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1. MILITARY EXPENDITURES AND ROLE OF FUND

The Executive Directors continued from EBM/91/134 (9/27/91) their
consideration of a staff paper on military expenditures and the role of the
Fund (EBS/91/155, 9/10/91). They also had before them a draft of the
concluding remarks from that discussion (see Annex I).

The Director of the Exchange and Trade Relations Department said that
questions raised by Directors during the discussion on military expenditures
at EBM/91/134 (9/27/91) and on the staff report for the 1991 Article IV
consultation with Syria (EBM/91/135, 9/30/91) seemed to suggest that the
staff had been moving into new territory in the treatment of military
spending. The staff had subsequently reviewed its treatment of such
expenditures in some previous staff reports and the Board’s reaction to
them. The staff had noted that Directors’ comments on military expenditures
in Syria at EBM/91/135, for example, were consistent with the established
practice over many years in discussions of Article IV consultations,
generally, and for Syria, specifically. The 1989 Article 1V consultation
with Syria was a good example. Two aspects of the Syrian case particularly
warranted attention. The first was the high level of govermment spending on
the military, at 45 percent of government current expenditures. The staff
commentary on that issue had been meant to highlight the fact that such a
large military component in the budget inevitably entailed the diversion of
resources from investment and, therefore, affected Syria's growth and
development prospects.

The second significant aspect of the Syrian case was the deficiency of
external debt data, which, in the staff’s view, impaired its ability to
assess fully the external situation and prospects, the Director remarked.
That issue had been noted in the staff report on Syria, including the
staff’'s assessment that the external position was likely to be somewhat
weaker than the authorities’ data suggested, given the supplementary data
that the staff had on the externzl exposure of the country.

The Syrian case--and he cited it only because it had come up in the
context of the broader discussion--raised the issue of the type of data that
the staff could seek in the context of Article IV discussions, the Director
noted. There should be no question--on the basis of either the Articles of
Agreement or past practice--that fully comprehensive and internally consis-
tent data for the fiscal and mounetary aggregates and for the external
accounts--both flow data of balance of payments and debt stock data--were
essential to perform the minimum analysis needed in order to make the
assessments on which the staff was required to advise the Board in the
context of surveillance.

The staff’s guiding criterion was to request the data needed t. conduct
the analysis that was necessary to assess members’ macroeconomic policies
and prospects, including exchange rate policies, the Director explained.
Such data had always been requested by the staff. Unfortunately, members
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had not always made that information available--at least not fully compre-
hensive information. One purpose of the recent staff paper on military
spending had beeun to obtain the Board’s guidance with respect to such cases.
All members were required to provide such fully comprehensive and internally
consistent data on the basic macroeconomic aggregates. The more difficult
question--and the one that lay behind the concerns expressed during the
discussion at EBM/91/134--revolved around the extent to which disaggregated
data might be sought.

In that commection, the Director continued, it was not possible to
catalogue the exact data that might be requested; as he had mentioned during
the previous discussion, he could not envisage, for example, providing all
merber countries with the same blank tables with rows and columns
identically labelled to be filled in as part of the Article IV consultation.
However, the guiding criterion in requesting data would be the same for all
members: the staff needed to have access to the data required to analyze
members’ macroeconomic policies and prospects sufficient to assist the Board
in performing surveillance responsibilities. To fulfill that respon-
sibility, the staff had always followed the practice of requiring data with
some disaggregation across revenue and expenditure items in the bBudget and
the balance of payments.

At the same time, the staff had to give consideration to members’
genuine sensitivities with respect to national security, the Director said.
The burden of proof in that context was on the staff to show the need for
such data., Ultimately, however, it was for the Board to decide whether the
staff's request should be supported in light of a representation in staff
reports about difficulties experienced in fully accessing data. In many
instances in the past, Directors--and the Board in general, as reflected in
summings-up--had supported the staff’'s calls for more comprehensive
budgetary data, including the folding into the budget of extrabudgetary
accounts covering items such as military expenditure.

The timing of the Board’s current discussion reflected in large part
the heightened general attention to the possibilities for military spending
reductions in light of recent developments in certain areas of the world,
the Director commented. Those possibilities were important in view of the
Fund’s general concern about a possible ex-ante deficiency of saving to meet
tlie new investment demands emerging in the world and the Board’'s concern
about various individual cases in which the need for savings made it urgent
that military spending be fully budgeted and, if possitle, reduced. In its
references to possible reductions in excessive military spending, the staff
did not in any way intend to imply that it or the Board should decide
precisely what reductions were possible.

The consensus of Directors during the previous discussion had been that
the staff and the Board might not have the authority to determine whether a
reduction in military expenditures was possible, the Director of the
Exchange and Trade Relations Department recalled. However, the magnitude of
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military spending could have an economic impact that affected macroeconomic
prospects and performance. From that point of view, total expenditures,
including military spending, were of interest to the staff and the Board.

The Acting Chairman noted that the Interim Committez's consideration of
global savings and the productive use of scarce resources would be based on
the discussions on the world economic outlook and, more important, the staff
paper on military expenditures. Some Directors would have preferred to have
additional time to reflect on the subject of military expenditures, but the
Board’'s current exchange of views was needed as background information for
the forthcoming Interim Committee meeting.

Mr. Goos stated that he could accept the proposal for including the
concluding remarks among the Interim Committee’s background documents, but
somehow one had the feeling that that document would reflect the lowest
common denominator. He would like the Board to be more explicit on the need
to make military data more transparent and to stress that it expected all
members to cooperate in presenting such figures. It was on exactly that
point that Directors' views were split. As a compromise, he could support
the concluding remarks.

Nevertheless, he wished to stress the point made in EBS/91/155 that any
data deficiencies should be stated frankly in the staff repert, so that the
Board would have an opportunity to deal with the issue, Mr. Goos remarked.
He asked the staff to comment on how it would handle sensitive situations in
which the authorities might request the staff not to include any allusion to
data deficiencies in the staff report. In his view, the staff should not
accede to such requests; it should, for the reasons mentioned in EBS/91/155,
set out the data deficiencies it had found.

He agreed with the Director of the Exchange and Trade Relations Depart-
ment that “he consensus in the Board at EBM/91/134 was that the Fund should
refrain from an explicit assessment of the appropriateness of the level of
military expenditures and leave that matter to other organizations through
bilateral relations, Mr. Goos said. Given that consensus, he had been
surprised to read the contrary in the Washington Post on September 30--only
a few days after the Board meeting--that a high-ranking Fund official had
outlined a new Fund strategy proposing mutually agreed upon global defense
~pending reductions that would be formally unveiled at the Annual Meetings
in Bangkok. As Mr. Posthumus had mentioned at EBM/91/134, it would be more
appropriate for any Fund representative to await the outcome of Board
discussions on such important subiects before going public.

Mrs. Xrosby remaiked that she strongly agreed with Mr. Goos. Linking a
possible disarmament role for the Fund with the pgoals set out in the staff
paper would negate the effort to achieve those goals.

Mr. Posthumus stated that he could baéically support the draft conclu-
ding remarks, but he would appreciate some clarifications. He agreed with
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Mr. Goos that the Interview given the Washington Pest did not reflect the
actual discussion that had taken place in the Board. He hoped that the
senior cfficial quoted in the article would be informed that there were at
least two Directors who did not appreciate the comments made to the Post.
He also agreed with Mrs. Krosby that a linkage between the broader arms
reduction discussion and the role that the Board was discussing should be
avelided.

He asked the staff to comment on the first paragraph of the draft
concluding remarks, in which the words "many"™ and "most" were used
repeatedly, and--perhaps mest Directors would agree--unnecessarily,

Mr. Posthumus said. In the beginning of the second paragraph, two things
wer'e not clear. "A numbzr of Directors” was placed vis-a-vis “"some others.”
That wording incorrectly implied that what remained was a large majority,
who had not expressed any view. A distinction should be made between the
collection of data and data analysis.

Mr. Evans said that, like previous speakers, he had been somewhat
perturbed by the Washington Post article that had appeared after the Board’s
initial discussion of military expenditures and the role of the Fund. How-
ever, he was reassured by the text of the draft concluding remarks, because
it contained no provisions that would allow the Fund to get inveolved in the
sort of new global strategy that the article had referred to. As he had in
the discussgion on the environment, he wanted to make clear that his only
concern was that the Fund not endanger its relatiounships with individual
members to the extent that it would be inhibited In performing its basic
role, Therefore, he suggested that that concern be incorporated into the
concluding remarks in the form of a final paragraph with words such as the
following: “In implementing the procecss as described above, the Fund will
be guided by the need to maintain the cooperation with membsrs necessary for
the fulfillment of its mandate.”

With respect to the final sentence in the fourth paragraph, he agreed
with the idea expressed there, but he wondered whether the reference to
performance criteria was not too limiting, Mr. Evans remarked. Performance
criteria were a part--but cnly a part--of Fund conditionality. The words
"performance criteria under Fund arrangements” should be replaced by more
appropriate wording, such as "conditions and objectives, including perfor-
mance criteria, if necessary.”

Mr. Peretz stated that he agreed with ifx. Goos's comments on the draft
concluding remarks. In addition, the draft should make clear why the Board
ravored what he regarded as the lowest common denominator, rather than
favoring the approach described at the beginning of the second paragraph:
"While a number of Directors saw a limited, albeit important, role for the
fund in the collection and analysis of data on military spending...." That
number of Directors, by his reckoning, probably constituted a majority of
the voting power of the Board. However, all Directors recognized that the
course of action that they took would require the cooperation of all member
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countries. Therefore, more than a straight majority of the Board was
needed. Directors should be looking for an approach that commanded a wide
degree of support.

Continuing to the next sentence in the second paragraph, rather than
just saying, "In light of these diverse currents,” Mr. Peretz proposed the
following wording: "Since the proposal seeks to collect data from all
members, in the context of Article IV discussions, it would require the
cooperation of members. Directors felt it important to find common ground
that would command a wide degree of support among the Board.” The text
should refer to the fact that the staff would be able to use the data that
they did collect to carry out some cross-country analysis of the macro-
economic implications of military spending. He did not recall that any
Directors had considered that activity to be outside the Fund’s mandate.
Irrespective of what Directors concluded, Ministers in Bangkok might express
different views during the meetings of both the Development and Interim
Committees,

Mr. Arora said that the Director of the Exchange and Trade Relations
Department'’s comments at the beginning of the current discussion reinforced
his own observations at the previous meeting that access to data on military
expenditures should be linked to the existing consultation process, which
already specified procedures whereby countries were to make data ¢vailable
to the Fund without inhibition. The Fund did not want to give developing
countries the impression that some new situation was being introduced into
the relationship between the Fund and its members. In fact, many countries
already supplied information on military expenditures.

The Fund had programs with approximately 50 countries, and that number
was bound to increase in the future, Mr. Arora remarked. In program coun-
tries, the Fund had considerable iunfluence over both which data were
supplied and which policies those countries should follow as a result of the
macroeconomic analysis flowing from that data. The Fund generally had less
influence in countries where it did not have programs.

It was inconsistent to advocate that military expenditure data should
be made available to the Fund for analysis without recognition that that
analysis might well lead to a policy recommendation to reduce military
expenditure, because it impaired macroeconomic performance, Mr. Arora
commented. Hence, the information in the Washington Pogt article might not
be so far off track, despite what some earlier speakers had said,

Member ccuntries understood the importance of their military expendi-
tures, whereas the cross-country analyses suggested by Mr. Peretz failed to
account for the fact that what might, at first, appear to bc a large expen-
diture might turn out to be justified in the light of the situation in a
particular region, Mr. Arora stated. The Fund should not make value judg-
ments of countries’ decisions on the proportion of resources devoted to
wilitary spending. There was a heightened awaremess currently that military
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expenditures should be reduced. But that was precisely what a majority of
Directors had asked the Fund mot to recommend. However, it was his view
that it was impossible for an intelligent person to make an economic
analysis using military expenditure data and then to suppress his or her
views about it. Directors were asking the Fund to do sonmething which would
go against the intellectual exercise that had been conducted.

He agreed with Mr. Peretz, despite reservations expressed by other
Directors, that a majority of Directors, in terms of both number of speakers
and voting rower, saw a role for the Fund in the collection and analysis of
military expenditure data, Mr. Arora said. With respect to the last
sentence of the fourth paragraph, "To the extent a member provides disaggre-
gated data, Directors agreed that such data should not serve as a basis for
establishing performance criteria under Fund arrangements,” his impression
of the debate at the previous meeting was that, whether or not a country
provided disaggregated data, the question of conditionality did not arise.
However, that sentence gave the impression that in certain circumstances it
might be possible for the Fund to have disaggregated data, because some
country might provide it, although it was not a performance criterion or did
not arise from conditionality. However, he wondered what the Fund would do
if the member provided only aggregated data.

He also agreed with Mr. Peretz’s view on the importance of members’
cooperution, Mr. Arora remarked. The importance of that cooperation with
meners should be emphagized. Therefore, it would be advisable to eliminate
the two sentences beginning “however, if data deficiencies were thought to
impair the ability...," because it followed that if member countries were
not cooperating and the Fund was exercising its Article IV responsibilities,
the staff would comment on whether the consultation was proceeding satis-
factorily. The sense that was then conveyed was that the member that was
not cooperating was misbehaving and should be punished, with the punishment
to be decided by the Board. To make an acceptable and effective statement,
that sense needed to be removed. A statement that the Fund was not being
assisted to the degree that it should have been could still be made at the
time the Board discussed the Article IV consultation.

The idea of performance conditionality had been pressed forcefully by
Directors during the previous discussion, Mr. Arora recalled. 1If & forceful
statement could be made in that connection, it would allay considerable
suspicien.

Mr. Filosa remarked that--at the risk of giving the impression that
Directors were considering a document that was not before them, namely, the
Washington Post article--although he had been surprised and displeased by
the article, he had been even more surprised not to see in the same news-
paper on a subsequent date an official objection to the journalist’s inter-
pretation, because the ilmpression had been given that the Fund had a stra-
tegy for estimating the extent to which military expenditure could be
reduced and for proposing that the savings from that reduction should be
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invested in Eastern Europe. He hoped that future discussions in the Board
would not again be pre-empted by articles in the Post.

He agreed with the views of the Director of the Exchange and Trade
Relations Department, Mr. Filosa sald. He could, therefore, suppert the
draft concluding remarks. He suggested that the words in the fourth para-
graph, "It would be for the Board to consider the implications of such
deficiencies for the conduct of its surveillance responsibilities,” would
better reflect what the Director of the Exchange and Trade Relations
Department had said in his opening statement if they were changed to say
that data deficiencies that remained unresolved would be brought to the
attention of the Board in the staff report in the manner in which such later
deficiencies were normally reported and considered by the Board for the
conduct of its surveillance responsibilities. That was a straightforward
way of expressing what was meant by the staff paper without giving the
impression that the Fund was paying special attention to that data vis-a-vis
other data that might be equally relevant.

The last paragraph said that some countries were currently contem-
plating a reduction of their military establishments, Mr. Filosa state’.
Directors had noted that such reductions were being contemplated in Eastern
Europe, Central America, and some Industrial countries. That paragraph
should be revised to allow for future decisions by other countries and by
regions other than those listed. He suggested that the wording of the first
sentence be changed to read: “Countries, when contemplating downsizing
their military establishments, may wish 7o be assisted in assessing the
possible effects of such downsizing on macroeconomic performance.” He would
leave the third sentence as it stood, except for the deletion of the referxr-
once to Eastern Europe, Central American, and other industrial countries.

: Mr. Fukui commented that he, too, had been pizzled and surprised by the
Washington Post article. Its content had certainly gone beyond the Brard's
discussion. The draft concluding remarks appropriately covered the main
points of the Board’s discussion, and he could support them.

With respect to the fourth paragraph, which discussed the level of the
aggregated data, it was his view that aggregated data would generally be
sufficient for the purpose of macroeconomic analysis, Mr. Fukui said. After
the explanation given by the Director of the Exchange and Trade Relations
Department, he now believed that disaggregated data might be necessary to
give some meaningful analysis of the discussion. However, the extent .o
which data should be disaggregated was a sensitive issue and could not be
clearly defined at the present juncture. It was his understanding that,
according to the draft concluding remarks. if the discussion between a
member country and a mission reached a stage at which it was the staff's
view that disaggregated data were needed and the authorities disagreed, then
the problem should be brought back to the Board for discussion. With that
understanding, he could accept that paragrhph.
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In the last sentence of the third paragraph, reference had been made to
the comprehensiveness and timesliness of data reported by autheorities,
Mr. Fukui noted. Mr. Goos had pointed out the need for transparency in the
data, and the Board had discussed that need too. Therefore, that idea
should be added to that sentence.

The Director of the Exchange and Trade Relations Department commented
that the critical issue was the extent to which the data provided by the
authoritiés would be presented in the Board documents. Lata made available
to the staff for its analysis was, in some instances, far more detailed than
that presented in the Board documents for the Article IV consultation or for
a program review. Authorities might want to provide the staff with data for
the purpose of a certain analysis--particularly if che authorities were
seeking assistance in analyzing a particular charnge that might be taking
place in the size of their military establishmeut--but would not want it
printed anywhere. So transparency would be a matter of judgment.

Mr. Posthumus said that he wondered whether he should conclude that
transparency was to be included or excluded from the draft concluding
remarks. ‘

The Director of the Exchange and Trade Relations Department replied
that there was agreement on the need to conduct analysis. Where Directors
disagreed was on the appropriate data disaggregation and how it should be
presented. He had suggested that data disaggregation was a function of the
type of analysis that had to be performed in each instance to provide the
information that the Board needed to conduct its surveillance responsibili-
ties. As to presentation, the results of the analysis could be given
without presenting details of the data. The preferences of the authorities
in terms of the kind of presentation that would be made was a reflection of
sensitivities to national security issues. He could not, at that stage,
provide a definition of the appropriate limits of transparency that could be
applied generally; in the same sense, the staff could not provide the Board
with uniform sets of blank tables requesting that all authorities fill in
the same tables.

Data collection had to be on a case-by-case basis, owing to varying
analytic needs, the Divector of the Exchange and Trade kelations Department
said. The first concern of the staff would be to make sure that it had
fully comprehensive data within the context of the aggregates. In addition,
it needed disaggregated data to conduct its analysis. The subsequent
presentation of that disagpgregated data involved questions of member coun-
tries' sensitivities, perhaps involving national security, for which it was
not possible to set hard and fast rules.

Mr. Mirakhor noted that a number of Directors had referred to the last
two sentences of the third paragraph. 1In, addition to the difficulties that
Mr. Arora had listed, there was an operational difficulty, in that if the
Board was to be asked to judge whether the authorities’ responses to data




- 11 - ' EBM/91/138 - 10/2/91

requests were deficient, the Board needed to have some point of reference
for making that judgment. Currently, the Board had no idea what data the
staff would ask the authorities for; that information would be necessary
before the Board would be able to determine what constituted a deficiency.
For example, with respect to Syria, the only question that apparently had
been asked--as reported in the staff report--was the percent of current
expenditures devoted to military expenditures. He wondered whether that was
the kind of aggregate data that the staff would be asking and whether, if a
government did not give that information, the Board would consider the
response to bc deficient.

Because emphasis had been placed on voluntary cooperation and the
necessity of advising authorities, Directors should seriously consider
Mr. Arora’s proposal to drop the last two sentences of the third paragraph
Mr. Mirakhor said. 1If not, the Board should at least have some idea of what
it was that the staff would be asking. For that reason, he had asked
whether it was possible for Directors to have some idea of the guideline
that was to be given to the staff on what it could ask for and what it could
not. Otherwise the ambiguity would remain, and the Board would have diffi-
culties in the future in determining exactly what constituted data
deficiencies.

Mrs. Krosby recalled that, in addition to the Washington Post, the New
York Times had carried a report on the earlier Board discussion of military
expenditures. Given those newspaper articles, Directors should be careful
that the concluding remarks expressed thelr views precisely to avoid any
future hyperbolized and distorted newspaper accounts, especially before the
Annual Meetings. The calls that she had received from the press indicated
that reporters were very interested in the Board's discussion.

Mr. Kafka saild that he agreed with Mrs. Krosby and Mr. Evans. He asked
for clarification en the second sentence of the fifth paragraph, which read
in part: "In such cases, the authorities would presumably be willing to
provide such data as would permit more detailed economic analysis...."
Moreover, the remainder of that sentence--"and facilitate policy decision”--
begged the question, whose policy decision? It could not be the author-
ities’ policy decisions, because they already knew the data. It could not
be the staff’s policy decision, because the staff did not have military
experts. He suggested that, at a minimum, the words "and facilitate policy
decision" be stricken from that sentence.

The Director of the Exchange and Trade Relations Department remarkeA
that the presumption was that the staff would be cooperating with the
authorities in an analysis that would feed new information to the author-*
ities, on the basis of which the autherities would be able to take better
policy decisions on the economic aspects of military expenditures--not on
the national security aspects.
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The Acting Chairman remarked that, if, for example, a government was
going to reduce its defense expenditure by 3 percent of GDP, then it would
want to know the impact on fiscal and monetary policy; that analysis would
facilitate economic policy decisions, but it would have nothing to do with
national security decisions.

The Director of the Exchange and Trade Relations Department said that
the text in question could be clarified even further by changing the word
"decision" to "discussions."” Those discussions could be either the discus-
sions between the staff and the authorities on the macroeconomic impact of
the decisions that they might be taking, or the authorities’ own internal
discussions, which could be based, at least in part, on additional informa-
tion provided through the staff’s analytical .ork.

Mi. Kafka suggested that the concluding remarks explicitly state that
the data were to be provided exclusively for economic analysis and economic
discussion and leave out such unclear phrases as "facilitate policy
decision.”

Mr. Al-Jasser stated that his fears had not been fully allayed by the
draft concluding remarks currently under consideration. For example, para-
graph 4 described how the staff would approach the collection of data on
military expenditures and its analysis. Although the paragraph noted that
the data were highly sensitive, it insisted on disaggregated data, despite
references to the adequacy of aggregate data. The word "disaggregation" was
used frequently in that paragraph. The statement that disaggregated data on
military spending would be necessary to assess fully the growth prospects of
the economy and that the staff would request such additional information
that might be necessary meant that even disaggregated data might not be
sufficient for the analysis. Moreover, it was contradictory to refer to the
voluntery cooperation of the authorities and to say in the third para-
graph that aggregate data, including military transactions, "must be
reported fully to the Fund." After stating that data would be at a highly
aggregated level, the text discussed the need for disaggregated data in the
next paragraph, but then, in the same paragraph again said that data
required were expected to be at an aggregate level.

The draft concluding remarks were confusing and worrisome as to what
the Fund as an institution was txying to do, Mr. Al-Jasser commented. If
the Fund had a disarmament role, then the discussion should be couched
differently. He shared the views expressed by previous speakers that the
initiative reported in the newspaper articles which had gquoted a senicr Fund
cfficial exceeded the staff paper that Directors had discusced. Even in the
last paragfaph of the draft concluding remarks, which seemed to be the least
objectionable, it appeared that the Fund would insist on data from countries
that were downsizing regardless of whether or not they had asked for Fund
technical assistance.
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Much remeined to be done to allay the concerns of the membership,
Mr. Al-Jasser remarked. Mr. Evans had rightly pointed out that the coopera-
tion that the Fund already had with the membership was at stake. He hopc+
that the Fund would not jeopardize that cooperative relationship by indul-
ging in politically charged topics that, although they had some had economic
impact, could have significant costcs in terms of the Fund's relationships
and the fulfillment of its more important tasks. There had not been suffi-
cient discussion to be able to present concluding remarks to the Interim
Committee. Although he agreed with Mr. Peretz that Ministers could speak on
anything they wanted to at the Interim Committee discussion of the topic, he
was not comfortable about the Board giving the Interim Committee a document
that might be understood to say that the Board supported such an expanded
role. Directors had not yet heard from the General Counsel, and many points
made at the previous discussion had touched on legal aspects. The topic had
been considered with too much haste, and it would not be correct for the
Fund to proceed in the way that had been suggested thus far,

The Acting Chairman said that the awu.guity inm che fifth paragrapa that
Mr. Al-Jasser had noted of countries providing data on military cdownsizing
irrespective of whether or not they had requesteu assistance from the Fund
could be eliminated. That text was intended to apply only to those coun-
tries that wished to engage the Fund in that kind of discussion. An earlier
version had had a slightly different first sentence that h.d not had that
ambiguity. A phrase could be inserted to the effect that, when authorities
sought such assistance, they presumably would be prepared to provide the
necessary data.

The Director of the Exchange and Trade Relations Department responded
that he was not sure to what extent Mr. Al-Jasser’s concerns could Le satis-
fied simply by language changes. In the last paragraph, the expression
"would presumably be willing®” had not been intended to .imply willingness in
response to a request from the staff. The authorities were simply asking
for assistance and, therefore, were making available the data the staff
needed to conduct the analysis that the authorities had asked it to conduct.
Changing the phrase from "would presumably be willing” to "may wish" would
make no effective difference. Similarly, in the fourth paragraph, "such
addicional” was not intended to be read with the meaning Mr. Al-Jasser had
attached to it. The first part of the paragraph talked about disaggrega-
tion. The phrase "such additional” did not refer to yet another level of
disaggregation; it simply referred back to the disaggregated data mentioned
in the first few sentences of the paragraph. Such problems could he dealt
with in redrafting.

Mr. Al-Jasser observed that, in the fourth paragraph, the disaggregated
data that the Fund would request referred to military spending. That dis-
aggregation exceeded the aggregated data referred to in the third paragraph,
which referred to aggregate data which inclyded fiscal expenditures, inter-
national trade, and external assets. The Director of the Exchange and Trade
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Relations Department had shown that the draft concluding remarks contained
an oper-ended statement that could be inferpreted in any way one wanted to.

Mr. Filosa said that the rephrasing of the fifth paragraph suggested by
the Director of the Exchange and Trade Relations Department concurred with
his recommendation. That rewording would include not only those countries
that had currently exp*<ssed such intentions, but also all those that in the
future would take suc’s a step and, therefore, could ask the Fund fcv assis-
tance in making an evaluation of the econowmic consequences of their
decision.

Mr. Clark, referring to the fifth paragraph, said that the Executive
Board seemed to be moving to a view that it did not want to give the staff a
tremendously expanded roles with respect to military expenditures. The
comments of the Director of the Exchange and Trade Relations Department at
the start of the current discussion suggested that the staf” had neot been
asking for a tremendously expanded role in that area; in fact, the Director
had suggested that the collection of military expenditure data was consis-
tent with the collection of any other needed to have fully comprehensive and
internally consistent data at an aggregate level and, in some circumstances,
at. the disaggregate level. He had certainly been prepared to support that
proposition. 1In fact, at the time he had not been able to understand the
purpose of the Board’s previous discussion. Of course, the articie in the
Washington Post had soon turned on the light. As the saving went, one
should always lock for the other agenda.

He had found all the paragraphs before the last one, paragraph 5, quite
acceptable and straightforward, Mr. Clark stated. Unlike Mr. Al-Jasser, he
had found the last paragraph the most difficult, beceause to that point, the
contents of the draft concluding remarks were consistent with the need for
comprehensive and consistent data. But the last paragraph moved the discus-
sion a long way from simply doing what the Fund should be doing, and he
wondered whether that paragraph needed te be included. Any country could
ask the Fund to do analytical work, be it an analysis of military expendi-
tures or another topic. If the resources were available and an agreement
could be reached, then the work would be done. Therefore, it was not clear
why that particular paragraph needed to be included in the cencluding
remarks.

Mr. Prader remarked that his chair would have preferred to have had the
discussion on military expenditure in the wider framework of a discussion on
unproductive expenditures. However, he could accept the concluding remarks,
although they represented only a minimalist pesition. *

A number of Directors had criticized the political nature of looking
into military expenditures, Mr. Prader noted. It should come as no surprise
that lowering the ideological temperature would lead to changes in the Fund,
including glasncst. He recalled that, before the major changes in Eastern
Eurcpe, Directors with Eastern European countries in their censtituencies



- 15 - EBM/91,/138 -~ 10/2/%%

had been used to political questions. It was even pointed out that economic
liberalization would lecad to political liberalization. Now, after 40 years,
the fact that “he Fund could request military data from Eastern European
nations and that those countries recognized the implications of the request
for eccnomic snalysis should come as a relief to Directors,

Mr, Zoccali said that voluntary cooperation was, as other Directors had
mentioned, tt2 esvence of any workable strategy. The current draft was a
common denominator. Nevertheless, national security was a sensitive issue,
and there might be some difficulties not resolved by drawing a line, as
suggested, between the reporting of disaggregated data and the analytical
presentation. He could live with the basic thrust of the draft. However,
he agreed with the comments on the fifth paragraph by Mr. Evans, Mr. Clark,
and Mr. Kafka.

Mr. Goos noted that the second and third sentences of the first para-
graph were somewhat repetitive. The text had referred to the world economic
outlook and, in that connection, the relationship between military spending
and the shortage of global resources. The text then alluded to the initial
discussion of military expenditure and the role of the Fund. Therefore, he
suggested keeping only the first part of the third sentence--"In the more
recent discussion on Military Expenditure and the Role of the Fund"--and
drup the following four-and-a-half lines and continue with "Most Directors
indicated that as military expenditures can have an important bearing...."

With respect to the issue raised by the Washington Post article,
Mr. Goos wondered whether there was a strategy proposing mutually agreed
global defense spending reductions under preparation by the staff and
whether it wnuld be unveiled at the Annual Meetings.

The Acting Chairman replied that he was not aware of any such strategy.
Directors need not read too much into the Post article. The author of the
article tended to exaggerate.

The Director of the Exchange and Trade Relations Department said that
the staff, which was not preparing such an initiative, had been surprised by

the Washington Post article.

Mr. Filosa remarked that he wondered why the Fund did not reply to the
recent newspaper reports on their discussion on military expenditure.
Although there was no need to respond to articles that raised minor prob-
lems, the articles in question had been detrimental to the Fund'’'s public
image. The Fund should respond to significant unwarranted newspaper
articles.

The Acting Chairman replied tnat Fund practice had been not to respond
to newspaper articles, because a response was more likely te result in an
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expansion of the story than a correction. Stories were more frequent at the
time of the annual meetings.

Nr. Dawson commented that he had spent some time attempting, with
little success, to encourage the Washington Post to publish more factually
correct articles. The Acting Chairman’s view of Fund practice with respect
to corrections to newspaper articles was well founded. It was his experi-
ence that a request for a corrcection generally only spawned a rerun of the
article, with an appended denial by the party misquoted. '

Mr. Finalsh remarked that his authorities had not yet had the chance to
look at, much less to respond to, the draft concluding remarks. It was
unfortunate that Directors had been forced to compress their discussion of
such a sensitive issue. Like other speakers, he detected some vagueness in
certain sections that might, because the document was to serve as guidelines
for the staff, result in its misinterpretation.

The last sentence of the first paragraph captured the limits to Fund
involvement that a majority of Directors had underscored during the previous
discussion, Mr. Finaish commented. The first paragraph dealt with the
general issue of the desirability of shifting resources from military expen-
diture to other uses that enhanced investment and output. The last sentence
said that it was not appropriate for the Fund to address the level. There-
fore, the reference to data in the middle of the paragraph did not seem
relevant. The fourth sentence in the first paragraph should be dropped.

He understood the rationale underlying the third paragraph, but the
purpose of the fourth paragraph--one that many previous speakers had
addressed--was not clear, Mr. Finaish said. The reference to data disaggre-
gation suggested that the staff needed to know the components of military
spending in order to clarify correctly the national or fiscal accounts--a
step which would require separate identification which the third paragraph
was prepared to forego. The national or fiscal accounts should be inclusive
of military components--provided those components were classified by the
authorities themselves, rather than by the staff.

Again, with vespect to the fourth paragraph, Mr. Evans and Mr. Arora
had already referred to the sentence on conditionality, Mr. Finaish
recalled. During the previous discussion, Directors had also referred to
conditionality. Therefore, the paragraph should stay, but the reference in
the second part of the sentence "...should not serve as a basis for estab-
lishing performance criteria under Fund arrangements” should be amended to
read "...should not serve as a basis for conditionality in the use of Fund
resdurces,"”

The third paragraph seemed to be gencrally acceptable to many speakers,
Mr. Finaish observed, but he had one wourd of caution. On the one hand, one
could not dispute that partial data which did not ccver certain items could
complicate the staff’s ability to make macroeconomic assessments, On the
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other hand, a transition from partial to comprehensive data, even when
provided only at the aggregate level, might indirectly provide information
on items that had been excluded in the past. Therefore, for some countries,
security gquestions might arise at the time of tranmsition from partial to
comprehensive but aggregate data. He was not sure how to deal with that
problem, but Directors should at least recognize the dilemma. If the Board
were to discuss a staff report for an Article IV consultation with a country
that gave the Fund partial data--for example, a debt of $5 billion that
excluded military debt--then, at the next consultation, when that country
was asked for disaggregate information, the size of the military debt would
be immediately obvious., Whether or not that approach was legitimate, the
Fund would be faced with the problem of transition from current to new
practices. Some countries might be sensitive to such requests and would
not, at least immediately, give data even in the aggregate.

Mr. Al-Jasser stated that he fully agreed with the views of the Acting
Chairman and Mr. Dawson on the Fund’s practice of not responding tc inaccu-
rate reports in the press. However, about two years ago, the Managing
Director had expressed to the Board his disturbance over a leak of informa-
tion from the world economic outlook discussions. Likewise, Directors and
senior Fund staff were distressed by the current leak to the Washington Post
and the New York Times. They needed to have their concerns allayed that the
role of the Board was not being undermined by a disarmament initiative being
prepared for announcement at the Annual Meetings in Bangkok--an initiative
they knew nothing about, except for what they had read in the newspapers.
Therefore, it would be helpful if a senior staff wmember were to tell the
Board that what was saild was iIncorrect. A statement was needed because the
Acting Chairman had not felt comfortable denying categorically the existence
of such an initiative. As a result, he was quite concerned that Board
members might be the last to know what action the Fund might take.

With respect to Mr. Prader’s point on glasnost in the Fund, he had
learned in his introductory economics course that specialization and
division of labor, based on comparative advantage, existed in a more
advanced state of social organization, Mr. Al-Jasser recalled. That image
was the one he had of the Fund, and he was both proud and & little protec-
tive of it. Perhaps another institution was needed to deal with new issu-s;
in the case of cutting military spending, the disarmament Initiatives could
be institutionalized in a new agency sanctioned by the Security Council or
some other body. However, the Fund should guard its specialization.

The Acting Chairman noted that the Managing Director’s draft speech for
the Annual Meetings included no disarmament initiative. His conversations
with the Managing Director on military expenditures had reflected their
conclusion that the downsizing of the military, particularly in
Czechoslovakia, would be a challenge for countries that were transforming
their economies. No broad strategy for the Fund's role with respect to
military expenditures had been mentioned it their discussions.
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Mr. Al-Jasser replied that the Acting Chalrman’s statement explaining
what he knew with respect to the alleged initiative had allayed his own
concerns. Everyone would have been even more reassured had such a statement
been made after the newspaper report had appeared.

Mr. Mirakhor noted that the current Financial Times had also reported
that the Managing Director would deliver a statement on disarmament and
military matters at the Annual Meetings.

Mr. Goos commented that he welcomed the Acting Chairman’s explanation.
However, he proposed that, in addition, Executive Directors agree that
should the Managing Director decide to go beyond speaking in general about
the issue in reference to the .reform process in Eastern Eurr~pe and under-
scoring the need for savings to propose a strategy, then he should inform
Executive Directors prior to his address in Bangkok.

Mr. Prader recalled that the Acting Chairman had menticned the problem
of converting military production in Czechoslovakia to civilian production,
and, at EBM/91/134, the French chair had proposed that that issue be
studied. He wondered whether that proposal had been taken up by the staff.

The Director of the Exchange and Trade Relations Department said that,
with respect to Mr. Clark’'s comment about the last paragraph of the draft
concluding remarks, the structure of those remarks was meant to reflect the
three levels of data that the staff conslidered necessary. The first level
was the fully comprehensive fiscal, monetary, balance of payments, and debt
data--basically a few numbers for each of those major accounts; the data
were fully comprehensive and highly aggregated. The data were considered
necessary for the staff to do the minimum analysis required to assess the
macroeconomic performance and policies of the member countries to assist the
Board in the conduct of its surveillance responsibilities.

At the second stage, that analysis could not be conducted with data
solely at that wholly aggregated "evel, the Director continued, The dis-
aggregation mentioned in the fourth paragraph--which caused Mr, Al-Jasser
some concern--did not necessarily refer to the disaggregation of military
data. It referred in the first instance to disaggregation of the higher-
level data--fiscal expenditure--inte expenditure in particular areas, one of
which might be military. That level of disaggregation of data might well be
necessary for the staff to do its job of providing a sufficient basis for
the Board to conduct its surveillance responsibilities. For example, as
illustrated by many staff reports, the staff could not come to the Board and
show a budget deficit which had been increasing rapidly over the past
several years and had an aggregate on expenditure and an aggregate on
reverue and the deficit, He seriously doubted that those aggregates would
be acceptable to the Board. The Board wanted to know the forces and pres-
sures that were giving rise to that budgetary pattern.
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The staff’s recent examination of the documentation on many consulta-
tions had revealed that the Board had commented time after time on the
pattern of a particular expenditure component, the Director observed.
Frequently, that comment was on a military expenditure. The Board minutes
were replete with such references in Directors’ remarks and even in summings
up reflecting the Board's consensus that the authorities would have diffi-
culty reducing the budget deficit, because so much expenditure was devoted
to the military and the authorities had given no indication that those mili-
tary expenditures would be reduced. It had certainly been the practice of
the Fund and the staff in providing information to the Board to go to that
level of disaggregation.

The third level--the level reflected in the last paragraph--had no
limits, because data would only be disaggregated that fully when the author-
ities had asked the staff to assist them with a particular kind of analysis
beyond the basic macroeconomic analysis, the Directer explained. For
example, the analysis could be of a specific labor market problem derived
from the downsizing of the military establishment. For that purpese, if
certain disaggregated data were required, the authorities would need to make
the data available if they wanted the analysis performed. However, the
authorities exercised their own discretion, both in originating the request
for the analysis and in deciding what data they would provide. 1In that
connection, the staff could not require--nor would it want to require--that
the authorities make certain data available. His earlier response to
Mr. Al-Jasser’'s comment, combined with Mr. Filosa’s suggestion, perhaps gave
a better sense of the situation described in the third paragraph, which
could say that "countries, when contemplating downsizing their military
establishments, may wish to be assisted by the staff in assessing the
possible effects of such downsizing on macroeconomic performance. In such
cases, the authorities may wish to provide such data as would permit that
detailed economic analysis.” That expression would negate any presumption
that the staff was putting any pressure on the authorities for data; the
authorities’ request for assistance was the sole reason for data to be
disaggregated to that level.

There were presentational devices to protect sensitive information in
instances of the kind raised by Mr. Finaish, in which a step increase in
published debt data might enable an inference to be made about the size of a
country’s military establishment, the Director said. The important compo-
nent for analysis and assessment in that context was clearly debt service
and debt-service profiles over time, not necessarily the debt stock.

With reference to the discussion of performance criteria versus condi-
tionality in the last sentence in the fourth paragraph, the staff had been
trying to avoid using the word "conditionality" for a particular reason and,
hence, had used "performance criteria,” the Director of the Exchange and
Trade Relations Department explained. The suggestion to insert the phrase
about establishing conditions and objectives, including performance ecri-
teria, might well work in that context. The reason for avoiding the term
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"conditionality" was the exlstence of an old decision about lending for the
purposes of supporting military purchases.

The General Counsel said that one of the earliest decisions in the
history of the Fund--a question of Iinterpretation of the Articles that had
been raised by the Board of Govermors and put to the Executive Board im
1946--had been on whether a member of the Fund could use the Fund’s
resources to finance the purchase of armaments. After careful study, it had
been concluded that a member was not allowed, under the Articles, to use the
Fund’s resources for the purchase of armaments. That decision had not been
cited often, but it was still on the Fund’s books. Therefore, if conditien-
ality in the broad sense were referred to, it would imply that the Fund was
changing its interpretation of the Articles, whereas the reference to
performance criteria had a different effect. In other words, the prohibi-
tion on using the Fund’s resources for the purchase of armaments could not
be amended now except by a corrective interpretation, which was not being
considered.

Mr. Arora remarked that he wondered why disaggregated, instead of
aggregated, data were being emphasized. If a member country made only
aggregated data available, it would not be used for military debt matters
only. The emphasis of the discussion had been on military expenditure data.
Currently, the staff could not say what level of disaggregation would be
needed. Therefore, the phrase "performance criteria” suggested that the
staff had something else in mind. He wondered why the staff was encouraging
menbers to disclose their military expenditures and wnether the staff did
not want those disclosures to be connected to conditionality in any way.

The Director of the Exchange and Trade Relations Department said that
there was no hidden agenda behind the last sentence in the fourth paragraph.
In light of what the General Counsel had said, the staff was trying to cast
a statement that would capture what had seemed to be the sense of the pre-
vious discussion that military spending should not become subject to con-
ditionality in Fund arrangements. The staff was trying to convey that idea
without running afoul of a general reference to conditionality that might
cause problems in the context of the decision to which the General Gounsel
had referred. Instead of the word "conditionality," the staff had used the
words "performance criteria” to indicate that there was no intent whatsoever
to bring up the issue of military spending at that juncture, because, irres-
pective of intent, military spending would be subject to Fund conditionality
and the use of its resources.

Mr. Clark remarked that he agreed with the Director of the Exchange and
Trade Relations Department, but he wondered, given the current and previous
discussions--and notwithstanding the current moment in history--what
guidance the Board had given the staff that it had not had two weeks ago.

The Director of the Exchange and Trade Relations Department responded
that the staff had gained insight from Directors’ statements about their
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views on military spending and about the appropriateness of attention to
that issue on the broader political scene. If the changes in military
spending that had been discussed were to take place, there would be impor-
tant economic effects. In the context of the individual country studies and
in the world economic outlook, the Fund should be alert to those changes; it
should not make judgments, but it should take the macroeconomic effects of
those changes into account.

With respect to the language on data deficiencies, he had hoped that,
with the clarification that he had submitted earlier about the disaggre-
gation that the staff was seeking and what he had said in his opening
remarks, it would be evident that the burden of proof was on the staff when
it sought greater disaggregation, the Director stated. If there was a data
deficiency, the staff had to be able to show a need for the data when it
came to the Board to complain. It would be incumbent on the staff to show
that certain conclusions could not be made that were important to an assess-
ment of the country’s economic situation as part of a surveillance or
program decision. For example, the staff could not give a five-year profile
showing the prospects for external viability if it did not have reasonably
complete debt and debt-service projections. He hoped that, wit* the current
discussion, the Board would tell the staff that it should be more forth-
coming in informing the Board when it did not have the basic minimum data
required to provide the assessment, so that the Board could react in those
particular cases.

The meeting was briefly recessed.

When the meeting was reconvened, a revision of the draft concluding
remarks was circulated (see Ammex II).

Mr. Mirakhor remarked that he had understood the Director of the
Exchange and Trade Relations Department to have said immediately prior to
the recess in reply to Mr. Arora that the level of disaggregation needed for
the staff to proceed with its analysis should be left to the staff’s discre-
tion. Presumably, thsm, the criterion for deciding whether the data that
the staff had received were deficient would likewise be left to the staff’'s
judgment. He was prepared to agree to that step, except that it created an
open-ended situation in which Directors with members concerned about
natioral security would not know exactly what data the staff would be
requesting. He wondered at what point in the comnsultation process the staff
would know exactly what level of data aggregation they would be asking for,
so that Directors could inform their authorities.

He had asked that question in, the context of Syria, because it was the
only concrete example Directors had, Mr. Mirakhor continued. He wondered
whether the Fund would, in general, be asking for data during Article IV
consultations at the same level of aggregation to do the same level of
analysis as it had done as part of its consultation with Syria.
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The Director of the Exchange and Trade Relations Department replied
that it was not possible to list the data that might be requested in the
sense of providing line items in a tabie. In that event, he had suggested a
criterion for data requests. He had also suggested that the burden of proof
in requesting data be effectively placed on the staff to demonstrate that
the data were required for the analysis necessary to conduct surveillance.
He had cited a pattern of military expenditures within a budget which drove
expendi ure patterns and he had referenced some cases. Syria was an example
in which the level of disaggregation was linked to military spending as an
aggregate line in the budget. That aggregate figure for military spending
had then been related to total current expenditures.

Mr. Mirakhor said that he realized the constraints in trying to define
the kind of data that was needed for individual countries, but he wondered
whether Syria was a good medel and whether the staff would report to the
Board that the Syrian consultation had been affected by a data deficiency.

The Director of the Exchange and Trade Relations Department said that
Syria served as a model insofar as there was a request for military expendi-
ture and provision by the authorities for it, and military expenditure had
been shown in the context of overall government expenditures. Syria was not
a model from the point of view that on the external debt side a request had
been made for comprehensive data that had not then been made available. He
would not want tc use Syria or, indeed, any other country as a model. The
importance assigned to military expenditure within a country, and partic-
ularly changes in military expenditure that would affect macroeconomic
performcnce, would be the driving force behind requests for data.

The staff had, in the context of its report for the Article IV
consultations with Syria, reported--in a somewhat muted fashion--to the
Board in the text on the external sector, the Director of the Exchange and
Trade Relations Department remarked. That text contained a sentence that
said that full information on external debt had not been provided, and that
the missing information had been thought to involve debt on military
accounts; data from other sources suggested that Syria’s total external debt
was higher and, therefore, that the external debt service was higher.

My. Mirakhor said that it would be helpful to recall where in the staff
report for Syria (SM/91/185, 9/4/91) there was a reference to the military
debt.

The Director of the Exchange and Trade Relations Department replied
that page 18 of the staff report on Syria stated that "while comprehensive
data on external debt and arrears were not available to the staff, it was
quite likely that debt-service obligations falling due in 1991-93 were
higher than indicated by the projections." It was his understanding there
had been discuc -:ions with the authorities about the discrepancies in that
data. The staff had concluded that the discrepancies had derived from an
abhsence of external debt on military accounts, In many other instances
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reflected in Board discussions when military expenditure per se had been
identified the staff had been told that it was off budget--it had not been
included in the budgetary accounts and had not then been provided in
separate accounts to the staff. That information had been reported to the
Board in the context of the staff reports.

Mr. Bonzom commented that, with respect to the draft concluding
remarks, he particularly welcomed the deletion of the third sentence of the
first paragraph in the revised text for the reason given by Mr. Goos when he
had proposed its deletlion and because it had not properly conveyed the
important point made during the previous discussion that military spending
per se should not be condemned.

Referring to the middle of the third paragraph of the revised draft
concluding remarks--"These data should therefore encompass military transac-
tions, even if not separately identified,"--Mr. Bonzom said that he wondered
whether "these data" meant the whole succession of data mentioned in the
previous sentence, including fiscal expenditures, international trade, and
external assets. If that meaning was intended, he wondered whethexr saying
"even 1f not separately identified"” would not be considered a step backward
as far as fiscal expenditures were concerned. He understood that the staff
was already asking for the functional breakdown of fiscal expenditures.
Therefore, he suggested using "preferably separately identified" instead.

Another welcome change was the deletion of the first part of the last
sentence in the fourth paragraph, which had read "to the extent a member
provides disaggregated data,"” Mr. Bonzom remarked. The previous discussion
had not been not conclusive on what would happen if a country did not
provide such data.

With respect to the final paragraph, he would not like to convey the
impression that studies on the macroeconomic effect of the downsizing of
military expenditures that was being contemplated or implemented in several
countries would be done by the Fund only in the circumstances mentioned in
that paragraph, Mr. Bonzom commented. Downsizing decisions might have
significant macroeconomic consequences that should be included in the
Article IV consultation for the country concerned or, as Mr. Peretz had
mentioned, in working papers for cross-country comparisons and for analysis
of the general problems raised by those new trerds. He agreed with
Mr. Prader that the Fuad’s role should be to help countries and the inter-
national community better assess and better implement policies to downsize
military expenditures, in order that rational strategies would evolve in
member countries and in the international community.

Mr. Arora said that he welcomed the clarification of what was meant by
conditionality in the context of the revised draft concluding remarks. He
wondered whether, because the word "conditionality" was not used, the words
"performance criteria" and "benchmarks” could be added.
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Mr. Finaish said that he wondered how the Board intended to use the
concluding remarks in relation to the Interim Committee’s discussion on
global savings and productive use of scarce resources. If the Board
reported solely on military spending, the Board would imply that it did not
believe that there were other sources of unproductive spending, such as
agricultural subsidies in industrial countries.

If the Board cheose to report to the Interim Committee, he agreed with
Mrs. Krosby and others that there were two issues--first, the broad issue
covered in the first paragraph that military spending should be reduced
together with its effect on saving and investment, Mr. Finaish stated. In
the last sentence of the first paragraph of the revised draft concluding
remarks, the Board had expressed the view that the objective was worthy, but
did not pertain tec the business of the Fund. That view should be expressed
to the Interim Committee, because the issue was currently generating
considerable speculation. The second issue, related to the question of
data, was strictly a Fund issue. 1In its discussion of data and the refer-
ences to Syria, the staff had made it clear that its objective was to obtain
information on debt.

The last paragraph of the revised draft concluding remarks said that
some countries that were contemplating downsizing their military establish-
ments might approach the Fund for technical assistance, Mr. Finalsh noted.
In that event, the authorities would be prepared to provide data, and the
Fund should provide them with technical assistance. Therefore any report to
the Interim Committee should make scme reference to other forms of unproduc-
tive spending and to the two issues, the data and the broader issue of mili-
tary expenditure reductions and their effect on saving and investment. With
respect to the latter, the Board had concluded that it was not covered by
the mandate of the Fund.

The Director of the Exchange and Trade Relations Department noted that
when the agenda item on global savings and the preductive use of scarce
resources had come up at the Board during the course of the discussion on
the Interim Committee agenda, the question had bzen raised as to what the
documentation for that agenda item would be. The Secretary had listed the
concluding remarks from the current discussion, the trade paper that had
been put out as background to the world economic outloock discussion, other
world e ~nomic outlook documents, including the summing up from that discus-
sion and the Managing Director’s statement on the world econemic outlock,
All of those together would encompass information on subsidies and trade-
related inefficiencies as part of the discussion on productive expenditure.

In the first paragraph of the revised draft ccncluding remarks, the
staff had deleted the portion of the third sentence suggested by Mr. Goos--
"many Directors further noted that military spending places a heavy burden
on the budgets of both industrial and developing countries and has the
effect of diverting resources away from uses that could otherwise contribute
to increased levels of savings and investment and higher output”--in light
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of the fact that it had been somewhat repetitive of the informatlion provided
in the first sentence in particular, the Director explained. The first part
of what had been the third sentence--"in the more recent discussion on
Military Expenditure and the Role of the Fund"--had been combined with the
next sentence beginning, "most Directors imdicated that...." Mr. Finaish
had suggested deletion of that sentence as well. The staff had not done so,
partly because that sentence laid down an important marker, with the words
"information about such expenditures may be necessary to permit a full and
internally consistent assessment of the member’s economic position and
policies."” The point about using information on a full and internally
consistent basis would be, In the staff’'s view, useful to retain. There
were no other changes to the first paragraph.

In the second paragraph, in light of the comments made in particular by
Mr. Peretz, the phrase "a number of" at the beginning of the paragraph had
been deleted, the Director of the Exchange and Trade Relations Department
said. Otherwiec, the first sentence remained the same. The entire second
sentence had been deleted and replaced with the underlined text on the fitvst
page of the new versiom. That change primarily reflected a suggestion made
by Mr. Peretz. It incorporated Mr. Evans's recommendation about the need
for members' cooperation, which he had proposed be added at the end of the
concluding remarks.

Mr. Mirakbor said that, with respect to the second part of the first
sentence of the second paragraph, he wondered how many Directors were
represented by the phrase "some others” as questioning the role of the Fund.

The Secretary replied that 12 or 13 Directors had favored a role for
the Fund, and 8 or 9 Directors had questioned whether the Fund should have a
role.

Mr. Posthumus said that he wondered whether it would help if the words
"some others questioned the role of the Fund in this area” were replaced by
"there were also questions about the extent of the role of the Fund in this
area," or "others questioned the extent of the role of the Fund in this
area,” or "some qestioned the extent of the rcle of the Fund in this area,”
or words to that effect that did not describe a specific nunber of people.
That sentence described the major part of the discussion--the extent to
which the Fund should collect and analyze military expenditure data.

Mr. Peretz suggested that Directors use Mr. Posthumus’'s first formula-
tion. All Directors had ruestioned the extent of the Fund's role. There-
fore, it would be preferable to say merely that there had also been ques-
tions about the extent of the role of the Fund, without saying “others."

Mr. Mirakhor responded that the question was a factual one of how manv
Directors had questioned the role of the Fund. If 12 Directors had seen a
role for the Fund and 8 or 9 had not, then the description "some cthers™ did
not reflect what had happened in the Board. Neither Mr. Posthumus’s nor
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Mr. Peretz’s suggestlons got around that problem. There was concern about
the role of the Fund, not the extent of the role.

Mr. Goos commented that Mr. Mirakhor'’s proposal would constitute 2 step
backward. The Fund had a role and was playing it. Directors had heard
repeatedly that information was coliected by the Fund on military expendi-
tures and that information was disclosed in staff documents to a varying
degree. There was no question but that the Fund had a role to play. The
formulation proposed by Mr. Peretz and Mr. Posthumus should accommodate
Mr. Mirakhor’s concern.

Mr. Mirakhor stated that he himself was not questioning whether the
Fund had a role. He was merely talking about reflecting what had happened
in the Board. He did not want to use divisive language. Directors had an
obligation to reflect the Board discussion as accurately as possible. The
words "some others" meant three or four Directors, but nine Directors had
actually questioned the role of the Fund.

Mr. Goos noted that Mr. Mirakhor himself had said that he did not
contest the fact that the Fund had a role, In that event, his view should
be covered in the initial part of the first sentence in the second para-
graph. The second part of the sentence only expressed concern about the
extent of the Fund’s role.

Mr. Mirakhor said that he disagreed that he had been included among
those who had said that the Fund had a role. He was willing to suppert a
compromise, but the sentence in question did not fully reflect the discus-
sion.

Mr. Towe remarked that he sympathized with Mr. Mirakhor insofar as the
statement in question did not seem to reflect accurately the discussion to
that point. Specifically, it seemed to dichotomize Directors into those who
saw a limited, albeit important, role for the Fund in the collection and
analysis of data and those who questioned that role. Many Directors who had
seen a role insofar as collection and a limited analysis of data also ques-
tioned the role of the Fund in that area. Therefore he proposed that--
although he could certainly live with the suggestion of Mr. Posthumus and
Mr. Peretz--the paragraph begin with a statement to the effect that, while
many Directors questioned the role of the Fund in that area, many, or some
Directors saw a limited, albeit important, role insofar as the collection
and analysis of data were concerned.

Mr. Posthumus said that--before Directors divided into two groups--he
suggested keeping the first part of the sentence, "while Directors saw a
limited..." but then saying "there were many questions about the extent of
the role of the Fund in this area.”

The Acting Chairman commented that the words "some others” suggested
that none of those who saw a limited role for the Fund had any questions
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about its role. In fact, all speakers had raised questions aktout the Fund’s
role, although there had been differences in degree.

Mr. Arora remarked that what Mr. Mirakhor had said was factually
correct. There had been a debate in which people had freely expressed ideas
and asked questions without coming to any conclusion. However, at the end
of the debate at the previous discussion and at the begimning of the current
discussion, Directors had recognized that they had to come to a decision on
how their discussion would be reflected in the concluding remarks. He
supported Mr. Posthumus’s suggestion. The concluding remarks could say that
there were concerns about the Fund’'s role. but there was no need to refer to
the extent.

Mrs. Krosby sid that she wondered whether the word "reservations"
encompassed more of that minority group, Instead of the word "questions."”

Mr. Kafka stated that the first sentence of the second paragraph had
said what had, in effect, already been said in the ante-penultimate sentence
of the preceding paragraph. Therefore, he proposed that that first sentence
be eliminated, and the paragraph begin with the underlined sentence.

Mr. Goos remarked that he could support Mr. Kafka's suggestion. How-
ever, the whole second paragraph could be deleted, because Directors’ objec-
tive in reviewing the draft concluding remarks was to find common ground on
how to deal with the issue. If they could agree on the subsequent para-
graphs, the new underlined sentence was unnecessary.,

The Acting Chairman commented that if the whole paragraph were excised,
the idea in the second underlined sentence that efforts to collect data from
all members required their cooperation should be incltided elsewhere, because
it had been suggested by various Directors.

Mr. Posthumus stated that he strongly supported the retention of the
underlined sentences, but he could accept the deletion of the first three
lines of the paragraph.

Mr. Goos said that he wondered what message was conveyed by the under-
lined sentences, which said that Directors had not been able to come to an
agreement. Directors had to find a common ground.

Mr. Posthumus remarked that he discerned two messages in the underlined
seutences. One message was the voluntary character of the cooperation of
members, and the second was that the common ground consisted of the Fund's
mandate in the Articles.

Mr. Peretz said that he agreed with Mr. Posthumus that the two under-
lined sentences were worth keeping, however, he supported the deletion of
the paragraph'’s introductory sentence. '
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Mr. Mirakhor recalled that Mr. Peretz had noted the need to have a
document for the Interim Committee. It was unreallstic to assume that In
the Interim Committee all the representatives would be in favor of s role
for the Fund. Likewlse, the views of the authorities in member countries
were reflected in the Board by their representatives. Those Diractors who
had seen no role for the Fund and had suggested that the debate belonged in
another institution felt that the Fund had more important responsibilities
to fulfill. 1In all fairness, the concluding remarks should say what
happened in the Board. In that event, the third paragraph would bring
credit to the Board for reaching a common ground. Such a message would be
much stronger if the underlined sentence was retained.

Mr. Arora said that he had meant merely to confirm Mr. Mirakhor’s
position that although there earlier had been a division of views, since the
beginning of the current discussion there bad been a general feeling that
Directors should try to minimize--to the extent that they could--their
divergence in opinions. In addition, he had urged that the Board should not
take a decision by head count. Therefore, the opening sentence in the
second paragraph reflected, to some extent, what had happened in the Board.
He agreed with Mr. Mirakhor that the unde . lined sentence should not be
deleted; as Mr. Posthumus had suggested, it could be reworded. There had
been concerns and many questions about the role of the Fund that indicated
that the debate was not one-sided. Therefore, the underlined part of the
revised text was important, too.

Mr. Fukui remarked that he preferred to retain all three sentences that
were under discussion, because--as Mr. Arora had mentloned--they conveyed
some sense of the Board discussion. Some favored a role for the Fund,
whereas others had not.

Mr. Al-Jasser said that he agreed with Mr. Mirakhor, especially with
respect to using "while Directors" in the first sentence, because
"Directors” alone meant all Directors and was therefore not factually
correct,

The Secretary said that, to reflect Directors’ positions at the
previous and the current discussions, the words "while many Directors saw a
limited, albeit important, role for the Fund in the collection and analysis
of data on military spending, a number of others," should be followed by
either the wording in the revised draft concluding remarks or the propesal
of Mr. Peretz or Mr. Posthumus.

The Director of the Exchange and Trade Relations Department commented
that there did not appear to be two groups of opinion, one questioning the
role of the Fund in the collection and analysis of military expenditure data
and the other not questioning that role. Several Directors had pointed out
that if there were two groups, Directors in both had concerns and uncertain-
ties, because the staff could not explicitly define the Fund’s activities in
the collection and analysis of military expenditure data in a precise and
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detalled manner. Therefore, using "some® and "others” missed the fact that
all Board members had questicvued the role of the Fund. The sentence in
question could begin "most Directors saw a limited, albeit important, role
for the Fund in the collection and analysis of data on military spending;
however, the discussion elicited many questions about the extent of the role
of the Fund in this area."

Mr. Mirakhor responded that Directors should not try to sweep under the
rug the fact that there had been opposition to the role of the Fund. The
Secretary’s statement was satisfactory. If, in fact, "many" represented the
12 Directors who saw a limited role for the Fund and "a number of others"
the 9 Executive Directors who had questioned the role of the Fund, then he
preferred that those positions be accurately reflected in the concluding
remarks. :

Mr. Towe tc.4id that the overriding issue was the role of the Fund.
Therefore, the first sentence of the second paragraph should say, "‘many’ or
‘most’ Directors questioned the role of the Fund in this area; nonetheles:,
many saw a limited, albeit important, role for the Fund in the collection
and analysis of data on militery spending."

Mr. Evans stated that he preferred the wording suggested by the
Secretary. However, he wanted to make it clear that those words meant what
they said: while a number of others questioned the role of the Fund in the
collection and analysis of military expenditure data, they did not reject
that role.

Mr. Filosa remarked that he strongly agreed with Mr. Evans. The
sentence in question in the revised draft concluding remarks meant that some
other Directors had claimed that the Fund had no role at all; that was not
the sense that he had gotten from the current discussion, which was perhaps
even more important than the previous one.

Mr. Posthumus said that if Directors were thought to be divided into
two groups of opinion, he should be counted as part of both groups.

The Acting Chairman said that the second sentence should be changed to
say "while many Directors saw a limited, albeit important, role for the Fund
in the collection and analysis of data on military spending, a number
questioned the role of the Fund in this area.”

Mr. Goos asked for clarifiration of the meaning of the underlined
sentence in the second paragraph. He understood the part that said that
data had to be sought in the context of the Article IV*comsultation, but he
did not understand the part that read: "Directors felt it important...to
find a common ground that commands a wide degree of support. This common
ground should be based on...." Those csuntences implied that Directors hadd
not yet reached a common ground, and that that task remained for the future.
They would mzke sense only if they were changed to say that Directors had
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felt it important to find a common ground, and that common ground had been
agreed, or had been found in the context of the Fund’s mandate.

Mr. Peretz said that Directors had achieved that common ground, and
those sentences were the lead-in to the description of that common ground.
The concluding remarks had begun with a description of what had happened at
the meeting and then had moved to the conclusions that Directors had drawn.

The Acting Chairman suggested that Directors proceed to consider the
remaining paragraphs--beginning with the third paragraph--after which he
hoped that Mr. Peretz’s interpretation would be seen to be correct, so that
they would not have to revisit the second paragraph.

The Director of the Exchange and Trade Relations Department recalled
that Mr. Fukui had advised that the data must be transparent. In order to
be transparent, the data must possess certain qualities--which were
described in the last sentence of the third paragraph--namely, comprehen-
siveness, comparability, and timeliness,

Mr. Posthumus said that he wondered what the data were to be comparable
with.

The Director of the Exchange and Trade Relations Department explained
that comparability meant that the same item of data would be classified
jidentically, using a common definition across countries. Hence, the same
item in different countries’ tables would have the same meaning. There were
standards laid out in Govermment Finance Statistics that defined data, so
that such comparability was possible.

Mr. Goos noted that the sentence in the middle of the third paragraph
stated that "these data should therefore encompass military transactions"
and added "even if not separately identified."” He wondered whether that
addition was needed, because it was inconsistent with the last sentence in
the paragraph, which said that the Fund should enhance its work to improve
the comprehensiveness and comparability of such data. Those figures were

separately identified, if only In Govermment Finance Statistics.

The Director of the Exchange and Trade Relations Department replied
that that sentence referred to military tramsactions in the context of a
paragraph that was establishing the bare minimum of the most aggregated data
that could be required. There could well be circumstances in which military
transactions did not need to be separately identified. For example, in the
debt statistics, military expenditure statistics did not need to be separa-
ted in all cases for analytical purposes. The sentence meant that even if
those military expenditures had not been entered as separate line items,
they must be part of the sum rather than excluded as off-budget items or not
reflected in the balance of payments.
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In the fourth paragraph, two changes had been made to deal in part with
the point raised by Mr. Al-Jasser on the interpretation of the words "such
additional," the Director said. The fourth sentence had been rephrased to
read: "The staff will continue to request a breakdown of government expen-
ditures, but still at a highly aggregated level, in the context of
Article IV consultations...." The sentence then continued as it had in the
original draft. That referernce, then, parenthetically, to data at a highly
aggregated level, permitted the deletion of what was the subsequent sentence
in the original draft, "even in these cases, however, it would be expected
that the data required would be at a highly aggregated level.”

There had been several suggestions, including one by Mr. Arora, to
delete five lines in the original text, starting with "however, if data
deficiencies...,” the Director of the Exchange and Trade Relations
Department recalled. Subsequently, another suggestion by Mr. Filosa went
some way to meeting Mr. Arora’s concern and resulted in the redrafting which
referred to the fact that, in the case of data deficiencies, "these facts
would be brought to the attention of the Board in the manner in which such
data deficiencies are normally so reported." There was no specific refer-
ence to military expenditure data deficiencies; rather, data deficienciles
should be reported no matter where they occurred.

Mr. Kafka remarked that Mr. Filosa’s suggestion had been helpful, but
Mr. Arora could probably be helped even more if, after the "however" that
began the sixth sentence, the remainder of the sentence was deleted and
replaced by the words "any data deficiencies would be reported in the way in
which this is normally done."

Mr. Evans said that it might help Mr. Arora if the word "however” in
that same sentence were dropped, because the first sentence referred to
voluntary cooperation, ¢ 1 "however" introduced a note of qualification.

Mr. Arora responded that he agreed with Mr. Evans. The third paragraph
of the revised draft concluding remarks said that "in those instances when
inconsistencies in data suggested significant reporting gaps, Fund staff has
informed the Board and supplemented data from the authorities to the extent
possible with data from other sources.” That statement made it clear that
the staff’s practice was to report data deficiencies. The fourth paragraph
stated that "the staff will continue to rely on the voluntary cooperation of
the authorities in the submission of data. Any data deficiencies will he
reported to the Board in the normal course.” The staff woulid then have
fulfilled its responsibility, and the Board would do what it liked with the

data.

The Director of the Exchange and Trade Zelations Department said that
those sentences had been included in order to explain the implications of a
data deficiency.
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Mr. Filosa stated that he agreed with Mr. Evans. In terms of the
meaning that was conveyed by the sixth sentence in the fourth paragraph,
Mr. Evans's suggestion was the best way to deal with Mr. Arora’s concerns,
because the sentence defined data deficiencies as major deficiencies that
impaired the surveillance exercise. Minor omissions would not be reported
for that purpose.

The Acting Chairman suggested dropping the "however" at the beginning
of that sixth sentence and keeping the remainder of the sentence essentially
as it was,

Mr. Arora remarked that he had not been questioning the intention of
the staff in its suggestion that only those deficiencies that had a bearing
on macroeconomic performance, and consistency and sustairnability of policy
should be reported. Rather, there was a consensus that the reporting by the
staff of significant data deficiencies should be done on a more methodical
and systematic basis than in the past. The Board should aveid giving the
impression that it suspected that members would not cooperate with the Fund
and that it was holding something up its sleeve to deal with that situation.
The practice of reporting data deficiencies to the Board had been mentioned
earlier in the concluding remarks. It could be repeated that a data defi-
ciency having a bearing on a member’'s economic position and prospects would
be brought to the notice of the Board in the normal manner, but the idea
that the Board consider the implications of the deficiencies for the conduct
of its surveillance responsibilities should be dropped. That was stating
the obvious. If the Board found a serious deficiency, it would guide the
staff on how it wanted to proceed. As the sentence now stood, it might give
the impression that the Board intended to use its power to bar members. It
was important that the Board protect the relationship between the Fund and
its members.

The Acting Chairman explained that, as the Director of the Exchange and
Trade Relations Department had indicated, the sixth sentence had been
included to give some confidence to those Directors who had had the most
difficulty with the fourth paragraph. If those Directors were prepared to
go along with Mr. Arora’s proposal, he would suggest that they sherten the
sentence, because the record of the discussion would make clear the meaning
of "normally so reported." Accordingly, the new sentence would read: "Data
deficiencies would be brought to the attention of the Board in the manner in
which such data deficiencies are normally so reported.”

The Director of the Exchange and Trade Relations Department recalled
that the last sentence of the fourth paragraph in the original draft
concluding remarks had provoked comments concerning conditionality. It had
been simplified by the deletion of what had been the preamble of the
sentence in the original version, namely, "to the extent a member provides
disaggregated data"; currently, it began "Directors agreed that data on
military expenditures...."” A suggestion had also been made toc add to the
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came sentence the phrase "for establishing performance criteria or
benchmarks under Fund arrangements.”

Mr. Kafka commented that that wording would not fully meet what
Mr. Evans had had in mind, because it could still become the basis for prior
conditions., He suggested, instead, that it say "Directors agree that
data...shkould not serve as a basis for establishing performance criteria or
similar provisions."

Mr. Towe observed that data on military expenditures could be used to
calculate financial flows, which in turn would then feed into performance
criteria. Therefore, the text referred to military expenditures, not data
on military expenditures., In other words, the text meant that there should
be no conditionality on the level of military expenditures, not that data
should not be used.

The Director of the Exchange and Trade Relations Department remarked
that Mr. Towe seemed to be proposing to exclude the words "data on."

The General Counsel stated that, with the suggestion by Mr. Kafka, the
final sentence could read: "...for establishing performance criteria or
similar conditions on the use of Fund resources." That would include
preconditions.

Mr. Kafka commented that the General Counsel had objectéd to the use of
the word "conditions.”

The General Counsel replied that his objection was to the use of the
term "conditionality.”™ 1In a broad sense, conditionality in the Fund--not
conditions as proposed in the sixth sentence of the fourth paragraph--could
be taken to include all the limitations on the use of Fund resources. In an
even broader sense, it could include the concept of benchmarks.

Mr. Arora supported Mr. Fllosa’'s recommendation that the words "Fund
arrangements” be retained, because that phrase included a rights accumula-
tion program, which was a monitored program.

The General Counsel explained that a rights accumulation program, or
rather the Fund’s decision endorsing the program, was not an arrangement in
the technical sense. Moreover, if the text were to read "under Fund
arrangements,” then preconditions would be excluded, because preconditions
were not part of an arrangement, but precursors to it., He wondered how
important the rights approach was in the case at hand. It could be noted in
the record of the current meeting that benchmarks and other forms of condi-
tions that were not directly linked to the use of Fund resources would be
included in that formulation. It became cumbersome to spell out everything.

Mr. Filosa said that his only intention had been to find the proper way
to ensure that all arrangements were covered by the provision in the last
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sentence of the fourth paragraph, without making a cumbersome sentence. The
sentence suggested by the General Counsel excluded some important Fund
programs.

The General Counsel responded that, at the end of the sentence, after
the reference to the use of Fund resources, the phrase "or under the rights
approach" could be added.

Mr. Posthumus said that he understood the rights accumulation programs
to allow countries for which they had been approved not to repay the old
outstanding arrears. Therefore, they were permitted to use Fund resources.

The General Counsel replied that the Board had not decided that, under
the rights approach, there was a postponement in repurchase obligations.
The member remained in arrears. The rights approach did not authorize the
member not to discharge its obligations. The only difference was that the
Fund was not taking action.

Mr. Filosa remarked that what was Important was to have a sentence that
covered all kinds of programs agreed with the Fund.

The Director of the Exchange and Trade Relations Department suggested
the text read: "...basis for establishing performance criteria or similar
conditions associated with Fund-supported programs.”

As to the fifth paragraph, the Director said most of the suggested
changes had been discussed at the previous session. The first sentence in
particular had been adjusted at tne suggestion of Mr. Filosa to make it more
general and had enabled the deletion of what had been the third sentence,
making specific reference to Eastern Europe, Central America, and some
industrial countries. Currently, it merely sald that any countries, when
contemplating downsizing, might wish assistance. The first two sentences
now showed quite clearly that the Fund was purely responding to requests by
authorities who were undertaking military downsizing exercises.

The penultimate sentence of the revised draft was identical to the last
sentence in the original draft, the Director of the Exchange and Trade
Relations Department stated. After that sentence, a new one had been added
to attempt to capture the idea of retaining an indication that the Fund
would do cross-country or other studies in the context of such undertakings
as the world economic outlook and its annexes.

Mr. Peretz suggested that the last sentence be made a separate para-
graph, because it was not related to the rest of that paragraph.

Mr. Evans said that he had one question concerning the second para-
graph. 1In the final sentence of that paragraph, he had read that reference
to the common ground in the same sense as Mr. Peretz. It was implicit in
the way that that sentence was formulated that what followed represented
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common ground. However, he presumed that it was also implicit that, in
agreeing to that common ground, Directors made the judgment that that common
ground was based on the Fund’s mandate in the Articles. Before he gave his
assent, he would like the General Counsel'’s assurance that such was the
case.

The General Counsel said that he agreed that the concluding remarks
covered the three aspects under the Articles whereby the Fund could obtain
information from its members, namely, the cases--particularly surveillance--
where the Fund needed to obtain information necessary to perform one of its
functions; technical assistance policy advice, which was covered by the
first part of the last paragraph; and the Fund in its role of a center of
information in the collection of data, which was covered in the last
sentence at the end of the last paragraph. Mr. Evans had said that the
Executive Board could clarify the statement contained in the last sentence
of paragraph 2 by replacing "this common ground should be based on the
Fund’s mandate” with "this common ground based on the Fund’s mandate in the
Articles can be described as follows." The latter alternative would reflect
the fact that the rest of the remarks was only an elaboration of what the
Fund was authorized to do under the Articles.

Mr. Arora remarked that, given what Mr. Peretz had said and what the
General Counsel had just confirmed, the last sentence said that the common
ground had been achieved under the Fund’s mandate, and the sentence did not
need to be changed.

The Acting Chairman made the following concluding remarks:

During the discussions on the World Economic Outlook,
Directors touched on the issue of military spending in the context
of the need to raise global savings and to help meet new invest-
ment demands. The scale of global resources devoted to military
spending--estimated at mearly 5 percent of world GDP--underscores
its importance. In the more recent discussion on Military
Expenditure and the Role of the Fund, most Directors indicated
that as military expenditures can have an important bearing on a
member’s fiscal policy and external position, information about
such expenditures may be necessary to permit a full and internally
consistent assessment of the member’s economic position and
policies. At the same time, Directors emphasized that national
security, and judgments regarding the appropriate level of mili-
tary expenditures required to assure that security, were a sove-
reign prerogative of national govermments and were not in the
domain of the work 5f the Fund.

While many Directors saw a limited, albeit important, role
for the Fund in the collection and analysis of data on military
spending, a number questioned the role of the Fund in this area.
Since the collection of data from all members in the context of
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article IV consultations requires the cooperation of members,
Directors felt it important, in light of the diverse views
expressed during this meeting, to find a common ground that
commands a wide degree of support. This common ground should be
based on the Fund’s mandate in the Articles.

In the context of the Fund's surveillance responsibilities,
the staff needs to request of members certain data to provide the
analytic basis for an effective assessment of members’ macro-
economic policies. At a minimum and for all members, aggregate
data which include fiscal expenditures (including off-budget
accounts), International trade, and external assets and
liabilities, must be reported fully to the Fund. These data
should therefore encompass military transactions, even if not
separately identified. It has been the policy and practice of the
Fund staff to seek comprehensive macroeconomic data for this
purpose. In those instances when inconsistencies in data
suggested significant reporting gaps, Fund staff has informed the
Board and supplemented data from the authorities to the extent
possible with data from other sources. Most Directors agreed that
the Fund staff should enhance its work to improve the comprehen-
siveness, comparability, and timeliness of such data reported by
authorities,

As military spending is a highly sensitive area, however,
several Directors expressed concern about the degree of data
disaggregation that might be requested by the staff. In the past,
the staff has generally requested, or been offered by authorities
of member countries, more detailed information on the breakdown of
government expenditures, either on a natiocnal or fiscal accounts
basis, which have been part of the documentation in staff reports.
Such disaggregation, say, as between consumption and capital
items, may be necessary in order fully to assess growth prospects
and external viability. The staff will continue to request a
breakdown of government expenditures, but still at a highly aggre-
gated level, in the context of the Article IV consultation process
in order to assess the consistency and sustainability of a
member’s policies. The staff will continue to rely on the volun-
tary cooperation of the authorities in the submission of data.
Data deficiencies, which were thought to impair the ability to
assess a member’s economic position and prospects and to conduct
meaningful policy discussions, would be brought to the attention
of the Board in the manner in which such data deficiencies are
normally so reported. Directors agreed that data on military
expenditures should not serve as a basis for establishing perfor-
mance criteria or similar conditions associated with Fund-

supported programs.
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Countries, when contemplating downsizing their military
establishments, may wish to be assisted by the staff in assessing
the possible effects of such downsizing on macroeconomic perfor-
mance. In such cases, the authorities may wish to provide such
data as would permit more detailed economic analysis and facili-
tate economic policy discussions. The Fund staff would work
closely with Bank staff in these cases on the structural issues
associated with shifting domestic resources to other uses.

The macroeconomic effects of military spending could also be

analyzed from a regional and global perspective in the world
economic outlook.

DECISTONS TAKEN SINCE PREVIQUS BOARD MEETING

The following decisions were adopted by the Executive Board without

meeting in the period between EBM/91/137 (10/2/91) and EBM/91/138 (10/2/91).

2.

KOREA, AND SPAIN - ARTICLE IV CONSULTATIONS - POSTPONEMENT

Notwithstanding the period of three months specified in Proce-
dure II of the document entitled "Surveillance over Exchange Rate
Policies"™ attached to Decision No. 5392-(77/63), adopted April 29,
1977, as amended, the Executive Board agrees to extend the period for
completing the next Article IV consultation with Korea and Spain to the
dates indicated in EBD/91/277.

Decision No. 9838-(91/138), adopted
October 2, 1991
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3. PAKISTAN - EXCHANGE SYSTEM

The approval for retention by Pakistan of the exchange restriction
and multiple currency practice arising from the imposition of a fee at
the time of opening the letter of credit or of payment for imports is
extended until December 31, 1991, or the date of approval of the third
annual arrangement under the structural adjustment facility by the
Executive Board, whichever is earlier. (EBD/91/277, 9/30/91).

Decision No. 9839-(91/138), adopted
October 2, 1991

APPROVED: April 2, 1992

LEO VAN HOUTVEN
Secretary
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ANNEX I

ORIGINAL DRAFT CONCIUDING REMARKS OF THE DISCUSSION
ON MTLITARY EXPENDITURES AND THE RQLE OF THE FUND
AT EBM/91/134 - SEPTEMBER 27, 199}

During the discussions on the World Economic Outlock, Directors touched
on the issue of military spending in the context of the need to raise global
savings and to help meet new investment demands. The scale of global
resources devoted to military spending--estimated at nearly 5 percent of
world GDP--underscores its importance. In the more recent discussion on
Military Expenditure and the Role of the Fund, many Directors further noted
that military spending places a heavy burden on the budgets of both
industrial and developing countries and has the effect of diverting
resources away from uses that could otherwise contribute to increased levels
of savings and investment and higher output. Most Directors indicated that
as military expenditures can have an important bearing on a member's fiscal
policy and external position, information about such expenditures may be
necessary to permit a full and internally consistent assessment of the
member's economic position and policies. At the same time, Directors
emphasized that national security, and judgments regarding the appropriate
level of military expenditures required to assure that security, were a
sovereign prerogative of national governments and were not in the domain of
the work of the Fund.

While a number of Directors saw a limited, albeit important, role for
the Fund in the collection and analysis of data on military spending, some
others questioned the role of the Fund in this area. 1In light of these
diverse currents in the views of Directors, it is important to find common
ground based on the Fund’s mandate in the Articles as well as on past
practice.

In the context of the Fund’s surveillance responsibilities, the staff
needs to request of members certain data to provide the analytic basis for
an effective assessment of members’ macroeconomic policies. At a minimum
and for all members, aggregate data which include fiscal expenditures
(including off-budget accounts), international trade, and external assets
and liabilities, must be reported fully to the Fund. These data should
therefore encompass military transactions, even if not separately
identified. It has been the policy and practice of the Fund staff to seek
comprehensive macroeconomic data for this purpose. In those instances when
inconsistencies in data suggested significant reporting gaps, Fund staff has
informed the Board and supplemented data from the authorities to the extent
possible with ddta from other sources. Most Directors agreed that the Fund
staff should enhance its work to improve the comprehensiveness and
timeliness of such data reported by authorities.

As military spending is a highly sensitive area, however, several
Directors expressed concern about the degree of data disaggregation that
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might be requested by the staff. In the past, the staff has generally
requested, or been offered by authorities of member countries, more detailed
information on the breakdown of government expenditures, either on a
national or fiscal accounts basis, which have been part of the documentation
in staff reports., Such disaggregation, say, as between consumption and
capital items, may be necessary in order fully to assess growth prospects
and external viability. The staff will continue to request such additional
information in the context of the Article IV consultation process in order
to ussess the consistency and sustainability of a member’s policies. Even
in these cases, however, it would be expected that the data required would
be at a highly aggregated level. The staff will continue to rely on the
voluntary cooperation of the authorities in the submission of data.

However, if data deficiencies were thought to impair the ability to assess a
member’s economic position and prospects and to conduct meaningful policy
discussions, then these facts would be breught to the attention of the Board
in the staff report; it would be for the Board to consider the implications
of such deficiencies for the conduct of its surveillance responsibilities.
To the extent a member provides disaggregated data, Directors agreed that
such data should not serve as a basis for establishing performance criteria
under Fund arrangements.

Many countries are currently contemplating downsizing their military
establishments and the question of the possible effects of such downsizing
on macroeconomic performance has arisen in the context of discussions with
the staff. In such cases, the authorities would presumably be willing to
provide such data as would permit more detailed economic analysis and
facilitate policy decision. These issues are already being faced in Eastern
Europe, Central America, and some industrial countries that have begun
efforts to reduce resources devoted to the military. The Fund staff would
work closely with Bank staff in these cases on the structural issues
associated with shifting domestic resources to other uses.





