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1. QVERDUE PAYMENTS TO FUND — EXPERIENCE AND PROCEDURES

The Executive Directors considered a paper dealing with experience
and procedures on overdue payments to the Fund (EBS/84/46, 3/9/84).

Mr. Nimatallah made the following statement:

As T have said many times, my authorities are firmly committed
to a fivancially strong Fund that can respond effectively to the
needs of borrowing countries and give creditors assurance that
they will be repaid. A financially strong Fund is in the interests
of all its members.

My authorities hope that all members will cooperate to keep
the Fund financially strong. They fully support the policies
already established to safeguard the Fund's financial position.
They are, however, concerned that there is no clear and consistent
policy to gulde management in cases where members do not repay the
Fund on the due dates. Such a policy is essential to protect the
Fund's creditworthiness and its image in the international finan-—
clal community.

The staff paper on the subject is, therefore, pertinent and
timely. It is clear from this paper that the problem of ocverdue
payments is growing. The problem could also worsen, giliven the -
large increase in repurchases falling due over the next few years.

This is disturbing. The resources of the Fund are made avail-
able on a temporary and revolving basis. Failure to repurchase on
rime weakens the Fund's liquidity and rveduces the resources avail-
able for other borrowing countries. It could alsc weaken the
confidence of Fund creditors, and undermine the credibility of
Fund-supported programs. As the Managing Director said, in his
speech in Cincinnati on March 16, "rthe viability of the Fund
depends upon borrowing countries' repaying their loans within a
relatively short period.”

For these reasons, my authorities believe that the Fund should
formulate a clear poélicy on how to deal with this problem. They
welcome the steps that the Fund has alrezdy taken to improve its
procedures for encouraging members to repay on time. They also
endorse the Fund's firm stance against postponing or rescheduling
repurchases. But my authoritlies doubt whether these procedures
and policieé are sufficient, since sowme members are still faiiing‘
to meet their repurchase obligations.

Saudi-Arabia, théfef0r¢3f5élieVéS, that stronger, more effec~
tive policies are now required. - The staff examine a number of
policy épuions, in particular: -
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(1) initiating procedures that could lead to a limitation
of a member's right to use Fund resources, or to ineligibility,
if payments are still outstanding after a relatively short period
of, say, six months;

{2) imposing penalty charges on holdings of members' cur-
"rencles that have not been repurchases on schedule; and

(3) giving publicity to the fact that the Fund is taking
procedures against a member with respect to overdue payments.

These policy options should be carefully considered. They
go very much in the right direction. However, my authorities
feel that more is needed to achieve the right combination of
firmness and discretion. The Fund should give members every
opportunity and incentive to repay sooner rather than later, but
leave them in no doubt of the consequences of not repaying. My
authorities believe that this could best be achieved if the Fund
applied 1ts sanctions in stages and made them stronger the longer
repayments were delayed. The following is one possible approach.

In cases where the member has no outstanding programs with the
Fund, the Fund could proceed in four stages:

Stage 1: Three months after the due date, the Fund would
issue a clear warning to the member, stating that the Fund would
start ineligibility procedures unless the member repaid within the
next three months. At the same time, to give the warning teeth,
the Fund would imwediately impeose penalty charges for the next

. three months. At this stage, it would, I think, be appropriate
to make the penalty such as to eliminate the concessionality
element in Fund charges. The member would thus have two incen-
tives to repay the Fund within six months of the due date.

Stage 2: After six months, if the member had still not
repaid or shown no Iintention to repay, the Fund would start
ineligibility procedures. At the samé time, the Fund would warn
the member that failure to repay within a further 45 days would
lead the Fund to make public the fact that it was taking this
sanction against the member. The Fund would also increase the
penalty charges sufficiently above market rates so that it would
then be worthwhile for the member to borrow from other sources
to repay the Fund.

Stage 3: If, after the 45 days, the member had stlll fot
repaid or shown no serious, clear lutention to repay, the Fuud‘
would inform the bank§ and orher official lenders and urge them
to squend any further loans untll ‘the member repaid the. Fund..
The '’ Fund has been Looperatlng w1th ‘the banks in helping countries
to repay their commerclal debt,.and ‘the banks. should the;efore
'c00perate fully w1rh the Iund in. cases where member countrleo

4 heir debt to»the ind. It JS essentlal that
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banks support the Fund in exerting pressure on member countries
that reach this stage without showing any int:ntion to repay.

Stage 4: If, after seven and a half monihs, the member had
not shown any intention of repaying, the rund might have little
choice but to consider the ultimate step of compelling the member
to withdraw from the Fund. The Board would, of course, have to
exercise considerable discretion before such a serious step was
taken. Tnia sanction would therefore be required only in very
ertreme circumstances.

In cases where a member falls overdue in its payments when
discussing a new program, the Fund has the immediate sanction of
suspending talks until outstanding payments have been settled.
This is now standard Fund practice and should be continued. The
present practice of not submitting requests for Fund resources
to the Board 1f members have overdue payments should also be
continued. If a member remains interested in a new program, yet
fails to make repurchases after three months, the Fund should
then be free to treat that member in the same way as 1 have just
outlined.

Finally, in cases where a member falls overdue in payments
during an ongoing program with the Fund, the present procedures
could be strengthened. According to the staff paper, the Fund
cannot, legally, refuse a purchase, once a program has been
agreed, if a member with overdue payments is complying with the
performance criteria. This is understandable in the light of
the continuing cooperation between the Fund and the member. At
the same time, however, Fund prograws usually include, as one of
the performance criteria, the reduction or elimination of payments
arrears to other creditors.

In the light of this, I wonder whether something similar
could be added to rtrengthen the Fund's position in case of
delays in repurchases during the life of a program. It would be
consistent and prudent for the Fund to let members know, in
advance, thdt failure to repay the Fund could interrupt thelr
drawing rights. One way of dolng this would be to add a new
performance criterion, in all arangements, making purchases
conditional on a member's reducing and eliminating late-payments
to the Fund. 1/ Such a performance criterion could be implemented
with discretion, on a case-by-case basis. .

In éonclusion, I would emphasize again tnat my authorltles
obJective is to keep the rund fﬂnanCLally strong and ensure that
thé Fund's resources remain secure atid available for all its
members in the future. They belleve that the Fund bhould have a

JLdWlncorporate_thié,
introduce it also = -
enegotidted. © I have

l/% It would be up to the Board to declde whether
crlterion, if adopted, only into . new prog:ams or to
intd existing programg ‘that are lnter ed»and/or
AT pvmlnd on this matter. . :
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firm and clear policy in this area; they also believe that this
policy should be implemented with discretion and flexibility.

Mr. Kafka made the following statement:

We are confronting today overdue obligations incurred by two
of our member countries, Guyana and Nicaragua. I would like first
to make some general comments on the problems of overdue obligations
and how to deal with them.

It 1s clear that the accumulation of overdue obligations to the
Fund is one of the many reflections of the general debt crisis. It
is also clear that the Fund must safeguard its position. Without
necessarily questioning that the Fund's claims should not be
rescheduled like those of other creditors, that does not mean
that other forms of postponement may not be justified. Obviously,
the Fund under the Articles has an obligation to safeguard the
temporary nature of the use of its resources, but the Articles
themselves foresee in Article V, Section 7(g) the possibility of
postponing repurchases, consistent with the temporary use of the
Fund's resources in case of exceptional hardship for the member,
if a special majority of 70 percent agrees, I submit that it is
incumbent upon the Fund to investigate the presence or not of
exceptional hardship, before taking decisions where such hardship
may be relevant. Furthermore, under Article V, Section 8(e), the
Fund may allow a country to pay charges in its own currency, a
decision requiring only a simple majority.

The staff argues that rescheduling would not materially
facilirate repayments to the Fund or contribute to the adoption
of appropriate adjustment policies. It seems to me that this
cannot be determined a priori In fact, it seems to me likely
that in many cases, if we agreed to postpone action against a
country for a limited time provided that country adopted a
satisfactory adjustment program, repayment would be facilitated,
for an additional incentive would then be created for a country
with overdue obligations to accelerate the adoption of an
appropriate ad justment program.

The staff submit for our consideration three general ques-
tions. First, the staff ask whether we should establish a fixed
period after which the Managing Dlrector would normally submit
a complaint under Rule K-1 »or S-1. I think rigid rules have..to
be eschewed; they may be counterproductive. The second, question
is whether. penalty rates should be levied in the case of overdue
obligatlons., I agree w1th the staff that, as in the past this .
could be:harmful rather than helpful Finally, the staff ask. what
kind .of- publi ity we should give to action-that might be ‘taken by
the Executlve Board with respect to members with overdue, payments.
In oy Opﬂnlon, thisg w1ll have.to.'be decided-ad’ hoc, but lt seems |
Lo me it is not- approprlateﬁfor the Fund te engage the media .
in these.matters.’ AR - -
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Mr. Senior stated that he broadly supported much of Mr. Kafka's
argument. The timely discharge of obligations to the Fund was of course
important if the Fund were to maintain its credibility and efficlency, and
thue to play its proper role 1in the international adjustment process. The
growing incidence of overdue payments In the past few years had been a
consequence of the debt crisis and not of a change in the basic perception
of members' regarding the importance of remaining current in their payments
to the Fund. Even in the present situation, where there were evident
strains on the international financial system, and the developing countries
were in a critical situation imsofar as debt was concerned, the problem of
wverdue payments to the Fund was still relatively small compared with total
payments made to the Fund each year and to Fund credit outstanding. Never-
theless, the increase 1in overdue payments clearly justified the review of
present practices and procedures, to see whether any modifications were
needed.

In the present uncertain international economic environment, Mr. Senior
went on, it could have been expected that the scale of the problem would
have been considerably larger. While the commnitment of members to a strong
Fund had clearly been of paramount importance, the current practices and
procedures for dealing with overdue payments had also played a role in
maintaining the present high standard. The flexible approach adopted by
management seemed to have served the Fund well; a more rigid attitvde might
be counterproductive. The present flexible approach, under which members
were treated on a case-by-case basis, had in most instances provided a
suitable vehicle for eliminating overdue payments in a relatively short
time. Management had had the required degree of freedom for dealing with
the problems without generating friction between the Fund and the members
concerned., A more rigid approach might well provide grounds for possible
confrontation, more protracted delays in payments, and an impairment of the
Fund's credibility aud its credit standing as a borrower. It seemed clearx
from the staff paper that the current flexible practices did not mean an
absence of established criteria or excessive degrees of freedom. As they
had served the Fund well, he preferred to retain them or, at the least, to
avoid introdncing rigid rules that in the end might prove counterproductive.

As to the possible introduction of a penalty rate for overdue payments,
M¢. Senior rémarked that the staff paper presented convincing arguments
against such a change. The analysis of experience in regard to paymweénts
to the Fund strongly suggested that the level of interest rates or the
absence of a penalty rate had not greatly influenced the %iming of the
discharge of members' obligations. In view of the subsidy implied in Fund
charges and the absence of a penalty rate, it would always have been profit-~
able for members to delay paying the Fund. Neveértheless; uuch delays had
not occurred in the past. Increases in overdue paymeuto had moved more in
line with the strains in the éxternal payments situation in general Logi-
cally at least, because Fund charges were low, very hlgh ratés of penalty
would be nepded if an effective pecuniary negative incentive were“r be -
created to encohrage prompt payment.- Such a large”increase in . charges{
would however further aggravate .the payments problems of members 'in ‘arrears,
“thus making i

even more dirfiualt for them to dlscharge their ObLignEiOUS» _ ‘ﬂ
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Regarding publicity, Mr. senior commented that it would be desirable
for the Fund to mention such matters in the media only after drastic action
had been approved, and only then in extreme cases. Otherwise, the use of
publicity would also be counterproductive. Members that incurred protracted
overdue payments to the Fund could clearly be expected to be confronting a
difficult financial situation, so that it would be almost impossible to
discharge such obligations from their own resources. Countries in such a
position might have to obtain borrowed resources in order to reschedule
their overdue payments to the Fund; the use of publicity by the Fund would
surely make it impossible for them to obtaln such resources.

Commenting on the possibility of reschedﬁling payments to the Fund
either within the normal repayment period or beyond, Mr. Senior noted that
the staff had argued against such rescheduling, basically on the grounds
that 1t was unlikely materially to facilitate repayment to the Fund, or to
contribute to the adoption eof adjustment policies likely to solve the
underlying balance of payments problems. Like Mr. Kafka, he had not found
such arguments convincing. Naturally, recurrent reschedulings without the
adoption of any adjustment policies would not in themselves contribute to
the furure discharge of the overdue obligations, and might even contribute
to the postponement of the adoption of the required stabilization policies.
However, a rescheduling of payments to the Fund that was agreed upon in
conjunction with the adoption of appropriate adjustment policies should
facilitate future repayments. After all, that was basically what was done
for mainy members with debts to other creditors. Moreover, provision for
such @ solution 'was contemplated by the Articles of Agreement, which stated
that, in the event cf exceptional hardship for a member, the Executive
Board might by special majority postpone repurchases. While such resched-
uling should not take place more or less automatically, the presence of
eXCEpCiORa] hardship should be investigated in relevant cases.

Mr. Ismael stated that he too would like to endorse fully all the
views expressed by Mr. Kafka. He hoped that the Executive Board would
accept his advice and suggestions. It was clear from what Mr. Kafka had
said that the absence of establiched procedures could be an advantage, 1in
that it provided scope for flexibility and innovation in dealing with
individual dountries.

It was heartening to know that, so far, no member had defaulted on
its financial obligations to the Fund, Mr. Ismael observed. It was also
heartening to read that overdue payments to the Fund remained a small pwo-—
portion both of total payments falling due and of total Fund credit out-
standing. Nevertheless, the staff had expressed concern about the increase
in the incidence of overdue payments, without actually attempting to explain
the nhenomenon. He himself wondered whether thé rise in the number of
overdue obllgatlons was in any way. linked to the extremely dlfflcult global
economic and financial situation.. It a relationship did exisc between
overdue - obligacions and the economlc ‘and financilal conditions in the world
econOmy, he wondered whether there would be an improvemeat in the figures
orld economy began Lo lmprove.: If so, there mlght not be any
gfeet aai ntage in adoptlng rules and ‘rocedures £o . deal with what would
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then appear to be 2 relatively minor problem. He preferred to adopt a
case—by-case basis that would make it possible to take account of a number
of differeant cases, ranging from cne where overdue obligations arose ag a
result of unwillingness of the member to pay, to one where a member simply
lacked the means to pay.

In those cases where overduve obligations had arlsen as a result of:
inability to pay, Mr. Ismael observed, and where the member concerned was
willing to adopt an adjustmeri program, the existence of overdue obligations
should not stand in the way of negotiaticns, or of Executive Board consider—
ation of a new request for the use of Fund resources. Such & request might
_either be granted conditionally, subject to the member settling its overdue
obligations, or in a "back-to-back"” arrangement, whereby the proceeds of
a new drawing on the Fund could be used to discharge outstanding obliga—
tions. He made the suggestion bhecause it seemed to him that Executive
Directors were excessively preoccupied with preserving the revolving nature
of Fund resources and were in danger of forgetting their real objective,
which should be to persuade memberg in difficult %alance of payments posi-
tions to adopt appropriate adjustment measures. If by postponing repayments
or by granting new credits at a time when there was an outstanding obliga-
tion, the Fund could persuade a member to undertake adjustment as a means
of attaining a viable balance of payments position, the Executive Directors
should not hesitate to move in that direction. He fully agreed with
Mr. Kafka that if countries with appropriate adjustment programs were given
more time, they would have a far better chance- of making repayment.

Responding to the three questions raised by the .staff, Mr. Ismael
stated that he was not in favor of establishing a fixed period after which
the Managing Director would lodge a complaint under Rule K-1 or Rule S$-1.
He would prefer a flexible approach that would provide room for discretion
and for political ac~ommodation. Such elements were essential in dealing
with members who were, after all, sovereign states. On the guestion of
whether 3 penalty rate of interest should be levied, his chair was strongly
opposed. Menbers with overdue obligations were clearly in a difficult
situation, and charging a penalty rate of interest would only compound
their woes. As to publicity, he favored dialogue and diplomacy as opposed
to adverse publicity, which, in his view, would not golve the problem of
overdue obligations. Indeed, it seemed likely that such publicity aight
be seen by the international community as a sign of bad judgment on the
part of the Fund and a reflection of the ineffectiveness of Fund programs.
He would therefore strongly oppose any publicity on overdue.obligations.

Regarding the postponement or rescheduling of debt owed to the Fund,
Mr. Ismael notzd that the staff had argued that beciuse Fund resource& were
of a revolving character, no reschedullng‘could be allow ! ‘ertheless
during the past few years the Fund had X
rebchedul1ng by commercia] banks and
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In other words, the Fund was in a better position to reschedule payments
owing to it than were commercial banks. In those circumstances, he would
not be. particularly averse to the idea of providing debt relief to members
in a very serious balance of payments position.

Mr. Erb recalled that it had been almost two years previously (EBM/82/43,
4/7/82) that he had raised the subject of overdue payments to the Fund in
an Executive Board meeting. At that time, he had said that he was concerned
by the adoption of a case-by-case approach by the Executive Directors in
relation to the general subject of arrears, and that he had expressed simi-
lar concerns during the Executive Board discussion in connection with Sudan
that had taken place during the previous year (i.e., in 1981). He had
gone on to say that it would be a mistake to continue using a case—by-case
approach before considering all of the policy issues counnected with arrvears.
To avoild any future problems that might arise, the staff should be asgked
to consider all the issues involved.

He therefore welcomed the current Fund staff paper, which laid out .
all the issues involved in connection with overdue payments to the Fund,
and he would like to comment on the proposals and recommendations made by
the staff, Mr. Erb continued. While he was sympathetic to the authorities
of many countries that had difficulty in meeting payments to the Fund, and
to other institutions as well, he would emphasize the importance of the
Executive Board's adopting policies and practices that made it absolutely
clear that overdue payments to the Fund weakened the Fund in a-variety of
ways and were therefore unacceptable.

The staff had cited a number of reasons why the existence of overdue
payments to the Fund undermined the Fund and its operations, and he would
emphasize two of them, Mr. Erb remarked. Overdue payments to the Fund cer-
tainly affected the public perception of the Fund as a monetary institution,
particularly if there were a large number of countries with overdue payments,
and 1f those overdue payments were outstanding for long. He would also lay
emphasis on the potential impact of the existence of a large number of
arrears on the catalytic role of the Fund, seeing that the major feature
of the catalytic role was to induce cther lenders to provide resources to
a country at the came time as the Fund. There was also an issue of uniform—
ity of treatment fo6r the membership. It was unfair to countries that made
every effort to make payments to the Fund on time to take a lax approach
to those countries that delayed payment. Moreover, as was clear from the
staff paper, when a large number of countries were behind in their payments
to the Fund, there would be a cost to the Treasurer's Department, thus in
effect raising the cost of money to all members.

Commenting on thé conclusions and recommendations by the staff, Mr. Erb
stated that he would strongly agree that the Fund should be prov1ding tech~-
nical assistance in any way that it -could to help countrles develop ‘the.
means -of quickly making payments to -the’ ‘Fund and, of - course £0" other ‘ered-
itors. 1t was 1mportant to apply practices with respect ro overdue payments
in a ‘uniform manner.. The Fund should not reschedule purchase obligdtlons
'.rf a ‘member represented that 1it. had difflculty in meetlng its financ1a1
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obligations to the Fund within the normal repayment periods, nor should it
stretch repurchases beyond those periods. The arguments put forward by
the staff were quite compelling. He also agreed with the staff that the’
Fund should not postpone the fulfillment of repurchase obligations to
itself when a member had sought rescheduling in a Paris Club negotiation
or in any other forum.

When there were negotiations involving the potential use of Fund
resources, the conduct of those negotiations should be made contingent upon .
the prompt settlement of overdue obligations, Mr. Erb stated. In addition,
when a request for the use of Fund resources was submitted to the Executive
Board, there ought to be a short statement by the Treasurer's Department
reviewing the past performance of the country in meeting its obligations-
to the Fund, at least in those cases where there had been difficulties,
showling why there had been delays in repayment and how the repayments had
ultimately been made. Fund programs ought to include an explicit perfor-—
mance criterion that would prohibit purchases when a country was in arrears
to the Fund in the course of a Fund progranm.

The staff had discuesed the case for levying penalty charges, Mr. Erb
recalled. It would be appropriate to ilmpose a penalty charge upon countries
that became overdue in making repurchases from the Fund, for the purpose
of covering at least the implicit cost 1nvolved in such delays. The charge
should however be a market-related one, and he would choose some standard
market rate such as LIBOR or 2 prime rate. He also agreed with the practice
of calling for additional payments when payments or transfers were made
later than the due date.

Taking up the question of what the Fund should do in cases where out~-
standing arrears had existed for some time, Mr. Erb stated that in general
he agreed with Mr. Nimatallah's remarks. There were however two of his
proposals that were. less easy to accept. First was the proposal that the
Fund should, after a given period of time, encourage banks and other sources
2f credit not to lend to a country that was in arrears to the Fund. Such
an arrangement would make it difficult for the country to deal with its
arrears. Second, he would not 1liké to see a presumption created that 1if a
country aad been in arredars to the Fund for some time, ihat country might
be expelled. 'Any action of that sort ought to be taken on a casé-by-case
basis; it was not the sort of action that ought to be forthcoming routinely
if a country were in arrears, eveén for an extended period of time. The
value of Mr. Nimatallah's statement was that it did contain explicit guide-
lines for handling arrears, and it did make vulte clear what action would
be taken if the arrears wére not settled withim that time.

_As he understood Mr. Nimatallah's proposals, Mr. Erb. commented the
burden of expla:nlng why an action shor ‘7iot be taken. would lie .on the
country, not.on the management and th=,‘xecutLve Board: - That appgoachb~ _
seemed - £o, ‘him the correct one; countries should be expected to take action
to repay thﬁ[Fund within given perlods of_tlme, or, if they did nor do 80,
e part of the F'nd, and if would be
c11cumsta

p“n ies to explain the sp"c

“that mlght Justlfy-‘ :
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gsome leniency. He could not wholly follow Mr. Kafka's approach, which
placed the burden of proof on the Fund management and the Executive Board
to show why a country should be penalized if it fell behind in its payments
to the Fund. The burden of proof for showing that a penalty should not be
applied ought to lie with the country.

Mr. Nimatallah stated that he did not disagree with Mr. Erb that a
country should be dismissed from the Fund for failure to meet its obliga~
tions only on a case-by-case basis, with a great deal of discretion being
allowed to the lLxecutive Board. He had no intention of suggesting that
expulsion should be a routine affair. Second, he had not intended to say
that banks should be discouraged from lending to those countries that were
behind in their payments to the Fund. His intention was that after it had
been found imposs.ble to proceed any further with the mazmber, an annocunce-
ment should be made. As he saw it there would be two steps: first an
announcement, and then moral pressure on commercial banks to prevent them
from lending to the country that was in arrears to the Fund.

Mr. Kafka said that he wished to maintain the Fund's present practices
with regard to overdue obligations.

Mr. Prowse explained that his chair viewed the matter of overdue pay-
meits from the standpoint that the welfare and strength of the Fund itself
were paramount. The welfare of individual members could only be sustained
as part of a stroang Fund, which should have unimpeachable standing and
untarnished credibility. He had concluded that th. problem posed by the
staff was not very great, and that it should be treated accordingly. Never-—
theless, it was sufficiently important to warrant consideration being given
to it. Filonally, the number of cases was sufficient and the difficulty was
great enough to warrant some further guidance being provided by the Board
to management and staff on how to deal with the situation.

"Under the rather loose set of rules in force, it was clearly difficult
for management and staff to deal with overdue payments, Mr. Prowse consid-
ered. The staff's suggestions for some systematization seemed reasonable,
and the Board should react with understanding. A point to be borne in mind
was the public perception of any decision that might be taken, or any
extension of policy. The question of publicity, not merely for individual
overdue payments, but also for the policy as a whole, needed to be carefully
considered. 1t wag ilmportant not to give the wider public an impression
that the Fund had a serious problem on its hands. The principles and prac-—
tices evolved by management to respond to instances of overdue payments were
quite satisfactory; neverthesless, he was prepared to examine the staff pro-
posals in a favorable light, especially as he believed that late payments——

e*talnly of a nontechnlcal nature--should not be allowed to increaae.

He would see merit in the proposdl for systematizing procedures;
including that of limltlng members' accesg to Fund resources, Mr, Prowse
continued. In prlnciple, there should be a relatively short perlod within
vwhich action should be initiated foLlow1ng failure to make payments; a
period of six mqv‘hs would be aen51ble.; Nevertheless, there should be fo
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irrevocable constraint on the action available to the Board or the manage-
ment. . It would be most undesirable if adopting a six-month trigger period
a8 -a ‘guideline meant eliminating any flexibility for application in individ-
ual-cages. He wished to be sure that the management would have the oppor-
.to propose a variation of procedure in any particular case if there
ecial circumstances. Mr. Nimatallah's suggestion that, where
ntation of action was tequired, some early advice from the manage-~
ment to the authorities would be appropriate, say, after a three—month
period, ‘was acceptable. He was net worried that the six-wonth period mighL
be considered a grace period, although the threat of action in six months’
time might support the moral persuasion thut the Fund had no doubt been
tryiug-to apply in the interim. In brief, he would not object to the . - _
Managing Director's giving informal adv.ce after three months, and a six;
month trigger period would be acceptable provided that there was scope for
flexibility in particular cases. -

On the question of penalty charges, it was necessary to draw.a distinec~’
vlon between technical late payments and nontechnical late payments, ,
Mr. Prowse commented. With some experience in the field, administrative-
delays might be reduced 1if the prospects of penalty charges. had the effect
of focusing attenticn on ~he need to make payment. On the other hand,
where nontechnical overdue payments were concerned, the Fund should regard
the matter as..serious, even if penalty charges might exacerbate the diffi-
culties that underlay the delays. Consequently, while.penalty charges
wight be useful in reducing significant technical delays, it szemed unlleWy
that they would be very successful in ccnnection with nontechunical overdue
paymznts., He would mot like to take a decision on the matter during the
present meeting; it should be kept In mind for further consideration depend~
ing on trends in overdue payments.

Regarding publicity, Mr. Prowse observed that he hoped that the present
discussion would not veceive adverse publicity, and that any decision
shoul.d be made. known to the membership in an apprcpriately delicate manmer.
On the other hand, it was difficult to see why other Fund members should
not he aware of the existence of overdue payments. The real question was
whetlher the wider financial community had an entitlement to know. It
seemed likely that in almost 4ll cadses where nontechmical overdue paymeuts
had occurred, the matter would become public in one way or another, but
should the Fund seék to publicize delays in payment? Whatever the Fund
did, it should not act in a heavy-handed fashion. He saw no need for the
Fund to adopt a procedure for publication, except far ensuring that appro-
priate papers were circulated to Executive Directors. Informing commercial
banks when payments became overdue to the Fund would be inappropriate.

There was no reason to permit the rescheduling of dverdue payments to
the Fund, Mr. Prowse commented, Adopting such a procedure mignt ‘well ‘be
detrimental to thé Fund's credibillty and to its financial standlng..
Rescheduling, once begun, might become 51gn1ficant on the basis of eqaal
treatment, and anj 51gn1ficant reschﬂdul'}g would surely have 1mp11catLons

ure ource of shotft-term '
He' tould on prin--
Yases. ' :
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Mr. Polal remarked that overdue obligaiions to the Fund were incompat-
ible.with the temporary and revolving character of the use of its resourcess
They undermined the Fund's liquidity and its ability to assist other members,
andsthey weakened confidence in the Fund on the part of the contributors
of the Fund's resources, who, for their part, wished to see their positions,
if anything, became more liquid. If confidence were undermined, the future
supply of Fund resources, whether as quotas or as loans, woiuld be jeopar-
dized.' ‘The ‘Fund should therefore make every effort to encourage members to -
pay on time and not to tolerate more than minor slippages. o

Taking ‘up the six .points made by the staff, Mr. Polak eaid first, N
that 1f a slippage occurred for anything but the briefest time, the Fund:
should take.action under the K or § Rules. The precise time at which’such’
action should be proposed to the Executive Board ought to be determined’ by .
the management. There should be no minimum period, but the maximum.period
should not exceed six months unless the Managing Director saw a good redason
for a sheort extension. These two poilnts seemed to be embodied in the -
present practices, and they chould be retained. There'was no recent exper— o
ience that would justify either hardening the procedure on the basis of-a
preset timetable for successive steps,. leading to expulsion, or for seftea—
ing it by side-stepping the first step laid down in Rules K-1 and S-1.

Action on publicity ought to be .decided on an ad -hac basis, Mr.-Polak
went ons. In general, he was not in favor of publicity; however, countties
that were overdue in their payments to the Fund i:al probably lost their -
access to commercial banks some time previcusly. The matter of publlcity
was therefore perhaps less. important than 1t seemed.

_As tv the postponement of scheduled repurchase obligations, Mr. .Polak- .
s«id that he agreed with the staff that the number of occasions on which a
postpohement would be useful would be few. The only occasion he could
imagine would be one on which it was.clear that the member would be in.a-
better position to discharge the obligation on a new due date. He agreéd . .
with the staff that members overdue iu thelr payments should repurchase. .
from the Fund before the Fund negotiated a new arrangement with-them,.and"f
that when an arrangement had been concluded it should not be submitted:to:
the Roard if overdue payments were outstanding. He would favor including
a standard provision in all arrangements that would prevent members with.
overdue payments from being in a position to draw. The presetnt practice
whereby the member was merely asked not to draw was unsatisfactory. .

On the question of penalty charges, Mr. Polak stated that he did not
believe that they would normally be a useful instrument. The negative ... =
effect of the member's having lost its credit standing with the ‘Fund, with '
or without public1ty would be a much more severe penalty than ' could ‘be
prov1ded by insisting on a penalty charge. It was difficult to- 1mag1ne .
that a member that could readlly make repurchases from the Fund would not . .
do so. In, the rare instances when a, member had dec1ded to break with the'
Fund, the. penalty charges would mot help. However, the imposition of
penalty. charges, like other  elements in’ the action to be applied to as
country; could be decided in 1nd vidual cases. - :
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Mr. Malhotra stated that he agreed with many other speakers that the
problem of overdue payments to the Fund was not a serious one. From
Table 3 on page 21 of EBS/84/86 it would be seen that on Febuary 10, 1984
there had been 1l cases in which countries had been overdue by between two
and six weeks, and only three cases in which countries had been overdue
for six weeks or more. While over the two later weeks the number of coun-
triss overdue in thelr payments to the Fund by wmore than six weeks had
risen from three to seven, it was clear that the period of late payment in
the four additional cases could not have exceeded eight weeks.

1t was a salutary rule that regulation should be changed omly when
there was a widespread problem that needed tackling, Mr. Malhotra observed.
Experience showed that the present rules had served the Fund well by ensur-
ing, first, that payments were made on time and, second, that if there
were any delays, they would be onmly for short periods. Moreover, existing
practice had been useful in ensuring that relationships between the Fund
and its members remained undisturbed. That was an important consideration
as the Fund dealt with sovereign countries. In his view, therefore, there
was hardly a case for changing the present rules.

If the Fund were to anticipate 2 sudden worsening of the situation,
it could take action to meet such a contingency, Mr. Malhotra said. However,
neither the staff nor management seemed to be expecting such an event.
Consequently, he would prefer to maintain the present position.

Taking up the points mentlioned by the staff. Mr. Malhotra said that
he did not favor rigid timeframes, nor-—-for reasons explained by Mr. Polak--
did he favor the levying of penalty charges. It was his belief that Fund
members that fell behind in their payments did sco for reasons that could
be regarded as being beyond their control, rather than through recalcltrances.
I1f any members were indeed seen to be recalcitrant, his chair would advise
strong action, as he fully endorsed the principle that the Fund's credibil-
ity musi Le maintained, and that the Fund's financial position must be
regarded not onriy by members but also by the markets as viable and strong.
However, if penal+y charges were levied on members that were unable to pay
their normal dues, the Fund would be compounding the situation. If a
mémber were unable to pay 1its normal obligation to the Fund, it might well
be asked how it could pay penalty charges.

As te publicity, Mr. Malhotra said that he endorsed the view expressed
by Mr. Polak, to the effect that, if a ‘member had reached a position where
it could not repay its obligations to the Fund, it would probably have lost
its creditworthlness vis-3-vis commercial banks and other insfitUtions or
creditors. Nothing, therefore, would be gained by the Fund's brlnging the
matter to public attention. The only llkoly effect would be ‘a. deterloration
in the relationshlp between the Fund and Lhe member concerned '

Apart from communicatlng with the defaultlnr member and abking for
.due p ment Mr. Malhotra" contlnued management might affer Lhc ldpse of
».ths send a misslon to establlsh‘whether there was a genuine e'\~
. to pay for reaaons beyond the ember's control. Ifw't transpired
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that the nonpayment was due to recalcitrance, his chair would like to see
the matter brought to the Executive Board as early as possible for appro-
priate action. If, on the other hand, the country was suffering from
genuine hardship, the situation ought also to be brought to the notice of
the Executive Board, so that it might be iIn a position to advise an
appropriate course of action.

His chair would not like to encourage rescheduling of obligations to
the Fund in the ordinary course, Mr. Malhotra remarked. Such a step should
be exceptional. There were provisions in the Articles for postponing
repurchases in exceptional cases, by a majority of 70 percent of the total
votlng power in the Board. He saw no reason why, if exceptional circum-
stances did exist in any case, the Executive Board should not postpone
repurchases. The founders of the Fund had foreseen the possibilicy of
countries’ being overdue in their payments to the Fund for genuine reasons
and had provided a remedy with adequate safeguards. The Fund should not
debar itself from taking appropriate action if a country were to meet the
requirements,

Finally, Mr. Malhotra poinced out, the world was passing through
difficult times,. and, as a result, countries found themselves in serious
balance of payments problems. Therefore, unless matters were expected to
grow considerably worse insofar as delay in repurchase was concerned, the
Fund should not be seen taking action that was not compatible with the
circumstances of the day.

Mr. Wicks remarked that there was little doubt that the vast majority
of payments to the Fund from members, many of them in great difficulty,
were made on the due date. On the other hand, there had been something
of a ‘deterioration in the number of payments that were being made at an
overdue date. Im 1977, 1.4 péercent of payments as a percentage of total
payments had been overdue for not more than two weeks, while the figure
had steadily risen to 5.8 percent in 1983. That more than 1 out of every
20 payments was technically late wags a serious matter, and he agreed with
Mr. Polak. The fact that the present case did not involve large sums was
not altogether relevant. What was involved was the principle of uniformity
of treatment of members. It was not right to say that because a high per-
centage of members made their payments on time, it did not matter if a few
menbers did not. TIf the Fund started to follow that principle, it seemed
likely that over a period of time a rather large number of members would
become late in theilr repurchases. 1t was also appropriate to consider the
matter and to regularize the procedures; otherwise, circumstances could be
envisaged in which, in a few years' time, the Fund might be faced with a
much more difficult problem. B

The fundamental principle was that obligations to the Fund must be
dlscharged on the due dates, Mr._W1cks ¢onsidered. Naturally, the ‘Executive
Board had the right, and sométimes the duty, to offer a membrr a wa:ver.
Until the Board did so, howewver, the burden of ensuring that payments were

_”on ‘the due date rested with the member.f in that conneatlon "he found
di ficult to agree with some. of the arguménts put forward by Mr. Kafka;
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He could not, for instance, follow him when he said that it was incumbent
upon the Fund to investigate the presence of exceptional hardship, before
taking decisions where such hardship might be relevant. That put the
burden of proof on the wrong shoulders. The existing procedures, embodied
in the Articles and the Rules and Regulations, gave members ample opportun—
ity to demounstrate the presence of exceptional hardship. Uatil they did
so, however, they ought to pay their obligations on time.

4s Mr. Polak had explained, unless members had an assurance about the
revolving character of the Fund's resources, there might be difficulty in
replenishing them in the future, Mr. Wicks observed. 1Indeed, he would .go
further and argue that, since the essence of the Fund's cooperative charac-
ter depended on members' providing resources, either through quotas or
through lending to the benefit of mewmbers generally, for a member to take
advantage of that cooperation by drawing on resources and then not repur-
chasing according to the schedule that had been agreed with the Executive
Board was likely to undermine the Fund's nature, and, in the loug run, to
weaken its ability teo help its members.

He was glad that the staff had not contemplated the postponement of
repurchases other than very occasionally and after explicit approval by
the Executive Board, Mr. Wicks stated. It was difficult to think of cir-
cumstances in which Executive Directors could contemplate postponement of
repurchases, although of course it was always open to a member to try to
demonstrate that it should profit from some such waiver. He was also
pleased that the staff had not recommended that the Fund should automat-—
ically reschedule payments when other debr rescheduling took place. Agree-—
ment upon a Fund program was increasingly seen as the key that opened up
official rescheduling by the Paris Club. It was therefore more appropriate
for the Fund to contribute in that way toward the rescheduling efforts of
others than to become involved .in reschedulipg of its own lending.

Taking up the suggestions put forward by the staff on page 17,
Mr. Wicks stated that the Managing Director should normally initiate formal
complaint procedures after a fixed period. Naturally, he should have the
freedom of maneuver to make judgments in appropriate cases. To begin with,
a formal complaint procedure could be initiated after a period of six
monpths. He hoped that the introduction of such a procedure would cause .a
marked improvement in the settlement of all obligations. If it did not,
it might be necessary to shorten the périod after which the Managing Direc-
tor would issue a formal complaint to three months, but he would not wish
to do so at the present meeting. It would also be uséful if Executive
Directors could receive twice a year a repdrt -on the progress that was
being made in eliminating ovérdue payménts, perhaps by brlnging up Lo date
thé tableés contained in EBS/84/46.

On the question ¢f perialty chdrges, his views were the same as those
of Mr. Prowse, Mr. Wicks stated. He could agree that penalty chdrges might
help in encouraging countries not to.delay pa' erits on technlcal grounds,

and. that they would:.be less helpful in cases wh re there was dellbe;ate B
recalc1trance. e’ problem that he saw was i ‘g ‘
a particular late payment fell, ~On balance, 15
prefer not to e penalty charges B
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Discussing the questlon of publicity, Mr. Wicks said that he understood
the staff to be suggesting that publicity should be given to a case at-the
point when the Fund began to take steps to recover overdue payments. He
himself believed that initiating publicity at that stage would be counter-
productive. The member should be given the full advantage of the procedures
provided in the Articles and the Rules and Regulations. However, once the
procedures had been followed through and a member had been declared ineli-
gible under Article XXIII or Article XXVI, or action had been taken under
Rule K-2, it would be right for the Fund to make some formal announcement
that action had indeed been taken. Finally, he would support the suggestion
put forward by Mr. Erb and Mr. Polak that it would be worth establishing a
formal performance criterion to the effect that should any payment to the
Fund be overdue, the member would be ineligible to make any further drawings
under any arrangement that it might have with the Fund.

Mr. Mtei remarked that there was general agreement that all members
should remain current in their financial obligations to the Fund. A finan-
cially strong Fund was essential if the vital role assigned to jt under
the Articles of Agreement were to be fulfilled. It was in the interests
of all members to ensure that members remained current in their payments
so that the Fund should operate at full effectiveness.

Fortunately, Mr. Mtei went on, the staff seemed to show that perfor-
mance to date in the matter of repurchases had not been bad. He agreed
with Mr. Prowse's assessment that the Fund did not have an insurmountable
problem on its hands. 1In the past five years, payments in Fund-related
transactions with delays of more than two weeks had amounted to some 2 per-
cent of the total. From 1981 through 1983, only two countries had been
unable to meet their financial obligations to the Fund for periods in
excess of 26 weeks. The Fund's performance as a debt collector had thus
been remarkably good. Even the time spent on recovering payments was not
very great compared with the amounts involved and the nature of lending by
the Fund. After all, the Fund lent to countries in difficulties. The
flexible procedures hitherto employed should therefore be continued.

The world was passing through difficult timés, and it would bé quite
wrong of the Fund to expect Lo pass through such a per iod without encounter—
ing any difficulty in obtaining repayment from some of its members, Mr. Mtei
considered. It seemed most unlikely that any country would deliberately
decide not to discharge its financial obligations to the Fund when due.
There were always compelling reasons behind delays in paymeuts. Moreover,
the reasons were mostly rooted in factotrs over which the member had no
cnntrol. :

It was easy to assume that a country was unable to meet its flnancial
obllgatlons merely because i1t had not- taken the necessary adJustment v
measures, Mr. Mtei commented However ‘that was not always 804" ~Other- _
wise, there could: be o rational explanatlon for countries meeting all the
prerformance crlterla ‘under Fuad programs -and Stlll flndlng it dlfflrult e
vepurchase on due dates. In: those cases, the most logical course of
"’identlfy d1$p&551onately the" reasons for' t‘efinablllty
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to repurchase. When it was found that the inability resulted from inade—~
aquate program design or the prevailing international economic and finaneial
environment, the blame should not be placed entirely at the door of the
debtor country. Instead, the Fund should try to find ways of alleviating
rather :than aggravating the situation.

Loéooked at in that light, Mr. Mtei went on, he was not certain that
the staff proposals, including imposing a penalty charge and giving public—
ity to members' overdue payments, would lead to the desired results.
Publicity would be counterproductive, as it would harm not only the poten-
tlal recovery of the debtor country but also the Fund itself. Penalty
charges on countries that could not even afford to pay in the absence of
such charges would serve only to compound the problem and make more remote
the chances of early settlement. Nor would the threat of expulsion recover
from any member what was not available. Even a cow could be milked only
if it was given some food.

While it was true that punitive steps were mentioned in the Articles
of Agreement, they should u. set in motion only 1f a member were. found to
be recalcitrant and indifferent to its obligations under the Articles,

Mr. Mtei said. In genuine cases of hardship, the Executive Directors
should seek to adopt measures that could lead to a positive result, includ-
ing the possibility of invoking the provisions of Article V, Section 7(g)
of the Articles of Agreement.

He did noet find the staff's argument against invoking that provision
at all convincing, Mr. Mtei stated. The Executive Directors should not
appear to frustrate the clear intention of the founding fathers by being
overselective in choosing to apply certain Articles, particularly if it
were clear that it was impossible for a country to meet its repurchase
obligations. although it was prepared to cooperate with the Fund in finding
appropriate solutions to its balance of payments problem. In that connec—
tion, a member might be required to initiate action under the Articles if
it felt that it would suffer hardship by paying on the due date. The same
reasoning applied to the provisions of Article V, Section 8(e) regarding
the payment of charges in national currency to alleVLate hardship. He
endorsed Mr. Kafka's dpproach on that point.

I Mr. Malhotra's words, he would urge Executive Directors to appreci-
ate that the world was passing through difficult times, Mr. Mtei commented.
The forces at play, which made prompt repurchases impossible for a number
of countries, were well known to the Executive Board and called for deeper
understandlng by the staff, He did not see what additional beneflt" would
flow from new. 1ules or further. tlghtening of existing ones in the present
c1rcumstances. Rather, he would urge the Executlve Board to agree 0"
contlnue w1th the present: rules ‘and procedures, ‘and with the flexib'llty
that h'd_been shown hitherto. However "should the staff percelve a4 Wworsen-
-vhe situdtlon 1n the years ahead lt should not hesitatc to submlt
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Mr. Laske recalled that in the course of the discussion for the
Article IV conmsultation with a country that had had overdue payments to
the Fund some weeks previously, he had made some general observations
regarding the importance of members' discharging their payments on time.
As to the seriousness of the problem, his thoughts ran much along the
lines of those expressed by Mr. Polak, Mr. Erb, and Mr. Wicks. Delays
beyond the due date were tolerable only when they lasted no more than a
few days and were primarily caused by technical factors. It was extremely
worryling that notifications regarding overdue payments obligations had
become -more frequent in recent times. To prevent such occurrences from-
becoming .even more numerous, the Executive Board should urgently adopt
more formal procedures, basically along the lines proposed by the staff.

As to the preseunt policy with regard to overdue payments, he could
endorse the course followed so far by managemcnt and staff, Mr. Laske
stated, In particular, he could agree with the principle of not reschedul~ -
ing repurchases from the Fund. 1f repurchase dates were set at the maximum
permissible limit—-five years from the date of purchase-—-the member con-
cerned might well find itself in an extremely uncomfortable position.:
Naturally, when a country could convince the Fund that a very short-term
postponement of a specific repurchase would enable its authorities to make
the necessary payments, an exception might be acceptable. A proposal to
that effect would of course have to be put forward by management, the dura-
tion would have to be very short, and the authorities' assurance of later
repayment would have to engender a high degree of confidence. He would
also support the continuation of the practice by which the Fund would not
enter into negotiations on the use of its resources with a country that
was overdue in 1ts payments obligatioms. If such obligations became over-—
due after negotiations had been concluded, the request should be brought
to the Executive Board only after the arrears had been eliminated. He
supported the suggestion put forward by Mr. Nimatallah and other Executive
Directors to include in future arrangements a standard clause indicatlng
that disbursements would be stopped when repurchases or other payments
obligations were not met on time by the country concerned,

While he would in principle support the proposal that the Managing .
Director should issue complaints under Rules K-l and S-1 automatically not
more than six months after the obligation became overdue, there ought to.
be some flexlbility in application, Mr. Laske stated. If the member could
prove in a convincing fashion that it would make payment in the immediate
future--say, within the next week-—it might not be necessary to take formal
action.

The question of the imposition of a penalty rate was. rather more
dlfficult Mr. Laske con51dered On - the one hand, if it were set high
enough above market rates, it might act ‘as an inducement to’ tlmcly paymentu
On the other hand, the application of a sizable penalty might render a
counLry S paymernts position even more dlfficult. Therefore, for the tlme
being, he would got' propose to take a decisxon on that topic but ts give.
‘fit}more thought invthe light of future deyelopments. Nor would he 1ike to

> ; y publici y for countrles id
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arrears to the Fund. Normally, the banking community and other lenders
were well informed about a country's payments situation, so that public
statements by the Fund would add little to what was already known. On the
other hand, the possibility of such notifications, especially to a country's
immediate creditors, might increase the hesitation to allow obligations to
the Fund to become overdue. While he would not wish to see countries
stigmatized, the matter should be taken up again if problems became more
przssing.

Mr. Joyce remarked that the Executive Board was not faced by a crisis,
and that it would be most damaging if anything that the Executive Board
did at the present meeting, or if any of the decisions taken, were to give
such an impression to the outside world. WNevertheless, the Board was
facing a situation that had to be a matter of growing concern, and so far
it was impossible to know whether the recent experience was a passing
phenomenon or whether it was a harbinger of worse to come. He, like others,
was deeply concerned about the increased incidence of overdue payments to
the Fund, and he folt them to be a serious matter, not only for the Fund's
role as a catalyst, but also for the impact that any major increase 1n over-—
due obligations could have on the revolving nature of the Fund's resources,
and herice on the access of members to its assistance.

The Executive Board was clearly dealing with a sensitive matter that
touched sovereign states in relation to their credit standing in the world
at large, Mr. Joyce weut on. The Board should therefore proceed with care,
but 1t also needed to proceed with firmness. Circumstances did however
differ in particular cases; hence Executive Directors should be prepared
to take account of special circumstances on a case~-by~case basis. Neverthe-
less, there should be clear procedures to ensure that when members did incur
arrears, the situation would be considered by the Executive Board at an
early date and that the Fund, én direction from the Board, would take action
if necessary to protect its broader interests. Not only should the proce-
dures be clearly known to all; the timing for the entry into force of the
various stages should also be clearly set out.

Taking up the matters raised by the staff, Mr: Joyce said, first,.that
he agreed that the notification procedures followed by the staff hitherto
should be continued. Recognizing that the procedures had placed an added
administrative burden on the Treasurer's Department, it seemed reasonable
that when arrears exceeded six months, the Managing Director should normally
submit the case to the Executive Board, so that the Board could decide .
whether additional steps should be taken, possibly leading to a restriction
of a member's rights to use the Fund's resourges, or to ineligibility.

Some flexibility would be required with regard to the action to. be tdken.
More 9p901fically, the Executive Board should be in a p081t10n to. cake into
account any spec1al c1rcumstanLes in the memb r country. ‘He - did‘not eupport
Mr. Nlmatallah s proposals as he understood ﬂh m, because they seemed .o,
be rather rigid and meehanlcal._ Vor dld He support Mr. Erb S, view that
penaltles sh '

cases. Th :
better balance’ between firmness and understandln
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He would not favor rescheduling or postponing obligations, Mr. Joyce
continued, Rescheduling repurchases was unlikely to be helpful, except
possibly in some exceptional cases. Rescheduling was tantamount to provid-
ing additional Fund resources to a member without an adjustment program
and without performance criteria. When there was a case for the provision
of additilonal resources, it should be considered in the normal way through
discussion and negotiation of an arrangement with the Fund supported by an
approprilate adjustment program.

The impact of publicizing a member's arrears might in many cases prove
to be guite marginal, seeing that the member would in most cases have
accumulated arrears elsewhere, and that its financial situation would be
fairly well known, Mr. Joyce considered. Moreover, the publication by the
Fund of information concerning the arrears of an individual country would
threaten to breach the confidential arrangements that existed between the
Fund and its wmembers. It might therefore be best to use the publication
only in those situyations where the Executive Board had decided to limit a
member's right to use Fund resources, or to declare a member ineligible.

He did not bélieve that penalty charges should be imposed, at least
on relatively short—-term arrears, Mr. Joyce stated. On long-term arrears,
it was not clear that penalties would provide an incentive for reduction.
He would however be interested to hear the staff view on ho - high a penalty
rate would have to be in order to provide an incentive, and how the prin-
ciple of uniform treatment would be applied if penalties were imposed on
overdue charges.

He agreed that a member should not be able to make purchases under .a
Fund arrangement if it had not met its obligations to the Fund, Mr. Joyce
commented. He would therefore support the adoption of a performance crite-
rion -in future Fund stand-by-and extended arrangements that would prevent
drawings under the program i1f a member incurred overdue payments.

On whether discussion of the use of Fund resources under a new arrange-—
ment should continue while arrears existed, Mr. Joyce said that he generally
agreed with the practice being followed by management and staff. However,
the application of that practice should be flexible. It made no sense to
suspend, or not to engage in, negotiations in every instance when a coudtry
was in arrears. He agreed with My. Ismael and Mr. Senlor that the Exécutive
Board should not be too mecharical in 1ts approach. It was necessary to
distinguish between casés of inability to pay and cases of unwillingness
to pay.

He was not sure that he would go quite so far as Mr. Mtei in dealing
only with countries that were recalcitrant,' Mr. Joyce commenCed because
no member of  the Fund would ever consider itself recalcltrant.x Arrears of
payments to, the Fund always arose from economic c1r0umstances that had
affected members with unexperted force. Nevertheless, the ‘situation. ought
to be looked .at on a case- by—case basis if matters were brought to the _
Executive Board. It was also necessary to dlSYngUlSh between cases where
_the arrears had been outstandlng for a long tlme and where they were of .
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spmewhat shorter origin. The Fund ought to make a careful examination in
each case of the circumstances that would permit a country to obtain the
resources necessary to discharge its obligations. Management ought to be
able to authorize discussions when there was evidence that they could lead
to the working out of an adjustment program that would satisfy other lenders
of the willingness and ability of the authorities to confront their diffi-
culties and to command additional financial support from the Fund. Only
in those circumstances could a member obtain access to the additional
resources that might well be needed 1f it were to repay lts arrears to the
Fund, or to demonstrate to Fund management that such financing was likely
to be made available as soon as negotiations with the Fund had been com—
pleted. He would however agree that i2anagement should not authorize nego-
tiatlons with a member if the obligations to the Fund had been overdue for
an extended period. Finally, proposals for the use of Fund resources
should not be considered by the Executive Board so long as there was no
assurance that overdue obligations could be immediately discharged.

Mr. Lovato stated that he was in agreement both with the premises and
with the principles set out in EBS/84/46. Speclfically, he agreed with
the staff that, although small in relation to total payments to the Fund
and total Fund credit outstanding, delays in discharging obligations might
undercut the efficiency of adjustment programs in the longer run. It was
incumbent upon the Fund to safeguard the temporary and revolving character
of its credit to members; and the credit standing of the Fund as a borrower
ought to be protected, as mentioned by Mr. Nimatallah.

There was no doubt, as Mr. Kafka had maintained, that the accumulation
of overdue obligations to the Fund was a maunifestation of a wmore general
.external debt problem, Mr. Lovato considered. However, given the special
role of the Fund in the international monetary system and the peculiar
‘character of its traditional support for countries in the midst of adjust-
ing their imbalances, as a matter of principle, obligations by members to
the Fund should not be rescheduled. Overdue obligations to the Fund should
be considered, therefore, in the context of the remedies being designed for
debtor countries in general. He therefore endorsed the practice followed
in the period after the Second Amendment of the Articles of Agreement.

He also agreéed with the staff that rescheduling exercises with official
creditors under the aegis of the Paris Club should oot encompass debt owed
to the Fund, which should continue to be repaid according to the Fund's
own policies on the use of its resources, Mr. Lovato stated. He had no
argument with thé present practice regarding the criteria to be followed
whenever a country with overdue paymentq made a request for Fund support
or for further drawings under an existing arrangement with the Fund.‘_

On the issue of fixed rules for initlatlng procedures against a country
ralling to fulfill its obllgations to the:.Fund, Mr. Lovato said that, Whlle
only a ‘short-timé should be allowed before: Lnltlatlng procedures, setting
a fixed péripd would be a mlstake. Casesjof exceptional hardship might _
occur, as fo en by Artlc'e_v Section (g), and the;Fund ocught to 1nquire
.1nto such in s ome flexibllity
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ought therefore tc be retained, as had been argued by Mr. Kafka. Second,
the imposition of penalty charges on overdue repurchases would only exacer—
bate a country's balance of payments difficulties and make prompt repayment
less rather than more likely. As to publicity, he was inclined to think,
like Mr. Kafka, that decisions should be taken by the Executive Board on

a case-by—case basis. In general, he would be reluctant to allow any
publicity, for the reasons given by the staff.

Mr. Hirao stated that although members had in general been prompt in
meeting their financial obligations to the Fund, there had been a steep
rise in the number of overdue payments. Like other Executive Directors,
he was concerned about that development; it was pertinent to consider the
matter at the present meeting. He fully endorsed the general approaches
set out in EBS/B4/46 for the reasons stated by Mr. Erb. Efforts should be
made to eliminate the incidence of overdue payments, since they were con-
trary to the purposes of the Fund and impaired its smooth operation and
credibility. It should also be noted that if payments of net charges
imposed by the SDR Department continued to become overdue, they would
ralse doubts about the proper functioning of the Department.

As to whether a formal time limit ought to be laid down after which
the Managing Director would normally submit a complaint under Rule K-~L ur
Rule S~1, Mr. Hirao remarked that it was reasonable that such proceduvves
should take place after a relatively short period, such as six montaus from
the date of repayment. The specification of such a time would help to
ensure uniform treatment of members. However, the Fund should undertake
further work before trying to decide whether there should be an automatic
initiation of the procedures after six months. After all, the Executive
Board might wish to exercise considerable discretion in dealing with indi-
vidual cases. Moreover, the aduption of a fixed time period might have
the effect of turning it into a grace period.

He would be prepared to support the introduction of penalty charges,
Mr. Hirao stated. However, such charges could be imposed on a case-by-case
basis, and only if they were considered to be effective in inducing prompt
settlement of overdue obligations. The effectiveness of any such action
should be weighéd carefully in the light of the specific circumstances in
each case.

Although the Fund ought to have the right to publicize cases of fla-
grant overdue payments, Mr. Hirao observed, he would prefer to take a
cautious approach. As the staff had suggested, public awareness of a
decision limiting a member's access to Fund resources, or a declaratlon
that the member was ineligible, was likely to have a 81gnif1cant effect on
any apptalsal of a mémber's creditworthlness and thus influence the avail-
ability of forelgn f1nanc1ng., In brief, publlcity might increase the Tisk
that it. would bécome evén more difflcult to obtain settlement of an obliga—
tion to theﬂFund. 4 ‘ :

it was a matter of seridus .
-members tol dischdrge ChelT
he staff had rlghtly

-jeoneefﬂit
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polnted out the negative repercussions that such developments could have
for the Fund. On the other hand, the Fund ought to avoid adopting an
approach to member countries with overdue payments that would leave them
no room for maneuver. The proper course would be to adcpt a balanced
approach that would take due account of the interests both of the Fund and
of the members concerned. :

As to the suggestions by the staff, Mr. Schneider said that he was
not much in favor of formalizing the present procedures; so doing would
lose the flexibility that at present made it possible to take account of
the special circumstances of countries in difficult situations. In other
words, the Fund should continue with the case~by-case approach without
fixing in advance any period for the automatic initiation of procedures.
Executive Directors ought to keep in mind that the aim was to recover the
resources that the Fund had made available to members; for that purpose,
flexibility was needed. For the same reasons, he had doubts about the
establishment of penalty charges; he did not believe that they would be at
all helpful in recovering the Fund's resources. On the question of public-
ity, in principle the Fund should limit the distribution of informatiom on
overdue payments ro the membership at large. Going further would not only
damage the credit standing of the member country concerned; it might also
have negative repercussions on the standing of the Fund.

In brief, Mr. Schneider stated, he favored continuing the present
practices on a case-by-case basis., That procedure offered the best chance
of wembers' eventually repaying the Fund. However, in order to preserve
the integrity of the Fund and the revolving character of its resources,
the Fund should not wait long before initiating the procedures set out in
the Articles and in the Rules and Regulations.

Mr. Tshishimbi commented that the increase 1n the number of failures
by member countries to discharge their obligations to the Fund on time--
deplorable as it was——was a symptom of the external debt problems that the
Fund had been trying hard, in conjunction with the commercial banks and
other lending institutions, to overcome. The debt crisis had been exacer—
bated by two interconnected factors, namely, a depressed world economic
environment and the impact of the recession 6n borrowing countrieés, com-
pounded by other domestic economic difficulties id thosé countries. The
prime concern must be to preserve the revolvirng character of the Fund's
resources and, beyond that, the credibility of the Fund as a financial
institution.

The staff had been correct, Mr. Tshishimbi considered, in dlStinguish-
ing between delays in payment for technlcal reasons and those that reflected
shortages of foreign exchange and serlous balance of payments dlfficulties.
Most delays fell into the first category. I jeal with them, the Fu had
for a long time been. reflnlng its rppurchase o0licies and 1mproving 1ts‘7“
admlnistratlve technlques, including the pro: sion of technical: aselstdnce
when necessary. Only'two difficiilt cases ou ‘almost 50- mmmbers usxng
the Tund § resource 'ére outsta ing iﬂ the ond category, and the staff
Fhad;g ben an assurance 3 -8 1nvo ‘Wére small”in’ relatlon to‘
the:Fund's overall ‘ c e

ding opég;ﬁipﬁ
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To bring about further improvements in the administration of the Fund's
financlal operations, the staff had proposed the adoption of a period of,
say, six months, after which procedures would be undertaken automatically,
Mr. Tshishimbi noted. Such a change would however be iikely to result in
a substantial reductlon of the flexibilicy that staff and management had:
exercised successfully in the past, and should therefore be resisted. -
There was a risk that the six-month period might be considered a grace - )
period. As to the imposition of a penalty charge, he agreed with the staff
that for such a penalty to constitute a real deterrent, the rate of charge
would have to be so great that it would further aggravate the member's
balance of payments difficulties, rather than improve them. The imporition
of a penalty charge would be tantamount to suspecting the country of a
deliberate unwillingness to pay when it was able to do so. Nor did he
believe that publicizing the actions of the Fund vis-&-vis the member would
be helpful. Such publicity could only impair the member's creditworthiness
and render more difficult its access to fareign financing.

As to the question of postponing repurchases, Mr. Tshishimbi remarked
that a postponement within the repurchase period was likely te result in
ballooning the obligations at the end of the period, thus merely displacing
the member's difficulties to a later date. Moreover, the difficulties
would only have been increased unless an adjustment had taken place to
enable the member to meet its obligations. One way to overcome that diffi-
culty would be to use the possibilities provided in the Articles of Agree-
ment. While it would not be appropriate to associate the postponement of
repurchases to the Fund with any multilateral rescheduling exercises, in
circumstances of exceptional hardship, Article V, Section 7(g) would allow
the Executive Board to postpone repurchases to longer than the normal
period.

In brief, Mr. Tshishimbi considered, the current procedures had served
the Fuud well. Many payments delays had so far been settled on a case-by-
case basis, and it was his chair's view that the same procedures should be
continued. In so stating, he stressed the importance of keeping lines of
communication open with member countries. Members that needed to negotiate
an arrangement with the Fund to support an adguatment program should not
be denied that rlght simply because payments to the Fund were overdue,
especially in the circumstances of hardshlp that he had mentioned. While
he could agree that the burden of establishing the case for hardship should
lie with the member; the Fund had a special obligation to maintain communi-
cations with the country. Consequently, even if a country's payments to
the Fund had become overdue, the proper procedure wouid be to try to con—
vinice the country to adopt an adjustment program that would allow it to
repay the Fund, instead of forcing it to wait until it cotuld find resources

elsewhere with which to repay..

Mr. Tvedt sald that he- endorsed the staff s approach to the problem-
of overdue payments to the Fund as descrlbed ln EBS/84/46. A rise in. over~
due payments was bound to erode the Fund's credibillty in the eyes both: of -
its debtors and of its creditors., If- ‘continued;! the present trend would
also 1ead.to great uncertalnty in the management oi the Fund s 1iquidity,
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and it might eventually damage the Fund's bacsic standing as a source of
balance of payments financing, and thus in the longer rum have negative..
effects. on the overall activity of the institution. The increasing number o
of delays in payment could in no way be blamed on the Fund, which had .- '
devélioped a variety of advance warning systems to racllltate»cimely payment.

Commenting on the remedies proposed by the staff, Mr. Tvedt said that
he supported the present policy of not allowing further access to Fund- .. ..
regources -if a member were in arrears to the Fund. He also welcomed :
Mr. Nimatallah's proposal to add a performance criterion ro stand-by and .
extended arrangements, by which purchases would be conditional on & member's .
being current in its payments to .the Fund. Moreover, he had no difficulty
in accepting the staff's proposal for formalizing the Managlng Director’s’

complaints under Rule K-l and Rule S-1. The idea of establishing a policy j-«

on the imposition of proposed penalty charges seemed reasonable, -Giving.
more publicity to the procedures with respect to overdue obligations was:
also worth considering, although publicity might, as mentioned by Mr, .Istidel
and others, prove to be a double—edged sword. TFinally, he was rather skep~n
tical of . the notion of rescheduling repurchases.

Mr-—BlandinAcommented that thenfailure to pay obligatibﬁé*tofthe'Fuﬁd‘ﬁ'
on time wds a very serious matter. His chair agreed that the Fund's credi-
bility and its financial position had te be preserved. Tue basic principle -
that obllgatlons to the Fund had to.be .discharged on due time should be
reaffirmed. Nevertheless, in particular cases it was clear that problems
could arise. .In those circumstances, while the rules- should ‘be clear and.
uniform, they should not be excessively .rigid; if they were, they could‘
disturb the relationships between the Fund and its members. In spacific
cases, exceéssively rigid procedures might be a less than satisfactory way
of tackling the problem.

raklng up the specific sugges stions made by the -staff in EBS/84/46
Mr. Blandin said that he could accept a. proposal that thkere should be a .
fixed period after which the Managing Director would normally submit-a - -
complaint under Rule K-1 or Rule S-1, provided that considerable emphasis .
was placed on the word "normally."” In other words, :the procedure should. .
be 4pplied. with the necessary flexibility. Moreover, the period should4be;"
sufficiently long to give the mémber enough time to meet its cobligationsy
Siz months seemed a reasonable period. Penalty charges could only help-if °
the delays were due to technical redsons. In other circumstances, penalties-
might only be counterproductive and worsen the situation. He was therefore
rather:opposed to the SUggestlon fur instititing penalty chdrges. As to
publicity, publlClzlng 4 member's fallure to make payments on time at an
early stage was also likely to be counterproduclee and mlgh jwell havp-
negative effécts on the Fund itself. It dld not seem approp‘ldte ‘to him .
for the Fund to involve the media in such matters, even if at a 1ater stage.
publlClty fiight be con31dered on a case-by- case basis. As to the resched‘
uling .of~ repurchase obllgatlons he agreed w1th ‘paragraph 3 on page 15 of
EBS/84/46’ meaning that ‘He did not believe that the Fund ahould reschedule
‘ ed in such negotiations
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Mr. Finaish remarked that overdue payments still constituted only a
small proportion of total payments to the Fund, both in amount and in
freqaency- It was however important that the udeLd trend of the past’féew .
years-sshould. be reversed, especially the longer delays that could be quite
detrimental not only to the countries concerned but aiso to the membership
as a whole. The recent steps described by the staff on page 5 of EBS/85/46,
aimed:' at helping mewmbers to avoid payment delays, should be useful. In
that connectlon, he wondered whether consideration had been given to provid-
ing countries with projections of charges on a routine basis instead of.on -
request. Aside from those administrative steps, a reduction in difficulties
due to debt, including the incidence of overdue payments to the Fund, would
clearly depend on an improvement in the economic environment currently: - -
facing a large number of countries. , '

Taking up the procedures described by the staff in EBS/84/46,
Mr. Finaish remarked that while a case could be made for instituting a

fixed period bhefore adopting procedures-leading to a limitation of .a mémé“f"“l

ber's right to use Fund resources, the .ourcome might be that a complaint .
by the Managing Director under Rule K or Rule S was issued despite firm =~
expsctations that repayment would soon be made. Perhaps more important, .
a flexible period would allow the Fund to draw a distinction between cases"
where the delay was caused by genuine hardship. and those where the ability .
to repay was not in guestiom. It mlght therefore be desirable to leave:

some flexibility to management, perhaps.with the understanding that prote~
dures would not be initiated before six months, and that, in the absence- .
of strong indications that repayment was forthcoming, the period would not =
exceed a reasonable outer limit, unless of course the Executive Board
decided to postpone the overdue repurchase.

He agreed with the staff and other Executive Directors, Mr. Finaish'
went on, that publicizing the inictiatio~ of procedures might be counter-
productive, as so doing might make it wmore difficult for the country to .
discharge its obligations to the Fund. In taking the necessary steps to-
expedite repayment, 1t was important that the Fund should not be seen e
either as losensitive to the legitimate difficulties of members, or as: - .

using its. catalytic role to add to their difficulties. It did not seem '~ = - . .7

appropriate, therefore, for the Fund to establish a general rule nubliciz= .
ing its proceedings against members on grounds that their repayments weére
overdue.

The present praétide of not submitting to the Executive Board requests
for the use of Fund resources to members whose. payments were overdue seemed
appropriate, Mr. Finaish observed. However, it was less ¢lear to him that
it was a good idea automatically to interrupt discussions - w1th the authori-
ties on such requests when payments became overdue. Ia- many cases those
discussions could be useful in identlfyzng policies and measures that‘
would help the member to deal with the payments imbalaunces that had given
rise £o arrears in che first instance. Naturally, the Fund shOuld make ' 1t
clear to the member that its request CA-Td not be considered before all
obligations were di charged. N T
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As to imposing penalties on overdue repurchases, Mr. Finaish noted
that many speakers and the staff had made a case against imposing such _
charges, which might well be self-defeating. It was however for considera—
tion whether the administrative costs associated with the delays in- repay-
ment should continue to be distributed among all users of Fund resources,
or whether those costs should be borne only by members whose repayment
obligations had become overdue. The issue was not one of penalty but of..
appertionment. Since the amounis were relatively small, such an arrangement
should not lead to any aggravation of a country's payments difficulty, ‘as
a penalty charge probably would.

Mr. Zhang commented that, since delays in payments were only a small
part of total payments to the Fund and of Fund credit outstanding, and
since the delays were often linked directly to the present unfavorable
world economic conditiouns, he saw no great urgency for changing the present
procedures. : '

As to the tliree questions suggested by the staff for consideration,
Mr. Zhang remarked that insofar as possible, the Fund should avoid estab—
lishing a relatively short fixed period after which the Managing Director
would normally submit a complaint under Rule K-1 or Rule S-1. 1If a country
were already in a difficult position, such action by the Fund would clearly
not make it more able to pay. Second,:he agreed with the staff that the
imposition of a penalty charge on overdue payments would be harmful. Third,
the Fund should in principle try to avoid publicizing any action that it
might take if a countrv became overdue in its payments.

The :Fund should certainly not try to:expel a member from the organiza-
tion for allowing its repayments to become overdue, M. Zhang commented.
On the other hand, it should comsider the possibility of rescheduling the
repayment of debts by members to itself.

Mr. Teijeiro said that he was firmly convinced that it was in the
interests of the international financial community that the Fund should
promote and maintain a strong financial position. One of the basic ingredi-
ents in the accomplishment of that aim was the timely repurchase of obliga-
tions by users of Fund credit. The short-term nature of Fund fidancial
assistance, and the revolving character of its resources, left no doubt of
the need for member countries to fulfill their repayment obligations in
accordance with the existing rules. t was indeed worrying to see that
there had been a growing tendency for the number of overdue repayments to
the Fund to increase, On the other hand, long delays had occurred only .in
exceptional circumstances, so that the Executive Directors would_nqt face
a situation in whi¢h the credibility of the Fund's programs or the .confi~
dence of its creditors could be hampered or.eroded.

While there was no doubt that Executlve Directors should spare 0o
effort to preserve the financial headlth of the Fund, Mr. Teijeiro west. on,
the current procedureb remained valid for, the. time being, and an increase
in sanctioms in the form of penalty charges br; publicity would not preclude
Qmembers from al'ow1ng their payments Lo become -overdue for ancial reasons.
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Both penalty charges and publiclty might only lead to an exacerbation of
the problems. Moreover, the present prrcedures contained sufficient flex-—
ibility at both management and Executive Board levels, without jeopardizing
the principle of uniformity of treatment.

Finally, Mr. Teijeiro said that he agreed that rescheduling of repay-
ments-tc the Fund in parallel with rescheduling that might be arranged:
with other creditors was out of the question. However, the alternatives:
provided by the Articles of Agreement should be considered, particularly
when the adoption of a satisfactory adjustment program could help to
improve the prospects for repayment.

Mr. Salehkhou noted that the Executive Board had before it in a single
meeting a paper on experlence and procedures with overdue payments to the
Fund and the consideration of the. cases of two member countries with such
overdue payments. He would have liked the policy paper to be considered
separately at another session, so as to prevent any possibility of the
discussion’s being influenced by the case of Guyana and the somewhat polit-
ically sensitive case of Nicaragua.

~ More specifically, Mr. Salehkhou went on, his chair did not dispute
the financial ,principles on which the Fund was founded, which had been
derived from the Articles of Agreement and the Rules and Regulations,
together with decisions by the Executive Board and Resolutions by the
Board of Governors. He had therefore no difficulty in reaffirming the
principle that the Fund's resources were revolving in character and for
temporary use only. Moreover, as an Executive Director of the Fund, he
had a vested Ilnterest in safeguarding the credibility of the institution
and the creditworthiness of member countries. The last thing a sovereign
member of the Fund would wish to do would be to jeopardize its financial
credibility by not giving the highest priority to any obligations to an
international financial institution such as the Fund, assuming that the
necessary financial resources were available.

In recognizing that the principles were valid, Mr. Salehkhou remarked
that the Fund had no reason to believe that they had not ‘been observed, at
least insofar.as could be seen from an inspection of the tables in EBS/84/46.
While it was true that the number of overdue payments had increased, Tdble 3
might lead to the conclusion that the payments overdue for more than six
weeks——and those were the ones that had concerned Directors--had not
increased as fast as shorter arrears. The number seemed to lie between
three and five, and the amounts Iinvolved were not significant if compared
with the increase in the Fund's lending operations. Naturally,_he was not
implying that the Fund should not make every effort to recovefr any amounts
owed to it. However, t the procedures followed so far had given. good results,
and it was clear to him that the Directors should allow the staff and
management sufficient flexibility to deal with such problems on & case—by—

case basis.

;The Fund qhould avoild any rigid tules, Mr. Salehkhﬁu malntalned, such
'Tas the imposition,o;ypenalties or .;the: publicatlon of cases of overdue pay-'
ments. .After a r asonable perlod the. staff should report to . the Execut:ve
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-Board on cases of overdue payments and offer some judgment as to why the
members had not met their obligations. If members showed an unwillingness
to pay and yet had the means to do so, he would agree that the harshest
measures should be applied. If, on the other hand, the failure to pay wére
caus2d by events beyond the control of the authorities, the Fund should: be
understanding and avoid any extreme measures that might not be compatible
with the functioning of a major financial institution, and could thus. prove
counterproductive to the aims of the Fund. Naturally, he would be prepared
to review the matter in detail if the number of cases increased substan—
tially, or if the amounts involved became so large as to impailr the normal
functioning . of the Fund,

Mr. Nimatallah said that whether having clear rules and procedures .
laid out in advance would be helpful to management and the Executive.Board
was a matter of judgment. His own view was that, not only in the medium
term but in the long run, having clearly stated rules and procedures would
be helpful to the Fund, and he did not believe that such an arrangement
would lead to confrontations with members. On the contrary, the members.
would surely be happy to know exactly what the procedures would be. .Nor
did he believe that members would consider the periods before action was
taken by the Fund to be grace periods. that could be used as an excuse for
inaction. Establishing clear rules and procedures at the present time-
would surely not give the wrong message to members. What it would do
would be to say that the Fund remained strong, and that it was clear in
its own.mind about what ought to be dome in the few cases when repayment.
was unduly delayed.

Similarly, Mr. Nimatallah went on, whether the problem had reached:
such proportions as to become serious was also a matter of judgment.
Cledrly, two different aspects were at stake: the matter of principle’ and
the statistical problem. On the matter of principle, there seemed to be
no dispute that all members were concerned that repayments should be made
on time. The Fund's resources were for the use of all, and they shoild be
available, to the greatest extent possible, whenever needed. Naturally,
if unfortunate circumstances prevented a few members from making repayment .
on time, they should he given an opportunity to show that the circumstances
were so.severe that the late payment was beyond their control. Neverthe—
less, he was convinced that it was better for the Fund to take actlen
forthwith rather than to allow the problem to become statistically signif-
icant. In principle the problem was already serious; it might become
statistically serious unless action were taken.

Another area of judgment was that of publicity, Mr. Nimatallah consid-=
ered. Naturally,; the appropriate action would depend on the: nature of the
case. He could agree with Mr. Malhotra that it might be: useful ‘to send a
mission to see Whether the country whose payments were overdue was W1111ng
to pay but unable to do so for ”;asons of hardshlp, or whether it was
showing red“ hitrance. Clearly, if 1t were.a matter of hardship,‘the Fund
should'shdf"nderctandlng and dllow any current negotlations o contlnue.
HdWéveri' ‘as just poq51ble thf;”   v ~.be a case ot recalcitrance,
and for those c1rcumstances ‘the .F nd should have clear rules.
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1f the Fund intended to maintain the principle of uniform treatment,
i1t was clear that no single member should have the right to take advantage
of the Fund's resources for a long period when they were needed by others,
Mr. Nimatallah observed. As to whether having clear rules necessarily
implied. rigidity, he did not believe so. Flexibility should be shown until
it:was-evident that the member did not intend to take action to repay. " At
that point; without abandoning the principle of uniform treatment, it.would
be helpful for the Fund to .give publicity to the case. It should simply
announce that the member did not intend to take steps to reduce its arrears
to the Fund. Such an announcement was bound to have a fairly strong effect,
and the fact that the announcement would be made should be understood in
advance by any member likely to be in such a situation. It was particularly
important that members should understand that 1f negotiations failed to
provide a solution, in the end the.Fund would have no alternative but to.
make the position public. Clearly, the objective was to underpin the .
strength of .the Fund, to reaffirm the principle of uniform treatment, and
to-assert.the principle of the revolving character of the Fund's resources. .
Naturally, the Fund should remsin flexible in its attlitude to members, . .but
in. the. end. there should be no misunderstandlng it would remain flrm.

Mr. Malhotra, replying to a. comment by Mr. Nimatallah, explained Ehat
the position of hils chair was that, if any member were judged to be recal-
cltrant, the situation woulid have to.be viewed seriously. The point he
had been making was that a judgment whether a member was recalcitrant
should- be  reached by the Executive Board after thorough discussion by the
staff and management with the country concerned. The Rules already provided
qulte clearly what action could be taken in those circumstances. Indeed,
he was going further and suggesting that if recalcitrance were established,
it would be-desirable, even without a formal complaint, to bring the matter
to the notice of the Executive Board for discussion as early as possibles
In suchsa case, he would have oo difficulty in reducing the limit below °
the.six months suggested. On the other hand, setting a rlgid date might
cause difficulties in cases of genuine hardship.

Mra Nimatallah stated that he preferred to have clear rules in advance
and walve them when necessary, rather than wait until the Fund was faced
with a position, in which it might not know how to act, thus possibly prej-
udicing the rights of the member,

Mr. Kafka commented that in his opening remarks he had- been guided by
the idea that it vas essential for the Fund to try to regolve difficult’
situations without exacerbating them. He theréfore adhered to his original
position on such matters as fixed time periods, penalty charges, and .public-
ity. He had found interesting the idea put forward by Mr. Wicks and -
Mr. Mtei that .the Fund should circulate six—monthly progress reports on
the position of overdue obligations.‘ As to the question of proof of hard~
ship, he could agree with Mr. Wicks that he should have said that it was
incunbent upon the Fund to “consider” the presernce of exceptlonal hardship
rather than to 1nvest1gate the presence of exceptlonal hardship, which
was the word that he had used earlier. i
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As to whether the Fund should cease to negotiate with a country whose
payments to the Fund became overdue, Mr. Kafka considered that such a
proposal would put a country in an impossible situation: it would not be
practical to demand that the country repay the Fund in a reasonable period
when it could do so only by borrowing if, in order to borrow, it had to
have an arrangement with the Fund. He had serious doubts whether the rule
about not negotiating with a country whose obligations were overdue was
really helpful to the Fund. He had liked Mr. Malhotra's suggestion that -
when an overdue obligation emerged, the Fund should send a mission to the
member concerned., Naturally, the whole mission would have to be handled
with tact in order to avoid embarrassing authorities who were doing their
best to.pay meanwhile. He also thought useful Mr. Finaish’'s suggestion
that the Fund.should regularly supply countries with projections of their
forthcoming payments. While theoretically it ought not to be necessary,
in practice it might well save considerable difficulty. -

The Tteasurer observed that from his standpoint any overdue payment -
to the Fund was a serious matter because it implied that obligations had
not been fulfilled. The structure of the Fund rested on the confidence of
the whole membership that. individual members would collaborate in the way
set out -in the Articles of Agreement. The Fund could not go to .court to
collect payments due to it, nor could it fall back on the seizure of secu~
rities, In brief, the entire operation of the Fund rested on the fulflll—
ment of objlgatlons by members.

As to-the .seriousness of delays by members in settling obligations,-
the Treasureyr remarked that the incidence of overdue payments had risen
considerably in the past few years. The explanations for the rise had heen
given by the staff in EBS/84/46.

While it might be admitted that technical weaknesses -could prevent.
timely payments in all cases, the Treasurer explained, he had felt that it
a delay lasted more than about two weeks, more than technical or administra-
tive reasons were involved. Delays of two weeks or more had risen from
0.5 percent of all payments in 1977 to 2.2 percent in 1982 and 1.3 percent
in 1983. 1In commercial banking, delays in 1 percent or 2 percent of pay-
ments would lead to a consideration of the need. for a higher spread, or of
the establishment of higher reserves to cover the growing risk of nonpayment.

The containment of the number of instances of overdue paymerts was
largely attributable to the procedures that had been fully described in »
EBS/84/46, the Treasurer continued. There could be no doubt that in several.
instances the initiation of the procedures had shortened the time during.
which the artrears had been outstanding. In that connection, it might be ‘
iriteresting to note that one proposal on which some Directors had éxpressed
douth*—namely, the proposal that the Fund §hould not negotiaté with a
membet whoge payments had become overdue~—had been one of the most effec-

ive 1nstruments in persuading members to settle their overdue paymentss.
The adoption of such a stand as a performance criterion would certainly
strengtl'n ‘the hands of the Fund. : g
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On the statistical side, the Treasurer rémarked that 17 countries out
of 46 that had had credit arrangements with the Fund in 1983 had been late
in one 'way or another in settling payments to the Fund. . It could not
therefore be said that only a very small number of payments were overdie
in.proportion to the amounts outstanding. A question of uniformity of-
treatment. cerctainly did arise because the figures did show that a substan—
tial. number of members did not settle their obligations to the Fund promptly
while others- did, often with great difflculty. - '

uRegarding the establlshmentlof'penalty rates; the Treasurer recalled,
one Executive Director had asked how iigh a penalty rate would: have to be
to make it effective. The staff itself was of two minds as .to whether. a
penalty rate would be useful, but it was worth recalling that central banks’
did impose extra charges on commercial banks if they did not make their
repayments on time, and the extra.charges often had a biting effect. Com-~ .
mercial banks raised their charges by 1 percent or 2 percent above the
current rate, depending on the severity of the case. Even.the fiscal
authorities; at least in the.United States, imposed a penalty charge for
late payment without accepting any- ekxcuses. Such a procedure might,
however, not offer useful guidance-fot the course of action that the Fund
would adopt. One suggestion had. been made that thé Fund should recover
the cost to the membership at large, a procedure that would enforce the
principle . of the revolving character of the Fund's resources, while not
being so large as to cause an excessive burden on-mewtbers paying late.
Another proposal had been that the Fund should eliminate the subsidy that
was implied-in the interest rate set for the use of its ordinary resources. '
Such-a proposal did of course leave open the question of what consideration
should be given to the interest rate on borrowed resources. A suggestion
had been made that the penalty rate for members that did not repay theit
obligations- after a given period of time should be raised to one point
above the market rate. The guestion of how long that period of time
should be was of course to be discussed. 1In any event, the staff had.not
made any proposals regarding penalty rates.

_One speaker had put forward the idea that the staff should routinély
provide members with information about their forthcoming payments to the
Fund, the Treasurer noted. Such information was not routinely provided to
all members,; because most of them were aware of their financial obligations
to the Fund. On the other hand, the staff had frequently given information
to members in difficulty and smaller members requiring technical assistance
from the Fund in managing external indebtedness. The same information for
that group of members was provided to Fund missions, so that there was.
already some duplication of effort. Furthermore, members that did not have
sufficient SDRs with which to pay charges were routinely provided with pro-
portions of charges well before they fell due. Finally, the staff could
without ditflcu]ty prepare a half- yearly status report ohn overdue payments.
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The Chairman then summed up the discussion so far in the following
words:

Principles .

First, the Executive Board considers the existence of overdue
payments to be a serious matter, which touches the very nature
of the Fund's fabric. It affects -the revolving character of
the Fund's resources and the monetary nature of the institution;
it clearly has an impact on the Fund's liquidity and may well
impdir its credibility if matters were allowed to drift. It
could thus jeopardize the standing. of the Fund and the willing-
ness of its members to reconstitute its resources 1if they felt
that there .is some doubt on the .liquid character of the assets.
that they are building up in the imstitution. It could therefore
undermine the effectiveness of the Fund and prevent it from per-—
forming its extremely important c¢atalytic and financial roles.

Second, the existence of overdue payments is also obviously
related to the question of the evenhanded treatment of Fund
members. The overwhelming majority of members do pay on time,
often. with great pain and sacrifice. In those circumstances,
why -should a very few members, which do not have greater diffi-
culties than the bulk of the other countries, be left In a posi~-
tion where they can impose the consequences of their inaction on
the rest of the membership?

Third, the existence of overdue payments touches on the
cooperative nature of the Fund. - For its success, .such -an insti-
tution requires all members-—creditors and debtors alike--to
abide by the rules. Members that have incutred obligations to
the institution must discharge .them:on time. This 1s an over~
riding principle that no one has contested, and that we should
strongly reaffirm. ‘

This is not a crisis; the number of extended delays is still
limited, and the actions of the Board and.the daily efforts of
the staff have helped cansiderably to keep the situation under
firm control. It is true that in terms of percentages of pay-
ments, the delays of two weeks and more have not increased over
the past three years; in fact, they were smaller in 1983 thaun
in earlier years. Nevertheless, the number of overdue payments
has been tending to rise, and the 5.8 pérqent figure for last
year does repreésent a deteridration since 1981.

In sum, we do need to remain axtremely vigilant in ensuring
the tlmely dlscharge of flnanclal obllgatlons of members to the
Fund, and we must make it clear that this institution reaifirms
the 0verr1d;ng need to safeguard its credibility. This reaf fir—
mation 18 dll the more importamnt becduse many other financilal
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institutions are having to face a deterioration in the quality
of some of theilr assets and to accept some interference with
their normal procedures. It is essential that the Fund, which
has not in any way been a cause of the problem, should maintain
an impeccable record and that there should be no shadow of
doubt about its financial standing.

- Without fundamentally changing our procedures, which have.
rendexred good service.to the institution and have kept the:
situation.under control, we should identify them more clearly,
ensure that they are better understood by the membership, and
make them more systematic, which-does.not mean making them
inflexible. Executive Directors .clearly wish the rules to be. .
clear, and to be well known to.all members. The Fund should .
take advantage of a relatively calm situation to adopt precau-
tionary :actions designed to prevent any further deterioration,
so that we shall not be obliged to.act in a much more :forceful
way under the pressure of circumstarices.

Procedures

The -senge of the:ﬁeeting is=to}apbrove the-approach=suggééted
by the staff in EBS/84/46, and I shall only mention a few major
points that have been the subject of discussion.

1. ‘Period for complaint

The Executive Board was clear that ‘the period for initiating
the formal procedures under Rule K-1 or Rule S-1 should be rela-
tively short, say, on.the order of six months. However, it also
showed- that it did not wish to be too mechanistic on this poilnt,
allowing -management some-degree of flexibility.

'2; Penalty charges

The -discussion showed that while .the Board considered that
1t might be helpful to resort to penalty charges, especlally in
cagses wheYe the delays are of a technical nature——the effect
would bBe to encourage countries to overcome administrative
problems~-many Directors were doubtful whether, if the delays
were relatively long and the situation more difficult, the
existence of penalty charges would do anything more than com~
pound the problem. I do not detect a sense of the meeting in
favor of immediate action on penalty charges; but I do think
that we should come back to the question if the situation justi-
fies doing so. I was interested to note Executive Diréctors’
suggestions for ways in which penalty charges should be used
and, 1n particular, for ways of Fecouping at least the costs for
the membeﬁShip at large stemming from delays. The staff will
undertake: further work on that point.




- 37 - EBM/84/54 - 4/5/84

3. Publicity

The Executive Board said clearly this morning that it does
not want publicity, at least in the early stages. But it was
also quite clear that Directors felt that once procedures have
been initiated by the Executive Board and management, there
might be a case for some formal indication at least to the
membership and perhaps to others as well that we have reached
a certain point., At the same time, there was a rather strong
feeling that the Fund should try to avoid having these matters
appear in the media. It was felt that such publicity could be
harmful not only to a member's .efforts to meer its obligations to
the Fund, but also to the Fund itself, especially in its relation— -
ship with the country concerned. We should therefore not engage
in any systematic publicity. The Executive Board could take a
decision in particular cases on an ad hoc basis.

4. Rescheduling or postponement of obligations

The position described in- paragraphs 5 and 6 on page 16 of
EBS/84/46 was supported by the majority of the Executive Board.
The Executive Board clearly does not wish to open the way for
rescheduling of obligations. The staff arguments on the point
ware clearly found couvincing and were supported by the Board.
This does not mean that the relevant Articles, particularly
Article V, Section 7(g), cannot be resorted to in exceptional
cases 1f the Board so decides. But while the Board would have
to-satisfy itself that discharge on the due date would result
in exceptional hardship, the burden of proof that such hardship
would. result must be on the country, and 1 did not sense much =
support in the Board for the use of this provision. There is a
“strong sentiment against the idea that the Fund should wmatch
the rescheduling operations of the Paris Club or any other group,
and it is useful that the Board was so clear on this point. The
Fund could certainly not adopt such a course.

5. Relations with members while payments are overdue

The Executive Board unanimously reaffirmed the existing
practices described in paragraph 7 on page 17 of EBS/84/46.
This means that management will not submit to the Board any
requests for the use of Fund resources under a stand-by or
extended arrangement as long as the member comcerned has overdue
payments to the Fund.

There was more debate whether the Fund should engage in
discussions or resume discussions on the use of Fund resources
with a member that is in arrears to the Fund. On the whole,
the practice of not entering into discussion in those circum=
stances was confirmed. A number of speakers expressed strong
views on this p01nt.b But the practice of refusxng to hold
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discussions with members with overdue payments has been effec-—
tive. 1If the situation is fairly calm just now, it is in part
because we have held to this rather firm line. The rule that a
country cannot enter into discussions on the use of Fund resources
while it has arrears to the Fund is a strong incentive for the
country to pay its debts, and I would be cautlous in changing

the present policy. We are trying to strengthen this policy,

not weaken it.

This does not mean that we -are not going to continue discus-
sions. 1In the past few months we: have continued discussions
with members with overdue paymerits;. but the discussions were
confined quite precisely to assisting the members to organize
thelr affairs in order to permit the payment of the overdue
obligations. The discussions did of course entail consideration
of the adjustment measures that would make it possible to repay,
and which could possibly be supported later by a program. Far
from cutting our lines of communication, we should do what we
can to keep them open. But we should direct the discussions
toward enabling the country to make repayuments.

Suggestions.by Directors

I would have no-difficulty with asking the staff to prepare
six-monthly reports on overdue obligations.

The .sense of the meeting was that we should make a formal
performance criterion out of the requirement that no purchases
may be made under a program if obligations are overdue. This
was the view of the Board, and we.-shall propose some formal
wording to the Board to incorporate it as a performance criterion
in the standard arraungement. This is preferable to the present
practice by which we sometimes ask countries to confirm in writ-
ing that they will not ask for purchases if they have overdue
obligations.

Sending a mission if obligations remain unpaid beyond a
certain ‘time may not be desirable in all cases=—-it depends very
much on the sort of communications we have with a country—-but
in gsome cases it may well be helpful.

The staff can certainly include a record of a country's past
performance of financial obligations to the Fund in papers on the
use of Fund resources.

When the area departments draw up a program with a countty,
they should emphasize to member countries not only the overriding
importance of making these payments, but also the need to fit
them into the country's overall external obligations. We should
ingsist more on the need to take account of the profile of their
indebtedness Lo the Fund in framing their external policy and
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sCress measures that the authorities should take in advance to
be sure that they can repay a certain amount to the Fund on a
given date. When we know that reserves are very low and that
the situation is probably going to be difficult, we should help
countries to draw up a timetable as a way of avoiding diffi-
culties at the time of repayment.

2. GUYANA - OVERDUE FINANCIAL OBLIGATIONS TO FUND - REPORT
AND COMPLAINT UNDER RULE K-1

The Executive Directors considered a staff paper entitled "Guyana —
Overdue Financial Obligations to the Fund” and a communication from the
Managing Director, entitled "Guyana - Report and Complaints Under Rule K=l
and Rule S$-1" (EBS/84/47, 3/9/84; Sup. 1, 4/2/84; and Sup. 2, 4/4/84),
together with a proposed decision.

Mr. Kafka made the followilng starement:

Tt riust obviously be our rule to treat all members equally.
There-are three prima facie precedents for the action that we
are now contemplating. They refer to Cuba, the United Arab
Republic, and Kampuchea. I am unot convinced that the first and
last are applicable precedents. Theére were special circumstances
concerning Cuba. In any case, the K-1 report, as distinct from
a simplé notice, was not sent until more than a year after an
obligation had become overdue, and no decision was taken until
15 months after the obligation had become overdue. Kampuchea,
on the other hand, has been, as it . were, internationally
incommunicado for many years, except for participation in certain
UN activities.. It is also, therefore, hardly a precedent. In
this case, moreover, complaints under K-1 (and 5~1) were
circulated, but only informally, and nearly four years after an
obligation became overdue. 1In the one case that can be considered
a precedent, that of the United Arab Republic, no K-1 notice was
given, and no K-1 report was made.

There is no question that Guyana has delayed 1its payments
and that action must be taken by the Fund to safeguard its
interests. This is true although Guyana is undoubtedly one of
the most——-perhaps the most-—-grievously harmed country by the oil
price increase, because 23 percent of its GDP is today speant on
oil imports, as against 5 percent before 1973. Thus, Guyauna is
certainly an exceptional hardship case.

The proposal I would make to the Board is a provisionai one.
I would propose that we request the Managing Director to communi—
cate at the highest level with Guyana and convey to them the
seriousness. 'of the situation that has arisen between Guyana and
the Fund, I would propose, 1n addltlon, ‘that the Managkng
Director should communicate to Guyana that unless an adequate
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ad justment program is adopted in a reasonable period, further
action .would unavoidably follow on the part of the Fund. But, I
would also propose either that provisionally the Fund should
«postpone repurchases and accept the payment of charges in Guyanese
‘dollars——which would, of course, have to be repurchased--or that
it should withhold action for a limited time.

I would hope that, by such action and additional action, an
unmecessary dilemma would be avoided. The additional steps that
I am proposing are entirely in line with present Fund practice.
We would, in the normal way, -dispatch to Guyana, not of course a
negotiating mission, but an Article IV consultation mission,
which would have to take place within a few months anyway. The .
mission would describe to Guyana, after conducting the consulta- .
tion, the specifics of an gcceptable program. And it would
inform potential lenders of any action taken by Guyana, unless
Guyana objected.

Unless the steps that I have indicated are taken, it is
almost inconceivable that Guyana would find a lender to advance
the resources that it would need to pay the Fund. It has so far
been unable to do so. On the other hand, the amounts involved
are large enough in relation to Guyana's GDP, i.e., close to
3 percent (including repurchases, -and over 1 percent for charges)
that it would be impossible for Guyana to pay in the short run
out of its own earnings; which might also be attached by other
creditors. On the other hand, Guyana's delay so far in coming
to an agreement with the IMF has not been capricious, but has
resulted from the need to take fundamental decisions, with an
‘all-encompassing impact, concerning the basic export industry,
bauxite. 1 believe that conditions for a decision on this basic
problem .are now ripe. Finally, I would uote that Guyana has
settled its obligations to the SDR Department.

The Treasurer confirmed that Guyana had paid its arrears to the SDR .-~
Department. Consequently, the Managing Director no louger had any com-
plaint, against Guyana in that Department. The language of both the Manag~
ing Director's complaint and the proposed decision had therefore. been
amended; the correct language was set out in EBS/84/47, Supplement 2.

Mr. Kafka suggested that there might be further communication between
the Managing Director and authorities in Guyanma before the Executive Board
took the proposed decision. The outcome might be more satisfactory from
the standpoint of the Fund.

Mr. Nimatallah and Mr. Malhotra supported Mr. Kafka's suggestion.

Mr, Wicks observed that it might be more helpful to the Guyanese

authorities if the Executive Board took the proposed decision at the present -

meetlng; inserting a rather distant date for the meeting of the Executive
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Board~at which the complaint would actually be heard. 1f, meanwhile,fthéf
Managing Director were in contact with the Guyanese authorities and the: : :
angwer were noet entirely satisfactory,. the situation -would be less embar— _—
‘both for the Guyanese authorities and for the Executive Board than
Katka s propcsal were adoptea. '

h fDifec:or of the Legal‘Depaftmentﬁnoted-that-the.deqisionttdﬁbew~f
~the. present meeting would do-no:more than set a date of a. Boérd
g "to.:consider the actiou to-be taken and to invite-.Guyana to seid-
“jentatives to attend that meetiug. - The substantlve diqcuss10n would
not take placg until the.: date of that meetlng. s : L

The s7afr representative from the Western Hemisphere Department,
replylng ‘to- ‘a-question by Mr.. Joyce,.-explained that: the’ Guyanese ‘aut ho
ties were-fully aware of the procedure.~ ‘The . staff had-been-in’: dJscu551on
with: thém -about the problem for nearly-a: ‘year, since the: time 'when ovcrdue
payments - ‘had first appeared. On the most recent occasxon,.the ‘staff had. .
made 1t dbsolttelv clear to the authorities that, according.to" the estab—-f.
lighed - rules -in the Fund, the. staff -¢ould ‘no. longer ¢ontinue: discu551ng _
with them theiuse of ?und resources as:long as. the flnancial obllgatjono-'
ot Guyana £6 - the Fund remaineéed outstanding. BRSO e

Mr. kafka added that he had eXplained the posltion in deta11 “to bcth
the Governor and the Alternate Governor .of the Fund: for-Guyana.in recent
days.' In the meantime, Guyana had made a.considerable effort and had paid

1ts c¢harges due to the SDR Department. :The:authorities ware: mak1ng efforts;=gf’

;to repay, but they might find-ic~ dlfflcult to 4o so«

Mr. Laeke stated that he would preier to follow Mr. chks 8- suggest1on;,
FAs he undergtood it, the:rdecision would:do no-more -than - -invite the country
to:.send.;a.representative to.put its-.case-before the:Executive Board; ‘
;taking the deéision at the present ‘meeting, the Board .could dellberately'
leave time for Guysna to make an. additional effort to dlscharge its out— -
standlng obllgatlons. o ' < ; ‘

_Mr;.Zhang considered that, for the sake of conSistency;'it*might?béfiﬁ‘
better to postpone taking the decision until the Mandging Director had = . .
held the suggeeted further communications with the authorities in Guyahd.l‘

The Dlrector of the Legal Depattment .replving to ‘s questlon by .
Mt TShlShlmbi, explained that if the Guyanese authorities succeedéd in'-
paying off their obligations to theé:Fund, the Managing Director -would -
‘report ‘to the .Executlve Board that the payments had been made, and that
no . further complalqt would be needed. :

Mr. Tehishimbi remarked that in the circumstances, it would be bést:.’
to postpone taking the decision until the Managing Director had had his -
further communication with Guyana.

. Mr. Joyece commented that,.in View of Mr. Kakfa's explanations, he.
would be inclined to allow the Guydnese authefities sone leeway. One way
of dealing with the matter might be to postpone taking either of the two
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decisions on-the agenda until after the meeting of the Interim Committee. &
ould:.enable the Managing Director or the staff to undertake whatever
icationo might be con51dered sultab]e. If that course were followed.

pr0posals put forward by Mr. Kaftkas They involved a form of . rescheduling
of Guyana s obligations to the Fund, and it seemed quite clear from the -
earlier-génetal discussion that .the.Executive Board .did not wish to follow ‘
such-dr-course. As he saw it, the . purpose:-of the. .communication betWeen the L
Managing Director and the authorities:.in Guyana would be.to ascertain: . ..
whether the authorities anticipated that. they could:meet their obligat. T
in the wvery near future, thus obviating the need for the. appllcation of
any procedure; or, at the least, that’ they would be quite. aware of the -
procedures.chat were about to be -applied .to thems In brief, he would. sug
gest postponing discussion of :the-complaints . against Guyana and Nicaragua
until after the Interim Committee meeting., - At that cime, the Executive’

Directors . coild decide on the .date -on:which -they wished the. representatives o

of the two.ceuntries to appear. .

Mr. Mtei considered that, in View of Mr. Kafka's remafks there mlght
be some merit in postponing takirig.a decision until after .the Managing’
Director had communicated with-the.authorities in Guyama. Clearly, thére
was no evidence that the Managing Director's communication would resolve
matters; .1f it did not, the Executive.Board would pick up the topic again:f_
at the time. suggested by ‘Mr. Joyce., . :

Mr. Kafka -sald that he would be grateful if ‘Mr. Joyce s proposal

could be accepted. A communication between the Managing Director and: the-f"

authorities in Guyana might lead to the initiation of procedures by which

Guyana might -find sufficient credit to repay the Fund. . Such-a communica=-. ° i

tion would be entirely in accordance with.the Managing Director’'s: sumniig, .
up on the general topic, according to which the Fund could. .continue dlscus-’
slons of adjustment measures even with members having: overdue obligatione.

Mr. Senior and Mr. Finaish commented that it would be helpful to .
foilow Mr. Joyce's proposal and return to the matter after the meeting of
the Interim Committee. o

Mr. Prowee remarked that fhevgenetaﬂ'discussion~on overduefpaynente::

had led to certain conclusions that ought, surely, to guide.the action by SR

Executive Directors in individual cases. The proposal by Mr. Joyce seetned
L0 him to move away from the conclusions reached earlier. Mr. Wicks had .

put forward a suggestion in a clear attempt to meet the particular problems-.

mentioned by Mr. Kafka in connection with cormunication with the Guyanese
authorities, The risk of not acting in-accordance with that suggestion.
seemed to present more difficulties both for the Fund and for Guyarna than -
doing so. He therefore preferred Mr. Wicks's suggestion to the lateat
proposal by Mr. Joyce and others.

The Chairman commented that the Executive Board clearly.had beforélit'
two possible courses of action. The first was for the Executive Board to
note the complaint by the Managing Director and\co invite the Guyanese .
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authorities to discuss their case at a later stage. Meanwhile, he as-
Managing Director would be invited to be in touch with the authorities 'to
see whether it was possible for them to improve their adjustment pdligiés
and clarify the possibility of their making the overdue payments. THée -:
date for the authorities to make their case to the Executive Board could
be put fairly far forward, as suggested by Mr. Wicks. One month would .
probably be the minimum time needed. The second possible course of dgction
would be oot to take a decision at the present meeting, to invite the.
Managing Director to communicate with the authorities, and to return to
the topic after the meeting of the Interim Committee.

Mr. Kafka suggested that if the Executive Directors selected the
first course menticned by the Chairman, it would be better to insert a
date eight weeks hence rather than four weeks.

The Executive Directors thereupon approved the first proposal put
forward by the Chairman with the iusertion of the date of Wednesday,
June 6, 19846 as the time when the Guyanese authorities could make their.
case before the Executive Board.

The decision was:

1. The complaint of the Managing Director dated April 4,
1984 on Guyana, in EBS/84/47, Supplement 2, is noted. The _
complaint shall be placed on the agenda of the Executive Board
for June 6, 1984,

2. Considerarion of the complaint in accordance with
Rule K-1 particularly affects Guyana. The member shall be
‘informed by rapid means of communication of this matter and
of its right to present its views through an appropriately
authorized representative,

Decision No. 7660-(84/54), adopted
April 5, 1984
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DECISIONS TAKEN SINCE PREVIOUS BOARD MEETING

“The foilowing decisions were adopted by the Executive Board without
meeting in the period between EBM/84/53 (4/4/84) and EBM/84/54 (4/5/84).

3. ’ﬁAPPRovAL-OF MINUTES

. The minutes of Executive Board Meetings 83/166 through
837169 are approved. (EBRD/84/104, 3/29/84),

Adopted April 4, 1984

4, EXECUTIVE BOARD TRAVEL

Travel by Executive Directors as set forth in EBAP/84/67 (4/3/84) is’

approved.

APPROVED: May 24, 1984

LEQO VAN HOUTVEN
Secretary
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Honorable Carl Greenidge
Governor of the International
Monetary Fund for Guyana
Ministry of Economic Planning

, and Finance
Georgetown, Guyana

I refer to the various communications of the International Monetary
Fund to you concerning the nonobservance of obligations under the
Articles of Agreement of the Fund.

I attach for your information the text of my memorandum of April 4,
1984 to the Executive Board setting forth the obligations under the
Articles of Agreement of the International Monetary Fund that it appears
to me are not being observed by Guyana.

The Executive Board has decided to place on its agenda for a meeting
to be held on June 6, 1984 the complaint set forth in paragraph 2 of
my memorandum.

Congideration of the complaint in paragraph 2 of my memorandum
could result in the declaration of ineligibility of Guyana to use the
general resources of the Fund under Article XXVI, Section 2(a) of the
Articles of Agreement, or the limitation of Guyana's use of the general
resources of the Fund according to Rule K-2 of the Fund's Rules and
Regulations.

The Government of Guyana is entitled under the Articles and By4Laws
of the Fund, and is therefore invited, to present its views, both orally
“and in writing, through an appropriately authorized representative at the
meeting of the Executive Board referred to above, and at such subsequent
meetings as the Executive Board may hold on this matter, at the Fund's
headquarters in Washington, D.C. If you so desire, the Executive
Director elected by Guyana may represent Guyana at any such meetings.

-1 am prepared to make arrangements at your request for the full
briefing of your representative omn all relevant matters.

J. de Larosigre
Managing Director
Interfund

Please repeat ro:

The Honorable

Patrick E. Matthews, Governor
Bank of Guyana

Georgetown, Guyana

Attachment
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april &4, 1984

To: - Members of the Executive Board
From: . The Managing Director

Subject: Guyana - Report and Complaint under Rule K-1

1. Repeated communications have been addressed by the International
Monetary Fund to Guyana, and repeated contacts have taken place with the
Guyanese authorities concerning the nonobservance of certain.obligations
under the Articles of Agreement ~f -the Fund. The communications and
contacts have not resulted in a resumption of the observance of such
obligations.

2. The following complaint is made in accordance with Rule K-1 of
the Fund's Rules and Regulations. It appears to me that Guyana is not
fulfilling obligations under the Articles of Agreement relating to
repurchases and charges in the General Department. As of March 30, 1984
these obligations were as follows:

(a). To repurchase the equivalent of SDR 8,492,188, including

(1) repurchases equivalent to SDR 3,281,250, due in
installments of SDR 2,187,500 on May 31, 1983, and of SDR 1,093,750 on
July 30, 1983, in respect of a purchase made on July 31, 1978, under thé
compensatory financing facility, and

“(ii) repurchases equivalent to SDR 2,156,250, due in oo
equal installments of SDR 1,078,125 on June 27 and December 27, 1983,
in respect of a purchase made on June 28, 1978, under the extended
Fund facility, supplementary financing facility, and

(iii) repurchases equivalent to SDR 2,343,750, due
in equal ianstallments of SDR 781,250 each on July 16, October 16, 1983,
and Januvary 16, 1984, in respect of a purchase made on January 17, 1980 .
under the compensatory finapncing facility, and ’

(iv) a repurchase equivalent to SDR 710,938, due on
February 5, 1984 in respect of a purchase on August 6, 1980, under the
extended Fund facility, supplementary financing facility; and

(b) To pay charges of SDR 5,499,206, of which S$DR 1,505,295
was due on July 13, 1983, SDR 756,007 was due on August 4, 1983,
SDR 744,084 was due on November 8, 1983, SDR 1,761,460 was due on
January 12, 1984, and SDR 732,360 was due on February 7, 1984, under
Article V, Section 8(b).





