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1.  LIQUIDITY POSITION AND FINANCING NEEDS —~ RTVIEW

The Executive Directors considerad 4 staff paper reviewlag the Fund'sg
liquidity position and financing needs (EBS/87/66, 3/%/87).

My. Yamazaki said that the staff estimates of the Fund's ligquidity
position during the period through end-1988 seemed reasonable and broadly
appropriate although some of the assumptions on which such estimates were
based needed to be horne in mind. In particular, the future evolution of
the balance of paywents of indebted countries would be an important
element of uncertainty with respect to the adequacy cof the liquidity
position over the medium term.

The original purpose of the borrowing agreement with Japan, as stated
by Minister Miyazawa, was to facilitate a flexible response by the Fund
tce the special needs of developing countries that faced serious balance
cf paymente difficulties and financing requirements, Mr. Yamazaki recalled.
It was in the spirit of his Govermment's initiative to leave the options
for use of that arrangement as open as possible, within the provisions of
the agreement. Therefore, he was willing to endorse the staff suggestion
to initlate the use of the resources from Japan in financing purchases by
members of the Fund's ordinary resources, if such a proposal were supported
by a majority of the Board.

Mr. Ismael made the following statement:

. L agree with the staff's conclusion that the stock of ordi-
nary resources 1s fully adequate to meet projected demand in the
next two years, and that the stock of uncommitted resources would
be ample to finance the enlarged access policy through 1988. 1
also note that the change agreed in December 1986, from 1:1 to 1:2,
in the mix of ordinary resources and borrowed resources in financ-
ing purchases under the enlarged access policy would achieve i{ts
purpese of conserving ordinary resources. A cumulative amount of
SDR 0.6 billion of ordimary resources would be saved by the end of
1988.

While 1 share the concern about the adequacy of the Fund's
ordinary resour~es over the wmedium term, I cannot support the -
staff's suggesticn that the loan from Japan should be used in
financing a portion of purchases that would otherwise be financed
with ordinar; resources. Fivst of all, this proposed change 1in
our normal practice would constitute a fundamental shift in the
principle that regular operations of the Fund should be financed
with the Pund's own resources. This principle should not be com
promised even though the expected increase in the rate of charge
ariging from the proposed change would be quite small. Second,
the drain on ordinary resources resulting from the mismatching of
some purchases financed by borrowed resources {5 oanly a temporary
phenomenon which will be reversed in the coming years. The use of
ordinary resources for the purpose can be regarded as fulfilling
the role of temporary or bridging finance.
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I would like to express my disappointment.at the fact that.
the high l-vel of liquidity of the FPund and the phenomenon of
net repurchases by member countries are to a significant degree
due to the very stringent and conservative application of the
guidelines on access. Not only have access limits been reduced
in the last few years, hut in practice, actual access has fallen
far chort of these limits. In view of the Fund's present satis-
factory liquidity position and the continuing large external
imbalances among member countries, I would like to urge that the
guldelines on access be applied in a less restrictive manner for
members having genuine and urgent need for Fund resources. This
approach would also help with the recycling of additional
regsources provided to the Fund by surplus countries such as
Japan.

Finally, the review of the adequacy of the Fund's ordinary
reseurces over the medium term should take into account the
impending Ninth Quota Review. The need to conserve ordinary
resources, as has already been done by increasing the wix of
borrowed resources in financing purchases under the enlarged
access policy, should not detract from the necessity of a quota
increase as the world economy expands and uncertainties increase.

Mrs. Fllardo made the following statement:

Since our previous discussion of this topic in December
(EBM/86/197 and BEBM/86/198, 12/15/86), the Fund's liquidity posi-
tion has not changed much. It is the view of the staff that the
"Fund's liquidity may be judged satisfactory at present and for
the period immedistely ahead.”™ While I agree that it 1s 2 matter
of judgment as to whether or not the liquidity of the Fund 1is
adequate, a range of factors on the demand side as well as on the
supply side could have a significant tmpact on the availability of
usable rerources of the ingtitution, aud they should be carefully
assessed.

On the demand side, notwithstanding the revolving character
of Fund resources, the prolonged use of those resources by some
menbers and the accumulation of arreszrs at a rapid pace seem to
be indicative of changing circumstances. The discussion of the
world economic outlook and the staff papers on the debt strategy
confirm the receat performaance of the world economy and the bleak
prospects for the future, especially those conceraing developing
countries, the unprecedented nature of the debt crisis, and the
fatlure of the debt strategy to achleve its objectives. There-
fore, it seems appropriate to adapt the institution to these
changing circumstances and to devise imaginacive and innovative
mechanisas to try to make the use of Fund resources more flexible.
But on the contrary, the Pund has been granting access below the
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agreed limits and has made the use of these special factlities
more difficilt. An example is the increased conditionality for
drawings under the compensatory financing facility.

. As for the supply side; ideally, quotas should be suffi-
clently large to preserve the low financial cost and the guota
vase of Fund resources. Nevertheless, looking at the historical
pattern of the Fund's liquidity, it 1s clear that borrowed
-resources have been very significant as a suvplement to the
: Fund's ordinary resources. In part, this is because borrowing
by the Fund has served the useful purpose of recycling resources
from surplus countries, enabling the institution to play a more
adequate role in the international monetary system while helping
countries tc overcome their internal and external imbalances as
they move toward a more viable balance of payments and sustained
~growth. . In this respect, the staff is projecting that outstand-
ing Fund borrowing will decrease from its peak of SDR 14.7 bil-
“1ion in 1985 to SDR 11 billion through December 19828. It is
-also projected that adjusted and uncommitted usable ordinary
reésources will decline by SDR 4 billion to SDR 24.1 billion
‘through December 1988, SDR 2 billion of which will stem from the
uge of ordinary resources in the repayment of Fund borrowing.

In addition, it has been pointed out that even though a
-change in the mix of borrowed arnd ordinary resources was agreed
-at the time of the discussion of the Japanese agreemert, the
pronounced shift toward the use of ordinary resources could
- imply that through 1988 SDR 1 billion from the Saudi Arabian
Monetary Agency (SAMA) loan will remain untouched through 1988
and that only a modest part of the Japanese loan will be used.
In the meantime, the Fund will experience a growiug mismatch
between the maturity of its borrowings and repurchases financed
with these borrowings. Therefore, the staff could consider
.- several issues for the next discussion of the Fund's liquidity.
-: First, new mechanisms should be explored for making the use of

Fund resources more flexible in view of the increase in arrears
- to the imnstitution. Second, the future impact on the Fund's
liquidity of the reduction of borrowed resocurces should be
assessed. Third, it should be ascertained how fast the quota
- review can -be implemented. Fourth, the most efficieunt way to

* ..use borroved resources while pregerving the ruota Hase of the

Fund and without adversely affecting its financial charges must
be devised.

To conclude, since the staff paper indicates that the
decline in the Pund's stock of usable ordinary resources couid
be faster as-a result of a “weakening of the positions of mem-
‘bers whose currencles are presently ‘included in the operational
budget, unanticipated demands for Fund resources, or further
‘{ncreasee in arrears to the Fund,” the Board should be ready to
consider in a flexible manner how the Fund could improve i.s
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regource position and kelp members to overcome their internal
‘and external difficulties. The Fund's role in the affort to
promote adjustment and growth w/ll require, in our view, a con~
siderable injection of resources. Therefore, in case the above-
nentioned uncertainties materialize, the staff should indicate
alternative ways of strengthening the Fund's liquidity.

Mr. Pugmann stated that the Fund's liquidity position, with respect
to both ordinary and borrowed resources, had to be considered comfortable
- for :the period under discussion, namely, until the end of 1988 and even
-after taking account of the usual reservations adout the uncertainty in

. the' calculations.:a“

It was distvrbing that arrears to the Furd had reached such a leve!
thatﬂ;hey,could be considered to have a not unnegligible effect on the
Fund's liquidity, especially as there were indications that the situation
could deteriorate further. It was a positive developmen. thet use of the
Fund's resources on a commitment basis was increasing again, because it
wags a reflection, inter alfa, of the greater number of countries that
were prepured to try £0 1np1ement Fund-supported adjvatment programs.

Yet despite the greater nunber of Fund-supported programs, Mr. Fugmann
continued, net repayments to the Fund could be considered normal as they
reflected the revolving character of the Fund's resources. At the saue
time, the ongoing net repaymert from the poorest developing countries to
the Fund implied that the situation of those countries had become even
more difficult. Further financial assistance from the Fund to that group
of countries should primarily take the form of structural adjustment
arrangements; tnereby again . increasing the demand for the flow of other
resourcea. . :

In Decanben 1986, the Board had discussed several proposals for using
the resources lent to the Fund by Japan, Mr. Fugmann recalled. His chair
had expressed the view that those resources should be used consistently
with the Pund's policies on the use of quota~based resources. The staff
had reopened the issue of the deairability of using Japane-~< resources in
part as a substitute for ordinary resources, although without making a con-
crete proposal at .the present time. For his part, he saw no significant
new arguments to justify reconsideration of the earlier position of his
chair, namely, that borrowed resources should be use’ only in the context
of the enlarged acceds policy.

Mr. Jiang said that it was encouraging that the Fund's liquidity was
judged to be satisfactory not only for the preseat but also for the period
immediately .ahead.  Repurchasges wer: scheduled to reach a peak of
SDR 7.8 billion in 1987, compared with proected purchases of SDR 6.1 bil-
lion in the same periocd. Outstanding Pund credit woul! | thus decrease by
SDR 1.7 billion in 1987, and a further decrease of SDR 1.8 billiorn was
projected ir 1988. Borrowed resources had been augmented by SDR 3 billion
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;hrpughﬂtﬁh*borrowing agreement with Japan. Uncommitted borrowed resources
Jurrently toteled SDR 5.6 billlen, and uncommitted ordinary resovrces were
 cons1dered fully adequate to Moo projected d#mand through 1988.

That tosy picture of the Fund's liquidity poaition suggested that a
zxeartain relaxation of the restrictiveness on access to Fund resources
'i&ght be’ ‘Warranted and that the possibility of more flexible and imagina-
tive tise of Pund resourtes to ease the debt problem could be explored,
Mr. Jisng contimsed.  The recent experience of some larger debtor members
indfcated that the international community was facing a new, aggravating,
-awd dangerous phase of the debt crisis. The Fund should continue to play
its ‘central role, but Fuiid quotas had not. Kept pace Wiih the growth of
world trade and the role that the institition would have to play. The
temporarily sacisfactory ltquidity position in no way suggested that
efforts to obtain a substantial quota Iincrease in the forthcoming Ninth
Generdl Quota Review could be relaxed.

- 'With respect to the use of the resources borrowed from Japan,
Mr. Jiang said that he could agree with the staff that no proposals
needed to be considered at the present time. The use of the loan from
Japan in financing purchases of otrdinary resources should ue introduced
gradually and ‘be subject to periodic review by the Board. He was pleased
~‘to -lesrn that the effects of such use on charges were estimated to remain
“extre-ely snall.

Mr. de Forges pointed out that, for the time being, the Fund's
liquidity position seemed to be satisfactory, with uncommitted resources,
particularly ordinary ones, being at a fairly high level. Purthermore,

- ui¥less there were major changes in policy or in the world economic envi-
“'roament, ‘the Fund did not seem to be faced with major difficulties in the
foreseeable future. On the contrary, the available forecasts indicated
that for 1987 and 1988, as in 1986, there would be an important reduction
fn the net dse of Fund resources. In passing, he noted that his auchor-
ities had been surprised by the extent of the modification in the 1988
‘forecast compared with the figures presented in the world economic outlook.
An estimated increase in the use of Fund resources of SDR 0.9 billion in
tvo weeks' time was by no means insignificant. On the same practical
ground, he had been puzzled by the presentation in Table 2 of the staff
paper, showing expected financing under the structural adjustment facility
but without indicating the repayments to b: made on outstanding Trust
Fund loans.

This, Mr. de Forges contimued, favorable as the forecasts for the
Fund's Iiguidity might be, they nevertheless remained a source of deep
concern to his suthorities since they manifested a lasting withdrawal of
the Pund from its role, with all the consequences of such a development
for the credibllity and the effectiveneas of the Fund's assistance to its
rember countries.




EBM/87/57 = 3/30/87 -8~

In @a.sitvation in vhich the Pund's liquidity did not constitute s
, int. on its activities, the terms and conditions attached to use of
the Fund's‘rnsources were & gignificant factor in the demand for Fund
‘assistance, Mr. de Forges concluded. That was why his authorities con-
sidered:;hat the terms and conditions attached to use of Fund resources

8 important as their voluma. For those reasons, and for the reasons
rated at: the Bcard's previous discussion of the Fund's finan*

res,urcet for ordinary regources., However, should resources be provided
the. thd on concessional terna, -4t would become possible to give mem-—

] r untries more effective help in tackling the problems they faced--for
. exatiple;. a8 through the modification to the compensatory finamcing facility
proposed by Mre. Ploix during the Board's recent consideration of issues
relating to. thac facility. (BBM/87/36 and EBM/87/37, 3/3/87).

Mr. Ninatallah said that althoush the Fund 8 stock of adjusted,
usable ordinary rasources had recently declined somewhat, it was clear
from the. staff's explanation that the overall liquidity position remained
comfortable.. He had. also noted that in both 1987 and 1988, net credit
outstanding was projected to be lower, a development that he knew was
- viewed. with:concern by some.of his colleagues. It had to be recognized,
bouev%r, :ha: the. ptojected decline in credit outstanding was a natural
outcome of & cycle in ihe Fund's lending policies. ™he Fund had responded,
since 1982 to the increase in members' needs for Fund assistance in light
of the debt erisis in the developing countries and the recession in the
industrial countries. . S

eetmore, 1t was. necessary to look at the source of financing of
ontstanding Fund.credit, Mr. Nimatallah added. The Fund had had to borrow
to: finance. the enlarged access policy; the resources it had used following
the. debt. crisis in 1982 had not been only ordinary resources. With the
decliniag sense of crisis and the relatively improved international
climate, it appeared natural for the borrowed resources to return to the
Fund to be repaid to its creditors. That pattern was part of a normal
process of a return to quota~based lending. Therefore, in looking at the
trends in Fund credit outstanding, it would make better sense tn look
only: at outstanding use of the Fund's ordinary resources. It was clear
from Table 2 that net use of ordinary resources to finance drawings by
.uenbers wuuld actually increase: in 1988.

In general, over the past few years, average actual access under the
enlarged azcess policy had fallen, reflecting the temporarineses of the
exceptional needs of 1982 and 1983, Mr. Nimatallah observed. However,
the Pund continued to provide support to a broad range of the membership
and, in particular, contimued. to be able to help those members in greatest
need. 1In.fact, about 30. members characterized as having special needs
were projected to receive.positive net financing from the Fund during
toth 1987 and 1988. Furthermore, the projected reduction in outstanding
Fund credit financed by borrowed resources over the same two years would
be partially offset by resources disbursed under the structural adjustment
facility. More important, even if all those factors were ignored, he for
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one did not expect the Fund to continue to operate at an abmormal level
during the current relatively improved climate compared with that of 1982
and 1983. The important matter dt present was for the Fund to continue
to be ready to respond, with flexibility, to the needs of its members
under varioua and chunging circumstances.

On the utilization of the Japanese loan, Mr. Nimatallah reiterated
'his yigw~tha* the Fund would have more flexibility if it was enabled to
use part oI the loan to finance some purchases under Fund arrangements
that wo:id otherwise be financed totally by ordinary resour.es. He liked
the: fpproach ‘proposed by the staff of synchronizing such partial financing
f-om ‘the ‘Japanese loan with the magnitude of the mismatch so as not to
exceed a certain fraction of the average mismatch over coming years.
However, in case of an emergency, that guideline should be suspended, and
the available loan drawdowns should be used. He would like the staff to
look into that and other possible options for the next review of the
Fund's liquidity position.

It was important for the Board to set a high value on the potential
flextbility gained by approving such partial use of the Japanese loan, at
least on a temporary basis umtil the increase in quotas was made effective,
which might be three years away, Mr. Nimatallah rema.ked. After all, the
Board would review the matter regularly when it reviewed Fund liquidity
every six months, and it could reverse any decision it took whenever it
was necessary.

-As for the cost associated with using borrowed resources in combina-
.tion with: ordinary resources, Mr. Nimatallah commented, the staff had
estimated that there might be a negligible increase in the rate of charge,
perhaps of only one half of a basis point. For example, if the rate of
charge on use of ordinary resources was 7 percent, according to the staff,
it would become 7.005 percent. Given the potential gain to the Fund in
the flexibility it would acquire using the resources made available by
Japan, he wondered whether that factor made any difference, particularly
for members which had no access to any other sources of finance.

Finally, Mr. Nimatgllah said that he had noted that the selected

» ratios in Table 2 in the Appendix to EB£/87/56 continued to be satisfac~

tory from hieg authorities' poiut of view. He had also noted that overdue
payments to the Fund were beginning to be taken into consideration in the
calculation of some ratios.

Mr. Grosche said that he shared the view that the Pund's liquidity
position remained comfortable, although it was perhaps somewhat less
strong than indicated at the time of previous reviews. According to the
staff paper, prospects over the medium term had become more uncertain,
particularly with respect to the adequacy of the Fund's ordinary resources,
w#ich were expected to show a marked decline by the end of 1988. There
wzs a greater availability of borrowed resources because of the recently
cocacluded borrowing arrangement with Japan.
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- With more borrowed resources available and with the prospect of a
-,decllne 4n ordinary resources, it was only natural and prudent for the
staff to think of ways to.protect the Fund's ordinary resources,
Mr.-Grasche sddad. . But when it came to considering possible ways of
using the SDR 3 billion made available by Japan, the position he had
taken in December 1986 when the arrangement with Japan had been approved

ad:#6t ‘thangéd. ' Bis basic attitude remained that the Fund's resources
-ehoﬂlﬂ.coue in principal from quota subscriptions, and those quota-based
resources ‘should be used first, without of course depleting th2m to the
¢ extent that the Fund's. liquidity could be called into question. To be

- 'gure; there were posgible rigsks on the horizon, innluding not only poten—

tial larga requests for Pund agssistance but also possible delays in
Amplemsiiting the forthcoming quota review. For the time being, however,

- thete ‘appeared to be no immediate need for action to strengthen the

‘Fund's liquidity position. He therefore suggested adherence to the
apprdach taken in December 1986 with respect to the use of the loan from
Japan and regular reviews of the situation.

-However, 1if -Japan agreed, he would not object to part of its loan
~‘being used to offset directly the mismatch between the repayment of Fund
- ‘borrowing and repurchases, Mr. Grosche concluded. Should a drastic
~détetioration in the Fund'se liquidity position surface by the time of the
next liquidity review, contrary to present expectatioans, it would still
be possible to consider altérnative uses of the loan from Japan at that
time.

- Mrs Dallara said that the staff's projections did indeed show that
the -liquidity position;, currently . and for the foreseeable future, remained
- xatner comfortable in spite of the anticipated reduction over the coming
months in-available usable ordinary resources that was clearly due in
' ‘large part to .the mismatch of repavments of Fund borrowings and scheduled
repurchases. He appreciated Mr. Nimatallah's point that, in a sense, the
repayment to -the Fund's creditors was part of the natural evolution of
‘the ‘Fund's financtlal position: While the corollary of that evolution was
perhaps the phasing out of the enlarged access policy, it did not move in
step with the repayment of earlier borrowing, so that the mismatch effec~
tively becare something of a problem. The cooperative nature of the
financial relatfions of the Saudi Arabian Monetary Authority with the und
in recent years was greatly appreciated by his own authorities, as it
- was, he felt sure, by other members of the Board. He hoped that that
cooperative approach would lead to a willingness on the part of SAMA to
keep an cpen mind and perhaps consider further changes in the timetable
for ‘the :repayment of its outstanding loans to the Fund since that would
facilitate the effective management of the Fund's liquidity position
during the perfod ahead. :

: ‘FPor ‘his part, he centinmued to have an open mind concerning the
possibilfty of making flexible‘use of the loan from Japan, although not
bacause of -any real concern over the Pund’s available usable ordinary
resources, which struck him ae.being rather comfortable for the forsaeaeable
future, Mr. Dallara added. However, the fact remained that decisions on
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énlarged access were taken annually, and the future of the enlarged access
policy was not known. Therefore, 1f the Fund was to use the Japanese loan

feffectgvely, 1t:might need to do 80 outside the context of the enlarged
?access"pulicy. : :

A 1 hat being aaid ‘Mr. Dallara added, he continued to believe,

"like ‘Mr: ‘Grosche and others, that the Fund's quota-based resources should

be ‘the main wellspring of ‘the financial reésources with which it financed
its lending activitiés. His avthorities vere somewhat uncomfortable with
the“Fund "8-.continuéd ‘reliance -on borrowi-g throughout recent periods, a
reliadce"that had ceértainly been necessary ‘in the early 1980s, as

Mr. Nimatallsh had poidted: out, but that was no longer as clearly essen-
tial- as 1t onca had been. :

Pinally, Hr. Dallara recalled that his authorities had expressed the
desire, when the Board lad: discussed the loan from the Japanese Government
and in response to their own openness on the issue, that the Japanese
authorities ‘'should keep-opent the possibility of somewhat more flexible
terms :to ‘eriable thé Pund moré éffectively to me.:t the needs of some of
its mewbers, part1Cular1y those with protracted balance of payments

P‘rOblﬂms o i

Mr. Rimatallah stated that it would be very difficult for him to
convifice his' duthoritieés to consider extending the period of repayment of
the loan by SAMA 'to the Pund if the EBxecutive Board could not decide what
use should be made of the lodn from Japan. The Board had to decide first
how ‘to-make effective ard full use of -the Japarnese loan.

Mr. Dallara said that hé appreciated Mr. Nimatallah's point. At the
same time, it seemed to him that an indication by the Saudi Arabian
authorfities of their willingness to adjust further the repayment schedule
would in fact facilitate earlier use of the Japanese loan. As he under-
stood the staff's position, a factor pointing toward the relatively
minimal use of the Jupaneseé loan in the morths ahead was the need to draw
down theé loan from Saudi Arabia ‘in the context of the current agreement.

Mr. Rimatallah reiterated that with the current stdte of Fund
liquidity, and with 3DR 3 billfon from Japan lying unutilized. %e failed
to understand what'afgiment theére was fnr requesting him to approach his
authoritiés on the matter. The mismatch problem should not be a burden
for’ Saudi Arsbia; the birden should fall on the Fund and its members as
well. < o '

The Deputy Treasurer commented that the staff had argued for using
both the Jdpanése loan in lieu of ordinary resources and to finance the
mismatch, and for consideration to be given in due course by the Saudi
Arablan authorities to extend the payment dates, as they had been most
cooperdtivé in dotag in the past, all in the interest of preserving the
Fund's ordinary resourceés.: While both avenues viere substitutable, each
wonld help to conserve ordinary réserves and weat in the same direction.
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. Mt Salehkhou ‘made the fbllowing statement:

gThe £inancial position of the- Pund 1is projected to remain

4 quite comfortable through 1988 in spite of the staff's usual

congservative and prudent assumptions, including the adjustment

.+0f ithe stock of uncommitted. ordinary resources by a factor of 4,

:-Which contimues to be excessive. The present and prospective

. +. . iiquidity situation remains broadly in line with the projections
- and analysis reviewed by.the Board last December. These projec-
.-tioms contittue to psint, in particular, to the maintenance of a

large 8tock of usable resources, to substantial net repayments

-to:the ‘Fund; in spite of a slight increase in members' expected

total purchases, and to a further decline in the share of borrowed
resources in comparison with both outstanding Fund credit and

+-;total quotas.  ‘The new.loan from Japan would alsu eunsure that

no borrowing gap is likely before the ‘end of 1988.

f'Except for a. review of ‘some of the 1suues ‘raised by the use

Tofgthe loan from Japan,-the scope of the staff report 1s confined

.<to -the usual technical analysis of current and prouspective Fund

liquidity. Broader issues, however, are involved, and unless the
staff projections are analyzed in the context of th. overall

.- policies of the Fund, taking into account the implications of
- underlying assumptions on. the overall role of the Fund and on
- members' external. positions, it would be meaningless and perhaps

igisleading :to assess the adequacy of the Fund's liquidity.

Concern in this regard 1s highlighted by tane forthcoming regular
review of Fund quotas which will require a8 more qualitative

: analysis of the Fund'e financing needs.

A number of considerations need to be taken 1lnto account in

 ;today_s discussion. .

First, the‘sﬁzength of the Fund's liquidity normally indi-

-cates that the members are encountering little difficulty in

financing external imbalances. It is unfortunate to note that,
1. the.last three -years or. so, not only did the considerable

.- 1mprovement in Fund liquidity contrast with the severe constraints
;- experienced by a large portion of the membership in financing
.+« external -deficits, but. the liquidity improvement itself has been
.. ..achieved to some extent at the cost of sharply lower asslstance

to these members. The decline of such assistance has not been
linked to reduced demand or lower balance of payments needs by

-the membership; rather, it reflected a deliberate policy of reduc-
ing effective access and of sharply tightening conditionality.

- Second, the staff.paper has projerted that in 1987 and 1988,

about .50 members will make .net repurchases from the Fund, in

o amgunts vanging from less than. 25 percent to about 80 percent of
- their respective quotas. It would be helpful to learn from the

staff how many of these members would still need exceptional
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:financing in the form either of debr rescheduling or nonsponta-
_ neous new. borrowing, and how many of them are projected to imple-
ment FPund programas, or to continue to need such programs bul are
. assumed to be unable tc adopt one either because of domestic
constraints or the Fund's conditionality and sccess policies. I
-.wigh to note in this regard that while the experience of net
repayuents to the Fund appears to be consistent with the medium-
term character of the Fund's financing and with earlier resource
utilization trends, the global environment and the payments
.difficulties of the developing countries in the 1980s bear little
comparison to those of the previous three decades. Any reference
to earlier trends in the use of Fund resources to justify net
repurchases is in contradiction with the wide recognition that
the realities of the debt crisis in the 1980s are far from being
of a cyclical nature and that exceptional remedies are indeed
required to effectively deal with thenm.

Third, as I stated on earlier occasious, there appears tu

. be both inconsiatency and contradiction hetween the Fund's
policies on use of its resources and the management of its
liquidity. This is particularly true for the Fund's role in
implementing a coherent and effective debt strategy and in using
its own finsncizl assistance as a catalyst for needed external
flows toward members facing payments difficulties. Ineistence
.on net repayment to the Fund Ly those members still in need of
exceptional financing certainly undermines members' attempts to
secure a level of external financing commensurate with their
adjustment efforts. It algso leads to an increasing perception
among other creditors—-private and official alike, including the
World Bank-—that additional assistance is sought not so much to
help the members concerned, but mostly to secure repayment to
the Fund. Such a perception is damaging both to the credibility
and effectiveness of the Fund as well as to the ccncerned members
since the other creditors are already threatening to cut their
own financial coatributions sharply.

There also appears to be an inconsistency between the Fund's
call for more adequate terms In lending to the developing countries
and a policy of liquidity management that, in spite of a large
stock of uncommitted ordinary resources, coantinues tne recourse to
‘borrowed resources, thus unnecessarily increasing costs to users.

I am also concerned that the objzctive of saving ordinary
resources throuzh lower Fund assistance and through the higher
mixing ratio adopted last December is rather inopportune at a
time when the Board is to embark on the regular review of quotas.
Notuithstanding the low and declining ratios of Fund quotas to
world trade and to members' payments imbalances, the management
of the Fund's liquidity could wrongfully give the impression that
the Fund's resources are currently aand prospectively adequate to
deal with both systemic and members® difficulties.
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Finally, with respect to the use of the loan from Japan, I
-wwish to reiterate my appreciation to the Japanese authorities for
~heir initiative. However, my overall position is that unless
the objective is to restore more appropriate levels of effective
access under the ~nlarged access policy, new borrowing by the
Fund does not appear to be appropriate, especially in view of the
cost to users ani the availability of a large stock of uncom-
'mitted ordinary resources. Thi= position has not been altered
by the -gstaff's new estimates indicating that given current
interest rates, the effects of using the loan from Japan on the
rate ©of ordinary charge would be mi:imal. Thus, among the uses
suggested in the staff paper, whlle I could go along with a
utilization that could ease the problem of the maturity mismatch,
I do not support its use in lieu of ordinary resources.

Mr. Hassan made the following statement:

Like other Directors, 1 also note the main conclusion of the
staff paper, namely, that the Fund's liquidity position should
remain satisfactory at present and for the period immediately

ahead. Let me stress that this situation, which may suggest a
reduced demand for Fund resources, should not be taken to indicate
a decline in members' financial need. Rather, the comfortable
situation is a reflection of the unduly restrict’ve application of
accegs . limits and the gradual reduction in the Tund's financial
invelvement in support of adjustment polir~ies in many countries
in the last three years.

The apparent increase in projected new commitments in 1987
is mainly due to a shift of two large arrangements from end-1986
to early 1987, as stated by the staff. Current projections
indicate that repurchases will substantially exceed purchases in
1987 and 1988, resulting in an overall decline in outstanding
Fund credit in both years. As stated inm the staff paper, 50 mem
bers are projected to make net repurchases to the Fund in 1987,
with some of them making net repurchases of as much as 80 percent
of their respective quotas. Even if this reduction in outstand-
ing. Fund credit is consistent with past cycles, as claimed by
the staff, it is disturbing to note that many of _Lhose countries
projec-ed to make net repurchases are expected to do so when they
are still experiencing difficult economic and financial situa-
tions¢ In fact, some of these countries are presently fating
circumstanceg even more difficult than at the time when they made
purchases; this is particularly true for low-income countries.
For example, the distribution of purchases and repurchases by
region in Appendix Table 3 shows that in 1986 African couniries
repaid SDR 1.5 billion to the Fund while their drawings stood at
SDR 0.7 billion; again in 1987, repurchases were likely to be
more than twice purchases. Such a relatively large reflow of




resources from poor countries tce the Fund at a time when thevy
are facing excep’.ional hardship is alarming aud should lead .s
to question the current Fund policy on the use of its resocurces,
particularly in the case of low-income countries.

I note the staff's concern »bout the projected substantial
decline in the stouck of uncommitted usable ordinary resources
during the remaining period of 1987 and in 1988 owing to the
expected financing with ordinary resources of repayments of Fund
borrowing as a result of the mismatch problem. This temporary
projected decline in the stock of usable ordinary resources can
be gubstantially reduced by convincing the Saudi Arabian authori-
ties to accept a commensurite extension in the maturity 27 the
drawdowns under the loans from SAMA. 1t 1is encouraging to note
that the Saudi Arabian authorities have not ruled out the
poseibility but remain open to consider such an extension. I
would, therefore, urge that management pursue the matter with
SAMA at an appropriate time.

I do not agree with the staff suggestion to conserve
ordinary resources by utilizing the loan from Japan to finance a
portion of purchases that would otherwise be financed with
ordinary resources, for the reasons stated at the time of the
Board's discussion of ~he borrowing agreement with Japan last
December. The proportion of ordinary to borrowed resources in
financing purchases has already been reduced to a ratio of 1:2.
However, I am sti1ll of the view that the loan from Japan can con~
tribute substantially to the counservation of ordinary resources
if it is used to repay earlier borrowings. The staff has indi-
cated that such use will not be in vioclation of the agreement
with Japan.

In conclusion, thesprojected decline in the stock of usable
resources, despite the progressive compression of members' access
to Fund resources and the reduction in the proportion of ordinary
to borrowed resources in the financing of purchases, is a clear
wanifestation of the inadequacy of present quotas and the need
for a substantial quota increase during the forthcoming Ninth
Quota Review. This is a crucial point if the Fund ie to play its
role in supporting members' adjustment without excessive resort
to borrowing.

Mr. Nimatallah stated that asking the Saudi Arabian authorities to
extend the period of repayment would not solve the mismatch problem, which
was a perennial one. The timing of repurchases simply could not be syr:hro-
nized with the timing of repayments. It would be far better for the Fund
to use its avallable resources to deal with minor problems of mismarchivg.
The Fund had its own resourcas, SDR 3 billion from the Japanese Government,
and the balance of the loans from SAMA. The issue of the availability of
resources should not be confused with the mismatch issue:
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Mr. Lim said that his chair was happy to note once again that the
Fund's stock of uncommitted ordibary resources was considered to be fully
adequate to meet preolected demands through end-1988, and that the stock
of wmcomtdtted borrowed. resources, taking into account the new borrowiug
agreement with Japan, would be ample to finance the enlarged access policy
through 1353. He had also noted the concerns expressed by the staff
about the drain on ordinary resoucces resulting from the mismatch between
répurchases of thoge resources and maturities of borrowed resources.

It had occurred to him, Mr. Lim continued, to wonder whether the
staff's point that the estimated effects on charges of using the Japanese
loan in substitution for ordinary resources remained extremely small had
been made with the intention of implying a preference for shifting toward
greater reliance on borrowing as opposed to quotas in financing the Fund's
operations. It must be made clear that any effort to maximize use of the
loan from Japan should not be allowed to jeopardize the quota-based nature
of the Fund. If any serious mismatch was expected, a quota increase
shoul I be sought rather than attempts to expand the substitution of
ordinary resources with borrowed resources. Any unused borrowed resources
should serve as a reserve against unfsreseen contingencies.

It was only in December 1986, a bare three months ago, that the
Executive Board had agreed to a change in the mix of ordinary and borrowed
resources in financing purchases under the policy on enlarged access,

Mr. Lim recalled. Giwven the projected liquidity position of the Fund,
there was as yet no need to go beyond that change in the mix.

Mr. Foot said that the staff paper made it clear that forces were at
work that would tightem the financial position over the coming 18 months
or so. .As always; . nancing needs in the months ahead would need to be
examined in light of the uncertainties itemized in the staff paper.

On the loan from Japan, Mr. Foot said that his authorities remained
witling, as mectioned dwuring the Board's discussiomn in December 1986, to
give further consideration to using part of the loan in substitution for
ordinary resources if that proved necessary and 1f there was a consensus
in that direction. Nothing had been said during the discussion to indi~
cate that that comsensus was emerging. Therefore, while he would like to
see guidelines along the lines suggested on pages 16 and 17 of EBS/87/56,
it was probably premature to ask for preparatory work in that respect ac
the present time.

As for the priority that should be attached to the use of borrowed
resources, Mr. Foot continued, he endorsed the intention of the staff, as
stated on page 13, to give primary emphasis to drawdowns on the SAMA
 eredit lines in the peri,d shead. Mr. Nimgtallah's point with raspect to
the extension of the drawdown period of the SAMA loans was valid. He was
more concerned sbout average rather than marginal costs, despite the fact
that most economists Look decisiomns at the margin.
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Finally, Mr. Foot said that he remained as concerned as evear about
the inexoradly rising arrears. It was clear from the paragraph on overdue
obligntions on page 5 of the staff paper that current overdue obligations,
together with the forthcoming overdue obligations of members currently in
arrears, represented in total am amount egual to about 19 paercent of the
Fund's stock of adjusted usable orcimary resources, a very high figure
iadeed.

Mr. Kyriagidis remarked that despfte the uncertainties mentioned in
the staff puaper, and given the demand for Pund resources until the end of
1988, the liquidiity pogition seemed to be satisfactory.

.34 his mn- had pointed out during the discussien in December of
the ligquidity position and the Japanese loan, it had not been convincingly
demonétrated that it was efther necessary or iu thc best intereats of the
Fund to change the pructice with respect to the use of ordinary resources.
The Fund was an: intergovernmental fastitution, based on quotas, and any
shortage of vrdluary resources should be analyzed within that framework.
Furthermbre, the proper forutm to consider such problems, if they existed,
was the Committee of the Whole on the Ninth Gemeral Review of Quotas. 1In
1ighr of the-overall satisfactory liquidity position in the period ahead,
any change in the quots~based character of the Fund should be scrutinized
and thoroughly discussed in the context of the quota review. The loan
from Jepan stould be used in the coming period only to finance enlarged
access, as decided by the Emeeutive Board in December 1986.

Kr. Vasudevan na&e the ﬁunouing statement:

It 18 clear fr:ul the staff paper that the Fund's liquidity
position, both at the present time and in prospect, remains rela-
‘tively comfortable. Projected commitments in 1987 are higher—by
SPR 1.4 billion—than was projected in the last liquidity review,
mainly because of the shift of two large arrangements from
end~1386 to early 1987,  Purchases of ordinary resources in 1987
undéer arrangements are, however, expected to be lower than in
1986, which is out of line with the nature of the balance of
paymbuty- problists that developing countries have been facing
since early 1986.  Purchases of ordinary resources under the
compensatory financing facility in 1987 are likely to be higher,
at SR 2 billtom, thsn in the precedfng year, when they were
SPR 0.6 billfpn. This incresse is understandable in view of the
decline inm primsry commodity prices amd the detveriorating terms
of trade of many developing countries. But considering the
-magnitude of This detertoration, we are not sure how far the
projected mmry financing purchases have been limited by
exiaring access Mts on use uf that: spaeial facility.

Repurchases of otdimy pwehms wou&d peak in 1987, wirh
the vesulr thst net use of ordinary resources by members would
in Fact be a negitive sum of SDR 0.7 billion. At the same time,
it ¥8 expécted rimt ‘the Fund witl use oxrdinary resources to the
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extent of SR 1.2 billion to repay locans undertaken to filnance
the eclarged access policy and supplementary financing. For
that reason, and because of larger uvae of reserve tranche posi-
ticns, net use of ordinmary rasources will be about SDR 1.5 bil-
lion. However, as the ataff has noted, {t is possible that
resexrve tran~he purchzses may not be as high as estimated, and
actual net use of ordinary resources could be much less than
currently estimated.

We are concerned at the rise in purchases fisanced with
borrowed resources. They will amount, in 1987, to SDR 2.2 biil-
lioo or more than twice the amount of such purchases in 1986.

Of the total amount, SDR 0.4 billion is om account of the change
in the mix of borrowed and ordinary resources in financing pur-
chages wader the enlarged access policy. The sataff considers the
impact of the chaoge in mix as reflecting the conservation of
ordinary rescurces of an equivalent amount. While thigs 1s the
statistical result, we do not consider that the change in the

uix of resources is warranted as yet by the liquidity position.

We have noted that repayments of loans by the Fund will have
to be financed by ordinary resources because of the mismatch of
the maturities of Pund borrowing and related repurchases. This
point wae made in the last review, as well as at the time of our
consideration of the extension of the drawdown period of the
loans from SAMA. At the latter meeting, it was argued that SaMA
could not extend the maturity of the drawdowns in the loan
extension periods mainly because the Saudi Arabian economy has
been gravely affected by the low price of oil. Since then,
howewrr, 0il prices have impraoved comsiderably. We agree with
the staff that it should pursve the matter with SAMA, if it finds
that the present reboumd in oil prices is likely to continue.

We found the section in the atzff paper on lssues relating
to the managment of the Fund's liquidity in the context of the

Japanese loan to the Pund to be of great interest. The "mismatch™

problem 18 cited as a good reason for evolving approaches that
conserve the use of ordinary resources. On page 16, the staff
points out that the cumulative mismatch could rise to some

SDR 5.5 billion by end—1989, and the average annual mismatch will
be around SBR 2.5 billion during 1986-95. The mismatch problem
suggests the need for ifncreasing quotas at an early date.
However, the staff did not provide any arguments for ralsing the
size of quotas as a fundamental solution to the problem. As we
see it from Table 1 of the Appendix, the migsmatch does not
appear to create a iiquidity problem till end-1988, the period
up to which the staff can project the likely magnitudes of

commi tments, purchases, and repurchases. In the clrcumstances,
it is not clear eivher how the mismatch would itself provide a
basis for the staff proposal that some utilization of the loan
from Japan would conserve ordinary resources, or how the staff
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can argwee that its proposal will be “consistent with the quota-
based nature of the Pund.” The proposal is not viable unless {t
can be proved, with figures, that future commitments and likely
purchasea or repurchases are such that there will be a serious
liguidity crunch unless the preseat stock of ordinary resocurces
is supported by borrowed resources. This 1s a difficult exercise
and, we suspect, cannot be undertake: without making an assump-
tion that there will be no incresse in quotas under the Ninth
General Review, even five years after the last quota increase.

The staff algo argues that use of the lcan from Japan in
substitution for ordinary resources should raise charges on
ordinary resources only moderately. This, however, may not be
troe, for the preseut level of rates of interest need not hold.
In any case, an attempt should be made to provide ordinary
resources at concessional rates, since the objective is to
encouy age wembers to approach the FPund at an early stage of
their bdzlance of payments difficulties. We favor the enhance-
ment of quotas because the Fund's lending activity should be
based on quotas rather than oo borrowed resources.

Finally, the review should have raised the question whether,
in 1987, it would be necessary to maintain the changed mix of
resources in financing purchases under the enlarged access policy
that came into effect in December 1986, since the mismatch is not
serious in the carrent year, and since the liquidity position is
comfortable. We consider that this question should be addressed
every time the Pund liquidity position is reviewed, as indicated
in the Chairman's summing up on December 19, 1986. We would urge
that beginning with the next review, the question of the mix in
reapect of the finrancing of purchases under the enlarged access
policy should be considered in the context of the Fund's liquid-

ity position.

Mr. Santos remarked that like previous speakers, he had noted from
the staff paper that thc Pund's liquidity position would remain satis-
factory through 1983. 1Indeed, according to the projections, the stock
-of wncommitted usable resources-—ordinary and borrowed--while declining
somewhat at the ead of 1988 would be fully adequate to meet projected
demsnds through the end of that year. However, he shared the staff's
view that the medium-term outlook was not so reassuring, given the
wncertainties surrownding the world economy and the likely substantial
external fimancing nceds of many developing countries in the near future.

In that coutext, Mr. Santos added, while borrowed resources could
be a useful supplement to ordinary resources, the Fund should remain
quota based. It was therefore aporopriate for the Fund to accelerate
the quota review process in order to increage its available ordinary
resources.



With respect to the suggestions put forward by the sta
of EBS/87/56 relating to the use of the loan from Japan, Mr. Santoa
reiterated the poeition of his chair as stated during the discussion in

Becember on the subject of dorrowing by the Fund from Japan and the
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a substitute for oruinary resources in fipancing purchases under members
srrangements with the Pund. ¥Hig chair continued to believe that those
additional resources should be used to supplement the Fund's borrowed
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countries. In that context, and as stated by Mr. Ismael :nd other
Directors, it would also be appropriate to introduce some flexibility
into the policy on access to the Fund's resources.

Mr. McCormack said that he concurred with the staff assessment that
the Pund's present and immediately foreseeable liquidity position was
satisfactory. However, general uncertainties in the current economic
enviromsent suggested a continued prudent apprcach to the use of Fuand
resources. The adjustment to the stock of usable currencies by a factor
of one quarter seemed appropriale. While he recognized the difficulty of
predicting the demand for use of Fund resources, an obvious element
affecting the anpply of those rescurces at present and in the future was
the high incidence of overdue obligations to the Fund. A further buildup
of arrearas would clearly have an impact on the stock of usable currencles
and affect the staff's assesswment of the inflow of net repurchases being
of fset by repayments of Pund borrowing.

The ataff's proposed approach to utilizationm of the SAMA borrowing
agreement and the Japsnese loan seemed to be in k~eping with the decision
of the Board in December, particularly in view of the reservations of his
chair at that time concerning use of borrowed funds as a substitute for
ordinary resources, Mr. McCormack concluded. However, the problem of
aismatching of maturities of borrowed funds and repurchases did give rise
to concern. The matter called for further review in the hope of finding
an acceptable solution, and he encouraged the staff to examine alterna-
tives for consideration by the Board.

Mr. Alhaimus said that he shared the view of previous speakers that
the Fund's liquidity position was comfortsble and likely to remain so ir
the foreseeable future. Attention had been drawn durinmg the discussion
to the trend of negative net credit to member countries. Of course, that
trend was partly cyclical but {r also reflected counstraints on access to
the Pund’s resources, signifying that the financing prospects for amany
weaker countries wuld remsia difficult, {f such a net transfer of
resources from those countries comtinued. '

On the suggestion to make use of the Japanese loan to finance draw-
ings normally financed by ordinary resources, Mr. Alhaimus noted that
aithough the likely impact on charges was small, he shared some of the
doubts that have been expressed on that option and he therefore saw no
strong financial reasons for such a procedure In the present circumatances.



- a1 - EEMIBTSST - e

¥z. Bompedales nade the following statement:

The Fond's liquidity, according co the staff paper, contln-
wes to be broadly adequate i{n terms of present access policies.
But our sccess policies sre not adequate. They are, possibly,
sven more restrictive than they need to be in the light of our
limited rescurces. We ramain couvinced that in the prevefling
adverse glodal economic environment, given the magnitude of the
finincing regquired, the resources the Pund can provide--including
borrovad rescurces~~hawe fallen far short of vhat (3 needeC, a
conclusion drawn by the staff on page 13 of its paper ou External
Adjustmsnt, Pinmancing and Growth--Issues in Conditionslity
(EBS/87/48, 3/2/87). 1a other words, the mix between adjustme ¢
and fissace has not been optimal in the context of the progres
sively deteriorating international economic enviromsent as well
as the fact that many of cur members have had dffficulties in
maintaining externsl viability and have been forced to pursue
polictes which are having a deflationary impact on the world
economy.

The staff suggests that while the near-term liquidity
position is satisfactory in terms of present access policies,
progpects over the mediuw-cerm, and particularly the adequacy of
the Nund’s Wwldings of ordinary rescurces, are considerably more
ancertain. Their coacern steas from the continued difficulties
that some of the membership is experiencing in balance of pay-
ments and reserve pnsitions. The optimal response implied by
this c¢onclusion {s a heightened level of Pund activity; but an
orerall decline fa Fund credit ocutstaunding is projected for 1987
‘and 1988, as well as a large scale repayment of credit lines
that will reduce the proportion of Pund credit financed with
borrowed resources to levels lower tham at any time since the
19708. Clearly, it seems that the Fund must be endowed with
additional resources of Its own to discharge its obligations and
returh to an effective quota-based iastitution.

in the Intevim, ordiuary resources are being conserved
through the change in the aix of ordinary and borrowed resourcc:
in financing purchases under the en’irged access policy. Yet
the drain on these resources continues as a result of the use of
these resources in repsyment of loans used to finance purchases
of horrowed resources under the enlarged access policy. The
staff projects that this mismatch will, on average, approximate
SDR 2.5 billiom a year during the 1l0-year pertiod 1986—95. This
eill represent 2 sustained comaitment of ordinary resources in
the fisancing of the enlarged access policy.

Yor this resson, and in the context of the modest ilmpact (¢
will have oun ordinary charges, we can support coansideration of a
gradual utilization of the loasm from Japsm in substitution for
ordinary resocurces. We note, however, that the staff indicates

-
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that this fnitiacive will resull in a relatively limited reversal
in the vee of ordinary resources in financing enlarged access.
We wonder vhethar the staff could provide us with fira estimates
of the impact of different levels of use of the Japanese loan on
the average azmaal mismatch that has deeu projected. The adop-
tion of operatiog guidelives, including limits on use and proce-
duxr-s for review of ordinmary charges, to avoeid any implication
of & shift toward reliasnmce on dorruwing as opposed to quotas in
finsncing the Fund's operations should also be considered during
the reviaw Ly the Board.

The Deputy Treesurer eaid that the differences between the estimates
in the staff paper on the review of the Fund's liquidity and financing
neads sand those in the papers prepared for the world economic outlook
were essentislly differences of timing. The data om the world economic
outlook, which had been compiled earlier, would be brought up to date for
purposes of publication, and the two sets of figures would be made
consistent.

The staff believed that most of the 50 countries that were expected
to saks uet repurchases in 1987 and 1988 were subject to considerable
balance of psymeats difficulties and potentially to debt rescheduling,
the Deputy Tressurer said. Although most »f them were in strained finan-
cial situations, novr all of them were, and the staff had perhaps been
pessimistic in describing their net repurchase situation Iin 1988. The
wacertaianty of the dats for that year should be underscored. Although it
was not koown which of those countries would seek Pund assistance, some
had alzeady indicated their intsution to do so and no doubt the estimates
of use of Fund rescurces by those countries would rise in the course of
the two yesra alesd. The use by some countries of the structural adjuat-
ment facility, which was not reflected in the liquidity estimates presentad
to the Board, would also affect the overall situation. If the guidelines
on the operstion of that faecility were observed, there would be two more
years of disbursements wader the tem existing structural adjustment
arzangemeats, which would more than double the amount of resources made
available 50 far under the fscility. Based on that tentative estimate,
the overall financing provided by the Fund--aside from ordimary resources--
would be alteread substsntially.

In zesponse to & remark by Mr. Lim that he hoped that the Japansese
loan was not sn indicstion of a shift towsrd further uee of borrowed
resources, the Deputy Treasurer amphasised that the staff worked on the
assumption, often repested by the Executive Board, that the Fund's financ-
ing was & quota-based system. It was true that the Japacese loan had
besn extended ov relatively inexpensive terme; it was also regarded as a
major contiogency element in financing the Fund fn the event there - 1s a
sudden deterioration in the Fumd's liguidity position. Those tams were
a reflection of Japan's cooperatios with the Fund. In no way could the
loan agreesent with Japan be interpreted ss 2 shift in policy away from
the nse of qoots~based resqurces toward borrowing over the longer temm.
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As the staff huad indicated in its previous papers, the mix of bor-
rowed and ordiuary resources would continue to be kepr under review, the -
Deputy Treasurer concluded. Becsuse of the change in the mix ip December,
there had been no reason to take up the watter in the paper now before
the Board, as there had “een no fundamental changes in the situation.

The Acting Chairmen noted that in respouding to the question posed
uirectly to them in the staff paper, most Directors, while reiterating
their great sppreciation to the Japenese authorities for the loan to the
Fuad, had felt that there was not adequate jJustification at the present
time for subetituting resouruws obtained under that loan for the Fund's
ordisary resources. The matter could however be reconsidered in future
liquidity reviews.

The Bxecutive Directors concluded for the time being their review of
the Fund's liquidity positiop and financing needs.

DECISIONS TAKEN SINCE PREVIOUS BOARD MEETING

The following decisions were adopted by the Executive Board without
meeting ip the period between EBM/B7/56 (3/27/87) and EBM/87/57 (3/30/87).

2. NINTH GENERAL EEVIEW OF QUOTAS - ESTABLISHMENT OF COMMITTEE
OF THE WHOLE

In accordance with Rule D-3 of the Fund's Rules and Regula-
tiong, a Comxittee of the Whole for the Ninth General Review of
Quotas with the Managing Director as Chajrman is hereby estab-
lished. Committee cetion shall not be binding on the Executive
Board. Mioutes of meetings shall be prepared and circulated for
approval of Committee members. (EBD/87/85, 3/20/87)

Adopted March 27, 1987

3. ADMIRISTRATIVE BUDGET POR FY 1987 - SUPPLEMENTARY APPROPRIATION
AND TRARSTER OF APFROFRIATIONS

The Executive Board approves the supplementary appropriation
and transfer of appropriations between categories of expenses {n
the Administrative Budgat for FY 1987 as set forth in the memoran-—
dum sttached to EBAP/B7/66 (3/24/87).

Adopted March 27, 1987
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4. ELECUTIVE 30ARD TRAVEL

Travel by an Erecutive Director as set forth in EBAP/B7/67 (3,/28/87
is approved.

APPROVED: October 30, 1987

LEQ VAN BOUTVEN
Becretary



