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1. SOMALIA - OVERDUE FINANCIAT, OBLIGATIONS - REPORT AND COMPLAINT 

- UNDER RULE K-1  

The E x e c u t i v e  D i r e c t o r s  c o n s i d e r e d  t h e  Managing D i r e c t o r ' s  co rnp la in t  
u n d e r  K - 1 ,  c o n c e r n i n g  S o m a l i a ' s  o v e r d u e  f i n a n c i a l  P - l g a t i o n s  t o  t he  Fund 
( E R S / S 5 / 2 3 5 ,  1 0 / 2 5 / 8 5 ;  and Sup. 1, 11 /20 /85) .  

Mr Finai.sl-1 s a i d  t h a t  t h e  a u t h o r i t i e s  f u l l y  r e c o g n i z e d  t h e  s e r i o u s -  
ness w i t h  which t h e  Fund viewed o v e r d u e  f i n a n c i a l  o b l i g a t i o n s  and t h e  
n e g a t i v e  i m p l i c a t i o n s  of s u c h  o b l i g a t i o n s  f o r  t h e  F u n d ' s  a b i l i t y  t o  
per form i r : s  ro1.e i n  a s s i s t i n g  members. Moreover ,  S o m a l i a ' s  r e c o r d  of 
c o o p e r a t i o n  w i t h  t h e  Fund was good ,  and t h e  C o u n t r y ' s  keen i n t e r e s t  i n  
m a  i n t a i il i n  g t ha t c ons t r uc t i v  e :- e 1 a t i o  n s  h i p  had re i n f o  r c ed t he a u  +- ho r i t i es ' 
d e t e r m i n a t i o n  t o  g i v e  p r i o r i t y  t o  d e a l i n g  w i t h  t h e i r  o v e r d u e  f i n a n c i a l  
o b l i g a t i o n s  t o  t h e  Fund. Al though t h e  payments made by S o m a l i a  o v e r  t h e  
p r e v i o u s  s e v e r a l  weeks were o n l y  p a r t i . a l ,  t h e y  were a s i g n  of t h e  a u t h o r -  
i t i e s '  eagerness t o  d e a l  w i t h  t h e  problem of S o m a l i a ' s  a r rears  and s h o u l d  
be s e e n  i n  th.e con te ' x t  o f  S o m a l i a ' s  e x t r e m e l y  d i f f i c u l t  f o r e i g n  exchange  
s i . t u a t i o n  of t h e  p r e v i o u s  s e v e r a l  months.  

T h e  s h o r t a g e  of f o r e i g n  exchange  a v a i l a b l e  t o  t h e  Government had 
developr-d p a r t l y  b e c a u s e  of l o a n  d i s b u r s e m e n t  d e l a y s  and i n s u f  E ic i en t  
f l e x i b i l i t y  i n  t h e  t y p e  of e x t e r n a l  a s s i s t a n c e  t h a t  had been p ledged  
d1.x i n g  t h e  d o n o r s '  m e e t i n g  i n  J a n u a r y  1984, Mr. F i n a i s h  c o n t i n u e d .  
A n o t h e r  f a c t o r  was t h e  s h o r t f a l l  i n  t h e  Government ' s  r e c e i p t s  of f o r e i g n  
exchange  from e x p o r t s .  The a u t h o r i t i e s  had a t t e m p t e d  t o  a c q u i r e  t be  
n e c e s s a r y  f o r e i g n  exchange  from t h e  p r i v a t e  m a r k e t ,  and f o r e i g n  exchange  
purc .hases  had been made, t h e r e b y  c o n t r i b u t i n g  t o  t h e  s i g n i f i c a n t  depre-  
c i c r i o n  of t h e  Somal i  s h i l l i n g  i n  t h e  p r i v a t e  market .  However, t h e  
a u t h o r i t i e s  had f a c e d  l o g i s t i c a l  d i f f i c u l t i e s  i n  making l a r g e  pu ' rchases  
d;ie tu .  t h e  r e l a t i v l y  t h i n  and f r a g m e n t e d  n a t u r e  of  t h e  p r i v a t e  f o r e i g n  

exchange  s y s t e m ,  and o t h e r  i s s u e s  had  been  d i s c u s s e d  by t h . e  s t a f f  and  t h e  
a u t h o r i t i e s  a t  a m e e t i n g  i n  P a r i s  e a r l i e r  i n  November 1985. Dur ing  t h o s e  
d i . s c u s s i o n s ,  u n d e r s t a n d i n g s  had b e e n  r e a c h e d  between t h e  a u t h o r i t i e s  and  
t h e  F t a f f ,  e s p e c i a l 3 . y  wj t h  respect t o  t h e  d a t e  f o r  exchange  ra te  u n i f i c a -  
t i o n ,  the. pace  of a d j u s t m e n t  of the o f f i c i a l  r a t e  i n  t h e  i n t e r im  p e r i o d ,  
and t h e  mechanisms t h a t  w o u l d  p e n i t  t h e  Government t o  c b t a i n  f o r e i g n  
exchange  from t h e  p r i v a t e  m a r k e t ,  t h e r e b y  a v o i d i n g  a n y  f b r t h e r  accumula- 
t ion of a r r e a r s .  

. exchange m a r k e t  i n  Somal ia .  Tha.t i s s u e ,  t h e  b r o a d e r  q u e s t i o n  o f  t h e  

The a u t h o r i , - i e s  had hoped t h a t  t h e  d i s c u s s i o n s  of t h e  r e m a i n i n g  
p o l i c y  i s s u e s  c o u l d  take p lace  i n  t h e  t h i r d  week  of November 1985, 
Nrq F i n a i s h  w e n t  on. khwever ,  d e l a y s  i n  t h e  p r . epa ra t io i i  of t h e  b u d g e t  
had n e c e s s i t a t e d  a pos tponement  of t h o s e  d i s c u s s i o n s  f o r  a b o u t  one month. 
The a u t h o r i t i e s  s t i l l  hoped t h a t  t h e  d i s c u s s i o n s  w i t h  t h e  s t a f f ,  which  
were t o  t .ake place i n  ivl.ogadishu in t h e  coming s e v e r a l  weeks, wsuld r e s u l t  
i n  f u l l  a g r e e m e n t  on  t h e  v a r i o u s  p o l i c y  i s s u e s .  A t  t h e  same t ime, t h e  
slit h o r i t i e s  were s e e k i n g  h r  i d g i n g  f i n a n c c  from commerc ia l  s o u . r c e s  which 
would e n a b l e  them t o  become c u r r e n t  i n  t h e  Fund. The  a v a i l a b i l i t y  o f  
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s i i c h  f i n a n c e  would of c o u r s e  b e  f a c i l i t a t e d  b y ,  and in.ight dcpcLrid upon,  a 
p r o p e r  s i g n a l  from t h e  Fund,  o n c e  p r o g r e s s  i n  the d i s c u s s i o n s  r e a c h e d  a 
p o i n t  where s u c h  a s i g n a l  c o u l d  b e  ;iiade. 

The a u t h o r i t i e s  were making e v e r y  e f f o r t  t o  become c u r r e n t  i n  t h e i r  
o b l i g a t i o n s  t o  t h e  Fund,  Mr. F i n a i s h  c o n c l u d e d .  T h e i r  e f f o r t s  would he  
g r e a t l y  f a c i l i t a t e d  by f l e x i b i l i t y  i n  the m o d a l i t i e s  and t i m i n g  of t h e  
d i s b u r s e m e n t  of a i d  p ledged  d u r i n g  t h e  c o n s u l t a t i v e  g r o u p  m e e t i n g  i n  
P a r i s  e a r l i e r  i n  November 1985. Somal ia  had begun a m a j o r  s t r u c t u r a l  
a d j u s t m e n t  e f f o r t  i n  c o o p e r a t i o n  w i t h  t h e  Fund,  and t h e  a u t h o r i t i e s  were 
a n x i o u s  t o  r e s o l v e  t h e  i s s u e  o f  t h e  o v e r d u e  o b l i g a t i o n s  t o  the Fund s o  
t h a t  t h e  i n s t i t u t i o n ' s  u s e f u l  r o l e  i n  s u p p o r t  of the a d j u s t m e n t  e f f o r t  
c o u l d  be  m a i n t a i n e d .  

hlr. Niniatallah remarked tha t :  Somal i a  had a gcDd t r a c k  r e c o r d  w i t h  
t h e  F u n d .  The a u t h o r i t i e s  had  been  t r y i n g  h a r d  t o  i n t r o d u c e  and  m a i n t a i n  
a p p r o p r i a t e  p o l i c i e s  o v e r  t h e  p r e v i o u s  s e v e r a l  y e a r s ,  b u t  e x t e r n a l  f a c t o r s  
beyond t h e  c o n t r o l  of t h e  a u t h o r i t i e s  had r e s u l t e d  in t h e  a c c u m u l a t i o n  of 
a r r e a r s .  The a u t h o r i t i e s  s h o u l d  make e v e r y  e f f o r t  t o  become c u r r e n t  i n  
t!ie Fund b e f o r e  t h e  a r rears  became unmanageable .  He w a s  p l e a s e d  t h a t  t h e  
s t a f f  i n t e n d e a  t o  v i s i t  Somal i a  soon i n  o r d e r  t o  work c l o s e l y  w i t h  t h e  
a u t h o r i t i e s  i n  f i n d i n g  a s o l u t i o n  t o  t h e  problem of t h e  a r r e a r s .  

C o n c i n u i n g ,  Fir. N i m a t a l l a h  s u g g e s t e d  t h a t  t h e  second p a r a g r a p h  of t h e  
d r a f t  d e c i s i o n  s h o u l d  r e a d :  " T h e  Fund u r g e s  Somal ia  t o  become c ' u r r e n t  i n  
i t s  f i n a n c i a l  o b l i g a t i o n s  t o  t h e  Fund as  soon a s  p o s s i b l e ,  and  t o  a v o i d  
t h e r e b y  t h e  need  f o r  t h e  Fund t o  t a k e  r e m e d i a l  a c t i o n . "  Tha t  s t a t e m e n t  
would send  a n  e x p l i c i t :  message  t o  Somal i a  a b o u t  t h e  need t o  a d o p t  s t r o n g  
measures i n  o r d e r  t o  become c u r r i n t  i n  t h e  Fund. The o r i g i n a l  s econd  
p a r a g r a p h  of r h e  d r a f t  d e c i s i o n  s h o u l d  become p a r a g r a p h  3.  A s imi l a r  
fo rma t  s h o u l d  be used i n  f u t u r e  d . e c i s i o n s  on c a s e s  3.ike Somal i a .  

' I n  a d d i r i . o n ,  t h e  Managing Director 's  c o m p l a i n t  s h o u l d  be b r o u g h t  back  t o  
the E x e c u t i v e  Board's agenda  i n  t h r e e  weeks r a t h e r  t h a n  t h e  u s u a l  f o u r  
weeks.  He had a n  open  mind on t h a t  pa i - t i cu la r  issue and c o u l d  go a long  
w i t h  t h e  u s u a l  four-week pe r iod  i f  o t h e r  E x e c u t i v e  D i r e c t o r s  p r e f e r r e d  i t .  

The t h i r d  pa rag raph- - t  he p r e s e n t  d r a f t  p a r a g r a p h  2--coulrl b 2  s h o r t -  
e n e d  by e l i m i n a r i n g  t h e  second s e n t e n c e ,  Mr. N i m a t a l l a h  commented. T h e r e  
was n o  need t o  remind t h e  a u t h o r i t i e s  t h a t  t h e y  would  be informp,i  of the 
E x e c u t i v e  Board's d e c i s i o n  by r a p i d  means o f  communica t ion  and t h a t  t h e  
a u t h o r i t . i e s  had t h e  r i g h t  t o  p r e s e n t  t5e i r  view.: t h r o u g h  a n  a p p r o p r i a t e l y  
a u t h p r i z e d  r e p r e s e n t a t i v e .  I t  would be s u f f i c i e n t  i n s t e a d  t o  amend t h e  
E i rs t  p a r a g r a p h  t o  read: "Considerat!-on of t he  c o m p l a i n t  i n  a c c o r d a n c e  
w i t h  R u l e  K - 1  p a r t i c u l a r l y  a f f e c t s  S o m a l i a ,  and t h e  p r o c e d u r e s  s e t  o u t  i n  
EBS/85/235 s h a l l  be fo l lowed . "  

T h e  s t a f f  r e p r e s e n t a t i v e  from t h e  L e g a l  D e p a r t m e n t  s a i d  t h a t  
Nr. N i m a t a l l a h ' s  p roposed  changes  i n  t h e  d r a f t  d e c i s i o n  were c o n s i s t e n t  
w i t h  t h e  F u n d ' s  K u l e s .  EBS/85 /235  c a r e f u l l y  s e r  o u t  t h e  p r o c e d u r e s  t h a t  
woc1.d have  t o  be f o l l o w e d  i n  a c c o r d a n c e  w i i h  Rule  K - 1 ,  and t h e  p roposed  
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r e f e r e n c e  to  t ha t  p a p e r  i n  p a r a g r a p h  1 of t h e  d e c i s i o n  would o b v i a t e  t h e  
need € o r  t h e  f i n a l  s e n t e n c e  i n  p a r a g r a p h  2 of  t h e  proposed  d e c i s i o n .  The 
k ind  of a d d i t i o n a l  pa rag raph  t h a t  Mr. Nimatallah had s u g g e s t e d ,  u r g i n g  a 
member t o  become c u r r e n t  i n  i t s  o b l i g a t i o n s  t o  t h e  Fund,  had n o t  been  
i n c l u d e d  i n  d e c i s i o n s  on p r e v i o u s  s imi la r  cases ,  b u t  t h e  Managing D i r e c t o r  
had e x p l i c i t l y  made t h e  same p o i n t  i n  h i s  communica t ion  t o  each  member 
concerned  i n  which he had  d e s c r i b e d  the E x e c u t i v e  B o a r d ' s  d i s c u s s i o n  of 
t h e  c o u n t r y ' s  ove rdue  f i n a n c i a l  o b l i g a t i o n s .  Hence, t h e  proposed  add i -  
t i o n a l  pa rag raph  was a p p r o p r i a t e .  

Mr. F i n a i s l i  remarked t h a t  i m m e a i a t e l y  a f t e r  t h e  p r e s e n t  d i s c u s s i o n  
on Somal ia  t h e  E x e c u t i v e  Board was s c h e d u l e d  t o  ho ld  a g e n e r a l  e x a m i n a t i o n  
of ove rdue  f i n a n c i a l  o b l i g a t i o n s  t o  t h e  Fund. The proposed  changes  by 
Mr. Nimatallah i n  t h e  d r a f t  d e c i s i o n  might  well g i v e  t h e  Somal i  a u t h o r i -  
ci.es c h e  i m p r e s s i o n  t h a t  t h e y  were be ing  t r e a t e d  d i f f e r e n t l y  from o t h e r  
members i n  a s i m i l a r  s i t u a t i o n  i n  t h e  r e c e n t  p a s t .  

M r .  N i m a t a l l a h  s a i d  t h a t  i t  was up t o  t h e  E x e c u t i v e  Board t o  choose  
t h e  p e r i o d  between t h e  d i s c u s s i o n s  on each member's  ove rdue  f i n a n c i a l  
o b l i g a t i o n s ;  t h e  Board was n o t  bound t o  choose  any p a r t i c u l a r  p e r i o d .  
Xn t h e  c a s e  of S o m a l i a ,  three weeks b e f o r e  t h e  n e x t  d i s c u s s i o n  seemed 
s u f f i c i e n t .  The a d d i t i o n a l  p a r a g r a p h  h e  hac! proposed  would mere ly  s t a t e  
e x p l i c i t l y  t h e  a c t i o n s  t h a t  t h e  E x e c u t i v e  Beard hoped t h a t  t h e  Somali  
a u t h o r i t i e s  would t a k e  i n  t h e  n e a r  f u t u r e .  The a u t h o r i t i e s  would,  o f  
course, r e a d  t h e  d e c i s i o n  c a r e f u l l y  , and i t  would t h e r e f o r e  be u s e f u l  t o  
u r g e  t h e m  i n  t h e  d e c i s i o n  t o  become c u r r e n t  in t h e i r  f i n a n c i a l  o b l i g a t i o n s  
t o  t h e  Fund. The changes  i n  t h e  t e x t  which he had proposed  were minor  
d r a f t  i ng  amendments , n o t  s u b s  t a n  t i v e  a1 t e  ra t i o n s .  

Mr. Grosche s a i d  t h a t  he had a n  open  mind on t h e  d a t e  t o  be i n s e r t e d  
i.n pa rag raph  1 of t h e  proposed  d e c i s i o n .  I n  d e t e r m i n i n g  t h e  d a t e  t h e  

' E x e c u t i v e  . D i r e c t o r s  would n a t u r a l l y  w i s h  t o  keep Mr. F i n a i s h ' s  opening  
comments i n  mind. It would a l s o  be h e l p f u l  t o  know more a b o u t  S o m a l i a ' s  
l i k e l y  f i n a n c i n g  a r r a n g e m e n t s  and a d j u s t m e n t  p o l i c i e s .  The a d d i t i o n a l  
s e n t e n c e  proposed by M r .  N i m a t a l l a h  was a p p r o p r i a t e ,  a l t h o u g h  i t  seemed 
u n n e c e s s a r y  t o  s h o r t e n  t h e  t e x t  of t h e  e x i s t i n g  p a r a g r a p h  2 .  

Ms. Bush commented t h a t  s h e  had an  open  mind on t h e  date  f o r  t h e  n e x t  
d i s c u s s i o n  on S o m a l i a ' s  o v e r d u e  f i n a n c i a l  o b l i g a t i o n s .  The a d d i t i o n a l  
p a r a g r a p h  s u g g e s t e d  by M r .  N i m a t a l l a h  w a s  a c c e p t a b l e .  

The s t a f f  r e p r e s e n t a t i v e  f rom t h e  T r e a s u r e r ' s  Depar tment  . s a i d  t h a t  
i t  m i g h t  be h e l p f u l  t o  say "p rompt ly"  i n s t e a d  of " a s  soon  a; p o s s i b l e "  i n  
t h e  a d d i t i o n a l  p a r a g r a p h  t h a t  31r. N i m a t a l l a h  h a d  proposed 

The s t a f f  r e p r e s e n t a t i v e  From the  A f r i c a n  Depar tment  remarked t h a t  
t h e  s t a f f  had h e l d  d i s c u s s i o n s  w i t h  t h e  a u t h o r i t i e s  d u r i n g  t h e  1985 Annual  
Mee t ings  and a t  a s u b s e q u e n t  m e e t i n g  i n  P a r i s  i n  o r d e r  t o  c o m p l e t e  t h e  
r e v i e w  under  t h e  s t and-by  a r r a n g e m e n t  t h a t  had been pos tponed  i n  J u n e  1985. 
'The stand-by a r r a n g e m e n t  was due  t o  end i n  mid-March 1986, a n d ,  et t h e  
r e q u e s t  of t h e  a u t h o r i t i e s ,  i t  was i n t e n d e d  t o  e x t e n d  t h e  l i f e  of the 
a r r ang e m  e n  t 

\ 
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Dur ing  t h e  d i s c u s s i o n s  a t  t h e  1985 Annual M e e t i n g s  t h e  s t a f f  and t h e  
a u t h o r i t i e s  had r e a c h e d  an u n d e r s t a n d i n g  t h a t  t h e  s t and-by  a r r a n g e m e n t  
would be  e x t e n d e d  and  t h e  a p p r o p r i a t e  economic  and  f i n a n c i a l .  program would 
b e  a d o p t e d ,  t h e  s t a f f  r e p r e s e n t a t i v e  c o n t i n u e d .  T h e  s t a f f  had f e l t  t h a t  
as t h e  s t and-by  a r r a n g e m e n t  was t o  be e x t e n d e d ,  rrhe d e l a y e d  r e v i e w  d i s c u s -  
s i o n s  s h o u l d  r e s u l t  i n  an a g r e e m e n t  on a f a i r l y  d e t a i l e d  d e s c r i p t i o n  of 
econoin ic  p o l i c i e s  f o r  1986.  I t  was c l e a r l y  u n d e r s t o o d  t h a t  a n o t h e r  
s t and-by  a r r a n g e m e n t  would he  r e q u e s t e d  t o  f o l l o w  t h e  p r e s e n t  a r r a n g e m e n t .  

D u r i n g  t h e  d i s c u s s i o n s  i n  P a r i s - - a t  t h e  time o f  t h e  c o n s u l t a t i v e  
g r o u p  mee t ing - - the  s t a f f  and t h e  a u t h o r i t i e s  had r e a c h e d  a n  u n d e r s t a n d i n g  
on r h e  exchange  t r a n s a c t i o n s  t h a t  would h a v e  t o  be s h i f t e d  t o  t h e  o f f i c i a l  
marke t  i n  o r d e r  co e n s u r e  e q u i l i b r i u m  i n  t h e  exchange  m a r k e t ,  t h e  s t a f f  
r e p r e s e n t a t i v e  went on .  T h e r e  had a l s o  been  a n  u n d e r s t a n d i n g  on t h e  
i m p l i c a t i o n s  of t h a t  s w i t c h  f o r  t h e  budge t  t a r g e t s  and a t i m e t a b l e  f o r  
t h e  u n i f i c a t i o n  of t h e  exchange  r a t e  i n  1986.  

The a u t h o r i t i e s  had i n i t i a l l y  s a i d  t h a t  t h e y  i n t e n d e d  t o  h o l d  d i s c u s -  
s i o n s  w l t h i n  t h e  Government on t h e  1986 b u d g e t  and  t o  i n v i t e  t h e  s t z f f  t o  
v i s i t  SomaLia i n  November 1985 t o  c o m p l e t e  t h e  d i s c u s s i o n s  on  t h e  review 
under  t h e  s t and-by  a r r a n g e m e n t ,  t h e  s t a f f  r e p r e s e n t a t i . v e  f rom t h e  A f r i c a n  
Depar tment  e x p l a i n e d .  However, t h e  a u t h o r i t i e s  had s u b s e q u e n t l y  a s k e d  
t h e  s t a f f  t o  p o s t p o n e  t h o s e  d i s c u s s i o n s  f o r  some weeks as  t h e y  had n o t  
y e t  comple t ed  t h e i r  d i s c u s s i o n s  o n  t h e  budge t .  A t  p r e s e n t ,  the s t a f f  
i n t e n d e d  t o  v i s i t  Somal i a  i n  e a r l y  J a n u a r y  1986.  tJnless i n t e r n a l  d i f f i -  
c u l t i e s  a r o s e  i n  S o m a l i a ,  t h e  s t a f f  was f a i r l y  c o n f i d e n t  tha t :  i t  would b e  
a b l e  t o  c o m p l e t e  t h e  d i s c u s s i o n s  on  t h e  r e v i e w  unde r  t h e  s t and-by  a r r a n g e -  
ment d u r i n g  i t s  v i s i t  i n  e a r l y  J a n u a r y  1986 .  

Mr.. Mtei r emarked  t h a t  t h e  a u t h o r i t i e s  were o b v i o u s l y  d e t e r m i n e d  t o  
b r i n g  t h e i r  economic and f i n a n c i a l  p rogram back  o n  t r a c k  as  soon  as 
p o s s i b l e .  I n  c o n s i d e r i n g  t h e  Managing D i r e c t o r ' s  r e p o r t  and c o m p l a i n t  
t.he E x e c u t i v e  D i r e c t o r s  s h o u l d  h e a r  i n  mind t h e  c u r r e n t  u n f a v o r a b l e  
economic  c o n d i t i o n s  i n  Somal i a .  The f u l l  c o o p e r a t i o n  o f  t h e  a u t h o r i t i e s ,  
d o n o r s ,  and m u l t i l a t e r a l  i n s t i t u t i o n s - - e s p e c i a l l y  t h e  Fund and t h e  World 
Bank--would be needed  t o  h e l p  S o m a l i a  d e a l  w i t h  t h o s e  c o n d i t i o n s .  

Mr. Rye and Mr. P g r e z  s a i d  t h a t  t h e y  p r e f e r r e d  t o  h o l d  t h e  next  
d i s c u s s i o n  on S o m a l i a  w i t h i n  f o u r  weeks. 

A f t e r  a f u r t h e r  b r i e f  d i s c u s s i o n  t h e  E x e c u t i v e  Board agreed t h a t  t h e  
Managing D i r e c t o r ' s  r e p o r t  and c o m p l a i n t  s h o u l d  b e  p l a c e d  o n  t h e  E x e c u t i v e  
B o a r d ' s  agenda  f o r  December 2 7 ,  1985.  

T h e  Chairman commented t h a t  t h e  second s e n t e n c e  of d r a f t  p a r a g r a p h  2 
c o n t a i n e d  i m p o r t a n t  i n f o r m a t i o n  t h a t  t h e  a u t h o r i t i e s  would w i s h  t o  b e  
aware  of as q u i c k l y  a s  p o s s i b l e .  A r e f e r e n c e  merely to t h e  r e l e v a n t  
s:.sff p a p e r  might  no^ g i v e  t h e  a u t h o r i t i e s  s u f f i , c i e n t  i n f o r m a t i o n .  
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Mr. F i n a i s h  remarked t h a t  he t o o  p r e f e r r e d  t o  l e a v e  d r a f t  p a r a g r a p h  2 
a s  i t  s t o o d .  T h e  v a r i o u s  p r o c e d u r e s  d e s c r i b e d  i n  EBS/85/235 had t o  do w i t h  
m a t t e r s  i n  6 r fd i t i on  t o  t h o s e  ment ioned  i n  t h e  second s e n t e n c e  o f  d r a f t  
p a r a g r a p h  2 ,  
M r .  Nimatallah a t  t h e  p r e s e n t  s t age - - immedia t e ly  b e f o r e  a g e n e r a l  d i s c u s -  
s i o n  o n  overdue  f i n a n c i a l  o b l i g a t i o n s  t o  t h e  Fund--would be  i n a p p r o p r i a t e .  

He c o n t i n u e d  t o  f e e l  t h a t  add ing  t h e  p a r a g r a p h  proposed  by 

The Chairman commented t h a t  t h e  a d d i t i o n a l  p a r a g r a p h  s u g g e s t e d  by 
!4r, N i m a t a l l a h  m a d e  a n  o b v i o u s  point--namely,  t h a t  t h e  Fund u rged  Somal ia  
to  become c u r r e n t  i n  i t s  o b l i g a t i o n s .  T h a t  p o i n t  was i n d e e d  a t  t h e  h e a r t  
of t h e  c o m p l a i n t  unde r  Rule  K-1 .  A s imi la r  s t a t e m e n t  c o u l d  have  u s e f u l l y  
been i n c l u d e d  i n  s i m i l a r  p r e v i o u s  d e c i s i o n s .  The a d d i t i o n a l  p a r a g r a p h  
d i d  not  c o n s t i t u t e  a s u b s t a n t i v e  i n n o v a t i o n  i n  t h e  E x e c u t i v e  E o a r d ' s  
p rocedures  for  h a n d l i n g  ove rdue  f i n a n c i a l  o b l i g a t i o n s .  

Mr. Mtei c o n s i d e r e d  t h a t  d r a f t  p a r a g r a p h  2 of the d e c i s i o n  under  
c o n s i d e r a t i o n  shou ld  be t h e  same as  t h e  r e l e v a n t  pa rag raph  i n  p r e v i o u s  
d e c i s i o n s  on  ove rdue  f i n a n c i a l  o b l i g a t i o n s .  T h e  Fund s h o u l d  be  c e r t a i n  
t o  i n f o r m  e a c h  member conce rned  by r a p i d  means of communicat ion of t h e  
E x e c u t i v e  B o a r d ' s  d e c i s i o n  on  a member's  ove rdue  f i n a n c i a l  o b l i g a t i o n s .  

The E x e c u t i v e  Board t h e n  took  t h e  f o l l o w i n g  d e c i s i o n :  

1. T h e  c o m p l a i n t  of t h e  Manaking D i r e c t o r  d a t e d  Oc tobe r  25 ,  
1985 on Somal i a ,  a s  amended (EBS/85/:!35, Sup. 2 ) ,  i s  n o t e d .  I t  
s h a l l  be p l a c e d  on t h e  agenda  of the. E x e c u t i v e  Board f o r  
December 27 ,  1985.  

2 .  The Fund u r g e s  Somal i a  t o  become c u r r e n t  i n  i t s  f i n a n c i a l  
o b l i g a t i o n s  t o  t h e  Fund prompt ly  and t o  a v o i d  t h e r e b y  t h e  need  f o r  
t h e  Fund t o  t a k e  r e m e d i a l  a c t i o n .  

3. C c n s i d e r a t i ? n  ol" t h e  c o m p l a i n t  i n  a c c o r d a n c e  w i t h  Ru le  K - 1  
p a r t i c u l a r l y  a f f e c t s  SDmalia.  The member s h e l l  be in formed by r a p i d  
mea.; of communica t ion  of c h i s  nicitter and of i t s  r i g h t  t o  p r e s e n t  
i t s views  t hr ough a n  ap  p!: o p r i a  t e l  j r  a u t  h s r  i z e d  re p r e s  en  t a  t .ive . 

D e c i s i o n  No,. 8137- (85 /170) ,  adop ted  
November 2 5 ,  1985 

2 e OVEPaUE FIMANCIAL PBLIGATIONS - SIX-FIONTHLY REPORT ___  

The E x e c u t i v e  D i r e c t o r s  c o n s i d e r e d  t h e  s ix-month ly  r e p o r t  on ove rdue  
f i n a n c i a l  o b l i g a t i o n s  t o  t h e  Fund (EBS/85/245,  1 1 / 5 / 8 5 ;  and Sup. 1, 
1 1 / 2 2 / 8 5 ) .  They a l s o  had b e f o r e  them a background ';3te c i r c u l a t e d  by 

: v f r .  D a i l a r a  ( s e e  Annex) .  

Plr. D a l l a r a  remarked t h a t  t h e  s t a f f  r e p o r t  o n ' e  aga in  c a i l e d  a t t e n -  
t i o n  t o  t h e  s e r i o u s n e s s  of t h e  p r o b l e m  of  a r r ea r s  t o  t h e  Fund .  By dny  
s t a n d a r d  q u a n t i t a t i v e  m e a s u r ~ s - - t h e  amount and a v e r a g e  d u r a t i o n  of che  
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a r r e a r s ,  as w e l :  a s  t h e  number of t h e  c o u n t ' r i e s  i n v o l v e d - - t h n t  ;~r0bJ.i2n 
had 'been worsen ing  I Outs  t a n d i n g  ove rdue  o b l i g a t i o n s  had i n c r e a s e d  from 
0.4 p e r c e n t  of o u t s t a n d i n g  Fund c r e d i t  a t  t h e  end o f  1984 t o  1,1 p e r c e n t  
a t  t h e  end of September  1985. A t  t h e  same t i m e ,  a r rears  i n  r e l a t i o n  t o  
t h e  Fund ' s  r e s e r v e s  had grown s u b s t a n t i a l l y ,  from 22 p e r c e n t  a t  end 
FY 1985 t o  40 p e r c e n t  c u r r e n t l y .  

Ear l ie r  i n  1985 h e  had j o i n e d  o t h e r  E x e c u t i v e  D i r e c t o r s  i n  s u p p o r t i n g  
c e r t a i n  p r u d e n t i a l  s t e p s  t o  s t r e n g t h e n  t h e  Fund ' s  f i n a n c i a l  p o s i t i o n  i n  
r e s p o n s e  t o  t h e  problem of ove rdue  f i n a n c i a l  o b l i g a t i o n s ,  Mr. Dal lara  
- e c a l l e d .  The E x e c u t i v e  Board  had a g r e e d  t o  t r ea t  c e r t a i n  arrears as non- 
a c c r u e d  income and t o  i n c r e a s e  t h e  income t a r g e t  f o r  t h e  c u r r e n t  y e a r  from 
3 p e r c e n t  t o  5 p e r c e n t  of r e s e r v e s .  He wondered whe the r  t h o s e  d e c i s i o n s  
were s t i l l  a d e q u a t e ,  g i v e n  t h e  deve lopmen t s  t h a t  had t a k e n  p l a c e  s i n c e  
t h e i r  a d o p t i o n .  The s u b s t a n t i a l  i n c r e a s e  i n  arrears  i n  r e c e n t  months had  
had a s e r i o u s  impact  on t h e  Fund ' s  income p o s i t i o n ,  someth ing  t h a t  had n o t  
been  foreseen  a t  the time of r h e  a d o p t i o n  of  t h e  d e c i s i o n s  t h a t  were meant 
t o  s t r e n g t h e n  t h e  Fund's f i n a n c i a l  p o s i t i o n .  The s t a f f  had r e c e n t l y  pro-  
j e c t e d  a n e t  d e f i c i t  of SDR 32 m i l l i o n  i n  FY 1986 ,  and i n  h i s  background 
n o t e  h e  had summarized t h e  p o s s i b l e  e f f e c t  of t h e  d e f i c i t  on  t h e  Fund ' s  
lncome 2 o s i r i o n  and t h e  r a t e  of c h a r g e .  The growth  of ove rdue  o b l i g a t i o n s  
t o  t h e  Fund had c l e a r l y  b e e n  a s i g n i f i c a n t  f a c t o r  i n  t h e  s t a f f ' s  r e v i s e d  
p r o j e c t e d  d e f i c i t ,  On t h e  b a s i s  of t h e  s c e n a r i o  d e s c r i b e d  by the s t a f f  
in i t s  r e p o r t ,  which assumed t h e  d e f e r r a l  of SDK 139 m i l l i o n  i n  ove rdue  
c h a r g e s  from t h e  Fund's income,  t h e  r a t e  of c h a r g e  would have  t o  b e  
r a i s e d  t o  7 .87  percect r e t r o a c t i v e  t o  November 1, 1985.  
somewhat p e s s i m i s t i c  a s s u m p t t o n s  a b o u t  t h e  p r o s p e c t s  f o r  r e d u c i n g  t h e  
ove rdue  c h a r g e s ,  a s  summarized i n  S c e n a r i o  11 i n  h i s  background n o t e ,  t h e  
d e f i c i t  f o r  FY 1986 co:ld be 5DR 148 m i l l i o n ,  r e q u i r i n g  a ra te  of c h a r g 2  
of  8 .94 p e r c e n t  r e t r o a c t i v e  t o  November 1, 1985  i f  t h e  income t a r g e t  f o r  
FY 1986 were t o  b e  met. He was n o t  p r o j e c t i r . 8  t h a t  outcome,  and a n  
i n c r e a s e  i n  t h e  r a t e  of c h a r g e  above t h e  SDR i n t e r e s t  r a t e  would of c o u r s e  
requi re ,  on t h e  b a s i s  of c u r r e n t  d e c i s i o n s ,  t h e  E x e c u t i v e  Board t o  c o n d u c t  
a rev iew of  t h e  r e m u n e r a t i o n  c o e f f i c i e n t .  

On t h e  b a s i s  of 

The d e c i s i o n s  c o n c e r n i n g  t h e  n o n a c c r u a l  of c h a r g e s  and t h e  reserve 
t a r g e t  f o r  FY 1986 migh t  no t  be  s u f f i c i e n t  t o  p r o t e c t  t h e  Fund ' s  f i n a n c i a l  
p o s i t i o n ,  M r . . D a l l a r a  commented. O t h e r  s r e p s  might  have t o  be t a k e n .  
The e x t e r n a l  a u d i t o r s  had merit ioned t h e  p o s s i b i l i t y  o f  i n t r o d u c i n g  a loan-  
l o s s  p r o v i s i o n .  T h a t  p r o p o s a l  was complex a n d  would have  t o  be s t u d i e d  
c a r e f u l l y  b e f o r e  E x e c u t i v e  D i r e c t o r s  c o u l d  a p p r e c i a t e  a l l  of i t s  i m p l i c a -  
t i o n s  and r e a c h  a judgment  o n  i t s  a p p r o p r i a t e n e s s ;  however , i t  c l e a r l y  
d e s e r v e d  t h e  B o a r d ' s  imrnediatc  a t t e n t i o n .  Under S c e n a r i o  T I 1  In h i s  
background n o t e  a loan-loss p r o v i s i o n  e q u a l  t o  20 p e r c e n t  of a l l  c u r r e n t  
and e s t i m a t e d  ove rdue  r e p u r c h a s e s  through A p r i l  1986 by members i n  a r rears  
f o r  more t h a n  one  month as  of October 3 1 ,  1985 would require a n  i n c r e a s e  
i n  t h e  r a t e  of c h a r g e  t'3 10.1 p e r c e n t  e f f e c t i v e  November l., 1985  i n  t h e  
a b s e n c e  of o t h e r  f i n a n c i a l  s t e p s  t o  meet t h e  income t a r g e t  f o r  FY 1986. 
Some members migh t  f e e l  t h a t  a t  t h e  p r e s e n t  s t a g e  the Fund need no t  
c o n s i d e r  3 p o s s i b l e  l o a n - l o s s  p r o v i s i o n ,  a n d  t h e  i s s u e  was ad:nit  t e d l y  
c lose ly  re la ted t o  t h e  l e v e l  c f  t h e  Fund ' s  r e s e r v e s .  Some of  t h e  i s sues  
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c o n c e r n i n g  a l o a n - l o s s  p r o v j s i o n  had been d i s c u s s e d  on p r e v i o u s  o c c a s i o n s ,  
and h e  hoped r h a t  t h e  E x e c u t i v e  Board cou1.d f u r t h e r  examine t h o s e  i s s u e s  
a s  a n  e a r l y  d a t e ;  the  Fund must face s q u a r e l y  t h e  q u e s t i o n  of  a p o s s i b l e  
l o a n - l o s s  F r o v i s i o n .  The es t imates  b n d e r  S c e n a r i o  I11 i n  h i s  background 
n o t e  were n o t  meant t o  be p r e c i s e  p r o j e c t i o n s ;  t h e y  were i n t e n d e d  t o  i l l u s -  
t r a t e  t h e  s e r i o u s  i m p l i c a t i o n s  t h a t  t h e  a r r e a r s  c o u l d  have f o r  t h e  Fu11d. 

Despi te  the e f f o r t s  o v e r  t h e  p r e v i o u s  y e a r  by many members, the 
E x e c u t i v e  Board,  management, and s t a f f  t o  a r r e s t  and r e v e r s e  t h e  t r e n d  of 
a r r e a r s  and t o  s t r e n g t h e n  t h e  F u n d ' s  f i n a n c i a l  p o s i t i o n ,  t h e  arrears  prob- 
l e m  had worsened and t h e  F u n d ' s  f i n a n c i a l  p o s i t i o n  a p p a r e n t l y  had weakened ~ 

'AT. D a l l a r a  continued. H e  a g r e e d  with t h e  s t a f f  that t h e  f i n a n c i a l  prob- 
lems f a c i n g  t h e  members w i t h  a r r e a r s  t o  t h e  Fund had t o  some ex ten t  been 
due  t o  a d v e r s e  exogenous f a c t o r s .  However, t h e  s i t u a t i o n  of t h o s e  members 
was n o t  s i g n i f i c a n t l y  o r  p e r s i s t e n t l y  worse t h a n  t h e  s i t u a t i o n  of members 
t h a t  had  remained c u r r e n t  i n  t h e i r  o b l i g a t i o n s  t o  t h e  Fund. It was 
i inpor ta r t t  t o  r e c o g n i z e  t h e  e E f o r t s  of t h e  members t h a t  had remained c1Ir- 

r z n t  i n  t h e i r  o b l i g a t i o n s  d e s p i t e  t h e  s e r i o u s  s t r a i n s  on t h e i r  economies.  

Ln i t s  r e p o r t  t h e  s t a f f  had noted  t h a t  t h e  Fund had t a k e n  p r e v e n t i v e  
and  c o r r e c t i v e  s t e p s  t o  d e a l  w i t h  t h e  problem of a r r e a r s ,  k. D a l l a r a  
remarked.  He welcomed t h e  i n c r e a s i n g  a t t e n t i o n  g i v e n  by t h e  s t a f f  t o  t h e  
need f o r  members t o  s h a p e  t h e i r  b a l a n c e  of payments ,  r e s e r v e ,  arid d e b t  
management p o l i c i e s  i n  a way t h a t  wou1.d i n c r e a s e  t h e i r  a b i l i t y  t o  r e p a y  
r.he Fund. Ar t ic le  I V  consu I . r a t i . ons  were h e l p f u l  i n  t h a t  r e g a r d .  
A r t i c l e  V ,  S e c t i o n  3 s t a t e d  t h a t  " t h e  Fund s h a l l  a d o p t  pczl.i.cies on t h e  
u s e  of i c a  g e n e r a l  r e s o u r c e s , .  . t h a t  w i l l  a s s i s t  aembers  co s o l v e  t h e i r  
b a l a n c e  of paymentrs problems. .  .and t h a t  w i l l  e s t a b l i s h  a d e q u a t e  safe- 
g u a r d s  f o r  t h e  t e m p o r a r y  use  of t rhe g e n e r a l  r e s o u r c e s  of t h e  Fund." It  
was incumbent  upon t h e  E x e c u t i v e  Board t o  r e v i e w  and c o n s i d e r  t h o r o u g h l y  

r e q u e s t  'by a member t o  u s e  t h e  F u n d ' s  r e s o u r c e s .  A c c o r d i n g l y ,  t h e  s t a f f  
s h o u l d  i n c l u d e  in p a p e r s  c o n t a i n i n g  r e q u e s t s  by members t o  u s e  t h e  F u n d ' s  
r e s o u r c e s ,  a s e c t i o n  a n a l y z i n g  t h e  member 's  a b i l i ' i y  t o  repay t h e  Fund. 
Such a n z l y s c z  was p s r t i c u l a r l y  i m p o r t a n t  i n  v i e w  of t h e  r e v o l v i n g  char -  
a c t e r  of t h e  F u n d ' s  r e s o u r c e s ,  which t h e  Board must  keep  forenlost. i n  mind 
LO p r o t e c t  t h e  F l i n d ' s  long- te rm f i n a n c i a l  s t r e n g t h .  T h e  a n a l y s i s  t h a t  he 
had i n  mind  had  o c c a s i o n a l l y  b e e n  made--of t e n  i n d i r e c t l y - - i n  some s t a f f  
p a p e r s .  A u n i f o r m  a n a l y s i s  i n  a l l  s t a f f  p a p e r s  would complement the 
staff's medium-term b a l a n c e  of payments p r o j e c t i . o n s ,  w h i c h  he lped  
E x e c u t i v e  Di rec tors  t o  j u d g e  a member 's  medium-term f i n a n c i a l  p o s i t i o n .  

. a member's a b i l i t y  t o  r e p a y  t h e  Fund when t h e  Board c o n s i d e r e d  a n y  

T h e  a n a l y s i s  of a member's a b i l i t y  t o  r e p a y  t h e  Fund was c l o s e l y  
r e l a . t e d  to t h e  issue of t h e  access t o  Fund r e s b u r c e s  t h a t  s h o u l d  be 
provided  t o  each member, Mr. D a . l l a r a  s a i d .  The  s t a i f  had mentioned. t h a t  
i n  c a s e s  i n  which a r e l a t i v e l y  l u n g  time seemed t o  be needed f o r  a member 
t o  a c h i e v e  a s u s t z i n a b l e  b a l a n c e  of payments p o s i t i o n ,  t h e  F u n d ' s  r o l e  
had been J.arge1.v t h a t  of a c a t a l y s t  o f  o t h e r  f e s c u r c e s .  T h a t  a p p r o a c h  
was welcome. T h e  a p p l i c a t i . o n  of t h e  F u n d ' s  access p o l i c i e s  in t h e  c u r r e n t  
c i r c u m s t a n c e s  s h o u l d  be p a r t i c u l a r l y  c a u t i o u s ;  even  w h e n  a r e l . a t i v e l y  
roodera te  amourit of the F u n d ' s  r e s o u r c e s  was r e q u e s t e d  by n member, t h e  
Fl.ind must  f e e l  c o n f i d e n t  t h a t  t h e  member cou1.d r e p a y  i t .  
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The most f u n d a m e n t a l  way of p r e v e n t i n g  a r rears  t o  t h e  Fund w a s  t he .  
f o r m u l a t i o n  by members of sound economic p o l i c i e , s ,  Mr. Dal lara  c o n t i n u e d .  
Such p o l i c i e s  c o u l d  c o n t r i b u t e  t o  t h e  ach ievemen t  of s u s t a i n a b l e  b a l a n c e  
of: payments  p o s i t i o n s ,  improve  a member 's  c r e d i t w o r t h i n e s s  i n  p r i v a t e  
markets, a n d  i n c r e a s e  c.onf i d e n c e  among d o n o r s ,  which would he1.p t o  gen- 
e r a t e  needed a d d i t i o n a l -  f i n a n c i n g .  Dur ing  t h e  1985 Annual M e e t i n g s ,  
Trea.sury S e c r e t a r y  Baker  h r d  o u t l i n e d  a b road  a p p r o a c h  t o  t h e  p o s s i b l e  
use of T r u s t  Fund r e f l o w s ,  p e r h a p s  i n  c o m b i n a t i o n  w i t h  o t h e r  s o u r c e s  of 
f i n a n c i n g ,  i n  s u p p o r t  o f  comprehens ive  economic programs f o r  low-income 
d e v e l o p i n g  c o u n t r i e s .  Tha t  a p p r o a c h  s h o u l d  s u p p o r t  members '  e f f o r t s  t o  
e n c o u r a g e  d o m e s t i c  p o l i c y  a c t i o n s  t h a t  would p r e v e n t  t h e  emergence of 
f u r t h e r  a r rears .  Dur ing  the  1.985 Annual  Mee t ings  S e c r e t a r y  Baker  had 
a l s o  o u t l i n e d  a s t r a t e g y  f o r  a c h i e v i n g  s u s t a i n e d  economic growth  which 
was based on t h e  i m p l e m e n t a t i o n  of comprehens ive  economic programs sup- 
p o r t e d  by a d d i t i o n a l  f i n a n c i n g  ,from cotnmercial  banks and on a n  enhanced  
f i n a n c i a l  r o l e  f o r  t h e  m u l t i l a t e r a l  deve lopment  banks  a s  w e l l  as a con- 
t i n u a t i o n  of t h e  F u n d ' s  c e n t r a l  r o l e .  Once comprehens ive  economic  pro- 
grams were i n  p l a c e ,  b i l a t e r a l  d o n o r s  might  a l s o  f e e l  encouraged  t o  l e n d  
a c t i v e  s u p p o r t  t o  t h o s e  programs.  S e c r e t a r y  Baker ' s i n i t i a t i v e s  would 
i n v o l v e  c o n c e r t e d  e f f o r t s  by a l l  t h e  p a r t i e s  conce rned  t o  meet t h e  
d o m e s t i c  economic and e x t e r n a l  f i n a n c i a g  n e e d s  of  members i n  t h e  coming 
p e r i o d ,  t h e r e b y  improv ing  t h e  p r o s p e c t s  f o r  a v o i d i n g  a r r e a r s  i n  r h e  
future . 

The  s t a f f  had u s e f u l l y  d i s c u s s e d  t h e  a p p r o p r i a t e  c o r r e c t i v e  a c t i o n s  
€or cases i n  which p r e v e n t i v e  a c t i o n  e i t h e r  had n o t  been t a k e n  o r  had 

- been  i n a d e q u a t e ,  Mr. D a l l a r a  remarked .  The q u e s t i o n  of t h e  t i m i n g  of t h e  
E x e c u t i v e  B o a r d ' s  c o n s i d e r a t i o n  o f  i n d i v i d u a l  cases o f  overdue  O b l i g a t i o n s  
Mas complex.  The s t a f f  had a rgued  c o n v i n c i n g l y  i n  s u p p o r t  of i t s  conc lu -  
s i o n  t h a t  t h e  p r e s e n t  p e r i o d  OF f i v e  months between t h e  emergence of a n  
ove rdue  o b l i g a i i o n  and  t h e  B o a r d ' s  s u b s t a n t i v e  c o n s i d e r a t i o n  of the 
Managi'ng D i r e c t o r ' s  r e p o r t  and c o m p l a i n t  c o n c e r n i n g  t h a t  o b l . i g a t i o n  might  
p e r m i t  the b u i l d u p  o f  a r r e a r s  t o  become n e a r l y  i n t r a c t a b l e ;  moreove r ,  
some - o u n t r i e s  m i a h t  have v i r w e d  t h a t  p e r i o d  a s  someth ing  a k i n  t o  a g r a c e  
p e r i o d .  Hcnce, t h a t  f ive-month  p e r i o d  s h o u l d  be reduced  t o  t h r e e  months.  

Review p e r i o d s  a f t e r  t h e  s u b s t a n t i v e  c o n s i d e r a t i o n  of the Managing 
D i r e c t o r ' s  c o m p l a i n t  c o n c e r n i n g  a member's  a r rears  s h o u l d  be t a i l o r e d  more 
c l o s e l y  t h a n  h i t h e r t o  to t h e  member 's  a c t u a l  pe r fo rmance ,  a l t h o u g h  s u c h  
p e r i o d s  s h o u l d  no t  exceed  t h r e e  months ,  Mr. Dal la ra  c o n t i n u e d ,  However, 
the E x e c u t i v e  Board s h o u l d  a v o i d  p l a c i n g  toO m w h  emphas is  on t h e  need  
f o r  f l e x i b i l i t y  i n  e s t a b l i s h i n g  r e v i e w  p e r i o d s ,  as  a t t e m p t s  t o  be f l e x i b l e  
cou3.d a p p e a r  t o  be a r b i t r a r y .  H.e a g r e e d  w i t h  t h e  s t a f f  t h a t .  f o l l o w i n g  a 
declaz.zcion of a member 's  i . n e l i g i b i l i t y  t o  u s 2  t h e  F u I ~ ~ ' s  g e n e r a l  
resources, t h e  E x e c u t i v e  Board s h o u l d  n o t  n e c e s s a r i l y  wai t  u n t i l  t h e  n e x t  
A r t i c l e  IV c o n s u l t a t i o n  w i t h  t h e  member t o  r e v i e w  t h e  : -oun t ry ' s  s i t u a t i o n .  
'The Board s h o u l d  review s u c h  cases a t  i n t e r v a l s  n o t  e x c e e d i n g  t h r e e  
months.  Moreover ,  t h e  E x e c u t i v e  Board s h o u l d  examine  t h e  p o s s i b i l i t y  o f  
e v e n t u a l l y  czxpelling members w i t h  o u t s t a n d i n g  a r rears .  F o r  example ,  the 
procedu . r e s  r e s u l t i n g  i n  e x p u l s i o n  c o u l d  be s t a r t e d  six months a f t e r  t h e  
E x e c u t i v e  Board's d e c l a r a t i c n  o f  a member's i n e l i g i b i l i c y  t o  u s e  t h e  
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F u n d ' s  r e s o u r c e s .  The s t a f f  s h o u l d  p r e p a r e  a sho i t l  n o t e  on  t h e  l e g a l  
s t e p s  i n  t h e  e x p u l s i o n  p r o c e s s  and tha.  steps t h a t  a n  e x p e l l e d  c o u n t r y  
c o u l d  t a k e  t o  be r e i n s t a t e d  a f t e r  i t  had become c u r r e n t  i n  i t s  f i n a n c i a l  
o b l i g a t i o n s  t o  t h e  Fund. 

Other p o s s i b l e  c o r r e c t i v e  a c t i o n s  w a r r a n t e d  f u r t h e r  e x a m i n a t i o n  by 
t h e  E x e c u t i v e  S o a r d ,  Mr. D a l l a r a  c o n t i n u e d .  F o r  example ,  a member i n  
a r r e a r s  t o  t h e  Fund c o u l d  be p r o h i b i t e d  froin u s i n g  any new S D R s  a c q u i r e d  
from any s o u r c e .  
p e r h a p s  d e s i g n e d  i n i . t i a l l y  t o  r e c o v e r  c o s t s  a s s o c i a t e d  w i t h  o v e r d u e  pay- 
ruents b u t  which c o u l d  b e  expanded t o  p r o v i d e  a p e n a l t y  c h a r g e .  I n  a d d i -  
c i o n ,  his a u t h o r i t i e s  i n t e n d e d  t o  c o n s i d e r  a member's  c r e d i t w o r t h i n e s s  
and  i t s  f i n a n c i a l  p o s i t i o n  i n  t h e  Fund when examining  t h e  proposed  u s e  by 
t h e  member of r e s o u r c e s  of o t h e r  m u l t i l a t e r a l  i n s t i t u t i o n s .  S p e c i a l  
c o n s i d e r a t i o n  s h o u l d  b e  g i v e n  t o  p r o c e d u r e s  t h a t  m i g h t  be needed  t o  d e a l  
w i c h  members t h a t  had i n d i c a t e d  t h e i r  i n t e n t i o n  n o t  t o  meet t h e i r  f i n a n -  
c i a l  o b l i g a t i o n s  t o  t h e  Fund i n  a t i m e l y  manner.  The Fund cou1.d n o t  and 
s h o u l d  n o t  t o l e r a t e  s u c h  b e h a v i o r  by any member. In t h o s e  cases ,  t h e  
Exec.utive Board c o u l d  acce le ra te  i t s  p r o c e d u r e s  € o r  c o n s i d e r i n g  and 
t ak ing  a c t i o n  w i t h  r e s p e c t  t o  o v e r d u e  o b l i g a t i o n s ,  i n c l u d i n g ,  p e r h a p s ,  
t h e  i m p o s i t i o n  a t  a n  e a r l y  s t a g e  of p e n a l t y  c h a r g e s .  H i s  a u t h o r i t i e s  had 
no t  y e t  f u l l y  d e v e l o p e d  t h e i r  p o s i t i o n  on such  a n  a p p r o a c h ,  and h e  looked  
f o r u a r d  t o  h e a r i n g  o t h e r  E x e c u t i v e  D i r e c t o r s  ' views on i t .  

C o n s i d e r a t i o n  a l s o  s h o u l d  be g i v e n  t o  a s p e c i a l  c h a r g e ,  

A r r e a r s  t o  the Fund were p o s i n g  a n  i n c r e a s i n g l y  d i € f i c u l t  dilemma 
f o r  the Fund and I t s  members, F l r .  I>alI.ara c o n c l u d e d .  I4embers must  work 
t o g e t h e r  t o  r e v e r s e  and e l i m i n a t e  t h e  c u r r e n t  r i s i n g  t r e n d  i n  a r rears .  
O t h e r w i s e ,  t h e  Fund ' s  f i n a n c i a l  i n t e g r i t y  c o u l d  b e  undermined. 

Mr. N i m a t a l l a h  remarked t h a t  t h e  s t a f f  r e p o r t  c l e a r l y  showed t h a t  
t h e  s i t u a t i o n  w i t h  r e s p e c t  t o  o v e r d u e  o b l i g a t i o n s  had c o n t i n u e d  t o  

. d e t e r i , o r z t e :  t h e  l i s t  of members w i t h  overdue  G b l i g a t i o n s  had grown, and  
t h e  t o t a l  amount of s u c h  o b l i g a t i o n s  had i n c r e a s e d .  The r a p i d  r i s e  i n  
t h e  m a g n i t u d e  of t h e  a r r e a r s  was r e f l e c t e d  i n  t h e  f a c t  t h a t  a r rears  were 
a l r e a d y  e q u i v a l e n t  t o  a b o u t  40 p e r c e n t  of t h e  F u n d ' s  r e s e r v e s .  The 
problem had worsened e v e n  though t h e  Fund had adopted  a r a n g e  of p o l i c i e s  
a n d  p r o c e d u r e s  a i m e d  a t  c o n t a i n i n g  and s o l v i n g  t h e  problem. T h e r e  was an  
o 'bvious need t o  t a k e  a n o t h e r  c a r e f u l  l o o k  a t  t h e  problem a t  t h e  p r e s e n t  
s t a g e .  The Errears s i t u a t i o n  i n v o l v e d  many i s s u e s  and had a number of 
i rnp 'Licat ions f o r  t h e  E x e c u t i v e  B o a r d ,  f o r  t h e  Fund as  a c o o p e r a t i v e  
f i n a n c i a l  o r g a n i z a t i o n ,  f o r  members w i t h  a r r e a r s ,  and € o r  o t h e r  u s e r s  of 
r h e  Fund ' s  r e s o u r c e s  which had remained c u r r e n r  i n  t h e i r  o b l i g a t i o n s  t o  
che i n s t i t u t i o n .  

The E x e c u t i v e  Board had the r e s p o n s i b i l i t y  t o  m a i n t a i n  a b a l a n c e  
between i t s  e f f o r t s  t o  h e l p  members i n  a r rears  and i t s  e f f o r t s  t o  r e d u c e  
t h o s e  a r r s a r s  as q u i c k l y  as p o s s i b l e ,  Mr. Ni :na t a l l ah  c o n t i n u e d .  I n  t h e  
process ,  t h e  number of E x e c u c i v e  Board m e e t i n g s  on o v e r d u e  f i n a n c i a l  
(:,bl-igat:i.ons had i n c r e a s e d  markedly .  The E x e c u t i v e  Board a l r e a d y  f a c e d  a 
s i g n i f i c a n t  i n c r e a s e  i n  i t s  work l o a d ,  i n c l u d i n g  Longer a g e n d a s  f o r  Eoard 
m e e r i n g s .  
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The Ftind Was s u f f e r i n g  f rom a l o s s  of i n c o m e ,  a n d  from c~ ilect?rIc>r3-- 
cion in i t s  l i q u i d i t y  a n d ,  p o s s i b l y ,  i t s  c r e d i b i l i t y ,  Fir. N i m a t a l l a h  
s a i d .  The  members i n  arrears  were s u f f e r i n g  f rom i m p a i r e d  r e l a t i o n s  w i t h  
t h e  Fund: t h e y  were no l o n g e r  a b l e  t o  i n i t i a t e  a d j u s t m e n t  programs w i t h  
t h e  Fund ' s  a s s i s t a n c e  and were t h e r e f o r e  u n a b l e  t o  o b t a i n  € i n a n c i a 1  h e l p  
f rom o t h e r  s o u r c e s .  Moreover ,  a s  l o n g  as t h e  problem of o v e r d u e  payments  
t o  t h e  Fund p e r s i s t e d ,  t h e  b o r r o w e r s  and  p o t e n r i a l  bo r rowers  t h a t  remained  
c u r r e n t  i n  t h e i r  o b l i g a t i o n s  t o  t h e  Fund would f a c e  t h e  t h r e a t  of h i g h e r  
c h a r g e s ,  t i g h t e r  c o n d i t i o n a l i t y  , and a r e d u c t i o n  i n  t h e  a v a i l a b i l i t y  of 
Fund r e s o u r c e s ;  t h e  Fund migh t  f i n d  i t  more d i f f i c u l t  i n  t h e  f u t u r e  t h a n  
h L t h e r t o  t o  o b t a i n  a d d i t i o n a l  o r d i n a r y  and  borrowed r e s o u r c e s .  

I n  a t t e m p t i n g  t o  h a n d l e  t h e  growing problem of arrears ,  t b e  E x e c u t i v e  
Board  s h o u l d  t r y  t o  r e d u c e  t h e  f r e q u e n c y  o f  m e e t i n g s  t o  r e v i e w  c a s e s  of 
ove rdue  o b l i g a t i o n s  and t h e  p e r i o d  between the B o a r d ' s  n o t i n g  of t h e  
Managing D i r e c t o r ' s  c o m p l a i n t  c o n c e r n i n g  a member's  a r rears  and  t h e  B o a r d ' s  
d e c l a r a t i o n  of t h e  member 's  i n e l i g i b i l i t y  t o  u s e  t h e  F u n d ' s  r e s o u r c e s ,  
Mr. N i m a t a l l a h  c D n s i d e r e d .  The t i m e t a b l e  f o r  r e p o r t i n g  t o ,  and a c t i o n  by ,  
t h e  E x e c u t i v e  Board must be advanced  t o  e n s u r e  tha t :  s u b s t a n t i v e  d i s c u s s i o n  
by t h e  E x e c u t i v e  Board of a member's  arrears would t a k e  place w i t h i n  
t h r e e  mon ths - - r a the r  t han  f i v e  mon ths - - a f t e r  t h e  emergence of t h e  arrears.  

F u r t h e r m o r e ,  each case s h o u l d  be  d e a l t  w i t h  on i t s  own merits t o  
a v o i d  t h e  p o s s i b i l i t y  o f  having e x t e n s i o n s  given by t h e  E x e c u t i v e  Board 
b e i n g  t a k e n  a s  g r a c e  p e r i o d s ,  Mr. N i m a t a l l a h  c o n t i n u e d .  The p r i n c i p l e  of  
t h e  un i fo rm t r e a t m e n t  of rr.embers was i m p o r t a n t ,  b u t  e a c h  case of ove rdue  
o b l i g a t i o n s  was d i f f e r e n t ,  and i t  s h o u l d  be  l e f t  t o  t h e  E x e c u t i v e  Board 
t o  d e c i d e  whe the r  o r  when t o  r e v i e w  e a c h  case. By emphas iz ing  t h e  i n d i -  
v i d u a l i t y  of each case of o v e r L a e  O b l i g a t i o n s ,  t h e  E x e c u t i v e  Board would 
d i s p e l  any p resumpt ion  t h a t  i t s  p r i ~ e d u r e s  f o r  h a n d l i n g  s u c h  cases were 
mechan ica l  and a u t o m a t i c .  Whenever p o s s i b l e  t h e  E x e c u t i v e  Board  should  
reguce t h e  p e r i o d  between t h e  f i r s t  s u b s t a n t i v e  d i s c u s s i o n  of a member 's  
a r r e a r s  and t h e  d e c l a r a t i o n  of t h e  member 's  i n e l i g i b i l i t y  t o  u s e  t h e  
Fand's r e s o u r c e s .  T h a t  approach  would s e n d  a s i g n a l  t h a t  t h e  E x e c u t i v e  
Board har!  s t r e n g t h e n e d  i t s  r e s o l v e  t o  d e a l  v i g o r o u s l y  w i t h  t h e  prob'.em of 
a r r e a r s .  The d e c l a r a t i o n  of i n e l i g i b l i t y  s h o u l d  b e  d e f e r r e d  o n l y  i n  a 
case i n  w h i c h  a member w a s  making a s e r i o u s  e f f o r t  t o  r e p a y  t h e  Fund. I n  
t h e  a b s e n c e  of such  a n  e f f o r t ,  t h e  member s h c u l d  be d e c l a r e d  i n e l i g i b l e  
t o  e n s u r e  t h a t  a l l  of t h e  p a r t i e s  conce rned  would be  aware of t h e  s i t u a -  
t i o n .  The E x e c u t i v e  Board s h o u l d  r ev iew a tnercher's o v e r d u e  o b l i g a t i a n s  
w i t h i n  s i x  months of a d e c l a r a t i o n  of t h e  c o u n t r y ' s  i n e l i g i b i l i t y  t o  u s e  
t h e  Fund's r e s c u r c e s ;  t h a t  r ev iew s h o u l d  be d e s i g n e d  t o  c o n s i d e r  o t h e r ,  
more ser i ous s t e p s  . 

Two members had a l r e a d y  b e e n  d e c l a r e d  i n e ' l i g i b l - e  t o  u s e  t h e  F u n d ' s  
r e s o u r c e s ,  Mr. Nimatal lah n o t e d .  More t h a n  s i x  months had p a s s e d  s i n c e  
chose d e c l a r a t i o n s  had been  made, and t h e  time had come f o r  t h e  E x e c u t i v e  
Board t o  review t h o s e  cases. I n  d e a l i n g  w i t h  members t h a t  proved. t c  be  
r e c a l c i c r a n c ,  t h e  Board s h o u l d  c o n s i d e r  t h e  p o s s i b i l i t y  of impos ing  ad hoc 
f i n a n c i a i  s a n c t i o n s  o r  o f  i n i t i a t i n g  p r o c e d u r e s  l e a d i n g  t o  t h e  o b l i g a t o r y  
w l  thd rawal of the menibers c o n c e r n e d .  
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He welcomed t h e  s i g n i f i c a n t  a c c o u n t i n g  measures  t h a t  had a l r e a d y  been 
i n t r o d u c e d  t o  s t r e n g t h e z l  t h e  F u n d ' s  f i n a n c i a l  p o s i t i o n ,  Mr. N i m a t a l l a h  
commented. F o l l o w i n g  an E x e c u t i v e  Eoard d e c i s i o n  i n  March 1985, t h e  Fund 
n o  l o n g e r  i n c l u d e d  i n  i t s  c u r r e n t  income c h a r g e s  t h a t  were overdue  by 
six months o r  more. F u r t h e r m o r e ,  t h e  F u n d ' s  r e s e r v e  p o s i t i o n  had been  
s t r e n g t h e n e d  by r a i s i n g  t h e  a n n u a l  n e t  income t a r g e t  from 3 p e r c e n t  of 
reserves t o  5 p e r c e n t .  A t  t h e  p r e s e n t  s t a g e ,  however ,  as t h e  e x t e r n a l  
a u d i t o r s  had s u g g e s t e d ,  t h e  Fund s h o u l d  s e r i o u s l y  c o n s i d e r  w h e t h e r  some of 
t h e  a r rears  might  n e v e r  b e  r e p a i d ,  and t h e  Fund s h o u l d  examine t h e  p o s s i -  
b i l i t y  of  making p r u v i s i o n s  a g a i n s t  such l o s s e s .  The s t a f f  s h o u l d  s t u d y  
t h a t  o p t i o n  i n  t h e  l i g h t  of t h e  l e n g t h  o f  t i m e  t h a t  t h e  a r rears  i n  ques-  
t i o n  had been o u t s t a n d i n g  and t h e  p e r i o d  t h a t  had e l a p s e d  s i n c e  t h e  
d e c l a r a t i o n  of i n e l i g i b l i t y  of t h e  c o u n t r i e s  c o n c e r n e d  t o  u s e  t h e  Fund ' s  
r e s o u r c e s .  

T h e  s t r e n g t h e n i n g  of any f i n a n c i a l  i n s t i t u t i o n  i n v o l v e d  some combi.na- 
t i o n  of a n  i n c r e a s e  i n  n e t  worth--which was c o m p r i s e d  m a i n l y  of c a p i t a l  
and reserv@s---and an improvement i n  t h e  q u a l i t y  o f  t h e  i n s t i t u t i o n ' s  
asse ts ,  M r .  N i m a t a l l a h  commented. H e  d o u b t e d  w h e t h e r  i t  would be  e a s y  
t o  s t r e n g t h e n  t h e  F u n d ' s  c a p i t a l  b a s e .  The Fund p r o b a b l y  v,>:;ld have! t:: 
s t a r t  s t r e n g t h e n i n g  i c s  reserve p o s i t i o n  and i m p r o v i n g  t h e  q u a l i t y  of 
i t s  l o a n s .  In h i s  summing u p  a t  t h e  c o n c l u s i o n  o f  t h e  d i s c u s s i o n  on 
overdue  f i n a n c i a l  o b l i g a t i o n s  i n  December 1985,  t h e  Chairman had  s t a t e d  
t h a t  " t h e  Fund i s  n o t  a c r e d i t o r  l i k e  o t h e r  c r e d i t o r s . . . .  The Fund must 
p r e s e r v e  i t s  c r e d . i b i l i t y ;  and i f  i t  i s  c o n s i d e r e d  d e c i r z b l e  f o r  t h e  i n s t i -  
t u t i o n  t o  c o n t i n u e  to  ass i s t  member c o u n t r i e s  t h a t  a re  f a c i n g  s t r u c t u r a l .  
weaknesses and d i f f i c u l t i e s ,  i t  must  be d e m o n s t r a t e d  t h a t  Fund l o a n s  are 
indeed  s e r v i c e a b l e  and r e p a y a b l e  i 3  a t i m e l y  way." T h e r e f o r e ,  h e  was 
p l e a s e d  t h a t  t h e  s t a f f  i n t e c d e d  t o  c o n t i n u e  t o  g i v e  due emphas is  t o  t h e  
f u l f i l l m e n t  of o b l i g a r i o n s  t o  t h e  Fund i.n d e s i g n i n g  programs.  

The o n l y  v i a b l e  o p t i o n  f o r  members w i t h  arrears  was t o  a d o p t  cornpre- 
h e n s i v e  a d j u s t m e n t  p o l i c i e s  t o  b r i n g  t h e i r  economies back  o n t o  t h e  p a t h  
o f  s u s t a i n a b l e  growth ,  Mr. N i m a t a l l a h  s a i d .  The a l t e r n a t i v e  was f u r t h e r  
d e t e r i o r a t i o n  i n  t h e i r  ec.onomic s i t t a t i o n  and f u r t h e r  d e l a y s  i n  s e t t l i n g  
t h e i r  overdue  o b l i g a t i o n s  t o  t h e  Fund. He hoped t h a t  t h e  T r u s t  Fund 
r e f l c w s  and p e r h a p s  o t h e r  a d d i t i o n a l  f i n a n c i a l  a s s i s t a n c e  c o u l d  p r o v i d e  
morc r e s o u r c e s  f o r  t h o s e  members. However, t h o s e  members must  show t h a t  
t h e y  were i n r e r e s t e d  i n  making a g r e a t e r  e f f o r t  t o  implement a p p r o p r i a t e  
p o l i c i e s  t o  d e a l  e f f e c t i v e l y  w i t h  t h e i r  e c o n o n i c  problems.  

Borrowing members t h d t  s e t t l e d  t h e i r  o b l i g a t i o n s  on time c o u l d  
p a r t i c i p a t e  i n  c o n c e r t e d  e f f o r t s  w i t h  o t h e r ,  nonborrowing members t o  
encourage members w i t h  a r rears  t o  make e v e r y  e E f o r t  t o  r e p a y  t h e  Fund, 
Plr, N i m a r a l l a h  remarked.  A l l  menbers  s h o u l d  r e a l i z e  t h a t  i t  was u n f a i r  
f o r  members tha t :  remained C u r r e n t  i n  t h e  Fund t o  i n c u r  h i g h e r  c h a r g e s  and 
t i g t i t e r  c o n d i t i o n a l i t y  b e c a u s e  o f  a c t i o n s  by members w i t h  a r r e a r s .  I n  
a d d i t i o n ,  t h e  e n t i r e  membershin s h o u l d  r e s i s t  t h e  a d v e r s e  e f f e c t s  of  
n e g a t i v e  p u b l i c i t y  a b o u t  t h e  Fund. T h e r e  was a tendency  f o r  chrsse who 
G e r G  h o s t i l e  t o  t h e  Fund t o  e n c o u r a g e  some members n o t  t o  s e t t l p  t h e i r  
o b l i g a t i o n s  t o  t h e  Ftind. To p r e s e r v e  t h e  i n t e g r i t y  and s t r e n g r t i  o f  t h e  
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Fund,  t h o s e  h o s t i l e  v o i c e s  s h o u l d  be  i g n o r e d ;  t h e y  seemed t o  f a v o r  the 
v e r y  d e s t r u c t i o n  of zhe Fund,  someth ing  t h a t  o b v i o u s l y  wou;d n o t  be i n  
t h e  best i n t e re s t  of members. The Fund h a d  been  v e r y  h e l p f u l  t o  members, 
and t h e y  shou3.d h e l p  t o  k e e p  i t  v i a b l e  and s t r o n g .  

Mr. Grosche  camment.ed t h a t  t h e  d i s c u s s i o n  a t  t h e  p r z s e n t  and p r e v i o u s  
mc.et?,.ngs on t h r e e  members w i t h  a r rears  t o  t h e  Fund c l e a r l y  showed t h a t  
t h e  s i t u a t i o n  w i c l i  r e s p e c t  t o  a v e r d u e  o b l i g a t i o n s  had d e t e r i o r a t e d  i n  
r e c e n t  rnLLi ths .  It was r e g r e t t a b l e  t h a t  some members a p p a r e n t l y  d i d  n u t  
u n d e r s t a n d  t h a t  t h e  Fund was a l e n d e r  o f  l a s t  resor t  and a l i f e l i n e  t o  
t h e  r e s t o r a t i o n  of n e t  c r e d i t  i n f l o w s  '.[I t h e  f u t u r e ;  o n c e  s e v e r e d ,  t h a t  
1 i . f e l i n e  was d i f fScu1 . t  t o  r e s t o r e .  H .s a u t h o r i t i e s  a t t c c h e d  g r e a t  impor- 
t a n c e  t o  t h e  problem of o v e r d u e  o b l ' . g a t i o n s .  I n  t h e i r  v i e w ,  no e f f o r t  
s h o u l d  'be s p a r e d  t o  s t r e n g t h e n  the pc l ic ies  d e s i g n e d  t o  prevenL a f u r t h c r  
worsen ing  of  t h e  arrears  s i t u a t i o n .  

I n  i t s  r e p o r t  t h e  s t a f f  had i d e n t i f i e d  t h r e e  m a j o r  a r e a s  i n  which 
p r o g r e s s  shou ld  be  made--namely , t h e  s t r e n g t h m i n g  of t h e  F u n d ' s  f i n s n c i a l .  
p o s i t i o n ,  t h e  p r o c e d u r e s  € o r  d e a l i n g  w i t h  overd.ue o b l i g a t i o n s ,  and  t h e  
measu res  t o  p r e v e n t  a r rears  from a r i s i n g ,  Mr. Groschr, c o n t i n u e d .  He 
w o u l d  n o t  comment a t  Length on p o s s i b l e  means of s t r e n g t h e n i n g  t-he F u n d ' s  
f i n a n c i a l  p o s i t i o n ;  E x e c u t i v e  D i r e c t o r s  would have  a n  o p p o r t u n i t y  t o  d e a i  
w i t h  chat  s u b j e c i  i n  d e t a i l  d u r i n g  t h e  coming r e v i e w  o f  t h e  F u n d ' s  incouip 
p o s i t i o n .  However, i t  was i m p o r t a n t  t o  b e a r  i n  mind d u r i n g  t h e  p r e s e n t  
d i s c u s s i o n  t h a t  a c t u a l  deve1.opmenr.s i.n the Fund ' s  income p o s i t i o n  i n  t h e  
f i r s t  h a l f  o f  FY 1986 had been 1-ess f a v o r a b l e  t h a n  t h e  s t a f f  had i n i t i a l l y  
p r o j e c t e d :  a d e f i c i t  of SDB 20 m i l l i o n  was e x p e c t e d ,  m a i n l y  b e c a u s e  a 
l a r g e r  amoLmt of ove rdue  payments  had had to  be t r ea t ed  a s  d e f e r r e d  
income. d n l e s s  a s u b s t a n t i a l  amount of ove rdue  o b l i g h t i o n s  were s e t t l e d  
s o o n ,  t h e  E x e c u t i v e  Board would have t o  d e c i d e  on December 1-1, 1985 on 
a d d i t i o n a l  s t e p s  t o  r e a c h  t h e  income t a r g e t  f o r  ?Y 1986. T h a t  .respect 
u n d e r s c o r e d  t h e  i m p o r t a n c e  o f  . d e v i s i n g  ways of h e l p i n g  members t o  s e t t l e  
q u i c k l y  t h e i r  ove rdue  o b l i g a t i o n s  a n d  t o  r ema in  current i n  t h e  Fund w h i l e  
making e v e r y  e f f o r t  t o  p r e v e n t  t h e  emergence of new a r rears .  I f  no 
s i g n i f i c a n t  p rogress  i n  t h o s e  a r e a s  c o u l d  be  made, the need t o  c o n s i d e r  
: i n t r o d u c i n g  l o a n - l o s s  p r o v i s i o c s  would become even more urgent. .  He won- 
d e r e d  when the s t a f f ' s  e x a m i n a t i o n  of such  p r o v i s i o n s  c o u l d  be comple ted  
and b roughr  t o  t h . e  E x e c u t i v e  B o a r d ' s  agenda .  

In t h e  area of  c o r r e c t i v e  a c t i o n s  t o  d e a l  w i t h  arrears ,  t h e  s t a f f  had 
a l r e a d y  made  commendable e f f o r t s  t o  h e l p  c o u n t r i e s  t o  d e v i s e  a d j u s  tn ien t  
m e a s u r e s  t o  e l i m i n a t e  t h e i r  s e r i o u s  economic i m b a l a n c e s  and . t o  a t t r a c t  
non-Fund sources of f i n a n c e ,  Mr. Grosche  remarked .  A t  t he  sane time, t h e  
s t a f f  and t t .2 E x e c u t i v e  Board had shown c o n s i d e r a b l e  f l e x i b i l i t y  i n  dea l -  
ing w i t h  i n d i v i d u a l  c a s e s  of a r rears .  T h a t  a p p r o a c h  s h o u l d  be c o n t i n u e d .  
He hoped t h a t  t h e  e f f o r t s  t h a t  were b e i n g  made would  s o l v e  t h e  a r r e a r s  
problem i n  members where d i s c u s s i o n s  between t h e  s t a f f  and t h e  a u t h o r i t i e s  

had l e d  t o  t h e  a d o p t i o n  of a d j u s t m e n t  m e a s u r e s .  
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H e  a g r e e d  w i t h  the s t a f f  t h a t  the p r e s e n t  t i m e t a b l e  f o r  c o n s i d e r i n g  
cases of ove rdue  n b l i g a t i o n s  t o  t h e  Fund caused  c e r t a i n  problems,  
Mr, Grosche  comqented. A s i g n i f i c a n t  b u i l d u p  or  arrears  cou ld  o c c u r  
b e f o r e  t h e  E x e c u t i v e  Board gave  s u b s t a n t i v e  c o n s i d e r a t i o n  t o  t h e  Managing 
D i r e c t o r ' s  compla in t  c o n c e r n i n g  a member's  a r rears .  In a d d i t i o n ,  t h e  
p r e s e n t  t i n e t a b l e  f o r  c o n s i d e r i n g  i n d i v i d u d a l  cases c f  arrears a p p a r e n t l y  
had  l e d  some members t o  r e g a r d  t h e  p e r i o d  between E x e c u t i v e  Board d i s c u s -  
s i o n s  on  a c o u n t r y ' s  arrears  as  a ki..d of g r a c e  p e r i o d .  A t  t h e  same 
c i m e ,  t h e  E x e c u t i v e  B o a r d ' s  r e g u l a r  s c h e d u l e  f o r  c o n s i d e r i n g  i n d i v i d u a l  
caseb of arrears had n o t  ? r e v e n t e d  cumber of mercbers from r e p e a t e d l y  
b e i n g  l a t e  i n  mal-ing payments  t o  t h e  Fund. 

The p e r i o d s  between E x e c u t i v e  Board d i s c u s s i o n s  on a member's  arrears 
were c l e a r l y  5.n.tended t o  be used  by members t o  t a k e  s t e p s  t o  e l i m i n a t e  
t h e i r  a r r e a r s ;  t h e  p e r i o d s  were n o t  meant t o  p r o v i d e  any form of r e l i e f  
f o r  t h e  members c o n c e r n e d ,  M r .  Grosche c o n t i n u e d .  Al though t h e  s t a f f  had 
a p p r o p r i a t e l y  c a u t i o n e d  a g a i n s t  i n t r o d u c i n g  undue r i g i d i t i e s  i n  t h e  
sc i iedul i -ng  of  E x e c u t i v e  board m e e t i n g s  on  i n d i v i d u a l  cases of a r r ea r s ,  
t h e r e  s h o u l d  be a f u r t h e r  t i g h t e n i n g  of t h e  g e n e r a l  t i m e t a b l e .  The s t a f f  
p r o p o s a l  t o  l e a v e  t h a t  t i m e t a b l s  unchanged might  have some drawbacks;  f o r  
example ,  i t  would be d i f f i c u l t  f o r  the s t a f f  t o  i n i t i a t e  r e d u c t i o n s  i n  
t h e  per i .ods  between v a r i o u s  E x e c u t i v e  Board d i s c u s s i o n s  on a r rears .  It 
s h o u l d  be up t o  t h e  member conce rned  t o  make a case f o r  e x t e n d i n g  t h e  
regul .a r  p e r i o d  between E x e c u t i v e  Board d i s c u s s i o n s  of i t s  a r rears .  Tha t  
a p p r o a c h  v o u l d  n o t  n e c e s s a r i l y  make t h e  E x e c u t i v e  Board i n f l e x i b l e .  I n  
c a s e s  i n  which t h e r e  was r e a s o n  t o  b e l i e v e  t h a t  t h e  member was d o i n g  k t s  
b e s t  t o  e l i i n i n a t e  i t s  a r r ea r s ,  t h e  Execut . ive Board c o u l d  ex tend  a r ev iew 
p e r i o d  u n t i l  f u r t h e r  a c t i o n  were t a k e n ;  t h e  Board had used  t h a t  approach  
i n  some cases. 

A n  i m p o r t a n t  a s p e c t  02 t h e  E x e y u t i v e  B o a r d ' s  p r o c e d u r e s  f o r  h a n d l i n g  
casts of a r rea r s  was t h e  Boiird:  s p o l i c i e s  and p r o c e d u r e s  f o l l o w i n g  t h e  
d e c l a r a t i o n  of a member 's  i n e l i g i b i l i t y  t o  u s e  t h e  Fund ' s  r e s o u r c e s ,  
Mr. Grosche  s a i d .  A t  p r e s e n t ,  t h e  E x e c u t i v e  B o a r d ' s  o n l y  o p p o r t u n i t y  t o  
m o n i ~ o r  deve lopments  i n  a c o u n t r y  f o l l o w i n g  i t s  d e c l a y a t i o n  of i n e l i g i -  
bility was t h e  a n n u a l  Ar t ic le  IV c o n s u l t a t i o n  with t h e  c o u n t r y .  He a g r e e d  
w,i.t:h t h e  s t a f f  t h a t  t h a t  s i t u a t i o n  was n o t  f u l l y  s a t i s f a c t o r y ,  and  he sup- 
p o r t e d  t h e  s u g g e s t i o n  t o  hold  more r e g u l a r  r e v i e w s  of such  arrears  c a s e s ;  
a p e r i o d  of s i x  months w o u l d  be a c c e p t a b l e ,  b u t  he w a s  open t o  o t h e r  sug- 
gec , t , ions .  
abreast of the p rogres s - -o r  l a c k  o f  progress - -a  member w a s  making i n  
becoming c u r r e n t  i n  t h e  Fund,  and t h e y  would g i v e  :he E x e c u t i v e  D i r e c t o r s  
a c h a n c e  t o  d i s c u s s  whe the r  a d d i t i o n a l  measures by t h e  Execut ' ive Board 
n igh2  be  a p p r o p r i a t e .  

Such r e g u l a r  reviews would serve t o  keep t h e  E x e c u t i v e  Board 

A s  t o  possib1.e p r e v e n t i v e  a c t i o n s ,  t h e  s t a f f ,  i n  i t s  d i s c u s s i o n s  
w i t h  members and j n  t h e  d e s i g n  of programs, had  been paying  i n c r e a s i n g  
a t t e n t i o n  t o  e n s u r i n g  t h a t  a member u s i n g  t h e  Fund ' s  r e s o u r c e s  would be  
I n  a p o s i t i o n  t o  r e m a i n  c u r r e n t  i n  i t s  o b l i g a t i o n s  t o  t h e  Fund i n  t h e  
f u t u r e ,  Flr. Grosche  remarked .  T h a t  e f for : :  vas r e f l e c t e d  i n  t h e  sugges-  
t i o ~ : ~  by t h e  s t a f f  of t h e  l e v e l  of a c c e s s  f o r  t h e  c o u n t r i e s  c o n c e r n e d ,  t h e  
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s t a f f ' s  i n c r e a s e d  u s e  o f  medium-term b a l a n c e  of payments  s c e m r i o s ,  the 
s e t t i n g  of r e s e r v e  t a r g e t s ,  and  t h e  a s s i s t a n c e  p r o v i d e d  by the s t a f f  i n  
e s t a b l i s h i n g  a p p r o p r i a t e  d e b t  management p o l i c i e s  i n  t h e  c o u n t r i e s  con- 
c e r n e d .  A l l  t h o s e  measures were i n  t h e  r i g h t  d i r e c t i o n  and s h o u l d  con- 
t i n u e  t o  be  a p p l i e d  i n  t h e  coming p e r i o d .  Moreover ,  h e  a g r e e d  with 
klr. Dallara t h a t  f u t u r e  p a p e r s  on  members '  r e q u e s t s  t o  use t h e  Fund ' s  
r e s o u r c e s  s h o u l d  c o n t a i n  a s e c t i o n  d e s c r i b i n g  t h e  member 's  a b i l i t y  t o  
r e p a y  t h e  Fund. Most members w i t h  s u b s t a n t i a l  ove rdue  o b l i g a t i o n s  t o  t h e  
Fund and a number of o t h e r  c o u n t r i e s  t h a t  had managed t o  r ema in  o r  become 
c u r r e n t  i n  t h e  Fund f a c e d  p r o t r a c t e d  s t r u c t u r a l  p rob lems ,  t h e  s o l u t i o n  of 
which w o u l d  r e q u i r e  more t i m e  t h a n  was I-rsual ly  p r o v i d e d  unde r  programs 
s u p p o r t e d  by t h e  Fund. Al though t h e  Fund would s t i l l  have. a n  i m p o r t a n t  
r o l e  t o  p l ay  i n  a s s i s t i n g  s u c h  c o u n t r i e s ,  i t  would be p r u d e n t  t o  place 
i n c r e a s i n g  emphas i s  on t h e  i n s t i t u t i o n ' s  r o l e  i n  f o r m u l a t i n g  u r g e n t l y  
needed comprehens ive  economic p r o g r  m s  arid i n  c a t a l y z i n g  f i n a n c i a l  s u p p o r t  
on h i g h l y  concess iona l .  terms. 

He ag reed  w i t h  t h e  s t a f f  t h a t  t h e  p r o p e r  u s e  of T r u s t  Fund r e f l o w s  
c o u l d  be  h e l p f u l ,  Mr. Grosche  s a i d .  I n  s e v e r a l  cases i n  t h e  p a s t ,  i n v o l v -  
ing  members w i t h  l a r g e  p r o j e c t e d  d e b t  s e r v i c e  payments  and f o r  which  
f i n a n c i n g  on h i g h l y  c o n c e s s i o n a l  terms had been  s t r o n g l y  recommended by 
management and E x e c u t i v e  D i r e c t o r s ,  t h e  E x e c u t i v e  Board had n e v e r t h e l e s s  
approved  s u b s t a n t i a l  d r a w i n g s  under  a s t and-by  a r r a n g e m e n t  b e c a u s e  t h e  
a u t h o r i t i e s '  d e t e r m i n a t i o n  t o  implement  a p p r o p r i a t e  a d j u s t m e n t  policies 
was c o n s i d e r e d  wor thy  of t h e  Fund ' s  f i n a n c i a l  s u p p o r t .  I n  h i s  v iew,  i n  
s i m i l a r  cases i n  t h e  f u t u r e  t h e  a v a i l a b i l i t y  o f  T r u s t  Fund r e f l o w s  would 
p r o v i d e  a welcome means of e x t e n d i n g  Fund f i n a n c i a l  a s s i s t a n c e  w i t h o u t  
h e a v i l y  i n c r e a s i n g  t h e  members' f u t u r e  d e b t  service burden  t o  t h e  Fund. 

Mr. PErez s a i d  t h a t  recent :  deve lopmen t s  i n ,  a s  well a s  t h e  p r o s p e c t s  
f o r ,  o v e r d u e  f i n a n c i a l  o b l i g a t i o n s  t o  t h e  Fund were a c a u s e  f o r  great 
c o n c e r n .  The s t a f f  p a p e r  c1ea r l . y  showed t h a t  t h e  s i t u a t i o n  w i t h  r e s p e c t  
t o  a r rears  w a s  worsen ing :  t h e  amount of o u t s t a n d i n g  ove rdue  o b l i g a t i o n s  
was i n e r e a s i n s ,  snd t h e r e  was no i n d i c a t i o n  t h a t  t h e  upward t r e n d  c o u l d  
be  r e v e r s e d .  Inde.-l,  t h e  number of c o u n t r i e s  t h a t  were a c c u m u l a t i n g  
a r r e a r s  to t h e  Fund k 7 - s  much h i g h e r  t h a n  t h e  number o f  members that were 
becoming currenr i n  t h e i r  o b l i g a t i o n s  t o  t h e  i n s t i t u t i o n .  I n  a d d i t i o n ,  
r e p u r c h a s e s  f a l l i n g  due  g r e a t l y  exceeded  payments  of arrears .  The b l e a k  
arrears  s i t u a t i o n  and t h e  even  b l e a k e r  p r o s p e c t s  f o r  s o l v i n g  t h e  problem 
cas t  d o u b t  on t h e  e f f e c t i v e n e s s  of t h e  c u r r e n t  p r o c e d u r e s  f o r  d e a l i n g  
w i t h  a r r e a r s .  

The s t a f f  c o n s i d e r e d  t h a t  r e c e n t  e x p e r i e n c e  w a r r a n t e d  s h o r t e n i n g  t h e  
time between t h e  Managing D i r e c t o r ' s  r e p o r t  o n  a n  ove rdue  o b l i g a t i o n  and 
a c t i o n  on t h e  m a t t e r  by t h e  E x e c u t i v e  Board,  and  r e d u c i n g  t h e  p e r i o d s  
be tween t h e  E x e c u t i v e  B o a r d ' s  reviews of a member's  a r rears ,  Mr. P k r e z  
w e n t  on.  T h e  s t a f f  b e l i e v e d  t h a t  t h o s e  p r o p o s a l s  would e l imina te  t h e  
weaknesses  i n  t h e  present :  p r o c e d u r e s  f o r  d e a l i n g  w i t h  a r ;  ears .  However, 
t h e r e  was no e v l d e n c e  i n  t h e  s t a f f  p a p e r  t h a t  t h e  upward t r e n d  i n  o v e r d u e  
o b l i g a t i o n s  t o  t h e  Fund w a s  d u e  t o  s u c h  weaknesses .  I n d e e d ,  t h e  e v i d e n c e  
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s u g g e s t e d  t h a t  t h e  number of s u c c e s s f u l l y  h a n d l e d  cases of arrears  had 
d e c r e a s e d  i n  l i n e  w i t h  t h e  i n c r e a s i n g  r i g i d i t y  i n  t h e  F u n d ' s  p r o c e d u r e s  
f o r  d e a l i n g  w i t h  arrears .  

In a n a l y z i n g  t h e  problem of a r rears  t h e  E x e c u t i v e  D i r e c t o r s  s h o u l d  
bear in mind t h e  c i r c u m s t a n c e s  u n d e r  which t h e  problem had emerged,  
Mr. PGrez c o n s i d e r e d .  The r i s i n g  o v e r d u e  payments  had been  a consequence  
of t h e  p r o b l a n s  f a c i n g  most  c o u n t r i e s  i n  t h e  wake of t h e  p ro longed  reces- 
s i o n  t h a t  had g i v e n  r i s e  t o  t h e  a c c u m u l a t i o n  of d e b t ;  i t  had n o t  been  due  
t o  a change  i n  members' b a s i c  p e r c e p t i o n  of t h e  i m p o r t a n c e  of t h e i r  
r ema in ing  c u r r e n t  i n  t h e  Fund. 

The Fund ' s  p r e s e n t  p r o c e d u r e s  were d e s i g n e d  t o  e n c o u r a g e  members t o  
pay t h e  Fund on time bu t  d i s r e g a r d e d  t h e  f a c t  t h a t  i n  some c o u n t r i e s  
i n t e r n a l  and e x t e r n a l  f a c t o r s  had r e s u l t e d  i n  a s c a r c i t y  of f o r e i g n  
r e s e r v e s ,  Mr. P 6 r e z  went  on .  The F u n d ' s  l a c k  of f l e x i b i l i t y  and o p t i o n s  
1.n d e a l i n g  w i t h  members t h a t  f a c e d  a s h o r t a g e  of f o r e i g n  r e s e r v e s  had n o t  
h e l p e d  t o  s o l v e  t h e  problem of a r rears .  The Fund s h o u l d  d i s t i n g u i s h  
be tween cases i n  which a member was u n a b l e  t o  r e p a y  t h e  Fund and cases i n  
which a member was u n w i l l i n g  t o  r e p a y .  T h a t  d i s t i n c t i o n  was d i f f i c u l t  t o  
make i n  p r a c t i c e ;  a member t h a t  was r e a d y  t o  a g r e e  on a n  a p p r o p r i a t e  
a d j u s t m e n t  program s h o u l d  b e  deemed w i l l i n g  t o  r e p a y  t h e  Fund. The 
Fund ' s  p o l i c i e s  s h o u l d  be more f l e x i b l e ,  s o  t h a t  t h e  Fund c o u l d  a d o p t  
measures  t h a t  were based  on t h e  p a r t i c u l a r  merits of e a c h  case of a r rears .  
To t h a t  e-nd, c a r e f u l  t h o u g h t  s h o u l d  be g i v e n  t o  t h e  p a r t i c u l a r  Ar t ic les  
t h a t  might  p e r m i t  a widening  of t h e  r a n g e  of po l ic ies  c o n c e r n i n g  arrears.  
T h e  Fund ' s  c la ims on  members s h o u l d  not  be r e s c h e d u l e d ,  b u t  t h e  A r t i c l e s  
might  p e r m i t  o t h e r  means of p o s t p o n i n g  repayment  i n  s p e c i f i c  c i r c u i n s t a n c e s .  
Fo r  example ,  A r t i c l e  V ,  S e c t i o n  7 ( g )  and S e c t i o n  8(e)  m i g h t  p e r m i t  a mem-  
ber  t o  , pos tpone  r e p u r c h a s e s  i f  t h e  payment on  t h e  due  d a t e  would r e s u l t  
i n  a n  e x c e p t i o n a l  h a r d s h i p  f o r  t h e  c o u n t r y ,  and  t h e  Fund migh t  p e r m i t  a 
member t o  pay  c h a r g e s  i n  i t s  own c u r r e n c y  i n  e x c e p t i o n a l  c i r c u m s t a n c e s .  

Such o p t i o n s  s h o u l d  be a p p l i e d  o n l y  i n  a n  a r r a n g e m e n t  w i t h  t h e  Fund 
s u p p o r t e d  by a n  a p p r o p r i a t e  a d j u s t m e n t  program, Mr. PGrez s a i d .  T h e  pro- 
gram s h o u l d  i n  t h e  F u n d ' s  view b e  d e s i g n e d  t o  r e s t o r e  a v i a b l e  e x t e r n a l  
p o s i t i o n  t h a t  i n  t u r n  would e n a b l e  the Fund t o  d e c r e a s e  i t s  e x p o s u r e  i n  
Lhe c o u n t r y  a t  t h e  end of t h e  program p e r i o d ,  Tha t  approach  m i g h t  r e s u l t  
i n  the t r a n s f o r m a t i o n  of the  problem of arrears  i n t o  a prcblem of pro- 
l o n g e d  u s e  of Fund r e s o u r c e s ,  b u t  he doub ted  w h e t h e r  d b e t t e r  c h o i c e  was 
a v a i l a b l e .  H e  l o o k e d  fo rward  t o  d i s c u s s i n g  p o s s i b l e  means of s o l v i n g  t h e  
problem of p ro longed  u s e  d u r i n g  d f u t u r e  d i s c u s s i o n  on c o l l a b o r a t i o n  
be tween t h e  Fund and t h e  World Bank. 

Mr. d e  F o r g e s  remarked t h a t  t h e r e  was a c l o s e  r e l a t i o n s h i p  be tween 
t h e  problem of o v e r d u e  o b l i g a t i o n s  t o  t h e  Fund,  t h e  f i n a n c i a l  and non- 
f i n a n c i a l  r e l a t i o n s  be tween  t h e  Fund and members w i t h  a r r e a r s ,  and t h e  
Fund ' s  income p o s i t i o n ,  which ..as s i g n i f i c a n t l y  a f f e c t e d  by t h e  arrears .  
The t r e n d  i n  t h e  a r r e a r s  t o  t h e  Fund was a c a u s e  f o r  g r e a t  c o n c e r n ,  and  
E x e c u t i v e  D i r e c t o r s  s h o u l d  exsiiiine a t  t h e  p r e s e n t  m e e t i n g  t h e  most u s e f u l  
n o n f i n a n c i a l  means of e n c o u r a g i n g  members t o  e l t i n i n a t e  t n o s e  a r r e a r s .  
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The Fund had a l r e a d y  implemented c e r t a i n  measures d e s i g n e d  t o  r e d u c e  t h e  
arrears ;  t h o s e  measu res  had had a p o s i t i v e  e f f e c t ,  b u t  t h e r e  were also 
c e r t a i n  weaknesses ,  a n d '  he  a g r e e d  w i t h  most of t h e  m o d i f i c a t i o n s  t h a t  t h e  
s t a f f  had p roposed .  

The p r e s e n t  p r o c e d u r e s  f o r  d e a l i n g  w i t h  members t h a t  had b e e n  
d e c l a r e d  i n e l i g i b l e  t o  u s e  t h e  Fund ' s  r e s o u r c e s  were n o t  s a t i s f a c t o r y ,  
M K .  d e  F o r g e s  c o n t i m e d .  
s u c h  members t o  pay t h e  Fund; t h e  c o u n t r i e s  mus t  u n d e r s t a n d  t h a t  a d e c l a -  
r a t i o n  of i n e l i g i b i l i t y  d i d  n o t  e x c u s e  them f rom m e e t i n g  t h e i r  o b l i g a t i . o n s  
to t h e  Fund. The E x e c u t i v e  Board  s h o u l d  h o l d  s ix -mon th ly  r e v i e w s  of e a c h  
case of arrears by a member t h a t  had been d e c l a r e d  i n e l i g i b l e  t o  u s e  t h e  
F u n d ' s  r e s o u r c e s .  However, he  hoped t h a t  s u c h  reviews would n o t  i n c r e a s e  
t h e  F u n d ' s  work l o a d  and t h a t  s t a f f  r e p o r t s  f o r  t h e  r e v i e w s  s h o u l d  n o t  
r e q u i r e  t r a v e l  t o  t h e  c o u n t r i e s  c o n c e r n e d ;  t h e  r e p o r t s  s h o u l d  b e  based  on 
i n f o r m a t i o n  a v a i l a b l e  a t  h e a d q u a r t e r s .  Such r e v i e w s  s h o u l d  be  cornbined 
w i t h  A r t i c l e  IV c o n s u l t a t i o n s ;  there would t h e n  be two r e v i e w s  p e r  country 
each year.  

A way must  be found t o  m a i n t a i n  p r e s s u r e  on 

The Fund s h o u l d  o b v i o c s l y  m a i n t a i n  cl .ose and r e g u l a r  c o n t a c t  w i t h  
members t h a t  had ove rdue  o b l i g a t i o n s  b u t  t h a t  had n o t  been  d e c l a r e d  
i n e l i g i b l e  t o  u s e  t h e  Fund ' s  r e s o u r c e s ,  Mr. de  F o r g e s  s a i d .  T h e  s t a f f ' s  
p r o p o s a l  t o  accelerate  t h e  timetable fOi r e p o r t i n g  t o ,  and a c t i o n  b y ,  t h e  
E x e c u t i v e  Board c o n c e r n i n g  t h e  a r rears  of such  menbers  were w o r t h  examin- 
ing. However,  a g e n e r a l  t i g h t e n i n g  uf t h e  p r e s e n t  p r o c e d u r e s  would n o t  
a lways  be t h e  mos t  p r o d u c t i v e  approach ;  some f l e x i b i l i t y  s h o u l d  be main- 
t a i n e d .  He p r e f e r r e d  ti5 l e a v e  t h e  p r e s e n t  t i m e t a b l e  unchanged w h i l e  
i n t r o d u c i n g  t h e  p o s s i b i l i t y  of i s s u i n g  c o m p l a i n t s  a t  a n  ear l ier  s t a g e  
t h a n  h i t h e r t o  and of s h o r t e n i n g  r e v i e w  p e r i o d s  i n  c e r t a i n  cases. The 
s t a f f  had a rgued  t h a t  a l a r g e  b u i l d u p  of  arrears migh t  o c c u r  in t h e  
p r e s e n t  f ive-month  p e r i o d  between t h e  n o t i f i c a t i o n  of a member's o v e r d u e  
o b l i g a t i o n s  and t h e  E x e c u t i v e  B o a r d ' s  s u b s t a n t i v e  c o n s i d e r a t i o n  of t h e  
managing Dlrec t o r ' s  r e p o r t  and  c o m p l a i n t  c o n c e r n i n g  t h o s e  arrears .  I n  
t h a t  c o n n e c t i o n ,  t h e  s t a i f  should  i n c l u d e  i n  i t s  f i r s t  p a p e r  d e s c r i b i n g  
a member 's  overdue  o b l i g a t i o n s  a t a b l e  summar iz ing  t h e  c o u n t r y ' s  
o b l i g a t i o n s - - i n  a b s o l u t e  terms and as a p e r c e n t a g e  of q u o t a - - t h a t  would 
f a l l  due  t o  t h e  Fund i n  t h e  coming 1 2  months and  i: b r i e i  d e s c r i p t i o n  of 
t h e  c o u n t r y ' s  economic s i t u a t i o n  i n c l u d i n g ,  a t  t h e  l e a s t ,  a b a l a n c e  of 
payments  f o r e c a s t .  Such i n f o r m a t i o n  would e n a b l e  t h e  E x e c u t i v e  D i r e c t o r s  
t o  assess t h e  s t r u c t u r a l  a s p e c t s  of a member 's  p o s i t i o n  which m i g h t  
j u s t i f y  a n  a c c e l e r a t i o n  of t h e  a p p l i c a t i o n  of t h e  p r o c e d u r e s  f o r  d e a l i n g  
w i t  ti a r r e a r s .  

Accord ing  t o  h i s  rough c a l c u l a t i o n s ,  e x p e r i e n c e  showed t h a t  i n  t h e  
f i v e  months f o l l o w i n g  t h e  a p p e a r a n c e  of arrears  by a member t h e  accumula- 
t i o n  of a r r e a r s  c o u l d  r ange  from 12-48 p e r c e n t  of q u o t a ,  Mr. de  F o r g e s  
remarked. The s h o r t e n i n g  of t h e  t i m e t a b l e  for  E x e c u t i v e  Board c o n s i d e r a -  
t i o n  of a member 's  a r rears  s h o u l d  be l i n k e d  t o  t h e  p o t e n t i a l  i n c r e a s e  i n  
t h o s e  a r r ea r s  a s  a p r o p o r t i o n  of q u o t a .  F o r  example, t h e  t i m e t a b l e  c o u l d  
he  a c c e l e r a t e d  i f  i t  was e s t i m a t e d  t h a t  i n  t h e  f i v e  months f o l l o w i n g  t h e  
appearance of arrears  a member would accumula te  a r r e a r s  exceeding 
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2 0  pe rcenc  of q u o t a ;  a t  that  ra te ,  t h e  member would a c c u m u l a t e  arrears of 
50  p e r c e n t  of q u o t a  f o r  t h e  whole  y e a r  assuming t h a t  t h e  member had used  
Fund r e s o u r c e s  e q u i l - a l e n t  t o  a p p r o x i m a t e l y  200 p e r c e n t  of q u o t a .  In such  
cases t h e  E x e c u t i v e  B o a r d ' s  s u b s t a n t i v e  c o n s i d e r a t i o n  of t h e  Managing 
D i r e c t o r ' s  r e p o r t  and c o m p l a i n t  c o n c e r n i n g  t h e  a r rears  s h o u l d  t a k e  p l a c e  
w i t h i n  t h r e e  months of t h e  n o t i f i c a t i o n  t o  t h e  E x e c u t i v e  Board t h a t  t h e  
member was i n  a r r e a r s  t o  t h e  Fund. Such a t r i g g e r  mechanism would e n s u r e  
e q u a l  treatment among members and would p r o v i d e  a n  o b j e c t i v e  b a s i s  o n  
which t o  a c c e l e r a t e  t h e  p r e s e n t  t i m e t a b l e  f o r  h a n d l i n g  i n d i v i d u a l  cases 
of arrears. 

Mr. S c h n e i d e r  s a i d  t h a t  t h e  r a p i d  i n c r e a s e  i n  t h e  amount of ove rdue  
f i n a n c i a l  o b l i g a t i o n s  i n  g e n e r a l ,  and t h e  amount of o b l i g a t i o n s  t h a t  had 
been  ove rdue  f o r  ex tended  p e r i o d s  i n  p a r t i c u l a r ,  was a c a u s e  f o r  g r e a t  
c o n c e r n .  I n  a d d i t i o n ,  t h e r e  was a r i s i n g  t r e n d  i n  t h e  number of c o u n t r i e s  
w i t h  arrears.  Those developments  s u g g e s t e d  t h a t  t h e  Fund s h o u l d  approach  
t h e  problem of arrears  i n  a medium-term p e r s p e c t i v e .  I t  was i n  t h e  
i n t e r e s t  of a l l  members t o  t a k e  d e c i s i v e  a c t i o n  t o  p r e v e n t  t h e  emergence 
of a r r e a r s  t o  t h e  Fund and t o  adop t  c o r r e c t i v e  measu res  a s  soon as a r rears  
o c c u r r e d .  E x p e r i e n c e  showed t h a t  members w i t h  a r rears  t o  t h e  Fund were 
u s u a l l y  c a u g h t  i n  a v i c i o u s  c i r c l e  t h a t  d e p r i v e d  them of i u r t h e r  access 
t o  Fund r e s o u r c e s  and of t h e  f i n a n c i a l  s u p p o r t  of o t h e r  c r e d i t o r s ,  t h e r e b y  
making i t  a l l  t h e  more d i f f i c u l t  f o r  t h e  c o u n t r i e s  t o  implement c o r r e c t i v e  
a d j u s t m e n t  measu res  and repay  t h e  Fund. Overdue o b l i g a t i o n s  had a nega- 
t i v e  e f f e c t  on t h e  Fund ' s  r e s e r v e s  and on  i t s  f i n a n c i a l  i n t e g r i t y ,  a s  
a r rears  were a l e g i t i m a t e  cause f o r  c o n c e r n  by t h e  Fund ' s  c r e d i t o r s ,  whose 
c l a i m s  on t h e  Fund were a p a r t  of t h e i r  o f f i c i a l  r e s e r v e s .  Fu r the rmore ,  
ove rdue  o b l i g a t i o n s  c o u l d  make some members r e l u c t a n t  t o  c o n t r i b u t e  
f u r t h e r  t o  t h e  Fund ' s  l i q u i d i t y  e i t h e r  d u r i n g  t h e  n e x t  q u o t a  r e v i e w  o r  
t h r o u g h  new l e n d i n g  t o  t h e  Fund. 

- 

T h e . a c t i o n s  t h a t  t h e  Fund had t a k e n  t h u s  f a r  t o  d e a l  w i t h  t h e  problem 
of arrears were by and l a r g e  a d e q u a t e ,  Mr. S c h n e i d e r  c o n t i n u e d .  Eve ry  
e f f o r t  s h o u l d  be made t o  p r e v e n t  t h e  emergence of ove rdue  o b l i g a t i o n s ;  
however ,  when arrears  o c c u r r e d ,  a c o n s t r u c t i v e  d i a l o g  s h o u l d  b e  m a i n t a i n e d  
w i t h  t h e  member concerned  i n  o r d e r  t o  e n c o u r a g e  t h e  a u t h o r i t i e s  t o  d e v i s e  
a d j u s t m e n t  p o l i c i e s  t h a t  would p e r m i t  a r e t u r n  t o  normal  c o n d i t i o n s .  In 
a d d i t i o n ,  a d e q u a t e  p r u d e n t i a l  measures  s h o u l d  be i n t r o d u c e d  t o  p r o t e c t  
the Fund's  f i n a n c i a l  i n t e g r i t y .  

However, t h e  p e r s i s t e n c e  of t h e  problem of ove rdue  f i n a n c i a l  o b l i g a -  
t i o n s  and t h e  r a p i d  a c c u m u l a t i o n  of arrears  by s e v e r a l  c o u n t r i e s  f o r c e d  
t h e  E x e c u t i v e  Board t o  c o n s i d e r  means of  f u r t h e r  r e i n f o r c i n g  e x i s t i n g  
p o l i c i e s  and p r o c e d u r e s  f o r  d e a l i n g  w i t h  a r rears ,  Mr. S c h n e i d c r  c o n s i d e r e d .  
'I'he s t a f f ' s  emphas i s  on  t h e  need f o r  p r e v e n t i v e  a c t i o n  was a n p r o p r i a t e ,  
and he  s u p p o r t e d  t h e  s t e p s  t h a t  were p lanned  o r  had a l r e a d y  been  t a k e n  t o  
t a i l o r  t h e  d e s i g n  of Fund-suppor ted  programs and t h e  phas ing  of members' 
purchases t o  t h e i r  f u t u r e  o b l i g a t i o n s  t o  t h e  Fund. 
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E x p e r i e n c e  w i t h  o v e r d u e  u b l i g a t i o n s  provided a f a i r l y  re L ; a b l e  p ~ o -  
f i l e  of t h e  c o u n t r i e s  i n  which  arrears  t o  t h e  Fund were most  l i k e l y  t o  
em-rge,  Mr. S c h n e i d e r  cont2  nued Members i n c u r r i n g  arrears  t o  t h e  Fund 
had t y p i c a l l y  s u f f e r e d  f r Jm b a l a n c e  of payments  problems f o r  a l o n g  time 
a n d ,  t h r o u g h  t h e i r  p ro longed  use o f  Fund r e s o u r c e s ,  had  b a i l t  up  rela- 
t i v e l y  h i g h  l e v e l s  of i n d e b t e d n e s s  t o  t h e  Fund. S i n c e  t h e  access of t h o s e  
c o u n t r i e s  t o  p r i v a t e  marke t  bo r rowing  w3s u s u a l l y  l i m i t e d  o r  n o n e x i s t e n t ,  
t h e i r  access t o  Fund r e s o u r c e s  c o n s t i t u t e d  a s i g n i f i c a n t  p a r t  of the 
f i n a n c i n g  a v a i l a b l e  t o  c o v e r  t h e i r  e x t e r n a l  d e f i c i t .  The combina t  i o n  of  
l a r g e  i n d e b t e d n e s s  t o  the Fund and g r e a t  dependency  o n  Fund r e s o u r c e s  
c o u l d  qui .ckly produce  arrears t o  t h e  Fund when a n  ongoing  Fund-suppor ted  
program was i n t e r r u p t e d  owing t o  t h e  c o u n t r y ' s  nonobse rvance  of t h e  
program's  pe r fo rmance  c r i t e r i a .  T h a t  l e s s o n  from e x p e r i e n c e  s h o u l d  h e l p  
t h e  Fund t o  d e t e c t  p o t e n t i a l  p roblems a t  a n  e a r l y  s t a g e ;  as  soon  as a 
Fund-supported progranl went o f f  t r a c k ,  t h e  Fund s h o u l d  c o n t a c t  t h e  a u t h o r -  
i t i e s  conce rned  i n  o r d e r  t o  assess t h e  c o u n t r y ' s  f i n a n c i a l  s i t u a t i o n  i n  
t h e  l i g h t  of t h e  member 's  p r o s p e c t i v e  o b l i g a t i o n s  t o  t h e  Fund. 

He b a s i c a l l y  a g r e e d  w i t h  t h e  i n t e n t i o n  beh ind  t h e  s t a f f ' s  p r o p o s a l s  
aimed a t  i n c r e a s i n g  t h e  e f f i c - m c y  of t h e  c o r r e c t i v e  a c t i o n s  t o  be  t a k e n  
once  o b l i g a t i o n s  t o  t h e  Fund had become o v e r d u e ;  t h o s e  a c t i o n s  were 
d e s i g n e d  r o  e n s u r e  t h e  E x e c u t i v e  B o a r d ' s  t i m e l y  and c l o s e  invo lvemen t  i n  
t h e  r e l e v a n t  cases, M r .  S c h n e i d e r  s a i d .  He s h a r e d  t h e  s t a f f ' s  c o n c e r n  
t h a t  some members seemed t o  l o o k  upon t h e  i n t e r v a l  between E x e c u t i v e  

However, t h e  E x e c u t i v e  Board s h o u l d  b e a r  i n  mind t h a t  b e f o r e  i t  examined 
and rev iewed cases of a r rears ,  t h e  s t a f f  and t h e  member conce rned  s h o u l d  
have  s u f f i c i e n t  time t o  examine and assess t h o r o u g h l y  a c o u n t r y ' s  s i t u a -  
t i o n  and i f  p o s s i b l e  t o  make some p r o g r e s s  i n  f o r m u l a t i n g  and implement ing  
c o r r e c x i v e  measures .  Hence,  he  d i d  n o t  n e c e s s a r i l y  f a v o r  a f u r t h e r  
t i g h t e n i n g  of t h e  p r e s e c t  t i m e t a b l e  f o r  r e p o r t i n g  t o  and a c t i o n  by t h e  
Exec:utive Board.  
a s s e s s  t h e  s e r i o u s n e s s  of e a c h  case and t o  c o l l e c t  a l l  t h e  r e l e v a n t  
i n f o r m a t i o n  r e q u i r e d  f o r  a tho rough  E x e c u t i v e  Board e x a m i n a t i o n  of t h e  
c a s e .  Of c o u r s e ,  t h e  t i m e t a b l e  s h o u l d  be a p p l i e d  f l e x i b l y ;  t h e  Managing 
D i r e c t o r  s h o u l d  be a b l e  t o  c a l l  f o r  r e l a t i v e l y  e a r l y  E x e c u t i v e  Board 
c o n s i d e r a t i o n  of cases i n  which arrears were a c c u m u l a t i n g  r a p i d l y  o r  t h e  
member was riot i n  a p o s i t i o n  t o  i n t r o d u c e  c o r r e c t i v e  measures .  It  was 
r e a s o n a b l e  t o  m a i n t a i n  t h e  s t a n d a r d  three-month i n t e r v a l  between E x e c u t i v e  
Board d i s c u s s i o n s  o n  a member's  a r r e a r s  a f t e r  t h e  s u b s t a n t i v e  c o n s i d e r a -  
t i o n  of t h e  Managing D i r e c t o r ' s  r e p o r t  and c o m p l a i n t  c o n c e r n i n g  t h e  
a r r e a r s .  

Board r e v i e w s  of  c a s e s  of ove rdue  o b l i g a t i o n s  as a k i n d  of g r a c e  p e r i o d .  __ 

The p r e s e n t  t i m e t a b l e  e n a b l e d  management and  s t a f f  t o  

The issue of t h e  f u r t h e r  s t e p s  t h a t  s h o u l d  be t a k e n  i n  h a n d l i n g  
members t h a t  had been d e c l a r e d  i n e l i g i b l e  t o  u s e  t h e  Fund ' s  r e s o u r c e s  was 
a d e l i c a t e  o n e ,  Mr. S c h n e i d e r  commented. Such members t y p i c a l l y  had 
g r e a t  d i f f i c u l t y  i n  a d o p t i n g  c o r r e c t i v e  m e a s u r e s ,  and i t  would t h e r e f o r e  
n o t  seem useful t o  re-examine t h e i r  cases a s  f r e q u e n t l y  as once  e v e r y  
t h r e e  months.  I t  would be  more r e a l i s t i c  t o  r e v i e w  s u c h  cases on  an  ad 
h o c  basis, whenever  t h e r e  w a s  e v i d e n c e  of a change i n  a member's  a t t i t u d e  
toward  t h e  Fund a n d ,  i n  a n y  e v e n t ,  on t h e  o c c a s i o n  of t h e  member's a n n u a l  
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A r t i c l e  I V  c o n s u l t a t i o n .  Dur ing  t h a t  c o n s u l t a t i o n ,  t h e  E x e c u t i v e  Board 
c o u l d  c o n s i d e r  w h e t h e r  f u r t h e r  s t e p s  t o  d e a l  w i t h  t h e  c o u n t r y ' s  a r r e a r s  
might be a p p r o p r i a t e .  For  t h e  p r e s e n t ,  t h e  s t a f f  s h o u l d  g i v e  some i .ndi-  
c a t i o n  of t h e  f u r t h e r  s t e p s - - f i n a n c i a l  and n o n f i n a n c i a l - - t h a t  t h e  s t a f f  
had i n  mind f o r  t h e  p e r i o d  a f t e r  a d e c l a r a t i o n  of i n e l i g i b i l i t y .  I t  
seemed i n a p p r o p r l a t e  i n  t h e  p r e s e n t  c i r c u m s t a n c e s  m e r e l y  t o  a p p l y  t h e  
p r o v i s i o n s  of A r t i c l e  X X V I ,  S e c t i o n  2 ,  w h i c h  d e a l t  wi th  compulsory  w i t h -  
d rawa l  by a member. 

The f i n a n c i a l  p o l i c i e s  t h a t  t h e  Fund c o u l d  adop t  t o  d e a l  w i t h  t h e  
consequences  of overdue  o b l i g a t i o n s  were t o  be di s c u s s e d  i n  d e t a i l  d u r i n g  
t h e  E x e c u t i v e  B o a r d ' s  c o n s i d e r a t i o n  of s p e c i a l  c h a r g e s  and t h e  Fund ' s  
income p o s i t i o n  i n  t h e  n e a r  f u t u r e ,  Mr. S c h n e i d e r  n o t e d .  He a t t a c h e d  
i m p o r t a n c e  t o  t h e  ongoing e x a m l n a t i o n  of p o s s i b l e  l o a n - l o s s  p r o v i s i o n s  
f o r  use i n  c a s e s  i n  w h i c h  members had f a i l e d  t o  comple t e  r e p u r c h a s e s  on 
t ime. A t  f i r s t  g l a n c e ,  i t  seme.l t_!-tat such p r o v i s i o n s  need mere ly  con- 
form w i t h  t h e  normal  r e l e v a n t  commerc ia l  bank ing  p r a c t i c e .  However, 
t h e r e  migh t  be a dange r  t h a t  such p r o v i s i o n s  c o u l d  be misunde r s tood  by 
some members, a s  the u s e  of t h e  p r o v i s i o n s  would appear t o  place t h e  Fund 
i n  a p o s i t i o n  t o  be a b l e  t o  w r i t e  o f f  i t s  claims on those  c o u n t r i e s ,  a 
s t e p  t h a t  would weaken t h e  members' w i l l i n g n e s s  t o  n o r m a l i z e  t h e i r  f i n a n -  
cial r e l a t i o n s  w i t h  t h e  Fund. The complex i s s u e  of l o a n - l o s s  p r o v i s i o n s  
r e q u i r e d  c a r e f u l  e x a m i n a t i o n ;  i t s  i m p l i c a t i o n s  went beyond t h e  scope  
mere ly  o f  bookkeeping pract ices .  

He hoped t h a t  t h e  few c a s e s  i n  which a s o l u t i o n  t o  a member's  overdue  
o b l i g a t i o n s  and t h e  a d o p t i o n  of adequate a d j u s t m e n t  p o l i c i e s  seemed 
i m m i n e n t  cou ld  b e  d e a l t  w i t h  s u c c e s s f u l l y ,  Mr. S c h n e i d e r  conc luded .  T h a t  
outcome would p rov ide  good examples  f o r  o t h e r  members and cou ld  i n c r e a s e  
t h e  w i l l i n g n e s s  of o f f i c i a l  donor s  t o  s u p p o r t  members t h a t  had a r e a s o n a b l e  
chance .  of r e v e r s i n g  t h e i r  p r e s e n t  a d v e r s e  s i t u a t i o n  i n  a d u r a b l e  f a s h i o n .  

M r .  Foot commented t h a t  t h e  p r e s e n t  d i s c u s s i o n  was a s u i t a b l e  p r e l u d e  
t o  t h e  coming examina t ion  o f  v a r i o u s  a s p e c t s  of t h e  Fund ' s  f i n a n c i a l .  
p o s i t i o n  and t h e  terms of i t s  r e l a t i o n s  w i t h  bor rowers  and l e n d e r s .  The 
s i t u a t i o n  wi th  respec t  t o  ove rdue  o b l i g a t i o n s  w a s  s e r i o u s :  i t  posed 
d a n g e r s  f o r  t h e  f i n a n c i a l  p o s i t i o n  of t h e  Fund,  t h e  i n s t i t u t i o n ' s  funda-  
menta l  r o l e  a s  a n  agen t  of a d j u s t m e n t ,  and t h e  members wi th  t h e  a r rears .  

T h e  p i c t u r e  of t h e  a r r e a r s  s i t u a t i o n  p a i n t e d  by t h e  s t a f f  cou ld  be  
c l e a r e r  i f  t h e  pape r  had i n c l u d e d  a t a b l e  t h a t  d i s t i n g u i s h e d  between t h e  
c a t e g o r i e s  of overdue  ob l iga t ions - -namely ,  o v e r d u e  c h a r g e s  a n d  de l ayed  
repurc .hases- - for  r e c e n t  and coming f i s c a l  y e a r s ,  M r .  Foot  s a i d .  T h a t  
i n f o r m a t i o n  would h e l p  E x e c u t i v e  D i r e c t o r s  i n  t h e i r  a s s e s s m e n t  of t h e  
F u n d ' s  income p o s i t i o n .  

The s e r i o u s n e s s  of t h e  a r rears  problem r a i s e d  a number of q u e s t i o n s ,  
Mr. Foot  commented. Fo r  example ,  was t h e  Fund making a s u f f i c i e n t  e f f o r t  
w i t h  i n d i v i d u a l  d e b t o r s  to c o n t a i n  arrears?  T h e  answer seemed t o  be i n  
t h e  a f f i r m a t i v e .  He endor sed  t h e  F u n d ' s  e f f o r t s  t o  k e e p  open a3.1 I . i .nes  
of  cmnmunicat ion w i t h  such  c o u n t r i e s  and t o  a s s i s t  t h e m  i n  implement ing  
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needed  a d j u s t m e n t  measu res  and  i n  p r e s e n t i n g  t h o s e  p o l i c i e s  t o  d o n o r s  a n d  
c r e d i t o r s .  A n o t h e r  q u e s t i o n  was w h e t h e r  t h e  E x e c u t i v e  B o a r d ' s  p r o c e d u r e s  
were s u f f i c i e n t l y  s u p p o r t i v e  of t h e  e f f o r t  t o  c o n t a i n  a r r ea r s .  The  answer  
t o  t h a t  q u e s t i o n  was c lear ly  i n  t h e  n e g a t i v e ,  a l t h o u g h  h e  r e c o g n i z e d  t h a t  
no mechan ica l  t i g h t e n i n g  of t h e  p r o c e d u r e s  wolild be h e l p f u l ,  g iven  t h e  
d i v e r s i t y  of  t h e  cases t o  which  t h e  p r o c e d u r e s  were a p p l i e d .  N e v e r t h e l e s s ,  
t h e r e  s h o u l d  be a g e n e r a l  p re sumpt ion  t h a t  s u b s t a n t i v e  E x e c u t i v e  Board 
c o n s i d e r a t i o n  of any case of a r r e a r s  s h o u l d  be w i t h i n  three m o n t h s - - r a t h e r  
t h a n  f i . v e  months--of t h e  n o t i f i c a t i o n  of t h o s e  a r rears  t o  t h e  Board.  A 
p e r i o d  e x c e e d i n g  t h r e e  months  would be a p p r o p r i a t e  o n l y  i f  t h e r e  were 
s u f f i c i e n t  e v i d e n c e  t h a t  t h e  member was making p r o g r e s s  i n  becoming 
c u r r e n t  i n  t h e  Fund.  However, t h e  more time t h e  Fund gcve a member t o  
a c t ,  t h e  mre t h e  Fund s h o u l d  expect t h e  member t o  do .  I n  a d d i . t i o n ,  t h e  
E x e c u t i v e  Board s h o u l d  s h o r t e n  t h e  p e r i o d  of i t s  r e v i e w s  f o l l o w i n g  i t s  
s u b s t a n t i v e  c o n s i d e r a t i o n  of t h e  Managing L i r e c t o r ' s  c o m p l a i n t  c o n c e r n i n g  
ove rdue  o b l i g a t i o n s ;  t h e  o u t s i d e  l i m i t  s hou ld  be t h ree  months.  

The s t a f f  3hould  c i r c u l a t e  i t s  upda , ted  summary of ove rdue  o b l i g a t i o n s  
every two o r  t h r e e  months t o  improve t h e  f low o f  i n f o r m a t i o n  t o  t h e  
Board ,  Mr. Foot  v e n t  o n ,  a l t h o u g h  a d i - s c u s s i o n  of t h e  s i t u a t i o n  need b e  
h e l d  no more  f r e q u e n t l y  t h a n  a t  p resen t - - eve ry  s i x  months.  

T h e r e  was a n e e d  f o r  a r e v i e w  procedure--over  and  above  A r t i c l e  I V  
c o n s u l t a t i o n s - - a p p l i c a b l e  once  a member had become i n e l i g j - b l e  t o  use t h e  
F u n d ' s  r e s o u r c e s ,  blr. Foot  s a i d .  A p e r i o d i c  r e v i e w  eve ry  few months of 
t h e  cases of a l l  i n e l i g i b l e  members- -preferab ly  t a k e n  t o g e t h e r  a t  a 
s i n g l e  E x e c u t i v e  Board meet ing--could be h e l p f u l .  The E x e c u t i v e  Board 
s h o u l d  d i s c u s s  o n l y  t h o s e  cases i n  which some p r o g r e s s  i n  h a n d l i n g  t h e  
a r r e a r s  problem had been made. 

T h e  mos t  d i f f i c u l t  q u e s t i o n  was whethe r  t h e  F u n d ' s  s a n c t i o n s  on  
members wi th  a r r e a r s  were s u f f i c i e n t ,  Mr. Foot  remarked .  The E x e c u t i v e  
Board was s c h e d u l e d  t o  d i s c u s s  i n  t h e  coining days  t h e  p o s s i b i l i t y  of 
imposi.ng a s p e c i a l  cha rge  on members wi th  a r r e a r s .  He f a v o r e d  a sys t em 
of s p e c i a l  c h a r g e s  c h a t  would b r o a d l y  r e c o u p  t h e  d i r e c t  c o s t s  t o  t h e  Fund 
of ar rears  a n d  which wou ld  p r o v i d e  f o r  p e n a l  c h a r g e s  i f  such  were found 
t o  be a p p r o p r i a t e  a t  some f u t u r e  time. P e n a l  c h a r g e s  would be e s p e c i a l l y  
u s e f u l  in d i s c o u r a g i n g  members t h a t  were c a p a b l e  of r e p a y i n g  t h e  Fund 
from a c c u m u l a t i n g  arrears  as  a means o f  o b t a i n i n g  t empora ry  c h e a p  c r e d i t .  
In d i f f i c u l t  c a s e s  of a r r e a r s ,  i n  which a d e c l a r a t i o n  of i n e l i g i b i l i t y  t o  
use r h e  F u n d ' s  r e s o u r c e s  was l i k e l y ,  s p e c i a l  charge .  of any s o r t  were 
r a r e l y  l i k e l y  t o  make a n y  d i f f e r e n c e .  S p e c i a l  c h a r g e s  were n o t  s u f f i c i e n t  
by t h e m s e l v e s  t o  s o l v e  t h e  problem of a r rears .  

One o p t i o n  was t o  impose a d d i t i o n a l .  f i n a n c i a l  p e n a l t i e s  on members 
t h a t  had become i n e l i g i b l e  t o  use  t h e  F u n d ' s  r e s o u r c e s  o r  t o  r e g a r d  a 
d e c l a r a t i o n  of i n e l i g i b i l i t y  as a s t e p  toward r e q u i r i n g  a d e f a u l t i n g  
m ~ m b e r  t o  wi thdraw from t h e  Fund,  Mr. Foot  c o n t i n u e d .  A t  the p r e s e n t  
s t a g e ,  however ,  t h o s e  measures  were u n l i k e l y  t o  prove  t o  he  p r o d u c t i v e .  



- 23 - 

Another  p o s s i b i l i t y  w a s  t o  s e e k  t o  i n c r e a s e  t h e  Fund ' s  l e v e r a g e  on 
members w i t h  a r rears  t h r o u g h  means o t h e r  t h a n  p e n a l t y  c h a r g e s ,  Mr * F o o t  
c o n t i n u e d .  The d e c l a r a t i o n  of a member's  i n e l i g i b i l i t y  t o  u s e  t h e  Furid's 
r e s o u r c e s  would s e n d  a s i g n a l  t h a t  would l i k e l y  damage t h e  c o u n t r y ' s  
r e p u t a t i o n ;  a c c o r d i n g l y ,  a menber would have  some r e a s o n  t o  p a u s e  b e f o r e  
t a k i n g  a c o u r s e  t h a t  was l i k e l y  t o  l e a d  t o  a d e c l a r a t i o n  of i t s  i n e l i g i -  
b i l i t y  t o  u s e  t h e  Fund's  resources. P o t e n t i a l  access t o  T r u s t  Fund 
r e f l o w s  c o u l d  p r o v i d e  a more o b v i o u s  l e v e r  € o r  t h e  Fund ' s  u s e .  Fo r  t h e  
time b e i n g ,  t h e  Fund had n o t  y e t  found a n  a d e q u a t e  s e t  of meas l i r r s  t o  
d i s c o u r a g e  memb3rs Erom f a l l i n g  i n t o  arrears.  

Recent  e x p e r i e n c e  c l e a r l y  showed t h a t  i t  was no ea s i e r  t o  f o r e c a s t  
t h e  l e v e l  of t h e  Fund ' s  arrears  t h a n ,  s ay ,  t h e  level of t h e  U.S. d o l l a r ,  
Mr. Foot  cornmenred. The b a s i c  t r e n d  i n  a r rears  c o u l d  p e r h a p s  be f o r e s e e n ,  
bu t  t h e  p r e c i s e  e x t e n t  and t imi .ng of any  changes  i n  t h e  t r e n d  c o u l d  o n l y  
be guessed  a t .  In the c i r c u m s t a n c e s ,  It was i m p o r t a n t  f o r  t h e  Fund t o  be 
p r u d e n t  i n  f o r e c a s t i n g  f u t u r e  arrears .  Fur the rmore ,  t h e  E x e c u t i v e  Board 
s h o u l d  c o n s i d e r  the d i f f i c u l t  s u b j e c t  of t h e  f i n a n c i a 1  i m p l i c a t i o n s  f o r  
t h e  Fund of a r rears  o n  r e p u r c h a s e s  a s  well as  t h e  p a r t i c u l a r  k i n d s  of 
a r rears  w i t h  which t h e  Fund had  a l r e a d y  come t o  g r i p s  i n  a n  a c c o u n t i n g  
sense by d e c i d i n g  t h a t  t h o s e  a r rears  s h o u l d  no t  be t r e a t e d  a s  d e f e r r e d  
income. I n  t h a t  c o n t e x t ,  t h e  more p r o g r e s s  t h a t  c o u l d  be made a t  a n  
e a r l y  s t a g e ,  t h e  b e t t e r .  

Mr. Mass6 s a i d  t h a t  t h e  s t a f f  p a p e r  c l e a r l y  showed t h a t  t h e  problem 
D f  overdue  o b l i g a t i o n s  t o  t h e  Fund was s e r i o u s  and growing.  The volume of 
arrears  had n e a r l y  doubled  s i n c e  March 1985 ,  and t h e  a c c e l e r a t i n g  g rowth  
i n  arrears  was an e v e n  g r e a t e r  c a u s e  f o r  c o n c e r n ;  ove rdue  payments as a 
p e r c e n t a g e  of a l l  payments  had i n c r e a s e d  between J a n u a r y  1983 and September  
1985 from 5.7 p e r c e n t  t o  1 4 . 3  percent  i n  amount and from 17 .9  p e r c e n t  t o  
30.9 p e r c e n t  i n  number. It was i m p o r t a n t  t o  remember, however ,  t h a t  
Sudan and  Zambia accour l ted  f o r  some 55 p e r c e n t  of t o t a l  a r r ea r s ,  t h a t  t h e  
Fund had  r e c e i v e d  i n d i c a t i o n s  f rom t h o s e  c o u n t r i e s  t h a t  t h e y  were p r e p a r e d  
t o  i n t r o d u c e  s t r o n g  and comprehens ive  measures  t o  d e a l  w i t h  t h e i r  s e r i o u s  
economic p rob lems ,  and  t h a t  a n  a d e q u a t e  r e s p o n s e  3 y  donors  c o u l d  a t  l e a s t  
g i v e  t h o s e  two c o u n t r i e s  a chance  t o  meet t h e i r  l a r g e  o b l i g a t i o n s  t o  t h e  
Fund. 

The pu rpose  of t h e  p r e s e n t  d i s c u s s i o n  was t o  f i n d  b e t t e r  ways of 
c o n v i n c i n g  members w i t h  a r r e a r s  t h a t  mee t ing  t h e i r  o b l i g a t i o n s  t o  t h e  
Fund was i n  t h e i r  own b e s t  i n t e r e s t  a s  w e l l  a s  t h a t  of t h e  Fund, Mr. MassG 
c o n t i n u e d .  To t h a t  e n d ,  t h e  E x e c u t i v e  Board had a d o p t e d  a number of 
i m p o r t a n t  d e c i s i o n s ,  and  t h e  s t a f f  had made changes  i n  some p r o c e d u r e s  
o v e r  t h e  p r e v i o u s  year .  

On page 11 t h e  s t a f f  had concluded t h a t  " t h e  present t o t a l  of ove rdue  
o b l i g a t i o n s  2s n o t  of a s i z e  t h a t  i s  c o n s i d e r e d  t o  have  a d i r e c t ,  mater ia l  
iflipact on t h e  Fund ' s  l i q u i d i t y  p o s i t i o n , "  Nr. Mass6 n o t e d .  
drrears totaled SDR 4 2 6  m i l l i o u  on September  3 0 ,  1985,  t h e  s t a f f  had 
judged t h a t  f o r  t h e  time b e i n g ,  t h e  Fund was not  s e r i o u s l y  t h r e a t e n e d  by 
t h e  a r r e a r s .  H o w e v e r ,  the s t a f f  had a l s o  s a i d  that  a d d i t i o n a l  a r r e a r s ,  

Even though 
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01- a weaker l i q u i d i t y  p o s i t i o n ,  might  w e l l  c rea te  damaging p e r T e p t l u n s  
a b o u t  t h e  Fund ' s  e f f e c t i v e n e s s  and  i n t e g r i t y .  H e  a g r e e d  with b o t h  t h o s e  
statements:  t h e  a r r e a r s  problem had n o t  reac5ed t h e  c r i s i s  s t a g e  and 
c o u l d  be managed as long a s  r e s o u r c e s  were p rov ided  by d o n o r s ;  however ,  
any  f u r t h e r  a r r e a r s  c o u l d  damage t h e  Fund ' s  l i q u i d i t y  p o s i t i o n  and t a r n i s h  
i .rs  image. Any s t e p s  t h a t  t h e  E x e c u t i v e  Board c o u l d  t a k e  t o  i m p r e s s  
f u r t h e r  upon members t h e  s e r i o u s n e s s  of arrears  t o  t h e  Fund would cerra . inly 
be  j u s t i f i e d .  

The E x e c u t i v e  Board had an i m p o r t a n t  r o l e  t o  p l a y  i n  u n d e r s c o r i n g  
t h e  s e r i o u s n e s s  of a r r e a r s  t o  t h e  Fund, Mr. Mass6 c o n s i d e r e d .  T h e  proce-  
d u r e s  f o r  d e a l i n g  w i t h  a-rears had o c c a s i o n a l l y  produced  t h e  d e s i r e d  
r e s u l t s ,  bu t  a good case c o u l d  b e  made f o r  f u r t h e r  t i g h t e n i n g  t h e  uroce- 
d u r e s .  T h e  c l o s e  r e l a r l o n s h i p  between payments r e c e i v e d  by the Fund and 
t h e  t i m i n g  of reviews of members' ar rears  s u g g e s t e d  t h a t  a more a c t i v e  
E x e c u t i v e  Board r o l e  mighr  e n c o u r a g e  a more r a p i d  e l i m i n a t i o n  of arrears .  
T h e r e f o r e ,  a s  a g e n e r a l  r u l e ,  the p e r i o d  between t h e  emergence of a 
member's  a r r e a r s  and t h e  E x e c u t i v e  B o a r d ' s  i n i t i a l  d i s c u s s i o n  of t h e  
Managing D i r e c t o r ' s  r e p o r t  and  c o m p l a i n t  c o n c e r n i n g  t h e s e  arrears  s h o u l d  
be r educed ;  a p e r i o d  of three months migh t  be  a p p r o p r i a t e .  Tha t  s t e p  
need n o t  r e d u c e  t h e  E x e c u t i v e  B o a r d ' s  f L e x i b i l i t y  i n  d e a l i n g  w i t h  i n d i -  
v i d u a l  cases of a r rears ,  s ince  t h e  Board c o u l d  a l w a y s  g i v e  due c o n s i d e r a -  
t i o n  t o  a member's s p e c i a l  c i r c u m s t a n c e s  i n  d e t e r m i n i n g  t h e  p e r i o d  between 
t h e  i n i t l a l  emergence of t h e  c o u n t r y ' s  arrears  and t h e  E x e c u t i v e  Board ' s  
f i r s t  d i s c u s s i o n  of t h e  Managing D i r e c t o r ' s  r e p o r t  and c o m p l a i n t .  - 

S h o r t e n i n g  t h e  p e r i o d  between t he  E x e c u t i v e  B o a r d ' s  i n i t i a l  c o n s i d e r a -  
t i o n  o f  a c o m p l a i n t  and s u b s e q u e n t  r e v i e w s  of t h e  member 's  arrears  would 
n o t  n e c e s s a r i l y  b e  p r o d u c t i v e ,  Mr. Mass6 s a i d .  A s h o r t e r  p e r i o d  migh t  be  

. a c c e p t a b l e  i 2  s p e c i a l  cases i n  which management f e l t  t h a t  s i g n i f i c a n t  
p r o g r e s s  toward e l i m i n a t i n g  t h e  arrears  was n o t  b e i n g  made, b u t  t h e  
E x e c u t i v e  Board must: c o n t i n u e  t o  be--and must  be  seen t o  be--evenhanded 
i n  i t s  t r e a t m e n t  of members. 

H e  doubted  w h e t h e r  more f r e q u e n t  r e v i e w s  t h a n  a t  p r e s e n t  of t h e  
a r r ea r s  o f  members t h a t  had been d e c l a r e d  i n e l i g i b l e  t o  u s e  t h e  Fund ' s  
r e s o u r c e s  WCJUld be p r o d u c t i v e ,  Mr. Mas& commented. Ar t i c l e  I V  c o n s u l t a -  
t i o n s  a l o n e  d i d  n o t  p r o v i d e  s u f f i c i e n t  c o n t a c t  w i t h  chose  c o u n t r i e s .  A 
six-month r ev iew p e r i o d  would c o n t i n u e  t o  be a p p r o p r i a t e .  

The s t a f f  had men t ioned  the p o t e n t i a l  r o l e  of  T r u s t  Fund r e f l o w s  i n  
p r e v e n t i n g  a r r e a r s ,  MI: e Hass6 commented. Such r e f l o w s  shou ld '  n o t  be used 
by members t o  r e d u c e  t h e i r  a r r ea r s  t o  t h e  Fund,  as t h a t  u s e  of t h e  r e f l o w s  
would p r o v i d e  m e r e l y  t empora ry  r e l i e f  t o  t h e  d e l i n q u e n t  c o u n t r i e s .  How- 
e v e r ,  Trust Fund r e f l o w s  might  be  u s e f u l  i n  c a t a l y z i n g  o t h e r  r e s o u r c e s  
that  could  be used t o  r e d u c e  a r rears  t o  t h e  Fund. 

Speak ing  on a p e r s o n a l  b a s i s ,  M r .  Mass6 s a i d  t h a t  h e  f e l t  uncomfort-  
d b l e  w i t h  t h e  s t a f f ' s  p r e s e n t a t i o n  of t h e  p rob lem of a r r e a r s .  T h e r e  w a s  
c l e a r l y  a n  even mo,e f u n d a m e n t a l  problem t h a n  t h e  s t a f f  h a d  mentioned-- 
namely ,  t h e  a c t u a l  c a p a c i t y  of a number of members t o  r epay  t h e i r  a r r e a r s  
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on a t i m e l y  b a s i s .  Ile h a r b o r e d  some d o u b t  a b o u t  t h e  u s e f u l n e s s  of d e c l a r -  
i n g  a member w i t h  a r r e a r s  i n e l i g i b l e  t o  u s e  t h e  F u n d ' s  r e s o u r c e s .  The 
p o s s i b i l i t y  o f  making s u c h  a d e c l a r a t i o n  c e r t a i n l y  g a v e  t h e  Fund some 
l e v e r a g e ,  b u t  o n c e  t h e  d e c l a r a L i o n  was made, t h e  l e v e r a g e  seemed t o  be 
l o s t .  A s  a matter of good s t r a t e g y  t h e  Fund u n d e r s t a n d a b l y  wisned t o  u s e  
t h e  p o s s i b i l i t y  f o r  d e c l a r a t l i o n  oE i n e l i g i h i l i t y  a s  a means of e n c o u r a g i n g  
meinbers t o  r e p a y  t h e  Fund. I n  a c t u a l l y  making s u c h  a d e c l a r a t i o n ,  however,  
rhe Fund seemed mere ly  t o  c r e a t e  c o n s i d e r a b l e  d i f E i c u l t i e s  f o r  t h e  members 
concerned  and d i d  n o t  h e l p  t h o s e  c o u n t r i e s  t o  make f u r t h e r  r e p a y m e n t s ,  a t  
l e a s t  i n  t h e  s h o r t  run.  

H e  a l s o  h a r b o r e d  some d o u b t  a b o u t  t h e  p r o p o s a l s  t o  t i g h t e n  t h e  F u n d ' s  
p r o c e d u r e s  f o r  h a n d l i n e  c a s e s  of a r regrs ,  Mr. Mass6 c o n t i n u e d .  Having a 
number of members w i t h  arrears  n a t u r p l l y  l e d  E x e c u t i v e  D i r e c t o r s  t o  wonder 
whether  t h e  F u n d ' s  p o l i c i e s  and  p r o c e d u r e s  r e l a t i n g  t o  a r rears  a n d  t h e  
F u n d ' s  a s s e s s m e n t  of t h e  r i s k s  i n v o l v e d  might  h a v e  been  l ax .  He was r e l u c -  
t a n t  t o  d r a w  t h a t  c o n c l u s i o n .  A f t e r  a l l ,  i n  a s s e s s i n g  r i s k s  a s s o c i a t e d  
w i t h  i t s  l e n d i n g  the Fund was not: i n  the same p o s i t i o n  a s  a commercial  
bank. A more d e t a i l e d  d i s c u s s i o n  o f  t h e  q u e s t i o n  of r i s k  a s s e s s m e n t  
would be h e l p f u l .  In t h e  f u t u r e ,  t h e  Fund s h o u l d  make a more c a r e f u l  
a s s e s s m e n t  of a member 's  a b i l i t y  t o  r e p a y  t h e  Fund. Ilowever, when t h e  
E x e c u t i v e  Hoard c o n s i d e r e d  a member 's  r e q u e s t  t o  u s e  t h e  Fund ' s r e s o c i r c e s ,  
i t  s h o u l d  be remembered t h a t  t h e  member 's  repayment  a b i l i t y  depended on 
r h e  r a p a c i t y  o f  t h e  a u t h o r i t i e s - - w o r k i n g  i n  t h e i r  c u r r e n t  p o l i t i c a ?  
environment--  t o  make t h e  r i g h t  d e c i s i o n s  a b o u t  t h e i r  comprehensi.de ad j u s t -  
ment program management, r a t h e r  t h a n  on t h e  c o u n t r y ' s  r e c o r d  0: repayment  
t o  the Fund. A change i n  government i n  a c o u n t r y  might  well be an i n d i c a -  
t i o n  t h a t  t h e  E x e c u t i v e  Board s h o u l d  g i v e  t h e  c o u n t r y  a n o t h e r  c h a n c e  t o  
make a n  e f f o r t  t o  r e p a y ,  r a t h e r  t h a n  r e f u s e  t o  g i v e  t h e  c o u n t r y  f i i i a n c i a l  
a s s i s t a n c e  b e c a u s e  of i t s  repcyment  r e c o r d .  I n d e e d ,  i n  some c a s e s  t h e  
Fund's o n l y  hope t o  r e c e i v e  repayments  might  be f o r  t h e  i n s t i t u t i o n  t o  
g i v e  t h e  government  concerne4  s u c h  a second c h a n c e .  

Mr a D a l l a r a ' s  comments had u n d e r s c o r e d  t h e  u s e f u l n e s s  o f  c o n s i d e r i n g  
t h e  F u n d ' s  p o l i c i e s  c o n c e r n i n g  a r r e a r s  i n  a longer - te rm p e r s p e c t i v e ,  
N r .  Mass6 remarked.  T h e  Fund a d m i t t e d l y  must  i n c r e a s e  t h e  c o s t  t o  members 
of f a l l i n g  i n t o  a r rears  t o  t h e  F u n d ,  and  p o l i c i e s  r e g a r d i n g  c h a r g e s  o r  
t h e  l e n g t h  of r e v i e w  p e r i o d s  s h o u l d  be d e s i g n e d  t o  a v o i d  g i v i n g  members 
any i n p r e s s i q n  t h a t  a rev iew p e r i o d  was e q u i v a l e n t  t o  a g r a c e  p e r i o d .  
However, i f  a c o u n t r y  was a l r e a d y  i n  a r rears  and  was u n l i k e l y  t o  be a b l e  
t o  e l i m i n a t e  them soon,  t h e  a p p l i c a t i o n  of more s t - r i n g e n t  p o l i c i e s  and 
p r o c e d u r e s  by t h e  Fund p r o b a b l y  would not: be h e l p f u l .  I n  t h o s e  ca ses ,  
t h e  members' v a r i o u s  d o n o r s ,  i n c l u d i n g  the m u l t i l a t e r a l  deve lopment  banks 
s h o u l d  h e l p  t h e  a u t h o r i . t i e s  t o  f o . r m u l a t e  and implement a n  ad jus tmen t .  pro- 
gram; t h a t  e f f o r t  would be a n  a p p r o p r i a t e  t e s t  of t h e  p o l i t i c a l .  w i l l  o f  
t h e  r e c i p i e n t  c 0 u n t r i . e ~  t o  t a k e  s t e p s  t h a t  would e v e n t u a l l y  p lace  them i.n 
a p o s i t i o n  to  e l i m i n a t e  t h e i r  a r r e a r s .  The Fund had t o  walk  a n a r r o w  
l i n e  between p r e s s u r i n g  a c o u n t r y  t o  r e p a y  on t ime and pu.shing che  c o u n t r y  
t o  such  an e x t e n t  t h a t  i t  would i n  f a c t  have no i r i c e n t i v e  t o  in . t r0duc .e  
t h e  p o l i t i c a l l y  d i f f i c u l t  economic a d j u s t m e n t  measures  needed 110 place 
t h e  member i n  a p o s i t i o n  t o  r e p a y  t h e  Fund.  
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M r .  Sengup ta  commented t h a t  P l r .  M a s s 6 ' s  p e r s o n a l  comments were con- 
s i s L r n t  w i t h  t h e  p o s i t i o n  of  t h e  Group of  Twenty-Four.  T h e  i n c r e a s e  i n  
overtl i ie o b l i g a t i o n s  t o  t h e  Fund i n  r e c e n t  months was c l e a r l y  a cause f o r  
s e r i o u s  c o n c e r n  not  o n l y  b e c a u s e  of t h e  imp1 ica t i . ons  f o r  t h e  Fund b u t  a l s o  
because of t h e  e f f e c t s  on c h a r g e s  p a i d  by members t h a t  u s e d  t h e  F u n d ' s  
r e s o u r c e s .  Members s h o u l d  rnake e v e r y  e f f o r t  t o  e l i m i n a t e  t h e i r  a r r e a r s  
t o  t h e  Fund, which had d e c i d e d  t o  e x c l u d e  from a c c r u e d  income payments  of 
c h a r g e s  t h a t  were ove rdue  by s i x  months o r  more.  
examine  what t h e  Board c o u l d  do t o  e l imina te  t h e  o v e r d u e s  problem. 

I t  was n e c e s s a r y  t o  

Overduc o b l i g a t i o n s  t o  t h e  Fund had been  accumula t ed  by a f a i r l y  
l i m i t e d  number--l?--of members t h u s  f a r ,  Mr. S e n g u p t a  n o t e d .  Those 
members had been u n a b l e  t o  s h a k e  o f f  t h e  a d v e r s e  e f f e c t s  o f  t h e  d e e p  and 
p ro longed  r e c e s s i o n  and de h t  p roblems;  t h e y  had n o t  b e n e f i t e d  a d e q u a t e l y  
fron! t h e  economic r e c o v e r y  i n  i n d u s t r i a l  c o u n t r i e s  i n  1984-85. O f  t h e  
SDR 547  m i l l i o n  i n  t o t a l  o v e r d u e  o b l i g a t i o n s ,  SDR 103 mi l l . i on  was 
a c c o u n t e d  f0 . r  b y  Viet Nam and Guinea--which had r e c e n t l y  been  d e c l a r e d  
i n e l i g i b l e  t o  use t h e  Fund ' s  r e sources - - and  t h e  Democra t i c  R e p u b l i c  of 
Kampuchea, which had been i n  a r rears  t o  t h e  Fund s i n c e  1975. I n  a d d i t i o n ,  
Sudan ,  Zambia,  and L i b e r i a  a c c o u n t e d  € o r  SDR 316 m i l l i o n  i n  a r r e a . r s .  
T o g e t h e r ,  t h o s e  s i x  c o u n t r i e s  a c c o u n t e d  f o r  84 p e r c e n t  of t o t a l .  ar rears .  
The amount of ove rdue  o b l i g a t i o n s  of a11 t h e  o t h e r  c o u n t r i e s  conce rned  
were small.. I n  a s s e s s i n g  t h e  g e n e r a l  p roblem of a r r ea r s ,  E x e c u t i v e  
' D i r e c t o r s  s h o u l d  n o t e  t h e  s i g n i f i c a n t  d i f f e r e n t i a t i o n  between t h e  p a r t i c -  
~13;: problem of members w i t h  l a r g e  arrears and t h e  rni.T,dr problem of 
m.embers w i t h  smaller a r r e a r s .  T h e  problem of how t o  d e a l  w i t h  members 
t h a t  had been d e c l a r e d  i n e l i g i b l e  t o  u s e  t h e  Fund's r e s o u r c e s  s h o u l d  be 
d e a l t  with s e p a r a t e l y .  

The s t a f f  r e p o r t  c o u l d  have u s e f u l l y  i n c l u d e d  a d e t a i l e d  a n a l y s i s  of 
t h e  r e a s o n s  why some c o u n t r i e s  had  f a l l e n  i n t o  a r rears ,  why t h e  a r rears  
had p e r s i s t e d  i n  chose  c o u n t r i e s ,  and t h e  a d j u s t m e n t  p o l i c i e s  needed t o  
e n s u r e  t h e  e l i m i n a t i o n  of t h e  arrears  and t h e  a t t a i n m e n t  of a v i a b l e  
e x t e r n a l  payments  p o s i t i o n  over  t h e  l o n g  r u n ,  Fir. Sengup ta  s a i d .  Such a n  
a n a l y s i s  would y i e l d  d i f f e r e n t  c o n c l u s i o n s  f o r  d i f f e r e n t  members. However, 
i t  w a s  i m p o r t a n t  t o  s t ress  t h e  staff's c o n c l u s i o n  on page 5 t h a t  a l m o s t  
w i t h o u t  e x c e p t i o n ,  t h e  c o u n t r i e s  s u b j e c t  t o  c o m p l a i n t s  and a c t i o n  by t h e  
E x e c u t i v e  Board ,  a s  well as some o t h e r s  t h a t  had f a l l e n  i n t o  arrears  
i n t e r m i t t e n t l y ,  had  f a c e d  p r o t r a c t e d  problems o f  economic management t h a t  
had been a s o u r c e  of c o n c e r n  t o  t h e  Fund b e f o r e  t h e  r e c e s s i o n  and wide- 
s p r e a d  d e b t  d i f f i c u l t i e s ;  i n  s e v e r a l  of t h o s e  cases,  payments  problems 
had p e r s i s t e d  d e s p i t e  r e p e a t e d  a d j u s t m e n t  programs and t h e  p r o l o n g e d  u s e  
o f  Fund r e s o u r c e s .  The s t a f f  had conc luded  t h a t  i n  c o u n t r i e s  w i t h  arrears  
economic management had not h e l p e d  to a c h i e v e  a ba lanced  e x t e r n a l  p o s i t i o n  
e v e n  when t h e  members had r e p e a t e d l y  adop ted  ad jus tment :  programs.  T a n z a n i a  
had had a s tand-by  a r r a n g e m e n t  from September  1.5, 1980 t o  J u n e  30, 1982 
f o r  SDK 1 7 9 . 6  m i l l i o n ,  b u t  h a d  a c t u a l l y  used  o n l y  SDR 2.5 m i l l i o n  under  t h e  
a r r a n g e m e n t .  O t h e r  members w i t h  a r r e a r s  had had th ree  o r  more s tand-by  

ex tended  a r r a n g e m e n t s  w i t h  t h e  Fund,  b u t  t h e  amounts  pu rchased  had 
riot a lways  e q u a l e d  t h e  amounts  approved  unde r  t h e  a r r a n g e m e n t s ,  a s  t h e  
programs had n o t  a l w a y s  been f u l l y  implemented .  S u d a n ,  however ,  had made 
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a l l  t h e  p u r c h a s e s  under  i t s  scand-by a r r a n g e m e n t  i n  1983-84 except  t h e  
f i n a l  one, and a prcgram had been  approved  i n  1 9 8 4 ,  s h o r t l y  a f t e r  which  
t h e  c o u n t r y  h a d  f a l l e n  i n t o  a r r e a r s .  A p p a r e n t l y  Sudan had f o l l o w e d  t h e  
F u n d ' s  p o l i c y  p e r s c r i p t i o n  b u t  had s t i l l  b e e n  u n a b l e  t o  a v o i d  f a l l i n g  
i n t o  a r rears .  He d o u b t e d  w h e t h e r  i t  was f a i r  t o  c o n c l u d e  t h a t  c o u n t r i e s  
w i t h  a r r e a r s  had n o t  i n t r o d u c e d  many o f  t he  a d j u s t m e n t  p o l i c i e s  s u g g e s t e d  
by t h e  Fund. He wondered w h e t h e r  i t  had been f e a s i b l e  t o  e x p e c t  a l l  t h e  
s u g g e s t e d  p o l i c i e s  t o  be  implemented w i t h i n  t h e  Frogram p e r i o d  and w h e t h e r  
t h e  d i f f i c u l t y  members had had i n  implement ing  a l l  t h e  p o l i c i e s  as sched-  
u l e d  would n o t  e x p l a i n  t h e  emergence of t h e  o v e r d u e  o b l i g a t i o n s  t o  t h e  
Fund. 

The problem of arrears  t o  t h e  Fund c o u l d  n o t  be t a c k l e d  s u c c e s s f u l i y  
u n l e s s  more were known a b o u t  why a p 2 r t i c u l a r  member i n c u r r e d  a r rears  and 
w h e t h e r  a n y t h i n g  c o u l d  have  b e e n  d o n e  'io a v o i d  t h e  a r rears ,  M r .  S e n g u p t a  
c o n t i n u e d .  T h e r e  was no u n i v e r s a l  s o l u t i o n  t o  t h e  problem t h a t  c o u l d  be  
a p p l i e d  to e v e r y  case of o v e r d u e  o b l i g a t i o n s .  A p p a r e n t l y  management had 
r e a c h e d  t h e  same c o n c l u s i o n .  However, i t  would b e  e a s y  t o  s l i p  from t h e  
p r e s e n t ,  p r e f e r r e d  case-by-case a p p r o a c h  i n t o  a s i m p l e  ad hoc a p p r o a c h .  
On a r e c e n t  o c c a s i o n  Mr. N i m a t a l l a h  had c o r r e c t l y  heen c o n c e r n e d  t h a t  a 
d e c i s i o n  on L i b e r i a ' s  o v e r d u e  o b l i g a t i o n s  s h o u l d  be so  worded t h a t  i t  
would n o t  become a p r e c e d e n t  f o r  a fiunber of  f u t u r e  cases. In h i s  v iew,  
a d e c i s i o n  on a n  i n d i v i d u a l  case need not  s e t  a p r e c e d e n t .  However, r h e  
E x e c u t i v e  Board s h o u l d  a v o i d  an ad hoc s t r a t e g y  under  which i t  a p p l i e d  
t h e  a p p l i c a b l e  Rules c n e  way i n  handl ing,  a c e r t a i n  c a s e  and t h e  o p p o s i t e  
way i n  h a n d  l i n g  a n o t h e r  case. 

Members t h a t  had a Fund-supported a d j u s t m e n t  program must  t r y  t o  be 
c :u r r en t  i n  a l l  t he i r  o b l i g a t i o n s  t o  t h e  Fund, Mr. S e n g u p t a  s t a t e d .  The 

Group of Twenty-Four had r e c e n t l y  s t r e s s e d  t h a t  t h e  Fund must  s a f e g u a r d  
t.he ' r e v o l v i n g  c h a r a c t e r  o f  i t s  r e s o u r c e s ,  and t h a t  repayment  o b l i g a t i o n s  
co t h e  Fund must  bz s e t t l e d  on t ime. I n  h i s  summing u p  of t h e  d i s c u s s i o n  
o n  overdue  o b l i g a t i o n s  a t  E B M / 8 4 / 1 6 7  ( 1 1 / 1 9 / 8 4 )  t h e  Chairman had u s e f u l l - y  
remarked t h a t  "I ha.ve a l w a y s  t a k e n  t h e  view t h a t  w e  would s t a n d  r e a d y  t o  
a s s i s t  a l l  members i n c l u d i n g  t h o s e  which have s e v e r e  s t r u c t u r a l  d i f f i c u l -  
tries; bu t  t h i s  can  o n l y  be done i . f  t h e y  u n d e r s t a n d  t h a t  t h e  c o n t i n u a t i o n  
of Fund s u p p o r t  i n  t h e  y e a r s  t o  come i s  v e r y  much d e p e n d e n t  upon t h e i r  
inee,t ing t h e i r  o b l i g a t i o n s  t o  t h e  Fund,"  He s y m p a t h i z e d  w i t h  t h e  Chairman,  
who had a l s o  mencioned i n  t h a t  summing u p  t h a t  repayment  t o  t h e  Fund 
shou1.d be g i v e n  h i g h e r  p r i o r i t y  t h a n  o t h e r  t y p e s  of payments  h e c a u s e  of: 
t h e  sys temic  i m p l i c a t i o n s  of o v e r d u e  o b l i g a t i o n s  t o  t h e  Fund. A s  he 
u n d e r s t o o d  i t ,  t h e  Chairman had i m p l i e d  t h a t  t h e  d i s c i p l i n e  O F  r e p a y i n g  
the. Fund [nust b e  m a i n t a i n e d  even  by c o u n t r i e s  f a c i n g  s e r i o u s  problems i n  
o r d e r  t o  e n a b l e  t h e  Fund t o  h e l p  them t o  s o l v e  t h o s e  problems.  He 
a t t ached  c o n s i d e r a b l e  i m p o r t a n c e  t o  m a i n t a i n i n g  t h e  f i n a n c i a l  d i s c i p l i n e  
rilentioned by t h e  Chai rman,  and t h a t  e f f o r t  was s t r e n g t h e n e d  when t h e  Fund 
ilelped t o  c a t a l y z e  r e s o u r c e s  f o r  c o u n t r i e s  i n  g r e a t  d i f f i c u l t y  o r ,  i n  
e x t r e m e  c a s e s ,  p r o v i d e d  t h e  n e c e s s a r y  a s s i s t a n c e  from t h e  F u n d ' s  o m  
r e s o u r c e s .  
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I d e a l l y  tk.e Fund s h o u l d  e n c o u r a g e  t h e  c r e a t i o n  o €  c o n d l  t i o n s  that; 
would e n a b l e  a member t o  remain  c u r r e n t .  w i t h o u t  f a c i n g  d i r e  c o n s e q u e n c e s  
a s  a r e s u l t ,  Mr. S e n g u p t a  wer.t on .  A c o u n t r y  c o u l d  a l w a y s  r e p a y  t h e  Fund 
o r  any o t h e r  e x t e r n a l  c r e d i t o r  i f  t h a t  was t h e  c o u n t r y ' s  so le  p o l i c y  
g o a l ;  e x p e n d i t u r e  o r  a b s o r p t i o n  c a p a c i t y  c o u l d  be r e d u c e d  i n  o r d e r  t o  
g e n e r a t e  a s u f f i c i e n t  payments  s u r p l u s  t o  r e p a y  e x t e r n a l  o b l i g a t i o n s .  
However,  t h a t  a p p r o a c h  o b v i o u s l y  woilld be u n a c c e p t a b l e  t o  b o t h  t h e  c o u n t r y  
c o n c e r n e d  and t h e  Fund,  b o t h  of which wished  t o  see t h e  c o u n t r y  s u c c e s o -  
f u l l y  u n d e r t a k e  v i a b l e  bal .ance of payments  a d j u s t m e n t s .  A c c o r d i n g l y ,  t h e  
Fund s h o u l d  m a i n t a i n  a f l e x i b l e  a p p r o a c h  t o  cases of  a r r e a r s  o n  t h e  b a s i s  
of t h e  c u r r e n t  c o n d i t i o n s  i n  e a c h  c o u n t r y  and of t h e  f a c t o r s  t h a t  had 
c a u s e d  a c o u n t r y  t o  fal:L i n t o  a r r e a r s .  

T h e r e  were t h r e e  c a t e g o r i e s  of members w i t h  a r rears ,  Mr. S e n g u p t a  
.remarked. The f i r s t  c o n s i s t e d  of c o u n t r i e s  w i t h  l i t t l e  f i n a n c i a l  d i s c i -  
p l i n e  i n  which p o l i t i c a l  and o t h e r  c o n s i d e r a t . i o n s  p r e v e n t e d  a d j u s t m e n t  
a s s i s t a n c e  from b e i n g  u s e d  a s  i n t e n d e d .  I f  s u c h  cases c o u l d  be i d e n t i f i e d  
by t h e  s t a f f ,  t h e  o n l y  way of d e a l i n g  w i t h  them was by i m p o s i n g  s t r i c t  
f i n a n c i a l  d i s c i p l i n e  upon t h e  c o u n t r i e s .  T h e  s e c o n d  c a t e g o r y  c o n s i s t e d  
of c o u n t r i e s  t h a t  were t r y i n g  t o  make a d j u s t m e n t s  i n  t h e i r  economies  
t h r o u g h  t h e  i n t r o d u c t i o n  of a p p r o p r i a t e  p o l i c i e s ,  most  of  which had been 
f o r m u l a t e d  i n  c o n s u l t a t i o n  w i t h  t h e  Fund and were con?.'.;tent w i t h  t h e  
optimum u t i l i z a  t iot i  of r e s o u r c e s  s u b j e c t  t o  e x i s t i n g  s t r u c t u r a l -  and 
r e s o u r c e  c o n s t r a i n t s .  T h o s e  members c o u l d  e n c o u n t e r  problems and f a l l  
i c t o  a r r e a r s  b e c a u s e  of e x t e r n a l  f a c t o r s  beyond t h e i r  c o r . t r o l  s u c h  a s  
i r o u g h t ,  c y c l o n e s ,  f amine ;  o r  s u c h  a s  a s u d d e n  f a l l  i n  commodity p r i r e s ,  

an i n c r e a s e  i n  i n t e r e s t  r a t e s ,  o r  a n  a p p r e c i a t i o n  of key c u r r e n c i e s .  I f  
t -he s t a f f ' s  assessment c l e a r l y  showed t h a t  e x t e r n a l  f a c t o r s  w e r e  t h e  main 
r e a s o n  f o r  the c o u n t r y ' s  i n a b i l i t y  t o  implement  a n  ad j u s t i n e n t  program o r  

. remain c u r r e n t  i n  t h e  Fund,  t h e  F u n d ' s  r e s p o n s e  s h o u l d  be  d i f f e r e n t  from 
, i t s  re 'sponse t o  members u n d e r  t h e  f i r s t  c a t e g o r y  t h a t  h e  had d e s c r i b e d .  

The t h i r d  c a t e g o r y  c o n s i s t e d  of .members t h a t  were t r v i . n g  t o  implement 
a p p . r o p r i a t e  p o l i c i e s  u n d e r  a Fund-supported program b u t  s t i l l  a c c u m u l a t e d  
a r r e a r s  b e c a u s e  t h e  program was n o t  c a p a b l e  of p r o d u c i n g  v i a b l e  payments  
ad j c s t m e n t .  

I t  was c l ea r  t h a t  t h e  Fund c o u l d  n o t  know For  c e r t a i n  how a c o u n t r y ' s  
l e v e l  of income would be a f f e c t e d  by v a r i o u s  poiicies o r  huw' a change  i n  
t h e  r a t e  of a b s o r p t i o n  t h r o u g h  monetary  o r  f i s c a l  p o l i c y  c o u l d  g e n e r a t e  a 
s u s t a i n a b l e  b a l a n c e  of payments  s u r p l u s  w i t h o u t  r e d u c i n g  t h e  l e v e l  of 
income, Mr. S e n g u p t a  s a i d .  The : m F l e n e n t a t i o n  of a Fund-supported program 
d i d  n o t  n e c e s s a r i l y  r e s u l t  i n  v i a b l e  b a l a n c e  of payments  a d j u s t m e n t  t h a t  
was p r e c i s e l y  commensurare  w i t h  t h e  rigorousness of  t n e  program. 

Mort cases of o v e r d u e  o b l i g a t i o n s  i n v o l v e d  c o u n t r i e s  t h a t  had E e a t u r c s  
o f  t h e  second and t h i r d  c a t e g o r i e s  t h a t  h e  had m e n t i o n e d ,  Mr. S e n g u p i a  
s a i d .  Those  cases s h o u l d  n o t  be t r e a t e d  i n  t h e  same manner a s  members i n  
t h e  f i r s t  c a t e g o r y .  B e f o r e  c o n s i d e r i n g  e x p e l l i n g  a c o u n t r y  from t h e  Fund 
o r  even d e c l a r i n g  a member i n e l i g i b l e  t o  use t h e  F u n d ' s  r e s o u r c e s ,  t h e  
Fund must. b e  c e r t d i n  t h a t  ttie a r r e a r s  had been c a u s e d  by t h e  memuer's 
Ldck o f  d i s c i p i i n e  and n o t  by exogenous  f a c t o r s  over  which t h e  c o u n t r y  
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had co c o n t r o l .  I f  a c o u n t r y ' s  a r rears  problem c o u l d  n o t  be  s o l v e d  i n  two 
o r  t h r e e  y e a r s  d e s p i t e  t h e  a d o p t i o n  of a l l  t h e  p o l i c i e s  c a l l e d  f o r  u n d e r  a 
Fund-suppor ted  program, a d e c l a r a t i o n  by  t h e  F u x l  of t h e  member's i ne3 . ig i -  
b i l i : y  t o  u s e  t h e  Fund ' s  r e s o u r c e s  o r  e x p u l s i o n  from t h e  Fund would not. 
p l a c e  t h e  member in a v i a b l e  payments p o s i t i o n .  Tha t  c o n c l u s i o n  was 
c l e a r l y  a p p l i c a b l e  t o  Viet  Nam and Guyana, and  he  sus ;ac ted  t h a t  i t  would 
be a p p l i c a b l e  t o  c o s t  cases of Lrrears. It  was f o r  t h a t  r e a s o n  t h a t  t h e  
Group of Twenty Four  h ~ , d  r e c e n t l y  c o n c l u d e d  tha: i n  cases i n  which  a coun- 
t r y ' s  b a l a n c e  of payments  s i t u a t i o n  had been  h u r t  by exogenous  f a c t o r s ,  
makit-sg i t  p r a c t i c a l l y  i m p o s s i b l e  f o r  a c o u n t r y  t o  r e p a y  a c c o r d i n g  t o  a 
f i x e d  s c h e d u l e  , t h e  mechani.ca1 a p p l i c a t i o n  of s a n c t i o n s  a v a i l a b l e  under  
t h e  Art ic les  would be s e l f - d e f e a t i n g  :.nd i t  mighC b e  n e c e s s a r y  f o r  t h e  
Fund t o  b e  more f l e x i b l e  i n  t h e  a p p l i c a t i o n  o f  Ar t i c l e  V ,  S e c t i o n  7(g),  
which  provided  f o r  pos tponement  of  t h e  d i s c h a r g e  of o b l i g a t i o n s  b e c a u s e  
d i s c h a r g e  on t h e  due d a t e  would r e s u l t  i n  e x c e p t i o n a l  h a r d s h i p  €or  t h e  
member. However, t o  h e l p  s u c h  c o u n t r i e s  t o  become c u r r e n t  i n  t h e i r  
o b l i g a t i o n s  t o  t h e  Fund , new mechanisms s h o u l d  b e  d e v e l o p e d ,  i n  c o l l a b o -  
r a t i o n  w i t h  t h e  World Bank and r n g i o n a l  deve lopment  i n s t i t u t i o n s ,  t o  
p r o v i d e  longe r - t e rm a s s i s t a n c e  f o r  o r d e r l v  ad j u s  tment . 

Users of Fund r e s o u r c e s  s h o u l d  make e v e r y  e f f o r t  t o  r e p a y  t h e  Fund on 
time so t h a t  t h e  Fund c o u l d  c o n t i n u e  t o  assist  a l l  members, M r .  Sengup ta  
conc luded .  The Fund s h o u l d  m o b i l i z e  t h e  f i n a n c i n g  t h a t  c o u n t r i e s  w i t h  
a r r ea r s  needed t o  impleulent  an  a d j u s t m e n t  program, t h e  d e s i g n  of which 
would depend upon t h e  n a t u f e  of t h e  problems f a c i n g  a p a r t i c u l a r  c o u n t r y ;  
a d d i t i o n a l  ex tended  a r r a n g e m e n t s  and more c o n c e s s i o n a l  a s s i s t a n c e  might  
b e  r e q u i r e d  i n  t h e  coming p e r i o d .  I f  a member seemed l i k e l y  t o  f a l l  i n t o  
a r l e a r s ,  t h e  m a t t e r  s h o u l d  b e  b r o u g h t  t o  t h e  E x e c u t i v e  Board a t  an  e a r l y  
d a t e ,  and t h e  r e a s o n s  f o r  t h e  p o s s i b l e  a c c u m u l a t i o n  of  a r rears  s h o u l d  be  
c l e a r l y  i d e n t i f i e d  by t h e  s t a f f .  The Fund s h o u l d  a t t e m p t  t o  ass is t  t h o s e  
c o u n t r i e s ,  u n l e s s  t h e y  l a c k e d  t h e  needed f i n a n c i a l  d i s c i p l i n e  o r  had n o t  
compl i ed  w i t h  a p p r o p r i a t e  a d j u s t m e n t  programs.  A mechanism s h o u l d  b e  
e s t a b l i s h e d ,  w i t h  t h e  World Bank, r e g i o n a l  i n s t i t u t i o n s ,  and b i l a t e r a l  
d o n o r s  t o  a s s i s t  t h o s e  members t h a t  u c r e  making a p p r o p r i a t e  e f f o r t s  t o  
a v o i d  f a l l i n g  i n t o  a r rears  o r  a c c u m u l a t i n g  a d d i t i o n a l  a r r e a r s  t o  t h e  Fund. 

Mr. J. E .  Isruael r e c a l l e d  t h a t  d u r i n g  a n  e a r l i e r  d i s c u s s i o n  on  ove r -  
due  o b l i g a t i o n s ,  when o n l y  a few members had had arrears  t o  t h e  Fund,  h e  
had  s a i d  t h a t  t h e  g rowing  i n c i d e n c e  of a r r e a r s  was symptornat ic  of w ide r  
problems a f f e c t i n g  d e v e l o p i n g  c o u n t r i e s I  T h a t  c o n c l u s i o n  seemed more 
v a l i d  t h a n  e v e r ,  a s  many d e v e l o p i n g  c o u n t r i e s  had n o t  b e n e f i t e d  f rom t h e  
r e c o v e r y  i n  t h e  i n d u s t r i a l  c o u n t r i e s  o v e r  tile p r e v i o u s  several  y e a r s .  I n  
a d d i t i o n ,  t h e  o p e r a t i o n  of t h e  mechanisms g o v e r n i n g  t r a d e  and f i n a n c i a l  
f l o w s  had no t  b e n e f i t e d  t h e  d e v e l a p i n g  c o u n t r i e s .  As a r e s u l t ,  a nilrnber 
of c o u n t r i e s  l a c k e d  t h e  f i n a n c i a l  r e s o u r c e s  t o  meet t h e i r  o b l i g a t i o n s  t o  
t h e i r  c r e d i t o r s ,  i n c l u d i n g  the Fund. The c e n t r a l  i s s u e  a t  hand was how 
co r e c o v e r  d e b t s  f rom c o u n t r i e s  where c o n d i t i o n s  were v e r y  d i f f i c u l t .  
Should  t h e  Fund i n s i s t  on immedia te  repayment  and i n  t h e  p r o c e s s  c a u s e  
f u r t h e r  h a r d s h i p s  f o r  t h e  c o u n t r i e s  o r  s h o u l d  i t  g i v e  t h e  members more 
t i m e  t o  implement a d j u s t m e n t  measures so t h a t  t h e y  c o u l d  e v e n t u a l l y  f i n d  

t h e m s e l v e s  i n  a b e t t e r  p o s i t i o n  t o  r e p a y  t he  Fund? 
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T h e  p r imary  goal  of t h e  p r e s e n t  d i s c u s s i o n  was , the  e v e n t u a l  e l i m i n a -  
t i o n  of members' o v e r d u e  o b l i g a t i o n s  t o  t h e  Fund,  M r .  I s m a e l  c o n t i n u e d .  
Expt:r:ence showed t h a t  i t  was u n p r o d u c t i v e  t o  p r e s s u r e  a member t o  make 
r epaymen t s  when t h e  member d i d  n o t  have t h e  means t o  do  so.  I n  his v iew,  
t h e  b e s t  approach  i n  s u c h  c a s e s  was t o  p e r s u a d e  t h e  member t o  a d o p t  Fund- 
s u p p o r t e d  programs i n  r e t u r n  f o r  a r e s c h e d u l i n g  of i t s  a r r ea r s  t o  t h e  
Fund. 
p o s i t i o n  of t h e  c o u n t r i e s  c o n c e r n e d ,  would i n c r e a s e  t h e  c h a n c e s  of repay-  
ment t o  t h e  Fund, a n d  would be c o n s i s t e n t  w i th  t h e  A r t i c l e s  and c u r r e n t  
p rac t ice .  

That  approach  would be a c o n s t r u c t i v e  way of i n p r o v i n g  t h e  e x t e r n a l  

He welcomed Mr. P g r e z ' s  r e f e r e n c e  t o  the a p p l i c a b i l i t y  of A r t i c l e  V 
to  t h e  h a n d l i n g  of cases of a r r e a r s ,  M r .  Isnlael remarked .  T h e r e  were 
numerous examples  of p ro longed  u s e  of Fund r e s o u r c e s .  Each y e a r  t h e  
amounts pu rchased  by p r o l o n g e d  users were r o u g h l y  e q u i v a l e n t  t o  t h e  
c o u n t r i e s '  r e p u r c h a s e  o b l i g a t i o n s ,  a t r e n d  t h a t  c o u l d  be  i n t e r p r e t e d  a s  
t h e  r e s u l t  of a k ind  of r e s c h e d u l i n g .  I f  t h e  Fund p e r m i t t e d  t h a t  k ind  of 
r e s c h e d u l i n g  in d e a l i n g  w i t h  members t h a t  had Fund-supported programs 
over  l o n g  p e r i o d s ,  t h e r e  was no r e a s o n  why t h e  Fund s h o u l d  n o t  g r a n t  t h e  
same r e l i e f  t o  members i n  a r r ea r s ,  p rov ided  t h a t  t h o s e  members a g r e e d  t o  
a d o p t  Fund-suppor ted  programs.  

H i s  p r o p o s a l  t o  p r o v i d e  such  r e l i e f  had f o u r  main f e a t u r e s ,  
Mr. Ismael c o n t i n u e d .  F i r s t ,  i t  would be a p p l i e d  o n l y  t o  c o u n t r i e s  t h a t  
f a c e d  g e n u i n e  h a r d s h i p  and were n o t  i n  a p o s i t i o n  t o  r e p a y  t h e  Fund.  
Those  c o u n t r i e s  c o u l d  be e a s i l y  i d e n t i f i e d  by t h e  s t a f f  on t h e  b a s i s  of 
c e r t a i n  c r i t e r i a .  Second ,  t h e  r e l i e f  would be p rov ided  o n l y  i f  t h e  
member i n  arrears  were t o  u n d e r t a k e  a n  a d j u s t m e n t  program s u p p o r t e d  by 
t h e  Fund.  A c c o r d i n g l y ,  t h e  r e l i e f  would be c o n d i t i o n a l ;  i t  would n o t  
n e c e s s a r i l y  be  a v a i l a b l e  t o  a n y  member wi th  a r rears  t o  t h e  Fund. T h i r d ,  
t h e r e  would b e  no e x p e c t a t i o n  t h a t  t h e  Fund would i n  eveL.y case p r o v i d e  
a d d i t i o n a l  r e s o u r c e s  over  and above t h e  r e s c h e d u l e d  amounts ,  a l t h o u g h  i t  
migh t  a s s i s t  a member i n  a t t r a c t i n g  c o n c e s s i o n a l  f i n a n c e  from o t h e r  
s o u r c e s .  F o u r t h ,  t h e  p r e s e n t  p r o c e d u r e s  f o r  d e a l i n g  wZt1-I a r r ea r s  would 
c o n t i n u e  t o  be a p p l i e d  t o  members t h a t  had a r r ea r s  b u t  d i d  n o t  wish t o  
adop t  a Fund-suppor ted  program. 

T h e r e  were four a d v a n t a g e s  t o  h i s  proposed  r e l i e f  scheme, M r .  Ismael 
c o n t i n u e d .  F i , r s t ,  t h e  Fund would r e c o g n i z e  t h e  d i f f i c u l t  c i r c u m s t a n c e s  
of t h e  d e v e l o p i n g  c o u n t r i e s  i n  g e n e r a l .  I t  would i n  p a r t i c u l a r  r e c o g n i z e  
the f a c t  t h a t  t h e  mechanism g o v e r n i n g  t h e  i n t e r n a t i o n a l  f l o w  of t rade and  
c a p i t a l  was n o t  working  smoo th ly .  The problems concernLng t h e  f low o f  
t r a d e  and c a p i t a l  t o  d e v e l o p i n g  c o u n t r i e s  had been emphasized by n e a r l y  
a l l .  t h e  G o - e i n o r s  who had spoken  a t  t h e  1985 Annual M e e t i n g .  G r a n t i n g  
r e l i e f  unde r  a d j u s t m e n t  programs would be a r e a s o n a b l e ,  a l t h o u g h  p a r t i a l ,  
r e s p o n s e  by t h e  Fund t o  t h e  problems r e l a t e d  t o  t h e  f l o w  of  t ra .de  and 
c a p i t a l  t o  d e v e l o p i n g  c o u n t r i e s .  Second,  h i s  scheme would g i v e  an, i n c e n -  
t i v e  t o  members w i t h  a r r e a r s  t o  s t a r t  t h e  p r o c e s s  of a d j u s t m e n t  which 
t h e y  might  n o t  o t h e r w i s e  b e g i n .  A d j u s t m n t  in t h o s e  c o u n t r i e s  o f f e r e d  
the b e s t  hope t o  t h e  Fund of r e c o v e r i n g  i t s  d e b t  t o  rnembers w i t h  a r r e a r s .  
T h i r d ,  a d j u s t m e n t  i n  members w i t h  a r r ea r s ,  t o g e t h e r  w i t h  t h e  w l l l i n g n e s s  
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of t h e  Fund t o  p rov ide  t h e  n e c e s s a r y  a s s i s t a n c e ,  c o u l d  e n c o u r a g e  o t h e r  
c r e d i t o r s  and donors  t o  p r o v i d e  f i n a n c i n g .  F o u r t h ,  by a l l o w i n g  a form of 
r e l i e f  t h e  Fund would g r a n t  members w i t h  arrears and Fund-supported 
programs t h e  same t r e a t m e n t  t h a t  w a s  be ing  g i v e n  t o  p ro longed  u s e r s  o f  
t h e  Fund ' s  r e s o u r c e s  

It  was i m p o r t a n t  f o r  E x e c u t i v e  D i r e c t o r s  t o  r e c o g n i z e  t h a t  t h e  
a u t h o r s  of t h e  Art ic les  had e n v i s a g e d  a s i t u a t i o n  i n  which some members 
migh t  no t  be i n  a p o s i t i o n  t o  make t i m e l y  r epaymen t s  t o  t h e  Fund,  
Mr. Ismael remarked.  A c c o r d i n g l y ,  t h e  Art ic les  p rov ided  f o r  r e l i e f  t o  be  
g i v e n  t o  t h o s e  members. It would be u n f o r t u n a t e  i f  t h e  E x e c u t i v e  Board 
d i d  n o t  recognj -ze  t h o s e  f a c t s .  

The p r e s e n t  t i m e t a b l e  f o r  r e p o r t i n g  t o  t h e  E x e c u t i v e  Board abou t  
ove rdue  o b l i g a t i o n s  and f o r  r e v i e w i n g  t h e  arrears of  i n d i v i d u a l  member 
c o u n t r i e s  was a p p r o p r i a r e ,  M r .  Ismael c o n s i d e r e d .  More f r e q u e n t  r ev iews  
were u n l i k e l y  t o  be p r o d u c t i v e ,  e s p e c i a l l y  i n  v iew of t h e  E x e c u t i v e  
B o a r d ' s  a l r e a d y  heavy agenda  f o r  t h e  coming months.  

The s t a f f  had s u g g e s t e d  t h a t  i n  some cases t h e  Managing D i r e c t o r  
s h o u l d  i s s u e  h i s -  r e p o r t  on and c o m p l a i n t  a b o u t  a member's ove rdue  o b l i g a -  
t i o n s  i n  less t h a n  t h e  u s u a l  t h r e e  months f o l l o w i n g  t h e  n o t i f i c a t i o n  of 
t h e  ex is tence  of t h e  arrears  t o  t h e  E x e c u t i v e  Board ,  Mr. Ismael remarked .  
I t  would be b e s t  t o  have  a un i fo rm p e r i o d  f o r  all c a s e s .  

It had been  s u g g e s t e d  t h a t  t h e  a r rears  of members t h a t  had been  
d e c l a r e d  i n e l i g i b l e  t o  u s e  t h e  Fund ' s  r e s o u r c e s  shou ld  be rev iewed o n  a 
q u a r t e r l y  b a s i s ,  Mr. Ismael n o t e d .  he doubted  whe the r  such r e v i e w s  would 
b e  b e n e E i c i a l .  With t h e  e x c e p t i o n  of e x p u l s i o n  from t h e  Fund, a d e c l a r a -  
t i o n  of i n e l i g i b i l i t y  w a s  t h e  s t r o n g e s t  s a n c t i o n  t h a t  c o u l d  be  a p p l i e d  by 
t h e  Fund; a c c o r d i n g l y ,  q u a r t e r l y  r e v i e w s  o f  members t h a t  had been  d e c l a r e d  
i n e l i g i b l e  p r o b a b l y  would a c h i e v e  l i t t l e .  A r e v i e w  e a c h  12 months ,  a t  
t-he time of an  Ar t ic le  I V  c o n s u l t a t i o n ,  might  w e l l  be a d e q u a t e .  

M r .  Rye remarked t h a t  t h e  s t a f f  r e p o r t  c l e a r l y  showed c h a t  ove rdue  
o b l i g a t i o n s  were becoming an  i n c r e a s i n g l y  s e r i o u s  problem €or  t h e  Fund. 
He had been  p a r t i c u l a r l y  s t r u c k  by  T a b l e  1, which showed a s h a r p  d e t e r i o -  
r a t i o n  i n  t h e  s i t u a t i o n  w i t h  respec t  t o  s h o r t - t e r m  and long- t e rm arrears  
s i n c e  t h e  end of Septembltr  1985. The t a b l e  c l e a r l y  gave  t h e  impresskon 
t h a t  t h e  problem of arrears  was c o n t i n u i n g  n o t  mere ly  t o  grow b u t  t o  
a c c e l e r a t e .  

The r e p o r r  s u g g e s t e d  c e r t a i n  l e s s o n s  t h a t  s h o u l d  be l e a r n e d  from 
recent e x p e r i e n c e ,  Mr. Rye went on. On page 5 t h e  s t a f f  had conc luded  
t h a t  payments problems had p e r s i s t e d  i n  some cases d e s p i t e  r e p e a t e d  
a d j u s t m e n t  programs and t h e  p ro longed  u s e  o f  Fund r e s o u r c e s  and t h a t  
obligations t o  t h e  Fund had r i s e n  t o  l e v e l s  t h a t  were l a r g e  in a b s o l u t e  
tzrms and in r e l a t i o n  t o  q u o t a .  The  s t a f f  had a l s o  noted  t h a t  i n  some 
cases  members had become ove rdue  t o  t h e  Fund immedia t e ly  f o l l o w i n g  a 
p u r c h a s e  from t h e  i n s t i t u t i o n .  Those o b s e r v a t i o n s  s u g g e s t e j  t h a t  i n  
c o n s i d e r i n g  r e q u e s t s  f o r  a r r a n g e m e n t s  w i t h  t h e  Fund a n d  t:ie l e v e l  of 
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a c c e s s  under  them t h e  E x e c u t i v e  b a r d  must  p a y  even c l o s e r  a t t e n t i o n  
t h a n  h i t h e r t o  t o  t h e  members' a b i l i t y  t o  r e p a y  t h e  Fund. I n  t h a t  connec-  
t i o n ,  t h e  use of medium-term b a l a n c e  of payments  s c e n a r i o s  and t h e  s t e p s  
ment ioned  o n  page 8 c o n c e r n i n g  t h e  d e s i g n  and i m p l e m e n t a t i o n  of Fund- 
s u p p o r t e d  programs t o  f a c i l i t a t e  t i m e l y  repayment  t o  t h e  Fund were welcome. 
In a d d i . t i o n ,  he agreed w i t h  M r .  Dal lara  t h a t  e a c h  s t a f f  p a p e r  on a member's  
r e q u e s t  t o  u s e  t h e  Fund ' s  r e s o u r c e s  s h o u l d  i n c l u d e  a s e c t i o n  a n a l y z i n g  
t h e  member 's  a b i l i t y  t o  r e p a y  t h e  Fund.  

The s t a f f  had s u g g e s t e d  p o s s i b l e  c o r r e c t i v e  a c t i o n s  f o r  d e a l i n g  w i t h  
c a s e s  of a r rears ,  Mr. Rye n o t e d .  He p r e f e r r e d  t o  s h o r t e n  t h e  E x e c u t i v e  
Board ' s  p r e s e n t  g e n e r a l  t i m e t a b l e  f o r  h a n d l i n g  s u c h  cases by  r e d u c i n g  t h e  
p e r i o d  b e f o r e  t h e  i n i t i a l  s u b s t a n t i v e  c o n s i d e r a t i o n  of t h e  Managing 
D i r e c t o r ' s  compla i .n t  a b o u t  arrears  from t h P  p r e s e n t  f i v e  months t o  t h r e e  
months.  T h a t  approach  was p r e f e r a b l e  t o  t h e  a l t e r n a t i v e  of m a i n t a i n i n g  
t h e  p r e s e n t  g e n e r a l  t i m e t a b l e  b u t  advanc ing  t h e  d a t e  of t h e  i s s u a n c e  and 
c o n s i d e r a t i o n  of a c o m p l a i n t  c o n c e r n i n g  a member t h a t  was t a k i n g  i n a d e q u a t e  
s teps  t o  d e a l  wi th  t h e  problem of i t s  arrears  t o  t h e  Fund. The p r e s e n t  
f ive-month p e r i o d  d i d  not  r e f l e c t  t h e  u rgency  o f  d e a l i n g  w i t h  a member's 
arrears  or t h e  s e v e r i t y  of t h e  prohlems t h a t  growing  arrears c o u l d  q u i c k l y  
c a u s e  f o r  t h e  member conce rned .  I n  any e v e n t ,  i n  p r i n c i p l e  i t  was b e t t e r  
t o  have  a f a i r l y  s . t r i c t  g e n e r a l  r u l e  t h a t  c o u l d  he d e p a r t e d  from i n  t h e  
d i r e c t i o n  of l e n i e n c y  i n  a p p r o p r i a t e  cases, r a t h e r  t h a n  have  a mole 
r e l a x e d  g e n e r a l  r u l e  from which d e p a r t u r e s  i n  e x c e p t i o n a l  cases would 
need t o  be i n  the d i r e c t i o n  of g r e a t e r  s t r l c t n e s s .  

Th.ose c o n c l u s i o n s  c o n c e r n i n g  t h e  g e n e r a l  t i m e t a b l e  were s u p p o r t e d  by 
t h e  f o l l o w i n g  two p o i n t s ,  Pfr. Rye went  on. F i r s t ,  t i g h t e n i n g  t h e  g e n e r a l  
t i m e t a b l e  would send a d e s i r a b l e  s i g n a l  t~ t h e  membership t h a t  t h e  Execu- 

. r i v e  Board was i n c r e a s i n g l y  conce rned  a b o u t  t h e  arrears  problem and 
i n c r e a s i n g l y  de t e rmined  t o  t a c k l e  i t  v i g o r o u s l y .  Second ,  d e p a r t u r e s  

' from a s t r i c t e r  g e n e r a l  t i m e t a b l e  i n  t h e  d i r e c t i o n  of l e n i e n c y  would be 
u n l i k e l y  t o  a t t r a c t  c r i t i c i s m ,  w h i l e  d e p a r t u r e s  from a more r e l a x e d  
approach  i n  t h e  d i r e c t i o n  of s t r i c t n e s s  m i g h t  be  d i f f i c u l t  t o  j u s t i f y .  

The  E x e c u t i v e  Board needed  t o  r e t a i n  f l e x i b i l i t y  i n  h a n d l i n g  cases 
o f  a r rears  and s h o u l d  e x e y c i s e  common s e n s e  i n  so d o i n g ,  Mr. Rye c o n s i d e r e d .  
iie was s u f f i c i e n t l y  c o n f i d e n t  in t h e  a b i l i t y  of t h e  s t a f f  and  t h e  E x e c u t i v e  
Board t o  b e l i e v e  t h a t  a s t r i c t e r  g e n e r a l  r u l e  g o v e r n i n g  t h e  E x e c u t i v e  
3 o a r d ' s  h a n d l i n g  of c a s e s  of arrears  need  n o t  reduce t h e  B o a r d ' s  €lexi- 
h i l l t y  o r  c a u s e  t h e  Board t o  ac t  p r e m a t u r e l y ,  t h e r e b y  c o m p l i c a t i n g  a 
member's e f f o r t s  t o  make a r r a n g e m e n t s  t o  become c u r r e n t  i n  t h e  Fund. 

H e  was p l e a s e d  t h a t  t h e  s t a f f  had g l v e n  some t h o u g h t  t o  a p p r o p r i a t e  
s t eps  t h a t  t .he E x e c u t i v e  Board c o u l d  take a f t e r  i t s  d e c l a r a t i o n  of a 
member's  i n e l i g i b i l i t y  t o  use the  Fund's r e s o u r c e s ,  Mr. Rye s a i d .  F o r  
some time h e  had  f e l t  uneasy b e c a u s e  s u c h  a d e c l a r a t i o n  had  seemed t o  
mark t h e  end of t h e  E x e c u t i v e  Board's i n v o l v e m e n t  i n  a c a s e  o €  ar rears .  
He s t r o n g l y  s u p p o r t e d  t h e  p r o p o s a l  t h a t  t h e  E x e c u t i v e  Board s h o u l d  
r e g u l a r l y  r e v i e w  t h e  a r rears  of a member t h a t  had been  d e c l a r e d  i n e l i g i b l e .  
R e g u l a r  r e v i e w  2s o f t e n  as e v e r y  t h r e e  months might  be  somewhat e x c e s s i v e ;  
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s ix-month ly  r e v i e w s  might  be s u f f i c i e n t .  H e  would be g l a d  t o  h e a r  t h e  
s t a f f  e l a b o r a t e  on t h e  f u r t h e r  s t e p s - - s h o r t  of r e q u i r i n g  a member t o  
r:ithdraw from t h e  Fund--which might  be a v a i l a b l e  t o  t h e  Execut ive Board 
i n  h a n d l i n g  members t h a t  had been  d e c l a r e d  i n e l i g i b l e  t o  u s e  t h e  Fund ' s  
r e s o u r c e s ,  

Arrears were r e l a t e d  b o t h  t o  t h e  p o s s i b i l i t y  o f  imposing spec ia l  
c h a r g e s  on ove rdue  o b l i g a t i o n s ,  and  t o  t h e  Fund ' s  income p o s i t i o n ,  and 
t h e  l a t t e r  two s u b j e c t s  were to  be d i s c u s s e d  i n  d e t a i l  i n  t h e  coming 
s e v e r a l  weeks,  M r .  Rye remarked.  The Fund ' s  income p o s i t i o n  w a s  a l r e a d y  
a l a r m i n g  and might  w e l l  be  much worse  i n  t h e  f u t u r e  t h a n  t h e  s t a f f  had 
r e c e n t l y  p r o j e c t e d .  T h e  case f o r  impos ing  s p e c i a l  c h a r g e s  i n  one  form o r  
a n o t h e r  had become c a m p e l l i n g  e 

Mr. Salehkhou commented t h a t  i n  t h e  p e r i o d  s i n c e  t h e  p r e v i o u s  r e v i e w  
t h e  problem of ove rdue  f i n a n c i a l  o b l i g a t i o n s  t o  t h e  Fund had c o n t i n u e d  t o  
be a c a u s e  f o r  c o n s i d e r a b l e  conce rn .  Only a small number of members 
a c c o u n t e d  f o r  t h e  b u l k  of o u t s t a n d i n g  ove rdue  o b l i g a t i o n s ,  and some 
SDK 1 4 5  m i l l i o n  had been p a i d  by t h e  t e n  members w i t h  arrears t h a t  were  
c . u r r e n t l y  t h e  s u b j e c t  of a c t i o n  by t h e  E x e c u t i v e  Board ,  and two members 
had f u l l y  s e t t l e d  t h e i r  ove rdue  o b l i g a t i o n s .  However, t h e r e  had c l e a r l y  
been  a f u r t h e r  d e t e r i o r a t i o n  i n  t h e  o v e r a l l  a r rears  s i t u a t i o n .  The 
worsen ing  of t h e  s i t u a t i o n  was r e f l e c t e d  i n  t h e  t o t a l  amount of ove rdue  
o b l i g a t i o n s ,  t h e  amounts of a r r ea r s  t h a t  had been o u t s t a n d i n g  f o r  a l o n g  
p e r i o d ,  a n d  t h e  r a t i o  of arrears  t o  t h e  Fund ' s  t o t a l  c r e d i t .  Tha t  d e t e r i o -  
r a t i o n  was however u n s u r p r i s i n g ,  as  i t  was c o n s i s t e n t  w i th  t h e  overa l l  
c o n d i t i o n s  i n  t h e  low-income d e b t o r  d e v e l o p i n g  c o u n t r i e s  whose economic 
and f i n a n c i a l  s i t u a t i o n  c o n t i n u e d  t o  be under  c o n s i d e r a b l e  s t r a i n .  Those 
c o u n t r i e s  had c o n t i n u e d  t o  f a c e  a d v e r s e  exogenous f a c t o r s ,  a s  rea l  i n t e r -  
n a t i o n a l  i n t e r e s t  r a t e s  had remained  h i g h ,  p r imary  commodity prices had 
f u r t h e r  d e c l i n e d ,  p r o t e c t i o n i s t  p r e s s u r e s  had i n t e n s i f i e d ,  and d e b t  
problems had p e r s i s t e d .  I n  many c o u n t r i e s  t h o s e  d i f f i c u l t i e s  had  been 
compounded by a d v e r s e  c l imat ic  c o n d i t i o n s .  

I n  d e a l i n g  w i t h  t h e  i s s u e  of ove rdue  o b l i g a t i o n s  E x e c u t i v e  D i r e c t o r s  
s h o u l d  have t h r e e  o b j e c t i v e s  i n  mind,  namely ,  t h e  need t o  keep open  t h e  
c h a n n e l s  of communicat ion w i t h  members i n  a r r e a r s ,  t h e  need t o  m a i n t a i n  
f l e x i b i l i t y  i n  o r d e r  t o  be a b l e  f o  respond t o  t h e  s p e c i f i c  c o n d i t i o n s  i n  
i n d i v i d u a l  c o u n t r i e s ,  and t h e  need  t o  a v o i d  p u z i t i v e  a c t i o n  i n  h a n d l i n g  a 
member t h a t  was no t  r e c a l c i t r a n t  and which was making e v e r y  e f f o r t  t o  
c o o p e r a t e  wi th  t h e  Fund and t o  s e t t l e  i t s  a r rears ,  M r .  Sa lehkhou s a i d .  
Those o b j e c t i v e s  vere e s p e c i a l l y  i m p o r t a n t  as  most members,  i n c l u d i n g  
t h o s e  t h a t  were t h e  s u b j e c t  of c o m p l a i n t s  by t h e  Managing D i r e c t o r  o r  
a c t i o n s  by t h e  E x e c u t i v e  Board ,  c o n t i n u e d  t o  g i v e  p r i o r i t y  t o  s e t t l i n g  
t h e i r  ove rdue  o b l i g a t i o n s  t o  t h e  Fund,  and as t h e  main c a u s e s  of t h e  
a r r e a r s  c o n t i n u e d  t o  be  t h e  weakness  of t h e  ex te rna l  p o s i t i o n s  of t h e  
c o u n t r i e s  conce rned  a n d ,  i n  many cases ,  t h e  v i r t u a l  d e p l e t i o n  of r e s e r v e s .  
H e  wondered w h e t h e r  t h e  s t a f f  was aware of any member t h a t  had f a i l e d  t o  
g i v e  h i g h e s t  p r i o r i t y  t o  s e t t l i n g  i t s  o v e r d u e  o b l g a t i o n s  t o  t h e  Fund. 
Had a member e v e r  met i t s  f i n a n c i a l  o b l i g a t i o n s  tcj o r h e r  c r e d i t o r s  w h i l e  
r e m a i n i n g  i n  a r r e a r s  to t h e  Fund? 
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P r e v e n t i v e  a c t i o n s  by t h e  Fund might  o c c a s i o n a l l y  be  a p p r o p r i a t e  i n  
d e a l i n g  w i t h  cases of a r rears ,  a l t h o u g h  h e  had f e l t  u n c o m f o r t a b l e  w i t h  
some of t h e  measu res  t h a t  had  been  implemented  r h u s  f a r ,  M r .  Sa l ehkhou  
remarked .  Such m e a s u r e s  s h o u l d  n o t  hamper a member's  a c t u a l  access t o  
t h e  Fund ' s  r e s o u r c e s ;  access s h o u l d  c o n t i n u e  t o  be  based  on a member's  
b a l a n c e  of payments  need and t h e  s t r e n g t h  of i t s  a d j u s t m e n t  program. 
P r e v e n t i v e  measu res  d e a l i n g  w i t h  a member's  reserves ,  o r  e s t a b l i s h i n g  
s p e c i a l  a c c o u n t s  f o r  r e s o u r c e s  t h a t  were t o  be used  t o  r e d u c e  t h e  member 's  
a r rears ,  s h o u l d  n o t  undermine  t h e  member 's  e f f o r t s  t o  a c h i e v e  i t s  o v e r a l l  
a d j u s t m e n t  o b j e c t i v e s  o r  become t h e  central  aim of t h e  economic and 
f i n a n c i a l  p o l i c i e s  of t h e  member c o n c e r n e d ,  as  seemed t o  be  i m p l i e d  by 
t h e  s t a f f ' s  s t a t e m e n t  on  page 7 t h a t  " a c c o r d i n g l y ,  t h e  s t a f f  i s  g i v i n g  
i n c r e a s i n g  a t t e n t i o n  t o  t h e  n e e d  € o r  members' b a l a n c e  of paymen t s ,  r e s e r v e ,  
and d e b t  management p o l i c i e s  t o  p r o v i d e  c l e a r l y  f o r  t h e  r u l f i l l m e n t  of 
o b l i g a t i o n s  t o  t h e  Fund,  i n  terms of b r o a d  program o b j e c t i v e  and d e s i g n ,  
t h e  a v a i l a b i l i t y  of  o t h e r  s o u r c e s  of f i n a n c e  in t h e  medium-term p e r s p e c -  
t i v e ,  and a l s o  more s p e c i f i c  a r r a n g e m e n t s  Iiy t h e  c o u n t r i e s  c o n c e r n e d  t o  
h e l p  a s s u r e  t h e  s e r v i c i n g  of f i n a n c i a l  o b l i g a t i o n s  t o  t h e  Fund ." 

A s  t o  t h e  p roposed  use of T r u s t  Fund r e f l o w s  t o  s u p p o r t  a d j u s t m e n t  
programs of members t h a t  f a c e d  p r o t r a c t e d  b a l a n c e  of payments  problems and 
had la rge  i n d e b t e d n e s s  t o  t h e  Fund, h e  wished t o  r e s e r v e  h i s  p o s i t i o n  
u n t i l  t h e  p r o p o s a l  was f o r m a l l y  examined i n  d e r a i l  by t h e  E x e c u t i v e  Board ,  
Mr, Sa lehkhou  s a i d .  T r u s t  Fund r e s o u r c e s  were meant  t o  h e l p  all e l i g i b l e  
low-income c o u n t r i e s  r e g a r d l e s s  of t h e i r  i n d e b t e d n e s s  t o  t h e  Fund. -- 

Fund a s s i s t a n c e  t o  members w i t h  o v e r d u e  o b l i g a t i o n s - - p a r t i c u l a r l y  i n  
a d o p t i n g  v i a b l e  r e c o v e r y  programs and i n  c a t a l y z i n g  d o n o r s '  and c r e d i t o r s '  
suppor t - - shou ld  r ema tn  t h e  c o r n e r s  t o n e  of t h e  Fund ' s  r e s p o n s e  t o  s u c h  
cases, Mr. Salehkhou c o n s i d e r e d .  A program would be v i a b l e  o n l y  i f  t h e  
s t a f f  '4 recommendat ions  were r e a l i s t i c  and took  i n t o  a c c o u n t  not  o n l y  t h e  
member 's  need t o  s e t t l e  i t s  o b l i g a t i o n s  t o  t h e  Fund b u t  a l s o  t h e  member 's  
c a p a c i t y - - g i v e n  i t s  economic , p o l i t i c a l ,  and  s o c i a l  c o n s t r a i n t s - - t o  imyle -  
inent r h e  p o l i c i e s  proposed  by t h e  s t a f f .  T h e  Fund s h o u l d  a v o i d  g i v i n g  
t h e  i m p r e s s i o n  t h a t  i t  had b e e n  a b l e  t o  r e q u i r e  a member t o  a d o p t  s t r i n g e n t  
s h o r t - t e r m  a d j u s t m e n t  m e a s u r e s  m a i n l y  b e c a u s e  t h e  member was i n  a weak 
b a r g a i n i n g  p o s i t i o n  b e c a u s e  i t  had ove rdue  o b l i g a t i o n s  t o  t h e  Fund. 

The f i n a n c i a l  measu res  t h a t  t h e  Fund had i n t r o d u c e d  t o  o f f s e t  t h e  
a d v e r s e  impact of o v e r d u e  o b l i g a t i o n s  on  i t s  income and l i q u i d i t y  p o s i t i o n  
had u n f o r t u n a t e l y  b e e n  implemented a t  t h e  c o s t  of members t h a t  had remained  
c u r r e n t  i n  the i r  o b l i g a t i o n s  t o  t h e  Fund, M r .  Sa l ehkhou  n o t e d .  T h a t  
s i t u a t i o n  s h o u l d  be  k e p t  i n  mind d u r i n g  t h e  coming d i s c u s s i o n s  o n  special 
c h a r g e s  and  t h e  F u n d ' s  income p o s i t i o n .  

The s t a f f  had no ted  t h a t  t h e r e  were two b a s i c  problems w i t h  t h e  l e g a l  
a c t i o n s  t h a t  t h e  E x e c u t i v e  Board had t y p i c a l l y  t a k e n  i n  r e s p o n s e  t o  o v e r d u e  
o b l i g a t i o n s ,  Mr, Salehkhou remarked .  F i r s t ,  s u b s t a n t i v e  c o n s i d e r a t i o n  by 
t h e  E x e c u t i v e  Board of t h e  Managing D i r e c t o r ' s  c o m p l a i n t  abou t  a c o u n t r y ' s  
a r r e a r s  had t a k e n  place a b o u t  f i v e  months  a f t e r  a member 's  l o n g e s t  o b l i g a -  
t . i o n  had been  ove rdue .  Second ,  some members had t ended  t o  c o n s i d e r  t h e  
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p e r i o d  b e f o r e  t h e  E x e c u t i v e  B o a r d ' s  c o n s i d e r a t i o n  of t h e  Managing D i r e c t o r ' s  
c o m p l a i n t  and t h e  p e r i o d  be tween r ev iews  of a member's  arrears  as  g r a c e  
p e r i o d s  a s  members had o f t e n  f a i l e d  t o  t a k e  e f f e c t i v e  s t e p s  d u r i n g  t h o s e  
p e r i o d s  t o  s e t t l e  t h e i r  o v e r d u e  o b l i g a t i o n s .  
a c o n t i n u e d  a c c u m u l a t i o n  of arrears by members. 
were no t  c o n s i s t e n t  w i t h  t h e  E x e c u t i v e  B o a r d ' s  i n t e n t i o n s  and o b j e c t i v e s  
i n  i t s  h a n d l i n g  of cases of arrears .  

As a r e s u l t ,  t h e r e  had been  
Those  t r e n d s  c l e a r l y  

ijowever, i n  c o n s i d e r i n g  ways of improving  t h e  E x e c u t i v e  B o a r d ' s  
p r o c e d u r e s  f o r  h a n d l i n g  a r rears ,  E x e c u t i v e  D i r e c t o r s  shou ld  c o n t i n u e  t o  
b e a r  in mind t h e  need f o r  t h e  E x e c u t i v e  Board t o  be able t o  act  i n  a 
EXexible  manner,  Mr. Sa lehkhou  c o n t i n u e d .  I n  t h a t  c o n n e c t i o n ,  t h e  s t a f f  
had u s e f u l l y  s u g g e s t e d  t h a t  t h e  E x e c u t i v e  Board s h o u l d  emphas ize  t o  
members t h e  i n t e n t i o n s  o f  Board a c t i o n s  i n  r e s p o n s e  t o  members' ar rears .  
The proposed s h o r t e n i n g  of t h e  p e r i o d  b e f o r e  t h e  s u b s t a n t i v e  c o n s i d e r a t i o n  
by t h e  E x e c u t i v e  Board of t h e  Managing D i r e c t o r ' s  c o m p l a i n t  c o n c e r n i n g  a 
member's arrears and of t h e  p e r i o d  between r ev iews  of a member's a r rears  
would c e r t a i n l y  i n t r o d u c e  c o n s i d e r a b l e  r i g i d i t y  i n t o  t h e  E x e c u t i v e  B o a r d ' s  
a p p l i c a t i o n  of t h e  p r o c e d u r e s  f o r  h a n d l i n g  cases of arrears. A s  t h e  
s t a f f  hac! n o t e d ,  t h e  v a r i o u s  s t a g e s  b e f o r e  t h e  s u b s t a n t i v e  c o n s i d e r a t i o n  
of a c a s e  of arrears  by t h e  E x e c u t i v e  Board had o f t e n  enab led  t h e  Fund 
and the member conce rned  t o  s e t t l e  t h e  i s s u e  of t h e  arrears  i n  a s a t i s f a c -  
t o r y  manner.  Given  t h e  p r i o r i t y  t h a t  members gave  t o  s e t t l i n g  t h e i r  
arrears  t o  t h e  Fund and t h e  impact  of t h e  Fund ' s  a c t i o n s  on o t h e r  s o u r c e s  
o f  f i n a n c i n g ,  i t  w a s  d e s i r a b l e  t o  k e e p  t h e  p r e s e n t  p r o c e d u r e s  f o r  h a n d l i n g  
a r rears  so t h a t  t h e  members conce rned  -could n e g o t i a t e  adequa te  ad j u s  tment 
programs aimed a t  p l a c i n g  t h e  members i n  a p o s i t i o n  t o  s e t t l e  t h e L r  arrears 
t o  t h e  Fund. Observance  of t h e  p r i n c i p l e  of un i fo rm t r e a t m e n t  o f  members 
was seldom a s  i m p o r t a n t  i n  t h e  h a n d l i n g  of ove rdue  o b l i g a t i o n s  as  i n  o t h e r  
areas .  

H e  ag reed  w i t h  t h e  s t a f f  t h a t  once  a member had been  d e c l a r e d  i n e l i -  
g i b l e  t o  u s e  t h e  Fund ' s  r e s o u r c e s  t h e  E x e c u t i v e  Board shou ld  r e v i e w  t h e  
c o u n t r y ' s  arrears a t  i n t e r v a l s  of no more t h a n  t h r e e  months,  M r .  Sa lehkhou 
s a i d .  Those rev iews ,  t o g e t h e r  w i t h  r e g u l a r  A r t i c l e  I V  c o n s u l t a t i o n s ,  
would keep  open  t h e  c h a n n e l  of communica t ions  w i t h  t h e  members conce rned  
and would e n a b l e  t h e  Fund t o  c o n t i n u e  m c n i t o r i n g  t h e i r  s i t u a t i o n  and t o  
e n c o u r a g e  t h e  members t o  e l i m i n a t e  t h e i r  a r r e a r s  t o  t h e  Fund. F i n a l l y ,  
h e  wished t o ' a s s o c i a t e  h i m s e l f  w i th  t h e  comments i n  t h e  l a t t e r  p a r t  of 
Mr, MassG's i n t e r v e n t i o n ,  which  were c o n s i s t e n t  w i t h  h i s  own p o s i t i o n  on 
ove rdue  ob 1 i g a  t i o n  s . 

Mr. Z e c c h i n i  remarked t h a t  t h e  a r r e a r s  problem had worsened s i n c e  
t h e  p r e v i o u s  d i s c u s s i o n  on i t  d e s p i t e  t h e  measures  t h a t  had been  adop ted  
by t h e  E x e c u t i v e  Board. The s t a f f  r e p o r t  c l e a r l y  showed t h a t  t h e  r a t e  of 
i n c r e a s e  i n  ove rdue  payments  had r e c e n t l y  a c c e l e r a t e d  c o n s i d e r a b l y ,  and 
t h a t :  b o t h  t h e  p e r i o d  i n  which  o b l i g a t i o n s  had been  o u t s t a n d i n g  and t h e  
number o f  members wi th  a r r e a r s  had been i n c r e a s i n g .  F u r t h e r m o r e ,  t h e r e  
was a d a n g e r  t h a t  t h e  a r rears  c o u l d  c o n t i n u e  t o  grow: t h e  t e n  members 
t h a t  were c u r r e n t l y  t h e  s u b j e c t  of c o m p l a i n t s  o r  a c t i o n  by t h e  E x e c u t i v e  
Board had t o t a l .  o b l i g a t i o n s  t o  t h e  Fund th rough  t h e  f i n a l  m a t u r i t y  of 
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t h e i r  o u t s t a n d i q g  p u r c h a s e s  o r  T r u s t  Fund l o a n s  es t imated  a t  SDR 3 b i l -  
l i on - -an  amount n e a r l y  t h r e e  times g r e a t e r  t h a n  t h e  Fund ' s  reserves.  
Those f a c t o r s  c l e a r l y  u n d e r s c o r e d  t h e  need to  s t r e n g t h e n  and r e f i n e  t h e  
E x e c u t i v e  B o a r d ' s  p r o c e d u r e s  f o r  d e a l i n g  w i t h  o v e r d u e  o b l i g a t i o n s  as  we l l  
as  t h e  need f o r  new forms of c o o p e r a t i o n  be tween t h e  Fund, d e b t o r s ,  and 
m a j o r  c r e d i t o r  c o u n t r i e s .  

Only two of t he  c o u n t r i e s  t h a t  had been  t h e  s u b j e c t  of f o r m a l  com- 
p l a i n t s  h a d  s e t t l e d  t h e i r  o v e r d u e  f i n a n c i a l  o b l i g a t i o n s ,  Plr. Z e c c h i n i  
n o t e d .  When a c o u n t r y ' s  arrears were n o t  due  t o  problems of a t r a n s i t o r y  
o r  a d m i n i s t r a t i v e  n a t u r e ,  t h e y  t e n d e d  t o  a c c u m u l a t e  r a p i d l y ,  making i t  
all t h e  more  d i f f i c u l t  t o  e l i m i n a t e  them. Even i n  cases i n  which  payments  
problems were r e l a t e d  p a r t l y  t o  u n f a v o r a b l e  e x t e r n a l  f a c t o r s ,  t h e  problem 
of t h e  a r r e a r s  was usually compounded by t h e  i n a d e q u a t e  economic p o l i c i e s  
of t h e  c o u n t r y  conce rned .  Those  p o l i c i e s  t e n d e d  t o  c a u s e  arrears  t o  
b a l l o o n  and d i s c o u r a g e d  t h e  i n t e r n a t i o n a l  f i n a n c i a l  community from p r o v i d -  
i n g  t h e  c o u n t r i e s  conce rned  w i t h  a d e q u a t e  f i n a n c i a l  s u p p o r t .  C a r r e c t i v e  
a c t i o n  m u s t  be t a k e n  by members a t  a n  e a r l y  s t a g e  i n  t h e i r  arrears p rob lem,  
and t o  t h a t  end t h e  Fund s h o u l d  b e  more e f f e c t i v e  i n  t a k i n g  t h e  i n i t i a t i v e  
t o  a l e r t  t h e  c o u n t r i e s  conce rned  t o  p o t e n t i a l  p rob lems .  The main respon-  
s i b i l i t y  f o r  s o l v i n g  a r rears  p r o b l e m  c l e a r l y  r e s t e d  w i t h  t h e  i n d i v i d u a l  
c o u n t r i e s  conce rned ;  o t h e r  p a r t i e s  c o u l d  mere ly  s u p p o r t  t h e  e f f o r t s  o f  
t h e  c o u n t r y  w i t h  a r rears  t o  t a k e  c o r r e c t i v e  a c t i o n s .  

Be s u p p o r t e d  t h e  s t a f f ' s  app roach  t o  s o - c a l l e d  p r e v e n t i v e  a c t i o n s ,  
M r .  Z e c c h i n i  s a i d .  I n  a d d i t i o n ,  a member's p a s t  r e c o r d  of payments  s h o u l d  
be  t a k e n  i n t o  a c c o u n t  i n  t h e  d e s i g n  of a Fund-suppor ted  program f o r  t h e  
member as w 3 ' l l  a s  i n  t h e  s u r v e i l l a n c e  of t h e  member 's  p o l i c i e s  under  
Ar t i c l e  'N. The s t r e n g t h  of t h e  a d j u s t m e n t  e f f o r t  by a c o u n t r y  w i t h  
a r r e a r s  as r e f l e c t e d  i n  t h e  c o u n t r y ' s  Fund-suppor ted  program s h o u l d  be 
g r e a t e r  t h a n  t h e  Fund n o n u a l l y  r e q u i r e d  of members. I n  a d d i t i o n ,  p u r c h a s e s  
s h o u l d  b e  t i m e d  t o  take p l a c e  o n l y  a f t e r  t h e  due d a t e s  f o r  repayments .  
I n  a d d i t i o n ,  t h e r e  s h o u l d  be a g r e a t e r  number of p r i o r  measu res  and c l o s e r  
m o n i t o r i n g  of t h e i r  i m p l e m e n t a t i o n .  I n  cases i n  which t h e  Fund ' s  e x p o s u r e  
i n  a member was t h o u g h t  t o  be excessive i n  compar i son  w i t h  t h e  c o u n t r y ' s  
c r e d i t w o r t h i n e s s ,  a c c e s s  under  a n  a r r angemen t  s h o u l d  n o r m a l l y  be  set  i n  a 
way t h a t  would p e n n i t  n e t  r epaymen t s  t o  be made t o  t h e  Fund. A t  t h e  same 
time, members s h o u l d  c l e a r l y  u n d e r s t a n d  t h a t  t h e  Fund would s t a n d  r e a d y  
t o  g i v e  t h e m  f i n a n c i a l  s u p p o r t  once  t h e  ove rdue  payments  problem had been 
s o l v e d .  

He a g r e e d  w i t h  t h e  s t a f f  t h a t  some f l e x i b l i t y  i n  t h e  e s t a b l i s h m e n t  
of r e v i e w  p e r i o d s  s h o u l d  b e  m a i n t a i n e d ,  Mr. Z e c c h i n i  s t a t e d .  The three- 
month r e v i e w  p e r i o d  s h o u l d  be s e e n  as a l i m i t  and n o t  as a r u l e  t o  which 
e x c e p t i o n s  c o u l d  be  made. Such f l e x i b i l i t y  s h o u l d  h e l p  to  d i s p e l  t h e  
i m p r e s s i o n  t h a t  review p e r i o d s  were t h e  e q u i v a l e n t  of g r a c e  p e r i o d s .  
Review p e r i o d s  c o u l d  be s h o r t e n e d  f o r  members t h a t  had a poor r e c o r d  i n  
meeting t h e i r  o b l i g a t i o n s  t o  t h e  Fund and d i d  n o t  seem r e s p o n s i v e  t o  t h e  
Fund ' s  p o l i c y  recommendat ions .  S i n c e  prompt a c t i o n  by a member was 
required t o  keep  i t s  a r rears  s i t u a t i o n  from deteriorating, he c o u l d  
a c c e p t  some s h o r t e n i n g  of t h e  c u r r e n r ,  f ive-month  p e r i o d  between t h e  
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emergence of an overdue  payment: and t h e  E x e c u t i v e  Board ' s  s u b s t a n t i v e  
c o n s i d e r a t i o n  of t h e  Managing D i r e c t o r ' s  c o m p l a i n t ;  f o r  example ,  i n  cases 
i n  which t h e  arrears  were r e c u r r e n t  and r e l a t i v e l y  s i g n i f i c a n t ,  a reduc-  
t i o n  i n  t h e  p e r i o d  from f i v e  months t o  f o u r  months would be  a p p r o p r i a t e .  
A p e r i o d  s h o r t e r  t h a n  f o u r  months might  n o t  be  h e l p f u l ;  members must  be 
g i v e n  s u f f i c i e n t  t ime t o  e l i m i n a t e  t h e i r  arrears .  

He a g r e e d  wi th  the s t a f f  t h a t  t h e  a r r e a r s  of i n d i v i d u a l  members t h a t  
had been d e c l a r e d  i n e l i g i b l e  t o  u s e  t h e  Fund ' s  r e s o u r c e s  s h o u l d  be  h e l d  on  
a q u a r t e r l y  b a s i s ,  M r .  Z e c c h i n i  s a i d .  It w a s  i m p o r t a n t  for  t h e  E x e c u t i v e  
Board t o  keep  t h e  p r e s s u r e  on  t h o s e  c o u n t r i e s  by c l o s e l y  m o n i t o r i n g  them 
and by making them r e a l i z e  t h a t  t h e  d e c l a r a t i o n  of i n e l i g i b i l i t y  w a s  n o t  
t h e  f i n a l  s t e p  t h a t  t h e  Board c o u l d  t a k e .  I n  tha t :  c o n n e c t i o n ,  t h e  a t t i t u d e  
o f  bo th  of t h e  c o u n t r i e s  t h a t  had been  d e c l a r e d  i n e l i g i b l e  t h u s  f a r  seemed 
u n s a t i s f a c t o r y .  A f t e r  t h e  d e c l a r a t i o n  of i n e l i g i b i l i t y  Guyana had made 
i n s i g n i f i c a n t  payments t o  t h e  Fund, w h i l e  i t  had shown g r e a t e r  w i l l i n g n e s s  
t o  d e a l  w i t h  i t s  economic s i t u a t i o n  and t o  make payments t o  t h e  Fund b e f o r e  
the d e c l a r a t i o n .  Viet N a m  had n o t  changed i t s  n e g a t i v e  a t t i t u d e  a f t e r  
t h e  d e c l a r a t i o n  of i t s  i n e l i g i b i l i t y  t o  u s e  t h e  Fund's r e s o u r c e s .  

A d d i t i o n a l  means s h o u l d  be d e v i s e d  t o  keep t h e  p r e s s u r e  o n  members 
t h a c  had been d e c l a r e d  i n e l i g i b l e ;  compulsory  w i t h d r a w a l  from t h e  Fund 
shou ld  be s e e n  as ;3 f e a s i b l e  s o l u t i o n  o n l y  in extreme c a s e s ,  Mr. Z e c c h i n i  
s a i d .  E x e c u t i v e  D i r e c t o r s  s h o u l d  b e a r  i n  mind t h e  p o s s i b i l i t y  o f  r a i s i n g  
s p e c i a l  c h a r g e s  w i t h  a v iew t o  d o i n g  more t h a n  m e r e l y  r e c o v e r i n g  t h e  
f i n a n c i a l .  c o s t s  t o  t h e  Fund of ove rdue  o b l i g a t i o n s ,  Such c h a r g e s  c o u l d  
be a p p l i e d  on a case-by-case  b a s i s  a f t e r  t h e  E x e c u t i v e  Board had t a k e n  
i n t o  a c c o u n t  a member's  r e c o r d  of repayment  and t h e  r o l e  of e x t e r n a l  
f a c t o r s  i n  t h e  emergence of t h e  c o u n t r y ' s  a r r e a r s .  S p e c i a l  c h a r g e s  were 
t o  be d i s c u s s e d  f u r t h e r  on a n o t h e r  o c c a s i o n  i n  t h e  n e a r  f u t u r e .  

The s t a f f ' s  c o n c l u s i o n  t h a t  members had n o t  a lways  g i v e n  p r i o r i t y  t o  
s e t t l i n g  t h e i r  ove rdue  o b l i g a t i o n s  t o  t h e  Fund was a c a u s e  f o r  c o n c e r n ,  
Mr. Z e c c h i n i  s a i d .  H e  wondered whether  t h e  staff  f e l t  t h a t  t h e  c o u n t r i e s  
conce rned  had a t t a c h e d  g r e a t e r  i m p o r t a n c e  t o  m a i n t a i n i n g  good r e l a t i o n s  
wi th  non-Fund c r e d i t o r s ,  o r  whether  t h e  c o u n t r i e s  repayment  d e c i s i o n s  had 
been  i n f l u e n c e d  by t h e  fac t i  t h a t  i n t e r e s t  rates on Fund c r e d i t  were below 
marke t  r a t e s .  I f  t h e  l a t t e r  were t r u e ,  s p e c i a l  c h a r g e s  t h a t  r o s e  o v e r  
time would seem a n  a p p r o p r i a t e  way o f  c r e a t i n g  a n  i n c e n t i v e  f o r  t h e  
members conce rned  t o  g i v e  a h i g h e r  p r i o r i t y  t o  r e p a y i n g  t h e  Fund. 

I n  r e s p o n s e  t o  members t h a t  had been  d e c l a r e d  i n e l i g i b l e  t o  u s e  t h e  
Fund ' s  r e s o u r c e s  b u t  t h a t  had m a i n t a i n e d  a n e g a t i v e  a t t i t u d e  toward t h e i r  
a r r e a r s  t o  the Fund,  t h e  E x e c u t i v e  Board c o u l d  l i m i t ,  o n  a case-by-case  
b a s i s ,  the a v a i l i a b i l i t y  of  some of t h e  s e r v i c e s  t h a t  t h e  Fund norma l ly  
p r o v i d e d ,  Mr. Z e c c h i n i  remarked.  Fo r  example ,  t h e  Fund c o u l d  l i m i t  i t s  
t e c h n i c a l  a s s i s t a n c e  missions t o  members whose f i n a n c i a l  c o n d i t i o n s  d i d  
n o t  e x p l a i n  t h e i r  i ack  o f  c o m p l i a n c e  wieh t h e i r  o b l i g a t i o n s  t o  the Fund 
and which d i d  not a t t a c h  the highest p r i o r i t y  to r e p a y i n g  t h e  F u n d .  
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M r .  Mtei s a i d  t h a t  t h e  c o u n t r i e s  i n  h i s  c o n s t i t u e n c y  a t t a c h e d  c o n s i d -  
e r a b l e  impor t ance  t o  t h e  p r e s e n t  d i s c u s s i o n  and  hoped t h a t  i t  would r e s u l t  
i n  a m a j o r  r e c o n s i d e r a t i o n  of t h e  F u n d ' s  p r e s e n t  approach  t o  o v e r d u e  
o b l i g a t i o n s .  S i x  of  h i s  c o u n t r i e s  were i n  arrears t o  t h e  Fund. The 
p r e s e n t  r e v i e w  s h o u l d  g i v e  t h e  E x e c u t i v e  Board a n  o p p o r t u n i t y  t o  a d o p t  a 
more r e a l i s t i c  a p p r o a c h  t o  r h e  d i f f i c u l t y  t h a t  some members had  i n  m e e t i n g  
t h e i r  f i n a n c i a l  o b l i g a t i o n s  t o  t h e  Fund. 

H e  t o o  was d e e p l y  c o n c e r n e d  a b o u t  t h e  l e v e l  of o v e r d u e  o b l i g a c i o n s ,  
t h e  r a p i d  r a t e  of t h e i r  a c c u m u l a t i o n ,  and t h e  s e r i o u s  i m p l i c a t i o n s  of t h e  
a r rears  f o r  t h e  F u n d ' s  mone ta ry  c h a r a c t e r ,  i t s  i n t e g r i t y  a5 a c o o p e r a t i v e  
I n s t i t u t i o n ,  a n d  t h e  r e v o l v i n g  n a t u r e  of t h e  F u n d ' s  r e s o u r c e s ,  Mr. Mtei 
c o n t i n u e d .  I n d e e d ,  i t  was t h e  d e e p  c o n c e r n  of t h e  c o u n t r i e s  i n  h i s  
c o n s t i t u e n c y  a b o u t  t h e  F u n d ' s  i n t e g r i t y  t h a t  had prompted them t o  c a l l  
upon t h e  E x e c u t i v e  Board t o  c o n s i d e r  a d o p t i n g  a more p r a g m a t i c  a p p r o a c h  
t o  the problem of arrears t o  t h e  Fund and t h e  d i f f i c u l t i e s  t h a t  some 
members were e n c o u n t e r i n g  i n  d i s c h a r g i n g  t h o s e  o b l i g a t i o n s  i n  a t i m e l y  
manner.  A t  t h e  same t i m e ,  i t  was i m p o r t a n t  t o  n o t e  t h a t  t h e  Fund was n o t  
f a c i n g  a f i n a n c i a l  o r  l i q u i d i t y  c r i s i s  b e c a u s e  of t h e  arrears .  A s  
Mr. Mass6 and Mr. Sengup ta  had s t r e s s e d ,  t h e  b u l k  o f  t h e  arrears were 
a c c o u n t e d  f o r  by a v e r y  s m a l l  number o f  members. Moreover ,  h i s  a u t h o r i t i e s  
were f a i r l y  o p t i m i s t i c  a b o u t  t h e  p r o s p e c t s  f o r  s e t t l i n g  t h e  a r rears  as a 
,result of t h e  p o l i c i e s  t h a t  were l i k e l y  t o  be adop ted  by t h e  c o u n t r i e s  
conce rned  i n  t h e  n e a r  f u t u r e ,  e s p e c i a l l y  Sudan  and Zambia,  which had 
adop ted  comprehens ive  economic  r e f o r m  measures  recornmenaed by the Fund - 

T h e  p r e s e n t  p o l i c i e s  and p r o c e d u r e s  f o r  h a n d l i n g  ove rdue  f i n a n c i a l  
o b l i g a t i o n s  t o  t h e  Fund and  the r e a c t i o n s  and views of some E x e c u t i v e  
D i r e c t o r s  a t  t h e  p r e s e n t  d i s c u s s i o n  seemed t o  be  based  on  t h e  i m p l i c i t  
a s s u m p t i o n  t h a c  members w i t h  arrears  had t h e  r e s o u r c e s  t o  makc t h e  o v e r d u e  
payments  and m e r e l y  needed  t o  be u rged  t o  do so  t h r o u g h  t h e  e x e r t i o n  of  
a s  much p r e s s u r e  by t h e  F u n d ' a s  p o s s i b l e ,  Mr. Mtei s a i d .  
w a s  u n r e a l i s t i c .  Members w i t h  a r r ea r s  were n o t  d e l i b e r a t e l y  d e f y i n g  t h e  
Fund; i n  f a c t ,  t h e y  f a c e d  g e n u i n e  d i f f i c u l t y  i n  m e e t i n g  t h e i r  f i n a n c i a l  
o b l i g a t i o n s  t o  t h e  Fund d e s p i t e  t h e  p r i o r i t y  t h e y  g a v e  t o  m e e t i n g  t h o s e  
o b l i g a t i c n s .  Because i t  was n o t  based  on a r e a l i s t i c  a s s e s s m e n t  of t h e  
s i t u a t i o n  i n  members w i t h  arrears  , t h e  E x e c u t i v e  B o a r d ' s  p r e s e n t  a p p r o a c h  
t o  h a n d l i n g  t h o s e  cases had  f a i l e d  t o  s o l v e  t h e  problem of a r rears .  By 
any  measu re  t h a t  problem had worsened  i n  r e c e n t  months.  

T h a t  a s s u m p t i o n  

The f i r s t  s t e p  t h a t  s h o u l d  be  t a k e n  t o  s o l v e  t.he a r rears  problem was 
t o  r e c o g n i z e  t h e  g e n u i n e  d i f f i c u l t i e s  t h a t  had l e d  i o  t h e  emergence of 
arrears  i n  i n d i v i d u a l  c o u n t r i e s ,  Mr. Mtei commented. On page 5 t h e  s t a f f  
had gone  p a r t  of t h e  way toward  a d m i t t i n g  t h a t  t h e  members conce rned  
f a c e d  g e n u i n e  d i f f i c u l t i e s  i n  s t a t i n g  t h a t  " i n  s e v e r a l  of t h e s e  cases 
( o f  ove rdue  o b l i g a t i o n s )  payment problems have  p e r s i s t e d  d e s p i t e  r e p e a t e d  
a d j u s t m e n t  programs and t h e  p r o l o n g e d  use o f  Fund resources ,  and obligations 
due  to the Fund have  r i s e n  t o  l e v e l s  t h a t  n o t  o n l y  a r e  l a r g e  i n  a b s o l u t e  
terns and r e l a t i v e  t o  q a o t a  b u t  a l s o  r e p r e s e n t  a s i g n i f i c a n t  f a c t o r  i n  
members' overall b a l a n c e  of payme.nts and d e b t  s e r v i c i n g  problems, ' '  
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The Fund w a s  a ma jo r  c r e d i t o r  of t h e  s i x  members of h i s  c o n s t i t u e n c y  
w i t h  arrears t o  t h e  i n s t i t u t i o n ,  Mr. Mtei s a i d .  The t o t a l  o b l i g a t i o n s  of 
t h o s e  c o u n t r i e s  t o  t h e  Fund i n  t h e  p e r i o d  up t o  December 1984 r e p r e s e n t e d  
o n  a v e r a g e  a b o u t  38 p e r c e n t  of t h e i r  t n n u a l  e x p o r t  p r o c e e d s ;  t h e  r a t i o  
exceeded  70 p e r c e n t  f o r  some of t h o s e  c o u n t r i e s .  T o t a l  r e p u r c h a s e s  i n  
t h e  same p e r i o d  by 1 5  A f r i c a n  c o u n t r i e s  i n  h i s  c o n s t i t u e n c y  would amount 
r o  $1,3  b i l l i o n ,  a n  amount e q u i v a l e n t  t o  a l l  t h e  r e s o u r c e s  a v a i l a b l e  
u n d e r  t h e  World Bank ' s  S p e c i a l  F a c i l i t y  f o r  Sub-Saharan A f r i c a .  

I n  1982, when ma jo r  d e b t o r  c o u n t r i e s  had  had  s e r i o u s  d i f f i c u l t y  i n  
s e r v i c i n g  t h e i r  d e b t  on  t ime, t h e  Fund had s t e p p e d  in w i t h  a n  i n n o v a t i v e  
a p p r o a c h ,  a s k i n g  c r e d i t o r s  t o  p r o v i d e  d e b t  r e l i e f  and  s u p p o r t i n g  t h e  
a d j u s t m e n t  programs of d e b t o r  c o u n t r i e s  t o  e n a b l e  t h o s e  c o u n t r i e s  t o  
m a i n t a i n  t h e i r  c o s t l y  a d j u s t m e n t  e f f o r t s ,  Mr. Mtei r e c a l l e d .  The Fund 
s h o u l d  be e x p e c t e d  t o  a d o p t  a p r a g m a t i c  approach  t o  s o l v i n g  t h e  problem 
of ove rdue  o b l i g a t i o n s ,  t a k i n g  i n t o  a c c o u n t  t h e  genu ine  d i f f i c u l t i e s  i n  
some of: t h e  d e b t o r  c o u n t r i e s .  The mone ta ry  c h a r a c t e r  of t h e  Fund and t h e  
r e v o l v i n g  n a t u r e  of i t s  r e s o u r c e s  were i m p o r t a n t ,  b u t  t h e  Fund s h o u l d  
l e a r n  from r e c e n t  e x p e r i e n c e  how t o  h a n d l e  t h e  p r e s e n t  problem o f  overdue  
o b l i g a t i o n s .  O n  t h e  Fund's  a d v i c e ,  t h e  commerc ia l  banks  were r e s c h e d u l i n g  
d e b t s  and p r o v i d i n g  new r e s o u r c e s  t o  d e b t o r  c o u n t r i e s ;  t h e y ,  t o o ,  were 
monetary  i n s t i t u t i o n s  and made t h e i r  r e s o u r c e s  a v a i l a b l e  g e n e r a l l y  on a 
s h o r t - t e r m  b a s i s .  

On several  p r e v i o u s  o c c a s i o n s  some E x e c u t i v e  D i r e c t o r s  had u n d e r s c o r e d  
t h e  need f o r  t h e  E x e c u t i v e  Board t o  c o r i s i d e r  t h e  a p p l i c a b i l i t y  of Art ic le  V ,  
S e c t i o n s  7 ( g )  and 8 ( e )  t o  some of t h e  cases of ove rdue  o b l i g a t i o n s  as p a r t  
of a p ragmat i c  approach  t o  s o l v i n g  t h e  problem of a r rears  t o  t h e  Fund, 
Mr. Mtei s a i d .  S e v e r a l  E x e c u t i v e  D i r e c t o r s  had made t h e  same p o i n t  a t  
t h e  p z e s e n t  mee t ing .  Under t h o s e  p r o v i s i o n s ,  t h e  Fund c o u l d  pos tpone  t h e  
d i s c h a r g e  of r e p u r c h a s e  o b l i g a t i o n s  and p e r m i t  payment of c h a r g e s  i n  
n a t i o n a l  c u r r e n c y  by a member t h a t  w a s  f a c i n g  e x c e p t i o n a l l y  s e r i o u s  
p rob lems ,  O n  t h r e e  o c c a s i o n s  i n  t h e  p a s t  t h e  Fund had ag reed  t h a t  unde r  
Ar t ic le  V ,  S e c t i o n  7 ( g ) ,  members c o u l d  pos tpone  t h e  d i s c h a r g e  of r e p u r c h a s e  
o b l i g a t i o n s .  Given t h e  p r o v i s i o n s  i n  t h e  r e l e v a n t  Ar t ic les  and c e r t a i n  
p r e c e d e n t s ,  t h e  Fund s h o u l d  c o n s i d e r  p o s t p o n i n g  r e p u r c h a s e s  b y  c o u n t r i e s  
f a c i n g  e x c e p t i o n a l  h a r d s h i p s .  A pos tponement  would s t i l l  e n a b l e  a member 
t o  make r e p u r c h a s e s  w i t h i n  t h e  maximum f i v e - y e a r  p e r i o d  s t i p u l a t e d  by t h e  
Xrt ic les ,  b u t  i t  would g i v e  low-income , d e b t o r  d e v e l o p i n g  c o u n t r i e s  an 
a d d i t l o n a l  one  o r  two years t o  make needed a d j u s t m e n t s  and t o  f e e l  t h e  
benefits of t h e  a d j u s t m e n t s .  

The Fund s h o u l d  n o t  a p p l y  t h e  A r t i c l e s  s e l e c t i v e l y ,  Mr. Mtei went  on. 
T h e  A r t i c l e s  o b l i g e d  members t o  meet t h e i r  f i n a n c i a l  o b l i g a t i o n s  t o  t h e  
Fund b u t  a l s o  gave t h e  Fund some f l e x i b i l i t y  i n  h a n d l i n g  c o u n t r i e s  f a c i n g  
e x c e p t i o n a l  h a r d s h i p s .  
leffis f a c i n g  d e b t o r  c o u n t r i e s  t h a t  had borrowed i n  c a p i t a l  m a r k e t s ,  t h e  
Fund s h o u l d  t a k e  t h e  i n i t i a t i v e  t o  p ropose  ways o f  d e a l i n g  w i t h  problems 
r e l a t e d  t o  low-income c o u n t r i e s '  d e b t ,  i n c l u d i n g  d e b t  t o  t h e  Fund. Execu- 
t i v e  Directors  s h o u l d  t a k e  a more p o s i t i v e  approach  t h a n  t h e y  had h i t h e r t o  
to so lvf ing  t h e  problem of o v e r d u e  f i n a n c i a l  obligations t o  t h e  Fund. 

J u s t  a s  S e c r e t a r y  B a k e r ' s  p lan d e a l t  w i t h  t h e  prob- 
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T h e  l e v e l  and growth  of arrears to the F u n d  were aI.ariiiii~:.g fdr b o t h  
t h e  Fund and t h e  members c o n c e r n e d ,  tfr. Mtei remarked.  t iowever,  the 
f i g u r e s  must  be s e e n  i n  p r o p e r  p e r s p e c t i v e :  n e a r l y  all t h e  c o u n t r i e s  t h a t  
were having  d i f f i . c u l t y  i n  making payments  on time were  low-income A f r i c a n  
Z o u n t r i e s  t h a t  f a c e d  e x c e p t i o n a l l y  d i f f i c u l t  economic and f i n a n c i a l  
p roblems and s e r i o u s  r e s o u r c e  c o n s t r a i n t s  even  though t h e y  had implemented  
a d j u s t m e n t  ineasures  a t  s u b s t a . n t i a l  s o c i a l  and  p o l i t i c a l  c o s t s .  

In Mr. Dal lara 's  background n o t e  t h e  p r o j e c t e d  impac t  of t h e  a r r e a r s  
on t h e  Fund ' s  n e t  income and the r a t e  of c h a r g e  was based  on t h e  a s s u m p t i o n  
t h a t  c o u n t r i e s  w i t h  arrears would n e v e r  r epay  t h e  Fund--something t h a t  was 
most u n l i k e l y ,  M r .  Mtei s a i d .  A 1 1  t h e  o v e r d u e  o b l i g a t i o n s  would e v e n t u a l l y  
be e l i m i n a t e d .  Meanwhile,  t h e  Fund must g i v e  t h e  members conce rned  t i m e  
t o  i m p l e m e n t  and f e e l  t h e  b e n e f i c i a l  e f f e c t s  of c o r r e c t i v e  measu res  and 
s h o u l d  s t r e n g t h e n  t h e  members' a d j u s t m e n t  e f f o r t s  by  p r o v i d i n g  f i n a n c i a l  
a s s i s t a n c e .  The Fund s h o u l d  adop t  a more f l e x i b l e  approach  t o  ove rdue  
o b l i g a t i o n s  so t h a t  t h e  c o u n t r i e s  conce rned  c o u l d  d e a l  w i t h  t h e  problems 
Eacing  t h e i r  economies .  

The  Fund n a t u r a l l y  mus t  t a k e  s t e p s  t o  e n s u r e  t h e  t i m e l y  d i s c h a r g e  of 
r e p u r c h a s e s ,  M r .  Mtei c o n t i n u e d .  However, t h e  p o s s i b l e  i m p l i c a t i o n s  of 
t h e  p r e v e n t i v e  a c t i o n s  d e s c r i b e d  on pages  7 and 8 of t h e  s t a f f  p a p e r  f o r  
t h e  q u n l i t y  o f  Fund-supported a d j u s t m e n t  programs was a c a y s e  f o r  c o n c e r n e  
He doubted  whe the r  Fund-supported programs c o u l d  h e l p  a member t o  d e a l  
w i t h  t h e  i m b a l a n c e s  i n  i t s  economy i f  t h e  ove r r i -d ing  p r e o c c u p a t i o n  of t h e  
s t a f f  i n  d e s i g n i n g  a n  ad ju s tmenc  program was t h e  m a i n t e n a n c e  of r e s e r v e  
t a r g e t s ,  t h e  need r o  a c c u m u l a t e  su f f : c i en t  b u d g e t a r y  r e s o u r c e s ,  and t h e  
e s t a b l i s h m e n t  by a member w i t h  a r r e a r s  of a s p e c i a l  f o r e i g n  exchange  
a c c o u n t  c h a t  would g u a r a n t e e  f u t u r e  repayments  t o  t h e  Fund. The o n l y  real 
s e c u r i t y  f o r  t i m e l y  repayment  t o  t h e  Fund was t h e  r e s t o r a t i o n  of f i n a n c i a l  
s t a b i l i t y  and t h e  r e s u m p t i o n  of economic growth  i n  d e b t o r  c o u n t r i e s .  The 
F u n d ' s  i n t e n s i v e  e E f o r t s  t o  h e I p  members t o  f o r m u l a t e  c o r r e c t i v e  m e a s u r e s  
s h o u l d  be  c o n t i n u e d ,  However,  i n  t h e  a b s e n c e  of a d e q u a t e  f i n a n c i a l  s u p p o r t ,  
c o r r e c t i v e  e f f o r t s  c o u l d  no t  s u c c e e d .  Dur ing  the r e c e n t  d i s c u s s i o n  on 
deve lopmen t s  in c a p i t a l  m a r k e t s  (EBM/85/165 and EBM/85/166, 11 /13/85) ,  
E x e c u t i v e  D i r e c t o r s  had s t r e s s e d  t h a t  a f u r t h e r  r e d u c t i o n  i n  t h e  e x p o s u r e  
of commerc ia l  banks t o  d e b t o r  d e v e l o p i n g  c o u n t r i e s  would weaken t h e  
q u a l i t y  of t h e  banks '  e x i s t i n g  assets  i n  t h o s e  c o u n t r i e s .  The same 
c o n c l u s i o n  was a p p l i c a b l e  t o  t h e  F u n d ' s  assets  i n  low-income d e b t o r  
d e v e l o p i n g  c o u n t r i e s  w i th  a r r e a r s  t o  t h e  Fund. 

H e  a g r e e d  w i t h  t h e  s t a f f  t h a t  t h e  p r e s e n t  pol ic ies  t o  r e d u c e  o r  
p r e v e n t  a r r e a r s  had n o t  been  e f f e c t i v e ,  Mr. Mtei  remarked.  However,  t h a t  
probl-em had l i t t l e  to  do w i t h  e i t h e r  t h e  t i m i n g  of t h e  E x e c u t f v e  B o a r d ' s  
i nvo lvemen t  in cases of arrears  o r  t h e  i n t e r v a l s  between r e v i e w s  o f  s u c h  
cases.  tie d i sag reed  w i t h  t h e  s t a f f  t h a t  members had seen t h o s e  i n t e r v a l s  
as  a kind of  g r a c e  p e r i o d  and t h a t  s p e e d i n g  up  t h e  t i m e t a b l e  f o r  r e p o r t i n g  
and a c t i o n  by t h e  E x e c u t i v e  Board as recommended by t h e  s t a f f  would h e l p  
to s o l v e  t h e  problem of overdue  o b l i g a t i o n s .  The p r e s e n t  policies concern-  
i n g  a r rears  c o u l d  not b e  effective because t h e y  overl .ooked many o f  the 
m a i n  f a c t o r s  tha t  c o n t r i b u t e d  t o  t h e  a r rears  problem. I n  :some cases t h e  
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E x e c u t i v e  Board had  g3ne as f a r  a s  d e c l a r i n g  t h a t  a member w a s  i n e l i g i b l e  
t o  u s e  t h e  general .  r e s o u r c e s  o f  t h e  Fund, b u t  t h e  o n l y  c l e a r  r e s u l t  of 
t h a t  a c t i o n  was t h a t  i t  had a g g r a v a t e d  an  a l r e a d y  d i f f i c u l t  s i t u a t i o n  i n  
t h e  c o u n t r y  c o n c e r n e d  by weakening  t h e  c o u n t r y ' s  a b i l i t y  t o  o b t a i n  f u r t h e r  
r e s o u r c e s ,  which i n  t u r n  r educed  t h e  c h a n c e s  of e l i m i n a t i n g  t h e  c o u n t r y ' s  
o v e r d u e  o b l i g a t i o n s  a t  a n  e a r l y  d a t e .  

The  s t a f f  recommendations c o n c e r n i n g  s t e p s  t h a t  t h e  Fund c o u l d  take 
f o l l o w i n g  a d e c l a r a t i o n  of i n e l i g i b i l i t y  would he c o u n t e r p r o d u c t i v e ,  
Mr. Mtei c o n s i d e r e d .  P u n i t i v e  a c t i o n s  would m e r e l y  a l i e n a t e  t h e  members 
c o n c e r n e d  and  would l e a d  t o  a f u r t h e r  d e t e r i o r a t i o n  i n  the r e l a t i o n s  
be tween t h e  Fund and t h o s e  c o u n t r i e s  a t  p r e c i s e l y  t h e  time when t h e  
c h a n n e l s  of communication s h o u l d  b e  k e p t  open.  I t  was d i f f i c u l t  f o r  him 
t o  see how impos ing  a d d i t i o n a l  f i n a n c i a l  p e n a l i t i e s ,  s e v e r i n g  n o n f i n a n c i a l  
r e l a t i o n s  w i t h  a member, o r  i n i t i a t i n g  c m p d s o r y  w i t h d r a w a l  p r o c e e d i n g s  
would make a p o s i t i v e  c o n t r i b u t i o n  t o  a n  e a r l y  s e t t l e m e n t  of a member's  
ove rdue  o b l i g a t i o n s  t o  t h e  Fund. H e  was encouraged  by Mr. Dal la ra ' s  
s t a t e m e n t  t h a t  Mr. Dallara's v iews  on i n e l i g i b i l i t y  and e x p u l s i o n  were 
no t  y e t  f u l l y  d e v e l o p e d .  S t e p s  s u c h  as compulsory  w i t h d r a w a l  from t h e  
Fund would no t  be i n  t h e  F u n d ' s  b e s t  i n t e r e s t  i n  d e a l i n g  w i t h  c o u n t r i e s  
t h a t  had been  c o o p e r a t i n g  w i t h  t h e  Fund, were implemen t ing  a d j u s t m e n t  
p o l i c i e s  approved  by t h e  Fund,  and were f a c i n g  d i f f i c u l t i e s  c a u s e d  by 
f a c t o r s  beyond t h e i r  c o n t r o l .  

Mr. S u g i t a  s a i d  t h a t  he  was d e e p l y  conce rned  abouL t h e  d e t e r i o r a t i n g  
s i t u a t i o n  w i t h  respect t o  o v e r d u e  o b l i g a t i o n s  t o  t h e  Fund. The s e r i o u s  
n a t u r e  of t h e  problem w a s  r e f l e c t e d  i n  t h e  F u n d ' s  income p o s i t i o n  i n  t h e  
f i r s t  h a l f  of t h e  p r e s e n t  f i n a n c i a l  y e a r .  The arrears had an  u n f a v o r a b l e  
impact on t h e  F u n d ' s  f i n a n c i a l  i n t e g r i t y ,  and  t h e  c o s t  of o f f s e t i n g  t h e  
a r rears  would have  t o  be bo rne  by members t h a t  had remained  c u r r e n t  i n  
t h e  Fund.  The p r e v e n t i v e  and c o r r e c t i v e  m e a s u r e s  t ha t  had been i n t r o d u c e d  
t h u s  f a r  n i g h t  have h e l p e d  somewhat t o  p r e v e n t  a d d i t i o n a l  a r rears ,  b u t  
t h e y  had no t  gone  f a r  enough t o  r e v e r s e  t h e  d e t e r i o r a t i n g  t r e n d  i n  arrears .  
Accord ing ly  , t h e  p o l i c i e s  f o r  d e a l i n g  w i t h  cases of o v e r d u e  a r rears  s h o u l d  
be kept  unde r  c o n t i n u a l  r ev iew.  Any f e a s i b l e  means of f u r t h e r  s t r e n g t h e n -  
i n g  t h e  p r e v e n t i v e  measu res  would b e  welcome. 

Arrears, t o  t h e  Fund were a l m o s t  a lways  a s s 0 c i a t e . d  w i t h  deep- roo ted  
economic imba lances  and economic management problems in.  t h e  c o u n t r i e s  
wi.th t h e  a r rears ,  Hr. S u g i t a  n o t e d .  He was t h e r e f o r e  p l e a s e d  t h a t  t h e  
s t a f f  had  s t o o d  r e a d y  t o  a s s i s t  t h e  members conce rned  i n  f o r m u l a t i n g  
needed  a d j u s t m e n t  p o l i c i e s ,  a n d  t h e  s t a f f  s h o u l d  c o n t i n u e  t o  do  so i n  
coming months.  A t  t h e  same t i m e ,  t h e  Fund must  u r g e  members w i t h  arrears 
t o  g i v e  t h e  h i g h e s t  p r i o r i t y  t o  e l i m i n a t i n g  t h e i r  o v e r d u e  f i n a n c i a l  
o b l i g a t i o n s .  Nr. Da l l a ra  had  made a n  i n t e r e s t i n g  s u g g e s t i o n  to  i n c l u d e  a 
s e c t i o n  on a member 's  a b i l i t y  L O  repay t h e  Fund i n  each  s t a f f  p a p e r  on a 
member's r e q u e s t  t o  use t h e  F u n d ' s  r e s o u r c e s .  ti? l o o k e d  fo rward  t o  
r e c e i v i n g  atr t h e  e a r l i e s t  p o s s i b l e  d a t e  a s t a f f  pape r  on t h e  i n t r o d u c t i o n  
of p r o v i s i o n s  t o  c o v e r  l o s s e s  d u e  t o  o v e r d u e  r e p u r c h a s e  o b l i g a t i o n s .  



EBl5/85/170 - 1 1 / 2 5 / 8 5  - 42 - 

The i n t e r v a l s  b e t v z e n  Exectltive Board d i s c u s s i o n s  of a member's  
arrears  mus t  b e  used t o  f o r m u l a t e  and implement  t h e  p o l i c i e s  needed  t o  
s e t t l e  t h e  arrears ,  M r .  S u g i t a  s s i d .  To t h a t  e n d ,  more a c t i v e  p a r t i c i p a -  
t i o n  by t h e  E x e c u t i v e  Board a t  a n  e a r l i e r  s t a g e  m l g h t  b e  w a r r a n t e d  i n  
some cases,  as e x p e r i e n c e  showed t h a t  an E x e c u t i v e  Board d i s c u s s i o n  of a 
member's  arrears  f r e q u e n t l y  prompted t h e  member t o  make some payment o r  
even f u l l  s e t t l e m e n t .  Advancing t h e  t i m e t a b l e  f o r  t h e  E x e c u t i v e  B o a r d ' s  
d i s c u s s i o n s  on  a member 's  a r rears  would be a p p r o p r i a t e  i f  t h e  member 
c o n c e r n e d  seemed l i k e l y  t o  make l i t t l e  p r o g r e s s  i n  s e t t l i n g  i t s  a r rears  
t o  t h e  Fund. The s t a f f ' s  s u g g e s t i o n  t o  e s t a b l i s h  a t i m e t a b l e  t h a t  would 
p r o v i d e  f o r  a more r a p i d  o v e r a l l  c o n s i d e r a t i o n  of a member's a r r e a r s  w a s  
n o r t h  examining .  

It  m i g h t  be  u s e f u l  f o r  t h e  E x e c u t i v e  Board t o  c o n s i d e r  t h e  arrears  
of a member t h a t  had  heen d e c l a r e d  i n e l i g i b l e  t o  use t h e  Fund ' s  resoui:ces 
on a r e g u l a r  b a s i s  i n  o r d e r  t o  u n d e r s c o r e  t h e  B o a r d ' s  s t r o n g  i n t e r e s t  i n  
s u c h  cases,  Mr. S u g i t a  remarked .  A l t e r n a t i v e l y ,  i n  t h e  c o n t e x t  of t h e  
e f f o r t  t o  s t r e n g t h e n  s u r v e i l l a n c e  t h e  Fund c o u l d  c o n d u c t  a c o n s u l t a t i o n  
w i t h  t h e  c o u n t r i e s  c o n c e r n e d  s i x  months a f t e r  t h e  Ar t ic le  I V  c o n s u l t a t i o n .  
The main  o b j e c t i v e  of t h e  a d d i t i o n a l  c o n s u l t a t i o n  would be to e x p e d i t e  a 
s e t t l e m e n t  of a member's  o v e r d u e  o b l i g a t i o n s  t o  t h e  Fund; t h e  s i z e  of t h e  
m i s s i o n  f o r  s u c h  c o n s u l t a t i o n s  c o u l d  be  k e p t  t o  t h e  minimum, and t h e  s t a f f  
p a p e r  r e s u l t i n g  from tl;e m i s s i o n  need n o t  be comprehens ive .  

His a u t h o r i t i e s  were s t r o n g l y  opposed  t o  p o s t p o n i n g  a member's  pay- 
ment o b l t g a t i o n s  t o  t h e  Fund, Mr. S u g i t a  s a i d .  T h a t  o p t i o n  had  been  
d i s c u s s e d  and r e j e c t e d  i n  A p r i l  1984,  and he  saw no r e a s o n  eo r e v i v e  i t .  
A pos tponement  of payment o b l i g a t i o n q  i n  t h e  p r e s e n t  c i r c u m s t a n c e s  would 
be n fundamen ta l  d e p a r t u r e  from che Fund's established l e n d i n g  p o l i c y  and 
would critically damage t h e  Fund ' s  mone ta ry  c h a r a c t e r .  

Mr' .  Fugmann s t a t e d  t h a t  h e  s u p p o r t e d  Mr. ? G o t ' s  r eques t  f o r  s e p a r a t e  
i n d i c a t i o n s  of t o t a l  o v e r d u e  r e p u r c h a s e s  and o v e r d u e  c h a r g e s .  The accumula-  
t i o n  of ove rdue  o b l i g a t i o n s  t o  t he  Fund w a s  a growing  and s e r i o u s  problem. 
The b u i l d u p  was p a r t i c u l a r l y  w o r r y i n g  b e c a u s e  i t  had t a k e n  p l a c e  d u r i n g  a 
p e r i o d  of a c c e l e r a t e d  g rowth  i n  t h e  w o r l d  economy. 

The s t a f f  r e p o r t  men t ioned  two e s p e c i a l l y  d i s q u i e t i n g  a s p e c t s  of  
r e c e n t  deve lopmen t s  I n  arrears  t o  t h e  Fund,  Mr. Fugmann remarked .  F i r s t ,  
f o r  a number of members,  t h e i r  arrears  t o  t h e  Fund compr i sed  a s u b s t a n t i a l  
p a r t  of t h e i r  t o t a l  e x t e r n a l  arrears .  Second,  i n  s e v e r a l  cases, t h e  
p o s s i b i l i t y  of e l i m i n a t i n g  t h e  arrears  d i d  n o t  depend upon a s a t i s f a c t o r y  
a d j u s t m e n t  program a l o n e ;  i t  a l s o  depended upon t h e  r e s u m p t i o n  of a d e q u a t e  
F i n a n c i n g  from o t h e r  s o u r c e s  i n  s u p p o r t  of s t r e n g t h e n e d  policies. The 
need f o x  a d d i t i o n a l  f i n a n c i n g  seemed t o  complicate t h e  e f f o r t  t 3  f i n d  a 
s o l u t i o n  t o  t h e  a r r e a r s ,  as  t h e  n e g o t i a t i o n s  on s u c h  f i n a n c i n g  o f t e n  
i n v o l v e d  a r e l a t i v e l y  l a r g e  number of  p a r t i e s .  

H e  e n d o r s e d  t h e  measures t h a t  management and s t a f f  had a l r e a d y  t a k e n  
i n  working  i n t e n s i v e l y  with i n d i v i d u a l  members t o  p r e v e n t  and correct 
problems t h a t  had caused overdue o b l i g a t i o n s  to t h e  Furid,  Mr. Fugmann 
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commented. The i n i t i a t i v e  t h a t  t h e  Fund had t a k e n  i n  a l e r t i n g  members t o  
p o t e a t i a l  p roblems,  in emphas iz ing  the i m p o r t a n c e  of e a r l y  a c t i o n  t o  d e a l  
with p r o b l e m s ,  and i n  p r o v i d i n g  a s s i s t a n c e  i n  d e v i s i n g  p r e v e n t i v e  measures 
was of g r e a t  s i g n i E l c a n c e ,  a l t h o u g h  i t  had n o t  p roven  a d e q u a t e  i n  many 
cases.  Given t h e  growing arrears problem,  z l a r i f i c a t i o n s  of and c e r t a i n  
changes  i n  p r e s e n t  p r o c e d u r e s  were c a l l e d  f o r .  He a g r e e d  w i t h  t h e  s t a f f  
t h a t  t h e  Managing D i r e c t o r ' s  c o m p l a i n t s  s h o u l d  be  i s s u e d  a t  a n  ear l ie r  
s t a g e  i n  ce r t a in  c a s e s  and t h a t  t h e  r ev iew p e r i o d s  s h c u l d  be s h o r t e n e d  
if t1.e member was n o t  making a d e q u a t e  p r o g r e s s  i n  e l i m i n a t i n g  i t s  arrears  
t o  t h e  Fund. 

The p r e s e n t  f ive-month p e r i o d  from t h e  t i m e  a member 's  o b l i g a t i o n s  
became ove rdue  f o r  more t h a n  a month u n t i l  s u b s t a n t i v e  c o n s i d e r a t i o n  of 
t h e  a r r e a r s  by t h e  E x e c u t i v e  Board was t o o  l o n g ;  s u b s t a n t i a l  a d d i t i o n a l  
arrears  cou ld  accumulate i n  t h a t  p e r i o d ,  M r .  Fugmann s a i d .  A s  a g e n e r a l  
r u l e ,  t h a t  p e r i o d  s h o u l d  be s h o r t e n e d  s o  t h a t  t h e  E x e c u t i v e  Board would 
become a c t i v e l y  i n v o l v e d  i n  a member's  ove rdue  o b l i g a t i o n s  a t  an  earlier 
s t a g e  t h a n  h i t h e r t o .  E a r l i e r  i nvo lvemen t  by the E x e c u t i v e  Board would be  
b e n e f i c i a l  for  t h e  c o u n t r y  with a r r e a r s ,  as  t h e  Fund c o u l d  h e l p  t h e  member 
t o  f o r m u l a t e  c o r r e c t i v e  m e a s u r e s ,  t h e r e b y  a v o i d i n g  t h e  a c c u m u l a t i o n  of an  
unmanageable  amount of a r rears .  Subsequent  r e v i e w  p e r i o d s  of no more t h a n  
c h r e e  months each '  s h o u l d  p r o v i d e  t h e  d e s i r e d  and n e c e s s a r y  f l e x i b i l i t y  t o  
t a i l o r  each  p e r i o d  more c l o s e l y  t h a n  h i t h e r t o  t o  a member's  a c t u a l  p e r f o r -  
mance and t o  the  e x p e c t a t i o n s  r e g a r d i n g  t h e  member's a b i l i t y  t o  s e t t l e  
f u l l y  i t s  a r rears  i n  t h e  n e a r  f u t u r e .  
p r o p o s a l  of Mr. d e  F o r h e s  c o n c e r n i n g  t h e  review p e r i o d s ,  even  though i t  
would n o t  n e c e s s a r i i y  t r ea t  a l l  members i n  t h e  same f a s h i o n .  He was n o t  
f u l l y  conv inced  t h a t  i t  would be wise f o r  t h e  Fund t o  e s t a b l i s h  d i f f e r e n t  
p r o c e d u r e s  f o r  members w i t h  l a r g e  and small arrears.  I n  any  e v e n t ,  t h e  
s t a f f  s h o u l d  c o n t i n u e  t o  h e l p  members w i t h  a r rears  t o  r e - e s t a b l i s h  normal  

. r e l a t i o n s  wi th  t h e  Fund. I n  t h a t  c o n n e c t i o n ,  t h e  proposed  use of T r u s t  
Fund r e f l o w s  i n  s u p p o r t  of a d j u s t m e n t  programs s h o u l d  be  h e l p f u l .  
he a c c e p t e d  t h e  s t a f f ' s  s u g g e s t i o n s  r e g a r d i n g  t h e  s t e p s  t h a t  the Fund 
s h o u l d  t a k e  a f t e r  a member had been  d e c l a r e d  i n e l i g i b l e  by t h e  E x e c u t i v e  
a o a r d  t o  u s e  the Fund ' s  g e n e r a l  r e s o u r c e s ;  r e v i e w s  of s u c h  members a t  
s i x - w n t h l y  i n t e r v a l s  would be s u f f i c i e n t .  

He was w i l l i n g  t o  c o n s i d e r  t h e  

F i n a l l y ,  

M r .  P o l a k  commented t h a t  t h e  problem of a r rears  had o b v i o u s l y  become 
i -n . c reas ing ly  s e r i o u s  i n  recent mon ths ,  and t h e r e  was e v e r y  r e a s o n  t o  
c c n s i d e r  s t r e n g t h e n i n g  t h e  F u n d ' s  p o l i c i e s  f o r  d e a l i n g  w i t h  a r r e a r s .  

The s t a f f  had s u g g e s t e d  e i t h e r  l e a v i n g  t h e  e r . i s t i n g  c o r r e c t i v e  
p o l i c i e s  i n  place and a p p l y i n g  them more f i r m l y  i n  i n d i v i d u a l  cases, he re -  
ever n e c e s s a r y ,  o r  adopri .ng a t i g h t e r  s c h e d u l e  f o r  a p p l y i n g  t h e  r e l e v a n t  
p r o c e d u r e s  whi le  m a i n t a i n i n g  some f l e x i b i l i t y  i n  s p e c i f i c  cases, M r .  Polak 
r m a r k e d .  He ag reed  w i t h  Mr. NassG's cominents c o n c e r n i n g  t h e  p r e f e r a b i l i t y  
o E  t h e  second approach .  E x t r a  c h a r g e s  on o v e r d u e  payments would be a n  
a p p r o p r i a t e  pa r t  of t h e  e f f o r t  LO s t r e n g t h e n  t h e  Fund ' s  pol ic ies  f o r  han- 
d l i n g  members wi th  a r r e a r s .  
a c t i o n s  b y  the E x e c u t i v e  B o a r d ,  a l t h o u g h  he s h a r e d  some of t h e  r e s e r v a t i o n s  
t h s t  Plr. !. iassS and M r .  Mtei h a d  e x p r e s s e d  abou t  t h a t  a l t e r n a t i v e .  H e  

In a d d i t i o n ,  t h e r e  was scope f o r  p r e v e n t i v e  
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a g r e e d  w i t h  M r .  D a l l a r a  t h a t  each s t a f f  pape r  on  a member's  ~eci;:fst: f o  iise 
Fund r e s o u r c e s  s h o u l d  i n c l u d e  a s e c t i o n  on t h e  member 's  l i k e l y  a b i l i t y  t o  
r e p a y  t h e  Fund on s c h e d u l e .  

However, i t  w s s  i m p o r t a n t  t o  r e c o g n i z e  t h a t  t h e  v a r i o u s  proposed  
p r e v e n t i v e  and c o r r e c t i v e  measu res  would have  a l i m i t e d  impact  on t h e  
a r rears  problem,  Mr. P o l a k  c o n t i n u e d .  The u l t i m a t e  s a n c t i o n  a v a i l a b l e  t o  
the E x e c u t i v e  Board f o r  t h e  time b e i n g  was t h e  d e c l a r a t i o n  of a member's  
i n e l i g i b i l i t y  t o  u s e  t h e  F u n d ' s  r e s o u r c e s .  I n  f a c t ,  however ,  as soon as 
a n y  c o u n t r y  f e l l  i n t o  arrears  i t  was a u t o m a t i c a l l y  u n a b l e  t o  u s e  t h e  
F u n d ' s  r e s o u r c e s .  Moreover ,  those members had v e r y  l i m i t e d  access t o  
World Bank c r e d i t  and p r o b a b l y  no access t o  commerc ia l  bank  c r e d i t ,  Even 
though the economic c o s t  f o r  c h o s e  c o u n t r i e s  of t h e i r  arrears  was h i g h ,  
t h e y  p e r s i s t e d  i n  m a i n t a i n i n g  p o l i c i e s  t h a t  p e r p e t u a t e d  t h e  a r rears .  

The Fund ' s  p o l i c i e s  on arrears  worked e s s e n t i a l l y  when they  were 
a p p l i e d  t o  members t h a t  a t t a c h e d  s u b s t a n t i a l  v a l u e  to  t h e i r  i n t e r n a t i o n a l  
f inLancia1 r e p u t a t i o n ,  M r .  P c l a k  n o t e d .  T:ie p o l i c i e s  had been of g r e a t  
s u c c e s s  i n  d e a l i n g  w i t h  members s u c h  as N i c a r a g u a ,  Chad,  and  some o t h e r s  
that; had t a k e n  steps t o  e l i m i n a t e  the  a r rears  b e f o r e  t h e y  s e r i o u s l y  harmed 
t h e i r  i n t e r n a t i o n a l  f i n a n c i a l  r e p u t a t i o n .  The p o l i c i e s  a p p a r e n t l y  h a d  
a l s o  encouraged  some members-- including some A f r i c a n  c o u n t r i e s - - t o  a v o i d  
a c c u m u l a t i n g  a n y  a r r e a r s  d e s p i t e  t h e  v e r y  d i f f i c u l t  c o n d i t i o n s  i n  t h o s e  
c o u n t r i e s .  

T h e  d e c l a r a t i o n  of i n e l i g i b i l i t y  t o  u s e  t h e  F u n d ' s  r e s o u r c e s  was an  
i n d i s p e n s a b l e  p a r t  of t h e  F u n d ' s  p r o c e d u r e s  f o r  h a n d l i n g  arrears,  Mr. P o l a k  
c o n s i d e r e d .  A t  t h e  same t ime,  t h e  need t o  make s u c h  a d e c l a r a t i o n  was i n  
e f f e c t  e v i d e n c e  of t h e  Fund ' s  f a i l u r e  t o  h a n d l e  a member's  arrears  s u c c e s s -  
f u l l y .  Once a d e c l a r a t i o n  had been  made, a member's  arrears c o u l d  be 
d e a l t  w i t h  o n l y  by i n f o r m 1  p r o c e d u r e s  i n v o l v i n g  management,  t h e  E x e c u t i v e  

. D i r e c t o r  , f o r  t h e  c o u n t r y  c o n c e r n e d ,  t h e  s t a f f ,  and  f r i e n d l y  c o u n t r i e s .  
Once a d e c l a r a t i o n  had been  made i t  was i m p o r t a n t  f o r  t h e  Fund t o  show 
c l e a r l y  t h a t  i t  had no t  g i v e n  up on  t h e  c o u n t r y .  A c c o r d i n g l y ,  t h e  
A r t i c l e  N d i s c u s s i o n  s u b s e q u e n t  t o  t h e  d e c l a r a t i o n  of i n e l i g i b i l i t y  was 
i m p o r t a n t .  Quar te r ly  r e v i e w s  a f t e r  a d e c l a r a t i o n  of i n e l i g i b i l i t y  wou1.d 
n o t  be usefu l . ;  t h e y  would soon be  s e e n  t o  be  m e r e l y  empty g e s t u r e s .  
E'orced w i t h d r a w a l  f rom t h e  Fund d i d  n o t  seem t o  be t h e  n e x t  l o g i c a l  s t e p  
a f t e r  a d e c l a r a t i o n  of i n e l i g i b i l i t y .  F o r c e d  w i t h d r a w a l  s h o u l d  be r e s e r v e d  
f o r  a member whose a c t i o n s  c l e a r l y  showed t h a t  i t  had l o s t  a l l  interest 
i n  m a i n t a i n i n g  a n y  r e l a t i o n s  w i t h  t h e  Fund. l'n a n y  e v e n t ,  f o r c e d  with-  
drawal was a p a r t i c u l a r l y  d i f f i c u l t  s t e p  t o  t a k e  as  i t  r e q u i r e d  a p p r o v a l  
of a d e c i s i o n  by an  85 p e r c e n t  m a j o r i t y  of t h e  Board of Governors .  A t  
p r e s e n t ,  o n l y  o n e  count ry- -Democra t ic  Kampuchea--see~ed t o  q u a l i f y  f o r  
s u c h  t r e a t m e n t .  I t  was n o t  h e l p f u l  t o  p u r s u e  f u r t h e r  t h e  p o s s i b i l i t y  of 
compulsory  w i t h d r a w a l  f o r  members t h a t  had been  d e c l a r e d  i n e l i g i b l e  t o  
luse t h e  F u n d ' s  r e s o u r c e s  b e c a u s e  of t h e i r  a r rears  t o  t h e  i n s t i t u t i o n .  
F i n a l l y ,  t h e  s t a f f  s h o u l d  srrudy t h e  p o s s i b i l i t y  of i n t r o d u c i n g  l o a n - l o s s  
p r o v i s i o n s ;  a s t a f f  p a p e r  on t h e  s u b j e c t  a t  a n  e a r l y  d a t e  would b e  welcome. 
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Mr. F i n a i s h  s a i d  t h a t  t h e  d a t a  p rov ided  by t h e  s t a f f  on r e c e n t  
deve lopments  i n  overdue  o b l i g a t i o n s  i o  t h e  Fund i n d i c a t e d  t h a t  t h e  s e r i o u s -  
n e s s  of t h e  problem had i n c r e a s e d .  A s  d i f f i c u l t  as  t h e  problem a p p e a r e d  
t o  be ,  i t  was c ruc ia l  f o r  t h e  Fund t o  avo id  g i v i n g  the i m p r e s s i o n  t h a t  
t h e  p r o b l a n  was i n t r a c t a b l e .  A c o n c e r t e d  e f f o r t  t o  d e a l  w i t h  t h e  problem 
a t  t h e  p r e s e n t  j u n c t u r e  s t o o d  a good chance  of r e v e r s i n g  t h e  c u r r e n t  
t r e n d  i n  a r rears  b e f o r e  i t  r eached  t h e  st,,a a t  which d r a s t i c  s o l u t i o n s  
would be r e q u i r e d .  An e s s e n t i a l  r e q u i r e m e n t  f o r  t h e  s u c c e s s  of t h a t  
e f f o r t  was t h e  w i l l i n g n e s s  of all t h e  p a r t i e s  conce rned  t o  s t r e n g t h e n  and 
improve  t h e  c o o r d i n a t i o n  of t h e i r  r o l e s  i n  d e a l i n g  w i t h  t h e  problem of 
a r r e a r s .  Each of t h e  p a r t i e s - - t h e  c o u n t r i e s  w i t h  a r r ea r s ,  t h e  Fund,  
c r e d i t o r s ,  and donors--would have  a n  e s s e n t i a l  r o l e  t o  p l a y  i n  s o l v i n g  
t h e  problem of a r r e a r s .  

'i'he p r i m a r y  r e s p o n s i b i l i t y  f o r  becoming c u r r e n t  i n  t h e  Fund and f o r  
m a i n t a i n i n g  t h a t  s t a t u s  r e s t e d  w i t h  t h e  members w i t h  t h e  ove rdue  o b l i g a -  
tions, Mr. F i n a i s h  s t a t e d .  The a d o p t i o n  of c r e d i b l e  c o r r e c t i v e  1 3 l i c i e s  
was c r u c i a l  not  o n l y  t o  send  a s i g n a l  t o  t h e  o t h e r  p a r t i e s  t h a t  a member  
w i t h  overdue  o b l i g a t i o n s  was d o i n g  i t s  s h a r e  t o  s o l v e  t h e  problem b u t  
a l s o  t o  avo id  t h e  r e c u r r e n c e  of t h e  problem i n  t h e  f u t u r e .  ' I t  was oE 
c o u r s e  true t h a t  some c o u n t r i e s  m i g h t  choose  Eor one r e a s o n  o r  a n o t h e r  t o  
avo id  o r  pos tpone  t a k i n g  p a i n f u l  bu t  n e c e s s a r y  p o l i c y  a c t i o n s .  However, 
i t  was d i f f i c u l t  t o  imag ine  t h a t  a l a r g e  number of members would a c c e p t  
t h e  c o s t s  of a member's l o n g - s t a n d i n g  o r  permanent  ove rdue  s t a t u s .  I n  
most cases, a c o n c e r t e d  e f f o r t  by t h e  Fund and o t h e r  s o u r c e s  of f i n a n c i n g  

ove rdue  o b l i g a t i o n s  was u n l i k e l y  t o  be r e j e c t e d  by t h e  c o u n t r y  conce rned  
i n  f a v o r  of t h e  s t a t u s  quo. An i m p o r t a n t  c r i t e r i o n  f o r  j u d g i n g  whether  a 
p a r t i c u l a r  f o r n u l a  was workab le  w a s  whether  t h e  formula was p e r c e i v e d  by 
t h e  c o u n t r y  conce rned  as b e i n g  a b e t t e r  a l t e r n a t i v e  t o  t h e  c o u n t r y ' s  
r ema in ing  overdue  i n  i t s  o b l i g a t i o n s  t o  t h e  Fund. Tha t  t a s k  was a d m i t t e d l y  
o f t e n  a d i f f i c u l t  one .  However , i n t e n s i v e  and c o o r d i n a t e d  e f f o r t s  by t h e  
Fund and o t h e r  c r e d i t o r s  and donors  c o u l d  p l a y  a n  i m p o r t a n t  r o l e  i n  t h e  
s h a p i n g  of t h e  p e r c e p t i o n s  of t h e  c o s t s  a n d  b e n e f i t s  of t h e  c o u n t r i e s  wi th  
arrears  and would t h e r e b y  a f f e c t  t h e  p o l i c y  d e c i s i o n s  of t h e  c o u n t r i e s  
w i t h  a r r ea r s .  

- t o  deve lop  a workable  fo rmula  f o r  d e a l i n g  w i t h  a p a r t i c u l a r  case of 

Another  i m p o r t a n t  r e s p o n s i b i l i t y  of  members w i t h  arrears  was t o  show 
t h a t  t hey  were g i v i n g  p r i o r i t y  t o  s e t t l i n g  t h e i r  o v e r d u e  o b l i g a t i o n s  t o  
t h e  Fund, M r .  F i n a i s h  c o n t i n u e d .  H e  wondered whe the r  t h e  s c a f E ' s  b l a n k e t  
judgment e x p r e s s e d  on page  10 t h a t  members w i t h  a r r e a r s  had n o t  g i v e n  
p r i o r i t y  t o  t h e  s e t t l e m e n t  of t h o s e  a r r e a r s  was j u s t i f i e d .  Tha t  c o n c l u s i o n  
might  be truc? i n  some c a s e s ,  b u t  i t  was p r o b a b l y  n o t  t r u e  i n  al.1 cases. 
I n  any e v e n t ,  i t  w a s  i m p o r t a n t  t o  bear in mind t h a t  t h e  d e g r e e  of p r i o r i t y  
g i v e n  by a member t o  t h e  se t t lement  of i t s  a r r e a r s  t o  t h e  Fund c o u l d  n o t  
r e a l i s t i c a l l y  b e  d i v o r c e d  from t h e  q u e s t i o n  as t o  whc the r  o r  n o t  t h e  
s e t t l e m e n t  of a r rears  was i n c l u d e d  as  part  of a comprehens ive  package  t o  
improve t h e  member 's  f i n a n c i a l  s i t u a t i o n .  I n  t h a t  c o n n e c t i o n ,  t h e  coor-  
d i n a t i o n  of e f f o r t s  by a l l  the p a r t i e s  conce rned  p layed  a n  i m p o r t a n t  r o l e .  
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It was l e g i t i m a t e  and n e c e s s a r y  f o r  t h e  Fund t o  seek t h e  a s s i s t a n c e  
of  a l l  t h e  par t ies  conce rned  i n  d e a l i n g  w i t h  a problem of a r rears ,  b u t  
g i v e n  t h e  Fund ' s  un ique  p o s i t i o n ,  i t  was t h e  F u n d ' s  r e s p o n s i b i l i t y  t o  
l e a d  t h e  r e q u i r e d  c o n c e r t e d  e f f o r t ,  M r .  F i n a i s h  s a i d .  
e x t e n t  t h a t  r e q u i r e m e n t  was a l r e a d y  b e i n g  met, a t  l e a s t  i n  some of t h e  
cases of ove rdue  o b l i g a t i o n s .  T h a t  a c t i v e  r o l e  s h o u l d  be  € u r t h e r  
s t r e n g t h e n e d .  I n  a d o p t i n g  p o l i c y  g u i d e l i n e s  a n d  p r o c e d u r e s  f o r  h a n d l i n g  
members w i t h  arrears t h e  Fund s h o u l d  n o t  pu t  i t s e l f  i n  a p o s i t i o n  of n o t  
b e i n g  a b l e  t o  p l a y  i t s  r o l e  i n  t h e  most  e f f e c t i v e  manner.  I n  t h a t  connec-  
t i o n ,  t he re  had been  a p o s i t i v e  change  i n  t h e  F u n d ' s  a t t i t u d e  i n  t h e  
r e c e n t  p a s t ,  e s p e c i a l l y  w i t h  r e s p e c t  t o  t h e  s c o p e  o f  d i s c u s s i o n s  be tween 
t h e  s t a f f  and members w i t h  arrears .  I n  t h a t  c o n n e c t i o n ,  M r .  MassGIs 
f i n a l  comments were p a r t i c u l a r l y  u s e f u l .  

To a s i g n i f i c a n t  

I f  t h e  p r e v e n t i v e  m e a s u r e s  o u t l i n e d  by t h e  s t a f f  were implemented 
c a r e f u l l y ,  s e l e c t i v e l y ,  and i n  a b a l a n c e d  manner ,  t h e y  c o u l d  h e l p  t o  
r e d u c e  t h e  r i s k  of t h e  o c c u r r e n c e  of arrears i n  t h e  f u t u r e ,  M r .  F i n a i s h  
c o n s i d e r e d .  However,  t h o s e  measures  s h o u l d  n o t  r e s u l t  i n  any  unwar ran ted  
g e n e r a l l y  r e s t r i c t i v e  p r o c e d u r e s  by t h e  Fund. The c o n t a g i o n  e f f e c t  
a s s o c i a t e d  w i t h  commercial bank  r e s p o n s e  t o  t h e  d e b t  problem w a s  a l l  t o o  
f a m i l i a r .  I n  a d d i t i o n ,  a s  a p r e v e n t i v e  measure t h e  Fund c o u l d  a l s o  p l a y  
a u s e f u l  r o l e  by h e l p i n g  members t o  manage t h e i r  c a s h  flow; c a s h  f l o w  
problems had c l ea r ly  b e e n  a s i g n i f i c a n t  f a c t o r  i n  t h e  emergence of t h e  
arrears  i n  a t  l ea s t  some cases. 

A s  t o  t h e  -Execu t ive  B o a r d ' s  p r o c e d u r e s  f o r  n o t i n g  c o m p l a i n t s  by t h e  
Managing D i r e c t o r  and  f o r  d e a l i n g  w i t h  cases of arrears a f t e r  t h e  c a n -  
p l a i n t s  had been  g i v e n  s u b s t a n t i v e  c o n s i d e r a t i o n  by t h e  E x e c u t i v e  Board ,  
h e  p r e f e r r e d  t o  m a i n t a i n  t h e  c u r r e n t  t i m e t a b l e  as  a g e n e r a l  g u i d e l i n e  and 
t o  m a i n t a i n  s u f f i c i e n t  f l e x i b i l i t y  t o  d e a l  w i t h  spec ia l  c i r c u m s t a n c e s ,  
Mr. F i n a i s h  remarked .  Such f l e x i b i l i t y  i n e v i t a b l y  i n v o l v e d  an e l e m e n t  of 
judgment  and t h e  E x e c u t i v e  Board  s h o u l d  t h e r e f o r e  b e  c a u t i o u s .  Ho ld ing  
reviews e v e r y  s i x  months a f t e r  3 member had been  d e c l a r e d  i n e l i g i b l e  t o  
u s e  t h e  Fund ' s  r e s o u r c e s  would be more  r e a l i s t i c  t h a n  t h e  q u a r t e r l y  
r e v i e w s  s u g g e s t e d  by t h e  s t a f f .  Uowever, a l l  t h o s e  p r o c e d u r e s  s h o u l d  be  
s e e n  i n  p r o p e r  p e r s p e c t i v e :  u n l e s s  t h e y  were p a r t  of a wider e f f o r t  t o  
d e a l  w i t h  a r r ea r s  cases ,  t h e  procedures--no m a t t e r  how r e f ined - -cou ld  
o n l y  have a l i m i t e d  e f f e c t .  As f o r  t h e  f u r t h e r  p r u d e n t i a l  measu res  
ment ioned  i n  t h e  s t a f f  p a p e r ,  he  l o o k e d  fo rward  t o  d i s c u s s i n g  them i n  
greater d e t a i l  at: a l a t e r  stage.  

C o o p e r a t i o n  by d o n o r s  and c r e d i t o r s  would be a n  e s s e n t i a l  e l e m e n t  of 
a d u r a b l e  s o l u t i o n  t o  t h e  a r rears  problem, M r .  F i n a i s h  commented. One 
a s p e c t  of t h e  r o l e  of d o n o r s  and c r e d i t o r s  was t h e  f l e x i b i l i t y  i n  t h e  
t y p e  and t i m i n g  of t h e  a s s i s t a n c e  t h e y  p r o v i d e d .  The r e c e n t  case of 
Somalia u n d e r s c o r e d  t h e  i m p o r t a n c e  of t h a t  a s p e c t  of t h e  ro l e  of d o n o r s  
and C r e d i t o r s .  T h e r e  were, of c o u r s e ,  o c c a s i o n a l  l o g i s t i c a l  problems i n  
t h e  d i s b u r s e m e p t  of a i d ,  b u t  a n  e x t r a  e f f o r t  was needed t o  min imize  s u c h  
problems i :ha t ,  i n  c e r t a i n  i n s t a n c e s ,  c o u l d  have  a d i r e c t  b e a r i n g  on a 
i imnber 's  a t i i l i t y  t o  become and r ema in  c u r r e n t  i n  t h e  F u n d .  Most do,  7rs 
u q d e r s t a n d a b l y  p r e f e r r e d  t o  p r o v i d e  p r o j e c t  and o t h e r  development a i d  
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i n s t e a d  of  c a s h  o r  a c a s h  e q u i v a l e n t .  However,  i n  some cases a member's  
deve lopment  e f f o r t  c o u l d  be j e o p a r d i z e d  by t h e  emergence of o v e r d u e  
o b l i g a t i o n s  as a r e s u l t  of i n a d e q u a t 2  b a l a n c e  of payments  a s s i s t a n c e .  
some cases i n  t h e  p a s t  t h e  p r o v i s i o n  of a d e q u a t e  development  a s s i s t a n c e  
had been  l i n k e d  t o  t h e  e x i s t e n c e  of a Fund-supported a d j u s t m e n t  program. 
The a b s e n c e  of any c a s h  a s s i s t a n c e  made i t  e x t r e m e l y  u n l i k e l y  t h a t  a 
member c o u l d  i m p l e m e n t  t h e  r e q u i r e d  a d j u s t m e n t  program w i t h o u t  accumula t -  
ing  new a r rears  t o  t h e  Fund.  It would be u n f o r t u n a t e  f o r  such  problems 
t o  t h r e a t e n  t h e  p r o c e s s  of g e n u i n e  economic r e f o r m  t h a t  a t  l e a s t  some 
c o u n t r i e s  w i t h  a r rears  t o  t h e  Fund had u n d e r t s k e n .  

I n  

P i r -  A, R. I s m a e l  s a i d  t h a t  t h e  c o n t i n u e d  d e t e r i o r a t i o n  i n  1985 i n  
t h e  o v e r a l l  s i t u a t i o n  w i t h  respect t o  ove rdue  f i n a n c i a l  o b l i g a t i o n s  t o  
c h e  Fund was a c a u s e  f o r  s e r i o u s  c o n c e r n .  The p o l i c i e s  and p r o c e d u r e s  
t h a t  had been  adopted  t o  d e a l  w i t h  t h e  growing problem had been e f f e c t i v e  
i n  a few cases, b u t  t h e  t o t a l  amount of arrears  had i n c r e a s e d .  The 
d r r e a r s  problem had n o t  y e t  become unmanageable ,  b u t  a r ev iew of t h e  
e x i s t i n g  p o l i c i e s  and  p r o c e d u r e s  migh t  well be  c a l l e d  f o r ,  a l t h o u g h  i t  
s h o u l d  be approached  c a u t i o u s l y  and p r a g m a t i c a l l y .  The Fund s h o u l d  n o t  
be s e e n  t o  be i n  a h u r r y  t o  change t h o s e  p o l i c i e s  and  p r o c e d u r e s ,  which 
h a d  been  a p p l i e d  i n  a f l e x i b l e  manner o v e r  t h e  p r e v i o u s  s i x  months.  
F u r t h e r m o r e ,  t h o s e  p o l i c i e s  and p r o c e d u r e s  were s t i l l  e v o l v i n g ,  and more 
time was needed b e f o r e  a thorough a s s e s s m e n t  of them c o u l d  be  made. The 
a r rears  problem seemed t o  be i n t r a c t a b l e  because  t h e  economic and f i n a n c i a l  
c i r c u m s t a n c e s  of a few c o u n t r i e s  were p a r t i c u l a r l y  d i f f i c u l t .  

The g e n e r a l  e x t e r n a l  d e b t  problem was t h e  r o o t  c a u s e  of t h e  f a i l u r e  
by members t o  d i s c h a r g e  prornpt ly  t h e i r  f i n a n c i a l  o b l i g a t i o n s  t o  t h e  Fund, 
?fr. Ismael o b s e r v e d .  In i t s  b r i e f  d i s c u s s i o n  of t h e  economic and  f i n a n c i a l  
deve lopmen t s  behind  t h e  emergence of arrears  t o  t h e  Fund t h e  s t a f f  had 
I . nd ica t ed  t h a t  f o l l o w i n g  t h e  economic r e c o v e r y  i n  i n d u s t r i a l  c o u n t r i e s ,  
d e b t o r  c o u n t r i e s  as a g r o u p  had r e c o r d e d  a n  improvement i n  t h e i r  e x t e r n a l  
c u r r e n t  account p o s i t i o n .  I t  was i m p o r t a n t  t o  n o t e  t h a t  t h e  members w i t h  
s u b s t a n t i a l  a r r e a r s  t o  t h e  Fund a l s o  had n o t  f u l l y  b e n e f i t e d  from t h e  
r e c o v e r y  i n  i n d u s t r i a l  c o u n t r i e s  and c o n t i n u e d  t o  h a v e  weak e x t e r n a l  
payments  p o s i t i o n s .  Those c o u n t r i e s ,  and e s p e c i a l l y  t h e  ones  w i t h  p a r t i c u -  
larly d i f f i c u l t  economic a n d  f i n a n c i a l  c o n d i t i o n s ,  were i n  a v e r y  v u l n e r -  
a b l e  p o s i t i o n .  It was i n  r e c o g n i t i o n  of t h a t  f a c t  t h a t  t h e  Fund had been  
f l e x i b l e  a n d  p r a g m a t i c  a p p l y i n g  i t s  p o l i c i e s  and p r o c e d u r e s  f o r  h a n d l i n g  
a r r e a r s .  

The s t a f f  r e p o r t  c l e a r l y  showed t h a t  d e l a y s  o r  d i f f i c u l t i . e s  i n  
making r e p u r c h a s e s  were due  l a r g e l y  t o  t h e  u n d e r l y i n g  d o m e s t i c  and  b a l a n c e  
of payments problems of t h e  members conce rned  and t o  t h e  members' s low 
p r o g r e s s  i n  a c h i e v i n g  t h e  n e c e s s a r y  d e g r e e  of a d j u s t m e n t ,  Mr. Ismael 
c o n t i n u e d .  While t h e  Fund ' s  c a t a l y t i c  r o l e  had h e l p e d  some c o u n t r i e s  t o  
increase t h e i r  a b i l i t y  t o  meet t h e i r  e x t e r n a l  d e b t  s e r v i c e  o b l i g a t i o n s ,  
i n c l u d i n g  a r r e a r s  t o  t h e  Fund, p r e v e n t i v e  and c o r r e c t i v e  ac t i . ons  f o r  
d e a l i n g  w i t h  a r rears  c o u l d  be e f f e c t i v e  o n l y  i f  t h e  members i n  a r r e a r s  
were prepa red  t o  imp1 ement s t r o n g  a d j u s t m e n t  measu res  q u i c k l y  and f l e x i b l y  
snd  i f  t h e  a d j u s t m e n t  e f E o r t  were s u s t a i n e d  i n  t h e  medium run .  The d e g r e e  
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of f l e x i b i l i t y  i n  d e s i g n i n g  and m o n i t o r i n g  Fund-suppor ted  a d j u s t m e n t  
programs was a l s o  a n  i m p o r t a n t  a s p e c t  of p r e v e n t i v e  and c o r r e c t i v e  a c t i o n s .  

The p r u d e n t i a l  measures  t h a t  t h e  Fund had i n t r o d u c e d  t h u s  f a r  t o  
s t r s n g t h e n  i t s  f i n a n c i a l  p o s i t i o n  were a p p r o p r i a t e ,  and  he  looked  f o r w a r d  
t o  d i s c u s s i n g  v a r i o u s  aspects  of t h o s e  measu res  i n  t h e  n e a r  f u t u r e ,  
Mr. Ismael s a i d .  The p r e s e n t  t i m e t a b l e  f o r  E x e c u t i v e  Board c o n s i d e r a t i o n  
of r e p o r t s  arid compla in ts  on  members' ar rears  s h o u l d  r ema in  unchanged f o r  
t h e  time be ing .  The f l e x i b i l i t y  and pragmat i sm t h a t  had h e l p e d  t h e  
E x e c u t i v e  Board t o  d e a l  w i th  cases of a r r e a r s  t h u s  f a r  s h o u l d  be m a i n t a i n e d  
i n  t h e  coming p e r i o d .  T h e  E x e c u t i v e  Board was a l r e a d y  a c t i v e l y  i n v o l v e d  
i n  a l l  t he  s t a g e s  of a member's a r r ea r s ,  and E x e c u t i v e  D i r e c t o r s  f o r  
c o u n t r i e s  t h a t  had f a l l e n  i n t o  arrears had a l r e a d y  i m p r e s s e d  upon  t h e i r  
a u t h o r i t i e s  t h e  f a c t  t h a t  t h e  E x e c u t i v e  B o a r d ' s  r e v i e w  p e r i o d s  were n o t  
meant t o  s e r v e  a s  g r a c e  p e r i o d s  € o r  t h e  members c o n c e r n e d .  The E x e c u t i v e  
Board ' s  p r e s e n t  t i m e t a b l e  f o r  c o n s i d e r i n g  i n d i v i d u a l  a r r ea r s  cases gave  
d e b t o r  c o u n t r i e s  s u f f i c i e n t  time t o  f o r m u l a t e  a p p r o p r i a t e  a d j u s t m e n t  
p o l i c i e s  t h a t  would h e l p  t h e  c o u n t r i e s  t o  e l i m i n a t e  t h e i r  a r rears .  A 
d i s t i n c t  i o n  s h o u l d  be made be tween mernbers t h a t  were u n w i l l i n g  t o  r e p a y  
t he  Fund and members t h a t  were s i m p l y  u n a b l e  t o  make payments;  t h a t  
d i s t i n c t i o n  w a s  a d m i t t e d l y  d i f f i c u l t  t o  make. 

The  E x e c u t i v e  Board s h o u l d  s e t  r e a s o n a b l e  r e v i e w  p e r i o d s  on a case- 
by-case b a s i s ,  Mr. I s m a e l  c o n s i d e r e d .  Any s h o r t e n i n g  of t h e  p r e s e n t  
t hree-month p e r i o d  would c o n s t r a i n  some of t h e  a l r e a d y  d i f f i c u l t  communica- 
t i o n  c h a n n z l s  be tween the  Fund and some of t h e  members of h i s  c o n s t i t u e n c y .  
T i g h t e n i n g  t h e  p re sen t  pol ic ies  and  p r o c e d u r e s  f o r  d e a l i n g  w i t h  arrears  
cases would not  h e l p  t o  s o l v e  t h e  o v e r a l l  arrears problem. 

Mr,. Hospeda le s  s a i d  t h a t  t h e  s t a f f  r e p o r t  was u 6 e f u l  and t h a t  he 
a g r e e d  w i t h  many o f  t h e  s t a f f ' s  recommendat ions .  However,  he  was w o r r i e d  
t h a t  t h e  p r e s e n t  method o f  d e a l i n g  w i t h  ove rdue  o b l i g a t i o n s  had n o t  
p r e v e n t e d  a s t e a d y  i n c r e a s e  i n  t h e  number of c o u n t r i e s  w i t h  arrears.  The 
a r rears  problem had  s e r i o u s  i m p l i c a t i o n s  f o r  t h e  e n t i r e  i n t e r n a t i o n a l  
monetary  s y s t e m ,  and  more e f f e c t i v e  ways of d e a l i n g  w i t h  t h e  problem 
s h o u l d  be found.  In t h a t  c o n n e c t i o n ,  he wished  t o  a s s o c i a t e  h i m s e l f  w i t h  
Mr. Mass6's p e r s o n a l  comments 

A t  p r e s e n t ,  when a member i n c u r r e d  arrears t o  t h e  Fund i t  was immedl- 
a t e l y  p r e v e n t e d  from u s i n g  t h e  Fund ' s  r e s o u r c e s ,  and t h e  Fund was p r o h i b i t e d  
from f o r m a l l y  n e g o t i a t i n g  a program w i t h  t h e  member, M r .  Hospeda le s  no ted .  
Those p r o h i b i t i o n s  i n c r e a s e d  t h e  d i f f i c u l t y  t h e  member had  i n  o b t a i n i n g  
b r i d g i n g  f i n a n c i n g  t h a t  would e n a b l e  i t  t o  repay t h e  Fund,  p a r t i c u 1 a r J . y  
i f  t h e  c o u n t r y  c o n c e r n e d  c o u l d  n o t  o b t a i n  t h e  b r i d g i n g  f i n a n c i n g  from 
o f f i c i a l  c r e d i t o r s  and was f o r c e d  t o  r e s o r t  t o  commerc ia l  s o u r c e s .  Accord- 
i n g l y  , i n  c a r e f u l l y  s e l e c t e d  cases, where exceptional h a r d s h i p  o r  o t h e r  
e x c e p t i o n a l  c i r c u m s t a n c e s  were e v i d e n t ,  a n d  t h e  members conce rned  were 
p repa red  t o  i n t r o d u c e  a comprehens ive  a d j u s t m e n t  program, t h e  Fund s h o u l d  
t a k e  a d v a n t a g e  of t h e  p r o v i s i o n s  of  A r t i c l e  V ,  S e c t i o n s  7 ( g )  and 8 ( e ) ,  
prov ided  t h a t  t h e  a d j u s t m e n t  program and t h e  f i n a n c i a l  ass is tance t h a t  
t h e  Fund would b e  a b l e  t o  p r o v i d e  under  those p r o v i s i o n s  would accelerate 
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t h e  l i q u i d a t i o n  of t he  members' ar rears  and t h e  r e s t o r a t i o n  of a v i a b l e  
b a l a n c e  of payments.  The p r o v i s i o n s  of Art ic le  V ,  S e c t i o n s  7 ( g )  and 8 ( e )  
s h o u l d  be used  o n l y  i n  t h o s e  c a s e s  i n  which payments  t o  t h e  Fund would 
c r e a t e  e x c e p t i o n a l  h a r d s h i p  f o r  t h e  members and t h e  Fund ' s  f i n a n c i a l  
a s s i s t a n c e  was l i k e l y  t o  a c c e l e r a t e  t h e  e l i m i n a t i o n  of t h e  members' a r rears  
t o  t h e  Fund. Orherwise, n o  changes  were needed a t  t h e  p r e s e n t  i n  t h e  
p o l i c i e s  and p r o c e d u r e s  € o r  d e a l i n g  w i t h  cases of  o v e r d u e  o b l i g a t i o n s  t o  
t h e  Fund. The p r o c e d u r e s  f o r  t a k i n g  a d v a n t a g e  of A r t i c l e  V ,  S e c t i o n s  7 ( g )  
and 8 ( e )  would have  t o  b e  t h e  s u b j e c t  of c a r e f u l  s t u d y .  

Mr. Dal la ra ' s  background n o t e  c l e a r l y  showed t h e  p o t e n t i a l  a d v e r s e  
impact  on t h e  Fund ' s  income p o s i t i o n  of t h e  growing  arrears t o  t h e  Fund, 
Mr. Hospeda le s  remarked .  The E x e c u t i v e  Board would have a n  o p p o r t u n i t y  
t o  d i s c u s s  t h a t  matter d u r i n g  i t s  s c h e d u l e d  r e v i e w  of t h e  Fund ' s  income 
p o s i t i o n  i n  t h e  n e a r  f u t u r e .  H e  hoped r h a t  t h e  E x e c u t i v e  Board would 
t a k e  t h e  s t eps  t h a t  he had  s u g g e s t e d  t o  e n s u r e  t h a t  t h e  u n f a v o r a b l e  
s c e n a r i o s  i n  Mr. Ea l l a ra ' s  background n o t e  would n o t  mater ia l ize .  

Mr. S a l i n a s  s a i d  t h a t  he  t o o  b e l i e v e d  t h a t  t h e  growing  problem of  
arrears  was a c a u s e  f o r  g r a v e  c o n c e r n  and t h a t  s t e p s  s h o u l d  be t a k e n  t o  
s o l v e  i t  prompt ly .  The amount of o u t s t a n d i n g  ove rdue  o b l i g a t i o n s  had 
c o n t i n u e d  t o  i n c r e a s e  in t h e  f i r s t  n i n e  months of  1985 a t  a pace  t h a t  by 
end-1985 would more t h a n  d o u b l e  t h e  amount a t  t h e  end of 1984.  A t  t h e  
same t i m e ,  t h e  amount of t i m e  t h a t  arrears  had been  o u t s t a n d i n g  and t h e  

- number of members w i t h  a r rears  had a l s o  i n c r e a s e d .  

However, o u t  s t a n d i n g  overdue  o b l i g a t i o n s  were s t i l l  n o t  p a r t i c u l a r l y  
s i g n i f i c a n t  i n  compar i son  w i t h  o t h e r  a s p e c t s  of  t h e  Fund ' s  f i n a n c i a l  
p o s i t i o n ,  Mr. S a l i n a s  went on. Overdue o b l i g a t i o n s  were t h e  e q u i v a l e n t  
t o  l e x  p e r c e n t  of o u t s t a n d i n g  Fund c r e d i t ,  a low f i g u r e ,  p a r t i c u l a r l y  i n  
view of t h e  s low r a t e  a t  which Fund c r e d i t  had grown o v e r  t h e  p r e v i o u s  
two y e a r s .  Moreover ,  a l t h o u g h  t h e  number o f  members wi th  arrears  had 
i n c r e a s e d  t o  1 7 ,  a smaller g roup- - jus t  6--accounted f o r  a l m o s t  85 p e r c e n t  
of t o t a l  a r rears .  The a r r e a r s  problem was s t i l l  c o n f i n e d  t o  a r e l a t i v e l y  
sma l l  number of c o u n t r i e s  whose i m b a l a n c e s  had been known t o  be  s u b s t a n t i a l  
even b e f o r e  t h e y  had become u s e r s  of t h e  Fund ' s  r e s o u r c e s .  

Commenting on t h e  s t a f f ' s  a n a l y s i s  of  p o s s i b l e  a c t i o n s  t o  p r e v e n t  
a r r e a r s ,  Mr. S a l i n a s  s a i d  t h a t  t h e r e  was a n  i n c r e a s i n g  t endency  t o  d e s i g n  
Fund-supported programs w i t h  a v i ew t o  e n s u r i n g  t h a t  t h e  members conce rned  
would be  a b l e  t o  meet t h e i r  o b l i g a t i o n s  t o  t h e  Fund,  a n  e f f o r t  t h a t  added 
l i t t l e  t o  t h e  e f f e c t i v e n e s s  of t h e  programs.  The a p p r o p r i a t e n e s s  and 
d e s i r e d  s t r e n g t h  of a member's a d j u s t m e n t  e f f o r t  s h o u l d  be  judged  i n  t h e  
c o n c e x t  of not. o n l y  t h e  l i k e l i h o o d  of a c h i e v i n g  t h e  program t a r g e t s ,  b u t  
a l s o  t h e  member's a b i l i t y  t o  r e g a i n  a manageable  d o m e s t i c  and e x t e r n a l  
p o s i t i o n .  I f  a member c r i t h  a Fund-supported program was l i k e l y  t o  r e a c h  
t h e  program o b j e c t i v e s ,  t h e r e  was no need  t o  worry t h a t  t h e  member might  
n o t  remain  c u r r e n t  i n  t h e  Fund. The problem oE arrears  was u s u a l l y  n o t  
t h e  r e s u l t  of t h e  u n w i l l i n g n e s s  of a member t o  remain  c u r r e n t  i n  t h e  
Fund. The problem u s u a l l y  a r o s e  b e c a a s e  of o b j e c t i v e  c o n d i t i o n s  t h a t  
k e p t  a member from d i s c h a r g i n g  i t s  o b l i g a t i o n s  on time r e g a r d l e s s  of t h e  



magni tude  of t h e  a d j u s t m e n t  t h a t  t h e  member c o u l d  have  u n d e r t a k e n  and 
d e s p i t e  t h e  member 's  p r o l o n g e d  u s e  of t h e  F u n d ' s  r e s o u r c e s .  Such inembers 
needed  t o  implement f e a s i b l e  a d j u s t m e n t  programs w i t h  a p p r o p r i a t e  f i n a n c i a l  
s u p p o r t ,  and  t h e y  mus t  be g i v e n  r e a s o n a b l e  amounts  of time t o  implement  
t h e  programs and  t o  make r e p a y m e n t s  t o  t h e  Fund. 

Dur ing  t h e  s c h e d u l e d  d i s c u s s i o n  on s p e c i a l  c h a r g e s ,  E x e c u t i v e  D.i . rectors  
would have  a n  o p p o r t u n i t y  t o  examine i n  d e t a i l  t h e  p r u d e n t i a l  s teps  t h a t  
t h e  Fund had t a k e n  and c o u l d  a d o p t  i n  t h e  f u t u r e ,  Mr. S a l i n a s  commented. 
As t o  t h e  a p p l i c a t i o n  of e s t a b l i s h e d  p o l i c i e s  c o n c e r n i n g  arrears ,  he  
a g r e e d  w i t h  t h e  s t a f f  t h a t  t h e  p r e s e n t  p e r i o d  between t h e  i n i t i a l  r e p o r t  
on a member's arrears and t h e  s u b s t a n t i v e  C o n s i d e r a t i o n  of t h e  report by 
t h e  E x e c u t i v e  Board s h o u l d  n o t  be viewed by members as a g r a c e  p e r i o d .  
F u r t h e r m o r e ,  t h e  p e r i o d  between t h e  s u b s t a n t i v e  c o n s i d e r a t i o n  of a m e m b e r ' s  
arrears and a d e c l a r a t i o n  of t h e  member 's  i n e l i g i b i l i t y  t o  u s e  t h e  Fund ' s  
r e s o u r c e s  s h o u l d  be Seen a s  a l a s t  o p p o r t u n i t y  f o r  t h e  member t o  become 
c u r r e n t  in t h e  Fund r a t h e r  t h a n  as a p e r i o d  f o r  t h e  i n i t i a t i o n  of new 
n e g o t i a t i o n s  on how and  when payments  t o  t h e  Fund c o u l d  he made. 

Earl ier  invo lvemen t  t h a n  h i t h e r t o  of t h e  E x e c u t i v e  Board t h r o u g h  I ts  
c o n s i d e r a t i o n  of r e p o r t s  on o v e r d u e  payments  might  be u s e f u l ;  a t  a n  
e a r l i e r  s t a g e  t h e  member 's  arrears  would b e  smaller t h a n  t h e y  would be a t  
a l a t e r  s r age  and would t h e r e f o r e  be  eas ie r  f o r  t h e  c o u n t r y  t o  iiandI.e, 
and a t  t h e  e a r l i e r  s t a g e  t h e  c o u n t r y  conce rned  might  have  a g rea t e r  
c a p a b i l i - t y  t o  implement  c o r r e c t i v e  a c t i o n s  o r  t o  n e g o t i a t e  s u c c e s s f u l l y  a 
new program w i t h  t h e  Fund i f  necessary, Mr. Sal inas  c o n t i n u e d .  Any s h o r t c n -  
i n g  of t h e  t i m e t a b l e  f o r  t h e  a p p l i c a t i o n  of t h e  c u r r e n t  p r o c e d u r e s  f o r  
d e a l i n g  w i t h  members w i t h  a r rears  shou1.d not  be  accompanied by a r e d u c t i o n  
in tne f l e x i b i l i t y  w i t h  which t h e  p r o c e d u r e s  were a p p l i e d .  The f l e x i b i l i t y  
s h o u l d  , b e  r e t a i n e d ,  and  members' arrears s h o u l d  c o n t i n u e  t o  be a s s e s s e d  on  
a case-by-case  b a s l s ;  t h a t  a p p r o a c h  was s t i l l  t h e  most  a d e q u a t e  way of 
d e a l i n g  w i t h  t h e  i n d i v i d u a l  c i r c u m s t a n c e s  of e a c h  c o u n t r y  conce rned  and 
of  d i f f e r e n t i a t i n g  between c o u n t r i e s  t h a t  f a c e d  g e n u i n e  h a r d s h i p s  and 
c o u n t r i e s  t h a t  were r eca l c i t r an t .  F i n a l l y ,  t h e  e x i s t i n g  p r o c e d u r e s  f o r  
h a n d l i n g  a member's arrears  a f t e r  t h e  c o u n t r y  had been d e c l a r e d  i n e l i g i b l e  
t o  u s e  t h e  Fund ' s  r e s O u r c e s  s h o u l d  be r e t a i n e d ;  a c c o r d i n g l y ,  s u c h  cases 
s h o u l d  be d i s c u s s e d  i n  t h e  c o n t e x t  of t h e  n e x t  r e g u l a r  Ar t ic le  I V  c o n s u l -  
E a t i o n  w i t h  the member c o n c e r n e d .  

Mr. Dal la ra  remarked t h a t  t h e  i s s u e  of l o a n - l o s s  p r o v i s i o n s  w a s  
complex and would r e q u i r e  d e t a i l e d  e x a m i n a t i o n  Leefore d e f i n i t i v e  judgmen t s  
c o u l d  be made. He was n o t  conv inced  thar. t h e  e s t a b l i s h m e n t  of such  
p r o v i s i o n s  would' n e c e s s a r i l y  send  a s i g n a l  t h a t .  t h e  Fund had c o n c l u d e d  
that t h e  a r rears  would n e v e r  be e l i m i n a t e d .  Loan- lus s  p r o v i s i o n s  c o u l d  
r e p r e s e n t  a c e r t a i n  p e r c e n t a g e  of t o t a l  a r rears  o n  r e p u r c h a s e s  which had 
been o u t s t a n d i n g  f o r  more t h a n ,  say ,  30 d a y s .  The loan-1.0s~ p r o v i s i o n s  
need riot  be a t t a c h e d  t o  any  p a r t i c u l a r  member.  

I n  h i s  a d d r e s s  a t  t h e  1985 Annual  M e e t i n g s ,  U.S. Treasury 
S e c r e t a r y  Raker had made a p r o p o s a l  d e s i g n e d  t o  m o b i l i z e  s u b s t a n t i a l  
a d d i t i o n a l  f u n d s  i n  c o n j u n c t i o n  w i t h  t h e  T r u s t  Fund re f lows  f o r  low-income 
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c o u n t r i e s  f a c i n g  s e r i o u s  and  p r o t r a c t e d  b a l a n c e  of payments problems,  
Mr. D a l l a r a  r e c a l l e d .  
o t h e r  d o n o r s  and  from t h e  m u l t i l a t e r a l  deve lopment  i n s t i t u t i o n s ,  and t h e  
U.6. Government was p r e p a r e d  t o  back i t  by  s e e k i n g  f u n d i n g  of t h e  o r d e r  
of $450 m i l l i o n  as  t h e  Un i t ed  S t a t e s '  c o n t r i b u t i o n  t o  s u p p l e m e n t i n g  
d i r e c t l y  t h e  T r u s t  Fund r e f l o w s .  H e  hoped tha t :  E x e c u t i v e  D i r e c t o r s  who 
wished t o  h e l p  t h e  low-income c o u n t r i e s  would a c t i v e l y  s u p p o r t  
S e c r e t a r y  B a k e r ' s  T r u s t  Fund i n i t i a t i v e ,  which was d e s i g n e d  s p e c i f i c a l l y  
t o  b e n e f i t  t h a t  g r o u p  of  members. I n d e e d ,  t h e  i n i t i a t i v e  was c o n s i s t e n t  
w i t h  t h e  s t a f f ' s  encouragement  of a c t i o n s  t o  p r e v e n t  t h e  a p p e a r a n c e  and 
a c c u m u l a t i o n  of arrears .  T h e r e  was c l e a r l y  a widesp read  f e e l i n g  among 
E x e c u t i v e  D i r e c t o r s  t h a t  a combina t ion  of a d e q u a t e  a d j u s t m e n t  p o l i c i e s  
and a d e q u a t e  f i n a n c i n g  w a s  needed  t o  p reven t  arrears  from emerging.  
S e c r e t a r y  B a k e r ' s  i n i t i a t i v e  on  b e h a l f  o f  t h e  low-income c o u n t r i e s  m e t  
b o t h  t h o s e  c r i r e r i a .  

Tha t  approach  c o u l d  c a t a l y z e  s i g n i f i c a n t  sums from 

T h e  T r e a s u r e r  s a i d  t h a t  more f r e q u e n t  i n f o r m a t i o n  on ove rdue  f i n a n -  
c i a l  o b l i g a r i o n s  t o  t h e  Fund c o u l d  be p rov ided  t o  t h e  E x e c u t i v e  Board. 
For  example ,  t h e  i n f o r m a t i o n  c o u l d  be p rov ided  on a q u a r t e r l y  b a s i s  i f  
E x e c u t i v e  D i r e c t o r s  so wished.  I t  was t h e  s t a f f ' s  u n d e r s t a n d i n g  t h a t  
q u a r t e r l y  r e p o r t s  would be d e s i g n e d  t o  u p d a t e  t h e  r e l e v a n t  i n f o m a t i o n  
and  t h a t  t h e  E x e c u t i v e  Board d i d  n o t  wish t o  ho ld  a d i s c u s s i o n  e a c h  
q u a r t e r  on  t h e  s u b j e c t  of ove rdue  f i n a n c i a l  o b l i g a t i o n s .  I n  f u t u r e ,  t h e  
r e p o r t s  would p r o v i d e  summary t a b l e s  showing s e p a r a t e l y  ove rdue  c h a r g e s  
and overdue  r e p u r c h a s e  o b l i g a t i o n s .  - 

R e p o r t s  c o u l d  also show t h e  i m p o r t a n c e  of f u t u r e  o b l i g a t i o n s  t o  t h e  
Fund i n  r e l a t i o n  t o  q u o t a ,  t h e  T r e a s u r e r  c o n t i n u e d .  Such i n f o r m a t i o n  had 
been  provided  o c c a s i o n a l l y  i n  p a s t  s t a f f  p a p e r s .  F u t u r e  s t a f f  r e p o r t s  on 
i n d i v i d u a l  members c o u l d  c o n t a i n  t h e  amount of each  c o u n t r y '  s ove rdue  
o b l i g a t i o n s  and f o r t h c o m i n g  o b l i g a t i o n s  i n  p r o p o r t i o n  t o  q u o t a .  The re  
were o t h e r  c r l t e r i a  t h a t  were r e l e v a n t  i n  j u d g i n g  whether  a member's 
ove rdue  o b l i g a t i o n s  and f o r t h c o m i n g  o b l i g a t i o n s  were s i g n i f i c a n t .  I n  t h e  
recent case of S o m a l i a ,  t h e  s t a f f  had n o t e d  t h a t  t h a t  c o u n t r y ' s  ove rdue  
o b l i g a t i o n s  of SDR 9 . 1  m i l l i o n  were e q u i v a l e n t  t o  abou t  7 p e r c e n t  of 
S o m a l i a ' s  o u t s t a n d i n g  u s e  of  Fund c r e d i t  and l o a n s  from t h e  T r u s t  Fund. 
I t  was a l s o  h e l p f u l  t o  assess t h e  i m p o r t a n c e  of t h e  arrears  i n  t h e  l i g h t  
of a c o u n t r y ' s  p r o j e c t e d  e x p o r t s  f o r  t h e  c u r r e n t  year and i n  t h e  l i g h t  of 
t o t a l  a r rears .  A l l  t h o s e  measu res  were usefu l -  i n  j u d g i n g  t h e  i m p o r t a n c e  
of  i n d i v i d u a l  c a s e s  of arrears ,  and t h e  s t a f f  would p r o v i d e  t h e  n e c e s s a r y  
i n f o r m a t i o n  t o  t h e  e x t e n t  p o s s i b l e .  

T h e  q u e s t i o n  had been r a i s e d  whe the r  t h e  c r i t e r i a  he had mentioned 
c o u l d  be used a s  a t r i g g e r  t o  s p e e d  up t h e  p r o c e d u r e s  € o r  h a n d l i n g  
- i n d i v i d u a l  c a s e s  of arrears ,  t h e  Treasurer n o t e d .  I n  t h a t  c o n t e x t ,  a 
s m a l l  amount of ove rdue  o b l i g a t i o n s  was as i m p o r t a n t  as a l a r g e  amount. 
I n d e e d ,  i t  c o u l d  be a r g u e d  t h a t  t h e  p r o c e d u r e  s h o u l d  be  advanced if t h e  
m 9 ~ 1 n t  of  the o b l i g a t i o n s  was s m a l l  b u t  t h e  member conce rned  had made no 
e f f o r t  t o  d e a l  w i t h  t h e  problem and seemed u n w i l l i n g  t o  a c t  i n  t h e  corning 
i ~ e r i o d .  T h e  a p p r o p r i a t e n e s s  o f  u s i n g  some k ind  of  a t r i g g e r  mechanism 
p r o b a b l y  w a s  n o t  t h e  main  i s s u e  a t  hand but  r a t h e r  t h e  a p p r o p r i a t e n e s s  
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of e x e r c i s i n g  t h e  o p t i o n  t o  s p e e d  up t h e  c u r r e n r  p r o c e d u r e s  f o r  h a n d l i n g  
i n d i v i d u a l  cases of a r r e a r s  i f  management f e l t  t h a t  s u c h  a c t i o n  would 
h e l p  t o  produce  8 p o s i t i v e  r e s u l t .  

T h e  e x t e r n a l  ar id i  t o r s  had n o t  r e q u e s t e d  t h a t  t h e  Fund s h o u l d  a d o p t  
Loan-loss p r o v i s i o n s ,  t h e  T r e a s u r e r  e x p l a i n e d  e They had  s a i d  t h a t  t h e  
Fund s h o u l d  examine w h e t h e r  i t  had a d e q u a t e  p r o c e d u r e s  t o  judge  w h e t h e r  
l o a n - l o s s  p r o v i s i o n s  would become n e c e s s a r y .  The a u d i t o r s  f e l t  t h a t  t h e  
Ihnd  s h o u l d  c o n s i d e r  t h e  p r o b a b i l i t y  t h a t  i t  would i n c u r  a l o s s  and t h e  
c i r c u m s t a n c e s  i n  which t h e  Fund s h o u l d  p roceed  t o  e s t a b l i s h  loan- loss  
p r o v i s i o n s .  I f  t h e  Fund were t o  d e c i d e  t h a t  t h e  c i r c u m s t a n c e s  w a r r a n t e d  
its p r o c e e d i n g  w i t h  t h e  i n t r o d u c t i o n  o f  l o a n - l o s s  p r o v i s i o n s ,  t h a t  move 
would n o t  mean t h a t  t he  Fund had acknowledged t h r o u g h  t h a t  a c t i o n  t h a t  
the o v e r d u e  o b l i g a t i o n s  would n e v e r  be p a i d .  A d e c i s i o n  t o  proceed  w i t h  
t h e  i n t r o d u c t i o n  of l o a n - l o s s  p r o v i s i o n s  would m e r e l y  b e  a s i g n  t h a t  t h e  
ove rdue  o b l i g a t i o n s  had been  p r o t r a c t e d ,  t h a t  t h e  Fund c o u l d  c o n c e i v a b l y  
i n c u r  a l o s s ,  and t h a t  t h e  Fund s h o u l d  t h e r e f o r e  t a k e  p r e c a u t i o n a r y  s t e p s  
t o  p r o t e c t  t h e  q u a l i t y  of i t s  assets .  The q u e s t i o n  whe the r  o r  n o t  t o  
i n t r o d u c e  l o a n - l o s s  p r o v i s i o n s  was s imilar  t o  t h e  d e b a t e  t h a t  t h e  E x e c u t i v e  
Board had  had on the n o n a c c r u a l  of: o v e r d u e  c h a r g e s .  The t a k i n g  of t h e  
d e c i s i o n  o n  n o n a c c r u a l  had n o t  i m p l i e d  t h a t  t h e  c h a r g e s  conce rned  would 
n e v e r  be c o l l e c t e d .  Those c h a r g e s  were s t i l l  shown i n  t h e  Fund ' s  a c c o u n t s  
as  d e f e r r e d  income,  t h e r e b y  c l e a r l y  showing t h a t  t h e  Fund e x p e c t e d  t o  
c a l l e c t  c h e  c h a r g e s  e v e n t u a l l y  bu t  t h a t  meanwhile  t h e  Fund d i d  n o t  wish  
t o  c o n t i n u e  as i f  t h e r e  had been  no change  i n  t h e  q u a l i t y  of - the Fund ' s  
asse ts  as a resu l t  of t h e  o v e r d u e  c h a r g e s .  

One of t h e  c r i t e r i a  f o r  j u d g i n g  t h e  q u a l i t y  of t h e  Fund ' s  assets  was 
t h e  impact of t h e  a s se t s  on t h e  F u n d ' s  l i q u i d i t y ,  t h e  T r e a s u r e r  c o n t i n u e d .  
$(any E x e c u t i v e  D i r e c t o r s  had n o t e d  t h e  s t a f f ' s  c o n c l u s i o n  t h a t  f o r  t h e  
time b e i n g  t h e  F u n d ' s  l i q u i d i t y  p o s i t i o n  was n o t  a s e r i o u s  i s s u e .  T h a t  
c o n c l u s i o n  was c o r r e c t  when seen in the l i g h t  of t h e  F u n d ' s  p r e s e n t  h i g h  
l e v e l  of  l i q u i d i t y ,  b u t  ove rdue  o b l i g a t i o n s  t o t a l e d  more t h a n  SDR 500 mil- 
Lion and were becoming a t  least a v i s i b l e  e l e m e n t  i n  t h e  c o n t e x t  of t h e  
Fund's l i q u i d i t y .  T h e r e  was a l s o  a d i f f e r e n c e  between j u d g i n g  t h e  impact  
of c e r t a i n  a s s e t s  on c u r r e n t  l i q u i d i t y  and t h e  l i k e l y  u l t i m a t e  i m p a c t .  
For  example ,  some E x e c u t i v e  D i r e c t o r s  had drawn a t t e n t i o n ,  f i r s t  , t o  t h e  
consequences  t h a t  t h e  e x i s t e n c e  of t h e  a r rears  m i g h t  have f o r  c r e d i t o r s '  
w i l l i n g n e s s  t o  c o n s i d e r  l e n d i n g  t o  t he  Fund i f  s u c h  l e n d i n g  were t o  
become n e c e s s a r y  a g a i n  in t h e  f u t u r e ,  a n d ,  s e c o n d ,  t h e  impact t h a t  t h e  
a r r e a r s  inignt  have  on members' w i l l i n g n e s s  t o  accept q u o t a  i n c r e a s e s  as a 
p a r t  of  the nex t  g e n e r a l  r ev iew o f  q u o t a s .  

He a g r e e d  w i t h  E x e c u t i v e  D i r e c t o r s  t h a t  t h e  i s s u e  o f  l oan - los s  p rov i -  
s i o n s  was complex and s h o u l d  be examined c a r e f u l - l y ,  t h e  T r e a s u r e r  w e n t  
an.  The e x a m i n a t i o n  s h o u l d  n o t  be h a s t y ,  as t h e r e  were p o t e n t i a l  n e g a t i v e  
consequences f o r  t h e  Furid of t h e  a d o p t i o n  of loan- loss  p r o v i s i o n s .  
P o s s i b l e  l o a n - 1 . 0 ~ s  p r o v i s i o n s  a l s o  r a i s e d  p r e s e n t a t i o n a l  and  funding,  
i ssues .  Such p r o v i s i o n s  c o u l d  c r ea t e  s e r i o u s  d e f i c i t s  f o r  t h e  Fund i f  
t h e  i n s t i t u t i o n  moved i n  t h a t  d i r e c t i o n  t o  a n y  s i g n i f i c a n t  extent .  The 
s t a f f  would need some time t o  p roduce  a p a p e r  on  l o a n - l o s s  p r o v i s i o n s .  
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The s t a f f  e x p e c t e d  t o  f i n i s h  i t s  work on t h a t  matter b e f o r e  t h e  end of 
t h e  c u r r e n t  f i n a n c i a l  y e a r ,  s o  t h a t  t h e  E x e c u t i v e  Board c o u l d  c o n s i d e r  
t h e  p o t e n t i a l  e f f e c t s  of such  p r o v i s i o n s  on t h e  F u n d ' s  b a l a n c e  s h e e t  and 
income s t a t e m e n t  when i t  t o o k  d e c i s i o n s  on  t h e  reserve t a r g e t ,  r a te  of 
c h a r g e ,  and r a t e  of r e m u n e r a t i o n  f o r  t h e  coming f i n a n c i a l  y e a r .  

A q u e s t i o n  had been  r a i s e d  a b o u t  t h e  s t e p s ,  s h o r t  of e x p u l s i o n ,  
which c o u l d  be t aken  a f t e r  a member had been d e c l a r e d  i n e l i g i b l e  t o  use 
t h e  Fund ' s  r e s o u r c e s ,  t h e  T r e a s u r e r  r e c a l l e d .  The Fund l o s t  much of i t s  
l e v e r a g e  w i t h  a member when i t  d e c l a r e d  a c o u n t r y  i n e l i g i b l e ,  and c a r e f u l  
c o n s i d e r a t i o n  s h o u l d  t h e r e f o r e  be g i v e n  t o  t h e  s t e p s  t h a t  were t a k e n  
p r i o r  t o  t h e  d e c l a r a t i o n  of i n e l i g i b i l i t y .  

The s t e p s  t h a t  were a v a i l a b l e  t o  t h e  Fund f o l l o w i n g  a d e c l a r a t i o n  of 
i n e l i g i b i l i t y  c o u l d  b e s t  be d e s c r i b e d  i n  g e n e r a l  terms r a t h e r  t h a n  i n  
s p e c i f i c  d e t a i l ,  t h e  T r e a s u r e r  c o n t i n u e d ,  b e c a u s e  t h e y  would depend t o  a 
l a r g e  e x t e n t  upon t h e  c i r c u m s t a n c e s  of each  case. The  most i m p o r t a n t  
c r i t e r i o n  i n  j u d g i n g  which s t e p s  t o  t a k e  was t h a t  t h e y  s h o u l d  h o l d  t h e  
p romise  of p roduc ing  p o s i t i v e  r e s u l t s ;  t h e  s t e p s  s h o u l d  n o t  be empty 
g e s t u r e s  and s h o u l d  n o t  b e  l i k e l y  t o  p roduce  n e g a t i v e  r e s u l t s .  One a l t e r -  
n a t i v e  was f o r  f r i e n d l y  p r e s s u r e  t o  be a p p l i e d  by  c o u n t r i e s  t h a t  were 
w i l l i n g  t o  a s s i s t  t h e  member w i t h  arrears  u n d e r  c e r t a i n  c o n d i t i o n s ,  
i n c l u d i n g  t h e  c o n d i t i o n  t h a t  t h e  a s s i s t a n c e  would b e  used  t o  e l i m i n a t e  
t h e  member 's  a r rears  t o  t h e  Fund. Tha t  approach  r e q u i r e d  c o n s u l t a t i o n  
among d o n o r s ,  some th ing  t h a t  was n o t  a lways  e a s y  t o  a c h i e v e .  The Fund 
c o u l d  c o n c e i v a b l y  t a k e  smaller s t e p s .  Fo r  example ,  i t  m i g h t  cease pro- 
v i d i n g  t e c h n i c a l  a s s i s t a n c e  i n  areas  o t h e r  t h a n  t h e  f o r m u l a t i o n  of a n  
a d j u s t m e n t  program. T h a t  s t e p  d i d  n o t  a p p e a r  a p p r o p r i a t e  a t  p r e s e n t  i n  
t h e  two c u r r e n t  cases o f  members t h a t  had  been  d e c l a r e d  i n e l i g i b l e  t o  u s e  
t h e  Fund ' s  r e s o u r c e s ,  b u t  i t  c o u l d  c o n c e i v a b l y  b e  used  in t h e  f u t u r e .  A s  

a g e n e r a l  r u l e ,  t h e  s t e p s  t h a t  t h e  Fund would t a k e  i n  d e a l i n g  w i t h  members 
t h a t  had been  d e c l a r e d  i n e l i g i b l e  would have  t o  be  d e c i d e d  on  a n  ad hoc  
b a s i s .  

The s ta f f  b e l i e v e d  t h a t  in g e n e r a l  it was t r u e  t h a t  members i n  
arrears  t o  t h e  Fund had n o t  g i v e n  f i r s t  p r i o r i t y  t o  e l i m i n a t i n g  t h o s e  
o b l i g a t i o n s  when making d e c i s i o n s  a b o u t  how t o  u s e  t h e i r  f o r e i g n  exchange  
revenues, t h e  T r e a s u r e r  commented. The members w i t h  arrears t o  t h e  Fund 
had s i g n i f i c a n t  e x p o r t  r e c e i p t s ,  b u t  some of them had n o t  d e v o t e d  even  a 
small p o r t i o n  of t h o s e  r e c e i p t s  t o  payments t o  t h e  Fund. It  c o u l d  be  
a r g u e d  t h a t  the Fund s h o u l d  be g i v e n  a h i g h  p r i o r i t y  e v e n  i n  r e l a t i o n  t o  
t h e  members' need  t o  pay f o r  i m p o r t s .  I n  g e n e r a l ,  t h e  c o u n t r i e s  conce rned  
had c o n s i d e r a b l e  e x p o r t  r e c e i p t s  b u t  had d e c i d e d  t h a t  t h e y  would f a l l  i n t o  
a r r e a r s  w i t h  t h e  Fund i n  o r d e r  t o  m a i n t a i n  a h i g h e r  l e v e l  of i m p o r t s  t h a n  
would o t h e r w i s e  have been  p o s s i b l e .  

One E x e c u t i v e  Director had r a i s e d  t h e  q u e s t i o n  w h e t h e r  o t h e r  c r e d i t o r s  
had been pa id  by members w i t h  a r rears  when t h e  Fund had n o t  been p a i d ,  
t h e  T r e a s u r e r  went  o n .  I n  f a c t ,  some o t h e r  c r e d i t o r s - - i n c l u d i n g  o t h e r  
m u l t i l a t e r a l  i n s t i t u t i o n s - - h a d  been g i v e n  p r i o r i t y  o v e r  t h e  Fund. I t  was 
n o t  clear t o  t h e  s t a f f  w h e t h e r  o t h e r  c r e d i t o r s  had been  g i v e n  p r e f e r e n c e  
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b e c a u s e  of t h e  r e l a t i v e  l e v e l s  of c h a r g e s  by t h e  Fund and t h e  o t h e r  
c r e d i t o r s .  
e n c o u r a g e d  some members t o  pay  o f f  more c o s t l y  c r e d i t  f i r s t ,  and  i t  was 
a p p a r e n t l y  f o r  t h a t  r e a s o n  t h a t  some E x e c u t i v e  D i r e c t o r s  had s u g g e s t e d  
t h a t  t h e  Fund s h o u l d  c o n s i d e r  impos ing  s p e c i a l  c h a r g e s  t h a t  would e l i m i n a t e  
t h e  c o n c e s s i o n a l i t y  of: t h e  Fund ' s  r e g u l a r  c h a r g e s .  A t  p r e s e n t ,  t h e  
s p e c i a l  c h a r g e s  t h a t  were be ing  c o n s i d e r e d  would m e r e l y  r e c o v e r  c o s t s  t o  
t h e  Fund of arrears;  t h e y  would n o t  n e c e s s a r i l y  e l i m i n a t e  t h e  c o n c e s s i o n a l  
e l e m e n t  of Fund c r e d i t .  I n  a n y  e v e n t ,  t h e r e  w a s  no g u a r a n t e e  t h a t  spec ia l  
c h a r g e s  would p roduce  p o s i t i v e  r e s u l t s  i n  a l l  cases. 

The f a c t  t h a t  t h e  Fund ' s  c h a r g e s  were c o n c e s s i o n a l  migh t  have  

One of t h e  r e a s o n s  why c e r t a i n  o t h e r  c r e d i t o r s  were somet imes  p a i d  
b e f o r e  t h e  Fund was t h a t  members u s u a l l y  f e l l  i n t o  a r rears  t o  t h e  Fund 
a f t e r  a s t a n d - b y  o r  e x t e n d e d  a r r a n g e m e n t  had ended and  t h e  members had no 
e x p e c t a t i o n  of r e c e i v i n g  any  new f u n d s  u n l e s s  a n  a d e q u a t e  a d j u s t m e n t  
program were a d o p t e d ,  t h e  T r e a s u r e r  c o n t i n u e d .  Some o t h e r  c r e d i t o r s  d i d  
no t  impose s imi la r  c o n d i t i o n s  and were p r e p a r e d  t o  c o n t i n u e  t o  d i s b u r s e  
funds  t o  t h e  members a s  l o n g  as t h e  c o u n t r i e s  remained  c u r r e n t  w i t h  t h o s e  
c r e d i t o r s .  The World Bank o f t e n  f i n a n c e d  a p r o j e c t  o v e r  a l o n g  p e r i o d  
and w i t h o u t  t h e  k i n d  of c o n d i t i o n a l i t y  a s s o c i a t e d  w i t h  Fund f i n a n c i n g .  A 
member c o u l d  h e l p  . i t s e l f  by r e m a i n i n g  c u r r e n t  i n  such a m u l t i l a t e r a l  
l e n d i n g  i n s t i t u t i o n  b e c a u s e  i t  c o u l d  r e c e i v e  a d d i t i o n a l  f u n d s  w i t h o u t  
n e c e s s a r i l y  hav ing  t o  a c c e p t  c o n d i t i o n s  on t h e  u s e  of t h e  funds .  

As Mr. P o l a k  had  m e n t i o n e d ,  arrears h a d  t h e i r  own c o s t s  n o t  o n l y  f o r  
t h e  Fund b u t  f o r  a member i n  arrears ,  t h e  T r e a s u r e r  remarked.  The Fund 
had twice p o s t p o n e d  payments  due  by Guyana; i t  had a l s o  pos tponed  payments  
due  by N i c a r a g u a  on o n e  o c c a s i o n .  The  pos tponemen t s  had n o t  p r e v e n t e d  
t h e  arrears of t h o s e  c o u n t r i e s  from a r i s i n g ,  and  t h a t  was one  of t h e  
c o n s i d e r a t i o n s  t h a t  t h e  E x e c u t i v ?  D i r e c t o r s  had had i n  mind in d e c i d i n g  
n o t  t o  g r a n t  f u r t h e r  pos tponemen t s .  It had seemed c l e a r  t o  t h e  E x e c u t i v e  
D i r e c t o r s  t h a t  i n  t h o s e  two cases pos tponemen t s  had n o t  b e e n  h e l p f u l ;  
indeed, t h e  pos tponemen t s  migh t  h a v e  worsened t h e  s i t u a t i o n ,  b e c a u s e  t h e  
ove rdue  o b l i g a t i o n s  had been  bunched a t  t h e  end of t h e  u s u a l  f i v e - y e a r  
r e p u r c h a s e  p e r i o d  and b o t h  Nica ragua  and Guyana had f a l l e n  i n t o  arrears  
a t  the end of t h a t  p e r i o d .  The pos tponemen t s  f o r  t h o s e  c o u n t r i e s  tiad n o t  
been  based on t h e  " h a r d s h i p "  provi  'on  of A r t i c l e  V ,  S e c t i o n  7(g). They 
had been based  on t h e  s t a f f ' s  v i e w  c h a t  as t h e  c o u n t r i e s  had had no cash 
i n  hand a t  t h e  t i m e  t h e  r e p u r c h a s e s  had f a l l e n  d u e ,  t h e  pos tponement  
m i g h t  have g i v e n  t h e  a u t h o r i t i e s  time t o  meet t h e i r  o b l i g a t i o n s  soon  
t h e r e a f t e r .  

Many members had what  c o u l d  e a s i l y  b e  te rmed h a r d s h i p  c o n d i t i o n s  b u t  
had managed t o  r ema in  c u r r e n t  i n  t h e  Fund,  t h e  T r e a s u r e r  w e n t  a n .  F r e q u e n t  
u s e  of A r t i c l e  V ,  S e c t i o n  7(g)  would run  t h e  r i s k  t h a t  members t h a t  made 
t h e  e f f o r t  t o  r ema in  c u r r e n t  i n  t h e  Fund would feel. t h a t  t h e i r  e f f o r t s  
were  i n  e f f e c t  g o i n g  un rewarded .  Those c o u n t r i e s  m i g h t  feel t h a t  t h e y  
were b e i n g  t r e a t e d  u n f a i r l y  i f  o t h e r  c o u n t r i e s  i n  s imilar  c i r c u m s t a n c e s  
were p e n n i t t e d  t o  p o s t p o n e  t h e i r  payments  t o  t h e  Fund on  t h e  ground t h a t  
t h e  payments  would cause a h a r d s h i p .  
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Mr. Dallara s a i d  t h a t  he hoped t h e  s t a f f  c o u l d  comple t e  i t s  examina- 
t i o n  of l o a n - l o s s  p r o v i s i o n s  b e f o r e  t h e  end of t h e  c u r r e n t  f i n a n c i a l  year. 
Such p r o v i s i o n s  c o u l d  be p a r t i c , u l a r l y  i m p o r t a n t  i f  t h e  a l r e a d y  l a r g e  
r e p u r c h a s e  arrears of c e r t a i n  members were to c o n t i n u e  t o  grow i n  t h e  
coming weeks. I n  t h a t  e v e n t ,  i t  might  w e l l  be p ruden t  f o r  t h e  Fund t o  
c o n s i d e r  p o s s i b l e  l o a n - l o s s  p r o v i s i o n s  b e f o r e  t h e  arrears problem became 
even more s e r i o u s .  The arrears  s i t u a t i o n  c o u l d  c o n c e i v a b l y  d e t e r i o r a t e  
inore r a p i d l y  t h a n  had been a n t i c i p a t e d  e a r l i e r  i n  1985. 

M r .  Sengupta  remarked  t h a t  he assumed t h a t  a f t e r  d e d u c t i n g  l o a n - l o s s  
p r o v i s i o n s  from t h e  F u n d ' s  f i n a l  income p o s i t i o n ,  i t  would n o t  be  n e c e s s a r y  
t o  i n c r e a s e  c h a r g e s  on a l l  users of t h e  Fund ' s  r e s o u r c e s .  I n  a d d i t i o n ,  
he wondered whe the r  i f  two members i n c u r r e d  a r rears  t o  t h e  Fund--one 
because  o f ,  s a y ,  i n a d e q u a t e  e x p e n d i t u r e  r e s t r a i n t  and t h e  o the r  because  
of exogenous f a c t o r s  such as a s h a r p  d r o p  i n  commodity p r i c e s - - t h e  Fund 
would be  a b l e  t o  t r e a t  t h o s e  members d i f f e r e n t l y .  

The T r e a s u r e r  r e p l i e d  t h a t  comparing t h e  two c o u n t r i e s  d e s c r i b e d  by 
Mr. Sengup ta  was t an tamoun t  t o  t r y i n g  t o  compare tw ins .  T h e r e  was a 
r h i r d  p o s s i b l e  s i t u a t i o n - - n a m e l y ,  t h a t  a member t h a t  was i n  a d i f f i c u l t  
p o s i t i o n  because  of i n a d e q u a t e  d o m e s t i c  p o l i c i e s  and exogenous f a c t o r s  
c o n t i n u e d  t o  meet i t s  o b l i g a t i o n s  t o  the Fund on t i m e  by a d o p t i n g  appro-  
p r i a t e  measures t h a t  c r e a t e d  c o n f i d e n c e  among i t s  c r e d i t o r s  and r e s u l t e d  
i n  t h e i r  p r o v i d i n g  t h e  member w i t h  f o r e i g n  exchange  t h a t  c o u l d  be  used  t o  
pay the  Fund. If a member approached  t h e  Fund a t  a n  e a r l y  s t a g e  i n  t h e  
deve lopment  of b a l a n c e  of payments problems d u e  t o  exogenous f a c t o r s ,  
s u c h  as a f a l l  i n  commodity p r ices ,  t h e  Fund c o u l d  o f  c o u r s e  c o n s i d e r  t h e  
member's r e q u e s t  f o r  a n  a r r angemen t  w i t h  t h e  member b e f o r e  t h e  c o u n t r y  
f e l l  i n t o  arrears .  The p r e c i s e  n a t u r e  of t h a t  a r r angemen t  would depend 
upon t h e  F u n d ' s  p o l i c i e s  a t  t h e  time. The re  migh t  be  a limit t o  what  t h e  
Fund c o u l d  do i n  terms of t h e  amount of p u r c h a s e s  i t  c o u l d  make a v a i l a b l e  
because  t h e  member migh t  have a l r e a d y  made p r o t r a c t e d  u s e  of c o n s i d e r a b l e  
amounts o f  Fund r e s o u r c e s  i n  r e l a t i o n  t o  t h e  member's q u o t a .  Mr. S e n g u p t a ' s  
comments a l s o  b rough t  t o  mind t h e  q u e s t i o n  of p e r m i t t i n g  a c o u n t r y  t o  
r e s c h e d u l e  i t s  payments  t o  t h e  Fcnd b e c a u s e  t h e  payments  would r e s u l t  i n  
e x c e p t i o n a l  h a r d s h i p  f o r  t h e  member. I n  t h a t  c o n n e c t i o n ,  t h e  main  i s s u e  
seemed t o  b e  whether  r e s c h e d u l i n g  on tne ground of e x c e p t i o n a l  h a r d s h i p  
s h o u l d  be ag reed  a f t e r  a c o u n t r y  had f a l l e n  i n t o  a r rears  o r  b e f o r e ,  and 
w h e t h e r  such  r e s c h e d u l i n g  s h o u l d  b e  made w i t h o u t  any  pol i -cy c o n d i t i o n s .  
If :t were  t o  g r a n t  such a r e s c h e d u l i n g ,  t h e  Fund m u s t  make c e r t a i n  t h a t  
t h e  r e s c h e d u l i n g  would be conduc ive  t o  s o l v i n g  t h e  member 's  b a l a n c e  of 
payments  problem and would n o t  s imply  p o s t p o n e  t h e  s o l u t i o n  t o  t h e  problem. 

I n  c o n s i d e r i n g  t h e  i s s u e  of r e s c h e d u l i n g  by t h e  Fund, E x e c u t i v e  
D i r e c t o r s  s h o u l d  not compare t h e  Fund t o o  c l o s e l y  t o  commercial  banks ,  
the T r e a s u r e r  c o n s i d e r e d .  Some E x e c u t i v e  D i r e c t o r s  had n o t e d  c h a t  t h e  
Fund was a s k i n g  commercial  hank.s t o  r e s c n e d u l e  a r r e a r s  t o  t h e  banks  and 
t o  m a l e  f r e s h  money a v a i l a b l e .  The Fund was a f i n a n c i a l  i n s t i t u t i o n  and 
a c r e d i t o r ,  b u t  i t  was a s p e c i a l  k i n d  of c r e d i t o r :  t h e  Fund t a c k l e d  t h e  
tuost  d i f f i c u l t  cases and  s h o u l d  t h e r e f o r e  be g i v e n  f i r s t  p r i o r i t y  by 
d e b t o r s  so t h a t  t h o s e  inembers c o u l d  preserve therr  l a s t  l i f e l i n e  t o  
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credi t .  A member t h a t  f e l l  i n t o  arsears  t o  t h e  Fund r a n  t h e  r i s k  of  l o s i n g  
t h a t  l i f e l i n e .  I f  a member approached  t h e  Fund b e f o r e  f a l l i n g  i n t o  arrears 
and  t h e  member was w i l l i n g  t o  adop t  t h e  a d j u s t m e n t  measu res  t h a t  were 
needed t o  s a f e g u a r d  the revolv i .ng  n a t u r e  of t h e  F u n d ' s  r e s o u r c e s ,  t h a t  
c o u n t r y  would r e a p  g r e a t e r  g a i n s  f rom r e q u e s t i n g  a s t a n d - b y  o r  e x t e n d e d  
a r r a n g e m e n t  t h a n  from r e q u e s t i n g  a r e s c h e d u l i n g .  I n  t h a t  c o n n e c t i o n ,  
much would depend upon t h e  amounts  t h a t  were i n v o l v e d  and on t h e  time 
t h a t  would be  needed t o  a d j u s t  t h e  b a l a n c e  of payments  t o  t h e  p o i n t  a t  
which t h e  c o u n t r y  would be i n  a p o s i t i o n  t o  b e  a b l e  t o  pay t h e  Fund. I n  
t h a t  c o n t e x t ,  r e s c h e d u l i n g  might  Got be as  p r e f e r a b l e  as a s t and-by  o r  
ex tended  a r r a n g e m e n t  o r  B p u r c h a s e  under  t h e  compensa to ry  f i n a n c i n g  
i a c i l i  t y  . 

The Chairman made the f o l l o w i n g  summing up:  

T h e r e  was broad  agreement  on severa l  g e n e r a l  c o n s i d e r a t i o n s .  
F i r s t ,  t h e  p r e s e n t  s i t u a t i o n  conce-n ing  ove rdue  o b l i g a t i o n s  i s  
s e r i o u s ;  all. D i r e c t o r s  e x p r e s s e d  g r e a t  co;lLcr'n a b o u t  it. The 
s i t u a t i o n  h a s  worsened i n  terms of t h e  s i z e  and l e n g t h  of t h e  
ove rdue  o b l i g a t i o n s  a n d ,  t o  a c e r t a i n  e ? . t e n t ,  t h e  number of 
c o u n c r i e s  i n  arrears .  T h i s  h a s  happened d e s p i t e  t h e  range of 
pol ic ies  and  p r a c t i c e s  adop ted  by t h e  E x e c u t i v e  Board o v e r  t h e  
p a s t  y e a r  t o  r e s o l v e  t h e  problem. The s e r i J u s n e s s  of t h e  s i t u a -  
t i o n  compels  t h e  Fund t o  c o n s i d e r  t a k i n g  c e r t a i n  d e c i s i o n s ;  t h e  
r e l e v a n t  f i n a n c i a l  d e c i s i c n s  w i l l  be a d d r e s s e d  i n  o u r  coming 
d i s c u s s i o n s  on s p ? c i a l  c h a r g e s  and t h e  F u n d ' s  income p o s i t i o n .  
I f  i c  i s  n o t  checked ,  t h e  s i t u a t i o n  c o n c e r n i n g  arrears  t o  t h e  
Fund c o u l d  weaken t h e  F u n d ' s  monetary  c h a r a c t e r  as w e l l  as t h e  
w i l l i n g n e s s  of i t s  c r e d i t o r  members t o  support:  and f i n a n c e  i t  i n  
t h e  f u t u r e .  I f  a l l o w e d  t o  c o n t i n u e ,  t h e  a r r e a r s  c o u l d  c rea te  
s e r i o u s  problems f o r  t h o s e  c o u n t r i e s  t h a t  have  remained c u r r e n t  
w i t h  t h e  Fund even though many of them f a c e  t h e  same t y p e s  of 
problems t h a t  are f a c i n g  members w i t h  ove rdue  f i n a n c i a l  o b l i g z -  
t i o n s  t o  t h e  Fund. 

Second ,  the r e s p o n s i b i l i t y  € o r  d e a l i n g  w i t h  t h e  problem 
rests p r i m a r i l y  w i t h  t h e  member c o u n t r i e s  t h a t  a re  i n  a r r ea r s  t o  
t h e  Fund. Whi le  exogenous  f a c t o r s  e x p l a i n  t o  some extent--and 
sometimes t o  a s u b s t a n t i a l  e x t e n t - - t h e  d e t e r i o r a t i o n  of economic 
c o n d i t i o n s  i n  a number of c o u n t r i e s  w i t h  a r rears ,  t h e  a d o p t i o n  
by t h o s e  members of s t r o n g  a d j u s t m e n t  measu res  t o  r e s t o r e -  b a l a n c e  
of payments v i a b i l i t y  i s  e s s e n t i a l .  

T h i r d ,  member c o u n t r i e s  i n  a r rears  s h o u l d  be i n d u c e d  t o  g i v e  
p r i o r i t y  t o  a c t i o n s  t h a t  a r e  d e s i g n e d  s p e c i f i c a l l y  t o  e n a b l e  I 

chem to  r e p a y  t h e  Fund. I n  a d d i t i o n ,  t h e y  s h o u l d  i n t r o d u c e  
c o r r e c t i v e  m e a s u r e s  a t  an  e a r l y  s t a g e  t o  improve  t h e i r  economic 
p o l i c i e s  and t o  a v o i d  t h e  emergence a n d  f u r t h e r  a c c u m u l a t i o n  of 
a r rears  to  t h e  Fund. 
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F o u r t h ,  t h e  Fund s h o u l d  keep open i t s  c h a n n e l s  of c o m u n i c a -  
Lion wich  c o u n t r i e s  i n  arrears i n  o r d e r  t o  h e l p  them f o r m u l a t e  
a d j u s t m e n t  p o l i c i e s  and t o  c a t a l y z e  e x t e r n a l  a s s i s t a n c e  so t h a t  
t h e s e  c o n c e r t e d  e f f o r t s  c a n  u l t i m a t e l y  b e  s u p p o r t e d  by Fund 
a s s i s t a n c e  and l e a d - - p r i o r  t o  t h e  Fund ' s  formal commitment t o  
p r o v i d i n g  such  a s s i s t a n c e - - t o  s e t t l e m e n t  of t h e  arrears.  A . 
number of D i r e c t o r s  u n d e r l i n e d  t h e  c o m p l e x i t y  of t h e  n e g o t i a -  
t i o n s  i n v o l v e d  i n ,  and t h e  s o l u t i o n s  t o ,  s u c h  complex cases. I n  
some c a s e s  s t r o n g  b i l a t e r a l  f i n a n c i a l  s u p p o r t  and m u l t i l a t e r a l  
deve lopment  s u p p o r t  w i l l  be i n d i s p e n s a b l e  components of t h e  
packages .  

F i f t h ,  i n t e r v a l s  be tween Board r ev iews  s h o u l d  be  pu t  t o  
good use; t h e y  s h o u l d  n e v e r  be s e e n  a s  g r a c e  p e r i o d s  o r  as 
per iods  i n  which a member i s  excused  froin malting e v e r y  e f f o r t  
t o  settle i t s  arrears  t o  t h e  Fund. 

S i x t h ,  w h i l e  e q u a l  t r e a t m e n t  and evenhandedness  a re  e s sen -  
t i a l  I.n Fund p r o c e d u r e s ,  t h e r e  mus t  be s u f  f i c i e n t  f l e x i b i l i t y  
i n  a p p l y i n g  ou r  p r o c e d u r e s  t o  t a k e  i n t o  a c c o u n t  s p e c i f i c  
c i r c u m s t a n c e s ,  p e r f o r m a n c e s ,  and problems.  

I come now t o  t h e  p r o c e d u r a l  matters t h a t  were d i s c u s s e d  
today .  F i r s t ,  s e v e n  Directors--who do n o t  c a r r y  a m a j o r i t y  of 
t h e  vo te s - - f avor  changing  t h e  Board ' s  g e n e r a l  s t r a t e g y  f o r  
d e a l i n g  w i t h  olrerdue f i n a n c i a l  o b l i g a t i o n s .  Bas i ca l ly  they 
c o n s j  Je r  t h a t  a r r e a r s  a r i s e  m a i n l y  b e c a u s e  of exogenous f a c t o r s  
tha:  a re  beyond t h e  c o r t r o l  of t h e  a u t h o r i t i e s  conce rned ;  j n  
t h o s e  c a s e s ,  a r rears  d o  n o t  a r i s e  because  t h e  members a re  
u n w i l l i n g  t o  pay t h e  Fund. Those D i r e c t o r s  c o n s i d e r  t h a t  such  
c o u n t r i e s  shou ld  be he lped  tc f o r m u l a t e  programs s u p p o r t e d  by 
t h e  Fund and  s h o u l d  n o t  f i r s t  have  t o  s e t t l e  t h e i r  ove rdue  
o b l i g a t i o n s  t o  the Fund. I n  t h e  v tew o f  these  D i r e c t o r s ,  
r e q u i r i n g  t h e  mernbers conce rned  t o  s e t t l e  t h e i r  a r rears  b e f o r e  
n e g o t i a t i n g  a Fund-supported program would t y p i c a l l y  b e  incom- 
p a t i b l e  w i t h  t h e  l o w  l e v e l  of r e s e r v e s  and t h e  g e n e r a l  economic 
s i t u a t i o n  of t h o s e  c o u n t r i e s .  These  s e v e n  D i r e c t o r s  b e l i e v e  
t h a t  t h e  b e s t  way f o r  t h e  Fund t o  h a n d l e  such  c a s e s  would be t o  
n e g o t i a t e  p r o g r a a s  w i t h  t h e  c o u n t r i e s  conce rned  and t o  invoke  
A r t i c l e  V, S e c t i o n  7(g),  which p e r m i t s  a member t o  pos tpone  t h e  
d a t e  of d i s c h a r g e  of a r e p u r c h a s e  o b l i g a t i o n .  T h i s  g e n e r a l  
approach  t o  t h e  problem w a s  no t  s u p p o r t e d  by a m a j o r i t y  of 
D i r e c t o r s .  Indeed ,  t h e  m a j o r i t y  o f  D i r e c t o r s  e x p r e s s e d  s t r o n g  
r e s e r v a t i o n s  abou t  s u c h  a n  ? ~ p r n a c h ,  which i n  t h e i r  v iew cou ld  
c o n s i d e r a b l y  weaken t h e  Fund ' s  c r e d i b i l i t y  and pose  a t h r e a t  t o  
t h e  f u t u r e  of t h e  i n s t i t u t i o n  by p o s s i b l y  e n c o u r a g i n g  members 
t o  d e l a y  r e p u r c h a s e s .  

T h e  second nil j o r  p r o c e d u r a l  problem t h a t  was d i s c u s s e d  
today  was the n a t u r e ,  i n t e n s i t y  and t i m i n g  of t h e  Roard's 
Involvement  i n  t h e  h a n d l i n g  of c a s e s  of  a r r e a r s  t o  t h e  Fund. A 
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number of D i r e c t o r s  would l i k e  t o  be in fo rmed  more f r e q u e n t l y  
a b o u t  deve lopmen t s  i n  t h e  arrears s i t u a t i o n ,  and i n  f u t u r e ,  
p a p e r s  w i l l  b e  c i r c u l a t e d  o n  a q u a r t e r l y  b a s i s .  T h i s  d o e s  n o t  
mean t h a t  each  q u a r t e r  w e  s h o u l d  r e v i e w  a l l  t h e  r e l e v a n t  pro- 
c e d u r e s  and  p r e p a r e  l e n g t h y  p a p e r s  l i k e  t h e  o n e  on  t o d a y ' s  
agenda .  However, a t  t h e  l e a s t ,  t a b l e s  s h o u l d  be upda ted  s o  
t h a t  D i r e c t o r s  w i l l  be  a b l e  t o  r ema in  in fo rmed  o f  deve lopmen t s .  
I n  p r e p a r i n g  t h e  t a b l e s  t h e  s t a f f  w i l l  t a k e  i n t o  a c c o u n t  the 
s u g g e s t i o n s  made by D i r e c t o r s  t oday  and any  s u g g e s t i o n s  
D i r e c t o r s  m i g h t  w i s h  t o  make on a b i l a t e r a l  b a s i s .  

A m a j o r i t y  of D i r e c t o r s  f a v o r  r e d u c i n g  t h e  p e r i o d  between 
t h e  emergence of  arrears and t h e  f i r s t  s u b s t a n t i v e  c o n s i d e r a t i o n  
of a c o m p l a i n t .  These  D i r e c t o r s  f e l t  t h a t  t h e  p r e s e n t  f ive-month  
p e r i o d  was too  l o n g ,  a s  i t  h a s  t e n d e d  t o  c o i n c i d e  w i t h  a b u i l d u p  
of a r r ea r s  t h a c  has made i t  more d i f f i c u l t  t o  t a c k l e  t h e  matter; 
e a r l i e r  i nvo lvemen t  by t h e  Board would have  been  h e l p f u l .  
Al though some D i r e c t o r s  f a v o r  t a k i n g  a f l e x i b l e  approach  t o  t h i s  
p e r i o d ,  a m a j o r i t y  c l e a r l y  s u p p o r t s  l i m i t i n g  t h e  p e r i o d  t o  t h r e e  
months.  I s s u i n g  t h e  c o m p l a i n t  two months a f t e r  a r rears  h a v e  
a r i s e n  i n s t e a d  of t h r e e  months would c e r t a i n l y  b e  c o n s i s t e n t  
w i t h  t o d a y ' s  d i s c u s s i o n .  The review QeriOd fo l lowing  t h e  f i r s t  
s u b s t a n t i v e  c o n s i d e r a t i o n  would  remain  t h r e e  months ,  b u t  t h e  
t h r e e  months would be c o n s i d e r e d  a n  o u t e r  l i m i t :  t h e  d e c i s i o n  
o n  t h e  a c t u a l  t i m i n g  i n  each  c a s e  s h o u l d  take i n t o  a c c o u n t  t h e  
p a r t i c u l a r  c i r c u m s t a n c e s  and t h e  pe r fo rmance  of t h e  member. 

I n  t h e  area of p r e v e n t i v e  a c t i o n s  t h e  Fund w i l l  c o n t i n u e  
t o  work w i t h  members t o  h e l p  them a v o i d  t h e  emergence oE arrears .  
A number of D i r e c t o r s  s t r e s s e d  t h e  need t o  improve t h e  d e s i g n  of 
a d j u s t m e n t  programs and  t o  keep i n  mind t h e  i m p o r t a n c e  of d e b t  
and reserve management.  I' would stress t h a t  w e  are  pay ing  
i n c r e a s i n g  a t t e n t i o n  t o  t h o s e  mat ters ;  t h e y  c l e a r l y  d e s e r v e  o u r  
c l o s e  invo lvemen t .  

Mr. D a l l a r a ' s  s u g g e s r i o n  t h a t  p a p e r s  on t h e  u s e  of Fund 
r e s o u r c e s  s h o u l d  i n c l u d e  t h e  s t a f f ' s  a n a l y s i s  of t h e  member's 
a b i l i t y  t o  c a r r y  and  r e p a y  such  new d e b t  r e c e i v e d  s t r o n g  b a c k i n g  
t o d a y ,  and we w i l l  t r y  o u r  hand a t  t h a t .  

A m a j o r i t y  of D i r e c t o r s  f e l t  t h a t  o n c e  a member h a s  been  
d e c l a r e d  i n e l i g i b l e  t o  u s e  t h e  Fund ' s  r e s o u r c e s  t h e  Board s h o u l d  
n o t  wait:  a s  l o n g  as t h e  n e x t  A r t i c l e  I V  c o n s u l t a t i o n  t o  d i s c u s s  
t h e  member 's  arrears  s i t u a t i o n .  The  m a j o r i t y  of D i r e c t o r s  would 
l i k e  t o  r e v i e w  rhe member 's  s i t u a t i o n  e v e r y  s i x  months.  

A number of D i r e c t o r s  a s k e d  t h e  s t a E f ,  i n  t h e  wake of t h e  
s u g g e s t i o n  made by t h e  e x t e r n a l  a u d i t o r s ,  t o  p roduce  a p a p e r  on  
p o s s i b l e  l o a n - l o s s  p r o v i s i o n s .  Such a s t u d y  w i l l  be u n d e r t a k e n  
w i t h  a v i ew t o  h o l d i n g  a discussion i n  the Board before t h e  end 
of t h e  c u r r e n t  f i n a n c i a l  year .  



- 59 - EBM/85/170 - 11/25/85 

To c o n c l u d e ,  I would l i k e  t o  stress t h a t  t h e  q u e s t i o n  of 
a r r e a r s  h a s  i m p o r t a n t  r a m i f i c a t i o n s  f o r  t h e  Fund as a whole.  I 
would emphas ize ,  as  I have  i n  p r e v i o u s  o c c a s i o n s ,  t h a t  the.  Fund 
i s  a unique  i n s t i t u t i o n .  I would have g r e a t  d i f f i c u l t y  i n  
a g r e e i n g  wi th  t h e  small number of D i r e c t o r s  who t o d a y  compared 
t h e  Fund t o  commercial  banks.  The Fund i s  a c o o p e r a t i v e  i n s t i -  
t u t i o n  a n d  h a s  no commerc ia l  o b j e c t i v e s .  It  i s  on t h i s  basis 
t h s t  t h e  r u l e s  g o v e r n i n g  t h e  u t i l i z a t i o n  of Fund r e s o u r c e s  were 
e s t a h l i s h e d ,  and t h e s e  r u l e s  must be fo l lowed .  I t  i s  t h u s  
impropor  t o  c o n s i d e r  t h a t ,  b e c a u s e  we a r e  a s k l n g  banks t o  
increase t h e i r  exposure  a f t e r  t h e y  had become ove rexposed  f o r  
p u r e l y  commercial  r e a s o n s ,  t h e  Fund s h o u l d  be asked  i n  e f f e c t  
t o  take t h e  same c o u r s e .  The re  i s  a d i f f e r e n c e .  

I n  t h a t  c o n n e c t i o n ,  I have  been  h e a r t e n e d  t o  h e a r  t oday  
from v i r t u a l l y  a l l  D i r e c t o r s  t h a t  t h e  Fund s h o u l d  n o t  cu t  i t s  
r e l a t i o n s  w i t h  members t h a t  have a r r e a r s  and a re  i n  d i f f i c u l t  
s i t u a t i o n s ;  D i r e c t o r s  s t r e s s e d  t h a t  we have  t o  keep t h e  c h a n n e l s  
open  and do a l l  w e  can  t o  h e l p  t h e  members become c u r r e n t  i n  t h e  
Fund. T h i s  w i l l  i n v o l v e  i n  Inany cases Fund a s s i s t a n c e  i n  f o r -  
m u l a t i n g  a p p r o p r i a t e  p o l i c i e s  f o r  a member t h a t  i n t e n d s  t o  p u t  
its a f f a i r s  i n  o r d e r .  Such cases may w e l l  a l s o  r e q u i r e  t h e  Fund 
t o  c a t a l y z e  e x t e r n a l  a s s i s t a n c e .  Tha t  i s  t h e  l o g i c a l  r o u t e  t o  
r ake  once  t h e  a l t e r n a t i v e  of r e s o r t i n g  t o  A r t i c l e  V ,  S e c t i o n  7 ( g )  
h a s  been d i s c a r d e d .  One h a s  t o  l o o k  a t  t h e  f u l l  d imens ions  of 
t h e  problem of ove rdue  o b l i g a t i o n s  on a coun t ry -by-coun t ry  
b a s i s .  I would stress t h e  c l o s e  r e l a t i o n s h i p  between t h e  t rea t -  
m e n t  of some of t h e s e  cases i n  a c o o p e r a t i v e  w a y - - p a r t i c u l a r l y  
w i t h  r e s p e c t  t o  t h e  p r o v i s i o n  of f i n a n c i a l  a s s i s t ance - -and  t h e  
f i n a n c i a l  consequences  f o r  t h e  membership as a whole of n o t  
h e l p i n g  t o  a m e l i o r a t e  such  s i t u a t i o n s .  I f  we a r e  u n a b l e  t o  pu t  
t o g e t h e r  r e a s o n a b l e  packages  of ad j u s  tment p o l i c i e s  backed by 
a d e q u a t e  e x t e r n a l  f i n a n c i n g ,  t h e n  t h e  s i t u a t i o n  w i l l  become more 
d i f f i c . u l t  f o r  t h e  i n s t i t u t i o n  as a whole:  t h e  Fund w i l l  be 
c o n f r o n t e d  w i t h  u n p l e a s a n t  consequences  f o r  c h a r g e s  arid t h e  
ra te  of r e m u n e r a t i o n .  

APPKOVED: J u l y  11, 1986 
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Background Nore by M r .  Dallara € o r  t h e  D i s c u s s i o n  
of Overdue F i n a n c i a l  O b l i g a t i o n s  t o  t h e  Fund - 

Six-Monthly R e p o r t  

T h e  s i t u a t i o n  r e l a t i n g  t o  ove rdue  f i n a n c i a l  o b l . i g a t i o n s  t o  t h e  Fund 
i s  becoming i n c r e a s i n g l y  serious. Arrears t o  t h e  Fund have  r i s e n  r a p i d l y ,  
c o n t r i b u t i n g  t o  t h e  l a t e s t  p r o j e c t i o n  of  a d e f i c i t  i n  t h e  n e t  income 
p o s i t i o n  of t h e  Fund f o r  F i s c a l  Year 1986.  We w i l l  not be f o c u s i n g  t o d a y  
on t h e  s p e c i f i c  e f f e c t s  of arrears  on t h e  Fui id’s  income p o s i t i o n .  Never- 
t h e l e s s ,  I t h o u g h t  i t  might  be u s e f u l  t o  g i v e  a t t e n t i o n  t o  t h i s  a s p e c t  of 
t h e  arrears  problem,  and i t s  p o t e n t i a l  f i n a n c i a l  i m p l i c a t i o n s .  T h e r e f o r e ,  
T have  a t t a c h e d  a t a b l e  p r o v i d i n g  d a t a  t h a t  r e f l e c t  t h e  p o t e n t i a l  i m p a c t  
on  t h e  ra te  of c h a r g e  of a n  i n c r e a s e d  amount of ove rdue  f i n a n c i a l  o b l i g a -  
t i o n s  under  a l t e r n a t i v e  hypothetical s c e n a r i o s .  

The r e v i s e d  s t a € f  estimates f o r  t h e  Fund’s income p o s i t i o n  i n  FY 1986,  
a s  o u t l i n e d  i n  t h e  p a p e r  on t h e  Review of t h e  Fund’s  Income P o s i t i o n  
(ERS/85/258, 1 1 / 2 0 / 8 5 ) ,  i n d i c a t e  t h a t  i n  o r d e r  t o  g e n e r a t e  t h e  a d d i t i o n a l  
income needed t o  r e a c h  o u r  income t a r g e t  of SDR 52 m i l l i o n ,  t h e  r a t e  of 
c h a r g e  w i l l  need. t o  be i n c r e a s e d  t o  7.87 p e r c e n t  e f f e c t i v e  November 1, 1985. 
T h i s  i s  based on a r e v i s e d  p r o j e c t i o n  of a n e t  d e f i c i t  of SDR 32 i n i l l i o n  
f o r  FY 1986.  

I n  making t h a t  p r o j e c t i o n ,  t h e  s t a f f  h a s  d e d u c t e d  SDR 139 m i l l i o n  of 
ove rdue  c h a r g e s  from o p e r a t i o n a l  income,  i n  a c c o r d a n c e  w i t h  t h e  p o l i c y  of 
n o n a c c r u a l  of o v e r d u e  c h a r g e s  from members i n  arrears  t o  t h e  Fund o v e r  
six months.  U n f o r t u n a t e l y ,  t h e  amount of income from c h a r g e s  t h a t  may 
a c t u a l l y  have t o  he d e f e r r e d  cou ld  be l a r g e r ,  u n l e s s  members i n  arrears  
t a k e  ‘ immediate  a c t i o n  t o  become c u r r e n t  i n  t h e i r  o b l i g a t i o n s  and  u n l e s s  
t h e i r  a c t i o n s  r e c b i v e  a p p r o p r i a t e  s u p p o r t  from b i l a t e r a l  donor s .  

T h e  s t a f f  acknowledges  t h i s  p o s s i b i l i t y ,  in T a b l e  4 of EBS/85/258, 
p r o v i d i n g  t h e  f i g u r e  of  SDR 255 m i l l i o n  a s  a c t u a l  ove rdue  c h a r g e s ,  p l u s  
c h a r g e s  d u e  th rough  A p r i l  1986 ,  f o r  members ove rdue  i n  payments  t o  t h e  
Fund a t  Oc tobe r  31 ,  1985. I want t o  male c l ea r  t h a t  w e  do n o t  v i ew t h i s  
a s  a p r o j e c t i o n  a€ overdue c h a r g e s  by t h e  end of t h e  f i n a n c i a l  y e a r ;  w e  
r e m a i n  h o p e f u l  members w i l l  a c t  t o  e l i m i n a t e  t h e i r  ove rdue  o b l i g a t i o n s .  
B u t  i t  i s  i .mpor tan t  t h a t  members be aware  of t h e  i m p l i c a t i o n s  of i n a c t i o n  
by members i n  a r r e a r s .  The a t t a c h e d  tab1.e i l l u s t r a t e s ,  i n  ScenarLo 11, 
t h a t  iE d e f e r r e d  c h a r g e s  were SDR 2 5 5  m i l l i o n ,  t h e  r a t e  of c h a r g e  would 
need t o  be raised t o  8.94 p e r c e n t ,  e f f e c t i v e  November 1, 1985 ,  i n  o rde r  
t o  g e n e r a t e  t h e  a d d i t i o n a l  income needed t o  reach t h e  a g r e e d  income t a rge t .  

There i s  a r e l a t e d  and complex q u e s t i o n  c o n c e r n i n g  the p o s s i b l e  need 
tu c o n s i d e r  t h e  e s t a b l i s h n e n t  of l o a n - l o s s  p r o v i s i o n s ,  a q u e s t i o n  which 
the e x t e r n a l  a u d i t o r s  have  r a i s e d - - s e e  page 10 of E 8 5 / 8 5 / 2 4 5 .  T h i s  i s s u e  
r e q u i r e s  f u r t h e r  e x a m i n a t i o n  b e f o r e  a n y  d e c i s i o n s  c a n  be t a k e n  r e g a r d i n g  
t h e  need t o  e s t a b l i s h  l o a n - l o s s  p r o v i s i o n s .  The increase i n  a r r e a r s  on 
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r e p u r c h a s e s ,  however,  bo th  i n  amount and l e n g t h  of t ime,  makes i t  i n c r e a s -  
i n g l y  i m p o r t a n t .  T h i s  i s  p a r t i c u l a r l y  t h e  case s i n c e  t h e  increase i n  t h e  
g e n e r a l  r e s e r v e  t a r g e t  t o  5 p e r c e n t  may w e l l  be  i n s u f f i c i e n t  i n  t h e  f a c e  
of t h e  c u r r e n t  arrears  s i t u a t i o n .  

For  i l l u s t r a t i v e  p u r p o s e s ,  t h e r e f o r e ,  w e  have deve loped  in 
S c e n a r i o  I11 a h y p o t h e t i c a l  c a s e  where,  i n  a d d i t i o n  t o  t h e  d e f e r r a l  of 
SDR 255 m i l l i o n  i n  overdue  c h a r g e s ,  SDR 1 2 0  m i l l i o n  i s  d e d u c t e d  from Fund 
income t o  e s t a b l i s h  a l o a n - l o s s  p r o v i s i o n .  T h i s  i s  a p p r o x i m a t e l y  2 0  pe r -  
c e n t  of a l l  overdue  r e p u r c h a s e  o b l i g a t i o n s  t h r o u g h  A p r i l  1986 by members 
ove rdue  i n  payment: t o  t h e  Fund by more t h a n  o n e  month a t  Oc tobe r  31, 
1985. I n  t h i s  s c e n a r i o ,  t h e  r a t e  of c h a r g e  needed t o  meet t h e  income 
t a r g e t  would be 10.1 p e r c e n t  e f f e c t i v e  November 1, 1985. I t  s h o u l d  be 
no ted  t h a t  i f  t h e  r a t e  of c h a r g e  were t o  exceed  t h e  SDR i n t e r e s t  r a t e ,  
t h i s  would t r i g g e r  a r e v i e w  of the r e m u n e r a t i o n  c o e f E i c i e n t .  

The above s c e n a r i o  i s  p u r e l y  i l l u s t r a t i v e ;  i t  i s  n o t  i n t e n d e d  t o  
r e f l e c t  what would n e c e s s a r i l y  b e  t h e  " c o r r e c t "  amount of p r o v i s i o n s  t h a t  
s h o u l d  be e s t a b l i s h e d ,  were a d e c i s i o n  made t o  e s t a b l i s h  such  p r o v i s i o n s .  
It i s  s i m p l y  des igned  t o  i l l u s t r a t e  t h e  p o t e n t i a l  a d v e r s e  f i n a n c i a l  imp l i -  
c a t i o n s  f o r  t h e  Fund of growing  a r r e a r s  on  b o t h  c h a r g e s  and r e p u r c h a s e s ,  
and t o  u n d e r s c o r e  t h e  need  f o r  u r g e n t  a c t i o n  t o  e l i m i n a t e  these arrears .  

I u r g e  D i r e c t o r s  t o  t a k e  t h e s e  c o n s i d e r a t i o n s  i n t o  a c c o u n t  i n  d i s -  
c u s s i n g  t h e  Six-Monthly R e p o r t ,  as w e l l  as i n  ou r  s u b s e q u e n t  d i s c u s s i o n s  
on s p e c i a l  c h a r g e s  and t h e  midyea r  review of t h e  Fund ' s  income p o s i t i o n .  
They shou ld  a l s o  be bo rne  i n  mind when d e a l i n g  w i t h  p a r t i c u l a r  arrears  
cases. 



E B ~ / 8 5 / 1 7 0  - 13./25/85 - 62 - AN NE x 

F i s c a l  Year  3.984 Net Income ( D e f i c i t )  
Under V a r i o u s  A l t e r n a t i v e  H y p o t h e t i c a l  S c e n a r i o s  

F i s c a l  Year 1986 

S c e n a r i o  I 
S t a f f  Rev i sed  
Estimates 1/ S c e n a r i o  I1 2 J  S c e n a r i o  111 3 /  - - - 

(Millions of S.DRs) 

1. T o t  a1 o p e r a t i o n a l  income 
assuming d e d u c t i o n s  o f :  3,080 2 ,964  

( D e f e r r e d  c h a r g e s )  (139)  (255) 
(Loan- 10s s pr  ov i s i o  n s  ) (--I (-1 

2.  O p e r a t i o n a l  expense  2 ,873  2 , 8 7 3  

3 .  Net o p e r a t i o n a l  income 
( d e f i c i t )  207 9 1  

4 .  A d m i n i s t r a t i v e  expense  2 39 239 

5. Net income ( d e f i c i t )  - ( 3 2 )  ( 1 4 8 )  

N o t e s :  

2,844- 
(255)  
Cl.20) 

2 , 8 7 3  

239 

(268)  

A d d i t i o n a l  income needed t o  
reach income t a r g e t  (5% of 
r e s e r v e s :  SDR 52 m i l l i o n )  84 200 320 

( I n  p e r c e n t )  

Ftate of c h a r g e  ( e f f e c t i v e  
November 1, 198.5) t o  
g e n e r a t e  a d d i t i o n a l  income 7.87 8.94 10.1 

1./ See Table 1, page 3 of ERS/85/258. 

- 2 /  
- 

S c e n a r i o  I1 assumes  t h a t  d e f e r r e d  income f o r  FY 1986 i s  SUR 255 m i l -  
L i o n - - a l l  a c t u a l  d e f e r r e d  c h a r g e s  t o  d a t e ,  p l u s  c h a r g e s  coming d u e  t h r o u g h  
A p r i l  1986, of members ove rdue  i n  payments  t o  t h e  Fund a t  Oc tobe r  31 ,  1985. 
See T a b l e  4 ,  Appendix 111, p .  2 4  of EBS/85/258. 

3 /  S c e n a r i o  1x1 assumes  d e f e r r e d  income o f  S D K  255  m i l l i o n  a s  e x p t a l n e d  
in - foo tno te  2 and SDK 120 m i l l i o n  of l o a n - l o s s  p rov i s ions - -20  p e r c e n t  of 
current  o-derdue r e p u r c h a s e s  p l u s  r e p u r c h a s e s  coming due  through April .  1986, 
of ffiembers ove rdue  i n  payments  t o  t h e  Fund by more t han  one month a t  
Oc tobe r  3 1 ,  1985.  




