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The Executive Directors, meeting in restricted session, 'were informed 
by the Chairman of a recent unauthorised disclosure of information. 

The Executive Directors took note of the Chairman's remarks. 

2. HONDURAS - EXCHANGE SYSTEM; AND STAND-BY ARRANGEMENT - RBVIEW AND 

The Executive Directors considered a staff paper on the second review 
under, and proposed modifications of, the 14-month stand-by arrangement for 
Honduras'approved on July 27, 1990 (EBS/91/81, S/24/91; Cor. 1, 6/6/91; and 
Sup. 1; 6/6/91). 

The staff representative from the Western Hemisphere Department said 
that the staff had been informed of arrangements made to clear arrears to 
the Inter-American Development Bank (IDB) amounting to $23.7 million. The 
authorities had confirmed that, on that day--June 7,,1991--the U.S. Agency 
for International Development (U.S. AID) had deposited $24 million underan 
economic support fund agreement to the account of the Government of 
Honduras. At the same time, the Central Bank of Honduras had instructed its 
bankers to transfer immediately $23.7 million from that account to the IDB. 
It was expected that the arrears to the IDB would be cleared by June 10, 
1991 at the latest. 

Miss Nap@ made the following statement: 

I would first like to convey the deep appreciation of my 
Honduran authorities to the Pund management and staff for their 
full support during the difficult process of economic adjustment. 
ThLs difficult adjustment path, which was initiated during the 
first quarter of 1990 with the aim of restoring balance of 
payments equilibrium, controlling inflationary pressures, and 
establishing a solid productive base to attain sustainable o 
economic growth, has encountered unexpected difficulties that have 
delayed the adjustment process. A two-month strike developed in 
the major banana company during July-August 1990: oil prices were 
higher than expected; and strong floods during the final 
two months of 1990 destroyed a substantial part of agricultural 
production. This situation, together with a slower than expected 
implementation of corrective measures, caused the nonobservance of 
several of the performance criteria for end-December 19,90. 

With respect to the fiscal stance, cumulative central 
government expenditure exceeded by 1 percent of GDP the limit set 
in the original program because of a higher volume of transfers to 
the state electricity company (ENEE), which, in turn, was due to 
larger interest paymemts and an increase in capital contributions. 
Central government revenues fell short of program projections, as 
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import duty.collections and petroleum tax payments were smaller 
than originally envisaged. Also, increased capital expenditure in 
the otate telephone company (HONDUTEL) and the public water 
authority (SANAA) contributed to a larger than expected-deficit in 
the rest of the public sector, In sum, the overall deficit of the 
public sector was 8.5 percent of GDP--l.2 percent of GDP more than 
programmed. 

In late October 1990, the Central Bank eliminated interest 
rate ceilings on most of the commercial bank loans. Although the 
monetary authorities implemented open market operations to / 
sterilize excess liquidity in the banking system, net domestic . 
assets of the Central Bank exceeded the program limit, as central 
bank credit through rediscount lines to the public sector was 
greater than expected. 

Despite a modification of the exchange system, commercial 
banka' sales of foreign exchange to the Central Bank, although 
significantly higher than during 1989, were slightly lower in 1990 
than programmed. As a result, Honduras experienced difficulties 
in making debt-service payments on time, and the increase in net 
international reseryes was about $12 million smaller than 
targeted.. I 

To correct the program deviations that occurred during 1990, 
the Government designed an economic program for 1991 aimed at 
reinforcing the strong adjustment effort made during the previous 
year and returning the economy to a path'of sustainable growth, in 
the context of lower inflation and a strengthened balance of 
payments. The program envisages an increase in real GDP of 
1 percent, a reduction of the It-month rate of inflation from 
32 percent in December 1990 to 20 percent in December 1991, and an 
increase innet international reserves of $40 million. ' . 

The further reduction of the deficit of the overall public 
sector from 8.5 percent of GDP in 1990 to 4.5 percent of GDP in 
1991 constitutes the key element of the economic program. This 
improvement is to be complemented by the implementation of tight 
credit policy, continued efforts to liberalize interest rates, and 
measures to enauL3 exchange rate flexibility. 

The improvement,in the fiscal sector will be attained through 
a combination of tax measures, public utility tariff adjustments, 
and expenditure reduction measures. To this end, a general 
reduction of 10 percent in the original 1991 budget has been : 
approved: the wage bill will be reduced through a limitation of 
wage increases to 10 percent and a freeze in employment levels, 
and transfers to the private sector are to decline by 0.6 percent 
of GDP. 
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Central government revenues are to improve, mainly through 
the full effect of the increase from 7 percent to 15 percent in 
the tax on petroleum production and consumption that was recently 
approved by the Congress. Also, the basic coffee tax regime has 
been replaced by a flat rate of 7.5 percent applicable to all ' 
coffee exports, and the method used to compute the specific taxes 
on bananas, shrimp, lobster, and meat--originally denominated in 
U.S. dollars at a fixed exchange rate of L 2.00 per dollar--has 
been modified to reflect changes in the exchange rate. 

Besides these measures, the overall fiscal situation will 
reflect the full-year effect of the measures implemented during 
1990, as well as the up-front increase of 25 percent in electri- 
city tariffs that took place in early hay and the monthly increase 
of about 3 percent in electricity tariffs planned for the 
remainder of the year. In addition, steps have been taken to 

' improve tax administration, with the aim of correcting weaknesses 
that were present in the previous year. Fines and penalties for 
the nonpayment of taxes are being enforced, a monthly audit of the 
oil refinery has been established, and the period for the transfer 
of petroleum taxes to the Central Government has been reduced to 
45 days. Also, the Temporary Import Regime was modified, and 
duties are being collected at the time of importation, with a tax 
drawback applicable to exports. 

In the area of monetary policy, the progrsm envisages a sharp 
reduction in net credit to the public sector, thus allowing an 
increase in bank credit to the private sector. Bank liquidity 
will continue to be controlled through open market operations, 
which have been enhanced to include documents with shorter maturi- 
ties and the adjustment of interest'rates in line with money 
market conditions. In or&r to improve resource allocation in the 
financial system, the remaining interest rate ceilings were elimi- 
nated &ring the first quarter of 1991, with the exception of 
rates applicable to loans for low-income housing and the produc- 
tion of basic graina, which were increased by 2 percent and 
3 percent, respectively. The Government intends to eliminate 
ceilings on these rates by the end of the year; its intention is 
to accoarodate the subsidy on low-income housing for 1992 within 
the context of the national budget. 

Notwithstanding the strong exchange rate reform implemented 
I in 1990--which led to a depreciation of the lempira of about 

20 percent in real terms --official reserves are still inadequate 
to assure the timely payment of external obligations. To cope 
with this situation, financial policies have been'tightened, and 
the limit for the self-financing of imports, after being increased 
in early May, was eliminated during the past week. Also, the 
share of export receipts that the Central Bank buys from 
comaercial banks has been increased from 40 percent to 50 percent. 
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The authorities are committed to continuing the process of _ 
structural reform. In this context, the range of custom duty 
tariff rates was further reduced tc 4-35 percent in early 1991, 
and, as already mentioned, electricity tariffs were further 
increased in early hay. Price controls, as well as import and 
export permits, have been removed, leaving export licensing 
requirements in effect for sugar, coffee, and vegetable oils only.' 

The Government has been negotiating bilateral agreements 
with creditors in the context of the Paris Club negotiations. As 
ofdtoday, agreements have been signed with four of the major 
creditors, and discussions with ramaining creditors are in a very 
advanced stage. Moreover, agreement has been reached with the 
Government of Venezuela, the Central American Bank for Economic 
Integration, the OPEC Fund,, and the Netherlands Financial 
Corporation, while discussions are under yay ,with the rest of 
Honduras's creditors. . 

Results from the new policy measures implemented during the 
first four months of 1991 are encouraging. Central government 
revenue and expenditure were both in line with program projec- 
tions, and banking system credit EO the public sector declined 
more than was envisaged in the program. Administrative measures 
implemented to enhance tax collection have been fruitful, as 
evidenced by the increase in income tax collection in April. 
Export surrender to the banking system, as well as central bank 
purchases of foreign exchange, is substantially larger than over 
the same period of 1990. Also, during the first five months of 
the year, net international reserves increased by about 
$30 million. 

The 12 percent increase in prices that accumulated during the 
first four months of the year were somehow higher than antici- 
pated. Nonetheless, as evidenced by the rate of inflation of 
1.2 percent in hay--s ignificantly lower than the 3.3 percent 
observed in April--the effect of financial policies is expected to , 
correct this situation. The public sector divestment program hes 
besn activated, and one of the largest companies--Cement08 de 
Honduras--has been sold. It is expected that the auction process 
for four other companies, which is in a very advanced stage, will 
be concluded during the present year. * 

The continued efforts made by the authorities to return the 
adjustment effort to its original path, as well as the .achieve- 
ments made during the first four months of this year, are clear 
evidence of the strong commitment of the Honduran Government to 
the reform process. The authorities are closely monitoring 
developments un< =T the program and stand ready to take any 
addittonal measures needed to keep it on track. 
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Ns. Creane made the following statement: 

The economic situation in Honduras appeared grave when we 
moat recantly met to discuss it in December 1990; infact, the 
situation subsequently worsened considerably, as evidenced by the 
several important performance criteria that were missed. 

We are pleased to see that the Honduran authoritieshave 
since seized the urgency of the situation and have embarked'on a 
solid program of economic adjustment. However, it is well that 
the program is so strong: given recent past performance, a weaker 
one would not have been tenable. 

*The program is appropriately focused on stiff fiscal policy 
corrections, backed up by supporting forceful steps in the area of 
monetary and exchange rate policies. The economic targets for 
growth and inflation are appropriate and realistic, but not overly 
ambitious. Significant prior actions have put the program firmly 
on track; it is important now to be sure that there are no detours 
or derailment. 

With respect to specific measures, this chair listed during 
the December 1990 review five areas where incisive strides should 
have been taken by now: a structural improvement in the fiscal 
accounts; elimination of bank financing of the deficit; liberali- 
zation of interest rates; establishment of a foreign reserve 
safety margin; and progress toward a more flexible exchange rate 
system. 

Striking efforts have been mada in each of these areas. We 
are pleased to see that, with respect to fiscal deficit measures, 
appropriate revenue-raising steps are in place--although it seems 
that excessive weight has been put on the taxation of interna- 
tional trade. In this light, the commitment to continue the 
reform of the direct tax system takes on even greater importance. 

The measures taken to bring expenditures--particularly the 
wage bill--under control and to tighten tax administration by 
closing loopholes and enforcing existing penalties will play an 
important role in reaching the fiscal goal. We urge that these 
measures should be implemented to the letter of the agreement. As 
to the rest of the public sector, the series of increases in 
tariffs made over the past year will have consequential effects 
for turning the deficit into a surplus, as they will make the 
largest positive contribution to the improvement in the combined 
public sector balance. The near halving of the public sector 
deficit and the attendant decrease in net credit to the public 
sector will allow room for the growth of private sector credit, 
parallel with a deceleration of the inflation rate. 
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The additional measures taken in order to improve the 
Government's' ability to conduct open market operations on a 
regular and fruitful basis and to further liberalize interest 
rates are commendable. We urge the authorities to follow through 
and complete the final liberalization of the remaining one fifth 
of interest rates. We hope that these measures will bring deposit 
rates closer to positive real levels by the end of the year and 
encourage a higher degree of private savings. Staff comment on 
this prospect would be appreciated. I 

We are strongly encouraged by the progress made in the area 
of exchange rate policy; we note in particular the important 
effect that export competitiveness has had on the export indus- 
tries, particularly given the overall fragility of the external 
accounts. Moreover, we fully support the inclusion of exchange 
market unification as an end-December 1990 performance criterion. 

The reduction in the current account deficit of 1 percentage 
point is a substantial and appropriate--if not ambitious--target. 
We note that the underlying assumptions, including the important 
continuation of export competitiveness, are realistic. We are 
also pleased that the program factors in a healthy increase in net 
reserves, as well as a reduction in arrears. The decision made 

I during,the past week to free the use of foreign exchange deposits 
is also welcome; we urge the authorities to move with equal 
decisiveness to remove the remaining restrictions. 

The Nay 1991 economic indicator results are broadly impres- 
sive, and we note that privatization efforts are moving ahead. As 
hiss Nape's opening statement informs us, one state-owned company 
has already been sold, and three more are likely to be sold before 
the year is over. 

Having observed with disappointment the continuing delays in 
making debt-service payments, we regard the steps taken to allow 
the Central Bank greater access to foreign exchange as positive: 
In addition, the authorities might wish to consider the use of 
some kind of automatic payment mechanism, as is done elsewhere.' 

Nonetheless, the program is strong, tightly constructed, and 
heavily front-loaded. The fact that the authorities agreed to the 
program is proof of their commitment to undertake the measures 
necessary for lasting economic adjustment. The key now will be to 
sustain this performance through the end of the program and 
beyond. 

Hr.~Jaramillo made the following statement: 

In 1990, the Honduran authorities embarked on an ambitious 
economic recovery program, which was designed to stabilize the 
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.I econolly, set the conditions necessary for'sustained growth, and 
restore external viability to the economy. Unfortunately, the 
original program has suffered some setbacks, which the program now 
before us aims at correcting in order to ensure the attainment of 
the objectives originally envisaged. 

The authorities' task is not a simple one. The stabilization 
effort must be made after a year in which GDP fell by 1 percent 
and consumer price inflation accelerated to more than 35 percent, 
and during a period in which the growth of the U.S. economy--the 
country's main trading partner--will be moderate, at best. Never- 
theless, some of the main adjustments have already taken place-- 
with respect to the exchange rate, electricity tariffs, and most 
interest rates --and progress has been made in the negotiations 
with foreign creditors. 

The main goal of the current program is the attainment of a 
significant fiscal adjustment. During 1991, the overall public 
sector deficit is expected to decrease by 4 percentage points of . 
GDP. This improvement in public finances will arise largely from 
a sharp increase in the operational revenue of the rest of the 
public sector resulting from the higher tariffs for their 
services --specifically, the telephone, water, and electrical 
enterprises. Many of these tariff increases have already been put 
into effect. 

Despite the sharp improvement envisaged in public finances, 
the current account of the balance of payments is expected to 
improve by only 0.9 percentage points 'of GDP. There is thus a 
projected deterioration of the private sector savings-investment 
balance of 3.1 percent of GDP. Purthermore, because private 
investment is expected to decline by about 0.4 percent of GDP, 
private savings are estimated to fall by close to 3.5 percentage 
points of GDP during 1991. It seems as if smaller savings by the 
private'oector are the counterpart of the improvement in public 
finances brought about by higher public sector service taritfs. 
If this theory is correct, it will be difficult to bring down the 
inflation rate as rapidly as envisaged in the program; neverthe- 
less, as pointed out by l4iss Napky, the price behavior in Hay 
indicates that.the downward trend in inflation is rapidly 
converging to the desired goal. . 

Developments in Honduras during the present year suggest that 
the program is well on track: export surrenders are 10 percent 
larger than in 1990; international reserves have increased by 
$30 million--75 percent of the targeted yearly growth;‘ central 
government operations are in line with the projections; tax 
revenue is 'greater than en%?isaged in the program; and bank credit 
to the public sector has declined. The average inflation rate of 
almost 3 percent per month,for the first four months of 1991 makes 
the annual inflation'target of 22 percent for the year seem 
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ambitious at, this point, as the average monthly inflation rate for 
Nay-December'1991 will be required to be below 1 percent. 

Continued success will require a strong stance by the author- 
ities on the wage front, because an important element in the 
fiscal program is the reduction of the public wage bill by almost 
1% percent of GDP. Pressures for wage adjustments will surely 
mount,- particularly in those public enterprises whose revenues 
have grown substantially as a result of tariff adjustments. 

The staff paper points out that the Government has taken 
steps to improve tax administration and modernize the tux system. 
These are welcome developments, an the long-term consolidation of 
public sector finances will have to rely increasingly on efficient 
taxation rather than on public sector price adjustments. Also, 
the planned elimination of about 7,000 public sector jobs is a 
noteworthy objective. Experience shows that the costs incurred by 
inducing departures will be low in comparison with the long-term 
savings that will result. Furthermore, the resource allocation 
effect that will be felt indirectly from this type of measure will 
be significant. 

As Xiss Napky's statement points out, significant progress 
has also been made in financial sector policies. Host interest 
rate ceilings have been removed; those that remain have been 
increased and, except for low-income housing loans; will be 
eliminated by the end of the year. As the staff has SUggeStSd in 
it8 appraisal, subsidies for the low-income housing target group 
are expected to be directly included in the national budget for 
1992. 

The medium-term scenario is somewhat more favorable than was 
envioaged only six months ago, in December 1990. Nevertheless, 
the balance of payments financing gaps will continue to be large 
for several years, and the need for continued external assistance 
thus seems evident. 

Although we still have reservations about the ambitiousness 
of the program's inflation target for 1991, the actions already 
taken and the results observed so far permit us to be quite 
optfDiatic about the authorities' coplltitment and ability to , 

continue to implement a sound program. Therefore, we strongly 
support the proposed decisions. , 

Mr. V&h said that he was pleased that the Honduran authorities had 
strengthened their economic policy implementation and had taken some 
important actions, especially in the critical areas of public finmce and 
interest nnd exchange rate policies. In those circumstances, the outlook 
for 1991 was much more promising than at the time of the previous Board 
discussion on Honduras (EBM,J90/177, 12/19/90). 

/ 
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The program deserved the F&d’s support, l4r'. V&h considered, and he 
endorsed the proposed decisions. However, he wished to offer some sugges- 
tions for improvement that would, in most cases, imply an acceleration of 
the pace of reform. In general, it was hard to see the rationale for the 
postponement of actions that were clearly beneficial to the program. First, 
with respect to interest rate policy, the Government should move very 
quickly to completely liberalize the rates. By eliminating ceilings and 
allowing the market to determinate. the rates, the disappearance of negative 
interest rates, with their damaging effects on the savings ratio and on the , 
efficiency of investment, would be ensured. Second, regarding exchange rate 
policy, there seemed to be no need to wait until the end of the year to 
introduce a comprehensive free market with a floating rate, a "no surrender" 
requirement for export proceeds, and a clear prior specification by the 
Central Bank of the weekly or monthly total of purchases that it intended to 
make in the foreign exchange market to satisfy public sector needs. 

The balance of payments projections in the staff's medium-term outlook 
gave risa to a question, hr. V&h noted, The final sentence of the third 
paragraph on page 22 stated that "non-oil imports [were] to increase roughly 
in line with GDP." Even allowing for the fact that Honduras already had a 
rather open econoaty, with annual imports on the order of $1 billion--or, 
20 percent of CDP--the functional relatiomhip p&it&it&d by tha &taff in 
that sentence caused some uneasiness. The elasticity of trade in relation 
to output was norxially much higher than 1. For instance, in the world 
economy, the elasticity of trade in relation to output had been on the order 
of 2 during recent decades. His experience in several Latin American 
countries suggested that the elasticity of imports to GDP--in both downward 
and upward directions --could be as high as 3 or 4. Indeed, by applying 
those elasticity coefficients, the rate of growth of imports could be used 
as a leading indicator to predict the GDP trend rather accurately. 
Therefore, it would be interesting to know why the staff was using such a 
low elasticity coefficient for Honduras. 

Mr. Noonan made the following statement: 

I would lib to commend the Honduran authorities for their 
performance so far in 1991. Following the slippages associated 
with the implementation of thfs program in 1990, there can be 
little or no.room for further slippages this year. Instead, 
careful monitoring and, where required, speedy and effective 
correction must be the priorities in implementing the program. 
The Honduran authorities seem to be of the ssme mind. This chair, 
therefore, supports the proposed decisions and, in particular, the 
proposal to make further disbursements under the stand-by.arrange- 
ment conditional on compliance with agreed quarterly performance 
criteria. 

Notwithstanding my support of the proposed decisious, I have 
miogivings about some aspects of the design of the 1991 program. 
In particular, I Rave reseinrations about both the balance of the 
planned 1991 fiscal adjustment and the weight given to the role of 

;: 
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stable prices in the adjustment process. It is also difficult for 
me to believe that the planned outturn for public sector pay is 
likely to be realized. I will refrain from commenting on the 1990 
slippages, other than to say that some of t'vm could seemingly 
have been foreseen in the design--and others in the revision--of 
the program. 

Central to the 1991 program is the reduction of the public 
sector deficit from 8 l/2 percent of GDP in 1990 to no more than 
4 l/2 percent in 1991. I agree with this central thrust of the 
program; however, my misgivings are grounded in the way that this 
objective is to be achieved. The planned reduction of 
4 percentage points of GDP in the pubiic sector deficit is to be 
brought about by a combination of an increase in public sector 
revenues of a little more than 3 percentage points of GDP and a 
reduction in public expenditure of less than 1 percentage point of 
GDP. At over 31 percent of GDP, the public expenditure ratio In 

' Honduras is relatively high, given the country's stage of develop- 
ment. Having regard to that consideration, and also to the 
inflationary impact of the revenue increases, I believe that a 
more balanced sharing of the burden of adjustment between revenue 
and expenditure would have been preferable and more appropriate. 

Moreover, I sm concerned that even the limited reduction in ' 
public expenditure-- 1 percentage point of GDP--that is planned for 
1991 will not be realized. My concern arises from an important 
premise on which this reduction depends, namely, that wage 
increases in the public sector will be held to 10 percent in 1991. 
I have some concern about the realism of this premise, in light of 
the information given in the staff paper. First, there has been 
no general wage increase in the Public sector since 1988; second, 
the average inflation rate in 1991 is expected to exceed 
30 percent, following annual inflation rates of over 20 percent in 
1990 and almost 10 percent in 1989; and last--but by no means 
least--wage pressures intensified and the minimum wage in Honduras 
was increased by over 70 percent in 1990 in response to the 
acceleration of prices. At the same time, nothing that I have 
read in the staff paper has led me to expect thqt public sector 
workers.in Honduras are likely to be particularly supine in the 
face of a severe reduction in,.their living standards. 

With respect to this weakness in the public sector pay 
premise, I wonder whether the staff can confirm that, in the event 
that this premise fails to stand up, there is otherwise room to 
contain public expenditure within the criteria required by the 
program. Given the downside risk to achieving the public sector 
pay target inherent in these facts, it is a pity that the public 
sector reduction scheme, which aims at laying off about . 
7,000 presumably surplus employees over the next three years, will 
apparently not have any significant impact on public expenditure 
thia year. Indeed, given the implicit tiompression of real pay 
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levels in the public sector that must' already have been achieved, 
I am surprised that there Sas not been a substantial exodus of 
people from the sector. Perhaps --although it does not seem too 
likely--working conditions in the sector were especially favorable 
in the past. In this context, also, I was pleased to read that 
severance payments to surplus employees will be financed by 
external grants, rather than by external loans, which would have 
been mom W questionable. 

Turning briefly to the revenue side; I see some scope for 
improving the Government's performance. For instance, in the 
final paragraph on page 19 of the staff paper, the reference to an 
unanticipated increase in income tax collection in April 1991 is 
reassuringly suggestive of a revenue performance that is more 
likely to exceed rather than to fail to meet its target. 

As regards the role of stable prices in the adjustment 
process, I note that the objective of the structural reforms in 
the program is to improve resource allocation and raise growth 
potential. However, looking at the acceleration in the inflation 
rate that has accompanied the program, I am forced to wonder 
whether any progress toward improved resource allocation will not 
be overwhelmed by the negative impact that the accelerated rate of 
inflation will have on that process. Sharp rises in import prices 
and necessary increases in public sector prices undoubtedly 
initiated the process of more rapid inflation; even the implemen- 
tation of a tighter monetary policy, by raising interest rates, 
will give price inflation an upward nudge. I have already 
referred to the 1990 increases in the minimum wage; however, 
assuming that minimum wages apply to only a part of the work 
force, and taking into account the public sector pay freeze, I 
doubt that pay costs are driving the acceleration in the inflation 
rate at this stage. Nevertheless, that possibility cannot be 
excluded in the future. In the face of a further acceleration in 
the rate of inflation in the first four months of this year, or-- 
as l4iss Napky put it in her opening statement--when price 
increases "were somehow higher than anticipated," I am hopeful 
that the staff will be able to augment her reassurances about the 
stabilization process by indicating why a significant reversal in 
the acceleration of prices can be expected well before the end of 
this year. This chair would certainly like-to be able to look 
forward with sow confidence to the prospect of stable prices 
playing an important role in the efficient allocation of resources 
in Honduras. 

Mr. Esdar made the following statement: 

To begin with, I want to express my disappointment that 
Honduras--despite the confidence that the board demonstrated in 
December 1990--has failed to implement the agreed adjustment 
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program. Especially when'dealing uith the arrears situation of a 
member countb, we should be cautious not to send wrong signals to 
other members; we should not give the illusion that the Fund will. 
accept weak programs or weak program implementation ,within its 
arrears strategy. 

The proposed modification of the prggzam gives Honduras a new 
chance to return to the adjustment path. In this connection, I 
welcome the strengthening of the adjustment program for 1991 and 
the prior actions that have recently been implemented. To restore 
the confidence of external creditors, the Honduran Government has 
to demonstrate forcefully and convincingly its ability to imple- 
ment strobg adjustment measures and reforms. In this respect, it 
is most worrisome that arrears to the World Bank, as well as to 
the IDB, have again built up. I am happy to hear from the staff 
that these arrears have finally been settled; however, it should 
be clear that even temporary acceptance of arrears contradicts the 
need to re-establish the confidence of external creditors. This 

is especially important as the medium-term projections indicate 
that considerable financing gaps will persist over the next few 
years, which can be closed only by extraordinary efforts from 
multilateral, as well as bilateral, creditors. 

I can go along with the overall thrust of the proposed 
program. However, I feel that the program could be strengthened 
substantially. In my view, this would enhance its credibility and 
viability, given Honduras's dependence on financial support and 
its external vulnerability. 

First, with regard to fiscal policy, the envisaged reduction 
of the central government deficit by only 1.4 percent of GDP and 
the reduction of central government expenditures by only 
0.4 percent of GDP are hardly ambitious objectives, in view of the 
large deviation in 1990.. I wonder whether there is some room for 
a more forceful adjustment. In this respect, I noted from the 
document that the U.S. AID-supported employment-reduction scheme 
could significantly contribute to reduce wage expenditures after 
1991. I would like to learn from Miss Napky or from the staff 

_ whether this program could be advanced. 

A large part of Honduras's tax revenues is relatedit inter- 
national trade. As import taxes may undermine the efforts of the 
policy of import liberalization, and as export taxes are hardly 
compatible with the need to promote export diversification, it 
seems to be justified to replace these taxes as soon as possible 
by other forms of taxation. In thl.s context, the staff could 
perhaps comment on whether, in view of the generally limited 
adainistrative capacity, the announced tax reform could be 
implemented within a realistic time frame. In this regard, could 
technical assistance from the Fund help to overcome possible 
bottlenecks? 
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Second,,.in the area of monetary policy, the recent gradual 
freeing of ihterest rates is certainly a step in the right direc- 
tion. However, the need for further liberalization in this area 
is evident. Interest rates have to reflect market conditions, and 
positive real interest rates are of crucial importance to generate 
.internal saving and to mobilize capital flows. I would like to 
hayye some comments on whether a further strengthening in this area 
is possible. 

. 
Third, on exchange rate policy, there may be no realistic 

alternative to a certain degree of exchange rake flexibility, 
given,the vep- limited amount of foreign exchange reserves at 
present. However, in view of the interest rate situation and of 
the expectations of further devaluations, I wonder whether there 
is an adequate framework for success in repatriating export 
earnings, attracting direct investments, and strengthening 
domestic savings. Therefore, I urge the authorities to 
concentrate on appropriate restrictive financial policies instead 
of transferring the adjustment burden onto the exchange rate. 

Despite some reservations, we'can go along with the proposed 
decisions--but only in the expectation that the authorities are 
committed to follow a forceful adjustment course and to react 
irsnediately if deviations occur. With this program, and despite 
the disappointing experience in the past, the Fund will again 
demonstrate its confidence in the Honduran authorities' ability to 
tackle its economic problems adequately.. I hope that we will not 
be disappointed. + - ', 

l4r. Ichikawa made the following statement: 

Honduras's performance under the current stand-by program has 
been disappointing: neither the September 1990 nor the December 
1990 performance criteria were met. As many Directors repeatedly 

I emphasized, the current program had no room for slippage. As it 
turned out, however, insufficient fiscal adjustments have eroded 
the whole adjustment strategy, and inflation has soared as a : 

result cf the unsustainable credit expansion to the public sector. 
The balance of payments situation also continues to be difficult, 
as the stagnant growth of the export sector*has been aggravated by 
shortcomings in the exchange rate policy. The program's financing 
has been further weakened as a result of the regrettable delays in 
making debt-service payments to multilateral creditors and 
rescheduling bilateral agreements. 

Against this background, it is encouraging that the author- 
ities have embarked on the 1991 program in order to get back on 
the adjustment track. It is also welcome that economic perfor- 
mance in the first half of this year was generally in line with 
the new program. In particular, the restrictive fiscal stance of 
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the Central Government, ds well as the further improvements in 
monetary policy, is delcome; however, I am concerned about the 
temporary nature of the corrective measures envisaged under the 
program, particularly in the fiscal area. 

The revenue shortage in 1990 was due mainly to the decline in 
import duties, which reflected in part the underlying heavy 
dependence on taxation on international transactions. The 1991 
budget introduced some modification of the export tax regime. 
However, in order to establish an elastic and reliable revenue 
structure, a comprehensive consumption tax should be introduced, 
accompanied by a SUbSt8nti.81 strengthening of tax sdministration. 
The Fund's technical assistance will be helpful in this respect. 

I welcome the emphasis placed on wage restraint in the 1991 
budget; however, 8s Mr. Noonan noted, in light of the continuing 
reduction in the real wage over the past sever81 years, the 
sustainability of this measure is uncertain. I would support the 
staff's view that public emplojrxent should be reduced in order to 
achieve more rational and efficient administration. Like 
Mr. Esdar, I believe that an decelerated implementation of the 
public employment-reduction program is called for. 

The fiscal position of the public enterprises is projected to 
improve this year. Nevertheless, in light of the fact that 
transfers to public entities were 8 source of the expenditure 
overrun in 1990, I wonder whether it is not necessary to legally 
abolish such transfers. To this end, and in line with the reform 
achieved in the area of electricity tariffs, more operational 
autonomy should be given to individual public enterprises. 

In the external sector, it is essential to adhere to the 
foreign reserve target, in order to strengthen the Central Bank's 
capacity for debt repayment. To achieve this objective, the 
authorities have no alternative other than to maintain a flexible 
exchange rate policy. This being said, the authorities need to 
unify the exchange market urgently, as Mr. Vegh pointed out, if 
they are to maintain the economy's competitiveness and restore 
credibility to the official exchange rate. Needless to say, 8 
flexible exchange rate policy should be' firmly underpinned by 
tight financial policies. 

All in all, I am in broad agreement with the thrust of the 
staff's policy recommendations. Nevertheless, with regard to the 
balance of payments projection, I note the considerable downside 
risks 8SSOCf8ted with the fnternaticnal prices and production 
VOlUmeS of bananas and Coffee. In the absence of substantial 
external adjustment during the past year, these risks only 
increase our concern about the weakness of the program's financing 
assurances. While the financing gap for 1991 is expected to be 
closed through several rescheduling agreements, it is worrisome 



- 17 - J%iK/91/76 - 6/7/91 
[. * ,I . 

that the bilateral rescheduling negotiations, which began after 
the 1990 ParIs Club agreement had been reached, have not yet been 
completed. 

. 
The medium-term outlook, particularly as regards the 

projected financing gaps, suggests thet Honduras may need to 
continue its prolonged use of Md credit.. While the catalytic 
character of lknd credit should be emphasized--in the Board as 
well as by the staff--the prospects for official and private 
capital inflows crucially depend on Honduras's own efforts to 
establish a credible adjustment record. 

In light of the recent intensified efforts by the 
authorfties--and despite some hesitation occasioned by the series 
of exceptional requests made on their behelf--1 support the 
proposed decisions. 

The staff repreoentative from the Western Hemisphere Department said 
that the unresponsiveness of deposit rates to the virtual elimination of 
interest rate ceilings was a cause for concern. Although lending rates had 
increased from 19 percent to 28 percent, deposit rates had risen only 
slightly--from 15 percent to 17 percent. The commercial banks maintained 
that the lack CZ responsiveness was due largely to the high legal reserve 
requirements --close to 33 percent, on average--the high cost of intermedia- 
tion, and the large stock of bad loans. Ideally, the problem could be 
solved by lowering the liquid asset ratio, in order to reduce the tax on 
banks, and by pursuing liquidity control through open plarket operations; 
however, relying solely on open market operations to tighten liquidity could 
be rise, given the authorities' lack of experience in that area. There- 
fore, until the time was ripe for reducing the legal reserve requirements,. 
deposit rate movements would be limited. However, it was worth noting that, 
although comercial bank rates had not shown great flexibility, interest 
rates of nonbank financial intermediaries had risen to 20-22 percent. 

I'be stand-by arrangement provided for the elimination of the remaining 
interest rate ceilings before the end of the year, the staff representative 
continued. It was envisaged that interest rate ceilings on loans for the 
production of basic grains would be abolished outright; moreover, the 
subsidfzed low-cost housing loans would be replaced by more transparent 
subsidfee, which would be included in the budget-as 8 line item and 
administered by a soon-to-be-created private sector institution. 

Pro&ted by Kiss Napky's statement that the inflation rate had been 
about 14 percent for the first five months of 1991, 8 number of Directors 
won&red whether the 1991 inflation target of 20 percent was feasible, the 
staff representative noted. In large me8sure. the unanticipated rise in 
inflation early in the year was caused by the significant increase in basic 
grain prices connected with their liberalization under a World Bank 
structural 8djUStnent credit. During the first four months of 1991, those 
prices had increased by 70 percent; as the weight of basic grains in the 
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consumer price'index was estimated at U-20 percent, that increase might 
therefore account'for a significant part of the acceleration in the 
inflation rate observed thus far in 1991. Nevertheless, it was anticipated 
that the continued implemantation of a tight monetary stance could help to 
keep the inflation rate close to the program target of 20 percent. If 
necessary. the staff would propose a further tightening of demand policies 
at the tine of the next review under the errangement. 

The pace of exchange rr.te policy liberalization had been extensively 
discussed by the staff and the authorities, the staff representative 
recalled. Since the new exchange regime had gone into effect in October 
1990, marked stability bad characterited both the exchange system and the 
exchange rate, as the official rate had remained within 5 percent of the 
unofficial parallel market rate. Basically, the authorities wanted to 
remove the Central Bank from the process of setting exchange rates; however, 
it was felt that, because of the numerous changes in exchange rste policy 
that had talten place since the start of the current program, the introduc- 
tion of further changes at present could have a destabilizing effect. The 
authorities would prefer to see that stability maintained before moving 
toward complete liberalization of exchange rates. However, the progrcun did 
stipulate that Honduras's final drawing under the stand-by arrangement, in 
addition to its performance through end-December 1991, would be subject to 
the unification of the exchange markets under a flexible regime. 

With respect to the elasticity of imports uaed in projecting Honduras's 
balance bf paymants position, the Staff representative commented, it W8S 
true that, over a prolonged period, the elasticity coefficient was likely to 
be much higher than 1 in most Latin American countries. However, the staff 
had assumed that, with the structural changes taking place in the economy, 
the demand for imports, would be somewhat reduced. Even more importently, 
the shortage of evailable financing would require that measures be taken to 
restrict import growth. 

Given the rate of inflation and the reduction in real wages over time, 
some Directors had won&red about the poseibility of holding civil service 
wage increases to 10 percent in 1991, the staff representative observed. It 
was important to keep in mind that,changes in the mfnimum wage did not have 
a significant impact on the public sector wage bill, because wages in that 
sector were generally higher than the minimum. E(oreover, the Government had 
been able to obtain wage restraint from the unions in the public sector over 
the past few years, with the result that wages had not increased since 1988. 

The Government had imposed a ceiling of 10 percent on wage increases 
during its negotiations with public sector employees in 1991, the staff 
representative continued. Although the salary lid was likely to be main- 
t8ined through the current year, it could not be sustained indefinitely--8s 
the staff paper had made clear. Already there were signs that the public 
sector was losing skilled olanpower. Therefore, the authorities wanted to 
accelerate the introduction of the employment-reduction plan, in order to 
allow more scope for selective increases in public sector wages. 
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With respect.to the relative weight given to revenue and expenditure 
measures in the proposed fiscal adjustment, it should be remembered that the 
wage bill and interest payments together accounted for about 60 percent of 
total central govemmant expenditure, the staff representative from the ' 
Western Hemisphere Department commented. Capital expenditure, although 
suppressed over the past few years, also accounted for a sizable portion of 
government spending. From a political viewpoint, large, immediate cuts in 
the central government budget had not proven feasible; for that reason, the 
Government was attempting to reduce the wage bill via its employtment- 
reduction scheme, in which the severance payments were guaranteed through 
U.S. AID financing. The staff had urged the authorities to accelerate the 
plan, and it was expected that it could be introduced later in 1991. 
Hcjwevar, no specific provirions bad been made for the scheme in the 1991 
fiscal program. On the revenue side, the authorities' capacity to implement 
tax reform had been boosted by the technical assistance that they had been 
receiving from the World Dank in that area. 

Hr. Noonan said that, in light of the 70 percent increase in basic 
grain prices that had occurred earlier in the year, he wished to express his 
chair's concern about the adequacy of Honduras's social safety net. 

Nr. Menda made the following statement: . 

At the beginning of the past year, theFauthorities embarked 
upon a courageous adjustment program. The first step--the clear- 
ance of arrears to multilateral institutions--uas important in 
order to restore the confi&nce of the international financial 
comunity. As witnessed by the staff paper, the adjustment 
process is not an easy one; we had already mentioned, at the time 
of the most recent review, that this process was only in its early 
stage and would have to be sustained over the medium term. . 

Indeed, developments were somewhat disappointing in 1990. 
The inflation rate accelerated to 35 percent, and GDP fell by 
1 percent. Furthermore, some of the performance criteria for 
end-December 1990, which had already been revised, were not met. 
Although most of the difficulties encountered by the authorities 
appeared to originate in the fiscal adjustment process, we are 
encouraged by the courageous measures taken in this area, and by 
the positive results registered in the first months of the current 
year. 

I agree with most of the staff's recommendations. The 
comrstone of the program continues to be fiscal adjustment: 
therefore, we welcome the envisaged deficit reduction, equivalent 
to 4 percentage points of GDP. To this end, the authorities have 
already taken some difficult measures, such as increasing the 
electricity tariffs and pursuing a tight wage policy in the public 
sector. R;urthermore. the valuation of 811 external trensactions 
at the current exchange market rate will eliminate the main source 
of quasi-fiscel losses of the Central Bank. 
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However,, as we have stated on previous occasions, the revenue 
target otill'relies too heavily on both import duties and the 
continued use of export taxes. We still believe that, in the 
framework of the ongoing tax reform, the introduction of penmment 
revenue measures will be esoential; in fact, the authorities have 
already started to implement some partial measurea. Perhaps the 
staff could give additional &tails on the tax reform, especially 
the full-year impact that it will have starting in 1992. 

On the expenditure side, the authorities have taken coura- 
geous measures to continue reducing the wage bill in real terms. 
However, this process certainly has its Unit@. I agree that 
priority should be given to the introduction of the employment- 
reduction scheme. 

Turning to monetary policy, we welcome the progress made in 
freeing the commercial banks' lending rates and, more generally, 
in increasing interest rate flexibility. The authorities will 
need to actively pursue open market operations in order to limit 
credit expansion. Furthermore, I agree with the staff on the need 
to eliminate the remaining interest rate ceilings. , 

With respect to the external sector--and especially to 
exchange rate policy-- the establishment of a unified interbank 
market has certainly been an ixportant undertaking. However, the 
successive exchange rate adjustmenta that have taken place bear 
witness to the difficulty of ensuring a sufficient degree of 
adjustment--and, therefore, credibility. The unification of the 
excbnge rate will certainly be an important step in that direc- 
tion; however, the authorities will need to ensure that the 
practice of automatically Gali&ting an increase in inflation 
through exchange rate depreciation &es not make the recent surge 
in inflation more permanent. At a minimum, the authorities should 
take into account the indications given by a free floating system 
and not hesitate to strengthen macroeconomic policies--especially 
monetary policy-- in response to a too rapid depreciation of the 
currency. In short, they should avoid following a real exchange 
rate target. 

Ustly, I fully support the staff in its emphasis on the 
importance for Honduras of making timely payments to multilateral 
agencies, and of implementing fully the terms of the current Paris 
Club agreement. I support the proposed decisions. 

Hr. Ismael said that he was encouraged by the Honduran authorities' 
efforts during the first four months of 1991 to,bring their economic 
performanc e broadly in line with their 8djUStWnt program objectives. As a 
result, there had been much improvement in the areas of public finance and 
the balance of payments. 
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In the face of the significant fiscal imbalances st&ming from public 
expenditure over&n8 and ohortfalls'in revenue, the recent measures to 
increase reveuue and restrain expenditure, which had neceesitated courageous 
political detiaioxu by the.authoritids, were indeed encouraging, Mr. Ismael 
continued. Nonetheless, more work needed to be done, particularly in 
phasing out export taxes, introducing other forms of taxation, and simpli- 
fyiug the tax base. ktoreover, the vulnerability of the program to short- 
falls in revenue that had been witnessed in the past indicated that close 
Pohitoring of rewmue collections ~88 needed, in order to supplement more 
efficiently tax enforcement and administration. * 

Inflation reaained a primary concern, Xr. Ismae oboerved. The price 
index had bean higher than anticipated during the first four months of the 
year, indicating the need for a tighter monetary policy. In that respect, 
the reduction in the percentage of comercial bank loans that were subject 
to inters+ rate ceilings --from about 33 percent to 15-20 percent--was a 
mm in the right direction.,.. 

In, the area of external policy, Hondura8 continued to experience 
balance of payment8 difficulties, Mr. Ismael noted. Foreign reserves had 
dropped below the program's target level, and foreign exchange was 
in8ufficient to maet debt-service requirements. As he had pointed out in 
the previous review, an appropriate exchange rate policy would help to 
mitigate the problem: a unified, flexible exchange rate system would 
improve the country's export competitivenes8 and booot the surrender of, 
export proceed8 to the banking syrtem, thu8 increasing'official foreign 
reserves; moreover, a realistic exchange rate would improve the transparency 
of goverment operations, as the valuation of all transactions--especially 
external payments --at the current market rate would eliminate the , 
quasi-fiscal losses of the Central Bank. 

As he broadly agreed with the staff appraisal and recommendations, he 
could go along with the proposed decf8ions, Mr. Ismael concluded. 

1 .~ 

Mrs. Szombati made the following statement: 

Honduras ha8 experienced serious imbalances during the past 
several years and has accumulated substantiel external payments 
arrearb . Thrr rate of economic growth has declined, the inflation 
rate baa accelerated, and the,fiscal and external deficits have 
widened considerably. These problem8 can only be addressed by 
strong, steady macroeconomic adjustment of the economy. 

Tbe Government launched a medium-term program of adjustment 
and 8tructural change in early 1990, aimed at reducing the fiscal 
deficit and consolidating the external position. However, 
slippages in implementation have slowed the adjustment process and 
threatened the attainment of the overall program goals. The 
modified program, more ambitious in terms of adjustment than its 
predecessor, aims to substantially reduce the overall public 
sector deficit from 8.5 percent of GDP in 1990 to 4.5 percent in 
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1991. The macroeconomic policies embodied in this program are 
appropriateljr centered on fiscal adjustnent and a tightening of 
monetary policy. We appreciate the authorities’ prior implementa- 
tion of corrective actions and are further encouraged to note that 
structural reforu, such as the nearly total liberalisation of 
intareat rates, the abolition of import licenses, and the second 
phase of the external tariff reform, have also been implemented. 

ming to the details of the 1991 program, we welcome the 
authbrities' intention to further reduce the fiscal deficit, as 
reflected in the major steps that they have rebently taken in that 
area. Hovever, &spite earliar experiences that shoved the 
program’s l vulnerability to rhortfalls in the projected revenue; 
as tha staff put it, these corrective measures are once more 
directed mainly at increasing revenues. The riak of shortfalls 
still exists, especially since a part of the new revenue measures 
relies on taxes levied on Honduras’s main comodity exports and on 
oil imports, which are both subject to the volatility of world 
price8 and markat8. We also share the staff’s‘viev that the we 
of export taxes to increase revenues is inconsistent with the 
Covernment'o overall export-oriented strategy. The authorities 
aust therefore replace export taxes vith other forms of taxation 
as quickly as possible, especially in light of the limited scope 
for short-term compensatory measures to oqfset revenue shortfalls. 
In this connection, can the staff give us any additional infonsa- 
tion on the progress that has been made toward the introduction of 
the long-delayed selective consumption tax? 

It seems clear that a more durable improvement in public 
sector finances is to be sought from a serious streamlining and 
financial restructuring of the public enterprises. In this 
connection, we appreciate the recently implemented increase in 
electricity tariffs, which should stabilize the financial position 
of gNEI! and eliminate the need to support it,vith further central 
government transfers. In addition, we note with satisfaction ,from 
Hiss Nape’s opening statement that the public sector divestment 
program is now under way. 

A key area for adjustment on the expenditure side is wage 
restraint, on which we hope the authorities will continue to rely. 
We join the staff in urging them to give priority to implementa- 
tion of the planned public enterprise employment-reduction scheme, 
which would contribute to savings on the wage bill while helping 
to avert a further decline in the real wages of skilled personnel. 

Turning now to the external sector, we agree that exchange 
rate policy should continue to play a role in maintaining external 
competitiveness and improving the capital account. A flexible 
exchange rate policy is equally important for supporting the 
restrictive financial policies and structural reforms needed to 
address Honduras's continuing balance of payments difficulties. 
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The implementation of timely exchange rate adjustments to conforx 
vith market 'conditions will also bolster confidence in the 
currency and encourage the repatriation of export,earnings and 
capital inflows. We velcoms the Covernment'r intention.to unify 
the exchange rate by the end of the program period while 
tightening monetary policy. 

The medium-term scenario for Honduras's external position is 
more favorable now than it was a year ago. However, the staff 
points out that possible changes in the external environment could 
introduce uncertainties with respect to the attainment of the 
substantial current account adjustment projected in the scenario. 
Ve believe that tha expansion of nontraditional exports could help 
IfPit the effects that changes in the world prices of the 
countxy's main exporto could have; I would therefore appreciate 
soms cmnt from the staff on Honduras's export diversification 
policy. 

I aupport the proposed decisions. 

Hz. Ridriksoon said that, at the time of the approval of the Honduran 
stand-by arrangement in July 1990, his chair had had important reservations 
about the program and the Rand's financial involvement. In Decexber 1990, 
the Board had concluded a disappointing review of the program, culminating 
in it8 aodification. Policy slippages, unclear econolpic policies, an 
absence of tergeto for 1991, and insufficient financing had characterized 
the situation, and several of the performance criteria for end-December 1990 
had not been observed. 

Notwithstanding the policies introduced in 1991, the financing gap 
remained large and posed a threat to the viability of the program and the 
involvement of the Pund, Hr. Ridriksson considered. A~financing gap in 
1991 equivalent to over 9 percent of GDP was disturbing. Although it was 
expected to fall considerably in 1992, the gap would nevertheless remain 
large for several years to come. Moreover, the projected balance of 
payments outlook wau fragile and highly sensitive to adverse exogenous 
disturbances. He fully agreed with the concerns expressed by Hr. Ichikawa 
regarding the financing situation over the xedium term. 

That having been said, the efforts of the Honduran authorities to 
strengthen their economic policies in 1991--&s etidenced by measures that, 
according to the staff, had yielded positive results--were welcome, 
Hr. Ridriksson continued. However, he agreed with l4r. V&h about the 
&sirabflity of accelerating the investment process. The focus of the 
adjustment effort was appropriately placed on fiscal policy. Given the p&t 
slfppagee in fiscal policy implementation, the importance of adhering to the 
targets of the program could not be overemphasized. The staff had noted 
that past experience had shown the vulnerability of the program to short- 
falls in projected revenue; with that in mind, it was essential that 
expenditure plans be modified, should revenue shortfalls emerge. According 
to the staff paper, the authorities were prepared to do that. 
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The importance of the monetary policy element8 of the program--not 
least, the liberalitatfon of interest rates --should also be emphaoized. 
Hr. Ridrik8ron remarked. Noreover, he agreed with the exchange rate policy 
currently being follovad under the program; at the same time+ however, it 
should ba mdarscored that.to achis- and maintain sustainable stability of 
the exchange rate at a competitive level required the implementation of 
appropriately restrictive financial policies. 

At the previow discussions of the Honduran progrsm, Nr. Ridrl.lteson 
recalled, hia chair had been quite critical, viewing it as an exceptional 
case. Tho track record of the Honduran authorities had been poor and had 
reflected--in his chair's view--a lack of appreciation of we need to tackle 
the econumic difficulties. However, developments uo far in 1991 seemed to 
indicate an increased coatitment and an un&rEtanding of the importance of 

.an effective adjustment policy. Honduras had been the recipient of the 
Fund's goodvill, which, in his chair's view, placed a particular responsi- 
bility on the authorities to mfnimize the risks of involvement for the Fund. 
The economic situation being what it was, the authorities had no choice but 
to follow relentles8ly an effactive policy of medium-term adjustment and 
thereby earn the credibility that they needed--both at home and abroad. In 
viev of the developments so far in 1991, and of the authorities' apparent 
strengthened resolve, he could support the proposed decisions. 

Xr. Jawis said that he shared other Director8' concern8 about 
slippage8 in the program. Nevertheless, the authorities had already 
implemented some of the major policy actions needed to bring the program 
back on trick. Therefore, he could support the proposed decisions. 

According to the staff paper, the Gove.trmrent had decided to replace 
some of the export taxss vith a selective consumption tax, hr. Jarvis noted. 
Regrettably, however, the Congress had rejected that proposal. A continued 
dependence on export taxes was certainly to bo avoided, and he hoped that 
the authorities would either succeed in persuading the Congress to accept a 
consumption tax, or be able to find alternative measures that would enable 
them to achieve the fiscal targets before the Board's next revie?lr of the 
progrsm. More generally, it was clear that there was absolutely no room for 
slippoge8 in fiscal or monetary policies. The authorities mrst be prepared 
to take strong and swift action if slippages appeared likely. 

The tendency of the authoritie8 to run up arrears, including arrears to 
the international financial institutions, was also a particular cause for 
concern, Xr. Jarvis remarked. The authorities had persistently used the 
World Bank float to the maximum possible extent. That was a costly policy 
for them because, in doing so, they forfeited the vaiver,of loan charges 
that the World Bank had agreed for borrowers who kept current in their 
obligatioru. The fact that arrears to the IDB were being cleared only at i: 
present, with the help of U.S. AID financing, was also a cause for concern. 
Those two elements--the clearance of arrears only through the assistance of 
other donors, and its occurrence at the eleventh hour--had characterized 
Honduras's prdgrams in the past and called into question the authorities' 
ability to make payments in a timely manner. If the authorities were to 
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merit continued support from-the international financial community, they 
uould have to establish a bet&r record in that area in the future. 

Hr. Rouai said that tha planned reinforcement 'of the adjustment progrm 
in Honduras vaa encouraging. He supported the proposed decisions and wished 
the authorftiea auccesa in their efforts to lover inflation and consolidate 
the counttp’~) external position. 

Hr. Pilosa said that he was pleased to learn from the staff paper that 
the Honduran authoritfea had formulated l nd,begun the implementation of s 
comprehensive set of measures to correct the unsatisfactory policy perfor- 
mance of the previous year. The significant reduction of the fiscal 
deficit, the pnadant expansion of monetary aggregates, the continuation of a 
flexible exchange rate policy, together with the establishment of important 
otructural reforms, uere all encouraging elements of the much-needed policy 
reorientation that the Boardhad urged the authorities to undertake on the 
occasion of the December 1990 review. 

The progrsa for 1991 was in line with the recommendations formulated 
during the most recent Board meeting on Honduras, Hr. Fflosa considered. 
Therefore, he supported the propooed decisions, vhich ratified the Honduran 
authorities' request to extend the stand-by arrangement and reprogram the 
purcharres svailable under it. 

The staff had indicated that further progress in fiscal adjustment 
beyond 1991 would be achieved mainly through the reduction of public 
employmsnt, both in the Central Coverwent and in the public enterprises, 
Hr. PilO observed. Given that a large number of public employees were 
expactad to be laid off over the next three years, perhaps the staff could 
colpant on the proopects for reabsorbing those workers into the private 

* sector. If those prospects were dim,. the Government might encounter serious 
social opposition to the implementation of such an employment-reduction, 
scheme, and the continuation of the fiscal adjustment process mfght be 
endangered. Of course, that concern would be lessened if the Honduran 
Government were planning to lay off senior public employees exclwively. 

It would also be helpful to hear the staff's opinion on the likelihood 
of correcting the serious shortcomings in tax enforcement, which had led to 
a substantial shortfall in revenue collection in 1990, Mr. Filosa remarked. 
It wa8 his impression that no important measures had been passed to prevent 
public entarprise8-from engaging in the practice-of negotiating with the 
Government on the payment of taxes. Further information from the staff on 
the measures taken to reduce tax evasion would also be appreciated. 
Unfortunately, the benaficfal affects on revenue that could be expected from 
the fines and penalties to be levied on companies that failed to withhold 
income tax could also be seen as a worrisome indication of widespread tax 
evasion and of weak tax administration. Horeover, it was doubtful that 
increasing the nominal value of penalties without,enacting effective tax 
enforcement could generate and sustain increases in tax revenue. 
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The staff representative from the bleater& Hemisphere Department said 
that tax reform efforts had thw far been concentrated mainly in the area of 
income tax, including the reduction and consolidation of tax rates and.the 
extension of the vithholding tax system to more companies. Reliable 
estimates of the effects of those reforms on the 1992 tax yield were not 
available, but, in all likelihood, their full effect would not be felt for a 
number of years. Clearly, the second phase of tax reform to be emphasized 
should be the introduction of the consumption tax; however, as Hr. Jantie 
had indicated,'the Government had been experiencing dl,fflculty in obtaining 
the approval of the National Assembly. Nevertheless, the authorities would 
continue their efforts to introduce the consumption tax, with the aim of 
including it in the 1992 program. 

As the staff paper had indicated, a major factor in the 1990 revenue 
shortfall had been the nonpayment of taxes by the state oil\refinery, the 
staff representative continued. The refinery had withheld the payment of 
what would normally,have been the petroleum differential, as compensation 
for the accumulated liabilities owed to the company by the Government. In 
order to avoid future revenue shortfalls, therefore, the authorities had 
recently introduced legislation that would require the refinery to make 
monthly payments through the tax system rather than make an annual petroleum 
differantial payment.' The Government had also moved to strengthen revenues 
by expanding the withholding system and increasing the fines and penalties 
for the nonpayment of taxes. 

The Government had provided incentives for nontraditional exports by 
implementing a more realistic exchange rate policy and by establishing 
bonded induatrial zones, the staff representative commented. In addition, 
greater reliance had,been placed on the modified Temporary Import Regime, 
whereby imports that went into the production of exports were duty free. 

The difficulties in reabsorbing laid-off workers into the private 
sector were clearly a cawe for concern, the staff representative from the 
Western Hemisphere Department noted. That problem underscored the impor-, 
tance of achieving an economic recovery, so that private sector employment1 
opportunities could be expanded. In other countries, particularly Costa 
Rica, U.S. AID-financed employment-reduction schemes had helped to retrain 
workers and expand opportunities for self-employment: the authorities hoped 
that the we of such a scheme in Honduras would minfmize the medium-term 
impact of their fiscal policies on unemployment. 

Hiss Napky said that, since the most'recent Board discussion on 
Honduraa, the authorities had been working intensively to assemble a package 
of measures that would bring the program back on track. The results 
achieved during the first four months of 1991 provided clear evidence of the 
success of their efforts. Moreover, the progrsm that the Board was being 
asked to endorse sent a clear signal to the Rand and the rest of the' 
international financial community that the Government would continue its 
effort to regain credibility while establishing the conditions for sustained 
economic growth. The support shown by the Board would strengthen the 
authorities' willingness to continue those efforts. 
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The authorities a&reed with the Directors that, if the program's main 
objectives were to be attained, several areas of the program needed to be 
strengthened, Hiss Napky remarked; in fact, the authorities had expressed 
their intention to continue working closely with the Fund in.those areas. 
Further fiscal measures were to be implemented, and, as the staff had 
explained, the remaining ceilings on interest rates would be lifted. The 
authorities were also monitoring exchange rate developments very closely and 
were ready to take additional measures in that area, if necessary. 

The Bxecutive Board then took the following decisions: 

Honduras maintains restrictions on payments and transfers for current 
international transactions as evidenced by external payments arrears on non- 
central government financial obligations, a liaitation on foreign exchange 
for travel abroad, and delays in the provision of foreign exchange by the 
monetary authorities, which are subject to approval by the Fund under the 
provisions of Article VIII. In view of the intention of the authorities to 
introduce a market-based unified exchange rate system free of restrictions 
on current payments and transfers no later than December 31, 1991, and in 
view of the program to,eliminate the remaining external payments arrears, 
the Fund approves the retention of these restrictions until December 31, 
1991. 

Decision No. 9746-(91/76), adopted 
June 7, 1991 

HodLfication 

1. Honduras has consulted with the Fund in accordance with paragraph 
4 of the stand-by arrangement for Honduras (EBS/90/124, Sup. 3) and the 
letters, of June 29, 1990 and December 5, 1990 from the Hinister of Finance 
and the President of the Central Bank of Honduras in order to review the 
progress made in implementing the policies described in those letters, and 
to reach understandings with the Fund regarding the circumstances in which ' 
purchases under the arrangement can be resumed. 

2. The letter dated Hay 23, 1991 from the Minister of Finance and the 
President of the Central Bank of Honduras shall be annexed to the stand-by 
arrangement for, Honduras, and the letter of June 29, 1990 and the Memorandum 
on Economic and Financial Policies attached thereto and the letter of 
December 5, 1990 shall be read as supplemented and modified by the letter of 
Hay 23, 1991. 

3. Accordingly: 

(a) the ceilings and targets specified in paragraphs 
4(a)(ii), (iii), (iv), and (v) of the stand-by arrangement shall 
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be amended as indicated in Tables 1, 2, 3, 4, and 5 attached to 
the letter of Hay 23, 1991 set forth in Attachment I to EBS/91/81; 

(b) paragraph 1 of the stand-by arrangement shall.be amended 
to read as follows: 

“For the period from July 27, 1990 to February 17, 
1992 Honduras will have the right to make purchases from 
the Fund in an amount equivalent to SDR 30.5 million, 
subject to paragraphs 2, 3, 4, 5, and 6 below, without 
further review by the Fund." 

(c) paragraph 2 of the stand-by arrangement shall be amended 
to read as follows: 

"Purchases under this stand-by arrangement shall 
not, without the consent of the Fund, exceed the equiva- 
lent of SDR 16.95 aillion until November 15, 1990, the ' 
equivalent of SDR 21.25 million until February 15, 1991, 
the equivalent o,f SDR 23.55 million until August 15, 
1991, the equivalent of SDR 25.85 million until November 
15, 1991, and the equivalent of SDR 28.15 aillion until 
February 17,' 1992." 

(d) paragraph 4 of the stand-by arrangement.shall be smended 
by adding subparagraph (c) to read as follows: 

"(c) during any period after November 15, 1991, until 
the intention (i) to implement a market-determined 
(unified) exchange rate for all exchange transactions in 
connection with current international transactions; (ii) 
to eliminate all restrictions on the making of payments 
and transfers for authorized current international 
transactions: and (iii) to ensure, through appropriate 
measures, that exchange will be in fact freely available 
or usable upon the presentation of an import license or + 
other bona fide exchange request, has been carried out; 
or" 

Subparagraph (c) of the stand-by arrangement shall be retained as set 
forth in EBS/90/124, Supplement 3 and redesignated as subparagraph (d) of 
paragraph 4 of the stand-by arrangement. 

4. The Fund decides that the second review contemplated in paragraph 
4(b) of the stand-by arrangement has been completed, and that Honduras may 
proceed to make purchases under the stand-by arrangement, notwithstanding 
the nonobservance as of December 31, 1990 of the performance criteria 
specified in paragraphs Q(a)(ii), (iii), (iv), and (v) of the stand-by 
arrangement. 

Decision No. 9747-(91/76), adopted 
June 7, 1991 
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3. ZAIRE.- OVERDUE FINANCIAL OBLIGATIONS - REVIEW OF DEGISIGN ON 

The executive Directors considered a staff paper on the,review of the 
decision on the Managing Director's complaint under Rule K-l with respect to 
Zafre'soverdue financial obligations to the tid (EBS/91/90, 6/3/91). 

The staff representative from the Treasurer's Department said that, 
since the issuance of the staff paper, Zaire had made two payments to the 
F'und totaling SDR 10.7 million. During the same 'period, new obligations of 
SDR 1.9 million had fallen due, so, that Zaire's arrears to the Fund 
currently stood at SDR 38.8 million--30.3 percent of quota--compared with 
SDR 29.2 million at the time of the issuance of the complaint. With those 
payments, the authorities had cleared about 80 percent of the obligations 
that had fallen due since the most recent Board meeting on Zaire. 

Hr. Santos made the following statement: 

First of all, I would like to reiterate my Zafrian ' 
authorities' concern about the buildup of arrears to the Fund that 
has taken place despite their efforts--as evidenced by the 
substantial payments made since the issuance of the Managing 
Director's complaint under rule K-l.earlier in the year--to 
regularize their account. Since end-January 1991, ZaXre has 
effected payments totaling SDR 40.67 million, of which SDR 22.97 
million has been made since the consideration of the complaint on 
March 6, 1991. The latter amount represents 82 percent of the 
financial obligations falling due during this period. It should 
be stressed that these payments have been made in the ,face af a 
very tight foreign exchange situation resulting from an accident 
at one of the major copper mines that has caused serious 
production and financial difficulties for the mining company 
(GEGAl4INE.S). These difficulties have been exacerbated by the 
suspension of virtually all quick-disbursing external assistance 
to Zallre. Indeed, foreign exchange budget receipts of the Bank of 
Zafre decreased from $1,259 million in 1989 to an estimated 
$763 million in 1990. They are projected to decrease further to 
$643 million in 1991. 

I, 

As indicated in Table 1 of the staff paper, my ZaXrian 
authorities managed to service 84.1 percent'of the obligations 
falling due to the Fund in 1990, notwithstanding the severe ' 
foreign exchange constraints. In the process, 82 percent of their 
gross international reserves--as of end-1990--were used. The high 
priority accorded to these obligations is further.borne out by the 
pattern of external debt-service payments over the 1989-90 period 
indicated in Table 2 of the paper. From this table, it is clear 
that Za%re accords a preferred creditor status to the Fund, as 
,about 68 percent of the total payments made to all categories of 
creditors in 1990 went to this institution. 
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I must emphasize that my authorities have been cooperating 
actively with the staff, with a view to finding a solution to 
their economic and financial difficulties and normalizing their 
relationship with creditors, particularly the Fund. Following the 
formation of a transitional Government in late Narch 1991, the 
authorities initiated preliminary contacts with the staff during 
the spring Interim Cossaittee meetings. More recently, substantive 
discussions were held with a staff team in Kinshasa in Hay 1991. 

The staff paper leaves no doubt about the crisis proportions 
that have b88n reached in the deterioration of the economic and 
financial conditions in ZaXre and clearly puts in perspective the 
magnihrde of the adjustment required to arrest any further 
deterioration. My authoritfes'are well aware of the formidable 
and challenging nature of this task and have exprossed their 
intention to formulate and implement adjustment measures in order 
to redress the situation. Although, owing to the uncertainties 
related to the general social and political conditions, the 
authorities' room for maneuver is limited, they are n8V8rth818SS 
of the view that the urgency of the situation requires swift 
action. In this regard, they have started reviewing the 1991 
budget, in order to control public expenditure and lay the 
foundations for a stronger adjustment program. In the 
authorities' view, it would be unrealistic, given the ongoing 
preparations for a national conference and the general elections 
scheduled for later in the year, to expect a pace of fiscal 
adjustment that would limit the budget deficit to a smaller amount 
than that already indicated by the authorities to the staff. 

In conclusion, it should be recognized that my Zafrian 
authorities are making strenuous efforts under very difficult 
conditions to address the country's arrears to the Fund. Although 
these efforts have fallen short of clearing the overdue financial 
obligations, Zafre's exceptional payment record since the issuance 
of the K-l complaint-- and since the most recent review of that 
complaint-- should be taken into consideration. The authorities 
remain committed to finding an adequate solution that will 8nabl8 
them to normalfze Zaire's relations with its creditors, and in 
particular the Fund. A resumption of external financial support 
would facilitate th8S8 efforts. 

Ms. Wean8 said that, although ah8 was pl8aB8d to hear about Zafre's 
new payments to the Fund, they had not b88n sufficient to keep further 
overdue obligations from accumulating. The authorities' marked intention to 
repay the arrears was appreciated; however, their commitment could be viewed 
more positively if there were an indication of the projected timing of the 
necessary actions. 

The situation was still bleak with respect to the implementation of 
policy m8asur88, Ha. Creane continued. It was very disappointing to note 
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that the views expressed by the Board during both the most recent review of 
Zaire's overdue obligations and the Article IV consultation discussion had 
had little impact. Host of the concerns addressed at that time had 
developed into what the staff acknowledged to be "crisis proportions." 
Specifically, her chair, along with others, had observed in March that 
controlling the government budget and, in particular, restraining the wage 
bill must be the centerpiece of the stabilization effort. Unfortunately, 
new social benefits had subsequently been added, and the monthly wage bill 
had nearly tripled from the end-1990 level. Of particular concern was the 
news that the monetary financing of the deficit in the first quarter of 1991 
had been three times greater than the amount budgeted for the entire year. 
Significant action in that area was a necessary condition for a positive 
review of Zaire's efforta in the future. In that context, it was ancourag- 
ing to learn that the authorities were reviewing the situation; she strongly 
hoped that, by the time of the next review, Zaire would have adopted and put 
in place an adjustment program. 

It was very disappointing to see another country slip deeper into 
arrears to the Fund, ifs. Creane observed. Although it was not clear that 
the situation was completely akin to that of the Dominican Republic at an 
earlier time, it would nevertheless be very pleasing if the outcome were the 
same, including a full clearance of arrears within one month. In any event, 
as experience showed, continuing delays in taking action were not helpful. 
When the Fund had not responded quickly to the emergence of arrears in other 
countries in the past, overdue obligations and the deterioration of economic 
adjustment efforts had become a protracted problem, reaching proportions 
that could no longer be practically addressed. For that reason, she 
supported the proposed decision and urged the Government to take quick and 
decisive action to become current in its obligations. Such action was in 
Zaire's best interests, as it could prevent arrears from increasing to a 
point at which repayment would become more problematic. In addition, a 
complete repayment of arrears would enable Zaire to continue to benefit from 
the Fund's policy advice. 

lfr. Evans said that Zaire was a very worrying case. Notwithstanding 
the recent payments to the Fund, Zaire's outstanding obligations had 
increased since the,Board's consideration of the matter in March 1991; 
hence, those arrears were even larger than they had been when the complaint 
had been issued in January 1991. Furthermore, the unsatisfactory payments 
performance had been coupled with an even more unsatisfactory policy 
perfo rmance. 

The staff paper concluded that the policies in place were inadequate 
and insufficient to prevent a continuation of the wage-price-depreciation 
spiral, lir. Evans noted. Moreover, there was no indication of a willingness 
to implement the policies necessary to change the situation. Zaire's 
ability to upgrade its payments performance was thus unlikely to improve. 
In short, the situation had all the potential of becoming another protracted 
arrears case--the first since the adoption of the strengthened arrears 
strategy. 
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In such cirqzmstances, Hr. mans considered, with such clear indica- 
tions of noncooperation, the staff could have been expected to recommend 
remedial measures. After ~11, the F'und's experience had clearly shown the 
value of early action-- the intended thrust of the strengthened arrears 
strategy. The proposed decision, however, suggested a further three-month 
delay--and that because the staff judged that the nsituation of Zaire may beQ 
considered broadly similar to that of the Dominican Republic at the time of 
the first review." 

He could not see that similarity, Nr. Evans remarked. At the.time of 
the first review of the Dominican Republic's arrears, the Dominican authorf- 
ties had already begun to implement a series of measures to stabilize the 
situation, including steps to slow down public investment, adjust key 
domestic prices, tighten monetary policy, deregulate interest rates, and 
devalue the currency. As a result,' there had already been a real improve- 
ment in the situation by the time of the Board meeting, in the form of a 
marked deceleration in the rate of inflation and a stabilization of the 
exchange rate. Unfortunately, no such initiatives or improvements were 
discernible in Zafre. Indeed, the authorities had expressed a reluctance to 
move decisively, evincing a lack of political will. Moreover, by the time 
of the Board review, the Dominican Republic had succeeded in lowering 
outstanding arrears to slightly below the level obtaining at the time of the 
issuance of the complaint under Rule K-l. Clearly, on both criteria, the 
Dominican Republic's cooperation with the Fund was better than Zaire's, 
Against that background, and with a view to clearly advising the Zairian 
authorities of the seriousness of the situation, the Rrnd should move 
immediately to issue a declaration of ineligibility. 

Hr. Santos said that, in comparing the degree of cooperation shown by 
Zaire and the Dominican Republic on the elimination of their arrears to the 
Rmd, it should be recognfzed that the Dominican Republic had made much 
smaller payments in absolute terms than Zaire had. Moreover, Zaire had been 
making extraordinary efforts since the beginning of the year to clear its 
arrears. The fact that the central bank had used its set-aside for July oil 
imports in order to make its most recent payment to the Fund was a clear 
demonstration of the priority that the authorities accorded to that objec- 
tive. Furthermore, it should be remembered that, three months previously-- 
at the time of the evaluation of the complaint on Zaire's overdue 
obligations --the authorities had expressed their willingness to borrow funds. 
in order to settle those arrears. Unfortunately, the change in government 
at the end of March had thwarted their efforts to carry out that strategy. 

With respect to Zslre's cooperation with the Fund on policy mattars, 
Hr. Santos continued, one had to be realistic about what could be done in a 
situation that had reached crisis proportions. The authorities were willing 
to do whatever was possible in or&r to control the situation. Naturally, 
the Board would prefer to see a stronger policy stance; however, it should 
be noted that the preparations under way for a national conference and 
general elections later in the year were intensifying the political 
atmosphere and would affect the scope of the actions that the authorities 
could,undertake. 
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According to. the timetable and guidelines devised bi,the F'und as part 
of the recently adopted strengthened arrears strategy, Zaire was only at the 
very baginning of the arrears process, Hr. Santos remarked. It was 
important that Zaire's cue bu treated equitably, in accordance with those? 
guidelines. Clearly, the authorities would have to deal forcefully wfth all 

,the problems confronting them before the end of the year; however, given the 
extent of the cooperation that they had shown thus far--and the constraints 
to further action on their part-- it was difficult to see how the acceler- 
ation of the review process proposed by Hr. Evans would help the situation. 
The decision taken in the case of the Dominican Republic, namely, to 
schedule a subsequent review within a period of three months, would seem to 
be very appropriate for Zatre also; such a decision would give the 
authorftie6 an opportunity to formulate the corrective policy measures 
necessary to deal with the situation. 

Hr. Wright said that, in determining whether remedial measur&s should 
be applied Udiately or postponed for three months, a central issue was 
the scope available to the authorities for putting in place appropriate 
economic measures. However, it was not clear from Hr. Santos's remarks 
whether the strong constraints that he alluded to would allow the authori- 
ties sufficient scope to improve their cooperation on policy matters in the 
coming months. Ruther elaboration on that point would be helpful. 

Kr. Santos co&nted that the Board had discussed in March a package of 
proposed maasures that the authorities had prepared with the help of the 
staff. However, the Government had been replaced at the 'end of March. 
Given the Qterforation in the general economic situation, the new 
authorities would need additional time to implement those measures. 

Nevertheless, he was convinced that, over the next three months, 
positive news would be coming from ZaZre, Mr. Santos stated. Word had just 
been received that the Comit6 de Conjoncture had started its review of the 
budget, and, upon completion of that review, the central bank would t&e 
appropriate 8upportive meaoures. In those circumstances, it would be 
awkward to have to report to the authorities that the gxeeutive Board was 
taking a stance that was counter to all their efforts to cooperate with, and , 
clear their arrears to, the Fund. 

Nr. Nakagawa noted that, with respect to the prospects for stabilizing 
the political situation, the Washfnnton Post had reported that a recent 
attempt to convene a national conference of major political, religious, 
labor, and professional leaders in order to map out a reform strategy had 
epded in turmoil. According to the article, the Government had been forced 
t6 postpone the conference until June 1992, and it was expected that the 
politfcal and economic turmoil would continue until at least that time. 
Hr. Ssntoe's comments on that article would be appreciated. 

Hr. Santos said that, consistent with Board procedures, the authorities 
were requesting thst another review of their case should be held in three 
months; .they were not asking for a one-year postponement of Board action. 
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Nr. Kvanm coplented that he had a great deal of sympathy for the 
authorities* plight. However, although he could accept Mr. Santos's 
viewpoint, it did not meem realistic--baaed on the analysis in the staff 
pmper--to l xpmct that the mituation would change vithin the next three 
months. fn other wurdm, all signm pointed to the development of a protrac- 
ted arrearm situation. 

He warn concerned not just about &ire, but also about the quality of 
treatment accorded other countries in similar circumstances, Hr. Evans 
stated. The arrears strategy had been strengthened precisely to enable.the 
Fund to advise countries more promptly of the conmequencem of their 
inaction. 

Hr. Santos said that he wondered whether the staff could confirm his 
undmrmtandfng thee, between the tine of the Board's decision to lfaft the 
Dominican Government's ume of the F'und'o general resources mnd the review of 
that decision, the level of itm arrears to the Aurd had increased from 
SDR 15.9 million to SDR 20.3 aillion. 

The staff reprementative from the Treasurer's Department noted that a 
payment emde by the Dominican authorities just before the Board meeting to 
review the dmcimion to limit the Dominican Republic's use of Fund resources 
hsd reduced the arrears to slightly below the level in effect at the time 
the decision was adopted. However, the arrears had still been larger at the 
time of the review than when the complaint under Rule K-l had been issued by 
the Hanaging Director to the Board. 

Hr.) Prader maid that the l erioumnesm .of the mconopic and finmncial 
crisim of Za1Cre could hardly be underemtfmated. The economy was rapidly 
worsening, all external assistance had been cut off, and even GlXAKINES no 
longer meeamd to have access to financial markets. The Government wmm more 
or learn helpless against the demandm of the social partners and had to 
accept an ever-accelerating wage-price 'inflation spiral. Although the 
Government's commftamnt to give the highest priority to repayments to the 
Fund could be recognized, it was not clear how the present transitional 
Governmmnt could live up to that coamitaent in the face of the tremendous 
problems. It would be useful to hear the staff's assessment of, the 
Government's ability to limit foreign exchange expenditure--its own and that 
of the privmte sector-- to a degree sufficient to release resources for the 
settlement of arrears to the Fund, 

Dempite the clear need to offset the mumpenmion of foreign assistance, 
the Government's margin for manewer to tighten the budget was also in 
question, Nr. Prader suggested. Realimtically, it was far from certain that 
the necesmary budgetary adjustment measures would be agreed.on, particularly‘ 
in light of-the counteracting enormoum drain on budgetary resources that was 
expected in connmction with the upcoming nations1 conference. 

In those cir&mmtances. the prospects for clearing ZaYre's arrears to 
the Fund seePed to be lisitmd, Hr. Prader conmidered. However, it should be 
ma& clear to the Government thmt delaying reaolute action would make 
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matters even worse; eventually, the arrears issue would become less and less 
a matter of willingness to pay than of ability to pay. He joined other 
speakers in welcoming the recent significant payments'made by the authori- 
ties; however, in Zaire's case, a policy of partial payments,and half- 
measures was insufficient 8nd would not lead to the desired results. Such a 
policy right even serve to compound the problem of the loss of the 
Government's ability to repay. Zafre*s case wam.one in which a dmngerous, 
foreeee8ble course of events had to be itopped at an early stage; otherwise, 
the country would be certain to follow the road taken in other cases of 
protracted arrears. 

Hfm c-ntm did not mean that the efforts of the authorities were 
utlappreciated, Mr. Prader stated. For instance, in addition to the 
indications given in the paper of the authorities' willingness to cooperate 
with the Fund, mention could have been made of their efforts to put together 
a short-term financing package in order to repay the Fund. The Managing 
Director had explicitly referred to those efforts in his report to the Board 
on his latest trip to southern Africa. It would be interesting to learn the 
outcome of that endeavor, which, puzlingly, had not been given attention in 
the staff paper. 

He &red some of hr. Evans's views on the unfavorable--from Zaire's 
point of view-- comparison that could be drawn between ZaLre and the 
Dominican Republic, Mr. Prader concluded. At the smme time, he recognized 
the magnitude of the recent payments made by Zaire. Therefore, he supported 
the proposed decision and opposed an imediate declaration of ineligibility. 

Mr. Cirelli said that he agreed with the staff's proposed approach; in 
particular, the parallel that the staff had drawn between the respective 
situations of Zaltre and the Dominican Republic 0188 understandable. He 
recognizsd the efforts that the authorities had.made, &spite a very tight 
foreign exchange situation, to settle their overdue obligation8 to the Fund 
and encouraged them to pursue that objective, in order to eliminate those 
arrears am soon as possible. 

Hm wished to comey to the Zairfan authorities his chair's deep concern 
about the deterioration of the country's economic situation, Mr. Cirelli 
reaarked. To that end, the Government should promptly put in place whatever 
inudiate measures the situation seemed to require. He hoped that the Fund 
would be able to help the authorities once they had clearly expressed their 
readiness to undertake a serious adjustment progtsm--an undertaking that the 
state of the public finances, in particular, seemed to call for. 

Hr. Wight said that, like other speakers, he welcomed Zaire's efforts 
to m&e payments to the F'und but regretted that, those payments had been 
insufficient to prevent a small increase in arrears since the Board 
discussion in March 1991. The schedule of forthcoming obligations made it 
clear that arrears would rapidly rise to unmanageable levels unless the 
authorities intensified their efforts to tackle the economic chaos into 
which Zaire was descending. 
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Sm modest qncouragement could be taken from Hr. Santos’s comments 
concerning policy cooperation, Hr. Wright considered, Nevertheless, there 
was as yet no evidence that the authorities were implementing an appropriate 
policy stance and, in particular, getting a grip on controlling public 
expenditure. Hr. Bvanm and other spaakerm were correct to emphasize that 
policy performance warn the key to Zmfre'm continued ability to make 
pagrsntm; Hr. Smntom'm commts about the authorities' need to pre-empt 
foreign axchange from other areas in which it was badly needed in order to 
make paymmnta to the Fund vividly fllumtrated that point. 

The l uthoritir,m had told the staff that their room for maneuver was 
l-ted by the sumpenmlon of external assistance, Mr. Wright noted; however, 
it should i . pointad out that that was a conmequmnce, and not a caume, of ; 
their problemm. Not surprisingly, lax economic management had led to a loss 
of confidence among donors, and the international community would not comm 
to Zm~re~m assistance unless and until the authorities acted decisively to 
break out of the vicioum and largely self-inflicted circle of economic 
dmterioration. 

Am other speakers had noted, it would be possible to conmider a 
declaration of inellgibillty immediately, Mr. Urfght coamented. He shsred 
many of the misgivingm that Hr. Bvanm had expressed in the course of making 
a strong came for that option. However, in view of the payments that had 
been xada to thm hrnB, the proposed draft decision had suggested that the 
matter mhould instead be considered at the time of the next review. He 
could go along with that decision; hovever, unless there were clear signs at 
that tixm that, in addition to settling their arrears to the Fund, the 
authorities were tackling their economic problemm and had started a serious 
policy dialogue with the staff, he would expect that the Board would fsmue a 
declaration of inaligibility. Perhaps the letter of the Xanaging Director 
to the Zairian authorities accompanying the decision could convey that sense 
of gravity and urgency, which must be clearly brought home to all the 
parties in 2Mre. 

Mr. Nslragawa maid that his chair shared the concerns expressed by the 
previoum speakers. It was especially regrettable that the authorities were 
still unable to control fiscal expenditure; they had been forced to review 
the initial budget, which had projected a primary murplus, and were now 
preparing a revised budgmt to take into account an anticipated substantial 
deficit that would require ten times am much monetary financing as envisaged 
in.the initial budget. 

During the.eomt recent Article IV board discumsion on Zaire, his chair 
had strongly impressed upon the authorities the need to tighten fiscal 
policy, Mr. Nakagawa recalled. However, as the staff had correctly pointed 
out, tha Governmmnt's fiscal stance was clearly not adequate to the task of 
bringing inflation undar control, and there was a serioum risk of a 
continued inflation-depreciation spiral. Given the lack of adequmte 
countermmamures to the recent worrisome economic situation,~his chair could 
not help having strong doubts about the authorities' ability to manage the 
econouy . Although the partial payment made by the authorities was welcome, 
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the Fund should send a otrong and clear message to ZaPre by adopting a 
hard-line policy,'unless the authorities were prepared to commit themselves 
to the implementation of strong adjumtxent measures to restore economic 
stability. In: that connection, he was rather doubtful that,.becaume of a 
supposed similarity between the two tames, a decision should be adopted for 
Zafre along the lines of that taken for the Dominican Republic. The 
measures th8t were beinlc; conmidmred by the Zafrian authorities appeared to 
be far ueaker than theme that the Dominican authorities had implemented, and 
it was far from clear that the Zairian authorities genuinely intended to 
fonmrlate and implemmnt the necessary adjustment measures. 

In thmt light, Mr. Wright's suggestion was interesting, Hr. Nakagawa 
observed. The proposed decision should send a stronger message, nmmmly, 
that, unless the authorities took further adjustment steps and became 
current in their obligatfonm'to the Fund by the time of the next review, 
strong conmideration would be given to a declaration of ineligibility. 

Mr. Emdar'said that he shared the concernm of other speakers. As was 
pointed out in the staff paper, Zaire's economic and financial problems had 
nuw ammuamd cr@ical proportions. In aharp contrast to the need to bring 
inflation undmr control, the fiscal situation seemed to be out of line. ; 

The much lower than envisaged production from GEGAHINES would lead to 
considerable shortfalls in foreign exchange earnings, Hr. Esdar continued. 
Given the arrears situation, it was highly uncertain whether external finan- 
cial support could be expected in the period ahead. In addition, the , 
28irian authorities had again failed to remain.current in their obligations 
to the Fund, and arrears had increased further. In that respect, the 
payment that had been mnnounced on the preceding day was most welcome. 

Undoubtedly, 8 strong and fundamental reorientation of economic poli- 
cies vu nee&d, Hr. Es&r conmidered. A convincing reorientation toward a 
sustainable adjustment path, with the objective of establishing a successful 
track record and imediately bringing the arrears situation under control, 
was the only chance that Zaire had to restore confidence and regain access 
to support from the internationml financial comaunity. A further 
postponemmnt of such remedial memsures would only worsen the country's 
problemm and neke them more difficult to overcome. 

Given Zmire's payment and the remarks made by Hr. Santos, he could go 
along with the proposed decision, Mr. Esdar concluded. However, he shsred 
the concmrnm expressed by Mr. Wright and wished to see them incorporated in 
the letter from the I(anaging Director to the Zairian authorities. 

Mm. Creane said that, in or&r to suggest that failure to take 
appropriate action could result in thm issuance of a declaration of 
ineligibility, she could go along with Hr. Wright's suggsstion to tighten 
the lmnguage in the Managing Director's letter. 

Ma. Powell comsented that she, too, was very concerned about the aharp 
daterioratfon in the economic and financial situation in Zafre.' It was 
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clear th8t the pr.oblems created by-the difficulties facing GECAHINES had 
been greatly exacerbated by irremponmible fiscal and wage policies. She 
agreed that the corrective measures under consideration by the authorities 
were inadequrte, and that there was an urgent need to adopt more. stringent 
measures. However, the payments made by ZaSre were welcome, albeit only 
partial, and she could go along with the draft decision. At the 88008 time, 
she supported the suggelrtion made by Mr; Wright and Hr. Bsdar that the 
letter coramicating the Board'6 decision to the authoritiee should stress 
very strongly the concernm of the Roard regarding ZaXre's economic policy. 

Mr. Kyriuidf6 rewrked that, although he welcomed the payments made by 
Zaire and recognited the authorities* efforts to eliminate or reduce their 
arrearm to the Rmd while facing a tight foreign exch6nge sftua.ion, he also 
shared the concerns expressed by Hr. Rratlls. Another protracted arrears case 
could develop because; as Hr. Prader had said, if the country's economic 
policy did not change quickly, the question would becomm one of ability--not 
willingne6m-- to repay the Fund. In that respect, the staff paper waa 
certainly not very optimistic. However, givmn the length6 to which the 
authorities were going in order to p8y their arrears to the Pund, he could 
go along )rith the dmcimion, provi&d that, as other speakers had suggested, 
it w8m ude very clear to the Goverrnrent that, at the time of the next 
review, a Qclaratfon of ineligibility would almost certainly be issued in 
the absence of appropriate action. 

Kxcept for the political~or psychological dimension, he had never been 
able to 6ee much practical difference between the Board decisions to,. 
respectively, limit a metier's ume of Wnd resources and declare it inelfgi- 
ble to u6e those resources, Kr. Kyriaxidim commented. Therefore, it was not 
clear that the tW wam right to send a strong political signal by taking a 
decision along the llnem suggested by Mr. Evans. Regardless of what the 
Board did at present, a future declaration of ineligibility was almost 
inevitable, g%ven the prospects presented by the staff and the political 
constraints outlined by Mr. Santom. 

Hr. Ghen said that he could go along with the proposed decision. 
Zaire's economic and financial situation was certainly very serious. In the 
present l ociopolitical envfro~nt. and without mtrong adjumtxent policy 
measurer--especially in the field of public finance--a vicioum cycle of 
hyperinflatfon and rapid curretwy depreciation could throw the econopay into 
8 dangerottm t8ilmpin. Thmrefore, am the staff had recommmndmd, it was of 3 
urgent iqortance for the authorities to cake every effort to reduce public 
outlaym and re-establish financial l tability. The authoritiem should 
strictly limit foreign exchange expenditures while mtriving to regularfze 
their financial relations with the Fund. The p6ymmnts that Zaire had made 
to the Fund were welcome, and he hoped that the authorities would continue 
their effortm to effect a full and prompt settlement,of their arrears, in 
order to prevent the accumulation of overdum obligations from becoming a 
lingering and unbearable burden on the economy. 

Kr. Hogeweg remarked that the Board had developed a tradition of 
looking at two criteria--policiem and paymentm-- in judging whether a country 
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Karliat rpoakmra had correctly obsorv6d tbt all the l lemnt6 uere 
pra6int for .tb8 craatioa of ckoCb@‘L: protxacted arrhuo cm, ttr . iiogW@k& 
coMid6red. m armarm 8tf&6= had bein l trongtbaad prociroly tr, pzeV8nt 
dratframtuppaaiqby oarbliag tbo hbdto react rwiftlyatan aarlyatage 
of the proc66r. civan t&6 cloro liak beweul @icier ud payw6titm, it wa6 
quiU char that better policior bad t0.b lmpleamted in Zal[ra. In that 
contest, t&o unrrrbi~ j-at ia tbo rt&f pajmr that durrent polici66 

‘v6r8 imufficicmt to prqvwbt a hut&r Qtarioratfon of the rituation wa8 a ‘I 
cau6a for cacern. . 

On'tho.one hand, the Fbnd should treat all countrids in'Zdre*'r 
situation in a rimilu, impartial wnnmr, Mr. Hoganmg remarked; on the 
other, it vould ba proforahlo to emd.ae each cam clo6ely &n attempting to 
deterrLn6 the beot way to enforce the l uthoritie6':abQity to better thair 
policy record. Ha l nder6ad the approach that vu l wrging along tha linas 
initiatad by nir. Wrl~t, -ly, to approve the deci6ian ptOp666d by the 
6uff ubib ukitl& it abundantly clear to th8 l uthoritfe6 that, without 8 
wh 6troqer policy perfomanco in the very short tern,, a declaration of 
insligibility woUld be facing them within thrm mentha. 

Kr. lkctrLhun raid that, in the facm of their 6avue finanoial problemm, 
the Zairian l uthoritiem' continnud ropaylraatr to the Rnd were velcom~6~ 
Their intontfon to give the higiaut priority to df6charging all ovudtm 
obligationm at the earliest po66ibl8 data wu also welcome. 

ThO 8UthOritie6 were facing dif&Ukie6, particularly in th8 area Of 

keepiq expendlturem-- inclubing the wage bill--ih check, Hr. BerrihUn 
stated. In the per&d ahead, th& compelling naed to tighten the fiacal 
stance and confront the critical &terioration in the Zairfan ecofioq 
clearly called for bold action. To tbrt and, the 6taff'm ret-ndation 
regarding the rigorous irplsl#mtation of expenditure control procedatrem, 
includiq l pending on foreign exchaqe, should be carried.out with &term%- 
nation. In that rerpect, Hr. Santom's l tatmnt that the authoriti66 were 
working out p4amurem to address khe challenges facing theme vam velcone. He 
supported the proposed decf~~ion. 

. 
" m. Ridrikmson e&id that, lika lYl6t previou6 6peak6r6, hi6 chair V86 

quite disturbed by the developmentm b ZaLre, which l eeamd to be cbaracter- 
ized by a complete brekkdmtn of econorik dirrcipline, with rapidly eroding 
possibilitfe6 for meting external obligations. The current difficulties in 
Zafre se-d to be largely of the authorftfem' ovn making, and it was 
vitally iqortant for the F'und to clearly demonmtrate'the severity with 

: whPch it viewed the situation. With that in rind, he agreed with the 
approach suggested by Mr. Wright. 

I 

‘. 
I 

/ 
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The at&f riprorantacive from the African Department comentud thrt, 
during iu miasi4iib to ZaIlra, the smffhdheldutbasim biscussloasvith 

. the PrimeXinister, tbaauw&mmnot~f the Ftmd for Zafte, and the nsw 
Governor of the Bask of Zsfre on possible methods foi liquidating the 
coluLtry’a arrears to the ntnd. Thb authotttios had @en every indication 
that they vere Wdng the mmttet seriously; in fact, the Prim Xfnister had 
imiicakd that the Usueuouldbe takonupduriagthenextscheduled cabinet . mealttng. In those circumtsnses, therefore--as* in the co-text of the 
lfaasg&q Director's c'catWu tith the authorities--de staff &ad been 
hopeful that significant payments could have been ms& before the present 

, Boudweting. Indeed, the foomok on page 1 of shi staff paper bore 
titners to thst possibility, Houaver, althou& the authorfties had undo 
coatuctuithcomsrcialbaaks, those uverturesbrbnstbeen successful, and 
the arrear~to the Amdhadxmtbsenliquidated. 

It vu difficult to say vith &eiuin~ whether there’ Ms sufficient, 
' rooi for adjustxent td liberate the resoiuces needed to.repiy the Fund, the 

staff reprosentatfve remsrked. Unless th6 l uthoritiis took dhstia 
mmsures, the current hyp+nflationary situation would certainly reduce 
their roam for uneuver. So far, ths new transitions1 6overnment had 
focurpsd their effort8 on controllhg l xpondkuro., A high-powered committee 
kuposad of the top umber8 of ths ecoauaic tou- -the Prim Ilinister , the 
Xinbter of Pinsaco, sad the Coveraer of the Bank of Zajtre--hsd been set up 
to revbw all expenditure authorirations on a weekly basis, with the 
intention of lixftlng the asmetary fhsncing of thta budget. 

ihrfortuxately, the staff representative continued, budgetary 
constraints prevented the comittee from l ttuptlng to do xore than li.ai~ 
the Treasury's borrowing from the sentral bank to about 2 1,000 bhllion in ' 
1991. As described 3-u the staff papex, the erosbn of the revenue base had 
contributed heavily to the datertorating fiscal sftuation. HWeover, the 
extremely large wage bill and the appropriations ass&d to finance the 
national conference--and possfbly ,the political e&sctions--were two major 
ixmponents of expenditure that could not be reduced. The category of other 
nmwsgm sxpendltures presented an obvious target for npadhg cuts; however, 
the fact tbit the authorltfes had frequently experienced difficulties in 
controlling comitments in that area did not bode well for the success of 
effort! in that area. 

Althou& ths rssulcsrightnothave aver$ significantbesringon 
ZaPre's overall performance, some recently impleadnted fiscal policy 
masures suggested the authorities' willingness to palto ad@stxsnts in soxe 
atas, the staff repruentativ~ noted. 'The Central Governxent had ettled 
all its crbss debts vlth the ~trokem distribution coxpany by clearing the 
arrears uued to eha company by public enterprises while collecting the 
capany tax arresrs. After the resolution of those issues, the Covernxent 
had been able to eetabllsh simplified pmcedures for collecting taxes from 
the company end ad$asting petroleum prices. 

I 
In addition, the authorities were inplemsnting flexible pricing 

policies vith respect to all +ae public utilities~-electricity, water, 
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railways, and public trausportation, the staff representative continued. As 
the problem in those sectors hsd originslly been discussed in the context 
of the Article IV consultation mission, the steps recently taken couldbe 
interpreted as positive signs. Xoreover, with respect to the exchange 
system, ths distortions thst had chsrsctarized thst regime in the past had 
been xinimited, as significant divergences betueen the official and parallel 
xarket rates had been avoided. 

The authorities were soxeuhat skeptical that th9 implementation of 
mmetary msasures could be effective on their own, the staff representative 
comsnted, given that the current, highly inflationary situation was 
primrily attributable to exceso govaruent expenditure. Much technical 
work had already been done to prepare for the creation of treasury bill 
xarkets and the liberalisation of interest rates, but the authorities were 
not sure that the tim was ri&t to introduce those uea8ure8. 

The release of sufficient resources to repay the F'und was contingent on 
an Improvement in the foreign exchange budget, the staff representative from 
the African Department oboerved. The authorities had reduced projected 
sales of foreign exchange to the exmmge aarket by about $100 xiflion, 
compared with 1990 levels; however, government expenditure of foreign 
exchange had not been cut back. The foreign exchange shortage, of p&urse, 
was closely connected with the central issue of expenditure control. In the 
absence of stroxg fiscal adjustmsnt, which would stabilize the economic 
situation and, presumably, lead to a resuuption of foreign aid, it was 
difficult to euvisage a generation of resources sufficient to alleviate the 
foreign exchange shortage. However, the authorities' recent purchases of 
gold for m-export seemed to offer a ray of hope; to the extent that those 
expert sales generated additional maources, the liquidity position could be 
eased. 

Hr. Santos said that the proposal that Hr. Erairs had xade was somewhat 
disturbing. If adopted, it would send the wrong signal to the Zairian 
authorities and discourage them from continuing their efforts on both the 
payments and policy fronts. In particular, as had been eaphasized, the 
Goveruaent attached special importance to the goal of eliminating its 
overdue obligations to the ?'+md. However, it was encouraging to see that 
the Board understood Zaire’s special circumstances and agreed that the 
country was putting forth its best efforts to fulfil1 its responsibilities 
to the ?bnd. 

The Executive Board then took the following decision: 

1. The Fund has reviewed further the xatter of Zaire's 
overdue financial obligations to the F'und. 

2. The F+md welcomes the recent payuents made by ZaLre, but 
notes that the amount of overdue obligations has continued to 
increase. The Rmd regrets the continuing xonobsenmnce by Zaire 
of its financial obligations to the Fund and urges Zaire to make. 
full and prompt settlexent of the ovetdue financial obligations to 
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the Fund. The Fund stresses that 
financial obligations to the Fund 
priority. 

. 

settlement of the overdue 
should be given the highest , 

3. The Fund calls on the authorities to adopt necessary 
measures of 8conomic and financial adjustment as a matter of 
urgency. The Fund stands ready to cooperate with the authorities 
in support of efforts to adopt and implement a comprehensive . 
adjustment program. 

4. The F'und shall review further the matter of Zaire's 
overdue financial obligatioirs to the Fund within a period of three ) 
months from the date of this decision, 'in light of the actions 
taken by Zafre in the meantime to settle these obligations. 
Unless by the time of the next review Zafre has become current in 
its financial obligations to the Fund in the General Department, 
the Fund will give consideration to the appropriatenesti of further 
steps including the possibility of declaring Zaire ir?eligible to 
use the general resources of the Fund pursuant to Article XXVI, 
Section 2(a). 

Decision No. 9748(91/76), adopted 
June 7, 1991 

4. INCOMEPOS’ITJQN F0R FY 1991 AND FY 1992 s 

The Executive Directors considered staff papers on the review of the 
preliminary results for the Fund's income positionfor FY 1991 and FY 1992 
(EBS/91/67, C/16/91; Car. 1, S/6/91; and Cor. 2, 5/8/91), the actual outcome 
for FY 1991 and the basic' rate of charge for FY 1992 (EBS/91/86, S/29/91), 
and a retroactive reduction in the rate of charge on the use of ordinary 
res4urces for FY 1991 (EBS/91/87, 5/29/91; and Cor. 1, S/30/91). 

Hr. Abbott made the following statement: 

The proposed decision for FY 1991 income, aimed at applying 
the income earned in excess of the target to a retroactive 
reduction in the rate of charge, is presented as the implementa- 
tion of the Board's understanding reached in December 1990 at the 
time of the midyear income review. As you know, this chair voted 
against this decision and has requested that it be'reviered today. 
It remains our view that the understanding reached was based on an 
analysis of the situation that, for reasons I will present below, 
was incomplete and may have been entirely faulty. If this is the 
case, we need to reassess our understanding in this light, before 
enshrining it in a decision. 

'mile we did not support the December 1990 understanding on 
use of excess net income, we believe that our request to&y is in 
keeping with a literal reading of the understanding. The 
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understanding provided that the Man@ng Director would propose a 
decision along the agreed lines "unless he finds that a different 
approach is justified in view of changed circumstances affecting 
the Fund's financial position.W In our view, excess income 
44 percent above target, entirely attributable to settlement of 
special charges, surely qualifies as changed circumstances 
affecting the Fund's financial position. 

The excess income earned in M 1991 above the targeted amount 
is due to the settlement of special charges of some 
SDR 40 million. Indeed, it is regrettable that, ir! the absence of 
the settlement of these special charges, th8 Fund would have 
fallen somewhat short of its income target. In footnote 1 on page 
4 of the staff paper entitled "Review of the Pund's Position for 
Financial Years 1991 and 19920-Preliminary Results,w the staff 
argues that "it would appear that the excess. is attributable to 
the members paying charges in FY 1991, and should be returned to 
these members." 

We have a number of serious reservations about; the staff's 
analysis and recommendation, and we believe that the excess income 
should be added to reserves for the reasons I will discuss below. 

The staff has marshalled two connected arguments in support 
of its analysis. First, on page 3, the staff states that 
"projected income is lover, and the rate of charge necessary to 
generate the agreed target amount of net incorn* higher than would 
be necessary had it been possible confidently to expect the 
receipt of special charges and to include them in projected 
income." Second, the staff argues, in footnote 2 of page 4, that 
once amounts burden shared by creditors are returned to them, the 
effective rate of remuneration will be equal to 100 percent of the 
SDR interest rate; thus, settlements of special charges cannot be 
applied to remuneration. 

Let me turn to the staff's first argument. As we know, 
income from special charges is not included in the Fund's 
financial projection, nor is it burden shared. This income is 
excluded from the Fund's projections because there is a high 
degree of uncertainty as to whether special.charges will be 
repaid. Exclusion helps to avoid unanticipated upward pressures 
on charges. The staff's assertion that charges are higher than 
would be the case if special charges were included in income 
projections is, of course, true as a matter of arithmetic. But 
the arithmetic does not on its own support the conclusion that 
"the excess is attributable to the members paying charges in 
1991." 

. 

To get to the proposition that the excess is attributable 
exclusively to charge payers; the staff invokes the proposition 
that, under burden sharing, the remuneration coefficient cannot 
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exceed 100 percent of the SIlR interest'rate. Thus, it is argued, 
creditors will be fully compensated up to the maximum they are 
allowed to earn whenever overdue drawings and deferred charges are 
ultimately settled. AO a result, if crditoro were to be cut in 
on this year's unexpected e&ags, they would be pushed over the 
legal limit of their permitted remuneration. With creditors thus 
ruled out of the runnfng, by exclusion it is concluded that *the 
e%cess is attributable to the members payixig charges in FY 1991 
and should be returned to them.. 

The'weakness of this argument rests on a mishandling of 
intereot on interest. Notico that the otaff argument for 
exclusion of any creditor claim to any puticipation in the extiess 
income due to settlement of special charges is based on the 
proposition that creditors are made whole by the b&den sharing 
formula that tops up the&r remuneration rate to XOO.percent of the 
SDR rate whe.zcrver over& repurchases and deferred chavges are 
settled. This io a delayed payment. No interest accruea. on tMs 
deferred remuneration, as the special charges, the potential 
revenue source to pay interest on the deferred remunerations, are 
explicitly excluded from burden shdring. 

The uncompensated cost of dafer'red remuneration under the 
burden sharing procedure is not trivial. Since the inceptson of 
burden sharing, my country has made contributions to these - 

. arrangements of nearly $300 million. At current exchange rates 
and interest rates, the annual iriterest cost of these 
contributions is $16 million. 

Tt is not my purpose today to reopen discussion of the burden 
sharing decisions. Rather, it is to demonstrate that, based on 
those decisions, and contrary to the staff's assertion, it is not 
just charge payers who are disadvantaged when assessed special 
charges are not paid. Creditors also incur an uncompensated cost. 
The staff's argument that the 1991 excess income "is attributable 
to members paying charges in FY 1991 and shou-ld be returned to 
these members" simply cannot be sustained. 

As we have discussed at length in our reviews of overdue 
obligations and in developing the strengthened arrears strategy, 
arrears undermine this institution in which all members--both 
creditors and borrowers alike--have a common stake. My author- 
ities agreed to the establishment of the burden sharing mochanisn 
in recognition of this principle, Since that tine, the Fund's 
ability to meet its income target has reflected the willingness of 
both creditors and borrowers to make symmetrilcal contributions. 
Thus, when special charges are repaid by arrekrs countries and 
result directly in an equivalent excess of net income above the 
target amount, that excess income reflects more appropriately the 
contributions that all members of the F'ukd have made to addressing 
the serio*ls problem of arrears to the Rurd. 
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De8pitqour considerable efforts to 8tren#ken the financial 
integrity of the Rnrd in recent years, our financial position 18 
by ao mans 8ecuxe. Our reoeme8 are rtill roughly only one half. 
of 8rrear8, and the Puad~coatinuer to face significant financial 
rirka. The staff has noted on page 12 in this connection that 
apracautioaary balsacer at the preret time and in press& circuu- 
ataaces require further 8trengthen1,ng.a I heartily endorse thi8 
rec~sdation 8nd the staff’s proporal that preaautionery 
balanses should continue to be rtremgtbened in Fy 1992 as in * 
1991. 

I appreciate that m&y bozmhg membera, face hi& effective 
. rate8 of cluqes. Howaver, creditor8 8re also incurriq largs 
costs in helping this institution to address its arrears problem. 
Thus, given the prerring need to strengthen the EUsd*s (ri6ak 
fidncial position, given the principles of burden shazing, aind 
given that neither creditora nor borrowers that are current ttan be 
said to have exclusively financed the spacii-1 chdtiger, it io our 
view that it would be far more l ppropdate to adif the excess 
incohs to resemes. I urge sy fellow members. of the lkard to 
support this p&ition. . 

, 

In additio& I would like to request a fkmdamental review of 
hw the revenues arising from settlement of special chazges should 
be allocated. The rystem of 8peciaX charges,. am numero* M 
documents have stated, was des%gned to recover the dtrect ff;nan- 
cial costs borne by the Rmd as a rerult of gate payments.. These 

B cost8 are in the nahu;s of interest on forgone interest. As1 
have indicated in my rem&s, the costs that speci&l charges are 
deripd to cover are fiuanced by all ,cltises of Rhd me&bits. We 
need to follow through the logic of the system of special chazges 
in or&r to determiae how these revenues should be allocated when 
they are finally collected. 

.:,' 

Hr. Cirelli said that his remsrkiwould be 'brief, given the clarity of 
the paper prepared by the stiff and the understanding that the Board had 
reached at the previous discussion on the Fusd'a incoms position 
(ml4/91/170, 12/10/9(j). He wished to stress that, with respect to the maj:or 
issue under discussion, the actual rate of chazge was too hi&. An imagi- 
native and perhaps provocative option should be explored with a view to 
reducing that rate. He would not corent further on that issue at the 
present meeting; that was not the purpose of the weting, and he was aware 
that aoms Directors did not agree with that'basic thought. As to the 
proposed decisions, they were accsptable.- 

Hr. Praderaade the following statemsnt: 

Despite undeniable differences of opinion on how to achieve 
the aim of securing the Fhd's financial integrity, I still would 
submit that, up to now, the financial position of this institution 

.-. 
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hu been adguatoly'~rotactod. and there is l c-n underotanding 
onthe1ewA0fthenetiacome tueet, the &ccumul&tion of 
ruorvu, end on burden rbaring ruulthg from deferred chuger. . 
Givea this cr uader8taading, there l hquld be no uneertdaty m 
to the utilixation of 8ay a.88 net iacm mmr and above the 
tuget 8et rt the lM+lziq of 8 fizlluaci8l year. In my view, the 
utilirrrtioa Of 8q7 me.88 Wt iMU@ fON pirt Wtd PuCeof. Of tb 
overal% uadarrtamHq--of t8w overall coIpruiu--we have Arrived 
at COMUOfq th8 Rtnb’8 rbqurrtr, m-8 to tbtb rO~~ttdd8 
prablu of olmrbw fiauncirl ebli;ytiena* TPyiag to &bang. 8 
po8teriori a 8 priori understaadiag oa th%s matter would run the 
risk of ua~avel~ a compromise t&&t we took groat paina to 
+berata, byprovo~unavcuutpan~oaiu betlfe8nhr8 ud 
glcQstp8 Of hr8r On the bui8 of th88r COtUid8tilltiOn8, our 
~8iti~ i8 ClUP: the net exe888 inem for FY 1991 must be 
utilised e8 agreed upoa, i.e., by geducing retrorietively the rate. 
of Cb!ge a8 i8 pPopo8ed in th8 &aft d8Ck8iOtW. 

ft CannOt b8 denied tbt th8 8klb8turtial att8atiOXB thet the 
Board and the had ia general have p4d to the asrear8 problem hm 

. tad it8 expected ConU-Ltlrbllt 8ff8CtS @XI btkthe Wmb8Z of 
COUktrie8 in UrW8 8Ihd ti'W tot81 UoItRt of WOeZ8. &I thk 
previous item on our agenda has reminded us, it ir, however, far _ 
too ouly to t&a a complacent vfmw on this problem. A prudent 
WrWCtl t0 th. hXk?8 fiMMid iat8&Pity Lilip1iO8 l Vi&&lUkt 

attitude on tbe arremrs front. At thh lame time, a furthor 
addition Over and ab0v8 the vuiow contributions now in place 
would aot be jwtified by t&e progr.88 that thu been made in 
bmx¶liBqij the WOU8 problu. -0, W8 d0 Mt 888 8 r688Oa t0 
qW8tiOXb the 8tdf’8 wi8dOB d&On it COXbC1uba8 tht it l pp.Ui 
appropriate to contiuue the e8tabfidmd practice, i.e., to 
contifwo addition8 to precrutioxmry baleace of 5 percent of 
re8erue8 t0 the SpeCi81 Re8Ome8 and to SC&l and to continue the 
buildup of SCA-2. tinmquently, these reasons, too, lead u8 to 
agree with th8 propooed decirionr. 

1 him, hOUOVU, 8 qUiB8tiOn On One Of th8 Oaff'8 tL88U8ptiOM 
underlyi-4 the pro~e~tiorum for PY 1992. The 8taff as8ume8 that 
r&purchase8 will be made ill &ey fill due, "except that no 
pqment8 ar8 a88umd fro8 ma8ber8 in pr?otracted UTe8r8 that are 
not meeting paymuat8 a8 they fill due undef 8 F'und-monitored or 
right# l cCumhti0n (Or 8bilm) PPOgPu’. Could th0 8tdbff 
ahborate on the reasons jumtieikg this sosumption? 18 it not in 
contradiction to our requirememt that arrear8 arb 8tabilized once 
a country enter8 into a right8 accumulation program? In addition, 
what are the connections of thi8 assumption to, first; the net 
income to be accumlated, and, 8econd, to the SCA-2, which 8erves 
the purpose of protecting the Fund again& the uncertainties 
atmociatad with WrawingV uader rights accumulation programs? 
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Hr. zocMli,~de tha fomildag 8tatement: 

i Wi8h t0 jOiS thO80 rcrplportiry tb prOpo8ed deCi8iOIUJ 011 the 
plrcammt of the Atad'8 net i#?#rb for By 1991 to the Special 
&8ame t&8 rettw of a target amount of set ixmm8 for FY 1992 
8't s pitC8Sbt Of tb R-rrd'8 ZO801CPII. th0 88t8bli8hPsnt Of 
96.6 puuat of t& SDil fat&rut rate w tk mic r&to of cbaqo 
Irffeetivu May 1, 1999, and the coaclueion of,&8 reviaw of the 
SbQ inkrut rate with ao chaqa in tla+ method of calculation. 

l&ore i8 sot tllch to -at on rhs fir8t proporal, except ti, 
note the factthat&oTmtiacamebeiEq placed tithe Spatial 
ltuam Account uwld not be l U@blm for general distriWtioa. 
Am Table 6 of IMs/91/67 reforr on&y to the qgrogrte ge8erva8 u 
of Pdbmary 28, 199'. it ttotild be Wefti ta rrc&nb 8Oga updated 
iaforwtion from the staff ill to the breakdma botue8a Special aad 
Geaeral Rerorvu ud the rat&male for hputw targeted xiet 
iacm only to tha spacia1 Reumr. 

kr t0 tb8 8aCOllrb pleopord-th. 8attiiig Of 8 bet iMU tW&!bt 
of S percent of the had.8 re8om8 for FY 1992 in order to 
furthat increue precautbnary balancer~-it could be l rpd, aa 
Ilrt. ibbbott ta8 dono, that their level i8 8till low vi80r-vi8 the 
8iza of l rrur8 to the Rand and, therefore, tliat UL hcreue is 
needadthroughahigheraet Imcume. OntheoWrt9rirb. thernet 
incovb tarfget i8 lO8t 88XUitivcl to 1OV818 of the buia rate of 
chugs levied on debtor me&era of the RUN% Thir; already he& 
rata i8 8ubJect to ~furthor iaereue u a row&t of put dee&rions 
on precautionaq b818lW.8. It caa bo aqpd, thuafore, that 
ovwburdani~ porfoe debtor couatries in order to pmierve the 
firuncial 8oundn888 of the Rmd up sot only &by the prooeri of 
rogularftation but ultlwtely al80 contribute to further irrearo.. 
Ahigherrateofchaxgemay thw 8OntO tounderJae ttK’~‘8 
catalytic role aad the ch8ace8 of 8ueceq8ful adjwtWat,progrtars. 
Therefore, even tiltera pzwddace dictate8 h%gher ptU~tioMxy ,bal- 
eace8, the l lreedy lug8 burden placed on u8er8 of pund r88OurC8tr 
CaUtiOXW yl;riMt Wi2lg thO88 YIlu thrt irply 8 8fJJXlifiCUdy 
greater burden on those very cotuitrier. I Will come back to thirr 
point later. , . 

I would like now to comat'on the ratb of charge u a proport%oa 
of the SDR intereot a*. The present defiaition ha8 proven useful tp 
improve the degree of csrtaiaty of iacome projectiona. &I to the pro- 
portion proposed for FY 1992, that 18, 96.6 percent of the SDR interest 
rate, it lo clear'that a lower intere8t rate level requires, given the 
level of expenditute8, a hi&her proportion in or&r to achieve a pro- 
jected incope target. It 18 important to note, however, that, in the 
present circumstaaces of a relatively low intersot rate for the main 

:cu~~ency in the SDRbasket, the resulting proportion ends up being 
ummually high. A8 we have extearrively discussed Wing the sessions 
on the world'ecoxmnic outlook, the prospect-df a savings shortage' 
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points in the dir8Ctiw of hi&am fntOPO8t rate fevel8 in the firhue, 
which, together with the high proportioa of tbs SDB intere8t rate that 
ir be- propored, con8titute8 a raamumace with re8pect to reac#king 
the pr-e..ectad tYt iacao 1~~1. Thi8 8CMbUiO i8 WhOll;y Cm&tib%e 
With What bm trampfred in the recent put, when the R;md showed a 
great &al of cautfoa in thi8 regard. 

The f&et that payment3 of 8pecial charge8 due on overdue 
finmciilobriytioaraot covaredbythe burdm 8tiirrgpSckurLIl 
ware n8t con8idered in t&e proJ*ctiona for FY 199%. aud are not' 
canridered in * projoctioxu for gY 1992, conrtftuter an 
dditiorml raf8guard for the fulfillment of income projectioru. 
In thi8 connection, however, 1 would like to ukthe staff ifit 
ha8 aa 88thate of such flow8 ‘for FY 1992. 

~~J’c&u~~ow -r in vhich the 8taff 8iprOaCheO' the 8Ubj8Ct 
of ikome projectioua 8hotid not lead to a r;ftitumatic uaderesti- 

, utioa of aet iacm, which &tor prolpt8 long d%8CW8fOn# of the 
di8tribu&m of exce8888 la relation to qpaed aet imc0me targets. n 

In thi8 raw, w8 are p8rtiCti&tly 8urprired by the reque8t to 
recoti8ider the~retroactive reduction of the rate of charge on the 
~88 Of OPdiauy re8ource8 for & 1991, which 88-d u the b-18 
for the deei8ion adopted on the occa8ion of the ridterm revSew. 
ti’lu OthU8, we, too, PeftU8t8 our 8Upport for the prop0886 

deci8ioxi origitdly circulated and agreed on a lap88 of time 
bUi8. 

A8 the problu of 88ttfng the proper level of precautionary 
balance8 f8 di8thWt fPU tb f88U8 Of geahrC1 fiXUnCi8tg Of m 
operatfou8, thi8 chair look8 fonmrd to the 8aminar di8cwoion, 
errPi88@d in the curremtwork program, onburden sharing, keeping 
in mind that there18 ao room for further iaereue8 intheburden 
of renticing Rmd obPigationa by perfoming debtor countries. 

x.r8. Sirivedhia noted that actual net incopS for financirl yeti 199i 
had exceeded the tirgeted aao%mt by SDR 30 tillion.. That outcome had been 
due lUg8ly to the 8ettlement of deferred 8pecfal chargee, and she 'wished to 
expreu her appreciation to me&m8 that had N& courageous effort8 to 
settle their overdue obligatiotu, u well M to other mambers that had 
helped to m8ke those uttbmmt8 po8sible. She fully agreed that the rate.. 
of charge &ould be reduced retroactively in l ccorduce with the under- 
standing raachedby the&ardatthemidyearreview. She wished to reiter- 
ate the view of her chair that the understanding vu fully in accordance 
with the intund logic of the Rxnd'8 incomil arrangement. tireover, debtor 
countries had been 8houlderfng a heavy burden through higher charge8 than 
were warranted in order.to achieve the net income target, and, therefore, 
the reduction in charge8 wa8 appropriate. She had no objimti?n to placing 
SDR 70 million of the income to the Rad'8 Special Reserve. 
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With reupect. to the new net ifmme 'barge+, under normal circumstances 

the pruent totar precautionary brlancea of more than Sm 1.8 billion would 
already 8eu very large, Mm. Sirivedhin cemented. But in view of the 
lag8 exi8ting 8tock of arrear8 cad the puad88 huge pre8qnt and pro8pective 
lending program, 8he agmudwhh the target amount of net income of 
5 percent of ruem8 far FX 1992. 

Income projection8 were alway 8ubject to highly v;oriable factor8, 
including the SDR inmru8t rate, Nr8. Sirivedhin remarked. Setting the 
basic rate of charge u a proportioa of the SDR rate had helped minim&e 
variability in incam, and it rhould t?terefore be continued. thier that 
arruagmnt, the rata of charge for W 1992, ret at 96.6 per cent of the 
SIB intaut rate, or 7.34 percent, wu already rufficient to meet the net 
income target. In 8upportiag the propored rate of&arge set against a 
predetermined inC0i88 krg8t. she 8ugge8ted that any excess income in Fy 1992 
8hotid be wed, a8 had been the cue in FY 1991, to reduce the rate of 
charge retroactively, unle88 there were mitigating factors that required 
0th0Puf88. The proposed deci8ion8 were acceptable. 

Mr. Kabbaj 8aid that he had ao difficulty in l pporting the proposed 
deCi8iOfU. he agreed with the 8ta.ff.8 conc~wioa8 regarding the Rmd*s 
income po8ition for finaacial yure 1991 and 1992.. A8 to ZY 1991, he 
contiaued to adhere to the understanding reached in December 1990 on the 
occasion of the midterm review of the Fund's financial posieion, as there 
had been 1~0 new development8 th8t jwtified a new coux8e of action. There- 
fore, net ineu8 for FY 1991 in exce98 of the target amount of 5 percent of 
the had’8 reaerve8 mu8t be wed to reduce the retroactive rate of charge on 
the we of ordhmry reeoureee. 

Mr. Arorr ma& the following 8tatement: 

The financial year 1990-91 ha8 yielded actual net income that 
exceedn the net income target of SDR 70 million by SDR 31 dllion. 
TM8 8how8 that the method we adopted of fixing a rate of charge 
u a pdrcentage of the SDR interest rate has been wed prudently, 
and perhaps even conselrvatively, to produce net incomes consis- 
tently above the target. Thus we continue to play it cafe. Maybe 
safety first ie a good principle, especially in view of the 
unhappy developments regarding the arrearn situation. The only 
8M& and it i8 Sn iPport&Xlt SMg, 18 that W8 h4lVe to di8cuse tima 
and l g8in what to do with the excess income that 18 generated. 

The answer is simple and obviow: the &case income should 
be rioed to reduce the average rate of charge. Since the borrowing 
countries have paid a rate of charge higher than w- required to 
attain the net income target, ft la only reasonable and logical . 
that they should receive the benefit of a reduced rate of charge. 

A point that is oft8n rai8ed in tbie context ia,that, given 
the Fund's financial position, excess income should be used to 
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strengthen @e FUndee precautionary balance8. The mem8iare8 taken 
by the -'in recent yeara have gone a long way toward protecting 
the bkd'8 financial poeitioa. k the rtaff has pointed out on . 
page 11 of BBS/91/67, precautionary balance8 have incraarped not 
only in abrrolute amount8 but 8180 ia relation to tie level of 
credit outrtmding and overdue obligation8. Therefore: from a 
c-n 881198 point of view, aud fru the rtandpoint of prudeatial 
behavior, the Rmd ir doing pretty well. There are always rirk8 
in any 8ituation. but the general picture today 18 that aho8t all 
umber eountriu 888 tbo aeedto iuphment8ouz.d crdjWNnt 
policiu. The w88age ba8 bwa 8ent to them that mwroecoaomic 
l ddwtmnt and structural reform hold the by to l xtmxwl ' 
viability and owtafaed growth. In view of thio fact, there 
4bpeu8 to be little jwtifi;catioa for conitructing diruter 
scen8rioa. Ram the point of vbw of contiwency planning,,the 
exirti~ yardstick8 and nom8 are adequate. 

Given the fact that the rate of charge'coatirmes to be at 
hi8torically high levelo, any further increase in it will not be 
equitable. It would hurt--and hurt badly--those who need help. 
Therefore, I 8upport the 8taff'8 recommdation that the average 
rate of charge for FY 1991 be reduced fru 7.87 percent to 
7.65 percent. 

I would also like to take this occasion to draw the attention 
of the Board to a utter that has been dircwsed oa a numbis of 
occuion8. Put aimply, the poiat i8 that the tims has 'comei when 
seriow thou&t hu to be given to irpirrti% a degree of conce8- 
rionality to the rate of charge. We have to take into account the 
fact that FUhd conditionalitg ha8 been progre88ively made more 
stringent to enable member countrise to cope with the difficult 
problems they face. Streathened Fund conditionality should go 
hand in hand with leas onerow rates of charge. 

For countries wing yusd resource8, the broadar point is that 
the iogic of a cooperative institution requires‘that the insti- 
tution look after its memberohip in a way'that other mechanisms 

' and in8titution8 in the intarnational financial 8ystem cannot and 
will ,not do. This is not a plea to adopt a utopian approach to 
the practical problems facing the Fund membership. I sm suggest- 
ing that we re-examine the assumptions on which we conduct 
bwin888 today. In thi8 re8pect. it 18 important to recall the 
basic objectives, and perhap the ideals, that underlie an 
institution like the Fund, which now stands at the very center of 
the econoaic and financial turbulence sweeping over large 
populations and territories. Concessionality will promote 
economic sense and economic rationality. The cost of imparting 
concesaionality is comparatively small. The ban&fits far outwbigh 
the costs. It is perhaps an essential ingredient of the new world 
order. I support the proposed decisions. 



- 51 - iUtU/91/76 - 6/7/91 
. 

&. Wright r-&id that he had intmdad to 8&y very little about the 
hsu458 uadu di86W8ion. liouover,heuouldmke l fewcomumtcl onoome of 
the faUbr88ting idea8 that lb. Abbott bud raired. .Hb 8aw no case for . 
reopening the dircw8iaa of the rat* of charge for the prevlow financial 
yeU; 8aun&r8tu&iughadbeenruched,aadit8hould 8tutd. Hovev&r,he 
saw coasiderable force in wt. Abbott88 arguociat regardi= the proper we of 
8peCi81 charger. Theto 8oe~ed to be particular characteri8tic8 of opecEa1 
charger that mad8 it ixmmbeat on the Board to oxamino the we to which 
iacou fratbom CbU~O8VUp~t,ahd, a8 preview rpeaker8hadnoted, the 
Rmd would h8ve frllon uhort of tb art iacae target had it not been for 
pay-an- of 8pecial chugu, uhich~titutsdaomething of a windfall gain. 
HW8V8r, ha could al80 888 t$e attraction of winds 8vory opportuaity to 
mitfgata, where prudeatly po8ribl8, the fate of cbaq8, an irrw which 
concertbed wuyone. The prorent meeting vu not the appropriate time to . 
d58cUS8 thO8e f&K&m8l¶ ta1 i8nrer of prsnciple; but he agreed with Mr. Abbbtt 
that they rhould be corrsidered, and a poreiblo vehich for dOi% 80 wa8 the 
general review of 8pecial charge8 that wu to take place later in the year. 
Admittedly, the focum of that review vu r&&r different from wtmt WBB 
being propored by Hr. Abbott, but the i88w in que8tion was important and 
could very well be covered in the context of the general review. 

In dealing with all the i88w8 under di8CW8iOn. th0 Board'8 paraboPmt 
duty clearly vu to exerci88 prUdeace over the knd'8 fiaMkCi81 8tanding, 
Hr. Wright continwd. Thrt fact rai8.d the U&brlyfIkg qU88tfOa Of what was 
the required level of ramervea, both u the Rmd'r re8ource8 8nd activftie8 
grew aad a8 tbo l rrear8 rtrategy begaa to make some progrea8. For example, 
he wondered why the 5 percent growth target rshould have been left unchanged 
over 8uch long perlo&. The variow di8CW8iOw on the arrears problem had 
touched on that matter, but a paper focwing on the relevant technical 
188ue8 within the context of the Rand'8 financial 8tZucture night now be 
appropriate. 

In operational terma, the uncertainties to which he had alluded and the 
need to look again at 8pecial charge8 and the 1881~ of reserve l deqwcy 
8trO~&ly 8Ugg88t8d that the Board should not pr8mt the OUtCOW Of the 
discw8ion by allocating any l xce88 n8t income that might emuge by the time 
of the next year’8 midyear review, unle88 the df8CW8iOn to which he had 
referred had been concluded, Mr. Wright yemarked. In that connection, he 
did not agree with Mr8. Sirivedhin. 

The Executive Director8 agreed to continue their discussion in the 
afternoon. 
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The followhq deciaioam were, adopted by the Executive Betid wit&t 
'Wadag in &o pariod between EllE1/91/7S (6/3/91) and BlU4/91/76 (6/a/91). 

L 
5. a 9 

In rerpon88 to a rque8t from the Bulgucirn authoritie8 for 
tachnical u8i8taace in the fimal field, tbe Executive bard . 
approver &a proposal set forth in RBb/91/183 (6p4/91). 

Adopted June 6, 1991 

6. I . 

In rerpoa88 to a reqw8t - - - ftw the Haiti8n authoritie8 for 
technical usi~mco ia the fiscal field, the Rxecutive Board 
qptovs'8 the propo881 8et forth in EBD/91/17S (S/29/91). 

Adopted June 3, 1991 

7 . * 
. . 

In re8ponas to a requert from the Hun&i@& authorities for r- 
.tednical uri~tanca in the fiscal field, the Executive Board 
approves the proposal set forth la m/91/178 (5/31/9l). 

Wpted Junk S, 1991 

0; 

In reoponse to a requeot from the National Bank of Poland for 
techkal assistance in the central banking field, the Executive 
Board approves the proposal set forth in BBb/91/176 (5/29/91). 

," Adopted June 3, 1991 

The Executive Board approves the proposal to publieh, in the 
Occasional Paper series, a revioe'd version of the ritaff paper on 
,tha econOnic reform in Hungary since 1968 (M/89/203. 10/S/89), as 
set forth in EBD/91/169 (5/21/91). ' 

Adopted June >, 1991 ' 
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10. "ApfRovAL , 

The minutes of Executive Board Heetings 90/101 through 90/103 
are approved. . 

11. $KBcetTfoE 

Travel by gxecutive Direckora as set forth in EBAP/91/134 '(S/31/91) and 
W/91/136 (d/4/91) and by an Advisor to Executive Director as set forth in 
EBAP/91/134 (S/31/91) is approved. 

., 

12. 

Travel by the Managing Director as set forth ih EBAP/91/137 (6/S/91) is 
approved. 

,, 
APPROVED: December 4, 1991 

LEO VAN HOUTVEN 
Secretary 

I  

,  


