
NOT FOR PUBLIC USE 

INTERNATIONAL MONETABY FUND 

Minutes  o f  Eicecut ive Board Meet ing 83/39 

3:OO p . m . ,  Februa ry  25, 1983 

J. de  L a r o s i s r e ,  Chairman 
W *  B. Dale, Deputy Plauaging D i r e c t o r  

Execu t ive  D i r e c t o r s  

4. A l f i d j n  

6. de Maulde 

EL D, Erb 

R. K. Joyce 

J. J. Polak 
A. R. G. Prowse 
G. Salehkhou 
F. Sanga re  

Zhang Z .  

P 

Alternate E x e c u t i v e  Di.rec t o r  s 

w .  B. Tsh i sh imbi  
C .  T a y l o r  
H. G. S c h n e i d e r  

J. D e l g a d i l l o ,  Temporary 
J. C. Williams, Temporary 
T .  Alhaimus 

Jaafar  A .  
Y. Okubo, Temporary 
D. I. S. Shaw, Temporary 
H .  Arias, 'Temporary 
G.  Grosche 

S. K. A b i a d ,  Temporary 

A. S o  Jayawardena 
S E l -Khaur i  , Tempo r ar y 

K. G.  M o r r e l l  
0. Kabba j 
E .  I .  M. Mtei 
E. P o r t a s ,  Temporary 
L. V i d v e i  
Wang E.  

' J. bl .  Lang, Jr., A c t i n g  Sec re t a ry  
J. C. Cocr ,  k s i s t . 3 n t  

1 1) P h i l i p p i n e s  - Stand-By Arrangement ,  and Purchase  
Transaction - Compensa tory  Financing Facility . . . . . . Page 3 

2. L l b c r i a  - 1982 A r t i c l e  I V  C o n s u l t a t i o n ,  and 
Review Under Stand;-By Arrangement . . . . . . . . . . . Page 14 

3. Mali - Stand-By Arrangement - Mid-Term Review . . . . . . Page 29 
4 .  Eigh th  G e n r r 3 . l  Review of Quotas - Repor t  znd 

Proposed R e s o l u t i o n  . . . . . . . . . . . . . . . . . . . Page 3 7  





,4lso P r e s e n t  
B. Legarda,  C o n s u l t a n t .  A f r i c a n  Depar tment :  J. 8. Z u l u ,  D i r e c t o r ;  
0. B. Makalou, Deputy D i r e c t o r ;  A. G. A.  F a r i a ,  C. A. F r a n s o i s ,  
E .  S a c e r d o t i ,  M. S i d i b e ,  D. E. Syvrud ,  N .  E.  Weerasinghe,  A. C. Woodward. 
Asian Department:  H. N e i s s ,  Dep i l ty  D i r e c r o r ;  C. M. Browne, S. P. 0. Itam, 
A .  N. Mansur, M. R .  P. S a l g a d o ,  D.  A. S c o t t .  C e n t r a l  Banking Department:  
5. P. Leite. Exchange and Trade R e l a t i o n s  Department:  M. G u i t i a n ,  
S .  Kanesa-Thasan, J. P. L ipsky .  E x t e r n a l  R e l a t i o n s  Department:  
C. P. Newman. F i s c a l  A f f a i r s  Department:  P, S. Heller, G. A. Mackenzie ,  
0 .  Pettersen. Legal  Department:  G. P.  N i c o l e t o p o u l o s  , D i r e c t o r ;  
Ph. tachman,  J .  M. Ogoola. Research  Department:  G .  I. Brown, K.-Y. Chu, 
N .  M. K a i b n i ,  B. R .  H, S. Rajcoomar.  T r e a s u r e r ' s  Department:  
W. 0. Habermeier ,  Counse l lo r  .:nd T r e a s u r e r ;  D. Williams, Deputy T r e a s u r e r ;  
M .  N .  Bhuiyan. Bureau o f  S t a t i s t i c s :  C. A. P a t e l .  P e r s o n a l  A s s i s t a n t  
t o  t h e  Managing D i r e c t o r :  N. Carter. Advisors  t o  Executive D i r e c t o r s :  
E .  A. A j a y i ,  C .  J. Bat l iwal la ,  P. Kohner t ,  &-S. Lee, P. Pgterfalvy. 
Ass is tan ts  t o  E x e c u t i v e  D i r e c t o r s :  R ,  Be rna rdo ,  J. Bul loch ,  M. Camara, 
T. A .  COnnors, R. J. 3. C o s t a ,  M. K. D i a l l o ,  C. Flamant ,  I. F r i d r i k s s o n ,  
J. M. Jones ,  M e  3 .  Kooymans, W .  Moerke, V. K. S.  Nair, J. K. Or leans-Lindsay ,  
J. Reddy, J. S c h u i j e r ,  D. I .  S. Shaw, P. 3. Tjokronegoro ,  M .  Toro.  



1. PHILIPPINES - STAND-BY A R M N G L E N T ,  MID PURCHASE TRANSACTION - 
- --.- COMP ENS ATORY F 1 N ANC I NG F A 6  I L ITY ---_ 

The E x e c u t i v e  D i r e c j o r s  r e s u r d  t h e i r  c o n s i d e r a t i o n  from t h e  previous 
meet ing  (FBM/83/38, 2/25/03)  of a r e q u e s t  by the T h i i i p p i n e s  f o r  a one-year 
s t a n d - h y  arrangement  e q u i v a l e n t  t o  SDR 315 m i l l i o n  (EBS/83 /24 ,  L/31/83), 
t o g e t h e r  w i t h  a r e q u e s t  f o r  a purchase  e q u i v a l e n t  t o  SDR 188.S5 niilLion 
under t h e  compensatory ftnancing f a c i l i t y  (EBS/83/29, 2/3/83;  and Sup,  I 
2/23/83}. 

The s t a f f  r e p r e s e n t a t i v e  from t h e  A s i a n  Depzrtment ,  c o n t i n u i n g  his 
r e s p o n s e  t o  D i r e c t o r s '  q u e s t i o n s ,  s t a t e d  t h a t  t h e  P h i l i p p i n e  a u t h o r i t i e s  
had i n d i c a t e d  t o  t h e  s t a f f  t h a t  t h e  impor t  s u r c h a r g e  had been imposed 
p u r e l y  as a temporary measure;  i n  due c o u r s e ,  i t  would be r e p l a c e d  by more 
a p p r o p r i a t e  taxes. The s t a f f  would have p r e f e r r e d  a domest ic  tax, b u t  t h e  
a u t h o r i t i e s  b e l i e v e d  t h a t  t h e  low p r o f i t a b i l i t y  o f  e n t e r p r i s e s  and t h e  
need t o  encourage p r o d u c t i o n  and consumption sugges ted  t h a t  t h e  time was 
n o t  a p p r o p r i a t e  f o r  domest ic  taxes- The t a x  had been imposed a t  3 per 
c e n t ,  r a t h e r  t han  t h e  I p e r  c e n t  d i s c u s s e d  w i t h  t h e  s t a f € ;  t h e r e f o r e ,  i t  
had g e n e r a t e d  more r e v e n u e s  t h a n  e n v i s a g e d  i n  che program. 

The s u g g e s t i o n  had been made t h a t  t h e  i m p o s i t i o n  of such  a tax was 
conLrary tu t h e '  s p i r i t  of i m p o r t  1 i h e r a l l . z a t i . o n  and t a r i f f  r e d u c t i o n s  that  
t h e  a u t h o r i t i e s  s o u g h t ,  t h e  s t a f f  r e p r e s e n t a t i v e  cont inued .  However, 
n o t w i t h s t a n d i n g  t h e  a d v e r s e  e x t e r n a l .  envi ronment  t h e  a u t h o r i t i e s  were 
cont i .nuing t o  liberalize i m p o r t s  and t o  reduce  t a r i f f s ;  d e s p i t e  t h e  import  
s u r c h a r g e ,  t h e  o v e r a l l  r e s u l t  would be lower  e f f e c t i v e  p r o t e c t i o n  fo r  
d o m e s t i c  i n d u s t r y  t h a n  had been t h e  c a s e  ex a n t e .  I n  a d d i r i o n ,  t h e r e  was 
a l s o  a p r o p s a l  t o  r e a l i g n  i n d i r e c t  t a x e s  i n  t h e  c o n t e x t  of a Wor1.d Bank 
s t r u c t u r a l .  ad jus tmen% l o a n .  A t  p r e s e n t ,  t h e  i n d i r e c t  t a x  s y s  tem r e s u l t e d  
i n  h i g h e r  ra?es or1 impor ted  goods t h a n  on d o m e s t i c  goods .  A s  a r e s u l t  of  
t h e  proposed reform,  t h e  e5  f e c t i v e  p r o t e c t i o n  of domest ic  i n d u s t r y  would  
be  lowered f u r t h e r .  

The qtteestion had been r a i s e d  w h e t h e r  h i d d e n  s u b s i d i e s  tnf1uence.d t h e  
p r i c i n g  p o i i c i e s  o f  p u b l i c  e n t e r p r i s e s  t h e  s t a f f  r e p r e s e n t a t i v e  n o t e d .  
I n  g e n e r a l ,  t h e  p r i c i n g  p o l i c i e s  o f  p u b l i c  c o r p o r a t i o n s  c o v e r e d  o p e r a t i n g  
c o s t s ,  b u t  t h e  p r o f i t s  g e n e r a t e d  were lower than a normal  r a t e  o f  r e t u r n .  
S i n c e  many of t h e  p u b l i c  c o r p o r a t i o n s  had s u b s t a n t i a l ,  even  a m b i t i o u s ,  
i n v e s t m e n t  programs , i t  was n o t  p o s s i b l e  to f i n a n c e  c h o s e  programs f r o m  
; .cLcLtLal  r e s o u r c e s  under  p r e s e n t  p r i c i n g  p o I l . c i e s ;  t h e r e f o r e  t h e r e  had been 
i n  the r e c e n t  p s s t  an i n c r e a s e  i n  e q u i t y  c o n t r i b u t i o n s  and loans from t h e  
budget .  I t  w a s  e x p s c t e d  t h a t  t h e r e  w o u l d  be s i g n i f i c a a t  i n c r e a s e s  i n  
tariffs i n  1983, f o r  example,  i n  e l e c t r i c i t y  and i n  w a t e r .  A f u r t h e r  
i .mportant  measure e x p e c t e d  t o  be undertaken i n  t h e  near f u t u r e  was t h e  
a d j u s t m e n t  o f  o i l  p r i ces  t o  t a k e  a c c o u n t  of t h e  s u b s t a n t i a l  d e p r e c i a t i o n  
o f  t he  peso a g a i n s t  t h e  U.S. d o l l a r  i n  t h e  p r e v i o u s  two years .  That  
measure wou1.d g e n e r a t e  a d d i t i o n a l  r e s o u r c e s  f o r  t h e  p u b l i c  s e c t o r  i n  1983. 

- l^ . . l  

Commenting o n  c r e d i t  p o l i c y ,  t h e  s r a f f  r e p r e s e n t a t i v e  observed r h a t  
t h e  government d e f i c i t  and  the_ o v e r a l l .  p u b l i c  s e c t o r  d e f i c i t  would b e  
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s u b s t a n t i a l l y  r educed  in 2983. There  w n u l d ,  n e v e r t h e l e s s .  be a need f o r  
credi t ,  a l t h o u g h  on a smaller sca le  t h a n  i n  1982. Given  t h a t  p u b l i c  s e c t o r  
need f a r  c r e d i t ,  i f  t h e  overal l  c r ed i t  expansion had been smaller, there  
would have been Insufficient c r e d i t  fo r '  t h e  p r i v a t e  s e c t o r .  A D i r e c t o r  
had coiarnented t h a t  t h e  inflation t a r g e t  f o r  1983 w a s  r a t h e r  big%; i n  a d d i -  
tion to publ i c  s e c t o r  pric-ing a d j u s t m e n t s ,  t h e  exchange ra te  d e p r e c i a t i o n  
of  t h e  previous six monrhs would have  added over  3 p e r c e n t a g e  p o i n t s  t o  
t h e  i n f l a t i o n  r z t e ,  o t h e r  t h i n g s  be ing  e q u a l .  That  development  would 
a l so  have crea ted  a d d i t i o n a l  credit needs.  
c e i l i n g s ,  the  a u t h o r i t i e s  had t o  r e c o n c i l e  . themselves  t o  a 2 p e r  c e n t  rea l  
growth ra te  i n  t h e  economy, t h e  l o w e s t  growth ra te  i n  a decade .  The s t a f f ,  
chcrcfore ,  b e l i e v e d  t h a t  i.t would be c o r r e c t  t o  d e s c r i b e  the  c r e d i t  p o l i -  
c ies  as tight; any f u r t h e r  t i g h t e n i n g  would l e a d  t o  even lower  economic 
g row t h . 

Even under  t h e  p r e s e n t  c r e d i t  

S e v e r a l  D i r e c t o r s  had noted  t h a t  , f o l l o w i n g  a s . i b s t a n t i a 1  d e p r e c i a t i o n  
i n  t h e  r ea l  e f f e c t i v e  exchange r a t e  i n  t h e  two y e a r s  ended  i n  t h e  t h i r d  
quarter of 1978, t h e r e  had been a f a i r l y  s u b s t a n t i a l  a p p r e c i a t i o n  i n  t h e  
fo l lowing  two years, t h e  s t a f f  r e p r e s e n t a t i v e  remarked. Those developments  
were l a r g e l y  t h e  resu l t  of the l i n k a g e  of t h e  peso to  the  U.S. d o l l a r  a t  
t h a t  time. S ince  t h e n ,  t h e  a u t h o r i t i e s  h s d  pursued  a more a c t i v e  p o l i c y ,  
and t h e y  hod been d e p r e c i a t i n g  t h e  peso a g a i n s t  t h e  t1.S. d o l l a r .  Never the-  
less ,  u n t i l  r e c e n t l y ,  t h e  d o l l a r  had been a p p r e c i a t i n g  a g a i n s t  o t h e r  ma jo r  
c u r r e n c i e s ;  t h e r e f o r e ,  t h e  real  e f f e c t i v e  ra te  of t h e  peso had not  f a l l e n .  
The a u t h o r i t i e s  were aware of t h e  need t o  irnprGve t h e i r  e x p o r t  c o m p e t i t i v e -  
ness; t h e y  had been f o i l o w i n g  t h e  exchange r a t e  p o l i c i e s  i n d i c a t e d  t o  
D i r e c t o r s  by r h e  staff a t  t h e  beg inn ing  of  t h e  morning mee t ing  ( E B D / 8 3 / 3 8 ) .  

T h e  l o a n  r ecove ry  problems o f  the f i n a n c i a l  p u b l i c  c o r p o r a t i o n s ,  
p a r t i c u l a r l y  t h e  Development Bank of t h e  P h i l i p p i n e s ,  were o f  conce rn  t o  
t h e  Fund s t a f f ,  t h e  s t a f f  r e p r e s e n t a t i v e  went on. However, i t  was an areit 
more d i r e c t l v  w i t h t n  t h e  competence of t h e  World Bank, which had been 
a c t i v e l y  invo lved  i n  t r y i n g  t o  improve the  s i t u a t i o n .  As f o r  wage p o l i c y ,  
t h e  s t a f f  had  i n d i c a t x l  t h a t  t h e  g u i d e l i n e s  s u g g e s t e d  t h a t  wage i n c r e a s e s  
s h o u l d  lx i n  l i n e  w i , h  p r o d u c t i v i t y  i n c r e a s e s ,  bo th  i n  the  p u b l i c  e n t e r -  
p r i s e  s e c t o r  and i n  t h e  p r i v a t e  s e c t o r .  I n  t h e  p r i v a t e  s e c t o r ,  t h e r e  w a s  
e s s e n t i a l l y  a f r e e  m a r k e t ;  i n  1982, wage i n c r e a s e s  had not  k e p t  pace  w i t h  
t h e  r i se  i n  t h e  c o s t  of  l i v i n g .  I n  the n o n e n t e r p r i s e  p u b l i c  s e c t o r ,  t h e  
a u t h o r i t i e s  were n o t  p l a n n i n g  a g e n e r a l  c o s t - o f - l i v i n g  I n c r e a s e  i n  wages 
and s a l a r i e s  i n  1983, a l t h o u g h  t h e r e  c o u l d  be s p e c i a l ,  p robab ly  small ,  
a d j u s t m e n t s  i n  p a r t i c u l a r  a r e a s .  

One D i r e c t o r  had s u g g e s t e d  t h a t  t h e  p re senca t i . on  of t h e  i n f o r m a t i o n  
i n  Table 3 of  E B S / 8 3 / 2 4  had been u n c l e a r  because  a l l  t h e  d a t a  had been 
r e l a t e d  co  the  ou t  s t a n d i n g  s t o c k  of l i q u i d i t y ,  t h e  s c a f  f r e p r e s e n t a t i v e  
no ted .  The s t a f f  had c o n s c i o u s l y  f o l l o w e d  t h a t  approach ,  n o t  uncoriimon 
i n  p r e v i o u s  q t a f f  r e p o r t s ,  i n  t h e  b e l i e f  t h a t  i t  would f a c i l i t a t e  under-  
s t a n d i n g  of  monetary  deve lopments .  In t h e  P h i l i p p i n e s ,  t h e  s t a f f  had 
b e l i e v e d  i t  t o  be p a r t i c u l a r l y  a p p r o p r i a t e  because the  o u t s t a n d i n g  s t o c k  o f  
c r e d i t  t o  t h e  p u b l i c  s e c t o r  was low. The pe rcen tage  i n c r e a s e s ,  t h e r e f o r e ,  
appeared  h igh .  The  s t a f f  had b e l i e v e d  t h a t ,  by r e l a t i n g  t h e  r e l a t ive  

.P 



c r e d i t  flows t o  t h e  p r i v a t e  and p t l k l i c  s e c t o r s  t o  a comfimn be.sc;, i t  w o u i i t  
be  easier t o  u n d e r s t a n d  t h e  adjustments t h a t  hzd been taking place .  F o r  
example,  i n  1981, t h 2  r e s p e c t i v e  f lows, p r i v a ~ e  t o  p u b l t c ,  Rad been i n  t h e  
r a t i o  of 8/19; t h e  r a t i o  had i n c r e a s e d ,  i r r  favor  of t h e  public s e c t o r ,  cs 
14 /17  i n  1982, b u t  was expected io deciine to 8/15 i n  1983" LR Chart 3 on 
page L4a of EBS/83/2&, t h e  s t a f f  gave percentage changes i n  n e t  banestic 
assets w i t h o u t  r e l a t i n g  them t o  t h e  o u t s t a n d i n g  s tock  of  Liquidity. 

The q u e s t i o n  had been r a i s e d  whether  t h e  Worid Bank c o n s i d e r e d  c he 
d i s t r i b u t i o n  between c u r r e n t  and c a p i t a l  e x p e n d i t u r e s  i n  t h e  government 
budget  t o  be a p p r o p r i a t e ,  t h e  s t a f f  r e p r c s c n t a t i v e  con t inued .  The Sank 
c o n s i d e r e d  that  t h e  changes  i n  t h e  3.983 program were i n  rhe r ight .  direc- 
t i o n .  A m i s s i o n  was being proposed t o  i n v e s t i g a t e  the q u e s t i o n  f u r t h e r  
w i t h i n  t h e  n e x t  f e w  months,  b u t ,  a t  t h e  present s t a g e ,  t h e  Bank was nat 
i n  a p o s i t i o n  t3 s a y  t h a t  the p r e s e n t  d i s t r i b u t i o n  was optlimal.. With 
r e g a r d  t o  t h e  inves tmen t  program, t h e  World Bank p o s i t i o n  was t h a t  i t  
was b r o a d l y  a p p r o p r i a t e .  The Rank had been concerned abou t  i n s u f f i c i e n t  
main tenance  e x p e n d i t u r e s  I n  t h e  p a s t ,  a n d  i t  remained  soaewiiae, concerned 
t h a t  ;he scale of t h e  investment:  etrfo-rr c o u l d  ou r run  r e s o u r c e s ;  t he re fo re  
a d d i t i o n a l  resource  mob iL iza t ion  would be impor t an t .  However, t h e  Bank 
c o n s i d e r e d  t h e  s e c t o r a l  d i s t r i b u t i o n  a p p r o p r i a t e ;  i t  a l s o  be l i eved  t h a t  
some of t h e  d e c i s i o n s  t a k e n  to  reduce o r  pos tpone  p r o j e c t s  had been i n  
t-he r i g h t  d i r e c t i o n .  

I n c o n s i s t e n c i e s  between the  srand-by pape r  and the  compensatory 
f i n a n c i n g  f a c i l i t y  paper  were more a p p a r e n t  t han  r e a l ,  t h e  s t a f f  represen-  
t a t i v e  observed.  F i r s t ,  i n  EES/83 /29  ( t h e  compensatory f i n a n c i n g  p a p e r )  
p e r i o d s  were d e s c r i b e d  i n  y e a r s  end ing  i n  September ,  whereas i n  EFS/83 /24  
( t h e  stand-by ar rangement  p p e r )  c a l e n d a r  y e a r s  were used. Fu r the rmore ,  
t h e  pe rcen tage  changes  d e s c r i b e d  would d i f f e r  because SDRs had been u s e d  
i n  EBS/83/29, whereas  U.S. d o l l a r s  had been used i n  EBS/83 /24 ,  and the 
c o w e r s i o n  f a c t o r s  had changed between 1982 and 1983. A f u r t h e r  f a c t o r  
had been t h e  e x c e p t i o n a l l y  weak e x p o r t  performance i n  t h e  l a s t  q u a r t e r  of 
1982, p a r t l y  r e l a t e d  t o  problems a r i s i n g  f r m  t h e  n e g o t i a t i o n s  of q u o t a s  
o n  t e x t i l e  e x p o r t s  t o  t h e  European Commun!ty* 1982 had a l s o  been c= bad 
y e a r  f o r  p r i m a r y  commodity e x p o r t s .  In i t s  balat lce  of payments p r o j e c t i o n s  
and deb t  p r o j e c t i o n s ,  t h e  s t a f f  had been u s i n g  assumpt ions  d e r i v e d  from 
t h e  World Economic Outlook exe rc i se ,  n o t  s p e c i a l  a s sumpt ions  b u i l t  i n t c  
those  p a r t i c u l a r  p r o j e c t i o n s .  

The s t a f f  s c o n f i d e n c e  t h a t  t h e  1982 . expend i tu re  o v e r r u n s  would n o t  
r e c u r  i n  1983 had been q u e s t i o n e d ,  t h e  s t a f f  r e p r e s e n t a t i v e  nored.  I n  
1982,  t h e  e f f o r t  t o  cut back o n  e x p e n d i t u r e s  had been made a lmos t  ha l fway  
th rough  t h e  y e a r ;  t h e r e f o r e ,  it had been  d i . f f i c u l t  t o  p e r s u a d e  t h e  spend- 
i n g  a g e n c i e s  to  fall i n  l i n e  w h e n  some of  t h e  p r o c e d u r e s  allowing t h e m  t u  
spend were a l ready  i n  motion.  
t h e  c u t b a c k s  were be ing  made b e f o r e  t h e  beg inn ing  of the budget  yea:.. 
There had been a l e n g t h y  p r o c e s s  o f  c o n s u l t a t i o n  w i t h  t h e  s p e n d i n g  a g e n c i e s ,  
a n  e x e r c i s e  that t b e  s t a f f  had fo l lowed  i n  d e t a i l .  The p u b l i c  corpcsrarions 
had a l s o  been i s s u e d  g u i d e l i n e s ;  t h e  s t a f f  had been in fo rmed  of t h e  plc?nI.:ed 
a d j u s t m e n t s  i n  c h a t  a r e a .  

The s i t u a t i o n  in 1983 wa3 di .Efcren, t  b e c a u s e  

iY 
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Appendix T a b l e  Y'EII provided some lnforrnaf.LL)n on r h c  5t)dr-e o f  various 
t y p e 6  Of t 8 X e 0  f n  thk! t a x  FSErCUCttlrf?, t h e  SCaff Kepr@S&RtZltfW? V€!r)C on. 
The share of direct: taxa t ion  in t o t a l  tax  K W ~ ~ X E W  w a ~  about 30 per  cer:t, 
srid the share of excise duries  sr s p e c i f i c  r n t r s  wan abnurc 15  per cenc. 
&metory ccmdit ic ins  i n  1983 w0ul.d be tighter than in 1482; t h e t e € o r s ,  t h e  
avai.I.3bfEity of stonbank financing f o r  the budget  def lc f  t would be somewhat 
less. I n  addiriorr, the csntx fbur ion  from the  soc ia l  security i n s t i t u t i o n s  
was expec ted  t u  be lower i n  1983. Weverthefess, nonbank f i n a n c i a 3  w u d d  
he  higher  i n  3983 t h a n  i t  had been i n  1981. 

The -%Lfippincs r equ i r ed  additional ~ ~ S ' C A I J ~ C ~  mobii izr t t  ion over the 
medium t e n t ,  t h e  staff r e p r e s e n t a t i v e  coffirnented, and t h e  s t a f f  had been 
urging the a u t h o r i t i e s  to try t o  improve t h c  revenup- structure. and the 
revenue e f f o r t .  ibwever, i n  the present c i r c u m s t a n c e s ,  t h e  a u t h o r i t i e s  
had been u n w i l l i n g  t o  make a large-scale revenue  e f f o r t  through additional 
d i s c r e c i a n a r y  measi.ires. Nevertheless, t h e y  had t a k e n  s a m e  measures  f o r  t h e  
1983 progrsn. Wlth r e g a r d  t o  FKnd t e c h n i c a l  assistance i n  the fiscal area,  
t h e  major  e f f o r t  had k e n  the so -ca l l ed  "Bi rd  Miss ion"  k n  1974. D e t a i l e d  
recommendations hac! been made t o  t h e  a u t h o r i t i e s ,  and ,  s u b s e q u e n t l y ;  
s e v e r a l  changes had k e n  made Fn the tax  system, a l though n o t  a l l  had been 
along t h e  l i n e s  recommended by t h e  m i s s i o n  r e p o r t .  Tn 1980, t h e  Fund hiad 
provided technical a s s i s t a n c e  i n  che cus toms € ieLd ,  a n d ,  r e c e n t l y ,  a staff 
member from t h e  F i s c a l  Affairs  Dlzpartmenr had p a r t i c i p a t e d  i n  a World Dank 
m i s s f a n  t o  f o r m u l a t e  p r o p o s a l s  i n  c o n n e c t i o n  with the realignment of t h e  
i n d i r e c t  tax  sys tem,  

The suggestion had been made t h a t  t h e  s t a f f  might  b e  o v e r e s t i m a t i n g  
t h e  impact of t h e  measures t o  encourage  workers' r e m i t t a n c e s  th rough  
o f f i c i a l  channels,  t h e  s t a f f  r e p r e s e n t a t i v e  r e c a l l e d .  A s u b s t a n t i a l  
increase i n  worke r s '  r e m i t t a n c e s  had t a k e n  p l a c e  in 1982, n l though  n o t  t o  
t h e  e x t e n t  p r o j e c t e d .  The a u t h o r l t i . e s '  e x p l a n a t i o n  was that i n c e n t i v e s  
p o l i c i e s  had n u t  been f u l l y  i n  p lace a t  t h a t  time. S i n c e  t h e n ,  as i n d i -  
ca t ed  in E85/83/24, a number of measures had been taken, and t h e  a u t h o r -  
i t f e n  were examining f u r t h e r  p o s s i b l e  improvements. 

Commenting on the  d e b t  s i t u a t i o n ,  t h e  s t a f f  r e p r e s e n t a t i v e  no ted  t h a t  
a l l  e x t e r n a l  deb t  s t a t i s t i c s  i n  t h e  P h i l i p p i n e s - - s h o r t - t e r m ,  medium-term, 
and 1-ong-term--covered bo th  the p u b l i c  and the p r i v a t e  s e c t o r s ;  i n  t h a r  
sense, t h e y  were comprehensive.  While s h o r t - t e r m  d e b t  s t a t i s t i c s  had been 
c o l l e c t e d  f o r  a long  t i m e ,  t h e y  had been improved only r e c e n t l y .  Shorc-  
term d e b t ,  d e f b e d  by t h e  a u t h o r i t i e s  as  nonbank d e b t ,  had n o t  been 
i n c l u d e d  as a performance c r i t e r i o n  m a i n l y  because  r e l i a b l e  series go ing  
back  i t .  s u f f i c i e n t  detail to. enable q u a r t e r l y  c e i l i n g s  t o  be set  d i d  n o t  
e x i s t .  However, r e v o l v i n g  t r a d e  c r e d i t s  and  f i x e d  s h o r t - t e r m  c r e d i t s ,  
g e n e r a i l y  owed t o  f o r e i g n  banks ,  were cove red  by t h e  u n d e r t a k i n g s  g i v e n  
by  the a u t h o r i t i e s .  A s  i n d i c a t e d  .in Appendix T a b l e  'IX, bank d e b t  was 

r e g a r d e d  a s  r e se rve  l i a b i l i t i e s .  

While e x t e r n a l  a d j u s t m e n t  would be s u b s t a n t i a l  i n  1983, t h e r e  w o u l d  
s t i l l  be a n  ove ra l l .  d e f i c i t  o f  a p p r o x i m a t e l y  $600 m i l l i o n  i n  t h e  b a l a n c e  
of payments, t h e  s t a f f  r e p r e s e n t a t i v e  c o n t i n u e d ,  of w h i c h  abou t  h a l f  w o u l d  

.t 
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be k i n a c e d  by z h e  Fund; t h e  remainder  would be f inanced  by  an increase in 
reserve I f a b k l i t i s s  because  Pt w a s  not  c o n s i d e r e d  a p p r o p r i a t e  t o  reduce  
reserve a s se t s  a t  t h e  present  s t a g e .  A t  t h e  end of  1992,  t h e  t o t a l  o u t -  
standing taedium-term and long-term deb t  was e s t i m a t e d  t o  have been Sli.7 b i l -  
!“in, and wa? expec ted  to  increase t o  $13.22 b i l l i o n  by t h e  end of 1983. 
To taZ  short-term deb t  as d e f i n e d  by t h e  a u t h o r i t i e s - - i . e . ,  t h e  d e b t  of 
the nonbanking s e c t o r ,  i n c l u d i n g  Open Accounts and Documents a g a i n s t  
Acceptance  (0,’A.s and D/As)--amounting t o  S4.16 b i l l i o n  a t  the  end of  1982, 
vas expected t o  r i se  t o  $ 4 . 3  b i l l i o n  a t  t h e  end OF 1983. T o t a l  r e s e r v e  
liaibiL1.ties o f  the  banking sys tem at- the  end of 1982 had been $8.1 b i l l i o n ,  
and  were t .xpected to i n c r e a s e  t o  $8.4 b i l l i o n  by t h e  end of 1983. P a r t  of 
those reserve l i a b i l i t i e s  were liabilities of  the  f o r e i g n  c u r r e n c y  d e p o s i t  
w i t s  borrowed from abroad ,  p a r t i c u l a r l y  th rough  six-month c e r t i f i c a t e s  of 
d e p o s i t .  Some were r e d e p o s i t e d  o r  l e n t  a b r o a d ,  s o  t h a t ,  t o  some e x t e n t ,  
t h e  reserve l i a b i l i t i e s  w e r e  matched by r e s e r v e  a s s e t s .  

The s t a f f  had made estimates of t h e  e x p o s u r e  of t h e  n o n r e s i d e n t  
c o i m e r c l a l  banks i n  each  oE t h e  above c a t e g o r i e s ,  t h e  s t a f f  r e p r e s e n t a t i v e  
from the P.sian Department added.  In medium-term and long-term d e b t ,  t h e  
exposure  a t  t h e  end o f  1982 was e s t i m a t e d  t o  have been $7.1 b i l l i o n ,  and 
a t  t he  end of 1983 i t  was expec ted  t o  be $ 7 . 6  b i l l i o n  to  $ 7 . 7  b i l l i o n .  In 
s h o r t - t e r m  d e b t ,  t h e  l i a b i l i t i e s  t o  f o r e i g n  commercial  banks were expec ted  
t o  remain c o n s t m t  a t  $3.1 b i l l i o n .  The  r e s e r v e  l i a b i l i t i e s  o f  t h e .  k c k i n g  
s-fs tem owed to  f o r e i g n  banks were e s t i m a t e d  t o  have been $6 .3  b i l l i o n  a t  
tile end of 1982,  and t o  r i se  t o  $6 .6  b i l l i o n  a t  the  end of 1983, a 5  a 
r e s u l t  of  t h e  b a n k s ’  f i n a n c i n g  a b o u t  $300 mi l l ion- -approximate ly  ha l f - -of  
t he  o v e r a l l  b a l a n c e  of paynen t s  d e f i c i t  b y  i n c r e a s i n g  reserve l i a b i l i t i e s .  
I n  pe rcen tage  terms, t h e  i n c r e a s e  ir, exposure  of t h e  comme‘rcial banks i n  
mediim-term and long-term debt  uou1.d be about  7 p e r  cen t  t o  8 per c e n t  i n  
1983. Tn t o t a l  d e b t ,  i n c l u d i n g  p u b l i c  and p r i v a t e ,  lorig-term and s h o r t -  
t e r m ,  but  exc lud ing  r e s e ’ w e  l i a b i l j  t i e s ,  exposure  would i n c r e a s e  by about  
6 p e r  c e n t .  I€ ressrve 1 i a ’ b i l i t i e s  were. i n c l u d e d ,  c o n t r a r y  t o  t h e  a u t h o r -  
i t i e s ’  d e f i n i t i o n  o f  d e b t ,  t h e  i n c r e a s e  i n  the  exposure  of commercial  banks 
w o u l d  be between 5 p e r  c e n t  and  6 pe r  t E r . i t .  

The, s t a f f  r e p r e . g e n t a t i v e  from t h e  Exchange and T r a d e  R e l a t i o n s  D e p a r t -  
men t  commented t h a t  t h e  remarks made I s ?  D i r e c t o r s  echoed p o i n t s  r a i s e d  
d u r i n g  t h e  d i s c u s s i o n  of the p r e v i o u s  A r t i c l e  I V  c o n s u l t a t i o n  w i t h  the  
P h i i i p p i n e s .  The performance of t h e  I J h i l i p p i n e  economy over  t h e  pr;.vious 
20 y e a r s  c a u l d  no t  b e  regarded  as whol ly  u n f a v o r a b l e .  There had been some 
c . r i t i c a l  e x t e r n a l  problems i n  t h e  l a t e  1960s and e a r l y  1970s, b u t ,  s i n c e  
t h e n ,  performance had been b e t t e r  t h a n  t ha t  of  a number of mnmbers t h a t  
had r e c e n t l y  r e q u e s t e d  Fund s u p p o r t .  I n  a sense ,  the  P h i l i p p i n e s  had 
n e v e r  whol ly  overcome its e x t e r n a l  p rob lems ,  but n e i t h e r  tiad i t  al lowed 
the problems t o  reach a c r i t i c a l  1.eve.l. It c o u l d  be a rgued  t h a t  t h e  long  
and c l o s e  f i n a n c i a l  r e l a t i o n s h i p  w i t h  t h e  Fund had ,  i n  f a c t ,  been  i m t r u -  
w n t a l  i n  t h a t  r e g a r d .  

T h e  key i s s u e  wzs t h e  s u s t a i n a b i l i t y  o f  t h e  ba l ance  of payments,  t h e  
s t a f f  r e p r e s e n t a t i v e  s u g g e s t e d .  The amounts of e x t e r n a l  deb t  were s l g n i f i -  
c a n t ,  but they  d i d  no t  pose an  unmanageable problem. T h e y  ca l l ed  f o r  
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a p p r o p r i a t e  economic management ~ t o  l i n k  ;.xpendicure and demand to  avail- 
able r e s o u r c e s ,  r a the r  than  For d r a s t i c  ~ ~ W U F ~ S .  Relative Ea t h a t  of 

- soae other c o u n t r i e s ,  c h e  debt service r a t i o  was f a i r l y  h i g h ,  but, on t h e  
o the r  hand, the budget deflcir. way smaL3.. However, as was well known, 
s u c h  compar isons  could be misleadfng. Whatever t h e  f i i ze  o f  the budget 
d e f i c i t ,  if t h e  economy was unable to finance i t ,  it would be u a s u s t a i n -  
able i n  p r a c t i c e .  ‘the q u e s t i o n  was n o t  t h e  size  of the d e f i c i t  but how 
t o  generate s u f f i c i e n t  savings and boost t h e  product  Lvity of investment 

Many Directors had re fer red  t o  t h e  mismanagement of i n v e s t m e n t ,  t h e  
s t a f f  r e p r e s e n t a t l v e  c o n t i n u e d .  As t h e  s t a f f  had pointed  nut In 385/83/24, 
t h e  World Rank had unde r t aken  same assessments i n  t h a t  a r e a ;  and  i t  was 
clear t h a t ,  a s  t h e  p r o d u c t i v i t y  of i n v e s t m e n t  improved, s o  would t h e  
viability of t h e  b a l a n c e  of payments.  However, there was the issue af the 
r e s p e c t i v e  areas of r e s p o n s i b i l i t y  between t.he Fund and the Bank. To the 
e x t e n t  t h a t  ‘ investment was norma l ly  c o n s i d e r e d  an  area w i t h i n  t h e  compe- 
t e n c e  o f  t he  World Bank, i t  W B S  l e s s  easy f o r  the Fund t o  design p r c g r m s  
t h a t  provided  a g u a r a n t e e  of t h e  p r o d u c t i v i t y  of i w e s t m e n t .  Fu r the rmore ,  
t h e  issue was i n h e r e n t l y  d i  € f i c u l t ;  economics wa6 an i n e x a c t  s c i e n c e ,  and 
recommended p o l i c i e s  d i d  n o t  always a t t a i n  t h e  o b j e c t i v e s  b e i n g  sought. 
F o r  example, a Director  had  n o t e d ,  a n  i m p o r t a n t  a r e a  concerned  the 
improvement of t h e  adminis t ra t ive c a p a b i l i t y  of governments  s n d  t h e  rnanage- 
m e n t  of human c a p i t a l .  Rowever, i t  was not easy t o  set cr i t ler ta  by which 
t o  measure such inprovement  . While t h e  Fund’s  t e c h n i c a l  a s s i s t a n c e  e f f o r t s  
a t t e m p t e d  t o  h e l p  i n  t h a t  r e g a r d ,  t he  c o n t r i b u t i o n  was necessar i ly  limited. 
F i n a l l y ,  i t  was w o r t h  remembering t h a t  a “ s u s t a i n a b l e  balance o f  paymerits 
p o s € t i o n “  was not a s t a t i c  concept .  What was s u s t a i n a b l e  a t  one p o i n t  i n  
time might  be u n s u s t a i n a b l e  a t  a n o t h e r .  Adjustment p o l i c i e s  h a d  t o  be 
m o d i f i e d ,  sarnctimes t i g h t ? n e d ,  sometlrnes made expans ionary ,  i n  t h e  l i g h t  
o f  changing  c i r c u m s t a n c e s .  

Commenting c n  the  e x t e r n a l  d e b t  p o s i t i o n ,  t h e  s t a f f  r e p r e s e n t a t i v e  
’ p o i n t e d  o u t  t h a t ,  w h i l e  s h o r t - t e r m  d e b t  had n o t  been i n c l u d e d  as a p e r f o r  

rnance c r i t e r i o n ,  i t  came w i t h i n  t h e  rev iew clause,  which was a perfomance 
c r i t e r i o n .  The s t a f f  b e l i e v e d  t h a t  t h a t  approach  provided  a n  adequa te  
means of  s a t i s f y i n g  t h e  r e q u i r e m e n t s  o f  t h e  program. The  focus  o n  s h o r t -  
term d e b t ,  w h i l e  n o t  necessarily a p p r o p r i a t e  i n  e v e r y  case, h a r d l y  c o r  
s t i t u t e d  a new approach ;  t h e r e  had been Fvnd programs i n  t h e  p a s t  t h a t  had 
i n c l u d e d  s h o r t - t e r m  d e b t  i n  t h e  Fore ign  borrowing c e i l i n g s .  The p e r c e p t i o n  
t h a t  management of foreign borrowing  was a n  i n c r e a s i n g l y  d i f f i c u l t  area 
was l e a d i n g  t h e  s t a f f  t o  pay more a t t e n t i o n  t o  t h e  s h o r t - t e r m  d e b t  i s sue .  

One D i r e c t o r  had r a i s e d  the q u e s t i o n  of whe the r  domes t i c  c r e d i t  f1.ows 
s h c u l d  b e  measured r e l a t i v e  t o  t o t a l  l i q u i d i t y  or r e l a t i v e  t o  t h e  stock 
o f  c r e d i t ,  t h e  s t a f f  representa t ive  no ted .  There  were meri t s  I n  bo th  
a p p r o a c h e s ;  i n  many Western Hemisphere programs,  c r e d i t  w a s  o f t e n  measured 
r e l a t i v e  LO l i q u i d i t y n  The advantage i n  measu r ing  domest ic  c r e d i t  flows 
r e l a t i v e  t o  t h e  s t o c k  of  dcxestic c r e d i t  i t s e l f  was t h a t  bo th  t h e  numera to r  
and t h e  denominator  had t h e  same d imens ions ,  a s  they  were based on t h e  same 
concept. I t  c o u l d  be a rgued  c h a t  t h e  o u t s t a n d i n g  s t o c k  o f  money 01: 

l i q u i d i t y  was a f u n c t i o n  of  b o t h  s u p p l y  and demand, whereas t h e  s t o c k  o f  

.c 
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domesric credit c o u l d  be seen as p u r c l y  a money ssspp-ly fac ta r .  F r m  t h a t  
perspect ive ,  t h e  flow of c r e d i t  s h o u l d  be memured a g a i n s t  the stock of 
c red i t*  Bowewer, i f  t C Q U E ~ ~ ~  had negative n e t  intem-mthmal  r e s e m e s ,  
a s  ~ u n y  c o u n t r i e s  had ac times, tiie i m p l i c a t i o n  was t h a t  ttrs s t o c k  of 
r r e d t t  cottLQ be s&stantial"ly larger than r h c  stack o f  money. E n  such 11 
case, it might  be preferab le  t o  measure c r e d i t  re ia t fve  t a  t o t a l  liquidity 
t o  assess the extent  of credit cxpanslan.  

rr c i n a l l g ,  with regard to t h e  t r adeof f  between bank f i r tancing and 
nfintiaiik f i n a n c i n g  of t h e  budget  d e f i c i t ,  the s t a f f  r e p r e s e n t a t i v e  from t h e  
Exchange and Trade Rela t tons  Depa rtmerrt added, w t ' n  i E  nonFjanL f i n a n c i n g  
o f  the btldget had not d e c l i n e d ,  thare would n o t  necessa r i ly  be more b m k  
Einencfnt: avaitabie to t h e  rest QE the economy. Ttre more t h e  nonbank 

to the. hanks+ I n  t h a t  case,  t h e  banks would h a r e  l ess  to  fend to t h e  
private sector,  

&?CLOT l e n t  to t h e  Government, the less i t  would halJe aVaLlhblc t o  lend. 

The sCaff r e p r e s e n t a t i v e  from t h e  Research Departirient r e f e r r ing  t o  
a q c e s t i o n  t h a t  had been raised abou t  t h e  export d a t a ,  confirmed t h a t  the 
a p m r r n t  discrepamy between the  d a t a  i n  EBS/83/29 and the  d a t a  i n  
ZBSJ83/24 was p u r e l y  t h e  r e s u l t  of t h e  currency used, SDRs  in t h e  f i r s t  
and 11,s. d o l l a r s  i n  t h e  second. S p e c i f i c a l l y ,  t h e  d e c r e a s e  i n  e x p o r t s  
for  calendar year  ?982,  e x p r e s s e d  i n  SDRs,  was about 7 per c e n t ,  whereas  
I C  was about 13 p e r  c e n t  e x p r e s s e d  i n  d o l l a r s .  For the shortfall year,  
i . e . ,  the year ended September 1982 ,  t h e  d e c l i n e  i n  expor t s  i n  SDRs was 
about 7 per cent .  I n  t h e  same year,  t h e  P h i l i p p i n e  expor t c  of rneriiifac- 
t i n e d  p r o d u c t s  had f a r e d  s l i g h t l v  b e t t e r  t h a n  t h o s e  of some o t h e r  countries 
e x p o r t i n g  s i m i l a r  p r o d u c t s .  The manufac tu red  e x p o r t s  o f  t h e  P h i l i p p S n e s  
had increased by  6 pe r  c e n t  i n  U.S. dollar t e r m s ,  compared w i t h  5 per c e n t  
For t h e  manufac tured  expor t s  of Korea, and 2 per c e n t  f o r  t hose  of 
Hong Kong and of Singepore .  

' Mr. Prowse remarked t h a t  he had been impressed  by t h e  d e p t h  of though t  
and a n a l y s i s  c o n t a i n e d  i n  Directors' comments, which had been  v i g o r o u s ,  
rigorous, and comprehensive. The d i s c u s s i o n  had also r e E l e c t e d  the  h i g h  
q u a l i t y  of t h e  s t a f f  p a p e r s ;  i t  had been a n  a p p r o p r i a t e l y  s e a r c h i n g  6.1s- 
c u s s i o n  because  the  a z o u n t s  i n v o l v e d  i n  the  r e q u e s t s  were s u b s t t i n t i a l .  

The P h i l i p p i n e  economy had been  judged  a g a i n s t  h i g h  s t anda rds  of  
perf2'rmance, Mr. Prowse c o n t i n u e d .  Whi le  by n o  means p e r f e c t ,  t.he economic 
p e r f o n a n c c  oE t h e  P h i l i p p i n e s  over t h e  p r e v i o u s  two decades had been 
s a t i s f a c t o r y ,  r e l a t i v e  t o  t h a t  o f  o t h e r  deve'l.oping c o u n t r i e s  and ,  indee t i ,  
o f  some i n d u s t r i a l  c o u n t r i e s .  Pe rhaps  there had been i n s u f f i c i e n t  recog-  
n i t i o n  of t h e  r e a l i t i e s  and t h e  a c h i e v e m e n t s  o f  t h e  P h i l i p p i n e  economy 
and of i t s  management. T rade  l i b e r a l i i a t i o c ,  f o r  example, had been o u t -  
s t a n d i n g  i n  rhe f a c e  of adverse ex terna l  t rading circumstances. The 
compl.ete deco ; ; t ro l  o f  i n t e r e s t  r s t e s  wzs a matter  f o r  commendation. The 
energy program was i m p r e s s i v e ,  a s  was t h e  achievement  of d s a t i s f a c t o r y  
wages p o l i c y .  The con tLnua t ion  of  r e a l  growth  was a l s o  a n  achievernen.t, 
and  t h e  ad jus tmen t  ach ieved  by t h e  P h i l i p p i n e  economy dese rved  D i r e c t o r s '  
commendation. It was worth  emphas iz ing  t h a t ,  i.f t h e  terms of t r ade  had 

. .c 
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been maintained a t  t h e  1980 Level ,  t h e  bslarzce af payments would have been 
broadly frt  balance i n  L982. Therefore, t h e  suggest;&on rhac the longsrand- 
ing and f r u i t f u l  s e r i e s  oE arrangecents between the Y h i i t p p i n e s  and t h e  
Fund had not produced ad jus tment  missed t h e  point. Ad jtostraent -had been 
made, but  in a dynamic s f tuat ian .  
once-and-fur-all adjustment. 
t o  changing c i r c u m s t a n c e s  i n  t h e  way t h a t  a l l  economies were required t o  
do ,  Including many l a r g e r  and more s o p h i s t i c a t e d  economies. It  could  he 
reasonably a r g u e d  t h a t  t h e  P h i l i p p i n e s '  association w i t h  the Fund had 
been a succcss, n o t  t h e  basis f o r  r e s e r v a t i o n s .  

There c o u l d  be no such t h i n g  as a 
The P h i l i p p i n e s  had been making adjustments 

1kf.s Phtlfppine authorities would welcome t h e  suggestion t h a t  there  
should  be c o n s i d e r a t i . o n  of a f u r t h e r ,  pe rhaps  longer ,  arrangment be tween 
t h e  P h i l i p p i n e s  and t h e  Fund once  the stand-by had been com?,leted, 
Mr. Prawse s t a t e d .  Like those D i r e c t o r s  who had p u t  forward t h e  suggestion, 
che  a u t h o r i t i e s  saw the mid-term r e v i e w  a s  i m p o r t a u t .  They were aware t h a t  
t h e  bulk of  t h e  pu rchases  unde r  t h e  s tand-by  were t o  be made followlrrg t h e  
mlb-tern review, and t h a t  t h e  r ev iew was a n  o p p o r t u n i t y  t o  c o n s i d e r  t h e  
ongoing re la t ionship .  

I n  1983. and 1982, a number o €  important  changes had been made i n  
revenue administration, Mr. Prowse r e c a l l e d .  There had been ii s h i f t  t o  
gross income t a x a t i o n  t o  p l u g  loophqles  arising from t h e  use of deduct ions .  
The w i t h h o l d i n g  t a x  sys t em f o r  i n t e r e s t  and dividends had been improved 
and expanded. There had been an e x t e n s i v e  o v e r h a u l  of t h e  mechanics  of 
t h e  t a x  sys tem w i t h  t h e  i n t r o d u c t i o n  o f  c o m p u t e r i z a t i o n ,  and t h e r e  had 
heen a major r e o r g a n i z a t i o n  o f  p e r s o n n e l  i n  t h e  revenue 'managing  agency, 
Directors shou ld  bear i n  mind t h e  e f f e c t  of t h e  economic s l u m p  on t a x  
r evenues  i n  t h e  P h i l i p p i n e s .  I n  t h a t  r e g a r d ,  & h e  import s u r c h a r g e  was 
irnportarrt. The bas ic  o b j e c t i v e  of t h e  surcharge was t o  produce r evenue  
and 'to a c t  as a c u s h i o n  a g a i n s t  t h e  u n c e r t a i n t y  of  t h e  y i e l d  of o t h e r  
measures. The c o s t  of s e t t i n g  up the system had n o t  j u s t i f i e d  t h e  modest , 

1 per c e n t  l e v y  discussed w i t h  t h e  s t a f f ;  t h e r e f o r e ,  t h e  a u t h o r i t i e s  had 
d e c i d e d  on  a h i g h e r  le.vy. The a u t h o r i t i e s  had a l so  stated t h a t  t h e  s u r -  
charge was a temporary measure, t o  b2 r e p l a c e d  when the  y i e l d  from o t h e r  
measures  was r i s i n g  and when a d d i t i o n a l  measures c o u l d  be a p p r o p r i a t e l y  
p u t  i n  p l a c e .  F o r  example,  t h e  a u t h o r i t i e s  had under  c o n s i d e r a t i o n  new 
and modi f i ed  t a x e s  on :he w h l e  r ange  of o i l  p r o d u c t s .  One p o s s i b l e  
a l t e r n a t i v e ,  ment ionea  by a D i r e c t o r ,  might  have been  .a  value-added t a x ,  
'nut s u c h  a t a x  would have been a d m i n i s t r a t i v e l y  d i f f i c u l t  and  wou1'1 have  
t a k e n  time to  p u t  i n t o  p l a c e .  An iDpor t  surcharge cou ld  be implemented 
relatively q u i c k l y .  I n  a d d i t i o n ,  p u b l i c  r e s i s t a n c e  t o  the s u r c h a r g e  was 
I . ea s  because  t h e  public.  d i d  n o t  view the impor t  1 i b e . r a l i z . a t i o n  program 
a s  w h o l . 1 ~  b e n e f i c i a l .  The s u r c h a r g e  had a l s o  had  &he  minor b e n e f i t .  of 
dampening i m p o r t  demand slightly wi thour  p r e j u d i c i n g  the l i b e r a l i z a t i o n  
program. 

- 

Cornmentir,g on c r e d i t  e x p a n s i o n ,  Mr. Prowse s a i d  t h a t ,  i n  a d d i t i o n  t o  
t h e  p o i n t s  made by t h e  s t a f f ,  D i r e c t o r s  s h o u l d  n o t e  t h a t  t h e  base of n e t  
domestic assets i n  the  p r i v a t e  sector was f o u r  o r  f i v e  rimes a s  l a r g e  as 
t h a t  i n  t h e  p u b l i c  s e c t o r ,  so t h a t  compar i son  of percentage changes  could  
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be somewhai r d s h a d i n g .  In addition, t h e  relative grow:h i n  t h e  two 
~ e c c o w  had t o  be seen a g a i n s t  t he  recession i n  p r i v a t e  sector a c t i v i t y  
~ i r d  rha F i n a n c l a d  c r i s i s  that t h e  P h i l i p p i n e s  had undergone i n  1981, B 

cr i s i s .  t h a t  inad had severe e f f e c t s  o n  chc private ~ e c t o r ' f i  fif iarrcial  
YtrwcLzrIE: I 

The q u e s t i o n  of the  s u s r a i n a h i l i t y  of c a r r e n t  accoun t  d e f i c i t s  had 
heea admi rab ly  a n a l y z e d  by t h e  s t a f i ,  Nr. Prowse con t inued .  Agatn ,  
Directors should compare t h e  P h i l i p p i n e  position w i t h  t h a t  of  o t h e r  CUUII- 

t r i e s *  
6 p e r  cent  i n  1983, was no t  out of l i n e  w i t h  comparable  economies. For 
example ,  rin 1 9 7 5  a l l  n o n - o i l  d e v e l o p i n g  c o u n t r i e s  had had a n  a v c r a g e  
d e f i c i t  of 9.8 per  cent o f  CDP. A s  r e c e n t l y  as  1980, i t  had b e e n  9 . 5  p e r  
cei i t ,  and about  t h e  same i n  1981. h e  D i r e c t o r  had sugges ted  t h a t  t r a d i -  
tional expcirts such as commodit ies  and a g r i c u l t u r a l  p r o d u c t s  had n o t  
s u f f e r e d  from p r o t e c t i o n .  However, s u c h  p r o d u c t s  had indeed  suf  fe red  from 
p r o t e c t i o n .  Sugar and coconut  were c l e a r  examples. T h e r e  were e s c a l a t i n g  
tariEfs O R  copra  o i l  i n  i m p o r t a n t  m a r k e t s ,  a n d  t h e r e  were s u b s i d i e s  on 
competing p r o d u c t s  i ~ .  majo r  markets.  ' G f  cour se ,  low p r i c e s  and weak 
demand had a l so  p layed  a s i g n i f i c a n t  r o l e .  However, i t  was a q u e s t i o n  of 
r e c o g n i z i n g  ach ievemen t s  a s  w e l l  as shor t comings .  On an index  b a s i s  o f  
1982 as  L O O ,  n o n t r a d i t i o n a l  e x p o r t s ,  i . e . ,  manufac tu res ,  h a d  been at 28 ir! 
1 9 7 7 .  Over the same p e r i o d ,  t r a d i t i o n a l  e x p o r t s  had i n c r e a s e d  i n  v a l u e  on 
an  index  b a s i s  o n l y  f rom 8 9  t o  100. 

The deEicFI: ai: abou t  8 per c m t  of GNP i n  3.982 and t h e  t a r g e t  of 

Mr. Erb commented t h a t  h e  con t inued  t o  b e l i e v e  t h a t  the p r e s e n t a t i o n  
o i  t h e  i n f o r m a t i o n  i n  Table I T 1  o f  E B S / 8 3 / 2 4  had been i n a d e q u a t e .  F c r  
example ,  p u b l i c  s e c t o r  c r e d i t  had been about 8 p e r  c e n t  of n e t  domes t i c  
a s s e t s  i n  1980, whereas  i t  would have i n c r e a s e d  t o  a lmost  2 5  per c e n t  by 
t h e  end of 1933, That v e r y  l a r g e  i n c r e a s e  had not been e x p l i c i t  i n  t h e  
kind of a n a l y t i c a l  p r e s e n t a t i o n  used i n  T a b l e  3. T h e r e f o r e ,  supplementary  
i n f o r m a t i o n  would have  been u s e f u l .  On a s e p a r a t e  p o i n t ,  t h e  criticism 
of economic management i n  t h e  P h i l i p p i n e s  by some D i r e c t o r s  had n o t  been 
based on an a b s t r a c t  notLon of p e r f e c t i o n ,  but  on  conce rn  about  t he  a b i l i t y  
of t h e  P h i l i p p i n e s  t o  c o n t i n u e  t o  per€orm a t  what had been t h e  o u t e r  l i m i c s  
o f  i t s  borrowlng c a p a c i t y  each  y e a r ;  f o r  t h a t  r e a s o n ,  ad jus tmen t  was most 
impor t an t  and t i s e l y  a t  t h e  p r e s e n t  s t a g e .  

The growth of t h e  n e t  i n t e r n a t i o n a l  reserves of the  banking s y s t e m  
w a s  worrisome,  Mr. Erb added.  Whether t h e y  were d e f i n e d  a s  d e b t s  o r  :tot 
was l ess  impor t an t  t han  t h e  f a c t  t h a t  a wi thdrawal  of s x h  d e p o s i t s  c o u l d  
have as  d e t r i m e n t a l  a n  efEect on t h e  economy as a wi thdrawal  of s h o r t - t e r m  
o r  medium-temi d e b t .  P e r h a p s ,  t h e r e f o r e ,  t h e r e  shou ld  have  been a more 
e x p l i c i t  acknowl.edgment i n  t h e  per formance  c r i t e r i a  t h a t  a n  i n c r e a s e  i r 1  
net  l i a b i l i t i e s  would  have  been  d e s i r a b l e ,  I n  t h a t  c o n n e c t i o n ,  t h e r e  cou1.d 
have b e e n  a t r a d e - o f f  between n e t  l i a b i l i t i e s  aiid t h e  l o n g e r  - tern d e b t  
c e i l i n g s .  An increase In the medium-to-longer-term debt  c e i l i n g s  c o u l d  be 
a c c e p t a b l e  i f  i t  cou ld  be l i n k e d  t o  a r e d u c t i o n  i n  s h o r t - t e r m  borrowing.  
I t  was not c l e a r  whe the r  t h a t  kind of f l e x i b i l i t y  was p e r m i t t e d  u n d e r  the  
performance cri-teria.  



The s t a f f  r e p r e s e n t a t i v e  from t h e  Exchange and Trade Relations 
Department sa id  t h a t ,  insofar  as the  P h i l i p p i n e  a u t h o r i t i e s  c l a s s i f i e d  a l l  
fore ign  e x t e r n a l  1 L a b i l i t i e s  of t h e  banking  system as r e s e r v e  l i a b i l i t i e s ,  
t h o s e  reserve l i a b i l i t i e s  could.  c a r r y  med ium- ten  o r  long-term m a t u r i t i e s .  
However, he ag reed  w i t h  Mr. E r b  t h a t  t h e r e  was a c l o s e  r e l a t i o n s h i p  
between t h e  i n t e r n a t i o n a l  reserve l i a b i l i t i e s  t h a t  a c o u n t r y  i n c u r r e d  and 
i t s  external d e b t  pcsition. To keep  shart-term d e b t ,  8 s  d e f i n e d  i n  t h e  
P h i l i p p i n e s ,  unchanged a t  thj. c o s t  o f  i n c u r r i n g  s u b s t a n t i a l  r e s e r v e  
l i a b i l i t l e s  would be a matter of c o n c e r n .  The q u e s t i o n  c l u l d  be d i s c u s s e d  
w i t h  the a u t h o r i t i e s  E u r t h e r  a t  the  t i m e  of t h e  mid-term review. 

The Chairman n o t e d  t h a t ,  i n  t h e  present d i f f i c u l t  c i r c u m s t a n c e s ,  t h e  
inte rna t i o  na l  bariki ng comrnun i t y  was pa r t i c  ~.t.la r lv  f nt e r e s  red i r ~ .  Fund 
programs .ir si\~'.?.iriL of: ad iu .; tment ef f o r c s  i:. t , I C S ~ ' .  c o : a t r i e s  w i t h  l a i g e  
e x t e r n a l  d e b t s .  The t o t a l  s t e r n a l  deb t  of t he  P h i l i p p i n e s ,  j n c l u d i n g  
medium-term, short-term, and  t h e  n e t  l i a b i l i t i e s  of t h e  banking s y s t e m ,  
approached 50 per c e n t  of  GNP, B h i g h  r a t i o .  11: was, t h e r e f o r e ,  a Ea t te r  . 
of  concern .  Fu r the rmore ,  t h e  stock o f  external  d e b t  of t h e  P h i l i p p i n e s  
was expected t o  i n c r e a s e  'by c l o s e  t o  1 2  p e r  c e n t  d u r i n g  1983, a l t h o u g h  
t a l e  i n c r e a s e  in t h e  exposure  o f  t h e  commercial  banks would be l e s s ,  
abou t  8 per cen ' t .  

Given t h a t  t h e  d e b t  r a t i o s  were h i g h  r e l a t i v e  t o  those  of many o t h e r  
c o u n t r i e s ,  t h e  Chairinan c o n t i n u e d ,  i t  had  been f u l l y  a p p r o p r i a t e  € o r  t h e  
Board to  unde r t ake  such  a long  and tho rough  d.Lscussion. It was a. p r i m e  
example of t h e  Fund's  s u r v e i l l a n c e  r o l e .  The outcome of t h e  d i s c u s s i o n  
would be r ega rded  as a s i g n a l  by t h e  international bankifig community; i t  
w a n ,  t ' h e r e f o r e ,  e s p e c i a l l y  i m p o r t a n t  t h a t  t h e  program be s t r u c t u r e d  i n  
such  a way t h a t  i t  would be s u c c e s s f u l  i n  producing  a s u s t a i n a b l e  b a l a n c e  
of  payments p o s i t  i o n  f o r  t h e  Ph i l - ipp ines .  

I; was s t r i k i n g  t h a t  a large number of D i r e c t o r s  had f e l t  t h a t ,  
a € t e t  2 0  y e a r s  o €  a lmos t  con t inuo i l s  c o l l a b o r a t i o n  wi th  t h e  Fund, t h e  
per formance  of t h e  P h i l i p p i n e  economy had been d i s a p p o i n t i n g  i n  r e c e n t  
y e a r s ,  t h e  Chairman o b s e r v e d .  Gtven t h e  heavy d e b t  s e r v i c e  bu rden ,  t h e  
' e x t e r n a l  s i t u a t i o n  was under  s t r a i n ,  and t h e  a u t h o r i t i e s  had no a l t e r n a t i v e  
h u t  t o  reduce  t h e  c u r r e n t  a c c o u n t  def!.cit from t h e  p r e s e n t  8 .5  per c e n t  of 
GNP t o  6.2 per c e n t ,  as  env i saged  i n  the  program. D i r e c t o r s  had wondered 
whether  t h e  proposed pace of i d j u s t m e n t  was n o t  too g r a d u a l  i n  v5ew o f  the 
e x t e r n a l  market c o n d i t i o n s .  T . t  was c l e a r  tha t :  t h e  a u t h o r i t i e s  c o u l d  n o t  
a f f o r d  any s l i p p a g e  from t h e  program a s  c u r r e n t l y  s t r u c t u r e d .  If a n y t h i n g ,  
t h e y  might  have t o  s t r e n g t i i e n  t h e  proposed measures  i n  the  course  of  t h e  
year ,  e s p e c i a l l y  i f  the  external.  env i ronmen t  t u r n e d  o u t  t o  be less favor -  
a b l e  than  p r o j e c t e d  by t h e  s t a f f .  I n  t h a t  r e g a r d ,  t h e  impor t ance  of 
r e d u c i n g  t h e  f i s c a l  d e f i c i t  had k e n  emphasized b y  a l l  D i r e c t o r s .  The 
program t a r g e t  o f  a r e d u c t i a n  t o  1.8 p e r  c e n t  of GNP had been c o n s i d e r e d  
a minimum. 

While con t i f iued  f i r m  c o n t r o l  on e x p e n d i t u r e s  was c r u c i a l  t o  t h e  f i s c a l  
e f f o r t ,  t h e  Chairman added ,  measu res  were a l s o  needed t o  a r r e s t  t h e  r e c e n t  
worr isome d e c l i n e  i n  r evenues .  Execut  l.ve D i r e c t o r s  had placed particul.ar 
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etriphasis o n  the need t o  t a k e  meaningful. r e v e n u s  measures .  Fihile n o t i n g  
che  e x p r e s s e d  i n t e n t i o n s  o f  t h e  a u t h o r i t i e s ,  s O m e  D i r e c t o r s  had s t r e s s e d ,  
:hat t h e  pace of  t h e  t a x  r e f o r m  e f f o r t  had been t o o  slow. R e y  had 
s t r e s s e d ,  i n  p a r t i c u l a r ,  t h e  need t o  r e p l a c e  t h e  i m p o r t  s u r c h $ r g e  by 
domestic taxes  as  soon as p o s s i b l e .  

CJhile express ing  t h e i r  commendation f G t -  t h e  f r e e i n g  of ir i teresi  
races ,  t t 'e  Chaixman o b s e r v e d ,  s e v e r a l  D i r e c t o r s  had  wondered w h e t h e r  
monetary end c r e d i t  p o l i c l e s  were s u f f i c i e n r l y  t i g h t ,  I n d  w h e t h e r  the 
p u b l i c  Fc\cta+, i n  p a r t i c u l a r  t h e  p u b l i c  e n t e r p r i s e s ,  might. n o t  absoz-h 
too l a r g e  a s h a r e  of f i n a n c i a l  r z s o u r c e s .  D i r e c t o r s  had a l s o  urged t h e  
P h f l i p p i n e  a u t h o r i t i c s  t o  be f l e x i b l e  i i ,  t h e i r  excnange r a t e  pol-icy. Or? 
a l l  t h o s e  i s sues  and o t h e r s ,  D i r e c t o r s  had s t r e s s e d  t h e  i m p o r t a n c e  of  
t h e  mid-term review i n  o r d e r  t o  assess  b o t h  t h e  e f f e c t i v e n e s s  of t he  
a d j u s t m e n t  under way and t h e  p r u s p e c t s  f o r  p o s s i b l e  f u t u r e  c o l l a b o r a t i o n  
w l t h  t h e  Fund. I n  t h a t  c o n t e x t ,  a number o f  D i r e c t o r s  had n o t e d  t h e  
i m p o r t a n c e  of medium-term c o n s i d e r a t i o n s ,  e s p e c i a l l y  w i t h  r e g a r d  t o  t h e  
i nve s tmen t pr og r am. 

The E x e c u t i v e  D i r e c t o r s  t h e n  took  t h e  f o l l o w i n g  d e c i s i o n s :  

S tznd-By I .Arrangement 

1. -- The Government rtf t h e  P h i l i p p i n e s  h a s  r e q u e s t e d  a 
s t a d - b y  arrangemerit  f o r  t h e  p e r i o d  from F e b r u a r y  25 ,  1983 t o  
February 28, 19~44 i n  an amount e q u i v a l e n t  t o  SDR 315 mil l . ion.  

2. The Fund a p p r o v e s  t h e  s tand-by  arrangement  a t t a c n e d  
t o  E B 5 / 8 3 / 2 4 ,  Supplement  1. 

3 .  I'he Fund w a i v e s  t h e  l i r n j t a t i o n  i n  Ar t i c l e  V ,  
S e c t i o n  3( b) ( i i i )  

D e c i s i o n  No. 7 3 3 8 - ( 8 3 1 3 9 1 ,  a d o p t e d  
F e b r u a r y  2 5 ,  1983 

P u r c h a s e  T r a n s a c t i o n  - Comnensatorv F i n a n c i n g  l?aciki.tY 

1. The Fund h a s  r ece i .ved  a r e q u e s t  from the Government of  
t h e  P h i l i p p i n e s  fc;r a p u r c h a s e  o f  SDR i88 .55  mil.lj.on unde r  t h e  
D e c i s i o n  on  Compensatory F i n a n c i n g  o f  E x p o r t  F l u c t u a t i o n s  
( E x e c u t i v e  Board D e c i s i o n  Nb. 6 2 2 4 - ( 7 9 / 1 . 3 5 ) ,  a d o p t e d  A u g i . ~ i t  2 ,  19793.. 

2 .  The Fund n o t e s  ?.hi ' r e p r e s e n t a t i o n  of t h e  P h i l i p p i n e s  
and approves  t h e  p u r c h a s e  i n  a c c o r d a n c c  w i t h  t h e  r e q u e s t .  

3.. The Fund w a i v e s  t h e  l i m i t a t i o n  i n  Ar t i c l e  V ,  
S e c t i o n  3 ( b ) ( i i i ) .  
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7 -. LIBERIA - 1982 ARTICLE IV CONSULTATION, AND REVIEW 

UNDER STAND-BY ARRANGEMENT 

The E x e c u t i v e  D i r e c t o r s  c o n s i d e r e d  r h e  s t a f f  r e p o r t  f o r  t h e  1982 
Article I V  c o n s u l t a t i o n  w i t h  L i b e r i a  and mid-term review of t h e  scand-by 
er rangement  f o r  L i b e r i a  (EBS/S3/22 ,  1 /28/83;  and Sup. 1, 2 / 2 & / 8 3 ) .  They 
a l s o  had b e f o r e  them a r e p o r t  o n  r e c e n t  economic developments  i n  L i b e r i a  
(SM/83/34, 2318/83), 

The sti.€f r e p r e s e n t a t i v e  from t h e  A f r i c a n  Department s t a t e d  t h a t  t h e  
N a t i o n a l  Bank of L i b e r i a  had  announced an i n c r e a s e  i n  commercial  bank 
reserve r e q u i r e m e n t s ,  e f f e c t i v e  F e b r u a r y  1, 1983, from 15 p e r  c e n t  t o  
30 per c e n t .  

Mrs Sangare. made t h e  f o l l o w i n g  s t a t e m e n t :  

When t h e  Board d i s c u s s e d  L i b e r i a ' s  r e q u e s t  f o r  a s tand-by  
a r r angemen t  l a s t  September ,  i t  was clear a t  t h e  time t h a t  t he  
economy c o n t i n u e d  t o  face s e r i o u s  d i f f i c u l t i e s .  The Government 's  
d e c i s i o n  t o  c o n t i n u e  w i t h  i t s  s t a b i l i z a t i o n  e f f o r t s  was t h e r e f o r e  
welcomed by D i r e c t o r s .  I t  was n o t e d  t h a t  t h e  f i r s t  two s t a b i l i -  
z a t i o n  programs had l e d  t o  improvements :in economic management 

the hope was e x p r e s s e d  tha t  t h e  c u r r e n t  pcogram w o u l d  c o n s o l i d a t e  
t h e  ga ins  and e s t a b l i s h  the b a s i s  f o r  sustained economic growth.  

a n d  t o  some p r o g r e s s  i n  r e s t o r i n g  c o n f i d e n c e  i n  t h e  economy, and _- 

To d a t e ,  t h e  program remains  o n  c o u r s e ,  a f u r t h e r  demons'tra- 
t i o n  of  the a u t h o r i t i e s '  d e t e r m i n a t i o n  t o  do whatever  i s  n e c e s s a r y  
. to s t a b i l i z e  the economy. I n d e e d ,  t h i s  h a s  not  been  e a s y ,  a s  the  
t a s k  of economic w7agement  has been  r e n d e r e d  more d i f f i c u l t  by 
t h e  pro longed  r e c e s s i o n  i n  t h e  i n t e r n a t i o n a l  economy which has  
d e p r e s s e d  demand for L i b e r i a ' s  major  e x p o r t s ,  namely,  i r o n  o r e ,  
r u b b e r ,  and t i m b e r .  The a u t h o r i t i e s  have  had t o  make d i f f i c u l t  
c h o i c e s  a t  a t i m e  when r e a l  G D P  i s  p r o j e c t e d  t o  d e c l i n e  f u r t h e r  
by  I..$ p e r  c e n t ,  c o n t i n u i n g  t h e  t r e n d  t h a t  began i n  1980, and t h e  
l e v e l  of unemployment i s  r i s i n g ,  As r e c e n t l y  as  l a s t  November, 
LAMCO, one  of  t h  two l e a d i n g  i r o n  o r e  p r o d u c e r s ,  l a i d  o f f  a t h i r d  
of i t s  work f o r c e ,  wh i l e  F i r e s t o n e ,  t h e  l a r g e s t  rubbe r  p r o d u c e r ,  
h a s  i n fo rmed  the Government of i t s  i n ; n n t l . o n  t o  c lose  one of i t s  
p l a n t a t i o n s .  
economic a c t i v i t y ,  t h e  s i t u a t i o n  has h i g h l i g h t e d  the  f a c t  t h a t  
Ll'ne.r.la's economic problems a r e  s t r u c t u r a l  and go beyond t h e  
s h o r t - t e r m  i s s u e s  of (t s t a b i l i z a t i o n  program. The a u t h o r i t i e s  
a r e  aware  of t h i s  F a c t ,  and h a v e  i nd ica t i ed  t h a t  t h e  p re sen t  
program was t o  be a f i r s t  s tep  ' toward 3 medium-tenn a d j u s t m e n t  
e f f o r t  aimed a t  putting t h e  economy o n  t h e  pa th  of s u s t a i n e d  
economic. growth .  

Apar t  from t h e  s h o r t - r u n  impact  on employment a n d  

Aga ina t  t h i s  b a c k g r w n d ,  t h e  a u t h o r i t i e s  have d i r e c t e d  t h e i r  
attention toward d i v e r s i f y i n g  p r o d u c t i o n  w i t h i n  thf. con te s t :  o f  
t h e  second fou r -yea r  development  p l a n  c o v e r i n g  J u i j  1.981 t o  

Y 
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J u n e  1385. Highes t  p r i o c i t y  i s  b e i n g  g i v e n  t o  t h e  development  
o f  t!ie a g r i c u l t u r a l  sector  and, i n  p a r t i c u l a r ,  t h e  p r o d u c t i o n  of 
f o o d s t u f f s  t o  r e d u c e  dependence on e x t e r n a l  s o u r c ~ s .  The expan- 
s i o n  of the m a n u f a c t u r i n g  Ysector, e s p e c i a l l y  small-scale indus-  
t r i e s ,  i s  a l s o  b e i n g  emphasized. Meanwhile,  t h e  a u t h o r i t i e s  a r e  
working t o  improve the i n v e s t m e n t  c l i m a t e  as a n  i n c e n t i v e  t o  
both  domest i c  and f o r e i g n  pr ivate  Fnves t o r s .  

On t h e  f i s c a l  s i d e ,  t h e  1982183 budget  p r c j e c t e d  a growth  
o f  8 per c e n t  i n  revenue.s o v e r  t h e  p r e v i o u s  a r ,  a f i g u r e  based 
o n  assumpt ions  o,f improved tax ' c o l l e c t i o n  ana a r e c o v e r y  i n  
economic a c t i v i t y .  However, i t  now a p p e a r s  t h a t  t h i s  t a r g e t  
wii1 n o t  be achieved  as a r e s u l t  of t h e  c o n t i n u e d  d e t e r i o r a t i o n  
i n  t h e  economic s i t u a t i o n .  I n  t h e  meantime, s l i p p a g e s  i n  expen- 
d i t u r e  have made t h e  s i t u a t i o n  more d i f f i c u l t .  By t h e  end of 
November 1982,  t h e  a u t h o r i t i e s  had become convinced  t h a t  f u r t h e r  
p o l i c y  a c t i o n  was n e c e s s a r y  t o  keep  t he  budget  d e f i c i t  w i t h i n  
manageable l€rnits. A c c o r d i n g l y ,  prompt a c t i o n  was t a k e n  t o  . 
reduce expendi ture ,  e f f e c t i v e  .January 1, 1983, i n c l u d i n g  c u t s  of  
u p  t o  2 5  per c e n t  i n  s a l a r i e s  of gover.nment employees.  On a net: 
b a s i s ,  t h i s  would s a v e  approx ima te ly  $ 2 3  m i l l i o n  i n  t h e  c u r r e n t  
f i s c a l  year i n  t h e  wage b i l l .  The d e c i s i o n  has a l so  been t a k e n  
t c i  p o s t p o n e  a par t  o f  t h e  GovernEent ' s  i n v e s t m e n t  program, a 
move expected t o  r educe  t h e  devedopment budget  by $9 .2  m i l l i c n  
below t h e  o r i g i n a l .  t a r g e t  f o r  1982/83. I t  s h o u l d  be s t ressed ,  
however, t h a t  the basic  i n v e s t m e n t  p r i o r i t i e s  of t h e  Government 
h a v e  not b e e n  a l t e r e d ,  as i n d i c a t e d  by t h e  f a c t  t h a t '  t h e  a g r i c u l -  
t u r e  and f o r e s t r y  s e c t o r  i s  s t i l l  expecred  t o  account  f o r  t h e  
l a r g e s t  s h a r e  of e x p e n d i t u r e  under  the development  budget  

The a u t h o r i t i e s  h a v e  i n t e n s i f i e d  t h e i r  e f f o r t s  t o  e n f o r c e  
the  col l .ect  i o n  of taxes ,  w i t h  s p e c i a l  a t t e n r i o n  be ing  focused 
on i n d i v i d u a l .  income tax c o l l e c t i o n  i n  o r d e r  t o  o f f s e t  t h e  pro-  
j e c t e d  loss i n  revenue r e s u l r i n g  from t h e  r e d u c t i o n  i n  salar ies .  
A h u t  t a x  has  a l s o  been r e i n t r o d u c e d  i n  the  r u r a l  a r eas  a n d  i s  
expected t o  y i e l d  about  $1.5 m i l l i o n .  W i t h  t h e s e  measures ,  
t o g e t h e r  w i t h  an increase  i n  r e c e i p t s  from g r a n t s ,  t h e  o v e r a l l  
dt2f.ir:'i.t i s  e x p e c t e d  t o  be h e l d  a t  $85 m i l l i o n ,  o n l y  S2 m i l l i o n  
above the  o r i g i n a l  program t a r g e t .  The e x t e n t  of a d j u s t m e n t  
e f f o r t s  i s  h i g h l i g h t e d  by t h e  f z c t  t h a t  t h e  r a t i o  of t h e  budge t  
def ic . i . t  t o  GDP i s  axpecced t o  d e c l i n e  by more t h a n  3 p e r c e n t a g e  
p o i n t s  from  he l e v e l  recorded i .n  t h e  p r e v i o u s  y e a r ,  t h a t  IS, 
f.rtrrri 1.0.2 p e t  cent i n  1?81/82 t o  7 p e r  c e n t  i n  1982/83. A s  a 
r e s u l t  of t h i . s  p o s f t i v e  developm,ent,  government borrowing from 
r h e  cencral. bank w i l l  be l i m i t e d  t o  $ 3 2  m i . l l i . o n  compared w i t h  
$ 4 4 . 5  m i l l l i o n  i n  1981./82. 

E f f o r t s  t o  improve th2  per forzance  of p u b l i c  c o r p o r a t i o n s  
51.; -3.: t o  r rd t i ce  t h e i r  dependence  r3n b u d g e t a r y  t r a n s f e r s  remain 
a n  i n p o r t a n t  elemenr o f  the Government 's  s t r a t e g y  t o  s t r e n g t h e n  
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i t s  f i n a n c i a l  p o s i t i o n .  I n  t h i s  c o n n e c t i o n ,  a l l  p u b l i c  corpora-  
t i o n s  a r e  to  e f f e c t  economies in t h e i r  wage b i l l s  i n  keeping  w i t h  
t h e  p o l i c y  now i n  e f f e c t  f o r  government employees.  A compreben- 
s i v e  program aimed a t  a d d r e s s i n g  t h e  longer - te rm goal  of improved 
e f f i c i e n c y  i n  chose c o r p o r a t i o n s  t o  be r e t a i n e d  i n  t h e  p u b l i c  
s e c t o r  is a l s o  being developed w i t h  a s s i s t a n c e  from the World 
Bank. C o r p o r a t i o n s  no t  k e p t  by t h e  Government will e i t h e r  be 
o p e r a t e d  a s  j o i n t  v e n t u r e  o r  s o l d  o u t r i g h t  t o  the  p r i v a t e  s e c t o r .  

The r eco rded  money s u p p l y ,  which d e c l i n e d  by 11 per c e n t  i n  
,1981, i n c r e a s e d  by 2 3  per  c e n t  d u r i n g  the f i r s t  n i n e  months o f  
1982,  e a s i n g  somewhat t h e  t i g h t  l i q u i d i t y  s i t u a t i o n  which has 
p r e v a i l e d  i n  r e c e n t  y e a r s .  N e v e r t h e l e s s ,  t h e  l i q u i d i t y  s i t u a t i o n  
remains worr isome.  P r i v a t e  s e c t o r  c r e d i t  has grown by o n l y  4 p e r  
c e n t  i n  t h e  f i r s t  t h r e e  quarters o f  1982 a f t e r  decl . ining s h a r p l y  
f o r  two c o n s e c u t i v e  y e a r s  and i s  s t i l l .  w e l l  below t h e  level 
reached  i n  December 1979. Indeed ,  t h e  s i t u a t i o n  h a s  not b e e n  8 

h e lped  by t h e  r e l u c t a n c e  of f o r e i g n  commercial  banks t o  m a i n t i a n  
t h e i r  exposure  t o  L i b e r i a .  

Governmetit bor rowing  from t h e  N a t i o n a l  Bank i n  1982/83 i s  
ecpec ted  t o  exceed t h e  c e i l i n g  under  t h e  p r e s e n t  s fand-by  a r r ange -  
ment by $2  m i l l i o n .  Given t h e  d i f f i c u l t  c i r c u m s t a n c e s  under which 
t h e y  have had t o  o p e r a t e ,  t h e  a u t h o r i t i e s  a r e  seek ing  t h e  a p p r o v a l  
o f  the Fund € o r  t h e  telling, on n e t  c r e d i t  t o  t h e  Goverament t o  be 
i n c r e a s e d  from $30 m i l l i o n  as  o r i g i n a l l y  agreed  t o  $32 m i l l i o n .  

The r e s e r v e  r equ i r emen t  of t he  N a t i o n a l  Rank was r a i s e d  t o  
30 per cent e f f ec t ive  Februa ry  1, 1983, a move which c o u l d  h e l p  
t o  improve the f i n a n c i a l  position of t h e  bank, r e g u l a r i z e  t h e  
p r e s e n t  s i t u a t i o n  of h i g h  e x c e s s  r e s e r v e s ,  and l i m i t  p r e s s u r e  o n  
i t s  f o r e l g n  exchange r e s e r v e s .  I n t e r e s t  r a t e  p o l i c y  c o n t i n u e s  
t o  b e  gu ided  by t h e  n e e d  t o  m o b i l i z e  domes t i c  s a v i n g s .  I n  t h i s  
r e g a r d ,  t h e  N a t i o n a l  Bank h a s  m a i n t a i n e d  t h e  ra tes  on i t 5  c e r t i f -  
icates of d e p o s i t s  a t  more t h a n  S p e r c e n t a g e  p o i n t s  ahove com- 
p a r a b l e  ra tes  in New York. W i t h  t h e  p r o g r e s s i v e  r e s t o r a t i o n  of 
c o n f i d e n c e  i n  t h e  economy, sa les  o f  t h e s f .  c e r t i f i c a t e s  s h o u l d  
i n c r e a s e  . 

E x p o r t s  a r e  expec ted  t o  d e c l i n e  by a f u r t h e r  6 p e r  c e n t  
a f t e r  a f a l l  o f  8 per cent i n  1981 /S2 ,  r e f l e c t i n g  t h e  c o n t i n u e d  
weakening o f  markets abroad  f o r  the  c o u n t r y ' s  p r i n c i p a l  e x p o r t s .  
However, t h e  ove ra l l .  b a l a n c e  of payments p o s i t i o n  i s  l i k e l y  t o  
t u r n  o u t  b e t t e r  t h a n  e x p e c t e d .  The d e f i c i t  is now p r o j e c t e d  a t  
$49 million compared w i t h  t he  o r i g i n a l  e s t i m a t e  o f  $63 m i l l i o n .  
I t  i s  t o  be noted  that :  g ros s  i n t e r n a t l o n a l  reserves,  which were 
v i r t u a l l y  n i l  i n  1981/82 ,  are expec ted  t o  i n c r e a s e  t o  $ 2 2  m i l l i o n  
b y  t h e  end of  t he  program p e r i o d .  

L i b e r i a ' s  d e b t  s e r v i c e  r a t io  remains low a t  13.3 per cent  
a s  a r e s u l t  of  d e b t  r e l i e f  f rom o f f i c i a l  c r e d i t o r s  and commercial  
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banks.  Debt payments t o  P a r i s  Club  members f a l l i n g  due between 
.July 1980 and J u n e  1963 were  r e s c h e d u l e d  in December 1380 and 
December 1981. An agreement  on r e f i n a n c i n g  o f  a m o r c i z a t i o n  
payments due  t o  London Cl i ib  banks ,  c o v e r i n g  t h e  p e r i o d  J u l y  1981- 
June  1983,  was s i g n e d  l as t  December. As r e g a r d s  t h e  medium-term 
o u t l o o k ,  t h e  d e b t  service burden  i s  p r o j e c t e d  t o  doub le  by 1985/85 
b e f o r e  d e c l i n i n g  s l i g h t l y  i n  1986/87. O f  c o u r s e ,  much w i l l  depend 
o n  the  s t r e n g t h  of t h e  r e c o v e r y  i n  the  war16 cononiy and t h e  
a t t e n d a n t  impact  o n  demand f o r  t h e  c o u n t r y ' s  exports. 

I t  i s  wor th  r e a f f i r m i n g  t h a t  my a u t h o r i t i e s  remain  committed 
t o  the implemen ta t ion  o f  t h e  program and i n t e n d  t o  m a i n t a i n  t h e  
c l o s e  c o o p e r a t i o n  w i t h  t h e  Fund which h a s  developed over  the  y e a r s *  

Mr. Erb commented t h a t  t h e  supplement  t o  EBS/83/22 provided  a c o n c i s e  
p r e s e n t a t i o n  of t h e  c u r r e n t  s i t u a t i o n  r e g a r d i n g  L i b e r i a ' s  a r r e a r s  i n  COG- 

n e c t i o n  w i t h  t h e  o i l  f a c i l i t y .  Could the s t a f f  p rovide  s imilar  u p d a t e d  
i n € o r m a t i o n  o n  the  other  a r e a s  cove red  i n  Attachment  111 t o  EBS/83/22? 
He n o t e d  t h e  e x p l a n a t i o n s  g i v e n  by t h e  s t a f f  t o  account  f o r  t h e  ,emergence 
o f  d e l a y s  i n  t h e  d i s b u r s e m e n t s  under  t h e  c u r r e n t  s tand-by  a r r a n g e m e n t ,  
b u t  he  wondered t o  what e x t e n t  t h e  d e l a y s  had e x a c e r b a t e d  t h e  Government 's  
c a s h  f l o w  problems.  Had t h e  i n t e r e s t  o n  arrears  owed to  the London Club  
banks  been r e p a i d  a n d ,  i f  noT, why n o t ?  Assuming t h e  in te res t  arrears  
owed t o  London C l u b  banks w e r e  s t i l l  o u t s t a n d i n g ,  what p r o v i s i o n s  were 
b e i n g  made t o  pay t h e m ,  and on  what bas i s  d i d  t h e  s t a f E  assume t h a t  L i b e r i a  
w o u l d  be  more s u c c e s s f u l  unde r  p r e s e . n t  conditions t h a n  i n  t h e  past? W i t h  
r e g a r d  t o  t h e  o i l  f a c i l i t y  a r r e a r s ,  on  what b a s i s  d i d  t h e  s t a f f  c o n c l u d e  
t h a t  t h e  banks i n v o l v e d ,  w h i c h  were r e l u c t a n t  t o  agree  to one of t h e  two 
p r o p o s a l s ,  c o u l d  be persuaded t o  a g r e e  t o  a n  a c c e p t a b l e  p r o p o s a l  by May 1.4, 

. 1983?  

The s t a f f  c o r r e c t l y  emphasized t h e  impor i ance  of m a i n t a i n i n g  t h e  
exposure  o f  commercial  banks i n  L i b e r i a ,  Mr. E r h  con t inued .  N e v e r t h e l e s s  
n e i t h e r  of t h e  a l t e r n a t i v e s  b e i n g  c o n s i d e r e d  i n  c o n n e c t i o n  w i t h  t h e  o i l  
f a c i l i t y  would m a i n t a i n  t h a t  exposure .  Renewal of the % a c . i l i t y  a t  $37.5 mil- 
l i o n ,  while  r e p r e s e n t i n g  a n  increase from t h e  p r e s e n t  $26  m i l l i o n  i n  
a r rear3  , w o u l d  r e p r e s e n t  a d e c l i n e  from t h e  $50 m : i l l i o n  o u t s t a n d i n g  under 
t h e  f a c i l i t y  a s  r e c e n t l y  as  t h e  p r e v i o u s  summer. The terms of  t h e  l e a d  
bank ' s  p r o p o s a l s  would a l s o  a l l o w  € o r  f u r t h e r  s t e a d y  r educ . t i on  from t h e  
new c e i l i n g .  As f o r  t h e  London C l u b  Agreement ,  some of the  banks i n v o l v e d  
h a d  made s h o r t - t e r n  b r i d g i n g  l o a n s  t h a t  h a d  eased some o f  L i b e r i a ' s  more 
ac.ut,e l f . q u i d i t y  problems.  None ,o f  those banks , however, had made new 
l o a n s ,  and i h e  agreement  permitted a s t e a d y  r e d u c t i o n  i n  o u t s t a n d i n g  
L i b e r i a n  d e b t ,  b e g i n n i n g  from t h e  imp lemen ta t ion  of  t h e  agreement ,  prob- 
a b l y  w i t h i n  t h e  coming two weeks. Moreover ,  t h e  r e d u c t i o n s  i n  cammeI-c:tal 
bank.  e x p o s u r e  were occurring when %Sheria was r e c e i v i n g  r e i a t i v e l y  l a r g e  
amounts  of new f i n a n c i n g  from t h e  Fund a n d  from o f f i c i a l  donor s ,  w h i c h  
had a l s o  p r o v i d e d  t h r e e  s u c c e s s i v e  y e a r s  of  d e b t  r e l i e f  o n  more gerierous; 
t e rms  t h a n  t h o s e  o f f e r e d  b y  t h e  b a n k s .  SDP, 1 2  million af t h e  SDR 30 
mil.I:',on t h a c  L i b e r i a  wotrld have  a v a i l a b l e  upon Execkt  i v e  Board z t p p r o v a l  
(2.f t h e  review would '  be p a i d  t o  banks t o  implement the London Agreement 
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s i g n e d  by t h e  Government o f  L i b e r i a  i n  December 1982; t h e  r e s u l t  would 
be a net r e d u c t i o n  i n  commercial  bank e x p o s u r e .  

The Fund had been t ng iged  i n  a number of n e g o t i a t i o n s  w t t h  t h e  
commercial banks with r e g a r d  t o  the necessity o f  m a i n t a i n i n g  a d e q u a t e  
l e v e l s  o f  commercial  bank f i n a n c i n g  f o r  members t h a t  had u n d e r t a k e n  
a d j u s t r r e n t  programs suppor t ed  by Fund r e s o u r c e s ,  Mr. E r b  noted .  He and 
his a u t h o r i t i e s  h a d  s t r o n g l y  s u p p o r t e d  t h e  Fund ' s  management i n  t h o s e  
n e g o t i a t i o n s .  I t  was i m p e r a t i v e  tha t :  t h e  p r t n c i p l e s  o €  good conduct  on  
t h e  p a r t  of t h e  commercial  banks ,  which had been e s t a b l i s h e d  f o r  l a r g e r  
b o r r o w e r s ,  be adhered  t o  even when t h e  amounts i nvo lved  were smal.ler. 

Commenting on  L i b e r i a ' s  per formance  under  t h e  s t and-by ,  Mr. Erb  
e x p r e s s e d  broad agreement w i t h  t h e  s t a f f  a p p r a i s a l .  The L i b e r i a n  a u t h o r -  
i t i e s  were t o  be commended f o r  t h e  courage  t h a t  t hey  had shown i n  imple- 
ment ing  t h e i r  a d j u s t m e n t  program. The c r i t i c a l  a r e a  i n  t he  c u r r e n t  
program was f i s c a l  p o l i c y ,  a n d ,  i n  t h a t  regard, t h e  a u t h o r i t i e s  had shown 
a s t r o n g  commitment t o  a d j u s t m e n t .  The d e c i s i o n  to  reduce  sa la r ies  f o r  
a l i  p u b l i c  s e c t o r  employees ,provided a b a s i s  f o r  a more ba l anced  f i s c a l  
p o s i t i o n  i n  coming y e a r s ,  p rov ided  t h e  r e s o l v e  was m a i n t a i n e d .  The 
r e v i s e d  budget  went a l o n g  way toward a c h i e v i n g  a r e a l i s t i c  r e d u c t i o n  i n  
e x p e n d i t u r e s  b y  r a t i o n a l i z i n g  t h e  proposed c u t s .  Be i n v i t e d  t h e  s t a f f  
t o  comment f u r t h e r  on the s t a t e m e n t  c o n t a i n e d  Ln t h e  a p p r a i s a l  t h a t  some 
government  agencies '  f u n c t i o n s  migh t  be bnpaired by t h e  C U i S .  

could  be c o u n t e r p r o d u c t i v e  i'i t h e y  were e x c e s s i v e l y  d r a s t i c .  
T h e  c u t s  

When t h e  s tand-by had been o r i g i n a l l y  c o n s i d e r e d  by t h e  Board 
(EBN/82/129 and  EBM/130 ,  9 / 2 9 / 8 2 ) ,  Mr. E r b  went on, h i s  c h a i r  and o t h e r s  had 
welcomed t h e  d e c i s i o n  t o  i n c r e a s e  development  e x p e n d i t u r e s .  However, 
w h i X e  h e  unders tood  t h e  reasons behind t h e  R e c i s i o n  t o  r educe  t h e  domestic 
development  'budget  by 1 4  p e t  c e n t  a t  t h e  cur ren t  s t age ,  he i n v i t e d  t h e  
s t a f f  t o  comment f u r t h e r  o n  t h e  impact  t h a t  such  a r e d u c t i o n  might  have  
o n  the mediurn-tenn p r o s p e c t s  f o r  L i b e r i a .  He accep ted  t h e  p r o p o s a l  t o  
I n c ~ e a s e  t h e  f i s c a l  d e f i c i t  f rom $83 m i l l i o n  t o  $85 m i l l i o n  i n  F Y  1982/83. 
However, the s t a f f  had r e f e r r e d  t o  t ionbudget e x p e n d i t u r e s  o f  $2 .4  m i l l i o n ;  
how had thot ;e  a r i s e n ,  and  t o  w h a t  e x t e n t  d i d  t h e y  accoun t  f o r  t h e  i n c r e a s e  
i n  t h e  d e f i c i t ?  Re s h a r e d  t h e  c o n c e r n  of t h e  s t a f f  t h a t ,  because  of t h e  
t i g h t  budgetary  p o s i t i o n ,  no r e d u c t i o n ,  i n  domes t i c  a r r e a r s  appea red  
p o s s i b l e  i n  t h e  current fiscal y e a r .  It  was a m a t t e r  w i t h  i m p o r t a n t  

. r a m i f i c a t i o n s  fo r  t h e  a i t h o r i t i e s '  o b j e c t i v e  of r e s t o r i n g  c o n f i d e n c e  i n  
the f i n a n c i a l  management of the  count ry .  A d m i t t e d l y ,  i t  was a n  e x t r e m e l y  
d i f f i c u : L t  area t o  c o n t r o l .  A t  t h e  t ime  of t h e  a p p r o v a l  of t h e  s t a n d - b y ,  
h i s  c h a i r  had ag reed  w i t h  the d e c i s i 0 . n  n o t  t o  make d o m e s t i c  arrears a 
pc.rformance criteria. However, h i s  a u t h o r i t i e s  c o n t i n u e d  t o  b e l i e v e  t h a t  
r e s o l u t e  action was needed i n  t ha t  a rea  i f  t h e  c l i m a t e  of confidence was 

t o  be r e s t o r e d .  

' 

I n  t he  e x t e r n a l  c e c t o r ,  t h e  improvement:s i n  the  d e f i c f t  on t h e  c u r -  
r e n t  account a n d  on t h e  o v e r a l l  b a l a n c e  of  payments projected for 1982/$3 
were welcome, Ffr. E r b  obse rved .  One c o n c e r n  i n  t h a t  area r e l a t e d  t o  the 
l a r g e  deb t  s e rv i ce  obli,ga:i.ons facing L i h e r i n .  There appeared to  be 8 
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s i g n i f i c a n t  d e g r e e  of u n c e r t a i n t y  r e g a r d i n g  t h e  a c t u a l  s i z e  of  L i b e r i a ' s  
c x t e r n a l  d e b t .  How c o n f i d e n t  d i d  t h e  s taEf  f e d  w i t h  r e g a r d  t o  t h e  d e b t  
s t a t i s t i c s ?  Was i t  an area i n  which t e c h n i c a l  a s s i s t a n c e  from t h e  Fund 
might b e  b e n e f i c i a l ?  

D 

Mr. T a y l o r  r e c a l l e d  t h a t ,  d .ur ing t h e  Board ' s  d i s c u s s i o n  i n  September  
1'382, most  o f  t h o s i  who h a d  spoken  had  e x p r e s s e d  c o n c e r n  a t  t h e  s e r i o u s  
c o n d i t i o n s  f a c i n g  t h e  L i b e r i a n  economy; a number of s p e a k e r s  had s a i d  t h a t  
:here seemed t o  be l i t t l e  margin for s l i p p a g e  i n  t h e  program. S ince  t h e n ,  
the r e a l  wonomy had c o n t i n u e d  t o  d e t e r f o r a t e ,  .and p r o s p e c t s  l o o k e d  g.2oomy. 
G D P ,  which had d e c l i n e d  b y  a t o t a l  o f  6 per c e n t  i n  t h e  p r e v i o u s  t h r e e  
vears ,  was p r o j e c t e d  t o  d e c l i n e  by a b o u t  a n o t h e r  2 per c e n t  i n  1983, 
Largely r e f l e c t i n g  a p r o j e c t e d  massive d e c l i n e  i n  i r o n  o r e  product ion .  A 
7 . 5  p e r  c e n t  f a l l  i n  GDP i n  f o u r  yea r s ,  when the p o p u l a t i o n  had grown by 
a b o u t  13 p e r  c e n t ,  undoub-tedly pu t  s e v e r e  r e s t r a i n t s  o n  l iv i .ng  s t a n d a r d s .  
About 60 per c e n t  of t h e  p o p u l a t i o n  l i v e d  by s u h s i s z e n c e  a g r i c u l t u r e ,  so  
t h a t  p e r h a p s  zany  of  t h e  workers  l a i d  o f f  in , t h e  n a j o r  e x p o r t  i n d u s t r i e s  
would manage to  f i n d  some temporary employment  i n  t h e  rionmonetary s e c t o r  
n f  t h e  ec.onon)r. Nevertheless ,  D i r e c t o r s  ought t o  be concerned  and 
aympa t h e  t l c  w i t h  re.gard t o  t h e  ecl;nomic o u t l o o k .  

The fundamenta l  s o l u t i o n  t o  L i b e r i a ' s  problems l a y  i n  p r o g r e s s  toward 
d i v e r s i f i . c a t i o n  of t h e  economy, p a r t i c u l a r l y  i n t o  modern a g r i c u l t u r e ,  
YBrB T a y l o r  c o n s i d e r e d .  Such progress  would be e s s e n t i a l  t o  r e d u c i n g  the 
er.onoiay's heavy dependence on  t h e  r e l a t i v e l y  v o l a t i l e  i n d u s t r i a l  demands 
.If tP,e deve loped  world i n  i n d u s t r i e s  such  as a u t o m o b i l e s  a n d  c o n s t r u c t - i o n .  
T h e  re la t ive  l a c k  o E  d i s c u s s i o n  i n  t h e  s t a f f  repor t  on t h e  ques t ion  of 
d i v e r v i f i c a t i o n  a n d  t h e  p r o s p e c t s  for  a g r i c u l t u r a l  developmeilt was some- 
what s u r p r i s i n g ;  p e r h a p s  t h e r e  was a need f o r  an A r t i c l e  IV c o n s u l t a t i o n  
t o  revlew t h o s e  i s s u e s  i n  WZ'F: d e t a i l ,  i n s o f a r  as t h e y  were susceptible 
1-0 mac rocconomic measures within t h e  comw tence o f  t h e  Fund - 

Commenting on t h e  p r a p o s a l  t o  m o d i f y  t h e  performance cr . i . rer ion w i t h  
regard t o  credit t o  -the Government, Fir- Taylor  endorsed the  r e q u e s t .  Mow 
e v e r ,  f.r seemed t,o l e a v e  a number of b a s i c  issues unanswered. The s t a f f  
had concluded i n  September 1982 t h s t ,  i f  t h e  p o s i t i o r ;  d i d  not: improve, 
more f % s c a l  a c t i o n  would be needed.  In f a c t ,  t h e  a u t h o r i t i e s  h a d  t aken  
R series o f  courageous  moves i n  an atternpt t o  c o r r e c t  t he  s l i p p i n g  f i s c a l  
s i t u a t i o n ,  hut, even allowing f o r  t h o s e ,  t h e  a u t h o r i t i e s  c u r r e n t l y  be.lieved 
t h a t  t h e y  cou.1.d not reduce  t h e  o v e r a l l  d e f i c i t  below Si35 o i i l l i o n .  There- 
f o r e ,  t h e y  bad r e q u e s t e d  a m o d i f i c a t i o n  of t h e  performance c r i t e r i o n  by 
$2 w . i l l i a n .  There s t i l l  rerwined' L i t t l e  margin f o r  e r r o r .  Even though 
the change was : j m ; i l l ,  t h e  staff remained d o u b t f u l  t h a t  t h e  n e w  c e i l i n g  
c o u l d  be m e t  w f t k a u t  c o n s i d e r a b l e  d i f f i c . u l t y .  I n  i t s  e p p r a i s a l ,  t h e  s t a f f  
5:ated c h a t  t h e  various cuts i n  p u b l i c ' e x p e n d i t u r e  "will be  d i f f i c u l t  t o  
i i c h i e v e ,  2nd may i m p a i r  t h e  f u n c . t i o n i a g  of some gave rmen t  agencies,"  
The s t&f  added  t h a t  it: " b e l i e v e s  c h a t  t h e r e  a r e  reasonable  p r o s p e c t s  
f o r  achievl.zig t h e  budge t  t a r g e t  for the r ema inde r  of t h e  program per iod . "  
&I t.hat h a s l s ,  i t  snpportrerl t h e  requested modeEir increase i n  t h e  f i a c a h  
c e i 1 f ng . 

P 
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The a p p a r e n t  ambiva lence  on t h e  part of t h e  s t a f f  was somewhat 
p u z z l i n g ,  Mr T a y l o r  c o n t i n u e d .  A d m l  t t e d l y ,  t h e  i s s u e s  were  d i f f i c u l t .  
He i n v i t e d  t h e  s t a f f  t o  outline what f u r t h e r  o p t i o n s  might Se a v a i l a b l e  
t o  t h e  a u t h o r i t i e s  'io keep  w i t h i n  t h e  f i s c a l  c e i l i n g .  To some e x t e n t ,  
t h e  s e r i o u s n e s s  of t h e  f i s c a l  problem had been cushioned  by t h e  growth of 
d o m e s t i c  a r r e a r s s  He shared t h e  s t a f f ' s  c o n t i n u e d  concern  t h a t  no reduc- 
t i o n  i n  domes t i c  a r r e a r s  was i n  p r o s p e c t  € o r  t h e  p r e s e n t  f i s c a l  yea r ,  a n  
i l l u s t r a t i o n  of t h e  d i f f i c u l t y  of the  f i s c a l  s i t u a t i o n .  

The re-emergence of s i g n i E t c a n t  e x t e r n a r  arrears  d u r i n g  t h e  second 
h a l f  o f  1982 was a mat ter  of s e r i o u s  c o n c e r n ,  Mr. T a y l o r  o b s e r v e d ,  i n d i -  
cating t h e  d i f f i c u l t  n a t u r e  of t h e  ex te rna l .  payments problems c o n f r o n t f n g  
t h e  authorities. Attachment  TIT o f  SM/83/34 i a d i c a % e d  t h a t  what had been 
perceived i n  September 1982 as  a s m a l l ,  pe rhaps  te rcporary ,  problem of  a b o u t  
$10 million of a r r e a r s  o n  o i l  i m p o r t s  had grown i n t o  much l a r g e r  and more 
widespread  a r rears  t o  many i n s t i t u t i o n s  and banks by t h e  b e g i n n i n g  of 
November. Even a l l o w i n g  f o r  the f a c t  that  t h e  s t i \ f f ' S  d e f i n i t i o n  of 
arrears  was s t r i c t ,  t h e  problem was worsening .  The j n f o n n a t i o n  supplied 
in the supplement  t o  S M / % 3 / 3 4  seemed t o  suggest t h a t  a t  l e a s t  t h e  arrears  
arising from o i l  payments were in the process oE being  r e s c h e d u l e d  under  
o n e  of two p o s s i b l e  agreements .  Bo th  o f  t h e  p o s s i b l e  r e s c h e d u l i n g s  were 
a c c e p r a b l e  to t h e  L lbe r i an  a u t h o r i t i e s ;  t hey  would p robab ly  be a c c e p t a b l e  
t o  the Executive Board. However, p e r h a p s  t h e  banks c o u l d  be more f o r t h -  
coming, as  Mr. Erb h a d  sugges ted .  He i n v i t e d  t h e  s t a f f  to comment o n  
t tta t q ties t: i o n .  

Other a r r e a r s  e x i s t e d ,  Mr. Taylor added,  fo r  example, t hose  a u t s t a n d -  

Any f u r t h e r  i n f o r m a t i o n  t h e  s t a f f  c o u l d  provide r e g a r d i n g  t h e  t o t a l  
i ~ g  to  t h s  Condon Club. There were a l so  a r rears  o u t s t a n d i n g  t o  t h e  Par is  
C l u b .  
ar rears  accumulated s ince  Dacember 1, 1982 w o u l d  be  u s e f u l .  A p p a r e n t l y ,  
the arrears could  not  be eliminated a t  t he  moment. N e v e r t h e l e s s ,  t h e  s t a f f  
p r o p o s e d  t o  allow L i b e r i a  t o  d r a w  t h e  second tranche under the program, but 

a t rears  by Nay 1 4 ,  1983.  It was 8 Ear from i d e a l  soI . i i t lon ,  b u t ,  i f  I t  was 
t h e  onl-y way t o  make progress, t h e  E x e c u t i v e  Board would have to accept i t .  
Given the d e t e r i o r a t i o n  o f  t h e  s i t u a t i o n ,  t h e  s t a f f  s h o u l d  k e e p  D i r e c t o r s  
c l o s e l y  informed on progress made i n  r ega rd  t o  a r r e a r s  on the  oil f a c i l . i t y  
over t h e  coming few weeks, s ince  the  outcome of  t h o s e  d i s c u s s i o n s  would 
s i g n i f i c a n t l y  a f f e c t  the. room for maneuver a v a i l a b l e  EO the o u t h o r i t i e s ,  

* to make fnrrlier drawlngs cand1tioriaL on the  complete e l i m i n a t i o n  of t h e  

The ques t ion  of  r rechnical  assistance t o  LCberfa was I m p o r t a n t ,  
k. Taylor r m a r k s d .  LIbsr ia  d e s e r v e d  and h a d  received i m p o r t a n t  t e c h n i c a l  
assi8tance from b o t h  t h e  Fund and c h e  World Rank. Did t h e  staf€ ~ I I Q W  when 
t-tie re3\3li:b of t h e  recent rechnlical rninsion t o  Monrovia ta s t u d y  t h e  
fmporrant q e s t f o n  of t h e  m o b i l i z a t i o n  of domestic savings  wr>uld bccixne 
a v n i l a b l e ?  Had t h e  s r u d y  a l s o  covered i n c e n t i v e s  €o r  i n w a r d  investment, 
s potentially v a l u a b l e  area? The a u t h o r i t i e s '  a c c e p t a n c e  o €  t h e  World 
B a n k ' s  ~ e c m m e r i d a ~ i o m  on p u b l i c  corpora t ions  was wclcame. D i d  the s t a f f  
know when t h e  tet'i?rm project rcsulting from t h u t  work was likely t o  be 
disctsascd by t h e  E X W I J ~ ~ V ~  Board of t h e  b ~ k ?  



Mr. Salehkhou n o t e d  t h a t  t h e  L i b e r i a n  ecorioloy had faced r e c u r r e n t  
prr>blems in r e c e n t  years .  T h e  d i f f i c u l t i e s  had been exacerbated by weak 
cuminodiry marke r s ,  r e c e s s i o n  i n  industrial c o u n E r i e s ,  a n d  o t h e r  exterrial 
f a c t o r s .  There were e q u a l l y  s e r i o u s  doinestlc d i f f i c u l t i e s ,  however,  
r e f s t ed  t o  fundamen ta l  s t r u c t u r a l  i m b a l a n c e s  i n  t h e  econorny. Such prob- 
lems had l e d ,  i n t e r  a l i a ,  t o  a l o s s  of c o n f i d e n c e ,  c o n t i m o u s  d e c l i n e s  
I n  p r o d u c t i o n ,  payments a r r ea r s ,  and d e c l i n e s  i n  e x p o r t s  azid revenues.  

On t he  e x t e r n a l  s i d e ,  e x p o r t  p r i c e s  and volumes had d e c l i n e d ,  
Mr. Salehkhou conti:tued, and L i b e r f a  had  had t o  contetrd w i t h  a d e c l i n i n g  
s n a r e  f o r  its e x p o r t s  t o  t h e  i n d u s t r i a l  coun t r i e s ,  which  h a d  been  unJe r -  
going a r e c e s s i o n .  The 105s of export  revenue had,  in t u r n ,  l e d  t o  a 
d e c l i n e  i n  budget r evenue -  Such  adverse e f f e c t s  had a l so  l e d  t o  d e c l i n e s  
i n  GDP during the p r e v i o u s  t h r e e  years .  Ori t h e  domes t i c  f r o n t ,  rhe g e n e r a l  
f i n a n c i a l  o p e r a t i o n s  oE t h e  p u b l i c  c o r p o r a t i o n s  had been u n s a t i s f a c t o r y ,  
w i t h  cost o v e r r u n s ,  heavy  dependence  on government s u b s i d i e s ,  and d e c l i n i n g  
e f f i c i ency .  T h e  money and banking  s e c t o r  was a l s o  a potenrialiy serious 
a rea  i n  the  d o m e s t i c  economy, r e q u i r i n g  a r e s t o r a t i o n  oE c o n f i d e n c e  and ,  
hrnce, of s av ings .  Major r a t i o n a l i z a t i o n  e f f o r t s  s h o u l d  be rmde  in & h a t  
a rea .  

Under such  d i f f i c u l t  c i r c u m s t a n c e s ,  rhe  authvriries had taken bold  
measures  t o  ease t h e  problems, Mr. SaLehkhou coumented. T h e r e  had been a 
drasc i r ,  cut I n  t h e  sa lar ies  and wages of p u b l i c  employees, s h a r p  c u t s  i r ;  
t h e  budget,  and ii more r e a l i s t i c  d i s r r i h t i o n  of  resources  f ~ c  o rhe r  
recurrent spending .  T h e  development budget had a l s o  been  c u t  i n  o r d e r  
t o  cope w i t h  reduced revenues.  The  a u t h o r i t i e s  were o p t i m i s t i c  t h a t  t h o s e  
cuts would b r i n g  t h e  budget d e f i c i t  close t o  the program t a r g e t ,  I n  t h a t  
c o n t e x t ,  t h e i r  r e q u e s t  f o r  ~n i n c r e a s e  i n  the performance c r i t e r i o n  on 
hank f i n a n c i n g  f o r  A p r i l  and June 1383 s h o u l d  be s u p p o r t e d .  

D e s p i t e  t h e  a d m i t t e d l y  p a i n f u l  measures already a d o p t e d  by t h e  
Government, much reinained t o  be dene,  Mr. Salehkhoii c o n s i d e r e d .  A5 l o n g  
a s  the present u n c e r t a i n  external envi ronment  e x i s t e d ,  i t  was e s s e n t i a l  
f o r  t h e  an tho t i t I . e s  t o  take comprehenstve stock O E  a v a i l a b l e  arid p o t e n t i a l  
d o m s t i r ,  resources, and t o  c r y  t o  make € u r t h e t  use of a v a i l a b l e  domestic 
resG. iTr?z ,  i f  on ly  because t h e  o u t l o o k  f o r  continued capital i n f l o w s  wt?s 
h i g h l y  uncer ta in ,  g i v e n  the present  financial condirions in t h e  interna- 
tlonal. capital markets. F u r t h e m o r e ,  there seemed ti) be a need f o r  a 
complete  r a t i o n a l i z a t i o n  af t h e  exchange rare system. The system ir, i t s  
p resen t  f o r a  c a u t d  n o t  f u n c t i o n  as  a p o i i c y  i n s t r u m e n t  I n  t h e  h a n d s  of t h e  
C o v e ~ n m e ~ t .  F u r t h e r  r a t i o n a l i z a t i o n  of t h e  banking s y s t e m  was a l s o  c a l l e d  
f o r  w f t h  a view to e n h a n c i n g  p u b i i c  c o n f i d e n c e .  

111 t b e  area o f  p u b l i c  e n t e r p r i s e s ,  Mr. Salehkhou noted,  t h e  Gavern- 
iwnt had taker? steps to  inprtrve e f f i c i e n c y .  He welcomed she C o v e r n m e n ~ ’ ~  
d e c i s i o n  t o  accept; the World Bank’s r e ~ u m ~ ~ ~ d a t i o n s  and he l ooked  f v r w a r d  
to Che peeparo tLon of t h e  p u b l i c  e n t e r p r i s e s ’  refom p r o j e c t ,  to be corn- 
p l c c ~ d  by t h e  World  Rank. T h e r e  was a l so  a need t o  s t r e n g t h e n  t h e  p r i v a t e  
s c t - t o ~  and c a  provide  i t  w i t h  f a c i l i t i e s  arid w i t h  the cor i f idence  t o  
increase i t s  contribution to t h e  economy. D e s p i t e  t h e  oInvi.ous s e t b a c k s ,  

.r 



- 22 - 

t h e  a u t h o r i t i e s  ought. t o  be commended f o r  t h e  p r o g r e s s  a l r e a d y  a c h i e v e d .  
He h c p e d  t h a t  a con t - .nua t ion  oE t h e  a r r angemen t  w i t h  t h e  Fund would h e l p  
t o  ease s o n e  o f  thq. d i f f i c u l t i e s  t h a t  t h e y  were  f a c i n g .  
t h e  proposed  de: is ions.  

He f u l l y  s u p p o r t e d  

" 

Mr. V i d v e i  r e c a l l e d  t h a t ,  d u r i n g  t h e  Execu t ive  Board d i s c u s s i o n  of 
L i b e r i a ' s  reqLiest  f o r  a s tand-by  a r r angemen t  i n  September  1982, he had 
commented a t  l e n g t h  on t h e  e x t r e m e l y  s e v e r e  economic d i f  f i c u l c i e s  fac ing  
the counrry. Those p o i n t s  remained v a l i d .  The courage  and  t h e  commitment 
demons t r a t ed  by t h e  a u t h o r i t i e s  were i m p r e s s i v e .  
s e r i o u s  i n  1982,  and t h e  i n t e r n a t i o n a l  econdmic s i t u a t i o n  had l e d  t o  
f u r t h e r  d e t e r i o r a t i o n .  
e x p e n d i t u r e s  r e f l e c t e d  t h e  r e s o l u t e n e s s  of t h e  a u t h o r i t i e s  I n  r e a l i t y ,  
t hey  had l i t t l e  c h o i c e ,  g i v c n  t h e  l i m i t e d  p o l i c y  i n s t r u m e n t s  a t  t h e i r  
disposal ,  the  c o n t i n u e d  l a c k  of confidence, and t h e  Sleak o u t l o o k  f o r  
t h e  w o r l d  economy. 

The problems had been 

The r e c e n t  h a r s h  measures  in t h e  area of governmenr 

However, t h e  q u e s t i o n  migh t  be asked whethe r  t h e  Fund c o u l d  do more 
t o  ease t l e  economic bu rdens  f a c e d  by L i b e r i a ,  Mr. Vidve i  c o n t i n u e d , ' a n d  
whether i t  could  g i v e  t h e  a u t h o r i t i e s  more time t o  c a r r y  through re forms 
i n  t h e  economy. Some o f  t h e  reEorms were time-consuming, p a r t i c u l a r l y  
improvements  i n  t h e  p b l i c  management of t h e  economy. A s  t h e  s ta f f  had 
p o i n t e d  o u t ,  r ecove ry  i n  t h e  i n d u s t r i a l  w o r l d  was essential f o r  t h e  growth 
of t h e  L i b e r i a n  economy in t h e  medium term. In t h a t  r e s p e c t ,  L i b e r i a  was 
no t  un ique ;  t h e  same c o n s i d e r a t i o n  a p p l i e d  t o  o t h e r  d e b t - r i d d e n  less  
developed  c o u n t r i e s .  The s o o n e r  s a t i s f a c t o r y  growth i n  t h e  i n d u s t r i a l  
c o u n t r i e s  was r e g e n e r a t e d ,  t h e  q u i c k e r  r e c o v e r y  would come i n  t h e  less 
d e v e l o p e d  c o u n t r i e s ,  and t h e  q u i c k e r  would be t h e  r e s t o r a t i o n  of c o n f i -  
dence  and normal  c o n d i t i o n s  i n  i n t e r n a t i o n a l  c a p l t a l  marke t s .  

In September  1982,  h e  h a d  recommended a n  increase i n  t he  r e s e r v e  
r equ i r emen t  f o r  banks ,  Mr, Vidvei n o t e d ,  and  t h e  s t a f f  had tnidc t h e  same 

. recommendation in EBS/83/22. T h e r e f o r e ,  he  welcomed Mr. S a n g a r e ' s  s ta te-  
writ tha t  s u c h  a c t i o n  had  been taken. Fur the rmore ,  i n  September  h e  had 
expressed a n x i e t y  a b o u t  t h e  p remium on t h e  c e r t i f i c a t e s  of deposit. 
Since  t h e n ,  the premium appeared to have grown even l a r g e r .  Whi le  t h e  
rremendous d i f f i c u l t  Fes i n v o l v e d  i n  r e s c o r i n g  c o n f i d e n c e  I n  t h e  f i n a n c i a l  
sys tem were u n d e r s t a n d a b l e ,  f u r t h e r  cormuents by t h e  s t a f f  o r  M r .  Sangare  
would be welcome. F i n a l l y ,  he  c o n t i n u e d  t o  s u p p o r t  t h e  a d j u s t m e n t  e f f o r t s  
of t h e  Liberian a u t h o r i t i e s  and t h e  Fund program. B e s i d e s  p r o v i d i n g  
f i n a n c i a l  a s s i s t a n c e  t o  L i b e r i a ,  t h e  Fund s h o u l d  be generous i n  r e s p o n d i n g  
t o  p o s s i b l e  f u r t h e r  requests f rom t h e  a u t h o r i t i e s  f o r  t e c h n i c a l  a s s i s t a n c e .  

blr. Grosche  remarked ;hat t h e  L i b e r i a n  a u t h o r i t i e s  had demons t r a t ed  
determination In implementing a severe  adjur j tment  program, Eor which  t h e y  
should be commended. U n f o r t u n a t e l y ,  € o r  a small, open economy l i k e  
Liberia's, a pruden t  a d j u s t m e n t  p o l i c y  was o n l y  one c o n d i t i o n  for improv- 
ing ~ C O R O ~ ~ ~ C  per formance .  A n o t h e r  i m p o r t a n t  condition was t h e  recovery o f  
major i n d u s t r i e s ,  such 3s i r o n  o r e .  r u b b e r ,  a n d  t i m b e r ,  whtc:h Ln t u r n  
depended heavily o n  upswings i n  Western Europe and t h e  Uni ted  States. As 
Long a s  t h e  weak demand f o r  L i b e r i a n  e x p o r t s  c o n t i n u e d ,  t h e  a p p r o p r i a t e  
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cot~rse  of economic p o l i c y  wc.lil,d be d i f f i c u l t .  M r .  Taylor  had c o r r e c t l y  
i d e n t i f i e d  t h e  need f o r  d f v e * : s i f i c a c i o n ,  but  d i v e r s i f i c a t i o n  t o o k  time. 

I n  l i g h t  of t h e  e x p e r i e n c e  w i t h  t h e  c u r r e n t  s tand-by a r r angemen t ,  
Mr. Grosche cont i .nued,  he was c o i i f i d e n t  t h a t  t h e  L i b e r i a n  a u t h o r i t i e s  
would c o n t t n u e  t o  implement s t e a d i l y  the necessary adjus tment  p o l i c i e s  
He suppor t ed  t h e  proQosed d e c i s i o n s ,  n o t w i t h s t a n d i n g  h i s  unease, s h a r e d  
by Mr, Erb and Mr. T a y l o r ,  w i t h  r e g a r d  t o  t h e  t i m e l y  e l i m i n a t i o n  o f  
e x t e r r ( a 1  a r r e a r s .  

The s t a f f  r e p r e s e n t a t i v e  from the A f r i c a n  Department s t a t e d  t h a t  t h e  
s t a f f  h a d  d i s c u s s e d  t h e  q u e s t i o n  of  e x t e r n a l  a r r e a r s  t ho rough ly  w i c h  t h e  
a u t h o r i t i e s  i n  Novenber and December 1982. The a u t h o r i t i e s  had provided 
t h e  s taff  w i t h  ful .1  i n f a r m a t i o n ,  and t h e  s t a f f  had used i? s t r i c t  d e f i n i t i o n  
o f  a r r e a r s .  On r e t u r n  f rom t h e  m i s s i o n ,  he hzd sought  i n f o r m a t i o n  froin 
v a r i o u s  i n s t i t u t i o n s  t o  f i n d  o u t  more about  t h e  a r r e a r s .  For  example,  t h e  
World Bank had sa id  t h a t  a l l  payments due t o  i t  were w i t h i n  I t s  cus tomary  
60-day g r a c e  p e r i o d .  Other  i n s t i t u t i o n s  t h a t  h e  had spoken t o  had been 
a b l e  t o  make similar s t a t e m e n t s  w i t h  r e g a r d  t o  payments owed t o  them. 
Thus , t h e  staff's c o n c l u s i o n  was t h a t  t e c h n i c a l  a s s i s t a n c e  t o  L ibe r i a  
would be v i t a l ,  because the  L i b e r i a n  a u t h o r i t i e s  themselves  d i d  not have 
a c lear  p i c t u r e  of t h e  a r r e a r s  s i t u z t i o n .  A s t a f f  member from t h e  Central 
Banking Department  had j u s t  completed a r e c e n t  v i s i t  t o  L i b e r i a  t o  d i s c u s s  
t h e  q u e s t i o n  wi th  t h e  a u t h o r i t i e s .  The World Bank had a l s o  s en t  a m i s s i o n  
f o r  the same purpose.  

The q u e s t i o n  o f  how b e s t  t o  p r ~ c t e d  w i t h  r ega rd  t o  the o i l  f a c i l i t y  
h a d  been ra ised,  t h e  s t a f f  r e p r e s e n t a t i v e  noted .  A s  of  June 30, 1982,  
S47 .5  m i l l i o n  had been o u t s t a n d i n g  unde r  the  f a c i l i t y .  The t o t a l  ava i l ab le  
to  L i b e r i a  had been $50 r n i l l l o n ,  bu t  ac tua l .  drawings had f l u c t u a t e d ,  
depend ins  O R  oi l .  d e l i v e r i e s  and o t h e r  f a c t o r s ,  between $ 3 7 . 5  m i l l i o n  and 
$ 4 7 . 5  mil.l ion.  The proposed r e s t o r a t i o n  oE t h e  f a c i l i t y  t o  t h e  l e v e l  of  
$37.5 m-i l l ion,  t h e r e f o r e ,  seemed r e a s o n a b l e  and f e a s i b l e .  The s c a f f  had 
p a r t i c i p a t e d  i n  mee t ings  w i t h  t h e  banks and  t h e  L i b e r i a n  a u t h o r i t i e s  on t w o  
occasions s ince  t h e  Execu t ive  Board 's  a p p r o v a l  of the s tand-by a r r angemen t ,  
drrtd t h e  l e a d  commercial  bank b e l i e v e d  t h a t  i t  would be possib1.r t o  r e a c h  
a s o l u t i o n  at $ 3 7 . 5  m i l l i o n .  A smal l  number of banks were r e l u c t a n t  t o  
a g r e e  t o  t h e  p r o p o s a l ,  b u t  it appeared  p o s s i b l e  t h a t  a r r angemen t s  cou ld  
be worked o m  w i t h  the  m a j o r i t y  of  banks ,  with some a l te rna t ive  arrange- 
ments made f o r  t h e  r e i u c t a n t  group,  

A f u r t h e r  issue was the  reschedul ing  of d e b t  owed to t h e  London Club  
hanks, t h e  s t a f f  r e p r e s e n t a t i v e  c o n t i n u e d .  The London C l u b  h a d  agreed LO 
the r e s c h e d u l i n g  oT $ 2 7  m i l l i o n  i n  a m o r t i z a t i o n  payments d u e ,  and t h e  
a u t h o r i t i e s  had comm! t t c d  themse lves  t o  u s i n g  t h e l r  n e x t  drawii ig  f r o m  
the Fund t o  e l i m i n a t e  i n t e r e s t  i n  a r r e a r s ,  whlch was n o t  r e schedu led .  
Therefore, the on1.y i.rnmectiate r e d u c t i o n  i n  t h e  exposure of t h o s e  banks 
would be i n  t h e  zmoi.int 05 rhe 5 p e r  c e n t  down payment under the London 
C1 u b  Agreement. 

http://zmoi.int
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One D l r e c t o r  had a s k e d  why t h e r e  had  been an i n c r e a s e  i n  [ ionbudget  
e x p e n d i t u r e s  of  $2.4 m i l l i o n ,  t h e  s t a f f  r e p r e s e n t a t i v e  obse rved .  The 
l a r g e s t  p o r t i o n  of t h e  i n c r e a s e  h a d  a r i s e n  from the Government of L i b e r i a ' s  
pu rchase  of e q u i t y  i n  t h e  West A f r i c a n  A g r i c u l c u r a l  C o r p o r a t i o n ,  and smaller 
amounts had been s p e n t  O D  m i s c e l l a n e o u s  jterns, s u c h  as  payments  f o r  r a d i o  
equipment  o rde red  in e a r l i e r  y e a r s ,  and payments t o  t h e  o i l  co rporaE ion .  

The q u q s t i o n  had  a l so  been r a i s e d ,  t h e  s t a f f  r e p r e s e n t a t i v e  went o n ,  
whe the r  t he re  was no t  a c e r t a i n  element of c o n t r a d i c t i o n  i n  t h e  s t a f f ' s  
v i e w  t h a t  t h e  a u t h o r i t i e s  cou1.d meet t h e  performance c r i t e r i a  for t h e  
second q u a r t e r  of 1.983 a,nd i t s  view t h a t  t h e  a u t h o r i t i e s  would  have g rea t :  
d i f f i c u l t i e s  i n  d o i n g  BO. In  f a c t ,  t h e r e  was no c o n t r a d i c t i o n .  Achieve- 
ment of t h e  t a r g e t s  would be p o s s i b l e  w i t h  s t r e ~ i u o u s  e f f o r t s  on t h e  par t  
of  the a u t h o r i t i e s .  The s t a f f  had s t r e s s e d  t h e  need  t o  engage i n  a n  
a c t i v e  revenue c o l l e c t i o n  program, and ,  i n  J a n u a r y ,  t h e  F inance  M i n i s t e r  
h i m s e l f  and s e n i o r  members oE t h e  F inance  M i n i s t r y  h a d  p e r s o n a l l y  t a k e n  
p c r t  in  a c o l l e c t i o n  e f f o r t  t h a t  had r a i s e d  about  $400,000 of  taxes i n  a 
few days. The a u t h o r i t i e s  had a s s u r e d  t h e  s t a f f  t h a t  t h e y  i n t e n d e d  t o  
c o n t i n u e  such  e f f o r t s .  N e v e r t h e l e s s ,  there  mlghc have t o  be f u r t h e r  c u t s  
i n  t h e  development budget  and  in some o t h e r  r e c u r r e n t  e x p e n d i t u r e s .  The  
impact would be f e l t  i n  a g r S c u % t u r e ,  publ ic  works, acid e d u c a t i o n ,  and .it 
w a s  i n e v i t a b l e  t h a t  t h e  q u a l i t y  and q u a n t i t 3  of s e r v i c e s  would he a f f e c t . e d .  
However, t h e  au th0 r i t i . r . s  r e a l i z e d  t h a t  such  a c t i o n  was part o f  t h e  neces- 
sary rest ra int  t h a t  t h e y  had commit ted themse lves  to .  The s z a f f  b e l i e v e d  
t h a t  they  would be s u c c e s s f u l ,  i . E  t h e y  con t fnued  t h e  coaimitment sham t h u s  
.far I 

_- 

The s t a f f  agreed  w i t h  t h o s e  D i r e c t a r s  who had commented t h a t  t he  
m o b i l i z a t i o n  of  domes t i c  r e s o u r c e s  would be e s s e n t i a l ,  t h e  staf E represen- 
t a t i v e  added,  and t h e  C e n t r a l  Banking Departmenl: and t h e  Lega l  Department  
had r e c e n t l y  comple ted  a repar t  o n  t h a t  q u e s t i o n .  The r e p o r t  would be made 
ava i lab le  t o  t he  a u t h o r i c i e s  wi.thFri a week. However, i t  d i d  no t  c o v e r  
i n c e n t i v e s  f o r  Inves tmen t  inflows, as one D i r e c t o r  had wondered. That 
s u b j e c t  was bei?g s t u d l e d  by L i b e r i a ' s  N a t i o n a l  Inves tmen t  Commission. 
The s t a f f  a l s o  agreed w i t h  t h e  p o i n t  made by one D i r e c t o r  t h a t  ?\e s u b j e c t  
o f  a g r i c n l t u r a l  d i v e r s i f i c a t i o n  could have been covered  more f u i l y  i n  
EBS/83 /22 ,  an important :  o b j e c t i v e  of t h e  a u t h o r i t i e r '  ccd1:omic program. 
A World Bank: s t a f f  member had accompanied the Fund s t a f f  o n  the r e c e n t  
mission, d u r i n g  which t h e  staff had sough t  changes  in t h e  d v e l o p i n e n t  
b u d g e t  t h a t  would maximize t h e  flow of  r e s o u r c e s  t o  t h e  a g r i c u l t u r a l  BBC- 

t o r .  However, a g r i c u l t u r e  had had to bear some of  t h e  b r u n t  of  t h e  o v e r a l l  
r e d u c t i o n s .  The premium on c e r t i f i c a t e s  o f  d e p o s i t  (CDs) had also been 
ment ioned  by a D i r e c t o r ;  the  i n t e r e s t  rate had been overwhelmingly 
inf luenced  by p o l i t i c a l  u n c e r t a i n t i e s .  The CDs d i d  no t  p l a y  a n  i m p o r t a n t  
economic r o l e .  

It had been sugges t ed  t h a t  L ibe r i a  needed more time t o  adjust t han  
w a s  p rovided  f o r  i n  t h e  Fund ' s  program, the  s t a f f  r e p r e s e n t a t i v e  From t h e  
AS r ican  D e p a r t m e n t  commented. The Fund had been p r o v i d i n g  assistance t o  
L i b e r i a  f o r  several  yearGI  and  a d j u s t m e n t  had been t a k i n g  p l a c e .  Hawever, 
c ircums t a n c e s  , pa r t i c u  La r l y  t he e x  te  r n a l  env i t  clrunerit , had con t: Inua1  Ly 



changed, m a i n l y  i n  a worsen ing  d i r e c t i o n .  A . t  t h e  time of  t h e  i n i t i a l .  
d i s c u s s i o n s  w i t h  the a u t h o r i t i e s  i.n the midd le  of 1982,  t h e  outlr>ok. f o r  
L i b e r i a ' s  expor t s  of i r o n  . o r e  and tim'ber had seemed reasonable .  
by Sepcember, d e s p l t e  t h e  a d j u s t m e n t  measures t aken  by the a u t h o r i t i e s ,  
t h e  nutlook had worsened. T h e  s t a f f  had had t o  in fo rm the .  a u t h o r i t . i . e s  
t h a t ,  w h i l e  t h e  measures t a k e n  had been courageous ,  inare needed t o  be 
done. T h u s ,  h e  agreed w i t h  those D i r e c t o r s  who had  emphasized thaz t h e  
medium-term outlook f o r  L iber ia  depended on recover'y In wor ld  markets. 
G i v e n  t h e  a d j u s t m e n t  measures  a l r e a d y  t a k e n ,  L i b e r i a  s tuod  i n  i? good 
p u s i t i o n  t o  take  e a r l y  advantage of any  u p t u r n  iq world  dernsnd. 

H O W ~ V ~ P ,  

The s t a € f  r e p r e s e n t a t i v e  f rom the  Exchange a n d  Trade  Re1at:LoJTs Depnrt-  
ment commented t h a t  t h e  question of the F l i r d ' s  r o l e  .in debt  r e s c h e d ~ l i n g  
d i s c u s s i , b n s  w i t h  commercial  bonks r a i s e d  issues  beyond t h e  L i b e r i a n  case 
u n d e r  d i s c u s s i o n .  I t  was c o r r e c t  t o  p o i n t  mt, as one  D i r e c t o r  had cated,  
t h a t ,  e v e n  i f  t h e  banks a g r e e d  t o  t h e  $37.5 m i l l - i o n  arrangement  i n  t h e  011 
f a c i l i t y  f a r  L i b e r i a ,  t h e  amount ava i lab le  1.mde.r t h e  f a c i l i t y  would be 
b s l o n  t h e  peak l eve l .  p r e v a i l i n g  i n  the middle o f  19%';?., In ac td ic ion ,  u n d e r  
t h e  se.parate London C lub  Agreement,  t h e r e  w o u l d  b e  a p r o g r e s s i v e  reductio!:  
i.n t h e  exposures of  t h e  banks i n v o l v e d  over  t he  p e r i o d  oF the. agreement .  
The key q u e s t i o n  was how s h o u l d  the Fund persuade  comniercial bailks t o  
p r o v i d e  d e b t  f i n a n c i n g ,  not: o n l y  i n  larger  programs,  bwt a l s o  i n  smalI.er 

d i S f i c l ; l t ,  even though they w e r e  b e i n g  asked o n l y  to maintai-n, not to 
i n c r e a s e ,  t h e i r  exposure .  A n c t h e r  p rob lem was t h a t ,  i n  many i n s t ances ,  
t h e  commerc ia l  b a n k s  h a d  been  c h a r g i n g  hi.gh ra tes  of i i i t e res t  oi l  c h e  
amount i n  arrears.  Me hoped tha t .  t h e  Executive Board d i s c u s s i o n  (If t h e  
fo r thcoming  s t a f f  paper on t h e  Fund and f o r e i g n  de'br problems w o ~ i l d  
p r ~ v i d e  an.  o p p o r t u n i t y  f o r  Directors  t o  o f f e r  guidaiice t o  t h e  s t a f f  o n  
r e l a t i o n s  w i t h  commercial  banks . i n  t h a t  s e n s i t i v e  area.  The i m p o r t a n t  
o p e r a t i o n a l  q u e s t i o n  t h a t  had t o  be d : i s cussed  was whether  the Fund  s h o u l d ,  
h o l d  i t s  programs i n  abeyance u n t i l  a;l commercial banks i n v o l v e d  in 
r e s c h e d u l i n g  h a d  reached agreement, o r  whether  t h e  Fund s h o u l d  go a h e a d  
o n  t h e  has-is of what i t  cons ide red .  a r e a s o n a b l e  e f f o r t  by t h e  banksb  

ones .  L i b e r i a  was not tne  on ly  example i n  which t h e  banks had p rovcd  .- 

Mr, Sangare  s t a t e d  t h a t  Directors should .  bear  i n  mind  t h e  d i f f i c u l t  . 
situation t h a t  t h e  L i b e r i a n  a u t h o r i t i e s  had  had t o  face o'ver t h e  previous 
t h ree  years.  Although tne  measures t a k e n  had n o t  proved  s u f f i c i e n t ,  t h e  
slow progres s  could be a t t r i b u t e d  n o t  t o  a l a c k  of e f f o r t  by t ~ c :  a u t h o r -  
Ft les ,  b u t  rather t o  exogenous t.act:irs over  w t i i c h  they  had ntj co~trol, 
' fhe s u t h o r i t i e s  h a d  done t h e i r  b e s t  t o  s t a y  w i t h i n  t h e  irainework or' t h e  
three  successive s t and-by  programs, ; I V ~ R  t o  the ex ten t  of t a k i n g  measure:; 
t h a t  D i r e c t o r s  h a d  d e s c r f b e d  as "courageous. " Xn t h e  p r e s e n t  circumst.ances, 
f e w  governments c o u l d  cake  measures such as r e d u c i n g  wages and s a l a r i e s  
by  between 16 per  cent and 25 p e r  cen . t  w h ' i l e  f r e e z i n g  hi-r ing acd : iboLislr-  
i:ig all- s u b s i d i e s  on r i c e ,  a basic food .  ' Most of the rneasu.res taken h a d  
been unpopu la r  and  p a i n f u l ,  h u t  t h e  G o v e r n m e n t  had riot h e s i t a t e d  t o  t 3 k 2  
C k m ,  alchoiigb t n e y  had come i n t o  o€E.ice o n  the  b a s i s  o f  o f f e r i n g  improve-  
m e n t s  i n  t h e  living s t a n d a r d s  o f  the p e o p l e .  L i b e r i a  was 20 o p e n  e<:r>ttomy 
and c0ui.d nor r e s i s t  t h e  impac t  of t h e  world r ~ _ c e s s i o n .  'The re fuce ,  w h i l e  
t h e  2 u t h o r i t f e . s  were commit ted to c o n t i n u i n g  t h e i r  e f f o r t s ,  evrr : l thing 

... 
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w o u l d  depend a n  improvements i n  t h e  wor ld  economy. He r e c a l l e d  t h a t ,  w h e n  
t h e  program had been a g r e e d  w i t h  tile a u t h o r i t i e s ,  t h e  e x p o r t  pric.2 f o r  
Llberia's major  p roduc t s  had been e x p e c t e d  t o  be 6 per c e n t  h i g h e r  t h a n  
had ,  in f a c t ,  t u r n e d  out  t o  be t h e  case. As a r e s u l t ,  the c u r r e n t  a c c o u n t  
d e f i c i t  had been l a r g e r  t h a n  e x p e c t e d ,  and f i s c a l  r e c e i p t s  had been lower .  
Those developments  i l l u s t r a t e d  t h e  d i f f i c u l t  e x t e r n a l  envi ronment  f aced  
by t h e  a u t h o r i t i e s .  

Commenting on the proposed d e c i s i o n ,  Pk. Sangare  observed  t h a t  t h e  
d a t e  proposed f o r  t h e  e l i m i n a t i o n  of a r r e a r s .  was a m a t t e r  for  conce rn .  
A nv,nber of  D i r e c t o r s  had e x p r e s s e d  d o u b t s  t h a t  t ha r  d e a d l i n e  cou ld  be 
a c h l e v e d ,  a doubt  t h a t  he s h a r e d .  F a c t o r s  beyond t h e  c o n t r o l  o f  t h e  
a u t h o r i t i e s  made i t  d i f f i c u l t  t o  be s p e c i f i c  about the d a t e  by which 
arrears cou ld  be e l i m i n a t e d  c o m p l e t e l y .  Taking  i n t o  account a l l  t h e  
c i r c u m s t a n c e s ,  a more p e r m i s s i v e  form of words would be p r e f e r l b l e .  Given 
t h e  weakness of t h e  e x p o r t  s e c t o r ,  d e s c r i b e d  i n  t h e  s t a f f  p a p e r ,  i t  was 
u n r e a l i s t i c  t o  s e t  a d a t e  as d e f i n i t e  as May 1 4 ,  1983. T h e r e f o r e ,  h e  pro- 
posed t h a t  t h e  l a s t  s e n t e n c e  o€ t h e  d e c i s i o n  shou ld  b e  amended t o  read: 
" . . . a f t e r  May 1 4 ,  1983, unless t h e r e  a r e  u n d e r s t a n d i n g s  between t h e  Fund 
and Liberia on any  o u t s t a n d i n g  e x t e r n a l  a r r e a r s . "  As he had a l r e a d y  
n o t e d ,  h i s  a u t h o r i t i e s  were committed t o  e l i m i n a t h g  t h e  e x t e r n a l  a r r e e r s  
and t o  c o n t i n u i n g  t h e i r  c o o p e r a t i o n  with t h e  Fund. They would be negot ia -  
t j n g  w i t h  t h e  banks,  a n d ,  i n  t h a t  r e g a r d ,  t h e  p r o v i s i o n  of Fund f i n a n c i n g  
would be h e l p f u l .  
mod i f  I c  a t  ion of t h e  dec i  s i 0  n. 

tle hoped t h a t  E x e c u t i v e  D t r e c t o r s  could agree t o  t h e  

The s t a f f  r e p r e s e n t a t i v e  from t h e  Exchange and Trade R e l a t i o n s  
Department r e c a l l e d  t h a t ,  when t h e  proqram had been d i s c u s s e d  with t h e  
a u t h o r i t L e s  i n  1982, t h e  a s sumpt ion  had been t h a t  t h e r e  would be no arrears  
a t  a l l .  Subsequen t ly ,  t h e r e  had  been e x t e n s i v e  discussion i n  t h e  E x e c u t i v e  
.!hard on t h e  question of how co deal w i t h  t h e  $10 m i l l i o n  o f  arrears that 
h a d  emerged between t h e  time o i  t h e  d i s c u s s i o n s  w i t h  t h e  a u t h o r i t i e s  a n d  
t h e  Execu t ive  Board d i s c u s s i o n .  I n  t h a t  c o n t e x t ,  Execut, Ive D i r e c t o r s  had 
t a k e n  a specSEic  d e c i s i o n  t o  t h e  e f f e c t  t h a t  f u r t h e r  pu rchases  would b e  
c o n t i n g e n t  on u n d e r s t a n d i n g s  be ing  reached  on the e l i m i n a t i o n  of  a r r e a r s .  
Since t h e n ,  a r r ea r s  h a d  i n c r e a s e d  f u r t h e r ,  The  s t a f f  b e l l e v e d  t h a t  t h e  
problem of rhe $26  m i l l i o n  of a r r e a r s  o u t s t a n d i n g ,  c u r r e n t l y  t h e  s u b j e c t  
o f  n e g o t i a t i o n s  between L i b e r i a  and t h e  banks ,  cou ld  be r e s o l v e d  by t h e  
da t e  proposed i n  t h e  d e c i s i o n .  The d a t e  had been s e t  n o t  w i t h  r e f e r e n c e  
t o  expor t  p r o s p e c t s ,  but i n  r e l a t i o n  t o  t h e  n e g o t i a t i o n s  on t h e  o j l  
E a c i.1 i t y  

Mr, Sangare  s a i d  t h a t  h e  agreed t h a t  t h e  c e n t r a l  i s s u e  was no t  
e x p o r t s ;  however, econom.ic f a c t o r s  were c l o s e l y  I n t e r r e l a t e d .  Assumptions 
had changed since t h e  time of  the i n i t i a l  d e s i g n  of the  program. H i s  
a u t h o r i t i e s  were a b s o l u t e l y  commit ted t o  res t o r l n g  c o n f i d e n c e  i n  t h e i r  
economy and, therefore ,  co e l i m i n a t i n g  a r rears .  Nevertheless,  t h e y  
bel ieved t h a t '  some a d d i t i o n a l  room. f o r  maneuver would be useful. 

Mr. Erb commented  t h a t  his a u t h o r i t i e s  had wondered whethe r  i t  was 

a p p r o p r i a t e  t o  t ake  a d e c i s i o n  on the  i g s u e  a t  t h e  present  meeting, Ln 
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l i g h t  of t'ne u n c e r t a i n r i e s  r e g a r d i n g  t h e  01.1 f a c t i i t y  a r r e a r s  hiowever, 
h a v i n  weighed t h e  p ros  and cons ,  t h e y  had dec ided  t h a t  t h e  program 
&served s u p p o r t ,  
m r r  p r e s s u r e  O R  the bankus t o  come t o  a n  agreement  i f  t h e  E x e c u t i v e  Board 
had d e c i d e d  no t  t o  d i s c u s s  t h e  program u n t i i  t h e  arrears  q u e s t i o n  had 
heen  resolved.  However, he  had come around t o  t h e  view t h a t  t a k i n g  t h e  
d e c i s i o n  as d r a f t e d  cou ld  s t r e n g t h e n  t h e  hands of t h e  L i b e r i a n  a u t h o r i t i e s  
in  t h e i r  n e g o t i a t i o n s  w i t h  f Fle banks. 

A t  one. p o i n t ,  he  h a d - b e l i e v e d  t h a t  i t  might have put  

The s t a f f  r e p r e s e n t a t i v e  from t h e  A f r i c a n  Department s a i d  t h a t  h e  had 
b e e n  f o l l o w i n g  :he s i t u a t i o n  c l o s e l y .  The Government of L i b e r i a  was 
t o t a i l y  corniiiitted to r e s o l v i n g  t h e  e x t e r n a l  arrears  problem; he belic3ved 
t h a t  t h e r e  was ample time t o  do  s o  by May 14.  I f  t h e  banks showed c o n t i n u e d  
r e l u c t a n c e  t o  come t o  an  ag reemen t ,  t h e  management of rhe  Fund might w i s h  
t o  c o n s i d e r  what a c t i o n  would be  a p p r o p r i a t e  i n  t h o s e  c i r cums tances .  

Mr. Sdngare  commented t h a t ,  on t h a t  u n d e r s t a n d i n g ,  h e  cou ld  a c c e p t  
c h e  d e c i s i o n  as d r a f t e d .  

The Chairman made + h e  €allowing summing up :  

I n  acknowledging t h e  s t r o n g  and courageous  measures  t aken  
by t h e  L i b e r i a n  a u t h o r i t i e s  t o  c o n t a i n  p u b l i c  expend-i t u re s  and 
to keep their a d j u s t m e n t  programs on t r a c k  d e s p i t e  a r e c e s s i o n  
i n  t h e i r  major  export  marke t s ,  D i r e c t o r s  expres sed  concern  o v e r  
t h e  l e v e l  of domes t i c  budge ta ry  a r r e a r s ,  and they  s t r e s s e d  t h a t  
c o n t i r u e d  improvements i n  t h e  management of government o p e r a t i o n s  
were e s p e c i a l l y  i m p o r t a n t  f o r  t h e  a d j u s t m e n t  p r o c e s s  i n  L i b e r i a .  

Di rec t -ors  urged t h e  a u t h o r i t l e s  t o  p e r s i s t  i n  t h e i r  e f f o r t s  
t o  e n f o r c e  t a x  c o l l e c t i o n s ,  t o  m o b i l i z e  a d d i t i o n a l  t a x  r e s o u r c e s ,  
and  t o  c o n t a i n  e x p e n d i t u r e s .  Some DCrec tors  emphasized t h e  
imncrtance of  r a t i o n a l i z i n g  t h e  p u b l i c  c o r p o r a t i o n s ,  and they  
welcomed the j o i n t  project w i t h  t h e  Wor ld  Bank. T h e  need f o r  
a g r i c u l t u r a l  d i v e r s i E i c a t i o n  was no ted .  

D i r e c t o r s  expres sed  conce rn  o v e r  tkte i n c r e a s e  i n  e x t e r n a l  
arrears s i n c e  t h e  f a l l  of 1982,  and they  s t r e s s e d  t h e  impor tance  
of a f a i r ,  c o o p e r a t i v e ,  and un i fo rm t r e a t m e n t  of t h e  d i f f e r e n t  
c a t e g o r i e s  of a r r e a r s  i r ,  :airred by banks.  

Execu t ive  D i r e c t o r s  cornmended the LFber i an  a u t h o r i t i e s  f o r  
t h e i r  e f f o r t s  i o  m a i n t a i n  i n t e r e s t  r a t e s  a t  r e a l i s t i c  l e v e l s .  
T h a t  p o l i c y  was all t h e  more important g i v e n  t h e  c o n s t r a i n t s  o n  
exchznge market  p o l i c i e s .  T h e y  a l s o  no ted  t h e  r e c e n t  i n c r e a s e  
in r e s e r v e  r e q u i r e m n t s  t o  reduce p r e s s u r e s  € o r  c a p i t a l  outElow. 
Some D i r e c t o r s  i n d i c a t e d  t h e  need t o  i n c r e a s e  s a v i n g s  mob1 l i z a t i o n ,  
and  they  welcomed t h e  i n t e r e s t  and r e c e p t i v i t y  of t h e  L i b e r i a n  
a u t h o r i t i e s  conce rn ing  t h e  w o r k  of t h e  Fund  t e c h n i c a l  a s s i s t a n c e  
m i s s i o n  i n  t h a t  area. 
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The Executive Board t h e n  t o o k  t h e  ~ 2l lowir ig  d e c i s i o n s :  

D e c i s i o n  Concluding  1982 A r t i c l e  X I V  C o n s u l t a t i o n  _- 
4 

I .  The Fund t a k e s  t h i s  d e c i ' s l o n  r e l a t i n g  t o  Liberia's 
exchange  measure  s u b j e c t  f: Art ic le  VIII, S e c t i o n  2 ,  and i n  
c o n c l u d i n g  t h e  1982 Ar t ic le  XTV c o n s u l t a t i o n  w i t h  L i b e r i a ,  i n  
t h e  l i g h t  0.I t h e  1982 Art i .c le  IV c o n s u l t a t i o n  w i t h  L i h e r l a  
conduc ted  u n d e r  Decision No. 5 3 9 % ~ ( 7 7 / 6 3 ) ,  adopted  A p r i l  29, 
1977 ( S u r v e i l l a n c e  o v e r  Exchange Rate P o l i c i e s ) .  

2. The Fund notes  t h a t  L i b e r i a  has  no r e s t r i c t i o n s  on 
payments and t r a n s f e r s  f o r  c u r r e n t  i n t e r n a t i o n a l  t r a n s a c t  i o n s  . 
The Fund welcomes t h e  i n t e n t i o n  o f  t h e  L i b e r i a n  a u t h o r i t i e s  t o  
e l i m i n a t e  e x t e r n a l  payments  a r r e a r s  by  May 1 4 ,  1953. 

D e c i s i o n  No. 7 3 4 O - ( 8 3 / 3 9 ) ,  adop ted  
F e b r u a r y  25,  1983 

Keview Unde,r S tand-By Arrangement 

- 2 .  Libe r i a  has c o n s u l t e d  t h e  Fund in a c c o r d a n c e  w i t h  para-  
graph  4 ( c )  of t h e  s tand-by  a r r angemen t  f o r  L ibe r i a  (EBS/82/169, 
Supplement 1, 10/1/82) and p a r a g r a p h  2 4  of t h e  l e t t e r  of i n t e n t  
O F  July 2 1 ,  1982 a t t a c h e d  t o  t h e  s tand-by  a r r angemen t  f o r  L i b e r i a  
i n  o r d e r  to  r each  u n d e r s t a n d i n g s  o n  b u d g e t a r y  p o l i c y  and on t h e  
el . im.fnation of e x t e r n a l  a r r e a r s  and  t o  r e v i e w  t h e  p r o g r e s s  under  
t h e  program. 

2.  The l e t t e r  of t h e  M i n i s t e r  of F i n a n c e  and Governor  o f  
t h e  N a t i o n a l  Rank of L i b e r i a  o f  December 9 ,  1982 ,  s h a l l  he 
a t t a c h e d  t o  t h e  s tand-by  a r r angemen t  f o r  L i b e r i a ,  and the l e t t e r  
o f  J u l y  2 2 , ' 1 9 8 2  s h a l l  be r e a d  a s  m o d i f i e d  and supplemented  by  
t h e  l e t t e r  of December 9 ,  1982. Accord ing ly :  

( i )  t h e  r e f e r e n c e ,  in parag raph  4 ( a ) ( i i i )  of t h e  s tand-by  
a r r angemen t ,  t o  pa rag raph  2 2  o f  t h e  l e t t e r  of J u l y  22 ,  1982 
( r e l a t i n g  t o  t h e  l i m i t  o n  n e t  c r e d i t  of t h e  p u b l i c  banks 
t o  the  Government) ,  s h a l l  be r e a d  a5 a r e f e r e n c e  t o  
parag raph  7 O E  t h e  l e t t e r  o f  December 9 ,  1982;  and  

(ii) L i b e r i a  w i l l  not make p u r c h a s e s  u n d e r  t he  s tand-by  
a r r angemca t  tha t .  would i n c r e a s e  t h e  Fund ' s  h o l d i n g s  o f  
L i b e r i a ' s  c u r r e n c y  i n  t h e  c r e d i t  t r a n c h e s  beyond 25 p e r  
c e n t  of quota  or i n c r e a s e  t h e  Fund ' s  h o l d i n g s  of t h a t  
currenc.y r e s u l t i n g  from p u r c h a s e s  o f  supp lemen ta ry  f i n a n c i n g  
o r  borrowed r e s o u r c e s  beyond 12.5 p e r  c e n t  of q u o t a  d u r i n g  
any per iod after May 1 4 ,  1983, w h i l e  L i b e r i a  h a s  any out- 
s t a ndi. ng e x t e r n  a1 a r rears  . 

.r D e c i s i o n  No. 7341-'(83/39), adop ted  
F e b r u a r y  2 5 ,  1983 



T h e  E x e c u t i v e  D i r e c t o r s  c o ~ i s i d e r e d  c h e  s t a f f  r e p o r r  t o r  the mid-tern 
rt.vlcw o €  the  s t and-by  a r rangement  f u r  Mali. (E85/83/25, 2 / 2 / 8 3 ) ,  

Mr. R i f i d - j a  made t h e  f o l l o w i n g  s t a t e n e n t :  

I would l i k e  t o  thank  t h e  s t a f f  fo r  t h e  comprehensivc and 
e x c e l l e n t  r e p o r t  o n  the  med ium- te rm re iv ies  of t h e  one-year s t a n d - b y  
a r rangement  approved  b y  t h i s  Board on May 2 1 ,  1382. 

Even b e f o r e  t h e  approval  of !he stand-by arrangement ,  the. 
Ma:lian a u t h o r i t i e s  were a l r e a d y  implementing a number o f  econclmic 
reforms aimed a t  improving the economy's performance and t h e  
a t t a i n m e n c  of a v i a b l e  e x t e r n a l  payments pos j - t ion .  'rnis w a s  
(!one i n  c o o p e r a t i o n  w i t h  t h e  Fund and t h e  World Bank, As was 
i n d i c a t e d  by t h i s  c h a i r  i n  May last year ,  t h e  Malian case may 
be d e s c r i b e d  a s  one of a v o l u n t a r y  a p p l i c a t i o n  of economic and 
f i n a n c i a l  po' l icy i .nst ruments  f o r  s e l f - r e s t r a i n t *  The p a r t i c u l a r ,  
a r e a s  of conce rn  f o r  p o l i c y  r e f o r m s  were i n  publ ic  f i n a n c e ,  the 
o p e r a t i o n s  of s t a t e  e n t e r p r i s e s ,  and  i n  a g r i c u l t u r e .  The neces-  
s a r y  measures  f o r  reform,  t o g e t h e r  w i t h  further measures f o r  a 
more e f f e c t i v e  eccmorni.c and f i n a n c i a l  tnanagernerif, were t o  be  
i m p l e m e n t e d  i n  t h e  c o n t e x t  of t h e  Five-Year De-qcilopinent P l a n ,  
1983.-85, a n d  Mali's proposed membership of t h e  t i es t  A f r i c a n  
Mo ne tar  y Lin i o  11 

A s  s t a t e d  i n  E B S j 8 3 / 2 5  ( p .  2 1 )  t h e  economic dnd'financial 
performance of  t h e  Malian economy i n  1982 w a s  b road ly  f a v o r a b l e ,  
and t h e s e  cornmeridable r e su1 . t~  have been achieved  d e s p i t e  rhe 
d i f f i c u l t  developments  in t h e  i n t e r n a t i o n a l  economic s c e n e .  

Mali's r e a l  CDP f o r  1982 r e g i s t e r e d  an i n c r e a s e  of 4.5 per 
c e n t ,  which  was c lose  t o  t h a t  f o r e c a s t  by tlie s t a f f  under t h e  
program.  A g r i c u l t u r a l  out p u t  , p a r t  i c u l a  r l y  c e  r e d  p r  uduc t i o n  , 
made a s i g n i f i c a n t  c o n t r i b u t i o n  t o  t h e  econtmy 's  growth. The 
l a r g e  ce rea l s  c r o p  h a r v e s t e d  d u r i n g  t h e  y c d r  improved t h e  food 
s u p p l y ,  and l e d  t o  a s i g n i f i c a n t  r e d u c t i o n  i n  t he  r a t e  of  i n f l a -  
t b n  d u r i n g  t h e  year .  

In p u b l i c  finance, measures  pu r sued  went c? lor\? way i n  
r e d u c i n g  t h e  i m b a h n c e s  i n  t h e  b u d g e t .  Or? accoui l t  of a d d d t i o n a l  
d i r e c t  t a x  measures i n t r o d u c e d  unCc r t he  program, and couplr t i  
w i t h  a b e t t e r  a d m i n i s t r a t i o n  o f  i n d i r e c t  t a x e s ,  budget -  revenues  
in 1982 were e s t i m a t e d  a t  MF 77,6 b i l l i o n ,  c l o s e  t o  the program 
t a r g e t  o f  KT 78.9 b i l l i o n .  The d e t e r m i n o t i o n .  of Lhe a u t h o r i t i e s  
t o  co:itrol  expendi  tures:  a l s o  proved successful . .  The s t a f f  has 
e s t i m a t e d  t h s t  t o t a l  p u t l a y s  f o r  1982 were MF 87.8 b - j . l i i a n ,  
compared w i t h  t h e  f o r e c a s t  o f  MF 88.8 b i l l i o n .  T h i s  r e f l e c t s  
t h e  e f f o r t s  of t h e  a u t h o r i t i e s  t o  c o n t a i n  r e c r u i t m e n t ,  con t ro l -  
t h e  level of p e r s o n n e l  e s t a b l i s h m e n t ,  limit transportation a n d  
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r e l o c a t  i on  e x p e n s e s ,  and  r e d u c e  expendi  t u r e s  on  s c h o l . a r s h i p s  
A s  i n  the  p r e v i o u s  year,  no g e n e r a l  wage i n c r e a s e s  were g r a n t e d  
i n  1487,. Broadly ,  measures f o r  improv ing  t h e  m o n i t o r i n g  o f  
budge t  e x e c u t i o n  and c o n t r o l l i n g  t r e a s u r y  o p e r a t i o n s  a l l e v i a t e d  
t h e  burden  on t h e  g w e r n m e n t  budge t .  These measures  were  p a r t i c -  
u l a r l y  e f f e c t i v e  i n  t h e  S p e c i a l  Funds ,  which i n  the  p a s t  had 
t aken  a l a r g e  p a r t  of government r e v e n u e s I  The domes t i c  a r r e a r s  
oE t h e  Treasury were reduced .  Also r educed ,  i.n acco rdance  w i t h  
t h e  program t a r g e t ,  were e x t e r n a l  arrears of t h e  T r e a s u r y ,  t h e  
P o s t  O f  €- ice ,  and p u b l i c  e n t e r p r i s e s .  

Although measures t a k e n  t o  r e h a b i l i t a t e  t h e  p o s t a l  check ing  
system were among t h e  most  Impor t an t  i n  t h e  1982 program, t h e  
o b j e c t i v e  o f  s e p a r a t i n g  i t s  o p e r a t i o n s  from t h o s e  of t h e  Treasu ry  
was n o t  f u l l y  a t t a i n e d .  A s  t h e  s t a f f  h a s  poin.ted o u t ,  t o  r e h a b i l -  
i t a t e  t h e  l a r g e  s t a t e  e n t e r p r i s e s  i s  a n  enormous t a s k  that_ w i l l  
t a k e  s e v e r a l  y e a r s .  The r e d u c t i o n  i n  t h e i r  o p e r a t i o n a l  l o s s e s  
f e l l  f a r  s h o r t  of  t h e  t a r g e t s .  The f i n a n c i a l  p o s i t i o n  of t h e  
impo.r t -export  o r g a n i z a t i o n ,  SOMIEX, s t i l l  g i v e s  cause  f o r  conce rn .  
H,owever, t h e  a u t h o r i t i e s  succeeded  i n  s t r e n g t h e n i n g  t h e  e f f i c i e n c y  
o f  t he  o p e . r a t i o n s  o f  t h e  e l e c t r i c i t y  agency  and t h e  r a i l r o a d  
e n t e r p r i s e .  The l o s s e s  of t h e  c e r e a l  marketing agency,  OPMl, 
were reduced by r a i s i n g  .its t a r i f f s  and r e d e f i n i n g  i t s  f u n c t i o n s .  

I n  t h e  a r e a  of monetary  and c r e d i t  p o l i c y ,  developments  were 

__ 

a l s o -  in accordance  w i t h  the  program's  u n d e r t a k i n g s .  The expans ion  
o f  c r e d i t  b o t h  t o  t h e  economy and t o  the. Government remai.ned below 
t h e  c e i l i n g s  e s t a b l i s h e d .  I n t e r e s t  r a t e s  o n  bank d e p o s i t s  were 
i n c r e a s e d  i n  May 1982 i n  l i n e  w l t h  t h o s e  p r e v a i l i n g  i n  t h e  ne igh -  
h o r i n g  count . r ies .  These r e s u l t s  1nd ica . t e  t he  d e t e r m i n a t i o n  of 
ny Mal.tan a u t h o r i t i e s  t o  c o n t i n u e  p u r s u i n g  a r e s t r i c t i v e  monetary 
p o i i c y .  

The overa l l .  improvement i n  the  per formance  of t h e  economy 
h a d  a f a v o r a b l e  e f f e c t  o n  t h e  b a l a q c e  o f  payments p o s i t i o n  
where developments  were b r o a d l y  i n  l t n e  w i t h  t h e  program's  
o b j e c t i v e s .  The c u r r e n t  a c c o u n t  d e f i c i t  i s  e s t i m a t e d  t o  d e c l i n e  
f rom SDK 201.3 m i l l i o n  in 1981 t o  SDR 1 8 2 . 2  m i l l i o n  i n  1982, 
less than  the  program f o r e c a s t  o f  SDR 190.2 million. On accoun t  
of h i g h e r  o E f l c i a l  t r a n s f e r s  and c a p i t a l  i n f t o w s ,  t h e  o v e r a l l  
bal.ance o f  payments d e f i c i t  i s  expec ted  t o  be s m a l l e r  t h a n  
p tanned. 

I n  l i n e  w t t h  t h e  p o l i c y  t.0 a l l e v i a t e  t h e  burder ,  o f  t h e  
e x t e r n a l  deb t  s e r v i c e  on t h e  b a l a n c e  o f  payments and  i n  acco rdance  
w i t h  ?he u n d e r t a k i n g s  under  t h e  program, t h e  a u t h o r i t i e s  d i d  n o t  
c o n t y a c t  a n y  new e x t e r n a l  l o a n s  on n o n c o n c e s s i o n a t y  terms d u r i n g  
1 05.2 v 

As f a r  as 1983 i s  c o n c e r n e d ,  t h e  Mal ian  a u t h o r i t i e s  have now 
o u t l i n e d  the policies  t h a t  they i n t e n d  to pursue. T h e s e  p o l i c i e s  
w i l l  be a c o n t i n u a t i o n  of t h e i r  e f f o r t s  t o  r e h a b i l i t a t e  the p u b l i c  . 
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s e c t o r  a n d  t.o s t r e n g t h e n  t h e  bas i s  f o r  f u r t h e r  p r o g r e s s  i n  t h e  
s r a b i l i z a t i o n  of t h e  c o u n t r y ' s  economic and f i n a n c i a l  p o s i t i r j n  
i n  t h e  medium arid l ong  term. They are  f u l l y  aware t h a t  a l t h c u g h  
commendable p r o g r e s s  was a c h i e v e d  i n  1982 ,  thi? o v e r a l l  economic 
p r o s p e c t s  f o r  1983 da n o t  a p p e a r  Favorable. 'a 

The budget  f o r  1983 aims a t  f u r t h e r  f i s c a l  r e s t r a i n t ,  The 
c e n t r a l  government d e f i c i t  w i l l  be reduced  by p l a c i n g  1.Lmits on 
e x t r a b u d g e t a r y  e x p e n d i t u r e s  and m a i n t a i n i n g  a s i g n i f i c a n t  s u r p l u s  
on t h e  Speciai  Funds. I n  o r d e r  t o  a t t a i n  t h e  p r o j e c t e d  b u d g e t a r y  
revenue i n c r e a s e  o€ 10.7 per c e n t  d u r i n g  t h e  y e a r ,  t h e  a u t h o r i t i e s  
w i l l  c o n t i n i x  wl t h  t h e i r  p o l i c y  of e f f i c i e n t  t a x  a d m i n i s t r a t i o n ,  
With t h e  s t r e n g t h e n i n g  o f  t h e  c o n t r o l s  a l r e a d y  e s t a b l i s h e d  € o r  
p e r s o n n e l  e x p e n d i t u r e s  and since no general. wage i n c r e a s e  i s  
planned € o r  1383, t o t a l  e x p e n d i t u r e s  may be w i t h i n  t h e  Fl- lnned 
limits. 

The reforms a l r e a d y  adopted  f o r  t h e  r e h a b i l i t a t i o n  of  t h e  
s t a t e  e n t e r p r i s e s  w i l l  be supplemented w i t h  i! package o f  measures 
of b o t h  a s h o r t - t e r m  and a long-term n a t u r e  based on t h e  recominen- 
d a t i o n s  oE t h e  r e p o r t  p repared  w i t h  World Bank f €nar ,c ia l  a s s i s t a n c e .  
P a r t i c u l a r  a t t e n t i . o n  will be p a i d  t o  t h e  r e s t r u c t u r i n g  of SOMZX 
and t h e  c e r e a l  marke t ing  agency OPM i n  o r d e r  t o  f u r t h e r  r e d u c e  
c h e  gap  between- marke t  and o f f i c i a l  r e t a i l  c e r e a l  p r i c e s  needed. 

Monetary and c r e d i t  p o l i c y  i n  1983 will c o n t i n u e  t o  be 
r e s t r i c . c i v e  so as t o  e n s u r e  t h a t  t h e  g a i n s  achieved  i n  the p a s t  
a r e  n o t  e roded .  

F i n a l l y ,  m y  a u t h o r i t i e s  would l i k e  &he  c o n t i n u e d  s u p p o r t  of 
t he  Fund and o t h e r  i n t e r n a t i o n a l  agencies  w h i c h  have a s s i s t e d  i n  
t h e  s u c c e s s f i l l  implementa t ion  of t h e  a d j u s t m e n t  po l i c i e s .  The 
measures t h a t  t h e  a u t h o r i t i e s  have implemented under  t h e  prograno 
s h o u l d  be regarded  as  a t r a n s i t i o n a l  s t age  toward t h e  f o r n u l a t i o n  
o f  a medium-term program f o r  which Fund and World Bank s u p p o r t  i s  
e n v i s a g e d .  

N r ,  d e  Maulde commented t h a t  i t  was g r a t i f y i n g  t o  c o n s i d e r  a case 'in 
which perfornance c r i t e r i a  had been f u l f i l l e d  o r  exceeded'. I n  Table  3 o f  
EI25/83/25, t h e  s t a € f  documented w e l l  t h e  f a c t  rhac  t h e  Malian a u t h a r i t i e s  
had implemented a 1.arge nuizher of c o u r a g e o u s  measures t h a t  had b r o u g h t  
a b o u t  s u b s t a n t i a l  p r o g r e s s  i n  the f i e l d s  o f  p u b l i c  f i n a n c e ,  o f  money and 
c r e d i t ;  c o n s e q u e n t l y ,  good r e s u l t s  had been recorded i n  the e:iterr.ial. 
s e c t 0  r *  

A t  t h e  same time, the r e a l  economy had performed w e l l ,  Mr. d e  Maulde 
c o n r i n i i e d ,  s i n c e  r e a l  GDP had increased  by 1.5 per cent  i n  1982. Thc 
growth  wzs c o m p l e t e l y  u n r e l a t e d  to the F u n d ' s  program; i t s  c a u s e  was 
f a v o r a b l e  c l i m a t i c  c o n d i t i o n s  t h a t  had r e s u l t e d  in a good c c i e a i  c rop .  
l ! n f o r t u n + t e I y ,  the f o c e c a s t  fQI'  1983 was less  a u s p i c i o u s .  There had been 



a severe l a c k  o f  r a i n f a l l  i n  t h e  second ha.lf! of 1982 i n  the  r ro r the rn  p a r t  
o f  t h e  co i inf ry  c loses r  to  the. Sahara. C o n s e q u e n t l y ,  c e r e a l  p r o d u c t i o n  
was forecast t o  decl i t ie  by some 15 per cen.r, l i v e s t o c k  by  about 2 0  per 
c e n t ,  and r e a l  CDP h y  a b o u t  4 p e r  cen t .  The p r o s p e c t s  illustrated c l e a r l y  
how f r a g i l e  t h e  economies of sub-Saharan c o u n t r . i e s  were and haw dependen t  
they were on t h e  v a g a r i e s  o f  na ture .  It hecrime a l l  t h e  more importar i t  
f o r  t h o s e  c o u n t r i e s  t o  take d e c i s i v e  and fundamenta l  a c t i o n  with regard 
t o  the  b a s i c  s t r u c t u r e  of t h e i r  econori ies .  The Malian a u t h o r i t i e s  had 
c l e a r l y  begun t n  r e a l i z e  what was needed .  

Three f a c t s  were p a r t i c u l . a r l y  e n c o w a g i n g ,  Mr. de t4aul.de consideredg 
F i r s t ,  t h e  a u t h o r i t i e s  had the i r  p r i o r i t i e s  r i g h t .  The Let ter  from the  
Minister of F inance ,  a t t a c h e d  t o  E B S / 8 3 / 2 5 ,  i n d i c a t e d  c l e a r l y  t h a t  all 
necessary p o l i c i e s  would be im.pX.emented i n  o r d e r  " t o  srrengtrhen t h e  b a s i s  
€ o r  f u t u r e  economic developments . "  Second, Mali was one of t h e  t o o  few 
cases of c l o s e  and  efficient c o o p e r a t i o n  between t h e  Fund and t h e  World 
Rank. T h i r d ,  t h e  act ' lon o f  the M a l i a n  a u t h o r i t i e s  was being t a k e n  i n  t h e  
medium-term pe.rs p e c t  i v e  of a f ive-year p l a n ,  a w h o l l y  a p p r o p r i a t e  a p p r o a c h  . 
t o  t h e  c o u n t r y ' s  problem. For  t h o s e  reawns,  P k l i  f u l l y  d e s e r v e d  'the 
s u p p o r t  extended by t h e  Fu.nd i n  t h e  past; he s t rong ly  hoped t h a t  such  
s u p p o r t  would be c o n t i n u e d  i n  t h e  f u t u r e .  

Although t h e  MaZian a u t h o r i t i e s  were commit ted t o  a far-reaching 
reform of- t h e  p u b l i c  s e c t o r  w i t h  t h e  h e l p  of the World Bank, Mr. d e  Maulde 
n o t e d ,  r e s u l t s  remained behind expec ta t ions .  de emphasized t h e  need t o  
take r a p i d  a c t i o n  w i t h  r e g a r d  t o  SOMIEX, s i n c e  t h e  n e c e s s a r y  s t e p s  had 
already been w e l l  I d e n t i f i e d  i n  i t s  case-  The present .sFtuat i .on,  i n  which 
t h e  l w s e s  a r i s i n g  from its d i s t r i b u t i o o  a c t i v i . t . i e s  were Financed by 
p r o f i t s  f rom co t to r i  exports, r e p r e s e n t e d  a l e v y  on a g r  Lcu1l:urnl p r o d u c e r s  
i:n f a v o r  of consumera ,  who were primarily u r b a n i t e s ,  c r e a t i n g  counier- 
p r a d u c t i v e  d i s t o r t i o n s .  It was e s s e n t i a l  t h a t  r e t a i l  p r i c e s  shou ld  be  
b rough t  i n t o  l i n e  w i t h  r ea l  m a r k e t  p r i c e s ;  a l t h o u g h  t h e  p r o c e s s  had a l r e a d y  
begun, a good d e a l  remained  t o  be done. F u r t h e r m o r e ,  t h e  o p e r a t i n g  c o s t  
o f  SOMIEX s h o u l d  be curtailed as soon a s  p o s s i b l e  t h r o u g h  closures o f  
r e t a i l  s t o r e s  and p e r s o n n e l  r e d u c t i o n s ,  as o u t l i n e d  i n  t h e  p r e s e n t  program. 

A Second matter  of c o n c e r n  was t he  r e c r u i t m e n t  p o l i c y  i n  t h e '  p u b l i c  
se rv ice ,  Mr. d e  t-tauldc cont i .nued.  T h e  a u t h o r i t i e s  s h o u l d  be commended f o r  
having  c o n t a i n e d  r e c r u i t m e n t  i n  1982, resuZ.ti.ng i n  an increase  i n  t h e  wage 
h i l l  of o n l y  2 . 6  per cen t .  However, t h a t  r e s u l t  had been achieved m a i n l y  
t h r o u g h  temporary cl .osure.  o f  professional  schoo l s  i n  1981 , a n  a c t i o n  t h a t  
had reduced t h e  number of g r a d u a t i n g  s t u d e n t s .  In  1983, t h e  r e c r u i t m e n t  
of  a l a r g e r  t h a n  normal  g r a d u a t i n g  c l a s s  was expec red ,  e n t a i l i n g  a 12 p e r  
c e n t  i n c r e a s e  i n  p e r s o n n e l  e x p e n d i t u r e s ,  a l t h o u g h  no g e n e r a l  wage inc . re t l se  
was contempla ted .  The r e su l t  w o u l d  'be an 8 per c e n t  increase i n  b u d g e t a r y  
e x p e n d i t u r e s , '  obvious1.y not a s t e p  i n  che r i g h t  d i r e c t i o n .  It was, there- 
fo re ,  u r g e n t  t h a t  the a u t h o r i t i e s  s h o u l d  p r o c e e d  with their  i n t e n t i o n  to  
€ormula te  a n d  t o  implement e f f e c t i v e l y  a new medium-term recruitment 
p o l i c y .  
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I%. Sa.Le!zkhou ccrmmente.3 t h a t  the  Maliari ecoriurnyYs pt.rfomi7laoce i n  1982 
had Seen s a t i s f a c m r y .  A g r i c u l t u r a l  t m t p ~ ~ t  had increased by 8 per: cerir ~ 

indtis t r i a l  prcdrrct i o n  'ha12 grown salnewha t 1es.s r a p i d  .ly, arid t h e r e  had been 
a dec:Line in vaiue added by  government se rv i .ces  i n  .Line w i t h  t h e  conta+i?-- 
 mer?^ sf government mpendit .r . lres.  O v e r a l l ,  GDP wzs esttiuatred tn f:avc 
increased by 4 .5  p e r  c e n t ,  a resu1.t g rea t e r  than projec ted .  It. s h o u l d  b e  
c:ompared t o  the negac fve  growth r a t e s  in 1980 and 1981. 

'in t h e   rea of p u b l i c  f i n a n c e ,  t h e  government d e f i c i t  h4x1 been redr;ct!d, 
2nd budgetary ~ w e n u c ' s  would be close to program t a r g e t s ,  Hr. Sa lehkhuu  
noted. Tax revenues had a lso increo?sed as a result o f  better admiois- 
t r a r i o n  of tsxes. However, t a x e s  i 7 1  i n t e r n a t i o n a l  t rade  tiad stagnated 
tl{te TO difficulties i n  c o l l e c t i n g  them from s t a r e  import-export  companies 
w h o s e  overal l  economic viability had come under cons ide rab le  pte~sure. 
The pi ibl lcs  e n t e r p r i s e  system r ems ined  a w c 3 k  area i n  t h c  economy, and 
eff0rt .s  s h o u l d  bc made t o  r e o r g a n i z e  i t "  There had been a s i i b s c a n t i a l  
o p e r a t l n g  d e f i c i t  for  such  e n t e r p r i s e s  i n  1982, accardf.ng t o  t h e  s t a f f ' s  
estimate.  I n  t h e  l e t t e r  of  i n t e n t ,  the  Minis te r  or' F i n a n c e  tiad outLittc?d 
some or' t h e  difficulties a s s a c i a t e d  w i t h  t h e  weak p e r f o m n c e  of t h e  
p u b l i c  enterprise s y s t e m .  f t  was a p p a r e n t  hQwevef ,  t h a t  f a r - r e z c h f n g  
miheasures WCTE needed, aimed a t  t he  complete r e n o v a t i o n  and  r e o c g a n i z a r i o n  
o f  the v a r i o u s  p u b l i c  c m p a n l e s .  tie hoped t h a t  f u r t h e r  cissistar.ice f r o m  
r h e  Worid Rank for t h a t  l m p o r t a n t  area o f  the  economy would be forth coming^ 

I n  t h e  e x t e r n a l  Sec to r ,  improvement had been marpirzal, and much 
remained t o  be  done, Mr. Sa lehkhou  commented. Exports remained a ln tns t  
uricj t h i r d  of: i m p o r t s ,  and t h e r e  was a s i z a b l e  negscive balance i n  t h e  
services  account of  the  cu r ren t  balance. S u c h  a disequ1,lFbrium i n  t h e  
tra.tie tialanct. c o u l d  no t  be s u s t a i n e d ;  t h e r e  was need f o r  a c o n t i n u a t i o a  
:rf the adjustment:  p r c / g ~ m  t o  achieve t h e  u l t i m a t e  o b j e c t i v e  of a s u s r a i n -  
a h l c  excerna.1 balance.  Therefore ,  h e  welcomed the a u t h o r l t . . i e s '  i n t e n t i o n  
t c  c o n t i n u e  to  p u r s u e  c h e i r  e f f o r t s  t o  r zh i ib i1 . i t a t e  t h e  p u b l i c .  sector  i n  
1983 a n d  tc~ l a y  t h e  f o u n d a t i o n  f o r  sucse.ss.fu1 development i n  t h e  f u t u r e .  
He a l s o  eridorseci t h e i r  i n t e n . t i o . n  20 seek a fur ther  s t and-by  ar'ran@cse:it 
w:lLth thE! Fund. H e  s u p p o r t e d  t h e  p r o p o s e d  dec i s io r ! .  
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Hr+ Ablzld said t ha t  h e ,  t o o ,  s u p p o r t e d  the p r o p o s e d  d e c i s i o n .  The 
~ t t z f f  hael msde i c  c l e a r  that  the performance o f  Mabl's economy d u r i n g  t h e ,  
r e l e v a n t  periad mGer t h e  current st.iand-by arrangement .bad been q u i t s  
encouragingn The pruden. t  and t i g h t  f iscal .  and monetary policies €o.L~Lowed ,, 
and the ~ lee iures  taker. d u r i n g  1982, demonstrated the authorities' serious- 
iieS$ and deterrrniriarion t o  , reduce t h e  doraestLi: and ex te rna l  imba lances  and 
t o  steer the economy tova td  a p a t h  o f  s u s t a i n a b l e  growth. Indeed, t h e  
budget  deficit had been r e d u c e d ,  and a n y  of the program's main ob jec t ives  
f o r  J.982 had been attained. A number oE t h e  measures envl.saged i n  the  
p r o g r m ,  aimed a t  improving t h e  e f f i c i e n c y  iAttd f i n a n c e s  o f  p u b l i c  s e c t o r  
e n t e c p t i s e s ,  had been in t roduced .  

Xn the exterr ia l  s e c t o r ,  t h e  m e r a l l .  b a l a n c e  of payaents was e s t i m a t e d  
EO h a v e  dec l ined  'by much more than  had b.een expected, Ilr. Abiad c o n t i n u e d .  
A s  a r e s u h  o f  good weather and t h e  i m p l e m e n t a t i o n  of measures i n  t h e  
program, t h e  performance o f  t h e  economy h a d  improved:  o u t p u r  had r i s e n  
a n d  t h e  rate o€ i n f l a t f o n  had slowed. However, imbalances remained l a r g e ,  
c a l l i n g  f o r  s u s t a l i i e d  ad jus tmen t  e f f o r t s  a v e r  a number of years .  

t 1  

However, the p r o s p e c t s  for  1983, M r .  Abiad obse rved ,  seemed t o  be 
c louded  by uncer ta in t ies  r e l a t i n g  t o  t h e  Impact  o f  bad weather on c e r e a l  
p r o d u c t i o n  and l i v e s t o c k  a n d ,  h e n c e ,  on  r e a l  GDP g r o w t h  and t h e  s u p p l y  
of  goods.. The h i g h e r  import p r i c e s  a r i s i n g  i n  p a r t  f rom t h e  r e l a t i v e l y  
Large exchange r a t e  ad justrnent: night l ead  t o  i n f i a t  Lonacy pressures.  
Nevertheless, t h e  a u t h o r i t i e s  had confirmed t h e i r  d e t e r m i n a t i o n  to  cQnti .nue 
w i t h  their  ad jus tmen t  r f f o r r s .  A s  s t a t e d  i n  t h e i r  l e t t e r  of i n t e n t ,  t h e y  
had a l ready  worked our t h e  var ious  p o l i c y  o p t i o n s  tha!: s h o u l d  allow t hem 
t o  c o n s o l i d a t e  t h e  gains o f  a d j u s t m e n t  and to make f u r t h e r  progress  i n  
r e d u c i n g  t h e  budget  and current account dc f  ic i ts  and i n  i n t r o d u c i n g  reform 
measures  in  8 number of areas .  I n  emphasizing the  au thor i t ies '  firm c o m m i t -  
ment ,  > 'Mr. A . l f i d  j a  h a d  p o i n t e d  out: t h a t  t h e  measures a l r e a d y  impl.emented, 
and r h v s e  envisaged  under  t h e  c u r r e n t  program, s h o u l d  be regarded as 
t r a n s i t i o n a l  toward t h e  f o r m u l a t i o n  of a medium-term program with the  Fund. 
He hoped that negotiations t o  t h a t  effect w o u l d  be s u c c e s s f u l l y  c o n c l u d e d ,  
especially giver1 Mali's e s t a b l i s h e d  record of cooperat: iuii w i t h  the Fund. 

Mr. El -Khour i  c o n g r a t u l a t e d  t h e  a u t h o r i t f e s  f o r  the commendable 
p r o g r e s s  t h a t  t h e y  had made i n  recent months in c o r r e c t i n g  the imbalances 
i n  t h e i r  econorny. 4eal economic growth had been more f a v o r a b l e  t han  
e.>rpecred, and i n f l a t i o n  had beea s h a r p l y  reduced.  The economic and  
f j n a n c i a l  o b j e c t i v e s  o f  t h e  program had been b r o a d l y  met,  arid a 1 1  t h e  
perf~rrnance c r i t e r i a  had b e e n  obse rved .  As Mr. A l f i d j a  had  s t a t e d ,  Mali 
w.15 a good example of v o l u n t a r y  s e l f - r e s t r a i l i t .  

Commenting OR t h e  program, Mr. El-Khouri s a i d  t h a t  tie h a d  a g a i n  found 
i t  u s e f u l  t o  have a t ab le  siiminarizing the  p r o g r e s s  made i n  implement ing  
<he a g r e e d  measu res ,  T a b l e  3 of  E13S/83/25. He hoped t h a t  I r  wou1.d be 
general p r a c t i c e  in f u t u r e  s t a f f  p a p e r s  t o  i n c l u d e  s u c h  a t a b l e -  Perfor-  
ufii i ice O n  the f i s c a l  s i d e  had brrn e n c o u r a g i n g ,  i n  p a r t i c u l a r  Lhe improve- 
ments i n  tax  collection and administration t h a t  h a d  r e s u l t e d  in b u o y a n t  
:evenue growth .  He a l s o  welcomed t h e  s u c c e s s f u l  e f f o r t s  t o  c o n t r o l  

e 



i:r.rrrc?n~: expenditures ~ p a r t i c u l a r l y  t h e  r e s t r a i n t s  o n  recruitment and wages, 
t o g e t h e r  wich t h e  improved c o n t r o l  over t h e  o p e r a t i o n s  a.f the S p e c i a l  F~intt. 
The .reducr;lton i n  domest ic ai:rears was f u r t h e r  evidence o f  the progress being 
!r,ade v 

Y 

The prudent a a n e t a r y  s tnnce of t h e  authorities deserved  commendation, 
Sir. El-Rhnuri continued- Bank c r e d i t  t o  t h e  Goverment  hac! been c o n t a i n e d  
w t t h i : ~  the program cei l ings.  I n  t h e  ex te rna l  s e c t o r ,  t h e  o v e r a l l  b a l a n c e  
o f  payioents d e f i c i t  i n  1982 was l i k e l y  t o  be w e l l  below t h e  o r i g i a a l  fo.re- 
i2ast. The r e d u c t i o n  i.n external arrears  was a welcome development t h a t  
shoii.1.d serve to  s t r e n g t h e n  Mal i ' s  c r e d i t w o r t h i n e s s .  The one a r e a  i n  wFti.ch 
p s r f o m a w e  had not l i v e d  up to e x p e c t a t i o n s  was the  public. ent .erpr ise  
s ec to r .  Although some p r o g r e s s  had been  m d e  toward r e d u c i n g  t h e  o p e r a t i r i g  
iosses o f  puh1,ic e n t e r p r i s e s ,  t h e r e  seemed to be room f o r  f u r t h e r  res t ruc-  
Liirj.:ig OF the s t a t e  expor t - impor t  compariy a n d  t h e  Cereal Mark.eting Board. 
S u c h  reforms would take t i m e .  He w a s  g l a d  t o  see t h a t  a comprehens ive  
pl.an f o r  reform was being  drawn up w i t h  t h e  a s s i s t a n c e  of t h e  World Bank. 

The a u t h o r i t i e s '  i n t e n t i o n  'to seek a f u r t h e r  arxangemenr w i t h  t h e  
Fund when t h e  c u r r e n t  one expired was welcome, Mr. E l - K h o u r i  c o n s i d e r e d .  
An extended arrangement might  b e  a p p r o p r i a t e ,  g i v e n  t h e  longer - te rm n a t u r e  
rsf Mali's problems. Such an a r rangement  c o u l d  p r o v i d e  a n  a p p r o p r i a t e  
framt.wo,rk w i t h i n  which t o  b u i l d  on t h e  r e c e n t  s t a b i l i z a t i o n  measures.  He  
f u l l y  s u p p o r t e d  t h e  a . u r h o r i t i e s '  e f f o r t s  t o  a d j u s t  t h e  economy, and  he 
looked forward t o  a c o n t i n u i n g  s u c c e s s f u l  re l .ar ions 'nip between Mali and 
t h e  Fund. 

Mr. Wf..lliams commended the a u t h o r i t t c s  € o r  s u c c e s s f u l l y  mee t ing  al: 
t he  q u a n t i t a t i v e  performance criteria, and f o r  t h e  overa.11 s u c c e s s  a c h i e v e d  
b y  Mali i n  1982.  He s u p p o r t e d  t h e  s t a f .€ ' s  p o s i t i o n  r e g a r d i n g  t h e  c r i t i c a l .  
i1e.d for  d e c i s i v e  messures in 1983, if progress  was t o  c o n t i n u e  t sward  t h e  
goa.3. of r e d u c i n g  the f i n a n c i a l  and s t r u c t u r a l  imbalances  i n  t h e  economy. 
P r o s p e c t s  f o r  product.i.on i n  1983 were l e s s  f a v o r a b l e  t h a n  i n  1982, owing 
ta the d r o u g h t :  consequently, the. c h a l l e n g e  f a c i n g  t h e  a u t h o r i t i e s  would 
be much g r e a t e r +  C o n t i n u e d  courage and r e s o u r c e f u l n e s s  on t h e i r  piart 
uoul.d be necessary. 

S u b s t a n t i a l  progress  had ' ken  made in e l i m i n a t i n g  t h e  d i s t o r t i o n s  
r e s u l t i n g  frnm i n a p p r o p r i a t e  p r i c i n g  p o l i c i e s ,  Mr. Wil l iams c o n t i n u e d .  
fsievertklesr,  f u r t h e r  h c r e a s e s  i n  p r o d u c e r  p r i c e s  were r e q u i r e d .  In 
a d d i t i o n ,  l i k e  M r .  d e  Maulde,  he  b e l i e v e d  t h a t  f u r t h e r  changes were needed 
U i t h  reghrtf t o  r e t a i l  p r i c e s .  He was g l a d  t h a t  t he  i s s u e  was under c o n s i d -  
e r n f -  Con by t h e  n u t 1 1 o r i t i e ~ -  

Commenting o n  f i u c a l  p o l i c y ,  Mr. W 1 . L l i a . m ~  nutred t h a t  b0t.h revenue a n d  
cr:xpenciLtur:e!i were t o  increase i n  1983, b u t  t h a t  t h e  ove ra l l .  f i s c a l  d e f i c i . t  
was t o  be lower .  Given the  prospects f o r  lawec a g r i c u l t u r a l  prcIduct ion in 
1993, d i l i g e n c e  would be e s s e n t i a l  if t h e  revenue ta rge ts  were C o  be met. 
An impnrtai ic  f s c t o r  l e a d i n g  to i n c r e a s e d  e x p e n d i t u r e s  w o u l d  be t h e  r e t u r n  
t o  narmal s c h o o l  operat . ions.  F. igorous d i s c i p l i n e  would  he  r e q u i r e d  i.r: t h e  
nnaia.gement 0% Mali.'s f i s c a l  a f f a i r s  if t h e  adjusitment e f f o r t s  were t o  
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c o n t i n u e  t o  p r o g r e s s .  He s u p p o r t e d  t h o s e  D i r e c t o r s  who had spoken i n  f a v o r  
at' improving t h e  postal. s y s t e m ,  a n  issue t h a t  had been t r e a t e d  a d e q u a t e l y  
i n  t h e  s t a f f  paper. F i n a l l y ,  Mali's e n t r y  i n t o  t h e  West. A f r i c a n  Monetary 
Union hiid been de layed  beyond the p e r i o d  envis ioned  i n  May. He i nv i t ed  
the  s t a f f  or  Mr, A l f i d j a  t o  comment on t h e  i m p l i c a t i o n s  a r i s i n g  from t h a t  
delay  € o r  t h e  a s sumpt ions  u n d e r l y i n g  t h e  ad jus t tnent  p r o g r a m .  

The s t a f f  r e p r e s e n t a t l v e  from t h e  A f t i c a i i  Depilrtment commented t h a t ,  
a s  one D i r e c t o r  had p o i n t e d  o u t ,  p o l i c y  Fmplementat ian had f a l l e n  below 
e x p e c t a t i o n s  tn three main areas: p u b l i c  e n t e r p r i s e s ,  t h e  f o r m u l a t i o n  of 
a n  e f f e c t i v e  r e c r u i t m e n t  p o l i c y ,  and t h e  reform of the  postal  sys t em.  The 
s t a f f  had drawn the attention of the a u t h o r i t i e s  t o  t h e  areas,  as r e f l e c t e d  
fn the s t a f f  appraisal .  W i t h  r e g a r d  t o  the  r e f o r m  o f  t h e  p o s t a l  s y s t e m ,  
t h e  authorities had r e c e n t l y  completed a de ta i led  r e p o r t  on t h e  f u n c t i o n i n g  
of t h e  Pkserve Fund. The repor t  would be submi t t ed  to the  Government soon, 
and  some decisions were e x p e c t e d  i n  t h e  corning weeks. 

Mr. A l f i d j a  s t a t e d  t h a t  w i t h  r e g a r d  t o  t h e  question of t h e  e n t r y  of 
Nalf into t h e  West A f r i c a n  Monetary linion (WAMU), progress  had been made 
since the previous mee t ing  of t h e  h e a d s  of  s t a t e  of WAMU i n  Abidjan. A l l  
the main t e c h n i c a l  prob3.ems had been s o l v e d ,  bu t  some p o l i t i c a l  issues 
s t i l l  had  t o  be resolved. The l a t e s t  i n f o r m a t i o n  ava i lab le  to  him i n d i -  
cated t h a t  temporary s o l u t i o n s  had been worked o u t ,  a n d  I t  was e x p e c t e d  
t h a t  a compromise would be reached among t h e  p a r t i e s  i n v o l v e d .  1.n f u t u r e  
d i s c u s s i o n s  on t h e  i s s u e  w i t h  M a l i ,  t h e  Fund should  show t h e  same k i n d  of  
f l e x i b i l f t y  t h a t  i t  had shown t o  d a t e .  D i s c u s s i o n s  w i t h  t h e  a u t h o r i t i e s  
s h o u l d  proceed on t h e  assumpt ion  r h a t  the problem would be s a l v e d ,  bu t  i f ,  
f o r  p o l i t i c a l  reasons,  i t  was n o t ,  the Fund should t a k e  t h a t  i n t o  cons id-  
eration and make t h e  same k i n d  of f l e x i b l e  assumprions as i n  t h e  c u r r e n t  
stand-by ar rangement ,  

The question of recruitment p o l i c y  was important t o  any  d i s c u s s i o n  
of how to c o r r e c t  imbalances and t o  d e a l  w i t h  € i s c a r  d e f i c i t s  i n  African 
econamies, MY. A l f i d j a  c o n t i n u e d .  Wages and salaries o f t e n  c o n s t i t u t e d  
the major p o r t i o n  o f  t h e  budget .  However, t h e  problem could  n o t  be so lved 
e v e n  i n  t h e  medium term. It was long-term because i t  was l i n k e d  t o  the 
q u e s t i ~ n  o f  re form of t h e  e d u c a r i o n a l  sys t em a s  a whole. S ince  t h e  problem 
wag common t n  many c o u n t r i e s  and s i n c e  i t  had been r a i s e d  f n  the  E x e c u t i v e  
Board o n  mare than  one Gccasfon,  pe rhaps  t h e  Fund should look a t  i t  i n  
d e t a i l ,  i n  cooperatton with the World Bank and t h e  I n c e r n a t i o f l a l  Labor 
O r g a n i z a t i o n .  N3. aspec ts  of the i s s u e  s h o u l d  be cons idered:  n o t  j u s t  
how t o  balance the. b u d g e t ,  hut a l so  t h e  i m p l i c a t i o n s  f o r  e d u c a t i o n ,  how 
to deal. with f i i t : ire  r e c r i i i t s  a l r eady  moving through t h e  e d u c a t i o n a l  s y s t e r n ,  
how t o  d e f i n e  an a p p r o p r i a t e  wage or  r e c r u i t m e n t  freeze,  the  a b i l i t y  o r  
F n a b i f i t y  o f  t h e  p r i v a t e  s e c t o r  t o  a b s o r b  a p o r t i o n  o f  t h o s e  emerging 
f rom the educational system in the immediate  f u t u r e ,  and t h e  l i k e .  Many 
c o u n t r i e e  o the r  than  Mal! had it c o m m i t m e n t  t o  pay for education o f  t h e i r  
people from e l e m e n t a r y  s c h o o l  t o  u n i v e r s i t y ,  w i t h  the  u n d e r s t a n d i n g  t h a t  
the graduates  w o u l d  serve their c o u n t r y  for t e n  years a t  t h e  end of rheii t  
education.  I t  wou1.d be u n r e a l i s t i c  t o  demand r a p i d  changes i n  such p o l i c i e s .  

.c 
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The Chalrniar. n o t e d  t h a t  M r ,  &.lEid. ja  h a d  ra i sed  an issue t h a t  was 
r e l e v a n t  t o  a number of Fu11d programs i n  ~ . f r i . c a .  The s t a f f  was engaged 
i n  d i s c u s s i o n s  with several  au thu t i t i e s  ; i t  m i g h t  he a p p r o p r i a t e  t o  
sysEemat ize  s u c h  w o r k ,  p e r h a p s  w i t h  t h e  n s s i s r a c c e  of' o the r  re levant  
c) rg-lniza t ioas . 

i) 

'The Exectlt I v e  Board t h e n  took  rile f o l l o w i ~ i g  d e c i s i o n :  

1. H a l l ,  h a s  t a n s i l l t e d  w i t h  t h e . F i i n d  i n  accordance wi. t rh  
p a r a g r a p h  3(b)  of t he  s ta r id-by  a r r angemenr  for M a l i  (EBS/82/68, 
Sup.  f . ,  5 /21 /6? )  and t h e  l e t t e r  o f  t .he  P l i . n i s t r y  of Finance 
d a t e d  March i 2 ,  '1982, a t t a c h e d  to i h  s t a n d - b y  arrangement:, i n  
order  t o  reach u n d e r s t a n d i n g s  s u b j e c t  t o  w h i c h  p u r c h a s e s  m y  be 
made 'ny M a l i  under che stand-by arrangemenr. 

2. The l e t t e r  d a t e d  Novernbet.26, 1382 f r o m  the Minister oE 
Finarice shal,!. be atraciied t o  the scand-by  arrangement f o r  M a L i ,  
a s  r ep resen t ing  f u r t h e r  u n d e r s t a n d f n g s  reached. f o r  the.  r e m a i n i n g  
p e r i o d  of the arraiigeme:-,t. According I::, t h e  c e i l i n g s  on bank 
c r e d i t  t o  the  economy f o r  end-December 1982 s h a i l  be i n  accordance 
wi,th pclrcrgraph h of t t te  l e t t e r  of  November 26, 1982. 

._ 

Decis ion  N o .  7 3 4 2 - ( 8 3 / 3 9 ) ,  adopted 
F e b r u a r y  2.5, 1953 

T h e  Execttt ive D i r e c t o r s  r o n s i d c r e d  t h e i r  r e p o r t  on the  rev iew of  
quo tas  fo r  t h e  E1j.ghL-h C e n e r a L  Review, together w i t h  a proposed R e s o l u t i o n  
For t h e  Hoard of Clovrrrcors (EBD/S3/Sl, 2 / 2 5 / 8 3 , ) .  

The D e p u t y  Secre ta ry  s t a t e d  t h a t  a press  r e l e a s e  wou.ld be i s s u e d  on 
the ilociard's discussion. (he par t  w o ~ u ~ . r i  d e a l  with the quota i.ncrzase; t h e  
o ther  w i t h  the rxtension 0.: t h e  G e n e r a l  Arranqements t o  Borrow, Both par ts  
w o u l d  be I s s u e d  to  t h e  p r e s s  on P h r c h  1, 1 9 8 3 ,  one d a y  a f t e r  t h e  1etEei-s 
cn Governors w o u l d  be sent  by the Secre ta ry .  

The Depirty Treasarer n o t e d  t h a t  a ri,inor a d d i t i . o r ~  was riecded in para- 
graph 8 of t h e  Report  of Execu t i . ve  Directors. After  t h e  words "pa rag raph  6 
above , "  the senter:::e s l - m i . i l d  read ''find w.Ltr.11 ad j u s  tments indicated in para- 
g r a p h  7 above," 

Mr. E r b  su~gested that t h e  phrase  shcjult:l read " u i  r.11 round ing  ad  j u s t -  
iw r i t  s . '" 

Y 
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The Executive Board then rook t h e  €oll .awing decisions: 

1. Report  --.. 

The Execu t ive  Board a d o p t s  t h e  Report o f  the Executive 
b a r d  to  the Board of  Governors e n t i t l e d  "Increarje in Quotas of 
Fund Members--Eighth G e n e r a l  R2vI.ew," s e t  f o c r h  in EEn;D/&3/51 
( a l Z s l 8 3 ) .  

. Decisiori Ma* 7 3 4 3 - ( 8 3 / 3 9 ) ,  adop ted  
February 25, 1983 

TI. P r o p o s e d  R e s o l u t i o n  (See At tachmen t )  

1. The Board of Governors  i s  r e q u e s t e d  to  vote  w i t h o u z  
mee t ing  pu r suan t  t9  Section 13 of t h &  By-Lava upon the p roposed  
R e s o l u t i o n  e n t l  t l e d  "Increases i n  Quotas af  Fund Members--Eighth 
Genera l  Review: R e s o l u t i o n  o f  t h e  Board o f  Governors." 

2. The Secre ta ry  i s  d i r e c t e d  t o  send the Report  of t h e  
Execut ive  Board a n d  t h e  poposed  R e s o l u t i o n ,  b o t h  en t i t l ed  
" Increase  I n  Quatas of  Fund Members--Eighth Genera l  Review ," t o  
each  member oE t h e  Furid by r a p i d  means a €  communication 011 o r  
before March 1, 1983, and urge  members to  voce on the  R e s u L u t f J n  
a s  soon as p o s s i b l e .  

3 .  To he  v a l i d ,  v o t e s  m u s t  be c a s t  by  Governors  o r  A l t e r n a t e  
Governors  and m u s t  be r e c e i v e d  a t  t h e  seat  of t h e  Fund on o r  be fo re  
6:OO p.m., Washington time, on bhrch 3 1 ,  1983. Votes received a f t e r  
t . h a t  t ime w i l l  n o t  be coun ted .  

4 .  T h e  e f f e c t i v e  d a t e  of t h e  R e s o l u t i o n  of t h e  Board of 
Governors shal.1. be t he  l a s t  day f o r  v o t i n g .  

5.  A l l  votes c a s t  p u r s u a n t  t o  t h i s - d e c l s i o n  s h a l l  b e  h e l d  
i n  t h e  c u s r o d y  o f  t h e  Secretary until counted, and a l l  p roceed ings  
w i t t i  r e s p e c t  t h e r e t o  s h a l l  be c o n f i d e n t i a l .  unt:i.l .  the  E x e c u t i v e  
Board deterrn:l.nc!s t h e  r e s u l t  o f  t h e  v o t e .  

6 .  The Secre ta ry  i s  :authorized t o  t ake  s u c h  fu r the r  a c t i o n  
as l)e s h a l l  deem a p p r o p r i a t e  In o r d e r  t o  c a r r y  o u t  t h e  p u r p o s e s  
o f  t h i s  d e c i s i o n .  

Dec i.sioit No. 7344-(83/39) ,  adapted  
Februa ry  2 5 ,  1983 

APPROVED: August 3 ,  1.983 

.c 

LEO V A N  HOUTVEN 



R e s o l u t i o n  oi' t h e  Board of Governors:  
1nc:e~ise i n  Quotas  of Fund Members---Eighth General. Review 

---._I____---____-.- 
--1-4..-...-1_____"_ ___-___I_ ---- 

WHEREAS t h e  E x e c u t i v e  Board has s u b m i t t e d  t o  t h e  Board o f  Governors  
a repor t  e p i i t l e d  " I n c r e a s e s  i n  Quotas o f  Fund Members--Eighth Genera l  
Review" c o n t a i n i n g  recommendations on i n c r e a s e s  i n  t h e  q u o t a s  of i n d i v i d u a l  
members of t h e  Fund ;  and 

WREREAS the Execiit i v e  Board h a s  recommended t h e  a d o p t i o n  of t h e  
f o l l o w i n g  Resol.uti.ori of t h e  Board of Governors I which R e s o l u t i o n  p r o p o s e s  
increases i n  t h e  quotas  of  members o €  the Fund as a r e s u l t  of t h e  E i g h t h  
G e n e r a l  Review of Quotas and d e a l s  w i t h  c e r t a i n  r e l a t e d  m a t t e r s ,  by v o t e  
w i t h o u t  meet ing  p u r s u a n t  t o  S e c t i o n  13 o f  the By-Laws o f  t h e  Fund; 

NOW, Th'EREFOKE, the Board of  Governors hereby RESOLVES t h a t :  

I. The I n t e r n a t i o n a l  Monetary Fund p r o p o s e s  t h a t ,  s u b j e c t  t o  
the p r o v i s i o n s  of t h i s  Reso l .u t ion ,  t h e  quot.as of members of t h e  
Fund s h a l l  be i n c r e a s e d  t o  the  amounts shown a g a i n s t  t h e i r  
names in t h e  Annex t o  t h i s  R e s o l u t i o n .  

2. A member's i n c r e a s e  i n  quota  as proposed by t h i s  R e s o l u t i o n  
sha l l  no t  become e f f e c t i v e  u n l e s s  t h e  .member has n o t i f i e d  t h e  
Fund of its c o n s e n t  t o  t h e  i n c r e a s e  not l a t e r  t h a n  t h e  d a t e  pre- 
scr i 'bed hy  OT u n d e r  paragraph  3 below and h a s  p a i d  t h e  i n c r e a s e  
i .n q u o t a  i n  f u l l ,  p r m i d e d  t h a t  no i n c r e a s e  i n  q u o t a  s h a l l  become. 
e f f e c t i v e  b e f o r e  t h e  date of t h e  Fund's d e t e r a i m t i o n  t h a t  members 
having  not  l e s s  t h a n  7 0  p e r  cent of t h e  t o t a l  o f  q u o t a s  o n  
February 28, 1 9 8 3  have c o n s e n t e d  t o  t h e  i n c r e a s e s  i n  t h e i r  q u o t a s .  

3 .  N o t i c e s  i n  a c c o r d a n c e  w i t h  paragraph  2 above shal.1 be executed  
by a d u l y  a u t h o r i z e d  c > f f i c i a l  of t h e  member and must D e  r e c e i v e d  
i n  t h e  Fund b e f o r e  6 : 8 0  p.rn., Washington t i m e ,  November 3 0 ,  1983,  
p r o v i d e d  t h a t  t h e  E x e c u t i v e  Board m a y  ex tend  t h i s  . pe r iod  as  i t  may 
d e  t e  m i n e .  

4 .  Each member s h a l l  pay t o  the  Fund t h e  i n c r e a s e  i n  i t s  q u o t a  
w i t b i n  30 days  a f t e r  t h e  l a t e r  of  ( a )  t h e  d a t e  on which i t  
n o t i f i e s  t h e  Fund of i t s  c o n s e n t ,  o r  ( b j  t h e  d a t s  oE t h e  F u n d ' s  
d e t e r m i n a t i o n  under  paragraph  2 above. 

5. E a c h  member s t i n l l  pay 2 5  per cent. of i t s  i n c r e a s e  e i t h e r  
i r i  s p e c i a l  d rawing  r i g h t s  o r  i n  t h e  c u r r e n c i e s  of o t h e r  members 
s p e c i f i e d ,  w i t h  t h e i r  c o n c u r r e n c e ,  b y  t h e  Fund, o r  i n  a n y  corubi- 
nar ion of s p e c i a l  drawing r i g h t s  and s u c h  c u r r e n c i e s .  The 
b a l a n c e  of  t h e  i n c r e a s e  s h a l l  he  pa id  by t h e  member i n  i t s  own  
c uz' re ncy . 
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1. Afghanistan 
2 .  Algeria 
3. Anrigua and Barbuda 
4 .  Argentina 
5. hus t r  a l i a  

6 .  Aus t r i a  
7 ,  Bahamas 
8.. Bahra in  
9. Bangladesh 
10. Barbados 

11. B e l g i u m  
12. Belize 
13. Benin 
14 .  Bhuran 
1.5. Bol iv ia  

16. EoCswana 
17. Braz i l  
18. Burma 
19. Burundi  
20. Cameroon 

21. Canada 
22.  Cape Verde 
23. Central Afr ican  Republic 
24.  Chad 
2 5 .  Chile 

2 6 .  China  
27 .  Colombia 
28.  Comoros 
29. Congo, People's Republic 
30. Costa Mca 

31. Cyprus 
3 2 .  Denmark 
3 3 .  D j i b o u t i  
3 4.  Dom i n  ic a 
35. Dominican R e p u b l i c  

3 6 ,  Ecuador 
3 7 .  Egypt  
38. El S a l v a d o r  
39 .  E q u a t o r i a l  Guinea 
IrO. E t h i o p i a  

Proposed Quota 
(In m i l l i o n s  of SDRs) 

86.7 
6 2 3 . 1  
5.0 

1 ;113.0 
1,6 19.2 

775.6 
6 6 . 4  
48.9 

287.5 
34. z 

2,080.4 
9.5 

32 .3  
2 . 5 .  

90.7 

2 2 . 1  
I., 461.3  

137.0 
42.7 
92.7 

2,941.0 
4.5 

30.4 
30.6 

440.5 

2,390 - 9  
3-94 e 2 

4.5 
37.3 
114.1 

69.7 
711.0 

8.0 
4.0 

112.1 

150 a 7 
463 .4  

8 9 . 0  
1 8 . 4  
70.6 



- 4.1 - 

41. F i j i  
- 4 2 .  Fin land  

4 3  France 
4 4 .  Gabon 
4 5 .  Gambia, The 

4 6 .  Germany 
4 7 .  Ghana 
4 8 .  Greece 
49.  Grenada 
50. Guatemala 

51. Guinea 
52. Guinea-Bissau 
53. Guyana 
54.. Haiti 
55. Honduras 

5 6 .  Hungary 
57. Iceland 
58. 'Icdia 
5 9 .  Indonesia 
60, Iran, Islamic Republ ic  o f  

61.  Iraq 
62. I r e l a n d  
6 3 .  Israel 
6 4 .  I t a l y  
65. I v o r y  Coast 

6 6 .  Jamaica ' 

6 7 .  Japan  
6 8 .  Jordan 
69. Kampuchea, Deinoc r a t  i c  
70. Kenya 

7 1 .  Korea 
72. K u w a i t  
73. Lao People's Democrat ic  Repub l i c  
74. Lebanon 
7 5 .  L e s o t h o  

76, Liber ia  
7 7 .  Libya 
7 8 .  Luxembourg 
79. Madagascar 
80.  Malawi 

Proposed  Quota 
(Tn m i l l i o n s  of  SCIKS) 

--" 

36 .5  
574.9 

4 , 4 8 2 . 5  
73.1. 
17.1 

5 , 4 0 3 . 7 ,  
204.5 
399.9 

6.0  
106.0 

5 7 . 9  
7.5 

49 .2  
44 .1  
6 7 . 8  

530.7 
59.6 

2; 207 7 
1 ,009 .7  
1 , 1 1 7 . 4  

504.0 
3 4 3 "  4 
4 4 6 . 6  

2 , 9 0 9 .  I 
l 6 . S .  5 

145 .5  
4 , 2 2 3 . 3  

73.9 
25.0 

142.0  

.A 52.8 
63.5.3 

29.3  
78 .7  
15 .1  

71.3 
515.7 

7 7 . 0  
66 .4  
37.2 
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81. Malays ia  
82. Maldives 
83. Mali 
8 4 .  Malta 
85. M a u r i t a n i a  

86. Mauritius 
87. Mexico 
88. Morocco 
89. Nepal 
90 Netherlands 

91. New Zealand 
9 2 .  Nicaragua 
93. Niger 
9 4 .  Nigeria  
9 5 .  Norway 

96. Oman 
97. Pakistan 
98. Panama 
99. Papua New Guinea 

1.00. Paraguay 

101. Peru 
102. P h i l i p p i n e s  
103 P o r t u g a l  
104. Qatar 
105. Romania 

106. Rwanda 
107, St. L u c i a  
108. St. V i n c e n t  
109. SHo Toms & P r i n c i p e  
110. Saudi Arab ia  

11-1. Senegal  
112 .  Seychelles 
113.  Sierra Leone 
114. Singapore 
115. Solomon I s l a n d s  

116. S o m a l i a  
117. S o u t h  Afr ica  
118. S p a i n  
119.  S r i  L a n k  
120. Sudan 

P roposed  Quota 
( I n  millions of SDRs) 

550.6 
2.0 

SO. 8 
45.1 
33.9 

0 

. 53.6 
1,165.5 

306.6 
37.3 

2,264.8  

461.6 
68.2 
33.7 

849.5 
699.0  

63.1  
5 4 6 . 3  
102.2 

6 5 . 9  
4 8 . 4  

330.9 
440.4 
376.6 
114 .9  
5 2 3 . 4  

43 .  a 
7 . 5  
4.0 
4.0 

3 ,202.4  

85.1 
3.0 

57.9 
250.2 

5.0 

44.2 
915.7 

1 ,286.0 
223.1 
269.7 



12 2 ,  Suriname 
1 2 2 ,  Swaziland 
123, Sweden 
1 2 4 ,  Syrian .Ax& B e p u b l i c  
1 2  5, Tanzania 

2 Tna i land  
127,  Togo 
223.. T r i n i d a d  and Tobago 
1 2 9 ,  Tunisia 
130* Turkey 

131, Uganda 
13L United Arab Emirates 
133. Uaieed 'Kingdom 
134, United S ta tes  
135. Upper Vo1ta 

136. Uruguay 
137. Vanuatu 
138% Venezuz3.a 
139, V l e t  Earn 
140. Mestern Samoa 

1 Yemen .Arab Republ ic  
1 G 2 .  Yemen, People's Democratic R e p u b l i c  af 
14 3. Yugoslavia 
liiJe Za'fre 
145.  Zambiec 

Proposed Quota 
( I n  m i l l i o n s  of S D R s )  




