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1. IVORY COAST -~ REVIEW UNDER STAND-BY ARRANGEMENT

The Executive Directors considered the staff report on the first
review of the one-year stand-by arrangement for Ivory Coast (EBS/84/161,
8/1/84), approved in principle on May 2, 1984 (EBM/84/71, 5/2/84) in an
amount equivalent to SDR 82.75 million, and which became effective on
August 3, 1984.

The Deputy Director of the African Department, referring to the
conditions for the entry into effect of the arrangement, reported that
a CFAF 18 billion adjustment loan from the Caisse Centrale de Coopération
Economique for financing the uncovered balance of payments gap for 1984,
described in EBS/84/81, Supplement 3 (7/31/84), had been formally approved,
and the likely disbursement of CFAF 10 billion in 1984 had been confirmed.

The preliminary data presented in the paper before the Board, which
indicated that the performance criteria for end-June would have been
satisfied apart from the ceiling on public sector arrears, had also been
recently confirmed. The excess of arrears was fully explained by the
combination of delays in disbursements of balance of payments loans and
lower than programmed use of domestic credit by the public sector. With
the release of the second tranche of a World Bank structural adjustment
loan in late July and the stand-by purchase from the Fund in early August,
Ivory Coast had been able to reduce external arrears from CFAF 37 billion
at end-June to about CFAF 16 billion as of September 10 and to start
clearing up the intricate payments arrears situation in the energy sector.
Also, bridge loans for the o1l refinery and the electricity company no
longer seemed to be required.

The overall response of commercial banks to the proposal contained
in the Steering Committee's protocol, signed on July 27, 1984, had been
satisfactory, the Deputy Director added, but some delay had occurred in
finalizing various legal documents which were expected to be submitted to
the Ivorian authorities not earlier than October; consequently, the first
tranche (CFAF 37.5 billion) of a CFAF 50 billion balance of payments loan
was likely to be disbursed only toward the end of 1984, Bilateral nego—
tiations with Paris Club creditors were progressing satisfactorily, and
agreements had already been signed with the Swiss and French Governments
which covered over half the debt to be rescheduled by the Club. Negotia-
tions with creditors not represented in the Paris or London Clubs were
being conducted in the so-called Club d'Abidjan, which had met in August
and was expected to meet again shortly. Moreover, the uncertainties
expressed in the staff paper concerning Air Afrique's ability to service
its external debt seemed to have been subsequently resolved; shareholder
governments had repaid their arrears to the company, thus enabling Air
Afrique to service its debt in the months ahead.

The target for transfers from the Stabilization Fund to the Treasury
in the second half of 1984 had been CFAF 60 billion, of which
CFAF 22 billion was to have been transferred in the third quarter, the

Deputy Director noted. Since August 1, CFAF 11 billion had been transferred,
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including CFAF 6 billion that morning. The staff remained in close
contact with the authorities regarding the transfer of the remaining

CFAF 11 billion before the end of September. Concerning measures to
reduce public expenditures, the decree on scholarships had been issued on
August 22 and the modalities for its application were being finalized;

the number of new scholarships would be substantially reduced by restrict-~
ing them to candidates with both financial need and good academic records.
Following the reduction in the number of expatriates employed under
technical assistance programs, the authorities had also decided to reduce
sharply the govermment hiring of expatriates from private consulting

firms starting from January 1985.

Two consulting firms had been appointed to conduct a technical and
financial study of the oil refinery, with the understanding that the
study would be completed in four months, the Deputy Director added. The
Ivorian authorities had also requested the stationing of a Fund resident
representative in Abidjan shortly after the Annual Meetings.

Finally, 1n page 5 of the staff paper it was stated that the total
staff of SODESUCRE had been reduced to 6,000, while the figure of 7,000
was given in page 10 of the letter of intent, the Deputy Director of the
African Department observed; he had been informed from Abidjan that the
exact number was 6,430.

Mr. Alfidja made the following statement:

The staff report on the first review of the stand-by arrange-
ment, which was approved in principle by the Executive Board on
May 2, 1984 and became effective on August 3, 1984, gives a clear
indication that the Ivorian authorities are making satisfactory
progress in their efforts to correct the internal and external
imbalances that characterized the country's economy. It is
encouraging to note that all performance criteria for end-March
1984 were met with some margin. Preliminary data also show that
the performance criteria for end-June 1984 would be observed,
except for the ceiling on public sector payment arrears, the
causes of which have been fully explained in the staff report
and were largely beyond the control of the authorities.

Developments in the agricultural sector are expected to be
the principal driving force behind the country's recovery program.
However, unfavorable weather conditions have adversely affected
the production of coffee for the 1983/84 crop year. Coupled
with other factors, such as the shortage of electricity supply
and further cutbacks in the public investment program, overall
economic activity has slowed down and real GDP is expected to
decline for the third consecutive year. However, the various
producer price incentives granted to farmers, together with
favorable weather conditions, should boost agricultural produc—
tion during the 1984/85 crop season. In fact improved weather
conditions during the first half of 1984 have contributed to a
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better supply situation for locally produced foodstuffs, thereby
helping to contain the rise in the cost of living index. To
encourage private investment and promote exports, the authorities
have approved a new investment code, revised the tariff system
and quantitative import restrictions, and established a subsidy
scheme for selected manufactured products for export.

In my last statement of May 2, 1984, I mentioned that the
restoration of viability in the public sector was crucially
dependent on the restructuring of the public enterprise sector.

In this connection, my authorities have successfully implemented
measures to rehabilitate many public enterprises. Two of the

s1x sugar complexes have been shut down. A rehabilitation program
with the assistance of the World Bank and the Caisse Centrale de
Coopération Economique (CCCE) is about to be completed for the
four remaining complexes. Concerning the electricity company
(EECI), the authorities have adopted measures to conserve elec-
tricity consumption in both the public and private sectors,

under an energy conservation program for which external assistance
is being sought. Measures to reduce operating costs have also
been taken in order to arrest a further deterioration in the
finances of the oil refinery (SIR), and a World Bank financed
in~depth management audit of this enterprise is to be completed
before the end of the year. The Ivorian authorities are proceed-
ing with rehabilitation measures together with the governments

and lenders involved in the financing and operations of the multi-
national firms, CIMAO, RAN, and Air Afrique, in order to resolve
their mounting financial and managerial problems.

In the fiscal sector, the authorities have succeeded in
achieving a substantial adjustment, compared with the financial
situation in 1983. These favorable financial developments
mainly reflect the austerity measures introduced by the author-
ities and the effects of the rehabilitation programs initiated
by the public enterprises. Following their commitment to freeze
total expenditure, all discretionary outlays are subject to
restraint. However, on account of higher interest payments on
the external debt, owing to the recent rise in interest rates
and the appreciation of the U.S. dollar, current expenditure
will show a slight increase.

Developments in the area of money and credit during the
first six months of 1984 were largely influenced by several
factors, including in particular the shortfall in the disburse-
ments from the loans earmarked for balance of payments support
and the delays in drawing from the Fund. Another contributory
factor to the tight liquidity position of the banking system was
the noncommittal position adopted by lenders pending the comple-
tion of the debt rescheduling negotiations. The authorities
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have taken the necessary steps to monitor the activities of banks
to ensure their competitiveness, and promote investment in small
and medium-size enterprises.

The external sector position remained under pressure during
the first half of 1984, Higher coffee and cocoa export receipts
and the effect of a cutback in imports for public investment
were expected to bring about an improvement in the current
account deficit. The Ivorian authorities are concerned that
despite their strong ad justment efforts, increased external
financial support has been slow in materializing. It is encour-—
aging that on July 27, 1984 the Steering Committee of the commer-
cial banks agreed not only to reschedule the Ivorian external
debts due to them, but also extended a new loan of CFAF 50 bil-
lion for balance of payments support.

In concluding, I wish to emphasize that the satisfactory
results achieved so far demonstrate clearly the strength of the
ad justment efforts that have been taken in the context of a
difficult economic enviromment, especially the severe drought of
1983, coupled with the rapid increase in interest rates and the
value of the U.S. dollar, resulting in higher than expected
interest payments. The difficulties that the authorities encoun-
tered during the beginning of the year have strengthened them in
their determination to pursue their policies which will eventually
bring about the recovery in the economy. I therefore urge the
Executive Board to adopt the proposed decision.

Mr. Blandin observed that the staff report fully demonstrated that in
1984 Ivory Coast had continued the strenuous adjustment efforts which it
had begun in 1981 and which had first been supported by an extended arrange-
ment with the Fund. The results of those efforts had been delayed, not
only because of the worsening external environment, marked in particular ‘
by the deterioration in the terms of trade and the severe drought of the
previous year, but also because of the time required to reverse the adverse
consequences of the misallocation of resources in preceding years. With
their intensification in 1984, the adjustment efforts were beginning to
pay off, and the financial targets of the program presently appeared to be
attainable. Moreover, a number of recently introduced financial measures
should play an important role in helping the country regain its momentum
toward a more balanced and sustainable economic growth in the long run.

The programmed reduction in the fiscal deficit for 1984, which would
amount to 6.5 percentage points of GDP, was impressive, Mr. Blandin
continued. The reduction would be attained primarily through an increase
in revenues, which had grown by one third over the past two years and
currently represented 31 percent of GDP. The sizable increase in revenues
would result from transfers from the Stabilization Fund, which had bene-
fited in 1984 from the long overdue reversal in the terms of trade and
the appreciation of the U.S. dollar vis—3-vis the CFA franc. As for the
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reduction in public expenditure, the authorities were to be commended for
holding a tight rein on personnel expenditures, which had declined by
nearly 6 percent in real terms over the past two years. The increase in
interest rate payments, which had been estimated at CFAF 256 billion and
were currently forecast to amount to CFAF 275 billion——exceeding personnel
expenditure--was the essential reason for the overshooting in current
expenditures. That increase represented more than half the total amount
of the stand-by purchase. It was disheartening that the adjustment
efforts of Ivory Coast were jeopardized by the rise in interest rates
that had occurred since the beginning of the year and that seemed to
illustrate the negative impact of higher interest rates on developing
countries, Lower interest payments would have allowed for higher repay-
ments of domestic arrears and have been helpful to the private sector,
which had suffered a severe liquidity squeeze as a consequence of those
arrears.

The reduction of the current account deficit to only 7 percent of
GDP was the logical outcome of fiscal and monetary discipline, Mr. Blandin
remarked. It was nevertheless particularly encouraging to observe that
the medium-term projections for the balance of payments presented in
Table 5 of the staff report indicated that the current account would
improve in coming years and that quasi-equilibrium should be achieved
within the next four years. It was also noteworthy that Ivory Coast had
been the first African country to get fresh money in the context of
rescheduling with commercial banks, despite the fact that nearly 40 percent
of the fresh money would be pre-empted by the CFAF 19 billion increase
.in interest rates.

Progress in structural reform might be even more encouraging in the
long run than the good financial results already achieved, Mr. Blandin
noted. Reform had accelerated in 1984, notably as the consequence of the
implementation of the structural adjustment loans extended by the World
Bank and the Caisse Centrale de Coopération Economique. The measures
that had been enforced demonstrated once more the importance of the close
cooperation between the Fund and the Bank, which in the case of Ivory
Coast had proven excellent. The Fund mission had benefited greatly from
the regular participation of a World Bank expert.

The efficiency of the productive sector had also improved, Mr. Blandin
observed. Producer prices had been increased for many agricultural products
and should provide better incentives to farmers. The public enterprise
sector, which had been overextended during the years of the commodity boom
and had become an unsustainable burden on public finances, had been consis-
tently streamlined. The sharp decline in the public investment program
should be analyzed in that context; to the extent that the remaining invest-
ments were concentrated on productive and profitable activities, that
decline should not hamper the resumption of economic growth. The adoption
of the new investment code and the new tariff system were also steps in
the right direction and would improve resource allocation through an
increased role for the private sector. The pursuit and, if needed, the
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intensification of the structural adjustment program appeared to be the
only way toward the resumption of the sustained growth of per capita
incomes in Ivory Coast.

He supported the proposed decision and welcomed in particular the
change in the schedule of purchases, which went in the direction of the
request that he had made on the occasion of the Board's last discussion
of the arrangement, Mr. Blandin remarked. Technically, the use of Fund
resources would amount to 67 percent of quota a year; while that increase
could be viewed as purely an optical illusion, it nevertheless led him to
conclude that he had been correct in saying that the amount of Ivory
Coast's access to Fund resources in the past had been unduly limited.

Mr. Camara stated that the Ivorian authorities appeared to be com-
mitted to the program and seemed to be doing what was necessary to keep
it on track. The slippages that had emerged were unavoidable, and he
therefore supported the amendments to the performance criteria contained
in the proposed decision.

The adjustments in the budget had been substantial, Mr. Camara noted;
the deficit was expected to drop to the equivalent of about 4 percent of
GDP in 1984 from over 10 percent in 1983, despite the shortfall in revenue.
That reduction reflected the serious efforts that were being made to
contain expenditure. Even with the many cost-reducing measures, current
expenditure had been augmented to meet higher interest payments on external
debt resulting from rising interest rates; that had placed a greater
burden on the capital budget, which had declined by CFAF 21 billion.
Although the overall target for reducing the public sector deficit was
being attained, the expenditure mix might hamper the long-term growth
prospects of the economy, which would have registered four consecutive
years of negative growth in real GDP by the end of 1984, Although the
authorities were taking steps to improve the performance of public cor-
porations, it seemed that the task was not yet completed, especially with
regard to the sugar industry and the oil refinery, whose deficit was
presently nearly as large as that of the sugar corporation.

Ivory Coast had not yet passed the import compression stage in its
ad justment efforts, Mr. Camara remarked. As he had observed during the
Board's discussion of the world economic outlook, a number of African
countries found themselves in that predicament despite the general recovery
in the world economy. Higher interest payments were also coming at an
inopportune time for Ivory Coast--namely, when export earnings were
expected to be lower than initially envisaged--resulting in a debt service
ratio of 22.7 percent even after rescheduling. The debt service would
remain a burden on the Ivorian economy for some time, with an average
debt service ratio in excess of 37 percent projected for the period
1985-90. The heavy debt burden was likely to have adverse consequences
on living standards over the medium term. The staff had alluded in page 15
of its report to a grim situation: "the less favorable external environment
needs to be offset by stronger adjustment measures in order to avoid
deterioration of the debt service ratio in 1990, and, under such conditions,




-9 - EBM/84/141 - 9/12/84

Ivory Coast could probably only aim at avoiding a decline in real per
capita income.” That statement pointed to the need for the authorities

to continue their current prudent policy in order to lay the foundation for
sustained economic growth.

Mr. Schneider stated that Ivory Coast had made the necessary efforts
to satisfy the prerequisites for the activation of its stand-by arrange-
ment and had also succeeded in meeting the end-March performance criteria.
The end-June criteria had also been observed, with the exception of the
ceiling on public sector payment arrears. That nonobservance seemed
attributable to factors beyond the direct control of the authorities--
namely, delays in expected disbursements of World Bank structural adjust-—
ment loans and Fund purchases under the present stand-by arrangement.
Since external financing had been secured, the rephasing of purchases was
indeed an appropriate response to that sort of nonobservance, and since
the proposed modifications of the upcoming performance criteria did not
weaken the program, he was able to agree with the proposed decision.

Prospects for achieving the main objectives of the program were
encouraging, Mr. Schneider remarked. It was very likely that the targets
of reducing the current account deficit from 10 percent of GDP in 1983 to
7 percent in 1984, and reducing the public sector deficit from 10 percent
of GDP in 1983 to 4 percent in 1984, would be attained. The package of
measures for readjusting the economy was appropriately designed to meet
those objectives, In the agricultural sector, the rise in producer
prices, combined with the expectation of higher output based on better
weather conditions in 1984, should improve the supply of domestic food-
stuffs and increase export earnings. Measures entering into effect in
October aimed at promoting private investment and better resource alloca-
tion were also prudently designed to complement the adjustment program
over the medium term.

In spite of the great efforts made by the authorities, two areas
continued to require very close attention: public finances, especially
the public sector enterprises, and the new threat posed by the difficulties
of the banking sector, Mr. Schneider went on. Public expenditures had
been sharply curtailed by a decrease in public investment and progress
had also been made in limiting public sector employment, lowering the
cost of education, and reducing the number of expatriates. Unfortunately
the benefits of those changes had been partly offset by higher interest
payments on the external debt. Moreover, expectations were strong that
interest rates would rise further and probably continue to affect public
finances and the balance of payments. In addition, economic policy
actions on the external side were hindered by the country's participation
in the West African Currency Union; that had also had a certain negative
effect on the debt service ratio, which would remain rather high in the
medium term even after rescheduling.

Nonetheless, the vigor with which the authorities were tackling the
restructuring of the public sector enterprises was encouraging, Mr. Schneider

remarked. Most of those enterprises covered an entire sector of the economy,
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for example, sugar production or oil refining. Their restructuring was
therefore crucially important to the economy as a whole, and it was vital
that the reduction of their deficits should be accompanied by effective
rehabilitation programs. It would generally be necessary to concentrate
on innovative new investments to provide industry with comparative advan-
tages, and he welcomed the complementary assistance of the World Bank in
that area.

The difficulties of the banking sector posed a new threat to the
successful completion of the present program, Mr. Schneider noted. The
solvency problems of major and smaller banks might eventually require a
government rescue operation. Since the problems were not only the result
of the protracted recession but also of poor management and accounting
practices, it was urgent that the Central Bank strengthen its supervision
of those banks. In that context, he welcomed the stationing of a resident
Fund advisor in Abid jan.

The measures taken thus far were well conceived for the successful
completion of the program, Mr. Schneider concluded. The Ivory Coast
authorities were to be commended for their great efforts, which must not
cease after completion of the program, however. Close attention would
need to be given to the supply side of the economy both to improve the
allocation of resources through new investments and to strengthen the
country's competitive advantage.

Mr. Clark remarked that while he could support the proposed decision
including the rephasing of drawings and the shortening of the duration of
the arrangement, he remained concerned about the general lack of synchroni-
zation between the period of Fund arrangements and the period of the
policy programs which they were intended to support. When the coming
into effect of an arrangement was delayed, it might not always be appro-
priate simply to compress the drawings, and it might not be appropriate,
or consistent, to maintain the original level of access. In the case of
Ivory Coast, a program originally pitched at 50 percent of quota was at
present effectively equivalent to 67 percent of quota. He looked forward
to the opportunity of discussing those and related matters when the Board
considered the paper on "Approval in Principle of Fund Arrangements.”

He was curious about the nature of the second review of the program,
Mr. Clark continued. The final sentence of the letter of intent, dated
July 27, 1984, stated that, "the authorities will review the progress of
the program with Fund staff in November and will consult the Fund if
necessary in accordance with Fund practice in this area.” He requested
staff clarification, first, on whether the review would involve a Board
discussion, and second, on the main items to be discussed with the author-
ities during the review.

He welcomed the inclusion of the medium—term fiscal projections
given in Table 5 on page 13 of the staff report; that technique could
usefully be adopted for other cases, Mr. Clark added. In future staff
reports on Ivory Coast, he hoped the staff could include a line expressing
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debt service in the medium term as a percentage of fiscal revenue in

one of the tables. The inclusion of as much information as possible on

the finances of individual parastatal enterprises would also be helpful,
since they accounted for the entire deficit of the consolidated public
sector. )

Although substantial adjustment had been achieved on the fiscal side,
several questions concerning policy remained, Mr. Clark noted. First, two
revenue measures envisaged under the program had not been implemented,
namely, the tax on equipment and the embarkation tax, and 80 percent of
the anticipated revenue yield of those measures was presently expected to
have to come from other sources. What were the authorities' current plans
with respect to the implementation of those two taxes? Second, he shared
the staff's concern about the situation of five smaller banks in Ivory Coast
and wondered what provision existed for prudential supervision of local
banks and to what extent it involved the Banque Centrale des Etats de
1'Afrique de 1'Ouest (BCEAO). Third, the staff paper on the effective date
of the stand-by arrangement (EBS/84/81, Sup. 3) had noted, in connection
with the commercial banks' rescheduling, that the Steering Committee had
agreed to lend new money. The disbursement of the new money would be impor-
tant both in relation to the end-September performance criterion for the
cash reduction of arrears and for the authorities' plans for Improving the
financial situation of the energy sector. In view of the large number of
banks involved--the Steering Committee represented about 350 institutions—-
did the staff envisage any delays in disbursement? Fourth, developments
in Ivory Coast's o0il industry had important implications for the balance of
payments. Among the assumptions underlying the medium—term outlook given
in Table V on page 40, were figures for crude oil production to 1988;
what did those figures imply for Ivory Coast's trade balance in o0il?

In concluding, Mr. Clark commended the authorities for the success
of the program to date and encouraged them to persevere in their adjustment
efforts.

Ms. Bush stated that the first review of the Ivory Coast stand-by
arrangement indicated that the program was on track. The previously
projected balance of payments gap was presently closed, with internal
ad justment and external assistance sufficient to permit the elimination
of external arrears and a substantial reduction in internal arrears. The
increase in the budget deficit target to 3.9 percent of GDP was acceptable,
since the improvement over 1983, when the deficit to GDP ratio was
10.4 percent, was still quite substantial. Also, the downwardly revised
revenue figures resulted from the lower than expected rate of real economic
growth for 1984. However, it was noteworthy that development expenditures
were bearing the brunt of the additional adjustment. While it was neces-—
sary to set realistic development priorities and expenditure levels, it
was also necessary for Ivory Coast to resume building a base for future
economic growth and development. The authorities should therefore examine
current expenditures more carefully, especially in the parastatal sector,
to determine if more savings were possible in that sector.
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Regarding the parastatals, Ms. Bush recalled that during the Board's
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for the private sector in those areas at present exclusively under govern-
ment control might be one method of generating increases in efficiency

and thus reducing the burden of those enterprises on the budget; it might
also result in a restructuring of the economy, with resources flowing

into those sectors that could be internationally competitive. While the

staff paper indicated that efficiency in the parastatals was improving,

she continued to urge an expanded role for the private sector.

She was concerned about the use of export subsidies to offset import
tariffs in order to maintain export competitiveness and was somewhat
puzzled about the rationale and the lack of competitiveness of Ivorian
products that it implied, Ms. Bush remarked. Given the real effective
depreciation of the CFA franc shown in Chart 1 on page 10a, further
incentives to exporters did not appear to be necessary. During the
Board's last discussion of Ivory Coast, the export subsidy policy had
been questioned, although the World Bank had been requiring it for the
release of the second tranche of the structural adjustment loan; closer
Bank/Fund coordination seemed to be indicated in that area.

On procedural issues, Ms. Bush noted first, that the final purchase
under the stand—-by arrangement was at present conditional on Ivory Coast
meeting the end-December performance criteria, thus extending the Fund's
monitoring role under the program——a point which her chair had emphasized
at the time the program had been approved. Second, if the Fund was to
support a new program for 1985 and 1986, the purchases should be appro-
priately phased to avoid unnecessary front-loading. Third, like Mr. Clark,
she was concerned about the timing problems when there was a long lag
between the approval of an arrangement and the implementation of the
program; she invited staff comment on the procedures to be followed in
such cases.

Mr. Joyce recalled that he had supported the proposed objectives as
well as the program enshrined in the one~year stand-by arrangement when
it had been discussed by the Board in May (EBM/84/70 and EBM/84/71,
5/2/84). He noted with satisfaction that the improvements envisaged in
the financial position of the public sector and in the balance of payments
position for the first part of the program had been largely achieved.
Despite some delays attributable to uncertainties about how the financing
gap for 1984 was to be met and the implementation of some prior fiscal
actions, as well as a breach in the performance criterion at end-June
with respect to arrears, Ivory Coast had met all other criteria for
mid-March comfortably and appeared also to have fulfilled the rest of the
criteria for end-June. The failure to meet the performance criterion on
net domestic arrears could be attributed to domestic liquidity problems
linked to the shortfall in disbursements from the World Bank and the
delay in access to the Fund's resources. Therefore, he agreed with the
staff that the program was basically on track and that it seemed reasonable
to approve some modification of the arrears targets and the phasing of
drawings for the future.
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The program deserved continued Fund support for several reasons,
Mr. Joyce continued. First, the authorities had taken some important
steps to reduce public sector financial imbalances during the first half
of 1984, The drought during 1983 had made that all the more difficult to
accomplish. Nevertheless, most of the envisaged tax measures had been
implemented, and most of the discretionary tightening in government expen-—
ditures had been undertaken as expected. Furthermore, capital expenditure
had been reduced and would remain very modest. As Mr. Alfidja had noted
in his opening remarks, the reduction of expenditures represented a
substantial adjustment. Second, the steps taken to reduce the deficits
from the public enterprises were already beginning to bear fruit; the
financing requirements of those enterprises and their pull on the budget
was beginning to decline. Third, the authorities had negotiated a resched-
uling of the public and private external debt, and the medium—term balance
of payments position, although still very uncertain, could become sustain—
able if the economic policy adjustments were continued and if external
creditors continued to support Ivory Coast's efforts. For those reasons
he supported the program and accepted the staff's recommendations.

Three areas of concern remained, Mr. Joyce added. The financial
difficulties of the public enterprises had not yet been resolved. Assis-
tance from the World Bank would be important, but would need to be supported
by further concrete policy actions by the authorities. The financial
position of five smaller banks in Ivory Coast gave rise to grave concern.
The authorities should strengthen the Central Bank's supervision of those
banks, and he would support any technical assistance that the Fund might
be able to provide in that area. The data in Table 6 indicated that the
external debt position of Ivory Coast also continued to be a matter of
serious concern. The debt service ratio was to remain close to 40 percent
through the rest of the decade, which underscored the need to intensify
the adjustment effort through the remainder of 1984 and to continue to do
so for several years.

He could accept the proposal by the Minister of Economy and Finance
to modify the phasing of the last two purchases, Mr. Joyce remarked. The
original phasing had been complicated by the delays in taking prior
action; the revised phasing represented a strengthening of the program
because the final purchase in March 1985 would be linked to observance of
the end-December performance criteria, which had not originally been the
case, He further noted that since the program would run for 9 months
rather than 12, as originally envisaged, Ivory Coast's use of Fund resources,
on an annual basis, would reach 67 percent of quota, which, in the circum-
stances, did not seem excessive.

Mr. Grosche stated that he was in broad agreement with the staff
appraisal and supported the proposed decision. Performance under the
program, especially in the fiscal area, was noteworthy. The reduction in
the public sector deficit was remarkable and was evidence of a high degree
of commitment. The improvement had been brought about by a reduction in
capital expenditure and by the increased contribution of the Stabilization
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Fund. It might be appropriate in future papers to include all the opera-
tions of that agency in the general government budget. Currently, it was
not clear whether the increased contribution by the Stabilization Fund
stemmed from higher revenues or lower expenditures-—-the latter in the
form of reduced compensation for farmers and other expenditure items;

he invited staff comment on that point. Like Ms. Bush, he considered
that future budgetary cuts should focus more on current rather than
capital expenditure. In financing the balance of payments gap, Ivory
Coast had not only reached favorable results in the rescheduling negotia-
tions, but had also been able to obtain fresh money. That was a hopeful
sign, especially considering Ivory Coast's relatively large use of Fund
resources and possible constraints on future access.

Two aspects of the program raised questions, Mr. Grosche continued.
First, one performance criterion had not been met at the end of June.
While he was grateful for the additional explanation given by the Deputy
Director of the African Department, he still failed to understand fully
what had happened. The explanation on page 18 of the staff report, which
differed from that given on page 2, conveyed the impression that the
failure to meet the public sector arrears target had been due to the
delayed drawings under the stand-by arrangement. But drawings from the
Fund were contingent upon the fulfillment of certain other conditions,
and the Fund could not be blamed if necessary measures had not been fully
implemented or if the gap in the balance of payments had not been filled
in time.

Second, the shortening of the program period raised Ivory Coast's
access to Fund resources in terms of quota, Mr. Grosche went on. The
staff had justified that outcome by noting that the effective adjustment
period had begun as envisaged in early 1984, Like Mr. Clark, he was
nonetheless concerned and would like the general aspects of the Ivory
Coast case to be dealt with in the forthcoming paper on the approval in
principle of stand-by and extended arrangements.

Mr. Salehkhou expressed his broad concurrence with the thrust of the
staff appraisal and his support for the proposed decision, including the
request by the Ivorian authorities for changes in the original performance
criteria. The nonobservance of the performance criterion related to
public sector payments arrears at the end of June 1984 had been fully
attributable to the shortfall and delays in the disbursement of external
ad justment credits, including those provided by the Fund and the World
Bank. He also supported Ivory Coast's request that the present arrangement
be terminated on May 2, 1985 in order to correspond more closely to the
period covered by the stand-by arrangement.

Ivory Coast's program was on the right track and was being implemented

largely as projected, particularly with respect to the main objectives of
the adjustment process, including a significant decline in the consolidated
public sector deficit, further containment of the external current account
deficit, and the streamlining of public enterprises, Mr. Salehkhou observed.
The prospect of the successful implementation of the program had obviously
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improved, as all elements of the financing package had been finalized,
including reschedulings by the Paris Club and by commercial banks, the
release of the second tranche of the World Bank's structural adjustment
loan, and the approval of the adjustment loan from the Caisse Centrale de
Coopération Economique. Despite the likelihood of a decline of real GDP
for the fourth consecutive year owing to further reductions in the public
investment program, performance under the stand-by arrangement since 1its
adoption in principle in May 1984 had been to a large extent satisfactory.
The financial positions of the public enterprises had started to improve
as a result of the rehabilitation program supported by the World Bank,
and the corresponding burden on the budget was beginning to decline
significantly.

Despite the important tax measures implemented within the program
and the large transfers received from the Stabilization Fund, the public
sector would record a relatively sizable revenue shortfall in 1984 as a
result of a slowdown in economic activity and imports, Mr. Salehkhou
noted. It was encouraging that the shortfall would be more than offset
by savings on total expenditures and higher than expected net external
resources. Nevertheless, although the original program target for the
overall public deficit would be attained--reducing the deficit by the
equivalent of 6 percent of GDP in 1984--it was regrettable that there
would actually be a further decline in investment expenditures and a
larger than expected increase in current expenditures, reflecting the
recent rise in international interest rates.

The original projections for the 1984 balance of payments had been
adjusted to take into account the lower level of imports induced by the
slowdown in economic activity, reduced export earnings, and the increase
in interest payments on external debt, Mr. Salehkhou observed. In spite
of those revisions, however, the external current account deficit was still
expected to record a substantial decline in 1984, moving from 13 percent
of GDP in 1983 to only 7.7 percent in 1984. Moreover, the medium—term
projections indicated further improvements in the second half of the
decade and virtual elimination of the deficit by 1990.

The Deputy Director of the African Department, referring to the
breaching of the end—June criterion on government arrears, stated that
the excess of public sector arrears could be fully explained by two
factors: a delay in disbursements under balance of payments loans and
the lower than expected use of domestic bank credit. The staff report
had referred to the delay in purchases from the Fund only to explain why
drawings by the public sector under the banking system had been lower
than allowed for in the program; the staff was not suggesting that the
excess in public sector payments arrears was the result of that delay.

Five commercial banks were in difficulty, the Deputy Director
explained; a representative from BCEAO headquarters had been assigned to
supervise the operation of one bank; the national BCEAQ agency was also
supervising the activities of two other entirely private banks, and was
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presently considering their possible liquidation. There was no doubt
that the BCEAO, both in Abidjan and in Dakar, was intensifying its super-
visory role.

Several Executive Directors had stressed that further improvement in
the current account should come largely from the parastatal sector and
that perhaps one solution would be to increase the role of the private
sector, the Deputy Director noted. Serious measures had already been
taken to rehabilitate the sugar company, which had experienced the largest
financial losses. Two consulting firms——an accounting firm and a company
which specialized in o0il refineries—-were currently studying institutional
changes for the o0il refinery to determine whether the private sector could
assume a greater role. At present, the refinery, which theoretically was
53 percent privately owned and 47 percent publicly owned, was reluctant
to accept direction by a private company because it wanted to avoid
losses; under present arrangements, private companies had a more or less
guaranteed profit, because all losses were charged to the Government. .

There was no doubt that the Government had taken serious measures to
reduce current expenditure, both by the public enterprises and by the
Central Government, the Deputy Director added. In particular, measures
had been taken that would result in the reduction of scholarships, the
cost of technical assistance, and the employment by the Govermment of
expatriates from private consulting firms. Current expenditure, apart
from the payment of interest charges, had practically not increased in
nominal terms in the previous year. The authorities considered that the
two taxes which had not been implemented-—an embarkation tax and one on
some kinds of equipment—-were impractical; at present there were no plans
for implementing them. Alternative steps might be taken to reduce expen-
diture or to increase the collection of other taxes. The large increase
in transfers of the Stabilization Fund in 1984 was due to both higher
revenues and lower expenditures. The exact accounting of the Stabilization
Fund would be difficult to describe; the staff had, however, agreed on a
schedule of payments and had followed very closely the transfers of the .
Stabilization Fund quarter by quarter.

Concerning the rationale for the use of export subsidies to maintain
export competitiveness, the Deputy Director agreed with Ms. Bush that the
real effective exchange rate had declined as shown in Chart 1 of the staff
report; in fact, if the Chart had been extended up to the current week,
the real effective exchange rate would have fallen further by about 4 per-
cent. However, the bulk of Ivory Coast's export earnings came from primary
commodities——coffee, cocoa, timber, and some petroleum products--with only
modest earnings coming from manufactured or processed products, and it was
in the latter area that export subsidies were being used to promote produc~
tion and export. In fact, since the average protection for imports was
about 25 percent, providing an export subsidy for manufactured exports did
not really produce a distortion in the system; it merely brought the subsidy
to the average level of protection for imports of manufactured goods.
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There would be some delay in the disbursement of new money, the
Deputy Director remarked. The legal documents were likely to be delivered
to the Ivorian authorities only in October, which meant that the first
tranche of new money would not be disbursed before the end of October.

The staff report on the second review of Ivory Coast's performance
under the stand-by arrangement would be issued after the next staff
mission to Ivory Coast, in November 1984, for Board consideration prior
to the last scheduled purchase by Ivory Coast, which was to take place no
earlier than March 15, 1985, the Deputy Director continued. The purpose
of the November review--and notably of the discussions between the staff
and the Ivorian authorities—-would be to ensure that the program remained
on track and that the transfers of the Stabilization Fund took place as
scheduled. The discussions would coincide in part with the negotiation
of a new stand-by program for 1985, which would be presented to the Board
before the middle of March 1985, in the hope that it would be considered
before the existing arrangement ended on May 2, 1985, Moreover, in
future presentations of medium-term prospects, the staff could certainly
show the debt service ratio by using public revenue as the denominator;
that would be quite useful in the case of a country in the CFA franc area.

As to the prospects of 0il production and the net share available
for export, the Deputy Director of the African Department explained that
the staff had assumed an increase in o0il production to 2.8 million tons
per year at the end of the decade. On the basis of the most recent
information, that seemed to be a realistic target. A little less than
one half of that production went to the consortium and somewhat more than
half to the Ivory Coast. Current consumption in Ivory Coast proper
accounted for about 1 million tons and exports for about half a million
tons.

The staff representative from the Exchange and Trade Relations
Department noted that a number of Directors had asked questions concerning
the approval in principle of arrangements, and the relationship between
performance criteria and the phasing of purchases from the Fund. Staff
papers on both of those subjects were in preparation and were foreseen
for Board consideration in the fall.

Approval in principle of Fund arrangements was a relatively recent
phenomenon, which had arisen after mid-1982 when assurance was needed
concerning the financing of ex ante financing gaps in programs to be
supported by the Fund, the staff representative remarked. The technique
of approval in principle had sought to break a deadlock between the Fund,
which had wished to be assured that a program it considered supporting
would be financed, and certain creditors, who wanted to be assured that
Fund support for a program was indeed forthcoming. In the past, various
techniques had been employed to deal with that impasse. One had been
to wait until management had achieved sufficient assurance of forthcoming
financing; another was approval in principle of arrangements. In general,
the technique of approval in principle had been applied when there had
been such uncertainty about the scale of exceptional financing, including
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debt relief, being forthcoming, that it might be difficult to alter the
degree of adjustment foreseen in the program at the time of the mid-term
review if the financing actually obtained proved to fall far short of
expectations. In those cases--and Ivory Coast was one——approval in
principle had been recommended to the Board, with subsequent action

by Paris Club creditors and, in the present case, by commercial banks.
Ivory Coast's arrangement had become effective with a relatively long
delay; as a result, the performance criterion on government arrears

could not be met and the synchronization of the observance of performance
criteria and the phasing of purchases had fallen out of line. Based on
that experience, the decision approving Zambia's recent stand-by arrange-
ment, which had also been approved in principle, had required that the
program be made effective within about three weeks. One of the recommen-
dations in the staff paper on the approval in principle of arrangements
would be to set a time limit for such approval; if satisfactory financing
arrangements had not been assured by the end of, say, one month, the
Board would then need to consider whether to extend the period within
which the arrangement could come into effect.

Ms. Bush had asked about the use of export subsidies and had noted
the need for closer cooperation with the World Bank on that matter, the
staff representative from the Exchange and Trade Relations Department
recalled. The difficulties that had arisen in that area over the years
were explained in detail in the progress report on Bank/Fund collabora-
tion that had been issued at the end of August (SM/84/210, 8/27/84).
Differences of view had arisen not only concerning export subsidies but
also, at times, concerning export retention schemes in situations where
import allocation systems might be very cumbersome. The Bank had
wished to be assured that certain projects it supported had sufficient
foreign exchange for imports and therefore had specified that those
projects be allowed to retain a certain proportion of their foreign
exchange earnings. Executive Directors would be able to address those
issues when they considered the paper on Bank/Fund collaboration.

Mr. Alfidja remarked first, that he agreed that consideration had
to be given not only to the composition of Ivorian exports, to which
the Deputy Director of the African Department had referred, but also to
the direction of trade even for manufactured products. Ivory Coast was
a member of the Economic Community of West African States (ECOWAS), of
which Nigeria was also a member. He need hardly comment further on the
impact of the closure of Nigeria's borders on the economies of small
neighboring countries as well as countries like the Ivory Coast.

The recent appointment of a senior officer of the BCEAO to head
one of the commercial banks that was in difficulty clearly showed the
seriousness with which the authorities regarded the problem, Mr. Alfidja
considered. The BCEAO representative, who had until his appointment
been Director of Operations of the BCEAO, would be directly in charge
of the bank in Abidjan.
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His views on the impact of exchange rates on the export earnings of
developing countries and the issue of access to Fund resources were well
known, Mr. Alfidja noted. He was in agreement with the Chairman's remarks
at the conclusion of the Board's discussion on September 5 on access limits
for 1985 regarding the flexibility the Fund should exercise in dealing with

countries that had undertaken adjustment measures but that still had
long way to go before the adjustment bore fruit.

[}

He agreed with those Directors who had said that capital expenditure
should not bear the brunt of further adjustment, Mr, Alfidja remarked.
He could not, however, accept the idea that there was much room for
maneuver as far as current expenditure was concerned. Ivory Coast, unlike
most other countries, could not use the exchange rate as a tool for adjust-
ment, and consequently had to adjust through fiscal action. That had to
be carefully weighed. Unfortunately, whatever room for maneuver existed
was being diminished by the rise in interest rates and the appreciation
of the dollar vis-a-vis the CFA franc.

The Chairman noted that the proposed modifications would tighten up
the phasing of purchases, in that the period within which the purchases
would be made had been extended by three months, and the last purchase
had been made subject to the observance of the performance criteria as of
December 31, which had not been the case in the initial schedule of
purchases. In a sense, the adjustment process had been lengthened; it
had started at the inception of the program as had been initially envisaged
and all the fiscal measures had been taken as planned; if the last purchase
was being delayed by three months, it was to ensure that the end-December
performance criteria would be met, without compressing the period of adjust-
ment.

The Executive Board then took the following decision:

1. Ivory Coast has consulted with the Fund in accordance
with paragraph 10 of the stand-by arrangement for Ivory Coast
(EBS/84/81, Supplement 2, May 9, 1984) and paragraph 26 of the
letter dated February 20, 1984, attached thereto.

2. The letter dated July 27, 1984 from the Minister of
Economy and Finance of Ivory Coast shall be attached to the
stand-by arrangement for Ivory Coast, and the letter dated
February 20, 1984, shall be read as modified and supplemented
by the letter of July 27, 1984,

3. Accordingly,

(a) as stated in paragraphs 18 and 19 of the letter of
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CFAF 1,151 billion and CFAF 1,253 billion, respectively; the
subceilings on net claims on the public sector shall be modified
to read CFAF 424 billion for each of these months; the ceiling
on net payments arrears shall be modified to read CFAF 179 bil-
lion and CFAF 111 billion, respectively; the ceiling on new
external commitments shall be modified to read CFAF 180 billion
and CFAF 200 billion, respectively; and the subceiling related
to rehabilitation of public enterprises shall be eliminated.

(b) paragraphs 1 and 2(a) of the stand-by arrangement shall
be amended to read:

1. For the period from the effective date of
this stand-by arrangement to May 2, 1985, Ivory Coast
will have the right to make purchases from the Fund in
an amount equivalent to SDR 82.75 million, subject to
paragraphs 2, 3, 4 and 5 below, without further review
by the Fund.

2.(a) Purchases under this stand-by arrangement
shall not, without the consent of the Fund, exceed
the equivalent of SDR 82,75 million, provided that
purchases shall not exceed the equivalent of
SDR 41.38 million until December 15, 1984, and the
equivalent of SDR 62.06 million until March 15, 1985.

4, The Fund decides, pursuant to paragraph 4 of the
stand-by arrangement for Ivory Coast, that the first review
provided for in that paragraph is completed.

Decision No. 7803-(84/141), adopted
September 12, 1984

2. ZIMBABWE -~ 1984 ARTICLE IV CONSULTATION

The Executive Directors considered the staff report for the 1984
Article IV consultation with Zimbabwe (SM/84/198, 8/15/84; and Sup. 1,
9/10/84), together with a proposed decision concluding the 1984
Article XIV consultation. They also had before them a report on recent
economic developments in Zimbabwe (SM/84/208, 8/27/84).

Mr. Sangare made the following statement:

Just two years after independence, Zimbabwe's economy,
affected like many others by global recession, has experienced
serious economic and financial problems. Real GDP declined and
inflationary pressures intensified, aggravated by the food
supply situation as a result of the prolonged and severe drought
which affected agricultural production. Consequently, having
depleted its high stocks of maize, the country is now importing
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some of its food requirements. The financial situation of the
Government also deteriorated as expenditure demands increased
and revenue growth declined with the depressed level of economic
activity. With the worsening terms of trade and depressed
external demand for most of Zimbabwe's mineral and manufactured
exports, the external sector also weakened despite improved
production of agricultural export commodities.

Against this background, the authorities embarked upon an
economic and financial stabilization program, supported by a
stand-by arrangement with the Fund, which was approved by the
Executive .Board in March 1983 (EBM/83/52, 3/23/83). There were
initial successes in implementing the program despite the con-
tinued harsh external environment and adverse weather conditions.
Indeed, it was the interplay of these factors and others that
made the task of economic management much more difficult. 1In
the circumstances, the program's underlying assumptions proved
untenable, and soon became inoperative. Nevertheless, the
Zimbabwean authorities pressed ahead with the adjustment effort
and are now working out a new program for which they intend to
seek Fund assistance. Discussions to this effect are already
under way with the staff.

In the meantime, the Government continues to give high
priority to the objective of creating conditions conducive to
sustainable economic growth. Accordingly, efforts are being
directed at developing the directly productive sectors of the
economy, including agriculture, mining, and manufacturing. The
authorities are also giving attention to the development of
infrastructure, particularly in the area of transportation, which
plays a vital role in landlocked Zimbabwe. With the three-year
Transitional National Development Plan 1982/83-1984/85 nearing

an end, work has begun on a successor plan that will address the
. economy in a medium—term framework. The plan will, among other
things, continue to promote a broadly based and equitable economic
growth, encourage productivity in all sectors, and develop the
necessary Infrastructure and skills. The authorities are well
aware of the delays that have hampered timely implementation of
the present plan resulting from the shortfall on external receipts,
and are introducing appropriate modifications to ensure smooth
and timely execution of planned projects.

The outlook of agricultural production critically depends
on the return of favorable weather conditions. Zimbabwe has
usually maintained remunerative prices for producers and, in
line with this practice, producer prices for almost all crops
were raised in the 1984/85 crop season. As regards mineral
production, some recovery has been projected for 1984 in view of
the low level of stocks. On the other hand, manufacturing output
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is expected to remain low, reflecting, in part, the shortage of
agricultural raw materials as a result of the low level of out-
put following three years of drought.

The overall fiscal outturn has become worrisome in recent
years as unavoidable expenditure led to program projections
being exceeded. The additional expenditure, allowed for under
the supplementary budget announced in February 1984, was to
provide for drought relief, defense, and security, as well as
financial assistance to the iron and steel company that had been
particularly affected by depressed economic activity. The extra
appropriation on education was in line with the schedule adopted
to raise secondary school enrollment to 100 percent of primary
school graduates with the objective of ultimately removing the
critical shortage of skilled manpower. The Zimbabwean Government
has clearly indicated that the additional expenditure announced
in the supplementary budget was temporary in nature.

In presenting the 1984/85 budget to Parliament on July 26,
1984, a number of revenue-raising measures were announced to
redress the fiscal position. These include a drought relief
surcharge on income imposed for a 12-month period and the replace-
ment of the sales tax on beer, tobacco, and aerated beverages
with increases in theilr excise duties in order to improve revenue
collection. In addition, duty on motor fuel was raised from
Z$0.55 per liter to Z$0.625 per liter. The authorities realize
that not much could be gained from these revenue raising-measures.
Therefore, emphasis is being placed on further expenditure
restraint. Accordingly, expansion of the civil service is being
limited and public sector wage awards restricted. With this
objective in mind, only those people earning less than Z$300 per
month received an increase of only Z$10 per month as of July 20,
1984, The Government is also reducing transfers to parastatals
through price adjustments. In this connection, a number of price
measures were taken in 1982 and 1983 affecting the price of
beef, fertilizer, steel, maize meal, railway tariffs, electricity,
etc. Additional price increases were made effective on July 20,
1984 that raised the price of bread and cooking oil by 5 percent
and maize meal by 10 percent.

The objective of monetary policy has been to restrain domestic
demand while providing credit to the directly productive sectors.
To this end, a number of measures were taken in 1983/84, which
included raising the yield on government securities, increasing
the statutory liquid asset ratio for commercial banks, and
raising the statutory ratio of government and quasi-government
paper that insurance companies and pension funds are required to
hold., The authorities hope that, with a projected reduction in
the budget deficit as proposed for the 1984/85 budget, pressure
on domestic bank credit will subside.
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In the external sector, an improvement in the current
account balance of payments has been projected for 1984, mainly
as a result of the recovery in exports. This also reflects the
temporary suspension of the heavy transfers on the services
account, which have averaged SDR 540 million a year since the
country attained independence in 1980. As the staff report
notes, these transfers were double the annual level recorded in
1979-80. This somewhat unusual phenomenon in Zimbabwe's balance
of payments was inherited under the Lancaster House Constitutional
Agreement of 1979 and remains a severe burden for the country.

The suspension of the transfers is regarded to be temporary and
was intended to provide relief to the balance of payments in
light of the pressing need for urgent food imports; it would be
abolished as soon as the balance of payments improved. Meanwhile,
the authorities are also seeking concessionary assistance from
donors abroad to finance maize imports and, if successful, this
should provide part of the needed relief on the balance of pay-
ments.

The Zimbabwean authorities believe that not much could be
gained in boosting exports through further and substantial
exchange rate action at this time. They believe that Zimbabwe
remains competitive and that the problem lies with the depressed
external demand as well as other restrictive trade practices
prevailing in the markets abroad. Nevertheless, they intend to
keep the exchange rate under constant review and to take appro—
priate action whenever necessary. In the meantime, they have
intensified direct promotional activities of Zimbabwe's exports
abroad and reaction has been favorable thus far.

For the medium term, the balance of payments was expected
to remain under pressure despite a projected 8 percent average
rate of increase in exports and a reduced level of import growth.
This mainly reflects the continued deficit on the services account,
arising from interest payments and private transfers, among other
things.
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nd in support of their adjustment efforts. My authorities are
e

hopeful that the Fund will respond in a positive manner.

Mr. Clark stated that it was regrettable that after significant
progress in 1983, the current stand-by arrangement had broken down,
reflecting in part the difficult circumstances that Zimbabwe, like many
other sub-Saharan countries, continued to face. Three years of drought
had resulted in a substantial reduction in agricultural ocutput on which
about three quarters of the population depended for their livelihood, and
had necessitated additional maize imports amounting to nearly one third
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of a million tons in 1984. Export prices of Zimbabwe's major manufactured
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But given the large shortfall in revenues in 1983-84, the measures
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consequent widening of the deficit were a cause of serious concern,

Mr. Clark continued. As the authorities themselves recognized, a central

government deficit of 12 percent of GDP--3.5 percent over the target—-was
far too large; given the 1::1—0:: shortfall in both revenues and in Fnrn{on

financing flows in 1983/84, gross domestic financing was estimated at
10.5 percent of GDP, which was twice the pr gram target and represen

n

over half of domestic savings.

On the external side, the introduction of further exchange restric-
tions in March was also disappointing, Mr. Clark remarked. While the
authorities' concern about the deficit on the services account, which
amounted to 40 percent of export earnings, was understandable, such
measures not only created distortions but were also likely to damage the
prospects for direct investment, notwithstanding the authorities' 1982
policy statement. As the staff had rightly noted, direct investment was
an important potential source of the funds needed for financing Zimbabwe's
development effort in the medium term. He therefore noted with satisfac-
tion that the authorities regarded the exchange restrictions as temporary
and he hoped that they would formulate a timetable for their removal as
soon as possible,

The July budget projected a reduction in the fiscal deficit for
1984-85 to about 10.5 percent of GDP, which—--although it remained too
large--was at least a modest step in the right direction, Mr. Clark noted.
He also understood that the authorities had announced a preplanting price
for maize in line with the staff's recommendation of Z$180 per ton. Never-
theless, the substantial financing gap which the staff had projected for
1985 and beyond underlined the extent of the imbalances in the Zimbabwean
economy and the pressures which would continue to be felt. He hoped that
the authorities and the staff would be able to reach agreement on ways to
tackle those imbalances in the context of a new Fund program, which would
be important not only in facilitating ad justment, but also in encouraging
renewed capital inflows.

The deterioration of private savings by 5.5 percent of GDP between
1982/83 and 1983/84, especially in light of the need for investment in
both the public and private sectors to renovate Zimbabwe's capital stock,
was worrying and underlined the necessity of restraining current expen-
diture, Mr. Clark added. The authorities were to be commended, therefore,
for the restrictive wage policy they had followed in the past two years
together with the strict limits on new hiring for the civil service; he
welcomed the decision to continue those policies in 1984/85. 1t was
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clear, however, that considerable scope remained for improving the finan-
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for nearly one third of the central government deficit, and the operating
losses of those institutions, at 1.5 percent of GDP, exceeded the amount

of those transfers, the balance being largely financed through the Reserve
Bank. He hoped that the authorities would be able to act quickly to
improve the situation, and in particular, to implement the necessary price
increases in the agricultural, airlines, and railway industries. Moreover,
interest rates seemed to be negative in real terms on a number of savings
instruments; he therefore encouraged the authorities to move to positive

real rates as soon as possible.

The staff's projections indicated that the balance of payments
situation remained extremely difficult, Mr. Clark observed. In particular,
the debt service ratio—-—allowing for new borrowing—-was projected to
rise to over 30 percent in 1987, and would be several percentage points
higher if account were taken of the high level of short-term debt. He
therefore urged the authorities to encourage exports and to avoid recourse
to nonconcessional borrowing. An appropriate exchange rate policy was an
important element in maintaining export competitiveness, and in that
context he noted with some concern the nearly 5 percent real appreciation
of the Zimbabwe dollar since the beginning of 1983.

He agreed with the staff that both foreign and domestic capital would
be required to finance a sound medium—term development plan, Mr. Clark
remarked. Efforts had to be made not only to attract private direct
investment but also to improve public savings, increase private savings,
and reverse the declining trend in corporate profitability. He therefore
supported the staff's recommendation that such a development plan be
formulated in conjunction with the World Bank.

Mr. Qureshi stated that in recent years, economic policymaking in
Zimbabwe had had to contend with difficult circumstances that had been
exacerbated by adverse exogenous developments, such as the severe drought
that had affected crops in three successive years, the impact of the world-
wide recession, and the continuing effects of the situation inherited by
the present Government. The authorities were to be commended for having
initiated several necessary steps toward adjustment, including exchange
rate adjustments, increases in producer and consumer prices, improved
monetary management, restraining public expenditure growth, strengthening
the financial position of public bodies, holding down wage and salary
ad justments, and restraining import growth. Because of adverse exogenous
developments, however, improvement in the economy's growth and financial
performance had fallen short of expectations. The continuing financial
and structural difficulties facing the economy only served to emphasize
further the need for sustaining—--and where necessary strengthening—-the
ad justment effort.

Considerable further fiscal adjustment was needed, Mr. Qureshi
continued. The larger than anticipated budget deficit in 1983/84 had
resulted partly on account of unavoidable increases in expenditures
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necessitated by security requirements and drought conditions. For the
coming financial year, however, the recently announced budget projected

a decline in the deficit and reductions in several categories of current
expenditure. In view of the already high tax rates, any further increases
in revenue would result largely from improvements in collection and the
recovery of economic activity. Consequently, the reduction of the fiscal
deficit would largely be accomplished through expenditure restraint and
improvements in the financial position of the parastatals.

Current expenditures had been particularly large, Mr. Qureshi observed.
However, a significant proportion of the increase in recent years had
resulted from the inclusion of increases in expenditure on education and
other activities of a developmental character in the category of current
expenditures. He would appreciate staff comment on the relative role of
such types of expenditure 1n explaining the growth of aggregate current
expenditure in recent years and whether the composition of current expen-—
diture had been improved as a result. .

With respect to monetary policy, Mr. Qureshi noted that the authorities
should continue to restrain demand and to limit the expansionary effect
of the budget deficit; at the same time, they should continue to permit
the provision of adequate credit to productive sectors, especially the
drought-stricken agricultural sector.

In the external sector, the trade balance had moved from deficit to
surplus in 1983, Mr. Qureshi remarked. The expected growth of exports in
the period ahead should contribute to strengthening the trade balance and
to a further reduction of the current account deficit, as shown in the
medium—term balance of payments projections. The overall payments imbal-
ance and financing requirements, however, were expected to remain large.
As Mr. Sangare had noted, owing to the constitutional history of the
country, heavy transfers on the service account would persist in the
future. The authorities should continue to make efforts to boost exports,
including the continuation of their flexible exchange rate policy. Their
efforts to strengthen the payments position would be helped by an improve-
ment in the outlook for capital inflows, which had tended to fall far
short of expectations. An early conclusion of the current negotiations
for a new arrangement with the Fund would be particularly useful.

Wide-ranging ad justments in wages and prices were continuing,
Mr. Qureshi observed. Policies during the past year had continued to
emphasize the maintenance of stringent wage restraint, the provision of
greater incentives to farmers through increased procurement prices, and
the reduction of the losses of agricultural marketing boards through
increased consumer prices. The staff had usefully drawn the authorities’
attention to areas where further price flexibility and adjustment might
be needed. The authorities had also been pursuing a fairly stringent
policy of wage restraint in the public sector, and that policy had had
the unintended effect of moving some skilled manpower out of the govern-—
ment sector and contributing to emigration. That pointed to an interesting
dilemma for the authorities: while wage restraint was required for demand
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management and to improve the fiscal position, it was also important that
the efficiency of the public sector--which played a key role in Zimbabwe's
economy—-—-not be undermined. He invited staff comment on the scale of the
drift of skilled manpower away from the public sector, and how that was
related to the changing structure of rewards in the system.

Since many of Zimbabwe's problems were of a structural nature, he
was encouraged to note the increasing involvement of the World Bank in
the country, Mr. Qureshi concluded. The Bank could play a useful role
in the preparation of a medium~term investment plan and in helping to
arrange adequate financing for it.

Ms. Lundsager noted that during the Board's discussion of the
review of Zimbabwe's stand-by arrangement in January 1984, Executive
Directors had welcomed the progress of adjustment in Zimbabwe and had
been optimistic about continued success, so long as the authorities
remained committed to the program's policy path. It was unfortunate
that only one month following that review, the authorities had announced
measures——a supplementary budget plan that exceeded the program's target
and exchange restrictions——that had rendered the program's objectives
unobtainable. While drought had contributed to Zimbabwe's difficulties,
financial imbalances in the Zimbabwean economy had become more severe,
and the need to take further adjustment measures to bring about a
sustainable balance of payments position and reasonable economic growth
had become even more pressing.

Zimbabwe's serious financial situation called for a careful balance
between policies aimed at both demand restraint and supply incentives,
Ms. Lundsager remarked. Although the Government's development plan
showed awareness of the need to provide a base for future growth, the
authorities should finance those expenditures through the existing
resource base. Hence, the budgetary expenditures had to be reduced to
a level that could be financed on a sustainable basis. Continued wage
restraint and appropriate increases in producer and consumer prices
were essential; the July price increases indicated that the authorities
were aware of the importance of price signals. In addition to reducing
current expenditures to leave room for investment, the tax system should
be reviewed and revised as necessary to prevent high tax rates from
being a disincentive to domestic savings and investment. Further, the
authorities should follow through on their commitment to increase the
efficiency of the parastatals whose deficits were draining government
resources.

In order to promote growth over the medium term, Zimbabwe needed to
increase its investment efforts, Ms. Lundsager considered. She agreed
with the staff that a better formulated medium—-term investment strategy
could be used to increase donor support for development projects. Moreover,
reductions in the Govermment's current expenditures could make more credit
available for private sector investment needs; a concentration of invest-
ment in manufacturing, a sector not affected by severe weather conditioms,
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could also promote increased productivity; and a 1lifting of the exchange
restrictions imposed in March would help to provide a climate more attrac-—
tive to foreign investors.

Even with moderate growth in exports and imports and some increase in
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gap as high as SDR 150 million in 1985 and 1986, Ms. Lundsager remarked.
In addition, the debt service ratio, at nearly 24 percent in 1984, and
with further increases expected, remained high. In view of those large
imbalances, the authorities should further increase the flexibility of
their exchange rate management to restore competitiveness and to encourage

a shift of resources to the export sector.

Finally, any new Fund program negotiated with Zimbabwe should include
greater expenditure reductions than those provided for in the proposed
1984/85 budget presented in SM/84/198, Supplement 1, Ms. Lundsager consid-
ered. Additional measures should be formulated and complemented as soon
as possible 1f the authorities were to move forward toward a successful
program. She supported the proposed decision.

Mr. Salehkhou expressed his surprise at the timing of the 1984
Article IV consultation with Zimbabwe. The 1983 consultation had been
concluded on January 9, 1984, with the expectation that the next one
would be held on the standard 12-month cycle, or about four months hence.
Furthermore, the staff report for the 1984 consultation had been prepared
while the authorities were in the process of assessing the basic elements
of their policies and adopting the Government's budget for 1984/85. Thus,
there had clearly been a case for delaying by a month or two the present
discussion until the authorities could be more specific about the details
of their policies. He invited staff comment on that matter.

The performance of the Zimbabwean economy in the past two years had
been to a large extent unsatisfactory, Mr. Salehkhou continued. That was
all the more disappointing as the authorities had been implementing a
number of far-reaching adjustment policies during that period, particularly
in cooperation and with the support of the Fund and the World Bank. Despite
the favorable impact of such policies in correcting some of the economy's
distortions, including the significant improvement in the competitiveness
of Zimbabwe's export products, the adjustment effort had been upset by a
number of adverse factors. Thus, it had not been possible to prevent a
substantial deterioration of domestic and external imbalances and negative
or very low rates of real economic growth.

Prominent among those adverse factors was the prolonged drought,
which had deeply affected the agricultural sector and had created a heavy
burden on the balance of payments, as it had made it necessary for the
authorities to offset some of the shortfall in agricultural production
with costly food imports, Mr. Salehkhou remarked. The staff report also
emphasized the impact of scarce foreign exchange and the lower level of
capital inflows on imports and growth. However, insufficient emphasis
had been given to a number of constraints that had been inherited from
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Zimbabwe's colonial era, particularly the large currency outflow on account

of income and private transfers which were in the words of the staff, "a
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large burden on a developing economy.” The Zimbabwean authorities had
also inherited from the colonial era enormous obligations with respect to
a large majority of the population whose needs had not been properly
addressed before independence and whose expectations in terms of economic
equality and access to social services were of crucial importance to
policymakers.

Those factors and constraints had clearly provided the basis for the
measures implemented in early 1984, which had made it difficult for the
authorities and the staff to conclude the second review of the stand-by
arrangement, Mr. Salehkhou added. Last February's supplementary budget,
its excessive reliance on domestic bank financing, and the introduction
of various restrictions on current payments had hardly been consistent
with the program's overall objectives; those measures, however, had
apparently been instrumental in cushioning the impact of adverse develop-
ments and harsh ad justment policies on the low-income segment of the
population. They had also been aimed at securing essential imports made
necessary by the prolonged drought.

With regard to economic and financial policies for 1984/85,
Mr, Salehkhou noted that although many of the new restrictions had been
maintained, the authorities had reaffirmed that they were temporary and
that they would be removed as soon as the balance of payments position
permitted. He further noted that important elements of the program
adopted in the past year and supported by the Fund were part of the
authorities' efforts to contain the deterioration of domestic and external
imbalances. Those elements included, in particular, a flexible exchange
rate policy, the promotion of exports, and restrictive fiscal and monetary
policies. Also some improvement was projected in both the public sector
and external current account deficits.

The level of domestic and external imbalances, however, would remain
unsustainably high, Mr. Salehkhou observed, while the pressures induced
by service payments on government and government—guaranteed external debt
would become much heavier throughout the decade. Thus, cooperation with
the Fund and the World Bank in the medium term would be crucial in address-
ing present difficulties. It was notable that although the authorities
had major differences with the staff about the feasibility or appropriate-
ness of some policy initiatives, they had expressed their willingness to
enter into a new stand-by arrangement with the Fund. While the adoption
of a new program would necessarily result in an acceleration and strengthen—
ing of the authorities' efforts, its success would, to a large extent,
depend on the flexibility of the Fund's recommendations and their consis-—
tency with Zimbabwe's particular circumstances. He supported the proposed
decision.

Mr. Hammann said that he was in full agreement with the staff appraisal
and supported the proposed decisions, especially the recommendation not
to approve the exchange rate restrictions introduced in March 1984.
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Unfortunately, Zimbabwe had not used the opportunity to reduce its
1 4 ard

arrangement with the Fund, Mr. Hammann remarked. An increase in expendi-
tures and the introduction of further exchange restrictions had made the
program objectives unattainable. That was regrettable since the necessary
global and structural adjustments would be delayed and capital inflows
would be discouraged. The best advice that could be given in the present
situation was probably to return to the policies described in the program
of last year; without a comprehensive approach characterized by an appro-
priate management of global demand, appropriate pricing and wage policies,

and a flexible exchange rate policy, internal and external imbalances
were unlikely to be addressed successfully.

A renewed and determined effort to contain expenditures, to strengthen
revenues, and to improve the performance of the parastatal sector, was
essential if the overall public sector budget deficit was to be brought
within acceptable dimensions, Mr. Hammann considered. Fiscal policy should
play a prominent role in checking domestic demand and mobilizing domestic
savings. It was therefore regrettable that the new budget for 1984/85
provided only for a limited improvement in the overall fiscal situation.
Revenues would increase only slightly faster than expenditures; thus, the
deficit in relation to GDP would remain above 10 percent. To finance the
budget the authorities were planning to take larger recourse to foreign
sources and to ease the pressure on domestic sources; it was difficult to
imagine how they could do so in view of the already high external indebted~
ness and the intensification of restrictions, which did not inspire
confidence.

Among other items, the new budget allowed for an increase in subsidies
by more than 22 percent, whereas expenditures in the education sector were
to be reduced again, Mr. Hammann observed. Did that represent an explicit
policy change, since education-related expenditures had been accorded a
high priority in the supplementary budget in early 19847

In concluding, Mr. Hammann expressed the hope that Zimbabwe would
again seek the advice and cooperation of the Fund in order to tackle its
serious internal and external imbalances.

Mr. Joyce noted that drawings under the existing stand—-by arrangement
had been suspended because of Zimbabwe's failure to meet the program targets
earlier in the year. Meanwhile, discussions had been proceeding on the
possibility of a new 18-month stand-by arrangement to replace the present
one that expired in September. He appreciated the difficulties that
Zimbabwe was facing because of both the international economic situation
and the severe drought conditions in 1983 with its impact on agricultural
production and, consequently, upon the food processing industry; in those
circumstances, the original program might well have been seriously at risk
when it entered into effect in 1984. Even if that had been so, the author-
ities had delivered the coup de gra3ce in introducing a supplementary budget
in February which had substantially increased government expenditures, with
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consequential implications for government borrowing and the level of
domestic bank financine. It was only in the July bud
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As Mr. Sangare had stated, the authorities had realized that the
measures proposed were unlikely to go far toward restoring balance,

Mr. Joyce continued. Reductions in expenditure must be made, and the
appropriate levels. Those two steps would provide better incentives for
increased production and would help reduce the calls on the Treasury. He
was concerned, however, that what had been done on the price and revenue
side was too little and too late. It was not particularly reassuring to
note that the expenditure increases which had resulted in the program
projections being exceeded were, as characterized by Mr. Sangare, unavoid-
able. He hoped that progress was being made in the discussions with the
Fund in identifying means to reduce the fiscal deficit to an acceptable
level and to reduce or eliminate the restrictions on foreign payments and
transfers which had been intensified in recent months as the balance of
payments deteriorated. In the circumstances, he agreed that it would be
inappropriate to approve the exchange restrictions introduced in March 1984;
he did, however, commend the authorities for their decision to restrain
expansion in the public service and to restrict public service wage awards.

He had great sympathy for the economic and political situation in
which Zimbabwe found itself, Mr. Joyce added. Building a new nation was
never easy, but if the Fund was to help and if the assistance provided by
the Fund was to be effective, Zimbabwe had no alternative but to decide
on its expenditure priorities and stay within the bounds of what was
financeable. Any other policy stance could only compound the country's
difficulties, and in turn either reduce national competitiveness or force
major compensating changes in the rate of exchange.

While on reflection the Zimbabwean authorities might have regarded
the criteria under the present program as too restrictive, there appeared
to be no difference of view between the authorities and the Fund on the
need to improve Zimbabwe's economic performance to bring it back onto a
more sustainable track. It was unlikely, however, that the requirements
under any new arrangement would be less.demanding than those that had -
been judged necessary in the past; indeed, to make up lost ground, a more
intensive fiscal effort might be needed together with much greater price
flexibility.

He agreed with the staff that it was important for Zimbabwe to
maintain its financial credibility so as to attract increasing flows of
private capital funds and concessional aid. It was therefore important
for the authorities to propose, in cooperation with the World Bank, a
medium—term investment plan. He hoped that the current negotiations with
Zimbabwe on a stand-by arrangement could be brought to an early conclusion
and that with renewed determination on the part of the authorities, a new
program could be worked out that would provide a sustainable basis for
Zimbabwe's medium—-term development.
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Polak stated that Fund-supported programs had been implemented
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for 1984/85. The authorities apparently had felt unable, partly because
of the drought and security-— rn1gf-nrl rea n to imnlement the necessary
of tt ought and security-related reasons, to implement the necessar
budgetary measures. But the Fund, on its side, could not engage in a
program that lacked the potential to contribute substantially to a medium—
term solution of Zimbabwe's external imbalances. While he understood the
nainful choices that had to be made and the difficulties involved in
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forging a consensus in favor of an economic adjustment program, he consid-
ered the alternative grave: a slide into a prolonged impasse. He hoped

that that impasse would be avoided.

As for the thrust of a new program, he broadly shared the staff
appraisal, Mr. Polak continued. It was clear that a return to normal
weather conditions could contribute to a considerable improvement in the
economic situation, but the restoration of external balance seemed out of
the question without further policy adjustments. Among policies, fiscal
policy was the key. Current government expenditures had increased
extremely rapidly since 1981/82; while full implementation of the 1984/85
budget would entail a commendable reduction in that category (by 5 percent
of GDP), the overall deficit reduction (by 1.5 percent of GDP) nevertheless
did not seem sufficient.

The staff report and the appraisal were quite vague on the question
of the exchange rate, Mr. Polak observed. 1In previous Board discussions
on Zimbabwe, he had raised the question whether the level of the exchange
rate was not too high to be compatible with the desired return to a
sustainable balance of payments position. Nonetheless, the staff papers
had failed to address that question, stating only that the exchange rate
had appreciated by about 5 percent in real effective terms since early
1983. A far more thorough analysis seemed to be required. He recalled
the remarks by the staff representative in January (EBM/84/3, 1/9/84)
“"that the problems in Zimbabwe lay not in producing the goods but in
finding the markets and buyers for them."” If it was true that the required
supply capacity existed, correct price settings seemed of crucial importance.

In that context, Mr. Polak added, one could cite the adoption of new
exchange restrictions as evidence of overvaluation. He appreciated that,
on the one hand, the realization that further Fund purchases could not be
made and, on the other hand, the necessity for emergency cereal imports
had played an important role in the decision by the authorities to adopt
those restrictions. However, it seemed clear that with the present policy
stance, the phasing out of those restrictions could not be expected, and
yet the prospect of that happening would be a requirement for a new
program.

In concluding, Mr. Polak stated that he approved the decision.
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The staff representative from the African Department, referring to
the timing of the 1984 Article IV consultation, remarked that the 1983
Article IV consultation discussions and the first review of the 18-month
stand-by arrangement had taken place in Zimbabwe in May 1983 and had been
prolonged by discussions on policy measures for 1983/84. The mission had
found government credit for June 1983 to be somewhat in excess of the
target and that it would therefore be necessary to present a request for
a waiver to the Board. In addition, there had been further discussions
regarding wages, prices, and other policy instruments. Consequently, the
staff report for the 1983 Article IV consultation had not come to the
Board until January 1984,

The staff had decided against a delay for two reasomns, the staff
representative commented. First, many Executive Directors had been
concerned about the measures taken in February/March--the adoption of a
supplementary budget and the introduction of exchange restrictions——and
had asked the staff to present its report as soon as possible in order
to inform the Board about the circumstances that had led to deviations
from the stand-by program, especially as those developments had arisen
immediately after the conclusion of the 1983 consultation in January.

The staff therefore considered it desirable to provide Executive Directors,
as soon as possible, with a background paper describing the present
situation and the prospects for discussions with the Zimbabwean authorities.

Second, there were some advantages from a statistical point of view
to holding the consultations as scheduled, the staff representative added.
The final figures for the past fiscal year had been currently available;
normally figures on production and the balance of payments tended to be
available on an annual basis. Had the consultation been delayed for six
months, the staff would have had to include 1984 figures, for which there
would have been only partial estimates.

As to the impact of wage restraint on the exodus of skilled manpower
from the public sector, the staff representative noted that wages in the
public sector tended to be lower than wages in the private sector.
According to available figures derived from tax information, there were
about 10,000 people in Zimbabwe earning more than 2$18,000 per year; of
that number, only 500 were in the public sector. Better salaries and
remuneration in the private sector were one explanation for the drift.
Government employment, however, had not been declining, and it was still
higher than considered desirable; according to available figures, govern—
ment employees numbered 51,000 (excluding the armed services) in 1982,
77,000 in 1983, and 80,000 in 1984. The increase in hiring had slowed,
and it was the intention of the Government to continue to reduce the rate
of increase.

As to whether the decrease in education expenditures in the 1984/85
budget represented an explicit change in government policy, the staff
representative noted that the staff would be requesting clarification of
the new budget estimates during its discussions with the authorities at
the Annual Meetings in the coming week. However, in May the authorities
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had told the staff mission that whereas it had been their intention to
increase the enrollment in secondary schools from 70 percent to 100 per-
cent of primary school graduates, actual enrollment was closer to 90 per-
cent; it was therefore possible that the lower figure had been used in
the estimates for 1984/85. The authorities had also indicated that they
would increase fees in a more concerted effort to limit the demand for
education. The staff had not yet seen any announcement along those lines,
but one might be forthcoming before the beginning of the next school year
in January 1985. It was notable that from 1979/80 to 1983/84 education
expenditures quadrupled, while current expenditures increased 2.5 times;
despite the proposed reduction, education represented the largest share
of total current expenditure.

In view of domestic and external imbalances, the exchange rate should
continue to be used flexibly, the staff representative from the African
Department noted. However, the staff considered that the recent apprecia-
tion had not been a move in the right direction and that during the period
of the new stand-by arrangement the exchange rate should be adjusted. That
would be one of the subjects for discussion at the staff's next meeting
with the Zimbabwean authorities.

The staff representative from the Exchange and Trade Relations
Department, commenting on the timing of the 1984 Article IV consultations,
stated that the staff had felt it appropriate to hold its consultation
discussions in May for yet another reason: May was the time when important
decisions were made with regard to the budget for the next July/June fiscal
year. Also, since the authorities had expressed an interest in discussions
concerning a new arrangement, it had seemed reasonable to conduct those
discussions in line with the fiscal year.

Mr. Sangare noted the Board's concern about the widening of the
budget deficit and its impact on other aspects of Zimbabwe's financial
situation, particularly the exchange rate. Concern about the expansionary
budgetary outlook was quite understandable given the size of the deficit, ‘
which exceeded the program target. He agreed with Mr. Salehkhou that
the root cause of the problem lay in the historical past. In Zimbabwe,
independence had increased expectations that had their roots in disparities
between different social groups; a substantial part of the expansion in
govermment expenditures had been to meet those expectations. For example,
the "extra appropriations™ on education, which he had mentioned in his
opening statement, had been intended to remove the disparity in the stan-
dard of education that existed between skilled and unskilled manpower
groups prior to independence. However, the Zimbabwean authorities recog-
nized the large size of the deficit, and they were continuing to seek
ways of reducing it. That would form part of their agenda during the
Annual Meetings.

Concerning the parastatals, Mr. Sangare noted that while progress had
been made in reducing transfers to some of the state corporations, such
as the electricity corporation which was now financially self-sufficient,
some of the corporations remained problematic. The iron and steel company,
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for example, had been adversely affected by the lack of external demand.
What was important in dealing with the parastatals was to devise a policy
which would improve the corporations' financial positions, in order to
make them self-supporting.

authorities intended to continue their flexible exchange rate
policy, Mr. Sangare remarked. They did not, however, see the merit of
drastic exchange rate action while they still maintained a competitive edge.
In the meantime, and in line with the system of smooth and gradual exchange
rate movements, they had undertaken a campaign to promote Zimbabwean
products through fairs and exhibits, which appeared to have been effective.

The authorities had been steadfast in their wage policy, Mr. Sangare
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domestic investment and profitability during that period' in three years,
the Government had taken an enormous amount of resources out of the
economy; In the same period gross domestic investment had declined from
28 percent of GDP to about 22 percent of GDP. Notwithstanding the freeze
in wages, which had led to a loss of skilled labor, the expansion in the
public sector accounted for about 50 percent of GDP. The crowding out of
private sector investment and its implications for medium~term growth
prospects were of very great concern. The real problem was the size of
Govermment; the answer was not more taxes but rather the curtailment of
current expenditures and further restraint in the hiring of public sector

personnel.
The Chairman made the following summing up:

Executive Directors were in broad agreement with the general
assessment and views expressed in the staff appraisal. They noted
the difficult internal and external circumstances that the author—
ities have had to deal with during the last two years, particularly
the impact of the prolonged drought, which sharply reduced food
production, agricultural exports, and supplies of raw materials.
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Directors commended the difficult measures introduced by
the authorities since the beginning of the stand—-by arrangement
in early 1983. These included substantial increases in utility
tariffs and prices of basic commodities, stringent wage restraint
in the public and private sectors, and new fiscal revenue measures.
They regretted, however, that the momentum of adjustment was not
maintained in 1984 and that important policy slippages had
occurred, in particular through the adoption of a supplementary
budget and additional exchange restrictions. Stronger measures
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urgently implemented. In this context, they emphasized the need
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represented nearly 50 percent of GDP. Moreover, the overall

1ic sector deficit had risen to the eguivalent of 12 nercen
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of GDP in fiscal 1983/84, which Directors regarded as excessive.
They added that fiscal ﬂien*ln‘l'fnn would facilitate the conduct
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of an appropriately tight monetary policy without crowding out

the nrndnprivn pnfprnr1gne sector. It wag also stregssed that a
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restrictive wage policy should be continued and that the reliance
of public corporations and agencies on large government loans

and subsidies should be curtailed sharply through timely pricing

decisions. Concerning the 1984/85 budget, Directors welcomed

the authorities' efforts to restrain the growth of recurrent
expenditure but stressed that these efforts needed to be rein-
forced with additional measures. Restraint in hiring of public
sector personnel; further sizable cuts in current budget expen-—
ditures, and significant improvements in the operations accounts
of public sector enterprises were emphasized by Directors in that

context. A review of the tax system was also called for.

Directors also noted the difficult medium-term outlook for
the economy, with low savings and investment ratios, as well as
a rising debt service ratio. Directors emphasized the need for
redirecting resources to the productive sectors, especially in
the export sector. Directors observed that the public sector
was absorbing resources at a rate that was restraining the
expansion of the productive sectors.

Regarding the need for increased investments, Directors said
that, given resource limitations in the public sector, measures
to promote private investment should be pursued, including greater
freedom of companies to manage their enterprises efficiently, as
well as the liberalization and the formulation of a timetable for
the removal of exchange restrictions on the repatriation of foreign
investor profits and dividends. In view of the large projected
financing gaps in 1984 and 1985, Directors urged the authorities
to undertake the necessary adjustment to reduce these gaps to
financeable levels and to prepare a realistic medium-term invest-
ment program with the assistance of the World Bank, in support
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of which they should redouble their efforts in securing appro-
priate external assistance. Given the high and rising debt
service ratio, Directors urged great caution with regard to
external borrowing.

Directors urged the authorities to continue with their
export promotion efforts and added that a flexible exchange rate
policy would be essential for maintaining the competitiveness of
Zimbabwe's exports. They noted the appreciation of the exchange
rate, which they thought did not go in the right direction.

They also stressed that greater flexibility was needed in the
present exchange control regime.

Finally, Directors hoped that Zimbabwe would adopt a compre-
hensive policy program which could attract Fund financial support.

It was agreed that the next Article IV consultation with
Zimbabwe should be held on the standard 12-month cycle.

The Executive Board then took the following decision:

1. The Fund takes this decision relating to Zimbabwe's
exchange measures subject to Article VIII, Section 2(a), in
concluding the 1984 Article XIV consultation with Zimbabwe and
in the light of the 1984 Article IV consultation with Zimbabwe,
conducted under Decision No. 5392-(77/63), adopted April 29,
1977 (Surveillance over Exchange Rate Policies).

2, The restrictions on the making of payments and transfers
for current international transactions are maintained by Zimbabwe
in accordance with Article XIV except that the exchange restric-
tions arising from the temporary suspension in March 1984 of
remittances of certain incomes (as described in SM/84/208) are
subject to approval under Article VIII, Section 2(a). The Fund
encourages the authorities to take measures that will permit the
elimination of these restrictions as soon as possible.

Decision No. 7804-(84/141), adopted
September 12, 1984
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DECISIONS TAKEN SINCE -PREVIOUS -BOARD MEETING

The following decisions were adopted by the Executive Board without
meeting in the period between EBM/84/140 (9/10/84) and EBM/84/141 (9/12/84).

3. THE GAMBIA - 1984 ARTICLE IV CONSULTATION - POSTPONEMENT

Notwithstanding the period of three months specified
in Procedure II of the document entitled "Surveillance over
Exchange Rate Policies” attached to Decision No. 5392-(77/63).
adopted April 29, 1977, the Executive Board agrees to extend
the period for completing the 1984 Article IV consultation
with The Gambia to not later than October 31, 1984. (EBD/84/240,
9/7/84).

Decision No. 7805-(84/141), adopte
September 11, 1984 '

4, APPROVAL OF MINUTES

The minutes of Executive Board Meeting 84/51 are approved.
(EBD/84/235, 9/4/84)

Adopted Septeﬁbef 10, 1984

5. EXECUTIVE BOARD TRAVEL

Travel by Executive Directors, and by an Advisor to Executive
Director as set forth in EBAP/84/192 (9/10/84) is approved.

APPROVED: July 3, 1985

LEO VAN HOUTVEN
Secretary



