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1. OVERDUE PhYMENTS TO FUND - EXPERIENCE AND PROCEDURES .- - --- 

The E x e c u t i v e  D i r e c t o r s  c o n s i d e r e d  a p a p e r  d e a l i n g  w i t h  e x p e r i e n c e  
and  p rocedures  on ove rdue  payments t o  t h e  Fund (EBS/84/46, 3 / 9 / 8 4 ) .  

Mr. NimatalLah made t k 2  f o l l o w i n g  s t a t e m e n t :  

As T. have s a i d  many times, my a u t h o r i t i e s  a re  f i r m l y  committed 
t o  a f i n a n c i a l l y  s t r o n g  Fund t h a t  c a n  respond e f f e c t i v e l y  t o  t h e  
needs of borrowing c o u n t r i e s  and g i v e  c r e d i t o r s  a s s u r a n c e  t h a t  
they w i l l  be r e p a i d ,  A f i n a n c i a l l y  s t r o n g  Fund i s  i n  t h e  i n t e r e s t s  
of all i t s  members .  

My a u t h o r i t i e s  hope t h a t  all members w i l l  c o o p e r a t e  t o  k e e p  
t h e  Fund f i n a n c i a l l y  s t r o n g .  They f u l . l y  s u p p o r t  t h e  p o l i c i e s  
a l r e a d y  e s t a b l i s h e d  t o  s a f e g u a r d  t h e  Fund ' s  f i n a n c i a l  p o s i t i o n .  
They a re ,  howeve.r, conce rned  t h a t  t h e r e  is no  c lear  and c o n s i s t e n t  
p o l i c y  t o  guide management i n  cxses  where members do  no t  repay the  
Fund on t h e  due d a t e s .  Such a p o l i c y  i s  e s s e n t i a l  ta p r o t e c t  t h e  
Fund's  c r e d i t w o r t h i n e s s  and i t s  image i n  t h e  i n t e r n a t i o n a l  f Inau- 
c i a 1  communi t y  . 

T h e  s t a f f  p a p e r  on t h e  s u b j e c t  i s ,  t h e r e f o r e ,  p e r t i n e n t  and 
timely. It i s  c l ea r  fyom t h i s  p a p e r  t h a t  t h e  problem o f  cve rdue  
payments -is growing. T h e  problem c o u l d  a l s o  worsen ,  g i v e n  the. 
Large i n c r e a s e  i n  r e p u r c h a s e s  f a l l i n g  due over t h e  n e x t  few yearsa 

T b i s  i s  d i s t u r b i n g .  The r e s o u r c e s  of t h e  Fund a r e  made a v a i l -  
ab l e  on a temporary and  r e v o l v i n g  basis.  F a i l u r e  t o  r e p u r c h a s e  on 
time weakens t h e  Fund's l i q u i d i t y  and i e d u c o s  t h e  r e s o u r c e s  avai l -  
able f o r  o t h e r  borrowing coun t r i e s .  It c o u l d  a l s o  weaken t h e  
c o n f i d e n c e  of Fund c r e d i t > c s ,  and undermine t h e  c r e d i b i 1 i . t y  of 
Fund-supported programs.  A s  cL1e Managing D i r e c t o r  s a i d ,  I n  h i s  
s p e e c h  i n  C i n c i n n a t i  on March 1 6 ,  " t h e  v i a b i l i t y  of t h e  Fund 
depends lipon bo r rowing  c o u n t r i e s '  r e p a y i n g  t h e i r  l o a n s  w i t h i n  a 
r e l a t i v e l y  s ho r t  p e r i o d  . '' 

F o r  t h e s e  reasons, my a u t h o r i t i e s  b e l i e v e  t h a t  the F m d  s h o u l d  
formulate a c lear  p o l i c y  on how t o  d e a l  with c h i s  problem. They 
welcome the s t e p s  t h a t  t h e  Fund h a ?  aIrPLdy taken t o  improve i t s  
p rocedures  f o r  e n c o u r a g i n g  members t o  r e p a y  on rime. They a l s o  
e n d o r s e  t h e  Fund ' s  f i rm  s t a n c e  against p o s t p o n i n g  o r  reschedul . ing 
r e p u r c h a s e s .  But my a u t h o r i t i e s  doub t  whe the r  t h e s e  p r o c e d u r e s  
and p o l i c i e s  a r e  s u f f i c i e n t ,  s i n c e  some members a re  s t i l l  f a i l i n g  
t o  meet t h e i r  r e p u r c h a s e  o b l i g a t i o n s .  

Saud i  A r a b i a ,  t h e r e f o r e ,  be l i eves ,  t ha t :  s t l ronger ,  more effec- 
a r e  now r e q u i r e d .  The s t a f f  examine a number of 

s ,  in p a r t i c u l a r :  
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(1) i n i t i a t i n g  p r o c e d u r e s  t h a c  c o u l d  l e a d  t o  a l i m i t a t i o n  
of a member's r i g h t  t o  use  Fund r e s o u r c e s ,  o r  t o  i n e l i g i b i l i t y ,  
if payments a r e  s t i l l  o u t s t a n d i n g  a f t e r  a r e1a t ive l ;y  s h o r t  p e r i o d  
a f ,  s a y ,  6 i x  months;  

( 2 )  imposing p e n a l t y  c h a r g e s  on h o l d i n g s  of members' cur-  
rencies  t h a t  have n o t  b e e n  r e p u r c h a s e s  on s c h e d u l e ;  and 

( 3 )  g i v i n g  p u b l i c i t y  t o  t h e  f a c t  t h a t  t h e  Fund i s  t a k i n g  
p r o c e d u r e s  a g a i n s t  a member w i t h  r e s p e c t  t o  ove rdue  payments. 

These p o l i c y  o p t i o n s  s h o u l d  be c a r e f u l l y  c o n s i d e r e d .  They 
go v e r y  much I n  t h e  r i g h t :  d i r e c t i o n ,  However, my a u t h o r i t i e s  
feel  t h a t  more i s  needed t o  a c h i e v e  t h e  r i g h t  c o m b i n a t i o n  of 
firmness and d i s c r e t i o n ,  The Fund s h o u l d  g i v e  members every 
o p p o r t u n i t y  and  i n c e n t i v e  t o  r e p a y  sooner r a t h e r  t h a n  l a t e r ,  but  
l e a v e  them i n  no d o u b t  of t h e  consequences  of  n o t  r e p a y i n g .  My 
a u t h o r i t i e s  b e l i e v e  t h a t  t h i s  c o u l d  bes t  be a c h i e v e d  i f  t h e  Fund 
a p p l i e d  i t s  s a n c t i o n s  i n  s t a g e s  and made them s t r o n g e r  t h e  l o n g e r  
r epaymen t s  were d e l a y e d .  T h e  f o l l o w i n g  i s  one  p o s s i b l e  approach .  

I n  cases where t h e  member h a s  no o l i t s t a n d l n g  programs w i t h  t h e  
Fund, t h e  Fund c o u l d  p r o c e e d  i n  f o u r  stages:  

Stage 1: T h r e e  months a f t e r  t h e  due d a t e ,  the-  Fund would 
i s s u e  a c l e a t  warn ing  t o  t h e  member, s t a t i n g  t ha t  t h e  Fund would 
start i n e l i g i b i l i t y  procedures  u n l e s s  t h e  member r e p a i d  w i t h i n  t h e  
next t h r e e  months. A t  t h e  same t i m e ,  t o  g i v e  t h e  warn ing  t e e t h ,  
t h e  Fund would immedia t e ly  impose p e a a l t y  charges f o r  t h e  n e x t  

e t h r e e  monchs. A t  t h i s  s t a g e ,  i t  would,  I t h i n k ,  b e  a p p r o p r i a t e  
t o  make the p e n a l t y  s u c h  .as t o  e l i m i n a t e  t h e  c o n c e s s i o n a l i t y  
e l e m e n t  i n  Fund c h a r g e s .  The member would thus have two i n c e n -  
r i v e s  t o  r e p a y  t h e  Fund w i t h i n  s i x  months of t h e  due d a t e .  

S t a g e  2 :  A f t e r  s i x  months, i f  the  member had s t i l l  no t  
repaid o r  shown no  i i i t e n t i o n  t o  r e p a y ,  t h e  Fund would s t a r t  
i n e l i g i b i l i t y  p r o c e d u r e s .  A t  t h e  same t i m e ,  t h e  Fund would warn 
t h e  member t h a t  f a i lu re  t o  r e p a y  w i t h i n  a f u r t h e r  45 days  would 
l ead  t h e  Fund t o  make p u b l i c  the f ac t  t h a t  i t  was t a k i n g  this 
s a n c t i o n  a g a i n s t  t h e  member. The Fund would a l s o  increase t h e  
p e n a l t y  charges  sufficiently above market rates so t h a t  i t  would 
then be w o r t h w h i l e  f o r  t h e  member t o  borrow from o t h e r  sources 
t o  repay t h e  Furid. 

Stage 3 :  I f ,  a f t e r  t h e  45 d a y s ,  t h e  member had s t i l l  n o t  
r e p a i d  OK shown no s e r i o u s ,  d e a r  i t . t e n t i o n  t o  repay, t h e  Fund 
would inform t h e  banks and o%hel: o f f i c i a l  l e n d e r s  and u rge  them 
t o  suspend any  f u r t h e r  loans  u n t i l  t h e  member r e p a i d  t h e  Fund. 
The Fund has b e e n  c o o p e r a t i n g  t h  t h e  banks i n  h e l p i n g  c o u n t r i e s  

and t h e  banks s h o u l d ,  t h e r e f o r e ;  
be r counrr  i e s  
e s s e n t i a l  t h a t  
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banks s u p p o r t  t h e  Fund i n  e x e r t i n g  p r e s s u r e  o n  inembrr c o u n t r i e s  
t h a t  reach t h i s  s t a g e  w i t h o u t  showing an}. i n t  Zntion t o  repay.  

S t a g e  4 :  I f ,  a f t e r  seven  and a h a l f  mon:.hs, the member had 
not  shown any i n t e n t i o n  of r e p a y i n g ,  t h e  bund might have l i t t l e  
c h o i c e  but  t o  c o n s i d e r  t h e  u l t i m a t e  s t e p  o f  c o m p e l l i n g  t h e  member  
t o  withdraw from t h e  Fund. T h e  Eoard wou ld ,  of c o u r s e ,  have t o  
exercise c o n s i d e r a b l e  d i s c r e t i o n  b e f o r e  s u c h  a s e r i o u s  s t e p  was 
t a k e n .  T F c i s  s a n c t i o n  would t h e r e f o r e  be r e q u i r e d  o n l y  i n  v e r y  
eytreme c i r c u m s t a n c e s ,  

I n  c a s e s  where a member f a l l s  ove rdue  i n  i t s  payments when 
d i s c u s s i n g  a new program, t h e  Fund has t h e  immediate  s a n c t i o n  of 
suspend ing  t a l k s  u n t i l  o u t s t a n d i n g  p a y m e n t s  have been s e t t l e d .  
T h i s  i s  now s t a n d a r d  Fund p r a c t i c e  and s h o u l d  be  c o n t i n u e d .  T h e  
present p r a c t i c e  of not  s u b m i t t i n g  r e q u e s t s  f o r  Fund r e s o u r c e s  
t o  t b e  Board i f  members have  ove rdue  payments shou ld  a l s o  be 
c o n t i w e d .  I f  a member remiains i n t e r e s t e d  in a new program, y e t  
f a i l s  t o  make repurchases a f t e r  t h r e e  months,  t h e  Fund s h o u l d  
t h e n  be f r e e  t o  t reat  t h a t  member i n  t h e  same way as I have j u s t  
O u t l  i r led.  

F i n a l l y ,  i.n cases where a member  f a l l s  ove rdue  i n  payments 
d u r i n g  a n  ongo ing  program wich t h e  Fund, t h e  present p r o c e d u r e s  
cou ld  be s t r e n g t h e n e d .  According t o  the s t a f f  p a p e r ,  t h e  Fund 
c a n n o t ,  l e g a l l y ,  r e f u s e  a p u r c h a s e ,  once a program h a s  been 
a g r e e d ,  i f  a member w i t h  ove rdue  payments i s  complying w i t h  t h e  
performance c r i t z r i a .  T h i s  i s  u n d e r s t a n d a b l e  i n  t h e  l i g h t  of 
t h e  cont i .nuing c o o p e r a t i o n  between t h e  Fund and t h e  member. A t  
cshe same t i m e ,  however, Fund programs u s u a l l y  i n c l u d e ,  as one  of 
t h e  performance c r i t e r i a ,  t h e  r e d u c t i o n  o r  e l i m i n a t i o n  of payments 
arrears t o  o t h e r  c r e d i t o r s .  

In t h e  l i g h t  of t h i s ,  I wonder whe the r  something s i m i l a r  
cou ld  be added c o  r c r e n g t h e n  t h e  Fund ' s  p o s i t i o n  i n  case of 
d e l a y s  i n  r e p u r c h a s e s  d u r i n g  t h e  life of a program. It would be 
c o n s i s t e n t  and p r u d e n t  f o r  t h e  Fund t o  l e t  members know, i n  
advance,  t h a t  f a i l u r e  t o  r epay  t h e  Fund c o u l d  i n t e r r u p t  t h e i r  
drawing r i g h t s .  One way of  doiilg t h i s  would be t o  add a new 
performance c r l t e r i o n ,  i n  all arangements, making p u r c h a s e s  
c o n d i t i o n a l  on a member's r e d u c i n g  and e l i m i n a t i n g  l a t e - p a y m e n t s  
t o  t h e  Fund. - i/ 
w i t h  d i s c r e t i o n ,  on a case-by-case b a s i s . .  

Such a performance c r i t e r i o n  c o u l d  be Implemented 

I n  c o n c l u s i o n ,  I would emphasize a g a i n  t h a t  my a u t h o r i t i e s '  
o b j e c t i v e  i s  t o  keep t h e  Pun a n c i a l l y  s t r o n g  a n d  e n s u r  
t h e  Fund's  r e s o u r c e s  r ema in  e arid a v a i l a b l e  €or  all i 
members i n  t h e  f u t u r e .  They e v e  t h a t  t h e  Fund s h o u l d  have a 

s c h a t  are i n  
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E i r m  and clear po1ic.y i n  t h i s  area;  t h e y  a l s o  b e l i e v e  that this 
p o l i c y  s h o u l d  be implementecl w i t h  d i s c r e t i o n  and f l e x i b i l i t y .  

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

We are. c o n f r o n t i n g  t o d a y  o v e r d u e  o b l i g a t i o n s  i n c u r r e d  by two 
of our  member c o u n t r i e s ,  Guyana and Nica ragua .  L would l i k e  f i r s t  
t o  make some g e n e r a l  comments o n  t h e  problems of o v e r d u e  o b l i g a t i o n s  
and how t o  d e a l  w i t h  them. 

It i s  c l ea r  t h a t  t h e  a c c u m u l a t i o n  of ove rdue  o b l i g a t i o n s  t o  t h e  
Fund i a  one of t h e  many r e f l e c t i o n s  of t h e  g e n e r a l  d e b t  c r i s i s .  It 
i s  a l s o  c lear  t h a t   he Fund must s a f e g u a r d  i t s  p o s i t i o n .  W i t h o u t  
n e c e s s a r i l y  q u e s t i o n i n g  t h a t  t h e  Fund ' s  claims s h o u l d  no r  be 
r e s c h e d u l e d  l i k e  t h o s e  of o t h e r  c r e d i t o r s ,  t h a t  does  not  mean 
t h a t  o t h e r  forms of postponement  may n o t  be  S u s t i f i e d .  Obv ious ly ,  
t h e  Fund u n d e r  t h e  Articles has  an o b l i g a t i o n  t o  s a f e g u a r d  t h e  
temporary n a t u r e  of t h e  u s e  of i t s  r e s o u r c e s ,  b u t  t h e  Ar t ic les  
t h e m s e l v e s  f o r e s e e  i n  A r t i c l e  V ,  S e c t i o n  7(g)  t h e  p o s s i b i l i t y  of 
p o s t p o n i n g  r e p u r c h a s e s ,  c o n s i s t e n t  w i t h  t h e  temporary u s e  of t h e  
F u n d ' s  r e s o u r c e s  i n  case o f  e x c e p t i o n a l  h a r d s h i p  f o r  t h e  nember,  
i f  a spec ia l  m a j o r i t y  of 7 0  percent  a g r e e s .  1 s u b m i t  t h a t  i t  i s  
incumbent upon t h e  Fund t o  i n v e s t i g a t e  t h e  p r e s e n c e  o r  n o t  of 
e x c e p t i o n a l  h a r d s h i p ,  b e f o r e  t a k i n g  d e c i s i o n s  where such  h a r d s h i p  
may be r e l e v a n t .  F u r t h e r m o r e ,  unde r  Art ic le  V ,  S e c t i o n  8 ( e ) ,  t h e  
Fund may a l l o w  a c o u n t r y  t o  pay c h a r g e s  i n  i t s  own c u r r e n c y ,  a 
d e c i s i o n  r e q u i r i n g  o n l y  a simple m a j o r i t y .  

The s t a f f  a rgues  t h a t  r e s c h e d u l i n g  would n o t  m a t e r i a l l y  
f a c i l i t a t e  r epaymen t s  t o  t h e  Fund o r  c o n t r i b u t e  t o  t h e  a d o p t i o n  
of  a p p r o p r i a t e  a d j u s t m e n t  p o l i c i e s .  It seems t o  m e  c h a t  t h i s  
canno t  be  de t e rmined  a p r i o r i  I n  f a c t ,  i t  seems t o  me l i k e l y  
t h a t  i n  m.?ny cases,  i f  w e  a g r e e c  t o  pos tpone  a c t i o n  a g a i n s t  a 
c o u n t r y  f o r  a l i m i t e d  t i m e  pro1,Lded t h a t  counc ry  a d o p t e d  a 
s a t i s f a c t o r y  a d j u s t m e n t  program, repayment  would be f a c i l i t a t e d ,  
f o r  a n  a d d i t i o n a l  i n c e n t i v e  would t h e n  be c r e a t e d  f o r  a c o u n t r y  
w i t h  ove rdue  o b l i g a t i o n s  t o  accelerate  t h e  a d o p t i o n  of a n  
a p p r o p r i a t e  a d j u s t m e n t  program. 

The s t a f f  s u b m i t  € o r  o u r  c o n s i d e r a t i o n  t h r e e  g e n e r a l  ques- 
tions. F i r s t ,  t h e  staff a s k  whe the r  we- s h o u l d  e s t a b l i s h  I f i x e d  
p e r i o d  a f t e r  which t h e  Managing D i r e c t o r  would normally submi t  
a c o m p l a i n t  unde r  i iule K-1 Qr S-1. I t h i n k  r i g i d  r u l e s  have t o  
be eschewed; t h e y  may b e  c o u n t e r p r o d u c t i v e .  The  sec1)nd q u e s t i o n  
is whe the r  p e n a l t y  rates s h o u l d  be  l e v i e d  i n  t h e  case of ove rdue  
o b l i g a t i o n s .  I agree w i t h  t h e  s t a f f  t h a t ,  as i n  t h e  p a s t ,  t h i s  
c o u l d  b e  h a r m f u l  r a t h e r  t h a n  h e l p f u l .  F i n a l l y ,  thL s t a f f  ask what 
k i n d  of p u b l i c i t y  we should give t o  a c t i o n  t h a t  migh t  be' t a k e n  by 

i v e  Board w i t h  t o  members w i t h  o v e r d u e  payments.  
i o n ,  t h i s  w i l l  e d e c i d e d  ad hoc ,  b u t  i t  seems 

a t te rs .  
i t  is n o t  a p p r  c engage  t h e  medid 

~~~ ~ _ ~ _  ~~~ 
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P l r .  Senior s t a t e d  t h a t  h e  b r o a d l y  s u p p o r t e d  nuch of  Mr. Kafka's 
argumenc,  The t i m e l y  d i s c h a r g e  of o b l i g a t i o n s  t o  t h e  Fund was of c o u r s e  
i m p o r t a n t  i f  t h e  Fund were t o  m a i n t a i n  i t s  c r e d i b i l i t y  and e f f t c i e n c y ,  a n d  
t h u s  t o  p l a y  i t s  p r o p e r  r o l e  i n  t h e  i n t e r n a t i o n a l  a d j u s t m e n t  p rocess .  The 
growing incidence of ove rdue  payments i n  ;he p a s t  few y e a r s  had been a 
consequence o€ t h e  d e b t  c r i s i s  and not of a change i n  t h e  b a s i c  p e r c e p t i o n  
of members' r e g a r d i g g  t h e  i m p o r t a n c e  o f  r ema in ing  c u r r e n t  i n  t h e i r  payments 
t o  t h e  Fund. Even i n  t h e  p r e s e n t  s i t u a t i o n ,  where t h e r e  were e v i d e n t  
s t r a i n s  on t h e  i n t e r n a t i o n a l  f i n a n c i a l  s y s t e m ,  and t h e  d e v e l o p i n g  c o u n t r i e s  
were i n  a c r i t i c a l  s i t u a t i o n  I n s o f a r  as d e b t  was conce rned ,  t h e  problem of  
,,verdue payments t o  t h e  Fund w a s  s t i l l  r e l a t i v e l y  small  compared w i t h  t o t a l .  
payments made t o  t h e  Fund each y e a r  and t o  Fund c r e d i t  o u t s t a n d i n g .  Never- 
t h e l e s s ,  t h e  i n c r e a s e  i n  ove rdue  payments c l e a r l y  j u s t i f i e d  t h e  r e v i e w  of 
p r e s e n t  practices and p r o c e d u r e s ,  t o  see whe the r  any m o d i f i c a t i o n s  were 
needed. 

In t h e  p r e s e n t  u n c e r t a i n  i n t e r n a t i o n a l  economic env i ronmen t ,  Mr, Senior 
went on ,  i t  c o u l d  have been e x p e c t e d  t h a t  t h e  scale  of t h e  probLem wou1.d 
have been c o n s i d e r a b l y  l a r g e r .  While t h e  commitment of members t o  a s t r o n g  
Fund had c l e a r l y  been of paramount impox tance ,  t h e  c u r r e n t  p r a c t i c e s  and 
p rocedures  f o r  d e a l i n g  w i t h  overdue payments had also p layed  a r o l e  -in 
m a i n t a i n i n g  t h e  p resent  h i g h  s t a n d a r d .  The f l e x i b l e  approach  adop ted  by 
iwnagement seemed t o  have s e r v e d  ilhe Fund wel l ;  a mote r i g i d  a t t i t i l d e  might 
be  c o u n t e r p r o d u c t i v e .  The p r e s e n t  f l e x i b l e  a p p r o a c h ,  under which members 
were t r e a t e d  on a case-by-case bas is ,  h a d  i n  most  i n s t a n c e s  proi7ided-a 
s u i t a b l e  v e h i c l e  f o r  e l i i c i n a t i n g  ove rdue  payments i n  a r e l a t i v e l y  s h o r t  
t i m e .  Management had had t h e  r e q u i r e d  d e g r e e  of freedom f o r  d e a l i n g  w i t h  
t h e  problems w i t h o u t  g e n e r a t i n g  f r i c t i o n  between t h e  Fund and t h e  nicmbers 
concerned.  A more r i g i d  a p p r o a c h  might  well p r o v i d e  g rounds  f o r  p o s s i b l e  
m u f r o n t a t i o n ,  more p r o t r a c t e d  d e l a y s  I n  payments,  a n d  an impairment  of t h e  
Fund ' s  c r e d i b i l i t y  and i t s  c r e d i t  s t a n d i n g  a s  a borrower.  It s e e m d  c lear  
from t h e  s t a f f  pape r  t h a t  t h e  c u r r e n t  f l e x i b l e  pract ices  d i d  n o t  mean a n  
absence  of e s t a b l i s h e d  c r i t e r i a  o r  e x c e s s i v e  d e g r e e s  oE freedom, As t h e y  
had s e r v e d  t h e  Fund w e l l ,  h e  p r e f e r r e d  t o  r e t a i n  them o r ,  a t  t h e  l e a s t ,  t o  
a v o i d  i n t r o d  icing r i g i d  r u l e s  t h a t  i n  t h e  end mighr prove c o u n t e r p r o d u c r i v e  

A s  t o  t h e  p o s s i b l e  i n t r o d u c t i o n  of a p e n a l t y  ra te  f o r  ove rdue  payments ,  
bfr. Senior  ~remarkecl  t h a t  t h e  s t a f f  pape r  p r e s e n t e d  c o n v i n c i n g  arguments 
a g a i n s t  s u c h  a change. 
t o  r h e  Fund s t r o n g l y  s u g g e s t e d  t h a t  t h e  l e v e l  of i n t e re s t  rates o r  the  
absence  of a p e n a l t y  r a t e  had n o t  g r e a t l y  i n f l u e n c e d  t h e  t i inirig of t h e  
d i s c h a r g e  of members' o b l i g a t i o n s .  I n  v i e w  of t h e  s u b s i d y  i m p l i e d  i n  Fund 
c h a r g e s  and the absence of a p e n a l t y  r a t e ,  i t  would a lways  have been p r o f i t -  
able  f o r  members t o  d e l a y  pay ing  t h e  Fund. Never th  
not  o c c u r r e d  i n  t he  p a s t .  I n c r e a s e s  i n  ove rdue  pay 
l i n e  w i t h  t h e  s t r a i n s  i n  t h e  external  payments s i t u  
c a l . 1 ~  a t  l e a s t ,  b e c a u s e  Fund c h a r g e s  were low,  v e r y  h i g h  1: 
would be needed i f  an e f f e c t i v e  p e c u n i a r y  negaCive i.ncen 

The a n a l y s i s  of e x p e r i e n c e  i n  r e g a r d  t o  payments 

age  prompt payment. Such a l a r g  

e n  more d i f f i c i  
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Regarding p u b l i c i t y ,  M r .  S e n i o r  commented c h a t  i t  would be  d e s i r a b l e  
f o r  t h e  Fund t o  mention s u c h  matters i n  t h e  media only a f t e r  d r a s t i c  a c t i o n  
had been approved ,  and o n l y  t h e n  i n  extreme cases. Otherwise, the use of 
p u b l i c i t y  would a l s o  be c o u n t e r p r o d u c t i v e .  Members t h a t  i n c u r r e d  p r o t r a c t e d  
ove rdue  payments t o  t h e  Fund c o u l d  c l e a r l y  be  e x p e c t e d  t o  be c o n f r o n t i n g  a 
d i f f i c u l t  f i n a n c i a l  s i t u a t i o n ,  so  t h a t  i t  would be a l m o s t  i m p o s s i b l e  t o  
d i s c h a r g e  such o b l i g a t i o n s  from t h e i r  own r e s o u r c e s .  C o u n t r i e s  i n  such  a 
p o s i t i o n  might  have t o  o b t a i n  borrowed r e s o u r c e s  i a  o r d e r  t o  r e s c h e d u l e  
their  ove rdue  payments t o  t h e  Fund; the u s e  of p u b l i c i t y  by t h e  Fund would 
s u r e l y  make i t  i m p o s s i b l e  f o r  them t o  o b t a i n  such  r e s o u r c e s .  

Comnien.ting on t h e  p o s s i b i l i . t y  of r e s c h e d u l i n g  payments t o  t h e  Fund 
e i t h e r  w i t h i n  t h e  normal repayment  p e r i o d  o r  beyond, M r .  Senior n o t e d  t h a t  
the . , s ta€f  had a r g u e d  a g a i n s t  such r e s c h e d u l i n g ,  b a s i c a l l y  o n  t h e  g r o u n d s  
t h a ~  it; was u n l i k e l y  ma te r i a l ly  t o  f a c i 1 i t a t . e  repayment t o  t h e  Fund, o r  t o  
c m t r r i b u t e  co t h e  a d o p t i o n  of a d j u s t m e n t  p o l i c i e s  1l.kel.y t o  s o l v e  the 
u n d e r l y i n g  b a l a n c e  of payments problems. L i k e  Mr, Kafka, h e  had not. found 
such  a rgumen t s  c o n v i n c i n g ,  Na t : u r a l l y  , r e c u r r e n t  r e s c h e d u l i n g s  wi . thaut  t h e  
a d o p t i o n  of any a d j u s t m e n t  p o l i c i e s  would not  i n  t h e m s e l v e s  c o n t r i b u t e  t o  
t h e  f u t u r e  d i s c h a r g e  of t h e  ove rdue  o b l i g a t i o n s ,  and might  even cc l r i t r i bu te  
t o  t h e  postponement o i  t h e  a d o p t i o n  of  t h e  r e q u i r e d  s t a b i l i z a t i o n  p o l i . c i e s .  
However, a r e s c h e d u l i n g  of payments t o  t h e  Fund t h a t  was agreed  upon i n  
c o n j u n c t i o n  w i t h  t h e  a d o p t i o n  of a p p r o p r i a t e  a d j u s t m e n t  p o l i c i e s  s h o u l d  
f a c i l i c a t e  f u t u r e  repayments .  A f t e r  a l l ,  t h a t  was b a s i c a . l l y  what was d0n.e 
for many members w i t h  d e b t s  t o  o t h e r  c r e d i t o r s .  Moreover ,  p r o v i s i o n  f o r  ' 

s u c h  2 s o l u t i o n , w a s  c o n t e m p l a t e d  by t h e  Articles o f  Agreement,  wh ich  s t a t e d  
Cha,t, in t h e  e v e n t  c f  e x c e p t i o n a l  h a r d s h i p  f o r  a member, t h e  E x e c u t i v e  
Board mighr by s p e c i a l  m a j o r i t y  pos t p o n c  r e p u r c h a s e s .  While such resched- 
uling s h o u l d  n o t  t a k e  p l a c e  more o r  less a u t o m a t i c a l l y ,  t h e  p r e s e n c e  of 
exkep t iona l .  h a r d s h i p  s h o u l d  be i n v e s t i g a t e d  i n  r e l e v a n t  c a s e s I  

Mr. Ismael s t a t e d  that  h e  coo would l i k e  t o  e n d o r s e  f u l l y  a l l  the 
v iews  e x p r e s s e d  by blr. Kafka.  He hoped t h a t  t h e  E x e c u t i v e  Board would 
a c c e p t  h i s  a d v i c e  and  s u g g e s t i o n s .  It  was clear  from what: Mr. Kafka had 
s a i d  t h a t  t h e  a b s e n c e  of e s t a b l i z h e d  p r o c e d u r e s  c o u l d  be a n  a d v a n t a g e ,  i n  
that  i t  p rov ided  scope f o r  f l e x i b i l i t y  and i n n o v a t i o n  i n  d e a l i n g  w i t t i  
i n d i v i d u a l  coun t r i e s .  

It was h e a r t e n i n g  t o  know t h a t ,  s o  f a r ,  no member had d e f a u l t e d  on  
i t s  f i n a n c i a l  o b l i g a t i o n s  t o  t h e  Fund, MY. Ismael observed.  It was a l s o  
h e a r t e n i n g  t o  r ead  c h a t  ove rdue  payments t o  t h e  Fund remained a small p ~ o -  
p o r t i o n  b o t h  of tc ta l  p a p w n t . s  f a l l i n g  due and o f  t o t a l  Fund c r e d i t  o u t -  
s t a n d i n g .  N e v e r t h e l e s s ,  t h e  staff had e x p r e s s e d  c o n c e r n  a b o u t  t h e  increase 
i n  t h e  i n c i d e n c e  of ove rdue  payments,  w i t h o u t  a c t u a l l y  a t t e m p t i n g  t o  e x p l a i n  
t h e  ?kenomenon. H e  h i m s e l f  wandered w h e t h e r  the r i s e  i n  t h e  number of 
ove rdue  o b l i g a t i o n s  was i n  any way l i n k e d  to t h e  e x t r e m e l y  d i f f i c u l t  g loba l  
economic and f i n a n c i a l  s i t u a t i o n .  I f  a r e l a t i o n s h i p  d i d  e x i s c  between 
ove rdue  obligations and ehe economic and f i n a n c i a l  c o n d i t i o n s  i n  t h e  wor ld  

wondered w h e t h e r  there  would be a n  improvemezit i n  the figures 
I d  economy began t o  impr f s o ,  t h e r e  m i g h t  n o t  be any 

w i t h  what would  



- 9 -  EBM/S4/S4 - 4 / 5 / 3 4  

i h e n  a p p e a r  t o  be 2- r e l a t i v e l y  minor problem. He p r e f e r r e d  t o  a d o p t  a 
case-by-case b a s i s  t h a t  would make i t  p o s s i b l e  to t a k e  a c c o u n t  of a Iiunibcr 
o€  d i f € c r e n t  cases, r a n g i n g  from one where ove rdue  o b l i g a t i o n s  a r o s e  as a 
r e s u l t  o f  u n w i l l i n g n e s s  of t h e  member t o  pay,  t o  one where a member slimply 
Lacked t h e  means t o  pay. 

I n  t h o s e  cases where ove rdue  s b l i g a t - i o n s  had a r i sen  a s  a result  of 
i n a b i l i t y  t o  pay ,  Mr. I s m s e l  o b s e r v e a ,  and where t h e  member conce rned  was 
w i l l i n g  t o  adop t  a n  ad justmeri :  program, t h e  e x i s t e n c e  of overdue o b l i g a t i o n s  
s\hould n o t  s t a n d  i n  t h e  way  06 n e g o t i a t i o n s ,  o r  of  E x e c u t i v e  Board c o n s i d e r -  
a t i o n  of 3 new r e q u e s t  f o r  t h e  u s e  of Fund r e s o u r c e s .  Such a request m i g h t  
e i t h e r  be g r a c t e d  c o n o i t i o n a l l y ,  s u b j e c c  t o  t h e  inernher s e t t l i n g  i t s  ove rdue  
o b l j  g a t t o n s ,  o r  i n  a "back-to-back" a r r a n g e m e n t ,  whereby t h e  p roceeds  of 
a new drawing on t h e  Fund c o u l d  be used  t o  d i s c h a r g e  o u t s t a n d i n g  o b l i g a -  
t i o n s .  He  a a d e  t h e  s u g g e s t i o n  because  i t  seemed t o  him t h a t  E x e c u t i v e  
D i r e c t o r s  were e x c e s s i v e l y  p reoccup ied  w i t h  p r e s e r v i n g  t h e  r e v o l v i n g  n a t u r e  
of Fund r e s o u r c e s  and were i n  dange r  of f o r g e t t i n g  t h e i r  r e a l  o b j e c t i v e ,  
which s h o u l d  be t o  p e r s u a d e  members i n  d i f f i c u l t  l a l a n c e  of paymeats posi-  
t i o n s  t o  adopt  a p p r o p r i a t e  a d j u s t m e n t  measures .  I€ by pos tpon ing  repayments  
or by g r a n t i n g  new c r e d i t s  a t  a t i m e  when t h e r e  was an  o u t s t a n d i n g  obliga- 
t i o i l ,  the Fund c o u l d  p e r s u a d e  a member t o  u n d e r t a k e  a d j u s t m e n t  as a rneans 
of attaining a v i a b l e  b a l a n c e  of  payments p o s i t i o n ,  t h e  E x e c u t i v e  D i r e c t o r s  
s h o u l d  not  h e s i c a t e  t o  move i n  t h a t  d i r e c t i o n .  H e  f u l l y  a g r e e d  w i t h  
Mr. Kafka Khat i f  c o u n r r i e s  w i t h  a p p r o p r i a t e  a d j u s t m e n t  programs were  g i v e n  
more t ime, t h e y  would have a f a r  b e t t e r  chance of making repaymento 

Responding t o  t h e  t h r e e  q u e s t i o n s  r a i s e d  by t h e  s t a f f ,  Mr. Ismael 
s t a t e d  t h a r  he was n o t  i n  f avor  oE e s t a b l i s h i n g  a f i x e d  p e r i o d  a f t e r  which 
t h e  l i l inaging D i r e c t o r  would lodge  a compla in t  under  Ru le  K-1 o r  Rule S-1. 
Flc w m l d  p r e f e r  a f l e x i b l e  approach t h a t  would p r o v i d e  room f o r  d i s c r e t i o n  
a n d  f o r  p o l i t i c a l  ac-ommodation. Such elements  were e s s e n t i a l  i n  d e a l i n g  
w i t h  members who were ,  a f t e r  a l l ,  s o v e r e i g n  s t a t e s .  On t h e  q u e s t i o n  of 
whether  3 p e n a l t y  r a t e  of i n t e r e s t  s h o u l d  be l e v i e d ,  h i s  chair was s t r o n g l y  
opposed. Mec.bers w i t h  ove rdue  o b l i g a t i o n s  were c l e a r l y  i n  a d i f f i . c u l t  
situation, and c h a r g i n g  a p e ~ s l t y  r a t e  of i n t e r e s t  would on ly  compound 
t h e i r  woes. As t o  p u b l i c i t y ,  h e  f a v o r e d  d i a l o g u e  and diplomacy as opposed 
t o  a d v e r s e  p u b l i c i t y ,  which, i n  h i s  view,  would n o t  solve t h e  prob!.ern of 
overdue o b l i g a t t o n s .  I n d e e d ,  i t  seemed l i k e l y  t h a t  such p u b l i c i t y  rnightl 
b e  seen by t h e  i n t e r n a t l o n a l  community as  a s i g n  of bad judgment on the  
par t  of t h e  Fund and a r e f l e c t i o n  of t h e  i n e f f e c t i v e n e s s  of Fund programs. 
He would t h e r e f o r e  s t r o n g l y  oppose any p u b l i c i t y  on overdue o b l i g a t i o n s .  

Rega rd ing  t h e  pos tponernent o r  r e s c h e d u l i n g  o f  d e b t  owed eo the Fund, 
M r .  Ismael noccd  t h a t  che s t a f f  had a r g u e d  t h a t  bec;-ise Fun 
of a cevolvir 'g c h a r a c t e r ,  no re cou ld  be a l l o w  
d u r i n g  t h e  pclst fsw y e d r s  t h e  F yed a v e r y  a c t  

y commercial. bank i n d e e d  pe r suaded  some of them t o  

e x p o s u r e  i n  cer ta  es. Commercial bank r e s o u r c e s  
r e v o l v i n g  c h a r  t l i a b i l i t i e s ,  w i t h  which banks 

t r i e s  
r a s se t s ,  had on a v e r a  c h  s h o r t e r  m a t u r i t y  t h a n  t h e  



I n  o t h e r  words, t h e  Fund was i n  a b e t t e r  p o s i t i o n  t o  r e s c h e d u l e  payments 
owing t o  i t  t h a n  were commercial  banks.  I n  t h o s e  c i r c u m s t a n c e s ,  h e  would 
n o t  be p a r t i c u l a r l y  a v e r s e  t o  t h e  i d e a  of p r o v i d i n g  d e b t  r e l i e f  t o  members 
i n  a v e r y  s e r i o u s  b a l a n c e  oE payments p o s i t i o n .  

Mr. Erb r e c a l l e d  t h a t  i t  had been a l m o s t  two y e a r s  p r e v i o u s l y  (EBM/82/43, 
4 / 7 / 8 2 )  t h a t  he  had r a i s e d  t h e  s u b j e c t  of o v e r d u e  payments t o  t h e  Fund i n  
an E x e c u t i v e  Board mee t ing .  A t  t h a t  time, he  had  s a i d  t h a t  h e  was conce rned  
by t h e  adopti .on of a case-by-case approach  by t h e  E x e c u t i v e  D i r e c t o r s  i n  
r e l a t i o n  t o  t h e  g e n e r a l  s u b j e c t  of arrears ,  and  t h a t  h e  had e x p r e s s e d  simi- 
l a r  conce rns  d u r i n g  t h e  E x e c u t i v e  Board d i s c u s s i o n  i n  c o n n e c t i o n  w i t h  Sudan 
t h a t  had t a k e n  p l a c e  d u r i n g  t h e  p r e v i o u s  year (i.e., i n  1981) .  He had 
gone on t o  s a y  t h a t  i t  would be a m i s t a k e  t o  c o n t i n u e  u s i n g  a case-by-case 
approach  b e f o r e  c o n s i d e r t n g  a11 of t h e  p o l i c y  i s s u e s  c o n n e c t e d  w i t h  arrears. 
To avoid any f u t u r e  problems t h a t  might  a r i s e ,  t h e  s t a f f  s h o u l d  be a s k e d  
t o  c o n s i d e r  a l l  t h e  i s s u e s  i n v o l v e d .  

H e  t h e r e f o r e  welcomed t h e  c u r r e n t  Fund s t a f f  p a p e r ,  which l a i d  o u t  
a l l  t h e  i s s u e s  i n v o l v e d  i n  c o n n e c t i o n  w i t h  ove rdue  payments t o  t h e  Fund, 
and  h e  would l i k e  t o  comment on t h e  proposals and recommendations made by 
the s t a f f ,  Mr, Erb  c o n t i n u e d .  While he  was s y m p a t h e t i c  t o  t h e  a u t h o r i t i e s  
of many c o u n t r i e s  t h a t  had d i f f i c u l t y  i n  m e e t i n g  payments t o  t h e  Fund, and 
t o  o t h e r  i n s t i t u t i o n s  as w e l l ,  h e  would emphasize t h e  i m p o r t a n c e  of t h e  
E x e c u t i v e  Board 's  a d o p t i n g  p o l i c i e s  and p r a c t i c e s  t h a t  made i t  a b s o l u t e l y  
clear that overdue  psyrnents t o  t h e  Fund weakened t h e  Fund i n  a - v a r i e t y  of 
ways and were t h e r e f  o r e  u n a c c e p t a b l e .  

The s t a f f  had c i t e d  a number of r e a s o n s  why t h e  e x i s t e n c e  of ove rdue  
payments t o  t h e  Fund undermined t h e  Fund and i t s  o p e r a t i o n s ,  and h e  would 
emphasize two of them, Mr. E r b  remarked. Overdue payments t o  t h e  Fund cer- 
t a i n l y  . a f f e c t e d  t h e  p u b l i c  p e r c e p t i o n  o€ t h e  Fund as  a monetary i n s t t t u t i o n ,  
p a r t i c u l a r l y  if t h e r e  were a l a r g e  number of c o u n t r i e s  w i t h  ove rdue  payments,  
and i f  t h o s e  ove rdue  payments were o u t s t a n d i n g  f o r  l o n g .  H e  would a l s o  l a y  
emphasis  on t h e  p o t e n t i a l  impact  of t h e  e x i s t e n c e  of a l a r g e  number of 
a r r e a r s  on t h e  c a t a l y t i c  r o l e  of  t h e  Fund, s e e i n g  t h a t  t h e  major  f e a t u r e  
of t h e  c a t a l y t i c  r o l e  was t o  i n d u c e  c t h e r  l e n d e r s  t o  p r o v i d e  r e s o u r c e s  t o  
a c o u n t r y  a t  t h e  came t i m e  as t h e  Fund. T h e r e  was a l s o  a n  i s s u e  of uniform- 
i c y  of t r e a t m e n t  f o r  t h e  membership. It was u n f a i r  t o  c o u n t r i e s  t h a t  made 
e - w r y  e f f o r t  t o  make payments t o  t h e  Fund on t i m e  t o  t a k e  a l a x  a p p r o a c h  
t o  t h o s c  c o u n t r i e s  t h a t  d e l a y e d  payment. Moreover ,  as was c lear  from t h e  
s t a f f  p a p e r ,  when a l a r g e  number of  c o u n t r i e s  were beh ind  i n  t h e i r  payments 
t o  the Fund, t h e r e  would be a c o s t  t o  t h e  T r e a s u r e r ' s  Department ,  t h u s  i n  
e f f e c t  r a i s i n g  t h e  c o s t  of money t o  a l l  members. 

Commenting on t h e  c o n c l u s i o n s  and recommendations by t h e  s t a f f ,  M r .  E r b  
s t a t e d  t h a t  h e  would s t r o n g l y  agree t h a t  the  Fund should  be Q 

n i c a l  a s s i s t a n c e  i n  any  way tha t :  i t  c o u l d  t o  h e l p  c o u n t r i e s  d 
means of q u i c k l y  making payments t o  the Fund a n d ,  of c o u r s e ,  
F t o r s .  It was i m p o r t a n t  t o  
' n  d un i€orm manner. The F 

t e d  t h a t  i t  had d i  
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o b l i g a t i o n s  t o  t h e  Fund w i t h i n  t h e  normal repayment  p e r i o d s ,  n o r  s h o u l d  i t  
s t r e t ch  r e p u r c h a s e s  beyond t h o s e  p e r i o d s .  
t h e  s t a f f  were q u i t e  c o m p e l l i n g ,  He a l s o  a g r e e d  w i t h  t h e  s t a f f  t h a t  t h e  
Fund s h o u l d  not  p o s t p o n e  the f u l f i l l m e n t  of r e p u r c h a s e  o b l i g a t l o n s  t o  
i t s e l f  when a member had sough t  r e s c h e d u l i n g  i n  a P a r i s  Club n e g o t i a t i o n  
o r  i n  any o t h e r  forum. 

The arguments  p u t  fo rward  by 

When t h e r e  were n e g o t i a t i o n s  i n v o l v i n g  t h e  p o t e n t i a l  u s e  of Fund 
r e s o u r c e s ,  r h e  conduc t  of t h o s e  n e g o t i a t i o n s  s h o u l d  be  made c o n t i n g e n t  upon 
Che prompt s e t t l e m e n t  of ove rdue  o b l i g a t i o n s ,  Mr. E r b  s t a t e d .  I n  a d d i t i o n ,  
when a r e q u e s t  f o r  t h e  m e  of Fund r e s o u r c e s  w a s  s u b m i t t e d  t o  t h e  E x e c u t i v e  
Board, t h e r e  ought  t o  he  a s h o r t  s t a t e m e n t  by t h e  T r e a s u r e r ' s  Department 
r e v i e v i n g  t h e  p a s t  pe r fo rmance  of t h e  c o u n t r y  i n  mee t ing  i t s  o b l i g a t i o n s  
t o  t h e  Fund, a t  l ea s t  i n  t h o s e  cases where there  had been d i f f i c u l t i e s ,  
showing why t h e r e  had been d e l a y s  i n  repayment and how t h e  repayments  had 
u l t i m a t e l y  Seen made. Fund prcigrams ought  t o  i n c l u d e  a n  e x p l i c i t  p e r f o r -  
mance c r i t e r i o n  t h a t  would p r o h i b i t  p u r c h a s e s  when a c o u n t r y  was i n  arrears 
t o  t h e  Fund i n  t h e  course of a Fund program. 

The s t a f f  had d i s c u s s e d  t h e  c a s e  f o r  l e v y i n g  p e n a l t y  c h a r g e s ,  Mr, E r b  
r e c a l l e d .  It would  be a p p r o p r i a t e  t o  impose a p e n a l t y  c h a r g e  upon c o u n t r i e s  
r n a t  became ove rdue  i n  maki.ng r e p u r c h a s e s  from t h e  Fund, f o r  the  p u r p o s e  
of c o v e r i n g  at l e a s t  t h e  i m p l i c i t  c o s t  i n v o l v e d  i n  such  d e l a y s .  The charge 
s h o u l d  however he a m a r k e t - r e l a t e d  one ,  and  h e  would choose some s t a n d a r d  
market r a t e  such as LIBOR o r  a pr ime ratel  He a l s o  ag reed  w i t h  t h e  p r a c t i c e  
of c a l l i n g  f o r  a d d i t i o n a l  payments when payments o r  t r a n s f e r s  were made 
Later t h a n  the due  date. 

Taking u p  t h e  q u e s t i o n  of what t h e  Fund s h o u l d  do i n  cases where ou t -  
s t a n d i n g  arrears  had e x i s t e d  f o r  some t i n e ,  M r .  E rb  s t a t e d  t h a t  i n  g e n e r a l  
h e  agreed w i t h  Mr. N i m a c a l l a h ' s  remarks.  The re  were however two of h i s  
p r o p o s a l s  t h a t  were less e a s y  t o  a c c e p t .  F i r s t  was t h e  p r o p o s a l  t h a t  t h e  
Fund s h o u l d ,  a f t e r  a g i v e n  p e r i o d  of time, e n c o u r a g e  banks and o t h e r  s o u r c e s  
,f c r e d i t  n o t  t o  l e n d  t o  a c o u n t r y  t h a t  was i n  a r r e a r s  t o  t h e  Fund. Such 
a n  arrangement  wou ld  make i t  d i f f i c u l t  f o r  t h e  c o u n t r y  t o  d e a l  w i t h  i t s  
arrears.  Second, h e  would n o t  l!.ke t o  see a presumption c r e a c e d  t h a t  i f  a 
c o u n t r y  'lad been i n  arrears  t o  t h e  Fund f o r  some t i m e ,  c h a t  c o u n t r y  migh t  
be e x p e l l e d .  'Any a c t i o n  of t h a t  s o r t  ought  t o  be eaken on a case-by-case 
b a s i s ;  i t  was not the s o r t  of a c t i o n  t h a t  ought t o  be fo r thcoming  routinely 
if i? c o u n t r y  were i.n ar rears ,  even f o r  a n  ex tended  p e r i o d  of t i m e .  The 
value of Mr. N i r n a t a l l a h ' s  statement was t h a t  i t  d i d  contain e x p l i c i t  guide-  
l i n e s  f o r  h a n d l i n g  a r r e a r s ,  end i t  d i d  make , ; u i t e  c l ea r  what a c t i o n  would 
be  t a k e n  i f  t h e  arrears  were n o t  s e t t l e d  w i t h i n  t h a t  tlme. 

A s  he  u n d e r s t o o d  Fir. Mima 
burden of e x p l a i n i n g  why a n  ac not  be caken would 
c o u n t r y ,  no t  o n  t h e  management 
seemed i s  him t h e  c o r r e c t  one ;  

Fund w i t h i n  g i v e n  
o u l d  expect r e s p a n  
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some l e n i e n c y .  H e  c o u l d  not wholly f o l l o w  MI-. Kafka's approach ,  which 
p l a c e d  t h c  burden of proof on t h e  Fund management and t h e  E x e c u t i v e  Board 
t o  show why a c o u n t r y  s h o u l d  be p e n a l i z e d  i f  i t  f e l l  behind i n  i t s  payments 
t o  t h e  Fund. The burden of proof  f o r  showing t h a t  a p e n a l t y  s h o u l d  n o t  be 
a p p l i e d  ough t  t o  l i e  w i t h  t h e  c o u n t r y .  

Mr. Nimatal la t i  s t a t e d  t h a t  he d i d  not d i s a g r e e  w i t h  Mr. E r b  t h a t  8 

c o u n t r y  s h o u l d  be d i s m i s s e d  from t h e  Fund f o r  failure t o  meet i t s  o b l i g a -  
tions o n l y  on a case-by-case b a s i s ,  w i t h  a g r e a t  deal. of d i s c r e t i o n  b e i n g  
a l l o w e d  t c ,  t h e  E x e c u t i v e  Board. 
e x p u l s i o n  s h o u l d  be a r o u t i n e  a f f a i r .  Second,  h e  had not i n t e n d e d  t o  say 
char banks s h o u l d  be d i s c o u r a g e d  from l e n d i n g  t o  t hose  c o u n t r i e s  t h a t  were 
behind i n  t h e i r  payments t o  t h e  Fund. H i s  i n t e n t i o n  was that a f t e r  i t  had 
been found imposs - b l e  t o  p roceed  any f u r t h e r  w i t h  t h e  member, a n  announce- 
ment shou ld  be made. A s  h e  saw i t  t h e r e  would be two s t e p $ :  f i r s t  an 
announcement,  and t h e n  moral  p r e s s u r e  on commercial  hanks t o  p r e v e n t  them 
from l e n d i n g  t o  t h e  c o u n t r y  t h a t  was i n  a r rears  t o  the Fund. 

He had no i n t e n t i o n  of; s u g g e s t i n g  t h a t  

Mr. Kafka s a i d  t h a t  he  wi shed  t o  m a i n t a i n  t h e  F u n d ' s  present p r a c t i c e s  
w l r h  r ega rd  t o  ove rdue  o b l i g a t i o n s .  

Mr. Prowse e x p l a i n e d  t h a t  h i s  c h a i r  viewed t h e  m a t t e r  of o v e r d u e  pay- 
rnellts from t h e  standpoint t h a t  t h e  w e l f a r e  a n d  s t r e n g t h  of the  Fund i t s e l f  
w e r e  paramount.  The w e l f a r e  of  i n d i v i d u a l  members c o u l d  o n l y  be  s u s t a i n e d  

u n t a r n i s h e d  c r e d i b i l i t y .  Me had conc luded  c h a t  ch, problem posed by t h e  
s t a f f  was not v e r y  g r e a t ,  and t h a t  i t  s h o u l d  be t r e a t e d  a c c o r d i n g l y ,  Never- 
the less ,  i t  was s u f f i c i e n t l y  i m p o r t a n t  t o  w a r r a n t  c o n s i d e r a t i o n  be ing  g i v e n  
to i t .  F i n a l l y ,  t h e  number G F  cases was s u f f i c i e n t  and  the d i f f i c u l t y  was 
g r e a t  enough t o  w a r r a n t  some f u r t h e r  g u i d a n c e  b e i n g  p rov ided  by t h e  Board 
t o  management and s t a E f  o n  how t o  d e a l  w i t h  the s i t u a r i o n .  

- as p a r t  of a s t r o n g  Fund, which s h o u l d  have unimpeachable  s t a n d i n g ;  arid 

Under t h e  r a t h e r  l o o s e  s e t  of rules i n  f o r c e ,  i t  was c l e a r l y  d i f f i c u l t  
f o r  management and s t a f f  t o  deal w i t h  ove rdue  payments,  Mr. Prowse c o n s i d -  
e r e d .  The staff's s u g g e s t i o n s  f u r  some s y s t e m a t i z a t i o n  seemed r e a s o n a b l e ,  
and t h e  Board s h o u l d  react w i t h  u n d e r s t a n d i n g .  A p o i n t  t o  be bozne i n  mind 
was the p u b l i c  p e r c e p t i o n  of any d e c i s i o n  t h a t  migh t  be t a k e n ,  O T  any  
e x t e n s i o n  of p o l i c y .  The q u e s t i o n  of  p u b l i c i t y ,  n o t  mere ly  Eor i n d t v i d u a l  
ove rdue  payments,  b u t  a l s o  f o r  t h e  p o l i c y  a s  a who le ,  needed t o  be c a r e f u l l y  
c o n s i d e r e d .  It was i m p o r t a n t  n o t  t o  g i v e  t h e  widex p u b l i c  a n  i m p r e s s i o n  
that :  t h e  Fund had a s e r i o u s  p r o b l t a  o n  i.ts hands.  The p r i t ?c ip l e s  and p r a c -  
ticel; e v o l v e d  by management t o  r e s p o n d  t o  i n s t a n c e s  of overdue  payments were 
q d t e  s a t i s f a c t o r y ;  neverthnless, h e  was p r e p a r e d  t o  examine t h e  staff pro- 
p o s a l s  i n  a f a v o r a b l e  l i g h t ,  e s p e c i a l l y  as he  b e l i e v e d  t h a t  l a t e  payments-- 
c e r t a i r d y  of  a n o n t e c h n i c a l  nature--should n o t  be a l lowed  t o  i n c r e a s e .  

He would see merit i n  t h e  p r o p o s a l  f o r  s y s L e m a t i z i n g  p r o c e d u r e s ,  

c o n t i n u e d ,  Xn p r  l e ,  t he re  s h o u l d  be a r e l a t i v e l y  s h o r t  p e r i o d  w i t h i n  
i n c l u d i n g  t'na t i n g  mernbera' access t o  Fund r e s o u r c e s ,  Mr. Prowse 

i n i t i a t e c i  f o l l o w i n g  f a i l u r e  t o  make payments; a 
u l d  be s e n s i b l e .  t h e r e  s h o u l d  be no 

~~ 



i r r e v o c a b l e  c o n s t r a i n t  on t h e  a c t i o p  a v a i l a b l e  t o  t h e  Board or t h e  manage- 
ment. It would be m o s t  u n d e s i r a b l e  i f  a d o p t i n g  a six-month t r i g g e r  p e r i o d  
os a guideline meant e l i m i n a t i n g  a n y  f l e x i b i l i t y  f o r  a p p l i c a t i o n  i n  i n d i v i d -  
rtal.caseso R e  wished t o  be s u r e  t h a t  t h e  management would h a v e  the nppor- 

o propose  a v a r i a t i o n  of p r o c e d u r e  i n  any particular c a s e  i f  t h e r e  
c i a 1  c i r c u m s t a n c e s .  Mr. Nimatallah's s u g g e s t i o n  t h a t ,  wh2re 
r a t i o n  of  a c t i o n  wa5 r e q u i r e d ,  some ear ly  a d v i c e  from t h e  manage- 
r h e  a u t h o r i t i e s  would be a p p r o p r i a t e ,  s a y ,  a f t e r  a three-month 

p e r i o d ,  was a c c e p t a b l e .  He was net; w o r r i e d  t h a t  t h e  six-month p e r i o d  might 
be c o a s l d e r e d  a g r a c e  p e r i o d ,  a l t h o u g h  t h e  T h r e a t  of a c t i o n  i n  s i x  m i n t h s '  
r ime  might  s u p p o r t  t h e  moral  p e r s u a s i o n  t h i t  the Fund had no doub t  been 
t r y i u g  t o  a p p l y  i n  t h e  i n t e r i m ,  I n  b r i e f ,  h e  would not o b j e c t  t o  t h ?  
Elanaging D i r e c t o r ' s  g i v i n g  i n f o r m a l  adv,ce a f t e r  three months,  and a s i x -  
month t r i g g e r  p e r i o d  wou ld  be a c c e p t a b l e  p rov ided  t h a t  t h e r e  was s c o p e  f o r  
f l e x i b i l i t y  i n  p a r t i c u l a r  cases. 

On -;he q u e s t i o n  of p e n a l t y  charges ,  i t  was necessary t o  draw a d i s t i n c -  
i:fon between t e c h n i c n l  l a t e  payments and n o n t e c h n i c a l  l c t e  payments, 
1Yr. Prowse commented. With some e x p e r i e n c e  i n  t h e  f i e l d ,  a d m i n i s t r a t i v e  
d e l a ; s  m i g h t  be reduced i f  t b e  p r o s p e c t s  of p e n a l t y  c h a r g e s  had the  e f f e c t :  
of  Eocuslng a t t e n t i o n  3 n  '.he need t o  make payment. On t h e  o t h e r  hand,  
where n o n t e c h n i c a l  ove rdue  payments were conce rned ,  t h e  Fund should  r e g a r d  
t h e  roarter a s ,  s e r i o u s ,  e v e n  i f  p e n a l t y  c h a r g e s  might  e x a c e r b a t e  t he  d i f f i -  
c u l t i e s  t h a t  u n d e r l a y  t h e  d e l a y s .  Consequen t ly ,  w h i l e  p e n a l t y  c h a r g e s  
migh t  b e  u s e f u l  i n  r e d u c i n g  s i g c i f i c a n t  t e c h n i c a l  - d e l a y s ,  i t  s2emed unl ike1 y 
t h a t  t h e v  w o u l d  be  v e r y  s u c c e s s f u l  i n  c c n n e c t i o n  w i t h  n o n t e c h n i c a l  overdue 
payments. H e  w o u l d  not l i k e  t o  take a d e c i s i o n  on t h e  matter d u r i n g  t h e  
present mee t ing ;  i t  s h o u l d  be kept  in n i n d  f o r  f u r t h e r  c : jn s ide ra t ion  depend- 
i ng  on t r e n d s  i n  overdue payments. 

Regarding p u b l i c i t y ,  M r .  Prowse obse rved  t h a t  he "loped t h a t  t h e  p r e s e n t  
d i s c u s s i o n  would n o t  receive a d v e r s e  p u b l i c i t y ,  End t h a t  a n y  decis!.on 
s h o d  d be made K ~ O W T L  t o  t h e  membership i n  a n  3 p p r c p r i a t e l . y  d e l i c a r e  mannero 
On t h e  o t h e r  hand, i t  was d i f f i c u l t  t o  see why o t h e r  Fund members s h o u l d  
nor he aware of t h e  e x i s t e n c e  of ove rdue  payments. The real q u e s t i o n  gap 
whether t h e  wider r 'in;ncial cnmrnunity had an e n t i t l e m e n t  t o  know. X t  
seemed l i k e l y  t h a t  i n  a lmost  al.1 carjes where n a n t e c h r , i c a l  overdue uayrnents 
had o c c u r r e d ,  t h e  matter would become p u b l i c  i n  one way o r  a n o t h e r ,  bu t  
s h o u l d  t h e  Fund s e e k  t o  p u b l i c i z e  d e l a y s  i n  payment? Whatever t h e  Fund 
d i d ,  i t  s h o u l d  n o t  a c t  i n  a heavy-handed f a s h i o n .  He  saw no need f o r  chc 
F m d  t o  a d o p t  a p r o c e d u r e  f o r  p u b l i c a t i o n ,  e x c e p t  f3r e n s u r i n g  t h a t  appro- 
p r i a t e  p a p e r s  were c i r c u l a t e d  t o  Execut ive  D i r e c t o r s .  I n f o r m i n g  commerc ld  
banks when payments became overdue  to  t h e  Fund w o d d  be i n a p p r o p r i a t e .  

T h e r e  was no r eason  t o  permit t h e  r e schedu l j -ng  cf o v e t d  
t h e  Fund, &!re Prowse commented. Adopting s u c h  a p r o c e d u r e  
derrimental  t o  t h e  Fund's c r e d i b i l i t y  arid t o  i t s  f i n a n c i a l  
R e s c h e d u l i n g ,  once begu 
treatment,  and any  s i g n i f i c a n t  r e s c h p d  



Mr. Polab remarked t h a t  overdue  o b l i g e L i o n s  t o  the  Fund were  incornpat- 
ib1.e with t h e  temporary  ar,d r e v o l v i n g  c h a r a c t e r  of t h e  u s e  of i t s  r e s o u r c e s .  
They ur idemined t h e  Fund ' s  l i q u i d i t y  and i t s  a b i l i t y  t o  ass is t  o t h e r  members , 
and t h e y  uyeakened c o n f i d e n c e  i n  t h e  Fund on t h e  p a r t  of t h e  c o n t r i b u t o r s  
of the Fund ' s  r e s o u r c e s ,  who, f o r  t h e i r  par t ,  wished t o  see t h e i r  p o s i t i o n s ,  
if a n y t h i n g ,  became more l i q u i d ,  Zf c o n f i d e n c e  were undermined,  t h e  f u t u r e  

y of Fond r e s o u r c e s ,  whether  as q u o t a s  o r  as l o a n s ,  would b2 j e o p a r -  
d ided .  The Fund s h o u l d  t h e r e f o r e  make e v e r y  e f f o r t  t o  e n c o u r a g e  members t o  
pay  q n  time and n o t  t o  t o l e x a t e  more t h a n  minor  s l i p p a g e s .  

Taking  up t h e  s i x  p o i n t s  made by t h e  s t a f f ,  Mr. Polak  s a i d ,  f i r g t ,  
t.tiat t f  a s l i p p a g e  o c c u r r e d  f o r  a n y t h i n g  bu t  t h e  brLlefes t  t i m e :  t h e  Fund 
shou ld  t a k e  a c t i o n  under  t h e  K o r  S Ru les .  The precise t l m e  a t  which s u c h  
a c t i o n  s h o u l d  be proposed  to t h e  E x e c u t i v e  Board ough t  t o  be de t e rmined  ,by 
the management. T h e r e  s h o u l d  be no minimum p e r i o d ,  bu t  t h e  maximum per iod  
s h o u l d  not exceed s i x  months u n l e s s  t h e  Managing D i r e c t o r  saw a gaocl reason 
f o r  a s h o r t  e x t e n s i o n ,  Thuse two points seemed t o  be embodied i n  t h e  
p r e s e n t  practices,  and t h e y  s h o u l d  be r e t a i n e d .  The re  was no r e c e n t  exper- 
i e n c e  t h a t  would justify e i t h e r  hardening t h e  procedure on the  S a s i s  of'a 
prese t  t i m e r a b l e  f o r  s u c c e s s i v e  s t e p s ,  l e a d i n g  t o  e x p u l s i o n ,  o r  f o r  s o f t e l l -  
Fng i t  by s i d e - s t e p p i n g  t h e  f i r s t  s t e p  l a i d  down i n  Ru les  K-1 and  S-1. 

A c t i o n  on p u b l i c i t y  o u g h t  t o  be d e c i d e d  on art ad h o c  b a s i s ,  Mr. Polak 
went on. In g e n e r a l ,  he was n o t  i n  f a v o r  of p u b l i c i t y ;  however,  c o u n r r i e s  
t h a t  were overdue  i n  t h e i r  payments t o  t h e  Fund i.ii4 p r o b a b l y  l o s t  t h e i r  
a c c e s s  t o  commercial banks some time p r e v i o u s l y .  The m a t t e r  of p u b l i c i t y  
was therefore p e r h a p s  Less i m p o r t a n t  t h a n  i t  s e m e d .  

, A s  t o  t h e  p o s t  ponemrnt of s c h e d u l e d  r e p u r c h a s e  o b l i g a t i o n s ,  Mr. Polak 
s 2 i d  t h a t  he agreed  w i t h  :.iae staff t h a t  t h e  number of o c c a s i o n s  on whdch a 
postponement  would be u s e f u l  would be  few. The o n l y  o c c a s i o n  he  c w l d  
imag ine  would be one on which it was clear t h a t  t h e  member would be i n  a 
b e t t e r  p o s i t i o n  t o  d i s c h a r g e  t h e  o b l i g a t i o n  on a new due d a t e .  He  . agreed  
wich the s t a f f  t h a t  members overdue  i n  t h e i r  payments s h o u l d  r e p u r c h a s e  
from t h e  Fund b e f o r e  t h e  Fund n e g o t l a t e d  a new a r rangemen t  w i t h  them, and  
char:  when a n  a r r angemen t  had been  concluded  i t  s h o u l d  n o t  be  s u b m i t t e d f t o  
t h e  Board if overdue  payments were o u t s t a n d i n g .  He would €avor  i n c l u d i n g  
a s t a n d a r d  p r o v i s i o n  i n  a l l  a r r a n g e m e n t s  t h a t  would p r e v e n t  members w i ~ h  
overdue  paymenrs f rom b e i n g  i n  a p o s i t i o n  t o  draw. The p r e s e n t  p r a c t i c e  
whereby t h e  member was mere ly  asked no t  to  draw was u n s a t i s f a c t o r y .  

On t h e  q u e s t i o n  of p e n a l t y  c h a r g e s ,  Mr. Pol6k s t a t e d  t h a t  h e  d i d  n o t  
b e l i e v e  t h a t  t h e y  would normal.ly b e  a u s e f u l  i n s t r u m e n t .  The n e g a t i v e  
e f f e c t  of the  member's  h a v i n g  l o s t  i t s  c r e d i t  s t a n d i n g  w i t h  t h e  Fund,  wich  

b l i c i t y .  would be a much more s e v e r e  p e n a l t y  t h a n  c o u l d  be 
n s i s t i n g  on a p e n a l t y  charge .  I t  was d i f f i c u l t  t o  

 hat: e =emher t h a t  c o u l d  r e a d i l y  make r e p u r c h a s e s  from t h e  Fund 
do sob I n  r a r e  i n s t a n c e s  when a menber had d 
Fund, the t y  c h a r g e s  would n o t  h e l p .  Howeve 
penalty c h a r g e s ,  l i k e  o t h e r  e 
c o u n t r y ,  could be d e c  
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Mr. Malho t ra  s t a t e d  cha t  h e  a g r e e d  w i t h  many o t h e r  s p e a k e r s  t h a t  t h e  
problem of ove rdue  payments t o  t h e  Fund was not  a s e r i o u s  one. From 
T a b l e  3 on page 21. of Ei3S/84/86 i t  would be s e e n  t h a t  on Febuary 1 0 ,  1984 
E h e r e  had been 11 c a s e s  i n  which c o u n t r i e s  had been ove rdue  by between two 
and s i x  weeks, and on1.y t h r e e  cases i n  which c o u n t r i e s  had been o v e r d u e  
f o r  s i x  weeks o r  more. While o v e r  t h e  two l a t e r  weeks t h e  number of coun- 
c r ies  ove rdue  i n  t h e i r  paymen t s  t o  t h e  Fund by more t h a n  s i x  weeks had 
r i sen  from t h r e e  t o  s e v e n ,  i t  was c l e a r  t h a t  t h e  p e r i o d  of l a t e  payment: 1.n 
the  f o u r  a d d i t i o n a l  cases c o u l d  n o t  have exceeded e i g h t  weeks. 

IL was a s a l u t a r y  r u l e  t h a t  r e g u l a t i o n  s h o u l d  be changed only  when 
t h e r e  was a widesp read  problem t h a t  needed t a c k l i n g ,  Mr. M a l h o t r a  obse rved .  
Expe r i ence  showed t h a t  t h e  p r e s e n t  rules had s e r v e d  t h e  Fund w e l l  by ensur- 
i n g ,  f i r s t ,  t h a t  p a y m e n t s  were made on t i m e  and ,  s econd ,  t h a t  if r h e r e  
were any d e l a y s ,  t h e y  would be o n l y  €or  s h o r t  p e r i o d s .  Moreover ,  e x i s t i n g  
practice had been u s e f u l  i n  e n s u r i n g  t h a t  r e l a t i o n s h i p s  between t h e  Fund 
and i t s  members remained u n d i s t u r b e d .  T h a t  was a n  i m p o r t a n t  c o n s i d e r a e l o n  
as  t h e  Fund d e a l t  w i t h  s o v e r e i g n  c o u n t r i e s .  In h i s  view,  t h e r e f o r e ,  t h e r e  
was h a r d l y  a case f o r  chang ing  t h e  present :  rules. 

If t h e  Fund Y e r e  t o  a n t i c i p a t e  a sudden  worsen ing  of t h e  s i t u a t i o n ,  
i t  cou ld  t a k e  a c t i o n  t o  meet such a c o n t i n g e n c y ,  Mr.. Malho t r a  sa id .  However, 
n e i t h e r  t h e  s t a f f  n o r  management seemed t o  be e x p e c t i n g  s u c h  a n  e v e n t .  
Consequen t ly ,  h e  would p r e f e r  t o  m a i n t a i n  t h e  p r e s e n t  p o s i t i o n .  

Taking u p  t h e  p o i n t s  ment ioned by t h e  s t a f f .  Mr. icialhocra s a i d  tha t .  
he d i d  not f a v o r  r i g i d  t imef rames ,  nor--for r e a s o n s  e x p l a i n e d  by Mr. Polak-- 
d i d  he f a v o r  t h e  l e v y i n g  of p e n a l t y  c h a r g e s .  I t  was h i s  b e l i e f  t h a t  Fund 
members t h a t  f e l l  behind i n  t h e i r  payments d i d  s o  f o r  r e a s o n s  t h a t  c o u l d  
be r e g a r d e d  a s  b e i n g  beyond t h e i r  c o n t r o l ,  r a t h e r  chan  t h r o u g h  recalci t rance.  
I f  any members were indeed  seen t o  be r e c a l c i t r a n t ,  h i s  c h a i r  wou1.d a d v i s e  
s t r o n g  a c t i o n ,  a s  h e  f u l l y  e n d o r s e d  t h e  p r i n c i p l e  t h a t  t h e  Fund’s  c r e d i b f l -  
i t y  mus: L e  l a i n t a i n e d ,  and t h a t  t h e  Fund’s  f i n a n c i a l  p o s i t i o n  rnust b e  
r e g a r d e d  n o t  01::~ by members b u t  a l s o  by t h e  marke t s  as v i a b l e  a n d  s t r o n g .  
However, i f  penal‘y c h a r g e s  were l e v i e d  on members t h a t  were u n a b l e  t o  pay  
t h e i r  normal d u e s ,  t h e  Fund would Le compounding t h e  s i c u a t i o n .  I f  a 
inember were u n a b l e  t o  pay i t s  normal o b l i g a t i o n  t o  t h e  Fund, i t  migh t  well 
be a s k e d  how ‘it c o u l d  pay p e n a l t y  c h a r g e s .  

A s  t c ,  p u b l i c i t y ,  M r .  i 4a lho t r a  s a i d  t h a t  he endor sed  t h e  view e x p r e s s e d  
by Ilr. P o l a k ,  t o  t h e  e f f e c t  t h a t ,  i f  a’member had r e a c h e d  a . p o s f t i o n  where 
i t  c o u l d  not repay i t s  o b l i g a t i o n s  t o  t h e  Fund, i r  would p r o b a b l y  have l o s t  
I t s  c r e d i t w o r t h i n e s s  vis-8-vis commercial  banks and o t h e r  i n s t i t u t i o n s  o r  
c r e d i t o r s .  h to th ing ,  t h e r e f o r e ,  would be g a i n e d  by t h e  Fun he 
matter t o  p u b l i c  a t t e n t i o n ,  The o n l y  l i k e l y  e f f e c t  would t i o n  

i o n s h i p  between t h e  Fund and t h e  member c o n c e r  

f rom communicat ing w i t h  t h e  d e f a u l t i n g  m2u;ber and a s k i n g  f o r  
, Mr. Malho t r a  c o n t i n u e  
s s e n d  a m i s s i o n  t o  es t  
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c h a t  t h e  nonpayment was due to r e c a l c i t r a n c e ,  h i s  cha i r  would l i k e  t o  see 

the matter b r o u g h t  t o  t h e  E x e c u t i v e  Board as e a r l y  as p o s s i b l e  f o r  aypra -  
p r i a t e  a c t i o n +  If, on t h e  o t h e r  h a n d ,  t h e  c o u n t r y  was s u f f e r i n g  f r u m  
g e n u i n e  h a r d s h i p ,  t h e  s i t u a t i o n  ough t  a l s o  t o  be b rough t  t o  t h e  notice of 
the. E x e c u t i v e  ;9oard, s o  t h a t  i t  might be i n  a p o s i t i o n  t o  a d v i s e  a n  
a p p r o p r i a t e  course  of act ion .  

His c h a i r  would no t  l i k e  t o  encourage  r e s c h e d u l i n g  of o b l i g a t i o n s  t o  
t h e  Fund i n  t h e  o r d i n a r y  c o u r s e ,  Mr* M a l h o t r a  remarked.  
b e  excep t iona l .  T h e r e  were p r o v i s i o n s  i n  t h e  Art lc les  f o r  p o s t p o n i n g  
r e p u r c h a s e s  i n  e x c e p t i o n a l  cases, by a m a j o r i t y  of 70 p e r c e n t  of t h e  t o t a l  
v o t i n g  power i n  t h e  Board. H e  saw no  r e a s o n  why, I f  e x c e p t i o n a l  circum- 
s t a n c e s  d i d  e x i s t  i n  a n y  case,  the E x e c u t i v e  Board s h o u l d  n o t  p o s t p o n e  
r e p u r c h a s e s ,  The  f o u n d e r s  of t h e  Fund had f o r e s e e n  t h e  p o s s i b i l i t y  o f  
c o u n t r i e s '  b e i n g  ove rdue  i n  t h e i r  payments tQ t h e  Fund f o r  genu ine  r e a s o n s  
and had p r o v i d e d  a remedy w i t h  a d e q u a t e  s a f e g u a r d s .  The Fund shou1.d not  
d e b a r  I t s e l f  from t a k i n g  a p p r o p r i a t e  a c t i o n  i f  a c o u n t r y  were t o  meet t h e  
r eq u l  r anent s . 

Such a s t e p  s h o u l d  

F i n a l L y ,  Mr. M a l h o t t a  poin'ied out, t h e  w o r l d  was p a s s i n g  through 
d i f f i c u l t  t i m e 6 ,  a n d ,  a s  a r e s u l t ,  c o u n t r i e s  found  t h e m s e l v e s  i n  s e r i o u s  
balance of payments problems.  T h e r e f o r e ,  u n l e s s  matters were  e x p e c t e d  t o  
grow cons iderably  worse i n s o f a r  as d e l a y  I n  repurchase was concerned, t h e  
Fund s h o u l d  n o t  be s e e n  t a k i n g  a c t i o n  t h a t  was not  c o m p a t i b l e  w i t h  t h e  
c i r c u m s t a n c e s  o f  t h e  day. 

Mr. Wicks remarked t h a t  t h e r e  was l i t t l e  doubt  t h a t  t h e  v a s t  l n a j o r i t y  
of payments t o  t h e  Fund from members, many of them I n  g r e a t  d i f f i c u l t y ,  
were made on t h e  due d a t e .  On t h e  o t h e r  hand,  t h e r e  had been someth icg  
of a ' d e t e r i o r a t i o n  i n  t h e  number of payments t h a t  were b e i n g  made a t  a n  
overdue  d a t e .  I n  1 9 7 7 ,  1 . 4  p e r c e n t  of payments a s  a p e r c e n t a g e  of t o t a l  
payments had been  o v e r d u e  f o r  n o t  trlore t h a n  two weeks,  w h i l e  t h e  f i g u r e  
had s t e a d i l y  r i s e n  t o  5.8 p e r c e n t  i n  1983. T h a t  more t h a n  1 o u t  of e v e r y  
20 payments was t e c h n F c a l l y  l a t e  was a s e r i o u s  matter,  and  he a g r e e d  with 
Mr. Polak.  The f a c t  t h a t  t h e  present case d i d  n o t  i n v o l v e  l a r g e  sums w a s  
riot a l t o g e t h e r  r e l e v a n t .  What was i n v o l v e d  was t h e  p r i n c i p l e  of u n i f o r m i t y  
of treatment of members. It was n o t  r i g h t  t o  say t h a t  b e c a u s e  a h i g h  per-  
c e n t a g e  of members made t h e i r  payments on t ime, i t  d i d  n o t ' m a t t e r  i f  a few 
members d i d  n o t .  I f  the Fund s t a r t e d  t o  f o l l o w  t h a t  p r i n c i p l e ,  I t  seemed 
l i k e l y  t h a t  o v e r  a p e r i o d  of t i m e  a ra ther  l a r g e  number o f  members would 
become l a t e  i n  t h e i r  r e p u r c h a s e s .  It was a l so  a p p r o p r i a t e  t o  c o n s i d e r  t h e  
matter and t o  r e g u l a r i z e  t h e  p r o c e d u r e s ;  o t h e r w i s e ,  c i r c u m s t a n c e s  c o u l d  be 
e n v i s a g e d  i n  wh ich ,  i n  a few years' time, t h e - F u n d  might  be f a c e d  w i t h  a 
much more d i f f i c u l t  problem. 

The fundamental  p r i n c i p l e  was t h a t  o b l i g a t i o n s  t o  t h e  Fund must be 
d i s c h a r g e d  on Lhe  due d a t e s ,  Mr. Wicks c o n s i d e r e d .  N a t u r a l l y ,  t h e  E x e c u t i v e  
Board had t h e  r i g h t ,  and sometimes t h e  d u t y ,  t o  o f f e r  a member a 

t h e  Board d i d  s o ,  hoiqen4rer, the burde  e n s u r i n g  t h a t  pay 
t h e  due d a t e  r e s t e d  w i t h  t h e  membe n that c o n n e c t i o n ,  h e  found 

w i t h  some of the a r g  s p u t  fo rward  by Mr. Kafka. 
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Me c o u l d  n o t ,  f o r  i n s t a n c e ,  f o l l o w  him when he s a i d  t h a t  i t :  was incumbent  
upon t h e  Fund t o  i n v e s t i g a t e  t h e  p r e s e n c e  of e x c e p t i o n a l  h a r d s h i p ,  b e f o r e  
t a k i n g  d e c i s i o n s  where s u c h  h a r d s h i p  might be r e l evan t .  Tha t  p u t  t h e  
burden of proof on t h e  wrong s h o u l d e r s .  T h e  e x i s t i n g  p r o c e d u r e s ,  embodied 
i n  t h e  Art ic les  and  t h e  R u l e s  and R e g u l a t i o n s ,  gave  members ample oppor tun -  
i t y  Lo d e m o n s t r a t e  t h e  p r e s e n c e  of e x c e p t i o n a l  h a r d s h i p .  U n t i l  t h e y  d i d  
so ,  however, t h e y  ought  t o  pay t h e i r  o b l i g a t i o n s  on t i m e .  

A s  M r .  P o l a k  had e x p l a i n e d ,  u n l e s s  members had a n  a s s u r a n c e  a b o u t  t h e  
r e v o l v i n g  c h a r a c t e r  of t h e  Fund ' s  r e s o u r c e s ,  t h e r e  might  be d i f f i c u l t y  i n  
r e p l e n i s h i n g  them i n  t h e  f u t u r e ,  M r .  Wicks o b s e r v e d .  I n d e e d ,  h e  would go 
f u r t h e r  and a r g u e  t h a t ,  s i n c e  t h e  e s s e n c e  o f  t h e  Fund's  c o o p e r a t i v e  c h a r a c -  
t e r  dspended on members' p r o v i d i n g  r e s o u r c e s ,  e i t h e r  t h r o u g h  q u o t a s  o r  
th rough  l e n d i n g  t o  t h e  b e n e f i t  of members g e n e r a l l y ,  f o r  a member co t a k e  
a d v a n t a g e  of t h a t  c o o p e r a t i o n  by drawing on r e s o u r c e s  and t h e n  not  r epur -  
c h a s i n g  a c c o r d i n g  K O  t h e  s c h e d u l e  c h a t  had been a g r e e d  w i t h  t h e  E x e c u t i v e  
Hoard was l i k e l y  t o  undermine t h e  Fund ' s  n a t u r e ,  a n d ,  i n  t h e  long  run ,  t o  
weaker! i t s  a b i l i t y  t o  h e l p  i t s  members. 

He  was g l a d  t .hat  t h e  s t a f f  had not  con templa t ed  t h e  postponement  of 
r e p u r c h a s e s  o t h e r  t h a n  v e r y  o c c a s i o n a l l y  and a f t e r  e x p l i c i t  a p p r o v a l  by 
t h e  Execu t ive  Board,  M r ,  Wicks s t a t e d .  It was d i f f i c u l t  t o  t h i n k  o f  c i r -  
cumstances i n  which E x e c u t i v e  D i r e c t o r s  c o u l d  c o n t e m p l a t e  postponement of 
r e p u r c h a s e s ,  a l t h o u g h  of c o u r s e  i t  was always open t o  a member t o  t r y  t o  
d e m o n s t r a t e  t h a t  i t  s h o u l d  p r o f i t  from some-such waiver .  H e  was a l s o  
p l e a s e d  t h a t  The s t a f f  had not recommended t h a t  t h e  Fund s h o u l d  automat-  
i c a l . 1 ~  r e s c h e d u l e  payments when o t h e r  d e b t  r e s c h e d u l i n g  took  p l a c e "  Agree- 
ment upon a Fund program was i n c r e a s i n g l y  s e e n  as t h e  key t h a t  opened up 
o f f i c i a l  r e s c h e d u l i n g  by t h e  P a r i s  C lub .  I t  w a s  t h e r e f o r e  more a p p r o p r i a t e  
f o r  t h e  Fund t o  c o n t r i b u t e  i n  t h a t  way toward t h e  r e s c h e d u l i n g  e f f o r t s  of 
o t h e r s  t h a n  t o  become i n v o l v e d  . i n  r e s c h e d u l i n g  of i t s  own l e n d i n g .  

Taking u p  t h e  s u g g e s t i o n s  put forward by t h e  s t a f f  on page 1 7 ,  
IYr. Wicks s t a t e d  t h a t  t h e  Managing Directcr s h o u l d  no rma l ly  i n i t i a t e  f o r m a l  
c o m p l a i n t  p r o c e d u r e s  a f t e r  a f i x e d  p e r i o d .  N a t u r a l l y ,  he  s h o u l d  have  t h e  
freedom of maneuver t o  make judgments i n  a p p r o p r i a t e  cases. To b e g i n  w i t h ,  
a formal compla in t  p r o c e d u r e  c o u l d  be i n i t i a t e d  a f t e r  a p e r i o d  of six 
months. He hoped t h a t  t h e  i n t r o d u c t i o n  of s u c h  a p r o c e d u r e  would c a u s e  a 
marked improvement i n  t h e  settlement of all o b l i g a t i o n s .  I f  i t  d i d  n o t ,  
i t  might b e  n e c e s s a r y  t o  s h o r t e n  t h e  p e r i o d  a f t e r  which t h e  Managing Direc- 
t o r  would i s s u e  a fo rma l  c o m p l a i n t  t o  t h r e e  mon ths ,  b u t  he would not. w i s h  
t o  do so a t  t h e  p r e s e n t  mee t ing .  It would a l s o  be u s e f u l  i f  E x e c u t i v e  
D i r e c t o r s  c o u l d  r e c e i v e  twice a year a r e p o r t  on  t h e  p r o g r e s s  t h a t  was 
b e i n g  made i n  e l i m i n a t i n g  ove rdue  paymen t s ,  p e r h a p s  by b r i n g i n g  up to d a t e  
t h e  t a b l e s  c o n t a i n e d  i n  EBS/84/46. 

Cn t h e  q u e s t i o n  of pe r t a l ty  c h a r g e s ,  h i s  v i ews  were t h e  same as t h o s e  
of IYr. Prowse, Mr. Wicks s t a t e d .  He c o u l d  a t h a t  p e n a l t y  c h a r g e s  might  
h e l p  i n  encourag ing  c o u n t r i e s  not  t o  d e l a y  p n t e c h n i c a l  grGunds,  

t h a t  t h e y  wo h e r e  was d e l i b e r a t e  
c a t e g o r y  

ment f e l l ,  On u l  d 
e r  not t o  p e n a l t y  c h a r g e  
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D i s c u s s i n g  t h s  q u e s t i o n  of p c b l i c i t y ,  Mr. Wicks s a i d  t h a t  he  u n d e r s t o o d  
t h e  s taff  t o  be s u g g e s t l n g  t h a t  p u b l i c i t y  should be g i v e n  t o  a case a t  t h e  
p o i n t  when t h e  Fund began t o  t a k e  s t e p s  t o  r e c o v e r  ove rdue  payments. H e  
h i m s e l f  b e l i e v e d  t h a t  i n i t i a t t n g  pub1 ic i t . y  a t  t h a t  s t a g e  would be  c o u n t e r -  
p r o d u c t i v e .  The member s h o u l d  be g i v e n  t h e  full a d v a n t a g e  of the p r o c e d u r e s  
p r a v i d e d  i n  t h e  A r t i c l e s  and t h e  gules  and R e g u l a t i o n s .  However, once  t h e  
p r o c e d u r e s  had been f o l l o w e d  t h r o u g h  and a member had been d e c l a r e d  i n e l i -  
g i b l e  under  A r t i c l e  X X I I I  o r  Art ic le  %VI, o r  a c t i o n  had been t a k e n  unde r  
Ru le  K-2, i t  would be r i g h t  f o r  t h e  Fund t o  make some f o r m a l  announcement 
t t tat  a c t i o n  had i n d e e d  been t a k e n .  F i n a l l y ,  h e  would s u p p o r t  t h e  s u g g e s t i o n  
p u t  forward by M r ,  E r h  and Mr. P o l a k  c h a t  i t  would be w o r t h  e s t a b l i s h i n g  a 
f o r m a l  pe r fo rmance  c r i t e r i o n  t o  t h e  e f f e c t  t h a t  s h o u l d  any  payment, t o  t h e  
Fund be o v e r d u e ,  t h e  member would be i n e l i g i b l e  t o  make any f u r t h e r  d rawings  
unde r  any  a r r angemen t  t h a t  i t  migh t  have  w i t h  t h e  Fund. 

Mr. Mtei remarked t h a t  t h e r e  was g e n e r a l  ag reemen t  t h a t  a l l  members 
s h o u l d  remain c u r r e n t  I n  t h e l r  f i n a n c i a l  o b l i g a t i o n s  t o  t h e  Fund. A f i n a n -  
c i a l l y  s t r o n g  Fund was e s s e n t i a l  i f  t h e  v i t a l  r o l e  a s s i g n e d  t o  j t  u n d e r  
t h e  Articles of Agreement were t o  be f u l E i l l e d .  I t  was i n  t h e  i n t e r e s t s  
of al.1 members t o  e n s u r e  t h a t  members remained c u r r e n t  i n  t h e i r  payments 
so that  t h e  Fund s h o u l d  o p e r a t e  a t  f u l l  effectiveness. 

F o r t u n a t e l y ,  Mr. Mtei went o n ,  t h e  s t a f f  seemed t o  show c h a t  p e r f o r -  

. w i t h  14r. P rowse ' s  a s s e s s m e n t  t h a t  t h e  Fund d i d  n o t  have a n  i n s u r m o u n t a b l e  
mance t o  d a t e  i n  t h e  m a t t e r  o f  r e p u r c h a s e s  hod n o t  been bad. He agreed 

probl.em on i t s  hands .  I n  t h e  p a s t  f i v e  y e a r s ,  payments i n  F u n d - r e l a t e d  
t r a n s a c t i o n s  w i t h  d e l a y s  of more than  two weeks had amounted t o  some 2 pe r -  
cent of t h e  t o t a l .  From 1981 t h r o u g h  1983, o n l y  two c o u n t r i e s  had been 
u n a b l e  t o  meet t h e i r  f i n a n c i a l  o b l i g a t i o n s  t o  t h e  Fund f o r  p e r i o d s  i n  
excess of 26 weeks. The F u n d ' s . p e r f o r m a n c e  a s  a d e b t  c o l l e c t o r  h a d  t h u s  
been r emarkab ly  good. Even t h e  time s p e n t  on r e c o v e r i n g  payments was n o t  
v e r y  g r e a t  compared w i t h  t h e  amounts i n v o l v e d  and t h e  n a t u r e  of  l e n d i n g  by 
t h e  Fund. A f t e r  all, t h e  Fund l e n t  t o  c o u n t r i e s  i n  d i f f i c u l t i e s .  The 
f l e x i b l e  p r o c e d u r e s  h i t h e r t o  employed s h o u l d  t h e r e f o r e  be c o n t i n u e d .  

The w o r l d  was p a s s i n g  t h r o u g h  d i f f i c u l t  t i m e s ,  and i t  would be q u i t e  
wrong of t h e ' F u n d  t o  e x p e c t  t o  pass t h r o u g h  such  a p e r i o d  w i t h o u t  e n c o u n t e r -  
i n g  a n y  d i f f i c u l t y  i n  o b t a i n i n g  repayment from some of i t s  members, M r .  Mtei 
c o n s i d e r e d .  It seemed most u n l i k e l y  t h a t  any  c o u n t r y  would d e l i b e r a t e l y  
d e c i d e  n o t  t o  d i s c h a r g e  its f i n a n c i a l  o h l i g a t i o n s  t o  t h e  Fun-d when due. 
T h e r e  were a lways  c o m p e l l i n g  r e a s o n s  beh ind  d e l a y s  i n  payments.  Moreover ,  
t h e  r e a s o n s  were m o s t l y  r o o t e d  i n  f a c c o r s  o v e r  which t h e  member had no 
c q n t r o l .  

I t  was e a s y  t o  a 
o b l i g a t i o n s  m e r e l y  be 
measu res ,  Mr. Mtei c o  e n t e d .  However, t h a t  was n o t  always s t h e r -  

~ there  could be no r a t i o n a l  e x p l a n a t i o n  f o r  c o u n t r i e s  mee t ing  a l l  
ormance c r i t e r i a  unde r  Fund programs and s t i l l  f i n d i n g  i t  d i f f i c u l t  

e d a t e s .  In those cases, the most l o g i c a l  c o u r s e  o f  
i d e n t i f y  d i s p a s s i o  y t h e  r e a s o n s  f o r  

ume t h a t  a c o u n t r y  was u n a b l e  t o  meet i t s  f i n a n c i a l  
u s e  i t  had riot t a k e n  t h e  n e c e s s a r y  a d j  n t  

~ 
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co r e p u r c h a s e .  When i t  was f o u n d  t h a t  t h e  i n a b i l i t y  r e s u l t e d  from rinadc- 
(iuate program d e s i g n  or  the p r e v a i l i n g  i n t e r n a t i o n a l  economic and f i n a n c i a l  
env i ronmenr ,  t h e  blame sb,ould riot be p l a c e d  e n t i r e l y  a t  t h e  door  of t h e  
deb;or c o u n t r y .  I n s t e a d ,  t h e  Fund s h o u l d  t r y  t o  f i n d  w s y s  of a l l e v i a t i n g  
r a t h e r  t han  a g g r a v a t i n g  t h e  s i t u a t i o n .  

Looked a c  i n  t h a t  l i g h t ,  Mr, t l t e i  went on,  h e  was not  c e r t a i n  t h a t  
t h e  s t a f f  p r o p o s a l s ,  i n c l u d i n g  impos ing  a p e n a l t y  c h a r g e  and g i v i n g  p u b l f c -  
i t y  t o  members' overdue payments,  would l e a d  t o  t h e  d e s i r e d  results. 
Publici~y would be c o u n t e r p r o d u c t i v e ,  as i t  would harm n o t  o n l y  t h e  poten-  
tial r e c o v e r y  o f  t h e  d e b t o r  c o u n t r y  b u t  a l s o  t h e  Fund i t s e l f .  P e n a l t y  
charges on c o u n t r i e s  t h a t  c o u l d  n o t  even a f f o r d  t o  pay i n  t h e  a b s e n c e  of 
s u c h  c h a r g e s  would s e r v e  o n l y  t o  compound t h e  problem and make more r emote  
t h e  chances of e a r l y  s e t t l e m e n t .  Nor would t h e  t h r e a t  of e x p u l s i o n  r e c o v e r  
from a n y  member what was not a v a i l a b l e .  Even a cow c o u l d  be mi lked  o n l y  
i f  i t  was g i v e n  some food. 

While i t  was t r u e  t h a t  p u n i t i v e  s t e p s  were mentioned i n  t h e  Art ic les  
o f  Agreement, t hey  s h o u l d  b. s e t  i n  motion o n l y  i f  a member were found t o  
be r e c a l c i t r a n t  and i n d i E f e r e n t  t o  i t s  o b l i g a t i o n s  unde r  t h e  Art ic les ,  
M r ,  M t e i  s a i d .  I n  genu ine  cases o f  h a r d s h i p ,  t h e  E x e c u t i v e  D i r e c t o r s  
should  s e e k  t o  adop t  measures  t h a t  c o u l d  l e a d  t o  a p o s i t i v e  result, i n c l u d -  
i n g  t h e  p o s s i b i l i t y  of i n v o k i n g  t h e  p r o v i s i o n s  of Artic1.e V, S e c t i o n  7(g) 
of t h e  A r t i c l e s  of- Agreement. 

He d i d  n o t  f i n d  t h e  s t a f f ' s  argument a g a i n s t  i n v o k i n g  t h a t  p r o v i s i o n  
a t  all c o n v i n c i n g ,  M r .  Mtei s t a t e d .  The E x e c u t i v e  D i r e c t o r s  s h o u l d  n o t  
a p p e a r  t o  f r u s t r a t e  t h e  c l ea r  i n t e n t i o n  of the found ing  f a t h e r s  by b e i n g  
o v e r s e l e c t i v e  in choos ing  t o  a p p l y  c e r t a i n  Ar t ic les ,  p a r t i c u l a r l y  i f  i t  
were clear  t h a t  i t  was i m p o s s i b l e  f o r  a c o u n t r y  t o  meet i t s  r e p u r c h a s e  
o b l i g a t i o n s  a l t h o u g h  i t  was p r e p a r e d  t o  c o o p e r a t e  w i t l r  t h e  Fund i n  f i n d i n g  
a p p r o p r i a t e  so3.utions t o  i t s  b a l a n c e  of payments problem. I n  t h a t  connec- 
t i o n ,  a member mighf be r e q u i r e d  t o  i n i t i a t e  a c t i o n  under  t h e  Articles i f  
i t  f e l t  t h a t  i t  would s u f f e r  h a r d s h i p  by paying on t h e  due d a t e .  The s a m e  
r e a s o n i n g  a p p l i e d  t o  t h e  p r o v i s i o r i s  of A r t i c l e  V, S e c t i o n  8 ( e )  r e g a r d i n g  
the payment of charges i n  n a t i o n c d  c u r r e n c y  t o  c?lleviate h a r d s h i p .  H e  
endor sed  Mr. K a f k a ' s  approach  on t h a t  p o i n t .  

I n  M r .  M a l h o t r a ' s  w o r d s ,  h e  would u r g e  E x e c u t i v e  D i r e c t o r s  t o  a p p r e c l -  
a t e  t h a t  t h e  wor ld  was p a s s i n g  t h r o u g h  d i f f i c u l t  times, M r ,  Mtei conmented. 
The f o r c e s  a t  p l a y ,  which made prompt r e p u r c h a s e s  i m p o s s i b l e  f o r  a number 
of  c o u n t r i e s ,  were w e l l  known t o  the E x e c u t i v e  Roard  and c a l l e d  f o r  deeper 
u n d e r s t a n d i n g  by t h e  s t a f f .  He d i d  not see what a d d i t i o n a l  b e n e f i t s  would 
flow f rom new r u l e s  o r  f u r t h e r  t i g h t e n i n g  of e x i s t i n g  o n e s  in 
c i r c u m s t a n c e s .  R a t h e r ,  h e  would urge  t h e  E x e c u t i v e  Board t o  a 
c o n t i n u e  w i t h  t h e  p r e s e n t  r u l e s  and p r  

s i t u a t i o n  i n  t h e  years a h e a d ,  i t  s h o u l d  n o t  h e s i t  
e a s u r e s  t o  

n s  when i t  
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M r .  Laske  r e c a l l e d  t h a t  i n  t h e  c o u r s e  of  t h e  d i s c u s s i o n  f o r  t h e  
A r t i c l e  IV c a n s u l t a t i o n  w i t h  a c o u n t r y  t h a t  had had overdue payments  t o  
t h e  Fund. some weeks p r e v i o u s l y ,  h e  had made some g e n e r a l  o b s e r v a t i o n s  
r e g a r d i n g  t h e  i m p o r t a n c e  of members ' d i s c h a r g i n g  i h e i r  payments on time. 
As t o  t he  s e r i o u s n e s s  of t h e  problem, h i s  t h Q u g h t s  r a n  much d o n g  t h e  
l i n e s  of t h o s e  e x p r e s s e d  by Mr. P o l a k ,  Mr. E r b ,  and Mr. Wicks. De lays  
beyond t h e  due d a t e  were t o l e r a b l e  o n l y  when t h e y  l a s t e d  no :nore t h a n  a 
few days and were p r i m a r i l y  c a u s e d  by t e c h n i c a l  f a c t o r s .  
w o r r y i n g  t h a r  n o t i f i c a t i o n s  r e g a r d i n g  o v e r d u e  payments o b l i g a c i o n s  had 
become more f r e q u e n t  i n  r e c e n t  times. To p r e v e n t  such o c c u r r e n c e s  f rom 
becoming e v e n  more numerous,  t h e  E x e c u t i v e  Board s h o u l d  u r g e n t l y  a d o p t  
more formal. p r o c e d u r e s ,  b a s i c a l l y  a l o n g  t h e  l i n e s  proposed by t h e  s t a f f .  

It  was extremely 

A s  t o  the p r e s e i i t  p o l i c y  w i t h  r e g a r d  t o  ove rdue  payments ,  h e  couid 
endorse the c o u r s e  fo l lowed s o  f a r  by managem'nc and staff, M r ,  Lask.e 
s t a t e d ,  I n  p a r t i c u l a r ,  he c o u l d  a g r e e  w i t h  t h e  p r i n c i p l e  of  n o t  r e s c h e d u l -  
i n g  r e p u r c h a s e s  from t h e  Fund. I f  r e p u r c h a s e  d a i e s  were SLZL a t  the maxi.mum 
p e r m i s s i b l e  l imi t - - f  i v e  y e a r s  from t h e  d a t e  of pu rchase - - the  member con- 
cerned might  w e l l  f i n d  i c s e l f  in an e x t r e m e l y  u n c o m f o r t a b l e  p o s i t i o n .  
N a t u r a l l y ,  when a c o u n t r y  c o u l d  c o n v i n c e  t h e  Fund thar a very s h o r t - t e r m  
postponement of a s p e c i f i c  r e p u r c h a s e  would e n a b l e  i t 5  a u t h o r i t i e s  to rnake 
t h e  n e c e s s a r y  payments ,  a n  e x c e p t i o n  might  be a c c e p t a b l e .  A proposi l l  t o  
t h a t  e f f e c t  would of c o u r s e  nave t o  be p u t  f o r w a r d  by management, t h e  dura- 
t i o n  would have t o  b e  ve ry  s h o r t , - a n d  t h e  a u t h o r i t i e s '  a s s u r a n c e  of l a t e r  
repayment would have t o  engende r  a h i g h  d e g r e e  of c o n f i d e n c e .  He w o u l d  
a l s o  s u p p o r t  t h e  c o n t i n u a t i o n  of  t h e  practice by which the Fund would no t  
e n t e r  i n t o  n e g o t i a t i o n s  on t h e  u s e  of i t s  r e s o u r c e s  w i t h  a c o u n t r y  t h a t  
was overdue  i n  its payments o b l i g a t i o n s .  I f  s u c h  o b l i g a t i o n s  became ove r -  
due  &fter  n e g o t i a t i o n s  had been c o n c l u d e d ,  t h e  request s h o u l d  be b r o u g h t  
t o  t h e  E x e c u t i v e  Board o n l y  a f t e r  t h e  a r r e a r s  h a d  been  e l i m i n a t e d .  He  
s u p p o r t e d  t h e  s u g g e s t i o n  p u t  forward by Mr. N i m a t a l l a h  and o t h e r  E x e c u t i v e  
D i r e c t o r s  t o  i n c l u d e  I n  f u t u r e  a r r a n g e m e n t s  a s t a n d a r d  c l a u s e  i n d i c a t i n g  
t h a t  d i s b u r s e m e n t s  would be s topped  when r e p u r c h a s e s  o r  o t h e r  payments 
o b l i g a t i o n s  were n o t  met on time by t h e  c o u n t r y  conce rned .  

While he would i n  p r i n c i p l e  suppor t  the p r o p o s a l  t h a t  t h e  Managing 
D i r e c t o r  s h o u l d  i s s u e  c o m p l a i n t s  under  R u l e s  K - l  and S-1 a u t o m a t i c a l l y  n o t  
more t h a n  six months a f t e r  t h e  o b l i g a t i o n  became o v e r d u e ,  t h e r e  o u g h t  t o  
b e  some f l e x i b i l i t y  i n  a p p l i c a t i o n ,  M r .  Laske  s ta ted .  I f  the member c o u l d  
p rove  i n  a c o n v i n c i n g  f a s h i o n  t h a t  i t  would make payment i n . r h e  immediate  
f u t u r e - - s a y ,  w i t h i n  t h e  n e x t  week--it might  n o t  be  n e c e s s a r y  t o  take formal 
ac t  ion .  

The q u e s t i o n  of t h e  i m p o s i t i o n  of a p e n a l t y  r a t e  was r a t h e r  more 
d i f f i c u l t ,  Mr. Laske  c o n s i d e r e d .  On ne hand ,  i f  i t  
enough above m a r k e t  r a t e s ,  i t  migh t  a an inducement  t o  t i m e l y  payment. 
On t he  o t h e r  hand ,  t h e  a p p l i c a t i o n  of a s i z a b l e  p e n a l t y  might r e n d e r  a 
c o u n t r y ' s  payments p o s i t i o n  even more d i f f i c u l t .  T h e r e f o r e ,  f o r  rhe t i m e  
be ing ,  h e  woul r o p o s e  to take a d e c i s i o n  on t h a t  t o p i c  bur. t o  g i v e  

e light of f u t  Nor would  h e  l i k  
t mee t ing  on f o r  c o u n t r i e s  i n  

~ ~ 
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arrears  t o  the Fund. Normally,  t h e  banking community and o t h e r  l e n d e r s  
were w e l l  informed a b o u t  a c o u n t r y ' s  payments s i t u a t i o n ,  s o  t h a t  p u b l i c  
s t a t e m e n t s  by t h e  'Fund would add l i t t l e  t o  what was a l r e a d y  knovn. On t h e  
o t h e r  hand,  t h e  p o s s i b i l i t y  o f  such n o t i f i c a t i o n s ,  e s p e c i a l l y  t o  a c o u n t r y ' s  
immediate c r e d i t o r s ,  might  i n c r e a s e  t h e  h e s i t a t i o n  t o  a l l o w  o b l i g a t i o n s  t o  
t h e  Fund t o  become overdue.  While h e  would not  w i sh  t o  see c o u n t r i e s  
s t i g m a t i z e d ,  t h e  mat te r  s h o u l d  be t a k e n  up a g a i n  i f  problems became more 
przr-slng" 

Mr. J o y c e  remarked t h a t  t h e  E x e c u t i v e  Board was no t  f a c e d  by a c r i s i s ,  
and c h a t  i r .  would b e  most damaging i f  a n y t h i n g  t h a t  t h e  Executive Board 
d i d  a t  t h e  p r e s e n t  m e e t i n g ,  o r  i f  any of t h e  d e c i s i o n s  t a k e n ,  were t o  g i v e  
such  a n  i m p r e s s i o n  t o  t h e  o u t s i d e  world.  N e v e r t h e l e s s ,  t h e  Board was 
fac-lng a s i t u a t i o n  t h a t  had t o  be a matter of growing  conce rn ,  and s o  f a r  
i t  was i m p o s s i b l e  t o  know whether  t h e  r e c e n t  e x p e r i e n c e  was a p a s s i n g  
phenomenon or whe the r  i t  was a h a r b i n g e r  of worse t o  come. He, l i k e  o t h e r s ,  
was d e e p l y  conce rned  a b o u t  t h e  i n c r e a s e d  i n c i d e n c e  of overdue pHyments t o  
t h e  Fund, and he  f r - L t  them t o  be a s e r i o u s  mat ter ,  n o t  o n l y  f o r  t h e  Fund's  
ro le  a s  a c a t a L y s t ,  but  also €or  t h e  impact  t h a t  any  major jncrease  i n  over- 
due o b l i g a t i o n s  cou l t l  have on t h e  r e v o l v i n g  n a t u r e  of t h e  Fund ' s  r e s o u r c e s ,  
and hence on t h e  access of  members t o  i t s  a s s i s t a n c e .  

The E x e c u t i v e  Board w a s  c l e a r l y  dealing w i t h  a s e n s i t i v e  matter t h a t  
t ouched  sove re ign  s t a t e s  i n  r e l a t i o n  t o  t h e i r  c r e d i t  s t a n d i n g  i n  t h e  wor ld  
a t  l a r g e ,  Mr. J o y c e  went on.  T h e  Board s h o u l d  t h e r e f o r e  proceed w i t h  care ,  
buc i t  a l s o  needed t o  proceed w i t h  firmness. C i rcums tances  d i d  however 
d i f f e r  i n  p a r t i c u l a r  c a s e s ;  hence  E x e c u t i v e  D i r e c t o r s  s h o u l d  be p repa red  
t o  t ake  accoun t  of speci.al c i r c u m s t a n c e s  o n  a case-by-case b a s i s .  Neverthe-  
less,  t h e r e  s h o u l d  be clear p r o c e d u r e s  t o  e n s u r e  t h a t  when members d i d  i n c u r  
a r r e a r s ,  t h e  s i t u a t i o n  would be c o n s i d e r e d  by t h e  E x e c u t i v e  Board a t  a n  
ear ly  d a t e  and t h a t  t h e  Fund, on d i r e c t i o n  from t h e  Board, would take a c c i o n  
i f  n e c e s s a r y  t o  p r o t e c t  it5 b r o a d e r  i n t e r e s t s .  Not o n l y  s h o u l d  t h e  proce- 
d u r e s  be c lear ly  known t o  all; t h e  t i m i n g  f o r  t h e  e n t r y  i n t o  f o r c e  of t h e  
v a r i o u s  s t a g e s  s h o u l d  a l s o  be c l e a r l y  s e t  o u t .  

Taking u p  t h e  m a t t e r s  raised by t h e  staff, Mr. J o y c e  s a i d ,  f i r s t ,  t h a t  
he a g r e e d  t h a t  t h e  n o t i f i c a t i o n  p r o c e d u r e s  fo l lowed  by t h e  s t a f f  h i t h e r t o  
s h o u l d  be contj .nued. Recognizing t h a t  t h e  p r o c e d u r e s  had p l a c e d  a n  added 
a d m l n i s t r a t i v e  burden o n  t h e  Treasurer's Department ,  i t  seemed r e a s o n a b l e  
c h a t  when arrears  exceeded s i x  months,  t h e  Managing D i r e c t o r  s h o u l d  no rma l ly  
submi t  t h e  case t o  t h e  E x e c u t i v e  Board ,  s o  t h a t  t h e  Board c o u l d  d e c i d e  
whe the r  a d d i t i o n a l  s t e p s  s h o u l d  be t a k e n ,  p o s s i b l y  l e a d i n g  t o  a r e s t r i c t i o n  
of a member's r i g h t s  t o  use t h e  F u n d ' s  r e s o u r c e s ,  o r  t o  i n e l i g i b i l i t y .  
Some f l e x i b i l i t y  would be r e q u i r e  

y ,  t h e  E x e c u t i v e  
i d  c i r c u m s t a n c e s  i n  t h e  m 

p r o p o s a l s  as  he u n d e r s t o o  
and m e c h a n i c a l .  Nor d i d  \e  

be a u t o m a t i c ,  a n d  t ha t  t r t e  

t h e  coun t r  emons trate t h a t  t 
cases. T 
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He would n o t  f a v o r  r e s c h e d u l i n g  o r  p o s t p o n i n g  o b l i g a t i o n s ,  Mr. J o y c e  
concinuei l .  Reschedu l ing  r e p u r c h a s e s  was u n l i k e l y  t o  be h e l p f u l ,  except 
p o s s i b l y  i n  some e x c e p t i o n a l  cases. Reschedu l ing  was t an tamoun t  t o  p r o v i d -  
i n g  a d d i t i o n a l  Fund r e s o u r c e s  t o  a member w i t h o u t  a n  a d j u s t m e n t  program 
and w i t h o u t  per formance  c r i t e r i a .  When t h e r e  was a case f o r  t h e  p r o v i s i o n  
of a d d i t i o n a l  r e s o u r c e s ,  i t  s h o u l d  be c o n s i d e r e d  Pn t h e  normal way t h r o u g h  
d l s i x s s i o n  and n e g o t i a t i o n  of a n  a r r angemen t  w i t h  t h e  Fund s u p p o r t e d  by a n  
a p p r o p r i a t e  ad j u s  t men t p r  og ram. 

The impact of p u b l i c i z i n g  a member's arrears might  i n  many cases p rove  
t o  be q u i t e  m a r g i n a l ,  s e e i n g  t h a t  t h e  member would i n  most  cases have 
accumula ted  a r r e a r s  e l s e w h e r e ,  and  t h a t  i t s  f i n a n c i a l  s i t u a t i o n  would be 
f a i r l y  well known, M r .  Joyce  c o n s i d e r e d .  Moreover ,  t h e  p u b l i c a t i o n  by t h e  
Fund of i n f o r m a t i o n  c o n c e r n i n g  t h e  a r r e a r s  of an i n d i v i d u a l  c o u n t r y  would 
t h r e a t e n  t o  b r e a c h  t h e  conf  i d e n t i n l  a r r a n g e m e n t s  t h a t  e x i s t e d  between t h e  
Fund and i t s  members. I t  migh t  t h e r e f o r e  be b e s t  t o  u s e  t h e  p u b l i c a t i o n  
o n l y  i n  Chose s i t u a t i o n s  where t h e  E x e c u t i v e  Board had d e c i d e d  t o  l i m i t  a 
member's  r i g h t  t o  u s e  Fund r e s o u r c e s ,  o r  t o  d c c l a r e  a member i n e l i g i b l e .  

He d i d  n o t  b e l i e v e  t h a t  p e n a l t y  c h a r g e s  s h o u l d  be imposed,  a t  least  
on r e l a t i v e l y  . shor t - te rm a r rears ,  M r .  J o y c e  s t a t e d .  On long- te rm arrears,  
it was n o t  c lear  t h a t  p e n a l t i e s  would p r o v i d e  a n  i n c e n t i v e  f o r  r e d u c t i o n .  
He would however be i n t e r e s t e d  t o  h e a r  t h e  s t a f f  view o n  ho-7 h i g h  a p e n a l t y  
r a t e  would have t o  he i n  o r d e r  t o  p r o v i d e  a n  i n c e n t i v e ,  and  how t h e  p r i n -  
ciple of un i fo rm t r e a t m e n t  would be a p p l i e d  i f  p e n a l t i e s  were imposed on 
overdue  c h a r g e s .  

H e  ag reed  t h a t  a member s h o u l d  nQt be a b l e  t o  make p u r c h a s e s  u n d e r  a 
Fund ar rangement  i f  i t  had n o t  met i t s  o b l i g a t i o n s  t o  t h e  Pund, Mr. J o y c e  
commented, H e  would t h e r e f o r e  s u p p o r t  t h e  a d o p t i o n  of a per formance  cr i te-  
r i o n  i n  f u t u r e  Fund s t and-by .and  ex tended  a r r a n g e m e n t s  t h a t  would p r e v e n t  
drawings  under  t h e  program i f  a member i n c u r r e d  overdue  payments.  

On whether  d i s c u s s i o n  o f  t h e  use of Fund r e s o u r c e s  under a new a r r a n g e -  
ment shou ld  c o n t i n u e  w h i l e  arrears e x i s t e d ,  Mr. Joyce  s a i d  t h a t  he g e n e r a l l y  
a g r e e d  w i t h  the pract ice  b e i n g  f o l l o w e d  by management and staff. Ibwever, 
t h e  a p p l i c a t i o n  of t h a t  p r a c t i c e  s h o u l d  be f l e x i b l e .  It  made no s e n s e  t o  
suspend ,  o r  n o t  t o  engage  i n ,  n e g o t i a t i o n s  i n  e v e r y  i n s t a n c e  when a c o u n t r y  
was i n  a r r e a r s .  Re ag reed  w i t h  MY. Ismael and Mr. S e n i o r  t h a t  t h e  E x e c u t i v e  
Board shou ld  n o t  be too mechan ica l  i n  i t s  approach .  It was n e c e s s a r y  t o  
d i s c i n g u i s h  between'  cases of i n a b i l i t y  t o  pay and  cases of u n w i l l i n g n e s s  
t o  pay. 

We was no t  s u r e  t h a t  h e  would go q u i t e  so f a r  as Mr. Mtei i n  d e a l i n g  
o n l y  w i t h  c o u n t r i e s  t h a t  were " r eca l c i t r an t , "  Mr. J o y c e  commented, because  
no member of t h e  Fund would e v e r  c o n s i d e r  I tselE r eca l c i t r an t .  Arrears of 

e Fund a lways  arose 
rs w i t h  unexpec ted  f ess, t h e  s i t u a t i o n  oughr 
t on a case-by-case bas  were b rough t  t o  t 

E x e c u t i v e  h o a r d .  It  w a s  a l s o  n e c e s s a  u i s h  be tween cases 
nd where t h e y  were 

m economic c i r c u m s t a n c e s  t h a t  had 
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somewhat s h o r t e r  o r i g i n .  The Fund ough t  to make a c a r e f u l  e x a m i n a t i o n  i n  
each  case of t h e  c i r c u m s t a n c e s  t h a t  would p e r m i t  a c.ountry t o  o b t a i n  t h e  
r e s o u r c e s  necessary t o  d i s c h a r g e  i t s  o b l i g a t i o n s .  Management Ought t o  be 
a b l e  t o  a u t h o r i z e  d i s c u s s i o n s  when t h e r e  was e v i d e n c e  t h a t  t hey  c o u l d  l e a d  
t o  t h e  working o u t  of  a n  a d j u s t m e n t  program t h a t  would s a t i s f y  o t h e r  l e n d e r s  
of t h e  w i l l i n g n e s s  and a b i l i t y  o f  the a u t h o r i t i e s  t o  c o n f r o n t  t h e i r  d i f f i -  
c u l t i e s  and t o  command a d d i t i o n a l  f i n a n c i a l  s u p p o r t  from t h e  Fund. Only 
i n  t h o s e  c i r c u m s t a n c e s  c o u l d  a member o b t a i n  a c c e s s  t o  t h e  a d d i t i o n c l l  
r e s o u r c e s  t h a t  might wel l  be  needed i f  i t  were t o  r e p a y  i t s  arrears  t o  t h e  
Fund, c'r t o  d e m o n s t r a t e  t o  Fund management t h a t  such f i n a n c i n g  was l i k e l y  
t o  b e  made a v a i l a b l e  as soon as n e g o t i a t i o n s  w i t h  t h e  Fund had been corn- 
p l eced  * He would however a g r e e  that:  ,aauagement s h o u l d  no t  a u t h o r i z e  nego- 
t i a t i o n s  w i t h  a member i f  t h e  o b l i g a t i o n s  t o  t h e  Fund had  been overdue. f o r  
a n  ex tended  p e r i o d .  F i n a l l y ,  p r o p o s a l s  f o r  t h e  use of: Fund r e s o u r c e s  
s h o u l d  not be c o n s i d e r e d  by t h e  E x e c u t i v e  Board s o  l o n g  as there was no 
assurance t h a t  ove rdce  o b l i g a r i o n s  c o u l d  be immedia t e ly  d i s c h a r g e d .  

3r. Lovato s t a t e d  t h a t  h e  was i n  agreement b o t h  w i t h  t h e  premises and 
with che p r i . n c i p l e s  s e t  o u t  i n  EBS/54/46.  S p e c i f i c a l l y ,  h e  ag reed  w i t h  
t h e  s t a f f  t h a t ,  a l t h o u g h  small i n  r e l a t i o n  Lo t o t a l  payments t n  t h e  Fund 
and t o t a l  Fund c r e d i t  o u t s t a n d i n g ,  d e l a y s  i n  d i s c h a r g i n g  o b l i g a t i o n s  might: 
unde rcu t  t h e  e f f i c i e n c y  of a d j u s t m e n t  programs in t h e  longer run. It was 
incumbent upon t h e  Fund t o  s a f e g u a r d  t h e  t empora ry  and r e v o l v i n g  c h a r a c t e r  
of i t s  c r e d i t  t o  members; and t h e  c r e d i t  s t a n d i n g  of t h e  Fund a5 a borrower 
ough t  t o  be pr-otected,  a s  mentioned by Mr. N i m a t d l o h .  

The re  was no d o u b t ,  a s  Mr. Kafka had m a i n t a i n e d ,  t h a t  t h e  a c c u m u l a t i o n  
o f  overdue o b l i g a t i o n s  t o  the Fund was a m a n i f e s t a t i o n  of a more g e n e r a l  

. e x t e r n a l  d e b t  problem, Mr. Lovato c o n s i d e r e d .  However, g i v e n  t h e  s p e c i a l  
r o l e  of' t h e  Fund i n  t h e  i n t e r n a t i o n a l  monetary s y s t e m  and t h e  p e c u l i a r  
c h a r a c t e r  of i t s  t r a d i t i o n a l  s u p p o r t  f o r  c o u n t r i e s  i n  t h e  m i d s t  of a d j u s t -  
i n g  t h e i r  imba lances ,  a s  a rnatter of p r i n c i p l e ,  o b l i g a t i o n s  by members t o  
t h e  Fund s h o u l d  n o t  be r e s c h e d u l e d .  Overdue o b l i g a t i o n s  t o  t h e  Fund s h o u l d  
be c o n s i d e r e d ,  t h e r e f o r e ,  i n  t h e  c o n t e x t  of t h e  r emed ies  bei.ng d e s i g n e d  f o r  
d e b t o r  c o u n t r i e s  i n  g e n e r a l .  H e  t h e r e f o r e  endorsed t h e  pract ice  f o l l o w e d  
i n  t h e  p e r i o d  a f t e r  t h e  Second Amendment of t h e  Articles of Agreement. 

H e  a l s o  a g r e e d  w i t h  t h e  s t a f f  t h a t  r e s c h e d u l i n g  exercises w i t h  o f f i c i a l  
c r e d i t o r s  under  the  aegis  of  t h e  P a r i s  Club s h o u l d  no t  encornpass d e b t  owed 
t o  t h e  Fund,  which s h o u l d  c o n t i n u e  t o  be r e p a i d  a c c o r d i n g  t o  t h e  F u n d ' s  
own p o l i c i e s  on t h e  u s e  of i t s  r e s o u r c e s ,  Mr. Lovato s t a t e d .  H e  had no 
argument  w i t h  t h e  p r e s e n t  p r a c t i c e  r e g a r d i n g  the cr i te . r ia  t o  be followed 
whenever a c o u n t r y  w i t h  ove rdue  payments made a request f o r  Fund s u p p o r t  
o r  f a r  f u r t h e r  drawings under  an e x i s t i n g  a r r a n g e m e n t  with t h e  Fund. 

On t h e  i s s u e  of f ixed rules fa r  i n i t i a t i n g  p r o c e d u r e s  a g a i n s t  a c o u n t r y  
f a i l i n g  t o  f u l f i l l  i t s  o b l i g a t i o n s  t o  t h e  Fund, Mr. Lova to  s a i d  t h a t ,  w h i l e  
o n l y  a s h o r t  t i m e  s h o u l d  be a l lowed  b e f o r e  l n i t i a t i n g  p r o c e d u r e s ,  s e t t i n g  

o c c u r ,  as  
take, Cases of excepti  a r d s h i p  might 

b e f o r e  t a k  
nd ought  t o  i n q u i r e  
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ough t  t h e r e f o r e  t o  be r e t a i n e d ,  a s  had been a r g u e d  by tlr. Kafka. Second,  
t h e  i m p o s i t i o n  of p e n a l t y  c h a r g e s  on ove rdue  r e p u r c h a s e s  would o n l y  exacer- 
b a t e  a c o u n t r y ' s  b a l a n c e  of payments d i f f i c u l t i e s  and make prompt repayment 
less  r a t h e r  t h a n  more l i k e l y .  A s  t o  p u b l i c i t y ,  h e  was i n c l i n e d  t o  t h i n k ,  
l i k e  Mr. Kafka, t h a t  d e c i s i o n s  s h o u l d  be  t a k e n  by t h e  Esecut ive Board on 
a case-by-case b a s i s .  I n  g e n e r a l ,  h e  would be r e l u c t a n t  t o  a l l o w  a n y  
p u b l i c i t y ,  f o r  t h e  r e a s o n s  g i v e n  by t h e  s t a f f ,  

Mr. H i r a o  s t a t e d  t h a t  a l t h o u g h  members had i n  g e n e r a l  been prompt i n  
meeting t h e i r  f i n a n c i a l  o b l i g a t i o n s  t o  t h e  Fund, t h e r e  had been a s t e e p  
r ise  i n  t h e  number of ove rdue  payments. L i k e  o t h e r  E x e c u t i v e  D i r e c t o r s ,  
he was conce rned  a b o u t  t h a t  development;  i t  was p e r t i n e n t  t o  c o n s i d e r  t h e  
matter:  a t  t h e  p r e s e n t  mee t ing .  H e  f u l l y  e n d o r s e d  t h e  g e n e r a l  a p p r o a c h e s  
s e t  o u t  i n  E B S / 8 4 / 4 6  f o r  t h e  r e a s o n s  s t a t e d  by Mr. Erb. E f f o r t s  s h o u l d  be  
made t o  e l i m i n a t e  t h e  i n c i d e n c e  of ove rdue  payments ,  s i n c e  they  were con- 
t r a r y  t o  t h e  p u r p o s e s  of t h e  Fund and i m p a i r e d  i c s  stnootli o p e r a t i o n  and 
c r e d i b i l i t y .  It s h o u l d  a l s o  be no ted  t h a t  i€ payments of n e t  c h a r g e s  
imposed by t h e  SDR Department c o n t i n u e d  t o  become o v e r d u e ,  t h e y  would 
ra i se  d o u b t s  abou t  t h e  p r o p e r  f u n c t i o n i n g  of t h e  D e p a r t m e n t .  

As t o  whe the r  a fo rma l  time l i m i t  ought  t o  be laid down a f t e r  w h i c h  
t h e  Managing D i r e c t o r  would no rma l ly  submi t  a c o m p l a i n t  under  R u l e  K-1 J r  
Rule S-1, M r .  H i r a o  remarked t h a t  i t  was r e a s o n a b l e  that :  such  yroceduLes 
s h o s l d  t a k e  p l a c e  a f t e r  a r e l a t i v e l y  s h o r t  p e r i o d ,  such  as s i x  mont.;ls from 
t h e  date of repayment .  The s p e c i f i c a t i o n  of s u c h  a t i m e  would h e l p  t o  
ensu re  uniform t r e a t m e n t  of members. However, t h e  Fund shou'1.d u n d e r t a k e  
f u r t h e r  work b e f o r e  t r y i n g  t o  d e c i d e  whe the r  t h e r e  s h o u l d  be a n  aut0rnati.r: 

. i n i t i a t i o n  of t h e  p r o c e d u r e s  a f t e r  s i x  months .  A f r e r  all, t h e  E x e c u t i v e  
Hoard.might w i s h  t o  exercise considerable d i s c r e t i o n  i n  d e a l i n g  w i t h  i a d i -  

' v i d u a l  cases. Moreover,  t h e  a a p y t i o n  of a f i x e d  time p e r i o d  might  have 
t.he e f f e c t  of t u r n i n g  i t  i n t o  a g r a c e  p e r i o d .  

H e  would be p r e p a r e d  t o  s u p p o r t  t h e  i n t r o d u c t i o n  of p e n a l t y  c h a r g e s ,  
M r .  H i r ao  s t a t e d .  However, such  c h a r g e s  c o u l d  be imposed on a case-by-case 
basis, and on ly  i f  t h e y  were c o n s i d e r e d  t o  be e f f e c t i v e  i n  i n d u c i n g  p r o m p t  
s e t t l e m e n t :  of ove rdue  o b l i g a t i o n s .  The e f f e c t i v e n e s s  of a n y  such a c t i o n  
s h o u l d  be we5ghed c a r e f u l l y  i n  t h e  l i g h t  of t h e  spec i f ic  c i r c u m s t a n c e s  i n  
each  case. 

Although t h e  Fund ought t o  have t h e  r i g h t  t o  p u b l i c i z e  .cases of Ela- 
g r a n t  ove rdue  payments,  Mr. H i r a o  o b s e r v e d ,  h e  would p r e f e r  t o  t a k e  a 
c a u t i o u s  approach .  As t h e  s t a f f  had s u g g e s t e d ,  p u b l i c  awareness  of a 
d e c i s i o n  1 i .ml t ing  a member's access t o  Fund r e s o u r c e s ,  o r  a d e c l a r a t i o n  
t h a t  t h e  member was i n e l i g i b l e ,  was l i k e l y  t o  have a s i g n i f i c a n t  e f f ec t  on 
any  appraisal a member's c r e d i t w o r t h i n e s s  and t h u s  i n f l u e n c e  t h e  a v a i l -  
a b i l i t y  of f o  In b r i e f ,  p u b l i c i t y  might i n c r e a s e  t h e  r i s k  
t h a t  i t  would be d i f f i c u l t  t o  o b t a i n  s e t t l e m e n t  of a n  o b l i g a -  

Mr. S c h n e i d e r  commented t h a t  in p r i i l c i p  was a matter of s e r i o u s  
embers t o  d i s c h a r g e  t h e i r  

s t a f f  had r i g h t l y  
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p o i n t e d  o u t  t h e  n e g a t i v e  r e p e r c u s s i o n s  t h a r  s u c h  developments  c o u l d  have 
f o r  t h e  Fund,  On t.he o t h e r  hand, t h e  Fund ough t  t o  avo id  a d o p t i n g  a n  
approach  t o  inember c o u n t r i e s  w i t h  ove rdue  payments t h a t  would i e a v e  t hein 
no  room f o r  maneuver. The p r o p e r  c o u r s e  would be t o  a d c p t  a ba l anced  
approach  t h a t  would t a k e  due accoun t  of t h e  i n t e r e s t s  b o t h  of t h e  Fund and  
3f  t h e  members conce rned .  

As t o  t h e  s u g g e s t i o n s  by t h e  s t a f f ,  Mr. S c h n e i d e r  s a i d  t h a t  he was 
not: much i n  f a v o r  of f o r m a l i z i n g  t h e  p r e s e n t  p r o c e d u r e s ;  so  d o i n g  would 
l o s e  the f l e x i b i l i t y  t h a t  a t  p r e s e n t  made i t  p o s s i b l e  to t a k e  accoun t  of 
t h e  spec ia l  c i r c u m s t a n c e s  of c o u n t r i e s  i n  d i f f i c u l t  s i t u a t i o n s .  I n  o t h e r  
words ,  t h e  Fund s h o u l d  c o n t i n u e  w i t h  t h e  case-by-case approach wichout  
f i x i n g  i n  advance any p e r i o d  f o r  t h e  a u t o m a t i c  i n i t i a t i o n  of p r o c e d u r e s .  
Execut ive  D i r e c t o r s  ough t  t o  keep  i n  mind t h a t  t h e  aim was t o  r e c o v e r  t h e  
r e s o u r c e s  t h a t  t h e  Fund had made a v a i l a b l e  t o  members; f o r  t h a t  p u r p o s e ,  
f l e x i b i l i t y  W;IS needed. Fo r  t h e  same r e a s o n s ,  h e  had d o u b t s  abou t  t h e  
e s t a b l i s h m e n t  of p e n a l t y  c h a r g e s ;  he  d i d  n o t  b e l i e v e  t h a t  t hey  would be a t  
a l l  h e l p f u l  i n  r e c o v e r i n g  t h e  F u n d ' s  r e s o u r c e s .  On t h e  q u e s t i o n  of p u b l i c -  
i t y ,  i n  p r i n c i p l e  t h e  Fund s h o u l d  l i m i t  t h e  d i s t r i b u t i o n  o f  i n f o r m a t i o n  on 
rsver'dile payments t o  t h e  membership a t  l a rge .  Going f u r t h e r  would n o t  o n l y  
damage t h e  c r e d i t  s t a n d i n g  of t h e  member c o u n t r y  conce rned ;  i t  might a l s o  
have n e g a t i v e  r e p e r c u s s i o n s  on  t h e  s t a n d i n g  of t h e  Fund. 

I n  b r i e f ,  M r ,  S c h n e i d e r  s t a t e d ,  he f a v o r e d  cont-inuiqg t h e  p r e s e n t  
practlces on a case-by-case b a s i s .  T h a t  p r o c e d u r e  o f f e r e d  t h e  b e s t  chance  
of members' e v e n t u a l l y  r e p a y i n g  Che Fund. However, i n  o r d e r  t o  p r e s e r v e  
t h e  i n t e g r i t y  of t h e  Fund and t h e  r e v o l v i n g  c h a r a c t e r  of i t s  r e s o u r c e s ,  
t h e  Fund s h o u l d  n o t  G a i t  l o n g  b e f o r e  i n i t i a t i n g  t h e  p r o c e d u r e s  se t  o u t  i n  
t h e  Ar t ic les  and i n  t h e  Rules and R e g u l a t i o n s .  

Mr, Tshishirnbi  commented t h a t  t h e  i n c r e a s e  i n  t h e  number of f a i l u r e s  
by member c o u n t r i e s  co d i s c h a r g e  t h e i r  o b l i g a t i o n s  t o  t h e  Fund on time-- 
d e p l o r a b l e  as i t  was--was a symptom of t h e  e x t e r n a l  d e b t  problems t h a t  t h e  
Fund had been t r y i n g  h a r d ,  i n  c o n j u n c t i o n  w i t h  t h e  commercial. banks and 
o t h e r  l e n d i n g  i n s t i t u t i o n s ,  t o  overcome. The d e b t  c r i s i s  had been e x a c e r -  
ba t ed  by two i n t e r c o n n e c t e d  f a c t o r s ,  namely,  a d e p r e s s e d  world economic 
environment  and t h e  impact  of t h e  r e c e s s i o n  on bo r rowing  c o u n t r i e s ,  com- 
pounded by o t h e r  domes t i c  economic d i f f i c u l t i e s  i n  t h o s e  c o u n t r i e s .  The 
p r i m e  c o n c e r n  must be t o  p r e s e r v e  t h e  r e v o l v i n g  c h a r a c t e r  of  t h e  F u n d ' s  
r e s o u r c e s  a n d ,  beyond t h a t ,  t h e  c r e d i b i l i t y  o f  t h e  Fund as a f i n a n c i a l  
i n s t i E u t i o n  

The s t a f f  had been c o r r e c t ,  M r .  T s h i s h i m b i  c o n s i d e r e d ,  i n  d i s t i n g u i s h -  
i n g  between d e l a y s  i n  payment f o r  t e c h n i c a l  r e a s o n s  and t h o s e  t h a t  r e f l e c t e d  
s h o r t a g e s  of  f o r e i g n  exchange and s e r i o u s  f payments d i f  f i c u l r i e s .  
Most & l a y s  f e l l  i n t o  t h e  f i r s t  c a t e g o r y .  
f o r  a l o n g  time be f i n i n g  i t s  r e p u r c h a  
a d m i n i s t r a t i v e  t ec  e s ,  i n c l u d i p g  t h e  p 
when Tiecessary. 0 
t h e  Fund's  r e s o u r  

r e l a t i o n  t o  
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To b r i n g  abouL f u r t h e r  improvements in t h e  a d m i n i s t r a t i o n  of t h e  F u n d ' s  
f t n a n c l a l  o p e r a t i o n s ,  t h e  s t a f f  h a d  proposed t h e  a d o p t i o n  of a p e r i o d  o f ,  
s a y ,  s i x  months,  3f  t e r  which p r o c e d u r e s  would be u n d e r t a k e n  a u t o m a t i c a l l y ,  
Mt. T s h i s h i m b i  n o t e d .  Such a change would however be l i k e l y  t o  r e s u l t  i n  
a s u b s t a n t i a l  r e d u c t i o n  of t h e  f l e x i b i l i t y  t h a t  s t a f f  and management had 
exercised s u c c e s s f u l l y  i n  t h e  p a s t ,  and  s h o u l d  t h e r e f o r e  be res is ted.  
T h e r e  was a r i s k  t h a t  t h e  six-month p e r i o d  might  be c o n s i d e r e d  a grace 
p e r i o d .  As t o  t h e  i m p o s i t i o n  of a p e n a l t y  c h a r g e ,  he a g r e e d  w i t h  t h e  s t a f f  
c h a t  f o r  such  a p e n a l t y  t o  c o n s t i t u t e  a real  d e t e r r e n t ,  t h e  ra te  of c h a r g e  
would have t o  be s o  g r e a t  t h a t  i t  would f u r t h e r  a g g r a v a t e  t h e  member's 
b a l a n c e  of payments d i f f i c u l t i e s ,  r a t h e r  t h a n  improve them. The i m p o P i t i o n  
of a p e n a l t y  c h a r g e  would be t an tamoun t  t o  s u s p e c t i n g  t h e  c o u n t r y  of a 
d e l i b e r a t e  u n w i l l i n g n e s s  t o  pay when i t  was a b l e  t o  do so .  Nor d i d  he 
b e l i e v e  t h a t  QUhli.CiZiRg t h e  a c t i o n s  of t h e  Fund vis- 'a-vis t h e  member would 
b e  h e l p f u l .  Such p u b l i c i t y  c o u l d  0nl.y i m p a i r  t h e  member's c r e d i t w o r t h i n e s s  
and r e n d e r  more d i f f i c u l t  i t s  access t o  f a r e i g n  f i n a n c i n g .  

A s  t o  t h e  q u e s t i o n  of p o s t p o n i n g  r e p u r c h a s e s ,  Mr. T s h i s h i m b i  remarked 
that :  a postponement w i t h i n  t h e  r e p u r c h a s e  p e r i o d  was l i k e l y  t o  r e s u l t  i n  
b a l l o o n i n g  t h e  o b l . i g a t i o n s  a t  the end of t h e  p e r i o d ,  t h u s  m e r e l y  d i s p l a c i n g  
t h e  member's d i f f i c u l t i e s  co a l a t e r  d a t e .  Moreover ,  t h e  d i f f i c u l t i e s  
would o n l y  have been i n c r e a s e d  u n l e s s  a n  a d j u s t m e n t  had taken p l a c e  tg 
e n a b l e  t h e  member t o  meet i t s  o b l i g a t i o n s .  One way t o  overcome t h a t  d i f f i -  
c u l t y  would be t o  u s e  t h e  p o s s i b i l i t i e s  p r o v i d e d  i n  t h e  Articles of Agree- 
ment. Whi1.e i t  would n o t  be  a p p r o p r i a t e  t o  a s s o c i a t e  t h e  postponement of  
r e p u r c h a s e s  t o  t h e  Fcrnd w i t h  any m u l t i l a t e r a l  r e s c h e d u l i n g  e x e r c i s e s ,  i r :  
c i r c u m s t a n c e s  of  e x c e p t i o n a l  h a r d s h i p ,  Article V ,  S e c t i o n  7(g) would allow 
the E x e c u t i v e  Board t o  p o s t p o n e  r e p u r c h a s e s  t o  l o n g e r  t h a n  the  normal 
p e r i o d .  

- 

I n  b r i e f ,  Mr. T s h i s h i m b i  c o n s i d e r e d ,  t h e  c u r r e n t  p r o c e d u r e s  had ,served 
t h e  Fund w e l l .  Many payments d e l a y s  had s o  fa r  been s e t t l e d  on a case-by- 
case b a s i s ,  and i t  was h i s  c h a i r ' s  v i ew t h a t  t h e  same p r o c e d u r e s  s h o u l d  be 
c o n t i n u e d .  I n  so  s t a t i n g ,  he s t r e s s e d  t h e  i m p o r t a n c e  of k e e p i n g  l i n e s  of 
communicat ion open w i t h  member c o u n t r i e s .  Members t h a t  needed to n e g o t i a t e  
an a r rangemen t  w i t h  t h e  Fund t o  s u p p o r t  a n  a d j u s t m e n t  program s h o u l d  n o t  
be den ied  t h a t  r i g h t  s i m p l y  b e c a u s e  payments t o  t h e  Fund were o v e r d u e ,  
e s p e c i a l l y  i n  t h e  c i r c u m s t a n c e s  of h a r d s h i p  t h a t  h e  had mentioned.  While 
h e  c o u l d  a g r e e  t h a t  t h e  burden of e s t a b l i s h i n g  t h e  case f o r  h a r d s h i p  s h o u l d  
l i e  w i t h  t h e  member, t h e  Fund had a spec ia l  o b l i g a t i o n  t o  m a i n t a i n  communi- 
c a t i o n s  w i t h  t h e  c o u n t r y .  C o n s e q u e n t l y ,  e v e n  i f  a c o u n t r y ' s  payments t o  
t h e  Fund had become o v e r d u e ,  t h e  p r o p e r  p r o c e d u r e  would be t o  t r y  t o  con- 
v i n c e  the c o u n t r y  t o  adop t  a n  ad j t i s tmen t  program t h a t  would a l l o w  i t  t o  
r e p a y  the Fund, i n s t e a d  of f o r c i n g  i t  t o  a i t  u n t i l  i t  c o u l d  f i n d  r e s o u r c e s  
e l s e w h e r e  wit;h which t o  r e p a y ,  

M r .  Tvedt s a i d  t h a t  he endor sed  t h e  s t a f f ' s  a-??roach t o  t h e  p rob lem 
of ove rdue  payments t o  t h e  Fund as d e s c r i b e d  B S / ' 8 4 / 4 6 .  A rise i n  ove r -  

ts was bound t o  e r o d e  t h e  Fund ' s  c r  1 i C y  i n  the e y e s  b o t h  of 
s and of  i t s  c r e d i t o r s .  I f  c o n t i n u  he p r e s e n t  t r e n d  would 

t a i n t y  i n  t h e  managem f the Fund's  l i q u i d i t y ,  
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and i t  might e v e n t u a l l y  damage t h e  Fund ' s  b a f i c  s t a n d i n g  as a s o u r c e  of  
b a l a n c e  of paymenzs f i n a n c i n g ,  and t h u s  i n  t h e  l o n g e r  run  have n e g a t l v e .  
e f f e c t s  on the o v e r a l l  a c t i v i t y  of  t h e  in s t . i . t u t ion .  
of  d e l a y s  i n  paymenc c o u l d  i n  no way be blamed on the Fund, which had 
deve loped  a v a r i e t y  o f  advance  warning sys t ems  t o  f a c i l i t a t e  t i m e l y  payment. 

The i n c r e a s i n g  number 

Commenting on t h e  remedies  proposed by t h e  s t a f f ,  Mr. Tvedt s a i d  t h a t  
he  s u p p o r t e d  t h e  p r e s e n t  p o l i c y  of n o t  a l l o w i n g  f u r t h e r  access t o  Fund 
resources i f  a meinber were in arrears  t o  t h e  Fund. He a l s o  welcomed 
Mr. N i m a t a l l a h ' s  p r o p o s a l  t o  add a pe r fo rmance  c r i t e r i o n  L O  s tand-by and 
ex tended  a r r a n g e m e n t s ,  by which p u r c h a s e s  would be c o n d i t i o n a l  on a member's 
b e i n g  c u r r e n t  i n  i t s  payments t o  t h e  Fund. Moreover,  he  had no d i f f i c u l t y  
i n  a c c e p t i n g  t h e  s t a f f ' s  p r o p o s a l  f o r  f o r m a l i z i n g  the Managing Director's 
campla in ts  under Rule  IC-l and Rule S-1. The i d e a  o f  e s t a b l i s h i n g  a p a l i c y  
on t h e  i m p o s i t i o n  of proposed p e n a l t y  c h a r g e s  seemed r e a s o n a b l e o  Giv ing  
more p u b l i c i t y  t o  t h e  p r o c e d u r e s  w i t h  r e s p e c t  t o  ove rdue  o b l i g a t i o n s  was 
a lso  v s r t h  cons i d e r i n g  , a1 t hough p u b l i c i t y  m i g h t ,  a s  mentioned by Itr ., Ismael 
and o the r s ,  prove t o  be a double-edged sword. F i n a l l y ,  he  was r a t h e r  skep- 
t . i ca l  of t h e  n o t i o n  of r e s c h e d u l i n g  r e p u r c h a s e s .  

Mr.-Blandin commented t h a t  the f a i l u r e  t o  pay o b l i g a r i n n s  t o  t h e  Fund 
on: rime was a v e r y  s e r ious  matter. H i s  c h a i r  a g r e e d  t h a t  t h e  F u n d ' s  credi-  
bi!Lity and i t s  f i n a n c i a l  p o s i t i o n  had t o  be p r e s e r v e d .  T.le b a s i c  principle 
t h a t  oh l igac io r i s  t o  t h e  Fund had t o  be d i s c h a r g e d  on due time s;bould be 
r ea f fp rmed .  N e v e r t h e l e s s ,  i n  p a r t i c u l a r  cases i t  was clear t h a t  problems 
c o u l d  a ~ i s e .  *In t h o s e  c i r c u m s t a n c e s ,  w h i l e  the r u l e s  s h o u l d  be c lear  and 
u n i f o r m ,  t h e y  s h o u l d  n o t  be e x c e s s i v e l y  r i g i d ;  i f  t h e y  were, t h e y  c o u l d  
d i s t u r b  the r e l a t i o n s h i p s  between t h e  Fund and i t s  members. In spec i f ic  
cases, excessive1.y r i g i d  p r o c e d u r e s  might  be a less t h a n  s a t i s f a c t o r y  way 
of t a c k l i n g  t h e  problem. 

Taking u p  t h e  s p e c i f i c  s u g g e s t i o n s  made by t h e  staff i n  E H S / 8 4 / 4 6 ,  
Mr. Bland in  s a i d  t h a t  he c o u l d  a c c e p t  a proposa l  c h a t  tk-ere should  be a 
f i x e d  p e r i o d  a f t e r  which t h e  Planaging D i r e c t o r  would n o r m a l l y  submi t  a 
compla in t  under R u l e  K - 1  o r  Rule  S-1, p rov ided  t h a t  c o n s i d e r a b l e  emphasLs 
was p l aced  on t h e  word "normally."  I n  o t h e r  words,  t h e  p r o c e d u r e  s h o u l d  
he a p p l i e d  w i t h  t h e  necessary f l e x i b i l i t y .  Noreove r ,  t h e  p e r i o d  should be 
s u f f i c i e n t l y  l o n g  t o  g i v e  the member enough time t o  meet t t s  s b i i g a t i o n s ,  
six months seemed a r e a s o n a b l e  p e r i o d .  P e n a l t y  c h a r g e s  c o u l d  o n l y  h e l p  i f  
the d e l a y s  were d u e  t o  t echn ica l .  reasons. I n  otht?r  c i r c u m s t a n c e s ,  p e n d t i e s  
might o n l y  be  c o u n t e r p r o d u c t i v e  and worsen t h e  s i t u a t i o n .  H e  was t h e r e f o r e  
rattzer opposed t o  the s u g g e s t i o n  fisr  i n s t i t u t i n g  p e n a l t y  c h a r g e s ,  As t o  
p u b l i c i t y ,  p u b l i c i z i n g  a member's f a i l u r e  t o  make payrcents 
e a r l y  s t a g e  was a l s o  l i k e l y  t o  be  c o u n t e r p r o d u c t i v e  and m i  
n e g a t i v e  effects on the Fund i t s e l f .  It d i d  n o t  seem a p p r  
f o r  t h e  Fund t o  i n v o l v e  
p u b l i c i t y  n i g h t  be  c o n s i  
u l i n g  of r e p u r c h a s e  o b l i  
EBS 
rep i n  such  n e g o t i a t i o n s  
Wit 
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Mr. F i n a i s h  remarked t h a t  ove rdue  payment.s s t i l l  c o n s t i t u t e d  o n l y  a 
small p r o p o r t i o n  of t o t a l  payments  t o  t h e  Fund, b o t h  i n  amount and i n  
f r e q u e n c y *  It was however i m p o r t a n t  t h a t  t!:e upward t r e n d  o f  t h e  p a s t  fen'  
y e a r s  s h o u l d  be r e v e r s e d ,  e s p e c i a l l y  t h e  l o n g e r  d e l a y s  t h a t  c o u l d  be q u i t e  
d e t r i m e n t a l  n o t  o n l y  t~ t h e  c o u n t r i e s  c o n c e r n e d  but. ais0 t o  t h e  membership 
as a whole. The r e c e n t  s t e p s  d e s c r i b e d  by t h e  s t a f f  o n  page 5 of EBS/85/46, 
aimed a t  h e l p i n g  metubers t o  a v o i d  payment delays, s h o u l d  be useful . .  I n  
t l i i i L  c o n a e c t i o n ,  h e  wondered w h e t h e r  c o n s i d e r a t i o n  had b e e n  g i v e n  t o  p r o v i d -  
i n g  c o u n t r i e s  w i t h  p r o j e c t i o n s  of c h a r g e s  on a r o u t i n e  b a s i s  i n s t e a d  of on 
request. Aside f rom t h o s e  a d r n l n i s t r a t i v e  s t e p s ,  a r e d u c t i o n  i n  d l f f i c u i r - i e u  
due  t o  d e b t ,  I n c l u d i n g  t h e  l n c l d s n c e  of o v e r d u e  payments t o  t h e  Fund, would 
clear ly  depend on an  improvement i n  t h e  ecnnornic environment  c u r r e n t l y  
f a c i n g  a l a r g e  number of c o u n t r i e s .  

Taking u p  t h e  p r o c e d u r e s  d e s c r i b e d  by tha  s t a f f  in E B S / 8 4 / 4 6 ,  
M r .  P i n a i s h  remarked t h a t  w h i l e  a case covld be  made f o r  i n s t i t u t i n g  a 
f i x e d  p e r i o d  b e f o r e  a d o p t i n g  p r o c e d u r e s  l e a d i n g  t o  a l i m i t a t i o n  of a mem- 
b e r ' s  s i g h t  t o  u s e  Fund r e s o i i r c e s ,  t h e  aii:come might  be t h a t  a c o m p l a i n t  
by t h e  Managing D i r e c t o r  u n d e r  Ru le  K o r  Rule S was i s s u e d  d e s p i t e  f i rm  
exp. :c ta t ions t h a t  repayment  would soon  b e  uade.  Pe rhaps  more i m p o r t a n t ,  
a f l e x i b l e  p e r i o d  would allow rhe Fund to draw a d i s t i n c t i o n  between cases 
where che d e l a y  was caused  by g e n u i n e  h a r d s h i p .  and  t h o s e  where t h e  ab i ld . ty  
LO repay was n o t  in q u e s t i o n .  I t  might  t h e r e f o r e  be d e s i r a b l e  t o  leave 
some flexibiLity t o  management, perhaps w i t h  t h e  u n d e r s t a n d i n g  t h a t  proce-  
dures wou1.d n o t  be i n i t i a t e d  b e f o r e  s ix  months, arid t h a t ,  i n  t h e  a b s e n c e  
of s t r o n g  i n d i c a t i o n s  t h a t  repayment  w a s  f o r t h c o m i n g ,  t h e  p e r i o d  would  n o t  
exceed a r e a s o n a b l e  o u t e r  l i m i t ,  u n l e s s  of c o u r s e  t h e  E x e c u t i v e  Board 

. d e c i d e d  t o  pos tpone  cbe o v e r d u e  r e p u r c h a s e .  

He a g r e e d  w i t h  t h e  s t a f f  aad o t h e r  E x e c u t i v e  D i r e c t o r s ,  Mrl Finaish 
w a n t  on, c h a t  p u b l i c i z i n g  the i n i t i a c i o -  of p r o c e d u r e s  might  be c o u n t e r -  
p r o d u c t i v e ,  as s o  d o i n g  might make i t  mQre d i f f i c u l t  f o r  t h e  c o u n t r y  t o  
d i s c h a r g e  i t s  o b l i g a t i o n s  t o  t h e  Fund. I o  t a k i n g  thn, n e c e s s a r y  s t e p s  t o  
e x p e d i t e  repayment ,  i t  was i m p o r t a n t  t h a t  t h e  Fund s h o u l d  n o t  be s e e n  
e i ther  as l n s e n s i t i v e  t o  t h e  l e g i t i m a t e  d i f f i c u l t i e s  of members, o r  as 
u s i n g  i t s  c a t a l y t i c  r o l e  t o  add t o  t h e i r  d i f f i c u l t i e s .  It d i d  no t  seem 
a p p r o p r i a t e ,  t h e r e f o r e ,  f o r  t h e  Fund t o  e s t a b l i s h  a g e n e r a l  r u l e  F u b l i c i z -  
i ng  I t s  p r o c e e d i n g s  a g a i n s t  members on grounds t h a t  their  repayments  were  
overdue.  

Tht? p r e s e n t  p r a c t i c e  of no t  s u b m i t t i n g  to t h e  E x e c u t i v e  Board r e q u e s t s  
for the  use  of Fund r e s o u r c e s  t o  members whose. payments were ove rdue  seemed 
a p p r o p r i a t e ,  Mr. F i n a i s h  o b s e r v e d .  However, i t  was l ess  c l ea r  t o  him t h a t  
i t  was a good i d e a  a u t o m a t i c a l l y  t o  i n t e r r u p t  d i s c u s s i o n s  w i t h  t he  a u t h o r i -  
ties orl such  zeqws t s  when payments became ove rdue .  I n  many cases, those.  
d i s c u s s i o n s  c o u l d  be u s e f u l  i n  i d e n t i f y i n g  p o l i c € c s  and rneasures t h a t  
would h e l p  t h e  meinber t o  d e a l  w i t h  t h e  payments imba lances  t h a t  had g i v e n  
r i s e  t o  arrears in t h e  f i r s t  i n s t a n c e .  N a t u r a l l y ,  t h e  Fund s h o u l d  make i t  

o b l i g a t i o n s  were harged .  
c lear  t o  t h e  me h a t  i t s  r q r j e s c  c c u l d  n o t  be c o n s i d e r e d  b e f o r e  all 

~ ~~ -~ ~ 
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As t o  imposing p e n a l t i e s  on  ove rdue  r e p u r c h a s e s ,  M r .  F i n a i s h  no ted  
t h a t  many s p e a k e r s  and t h e  s t a f f  had made a case a g a i n s t  imposing s u c h  
c h a r g e s ,  which might  w e l l  be s e l f - d e f e a t i n g .  I t  was however f o r  c o n s i d e r a -  
t i o n  w h e t h e r  t h e  a d m i n i s t r a t i v e  c o s t s  a s s o c i a t e d  w i t h  t h e  d e l a y s  i n  repay-  
ment s h o u l d  c o n t i n u e  t o  be d i s t r i b u t e d  among a l l  u s e r s  of  Fund r e s o u r c e s ,  
o r  whe the r  t h o s e  c o s t s  s h o u l d  be bo rne  only by members whose repayment 
o b l i g a t i o n s  had become ove rdue .  T h e  i s s u e  was n o t  one of p e n a l t y  b u t  of 
a p F c r t i o n m e n t ,  S i n c e  t h e  amounea were r e l a t i v e l y  small, such  a n  a r r angemen t  
shC>clld n o t  l e a d  t o  any a g g r a v a t i o n  of a c o u n t r y ' s  payments d i f f i c u l t y ,  as 
a p e n a l t y  c h a r g e  p r o b a b l y  would. 

Mr. Zhang commented t h a t ,  s ince d e l a y s  i n  payments were o n l y  a small 
p a r t  of t o t a l  payments t o  t h e  Fund and of Fund c r e d i t  o u t s t a n d i n g ,  and 
s i n c e  t h e  d e l a y s  were of t e n  l i n k e d  d i r e c t l y  t o  t h e  p r e s e n t  u n f a v o r a b l e  
world economic c o n d i t i o n s ,  he saw no g r e a t  u rgency  f o r  chang ing  t h e  present 
p r o c e d u r e s  + 

As t o  t h e  t l l r e e  q u e s t i o n s  s u g g e s t e d  by t h e  s t a f f  f o r  c o n s i d e r a t i o n ,  
M r .  Zhang remarked t h a t  i n s o f a r  as  p o s s i b l e ,  t h e  Fund s h o u l d  a v o i d  e s t a b -  
l i s h i n g  a r e l a t ive ly  s h o r t  f i x e d  p e r i o d  a f t e r  which t h e  Managing D i r e c t o r  
would no rma l ly  subini t  a c o m p l a i n t  under  Ru le  K-1  o r  Rule  S-1. If a c o u n t r y  
were a l r e a d y  i n  a d i f f i c u l t  p o s i t i o n ,  such  a c t i o n  by t h e  Fund would c l ea r ly  
n o t  make it more a b l e  t o  pay. Second, he a g r e e d  w i t h  t h e  s t a f f  t h a t  t h e  
i m p o s i t i o n  of a p e n a l t y  c h a r g e  on ove rdue  payments would be harniful.  T h i r d ,  
t h e  Fund s h o u l d  i n  p r i n c i p l e  t r y  t o  a v o i d  p u b l i c i z i n g  any a c t i o n  t h a t  i t  
migh t  t a k e  i f  a c o u n t r y  became overdue i n  i t s  payments. 

The Fund s h o u l d  c e r t a i n l y  not t r y  t o  e x p e l  a member from t h e  o r g a n i z d -  
t i o n  f o r  a l l o w i n g  i t s  repayments  t o  become o v e r d u e ,  MY. Zhang commented. 
On t h e  o t h e r  hand ,  i t  s h o u l d  c o n s i d e r  t h e  p o s s i b i l i t y  of r e s c h e d u l i n g  t h e  
repayment of d e b t s  by members t o  i t s e l f .  

Hr. T e i j e i r o  s a i d  t h a t  he was f i r m l y  conv inced  t h a t  i t  was i n  t h e  
i n t e r e s t s  of t h e  i n t e r n a t i o n a l  f i . nanc ia1  community t h a t  t h e  Fund s h o u l d  
promote and m a i n t a i n  a s t rong  f i n a n c i a l  p o s i t i o n .  One of t h e  b a s i c  i n g r e d i -  
ents  i n  t h e  accomplishment  of t h a t  aim was t h e  t i m e l y  r e p u r c h a s e  of o b l i g a -  
t i o n s  by u s e r s  of Fund c r e d i t .  The s h o r t - t e r m  n a t u r e  of  Fund f i n a n c i a l  
a s s i s t a n c e ,  and  t h e  r e v o l v i n g  c h a r a c t e r  of i t s  r e s o u r c e s ,  l e f t  no doubt of 
t h e  need f o r  member c o u n t r i e s  t o  f u l f i l l  t h e i r  repayment o b l i g a t i o n s  i n  
a c c o r d a n c e  w i t h  the e x i s t i n g  r u l e s .  I t  was i n d e e d  wor ry ing  t o  see t h a t  
there had been a growiiig Zcndency f o r  t h e  number of ove rdue  repayments  t o  
t h e  Furid t o  i n c r e a s e ,  On t h e  o t h e r  hand,  l o n g  d e l a y s  had o c c u r r e d  o n l y  i n  
e x c e p t i o n a l  c i r c u m s t a n c e s ,  s o  t h a t  t h e  E x e c u t i v e  D i r e c t o r s  would no t  f a c e  
a s i t u a t i o n  in which the  c r e d i b i l i t y  of t h e  Fund's  programs o r  t h e  c o n f i -  
dence  of i t s  c r e d i t o r s  c o u l d  be hampered o r  e roded .  

While t h e r e  was no doubt  t h a t  E x e c u t i v e  D i r e c t o r s  s h o u l d  s p a r e  no 
e f f o r t  t o  p r e s e r v e  t h e  f i n a n c i a l  h e a l t h  of t h e  Fund, M r .  T e i j e i r o  wenc on,  
t h e  c u r r e n t  p r  res remained v a l i d  f o r  t h  e b e i n g ,  and a n  i n c r e a s e  
i n  s a n c t i o n s  i f o r m  of p e n a l t y  c h a r g e s  n o t  p r e c l u d e  

ng t h e i r  payments t o  beco n c i a l  reasons. 
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Both p e n a l t y  c h a r g e s  and  p u b l i c i t y  might  o n l y  l e a d  t o  a n  e x a c e r b a t i o n  of  
t h e  problems.  Moreover ,  t h e  p r e s e n t  p r c c e d u r e s  c o n t a i n e d  s u f f i c i e n t  f l e x -  
i b i l i t y  a t  b o t h  management and E x e c u t i v e  Board l e v e l s ,  w i t h o u t  j e o p a r d i z i n g  
t h e  pr ; inc ip le  of u n i f o r m i t y  of t r e a t m e n t .  

F . inal ly ,  Mr. T e i j e i r o  s a i d  t h a t  h e  a g r e e d  t h a t  r e s c h e d u l i n g  of r epay-  
ments  tc t h e  Fund i n  p a r a l l e l  w i t h  r e s c h e d u l i n g  t h a t  might  be a r r a n g e d  
w i t h  o t h e r  c r e d i t o r s  was o u t  of t h e  q u e s t i o n .  However, t h e  a l t e r n a t i v e s  
p rov ided  by t h e  Ar t ic les  of Agreement s h o u l d  be c o n s i d e r e d  , p a r t i c u l a r l y  
when t h e  a d o p t i o n  of a s a t i s f a c t o r y  a d j u s t m e n t  program c o u l d  h e l p  t o  
improve t h e  p r o s p e c t s  f o r  repayment .  

M r .  Sa lehkhou no ted  t h a t  t h e  E x e c u t i v e  Board had b e f o r e  i t  i n  a s i n g l e  
mee t ing  a pape r  on e x p e r i e n c e  and  p r o c e d u r e s  w i t h  ove rdue  payments to t h e  
Fund and t h e  c o n s i d e r a t i o n  of t h e  c a s e s  of two member c o u n t r i e s  w i t h  s u c h  
overdue  payments.  H e  would have  l i k e d  t h e  p o l i c y  pape r  t o  be c o n s i d e r e d  
s e p a r a t e l y  a t  a n o t h e r  s e s s i o n ,  s o  as t o  p r e v e n t  any  p o s s i b i l i t y  of t h e  
d i s c u s s i o n ' s  b e i n g  i n f l u e n c e d  by t h e  case of Guyana and  t h e  somewhat p o l i t -  
i.cally s e n s i t i v e  c a s e  of N ica ragua .  

More s p e c i f i c a l l y ,  Mr. Sa lehkhou went  on, h i s  chair  d i d  no t  d i s p u t e  
t h e  f i n a n c i a l  p r i n c i p l e s  on which t h e  Fund w a s  founded ,  which had been 
d e r i v e d  from t h e  Ar t ic les  of Agreement and t h e  Rules and R e g u l a t i o n s ,  
- t o g e t h e r  w i t h  d e c i s i o n s  by t h e  E x e c u t i v e  Board and R e s o l u t i o n s  by t h e  
Board of Governors .  He had therefore no d i f f i c u l t y  i n  r ea f f i rming  t h e  
p r i n c i p l e  t h a t  t h e  F u n d ' s  r e s o u r c e s  were r e v o l v i n g  i n  c h a r a c t e r  and  f o r  
temporary  use  only .  Moreover ,  a s  a n  E x e c u t i v e  D i r e c t o r  of t h e  Fund, h e  
had a v e s t e d  i n t e r e s t  i n  s a f e g u a r d i n g  t h e  c r e d i b i l i t y  of t h e  i n s t i t u t i o n  
and  t h e  c r e d i t w o r t h i n e s s  of member c o u n t r i e s .  The l a s t  t h i n g  a s o v e r e i g n  
member of che Fund would wish t o  do would be t o  j e o p a r d i z e  i t s  f i n a n c i a l  
credibility by n o t  g i v i n g  t h e  h i g h e s t  p r i o r i t y  t o  any  o b l i g a t i o n s  t o  a n  
i n t e r n a t i o n a l  f i n a n c i a l  i n s  t i  t u t i o n  such  a s  t h e  Fund, assuming t h a t  t h e  
n e c e s s a r y  f i n a n c i a l  r e s o u r c e s  were a v a i l a b l e .  

I n  r e c o g n i z i n g  t h a t  t h e  p r i n c i p l e s  were v a l i d ,  Mr. Salehkhou remarked 
t h a t  t h e  Fund had no r e a s o n  t o  b e l i e v e  t h a t  t h e y  had n o t  been  o b s e r v e d ,  a t  
l ea s t  i n s o f a r . a s  c o u l d  be s e e n  from a n  i n s p e c t i o n  of Khe t a b l e s  i n  EBS/84/46. 
While i t  was t r u e  t h a t  t h e  number of ove rdue  p a p q e n t s  had i n c r e a s e d ,  T a b l e  3 
might  l e a d  t o  t h e  c o n c l u s i o n  t h a t  t h e  payments ove rdue  f o r  more t h a n  s i x  
weeks--and t h o s e  were t h e  ones  t h a t  had conce rned  Di rec to r s - -had  n o t  
i n c r e a s e d  as f a s t  a s  s h o r t e r  arrears.  
t h r e e  and f i v e ,  and  t h e  amounts  i n v o l v e d  were n o t  s i g n i f i c a n t  i f  compared 
w i t h  t h e  i n c r e a s e  i n  t h e  F u n d ' s  l e n d i n g  o p e r a t i o n s .  N a t u r a l l y ,  h e  was n o t  
imp ly ing  t h a t  t h e  Fund s h o u l d  nor  make e v e r y  e f f o r t  t o  r e c o v e r  any amounts  
owed t o  i t .  However, t h e  p r o c e d u r e s  f o l l o w e d  s o  f a r  had g i v e n  good r e s u l t s ,  
ar.d i t  was c lear  t o  him t h a t  t h e  D i r e c t o r s  s h o u l d  a l l o w  t h e  s t a f f  and 
management s u f f i c i e n t  f l e x i b i l i t y  t o  d e a l  w i t h  s u c h  problems on a case-by- 
case b a s i s  . 

The number seemed t o  i i e  between 

The Fund s h o u l d  a v o i d  any r i g i d  rules, M r .  Salehkhccl m a i n t a i n e d ,  s u c h  
pena l t ies  o r s t h e  p u b l i c a t i o n  o f  c a s e s  of ove rdue  pay- 
n a b l e  p e r i o d ,  t h e  s t a f f  shou r e p o r t  t o  t h e  Execut i .ve 

~ 
~~ 
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Board on cases of ove rdue  paymenrs and o f f e r  some judgment as t o  why t h e  
members had n o t  met t h e i r  o b l i g a t i o n s .  
t o  pay  and y e t  had t h e  means to do s o ,  h e  would a g r e e  t h a t  t h e  h a r s h e s t  
measures  shou ld  be a p p l i e d .  I f ,  on t h e  o t h e r  hand,  t h e  f a i l u r e  t o  pay  were 
caus<.-d by e v e n t s  beyond t h e  c o n t r o l  of t h e  a u t h o r i t i e s ,  t h e  Fund s h o u l d  be 
u n d e r s t a n d i n g  and a v o i d  any extreme measures  t h a t  might  not  be c o m p a t i b l e  
w i t h  tne f u n c t i o n i n g  of a major  f i n a n c i a l  i n s t i t u t i o n ,  and c o u l d  t h u s  prove 
c o u n t e r p r o d a c t i v e  t o  t h e  aims of t h e  Fund. N a t u r a l l y ,  h e  would be p r e p a r e d  
t o  r ev iew t h e  matter i n  d e t a i l  i f  t h e  number of cases i n c r e a s e d  s u b s t a n -  
t i a l l y ,  o r  i f  t h e  amounts i n v o l v e d  became so l a r g e  a s  t o  impair  t h e  normal 
f u n c t i o n i n g  of t h e  Fund. 

I f  members showed a n  u n w i l l i n g n e s s  

Mr. N i m a t a l l a h  s a i d  t h a t  w h e t h e r  hav ing  c lear  rules  a n d - p r o c e d u r e s  
laid o u t  i n  advance  would be h e l p f u l  t o  managenent and t h e  E x e c u t i v e  Board 
was a matter of judgment. His own view was t h a t ,  n o t  o n l y  i n  t h e  medium 
term b u t  i n  t h e  l o n g  r u n ,  h a v i n g  c l e a r l y  s t a t e d  r u l e s  and  p r o c e d u r e s  would 
be h e l p f u l  t o  t h e  Fund, and h e  d i d  not b e l i e v e  t h a t  such  an arrangemenc 
would l e a d  t o  c o n f r o n t a t i o n s  w i t h  members. On t h e  c o n t r a r y ,  t h e  members 
would c u r e l y  be happy t o  know e x a c t l y  what t h e  p r o c e d u r e s  would be. Nor 
d i d  he b e l i e v e  t h a t  members would c o n s i d e r  t h e  p e r i o d s  b e f o r e  a c t i o n  was 
taken by t h e  Fund co be  grace p e r i o d s  t h a t  c o u l d  be used  as an e x c u s e  f o r  
i n a c t i o n .  E s t a b l i s h i n g  c lear  r u l e s  and p r o c e d u r e s  a t  t h e  p r e s e n t  time 
w o d d  su re ly  n o t  g i v e  t h e  wrong message t o  members. What i t  would do 
would be t o  s a y  t h a t  t h e  Fund remained s t r o n g ,  and t h a t  i t  was c lear  i n  
i t s  own mind abou t  what ought  t o  be done i n  t h e  few cases when repayment 
was unduly d e l a y e d  e 

Sz lmi l a r ly ,  Mr. N i m a t a l l a h  went on ,  whether  t h e  problem had reached 
such p r o p o r t i o n s  as t o  become s e r i o u s  was a l s o  a matter of judgment.  
C l e d r l y ,  two d i f f e r e n t  a s p e c t s  were a t  s t a k e :  t h e  matter of p r i n c i p l e  and 
t h e  s t a t i s t i c a l  problem. On t h e  matter of p r i n c i p l e ,  t h e r e  seemed t o  be 
no d i s p u t e  t h a t  a l l  members were concerned t h a t  repayments  s h o u l d  be made 
on time. The Fund’s  r e s o u r c e s  were f o r  t h e  u s e  of a l l ,  and t h e y  s h o u l d  be 
a v a l l a b l e ,  t o  t h e  g r e a t e s t  e x t e n t  p o s s i b l e ,  whenever needed. N a t u r a l l y ,  
i f  u n f o r t u n a t e  c i r c u m s t a n c e s  p reven ted  a few members from making repayment 
o n  t i m e ,  t h e y  shou ld  h g i v e n  an o p p o r t u n i t y  t o  show t h a t  t h e  c i r c u m s t a n c e s  
were so  s e v e r e  t h a t  t h e  l a t e  payment was beyond t h e i r  c o n t r o l .  Neverthe-  
l ess ,  h e  was conv inced  t h a t  i t  was b e t t e r  f o r  the Fund to take action 
f o r t h w i t h ,  r a t h e r  t han  t o  allow t h e  problem t o  become s t a t i s t i c a l l y  s i g n f f -  
i c a n t .  In p r i n c i p l e  t h e  problem was a l r e a d y  se r ious ;  i t  migh t  become 
statistically s e r i o u s  u n l e s s  a c c i o n  were taken. 

Another  area of judgment was t h a t  of p u b l i c i t y ,  M r .  N i m a t a l l a h  c o n s i d -  
ered.  N a t u r a l l y ,  t h e  a p p r o p r i a t e  a c t i o n  would depend on t h e  
case. H e  c o u l d  agree w i t h  Mr. G l h o t r a  t h a t  i t  might  b e  usef 
mission to wherher  t h e  c o u n t r y  whose payments were ove rdue  was w i l l i n g  

b l e  t o  do s o  i p ,  or w h e t h e r  it: was 
i t r a n c e .  C1 t t e r  of h a r d s h i p ,  t h e  Fund 
d e r s  t a n d i n g  and n e g o t i a t i o n s  t o  c o n t i  
s j u s t  p o s s i b l e  be  a case of recalcitrance,  

c l ea r  r u l e s .  
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I f  t h e  Fund i n t e n d e d  t o  m a i n t a i n  t h e  p r i n c i p l e  of un i fo rm treatment, 
i t  was clear t h a t  no s i n g l e  member should  have  the r i g h t  t o  t a k e  a d v a n t a g e  
o f  t h e  Fund ' s  r e s o u r c e s  f o r  a l o n g  p e r i o d  when t h e y  were needed by o t h e r s ,  
Msb N l m a t a l l a h  obse rved .  A s  t o  whe the r  hav ing  c lear  r u l e s  n e c e s s a r i l y  
Implied r i g i d i t y ,  h e  d i d  n o t  b e l i e v e  so. F l e x i b i l i t y  s h o u l d  be shown u n t i l  
i t  was e v i d e n t  t h a t  t h e  member d i d  no t  i n t e n d  t o  t a k e  a c t i o n  t o  repay .  
t h a t  p o i n t ,  w i t h o u t  abandoning  t h e  p r i n c i p l e  of un i fo rm t r e a t m e n t ,  i t  would 
be h e l p f t d  f o r  t h e  Fund t o  g i v e  p u b l i c i t y  t o  t h e  c a s e .  
announce t h a t  t h e  member d i d  n o t  i n t e n d  t o  t a k e  s t e p s  t o  r educe  i t s  arrears 
t o  t h e  Fund. 
and t h e  f a c t  t h a t  t h e  announcement would b e  made s h o u l d  be u n d e r s t o o d  i n  
advance  by any  member l i k e l y  t o  be i n  such  a s i t u a t i o n .  
i m p o r t a n t  t h a t  members s h o u l d  u n d e r s t a n d  t h a t  i f  n e g o t i a t i o n s  f a i l e d  t o  
p r o v i d e  a s o l u t i o n ,  i n  t h e  end t h e  Fund would have  no a l t e r n a t i v e  but  t o  
make t h e  p o s i t i o n  p u b l i c .  C l e a r l y ,  t h e  objective was t o  u n d e r p i n  t h e  
s t r e n g t h  of t h e  Fund,  t o  r e a f f i r m  t h e  p r i n c i p l e  of u n i f o r m  t r e a t m e n t ,  and  
t o  assert t h e  p r i n c i p l e  of t h e  r e v o l v i n g  c h a r a c t e r  o €  t h e  Fund's  r e s o u r c e s .  
N a t u r a l l y ,  t h e  Fund s h o u l d  r ema in  f l e x i b l e  i n  i t s  a t t i t u d e  t o  members, ,bat 
i n  t h e  end  t h e r e  s h o u l d  be  no m i s u n d e r s t a n d i n g :  i t  would remain  E i r m .  

A t  

T.r shou ld  s i m p l y  

Such an announcement was hound t o  have a f a i r l y  s t r o n g  e f f e c t ,  

It  was p a r t i c u l a r l y  

MK. M d h o t r a ,  r e p l y i n g  t o  a comment by M r .  N l m a t a l l a h ,  e x p l a i n e d  tha t  
t h e  p o s i t i o n  of h i s  chair was that, i f  any member were judged t o  be  recal- 
c i t r a n t ,  t h e  s i t u a t i o n  would have  t o  be viewed s e r i o u s l y .  The p o i n t  h e  
had  been making was t h a t  a judgment whe the r  a member wa_s r e c a l c i t r a n t  
s h o u l d  be  r eached  by t h e  E x e c u t i v e  Board a f t e r  t ho rough  d i s c u s s i o n  by t h e  
s t a f f  and  management: w i t h  t h e  c o u n t r y  concerned .  
q u i t e  c l e a r l y  what a c t i o n  c o u l d  be t aken  i n  t h o s e  c i r c u m s t a n c e s .  I n d e e d ,  
h e  was going f u r t h e r  and s u g g e s t i n g  t h a t  i f  r e c a l c i t r a n c e  were e s t a b l i s h e d ,  
i t  would be d e s i r a b l e ,  e v e n  w i t h o u t  a formal c o m p l a i n t ,  t o  b r i n g  t h e  matter 
t o  t h e  n o t i c e  of t h e  E x e c u t i v e  Board f o r  d i s c u s s i o n  as e a r l y  as  p o s s i b l e .  
In such a c a s e ,  h e  would h a v e  no d i f € i c u l t y  i n  r educ ing  t h e  l i m i t  below ' 

the s i x  months s u g g e s t e d .  On t h e  o t h e r  hand ,  s e t t i n g  a r i g i d  d a t e  migh t  
cause d i f f i c u l t i e s  i n  cases of g e n u i n e  ha rdsh ip .  

The Ru les  already p rov ided  

Mr. N i m a t a l l a h  s t a t e d  t h a t  he p r e f e r r e d  t o  have c lear  r u l e s  i n  advance  
and waive them when n e c e s s a r y ,  r a t h e r  t h a n  wait u n t i l  t h e  Fund was f a c e d  
w i t h  a p o s i t i o n , i n  which i t  might  n o t  know how t o  a c t ,  t h u s  p o s s i b l y  prej- 
u d i c i n g  t h e  r i g h t s  of t h e  member. 

M r .  Kafka commented t h a t  i n  h i s  open ing  remarks  he had been  gu ided  by 
t h e  idea t h a t  i t  was e s s e n t i a l .  f o r  t h e  Fund t o  t r y  t o  r e s o l v e  d i f f i c u l t  
s i t u a t i o n s  w i t h o u t  e x a c e r b a t i n g  them. H e  t h e r e f o r e  adhe red  t o  h i s  original 
p o s i t i o n  on such  matters as f i x e d  t i m e  p e r i o d s ,  p e n a l t y  c h a r g e s ,  and.pub1i .c-  
i t y .  He had found i n t e r e s t i n g  t h e  i d e a  p u t  fo rward  by M r .  Wicks and 
M r .  Mtei t h a t  t h e  Fund s h o u l d  c i r c u l a t e  s ix-month ly  p r o g r e s s  r e p o r t s  on 
t h e  p o s i t i o n  of ove rdue  o b l i g a t i o n s .  A s  t o  t h e  q u e s t i o n  of proof  of hard- 
s h i p ,  h e  c o u l d  a g r e e  w i t h  Mr. Wicks t h a t  h e  s h o u l d  have s a id  t h a t  i t  was 
incumbent  upon t h e  Fund t o  " c o n s i d e r "  the p r e s e n c e  of e x c e p t i o n a l  h a r d s h i p  
r a t h e r  t h a n  t o  "investigate" t h e  p s e n c e  of  e x c e p t i o n a l  h a r d s h i p ,  which 

o rd  that he  had used  ea r l  
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As t o  whether  the Fund s h o u l d  cease t o  n e g o t i a t e  w i t h  a c o u n t r y  whose 
payments tQ t h e  Fund became ove rdue ,  Mr. Kafka c o n s i d e r e d  t h a t  such  a 
p r o p o s a l  would p u t  a c o u n t r y  in a n  i m p o s s i b l e  s i t u a t i o n :  i t  would not  be 
p r c t c t i c a l  t o  demand t h a t  t h e  c o u n t r y  r e p a y  t h e  Fund i n  a r e a s o n a b l e  p e r i o d  
when jt c o u l d  do so  o n l y  by bo r rowing  i f ,  i n  o r d e r  t o  borrow, i t  had t o  
have an a r rangemen t  w i t h  t h e  Fund. He had s e r i o u s  d o u b t s  whether  t h e  r u l e  
a b o u t  n o t  n e g o t i a t i n g  w i t h  a c o u n t r y  whose o b l i g a t i o n s  were ove rdue  was 
r e a l l y  h e l p f u l  t o  t h e  Fund. He had l i k e d  Mr. M a l h o t r a ' s  s u g g e s t i o n  t h a t  
when an overdue  o b l i g a t i o n  emerged, t h e  Fund s h o u l d  send a m i s s i o n  t o  t h e  
member concerned.  N a t u r a l l y ,  t h e  whole m i s s i o n  would have t o  be handled 
w i t h  t ac t  i n  o rde r  t o  a v o i d  e m b a r r a s s i n g  a u t h o r i t i e s  who were d o i n g  t h e i r  
b e s t  t o  pay meanwhile.  He a l s o  though t  u s e f u l  Mr. F i n a i s h ' s  s u g g e s t i o n  
t h a t  t h e  Fund s h o u l d  r e g u l a r l y  s u p p l y  c o u n t r i e s  w i t h  p r o j e c t i o n s  of t h e i r  
fo r thcoming  payments.  While t h e o r e t i c a l l y  i t  ought  no t  t o  be n e c e s s a r y ,  
Ln p r a c t i c e  i c  might  w e l l  save c o n s i d e r a b l e  d i f f i c u l t y .  

The T r e a s u r e r  observed t h a t  from h i s  s t a n d p o i n t  any ove rdue  payment 
to t h e  Fund was a s e r i o u s  matter because  i t  i m p l i e d  t h a t  o b l i g a r i o n s  had 
n o t  been f u l f i l l e d .  The s t r u c t u r e  of t h e  Fund r e s t e d  on t h e  c o n f i d e n c e  of 
t h e  w h o l e  membership t h a t  i n d j  v i d u a l  members would c o l l a b o r a t e  i n  t h e  way 
set  o u t  i n  t h e  A r t i c l e s  of Agreement. The Fund c o u l d  no t  go t o  c o u r t  t o  
c o l l e c t  payments due t o  i t ,  n o r  c o u l d  i t  f a l l  back on t h e  s e i z u r e  of secu- 
r i t i e s ,  I n  b r i e f ,  t h e  e n t l r e  o p e r a t i o n  of t h e  Fund r e s t e d  on t h e  f u l f i l l -  
ment of o b l . i g a t i o n s  by members. 

As t o  t h e  s e r i o u s n e s s  of d e l a y s  by members i n  s e t t l i n g  o b l i g a t i o n s ,  
t h e  T r e a s u r e r  remarked t h a t  the i n c i d e n c e  of ove rdue  payments had r i s e n  
c o n s i d e r a b l y  i n  t h e  p a s t  few y e a r s .  The e x p l a n a t i o n s  f o r  t h e  r i s e  had been 
g i v e n  by the  s ta f f  in EBS/84!46. 

While i t  might  be a d m i t t e d  t h a t  t e c h n i c a l  weaknesses  cou ld  p r e v e n t  
t i m e l y  payments i n  all cases, t h e  T r e a s u r e r  e x p l a i n e d ,  h e  had f e l t  that  i f  
a d e l a y  l a s t e d  more than abou t  two weeks, more t h a n  t e c h n i c a l  o r  ad rn in i s t r a -  
r i v e  r e a s o n s  w e r e  i n v o l v e d .  Delays of two weeks o r  more had r i s e n  from 
0.5 p e r c e n t  of dll payments i n  1977 t o  2.2 p e r c e n t  i n  1982 and 1.3 p e r c e n t  
i n  1983. I n  commercial  bank ing ,  d e l a y s  i n  1 p e r c e n t  o r  2 p e r c e n t  of pay- 
ments would l e a d  t o  a c o n s i d e r a t i o n  of t h e  n e e d , f o r  a h i g h e r  s p r e a d ,  o r  of 
t h e  e s c a b l i s h m c n t  o f  h i g h e r  r e s e r v e s  t o  c o v e r  t h e  growing r i s k  of  nonpaymept. 

The  con ta inmen t  of t h e  number of i n s t a n c e s  of overdue payments w a s  
l a r g e l y  a t t r i b u t a b l e  t o  t h e  p r o c e d u r e s  t h a c  had been f u l l y  d e s c r i b e d  i n  
E ~ S / 8 4 / 4 6 ,  t h e  T r e a s u r e r  c o n t i n u e d .  The re  c o u l d  be no doubt  t h a t  i n  several  
i n s t a n c e s  t h e  i n i t i a t i o n  of t h e  p r o c e d u r e s  had s h o r t e n e d  t h e  time d u r i n g  
which the ar rears  had been o u t s t a n d i n g .  I n  t h a t  c o n n e c t i o n ,  i t  might  be 
i n t e r e s t i n g  t o  n o t e  t h a t  one p r o p o s a l  on which some D i r e c t o r s  had e x p r e s s e d  
doubts--namely, t h e  p r o p o s a l  t h a t  t h e  Fund s h o u l d  not n e g o t i a t e  w i t h  a 
member whose payments had become overdue--had been one of  t h e  most e f f e c -  
t i v e  i n s t r u m e n t s  i n  p e r s u a d i n g  members t o  s e t t l e  t h e i r  overdue payments. 

on of s u c h  a s t i lnd as a perforrnanc riterion w o u l d  c e r t a i n l y  
the hands of t h e  Fund. 
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On t h e  s t a t i s t i c a l  s i d e ,  t h e  T r e a s u r e r  remarked t h a t  1 7  c o u n t r i e s  o u t  
of 46 t h a t  h a d  had c r e d i t  a r r a n g e m e n t s  w i t h  t h e  Fund i n  1983 had been l a t e  
i n  one way o r  a n o t h e r  i n  s e t t l i n g  payments t o  t h e  Fund. I t  c o u l d  n o t  
t h e r e f o r e  be s a i d  t h a t  o n l y  a v e r y  small number of  payments were o v e r d u e  
i n  p r o p o r t i o n  t o  t h e  amounts o u t s t a n d i n g .  A q u e s t i o n  of uniformi. ty  of 
treatmelit c e r t a i n l y  d i d  a r i se  b e c a u s e  t h e  f i g u r e s  d i d  s h o w  t h a t  a subs tan-  
t i a l  rrumber of members d i d  n o t  s e t t l e  t h e i r  o b l i g a t i o n s  t o  the Fund p r o m p t l y  
w h i l e  o t h e r s  d i d ,  o f t e n  w i t h  g r e a t  d i f f i c u l t y .  

Regarding t h e  e s t a b l i s h m e n t  of p e n a l t y  r a t e s ,  t h e  T r e a s u r e r  r e c a l l e d ,  
one  E x e c u t i v e  D i r e c t o r  had a s k e d  how h i g h  a p e n a l t y  r a t e  would have  t o  be 
t o  make i t  e f f e c t i v e .  The s t a f f  i t s e l f  was of two minds as t o  w h e t h e r  a 
p e n a l t y  r a t e  would be u s e f u l ,  b u t  i t  was w o r t h  r e c a l l i n g  t h a t  c e n t r a l  banks 
d i d  impose e x t r a  c h a r g e s  on commercial  banks i f  t h e y  d i d  not make t h e i r  
repayments on t i m e ,  and t h e  extra c h a r g e s  o f t e n  h a d  a b i t i n g  e f f e c t .  C m -  
mercial .  banks r a i s e d  t h e i r  c h a r g e s  by 1 p e r c e n t  o r  2 p e r c e n t  above t h e  
c u r r e n t  ra te ,  depend ing  on t h e  s e v e r i t y  of t h e  case. Even t h e  f iscal  
a u t h o r i t i e s ,  a t  l e a s t  i n  t h e  U n i t e d  S t a t e s ,  imposed a p e n a l t y  c h a r g e  f o r  
l a t e  payment w i t h o u t  a c c e p t i n g  a n y  e x c u s e s .  Such a p r o c e d u r e  m i g h t ,  
however, n o t  o f f e r  u s e f u l  g u i d a n c e  f o r  t h e  c o u r s e  of a c t i o n  t h a t  t h e  Fund 
would adop t .  One s u g g e s t i o n  had  been made t h a t  t h e  Fund s h o u l d  r e c o v e r  
t h e  c o s t  t o  t h e  membership a t  l a r g e ,  a p r o c e d u r e  t h a t  would e n f o r c e  t h e  
p r i n c i p l e  of  the r e v o l v i n g  c h a r a c t e r  of t h e  Fund ' s  r e s o u r c e s ,  w h i l e  n o t  
b e i n g  s o  l a r g e  as t o  c a u s e  an e x c e s s i v e  bu rden  on members pay ing  l a t e .  
Another  p r o p o s a l  had been t h a t  t h e  Fund s h o u l d  e l iminate  t h e  s u b s i d y  t h a t  
w a s  i m p l i e d  i n  t h e  i n t e r e s t  r a t e  se t  f o r  t h e  u s e  oE i t s  o r d i n a r y  r e s o u r c e s .  
Such a p r o p o s a l  d i d  of c o u r s e  Leave open t h e  q u e s t i a n  of  what c o n s i d e r a t i o n  
s h o u l d  be g i v e n  t o  t h e  i n t e r e s t  r a t e  on borrowed r e s o u r c e s .  A s u g g e s t i o n  
h a d , b e e n  made t h a t  t h e  p e n a l t y  r a t e  f o r  members t h a t  d i d  n o t  r e p a y  t h e i r  
o b l i g a t i o a s  a f t e r  a g i v e n  p e r i o d  of time s h o u l d  be r a l s e d  t o  one p o i n t  
above t h e  market  ra te .  The q u e s t i o n  of  how l o n g  t h a t  p e r i o d  of t i m e  
s h o u l d  be was of  course t o  be d i s c u s s e d ,  I n  any e v e n t ,  t h e  s t a f f  had n o t  
made any  p roposa l s  r e g a r d i n g  p e n a l t y  rates. 

One s p e a k e r  had p u t  forward t h e  i d e a  t h a t  t h e  s t a f f  s h o u l d  r o u t i n e l y  
p r o v i d e  members wi th  i n f o r m a t i o n  a b o u t  t h e i r  f o r t h c o m i n g  payments t o  t h e  
Fund, the T r e a s u r e r  noted. Such i n f o r m a t i o n  was n o t  r o u t i n e l y  p r o v i d e d  t o  
a l l  members, b e c a u s e  most of them were aware of t h e i r  f i n a n c i a l  o b l i g a t i o n s  
t o  t h e  Fund. On t h e  o t h e r  hand, t h e  s t a f f  had f r e q u e n t l y  g i v e n  i n f o r m a t i o n  
t o  members i n  d i f f i c u l t y  and s m a l l e r  members r e q u i r i n g  t e c h n i c a l  a s s i s t a n c e  
from t h e  Fund i n  managing e x t e r n a l  i n d e b t e d n e s s .  The same i n f o r m a t i o n  f o r  
t h a t  group of members was p r o v i d e d  t o  Fund m i s s i o n s ,  so  t h a t  t h e r e  was 
a l r e a d y  some d u p l i c a t i o n  of e f f o r t .  F u r t h e r m o r e ,  members t h a t  d i d  not have 
s u f f i c i e n t  SDRs w i t h  which t o  pay c h a r g e s  were r o u t i n e l y  p r o v i d e d  w i t h  pro- 
p o r t i o n s  of  c h a r g e s  w e l l  b e f o r e  t h e y  f e l l  due .  F i n a l l y ,  t h e  s t a f f  c o u l d  
w i t h o u t  d i f f i c u l . t y  p r e p a r e  a h a l f - y e a r l y  s t a t u s  r e p o r t  on ove rdue  payments.  
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T h e  Chairman t h e n  summed up t h e  d i s c u s s i o n  s o  f a r  i n  t h e  f o l l o w i n g  
words : 

P r i n c i p l e s  
I - 

F i r s t ,  t h e  E x e c u t i v e  Board consFders  t h e  e x i s t e n c e  of overdue  
payments t o  be a s e r i o u s  matter, which t o u c h e s  t h e  ve ry  nature 
of t h e  Fund ' s  f a b r i c .  It a f f e c t s  t h e  r e v o l v i n g  c h a r a c t e r  of 
t h e  Fund ' s  r e s o u r c e s  and t h e  monetary n a t u r e  of  t h e  i n s t i t u r i o n ;  
i t  c l e a r l y  has  a n  i m p a c t  on t h e  Fund ' s  l i q u i d i t y  and may w e l l  
impa i r  i t s  c r e d i b i l i t y  i f  matters vere a l lowed  t o  d r i f t .  I t  
c o u l d  t h u s  j e o p a r d i z e  t h e  s t a n d i n g  of t h e  Fund and t h e  w i l l i n g -  
IESS of i t s  members t o  r e c o n s t i t u t e  i t S  r e s o u r c e s  i f  t hey  f e l t  
t h a t  t h e r e  is some doubt  on t h e  l i q u i d  c h a r a c t e r  of rhe a s s e t s  
t h a t  t h e y  a r e  b u i l d i n g  up i n  t h e  i n s t i t u t i o n .  It  c o u l d  t h e r e f o r e  
undermine t h e  e f f e c t i v e n e s s  of t he  Fund and p r e v e n t  i t  from per -  
forming i t s  e x t r e m e l y  i m p o r t a n t  c a t a l y t i c  and f i n a n c i a l  r o l e s .  

Second,  t h e  e x i s t e n c e  of overdue  payments is a l s o  o b v i o u s l y  
related t o  t h e  q u e s t i o n  of  t h e  evenhanded t r e a t m e n t  of Fund 
members. 
o f t e n  w i t h  great  p a i n  and s a c r i f i c e .  I n  t h o s e  c i r c u m s t a n c e s ,  
why shou ld  a v e r y  few members, which do n o t  have g r e a t e r  d i f f i -  
c u l t i e s  t h a n  t h e  bu lk  of  t h e  o t h e r  c o u n r r i e s ,  be l e f t  i n  a p o s i -  
t i o n  where t h e y  c a n  impose  t h e  consequences  of t h e i r  i n a c t i o n  on 
t h e  res t  of t h e  m e m b e r s h i p ?  

The overwhelming m a j o r i t y  of members d o  pay on  time, 

T h i r d ,  t h e  e x i s t e n c e  of overdue  payments t o u c h e s  on  t h e  
coopeEa t ive  n a t u r e  of t h e  Fund. Fo r  i t s  s u c c e s s ,  s u c h  a n  i n s t i -  
t u t i o n  r e q u i r e s  a l l  members--credi tors  and d e b t o r s  a l i k e - - t o  
abi.de by t h e  r u l e s .  Members t h a t  have  i n c u r r e d  o b l i g a t i o n s  t o  
t h e  i n s t i t u t i o n  must d i s c h a r g e  them on t i m e .  T h i s  is  an over-  
r i d i n g  p r i n c i p l e  t h a t  no one h a s  c o n t e s t e d ,  and t h a t  w e  s h o u l d  
s t r o n g l y  reaffirm, 

This i s  not  a c r i s i s ;  t h e  number of ex tended  d e l a y s  i s  s t i l l  
l i m i t e d ,  a n d  t h e  a c t i o n s  of t h e  Board and t h e  d a i l y  e f f o r t s  of 
t h e  s t a f f  have he lped  c o n s i d e r a b l y  t o  keep  t h e  s i t u a t i o n  unde r  
f i r m  c o n t r o l .  It i s  t r u e  t h a t  i n  terms of p e r c e n t a g e s  of pay- 
ments ,  t h e  d e l a y s  of two weeks and tmre have not i n c r e a s e d  over  
t h e  pasz t h r e e  y e a r s ;  i n  f a c t ,  t hey  were smaller i n  1983 t h a n  
i n  e a r l i e r  y e a r s .  N e v e r t h e l e s s ,  t h e  number of ove rdue  payments 
h a s  been  t e n d i n g  t o  r ise ,  a n d  t h e  5.8 p e r c e n t  f i g u r e  f o r  l a s t  
y e a r  does  r e p r e s e n t  a d e t e r i o r a t i o n  s i n c e  1981. 

I n  sum, we do need  t o  remain  e x t r e m e l y  v i g i l a n t  i n  e n s u r i n g  
t h e  t i m e l y  d i s c h a r g e  of f i n a n c i a l  o b l i g a t i o n s  of members t o  t h e  
Fund, and w e  must  make i t  clear t h a t  t h i s  i n s t i t u t i o n  r e a f f i r m s  
t h e  o v e r r i d i n g  need t o  s a f e g u a r d  i t s  c r e d i b i l i t y .  T h i s  r e a f f i r -  
mation t s  all t h e  more i m p o r t a n t  because  many o t h e r  f i n a n c i a l  
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i n s t i t u t i o n s  are h a v i n g  t o  f a c e  a d e t e r i o r a t i o n  i n  t h e  q u a l i t y  
of some of t h e i r  a s se t s  and t o  a c c e p t  some i n t e r f e r e n c e  w i t h  
t h e i r  normal. p r o c e d u r e s .  It i s  e s s e n t i a l  t h a t  t h e  Fund, which 
h a s  n o t  i n  any way b e e n  a c a u s e  of t h e  problem, s h o u l d  m a i n t a i n  
an impeccab le  r e c o r d  and t h a t  t h e r e  s h o u l d  be no shadow of 
doub t  a b o u t  i t s  f i n a n c i a l  s t a n d i n g .  

Without  f u n d a m e n t a l l y  chang ing  our p r o c e d u r e s ,  which have  
r e n d e r e d  good s e r v i c e  t o  t h e  i n s t i t u t i o n  and have k e p t  t h e  
s i t u a t i o n  under  c o n t r o l ,  we s h o u l d  i d e n t i f y  them inore c l e a r l y ,  
e n s u r e  t h a t  t h e y  a r e  b e t t e r  u n d e r s t o o d  by t h e  membership,  and 
make them more systematic,  whichGdoes n o t  mean making them 
i n f l e x i b l e .  E x e c u t i v e  D i r e c t o r s  - c l e a r l y  w i s h  t h e  rules to  be 
clear, and t o  b e  w e l l  known t o  a l l  members. T h e  Fund s h o u l d  
take advan tage  of a r e l a t i v e l y  c a l m  s i t u a t i o n  t o  a d o p t  precau-  
t i o n a r y  a c t i o n s  d e s i g n e d  t o  p r e v e n t  any f u r t h e r  d e t e r i o r a t i o n ,  
s o  . t h a t  we s h a l l  n o t  be o b l i g e d  t o  ac t  i n  a much more f o r c e f u l  
way unde r  t h e  p r e s s u r e  of  c i r c u m s t a n c e s .  

P r o c e d u r e s  

The sense of t h e  m e e t i n g  i s  t o  approve  t h e  approach  s u g g e s t e d  
by t h e  s t a f f  i n  EB5/84/46,  and I s h a l l  o n l y  mention a few major  
p o i n t s  t h a t  have been t h e  s u b j e c t  of d i s c u s s i o n .  

- 
1. P e r i o d  f o r  compla in t  

The E x e c u t i v e  Board was c lea r  t h a t  t h e  period f o r  i n i t i a t i n g  
t h e  formal p r o c e d u r e s  under  Rule K-1 o r  Ru le  S-1 s h o u l d  be re la -  
t 4 v e l y  short, s a y ,  on t h e  o r d e r  of six months. However, i t  also 
showed t h a t  i t  d i d  n o t  wish t o  be t o o  m e c h a n i s t i c  on t h i s  p o i n t ,  
a l l o w i n g  management some d e g r e e  o f  f l e x i b i l i t y .  

2 .  P e n a l t y  c h a r g e s  

The d i s c u s s i o n  showed t h a t  w h i l e  t h e  Board considered t h a t  
i.C m igh t  be h e l p f u l  t o  r e s o r t  t o  p e n a l t y  c h a r g e s ,  especially i n  
cases whelte t h e  d e l a y s  a re  of a t e c h n i c a l  na tu re - - the  e f f e c t  
would be t o  e n c o u r a g e  countries co overcome administrative 
problems-many D i r e c t o r s  were d o u b t f u l  w h e t h e r ,  i f  t h e  d e l a y s  
were r e l a t i v e l y  l o n g  and the  situation more d i f f i c u l t ,  t h e  
e x i s t e n c e  of p e n d l t y  c h a r g e s  would do a n y t h i n g  more t h a n  com- 
pound t h e  problem. 1 do  n o t  d e t e c t  a s e n s e  o f  t h e  m e e t i n g  i n  
f a v o r  of immedia t e  a c t i o n  on  p e n a l t y  c h a r g e s ;  b u t  I do t h i n k  
t h a t  w e  s h o u l d  come back t o  t h e  q u e s t i o n  i f  t h e  s i t u a t i o n  j u s t i -  
f ies d o i n g  s o .  I was i n t e r e s t e d  t o  n o t e  E x e c u t i v e  D i r e c t o r s '  
s u g g e s t i o n s  f o r  ways  i n  which p e n a l t y  charges s h o u l d  be u s e d  
a n d ,  i n  p a r t i c u l a r ,  f o r  ways of r e c o u p i n g  a t  l e a s t  t h e  c o s t s  f o r  
t h e  membership a t  l a r g e  stemming from d e l a y s .  The s t a f f  w i l l  
u n d e r t a k e  f u r t h e r  work o n  t h a t  p o l n t .  
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3. P u b l i c i t v  

The E x e c u t i v e  Board s a i d  c l e a r l y  t h i s  morning t h a t  i t  does 
n o t  want p u b l i c i t y ,  a t  l e a s t  i n  t h e  e a r l y  s t a g e s ,  Hut i t  was 
a l s o  q u i t e  c l e a r  t h a t  D i r e c t o r s  f e l t  t h a t  once p r o c e d u r e s  have 
been i n i t i a t e d  by t h e  E x e c u t i v e  Board and management, t h e r e  
might be 3 case f o r  some formal i n d i c a t l o n  a t  l e a s t  t o  t h e  
membership and pe rhaps  t o  o t h e r s  as w e l l  t h a t  w e  have r e a c h e d  
a c e r t a i n  p o i n t .  A t  t h e  same t i m e ,  t h e r e  w a s  a r a t h e r  s t r o n g  
f e e l i n g  t h a t  t h e  Fund s h o u l d  t r y  t o  a v o i d  h a v i n g  t h e s e  matters 
appear i n  t h e  media.  'It was f e l t  t ha t  such pub l i . c i ty  c o u l d  be 
liarmful n o t  o n l y  t o  a member's e f f o r t s  t o  meet i t s  o b l i g a t i o n s  t o  
t h e  Fund, b u t  a l s o  t o  t h e  Fund i t s e l f ,  e s p e c i a l l y  i n  i t s  r e l a t i o n -  
s h i p  w i th  t h e  c o u n t r y  concerned.  We s h o u l d  t h e r e f o r e  n o t  engage 
i n  any s y s t e m a t i c  publ ic .kty.  The E x e c u t i v e  Board c o u l d  take a 
d e c i s i m  i n  p a r t i c u l a r  c a s e s  on  a n  a d  hoc b a s i s .  

4 ,  Reschedu l ing  o r  postponement  of o b l i g a t i o n s  

The. position d e s c r i b e d  i n . p a r a g r a p h s  5 and 6 on page 1 6  of 
E B S / 8 4 / 4 6  was s u p p o r t e d  by t h e  m a j o r i t y  o f  t h e  E x e c u t i v e  Board. 
The  E x e c u t l v e  Board c lear ly  does n o t  w i sh  t o  open t h e  way f o r  
r e s c h e d u l i n g  of o b l i g a t i o n s .  The s t a f f  a rgumen t s  on t h e  p o i n t  
were clear ly  found c o n v i n c i n g  and were s u p p o r t e d  by t h e  Board. 
T h i s  d o e s  not mean t h a t  t h e  r e l e v a n t  Ar t i c l e s ,  p a r t i c u l a r l y  
Pxt ic le  V, Secr ion  7 ( g ) ,  canno t  be resorted t o  i n  e x c e p t i o n a l  
cases if t h e  Board s o  d e c i d e s .  B u t  w h i l e  the Board would have 
t o  s a t i s f y  i t s e l f  t h a t  d i s c h a r g e  on t h e  due d a t e  would r e s u l t  
i n  except-ional. h a r d s h i p ,  t h e  burden of p r o o i  t h a t  such h a r d s h i p  
would r e s u l t  mus t  be  on t h e  c o u n t r y ,  and I d i d  n o t  s e n s e  much 
s u p p o r t  i n  t h e  Board f o r  the  u s e  of this p r o v i s i o n .  T h e r e  i s  a 
s t r o n g  s e n t i m e n t  a g a i n s t  t h e  i d e a  t h a t  t h e  Fund shou ld  inatch 
t h e  r e s c h e d u l i n g  o p e r a t i o n s  of t h e  P a r i s  C l u b  o r  any o t h e r  group,  
and i t  ic- x s e f u l  t h a t  t h e  Board was s o  c lear  on t h i s  p o i n t .  The 
Fund cou ld  c e r t a i n l y  n o t  adop t  such a c o u r s e .  

5. R e l a t i o n s  w i t h  member6 w h i l e  payments a re  ove rdue  

The E x e c u t i v e  Board unanimous1.y r e a f f i r m e d  t h e  exis t ing 
p r a c t i c e s  d e s c r i b e d  i n  pa rag raph  7 on page 17 of EBS/84/46. 
T h i s  means t h a t  management w i l l  not  submi t  t o  t h e  Board any 
r e q u e s t s  f o r  t h e  u s e  of Fund r e s o u r c e s  under  a s tand-by o r  
ex tended  a r r angemen t  as l o n g  as  t h e  member conce rned  h a s  ove rdue  
payments t o  the Fund. 

T h e r e  was more d e b a t e  whe the r  t h e  Fund s h o u l d  engage i n  
d i s c u s s i o n s  o r  resume d i s c u s s i o n s  on t h e  use of Fund resources 
w i t h  a member t h a t  i s  i n  arrears t o  t h e  Fund. On t h e  who le ,  
t h e  p r a c t i c e  o f  n o t  e n t e r i n g  i n t o  d i s c u s s i o n  i n  t h o s e  ci tcum- 
s t a n c e s  was conf i rmed .  A number o f  s p e a k e r s  expressed s t r o n g  
views on t h i s  p o i n t .  But t h e  p rac t lce  of r e f u s i n g  to h o l d  
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d i s c u s s i o n s  w i t h  members w i t h  o v e r d u e  payments h a s  been e f  f e c -  
t i v e .  I f  t h e  s i t u a t i o n  i s  f a i r l y  calm j u s t  now, it  i s  i n  p a r t  
b e c a u s e  w e  have h e l d  ro  t h i s  r a t h e r  f i r m  l i n e .  The r u l e  t h a t  a 
c o u n t r y  c a n n o t  e n t e r  i n t o  d i s c u s s i o n s  on t h e  u s e  of Fund r e s o u r c e s  
w h i l e  i t  h a s  arrears  t o  t h e  Fund i s  a s t r o n g  i n c e n t i v e  f o r  t h e  
c o u n t r y  t o  pay i t s  d e b t s ,  and 1 v o u l d  be c a u t i o u s  i n  chang ing  
t h e  p r e s e n t  p o l i c y .  We are t r y i n g t o  s t r e n g t h e n  t h i s  p o l i c y ,  
no t  weaken i t .  

T h i s  d o e s  n o t  mean t h a t  we a r e  n o t  going t o  c o n t i n u e  d i s c u s -  
s i o n s .  I n  t h e  p a s t  f e w  months w e  have  c o n t i n u e d  d i s c u s s i o n s  
wi th  members w i t h  ove rdue  payments;  b u t  t h e  d i s c u s s i o n s  were 
conf ined  q u i t e  p r e c i s e l y  t o  a s s i s t i n g  t h e  members t o  o r g a n i z e  
t h e i r  a f f a i r s  i n  o r d e r  t o  p e r m i t  t h e  payment of t h e  ove rdue  
o b l i g a t i o n s .  T h e  d i s c u s s i o n s  d i d  of c o u r s e  e n t a i l  c o n s i d e r a t i o n  
of t h e  a d j u s t m e n t  measu res  t h a t  would make i t  p o s s i b l e  t o  r e p a y ,  
and which c o u l d  p o s s i b l y  be  s u p p o r t e d  l a t e r  by a program. Far 
from c u t t i n g  ou r  l i n e s  of communicat ion,  we s h o u l d  do what  w e  
c a n  t o  keep  them open. Rut we s h o u l d  d i r e c t  t h e  d i s c u s s i o n s  
toward e n a b l i n g  the  c o u n t r y  t o  make repayments.  

S u g g e s t i o n s  by D i r e c t o r s  

I would have no d i f f i c u l t y  w i t h  a s k i n g  t he  s t a f f  t o  p r e p a r e  
s ix-monthly r e p o r t s  o n  -overdue o b l i g a t i o n s .  

The s e n s e  of t h e  mee t ing  was t h a t  w e  s h o u l d  make a fo rma l  
performance c r i t e r i o n  o u t  of t h e  r e q u i r e m e n t  t h a t  no p u r c h a s e s  
may b e  made unde r  a program i f  o b l i g a t i o n s  a r e  ove rdue .  T h i s  
was t h e  view of  t h e  Board,  and we s h a l l  p r o p o s e  some f o r r n d  
wording t o  t h e  Board t o  i n c o r p o r a t e  i t  as a pe r fo rmance  c r i t e r i o n  
i n  t h e  s t a n d a r d  a r r angemen t .  This I s  p r e f e r a b l e  t o  t h e  present 
practice by which w e  sometimes a s k  c o u n t r i e s  t o  c o n f i r m  i.n w r l t -  
i n g  t h a t  t h e y  will n o t  a s k  f o r  p u r c h a s e s  i f  t h e y  have ove rdue  
o b l i g a t i o n s .  

Sending a m i s s i o n  i f  o b l i g a t i o n s  r ema in  u n p a i d  beyond a 
c e r t a i . n ' t i r n e  may n o t  b e  d e s i r a b l e  i n  a l l  cases--it depends v e r y  
much on t h e  s o r t  of communicat ions w e  have w i t h  a country--but  
i n  some cases i t  may well be  h e l p f u l .  

The s t a f f  c a n  cer ta in ly  i n c l u d e  a r e c o r d  of a c o u n t r y ' s  p a s t  
pe r fo rmance  of f i n a n c i a l  o b l i g a t i o n s  t o  t h e  Fund i n  p a p e r s  on t h e  
u s e  of Fund r e s o u r c e s  

When rhe area d e p a r t m e n t s  draw up a program w i t h  a c o u n t r y ,  
t h e y  s h o u l d  emphasize t o  member c o u n t r i e s  n o t  o n l y  t h e  o v e r r i d i n g  
i m p o r t a n c e  of making t h e s e  payments,  b u t  a l s o  t h e  need t o  f i t  
them i .nto Ehc c o u n t r y ' s  o v e r a l l  e x t e r n a l  o b l i g a t i o n s .  We s h o u l d  
i n s i s t  more on t h e  need t o  t a k e  a c c o u n t  of t h e  p r o f i l e  of t h e i r  
indebtedness co t h e  Fund i n  f r a m i n g  t h e i r  e x t e r n a l  p o l i c y  and 
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scress measures  t ha t  t h e  a u t h o r i t i e s  s h o u l d  t a k e  i n  advance t o  
be s u r e  t h a t  t hey  c a n  r e p a y  a c e r t a i n  amount t o  t h e  Fund on a 
g iven  d a t e .  When we know t h a t  r e s e r v e s  a r e  v e r y  l o w  and t h a t  
t h e  s i t u a t i o n  i s  p roSab ly  g o i n g  t o  be d i f f i c u l t ,  w e  s h o u l d  h e l p  
c o u n t r i e s  t o  draw up a t i m e t a b l e  as a way of a v o i d i n g  d i f f i -  
c u l t i e s  a t  Lhe time of repayment. 

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

The E x e c u t i v e  D i r e c t o r s  c o n s i d e r e d  a s t a f f  pape r  e n t i t l e d  "Guyana - 
Overdue F i n a n c i a l  O b l i g a t i o n s  t o  t h e  Fund" and a communication from t h e  
Managirzg D i r e c t o r ,  e n t i t l e d  "Guyana - R e p o r t  and Compla in t s  Under Ru le  K-1 
and R u l e  S-1" ( E B S / 8 4 / 4 7 ,  3 / 9 / 8 4 ;  Sup. 1, 4 / 2 / 8 4 ;  and Sup. 2 ,  4 / 4 / 8 4 ) ,  
t o g e t h e r  w i t h  a proposed d e c i s i o n .  

M r .  b f k a  made t h e  f o l l o w i n g  s t a t e m e n t :  

It must o b v i o u s l y  b e  o u r  r u l e  t o  t r e a t  a l l  members e q u a l l y ,  
'There a r e  t h r e e  p r i m a  fac ie  p r e c e d e n t s  f o r  t h e  a c t i o n  t h a t  w e  
a r e  now c o n t e m p l a t i n g .  They r e f e r  t o  Cuba, t h e  Un i t ed  Arab 
R e p u b l i c ,  and Kampuchea. I am n o t  conv inced  t h a t  t h e  f i r s t  and 
l a s t  are, a p p l i c a b l e  p r e c e d e n t s ;  There were special  c i r c u m s t a n c e s  
concernLng Cuba. I n  any c h s e ,  t h e  K-1 r e p o r t ,  as  d i s t i n c t  from 
a s i m p l e  n o t i c e ,  was not  s e n t  u n t i l  more t h a n  a y e a r  a f t e r  a n  
o b l i g a t i o n  had become ove rdue ,  and no d e c i s i o n  w a s  taken u n t i l  
1 5  months a f t e r  t h e  o b l i g a t i o n  had become overdue.  Kampuchea, 
on t h e  o t h e r  hand,  h a s  been ,  as  i t  were ,  i n t e r n a t i o n a l l y  
incommunicado f o r  many years ,  e x c e p t  f o r  p a r t i c i p a t i o n  i n  ce r t a in  
UN a c t i v i t i e s .  I t  i s  a l s o ,  t h e r e f o r e ,  h a r d l y  a p r e c e d e n t .  I n  
this c a s e ,  moreover ,  c o m p l a i n t s  under K-1 ( and  S-1) were 
c i r c u l a t e d ,  b u t  o n l y  informally, and n e a r l y  fou r  y e a r s  a f t e r  a n  
o b l i g a t i o n  became ove rdue .  I n  t h e  one case t h a t  can be c o n s i d e r e d  
a p r e c e d e n t ,  t h a t  of t h e  Un i t ed  Arab R e p u b l i c ,  no K- l  n o t i c e  was 
g i v e n ,  and no K-1 r e p o r t  w a s  made. 

T h e r e  i s  no q u e s t i o n  t h a t  Guyana has d e l a y e d  i t s  payments 
and t h a t  a c t i o n  must be t a k e n  by t h e  Fund t o  s a f e g u a r d  I t s  
in t e re s t s .  T h i s  i s  t r u e  a l t h o u g h  Guyana i s  undoub ted ly  o n e  of 
t h e  most--perhaps t h e  most--gr ievously harmed c o u n t r y  by t h e  o i l  
p r i c e  i n c r e a s e ,  b e c a u s e  2 3  p e r c e n t  of i t s  GDP i s  today  s p e n t  on 
o i l  i m p o r t s ,  as a g a i n s t  5 percent  b e f o r e  1973 .  Thus, Guyana is  
c e r t a i n l y  a n  e x c e p t i o n a l  h a r d s h i p  case. 

The p r o p o s a l  I would make t o  t h e  Board is a p r o v i s i o n a l  one.  
I would p r o p o s e  t h a t  we r e q u e s t  t h e  Managing D i r e c t o r  t o  communi- 
cate  a t  t h e  h i g h e s t  level w i t h  Guyana and convey t o  them t h e  
s e r i o u s n e s s  of t h e  s i t u a t i o n  t h a t  has n between Guyana and 
the  Fund, I would p r o p o s e ,  i n  a d d i t i o  

u l d  communicate t o  Guyana 
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a d j u s t m e n t  program i s  a d o p t e d  i n  a r e a s o n a b l e  p e r i o d ,  f u r t h e r  
a c t i o n  would u n a v o i d a b l y  f o l l o w  o n  t h e  p a r t  of c h e  Fund. Bu t ,  I 
would a l s o  p ropose  e i t h e r  t h a t  p r o v i s i o n a l l y  t h e  Fund s h o u l d  
postpone r e p u r c h a s e s  and a c c e p t  t h e  payment of  c h a r g e s  i n  Guyanese 
dol lars--which would,  o f  c o u r s e  ~ have t o  be repurchased--or  t h a t  
i t  should w i t h h o l d  a c t i o n  f o r  a l i m i t e d  t i m e .  

I would hope t h a t ,  by s u c h  a c t i o n  and  a d d i t i o n a l  a c t i o n ,  a n  
u n n e c e s s a r y  dilemma would be avo ided .  The a d d i t i o n a l  s t e p s  t h a t  
I am p r o p o s i n g  a re  e n t i r e l y  i n  l i n e  w i t h  p r e s e n t  Fund p r a c t i c e .  
We wou ld ,  i n  t h e  noniial way ,  d i s p a t c h  t o  Guyana, n o t  o f  c o u r s e  a 
negotiating m i s s i o n ,  b u t  a n  Art ic le  I V  c o n s u l t a t i o n  m i s s i o n ,  
which would have  t o  t a k e  p l a c e  w i t h i n  a few months anyway. The 
m i s s i o n  would d e s c r i b e  co Guyana, a f t e r  c o n d u c t i n g  c h e  c o n s u l t a -  
t i o n ,  t h e  specifics of  a n  a c c e p t a b l e  program, And i t  would 
i n f o r m  p o t e n t i a l  l e n d e r s  of a n y  a c t i o n  t a k e n  by Guyana, u n l e s s  
Guyana o b j e c t e d .  

U n l e s s  t h e  s t e p s  t h a t  I have i n d i c a t e d  a r e  taken, i t  i s  
a l m o s t  inCORCeiVable t h a t  Guyana would f i n d  a l e n d e r  t o  advance 
t h e  resources c h a t  i t  would need t o  pay t h e  Fund. It  has so  f a r  
been unable t o  do SO. On t h e  o t h e r  hand,  the amounts i n v o l v e d  
a r e  l a r g e  enough i n  r e l a t i o n  t o  Guyana 's  GDP, i.e., close t o  
3 p e r c e n t  ( i n c l u d i n g  r e p u r c h a s e s ,  and o v e r  1 p e r c e n t  f o r  c h a r g e s )  
t h a t  i t  would be i m p o s s i b l e  f o r  Guyana t o  pay In t h e  s h o r t  r u n  
o u t  of i t s  own e a r n i n g s ,  which  might  also be a t t a c h e d  by o t h e r  
c r e d i t o r s .  On the o t h e r  hand ,  Guyana 's  d e l a y  so f a r  i n  coming 
t o  a n  ag reemen t  w i t h  t h e  ZMF h a s  n o t  b e e n  c a p r i c i o u s ,  b u t  h a s  
r e s u l t e d  from t h e  need t o  t a k e  fundamen ta l  d e c i s i o n s ,  w i t h  a n  
a l l - encompass ing  i m p a c t ,  c o n c e r n i n g  the basic  e x p o r t  i n d u s t r y ,  
b a u x i t e .  1 b e l i e v e  t h a t  c o n d i t i o n s  f o r  a decision on t h i s  b a s i c  
problem a r e  now r i p e .  F i n a l l y ,  I would n o t e  c h a t  Guyana h a s  
s e t t l e d  i t s  o b l i g a t i o n s  t o  t h e  SDR Department .  

The Treasurer conf i rmed  t h a t  Guyana had p a i d  i t s  arrears  t o  t h e  SDR 
Deparcment. C o n s e q u e n t l y ,  t h e  Managing D i r e c t o r  no l o n g e r  had any com- 
p l a i n t  a g a i n s t  Guyana i n  t h a t  Department.  The l a n g u a g e  of b o t h  t h e  Manag- 
i n g  D i r e c t o r ' s  c o m p l a i n t  and t h e  proposed d e c i s i o n  had t h e r e f o r e  been  
amended; t h e  c o r r e c t  l a n g u a g e  wa5 set  o u t  i n  E B S / 8 4 / k 7 ,  Supplement 2 .  

Mr. Kafka s u g g e s t e d  t h a t  t h e r e  ml.ght b e  f u r t h e r  communication between 
t h e  Managing D i r e c t o r  and a u t h o r i t i e s  i n  Guyana b e f o r e  t h e  E x e c u t i v e  Board 
took t h e  proposed d e c i s i o n .  The  outcome migh t  be  more s a t i s f a c t o r y  from 
t h e  s t a n d p o i n t  of t h e  Fund. 

Mr. N i m a t a l l a h  a n d  M r .  M a l h o t r a  s u p p o r t e d  Mr. Yefka's s u g g e s t i o n .  

!4r. Wicks o b s e r v e d  t h a t  i t  migh t  be more h e l p f u l  t o  t h e  Guyanese 
a u t h o r i t i e s  i f  t h e  Executive Board rook the p roposed  d e c i s i o n  a t  t h e  present 
mee t ing ,  inserting a ra ther  d i s t a n t  d a t e  f o r  t h e  m e e t i n g  of t h e  Exec.utive 



Board a t  which t h e  c o m p l a i n t  would a c t u a l l y  be hea rd .  i f ,  meanwhile,  t h e  
i r e c t o r  were i n  c o n t a c t  w i t h  t h e  Guyanese a u t h o r i t i e s  and t h e  

were n o t  e n t i r e l y  s s t i s f a c t o r y ,  t h e  s i t u a t i o n  would be l e s s  embar- 
bo th  f o r  t h e  Guyanese a u t h o r i t i e s  and f o r  t h e  E x e c u t i v e  Board t h a n  
a f k a ' s  p r o p c s a l  were adopteci.. 

i r e c t o r  oE t h e  Lega l  Department  n o t e d  t h a t  t h e  d e c i s i o n  t o  b 
he p r e s e n t  mee t ing  would  do no more t h a n  set  a d a t e  of a 3oa rd  

c o n s i d e r  t h e  a c t i o n  t o  be t a k e n  and t o  i n v i t e  Guyana t o  send 
representatives t o  a t t e n d  t h e r  mee t ing .  The s u b s t a n t i v e  d i s c u s s i o n  would 

lace  u n t i l  t h e  d a t e  of t h a t  mee t ing .  

e sniff r e p r e s e n t a t i v e  frbm t h e  Western Hemisphere Department  
t o  a q u e s t i o n  by Mr. Joyce, e x p l a i n e d  t h a t  he Guyanese a u t  

t i e s  were f u l l y  aware of t h e  p rocedure .  The s t a f f  had b o e n - i n  d i s c u s s i o n  
w i c h  them abouc t h e  problem f o r  n e a r l y  a year ,  s i n c e  t h e  time when ove rdue  
payments had f i r s t  appea red .  On t h e  mos t  r e c e n t  o c c a s i o n ,  t h e  s t a f f  had 
made it a b s o l c t e l y  c l ea r  t o  t h e  a u t h o r i t i e s  t h a t ,  a c c o r d i n g  t o  t h e  e s t a b -  
l i s h e d  r u l e s  i n  t h e  Fund, t h e  staff .  c o u l d  no l o n g e r  c o n t i n u e  d i - s c u s s i n g  
with them t h e . u s e  of Fund resources as long  a3 t h e  , f i n a n c i a l  o b l i g a t j .  
of Guyana t o  the Fund remained o u t s t a n d i n g .  

klr. Rafka added t h a t  he  had e x p l a i n e d  t h e  p o s i t i o n  i n  d e t a i l  t o  bcth 
the Governor and t h e  A l t e r n a t e  Governor of t h e  F m d  f o r  Guyana i n  recent 
days.  I n  t h e  meantime, Guyana had made a c o n s i d e r a b l e  e i f o r t  and had p a i d  
i t s  c h a r g e s  due t o  t h e  SDR Department.  The a u t h o r i t i e s  w a e  making e f f o r t s  
t o  r e p a y ,  bu t  t hey  might f i n d  i t - d i f f i c u l t  t o  do S O .  

Mr. Laske s t a t e d  t h a t  h e  would p r e f e r  t o  f o l l o w  Mr. Wicks's sugge 

a r e p r e s e n t a t i v e  t o  p u t  i t s  case be fo re  t h e  E x e c u t i v e  Board; i 
t a k i n g  t h e  d e c i s i o n  a t  t h e  p r e s e n t  m e e t i n g ,  t h e  Board cou ld  d e l i b e r a t e  
l e a v e  time f o r  Guyana t o  make a n  a d d i t i o n a l  e f f o r t  t o  d i s c h a r g e  i t s  o u t -  
s t a n d i n g  o b l i g a t i o n s .  

n d e r s t o o d  i t ,  t h e  d e c i s i o n  would do no more than i n v i t e  t h e  c o u n t r y  

Mr. Zhanp, c o n s i d e r e d  that, f o r  t h e  sake of c o n s i s t e n c y ,  i t  might he 
r t o  pos tpone  t a k i n g  t h e  d e c i s i o n  u n t i l  t h e  Managing D i r e c t o r  had 
t h e  s u g g e s t e d  f u r t h e r  communications w i t h  t h e  a u t h o r i t i e s  i n  Guyana. 

The D i r e c t o r  of t h e  Lega l  Department ,  r e p l y i n g  t o  a q u e S t i o n  by 
Mr. Tsh i sh iu lb i ,  e x p l a i n e d  t h a t  if t h e  Guyanese a u t h o r i t i e s  succeeded i n  
p a y i n g  o f f  t h e i r  o b l i g a t i o n s  t o  t h e  Fund, t h e  Managing D i r e c t o r  would 
r e p o r t  r o ~ t h e  ExecutFve Board t h a t  t h e  payments had been made, and t h a t  
no f u r t h e r  c o m p l a i n t  would be needed. 

Mr. Tshishj.mbi remarked t h a t  i n  t h e  c i r c u m s t a n c e s ,  i t  would be h e s t  
t o  postporie c a k i n g  t h e  d e c i s i o n  u n t i l  t h e  Xpnag ing  D i r e c t o r  had had his 
f u r t h e r  cornmun i c  a t i o n  w i  t h  Guyana a 

Mr. Joyce  commented t h a t ,  in view of Mr. Kakfa's e x p l a n a t i o n s ,  h e  
would be i n c l i n e d  t o  a l l o w  t h e  Guyanese a u t h o r i t i e s  some leeway. One way 
o f  d e a l i n g  w i t h  he  m a t t e r  might  be t o  p o s t p o n e  taking e i t h e r  of t h e  two 
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d e c i s i o n s  on t h e  agenda  u n t i l  a f t e r  t h e  m e e t i n g  of t h e  I n t e r i m  Committee.  
I d  e n a b l e  t h e  Managing D i r e c t o r  o r  t h e  s t a f f  t o  u n d e r t a k e  w h a t e v e r  
a t i o n s  might  be  c o n s i d e r e d  s u i t a b l e .  

s pu t  fo rward  by Mr. Kafka. 
a ' s  o b l i g a t i o n s  t o  t h e  Fund, and i t  seemed q u i t e  c lear  from t h e  

I f  t h a t  c o u r s e  were f o l l o w e d ,  
oped t h a t  any d i s c u s s i o n s  would not  be based  upon the-  spec i f i c  

They i n v o l v e d  a form of  r e s c h e d u l l n g  

ea r l i e r  - g e n e r a l  d i s c u s s i o n  t h a E  t h e  E x e c u t i v e  Board d i d  n o t  w i s h  t o  fo l low 
suchaa c o b r s e .  As he  saw i t ,  t h e  pu rpose  of t h e  communicat ion b e m e e n  t h e  
Managing D i r e c t o r  and  t h e  a u t h o r i t i e s  i n  Guyana would be t o  a s c e r t a i n  
whe the r  t h e  a u t h o r i t i e s  a n t i c i p a r e d  t h a t  t h e y  c o u l d  meet t h e i r  o b l i g a t i o n s  
i n  t h e  v e r y  n e a r  f u t u r e ,  t h u s  o b v i a t i n g  t h e  need  f o r  t h e  a p p l f c a t i o n  of 
any p rocedure ;  o r ,  a t  t h e  l e a s t ,  t h a t  they  would be q u i t e  aware of t h e  
p rocedures  c h a t  were abou t  t o  be a p p l i e d  t o  them. 
g e s t  postpon3ng d i s c u s s i o n  of t h e  c o m p l a i n t s  a g a l n s  t Guyana and Nica ragua  
u r t t i l  a f t e r  the I n t e r i m  Commi.ttee mee t ing .  A t  t h a t  time, t h e  E x e c u t i v e  
D i r e c t o r s  c o u l d  d e c i d e  on t h e  d a t e  on which  t h e y  wished t h e  represent 
of t h e  two c o u n t r i e s  t o  appea r .  

I n  b r i e f ,  h e  would sug-  

Mr, Mtei c o n s i d e r e d  t h a t ,  i n  v iew of Mr, K a f k a ' s  remarks, t h e r e  
bc. some merit I n  p o s t p o n i n g  t a k i n g  a d e c i s i o n  unt i l .  a f t e r  t h e  Managing 
Di rec to r  had communicated with t h e , a u t h o r i t i e s  in Guyana. C l e a r l y ,  t h e r e  
WAS no e v i d e n c e  t h a t  t h e  Managing D f r e c t o r ' s  communicat ion would r e s o l v e  
matters; i f  i t  d i d  n o t ,  t h e  E x e c u t i v e  Board would p i c k  up t h e  t o p i c  a g a i n  
a t  t h e  time s u g g e s t e d  by Mr. Joyce .  

Mr. Kafka s a i d  t h a t  h e  would be g r a t e f u l  i f  Mr. J o y c e ' s  p r o p o s a l  
could b e  a c c e p t e d .  A communicat ion between t h e  Managing D i r e c t o r  and 
a u t h o r i t i e s  in Guyana n i g h t  l e a d  t o  t h e  i n l t i a t i o n  of p r o c e d u r e s  by which 
Guyana might  f i n d  s u f f i c i e n t  c r e d i t  t o  r e p a y  t h e  Fund. Such a communica- 
t i o n  would be e n t i r e l y  i n  a c c o r d a n c e  w i t h  t h e  Managing D i r e c t o r ' s  summfng I 

up on t h e  g e n e r a l  t o p i c ,  a c c o r d i n g  t o  which t h e  Fund c o u l d  c o n t i n u e  d i s c u s -  
s i o n s  of a d j u s t m e n t  measures  even w i t h  members hav ing  overdue  o b l i g a t i o n s ,  

M r .  S e n i o r  and  M r .  F i n a i s h  commented t h a t  i t  would be h e l p f u l  t o '  , 

f o i l o w  Mr, Joyce's proposa l  and r e t u r n  t o  t h e  matter a f t e r  t h e  mee t ing  of 
t h e  In te r im Committee. 

M r .  Prowse remarked t h a t  t h e  gene ra l  d i s c u s s i o n  on overdue  payme 
had l e d  to cer ta in  c o n c l u s i o n s  t h a t  o u g h t ,  s u r e l y ,  t o  g u i d e  t h e  a c t i o n  by 
E x e c u t i v e  D i r e c t o r s  i n  i n d i v i d u a l  c a s e s .  The p r o p o s a l  by Mr. J o y c e  seemed 
LC) him t o  move away f rom t h e  c o n c l u s i o n s  r e a c h e d  ea r l i e r .  Mr. Wicks had 
pu t  forward  a s u g g e s t i o n  i n  a c l e a r  a t t e m p t  t o  meet t h e  p a r t i c u l a r  problems 
ment ioned  by Mr, Kafka i n  c o n n e c t i o n  w i t h  corsmunicat ion w i t h  t h e  Guyanese 
a u t h o r i t i e s .  The  r i s k  of n o t  ac t ing  i n  a c c o r d a n c e  w i t h  t h a t  suggestion 
seemed t o  p r e s e n t  more d i f f i c u l t i e s  b o t h  f o r  t h e  Fund a n d  f o r  Guyana t h a n  
do ing  so .  He t h e r e f o r e  p r e f e r r e d  Mr. Wicks ' s  s u g g e s t i o n  t o  t h e  l a t e s t  
proposal,  by M r .  J o y c e  and o t h e r s .  

The Chairman commented t h a t  t h e  E x e c u t i v e  Board c l e a r l y  had b e f o r e  it: 
two p o s s i b l e  c o u r s e s  of  a c t i o n .  The f i r s t  w a s  f o r  t h e  Execut. ive Board t o  
n o t e  t h r  compla in t  by t h e  Managing D i r e c t o r  and ' t o  i n v i t e  t h e  Guyanese 
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a i i t l , c r r c i e s  to d i s c u s s  t h e i r  case a t  a l a t e r  s t age .  Meanwhile, he as 
Managing Direc. tor  would be i n v i t e d  t o  5e i n  touch  w i t h  the a u t h o r i t i e s  t o  
see whether  .it was p o s s i b l e  Eor them t o  improve t he i r  a d j u s t m e n t  p o l i  
and c l a r i f y  t h e  p o s s i b i l i t y  of rhe i r  making t h e  ove rdue  payments. Th  
da t e  fo r  the a u t h o r i t i e s  t o  make r h e i r  case t o  t h e  Executive Board c o u l d  
he  pur  f a i . r l y  f a r  f o r w a r d ,  a s  s u g g e s t e d  by Nr. Wicks. One morth would 
probably be t h e  m i n i r t i l m  time needed. %he second p o s s i b l e  course of a c t i o n  
would be n o t  t3 t a k e  a d e c i s i o n  a t  the  p r e s e n t  m e e t i n g ,  t o  i n v i t e  t h e  
Managing D i r e c t o r  t o  communicate w i t h  t h e  a u t h o r i t i e s ,  and t o  r e t u r n  to 
t h e  t o p i c  a f t e r  the meeting of t h e  Interim Committee. 

Mr. Kafka s u g g e s t e d  t h a t  i E  t h e  E x e c u t i v e  D i r e c t o r s  s e l e c t e d  t h e  
f i r s t  c o u r s e  m e n t i o n e d  by t h e  Chairinan, i t  would be b e t t e r  t o  i n s e r t  a 
d a t e  e i g h t  weeks herice r a t h e r  t h a n  f o u r  weeks. 

The Executive D i r e c t o r s  t h e r e u p o n  approved tole  first proposa l  pu r  
Eorward by t h e  Chairmarl w i t h  t h e  J t i s e r t i o n  o f  the  d a t e  o f  Wednesday, 
J u n e  6 ,  1.9RL as t h e  ti.tne w h e n  t h e  Guyanese a u t h o r i t i e s  c o u l d  make t h e i r  
case b e f o r e  t h e  E x e c u t i v e  Board.  

The d e c i s i o n  was: 

1. The c o m p l a i n t  OF the Managtng D i r e c t o r  d a t e d  A p r i l  4 ,  
1984 on Guyana,  i n  E K S / 8 4 / 4 7 ,  Supplement 2 ,  is noted.  The - 

c o m p l a i n t  s h a l l  be p l a c e d  on t h e  agenda of t h e  E x e c u t i v e  Board 
€or  June 6 ,  L984. 

2. C o n s i d e r a t i o n  of t h e  c o m p l a i n t  i n  accordance w i t h  
R u l e  Ti-1 p a r t i c u l a r l y  a f f e c t s  Guyana. The member shal l .  be 
informed by r a p i d  means of  communication of t h i s  matter and 
O F  i t s  r i g h t  t o  p r e s e n t  its views th rough  an a p p r o p r i a t e l y  
a u t  ho r i z c d  r e p  c es e 11 tat: ive . 

D e c i s i o n  :\lo= 7 6 6 O - ( 8 4 / 5 4 ) ,  a d o p t e d  
' A p r i l  5, 1984 
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DECISIONS TAKEN SINCE PREVIOUS BOARD MEETING 

The f o l l o w i n g  decisions were a d o p t e d  by the E x e c u t i v e  Board w i t h o u t  
meeting i n  the p e r i o d  between EBM/84/53 ( 4 / 4 / 8 4 )  a n d  EBM/84/54 (4 /5 /84 ) .  

3. APPROVAL OF MINUTES -- - 
The minutes of E x e c u t i v e  Board Meetings 83/166 through 

8 3 / S C 9  are approved .  (EBD/84/104, 3 / 2 9 / 8 4 ) ,  

Adopted A p r i l  4 ,  1984 

4 .  EXECUTIVE BOARD TRAVEL 
-___I 

T r a v e l  by E x e c u t i v e  D i r e c t o r s  as se t :  f o r t h  i n  EBAP/84/67 ( 4 / 3 / 8 4 )  i s '  
a p  proved . 

APPROVED: May 2 4 ,  1986 

LEO VAN MOIJTVEN 
S ec re t a r  y 
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ATTACHMENT 

Konorable  Carl  Green idge  
Governor of t h e  I n t e r n a t i o n a l  

Monetary Fund f o r  Guyana 
M i n i s t r y  o f  Economic P l a n n i n g  

and F i n a n c e  
George town Guyana 

I re fer  t o  t he  v a r i o u s  communications of t h e  I n t e r n a t i o n a l  Flonetary 
Fund t o  you c o n c e r n i n g  t h e  nonobservance o f  o b l i g a t i o n s  under  t h e  
Articles of Agreement of t h e  Fund. 

I a t t a c h  f o r  your  i n f o r m a t i o n  t h e  text of my memorandum of A p r i l  4 ,  
1984 t o  t h e  E x e c u t i v e  Board s e t t i n g  Eor th  t h e  o b l i g a t i o n s  under  t h e  
Articles of Agreement of the I n t e r n a t i o n a l  Monetary Fund t h a t  i t  a p p e a r s  
t o  me are  n o t  b e i n g  obse rved  by Guyana. 

The  E x e c u t i v e  Board h a s  d e c i d e d  t o  p l a c e  on its agenda f o r  a mee t ing  
t o  be  h e l d  on J u n e  6 ,  1 9 8 4  t h e  c o m p l a i n t  set f o r t h  in parag raph  2 of 
my memorandum. 

C o n s i d e r a t i o n  o f  t h e  compla in t  i n  paragraph 2 of n y  memorandum 
could r e s u l t  .in the d e c l a r a t i o n  o f  i n e l i g i b i l i t y  of Guyana t o  u s e  t h e  
general. r e s o u r c e s  of t h e  Fund u n d e r  Ar t ic le  X X V I ,  S e c t i o n  2 ( a )  of t h e  
Articles of Agreement, o r  t h e  l i m i t a t i o n  of Guyana 's  use of t h e  g e n e r a l  
r e s o u r c e s  of the Fund a c c o r d i n g  t o  Rule K-2 of t h e  Fund ' s  Ru les  and 
R e g u l a t i o n s .  

The Government of Guyana i s  e n t i t l e d  u n d e r  t h e  A r t i c l e s  and By-Laws 
of t h e  Fund, and  i s  t h e r e f o r e  i n v i t e d ,  t o  p r e s e n t  i t s  v i ews ,  b o t h  o r a l l y  
and i n  w r i t i n g ,  t h r o u g h  a n  a p p r o p r i a t e l y  a u t h o r i z e d  r e p r e s e n t a t i v e  a t  t h e  
meet ing of t h e  E x e c u t i v e  Board r e f e r r e d  to  above ,  and a t  s u c h  s u b s e q u e n t  
meetings as t h e  E x e c u t i v e  Board may h o l d  on t h i s  m a t t e r ,  a t  t h e  Fund's 
h e a d q u a r t e r s  i n  Washington, D.C. I f  you so d e s i r e ,  t h e  E x e c u t i v e  
D i r e c t o r  e l e c t e d  by Guyana may r e p r e s e n t  Guyana a t  any such mee t ings .  

I am p r e p a r e d  t o  make a r r a n g e m e n t s  a t  your  r e q u e s t  f o r  t h e  f u l l  
b r i e f i n g  of your r e p r e s e n t a t i v e  on all r e l e v a n t  m a t t e r s .  

J, d e  L a r o s i Z r e  
Managing- Direc t  o r  
I n t e r  f und 

P l e a s e  repeat to :  

T h e  Eoqorable  
P a t r i c k  E. Matthews, Governor 
Bank o i  Guyana 
George town, Guyana 

A t  t achmen.t 
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A p r i l  4 ,  1984 

To : Members of t h e  E x e c u t i v e  Board 

From: The Managing D i r e c t o r  

S u b j e c t :  Guyana - R e p o r t  and  Compla in t  unde r  Ru le  K-1 - 

1. Repeated  cornmuni.cations have  been a d d r e s s e d  by the I n t e r n a t i o n a l  
Monetary Fund t o  Guyana, and  r e p e a t e d  c o n t a c t s  have t aken  p l a c e  w i t h  t h e  
Guyanese a u t h o r i t i e s  c o n c e r n i n g  t h e  nonobservance  of c e r t a i n .  o b l i g a t i o n s  
under t h e  Ar t ic les  of Agreement I f  t h e  Fund. The communications and 
c o n t a c t s  have not: r e su l . t ed  i n  a r e s u m p t i o n  of t h e  o b s e r v a n c e  of such 
o b1 i g a  t i o n s .  

2. The f o l l o w i n g  c a n p l a i n t  i s  made i n  a c c o r d a n c e  w i t h  Rule K-1 of 
t h e  Fund’s  R u l e s  and R e g u l a t i o n s .  It a p p e a r s  t o  m e  t h a t  Guyana i s  n o t  
f df i l l i n g  o b l i g a t i o n s  unde r  t h e  Art ic les  of Agreement r e l a t i n g  t o  
r e p u r c h a s e s  arid c h a r g e s  i n  t h e  Genera l  Depar tment .  As of March 30, 1984 
t h e s e  o b l i g a t i o n s  were as follows: 

(a)- To r e p u r c h a s e  the e q u i v a l e n t  of SUR 8,492,188, i n c l u d i n g  

(I) r e p u r c h a s e s  e q u i v a l e n t  t o  SDR 3,281,250, due i n  
ins ta l .1ments  of S D R  2 ,187 ,500  on May 31, 1983, and  of SDR 1,093,750 on 

compensatory f . inanc ing  f a c i l i t y  and 
. J u l y  30, 1983 ,  in respect of a p u r c h a s e  made a n  J u l y  31,  1978, under  t h e  

( i i )  r e p u r c h a s e s  e q u i v a l e n t  t o  SDR 2,156,250, due  i n  
equal i n s t a l l m e n t s  of SDR 1,078,125 on June  27 and December 2 7 ,  1983, 
i n  r e s p e c t  of a purchase  made on J u n e  28, 1978, u n d e r  t h e  e x t e n d e d  
Fund f a c i l i t y ,  supp lemen ta ry  f i n a n c i n g  f a c i l i t y ,  and 

( i i i )  r e p u r c h a s e s  e q u i v a l e n t  t o  SDR 2,343,750, due 
i n  e q u a l  i n s t a l l m e n t s  of SDR 781,250 each  on J u l y  16, Octobe r  1 6 ,  1983, 
and J a n u a r y  1 6 ,  1984, i n  r e s p e c t  of a p u r c h a s e  made on J a n u a r y  17, 1980 
under  t h e  compensa tory  f i n a n c i n g  f a c i l i t y ,  and  

( i v )  a r e p u r c h a s e  e q u i v a l e n t  t o  SDR 710,938, due on  
Februa ry  3 ,  1984 i n  r e s p e c t  of a p u r c h a s e  on August 6 ,  1980, under  t h e  
e x t e n d e d  Fund  f a c i l i t y ,  s u p p l e m e n t a r y  f i n a n c i n g  f a c i l i t y ;  and 

( b )  To pay c h a r g e s  of SDR 5,499,206,  of which  SDR 1 , 5 0 5 , 2 9 5  
was due on J u l y  1 3 ,  L983, SDR 756,907 was due  on  August 4, 1983, 
SDR 744,084 was due on November 8, 1983, SDR 1,761,460 was due  on 
Janua ry  1 2 ,  1984, and  SDR 732,360 was due on  F e b r u a r y  7 ,  1984, u n d e r  
Art ic le  V, S e c t i o n  8(b). 




