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1. ESECIJTIVE DIRECTOR 

The Chairman bade farewell to Mr. Anson on completion of his duties 
as Executive Director for the llnited Kingdom. 

2. FUND LIQUIDITY POSITION AND FINANCING NEEDS 

The Executive Directors resumed from the previous meeting (EBS/83/59, 
418183) their consideration of a staff report on the Fund’s current and 
prospective liquidity position and financing needs (EBS/83/59, 3/18/83). 

Mr. Polak recalled that, in his remarks at EBM/83/59, the Treasurer 
had suggested that there might be reserve tranche drawings of about 
SDR E billion by the end of 1983, although the amount could go as high 
as SDR 4 billion. How much of those potential drawings could be eligible 
for purchase under the General Arrangements to nortow (GAB)? 

The Treasurer said that about one third of the “central estimate” of 
SDR ?. billion or the “outer estimate” of SDR 4.5 billion could be financed 
under the GAB. The possible use of the GAB increased the ability of the 
Fund to meet such drawings, but not significantly. The major point to 
bear in mind was that the liquidity of the Fund was at a low point, both 
by historical standards and in light of the state of the world economy. 
The Fund had little leeway to respond to any sudden developments before 
the end of 1983; it would be prudent, therefore, to regard the staff 
estimate of SDR 9.6 billion for the Fund’s uncommitted ordinary resources 
by the end of April 1983 as a conservative figure. 

Commenting on the longer-term projections, the Treasurer noted that 
the increase of usable funds expected from the forthcoming quota increase 
appeared to be just sufficient to cover the upper range of the likely 
increase in the demand For use of the Fund’s resources in FY 198L/85 and 
FY 1985/86, assuming that there was no unexpectedly large demand by the 
larger countries, in particular the large participants in the GAB. How- 
ever, the projections could not be regarded as predictions of what would 
happen. As the staff had always indicated in discussions of the quota 
increase, a larger increase in usable funds relative to total quotas--about 
SDR 15 billion--would have provided a useful margin of safety. 

The staff had used an assumption of no change in the current policy 
of enlarged access, the Treasurer continued. Lt was true, as one Director 
had suggested, that the staff could have assumed that access might be 
limited to 450 per cent of the new quotas; but the staff could also have 
assumed a lower percentage of access after the quota increase went into 
effect. The Lssue remained for the Executive Board to decide. The staff 
had attempted not to prejudge the outcome of the forthcoming Board dis- 
cussion of access. The staff papers reviewing the policy on enlarged 
access under the compensatory financing facility would contain analyses of 
the effect that any changes in policy would have on the Fund’s liquidity. 
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Neither had the staff made an assumption about the availability of 
resources from the enlarged GAB in 1904 and 1985, the Treasurer remarked. 
First, if there were large reserve tranche purchases by GAB participants, 
and if the Fund’s liquidity remained constrained, the GAB could be used 
to finance those reserve tranche purchases. Second, the prevailing crisis 
in balance of payments positions might continue to exist at the time that 
the enlarged GAB entered into effect. If so, the Fund could appropriately 
indicate that the demand that it foresaw and its own liquidity position 
necessitated an activation of the GAB. nowever, the staff had not wished 
to prejudge the question. In principle, the existence of the enlarged GAB 
would improve the Fund’s liquidity position in 1984 and 1985; he hoped that 
it could be activated readily if developments demanded it. 

In estimating the potential demand on the Fund in 1983, the Treasurer 
went on, the staff had taken a case-by-case approach. His department had 
consulted with the area departments with regard to which countries were 
likely to have balance of payments deficits, the possibilities of financing 
from the private market, or other official sources, and the like. The 
staff had then attempted to judge the probability that those countries 
would be able to adopt the required adjustment measures if they were to 
seek Fund financing , within the existing limits of access, and whether the 
countries would be willing to accept Fund conditionality as it presently 
stood. The probability that a part of the deficit would be financed through 
the Fund varied tremendously, depending on the size of the quota, the size 
of the deficit expected, and other factors. The staff would prefer not 
to provide Directors with detailed estimates. First, the estimates were 
based on the staff’s judgment, without consultation with the member. 
Second, the judgment could be wrong: some authorities might not welcome 
inclusion on a list of countries expected to draw on the Fund’s resources 
within the next two to three years; others might feel disadvantaged by 
not being included on such a list. The estimates were reviewed at least 
once a year, and sometimes quarterly. A number of Directors had regarded 
them as likely to be accurate. 

One Director had suggested that future cancellations of Fund programs 
could provide additional leeway that would be beneficial to the Fund’s 
liquidity, the Treasurer added. The large-scale cancellations that had 
occurred in recent months emphasized the point that it was sometimes 
difficult to maintain three-year programs. Furthermore, the shift to 
shorter programs implied that the risk of cancellation was smaller than 
it had been. In fact, he did not expect a significant improvement in the 
Fund’s projected liquidity position to come from cancellations in the near 
future, given the present mix of three-year, two-year, and one-year 
p!-*gITalFKS. Another Director had wondered whether the staff could project 
the liquidity ratio for the end OF FY 1985/86. The staff would consider 
the possibility, but Directors should bear in mind that the liquidity 
ratios were the net result of the projections for demand and supply, both 
of which were difficult to estimate. 

The estimated commitment gap for the end of 1983, SDR 5.7 billion, 
was on the low side, the Treasurer commented. Furthermore, although the 
liquidity position looked healthier on a disbursement basis, at 
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SDR 9.5 million, it would not be prudent to assume that the whole of that 
amount would be available to counter any sudden demands by Fund debtors 
or creditors before the end of 1983. A number of Directors had suggested 
that the Fund should undertake borrowing on a bridging basis. From the 
point of view of managing the Fund’s liquidity, that approach was prefer- 
able to the use of the Fund’s scarce cash resources; nevertheless, bridging 
finance raised similar issues to those involved in the use of cash. Bridging 
finance implied anticipating the inflow of funds from the quota increase 
and, perhaps, the use of the GAB. If a large part of the commitment gap 
were financed in that way, the estimated SDR 15 billion increase in usable 
resources arising from the enlarged quotas would have to be reduced by 
the amount of the bridging finance, since the borrowing would have to be 
repaid, probably within a year. If only half of the anticipated gap--i.e., 
SDR 3 billion--were financed in a bridging operation, 20 per cent of the 
,sddition to Fund liquidity from the quota increase would have been used, 
without access having been increased. 

The role of short-term finance was generally limited, the Treasurer 
considered. The staff would issue a paper in the near future on the mis- 
match of maturities in the Fund’s lending and borrowing and the degree of 
mismatch that cnuld be sustained. All financing carried out when lending 
was longer than borrowing depended on the assumption that the funds could 
be rolled over, if nut by borrowing from the same creditors, which was 
prrfe rable , then by finding new creditors. A number of countries had 
recently realizrd the difficulties involved in refinancing. There was, 
therefore, an important point of principle to consider. Although the 
Fund itself might have little difficulty in obtaining the necessary 
finance, it should set a prudent example to the other participants in the 
international financial system. There would be a certain degree of 
inconsistency in the Fund’s advising countries not to borrow on a short- 
term basis if their needs were long term, while itself undertaking such 
,I” approach. 

It was preferable to enter the private market before being forced to 
do so, the Treasurer remarked. One reason was that the Fund would be a 
newcomer to the market. If a syndicated credit were arranged, the question 
of the Fund’s relationship with the commercial banks would have to be 
horoe in mind. In addition, the SDR was not well established in the 
private market, and thr Fund would have to proceed with taut ion. Both the 
presence of the Fund and the use by the Fund (oi the SDR would represent 
innovations in the market; it was much better to introduce innovations in 
the market from a position of strength rather than weakness. Most impor- 
tant, if the Fund were to enter the private market as a last resort, the 
cost of such horrnwing would be high, since there would be an implication 
that the Flund no longer had the support of its membership, a situation 
that would cause the hanks to be circumspect. 

An important tactic.31 question had been raised hy Mr. Erb when he had 
suRgesred that it might not be appropriate at the present stage for the 
Fund to demonstrate its strength by private market borrowing when legis- 
latures were considerin the quota increase, the Treasurer noted. The 
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staff had continued to discuss the issues involved in private market 
borrowing with market participants, in line with the guidance provided by 
the Executive Board and the Chairman. Discussio”s would also have to be 
held with the authorities of the countries whose currencies might be 
borrowed in the market, since their financial markets and their balance 
of payments could be affected, but no such discussions had yet been under- 
taken. Generally speaking, if member countries supported the Fund, the 
Fund would not need to go to the private market. On the other hand, 
if member countries were unwilling to support the Fund, it should enter 
the market at an early stage. 

The Deputy Treasurer noted that Mr. Tvedt had asked for the breakdown 
of the SDR 10.1 billion of undrawn borrowed resources on March 15, 1983 
shown in Table 6 of EBS/83/59. The amounts were: SDR 1.4 billion remain- 
ing under the supplementary financing Facility; SDR 6.3 billion remaining 
under the first two tranches of the Saudi Arabian Monetary Agency loan; 
SDR 0.9 billion remaining under the arrangements with the central banks 
and the Bank for International Settlements (BIS); SDR 0.2 billion in the 
Borrowed Resources Suspense Account; and the commitment gap of SDR 1.3 bil- 
lion, which would have to be filled in due course. 

The staff no longer provided an analysis of the estimates on the 
basis of the distinction between countries with quotas of more than 
SDR 800 mIllion and those with less than that amount, the Deputy Treasurer 
continued. The distinction had been used in earlier reviews of the Fund’s 
liquidity because the staff had had information on the possible use of 
undrawn balances only for individual countries with quotas of less than 
SDR 800 mfllion. In the past year, the staff had been able to make 
specifics estimates for countries with larger quotas, so that the distinction 
had little further analytical use. It was preferable to treat all members 
in a similar Fashion, rather than to provide two sets of figures, one a” 
estimate, the other only a probability. The change had no significance 
other than the statistical convenience. 

Mr. Erb commented that, eve” when the enlarged GAB came into effect, 
it should be regarded conservatively and prudently in assessing the Fund’s 
liquidity. On a separate issue, would it not have been more appropriate, 
in strictly legal terms, for the staff to have assumed that the enlarged 
access policy would expire when the increase in quotas under the Eighth 
Review took ef feet, in the absence of a decision by the Board to extend 
the policy? 

The Treasurer replied that the assumption suggested by Mr. Erb and 
that used by the staff were both acceptable from a legal point of view. 

Mr. Feito asked whether the assumption used by the staff in EBS/83/59 
with regard to enlarged access implied that the present policy would no 
longer apply in future. 

The Treasurer noted that the existing enlarged access policy provided 
that a member could draw up to 150 per cent of quota in a year, or 450 per 
cent of quota over three years, with certain exceptions. The policy was 
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subject to review on June 30, 1983, and again when the increase in quotas 
went into effect. The policy would lapse in the absence of a decision by 
the Executive Board either to continue the existing ratios of access or 
to provide for different ratios. The staff had assumed, simply for the 
purpose of the review of liquidity, that access would continue as if the 
proportions OF 150 per cent and 450 per cent were maintained in relation 
to existing quotas, i.e., the absolute amount of potential access would 
remain the same. 

Mr. Polak invited the staff to provide information on the overall 
probability that could be attached to the estimated demand for 
SDR lo-15 billion of Fund resources for the two-year period to April 30, 
1986. 

The Treasurer said that the average weighted probability was 50 per 
cent. However, the composition of that probability was important. If two 

l 
or three large countries were included in the estimate, the probability 
could be affected significantly. The staff would provide additional 
information in future reviews. 

Mr. Mtei commented that he remained concerned that commitments to 
small countries continued to decline. In October 1982, such commitments 
had been SDR 5 billion, and it had been estimated that they would amount 
to SDR 3.5 billion in the current fiscal year. However, the revised 
estimate indicated that they would be only SDR 1.9 billion. 

The Chairman remarked that Mr. Mtei’s concern was justified. The 
revised amount indicated that a number of commitments to small countries 
had had to be withdraw” as a result of the cancellation of programs or 
re*eg0tiati0*s, according to the circumstances. However, the Fund had to 
apply the principles of conditionality to all countries. Mr. Mtei’s obser- 
vation emphasized that a number of countries in Africa, in particular, 
were having serious problems in meeting the Fund’s Conditions in the 
present difficult economic circumstances. It had clearly become more 
difficult recently to meet the performance criteria attached to medium- 
term programs than it had been a few years earlier. 

The Deputy Treasurer added that two minor statistical points could 
be borne in mind. A number of the countries for which programs had been 
canceled had quotas close to SDR 800 million, so that the amounts involved 
were larger than those for the very small countries. Second, if a three- 
year stand-by arrangement was divided into three one-year stand-by arrange- 
ments, the amount of commitments declined presentationally, even though 
there might be no real decline in practice. 

Mr. Mtei said that the Executive Board could appropriately undertake 
a study of the reasons for the decline in commitments to small countries, 
including the appropriateness of conditionality. 
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The Chairman remarked that the staff would consider the possibility of 
such a study. He then made the following summing up: 

The short-term outlook 

First, Directors generally considered that the staff’s short- 
term prnjections were reasonable: the uncommitted ordinary 
resources at the end of April 1983 of SDR 9.6 billion would fall 
to SDR 5.5 billion by December 1983, and to SDR 4.1 billion by 
April 30, 1984. Many Directors observed that those levels were 
low, especially bearing in mind the potential additional recourse 
to Fund resources from countries not included in the assumptions; 
and also bearing in mind the potential drawdown on reserve 
positions by members in weak balance of payments positions. 

Second, the present commitment gap in terms of borrowed 
resources would grow and become very high. By December 30, 
1983, according to the projections, there will be a commitment 
gap of SDR 5.7 billion, rising to SUR h.8 billion by April 30, 
1984. These figures are worrisome, as most Directors noted. 
Such 3 gap should not be allowed to occur, for, if it did, the 
Fund would be committing loans in the course of 1983 beyond its 
secured means of financing them. 

No financial institution should act in such d way, certainly 
not an institution which is supposed to be the keystone of the 
international monetary system in a particularly troublesome 
period. Thus, I would urge the Board not to view the matter 
complacently by simply looking at the projections <on a disbursr- 
ment basis. The only way to establish securely the financing 
of an institution like the Fund is to consider the commitments 
being made, as those are the amounts the Fund will eventually 
have to finance. I am happy to note that that was the clear 
view of the great majority oi the Board. 

Running down the Fund’s ordinary resources further--by 
changing the mix between ordinary and borrowed resources in its 
loans--is not really a feasible alternative to borrowing. If 
we proceeded in that way, the Fund would have more than exhausted 
its uncommitted ordinary resources by the end #of 1983. L do not 
regard this as an acceptable policy. First, the Fund would have 
no margin to cover any further requirements beyond the end of 
1983. We know well that there is no assurance that the Eighth 
Quota Review will be ratified by the end of 1983 or the beginning 
of 1984. Second, the Fund would not be able to meet potential 
additional requirements, e.g., under the compensatory financing 
facility, or of use of Fund resources by oil producing countries, 
or use of reserve tranchr positions. By the way, it is impor- 
tant, especially in this troubled world, not to undermine, as 
Yr. Habermeier said, the perception of the perfectly liquid 
nature of reserve positions in the Fund. 
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Thus, if we wish to avoid reducing Fund financing under the 
enlarged access policy--a possible alternative to further borrow- 
ing, but an alternative suggested by no one today--borrowing 
becomes not a question of choice but of necessity. 

Future borrowing arrangements 

I was pleased to note that Directors suggested that I should 
actively engage in arranging borrowing agreements in the coming 
weeks and months. In that regard, I note the following points 
that emerged clearly from the discussion: 

First, the Board welcomed Mr. Nimatallah’s most helpful 
statement, and a number of Directors hoped that it would be 
possible, in the lstter part of April, to reach a” understanding 
with the Saudi Arabian authorities on the third tranche of the 
SAMA loan. 

Second, the Board clearly expressed its preference for an 
approach to other official sources; in that respect, I thank 
Mr. Grosche for his helpful statement. We shall, indeed, be 
starting our c0ntact.s with his authorities, and all the other 
authorities of countries that are in a position to participate 
in such lending arrangements. I note his indication to the 
effect that those arrangements should be of a “bridging” nature. 
Of course, we will have to negotiate with the creditor countries 
and institutions; but I would like to war” Executive Directors 
against too narrow a view of “bridging.” In my view, we should 
be looking somewhat beyond short-term “bridging” arrangements 
that would expire when the Eighth Quota Review comes into force. 
Mr. Habermeirr explained the reasons for sane caution with regard 
to the short-term aspect of such borrowing arrangements. 

As a matter of policy, I do not think we should be preempting 
through short-term bridging operations too many resources of the 
Eighth Quota Review with commitments t” be made in the course of 
1983. Such a policy is certainly a better solution than exhaust- 
ing the present scarce cash res”urces of the Fund. But, if we 
attach to” short a time span to the notion of bridging, such a 
policy would have the drawback of pre-empting a rather significant 
part of the future ordinary resources received from the Eighth 
Quota Review, and it would, therefore, lead to the possible accelrr- 
ation of the process of reconstituting our resources. I am not 
sure that, at the very moment when we are hoping that legislators 
will approve the quota increase, we should be moving in that 
direct ion. Thus, while I understand Mr. Grosche’s indication, 
I would like him--and others who might be in the same position-- 
to understand that we have to view the issue in a somewhat broader 
perspective. 
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Third, I have noted, once q “rr, the reservations of those 
Executive Directors who feel that recourse t” private markets 
would be a dangerous course. Four Directors have rather strong 
views on the matter, for respectable reasons of principle. But 
the majority of the Board takes a more pragmatic approach to the 
question. I noted that six Executive Directors felt that, while 
it was, in their view, to” early at the present time to decide 
to take any precise step in that direction, they were not tunda- 
mentally opposed to such a possible course. Eight other Directors 
considered that we should be prepared to move rapidly, Lf neces- 
sary; and some of them felt that the need already existed and that 
it would be better to approach the markets before the liquidity 
position forced the Fund into that situation. 

To sum up on the question of borrowing in private markets, 
the Board concluded that the option should remain “pen, a conclu- 
sion consistent with the Interim Committee’s recommendations, 
and that the matter should be reviewed in the coming weeks and 
months in the light “f the liquidity position as it evolves 
following the outcome of our discussions with SAMA and other 
potential creditors. In the meanwhile, the Treasurer’s Depart- 
ment will continue to work actively, but quietly, on the subject. 

The longer-term outlook 

Directors noted the major uncertainties affecting the longer- 
trrm projections for the years beyond 1983: the eventual decision 
on the enlarged access policy; the state of the world economy; 
the pace “f adjustment efforts; the role of the banking sector 
in financing balance Iof payments deficits. All those factors 
remain uncertain; it is, thus, difficult at the present stage 
to determine with precision the financial needs of the Fund in 
the 1984-86 period. 

However, it is also clear that--according to the projections 
for that period given in the staff paper--the Fund might well be 
iacing new liquidity strains in th”se years. That is one reason 
why we should be somewhat cautious in the way we “rganize our 
borrowing operations. We have to remind members that we need 
to live with the quota increase--which is, I hope, imminent--until 
March i9a8. Given the uncertainties that prevail in the world 
economy, and in the attitudes of the banks, we should be excred- 
ingly careful in maintaining our resources intact as far as 
possible, because it is extremely important in such an uncertain 
period to demonstrate that the Fund is in a strong liquidity 
position. The strength of the Fund should not be underestimated 
as an element in the stability of the system. 

I will keep Directors informed as soon as I have new inior- 
mation with regard to the discussions with the Saudi Arabian 
authorities and with other ufficial lenders. We shall come 
back to the issues as many times as we need, and maintain a 
pragmatic view on these important questions. 
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The Executive Directors concluded their review of the Fund's liquidity 
position and financing needs. 

DECISION TAKEN SINCE PREVIOUS BOARD MEETING 

The following decision was adopted by the Executive Board without 
meeting in the period between EBM/g3/59 (4/g/83) and EBM/83/60 (4/B/83). 

3. PARAGUAY - TECHNICAL ASSISTANCE 

In response to a request from the Central Bank of Paraguay for 
technical assistance, the Executive Board approves the proposal set 
forth in EBD/83/101 (414183). 

Adopted April 8, 1983 

APPROVED: September 2, 1983 

ALAN WRIGHT 
Acting Secretary 


