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1. BURMA - PURCHASE TRANSACTION - COMPENSATORY FINANCING FACILITY

The Executive Directors considered a request by Burma for a purchase
equivalent to SDR 29.15 million under the compensatory financing facllity
(EBS/83/160, 8/2/83; and Sup. 1, 8/18/83).

Mr. Jaafar commented that the requirement of need was clearly estab-
lished. Burma's deficit on current account had deteriorated and was cur-
rently equivalent to 7.6 percent of GDP, and its international reserves
had dropped to the equivalent of less than one month's {mports. Those
positions largely reflected the weak external situation, in particular,
weak world demand and low commodity prices, factors that were beyond the
authorities' control. The staff was satisfied that the authorities would
contime to cooperate with the Fund to seek appropriate solutions to the
balance of payments difficulties. The authorities' commitment had been
demonstrated by the various measures that they had undertaken, such as
expenditure restraint and export promotion. In addition, Burma had
successfully completed the stand-by arrangement with the Fund in 1982.
There could be no overestimation of the export shortfall, equivalent teo
SDR 51.2 million, because it was based on actual export earnings. Burma's
request was for a purchase amounting to only SDR 29.15 million, equivalent
to 26.6 percent of 1ts quota, increasing its ocutstanding purchases under
the compensatory financing facility to 50 percent of quota.

Mr. Hirao remarked that Burma's balance of payments position had
deteriorated between 1982 and 1983, largely as a result of the weak world
market conditions for Burma's major export items. The current account
deficit had risen to 7.6 percent of GDP and international reserves had
declined sharply to less than one month's imports at the end of March
1983, clearly indicating the balance of payments need. The requirement
of cooperation with the Fund was met through the authorities' continued
efforts to strengthen public sector financing by expenditure restraint
and revenue collection measures. It was encouraging that those efforts
were expected to contribute significantly to reducing Imports and to
improving the current account positlion in 1983-84, Efforts to strengthen
and to diversify Burma's export base were also welcome; they would promote
sound economic development in the long run.

Commenting on the export shortfall, Mr. Hirao noted that export
earnings in the year ended March 1983 had been significantly below the
medium-term trend. The shortfall was mainly attributable to declines in
the earnings of rice and forestry products. The former, which accounted
for more than half of the total, had been caused by factors beyond the
control of the authorities. World rice prices had declined sharply since
the second half of 1981. During the shortfall year, the unit value of
Burma's rice exports had fallen by 18 percent, with export earnings
declining by 26 percent. The authorities' continued effort to raise the
level of rice production was expected to result in increased export
earnings. The staff considered that the shortfall in forestry products
was mainly due to the delayed response by producers to low world market
prices in 1981-82. The request met all the requirements of the compensa-

tory financing decisions; he could support it.
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Mr. Grosche said that he also could support Burma's request.
The staff convincingly explained the balance of payments need and the
temporary nature of the shortfall. He agreed that the reasons for the
shortfall could be traced to factors largely beyond the control of the
authorities. However, further information would be welcome concerning
the "transportation difficulties” that had contributed to the shortfall
of export earnings from forestry products. The authorities appeared to
be acting in accordance with the recommendations of the Executive Board
on the occasion of the previous Article IV consultation in December 1982
(EBM/82/163, 12/20/82). Perhaps more vigorous actions were required to
reduce the public sector deficit. The staff seemed satisfied for the
moment with the degree of stabilization of the budget achieved to date.
He invited the staff to say whether it would recommend further action by
the Burmese authoritles in that area.

Mr. Erb saild that Mr. Grosche's inquiry with regard to forestry

products had raised the question of whether that part of the shortfall .
had been beyond the control of the authorities; however, he was satisfied

that the total amount requested was less than the ghortfall to which that

question had referred. Therefore, while looking forward to the staff's

comments on the question, he could support the proposed decision.

Mr. Lovato commented that the request met all the criteria for a
compensatory financing decision. The balance of payments position was
expected to improve as a result of the adjustment measures undertaken by
the authorities, but it remained weak, and the shortfall appeared to be
largely beyond the authorities' control. The staff appraisal of the
policy stance was positive; it could be expected, therefore, that appro-
priate measures would be maintained to deal with the weak external posi-
tion. Nevertheless, bearing in mind his chair's position that access
above 50 percent of quota under the compensatory financing facility should
not be conditional on a program agreed with the Fund, he wondered why the
arrangement had not been made for the full amount of the compensable
shortfall. The Executive Board was to discuss that issue in a few days;
the proposed decision appeared to prejudge the outcome of that meeting.

Mr. Zhang stated that he agreed with the staff appraisal. He noted
the Burmese authorities' stated Intention to cooperate with the Fund to
find appropriate solutions to the balance of payments problems as required.

Mr. Nair remarked that Burma's request satisfied all the requirements
for a drawing under the compensatory financing facllity. However, the
request had a number of features that deserved comment. The compensable
net export shortfall was SDR 38.4 million, based on actual, not estimated,
data. The proposed purchase was for only SDR 29.15 million, an amount
that limited the purchase to 50 percent of Burma's quota, whether by
colncidence or not. As Mr. Jaafar had pointed out, Burma had been
cooperating with the Fund. It had successfully implemented an adjustment
program in 1981-82 under a Fund-supported stand-by arrangement. Further—
more, the fiscal year (FY) 1983/84 budget was based on the anticipated
implementation of significant fiscal measures, and the Burmese authorities
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were also adopting appropriate action on the monetary side. 1t would be
interesting to know, therefore, why the Fund was not extending to Burma

the full amount that the country would be justified to draw under the
facility, given the acute balance of payments need and the very low level
of reserves. As Mr. Lovato had remarked, the Board would soon be discuss-
ing the guidelines for purchases under the facility, including the question
of the appropriate criteria for access to purchases above 50 percent of
quota. Had a judgment been made that Burma would not meet the criteria

for a drawlng above 50 percent of quota and that, therefore, the request
should be limited to bringing Burma's purchases to 50 percent of quota?

Mr. Suraisry commented that he agreed generally with the staff
appralsal. The request met all the requirements for a purchase under the
compensatory financing facility, and he could, therefore, support the
proposed decision.

Mr. Morrell sald that he also supported the proposed decision. He
agreed with those speakers who had wondered why the drawing was limited
to 26.6 percent of quota, raising the total drawings made by Burma under
the facility to 50 percent of quota. Burma's situation seemed to meet
the criteria for a purchase above 50 percent, as outlined in EBS/83/171
to be discussed soon by the Board. The authorities had undertaken strong
ad justment measures, they had recently concluded a successful program
with the Fund, and the shortfall was mainly the result of external factors.

Mr. Casey observed that Burma should probably receive more than
50 percent of quota in the particular circumstances, as a number of
speakers had commented, although such a judgment was partly contingent
upon the answer to Mr. Grosche's question with regard to whether further
action was required in the fiscal area. However, the Burmese authorities
had cooperated very closely with the Fund, and for that reason they were
in principle entitled to draw more than 50 percent of quota.

Mr. Fridriksson said that he too would be interested in knowing why
the full amount of the shortfall had not been compensated. If the reason
was insufficient policy action, it would be interesting to know more about
such weaknesses.

Mr. Salehkhou remarked that he agreed with the staff's assessment of
Burma's request and he could support the proposed decision. He too would
be interested in knowing the answer to the question raised by Mr. Lovato,
Mr. Nair, and other speakers.

The staff representative from the Asian Department coumented that
transportation problems had been present in Burma for some time. The
staff did not have detalled information on the causes of the difficulties
during the shortfall year, but it believed that a possible reason was a
shortage of petroleum for inland transportation. It would discuss the
matter with the authorities in Rangoon at the time of the forthcoming
Article IV consultation.
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Commenting on the amount of the request, the staff representative
from the Asian Department sald that the authorities' request had been for
a purchase that would raise Burma's outstanding purchases under the com-
pensatory financing facility to 50 percent of quota. That trequest had
been made on the basis of preliminary calculations, before the exact
extent of the shortfall had been known. The authorities might request
a further purchase that would raise their outstanding purchases to beyond
50 percent of quota. If the authorities took that course, the staff would
review the matter with them at the time of the 1983 Article IV consultation
discussions, scheduled to be held in the second half of October. Those
discussions would cover recent economic developments and policies, focus-
ing in particular on policies In the fiscal area in light of the actual
outcome for FY 1982/83., The staff would discuss with the authorities any
policy actions required in the present fiscal year and in the medium term.

The staff representative from the Research Department remarked that
the staff had applied the usual Executive Board policy in reviewing the
member's policy stance. The present request represented an extension of
an lnterest Iin the use of the compensatory financing facility expressed
about a year earlier, at the time of the previous Article IV consultation.
At that time, the shortfall had been small in relation to quota and, in

.the event, the drawing had amounted to the equivalent of 23 percent of
quota. It had been expected at the time of the first drawing that the
shortfall would increase 1n the course of 1983 and that the authorities
would submit another request under the facility. Although the shortfall
estimated in the paper before the Board was SDR 38 million, the proposed
purchase was for SDR 29 million, an amount that would ralse the outstanding
drawings under the facility to 50 percent of quota. The requested drawing
did not go beyond 50 percent because of the need for a current assessment
of Burma's policies in order to satisfy the cooperation requirement for
Ssuch a drawing. The authorities might raise the possibility of a further
drawing at the time of the forthcoming Article IV consultation in October.

Mr. Jaafar noted that Directors had warmly supported the request,
and that a number of them had suggested that it ought to have exceeded
50 percent of quota, He wondered whether, in light of the substantial
ad justments that the authorities had taken and that they would continue
to take, it was possible for the Board to authorize a purchase that would
lncrease Burma's drawlngs to more than 50 percent of quota.

The Acting Chairman suggested that normal practice would be to adopt
the declsion as it stood, and for the staff to discuss with the authorities
the possibility of a further purchase on the basils of more recent data at
the time of the forthcoming Article IV consultation, which would be soon.

The staff representative from the Research Department stated that
there should be an amendment to the second paragraph of the proposed
decision, to read: “The Fund notes the representation of Burma and
approves the purchase in accordance with the request.”
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The Executive Board then took the following decision:

1. The Fund has recelved a request by the Govermment of
Burma for a purchase of SDR 29.15 million under the Decision on
Compensatory Financing of Export Fluctuations (Executive Board
Decision No. 6224-(79/135), adopted August 2, 1979).

2. The Fund notes the representation of Burma and
approves the purchase in accordance with the request.

Decision No. 7303-(83/123), adopted
August 26, 1983

2. THE GAMBIA - 1983 ARTICLE IV CONSULTATION

The Executive Directors considered the staff report for the 1983
Article IV consultation with The Gambia, together with a proposed decision
concluding the 1983 Article XIV consultation (SM/83/165, 7/29/83). They
also had before them a report on recent economlc developments in The
Gambia (SM/83/185, 8/15/83).

The staff representative from the African Department stated that
recent information provided by the Gambian authorities indicated that the
difficult economic and financial trends that had been anticipated in
SM/83/165 had intensified. Provisional data indicated that, in the year
ended June 1983, credit to the private sector and net credit to the
Government had risen by 32 percent and 60 percent, respectively, compared
with increases of 22 percent and 36 percent projected in the staff report,

The Gambian authorities had stated that the higher than projected
expansion in credit to the private sector was the result of the delayed
shipment of groundnuts and, hence, the late accrual of export proceeds,
the staff representative contimied. They added, however, that credit to
the private sector had been reduced by D 13.2 million in July, and they
expected further reductions in the following two months. They had also
stated that part of the reason for the higher than projected expansion in
net credit to the Government was the delayed payment of D 2.5 million in
income taxes, which had been made only in the first week of July. The
staff mission scheduled to visit Banjul in the following week would dis-
cuss those developments with the authorities.

The increase in credit to the private sector had been D 48.8 million
above the target of D 220.6 million, the staff representative explained,
wholly as the result of an increase in the Central Bank's credit to the
Gambia Produce Marketing Board (GPMB) reflecting the slow transportation
of groundnuts and the accrual of export payments, If, as the authoritiles
suggested, the excess was wholly the result of delays in groundnut ship-
ments, 1t was probable that credit expansion to the private sector would
resume its anticlipated course.
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Commenting on the expansion of credit to the Government, the staff
representative noted that the financing of the development budget had
been explicltly predicated upon the assumption that all the lecal financing
expected in fiscal year (FY) 1982/83 would materialize. Local funds com-—
prised three elements: financlal savings; cash loans; and the amount of
bank financing provided for in the program. During the year the authori-
ties had received bridging finance from the Central Bank. Unfortunately,
the STABEX--export earnings stabilization facility of the European
Community-—entitlements that the authorities had expected to cover the
local cost components of development expenditures had not materialized.

Mr. Sangare made the following statement:

I should like to begin by expressing the appreclation of my
authorities for the staff papers which explain in a clear and
conclse manner recent economic and financial developments in
The Gambia. The Gambian authorities attached a lot of importance .
to the discussions leading to this report, as they were taking
place at a time when considerations of a medium—term adjustment
program were already under way. They are hopeful, therefore,
that the conclusion of the 1983 Article IV consultation will
pave the way for substantive discussions leading to agreement
on a Fund-supported program.

Directors will recall that on February 22, 1982, approval
was glven to a one~year stand-by arrangement in support of a
stabilization program that had been adopted by the Gambian
authorities. The program was framed within the context of the
authorities' efforts to restructure and diversify the economic
base and reduce internal and external imbalances. At that time,
the authorities were hopeful that a strong foundation could be
built that could facilitate the implementation of a medium-term

ad justment program. .

Directors were able to review performance under the stand-by
arrangement on November 24, 1982, and were generally encouraged
by the success that had been achieved thus far. It was noted
then that, apart from meeting almost all the gquantitative perfor-
mance criteria, impressive effort had been made in stimulating
growth and reducing inflationary pressures. The authorities
have since completed the program and it should be noted that
all performance criteria covering the remainder of the program
period were met despite the persistence of an adverse external
environment that has been characterized by depressed export
prices of groundnuts, The Gambia's principal export commodity.

In this connection, it is pertinent to point out the severlty of
the deterioration in The Gambla's terms of trade: while there
was an increase of about 178 percent in the volume of groundnut
exports between 1980/81 and 1982/83, the average export price

per metric ton, expressed in terms of the dalasi, decreased from
D 1,102.9 in 1980/81 to D 772.0 in 1982/83 despite a depreciation



-9 - EBM/83/123 - 8/26/83

of the domestic currency. Besides, the import price index has
been rising by 8-17 percent each year between 1975/76 and
-1981/82. No doubt, therefore, The Gambia has continued to be
plagued by problems in its external account in spite of the
tremendous efforts exerted to correct the situation.

Nevertheless, the general economic outlook in the last two
years has been impressive as real GDP expanded by an estimated
10.9 percent and 11.9 percent in 1981/82 and 1982/83, respec-
tively. After declining by an average rate of about 5 percent
in the previous two-year period (1979/80-1980/81), this strong
recovery reflected mainly the rapid growth of the agricultural
sector (29 percent) albeit from a small base. In particular, out-
put of groundnuts rose from 45,000 tons in 1980/81 to 82,000 tons
in 1981/82 and 125,000 tons 1n 1982/83, resulting mainly from
improved weather conditions as well as appropriate producer price
incentives. Other notable gains were made in manufacturing and
reflected, in part, higher volumes of groundnuts available for
processing. The tourism industry showed a marked recovery as
reflected in the 88 percent increase in air charter tourists.

In the meantime, 1t appears that the authorities have managed to
contain inflation.

Some significant progress was also made in the fiscal area
as the budgetary deficit was reduced from 13 percent of GDP in
1980/81 to 7.1 percent in 1982/83 reflecting, in part, tax
measures taken in fiscal years 1981/82 and 1982/83 which yielded
the equivalent of 3.7 percent of GDP and 1.4 percent of GDP,
respectively, in additional revenue. Furthermore, as part of
the ad justment program, the authorities were successful in putting
1n place measures that ensured effective control over expenditure
so that the budget deficit exclusive of external grants fell
from 19.2 percent of GDP in 1981/82 to 9.4 percent in 1982/83,
demonstrating substantial effort by the Gambian authorities.

As a consequence, recourse to domestic bank borrowing to finance
the budget deficit was contained at an average of 0.7 percent
of GDP in the two years 1981/82 and 1982/83.

The improvement in the current account of the balance of
payments in the last two years has reflected mainly expanded
export production as well as significantly reduced import demand
resulting from demand management measures taken as part of the
ad justment program, The improvement in the current account
would have been better were it not for export prices of ground-
nuts, which remain depressed. With shortfalls in capital inflows
in 1982/83, the overall balance of payments position remained
under pressure with external reserves being maintained at a
precariously low level. As a consequence, The Gambia was forced
to incur additional payments arrears.
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As Directors observed last November on the occasion of the
mid-term review of the stand-by arrangement, the Gambian authori-
ties are also aware that thelr economy has not “come out of the
woods” despite the success achieved in implenmenting the adjust-
ment program and in stimulating growth. As already noted, the
authorities viewed the one-year program as a first stage in
their medium—term adjustment efforts which are being undertaken
within the framework of the Five-Year Development Plan, 1981/82-
1985/86. The objective is to diversify the economy and to
reduce the country's dependence on groundnut production. Since
the development plan was launched, the authorities have increased
outlays for agricultural diversification including the rehabili-
tation of o1l mills. Efforts to mobilize external assistance,
which had been decreasing hitherto, are being stepped up while
total development outlays are belng allocated in line with
avallable resources.

The diversification of the agricultural sector involves the
expansion of other cash crops, such as cotton. The potential for
fish production 1s also being exploited with United Natioms
Development Programme/Food and Agriculture Organization technical
asslstance and financed by the African Development Bank (AfDB)
and Norway. The program als¢ involves the development of live-~
stock. With regard to foodcrops, efforts are continuing to
provide, iater alia, extenslion services, feeder roads,and irri-
gation facilities. For example, a World Bank-supported Rural
Development Program is already under way, while China is helping
with an irrigated rice project. Meamwhlle, efforts aimed at
promoting groundnut production to potential levels are contin-
uing through a project jointly financed by the AfDB and the
European Investment Bank. It should be noted in this connection
that concurrent efforts to ralse producer prices have assisted
in raising groundnut production even though this has not trans-—
lated itself into Increased export earnings.

As enunclated in the Five—-Year Plan, the strategy in the
energy sector 1s to conserve the use of imported fuels while
exploiting alternative domestic energy resources. Accordingly,
the authorities are encouraging the use of groundnut shell
briquettes as an alternative energy source to charcoal. Pricing
of petroleum products continues to reflect the full cost of
importation. In the meantime, the authorities are hopeful that
a long-term energy strategy can be developed following the comple-
tion of a comprehensive survey undertaken with the assistance
of the World Bank.

At the time of the staff visit to Banjul, the 1984 budget
was still under preparation, but the authorities indicated that
efforts aimed at improving revemue collection and tax adminis-
tration would continue., Furthermore, the machinery for moni-
toring expenditure that is already in place will be improved
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upon to ensure better control of government spending. In view
of the limited scope for substantial gains in revenues and the
overall tight budgetary situation, the authorities feel that
contimied moderation is necessary.

With regard to state enterprises, a comprehensive study is
under way with a view to taking appropriate measures to make
them self-supporting. In this connection, the mechanism for
monltoring the operations of the parastatals through the National
Investment Board was established in line with the schedule set
in the stand-by arrangement. To amelliorate the financial prob-
lems of the Gambia Produce Marketing Board (GPMB), the subsidy
on rice has now been ellminated, while the price of fertilizers
was railsed by 19 percent in July 1982. It {is anticipated that

Farerdlimar nrinac 14111 ha vaieand hy a fartrhar 17 1 mavraant 1w
LteTrilléel Prices wiili D€ IdiSed Uy 4 IUurtnel JJ.0 pelielnlt iu

the fiscal year 1983/84 in accordance with the revised schedule

to eliminate these subsidies by 1985/86. 1In line with the
original plan, the increase in bus fares is to coincide with the
arrival in The Gambia of the new fleet of buses, which is expected
in December 1983, MWMeanwhile, all other pricing measures included
as part of the ad justment program were lmplemented as planned.

Monetary and credit developments in the last two years have
reflected, to a large extent, measures that have been taken in
the context of the stabilization program with the overall demand
for credit being curbed considerably. This was assisted by the
effect of demand management measures already in place, including
the increase in interest rates, which are now positive in real
terms. The mechanism for monitoring crop credit has functioned
satisfactorily as evidenced by the remarkable improvement 1n the
recovery rate, and the World Bank is working with the authorities
to further improve smallholder credit facilities.

The immediate prospects for the balance of payments remaln
difficult 1n the face of depressed export prices of groundnuts.
However, some recovery has been projected for the medium term.

The authorities have resisted the use of quantitative restrictions
to curb import demand in order to avoid distortions being created
In the economy and have relied on the use of fiscal and monetary
measures to reduce absorption.

The debt service ratlo has been projected to rise from
15.4 percent in 1983/84 to about 20 percent in 1984/85 and will
remaln at about the same level the following vear. My Gambian
authorities have expressed willingness to take advantage of the
Fund's technical assistance programs in order to 1lmprove manage-
ment of their external debt.
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In conclusion, I would like to highlight the main points of
this consultation as seen by my authorities:

(1) Positive steps have been taken by the Gambian authori-
ties to adjust domestic demand. These include increased taxes,
reduced subsidies on food, increased user charges, tighter
expenditure control In government departments, strict monltoring
of crop credit, a scaling down of the development plan, and wage
and salary restraint. My authorities would like to recall that
many of thege measures were Implemented soon after the 1981
Article IV consultation, well before the stand-by arrangement
came into force in February 1982. The measures were reinforced
following the implementation of the stand-by arrangement, which
ended in February 1983, and have been further strengthened by new
fiscal measures introduced in the recent budget.

(2) The worsening external payments arrears problems have
been aggravated by external events over which the authorities
had no control, such as the decline in aid flows and, more impor-
tantly, the decline in groundnut prices. As already indicated,
while production returned to normal levels within the last two
years, prices declined by more than 30 percent over the same
period. Had the groundnut price remained at the 1980/81 level,
for example, a substantial proportion of the arrears would have
been eliminated.

(3) It is recognized that the GPMB's financial situation
has been aggravated by fertilizer subsidies and operating inef-
ficilencies. The Govermment has responded by a policy decision
to phase out the subsidies over a three-year period, faster than
recommended by the staff, and by having a consultant to assist
the GPMB improve its efficiency. While these positive steps
cannot be overlooked, it should also be recognized that GPMB's
financial difficulties have also resulted in paying higher
producer prices to stimulate output, an action encouraged by the
World Bank and the Fund.

Finally, I should like to thank the staff once again for
responding to the invitation by my Gambian authorities to commence
discussions on a possible use of Fund resources. If The Gambia's
development effort is not to be eroded further, my authoritlies
would prefer that the ad justment measures which they have adopted
should be supported by an extended arrangement.

Mr. Taylor remarked that, since The Gambia had made clear its
lntention to Implement an adjustment program for which further Fund sup—-
port would be requested, it would be useful to comment on the elements
that ought to be covered in such a program. The momentum of improved
financial performance achieved in 1981 had not been sustalned in 1982
despite the authorities' commendable performance under the stand-by
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arrangement, mainly because of a large deterioration in The Gambia's
tems of trade, counteracting the increased earnings potentlial of the
groundnut sector. That outcome pointed to the urgent need for diversi-
fication of the economy, as the authorities recognized. In particular,
the development of rice production might be possible, and an expanded
role for the private sector could be encouraged. The revival of the
tourist sector was welcome; the foreign exchange benefits likely to
arise in that sector should not conceal the need for new investment in
tourist facilities.

On fiscal policy, Mr. Taylor observed that the staff had correctly
polnted out that action was needed on the expenditure side to encourage
development of the productive sectors of the economy. Action was also
needed on revenue, although the scope was a little more limited. The
move to improve the collectlon of recelpts was important, but it was
doubtful whether a better fiscal position would be attained in 1983
unless such efforts were intensified. He hoped that the information
provided by the staff at the beginning of the meeting represented
mainly a temporary development, and that the econcmy would soon return
to a more satlsfactory path.

There were clearly major financial problems in the parastatal sector,
Mr. Taylor continued, and priority had to be given to improving the effi-
ciency of the GPMB; its fertilizer subsidies represented a problem. The
original plan to phase out subsidies seemed to have been put back one
year, a regrettable development that underlined the need for more flex—
ible producer pricing in the sector covered by the GPMB and for further
efforts to improve cost effectiveness. Mr. Sangare had stated that the
authorities had firmly decided to phase out subsidies within a three-year
period, which was welcome evidence of their intention to move in the
right direction. They should be encouraged to accelerate the process if
possible.

Degspite the determined pursult of tighter financial policles in
association with advice from the Fund, Mr. Taylor commented, the balance
of payments remained a major cause for concern. Although the current
account deficit had been improving, arrears had increased again in 1982,
and reserves were declining. Re—exports seemed to be an important element
in trade, and it would be desirable to bring that trade more substantially
within the customs authorities' net. He invited the staff to provide
further information on the plans to improve customs procedures that had
been mentioned in the course of the Executive Board's discussion of
November 24, 1982 (EBM/82/152).

The discussion of exchange rate policy in SM/83/165 had been brief,
Mr. Taylor considered. His chair had suggested that the exchange rate
strategy should be examined carefully to assess whether it was the best
possible. Was the staff broadly content with the level of the dalasi,
and did it support the strategy of pegging the dalasi to sterling, bearing
in mind that such an approach would deny the exchange rate a more active
role in assisting demand management policy? It was disquieting that
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concessional Inflows and STABEX receipts had been lower than expected in
1982. He invited the staff to comment on the prospects for an improved
outcome in 1983. He understood that, despite the recession, the STABEX
scheme ought to be able to meet present demands on it, and he wondered
whether there were particular problems in The Gambia's case.

The further deterioration of the debt situation, despite the fairly
successful implementation of the stand-by program in 1982, was also
disquieting, Mr. Taylor commented. The deterioration would have to be
arrested and reversed, painful though such action might be in the short
run. An improvement in concessional {inflows would be an important correc-—
tive element. Perhaps a degree of orderly debt rescheduling might be
included. At any rate, the authorities had to set themselves clear
objectives for dealing with arrears, with the aim of eliminating them
reasonably soon. The authorities also had to set themselves a clear
objective for rebullding reserves in the medium term. Incorporation of
a definite timetable with regard to arrears and reserve accumulation
would be an important item in any new arrangement with the Fund. The
staff correctly emphasized that the authorities would need to do their
utmost to avoid short-term borrowing and to continue to monitor the debt
situation extremely closely. He would certainly support any request for
technical assistance in that area that the authorities might make. Such
assistance would be an appropriate use of the Central Banking Department's
enhanced capabilities in the external debt field.

The form of arrangement that would probably best suit The Gambia's
need would be a further one-year stand-by arrangement, Mr. Taylor sug-
gested. Structural ad justment was clearly needed, but it could be incor-
porated into such an arrangement. Because of the continuing deficlencies
in the system of economic information it was difficult to conceive of a
multiyear program, particularly given the heavy reliance on unpredictable
concessional inflows that made it difficult to plan more than about
12 months ahead. He supported continued cooperation with the Fund, and
The Gambia should feel able to count on firm support from the Fund as
long as it continued to deal with the difficult external situation.

Miss Diallo observed that The Gambia had been experiencing serious
economic difficulties that were structural in nature and known to the
Executive Board from the time of the approval of the stand-by arrangement
with the Fund in February 1982. The performance under that program had
been satisfactory. Indeed, the authorities had been able to achieve the
program targets and to meet all performaznce criteria. The budgetary
situation had improved significantly. The deficit had been reduced by
almost 6 percentage points in terms of GDP between FY 1980/81 and
FY 1981/82 as a result of the new tax measures and further tightening of
expenditure control, among other actiouns.

The current account position had also improved considerably,
Miss Diallo noted, a reflection of the gains realized in containing total
demand under the Fund-supported program. The increase in the overall
balance of payments deficit from 4.5 percent of GDP in FY 1980/81 to
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7.3 percent of GDP in FY 1981/82 was largely due to a sharp drop in foreign
capital inflows, as well as to the redemption of arrears. It was important
to underline the fact that the Gambian authorities had been able to carry
out the stabilization effort successfully despite the unfavorable external
environment, namely, the world recession with its negative impact on the
demand for The Gambia's exports, and the further deterioration in the
country's terms of trade. That satisfactory performance in the face of
adverse factors was a clear indication of the determination of the country
to correct its external and internal economic and financial imbalances.
Consequently, the authorities should be commended for their willingness

to adopt the approach suggested by the Fund. She invited the staff to
comment on the authorities' medium-term development strategy and on their
possible request for an extended arrangement.

Mr. Zhang remarked that the staff had referred in its appraisal to
an import substitution program. What were the elements of that program,
and what were the economic and financial policies that the authorities
would have to realign to achleve the program's goal? Would such policies
be 1n conflict with other policies that the Fund supported through the
use of Fund resources?

Mr. Suraisry said that the Gambjan authorities should be commended
for the progress that they had made in reducing the lmbalances in the
economy over the previous two years. Economic growth had been strong.
Inflation had been kept under control, and both the fiscal and current
account positions had improved significantly. Those impressive achieve-
ments could be traced in part to favorable weather conditions and, equally
important, to the effective implementation of the recent stabilization
program supported by the Fund. However, it was clear that difficult
problems persisted. The overall fiscal deficlt remained large in relation
to GDP. New arrears had accumulated. More fundamentally, the economy
remained heavily dependent on groundnut production, which was subject to
changes in weather and world market prices, and progress had been hampered
by the lack of foreign exchange. Further efforts were required on both
the demand and supply sides; he welcomed the authorities' intention to
seek a new arrangement with the Fund.

The main priority was the need to restructure the economy,
Mr. Suraisry considered. The second Five-Year Development Plan provided
an appropriate framework, and he hoped that the authorities would press
ahead with measures to increase the production of new crops, to expand
the fishery and livestock sectors, and to promote the tourist industry,
In which the results to date had been encouraging. The constraints on
external financing underlined the importance of measures to mobilize
domestic savings and of early actlon to improve the fiscal position of
the Gambia Produce Marketing Board. 1In the short term, continued fiscal
restraint was essentlal. Although the scope for further tax increases
was limited, he encouraged the authorities to maintain the progress made
in strengthening tax administration and expenditure control procedures.
The firm policy in public sector wages was commendable, and the proposals
to monitor the parastatal enterprises more closely through the National
Investment Board were an Iimportant step in the right directilon.
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On the monetary side, Mr. Suraisry continued, the new system for
extending and monitoring crop credits had worked well and it should be
continued. The large increase in domestic bank financing of the budget
deficit in 1983 was potentlally worrying, as it could add to inflationary
pressures; he hoped that the authorities would explore alternmative sources
of noninflationary financing. Externally, the overall position was likely
to remain difficult unless new aid or commercial loans could be obtained.
The early elimination of arrears would be an important means of reducing
the deficit and of strengthening The Gambia's creditworthiness. The debt
burden appeared manageable at present, but it would need to be watched
closely. He fully supported the decision to request technical assistance
from the Fund to improve statistics and monitoring in the debt area.

The authoritles made a good case for regarding the exchange rate as
"an instrument of last resort,” Mr. Suraisry added, particularly given
the recent depreciation of the dalasi in real effective terms. However,
it would be prudent to keep that policy under review. 1In the case of
The Gambia and other countries that pegged theilir exchange rates to a
single major currency, it might be advisable to consider other options.
A pegging policy was understandable when the majority of the country's
export receipts were denominated in the major currency, but where that
was net so, peggling to a basket of currencies, such as the SDR, could
help to {solate the country from the effects of fluctuations Iin major
currencies. If the pound sterling were to appreciate significantly in the
coming 12 months, it would probably not be in The Gambia's best interest.
He invited the staff to comment on that issue.

Mr. de Maulde observed that the economic and financial performance
of The Gambia remained highly constralned by its dependence on a single
commodity, groundnuts. Recent economic developments, which, according to
the staff, were encouraging on the real side of the economy but disap-
peinting on the financial side, were closely related to the development of
the production and exports of that commodity. On the real side, the siz-
able increase in the output of groundnuts for the previous two years
appeared to be the main reason for the impressive rate of growth of GDP
recorded in the same pericd. That increase was probably more the result
of good weather conditions than of producer pricing policy, since producer
prices for groundnuts had been increased by only 4 percent between 1980
and 1983; with an inflation rate of 7.9 percent, prices had decreased
by 3.9 percent in real terms. It was possible, however, that the Increase
in production was the result of a statistical blas, because that part of
production that was marketed through of ficial channels could be measured,
but not the share of production that went, unofficially, through neigh-
boring Senegal. Nevertheless, the increase in growth, as well as the
progress made in reducing the budget deficit and in improving the control
of credit, were all achievements for which the authorities should be
commended.

With regard to external policy, Mr. de Maulde remarked that the
statistical base was not very reliable. However, the increase in external
payments arrears clearly showed that the balance of payments situation
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remained difficult, primarily as a result of the depressed international
price for groundnuts. On the occasion of the Executive Board's review of
the stand-by arrangement in November 1982, he had doubted that exports
could be expected to increase by 30.8 percent between 1980 and 1983, as
Forecast by the staff, because the increase implied that the terms of
trade would improve by more than 21 percent. Unfortunately, the staff
had proven to be overoptimistic; there had been no improvement at all in
the terms of trade, and exports had increased by only 11 percent. Recently
the international price of groundnuts had begun to rise. He hoped that
that trend would contimue and that it would bring about the much—-needed
improvement in The Gambia's terms of trade. External payments arrears
had been increasing since November 1982, but, suprisingly, no performance
criteria under the recent stand-by arrangement had been breached in the
last nine months of the program.

The adjustment efforts that had been begun under the stand-by arrange-
ment would have to be continued in the years to come, Mr. de Maulde sugges—
ted, and, in that repgard, it would be Iin the interest of The Gambia to
enter into a new arrangement with the Fund at an early date. He regretted
that 1t had not been possible to negotiate such an arrangement so far; he
welcomed the announcement that a staff mission would be discussing the
issue with the authorities shortly. Since The Gambia's main problems were
structural--the need to diversify the economy and to reduce its dependence
on groundnut production—-an extended arrangement, rather than a one—year
stand-by arrangement, might well be justified to support the authorities'’
efforts to implement 2 medium—term supply-oriented program.

Mr. Erb said that the authorities should be commended for their
efforts to implement the ad justment program under the previous one-year
stand-by arrangement. Although there was cause for concern in gseveral
areas, particularly in light of the staff's information at the beginning
of the meeting with regard to the larger than expected credit flows,
perfeormance under the arrangement could be regarded as broadly satisfac~
tory. For the future, the most immediate need was to align economic and
financial policies, to restructure export earnings, and to promote
import substitution. In that regard The Gambia had a longer-term need
for financing for the structural effort. He welcomed the active involve-
ment of the World Bank in financing investments related to structural
change. The Fund could be especially helpful through the analysis and
assistance that it provided in the course of the Article IV consultation
missions and through the provision of technical assistance. The Fund
could also play a role in encouraging multilateral donors to offer
assistance by providing information on macroeconomic policies and trends,
including the exchange rate, pricing policy, and fiscal and monetary
policies.

With regard to the use of Fund resources, Mr. Erb continued, if Fund
financial resources were to be provided in the current circumstances, they
should be provided in the context of a stand-by arrangement. He noted
the low and volatlile level of The Gambia's reserves. In a future program,
more attention would need to be pald tc rebuilding them. He agreed with
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Mr. Taylor's comment that the authorities had to deal with arrears, and
with other Directors' comments that the staff should pay more attention
to the exchange rate and to exchange arrangements.

The Acting Chairman asked the staff whether it had any information
on the current status of Sene-Gambia. Given the propinquity of the
economies of The Gambla and Senegal, with a long common border, did the
Gambian authorities take into account the price of groundnuts in Senegal
when determining groundnut prices for their own producers?

The staff representative from the African Department replied that
some of the political institutions of the Sene-Gambia Confederation had
already been set up, for example, the Sene—-Gambia Parliament, and arrange-—
ments were under way in the area of security. However, the staff under-
stood that discussions were still at a preliminary stage on the kind of
economic and financial arrangements that the two authorities might
agree upon.

With regard to the question of producer pricing policies, the staff
representative continued, producer prices in The Gambia had declined in
real terms in the past few years, as Mr. de Maulde had pointed out, but
prices for groundnuts were higher in both nominal and real terms in
The Gambia than in Senegal. As a result, the movement of groundnuts
tended to be from Senegal to The Gambia, not the other way around. More
important, effective producer prices in Senegal had been reduced recently
through adjustments in fertilizer subsidies.

As far as fertilizer subsidies in The Gambia were concerned, the
staff representative added, the authorities had sought to phase them out
by FY 1984/85, and on that schedule the phasing out would have begun with
a 25 percent reduction in FY 1982/83. However, the authorities believed
that the schedule should be flexible, and they were seeking to postpone
the elimination of subsidies to FY 1985/86, but to Increase the size of
the reduction to 33 percent—-—-instead of 25 percent)--in light of the
financial position of the Marketing Board and the situation in groundnut
markets in the period ahead. It was worth noting that the World Bank had
requested the authorities to phase out the subsidies over a longer perilod
in view of the projects that the Bank was implementing in the agricultural
sector. Thus, it could be argued that the authorities were seeking a
middle ground between the views of the Bank and those of the Fund staff,
which would have preferred that the phasecut should be completed in
FY 1984/85.

There were a number of ways in which the authorities could increase
the flow of receipts from exports Into the banking system, the staff
representative remarked. One suggestion had been a bonded warehouse
scheme, but the authorities had believed that the idea needed further
study because of the fiscal complexities. The staff intended to take up
the question with the authorities during the forthcoming mission.
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Commenting on the exchange rate, the staff representative noted that
the dalasi had depreciated by 36 percent against the SDR and by 61 percent
agalnst the U.S, dollar between 1980 and the end of March 1983, and that,
since 1978, the import-weighted effective exchange rate had been depre-
cliating at an annual average rate of 1.3 percent. The most recent infor-
mation indicated that in the year to July 1983 the dalasi had depreciated
by 13.9 percent. At the time of the Article IV consultation in 1981,
the authorities had taken the position that it would be unwise to act
precipitously, and it could be argued that, in light of recent movements
of the dalasi against the U.S. dollar and against the SDR, their caution
had been justified. The authorities appeared to be satisfied with the
recent downward movement of the currency, which they would have sought
even if they had used a different kind of pegging system. The staff
would discuss the appropriateness of the present rate with the authorities
in the following week.

In doing so, the staff would bear in mind the role that the exchange
rate might play in helping to deal with the large deficits faced by the
Marketing Board, the staff representative added. It should also be noted
that groundnut prices had recovered in the past year; for example, the
ptice of groundnut oll had increased by about 57 percent between August
1982 and August 1983, and the price of groundnut cakes had increased by
36 percent, The authorities would also be looking at other means of
improving the efficiency of the Marketing Board, including its cost
structure, on the basis of technilcal assistance from the United Nations.
The authorities would also probably wish to take into account the rela-
tionship of producer prices in The Gambia to those in Senegal. They
appeared to be open to the possibility of an exchange rate adjustment if
it could be shown that such an action would be the most effective way of
attaining their various objectives with regard to the financial position
of the Marketing Board, the remuneration of producers, and the balance of
payments.

The shortfall in STABEX receipts did not appear to arise from a
particular problem with regard to The Gambia, the staff representative
went on, but, at least In part, because some of the countries in the
European Community had not been able to meet their commitments. The
staff was conscious of the problem of arrears and of external debt in
general. The authorities had requested Fund assistance in that area and
a member of the Central Banking Department would accompany the forthcom—-
ing staff mission. The staff would also discuss with the authorities
the comments that had been made on the need to rebuild reserves.

The main area of import substitution on which the authorities were
focusing was rice production, the staff representative from the African
Department stated. The authorities were looking at a range of policies
to promote import substitution, none of which, it appeared, conflicted
with the Fund's policies. They were also looking at ways of diversifying
exports, through adjustments in producer pricing policy and through the
promotion of small manufacturing industry, for example, through the
adoption of an investment code. The authorities had indicated very
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strongly that they did not intend to impose quantitative controls on
imports. Finally, the fact that the performance criteria had not been
breached, despite recent credit developments, arose, in part, from the
fact that the one-year stand-by arrangement had not been couched in fiscal
year terms, but in calendar year terms, and that it had covered the period
February 1982 to February 1983; during that period all the performance
criteria had been met, as noted in SM/83/165.

Mr. Sangare said that Directors had ralsed a number of interesting
questions with regard to the need to Improve public finances, to deal with
external arrears, and to improve the statistical and economic information
base. As Directors had noted, The Gambia's main economic problem was
that the economy depended overwhelmingly on one product--groundnuts.

Thus, the need was for medium-term solutions to the structural problems.
The adjustment program that the authorities were putting in place in the
context of the Five-Year Development Plan appeared to be appropriate in
that regard. ZEfforts to improve the financilal situatlon without seeking
the diversification of the economy would probably result in failure.

Thus, further Fund financial assistance in the form of an extended arrange-
ment would be useful; he could not agree with Mr. Taylor or Mr. Erb

that a one-year stand-by arrangement would be appropriate. The Gambia's
structural problems demanded medium—term adjustment.

Although the authorities had been able to take a number of domestic
measures to deal with their problems, Mr. Sangare continued, the dete-
rioration of the external position had been beyond their control. They
had not, therefore, been able to reduce external arrears as much as they
would have wished. However, as the staff representative had pointed
out, the authorities intended to reduce arrears in the future as the
foreign exchange situation improved. He agreed with the points that the
staff representative had made on exchange rate policy. While the author-
ities were keeping an open mind on the question, they did not believe
that it was an urgent issue at present. His Gambian authorities had
made considerable efforts to meet all the targets and performance criteria
of the previous stand-by arrangement and, in doing so, to improve the
economic situation of the country. However, the economy remained struc-
turally weak as it depended heavily on groundnuts. Being a small and
open economy, The Gambia was susceptible to adverse external developments.
For those reasons the Fund should come forth to assist the authorities
in their efforts to achleve sustainable growth in the medium term, perhaps
within the framework of an extended arrangement.

Mr., Erb saild that in commenting on the exchange rate he had not
wished to take a position on its appropriateness at present. His point
had been that it was difficult to make an adequate assessment of exchange
rate policy on the basis of the information in the staff papers; nor was
it clear what the authorities had in mind by their statement that exchange
rate adjustment was an Instrument "of last resort.” He looked forward to
a more detailed discussion of the criteria that the authorities used in
agssessling rhe appropriateness of the rate and of the lmpact of the various
exchange controls on the economy.




- 21 - EBM/83/123 - §/26/83

Mr. Suraisry stated that in his remarks on pegging the dalasi to a
basket of currencies he had not intended to imply that the authorities
should act urgently on the exchange rate issue. Indeed, as he had said,
he agreed with the authorities' intention to use the exchange rate as an
instrument of last resort.

Mr. de Maulde inquired whether the World Bank would participate in
the forthcoming staff mission to The Gambia.

The staff representative from the African Department replied that the
World Bank had been invited to participate in the mission, but, because
of staffing considerations at present, it would be unable to do so. How-
ever, the Fund staff had received a World Bank appraisal of The Gambia's
investment plan, and the Bank staff had agreed to comment further on the
plan in the light of new information provided in the course of the
Fund staff's mission.

The Acting Chairman made the following summing up:

Directors agreed with the thrust of the views expressed in
the staff appraisal. They noted that, despite the recovery in
real GDP in the previous two years, the Gambian economic and
financial situation remained difficult, especially since early
1983, partly as a result of The Gambla's worsened terms of trade;
some of the encouraging gains that had been made In the recent
program with the Fund were being eroded on account of expansionary
fiscal and credit policies.

Directors stressed the need for continued determination by
the authorities in implementing adjustment policies. In that
context, they welcomed the authorities' intention to seek Fund
support for a comprehensive program of adjustment and they
stressed the need for a tighter budgetary and credit policy,
continued wage restraint, realistic pricing policies, and mea-
sures to improve the financial performance of public enterprises
such as the Produce Marketing Board. On the fiscal front,
Directors emphasized the importance of strict expenditure con-
trel in light of the very limited room for discretionary revenue
gains. They also believed that special attention should be
glven to measures to restructure the productive base, to encour—
age private sector activity, including tourism, and to promote
exports.

Directors regretted that the progress made in reducing
external arrears had recently been reversed and they urged the
authorities to make intensified efforts to eliminate the restric-
tive practice emanating from arrears. Concern was expressed
about the rising external debt burden and the low level of
reserves, and it was suggested that exchange rate policy should
be carefully reviewed. The Fund could usefully make technical
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Article IV consultation with Tunisia, together with a proposed decision
concluding the 1983 Article XIV consultation (SM/83/100, 5/25/83). .

assistance availlable in various areas, including debt monitoring,
in order to support the determined efforts of the authorities
to correct the existing disequilibrium.

It is expected that the next Article IV consultation with
The Gambia will be held on the standard 12-month cycle.

The Executive Board then took the following decision:

Decision Concluding 1983 Article XIV Consultation

1. The Fund takes this decision relating to The Gambia's
exchange measures subject to Article VIII, Sections 2 and 3,
and in concluding the 1983 Article XIV consultation with
The Gambia, in the light of the 1983 Article IV consultation
with The Gambia conducted under Decision No. 5392-(77/63),
adopted April 29, 1977 (Surveillance over Exchange Rate
Policies).

2. The Gambia's exchange system involves payments
arrears, as described in SM/83/185, which are subject to
approval under Article VIII. The Fund urges the authorities
to eliminate this restriction as soon as possible.

Decision No. 7504-(83/123), adopted
August 26, 1983

TUNISIA - 1983 ARTICLE IV CONSULTATION

The Executive Directors consldered the staff report for the 1983

They also had before them a report on recent economic developments
in Tunisia (SM/83/118, 6/8/83).

The staff representative from the African Department made the

following statement:

The following information on developments during the first
half of 1983 has become available to the staff subsequent to the
issuance of the consultation reports SM/83/100 and SM/B83/118.

In late June, the Minister of Planning and Finance
{Mr. M. Moalla) was replaced as Minister of Finance (by
Mr. 5. M'barka) and as Minister of Planning (by Mr. I. Khelil).
The staff has been in contact with Tunisian officials but has
not been informed of any new remedial measures in the fiscal
and monetary areas.



- 23 - EBM/83/123 - 8/26/83

With regard to domestic financial developments, over the
first quarter of 1983 there was an increase in banking system
credit to the economy (the private and nongovermment public
sectors) of 4 percent, which brought the increase for the year
ended March to 23 percent. The increase in the January-March
period was accommodated entirely by additional bank recourse to
the Central Bank. Over the 12-month period ended March 1983,
net claims on Government rose by 39 percent, domestile credit by
25 percent, and broad money by 15 percent.

Reflecting partly the halt in the price liberalization
process, during the first five months of 1983 the official
consumer price index was essentially unchanged.

It now appears that the overall balance of payments defieit
in 1983 may be substantially larger than indicated in the consul~
tation reports (SDR 30 million). Over the first half of the
year, Tunisla's gross official international reserves declined
by SDR 223 million (or 40 percent), to SDR 333 million (equivalent
to 1.4 months of projected 1983 imports). During the first four
months of 1983, the trade deficit was about SDR 100 million
larger than during the comparable period in 1982, The value of
exports (in terms of S$DRs) was about 26 percent below the January-
April 1982 level, attributable to a drop of 56 percent in petro-
leum exports, reflecting largely a fall in volume (47 percent).
Imports through April were some & percent below the level of the
corresponding period in 1982.

The Tunisian dinar has continued to decline vis-a-vis the
SDR. During the period January-June 1983, the decline was 6.7 per-
cent, bringing the decrease for the 12-month period ended June to
9.1 percent.

Mr. Salehkhou made the following statement:

My Tunisian authorities would like to thank the Fund mission
for its efforts to present Tunisia's economiec situvation and pros-
pects Iin a concise and professional manner. While the staff
appraisal and recommendations call for a number of remarks on
the part of Tunisia, differences should be regarded mainly as
matters of emphases and priorities.

In 1982, Tunisia's economic performance was generally less
satisfactory than in previous years. In the 1970s, Tunisia expe-
rienced a strong economic performance, mainly due to the authori-
ties' cautlous management and financial policies. The economy had
benefited from an impressive improvement in the terms of trade,
which was partly the result of higher prices for oil and, to a
lesser extent, for phosphates. These policies were designed to
generate higher domestic savings and promote Investments while
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preventing an overheating of the economy. Hydrocarbon revenues
were expected to decline in the medium term, thus transforming
the country into a net oil importer. Tunisia's investment
effort, therefore, was directed toward changing the structure
of the economy, mainly through industrial diversification and
development of the agricultural sector. Prior to 1982, Tunisia
succeeded in maintalning a very high ratic of investment to
GDP, in addition to substantially increasing the real income
per capita-—~despite a high rate of growth in population—-and
significantly lowering the resource gap.

Similar policies and development strategy are projected for
the Sixth Development Plan (1982-86), which aims mainly at the
continuation of economic expansion and strengthening of indus-
trial diversification despite a lower ratio of investment to
GDP. However, performance was rather disappointing during the
first two years of the plan, with a low rate of real growth,
higher inflatlonary pressures, and imbalances in the fiscal and
external accounts.

The new deteriorating trend in the economy was largely
attributable to the adverse impact of exogenous factors and, to
a lesser extent, to the expansion of domestic demand. Adverse
exogenous developments included in the main (a) a severe drought,
which affected agricultural areas in particular; (b) the inter-
national economic recession, which resulted in sharp declines
in exports and tourism receipts; and (c) a considerable deteri-
oration in Tunisia's terms of trade, which reversed the favorable
trend of the last decade.

The Tunisian authoritles share the staff's view that the
present economic situation is difficult and a matter for concern.
They also basically concur with the thrust of the staff analysis
with respect to the medium—term adjustment that 1s required to
restore economic growth and correct external and domestic Imbal-
ances. However, they feel that the staff report does not seem
to take sufficient account of the country's overall realities
and its economic and soclopolitical constraints. They further
believe that the report does not emphasize the efforts being
made by Tunisia to cope with the economic deterioration and, at
the same time, avoid jeopardizing the country's development plans.

In this regard, it is important to note that most of the
ad justment measures proposed by the staff misslon are contained
in official Tunisian documents such as the Economic Budget and
the Sixth Development Plan. The authorities feel, however, that
such measures could only be introduced gradually in light of the
country's real constraints and order of priorities. For example,
the authorities are aware of the need to reduce and eliminate
subsidies granted to public enterprises, as suggested by the
staff. Nevertheless, in view of structural factors——depletion



of mineral resources and overstaffing-—-and of the impact of price
increases on the Government's policy to contain wages, they
intend to implement such reduction only gradually. Furthermore,
the authorities are apprehensive that an abrupt phasing out of
subsidies would lead to the closure of the enterprises concerned,

thus resulting in undesirable socioeconomic consequences.

Similarly, for the medium term, the authorities are convinced
that a limitation of nonessential imports through administrative
measures, combined with appropriate monetary and credit policles,
is the best course of action for containing the current account
deficit of the balance of payments within the limits of Tunisia's
capacity for indebtedness.

Regarding the Government's policy to generate further employ-
ment by favoring more labor—-intensive industries, the staff report
suggests that this requires a change in the relative cost of
capital and labor, which thus far has encouraged use of capital.
As this approach implies a rise In interest rates, the authorities
believe that it is hardly concelvable at present, given its
adverse effects on the competitiveness of enterprises and the
promot ion of investment. In this connection, they feel that
the policy objective could be attained by measures designed
to encourage employment, particularly through tax incentives.

With regard to interest rate policy in general, the staff
report's indication that the authorities will effect an upward
revision of the structure of interest rates on deposits--in
order to harmonize them with the yield of up to 10.4 percent a
vear envisaged for zero coupon government bonds--calls for some
observations.

First, although an obligatory loan was indeed foreseen
during the consultations, the terms and arrangements for such an
issue were by no means definitive. Those mentioned in the report
were, In fact, nothing more than working assumptions subject to
reconslderation at the time of issue.

Second, the country's position should be interpreted as a
determination to mobilize privare savings, to help limit the
rate of growth of consumption, and to stimulate the recycling of
part of the wage increases through a diversification of savings
schemes that would satisfy the real motivations of savers. The
success of these schemes—-which, again, will be introduced
gradually when circumstances permit--is, nevertheless, dependent
on the extent to which they meet the needs of savers. Thus,
there is no obvious link between the review of the general struc-
ture of interest rates on savings and the yleld on the obligatory
loan, principally because this loan constitutes a one-time,
speclal measure,.
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In conclusion, the Tunisian authorities are committed to
pursue their traditionally pragmatic and prudent economic and
financial policies. Recognlzing that the economic environment
of the first two years of the Sixth Development Plan has proved
to be less favorable than envisaged, they intend to review and
update the plan targets 1in the light of recent adverse economic
developments and of the report on the 1984 Economic Budget,
which is in preparation. It 1s possible that Fund technical
assistance will be sought with respect to the envisaged economic
program covering the period remaining under the Sixth Development
Plan.

Extending his remarks, Mr. Salehkhou stated that the imbalances in
Tunisia's financial management outlined in SM/83/100 were based on provi-
sional information for 1982 and preliminary estimates for 1983, which
would have to be filpalized in light of the actual results For those two
years, with particular attention being given to the changes introduced
by the Supplementary Budget. For example, according to more recent
information, the deficit in the government budget for 1983 would amount
to 5.9 percent of GDP, rather than the expected 6.6 percent referred to
on page 9 of SM/83/100. Similarly, the increase in domestic prices in
1983 was expected to be less than 10 percent in relation to the average
level for 1982, rather than the 11 percent referred to on page 5 of the
same document. Furthermore, in the first four months of 1983, there had
been a decrease in household consumer prices estimated at 0.3 percent, in
contrast to an increase of 2.3 percent in 1982.

Mr. de Maulde remarked that his first impression on reading the
staff papers and on hearing Mr. Salehkhou's statement was that Tunisia's
economy remained basically sound and well diversified, with a potential
for above average growth, thanks to an imaginative and well-managed system
of planning and public investment policy. His second impression, rein-
forced by the most recent information provided by the staff, was that, .
in the perlod since the previous Article IV consultation, Tunisla had
entered a dangerous perlod of disequilibrium, as evidenced by the heavy
loss of official reserves in the previous few months. A number of causes
for the present situation were exogenous, but other factors were of
Tunisia's own making, in particular, insufficiently firm fiscal and mone-
tary policies and a wage policy inconsistent with the maintenance of an
appropriate level of relative prices.

There was basic agreement between the staff and the Tunisian author-
ities on the need to implement adjustment peclicies, Mr. de Maulde contin-
ued, and on what those policies should be: first, toc reduce the public
sector deficit through restralnts on expenditure, because there did not
appear to be much room to increase tax revenues; second, to adopt a
restrictive monetary policy; and third, to contain the wage drift of the
previous few months. There was less agreement on the pace of implementa-
tion of such an adjustment policy. Mr. Salehkhou believed that the
necessary measures could only be introduced gradually in light of the
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country's constraints and priorities, Naturally, it was difficult for
outside observers to give advice because they might not be able fully
to appreciate all the subjective factors alluded to by Mr. Salehkhou in
terms of the economic, political, and social realities. Nevertheless,
the common experience of many member countries was that adjustment was
all the more difficult and painful the longer that it was delayed, and
that realism could also pay political dividends. He invited the staff
or Mr. Salehkhou to comment further on the current intentions of the
authorities with regard to wage policies and import restrictiocns.

Mr. Mtel observed that until recently Tunisia had enjoyed relatively
strong economie growth under fairly stable internal and external condi-
tions, reflecting good terms of trade and sound and pragmatic economic
management policies. The authorities should be commended for their
performance in that regard. Of late, however, signs of strain had devel-
oped. The emergence of somewhat unstable financial conditions had
prompted the Tunisian authorities to embark on a restructuring program
in the context of thelr Sixth Development Plan. The general strategy
embodied in the plan was appropriate and the quantitative targets were
reasonable and achievable, allowing for the inevitable margin of error
in such projections. For example, the growth target was broadly in line
with the average growth rate attained over the five-year period ended in
1981, and it was not significantly different from the staff's projection
of 5 percent growth. He was concerned, however, that the staff recommended
a cutback in the capital budget in order to achieve further fiscal adjust-
ment. Such an approach would have implications for the growth rate, and
a reduction in development outlays might jeopardize the desired diversi-
fication of the economy. He invited the staff to comment further on the
question, and, in particular to say whether the plan contained elements
that could be postponed without undue implications for future growth.

He agreed with the staff that there was a need for moderation in
wage increases, Mr. Mtei went on, as well as a need to reduce, and, if
possible, to ellminate subsidies and transfers to public enterprises.
The authorities would be well advised to heed the staff's advice that
success in moving Tunisia's industry onto a more labor-intensive path
would depend crucially on success in restraining wage costs. The staff
also proposed that the authorities should "curb current and capital trans-
fers to Tunisia's vast system of nonfinancial public enterprises” in
order to improve the financial position of the Governmment. While such
a policy might have an immediate Iimpact on the budget, the position of
the authorities deserved to be emphasized, namely, that it would be better
to improve the operations of those entities in order to reduce progres-—
sively their need for budgetary support. He welcomed the measures taken
to monitor the activities of the corporations and to identify a limited
number of enterprises that could remain under government control. He
hoped that the exercise would help to rationalize the publie sector
enterprises in the medium term.

Commenting on monetary policy, Mr. Mtel sald that he understood the
concern expressed by the staff that the increase in lending operations by
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the development banks might increase liquidity and create additional
strains on both domestic prices and the balance of payments. He hoped
that such adverse consequences could be minimized if, as the authorities
contended, such credit was used to expand the productive base. He also
shared the concerns expressed by the staff with regard to the long-term
balance of payments prospects, particularly when the current account
deficit implied a need for higher levels of external financing on commer-
cial terms, which could exacerbate the debt service burden. Finally, if
rigorous implementation of a strong adjustment effort implied a review of
the Sixth Development Plan, such a review should be undertaken in a manner
that did not jeopardize the original objectives of the plan.

Mr. Williams commented that the recognition by the Tunisian author-
ities of the present difficult circumstances was welcome. He noted their
commi tment to continue pursuing pragmatic and prudent financial policies.
Nevertheless, there was an urgent need for the authorities to come to
grips with the challenges confronting the Tunisian economy. Developments
in the first half of 1983 had turned out to be much less favorable than
hoped for at the time that the staff report had been 1ssued. In the
face of continuing deterioration, the preparation of a financial and
structural adjustment program for 1984-86 later in the year would take
on added importance. The staff appraisal contained a clear, conclse set
of policy recommendations with which he fully agreed. The conclusions
and recommendations contained in the appraisal constituted an appropriate
basis for the wide-ranging adjustment effort that the Tunisian economy
clearly required at present.

Mr. Suraisry noted that Tunisia had experienced considerable progress
for a number of years while maintaining both external and domestic finan-
clal stability. Those developments had resulted mainly from the pursuit
of prudent policies for which the authorities should be commended. In
1982, however, a number of external and internal developments had led to
a deterioration in the economic and financial situation. Agricultural
production had declined by 9 percent as a result of a severe drought.
Exports had declined by 14 percent because of slackened external demand,
and inflationary pressures had been intensified as a result of the
granting of substantial wage increases. The authorities had adopted a
number of corrective measures to deal with the deteriorating situation,
but they had proved to be inadequate, as economic growth had slowed, infla-
tion had intensified, and both the fiscal deficit and the current account
deficit had widened significantly.

For 1983, the growth prospects were expected to improve, Mr. Suraisry
continued, while the financial situwation would remain under strainm, as
confirmed by the most recent information provided by the staff. Those
developments indicated the need for the authorities to pursue firm adjust-
ment policies aimed at reducing the fiscal deficit, contalning monetary
expansion, and accomplishing the restructuring measures envisaged in the
Sixth Development Plan, including the liberalization of exchange and
trade restrictions. In doing so, they would need to keep the original
objectives of the plan in view.
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The balance of payments and external debt projections indicated that
the situation was manageable over the medium term, Mr. Surailsry considered.
The balance of payments was projected to record small overall surpluses
up to 1986, and the debt service ratio was expected ro be maintained at
about 17 percent. Those projections were based on the assumption that
the authorities would carry on with their policles as envisaged in the
Sixth Development Plan. He noted that the authorities intended to seek
technical assistance from the Fund for the preparation of a financial and
structural adjustment program covering the years 1984-86. He supported
that request, and he invited the staff to comment further on the matter.
The Tunisian authorities had demonstrated a great ability to overcome
their economic problems in the past, and he was confident that they would
be able to do so in the future.

Mr. Schneider remarked that, in considering economic developments in
Tunisia, it was important to keep in mind that Tunisia had succeeded in
achieving high growth rates during the decade from 1971 to 1981, while
maintaining domestic financlial stability and a strong balance of payments
position. That progress had been achieved in spite of limited natural
resources, apart from petroleum and phosphates. In 1982, however, the
economy had been affected by adverse developments of an exogenous nature—-—
the reduction in world oil prices, the drought that had resulted in a
decline in agricultural output, and the weak external demand. But instead
of adjusting financial policies to changed circumstances, the authorities
had continued with expansionary fiscal and monetary policies, thereby
creating for the economy both short-term and medium—term problems that
needed to be corrected quickly in order to ward off the emergence of more
deep-rooted imbalances. The matter had become all the more important
since the additional information provided by the staff indicated that the
situation in 1983 would be worse than expected when SM/83/100 had been
written. The implication was that to date neither the efforts of the
authorities nor the recovery of the agricultural sector would have a
positive impact on the economic and financial situation for 1983.

Under the assumption of an average growth rate of 5 percent from
1983 to 1986, Mr. Schneider continued, the staff projected that the cur-
rent account deficits in those years would continue to be about 8 percent
of GDP. That situation underlined the urgent need for structural changes
In the economy, as advocated by the staff. One of the major problems
was the very high unemployment rate, estimated at 25 percent in 1981 and
expected to remain at that level throughout the period of the Sixth
Development Plan. It was a rather disappointing feature of the plan,
and to deal with the problem the authorities should encourage investments
in labor-intensive industries and in the services sector, and should
lmprove and increase the contribution of the agricultural sector. He
noted, according to the information provided in SM/83/118, that the
authorities were encouraging emigration, especially to the Gulf States.
Considering the evident difficulties of such a policy, it would be inter-
esting to have further information on the subject from either Mr. Salehkhou
or the staff.
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Commenting on fiscal policy, Mr. Schneider said that he understood
the authorities' reluctance to consider increases in tax rates. The high
tax rates had resulted in total revenues equivalent to 35 percent of GDP,
making it necessary to look mainly to the reduction of expenditures and
subsidies and to an improvement in the financial position of the public
enterprises. The financial position of most of those enterprises had
been under pressure and it had deteriorated further in 1982. The
commitment and effort of the authorities to improving their position
was welcome; it would not only benefit exports, it would also relieve
the burden on the budget.

Another problem in the Tunisian economy was that monetary expansion
was taking place faster than the growth of nominal GDP, Mr. Schneider
remarked. He agreed with the staff that there would be additional
liquidity in the economy if development banks extended the expected
loans and 1f the Government borrowed more than was projected at present.
It might be advisable, therefore, to iIncrease interest rates, which
were negative in real terms at present. Exchange rate policy should
continue to aim at maintaining a realistic margin of competitiveness
for the Tunisian economy. However, the real effective exchange rate
had come under Increasing pressure in the past few years as a result of
the rapid increase in labor costs. The intention of the authorities
to establish an indicator for the real effective rate of exchange on a
multilateral basls was welcome. Such a model would help the authorities
to monltor the exchange rate more effectively than had hitherto been
possible.

He regretted that practically no progress had been made since the
previous Article IV consultation with regard to restrictions on payments
for current international tramsactions, Mr. Schneider stated. In that
regard, he agreed with the staff that Import and price restrictions
were not a substitute for needed domestic policy adjustments. Such an
observation could be made for almost all countries. Finally, he welcomed
the authorities' intention to request Fund technical assistance in the
preparation of a technical and financial program covering the period
from 1984-86. He hoped that such cooperation would lead to a realistic
ad justment program that would take into account the room for maneuver of
the Tunisian authorities under the prevalling circumstances.

Mr. Ablad stated that, since the previous Article IV consultation
with Tunisia, progress had continued to be made in several important
areas. The process of restructuring the productive base of the economy
with a view to reducing its dependence on oil was proceeding broadly
along the lines envisaged in the new development plan. Adjustment efforts
that had been made in 1982 and that aimed at improving the efficiency of
resource allocation and at reducing cost-price distortions included
sizable increases in agricultural prices, a greater role for market
forces in the setting of retail prices, and the pursuit of a pragmatic
exchange rate policy. Moreover, steps had been Initiated to strengthen
the financlal position of the public sector enterprises. However, such
progress had been accompanied in 1982 by a less favorable economic




- 31 - EBM/83/123 ~ 8/26/83

performance than in previous years. There had been a sharp deceleration
in the rate of growth of real GDP, a widening of domestic and external
financial imbalances, and a resurgence of inflationary pressures. Those
results reflected the impact of several exogenous as well as some domestic
factors, including a drought, depressed foreign demand, developments in
the world oil market, and a relaxation of finmancial policies associlated

in part with the adjustment of wages.

Noting that the authorities shared the staff's concerns about
Tunisia's difficult domestic and external economiec situation, Mr. Abiad
observed that they had clearly signaled their awareness of the need for
policy action to correct weaknesses 1In several areas. As many of the
difficulties were related to structural rigidities, the authorities had
understandably expressed a preference for a gradual approach to the
solution of those problems within an appropriate time scale. A pragmatic
Implementation of the current development plan could make an important
contribution to the adjustment process. The reference by the staff to
the downward revision of the forecast for real GDP growth from 1982 to
1986, and the consequent need to lower the target for the growth of
consumption in order not to hamper 1nvestment unduly, was indicative of
the authorities' readiness to adapt their policies to changing economic
circumstances, and to adjust the economy to a less advantageous environ-
ment. That approach was further confirmed by the authorities' intention
to prepare a structural adjustment program with the Fund's technical
assistance. He Invited the staff to comment further on the nature of such
a program and particularly on the scope for its external financing.

The authorities had indicated thelr intention to limit the current
account deficit by directly, but flexibly, containing imports, Mr. Abiad
noted. While it was true that import controls were imperfect substitutes
for appropriate fimancial policies, an immediate relaxation of import
quotas for consumer goods might be counterproductive in Tunisia's present
circumstances, unless greater access for Tunlsia's exports to markets of
1ts main trading partners became available at the same time.

The staff representative from the African Department commented that
the major difference between the views of the staff and those of the
Tunisian authorities concerned the pace of implementation of the various
measures. In view of developments in 1982 and in the first half of 1983,
the staff had expected some actlion in the monetary and fiscal areas, and
a range of policies in those areas had been suggested in the staff
appraisal. The staff understood the constraints facing the Tunisian
authorities, but it had not been informed of any action in those areas in
recent months.

At the time of the most recent mission to Tunisia, the staff repre-
sentative continued, negotiations had been under way between the author-
ities and the trade unlons. It had been the authorities' intention to
1imit the Increase in the minimum wage to 12 percent, an amount that
they believed would be consistent with limiting the increase in total
wages to 16 percent, in line with the increase in nominal GDP. Achieving
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that goal would represent a substantial improvement compared with the
position in 1982, when the increase In the wage bill had been twice that
of nominal GDP. The staff was not aware at present of the outcome of the
final negotiations, and it expected to be informed of them during the
forthcoming Annual Meeting. With regard to the question of administrative
restrictions on lmports, the staff understood, from information in the
press, that those controls had recently been formalized, and that it was
intended to restrict industrial imports to 80 percent of the 1982 level.

Whether the cutback in the capital budget recommended by the staff
would hurt the development effort Iin the medium to long term would depend
to a great extent on whether such cuts were selectively made and well
concelved, the staff representative consildered. Otherwise, they could
indeed have a detrimental effect on growth. The staff had not looked at
the sectoral implications of such cuts; that was a more approprlate area
for the World Bank, which had a program with Tunisia and which was consid-
ering the issue. The staff had recommended the reductions in capital
outlays in 1983 because it was one way In which financial savings, both
external and domestic, could be achieved. The Tunisian authorities’
request for Fund technical assistance in preparing a finanecial structural
ad justment program covering the period 1984~-86 would have to be reconfirmed
during the Annual Meeting because there had been a change in the structure
of ministries and new ministers had been appointed in Tunisia in recent
months.

Mr. Salehkhou noted that the question of interest rate policy had
been referred to by some Directors. The Tunisian authorities were aware
of the benefits of a harmonized interest rate structure; they Iintended to
review their policy in light of the staff’s recommendations and taking
into account the motivations of savers. However, interest rates would
continue to be used as incentives to encourage the growth in vulnerable
sectors, particularly the agricultural sector, the development of which
was the major objective of the Sixth Development Plan. Tunisia's poten-
tial in agriculture was relatively good, and interest rate incentives
had already played a useful role. It would be difficult feor the author-
ities to reduce or to eliminate such an incentive, particularly when
their general policy aimed at reducing the exodus from rural areas to
the cities. With regard to the question of whether interest rates should
be positive in real terms, domestic inflation and international interest
rates were not necessarily the best barometers for assessing the appro-
priateness of iInterest rates, particularly in the case of Tunisia, where
the present level served economic purpeses in line with the country's
general development strategy. Interest rate policy was not the only
instrument used to encourage agricultural production; aother measures
included increases in producer prices and a flexible exchange rate policy-.

With regard to wage policy, Mr. Salehkhou continued, the authorities
recognlzed that the substantial increases experienced in the previous
Ewo years were unsustalnable and that they needed to be contained. How—
ever, those wage Increases had occurred in the context of serious social
unrest, which they had helped to alleviate. In 1983, the authorities
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were alming at tight control of wages, keeping increases to 16 percent,
compared with about 30 percent in 1982, while the increase in the minimum
wage would be kept down to about 12 percent. The encouragement of labor
migration to the Persian Gulf States was regarded as a short—-term solu-
tion to alleviate the problem of unemployment. Given the position in

the world oil markets, and particularly the position of the Persian Gulf
States at the moment, the policy was not regarded as a long-term one.

His Tunisian authorities generally agreed with the concerns expres—
sed by Executive Directors with regard to the distorting effects of
subsidies on prices, wages, and productivity, Mr. Salehkhou stated.
However, they strongly believed that the political and socloeconomic
realities needed to be taken into account, particularily with regard to
vital consumer goods and to subsidies to public sector enterprises. In
recent yvears, subsidies had been crucial in attenuating social unrest
and in ensuring the stability necessary for industrial expansion; they
would also play an important role in the implementation of the Govern-—
ment's policy aimed at encouraging more labor-intensive industries.

It was the authorities' firm intention to prevent any recourse to
further external financing that would result in a heavier debt service
burden, Mr. Salehkhou emphasized, although the debt service ratio was
low by international standards. The authorities also intended to
continue their flexible exchange rate policy that had led to a steady
depreciation of the Tunisian dinar. Furthermore, the authorities were
in the process of reviewing the outdated targets of the Sixth Development
Plan, and they would adopt a comprehensive economic and financial prog-
ram aimed at tackling both external and domestic economic imbalances.
However, they would continue to prefer import restrictions on unnecessary
and luxury consumer goods because the effectiveness of other instruments
In containing such imports was questionable.

The Acting Chairman made the following summing up:

Directors generally concurred with the thrust of the views
expressed in the staff appraisal. While recognizing that
Tunisia's economic performance and external accounts in 1982 had
been adversely affected by exogenous factors, such as drought
and weak world demand for major exports, Directors considered
that expansionary domestic policies had contributed importantly
to the wildespread deterioration. In particular, they commented
on the large Increases in wages and salaries, the rapidly
wldening fiscal deficit, and the sharp rise in domestic credit.

For 1983, Directors noted the projected pickup in economic
activity. However, they expressed concern that both the fiscal
and external current account deficits were expected to widen
further, and they pointed to the adverse develcopments in those
areas to date. Directors observed that the authorities were
closely monitoring the exchange rate to ensure against the
erosion of Tunisia's competitiveness. They regretted, however,
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that additicnal fiscal and monetary measures had not yet been
forthcoming, and stressed that a tightening of restrictions on
imports and a halt in the price liberalization process were not
appropriate substitutes for demand restraint measures.

Directors welcomed the changes already implemented within
the framework of the Sixth Plan to restructure the economy, to
boost exports, and to promote agricultural production and a more
efficient public enterprise system, and they encouraged the
authorities to continue those efforts. Nevertheless, it was
generally believed that greater emphasis should urgently be
accorded appropriate demand management policies if Tunisia was
to maintain a viable balance of payments and debt posture.
There was a clear need for firmer incomes, monetary, and fiscal
policies. The authorities' views on more gradual adjustment
were noted, but Directors generally stressed that delays would
seriously risk exacerbating the burden of adjustment.

Directors noted that although the tax reform might ulti-
mately enhance revenue collections, strengthened efforts to con-
tain the growth of expenditures were more immediately required,
particularly on persomnel, subsidies, and nonessential capital
outlays. An appropriate tightening of credit policy and increases
in interest rates, which remained negative in real terms, were
also advocated. It was also stressed that, as with import
restrictions, the authorities should aim at the progressive
liberalization of restrictions on payments and transfers for
current international transactions.

It is expected that the next Article IV consultation with
Tunisia will be held on the standard l12-month cycle.

The Executive Board then took the following decision:

Decision Concluding 1983 Article XIV Consultation

1. The Fund takes this decision in concluding the 1983
Article XIV consultation with Tunisia, in the light of the 1983
Article IV consultation with Tunisia conducted under Decision
No. 5392-(77/63), adopted April 29, 1977 (Surveillance over
Exchange Rate Policies).

2. No significant changes have been made in Tunisia's
system of exchange restrictions since the last consultatiomn.
The Fund encourages the authorities to ease restrictions on
payments and transfers for current international transactions.

Decision No. 7505-(83/123), adopted
August 26, 1983
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5T. CHRISTOPHER AND NEVIS — MEMBERSHIP - COMMITTEE

The Acting Chairman recalled that on August 2, 1983 the Fund recelved

an application for membership from St. Christopher and Nevis (EBD/83/202,
8/3/83). He proposed that a committee should be established to proceed -
with the formal investigation and report to the Executive Board.

The Executive Board agreed to the proposal by the Chairman and took

the following decision:

A reasonable time for discussion and preliminary investi-
gation having elapsed, under Rule D-1 the Executive Board
decldes to establish a committee to proceed with the formal
lnvestigation, to obtain all relevant information, and to
discuss with the Government of St. Christopher and Nevis any
matters relating to 1ts application for membership in the Fund.

The committee shall consist of Mr. Lovato (Chairman),
Mr. Donoso, Mr. Hirao, Mr. Joyce, Mr. Salehkhou, Mr. Sangare,
and Mr. Wicks.

Adopted August 26, 1983

DECTISIONS TAKEN SINCE PREVIOUS BOARD MEETING

The following decisions were adopted by the Executive Board without

meeting in the period between EBM/83/122 (8/24/83) and EBM/83/123 (8/26/83).

5.

BAHRAIN - 1983 ARTICLE IV CONSULTATION - POSTPONEMENT

The Executive Board notes the request contained in
EBD/83/219 (8/22/83). Notwithstanding the period of three
months specified In Procedure II of the document entitled
"Surveillance over Exchange Rate Policies”™ attached to
Decision No. 5392-(77/63), adopted April 29, 1977, the
Executive Board agrees to extend the period for completing
the 1983 Article IV consultation with Bahrain to not later
than September 16, 1983,

Decision No. 7506-(83/123), adopted
August 24, 1983

APPROVAL OF MINUTES

The minutes of Executive Board Meeting 83/52 are approved.
(EBD/83/215, 8/18/83)

Adopted August 25, 1983



EBM/83/123 - 8/26/83 - 36 -

7. EXECUTIVE BOARD TRAVEL

Travel by Executive Directors as set forth in EBAP/83/216 (8/23/83)
and EBAP/83/217 (8/24/83) and by an Advisor to Executive Director as set
forth in EBAP/83/217 (8/24/83) is approved,

APPROVED: February 2B, 1984

LEO VAN HOUTVEN
Secretary



