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1. GENERAL ARRANGEMENTS TO BORROW (GAB) - PROPOSALS FOR REVISION
AND EXPANSION

The Executive Directors considered a memorandum setting out the text
of revisions to the existing General Arrangements to Borrow (SM/82/239,
12/28/82), prepared in respouse to requests at the conclusion of the pre-
liminary discussion at EBM/82/162 (12/17/82).

The Chairman commented that the procedure by which the Executive
Board was discussing the proposed revision and expansion of the GAB was a
good one; the Executive Board was having an opportunity to make its input
before conclusions had been reached, or even discussed in final form by
the participants in the GAB. The Deputies of the Group of Ten under
Mr. Dini would meet 1In a few days; it would be helpful for them to have
the views of the Executive Board before their meeting.

Mr, Erb agreed with the Chairman that the procedure by which the
Executive Board could provide input to the participants in the GAB was a
good one.

With respect to the substance of the proposed changes, Mr. Erb
remarked, in connection with the heading "Interest and Charges” on page 3
of SM/82/239, that the staff had described the intention of the Deputies
to abolish the transfer charge and to allow interest on GAB loans to
accrue at a rate equal to the full combined market interest rate used by
the Fund to determine the SDR interest rate. His authorities would prefer
the interest to be paid quarterly rather than annually, as proposed by the
staff on page 4. Under the heading "Use of Borrowed Currency” (page 4),
he emphasized the importance that his authorities attached to the principle
that access to the Fund's resources by individual members would be deter-
mined by the applicable policies of the Fund and by the financing available
from all sources to the Fund, and would not depend on whether or not GAB
resources could be drawn upon to finance such access. With respect to the
period of renewal, the United States believed that the review of the
General Arrangements should take place in accordance with the existing
five—-year cycle; it did not see any need to relate the renewal pericd to
the review of quotas.

Speaking on the section "Financing of Transactlions with Non-
participants,” Mr. Erb remarked that the staff had written, "the proposals
of the G-10 Deputles envisaged that the GAB may be activated to meet
requests from nonparticipants for conditional financing,...” On that
point there had been considerable discussion of what was meant by “condi-
tional financing.” His authorities had understood that the financing
should be associated with upper credit tranche use of Fund resources,
thus excluding drawings in the reserve tranche or first credit tranche
drawings standing alone. The staff had continued by saying, "if the Fund
is faced with an inadequacy of resources to meet such requests and they
reflect an exceptional situation that could threaten the stability of the
international monetary system.”™ The Deputies had added a second condition,
namely, that the inadequacy of resources should arise from an exceptional
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situation associated with requests from countries with balance of payments
problems of a character or of an aggregate size that could pose a threat
to the stability of the international monetary system. The idea contained
in that clause should have been Incorporated in the staff text.

Regarding the section on "Parallel Creditors,” Mr. Erb considered
that further discussion would be required not only among the G-10 Deputies
themselves but also between the Fund, the G~-10 Deputies, the participants
in the GAB, and potential parallel lenders. The description given by the
staff was a useful gstarting point. While he could agree that in the case
of parallel creditors the Fund would be able to use the resources of the
GAB for the same purposes and under the same conditions as the participants,
one of several matters still needing to be resolved was whether, when the
GAB was used for parallel lenders making reserve tranche drawings or first
credit tranche drawings standing alone, the parallel lenders would be
subject to the same GAB review as participants. Another issue that would
need to be resolved was what say the GAB participants would have regarding
the approval of any new parallel creditors that might wish to link them-
selves to the General Arrangements. His present view was that a consensus
by the GAB participants would be required before a parallel lender was
able to enter into a formal arrangement with the particlpants. One reason
for taking that view was that if a parallel lender were able to have
access to GAB resources on the same terms and conditions as GAB partici-
pants, 1t would thereby be affecting access to the General Arrangements
by other participants. All such matters could well be discussed among
the G-10 Deputies and between the G~10 Deputies and potential parallel
creditors.

Under the heading "Other Nonparticipants,” Mr. Erb continued, he
reiterated the point that GAB loans would not be available to finance
reserve tranche purchases or first credit tranche purchases standing
alone. As to whether GAB loans could be used for extended arrangements
requested by participants, the modification to the existing arrangements
would be minor; his authorities had an open mind on the point. In passing,
he had been asked what resources would be available to the United States
if it drew oun the Fund under an extended arrangement, The amount
(4,50 x $13 billion) would be rather large.

On page 7 of SM/B82/239, Mr. Erb noted, the staff had described
two versions--Version A and Version B-—af the criteria for activating
the General Arrangements in favor of nonparticipants, Version B (page 19
of SM/82/239) contained the phrase "an inadequacy of resources readily
available.” He did not believe that the introduction of the term "readily
avallable” added much to the criterion. Ultimately, both the Executlive
Board and the participants in the General Arrangements would have to make
a judgment regarding the liquidity position of the Fund, and whether it
needed to be enhanced by the use of GAB resources 1f the other criteria
were met. It would therefore be useful to know what the staff had in
mind in using the term "resources readily available.™ Meanwhile, his
authorities put great stress on the arrangements described by the staff
on page 7 of SM/82/239 whereby "on the basis of [the] consultations [the
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Managing Director] could negotiate arrangements with the reasonable
assurance that GAB resources would be available, even though calls could
not be made until specific proposals for activation, and the arrangements
themselves, had been approved.”

Mr. Nimatallah remarked that Mr. Erb had said that the association
of any parallel creditor with the General Arrangements would need
consensus by the participants. He had always assumed that such a
consensus would be necessary. But would such a consensus be required
each time that a parallel creditor made a loan in conjunction with the
participants, or only on the occasion when the parallel creditor was
first associated with the General Arrangements?

Mr. Erb replied that his understanding was that consensus by the
participants would be needed only at the time that a country became a
parallel creditor associated with the General Arrangements.

Mr, Laske observed that the staff had made a great step forward
in helping to revise and expand the General Arrangements to Borrow.
The text proposed in SM/82/239 would certainly not be final, so that
the comments of Executive Directors would be helpful to the Deputies
and Ministers of the Group of Ten in coming to a conclusion.

Taking up the proposed changes in the General Arrangements,
Mr. Laske referred first to paragraph 1(xi) on page 11 of SM/82/239,
Paragraph 1(x1) contained the definition of "parallel creditor.” Like
Mr. Erb, he believed that the assoclation of a parallel creditor with the
General Arrangements should require the consent of the participants on
the occasion when the parallel arrangement was worked out. Similarly,
in paragraph 21 it was his understanding that, broadly speaking, the
obligations and rights of any parallel creditor should be as similar as
possible to the obligations and rights of a participant in the General
Arrangements. However, paragraph 21 as drafted seemed to be rather
asymmetrical in the sense that the proposals incorporated primarily the
rights of the parallel creditors, while the obligations were only to be
embodied in an agreement between the Fund and the parallel creditor. As
a matter of principle, it seemed better either for paragraph 21 to include
both the obligations and the rights of parallel creditors, or for neither
to be included in the decision but embodied in parallel agreements.

In paragraph 9, Mr. Laske observed, it was proposed that interest
should be paid on an annual basis. Like ¥r. Erb, he saw no reason not to
maintain the payments of interest outstanding from the General Arrange—
ments on a quarterly basls; remuneration and payments of interest on SDR
positions were different from payments of interest on loans under the
General Arrangements. Moreover, proposed paragraph 9 tied the interest
to be pald on claims under the General Arrangements to the formula for
determining the SDR interest rate as it might stand at any given time. It
would be preferable if the paragraph would indicate that what was meant
was the SDR formula as it stood at present. Then, if the SDR formula
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were changed by a decision of the Executive Board, the new formula would
not automatically apply to participants in the General Arrangements to
Borrow. It would also be desirable tc maintalin a floor for the rate of
interest to be paid on claims under the General Arrangements. The floor
could be 4 per cent, the rate currently paid on GAB claims.

Taking up paragraph ll--repayment by the Fund--Mr. Laske recalled
that under the Articles of Agreement before the Second Amendment, the Fund
had accepted an obligation to repay GAB creditors when a country that had
drawn on the Fund and caused an activation of the General Arrangements
reconstituted its reserve tranche. The Second Amendment had eliminated
the obligation to reconstitute a reserve tranche after a drawing, thus
creating a hiatus between the Articles of Agreement and the provisions
of the General Arrangements. He would like te fill that gap by inserting
in paragraph 11 a provision by which the Fund would be obligated to repay
a GAB creditor for amounts that had been used to finance the reserve
tranche drawing pari passu with the reconstitution of the reserve tranche, .
if the action took place prior to the maturity of the claim on the General
Arrangements, which would be five years.

The Deputy Managing Director recalled that, before the Second Amend-
ment of the Articles of Agreement, if a member had purchased its reserve
tranche repurchase, and the General Arrangements had been activated for
the purpose, the participants in the General Arrangements had to be repaild
by the Fund at the moment of the repurchase. However, if the drawing
member's reserve tranche position had been reconstituted because the Fund
had used its currency, there had been no automatic repayment to the
participants in the General Arrangements.

Mr. Laske saild that he had understood the significance of the point
made by the Deputy Managing Director. If the General Arrangements were
being revised, he would like to return to the position by which, when a
drawing member reconstituted its reserve tranche, the Fund would be
obligated to repay the amount borrowed from the participants in the
General Arrangements to Borrow.

As his authorities understood the matter, Mr. Laske went on, the
extension of the General Arrangements for use by the Fund in connection
with drawings under stand-by arrangements, extended arrangements, and
upper credit tranche purchases by nonparticipants was closely tied to
the present situation in the world economy. Consequently, in discussing
the renewal date for the General Arrangements in paragraph 19(d), he
would prefer to see the insertion of language which would ensure that at
the time of any renewal, the extension of the General Arrangements to
nonpart icipants would only be permitted 1f the special circumstances under
which the extension had originally been decided were considered by agree-
ment between the participants and the Executive Board to continue to
prevail.
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Commenting on a technical point in connection with paragraph 21(a),
Mr. Laske remarked that there seemed to be some difference in language
between paragraph 21(a), which concerned the activation of the General
Arrangements for the benefit of a parallel creditor, and paragraph 6,
which dealt with the activation for the benefit of the participant.
Whereas paragraph 6 referred to exchange transactions and stand-by
arrangenents, paragraph 21(a) referred only to exchange transactions.
He wondered whether there was any difference of substance between the
two. As to the two versions of paragraph 21(b), hils authorities found
that there was little difference between them. They had a slight
preference for Version A but could well accept Version B provided that
the adjectives "actual and expected” were deleted before the word
"requests” in the second line. In paragraph 4(i) of the conclusions
reached at thelr meeting of December 10, 1982, the G-10 Deputies had
suggested that the GAB should be activated to finance purchases by other
members 1f the Fund were faced with an inadequacy of resources "to meet
appropriate requests for conditional financing.” It would be better if
the staff would adhere to the language adopted by the G-10 Deputies.

Mr. de Maulde stated that he had no difficulty with the staff text.
It had been instructed to change as little as possible, and it had done
a good Job.

On the technical points raised by other speakers, Mr. de Maulde said
that he would agree with Mr. Erb regarding the desirability of maintaining
quarterly payments of interest. He was rather doubtful about the need to
maintain an interest rate floor or to specify that the calculation of the
SDR intetest rate was that prevailing at the present time. However, 1f
there was a consensus on those points, he would joln in. Mr., Erb had a
good point regarding the review date; it would be better to adhere to the
five-year cycle without referring to the Fund's quota reviews.

Taking up more substantial matters, Mr. de Maulde referred to the
footnote on page 6 of SM/82/239, which explained that, without amendment,
the General Arrangements might be activated as a means of financing
extended arrangements with nonparticipants but not with participants.

The discrepancy between the two groups should be eliminated. Under the
heading "Other Nonparticipants,” the staff had written that the General
Arrangements should be activated to enable the Fund to finance conditional
drawings but not drawlings under any of the special facilities. While he
could accept the general principle, more precision was needed. Borrowing
under the General Arrangements would be more expensive than normal Fund
financing; it was important to consider as a matter of principle how

the Fund should use 1ts cheaper resources compared with its more expensive
resources, It might be preferable for the Fund to use high-cost resources
to finance special facilities with low conditionality and to use its
cheaper resources for financing high-conditionality drawings. He was not
making a specific proposal on the point.

With respect to the alternatives in paragraph 21(b), Mr. de Maulde
stated that he could go along with Alternative I, Version B, in its
present form. TIf there was no agreement to adopt that text, he could
also go along with Alternative II.
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Mr. Anson stated that he agreed with what the Chailrman had said about
the procedure for revising the General Arrangements. The G-10 Deputiles
had produced a helpful outline for comment by the Executive Board, but
it was clear that once attempts were made to put the requirements into
more legal language, further refinement would be needed. 1Indeed, he hoped
that the Executive Directors not assoclated with the Group of Ten would
make comments; their input would certainly be helpful. 1In particular,
the Group of Ten had probably not yet examined its future relationship
with Switzerland in connection with the General Arrangements. There was
a fundamental difference between a member and a nonmember, in that the
nonmember could not draw an the Fund. Tt might therefore be best to
leave the matter for discussion between the participants and Switzerland,
and to retain the possibllity of assoclate status as well as that of
parallel creditor at that stage.

Similarly, Mr. Anson went on, more work might be needed to see
exactly how the proposed paragraph 21 fitted in with the purpose of the
exercise. It would be best to provide for quite wide variations in the
forms of parallel lending to meet the interests of the Fund and the
circumstances of individual parallel creditors., There need not be a
single model agreement. The original intention was to retain the exist-—
ing General Arrangements as far as possible, but to graft onto them
arrangements that would allow the resources of participants to be lent
Ln parallel with loans from other surplus Fund members to finance condi-
tional drawings by nonparticipants. One possible approach would be to
ask parallel creditors to undertake to consider calls only in the circum-
stances set out 1n paragraph 21(ec). That would be a different approach
to that envisaged undetr the proposed wording of paragraphs 21(a) and (b).
If that approach were accepted, the reciprocal relationship between the
participants in the General Arrangements and the parallel creditor would
arise only In relation to those loans made in conjunction with conditional
drawings by nonparticipants, and the need for new provisions referring to
reserve tranche drawings and other low-conditionality drawings would
disappear. There was one other point where some ambiguity might arise.
The staff had assumed on page 5 of SM/82/239 that parallel creditors would
agree that the Fund could resort to thelr credit lines 1n the same clrcum-
stances and for the same purposes as in the case of participants' credit
arrangements, Iincluding refinancing an early encashment of a claim on the
Fund. As he understood it, under the General Arrangements as they now
stood, the GAB could be used to finance encashment of GAB claims but could
not be used to flnance encashment of other claims.

Taking up the points made by Mr. Erb and Mr. Laske, Mr. Anson said
that he agreed with many of them. It would be useful 1f the language
would indicate that the review of the General Arrangements would bear
particularly on the need to continue the enlargement of the arrangements
at the moment of the review, and he also agreed with Mr. Erb regarding
the five-year review cycle. He saw no reason for changing the present
arrangement under which interest payments to GAB creditors were made on
a quarterly basis, although he had no Instructions on that point. He
agreed with Mr., Erb in emphasizing the need for uniformity of treatment
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of individual members' requests for Fund assistance. On the.question
whether conditional financing referred to the first credit tranche as
well as the second and subsequent tranches, Mr. Erb's comments seemed to
have some force. Regarding the approval of parallel lending arrangements
by the participants in the General Arrangements, he agreed with Mr. Erb
that approval should take place at the stage where a declaration was made
that a parallel lending arrangement was being established. However, there
should be sufficient flexibility to allow for a variety of parallel lend-
1ng arrangements. In those circumstances, he agreed with Mr. Laske that
it would be preferable to mention the obligations as well as the rights
of parallel creditors, to the extent that they needed to be spelled out
in the decision, particularly as they might vary somewhat, depending on
the nature and scope of an individual lending arrangement.

As a matter of tidiness, he agreed that if the words “extended
arrangement” appeared in paragraph 10 of the General Arrangements 1in
relation to nonparticipants, they should also appear in paragraphs 6 and
7-—although in practice the provision might not be invoked very often—-
Mr. Anson observed. Similarly, if there was to be an agreement about the
definition of the interest payment, it might be better to spell out the
fact that the formula Iin question was the formula in force at the moment
when the new arrangements became effective. He also sympathized with
Mr. Laske on the desirability of maintaining a floor for the interest
rate paid to GAB creditors, although in present circumstances he wondered
if 1t would make much practical difference. Mr. Laske's point about
repayment to GAB creditors when a reserve tranche was reconstituted, also
seemed valid., As to the language of paragraph 21(c), his authorities were
inclined to favor Version B, which seemed to be an improved reflection of
the language prepared by the G-10 Deputies. 1If Version B was not accept-—
able, his authorities would prefer to fall back on Version A rather than
on Alternative II. The polnts included in Versions A and B were so
crucial to the significance of the whole operaticon that the language ought
to appear in the decislon itself rather than in some other document.

Mr. Kafka remarked that he would have had no questions if those posed
at EBM/82/162 and mentioned in the Managing Director's summing up had
been answered. Unfortunately, they did not seem to have been. First,
why should decisions on activation and those on whether there was a need
both prolonged enough and large enough to require special action be con-—
fined to the lenders? Would 1t not be better to adopt the system agreed
upon with the Saudi Arabian Monetary Agency, by which the potential lenders
gave a firm commitment to lend, naturally subject to suspension if the
balance of payments situatlion made lending impossible, and then leave the
judgment to the Executive Board, on which all potential lenders were repre-
sented with substantial voting power?

Moreover, Mr. Kafka continued, he could not agree with the staff
that the proposals as presented were nondiscriminatory. While access to
the General Arrangements was nondiscriminatory as between conditional and
nonconditional drawings for particlpants, it was not so for other countries
drawing on the Fund. There was also discrimination with respect to lending.
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The relatlonship between participants and parallel lenders seemed to be
on a two-class basis. However, supposing those matters to be settled, he
had comments on specific paragraphs.

In paragraph 1(xi), Mr. Kafka inquired, could the status of a parallel
creditor be denled by the participants, unless the parallel creditor was
not prepared to lend on the same terms and conditions as participants? In
other words, could the participants insist that a Fund member should not
become a parallel lender? Second, some phrases in the staff's commentary
could with advantage be 1ncorporated in the body of the revised decision
itself. Specifically, the sentence at the end of the commentary on page 4
confirming that access to the Fund would not depend on whether or not GAB
resources could be drawn upon to finance it could well be incorporated
in the body of paragraph 10. In paragraph 21, Alternative I(c), 1t would
be useful to specify with whom the Managing Director should consult. As
to the various texts, his own preference was for Alternative I, Version B.
Finally, it would be helpful to incorporate in the decislon as paragraph 21,
Alternative I(d), the sentence at the bottom of page 8% and the top of
page 9 of SM/B2/239 reading, "It should be clear that consultations on a
proposal for finmancing purchases by a nonparticipant would not deal with
the question of the consistency of the requests with the applicable policies
of the Fund or the adequacy of the program on which the request is based.”

Mr. Hirac stated that, first, he could support the idea of leaving the
quarterly payment of interest on GAB claims unchanged. Second, he agreed
with Mr. Laske that the General Arrangements should be amended to the
extent necessary, so0 as to require the Fund to repay to participants in
the General Arrangements on the reconstitution of the reserve tranche by
a drawer on the Fund. Third, he agreed with the staff that in practice
there was probably little difference between paragraph 21, Alternative I
and Alternative II. However, he was inclined to favor Alternative I, which
seemed to be closer to the conclusions of the G-10 Deputies. He could
accept either Version A or Version B, He agreed with Mr. Erb and Mr. Laske
regarding thelr other points.

Mr. Vidvel remarked that paragraph 11 stated that the Fund should
repay to the participants an equivalent amount five years after a transfer
by a participant in the General Arrangements. On the other hand, the Fund
would be able to borrow from the General Arrangements to cover extended
arrangements with nonparticipants, and they might have a maturity of elght
years., He wondered whether he was right in thinking that the mismatching
of maturities between the Fund’s borrowing from the General Arrangements
and its lending to members might cause difficulties. He had raised the
same point on other occasions; it was perhaps time for the Fund to consider
it.

Mr. Polak noted that the present discussion for the revision and
enlargement of the General Arrangements to Borrow was much more efficient
than that which had preceded the negotiation of the General Arrangements
in 1961. He agreed with many of the suggestions that had been made by
earlier speakers. For instance, as suggested in the footnote to page b
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of SM/82/239, it would be useful to make the changes in paragraphs 6

and 7 needed to introduce extended arrangements into the General Arrangements
to Borrow, whatever the practical significance might be. With respect to
paragraph 21, he strongly preferred Alternative I to Alternative IT, and
he could go along with Version B. Some reconciliation of the language
might be needed, particularly with respect to the use of the word "condi-
tional.” In paragraph 21(b), the staff had used the word “conditional
tranches” and 1n paragraph 21{c), Version A, the words "conditional
financing.” Neither term was exact, and the word "conditional™ meant
differant things in each case. As he had understood it, the term "condi-
tional tranches” would include first credit tranche drawings, while the
term “conditional financing”™ surely included the upper half of the compen-
satory financing facility.

Concluding his remarks, Mr. Polak commented on the proposals far
parallel creditors. To the greatest extent possible the relation of the
parallel creditors to the Fund should be spelled out in the Fund decision,
leaving only details to the bilateral arrangements. The tendency seemed
to have been to make parallel creditors as close to participants as they
could be; consequently, the admission procedure should be that suggested
by Mr. Erb and others, namely, that the parallel creditors should be
accepted by all participants. On the question of similar treatment for
parallel creditors, was paragraph 11(d) of the draft revised agreement
suitable as it stood? The paragraph provided that repayment should be
made to participants in proportion to the Fund's indebtedness, but it
seemed to him that parallel crediteors should also receive payment.

Mr. Malhotra associated himself with the observation by Mr. Kafka
to the effect that some of the issues raised at EBM/82/162 had not
been answered, and that SM/82/239 gave the impression that the
questions raised on that occasion by some Executive Directors had not
been considered relevant. In the circumstances, he found it difficult
to make any meaningful comments on the document under discussion. For
instance, Mr. Kafka and others had raised a question about the decision-
making process in connection with activation of the GAB, which he
considered the most crucial issue. On the same occasion, Mr. Finaish
had also made a strong case for having only one forum in which a decision
to activate the GAB would be taken. Neither of those questions had
been answered.

Consequently, Mr. Malhotra went on, he would repeat what had been
said at EBM/82/162, First, it had been said that decision making with
respect to activating the General Arrangements to Borrow should remain
with the Executive Board. In support of that contention it had been
argued that the participants in the GAB were strongly represented in the
Executive Board. If they were opposed to activation, the Managing Director
would find it difficult to proceed. The advantage of having the decision
taken in the Executive Board was that many members of the Fund who were
not part of the Group of Ten would at least have an opportunity of being
heard.
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Second, Mr. Malhotra remarked, the Board had given management a ceil-
ing within which it could borrow, and thus had some control over the Fund's
borrowing. With all those safeguards built into the system, he and others
doubted whether it was desirable to have a second stage of approval, which
could turn Iinto a veto for the whole operation.

Third, Mr. Malhotra considered, under the Articles of Agreement, it
was the Fund that was supposed to oversee the international monetary
system and should be in the best position to decide whether it was likely
to suffer major impairment. It was also for the Executive Board to decide
on the adequacy of the Fund's resources in a given situation. The matter
was Indeed one of principle, and should not be sacrificed on the altar of
convenience. He understcod that the Managing Director would in any event
have to consult with the participants in the GAB before making a proposal
to the Executive Board, and that if he found that the participants were
not disposed to proceed, he might not make a proposal to the Board. From
his standpoint, however, the prior consultation with GAB participants was
another safeguard that argued in favor of having the ultimate decision
taken in the Executive Board. Mr. Finaish, In strongly arguing against a
two—tiler decision-making process, had suggested that, if necessary, further
safeguards could perhaps be considered. His own view was that the safe-
guards already in place were adequate and it was therefore unnecessary to
have two separate decisions in connection with activation.

The arrangement hetweea the Fund and the Saudli Arabian Monetary
Agency was quite different from that between the participants in the GAB
and the Fund, Mr. Malhotra noted. While, naturally, the Saudi Arabian
authorities would decide whether they had resources avallable for lending
to the Fund, it was not they who decided whether the circumstances warranted
borrowing by the Fund. It was important to know whether such arrangements
would be preserved, or whether parallel creditors would also have to enter
arrangements similar to the GAB. The Saudi Arabian authorities lent for
seven years, while the GAB credits would be repayable in five years. There
could thus be a mismatch as special Fund facilities envisaged repayments
over a substantially longer period.

More generally, Mr. Malhotra observed, he and several of his colleagues
did not favor the idea of the establishment of an emergency fund if it
was likely to affect an appropriate enlargement of the Fund. Even If the
GAB were operated as an emergency fund, the decision for its activation
should be taken in the Executive Board. As G-10 Deputies were to meet
in mid~January 1983, thev should be asked to consider the view that the
ultimate determination on activation should remain with the Executive
Board. The expansion of the GAB and its extension to nonparticipants
was a major development; he hoped that 1t would take place in such a way
that the cooperative and nondiscriminatory character of the Fund would
not be affected.

Mr. Schneider reported that his Belgian authorities wished interest
payments to continue on a quarterly basis and to ensure that the calcula-
tion of the interest rate would remaln related to the SDR valued as at
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present. They also favored a review in accordance with the present five-
vear cycle, and they preferred Alternative I, Version B in paragraph 21(c),
but they could accept Alternative I, Version A.

Regarding the parallel creditors, Mr. Schneider noted that Switzerland,
a nonmember of the Fund, could have the same status as a parallel creditor
by including the words in square brackets in paragraph 1(xi) of the draft
revised arrangements. If that procedure were not adopted, he understood
that there would be three types of creditors: participants in the GAB;
an associated member, Switzerland; and parallel creditors. Such an arrange-
ment would be a downgrading of the rights and obligations of parallel
creditors. However, supposing that the sentence in square brackets were
adopted, would the parallel creditors have the same status as Switzerland,
or would Switzerland have the same status as the parallel creditors? The
potential difference, of course, could be the present observer status of
Switzerland. Second, it was rather unclear what the rights and obligations
of parallel creditors would be. For instance, if the agreement of partici-
pants in the GAB was needed to activate the General Arrangements, and the
parallel creditors would not agree to an activation, what would happen
then? It was surely for that sort of reason that Mr. Laske had asked that
the rights and obligations of the parallel creditors should be spelled out
in the decision itself. Third, if the participants in the GAB wished the
status of participants and parallel creditors to be almost identical, he
would find it difficult to accept Mr. Anson's proposal that the funds made
available by parallel creditors should only be used for financing arrange-
ments in the higher credit tranches.

Mr. Donoso asked for clarification of paragraph 21(b) in Alternative T.
Tt would surely be rather difficult for a member to make a formal request
for an arrangement 1f there were any possibility that the resources would
not he made available. It was valuable for members to know in advance
whether rescurces would be avallable or not. The present General Arrange-
ments allowed for the consultation process to begin as soon as a partici-
pant approached the Fund, as stated in paragraph 6. Alternative IT in
paragraph 21(b) alsoc made it possible to hold consultations before any
formal request was made. The request was necessary only as a preliminary
to making a call on the GAB, not to inltiating consultations or other
procedures, On the other hand, as he understood it, Alternative I meant
that an initial consultation could not take place until a request had
been received.

The Chalrman remarked that he had not seen the difference between
Alternative I and Alternative IT in the same light as Mr. Donoso. As he
understood it, the essential difference between the two was that in
Alternative II nothing was sald about the conditions for activation,
which were to be left to understandings between the Fund and participants
in the GAB. The problem ralsed by Mr. Donoso in relation to both Versions A
and B under Alternative I would also occur under Alternative II, because
the terms and conditions were intended to be placed not in the
decision but in a communication of the sort that Mr. Baumgartner had sent
to the other participants in 196l.
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The Director of the Legal Department commented that Mr. Donoso had
in effect remarked that paragraph 6 stated that activation of the GAB
could take place when the Fund was approached, while the language in
paragraph 21(b) provided that the procedure could be initiated only in
connection with a request. He would answer by saying that in para-
graphs 21(a) and 21(b) it had been made clear that paragraphs 6 and 7
applied to all activations, including those for nonparticipants. Para-
graph 21(c), on the other hand, was intended to indicate that when there
was an activation, there were certain circumstances that would have to
be taken into account,

With respect to the Chalrman's remarks, the Director of the Legal
Department went on, the purpose of the language in paragraph 21 was to
permit consultations with participants hefore proposals for calls were
made. To answer Mr. Kafka, who had asked why in paragraph 21 a descrip-
tion of the partners to the consultation had not been included, paragraph 6
also used the term "after consultation.” It had been decided in para-
graph 6 not to indicate the entities with which the Managing Director
would consult, in order to leave him free to consult anyone he thought
fit. Only in paragraph 7 had it been stated that the proposal might not
be made unless the Managing Director had consulted both the Executive
Directors and the participants. If the Managing Director suspected that,
as a result of approaches that had been made or of approaches that might
be made in the future, there might be a threat to the international
monetary system accompanied by an inadequacy of resources on the part of
the Fund, the Managing Director could approach the participants. He would
of course at that time not be making a call on the resources of the GAB
because he would not have received the requests from Fund members that
would lead to a call. What he would be doing would be obtaining the
reaction of participants to a possible request to replenish the Fund's
resources. Once the participants had considered the Managing Director's
observations and had agreed that there was an inadequacy in the Fund's
resources, the Managing Director would initiate the procedure for activa-
tion, but only after consulting Executive Directors and participants in
accordance with paragraph 7.

Mr. Erb reverted to the difference between Version A and Version B
in Alternative I of paragraph 21. What he liked about Version B was
that it made it clear that in forming a judgment about the activation of
the General Arrangements for nonparticipants, those concerned with the
decision making would be looking not only at actual requests but also at
requests expected toc be received in the near future. Even under Version A,
in making a judgment that the use of the General Arrangements for non-
participants was necessary, participants would be taking expected requests
into account, because they would be related to the prospects of the Fund's
liquidity position. The main difference between Version A and Version B
therefore was that Version B made the point more explicit.

Mr. Erb remarked that the inclusion of the phrase "readily available”
in Version B created a problem for the U.S. authorities and made them
lean in the direction of Version A. Version B seemed to suggest that the
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resources were close to being avallable, whereas under Version A there
was no suggestion one way or the other that the Fund might have exhausted
its resources, thus leaving open the question of whether the Fund might
have access to other resources. It would certainly not be a good idea to
use language implying that the Fund had exhausted its resources before

it could engage in consultations with the participants.

The Chairman commented that perhaps the words "readlily available”
gave an impression of referring only to resources immediately at hand to
the Fund. Clearly, in the clrcumstances referred to, the Fund would not
for instance consider selling gold before undertaking consultatlons with
the participants. He would have no objection to the language in Version A
if it was understood that "inadequacy of resources” did not imply a complete
exhaustion of borrowing sources and the liquidation of the Fund's assets.

The Treasurer agreed that the term "readily available” might not be
exactly what the staff had had in mind. What was intended in Version B
was to explain that there should be no legal presumpticn that the Fund
would have to be on the point of exhausting all means of financing, includ-
ing arranging new borrowing or selling gold, before undertaking consulta-
tions with the participants. What the staff had had in mind for the term
"readily available"” was the same concept that was used in connection with
the operational budget. TIn addition, the staff would Iinclude SDR holdings,
to the extent that their use was consistent with the decisions of the Fund,
and any lines of credit actually usable at that time.

Mr. Erb commented that he did not agree with the Treasurer that the
language in Version A contained a presumption of exhaustion. The topic
had been discussed among the G-10 Deputies, and it had been decided to
have a vaguer concept that would not presume the exhaustion of Fund
resources. The decision on how the Fund would raise additional rescurces--
whether on the market, by short—term borrowing arrangements, by medium-
term borrowing arrangements with officlial authorities, or by an approach
to the participants--was a decision that ought to be made by the Fund.

As he understood the Treasurer, the implication was that the Fund would
first go to the participants in the General Arrangements. In his view,
that was not necessarily so. The proposal to expand the General Arrange-
ments did not preclude the Fund from saying, at any time, that it would
prefer to go to the market, or to any other source, rather than take
advantage of the offer by the participants iIn the General Arrangements.

The Treasurer commented that Mr. Erb seemed to be starting from the
presumption that the Fund could not go to the General Arranggements unless
it had fully explored all other means of railsing additlonal resources. If
that was the intention, the term "Inadequacy” was certainly rather strong.
However, as the matter had been well thrashed cut, there might be no need
to amend the word in the text, since it had been used in the conclusions
of the G-10 Deputies. On the other hand, it would be desirable to imsert
a phrase to explain that there was no presumption that the Fund must
exhaust all means of raising additional resources before approaching
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the participants in the GAB. As to the point made by Mr. Malhotra and
echoed by Mr. Erb, the language in no way enjoined the Fund from borrowing
from other sources, selling special drawing rights, or going to the market.

The Director of the Legal Department commented that one way of deal-
ing with the problem would be to reflect the understanding of what was
meant in the report that would accompany the proposed changes. Naturally,
management, the Board and the participants would be guided by that under-
standing. There seemed to be no difference in substance between Mr. Erb
and the staff; Mr. Erb had suggested that the Fund did not need to have
exhausted its other means of raising rescurces, and the Managing Director
had explained that he wished to be assured that he would not be prevented
from approaching other sources if it seemed desirable to do so. In the
circumstances, there ought to be no difficulty in reaching a conclusion
that could be reflected in the report to accompany the proposed changes.

Mr. Prowse commented that the point raised by Mr. Erb regarding the
meaning of the term "readily avalilable" was one of the most important in
the whole paper. He hoped that the meaning could be further spelled out,
egpecially for those who might wish to activate the General Arrangements
to Borrow in the years to come. He therefore hoped that the staff could
produce language along the lines suggested by the Director of the Legal
Department and the Treasurer.

More generally, Mr. Prowse went on, the staff had produced a useful
paper, even though the timetable had prevented him from receiving comments
from his authorities. He had however noted that, as written, the draft
provided for three groups of borrowers: the participants, an assoclated
country, and nonparticipants. There was thus bound to be some absence
of uniformity in arrangements. Moreover, what was being proposed was
much more like an assoclate status than a parallel arrangement. Other
potential creditors would be assoclated with the participants in the
General Arrangements to Borrow instead of becoming members of a parallel
arrangement because the arrangements between the Fund and the other
creditors were not parallel, in the sense that they did not reflect
preclsely the situation of the GAB itself.

His observations on the draft reflected those of nonparticipants,
Mr. Prowse went on. He hoped that the final draft would spell certain
points out more fully. For Iinstance, the role of parallel creditors in
decision making in connection with activation had receilved surprisingly
little attention. Paragraph 7 seemed to make decisions for calls for
any of the purposes involved, including activation of the GAB for the
benefit of parallel creditors, subject to acceptance by participants
only, and not by parallel creditors. Naturally, that was a matter that
the parallel creditors themselves would need to look at; he assumed that
parallel creditors would wish to have more than observer status in consul-
tations that would lead to activation of the GAB, especially in regard
to their credit arrangements.
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Another point, which had been more fully discussed, was the defini-
tion of parallel creditors, Mr. Prowse commented. He assumed that there
would be negotiations between potential parallel creditors and the Fund
on such matters as a minimum commitment, the possibility of providing
usable currencies, the reserve strength of the potential parallel creditors,
and the like. Tt would be useful to lay down either in the decision
itself or in a document of understanding whether it was the participants
in the GABR that would determine the criteria for parallel creditors,
whether they would do so in consultation with the management or with the
Execut ive Board of the Fund, and whether the participants wished to have
veto power over participation in parallel arrangements as they did over
participation in the GAB itself. 1Tt seemed clear that participants in
the GAB would wish to have a role in considering which countries should
be parallel creditors, but nothing had been said about the relation of
that role to the actions of the Executive Board and management.

Regarding the activation of the General Arrangements for nonpartici-
pants, Mr. Prowse felt that there was considerable support for Alternative I,
which would be the preferred choice of his chair. It was important to
have the criteria set out in the decision itself. Under Alternative 1,
he, like the majority of those who had spoken, would prefer Version B,
which would provide some flexibility while remaining consistent with what
seemed to be the principles adopted by the participants in the General
Arrangements. Finally, like Mr. Malhotra, he noted that the intention
seemed to be to limit the use by nonparticipants of the resources provided
both by participants and by parallel creditors to high—-conditionality
lending. Mr. Polak's points were well taken, but he was not clear why
the participants in the General Arrangements would wish to restrict the
use of the resources to such lending. In the nature of the clrcumstances,
which would have to be such as to threaten impairment of the international
monetary system, it seemed unlikely {n any case that much good could be
done by lending in the reserve tranche or the first credit tranche to Fund
members who were not also participants in the General Arrangements. But
it would be interesting to know why the participants themselves would wish
to exclude other possible forms of lending.

Mr. Joyce stated that he too found the procedures being followed by
the Fund and the participants to be helpful and appropriate. They did
give the Executive Board an opportunity to express 1ts views In advance
of any declsions that might be taken by the Group of Ten. His views, like
those of Mr. Prowse, would be personal for lack of reaction by his author-
ities, and they would cover five points. TFirst, he supported Mr. Laske
In feeling that the decision should spell out the rights and obligations
of both participants and creditors either in full or not at all. Second,
he agreed with those who had suggested that more uniformity of treatment
between participants and nonparticipants might be desirable, Third, he
agreed with those who suggested that if the facility was to be used to
assist in financing extended arrangements with nonparticipants, it should
surely be available in similar circumstances to participants. Fourth,
payments of interest should continue to be made quarterly. Fifth, he
agreed with Mr. Laske that it should be made clear specifically that there
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was an obligation to repay GAB creditors when a member reconstituted its
reserve tranche, no matter how the reconstitution occurred. Sixth, he
agreed with Mr. Anson that more thought should be given to the status of
Switzerland, and to any changes that might be suggested.

His authorities had no strong preference for either Alternative I
or Alternative II in paragraph 21, Mr. Joyce observed. However, if
Alternative T was to find favor, they would have some preference for
Version B on the grounds that it was more flexible, Moreover, Version B
had tried to clarify the meaning of the term "inadequacy of resources"”
by including the words "readily available.” The words "inadequacy of
resources” alone might run the risk of being interpreted in too restric-
tive a manner. On the other hand, he agreed with Mr. Erb that the exis-
tence of the General Arrangements to Borrow should not deter the Fund
from seeking additional finance elsewhere 1f it were judged appropriate
to do so. In general, Version B seemed quite appropriate, although
better individual words mighr be found.

Regarding the terminology 1in paragraph 9(c¢), Mr. Joyce noted that
the staff had used the phrase "other currencles that are actually convert-
ible.” Traditionally, the Fund had used the term “freely usable currenciles,’
and he wondered whether "actually convertible currencies” was a broader
concept.

Mr. Felto stated that he would endorse the polints made by Mr. Kafka
and Mr. Malhotra. In particular, he agreed with the points made by those
speakers regarding the procedure for activation of the General Arrangements.
While he could support many of the proposals put forward for revising the
GAB, he would not support any decision that would involve a weakening of
the role of the Fund in the decision—making process affecting the alloca-
tion of nonprivate flows of finance to member countries.

Mr. Zhang stated that he too supported the points made by Mr. Kafka
and Mr. Malhotra. 1In addition, he would 1like to be told the rationale for
the difference in treatment between participants and nonparticipants. He
would also like to know whether there were any conceivable circumstances
in which the participants in the General Arrangements to Borrow would
refuse a request for activation by the Fund when the Fund wished to meet
a request for assistance from a nonparticipant.

Mr. Sangare observed that his authorities had not had sufficient time
to reflect on the proposals; in any event, their reflectlon would have
been conslderably assisted by the answers to the questions ralsed at
EBM/82/162. Without repeating the substance of the matter, which had been
well expressed by Mr. Malhotra, he had the impression that the staff had
been instructed to prepare a paper which would, among other things, give
replies to questions raised by a number of Executive Directors at the
December 1982 meeting. Some of the questions were, after all, fundamental
to any proposal to expand the General Arrangements; he had therefore hoped
that the staff paper would deal in reasconable detail with the issues. He,
like others, had observed that the proposal was intended to deal with
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extraordinary balance of payments defi{cits that could threaten the smooth
functioning of the international monetary system. That proposal was differ-
ent from the quota review exercise, which was intended to provide the Fund
with additional resources for lending to 1its members in moments of diffi-
culty.

It was not entirely clear, Mr. Sapngare maintained, to what extent or
in what circumstances the enlarged GAB would meet the balance of payments
financing requirements of the small developing countries, which individ-
ually would not pose any threat to the international monetary system. His
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countries were significant in their own right, and that they were neither
normal nor ordinary. There was, he believed, genetral recognition that such
a situation required a substantial increase in quotas, which could make
special treatment for the small developing countries irrelevant and the
need to expand the GAB less urgent.

Questions had also been raised regarding the desirability of the two-
tier decision-making process in connection with the activation of the
General Arrangements, Mr. Sangare concluded. SM/82/239 contained a pro-
posal for amending individual provisions of the decision establishing the
General Arrangements to Borrow. The Board had not been given an oppar-—
tunity to consider the proposal in the light of the various questions
raised at EBM/82/162, 1In the circumstances, his chalr would find it
difficult to take up the draft decision contained in SM/82/239. He there-
fore supported Mr. Malhotra's proposal that the question should be passed
back to the Group of Ten, together with those mentioned by Mr. Kafka and
others.

Mr. Schneider recalled that both Mr. Anson and Mr. Joyce had sug-
gested that 1t would be necessary for the participants in the General
Arrangements to have separate discussions with Switzerland, on the grounds
that Switzerland was a nonmember of the Fund. 1If there was to be a three-—
stage system, with partlcipants, assoclated members, and parallel creditors,
could there be uniform treatment of Fund members, or would there be discrim-
ination in favor of non-Fund members vis-3—vis Fund members? .

Mr. Vidvei stated that his authorities supported Alternative I in
paragraph 21. As it was the Fund that would bear the risk involved in
lending operations, his authoritles took the view that the Fund should
play a central role in the decision-making process surrounding the use
of credit arrangements for nonparticipants. His authorities supported
Version B of Alternative T on the grounds that, when proposing the activa-
tion of the General Arrangements, the Managing Director should take account
of both actual and expected requests, Finally, when the activatidn of
the General Arrangements involved the use of funds supplied by parallel
creditors, the countries that entered into parallel arrangements should
be given a2 reasonable role in the decision-making process leading to the
activation. Parallel creditors should in fact have a role equal to that
of participants.
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Mr. Habib remarked that, like others, he was without instructions
from his authorities. The discussion at EBM/82/162 had been the first
occasion on which nonparticipants had had an opportunity to discuss the
various points in the proposal, including the suggestion that, for the

first time, nonparticipants should have access to the resources of the
General Arrangements. A number of questions had been raigsed at that
meeting, and the Chairman had summarized them in his concluding remarks.
While he too could understand the difficulties that lay in the way of

the staff's making an attempt to provide answers to the questions, he
would still like to hear the answers. He therefore supported the proposal
by Mr. Malhotra that the matter of the decision-making form should be put
before the G-10 Deputies. Meanwhilile, he would require more time before
taking a position on the proposed text.

Mr. de Maulde stated that he would support the position taken by
Mr. Laske and Mr. Hirao on the question of reserve tranche drawings and
the repayment of participants or parallel creditors when the drawings
were reversed. Second, the last sentence of paragraph 3 stated that a
member or institution should state the amount of the credit arrangement
which it was willing to enter into, provided that the amount should not
be less than the equivalent of SDR 100 million. He wondered whether that
figure was in accordance with the objectives of the enlargement of the
General Arrangements. It might be better to bring it up to date.

Mr. Kabbaj stated that in general terms he had the same problem as
Mr, Kafka and others: he would have liked to see answers to some of the
questions raised at EBM/82/162,

As to the text contained in SM/82/239, Mr. Kabbaj remarked that, at
the December 1982 meeting, a number of Executive Directors had had diffi-
culty with the proposed procedures for activating the General Arrangements
for use by nonparticipants, particularly the provision that the partici-
pants should decide whether the conditions for activation were fulfilled
or not. From his reading of the text, it was by no means clear that
approval by the participants would not be dependent upon their examining
specific programs or the conditionality attached to the use of GAB resources.
Nor was it clear whether the understandings among participants regarding
the criteria for activation for the benefit of nonparticipants, referred
to in paragraph 8 of the Deputies' conclusions of December 10, 1982, were
to be communicated for approval by the Executive Board or for its informa-
tlon only. In any event, it would be much simpler to make the activation
of the General Arrangements to Borrow dependent only on decisions by the
Managing Director and the Executive Board, as was the case with other
borrowing arrangements. Naturally, no one wished to prevent the members
of the Group of Ten from reaching understandings among themselves, and
eventually opposing the activation of the General Arrangements within the
Executive Board 1f they considered that circumstances so warranted.

If approval by the members of the Group of Ten was considered neces—
sary for the activation of the General Arrangements, the Executive Board
should certainly have an opportunity to examine the understandings reached
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between participants on the specific conditions that would be considered

to warrant the use of GAB resources, Mr. Kahbaj considered. The discussiaon
at EBM/82/162 had clarified the broad language used in the conclusions of
the G-10 Deputies, particularly with reference to the impairment of the
international monetary system and the possible nonuniformity of treatment
between participants and nonparticipants. The clarification of the language
of paragraph 4 of the G-10 Deputies' conclusions had been helpful in that
it did not preclude an activation of the General Arrangements to Borrow

in support of drawings on the Fund by groups of small countries whose
problems might not be Individually large encugh to create a threat to the
international monetary system. It also clearly established that the
enlargement of the General Arrangements was envisaged as a supplement

to Fund resources to be used whenever the Fund needed them to cope with
exceptional circumstances. It would be desirable in any revised text to
avoid the use of general expressions and to adopt the language employed

by the Chairman in his concluding remarks.

Similarly, Mr. Kabbaj went on, paragraph 21 could be simplified to
eliminate expressions that might lead to problems of interpretation. He
could support neither Alternative IT nor Alternative I, Version A, which
merely reproduced paragraph 4 of the G-10 Deputies' conclusions. Although
not entirely satisfactory to his chair, Version B could be acceptable as
it should provide broader scope for the use of GAB resources, taking into
account resources readlily available to the Fund as well as actual and
expected requests for conditional financing.

Mr. Nimatallah inquired whether resources provided by a parallel
creditor would be added to the country's creditor position in the Fund,
or would they be considered just like any other kind of lending to the
Fund? Mr. Anson had said that there was no need for uniformity In parallel
lending arrangements. In those circumstances, could a parallel creditor
refrain from supplying resocurces at a time when activation took place and
participants in the GAB agreed to supply certain resources, other than for
balance of payments reasons?

The Treasurer remarked that funds received from parallel creditors
would improve the member's creditor position in the Fund.

The Director of the Legal Department explained that the staff envis-
aged that a parallel creditor would have rights similar to those of
participants, which meant that the General Arrangements could be activated
for its benefit. At the same time, the staff had assumed that a parallel
creditor, under the agreement that it was concluding with the Fund, would
assume comparable obligations vis—-&-vis the other members, which meant that
the parallel creditor would have to provide resources when the General
Arrangements were activated and the Managing Director felt that the parallel
creditor should be included in the arrangement. Thus, in making a proposal
to the participants, the Managing Director would make a parallel proposal
to the parallel creditors. The parallel creditors would then be expected
to make resources available in the same circumstances as the GAB partici-
pants. If, as was assumed, the parallel creditors were bound to make
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resources available when the participants did so in response to a call by
the Managing Director, it would be reasonable to expect that they would
have an appropriate role in the decision-making process when the partici-
pants met. Naturally, the agreement between the Fund and a parallel
creditor would contain provisions under which the Managing Director would
consult fully with the parallel creditor whenever he consulted with the
participants.

Replying to a question by the Chalrman as to whether a participant
could decide not to take part in a lending operation agreed to by the
majority of participants, the Director of the Legal Department explained
that the General Arrangements were silent on that point. All that the
General Agreement sald was that a proposal for calls to a participant
would become effective, and the participant would have to lend on call,
when the proposal had become effective, 1.e., had been accepted by the
participant and approved by the Executive Directors. However, in the
letter from Mr. Baumgartner, Minister of Finance in France, in 1961 to
the other participants, it was stated that each participant would have
to provide the resources specified for it in the proposal, 1f the partici-
pants as a group had agreed to the proposal, it being understood that
exemptlons might be justified only for balance of payments reasons.

There was also a procedure for spreading among the remalning particilpants
any amount that might be withheld by a participant based on its present
and prospective balance of payments and reserve positionm.

Mr. Nimatallah commented that wherever participants or nonparticipants
were mentioned, 1t might be desirable to mention parallel creditors as well.
He had had no instructions regarding a preference between Alternative I
and Alternative IT in paragraph 21. He could accept the view of the
majority.

The Director of the Legal Department remarked that in paragraph 21(a),
which applied to parallel creditors, the text made it clear that parallel
creditors would be treated like participants In respect of all the finan-
cial benefits under the General Arrangements. In other words, calls could
be made upon the General Arrangements in relation to the needs of the
parallel creditors in the same manner as if they were participants. That
provision obviated the need to mention parallel creditors 1In every case
where there was mention of participants.

Mr. Erb apologized for having to leave the table. Before he left,
he wished to reply to the fundamental question raised by a number of
speakers, namely, whether it was appropriate to confine the decision on
activation of the GAB to a group of lenders. The best way of looking at
the General Arrangements to Borrow was as a framework within which members
of the Fund had agreed to lend to the Fund in certain conditions. Those
members were considering the possibility of broadening the circumstances
in which the resources of the participants in the General Arrangements to
Borrow could be used for Fund activities. It was up to the Fund, and
particularly to the Executive Board, to decide at any time whether it
wished to use those rescurces or not. One simple way of replying to
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Mr. Malhotra would be for the participants in the General Arrangements
to say that they would not expand the General Arrangements in order to
permit lending to nonparticipants. However, 1f they were to act in that
way, the Fund would be without an additional resource 1in certain circum-
stances Iin which the participants had said that they would lend to the
Fund. There was nothing in the text set out in SM/82/239 to prevent the
Executive Board from deciding that it would not ask participants to lend
to the Fund.

If the Fund decided to ask the participants in the General Arrange-
ments to Borrow to lend to it, Mr. Erb went on, it was then up to the
lenders to decide whether they wished to lend. No lenders had an open-—
ended arrangement with the Fund. There were, for instance, conditions
1n ef fect that had to be met before Saudi Arabia decided to enter into
its lending arrangement with the Fund, of which the most notable was that
the Fund would borrow from Saudl Arabia only in connection with lending
under the policy on enlarged access. Moreover, the agreement with Saudl
Arablia was to be phased out in line with the supplementary financing
facility. The resources of the General Arrangements to Borrow were avail-
able to the Fund on a longer—-term basis. The proper way of looking at the
present proposal was to consider that the participants in the GAB had pro-
posed making additional resources available to the Fund; it was therefore
a legitimate decision on any given occasion for the participants to decide
whether they wished to lend to the Fund, and the criteria on which they
would do so. The Executive Board was not being compelled to make a call
on the participants at any time in the future, nor was it being compelled
to abandon any other option for raising resources for the Fund.

The Chairman remarked that what was at 1issue was a serles of transac-
tions between a lending group and a borrowing Institution. While the
Fund might have second thoughts regarding the desirablility of resorting
to a lending group, from the standpoint of the members of that group-—who
were consldering enlarging considerably the volume of credit to be encom-—
passed in their operation and extending the geographical range of borrowers--
it was only natural that when the arrangement was to be activated, the
lenders should come together in consultation. In his view, the important
polnt was to avoid any encroachment on the principles of the Fund, which
could have occurred If the lenders had been given a say 1in the decision-
making process of the Fund regarding individual requests by Fund members.
He had stressed that point many times in preliminary discussions with the
participants. However, the concluslons of the G-10 Deputies had been
clear on that point; paragraph 4 of the conclusions contained the sentence,
"Such consultation would not extend to the examination of specific programs
for use of Fund resources, which remains the respousibility of the Executive
Board.” If that language was insufficlently clear, it could be made even
clearer.

In those circumstances, the fundamental question was whether the
Fund, and particularly the Executive Board, liked the idea of extending
the pool of resources from the present SDR 6.3 billion to something in
the neighborhood of SDR 20 billion and making access to it available on
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behalf of all members of the Fund on certain conditions, the Chairman
observed. The question of why the decision to activate the General
Arrangements should be confined to the lenders was hardly fundamental;
it only reflected the normal relationship between a group of lenders and
an institutional horrower.

Another question that might require answering, the Chalirman consid-
ered, was what would happen if the group of lenders did not agree to lend
In particular circumstances, which, in the mind of the Managing Director,
could reasonably have led to an activation of the General Arrangements
to Borrow.

Mr. Erb replied that the very same question would be asked even if
the General Arrangements did not exist, or if participants decided not
to expand them. If the Fund found itself in a position where it was short
of resources, one option open to it was to approach the participants in
the GAB. 1If the participants decided not to activate the GAB, whether .
expanded or not, the Fund would seek its resources elsewhere. The question
was therefore not one that arose in connection with the present discussion,
which was related to expanding the resources of the General Arrangements
and making them available to nonparticipants. When he had discussed the
outcome of the debate at EBM/82/162 with his authorities, they had put to
him the question why they should expand the General Arrangements and make
the enlarged resources avallable to nonparticipants. It would after all
be possible to increase the resources of the General Arrangements to
Borrow and make them avalilable to participants, as in the past. There
was no inherent reason why the geographical field of potential borrowers
should be expanded. If Executive Directors saw such considerable diffi-
culties in doing so, 1t would be easy to limit the use of the increased
resources to the participants alone. It would however be a mistake to
do so, because the Executive Directors would thereby be closing off a
future option for enhancing the resources of the Fund during periods of
strain in the international monetary system, at a time when the Fund
could play an extremely important role.

Mr. Malhotra said that he agreed with Mr. Erb that it was entirely
up to the Fund to decide whether to make use of the resources available
in the General Arrangements to Borrow. What was worrying him and some
of his colleagues was that while opening up access to the General Arrange-
ments to nonparticipants might be a liberalization, it gave the impression
of creating another fund outside the Fund. He hoped that Mr. Erb's position
was not as final as it sounded. The purpose of his own intervention had
been to see whether the GAB proposals could be modified so as to take
account of the apprehensions of a number of nonparticipants. He and his
colleagues were raising what in their view were legitimate questions, and
asking that it should be debated rather than treated as a matter already
resolved.

The Chairman commented that Mr. Malhotra's question was certainly
pertinent, and that he would invite the G-10 Deputies to consider whether
they would submit the activation of the General Arrangements to Borrow
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on behalf of nonparticipants to a decision by the Executive Board. The
present discussion had, in his view, had the merit of bringing a number
of questions to the surface, together with proposals for lmproving some
aspects of the conclusions of the G-10 Deputies that would 1invelve quite
substantial amendments to the original text. Consequently, Mr. Malhotra
should not feel that there was no room for give and take. He was after
all asking the participants in the General Arrangements to Borrow to make
a major change in the way in which the participants had in the past lent
to the Fund. Mr. Erb had been giving a rationale for confining the
decisions regarding the activation of the GAB to the lenders, while he
for his part had been explaining that he had taken care to avoid any risk
of a fundamental change in the Fund's decision-making process, something
that could have occurred if the proposal had been to submit individual
requests for Fund assistance to a group of lenders.

Mr. Malhotra explained that he could not deny the right of lenders
to consult together and decide whether they should lend. What he had been
suggesting was that decisions regarding the existence of a threat to the
international monetary system and the adequacy of the Fund's resources
should lie with the Fund. He took that view more particularly because
the participants in the General Arrangements to Borrow were strongly
represented in the Executive Board. Moreover, under the suggested proce—
dure, the Managing Director would consult first with the participants and
only then with the Executive Board. What he was suggesting was that the
Fund should not be questioned regarding its judgment whether there was or
was not a threat to the international monetary system. The proper place
for taking such a decision was in the Executive Board, where, it was
evident, participants in the GAB were strongly represented.

The Chairman reminded Executive Directors that, as part of the terms
of the original General Arrangements to Borrow, the lenders had been
called upon to decide, first, whether there was an impairment of the
international monetary system and, second, whether the Fund needed supple-
mentary resources. Mr. Malhotra's question had thus been debated at the
very inception of the General Arrangements to Borrow, and the answer at
that time had been that it was reasonable that the lenders should take
those decisions. Another question might be asked on the present occasion,
namely, whether permitting the lenders to take such decisions would bhe a
more serious matter if access to the GAB were made avallable to nonpartici-
pants. While he was not unsympathetlc to Mr. Malhotra's concerns, he
found it difficult to believe that an extension of the General Arrangements
to Borrow to nonparticipants would not be an advantage.

Mr. Dallara observed that the United States would certainly not forgo
the opportunity of consulting with the other participants in the GAB ta
determine whether the two criteria mentioned by the Chairman had in fact
been met. However, the overall declsion-making process was surely such
as to assuage Mr. Malhotra's fears. It would not take place in three
separate bodies independently. On the contrary, it was clear that there
were to be consultations between the parties at every step of the way.

It therefore seemed unlikely that divergent or Iindependent views would
be formulated regarding the existence of the two essential criteria.
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Mr. Vidvei commented that he had understood the Director of the Legal
Department, replying to his question regarding the rights and obligations
of parallel creditors in the event of activation of the GAB, to have assumed
that a parallel creditor would have some kind of general agreement with
participants in the GAB regarding the extension of credits. He wondered
whether it would be possible for a country to take part on an ad hoc basis
in a lending operation to the Fund in parallel with an activation of the
General Arrangements to Borrow.

The Director of the Legal Department remarked that a lender could
be a parallel creditor in the sense of the General Arrangements to Borrow
as amended, and thus obtain the advantages of an activation of the GAB
as though it were a participant, only if it had a bilateral agreement with
the Fund containing provisions under which the parallel creditor would
accept similar obligations. The agreement would also declare that the
lender was a parallel creditor for the purposes of the General Arrangements
to Borrow. How a parallel creditor would be included in the consultations
among participants in the GAB was a matter that could not be determined
by a reading of the decision on the General Arrangements. There would
have to be some sort of separate arrangement or understandings between
the participants and the parallel creditor. If, under the agreement
between the Fund and the parallel creditor, the parallel creditor was
bound to honor a request by the Managing Director when a proposal by the
Managing Director for the activation of the General Arrangements to
Borrow was accepted by the GAB participants, he would expect that the
parallel creditor would be given an appropriate role in the decison-making
process. It was only logical that if the parallel creditor accepted
obligations similar to those of participants, it should take an appropriate
part in the decision—-making process of the participants.

It should be added, the Director continued, that the concept of a
parallel creditor would not preclude ad hoc agreements with any potential
lender that was willing to make resources available to the Fund at the
time of an activation of the GAB. Such a lender would not be a parallel
creditor in the sense of the revised draft of the GAB decision.

Mr. Kafka stated that he had been much impressed by Mr. Erb's state-
ment, with which he largely agreed. However, he did not entirely agree
that the conditions under which the participants in the GAB or possibly
parallel creditors would lend to the Fund were comparable to the condi-
tions under which the Saudi Arabian Monetary Avthority had been lending.
Second, he entirely agreed with Mr. Erb that what was bheilng offered was
something additional, which {t was open to the Fund to use or not. In
other words, while it was not as advantageous as he would have liked, he
saw the expansion of the General Arrangements as an advantage, with
nothing disadvantageous attached to it. Third, the expansion of the
General Arrangements to Borrow was a gift horse whose mouth ought not to
be examined too closely. However, in approving the expansion of the
General Arrangements, the Executive Board could simultaneously give the
Managing Director the authority to initlate borrowing in the private
market. In that way, the Board would be making it clear that it did not
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wish the expansion of the General Arrangements to Borrow to appear prefer-
able to any other approach that would yield additional resources to the
Fund.,

Mr. Malhotra remarked that the point regarding market borrowing
raised by Mr. Kafka was one that he had intended to raise earlier. At
present, management was borrowing from the Saudi Arabian Monetary Agency
and from one or two other sources. It was easy enough to say that the
Fund could borrow elsewhere if there were no agreement between management
and the participants In the General Arrangements to Borrow; but unless
the authorization to borrow in the markets was in place in advance, the
Fund might be overdependent on the GAB participants.

Mr. Suraisry noted that paragraph 26 made provision for the use of
funds obtained from the GAB in connection with stand-by arrangements as
well as with exchange transactions. By contrast, in paragraph 21, only
"exchange transactions” were mentioned. Was the difference intentional?

The Executive Directors agreed to continue their discussion at 3:00 p.m.

DECISION TAKEN SINCE PREVIOUS BOARD MEETING

The following declsion was adopted by the Executive Board without
meeting in the period between EBM/83/3 (1/4/82) and EBM/83/4 (1/5/83).

2. EXECUTIVE BOARD TRAVEL

Travel by an Executlve Director as set forth in EBAP/83/1 (1/3/83)
is approved.

APPROVED: June 14, 1983

LEO VAN HOUTVEN
Secretary



