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1. SQUTH AFRICA - 1984 ARTICLE IV CONSULTATION

The Executive Directors continued from the previous meeting
(EBM/B4/87, 6/6/84) their consideration of the staff report for the 198%
Artitle TV consultation with South Africa (EBS/84/95, 4/30/84; and Sup. 1,
6/1/84): They also had before them a report on recent economic develop-
ments in South Africa (SM/Sa/112, 5/21/84).

Mr. As: Peacey, Principal Resident Representative for South Africay
was also present.

Mr. Peacey said that his authorities shared the staff's councern about
the strong consumer demand that was jeopardizing both the fight against
inflation and--hecause of the open nature of the esconomy-~the current
account of the balance of payments.,

Many Executive Directors apparently were interested in Seouth Afriea‘s:
structural problems, Mr. Peacey continued, and most of his comments would
therefors be related to the questions on rigidities in the labor market.

It should be recognized that South Africa’s economy had both a developed
and legss developed component, and that the structural imbalarces and the
disparities among population groups were the result of that dichotomy.
His authorities shared Executive Directors' concern about the disparities
and had asked experts in many fields to suggest ways of reducing them.

The increasing rate of urbanization was a major developmental problem
that, incidentally, inveolved a degree of geographic mobility not generally
recognized outside South Africa, Mr. Peacey said. The South African rate
of urbanization, perhaps the highest in ‘the world, had made it difficult
to provide for an acceptable standard of living in both the urban and the
rural sectors. In the long run, that situaticn could be improved only - if
per cdpita productivity and income increases were sufficient to support
the cost of providing the needed additions to the urban infrastructure.

A balanced effort to improve the general standard of living was
obvicusly needed, and, in that connection, education and training would
have to play an important role, Mr. Peacey remarked. A recent survey:of
the business sector by the National Manpower Commission had revealed that
fully trained people from other countries.would be by far the largest:
source of new employees in the private sector, in coming years, while .
partially trained persons would be the second largest source of recruilt-
ment. The pool of untrained and unempisycd persons would not be the mnst
significant source. The survey results suggested that lncreased mobility
of labor per se was not the solution to the structural problems facing
the economy.

It was important rto fake a realistic approach to solving the difficult
and complex problems facing South Africa's economy, Mr. Peacey commented.
In education for its developing peoples, for instance, South Africa, like
other devel~ping countries, had a relatively young and inexperienced core
of teachers: thelir average age was less than 30. Moreover, the quality of
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aducacion could not be increased merely by providimg proficieat teachers;
the management structure would have to be improved. The Ministry of
Bducation and Training had had to prepare a number of persons to fill its
senlor management positions, and had concluded that senlor black teaching
personnel had accumulated sufficlent experience to take on such jobs. 1In
considering persons to fi’l top positiouns, the Ministry took irto accdount
not only academic qualifications, but also managerial experience, and it
was 1lmplementing a plan to give senior black teachers the experience
needed to qualify. Under past government policy, persoms from a partic-—
ular population group had been given priority.in filling public sector
positlong designed specifically to serve the needs of their group. There
was now a sufficlent number of qualified black teachers for the Ministry
to begin to consider appointing black persons to positions that no members
of the black community had held .in-the past. Accordingly, qualified black
persons would be encouraged to compete with others for promotions in the
educational field. The 1ncreasing .pportunities f..r black persons in the
educdtional area were typical of recent developments in total public
sector employment. In passing, he noted that 40 percent of the approved
public service personnel establishment, other than security personnel, had
been allocated to the education of the less developed population groups.

Several Ekecutive Directors have mentioned, and the staff had accu-
rately noted in its report, that statutory restrictions on the geographic
mobility of labor had essentially been retained in new draft legislation
introduced in Parliament in early 1984, Mr. Peacey commented. Al though
that draft legislation had been tabled in Parliament, further considera-
tion had been postponed: .In that connedtion, the Minister concerned-had
stated that "the Government and myself are determined to reach a meaning-—
ful solution to thils delieate problem through discussions.with the public
and private sectors, including the black leaders, and, with thelr
cooperation, to realize the laid-down objectives of. the Government, namely,
the improvement of living standards of-. the black people also outs1de the
national .states.” S -

The problems of education and urbanization that he had descétibed had
important - financial 1mplicatloms, Mr. Peacey noted. In fact, a most
important structural task facing -South Africa was the need to improve . the
fiscal apparatus, which would have to ‘be the basis on which the develop-
mental problems were solved. In the fiscal area, the Government was
formulating a balanced system of priorities and not merely a list of
approprlate priorities.

AdJustment was actually a way oE life in South Africa, Mr. Peacey
concluded, .and the considerable adjustment effected in recent years had
not been widely recognized outside the country. His authorities looked
forward to a further frultful exchange of ideas with the Fund on the dif-
ficult and complex matters of developmen. finance and fiscal procedures,
which-affected all levels of activity and regions of the country.
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The Chairman made the following s mming up:

In their discussion of the 1984 Article IV consultation with
South Africe, a number of Directors stressed the volatility of the
aconomy's external position, the serious long-term structural
problems, and the difficulties that economic policymakers have
had in dampening domestic repercussions of swings in the terms of
trade.

The racent economic performance was gualified as mixed, even
though, owing to gold price developments and to the containment of
imports, the objectives of the stabilization program with respect
to the external current account and the overall payments position
had been substantially met.

Directors generally shared the view that financial policies
and conditions had been allowed to ease prematurely during 1983.
In particular, they regretted that fiscal policy in the financial
year 1983/84 had deviated markedly from the intentions that the
guthorities had expressed in the context of the stand-by arrange-—
ment. It was recognized that factors beyond the authorities'
control,. including the drought, had been responsible in part for
the deterioration in public finances. However, the sicuation had
been made worse by policy decisions, such as the sharp increase
in public sector pay, and by the inadequate control over public
spending. Directors were much concerned about these developments,
which had stimulated an unsustainable consumption-led upswing id
domestic demand and had contributed to the renewed weakness of the
externil current account position, the downward pressure on the
rand, as well as the rekindling of inflationary pressure, which
was seen to be particularly worrisome.

Directors noted the authorities' willingness to allow
interest rates to be determined flexibly in the market, which had
been instrumental in ensuring the financing of the large budget
deficit by nommonetary means. L Nevertheless, some Directors mnoted
with concern ttat credit to. the private sector was still risiag
too rapidly and believed that monetary policy had not yet been
tightened sufficiently to contain cost and price inflation.
Moreover, speakers agreed that monetary policy was at present
carrylng an unduly heavy burden in the stabilization effort. This
was reflected in the very high level of interest rates, in both
nominal and real terms, which was undermining the prospects for a-
recovery of investmeut and for a sustadinable upturn in economic
actlvity. The point was also stressed that interest rate policy
in South Africa made it necessary for other countries in the rand
area to maintain very high rates in order to avoid capital outflows..

The measures that the authorities had taken in recent months
to strengthen the fiscal position, including the recent decision
to raise the general sales tax, were viewed as steps in the right
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direction that were likely to lead gradually to an improvement in
the policy mix. Nevertheless, the authorities were encouraged to
seek a further reduction in the budget deficit and in the borrow—
ing requirement of the wider public sector. Directors stressed 1n
particular that 1t was still critically important to contain the
growth of aggregate public expenditure, and at the same time to
reorder expenditure prierities in favor of outlays for the develop~
ment of the country's manpower resources and for economic and
soclal infrastructure. The authorities were encouraged to correct
deficienciles in the tax system and to broaden the tax base.

Directors observed that exchange rate policy continued to be
conducted in a flexible manner. This was viewed as appropriate,
bearing in mind the frequent unpredictable changes in the external
environment, the need to maintain monetary control, and the need
to avoid substantial recourse to foreign borrowing. In the latter
context, Directors stressed the unfavorable maturity structure of
the external debt and the need to lengthen its term structure.

Directors expressed serious concern about the continuing
rapid escalation of labor costs, which was eroding profitability
and the competitive position of the traded goods sector. They
believed that labor market policies and import controls were, to a
large extent, responsible for the perpetuation of strong cost-push
pressures. In addition, in the recent past, the pay policy in the
public sector was seen as having exacerbated these pressures. The
authorities were, therefore, urged to tighten pay policy for
government employees.

Directors stressed that they were concerned about the rigid-
ities ‘prevailing in the labor markets. They expressed regret that
regulations constraining geographical labor mobility had not been
removed or alleviated.

. Directors expressed concern regarding the adequacy of the
steps *uken by the authorities in education. They urged the
authorities to pursue vigorously the needed upgrading of the aduca-
tional and skill qualifications of the various population groups.
Directors expressed doubts, given present trends in policy,
regarding the attainability of the objective of educational .parity
by the turn of the century. The authnorities were urged. to remove
labor supply rigidities, so as to let the country take full advan-
rage of its human resources. They added that the inadequacies in
labor market policies exacerbated the wage pressures and the
shortage of skilled labor which were in turn constraining growth
and compounding the unemployment problem among the lower—income
groups. Directors requested the staff to pursue aand deepen the
analysis of labor market policies in future consultations with
South Africa.
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Directors noted the recent shift away from quantitative
controls in faver of tariff protectiomn, but they believed that
a more significant lowering of protective barriers and a move
away from the policy of import substitution would increase the
economy's flexibility, dampen inflation, reduce rigidities, and
promote greater specialization in production and more eff1c1ent
allocation of economic resources.

It is expected that the next Article IV consultation with
South Africa will be held on the standard l2-month cycle.

2. GUYANA -~ COMPLAINT UNDER RULE K-1

The Executive Directors considered, in accordance with Decision
No. 7660-(84/54), adopted at EBM/84/54 (4/5/84), the Managing Director's
complaint with respect to Guyana's overdue financial obligations to the
Fund (EBS/84/47, 3/9/84; Sup. 1, 4/2/B4; and Sup. 2, 4/4/8B4). They had
before them a letter from the Managing Director to the President of
Guyana, and the reply of the President (EBS/84/127, 6/4/84).

Mr. C. Greenidge, Minister of Finance of Guyana, Mr. P. E. Matthews,
Governor of the Central Bank of Guyana, and Mr. C. Grant, Ambassador of
Guvana in Washington, D.C., were also present. ‘

The Chalrman made the following statement:

L would like to inform Executive Directors .of the latest
developments regarding the overdue finmancial obligations »f
Guyana. :

At present, Guyvana's overdue obligations amount to o
SDR 16,042,411 in the General Department. This compares with anm.
amount of SDR 13,991,394 shown in EBS/84/47, Supplement 1, when
I reported to the Executive Board on April 2, 1984, and reflects
newly overdue repurchases and quarterly charges as well as pay-
ments made by Guyana .on May 18, 1984 (see EBS/84/115, 5/24/84).

As agreed at the Executive Board meetlng on April 5, 1984,
T sent.a letter to the Honorable L. F. S. Burnham, President of
Guyana. My letter and the reply from President Burnham have
been ciruclated for the information of Directors (EBS/84/127).

The 1984 Article IV consultations in Guyana, conducted in. .
May, were held 1n a cordial atmosphere, and focused on discus-
sions of the overdue obligations and of the major economic
policy areas. The misslon explained to the Guyanese authorities
that no discussions of a program supported by Fund financial
sssistance could be held as long as Guyara's overdue obligations .
to the Fund remained outstanding. The authorities with whom the
mission met indlcated that they were in broad concurrence with
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the mlgssion's assessment and that steps in the major areas
discussed were under consideration; the mission was unable, how-
ever, to conclude that a policy package of the necessary strength
and direction was 1n prospect. The authorities indicated that
the present and prospective availability of foreign exchange did
not permit them to effect payment. of the overdue amounts, but
expreéssed the hope that a way could nonetheless be found that
would enable Guyana to have a program supported by the Fund.

They indicated that they would try to keep arrears with the Fund
from mounting, but they could as yet perceive nc clear set of
policies compatible with the econoumic and political realities
open to them,

The Fund seems to have three options: 1t may declare the
member ineligible to use the general resources of the Fund; it
may decide that the member may not make use of the general
regources of the Fund until such time as it is fulfilling its
obligations under the Articles of Agrecment reélating to purchases
and the payment of charges in the General Department; or it may
refrain from taking formal -action under the relevant provisions.
In the circumstances of this member, however, I would not con-~
sider this last possibility to be a true option. 1 therefore
recommend that the Board reach a.decision promptly based on the
remaining two options. An appropriate decision will be circu-
lated to Executive Directors in the light of the Board discussion.

Mr. Greenidge stated that the Guyanese authorities felt obliged to
make every effort to maintain Guyana's overall financial integrity and
remain a member in good standing of the Fund., However, they had been
unable to reschedule foreign debt and faced the possibility of being
declaréd in default. A Fund-supported program could help Guyana to
restore the creditworthiness that was assential to the rehabilitation of
its key industries.

While there might be some room for debate on the weight to be given
to the warious causes of the present difficulties, their magnitude was
beyond dispute, Mr. Greenidge commented. In 1981-83, both discretionary
and involuntary adjustments had caused Guyena's total imports to fall by
40 perceunt, the equivalent of $178 million. Current estimates suggested
that, of the total 1984 import bill of approximately $3C0 million, only
3250 million could be covered by Guyana's own resources. At firet glance,
Guyana's debt to the Fund of $60 million appeared relatively small, but
gilven the falil in imports and the overall balance of payments crisis, it
was clearly significant.

1t was important to understand, Mr. Greenidge remarked, that only
% percent of total imports consisted of consumer goods, and most of those
were milk, vegetables, drugs, and soap. The present inadequacies of such
imports had contributed to the rise of the parallel economy, and had been
a factor in the growing disincentive to work. Eighty percent of imports




-~ 9 - ERM/B4 /88 ~ 6/6/84

consisted of inputs for the bauxite and sugar industries, such as fuel
and fertilizer, but they were insufficient to support the present output
of those industries much longer.

The .authorities would certainly be pleased to be in a position to
undértake a Fund-supported adjustment program, Mr. Greanidge said. In
the circumstances, howsver, such a program could not be implemented, even
though there was no significant difference in opinion between the staff
and the authorities on the policies that should be. adopted. 1In 1983, the
Guyznese Government and the stzff of the Inter-American Development Bank
had agreed on the measures needed to rehabilitate the agricultural sector
in general, and the rice industry in particular. Ongoing discussions were
being held on measures needed to solve some problems concerning management
and oWwnership in the bauxite industry, but agreement had been weached on
the measures needed to achieve the basic rehabilitation of the industry.

Those who criticized Guyana's adjustment performance had apparently
failed to note the series of measures ' nder the 1984 budget concerning
domestic pricing, the exchange rate, and wages, Mr. Greenidge said. -With
the exception of the exchange rate, the scope and direction of those
measures were fairly close to the Fund staff's recommendations made in
November 1983; some of them, for instance, were intended to reduce the
Government's need for bank financing.

The Fund staff recognized that Guyana could not hope to completé the
ad justment process with its own resources alone, Mr. Greenidge went on-.
Guyana was willing to lmplement stringent measures, but they could be
effective only if adequaté resources were available to support an lncrease
in the uge of productive capacity and human resources. -If the adjustment
measures were to be economically advantageous, they would have to be -
supported by a fundamental restructuring of the use of resources availdble
to Guyana, and they would have to be politically sustainable.

During the first quarter of 1984, Mr. Greenidge continued, there had -
seen some Improvewent in the performance of the sugar and bauxicts indus-—
tries.. The planned restructuring of the public sector was alsc intended
to contribute to improvement's on the supply side. When the iMproveménts
became evident, the balance of payments deficit would probably be reduced,
and a successful and internally consistent program supported by the Fund
and othar international agencies might be possible.

During'the latest Article IV concultation, Mr. Greenidge recalled,
the Guyanese authorities had indicated that they intended to at least hold
Guyana's debt to the Fund at the present level. To that end, additional
cacrifices——including further curtallment c¢{ consumer imports—-would have
to be made, and the attempt to reschedule debt would have to be renewed.

Although the Fund was not permitted to negotiate a program with-Guyana
while the country's arrears to the Fund were outstanding, Mr. Greenidge
remarked, he hoped that the Fund would provide technical assistance to-
facilitate the formulation and implementation cf pclicies designed teo
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restove equilibrium to the economy. Guyana was not attempting to avoid

its responsibilities as a debtor, but it wished to ensure that the arrange-
ments for eliminating its arrears would not jeopardize its abilley either
to wmake future payments or to maintain social stability.

. Mr. Kafka said that, while the Fund was obviously required to protect
the temporary character of the use of its resources, there were different
ways 'in which that could be accomplished. It wac best to do so in a
fashion that showed the Board's comprehenslon of, and. disposition to ‘
reciprocate, Guyana's own action. - The Board should communicate its expec-
tation to the authorities that they .would expeditiously present a program
enabling the country to improve its situation and repay the Furd in a
reacoundble period. The Fund should be prepared to provide technical
agsistance, if necessary, in formulating such a program, and should stand
ready to give its support to initiatives that Guyana might then undertake
to arrange for financing to repay the Fund.

Mr. Polak commented that the Executive Board's decision to take the
unusudal actions provided for under Rule ¥X-1 had clearly been correct. The
Chairman's letter to the President of Guyana reflected the strong feelings
of the Executive Board about the country's inabillity to make its scheduled
repayments to the Fund; the President’s reply showed that he was fully.
aware of the Fund's position, and that he was anxlous to restore what he
called "the stance of integrity in financial dealiungs,” to which he
correctly attached great importance. The recent payment to the Fund by
Guyana was further evidence of the country’s wish to restore its position
in the Fund. He hoped that the present discussion would make it clear to
the authorities, first, that the Fund could not and would not tolerate
delays in payments, which it saw.as 2 negatlon of the relationship of
trust between the Fund and a member country, and, second, that the Fund
continued to wish to assist Guyana in formulating a program of action that
would solve the present financial and economic difficulties and place the
economy on the path to recovery and prosperity. '

Among the options available to the Fund that the Chairman had .
mentioned in his opening statement, Mr. Polak said, he favored the second
one, under which the Executive Beard would decide that Guyana could not
use the general resources of the Fund until such time as it was fulfilling
its obligations under the Articles relating to purchases and the payment
of charges in the General Department. At the same time, the authorities
should be strongly encouraged to make every effort to design and adopt a
set of measures to revive the economy and to restore the health of the
country's finances. Given the present state of the ecounomy, Guyana
obviocusly could not immediately eliminate its arrears to the Fund. It was
widely recognized that the unfavorable conditions in the world economy had
been an important factor in the deterioration in the economic situation in
Guyana, but mistaken economic policies had also played a large role and
would have to be changed. The President's statement indicating the
country's readiness to proceed to achieve "internal restructuring” was
encouraging, and, while the authorities made that effort, the services of
the Fund staff should be at thelr disposal. In present circumstances,
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although the Fund could not negotiate a program of financial assistance
for Guyana, it should stand ready to provide any technlical assistance that
could help to turn Guyana's economy around. Drastic policy action was the
only means that Guyana had to restore its creditworthiness and pave the
way for Fund financial assistance.

Mr. Laske noted that Guyana's overdue payments to the Fund had
increased since the previous discussion on the matter, in April 1984, and
that -additional repurchase charges and interest payments would be due in
coming years. The letter from the President of Guyana and the opening
statement by Mr. Greenidge had clearly described the problems facing the
econpmy, but it was not clear to him that the authorities fully understood
how to solve them.

Given the amount and duration of the arrears to the Fund, and the
authorities' wish to solve the problems facing the economy, the first of
the three optiouns mentioned by the Chalirman—--limiting Guyana's access- to
the general resources of the Fund--might be the appropriate approach,

Mr, Laske considered. That limitation should be removed as soon as Guyvana
had made all the required payments to the Fund.

Negotiations on a stand-by or other arrangement with the Fund should
not be conducted while the arrears remained, Mr. Laske commented, but the
authorities urgently needed advice in formulating policies, and he strongly
supported theilr request for technical assistance. The assistance could
enable the authorities to formulate and implement a stabilization program
that would place Guyapa in a position to repay the Fund by convincing its
other creditors of its determination to achieve meaningful and rapid
ad jus tment.

" Mr. Joyce commented that Guyana obviously faced serious economic prob-
lems. - The Guyanese people had already made large sacrifices, but solving
the problems, with or without Fund assistance, would require further
sacrifices 1n coming years. The letter from the President and the opening
statement by the Minlster of Finance showed that the authorities clearly
recognized the gravity of the situation and the need to introduce addi-
tional important adjustment measures. There was a clear understanding by
both the Fund and the authorities of the nature of the problems and of the
need for further action, and the main question at the present stage was
what steps the Fund should take in responding to Guyana's overdus payments.

The main point, Mr. Joyce continued, was that arrears to the Fund
could not be tolerated, as they reduced the resources available for other
member countries facing balance of payments problems. To ensure that the
Fund's resources were available for all member countries, repurchases had
to be made on time.

He fully understood the reasons why Guyana was unable to repay the
Fund, bhut the Fund should not provide financial assistance to a country
that had outstanding arrears to the institution, Mr. Joyce said.
Apparently the Guyanese authorities themselves felt that that approach
was appropriate.
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It would not be appropriate for the Fund either to note that Guyana's
situarlon was serious and then refrain from taking any further action, or
o declare Guyana ineligible to use the general resources of the rund,

r. Joyce went on. It was important to recognize that Guyana was com-
mlitted to making the reguired repayments as soon as possible, and that it
wished to continue to have a close and useful relationship with the Fund.
Hence, the most appropriate response would be to decide that Guyana should
nct use the general resources of the Fund until it was fulfilling its
obligaticns under the Articles relating to repurchases and the payment of
charges. But it was one thiung to agree that the Fund could not extend
additional financial resources as long as arrears existed, and another to
say that the Fund had no role to play in assisting the Guyanese authori-
ties. The Fund should therefore not abandon Cuyana but should respond
positively tu the authorities' request for techuical assistance in for-
mulating adjiustment measures that would place them in a position either
to repay the Fund directly, or to galn access to additional financial
resources that would permit the country to meet its obligations.

f »

The Executive Board should also agree, Mr. Joyce considered, to
reviaw rhe situation, sav, in six mounths. Thus, Executive Directors could
examine the latest developments and consider ways in whica the Tund couwd

asgist the country.

Mr. Tvedt said that he fully recognized the serious imbalances in
the economy, and hoped that the authorities would soon be in a position
to implement a program to correct them. The Fund chould provide technical
assistance in the formulation and implementation of such a program.
Finally, he agreed with Mr. Joyce that the Executive Board should decide
that Guyana should unot make use of the general resources of the Fund
uyntil it was fulfilling Its obligations under the Articles relating to
repurchases and the payment of charges, and that the decision should be
raviewed in the near future.

Mr. Clark counsidered that overdue financial obligations to the Fund
were a serious matter. The essence of the Fund's cooperative character
was that members provided resources, through either quotas or lending, for
the benefit of members generally. Failure to make repurchases or to pay
charges on schedule undernined the Fund's cooperative character and was
unfair to the majority of member countries that made repayments on time,
often in difficult circumstances.

Guyana's arrears to the Fund had reached SDR 16 million, approx-
imately half of which had been outstanding for more than six months,
Mr. Clark cbserved. Moreover, in net terms, tne arrears had increased
since the Executive Directors had previously considered the matter at
EBM/R4/54 (4/5/84). Om that occasion, the Executive Board had agreed to
allow two months to pass before considering the Chairman's complaint
under Rule K-1 and had asked the Chairman to communicate with the highest
authority in Guyana. That had been done, but the outcome had been incon-
clusive, and he fully apreed with the Chairman that, in the circumstances,
it would be inappropriate for the Executive Board to refrain from taking

formal action under Rule K~1.
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He had noted the arguments for a formal declaration of ineligibility, .’
but -he Tecognized the extreme economic difficulties of Guyana and could
therefore stop short of such a declaration for the present, Mr. Clark
sajd. [ ‘He could support a decision that Guyana should not use the general .
reoources of the Fund until it was fulfilling its obligations under the
th cles relating to repurchases and the payment of charges. '

Duting the discussion of the 1983 Article IV consultation with _
uuyaﬂa Mr. Clark recalled. he had mentioned the clear need for decisive’ _
gad radical policy measures. Since then, that need had become even more

pressing. Irrespective of Guyana's pisition in relation to the Fund, .the »f

authorities could act to bring the fiscal position under control and'- the -
paraliel economy back within the furmal economy. The need to establish a
more appropriate patteru of domestic prices should be stressed, and, in
that context; an exchange rate adjustment could play a particularly impor-
rant role. If such measures were taken, it might be possible to look: at
rrospects for the economy in a rather more positive light, He supported
Guyana's request for technical assistance. S

¥r. Delgadillo considered that it was  important .to underscore the .
severity of the prolilems facing the econsmy and the &éfforts: that the.
authorities were making to resolve the ilsgue of overdue payments to the
Fund: In the circumstances, he.was. pleased to note from the Chairman's"
opening statement that the 1984 Article IV consultation with the auth011—
ties had ‘been held in a cordial atmosphere. -

".0f the threz options proposed - by.the Chairman,; Mr. Delgadillo com~
mented, he ‘preferred to have the Executive Board decide that Guyama should
not .make use .of the general resnurces of the Fund until it was fulfillimg
its obligations under the Articles.relating to repurchases and the payment -
of- charges.. . The authorities should be encouragzd to adopt an economic
progranm almed at eliminating the imbalances in the economy. At the same
tige, theé Fund should provide technical assigtance in the préparation of -
a meaningful program that weculd help Guyana to become. current in its .. -
financial obligations to the Fund..

“Mr. Zhang remarked that the economic prollems.facing Guyana during -
the previous five years had been compounded by the unfavorable interna=
tionmal enviromment. Unlike some other developing countries with large ‘
external debt burdens, Guyana had not been given relief in the form of new
inflows. of foreign capital. The.Government had shown 1ts willingness to
cooperate with the Fund in eliminating its overdue payments to the ingti-
tution, ‘but it was clear that the payments could not be made fully and.
quickly.. . in. the circumstances, there was no need for the Fund to declare
Guyana lneligible to use its general resources. Iostead, the Fund should
decide that Guyana should not use the general resources of the. Fund until
it war fulfilling its obligations under the Articles with respect tc
repurchases .and the paymenz of charges. At the same time, the Government
should be encouraged to formulate a program of action, and its request
for technical assistance.in that effort should be approved.
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Mr. Gomel commented that overdue obligations were a serious marier .
that posad di ficult problems for the .entive membership. The Fund had-to‘
malntdain a proper balance between the need to uphold the pr1nc1p1c B
governing . the use of 1ts resources, and the need for a flexible.a: tirude' L
toward a member country, particularly one faclng exceptionally difficalt .

problems. The receunt reaffirmation.by the Executive Board of the.praLtlce}j*' 

whereby the Fund did not engage in discussions on the use of its resociirces
with 2 membet country that had overdue payments to the institution was | .-

correct. WNevertheless, the Fund was obliged to assist nmember éoantficv""' -

in their attempts to reduce their payments imbalances and to geéunerate. th '
foreign exchange proceeds necessary to make overdue. payments.

wTha,and should consult-furﬁherfWith’the-Guyanesé authbrities-onvﬁhé
appropriate domestic adjustment measures for the coming'pericd Mr.. Gomel
considered.  However, demestic adivstment alone would not solve the prob-
lem of the payments arrears; 1t would have to be accompanied by foreign .
concessional assistance. Access-tosuch-assistance was .conditional upon””;'
the authorities' reaching understandings with the Fund on a new programs
They 'should be encouraged to take corractive actions’*har‘wduld”giVL
potential lenders and donors confidenceé that Guyana's .policles were omn -
the right.track. It would therefore be crucidl for the staff to ‘make -
cleat and concrete recommendations’ conuerning a feasible package -of
measures. . Tinally, he accepted the Chairman's proposal to adopt a. dec1~7
slon qtating that Guyana should not make-ise - oi the general reb urces- of
the Fund until the overdue payments had been made. - S

My, Schneider said .that he aporéciated that*the‘ecbﬁdﬁic-situatidﬁ
in Guyana was extremely difficult, and that the authnrlttes wished to:
restore a normal relationship with the Fund as soon.as possiblpi' Overdue

pavments were a serious mattor, auad’ deso1te the' recent paymesits by Cuyana.;'

the remaining outstanding ove:idue - avments wete still sizable in: xelation -
to the country's quota. It . was therefore necessary for the Executive - -
Board .to take steps at the present meeting to protect ‘the Fund's credit -
standing and the revolving.character of its resources. It was particu~.:”

“larly dmportant to deal with the preblem:of Giyana's overdue: paymrents. in-

rhe light of recent reports that sther member countries mlght be on thev_-.ﬁ
point of 1ncucr1ng overdue: obligations to the Fund». - '

' HP agrped with the. Chalrmaq, Mr. SLhnEldel went on; that for the

und .te-refrain at the present qtﬁ?e from taking formal action-under the
relevant provisions might send the wrong signal and have undesirable .-
effects. Thebest approach seemed.to be for the Board to .accept the - - .
second option.that the Chalrman had proposed, rhat Guyana Ghould‘not”makei
use .of the general resources of the Fund until it wds current om its
payménts: to the institution. However; he agreed with Mr. Joyce thdt the
decision’ ohould be reviewed in due course.

.Thé}pfovision under whlch 4 Fund qupported program c0uld nof be'f=” .
negotiated with a member country with payments arrears: to .the-Fund shnuld_gﬁ
be applied in a flexible wanmer, Mr. Schneider continued. Accordingly, . .
the dialogue between the Fund and Guyana should not be brought to a halt: -
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Indeed, the Fund should provide technical assistance on the formulation
of a possgsible stabilization program. In so doing, the Fund would avoid
giving the impression that Guyana had become isolated from the Fund.

Mr. Suraisry said that, as his chair had stated during the previous
discussion at:EBM/84/54, overdue obligations undermined the Fund's
credibility and effectiveness. The Fund should take appropriate steps
whenever necessary to protect its resources. At the same time, it should
be flexible. and deal with each case on its merits. : :

He agrecd with the Chairman Lhat it would be 1nappropr1ate ‘to refrdin
from taking formal action with respect to Guyama at the present meeting,
Mr. Suraisry continued. Given the important principles involved and the
long period in which the arrears had been outstanding, he was prepared to
accept the Chairman's proposal to declare Guyana ineligible to use the.
general ‘resources of the Fund. However, he could go along with the second
option proposed by the Chairman--riamely, to decide that Guyana should mot
use the-general resources of*the_Fund%until it was current in its obliga-
tions to the institution-—-provided that that decision would .apply to a -
specified period at the conclusion of which the Executive Board might
wish to review Guyana's situation to. determine what: progress it had made
in repaying the Fund. The period could be limited to three, or even six,
months. If after that time the member had made no further payments to
the Fund, the Executive Board could consider taking additional steps to
protect the Fund's resources. 'Finally, he supported-Guyana's request for
technical asgistance. The countty should.not be denled such aSSlStdnCe,
partlcularly at the present stages

;erVHirao recalled that, durihg the previocus discussion on: Guyan..
Execttive Directors had stressed that’ overdue payments to the Fund were-a
serious -matter. As agreed, management. had since taken a numbetr of steps,
and he was encouraged to note,that-GUyaﬁarhad made some payments to the
Fund, despite its difficult problems.: Nevertheless, Guyana still had
overdue-oblisrtions to the Fund; almost all other member countries in
similar difficulties had made strenuous. efforts to keep thelr payments ..
to the- Fund currecnt, in keeping with the revolving nature of the Fund's
resources.  In the circumstances, .the Fund had no alternatlve but to
follow:the rules designed to- protect its integrity and the interests of
its member - -countries. He could accept the Chairman’s proposal to adopt a
decision stating that Guyana should not use the general resocvurces of the
Fund until 9t was current in its obligations to the institution.

He ‘was éncouraged by the authorities' determination to make every
effort to restore order to the economy, Mr. Hirac concluded. Guvauna
urgently.needed technical assistance, and the Fund should certainly
provide. it. -

‘Mt Jaafar stated that his position was the same :.s that of :
Mr. Polak. A decision declaring Guyana ineligible to use the general
resources of the Fund would be counterproductive. The Executive Board:
should choose a more construc.®ve solution, and the Fund should provide =
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e«hnicaL ‘agslstance to the authorities in their ad justment efforts. A
decislon should be adopted limiting Guyana's access to the Fund's
resources as long as it meintained overdue obligations to the Fund, and
the deCLSLOH should be reviewed within a reasonable period. '

MSv Buoh considered that overdue payments were dltPLtly contLary £o
revolving character of the Fund's resources and undermined the cred-

bilicy of the Fund that was critical to. .its -public image .and to its role.
vis=3~vis other lenders. - Overdue obligations. detracted from the liquidity
and ‘financial soundness of the Fund and caused uneven. treatment of members-
The : Bund could not tolerate sucb stralns. : :

' The Managinv Dircctor had iSSued a formal complalnt regardlno  f :
Guyana's éverdue payments to the-Fund, Ms. Bush noted, and the approﬁfi&te
response. by Guyana would have been.to_repay fully all its obligations to.
the institution. The President of .Guyana and the .Minister of Finance:had
described -the difficulties in making . the: necessary payments.while stress—

img.their>recognition of their. responsibilities to-the Fund. Nevertheless,

the arfears remained, and, in view. of the repeated calls: for repayment,
even prior to- the Managing Director's complaint, a decision by the
Executive Bodrd declaring -Guyana -dneligible to use the general resourceb
of the Fund was prouably the most, approprlate solution.

, However Me. Bush want O, she rould accept the’ propOsal to ddopt a
dacision that Guvana could not use. the. general resources of the Fund until
1t was current in its obligationg;. provided that seéveral uinderstandings
were also reached. First, it should be.clear that the Executive Board.
expected the remaining overdue pdyments to be fully paid forthwith.
Second; -ifthe remalning arrears were-not eliminated, the problem should
be examined-dgain in the .near future.. - Accordingly, she felt strongly that
the 'decision-adopted at the present- meeting - stiould. be reviewed no longer
than three wmonths from the date of the.present -meeting.. It should alsé be
clearly iinderstood that the staff and the authorities would nct discuss
‘Guyana's use of Fund resources as-long-as-the country had ovérdue. payments
to the: Fund. - The authorities.should:be urged to use amny payments. that
they minht receive under the. supplementary financing facility subsdidy .
account to reduce immediately their.overdue obligations to the Fund, dnd
to-take,immediate and appropriate steps .to make the. adgustments ‘that
would. enable them to meet theilr- financial-obligations in a timely manner:
Guyana’s request for technical assistance was acceptable, but it should
regard rhe. assistance as an additional incentive to repay fully theilr .
overdue obligations forthwith.

"Mr. de Maulde stated that, for the reasons mentiomed by previous
peakers, he .could go along with the Chairman's proposal to .adopt a »
Q”CiaiOﬂ under which Guyana would not make use of the general resources
of the Fund until it was current in 1ts obligations to the institution.
The decision: should be reviewed within six months, .and the bund should
contznue to prodee Guyana with techuilcal assistance. :
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Mr. Mtei said that the Government had clearly shown its determina-~
tion. ‘to henor the country's obligations to the Fund. Guyana obviously
faced a number of difflrult problems, some of which were due to factors
beyond the~authorities’ control. The Executive Board wmight decide that
Guyana-should not use the general resources of the Fund until it was ‘
cufrent in.its obligations. to the institution.. It should also agree-that -
the' Fund woiild provide all possible technical assistance to Guyana in. ..
comitig moriths, so that the authorities .could formulate a program that
woula enablﬂ them to repay. thel* credltors. R :

Mr. Tsﬁishimbi stated that4his-chairrcontinued”to believe that -the
Fund must ensure the prompt repayment .of its resources. However, in the -
light of the difficult problems facing Guyana, as highlighted by the~ :
opening.statement of the Minister. of Finance, it seemed safe to:go along
with -the proposal to adopt a decision under which-Guyana .would not use:
the .géneral resources of the Fund wntil it was current in its -obligations-
to the Fund. Guyana's request for technical assistance was acceptable.

~Mr: Morrell said that.he wished to associite himself with Mr. Joyce's

comments.. He understood thdt Guyana.had been unable to make. the sched-
uled payhents to the Fund:because of -the-serious economic problems that

it faced, but many other countries-in the same situation had made every
effort to keep thelr payfients current. . Guyana's inability to meet its
financial obligations to.the Fund underié¢ored the.need for the ‘Government
to ddopt a strong adjustment program; and the request for technical assis-
tance was therefore acceptable. : 3

‘The Executive Board should :decide ‘that Guyana could not use the
Fund's:reséurces until it was cufrent in-its .payments to the Fund, .
Mr. Morrell tonsidered. As to the timing of the review of that deciéibn;
the ‘Article :IV consultation mission’ to Guyana had recently returned to-
headqitarters, and the relevant staff:teport presumably would be brought
to the -agenda of the Executive Board within three months:. Theé discussion
of that report 'would provide a good opportunity to-review the dec151on
adopted at'-the present: meeting... ‘

Mr. Einaiah sald that, for thc -reasons mentioned by previous speakers,
he could-support the proposal to adopt a decision under which Guyana could
not- use the'general resources of the Fund until it was curfent in its’ .
obligations under the Articles. The- propogal to provide technical assis-
tance -£6 -Guyana was conslstent with the Chairman's summing up of the
preVJOUS ‘discussion on overdue payments to the Fund.. On that occasion,
the Chairman had mentioned that “such discussions "did, of course, entail
consideration of the adjustment measures which would make it possiblesto
repay and- Whlch may possibly be supported later by a program.'

Mr. Jayawardena commented that the .Fund was hased on the prlnciples
of international cooperation, and all.member countries were thus requited :
to be current in their financial obligations to the institution. At the
same time, all member countries were beneficiaries of an orderly evolutiocn
of the world economic and financial system, and undertook to help each.
other to achieve such a system.
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Guyana had obviously gone through a difficult period, Mr. Jayawardena
continued. The world recession of the 1980c had been unprecedented in the
history of the Fund, and he was surprised that so few countries had the

same problems that con;ronted Guyana. The Executive Board should there-
fore.base its response ou.caution arnd understanding,.consistent with the
Fund's role in the treatment of much larger overdue obligations by‘member
couritries to.commercial banks. The Fund had spared no effort to bring
those parties together, prevent massive :defaults, and keep .the  interna-
tional system working. Given its:larger responsibilities, the Fund had

to respond differently from a commercial bank to overdue financial obiiga-
tions, and.a.declaration of Guyana's ineligibility to-use the Fund's
general resources would.be counterproductive. .He was .pleased that Guyana
did not 1ntend to use the Fund's general .resources until. it was fulfilling
its oblléations under the Articles, and:that the authorities.intended .to
work out a’ program that would permit Guyana to settle its overdue obliga~
tions-at an-early stage. The Fund should provide technical assistance: 1n

the formulatlon of the program.u

Mr. Salehkhou said that,hé,[liké previous. speakers, fully recognizéd"
the difficulties that had prevented.the duthorities from fulfilling their

obligations-to the Fund.. While .1t was. important to mairtain the revolving -

character of,the Fund's resources, the Executive Board should show its.
understanding of the probletis- facing:Guyana. The best. solution was to
decide. that-Guyana could not .use’ the general resources .of the Fund until
it was-current in its obligations*to the institution. The Fund should.
provide technical assistance to ‘Guyana. ' : -

~Mr. Greenidge commented that ‘Guyana would refrain from seeking to use
the general resources of .the .Fund until. it was current in its obligations.
He welcomed Executive Directors' support of his request for technical. .
assistance, and the Govermment - would make .every effort to .-ensure that it
was used to formulate a program that would move the economy out of the: ,
present recession. The authorities had already taken a number of steps,:
with the assistance of other multilateral agencies, .on the supply side.
Further measures were envisaged on the demand side, some of which would
be consistent with proposals already made by the Fund staff.

»‘He;hOpéd'that the Fund»would,make every effort to support Giyana, by
explaining -the country's'situationf;oaany agencies-that approached  the
Fund for information before the .desired adjustment program was. in place,
Mr. Greenidge commented. Such'support for policies that were consistent
with -the Fund staff's recommendations . would go a long .way to . help. Guyana»
formulatc -a.program that could be: supported by the Fund. R

Mr. Kafka said that he Welcomed Executive Dlrectors support of the'
proposal Tor further technical assistance for Guyana. In coming months;
the Fund ;should maintain close contacts with Guyana and remain well
tnformed of the latest developménts in-the economy. :
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It seemed best not to tie the Executive Board to a specific period
in which to review the decision adopted at the present meeting, Mr. Xafka
considered. The Executive Board would of course review the situation:in
tuyana during its discussilon on the staff report for the 1984 Articleé IV
consultation with Guyana, but it was important to bear In mind the season—
ality of Guyana's payments pattern. At present, there was virtually no
flow of exports cut of Guyana. Guyana would of course make every effort
to make payments to the Fund as soon as possible, but 1lts abiliity to make
major payments would depend on the resumption of export flows. '

The Chalrman remarked that Executive Directors had .again underscored
the seriousness of overdue obligations, which undermined the credibility
of the Fund, its cooperative character, and the revolving nature of its
resources, and were unfair to member countries that had fully met their
obligarions to the Fund, often at great sacrifice to themselves. Execu-
tive Direc¢tors were concerned that Guyana's net overdue obligations to-
the Fund had increased, despite some payments since thz previous discus—
sion on the matter on April 5, 1984. Of the several optional responses
by the Fund that he had suggested, Executive Directors seemed agreed that
Guyana should not te authocfzed to use the Fund's resources until it had
eliminated all its overdue payments to the Fund. The Executive Directors
had also agreed to review their declision in order to determine a course
of action in light of the progress made by the member in dealing with the
problem of its overdue obligations to thé Fund.

In considering the date of the review, the Chairman remarked, Execu=
tive Directors should bear in mind that, during the coming six months,
Guyana was scheduled to-make repurchases of SDR 5.5 million and to pay
charges of SDR 4.4 million: The staff report for the 1984 Article IV
consultation-with Guyana was . due to be circulated in July, and 1t would
accordingly be brought to the agenda of the Executive Board at some time

in August. .As a result, "the Executive Directors would have an opportunity -"

to review the situation In Guyana in approximately three mouths’ time.

Mr. Clark sald that a review of Guyana's overdue payments position
during the discussion on the staff report for the Article IV consultation
would be acceptable. -

B

Mr. Joyce considered that it would be useful to review Guyana's
situation within three months and to discusg the consultation report at
the same time. The Executive Directors could decide on that occasion
whether or not further action would be required. )

The Chairman noted that Executive Directors had also indicated that
a strong adjustment program—-coverlng all the relevant issues, such as
fisecal policy, pricing policy, exchange rate policy, credit pollcy, and
structural adjustment--was called for. Both the President and the
Finance Minister of Guyana apparently fully agreed with that conclusion.
Technical assistance should be provided to the authorities to help them
design an adjustment program that would be conducive to early repayment
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of the overdue obligations to the Fund. The Fund staff clearly could .not
be authorized at the present stage to negotiate a Fund- -supported program
for Guyana. »

The ‘Executive Directors then considered a draft decision (seeaAnnéx*I).

Ms. Bush commented that the words in paragraph 4 "until such time as
Guyana 1s fulfilling its obligations” could be taken to mean.that Guyana
wculd again be permitted to use the general resources of the.Fund once it
had merely begun to fulfill its obligations, rather than after it had
fully eliminated all its overdue payments to the Fund.

The Director of the Legal Department explained that the text in ,
guestion was intended to say that Guyana would have to eliminate all its
overdue obligations to the Fund and be current in its obligations to the
institution before it could use the general resources of the Fund.

Ms. Bush suggested that the word "fulfilling” could be replaced Ey*
"current on." .

The Executive Directors accepted Ms: Bush's proposal.

Mr.. Jayawardena considered that the reference to "sound economic -and
financial policies” in paragraph 5 was unclear. It would seem better to
say that Guyana should be urged to adopt appropriate economic and finan-—
clal policies that would enable it to fulfill its obligations to the Fund.

Mr. Clark remarked that he was unhappy to assoclate the adoption of
policies with the meeting of obligations to the Fund. The overdue obliga-
tions existed irrespective of the nature of the country's policies.

Mr. Greenidge noted that the text of pavagraph 5 wrongly gave the.
impressilon that Guyana had not adopted sound or appropriate economic and
financial policies. 1In fact, of course, a number of measures had been
introduced.

Mr. Kafka suggested that paragraph 5 could read: "The Fund also calls
upou Guyana to adopt additional economic and financial adjustment measures.”

The Chairman remarked that, in the.light of the discussion, it would
be appropriate to mention that there was an urgent need for the adoption
of additional economic and financial measures.

After .a further brief dlvcu551on, the Executive Directors agreed
that paragxaph 5 should read: "The Fund also calls upon Guyana to adopt
urgently additional economic and financial adjustment measures. The Fund
staff will stand ready to provide technical assistance for this purpose.”

Mr. Kafka suggested that, in keeping with the Chairman's earlier:
observation, paragraph 6 should read: "The Fund shall review the present:
decision in connection with the forthcoming Article IV consultation.”
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Ms. Bush counsidered that the text of paragraph 6 should stipulate fhat
the review should take place within three months of the present meeting:

"Mr. Joyce said that he agreed with Ms. Bush.

After a further brief discussion, the Executive Directors agreed
that paragraph 6 should read: “The Fund shall review the present decision
in connection with the forthcoming Article IV consultation, but not later
than three months from the date of the present decision.”

The Executive Board approved the propcsed decision, as amended.
The decision was:

1. The Managing Director has reported under Rule K~1 of
the Fund's Rules and Regulaticns to the Executive Board the
facts on the basis of which 1t appeared to him &t the dates of
these reports that Guyana was not fulfilling 1ts obligations
under the Articles of Agreement and submitted a complaint on
April 4, 1984 (EBS/84/47, Sup. 2) in -accordance with that rule.
The ¢nmplaint was that as of March 30, 1984 Guyana was not
fulfilling its obligations relating to repurchases and the
payment of charges in the General Department in the total amount
of SDR 13,991,394 including both overdue repurchases and charges.
These facts and the complaint: of the Managing Director have been
comnunicated to the authorities of Guyana.

2 On May 18, 1984, Guyana made a payment equivalent to
.8DR 506,196 to discharge part of the outstanding semiannual
charges of SDR 1,505,295 due July 13, 1983, reducing this
obligation to SDR 999,099. Since the submission by the Managing
Director of the complaint on April 4, 1984, Guyana has become
overdue in discharging additional obligations totaling
SPR 2,557,213 in respect of two repurchases due April 16, 1984
and May 11, 1984 and quarterly charges due May 7, 1984. Taking
into account the payments made by Guyana and the obligations
that have become overdue since March 30, 1984, Guyana's overdue
payments to the Fund have increased to a total amount of
SDR 16,042,411 in the General Department.

3. Having considered the reports of the Managing Director,
the complaint, and the views of Guyana, the Fund finds :that
Guyana has failed to fulfill its obligations under the Articles
of Agreement as stated in 1 and 2 above.

4. The Fund regrets the nooobservance by Guyana of its
obligations and urges Guyana to resume their observance forth-
with. = The Fund decides, pursuant to Rule K~2 of the Fund's Rules
and Regulations, that Guyana shall not make use of the general
resources of the Fund until such time as Guyana 1s current on
its obligations under the Articles of Agreement relating to

repurchases and the payment of charges in the General Department.
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5. The Fund also calls upon Guyana to adopt urgently
additional economic and financial adjustment measures. The Fund
staff will stand ready to provide technical assistance for this
purpose,

6. The Fund shall review the present decision in connec—
tion with the forthcoming Article IV consultation, but not later
than three months from the date of the present decision.

Decision No. 7719-(84/88), adopted
June 6, 1984

3. NICARAGUA - COMPLAINT UNDER RULE K-1

The . Executlve Directors considered, in accordance with Decision
No. 7660-(84/54), adopted at EBM/84/54 (4/5/84), the Managing Director's
complaint with respect to Nicaragua's overdue financial obligations to
the Fund (EBS/84/48, 3/9/84; and Sup. 1, 4/6/84). They also had before
them a staff paper updating Nicaragua's.overdue financial obligations to
the Fund (EBS/84/128, 6/4/84; and Sup. 1, 6/5/84) and a statement by the
Chairman., :

The Chairman made the followling statement:

"I would like to inform Executive Directors of the latest

developments regarding the overdue finauclal obligations of
Nicaragua.

‘ ‘Exécutive Directors were last informed of Nicaragua's over-
due obligations of SDR 10,105,121 in EBS/84/48, Supplement 1,
April 6, 1984, Since then, Nicaragua became overdue with respect
to quarterly charges and additional repurchases, as well as the
SDR-assessment and net SDR charges in the SDR Department. We
have, however, just received confirmation that on June 5, 1984,
Nicaragua made a payment of SDR 4.25 million, which was used to
fully settle outstandiung obligations in the SDR Department, fully
settle overdue charges in the General Department, and reduce
outstanding repurchase obligations. (Detailed information is
being circulated separately as EBS5/84/128, Supplement 1).

Followlng this payment, Nicaragua's overdue obligafions in
the Geheral Department total SDR 10,103,379.

Following the Executive Board meeting of April 5, 1984, I
have cabled the authorities the text of my memorandum of March 9,
1984, as amended on April 6, 1984, which includes my complaint
under Rule K-1.
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It seems that the Fund has three options: 1t may declare
the member ineligible to use the general resources of the Fund;
it may decide that the member may not make use of the general
resources of the Fund until such time as it is fulfilling its
cbligations under the Articles of Agreement relating to purchases

.and the payment of charges in the General Department; or it may

refrain from taking formal action under the relevant provisions.
In the circumstances of the member, however, I would pnot consider
this .last possibility to be a true option. I therefore recommend
that the Board reach a decision promptly based on the remaining
two options. An appropriate decision will be circulated to
Executive Directors in the light of the discussion.

Mr. Senior made the followiug statement:

At our Board meeting on April 5, 1984, 1 stated that the
Nicaraguan authorities were making efforts to obtain the appro—
priate financing in order to pay all overdue obligations to the
Fund. Since that meeting, the authorities intensified these
efforts, reflecting their concern to resolve this issue as soon
as possible. Unfortunately, however, up to now all the efforts
to arrange this financing have not yet had positive results.:
While there are still some conversations that have not yet been
concluded, the authorities consider that it would be very diffi-
cult to .expect a complete resolutlon before our meeting on
June 6, 1984,

- In-the light of~these;circumstahces,.my Nicaraguan authori-

.ties have indicated that they will make a significant effort to

resolve, at least partlally, with their own resources, the
problem of overdue payments to the Fund. In this regard, I have
been informed that on. Monday, June 4, the authorities cabled
instructions to the ‘Fund in- order to pay SDR 4,250,000 of the
overdue obligations. This payment is to be applied in the
following manner: ‘

Compensatory financing facility repurchase

due May 16, 1983 : ~ SDR 2,125,000 . B
Co&pemsatory financing facility fepdrchase o T RN
due August 16, 1983 " SDR 1,054 4471/
SDR nét charges due May l,f1984  : ' QSDR | 852,126
SDR .September assessment due ‘April 30, 1984 .vSDR< 2,727
Quarterly charges in General Resourcés Account | SDR | 2i5,700

.SDR 4,250,000

5

Partial payment
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With this payment, Nicaragua continues to be current in the SDR
Department and in discharging all quarterly charges in the
Géneral.Resources Account. As the Board may recall, I indicated
at-the April 5 meeting that Nicaragua would pay that same day
“8DR" 1,282,064 in full settlement.of overdue charges of SDR 441,987
~in the General Department and net SDR charges of SDR 840,077 in
the  SDR.Department. This was effec¢tively done, as the Managing
‘Director informed the Board in EBS/84/48, Supplement 1. Even
though there might be some advantages to settling repurchases
before.charges, the authorities have considered that, at the
least, they should remain current in their obligations arising
from charges in order not to dffect the Fund's income pesition
and the proper reflection of income under the accrual system.

The payment being made .today represents a significant effort
on the part of the Nicaraguan authorities. In total, this pay-
ment is equivalent to 30 percent. of all of Nicaragua's overdue
payments ‘to the Fund today. It.is also equivalent to two full
compensatory fimancing facility repurchases——of SDR 2,125,000
each--now overdue. With this payment, Nicaragua has now totally
canceled .the most overdue .of its.repurchase obligations, and
partially the next most overdue one. Since ou: meeting on
April 5, with thils payment NicaTagua has repaid the Fund over
SDR 5.5 million, remains again.current in all obligations aris-—
ing from-charges, and has even reduced total overdue payments by
SPR 1.3 million in splite .of itwo mew repurchases—-—amounting to
more than SDR 3 million--that becaeme due after that meeting. In
this regard, I think it important to mention that Nicaragua has
no .additional repurchases cowming-due in the future, so that all
additional efforts that the authoritles make to settle overdue
obligations with the Fupd will, in effect, fully reduce total
overdue payments rather rapidly. - .Somewhat differently, I should
also mention that, since the April .meeting, Nicaragua. . has already
paid the reserve asset portion--of the increased subscription in
its quota under the Eighth General Quota Review to which it
consented on January 27, 1984. ‘

. 'As I have said on previous-occasions, Nicardgua's current
gituation of payments to the Fund does not 1n any way represent
a lack of willingness on the part of the authorities duly to
fulfill their obligations to the Fund. Rather, it represents a
real inability to fulfill such obligdtions. The situation in
Nicaragua is difficult, not only because of the crisis confront-
ing practically all developing countries, but also more .important,
because of the security situation, of which account has been amply
given in ‘the media. - In these circumstances, the authorities.
consider 1t difficult to do much more with thelr own resources at
the moment than I have just -indicated in the secound paragraph of
this statement. Indeed, the effort they are making now is signif-
icant and shows the authorities' determinaticn to resolve this
problém as soon as possible. However, total overdue payments to
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the Fund represent a significant proportion of Nicaragua's total
exports—-of about $420 million in 1983-~and & high percentage of
the country's total consumption imports--of about $173 million in
1983. Thus, it would not be reasonably feasible to expect that
..all overdue payments to the Fund could be canceled in one payment
~.with Nicaragua's own resources. That is th: reason the authorities
Jdre continuing their effort to obtain the appropriate financing to
“oresdlve this problem, or in any case their efforts gradually to
. reduce overdue payments with. their own resources in the future.
‘The authorities consider that their relations with the Fund are
“important, patently demonstrated by their determination to service
the- ocutstanding debt. As I have. indicated, Nicaragua's present:
overdue payments to the Fund arise from two purchases made in 1979,
one on:May 17 under the compensatory finauncing facility decision,
and .the other in respect of a credit tranche purchase made on
June 1, both practically only weeks before the end of the revolu~
tionary struggle in mid-July 1979. A compensatory financing facll-
ity purchase made by the current authorities in August 1979, using
the early drawing procedure, was later fully repaid when actual
data indicated a much smaller shortfall than originally estimated.

While Nicaragua's current economic situation and difficulties .
are very serious and may, 1if not justify, at least clearly explain,
the reasons for the overdue payments, the authorities understand
and share the concern of the Board regarding this anomaly. Overdue
payments are harmful to the credibility and image of the Fund, and
they should be avoided by members. When such a situation appears,
however, the Fund is clearly required to safeguard its interests
and the temporary character of its resources. However, thils
.should be done in a flexible manner when the situation of the mem
ber concerned warrants it, and in a way conducive to a harmonious
resnlution of the problem within a .prudent period of time. The
slgnificant effort being made by the Nicaraguan authorities to
solve their payments problem with the Fund should be reciprocated
by the institution through 1ts understanding and flexibility.
Sufficient time should be allowed for the authorities to continue
their efforts to arrange the appropriate financing, or to cancel
their obligations to the Fund gradually. 1In the case of Nicaragua,
this 1s, of course, helped by the fact that no further repurchases
are coming due in the future. The authorities have no intention
of using the Fund's resources while they have overdue payments
outstanding. They share the concern of many members that, while
such payments are outstanding, there could be a limitation on the
member's use of such resources. The authorities continue to be
firmly committed to settling their obligations with the Fund as
soon as possible.

Mr. Polak remarked that he was confident that the Nicaraguan authori-
ties understood that the Executive Board felt that the country's overdue
obligations to the Fund were a serious matter. The substantial partial
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payment that Nicaragua had made in the face of obvious difficulties showed
that the country wac making a strong effort to deal with the matter. It

'was also an indication of the value that Nicaragua placed on continued

good telations with the Fund. In consideration of the Fund's income
position, and at some cost to itself, Nicaragua had paid the charges due
to the. Fund before the principal. The Fund was an organization in which
countries with widely varying economic systems collaborated for the common
good, zad Nicaragua had a fully acknowledged place as an original member.
As had ‘become clear during the Board discussion of the staff report for
the 1984 Article IV consultation with Nicaragua (EBM/84/36, 3/5/84), the
Fund could offer much to Nicaragua in policy advice that the authorities
might be well advised to accept. Finally, for reasons that were well
understocd in Nicaragua, as Mr. Senior had made clear, the Fund had to
adopt a-decision concerning the country's overdue payments obligations.
It seemed best to agree that Nicaraguas should not make use of the general
resources of the Fund until it was fulfilling irs obligations under the
Articles relating to repurchases and charges.

Mr. -Salehkhou commented that the nature and extent of the serious
problems facing the Nicaraguan economy were well known. They had by no
means resulted from economic mismanagement but rather from a hostile
internal envirounment.

‘While the revolving character of the Fund's resources was -important, -
the cooperative nature of the Fund also had to be vecognized, Mr. Salehkhou
considered. The Nicaraguan authorities had amply demomstrated their ,
sincerity and cooperation by paying the equivalent of 30 percent of all the
overdue obligations to the Fund since the previous discussion on April 5,
1984. 1t was 1lmportant to understand that those payments had involved
enormous ‘sacrifices by Nicaragua, and that the present overdue payments
obligations had arisen from two purchases made only weeks before the end
of the revolution, in mid-July 1979. Given those facts, and the authori-
ties' strong. commitment to settling their obligations with the Fund at the
earliest pogssible date, the third optlon that the Chairman had mentioned--
namely, refraining from taking formal action under the relevant provisions
of the Articles——was a genuine option, and he warmly supported it.

Mr. Tvedt considered that the authorities had made a strong effort to
solve the problem of overdue obligations to the Fund. He hoped that they
would soon succeed in finding the rescurces to repay the Fund in full,
thereby restoring the country's normal relationship with the institution.
Meanwhile, in keeping with the principle of the uniform treatment of
members, he accepted the proposal for limiting Nicaragua's access to the
Fund's resources. The decision aacopted at the present meeting should be
reviewed in three months.

Mr. Joyce stated that he welcomed Nicaragua's efforts to meet its :
overdue financial obligations to the Fund, including the receat payment of
SPDR 4.25 million and the settling of all of the country's outstanding obli-
gations in the SDR Department. Those significant steps demonstrated the
authorities' ability to meet their obligations. Nevertheless, Nicaragud's
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outstanding arrears still exceeded SDR 10 million and were approximateTy
the same as. they had been at the time of the previous discussion of the
matter, in April 1984. -

_;Théfﬁicéraguan authorities had no intention of seeking to use .Find.

resources as-long as they had outstanding payments to the Fund, Mr. Joyce @

commented.. In addition; the authorities had been trying, thus- far without
success, to- obtain appropriate. financing that would permit them to- repay
the Fund.quickly. He hoped that'they would persist in those effortsy. . The
authoritiés.had noted that, if they were to. repay the Fund entirely -out:. of
thelr own resources, thHey. were unlikely to be. able to do s& in a single
paymani., In: those circumstances, it.seemed best to recognize the effoxts
that. Nicaragua had made and the-continued good intention of .the: duthori—~
tiesy. -and. to decide formally that . Nicaragua.should not be permitted ‘to use
the general-resources of ‘the Fund until .t was. fulfiliing its obligations |
under the ‘Articies. That.decision should be reviewed within- three- months.
if, by then, Nicaragua had not been able to eliminate all its arreatrs to:
the: Fund.,ane decision on Nicaragua should encourage the authoritiés to
take: whahever additional. measures’ mlght ‘be: needed to. place’ themoelves in
- fhe p051tjon to: discharge quickly their obligations. to- the-Fund, which' o
 ‘should be prepared to offer: technical assistance 1n 1dent1fving and making-’:
'-whatever poliry changes might be neceSSarv.- : :

; dn.Maulde sa:d that while. the logical solution was to agree that
Nlcaragua 'should not use the-general resources of the Fund until it was o
7ulfilling its cobligations .under the. Atticles, he -was not fully satisfied -
with that approach. The decision on Nicaragua should; as Mr. Senior had
‘suggested+in the final paragraph.of his opening statement, ‘be. part ‘of a:
flexible response by the Fund to: Nlcaragua s -serious.efforts to deal- with”
the groblem -0f its overdue paymerntss It seemed best- to adopt @ somewhat -
different approach from the-one.taken to6: deal with Guyana's oveérdue -

- paymerts obligations. The Executive Board could agree, for instance,'thatfﬁ"i'

1ts decision on Nicaragua's overdue.payments obligations would mot become -

-opetativeunless it were found that after, say, two or- -three months,: thej:f'

country had not fully discharged 1Ls payments obligations to the Fund._

ML. Suraisrv stated- that Nicaragua 5. settlément’ of part of its over-‘
due obligations was encouraging. However, sizable arrears remained, -and
it seemed best to treat Nicaragua in the same mamner in which Guyana‘ had
been ‘treated,

. Mr. “aske said that he had:no:ed With satisfaction the: effoqu made',
4by the ‘Nicaraguan authorities to meet their payments obligations to. the :'
- Fund; -including the recent sizable payment. More than sDR-3 million® ine
arrears-had -been outstanding for three months, and the total . amount of -

i f-ovetdide pagyments had not been significantly reduced’ since the previOUﬂ 5 

-Board:.discussion on Nicaragua in April 1984. However, he recognized- the'
desire and determination of the authorities to restore theilr regular
relationship with the Fund, and he hoped that they could make further
progress toward reducing those overdue payments in the near future. The ..
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W’”ﬁBoaLd should decide that" Vicaragua should not:use- Lhe general
f}of the Fund until it was fulfilling its. obligatlous undeL theV

Mrs Gomnl remarked that, 48’ Executive Directors had. ledrned durlno"'
“he latest Article IV consulration with:Nicaragua; the country's. fore '
exPhange ‘holdings were mlnlmal, ‘atid” dts balance of payments: dlfficul
were" "kely to persist.. He moted:with- satlsfactlon ‘the authorities
intention to- ‘discharge their- ‘ovérduer:obligations to-the Fund- and: e
oarticularly welcomed thé.recént- repaymént. of part of their-debt. . Tha .
authorities- should be uvrged to- provide the: Fund with a schedule~ estimat—*',_
ing the dates of the remaiwing payments.@ In the. circumstances, and after’j
careful’ Couolderatlon of the various: courses of action: available to the
Fund, he could accept the” proposal?thet Nicaragua shOuld ot ‘uge the.:
general fesources of the Fund until At had fulfilled its financial obll
gations to the inetitution, : Co o

Mr Llark sald that his general comments in relatlon £o- Guyana 5
altuatloﬂ were no less relevant: in’the .present cases He- sapported th
proposal for’the adoption of a’ decicﬂon under, which: Nicaragua would:t
use the general resources.of. the: Funds untll it was “fulfilling {ts obli*
gations under the Articles. The authorities had said that they had no: -
intention of using the general resources of the Fund while they had pay=
ments outstanding to the Fund, but:1t-would be consistent. with establlshed '
policy for the Fund to act in line with- Rule K- 2. : : ‘ '

Nicaragua's recent payment had ‘bheen used- to fully settle outstanding
obligations. in the SDR DEpaerent fFully - ‘settle .overdue. -charges. dnthe:.. .
General Department, and reduce outstanding repurchase -obligations, o
Mr. Clark noted. He hoped that the authorities would continue torwork =
toward the- removal of the remaznlng overdue payments at an- early date."‘

Ml..Schnelder said. that he- ap teelated the authorities efforts t
reduce- their payments obligations to the Fund despitée the. difficult- G
environwent in which they had to act.  Nevertheless, the Executive Board

had to act to protect the Fund's financial position, and he could accept
the Chairman!s proposal that Nicaragua should not use the : general - PR
resources of the Fund until it was fuifilling its obllgations .under. the’

Articles. . : R

Mr. Delgadillo noted that the authorities had made a suEstenfiall_.
effort to reduce the overdue payments obligations, -despite the difficult::

circumstances in Nicaragua. His first -preference was to.adccept the thif& f‘ £;_7

option that the Chairman had mentioned, namely, to refrain from.taking®:
formal action under the relevant:Fund provisions. However, 'he could. go

along with the Chairman's second proposal, namely, to decide that Niearabuaxv‘f o

should not wuse the general resources of the Fund until it was fulfilllng
its obligations under the Articles. L




ifulf[lling

mNicaragua

- 29 - EBM/B4/88 ~ 6/6/84

“The: Nicaraguan authorities. obviously were not ignoring theif"‘
obiigations;:as was evident from: their-recent payment to. the Fund, -
Mr.:Telgadillo continued, but.-the financial situation  of- the country wasf
clearly -4 difficult one. Such: countries should be. given. adequate tech-“
nical assxstance to make it eaSLer for. them to: repay the: Fund Nt

He was 0pposed to the idea" f: estabiishing a’ fJxed period for review

for the*décision on Nicaragua adopted at the .present meeting,.Hr. Delgadlilo?:'

said, - It would be diffdcult’ tosgree: ;om;, @ specilfied ‘date. An- excesgively

1.ags perio.fmlght encoiifage. postponement of the settlement of-the obliga-

tiong, while:an excessiveély short-period: would not be fair in the light:- :
of the efforts being made, by the:- authorities ‘to- eliminate their overdue o
financial obligat)ons to the Fund T o o B

Mr.,Hirao recalled- that the serious: nature of overdue paymenre had“{”"
heen stressed during the: discussion on: Guyana. --Although he-gredtly: S
appreciatied the Nicaraguan: authorities! significant effort to dlscharge{ f],
their:financial obligations to-the: Fu”; iNicaragua, like Guyana, shouldj'ﬁﬁ
not: be.permitted to use.the: general esources of -the Fund: untll 1t wadss

-ts obligations under the Articleq IS :

-

Ms. Bush recalled that during the discu531on on Guyana she had N
utressed that it .was critical toukeep: payments arreats from persist:ngrﬂf
si‘payments to the ‘Fund:had been overdue -for a long time. _ :

Nicaragua ‘had recently- made ar payment :0f SDR. 4 5-million, but: there had

been- trépeated calls for - it. to repay' the-Fund, and overdue payments

rcmained.i In view-of the™ lengthy period for which' the payments- had been' .

foverdue, :a4-¢ase could have béen: ‘thade; for-declaring: ‘Nicaragua:ineligible: .
to 'dse the general resources of the Futid "1f- 1t had: not been: for the .
" country’s recent payment : partlally fulfilling its outstanding obligations,
- She: could accept the proposal-to:adept «a decision that Nicaragua. should-

}general resources- of. thie: Furd until it'was fulfilling-its"

"uobligatlons*under the Articles, provided that it was. understood that-the -
Executive Board expected Full: payment forthwith, that the decision: would . ‘
~be reviewed ¥within three months-if Nicaragua had not-become fully current -

in iLé -payments to the Fund, Lhat Nicaragua would not-use Fund: resources:

. as 10ng as arrears remained, and-that the Fund staff would not discuss -
'uany e of Eund resources by Nicaragua as. long as arrears remained.

Mr‘ Genior remarked that, in considering the date for .the ‘review. of

the dECLSJOn Executive.Directots: shotild ‘bear in mind- the marked. season-
lality,of,the country's exports. - Nicaragua was an-agricultural. countrys;

and most:of its crops were rain fed and.were planted in May and June: of.

each-years . . Foreign exchange receipts were not substantial until November .

and Decembet, when the crops had been harvested and exported. Hence, it
would nmot beuseful to review the decision on Nicaragua any sooner than
in six months time.

3~Mr;”Zhang-stated vhat he_supoofted thefproposal-under whicn'the ;f
Executive Board would decide that Nicaragua should not use the general :
resources of the Fund until it was fulfilling its obligations under the "

Articles.
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. ully settled the country 5 x; S
'ment he could accept the pro—”

he. Nicaraguan ‘enthorities had: o
oth thelr outstanding obligatlonq -
rges i1 -the General Départment.: :“j:i
wthorities! comfiltment to solve
~§oon -as” posslble..fNeverthelegé ..
‘aLned and he could go aTohg WI¢h~‘m

zaole balance of overdue payme
'the proposa “for limiting Nicarag
‘ices urntidl,. the country had fulfil]

Mr. Morrell considerevv >
and Wwas: part- of its strenuous’ ef: !”yo;elimlnate 1ts overdue flnancial
obllgations to the Fund. However, the.latest Article IV -consultation with
‘Nicaragua had indicated that- there w ‘arnzed for conslderable ‘econouic

‘adJustment,,and he hoped ‘that: the dé Lon adopted on’Nicardgua at the
.present nmeeting would convey:that mesj_ge. “He .could: accept the proposal
‘for a-decision- stating -that: Nicaragua should mot use: the general resources-
of - th nd uhtil it was® fulfilllng its: obligation under the, Artdcless:.
Mr. deé-Maulde's. suggestlon ‘that-the:. deCLSion should become operative im. .
Ewo o three months times would Hot 'be. appropriate., "Nicaragua's overdue

payments“hAG been brought:té-the:Exec,iive Board's attention .some” thtee
'.months ago, and -any further delay WOULQI ot ‘be- warratnted.

Mr. Jayawardena said that he appreciated that, dESpltC substantiar
'difficultieu, the authorities. had ‘made a strong effort ‘to repay:a part of
thelt:overdue.-obligationsi to the Fund. ' It was:only fair to recognize the .-
difference: from the case of. Guyana Lo the decision:that was-to be: taker .
fon Nicaragua by recognizing the-paymént that Nicaraguahad made: after the’
country had sbeen notified.of -the’ complaint under Rule K-1.. :

The last of the three options mentloned by the Chalrman seemed to bci-
the fairest..Mr. Jayawarcena remarked.. However, he could go along with
the. second:-one, while noting . the authorities' intention not to use Fund
resources as long as they.had -outsta nding ‘paymeénts - to ‘the Fund... Otie way
of -distinguishing between the casss-of Nicaragua and .Gayana was to decide
that the decilsion on Nicaragua should be reviewed after six months:,. rather
than-after three months. The case for a longer review had beén: made- by
Mr. Sénior;v?v - S e Lo ed

Mr- Mte1 remarked thdt’ Nicaragua had made a subvtantlal effort to
fulfill dite obligations to thes Fund despite the serious problems facing
the authorities. 1In the case of Nicaragua, unlike that of Guyana,,economic
policy management had not been. an.important factor im- the  overdue payments |
to the Fund: The Executive .Board: should note the authorities' commithment

‘he difficulties to which Mr. Seniorhﬁ_
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-uge the Fund's resources until Nicaragua was current. in ity finan- '

igations .to the Fund. - That commitment had the same effect as;the

sption proposed by the Chairman, :under which the Fund would decide

S Ni aragua should -not use-the: general  resources of the Fund until it
llng its obligations under the Articles.s.

_ eln his opening statement Mr. Senior had made the important point
"tha,fNicaragua S exXports  were-seasonal, Mr. Mtei noted. - It was also

© important.to bear in mind that there were physical constraints on exports -
. from Nicaragua. It seemed sufficient for the Executive Board merely to
Hote the’authorities -cofimitment: not .to--use the Furd's .general® resources

' ‘Wi aragua was current: in its financial obligations to the Fund.~“4

Mr. Finaish commented that Mr. ‘Senior's: statement clearly described,7‘
the: difficult situation in-Nicaraguas . The: authorities' strong effort-to .=~
settle: Nlcdragua 5 fimancial obligations to the Fund was commendable.
Given:the authorities'. commitment to:avoid using Fund resources while
Nlcaragua ‘had outstanding -obligations  to the Fund; he could go along. with
the Chairman's second -proposal.’. In-setting the date for the review .of ‘the
‘decision-on.Nicaragua,: Executive Directors should bear in mind Mr. Senior s
comments “om., the seasonality” of Nicaragua S. eXports.

Tbe Director of the Legal Department said that the idea that
- Mr. de Maulde had in mind could-be reflected in the text of’ paragraph 4
which ‘covld include the.following sentence:- "The Fund-decides, pursuant
to Rule:K-2 of the Fund's Rules and- Regulations, that Nicaraguwa is not’
_curtent’inits financial obligations to the Fund, and- that Nicaragua:
shall notimake .use of the Fund's. resources until it.is- current in its':
finéncial- obllgationq to-the Fund."

wThe queStion had been raised, the. Dlrector of the Legal Department
‘noted; wherther there was any.legal difference between Nicaragua's
annopnted’ intention of not using Fund resources until it was current in- -
itsfobldigations to the Fund, and the adoption of a decision by the Execu~
tive Boatd.stating that Nicaragua should not use the general resources«of'
the Fund until it was fulfilling.its obligations under the Articles.. 'If
a -decision were adopted by the Executive Board, Nicaragua would be unédble
to.use:the,Fund s resources unless.all its financial obligations to the-.
‘Fund ‘had been met. If the only.actionm taken at the present meeting were
to mote Nicaragua's statement. about its intentions, Nicaragua could i
conceivably 'change its mind and proceed to use the Fund's resources k
without the Executive Board's adopting another decision on Nlcaragua. ”“,..

Mr. Joyce said that he had no difficulty in accepting the proposal .
for,noting in the decision on Nicaragua that the authorities had recently -
made-a-significant payment to the Fund. However, it might be inappropri-
ate to rote.also iIn that decision -the authorities’ intention not to use-
the Fund's resources while payments to the Fund were outstanding; muo .such -
reference-had been made In the decision on Guyana, which had announced =
the .same Intention.
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Mr‘ Poiak comment.ed that 1t..was. his impression from Mr. Senior's-
‘comments that: Nicaragua, unlike Guyana, wight well be.able to repay the
.Fund fatrly soon. That .likelihood. could be. reflected in the text of the
dec1saon ‘on-Nicaragua. For. Anstancey. the text could: say that, uniess
Nicaragua ‘had - become current on its: obligations to .the Fund before a -
speci‘ied oate, the rund would review the decision in three months.

M yde Maulde commented that there seemed to- be little support for
4hi proposal, and he wished to wi hdraw it.. : P .

The Chairman remarked that Executive Directors had agaln underscored:"
the SerlouSness of overdue- obligatious to the:Fund; they were detrimental
to the Find's credibility and the. revolving character of its resourcesy
and were uufair to countries-‘that -had. fuily met  theilr.obldgations to the -
inorltution, often at gréat . c0st.‘ HOWever " Executlve.-Directors had noted
with satisfaction the recent paymert. of. SDR 4525 milliohn and the authori- )
ties' Intention to settle their overdue obllgations -as. soon as possible.
Executive Directors seemed’ to favor :the-second solution: that:be. had
mentioned -iamely, a decision under. which/Nicaragua could not-use- the’:
generaiﬁrcsources of the Fund -until it was: fulfilling. its. obligatlons S
under the Articles. At the samel imé; Executive Directors wished to- draw
a distlﬂction ‘between the deciolon on NlcaraOua and. that on Guyana.

-;Mr._Senior sald that he continued to: believe that the ﬁeview'of the
decision of Nicaragua should be held: in six months,-rather than. in three.
The timing of the review seemed to.be the-best way to make the distinc~
tion.that the Chairman had wentioned. . The next Article IV comsultation
with: Niratagua probably would be: ‘held. in roughly six .months and would- _
provide a good opportunity to review the situation with,respect to . the '~
country s oveérdue payments. o o

Mr. palehkhou commented that the situation in: Nivaragua was. fluidu
SeVeral,relevant isgues were still unresolved including a romplaint .

- registered by Nicaragua with- the GAIT that would have a' bearing on the
country’'s export earnings.. Nicaragua had made every effort to meet 1its-
payments obligations to the-Furnd, and no one had suggested that the .
authorities’ .management.- of the: economy ‘had been a factor in the accumu—:’
lation of- the.overdue payments. ..The goodwill and commitment of the v
authorities :was beyond gquestion. They . had already stated that they would';

not ugé -the Fund's resources while payments to the Fund were. outstanding; ,'x”'

thererore .1t was unnecessary to adopt a decision to the same effect... .
Moreover, -it would be inappropriate to. set a time limit with respect to- .
the review as no one could say for certain that it would be possible’ for‘
N*caragua to:eliminate its overdue payments within the: agreed period..

Mr..de Vries remarked that, as Mr._Senior had noted the authorities.
had recently.made a payment to the Fund, and no additional- repurchases ﬂ:...'
were  scheduled for the coming months; so that the authorities' efforts:
henceforth could be concentrated entirely on reducing the overdue payments'
to the Fund. Mr. Senior had stressed that the authoritiles were continuing




- 33 - EBM/84/88 - 6/6/8%

thelr efforts to reduce gradually the overdue payments to the Fund. :If’:
m]ght be helpful to ask the.authorities to submit a comncrete proposal for
eljmlnating *he overdue payments. .

"Thp Phairman responded that, under ‘the approach ‘that Mr. 'de Vries. -
had suggested, management and the Executive Director for Nicaragua éeuld .
seek. from.the authorities a plan for eliminating the overdue. payments.
It would seem useful to ‘agree’ ‘that: dfter three months,- ‘management: could
review”the s1tuation and.report -to.the Board on progress made by the

' i Niearagua'would not .necesgarily ‘have to. eliminate .all the
overdue‘payments obligations 't6:the Fund by that ‘time, but the declsions -
on Nicaragira 'and Guyana would then be consistent. -The important differetice
would be tHat management'would.encourage the Nicaraguan authorities to .
devise a plan for eliminating the remaining overdue payments obligations
and.reportuto the ExecutiverBoard~onétheir progress in implementing it:

Mr.-de Maulde considered that the approach that the ‘Chalrman had.
described ‘would give the appearance of{a reschedullng and WOUld therefore L
be inappropriate. : - B e - : '

Mr. Clark and Ms. Bush said that they agreed w1th Mr. de Maulde.
The Executive Directors Lhen oon51dered a draft dec151on (see Annex- II)

ZJM:;"Joyce cOnsideredﬁthat'theﬁdétfeion’should“include~e“prOVisiOnf
for ‘a ‘review; which should be' held :in ‘thtree months, rather than in sixe
The authiorities had indicated tha 'ey:‘had been trying, thus far without
success, to-obtain financing: to’ minate. the overdue obligations to the
Fund. It would be useful for the Executive Board to: have.an .account-of
developments and the further efforts -that the authorities would have made’
duriﬁg’tHE'ébming three montks and then to decide whether any fiifther
actior was'required.: The disadvantage of holding a. review after gix’
months was” that the Executive Board- might have no dlternative but to-
declare Nicaragua ineligible to-usé- the general resources. of the Fund. if
the-authorities had still been urnable to make progress in-reducing the:
overdué payments.. The dded of linking #he review with-the preparation’ of
a 'plan”fér reducing the - overdue: ‘payments ‘was attractives; but he wondered ‘
whether it ‘could be formulated withOut giving the appearance of a resched—-
uling Operation. : o : S :

ME. iF-iirha'ish stated that He'sgreed with Mi.- Sénior that .the teviéw
should be held after six, rather than three, months. There-wasmbbviOuely,“
a feeling .among Executive Directors that the case of Nicaragua was differ-
ent from that of Guyana, and that reasonable attention- had to be paid to .
Nicaragua's difficult situation and to the authorities' strong effort and
positive attitude with respect to-the overdue payments to the Fund.

- “Mt.. Sutaisry said that he agreed with Mr. Joyce that, 1f it were -
decided to.Hold the review aftef three months, Nicaragua would mot haﬁe‘_
to be «current on 1ts obligations by then in order to avoild beingndeclared;:
ineligible :to use the general resources -of the Fund. During the review,
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thé”ExeiﬂtiVé Directors would take into aécou1t all the relevant factors,v‘
ofie: of chiiwould be the effort that Nicaragua had made .and plannod ‘to-
makeg 1 .educe the overdue payments to the Fund. :

- Teiﬁeiro considered-thatpthe'review.shOuid»be-hEId,after!Six T
MO T Ll : RO VRS . y : e o

"nsh”remarked that she. agreed th Mre« Joyce .that ‘the. ercutihel“
should review the situdtion in Nlcaragua within, three meonths- or_
it meeting. It Was important to adhLTL to: the principle that

Mr. Jaafar sald that he Wab clined?to“aceebt;asre&iewiafter.sikh?h
months.‘- - S T : -
L Mr Morrell stated .that Mr.‘Joyce s proposal for a review after
three moriths: was acceptable. ChOOSing the .shorter of the two. possible..
review perlodq should not be seen as.a. reflection on the efforts by the
Nicaraguan authoritlts to reduce thelr overdue payments to the Fund.

Mrf.Mteifsaid that he preferred'to.hold the reviewlafter-51x months.

Mr..Jayawardena renarked that he tended to'favethholdingnthéxreview
in .six.months; at the time-of .the Article IV consultation. A- compromise

solution mlght ‘be. to gilve: the author*tﬂes three months . to send: the Fund- a"'

gstatement oh ‘their plans. for’ settling thelr. payments obligations.- The -
statement. could be circulated. to-: Executive: Directors, any.one. of whom
could place 4t on the agenda of an¢4xecutivp Board meetinganv

After a: further brlef discussion, Mr. Clark said that he preferred
to hold ‘the.review in three months. . However, the Executive Board had .
-already agreed to review all. outstand:ng .arrears to the Fund every. six
months;, -and the next staff paper .on.the matter would probably be circu~
lated in.:September 1984.  To. provide some recognition..of .the, particu]ar
.circumstances ‘of Nicaragua,  1t.might be useful. to change  the-opeuning .
sentence of paragraph 4 to read:.

- "The. Fdnd acknowledged the recent pay—
- ment »of: ai portion of the overdue: payments .and took mnote-of :the fact . that
the Nicaraguan authorities 1ropObed to make further repayments .and of
their intention not to seek access to Fund résources while arrears to* thc
Fund- remained -outstanding.” <The word "nevertheless” should- be inserteﬂf
at the beglnning of the subqequent -sentences :

The Executive Directors aCCEpted Mr.,Clarx 5 proposal.vl

The Cnairman suggested the addltion of the following paragraph..ia
_ ?he“present decision shall'be reviewed within-a,period-of

- three months from the date of the decision. The Managing

- Director will consult .with the»Nicaxaguan authorities regardiig
:the -prompt elimination of the remaining overdue obligations: and




”ingath ,maining arrears; he- w0u]d decjde whether or not to ask for an
,extension of the review peried.- - : ' :
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‘hﬂmay request an extension of that period up to an additional. .
hree:months in the light of the repayment performance and the

The decislon whether or not to postpone the formal legal ‘review of

thetsituation in Nicardgua- for: a® further three months would be entirely uptﬂ
Tto the Exetutive Boardy based on:a report-by matagemeit and Mt, Sedior on
the pregress made by the aguthorities.in eliminating: the remailning arrears

dnd thedr further intéuntilons, the: Chadrman: continued. : The Nicardguan
authorities -would know that, if .they made a reasondbly good ef fort. to.
reduce the payments arrears in the. ;coming three months, they might have S
three' additional months: before’ the formal review was held. Mr. Senfor

. had explained that it -was highly unlikely that the authorities would be
_,ablé toimaks significant progréss in-réducing the overdue payments. in just

three monthss« . It should be-clearly understood that;:-under the: compromise.

that he:was: ‘proposing,: management would be asked to reach an- understanding

with the atthorities that ghould: emable him to make a propésal. for a
three<morth-extension: of -the review" pexiod if Nicaragua had not settled

411’ the outstanding payments to-the!Fund within three months. The generel
‘1rev1ew?of:overdue payments to the Fund-would be held on-schedules

Mr;:Senior'said‘th&t'theyChairmaﬂ‘s~pfoposalqwasfaceepféble;"He

. hooed”that Executive Directorstwould Hésar in mind the. great difficulty‘

that Nicaragua would have 1n meeting its payments obligations in just

three months.

qu;‘Gomél noted that durifg the discussion mo mention Had- Been'madé;ﬂ1

0f the .need:for Nicaragua to.adopt economlic and financial- -policies to

restore sugtainable external egquilibrium.and domesticeconomic: growth.
Draft paragraph 5 could Lherefore be eliminated.

Mr. Zhang, Mr. de‘Maulde, and Mr. Jayawardena agreed with Mr. Gomell:'

The Executive Board agreed to eliminate draft pafaytaph 5 and
approved the decision, as amended:

’-Theﬁdecision was:

1+ The Managing Director has reported under Rule X-1 of
- .the Fund's Rules and Regulations to. the Executive Board the
facts on the basis of which it appeared to him at the dates of
these Teports that. Nicaragua was not fulfilling its obligations -
under the Articles of Agreement and submitted a complaint: on
March 9, 1984 in accordance with that rule. The complaint,



EBM/84/88 - 6/6/84 ~ 36 -

amended onr April 6, 1984, was that Nicaragua was not Ffulfilling .
its obligation relating to repurchases in the General Depaztment
in the total amount of SDR 10,105,121. These facts, and the-
complaint of the Managing Dlrector in EBS/84/48, Supplement 1,
have been communicated to the authorities of Nicaragua.

2. Since then, Nlcaragua s overdue financial obligations:
in’ the General Department at: first increased to a total.amount
of SDR 13,498,526, including the obligation to pay charges of
5DR 215, 700 but were then reduced to the total  amount of
SDR 10, l03,379 all of which relates to repurchases.

LT >3 Having consldered the reports of the Managing- Dlrector
ythe Lomplaint and the views-of Nicaragua, the Fund finds that
“Nicaragua has failed to fulfill its obligation relating to
repurchases in the- Oeneral Depdrtment in the total amount of
SBR 10,103,379, : : S

N The Fund acknowledged the recent’ payment of a. portion
of the overdue payments and.took note of the fact.that the
:Nicaraguan authorities proposed:.to.make further repayments and
of their intemtion.mot. to.seek: access to Fund resources.while
‘drredrs. to the Fund remain otitstanding. It nevertheless Tegrets- -
the. nonpbservance,by Nicaragua:of . its remaining obligation and

ﬂluﬁgeSﬂNicaragua;towresume its.observance forthwith. The Fund
.decides, .pursuant to Rule.K-=2 of .the Fund's Rules and Regulations,
that Nicaragua shall not make- use of  the general resources-of the
Fund until such time as Nicaragua is current on its obligations
under’'the Articles of..Agreemént.-relating to repurchases and.the
fpayment of charges.in.the General Department.

: . 5. : The present decloion shall be reviewed within a. perlod
of three months from the date of the decision. ‘The Managing
. Director will consult with-the Nicaraguan authorities regarding
. the prompt elimination: of -the.reémaining overdue obligationg and
‘:may requesr an exteunsion-of -that, period and the prospects.

Decioion No. 7720- (84/88), aa0pted
June 6, 1984

4. 1984 REGULAR ELECTION OF EXECUTIVE DIRECTORS - AD HOC COMMITTEE

The Chairman proposed that an ad hoc committee be establjshed to draw
up rules for. the 1984 Regular Election of Executive Directors.

WithOut’discussion the- EKECuflVP Board approved ‘the tollowing dec15lon‘ef
'eéh ad hoc committee. on the Ru1e5 of Election for the 1984

Reguldr Flection of Executive.Directors shall be established to _
propoese: rules for the conduct of the forthcoming regular election
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of Executive Directors and to examine and submit recommendations
to the Executive Board on any related matters. The Committee
shall be composed as follows: Mr. Tvedt, Chairman; Mr. Alfidja,
Mr. Donoso, Mr. Finaish, Mr.: -Joyce, Mr. Malhotra, Mr. Salelikhou,
and. Mr. Wicks. :

Adopted June 6, 1984

APPROVED; PJaduary 22, 1985

LEO VAN HOUTVEN -
Secretary -
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Guyana - Cdmﬁléiﬁp‘Udder'Rule_K*l

Draft: Décision

.l'f':ifégManaging biretiar'hééiféportad under éﬁlefK*I 6fvfhé“fﬁgéi§”

Ru;ﬂé'é?d Réé£lations td:fheiExecutivé Board the facts on the basis of
ﬁhich’itAé?peéred to him dt the dafés of these reports that Guyana was,ﬁdt":
fulfiilingsits obligationé ﬁhdér;fhé Articles of Agreement and-submittéd;lz
a complaiﬁt.on April 4, 1934 (EBS/84/47;QSupplement 2)‘in‘aCCOrdance‘ﬁffhﬁff-
_tﬁét fulé;” §ﬁe~complaint was that as'éfVMarch 30, 1984, Guyana was nofoz
fﬁlfilliﬁgiifs obligationS'réiatiﬂg4£o:fepurchases and the payment of
cHafgés:ih‘thé General Departmenfiiﬁ'the‘total amount of SDR 13,991,394;"
inéluaing»botﬁ overdue reﬁuréhéﬁés.and.éharges. These facts and the com—-
blaiﬁt:of¢fﬂe'Managing Direcfor-héve'beén-communicated to the authorities
:;of Guyana. |
‘_jé} - Qﬁ.M;y 18, 1984‘Guyaﬁé'madé a'béymeht equivalent to SDR 506,196.
ﬂafo'df§CHérgeﬁpért of the outstanding semiannual charges of SDR 1,505,295

" a.ue'51@-1#1‘-3,»‘1&983‘, reducing this ‘obligation to SDR 999,099. Since the

' éuhmisgidﬁ By the Managing Director of the complaint on April &, 1984,
-GUyané:Eas become overdue in discharging additional obiigationé totalliﬁg:’

A éER 2;557;213 in respect of two repurchases due April 16, 1984 and May ll;; "
1984 and guarterly charges due May 7, 1984, Taking into account the pay‘i»
mentS’médebby Guyana and the obligations that have become OVérdue sincé:,,
March.Bb;:IgéA; Guyana's overdue payments to the Fund have increased to a:

'total"amdunf of SDR 16,042,411 in the General Department.
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”3L  'Having considered the repo;ts¢df the ﬁanaging.Director, thé
comﬁ@éinf,:énd the views of Guyana;wthe;Fund finds that Guyana has failéd'
tdfféifiil its obligations under fhe Articles of Agreement as stated in'-”‘
1 and 2"';='.b‘c'):veL |
"iA;'  iHe.Fund regrets thé‘ﬁbﬁ§S§ef€énce by Guyaﬁa of its obligaéions )
and urges Giyana to resume their observance forthwith. ‘The‘Fund decidqé,
pursuant to Rule K-2 of the.Fund'é ﬁh1e and Regulations;‘thaf Guyana_sﬁail:A
not maké*usétof the general resourcéé §f ;he fund until such time as éﬁ&éna
is fulfilling irs obligations undervthé Articles of Agreemenﬁ relatingxéo
repurchases.and the payment of charges~iﬁ'the GeneralsDeﬁartment._
5. ‘ Theé Fund also urgeS'Guyana'to édOpt sound economic and finaﬁéiai

policies.




EBM/84/88 ~ 6/6/84 - 40 - ANNEX IT

Nicaragua - Complaint Under Rule XK-1

Draft Decision

1. The HManaging Director has repotrted under Rule k-1 of tﬁé Fuh&f§w‘

Rules and Regulations to the Executive Board the facts on the basis of:f'A :f:

which it appeared to him af tﬁéjé&fé;’éf these repdfté thatiﬁicéragué<lt”-
was noi fulfilling its obiigaﬁions-ﬁndér tﬁe Arfiéles_of Aggéémeﬁt 356; '
submitted.a complaint oun March é; 19345in éccdrdanéé.with thét'ﬁﬁle;ingéﬂ' 
compléint;}émended on April 6, 1984, waé_ﬁhat Nicafagﬂa3;as n§t fu1fiii£ng
1ts obligation relating to repuréh53es iﬁ the Genéfai Depértﬁent in thé‘fﬁ
rotal amouht:of SDR 10,105,121. ffhéééffécts, aﬁd the égmpléinf.df thé.
Managing ﬁi;ectbr in EBS/84/48, Snpﬁleﬁeﬁt 1, have beén éommunicated-to
the authorities of Nicaragua.

2. Since then, Nicaragua's overdue finaucial obligations in the
General.Department at first increased to.a total amount of SDR l3,498}526,i
including the obligation to pay chatrges of SDR 215,700, but were then
reduce& to the total amount of SbR 10,103,379, all of which relates té
repurchases. |

3. Having considered the reports 6f the Managing Director, the
complaint and the views of Nicaragua, the Fund finds that Nicaragua has
fajled to fulfill 1ts obligation relating tc repurchases in the General
Department in the total amcunt of SDR 10,103,379. |

4a The Fund acknowledged the recent payment of a portion of thé' '“
overdue payments but regrets the nonobservance by Nicaragua of its-
remaining obligation and urges Nicaragua to resume its observance forfh4'

with. The Fund decides, pursuant to Rule K-2 of the Fund's Rules and
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; Regulatlﬁns, that Nicaragua shall not make use of the general resources

aj'»gf the Fund until such time’ .as Nlcaragua is fulfilllng its obllgationq=7‘”

-:funder the Articles of Agrcement relatlng to repu1chases and the pal_’

: f?of ch"rges in the General Department.“"

;Thn Fund also calls on Nicaragua to urgently adOpt economic afi

'-Lieconomic growth.'






