SDR 1.6 billion); arrears are also 
reported to have emerged recently in1 Nigeria, although the extent of the 
problem in that country is not yet known •. The size of arrears emerging in 
Mexico, in part;i.cular, is unprecedented in recent years; but even excluding 
Mex.ico, total arrears have increased' by 72 per cent in 1982. 2/ 

! 

Major factors underlying the de
1
terioration in the arrears situation 

have been the continued widespread b~lance of payments weakness of developing 
countries, reflecting the weak econo~ic climate, a degree of disorderliness 
in matching foreign exchange flows w~th commitments, historically high costs 
of debt servicing, and circumstances: peculiar to the individual countries 
concerned. For these individual countries, arrears are a lagging, rather 

' I 

than a leading, indicator of severe balance of payments problems. 
' 

The record indicates that arrea;rs, once accumulated, tend to persist for 
a number of years. In some cases, tlhe initial accumulations are so large that 
their liquidation presents severe pr~blems. The number of countries incurring 
arrears has been rising almost continuously and of the 42 countries incurring 
arrears during 1975-82, only 8 countiries have managed to eliminate them. 3/ . Of 

I -the remaining c:;ountries, 10 experienced virtually continuously rising arrears 
in recent years, whereas only 3 coun;tries demonstrated continuously falling 

];/ Includes approximately SDR 1.~ bil~ion of interest payments owing to 
foreign commercial banks and other entities. 

2/ Other countries that have incU:rred arrears exceeding SDR 1 billion 
since 19175 are: Costa Rica (in 1982), Romania (in 1982), Sudan (in 1980-
1982), Turkey (in 1977-80), and Zair,e (in 1979). 

3/ Egypt, Gabon, Grenada, Jamaica, Peru, Senegal, Somalia, and Turkey. In 
addition, Dominican Republic elimin~ted arrears for two years before reincur
ring them. 
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Table 1, External Payments Arrears Outstanding, 1976-1982 l:_/ 

( In millions of SDRs; end of period) 

L982 arraars as pet'-
centage of: 

Level of 
gross official 

L981 international 
1976 1977 1978 1979 1980 1981 2/ 1982 2/ imports 2/ reserves 2/ 

Argentina 1,594 27 64 
13enin 22 21 18 6 139 
Bolivia 42 148]} 80 111 JJ 84 84 
Central Afr lean Rep, 35 39 8 42 63 1 9 6 37 
Chad 9 9 22 39 52 
COmoros X xy 5 
Congo 4 4 23 11 8 5 3 
Costa Rica* 222 552 1,110 97 436 
Dominican Republic 11 17 37 54 155 5/ 12 306 
Egypt 312 !I 862 !..J 
TU Sal V ado r* 32 56 52 6 49 
Cabon* 430 339 --
The Gambia* 10 17 12 2/ 15 286 
Ghana 192 201 393 324 269 434 535 82 455 
Grenada X X 2 1 
Guinea 90 119 151 169 91 140 130 36 .7,927 
Guinea-Bissau 7 7 8 5 7 
Guyana 27 17 20 23 43 77 y 12 262 
Haiti* 17 18 6 124 
Honduras* 9 75 8/ 9 73 
Jamaica* 22 48 42 89 39 
Libeda* 6 42 10 436 
Madagascar* 5 7 11 13 175 103 145 32 527 
Mali* 11 18 27 38 51 45 21 14 355 
Mauritania X 9 23 15 39 21 6 17 
Mexico 7,504 3/ 38 389 
Nicaragua 58 363 188 50 15 9/ 2 1/+ 

Niger.fa ••• To/ 
Peru* 115 
Romania* 981 2,122 f}_/ 36 11/ 245 
Senegal* 7 12 
Sierra Leone 4 15 35 54 72 137 252 100 2,800 
Somalia* 13 35 13 
Sudan* 241 572 597 878 1,081 1,505 2,070 98 7,188 
Tanzania 4 2 55 126 254 294 376 12/ 39 940 
Togo* 8 34 21 25 60 152 12/ 56 105 
TurkeY* 202 1,710 1,523 1,769 1,266 275 
Uganda* 29 21 63 68 172 130 113 5/ 34 350 
Viet Nam 33 35 4/ 14 11/ 79 
Western Samoa 1 7 10 - 14- 306 
Zaire 385 671 950 1,118 433 428 39 175 
Zambia 223 394 496 351 461 500 825 79 908 

Total r.m s,m ~ s;-s,o 5,319 6,130 IB,054 

Memorandum item: 
Number of countries 

with arrears: 21 24 24 26 29 35 34 13/ 

Sources: Country authorities; and staff estimates, 
1/ The Table shows data on countries known to have had external payments arrears in any year during the 

period 1975-1982, or other dates indicated in the footnotes, Defaults, i.e., payments arrears incurred by 
governments participating in collllllOn central bank arrangements (Bank of Central African States (BEAC), Central 
Bank of West African States (BGEAO), and Eastern Caribbean Currency Authority (ECCA)) and which resulted from 
the government's inability to obtain domestic currency with which to purchase needed foreign exchange from 
the common central bank, as well as those incurred by the government or a government entity whose financial 
operations form part of the budgetary process, are included in these figures, In the former case, since it is 
not possible to distinguish between domestic and external arrears, total arrears are shown. overdue financial 
obligations to the Fund are excluded from the table, 

2/ Latest estimates available in 1981 and 1982; total based on end-1981 figures, where t982 figures not 
available, Totals for ratios to imports and reserves are unweighted averages. 

3/ Includes payments arrears postponed by agreement with creditor banks. In the amount shown for Mexico, 
public sector and nationalized bank debt totalling approximately SDR 11 billion subject to a roll-over period 
of 90 days from August 23, 1982 (recently extended by a further 120 days) and due in the remainder of 1982 is 
not included. 

4/ August 1982, 
5/ June 1982, 
6/ April 1976, 
7/ April 1977. 
8/ November 1982, 
9/ March 1982. 

10/ Payments delays are reported to have emerged. The nature and amount of arrears 
are being clarified with the authorities. 
11/ As a ratfo of convertible currency imports. 
12/ October 1982. 
IT/ Includes countries for which recent data are not available, 

* Financial program supported by use of Fund resources in effect in November 1982 (including inoperative 
arrangements), 

K Arrears less than SDR 0,5 million, 
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totals. 1/ This persistent and, to a certain degree, self-perpetuating nature 
of arrears underlines the importance ,for member countries of policies aimed at 
avoiding their initial incurrence. 

In part, the present exceptionally high aggregate level of arrears may 
be viewed as transitional. In a nuin~er of countries, including several with 
the largest arrears, negotiations aimed at rescheduling overdue and future 
payments obligations are either undei way or are likely to commence soon, 
following a marked decline in overall amounts rescheduled in 1981 and in 1982 

I (Chart 1). For a number of countries, rescheduling exercises are presently 
under way. In the case of Mexico, well over one half of the presently over
due payments are subject to a three-month postponement by creditors (involving 
public and nationalized banks' amortization payments on mostly short-term debt 
d.ue in the period August 23-November,23, 1982) which was recently extended 
by a further four months. Neverthel~ss, as was noted in EBS/82/57 (page 2), 
total deferrals of external contractual obligations, comprising both out
standing rescheduled payments obliga~ions and external payments arrears, are 

· the appropriate indicator of the risk attaching to these assets. Substitution 
of new contracts for the unilateral rolling over implicit in arrears generally 
does not in itself obviate the problem. · In some instances, in which an inap
propriate bunching of maturities is an important factor, the rescheduling may 
give rise to a more sustainable balance of payments, independently of other 
actions. More often, however, the r~scheduling represents an opportunity to 
"buy time" while adjustment programs1 are introduced aimed at generating the 
necessary strengthening of the overa~l balance of payments. 

Developments in delays and defe,trals of members' international payments 
relative to imports and debt are sho~ in Chart 1 and Appendix Table I. 
Viewed from the perspective of total: delays and deferments, the risk situa
tion has not deteriorated quite as m1arkedly as the trebling of arrears noted 
above would suggest. After remainirig virtually constant in 1980 and 1981 at 
just over 5 per cent, the ratios of ;combined arrears and outstanding amounts 
rescheduled both to imports and to d'.ebt have approximately doubled in 1982, to 
12. 7 and 10. 7 per cent, respectively:. To a limited degree, this development 
had been anticipated in spreads ovei LIBOR paid by borrowers from developing 

I 

countries, which rose by approximate;ly one half of one percentage point from 
1980 to the second quarter of 1982. !2/ It has also been reflected in the high 
international structure of real interest rates in part attributable to balance 
sheet problems experienced by both domestic. and foreign debtors. 

1/ Countries in the former group lare Costa Rica, Domini~an Republic, Ghana, 
Guyana, Honduras, Sierra Leone, Sud4n, Tanzania, Togo, and Zambia. Those in 
the latter group include Benin and Nicaragua (both of whom have almost elimi
nated arrears in 1982), and Uganda. 

2/ The fol~owing are mean spread~ .in per cent over LIBOR of public sector 
and state-guaranteed loans (data frqm the Bank of England 1Quarterly Bulletin, 
September 1982): ' 

1982 
1980 1981 Ql Q2 

Major OECD 0.56 0.49 0.49 o':53 
Minor OECD o.69 0.60 0.49 0.51 
Developing countries 0.90 1.20 1.35 1.35 
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PAYMENTS DELAYED AND DEFERRED 
BY FUND MEMBERS, 1975-82 

Per cent of imports of non-oil developing countries 
1;4 

12 

10 

8 Arrears + Net outstanding amounts reschedu/eda 

6 

4 .. ·· 
Arrears1 ,•.. ... . .. ••• • ... • ,* 

2 
.............. ,·. ... ...... ----~-~ ~ ;.:::.::;:·::~ ~-:: .. ~-~· ~ ~ ---. 
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Per cent of total outstanding debt of non-oil developing countries 
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, ... ·-· ... ··· -· .· .............................. . .. -· ..... , ............. ·· ,,· .,. .,-_ .... --
,,· -- ,,,, ... ,,,,,, ....... 

•• · • •·•••· • •' ......... - Reschedu/ed2 
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Sources: World Bank, World Debt Tables, December 1982; Organization for Economic Cooperation and Development, External Debt 
of Developing Countries; International Monetary Fund, International Financial Statistics (various issues); and staff estimates. 
1 From Table 1 and Appendix Table I. 
2Amounts rescheduled in each year (flows) are with re1,pect to official development assistance countries and major private creditors. 
3sum of arrears and outstanding rescheduled amounts, net of 81.timated payments in respect of rescheduled amounts, (stocks as of 
the end of the indicated year), as a per cent of total imports and of total outstanding debt respectively. 
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2. Developments in 1982 

Since the end of 1981, payments arrears are known to have emerged in 
3 countries (Argentina, Mexico, and Nigeria) and 4 countries (Jamaica, 
Senegal, Somalia, and Turkey) eliminated their payments arrears. 1/ Hungary 
incurred arrears in the course of 1982, but had eliminated them by end- · 
November. During the first three quarters of 1982, payments arrears .were , 
known to have increased i,n 18 countries (Bolivia, Central African Republic~ 
Costa Rica, Dominican Republic, Ghana,· Guyana,• Haiti, Honduras,. Liberia, . 
Madagascar, Romania, Sierra Leone, Sudan, Tanzania, Togo, Viet Nam, Western 
Samoa and Zambia), and to have declined in 7 countries (Congo, El Salvador~ 
The Gambia, Guinea, Mali, Nicaragua, and Uganda). In one country (Comoros)· 
the level of payments arrears. remained unchanged-" 

For three countries only end-1981 data are available. In 1981 the. level 
of payments arrears decreased irt ·all of these countries, but the reduct;ions 
were modest. 2/ J:t is urilikely that any of t.he countries fo.r which 1982 
information is not available eliminated payments arrears since the e.nd of 1981. 

In the countries for which an estimate of the level of payments art'ears 
in 1982 is available, the ratio of payments arrears to imports ranged from 
2 per cent (Nicaragua) to 100 per cent'(Sierra Leone). In 6 other countries 
(Bolivia, Costa Rica, Ghana, Sudan, Togo, and Zambia), the level of payments 
arrears exceeded 50 per cent of their 1981 imports. With the exception.of 
5 countries, which are identified as having payments arrears in 1982,. the 
ratio of payments arrears to gross international reserves exceeded 50 per 
cent. In 21 of these countries the ratio was more than 100 per cent, and in 
the following 6 countries it exceeded 500 per cent (the ratio in brackets): 
Guinea (7,927); Madagascar (527); Sierra Leone (2,800); Sudan (7,188); 
Tanzania (940); and Zambia (908). 

'III. Types of Arrears and Means of Reducing Them 

1. Types of arrears 

Information concerning the various balance of payments categories of 
payments arrears. since 1980 is presently available for 30 countries (Table 2), 
reflecting some improvement in the quality of data ·for payments arrears. during 
the past two years. In some instances, however, arrears data undouptedly 

1/ In EBS/82/57 it was mentioned' that 31 countries were known to have 
incurred payments arrears at the end of 1981 and that the total amo·unt was 
SDR 5.4 billion. Since then, the following new information became available 
to the staff: (1) Benin did not eliminate payments arrears before the end of 
1981; and (2) Comoros, Honduras, and Western Samoa were found to have had 
payments arrears at the end of 1981. In addition, figures for a number of 
countries have been revised. 

· 2/ :i:n two countries (Chad and Guinea Bissau) the most recent data available 
are for'end-1980. 



Table 2. External Payments Arrears, ,by Type of Payments, 1980-82 

(In per cent of total arrears) }J 

1980 1981 1982 
External debt External debt External debt 

Import Invisible service payments Import Invisible service payments Import Invisible service payments 
payments payments J:./ Interest Capital, payments payments·'!:./ Interest Capital payments Bayments '!:} Interest Capital 

Argentina 50 5 45 
Benin 21 79 21 79 
Bolivia 28 72 42 58 45 55 
Central African Rep. 23 77 22 78 23 77 
Congo 31 69 6 94 100 
Costa Rica 100 44 23 33 24 40 36 
El Salvador 80 10 4 6 68 32 75 25 
The Gambia 86. 14 83 17 84 16 
Ghana 40 44 3 13 55 34 3 8 59 31 2 8 
Guinea 7 25 68 22 78 15 85. 
Guyana 100 3/ ... ' 100 3/ 88 6 6 
Haiti 66 Jj 34 86 14 
Honduras 100 36 3/ 64 
Jamaica 66 3/ 34 4/ 66 3/ 14 34 !:J 
Maaagascat '68' 32- -9--!!- - - ••• ·-- - .-.-.- - 28 - -. -.-.. . ~ .-.-. ~ -
Mali 42 32 25 1 32 37 3 28 25 44 3 
Mauritania 20 80 45 !:J 55 
Nicaragua 24 76 36 64 
Romania 50 6 44 'ii/. 
Senegal 100 4/ 100 4/ 
Sierra Leone 91 3/ 1 8 74 3/ 3 4/ 23 59 ~./ 5 4/ 36 
Somalia 13 87 22 78 
Sudan 100 !t_/ 35 16 !:J 49 28 17 -- '!.I 55 
Tanzania 941/ 6 86 3/ 14 88 3/ 12 
Togo 3I 4/ 69 20 4/ 80 21 !:./ 79 
Turkey 97 3/ 3 4/ 100 3/ 
Uganda 40 60'!_/ 14 86 4/ 14 ~./ 86 4/ 
Viet Nam 13 87 13 87 
Zaire 90 6 1 3 651/ 12 4/ 23 
Zambia 57 43 53 47 38 47 5 10 

Sources: Country authorities; and staff estimates. 

1/ Table. does not show data on all countries appearing in Table 1, because data on some countries do not exist or are not reliable, For 1982 
the latest available data are shown. 

2/ Excludes interest payments on external debt. 
3/ Includes· invisible payments (excluding interest payments on external debt)• 
!J Includes principal, 

(j\ 
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remain overstated to the extent that applicants for foreign exchange have 
alraady satisfied their needs for foreign exchange by purchases in parallel 
markets, while deficiencies in reporting procedures may have led to under~ 
statement in other instances. 1/ The staff is continuing its efforts to 
ensure accurate and comprehensive information in thi~ area. 

The broad breakdown of payments arrears bet!een import and invisible 
payments (excluding interest payments) and debt service payments (including 
interest payments) in 1982 is available for 20 .countries. In 1 of these 
countries' payments arrears existed with respect to import and invisible 
payments only (The Gambia), and in 6 countries,. with.respect to debt service 
payments only (Bolivia, Central African Republic, Congo, Guinea, Togo, and 
Viet Nam). In the latter group of countries, separate data on payments 
arrears o.n amortization and interest payments are available in all countries. 
In 9 countries (Argentina, Costa Rica, El Salvador, Ghana, Guyana, Haiti, 
Mali, Sudan, and Zambia) in which payments arrears were maintained with 
respect to both. import and invisible payments and debt service payments, the· 
breakdown of arrears on payments between imports and invisibles and those on 
aebt service payments between amortization and interest is available. 

Information on payments arrears by category of payment was available 
for Benin, Jamaica, Mauritania, Nicaragua, Romania, and Somalia at the 
end of 1981, but similar information is not available for 1982, except for 
Jamaica and Somalia which eliminated payments arrears. Among the countries 
for which information is available for 1981 and 1982, the category of pay
ments arrears changed in three countries in 1982. In 1981 Guyana incurred. 
payments arrears with respect to import and invisible payments only and · 
Honduras incurred payments arrears only with respect to debt service pay-
ments; in 1982, however, payments arrears emerged with respect to both 
import and invisible payments and debt service payments in these countries. . . . 

Available information indicates that, despite considerable variation 
from country to country, the ratio of total arrears on import and invisible 
payments to total arrears on capital payments for the membership has remained 
quite stable. Unweighted, the ratio is approximately one half; weighted by 
the size of each member's arrears, approximately two thirds to three quarters 
of arrears are with respect to import and, invisibles payments (excluding 
interest payments on debt). A related development concerns the emergence in 
Costa Rica of arrears on interest payments on government bonds. Generally 
speaking, while there have been many instances of payments arrears in the. 
international banking market, arrears with respect to government securities 
issued in the international capital market have been avoided. 

1/ Overstatement may also occur when a moratorium. is declared at the 
creditors' instigation during the course of rescheduling discussions, while 
at the same time payments are made into an escrow account to be released 
upon successful completion of the discussions. 
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2. Arrears reduction 
I 

I 
As mentioned above,· during the first three quarters of 1982, 7 coun-

tries reduced payments arrears (Coil.go, El Salvador, The Gambia, Guinea, Mali, 
Nicaragua, and Uganda) and 4 countties eliminated payments arrears (Jamaica, 
Senegal, Somalia, and Turkey). of;the 4 countries which eliminated payments 
arrears, only Senegal did so entirely by cash payments. Somalia eliminated 
payments arrears by a combination 0f cash payments and rescheduling, but 
the separate data for each are notiavailable. Amongst the 7 countries which 
reduced payments arrears, Congo, The Gambia and El Salvador did so entirely 
by cash payments. Mali reduced its payments arrears up to June 1982 by cash 
payments, and further reductions are expected to be made during the rest of 
the year involving both cash paymehts and rescheduling. Uganda also reduced 
payments arrears by cash payments ,jind resc·heduling in 1982. As of March 
1982, Nicaragua had reduced payments arrears by SDR 35 million through 

I 

rescheduling outside the Paris Clu~ framework. The cash payment portion of 
payments arrears reduction of Uganda was considerably higher; at least one 

' half of the planned reduction in p~yments arrears during July-December 1982 
(as agreed under the stand-by arraµgement) is expected to be effected by 
cash payments. Overall, excluding' the 90- and 120-day postponements for 
Mexico, both the reductions in arr~ars and the rescheduling to date in 1982 
have been on a considerably smaller scale than in the preceding several 
years. 

IV. Implementation of Fund Policies 

1. Treatment in programs accompanying use of Fund resources 

As of end-November 1982, stand-by or extended arrangements were in 
effect for the following 16 countries maintaining payments arrears at the 
time the programs were introduced (Table 3): Costa Rica, El Salvador, The 
Gambia, Haiti, Honduras, Jamaica, Liberia, Madagascar, Mali, Romania, 
Senegal, Somalia, Sudan, Togo, Turkey, and Uganda. In all of these arrange
ments, payments arrears were subjeyt to performance criteria, as noted in 
EBS/82/57. All arrangements included, as a performance criterion, the 
standard clause stating that new e~change restrictions will not be intro
duced, or existing ones intensified. All programs also included, as an 
additional performance criterion, the undertaking that existing payments 
arrears would be eliminated or reduced during, or by the end of, the program 
period in accordance with a schedule. 

In formulating the targets for the reduction of payments arrears during 
the program period, the staff took into account the amount of payments arrears 
that had been rescheduled, or was expected to be rescheduled, as well as the 
projecte·d change in the level of official gross· international reserves during 
the program period. Elimination of payments arrears by or before the .end of 
the program period was provided fo~ in the stand-by arrangements with Haiti, 
Honduras, Liberia, Romania, Senegal, Somalia, Togo, and Turkey and in the 
extended arrangement with Jamaica. In the arrangements that did not specify 
a target for the reduction of payments arrears during the program period as 



Country 

Cos ta Rica 

El Salvador• 

Gambia 

Haiti* 

Honduras 

Jamaica 

Liberia 

Madagascar* 

Mali* 

Romania 

Senegal 

,· 
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Table 3. Trea~~ent 0f Payments Arrears Under Stand-by or EFF Arrangements 
in Effect in NovE'mber 19821/ 

Total 
i:imount Ratio of targeted 

Type of of payments Targeted amt. of payments arrears Ratio of targeted 
arrange- arrears out- Lim! t on pay- payments arrears reduction to payments arrears re-
ment, effec- standing at ments arrears reduction total arrears duction to drawing 
tive date, time of ;,r•,- specified 3/ During First year ·During First year During Fi rs t year 
amount, 2/ gram form- During First year program of program progralD of program program of program 
per cent ulation program of program period period period period period 4/ period 5/ 
of quota (SDR million) period period (SDR million) ~er cent) (In per cent) 

EFF, 6/17/81, 222 83 !JY 38 !_/'§_I 90 
SDR 276.75 m. 
450% 

1 yr., SB 76 19 J..I 25 58 9/ 
7 /16/82 
SDR 43 m. 
66.7% 

l yr.,SH 18 2 10/ 11 25 10/ 
2/22/82 
SDR 16.9 m. 
125% 

14 mths., SB 18 18 100 52 
8/9/82, 
SDR 34.5 m. 
100% 

13 mths., SB 75 75 100 98 
11/5/82 
SOR 76.5 m. 
l.50% 

EFF, 4/13/81 103 68 8/ 66 8/ 38 
SDR 477.7 m. (17) 11/ (17) -12/ ( 100)12/ (15)2,l/ 
430% 

14 mths., SB 9 9'§_/ 100 ~./ 16 '§_/ 
8/26/81, SDR 55m. 
99.1% 

1 yr. I SB 145 yes 49 '§_/12/ 34 '§_/12/ 240 '§_/12/ 
7/9/82, SDR 51m. 
100% 

1 yr.' SB 54 35 65 115 
5/24/82 
SDR 30.4 m. 
75% 

3 yr. I SB 982 14/ 982 12/15/ 100 _!l/15/ 42 12/16/ 
6/15/81 
SDR 1102.5 m. 
300% 

l yr., SB 9 9'§_/ 100 8/ 14 
9/11/81 
SDR 63 m. 
100% 

Rescheduling 
of payments 

arrears 
Limit/reduction of planned 
payments arrears or in· pro-
as a performance gress at Counter-

criterion time of part 
During First year program deposit 
program of program negotia- require-
period period tion ment 6/ 

Yes Yes No ·Yes 

Yes No No 

Yes No Y"s 

Ye9 No· No 

Yes Yes Yes 

Yes Yes No Yes 

Yes Yes 13/ No 

Yes Yes 12/ Yes No 

Yes Yes No 

Yes YeS _lio 

Yes Yes No 



Country 

Somalia* 

Sud:111 

Togo 

Turkey 

_Uganda* 

Table l (concluded). Treatment of Payments Arrears Under Stand-by or EFF Arrangements 
in Effect in November 1982 y 

Type of 

Total 
amount 
of payments 

arrange- arrears out-
ment, effec- standing at 
ttve date, time of pro-
amount, 2/ gram form-
per cent- ulatio/i 
of quota (SDR a{HHon) 

18 mth.!., Sil 7 
7/12/82, SDR 60m. 
173. 9% 

1 yr., SB 
'2/22/f\2 
SOR 198 m. 
150% 

2 yr., SB 
2/13/81 
SDR 47,5 m. 
t66. 7% 

3 yr., SB 

6/18/80 
SOR 1,250 m. 
62~% 

l yr., SB 
8/11/82 
SDR 112.5 m. 
150% 

1,505 18/ 

39 

1,810 
(0)20/ 

113 

Targeted amt. of 
Limit on pay- payments arrears 
ments arrears reduction 

-::---ra_p~e_c~i~f
7

i_e~d_3~/~ During First year 
During First year program of program 
program of program period period 
period period (SDR million) 

yes 7 }!) 

yes 19/ 

39 §/ 20 y 

Yes 1,810 
( ••• )20/ ( ••• )20/ (0)20/ ( ... )20/ 

10 :E;_/ 

Ratio of targeted 
payments arrears 
reduction to 

total arrears 
During First year 
program of program 
period period 

(In per cent) 

100 }!_/ 

100 y 

100 
(0)20/( ••• )20/ 

9 :E;_I 

Ratio of targeted Limit/reduction of 
payments arrears re- payments arrears 
duction to drawing as a performance 
During First year .,,........., .... c .... r .... 1_te,,.,.ri .... o .... n"---
program of program During First year 
period 4/ period 5/ program of program. 

(In per cent) period period 

Yea 

Yes 

Yea Yes 

145 Yes Yes 
(0).!!!_/( •• ,)20/ (Yes)20/( ••• )20/ 

27 Yes 

arrears 
planned 
or in pro-
gress at Counter-
time of part 
program deposit 
negotia- require-
tion ment 6/ 

Yes No 

Yes 

Na No 

Yes No 
(Yes)20/ (No)20/ 

Yes Yes 

1/ Includes iro>perative arrangements. countries with asterisk entered into stand-by or EFF arrangements etnce the issuance of Ext~rnal Payments Arrears 
oCFund ,!embers 1980-81 (EBS/82/57, 3/31/82), i.e., since April l, 1982. 

2/ Ortglnal amount; augmented emnunt included only in cases where it wae stated in the relevant Board paper in anticip11tton of co,ning into operation of 
thu Enlarged Access Polley. 

3/ The standar~ clause on introduction and intensification of exchange restrictions also applies to the incurrence of ne"' payments "rrcars. The aru. .. er 
to-the queatlon th~refore indicates only cases where a llmit (i.e., freeze) on outstanding payments arrears is spectflcally provided for in the progra.,. 

4/ Rattu of payments arrears reduc·tion specified for the program period to total amount of arrangement. 
5/ Ratio of payments arrears reduction during the first year of program period to dra1o1ings during the first y .. ar of program perlod, unless otherwise 

stilted.. , 
6/ One hundred per cent unless otherwise indicated. 
7/ Calendar 1981. 
8/ Through cash, payments a nly. 
9/ Calendar 19R2. 

10/ Flrst four months of the progra,a period. 
11/ Amount outstanding at the beginning of the second year of the EFF arrangement (April 1, 1982). 
IT/ Dur lng calenda·r 1982. 
13/ Letter of intent indicates that, no later than May 31, 1982, external arrear.• shall be fully paid off or rHschet!uldd. 
14/ Payments arrears emerged after the conclusion of the qtand-by arrangement. Informatlon on the treatment of payments arrear, therefore refers to the 

second-year program under the stand-by arrangement. 
15/ Second year of the program pertod (see footnote 14/). 
16/ Inclsdes amounts undrawn in 1982 and can be dra>1nonly after the completion of a review by tl1e Fund of reachedul Ing of payments arrears in progress. 
IT/ Projected figure up to June 1982, 
18/ Includes ,inly payments arrears owed to Paris Club members. 
19/ With respect to debt which has been rescheduled. 
20/ July 1982 (b~ginnlng of third year program). 
21/ July-December 1982. 
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a whole (Costa Rica and Madagascar), a target for the first year of the 
arrangement (or first six months in the case of a one-year stand-by arrange
ment) was specified, and further reductions of payments arrears in the course 
of periodic reviews of the program were specified as a performance criterion 
for subsequent phased drawings. Under one multi-year arrangement (a three
year stand-by arrangement with Romania), elimination of payments arrears 
was specified before the end of the program period. In the cases of the 
stand-by arrangements with El Salvador, The Gambia, Madagascar, Mali, and 
Uganda, a partial reduction in outstanding payments arrears during the 
program pertod was specified. Jamaica's extended arrangement incorporated 
a reduction in outstanding payments arrears during the first year of the 
program and elimination before the end of the second program year. 

The amount of targeted reductions of payments arrears varied consider
ably from country to country, depending·on the balance of payments outlook 
and prospects for rescheduling. The ratio of targeted payments arrears 
reduction to total payments arrears was relatively low in El Salvador 
(25 per cent), The Gambia (11 per cent), and Uganda (9 per cent). In other 
countries, the targeted reductions exceeded one third of the outstanding 
totals. To facilitate orderly reductions of payments arrears, full counter
part deposit requirements .in domest.ic currency were in force in five coun
tries (Costa Rica, The Gambia, Honduras, Jamaica, and Uganda). In all of 
these instances, the institution of these deposit requirements took place in 
the context of negotiations for the use of the Fund's resources. In Costa 
Rica and Honduras the monetary authorities assumed the obligations involving 
arrears. 

As of end-November 1982, three countries mainta.ining payments arrears 
that had an arrangement with the Fund for use of resources were unable 
to draw because of the nonobservance of some of the performance criteria, 
including that relating to payments arrears. Under the extended arrange
ment which was approved in June 1981, Costa Rica undertook to reduce 
payments arrears by at least SDR 83 million by the end of 1981; this per
fonnance criterion was not observed. 1/ The perfor:nance criterion regarding 
payments arrears in the stand-by arrangement with Sudan, which entered into 
force in February 1982, provided that no payments arrears would be accumu
lated in res pee t of rescheduled payments arrears. By the end of March 1982, 
Sudan incurred payments arrears on previously rascheduled payments arrears 
estimated at SDR 95 mill ion, and the amount of payments arrears is known to 
have increased since. Under the two-year stand-by arrangement, approved on 
February 13, 1981, Togo undertook to reduce government pa~nents arr.ears 
through cash payments in accordance with an agreed schedule dur.ing 1981, and 
drawings during the second year of the stand-by arrangement were contingent 
on reaching understandings with the Fund before January 31, 1982 on the 
schedule of payments arrears reduction during 1982. Following the initial 
purchase (March 11, 1981), the arrangement hecame inoperative because there 
was a substantial accumulation of arrears rather than a reduction. The 

1/ Subsequently, on December 22, 1982 the Zxecutive Board approved a one
year stand-by arrangement (EBS/82/213, 11/29/82). 
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Paris Club rescheduling for 1982 did not take place because the condition 
for the rescheduling that the authorities reach understandings with the 
Fund before January 31, 1982 on policies for 1982 (including arrears reduc
tion) was no t met. 

In the context of financial programs it has also been necessary to 
take into account reductions in arrears resulting from rescheduling agree
ments, both multilateral and bilateral. In several instances of stand-by 
or extended arrangements in effect as of end-November 1982, the targets 
for reducing arrears specified cash payments only (Costa Rica, Jamaica, 
Liberia, Madagascar, Senegal, and Togo) or, alternatively, the reduction 
targets referred solely to rescheduled amounts (Sudan). In the other 
instances (El Salvador, The Gambia, Haiti, Mali, Somalia, and Uganda), the 
means by which the arrears were to be reduced (cash payment or rescheduling) 
was not specified, so that either fonn of reduction would be counted toward 
the target. In none of the programs did the targets specify amounts of 
arrears to be reduced by rescheduling, as this has been considered to be a 
matter to be decided by the creditor groups concerned. However, given that 
the scale of rescheduling is an important variable in the formulation of a 
program--having implications for both domestic and external -:najor target 
variables--it has been considered useful, for the purpose of establishing 
the member's right to purchase from the Fund or the need for program review, 
to have perfo nuance under the program contingent on the successful conclus .ion 
by debtor and creditors of a general agreement on rescheduling. The con
tingency has generally been implicit, with some amount of rescheduling being 
necessary, in attainment of the arrears perfonnance criterion. This approach 
has been found to be particularly useful where: (1) some doubts exist regard
ing the likely outcome of negotiation; and (2) the amounts involved are large 
enough to have substantive implications (outside normal margins of error) 
for general performance under the program. 

A secondary consideration in such circumstances relates to the point 
in the process of obtaining agreement, in the Paris Club or in other multi
lateral fora, at which the arrears may be considered to be eliminated. As 
a practical matter, general agreement between the debtor and representative 
creditors establishing new contractual obligations has been considered 
sufficient to warrant treatment of arrears as having been elimihated. In 
other instances in which a bilateral ratification of these agreements does 
not subsequently take place, these are 1nost appropriately dealt with on the 
merits of the particular situation. It has not been considered desirable, 
however, to treat indefinite and temporary postponements or moratoria which 
do not establish new contractual arrangements and a due date with some pre
cision as constituting elimination of arrears, for the reasons that they are 
subject to reversal, and that the basic economic problem arising from the 
"old" maturity structure of payments due has not been resolved. Such transi
tional at"rangements, however, have been reflected in the phasing of the 
performanct, criteria. 

" .. 
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2. Policies under the Fund's Article VIII 

External payments arrears incurred or maintained by member countries 
constitute an exchange restriction subject to approval under Article VIII of 
the Fund's Articles. 1/ The established policy under Article VIII is that, 
following determination that payments arrears maintained by the member con
stitute an ex.change restriction within the meaning of that Article, approval 
for the maintenance of the restriction is granted only when a satisfactory 
program for elimination is in place. Further:nore, approval, when granted, 
is for a temporary period normally with a fixed terminal date. 

The present approval status of payments arrears maintained by Fund 
members is summarlzed in Table 4. The existence of payments arrears as an 
exchange restriction was noted in all of the staff reports for the relevant 
Article IV consultations or on requests for the use of Fund resources. In 
the Executive Board decisions relating to their maintenance as an exchange 
restriction, approval was granted in 11 instances during 1980-82-"'.:all on a 
temporary basis with a terminal date--and, with the exception of one case 
(The Gambia), approval was granted on the,basis of a program which incorpo
rated a reduction in payments arrears as a performance criterion. 2/ In 
all instances of approval involving members with stand-by or extended 
c1rrangements in effect in November 1982, the performance criterion with 
respect to payments arrears required a substantial reduction during the first 
year· of the program. In 14 cases where the payments arrears were recognized 
a,s. constituting an exchange restriction involving current payments, approval 
was not proposed by the staff normally because of the lack of a meaningful · 
program to reduce the, level of payments arrears or the programmed reduction 
was considered inadequate. A substantial reduction in the level of payments 
arrears has therefore been a prerequisite for approval by the Executive Board 
under Article VIII of the Fund's Articles. In no instances has approval for 
the maintenance of payments arrears been granted for members which had entered 
into a standby or an extended arrangement and where the arrangement had become 
inoperative due to the nonobservance of a performance criterion, including 
. that; relating to payments arrears. 

v. Summary 

External payments arrears and defaults are incurred, generally_speaking, 
when other measures to correct an unsustainable balance of payments position 
have riot been adopted soon enough, or are of insufficient strength. Other 
possible measures aimed· at keeping payments current include the imposition of 
exchange and trade restrictions as tempora'.ry expedients, while rescheduling 
of the obligations takes place and addi ti.anal adjustment 1neasures are brought 

1/ See footnote 1/, page 1. 
2/ The Gambia's payments arrears were approved on a temporary basis while 

the negotiation of a program was in progress. Shortly afterwards, The Gambia 
entered into a one~year stand-by arrangement that included a phased reduction 
of payments arrears. 
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Table 4. Treatment of Payments Arrears In Executive Board Decisions, 1980-1982 1/ 

Fund approval 2/ 
Year of Executive 

Board consideration 
of exchange system 

Recognition of at time of 
payments arrears as Executive Board 
exchange restriction consideration 

Argentina 3/ 
Benin -
Bolivia 3/ 
Chad 
Comoros 

1982 
1981 
1982 
1979 
1981 
1982 
1982 
1981 
1982 
1981 
1980 
1981 
1979 
1982 
1981 
1982 
1981 
1981 
1982 
1981 
1980 
1981 
1982 
1982 
1981 
1982 
1982 
1981 
1982 
1980 
1982 
1980 
1982 
1981 

No 4/ 
No 5/ 
Yes- No 6/ 

Congo, People's Republic 
Costa Rica 3/ 
Dominican R;public 3/ 

No 5/ 
No 4/ 
No 5/ 
Yes- Yes 7 

No 
El Salvador 3/ -

Yes 
Yes 
Yes 
Yes 
Yes 
Yes 
Yes 
Yes 
Yes 
Yes 
Yes 
Yes 
No 5/ 
Yes-

Yes 7/ 
Gambia Yes 7/ 
Ghana No 
Guinea No 
Guinea-Bissau No 

No 
Yes 7/ 
No 

\ Guyana 3/ 
Haiti 3/ 
Honduras 3/ 
Jamaica 37 
Liberia -
Madagascar 
Mali 
Mauritania 
Nicaragua 3/ 
Romania -
Sierra Leone 
Somalia 

Yes 7 / 
Yes 7/ 
Yes 7/ 

Sudan 
Tanzania 
Togo 
Turkey 
Uganda 
Viet Nam 
Western Samoa 
Zaire 

Yes 
Yes 
Yes 
Yes 
Yes 
Yes 
No 5/ 
Yes 
Yes 
Yes 
No 8/ 
Yes-

No 
No 
Yes 7/ 
No 
No 
No 
No 

No 
Yes 7/ 
No 

Yes 7/ 
Zambia Yes Yes 7/ 

Sources: Staff reports for Article IV consultation discussions or Executive Board 
papers dealing with payments arrears of countries concerned. 

1/ Refers to the most recent year of Article IV consultation decisions or special 
Executive Board papers dealing with payments arrears when the country was known to 
have had payments arrears during the period through November 30, 1982. In instances 

· in which Executive Board decisions were not adopted since 1980, the record of the most 
recent decision is shown. All recent approvals shown in the table, with the exception 
of one case, were granted under the Article IV consultation decisions or special 
Executive Board decisions. 

2/ No members maintained external payments arrears under the provisions of 
Article XIV of the Fund's Articles. 

3/ Member has assumed obligations under Article VIII of the Fund's Articles of 
Agreement. 

4/ Payments arrears emerged after the conclusion of the Article IV consultation. 
5/ Payments arrears were treated as defaults and were therefore not considered to 

constitute an exchange restriction subject to Article VIII. 
6/ Proposed treatment; Executive Board discussion had not yet taken place as of 

November 30, 1982, 
7 / Approval was granted on a temporary basis (with a terminal date). 
8/ Payments arrears were known to exist after the conclusion of the 

Article IV Consul tat ion. 
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to bear. The problems posed by external payments arrears have intensified 
sharply i.n 1982. Not only have aggregate arrears nearly trebled in a short 
period, but there has been an increasing tendency for relatively more 
developed economies to incur arrears as these have tended to gravitate from 
the African region to Eastern Europe ·and Latin America. An increase in 
arrears raises the riskiness of international lending. One consequence is 
that countries in arrears are accorded reduced access to international 
capital markets. A second consequence is that the cost of international 
credit becomes higher than would otherwise·be the case for most borrowers~ 

Performance criteria for the elimination or substantial reduction of 
external payments arrears constitute an important element of Fund progt'ams 
with· countries in arrears. Being rl:i.rected toward the normalization of 

. creditor relations and 'thus "unlocking" credits, Fund resources, in the con
text of meaningful adjustment. programs, play an important role in restoring 
the member's access to international credits at a sustainable level of real 
resource inflows, Where there is no program in effect with the Fund, the 
incurrence of arrears and related policies have been subject to careful 
scrutiny .in the context of Article IV consultations with the Fund. In many 
instances, a counterpart deposit requirement not only will demonstrate 
the authorities' determinat.ion to reduce and eventually eliminate payments 
arrears, but also will facilitate the process of payments arrears reduction 
in an orderly manner. In this connection, it may be noted that a number of 
existing stand-by or extended facility programs provide for the counterpart 
deposit requirement; the staff .is continuing its efforts in thi.s area, and 
several recently formulated programs have included such a provision. 

In view of the disorderly nature of this form of exchange restriction 
which makes it particularly undesirable, the staff has consistently followed 
the practice of not recommending approval for the maintenance of arrears 
with respect to curr~nt international pa~nents under Article VIII of the 
Fund's Articles except when a satisfactory program for their elimination has 
been in place. Such a program may .be in support of the use of Fund resources 
by the member or, in instances in which use of Fund n!sources is not appro
priate~ the schedule for elimination may be incorporated in the framework of· 
policy discuss ions with the member at the time of its Article IV consul tat ion 
w.ith the Fund. 

In a number of instances, arrears of members have represented defaults 
by governments participating in common central bank arrangements that resulted 
from the government's inability to obtain domestic currency with which to 
purchase needed foreign exchange from the common central bank, Although the 
distinction between these and other such arrears is relevant for the purpose 
of Articles VIII and XIV, in the context of the Fund's policies relating to 
consultation under Article IV, defaults and other fonns of arrears involving 
current and capital payments are viewed as having the same broad macroeconomic 
character and consequences, and are therefore treated in the same manner. 

The staff has been continuing its efforts to improve the quality of the 
data on payments arrears incurred by member cduntries, and some improvements 
have been evident. However, in a number· of countries the quality of data 
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relating to payments arrears is still poor, not only with respect to the 
total amount but also with respect to the type of payments arrears. If 
programs for the reduction of payments arrears are _to contribute to a 
country's balance of payments and adjustment process, they must be based 
on sound and comprehensive information regarding the profiles of payments 
arrears and be coordinated with external debt and reserve management. 

Payments arrears involve continuous flows of exchange transactions, 
so that their restrictiveness may change frequently. However, the data 
on external payments arrears are available for most countries on a lagged 
basis only. Timely information on rescheduling of arrears and flows of 
cash payments would pennit the estimation of arrears changes, but these 
data (particularly the cash payments) are also incomplete. The improve
ments in the quality of information being sought in this area are important 
far monitoring the progress being made in the liberalization of arrears. 

'f ·· · c·· • ' 



Table I, Payments Delayed and Deferred by Non-Oil Developing 
Countries, in Relation to Imports and Debt, 1975-82 

a. Arrears 

b. Rescheduling 1/ 

c, Cumulative net amounts 
due and rescheduled 2/ 

d. Imports of non-oil 
developing countries 

e. Outstanding public and 
publicly-guaranteed 
debt of non-oil de
veloping countries 

Memorandum items: 
a/d 
ale 
b/d 
b/e 
(a+ c)/d 
(a+ c)/e 

1975 

990 

458 

4,494 

1976 

2,037 

386 

4,680 

1977 1978 1979 1980 

(In millions of U.S. dollars) 

6,244 

534 

4,705 

6,500 

2,782 

7,139 

7,338 

5,765 

13, 708 

6,783 

4,905 

18,155 

1981 

7,135 

2,232 

19,864 

1982 

19,851 

6,100 

34,162 1./ 

153,000 160,400 191,900 227,800 298,000 387,700 402,100 426,100 

146,800 181,400 221,800 276,400 324,400 375,400 436,900 505,200 

(In per cent) 

0.6 
0.7 
0.3 
0.3 
3.6 
3.7 

1.3 
l.l 
0.3 
0.2 
4.2 
3.7 

3.3 
2.8 
0.3 
0.2 
5.7 
4.9 

2.9 
2.4 
1. 2 
LO 
6.0 
4.9 

2,5 
2.3 
1.9 
1.8 
7,1 
6,5 

1.8 
1.8 
1.3 
1.3 
6.4 
6.4 

1.8 
1.6 
0.6 
0,5 
6.7 
'6 .2 

4.7 
3.9 
1.4 
1.2 

12.7 
10.7 

Sources: IBRD, World Debt Tables; OECD, External Debt of Developing Countries; It1F, IFS; and 
staff estimates. 

l / Amounts rescheduled in each year are with respect to ODA countries and major private c red ito rs. 
2/ Arrears and outstanding amounts rescheduled, net of estimated payments in respect of rescheduled 

amounts. 
3/ Includes Mexican p1,1blic sector and nationalized bank debt subject to. 90-day rollover from 

August 23, 1982 (r.ecently extended by 120 days). 
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Office Memorandum 
The Managing Director 

TO The Deputy Managing Director DATE: January 4, 1983 

FROM C. David Finch .,l() 

SUBJECT External Payments Arrears of Fund Members, 1981-82 

A draft paper On the .. abovementioned subject has bt.n prepared 
for information of the.Executive Board. The·paperresponds to the request, 
made by a number of Directors at the time of the Board's 1980 review of 
the Fund's policies and procedures in this area, that information on pay
ments arrears would be compiled and·circulated regularly with the. aim·also 
of improving the consistency and comprehensiveness of this important data. 
The -present paper, which covers the period through the third quarter of 
1982, updates a paper issued earlier this year (EBS/82/57, 3/31/82) ·that 
dealt with the period through the third quarter of 1981. The paper . 
represents a bringing together, with the assistance of the area departments, 
of comprehensive material on arrears availablewithin· the Fund at this time. 
It has been cleared with the area, Legal, and Research Departments. 

In summary, the paper reviews the avai+able information on Fund 
members' arrears and their relationships with other means of deferring 
payments obligations, particularly rescheduling; examines steps taken by 
member countries to identify and eliminate this particularly damaging form 
of irregularity in their international r'elations; .and places these issµes 
in the context of the Fund's policies in the use of its resources, and also 
under Articl~ VIII, given that arrears usually represent an exchange 
restriction within the Fund's jurisdiction. A point brought out by the 
paper is that performance criteria for the reduction of known arrears have 
been incorporated in all Fund programs now in effect with such members . 

For your approval please. 

Attachment 

cc: Heads of Departments: 
AFR, ASD, EUR, LEG, MED, RES, WHD 
Mr. Carter 
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INTE RN ATIO NAL MONETARY FUND 

WASHINGTON, D. C. 20431 i. k~ ~c.. -

rt.~ 
MANAGING DIRECTOR 

CABLE ADDRESS 
INTERFUND 

November 20, 1982 

Dear Mr. du Couedic: 

' Thank you for your letter of October 19, 1982 informing me of the 
difficulties the International Electrotechnical Commission is 
experiencing due to delayed payments of contributions by some of its 
members. I share your concern about delays in international payments, ~ 
a problem which the Fund, in its contacts with member governments, 
regards as a serious impediment to orderly international relations. 
The Fund has a jurisdictional function in such matters where the 
payments arrears are the result of governmental action to restrict the 
availability of foreign exchange. Through its close contacts with 
members, especially when providing financial assistance to them, the 
Fund has been helping them to formulate policies to reduce and eventually 
eliminate payments arrears on an orderly and nondiscriminatory basis. 
However, with the continuing difficult economic circumstances and the 
large balance of payments deficits of the developing countries, it is 
likely that some countries will require a considerable period of time before 
they can eliminate their payments arrears. 

While the Fund has an active role in regard. to the elimination of 
payments arrears, it is important for the Fund to avoid any action 
that would be viewed as favoring one creditor or group of creditors. 
With this in mind, may I suggest that the !EC .take the matter up directly 
with the governments of those countries, where the national members are 
in payments arrears. We would, however, welcome information from the IEC 
on arrears in payments due to it from country units of Fund members. This 
information may be useful to us in dealing with the general problem of 
payments arrears. 

Mr. Michel du Couedic 
Secretary 
French Electrotechnical Committee 
12, Place des Etats-U.nis 
75783 Paris CEDEX 16 
France. 

Sincerely, 

J. de Larosiere 



TO The Managing Director 

~ . Bf 9 111 /):_?~ 
DATE, November 8, 1982 

FROM C. David Finch .w 
SUBJECT : Arrears in Contributions to International Electrotechnical 

Commission: Response to Mr. Couedic's letter 

Attached for your approval is a letter from you to Mr. Couedic, the 
Secretary of the French Electrotechnical Committee. It responds to his enquiries 
concerning assistance from the Fund in ensuring the collection of overdue con
tributions from certain members of the International Electrotechnical Commission 
(IEC). The IEC is an international association of 44 national private and semi
governmental organizations (one per country) that was founded in 1966 with the 
aim of promoting international cooperation on all questions of electric and elec
tronic standards. It is registered in Switzerland and headquartered in Geneva. 

The questions raised by Mr. du Couedic are of obvious concern to the 
Fund, although the Fund's jurisdiction is involved ~n the arrears only insofar 
as they are due to delays and other restrictions imposed by countries on the 
making available of foreign exchange for payments and transfers for current 
international transactions. The po.int is made explicitly in the letter. Despite 
our interest in these matters, however, the status of the IEC as a voluntary 
private organization---itrecludes any ~~~1 dialogu~ with th~ Fund. This w:>uld be 
fully consistent with the Fund's general approach in Its dealings with nonoffi
cial or nongovernmental entities--in particular, with the approach taken to 
similar representations to you in 1979 by the International Air Transport 
Association concerning payments delays. Nevertheless, the IEC may well have 
information pertaining to delays .and other restrictions in individual Fund member 
countries that is not available to the Fund from other sources. Mr. du Couedic 
may be assured that such information could be helpful in assisting the Fund in 
implementing its general policies regarding the reduction and eventual elimina
tion of arrears in member countries. 

This has been cleared with Legal Department. 

Attachment 

cc: Deputy Managing Director, LEG, EUR, Mr. Carter 



Mr. Jacques de Larosiere 
Managing Director 
International Monetary Fund 
Washington, DC 20431 
u.s.A. 

Sir: 

SEC-82/4749 
Translated by I. Raynsford 
Reviewed by M. T. Iordanow 
480609 

Paris, October 19, 1982 

I hope that the friendship shared by our daughters is a sufficient 
basis for me to request a service or advice of a professional nature. 

I am Secretary of the French. Electrotechnical Committee, a 1901 . 
association, which is the French member of the International Electrotechnical 
Commission (IEC), with.headquarters in Geneva. The IEC, whose aim is 
to promote international standardization, exerts considerable influence 
over developments with respect to trade in electrical and electronic 
equipment. 

Because of the international crisis, the IEC is at present faced 
with financial difficulties (a deficit amounting to Swil; 469,000 in 1981 ). 
To a considerable degree these difficulties stem from delayed payments of 
contributions by certain of its members (private or semigovernmental 
organizations)--in particular those most seriously affected by the crisis. 

As these countries are doubtless those receiving the greatest amount 
of assistance from the International Monetary Fund, it occurred to me that 
some encouragement from the IMF might be an effective means of ensuring 
the collection of these overdue contributions. 

If you see any possibility for such action or any other means of 
improving the financial situation of an international organization affected 
by the present crisis, I should be most ~ateful if you could let me know. 
Once I hear from you, I will inform the yEC Treasurer, who, at the present 
time, is a French national. 

Michel du Couedic 
Secretary 
French Electrotechnical Committee 
12, place des Etats-Unis 
75783 PARIS CEDEX 16 

Very truly yours, 

/s/ 

Michel du Couedic 
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ORIG: 
CC: 

480609 

EXR 
MD ,,,.. 
DMD 
EUR 
MR.N.CARTER 

Cher Monsieur, 

4 8 0 6 r. D 

PARIS, le 19 octobre ~~ f ~ 
( /l~ · P_ J';'~ . .;;~ 

7l v -- vl" /_ -~"~ ~ ·, - , ,,.,. ,;' ,/ . 
,.. ~ ... 

Monsieur Jacques de LAROSI~.,.,,.-.,,.r' 
Directeur General du ;.., 'f ti 
Fonds Monetaire International (\-,-
WASHINGTON, DC 20431 ,./J 
Etats-Unis ~ • 

' Permettez moi de me recom.mander de l'amitie qui unit no~ filies pour vous 
demander un service ou un conseil, de caractere professionnel . 

Je suis secretaire du Comite Electro.technique Frangais, une association 
1901, qui est lemembre frangais de la Commission Electrotechnique Internationale 
(CEI) dont le sieg·e est a Geneve . La CEI, qui a pour vocation la normalisation 
internationale, a une influence certaine sur le developpement des echanges com.mer
ciaux de materiels electriques . 

La CEI est actuellement confrontee a des difficultes financieres, dues a 
la crise mondiale (deficit de 469.000 Fr.S . en 1981). Ces difficultes proviennent 
pour une part importante de retards dans le paiement de cotisations de certains de 
ses membres (organismes prives ou paragouvernementaux) - surtout ceux les plus 
touches par la crise . 

Comme ces pays sont vraisemblablement ceux qui sont le plus aides par le 
Fonds Monetaire International, j 1ai pense qu'une incitation du FMI pourrait etre 
efficace pour assurer le recouvrement de ces cotisations en retard. 

Au cas ou vous verriez une possibilite d ' action dans ce sens, ou tout autre 
moyen d 1 ameliorer les finances d 1une organisation internationale secouee par la 
crise, je vous serais extremement reconnaissant de me le faire savoir et j ' en 
informerai alors le tresorier de la CEI, qui est actuellement un frangais. 

Veuillez agreer, cher Monsieur, l ' expression de mes sentiments les 
meilleurs . 

Michel du Couedic 
SQO."Ue.tail:'a du 



TO 

'FROM I. 

Office Me.mordndum 

. The Managing Director 

C. David Finch @ 
. i-1· .. y 

. :l)rfa··.. . ·., ." . . . :' ". ' 

. . . . 

SUBJECT I Arrears in Contributions to International Electrotechnical 
Commission::· Response to Mr. Couedic's letter· 

. ' 

. Attached for your approval is ·a letter from you to Mr. Couedic, the 
Secretary of the French Electrotechnical Committee. It responds to his enquiries· 
concerning assistance from the Fund in ensuring the collection of overdue con-· 
tributions from certain members of the International Electrotechnical Commission 
(IEC). The IEC is an international association of. 44 national private·· and semi-. 
governmental organizations (one per country) that was founded in 1966 with the 
aim of promoting international cooperation on all questions of electric and elec
tronic standards. It is registered in Switzerland and headquartered in Geneva. 

The questions raised by Mr. du Couedic are of obvious concern to the 
Fund, although the Fund's jurisdiction is involved in the arrears only insofar 
as they are due. to delays and other restrictions imposed by countries· on the 
making available of foreign exchange for.payments and transfers for current 
international. transactions. The point is made explicitly in the letter. Despite .,, 
our interest in these matters, however, the status of the IEC as a voluntary 
private organization precludes any formal dialogue with the Fund. This would be 
fully consistent with the Fund's general approach in its dealings with nonoffi
cial or nongovernmental entities--in particular, with the approach taken to 
similar representations. to you in 1979 by the International Air Transport 
Association concerning payments delays. Nevertheless, the IEC may well have 
information pertaining to delays and other restrictions in individual Fund member 
countr·ies that is not available to the Fund from other sources. Mr. du Coued::l.c 
may be.assured that such information could be helpful in assisting the Fund in 
implementing its general policies regarding 'the reduction and eventual elimina-
tion of arrears in member countries. · 

This has been cleared with Legal Department. 

Attachment 

cc: · Deputy Managing Di rec tor, LEG, EUR, Mr. Carter 



Dear Mr. du Couedic: 

Thank you for your letter of .October 19, 1982 

difficulties the International Electrotechnical Commission is 

experiencing due to delayed payments of contributions by some 

its members. I share.your concern about delays in international 

payments delays, a problem which the Fund, in its contacts with member· 

governments, regards as a serious impediment to orderly international 

relations. The Fund has a jurisdictional function in such matters 

where the payments arrears are the result of governmental action to 

restrict the.,availability of foreign exchange. Through its close 

contacts with.members, especially when providing financial assistance 

to.them, the Fund has been helping them to formulate policies to 

reduce and eventually eliminate payments arrears in an orderly and 

nondiscriminatory basis. However, with the continuing difficult 

economic circumstances and the large balance ~f payments deficits of 

the developing countries, it is likely that some countries will 

require a considerable period of time before they can eliminate their 

payments arrears. 

While the Fund has an active role in regard to the elimination 

of payments.arrears, it is important for the Fund to avoid any action 

that would be viewed as favoring one creditor or group of creditors. 

With this in mind, may I suggest that the !EC take the matter up 

directly with the governments of those countries, where the national 

.. ;.; 
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members are in payments arrears •. We would, however, welcome informa

tion from the IEC on arrears .in payments due to it from country 

units of Fund members. This information may be useful to us in 

dealing with the general problem of payments arrears. 

Mr. Michel du Couedic 
Secretary 
French Electrotechnical Committee 
12, place des Etats-Unis 
75783 Paris CEDEX 16 

Sincerely, 

J •. de Larosiere 



Mr. Jacques de ~rosiere 
Managing Director 
International Monetary Fund 
Washington, DC 20431 
U.S.A. 

Sir: 

SEC-82/4749 
Translated by I. Raynsford 
Reviewed by M. T. Iordanow 
480609 

Paris, October 19, 1982 

I hope that the friendship shared by our daughters is a sufficient 
basis for me to request a service or advice of a professional nature. 

I am Secretary of the French Electrotechnical Com.mi ttee, a 1901 . 
association, which is the French member of the International Electrotechnical 
Commission (IEC), with.headquarters in Geneva. The IEC, whose aim is 
to promote international standardization, exerts considerable influence 
over developments with respect to trade in electrical and electronic 
equipment. 

Because of the international crisis, the IEC is at present faced 
with financial difficulties (a deficit amounting to SwF469,000 in 1981). 
To a considerable degree these difficulties stem from delayed payments of 
contribut~ons by certain of its members (private or semigovermnental 
organizations)--in particular those most seriously affected by the crisis. 

As these countries are doubtless those receiving the greatest amount 
of assistance from the Inter:i:iational Monetary Fund, it occurred to me that 
some encouragement from the IMF might be an effective means of ensuring 
the collection of these overdue contribptions. 

If you see any possibility for such action or any other means of 
improving the financial situation of an international·organization affected 
by the present crisis, I should be most ~ateful if you could let me know. 
Once I hear from you, I will inform the ~C Treasurer, who, at the present 
time, is a French national. 

Michel du Couedic 
Secretary 
French Electrotechnical Committee 
12, place des Etats-Uni~~ 
75783 PARIS CEDEX 16 .. 

Very truly yours, 

/s/ 

Michel du Couedic 
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INTERNATIONAL MONETARY FUND 

November 1, 1982 

Mr. Kanesa-Thasan: 

The Managing Director sent us 
the attached letter of October 19 
from the Secretary of the French 
Electrotechnical Committee. At 
my request, Peter Quirk has 
prepared proposed draft replies. 
Please take IO responsibility 
for reviewing this matter, clearing 
the drafts with other departments, 
and having the final text prepared 
for Mr. Finch's approval. 

Attachments 
/' 

cc: Messrs. Finch, Quirk 

Donald K. Palmer 



INTcRNATIONAL MONETARY FUND 

November 1, 1982 

Mr. Palmer: 

Attached are drafts of a 
letter from the Managing 
Director responding to the 
enquiry re arrears with the 
International Electrotechnical 
Collll'!lission (IEC) and a cover 
note. A copy of the translated 
incoming letter is attached for 
your information. 

The drafts have not yet 
been cleared with other depart
ments, as I thought you might 
wish to review them first. 

Attachments 



Dear Mr •. du C.Ouedic: 

DRAFT 
PJQtiirk: jg 
November 1, 1982 

Thank you for your letter of October 19, 1982 informing me of the 

difficulties the International Electrotechnical Commission is experienc

ing owing to delayed payments of contributions by some of its members. I 

share your concern with the problem of international payments delays--a 

problem which the Fund, in its contacts with member governments, addresses 

as a serious impediment to orderly international relations. The Fund 

watches closely the problem of payments arrears in some of its member 

countries, and assists members in the formulation of policies to reduce and 

eventually eliminate arrears. The Executive Board of the Fund, in fact, 

has only recently reviewed its policies and procedures in this general 

area. However, with the continuing difficult economic circumstances and the 

large balance of payments deficits of the developing countries, our expecta

tion is that the arrears situation will remain difficult for some time. 

While the Fund is ia·terested in obtaining any available information on 

payments ·delays in its member countries,. your suggestion that the Fund take 

up with the countries in arrears·the specific matter of resident private, 

or semigovernmental organizations' overdue contributions to the IEC may 

be·achieved through the Fund's usual procedures for these matters. The 

Fund's dealings with its members are, as you may be aware, at the govern

mental level and the information upon which the .Fund takes official action 

is communicated, or confirmed, to the Fund through official channels from 

member governments. The reason for this precaution is, in part, the need 

for the Fund to avoid taking a course of action that might be viewed as 

discriminatory intervention on behalf of any one cred.itor or group of 
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creditoi;s. ,,:,W:!th this in mind, may I suggest that the IEC take the matter 

up with the authorities of.the respective members of the Fund in which one 

or more of the national committees of the IEC are incorporated or have 

their legal.domicile •. These governments could bring the matter to the 

Fund directly or through the IMF Executive Directors elected or appointed 

by these.member countries in the Fund, and the·matter would then be dealt 

with by Fund staff in their contacts with the country concerned. In the 

meantime,· we would be pleased to .. receive any information you might wish to 

provide as to the specific countries in which delays have arisen, so as to 

aid us in identifying the existence of any general arrears problem in a 

country in the event that this has not already been identified, and seeking 

its solution. 

Mr. Michel du Couedic 
Secretary 
French Electrotechnical Committee 
12, place des Etats.-Units 
75783 PARIS CEDEX 16 

Sincerely, 

J. de Larosiere 



The Managing Director November 1, 1982 

Arrears in Contributions to International Electrotechnical 
Commission: Response to Mr. Couedic's letter 

Attached for your approval is a letter from you to Mr. Couedic, 

the Secretary of the French Electrotechnical Committee. It responds to. 

his enquiries concerning assistance from the Fund in ensuring the collec

tion of overdue contributions from certain members of the International 

Eletroctechnical Commiss.ion (IEC). The IEC is an international associa

tion of 44 national private and semigovernmental organizations (one per 

country) that was founded in 1966 with the aim of promoting international 

.cooperation on all questions of electric and electronic standards. It is 

registered in Switzerland and headquartered in Geneva. 

The questions raised by Mr. du Couedic are of obvious concern 

to the Fund insofar as they relate to delays and other restrictions 

imposed by certain countries on the making available of foreign exchange 

for payments and tr·ansfers for current international transactions. 

Despite our interest in these matters, however, the status of the IEC as 

a voluntary private organization precludes any formal dialogue with the 

Fund. This would be fully consistent with the Fund's general approach in 

its dealings with nonofficial.or nongovernmental entities--in particular, 

with the approach .taken to similar representati~ns to you in 1979 by the 

International Air Transport Association concerning payments delays. 

Nevertheless, the IEC may well have information pertaining to delays and 

other restrictions in individual Fund member. countries that is not avail

able to the Fund from other sources. Mr •. du eo'uedic may be assured that 

such information could be helpful in assisting the Fund in implementing 

its general policies regarding the reduction and eventu~l elimination of 

arrears in member countries. 

This has been cleared with 4!gal and European Departmen~s. 

cc: Deoutv Managing Director, LEG. EUR. Mr. Carter 
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Mr. Jacques de Larosiere 
Managing Director 
International Monetary Fund 
Washington, DC 20431 
U.S.A. 

Sir: 

SEC-82/4749 
Translated by I. Raynsford 
Reviewed by M. T. Iordanow 
480609 

Paris, October 19, 1982 

I hope that the friendship shared by our daughters is a sufficient 
basis for me to request a service or advice of a professional nature. 

I am Secretary of the French Electrotechnical Committee, a 1901 
association, which is the French member of the. International Electrotechnical 
Commission .(IEC), with.headquarters in Geneva. The IEC, whose aim is 
to promote international standardization, exerts considerable influence 
over developments with respect to trade in electrical and electronic 
equipment. 

Because of the internati,onal crisis, the IEC is at present faced 
with financial difficulties (a deficit amounting to Sw f 469,000 in. 1981). 
To a considerable degree these difficulties stem from delayed payments of 
contributions by certain of its members (private or semigovernmental 
organizations)--in particular those most seriously affected by the crisis. 

·As these countries are doubtless those receiving the greatest amount 
of assistance from the International Monetary·Fund, it occurred to me that 
some encouragement from the IMF might be an effective means of ensuring 
the collection of these overdue contributions. 

If you see any possibility for such action or any other means of 
improving the financial situation of an international organization affected 
by the present crisis, I should be most grateful if you could let me know. 
Once I hear from you, I will inform the TEC Treasurer, who, at the present 
time, is a French national. 

Michel du Couedic 
Secretary 
French Electrotechnical Committee 
12, place des Etats-Unis 
75783 PARIS CEDEX 16 

Very trµly yours, 

/s/ 

Michel du Couedic 



.INTERNATIONAL MONETARY FUND /I 
· August 20, 1982 

Mr. Carter: 

In response to the Managing 
Director's request, the attached 
tables give data on arrears of 
debt related to total debt out
standing, including historical 
data. Please let me know if you 
require the data in some other 
format. 

Attachment 

cc: Mr. Finch/ 

Eduard H. Brau~ • 

'i. 



August 20, 1982 

External Arrears: Explanatory Note 

The attached data relate the level of external arrears to the 

stock of outstanding debt for those countries which recorded arrears 

during the period 1976-82 (Table 2). Due to data limitations, it has 

not been possible to present, as requested, a comprehensive survey of 

arrears incurred on debt service commitments only. Consequently, the 

total arrears position has also been included. This may provide a 

comprehensive approximation of the underlying debt (or balance of 

payments) problem, in view of the fungibility of funds. 

With reference to the attached tables, the following considerations 

should also be borne in mind: 

1. The paucity of data has precluded inclusion of short-term 

official debt and debt contracted by the private sector. 

2. A number of countries, which are indentified, participate 

in joint central bank arrangements and have accumulated arrears as a 

result of the governments' inability ,.to obtain domestic currency. Since, 

in certain instances, it has not been possible to distinguish between 

domestic and external arrears, the total arrears position is shown. 

3. Arrears data for 1982 is particularly limited and for the 

most part restricted to the early part of the year. The available 

data do, however, indicate continued arrears accumulation by several 

countries (notably Ghana, Guyana, Romania, and Sudan and, although 

no current data is available, also by Viet-Nam and Zaire). In addition, 

Argentina has reported arrears for the first time. On the other hand, 

Liberia and Turkey fully liquidated their arrears during the first 

half of the year. 



Table 1. External Payments Arrears, 1976-82 }j 

1976 1977 1978 1979 1980 1981 1982 
External Total -Total Total Total Debt Total Debt Total Debt Total Debt 
debt 2/ Arrears Arrears Arrears Arrears Arrears Arrears Arrears Arrears Arrears Arrears Arrears 

Argentina 21,279 1/ 2,310 1/ 1,052 1/ 

Benin 417 '!_/ 29 27 

Boli\>ia 2,124 l} 55 189 93 51 
r 

C.A.-R. • 2)3 '!_/ 41 47 10 55 80 

Chad • 159 !Y 10 11 29 51 66 

Congo • 898 ~ 30 53 87 66 28 

Costs Rica 1,974!:J 283 658 405 

Dominican Rep. 1,186 ~ 3 22 147 312 

Egypt 13,054 ';j 363 1,047 

El Salvador 509 ';j 52 4 78 5 

Gabon 998 !:_I 41 34 

The Gambia 86 '!_/ 522 442 13 20 

Chana 1,011 ';j 223 244 512 427 68 332 53 485 63 5651/ 68 1/ 

Grenada * 7 y 3 l 10/ 

Guinea 1,255 i._/ 105 145 197 223 121 107 144 

Guinea-Bissau 34 §/ 8 9 10 9 

Guyana 633 !:} 33 22 26 29 46 741/ 1/ 
llai ti 295 ':J 22 

Jamaica 1,761 Jj 27 63 55 113 38 48 16 

Liberia 575 1/ 7 

Madagascar 1,215 '!_/ 6 9 14 17 -- 185 17 125 166 §/ 

Hall 621 11 13 23 36 5 48 13 51 17 

Maori t.ania 714 J/ 11 30 20 20 19 19 23 23 

Ni c.a ragua 2,199 '!_/ 76 478 478 240 240 58 58 

Peru 6,909 !!l 150 

Romania '!._/ 10,160 !!_I'!_/ 1,142 503 2,853 Jj 1,973 ?J 
Senegal* 906 l} 9 9 11 11 

Sierra Leone 381 '!_/ 10 15 22 71 20 97 30 30 

Somalia 760 !:} 17 17 45 45 16 16 a 10/ 8 10/ 

Sudan 7,015 1/ 280 695 778 1,156 1,378 1,099 1,140 Y!Y 
Tanzania l,355 ~I 65 155 303 260 

Togo • Bbl !!J 19 56 65 65 28 28 69 69 

Turke.y 15,433 l} 235 2,077 l ,984 2,330 186 1,614 48 320 

Uganda 579 10/ 45 26 89 90 65 213 125 133 112 123 1/ 103 II 
Vi et Nam 1,289 !:_ :!l 38 38 

Z..1re 4,320 ~/ 448 815 1,238 1,472 853 533 498 175 

Zambia 1,969 i._/ 259 !i]J.. 646 462 588 581 504 §_I !}L 

Total QI 2,075 6,297 6,546 7,386 6 ,BJB 6,308 

Source: Country aut1urities; staff esti~ates; and ~orld Bank Debt Tables. 

s~e attachment for footnotes. 
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Attachment to Table 1 

Footnotes 

1/ 
2/ 

3/ 
4/ 
5/ 
6/ 
7/ 
8/ 
9/ 

10/ 
11/ 
12/ 

Debt arrears refer to arrears on principal and interest payments. 
Medium- and long-term public and publicly-guaranteed debt (disbursed), 
as of most recent date available. 
End-June 1982. 
End-1981. 
End-1980. 
End-1978. 
End-April 1982. 
End-February 1982. 
In convertible currencies. 
End-March 1982. 
Data break. 
Totals for 

due to reassessment of debt statistics. 

outstanding due 
this reason, no 
for 1982. 

all years except 1980 may underestimate the actual amounts 
to the non-availability of data for certain countries. For 
totals have been given for debt arrears or for total arrears 

Symbols 

* Members of common central bank arrangements; arrears result from lack 
of domestic currency counterpart; data may include domestic arrears. 

Data unavailable. 

No arrears outstanding. 



V Table 2. External Payments Arrears, 1976-B2 ];_/ 

(End of :eerjod) as Eercentages of external debt) y 

1976 1977 1978 
~ To~ Total 
Arrears Arrears Arrears Arrears Arr ea rs Arrears Arrears Arrears Arrears Arrears Arrears 

Argent1na 11 y 5'ij 

Benin* 15 10 

Bolivia 3 9 4 I;_/ 2 I;_/ 

C.A.R. • 46 41 8 38 39 

Chad• 11 9 18 30 42 

Congo * 7 11 11 8 3 

Costa Rica 18 33 21 

llom1 ni can Rep, 3 3 12 26 I;_/ 

Egypt 6 13 

El Salvador 10 l 15 I;_/ l ':_I ····· 
Gabon* 41 34 

The Gambia 19 23 

Ghana 33 30 60 44 7 33 5 48 I;_/ 6 I;_/ 56 !!! V 
Grenada* 43 14 }/ 
Guinea 13 17 21 23 10 11 

Guinea-Bissau 50 39 29 

Guyana 8 5 5 5 '}_/ 12 '}_/ --y 

Haiti 

Ja:naica 3 6 5 9 3 3 ?J 1 ?J 
Liberia l :,_/ 

Madagascar 3 4 5 3 16 2 10 14 y 

Hali 3 4 7 1 8 2 8 !:..I 3 4/ 

Hauri tania 4 5 3 3 3 3 3 I;_/ 3 I;_/ 

Nicaragua B 43 43 16 16 3 3 

Peru 3 -~- --
Romania 11 11 5 27 }!!} 19 10/ 

Senegal * 1 1 l ':_I 1 ::.I 
Sierra Leone 6 8 9 25 27 8 8 

Somalia 3 3 7 7 2 2 l 11/ l w 
Sudan 18 39 38 45 44 35 ::.I 25 12/Q/ ... 

Tanzania 6 13 22 20 !:J 

Togo * 6 9 8 B 3 3 8 e 
Turkey 49 32 21 2 12 2 w w 
Uganda 20 10 27 19 14 38 22 25 21 21 I!:/ 18 I!:/ 

Viet lla!ll 11 2 )_1/!2_/ 2 15/!2_/,,. 

Zaire 20 28 34 35 20 13 12 4 

Zambia 13 34 45 29 32 30 26 ~ y 

Source: Country autl:ori ti es; staff estimates; and \lorld Bank Debt Tables, 

Ste attachment: for footnotes .. 



Attachment to Table 2 

Footnotes 

1/ Debt arrears refer to arrears on principal and interest payments. 
2/ Medium- and long-term public and publicly-guaranteed debt (disbursed) 
3/ End-June 1982 arrears as a percentage of end-1981 external debt. 
4/ As a percentage of end-1980 external debt. 
5/ End-June 1982 arrears as a percentage of end-1980 external debt. 
6/ As a percentage of end-1978 external debt. 
7/ As a percentage of end-April 1982 external debt. 
8/ End-February 1982 arrears as a percentage of end-1981 external debt. 
9/ As a percentage of external debt in convertible currencies. 

10/ End-April 1982 arrears as a percentage of end-1981 external debt. 
11/ End-March 1982 arrears as a percentage of end-1981 external debt. 
12/ End-June 1982. 
13/ Data break due to reassessment of debt statistics. 
14/ End-June 1982 arrears as a percentage of end-March 1982 external debt. 
15/ As a percentage of debt in convertible currencies. 
16/ Excludes arrears to Fund; see EBS/82/142. 

Symbols 

* Members of common central bank arrangements; arrears result from lack 
of domestic currency counterpart; data may include domestic arrears. 

Data unavailable 

No arrears outstanding 



Office Memorandum 
•. 

TO ETR Economists DATE: August 31, 1982 

FROM. ,. C. David Finch ~\I\ \f' (} f 
- SUBJECT 1 · Information.on External Payments Arrears 

Towards the end of 1981 you assisted in the preparation of a paper 
compiling available information on external payments arrears {EBS/82/57) which 
was in response to the Executive Board's request for regular reporting in this 
important area. We· now plan to update this information for the purpose of com
mencing regular issuance of the report. 

. . 

Those economists whose assigned countries are listed in Table 1 appended 
to the attached questionnaire should proceed directly to compiling the required· 
information {for assignments see Attachment 2). Other economists whose countries 
are not listed in Table 1 should check for the emergence of arre.ars in their coun
tries since preparation of the last report and for the existence of previously · 
undetected arrears. In preparing responses -to the questionnaire, the emphasis 
is on riew information--the last report noted that the staff would be continuing 
its· efforts to improve information on arrears, particui~rly in. the following 
respects: 

1. The basis of the arrears numbers_{from the due date or with 
allowance for "normal" delays); 

2 •. Types of arrears, especially with respect to debt service pay
ments {as per question 1 of the questionnaire); 

3. Data relat·ing to methods of arrears reduction {cash payments against 
arrears, rescheduling of arrears, and newly incurred arrears). 

If after careful consideration it is clear that no new information is available in 
response to a·particular item in the 4uestionnaire, then this should simply be note~ 
without repeating the earlier res.ponse. 1/ The responses to the questionnaire, 
should be prepared with the full involvement of the responsible mission head or 
area department division chief, who has.been advised that you will contact him. 

Additions of countries to Table 1 should be advised by September 3 ,. 
and country data and notes for these and for the other countries having arrears 
are needed· by September 17--please address these and any questio~s you may have 
to Mr. Huh. Issuance of the updated report is sched.uled for October. 

Attachments 

cc: Immediate Office 
Division chiefs 

1/ A copy of the previous questionnaire response -for the assigned country is · 
attached for ,your reference. Please.note that the present.questionnaire has been 
revised in cert_ain. resp_ects. · 



ATTACIDIBNT 

Questions on Payments Arrears 1/ 

Country: 

I. Amount and Type of Payments Arrears (Defaults) 

1. Please provide data on payments arrears and defaults as per the following 
table (please refer to Appendix Table 1 and revise any data as necessary). 
Where possible, please provide data on external payments arrears and defaults 
(or domestic arrears) separately. 'l:.f 

Arrears (defaults) with 
respect to: 

(i) Import payments, 
(of which: letters of 
credit) 

(ii) Invisibles payments,. 
excluding interest pay:... 
ments on external debt 

(iii) External debt service 
payments, of which: 
(a) interest payments 
(b) amortization 

(iv) Capital account, 
excluding amortization 
of external debt 
(a) short term 
(b) long term 

T.otal 

(End of period; in millions of SDRs) 
1982 

(most recent 
1976 1977 1978 1979 1980 1981 month) 

J 

1/ Country notes for all countries incurring payments arrears in any part of 
the period shown in the table under I.1 (i.e., during 1976-82) should· address each 
of the questions, to the extent that they are applicable to the country concerrled. 
If information required to answer a particular question is not available, this 
should be so indicated in the note. If information is not available in the pre
cise form requested, please approximate it as closely as possible. 

2/ Payments arrears constitute an exchange restriction when the authorities of 
a country are responsible for undue delays in approving applications or in meeting 
bona fide requests for foreign exchange for payments for imports, for other current 
international transactions, or for normal short-term banking'transact:ion~ (includ
ing norm.al amounts for foreign loan amortization). When a g'overnment or a go.vern
ment entity whose financial operations form part of the budgetary protess fails to 
meet an external payments obligation, the resulting arrear.s. a~e' treated as defaults 
rather than as external payments arrears. Similarly, payments arrears incurred by 
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2. Are these data based on staff estimates, using the staff's own defini
J;ional criteria, information provided by the authorities on the basis of their 
own criteria, and/or information from creditors or export credit agencies? 
Are the arrears measured from the due date, or taking into account "normal .. 
processing delays? ,How reliable are these data? Have any problems been exper
ienced in applying the definition of arrears to particular country cases? 

3. Please describe any problems encountered in maintaining up-to~ate 
information, steps being taken to remedy them, and improvements made in the 
compilation of data since the last survey. 

II. Definition of Payments Arrears 

1. Please describe the changes since the last survey in the nature of the 
governmental limitation on, or interference wi.th, the availability of foreign 
exchange when payments are due (e.g., queuing procedures, compulsory waiting 
period, informal or ad hoc delays)~ 

2. · Please describe the changes .since the last survey. in t:he nature. of payments 
,arrears (e .g, the average length of delays involved in the approval of foreign 
exchange applications, the basis on which the delay has been judged "unreasonably 
long" taking into account the normal processing lag for exchange transactions, 
and the relative ser.iousness of "permanent" versus "temporary" delays. 

3. Please describe counterpart deposits in domestic currency that are collected 
against foreign exchange applications (e.g., percentage of deposits; whether or 
not the deposits are held with the central bank or subject to a reserve require
ment when held with a commercial bank; whether or not interest is paid on the 
deposits; the retention period of the deposits; whether or not the deposits are 
subject to exchange rate guarantees; and under stabilization programs supported 
by the use of Fund resources.whether or not the deposits'are adjusted for_in the 
computation of domestic credit ceilings). ·Has the Fund staff recommended a 
deposit requirement? If so, which of the above features were recommended? 

III. Causes and EffeC!ts .of Payments Arrears 

1. In order to provide a background for assessing the importance of devel
opments in payments arrears, the following informatio_n would be appreciated: 

2/ (continued) governments participating in a comment central bank (e.g., BEAC, 
BCEAO, ECCA) are treated as defaults (or domestic arrears) when they result 
from the government's 'inability to obtain domestic currency with which to 
purchase needed foreign exchange from the common central bank. Defaults and 
domestic arrears are not treated as an exchange restricti1::m under· Article VIII • 

.. 
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· (i) Gross ·official reserves. (end of period) 

(ii) Debt service payments 
(a) Interest payments 
(b) Amortization 

(iii) Exports f.o.b. 

(iv) Imports f.o.b. or c~i.f. · 

{v) Current account balance (including official 
transfers) 

{In millions of SDRs) 
1981 · · 1982 

Projected Y 

2. What evidence, if any, is there that as a result of payments arrears the 
cou.ntry's creditworthiness has suffered significantly, e.g., its ability to 
obtain trade credits and/or long-term loans, or to import on internationally 
competitive terms? 

IV. Elimination of Payments Arrears and Defaults 

1. · Did the country reduce .its payments arrears (and defaults) during 1981 
and 1982? If so, {i) how much,was reduced through cash payments, (ii) how much 

·was reduced through rescheduling, and· (iii) how much remained·outstanding? 
. . 

2. What was the role of the Fund in the reduction of payments arrears, e.g., 
(i) was a stand-by or an EFF program in effect.; (ii) was a total/phased reduction 
of outstanding payments arrears included as a performance criterion; (iii) what 
were. the amounts of reduction and on what basis were they determined; (iv) was 
the performance criterion observed, or if not, was it modified or waived; (v) were 
drawings interrupted either due to a failure to meet payments arrears reduction 
targets or to observe the standard clause regarding introduction/intensification 
of exchange restrictions, including-new payments· arrears? 

3. When payments arrears were reduced through rescheduling: (i) Was it done 
in the framework of the Paris Club or bil~terally? {ii) Was the conclusion of a 

· stand-by or an EFF arrangement with the Fund a precondition for the rescheduling? 
(iii) What portion of re.scheduled debt represented payments arrears? (iv) In cases 
where a phased reduction of arrears was envisaged uncler a stand-by or an EFF · 
program, did targets take into account, explicitly or othe~wise, the anticipated 
rescheduling, or if rescheduling took place after the negotiation of the program, 
were rescheduled amounts adjusted subsequently as part of the phased reduction? 
(v) Did the count:ry incur new·payments arrears on rescheduied, payments arrears~ 

4. In the attempt to eliminate or contain the growth of payments·arrears, were 
other forms of trade or_paymerits:restrictions, including multiple currency prac
tices, applied or intensified in 1982? 

1/ Reserves data are for the most recent available month. 



From: EBS/82/57 (3/30/82) .. 
', .. ,, '_.·, Revised Jul,y 9, ,1982. 

Appendix Table 1. External Payments Arrears Quest.anding, 197S-1982'!/ 

(In millions of SDRs; end of Eeriod) 

1981 arrears .as per-. 
centa11e of: .. 
•, Level of 

gross official 
1981 international 

1975 1976 1977 1978 1979 1980 1981 2/ 1982 2/. imj!orts 2/ reserves 2/ 

Argentina 
21 Benin - 22 

Bolivia 42 148 y 80 
Central African Rep. 35 39 8 42 63 
Chad 9 9 9 22 39 52 .... 
Congo 13 26 44 67 50 221/ 
Costa Rica* 222 544 4/ 
Dominican Republic il 17 37 72 !( 
Egypt 82 .312 I} 862 y 
El Salvador* 41 66 !:! 
Gabon* 430 339 
The Gambia*· 10 · 15 6/ 
Ghana 138 192 201 393 324 269 365 "§/ 
Grenada X X X 2 1 
Guinea 136 90 119 ~Sl 169. 95 ... 
Guinea-Bissau 2 7 7 8 5 7 
Guyana 27 17 20 23 39 9/ 
Haiti* - - - 26.2} 
Honduras· 10 
Jamaica* 22 48. 42 89 41. 2/ 
Liberia* 6 
Madagascar* 3 5 7 . 11 13 175 103 
Mali* 11 18 27 38 54 
Mauritania X 9 23 15 15 20 4/ 
Nicaragua· 58 363 188 5o Toi 
Peru• 115 
Romania* 982. 10/ 
Senegal* .... 7 12 !f 
Sierra Leone 4 9 12 17 54 72 99 
Somalia* --' 13 35 24 
Sudan* 68 241 572 597 878 l,'081 944 12/ 
Tanzania 50 118 238 226 
Togo* 16 43 49 22 60 
Turkey* 202 · 1,710 1,523 1~769 1,266 279 6/ 
Uganda* 37 39 21 70. 75 178 114 4/ 
Viet Nam - 33 -
Zaire 218 ja5 671 950 1,118 418 49'4 
Zambia 136 223 394 496. 351 461 500 

Total 846 1,m· 5,ffi 5,026 5,61& 5,293 5,434 

Sources: Country authortties; and staff estimaces. 
1/ The Table shows data on countries known to have had external payments arrears in any year during the period 

1975-1982, or other dates indicated in the footnotes. Defaults, i.e., payments arrears incurred by governments 
participing in comc:ion central bank arrangements (Bank,of Central African States {BEAC), Central Banlt of !lest African 
States (BCEAO), and !!.astern Caribbe·an Currency Authority (ECCA)) and which resulted from. the government's inability 
to obtain domestic currency with which.to purchase needed foreign exchange from. the ·cOllllllon central bank, as well as 
those incurred by the government or a government entity whose financial operations form part of the budgetary process, 
are included in t~se figures.· In the former case, it was not possible to distinguish between domestic and external 
arrears; total arrears are shown. · · 

2/ Latest estimates available ·111 1981 and 1982; total based on end-1980 figures, where 1981 figures not available, 
3/ Includes SDI. 135 million in payaents.arrears postponed by agreement with creditor banks through early 1981, 
4/ December 1981, 
5/ March 1980. 
6/ October 1981. 
7/ April 1976, 
8/ April 1977. 
9/ November 1981. . ·. 

10/ · Projection for 1981. The entire amount may not represent payments arrears as it ls· known. to include delayed 
provision.of foreign exchange due to administrative delays conaidered·nonnal, 
11/ As a ratio of convertible currency imports, 
12/ June 1981. ·· 

Symbols: 

• Financial program suc;,ported by use of Fund resources in effect in August 1982 (including_inoperative arrange
ments). 

x Arrears less than SDR 0.5 ~illi~n. .. 
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CONFIDENTIAL 

Appendix Table 2. Fund Members Reported by International Agencies 
as Incurring External Payments Delays in 1981 and 1982 Y 

... International Union of Credit 
and Investment Insurers 

(Berne Union) 
(as of June 30, 1982) 

.Africa 
Algeria 
Benin 
Central African 

Republic 
The Gambia 2/ 
Ghana· 2/ 
Guinea-2/ 
Liberia-2/ 
Madagascar 2/ 

Asia 
Bangladesh 
Kampuchea, Dem. 

Europe· 
Turkey 2/ 
Romania-2/ 

·Middle East 
Libya 
Sudan 2/ 
.Syria -

Western.Hemisphere 
Argentina 
Bolivia 2/ 
Costa Rica Jj 
Dominican 
Republic 2/ 

Ecuador -
. El Salvador 2/ 

Guat.emala 

Malawi 
Nigeria 
Senegal 21· 
Sierra Leone 2/ 
Tanzania 2/ 
Togo 2/ -
Uganda 2/ 
Zaire 27 
Zambia-2/ 

Viet Nam 2/ 
Lao, P.D. Rep. 

Guyana.2/ 
_Haiti 2/ 
Honduras; 2/ 
·Jamaica 27 
Mexico 
Nicaragua 2/ 
Paraguay. -

International Air T~ansport Association 
(IATA) (as of the ·most 'recent month· 

.. in 1981) 

Algeria 
Equatorial Guinea 
Ethiopia 
The Gambia 2/ 
Ghana 2/· 
Guinea-2/ 
Kenya 
Madagascar 2/ 
Mauritania 2/ 

Bangladesh 
·Burma 

Greece 
Portugal 

Egypt 
Iran 
Iraq 

· Libya 

. Barbados 
Brazil 
Colombia· 
Costa Ric.a 2/ 
Dominican 
Republic 2/ 

El Salvador 2/ 

Morocco ' 
Nigeria 
Sierra Leone 2/ 
Somaiia 2/ 
Tanzania -2/ 
Tunisia -
Uganda 2/ 

.Zaire 27 
· ·Zambia ..... 2/ 

India 
Thailand 

·spain 
Turkey, y 

Pakistan 
Sudan 2/ 
Syria 
Yemen, P.D.R. 

· Guyana 2/ 
. Hai.ti 2/ 
Jamaica 2/ 
Nicaragua 2/ 
Trinidad &-

Tobago 

Sources: Confidential data provided to the Fund staff. 
1/ The definitions of payments del,ays, as applied by these agencies, differ 

in a· number of re·spects from the criteria for external payments arrears applied 
by the Fund. for the purposes of Article .VIII as set out in the body of this · 
questionnaire. For this reason there is no presumption that these countries 
are in fact incurring external payments. ar.rea.rs corisUtuting a restriction 
under Article VIII of the Fund's Articles of. Agreement. Nevertheless, the 
two lists may serve as a basis for checking for the cqntinued maintenance of,· 
or the recent incurrence of, arrears by certain countries. 

2/ Country has external payments arrears ,fn 1981 and/or 1982 according to 
the Fund staff (but not nece~sarily with respect to remitta_nces of airling earn
ings or with respect to obligations·insured under Berne Union arrangements). 
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Abrams· 

Abisourour· 

Allen 

•-•~•·• <~-~ .. w,•.--.~~.-.-•• • * 
Burma, Nigeria, St. Lucia, United Arab Emirates 

Belanger 

Berengaut 

Boonetww 

Dillon 

Donovan 

Hungary, Israel, South Africa, Thailand . * . 
Barbados, Guatemala, Mauritania, Tanzania, P.D.R. Yemen 

':*' 
Ethiopia, Netherlands, Suriname, Zaire 

Italy, Netherlands Antilles, Spain 
* * Benin, Chad, Pakistan, United Kingdom 

Eken Bahamas, Bangladesh, Haiti, Norway, Sweden 
* * Flickenscbild Austria, Paraguay, Peru, Switzerland 

Ghesquiere 

Hino 

Huh 

Kalter 

Keller 

Kirmani 

Lee 

Belgium-Luxembourg, Bolivia, France, . * ' . 
* Nicaragua, Rwanda 

* Morocco, Trinidad and Tobago, United States 
'* India, Malta, Singapore 

Canada, Iceland, Indonesia, Yemen Arab Republic, Zimbabwe 
'* - Japan, Saudi Arabia 

Grenada, Guyana, Jamaica, Liberia, St. Vincent 
* * . * Egypt, Germany, Lebanon, Seychelles, Turkey 

Ecuador, Ireland, Yugoslavia 

Ghana, Nepal, Oman, Solomon Islands 
' ·* Philippines 

Af. ghanis tan., Dominica, Libya,· Maldives 

Mexico 
* * Ivory 9oast, Viet Nam 

Antigua and Barbuda, Bahrain, Fiji, Jordan, Qatar 

Lipsky 

Lipton·. 

Loser· 

Maciejewski 

Mansur 

Martelino Denmark, El Salvad~r, Equatorial Guinea, Malawi, Sudan, Costa Rica 
* .. 

Bhutan, Sierra Leone, Somali~, Syria, Vanuatu 

Neuhaus 

Nowak 

Osunsade,. 

* Cape Verde, Guinea-Bissau, Portugal, Sao Tome e Principe, Senegal 

Australia, Kuwait, New Zealand, Uganda . - * 
Guinea 

' ' ' 

· Paljarvi Hong Kong; Malaysia, Romani.a 

* Pera Colombia, Congo, Laos; Panama 

Perez Argentina, Chile,-Uruguay, Venezu~la 
'• 

Puckahtikom. Korea 

* Reichmann Brazil 

Zambia· 
. *· 

Cameroon,· Comoros, Djibouti, Gabon, Honduras 

Suk.achevin. 

Swid,:irski 

Tsenn 

Tyler 

Botswana, Lesotho, Maur.itius, Papua New Guinea, S~aziland 
·';-'.' 

Algeria, . Burund.i.l Dominican RepubU.c, Madagascar; Tunisia* .. 

. ,,. 

~--, '·f . 
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; lfl!TERNATIONAL MONETARY FUND 

July 9, 1982 

To: The Managing Director 

Attached is n1~terial rililating 
to your request for information 
before you left on debt servicing 
arrears. 

Attachment 

cc: Mr. Carter 

C. David Finch 



S Of /ice Memorandum 
~1',tR~i 

TO Mr. Finch DATE: July 9, 1982 

FROM Peter J. Quirk 

SUBJECT : Debt Arrears: Inf rmation Requested by Managing Director 

Attached are a note and tables setting out the information on debt 
arrears requested by the Managing Director. They drew mainly on the recent 
arrears paper (EBS/82 /57). Attached also is a copy of a table "Summary of 
Multilateral Negotiations, 1975-80" from External Indebtedness of developing 
Countries (SM/80/273) which is the closest match we could locate to the 
figures cited by the Managing Director in his note to you. 

Attachment 

cc: Mr. Williams 
Mr. Reichmann 
Mr. Huh 



I . . 

7/9/82 

External Debt Arrears 

Information on payments ~rrears with respect to debt service payments is 

set out in the attached Table l for the 17 Fund members known to be incurring 

this form of arrears as of end-1981 for whom amounts are available. An addi

tional 11 members (Chad, Congo,, Dominican Republic, Guinea, Guinea-Bissau, 

Guyana, Haiti, Uonduras, Liberia, Madagascar, and Tanzania) were known td be 

incur1'.ing arrears on .current and capital' payments, although recent informa-
, < • ' 

tion is not available to ascertain if arrears on debt service payments in 

particular are involved. 

Table 2 shows related information on debt arrears that were rescheduled 

as a result of multilat_eral debt renegotiations during the period January .1981 

to March 1982. In the absence of· this rescheduling--which represents a more 

desirable method of deferr.ing payments but· also reflects negatively on the 

.solvency of the country--arrears. with respect to debt servicing would have 

been correspondingly high~r. 

Sepa:ate from debt arrears are arrears with respect _to trade. Two 

members (The Gambia and Zambia) are keeping their debt pa}'lllents current 

while del·aying _other payments. Other members noted above have delayed both 

forms of payments, ·and an even more severe test of a country's solvency is 

provided by the overall level of external payments arrears (Table 3). 

For· the purpose of. inter-country comparisons, the data on arrears in 

Tables 1 and 3 have be.en scaled to deb~ service payments and imports, respec

tively. The first table s.hows (in the extreme right hand column) .the 'estimated 

average length of delays (in months) in the making of debt .seryice payments 

by countries known to be experiening delays. The delays are longest for 
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Togo (12 months), Mali and U:ganda (9 mon~hs), Costa Ric.a (8 months), and 

Ghana and Sudan (7 months). In Table 3 (also in the extrem~ right hand column) 

total outstanding arrears are ex.pressed in te.rms. of months of impo.rts. These 

estimated average delays are longest for Tanzania (9 months), Chad (7 months), 
; 

Costa Rica and Zambia (6 months), and Ghana and Zaire (5 months). 

Attachments 

·.' 
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Table L. Arrears on External Debt Service Payments, .1979-81 1/ 

(In millions of SDRs; end of :12eriod 
unless otherwise noted) 

Arrears.on debt service pay-
ments in 1981 as a ratio of 
Total Total debt service 

payments payments 
arrears In In· 

1979 . 1980 .1981 (In per cent) per cent months 

Bolivia. ... 43 2/ 54 10 1.2 

Costa Rica 344 60 64 7.7 

El Salvador 4 4 6 12 1.4 

Ghana 52 43 47 2/ 13 61 7.3 

Jamaica 30 14 2/ 34 8 1.0 
-

Mali 4 10 15 34 76 9.1 

Mauritania 15 15 20 100 44 5.3 

Nicaragua 363 188 50 100 35 4.2 

Romania 432 44 28 3.4 

Senegal. 7 12 2/ 100 8 1. .o 

Sierra Leone 15 26 2/ 26 38 4~6 

. Somalia 13 19 12 52. 37 4.4 

Sudan 98 3/ 10· 57 6.8 

Togo 49 22 59 2/ 100 98 11.8 

Uganda 26 96 75 · 61 77 9.2 

Viet·Nam 27 2/ 100. 11. 1.3 

Zaire 648. 119 24 11 1.3 

Sources: External Payments·Arrearsof Fund Members, 1980-81 (EBS/82/57, 
3/31,82); vari9us Article IV consultation reports; and staff estimates~ 

1/ Countries shown are identified as having payments arrears on debt service 
. payments as of end-1981. Amounts include arrears on. amor.tization and interest 
payments. :• ·• 

2/ Most recent estimate available i1;1 1981. 
3/ June 1982. 



Table 2. Arrears on External Debt Service -Payments Rescheduled 
Under Multilateral Debt Renegotiations~ 1981-March 1982 

(In U •. s. dollar million) 

Arrears outstanding on January 1, 1981 
Rescheduled 

Central African Republic 

Madagascar 

Senegal 

Sudan 

Uganda 

Zaire 

22.9 

66.0 

157.0 1/ 

15.7 2/ 

370. 0 1/ 

1/ Total amount due in 1981, including outstanding arrears. 
2/ Outstanding on June 30, 1981. 
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, FrC>111f EBS/82/57 (3/~0/821.> . 
Revised June 2~ 1982,, · · · 

'):able 3. External Payments Arrears Outstanding, 197 5-1981 J/ 
(In millions of SDJ:<.si end of 2eriod) 

·1981 arrears as per-
centye of: 

Level of· 
gross official -1981 arrears . 

1980 international · as months 
1975 1976 :: 1977 1978 1979 1980 1981 2/ 'imports reserves 1m2orts · 

" : ~·· ,. 

Benin 22 21 
Bolivia .42 148 Y 80 12 69 l..4 
Central African Rep.* 35 39 8 42 63 15 48, 1.8. 
Chad 9 9 9 22 39 52 58 7,0 

·congo 13 26 44 67 50 22 2/ 4 o.5 
Costa Rica* 222 544 4/ 46 481 5.5 
Dominican Republic 11 - 17 37 72 "'§./ 5 41 0.6 
Egypt 82 312 I./ 862 !/ --
El Salvador 41 66 !!./ 7 106 0,8 
Gabon 430 339 -- ... 
the Gambia· 10 15 6/ 13 · .150 1,6 
Ghana 138 192· 201 393 324 269. 365 Fl 44 257 5,3 
Grenada* X X .. X 2 l 

--Guinea 136 .. 90 '·119 .i51. 169 95 32 3.8 
Guinea-Bissa~' i 7 7. 8 5 7 17 2.0 
Guyana* -- · 27 17 20 23 39 9/ 12 664' 1.4 
Haiti - 26 9/ io · 154 . 1.2 
Honduras - "• - 10- l 11 0.1 
Jamaica* 22 48 42 89 41 9/ 5 3,1 o.6 
Liberia* -,, -- 6,_..,. l 30: 0,1 
Madagascar* 3 5: 7 11 13 145 91 15 450 1.8 
Mali - 11 18 27 38 54 16 3n·• 1.9 
Mauritania* --· X ,9 23 15 .15 20 4/ 8 14 1.0 
Nicaragua - 58 363 188 5010/ 8 58 1.0 
Peru -- • !"'· •• ': . . . . ·· ill - ... 
Rooumia*:-... ,·, -- 982 10/ 14 11/ 205':' · 1~7 
Senegal* 7 12 9' 2- 240 . 0.2 
Sierra Leone* 4 9 12 17 54 72 99 - 16 582 1.9 
Somalia* 13 35 24 11 63 1.3 
Sudan* 68: 241 572 597 878 1,081 944 12/ 76 3,776 9.1 
Tanzania* 50 ll8 238 226- 23, 1,507 2,8 
Togo* 16 43 49 22 60 6 55 0.1 
Turkey* -- 202.· 1,710 1,523 1,769 1,266 279 6i 4 22 o.5 
Uganda* 37 39 21 70 75 178 . 114 !/ 21 2,135 2,5 
Viet Nam 33 4 .79 0.5 
Zaire* 218 385 671 950 l,il8 418 497 41. 359 4.9 
Zambia* . 136 223 394 496 351 461 500 48 1,035 5,8 

Total 846 1,786 5,183 5,026 5,616 5,263 5,425 

Sources: Country authorities; and staff estimates, 
1/ The Table shows data on countries known to have had external payments arrears in ariy year during the period 

191'5-1981, or other dates indicated in the footnotes. Defaults, i,e., ·payments arrears incurred by governments 
participing iri common central bank arrangements (Bank of Central African States (BEAC),, Central B!lnk of West African 
States (llCEAO), agd £astern Caribbean ·currency Authority (ECCA)) and which resulted from the government's inabilrty 

of 

to obtain danestic currency with which to pur~h~e needed foreign.exchange from the common central bank, ·as well. as 
those .incurred by the goverment or a government entity whose financial operations form part· of the budgetary process, 
are included· in these figures.. I!]. the former case, it was nof possible to distinguish between. domestic and external 
arrears; total arrears are sbowrf,." · · · · . , · . · · , · · · 
.. 2I-fLatest estimates ·available· in 1981; total based on: end-1980 figures, where 1981. figures n~i: available, 

.. ' . , , . 3/:.:Includes SDB. 135 million in payments arre!J.rs postponed. by agreement with creditor banks through early 1981, 

::J!if:'i~~~:#.t .. 
,. ' ' ' '' . 8/.' .. Aptil 1977, 

.'f/ November 1981, . . . . . . · 
10/ Projection for 1981~ · .Thii 'entire amount may not represent payments arrears as it is· known to include delayed 

proVision of foreign exchange due ·to administrative de'iays considered· normal, 
11/ As a ratio of convertible currency imports,' ~, · 
12/ June i981, · · 

Symbols: 

* Financial program supported by use of. Fund resources in effect in Dec.e1J1ber 1981 (including inoperative arrange
ments),, 

.: :·! .. . x Al're11r.s .. les11 i;han. SD1(!)~5 _ _1n;ll1on •. 
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maturities were generally in the.range of 7 1/2 to 10 years •. The normal 
·practice was for'· the interest rate on the rescheduled matur'i~ties 'to bee'., 
- determined 'by th·e ensuing bilateral negotiations. .. ·.'·' 

J h - ·.,·;{.>., :·: 

'' '-. ~ . 

Cou.n,try an4 Year. -C~nsolidation Period. 

Chu.;', 1975: · · · · '1/1/75' to' 12/31/75 · 
Ga.boil: 1978;· . arre~rs as of 12/31/79 
P~riif~ 1978j, l/l/78: to 12/31/79 

. Sierra Leone,· 1977 · · · i/1/76 .. to· 6/30/18 
Sierra Leon:~, 1980 7 /1/79 to 12/31/81 
Sudan,· 1979 .· .10/1/79 to 6/30/81 
Togo~ 1979. ~/6/79 to 12/31/80 
Tutk~y, 1978 : 1/1/rr to 6/30/79·: .• 
Turkey·~ 1979' •· · '7/t-/79 'to ·6/30/80 .. 
Turk_ej:; 1980 · 7/1/80 to: 6/30/83 ·' 

. zairer·1916 ·; · · i/111s to: 12131171 · 
Zaire;; July i97t .• 1/1/77 to 7 /31/77 · 
Zairef Dec. 1977' 7/1/77 to 12/31/77 
Zaire·~ 1979 7/1/7.9 to· 12/31/80 

' . ,, 

·Repayment Terms 
Estimated 2/. - Including Grace· 

Amount ...., · · · Period 
(US$ million)' (In years) 

i78 
631 
211··; 

16:, 
24 

· 421 
282 

i,040 
.1,000 

·3,000 
186' 
203 
203' 

.· .1,300 . 

. · . 10:: ' 
.·) 'l(f 

7'i/2 
• c'· · 9 l/2 

.11 
10 1/4. 
_9 1/4 
9 
8'1/2 

10·' ·: 
9-112 

. 9 1/2 
9· 1/-2 

··to· 1/2 

Source: Agreed Minutes of .the .reschedulings~ 

· 1/ Excludes (a) Iridla, in whose case.the two reschedulings were in' the 
conte~t of provision of.economic assistance, and (b) countries that have 
sought, but not undertaken, a r:escheduling as of this writing (Le.,. 
Liberia and Pakistan). · · · 

ii - Inciudes maturities due and arrears • ...., . 

The ·undertal:d:r'i.gs wltich were included in the .Agreed Minutes. covered· 
•thecustomary commitments~· These included goodwill undertakingsln' . 

: ( a&ouf. a third· of·· the .. cases • ( i O e O J the creditors f wt'll:ingness:' tc;> O :reconvene' ... 
with''&' view to' considering: renegotiation of further debt servl.~e·' paynients). ·. 
Gei:ufrally, the·;uildertakings also 'included_ a nondiscr'iminadon· clausef >''.: . 
ub.der~'.·whicn:' the'' debtor' undertoolc· ll~t · to agree ti:{ ot:het r~schedulfi1gs'· :,::' 
tft.t;!ri>uld .resulf:·:i.n more- favorabie treatment than tha'F'~ccoj:d'eci ~() the·1 

. cr~ditots ·. participating· irt' the. multilateral framework~·. Ther,e ·were also·, 
in:specific instances,·other.commltments relating .to the.early settlement 
o'f'e arrears and to the contract.ion of new debts. . An important undertaking . .,.J 
common to all the agreemen~s r~lated to the debtor country's arrangements 



Of /ice Memorandum 
No further action necessary. CDF 6/28/82 

TO Mr. Finch DATE: June 21, 1982 

FROM 

SUBJECT : 

Peter J. Quirk 

Definition of Arre Mr. Finaish's Enquiry 
I 

\ \. 
( ' 

The following is in response to your request for clarification and 
background to the general question raised by Mr. Finaish as to what constitutes 
external payments arrears, and (in his words) why the word of the country alone 
is not acceptable in establishing the existence and extent of arrears. 

The criteria for identifying arrears were set out in the 1970 and 
1980 policy papers (SM/70/139 and EBS/80/190) and applied in the recent informa
tion paper (EBS/82/57). To summarize: 

1. A reasonable time delay beyond the due date is permissable for exam
ination of bona fides and other processing of reasonable documentation. Generally 
speaking, this might involve several days, or even weeks, depending on the member; 
members with arrears most often have average delays exceeding one month. 

2. Government action restricting the availability of foreign exchange 
to nongoverrunent entities is necessary in order that arrears within the meaning 
of Article VIII be involved. Arrears of government or government entities, 
although having similar economic properties, constitute defaults. In the case 
of members with a common central bank, the unavailability of exchange and 
consequent delays sometimes result from a statutory limit on recourse to domestic 
currency, although the central bank stands open to meet all proper requests for 
foreign exchange--such instances have been dealt with as defaults. These are 
just as damaging to the member as arrears. 

). Mr. Finaish's question as to the appropriate source of data on 
arrears may have been prompted by issues having to do with Somalia and Libya that 
arose in the last two weeks. In the case of Somalia, the World Bank provided AFR 
with estimates of arrears that were substantially higher than given to the Fund 
by the authorities, and that would have jeopardized the forthcoming program. 
The authorities were asked to reconcile the estimates; they reaffirmed the data 
given to the Fund. As you are aware, Libya was also singled for its arrears at 
a recent Berne Union meeting; Mr. Drees last week sought our assistance in 
preparation for the mission to that country. One possibility is that the Libyan 
authorities may claim that the delays are due to the poor financial position 
of importers rather than to the availability of exchange. Mr. Drees was informed / 
that this form of argument for treating delays as defaults has been applied only 
to members with a common central bank for whom the limits are statutory. 

Mr. Finaish could be told that arrears generally involve a number of 
parties and that their existence therefore generally becomes widely known and 
reported within the international community. Information covering the types 
and extent of arrears is generally as gathered by the member. Given the unde
sirable consequences of arrears, and the need to monitor them in order to ensure 
the effectiveness of policies aimed at their elimination, members are generally 
anxious to establish the best possible means of gathering the information. 

cc: Messrs. Mookerjee (o/r), Beveridge 

,, 

? 
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EBS/82/57 

CONFIDENTIAL 

March 31, 1982 

To: Members of the Executive Board 

From: The Secretary 

Subject: External Payments Arrears of Fund Members, 1980-81 

The attached paper reviewing developments in the payments 
arrears situation of members is circulated for the information of the 
Executive Directors. 

Att: (1) 



CONFIDENTIAL 

INTERNATIONAL MONETARY FUND 

External Payments Arrears of Fund·Members, 1980-81 

Prepared by the Exchange and Trade ~elations Depa:rtment 

(In· c·onsultat-ion with other Departments) 

Approved by C. David Finch 

March 30, 1982 

Introduction 

Developments in . external payments arrears maintained by Fund members, 
the Fund's experience during 197 S-80; and policies· in this area, were dis
cussed by the Executive Board at EBM/80/153-154 (10/17/80). 1/ Many Directors 
at that time ·expressed their concern· with the rising trend- in external pay
ments arrears arid expressed the wish that the staff would monitor developments 
in-this field closely, and that the information on payments-arrears would be 
furt:her developed and updated more frequently for ·the information of the Board. 

The present paper· reviews developments in the payments · arrears situa...; 
tion of members, focusing particularly on 1980'and the·first three quarters 
of 1981, and steps members have taken to deal with arrears. It al'so examines 
the implementation of· the Fund's policies in this area, particularly in the 
context of the use of the Fund's tesources. The paper is organized as·follows: 
Section II discusses developments · in · the level of arrears. · Section III 
examines the broad categories of· arrears incurred by Fund members, including 
gov'ernment defaults. The adverse consequences. of maintaining arrears, and · 
methods for reducing a_nd eliminating them a:re dealt with in Section IV, 
while the final · section discusses the implementation of Fund policies--both 
in the context of the use of Fund resources and under Articles VIII and XIV 
of the Fu.rid' s Articles of Agreement. 2/ · 

1/ · Review· of Fund Policies and Procedures on Payments Arrears (EBS/80/'190, 
8/26/80). 

2/ Payments arrears constitute an exchange restriction under Article VIII, 
Section 2(a) and Article .. XIV, Section 2 when the authorities of a country are 
responsible fo'r undue delays in approving· applications or in meeting bona fide 
requests for foreign exchange for current international transactions~ as 
defined in Artiele XXX, Section (d). · When a government or a government entity 
whose financial operations form part of the budgetary process fails to meet an 
external payments obligation due to a lack of domestic currency, the resulting 
arrears are considered to be defaults rather than payments arrears constitut-. 
ing an exchange :restriction within the meaning of Article VIII. Similarly, 
payments arrears incurred by governments participating in a common central 
bank are treated as defaults when they are due to the government's inability 
to obtain domestic currency with which to purchase needed foreign exchange 
from the common central bank.· Although the 'above distinction is relevant for 
the· purposes of Articles VIII arid XIV·, in the context of the ·Fund's policies 
on the use of ·its 'resources, defaults and- other forms of arrears involving 
current and capital payments are viewed as having the same broad macroeconomic 
character and consequences, and are therefore treated in the same manner. 
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II. Recent Developments 

1. The overall situatio.n, 1975-81 

In the period from 1975 to 1979 total external payments arrears incur
red by Fund members rose sharply, but have since leveled off at close to 
SDR 5.5 billion according to information available through the last quarter 
of 1981 (Table 1) • The number of Fund members incurring arrears, however, 
continued to increase steadily--more than doubling from 1975 to 1981, from 
15 to 31 countries. 1/ Aggregate figures for arrears in these years also 
embodied large shifts-in individual countries' amounts. In 1981 a reduction 
of Turkey's external arrears by some SDR 1 billion was offset by the emer
gence of arrears of similar magnitude in Romania. Similarly, in 1980 an SDR 
0.6 billion decline in Zaire's arrears was largely offset by the increased 
arrears of a number of other Fund members. 

. Viewed from the broad perspective of members' overall ability to meet 
cont.ractual obligations for current payments and debt repayments, the arrears 
situation has stabilized in recent years, albeit at a high level. Total 
deferments of payments obligations, comprising both outstanding debt resche
duled and external payments arrears have, broadly speaking, leveled off in 
1980 and 1981 in relation both to imports and to outstanding debt of the 
group of non-oil developing countries, (Chart 1), As a ratio both of imports 
and of outstanding debt, arrears peaked in 1977 (at 2.9 and 2.4 per cent, 
respectively) and have since declined gradually through to the latter part 
of 1981 (to LS and 1.3 per cent, respectively). Total amounts of debt 
rescheduled annually as a result of multilateral and private negotiations 
(relative also to import flows and to outstanding debt) peaked later in 1979 
and declined sharply in 1981. A major element in the large scale of debt 
relief operations in 1979 and 1980 was the rescheduling of US$5.3 billion of 
Turkish debt. 2/ 

The appraisal 
obligations based 
deferred payments 
fications: 

of the inability of members to meet external contractual 
on these measures, in particular the ratio of total 

to external debt, 'if is, however, subject to three quali-

a. Because external financing is fungible, just as reductions in arrears 
may be . achieved by greater rescheduling, so also may reductions in both 
arrears and rescheduling be obtained through increased incurrence of new 
debt or rollover of existing debt (in some instances at below-market terms). 
Th.ere are, however, some indications from the data of Chart 1 of a less, 

1/ All countries maintaining arrears in the period under examination were 
in-the group of non-oil developing countries, 

2/ By comparison, the largest amounts rescheduled in 1981 were US$0, 5 bil
lion each for Bolivia and Zaire. 

3/ _The ratio of overall deferred payments to debt (just over 5 per cent in 
1981) when compared with yields (proxied, say, by the LIBOR) may be viewed 
as an indicator of trends in the risk attaching to these assets. 
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CHART 1 

PAYMENTS DELAYED AND DEFERRED BY 
FUND MEMBERS, 1975-81 

Per cent of imports of non-oil developing countries 
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Sources: IBRD, World Debt Table~ OECD, External Debt of Developing Countries; IMF, IFS; 

1nd staff estirn~s. 

1980 

From Table 1. 
2Amounts rescheduled in each year (flowsl are with respect to ODA countries and major private creditors. 
fey include rescheduling with respect to future years. 
Sum of arrears and estimated outstanding rescheduled amounts (stocks as of the end of the indicated year) 

as a per cent of total imports, and of total outstanding debt, respectively. · 

1981 



Benin 
Bolivia 
Central African Rep.* 
Chad 
Congo 
Costa Rica* 
Dominican Republic 
Egypt 
El Salvador 
Gabon 
The Gambia 
Ghana 
Grenada* 
Guinea 
Guinea-Bissau 
Guyana* 
Haiti 
Jamaica* 
Liberia* 
Madagascar* 
Mali 
Mauritania* 
Nicaragua 
Peru 
Romania* 
Senegal* 
Sierra Leone* 
Somalia* 
Sudan* 
Tanzania* 
Togo* 
Turkey* 
Uganda* 
Viet Nam 
Zaire* 
Zambia* 

Total 
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Table 1. External Payments Arrears Outstanding, 1975-1981 }./ 

(In millions of SDRs; end of period) 

22 21 
42 148 80 

35 39 8 42 63 29 ':! 
9 9 9 22 39 52 

13 26 44 67 50 22 5/ 
222 544 .4/ 

11 17 37 72 I/ 
82 312 !J 862 'ii 

41 66 ':J 
430 339 

10 15 6/ 
138 192 201 393 324 269 365 6/ 

X X X 2 1 
136 90 119 151 169 95 

2 7 7 8 5 7 
27 17 20 23 38 9/ 

26 9/ 
22 48 42 89 41 2/ 

6 
3 5 7 11 13 145 63 

11 18 27 38 43 
X 9 23 15 15 20 4/ 

58 363 188 so 1.0/ 
115 

982 10/ 
7 12 '!J 

4 9 12 17 54 72 99 
13 35 24 

68 241 572 597 878 1,081 944 12/ 
50 118 238 226 

16 43 49 22 59 6/ 
202 1,710 1,523 1,769 1,266 279 6/ 

37 39 21 70 75 178 123 !J 
27 

218 385 671 950 1,118 418 463 
136 223 394 496 351 461 574 
846 1,786 5,183 5,026 5,616 5,263 5,446 

gross official 
1980 international 

12 69 
15 48 
58 

4 
46 481 

5 41 

7 106 

13 150 
44 257 

32 
17 
11 927 
10 154 

5 31 
1 30 

11 450 
13 331 
8 14 
8 58 

14 11/ 208 
2 240 

16 582 
11 63 
76 3,776 
23 1,507 

6 55 
4 22 

21 2,135 
3 66 

41 359 
56 1,125 

1/ The Table shows had external payments arrears in any year during 
the period 1975-1981, or other dates indicated in the footnotes. Defaults, i.e., payments arrears 
incurred by governments participating in common central ban! arrangements (Bank of Central African States 
(BEAG), Central Bank of West African States (BCEAO}, and Eastern Caribbean Currency Authority (ECCA)) 
and which resulted from the government's inability to obtain domestic currency with which to purchase 
needed foreign exchange from the common central bank, as well as·those incurred by the government or a 
government entity whose financial operations form part of the budgetary process, are included in these 
figures. In the former case, it was not possible to distinguish between domestic and external arrears; 
total arrears are shown. 

'!:./ Latest estimates available in 1981; total based on end-1980 figures, where 1981 figures not 
available. 

3/ Includes SDR 135 million.in payments arrears postponed by agreement ~ith creditor banks through 
early 1981. 

4/ December 1981. 
5/ March 1980. 
6/ October 1981. 
7/ April 1976. 
8/ April 1977, 
9/ November 1981. 

10/ Projection for 1981. The entire amount may not represent payments arrears as it is known to 
include delayed provision of foreign exchange due to administrative delays considered normal, 
11/ As a ratio of convertible currency imports. 
12/ June 1981. 

Symbols: 

* Financial program supported by use of Fund resources in effect in December 1981 (including 
inoperative arrangements). 

x Arrears less than SDR 0.5 million, 
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rapid accumulation of debt in 1980 and 1981 relative to tr.ade. For the 
non-oil developing country group, the ratio of total public and private debt 
outstand:J,ng and disbursed to total merchandise imports, which had been rising 
in the period 1976-78, to 129 per cent in 1978, declined to 108 per cent in 
1980 and an estimated 110 per cent in 1981. 

b. Another qualification attaching to the aggregate indications of 
the overall situation, as portrayed in Chart 1, is the continuing growth in 
the number of Fund members incurring arrears or undergoing rescheduling. 
Although a reduction in the aggregate amounts involved may indicate an over
all improvement in the risk climate for creditors, the effects of significant, 
albeit relatively reduced, amounts of arrears in a wider group of countries 
signal increased difficulties in debtor-creditor relations. The existence 
of any significant, and especially protracted, amount of arrears is damaging 
in this respect (see Section IV for further discussion). 

c. The incurrence of new arrears represents, of course, a much less 
desirable means of deferring contractual payments than rescheduling. In this 
compositional sense, the situation worsened in 1981--although rescheduling 
declined sharply, arrears actually increased. 

2. 1980-81 

At the end of 1979, 26 countries were identified as having payments 
arrears, including those arising from government defaults, and the total 
amount of payments arrears was estimated to be SDR 5.6 billion, which was 
equivalent to 2 .4 per cent of total imports of non-oil developing coun
tries. 1/ At the end of 1980, with the exception of one country (Grenada), 
all of the countries which maintained payments arrears at the end of 1979 
continued to do so. Moreover, three additional countries were identified 
as incurring payments arrears (Costa Rica, El Salvador and The Gambia:), 
bringing the total number of countries having payments arrears to 28 
(Table 1). The total amount of payments arrears at the end of 1980 was 
estimated to have amounted to about ·snR 5.3 billion, equivalent to 1. 7 per 
cent of total imports of non-oil developing countries. During 1980, f·ive 
countries with large payments arrears were successful in rescheduling 
outstanding arrears. These countries were (rescheduled amounts shown ,.in 
brackets): Congo (SnR 10 million), Guinea (SDR 61 million), Nicaragua 
(SDR 85 million), Turkey (SDR 500 million), '!:._/ and Zaire (SDR 1 billion). 

1/ This may be compared with the estimated total for end-1979, in Table 1 
of-EBS/80/190 (p. 3), of SDR 5.1 billion. For the purpose of estimating 
totals of outstanding arrears, where the current figure for a particular co.un
try is not available, the most recent available figure has been substituted. 
Figures for individual countries are also subject to revision as more up~to
date or improved information comes to hand. 

2/ The amounts rescheduled in 1980 and 1981 represent changes in the level 
of-outstanding payments arrears during 1980 and 1981, since very little cash 
settlements were made during this period: The exact .amount of payments 
arrears rescheduled during each year cannot be estimated since the reschedul
ing exercise was carried out in several stages and also covered payments 
that had not yet become due. 

,.. 
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In the absence of. rescheduling of · arrears during the year; the membership 
total at the end of 1980 for payments arrears would therefore have amounted 
to nearly SDR 7 billion~-an increase of SDR 1.3 billion over·l979. 

During 1980 ·payments arrears increased in 15 ·countries (in addition to 
the 3 countries which were ,identified as acquiring arrears in that year). 
These were: · Bali via, Central African Republic, Chad, Dominican Republic, 
Guinea-Bissau, Guyana, Jamaica, Madagascar, Mali, Sierra Leone, Somalia, 
Sudan, Tanzania, Uganda, and' Zambia. In relation· to the. level of their 
imports, the increase in payments arrears in· 1980:,--was substantial for a 
number of these countries. For eight countries·· the increase in payments· 
arrears in 1980 represented more than 10 per cent of the value of their 
imports in 1979. These countries were, wf.th increases in payments · arrears 
in 1980 as· a per . cent of the level of imports in 1979 in parentheses: 
Bolivia (12 per cent), Central African Republic (38 per cent), Chad (11 per 
cent), Madagascar (24 per .cent), Sudan (129 per cent), Tanzania (14 per. 
cent), Uganda (40 per cent), and Zambia (16 per cent). 

· Eight countries reduced payments arrears during 1980, and the reductions 
in payments arrears for Guinea, Nicaragua, Turkey, and Zaire were more than. 
10 per cent of the level of imports in 1979 (43 per cent for Guinea, 66 per 
cent for Nicaragua, 11 per cent for Turkey, and 103 per cent for Zaire). 
Other countries that reduced payments arrears in .1980 were (reductions as a 
per cent of imports in parentheses): Benin (0.3 per cent), Congo (9 per 
cent), Ghana (6 per,cent), and Togo (7 per cent). 

According to the latest information available, payments arrears increased 
in 1981 and became still more widespread. Outstanding payments arrears were 
estimated to have amounted to SDR 5 .4 billion, slightly more than the level 
outstanding at the end of 1980 (Table 1). The fo11owing countries resche
duled: a major part of .their payments· arrears (rescheduled amounts shown in 
brackets): Central African Republic (SDR-24 million), Madagascar (SDR 100 mil
lion), Nicaragua (SDR 198 million), Sierra Leone (SDR 6 million), Turkey 
(SDRq987 million), 1/ Uganda (SDR 41 million), and Zaire (SDR 80-85 million). 
In the absence of this rescheduling of arrears, which totaled SDR 1.4 billion, 
global outstanding payments ·arrears in the last quarter of 1981 wc,uld have 
amounted 'to SDR 6. 9 billion, representing an increase of almost one third 
over,;,the outstanding level at the end of 1980. 

According to ·the most recent available data for 1981, 31 countries are 
known- to have maintained· payments· arrears in that year. Only 1 country 
(Benin) totally eliminated payments arrears· in 1981. Information on the 
leveil, of arrears outstanding for 4 countries which had payments arrears at 
the ,;end of 1980 (Chad, Congo, Guinea, and Guinea-Bissau) is not presently 
available. It is most unlikely that any of these countries were able to 
eliminate payments arrears by the end of 1981. During. 1981, payments arrears 
emerged in the following 4 additional countries: Haiti (SDR 26 million), 

1/ Estimated. amount; includes settlements of payments arrears under the 
"Turkish Lira Option". See footnote 2, page 4. 
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Liberia (SDR 6 million), Romania (SDR 1.0 billion), and Viet Nam (SDR 27 mil
lion). Of the countries which maintained payments arrears at the end of 
1980, a reduction in the outstanding amount occurred in 10 countries (Bolivia, 
Central African Republic, Jamaica, Madagascar, Nicaragua, Somalia, Sudan, 
Tanzania, Turkey, and Uganda). However, in only 5 of these countries did 
the decline in the outstanding level of payments arrears exceed 10 per cent 
of the level of imports (58 per cent for the Central African Republic, 12 per 
cent for Madagascar, 21 per cent for Nicaragua, 45 per cent for the Sudan, 
17 per cent for Turkey, and 11 per cent for Uganda). 1/ Declines in arrears 
in the Central African Republic, Madagascar, Nicaragua, and Turkey were 
almost entirely due to rescheduling. 

The level of outstanding payme.nts arrears increased in 1981 for 13 
countries (Table 1). In relation to the level of imports, the highest 
increase was for Costa Rica (27 per cent) followed by Zambia (16 per cent). 
Other countries which exp.erienced increases in payments arrears in 1981 
included: Dominican Republic (3 per. cent), El Salvador (3 per cent), The 
Gambia (4 per cent), Ghana (10 per cent), Guyana (5 per cent), Mali (2 per 
cent), Mauritania (2 per cent), Senegal ( 1 per cent), Sierra Leone (9 per 
cent), Togo (9 per cent), and Zaire (7 per cent). 

III. Types of Arrears 
( 

During the past two years there have been improvements .in the qual:ity of 
data obtained by the staff on payments arrears incurred by member countries, 
particularly with respect to countries which have concluded stand-by or 
extended arrangements with the Fund. With very few exceptions, the amounts 
of payments arrears reported here a:re based on information from official 
sources, compiled in some instances with the assistance of Fund staff or 
creditors. 2/ The improvement reflects both the recognition by national 
authorities-of the undesirc1.ble consequences of payments arrears and of the 
need to monitor more effectively the developments in the payrlients arrears 
situation, and efforts by the staff to consolidate up-to-date information 
with the cooperation of the authorities. Continued involvement in multi
lateral debt rescheduling exercises, and the inclusion of policy objectives 
with respect to payments arrears as· performance criteria in stand-by or 
extended Fund facility programs, have also provided the staff with _,_an 
op port unity to monitor the data. Nevertheless, further improvements are 
required in the quality and timeliness of the data on arrears, and related 
data on the disposition of arrears (especially regarding cash payments); the 
staff is continuing its efforts in this area. 3/ 

1/ Decreases in payments arrears in 1981 · as a per cent of the level·.,,of 
imports in 1980. 

2/. Including information on payments delays provided by the International 
Union of Credit and Investment Insurers (Berne Union) and the International 
Air Transport Association (IATA), 

3/ At present, little is also known about the bases of measurement in 
different countries--whether arrears are identified as from the due date of 
the payment or taking into account normal processing lags or other considera
tions. Such differences could, of course, influence the quality and compara
bility of the data. 
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Available information indicates· that, with few exceptions; countries 
maintained arrears both with respect to debt service obligations (including 
interest payments) and curr.ent. 'payments for imports and invisibles during 
1980-81 (Table 2). · Five court tries (Congo, The Gambia, . Guyana, .Tanzania, and 
Zambia) incurred payments arr~ars with respect to import and current invis
ible payments (excluding interest payments) only, and six countries· (Central 
African Republic, ·Mauritania, Nicaragua, Senegal, Togo, and Viet Nam) in 
1980 and 1981 incurred payments arrears ·with respect ·to· ext~rn:al <lebt service 
obligations only (including interest payments). In· general, on the basis 
of disaggregated data available for certain countries, payments arrears with 
respect to import and current invisible payments represented a substantial 
proportion of total payments arrears ( some two thirds in 1979 i:1,nd 1981, and 
over three quarters in 1980). Available information also indicates that, in 
cases where payments arrears were incurred with respect to both current and 
capital transactions, the proportion of arrears with .respect to the:two cate
gories of transactions varied considerably in many countries. In some 
instances, members· were able ,to· select. forms of payments delays .which would 
be less likely to prove damaging. to relat;:ionships with ,their creditors, but, 
as the diversity of payments categories affected suggest~, in the difficult 
situations of countries incurring arrears, many had relatively little discre-
tion open to them in this respect. · 

. . . _; .. 

Payments arrears with respect to import payments took a·var:t,ety of forms~ 
They involved: (1) overdue letters of credit (including instances in which 
exporters were paid by foreign correspondent banks which had confirmed the 
letters of credit, but do:µiestic banks were no·t able to r.econstitute their 
foreign exchange positions with their· foreign correspondent banks); (2) delays· 
( usually between one to fot<r months, but in some instances ·as long as six 
months) in the provision of foreign exchange for initially approved import 
transactions; .and (3) approval (with little delay) of foreign exchange ·appli
cations for settlement of payments for imports considered essential (particu-: 
larly, petroleum), .but ad hoc approva.l or indefinite delays in th~ approyal 
of payments for other imports.. Ad h_oc or discretionary approval procedures 
of fo:reign exchange applications' have been m:ost common with respect to trans
actions f~r which ··no specific due dates existed (e.g., unrequited transfers 
and profit remittances). In some of these instances, it was found to 9e dif
ficult to identify the ·nature of delays in the approval of foreign exchange 
applications since approval was contingent. ori. the productfon of satisfactory 
documentary proof (e.g.' certificate of tax compliance), thu·s making it 
difficult .to disassociate the time taken by the official and by the applicant 
in effecting the tra.nsaction. In countries where approvals· for foreign 
exchange applications were .granted on the basis of ·priority lis.ts for imported 
goods, applicants may have ,been indirectly tr.eated in a discriminatory manner. 
However, there is little evidence of direct discriminatory treatment of 
applicants, except in a few cases in which the provision of foreign exchange 
was restricted to -pub.lie sector importers, or foreign exdhange applications 
were approved on. the, basis of origin of imports. In the case of approval 
for invisible payments, discriminatory treatment of applicants appears to 
have existed since approva~ was o.ften ·granted on· an · individual basis. 
However, there is insufficient . information· available· t6 assess the extent or 
the seriousness of this problem:. . · · · 



Bolivia 
Central African Rep. 
Congo 
Costa Rica 
El Salvador 
The Gambia 
Ghana 
Guinea 
Guyana 
Jamaica 
Madagascar 
Mali 
Mauritania 
Nicaragua 
Romania 
Senegal 
Sierra Leone 
Somalia 
Tanzania 
Togo 
Turkey 
Uganda 
Viet Nam 
Zaire 
Zambia 

Table 2. External Payments Arrears, by Type of Payment, 19]9-81 

(As percentages of total arrears} 1/ 

Import Invisible 
payments payments'±_/ 

47 
8 

100 3/ 

44 

72 3/ 

100 3/ 

92 3/ 
4-

39 
74 

45 

37 

100 
40 

61 

3 
26 

service payments 
Interest Capital 

26 
55 

3 
15 

16 
33 
12 

28 4/ 
23 

100 4/ 
2 -

35 ':!J 

42 

74 

13 6/ 
77 

67 
88 

77 

6 

16 

Import Invisible 
payments payments'±_/ 

100 
80 
86 
40 

7 
100 3/ 

66 3/ 
68 
42 

47 
100 3/ 

97 
15 

93 
57 

100 

10 
14 
44 

32 
32 

31 

7 
43 

service payments 
Interest Capital 

23 

4 

3 
25 

34 4/ 
9 4/ 

25 -
20 
24 

100 4/ 

11 

100 4/ 
3 4/ 

54 4/ 

77 

6 

13 §! 
68 

1 
80 
76 

42 

Sources: Country authorities; and staff estimates. 

Import 
payments 

46 3/ 

40 
62 
81 
50 

100 3/ 
66 It 
32 

50 

74 3/ 
48 

100 3/ 

100 3/ 
9-

83 3/ 
59 -

Invisible 
payments'±_/ 

32 
19 
37 

14 
34 

6 

29 

41 

service payments 
Interest Capital 

23 
22 

20 
2 

3 

34 ':!J 

30 
45 
36 
44 4/ 

100 4/ 
26 4/ 
3 

100 ':!J 

61 ':!J 
16 
17 ':!J 

31 
78 

40 
4 

10 6/ 

4 
55 
64 

49 

84 

1/ The table does not show data on all countries appearing in Table 1, because data on some countries do not exist or are not reliable. For 1981 
the latest available data are shown. 

2/ Excludes interest payments on external debt. 
3/ Includes invisible payments (excluding interest payments on external debt}. 
4/ Includes principal. 
S/ End-March. 
6/ Includes deposits awaiting transfers in respect of participation in foreign-owned companies. 

00 

,, 
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Payments arrears· of. a hu~ber of countries. fn: 1980 and ·1981 repr'es~nted 
government defaults·. I'.n all of. these cases, payments ·arrears were incurred 
either by governnient or by a government entity whose activities were finan
ced through the government budget. However, in many instances it was not 
clear whether a lack of domestic b~dgeta~y ·re'sources · or the· shortage . of 
foreign exchange was the major reason for ·the emergence of payments arrears. 
Most countries for which data on· defaults were available in 1980 or 19'81 
experienced balance of payments diffi~ulties and main'tained .various forms 
of exchange testr.ictions. Thus, it m~y be assumed that the defaults of the 
government or publi~ enterprises (which wer~ l,argely related to external debt 
senrice payments) were not entirely attributab.le to a la.ck of domestic budge
tary resources, and that tpe' shortage of foreign exchange resources might 
hav(:l. be'eri at least . partly resp~nsibl~ for' the em~rgence of d~faults~ 

. A form of default arises when. payments' arrears are incurred by govern~ 
ments·belonging to common·central bank arrangements. Several members belong
ing to such arrangements experienced payments arrears in 1980 or 1981. They 
emerged in these countries because' the governments did not .have adequate 
recourse to domestic currency to purchase foreign exchange from . the. joint 
central bank, due to statutory limits on lending by the joint central bank 
to the participating governments. Payments arrears experienced by these 
countries represented overdue obligations to both domestic and foreign 
cr~~itors,. but reliable estimates of the. bi;eakdown of such arrears are not 
available! 

L 

IV. Ccmsequences of Arr.ears and Means of· Iqentifying 
and Reducing T.heni 

Consequences 

All countries that maintained payment$ arrears in 19.f30...;.81 experienced 
balance qf payments difficulties or deteriorating . fiscal pof!itions, and 
many of fhem iritroduc:ed .stabilizatlon 'programs assisted by. financial support 
from the Fund. · In general, the existence of payments arrears is likely to 
have serious effects. on the country's abili.ty t'o conduct satfsfactc;:>ry inter
natiqnal transactions~ bec_ause of the damage 1 t inflicts on the. credi tworth
iness of the country:---hiriderif!.g its acce.ss to international capi,tal market£! 
amf its ability to borrow on favorable term.s. it inay also increase the co~t 
of impo.:rts to· th.e country· as foreign suppiiers becom~ relµctan·t to extenq. 
trade credits,. or mark. up prices of goods or services to insure' themsel.ves 
against the .risk of nonsett).em~rit or delayed set'tlement. 

··' . 

There were indications that a number of countries with outstanding pay
ments arrears during 1980-81 experienced difficulties· _in obtaining o.r nego
tiating fav9rable loan . terms. Available information indicates that the 
countries which have experienced such problems ·included Ghana, Guinea, 
Madagascar, Romania, Sierra Leone, Sudan, Tanzania, Turkey, Uganda, Zaire, 
and Zambia. Commercial banks in some of these countries encountered diffi
culties in obtaining confirmation on letters of ~r~dit or short-term loans, 
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particularly suppliers' .credits. In some of these countries, the existence 
of payments arrears and the weakness of economic prospects in general were 
together responsible for the decline in international confidence. 

Th.ere is little speC;ific evidence available that foreign suppliers 
deliber~tely raised the prices of goods or services exported to the countries 
incurring payments arrears to cover the additional credit risks which might 
have been involved, although this practice is probably widespread. In one 
country (The Gambia) a mark up of about 10 per cent on some goods imported 
into the country was reported, and some foreign suppliers were known to have 
insisted on prepayments of letters of credit or their confirmation by more 
t;:han one foreign bank. As regards difficulties encountered in obtaining 
insurance or paying unusually high premia by foreign firms or banks supplying 
goods or services to· the countries with outstanding payments arrears, there 
were several .known cases. Most major export insurance agencies at one point 
had.stopped issuing policies covering exports to Tanzania, and export credit 
agencies in certain countries had also refused to insure exports to Ghana or 
insured. only at considerably higher premia. In addition, official agencies 
in some countries are known to have occasionally cancelled insurance coverage 
on exports to Turkey. 

2. Identification 

In order to direct policies toward achieving a reduction of arrears, 
they must first be identified. A counterpart deposit requirement in domestic 
currency against outstanding payments arrears not only facilitates the main
tenance of a reliable record on arrears and monitoring of the bona fides of 
foreign exchange applications, but also helps to effect an orderly elimination 
of arrears by ensuring that domestic·· debtors will have sufficient financial 
resources when the authorities release the foreign exchange. It also helps 
sterilize liquidity in what is normally an excess demand situation. 1/ Only 
a few countries, however, required such deposits during 1980-81. At-the .eJl.d 
of 1981 a counterpart deposit requirement was in operation in Costa Rica, 
Dominican Republic, The Gambia, Guyana, Jamaica, Madagascar, Sierra Leone, 
2nd Zambia. In all of these countries the amount of required deposits 'ij;3s 
equivalent to 100 per cent of the value of foreign exchange applicatiojs. 
With the exception of one country (Costa Rica; discussed below), deposits 
were either kept at the Central Bank. or the commercial banks were forbidden 
to use such deposits. According to available information, exchange rate 
guarantees were provided for the deposits in .Costa Rica, Madagascar, and 
Zaire. Provisions for payment of in.terest on the counterpart deposits are 
known to exist in five countries (Costa Rica, The Gambia, Guyana, Jamaica, 
and Zambia), and in Costa Rica, Guyana, and Jamaica the rates were close to 

1/ It should be noted that this · sterilization is in comparison to. the 
situation in which arrears are incurred and no deposit is required. 



the prevailing domestic or. ;i.nt~rnational market interest rate. 1/ In accord
ance ,with. the. counterpart deposit requirement ·of Costa Rica (introduced in 
April 1981), cer.tificates qf deposit expressed in U :s .. ·dollars and calculated 
at. the official exchange rate have been i,ssued to depositors. These certifi
cates, bearing LIBOR rates, are redeemable in six half-,.yearly .tranches over 
three years and are negotiable. A regulation regarding counterpart deposits 
with resp~ct to foreign' exchange applications submitted since June 1981. is 
under consideration. in Uganda at .the pr.esent. time~ In. one country (Ghana) 
ari. advance d,eposi t requirement against fpreign exchange' applications for 
certain import ,payments was in force for some time. The advance import 
deposits in effect performed the: same funGtion a~ .the counterpart. deposits 
wh.en payments arrears emerged wi tli respect to imports subject to the deposit 
requirement. 

3 •. Means of reducing arrears 

In most countries shown in Table 1 the changes in the level of outstand
ing payments arrears . during 1980-81 repres,ented . reductions of previously 
outstanding arrears. In a number of countries, however,.new payments arrears 
emerged i.n 19.80-81 while old arrears· were. being reduced, so tQat the changes 
in the outstanding movement of arrears at the end of the year reflect net 
reductions of arrears. Information on gross re.ductions of arrears (including 
defaults) during 1980-81 is available only for a limited number of countries. 
As far as the queuing techniques used for obtaining the gross reductions are 
concerned, it appears that in most cases a first-in first-:--out principle wa.s 
applied--although, as noted above, priority .lists . were in. operation for 
essential imports. It .was noted in the 1980 staff paper on arrears 2/ tha,t,
although equitabie, this principle does not. lead to immediate restoration 
of prompt payments, and may be impractical because of the lumpiness of indi
vidual transactions. The staff, however, has no information at hand suggest
ing that these considerations have taken precedence·; although they doubtless 
ha:ve in some instances •. · 

J.!/ In EBS/80/190 the possible multiple currency practice .involved in the 
payment of inadequate interest or in the absence of an exchange rate guarantee 
was;discussed (p.7): 

;,, Where [ counterpart] deposits are noninterest ·. bearing, or where 
the foreign exchange needed to liquidate an. external obligation is 

;:, provided at a future date in exchange for .the deposit at the rate of 
.,:, exchange in effect on the due date. of deposit. rather than at the rate 
·:·of exchange in effect when the deposit was made, the los.s of interest 

income or any additional cost involved. in. ·the purchase of foreign 
exchange.may give rise to a significantly different effective exchange 
rate a,nd, may. involve a multiple currency practice. The divergence in 
the effective rate ,of' exchang~' h~wever' will be 'reduced if interest 
is paid on such deposits; it .will be .e.liminat.ed if · the monetary 
authorities pay · sufficient . intere~t, or if .. they assume the obliga
tions arising f.rom payments arrears and, effectively guarantee the 
exchange rate to be applied' at settlement. 

2/ EBS/80/190 (8/27/80), p. 11. 
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In most of the cases (Central African Republic, Congo, Madagascar, 
Nicaragua, Sierra Leone, and Zaire), the amounts of net arrears reductions 
by rescheduling were much larger than those effected by cash payments. 1/ 
The countries which reduced existing payments arrears entirely through 
rescheduling during 1980-81 were Bolivia, Guinea, Sudan, and Turkey, while 
Benin, Costa Rica, The Gambia, Ghana, Mali, Liberia, and Senegal reduced 
payments arrears entirely through cash payments. In some countries · which 
reduced payments arrears through rescheduling (e.g., Turkey) the data on the 
exact amount of arrears rescheduled . during 1980 or 1981 were not readily 
available, either because the rescheduled amounts ·included part of outstand
ing debt service payments which were due to mature on future dates, or because 
several rescheduling exercises were conducted throughout the period 1980-81, 
or the rescheduling exercise continued for more than a year. 

Most of the important rescheduling was arranged in the framework of the 
Paris Club, and the bulk of the Paris Club rescheduling dealt with payments 
arrears on outstanding debt.service payments. An exception was the reschedu
ling of Turkey's debt, which was conducted under the auspices of the OECD, 
although principles and procedures of the Paris Club rescheduling were basi
cally adhered to. The countries which benefited with reductions of out
standing arrears through Paris Club e:xercises in 1980 or 1981 included the 
Central African Republic, Madagascar, Sierra Leone, Sudan, Togo, Uganda, and 
Zaire. 2/ The countries which relied exclusively on rescheduling outside 
the framework of the Paris Club included Bolivia, Guinea, and Nicaragua, and 
virtually all payments arrears rescheduled in these instances consisted of 
short- and medium-term debt owed to foreign commercial banks. In the case 
of one country (Nicaragua) an attempt to reach agreement in the framework 
of the Paris Club did not succeed, and other negotiations were subsequently 
concluded. 

1/ The major relationships between external arrears, external debt, and 
external debt servicing may be summarized as follows: 

1. Increase (decrease) in outstanding.arrears 
arrears newly incurred ' 
rescheduled arrears 
cash payments on arrears 

2. Increase (decrease) in outstanding debt 
= debt newly contracted 

scheduled debt amortization 
+ increase (decrease) in outstanding arrears 

3. Actual debt servicing 
= scheduled debt servicing (interest and amortization) 

increase (decrease) in outstanding arrears on debt servicing 
For the discussion in this paper, stocks (outstanding arrears and debt) are 
end-year, and flows (arrears newly incurred and debt newly incurred, resch.e
duled debt and rescheduled arrears, and debt servicing) are within-year. 

2/ Executive Directors were advised of the outcome of these negotiations 
in papers prepared by the staff representatives at the meetings. 

, 
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In all · of the multilateral rescheduling: negotiations, the Fund staff 
played an important direct role, participating in the meetings and offer
ing technical assistance. In addition, in all of these rescheduling negotia
tions, the conclusion of a stand-by or an extended arrangement with the Fund, 
or a satisfactory ·performance un~er such an arrangement, · was considered by 
the creditors to be a prerequisite for reaching agreement: 

v. Implementation of Fund Policies 

1. Treatment in programs accompanying use of Fund resources 

In December 1981, stand-by or extended arrangements were in effect for 
the following 18 countries incurring payments arrears: Central African 
Republic, Costa . Rica, Guyana,· Jamaica, Liberia, Mada:·gascar, Mauritania, 
Romania, Senegal, Sierra Leone, Somalia, Sudan, Tanzania, Togo, Turkey, 
Uganda, Zaire, and Zambia. Of these countries, only the Central African 
Republic, Jamaica, Liberia, Senegal, Somalia, and Turkey observed the perfor
mance criterion relating to payments arrears. 

Under the stand-by and extended arrangements, the performance· criterion 
for payments arrears may take two forms: first, if new payments arrears on 
current payments emerge, the standard performance criterion relating to the 
policy statement that new exchange restrictions will not be introduced, or 
existing ones intensified, would not be observed; this performance criterion 
is included in all stand-by and extended arrangements. Second, in stabiliza
tion programs, member countries are normally expected ·to· reach understandings 
with the Fund to avoid incurring increased payments arrears (including de
faults) during the program period, and to take steps to reduce and eventually 
elJ.minate arrears. 1/ With the exception of one country, Mauritania, for 
which adequate data was not available, all stand-by and extend.ed arrangements 
in effect. in December 1981 contained a performance criterion requiring · a 
phased reduction or elimination of outstanding arrears during the first year 
of the program period or throughout the program per·iod. · The rationale of 
this policy has not been that part of additional foreign exchange resources 
becoming available through drawings from the Fund should be used to reduce 
the level of payments arrears (and thus reduce exchange restrictions), but, 
rather, that the improvement in the balance· of payments prospects to be 
expected fr.om the successful implementation of the stabilization program 
should _improve the ability of the countries to meet external obligations--with 
priority being given to an early elimination of arrears.· This is predicated 
on the view that the assistance provided by Fund resources in reducing arrears 
should not be assessed in a static way. By normalizing creditor relations; 
and','thus "unlocking" credits, Fund resources in such instances, rather than 
financing the arrears rundown, may be seen as restoring the member's access 
to. 'international credits .at a . sustainable level of real resource inflows. 

1/ Ibid., p.14. 



- 14 -

· The following policy guidelines on the elimination of payments arrears 
in the context of stand-by and extended programs were endorsed by the Executive 
Board in October 1980: !/ 

• The technique chosen by .a member to reduce outstanding arrears 
will reflect its institutional· arrangements, as well as the magnitude 
of the arrears and the severity of the balance of payments problem. 
When payments arrears are large in relation to a member's available 
foreign exchange resources, it may not be possible to aim at the 
elimination of the arrears within the program period. Special arrange
ments may be needed for the renegotiation of outstanding debt obliga
tions when debt problems are particularly severe. Depending on the 
member's circumstances and the length of the program, it may not be 
possible, in the early stages of a program, to reach an understanding 
with the member that goes beyond requiring the avoidance of any further 
increase in arrears. 2/ -· 
As is shown in Table 3, these policy guidelines calling for elimination 

of arrears over the program period, except when arrears are large in relation 
to foreign exchange resources, were reflected in programs in effect as of 
December 1981. In 15 of the 16 countries having identifiable amounts of 
payments arrears at the time of the conclusion of a stand-by or extended 
arrangement the ratio of payments arrears to gross official international 
reserves exceeded 50 per cent, 3/ and in 11 of these countries (Costa Rica, 
Guyana, Madagascar, Senegal, Sierra Leone, Sudan, Tanzania, Turkey, Uganda, 
Zaire, and Zambia), outstanding . payments arrears exceeded gross official 
international reserve holdings at the inception of the programs. Elimination 
of payments arrears by or before the end of the program period was provided 
for in the stand-by or extended arrangements with Liberia, Senegal, Sierra 
Leone, Somalia, Sudan, Togo, and Turkey. Under the stand-by arrangements with 
the Central African Republic, Madagascar, and Uganda, a partial reduction in 
outstanding arrears was specified for the program period. Under the extended 
Fund facility programs with Costa Rica, Guyana, Jamaica, and Zambia and the 
stand-by program with Tanzania, a partial reduction in outstanding payme'nts 
arrears was stipulated with respect to the first year of the program period, 
but without a specific. target for the entire program period. The extended 
arrangements with Sierra Leone and Zaire provided for a target for the reduc
tion of payments arrears by the end of the program period and a target' for 
the first year of the program period. In all multi-year arrangements in 
which a target for the reduction of payments arrears ~uring the program 
period as a whole was not specified, an understanding was required regar.fi.ng 
the reduction of payments arrears in the course of periodic reviews of the 
program--as a condition governing subsequent phased drawings. 

· 1/ The Fund's policy with respect to payments arrears had been previously 
reviewed by the Executive Board in 1970 (Executive Board Decision 
No. 3153-(70/95), 10/26/70). 

2/ EBS/80/190, 10/27/80, p. 14 (corrected). 
3/ The exception was Togo. Data on payments arrears were not available in 

Mauritania and payments arrears emerged in Romania after the conclusion of 
the stand-by arrangement. 

1 
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Table 3. Treatment of Payments Arrears Under Stand-by or EFF Arrangements in EUect in December 1981 1_/ 

Targeted Ratio of targeted Ratio of targeted 
Total amount of amount of arrears arrears reduction arrears reduction 

Type of external arrears reduction to total arrears to drawin2: 
arrangement outstanding at During 1st yr.of During 1st yr.of During 1st yr.of 

effective date, time of program program program program program program program 
amount, !;../ per negotiation period period period period period 11 period!!_/ 

Country cent of quota (SDR million) (SDR million) (In per cent) (In per cent) 

Central 9 mths. SB, 4/10/81 
2'i/ 19'i./ African Rep. SDR 10.4 m,, 43.3% 48 4 19 

Costa Rica EFF, 6/17 /81, 
8':',£_/ll 3~/l/ SDR 276.75 m., 450% 222 90 

Guyana EFF, 7 /25/80, 
11l/ 50Y SDR 100 m., 400r. 22 18 

Jamaica EFF, 4/11/81, 
6sl/ 6~/ SDR477.7m., 430% 103 38 

Liberia 14 ,ms. 8B, 8/26/81, 
8. sf/ a.all 1oal1 SDR 55 m., 99 ,1% 16 

Madagascar 1 yr. SB, 4/13/81, 
43l/ 2~/-SDR 109 m., 213 ,7% 183 39 

Mauritania 10 mths, SB, 6/1 /81, 
SDR 25.8 m., 101. 2% 

Romania 3 yr. SB, 6/15/81, 
982-

101 SDR 1,102.5 m., 300% 

Senegal 1 yr. SB, 9/11/81, 
9ll 1oal1 SDR 63 m,, 100% 9 14 

Sierra Leone EFF, 3/30181, 
29Y 40£/ SDR 186 m,, 400% 72 72 100 39 39 

Somalia 1 yr, SB, 7/14/81, 
39Y SDR 43.13 m., 125% 39 100 90 

Sudan EFF, 5/4/79, 
64sll/ SDR 200 m,, 227. 3% 61,5 100 122 

Tanzania 1 3/4 yr, SB, 
9/15/80, £DR 179. 6 m., 

301/13/ 161/13/ 326. 6% 183 30 

Togo 2 yr,, SB, 2/13/81, 
, . ,l/14/ , , ,l/14/ " . ]!!./ ... ~! SDR 47.5 ro,, 166. 7% 10 100 21 

Turkey 3 yr.
1 

SB, 6/18/80, 
~ SDR 1,250 m., 625% 1,810 1,81 100 145 

Uganda 13 mns. SE,, 6/5/81, 
310

161 u lllJ..I ... 4-lllJ../". 2gll/ SDR 112. 5 m,, 150% 

Zaire EFF,' 6/ 22/81, 
318 ie/ 40 l/19/ 7 JJ:_I 1o-W 3slJ..I SDR 9/-2 m,, 400% 418 23 

Zambia EFF, 5/8/BJ., 
13 gB_I LI 2818/ 6J!:.I SDR 800 m,, 378% 500 

Sources: BaseQ on data from various Executive Board papers on use of Fund resources by the countries concerned. 
1/ Including inoperative arrangements. 

Rescheduling 
of arrears 
planned or 

in progress 
at time of 

program 
negotiation 

yes 

no 

no 

no 

no- 'l/ 

yes 

yes 

no 

yes 

yes 

yes 

no 

no 

yes 

no 

yes 

Y.~s 

Reduction of arrears 
as a performance 

criterion 
During 1st yr.of 
program program 
period period 

yes 

yes yes 

yes yes 

yes yes 

yes 

yes 

no 

yes 

yes yes 

yes 

yes ye,;g/ 

yes yes 

yes yes 

yes yesJd/ 

yes 

yes yes 

yes yes 

2/ Original amount; augmented amount included only in cases where it was stated in the relevant Board paper in anticipation of coming into operation 
of-the Enlarged Acce'ss Policy, 

3/ Ratio of arrears reduction specified during program period to total amount of arrangement. 
"'§_/ Ratio of arrears reduction during first year of program period to drawings during first year of program period unless otherwise stated. 
5/ Alaount represem.:s arcears reduction through cash payments as ·a performance criterion; in addition, debt relief resulting from rescheduling was 

required to b~ used, in larg~ mea~ure, to effect further reductions in arrears. 
6/ Calendar 1981. 
7/ Through cash payments only. 
8/ At end-August 1981, 
9/ Letter of intent indicates that, no later than May 31, 1982, external arrears shall be fully paid off or rescheduled. 

10/ Emerged after the conclusion of the stand-by arrangement. 
11/ To be eliminated through repayment or renegotiation by the end of the program period. 
12/ Undertaking not to increase the level of payments arrears. 
13/ Up to June 1981. 
14/ The stand-by specifies a phased reduction of total government arrears, but information on external arrears reductions is not available. 
15/ To be regularized or eliminated during the stand-by period, 
16/ ArreaIE estimated at time of program negotiation and since revised to SDR 190 million. 
17/ During the first four months of the program period. 
18/ By end of calendar 1983, 
19/ During the second half of calendar 1981 (Le., first half of program period), 
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In discussing the targets for the reduction of payments arrears under 
stand-by or extended arrangements, the staff took into account such factors 
as the level of international reserves, the short- and medium-term balance 
of payments outlook, prospects for · rescheduling outstanding arrears, and 
priorities of debtors and creditors tegarding repayment of groups of external 
obligations that were overdue. 1/ Although purchases from the Fund envisaged 
under the program were not directly linked to the establishment of a schedule 
of reductions in these instances, they were implicit in the projections of 
the level of gross offi~ial international reserves. In two cases (Guyana 
and Jamaica) the amount of arrears reduction was directly linked to reserve 
management. The programs with these countries provided that any accumulation 
of international reserves by the monetary authorities beyond a certain level 
(determined on the basis of a projected requirement for foreign exchange) 
would be used to reduce ·outstanding payments arrears. As may be observed 
from Table 3, the application of the above criteria with respect to the 
target reduction of arrears and the use of resources is reflected in the 
varying ratios of arrears reduction to drawings available under the programs 
in effect in December 1981. 

In discussing arrears reductio1+ programs with the country authorities, 
the staff in many instances encouraged the authorities to seek rescheduling of 
outstanding arrears, especially in cases where arrears consisted of service 
payments on official debt. Nine of the 18 countries experiencing payments 
arrears at the time of the conclusion of a stand-by or an extended arrangement 
in effect as of December 1981 had arranged rescheduling of part of their 
payment arrears, or were planning to negotiate rescheduling. In establishing 
the target for the reduction of payments arrears during a program period, the 
staff took into account the amount of payments arrears rescheduled or expected 
to be rescheduled and the consistency of the arrears target with more general 
aspe.cts of the financial program, particularly balance of payments tests and 
fiscal assumptions. In some instances where rescheduling was expected to be 
concluded shortly, the performance criterion generally provided that the l~vel 
of outstanding payments arrears was to be reduced further through additipnal 
cash payments which would be equivalent to the amount of rescheduled arrea;t's-
thus ensuring that resources freed up in this way would contribute to a 
regularization of arrears. 

In instances in which the projection of export earnings was found to be 
subject to a considerable degree of uncertainty, a more frequent· review or 
automatic adjustment of the targets · for arrears reduction was provided for 
in the program. For instance, an extended arrangement with Zambia provided 
that the targeted amount of arrears reduction for each quarter in 1981 would 
be reduced by 75 per cent of the shortfall in projected earnings from major 
exports. 

1/ The statistical reflection of. arrears and their counterpart deposits 
in-the formulation of credit ceilings has also required that attention be 
given to the need for consistency. The concepts involved are discussed in 
"Formulation of Credit Ceilings in Stand-by Arrangement" (SM/71/145, 6/11/71), 
pp.13-14. 

,f 
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2. Policies under the Fund's Article VIII 

External payments arrears incurred · by member countries represent an 
exc.hi:mge restriction. s.ubject . to approval under Article VIII of. the Fund's 
Articles. 1/ The established policies with respect to the treatment of pay
ments arrears under ·'Article VIII are that, following determination .that 
payments arrears incurred by the member constitute an exchange. restriction 
within the meaning of that Article, approval for maintenance of the restric
tion is granted only· when a satisfact:ory program for elimination is. ,i,n 
place. Furthermore, · approval, when granted, is for a t~mporary. period 
(generally with a fixed terminal date) a,nd, wherever possible, the program 
for the elimination of arrears is expressed in terms of the level of arrears· 
outstanding. 

The present status of exchange restrictions arising from the maintenance 
of payments arrears.by Fund members is summarized in Table 4. The existence 
of payments arrears .was noted in all of· the staff reports for the relevant 
Article IV consultation. In the Executive Board decisions relating to their 
maintenance as an exchange restriction, approval was granted in 11 instances-
all on a temporary basis with a terminal· date, and with the exception of · 
1 case (The Gambia)· 2/ approval was granted because the member entered into 
a stand-by or EFF. arrangement which incorporated a reduction in payments 
arrears as a performance criterion. In the 6 instances of approval involving 
members with stand--:bY or extended arrangements in effect in December 1.981, 
the performance criterion for arrears called for a substantial reduction in· 
the first year of the program period (Table 3 )--in 5 of the 6 cases, the 

·programmed reductions were approximately a third or more of arrears outstand-:
ing at the beginning of the program period. 3/ In 8 cases where the payments 
arrears were recognized as constituting .an exchange restriction involving · 
·current payments, approval was not proposed because the member did not express 
the intention to reduce the level of payments arrears or the programmed . 

· re,duction was considered inadequate. An early commitment to liberalization 
of .this particularly undesirable form of exchange restriction has there.fore 
b:~en a prerequisite for approval by the Executive Board under Article VIII 
of the Fund's Articles. 

·~·(t 

1/ See footnote 2 on page 1 for a discussion of .the definition of external 
·payments arrears under Article VIII. 

Y Approval was granted in· the light: of the· intention . expr.essed · by the 
Gambian authorities to reduce arrears, and eliminate them as soon. as the 
foreign exchange position permitted. 

3/ The exception is the program with Uganda: (see Table 3). 
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Table 4. Treatment of Payments Arrears In Executive Board Decisions, 1980-1981 

Benin 
Bolivia 4/ 
Central African Republic 
Chad 
Congo, People's Republic 
Costa Rica 4/ 
Dominican Republic 4/ 
El Salvador 4/ 
Gambia -
Ghana 
Guinea 
Guinea-Bissau 
Guyana 4/ 
Haiti 47 
Jamaica 4/ 
Liberia -
Madagascar 
Mali 
Mauritania 
Nicaragua !!.J 
Romania 
Senegal 
Sierra Leone 
Somalia 
Sudan 
Tanzania 
Togo 
Turkey 
Uganda 
Viet Nam 
Zaire 
Zambia 

Year of Executive 
Board consideration 
of exchange system 1/ 

1981 
1979 
1981 
1979 
1979 
1980 
1981 
1978 
1981 
1980 
1981 
1979 
1981 
1981 
1981 
1981 
1981 
1981 
1980 
1981 
1980 
1980 
1980 
1981 
1981 
1980 
1981 
1982 
1980 
1982 
1982 
1981 

Recognition of 
payments arrears as 
exchange restriction 

No 3/ 
No 5/ 
No 3/ 
No 3/ 
No 3/ 
No 5/ 
Yes-
No ~ 
Yes 
Yes 
Yes 
Yes 
Yes 
Yes 
Yes 
Yes 
Yes 
No 3/ 
Yes-
Yes 
No 5/ 
No 3/ 
Yes 
Yes 
Yes 
Yes 
No 3/ 
Yes-
Yes 
Yes~ 
Yes 
Yes 

Fund 
Approval 2/ 

No 

Yes 6/ 
No 
No 
No 
Yes 6/ 
Yes 6/ 
Yes 6/ 
Yes 6/ 
Yes "'§} 

No 
No 

Yes§} 
No 
No 
Yes§} 

No 
Yes Y!.J 

Yes 6/ 
Yes "f/ 

Sources: Staff reports for Article IV consultation discussions or Executive Board 
papers dealing with payments arrears of countries concerned. 

1/ Refers to the most recent year of Article IV consultation decisions or special 
Executive Board papers dealing with payments arrears when the country was known to 
have had payments arrears. In instances in which Executive Board decisions were not 
adopted in 1980 or 1981, the record of the most recent decision is shown. All recent 
approvals shown in the table, with the exception of one case, were granted under the 
Article IV consultation decisions or special Executive Board decisions. 

2/ No members maintained external payments arrears under the provisions of 
Article XIV of the Fund's Articles. 

3/ Payments arrears were treated as defaults and were therefore not considered to 
constitute an exchange restriction subject to Article VIII. 

4/ Member has assumed obligations under.Article VIII of the Fund's Articles of 
Agreement. 

5/ Payments arrears emerged after the conclusion of the Article IV consultation. 
6/ Approval was granted on a temporary basis (with a terminal date). 
7/ A temporary approval of payments arrears is proposed in the paper on the 

re;iew of stand-by arrangement in preparation in March 1982. 
8/ Proposed treatment; Executive Board discussion had not yet taken place as of 

March 30, 1982. 

,. 
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MEMORANDUM TO FILES March 2, 1982 

Subject: Draft Paper on External Payments Arrears--Conversation 
with Mr. Habermeier 

Mr. Habermeier called in response to my memorandum of March 1, 1982 
on the question raised by Mr. Hitti concerning the treatment of arrears to the 
Fund in the above-mentioned draft paper. He said that he was in agreement 
with the conclusion of that memorandum; namely that the draft paper should 
not deal with the question of arrears to the Fund. His reasons for this 
were somewhat different, although overlapping in some respects: 

1. Mr. Habermeier said that, so far, arrears to the Fund had been 
exceptionally limited and he would not wish to convey the notion 

\ 
I 

that they were becoming more generalized by a reference in the paper. 

2. Perforl!lance criteria for arrears in Fund programs were generally 
couched in terms of increases and decreases (i.e. as a relative 
standard and not in absolute terms). A strict avoidance of arrears 
to the Fund would involve an 'absolute' approach. 

Mr. Habermeier said that Treasurer's would circulate a note on the 
present status of policy and developments with respect to Fund arrears 
("overdue financial obligations to the Fund"). As to this latter phrase, used 
in the staff's papers on the subject, he did not place very much significance 
on the legal distinction -- to him, arrears to the Fund were arrears. 

I asked Mr. Habermeier which countries currently had arrears to 
the Fund. I mentioned that the Equitorial Guinea case seemed to have been 
solved recently, but were there other instances? Mr. Habermeier said there 
were certain informal policy guidelines regarding the notification of these 
arrears to the Board. Generally speaking, a delay of six weeks beyond the 
due date would be necessary before such advice was made -- this took place 
also in consultation with the Managing Director. As of now, there were no 
countries having overdue obligations to the Fund which had been notified to 
the Board, I mentioned to Mr. Habermeier th.at this was perhaps another 
practical reason for not including arrears to the Fund in the draft paper on 
arrears as they would not show up at present in the basic Table 1 of that paper. 

Mr. Habermeier said that he had also been in touch with Mr. Hitti 
on the approach suggested above and that Mr. Hitti was in agreement with it. 

l,(,1.,\,; t\) 

cc: Mr. Mookerjee 
Mr. Beveridge~ 

Pefer J. Ouirk 
1T • 

Division Chief 
Exchange R~strictions Division 

Exchange and Trade Relations Department 
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fJ·~ 
TO Executive Directors 

C. Dav,id Finch -t5J 
D~ecember 8, 1981 

FROM. 

SUBJECT: Use of Fund Resources ·and Redticti.on in External Payments Arrears 

At a rece~t meeting of the Executive Board on Zambia (Novem
ber f8) there was discussion of the relationship between use of Fund 
resources and reduction in external payments arrears. We have pre
pared a note to supplement the answers given at that meeting and, at 
the request of management, attach a copy for your information. 

I might ad.cl that we are in the process of collecting further 
data on external payments arrears ~nd plan.to prepare a paper for the 
Executive Board in the near future. 

Attachment 

' bee: Mr. Beveridge 

cc: The Managing Director 
Deputy Managing Director 
Mr. Carter 
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Use· of Ftmcl" Resource~ and :Reduct ion in Extert1.al 
· Payments Arrears 

December 8, 1981 

· .The question as to what is the Fund's policy in regard .to the use of 
its resources for the reduction o.f payments arrears has not been the 
subJect of detailed policy guidelines by the Executive Board. The 
Board's ·past discussions on conditionality have always focussed on the 
linkage b.etween the use of Fund resources and ad)ustment toward balance 
of payments viability in a.n overall sense.· However it has always been 
implicit in these discussions that the concept of balance of payments 
viability would involve the eventual elimination of external payments 
arrea.rs, because they are an exchange restriction in the· sense of t.he 
Fund.' s Article VIII and also because. of the particularly damaging impact 
of this type ·Of restriction on the credit standing .of the debtor country •. 
The Board has also. indirectly expressed a policy position in. this area, · 
when, in .the context of its review of "Fund I s Policies and Procedures on 
Payments Arrears" (EBS/80/190) it concluded tha,t "in the context of 
stabilization programs supported by use of' Fund '.s resources, member 
countries are expected to take steps.to reduce and eventually eliminate 
payments arrears relating to capital. transactions as well as to. payments 
and transfers for current international transactions.". It also observed 
that "experience has .shown that a more flexible approach may be preferable . 
whereby members will not. be expected to eliminate arrears over' the life ' 
of a·one-year program, .aithough normally it should remain an.objective 
of programs covering two.or.three years." (EBS/80/190, p.13) 

. . 

. . 
It should be noted that, of latei there bas been a tend~ncy for 

some·Executive Directors, in'discussion of particular country pr.ograms, 
to "link"·Fund support to particular components of foreign payments,· 
e.g., development-related outlays in the case of the Indian program and 
debt repayments and arrears reductions in the cases of·Uganda and Zambia, 
respectively. 

Such attempts at quantitative "linkage" raise two di.ffi~ulties. 
First, sinc_e. money is fungible, it ~ould. be equally valid to argue that· 
some other.source.of foreign exchange, e.g., exports or other capital. 
inflow, is. being used for the payment in question and that Fund support 
is being used to,finance (other) vitally needed imports. Second, and 
n;iore substantively, it ·is important to maintain the focui on programs'· 
objective of overall balance of payments vi~biHty and the adequacy of. 
supporting measures. An· adequate program should clearly show how the· 
current account and overall Qalance. of payments position are expected to 
evolve towa,rd viability so that the Fund '.s resources could be repaid in · 

. due time. Therefore, the real quest ion ,is. not whether Fund. support is 
being used for particular for.eign exch·ange payments (like arrears reduction), 

. I 
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·but whether (i) the.desired overall balance of payments viability is 
attainable and (ii) whether the member is using the totality· of available 
foreign exchange in a manner which would contribute toward that viability • 

. In regard to external payments arrears alone, an important question 
is at what pace the reduction in arrears should be effected. Given the 
severe shortage of foreign exchange faced by many countries seeking Fund 
support', the Board has rec:ognized that "when payments, arrears are large 
in relation to a member's available foreign ex.change resources, it may
not be possible· to aim at the elimination. of the arrears within the 
program period" (EBS/80/190). The attached table is of interest in this 
context. It shows that the arrears targets ha'\Te varied greatly, both as 
a ratio of their outstanding level as well as of .Fund assistance. 

In discussing the arrears targets under programs, thE:! staff have 
given particular attention to the competing demands for exchange, espe'cially 
for imports to rev,ita~ize the economy as well as· to. the possibility that 
the progressive liquidation of arrears would lead to the reactivation of 
capital inflow, especially through the unclogging of import credit· 
facilities. Care has been taken to ensure that, where it can be helpful, 
the member is assisted to obtain maximum amounts of debt relief'. Particular 
attention has also been. given to the possibility of consolidating arrears 
to commercial banks on. term loans, where these have arisen. 

With regard to~ recent case discussed in theExecutive Board (Zambia) 
two points may be made. One, in that case,· arrears were nearly all 
related to imports; 1/ · this increases the possibility that arrears 
reduction would contribute to the renewed flow of import credits. Second, 
although the ratio of arrears reduction to use of Fund resources in the 
last quarter of 1981 is projected t6 be 0.73, a~ stated at the Board 
meeting, in the fi:rst year of the EFF as a:whole the target reduction in 
arrears (as modified) amounts to only 12 per cent of the outstanding 
level at .the beginning. of the year and 21 per cent of Fund assistance 
during the year; both ratios are less than the aver.age ratios in the 
table. 

1/ Including, .as. was· clarified during the Board discussion~ imports 
financed ,by medium-term credit, of which some were under official export
credit guarantees of .the exporting countdes .-
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Table. . First-Year Arrears Reduction .in Recent Fund ·Arrangements 1/ 

2 
Use of Fund Reduction of Arrears to: 

Resourc~s as a Per . Use of Fund Outstanding 
,Country Cent of Quota 2} Resources 2/. . Arrear.s 

Central Afrfoan 
Republic 43 .19 .0.4 

Bolivia 98 .63 1~00 · 
Senegal}_/ 100 .67 1.00 
Liberia 100 .18 LOO 

· Togo 3/ 100 • 74 • .51 
Tanzania i21 .30 .16 
Somalia 4/ 125 (..16) .1.9 
Zambia 57 142 .21 .12 
Madagascar· 148 .53' .23 
Zaire 149 .12 .10 
Uganda 150 .20 .07 
Costa Rica 150 .87 .33· 
Jamaica 161 .35 .50 .. 
Sierra Leone 160 .37 .39 
Guyana 167 .18 .50 

" Average of total 128 { .34) (.-41) 
Average of countries 

wi_th per cent of 
·quota 100 or less 38 . .48 ·. • 71 

Average of countries 
1n French-Franc Bloc 98 .• 55 .45 

Sources: Country authorities; and staff estimates, 

1/ The table·covers stand-by and extended.programs arranged dur'ing 1980 
and 1981 in which quantified reductions in arre~rs we·re specified; data are 
based on pro'gramm.ed not a~tual information. 

· 2/ During the 'first year of .the arrangement. 
3/ ·Includes dome·stic and foreign arrears. 
4/ Exclude~ expected rescheduling of arrears. 
5/ · Takes into ace.aunt modification as approved by the· Board on November. 19, 

1981. 
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INTERNATIONAL MONETARY FUND 

Mr. Finch v 
Mr. Palmer 
Mr. Mookerjee 
Mr. Beveridge 
Mr. Guitian 
Mr. Kanesa-Thasan 
Mr. Gerhard 
Mr. Quirk 

October 30, 1981 

Arrears Reduction in Fund Programs 

In the course of work on Ghana, I 
asked Dan Lee to prepare the attached 
note which might be of interest to you. 

Attachment 

Eduard H. Brau ~ \ 
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October 30, 1981 

MEMORANDUM FOR FILES 

Subject: Arrears Reduction in Recent Fund Programs 

The purpose of this note is to provide answers to the following 
questions that arose in the course of negotiating a stand-by arrangement 
with Ghana: (1) Has there been any systematic relationship between the 
amount of Fund support and the required reduction in arrears in recent 
Fund-supported programs? (2) Has there been a general tendency of back
loading in arrears reduction schedules? 

To answer these questions, the first - year arrears reduction 
schedules in 16 recent programs (two for Madagascar) supported by Fund 
arrangements (EFF or upper credit tranche stand-by) in those countries 
with arrears were studied. 1/ Five countries among those reported 
received simultaneous approvals for CFF purchases. The result is 
summarized in the attached table. Some programs among those reported 
were not helpful in answering the questions because there were (a) a 
program (Jamaica) that did not have any specific arrears reduction scheme 
but only indirectly through limits on reserve holdings; (b) programs 
(Bolivia, Central African Republic, and Guyana) that had no phasing, 
although they had reduction targets for the first year as a whole; and 
(c) programs (Sudan and Turkey) that only required arrears to be limited 
at the current level. 

As regards the first question, the last two columns in the 
attached table show the ratios of arrears reduction to the Fund resources 
provided during the first year of the program. The v e ry high ratios in 
the programs for Costa Rica and Madagascar (June 30, 1980) become much 
less when resources under the CFF are included in the calculation, 
although they still belong to the highe r side. Howe v e r, the ratios in 
the programs for Tanzania and Uganda belong to the lower side, despite 
the existence of simultaneous CFF purchases. This might be an indication 
that arrears reduction heavily reflects ·CFF resources. In any case, the 
ratios to total Fund support are widely distributed between zero and 
alm6st 90 per cent, and it is difficult to d e t e ct any systematic relation
ship. 2/ 

1/ There were 26 countries which had payment arrears as of June 1981, 
of which 15 countri e s had progra ms supported by the Fund through e ither 
EFF or upper c redit tra nche stand- by arrange ments. 

2/ It should be noted that some progra ~s (Guya na, Madagascar, Somalia, 
Sudan, Turke y, and Zaire ) e nvi s a g ed reductions in arrears through 
rescheduling, as well as through cash p a ymen ts. This makes it even mor e 
difficult to compare the proportion of the Fund resources to be use d for 
reduction in arrea r s . 
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It is possible to hypothesize that high (low) ratios of arrears 
reduction to the Fund support could be due to the high (low) level of 
outstanding arrears. However, we are not able to find any such systematic 
relationship in the attached table. For example, the relatively high ratio 
of arrears reduction to Fund support for Costa Rica might be attributed to 
the high level of outstanding arrears; but this is not borne out by other 
countries with large arrears, such as Tanzania, Uganda, and Zaire. It 
should also be noted that some countries with relatively small arrears, 
such a Bolivia and Somalia, were scheduled to eliminate outstanding arrears 
completely, resulting in high ratios of arrears reduction to the Fund 
support, which is, however, not borne-out by Guyana. 

As regards the second question, the answer is again completely 
mixed--some programs show definite back loading (Central African Republic, 
Madagascar, and Somalia), and some definite front loading (Sierra Leone 
and Zaire) with the rest of them difficult to tell. The memorandum items 
in the attached table show the weighted average of the phasings of arrears 
reduction as ratios to the total reduction in the first year. Bec·ause 
some programs have targets for arrears reduction for only three periods 
(Madagascar (June 30, 1980), Zaire and Zambia), the weighted average is 
calculated for two different groups--four-period phasings and three-period 
phasings. For both groups, on average, there is no strong evidence of 
either front- or backloading; rather, the phasings would look, on average, 
even-loaded. However, the result with the weighted averages should be 
discounted considerably, in view of the wide variance in individual 
phasing schemes. 

. The proposed one-year stand-by program to be negotiated with the 
Ghanaian Government includes arrears reduction of US$100 million, phased 
in·four equal quarterly reductions of US$25 million. Total Fund resources 
to be provided would amount to about SDR 320 million, including the CFF 
purchase of SDR 120 million. The proposed arrears reduction will be about 
a quarter of the t:otal Fund support, and about 29 per cent of total arrears 
outstanding. 

Attachment 

cc: Mr. Brau / 

' ' ... ·~ 

;t;.- --1~ 
D~~ 

International Capital 
Markets Division 
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Couotry (Quota 
in 111l lionJ1 of 

SDP.a) 

Bolivia (67.5) 

Cea t ral African 
Republic (24~0) 

Costa Rica (61,.5) 

Cuya!l4 (37,5) 

Jam.aica (111.0) 

· Madagaacar (51.0) 

Sierra 
Leone (46,5) 

Somalia (34.5) 

Sudan (132.0) 

Tanzania ( 82. 5) 

Togo (28,5) 

Turkey (300.00) 

Uganda (75.0) 

Zaire (228.0) 

Zanbia (211.5) 

Memorandum Item: 
\Je:lghted Average 

for 4-period 
phasing•~/ 

Weighted average 
for 3-period 
phaaing• Q/ 

',. 

Date 

Feb. 1, 1980 

Apr, 10, 1981 

June· 17, 1981 

July 1980 

April 13, 1981 

April 13, 1981 

June 30, 1980 

!!arch 30, 1981 

June 15, 1981 

May 4, 1979 

Sept. 15, 1980 

Feb. 17, 1981 

June 18, 1980 

June 8, 1981 

June 22, 1981 

May 8, 1981 

!irst-Year Arrears Reduction in Recent Programs Supported by the l'und !! 

Tot~l 2/ Arrear, 
Un of Arrear9 Out- llatio of Arroan 

Fund ltesourcea y Reduction ,taoding lu!tio of QUArterly Phaaing to Total Reduction to 

Program CFl' (In million• (In million• Arrear• Reduction OutstandinS 
(In millioru, of SDRB) of SDRo) of SOR•) I II III IV (4)/(3) 

(1) (2) (3) ( 4) (In per cent) (In per cent) 

66.375 42.0 ~/ 42.0 ~ 42.0 ~ 100.0 

10,4 2.0 54.0 12,.5 12,5 37.S 37,5. 3,7 

92 ,25 y 30.l 80.0 y ~I 240.0 :33.3 

62,625 11.l ~/ 22,2 50;0 

178.2 37,0 ... 2/ 97.6 

75.35 39.l IJ 172.0 9.7 26,l 30.2 34.0 22,7 

38.15 29,2 46.2 51.4 24.0 31,2 44.8 89.9 

74.4 y 27.8 72.0 47.3 57 ,9 -5.4 38.6 

43.13 37.2 !I 37.2 8,1 B.9 41.4 10/ 41.4 100.0 

50.0 -- 11/ 654.0 

100.0 15.0 30.0 183.0 33.3 33.3 33.3 16.4 

28.5 21.0 41.0 16.7 33.3 33.3 16.7 51.2 

460.0 12/ 1,960.0 

112.5 45.0 11.0 310.0 100.0 3.5 

340.0 40.0 418.0 50.0 25.0 25.0 13/ 9.5 

300.0 139.0 500.0 32,4 32.4 35.3 13/ 27,8 

444.28 60.0 168.0 20.1 2B.l 25.9 25,6 21.l 

678,15 29.2 225.2 . 33.-8 30.8 35.4 

1/ The t~ble covera the most recent programs (EFF or upper credit tranche stand-by) io those countries v!th payments arrears. 
2/ During the first year of the program. Io the case6 ~here the amounts are augmented later, the original programs are reported. 
3/ The Government intended to eliminate arrears completely during the first half of 1980. 
4/ lly end-1981. 

- . 

lu! tic o! Total 
Arrear, Reductiou 

to the l'und Supper! 

ill 
(l) 

P2 
(1) + (2) 

(In per cent) 

63.3 

19,2 

86.7 65,4 

20.4 

53.3 

121.1 68.6 

37,3 

86.6 

30.0 26.l 

73.7 

9.8 7.0 

11.8 

46.3 

37.8 33.3 

33.2 31.8 

'J/ • No. ph:oing. 
~/ ... Tt 'f[:"&ra.m has only reserve limits until all arrears ate eliminated. 

the (:ir ~Ar. 

T'vo thirds of the outstanding arrears was expected ;o be eliminated during 

y-:1 1 ~es .arrLArs on transfers of djrldends. ieschedulJo.,g 11lso required. 
!_/ Ro:i,u.,chAse in the fourth qUArter. 
!_/ The re'3uction in arrears ia .to be .Bchieved either by cash payments or rescheduling .. 

10/ No arrears reduction target for the third qu.arter~ The amount i& one half of the reduction scheduled for the third end fourth quarters. 
11/ Limited to US$B50 million throughout the program period. 
12/ Further accumUlation is not ~lloved. 
13/ No target !or the fourth quarter. 
l4/ Central African Republic, llBdegascar (April 13, 1981), Sierra Leone, Somalia, Tanzania, Togo, and Ugsrula. 
15/ Madagascar (June 30, 1980), Zaire, and Zambia. 

~ ·,"·-·-

··.,... 

·~· ·~ ' . I 
·I 



8 Office Memorandum 
:ej:"~~-

FROM 

Mr. Robichek 

C. David Finch ,(// 

y DATE: April 30, 1981 TO 

SUBJECT: Information on Payments Arrears 

Not unexpectedly, you have raised questions about the classification 
of Grenada as having payments arrears. We were, of course, aware of the special 
features in the case of Grenada, which you raised when it was one of the coun
tries identified in the Annual Report on Exchange Arrangements and Exchange 
Restrictions, 1980 __ (AREA.ER) as having external arrears as a result of governmental 
default. Fortunately, the immediate problem is eased as we have been told by the 
Commonwealth Caribbean Division that these arrears have now been eliminated and 
we propose to record this fact in the coming AREAER. We were, however, surprised 

. at the query on Bolivia. Our information on the arrears of Bolivia was taken 
from the staff paper Bolivia--Request for Stand-By Arrangement (EBS/80/17, 1/22/80) 
and the 48-hour report of Mr. Caiola of March 3, 1981. 

On the general point, we acknowledge that the definition used of arrears 
may not be generally welcomed. However, given that the definition endorsed by the 
Executive Board in its review of Fund policy in October 1980 dealt specifically 
with arrears in countries with joint central banks in Africa as governmental defaults 
on external obligations arising from a shortage of domestic currency, we necessarily 
have to do the same in al1 such cases. Such arrears, it should be recalled, do not 
involve restrictions in terms of Article VIII. Our request for verification of data 
on arrears does not involve your endorsement of the concept, but merely confirmation 
that our information on such arrears or defaults is as accurate as possible. 

I 
1 
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TO 

FROM 

SUBJECT : 

Office Memorandum 

Mr. Finch 

E. Walter Robichek vY/( 
Information on External Payments Arrears 

C'( 

\ 

DATE: April 29, 1981 

\,1 -- -· 
l 

I have asked the divisionshandling Costa Rica, the Dominican 
Republic, Guyana, Jamaica, and Nicaragua to check and update the figures 
on external payments arrearage in the table attached to your note of 
April 28 on the above subject. I am not optimistic about our ability to 
provide the update for Nicaragua's arrearage as of the end of 1980. With 
regard to Grenada, I will state once again for the record that Grenada has 
never had external payments arrears in the sense in which I understand this 
term. The figures for arrearage for that country appearing in your table 
refer to external obligations which the government has failed to meet--for 
example, its annual contributions to the University of the West Indies. 
The same applies to the arrearage figures shown for Bolivia, a country 
which does not apply any exchange restrictions whatever. As you know, 
I consider these cases defaults by governments and public enterprises 
which lack the local currency to service their external obligations; in 
Grenada there is no central bank that could advance the local currency, 
and in Bolivia the Central Bank is resisting providing the deficit financing. 
Therefore, if you persist in showing these two countries with external pay
ments arrearage you cannot claim to have checked your figures with the area 
department concerned. 

cc: Mr. Caiola 
Mr. Albertelli/Mr. van Houten 
Mr. Quirk 

. L 



{9 Of /ice Memorandum 
~1'AR~i 

TO 

FROM 

SUBJECT : 

Heads of Departments: AFR, ASD, EUR, MED, WHD 

.,/~ C. David Finch vr / 

Information on External Payments Arrears 

DATE: April 28, 1981 

In the Executive Board's discussion last October on "Review of the 
Fund's Policies and Procedures on Payments Arrears" (EBS/80/190, 8/27/80), 
a number of Executive Directors asked to be kept informed of important develop
ments in the evolution of arrears incurred by members. A further review of 
the problem of arrears was given in "External Indebtedness of Developing 
Countries" (SM/80/273, 12/24/80), which was considered by the Board in January. 
In addition, developments in payments arrears in 1980 and early 1981 are des
cribed in the Annual Report on Exchange Arrangements and Exchange Restrictions 
(AREAER) 1981--Part One which was circulated to departments last week. 

To provide the basis for this review, we need your continuing help. 
Attached is the table which has formed the basis for these reviews, derived 
mainly from staff reports on consultations and on members' r equests for use 
of Fund resources. It would be appreciated if any revisions to the data or 
new information on outstanding arrears in countries in your Department could 
be given to Mr. Quirk, Room 5-120, by the close of business on Tuesday, May 5, 
to ensure that the AREAER, although it does not include data on individual 
countries, is reasonably accurate in its broad description. We would also 
appreciate your cooperation in updating material, in particular in commenting 
on updates of the table which will be circulated at regular intervals. 

Attachment 
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April 27, 1981 

External Payments Arrears Outstanding, 1975-80 

In millions of SDRs· where 

Bolivia* 
Central African Republic* 
Chad 
Congo* 
Costa Rica* 
Dominican Republic 
The Gambia 
Ghana* 
Grenada* 
Guinea 
Guinea-Bissau 
Guyana* 
Jamaica* 
Madagascar* 
Mauritania* 
Nicaragua 
Sierra Leone* 
Sudan* 
Tanzania* 
Togo* 
Turkey* 
Uganda* 
Zaire* 
Zambia* 

Total 5/ 

1975 

9 

201 
xx 
50 

1 

4 
68 

37 
218 
136 

724 

1976 

35 
12 
11 

11 

259 
xx 
79 

6 

xx 

9 
241 

201 
39 

385 
223 

1,511 

icable end of 

1977 

39 
18 
23 

261 
xx 

109 
7 

27 
22 

9 

12 
498 

16 
1,409 

21 
671 
394 

3,536 

1978 

45 
22 
42 

375 
2 

138 
8 1/ 
8 

48 
1 2/ 

23 
31 
17 

610 
50 
43 

1,523 
79 

950 
495 

4,510 

Sources:· Country authorities; and staff estimates. 

1979 

42 
46 

23 

33 

303 
1 

152 

5 
42 
12 
15 
88 
54 

906 
118 

79 
1,897 

134 
1,118 

350 

5,448 

3/ 

1980 

135 
48 

176 
63 
10 

260 

22 
89 

172 

72 
1,128 

173 
42 

1,472 4/ 
268 
418 
461 

5,288 

* Financial program supported by the use of the Fund's resources in effect 
during 1980 or early 1981. 

1/ November 1978. 
2/ May 1978. 
3/ March 1979. 
4/ October 1980. 
5/ Where outstanding year-end figures are riot available, the latest available 

figures are used. 

Note: xx: Arrears less than SDR 0.5 million. 
Information not available. 
Payments arrears nonexistent. 



tS Of /ice Memorandum 
~)'4R°"i 

TO 

FROM 

SUBJECT : 

Mr. Finch 

John B. McLenaghan / (:) ~ 
Payments Arrears an~ ,~und Resources 

DATE: January 23, 1981 

Programs 

Preparation of the attached table was prompted by questions raised 
in connection with the mission to Costa Rica. Based on the list of countries 
with external payments arrears reported in last year's paper reviewing Fund 
policy on arrears (EBS/80/190), the table shows: (1) countries applying a 
requirement of counterpart deposits for external payments arrears; and 
(2) commitments by members with respect to the elimination, reduction, or 
avoidance of an increase in arrears during the first year of the program 
period and over the life of the program. The most noteworthy feature is 
the small number of programs that provide for the elimination of arrears, 

Attachment 

cc: Mr. Palmer 
Mr. Mookerjee 
Mr. Kanesa-Thasan 
Mr. Guitian 
Mr, Gerhard 
Mr. Nowzad 



Country 

Bolivia 

C.A.R. 

Congo 

Ghana 

Grenada 

Guyana 

Jamaica 

M.auritania 

Nicaragua 

Sierra Leone 

Sudan 

Tanzania 

Togo 

Turkey· 

Uganda 

Zaire 

Zambia 

Table 

Type of Fund 
Facility ]j 

• SBA 

SBA 

SBA 

SBA 

SBA 

EFF 

EFF 

SBA 

SBA 

SBA 

EFF 

SBA 

SBA 

SBA 

SBA 

SBA 

SBA 

External Arrears Commitments in Use of Fund Resources Programs, 1979-80 

Length of 
Program and 
Expiry Date 

12 months 
(2/1/81) 

l:! months 
(2/15/81) 

12 months 
(4/25/80) 

12 months 
(1/10/80) 

13 months 
(12/31/80) 

36 months 
(7 /1/83) 

36 months 
(6/9/81) 

20 months 
(3/30/82) 

18 months 
(12/31/80) 

12 months 
(11/2/80) 

Counter
part 

Deposits 

No 

No 

No 

Yes?:/ 

No 

Yes 

Yes 

No 

Yes 

Yes 

External Arrears Commitment During 
Program period 

No increa~e Reduction Elimination 

X 

X 

X 

X 

X 

X 

X 

X 

X 

X 

External Arrears Commitment During 
First Year of Program 

No increase Reduction Elimination 

X 

X (certain 
arrears) 

X 

X 

X 

X 

X 

X (certain 
arrears) 

(no commitment) !!_/ 

X (by 9 /30/79) 

X 

36 months 
(5/4/82) 

Yes l_/ X (first 
year) 

X (by re- X 
schedu11_ng) 

21.5 months Yes 
(6/30/82) 

18 months 
U2/31/80) 

36 months 
(6/18/83) 

12 months 
(12/31/80) 

18 months 
(2/27 /81) 

24 months 
(4/26/80) 

Yes 

.. Yes 

Yes 

Yes 

Yes 

X. (first 
year) 

X 

X 

X 

X 

X 

X (by_ mid-1982, 
beyond pro
r,ram period) 

:X (rest· of . :X 
period) 

X 

X 

X 

X 

X 

:!I 
upper 

2/ 
3/ 
°!I 

In effect in 1979 or 1980. The progr~ms for·~he C8A~R~ ~nd Grenada 1nvo1ved the first credic tranche; the 9thers involved 
credit tranches, 
E1<cept for arrears arising out of backlog of profits a·nd dividends, 
Only for arrears arising out of public obligations. 
Authorities will compile inventory by end of 1980, 
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DRAFT 
JBMcLenaghan:jg 
October 16, 1980 

Policies and Procedures on Payments Arrears-
Statement by Staff 

This paper is intended to give the Executive Board an opportunity.to 

review the Fund's policies on payments arrears, which were last reviewed in 

1.970, and to be responsive to questions raised recently by several Directors 

during Board discussions concerning·Fund policies and procedures on arrears. 

In this respect, we have tried to clarify some of the procedures we have 

been following in dealing with the problem of arrears in individual cases. 

As a means of helping to focus the discussion perhaps I could mention 

){

/ 1 ~\l'} r::/. i;( /two areas on which Executive Directors might like to cormnent: 
l . l-v i:,/\ l)'.JY One of the problems that has emerged in recent years concerns arrears 

\, JI' .\v : of external payments that are not considered to involve exchange restric-
t'-\; i ~~ -

,' ..;' 

'; tions within the meaning of Article VIII. The Board has dealt with a number 

of these cases, most'"recently in the Article IV consultation with Togo. What 

we are proposing in the paper is that the Board recognize, as a matter of 

policy, the approach and procedures that the staff has been applying in these 

cases. The fact that such arrears fall outside the Fund's approval juris

diction does not lessen the Fund's concern that the members with such arrears 

should make every effort to return to a system of prompt payments. This, of 

course, is already reflected in the .treatment of these arrears in staff 

appraisals in consultation reports and in programs supported by use of the 

Fund's resources. 

The second main area of concern relates to arrears and their treatment 

in adjustment programs. The illustrative data appearing in the table on 

page 3 of the paper give an indication of the importance of the arrears' 

problem in present circumstances and the extent to which most of the 



- 2 -

countries with payments arrea_rs are being supported _by the financial assis

tance of the Fund. In line with the procedures we have been following in 

most of these cases, the paper proposes more flexible procedures than those 

embodied in the Board's decision on arrears taken in 1970. This seems. to be 

fully in accord with our policies on conditionality. 
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CONFIDENTIAL 

August 27, 1980 

Subject: Review of Fund Policies and Procedures on Payments Arrears 

FOR 
AGENDA 

The attached paper reviewing Fund policies and procedures on 
payments arrears will be brought to the agenda for discussion on a date 
to be announced, 

Att: (1) 



INTERNATIONAL MONETARY FUND 

Review of Fund Policies and Procedures on Payments Arrears 

' ' 

Prepared by the Exchange.and Trade-Relations Department 

(In collaboration with Legal. and Other Departme~ts) 
' . . . 

Approved by C. David Finc.h 

August 26, 1980. 

I. .Introduction 

A staff memorandum in 1970 1/ reviewed the Fund!s experience with respect 
to arrears on payments and transfers .for current ,international transactions 
and analyzed a .number of facto~s relating to the emergence .of arrears and the 
effects of arrears in the member countr.i.es in which they occur. It considered 
various approaches used. by members in seeking to eliminate arrears a,nd summa-

' rized the Fund Is treatment of arrears, . includ1.ng 'the treatment of arrears in 
. t;:he context of programs sq,pported by use of the 'Fund Is .resources. ' In complet
ing its review of SM/70/139 the Executive Board endorsed a number of ·con:.. 
clusions •. 2/ Alllong these. ~oncl.usions, ·the Executive . Board noted tli.a.t. un.due 
delays in the availabi11 ty or use of exchange for current internationai' · 
transactions that result from a governmental limitatio~ are pay~ents restric
tions under Article VIII, Section 2(a) and Article XIV, Section 2. Particular 
emphasis was placed on the .. adverse effects. that arrears may have on the credit
worthiness of a debtor countryand on.the smboth functioning of the interna
tional trade and payments syste~. The staff was.therefore called upon to aim 
111 C·J11sultacion reporto at a mo.re syscematic .treatment. of exchange· restr1c
'L.L.ons 1nvo1vfn.g payments arrears. In addition, the Executive Board·s'et fo:i:th 
.the circumstances in ,;thich the Fund wo_uJd grant approval of .such. arrears . 
. Finally, a number of require.ments were pr.escribed, in .terms· of performance 
cri,teria and policy understandings, for members. having payments arrears .and 
seeking financial assistance f.rom the .Fund. 

The period of about 10-years that .has elapsed since the issuance.of 
.SM/70/139 has witnessed a substantial increase in the incidence of payments 
.arrears. This has be.en especially marked in the last few years. . The· wide
spread occurronce 9f ·p.ayments arrears a.nd the sharp increase in th·e ~ot·a.1 
amount of arrears outstanding .since. the mid-1970s reflect the pr:olonged 
and. severe external payments imbalances -and re.lated adjustment, problem . 
experienc;ed in a growing number of. countries. Executive Directors have , 
expressed their conce.rn at these -developments, most recently in the 19.80 
Annual Report on Exchange Arrangements .and Exchange Restrictions (SM/80/98, 
5/2/80 and Rev. l}, and on several recent occasions ha.'ve a.sked for ,a fur;
ther review by .the staff of the e~perience with payments arrears and the 
factors .giving rise to them. 

1/ "Paymenta Arrears .in .. C.urrent. Internati.onal Transaction~'.':, .(SM/70/1,39, 
7 /6/70). 

2/ Executive Board Decision No. 3153-(70/95), adopted October 26, 1970. 
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The present paper reviews the Fund's policies on payments arrears in 
light of·the experience over the .period since 1970 and·examines some of the 
policy problems that have emerged in this area. Particular attention is 
given to the circumstances of·countries in which payments arrears have emerged 
in recent years, including those members for which the Fund has provided fin
ancial assistance in support 'of programs of· adjustment. The paper also 
focuses on operational problems in dealing with payments arrears, as well 
as on aspects of payments arrears -that involve the Fund's approval jurisdic
tion under Article VIII. In some of these areas the staff is seeking guidance 
from Executive Directors in a re-evaluation of existing guidelines and in 
the formulation of new ones. 

The paper is organized as follows. Section II examines the policy 
setting and implications of.payments arrears, while :section III is concerned 
with the definition, identification and measurement· of arrears.. Section IV 
deals with the question of payments arrears as exchange restrictions and their 
treatment in consultation reports, and· Section V discusses,· the· treatment of 
payments arrears incurred.by governments and government entiti"es. Section VI 
discusses varlous techniques· that have been/ applied in eliminating arrears 
and reviews the experience and the modalities·of.dealing with arrears in 
programs supported by use of the Fund's resources. The concluding section 
proposes a set of operational iuidelines. 

11. · Payments Arrears--Their Causes and Effects 

Estimates of outstanding external payments arrears in member countries 
known to be incurring payments atrears at the end of 19·79 ·are given in Table 1. 
Th~ data should be ·viewed with caution .dnce· for some ,countries (.primarily 
those for wh:ich the Fund is· not· currently providing f.inanc:ial assistance) the 
staff is able to obtain information ·on arrears only at infrequent intervals. 
For this reason,· data of arrears for some countries are les·s up-to-date and 
possibly less reliable than for othe·rs. The figures reported in Table 1 
relate to total external arrears outstanding. Even with allowance for short
comings'of the data, however, there is no doubt thatpaymertts arrears have 
reached a disturbingly high level in recent· years. 'At· the end of 1979 out-

. standing arrears totaled more thari SDR 5 billion, equivalent to 0.5 per cent 
of total world merchandise exports. Of even more concern is the widespread 
nature of 'the problem of arrears. Over the period covered by the review 
they were reported in one or more years. in 26 countries. · Illustrating 
the severity of the problem of 'arrears, severt·of the countries listed in 
.Table 1 would have required more than· one· half .. ·of the proceeds from mer
chandise exports fn·l979'to be allocated to the liquidation ·of arrears 
in order to clear the backlog. In sorue of these countries the proportion 
was close to 100 per cent or· even ·more.· While several countri·es were able 
to eliminate arrears during the period, there were a number which remained 
in arrears throughout the period. Some of the latter countries were among 
those with difficult balance. of paym~nts problems for which the Fund's 
financial support' was being pi6v:i'ded ·to soften ·the impact ·'df · adjustment 
measures. 

.. 
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Table L . External Payments Arrears Outstanding,. 197 5-~9 1/ 

(In millions of SDRs;" ~here. applicabl~, end of period) . 

End-1979 arrears 
as percentage 

1975 1976 1977 1978 1979 of .1979 exports 

"' 

Bolivia* ,.42 7 
Central African Republic* ... 35 39 44 39 39 
Chad 9 12 18 22 26 11 
Congo* ... 11 23 42 23 9 
Dominican Republic 11 17 2 
Ghana*- 201 259 261 375 303-. 37 
Grenada* xx xx xx 2 1 6 
Guinea 50 79 109 138 152 52 
Guinea-Bissau 1 6 7 ·8 4/ ... ' ... 
Guyana* 27 17 20 9 
Jamaica* 22 48 42 7 
Madagascar . s ••• . .. l 5/ 13 4 
Mauritania*. · . xx 9 23 15 13 
Nicaragua?'c . 31 88 !!.! 6 1./ 
Sierra Leone* 4 9 . 12 7/ 22 54 48 
Sudan* 68 241. 498 610 607 143 
Tanzani.::t_ so 118 29 
Togo* -- 16 43. 79 .34 
Turkey* 201 1,4~9 1,523 1,888 100 
Uganda* 37 39 21 79 129 . 38 
Zaire* 218 385 671 950 1,118 120 
Zambia~ 136 223 394 495 ... 350 32 

Total . 724 · 1.,511 3,536 4,523 5,098 . 

Sources:. -Country authorities; and staff estimates. . _ 
* Financial program supporting use· of . the,. Fund's resources _in effect .during 1979 or 
early 1980. 

Includes members known.to be incurring payments arrears at the end of 197,9. 
Merchandise exports, f. o. b. -

1/ 
2/ 
3/ 
4/ 
5/ 
6/ 
7/ 

End 1978 arrears as a percentage of.1978 exports. 
"t-:•wember 1978. 
May 1978. . 
March 1979. 
September 1977. 

Note: xx: Arrears less than SDR 0.5. million. 
Information not available. 

--: Payments arrears nonexistent. 

2/ 
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Notwithstanding the important changes that have taken place in the 
international payments system since 1970, recent experience in countries with 
arrears indicates that the reasons for the emergence of arrears are essen
tially the same as those set forth in SM/70/139. When payments arrears occur, 
they inevitably follow a period of sustained pressure on a country's balance 
of payments that has led to the exhaustion or near exhaustion of foreign 
exchange reserves. It follows that arrears are often incurred in countries 
in which external debt servicing has become a major concern for economic 
management. Underlying this situation in most cases are serious shortcomings 
in fiscal, monetary, and exchange rate policies. However, the hi_gh rates of 
inflation throughout much of the 1970s, the continued instability of commo
dity prices, and the generally unfavorable performance of the world economy 
_in the aftermath of the oil price increase of 1973, as reflected in the rela
tively slow growth of ·world trade, have contributed to the more widespread 
incidence of arrears in member countries. 

Typically, payments arrears occur in countries which have experienced 
prolonged difficulties in balance of payments management. The policy response 
to an emerging imbalance in external payments is usually one in which the 
authorities react initially by drawing down external reserves and/or intensi
fying direct or indirect restraints on external trade and payments, in some 
cases leading to capital flight and to the development of a parallel market 
for foreign exchange. The resulting loss of reserves, foreign exchange con
straints and "leads" in the submission of applications for foreign exchange, 
in the absence of remedial action, may produce a formal or informal lengthen
ing of the average waiting period for foreign exchange authorization. 
Experience has shown that the longer the delay in introducing appropriate 
adjustment policies, possibly including a change in the ~xr.hange rate, the 
g~:eater the difficulty in el:i.minating paymepr ,; arrears • 

._ In terms of their impact, payments arrears impose serious disadvantages 
on both the debtor and the creditor sides, though in differing degrees. The 
existence of payments arrears inevitably has a damaging effect on the credit
worthiness of the debtor country and therefore on its ability to approach 
international capital markets for new borrowing, with accompanying adverse 
effects on investment. At times these effects have been found to continue 
for some time after the arrears, and the factors giving rise to them, have 
been eliminated. Moreover, the very existence of payments arrears may-give 
rise to speculation about the appropriateness of the prevailing exchange 
rate, which in turn could lead to adverse market reaction in the form bf leads 
and lags in external transactions, a development that further complicates the 
task of balance of payments management. Exchange rate expectations generated 
under such circumstances are apt·to have a negative effect on trade and on 
capital inflows, as well as on foreign exchange sales by the public to the 
banks. 1/ 

1/ In some developing countries, the problem of arrears is compounded by 
smuggling activities, with the attendant loss of exchange earnings from 
exports withheld from the official market. 
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'' A country with a history of payments arrears is also likely to experience 
related additions to costs 1n its foreign trade. Exporters .in trading partner 
countries are likely to seek added protection against the possibility of delay 
in settlements by requiring letter of credit financing by importers. Quoted 
prices for exports to such a country are often raised because· of uncertainties. 
about · the timing of payments and the duration of arrears, refle·cting. the vari-
able length of the waiting period. Between exporters and importers (in the 
case of invisible transactions, remitters and recipients), ·these circumstances 
entail the risk of disrupting business relationships and goodwill that may 
have been built up over a long period. In. the area of export credit insurance, 
undue deferral of payments leads to increased premium costs and even the sus
pens'ion of such insurance c~ver. Depending on the magnitude of the arrears 
problem, the practice ·of recouping exp·ected lo.sses by J!I.B.rk"."'ups of prices or 
other charges could directly or indirectly compound significantly the infla
tionary developments and bala.nce of payments pressures in the country that 
is in arrears. Payments· arrears are likely to have an .additional, undesir
able element resulting from their impact on trading partner countries.· 

'Unlike generalized exchange restrictions, which are applied on a nondiscrimi
·natory basis before a payments obligation is incurred, payments arrears 
arise only after the 'incurrence of a payments obligation. Consequently, 
additional costs for suppliers may be involved because of uncertainties 
regarding the terms of settlement.· In addition, payments arrears may create 
the possibility of discrimination. As such they constitute a ·major disincen- · 

1 

tive for potential trading partners to enter into commercial. transactions ., I 
with the ·country in arrears. 

I 

III. Problems of Definition, Identification, 
and Measurement 

Governmentally imposed limitations on the availability of foreign 
exchange which give 1ise to payments arrears may occur when the authorities 
formally impose a delay so as to .ration foreign exchange--through the,estab-
1ishment of a queueing procedure for exchange applications--or when delays 
arise on an informal or ad hoc basis. From the standpoint of the Fund, the 
presence of payments arrears very often is not recognized until some time 
after their emergence; indeed, on many occasions the first indications that 
they exist come from reports or complaints by creditor countries, or from 
statements lodged with export credit agencies. It has been the experience 
of the Fund that the establishment of formal procedures to settle payments 
obligations on a delayed basis, according to a program or schedule for their 
liquidation, usually follows a period in which arrears have accumulated as 
a result of gradually increasing delays by·the authorities in meeting all 
bona fide requests for foreign exchange. 

The conclusions of SM/70/139 contained an unequivocal descrirtion of 
arrears in the nature of exchange restrictions, viz.: 

In all cases where payments arrears arise.from a govern
mental limitation on, or interference with, the availability 
of foreign exchange at the time a payment· for a cur.rent , •·· 
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international transaction falls due, or with the timely transfer 
of the proceeds of such transactions, the payments arrears 
should be treated ••• as evidence of a payments restriction. 

However, uncertainties.have surfaced in recent years with regard to the 
identification of arrears which have the characteristics of the informal or 
ad hoc payments delays referred to above. Such a difficulty was in fact 
anticipated in the following statement in SM/70/139, (p. 2): 

Not every officially caused delay in authorizing payments or 
transfers is an exchange restriction, however. Reasonable time for 
the administrative examination of the bona fides of an application for 
exchange is an inherent part of exchange control, as is the require
ment of complia11ce with re'asonable documentation of exchange applica
tions. These aspects of official control, which are generally 
incidental to the restriction of capital movements, are part of the 
normal processing of applications for exchange and do not in them
selves give rise to a restriction on current payments .and transfers. 
At times, however, inadequacy or inefficiency in the administration 
of capital controls has also led to undue delays. 

It therefore seems appropriate to reconsider the. question of what con
stitutes an undue delay of payments. Two approaches are possible. Under the 
first approach any officially caused delay that goes be~ond the due date of 
payment would be treated as an undue delay. This interpretation allows for 
little or no flexibility, especially since it does not take into account vari
ations in administrative capabilities as between individual members or within 
any one member country over time. Nor, for instance, does it take account of 
the nature of certain invisible transactions (e.g., unrequited transfers·, pro
fit remittances) for which there may be no due date of settlement, but for 
which, nevertheless, settlement may be delayed by official action. As a result 
of these considerations, the use of the criterion of due date as the determi
nant of the existence of payments arrears is subject to 'serious limitations. 

An alternative and more flexible approach is one that views as undue a 
delay in payments which exceeds the period reasonably needed to complete the 
administrative procedures considered necessary to ascertain the .bona fides 
of an exchange application. This period may vary as between members, and may 
be different for any one member depending on the nature of the application 
(e.g., for trade, or for invisibles, etc.). Any delay that ext.ends beyond 
this period, either on an ad hoc basis or as a result of specific governmental 
action, would be regarded as undue. In applying this approach in a member 
country in order to ascertain the possible existence of arrears, the staff 
would need to determine whether the period required to process an application 
is reasonable in the light of experience in other member countries. This would 
provide a broad measure against which the extent of delays in payments and 
transfers in a specific country could be assessed. 

The alternative definitions of undue delay discussed above have signifi
cance for the sources and availability of data on arrears. Since, at least 
in the early stages when arrears are emerging, the existing administrative 
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machinery of a country is not norJ:!lally geared to coll.ecting detailed data on 
payments and transfers that have been subjected to undue delay, information 
on the existence of arrears usually becomes available.initially from the 
creditor rather than the debtor side. The staff has invariably encountered 
difficulty, especially in the early stages, in verifying the existence of 
arrears and in measuring·their volume. Generally, it is only as arrears 
increa.se in size and over time, and as the need for their orderly elimination 

: is recognized, that attention has been given by the debtor country to the 
systematic collection of ·data. In many cases, the ·information on the nature 
and magnitude of arrears has been collected in the context of programs sup
ported by use of the Fund's resources. 

In measuring arrears·, experience has shown that the tise of data on foreign 
· exchange applications that have been unduly delayed in the approval pipeline 
;t·ends to exaggerate the value of outstanding arrears. Applicants normally have 
no-incentive to withdraw applications for official exchange, even when settle
ment of the underlying transactions has taken place through alternative 
channels, e.g., via a parallel market. Consequently, the demand for foreign 
exchange reflected in overdue exchange·applications often involves, in part, 
disguised capital outflow. The problem of upward bias to measured arrears 
could be lessened by requiring exchange applications awaiting approval (in 

· the case of contractual payments, applications held beyond the due date) to 
be fully backed by counterpart deposits in domestic currency. Such a require
ment would serve not only to support the bona fides of applications, but 
also to weaken the attraction of exporting capital illegally. From the stand-

, point of the authorities, the withdrawal of liquidity that occurs when the 
banks are subject to reserve requirements in respect of· these deposits, or 
when the deposits are held in the accounts of the monetary authorities would 
also be regarded as a useful and desirable supplementary tool of monetary 
control.· When counterpart deposits are sterilized in this manner (i.e., when 
they are held with the central bank, or when held with a commercial bank and 

· they are made subject to a 100 per cent reserve requirement), the foreign 
exchange risks may be assumed by the authorities. I/ 

1/ Where ·such deposits are noninterest bearing, or where the foreign 
exchange needed to liquidate an external obligation is provided at a future 
date in exchange for the deposit at the rate of exchange in effect on the 
·due date of deposit rather than at the rate of exchange in effect when the 

·deposit was made, the loss of interest income or any additional cost 
involved in the purchase of foreign exchange may give rise to a signifi
cantly different effective exchange rate and may involve a multiple cur
rency practice. The divergence in the effective rate of exchange, however, 
'will be. reduced if interest is paid on such deposits; it will be eliminated 
-if the monetary authorities pay sufficient interest, or if they assume the 
obligations arising from payments arrears and effectively guarantee the 
ex~hange rate to be applied at settlement. 
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IV. Payments Arrears and Exchange Restrictions 

When the authorities of a country are responsible for undue delay in 
approving applications or meeting bona fide requests for foreign exchange 
for payments for imports or for other current transactions as defined in 
Article XXX, Section (d) that results in payments arrears, the undue delays 
are exchange restrictions _under Article VIII, Section 2(a) and Article XIV, 
Section 2. l/ Arrears on payments relating to the settlement of capital 
transactions are not restrictions within the meaning of these provisions of 
the Articles of Agreement. 2/1/ 

With only a few exceptions, the payments arrears currently existing in 
member countries and described in Section 1I above are exchange restrictions 
subject to the approval of the Fund under Article VIII. In its review of 
payments arrears in 1970, the Executive Board requested the staff to aim 
in consultation reports at a more systematic treatment of restrictions on 
payments and transfers that produce payments arrears, ~nd indicated that 
the staff should establish whether payments arrears exist by ascertaining 
whether excessive delays occurred in granting applications for foreign 
exchange. In addition, the Executive Board stated that when requesting the 
Fund's approval for the existence of arrears, a member should submit a satis
factory program for their elimination. Approval, when granted, should be 
only for a temporary period, generally with a fixed terminal date, and should 
be wherever possible in terms of the level of arrears outstanding. 

Since the review of 1970, there has been rather diverse treatment of 
payments arrears in consultation reports and in the manner in.which arrears 
involving exchange restrictions have been dealt with in decisions under 
Article VIII and Article XIV. This has been due, in large measure, to differ
ences in the availability of information on arrears in individual countries. 
The staff can report, however, that since the Second Amendment of the Fund's 
Articles more attention has been given in consultation reports to the 
identification of exchange restrictions, including the problem of payments 
arrears. This has been especially evident since the review by the Executive 
Board of several staff papers dealing with questions relating to decisions 
under Article VIII and Article XIV.!:./ In light of this review, the staff 

1/ SM/70/139, P• 1. 
2/ Article VI, Section 3 states that no member may exercise capital con

trols "in a manner which will restrict payments for current transactions or 
which will unduly delay transfers of funds in settlement of commitments, 
except as provided in Article VII, Section 3(b) and in Article XIV, Section 2." 

3/ In the context of programs supported by the use of the Fund's 
resources, however, performance criteria for the reduction or elimination of 
arrears are not necessarily confined to payments and transfers for current 
international transactions. 

4/ Decisions Under Article VIII and Article XIV (SM/78/162, 6/19/78); 
Annual Review of Regular Consultations and Other Issues Related to 
Article IV (SM/78/287, 12/11/78); and Decisions Under Article VIII and 
Article XIV (SM/79/88, 4/2/79). 
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was requested by the -Executive Board to adopt a more systematic treatment of 
restrictive exchange practices in consultation reports •. Thus, in the latest 
Article IV consultation with the members shown in Table 1 (page 4) details 
of the arrears situation were given in the staff reports and in the papers 
on recent economic developments; the policy aspects of arrears were dealt 
with specifically in the staff appraisal. In 17 of the countries ident{fied 
the arrears involved exchange restrictions. For two of these countries no 
formal consultations have taken place since the incurrence of arrears. A 
separate reference to arreats, regardless of whether they were approved, was 
made in consultation decisions·in all but three of the remaining 15 cases 
involving exchange restrictions. 

In the period since the 1970 review, ,the Executive Board has granted 
approval for .the existence of payments arrears only when the member con
cerned has submitted a program for the reduction an~/or eventual elimina
tion of its arrears. In virtually, all such cases, the program has formed 
part of, a comprehensive stabilization program supported by the use of the 
Fund's resources. Thus; Executive .Board approval of existing arrears under 
Article VIII was given in 8 of the 15 cases involving exchange restrictions 
mentioned above. In 6 of the 8 Executive Board decisions, there was a 
specific reference to payments arrears. In the remaining two cases, the 
Fund's approval was implicit in the general coverage of the approval granted 
for the membe.r' s exchange practices. In all eight cases, the. Executive Board 
fixed a terminal date for the period of approval. Finally, when arrears 
remained outstanding at the terminal date they were not necessarily approved 
in the decision taken at the conclusion of the next consultation. For two 
countrles whose payments arrears extended over a period of years, the Fund's 
approval lapsed and was subsequently reinstated only when a more sustained 
effort to eliminate arrears was proposed by the member. 

v. External Payments Arrears.Incurred by Governments 

,_ There are payments arrears which do not result from governmentally 
irnpoc~d delays on payments and transfers for current international transac
tions. Such arr.ears may arise when a government or government entity.whose 
financial operations form part of the budgetary process fails to meet an 
external payments obligation. It is difficult to treat these arrears as 
coming within the jurisdiction of the Fund although their economic effects 
are the same. as those that involve exchange restrictions. Such arr.ears. 
sh,ould therefore be treated as a default. On the other hand, .where a public 
Se.,CtOr entity is .Clearly independent Of the government IS day-to-day budge
t.ary controls and has at its disposal. domestic currency resources with 
which to .meet its external payments obligations, payments arrears which 
a.rise because of an inability to obtain the requisite foreign exchange are 
eyidence of anexchange restriction. The finaricing arrangements of public 
entities and the relationship of these entities to the central government 
therefore need to be examined on a case-by-case basis to arrive at the 
correct determination. 
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Another example concerns payments arrears incurred by governments 
participating in a common central bank. On several occasions recently, 
Executive Directors have inquired about the treatment of such arrears that 
occur when the authorities of a country belonging to a regional or joint 
central ba:nk are unable to meet payments obligations abroad because of an 
inability to obtain domestic currency with which to purchase needed foreign 
exchange. This type of arrears has been incurred, for example, by the 
governments of some of the member countries listed in Table 1 which are 
also members of the West African Central Bank (BCEAO) or the Bank of 
Central African States (BEAC). 1/ In this connection, questions have been 
asked as to how these arrears should be dealt with in Executive Board 
decisions under Article VIII and Article XIV. In these countries arrears 
have emerged in respect of external payments (as well as domestic payments) 
because, given the statutory limit on central bank lending to the government, 
the authorities did not have adequate recourse to domestic currency in 
order to purchase foreign exchange from the common central bank, even 
though the central bank, for its part, stood ready to meet all proper 
requests for foreign exchange. The emergence of payments arrears in these 
countries to some extent reflects a weakening of the formerly strong dis
cipline that characterized government financial operations. Several Fund 
members belonging to a regional central bank and incurring external arrears 
of this type have received financial assistance from the Fund in support of 
adjustment programs which have sought, inter alia, to eliminate arrears on 
both domestic and foreign payments. The payments arrears described here 
have not been treated by the Fund as evidence of exchange restrictions and 
have been considered not to fall within the Fund's approval jurisdiction 
under Article VIII. Rather, they have been dealt with as a default of the 
governments concerned. When reviewing members' policies in connection with 
Article IV consultations, some Executive Directors have observed that while 
in such cases the need to eliminate payments arrears is discussed explicitly 
in the staff appraisal of the consultation report and in the Chairman's. 
summing up, the decisions concluding the Article XIV consultation may 
include a commendation to the member for maintaining an exchange system·-. 
free of restrictions. This apparent inconsistency arises because these 
decisions are confined to matters coming within the jurisdiction of the 
Fund. 

There is no doubt that payments arrears incurred by governments as a 
result of default are as damaging to a country's credit standing and to .. the 
effective functioning of the world's payments system as the other forms of 
payments arrears discussed earlier in this paper. For this reason, it is 
appropriate for the Fund to urge members incurring such arrears to remove 
them at the earliest opportunity, irrespective of the nature and origin of 
the arrears. Consultation reports should therefore continue to take note 
of the existence of arrears arising from default. This approach is consis
tent with that accorded to arrears of member countries that are treated as 
evidence of exchange restrictions within the meaning of Article VIII. 

1/ The problem has also emerged in at least one other member country 
belonging to a regional monetary arrangement. 
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VI. Elimination of Payments Arrears 

,for any country .with ,external payments arrears, a program to restore equi
librium to the balance .of payments should. give high priority to the speedy 
elimination of arrears and the restora,tion of a system of prompt payments. 
Various techniques have been adopted by membe.rs to eliminate arrears, often 
within the context of programs supported by use,.of.t.he Fu~d's resources. 
The management of arrears and the.abi'lity. of the authorities to integrate 
the phased reduction of arre!lrS with overall financial policies are facil
itated when arrea.rs are maridatorily centralized by· the monetary authorities 
.( central bank). Under such arrangements, . when arrears are represented by 
deposits in domest.ic currency held as counterpart funds, any reduction in 
arrears is automat:i,cally reflected in a·drawdown of these deposits. A simi
lar result may be achieved if such deposits are held with commercial banks 

.. in blocked ac.counts. However,. if arrears are not treated. in this manner, 
. ·and applications for_ foreign exchange in. respect ·of delayed payments are 

not backed. by the domestic currency counterpart' arrears c.annot. be adequately 
monitored (as indicated.in Section III), and the results of a program to 
reduce and eliminate them may be much less assured. 

Another aspect -of procedure.s· to. eliminate arrears c,oncerns the method of 
settlement of individual outstanding payments ·obligations. The choice will 
depend-on a range.of factors, including the_riature (i.e., whether current 
or capital) and extent of the arrears, th.e overall balance of payments 
problem, and, the institutiQnal arrangements in the country con.cerned. One 
approach to the. elimination of arrears gives primacy to th,e first-in first
out (FIFO) principle, and <:;an be supported on the .grounds of equity since 
·it .seeks, i.n an orderly manner, to. eliminate. arrears chr.onologically in the 
order in which they were in.curred. A major· drawbac.k ·of this system is that 
it ,does not immediately lead to the. restoration of a system of prompt pay
ments for current obligations; it may .therefore serve to dilute the country's 
effort to. regain a good standing in the international capital markets. 
F_urthermore, adherence to t_he FIFO method may be. impractical because of the 
lumpiness of individual transac.tions. · · 

A second broad approach is one that .aims at. the immediate restoration 
of prompt payment .of current obligations. and the avoidance. of new arrears, 
while stretching out the settlement of existing arrears. A variant of this 
approach involves a priority (or discretionary) reduction of arrears depending 
on the type of transaction, e.g., import payment.obligations (perhaps with 
a further .breakdown accordin~ to essentiality) or debt service obligations. 
This method has the unsatisfactory feature of requiring different waiting 
periods for the settlement of payments arrears according to the type of 
transactions involved. Yet another method is the use of a uniformly applied 
schedule by which the same.percentage reduction is .applied pr(?gressively, 
across the board; to all ex:i,sting a)'.'.re~rs as. computed on a given date: for 
example,·a goal of eliminating arrears during a specified period could be 
pursued in. terms of· reducing the amount outstanding in even monthly steps. 
Alternatively, a maximum waiting,peri.o4: co~ld be specified beyond which all 
legitimate payments appl;i.cations_l\Tould be ~l:igible for automatic.approval, 



- 12 -

the objective being to reduce progressively, in line with the evolution of 
the overall external paymen~s position, the length of the waiting period, 
up to a point where payments arrears are fully liquidated. A shortcoming 
of this technique is that it constricts the ability of the authorities to 
maintain control over either the level of arrears outstanding or the level 
of gross external reserves. 1/ In summary, there is a wide range of tech
niques available to address the problem of eliminating payments arrears 
and the choice in any one country will depend on the circumstances of the 
member and its institutional arrangements. Regardless of the method chosen, 
a systematic monitoring of progress is desirable. In the discharge of 
obligations relating to payments arrears, it is important that settlements 
to creditor countries be made on a nondiscriminatory basis. 

In its review of payments arrears in 1970, the Executive Board empha
sized that Fund financial assistance to members with payments arrears should 
be granted on the basis of performance criteria or policies with respect to 
the treatment of arrears in recognition of their status as payments restric
tions. Paragraph 4 of Executive Board Decision No. 3153-(70/95) reads as 
follows: 

Fund financial assistance to members having paymentf? arrears 
should be granted on the basis of performance criteria or policies 
with respect to the treatment of arrears similar to the criteria 
or policies described in the preceding paragraph for the approval 
of the payments restrictions. In general, the understandings should 
provide for the elimination of the payments arrears within the period 
of the stand-by arrangement. Such understandings should be based on 
the concept of a given level of payments arrears and should be reflec
ted in the performance criteria included in stand-by arrangements in 
the higher credit tranches. To support the policies designed to deal 
with arrears the letter of intentshould include a statement that 
there would be no imposition of new restrictions or increase in the 
level of delayed payments •. Where Fund financial assistance is being 
provided, but only through the first credit tranche, the adoption of 
a viable program directed toward the elimination of the payments 
arrears should be an important factor in considering whether the 
country was making reasonable efforts to redress its international 
financial situation. 2/ 

As indicated in Table 1 above,' 16 of the 22 countries with payments 
arrears at the end of 1979 had financial programs supported by use of the 
Fund's resources during 1979 or early 1980; all of these programs included 

1/ To meet this problem, a recent program with a Fund member provided 
that, during a given period, the authorities would not allow gross official 
international reserves to rise beyond a specified level unless all payments 
arrears have been eliminated (see Guyana - Use of Fund Resources Extended 
Fund Facility, EJS/80/155, 7/11/80, P• 32). 

2/ IMF, Selected Decisions of the International Monetary Fund and 
Selected Documents, 8th issue, p. 143. 

.. 
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understandings or targets with respect to the reduction of arrears as. well 
as to the avoidance of any new arrears during the program·period. For.pro
grams relating to the first credit tranche, letters of intent generally· 
included a statement by the member that arrears would not exceed a certain 
level, or that they would not be allowed to recur during the program period. 
In most upper credit tranche programs, performance criteria provided for a 
phased reduction of arrears. Furthermore, the elimination of arrears was 
generally regarded as. a very significant step to be taken by the member in 
reducing its reliance on.exchange restrictions. In one_ important respect, 
however, the objectives specified by the Executive Board in 1970 have proved 
difficult to meet. In a· number of countries with Fund supported programs it 
has not been possible to aim at the complete elimination of arrears over the 
program period, reflecting the large amounts outstanding and the continuing 
pressures on _the balance. of payments which severely limited the amount of 
exchange available for the liquidation of arrears. In a number of cases, 
there were also problems of obtaining adequate data on arrears and of estab-

·lishing effective institutional arrangements for their elimination. This 
experience has shown that a more flexible approach may be preferable whereby 
members will not be expected to eliminate arrears over the life. of a one-year 
program, although normally it should remain an objective of programs covering 
two or three years. As a minimum effort, however, members would be expected 
to observe a requirement to avoid any further increase in outstanding arrears. 

In any program to phase out arrears on payments to service external debt, 
the following additional issues arise. Such arrears usually relate to overdue 
payments on external public debt, covering both interest and principal. A. 
number of the countries with arrears shown in Table 1 had arrears relating to 
official debt obligations, and for some of them, progress in eliminating 
arrears has been dependent, in part, _on their success in arranging for debt 
rescheduling. In recent years there has been increasing resort to the fund
ing of arrears through such arrangements by rescheduling debt payments under 
a multilateral arrangement such as the Paris Club, or by way of a bilateral 
rescheduling of arrears. The rescheduling of debt obligations has been asso
cia.ted with several recent programs supported by.use of the Fund's resources. 
While permitting the member a measure of .debt relief, such reschedulings in 
very difficult cases also allow the country concerned to re-enter the 
capital market· and t_o achieve an increa,sed import flow to assist econo.mic 
recovery. Issues relating to debt renegotiation will be dealt with in a 
forthcoming staff paper. 

VII. Conclusions 

1. In the decade since the Executive Board· last reviewed the Fund's policies 
and procedures on payments arrears, _there has been a substantial increase in 
the number of countries incurring payments ar-rears and in the total amount of 
arrears·outstanding. ·The widespread nature of the· problem of arrears is a
manif.estation of the sustained payments pressures and resulting adjustment 
difficulties experienced by many countries in recent years. The Fund's 
concern with these developments stems not only from the harmful effects on 
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creditor countries and their deleterious consequences for the credit standing 
of the members incurring them, but also from their injurious effects on the 
smooth functioning of the international trade and payments system. 

2, Through the exercise of its approval jurisdiction, the Fund's policies 
on payments arrears are concerned with exchange restrictions within the 
meaning of Article VIII, Section 2(a) which arise from governmentally imposed 
delays on payments and transfers for current international transactions. 
Because of the damaging effects of arrears on the international trade and 
payments system, the Fund does not grant approval to payments arrears which 
are exchange restrictions within the meaning of Article VIII, Section 2, 
except where the member has presented a program for the reduction and/or the 
eventual elimination of such arrears. When payments arrears are incurred by 
a government or by a government entity, the financial operations of which 
clearly form part of the budgetary process, and in those cases in which 
arrears arise because a country belonging to a common central bank is unable 
to obtain domestic currency in order to purchase required foreign exchange, 
the arrears should be treated as defaults and not as exchange restrictions 
within the meaning of Article VIII, In the settlement of payments arrears, 
member countries should observe the principle of nondiscrimination as regards 
creditor countries. 

3. The Fund's policies on payments arrears are also concerned with their 
treatment in the context of stabilization programs supported by use of the 
Fund's resources. In these programs, member countries are expected to take 
steps to reduce and eventually eliminate payments arrears relating to capi-
tal transactions as well as to payments and transfers for current interna
tional transactions. In formulating policy guidelines in these programs, 
the staff will continue to be guided by the approach set forth in the 
Executive Board decision of 1970 (Decision No, 3153-(70/95)), as quoted on 
pp, 12. This approach will also be followed with respect to payments arrears 
arising from default. The technique chosen by a member to reduce outstanding 
arrears will reflect its institutional arrangements, as well as the magnitude 
of the arrears and the severity of the balance of payments problem. When 
payments arrears are large in relation to a member's available foreign exchange 
resources, it may not be possible to aim at the elimination of the arrears 
within the program period. Special arrangements may be needed for the renego
tiation of outstanding debt obligations when debt problems are particularly 
severe. Depending on the member's circumstances and the length of the program, 
it may not be possible, in the early stages of a program, to reach an under
standing with the member that goes beyond requiring the avoidance of any 
further increase in arrears. 

4, There has at times been uncertainty as to the circumstances in which a 
delay resulting from a governmental limitation on, or interference with, the 
availability of foreign exchange would constitute an undue delay and thereby 
give rise to payments arrears. A flexible and pragmatic approach would 
seem to be appropriate, whereby an undue delay would be defined as one that 
exceeds the period reasonably needed to complete the administrative proce
dures required to establish the bona fides of an application for foreign 
exchange, having regard to the circumstances of the member concerned. 
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Your draft Review of Policies and Procedures on Payments Arrears raises '~ 

some questions in my mind due perhaps to the fact that our experience in this area '--··~. 
has been very limited. 

Am I right in assuming that arrears cease to be arrears in our eyes when 
as a result of an agreement between the debtor and the creditors the arrears are 
rescheduled and the payments called for by the rescheduling are being met. Such a 
rescheduling is most easily arranged where government and government-guaranteed / 
debt is involved. But still the results of this position can be bizarre. As you 
are aware it was for a considerable time very uncertain as to whether or not the 
Paris Club could agree on a rescheduling of Turkey's debt. In the event they did 
and as long as payments now called for are met there are I presume no arrears in 
regard to this debt. If, however, the creditors had continued to disagree amongst 
themselves and there had been no agreement we should still be faced with arrears. 
Assuming that the debtor has made a fully realistic offer the decision as to 
whether arrears remain is dependent upon agreement between the creditors whose dif
ferences might have little to do with the debtor. Odd. 

But what happens in regard to unguaranteed commercial arrears. The facts 
for Turkey are that a large number--as yet not satisfactorily quantified--of such 
arrears exist. Turkey made a unilateral offer which was greeted with derision by 
some of the creditors involved and with silence by others. Turkey has now made a 
new offer. Is our position that arrears will continue to exist until all the credit
ors (though their number is unknown) agree to the offer? But the offer has a time 
limit and how should we regard that? 

As regards what the draft does say I suspect that it may be impolitic and 
certainly not always fair to belabor the demand side in the first paragraph on 
page 6 (first and last sentences). I also suspect that counterpart deposits in 
domestic currency (page 11, first paragraph) may not reduce any upward bias unless 
interest rates are reasonably realistic. I am also doubtful about the last sen
tence of this paragraph for it seems to imply that it is a good thing that the 
exchange risks are assumed by the authorities. I suspect this is very arguable. 

cc: Mrs. Lachman 
Mr. Evensen 
Mr. Woodward 
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May 20, 1980 

TO Mr. Subimal Mookerjee 

FROM: rA111 George P. Nicoletopoulos ,,. Kf{ f (. 

Subject: Draft Paper on Review of Fund Policies and 
Procedures on Payments Arrears 

You will be interested in the attached 
memorandum from Ms. Lachman on the draft paper 
on payments arrears that you have sent to me 
recently. Let me know if you wish us to pursue 
the matter. 

cc: Ms. Lachman 
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Of /ice Memoranditm 

Mr. George P. Nicoletopoulos 

Philine R. Lachman ~ 
DATE: May 19, 1980 

SUBJECT : Draft Paper on Review of Fund Policies and Procedures on 
Payments Arrears 

The following are my comments on the substance of this paper. At 
this stage comments on the details of the drafting are not presented. 

1. There is n~ explanation why the paper is produced at 
this time. This que~tion is mo~e than academic in view of the actual 
and expected serious payments difficulties of most developing members. 

2. The statement (page 6) that the very existence of arrears 
creates a prima facie presumption against the appropriateness of the 
exchange rate might be supplemented with a reference to the recently 
adopted approach under which the Fund should also look to remedial 
measures other than depreciation. , 

3. There is repeated reference to the Fund's approval juris
diction under Article VIII and Article XIV. The Fund does not approve 
restrictions ·under Article XIV; restrictions may be continued or adapted 
under Article XIV without the need for approval. In all other cases, they 
are subject to Article VIII. 

4. On the basis of "Legal Aspects of Multiple Currency Practices 
Under the Second Amendment" it is argued that the requirement of a local 
currency deposit does not involve a multiple currency practice when the 
monetary authorities assume the exchange risk instead of the debtor, 
because the absence of interest is not a factor in the determination of 
the effective rate. What the legal paper stated was: 

"Distinctions may have to be made in relation 
to deposits connected with payments arrears that 
assure the depositor that foreign exchange will be 
provided to him in the future in exchange for the 
deposit at the rate of exchange in effect when the 
deposit was made. If the deposit does not bear 
interest, the absence of interest will be an · 
additional cost, but this arrangement has many 
aspects of a forward transaction and, particularly 
where the exchange rate for the local currency is 
fluctuating, the loss of interest may be more 
than offset by a change in the exchange rate. It 
may be difficult in assessing the monetary cost 
of measures such as advance deposits to establish 
what should be regarded as the effective rate 
because of the different factors that must be 
taken into account. The legal result will depend, 
nevertheless, on the determination of the effective 
rate in the circumstances of each such case." 

'·' ,;. -
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There is no indication of the date as of which governments should 
effectively guarantee the exchange rate "to be applied for settlement". 
Also, it is not explained why governments lacking foreign exchange should 
relieve private parties of the exchange risk. 

5. The proposition that the payment of the counterpart in 
domestic currency by a debtor would discharge the debtor's liability 
vis-~-vis the creditor has no basis in law. 

6. With respect to inability of the government of members 
belonging to a common central bank to purchase foreign exchange because 
of lack of access to the domestic currency (Section V) there is ng 
discussion of the distinction between default on the part of the 
central government, default by official entities that enjoy a greater 
or lesser degree of independence, and default on the part of private 
enterprises. That distinction has an effect on the finding that in 
any particular case there exists a default rather than an arrear. The 
proposal that defaults by countries belonging to a common central 
bank be treated as exchange restrictions because the contrary solution 
would mean that these countries enjoyed an insufficient measure of 
sovereignty to belong to the Fund is utterly unconvincing. 

7. The terms "payment arrears", which are exchange restrictions 
under::the .1970 Decision, "debt arrears", and "debt-related arrears" 
are used interchangeably. It would be preferable to use the same term 
throughout, unless it is intended to make distinctions. 

8. The reference in paragraph 4 of the conclusions that where 
appropriate (when would it ~ot be?) rescheduling of external debt would 
contribute to the early restoration of prompt payments fails to refer 
to different categories of debts that may be in arrears, i.e., public, 
publicly guaranteed, and private debts. If the subject is retained in 
the conclusions, it should be discussed in the body of the paper. 
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We are preparing a paper for the Executive Board reviewing the Fund's 

Ernest Sturc 

SUBJECT : Paper on Payments Arrears 

polfa:.ies and procedures on payments arrears. The last review took place almost 
10 years ago. In the period since.then, unfortunately, we have witnessed a 
.substantial increase in the incidence and severity of the problem of arrears. 
In concluding its review in 19.70, the Executive Board expressed concern at the 
adverse effects of payments arrears on the smooth functioning of the interna
tional monetary system and on the creditworthiness of countries incurring them. 
Noting that undue delays in the availability or use of exchange for current 
international transactions were exchange restrictions under Article VIII or 
Article XIV, the Executive Board in concluding its review: (a) instructed the 
staff to aim in consultation reports at a more systematic treatment of exchange 
restrictions involving payments arrears; (b) delineated the.circumstances in 
which the Fund would grant approval for such restrictions; and (c) specified 
the manner in which arrears should be treated in programs for members with pay
ments arrears and seeking access to the Fund's resources. 

The spread of payments arrears in recent years, and their unsettling 
effects on the world's trade and payments system, have been 1).1.gh.tighted in 
several of the Fund's Annual Reports on: Exchange Arrangement.s and Exchange · 
Restrictions. Nevertheless, it seems essential that the Fund's policies in 
deal~ng with this disturbing impediment. to .international payments be reexamined. 
This is the intent of the forthcoming paper on arrears, which will provide 
Exect).tive Directori:i an opportunity to reevaluate the guidelines described above, 
and possibly to formulate new ones in light of recent experience. The paper 
will pay particular attention to problems of definition so as to provide 
us with possibilities for the early detection and speedier assessment of the 
volume of arrears, and will discuss what policy improvements could be devised 
to assist a member to eliminate arrears at an early date. Executive Directors 
have, on occasions, referred to some of these aspects of policy in the con
text of their consideration of staff reports on individual member countries. 

A particularly tr.oublesome issue, and one that I would like to 
1;,;ring to your attention, concerns the spread of payments arrears in countries 
which participate in common central bank arrangements. Of special relevance 
in this cont.ext are Fund members which belong to the West African Central 
Bank (BGEAQ) and the Bank of Central African State!:l (BEAC). What we have 
witn.e:5sed in some of these countries in :re:cent years is an apparent weakening 
of the. formerly s.trong internal discipline over fiscal operp.tions, conditioned 
by the agreements of the Franco-zone countries with France. Asa result of the 

, recen,t developments.; there has emerged .a conflict which, inter alia, has led 
I\ to the existence of payments arrears by the government because of an inabi~ty 
1 \ tq___£IovTie domestic means of payments, although the common central bank would 

have been willing at the surrender of domesic currency to provide promptly any 
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requested foreign exchange. An important question is to what extent the common 
central bank remains an effective tool for the purposes of balance of payments 
management of individual cowitries. A related issue, of significance for the 
Fund's approval jurisdiction under Article VIII, is whether the arrears on 
external payments which have emerged in such cases are also legally exchange 
restrictions. Their impact on the functioning of the international trade and 
payments system is the same as that caused by "common" arrears. The Fund is 
committed to supporting regional trade and payments agreements and has done 
so consistently in the past. Given the special relationship between the two 
common central banks, their members, and the French Treasury, I would appre
ciate your guidance on how to deal with this problem. It seems to us that, for 
one reason or another, fiscal discipline in some of these member countries has 
slipped badly, and that the adjustment effort has become concentrated, through 
the common central banks, on a tightening of credit policy especially in regard 
to government borrowing. In this regard, the views of the French authorities 
would be helpful. Se._ould we approach them before writing this issu~s paper, 
or do you think that it would be preferable to let our analysis lead us 
where it may, possibly to a further weakening of the cohesion of these groups 
of cowitries? 

cc: The Deputy Managing Director 
/Mr. Watson .. 

. · 



TO 

FROM 

SUBJECT : 

Office Memorandum 

Mr. Sturc 

John B. McLenaghan ~ 
Payments Arrears 

DATE: June 7, 1979 

As requested at this morning's meeting, I am attaching a copy of my 

memorandum of December 1, 1978 on this subject, and the accompanying outline 

of a proposed paper on payments arrears. 

Attachment 

cc: Mr. Finch 
Mr. Palmer 
Mr. Mookerjee 
Mr. Kanesa-Thasan (o/r) 
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Mr"!. Sturc .. December 1. 1978 

John B. MeLenaghan 

Paper on Payments Arrears ; :,;; '·.' (,, ,'; 1' 

Following our discussiOJl on _the iis~ of staff studies by the Exchange 
Restrictions Division·, it was agreed that we would produce an outline of a 
paper which would address the main problems which have recently emerged in the 
area of payments arrears. Mr. Baumgartner, whose work on Turkey has involved 
him in detailed analysis of·a number of aspects of arrears, has now prepared 
the attached note on the broad questions which could be dealt with in a staff 
paper.. I hope to discuss this with you following my return to Washington in 
the latter part of December. · 

Attachn:ent 

cc: Mr. Finch 
Mr. Palmer 
Mr. Mookerjee 
Mr. Kanesa-Thasan 
Mr. Osunsade 
Mr. ~aumgartner 
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DRAFT 
UBaurngartner: mm 
November 28, 1978 

This paper represents an effort io iaentify the principal issues re

latea io payments arrears ana to proviae some preliminary suggestions for a 

Boara paper ana/or guiaelines for the staff on arrears. 

The emergence of arrears on a large scale in an increasing number of coun

tries seems io warrant a review--no·t necessarily a change--of Funa policy on 

arrears incluaing an assessment of programs 'supportea by stana-by arrangements 

j ··5, 
:'with countries exper~rncing substantial payments arrears. The policy paper on 
:; . : : r1 ·-f 

arrears qf July 1970 jSM/70/139) still seems·1 to be generally adequate. As regards 
·: :; ~ ----} 'q ; ; . - _. -

' policy i~sues, it does, however, not cover t~e problem of arrears versus aefault 

8 
ana is ra;ther vague and not always fully consistent with respect to the question 

} .. 

of what cons ti tut es "unaue aelay." Furthermore, SM/70/139 does noi discuss the 

manifold .'-technical problems ihat have arisen as a resul i; of arrears and that 

ha~e to be dealt with in stabilization programs. 

The Executive Board might be interested in a paper on 

(1) principles of Funa policy with respect io arrears; 

(2) causes of arrears, restrictive practices and consequences of arrears; 

(3) ireaimeni of arrears in siand-bys. 

Since arrears have given rise to a number of complex problems in stana-bys 

which migbt ~e too -technical to be incluaea in a Board paper, a technical 

guidance note for the staff may be desirable. 

1. General issues 

a. Basic aefinition 

The following three paragraphs are quotations from various sections 

of ihe Board paper on arrears of July 1970 (SM/70/139). · They have been 

reordered in order to present all aefin;iional matters in concise form. 
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"Undue delays in i;he availabilii:;y or use of exchange for curreni; in-ternai:;ional 

transaci;ions i;hai; resuli; from a governmeni;al limii:;aiion give rise -to paymeni;s 

arrears and are paymen-ts res-tric-tions under Ari;icle VIII, Seci;ion 2(a) and 

Article XIV, Seciion 2." 1/ 

"The -term paymeni; arrears covers undue delay in conneci;ion wi -th both pay

meni;s {i.e., the financial seti;lemeni; of obligations) and transfers (i.e., the 

conversion of proceeds of payments)." 2/ 

"Paymeni;s arrears" arise as a consequence of a go_;7errnnent limii;ai;ion on, or 

interference with the a-vaila bili i;y ·of -foreign 

a curren-t international. iransaciion falls due. 

-., 
exchange:.:a;f~i;he time a paymeni:;. for 

- ·- :.·.: 
' ~ . . 

' 'Transfer arrears"·,arise when ·a 
.: J 

. -j 

f; 
governmeni; limi iaiion· on;: or interference with, the ayaila bili i;y of _foreign 

exchange preveni;s the timely i:;ransfer of i:;he proc·eeds· of a curreni; international 

transa.c..tion. 3/ . 

/This definii;ion of "i;ranfers" does noi; (and should -not) coincide wii;h the 

BOP definition of "unrequited transfers" wb'ich are "i;he provision or receipt of 

economic values w:iihout a quid· pro quo. However, arrears on unrequited trans-

fers are.unequivocally covered by the basic definition of arrears (in -the first 

paragraph) as undue delays in i;he availa bili i;y or use of exchange for current 

international transactions. Current international -transactions include 

unrequited transfers. -This point migbi; have i;o be mentioned in a Board paper 

or guidance-note for the staff_:_7 

The definition of arrears in the three paragraphs above seems i:;o be adequate. 

However, i;he term "conversion" in the second paragraph is more narrow than the 

definition of -transfer arrears in the -third paragraph. To avoid confusion 

1/ SM/70/139, .page 7, last paragraph. 
2/ SM/70/139, page 1, first paragraph. 
3/ -SM/70/139, page 8, second paragraph. 
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the explanations of payments and transfer arrears in the second paragraph 

shown in par,entheses could best be omitted, because the third paragraph· . 

" fl 

provides a better and sufficient explanation of the terms payments arrears 
'} 

and "transfer " "Payments <!rrears " in .. the third arrears. 

perhaps be called "payments arrears in a narrow sense." 

b. Nature of the government limitation 

paragraph could 

The government limitation or interference may be formalized, as for in

stance compulsory waiting periods for exchange, or informal or·ad hoc. 

The paper- could provide examples- of the· vadous types of limi tat·i~ns -(se~ ~ · . ~ 

SM/70/139, _page .. 3,-=- second paragraph•-,-~ -~-~ . _, -- -~ 

c. Arrears and restrictions:L .. 11 
ll 
:·1 

,, 

• ~ • !.. ! • ... ., Paymen~s arrears are paymen~s res~r~~ions·unaer Article ·VIII, · Section. 2(a) 
- :{ 

and Article XIV, Section 2. The lang~age sometimes used in the Board paper of 

July 1970,·some Decisions, and o~her papers refers to arrears interchangeably 

as cause, consequence, -reflection or evidence of payments restrictions. For-

mulations should not depart -from the legally correct view that-government limita-

tion or.interference causes undue delays·which in turn gi~es rise to arrears 

which are (constitute) payments restrictions. /There seems to·be little merit -- . 

in pursuing the issue of whether arrears result from or cause restrictions./ 

The policy issue of when .to. approve or.withhold approval of· arrears,,_ needs ··· 

to be clarified. 

a. Definition of current international transactions (Article XXX d) 
issues 

(1) delineation of pure capital transactions 

(2) contractual obligations versus quasi-contractual or moral obli

gations (remittances, etc.) 

(3) overdue claims of foreign banks (reimbursement claims, overdrafts! 

overdue bankers' acceptancies, etc.) 
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\ 
\ 

f\ 
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l 
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In principle, all bona fide applications for foreign exchange which are 

subject to governmental limitations _resulting in undue delays in the avail

ability or use of foreign exchange should be considered. The bona fides of 

each application :would have to be scrutinized carefuliy and only applications 

for which the local currency counterpart has oeen dep-osited should be included. 

Capital flight should be prevented mainly through controls on the transaction 

and not on the payment. Overdue claims of foreign banks clearly related to 

current trans~ctions~such ~s overdue bankers' acceptances and reimbursement 

claims. should be included_ in. arrears. Similarly.,-0 overdue applications -for_ ·. H - -= ~-~ .. -··1r ·. 
remittanc.es~and othetj .unrequited ·transfers should be:c.onJidered lJrears-:pr.o-,.:.:c-~-

G.~ - • ·-·. -. -- _- ----~ --:- • - ~. - ~; • •• , - • • • • 

vided local--currenci'1deposits4ave been- made;·--=_" :; " v-
. · , "'l0 - - -- _ di 

d . q 
; j ! l 

e. Default and,. arrears -due to shortage· of local currency:i·· 

' (1) Does the nonobservance of government obligations ~ive rise to 
: i d 

arrears (i.e., does it constitute a restriction) or is it a i·c.ase of default? 
J ! 

• • I l 
In other words, is the legal status of the debtor a cr1ter1~r to oe taken 

into account? 

(2) Does the nonavailaDility of local currency to the public sector 

cause arrears or constitute default? Question (2) differs fr?m question (1) 

\ insofar as (2) presumes the willingness of the government to fulfill its obli

·\ gation. 
\\ 

If one follows the definition of arrears as "government limitation ·of 

the availability or use of exchange" problems (1) and (2) should be con

sidered cases of default. In order to decide the issue of default versus 

restriction, institutional arrangements such as the access to foreign exchange 

and local currency by the government would need to be looked at carefully .. In 

this conte.xt multi-country central bank arrangements are particularly relevant. 
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There is also the problem of defining government and public sector (state 

economic or nationalized enterprises should be excluded). 

The restrictions clause in Btand-by should perhaps be expanded to cover 

some ca~es of de!ault. 

A further issue is the nonpayment of debts for (p.retended or genuine) 

security reasons. 

f. Undue delay. 

SM/70/139 is .. not clear on the issue of what constitutes undue. delay. 

~ 1 - -·--·· . -
:::- While .in:::one passage. ·some--de:lay', provrded :it -aoes ·no~ exceed-a, reasonat>le--

- - -~ A .i 
~ tHe, administrative· examinatfon :of:.the excha~ie appli~ation, .i.s con-· 

,I, j t/ 
: . . • ,-1 

doned;··c::1/ nhe 
·i 

conclusions 
ii . 
u 

arise from gojernmental 
'l 

limitation or interference with the availability of 

foreign exchange, the time a payment for a current international transaction 

falls due; or w:;ith the timely transfer of the proceeds of such transactions, 

the paym~Ats arrears should be treated •.. as evidence .of a payments restric

tion: ..•. 11 ?::..I. On the other. hand, the staff is being told -t~to establish .~ •• 

whether theJ::e has been a substantial delay beyond that-·.usually .. required for 

ascertaining the bona fides of exchange applications ·or the time that can be 

regarded as normally required for the administrative processing of applica

tions .for exchange-;;· 1./ Finally, SM/70/139 recommends that the ''maximum per-
- . -

missible delay"- be speci.fied--in -programs -for elimination· of ,arrears.·]./ -This 
;:. 

makes (or excessive ambiguity. The ambiguity might be reduced (though perhaps 

not fully eliminated) by establishing the due· date as the principal criterion 

- . 
for undue delay.- -While-the-due-date-is relatively easy to ascertain in the 

, page , sec 
SM/70/139, page 8, second paragraph. 
Ibid. 
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case of payment obligations, a precise due date may be difficult to establish 

in the case of unrequited transfers. In addition to the criterion of the due 

date, consideration might .be given in practice to the normal time required for 

the administrative proces·sing of applicatiop.s for exchange in the ordinary 

course of business including the ascertaining of the bona fides of the 

application. For this purpose one would have to examine the administrative 

procedures involved in the different modes of settlement (letter'of credit, 

draft,. banking transfe:r::, etc.) ·for different types of current transactions 

(trade,· remittances, p~ofits; dividen_ds, a1:13ortization~ and inter:Jst). 
J il . . iJ 

2. 

g. Cause-bf the undue: delay 'a 
~ 

(1) 

(2) 

Foreign e:xch_ange ,Rr9blems -

Local currency-problems 

(3) Inefficient administrative policies 

(4) Other factors (e~g:, political) 

issues 

a. Determination of_ the· level of arrears 

This issue ·is related to the definition of "undue delay" and the 

transactions on which payment? restrictions (arrears) under Article VIII, 

Section 2 (a) and Artie.le XIV, Section 2 .can arise. 

In principle the arrears figure should be the aggregate of amounts· 

received- by the authorities in local currency co_untervalue against which the 

authorities have failed to provide or transfer foreign exchange without undue 

delay and where there is a bona fide current _transaction. 

The need for a local currency deposit reflects the principle of "exchange". 

and is also a .requir.ement__of economic~-poli-ey.---- · 

In practice the determination of the level of arrears will be impeded by 

(1) Failure, in particular,of public entities to put up required 

deposits. 
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(2) Applications for foreign exchange for speculative reasons (e.g., 

the payment'has already been made through the black ·market, but deposits remain 

outstanding to finance another transaction). The requirement of local currency 

deposits provides some safeguard against excessive amounts of specu~ative. -appli

catio1;s. 

(3) Problems in separating overdue applications from other requests . 

b. Other issues related to deposits 

Arrears should be treated as foreign liabilities of the central bank and 

deposits:ishould be kept in the. central bank •. -:;.-c.Th_is ensures- the-aosorption of
i: 

liquiditi, and. facilitat-es·.monitoring · (the BOP. would-~show--arrears_:~elow .the· 
J- --
. ;i w• • 

linen to ·-rue extent-that deposits were made· i-n tlie centra:l·-bank-; ·other. arrears 
"'1 

would have to be shown "above the line.11
). 

whether 
The deposit requirement raises the question/,anexchange rate guarantee 
be 

shotild/provided by the central bank and creates the possibility of multiple 

currency practices. 

The·need for deposits and their centralization in the central bank is: 

obviated if on the due date of the transaction the central barik debits the' 

deposit account of the commercial bank through which the request was put for

ward and credits a liability item titled foreign exchange for future delivery. 

The commercial bank debits its account with the central bank, credits an asset 

item titled-foreign exchange purchased for-future delivery, debits the deposit 

account of the applicant and credits a liability item, foreign exchange sold 

for future delivery. This system also provides an effective exchange rate 

guarantee and avoids the possibility of multiple currency practices. 

3. Arrears·-and··stand-by arrangements-

a. Primary objectives and corresponding provisions in stand-bys 

(1) Elimination of arrears through (a) funding of arrears and re-

scheduling of payments through a multilateral arrangement (e.g., Paris Club, 
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or arrangement with foreign banks), and (b) unilateral rescheduling of arrears 

not covered by multilateral arrangements (e.g., arrears on debts without 

guarantee by a foreign export credit guarantee institution) to be supported by a 

phased ceiling (perfo!mance criterion). 1:._/ 

(2) Early regularization of all current transactions; ideally, there 

should be no new. arrears from the beginning of the stand-by period (perform-

ance criterion). 

b. Main nractical problems often encountered 

~ :l · (1) Difficul·ty-of determining the truei-level :of arrears and large :f' 
aiiibunt. -of--miss:ing-:locaf-ii:irrency-.deposit s .--'-- ~:.... _.,--

..: . - - , : 

(2) Multilateral---consolidation-==agreeme_nt -yet. to-.be :concluded-.-~.-· 

. " 
(3) Inevitability of 1ome new-arrears in the early phase of the 

stand-by. 
sometimes 

(4) Arrears/constitut~ .a relatively high proportion of the money 

supply and.deposits-fall substantially short of true arrears. 

c. Possible· interim solutions -to .the problems - in _b_ 

(1) · Specification of--maximum time ·_period for making deposits or 

effecting forward sales of foreign exchange (performance criterion). 

(2) Imposing a phased ceiling on the net stock of arrears (performance 

criterion). The pl-anned speed of- running down the arrears c.ould vary with the 

suspected amount of speculative applications. It can be expected that a tight 

monetary program would lead to.the early withdrawaJ. of such deposits. (With-

drawals should not be impeded since it is importan~ to determine the true 

level of arrears but provision must be made for adjusting the credit ceiling 

for ·any ·withdrawals0- · · 

1/ SM/70/139 states that arrears should be eliminated within the stand-by 
period (page 8, last paragraph). However, in many· cases the total elimination 
of arrears within the stand-by-period is not realistic. 
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(3) If the level of arrears cannot be established, a minimum require-· 

ment would be that no new arrears are to emerge (performance criterion). This 

cTause is, of course, difficult to enforce and recourse might have to be 'taken 

to information from abroad. 

(4) Specific review clause (performance criterion) which could 

be applied ·in combination with (1) - (4). 

d. Other issues to be covered in stand-bys 

j (1) . Provisions against circumvention of credit ceilings in the con-· 
. , J . in case ~of ~use of counterpart· funds, or 

teid o-f. rescheduling· of arrears .(ceiling .adj:ustrnents/classification of con-
j~ 

:_;j ·. ' . ; . d 
soi'{aat~a arrears as foreign liabilities, or;pther provisions +for sterilizatioJ 

~ -·- . . ti ~'4' 

of coµn.terpart :funds).-· · J 
., 

(2) Exchange rate guarantee on deposits. 

(3) Multiple currency practices possibly resulting from deposit 

arrangements and approval o'f multiple currency practices. 

(4) Interest on arrears (who is liable: Treasury or original debtor1). 

(5) Arrears in respect of capital transactions. 

(6) Method of reducing arrears (e.g.,first-in-first-out, or propor

tional reduction of each claim). 

(7) Nondiscriminatory reduction of arrears. This is difficult to 

monitor and should not be made a performance criterion. Some discrimination 

is inevitable. General restrictions clause in-stand-bys covers discriIDinator.y·..:·. 

practices that give rise to restrictions (the clause would perhaps need to be 

reviewed to cover this aspect more explicitly?). 

4. Case studies (Causes and consequences of emergence of arrears) 

a. Causes (e.g., .. domestic economic pol,,icies, external shocks} ... 

b. Review of restrictive policies 
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c. Consequences 

(1) · Interruption of supplies 

(2) Mark-up of· import prices 

(3) Increase in terms of trade credits and termination of guarantees 

provided by_ foreign export credit guarantee organizations 

d. 

(4) Multiple currency and other discriminatory practices 

(5) Bilateral payments and barter arrangements 

Efforts to solve the problem of arrears and the Fund's role.·. 

tl ,., 
H n 
\J 
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FROM E. Elmholt ~ ~ 

SUBJECT : Multiple Rates and Deposits Connected with Payments Arrears 

~ In SM/79/127 l,j/15/J9) there is a paragraph about multiple rates and 
l eposits conne?Et'd with payments arrears (page 15). 

Distinctions may have to be made in relation to deposits connected 
with payments arrears that assure the depositor that foreign exchange 
will be provided to him in the future in exchange for the deposit at the 
rate of exchange in effect when the deposit was made. If the deposit does 
not bear interest, the absence ·of interest will be an additional cost, 
but this arrangement has many aspects of a forward transaction and, 
particularly where the exchange rate for the local currency is fluctuating, 
the loss of interest may be more than offset by a change in the exchange 
rate. It may be difficult in assessing the monetary cost of measures 
such as advance deposits to establish what should be regarded as the 
effective rate because of the different factors that must be taken into 
account. The legal result will depend, nevertheless, on the determination 
of the effective rate in the circumstances of each such case. 

I have some difficulty in following the argument that if the deposit does 
not bear interest, the absence of interest will be an additional cost. 

If an importer, as an example, had received the exchange at the time of 
maturity of the letter of credit, he would have handed over local currency to 
pay for the foreign exchange. Since he does not receive foreign exchange 
right away when payments are in arrears, he makes a deposit and receives foreign 
exchange when available. The fact that he does not receive interest on the 
deposit has not in any way raised his cost of acquiring exchange: in one case 
he would have handed over the local currency right away, in the other case he 
would hand over the local currency some time later. It could even be argued 
that if he received interest on the deposit, he would have paid less for the 
foreign exchange than if he had been able to buy the exchange right away. The 
fact that he has had a blocked deposit has not in any way deprived the importer 
of financial resources which under normal circumstances would have been reduced 
at the time of maturity of the letter of credit. 

I t is also said that where the exchange rate for the local currency i s 
fluctuating, the loss of interest may be more than offset by a change in the 
exchange rate. This would indeed be a most unusual occurrence as it would 
require that the local currency would have appreciated between the time the 
deposit was made and the foreign exchange was made available, and that in a 
case where the country was suffering from a shortage of exchange, most often 
because the currency is overva lued and, therefore, most unl ikely to appreci a te. 
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I would,most reluctantly, agree that prior import deposits (particularly 
if in excess of 100 per cent of the value of the imports) be considered part: 
of the cost of acquiring exchange and, thus, give rise to multiple rates. But 
deposits against arrears are of a very different nature and it would be most 
difficult to make a finding that the existence, .or lack of interest on such 
deposits would give rise to multiple rates. In any case, the Fund would have 
jurisdiction as the existence of arrears give rise to restrictions on current 
payments. Why would we want to adapt the concept of multiple rates to acquire 
the jurisdiction that we already would possess? 

r 
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TO Mr. Sturc DATE : February 6, 1979 

FROM John B. McLenagha;:,r~ 

Payments Arrears SUBJECT : 

I refer to Mr. Kanesa-Thasan's memorandum of January 30 on this sub
ject, and our earlier discussion on a proposed paper on payments arrears. 
Mr. Kanesa-Thasan has raised again the problem of arrears by governments in 
making payments to foreign suppliers, including the spesial case of such 
arrears by governments having a common regional central bank. In this con
nection, mention can also be made of arrears on government debt obligations 
abroad, and of their status as restrictions under the Fund's approval juris
diction. 

\ There has clearly been heightened interest by some Executive Directors 
J(especially Mr. Ruding) in the general question of arrears both as regards 
individual countries, and as reflected in the Executive Board's discussion 
on Part One of the ARER last year. In my view there will be an even sharper 
focus on this question in the Executive Board discussion on the Report ncwin 
preparation and it seems unlikely that the review by the Legal Department as 
proposed by Mr. Kanesa-Thasan could be completed in time to be useful for the 
ARER. Moreover, there is a good case for having a more wide-ranging review 
of a number of issues relating to arrears. Perhaps the best approach at this 
stage is to ask Legal to provide a preliminary determination on the status 
under Article VIII of payments arrears incurred by governments, as described 
above, with the subject to be taken up in a comprehensive review of arrears 
at a later stage. 

cc: Mr. Kanesa-Thasan 
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ovember 7, 1978 TO Mr. Sturc 

S. Kanesa-Thasan '!/;;\}/ FROM 

SUBJECT : Payments Arrears 

Further to our discussion a few days ago, I summarise below my con
clusions on the question of staff work on arrears. 

1 
1. The 1970 staff paper defined payments arrears, characterised them clearly 

as restrictions on current international transactions, and dealt with their 
treatment by the Fund. The resulting Board Decision clearly spelt out the 
procedures to be followed in Fund treatment of arrears in the context of 
its approval jurisdiction of restrictions on current transactions and of 
the use of its resources • .!/ In light of the actual experience with the 
implementation of the Decision, the procedures prescribed appear to be 
rather stringent. However, after reflection, I do not see how else the 
Decision could have been framed, if the Fund is to be serious about execut
ing its responsibilities under the Articles of Agreement. 

2. Thus, the problem is not with the 1970 Decision, but that its implementation 
has been rather ineffective for the following reasons: 

(a) Practical problems encountered in identifying and quantifying 
arrears. 

A special problem which has emerged in this area is whether 
arrears in government payments in BEAC and BCEAO countries in 
Africa arising from the nonavailability of domestic currency 
due to limits of central bank credit to the Government, should 
be treated as payments arrears in the context of Fund's approval 
jurisdiction. Hitherto the Legal Department has held that they 
do not constitute such arrears. This is an excessively formal
istic view and ignores the basic policy option that the authori
ties have of using the available domestic -currency resources to 
meet their external payments obligations promptly. 

(b) Lack of uniform and clear guidelines in the treatment of 
arrears and their elimination in consultation discussions, repor~s, 
and Decisions. I have requested Mr. M~Le~aghan to review the treat
ment of arrears in Consultations Decisions in the past ·1:wo years. 

It is my impression that in consultations conducted under 
Article VII~ or Article XIV, the Decisions occasionally used 
to refer to the existence of arrears and urge the members to 
eliminate them as soon as possible. In the current foI111at of 
Decisions in Article IV consultations, however, as far as I 
know, there has been no instance of separate mention of arrears, 
and arrears have generally been approved as part of the exchange 
system described in the Staff Paper. As such, there has been a 
further slippage in the implementation of the 1970 Decision. 

_!/ For convenient reference the relevant portions are attached, -
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(c) Lack of clear.guidelines with l'.egard to the treatment of 
arrears, especially the'recommended procedures for their 
elimination, in the context of use of Fund~s resources~ 
Thi.s has been a serious problem, al tho1.1gh considerable 
progress has been made in recent months· in clar~fying the 
methodology involved~ 

3. I therefore feel that the need now is not for a Board paper reviewing 
the 1970 Decision, but a systematization of the :procedures applied in 
regard to the implementation of that Decision~. The increasing incidence 
of arrea·rs in member countries' makes· this task particularly ·urgent. 

4. 

5. 

At the staff level there is clear need for guidelines with regard to the 
identification, quantification, and elimination of arrears. Mr. McLenaghan's 
memorandum to you of July 27, is a useful contribution in this direction. 
The most important need is to spell out the methodology to be used in fram
ing and implementing a program for the centralization and elimination of 
arrears. As an associated exercise, it would be useful to have a survey 
reviewing the experience since 1970 in regard to the Fund treatment of 
arrears, in the context of the Fund's approval jurisdiction as well as of 
use of Fund's resources. 

A second urgent task at the staff level is to review the present 
practice in regard to arrears in BEAC and BCEAO countries. The Legal 
Department promised a paper on this subject over a year ago. In the mean
time, as you know, the matter did come up at the Board in the form of a 
question by Mr. de Vries in the case of Togo,· and I submitted a memorandum 
to the Acting Managing Director in consultation with Legal, explaining the 
present staff position why such arrears are not.being regarded as exchange 
restrictions. I shall prepare a memorandum to go from you to Legal, 
presenting the reasons for a review of the present position. 

As far as the Board is concerned, the treatment of ar~ears in the context 
of Article IV con·sultations procedures, and in the framework of the 1970 
Decision, has to be addressed immediately in the forthcoming review of 
consultations procedures. The two points which need attention are (i) the 
treatment of arrears in the Decisions and in the Chairman's summary con
cluding Article IV consultations (as you know this question was raised by 
Mr. Dini during the discussion of the Madagascar consultation report) and 
(ii) the requirement in the 1970 Decision that Fund approval of arrears 
shall be on the basis of a "satisfactory program for their elimination. 11 

cc: Mr. Finch 
Mr. Palmer 
Mr. Mookerjee 
Mr. McLenaghan 
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ATTACHMENT 

"The staff, in the consultation discussions, will have to establish 
whether payments arrears exist by ascertaining whether there has been a 
substantial delay beyond that usually required for ascertaining the bona 
fides of exchange applications or the time that can be regarded as normally 
required for the administrative processing of applications for exchange. 
If payments arrears exist 0 and approval of the restriction giving rise to 
them is requested by the member, the member should be expected to submit a 
satisfactory program for their elimination. Approval if given should be 
only for a temporary period and generally with a fixed terminal date. 
Because of the difficulty in surveillance, approval should be wherever 
feasible in terms of the level of arrears outstanding. The program for 
the elimination of tqe payments arrears should provide for a maximum 
permissible delay to which a payment or transfer could be subjected, to
gether with a phased reduction in the outstanding level. 

Fund financiai assistance to members having payments arrears should 
be granted on the basis of performance criteria or policies with respect 
to the treatment of arrears similar to the criteria or policies described 
in the preceding paragraph for the approval .of the payments restrictions. 
In general, the understandings should provide for the elimination of the 
payments arrears within the period of the stand-by arrangement. Such 
understandings should be based on the concept of a given level of payments 
arrears and should be reflected in the performance criteria included in 
stand-by arrangements in the higher credit tranches. To support the 
policies designed to deal with a.rrears the letter of intent should include 
a statement that there would be no imposition of new restrictions or in
crease in the level of delayed payments. Where Fund financial assistance 
is being provided, but only through the first credit tranche, the adoption 
of a viable program directed toward the elimination of the payments arrears 
should be an important factor in considering whether the country was making 
reasonable efforts .to redress its international financial situation. 11 
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Department. I should be glad if you 
would look at it and let .me have your 
views within the next week. 
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