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1. MILITARY EXPENDITURES AND ROLE OF F"D 

The Evecutive Directors continued from EBM/91/134 (9/27/92) their 
consideration of a staff paper on military expenditures and thb role of the 
Fund (EBS/91/155, 9/10/91). They also had before them a draft bf 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. 
in Syria at EBM/91/135, for example, were consistent wich the es'tablished 
practice over many years in discussions of Article IV consultations, 
generally, and for Syria, specifically. The 1989 Article IV consultation 
with Syria was a good example. 
warranted attention. 
the military, at 45 percent of government current expenditures- 
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 staff had noted that Directors' comments on military expanditures 

Two aspects of the Syrian case particularly 
The first was the high level of government spending on 

The staff 

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 external 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 monetary aggregates and for the external 
accounts--both flow data of balance of payments and debt stock data--were 
essential to perform the minimum aaalysis 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 tt- conduct 
the analysis that was necessary to assess,members' macroeconomic policies 
and prospects, including exchange rate pol'icies, the Director explained. 
Such data had always been requested by the s taf f .  Unfortunately, members 
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had not ulways made that information available--at least not fully compre- 
hensive information. 
spending had beela 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. 
questlon--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. 

One purpose of the recent staff paper on military 

The more difficult 

In that connection, 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 
menber 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 a l l  
members: 
members' macroeconomic policies and prospects sufficient to assist the Board 
in performing surveillance responsibilities. 
sibility, the staff had always followed the practice of requiring data with 
some disaggregation across revenue and expenditure items in the budget and 
the balance of payments. 

the staff needed to have access to the data required to analyze 

To fulfill that respon- 

At the same time, the staff had to give consideration to members' 
genuine sensitivitdes wikh 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 tiecj.de whether the 
staff's request should be supported in light: of a representation in staff 
reports about difficulties experienced in fully accessing data. 
instances in the past, Directors--and the Board in general, as reflected in 
summings-up--had supported the staff's calls €or more comprehensive 
budgetary data, including the folding into the budget of extrabudgetary 
accounts covering items such as military expenditure. 

In many 

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 possib€lities were important in view of the 
Fund's general concern about a possible ex-ante deficiency of saving to meet 
the 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 p o s s i h l a ,  reduced. In its 
references to possible reductions in excessivs military spendin$, the staff 
did not in any way intend to imply that It or the Bocrd should decide 
precisely what reductions were possible. 

The consensus of Directors during the prel'ious discussion had been t ha t  
the staff  and the Board might not have the authority to determine whether a 
reduction in military expenditures was p c i s i b l e ,  the Director of the 
Exchange and Trade Relations ljeparfment recalled. However, the magnitude of 

http://tiecj.de
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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 Committee’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 f o r  
the forthcoming Interim Committee meeting. 

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

He would like the Board to be more explicit on the need 

It was on exactly that 

Nevertheless, he wished to stress the point made in EBS/91/155 that any 
data deficiencies should be stated frankly in the staff report, so that the 
Board would have an opportunity to deal with the issue, klr. 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, 
sct out the data deficiencies it had found. 

He agreed with the Director of the Exchange and Trade Relations Depart- 
ment that the 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 contraxy in the WashinPton 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 
rpending 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 f o r  any Fund representative to await the outcome of Board 
discussions ofi such important subjects before going public. 

Mrs. Xrosby remaiked h a t  she strongly agreed with Kr. Goos. Linking a 
poss ib l e  dkarmarnent role for the Fund with the g0a‘l.s s e t  out in the  staff 
paper ,would negate the  effort to achieve those goals. 

Mr. Posthumus stated that he could basically support the drafe  conclu- 
d i n g  remarks, but he would appreciate some clarifications. He agreed w i t h  



Hr. Goos C h a C  the interview given the  Washington - Pose did not reflecz the 
actual discussion t h a t  had taken place in the Board. He hoped that the 
senior  o f f k % a l  quoted fn the a r t i c l e  would be infsm@d that there we~e  a t  
l e a s t  two Directors who d i d  not appreciate the caments  mads t o  rhe Post. 
Me also agreed with Mrs. Krosby that a Pinkage beisween the broader arms 
reduction discussion and the r o l e  t h a t  the Board was discussing shou%d be 
avoided. 

He asked the staff t o  coment on the first paragraph of the d r a f t  
concluding remarks, i n  which the words ''many" and n m ~ ~ t "  were used 
repeatedly,  and--perhaps most Directors would agree - -un~ecessa r i ly ,  
Fcar. Posthumas sa id .  I n  the beginning of tbe second paragraph, two things 
were not clear. "A wzbr of Directors" was placed v i s - i - v i s  "some o the r s .  '' 
That wording incor rec t ly  implied that what remained was a Parge majori ty ,  
who had not expressed any view. A d i s t inc t ion  should be made between the 
co l l ec t ion  of data  and data analysis .  

Mr. Evans said t h a t ,  like previous speakers, he had been somewhat 
perturbed by the Washington - Post a r t i c l e  t ha t  had appeared after the Board's 
i n i t i a l  discussion of mil i t a ry  expenditures and the ro le  of the Fur?d. !!ow- 

ever, he was reassured by the t ex t  of the d r a f t  concluding remarks, because 
it contained no provisions t h a t  would i r l l o w  the Fund t o  ge t  involved in the 
s o r t  of  new global s t ra tegy  tha t  the article had re fer red  t o .  As he had i n  
the discussion on the environment, he wanted t o  make c lea r  that hEs only 
concern was t h a t  the Fund not endanger its relatfonships  with individual 
members t o  the extent t ha t  it would be inhibi ted i n  performing i ts  basic 
ro l e .  Therefore, he suggested t h a t  t ha t  concern be incorporated into the 
concluding remarks i n  the form of a f i n a l  paragraph with words such as the 
following: ODIn implementing the process a s  described above, the Fund will 
be guided by the need to maintain the cooperation with m e m b s r s  necessary fa r  
the fulfill.ment of i t s  mandate. " 

With respect  20 the f i n a l  sentence i n  the fourth paragraph, he agreed 
w i t h  the idea expressed there ,  but he wondered whether the reference t o  
performance c r i t e r i a  was not too l imi t ing ,  Mr. Evans rernar'ked. Performance 
c r i t e r i a  were a par t - -but  only a par t - -of  Fund condi t ional i ty .  The words 
"performance c r i t e r i a  under Fund arrangements" should be replziced by more 
appropriate wording, such as "conditions and object ives ,  including per for -  
mance crfecria, if necessary.n 

Hr. Peretz stated that he agreed with dr. Goes's caments on the d r a f t  
concluding remarks. In  addition, the d r a f t  should make clear why the Board. 
favored what he regarded as the lowest COIIUIIQU denominator, rather than 
favoring the approach described a t  Zhe beginning of the second paragraph: 
"While a number of  Directors saw a limrted, a l b e i t  important, role  f o r  thp, 
h n d  i n  the co l lec t ion  and analysis of data on military spending.,.." 
number of  Directors, by his reckoning, psoFably cons t i tu ted  a ma jo r i ty  of 
ehe volring power 05 the Board. 
course of action thaE they took Would require the coope~:atlon of all member 

That 

However, ail Directors recognized ' that  eke 
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countries. 
needed. 
degree of support. 

Therefore, more than a straight majority of the Board w a s  
Directors should be looking for an approach that commanded a wide 

Continuing to the next Sentence in the second paragraph, rather than 
just saying, “In light of these diverse currents,’, Hr. Beretz proposed the 
following wording: 
members, in the context of Article IV discussions, it would require the 
cooperation of members. Crsectors felt it important to find common ground 
that would command a wide degree of support among the Board.” The text 
should refer t o  the fact that the staff would be able to use Che 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 mltght express 
different views during the meetings of bath the Development and Interim 
Committees. 

“Since the proposal seeks to collect data from all 

Mr. Arora said that the Director of the Exchange and Trade Relations 
Department‘s comments at the beginning of the current discussion reinfarced 
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 Pvailable 
to the Fund without inhibition. The Fund did not want to give developing 
countries the impression that some new situation w a s  being introduced into 
the relationship between the Fund and its memsers. 
already supplied information on military expenditures. 

In fact, many countries 

The F-and had programs with approximately 50 countries, and that number 
was bound to increase in the future, Mr. Arora remarked. 
tries, the Fund had considerable influence over both which data were 
supplied and which policies those countries should follow as 9 result of the 
macroeconomic analysis flowing from that data. 
influence in countries where it did not have programs. 

In program coun- 

The Fund gener-ally had less 

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. 
he so far off track, despitd what some earlier speakers had said. 

Hence, the information in the Washington Post article mlght noe 

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 rz large- expen- 
diture might turn out to be justified in the light of the situation in a 
particular region, Mr. ArQKa stated. The Fund should not make value j udg-  
ments of countries‘ decisions on the propoktion of resources devoted to 
m i l i t a r y  spending. mere was a heightened awareness CuKrently that military 

r 
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expenditures should be reduced. But that WAS precisely what 2 majority of 
Directors had asked the Fund not to recommend. However, it: vas h i s  v i e w  
t h a t  it was impossible for an intelligent person to make an ecomomfc 
analysis using military expenditure data and then to suppress h i s  5r her 
v i e w s  about Lt. 
go against the Intellectual exercise that had been cOnduc@ed. 

Directors were asking the Fund to do something which would 

He agreed with Hw. Peretz, despite reservations expressed by other  
Directors, that a majority of Directors, in terns of both number of speakers 
and votfng r,wer, saw a role for the Fund in the collection and analysis of 
military expenditure data, Hr. Arora said. 'blith respect to the lase  
sentence of the fourth paragraph, "To the extent a member provides disaggre- 
gated data, Directors agreed that such data should not s e n e  as a basks for  
establishing performance criteria under Fund arrangements," his fmpressha 
of the debate at the previous meeting was that, whether or not a countlrgr 
provided disaggregated data, the question of conditionality did not arise. 
However, that sentence gave the impression that in certain circuunscances i a :  
might be possible for the Fund to have disaggregated data, because SOUE 

country might provide it, although it was not a performance criterion or did 
not arise from conditionality. 
i f  the member provided only aggregated data. 

However, he wondered what the Fund would da 

HI@ also agreed With Hr.. PstretZ'S Vie?W Q X I  the iJJlpQrtZinC@ Qf FpledX?P8' 

cooper&tisn, Mr. Arora remarked. The importance of t ha t  cooperation with 
rnerr'Jers should be emphasized. Therefore, it would be advisable to e l P m i n d n t e  
the t w 3  sentences beginning "however, if data deficiencies were ~hought to 
impair the ability . . . , "  because it followed that if member countries were 
not cooperating and the Fund w a s  exercising its Article IV responslbilfties, 
the staff would comment on whether the consultation was proceeding satis- 
factorily. The sense that was then conveyed vas that the member that gas 
not cooperating w a s  misbehaving and should be punished, with che punishmen$; 
t o  be decided by the Board. To make an acceptable and effective statement, 
that Sense needed to be removed. 
assisted to the degree that it should have been could still be made at the 
time the Board discussed the Article IV consultation. 

A statement that the Fund w a s  not being 

The idea of performance conditionality had been pressed forcefully by 
Directors during the previous dhXlssion, Mr. Arsrin recalled. If L forceful 
statement could be made in that connection, Pt would abbay considerable 
suspicion. 

Mr. Fi losa  remarkec that--at the risk of giving the impression t h a t  
Directors were considering a document that was not  before them, namely, the 
Washingcon Post  article--although he had been surprised and displeased by 
che article, he had been even more surprised not to see in the same news- 
paper on a subsequent date an o f f i c i a l  objection to the journalist's i n t e r -  
pretation, because the impression had beep given tha t  the Fund had a scra- 
tegy for estimating the extent to which military expenditure could be 
reduced and far proposing tha t  the savings from t ha t  reduct ion should be 



invested in Eastern Europe. 
would not again be pace-empted by articles In the Post. 

He hoped that fuirure discussions in the Board 

He agreed with the views of the Director ~f the Exchange and Trade 
Relations Department, Mr. FPlosa said. Ha could, therefore, support the 
draft concluding remarks. 
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. 
way of expressing what w a s  meant by the staff paper without givkng the 
impression that the Fund was paying special attention to that data vis-a-vis 
other data that might be equally relevant. 

We suggested that: the words in the fourth para- 

That was a straightforward 

The last paragraph said that some countrhs were currently contem- 
plating a reduction of their military establishments, Mr. Filosa slate'.. 
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. 
sentence be changed to read: wCountries, when contemplating downsizing 
their military establishments, may wish 7 0  be assisted in assessing the 
possible effects of such downsizing on macroeconomic performance." 
leave the third sentence as it stood, except for the deletion of the refer- 
m c e  to Eastern Europe, Central American, and other industrial countrlbes. 

He suggested that the wording of the first 

He would 

. Mr. Fukui commented that he, too, had been pizzled and surprised by the 
Washinvton Post. article. 
discussion. 
points of the Board's discussion, and he could support them. 

Its content had certainly gone beyond the Br,-,rd's 
The draft concluding remarks appropriately covered the r,,abn 

With respect to the fourth paragraph, which discussed the level of the 
aggregated data, it was h i s  view that aggregated data would generally be 
sufficient for the purpose of macroeconomic analysis, Hr. Fukui said. After 
the explanaeion given by the Director of the Excl;ange 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 w a s  his understanding that, 
according to the draft concluding remarks, if rthe discussion between a 
member country and a mission reached a stage at which it w a s  the staff's 
view that disaggregated data were needed and the auehorities disagreed, thcl:: 
the  problem sh~uid be brought back to the Board for discussion. 
understanding, he could accept: t h a t  parapaph . 

W i t h  that 



I n  the last sentence of the third paragraph, reference had been made eo 
the comgrehensiwness and timeliness of data reported by authorities, 
Mr. Fukui noted. Mr. Goos had pointed out the heed f o r  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 
authorities would be presented in the Board documents. 
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 f o r  
the purpose of a certain analysis--particularly if the authorities were 
seeking assistance in analyzing a particular charage that might be taking 
place in the size of their military estab1ishne;it--but would not want it 
printed anywhere. 

Lata made available 

So transparency would be a matter of judgment. 

frrr. 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 che appropriate data disaggregation and how it should be 
presented. He had suggested that data disaggregation w a s  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 
sensicivities 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 provPde the Board 
with uniforn: 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 Director 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. 
I t  needed disaggregated data to conduct its analysis. 
presentation of that disaggregated data involved questions of member coun- 
tries' sensitivities, pezhaps invol-ving national security, for which it was 
not possible to set bard and fast rules. 

In addition, 
The subsequent 

Hr. Mirakhor noted .hat a number of Directors had referred t;, t he  l a s t  
two sentences of t he  t h i r d  paragraph. In,addition to the difficulties t h a t  
F i r .  Arora had l i s t e d ,  there was an operational difficulty, in t h a t  if 
Boa.sd w a s  to b? asked to judge whethar the authorities' responses to data 
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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 infomation would be necessary 
before the Board would he 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 o f  current 
expenditures devoted to military expenditures. He wondered whether that w a s  
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 l a s t  two sentences of the third paragraph 
Mr. Mirakhor said. If 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 Dfrectors 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 Washfnvton Post, the PJew 
York Times had carried a report on the earlier Board discussion of military 
expenditures. Given those newspaper articles, Directors should bc careful 
that the concluding remarks expressed their views precisely to avoid any 
future lryperbolized 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 said that he agreed with H r s .  Krosby and Plr. Evans. M0 asked 
for clarification on 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 ?emit more detailed economic analysis ...." 
Moreover, the remainder of that sentence--"and facilitate policy decision"-- 
begged the question, whose policy decision? 
ities' policy decisions, because they already knew the data. It could not 
be the staff's policy decision, because the staff did not have rnilftary 
experts. He suggested that, at a minimum, the words "and facil-itste policy 
decision" be stricken from that sentence. 

It could not be the author- 

The Direcpor of the Exchange and Trade Relations Department remarked 
t ha t  the preswnption 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 3f which the authorities 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 t7as 

going to reduce f~es defense expenditure by 3 percent of GDP, then Pt w o d d  
want to ~ Q W  the impact on fiscal and monetary poliicy; that analysis w ~ ~ x 1 . d  
facilitate economic policy decisions, but it would have nothing CQ do w i t h  
national security decisions. 

The Director of the Exchange and Trade Relations Department sald that  
the text in question could be c lar i f ied  even further by changing the word 
"decision" t~ "discussions." Those discussions could be either the discus- 
s ions  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 infoma- 
tion provided through the staff's analytical :ark. 

M;.. Kafka suggested that the concluding remarks axplic9tl.y s t a t e  chat 
t h e  data were to be provided exclusively for economic analysis and e c ~ n ~ m i c  
discussion and leave out such unclear phrases as "facilitate policy 
dec5sion." 

Mr. All-Jasser stated that his fears hod not been fully allayed by ehe 
draft concluding remarks currently under consideration. For exampBe, para- 
graph 4 described how the staff would approach the coF.Bection of data 0n 
military expendftures and its analysis. Although the paragraph noted that 
the data were hi.ghly 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 infomation 
that might be necessary meant that even disaggregated data might not be 
sufficient for the analysis. Noreover, it was contradictory zo refer to the 
voluntary cooperation of the authorities and tcr say in the third para- 
graph that aggregate data, including military transactions, "must be 
reported ful.ly to the Fund." 
aggregated level, the text: discussed the need for  disaggregated da%a in t h e  
next paragraph, but then, in the same paragraph again said that  data 
required were expected to be at an aggregate level. 

After stating that data would be at a high1.y 

The draft concluding remarks were confusing and worrisome as to what 
the  Fund as an institution was trying to do, Nr. Al-Jasser comenfred. 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 quoted a 5 e n . i ~ r  Fund 
official exceeded the staff paper that Directors had discussed. Even in the 
l a s t  parsgr"aph of the draft concluding remarks, which seemed to be the Peast 
objec t ionable ,  it appeared t h a t  the Fund would i n s i s t  on data from eounfxles 
t ha t  were dowsizing regardless of vhether or not they had asked for Fund 
technical assistance. 



Much remained t o  be done t o  a l l a y  the  c01;cerns of t h e  membership, 
Mr. Al-Jasser  remarked. Plr. Evans had r i g h t l y  pointed out t h a t  the coopera- 
t i o n  t h a t  :he Fund already had with the membership was a t  s take .  
t h a t  the Fund would not jeopardize t h a t  cooperative re la t ionship  by indul-  
ging in p o l i t i c a l l y  charged topics  t h a t ,  although they had some had econom€c 
impact, could have s ign i f i can t  cos t s  i n  terms of the Fund's re la t ionships  
End the fu l f i l lmen t  of its more important tasks. There had not been s u f f i -  
c i e n t  discussion t o  be able t o  present concluding remarks t o  the Inxserfm 
Committee. Although he agreed with M r .  Pelretz t h a t  Ministers could speak on 
anything they wanted t o  a t  the Interim C s m r a i t t e e  discussion of the top ic ,  he 
w a s  not  comfortable about the Board giving the Interim Committee a document 
t h a t  might be understood t o  say that the Board supported such an expanded 
r o l e .  Directors had not ye t  heard from the General Counsel, and many points  
made a t  the previous discussion had touched on l ega l  aspects .  The topic had 
been considered with too much has t e ,  and it  would not be cor rec t  f o r  the 
Fund t o  proceed i n  the way t h a t  had been suggested thus fsr, 

He hopc 

The Acting Chairman sa id  t h a t  the aL,.g~Tisy i n  ihe f i f t h  paragrap.1 t ha t  
Mr. Al-Jasser  had noted of countries providing data  on mi l i ta ry  downsizing 
i r r e spec t ive  of whether o r  not they had requesteii ass is tance from the Fund 
could be eliminated. That t e x t  was intended t o  appiy ~ n l . y  t o  those coun- 
t r i e s  t ha t  wished t o  engage the Fund in t h a t  kind of discdssion. 
vers ion  had had a s l i g h t l y  d i f f e ren t  first sentence t h a t  h A d  not had t h a t  
ambiguity. A phrase could be i n s e r w d  to the e f f e c t  t h a t ,  when a u t h o r i t i e s  
sought such ass i s tance ,  they presumably would be prepared to provide the 
necessary da t a .  

An earlier 

The Director of the Exchange and Trade Relations Department responded 
that he was not  sure  t o  what extent  Er, AL-Jasser's concerns cclnld be s a t i s -  
f i e d  simply by language changes. 
"would presumably be will ing" had not been intended to.imply will ingness i n  
response t o  a request from the s t a f f .  
f o r  ass i s tance  and, therefore ,  were making avai lable  the data  the staEf 
needed t o  conduct the analysis  t h a t  the au tho r i t i e s  had asked it t o  conduct. 
Changing the phrase from "would presumably be wil l ing" t o  "way wish" would 
make no e f f ec t ive  difference.  Similar ly ,  i n  the fourth paragraph, "such 
additional" was not intended t o  be read with the meaning Mr. Al-Jasser  had 
at tached t o  it. The f i r s t  p a r t  of the paragraph talked about disaggrega- 
t i o n .  The phrase "such addi t ional"  did not refer t o  yee another l eve l  of 
disaggregation; it simply referred back t o  the disaggregated da ta  mentioned 
ia the f i r s t  few sentsnces oE the  paragraph. 
with i n  redraf t ing .  

In  the last  paragraph, the expression 

The au thor i t i e s  were simply asking 

Such problems could be dealt 

M r  . AI-Jasser observed t h a t ,  i n  the fourth paragraph, the disaggregated 
data  that  the Fund would request referred t o  mi l i ta ry  spending. That d i s -  1 

aggret.stion exceeded the  aggregated data  referred t o  i n  the t h i r d  paragraph,  
which referred to aggregate data which inclyded f i s c a l  expenditures, i nes r -  
national trade, and external a s s e t s .  The Director of the Exchange and Trade 



Relat ions Departmnt  had shorn t h a t  the d r a f t  concluding nemarks contained 
an opep-ended statement t ha t  could be in ' s rp re t ed  i n  en;. way one wanted t o  

N r .  F i losa  s a i d  t h a t  t he  rephrasing of  the f i f t h  pm...agraph suggested by 
the  D i r e c t o r  of ehe Exchange and Trade Relations Department cmcdrred  wieh 
his  recomcndat ion.  That rewording would include not only those countries 
t h a t  had cu r ren t ly  exp+rssed such in ten t ions ,  bu t  also a l l  those t h a t  i n n  Che 
future would take stac'.~ a s t e p  and, therefore ,  could ask the  Fund Fcr a s s l s -  

tance i n  making an evaluat ion of the econollric consequences of t h e i r  
dec is ion .  

Hr. Clark,  r e fe r r ing  to the  f i f t h  paragraph, s a id  t h a t  the ExecuCive 
Board seemed t o  be moving t o  a view t h a t  it did not want t o  give the s t n f f -  a 
tremendously expanded ro l e  with respect t o  mi l i t a ry  expenditures.  The 
comments of the  Director of  the Exchange and Trade Relations Department at 
the  s t a r t  of the cur ren t  discussion sugsested tha t  the s t a f '  had not been 
asking f w  a tremendously txpnded  ro l e  i n  t h a t  area;  i n  f a c t ,  the  Director 
had suggested t h a t  the co l l ec t ion  of mi l i t a ry  expenditure data tras consis;- 
t e n t  with the co l l ec t ion  of any other  needed t o  have fully comprehensive and 
i n t e r n a l l y  cons is ten t  data at an aggregate l eve l  arid, i n  m i n e  circumstances, 
a t  t he  disaggregate level. He had ce r t a in ly  been prepared t o  support that 
proposi t ion.  I n  f a c t ,  a t  the time he had not been able t o  understand the 
purpose of the  Board's previous discussion. O f  course, the a r t i c l e  i n  the 
WashinRton - Post had sOon turned on the light. As the saying went, one 
should always look f o r  the o ther  agenda. 

He had found a l l  the paragraphs before the l a s t  one, paragraph 5 ,  qu i t e  
acceptable and s t ra ightforward,  Mr. Clark s t a t e d .  Unlikt Mr. Al-Jasser ,  he 
had found the l a s t  paragrap3 the most d i f f i c u l t ,  beczuse t o  that poin t ,  the  
contents  of the  d r a f t  concluding remarks were consis tent  with the need f o r  
comprehensive and consis tent  data .  
s ion  a long way from simply doins what the  Fund should be doing, and he 
wonclered whether t h a t  paragraph needed to be included. Any country could 
ask the  Fund t o  do ana ly t i ca l  w o r K ,  be i t  XI enalysis  o f  mi l i t a ry  expendi- 
t u re s  or  another t o p i c .  If the  resources were avai lable  and an agreement 
could be reached, then t k e  work would be? done. Therefore, i t  w a s  not  clear 
why t h a t  p a r t i c u l a r  paragraph needed t o  be included i n  the ccilcluding 
remarks. 

But the l a s t  paragraph moved the d iscus-  

Fk. Prader remarked t h a t  h i s  cha i r  would have preferred t o  have ha?. the 
discussicm on mi l i t a ry  expenditure i n  the  wider framework o f  a discussion on 
unproductive expenditures. Hmever, he could accept t h e  concluding remarks, 
although they repressnted only a minimalist pcsition. e 

A number of Directors had c r i t i c i z e d  the p o l i t j - c a l  natxre  of looking 
into m i l i t a r y  expenditures, M r .  Prader noted. I t  should CQIXE as  no surprise  
:hat lQb7ering the  ideological temperature would lead to changes i n  the  Fund, 
including glasncst. fie recalled t h a t ,  before the major changes in Eastern 
Eurcpe,  Directors  wi th  Eastern European countr ies  in t h e i r  const i tuencies  



had been used to political questions. It was even pointed out that economic 
liberalization Mould lead 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 economic snalysis should come os a relief to Directors. 

Mr. Zoccali said that voluntary cooperation was, as other Directors had 
mentioned, +le essence of any workable strategy. 
common denominator. Nevertheless, national security was a sensitive tssue, 
and there might be some difficulties not resolved by drawing a line, as 
suggested, betweeiii the repvrtizg of disaggregated daLa and the analytical 
presentation. However, 
he agreed with the comments on the fifth paragraph by Hr. Evans, Mr. Clark, 
and Mr. Kafka. 

The current draft w a s  a 

He could live with the basic thrust of the draft. 

Mr. Goos noted that the second and third sentences of the first para- 
graph were somewhat repetitive. 
outlook and, in that connection, the relationship between military spending 
and the shortage of global resources. The text then alluded to the inithl 
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 
d r q  the following four-and-a-half lines and continue with "Most Directors 
indicated that as military expenditures can have an important bearing . . . . "  

The text had referred to the world economic 

With respect to the issue raised by the Washinnton 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 would 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 arid Trade Relations Department safd Chat 
the staff, which was not preparing such an initiative, had been surFrissd by 
the Washington Post article. 

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

The Fund should respond to significant unwarranted newspaper 

The Acting Chairman replied that Fund practice had been not to respond 
to newspaper articles, because a response vas more likely to result f n  an 
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expansion of the story than a correction. Stories were more frequent at the 
time of t h ~  annual meetings. 

F:r. Dtawson commented that he had spent some time attempting, with 
little success, t~ encourage the Washington Post to publish more factually 
correct articles. 
to correct.ions to newspaper articles was well founded. It was his experi- 
ence that a request for a correction generally only spawned a rerun of the 
article, with an qpended denial by the party misquoted. 

The Acting Chairman's view of Fund practice wieh respect 

Mr. Finaish remarked that his authorities had not yet had ehe 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 guidelL 2 nes 
€03: the staff, result in its mtsinterpretation. 

The last sentence of the first paragraph captured the limits cs Fund 
involvement that  a majority of Directors had underscored during the previous 
discussion, P4r. Finaish commented. The first paragraph dealt w i t h  the 
general issue of the desirability of shifting resources from military expen- 
diture to other uses that eahanced investment and output. The last sentence 
said that it was not approprlate for the Fund to address &e 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 t0 clarify correctly the national or f i sca l  accounts--a 
step which would require separate identification which the third paragraph 
was prepared to forego. 
of military components--provided those components were classified by the 
authorities themselves, rather than by the staff. 

The national or fiscal accounts should be inclusive 

Again, with respect to the fourth paragraph, Mr. Evans and Mr. Arora 
had already referred to the sentence on condiel[.oriality, Mr. F%na€sh 
recalled. During the previous discussion, Directors had a l so  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 es tab-  
lishing performance criteria under Fund arrangements" should be amended %O 
read "...should not serve as a b a s i s  for conditionality i n  the use of Fund 
rescfurces, I' 

The third paragraph seemed to be gencrally acceptable to many speakers,  
M r .  Finaish observed, but he had one wordpf caution. O n  t he  one hand, one 
could not dispute that p a r t i a l  data which bid not ccver cer ta in  items could 
complicate the staff's ability to make macroeconomic assessments. Un the  
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other hand, a transition from partial. to comprehensive data, even t~l ie~l  
provided only at the. aggregate level, might indirectly provide information 
on items that  had been excluded in the  pastn Therefore, for some countries, 
security questions might arise at the time o f  transition from pa r t i a l  eo 
comprehensive but aggregate data. He w a s  not sure how to deal. with that 
problem, but Directors should at lease recognize the dileima. 
were to discuss a staff report for an Article IV consultation with a country 
that gave the Fund partial data--for exampl.e, a debt of $5 billion t ha t  
excluded military debt--then, at the next consultation, when that country 
w a s  asked for disaggregate information, the size of the military debt would 
be immediately obvious. Whether or not  that approach was legitfmatx, the 
Fund would be faced with the problem of traxisition from current eo new 
practices. 
not, at least immediately, give data even in the aggregate. 

If the Board 

Some countries might be sensitive to such requests and WQUI.~ 

Mr. AI-Jasser stated that he fully agreed with the views of the  Acting 
Chairman and Mr. Dawson on the Fund's practice of SIQC responding to inaccu- 
rate reports in the press. However, about two years ago, t%e Managing 
Director had expressed eo the Board h i s  disturbance over o leak of frrfonrina- 
tion from the world economic outlook discussions. Likewise, Directors and 
senior  Fund staff were distressed by the current leak to the Washlrnzton Post 
and the New York Times. They needed to have their concerns allayed t h a t  the 
role of the Board was not being undermined by a disarmament initiative being 
prepared for announcement at the Annual Heetings in 5angkak--an ini tzat ivn,  
they knew nothing about, except for what they had read in the newspapers. 
Therefore, it would be helpful if a senior staff member were to t e l l  the 
Board t ha t  what w a s  said was incorrect. A statement was needed because the 
Acting Chairman had not f e l t  comfortable denying categorically the existence 
o f  such an initia.tive. As a result, he was quite concerned that Board 
members might be the l a s t  to know what action the Fund might take. 

With respect to far. Prader's point on glasnost Pn ehe Fund, he had 
learned in his introductory economics course that specialization arid 
division of labor, based on comparative advantage, existed in a more 
advanced state of social organization, Mr. Al-Jasser recalled. ?hap; i m a g e  
was the one he had of the Fund, and he was both proud and a little protec- 
tive of it. 
in the case of cutting military spending, the dksaarmment initiatives could 
be institutionalized in a new agency saneti5ned by the Securi ty  Council QT 
some other body. However, the Fund should guard its specialization. 

Perhaps another institution was needed to deal with new issu-s; 

The Acting Chalrrnan noted that the Managing Director's draft speech for 
t h e  Annual Meetings included no disarmament initiative. H i s  conversations 
with the Managing Dirsctor on military expenditures had reflected the i r  
conclusion that the downsizing of the military, particul-arly in  
Czechoslovakia,  would be a challenge for countries that were transfsrming 
t h e i r  economies. 
n i i l i t a r y  expenditures had been mentioned i.xb t h e i r  discussions. 

No broad strategy for the Fund's role with respect to 
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Mr. Al-Jasser replied that the Acting Ghaiman’s statement explaining 
what he knew with respect to the alleged initiative had allayed h i s  own 
concerns. 
been made after the newspaper report had appeared. 

Everyone would have been even more reassured had such a statement 

Mx.  Hirabor 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. Goo5 ccmiented that he welcomed the Acting Chairman‘s explanation. 
However, ho 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 Eurry. and under- 
scorinG the need for sav8mgs.to propose a strategy, then he should inform 
Executive Directors prior to his  address in Bangkok. 

Mr. Prader recalled that the Acting Chairman had mentioned 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 w a s  meant to reflect the 
three levels of data that the staff considered necessary. 
w a s  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 f o r  the staff to do the minimum analysis required to assess the 
macroeconomic performance and policies of the member countries to a s s i s t  the 
Board in the conduct of its surveillance responsibilities. 

The first level 

A t  the second stage, that analysis could not be conducted w i t h  data 
solely at that wholly aggregated ?.@vel, the Director continued. The dis- 
aggregation mentioned in the fourth paragraph--which caused #r. AI-Jasser 
sone concern--did not necessarily refer to the disaggregation of military 
data. It referred In the first instance to disaggregaeisn of the higher- 
level data--fiscal expenditure--into 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 ovFr the  pas t  
several years and had an aggregate on expenditure and an aggregate on 
rever,ue and the deficit. 
be acceptable to the Board. 
sures t ha t  were g t v h g  rise ta that budgetary paetern. 

He seriously doubted t h a t  those aggregates would 
The Board wanted to ‘know the forces and pres -  
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The staffPs recent examination of the documentation on many consulta- 
tions had revealed that the Board had commented time after time cn the 
pattern of a particular expenditure component, the Director observed. 
Frequently, that comment was on a mil i t a ry  expenditure. 'Fhe Board minuteu 
were replete with such references fn Directors' remarks and even in sumings  
up reflecting the Board's consensus that the authorities would have di . f f f -  
culty reducing the budget d e f i c i t ,  because so much expendimre was devoted 
to the milttary and the authorities had given no indication that those milt- 
tary expenditures would be reduced. It had certainly been ehe 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 auehor- 
ities had asked the staff to assist them wizh a particular kind of analysis 
beyond the basic macroeconomic analysis, the Director explained. Far 
example, the analysis could be of a specific labor market problem derfved 
from the downsizing of the military establishment. For that purpose, if 
certain disaggregated data were required, the authorities wouPd 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. In t ha t  
connection, the staff could not require--nor would it want to require--that 
the authorities make certain data available. 
Mr. Al-Jasser's comment, combined with Mr. Filosa's suggestion, perhaps gave 
a better sense of the situation described in the third paragraph, uhaiclh 
could say that "countries, when contemplating downsizing their military 
establishments, may wish to be ass is ted  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 presmpt ion  
that the s taf f  was putting any pressure on the authorities for data; the 
authorities' request €or assistance was the sole reason far data to be 
disaggregated to t h a t  level. 

H i s  earlier response to 

There were presentational devices to protect sensitive information in 
instances of the kind raised by Mr. Finaish, In which a s t e p  increase in 
published debt data might enable an inference to be mode ahout the s i z e  of a 
country's milirary establishment, the Director said. The important compo- 
rient 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 t he  Eourth paragraph, t he  staff had S e a n  
trying to avoid using the word "conditionality" f o r  a part?.cular reason and, 
hence, had used "performance criteria, 'I the Director of  the Exchange and. 
Trade Relations Department explained. The stlggestian to insere. the phrase 
&out establishing conditions and objective;, ilnckudjng perforrnance cri- 
t e r i a ,  might well work in that context. The reason f o r  avoiding the term 



"conditionalityR was the existence of an old decision aboue Pending for the 
purposes of supporting military purchases. 

n e  General Counsel said that one of the eanlfest decisions 1x1 che 
history of the Fund--a ~ p e s t f ~ n  of interpretation of the Articles that had 
been raised by the Board of Governors and put to the Executive D ~ ~ n r d  in 
1946--had been on whether a member of the Fund could use the Fund's 
resources to finance the purchase of armsunents. After careful study, it had 
been concluded that a member w a s  not allowed, under the ArtEcPes, to use th@ 
Fund's resources for Che purchase of armaments. That decision had no& been 
cited often, but it w a s  still on the Fund's books. Therefore, if condition- 
ality fn the broad sense were referred to, it would imply that the Fund was 
changing its interpretation of the Articles, whereas the reference eo 
performance criteria had a different effect. In other words, the prohibi- 
tion on using the Fund's resources for the purchase of amments C Q U ~ ~  not 
be mended now except by a corrective interpretation, which w a s  not b e h g  
considered. 

Hr. Arora remarked that he wondered why disaggregated, instead of 
If a member country made only aggregated, data were being emphasized. 

aggregated data available, Ilt would not be used for military &be: matters 
only.  The emphasis of the discussion had been on m i P i t ~ i ~ y  expenditure data. 
Currently, the staff could not say what level oE disaggregacion would be 
needed. merefore, the phrase "performance crfteria" suggested chat the 
s t a f f  had something else in mind. 
members to disclose their military expenditures and whether the staff d i d  
not want those disclosures to be connected to cond€tionality in any way. 

He wondered why the staff w a s  encouraging 

The Director of the Exchange and Trade Relations Department said that 
there w a s  no hidden agenda behind the last sentence in the fourth paragraph. 
In light of what the General Counsel had said, the staff was tryfng to c a s t  

a statement that would capture what had seemed to be the sense of the gre- 
vious discussion that military spending should not become subject to con- 
ditionality in Fund arrangements. 
without running afoul of a general reference to conditionality that might 
cause problems in the context of the decision to which the General C O U ~ S @ ~  

had referred. Instead of the Word "conditionality," the staff had used the 
words "performance criteria" to indicate t h a t  there  w a s  no intent whatsoever 
to bring up the issue of militery spending at that juncture, because, irres- 
pectlive of i n t e n t ,  military spending would be subject to Fund conditionality 
and the use of its resources. 

The staff was trying to convey tha& idea 

%r. Clark remarked t h a t  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. 

c 

The Director sf the Exchange and Trade'. Relations Department msponded 
t h a t  the staff had gained insight from Directors' statemenLs about t h e i s  



views on mi l i t a ry  spending and about the appropriateness of a t t e n t i o n  t o  
thac i ssue  on the broader p o l i t i c a l  scene. 
spending t h a t  had been discussed were t o  take place,  there  would be impor- 
t a n t  economic e f f e c t s .  In  the context of the individual  country s tud ie s  and 
tn the  world economic outlook, the Fund should be a ler t  to chose changes; i t  
should not make judgments, but it should take the macroeconomic e f f e c t s  oE 
those changes i n t o  account. 

If the  changes i n  m i l i t a r y  

With respect  t o  the language on data  def ic ienc ies ,  R e  had hoped t h a t ,  
with the c l a r i f i c a t i o n  t h a t  he had submitted earlier about the disoggre- 
gat ion t h a t  the  s t a f f  was seeking and what he had s a i d  i n  h i s  opening 
remarks, it would be evident t h a t  the burden of proof w a s  on the s t a f f  when 
it sought grea te r  disaggregation, the Director s t a t e d .  If there  was a da ta  
def ic iency,  the staff had t o  be able  t o  show a need f o r  the da ta  when ir, 
came t o  the  Board t o  complain. It would be incumbent on the staff t o  show 
t h a t  c e r t a i n  conclusions could not be made that w e r e  important t o  an assess- 
ment of the  country‘s economic s i tuaeion as p a r t  of a survei l lance or 
program decis ion.  For example, the s t a f f  could not give a five-year p r o f i l e  
showing the prospects f o r  external  v i a b i l i t y  i f  it d id  not have reasonably 
complete debt and debt-searvice project ions.  He hoped t h a t ,  w i t L ,  the  cur ren t  
discussion,  the Board would t e l l  the  s t a f f  t h a t  it should be more forth- 
coming i n  informing the Board when it d id  not have the  bas ic  minimum data  
required t o  provide the assessment, so t h a t  the Board could react i n  those 
p a r t i c u l a r  cases, 

The meeting was b r i e f l y  recessed. 

When the meeting was reconvened, a revision of the drafp: concluding 
remarks was c i r cu la t ed  (see Annex 11). 

MY. Mirakhor remarked t h a t  he had understood the Director of the  
Exchange and Trade Relations Department t o  have sa id  immediately p r i o r  CQ 

the  recess  i n  reply to M r .  Arora tha t  the leve l  of disagqregation needed for 
the  staff t o  proceed with its analysis  should be l e f t  to the  s t a f fus  discre- 
t i on .  Presumably, t k ? ,  the c r i t e r i o n  for deciding whether the  da t a  that 
t h e  s t a f f  had received w e r e  deficient would likewise be l e f t  to the s ta f f ‘ s  
judgment. He was prepared to agree t o  tSa t  s t ep ,  except t h a t  it created an 
open-ended s i t u a t i o n  i n  which Directors with members concerned about 
na t iona l  s ecu r i ty  would not know exactly what data the staff would be 
requesting. 
would know exactl.;y what leve l  o f  data aggregation they would be asking for, 
so that Directors could inform their au thor i t i e s .  

He wondered a t  what point i n  the consul ta t ion process the  staff 

He had asked t h a t  question i n t h e  context of Syria ,  because it  was the 
only concreee example Directors had, Pfr. Mimkhor continued. He wondered 
whether the Fund would, i n  general, be asking for data  during Ar t i c l e  I V  
consultations at the same level of aggregation t~ do the same level o f  
ana lys i s  as i t  had done as p a r t  of i t s  eonkultation with Syria. 



- 22 - 

The Director of the Exchange and Trade We'PatLons Ikpartment replied 
that it w a s  not possible t o  list the data that might be requested in the 
sense of providing line items in a table .  In that event, be had suggested a 
criterion for data requests. He had also  suggested that the burdon of proof 
in requesting data be effectively placed on the staff to demonitrate t h a t  
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 S Q ~ @  cases. 
in whicb the level of disaggregation was linked to military spending as an 
aggregate line in the budget. That aggregate figure for military spending 
had rhen been related to total current expenditures. 

Syria was an example 

Mr. Hirabor said that he realized the constraints in trying to define 
the kind of data that was needed for indiwidual countries, but he wondered 
whether Syria was a good model and whether the staff would report to che 
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 fer military expend%- 
t u r e  and provision by the authorities for it, and military expenditure had 
been shown i n  the context of overall government expenditures. Sysfa was not 
a model from the point of view that on the external debt s i d e  B request had 
been made for comprehensive c k t s  that had not then been made available. kle 

wuld not want tc use Syrfa 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 
performace, would be the driving force behind requests for data .  

The staff had, Ln 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 t h a t  
said that full inEormation on external deLc had not been provided, and that 
the missing information had been thought to involve debt on military 
accounts; data from othar sources suggested that Syria's total external debt 
was higher and, therefore, that the external debt service w a s  higher. 

Mr. 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 t~ the military 
debt . 

The Director of the Exchange and Trade Relations Department r e p l i e d  
that page 1 8  af the staff report on Syria stated that "while comprehensive 
data on external debt and arrears were not available t o  the s t a f f ,  it was 
quite l i k e l y  t h a t  debt-service obligations falling due in 1991-93 were 
higher than indicated by the projections." 
had been discus-ions with the authorities about the discrepancies in thhr  
data. The s ta f f  had concluded that the discrepancies had derived from an 
absence of external debt on military accaunts. In many o t h e r  instances 

It w a 5  h i s  understanding there  
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reflected in Board discussions when military expenditure per se had bean 
identified 
included fn the budgetary accounts and had not then been provided in 
separate accounts to the staff. 
Board in the context of the staff reports. 

the staff had been told that it was off budget--it had not bean 

That information had been reported to che 

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 deletion 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 draEt 
concluding remarks--"These data should therefore encompass military transac- 
tioris, even if not separately identified, " - - P I P .  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 whether saying 
"even if 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 separracely identified" insteed. 

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," Hr. 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 Hr. Penretz had 
mentioned, in working papers for cross-country comparisons and for analysis 
of the general. problems raised by those new trends. 
Mar. Prader that the Fuxd's role should be to help countries and the inter- 
national community better assess and better implement p o l i c i e s  to downsize 
military expenditures, in order that rational strategies would evolve in 
member countries and in the international community. 

He agreed with 

c 

Mr. Arora said t h a t  he welcomed the clarification of what was meant by 
conditionality i n  the context of the revised draft concluding remarks. 
wondered whether, because the word "conditionality" was not  used, ehe words 
"performance criteria" and "benchmarks" coGld be added. 

He 
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MP. Finaish said that he wondered how the B ~ r d  intended to use the 
concluding remarks in relation to the Interim Cornittee's discussion QTI 

global  savings and productive use of scarce resources. 
reported solely an m8litab-y spending, the Board would imply that it did not 
believe that there were other sources ~f UnpksdwEive spend%ng, such as 
agricuPeuraP subsi8i.e~ In industrial countries. 

If the  Board 

If the Board chose to report to the Interim Cornittee, he agreed with 
Hrs. KrosBy and others that there were two issues--first, the broad issue 
covered Ln the first paragraph that military spending should be reduced 
together with its effect on saving and investment, Mr. Finaish stated. In 
the last senteace of the first pciragraph of the revised draft conclluding 
remarks, the Board had expressed the view that the objective was worthy, but 
did plot pertain to the business of the Fund. 
to the Interim Committee, because the issue was currently generating 
considerable speculation. "he second issue, related to the question sf 
data, was strictly a Fund issue. In its discussion of data and the refer- 
ences to Syria, che staff had made it clear that its objective w a s  eo obtain 
information on debt. 

That view should be expressed 

The last paragraph of the revised draft concluding remarks said chat 
some countries that were contemplating downsizing their military establish- 
ments might approach the Fund for technical assistance, Mr. FinaLsh noted. 
In t h a t  event, the authorities would be prepared to provide data, and the 
Fund should provide them with technical assistance. Therefore any report to 
the Ineewim Committee should make some reference to other forms of unproduc- 
tive spending and to the two issues, the data and the broader issue of mil€- 
tary expenc'fture 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 tha t  
when the agenda item on global savings and the productive use of scarce 
resources had come up at the Board during the course of the discussion an 
the Interim Committee agenda, the question had bcen raised as to shat the 
documentation for that agenda iten 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 outlook discussion, other 
world e -nomic outlook documents, including the s w i n g  up from t h a t  discus- 
sion and the Managing Director's statement on the world CXOT~QX~C outlook. 
All of those together would encompass information ow subsidies and 'crade- 
related inefficdencles as part of the discussion On productive expendfeure. 

In the first paragraph of the revised draft concluding remarks, the 
staff had d e l e t e d  the portion of the third sentence suggestxd by Mr. Coos-- 
"many Direc tors  further noted that military spending places a heavy burden 
on t h e  budgets of both i n d u s t r i a l  and developing countries and has &he 
e f f e c t  of diverting resources away from uses Chat could otherwise eon t r ib ra~e  
to increased levels of savings and investment and higher  ~utput"--in l i g h t  
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of the fact th t it h 
in the first sentence 

d been somewhat repetlieive f the information p-hovided 
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, n m o ~ t  Directors indicated that....n Mr. Finaish 
had suggested deletion of that sentence AS well. The staff had noc done s o ,  
partly because that sentence laid down an important marker, with the WOK& 
"information about such expenditures may be necessary to permit a full and 
internally consistent assessment of the member's economic position and 
policies." The pofnt about using information an 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 begfnning of the paragraph had 
been deleted, the Director of the Exchange and Trade Relations Department 
said. Otherwise, the first sentence remained the same. The entire second 
sentence had been deleted and replaced with the underlined text on the f i i - s t  
page of the new version. 
by Mr. Peretz. It incorporated Mr. Evans's recommendation about the need 
f o r  members' cooperation, which he had proposed be added at the end of the 
concluding remarks. 

That change primarily reflected a suggestion made 

Mr. Mirakhor 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 o f  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 Funti 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 t h i s  
area," 09: "some qiestfoned the extent o f  the rcXz of the Fund in this  area," 
or words to that effect that did not describe a specific nmber of people. 
That sentence described the major part of the discussion--the extent: to 
which the Fund should collect and analyze military expenditxire data. 

Mar. Peretz siiggested that Directors use Mr . Posthumus ' s first f o r m l a -  
tion. All Directors had yuostioned the extent sf the Fund's r o l e .  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 many 
Directors had questioned the role ob the F u ~ d .  
role for the Fund and 8 or 9 had n o t ,  then r'he description n ~ o m e  othersn did 
not  reflect what had happened in the Board. Neither Mr, Posthumus's nor 

If 12 Directors had seen a 
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Pir. Peretz's suggestions got around that problem. There was concern about 
the role of the Fund, not the extent of the role. 

Hr. Goos commented that Mr. Mirakhor's proposal would constitute a step 
backward. 
repeatedly that infomation was collected 'by the Fund on military expendi- 
tures and that information was disclosed in staff documents to a varying 
degree. 
formulation proposed by Mr. Peretz and Xr. Posthumus should accommodate 
Mr. Mirakhor's concern. 

The Fund had a role and was playing it. Direcwrs had heard 

There was no question but that the Fund had a role to play. The 

Mr. Mirakhor stated that he himself was not questioning whether the 
Fund had a role. 
in the Board. 
obligation to reflect the Board discussion as accurately as possible. 
words "some others" meant three or four Directors, but nine Directors had 
actually questioned the role of the Fund. 

He was merely talking about reflecting what had happened 
Directors had an 

The 
He did not want to use divisive language. 

Hr. 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. Mlrakhor said that he disagreed that he had been ineluded among 
those who had said that the Fund had a role. 
compromise, but the sentence in question did not fully reflect the discus- 
s ion. 

He was willing to support a 

Mr. Towe remarked t h a t  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.. 
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. 

Therefore he proposed that-- 

frlr. Posthumus sa id  that--before Directors divided into two groups--he 
suggested keeping the first part of the sentence, "while Directors s a w  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 thk words "some others" suggested 
tha t  none of those who saw a limited role for the Fund had any questions 



about its role .  In fact, all speakers had raised questions atorrt the Fund's 
role, although there had been differences in degree. 

Mr. Arora remarked that what Mr. Miraldaor had said was factually 
correct. There had been a debate in which people had freely expressed ideas 
and asked questions without corning to any conclusion. However, at the end 
of the debate at the previous discussion and at the beginning of the current: 
discusslon, Directors had recognized that they had to come to a decision an 
how their discussion would be reflected in the concluding remarks. 
supported Hr. 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. 

He 

Mrs. Krosby sid that she wondered whether the word "reservations" 
encompassed more o f  that minority group, instead o f  the word "questions." 

Mr. Kafka stated that the first sentence of the second paragraph had 
said what had, tn 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. Mow- 
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. 
graphs, the new underlined sentence was unnecessary. 

If they could agree on the subsequent para- 

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 incbtded 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. Poschumus remarked that he discerned two messages in the underlined 
se;itences. 
members, and the second was that the common ground consisted of the Fund's 
mandate in the Articles. 

One message was the voluntary character of the cooperation of 

Mr. Peretz said that he agreed with Mr. Posthumus that the t w o  under- 
lined sentences were WOKth keeping; however, he supported the deletion of 
the paragraph's introductory sentence. 
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g: recaP1ed ehat Mr. B e r e t 2  had noted ehe need to have a 
Interim Cornitstee. It was uneeallisltile eo 88SLpAH1e? t h a t  833 

i t t e e  a l l  the representatives would be Bn favor of a role 
i k c e w i s e ,  the views of the authorilties in member eozantries 

were reflected in the Boaprd by their  represencati~es. os-€? DiFBC%QPHO who 
had seen no role for the find and hind suggested that the debate belonged E n  
another institution felt that the Fund had UPIBYCB important respansibilltiea 
ta, fulfill. 
happened in the Board. 
credit to the Board for reaching a C O W Q ~  ground. 
much stronger if the underlined sentence was retained. 

In a l l  fairness, the concluding remarks should say what 
In that event, the third paragraph would bring 

Such B wsssdags would be 

Mr. Arorcn said that he had meant merely to confirm PIr. NiraMmr's 
position that although there earlier had been a dfvisiom of views, since the 
beginning of the current discussion there had been a general feeling &ha$ 
Directors should try to winirnize--to the extent that they cou%d--ehe%r 
di-vergence En opinions. 
take a deckslon by head count. Therefore, the opedng sentence En the 
second paragraph reflected, to some extent, what had happened bn the Board. 
He agreed w i t h  Hr. Mirakhor that the unde-.lined sentence s h ~ u l d  not be 
deleted; as HK. Qosthmus had suggested, it could be reworded. There had 
been concerns and many questions about the role of the Fund that Bndicated 
that the debate was not one-sided. Therefore, the underlined part of eho 
revised eext was important, too. 

In addition, he had urged that the Board should not 

Hr. Fukui remarked that he preferred to retain a l l  three seaateneea '&at 
were under dlscussisn, bzcause--as Mr. Arora had m@ntioned--they conveyed 
some sense of &e Board discussion. Some favored a role for the Fund, 
whereas others had not. 

Mr. Al-Jasser said that he agreed wPth WH. Mlsakhor, especially w i t h  
respect  to using "while Directors" i n  the first sentence, because 
"Directors" alone meant all 1;Pirectors and was therefore not Eactuallly 
correct. 

The Secretary said that, to reflect DErec@oxsr positions at the 
previous and the current discussions, the words "while many D i r w m m  saw a 
limited, albeit important, role for the Fund in the  co%lect.i~n and analysis 
of data on military spending, a number of o the r s , "  should be follswed by 
either the wording i n  the revised draft: concludhg remarks or che proposal 
o f  Mr. Peretz o r  Mr. Posthtmus. 

The Director  of ehe Exchange and Trade RePaCions 'Qeparcment csmnenced 
that there  d idena t  appear to be two groups of opitiiion, one questioning the 
yo le  of the Pmd in the collection and analysis of mPlitary expendituse data 
and the other np;e questioning that  role.  
t h a t  if there were two groups, D ~ K C X ~ O ~ S  in both had concerns and uncertain- 
ties, 'because ehe staff  could n o t  explicitly define the Fund's a c t i v i t % e s  in 
the collection and analysis oF military expenditure data in a precise and 

Several Directors had pointed out 
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detailed manner. Therefore, using "some" and "others" missed the  fact t h a t  
all Board members bad questiuxed the role of the Fund. 
question could begin "most ljfrectors 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 th i s  area." 

The sentence in 

Nr. 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 -.did 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; nonethelcs-, 
many saw a limited, albeit important, ro1.e for the Fund in the collection 
and analysis of data on militexy 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 wfth 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 
che sense that he had gotten from the current discussion, which was perhaps 
even more important than the prevfous one. 

Hr. Postbumus 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 che collection and analysis of data on military spending, a number 
questioned the role of the Fund in this area." 

Mr. GOSS asked for clarification of the meaning of the underlined 
sentence in the second paragraph. Me understood the psrt that said that 
data had to be sought in the context of the Article IV'consultation, but he 
d i d  not understand the part that read: 
find a common ground that comands a wide degree of support. 
ground should be based on . . . . "  Those s-ntences implied that Directors had 
not y e t  reached a common ground, and that that task remained €or the future. 
They would mclke sense only kf they were changed to say that Directors had 

"Directors felt it important . . .  to 
This common 
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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. 

Kr. 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 
identically, 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 Government Fin ance Statistics that defined data, so 
that such comparability was possible. 

Mr. GQOS 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." 
addition was needed, because it was inconsistent with the l a s t  sentence in 
the paragraph, which said that the Fund should enhance its work to improve 
the comprehensiveness and comparability of such data. 
separately identified, if only in Government Finance Statistics. 

He wondered whether that 

Those figures were 

The Director of the Exchange and Trade Relations Department replied 
that that sentence referred to military transactions 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 Eo separately identified. For example, in the 
debt statistics, military expendfture statistics did not need to be sesara- 
ted in all cases for analytical purposes. 
those military expenditures had not been entered as separate l ine items, 
they must be part of the sum rather than excluded as off-budget items or not 
ref lected in the balance of payments. 

The sentence meant that even if 
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In the fourth paragraph, t w o  changes had been made to deal in part with 
the point raised by Hr. 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 co~tsjxlt: of 
Article TV consultations . . . ."  The sentence then continued as it had in the 
original draft. That refererrce, 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 
del.ete 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 deficiencies 
should be reported no matter where they occurred. 

Mr, Kdka remarked that Mr. Filosa's suggestion had been helpful, bur 
Mr. Arora yould probably be helped even more if, after the "however" that 
began the sixth sentence, the remainder of the sentence was de le ted  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 t o  
voluntary cooperation, i 3 "however" introduced a note of qualification. 

Mr. Arora responded that he agreed with Mr. Evans. Ttae 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 w i l l  be 
reported to the Board in the normal cotirse." 
fulfilled its responsibility, and the Board would do what it liked with the 
data. 

The s ta f f  wouid then have 

The Director of the Exchange and Trade delaticpns Department said t ha t  
those  sentences had been included. in order to explain the imgl<-cations of a 
d a t d  deficiency . 



Mr. Fi losa  seated that %e agreed with Mr. Evens. In terns of the 
meaning that was conveyed 3 y  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 survei8lance exercise. Hislor omissions would not be reported 
f o r  that purgQSe. 

The Acting Chairman suggested dropping the "however" at the beginning 
of that sixth sentence and keeping the remainder of the sentence essentially 
as it w a s .  

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 sustaicabilfcy 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 methodi.cal 
and systematic basis than in the past. The Board should avoid giveng tho 
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 ~ 9 i t ~ a a t i ~ n .  
The practice of reporting data deficiencies to the Board had been menilened 
earlier in the concluding aremarks. 
ciency having & bearing on a member's E?COnOnI5.C poslhtion and prospects W Q U ~ ~  

be brought to the notice of the Board in the normal manner, but the idea 
that  the Baard consider the implications of the deficiencies for the c~nduct 
of its surveillance responsibilities should be dropped. 
the obvious. 
staff on how it wanted to proceed. 
the impression that the Board intended to use its power to bar members. It 
was important that the Board protect the xelationship between the Fund and 
its members. 

It could be repeated that E( data clef$- 

That was stating 
If the Board found 3 serious deficiency, it would guide the 

As the sentence now stood, it mighe give 

The Acting Chatman explained that, as the Dhrect~r 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 Hr. Arora's proposal, he would suggest that they shorten the 
sentence,  because the record of the discussion would make cl.ear the meaning 
of "normally so reported. " Accordingly, t;he new sentence W Q U % ~  read: '"ata. 
deficiencies would be brought to the attention of the b a r d  i z a  the wanner in 
which such data deficiencies are normally so reported." 

The Dlrector of the Exchange and Trace Relations Department recalled 
t h a t  the last sentence of the fourth paragraph In the original draft  
concluding remarks had provoked comments concernfng conditionality. 
been simplified by the deletion of what had been the preamble of t h e  
sentence in the original version, namely, "to the extcnr a member provides 
disaggregated data"'; currently, it began ",Directors agreed t h a t  data on 
military expenditures . . . . "  

It had 

A suggestion had also heen made to add to the 
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Eame 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, becausa it could still become the basis for prior 
conditions. He suggested, instead, that it say "Directors agree that 
data ... should 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 t h a t  there  should 
be no conditionality on the level of military expenditures, not  t h a t  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: 
similar conditions on the use of Fund resources." That would include 
preconditions. 

"...for establishing perfomance criteria or 

Mr. Kaflca commented that the General Counsel had objected to the use of 
the word "conditiozs. " 

The General Counsel replied that h i s  objection was to the use of the 
term "conditionality." In a broad sense, conditionality in the Fund--not 
conditlons 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. Filosa's recommendation that the words "Fund 
arrangements" be retained, because that phrase included a rights accumula- 
tion program, which was a monitored progrm. 

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 o f  an arrangement, but precursors to it. He wondered hGw 
important the rights approach was in the case at hand. 
the record of the current meeting that benchmarks and other forms of condi- 
tions t h a t  were not  directly linked to the use of Fund resources would be 
included in that formulation. 

It could be noted  i n  

It became cumbersome to spell out everythirg. 

. 

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

The 

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. 
member not to discharge its obligations. 
Fund was not taking action. 

The rights approach did not authorize the 
The only difference was that the 

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 
"...basis for establishing performance criteria or similar the text read: 

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. 
particular had been adjusted at the 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 said 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 first sentence in 

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 i n  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. 
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 

In the final sentence of that paragraph, he had read that reference 



camman ground. However, he presumed that it was also implicit that, in 
agreeing to tha t  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 o f  
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 mandatew with "this common ground based on the Fund's mandate Bn the 
Articles can be described as follows." The latter alternative would r e f l e c t  
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  he 
General Counsel had just confirmed, the last sentence said that the co 
ground had been achieved under the Fund's mandate, and the sentence did nest 
need to be changed. 

The Acting Chairman made the following concluding remarks: 

Ihtring 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 nearly 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 am 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 wili- 
tary expenditures required to assure that security, were a sove- 
reign prerogative of national governments and were not in the 
domain of the work 6% the Fund. 

While many Directors saw a limited, albeit important, role 
for the Fund in the collection and anaJysis of daea on milleary 
spending, a number questioned the role 'of the F a d  in this area. 
Since the collection of data from nfP members in the context sf 



Article 1%' consultations requires the cooperation of members, 
Directors felt i t  important, in light of the diverse views 
expressed durirrg this meeting, to find a common ground thate: 
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 grco\r3.de the 
analytic basis for an effective assessment of menalbersQmacro- 
economic policies. At a minimum and for all members, aggregate 
datza which include fiscal expenditures (including off-budget 
accounds), international trade, and external assets and 
liabilities, must be reported fully to the Fund. These data 
should therefore encompass military transactions, even if nat 
separately identified. It has been the policy and practice of the 
Fund staff to seek comprehensive macroeconomic data for ehis 
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 daea 
disaggregation that might be requested by the staff. In the past, 
the staff has generally requested, or been offered by authoriefes 
of member countries, more detailed information on the breakdow 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 cornsumprion 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 consuPtatlsn process 
in order to assess the consistency and sustainability of a 
member's policies. The staff will continue to rely on the vokun- 
tary cooperation of the authorities in the submission of 
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 actention 
of the Baard 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. I 



rfes, when contsmplating d their military 
nts, may wish to be assisted by the? staff in assessing 

the poss ib le  effects sf such donsizing on macroeconomic perfor- 
mance. In such caees, the authorities ay wish to provide such 
data as would permit mre detailed economic analysis and Eacili- 
tats economic policy discussions. The Fund staff would work 
closely with Bank  staff in these cases on the structural issues 
sssociatlad with shifting domestic resources to other uses. 

The macroeconomic effects of military spending could al.so be 
analyzed from a regional and global perspective in the world 
economic outlook. 

DECISIONS TAKEN STNCE PREVIOUS BOARD NEETIE 

The following declsions 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 SPAZN - ARTICLE IV CONSULTATIONS - POSTPBNEPPENT 

Notwithstanding the period of three months specified in Proce- 
dure I1 of the document entitled "Survei1ls;nce over Exchange 
Policies" attached to Decision No. 5392-(37/63), 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 



3 .  PAKISTAN - E X C W G E  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 Tor imports is 
extended until December 31, 1991, or the date of approval of the third 
snnual arrangement under the structural adjustment facility by the 
Executive Board, whichever is earlier. (@BD/91/277, 9/30/91). 

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

APPROVED: April 2, 1992 

LEO VAN HOUTVEN 
Secretary 



ORIGINAL DMFT CONCLUDING REMARKS OF THE DISCUSSION 
ON MILITARY EXPENDITURES AND THE ROLE OF THE FUND 

AT EBM/91/134 - SEPTEMBER 27. 1991 

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 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 Pncreasced levels 
of savings and investment and higher output. Most Directors indicated thar 
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 qutstioned the role of the Fund in this area. In light of these 
diverse currents in the views of Directors, it is important to find co 
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 effec~ive assessment of members' macroeconomic policies. At a minim- 
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. I'l-nese 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 macsoeconomic data for this purpose. In those instances x&en 
inconsistencies In data suggested significant reporting gaps, Fund seaff has 
informed the Board and supplemented data from the authorities to the extent 
possible with dZta 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 m i l i t a r y  spending is a h i g h l y  sen;ktive 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 
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 ~ssess 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 bro\;ght to the attention of Che Board 
5% 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 criterfa 
under Fund arrangements. 

Many countries are currently contemplating downsizing their military 
establishments and the question of the possible effects of such downsfz%wg 
on macroeconomic performance has arisen in the context of discussions wkeb 
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 Lndustrial 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. 




