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1. WORK PROGRAM

The Chairman, noting that the discussion of the World Economic Outlook
had been planned for June 1, 1983, explained that it had not proved
possible to prepare special background material in time for a meeting on
that date, because the work under way had been more difficult and time—
consuming than initially expected. There were three possible courses of
action: there might be no discussion of the World Economic Outlook before
the one scheduled for September 9, preceding the Annual Meeting; the
discussion could take place as planned, on the basis of the documents
already issued in connection with the publication of the survey of the
World Economic Outlook in mid-June; or the question could be left open,
keeping in mind the possibility of a discussicn toward the end of June.

The last course might be the best because it would give Executive Directors
more time to consider both the documentation prepared by the staff and

the outcome of the Williamsburg Summit. He would welcome Executive
Directors' views. :

Mr. Dallara and Mr. Taylor considered that it would be helpful to
discuss the world economic situation in the setting of the policy issues
that were being taken up in the months ahead, beginning with the discussion
at the present meeting on enlarged access. However, they were ready to
support the Chairman's compromise proposal. Mr. Grosche agreed.

Executive Directors accepted the Chairman's proposal to schedule the

discussion of the World Economic Outlook toward the end of June or the
beginuning of July. :

2. MAURITIUS — 1983 ARTICLE IV CONSULTATION, AND STAND-BY ARRANGEMENT

The ExXecutive Directors considered the staff report for the 1983
Article IV consultation with Mauritius, together with a request from
Mauritius for a stand-by arrangement for a period of 15 months in an
amount equivalent to SDR 49.% million (EBS/83/78, 4/20/83). They also
had before them a report on recent economic developments in Mauritius
(sM/83/67, 5/4/83).

Mr. Tshishimbi made the following statement:

In 1979, the Mauritian authorities initiated an adjustment
program, supported by three successive stand-by arrangements,
which has been successfully implemented. The program was aimed
at reducing the large internal and external financial imbalances
that emerged after the sugar boom of the mid-1970s and the
unfavorable climatic conditions prevailing in 1981 and 1982.

Economic developments in 1981/82 and in 1982/83 were charac-
terized by a substantilal recovery in the agricultural sector,
chiefly sugarcane, and in the manufacturing sector. The annual
growth rate of real GDP averaged more than 6 per cent during the
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period. The rate of inflation declined from about 27 per cent

in 1980/81 to 13 per cent in 1981/82, mainly as a result of
prudent demand management policies undertaken by the authorities.
The inflation rate is estimated to fall further to about 9 per

cent in 1982/83.

In .the fiscal field, the authorities reduced the rate of
government spending and succeeded in maintaining the share of
nongrant revenue as a proportion of GDP during the same period.
The overall fiscal deficit thus declined from 14 per cent of
GDP in 1980/81 to 13 per cent in 1981/82, and is projected to
decline further to 11 per cent of GDP in 1982/83. In the mone-
tary sector, the successful results of an active interest rate
policy together with the declining rate of inflation have con-
tributed to restraining credit expansion. On the external
front, the current account deficit, excluding transfers, has
been sharply reduced from 17 per cent of GDP in 1980/81 to 8 per
cent in 1981/82, reflecting in part the effect of the September
1981 depreciation of the Mauritian rupee, and mainly a recovery
of exports from the cyclone. The overall balance of payments
deficit fell from SDR 60 million in 1980/81 to SDR 2 million in
1981/82.

Although the balance of payments medium—-term outlook is
favorable, for 1983/84 the current account deficit is projected
to deteriorate, owing largely to higher import prices, and the
overall balance of payments deficit is expected to rise to
SDR 31 million. The Mauritian authorities ere committed to
pursuing further adjustment policies and have therefore taken new
measures for which they seek Fund support under a new stand—by
arrangement. The new program is principally aimed at a further
reduction of the external current account deficit to a sustainable
level, an improvement in the allocation of resources, and an
increase in employment.

To revive economic activity, the authorities have formulated,
in cooperation with the World Bank, a public sector investment
program for 1983-86, tiu be supported by a structural adjustment
loan. The objectives of .he program are to reduce the high level
of unemployment through the expansion of export-processing
industries and tourism, and to reduce the economy's high depen-
dence on oil imports by substituting local enevrgy resources.

As well described in the staff report, future investment programs
will be governed by strict project selection criteria, namely,
their economic viability, their low recurrent cost implications,
their low foreign exchange requirement, and the creation of
productive employment outside the sugar sector, particularly in
the expor: sector.

In the fiscal sector, the authorities aim at limiting the
overall budget deficit to 11 per cent of GDP in 1982/83. In
this connection, they have reduced certain recurrent expenditures
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and placed a moratorium on recruitment of civil servants. For
the 1983/84 budget, which is under preparation, they propose to
make further reductions in current expenditure, and capital
expenditure will be limited to 9 per cent of GDP. On the revenue
side, the scope of the sales tax will be widened. The system of
import duty exemptions will be rationalized. The administration
of direct taxes will be improved and the base widened. Other
measures to improve revenue receipts include plans to unify the
revenue service with Fund technical assistance, and a PAYE scheme.
These measures are aimed at a further reductlon of the flscal
deficit to 8.5 per cent in 1983/84.

In the monetary field, total credit expansion and increases
in net credit to the Government will be limited to 20 per cent
and 24 per cent, respectively. Moreover, appropriate credit
ceilings on a quarterly basis will be adopted in consultation
with the Fund. The authorities also intend to maintain their
flexible approach to interest rate policy and encourage the
banks to intensify competition in order to mobilize deposits.
Ceilings on lending rates have been removed, a decision that,
together with the changes in the banks' reserve requirements,
should pave the way to their full participation in the financing
needs of the economy.

My Mauritian authorities agree broadly with the staff's
assessment of the economy's performance. They are therefore of
the view that with their commitment to further policy adjustments
toward restoring internal and external equilibrium, the Fund will
again provide the necessary support for the attainment of their
objectives.

Mr. Jayawardena noted that Mauritius had implemented three successive
stand-by arrangements with the Fund since late 1979. The proposed l5-month
stand~by arrangement for 1983/84 was in continuation of the past arrange-
ments, under which a substantial degree of adjustment had been achieved.

Mauritius's being a heavily cyclone-prone country in the Indian Ocean
accounted for the predominant cultivation of sugar, a crop that withstood
adverse weather better than most others, Mr. Jayawardena remarked. Sugar
was the mainstay of the economy, covering over 90 per cent of arable land
and accounting for 60 per cent of exports. However, given the limited
scope for the expansion of arable land and the need to diversify the
economy, the authorities had adopted an export—oriented growth strategy,
especially through industrial development in export promotion zones, and
the active promotion of tourism. They were also trylng to promote inter-
cultivation of food crops and sugar with the hope of becoming self-
sufficient in food by 1987.

It was noteworthy, Mr. Jayawardena continued, that after a substantial
decline in 1980/81, economic growth had been maintained at 6.5 per cent a
year during the tywo following years, despite the weak demand for sugar and
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difficulties in expanding exports due to growing protectionism in tradi-
tional markets. Clearly, maintenance of that momentum for growth would
require great perseverance in the coming yeacs. It was disconcerting

to note some evidence that unemployment had risen since 1979. Registered
unemployment stood at the high rate of 20 per cent, but the figure was
possibly distorted. WNevertheless, Lf economic growth did not lead te a
significant decrease on unemployment, it might be prudent for the author-
ities to examine the causes and take remedial measures by devising appro—
priate employment-oriented policies and removing structural bottlenecks.
In that regard, he welcomed the Govermment's emphasis on employment
generation as the primary target of economic policy and the contemplated
measures to eliminate rigidities in the labor market. '

The major adjustment had been in capital expenditures, Mr. Jayawardena
observed, and he was glad that future savings in current expeunditures
were contemplated. He took note of the gradual reduction of food subsidies.
He also welcomed the reforms of the tax system and administration, and he
hoped that a gradual transition would be made from indirect to direct
taxation. The progressive reduction of the fiscal deficit from 13.9 per
cent of GDP in 1980/81 to 10.9 per cent in 1982/83 was welcome, as was )
the expectation that it would be reduced further during the program period
to 8.5 per cent of GDP.

The authorities had pursued flexible monetary and credit policies
since 1981, Mr. Jayawardena commented. Interest rate ceilings had been
eliminated, and interest rates were at present positive. The allocation
of credit by the central bank had been made subject to more flexible and
indicative ceilings in place of the fixed ceilings. Those policies, and
the promotion of interbank competition, appeared to have already yielded
positive results. The Government still seemed to require a large share
of available credit, but, with the greater fiscal discipline envisaged
in the program, the situation could be expected to improve.

The current account deficit as a ratio of GDP had declined from
15.4 per cent in 1980/81 to 6.5 per cent in 1982/83, and was expected to
decline further to 4.6 per cent under the proposed stand-by program,
Mr. Jayawardena noted. It was a strong adjustment, in his view, and
deserved commendation. Past payments deficits had been financed essen-
tially by Eurocurrency borrowing and bilateral aid, and the debt service
ratio had risen sharply. The ratio was estimated to peak in 1983/84 at
23.2 per cent of exports of goods and services, and to decline thereafter
to 19 per cent by 1986/87. Fortunately, the Government did not have any
short—-teirx external debt, and it intended to moderate further resort to
external borrowing.

He welcomed the detachment of the Mauritian rupee from the SDR in
Teyruary 1983, and its pegging to a basket of currencies that better
reflected the country's trading patterns, Mr. Jayawardena stated. In an
open economy with an export-led growth strategy, the need to maintain a
flexible and competitive exchange rate needed to be underscored. He was
also glad that Mauritius maintained a relatively liberal trade and payments
regime.
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As for investment and production policies, Mr. Jayawardena remarked,
the World Bank's structural adjustment lending to Mauritius should prove
helpful in diversifying the economy. As the Bank envisaged, much could
be gained by improving efficiency in the parastatal sector and through
energy substitution.

Wage policy could play a crucial role in promoting employment,
Mr. Jayawardena considered. Breaking the link between wage adjustments and
the cost of living index, and the abandonment of general wage negotiations
at the national level, could lead to greater efficlency and competitiveness.
As for pricing policies, the Government had appropriately taken the view
that administered prices should cover costs, and the movement to scale down
food subsidies was commendable. The authorities might also consider whether
price controls were needed on such a wide range of commodities.

Mr. Pickering remarked that the program under the proposed stand-by
arrangement appeared likely to allow Mauritius to continue its good perfor-
mance under the three previous arrangements. The comprehensive set of
policies courageously followed by the authorities since late 1979 had
resulted in a widespread improvement in the economy, despite several
adverse developments, including exogenous factors relating to bad weather
and the global recession.

The necessity for ° .ducing the high level of unemployment, and the
fact that neither the sugar industry nor the public sector seemed to
provide scope for si's’ .tinable increases in employment, led him to endorse
the strategy of the Mauritian authorities for improving the productivity
and competitiveness of the nonsugar export sector and tourism, Mr. Pickering
continued. In that respect, in was crucial that the authorities should
accept a second structural adjustment loan from the World Bank, and it
was encouraging that discussions were at an advanced stage. However,
progress in diversifying exports was likely to be slow; it would depend
not only on internal developments but also on sustained world recovery
and the hoped-for reduction in protectionism in many of Mauritius's
potentia’ export markets.

The decline in the overall fiscal deficit for 1980/81 to 1982/83 was
to be commended, Mr. Pickering remarked, as it represented a continued
and determined effort to correct the imbalances in the government accounts.
Nonetheless, the overall fiscal deficit for the coming year of 8.5 per cent
of GDP was not sustainable, and further progress in that respect would be
important. The authorities were right to place emphasis on restraining
the growth of current expenditures currently above 25 per cent cf COE.
However, effective capital spending would also be importanr, in contrast
to the inappropriate public sector investment program pursdaed by the
authorities following the sugar boom of the mid-1970s. 1t was perhaps
worth reiterating the staff's comment that the scope for large increases
in tax revenue appeared limited, In fact, the staff had been more explicit
in its paper on the previous stand-by arrangement (EBS/81/236, 12/7/81;
EBM/81/160, 12/21/81), where it had noted that the main way to obtain
additional tax revenue would be through improved tax administration and
collection. Therefore, it was somewhat discouraging to note from the
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staff report under discussion that the examination and rationalization

of the tax system had not been concluded. He urged the staff and the
authorities to set a timetable for an examination of the gsystem’s revision
in the forthcoming mid-term review.

The external policies.of the authorities set an example for other
Fund members, Mr. Pickering considered, the exchange system belng free
of restrictions. The general improvement in the current account deficit
since 1980/81, despite some slippages in the current year, and the intended
improvements in the sugar industry and the nonsugar export sector, suggested
that the only important remaining area of concern was the worrisome level
of debt servicing. Even there, the performance criteria on contracting
and disbursing external debt that had been agreed by the Fund and Mauritius
implied a net reduction in the level of nonconcessional loans during the
program period. The debt service profile shown in Table 7 of EBS/83/78
indicated that by the end of the period, the debt servicing hump would
have been surmounted, and that the trend would be downward. He endorsed
Mr. Jayawardena's comments on wage policy and food subsidies.

The program of Mauritius i1llustrated the benefits of a series of
continuous stand-by arrangements, within the framework of medium-term
ad justment, Mr. Pickering concluded. Looking beyond 1983/84, the staff
reports indicated that there wouird continue to be a need for Fund assis~
tance, but the extent to which external and internal imbalances were being
reduced in an effective and timely manner suggested that the need would
be reduced in the foreseeable future, reflecting the revolving and temporary
nature of Fund assistance.

Mr. Grosche said that he was in broad agreement with the staff
appraisal and suppcrted the proposed decisions. The record of Mauritius
under previous stand-by arrangements had been encouraging, and the measures
taken at the beginning of the period under the proposed arrangement were
clear evidence of the strong determination of the Government to continue
its policies of adjustment.

Mr. Dallara said that he too was in broad agreement with the staff
appraisal and supported the proposed decisions. The Executive Board had
had an opportunity to comment on the success enjoyed by the Mauritian
authorities in the pursuit of their adjustment efforts, supported by the
Fund since late 1979, when his chair had joined others in commending the
authorities for the progress that they had made. As the staff had pointed
out in its report for the 1983 Article IV consultation, despite some
adverse developments, both internal and external imbalances had been
reduced over the past few years. Additional measures had since been taken,
and the program outlined for the coming year appeared broadly appropriate.

However, notwithstanding the progress made in reducing the overall
budget deficit, the deficit still seemed too high, as the staff also
believed, Mr. Dallara continued. The preferred approach for achieving
further reductions In the fiscal deficit would be to restrain the growth
of recurrent expenditure. The additional information provided by
Mr. Tshishimbi on some of the measures that the authorities intended to
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adopt seemed unfortunately to emphasize an increase in revenue rather than
a reduction in recurrent expenditures. He hoped that the authorities would
reconsider that mix, and perhaps find, both in the short term and in the
medium term, that a shift in emphasis toward the reduction of current expen-
ditures would be more appropriate. Any additional information im that
respect that the staff or Mr. Tshishimbi could provide would be helpful.

Continued flexibility and pragmatism in interest rate and exchange
rate policies would be required as the program was implemented, Mr. Dallara
noted, if the economy was to benefit to the full from the decisions already
taken in the past.

Léoking roward the medium term, the authorities appeared to have
recognized the need for further adjustment, in terms both of overall macro-
economic policies and of structural reform, Mr. Dallara observed. He
joined other Directors in welcoming their close collaboration with the
World Bank, as evidenced by the performance under the first structural
ad justment loan and by the advanced status of the discussions relating to
a second loan. In addition, he expressed appreciation for the information
provided in the staff report on those loans.

One concern for the medium term that was of more general application,
however, Mr. Dallara continued, related to the Fund's role in providing
financing in situations similar to that of Mauritius. From Table 6 in
EBS/83/7C, it could be seen that the staff envisioned continued Fund
financing from 1983/34 through 1985/86 and 1986/87, although apparently
at a reduced level in the latter year. In discussing the balance of
payments outlook for the period ahead, the staff had indicated thar for
the medium term it was rather favorable, and it had mentioned policies
and prospects that would move the balance of payments toward a more sus-
tainable position. On page 21, the staff had commented that the balance
of payments deficits in the later years would be financed mainly by net
long-term capital inflows, including resources available under the second
Structural Adjustment Loan from the World Bank loan during the coming
two years. The staff went on to conclude that Mauritius would continue
to need the Fund's financial support. Yet Mauritius had performed rather
well in its adjustment efforts under way for roughly three years, supported
by both the Fund and the World Bank, and there was no reason to believe
that it would not continue to make progress in the few years ahead. After
five to seven years of continuous financial and policy support by both the
fund and the World Bank, the provision for further Fund financing seemed
essentially to be designed to enable the authorities to repay the Fund for
earlier purchases, although it might also help to pay for the envisioned
amortizetion of outstanding Eurodollar loans. He was somewhat concerned
to know how the program for Mauritius, which would encompass the continua-
tion of the adjustment efforts of the past, could be reconciled with the
revolving nature of the Fund's resources.

Mr. Ainley said that he agreed with the main points in the staff
appraisal, and that he supported the request by Mauritius for a stand-by
arrangement. The authorities had made commendable progress in adjustment
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over the past three years. Thev had done so by adopting prudent demand
management policies with Fund support, and by reorienting their develop-
ment strategy with assistance from the World Bank. The approach had been
comprehensive and consistent, and it was beginning to show results. The
achievements, particularly with respect to real growth and inflation, were
impressive. Indeed, Mauritius offered an encouraging example of how a
series of one-year stand-by arrangements could be put to effective use.

But although much had been done, Mauritius still had some way to go
in restructuring its economy and further reducing imbalances to sustainable
levels, Mr. Alnley remarked. The authorities recognized that fact, and
their program for 1983/84 seemed well designed to meet those objectives.
The continuing effort to diversify exports and expand the productive base
was particularly welcome; it should pruvide new employment opportunities
and strengthen the external position in the medium term. He also welcomed
the maintenance of the commitment to fiscal restraint and the decision to
liok future wage settlements more closely to productivity gains. Taken
together, the various measures indicated the authorities' determination
to continue thelr appropriate and courageous policles, for which Fund
support was fully warranted.

Mr. Alhaimus said that, as other Directors had indicated, the record
of Mauritius in pursulng the necessary measures of adjustment had been
commendable. Therefore, he supported the request for a stand—-by arrange—
ment.

Mr. Kabbaj observed that, since 1979, the Mauritian authorities had
embarked on a series of adjustment programs related to Fund support to
correct the imbalances that had appeared in the economy following the
sugar export boom in the mid-1970s. The most recent measures had been
embodied in the 1981/82 program, supported by a one~year stand-by arrange-
ment. The policy objectives of that program had been almed at restraining
the growth of domestic credit, liberalizing interest rates, and maintaining
a liberal payments and trade system. There had also been an exchange rate
ad justment to improve the external imbalances. All program targets had
been met.

The present program was a contlnuation of the adjustment policies
that the authorities had previocusly undertaken, Mr. Kabbaj observed.
The program objectives were well suited to the needs of the economy:
there would be a further reduction in the budget deficit to 8.5 per cent
of projected GDP, a more flexible monetary policy aimed at improving the
allocation of resources, and continued improvement in the external sector.

The real sector of the economv would be a main area to moritor,
Mr. Kabbaj commented. The successful implementation of the program under
the second Structural Adjustment Loan could prove helpful in reducing
unemployment and boosting industrial production. Further promotion of
tourism would also be beneficial. It was encouraging to note that, with
the assistance of the World Bank, the authorities would improve the
operations of entities in the tea and housing industries.
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Because the sugar industry could not effectively absorb more resources,
and because the public sector could not at the present stage offer reason-—
able scope for expanding productive employment, the private sector should
be encouraged to be more active, Mr. Kabbaj considered. He noted that,
with the assistance of the World Bank, the Government was in the process
of identifying policies to restructure the economy. Within that framework,
a greater role for the private sector could increase productivity and
release some -0f the pressure on government finances. The Government's
intention of encouraging a system of private sector wage settlements
between employers and employees at the level of individual firms or
industries was welcome.

In sum, Mr. Kabbaj stated, he agreed with the thrust of the staff
appralsal and endorsed the proposed decision.

Mr. Sangare noted that the Mauritian economy had made some significant
galns in recent years, following a determined and sustained effort by the
authorities to reduce large external and internal imbalances through the
implementation of successive adjustment programs, with the support of the
Fund. For instance, after declining by 7.6 per cent in 1980/81, real
output had recorded strong growth in 1981/82, reflecting mainly the
recovery in sugarcane production as well as a noticeable expansion of non-
sugar manufacturing output. It was even anticipated that real GDP growth,
estimated at 6.4 per cent, would remain strong in 1982/83. 1Inflation, as
measured by the consumer price index, had been reduced considerably,
falling from its peak of 33 per cent in 1979/80 to 13.4 per cent in 1981/82;
it was expected to fall further to 8.5 per cent in 1982/83. Progress had
also been made in reducing the fiscal deficit, even though it was still
high at 11 per cent of GDP in 1982/83. The external account showed
considerable improvement, with the current account deficit having narrowed
from 17.4 per cent of GDP in 1980/81 to 8.1 per cent in 1981/82, reflecting
in part the substantial decline in import demand and a significant increase
in the volume of sugar exports.

The authorities were encouraged by those achievements but nevertheless
recogrized that further effort was required to consolidate and build upon
the gains made thus far, Mr. Sangare went on. Among the problems facing
the country was its continued heavy dependence on sugar as a foreign
exchange earner, at a time when unemployment remained worrisome. It was
therefore encouraging to note that, in designing the successor arrangement
for which the authorities were seeking the Fund's assistance, particular
attention had been paid to development objectives agreed with the World
Bank in the context of the Second Structural Adjustment Loan. If those
objectives were properly met, a strong foundation would be laid for sustain-
able growth in the long term. Accordingly, he welcomed the efforts of the
authorities to diversify the economic base by lessening the dominance of
the sugar industry. The establishment of the Commission of Enquiry to
examine the problems confronting the sugar industry and its future prospects
was a step in the right direction and should help to bring about appropriate
action. He also welcomed the emphasis being placed on the expansion of
manufactured exports through, inter alia, the establishment of the Export
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Processing Zone. In that connection, he shared the authorities' concern
about the protectionist tendencies of industrial countries. The modest
efforts of a small country like Mauritius with little scope for diversifi-
cation could easily be frustrated by protectionist policies.

As for fiscal policy, Mr. Sangare commended the authorities' prompt
action in taking additional measures to ensure that the 1982/83 program
remained on track when it became clear that foreign grants were falling
short of expectations. The efforts to reduce expenditure appeared to be
the most approprlate means of achieving further adjustment, since the
scope for raising additional revenue was limited. 1In the circumstances,
fiscal adjustment that would involve reducing the budget deficit in
relation to GDP by 2.5 percentage points would require a particular effort.
He was nevertheless confident that the authorities would persevere and
live up to their outstanding track record.

On monetary policy, Mr. Sangare commented, a number of measures had
already been implemented in connection with previous programs, with the
result that interest rates were now generally positive. Furthermore,
the authorities were willing to pursue a flexible interest rate policy.

Another appropriate move had been the pegging of the exchange rate
to a trade-weighted basket instead of to an SDR basket, Mr. Sangare
observed. Comprehensive measures, together with the continued implemen-
tation of appropriate demand management policies, should enable Mauritius
to attaln a viable external payments position and sustainable growth rates
in the medium term.

Mr. de Maulde noted that there had not been many new developments in
Mauritius since the Executive Board had reviewed its performance in
November 1982, and subsequently in January 1983 when the member had made
a drawing under the buffer stock fimancing facility (EBM/83/9, 1/10/83).
Mauritius was a well-managed country with a good track record. It was
clear from the figures in the staff report that all the objectives of the
previous program and the targets for the entire fiscal year 1982/83 had
been or would be actieved, desplte the long delays encountered in the
approval of a second Structural Adjustment Loan by the World Bank. Those
results had laid solid foundations on which the success of the new program
could be built. On the financial side, the program focused appropriately
on fiscal policies, where there was still the most scope for further
improvement. Nevertheless, although progress in reducing the fiscal
deficit had been slow, there had been a steady movement in the right
direction. ‘

To the extent that financial imbalances continued to be reduced, and
if the balance of payments outlook for tlie medium term remained favorable,
Mr. de Maulde continued, the main challenge to the Mauritian authorities
in the years to come would be related to the real economy. The basic
problem was to reduce the heavy dependence of the economy on sugar produc-~
tion by making progress toward export diversification. Various steps had
been taken, including measures to promote tourism or to substitute local



- 13 - EBM/83/71 - 5/18/83

energy resources for imporcted energy, but those measures providad only a
partial solution and would not make a large dent ir the high level of
unemployment. The forthcoming study by the Commission of Enquiry, and
the studies to be conducted under the second Structural Adjustment Loan,
might provide fresh ideas c¢n how to undertake the difficult task of
diversification.

Finally, Mr. de Maulde said that he looked forward to a successful
meeting of the ccnsultative group to be held in Paris on June 1.

The staff representative from the African Department noted that,
despite the progress made by Mauritius in recent years in steaaily reducing
the overall fiscal deficit, even the 8.5 per cent deficit target for
1983/84 was too high. The authorities were aware that that was so, and
intended to persevere in their adjustment efforts. A scaff mission would
go to Mauritius early in June to carry out the first mid-term review of
the program and to discuss budgetary policles for 1983/84, The staff
would impress on the authorities the need to econowize on spending rather
than to increase revenue, although both the authorities and the staff.
recognized that the scope might not be large, for political snd cther
reasons. It should perhaps be noted that recently available information
suggested that the final figures for 1982/83 might show a better fiscal
performance than indicated in the staff report.

The medium—term balance of payments outlook was viewed by the staff
as favorable, barring unforeseen severe external shocks, the stafi repre-
sentative stated. If Mauritius maintained its adjustment effort under
the program supported by the Fund, and the structural adjustment effort
as well, the current account of the balance of payments should move into
a sustainable position that could be financed by long—term capital inflows.
Mauritius would progressively reduce its net indebtedness to the Fund,
beginning in 1984/85, when it would for the most part have repaid the
Eurocurrency loans contracted since the mid-1970s. In the light of payments
projections, the staff foresaw no improvement in the terms of trade in the
medium term, but, to the extent that there was some improvement, Mauritius
could either build up its reserves, which were low, or make additional
repurchases from the Fund. It should be noted that if Mauritius was to
generate an overall balance of payments surplus with which to repay the
Fund, it would have to pursue a far tighter demand management policy,
which might be politically and socially unacceptable. Such a policy
might also be incompatible with the structural adjustment that the author-
ities were undertaking with the support of the World Bank to reduce the
high level of unemployment.

The staff representative from the Exchange and Trade Relations
Department added that the medium-term balance of payments projections in
Table 6 of EBS/83/78 reflected a substantial adjustment effort by Mauritius,
as indicated by the expected decline in the ratio of current account to
GDP, and by the fact that rhe current account deficit was expected to be
fully financed by medium-term and long-term loans on concessional terms.

The authorities also intended to repay commercial borrowing to improve
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the debt profile. Mauritius would be making purchases from the Fund, in
gross terms, but, on a net basis, it would progressively reduce the Fund's
holdings of Mauritian rupees from a peak of about 430 per cent of present
quota at the end of the current program period, or 325 per cent of the
increased quota. Taking all those circumstances into account, he believed
that the continued but diminishing level of net use of Fund resources by
Mauritius c-er several years to come was consistent with the revolving
character of the Fund's resources.

The staff representative from the .frican Department, in response
to a question by Mr. Zhang, noted tha’ the proposed stand-by arrangement
would be for the 15 months from the date of its approval-—presumably May 18,
1983--until August 17, 1984. -The program itself, under which the policies
supported by the stand-by arrangement had been developed, covered 18 months
from Decenber 1982, when the previous stand-by arrangement had expired,
through June 1984. Although the program had been negotiated im February
1983, it was in pursuit of policies agreed upun during the mid-term review.
The purpose of the mid-term review to be held in June would be to agree
with the authorities on btudgetary policies for 1983/84--from July 1983
to June 1984--~that had not yet been formulated when the program had been
negotiated in February.

Mr. Dallara remarked that he would take up directly with the staff
the matter of the way in which Mauritius was making use of the Fund's
resources. However, he did not accept the staff's explanation. As he
understood it, net vutstanding drawings in the credit tranches, excluding
drawings under the compensatory and buffer stock financing facilities
and not taking into account the quota subecription payment, would be
approximately 330 per cent of the new quota at the end of the stand-by
arrangement. The reductions envisioned for 1984/8S, 1985/86, and 1986/87,
as shown in Table 6 of EBS/83/78, were marginal, and obviously assumed
further drawings. It was difficult to accept the argument that such an
arrangement was consistent with the revolving use of the Fund's resources.
Mauritius had performed well under continuous adjustment efforts supported
by the Fund and by the World Bank. But if no significant reduction in
the Fund's holdings of a country's currency could be expected after five
to seven years, there would seem to be cause for real concern about the
way in which Fund financing was being used, particularly if some of it
went to amortize other credits.

Mr. de Maulde remarked that if Mr. Dallara's argument were accepted,
the process of adjustment in Mauritius would have to be accelerated
somewhat and the balance of payments position reversed more rapidly than
forecast in the staff paper. In his opinion, the rate of unemployment
and the need to restructure the economy made such a course of action
unrealistic. The alternative——no more realistic~—would be to recommend
that Mauritius resume borrowing from ccommercial banks. Thus, although he
agreed with Mr. Dallara that care should be taken to ensure the revolving
nature of the Fund's resources, it was necessary to be equally careful not
to force countries to follow unrealistic policies.
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Mr. Tshishimbi remarked that he would have responded to Mr. Dallara's
concern in the same way as Mr. de Maulde. Mauritius had pursued successfnl
ad justment. effcrts so far and had clearly indicared a determined intention
to continue to do so in the medium term. To force the country to acceler-
ate the pace of adjustment would be dangerous; indeed, it needed the support
of the Fund in spreading out the adjustment effort over the medium term.
Mauritius faced many problems, inclading the unemployment described in the
staff reports. The diversification program that had been undertaken to
strengthen and broaden the economic base, If it had to be financed on
commercial terms only, would call for a severe medium-term adjustment
effort. The purpose of the Fund's support over the medium term was to
prevent such an adverse outcome. Moreover, the good performance of
Mauritius 1in the past should be taken into account in deciding how much
support Mauritius could expect from the Fund.

The Chairman noted that Mr. Dallara had drawn attention to the
contimious support given by the Fund to Mauritius since 1979 and to the
fairly significant -outstanding purchases in 1986/87, as shown in Tahle 6.
In fact, those purchases were likely to remain outstanding for several
more years. The anawer to the question whether such a position was
compatible with the Fund's policy of extending medium—term assistance
and expecting an improvement Iin the member’'s position had to bz seen in
the light of the particular circumstances of the member. C(Clearly, the
Fund would prefer Mauritius to be able to repurchase at a faster pace,
but the potential ¢f each country for adjustment differed, and if the
country was making steady and continuous progress, it was appropriate
for the Fund to make its resources availlable for a longer period than if
the economy in question was subjected to sharp and rapid swings in the
extzrnal position.

It was clear from Table 6 in EBS/83/78, the Chairman added, that a
number of uncertainties would have to be kept in mind. First, it was
acgsumed that Mauritius would contract long—term loans of SDR 11 million
in 1984,/85, SDR 41 million in 1985/86, and SDR 60 million in 1986/87.
Without those loans, the overall balance would be worse. There was little
scope for Mauritfius to undertake further commercial borrowing, because
of its debt service ratio. It seemed to him, therefore, that pocential
donor governments should be made aware cof the stretched financial position
of Mauritius, which called for greater development assistance. In that
way, Mauritius would also be assisted in reducing its outstanding purchases
from the Fund more quickly.

At the consultative group meeting to be held in Paris, the Chairman
observed, the Fund representative should demonstrate to donor countries
that Mauritius had made commendable, even remarkable, adjustment efforts,
but that its external position would be vulnerable in the years ahead;
he should then call for more significant long-term development assistance.
A country like Mauritius, facing serious loag—term structural problems,
was in much greater need of such assistance than of short-term or medium-
term balance of payments assistance from the Fund. Of coursz, the Fund
had a useful role to play, alongside the World Bank, in supporting the
adjustment effort of Mauritius, perhaps tc a greater degree and for a
lonrer duration than in some other countries.
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The staff representative from the African Department noted that
drawings on existing loans and long—term loans to be contracted had been
included separately in Table 6 to provide Executive Directors with an
exact idea of the country's prospects of obtaining external long-term
credit. The bulk of the long~term loans to be contracted would result
from the forthcoming consultative-group meeting. The staff did not in
fact foresee a sharp jump in longterm indebtedness, as would be evident
1f the figures on disbursements under exlsting loans and the amount of
new loans were taken together.

The Chairman remarked that it would nevertheless be advisable to try
to induce donor countries to increase the amount of long-term loans that
they were projected to make, in view of the uncertainties surrounding
the capital account in the public sector.

The Chairman made the following summing up:

Executive Directors were in broad agreement with the staff
appraisal for the 1983 Article IV consultation with Mauritius.
They noted that the comprehensive program of adjustment pursued
by the Mauritian authorities and supported by three successive
stand-by arrangements had led to a significant improvement in
the economic and financial situation of the country. The recovery
of the economy from the severe impact of adverse weather conditions
had been accompanied by marked reduntions in the external current
account deficit, the overall fiscal deficit, and the inflation
rate. Directors observed that, despite the progress made thus
far, perseverance in the adjustment effort was essential, calling
for continuation of restrictive fiscal and monetary policies
and maintenance of the policy of wage restraint.

Direcvors stressed that the overall fiscal deficit was still
too high ana that capital outlays had borne much of the burden
of fiscal ad justment. They emphasized that restraining the
growth in current expenditure would be preferable to further
large tax increases or reductions in capital outlays.

Directors welcomed the completion of the process of the
liberalizetion of interest rates which had begun in 1979. Real
interest rates on deposits were now positive, which should help
to promote the ad justment process and encourage financial savings.

Given the high level of unemplovment and the limited pros-—
pects for the sugar industry, Directors endorsed the authorities'
strategy of strengthening and diversifying exports of other
goods and tourism. Directors thus felt that a flexible exchange
rate policy in the context of the new pegging arrangement of
the rupee would contribute to maintaining the competitiveness
of Mauritian exports. 1In this regard, the adverse effects of
protectionist trends in the export markets of Mauritius were
noted by Directors.
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The policy of wage restraint, which had played an important
role in the success of the adjustment effort, would continue to
be essential. The proposed system of direct negotiations between
emplovees and employers within one firm or industry should con-
tribute to improving the allocation of resources and should be
implemented as early as possible. Continued vigilance was
required to ensure that competitive wage demands do not escalate
wage awards.

Directors welcomed the close collaboration between Mauritius
and the World Bank in the framework of structural adjuétment
loans and noted the importance of continuous development assistance
to Mauritius in the coming vears.

It is expected that the next Article IV consultation with
Mauritius will be held on the standard 1i2-wmonth cycle.

The Executive Board then took the foilowing decisions:

Decision Concluding 1983 Article XIV Consultation

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

2. The Fund notes with satisfaction that Mauritius
continues to maintain an exchange system which is virtually
free of restrictions on payments and transfers for current
international tramnsactions.
' Decision No. 7400-(83/71), adopted
May 18, 1983

Stand-By Arrangement

1. The Government of Mauritius has requested a stand-by
arrangement in an amount equivalent to SDR 49.5 million for a
period of 15 months from May 18, 1983 through August 17, 1984,

2. The Fund approves the stand-by arrangement set forth
in EBS/83/78, Supplement 1, and waives the limitation im Article V,
Section 3(b)(iii).

Decision No. 7401-(83/71), adopted
May 18, 1983
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3. ENLARGED ACCESS POLICY - REVIEW

The Executive Directors considered a staff paper reviewing the policy
on enlarged access to the Fund's resources (EBS/83/79, 4/20/83; and Cor. 1
4/25/83).

?

Mr. Wicks, referring first to the principles of enlarged access,
stated that the U.K. authorities regarded enlarged access as a temporary
expedient, in line with the understanding reached by the Interim Committee
at its Hamburg meeting in 1980. The vicissitudes of the world economy
since then had not changed their view that, as global imbalances subsided,
so enlarged access should be phased down. Indeed, his authorities would
not expect the policy of enlarged access to continue beyond the implemen-—
tation of any quota increase under the Ninth Quota Review. Furthermore,
they would hope to see some reduction as early as 1985 from the limits
on enlarged access that would be imposed immediately following the current
review. :

His second comment of principle, Mr. Wicks added, was that access
should not be discussed unless there was some discussion of financing. 1In
the search for finance, the first priority should be to see whether the
Fund could obtain further lines of credit from official sources. But what-
ever the response from official quarters, and assuming some availability
of resources from the enlarged General Arrangements to Borrow, more finance
would still probably be needed if projected commitments were to be covered,
whatever precise access limits were chosen. For reasons that he well under—
stood, the way in which the financing gap should be met had not been covered
in great detail in EBS/83/79, and the staff should prepare a paper on that
particular aspect. One financing solution that his authorities were willing
to consider was market borrowing by the Fund. But that market borrowing
would be temporary, and would be phased out as enlarged access was phased
out. He would be interested to learn of any other ideas the staff might
have. N

As for the past application of the enlarged access policy, Mr. Wicks
continued, he fully endorsed the thrust of the argument made by the staff
in its conclusions that the limit was not an entitlement. In general, his
authorities had agreed with the criteria applied by management in the
difficult task of determining appropriate access in individual cases. He
did have two comments to make on the way in which the policy of enlarged
access had been administered in the past. First, his chair had not always
been sure that use of enlarged access had been consistent with the criteria
of Executive Board Decision No. 6783-(81/40). Particularly where a
country's current account was in broad balance, it was by no means clear
that the problem required "a relatively long period of adjustment and a
maximum period for repurchase longer than the three to five years under
the credit tranche policies.” The staff should specifically address the
arguments for extended financing in its papers on requests for drawings
under the enlarged access facilicy.
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Second, he had been surprised that no use had been made of the
provision in the 1980 guidelines that access above the limit should be
available in support of "an exceptionally strong program of adjustment,
Mr. Wicks went on. That flexibility might be more actively used in the
future, irrespective of the access limit chnsen. However, access above
the limit should be allowed only to members that had agreed to tighten
their adjustment efforts still further.

As for the operational features dealt with in the staff paper,
Mr. Wicks considered that the guiding principles should be that adminis-
trative simplicity, desirable as it always was, should be weighed against
the principle of not depleting the Fund's scarce ordinary resources. In
that light, it seemed a little anomalous that the 165 per cent quota limit
for use of ordinary resources comprised both five~year and ten-year draw-
ings. Unfortunately, while it would be logical to harmonize the repurchase
period for first credit tranche drawings made simultaneously with extended
Fund facility drawings, it was not altogether clear that the Fund had
sufficient of its own resources to permit financing the full 165 per cent
for up to ten years. Thus, it might be wiser to defer consideratioun of
that matter for the time being.

The idea mentioned on page 29 of EBS/83/79 that drawings under the
first credit tranche should be made available without matching borrowed
resources, although it might lead to some administrative simplification,
would be unacceptable to him at a time when the Fund's ordinary resources
were already under strain. At present, the ratio of ordinary and borrowed
resources operated so as to front—-load the use of ordinary resources.
Consideration might be given inscead to spacing the use of ordinary
resources over the entire commitment period of an arrangement: a constant
proportion of each purchase could be financed from ordinary resources.

On charges, Mr. Wicks went on, the existing diversity of rates of
charge between ordinary and borrowed resources should be maintained.
His authorities believed it to be appropriate that members making use of
the Fund's special facilities and enlarged access should meet the extra
cost involved. He would also be prepared to consider shortening the
repurchase period for borrowed resources, should it prove necessary to
avoid straining the Fund's liquidity.

The Executive Board should not be asked to commit itself to precise
access limits, Mr. Wicks added, before coming to a clearer understanding
about the likely level of official borrowing by the Fund in 1983 and the
prospects for Fund financing beyond the present year. Nevertheless, his
authorities had a few thoughts on the matter. First, some reduction in
the present multiples of enlarged access would he warranted after the
quota increase took effect. On the other hand, in present circumstances,
the Fund had to be able to make an adequate contribution to members'
financing needs if it was to seem credible when trying to persuade commer-
cial banks to contribute fresh money to countries with substantial debts.
He noted that the staff's recommended limits of 125 per cent in one year
or 375 per cent in three vears would ensure no loss of access for any
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member and would give useful headroom for those currently approaching
their limits. From a financing viewpoint, however, it would be easier

to accept some initial incre=<e in annual access if it wev¢ generally
accepted that the limit would be progressively wound down subsequently.
Second, it was reassuring to learn from the staff's analysis of the
relationship between the cumulative access limits and actual access by

" member countries that the present cumulative limit left adequate headroom,
especially in view of the number of poor, heavily indebted countries that
would need sustained Fund support for adjustment. Because the purpose of
a cumulative limit was to prevent members from becoming overindebted to
the Fund, a case could be made for including drawings under all facilities,
even if so doing meant a slightly higher overall limit. The staff might
examine that possibility.

To sum up, Mr. Wicks concluded that although the staff was pointing
the right direction, any solution should be based on the principles that
enlarged access was temporary and would be phased down and that there
would be adequate future sources of finance.

Mr. Kafka noted that the subject under discussion was extreuely
complicated. For that reason, he hoped that no attempt would be made to
reach a decision at the present meeting. As a matter of principle, he
too regarded enlarged access as a temporary policy, but he did not believe
that the situation was clear enough to consider the rate at which enlarged
access should be reduced or even its eventual elimination. For the time
being, it would be necessary to live with the policy.

It weuld be impossible, Mr. Kafka considered, even in theory, to try
to set maximum limits that led to the loss of potential absolute access
for any country after the quota increase went into effect. Theoretically,
it should perhaps not make any difference whether, as at present, a member
frequently remained below maximum access because of lack of need, or whether
an assurance was given that the maximum access limits set in relation to
new quotas could be exceeded in case of need. The latter approach, however,
could result in members with relatively low quota increases facing diffi-
culties that they did not have at present. Yet even with maximum access
set at a proportion ensuring unchanged absolute potential access for all
members-—apparently the staff's favored position——not enough would be done
to correct the limitations of the.present maximum access. The staff had
explained those limitations in convincing terms and with concrete examples.
Whatever new maximum access was agreed upon, it also had to be agreed that
the maximum could be exceeded in case of need, even in the interim period
before the new quotas went into effect. Moreover, consideration would
also have to be given to providing adequate absolute increases in access
under the compensatory financing facility.

He was somewhat unhappy about the idea that maximum access was
inappropriate, other things being equal, unless the external position of
a country was expected to recover rapidly, Mr. Kafka stated. Whether the
situation would turn around quickly for a country would depend very much
on the program adopted by the member, and the program in turn depended
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greatly on the assistance made available. Deep-seated problems might
require special efforts, underwritten by a high level of support, to make
possible a rapid turnaround. Where even such a special effort was inade-
quate, the staff's attitude was apparently to suggest that the Fund should
feed out small awounts in relarion to quota to alleviate a country’s diffi-
culties while ensuring that it remained below the potential maximum absolute
access limits. Such a plan would be a confession of failure. Certainly,
the Fund cuield not solve all the balance of payments problems in the world;
as the central institution concerned with balances of payments, it should
be able--in all but the most exceptional cases—-—-to persuade lenders to
contribute enocugh resour:es s¢ that the situation of a member country

could be turned around within a foreseeable period.

That the access limits mentioned by the staff should require continued
recourse to borrowing by the Fund was a consequence of the inadequate
increase in Fund quotas that had just been approved, Mr. Kafka stated.
There was nothing frightening in that, in the present exceptionally
disturbed times, the Fund should continue to rely on borrowing, even
substantial borrowing. A Canadian proposal submitted to the Bretton
Woods Conference would have authorized the Fund to require members to
lend their currencies to the Fund in an amount up to 50 per cent of their
quotas. In view of the reluctance of all but one member to make resources
avallable to the Fund-—-at least without the need for a further collective
decision taken outside the Fund-—there would be nothing wrong in the Fund's
borrowing from private as well as from official lenders. Such private
borrowing should be attempted on a modest scale at once, to test the
market, and he encouraged the staff to submit suggestions on how best to
approach private lenders.

On the technical points, Mr. Kafka said, first, with respect to
the mix of ordimary and borrowed resources, that the need to safeguard
an appropriate liquidity ratio suggested the advisability of abandoning
the present formula and of making resources—-whether borrowed or subscribed--
available on uniform terms under an agreement to maintain an adequate level
of borrowing by the Fund. Second, one way of levying charges would be to
base them, at the time that the drawing was made, on the proportion of
uncommitted borrowed and subscribed resources available to the Fund over
a reasonable period in the future. Third, the abolition of mixing proce-
dures would also imply some transformation of maturities that would seem
to be riskless and preferable to shortening the repayment period.

Mr. de Groote considered that it was desirable first to deal with
matters of principle and to tackle the technical issues thereafter.

The first major principle to be considered, Mr. de Groote remarked,
was that access to the Fund's resources should be determined by the main
function of the Fund, which was to promote adjustment, adjustment being
possible only if it was supported by appropriate financing. The main
objective therefore had to be to find the resources that the Fund needed
to carry out its responsibilities, and more specifically, to enable it
to continue to extend conditional credit wherever it was needed to carry
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out macroeconomic and structural adjustment. At the present preliminary
stage of the discussion, access limits of 125 per cent in one year or
375.per cent in three years, based on new quotas, would seem to be adequate
to meet the likely needs for Fund financing. Those limits would of course
be exceeded in exceptional circumstances. He saw no possibility, given
present financing needs, to end the policy on extended access when the
increased quotas became operational.

His second general consideration, Mr. de Groote continued, was that
since the Fund had to be able to pursue its conditional lending over the
period between the Eighth and the Ninth Quota Reviews, its liquidity
position should be examined for a five-year period ahead, unless the
Executive Board decided to avail itself of the possibility suggested by
the Interim Committee of shortening ine quinquennial review period. The
most obvious way of meeting the medium—term liquidity requirements of the
Fund was to envisage as soon as feasible a firm commitment by the partici-
pants in the General Arrangements to Borrow (GAB) to bring the Arrangements.
into continuous operation shortly after they had been ratified, while
obtaining a firm commitment from other possible sources of official
financing, in the spirit of previous arrangements. At the same time,
caution would argue for considering how, in due time, the Fund might
complement those various sources of finance by recourse to the markets.

He saw a real need, Mr. de Groote stated, for beginning negotiations
with the GAB participants and other sources of financing, and to consider
such possibilities as access to the markets, without delay. Otherwise,
he failed to see how the Executive Board could be presented with realistic
proposals to allow the Fund to act in conformity with its responsibilities.
It would be most damaging to the creditworthiness of the institution if
such negotiations were not undertaken until the Fund's liquidity ratio
reached a critical point. Furthermore, a medium-term approach was essential
if borrowing members were to be offered a mix of the Fund's own resources
and borrowed resources that would be equitable from the point of view of
all member countries, not only those members that might have had the
benefit of a better mix by having to make use of the Fund's resources at
an earlier stage.

He was strengthened in his view by recent developments in the indebt-
edness and balance of payments positions of developing countries in
particular, Mr. de Groote continued, and by the exgectation that commercial
banks were unlikely to make up for the conditional lending that should
be extended to members by the Fund. It was generally agreed that borrowing
should not become a permanent feature of the Fund's operations. But borrow-
ing could be avoided only if quotas were commensurate with the Fund's
responsibilities.

On the technical points, Mr. de Groote added, if access to the Fund's
resources were maintained at a sufficient level, the present mix between
owned resources and borrowed resources could perhaps be modified if the
liquidity position of the Fund and the duration of the borrowing in question
were to become criteria. From that point of view it would be logical to
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use borrowed resources first to finance drawings under facilities that did
not call for speclal measures of adjustment. The Fund's conditional
resources could be used for drawings that were more conditional: for
instance, priority could be given to using borrowed resources to cover, at
least in part, recourse to the compensatory financing facility.

In addition, Mr. de Groote sald, to improve the Fund's liquidity
and to simplify existing procedures, consideration might perhans be given
first, to replacing the ratio of ordinary to borrowed resources in the
first credit tranche of 2:1 by a ratio that would be uniform inr all
tranches, and perhaps suppressing the floating character of the extended
Fund facility. The share of borrowed resources in the mix could Se
increased, at least to avoid requests by members for revisions of stand-by
arrangements after the increase in quotas for the sole purpose of obtain-
ing a greater share of ordimary resources. The general positions that
he had taken were fully supported by all the members of his constituency.

Mr. Lovato observed that the discussion of the policy on enlarged
access was of great importance for the future operation of the Fund.  The
matter had many complex aspects, and the views he offered would be prelim-
inary. First, on the main issue of access limits, the decision was basi-
cally one of making a trade-off between a stronger finmancial structure
for the Fund and a greater capacity of the Fund to help memver countries
in balance of payments difficulties. A reduction of access as a multiple
of quotas was definitely in order. However, as others had noted, the
problem arose from the fact that the nonproportional character of the
quota increase would compel the Fund to decide either to reduce the
absolute amount of maximum access for some countries, or to increase it
for all. There was no unequivocal solution to that dilemma, as there
had been under the Seventh Quota Review.

Management had displayed a high degree of skill in combining the
amount of Fund resources used and conditionality commensurate with the
seriousness of each individual situation, Mr. Lovato continued. Further-
more, the Executive Board retained the capacity to increase any limit,
should a particular program require it. Nonetheless, formal access
limits were important because they gave an indication to member countries
and to the financial community of the scope of the Fund's operations in
the immediate future. In that connection, he broadly agreed with the
assessment that the Fund would have an increased role in the years ahead
in view of the progressive reduction of the exposure of intermational
banks toward LDCs and the still unsettled conditions in many member
countries. Those considerations amply justified the continuation of
the policy of enlarged access.

In determining the limits on access, Mr. Lovato continued, the first
consideration to be borme in mind was the need to avoid, to the extent
possible, putting countries with currently existing arrangements in the
awkward position of making advance repayments or of looking for waivers
on an ad hoc basis. To do so would clearly be unwise, and would send a
totally wrong signal to the outside world. Accordingly, a decision aimed
at reducing access in the same proportion as the increase in quota would
be unacceptable to him.
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The staff had provided many arguments in favor of a solution that
would not leave any member with reduced access in absolute terms, Mr. Lovato
added. The relatively modest increase in overall access that that solution
would entail was seen to be broadly in line with the foreseeable needs of
members and with the overall growth in international trade. But that
possible line of action carried with it certain problems, which was why
he wished to avoid taking a firm position at the present stage.

The Fund's borrowing requirements, for various limits for enlarged
access were shown in Table 3 of EBS/83/79, Mr. Lovato observed. With all
the uncertainties surrounding the projected use of Fund resources until
1986, it could certainly be said Lhat the need for borrowed resources
would be high, under the most generous hypothesis., It might also be
somewhat misleading to include GAB resources as such, since that line of
credit was not freely usable. Furthermore, any attempt to offset a fall
in the Fund's liquidity ratio by changing the mix of its resources would
further increase the need for borrowed funds. The desire to increase
the scope of Fund operations would therefore have to be carefully weighed
against those drawbacks. :

On the more technical problems mentioned in Section V of EBS/83/79,
Mr. Lovato remarked, he was in broad agreement with the general idea of
simplifying procedures that at present resulted in apparently illogical
_treatment of members making use of different Fund facilities. The fact
that the enlarged access policy was belng given a somewhat more permanent
character than had originally been envisaged led him to see some advantage
in the suggestion to abandon the attempt to bring the use of borrowed
resources up to the level of the use made earlier of ordinary resources.
It also seemed logical to change the procedures for mixing resources so
that programs under stand-by and extended arrangements would be financed
in the same way. Such a change would make it difficult to distinguish
between the two facilities for three-year programs, thus raising the
question of the need to maintain separate identities for an identical
facility. However, the change would have the positive advantage of
eliminating the present possibility of arbitrage between facilities. He
would not be in favor of the alternative solution of abolishing mixing
procedures by making borrowed funds fungible. There was merit in keeping
track of the origin of funds used to finance different types of drawings;
a differentiation of charges according to the type and intensity of Fund
financing was also appropriate.

Mr. de Maulde joined other Directors in considering the present
discussion as a preliminary exchange of views, to be supplemented by
further discussions on all aspects of a new policy on access to the Fund's
resources, as well as on related matters such as the policy on compensatory
financing.

Unquestionably, the enlarged access policy should be continued beyond
the entry into force of the new quotas, given the foreseeable world economic
and financial conditions, Mr. de Maulde said. As cto the access limits,
both common sense and equity required that the increase in quotas should
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not entail a reduction in absolute access but, on the contrary, an increase
in potential access, for two reasons. The first was consistency with past
decisions, and the second was the need to consider present economic and
financial conditions.

As for being consistent with past decisions, Mr. de Maulde continued,
the rationale for an increase in quotas was that it should be sufficient
to enable the Fund to deal effectively with problems of financing and
adjustment that fell within its jurisdiction. The latter objective was
of particular relevance to non-oil developing countries, a category of
the Fund's membership that would see its potential access lowered in
absolute terms in most of the scenarios simulated by the staff. If the
lower access limit mentioned in EBS/83/79 of 102 per cent for one year
or 305 per cent for three years were applied, as many as 108 members
would have their potential access reduced, which would be grossly incon~-
sistent with the purpose of the quota increase. To be sure, the rate of
increase of individual quotas varied between members, so that potential
access to the Fund could not grow at the same rate for each member country;
but the variation did not mean that there should be reductions in absolute
maximum access. It was also necessary to act consistently with the views
volced by Ministers, most recently in the February communiqué of the
Interim Committee, in which the Executive Board had been invited not
only to have regard to developments in the Fund's ligquidity, but also to
study the maintenance of the present enlarged limits on access, namely,
150 per cent for one year or 450 per cent for three years. He greatly
regretted that no simulation had been made in the staff paper of the
continued application of those limits, in spite of the clear mandate.

The second basic requirement--that the Fund should be in a position
to cope with present world economic and financial conditions——that had
been the only rationale for the decision to launch the enlarged access
policy, Mr. de Maulde observed. Of course, the world economic and finan-
cial situation had changed since 1980. The need for adjustment was at
least as crucial, and it called for a continued contribution by the
Fund--theoretical, technical, and financial. The prospects for extermnal
aid flows and international bank lending had become distinctly disquieting.
The Executive Board would soon have an opportunity to consider developments
and prospects 1in internatiomnal capital markets in 1983, in the light of
a recent staff paper (SM/83/74). According to the central scenario in
the World Economic Outlook paper, growth in non-oil developing countries
would amount to only 2-2.5 per cent in 1983, and perhaps to 4-5 per cent
from 1984 to 1986. The way to achieve a sustainable improvement in the
external situation of developing countries might be through the recovery
forecast for industrialized countries, but the timing and sequence of
events might well crowd out the developing countries: faced with a
stronger domestic demand for credit, commercial banks might well decide
to shift the composition of their portfolios even further toward domestic
assets in industrial countries. The resulting further slowdown in growth
in developing countries and in their demand for exports from industrial
countries would in turn jeopardize the strength of the recovery of activity
in the industrial countries themselves.
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Against that background, Mr. de Maulde remarked, the inescapable
conclusion was that it was crucial for the Fund to remain able to promote
sustained adjustment and to play its so-called catalytic role, something
that it could not do if potential access to the Fund were reduced in real
terms. To cite another figure from the World Economic Outlook papers,
world trade was projected to grow by only 1 per cent in U.S. dollar terms
in 1983. No doubt that prnjection was arithmetically consistent with the
improvement in the current account deficit of non-o0il developing countries
in the present year. The questions remaining were, first, whether that
was a tolerable situation, and, second, whether the Fund was not once more
being too opiimistic about the pace at which external imbalances could be
reduced.

As for the level at which access limits would be set, Mr. de Maulde
observed that it had been amply demonstrated in the staff paper that the
Fund had succeeded in the past in managing the present limits as true
ceilings and not as a norm to be applied irrespective of the needs of the
member country and the degree of conditionality implied by its arrangement
with the Fund. It would be totally counterproductive to set the new
limits at such a low level that waivers would become the rule. Such a
system would jeopardize the smooth functioning of the Fund and lead to
sharp conflicts between members using Fund resources and the institution
itself. The concept of uniformity of treatment should continue to be
paramount in the conduct- of the Fund's policies. Thus, in practice, it
would be necessary to continue to distinguish among arrangements with
respect to their amount and eligibility for enlarged access according to
the relevant criteria, namely, balance of payments need, the structural
character of the adjustment, and the degree of conditionality applicable.

On the difficult question of the relationship between the availability
of resources and access limits, Mr. de Maulde mentioned that while he fully
agreed with the view that the Fund's liquidity should continue to be care-
fully monitored, the relationship of liquidity to access limits was not at
all straightforward. First, the Fund's resources were all the more needed
and its liquidity position all the more likely to be difficult when the
world economy was in poor shape. Was that the time to reduce access
limits? 1If the forecasts for the future made by the Fund were for a change
too pessimistic, high access limits would present no problems, because the
Fund would simply refrain from extending credit up to the ceiling in more
and more cases. Second, the Fund's ability to manage access limits satis-
factorily mas illustrated by the rather small difference-—SDR 6 billion
over 28 months on a commitment basis——between the forecasts under the lower
limit of 305 per cent and the higher limit of 375 per cent for three years
studied by the staff (Tables 2 and 3). Third, the gap between commitments
and disbursements was another relevant practical aspect. Beyond the short
term, commitment forecasts gave a biased picture of the Fund's liquidity
position. Furthermore, no calls on the enlarged GAB had been allowed for
in the forecasts presented in the staff paper.

More generally, Mr. de Maulde stated that, as far as the Fund's
resources were concerned, it should be noted first that the enlarged GAB
had been designed to be activated with flexibility when necessary. Second,
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if the GAB resources had to be supplemented, the Fund should not hesitate
to resort to borrowing from official lenders. Third, nothing should
prevent the Fund, if necessary, from undertaking work on the Ninth Quota
Review in less than five years from the completion of the Eighth Quota
Review. On a separate point, the mix between ordinary and borrowed
resources should not be considered untouchable, the same being true for
the pace of use of the Fund's ordinary resources.

To conclude, Mr. de Maulde stated the strong preference of his author-
ities for access limits of 125 per cent 1in one year or 375 per cent in
three years. On a personal basls, he would advocate exploration by the
staff of a different set of access limits, namely, 133 per cent in omne
year or 400 per cent in three years.

Mr. Joyce thanked the Treasurer for the supplementary table showing
percentage changes 1in absolute access under the four hypothetical access
limits, which had been particularly helpful to him, and he hoped to other
Directors too. 1/ '

As pointed out in the staff paper, Mr. Joyce went on, limits on access
under the new quotas had to be determined on the basis of two conflicting
objectives: first, there was a need to meet adequately the financing
requirements of members in light of their projected payments deficits; and
second, there was a need tc safeguard the future liquidity position of the
Fund. But there was probably a third fundamental principle to which the
Executive Board should pay attention, namely, that the Fund should not move
into a position that could lead to unacceptable changes in the character
of the institution, which after all had been established to provide
resources on a revolving basis for limited periods only. That basic
concept was enshrined in the Chairman's summing up of the discussion at
EBM/80/187 and EBM/80/188 on December 19, 1980. At that time, the Chairman
had emphasized that "the Fund must preserve the revolving character of its
resources. Programs supported by the Fund should therefore aim at ensuring
that the Fund's resources can be repaid over a reasonable period of time.”

Following the implementation of the quota increase the challenge for
the Fund would be to determine the balance of payments financing needs of
members that the Fund should legitimately be expected to meet out of the
normal flow of resources at its disposal, Mr. Joyce declared. The world
economic situation suggested the need for the Fund to play an enhanced
role in providing balance of payments assistance, and, to do so, its
enlarged access policy would have to be extended for a defined period.

The most difficult issue concerned the limits on access to the Fund's
resources under that policy. While access limits of 125 per cent in ome
yvear or 375 per cent in three years would appear to be best suited to

meet members' financing requirements in light of projected continuing
payments deficits, the effects on the Fund's liquidity would present

some difficult financing problems. His overall concern was that, in

ad justing access limits, the Fund had to remain able to meet the legitimate
needs of members, and not give the impression of turning away from playing

i/ Reproduced in Annex.
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an active role in overseeing the adjustment process. At the same time,
the Fund should not be put in a tenuous financial position or have to
enter into new financing relationships that might lead to unacceptable
changes in its character.

Annimportant consideration under present circumstances in setting
access limits was the need to ensure that the present magnitude of Fund
financing continued when the new quotas were in place, Mr. .Joyce continued.
In view of the possibly smaller role that banks might decide to play
internationally in financing the payments needs of déveloping countries,
it was particularly important to maintain the present absolute level of
maximum access to Fund resources. Under the scenarios set out in Table 2
of EBS/83/79, all but omne of the suggested limits would result in an
estimated use of Fund resources up to April 1986 that was higher overall
than it would be under the existing limits of 450 per cent over three
years. Access limits of 125 per cent in one year or 375 per cent in
three years would perhaps be the most comfortable for the Fund to work
with and would impart the greatest confidence to the system, because no
members' present absolute access would be reduc=d. The biggest drawback
of that option was that, according to the staff's calculations, the Fund's .
ordinary resources could be seriously depleted by April 19%o, and it would
need to borrow some SDR 12-14 billion. Resort by the Fund to significant
borrowing would however seem inconsistent with one of the objectives of
the Eighth Quota Review, namely, to restore members' quota subscriptiors

the primary source of Fund resources. -Borrowing by the Fund of up to
SDR 14 billion would almost match the SDR 15 billion in usable assets to
be obtained from the new quotas, a ratic of ordinary to borrowed resources
that had clearly not been envisioned at the outset of the Eighth Quota
Review.

As those members in surplus that would be expected to be the source
of borrowed funds might not support access limits of 125 per cent in one
year or 375 per cent in three years, Mr. Joyce observed, the Fund could
be forced to find other sources of financing, in particular in the
private markets. In the past, his chalr had indicated that in exceptional
circumstances, and as a last resort, the Fund might have to bkorrow in the
market. To do so to fill small temporary financing gaps would be acceptable.
However, in the proportions indicated, borrowing would risk becoming a
permanent feature of the Fund's financing structure; it would also point
in the direction of Fund financing of a higher level of payments deficits
than might be warranted by the role of promoting adjustment. In addition,
more of the risk would be shifted away from private banks. Moreover, if
the Fund secured some of its borrowed resources .irectly from the banks,
it would lose some of the leverage that had been used recently with great
effect to deal with some of the most difficult financing problems. On that
score, therefore, somewhat lower access limits would be more acceptable,
provided that the Fund remained in a position to meet a reasonably high
level of financing demands.

The conclusion might have to be drawn that if the Fund was to continue
to discharge its role in the existing difficult circumstances, it might
have to accept relatively lower levels of liquidity on a continuing basis
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than in the past, Mr. Joyce noted. Furthermore, to protect its position,
the Fund might have to take steps to lengthern the maturity of new loan
claims that it might acquire; his Irish authorities would also recommend
reducing or eliminating the risk of premature encashment of claims on the
Fund.

In his view, the Fund should maintain its present pragmatic approach,
Mr. Joyce remarked, remaining vigilant and not allowing maximum limits to
become the norm. Moreover, he agreed with the view expressed by thes staff
that the amount of Fund assistance under arrangements with members should
continmue to be related to the magnitude and speed of recovery of the balance
of payments, consistent with the temporary nature of Fund financing. Access
at the limit would still be appropriate for members having a large need for
balance of payments assistance when a substantial and timely adjustment
effort could be expected. He also agreed that to deal with exceptional
circumstances, it might be desirable from time to time to consider arrange-.
ments in amounts exceeding the annual and triennial access limits. . Such
exceptions would be few, but it was important for the Fund to be able to
react on an appropriate scale when there was a risk to the system as a
whole, Finally, it would be prudent to ensure that the cumulative access
limit was still set at four times the annual access limit.

In moving from access limits of 125 per cent 1in one year or 375 per
cent in three years, which would entail financing problems for the Fund,
to limits of 102 per cent in one year or 305 per cent in three years,
Mr. Joyce observed, the potential commitment of the Fund's resources would
be smaller than under the existing limit, but a majority of members would
face a reduction in absolute access. Such an arrangement would give the
wrong signals about the role of the Fund in the near future. Access
limits of 110 per cent in one year or 330 per cent in three years would
better enable the Fund to meet the anticipated ad justment assistance needs
of members. Under those limits, the potential increase in total use of
Fund resourcs could be more readily finmanced than with the current limits.
He noted the staff's view that none of the groups of countries projected
as using Fund resources would be likely to experience a reduction in
absolute access under such limits. However, even then, close to half
the members would suffer a reduction of absolute access; indeed, more
than half the potential borrowers in his constituency would find themselves
in that position, and he was not prepared to state that those countries
would not need to use or countinue to use Fund resources during the period
covered.

A third option had been menticned as an intermediate position on
page 18 cf EBS/83/79, and included in Table 2 on the following page,
Mr. Joyce commented, but had then been largely disregarded by the staff.
That option, for limits of 117 per cent in one year or 350 per cent in
three years, would of course take care of the problems of his constituency
and, more generally, considerably shorten the list of countries whose
absolute access would be reduced. However, he had not been able to find
in the staff paper any indication of the additional resources that the
Fund would require under that option.
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The staff had suggested that the mix of ordinary and borrowed resources
could be altered from the suggested l:1 ratio, if it was considered desirable
to avoid an early decline in the Fund's ordinary resources, Mr. Joyce noted.
In his view, the prorosal might not be attractive because it would increase
the Fund's borrowing requirements. He hoped that present trends in the
worid economy would reduce somewhat the demand for Fund financing projected
hv the staff, so that the Fund's ordinary resources would be less strained.
ir such a situation developed, fewer arrangements might -call for enlarged
access, and the Fund could encourage a movement to stand—by arrangements
in the more traditional amount of 100 per cent of quota.

Obviously, as others had said, enlarged access was not an entitlement,
Mr. Joyce added. The intention of the original decision had been to
establish a temporary policy designed to assist members in dealing with
exceptional circumstances of the time. In that light, he suggested that
a possible compromise solution might be to opt for higher limits—-for
example, of 125 per cent in one year or 375 per cent in three years--for
an initial period, perhaps to the end of 1985. It was during that period
that the most widespread and sizable balance of payments problems were
likely to be experienced. Thought could be given to lowering the limits
thereafter, unless of course the world economic situation again deteriorated.
A decision taken at the present time along those lines would send a signal
to both debtors and private creditors that the Fund viewed current problems
as transitional and foresaw a return to a more normal situation. Debtors
would also be on notice that adjustment should be pursued earlier rather
than later. The Fund could always reconsider its position, should adverse
developments re-emerge.

Finally, Mr. Joyce expressed agreement with those who had suggested
that a final decision should not be reached at the present meeting. As-
Mr. Kafka had said, the matter was complicated and had many ramifications.,
The decision could not however be postponed for long, especially as it
was hoped that the new quotas would take effect sarly in 1984. Moreover,
he would be concerned that failure to reach a decision in the near future—-—
both on access in general and on access to some of the specialized
facilities--would engender growing uncertainty about the Fund's intentions
and the role that it was to play. Such uncertainty, in his view, could
only be counterproductive--for the Fund and for the members.

Mr. Senior remarked that the subject of enlarged access clearly
called for moze time and thought than could be devoted to it in one meeting
of the Executive Board. Therefore, he supported the view that a conclusion
should not be reached at the present meeting. The staff had made a commend-
able effort to deal with the multifaceted nature of the topic, but important
aspects’ still called for further study. Among them were a more detailed
examination of different financing patterans for a given level of access
to the Fund's resources, turther clarification of the relationship between
GAB resources and the enlarged access policy, and the conditions that would
govern access to the compensatory financing facility.

s}
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Given the meager increase in quotas under the Eighth General Review,
Mr. Senior continued, his authorities believed thnat access limits in terms
of multiples of quotas should remain at the current levels of 150 per cent
a year for three years; the cumulative access limit should remain at four
times the annual access limits. The continuation of the present access
limits would certainly require continued borrowiug by the Fund, and alter-
native ways of financing an enlarged access policy based on current limits
should be explored in detail. It was the inadequate increase in quotas
that was imposing a cholice between resorting to increased borrowing to
" finance the vital role of the Fund in current world economic circumstances
and severely limiting opportunities for Fund action at such a critical
juncture.

One important aspect of the functionirng of the Fund in the years
ahead had not been sufficlently emphasized in the staff paper, Mr. Senior
went on. He referred to the basic change that had taken place in the
demand for Fund resources. Over the past months, that demand had shifted;
the largest use of Fund resources was at present accounted for by middle-
income and high-income developing countries with a considerable volume
of external debt, rather than by low-income non-0il developing countries,
and the position seemed likely to remain unchanged in the near and medium
term. Some features of the new structure of the Fund’'s operations deserved
attention and at the same time warranted permanent access limits in terms
of multiples of quotas .at their current levels.

In the first place, Mr. Senior continued, the current account of the
balance of payments was not a reliable indicator of the need of middle-
income countries to use the Fund's resources and external resources in
general. The term structure of external debt, much of which would fall
due in the next few years, had somewhat eroded the role of the current
account as an indicator of the need for foreign savings. He understood
that short-term projections of the demand for Fund resources were based
on information provided by area departments, so that they incluced the
capital account. However, most medium—term projections of the use of
Fund resources were based on the estimated current account deficit of
potential users, multiplied by the likely propensity of countries to
approach the Fund. The figures resulting from that exercise underestimated
the actual need for Fund resources in the period ahead, when the main
challenge faced by the international economy would be the attainment of
viable external debt structures without major economic disruptions in the
world financial system. A comparison of quotas under the Eighth Ceneral
Review with the overall balance of payments needs of potential users of
Fund resources in the years to come made the inadequacy of quotas obvious,
even on the assumption that current access limits in terms of multiples
of quotas would be maintained. Of course, he did not mean to suggest
that an adequate level of access for a member was one that allowed it to
finance its entire balance of payments need. But as the Managing Director
had mentioned in his recent spee_h in Boca Raton, the Fund had to command
adequate resources so that it could play its catalytic role.
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_ One of the lessons to be drawn from the recent past, Mr. Senior
stated, was the crucial importance of a Fund endowed with adequate resources.
Many of the middle—income countries that would have to meet substantial
external debt payments in the years ahead, and many small developing
countries that also had high debt service ratios relative to the size of
their eccnomies, had but begun the transition to a sustainable external
debt structure. Even assuming the best of scenarios for the world economy
in the near future, 1t was necessary to reckon with probable Fund involve-
ment in the adjustment of those countries. Even in that scenario of
sustained and strong world economic recovery, allowance had to be made

for permanently high interest rates in nominal and real terms for some
time. Indeed, unless there was an unexpected reduction in the proportion
of savings absorbed by the public sector deficit in the major industrial
countries, that recovery would unavoidably lead to some upward, albeit
transitory, pressure on real and nominal interest rates. If, on the other
hand, the expected sustained recovery did not materialize, the Fund's role
in smoothing the process of transition to a sustainable debt structure
would be even more important than at present. In any event, regardless

of the scenario, there seemed to be little doubt that it was not the

time to reduce members' actual access; rather, potential access available
o members should be increased so that the Fund could carry on its catalytic
functions in the present turbulent world economy.

Once the proper role for the Fund in the current world economic
environment had been ascertained, Mr. Senior continued, priority should
be given to determining the most satisfactory method for financing the
agreed access levels. He emphasized the importance of that order of
priority: the role of the Fund should not be constrained at the outset
by the imposition of financial limits. In assessing the Fund's financial
requirements, Directors should bear in mind that the current limits on
enlarged access were maximum levels and that average use of Fund resources
had always been significantly below potential access, as stated in the
staff paper. Directors should take into account that a continuation of
the present enlarged access policy could be approved on a temporary
basis, say, for one or two years, and periodically reviewed. In any
event, it seemed obvious from the data that the Fund's liquidity position
would be under strain somewhere beyond 1985. As his chair had stated on
various occasions, the Fund should approach private capital markets in
addition to official lenders. Many aspects of the pattern of the Fund's
finances in the years ahead would have to be explored in further discus-
sions, including the possibility of scheduling a new review of quotas.

His authorities were strongly of the view that, in reviewing the
enlarged access policy, the fundamental constraint was that no country
should have smaller potential access, Mr. Senior stated. It would be
highly counterproductive, with many member governments taking legislative
action to ratify the Eighth General Review of Quotas, to anncunce that
the resources that the Fund could make available to members after the
quota review would be smaller, as they would be for a considerable number
of countries if access limits were set below 125 per cent in one rear or
375 per cent in three years. 1In his opinion, the present review of the
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enlarged access policy should be used as an opportunity to correct, at

least in part, the inadequacies of the Eighth General Review of Quotas,
which had proved to be even greater than initially thought. The enlarged
access policy was but one mechanism allowing the Fund to adapt its machinery
so that it could exert its proper influence and responsibilities at the
current juncture of the world economy.

In concluding, Mr. Senior said that he agreed with the remarks made
by the Managing Director in Boca Raton, namely, that one of the lessons
of the recent past had surely been that the Fund, endowed with adequate
resources, provided an essential insurance for all member countries against
unforeseen financial disruptions and was a crucial element in bolstering
the stability of the international financial system.

Mr. Tvedt commented that his authorities did support the continuation
of the policy of enlarged access against the background of widespread and
persistent payments imbalances as well as the relatively low increase in
quotas agreed upon earlier in the year. Having said that, he had to
confess that the twin objectives of providing adequate Fund financing to
members in need and of maintaining adequate Fund liquidity were hard to
Teconcile in present circumstances.

The staff had argued in favor of a greater role for the Fund in
providing balance of payments iinancing than had been envisaged when the
current guidelines on access were established, Mr. Tvedt continued.
Furthermore, a firm warning had been given that a reduction in access
limits~~even for only a part of the membership——would give wrong signals
to the financial community whose cooperation and assistance the Fund had
so laboriously sought in piecing together adjustment programs for the
most troubled of its members. Such a position clearly argued in favor
of high access limits.

Yet consideration had to be given to the liquidity position of the
Fund, Mr. Tvedt observed. The premise had been accepted that the need
for Fund resources would continue to be substantial, at least for the
two vears following the expected effective date of the Eighth Quota
Review. In those circumstances, and whichever of the suggested access
ratios was chosen, it was apparant that the Fund would need to supplement
its resources by substantial borrowing, on the basis of the assumed new
commltments. In fact, it seemed likely that high access limits would
entail borrowing on such a scale as to alter the financial structure of
the Fund and undermine the principle consistently emphasized by his
chair and others, namely, that quotas should remain the primary source
of Fund liquidity. The possibility clearly argued in favor of low access
limics.

He agreed with those who had stated that it might perhaps be premature
to determine the new access limits at the present meeting, Mr. Tvedt
continued. Most of the access limits propnsed by the sctaff would result
in lower absolute access for a number of members, a most unfortunate
development. OQOther possible solutions should be considered, such as
basing the new absolute access limits on the present ones. He fully
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realized that that suggestion would raise a number of important and
difficult questions relating to the relationship between access and
quotas, the principle of uniformity of treatment, and other aspects of
members' access to the resources of the Fund. He made his suggestion
nevertheless, because it was of the utmost importance to find a solution
that combined elements of all the objectives being pursued while mini-~
mizing the amount of sacrifice for the membership as a whole and ensuring
a continued respectable role for the Fund.

Whatever conclusion was arrived at on the matter, Mr. Tvedt remarked,
the liquidity position of the Fund was likely to remain tight, both in
the short and in the medium term. With that in mind, his authorities
looked forward to the conclusion of the negotiations with the Saudi
Arabian authorities, and supported an early Fund approach to official
institutions in those industrial countries in a reasonably good balance
of payments and external reserve position. Once those negotiations had
been concluded, the question of Fund borrowing from private markets might
have to be taken up. ’

His authorities fully supported the Fund's criteria for the use of
its resources by members within the scope of the access limits, Mr. Tvedt
said. Furthermore, they agreed that it was necessary to simplify the rules
goverring the mix of ordinary and borrowed resources. Standardization of
the mix was desirable but should not result in a change in the average mix.

Mr. Polak observed that the Eighth Quota Review was only the second
in the Fund's history calling for Executive Board consideration of access
as a separate issue. Previously, the Articles had determined 100 per cent
of quota as a limit, subject to waiver. It was a reflection of the cumu-
lativé” inadequacy of quota increases, as well as of the difficulties of
the world economic situation, that the statutory limit of 100 per cent of
quota for overall access to the Fund's resources--and not 100 per cent a
year--had become unsuitable, so that access had to be discussed separately.
The primary reason for all previous quota increases had been to enlarge
members' access, but the basic purpose of the Eighth Quota Review had been
different, namely, to strengthen the Fund's financial structure and bring
it in line with previously adopted decisions on the use of Fund resources.

The implication for the immediate future, Mr. Polak added, was that
the Eighth Quota Review should basically lead not to an increase in access
in nominal absolute amounts but to the maintenance of broadly the same
access. The question then was how to achieve that objective in terms of
percentages of new quotas. The implication for the somewhat longer future
was that whatever access limits were chosen in the coming months would not
hold forever. It could not be assumed that the need of individual countries
for access on the level of recent years--say, from 1980 to 1983--would
continue. However, as most Directors had said, the present was not the
right time to reduce access, nor would the year immediately after the
Eighth Quota Review came into effect be a period when access could be
reduced, from what was known already of the likely economic situation in
1984, On the other hand, no commitments with respect to access should be
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made for the longer term; specifically, there should be a review of the
percentage of access one year after the Eighth Quota Review had gone into
effect, taking account of the world economic situation and the liquidity
of the Fund at that time.

Although he would base them on the principle of unchanged absolute
access, Mr. Polak continued, the new access limits to be agreed should
not be based on the average percentage quota increase. Neither would it
be reasonable for the Fund to set its policy according to the accidents
of the quota distribution by accepting the percentage for the country at
the tail end of that distribution. The additional table showing the per-
centage changes in absolute access resulting from the percentage increase
"in quotas was quite helpful. He would posit that the agreed access limits
should be such that they entailed no substantial reduction in access for
any significant number of members. A figure of 110 per cent for one year
would meet that test. Although 110 per cent might be viewed as somewhat
on the low side, he did not think that the limit could be set without
regard to liquidity considerations. If the staff's predictions for’
1984-86 materialized, the liquidity position of the Fund, as shown in
the last line of Table 3 of EBS/83/79, would not be very satisfactory,
whatever access limit was agreed upon. When the present access limits
had been setr, in 1980-8l, their financing had been uncertain, but the
Fund had had good hopes of obtaining it. Since then, the financing had
proved more difficult than envisaged, and the Fund should not again decide
on ratios of access to its resources without knowing how it would finance
drawings up to those limits.

As the staff and other Directors had observed, the access limits were
outside limits, Mr. Polak said. It might often be possible or necessary
to stay below the limits; it would aiso he necessary sometimes to go
beyond the annual limit in special cases. 1In passing, that was another
reason for not feeling obliged to increase the limits simply because some
countries might experience a small reduction in absolute access under new
limits.

The overall limit on access could be considered in a wider context,
including that of access to the special facilities, particularly, the
compensatory financing facility, Mr. Polak considered. The decision on
compensatory financing would have consequences for the Fund's liquidity.
Furthermore, he strongly urged that consideration be given to reaching
agreement ultimately on a true overall limit that would apply jointly to
all Fund facilities under which a member could draw. The overall limit
should be less than the sum of the limits for the various parts. 1t was
important for the Fund to consider its total exposure per country and not
only per country per facility. There was a precedent in the Fund's
history for such a joint limit that would be lower than the sum of the
limits on different facilities. At some rime in the past, a country's
combined access to the buffer stock and compensatory financing facilities
had been limited toe 75 per cent of quota, whereas access to each facility
independently had been 50 per cent.
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The complex operational aspects dealt with in Section V of the staff
paper were secondary to the main issue under discussion, Mr. Polak
commented. His general preference would be to discuss them separately.

As a preliminary comment, he noted that the staff had made clear that

the Fund had gradually slipped into using complicated and somewhat arti-
ficial rules on the use of its own and borrowed resources. He would favor
simplifying the allocation of the resources by origin. The structure of
charges was also awkward, and he would prefer to standardize them for all
uses of Fund resources.

Mr. Nimatallah remarked that the central question being asked nowadays
by the internmational financial community was whether or not the Fund would
continue to play its role effectively in the future. The enlarged access
policy, which Saudi Arabia had fully supported, had enabled the Fund to
play an effective role so far; it had assisted many member countries to
ad just under difficult economic conditions. Those conditions had not
improved much, and it was therefore necessary to continue the enlarged .
access policy if the Fund was to tremain effective. He would prefer to ]
retain the presént limits of 150 per cent in one year or 450 per cent in
three years, but, recognizing that economic recovery was ou the horizon,
he could go along with the staff's recommendation to set the new limits
at 125 per cent in one year or 375 per cent in three years, since that
would ensure that there would be no reduction in absolute terms in any
member's access.

In his judgment, the starting point for determining the new limits
should be the likely need of members to use the Fund's resources in the
period ahead, Mr. Nimatallah stated. The Fund had a responsibility,
under the Articles of Agreement, to assist members in overcoming temporary
balance of payments difficulties without recourse to harmful restrictions
and controls. To carry out that responslbility efficiently, the Fund had
to be in a position to provide members with sufficient resources in support
of well-designed adjustment programs. If the Fund was to take a central
part in stabilizing the system, it could not turn its back on legitimate
requests for adjustment finance simply because its resources appeared
limited.

Sizable payments imbalances persisted, particularly among the non-oil
developing countries, Mr. Nimatallah continued. Several countries were
experiencing difficulcy in servicing their external debts. Many members
were undertaking, or would have to undertake, serious adjustment efforts
that would need to be sustained over a considerable period. Those efforts
would tequire adequate support from the Fund, particularly at a time when
other sources of finance were in short supply. Access limits of 125 per
cent in one year or 375 per cent in three years would be the winimum
consistent with the present unsettled conditions in the world economy.

Equally importantc, Mr. Nimatallah added, the Fund had to demonstrate
te the international financial community that it was prepared to respond
effectively when problems arose. That had been a major reason for deciding
to bring forward the implementation of the quota increase and to enlarge
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the GAB. But increasing the Fund's resources was only part of the solution
that had to be complemented by access limits showing that the Fund recog-
nized the extent of members' problems aud its willingness to provide finance
on a scale sufficient to help members to deal with those problems. A
reduction in access limits in absolute terms would give a wrong signal and
could weaken the Fund's efficacy as an institution for adjustment. That
argument had particular force at present, when the ability and willingness
of commercial banks to contiaue lending to many developlng countries was
open to some question. The Fund had used its influence, in some cases,

to persuade banks to maintain their exposure or at least to aveid an abrupt
reduction of loans. But the Fund's influence would be persuasive only if
it practiced what it preached. Should the Fund scale back its lending,

he had no doubt that the banks would be further discouraged.

The case at present for setting the new access limits at not less
thar: 125 per cent of quota in one year or 375 per cent in three years was
strong, Mr. Nimatallah considered. Perhaps in two years or so, a stronger
case might emerge for lower limits, as Mr. Joyce had suggested, and it
would be reasonable to take the matter up at that time. It should be
recognized, however, that the limits were not targets or norms, automat-—
ically available to members, but only ceilings. Experieunce under the
enlarged access policy since 1980 showed that different members had been
granted access in widely different percentages. Access would depend in
the future, as in the past, on a number of factors, such as the size of
a member's imbalance, the degree and pace of adjustment that a member was
prepared to undertake, and the member's access to capital markets. It was
therefore prudent for the Executive Board to give itself and the management
flexibility to decide the limits in each case in the light of all those
factors. Maximum limits would provide the Fund with the capacity to meet
exceptional needs when necessary. As far as he could judge, it was highly
possible that more than one country with major problems would require
maximum assistance from the Fund before the world economic recovery had
become sufficiently established. Once again, he emphasized the need to
avoid an abrupt reduction in access limits at present.

He recognized of course that the Fund would have to find the necessary
resources, Mr. Nimatallah said. That was why Saudi Arabia had stated, more
than once, that quotas should have been doubled. Ewven with the enlarged
GaB, the staff indicated that further borrowing would be required. The
Fund should therefore continue to explore all borrowing options.

Finally, commenting on the operational issues covered in Section V
of EBS/83/79, Mr. Nimatallah said that he understood the wish of the staff
to simplify the procedures governing the mix of ordinary and borrowed
resources used to finance stand-by and extended arrangements. The proce-
dures had become complicared to administer and could produce arbitrary
results. It would be helpful if the staff could explain the implications
of the specific proposals outlined on page 29 of the paper to enable him
to reach a definite judgment. The staff had also suggested that it might
be opportune, because of the Fund's liquidity position, to change the
mixing ratio in favor of using more borrowed and fewer ordinary resources.
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The important implications of such a change for the magnitude of the Fund's
borrowing and for the cost of borrowing by members from the Fund would

have to be studied further. The appropriate ratio would depend, among
other things, on the Executive Board's decision on access limits.

The Executive Directors agreed to resume theilr discussion in the
afternoon.

DECISIONS TAKEN SINCE PREVIOUS BOARD MEETING

The following decisions were adopted by the Executive Board without
meeting in the period between EBM/83/70 (5/16/83) and EBM/83/71 (5/18/83).

4. MEXICO - EXCHANGE SYSTEM

The Fund's approval under Decision No. 7282-(82/168) of
Mexico's multiple currency practices and restrictions, as described
in Section V of SM/83/70, is extended until the completiaon of
the 1983 Article IV consultation and the first review under the

_extended arrangement. (EBD/83/137, 5/12/83)

Decision No. 7402-(83/71), adopted
May 16, 1983

5. APPROVAL OF MINUTES

The minutes of Executive Board Meetings 82/158 and 82/159
are approved. (EBD/83/133, 5/11/83)

Adopted May 17, 1983

6. EXECUTIVE BOARD TRAVEL

Travel by Executive Directors as set forth in EBAP/83/132 is
approved.

APPROVED: October 12, 1983

LEO VAN HOUTVEN
Secretary
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