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1. LA. ~I~OME - RESOLUTION OF APPRECJjiTION. AND WAIVER OF RULE K-10 

The Executive Directors, meeting in executive session, unanimously 
adopted a Resolution of Appreciation to Mr. L. A. Whfttome upon his 
retirement. 

The Resolution read as follows: 

WHEREAS on March 31, 1991 Mr. L. A. Whittome has retired from 
the International Monetary Fund which he served as Director of the 
European Department, Counsellor of the Fund, Director of the 
Exchange and Trade Relations Department and, finally, as Special 
Counsellor to the Managing Director since joining the staff on 
August 19, 1964, thus dedicating nearly 27 years of a career in 
public service to the Fund; and 

WHEREAS Mr. Whittome brought to the service of the members of 
the Fund a total personal commitment to the ideals encompassed in 
the Articles of Agreement and an exceptional understanding of the 
art of the possible in striving to realize those ideals during 
decades that presented numerous challenges to the successful 
functioning of the Fund; and 

WHEREAS Mr. Whittome in his collaboration with Executive 
IYrectors and staff was unfailing in the clarity, imagination, and 
thoroughness with which he helped members in the promotion of 
international monetary cooperation; and 

WHEREAS all those with whom he came in contact in his varied 
career were stimulated by the broad range of his interests, the 
wisdom of his advice, and the warmth of his support; 

NOW THEREFORE IT IS RESOLVED: That the members of the 
Executive Bosrd place on record their keen appreciation of 
Hr. Ullittome's intellectual and personal attributes, their 
gratefulness for his long and eminent service, the'-. regret at his 
departure, and their deeply felt wishes for rewarding further 
activities. 

Adopted May 3, 1991 

Hr. Peretz then requested a waiver of Rule N-10 relating to the 
acceptance by Mr. Whittome of a national honor. 

The Executive Board agreed to waive the application of 
Rule N-10 as requested by Mr. Peretz at EBM/91/64. 

Adopted May 3, 1991 
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2. BANGLADESH - ENHANCED STRUCTURAL ADJUSTMENT FACILITY - REVIEW UNDER 
FIRST ANK(rakBBBANGmm 

The Executive Directors considered a staff paper on the review under 
the first annual arrangement under the enhanced structural adjustt-ent 
arrangement for Bangladesh approved on August 10, 1990 (EBS/91/69, 4/18/91). 
They also had before them a communication from the Prime Minister of 
Bangladesh regarding the impact of the cyclone that hit the country on 
April 29, 1991 (EBD/91/137, 5/l/91). 

Hr. Arora made the following statement: 

At the outset, let me convey the appreciation of my 
Bangladesh author*cies and myself to the staff for the objective 
analysis of the current situation in the country and the midterm 
review of the first annual arrangement under the ESAF. As we are 
in general agreement with the staff views and suggestions, I would 
limit myself to highlighting a few developments for emphasis. 

The macroeconomic objectives of attaining higher growth of 
income with redistributive justice and relative price stability, 
and moving towards a viable external position, form the 
cornerstone of the economic policy of Bangladesh. These 
objectives are to be achieved through mobilizing larger domestic 
savings, stepping up investment, making more efficient use of 
external assistance, and assigning a progressively greater role to 
the private sector. It is within this framework that the three- 
year arrangement under the ESAF was formulated. 

The economy was broadly on course until the Middle East 
crisis erupted. Its impact on the external position was severe. 
While workers' remittances, exports, and, to a lesser degree, 
import duty receipts were greatly reduced, the oil import bill 
jwed up. As if this was not bad enough, there was a turnaround 
in the terms of trade; instead of an improvement of 1.3 percent 
projected for 1990-91, they actually deteriorated by 0.8 percent. 
The authorities were forced to clamp down on imports, which 
affected the growth prospects. 

The authorities took timely and effective measures to soften 
the impact of the external shock. Thus, administered prices were 
quickly adjusted, and public expenditure was effectively contained 
by, inter alia, freezing fresh recruitment, reducing the budgetary 
cost of food subsidies as well as interest subsidies on priority 
lending, and canceling commercial food imports. While on this 
point, I may mention that retail prices of petroleum were raised 
on an average by 85 percent to a level corresponding to a crude 
oil price of $36 a barrel-- significantly above the world market 
price. The authorities also did not flinch from raising prices of 
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rationed food even for the poorer section of the population; no 
doubt, the food account deficit in 1990-91 is estimated to be even 
less than programmed. 

Measures already taken greatly softened the impact of the 
Middle East crisis. Thus, as the staff has indicated, GDP growth 
in 1990-91 may turn out to be 3.7 percent, just about one 
percentage point less than programmed; the authorities feel that 
it cculd even reach 4 percent. The inflation rate, at 
8.5 percent, would be one percentage point higher; this mainly 
reflects the one-time pass-through of the higher cost of imported 
oil and increases in administered prices. 

It is a matter of record that despite severe stresses and 
strains, the targets of the first-year arrangement--particularly 
those relating to tax revenues, rationalization of tax and d,rty 
structures, improvements in procedures, current expenditure:,, 
industrial policies, the monetary program, and exchange rate 
policy--were generally achieved. There have, no doubt, been some 
policy slippages and time overruns, but I think that they have not 
affected the steady progress towards structural reform. The most 
important thing to recognize is that Bangladesh has implemented 
significant decisions in regard to macroeconomic stabilization in 
extremely difficult circumstances, and at considerable cost to the 
population. Moreover, the authorities have demonstrated their 
strong commitment to market-oriented reforms, which have alread; 
yielded positive results. 

Import growth until now has been zlower than the program 
target. There appears to be some scope for augmenting imports, 
particularly by relaxing restrictions imposed during the Middle 
East crisis. With this in view, margin requirements for letters 
of credit have already been lowered in quick succession; the 
latest reduction=-from 25 percent to 20 percent--became effective 
on April 21, 1991. 

The authorities have already taken measures to strengthen 
market forces with a view to achieving higher growth rates. Tt=Y 
intend to intensify efforts in this direction. Steps are being 
taken to step up the rate of domestic savings. The economy is 
also being further deregulated. The authorities are planning to 
initiate measures to further rationalize the existing regulatory 
framework and to encourage direct foreign investment. These 
measures will go a long way to encourage private investment and 
allow market forces to play a more decisive and dynamic role. At 
the same time, the growth strategy will be oriented towards a more 
equitable distribution of benefits. 

While the authorities have taken decisive actions on the 
domestic front, and are convinced of the need for greater 
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self-reliance, they are genuinely concerned about the lower than 
programmed disbursements from the existing food and commodity aid 
program. As the staff has indicated, with the larger current 
account deficit the projected overall balance of payments surplus 
could disappear. I share the staff's view that the balance of 
payments need remains larger than originally programmed; hence, 
the paramount need for additional concessional assistance. Now 
that the Bangladesh authorities have proven their resolve to take 
strong --even though unpopular--policy actions, we hope that the 
international community will make its valuable contribution to 
sustaining growth and reform in Bangladesh. 

The Chairman commented that a powerful cyclone--whose magnitude was 
unprecedented for the current season of the year--had struck Bangladesh on 
April 29, 1991, leaving much tragedy and destruction in its wake. Many 
thousands had been killed, crops and herds of cattle had been extensively 
damaged, and the people in the affected areas lacked food, shelter, water, 
medicine, and clothing. He had sent a message of sympathy on the Fund's 
behalf to Prime Minister Rhaleda Zia and he had had the opportunity on May 1 
to meet Finance Minister Rahman to express his sympathy in person as well as 
to discuss Bangladesh's economic situation and prospects. 

While the Lvernment had initiated a comprehensive relief effort, 
prompt assistance from the international community was essential, the 
Chairman said. He was confident that Directors would agree with him that 
the Fund should stand ready to help in every appropriate way. 

Taking into account the impact of the Middle East crisis and the severe 
impact of the cyclone, the staff believed that an augmentation of the access 
under the arrangement under the ESAF would quite likely be justified, the 
Chairman remarked. Scope for such augmentation existed, as access under the 
present arrangement was only 90 percent of quota, compared with average 
access of 150 percent under all arrangements under the ESAF. Of course, a 
precise evaluation of the damage and its impact on the balance of payments 
would have to be made. The scale of the augmentation couid be determined 
after the return of the mission that was scheduled to discuss the second- 
year arrangement in Dhaka beginning May 10, 1991. That mission would assess 
the balance of payments prospects, taking into account the damage from the 
cyclone, prospective foreign aid inflows, and the country's adjustment 
policies. The mission would also look into the possibility of providing 
Fund resources under the emergency assistance policy. However, his feeling 
at present was that there would be merit in augmenting the access under the 
ZSAF rather than in providing emergency financing. In the light of the 
mission's assessment, he would propose to the Board the choice of the 
instrument and the magnitude of further Fund support for Bangladesh. 

Mr. Arora said that he tended to agree with the Chairman that in 
helping Bangladesh the Fund should consider augmentation of the access under 
the ESAF rather than the provision of ordinary emergency assistance. A 
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final view on that matter could of course be taken after the mission 
returned and more precise information about the situation in the country was 
available. 

The staff had recently circulated a useful paper on the impact on the 
poverty situation of the economic reforms in Bangladesh, Mr. Arora 
commented. It was encouraging to note that the economic reforms that had 
been undertaken had had a beneficial impact on the incomes of and employment 
among the very poor. Of course, there was still a long way to go. The 
economic reforms were not complete. But if the current strategy remained in 
force, snd if new consideration was given to the kinds of problems that 
Bangladesh faced, the impact would be beneficial. 

Mr. Finaish made the following statement: 

I wish to begin my remarks by expressing our constituency's 
deep sorrow and sympathy with the people and Government of 
bangladesh for the devastating natural disaster which hit the 
country this week. 

The Bangladesh authorities are to be commended for adhering 
to the targets of the first-year program under the ESAF in the 
face of an exceptionally difficult external environment and 
domestic political situation. It is therefore extremely 
regrettable that the country has once again been hit hard by a 
natural disaster this week. It may be too early to assess the 
full extent of the economic damage, but if its magnitude so 
warrants, it may be necessary to explore the need for emergency 
help from the Fund of a concessional character, such as by an 
augmentation of the access under the ESAF. In this connection, as 
the Chairman pointed out, the commitment of ESAF resources under 
the current arrangement is only 90 percent of quota, an amount 
substantially below the average level of access under a three-year 
arrangement. Therefore, augmentation is the best way to help this 
country in these circumstances. 

The direct impact of the Middle East situation is estimated 
at approximately $336 million in 1990/91, of which the country is 
absorbing one half by way of reduction in imports of goods and 
services through policy adjustments; the remainder is being met by 
additional &nor support plus the proposed rephasing of ESAF 
disbursements. It is a matter of concern that a country as poor 
as Bangladesh is heing required to bear fully half of the burden 
of a wholly exogenous external shock. This is particularly 
important since at least some of the consequences of a temporary 
event such as the Middle East crisis might well prove -to have a 
more enduring character, especially for the budget in Bangladesh, 
given the need to provide cost of living supplements, in order to 
meet the impact of higher energy, transport, and distribution. 
costs. 
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In this connection, the decision to raise domestic petroleum 
price= by 85 per cent to a level corresponding to a world crude 
oil price of $36 per barrel is a matter for concern from the point 
of view of the long-range competitiveness of the economy. The 
staff appears to acquiesce in such a large adjustment on the basis 
that it would "generate the targeted budgetary revenue." While 
not wishing to question the importance of strengthening the 
revenue base, I would expect the staff to keep very much in mind 
the necessity of protecting the competitiveness of the tradable 
goods sector. 

The treatment of exchange rate policy calls for some comment. 
The staff appraisal favors a "stable nominal effective exchange 
rate"; earlier in the report, the staff endorses the intention of 
the authorities to ;eaintain competitiveness and provide external 
adjustment primarily by tight demand-management policies. At 
another point, however, it is stated that if the expected supply 
response in the export sector is not forthcoming, the authorities 
"would try to identify measures that might be necessary to enhance 
the supply response, and reconsider whether further adjustment of 
the exchange rate might be appropriate." It is not clear whether 
the staff would favor the use of the exchange rate instrument in 
such circumstances. 

It is useful to find a brief analysis of the social and 
environmental impact of the program and to be told that "many of 
the structural reform measures implemented during the first-year 
program are benefiting the poor." It is nevertheless recognized 
that changes in administered prices of public goods and services, 
including food ration prices, will reduce the real incomes of the 
poor, but not substantially. However, in a country as poor as 
Bangladesh, even small losses in real income can have severe 
effects for large numbers of the poor. 

The Bangladesh authorities have consistently displayed 
courage in taking prompt and decisive measures to strengthen their 
adjustment effort and to protect the balance of payments, and thus 
they fully deserve the support of the international donor 
community. This support may well have to be augmented in order to 
meet natural disasters of the kind now being experienced as well 
as to &al vith other exogenous developments. We would like to 
convey our fullest support to the valiant efforts of the 
authorities. 

Hr. Al-Jassser made the following statement: 

I would like to convey this chair's condolence and sympathy 
to the People of Bangladesh.for the human tragedy that fs taking 
place. Although the circumstances are not most opportune to 
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address the technical details of the program, Bangladesh's record 
of perseverance in the face of adversity makes me less hesitant to 
address them. 

Over the past several months, economic policy implementation 
has been complicated by a series of exogenous shocks, including 
political uncertainty leading to a change in government along with 
the Middle East crisis.' The most recent natural disaster is a 
vivid reminder of the continuous barrage of natural calamities 
that have plagued Bangladesh. Therefore, the authorities' 
continued commitment to comprehensive structural adjustment, as 
indicated in i4r. Arora's statement, is highly commendable, and 
their attempts to mitigate the effects of these shocks on the 
program are very encouraging. It is particularly noteworthy that 
prior to the recent cyclone all quantitative benchmarks for 
end-March and end-June were expected to be attained. 

It is quite evident that recent developments have adversely 
affected both growth and inflation targets. The former is 
especially worrisome, given the low level of per capita income in 
Bangladesh. Horeover, the effects of the cyclone could 
dramatically reduce agricultural production and exert severe 
strains on the external position. Therefore, it is hoped that 
adequate emergency assistance will be forthcoming. Nevertheless, 
and abstracting from the dimensions of the recent catastrophe, it 
is clear that the authorities need to persevere in their adjust- 
ment efforts, since greater economic flexibility will enable the 
econoq to withstand unforeseen exogenous shocks. 

In this regard, it is imperative to enhance agricultural 
production and to diversify the industrial base. In the short 
run, the existing scope for increasing credit should help promote 
economic activity in both sectors. However, over the medium term, 
it vi11 be essential that agricultural production incentives are 
enhanced and that industrial policy is streamlined. In the latter 
regard, the rationalization and dismantling of existing 
regulations are crucial. 

In view of the tragic circumstances and the forthcoming 
unexpected reassessment of the program--including the fiscal 
content - - I will not comment on fiscal policy, especially my 
concerns about the treatment of revenues. But I will forward 
those comments to the staff for their consideration during the 
time of the reassessment of the program. 

Regarding external policies, the commitment to eliminate 
import restrictions is encouraging. The authorities' intention to 
reverse the intensification of foreign exchange restrictions is 
also welcome. However, I urge the authorfties to unify the 
exchange market , particularly since the presence of psychological 
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incentives to channel remittances through :he official markets due 
to the existing spread is doubtful. 

The arguments presented by the staff in favor of a rephasing 
of the remaining drawings under the arrangement are convincing, 
and I can support this proposal. Moreover, I welcome the 
chairman's statement indicating his willingness, in principle, to 
augment the arrangement. I can support such a request and call on 
the staff to expedite the necessary procedures. I am glad that a 
mission is going soon, and I hope that something will be done in 
due course. 

With these remarks, I can support the proposed decision. 

Mr. Tabata made the following statement: 

i would like to express my authorities' deep sympathy with 
the Bangladesh1 people for the suffering caused by the recent 
severe cyclone. The flood damage is reported to be the worst in 
the country's history. The Japanese Government has already 
decided to provide emergency assistance to Bangladesh, with the 
United States, the United Kingdom, and India. I sincerely hope 
that international aid will be extended in a timely manner. I am 
pleased to hear, also, that the staff will visit Bangladesh on 
May 10. I appreciate this quick response to the present situation 
in the country. 

The economic performance under the first annual program was 
broadly satisfactory. The authorities successfully responded to 
the adverse oil price developments and the decline in workers' 
remittances in the latter half of 1990 by taking adequate and 
timely corrective measures. The interim Government has maintained 
a tight financial stance, despite the political instability. 
Thus, while the introduction of the value-added tax (VAT) has met 
with some difficulties, the program objectives were broadly 
achieved, In light of the good track record and the relatively 
small access envisaged under the program, I do not have any 
difficulty with the proposed rephasing. 

Turning to the policy recommendations, I have little to add 
to the staff's appraisal. The ultimate objective over the medium 
term is to enhance domestic savings and to improve the poverty 
situation. To this end, the program adequately addresses 
structural rigidities in the public sector and external policies, 
along with the strengthening of macroeconomic policies. In this 
regard, emphasis should be placed on the rationalization of public 
enterprises, together with the timely adjustment and progressive 
liberalization of administered prices. In order to support the 
promotion of the private sector, it is imperative to maintain 
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prudent fiscal and monetary policies and to create a stable 
macroeconomic environment. In light of the continuing 
inflationary pressures, it is appropriate that the staff called 
for a gradual approach in relaxing credit restraints. 

This being said, the unprecedented and enormcus damage caused 
by tbe cyclone has placed the adjustment program at Treat risk. 
Significant difficulties are expected to arise in the program's 
implementation. At the beginning of today's discussion, the 
Managing Director mentioned emergency assistance or augmentation 
of the possible drawing amount under the arrangement under the 
ESAE. This chair supparts either of these two measures. 

With these comments, I support the proposed decision. 

Mr. Mirakhor made the following statement: 

I would like to join the Chairman and other Directors in 
extending my authorities' deep sorrow and sympathy, as well as my 
own, to the people and the authorities of Bangladesh for the 
devastating consequences of the recent disaster. I would like 
also to support the Chairman's position on the augmentation of 
ESAF resources; over the years, such events have played an 
important role in diverting much-needed resources away from growth 
and development. I strongly believe that the international 
communi~j has an obligation to help Bangladesh in providing a 
long-term solution to insulate the country from the adverse 
effects of natural disasters. In this context, the World Bank, 
along with the Fund, must step up efforts with financial and 
technical assistance to assist the authorities. 

Turning to the matter at hand, as was stated in Mr. Arora's 
helpful statement, the Bangladesh economy was seriously threatened 
by the Middle East crisis early in the first year of the ESAF 
program. The balance of payments came under pressure due to 
sharply reduced workers' remittances and a higher oil import bill. 
The budget was confronted with the prospects of revenue shortfalls 
and additional public expenditure. Nevertheless, a second 
t:ansecutive year of agricultural growth and a prompt policy 
response appeared to have protected the external position and 
maintained financial stability. The retail petroleum prices were 
raised by 85 percent to the then prevailing international oil 
price of $36 per barrel while the increases in profits from 
domestic sales of petroleum products were transferred to the 
budget, thus offsetting lower import duty receipts, and public 
expenditures were retrenched. fn addition, monetary restraint, 
combined with cutbacks in commercial food imports and other 
measures reducing current external payments, contributed 
importantly. All quantitative performance criteria for 
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end-December 1990 were met by a wide margin, as was the structural 
performance criterion. 

Again in early 1991, economic activity was disrupted by 
political disturbances surrounding the change in Government, 
thereby dampening investment and imports. However, the interim 
authorities maintained financial discipline in order to protect 
the external position. ' Despite lower petroleum prices and an 
acceleration in public capital spending (matched by additional 
revenue through improvements in collection), industrial production 
remained sluggish. 

In 1990/91, real growth is expected to be 1 percentage point 
below the annual program target of 4.7 percent, while inflation is 
likely to be somewhat higher. However, the external payments 
position remains vulnerable because of lower remittances from 
workers abroad. Therefore, additional highly concessionary 
assistance is required if the country's needs are to be met 
without unduly weakening its debt-service capacity. Taking into 
account the unforeseen events and the prompt and decisive response 
of the authorities, this chair supports the authorities' request 
for an increase of the amount to bc made for the second 
disbursement under the first-year arrangement through a rephasing 
under the existing arrangement. 

For the remainder of the ESAF program, the staff and the 
authorities should consider the original policy objectives and 
target achievable in terms of both reducing financial imbalances 
and accelerating the pace of reform. Real growth is expected to 
be 4.5 percent annually over the next two years. The budget 
deficit is to remain broadly at 6.5 percent of GDP through a 
series of revenue-enhancing and expenditure-restraint measures 
while adhering to the public investment target. facilitated by the 
completion of the prioritization estercise. Faster growth in 
private investment is to be encouraged through industrial 
deregulation and simplification of foreign investment guidelines. 
The external current account deficit, targeted at 6 percent of 
GDP, is expected to be financed by concessionary external 
assistance, although there is uncertainty surrounding commodity 
aid. These projections, however, appear to be quite sensitive to 
the underlying assumptions. For instance, if aid disbursements 
were unchanged in real terms, rather than increased by 5 percent 
annually, higher deficits in the external current account could 
not be sustainable and stronger policies would have to be pursued. 

The central issue confronting the authorities is not just to 
protect the external position but also to accelerate growth. 
While the annual target growth of 4.7 percent appears modest, it 
compares with about 3.5 percent achieved during 1983/84-1989/90. 
In a country with a population growth of 2.4 per annum, even this 
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modest target envisaged in the ESAF program barely allows per 
capita income (of less than $200) to increase by about 
2-2 l/2 percent a year. 

Low growth is a consequence of low investment and saving 
rates, neither of which have shown a fundamental shift in trend. 
During the 1980s. gross investment averaged below 12 percent of 
GDP; private investment weakened in the latter half of this 
decade, while public investment was trapped at around 5.5 percent 
of GDP. The issue, *herefore, is to raise the level of investment 
and domestic savings in order to generate growth and maintain a 
viable external position. 

All the Fund-supported programs, including the arrangement 
under the ESAF, have concentrated on raising the level of public 
investment. The poor performance of public investment was 
attributed to the shortfall in domestic savings due to inadequate 
tax revenue and the poor financial performance of public enter- 
prises. It was believed that liberalization of the external 
sector, combined with fiscal restraint, would raise output and, 
hence, domestic savings. This appears to have been the underlying 
idea behind all the Fund programs in the 1980s. This argument, 
however, did not fully recognize a connection between domestic 
savings in the presence of restrictions in the domestic economy 
and the liberalization of the external sector. Indeed, opening up 
the external sector will only have a limited impact on output and 
export diversification when the domestic economy is encumbered 
with restrictions. In such a situation, domestic private 
investment will be unable to respond adequately to the expansion 
intended by the liberalization of the external sector. Diver- 
sification will be further limited by a restraint on public 
investment. Consequently, policy measures to increase public 
sector saving are likely to have only a limited impact. 

Until recently, Bangladesh had a host of domestic 
restrictions, such as price regulation of key commodities, and 
industrial and investment licensing. Despite some liberalization 
of the external sector in the 198Os, private investment was 
restrained, declining from 7.5 percent of GDP in 1980/81 to 
5.9 percent in 1987188. Consequently, growth in nonagricultural 
output and imports was much less than expected by the external 
sector liberelization efforts. Thus, it is not surprising that 
tax revenue, which depends heavily on imports, showed no upward 
trend; in real terms, imports declined in 1980/81-1982/83 ani; 
1985/86, although the decline in 1990/91 was due to the Middle 
East crisis, and nonfinancial public enterprises performed poorly. 
Indeed, the meager improvement in domestic savings resulted 
primarily from domestic private saving since 1982/83. 
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Against this background, rationalization and dismantling of 
the existing investment regulation, the completion of import 
liberalization, and encouragement of foreign investment as called 
for under the ESAF program are sound s'ructural measures. These 
need to be implemented as soon as possible. In particular, 
dismantling of investment licensing and regulations should be 
carried out immediately if tax reform is to be successful in 
raising the revenue ratio to 9.7 and beyond. Tax effort must 
focus on streamlining tax administration in order to reduce lags 
in collection of taxes. Elimination of all domestic restrictions 
in the next year or so are expected to enhance domestic savings 
over the years and, hence, raise investment even if, as the 
authorities anticipate, a reduction in commodity aid materializes 
in 1990/91-1992/93. 

In Bangladesh, the key to real growth is agriculture and 
export diversification, as well as enhancing investment 
efficiency. Substantial progress is being made in the area of 
agricultural policies. Procurement prices are being realigned 
with market prices, and the private sector's role in the 
distribution of agricultural inputs is being strengthened. These 
efforts, however, must be supplemented by investment in infra- 
structural and institutional developments in order to enhance 
competition. Simultaneously, diversification efforts need to be 
buttressed by the promotion of export marketing and information 
facilities as well as the development of credit lines with foreign 
buyers. Investment is expected to increase as the effects from 
these policies work through the economy. In this context, the 
simplification of investment regulations should encompass a 
complete dismantling of investment licensing. Such a move, 
combined with a new foreign investment code, is expected to 
attract foreign capital. These measures, together with a 
rationalization of the tax system, can enhance investment 
efficiency. 

Finally, I p;ish to make an observation about the high level 
of real interest rate in Bangladesh. During most of the 1980s. 
the real rate on one-year deposits was around 4-5 percent. 
Despite the positive real rate, domestic savings have remained 
low. Does the interest rate work in the same way in low-income 
countries as it is supposed to work in middle- and high-income 
countries? Or, can interest be an effective instrument of 
resource mobilization and allocation when there are restrictions 
on domestic investment, as in Bangladesh? In such circumstances, 
is it possible that high real interest rates may deter investment 
more than encourage saving? It would be of much interest if the 
staff could look into these issues and come up with some analysis 
of the implications of high real interest rates on investment, 
savings, and growth in the developing countries. 
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Ms. Mrakovcic made the following statement: 

Like other speakers, let me start by expressing our sympathy 
to the Bangladesh authorities on the recent tragedy suffered by 
their people, &nd in particular the loss of human lives as well as 
the number of people left homeless by this most recent natural 
disaster. It is difficult, if not !,mpossible, in these circum- 
stances, to stand back'and offer concrete advice on what might be 
expected in the period ahead, when the precise dislocative effects 
are as yet unknown, although additIona time will bring with it 
greater knowledge of the impact and of the extent to which the 
program and its t.qrgets or emphasis need to be adjusted and 
revised. The Fund mission to Bangladesh to take place shortly 
will I hope make us better placed to reassess the situation in 
greater detail with a view to offering additional assistance 
through the available instruments. 

Looking back on performance over the first half of the first- 
year arrangement under the ESAF, while the news has not been all 
good, we believe that the authorities deserve to be commended for 
the tight financial policies and structural reforms implemented to 
date. We believe that the fact that the program has remained 
broedly on track to date notwithstanding the adverse impact of the 
Middle East crisis on oil import prices, workers' remittances, and 
loss of export markets, can be taken as a positive sign of the 
authorities' resolve. We note that output is now projected to be 
lower, inflation higher, and the current account deficit larger 
than targeted, but the shortfalls appear fairly moderate and the 
reasons for them put forward in the staff appraisal acceptable. 

The new tax measures and strengthening of tax administration 
are welcome developments and have been successful in lifting the 
ratio of revenue to GDP. The authorities are to be commended 
particularly for their decisive action in mitigating the impact of 
withdrawn revenue measures and increased expenditures associated 
with the Middle East crisis through compensatory revenue measures 
and tighter controls on budget expenditures. 

It is disappointing that a number of fundsmental issues of 
long standing remain to be resolved. Of critical concern is the 
poor investment performance that has long characterized Board 
discussions of Bangladesh's programs. The latest paper gives no 
indication of further substantive developments. With the slower 
than expected progress in preparatory work on the prioritization 
of the public investment program, and with disbursements of fund; 
based on projects under this plan, it is doubtful thatthe strong 
development expenditure will be forthcoming in the second half of 
this year. Poor implementation capacity and poor policies have in 
the past depressed public investment performance and stood as a 
major stumbling block to strong growth. Wi2 the latter now 
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corrected, it is essential that the former be urgently addressed. 
More generally, I suspect that both the staff and the aut>orjties 
are too optimistic with respect to their investment target for the 
year. 

It is disturbing that implementation of the VAT continues to 
be delayed, and I hope that the new deadline can be observed. 

The importance of raising national savings has often been 
highlighted in the past. In this sense, it is disturbing that the 
estimate of national savings as a proportion of GDP in 1990/91 has 
been revised downward and represents only a moderate increase over 
the 1989/90 ratio. While a more substantive budgetary effort 
would assist and should form part of increased savings, ,the fall 
largely reflects a sharp decline in private savings. The reasons 
put forward by staff are no doubt correct, but there is little 
doubt that private savings could be raised by further financial 
sector reform. We welcome the progress that has been achieved to 
date in this area and the issuance of a Bangladesh Bank security, 
and we agree that it should do much to facilitate development of a 
short-term money market and to permit open market operations. We 
note with concern the continued, albeit lower, interest rate 
subsidy provided by the Government for priority lending and the 
authorities' intention to reduce this subsidy, but we believe that 
it should be removed completely. 

On the point of subsidies generally, we remain in favor of 
their removal as soon as possible, not least because they 
represent an opportunity cost in terms of other budgetary areas 
where money could be more appropriately spent, including social 
programs and development. 

We continue to believe that the forecasts for the external 
sector are optimistic. In addition to the concerns raised before 
on export volume growth, which is projected to increase in 1991 by 
less than the 8 percent average growth per annum over the program 
previously envisaged, and on aid disbursements in view of poor 
implementation capacity, there are now further uncertainties 
associated with the effects of the Middle East crisis. The 
sensitivity of the projections to alternative assumptions outlined 
in the report makes it clear that a number of not insignificant 
downside risks put into doubt the sustainability of current 
account deficits in the short to medium term and therein carry 
implications for, if anything, the pursuit of stronger policy 
efforts. With that in mind, discussions on steps to ease 
firanciel policies could be precipitate in the current 
circumstances. 
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Finally, we hope that the exchange market is unified in line 
with the authorities' current intentions, and that the authorities 
continue to make progress on the removal of all quantitative 
import restrictions. 

In view of the effect of the Middle East crisis and the 
measures taken by the Bangladesh authorities, we can support the 
proposal to increase the amount of the second disbursement under 
the first-year arrangement under the ESAF through a rephasing of 
drawings. 

Hr. Abbott made the following statement: 

On behalf of my authorities, I would like to express our 
sincere sympathy to the people of Bangladesh for the terrible loss 
they have suffered as a result of the recent cyclone. Bangladesh 
has suffered more than its share of natural disasters, but this is 
a calamity on an epic scale. We will be working closely with the 
Government of Bangladesh to provide all assistance possible. I am 
told that a team from the U.S. Agency for International 
Development has already been sent to Bangladesh to coordinate our 
assistance and to examine what further support cat, be provided. 

The Bangladesh authorities are to be commended for their 
disciplined management of macroeconomic policy over the last year. 
The adverse effects of the Middle East crisis and the spike in oil 
prices were well contained by prompt fiscal actions and firm 
control of monetary policy. As a result, the program under the 
ESAF remains on track and the economy is positioned to benefit 
from a waning of external economic disruptions. The demonstrated 
capacity of the authorities to take timely and decisive corrective 
actions reinforces our confidence in their commitment to the 
objectives of the program under the ESAF. 

We are pleased that substantial progress has been made on all 
of the first-year objectives for the program. The program 
objectives are well focused, generally requiring specific actions 
rather than comprehensive or radical reforms. We believe that it 
is essential that the objectives be fully implemented. The 
quantified fiscal, monetary, and exchange objectives all appear to 
be firmly on track and well within program limits. On some of the 
objectives that are more qualitative, however, reinforced effort 
seems to be in order. This is particularly true of the annual 
development program, where clear prioritization has been a 
longstanding problem and where progress under the program has been 
slow. Development assistance is too important to the economy of 
Bangladesh to allow this part of the program to slide. Likewise, 
progress on reducing subsidies is reported to be slow. We believe 
that it would be useful in the next review to establish specific 
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targets for the reduction and elimination of individual subsidies. 
The objectives for public sector enterprise reform also are cast 
in fairly general terms. Steps toward full-cost pricing are 
reported and are probably steps in the right direction, but there 
is little indication in the report of movement toward significant 
real reform of the public enterprises. 

At several points'in the review, it is stated that important 
objectives of the program are to strengthen the private sector and 
increase domestic saving and investment. We support these 
objectives, but it is not entirely clear which elements of the 
program will further these goals. Domestic savings rates are 
quite low in both the public and private sectors. Budgetary 
improvements apparently would allow greater self-financing by the 
Government of incremental public investment, but what can be done 
to improve the availability of saving for private initiative? 
While there is discussion of efficiencies in public enterprises, 
there is little discussion of reduced scope of activity by the 
public enterprises or outright privatization. Subsidies appear to 
be pervasive, but the program emphasis seems to be on 
rationalization rather than elimination of these numerous 
distortions. While we fully support the improved public sector 
management required under the program under the ESAF, we would 
encourage the authorities to consider more radical reforms of some 
of their interventionist policies. We fully support 
Hr. Hirakhor's lucid comments on the need for vigorous action to 
improve the supply-side functioning of the economy. I would 
appreciate any further thoughts the staff has on how a vigorous 
private sector could be encouraged and how higher savings rates 
could be achieved. 

The staff estimates that the Middle East crisis imposed 
additional external financing requirements on Bangladesh totaling 
$336 million in 1990/91. Half of this is to be absorbed by 
reduced imports through measures already implemented. The other 
half of the costs would be financed. Of this financing, half 
would be sought in increased donor support, and it is proposed 
that the other half be provided by a rephasing of drawings under 
the three-year arrangement under the ESAF. This would involve 
disbursing an additional SDR 57.5 million in the first year, with 
drawings in the next two years reduced proportionately. We think 
that this is an entirely appropriate mix of financing and 
adjustment. Although a CCFF drawing might have been possible, we 
agree that the lower cost and longer maturities available under 
the ESAF make the proposed acceleration of disbursement 
preferable. In this regard, we can also support the Managing 
Director's proposed strategy for responding to the present 
emergency. 

We support the proposed decision. 
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Hr. Coos made the following sLatement: 

Like previous speakers, I should like to begin by expressing 
my deep sympathy to the Government and people of Bangladesh on the 
enormous destruction, human suffering, and loss of life inflicted 
by the recent cyclone. I am hopeful and, indeed, confident, that 
the international community, including my own country, will 
promptly respond to the Prime Minister's appeal for immediate 
assistance. And in this regard I should also like to associate 
myself with the Chairman's comments on the possible role of, and 
assistance to be provided by, the Fund. 

Having said that, I, like Hr. Al-Jasser, found it somewhat 
difficult to discuss developments in, and the prospects for, 
Bangladesh in the sort of technical terms we commonly use here in 
the Board because of the lack of a sense of the potential 
repercussions of the recent catastrophe on the economic outlook of 
Bangladesh, and particularly the validity of the program targets. 
Staff comnents on the situation would be helpful; I appreciate 
that such an assessment from this distance is very difficult and 
that a mission will visit the country shortly to provide a clearer 
picture. 

But having said that, I should also like to welcome the much- 
improved policy implementation under the current program as 
compared with the experience under previous arrangements. I was 
particularly pleased to note the additional measures that were 
taken to mitigate the effects of the Middle East crisis. I think 
that it is very encouraging that, with those measures, the program 
has been kept broadly on track. 

As to the further adjustment tasks and needs, I can endorse 
the thrust of the staff appraisal and I would stress in particular 
the staff’s cautioning against premature easing of financial 
policies. Apart from the uncertainties in the external situation, 
this advice is also well taken given the background of the still 
high inflation rate and the continued strong expansion of broad 
money, which is worrying and which in coming years is projected to 
consistently exceed the growth of nominal GDP. The growth 
orientation of the program does not justify, and would not be 
compatible with, an easy monetary policy stance--indeed, quite the 
contrary. 

The staff's cautioning against an easing of financial 
policies is also appropriate in view of the slower than expected 
supply response of the private sector to the reform efforts, and 
it has assumed additional relevance in the wake of the destruction 
of the cyclone. Even in the present tragic circumstances, I feel 
that, rather than easing financial policies, the authorities 
should redouble their efforts at reform and promotion of the 
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private sector, especially because, as previcus speakers have 
stressed, even without including the effects of the destruction, 
much remains to be done. This applies notably to the rather slow 
progress in rationalizing the existing regulatory framework and 
improving the conditions for domestic and foreign direct 
investment which are so critical to the development of the private 
set tor . 

In that regard, I would hope-- and this remark is prompted by 
an observation in Hr. Arora’s statement--that the potential 
benefits of these efforts will not be undermined by undue emphasis 
on the objective of securing a more equitable income distribution. 
There might be a potential conflict there. This concern, to be 
sure, is to some extent understandable, considering the high share 
of the population living below the poverty line or even below the 
subsistence level. But in viev of the alarmingly strong 
population pressure --which, according to some observers, might 
result in a doubling of the population within the next 30 years--a 
vigorous and uncompromising promotion of private sector activity 
would appear to offer the best approach to poverty alleviation, 

In the same vein, I would encourage the authorities to 
accelerate the pace of reform of public enterprises and to 
persevere in their efforts at improving tax collection from those 
enterprises. Progress in that area would appear to be of 
particular importance, given that only marginal improvement in the 
budgetary position is expected in the coming years. 

Finally, I was pleased to note the authorities' emphasis on 
maintaining stable exchange rate relationships and promoting 
external adjustment primarily through appropriate demand- 
management policies. But I found their decision to further 
postpone the unification of the exchange market somewhat 
unfortunate in view of the urgent need to enhance the efficiency 
of the use of the available resources. 

With these observations, I can support the proposed decision, 

Hr. T& said that he, like previous speakers, wished to express his 
deepest and heartfelt sympathy to the people and the authorities of 
Bangladesh for the natural disaster of unprecedented proportions that had 
struck the country and inflicted a heavy toll, including heavy loss of life 
and great damage to the economic and social infrastructure. 

He wondered whether the staff appraisal, which he broadly endorsed, as 
well as the main objectives of the program, had not been overtaken by the 
tragic developments, Hr. Toe continued. In view of the magnitude of the 
damage caused by the cyclone, it-was clear that Bangladesh, with its limited 
resource base, would find it difficult to meet by itself the challenges of 
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adjustment and to mitigate the suffering of the population. It seemed that 
the authorities would also find it difficult to implement in the time frame 
agreed many of the policy measures envisaged under the program under the 
ESAF. 

In the circumstances, it would be appropriate for a mission to visit 
Bangladesh as soon as possible to review the objectives and measures 
outlined in the program and-make the adjustments necessitated by recent 
developments, Hr. To6 considered. He was therefore pleased to note from the 
Chairman’s statement that a mission would be departing soon for Dhaka to 
assess the situation and make appropriate recommendations to the Board. 
Finally, he vholeheartedly supported the authorities’ call on the 
international comsunity to swiftly provide the assistance needed to help 
alleviate the human suffering. As to Fund assistance, the seriousness of 
the situation appeared to be clearly established, and, therefore, emergency 
assistance would have been in order. In that respect, he supported the 
Chairman’s proposal for an augmentation of access under the arrangement 
under the ESAF. Finally, the proposed decision should be approved. 

Mr. Cirelli made the following statement: 

At the outset, I would like to ask Mr. Arora to convey to the 
authorities of Bangladesh the deep sympathy and sorrow of my 
authorities for the very dramatic circumstances that they are 
facing today. 

Under these circumstances, as several speakers have noted, it 
is difficult to comuent on the program. But I wish to associate 
myself with the positive assessment expressed by the staff 
concerning the authorities’ management of the first year of the 
arrangement under the ESAF. It is especially encouraging that, 
&spite the adverse consequences of the Middle East crisis, they 
have managed to keep the program on track: all of the quanti- 
tative targets and most structural performance criteria, with the 
exception of the introduction of the VAT, were met. 

This achievement is especially commendable since Bangladesh’s 
economic situation remains fragile and vulnerable to external 
shocks. The measures promptly adopted by the authorities to 
offset the impact of the Middle East crisis, including the full 
pass-through of the oil price increase and new fiscal revenue 
measures, have proved efficient in limiting the deterioration of 
the current account. Therefore, I have no difficulty in approving 
the proposed rephasing of the arrangement under the ESAF. I am 
also prepared to consider with an open mind an increase in the 
access under the arrangement or use of emergency assistance. 

Turning to the program itself, I am very much i,n agreement 
with the staff and will only make a few brief comments. First, on 
macroeconomic policies, the utmost attention must be paid to the 
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fiscal accounts, where the maintenance of strict discipline is 
necessary in order to leave the necessary room to increase the 
level of savings and investment. Therefore, the objectives of 
raising rewmue by 1.5 percent of GDP during the program period 
and improving the elasticity of revenues must remain a priority. 
Therefore, I welcome the measures adopted by the authorities to 
reach the target of 9.7 percent of GDP and urge them to proceed 
with the implementation of the VAT as soon as possible. 

The reduction of current expenditures is also an important 
element. The authorities will have to monitor closely develop- 
ments in this area, particularly with respect to the level of the 
wage bill. As noted previously by several speakers, the 
prioritization of the public investment program will also be an 
important step toward more efficiency. 

I have little to add to the staff’s comments on monetary 
policy. Continued restraint on bank lending is certainly 
necessary, and we would caution the authorities against any early 
relaxation. The pursuit of the comprehensive reform of the 
financial sector, in collaboration with the World Bank, will also 
be of the utmost importance. 

Second, a few words on structural reforms, to encourage the 
authorities to intensify their efforts in two important areas-- 
public enterprises and trade liberalization. Concerning public 
enterprises, could the staff tell us what progress has been 
reglstered in the process of rationalization. particularly in the 
jute sector? 

Third, as regards the external sector. we believe that the 
emphasis by the authorities on exchange rate stability, coupled 
with tight financial policies, is appropriate in order to reduce 
external imbalances as well as the rate of inflation. At this 
stage, I would also encourage the authorities to unify the 
exchange market . 

In conclusion, it is clear that the recent disaster will make 
the task of the authorities more difficult and calls for a 
reassessment of the program. In any event, an additional effort 
on the part of the international community is called for, and we 
will strive to do everything possible to take part in this effort. 

Mr. Schioppa said that he, like previous speakers, wished to express 
the sympathv of his chair to the Government and the people.of Bangladesh, 
who had been hit by a disaster of unthinkable proportions. He was confident 
that the international community would respond quickly tq the appeal of the 
Prime Minister of Bangladesh, so.as to minimize the effects of the disaster. 
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He broadly agreed with the staff’s views on the performance of the country 
under the first-year program, and he supported the Chairman’s view that 
additional assistance from the Fund could be provided in the context of the 
arrangement under the ESAF. The authorities’ commitment to the objectives 
of the program was commendsble, and the proposed decision should be 
approved. 

Hr. Hogeveg said that he, too, wished to express his deep sympathy to 
Bangladesh in connection with the recent disaster. He was pleased that the 
upcoming discussions with the authorities would assess the impact of the 
cyclone on the halance of payments, and he welcomed the intention to 
possibly augment access under the three-year arrangement rather than to 
apply the ordinary emergency assistance policy. The introduction of the 
staff paper noted that, at the time of approval of the arrangement under the 
ESAF, the Board had stated that, in the event of a recurrence of natural 
disasters, additional concessional aid and intensified adjustment efforts 
would be necessary. 

Approval of the current midterm review was certainly in order, 
Kr. Hogeweg considered. In spite of the large impact on Bangladesh of the 
Middle East crisis, the authorities had managed to keep the program 
basically on track. By forceful and prompt adjustment measures, around half 
of the direct impact of the crisis could be offset. Of the amount to be 
financed, the proposed rephasing of ESAF access would cover around half. 
The proposed increased access in 1991 was fully justified in the context of 
the response of the Fund to the Middle East crisis agreed upon in 1990. 

The caution expressed by the staff with respect to the new authorities 
taking some additional stimulative measures was fully justified, Mr. Hogeweg 
c-nted. Some stimulation might be consistent, as the staff had said, 
with the growth orientation of the program, although he had thought that 
that orientation meant that the program would be conducive to growth by 
creating appropriate conditions by way of structural adjustment and 
maintenance of macroeconomic equilibrium, which was of course a very 
different matter. As he understood it, the program targets provided room 
for such a stimulus. However, when the targets had been set, they had not 
taken into account the additional adjustment undertaken in response to the 
Middle East crisis. Would use of the remaining room under the targets in 
those circumstances not mean that part of the additional adjustment was in a 
sense reversed? If so, what would that mean for the mix of adjustment and 
financing for 1991 as a whole? Finally. with respect to the promotion of 
external adjustment, he agreed with the emphasis of the authorities, 
endorsed by the staff, on tight demand management, a balanced macroeconomic 
framework, and the supply side, rather than on exchange rate flexibility. 

Hr. Wright made the following statement: 

1. of course, j i o n earlier speakers in offering profound 
sympathy for this latest catastrophe to afflict Bangladesh. I 
would also join others in commending the authorities for acting 
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promptly to keep the program on track last year when, the 
combination of the Hiddle East crisis and domestic political 
uncertainties threatened to undermine it. The new Government wi 11 
need to continue these cautious policies--which have received 
generous support from the international community--even in the 
much more difficult circumstances that the 8uthOrities now face. 

I can Support the’proposed rephasing of the ESAF access; this 
is entirely appropriate given the impact of the Middle East 
crisis. I BP also sympathetiti to the suggestion that the 
arrangement be augmented for the reasons outlined by the Chairman, 
and I agree that we should decide on the amount once the staff has 
a better perspective on the implications of the disaster for 
Bangladesh’s economic prospects and the scale of international 
emergency essistance. 

In the wake of the cyclone it is inevitable that the 
authorities will find themselves heavily preoccupied with 
reconstruction and alleviating the terrible suffering that has 
been wrought. And this will cleerly complicate economic 
mnagement in the near term; it would be plainly unrealistic to 
pretend othervise. However, it remains essential for Bangladesh’s 
long-term development that the authorities not lose sight of the 
nCCeSSity to press aheed 8s quickly 8s possible with Structural 
reforms: dismantling the pervasive 8nd inefficient public sector 
and removing unnecessary restrictions on trade and inward 
investment which heve hmnpcred the growth of the private sector. 

These reforms are well articulated in the staff report; 
recent developments will make it harder to achieve them, I am 
sure, but they renain no less Valid, and very briefly I would 
stress just four of them. Fiscal adjustment is clearly the 
cornerstone, 8s most others have pointed out, and in view of the 
undoubted pressures on the budget, I hope th8t the authorities 
will look carefully at the scope, identified in a recent staff 
working paper to which Hr. Arora has referred, for improving the 
targeting of poverty alleviation. And whatever the findings of 
the recent pay commission, the authorities must avoid incresses in 
the public sector wage bill on a scale which would pre-empt 
resources for higher priority spending. I note in this connection 
that the cost of living allowance has alresdy been increased by 
more than the rate of inflation. 

Greater urgency also needs to be given to the reform of 
public enterprises. I have not too much to add to what others 
have already said about this, except to say that the ~12~ 
Government should not delay taking steps to put public enterprises 
onto a commercial footing, including tackling endemic overstaffing 
in some enterprises, and so-pave the way for their privatization 
in the not-too-distant future. 
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The third area of the program I would like to mention is 
trade liberalizatton. I welcome the steady elimination of 
quantitative import restrictions, but this must, of course, be 
accompanied by lower and more uniform tariffs if the economy is to 
benefit. I would be interested to hear the staff’s views on the 
progress that has been made in this area, and on what more could 
be done to remove the restrictions and regulations on inward 
investment. 

Finally, I was pleased to see that some headway has been made 
with financial sector reform. Much will now depend on how 
energetically debt recovery is pursued and on the authorities’ 
willingness to phase out interest subsidies. In view of the 
earlier speakers' comments, particularly Mr. Mirakhor’s, on real 
interest rates, I would be interested to hear the staff’s comments 
on the effects of high real interest rates. Perhaps they could 
preface these with an sccount of what the structure of effective 
real interest rates is actually like in Bangladesh; that was not 
clear to me from the paper, with the existence of interest rate 
subsidies. Finally. I support the proposed decision. 

Hr. Adberibigbe said that his chair wished to express its deep sympathy 
to the Bangladesh authorities for the humen end material losses suffered as 
a result of the recent natural disaster in the country. He hoped that the 
intern8tion81 c ommunity would rise to that sad occasion by providing needed 
assistance to ameliorate the impact of the disaster. 

He coePended the Bangladesh authorities for their commitment to the 
adjustment program under very difficult circumstances, Kr. Adberibigbe 
continued. In particular, he epplauded the timely manner in which the 
authorities had strengthened and adjusted policy measures to mitigate the 
adverse impsct of the Middle East crisis on the economy. They should stay 
the course of their adjustment efforts and take additional economic measures 
88 necessary, p8rtiCUl8rly in the fisC81 and StrUCtUral are8s. 

The international connaunity should support their adjustment efforts by 
providing necessary financing in a timely manner, Hr. Aderibigbe stated. In 
that connection, the proposal to augment and rephase Bangladesh’s drawings 
under the current arrangement under the ESAF was welcome. Finally, he 
supported the proposed decision. 

Mr. Chen said that his authorities would like to convey their deep 
sorrow and sympathy to the Bangladesh Government and people for the heavy 
loss of life and physical damage suffered as a result of the recent cyclone. 
He hoped that, with the help of the international community, the authorities 
would be able to overcome their present difficulties shortly. In addition, 
he appreciated the Chairman’s remarks at the start of the discussion and 
supported his efforts in the direction that the Chairman had mentioned. 
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He still considered that the ongoing program was a strong and 
appropriate one, Mr. Chen commented. The Bangladesh economy had suffered a 
series of external, as well as internal, disturbances, including natural 
disasters. Host of those factors were beyond the control of the authorities 
and would have a strong negative impact on the implementation of the ongoing 
program. He appreciated the efforts already undertaken by the authorities 
to mitigate as much as possible those adverse effects, and he was pleased to 
learn from the staff that the targets under the first-year arrangement had 
been broadly achieved. At the present particular time, the authorities 
should be encouraged to intensify their adjustment efforts to bring about a 
successful conclusion of the arrangement under the ESAF. Therefore, the 
proposed decision should be approved. Any slight slippages that might occur 
should be looked at within the context of those unfavorable external 
factors, as well as the overall natural environment, in the first phase of 
the arrangement under the ESAF. The recommended rephasing merited the 
Board's support. 

However, he still wished to join the staff in emphasizing that the 
authorities needed to further their efforts to implement those structural 
reforms which had been delayed for one reason or another, Hr. Chen 
continued. Huch needed to be done before the program could achieve a 
satisfactory outcome. 

Finally, he wished to stress that the external shocks and natural 
disasters that Directors had been concerned about on previous occasions had 
once again adversely affected the economy of Bangladesh, Mr. Chen commented. 
Therefore, without timely and necessary concessional aid, ,:Ad further 
intensified adjustment efforts on the part of the authorities, the program 
would still be in danger of being thwarted. 

Mr. Noonan made the following statement: 

I would like to associate this chair with the general 
expressions of sympathy and support for the people of Bangladesh. 
It is indeed lamentable that the satisfactory performance during 
the first year of the arrangement under the ESAF, and the 
prospects for further adjustment, have been overshadowed by the 
devastation caused by the recent cyclone. We are pleased that the 
Chairman has been able to indicate the Fund's proposed response so 
quickly and we support the course of action he has in mind. 

We are in general agreement with the staff's appraisal and 
support the proposed decision. My comments therefore are limited 
to a few points. 

The first of these arises from the calculations in Table 9, 
which suggest that the current account impact of the Middle East 
crisis was $160 million. On the other hand, the staff's most 
recent estimate of the current account indicates a deterioration 
of only $90 million compared to the program. We were puzzled by 
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the difference, and we were struck by the coincidence that the 
difference of $70 million corresponds to the expected shortfall in 
external aid disbursements for 1990/91. I understand that such a 
shortfall wowld not be compensable under the Fund's policy for 
responses to the Middle East crisis. However, we inferred from 
the data in Tables 8 and 9 that the difference is due to a decline 
in imports, over and above that explained by the impact of the 
Middle East crisis and-the authorities' policy response. The 
staff may wish to elaborate on the reasons for this additional 
decline in imports, which may reflect the lower than programmed 
growth and the associated continuing restrictions on investments 
referred to by Mr. Hirakhor. 

A reference to a shortfall in external aid disbursements is 
not exceptional in staff reports. I wonder whether the shortfall 
referred to arises from circumstances that are special and unique 
in the case of Bangladesh, or whether, given that Bangladesh is 
not a unique example, that experience may be indicative of a more 
widely applying set of circumstances. If it is the latter, then 
it may be necessary to anticipate such delays in aid disbursement 
in program design. 

l4y third point concerns the proposed VAT. The staff reports 
that the introduction of the VAT--a structural benchmark under the 
program--has been delayed until the coming fiscal year, but the 
staff notes that preparations are well underway. While we would 
agree that it is crucial to have the necessary administrative 
procedures worked out and fully in place, we would encourage the 
authorities to avoid any undue delay. 

We have read that the VAT is supposed to be revenue neutral. 
Given the relatively modest yield of the present tax system and 
the apparent difficulties in tax administration, we would also 
encourage the authorities to ensure that exemptions are strictly 
limited, so as to maximize the self-policing properties of the new 
tax. 

My fourth point arises from the significant increase in 
domestic petroleum prices in response to the Middle East crisis. 
'l'he latest world economic outlook discussion reviewed the 
arguments for the symmetric pass-through of the more recent 
decline in international energy prices. Nonetheless, we would 
recommend to the authorities that, in taking a decision on 
revising energy prices, they should have regard to the fact that 
the revenue base is otherwise extremely narrow, that it may be 
difficult to substitute for revenue forgone by a reduction in 
energy prices, and that energy taxes may represent an economically 
and administratively efficient source of fiscal financing. 
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Another point is that the discussion in the staff report is 
indicative of a legal environment, which is lacking in the 
rigorous enforcement of commercial contracts and obligations. For 
example, the staff reports that fiscal revenues were depressed 
because the gas company was unable to collect charges from 
customers, while cigarette companies did not pay their excise 
duties. It would appear that similar difficulties have been 
experienced in the financial sector, where "efforts are being 
intensified to improve debt recovery from the 100 largest 
defaulters for each commercial bank." In our view, the 
credibility of the authorities' adjustment program will be 
strengthened if they ensure that commercial contracts and 
obligations are respected. 

Finally, in light of the apparent damage by the cyclone to 
loan-financed projects, I would be interested in learning whether 
there is any insurance cover on such projects, or whether the 
cyclone will leave Bangladesh with both badly damaged physical 
structures, which no longer can remunerate their loan finance, and 
the liability to service the loans for those original structures. 

Mr. Fridriksson observed that once again Bangladesh had been struck by 
a natural disaster. Like other speakers, he wished to express his chair's 
deep sympathy and hope that the international community would respond 
appropriately to alleviate the immediate difficulties facing the country and 
the suffering of its people. 

It was difficult to discuss the program in detail on the present 
occa'ton, and he would be brief, Mr. Fridriksson continued. He was in broad 
agretment with the staff appraisal. Performance under the ESAF had been 
satisfactory. He particularly commended the authorities for strengthening 
the adjustment effort in 1990 in response to the adverse effects of the 
events in the Middle East. Furthermore, he was pleased to note that the 
authorities intended to maintain competitiveness and promote external 
adjustment primarily by relying on tight financial policies. 

Nevertheless, the gradualistic approach which his chair had criticized 
in 1990 continued to concern his authorities, Mr. Fridriksson said. After 
facing the immediate difficulties arising from the recent catastrophe, for 
which exceptional assistance was clearly required, he was afraid that an 
intensification of the adjustment effort would be needed. He was referring, 
in rarticular, to fiscal policy, but in addition a further reallocation of 
public resources from subsidies to productive investments was necessary. 

In conclusion, he wondered whether the staff would care to comment on 
the potential financial implications of the devastation caused by the 
cyclone and on policy measures which would need to be taken to ensure the 
continuation of progress under the ESAF program, Mr. Fridriksson remarked. 
He had taken note of the Chairman's opening comments and would favorably 
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consider an appropriate Fund response, once the extent of the damage and the 
balance of payments impact had been assessed. He supported the proposed 
decision. 

The staff representative from the Asian Department said that, with 
regard to economic developments in 1991 prior to the cyclone, there had been 
an expectation that, despite all the efforts that had been made, there would 
be a shortfall in growth from the progriun targets. As a result, non-oil 
imports were expected to be lower than programmed, which--in response to 
Mr. Noonan's point-- was the main reason for the difference between the 
direct impact of the Middle East crisis on the balance of payments and the 
smaller effect on the current account outcome for the year as a whole. 

As to the effect of the cyclone on the economy, the staff's information 
at the moment was extremely limited, the staff representative continued. 
There would be an immediate impact on the budget, both in terms of 
additional expenditure for relief and a reduced ability to collect taxes. 
There was also extensive damage to the food crops, which would require some 
additional imports immediately, and other types of immediate relief goods 
would have to be imported. Reserves were adequate in combination with the 
assistance that had already been promised by the donor community to meet the 
country's very short-term needs, including the SDR 100 million available 
upon the completion of the current review. The main problem in the next few 
weeks would clearly be implementation capacity rather than e shortage of 
funds, 

An important task of the mission to Dhaka in the coming days would be 
to make a preliminary assessment of the damage and the financing needs, the 
staff representative went on. The authorities had already asked the UNDP, 
in conjunction with local representatives of various aid agencies, to start 
that assessment, and the Fund resident representative would be participating 
in those discussions. The staff expected to be able to come to a reasonable 
preliminary assessment in time for the Paris aid group meeting scheduled for 
May 29-30, 1991. While clearly all the officials in Bangladesh would be 
preoccupied with the cyclone over the coming weeks, the Finance Minister had 
said, during his recent visit to Washington, that he was keen to assure the 
Fund that the new Government was strongly committed to the new program. The 
coming mission to Dhaka should be able to make considerable progress in 
discussing the 1991-92 budget framework and updating the policy framework 
paper. Obviously, there would have to be some modifications to the program, 
but the Government clearly remained absolutely committed to pursuing reforms 
and all the other major elements of the program. 

The budget, of course, including resource mobilization, was crucial, 
the staff representative commented. The staff had been assured that the VAT 
would be introduced on July 1, 1991. The delay in its introduction earlier 
in 1991 had been caused partly by political developments in Bangladesh. In 
addition, however, there was considerable preparatory wor,k involved, and the 
time needed for that work had been underestimated. Very 'thorough 
preparations had now been virtually completed, with the assistance of the 
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Fiscal Affairs Department advisor, who had been a resident in Bangladesh for 
the past two years. Therefore, the staff did not consider the delay to be 
serious, and it was confident that developments in the coming year would 
make an important contribution to broadening the tax base, 

The authorities were also examining the possible introduction as soon 
as possible of a pre-shipment inspection and duty assessment of imports, the 
staff representative explained. Having those measures in mind, the staff 
intended to discuss with the authorities the possible scope for a reduction 
in taxation on petroleum products, But the achievement of the revenue 
target of the program was of crucial importance, particularly in view of the 
shortage of local counterpart resources for the public investment program. 

In the area of current expenditure, there was scope for containing 
wages and salaries, particularly in light of the increase that had already 
been given in 1991, the staff representative said. There was also scope for 
reducing subsidies on food, interest rates, and jute, and the staff would 
attempt to negotiate quantification of reductions for the next program. At 
the same time, there was also scope for better targeting of food subsidies 
and other subsidies to assist the poorer groups, and the staff would be 
looking at that aspect as well in connection with the next program. To the 
extent possible, the staff would attempt to try to offset the additional 
cyclone-related expenditure with cuts in other areas to try to stay as close 
as possible to the fiscal targets that were already in the program. 

The new Government had made very clear its commitment to a more open 
and competitive economy, the staff representative observed. In that 
connection, it was well recognized that the public enterprises' performance 
must be substantially improved, and the staff had noted the comments made by 
Directors in that regard. The Government was keen to pursue a more active 
privatization policy, and there seemed to be scope for achieving that goal, 
particularly with regard to industrial enterprises. There was clearly a 
need to press ahead with shedding labor. Some initial steps had already 
been taken to reduce recruitment by the jute mills, and a rehabilitation 
program was being developed with the World Bank. There was a clear need for 
improved tax collection performance, particularly with respect to the 
electricity and natural gas companies. The staff would attempt as far as 
possible to strengthen those elements of the program. 

The Government had also indicated its very strong commitment to an 
enhanced role for the private sector, the staff representative remarked. A 
comprehensive new industrial policy statement had been prepared and was 
being considered by the new Government. The staff expected that it would be 
approved quickly and would contain measures to further encourage foreign 
investment. The financial reforms were proceeding rather satisfactorily. 
The Bangladesh bank security had been introduced in December 1990, with Fund 
technical assistance, and the loan reclassification exercise had been 
completed. 
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As to interest rates, there were subsidies on lending to jute, 
agriculture, and small-industrial sectors, the staff representative noted. 
The rates for those loans ranged from about 8 percent to 13 percent. There 
were commitments in the agreement with the World Bank for the financial 
sector credit to progressively reduce those subsidies over time. Other 
rates ranged from 13 percent up to about 18 percent. It was true that real 
rates had been in effect for some years in Bangladesh. They had also been 
changed infrequently over the past decade. It was not clear to the staff 
where market-based interest rates might ultimately end up, but one of the 
things the staff would be looking for in the context of the financial sector 
reform was more flexibility in interest rates. 

With regard to import liberalization, the commitment to pursue it had 
been made, the staff representative commented. In the past, the staff had 
focused more on removing quantitative restrictions. That effort was 
currently being increasingly accompanied by steps to reduce tariffs. Much 
of the discussion in that area was being conducted in the context of 
negotiations with the World Bank on the industrial sector credit. The 
maximum tariff rate, other than for certain luxury goods, had been reduced 
to 100 percent, and the objective of the industrial sector credit program 
would be to reduce rates to 75 percent as a maximum in 1991-92, and 50 
percent as far as possible thereafter. 

The exchange rate had been adjusted over the past year to return the 
real effective rate to approximately where it had been up until 1988, and 
the staff believed that the present rate was broadly appropriate, the staff 
representative remarked. Export performance in 1991, despite all the 
difficulties, had been very strong, and further gains, particularly, in 
garment exports, were likely to be made. The medium-term export projections 
were of course optimistic, but there was every indication that the supply 
response from the export sector would be strong if the liberalization 
measures proceeded. Exchange rate adjustment was certainly not ruled out in 
the future by the authorities; but at the present stage, the staff did not 
expect any immediate large change. 

As to exchange rate unification, the commitment from the authorities 
was to achieve that goal by the end of 1991, the staff representative from 
the Asian Department commented. They had always been concerned about 
maintaining the psychological premium --even though it was very small, about 
2 percent- -to encourage workers' remittances. They had decided to send a 
study team to the Middle East to look more carefully at the procedures used 
by workers there to remit earnings to Bangladesh. The authorities had had a 
team ready to leave in the latter part of 1990, but it had been interrupted 
by events in the Hiddle East. That team currently planned to visit the 
Middle East in the coming several months to ensure that appropriate 
arrangements were in place for remittances; that explained -the authorities' 
request for the delay until the end of 1991. 

Mr. Wright noted that the staff had mentioned that some interest rates 
were subsidized but others were certainly positive in real terms. Had 
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deposit rates been similar to lending rates, or had there been a wedge 
between them because of the nonperforming loans of the banks? 

The staff representative from the Asian Department responded that 
interest rates on deposits had been relatively high in real terms for 
several years. To the extent that rates had been subsidized on the lending 
side, that had been reflected mainly in the poor financial performance by 
the banks, especially public sector banks. One of the aims of the reforms 
that was being addressed in various ways was to improve the viability and 
financial performance of the banks. Indeed, that was a major element of the 
f tnancial sector reform. 

Hr. Wright remarked that that process was not likely to help with the 
problem of the shortage of savings. If deposit rates had been artificially 
depressed, there might be hope for savings to increase, but that did not 
seem to be the case. 

The staff representative from the Asian Department commented that the 
savings performance had been very poor in recent months, but there had been 
many special factors. It would be interesting to see whether private sector 
savings would perform as hoped if the economy were to grow at a faster rate. 
That performance was a crucial assumption in the program. 

Hr. Arora said that he was grateful for the expressions of sympathy and 
support in the context of the disaster that had befallen Bangladesh. 
Directors clearly hoped that the authorities would be able to keep the 
program on track despite the difficulties that Bangladesh faced, both in 
regard to the Middle East crisis and in the political area. 

With respect to the future of the program, there was general agreement 
that the basic problem was the shortage of savings and the level of public 
investment, l4r. Arora said. While structural reform, the role of the 
private sector, and trade liberalization were all very important in terms of 
improving the supply response of the economy, it was also clear that, ,, 
without adequate public investment, sustained both in terms of human 
resource development and physical and social infrastructure in Bangladesh, 
the supply response would remain partial and halting. Therefore, the key 
strategy for the authorities was to increase the level of public savings 
and, of course, domestic savings, because that performance in the past had 
kept the economy below its potential for many years. Under the program, 
savings would be a key factor. Therefore, the importance of public sector 
investment in Bangladesh should not be minimized. 

As Hr. Goos had remarked, there was a conflict between equity and 
efficiency considerations, Hr. Arora said. Apparently Mr. Goos believed 
that the conflict could slow the rate of growth of the economy, and thereby 
potentially defeat the authorities’ poverty alleviation .objectives. There 
were, of course, conflicting views on that matter; there was considerable 
debate on it in the literature. .Apart from the purely theoretical 
considerations, it was important to appreciate that, in'Bangladesh and other 
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countries in Asia, a marginal amount of growth had to be sacrificed to 
maintain social cohesion and stability. The gains from that sacrifice--in 
terms of the ability to carry forward a program that would greatly increase 
the role of the private sector--were substantial. In the short term, the 
private sector could increase growth and thereby strengthen the capacity of 
the economy for pursue equity goals. 

The Executive Board then took the following decision: 

1. Bangladesh has consulted with the Fund in 
accordance with paragraph 2(c) of the first annual 
arrangement for Bangladesh under the enhanced structural 
adjustment facility (EBS/90/132, 7/17/90) and paragraph 
5 of the letter of the Minister of Finance and Planning, 
dated July 15, 1990, attached to the arrangement. 

2. The letter from the Xinister of Finance and Planning, 
dated April 17, 1991, shall be attached to the first annual 
arrangement and the letter of the Minister of Finance and 
Planning, dated July 15, 1990, together with its attached 
memorandum on economic and financial policies, shall be read 
as supplemented and modified by the letter dated April 17, 
1991. 

3. Accordingly: 

(a) The amount of the second loan under the first 
annual arrangement is increased to the equivalent of 
SDR 100.625 million and the amounts of the second and third 
annual arrangements are correspondingly reduced to 
SDR 57.50 million and SDR 57.50 million, respectively. 

(b) The Fund determines that the midterm review 
specified in paragraph 2(c) of the first annual arrangement 
and paragraph 5 of the letter from the Minister of Finance 
and Planning, dated July 15, 1990, has been completed, and 
that, notwithstanding the nonobservance of paragraph 2(b)(i), 
Bangladesh may proceed to request the disbursement of the 
second loan under the first annual arrangement. 

Decision No. 9724-(91/64), adopted 
May 3. 1991 
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The following decisions were adopted by the Executive Board without 
meeting in the period between EBH/91/63 (4/24/91) and W/91/64 (S/3/91). 

3. ISlAMIC llBpuBLIC OF IRAN - IGXCHANGE SYSTEM - 
OF APpBpvru * 

The approval for the retention by the Islamic Republic of 
Iran of certain exchange restrictions and multiple currency 
pructfces, grunted under Rxecutive Board Decision No. 9483- 
(90/104), adopted June 29, 1990, is extended until August 30, 1991 
or the completion of the 1991 Article IV consultation with the 
Islamic Republic of Iran, whichever is earlier. 

Decision No. 9725-(91/64), edopted 
Nay 1. 1991 

The Executive Board approves the report of the Secretary 
(EBD/91/71, Sup. 2, 4/24/91) on the canvuss of votes of the 
Governors on Resolution No. 46-2, with respect to membership for 
Switzerland, approved by the Executive Board (EBM/91/40, 3/20/91) 
for submission to the Board of Governors. The Governors' vote on 
the Resolution is recorded as follows: 

Tot81 affirmative votes 920,883 
Total negetive votes 0 

Tot81 Vote9 Cast 920,883 
Abstentions recorded 0 
Other replies 0 

Total replies 920,883 
Votes of members that did not reply 29,142 

Total votes of members 950,025 

Decision No. 9726-(91/64), adopted 
April 24, 1991 
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5. 

The Executive Board approves recolslaendation of the Pension 
-ittee concerning the amendments to the Staff Retirement Plan, 
as set forth in EBAP/91/98 (4/23/91), with the dates of 
effectiveness set fottn in EBAP/91/98. Supplement 1 (4/27/91). 

Decision No. 9727-(91/64), adopted 
April 30, 1991 

6. 

In response to a request from the Gambian authorities for 
technical assistance in the central banking field, the Executive 
bard approves the proposal set forth in EBD/91/130 (4/26/91). 

Adopted Hay 1, 1991 

In response to a request from the Jamaican authorities for 
technical assistance in the area of the exchange system, the 
Executive 3oard approves the proposal set forth in EBD/91/120 
(4/23/91). 

Adopted April 26, 1991 

8. - ICAL ASSISTANCE 

In response to 8 request from the kfalagusy authorities for 
technic81 assistance in the monetary field, the Executive Board 
approves the proposal set forth in EBD/91/128 (4/25/91). 

Adopted April 30. 1991 

9. SISTW 

In response to a request from the Mongolian authorities for 
technic81 assistance in the central banking field, the Executive 
Board approves the proposal set forth in EBD/91/131 (4/26/91). 

Adopted Ray 1, 1991 
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The Executive Board approves the proposal set forth in 
EBAP/91/99 (4/24/91) concerning an extension of leave without pay 
for a staff member. 

Adopted April 29, 1991 

11. --RR - LEAVEUITROuT P&J 

The Executive Board approves the proposal set forth in 
EBAP/91/101 (4/25/91) concerning an extension of leave without pay 
for 8 stuff member. 

Adopted April 30, 1991 

12. APPROVAL OF m 

The minutes of Executive Board Heetings 90189 through 90/97 
are approved. 

13. -IVE BOARD w 

Tr8Vel by Executive Directors 8s set forth in EBAP/91/9? (4/23/91), 
EBA?'/91/102 (4/25/91), and EBAP/91/106 (4/30/91), by Advisors to Executive 
Directors as set forth in RBAP/91/97 (4/23/91) and EBAP/91/102 (4/25/91), 
and by an Assistant to Executive Director as set forth in EBAP/92/104 
(4/27/91) is approved. 

APPROVED : November 26. 1991 

LEO VAN NoulvEN 
Secretary 




