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ROLONGED USE OF FUND RESOURCES

The Executive Directors continued from the previous meeting (EBM/84/93,
6/15/84) their consideration of a staff paper on the prolonged use of
Fund resources (SM/84/91, 4/27/84; Cor. 1, 5/7/84; and Cor. 2, 5/9/84),
together with supplementary material (EBS/84/104, 5/4/84).

Mr. Feito stated that the so-called use of Fund resources was a non-
issue that threatened to divert attention from the real problem of world
economic adjustment and the appropriate role of the Fund in that process.
Through elusive statistics, the staff had attempted to identify prolonged
use as a cause for concern.

In his view, Mr. Feito went on, prolonged use was primarily a reflec-
tion of the nature of the balance of payments adjustment mechanism under
conditions of worldwide depression and stagnant international trade, and of
the increased role of the Fund in international adjustment. The 1980-82
world economic recession had been graver than the 1973-75 recession and
second in severity only to the depression of the 1930s. The burden of
ad justment had been placed on incomes and imports; in effect, the cut in
the external imbalance had been made by only one blade of the adjustment
scissors. Not only did such cuts take longer, but they were also more
complicated. The Fund's policies and lending were designed to support
and should reflect the working of the international adjustment mechanism.
It should come as no surprise that the average period of adjustment of
member countries might increase following the deterioration in the economic
environment in the early 1980s. Care should be exercised both in inter-
preting concepts such as "a viable balance of payments position” and
"adequate progress toward external adjustment” and in applying them to
individual countries, particularly as the increase in the average period
of adjustment might vary from one country to the next.

The length of ad justment varied among member countries because each
country's capacity to adjust to income and import cuts depended not only
on economic factors, but also on political ones, Mr. Feito continued.

The ability of a country to adjust was often not related to its natural
resources or economic management, but rather to its capacity to engineer
a deflationary course and to secure social acceptance of the consequences.
A small change in exogenous variables, such as an improvement in the
international trade climate or a more optimistic view of international
commercial banks and domestic holders of wealth, might modify dramatically
the adjustment prospects of politically constrained countries. He did
not wish to be misunderstood; there might be a few countries where the
deterioration of the external position under a Fund-supported adjustment
program had gone beyond the point that would permit prompt recovery,
should international conditions improve. But the existence of a few
cases did not mean that there was a systemic problem of prolonged use of
Fund resources. The problem of prolonged use should properly be tackled
in the context of reviews of performance criteria.
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The second factor expldlnlug tne greater use Of Fund resources and
the rising outstanding liabilities to the Fund was the growing involvement
of the Fund in world economic adjustment together with increased resources
that it had available for member countries, Mr. Feito considered. The
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explained the larger use of Fund resources was unconvincing. Until about
1982, the Fund had been crowded out of international adjustment by the
commercial banks, whose external portfolios had been growing with increas-
ing concentration on countriesg where 1pndinc had decreased. The sharp

increase in the number of members with prolonged periods of heavy liabili-
ties expected in the next few years was explained by the fact that the
countries making the largest use of Fund resources since 1982 had also

had the greatest external imbalances and the largest need for longer-term
ad justment.

Any future paper on prolonged use should take into account the work- .
ing of the adjustment mechanism under conditions of worldwide depression
and the increased role of the Fund in the international financial system,
Mr. Feito continued. Proper attention to those two factors would give a
better understanding of relevance of the principle of the revolving nature
of Fund resources under conditions of global disequilibrium and would
also lend force to the argument that the extended Fund facility was the
most appropriate facility for bringing about adjustment during a worldwide
depression. Many points in SM/84/91 underlined the possibilities of the
extended Fund facility, a largely unused and undeveloped instrument.

Given the present strains on the world economy, he did not consider
that the principle of the revolving nature of Fund resources was endan-
gered by the prolonged use of Fund resources, Mr. Feito indicated. Nor
did he consider that members' willingness to provide resources for the
Fund had been eroded by the increased outstanding liabilities to the
Fund as a result of the adjustment required by the world depression. .
Experience clearly indicated that the main force behind quota increases '
was not the rate of interest on, or any other pecuniary aspect of, members'
Fund-related assets, but rather countries' views on the working of the
international economy and the appropriate role of the Fund. Greater
attention needed to be directed toward adapting the Fund's instruments to
the changing nature of the international economic environment.

Turning to the last four points of the summary in SM/84/91, Mr. Feito
said, the Fund's only acceptable course of action was to retain its flexi-
bility to deal with each country according to its particular circumstances.
The proposal included in paragraph 4 of the summary was an example of how
a misguided preoccupation with the prolonged use of Fund resources might
curtail the role of the Fund in international adjustment. Expectations
regarding the balance of payments and the availability of external financ-
ing might prove to be wrong, and a country should not be denied support
from the Fund as a result of such a detrimental and subjective exercise.

On paragraph 5 of the summary, Mr. Feito stated, he could agree
only with the suggestion to include in papers requesting use of Fund
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resources a review of the Fund's experience with the members concerned.
However, the Fund must be careful not to make mechanical extrapolations
from the past that could be rendered meaningless by any subsequent change
either in the political structure of the country or in the international
environment..- Finally, with respect to collaboration with the World Bank,
he endorsed Mr. Kafka's comments.

Mr. Salehkhou remarked that a variety of developments had been
responsible for the prolonged and repeated use of Fund resources in the
past few years and for the prospects of a continuation of that pattern
throughout the decade. Prominent among those developments were the
severity and duration of the world economic recession, excessively high
international interest rates, erratic movements in the exchange rates of
major currencies, and a deterioration in the terms of trade of developing
countries. Those and other exogenous factors had adversely affected the
economic and financial performance of countries under Fund-supported
programs, as the original assumptions accepted by both the Fund and the
borrowers had rapidly proved to be off the mark. Other equally important
factors explaining the prolonged use of Fund resources included the
weakness and inadequacy of program design, as well as the incomplete
implementation or untimely relaxation of adjustment efforts by members.
The staff had also appropriately noted the crucial role structural reform
was playing in most Fund-supported programs and the relatively long time
needed for such adjustment, which necessitated the adoption of multiyear
programs and the extension of repurchase periods under the supplementary
financing facility and the enlarged access policy. Moreover, the impor-
tance of the Fund's involvement in restoring external confidence in
borrowing countries and in debt restructuring made it necessary for many
members to seek Fund assistance over a prolonged period.

The staff had stressed that the failure of countries to adapt poli-
cies to adverse circumstances had contributed to the limited progress
under many Fund-supported programs and to the need for extended use of

= A

Fund resources, Mr. Salehkhou noted. 1In his view, such programs provided
insufficient room for maneuver to correct or accelerate policy implemen-
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limited adJustment and in a few instances had not prevented a continued
deterioration in the member's economc situation. He was surprised that in
suggesting possible action by the Fund, the staff had concentrated on new
regulations and procedures to restrict access to Fund resources further,

rather than on the need to improve program design and implementation and
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to adapt recommended adjustment policies and instruments to the partic-
ular domestic and external circumstances, for instance, by including more
growth-oriented policies in programs. Although he concurred with the

staff that the question of improving Fund-supported adjustment programs
fell in the broad area of conditionality~-which could be covered by the
Executive Board's review of stand-by and extended arrangements—-that

issue should not be ignored in the present discussion if the Board were
to deal positively with the problem of prolonged use of Fund resources.

Furthermore, the avenues explored by the staff to deal with cases
of prolonged use of Fund resources seemed inconsistent with the Fund's
overall responsibilities in the international monetary system and with
recent developments that made it a necessary partner in most negotiations
involving external financing for developing countries, Mr. Salehkhou
continued. Access to Fund resources should not be tied to stricter
guidelines than those recently examined by the Board; staff and management
should retain the flexibility necessary to deal with individual cases.
Neither the suggested limitations on the level of access, number of
arrangements, and length of use of Fund resources, nor the net repurchase
norm were appropriate. There were a number of disadvantages to such
limitations, some of which had been underlined by the staff, and they did
not seem necessary in view of the Board's recent tightening of access
conditions and introduction of the two-tier system of maximum annual and
cumulative access. The Fund should obviously take into account members'
past use of resources and record of implementation of Fund-supported
programs, but it would be more desirable for any decision on further
assistance to reflect the strength of proposed adjustment policies and
instruments, their appropriateness in dealing with the actual difficul-
ties, and the member's need for adequate financing.

With respect to Part V, Section 2 of the staff paper on program
_ formulation and monitoring, the Executive Board had already agreed on a
number of changes, including the use of prior actions, review clauses,
and back-loading of purchases—-conditions necessary for arrangements to
become effective-—together with a medium-term scenario analysis,
Mr. Salehkhou noted. For prolonged users, the staff might also usefully

review performance under previous arrangements. There was a risk, however,

that such a review might not consider all the factors and particular
circumstances that had necessitated continued use of Fund resources.

He had often expressed the need to strengthen collaboration with the
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The revolving character of Fund resources should be safeguarded,
Mr. Salehkhou reiterated, but the recently observed prolonged use of Fund
resources was neither unprecedented nor unjustified. The Executive Board
should avoid overreacting by deciding on a set of measures that would
adversely affect members' adjustment efforts and the Fund's ability to
contribute effectively to the management of the present international
crisis.

He wished to associate himself with Mr. Kafka's remarks regarding
the increased tendency of the staff to propose a set of conclusions,
or summaries, in important policy papers, rather than formal and carefully
worded draft decisions, Mr. Salehkhou said. Whenever the staff favored
some 1lmportant change in policy, 1t should present a clear proposal and
draft decision to the Executive Board in order to avoid misunderstandings
and to ensure the uniform treatment of all members.

Finally, Table 3 of SM/84/91 could be a source of confusion regarding
the number of programs entered into by countries, Mr. Salehkhou observed.
For example, one of the countries in his constituency was listed as
having had five programs with the Fund. However, two of the programs-—an
extended arrangement and an 18-month stand-by arrangement--had started in
July and had thus covered only six months of a calendar year. For the
sake of consistency, Table 3 should be revised to reflect programs on a
yearly basis.

Mr. Grosche remarked that in recent years an increasing number of
countries had made continuous or repeated use of Fund resources without
achieving any significant improvement in their balance of payments posi-
tion. That experience gave ground for serious concern, particularly as
the number of cases might increase in the future.

The staff papers provided a solid base for comsidering how to adapt
the Fund's policy on access for actual or potential prolonged users,
Mr. Grosche continued. He hoped that Executive Directors could agree in
the near future on principles and guidelines that would safeguard more
effectively the Fund's monetary character and the revolving nature of its
resources. In the light of the present discussion and of experience in
formulating programs, the staff should provide the Executive Board as
soon as possible with specific and detailed proposals on how to prevent
excessively prolonged and unsuccessful use of Fund resources. He hoped
that the Executive Board could agree at the present meeting on a time
frame for future discussions of the issue.

In paragraph 3 of the summary, the staff put forward two basic
approaches for safeguarding the revolving character of the Fund's resources,
Mr. Grosche observed. The first, which would limit access beyond a certain
number of programs or length of period of outstanding liabilities, was
rigid and could perhaps impalr current access policy. The alternative, a
norm requiring net purchases after a certain period, seemed to tackle the
problem in a more flexible way and deserved further consideration; the
relevant remarks by Mr. Polak and Mr. Wicks at the present meeting should
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be taken into account in future papers. Although some guidelines were
needed, the Fund should retain sufficient flexibility to deal with each
case according to its particular circumstances. A simple statement that

a member using Fund resources repeatedly without success would be expected
to make repurchases after a certain period would not sufficiently reflect
the severity of the situation.

In paragraph 4 in the summary, the staff had made a distinction
between members that were in a position to adopt programs designed to
re—establish balance of payments viability, and others that were likely
to require exceptional assistance beyond the medium term, Mr. Grosche
noted. The staff proposal regarding the latter was a cause for consider-
able concern. There might be cases, as in the past, of an exceptional
nature that would justify more medium—term involvement by the Fund. In
that regard, he could subscribe to the last sentence of the third paragraph
on page 10. However, he would not be willing to support Fund programs
where medium—term balance of payments viability was not in sight at the
outset of the program. Long-term adjustment problems would be best dealt
with by bilateral and multilateral development institutions.

The guidelines that should be devised for dealing with prolonged use
of Fund resources should emphasize that Fund support would continue to
depend primarily on the strength of the adjustment effort and the extent
of past use of Fund resources, Mr. Grosche went on. It might also be
appropriate to put more emphasis on reviewing performance under preceding
arrangements. The Fund should try to impede prolonged use of its resources
by those countries where there had been no improvement in the balance of
payments position. Improved techniques of ensuring and monitoring the
implementation of Fund-supported adjustment programs would also be appro-
priate.

Finally, he welcomed the staff's remarks on Fund/Bank collaboration,
Mr. Grosche said. The increasing incidence of prolonged use pointed
clearly to the need for closer cooperation. Existing procedures for
collaborating with the World Bank should be reviewed to determine whether
there was room for improvement. He looked forward to more detailed
discussion on the staff suggestions.

Mr. Suraisry considered that it was important to keep the problem of
prolonged use of Fund resources in perspective. On the one hand, prolonged
use was a real problem, even though it might be difficult to conclude
convincingly that it had increased sharply in recent years. Some countries
had accumulated large liabilities to the Fund, and several prolonged
users had not achieved a viable balance of payments position, a principal
objective of Fund-supported programs, the achievement of which enabled
those countries to repay the Fund on time.

On the other hand, the external environment had been particularly
difficult in recent years, Mr. Suraisry remarked. The international reces-
sion had been long and deep; real interest rates had been at historically
high levels; capital flows to the developing countries had diminished.
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to monitor closely the implementation of, and progress under, adjustment
programs to ensure that its resources were used in the most effective pos-
sible way. The Fund should therefore use the best monitoring techniques
available to identify adverse developments at an early stage; in that
connection, prior actions, frequent reviews, and backloading of purchases
would be useful. End-year ceilings should be among the performance
criteria in all multiyear arrangements. The level of access in individual
cases should be determined by past performance under Fund-supported pro—
grams, and the staff should provide more detailed reviews of previous
arrangements in its reports on requests for use of resources by prolonged
or frequent borrowers. Bearing those points in mind, the Fund should
determine access on a case—by—case basis. If a prolonged user could
demonstrate a break with past policies by adopting substantial prior
actions and expressing a strong commitment to adjustment, and if such
actions were expected to result in the restoration of a sustainable posi-
tion within the medium term, it might be appropriate to provide a higher
level of access.

The staff had suggested that stricter guidelines to limit prolonged
use could be adopted, Mr. Hirao noted. While such guidelines might be
helpful in determining the level of access in a manner consistent with the
temporary and revolving character of Fund resources, adequate flexibility
should be retained so that the characteristics unique to each situation
could be taken into account. Of the two alternatives suggested in the
paper, the first—-—1limiting access beyond a certain period of outstanding
liabilities——did not seem practical, but the second--requiring net repur-
chases after a certain period--deserved further consideration.

The Fund and the World Bank, Mr. Hirao commented, should enhance
their collaboration to avoid either giving conflicting policy advice to,
or overburdening, a borrowing country. A closer working relatiomship
with the Bank staff at the early stages of formulation of an arrangement
with substantial structural elements would serve those purposes. Staff
papers could encourage complementarity in program design and help in the
formulation of mutually reinforcing policy advice by containing fuller
discussions of the other institution's involvement in a member country.

Mr. Alfidja noted that the staff had compared the use of Fund
resources In recent years with that In earlier periods. On average, the
number of consecutive programs as a percentage of all upper credit tranche
arrangements had been higher before 1981. The number of users of the
Fund's conditional resources maintaining debtor positions for a period
exceeding five years had been fewer in the recent past than in the earlier
period. Given that information, he agreed that the problem of prolonged
use of Fund resources was neither widespread, nor unprecedented.

In Part III of SM/84/91, the staff had attempted to define the
nature of the present concern over the continuous use of Fund resources by
focusing on countries that had adopted four or more programs during the
decade and had outstanding liabilities totaling more than 100 percent of
quota, Mr. Alfidja observed. It was evident from Table 3 that, of the
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purchases equal to or exceed percent of quota. The table also

showed that nearly 60 percent of the members had used the Fund's condi-
tional resources at least three consecutive times. The staff had gone
further with its definition by drawing a distinction between countries
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that generated slight concern and those whose situation was more worrying.
Other definitions could be formulated based on the data in Table 3; the
staff had not made a convincing case for establishing a general policy to
deal with the problem of repeated or prolonged use of Fund resources,

The staff had analyzed some of the reasons for the prolonged use of
Fund resources by members, Mr. Alfidja went on. Unforeseen exogenous
developments, often of an extremely harsh nature, coupled sometimes with
delays in the implementation of certain domestic policies, explained why
a number of members had failed to achieve a swift improvement in their
economies. Some of those exogenous factors were the long downward trend
in economic activity in advanced countries, the unprecedented high interest
rates, the appreciation of some major currencies, the deterioration in
the terms of trade, and prolonged drought that had devastated agricultural
production and livestock and had also reduced energy supplies. The decline
in concessional capital inflows to many frequent users of Fund resources
had hindered their structural adjustment efforts. In several instances,
the underlying assumptions, as well as the program objectives, had been
overoptimistic. Although it was difficult to assess the precise effect of
such factors on debtor members, they had been more important than domestic
developments in explaining the underperformance of some members.

The Executive Board should not overreact, by adopting new rules, in
order to deal with the prolonged use of Fund resources, which was not
widespread and, therefore, did not warrant strict guidelines, Mr. Alfidja
considered. Access to Fund resources should be handled on a case-by-case

basis.

The staff had put forward various proposals to deal with prolonged
use, including reduced access and suspended access, Mr. Alfidja noted. A
policy of reduced access was in fact already the order of the day for many
users of Fund resources. Suspending access might be inconsistent with
the Articles. In any event, he strongly disagreed with any suggestion
that would not only place an undue burden on already heavily burdened
countries, but also change the rules of the game after it had started.

The staff's opinion, on the need to include in staff papers reviews
of a member's past use of resources, needed to be expanded, Mr. Alfidja
continued. Concerning cooperation between the Bank and the Fund, he
agreed with the staff that there was room for improvement, particularly
regarding the timing of disbursements of financial assistance by both
institutions. 1In that connection, delays in reaching agreement on major
policies on structural adjustment and in the disbursement of Bank loans
had not always been due exclusively to national authorities. Regular
reviews of Fund/Bank collaboration might be helpful.
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The Fund should continue to be mindful that the problems faced by
many users of Fund resources were structural and could not be solved
rapidly, Mr. Alfidja remarked. The Executive Board should not adopt a
narrow, short-term view of the problem of prolonged use of Fund resources,
and a further examination of the subject was called for. Persuasion,
rather than coercion, should be used to deal with the problem; instead of
calling for sanctions, the Fund should attempt to persuade the most
frequent users of its resources to redouble their efforts to put their
economies in order. That approach would succeed only if the largest
industrial countries realized the disrupting and devastating effect of
their financial policies and trade restrictions on the economies of
developing countries and took the necessary remedial measures. Finally,
the absence of spectacular or complete progress should not be interpreted
as lack of progress; the deterioration in a member's balance of payments
position might have been more acute if sustained Fund financial assistance
had not been available. In any event, the present discussion was merely
preliminary; all the issues would have to be examined further.

Mr. Zhang observed that the staff paper tried to demonstrate that
the number of prolonged or repeated users of Fund resources had been, and
was expected to continue, increasing. The case was overstated and was
not convincing. The data in Tables 1-3 indicated that the incidence of
prolonged or repeated use had not been consistently high. As the total
number of consecutive upper tranche programs had been increasing over the
years as a result of the expansion of Fund membership, the proportion of
such programs in total programs had not risen significantly. It would be
interesting to know the amount of funds that had been absorbed by the
prolonged users. Moreover, the introduction of the supplementary financ-
ing and extended Fund facilities and of the enlarged access policy had
extended the period of repurchase and, hence, the period of outstanding
liabilities under such arrangements——a positive move for the developing
countries. The discussion should center on such questions as whether
the resources had been properly used in those cases, and how appropriate
and effective the programs themselves had proved.

The staff had concluded that inadequate program design and incomplete
implementation of agreed measures had been important causes of the failure
of some members to adjust, Mr. Zhang continued. Experience had shown that
program design had suffered from three major weaknesses. First, a Fund-
supported program typically placed strong emphasis on shocks that were
expected to bring about substantial results in a short period. Second,
only a limited set of macroeconomic policy instruments was employed to
achieve the desired results in both the monetary and the real sectors;
consequently, large adjustments in those instruments had to be made.

Third, payments imbalances were generally thought to result primarily from
failures in domestic demand management that could be corrected by deflation
through monetary restraint. The importance of structural and institutional
factors in the adjustment process had been underplayed by the staff. More-
over, as had often been revealed in Board discussions of country programs,
the need for proposed policy changes under individual programs had not
always been supported by empirical evidence; exchange rate adjustment was

a case in point.



EBM/84/94 - 6/15/84 - 14 -

Inadequate progam design had inevitably led to difficulties in
implementation, Mr. Zhang considered, but incomplete implementation had
also been due to the change in Fund lending practices: until recently,
the Fund had accommodated the need for longer adjustment by approving
three~year extended arrangements; recently, it had been favoring adjust-
ment under one-year stand—-by arrangements. The quicker and more severe
ad justment necessarily planned under a one-year stand-by arrangement had
frequently been found to have been unrealistic, causing the authorities
to interrupt their adjustment program during the period of their arrange-
ment with the Fund. As often happened, a new one-year program with the
same orientation would be negotiated and agreed upon, and the process
would repeat itself.

Any Executive Board decision on the prolonged use of Fund resources
would affect the existing policy on access, Mr. Zhang considered. The
evidence in the staff paper did not justify any change in that policy.

He favored neither the establishment of strict rules limiting access in a
predetermined way, in terms of number of programs or length of period of

outstanding liabilities to the Fund, nor the adoption of a norm requiring
net repurchase after a certain period. Those proposals would drastically
change present Fund lending policies and practice.

The staff had distinguished between two groups of countries making
prolonged use of Fund resources, Mr. Zhang noted. For the first group——
countries considered capable of re-establishing balance of payments
viability-—-the level of access could be high, depending upon the staff's
judgment. For the second group——countries requiring exceptional balance
of payments assistance beyond the medium term—the staff had proposed that
access should be limited to a modest amount, sufficient to maintain the
confidence of aid donors and other creditors. 1In its present paper, the
staff had again advocated the Fund's role as a catalyst, even though the
Board had still not reached a consensus on it. Moreover, the staff had
suggested that, in the extreme case in which a country's program could
not be effective because of a lack of sufficient external financing, there
would be no basis for Fund support. That proposal would, in fact, mean
that the Fund would either cease supporting the member concerned or remain
only when there was financial involvement of other institutions; if
adopted, the proposal would lead not only to. a reduction of access below
the present limits, but also to a change in the nature of Fund lending.

He endorsed the staff's suggestion that the Executive Board be
provided with a review and analysis of a country's preceding arrangements
with the Fund when a new program was requested, Mr. Zhang stated. He
also favored improving the monitoring of program implementation, provided
that it did not lead to an increase in conditionality, which was already
excessive. :

The Fund and the World Bank should collaborate in-designing their
respective programs for a particular country, Mr. Zhang considered, but
in so doing they should not delay the formulation and execution of those
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programs, or impose cross—conditionality. Unfortunately, that was already
occurring in some instances. Could the staff explain the differences
between a structural adjustment loan and an extended arrangement? Could
an extended arrangement be modified to perform the same functions as a
structural adjustment loan? Were there any access limits on structural
adjustment loans, and what was the total amount of resources set aside for
those loans?

Mr. Joyce remarked that, like other Directors, he was concerned
about the growing number of cases of repeated or continuous use of Fund
resources, particularly when there had been little improvement in the
borrowing country's balance of payments position. The resources of the
Fund were limited and must be revolving if the ongoing needs of members
were to be met. Members with programs should therefore be expected to
achieve a sustainable balance of payments position in the medium term, and
there should be a real prospect that net repurchases could be made within
a reasonably short period. 1In considering the likelihood that a member
could achieve a viable balance of payments position, the Executive Board
must take account of previous use of Fund resources by the country, as
well as its overall indebtedness and, in particular, its debt to the Fund.
It was also prudent to examine the performance of the member under past
ad justment programs in order to determine the viability of the proposed
ad justment program. However, a country with a serious balance of payments
situation even following a series of Fund programs could be eligible for
Fund assistance, particularly if the need for prolonged use had resulted
partly from exogenous forces rather than the authorities' failure to
implement agreed measures. Because of the difficult external environment
in recent years, the Fund had adopted policies reflecting its recognition
that efforts to correct payments imbalances might often require more
extensive resources and a lengthier period of adjustment than had been
customary in the past. He continued to support that policy stance and
the flexible approach it implied.

However, the Executive Board must also be careful to ensure that the
Fund's lending policies did not result in its resources being used to
support objectives that were more appropriately supported by development
institutions, Mr. Joyce went on. The Fund's resources should be used to
support the adjustment measures necessary to reduce members' current
account deficits to manageable proportions, rather than to underwrite
their balance of payments deficits on an indefinite basis.

While the supplementary material on the experience of five member
countries' adjustment programs was useful, the sample should have been
broader, Mr. Joyce considered. The limited sample tended to focus undue
attention on certain countries and might be taken to imply that those
five members, in particular, had not performed adequately. Nevertheless,
background information could usefully be included in staff papers on the
use of Fund resources by all members that had been, or were likely to
become, prolonged users of Fund resources.
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In the past, some countries had received prolonged Fund assistance
without making any significant progress toward achieving a viable balance
of payments position, Mr. Joyce continued. A somewhat sharper analysis
of the relative importance of the various factors that had led to the
failure of previous Fund programs would be useful. The staff had pointed
out that the external environmment had been an important factor in the
failure of some programs. Certainly, a number of members had been unable
to achieve program objectives because of their dependence on one or two
primary commodity exports for which demand had been depressed owing to
global economic conditions; in those cases, the forecast of the recovery
of export markets had often been overoptimistic. However, as Mr. Kafka
had rightly pointed out, the appropriateness of program design could also
be questioned. Although the staff paper referred to the question of
program design, not enough thought had been given to the role of the
social and political environment in program failure. In the future, the
Fund must take account of the underlying social realities in a country
when negotiating a program. There was little point in winning a govern—
ment's belated commitment to a program if it was clear to the authorities
that the underlying social and political conditions would not permit the
full implementation of key measures.

In some cases, a new administration had taken office shortly after a
financial program had been designed, Mr. Joyce stated. Sometimes the
government had inherited a program with economic objectives and social
implications that were inconsistent with its own philosophy or objectives.
In those circumstances, it might be necessary to modify the program, or
at least to ensure that the new authorities fully supported the original
program objectives.

The Fund should not try to restrict the number of arrangements for an
individual country or the length of outstanding liabilities to the Fund,
Mr. Joyce considered. Such restrictions, whether conceived as specific
requirements or simply as guidelines, would jeopardize the Fund's flexib-
ility to respond to changing circumstances. If quantitative safeguards
were needed, the Fund should rely on existing annual and total outstanding
access limits; a case-by-case approach must continue to be used.

When prolonged or repeated users of Fund resources introduced new
measures that were expected to lead to a rapid improvement in the balance
of payments position, the Fund should have little hesitancy in providing
financial support, Mr. Joyce said. However, there were unlikely to be
many such cases. When, in spite of prior actions, doubt remained whether
appropriate policies would be maintained, the Fund should still provide
limited assistance on the condition that there were provisions for a
review and revision of the program should the measures specified appear
inadequate. He accepted the staff's view that additional support must
depend upon the extent of progress achieved. If the size and nature of
balance of payments difficulties indicated a probable need for substantial
financing in the medium term, the extent of the Fund's involvement should
be determined on a case-by-case basis, taking into account the involvement
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of other agencies, particularly the World Bank. The Fund should not
provide new assistance merely to help a member fulfill its repurchase
obligations to the Fund, but it could consider providing limited support
when a member had adopted appropriate policies and sufficient external
financing from other sources could be obtained to cover total financing
needs. Like the staff, he viewed the Fund's role in those cases as
largely catalytic.

If problems with policy implementation had contributed to insuffi-
cient adjustment, substantial prior actions, frequent reviews, and modified
phasing of purchases could be useful, Mr. Joyce remarked. Program reviews
should identify the areas where adjustment could be strengthened, even in
countries where policy implementation had not been a problem. Contingency
plans with additional adjustment measures might be outlined when there
was a large measure of uncertainty about exogenous developments, whether
foreign or domestic. End-program performance criteria should be estab-
lished to prevent relaxation of policies in the final months of the
program year.

Given the lack of progress to date in carrying out structural adjust-
ment in many countries, greater Fund/Bank cooperation should be encouraged,
Mr. Joyce considered. The World Bank should be involved at an early stage
of Fund negotiations with members when structural issues were involved,
and the Fund staff needed the Bank's advice on the appropriateness of the
country's development strategy, investment program, public capital expen-
ditures, and pricing policies. He would also welcome some role for the
World Bank in monitoring the implementation of structural adjustment
measures.

Mr. Mtei stated that he was concerned that the repeated references
to certain countries in the staff papers might give the wrong impression.
What criteria had been used to select the countries mentioned in EBS/84/1047?
Had any countries made greater or longer use of Fund resources than the
five countries examined in detail in that paper?

The issue before the Executive Board had many serious implications,
and its resolution could lead to a new policy on the use of Fund resources,
although no convincing case for one had been made in the staff paper,

Mr. Mtei said. The Executive Board should not rush to adopt decisions
that could significantly alter the current situation; the existing policy
on access to Fund resources, although not ideal, covered the problems
described in the paper.

It was evident from Part II of SM/84/91 that neither the incidence
of repeated use in recent years nor the incidence of continuous periods
of outstanding liabilities in the credit tranches had differed significantly
from earlier experience, Mr. Mtei went on. The difficult intermational
economic environment prevailing since 1980 was the main cause of the some-
what higher balance of payments difficulties and large debt obligations
and, consequently, members' continued incidence of prolonged use of Fund
resources. Hence, there was no justification for reviewing the access
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policy. The staff had noted that Fund resources were expected to remain
outstanding in the next few years because of the size and nature of

ad justment required by many members. The principle of the revolving
character of Fund resources was valid, but most members requesting Fund
resources at present-—unlike those in the 1950s and 1960s—--had structural
problems that would take a relatively longer period to solve. Indeed, it
was for that reason that the extended Fund facility had been. introduced
in 1974. As repurchases under that facility fell due ten years after the
date of purchase, it was not surprising that members had outstanding
liabilities to the Fund for long periods. The Fund should focus attention
on the need to tailor its financing to meet the evolving character of the
international monetary and financial system and the changing pattern of
members' financing needs rather than on the problem of prolonged use of
its resources. Programs under the extended Fund facility should be
designed to ensure they would help members to overcome their problems.

He agreed with most of the analysis in Part IV of the paper regard- .
ing the particular circumstances of instances of prolonged use of Fund
resources that had not achieved effective adjustment, Mr. Mtei stated.
Exogenous factors, inappropriate domestic policies, and inadéquate program
design had all contributed to the lack of effective adjustment and were a
cause for concern. Appropriate domestic policies were essential for
successful adjustment. However, structural problems and rigidities that
made it difficult for economies to adjust to external shocks and respond
to policy measures should be taken into consideration in designing pro-
grams and formulating policies. Undue reliance on restrictive policies
would not only fail to address the critical issues, but also impose
hardships, particularly on people living at or below the subsistence
level. Compromises by the Fund and the authorities were necessary, but
they should not lead to the formulation of programs that bore little
relation to reality. Adjustment should be viewed in a long-term framework,
and programs should give due weight to the need for growth and structural
reform. Fundamental improvements in program design were necessary to .
that end, and the Fund should be innovative in helping members to deal
effectively with their problems.

He found it difficult to agree with the staff conclusions and recom—
mendations in Part V of the paper, Mr. Mtei said. Where exogenous
factors or inadequate program design had been responsible for the lack of
effective ad justment, program failure could not be avoided by reducing
further an already low access limit; indeed, in such circumstances, that
course of action could not be justified. Sometimes too little, or what
the staff described as modest, initial assistance by the Fund caused
programs to fail, especially in countries with limited or no access to
capital markets. Furthermore, he saw no convincing justification for
either of the staff's proposals to restrict access further for so-called
actual and potential prolonged users. The adoption of general guidelines
or rules on access would only introduce unnecessary rigidities. The Fund
should retain the flexibility to consider each case on its own merits.
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It would be inconsistent with the principle of equal treatment to
conclude that a country's problems were unsolvable, Mr. Mtei continued,
and to say that some countries' problems could be solved and that others'
could not was purely judgmental. Although some of the countries in his
constituency were in dire difficulties, it should not be assumed that
those counditions would last indefinitely. Approval of the staff's sug-
gestion on pages 16-17 of SM/84/91--that "where an improvement in the
balance of payments is not expected, or where the program cannot be
effective because of a lack of sufficient external financing, there would
be no basis for Fund support”—-would result in the abandonment of some
members to their own means and would be contrary to the role and purposes
of the Fund set out in the Articles. Some of the countries in his con-
stituency had been experiencing severe difficulties when they had first
requested Fund assistance, and if the staff's proposal had been in effect
in 1981, the Fund would have been unable to assist, for example, Uganda.
The fact that Uganda had turned around its balance of payments position
was a tribute to the Fund's flexibility and to the commitment of the
Ugandan authorities. With that experience in mind, the Executive Board
should not make the Fund less flexible in its operations.

The principle of the revolving character of Fund resources, although
important, was being overemphasized, Mr. Mtei considered. The authors of
the Articles had not meant to imply that the Fund's resources should be
deposited indefinitely, rather than be used to resolve members' problems,
however intractable. :

As for program formulation and monitoring, he agreed that a review of
a member's performance under previous programs would be helpful, Mr. Mtei
stated. However, use of more elaborate monitoring techniques was not a
substitute for improving program design to make programs consistent with
the realities in countries undergoing adjustment. Without such an improve-
ment, increased use of prior actions, periodic reviews, and back~loading
of purchases would serve only to add to the already-tight conditionality
and would probably make the achievement of program objectives more diffi-
cult. The staff, management, and the Executive Board were not infallible
and should avoid adhering rigidly to particular solutions. Policy
proposals from other sources, particularly officials of member countries,
should not be regarded as worthless or unworkable. The Fund should remain
flexible and should analyze carefully the reasons for program failure.
Learning from past mistakes could ensure success in the future. The
social and political structure of member countries should be taken fully
into account in redesigning programs. Finally, closer Fund/Bank collabor-
ation would be useful, but it should not lead to cross—conditionality,
which would add to the difficulties of countries seeking Fund support.

Mr. Morrell remarked that, like other Directors, he was concerned
about the implications of the increasing incidence of prolonged use of
resources, particularly for the liquidity position and creditworthiness
of the Fund. The present situation had developed largely as a result of
the honest pursuit by the Fund of the policies agreed by the Executive
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Board, and reflected the responses made by the Fund to the rapidly chang-
ing world economic environment. The effects of any improvement in program
design would be only marginal and would not solve the problems facing

the Fund. Members must continue to make a realistic assessment of the
resources required for the Fund to fullfil its responsibiliries.

He shared some of the reservations expressed by other Directors
regarding the categorization of Fund members by the staff, Mr. Morrell
indicated. On a matter of terminology, it was inappropriate to distinguish
between "proper” and "improper” uses of Fund resources. Suggestions that
some members were making improper use of resources had unpleasant over—
tones. Some members' adjustment efforts could be said to have been more
or less successful, or more or less productive, but the words "proper”
and "improper” should not become part of Fund terminology.

He agreed with the staff that both inadequate program design and
incomplete implementation of adjustment policies had contributed to the
failure of members to adjust, Mr. Morrell went on. The world recession
had made the adjustment process more difficult, but adjustment was still
necessary. Problems had arisen because of the failure of national
authorities to implement additional measures when they had become neces-
sary. However, he appreciated that, despite the best intentions, it was
unrealistic to expect every program to deal effectively with every problem
that it sought to address, especially as exogenous developments could
frustrate successful implementation of programs. He agreed with Mr. Joyce
on the need to take adequate account of members' social and political
structures in designing adjustment programs.

He did not support the adoption either of rigid rules governing
access to the Fund's resources by members making repeated or prolonged use
of Fund resources, or of a norm requiring net repurchases after a certain
period, Mr. Morrell continued. Each request for the use of Fund resources
should stand on its own merits, one of which would be performance under,
rather than the number of, previous programs. The Fund must retain the
flexibility to deal with each case individually. The staff had drawn the
distinction between countries that were able to adopt policies to restore
balance of payments viability in a short period, and those that, because
of the magnitude of their problems, required financing beyond the medium
term. That distinction raised questions about the Fund's emphasis on
rapid restoration of a viable position, as opposed to slower adjustment
with, perhaps, faster growth.

He agreed that in determining annual access for members likely to use
the Fund's resources for some years, close attention needed to be given
to aggregate use, Mr. Morrell stated. In some cases, the Fund's annual
financial contribution might be small because of the period over which
assistance was required. The process of adjustment should be maintained,
but lending by the Fund should not simply amount to a rescheduling of debt.
It would be a matter for concern if the Fund's contribution to adjustment
became so small that it lost any leverage with debtor countries.




- 21 - EBM/84/94 - 6/15/84

He could support a case—-by—case approach whereby Fund support was
clearly dependent on the extent of progress achieved toward a viable
balance of payments position, Mr. Morrell said. Scrupulously fair and
balanced descriptions of the track record of a country requesting Fund
resources should be included in the relevant staff paper. Furthermore,
prior actions, periodic reviews, and back-loading of purchases should be
used to ensure the implementation of adjustment measures. Finally, he
would welcome greater collaboration between the Bank and the Fund when
there was a need for structural adjustment in a member country.

Miss Batliwalla remarked that it was important for the Fund to
determine what lessons could be drawn from experience. It was evident
from the staff papers that prolonged or repeated use of Fund resources
in recent years was not a cause for serious concern. The number of
successive programs and the length of time over which Fund resources in
the upper credit tranches had been used had depended on the evolution of
the global economic situation. Thus, the number of comsecutive upper
tranche programs had dropped from an average of 16 a year in the late
1960s to 2 in the mid-1970s, and had risen again later in-the decade.
Despite the unexpectedly harsh external evironment, the number of members
with outstanding upper tranche liabilities had not increased sharply.

The number of members with liabilities to the Fund exceeding 25 percent
of quota continuously for more than five years had fallen from an average
of more than five during 1965-69, to less than one during 1971-79, but
had risen to over eight in 1981-83. Bearing in mind the recent trend
toward multiyear arrangements and the increase in Fund membership, the
fact that eight members had outstanding liabilities to the Fund beyond
five years should not cause considerable alarm. After all, the extended
Fund facility and the enlarged access policy had been established as a
result of the welcome recognition that in many cases the achievement of a
viable balance of payments position required more time than had been
given under stand-by arrangements.

In essence, the revolving character of Fund resources was safeguarded
by the Articles so long as they were made available to meet the objectives
of the institution and were repaid on schedule, irrespective of whether some
members used the resources continuously over long periods, Miss Batliwalla
went on. A country repeatedly used Fund resources only when its adjustment
program had received the approval of the Executive Board. That the Fund
assisted such a country repeatedly and for prolonged periods indicated that
it was pursuing appropriate adjustment policies. Therefore, repeated use
of Fund resources need not imply insufficient adjustment in all cases.

Economic developments since 1973 had been abnormal, Miss Batliwalla
remarked. There were enough cases to show that exogenous external and
domestic developments had adversely affected programs and retarded efforts
to move toward a viable external payments position. The significant
divergence from program assumptions about exogenous variables——such as
the terms of trade, international interest rates, growth rates, external
demand for products, and protectionist tendencies——had all tended to
.lengthen the period of adjustment. Hence, the recent increase in the
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prolonged and repeated use of Fund resources should not be regarded as
normal and did not justify the generalizations in the paper. The Execu-
tive Board must not take a short-term view and react precipitously to
those recent developments.

Fund resources were made available to facilitate the expansion and
balanced growth of international trade, thereby contributing to promoting
and maintaining high levels of employment and real income and to develop-
ing the productive resources of all members, Miss Batliwalla stated. In
that connection, the revolving nature of Fund resources was essential.

The staff had conceded that outstanding use of Fund resources over a
number of years was not necessarily a cause for concern, Miss Batliwalla
noted. Members implementing an extended arrangement could remain indebted
to the Fund for ten years from the date of each drawing. Furthermore, a
follow—up arrangement could be agreed to overcome new problems, in which
event outstanding use of Fund resources could stretch even further into
the future. The staff had indicated that, if a viable balance of payments
position could be restored within a reasonable period, repeated use of
Fund resources was appropriate and justified. It had classified such
countries as Korea, Mexico, Turkey, and Yugoslavia—--all of which had made
substantial repeated use of Fund resources—-as cases that should not be a
cause for great concern. According to Table 3 in EBS/84/91, the payments
positions of 13 countries had deteriorated despite large and repeated use
of Fund resources under a series of programs. She found it difficult to
fault all 13 countries, some of which had been unable to achieve a sustain-
able external payments position despite their strong adjustment efforts.

Treating countries making prolonged use of Fund resources differently
from other members would be dangerous and arbitrary, Miss Batliwalla
continued. The few cases of prolonged use did not require specific rules
or guidelines; they could be examined on a case—by—case basis, and the
circumstances responsible for the continued use should be determined.
Abandoning a country on- the ground that it was a prolonged user would be
inconsistent with the Articles. After all, quota limits and balance of
payments need should be the main determinants of access. Prolonged use
of Fund resources had been necessary because quotas had been small in
relation to balance of payments need. Insufficient adjustment could have
been due to inadequate program design, deficient forecasting, or unantici-
pated developments. - Those problems should  be tackled without restricting
a country's access to Fund resources. . : -

The staff had suggested three options for dealing with cases of
prolonged use—-—applying stricter guidelines on access beyond a given
number of years, requiring repurchases above a norm, and using a flexible,
case~by-case approach—--Miss Batliwalla noted. She favored a case-by-case
approach over rigid, mechanistic guidelines to limit sequential use. The
paper recognized the limitations of such a- hard-and-fast approach and
pointed to the disadvantage of devising a rule that would blur the dis-
tinctions among members with regard to the strength of past adjustment
and quality of cooperation with the Fund. She was not attracted to the
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proposal to adopt a norm requiring net repurchases after a certain period;
there might be cases in which a country's adjustment was strong, its
creditworthiness was good, but its balance of payments need remained

large because of long-term structural constraints. To deny a member use
of Fund resources simply because it had made previous use would not be
justified. It was inappropriate for the Fund to provide fewer resources
the larger the external need and the more difficult the adjustment process.
Fund support in many cases had been minimal, and it would be tragic to
tell countries with little or no exposure to commercial banks that they
had no need for Fund resources.

Access should not be limited by a further tightening of condition-—
ality and by making finer distinctions between categories of members,
Miss Batliwalla considered. The Executive Board should recognize that the
period of adjustment was bound to vary in different countries, depending
on the severity of economic problems. Where there was a genuine balance
of payments need, Fund support should be forthcoming even if it entailed
prolonged use of resources.

Her chair did not wish the Fund to play the role of catalyst for the
economically weak countries, Miss Batliwalla indicated. It made little
sense to say that the Fund would be involved only marginally in countries
with a large projected financing need and requiring heavy debt rescheduling
beyond the medium term, and that those countries should look to bilateral
sources for assistance. A meaningful adjustment program was based on a
realistic assumption about the availability of external financing. It
was odd for the staff to suggest that, if a program could not be effective
because of a lack of sufficient external finance, there was no basis for
Fund support. Such an approach would only prolong the anguish of the
member concerned and make its adjustment difficult, painful, and costly.

The staff's suggestion to strengthen monitoring techniques was not
warranted, Miss Batliwalla stated, as it would work against the principle,
which she favored, of supporting weaker members. The Fund's primary
responsibility was to ensure global adjustment by both surplus and deficit.
countries so that the monetary system would evolve in an orderly fashion.
Stricter treatment of member countries with deficits and little access to
commercial banks and international capital markets would make the adjust-
ment process asymmetrical.

As for Fund/Bank collaboration, the staff felt that, where successful
balance of payments adjustment depended on structural adjustments in the
economy, the World Bank's assessment of the investment program would be
useful, Miss Batliwalla observed. The paper, however, indicated the
practical difficulties in obtaining such an assessment, particularly
where the Bank's involvement was narrowly focused or even nonexistent.
Furthermore, for collaboration on a country to be meaningful, there would
have to be adequate World Bank support of the member's investment program,
providing reasonable assurance of the availability of supplementary
resources in the long term, should there be a shortfall in external
resource flows from other sources. Clearly, financial assistance from
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both the World Bank and commercial banks would have to be additional to

the medium-term resources provided by the Fund. While she supported
closer Fund/Bank collaboration, it should not result either in delays in
Fund-supported adjustment programs as a result of a stage—by-stage approach
to the formulation of a medium-term program, or in cross—conditionality.

The coordinated approach to assisting members should move more in
the direction of closer, informal collaboration than of institutionalized
cooperation, Miss Batliwalla continued. She could support Mr. Polak's
suggestion for a World Bank representative to be present at Fund Executive
Board meetings to explain the Bank's viewpoint on a member country's
investment program. The Executive Board had not taken stock of how
collaboration had worked since its last in-depth discussion of the matter
in early 1981. The staff considered that, although the procedures for
collaboration were adequate, there was room for improvement in their
implementation. Could the staff comment further on any methods for
improving reconciliation of potential policy differences? Finally, no
decision altering the thrust of the existing policy on access should be
taken until further conclusive evidence on the prolonged use of Fund
resources became available. If a decision had to be taken, she supported
Mr. Kafka's suggestion that it should be a formal decision.

The Director of the Exchange and Trade Relations Department stressed
that the staff paper was intended to elicit views of the Executive
Directors. The reaction of the staff to Executive Directors' comments
would be elaborated in forthcoming papers, on conditionality and the
Fund's policy on access, and he would not reply in detail at the present
meeting on those issues. The staff would also be drawing on preliminary
views expressed by Directors to prepare a paper on Fund/Bank collaboration.

The staff did not necessarily endorse some of the possible courses
of action mentioned in its paper, the Director continued. 1In particular,
the staff did not wish to give the impression that 1t was endorsing the
establishment of strict rules on access to Fund resources.

In addressing the question of prolonged use of Fund resources, the
staff had taken a close look at the experience of a number of countries,
the Director stated. The five countries selected for inclusion in the
supplementary material (EBS/84/104) were not intended to be seen as either
bad or good examples, but were meant to be illustrative of the range of
problems facing countries making prolonged use of Fund resources. The
staff had hoped that those examples would help to give Executive Directors
a better understanding of the relevant issues.

A number of Directors had indicated that there was little evidence
in Table 1 of SM/84/91 that the prolonged use of Fund resources was a
cause for concern, the Director recalled. The staff accepted many of the
arguments put forward by those Directors. He agreed that, in the current
economic situation, many members faced acute problems, and that it was
therefore appropriate for the Fund to provide assistance over the long
term. Nevertheless, the staff considered that the issue of prolonged use
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might become more worrisome in the future, and that it was appropriate
for the Executive Board to be looking ahead. The issues addressed at the
present meeting would be of increasing importance in coming years.

He agreed that the design of adjustment programs was a factor in the
prolonged use of Fund resources, the Director said. In addition, problems
of implementation should be taken into account in designing Fund programs.
Those issues would have to be dealt with in detail in the forthcoming
papers on conditionality.

Some Directors apparently thought that the paper indicated that the
Fund might abandon certain countries, the Director continued. That
conclusion was unfortunate; the staff had in no way singled out a group
of countries for more stringent treatment. When anyone examined the
problem of prolonged use, the question of the revolving character of Fund
resources immediately came to mind. It was difficult to conclude that
all the programs endorsed by the Fund were consistent with the revolving
character of its resources. The staff was, in fact, encouraging the wide
use of the Fund's resources by suggesting that the Fund should maintain
financing to countries whose prospects for balance of payments improvement
were fairly limited. It had not suggested that the poorer countries did
not qualify for higher access even when their policies suggested that
their balance of payments position would improve sharply. The staff's
argument was not about categories of countries, but rather about partic-
ular circumstances and policies.

World Bank structural adjustment loans and Fund extended arrangements
were complementary, the Director of the Exchange and Trade Relations
Department indicated. The sorts of measures taken in connection with an
extended arrangement or a sequence of stand-by arrangements were consistent
with the aim of balance of payments recovery. However, as many Directors
had emphasized, other actions were also conducive to improving the medium-
term and long-term balance of payments position, including the efficient
operation of the public sector and the investment effort, all of which
were dealt with under structural adjustment loans from the World Bank.

It was therefore essential for both the Fund and the Bank to collaborate
effectively with a member undertaking medium~term adjustment. The amount
available under the structural adjustment loans of the World Bank was
limited on a global basis to 10 percent of the Bank's commitments. There
was some effort to keep structural adjustment loans to any country to

30 percent of the total lending to that country over three to four years.
More than SDR 4 billion had been committed under structural adjustment
loans, including 427 agreements with 16 countries. A more detailed
analysis of Fund/Bank collaboration would be presented in a forthcoming
paper.

Mr. Mtei said that conclusions on a country's ability to resolve its
problems in the short or the long term were judgmental and depended on the
attitude of the staff and the manner in which it approached the country's
statistics. If the categories proposed by the staff had been used in
1981, when Uganda's economy had been in complete disarray, the Executive
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Board would have concluded that there had been no hope of solving Ugan
problem. Because of the flexibility of the Fund at that time, the staff
had been able to work with the authorities to design appropriate adjust-
ment policies, and the Ugandan economy had been turned around. The Fund

should not lose that flexibility.

The Director of the Exchange and Trade Relations Department indicated
that the staff was in favor of maintaining the Fund's flexibility. The
Fund should support a country that, although in economic disarray, was
willing to pursue appropriate adjustment policies that would bring about
economic recovery. The staff had indicated that, in countries where
ad justment action was less dramatic and the recovery of the balance of
payments would be slow, the Fund's contribution should be modest.

Mr. Kafka remarked that he would like to be reassured by the staff
that the views expressed by Executive Directors at the present meeting
would not be incorporated into the Fund's policies without a formal
decision to that effect. On the design of programs, he had not meant to
say that it was incorrect; rather, the Fund ignored certain circumstances
in choosing the design.

The Director of the Exchange and Trade Relations Department commented
that there was considerable uncertainty about the instruments that could
be used to bring about adjustment without disrupting the political situa-
tion in a member country. When the Fund decided to commit its resources,
it should have some confidence that the adjustment measures would bring
about a rapid recovery. The balance of payments position of a member
would improve, provided that it was able to take the necessary exchange
rate and fiscal measures, even in relatively disorderly conditions such
as those that existed in Uganda.

Mr. Kafka said that he would have liked to receive some indication
from the staff that it sometimes had to design programs without knowing
much about a variety of factors, such as the demand for money, its
elasticity, and the reaction of savings to an increase in the interest
rate. If members themselves did not already study those factors, the
Fund should encourage them to do so.

The Chairman agreed that the Fund did not have enough information on
those factors.

The Chairman then remarked as follows:

First, a number of Directors stressed that there was no
evidence that the extent and nature of the problem of prolonged
use of Fund resources had become worse or different. In fact,
the proportion of members maintaining debtor positions in the
upper tranches for more than five years——a benchmark that some
Directors did not accept-—remained lower than in the second half
of the 1960s and significantly lower than in about 1970. These
Directors felt that the problem of prolonged use should not be
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blown out of proportion, all the more so as certain fundamental
external developments had compounded the adjustment problem,
namely, the international recession, the lower prices and volume
of exports, the profound changes in the pattern of capital flows
financing balance of payments gaps,; and, consequently, the

increased role of the Fund in a different international setting,
one characterized, inter alia, by entrenched structural problems.

Second, a number of other Directors pointed to the increase
in recent years in the number of members making prolonged use of
Fund resources Iin the form of consecutive upper credit tranche
programs. They did not contest that development, as they had
participated actively in the decisions to finance the programs
that had led to the increased and consecutive use of resources,
but they noted that repeated use would, for obvious reasomns, lead
to a sharp increase in the number of members making prolonged use
of Fund resources in the next few years. It would be a matter
of concern if that trend were allowed to continue because it
might impinge on some of the fundamental principles governing
this institution. They indicated, in that context, that the
Fund should not provide long-term development assistance, and
that, as required by the Articles of Agreement, the Executive
Board must protect the revolving character of the Fund's resources.

Third, it was stressed rather widely that prolonged use was
not in itself the problem. Rather, prolonged use of Fund resources
must be assessed in the light of progress made in the adjustment
process, in each individual case. Some so—called prolonged users
had been listed in the staff paper, particularly in Table 3, even
though they had achieved a remarkable turnaround in their balance
of payments position and prospects. The repeated intervention
of the Fund in those cases might well have been an instrumental
and essential ingredient of their success. Several Directors
felt that the country groupings in the staff report were not
sufficiently refined and might lead to unwarranted conclusions.

Directors were of the view that prolonged use of resources
unaccompanied by adequate progress toward adjustment and a viable
balance of payments position in the medium run constituted the
basic problem, rather than prolonged use in itself. The problem
that the Fund had to deal with, if it were to maintain its funda-
mental monetary character, was persistent disequilibrium, in
spite of the use, year after year, of Fund resources; the Fund
must, of course, address members' adjustment problems with the
necessary flexibility and on a case-by-case basis.

Three main issues have been covered in the discussion:
access to Fund resources; remedial action to ensure more effective
ad justment under programs; and structural problems, including
the role of increased Fund/Bank cooperation.
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Access to Fund Resources

Directors generally agreed that it would not be appropriate
at the present time to introduce strict rules limiting access,
based on the number of consecutive programs for which a member
had received support from the Fund or on the period of its out-
standing liabilities to the institution. The present guidelines
for the application of the limits on cumulative use of Fund
resources under the policy on enlarged access should continue to
be applied on a case-by-case basis. The staff would explain
more clearly, in presenting to the Board members' requests for
the use of Fund resources, the rationale for the proposed amount

of use, within the applicable range of access.

A number of Directors made interesting observations on the
considerations to be kept in mind in judging cases of prolonged
use. They felt that a member's past record, the strength of the
proposed adjustment, its balance of payments prospects, external
financing conditions, and the medium-term financial framework
had an important bearing on the action to be taken in individual
cases. The staff did of course have those factors in mind in
assessing a member's situation.

Some Directors, however, felt that the Executive Board
should go further, and explore the issue of prolonged use with a
view to proposing some concrete decisions on the establishment
of a norm regarding the duration and amount of outstanding use
of Fund resources. In their view, the norm should not be a
rigid one; they would be ready to consider departures from it,
for sufficiently persuasive reasons. Executive Directors will
have the opportunity to return to the matter during their forth-
coming discussions of conditionality and the policy on enlarged
access. :

Remedial Actions to Ensure More Effective Adjustment

The causes of insufficient adjustment accompanying prolonged
use of Fund resources have been related to three main factors:
the inadequacy of program design, the need for improved monitoring
devices, and the need for better implementation of adjustment
policies by members.

Some Directors felt that the staff paper had not concentrated
enough on the inadequacy of program design. The staff did not
wish to give the impression of complacency; it had addressed the
issue of the design of programs clearly, although perhaps not
with the emphasis that some Directors would have liked. I am
heartened to hear the Board stress the importance of good program
design, indeed of fundamental importance, but I would like to
learn more about how Executive Directors believe that it could
be improved in terms of setting Fund policies. I noted, in
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particular, Directors' observations on the usefulness of more
analysis and quantitative assessment of the sensitivity of Fund
programs to external shocks or adverse conditions in order to
prepare the member to respond better to these shocks without
necessarily allowing the program to go off track. It would also
be interesting to pursue, with those Directors who have precise
ideas on the issue, the possible usefulness of building into
programs some safety margins or provision for contingencies.

There was a good deal of support shown in the Board for
including in staff papers a review of the historical background
to a member's problems, which could help the Board to assess
better the quality and strength of the proposed adjustment. I
suggest that this issue should be considered by the Executive
Board when it discusses the staff papers on the design of Fund-
supported programs and on the assessment of recent adjustment
programs.

The improvement of monitoring devices and more effective
implementation of adjustment programs are closely linked in
practice. Many programs are not successful, because the Fund
has not been able to identify slippages at a sufficiently early
stage. The inability of the Fund to detect these emerging
slippages and to prevent them from leading to a breakdown of the
adjustment program is evidence not only that we have not mastered
a full understanding of the economy, but also that the measures
agreed are not appropriate to meet the targets. Limiting imple-
mentation to the agreed adjustment measures does not necessarily
mean that the targets will be met. Both member countries and
the Fund staff need to have a better grasp of the various ways
of monitoring and implementing adjustment programs.

The efforts to use the many existing monitoring methods more
successfully should not be abandoned. Review clauses in adjust-
ment programs are now more numerous and reviews more frequent
than they were; as a result, some adjustment programs have been
saved because reviews have eventually led to action on the part
of the authorities. More use could be made of statistics, not
necessarily linked to performance criteria, to spotlight key and
easily monitored variables in order to keep programs on track and
detect weaknesses in policies or in the design of the program at
an early stage.

Of course, prior policy actions are, by definition, a way to
avoid problems of implementation. But prior actions should be
required selectively; it is important that the Board continue to
be informed each time the Fund asks a member to take such prior
actions.

Directors considered that back-loading and front-loading
of purchases had to be determined on a case-by-case basis and
according to the specific circumstances of each country.
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There was support for the notion of end-program performance
criteria in multiyear arrangements. It is rather illogical for
there to be no integral linkage between three consecutive one-year
programs; such a linkage would provide a continuum for implement-—
ing the criteria of each program. In saying that, I am not making
a formal proposal, but as the Executive Board wishes to have a
formal decision on any change in Fund policy, I shall advise the
staff to work on a proposal to establish end-program performance
criteria for future submission to the Board.

Structural Problems and Collaboration with the World Bank

Directors stressed the need for policies aimed at addressing
structural problems. Effective collaboration with the World Bank
is essential to this end. They emphasized that the World Bank
should be approached as early as possible to provide the Fund
staff with its assessment of priorities in investment programs
and on other similar matters if such assessments were not already
available. C

Several other suggestions were made to increase Fund/Bank
collaboration. Ways of further improving the relationship
between the two institutions will be examined in greater depth
when the Executive Board discusses papers being prepared by the
staff on that issue. Two papers are under preparation: one
updating factual information on present practices, and the other
offering some thoughts on policy approaches and possible modi-
fications in our present practices. Finally, a number of
Directors thought that the Fund and Bank should not engage in
cross—conditionality.

Extending his remarks, the Chairman noted that in considering those
complex issues, the Executive Board must not depart from the fundamental
principle that the Fund was essentially an agent of adjustment rather than
of direct financing. No category of members should be ineligible to draw
on the Fund's resources, but -the Fund could not take on the responsibility
for the economic welfare of all member countries. Its resources should
be used with caution. 1In some cases, the provision of a large amount of
resources could be counterproductive, not only to the Fund itself, but
also to the member countries using the resources. Some countries were
obviously not in a position to repay the Fund in the medium term; there-
fore, the Fund should consider whether its lending to a member would
increase the country's debt service burden to such an extent that it
would not be able to repay the Fund. That question should be addressed
carefully by the Executive Board, and it was for that reason that the
staff included in its papers on requests for use of Fund resources a
medium-term debt service scenario indicating the plausibility of repay-
ment to the Fund, given members' balance of payments and debt servicing
prospects. T
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It was important to stress that the Fund's resources were limited,
and that when a request was finally presented to the Executive Board,
the staff was confident that the adjustment program was worth supporting,
the Chairman went on. Whatever the amount of resources made available
to a member, it must fulfill obligations. He was not suggesting that the
flexibility of the Fund should be limited. However, in particular cases,
the Fund had to be cautious in providing financial assistance.

Responding to a question from Mr. Zhang, the Chairman said that the
shift away from the extended Fund facility since the beginning of the
1980s had not reflected a decision by the Executive Board, but rather the
misgivings that had arisen when a number of extended arrangements had gone
off track. An extended arrangement should be based on strong structural
ad justment measures. The achievement of a viable balance of payments
position depended on the ability of a country to formulate a medium—term
strategy and on its administrative ability to carry out such a strategy.
Since 1981, when the impact of the recession had made adjustment even more
difficult, the Fund had tended to lean more toward a succession of one-
year stand—-by arrangements than toward extended arrangements. Neverthe-—
less, the Fund had not abandoned the extended Fund facility, and a number
of extended arrangements had recently been adopted. Before approving a
request for an extended arrangement, the Executive Board should be sure
that there was a good chance that the member country could achieve a
viable balance of payments position under the arrangement.

The Director of the Exchange and Trade Relations Department stated
that the staff, in proposing one-year adjustment programs, did not expect
that all the problems facing a country would be solved in 12 months. In
fact, the staff was allowing for more flexibility by encouraging a country
to improve its economic position in stages, one year at a time.

Mr. Zhang inquired whether three consecutive one—year stand—by
arrangements were comparable to an extended arrangement. How did the
World Bank encourage structural adjustment?

The Chairman said that the development programs supported by the
World Bank had a longer—-term framework than the adjustment programs sup—
ported by the Fund. Bank-supported projects affected the allocation of
resources within member countries, and structural adjustment measures
took some time to be formulated.

The Director of the Exchange and Trade Relations Department remarked
that, because of the difficult economic conditions and the variable
interest rates of the past few years, it had been difficult for the staff
and national authorities to formulate programs for the three-year period
of an extended arrangement. In a number of cases, an extended arrangement
had been seen as too rigid, and the staff had considered that greater
flexibility would be available under a series of one-year stand-by arrange-
ments. The World Bank dealt with aspects of adjustment that were important
over the longer term.
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Mr. Mtei commented that, if the Fund had maintained its enthusiasm
for the extended Fund facility since 1974, there would have been more
cases of prolonged use of Fund resources. However, the Fund had preferred
a succession of stand-by arrangements. Why was there concern about the
prolonged use of Fund resources when, in fact, in 1974 a facility had been
introduced to enable any member to make prolonged use of those resources?
The concern about prolonged use expressed by a number of Directors was
unwarranted.

The Chairman stated that Executive Directors did not appear concerned
about countries that adopted an extended arrangement for three years and
would therefore make repurchases over ten years. They were concerned
about countries using Fund resources under a succession of programs that
did not lead to a clear improvement in their balance of payments position.

The Executive Directors concluded their discussion on prolonged use
of Fund resources.

2. SUDAN - STAND-BY ARRANGEMENT - EFFECTIVE DATE

The Executive Directors considered the staff paper on a request from
Sudan for a one-year stand-by arrangement equivalent to SDR 90 million
(EBS/84/83, 4/11/84; and Sup. 5, 6/15/84).

The Director of the Middle Eastern Department stated that of the
additional debt relief of $22 million mentioned on page 2 of Supplement 5,
the $10 million owed to Kuwait was conditional on other creditors' provid-
ing similar relief to Sudan. Efforts were under way to resolve that issue.
Progress with debt rescheduling, including the debt to Kuwailt, would be
assessed during the review scheduled for July 1984,

Responding to a question from Mr. Grosche, the Director stated that
the deficit in Sudan's balance of payments in 1984 of $660 million (cited
in Table I of the Supplement) did not include the $10 million net inflow
of Fund resources. If it were included, the balance of payments gap would
be $650 million.

Mr. Salehkhou stated that he agreed with the statement by the Chairman
at the present meeting regarding the difficult situation facing many
members and the need for the Fund to stand ready to accommodate members'
needs. He would therefore withhold his objection to the practice of
repeatedly placing Sudan on the Board's agenda on short notice and of
asking immediate approval of proposed decisions on Sudan.

It had been well over a year since the Islamic Republic of Iran had
complained in the Executive Board about Sudan's long-overdue payments,
Mr. Salehkhou continued. The existence and legitimacy of that claim had
been acknowledged by the Sudanese authorities themselves and had been
independently confirmed by an auditing firm. Despite repeated attempts
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by the Iranian authorities to use the good offices of the Fund to nego-
tiate with the Sudanese authorities in the hope of reaching an amicable
solution, the Sudanese authorities had regrettably refused to enter into
negotiations in good faith. By approving the final drawing under the
previous stand-by arrangement, despite the objection of his chair, the
Executive Board had unfortunately given Sudan an implicit added incentive
to decline to meet with his authorities.

As the existence and legitimacy of that obligation to the Islamic
Republic of Iran had never been disputed by the Sudanese authorities, he
considered that Sudan continued to have a financing gap, Mr. Salehkhou
said. Under the Fund's established rules and procedures, Sudan's request
should not have been presented to the Executive Board until a solution to
the problem satisfactory to both parties had been found, preferably
through the mediation and good offices of the Fund. He therefore wished
to record his strong objection to the proposed decision.

The Deputy Director of the Exchange and Trade Relations Department
indicated that the staff would closely monitor developments regarding the
settlement of the debt in question. At the time of the review on the
progress with respect to bilateral agreements on debt rescheduling, the
staff would report to the Board on any progress made in settling the debt
owed to the Islamic Republic of Iran.

Mr. Mtei read the following telex from his authorities in Sudan:

Reference your telex of April 24, 1984, in which you raise
the issue of the rescheduling of debit with Iran.

Since our discussions in Washington in March there have been
no further developments in the Iranian case. As you know H.E.
the Minister of Finance and Economic Planning has already proposed
terms for rescheduling of the debit in line with Paris Club
agreed minute in his letter of December 15, 1983. The progress
of negotiations was however interrupted by reply of H.E. Hossein
Namazi, Minister of Economic Affairs and Finance, which stated
that the Islamic Republic of Iram was not bound by the terms of
the Club of Paris rescheduling agreement.

This is a serious matter as Sudan is bound by the terms of
Paris Club and cannot grant more favorable treatment to any
other creditor. Our position, as stated in February 29 telex to
Mr. Dale, is that a meeting should be arranged between the two
sides as soon as possible, provided that we have an assurance
that discussions will be conducted under terms and conditions
set in the Paris Club agreed minute.

In Board discussion it should be stressed that Sudan does
not wish to delay or avoid meeting with Iranian authorities.
It should be recognized, however, that there is a binding
constraint on Sudan to negotiate within terms of Paris Club;




EBM/84/94 - 6/15/84 - 34 -

otherwise, there will be discrimination against other creditors.
It may be emphasized that amount of debit is not in dispute, that
specific terms have been proposed for rescheduling, and that
Sudan wishes to deal with the Iranian case on the same basis as
for all other creditors.

The Deputy Managing Director stated that he was prepared to continue
the efforts to bring the two parties together to discuss possible terms
of a rescheduling agreement.

Mr. Salehkhou replied that the previous effort by Mr. Dale to mediate
the agreement had resulted in a telex from the Sudanese authorities
regarding the comparable treatment of creditors. It was exactly that
issue of comparable treatment that his authorities wished to discuss with
the Sudanese authorities. It was unprecedented for a debtor to set condi-
tions prior to a meeting with its creditors. He appreciated the Deputy
Managing Director's offer to try and resolve the issue, but in view of
the uncovered gap in Sudan's balance of payments financing, he was not
convinced that Sudan's request for a stand-by arrangement should be
considered by the Executive Board at present.

The Director of the Middle Eastern Department, responding to a
question from Mr. Morrell, said that the accounting firm of Peat, Marwick,
and Mitchell had calculated that in mid-1982 Sudan had owed the Islamic
Republic of Iran about $78 million. Since then, the amount might have
increased because of interest charges. 1In December 1983, the Iranian
authorities had calculated that Sudan owed them about $96 million.

The total debt relief assumed by the staff amounted to $563 million,
which included Paris Club rescheduling, the Kuwaiti and Saudi Arabian
reschedulings, and the rescheduling of debt from other bilateral creditors
on the basis of the Paris Club formula, the Director of the Middle Eastern
Department indicated. 1In its calculations, the staff had assumed that
the debt to Iran would be rescheduled under the terms of the Paris Club
agreement, with the payments to the Islamic Republic of Iran amounting
to about $2 million in 1983 and 1984.

Mr. Salehkhou stated that he did not have the exact figures from his
authorities, but they would probably be different from those put forward
by the Director of the Middle Eastern Department. :

The Director of the Middle Eastern Department, responding to a
question from Mr. de Vries, stated that Sudan's arrears to the Fund
amounted to SDR 21.5 million. If the program were approved, pending the
payment of arrears to the Fund by July 25, the authorities would use the
time between the present meeting and that date to arrange a bridge loan,
with which they would pay the Fund. The bridge loan could be obtained
only if the staff could assure commercial banks that the sole condition
remaining for Sudan to make drawings under the arrangement was the payment
of its arrears to the Fund. If the Executive Board were to postpone the
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discussion until June 22, 1984, the staff could not make such an assurance
to the banks until that date. In addition, further delays would disturb
the timing of the proposed reviews.

Mr. Shaw remarked that the Executive Board should not become
embroiled in the dispute between Sudan and Iran. The Board would assume
that the reschedulings outlined in the papers would take place. In fact,
the Paris Club creditors had agreed to specific terms and conditions—-
except the interest rate——and to a clause referring to comparable treat-
ment of other creditors. The Executive Board should therefore consider
Sudan's request for a stand-by arrangement.

Mr. Suraisry agreed that the Executive Board should support the
proposed decision at the present meeting. There would be no advantage in
postponing the discussion until June 22, as the dispute between the two
authorities would take some time to resolve.

Mr. Grosche stated that he too agreed with Mr. Shaw's proposal, but
the present case highlighted the necessity to establish an emergency fund,
so that resources could be made avallable in such situations.

Mr. Salehkhou remarked that the Paris Club agreement's reference to
comparable treatment of creditors was based on the assumption that the
debt to other creditors was of comparable maturity, a fact that the
authorities involved had yet to establish.

Mr. Shaw noted that the Paris Club rescheduled debt service due
within the consolidation period was medium term in nature. If, in fact,
the debt to Iran was of a short-term nature, it might be outside the
parameters of the Paris Club agreement. Could the staff elaborate on
that issue?

The Director of the Middle Eastern Department stated that, according
to the Chairman of the Paris Club, the debt to the Islamic Republic of
Iran was similar to that due to Paris Club participants. Hence, in line
with the Paris Club agreement, Sudan would not be expected to give more
favorable treatment to the Islamic Republic of Iran than to Paris Club
participants.

Mr. de Vries noted that no procedure existed for dealing with such
situations. Given the urgency of the request, the Executive Board should
perhaps approve the proposed decision at the present meeting.

The Deputy Director of the Exchange and Trade Relations Department
indicated that the staff would take up the matter of Sudan's debt to the
Islamic Republic of Iram at the time of the review. He hoped that by then
there would be some guidelines on the role of the Fund in the settlement
of disputes between members relating to external financial obligations,
an issue to be discussed by the Executive Board in the near future.
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Ms. Bush stated that, like other speakers, she favored adopting the
proposed decision. Both Mr. Salehkhou and Mr. Mtei had indicated that
their authorities were interested in negotiating and settling the dispute.
Furthermore, the Deputy Managing Director had offered his good offices,
and the staff had stated that it would review the issue in July 1984.

Mr. Salehkhou inquired whether, given the continued financing gap,
the Executive Board could adopt the proposed decision.

The Chairman remarked that a number of aspects of the financing of
the proposed program were not yet finalized. For example, a number of
bilateral agreements had to be worked out between Sudan and its creditors.
Given the debt to the Islamic Republic of Iran, the stand-by arrangement
requested by Sudan was not fully financed.

The Director of the Middle Eastern Department indicated that the
staff had based its calculations on the most reasonable assumption avail-
able to it, namely, that the terms of the Paris Club agreement would be
applied to creditor countries outside the Paris Club, except Kuwait and
Saudi Arabia, which had offered Sudan more generous terms than the Paris
Club. Given that assumption, it was likely that the balance of payments
gap would be closed; the $10-20 million shortfall was within the margin
of error and included payments to the Islamic Republic of Iran of $4 mil-
lion, based on the Paris Club formula.

The Chairman remarked that the staff had not treated Sudan's debt to
the Islamic Republic of Iram on a cash basis. If the total debt of
$78 million were considered a financing requirement, Sudan's balance of
payments gap would not be closed. However, the Fund could only assume
that Sudan's debt to the Islamic Republic of Iran would be rescheduled
under the terms of the Paris Club agreement.

Mr. Salehkhou asked whether he was correct in assuming that, until
the Sudanese and Iranian authorities had agreed on a settlement, the
program could not be approved.

The Deputy Director of the Exchange and Trade Relations Department
indicated that it was up to the Executive Board to decide whether the
program could be approved on the basis of the proposed decision.

Mr. Orleans-Lindsay stated that, given the problems that might arise
if a decision were not taken at the present meeting, his chair could
support its adoption forthwith.

Mr, Morrell remarked that in some circumstances it might be possible
to include an extra condition in the decision requiring the two parties
to negotiate by a certain date. However, in the present case, such a
condition might be inappropriate, as it would hold up the implementation
of the adjustment program. Perhaps the Executive Board should take
Sudan's agreement with the Paris Club as a sufficient condition for the
program to be approved.
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Mr. Blandin recalled that, at the previous discussion of Sudan
(EBM/84/27 and EBM/84/28, 2/22/84), his chair had expressed the view that
the staff should avoid last-minute actions. He regretted that the Execu-—
tive Board had to discuss the case of Sudan without having had enough time
to appreciate fully the implications of the situation. He understood the
staff to say that there were no real alternatives but to agree at the
present meeting on the proposed decision. Therefore, he could not but
accept that decision.

Mr. Clark stated that his position was the same as that of
Mr. Blandin.

The Chairman remarked that the role of the Fund in the settlement of
disputes would be discussed soon. He proposed that the decision on
Sudan's stand-by arrangement should be approved, but that the staff should
examine closely the question of Sudan's debt to Iran at the time of the
scheduled review.

Mr. Mtei indicated that his authorities were prepared to negotiate
with the Iranian authorities to resolve the issue. However, his author-
ities could not give more favorable terms to the Islamic Republic of Iran
than those prescribed in the Paris Club agreement.

Mr. Salehkhou stated that the issue of comparability of treatment
had been the main stumbling block in the negotiations thus far. It was
inappropriate for a debtor to set the conditions for a meeting with its
creditors. The Iranian authorities had yet to accept the agreement of
the Paris Club, which was not an official body.

The Chairman suggested that the Executive Board should take the
decision on Sudan at the present meeting. However, the Executive Board
would expect that the two parties would meet to discuss the dispute
prior to the scheduled review.
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The Executive Board then took the following decision:

Stand-By Arrangement — Effective Date

1. The Fund notes the arrangements to finance the uncov-—
ered gap in Sudan's balance of payments in 1984, as described in
EBS/84/83, Supplement 5 (6/15/84).

2. The stand-by arrangement for Sudan in EBS/84/83,
Supplement 2 (5/11/84) shall enter into effect on the date, not
later than June 25, 1984, on which Sudan has no overdue financial
obligations to the Fund.

Decision No. 7729-(84/94), adopted
June 15, 1984

APPROVED: January 29, 1985

LEO VAN HOUTVEN
Secretary




