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1. CONFERENCE ON GROWTH-ORIENTED AD.JUS;'FENT PKOGRAt4S 

T h e  Chairman informed E x e c u t i v e  D i r e c t o r s  of a n  i n i t l a t i v e  t h a t  had 
been s u g g e s t e d  t o  t h e  'h'orld Bank, which had a g r e e d  t o  t h e  s u g g e s t i o n  t h a t  
a j o i n t  Fmd/Bank c o n f e r e n c e  s h o u l d  be h e l d  3 n  g r o w t h - o r i e n t e d  a d j u s t m e n t  
programs. D e r a i l e d  p r o p o s a l s  would be c i r c u l a t e d  t o  E x e c u t i v e  D t r e c t o r s  
t h a t  day ( E B A P / 8 6 / 1 8 7 ,  7 / 3 3 / 8 6 ) ,  He hoped t h a t  D i r e c t o r s  would be  ab le  
t o  s u p p o r t  t h e  p r o p o s a l s ,  and  h e  a s k e d  when t h e y  would be prepared  t o  
c o n s i d e r  them, s i n c e  a n  e a r l y  d a r e  was p r e s e n t l y  s u g g e s t e d  f o r  t h e  
c o n f e r e n c e  /. 

The E x e c u t i v e  D i r e c t o r s  a g r e e d  t o  t a k e  up t h e  p r o p o s a l s  b e f o r e  t h e  
E x e c u t i v e  Board  w e i i t  i n t o  recess ( s e e  EBM/U6/131, 8 / 6 / 8 6 ) .  

2 .  I N C O M E  POSTTION - TRINCIPLES OF "BURDEN S H A R I N G , "  INCOME TARGET 
FOR FY 1987 AND FY 1.988, RATE OF CHARGE, AND RATE OF REVUNERATION; 
AND U T E  OF' CHARGE AS OF MAY 1, 1986 --- 
T h e  E x e c u t i v e  D i r e c t o r s  resumed from a p r e v i o u s  m e e t i n g  (EBM/86/122, 

7 / 2 5 / 5 6 }  t h e i r  c o n s i d e r a t i o n  of t h e  p r i n c i p l e s  of burden  s h a r i n g .  They 
h a d  b e f o r e  them t h e  t e x t  of t h e  d e c i s i o n s  a d o p t e d  a t  t h a t  meet ing  
(FBS/86/1.62, Rev. I ,  7 / 2 8 / 8 6 ) ,  t o g e t h e r  w i t h  a r e v i s i o n  i n  l i g h t  of  t h e  
d i s c u s s i o n  a t  EBM/86/122, o f  t h e  Chai rman ' s  summing u p  a t  t h e  i n f o r m a l  

m e e t i n g  h e l d  on J u l y  17, 1986. - 11 - 

Mr. Dallara a s k e d  w h e t h e r  i t  would be  e q u a l l y  s a t i s f a c t o r y  t o  o t h e r s  
i f  t h e  a d d i t i o n a l ,  l as t  p a r a g r a p h  of t h e  summing up were amended t o  
s t a t e  t h a t  " t e c h n i q u e s  w i l l  be s t u d i e d ,  and  implemented a s  p r a c t i c a l ,  o f  
a d j u s t i n g  ... ." In t h a t  way, t h e  q u e s t i o n  of how p r a c t i c a l  i t  might  be  t o  

. f u l l y  implement  t h e  i d e a  would be l e f t  opprl ,  w i t h o u t  d e t r a c t i n g  from t h e  
c l e a r  presumpt ion  t h a t  t h e  U.S. s h a r e  i n  t h e  burden of c r e d i t o r  c o u . i t i i e s  
crould be m i t i g a t e d ,  i f  possible. 

The Chairman noted  t h a t  h e  had no d i f f i c u l t y  w i t h  Fir. D a l l a r a ' s  
s u g g e s t i o n .  

Mr. F u j i n o ,  Mr. G r o s c h e ,  Mr. N i m a t a l l a h ,  Mr. P g r e z ,  Mr. Z e c c h i n i ,  
MY. Foot and 'Mr. Leonard  s a i d  t h a t  t h e y  c o u l d  go a l o n g  w i t h  t h e  proposed. 
an iendm~nt  . 

?Ire Polak  s a i d  t h a t  tie c o u l d  alsc, s u p p o r t  t h e  amendmenc 'a l though h e  
wished t o  n o t e  t h a t  t h e  p a r t i c u l a r  t e c h n i q u e s  t o  be d e v i s e d  woilld have  
t o  be c o m p a t i b l e  k i t h  o t h e r  p r i n c i p l e s  u n d e r l y i n g  t n e  o p e r a t i o n a l  budget .  



EBM/86/124 - 7 / 3 0 / 8 5  

I 

- 4 -  

>lr. D a l l a r a  s a i d  t h a t  h e  c o u l d  a s s u r e  M r .  P o l a k  t h a t  h i s  a u t . h o r i t i e s  
would not  pursue  a n  approach  t h a t  r a d i c a l l y  a l t e r e d  o r  d i s t o r t e d  t h e  way  
i n  which t h e  o p e r a t i o n a l  budge t  w a s  drawn up. Fo r  t h e  p u r p o s e  of  making 
c e r t a i n  ad ju s t ruen t s ,  t e c h n i q u e s  would have  t o  be found f o r  i n c o r p o r a t i o n  
i n  t h e  n e x t  o p e r a t i o n a l  budget  t o  b e  s u b m i t t e d  t o  t h e  E x e c u t i v e  Board. 

T h e  Deputy T r e a s u r e r  e x p l a i n e d  t h a t  b e c a u s e  t h e  measurement  of U.S. 
r e s e r v e s  posed spec ia l  p rob lems ,  t h e  d e c i s i o n  on t h e  u s e  of  c u r r e n c i e s  
i n  t h e  o p e r a t i o n a l  b u d g e t  p r o v i d e d  s u f f i c i e n t  f l e x i b i l i t y  f o r  ad hoc 
t r e a t m e n t  f o r  t h e  Un i t ed  S ta tes .  T h e r e f o r e ,  t h e  s t a f f  had  t h e  a u t h o r i t y  
t o  p ropose  t o  t h e  Board t h e  a p p l i c a t i o n  of wha teve r  t e c h n i q u e  o r  t ech -  
n i q u e s  were c o n s i d e r e d  f e a s i b l e .  The Board would need  t o  a p p r o v e  t h e  
a p p l i c a t i o n  of such  a t e c h n i q u e  i n  t h e  c o n t e x t  of a g r e e i n g  w i t h  e a c h  
o p e r a t i o n a l  budge t .  However,  t h e  amounts  t o  be  a d j u s t e d  could n o t  be 
known i n  time t o  p e r m i t  w h a t e v e r  t e c h n i q u e  w a s  d e v i s e d  t o  be a p p l i e d  i n  
t h e  fo r thcoming  o p e r a t i o n a l  b u d g e t ,  which would be s u b m i t t e d  w i t h i n  t h e  
n e x t  two weeks.  The a d j u s t m e n t  m i g h t  a l s o  have t o  b e  r e t r o a c t i v e  w i t h  
r e s p e c t  t o  t h e  f i r s t  h a l f  o f  FY 1987 ,  o n c e  t h e  amount of a d d i t i o n a l  
d e f e r r e d  income was known, and a d e c r e a s e  i n  r e m u n e r a t i o n  and an increase 
i n  c h a r g e s  had heen  implemented.  

Fir. Dallara  s a i d  t h a t  h e  r e c o g n i z e d  t h e  l i m i t a t i o n s  of t i m i n g .  As 
t h e  Deputy T r e a s u r e r  had i n d i c a t e d ,  t h e r e  s h o u l d  be some symmetry be tween 
t h e  a p p l i c a t i o n  of t h e  c o n c e p t  u n d e r l y i n g  t h e  a d j u s t m e n t  mechanism and  
t h e  a p p l i c a t i o n  of t h e  p r i n c i p l e s  o f  bu rden  sha r i -ns .  R e t r o a c t i v i t y  was 
t h e r e f o r e  a p p r o p r i a t e  t o  t i l e  e x t e n t  t h a t  t h e  p r i n c i p l e s  of b u r d e n  s h a r i n g  
were a p p l i e d  before t h e  a d j u s t m e n t  mechanism c o u l d  be i n c o r p o r a t e d  i n  t h e  
o , . - r a t i o n a l  budge t .  

Mr. Leonard  s a i d  t h a t  he r e c o g n i z e d  t h e  v a l u e  of t h e  s t a t e m e n t  t h a t  
had' been  added i n  t h e  form of s u b p a r a g r a p h  ( 5 )  as a means o f  moving 
toward  a n  o v e r a l l  c o n s e n s u s  on t h e  p r i n c i p l e  of b u r d e n  s h a r i n g  and  t h e  
F u n d ' s  incorae p o s i t i o n .  However, h e  wished  t o  s u g g e s t  a d r a f t i n g  amend- 
ment t h a t  wou ld  r e t a i n  a l l  t h e  e l e m e n t s  of t h e  compromise t h a t  had been  
r e a c h e d  while l e a v i n g  i t  open t o  t h e  E x e c u t i v e  Board t o  r e a c h  wha teve r  
ag reemen t  i t  c o n s i d e r e d  a p p r o p r i a t e  i n  f u t u r e  on t h e  i s s u e  of p rov i -  
s i o n i n g .  To t h a t  e n d ,  he  proposed t h a t  t h e  p a r e n t h e t i c a l  c l a u s e  "or i n  

. t h e  a b s e n c e  of a d e c i s i o n  by t h e  Execu t i . *e  Board" be  r e p l a c e d  by t h e  
f o l l o w i n g  wording:  " u n l e s s  a d e c i s i o n  by t h e  E x e c u t i v e  Board on  p rov i -  
s i o n i n g  h a s  f u n d a m e n t a l l y  a l t e r e d  t h e  t r e a t m e n t  of t h e  problem i n  t h e  
meant i m e  . " 

M r .  Nebbia  remarked t h a t  t h e  amendment s u g g e s t e d  t o  him t : ' : a t  no t  
o n l y  would t h e r e  d e f i n i t e l y  be p r o v i s i o n i n g ' h u t  t h a t  t h e  d o o r  would b e  
k e p t  open t o  r e t a i n  t h e  r e s e r v e  t a r g e t  a t  7 . 5  p e r c e n t  a f t e r  FY 1988 
a s  we1 1 - 

The C h a i r m a n  s u g g e s t e d  t h a t  M r .  N e b b i a ' s  p o i n t  c o u l d  be m e t  by 
d e l e t i n g  t h e  r e f e r e n c e  t o  " f u n d a m e n t a l l y "  a l t e r i n g  t h e  t r e a t m e n t  of t h e  
problem . 
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M r .  Kabbaj  i n q u i r e d  whether  t h e  E x e c u t i v e  Board would be r e s p e c t i n g  
t h e  Art ic les  of Agreement i f  i t  d e a l t  w i t h  t h e  i s s u e  of p r o v i s i o n i n g  a s  
s u g g e s t e d  i n  s u b p a r a g r a p h  ( 5 ) ,  e s p e c i a l l y  w i t h  Mr. L e o n a r d ' s  amendment, 
which seemed t o  encourage  c o n s i d e r a t i o n  of p r o v i s i o n i n g .  

The Chairman commented t h a t  t h e  i n t e n t i o n  of s u b p a r a g r a p h  (51 ,  i n  t h e  
o r i g i n a l  v e r s i o n  o r  as amended by M r .  Leona rd ,  was t o  s t a t e  s imply  t h a t  
t h e r e  was a p o s s i b i l i t y - - n o t  a c e r t a i n t y - - t h a t  t h e  r e s e r v e  t a r g e t  would 
be s e t  a t  7 .5  p e r c e n t  a f t e r  FY 1988, u n l e s s  t h e  Board took  a d e c i s i o n  o n  
p r o v i s i o n i n g  t h a t  a l t e r e d  t h e  s h a p e  of t h e  problem a t  t h a t  t i m e .  

The C i r e c t o r  of t h e  L e g a l  Depar tment  s a i d  t h a t  t h e  p r i n c i p l e  of 
p r o v i s i o n i n g  was n o t  p r o h i b i t e d  by t h e  A r t l c 1 . e ~  of  Agreement and t h u s  i t  
remained a p o s s i b i l i t y .  However, t h e r e  were c e r t a i n  l i m i t s  and t h e  
m o d a l i t i e s  of p r o v i s i o n i n g  would have  t o  be s t u d i e d  c a r e f u l l y .  

Mr. Sengupta  s a i d  t h a t  f o r  t h e  s a k e  of c o n s e n s u s ,  h e  was r eady  t o  
a c c e p t  some r e f e r e n c e  i n  t h e  summing u p  t o  t h e  p re sumpt ion  wi th  respect t o  
what  would be done a f t e r  FY 1988. A s  he u n d e r s t o o d  t h e  d i s c u s s i o n ,  t h e  
p re sumpt ion  was t h a t  t h e  e n t i r e  f i n a n c i n g  m c h a n i s m  a g r e e d  f o r  FY 1987 
and  FY 1988 would be e x t e n d e d ,  and n o t  o n l y  t h a t  t h e  reserve t a r g e t  
would be s e t  a t  7..5 p e r c e n t  a f t e r  FY 1988. T h e r e f o r e ,  h e  would have  
p r e f e r r e d  a v e r y  n e u t r a l  r e f e r e n c e  t o  t h e  f a c t  t h a t  t h e  i s s u e  of p rov i -  
s i o n i n g  would Le d i s c u s s e d  by t h e  Board .  I f  M r .  L e o n a r d ' s  f o r m u l a t i o n  
w a s  a c c e p t e d ,  i t  s h o u l d  be on t h e  u n d e r s t a n d i n g  t h a t  t h e  s t r o n g  prescnp-  
t i o n  was t h a t  t h e  f i n a n c i n g  mechanism f o r  FY 1988, which i n c l u d e d  a n  
i n c r e a s e  i n  t h e  reserve ta rze t  from 5 p e r c e n t  t o  7.5 p e r c e n t ,  would be 
c o n t i n u e d  a f t e r  FY 1988. 

- 

M r .  D a l l a r a  s a i d  t h a t  he had no d i f f i c u l t y  w i t h  Hr. L e o n a r d ' s  
amenddent ,  which d i d  n o t  however r e f l e c t  t h e  n o t i o n  i n  t h e  c o n c i u d i n g  
remarks  .by t h e  Chairman a t  EBM/86/122 t h a t  t h e  Board would t a k e  a n  e a r l y  
l o o k  at t h e  i s s u e  of p r o v i s i o n i n g .  T h e r e f o r e ,  h e  s u g g e s t e d  t h a t  
s u b p a r a g r a p h  (5)  be  p r e f a c e d  w i t h  a s t a t e m e n t  t o  t h a t  e f f e c t .  

Mr. d e  F o r g e s  r e c a l l e d  t h a t  h i s  a u t h o r i t i e s  were n o t  conv inced  of 
t h e  n e c e s s i t y  of  e s t a b l i s h i n g  a sys tem f o r  p r o v i s i o n i n g  i n  t h e  c o n t e x t  
of t h e  J m d  a t  t h e  p r e s e n t  s t a g e .  N e v e r t h e l e s s ,  h e  c o u l d  go a l o n g  w i t h  
t h e  t h r u s t  o f '  s u b p a r s g r a p h  ( 5 )  3 s  amended by M r .  Leonard  i f  t h a t  wortld 
r e s t o r e  t h e  c o n s e n s u s  r e a c h e d  a t  t h e  i n f o r m a l  meet ing  on J u l y  1 7 ,  1956. 

M r .  Foot  s a i d  t h a t  he  s t r o n g l y  e n d o r s e d  t h e  view t h a t  a c h i e v i n g  a 
c o n s e n s u s  on t h e  i s s u e  would p rov ide  by f a r  t h e  b e s t  b a s i s  f o r  d e a l i n g  
w i t h  t h e  d i f f i c u l t  p e r i o d  t h a t  l a y  ahead .  H e  c o u l d  a c c e p t  Mr. Leotard's 
amendment,  t o g e t h e r  w i t h  M r .  Dal la ra ' s  s u g g e s t i o n  t h a t  t h e  Board t a k e  a n  
e a r l y  l o o k  a t  p r o v i s i o n i n g .  A t  t h e  same time, i t  seemed t o  him t o  be 
more l o g i c a l  t o  place t h e  c o n t e n t  of s u b p a r a g r a p h  ( 5 )  i n  t h e  t e x t  of t h e  
summing u p ,  r a t h e r  t h a n  among t h e  p o i n t s  d e a l i n g  w i t h  t h e  compromise on 
t h e  f i n a n c i n g  mechanism f o r  FY 1987 and FY l9E8 ,  f o l l o w i n g  t h e  s e n t e n c e  
s t i ; t i n g  c h a t  t b e  mechanism w o u l d  be i n  p l a c e  f o r  two years. 



Pir. Nebbia s a i d  t h a t  h e  was p r e p a r e d  t o  i n c l u d e  a r e f e r e n c e  t o  
p r o v i s i o n i n g  i n  t h e  summing u p ,  a l o n g  t h e  l i n e s  s u g g e s t e d  by Mr. L e o n a r d ,  
b u t  o n l y  f o r  t h e  salce of c o n s e n s u s ,  a s  Mr. Sengup ta  had s a l d .  \hi12 
ment ion  had been made a t  EBM/86/122 o f  the B o a r d ' s  e a r l y  c o n s i d e r a t i o n  
nf  the i s sue ,  t h e  Chairman had a l s o  d r a m  a t t e n t i o n  t o  t h e  p o s s i b i l i t y  
of r educ ing  t h e  r e s e r v e  t a r g e t  t o  a t  l eas t  5 p e r c e n t ,  depend ing  on 
whether  o r  n o t  a n  agreement  on p r o v i s i o n i n g  w a s  r e a c h e d .  T h a t  l a t t e r  
p o i n t  was not  r e f l e c t e d  i n  s u b p a r a g r a p h  ( 5 ) .  

The Chairman c o n s i d e r e d  t h a t  s u b p a r a g r a p h  ( 5 )  a s  amended by 
Mr. Leonard  was c o n s i s t e n t  w i t h  what  he had men t ioned  a t  t h e  c o n c l u s i o n  
o f  EBM/86/122. 
t h e  r e s e r v e  t a r g e t  would e i t h e r  be r e t a i n e d  a t  7 . 5  p e r c e n t  o r  r e d u c e d  
t o  5 p e r c e n t  o r  less. 

DE .ending  on t h e  outcome of any d e c i s i o n  on p r o v i s i o n i n g ,  

Mr. Polak  s a i d  t h a t  he  ag reed  w i t h  Mr. Foot  t h a t  s u b p a r a g r a p h  (5)  
was misp laced .  I n d e e d ,  he be l . ieved  t h a t  t h e  c o n t e n t  of t h a t  subpa ra -  
g r a p h  d i d  no t  belong i n  t h e  summing u p  a t  a l l .  I t  would be much b e t t e r  
t o  r e f l e c t  t h e  unders tandLng r e l a t i n g  t o  t h e  i s s u e  of p r o v i s i o n i n g  i n  a 
s h o r t ,  s e p a r a i  2 summing u p  of t h e  p r e s e n t  d i s c u s s i o n .  The a d d i t i o n a l  
summing up need r e f e r  o n l y  t o  t h e  u n d e r s t a n d i n g  t h a t  t h e  E x e c u t i v e  Board 
would t u r n  i t s  a t t e n t i o n  t o  p r o v i s i o n i n g  a t  a n  e a r l y  s t a g e ,  w i t h  a n  
a d d i t i o n a l  pa rag raph  a long  t h e  Lines  s u g g e s t e d  by M r .  Leonard.  
M r -  S e n g u p t a ' s  p o i n t  w i t h  r e s p e c t  t o  t h e  c o n t i n u a t i o n  of t h e  f i n a n c i n g  
mechanism, i n  a c c o r d a n c e  wi.th t h e  g e n e r a l  p r i n c i F l e s  of burden  s h a r i n g  
on  a n  equal bas i s - - shou ld  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  
r ema in  ser ious- -was  i m p l i c i c  i n  t h e  t e x t  a s  d r a f t e d ;  however ,  t b e  p o i n t  
c o u l d  be r e s t a t e d  in a n o t n e r  p a r a g r a p h .  

Mr. F u j i n o  s a i d  t h a t  h e  c o u l d  go a l o n g  w i t h  t h e  m o d i f i c a t i o n  
propo'scd by Mr. Leonard  b u t  t h a t  he would have  d i f f i c u l t y  a c c e p t i n g  
Mr. S e n g u p t a ' s  s u g g e s t i o n  f o r  a more e x p l i c i t  s t a t e m e n t  of t h e  d u r a t i o n  
of t h e  fFnanc ing  mechanism. I t  w a s  a l r e a d y  c l e a r  f rof f i  t h e  a g r e e d  
p r i n c i p l e s  se t  o u t  as thi\ ? r e f a c e  t o  t h e  Cha i rman ' s  summing up t h a t  
burden  s h a r i n g  would c o n t i n u e  as  l o n g  a s  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  e x i s t e d .  A t  t h e  same t i m e ,  i t  was s t a t e d  t h a t  t h o s e  
p r i n c i p l e s  would remain  i n  e f f e c t  as a temporary  u n d e r s t a n d i n g .  The  
d e l i c a t e  compromise r e f l e c t e d  i n  t h o s e  p r i n c i p l e s  s h o u l d  not be  
j e o p a r d i z e d .  Mr. S e n g u p t a ' s  p o i n t  was i m p l i c i t  i n  s u b p a r a g r a p h  ( 5 )  as  
amended - 

T h e  Chairman noted  t h a t  i n  a d d i t i o n  t o  t h e  s t a t e m e n t  of t h e  a g r e e d  
p r i n c i p l e s  g o v e r n i n g  burden s h a r i n g  i n  t h e  summing u p ,  S e c t i o n  I of 
the d p c i s i o r i  t h a t  had been  adop ted  a t  EBM/86/122, which e x t e n d e d  beyond 
FY 1987 and FY 1988 ,  s t a t e d  t h a t  t h e  f i n a n c i a l  consequences  f o r  t h e  Fund 
t h a t  stemmed from t h e  e x i s t e n c e  o f  overdue  f i n a n c i a l  o b l i g a t i o n s  would 
be s h a r e d  between d e b t o r  and c r e d i t o r  member c o u n t r i e s ,  t h e  s h a r i n g  t o  
be a p p l i e d  i n  3. s u n u l t a n e o u s  and s y m m e t r i c a l  f a s h i o n .  
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Mr. Grosche  s a i d  t h a t  h e  a g r e e d  w i t h  t h e  Chairman.  lie c o u l d  sup-  
p o r t  s u b p a r a g r a p h  ( 5 )  a s  amended by Mr. Leonard  and Plr. Da12.arao I n  
a d d i t i o n ,  he c o n s i d e r e d  t h a t  M r .  P o l &  had made a s e n s i b l e  p r o p o s a l  i n  
s u g g e s t i n g  t h a t  t h e  c o n t e n t  of  t h a t  s u b p a r a g r a p h  be  i n c l u d e d  i n  t h e  
summing up of t h e  present  mee t ing .  

M r .  Sengupta  s a i d  t h a t  i f  h i s  p o i n t  was i m p l i c i t  i n  t h e  d e c i s i o n  
and  t h e  sumrnings u p ,  h e  would n o t  i n s i s t  on h i s  p r o p o s a l .  

M r .  D a l l a r a  saTd t h a t  h i s  a u t h o r i t i e s  had r w i e w e d  c a r e f u l l y  the 
q u e s t i o n  of bu rden  s h a r i n g  i n  l i g h t  of t h e  d i s c u s s i o n  a t  EBM/86/122 a s  
w e l l  as  t h e  e a r l i e r  i n f o r m a l  mee t ing  of D i r e c t o r s .  Ile c o n t i n u e d  t o  
s u p p o r t  t h e  p o s i t i o n  t h a t  h e  b e l i e v e d  had p r o v i d e d  t h e  b a s i s  f o r  t h e  
c o n s e n s u s  r e a c h e d  at: t h a t  i n f o r m a l  mee t ing .  L i k e w i s e ,  o t h e r  Directors  
were m a i n t a i n i n g  t h e i r  O ~ M  p o s i t i o n s .  He r e g r e t t e d  t h e  m i s u n d e r s t a n d i n g s  I 

t h a t  had a r i s e n  out of the d i f f e r e n t  i n t e r p r e t a t i o n s  of t h a t  mee t ing  and  
h e  remained w i l l i n g  t o  d i s c u s s  t h e  v a r i o u s  e l e m e n t s  of a package t h a t  
c o u l d  form t h e  b a s i s  of a renewed c o n s e n s u s .  

With t h a t  i n  mind ,  h i s  a u t h o r i t i e s  had s t u d i e d  t h e  d e c i s i o n s  a d o p t e d  
a t  EBM/86/122 and t h e  summing up, Mr. D a l l a r a  c o n t i n u e d .  Moreover ,  t h e  
d i s c u s s i o n  a t  the ' p r e s e n t  m e e t i n g  s u g g e s t e d  t h a t  v iews  d i d  n o t  d i f f e r  
g r e a t l y .  T h e r e f o r e ,  h e  was p r e p a r e d  t o  a c c e p t  t h e  d e c i s i o n s ,  i f  t h e  
summing u p  c o u l d  be f u r t h e r  amended. I n s t e a d  of t h e  amendment t o  
R u l e  I - 6 ( 4 ) ( a )  t h a t  h e  had p roposed  i n  o r d e r  t o  i n c o r p o r g t e  a n  i n c r e a s e  
i n  t h e  reserve t a r g e t ,  h e  s u g g e s t e d  t h e  d e l e t i o n  i n  s u b p a r a g r a p h  ( 5 )  of 
t h e  r e f e r e n c e  t o  t h e  s t r o n g  p r e s u m p t i o n  t .hat  t h e  r e s e r v e  t a r g e t  would be 
se t  a t  7 .5  p e r c e n t  a f t e r  FP 1988, and j.ts r e p l a c e m e n t  w i t h  a d i r e c t  
r e f e r e n c e  t o  t h e  r e s e r v e  t a r g e t  r ema in ing  a t  7 . 5  p e r c e n t  a f t e r  FY 1988 
i f  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  remained  s e r i o u s .  I n  
a d d i t i o n  t o  d e l e t i n g  t h e  words " t h e  s t r o n g  p r e s u m p t i o n , "  t h e  amendments 
s u g g e s t e d  by Mr. Leonard ,  MY.  Poiak ,  and  h i m s e l f ,  would be i n c o r p o r a t e d .  
R e  v e n t u r e d  t o  pu t  fo rward  h i s  p r o p o s a l  i n  l i g h t  of t h e  d i s c u s s i o n  t h a t  
had  t a k e n  p l a c e  a t  t h e  p r e s e n t  m e e t i n g ,  even  chough h e  r e c o m i z e d  t h a t  
some D i r e c t o r s  migh t  be r e1uc ta r . t  o c o n s i d e r  i t .  However, t h e  approach  
h e  was s u g g e s t i n g  would i n v o l v e  a move on t h e  p a r t  of h.i.s a u t h o r l t i e s  
away from t h e i r  i n t e r p r e t a t i o n  of t h e  ag reemen t  r eached  a t  EBE1/861!122, a s  
w e l l  as  some movement on  t h e  ;)art of o t h e r s .  The d i f f e r e n c e  between a 
presumpti .on and a c l ea r  s t a t e m e n t  was i m p o r t a n t  t o  h i s  a u t h o r i t i e s .  H e  
r e c o g n i z e d  t h a t  f rom t h e  v i ewpo in t  of t h e  d e b t o r s ,  t h e r e  was a s u f f i c i e i t t  
m a j o r i t y  t o  r e a c h  a d e c i s i o n  on t h e  b a s i s  of the  e a r l i e r  u n d e r s t a n d i n g .  
P e r h a p s  t h e  o n l y  r e a s o n  for  o t h e r s  t o  c o n s i d e r  t h z  approach  he had out -  
l i n e d  migh t  be t h a t  r e a c h i n g  a d e c i s i o n  on a n y - b a s i s  o t h e r  t h a n  a con- 
s e n s u s ,  g i v e n  t h e  e f f c r t s  t h a t  c r e d i t o r  governulents  had made, would t e n d  
t o  r e n d e r  somewhat ho l low t h e  s p i r i t  of i n t e r n a t i o n a l  c o o p e r a t i o n  t h a t  
had been evoked f r e q u e n t l y  d u r i n g  t h e  d i s c u s s i o n  and  t h a t  would c o n t i n u e  
t o  be r e q u i r e d  as t h e  Board co r?s ide red  o t h e r  p o l i c y  i s s u e s  d u r i n g  t h e  
months ahead .  



Uhatever the outcome of t h e  pres.er!t discussion, Mr . Dallara  s a i d  
t ha t  he r ecogn ized  t h a t  t h e r e  was a s u f f i c i e n t  n a j o r i t y  in s u p p o r t  of 
t h e  c . u r r e n t l y  for rnulared  summing u p .  T h e r e f o r e ,  h i s  a u t h o r i t i e s  were 
p r e p a r e d  t o  p a r t i c i p a t e  fu:l.ly i n  t h e  Roard '  s d e c i s i o n ,  p l a y i n g  t h e i r  
t o l e  by a b s o r b i n g  t h e  a p p r o x i m a t e l y  SDR 4 5  m i l l i o n  t h a t  might  c o n s t i t u t e  
t h e  s h a r e  of t h e  Un i t ed  S t a t e s  in t h e  burden  s h a r i n g  a r r a n g e m e n t s  o v e r  
t h e  two s u b s e q u e n t  f i n a n . c i a l  y e a r s .  

Mr. Grosche  c o n s i d e r e d  t h a t  i t  was i m p o r t a n t  t o  r e a c h  a c o n s e n s u s  
on matcers a f f e c t i n g  The 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 r e f o r e ,  i f  i t  
would be h e l p f u l  t o  Mr. D a l l a r a ,  h e  c o u l d  go a l o n g  w i t h  t h e  d e l e t i o n  of 
t h e  r e f e r e n c e  t o  a s t r o n g  p resumpt ion  and  w i t h  somewhat f i r m e r  l a n g u a g e .  

Mr. Z e c c h i n i  s t a t e d  t h a t  i n  the s p i r i t  of compromise and € o r  t h e  
p u r p o s e  of r e a c h i n g  u n a n i m i t y ,  h e  was ready  t o  s u p p o r t  t h e  Lmendment 
proposed  by Mr. D a l l a r a ,  a l t h o u g h  he had a l s o  been  p r e p a r e d  t o  a c c e p t  
t h e  amendment s u g g e s t e d  by M r .  'Leonard and  p a r t i c u l a r l y  by Mr. F o o t .  

Mr. P o l a k  s a i d  t h a t  he  c o u l d  a c c e p t  M r .  D a l l a r a ' s  p r o p o s a l  a l t h o u g h  
i t  might  need  t o  be f o r m u l a t e d  s l i g h t l y  d i f f e r e n t l y  i n  o r d e r  t o  a v o i d  
t h e  r i s k  of  s u g g e s t i n g  t h a t  t h e  reserve t a rge t  would be se t  f o r e v e r  a t  
7 . 5  p e r c e n t .  He s u g g e s t e d  t h a t  i t  would be b e t c e r  t o  s t a t e  t h a t  " f o r  
any  f i n a n c i a l  y e a r  a f t e r  1988, i n  which t h e  problem of ove rdue  o b l i g a -  
t i o n s  remains s e r i o u s ,  t h e  r e s e r v e  t a r g e t  w i l l  be  s e t  a t  7 .5  p e r c e n t . , . . "  

Mr. F u j i n o  s a i d  t h a t  he  cou1.d s u p p o r t  Mr. D a l l a r a ' s  m o d i f i c a t i o n ,  .i.E 
i t  was a c c e p t a b l e  t o  t h e  Roard.  It was i m p o r t a n t  t o  e n s u r e  p a r t i c i p a t i o n  
by  creditors in t h e  d e c i s i o n .  

Flr. Foot  s a i d  t h a t  h e  t o o  c o u l d  s u p p o r t  Mr. D a l l a r a ' s  p r o p o s a l ,  i n  
t h e  i n t e r e s t  of unan imi ty .  He a s k e d  f o r  c o n f i r m a t i o n  t h a t ,  wha teve r  t h e  
wording of the summing up ,  t h e .  E x e c u t i v e  Board would have t o  t a k e  a 
d e c i s i o n ,  by t h e  a p p r o p r i a t e  m a j o r i t y ,  f o r  the r e s e r v e  t a r g e t  t o  r ema in  
a t  7 .5  p e r c e n t ,  i f  n e c e s s a r y .  

The  D i r e c t o r  of t h e  Leg2.l Depar tment  c o n f i r m e d  t h a t  a d e c i s i o n  
would have  t o  be  t a k e n ,  by a 7 0  p e r c e n t  m a j o r i t y  of t h e  v o t i n g  power. 

Mr. Ni rna ta l l ah  s t a t e d  t h z t ,  f o r  t h e  sake of u n a n i m i t y ,  h e  c o u l d  
s u p p o r t  M r .  Dallara's p r o p o s a l  i n  p r i n c l - p l e .  Al though he w a s  i n  f a v o r  
of a F e r n a n e n t  i n c r e a s e  i n  the n e t  income t a r g e t  t o  7.5 p e r c e n t ,  he  
c o u l d  zccept a lower  n e t  igcome tclrget of  5 p e r c e n t  i f  t h e . p r o b l e m  of 
overdue  o b l i g a t i o n s  s u b s i d e d  markedly .  T h e  f o r m u l a t i o n  s u g g e s t e d  by 
Mr. P c l a k  was a c c e p t a b l e ,  w i t h  t h e  i n c l u s i o n  of some l i n k a g e  between 
t h e  d u r a t i o n  of t h e  p r o b l e n  of ove rdue  o b l i g a t i o n s  and t h e  p e r i o d  f o r  
which t h e  n e t  income t a r g e t  would r ema in  a t  7.5 p e r c e n t .  Mr. D a l l a r a ' s  
p r o p o s a l  t o  e l l m i n z t e  the  re€erence t o  a s t r o n g  p resumpt ion  and to 
r e p l a c e  i t  by a f i r m e r  s t a t emen t  would p r o b a b l v  send  a b e t t e r  s i g n a l  t o  
t h e  w o r l d .  
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The Chairman s t a t e d  t h a t  t h a t  l i n k a g e  w a s  c o v e r e d  by M r .  Da l l a ra ' s  
f o r m u l a t i o n ,  which c o n t a i n e d  two c a v e a t s  w i t h  respect t o  t h e  n e t  income 
t a r g e t  of 7 .5  p e r c e n t .  F i r s t ,  t h e  problem of 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  would have  t o  remain  s e v e r e  f a i  t h e  reserve t a r g e t  t o  r ema in  a t  
7 . 5  p e r c e n t ;  and  s e c o n d ,  i f  t h a t  p roblem had been  a l t e r e d  by a Board 
d e c i s i o n  on p r o v i s i o n i n g ,  t h e  n e t  income t a r g e t  would a l s o  have t o  be 
changed e 

M r .  Dal lara  s a i d  t h a t  he had no d i f f i c u l t y  w i t h  M r .  P o l a k ' s  
r eword ing  of h i s  s u g g e s t i o n .  While he  r e c o g n i z e d  Mr. F o o t ' s  p o i n t  t h a t  
a s u b s e q u e n t  f o r m a l  d e c i s i o n  would be r e q u i r e d ,  t h e  approach  of h i s  
a u t h o r i t i e s  was based  on t h e  c lear  u n d e r s t a n d i n g  a t  EBM/86/122 t h a t  t h e  
summing up would be p a r t  of t h e  fo rma l  r e c o r d ,  d n a t e v e r  t h e  outcome of 
t h e  d i s c u s s i o n .  

The Chairman conf i rmed t h a t  t h e  u n d e r s t a n d i n g  i n  t h e  summing u p  
would he i n  t h e  r e c o r d ,  bv t  t h a t  a new d e c i s i o n  would be needed  f o r  t h e  
r e s e r v e  t a r g e t  t o  remain  a t  7 . 5  p e r c e n t .  

M r .  Nebbia commented t h a t  i f  so  many m o d i f i c a t i o n s  t c  t h e  summing 
u p  were t o  be a c c e p t e d ,  h e  would l i k e  Mr. S e n g u p t a ' s  p o i n t  c o n c e r n i n g  
t h e  c o n t i n u a t i o n  of t h e  f i n a n c i n g  mechanism f o r  1988 i n  t h e  f u t u r e  
i n t r o d u c e d  i n  t h e  t e x t  proposed  by M r .  P o l a k .  In t h a t  way, t h e  conse.nsus 
t h a t  had been r e a c h e d  d u r i n g  t h e  p a s t  days  would be p r e s e r v e d .  

M r .  P 6 r e z  s a i d  t h a t  he had no d i f f i c u l t y  w i t h  e i t h e r  Mr. L e o n a r d ' s  
p r o p o s a l  o r  M r .  D a l l a r a ' s  m o d i f i c i l t i o n  as amended by Mr. P o l a k ,  on t h e  
u n d e r s t a n d i n g  t h a t  any e x t e n s i o n  beyond FY 1988 of  a r e s e r v e  t a r g e t  of 
7 . 5  p e r c e n t  would a l s o  be burden  s h a r e d  under  t h e  p r i n c i p l e s  g o v e r n i n g  
t h e  o v e r a l l  consensus .  

The Chairman s a i d  t h a t  i f  any D i r e c t o r  had any d o u b t  t h a t  t h e  
e x t e n s i o n  beyond FY 1988 of a n e t  income t a r g e t  of  7 . 5  p e r c e n t  would be  
bu rden  s h a r e d ,  a s  no ted  i n  s u b p a r a g r a p h  ( 4 )  of t h e  summing up, t h e y  
s h o u l d  so s t a t e .  

M r .  D a l l a r a  remarked t h a t  t h e  o n l y  c a v e a t  t h z t  h e  would make t o  t h e  
Cha i rman ' s  u n d e r s t a n a i n g  i n  t h a t  r e s p e c t  w a s  r e l a t e d  t o  t h e  c o n t i n u a t i o n  
of t h e  a r rears  problem,  which was certainly i m p l i c i t  i n  t h e  Chai rman ' s  
u n d e r s t a n d i n g .  

Mr. Huang, M r .  Sengup ta ,  3nd Mr. Alhaimus s a i d  t h a t  t hey  s u p p o r t e d  
t h e  Cha i rman ' s  u n d e r s t a n d i n g .  

M r .  P o l a k  a sked  w h e t h e r  t h e  Teed f o r  a d e c i s i o n  would be a f f e c t e d  by 
t h e  d i f f e r e n c e  i n  t h e  v o r d i n g  01 t h e  r e f e r e n c e s  i n  s u b p a r q r a p h  ( 5 )  L O  

t h e  r e s e r v e  t a r g e t  b e i n g  "se t  a t  7 .5  p e r c e n t  a f t e r  FY 1988" o r  t o  t h e  
word ing  proposed  by Mr. 9a l l a ra  s t a t i n g  t h a t  che  r e s e r v e  t a r g e t  would 
" r e m a i n  a t  7 . 5  p e r c e n t  a f t e r  FY 1988 . "  
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The D i r e c t o r  OF t h e  Lega l  Departnt-onl: s a i d  r .ha t  . i c  W O U ? ~  be c l ea re r  
t o  state. c h a r  " t h e  r a t e  wili. be set a t  7 . 5  p e r c e n t . "  

Mr. Dallara remarked t h a t  h i s  a u t h o r i t i e s  saw a n  i m p o r t a n t  d i s c i n c -  
t . ion  between t h e  two v e r b s .  They were no t  a s k i n g  f o r  t h e  wording  h e  had 
s u g g e s t e d  t o  be i n c o r p o r a t e d  i n  any  way i n  t h e  f o r m a l  t e x t  OF t h e  d e c i -  
s i o n s .  But t h e  u s e  of t h e  v e r b  " remain"  would be h e l p f u l  b e c a u s e  i t  would 
l e n d  some c r e d i b i l i t y  t o  t h e  c o n c e p t  u n d e r l y i n g  t h a t  d e c i s i o n  t h a t  t h e  
n e t  income t a r g e t  would s t a y  a t  7 . 5  p e r c e n t  o r  a t  l eas t  a t  7.5 p e r c e n t .  

The Chairman remarked t h a t  t h a t  would p r e c l u d e  a h i g h e r  r a t e ;  i t  
seemed a d v i s a b l e  not  t o  c l o s e  any o p t i o n s .  

M r .  Leonard remarked t h a t  u s e  of t h e  v e r b  "remain" would be incon-  
s i s t e n t  not o n l y  w i t h  s u b p a r a g r a p h  ( 4 )  a s  n o t e d  by t h e  Chairman bu t  w i t h  
t h e  wording of t h e  sumining up t h a t  was under  d i s c u s s i o n .  A f t e r  a l l ,  t h e  
reserve t a r g e t  migh t  no t  be a t  7 . j  p e r c e n t  For e v e r y  y e a r  a f t e r  198b. 

Mr. D a l l a r a  remarked t h a t  t h e r e  would be no i n c o n s i s t e n c y  be t .*een  
s u b p a r a g r a p h  ( 4 )  and t h e  summing u p ,  and t h e r e  need b e  no  c o n c e r n  a b o u t  
t h e  r e s e r v e  t a r g e t  n e v e r  g o i n g  beyond 7.5 p e r c e n t ,  i f  r e f e r e n c e  was made 
t o  t h e  r e s e r v e  t a r g e t  r ema in ing  a t  l e a s t  a t  7 . 5  p e r c e n t .  

Mr. Po lak  i n q u i r e d  whether  s u c h  a f o r m u l a t i o n  would be t an tamoun t  t o  
a d e c i s i o n  by t h e  E x e c u t i v e  Board .  
__ 

The D i r e c t o r  of t h e  L e g a l  Depar tment  r e sponded  t h a t  no d e c i s i o n  
d e t e r m i n i n g  t h e  a c t u a l  n e t  income t a r g e t  would be  t a k e n .  D i r e c t o r s  would 
a t  t h e  p r e s e n t  p o i n t  i n  t i m e  have rezcned a n  u n d e r s t a n d i n g .  

Pir. Sengupta  obse rved  t h a t  the.  r e s e r v e  t a r g e t  w a s  b e i n g  r a i s e d  
h i g h e r  and h i g h e r .  To r e f e r  t o  t h e  r e s e r v e  t a r g e t  r e m a i n i n g  a t  l ea s t  a t  
7.5 p e r c e n t  went c o n s i d e r a b l y  beyonu a s t r o n g  p resumpt ion  t h a t  i t  would 
b e  7 . 5  p e r c e n c  t o  a s t a i e m e n t  t h a t  7 .5  p e r c e n t  would be a f l o o r .  

The Chairman s u g g e s t e d  t h a t  t h e  unde r sLsnd ing  be  based  on  
Mr. Dal la ra ' s  i n i t i a l  p r o p o s a l  t o  s t a t e  t h a i  " t h e  reserve t a r g e t  w i l l  
r ema in  a t  7 .5  p e r c e n t . "  When t h e  E x e c u t i v e  Board t o o k  t h e  r e l e v a n t  
d e c i s i o n s ,  i t  would a l s o  t a k e  i n t o  a c c o u n t  d e v e l o p n e n t s  i n  t h e  meanwhile .  

Mr. P o l a k  r e c a l l e d  t h a t  t h e r e  had been  some s u p p o r t  f o r  i n c l u d i n g  
t h e  c o n t e n t  of s u b p a r a g r a p h  ( 5 )  i n  t h e  summing u p  of t h e  i n f o r m a l  me2 t ing  
i n  a summing tip of the p r e s e n t  d i s c u s s i o n ,  w i t h  t h e  a d d i t i o n  of a para- 
g r a p h  s r a t i n g  t h e  g e n e r a l  agreement  t h a t  t h e  i n c r e a s e  i n  t h e  r e s e r v e  
t a r g e t  above  5 p e r c e n t  would renrain s u b j e c t  t o  burden  s h a r i n g .  TI.? 
r e c o r d  would be c learer  i f  t h a t  n e g o t i a t e d  a g r e e m e n t ,  which m i g h t  a t  scme 
p o i n t  be  a t  v a r i a n c e  w i t h  t h e  d L c i s i o n s  t h a t  had been a d o p t e d ,  took t h e  
form of a summing u p  by t h e  Chairman.  
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The Chairman s u g g e s t e d  t h a t  s u b p a r a g r a p h  ( 5 ;  s h o u l d  be t a k e n  o u t  of  
t h e  summing u p  of t h e  i n f o r m a l  meet lng  and i n c l u d e d  i n  t h e  summing u p  of 
t h e  F r e s e n t  d i s c u s s i o n ,  a s  an  u n d e r s t a n d i n g  o f  t h e  E x e c u t i v e  Board t o  t h e  
e f f e c t  t h a t  beyond 1988, ?he  i n c r e a s e  i-n t h e  reserve t a r g e t  above 5 per-  
c e n t  would remain  s u b j e c t  t o  burden  s h a r i n g ,  a s  l o n g  a s  t h e  i n c r e a s e  was 
r e q u i r e d  by t h e  problem of ove rdue  o b l i g a t i o n s .  9 f  c o u r s e ,  i f  t h e  problem 
of  arrears  d i s a p p e a r e d ,  t h e  way would be l e f t  open f o r  t h e  Board t o  t a k e  
w h a t e v e r  d e c i s i o n  was needed i n  l i g h t  of t h e  p r e v a i l i n g  c i r c u m s t a n c e s .  
An i n c r e a s e  in t h e  n e t  income t a r g e t  might  no l o n g e r  be  r e q u i r e d ,  o r  
a l t e r n a t i v e l y ,  t h e  Board might  have t o  d e c i d e  t o  m a i n t a i n  t h e  n e t  income 
t a r g e t  a t  7 .5  p e r c e n t  f o r  otller f i n a n c i a l  reasons ;  i n  t h e  l a t t e r  e v e n t ,  
t h e r e  would of c o u r s e  be no bu rden  s h a r i n g .  

Mr. F u j i n o  r e c a l l e d  t h a t  h e  had made t h e  p o i n t  t h a t  t h e  c o n t e n t  o f  
t h o s e  p a r a g r a p h s  t h a t  i t  was p roposed  to i n c l u d e  i n  t h e  summing u p  had 
been  c o v e r e d  i n  t h e  i n t r o d u c t o r y  p r i n c i p l e s  t o  t h e  summing up of t h e  
i n f o r m a l  mee t ing .  

The Chairman r e c a l l e d  t h a t  i n  d e f e r e n c e  t o  M r .  F u j i n o ' s  v i e w s ,  t h e  
con ten t  of s u b p a r a g r a p h  ( 5 )  had been  moved t o  t h e  summing up ,  where i t  
became a n  u n d e r s t a n d i n g  of t h e  l e g a l  p o s i t i o n ,  f o r  t h e  r e c o r d  of t h e  
p r e s e n t  mee t ing .  T h a t  r e c o r d  would p r o v i d e  g u i d a n c e  t o  t h e  E x e c u t i v e  
Board when i t  r e t l i r n e d  t o  t h e  i s s u e  a f t e r  1988. 

I n  r e s p o n s e  t o  a q u e s t i o n  from M r .  N i r n a t a l l a h ,  t h e  Chairman c o n f i r m e d  
t h a t  t h e  i d e a  t h a t  t h e  problem of ove rdue  o b l i g a t i o n s  would have  t o  r ema in  
s e r i o u s  t o  r e q u i r e  m a i n t a i n i n g  t h e  n e t  income t a r g e t  a t  7 . 5  p e r c e n t ,  w i t h  
b u r d e n  s h a r i n g ,  was i m p l i c i t  b e c a u s e  t h e  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  
were t h e  t r i g g e r  f a c t o r .  

The concLuding r emarks  by t h e  Chairman a t  t h e  i n f o r m a l  mee t ing  on 
J u l y  1 7 ,  as  r e v i s e d ,  f o l l o w :  . . 

Although w e  need t o  l o o k  a t  t h e  l a n g u a g e ,  t h e  p r i n c i p l e s  I 
o u t l i n e d  a t  t h e  o u t s e t  Q €  t h i s  a f t e r n o o n ' s  mee t ing  a r e  a c e p t e d ,  
b u t  t h e  mechanism f o r  FY 1987 and FY 1988 i s  d i f f e r e n t .  

The  a g r e e d  p r i n c i p l e s  a re :  

F i r s t ,  t h e  consequences  f o r  t h e  Fund which stem from t h e  
problem of 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  s h o u l d  be s h a r e d  be tween 
d e b t o r  and c r e d i t o r  Nernber c o u n t r i e s .  Second,  t h e  burden  s h a r i n g  
i n  p r i n c i p l e  s h o u l d  be  a p p l i e d  i n  a s i m u l t a n e o u s  a n d  s y m m e t r i c a l  
f a s h i o n  inasmuch a s  t h e  A r t i c l e s  of Agreemen: make poss ib le  t h e  
full a p p l i c a t i o n  of t h i s  p r i i i c i p l e .  T h i r d ,  t h e  r e m u n e r a t i o n  
c o e f f f c i e n t  would be r a i sed  t o  100 p e r s e n t  o f  t h z  i n t e r e s t  r p t e  
o n  t h e  SDR. 
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The p r i n c i p l e s  g o v e r n i n g  burden  s h a r i n g  s h a l l  r e m a i n  i n  
e € E e c t  a s  a temporary  u n d e r s t a n d i n g ,  a s  l o n g  a s  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  which  gave  r i s e  t o  t h e  need  f o r  
bu rden  shar i .ng a t  p r e s e n t  continuss. 

T h e  compromi.se on t h e  f i n a n c i n g  mechanj s m  f o r  FY 1987 a n d  
FY 1988 i s  as  f s l l o w s :  

(1) T h e  r emunera t ion .  c o e f f i c i e n t  w i l l  b e  i n c r e a s e d  t o  
100 p e r c e n t ,  e f f e c t i v e  F e b r u a r y  1, 1987;  u n t i l  t h a t  
time t h e  c o e f f i c i e n t  w i l l  move a c c o r d i n g  t o  t h e  
e x i s t i n g  f o r m u l a .  

( 2 )  The income f o r  FY 1986 i n  excess of  target--SDR 26 mil- 
l i on - - r ema ins  p a r t  o f  reserves; i t  w i l l  n o t  be  deemed 
as  income f o r  FY 1987.  

( 3 )  A s  a r e s e r v e  e f f o r t  i n  FY 1987 and FY 1988 t h e  t a r g e t  
will be i n c r e a s e d  from 5 percent t o  7 .5  p e r c e n t ;  t h e r e  
w i l l  be bu rden  s h a r i n g ,  w i  t h o u t  r e f u n d i n g  . 

( 4 )  . T h e  FY 1988 r e s e r v e  t a r g e t  of 7 . 5  p e r c e n t  may be r a i s e d  
beyond t h a t  f i g u r e  i f  needed;  b u r d e n  s h a r i n g  w i l l  a p p l y  
above  5 p e r c e n t  and amounts i n  excess of 7 . 5  percent 
will be r e f u n d a b l e .  

( 5 )  N e t  income above 5 p e r c e n t  w i l l  be  p l a c e d  i n  a s p e c i a l  
l i n e  o f  “ r e s e r v e s . “  

The mechanism will be  i n  p l a c e  f o r  two y e a r s ;  a f t e r w a r d ,  
t h e  Board w i l l  t a k e  a new d e c i s i o n .  

A s  f o r  t h e  35 p e r c e n t  f l o o r  t o  t h e  r a t e  of r e m u n e r a t i o n ,  i f  
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  I s  moving toward  t h a t  l i m i t  the  
s i t u a t i o n  w i l l  be  rev iewed i n  advance  t G  d e t e r m i n e  whs t  a c t i o n  
t h e  Fund s h o u l d  t a k e ;  t h e  Eoard  w i l l  r e a c h  a d e c i s i o n  Fn l i g h t  
of t h e  c i r c u m s t a n c e s  a t  t h a t  t i m e .  The e x i s t i n g  s a f e g u a r d  
c l a u s e  c o n t i n u e s ,  t o  a v o i d  a vacuum. 

T e c h n i q u e s  w i l l  be  s t u d i e d ,  and  implemented as p r a c t i c a l ,  
of: a d j u s t i n g ,  i n  t h e  c o n t e x t  of t h e  o p e r a t i o n a l  b u d g e t ,  t h e  
s h a r e  of t h e  Un i t ed  S t a t e s  i n  t o t a l  r emunera t ed  p o s i t i o n s  w i t h  a 
view t o  m i t i g a t i n g  t h e  s h a r e  of t h e  U n i t e d  S t a t e s  i n  t h e  amount 
of bu rden  s h a r i n g  t o  be assumed by t h e  c r e d i t o r  c o u n r r i e s .  

T h e  Chairman made t h e  f o l l o w i n g  summing up  of t h e  d i s c u s s i o n  a t  
t h e  p r e s e n t  m e e t i n g :  

With r e f e r e n c e  t o  t h e  texts of Decision No. 8 3 4 5 - ( 8 6 / 1 2 2 )  
and Decision No. 8 3 4 9 - ( 5 6 / 1 2 2 )  t a k e n  at_ EBM/86/122 on  J u l y  2 5 ,  
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1986 ,  and n o t i n g  t o d a y ' s  r e v i s i o n .  ( 7 / 3 0 / 8 6 )  of t h e  c o n c l u d i n g  
remarks  on  J u l y  1 7 ,  i t  was u n d e r s t o o d  t h a t :  

The E x e c u t i v e  Board w i l l  come back a t  a n  e a r l y  d a t e  t o  
t h e  i s s u e  of p r o v i s i o n i n g .  

F o r  any f i n a n c i a l  y e a r  a f t e r  1988,  i n  which  t h e  problem 
of overdue  o b l i g a t i o n s  t o  t h e  Fund r e m i n s  s e r i o u s ,  t h e  
reserve t a r g e t  w i l l  r ema in  a t  7 .5  p e r c e n t  u n l e s s  a dec i . s ion  
by t h e  E x e c u t i v e  Board o n  p r o v i s i o n i n g  w i l l  have  a l t e r e d  
t h e  t r e a t m e n t  of t h e  problem i n  t h e  meant ime.  

The i n c r e a s e  i n  t h e  r e s e r v e  t a r g e t  above  5 p e r c e n t  
w i l l  r emain  s u b j e c t  t o  bu rden  s h a r i n g  as d u r i n g  FY 1987 and 
FY 1988 a s  l o n g  as  t h e  i n c r e a s e  i s  r e q u i r e d  by t h e  problem 
of overdue  o b l i g a t i o n s .  

The Chairman e x p r e s s e d  h i s  a p p r e c i a t i o n  t o  E x e c u t i v e  D i r e c t o r s  f o r  
h a v i n g  p a r t i c i p a t e d  i n  r e a c h i n g  a f u l l  c o n s e n s u s .  

Mr. Da l l a ra  . i n q u i r e d  w h e t h e r  any p l a n s  had been made f o r  g i v i n g  
p u b l i c i t y  t o  t h e  d e c i s i o n s  t a k e n  by t h e  E x e c u t i v e  B o a r d ,  o r  whether  t h e  
impact  of t h o s e  d e c i s i o n s  would become v i s i b l e  i n  t h e  Fund ' s  f i n a n c i a l  
s t a t e m e n t s  f o r  f u t u r e  q u a r t e r s .  

__ 
The Deputy T r e a s u r e r  no ted  t h a t  t h e  u s u a l  p r a c t i c e  w a s  t o  i s s u e  a 

p r e s s  re lease  when d e c i s i o n s  were t a k e n  t o  s e t  a new r a t e  of c h a r g e  o r  
change  t h e  r e m u n e r a t j o n  c o e f f i c i e n t .  I f  t h e  E x e c u t i v e  Board a g r e e d ,  a n  
a t t e m p t  would b e  made bv t h e  T r e a s u r e r ' s  Depar tment  ar,d t h z  E x t e r n a l  
R e l a t k o n s  Department  t o  summarize t h e  d e c i s i o n s  t h a t  had been a d o p t e d .  

A f t e r  a b r i e f  , : i s cuss ion ,  t h e  E x e c u t i v e  D i r e c t o r s  a g r e e d  t h a t  a 
s h o r t  p r e s s  re lease  shou ld  be i s s u e d  s t a t i n g  t h a t  e f f e c t i v e  May I, 1986 
t h e  b a s i c  ra te  of c h a r g e  would b e  6 p e r c e n t ,  t o  be  a d j u s t e d  in l i g h t  of 
deve lopmen t s  w i t h  respect t o  ove rdue  c h a r g e s ,  and  t h a t  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  would move t o  100 p e r c e n t  o n  F e b r u a r y  1, 1987,  w i th  t h e  r a t e  
of r e m u n e r a t i o n  t o  be a d j u s t e d  i n  a s imilar  f a s h i o n  as  t h e  r a t e  of c h a r g e .  
F u l l e r  d e t a i l s  of t h e  d e c i s i o n s  c o u l d  be  p rov ided  i n  t h e  Annual R e p o r t  
f o r  1986. 

3 .  E T H I O P I A  - 1986 ARTICLE I V  CONSULTATION 

The E x e c u t i v e  D i r e c t o r s  cons id t ! red  t h e  s t a f f  r e p o r t  f o r  t h e  1986 
Ar t ic le  I V  c o n s u l t a t i o n  w i t h  E t h i o p i a  (SK/86/174,  7 / 1 5 / 5 6 ) .  They a l s o  
had b e f o r e  them a r e p o r t  011 r e c e n t  economic developments  i n  E t h i o p i a  
(SM/86/175, 7 /18/56) .  
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Hr. Mtei made t h e  f o l l o w i n g  s ta tement :  

I n  1985,186 E t h i o p i a  r e c o r d e d  c o n s i d e r a b l e  success as  a 
r e s u l t  of %he coaT?ergenze of a f a v o r a b l e  e x t e r n a l  and d o m e s t i c  
env i ronmen t .  On t h e  d o m e s t i c  f r o n t ,  i t  w i r s  due  t o  a c o m b i n a t i Q n  
or‘ good wea the r  c o n d i t i o n s ,  p r u d e c t  f i s c a l  and monetary p o l i c i e s ,  
and t h e  c o n t i n u a t i o n  of a p o l i c y  of c a r e f u l  management which  
aimed a t  c h a n n e l i n g  a l a r g e  p r c p o r t i o n  of r e s o u r c e s  t o  p r i o r i t y  
s e c t o r s  and ,  i n  p a r t i c i i i a r ,  a g r i c u l t u r e .  The broad-based 
improvement i n  1985 /86  was i n  s h a r p  c o n t r a s t  w i t h  t h e  pe r fo rmance  
o f  che p r e v i o u s  two years--1983/54 and  1984/85-- tha t  was mer-- 
shadowed by t h e  e f f e c t s  of t h e  s e v e r e  d r o u g h t  t h a t  :!‘ . tracted t h e  
a t t e n t i o n  of t h e  i n t e r n a t i o n a l  community, whi.ct.1 r e r p o n d e d  w i t h  
g e n e r o u s  emergency r e l i e f .  Thus ,  GDP i n  1985186 is e s t i m a t e d  t o  
i n c r e a s e  by 13.8 p e r c e n t  compared w i t h  a d e c l i n e  of 6 .5  p e r c e n t  
i n  1984185 and ,  l a r g e l y  a s  a r e s u l t  of t h e  improved f o o d  s u p p l y  
s i t u a t i o n ,  t h e  consumer p r i c e  i n d e x  h a s  f a l l e n  by 10 percent 
compared w l t h  a r a t e  of i n f l a t i o n  of 1 6  p e r c e n t  i n  1984185. 
A l t h w g h  imbalar ices  p e r s i s t ,  a n  i m p r e s s i v e  pe r fo rmance  was 

a l ~ t h o r i t i e s  ‘ p e r s e v e r a n c e  w i t h  a F a d e n t  r e s t . r i c t i v e  f i s c a l  
p o l i c y  i s  e x p e c t e d  t o  r e d u c e  t h e  bu’getary d e f i c i t  t o  8 . 5  p e r -  
c e n t  of GDP f rom 1 1 . 2  pe . r cen t  i n  1484/85. 

7 L:. ._ I. . _  .-; Y d.eb ir; t h e  f i s z a l  a i d  e x r e r n a l  s e c t o r s .  I n  1985 /86  t h e  

I n  t h e  e x t e r n a l  s e c t o r ,  t h i s  p o l i c y  s t a n c e ,  t o g e t h e r  w i t h  
improved terms of trade, f a c i l i t a t e d  a s i g n l f i c a n r  r e d u c t i o n  i n  
t h e  c u r r e n t  accoun:’ d e f i c i t ,  l e a d i n ?  t o  a more t h h n  t w o f o l d  
e x p a n s i o n  i n  ttie o v e r a l l  b a l a n c s  of payments  s u r p l u s  whic5 h a s  
emerged s i n c e  1984/85.  E t h i o p i a ,  which c c n t i n u e s  t o  r ema in  c u r -  
ren t  w i t h  a l l  i t s  e x t e r n a l  payments  o b l i g a t i o n ? ,  was t h u s  a b l e  

’ t o  b u i l d  up its e x t e r n a l  r e s e r v e s  s t e a d i l y  t o  more t h a n  two and 

a u t h o r i t i e s ’  c a u t i o u s  e x t e r n a l  bo r rowing  p o l i c i e s  h a v e  c u r b e d  
t h e  growth  of t h e  e x t e r n a l  deb r  s e r v i c e  r a t i o  t o  27 p e r c e n t  i n  
1986,  a b o u t  10 p e r c e n t  below t h e  r a t i o  p r e d i c t e d  ea r l i e r  by t h e  
s t a f f .  

- a  h a l f  months of i m p o r t s  i n  1985/86.  In t h e  meant ime,  t h e  

D e s p i t e  t h e  i m p r e s s i v e  g a i n s  r e c o r d e d  i n  1985186 t h e  a u t h o r -  
i t i e s  r e c o g n i z e  t h a t  p roduc t io r ,  l e v e l s  a re  s t i l l  below t h e  p re -  
d r o u g h t  l e v e l s  and t h a t  t h e  f a v o r a b l e  e x t e r n a l  environmer, t  t h a t  
c o n t r i b u t e d  t o  t h e  outcome canno t  be e x p e c t e d  t o  k q t .  They a r e  
aware  t h a t  once  c o f f e e  p r i c e s  f a l l  back and o i l  p r i c e s  r i s e  t h e r e  
w f l l  be renewed p r e s s u r e s  on t h e  budget  and  !n :he b a l a n c e  of pay- 
ments .  The a u t h o r i t i e s  E r e  t h e r e f o r e . t a k i n g  a p p r o p r i a t e  m e a s u r e s  
t o  c o n s o l i d a t e  t h e  g a i n s  a t t a i n e d  :n 1985 /85  a n a  t o  improve t h e i r  
mediun-term p r o s p e c t s .  

O n  t h e  s u p p l y  s . ‘ .de ,  t h e  a u t h o r i t i e s  w i l l  c o n t i n u e  t o  k e e p  
t h e  p l a n n i n g  s y s t e q  under  r e v i e w  w i t h  a view t o  e n h a n c i n g  
economic e f f i c i e n c y .  I n  t h i s  c o n n e c t i o n ,  i t  ir. t h e i r  i n t e n t i o n  
t o  submi t  a r e q u e s t  soon f o r  t h e  u s e  of Fund r e s o u r c e s  unde r  t h e  
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s t r u c t l x a l  ad jus tmen t  f a c i l i t y  (SAF) .  I n  t h e  meant ime,  t h e y  a r e  
p roceed ing  w i t h  measu res  t o  s t r e n g r h e n  t h e  a g r i . c L i i t i i r a l  s e c t o r ,  
a p p l y i n g  t h e  l e s s o n s  l e a r n e d  fr;:.. V h e  :Liis;: two y e a r s  of s e v e r e  
drou.ght .  Some of t h e  measu res  .L!. . i n t e n s i f i e d  r e s e a r c h ,  
enhanced e x t e n s i o n  s e r v i c e s  i n c r e a  :CL i n p u t s ,  and a n  improved 
t r a r i a p o r t a t i o n  network.  W i t h  r e s p e c t  t o  t h c  m a r k e t i n g  syst .em, 
wh i l e  t h e  a u t h o r i t i e s  have  t a k e n  n o t e  of t h e  s t a f f  views t h a t  
t h e  r o l e  of p r i v a t e  marker  f o r c e s  s h o u l d  be enhanced ,  t h e y  s t ress  
t h a t  t h i s  i s  a l r e a d y  t h e  case t o  a g r e a t  e x t e n t ,  F o r  example,  
t hey  p o i n t  o u t  t h a t  a l a r g e r  p r o p o r t i o n  of food c r o p s  i s  r . a r k e t e d  
by p r i v a t e  t r a d e r s .  N e v e r t h e l e s s  t h e  a u t h o r i t i e s  have be,-.n 
working i n  c l o s e  c c l l a b o r a t d c , n  w i t h  t h e  World Bank on t h e  .Further  
s t r e a m l i n i n g  of a g r i c u l t u r a l  m a r k e t i n g  and a p p r o p r i a t e  producer  
p r  ice  ad j u s t m e n t  s. 

Gn exchange r a t e  p o l i c i e s ,  t h c  a u t h o r i t i e s  a re  aware of t h e  
r o l e  t h a t  t h e  exchEnge r a t e  c.an p l a y ,  n o t  o n l y  in t h e  medium-term 
v i a b i l i t y  o f  t h a  b a l a n c e  of payments b u t  i n  domes t i c  r e s o u r c e  
a l l o c a t i o n  and income d i s t r i b u t i o n  i n  genera.1.  IIowever, t h e y  a r e  
of t h e  view t h a t  a t  t h e i r  l e v e l  of deve lopment  t h a t  r o l e  c a n  he 
more e f f e c t i v e l y  performed by a sys t em of c e n t r a l  p l a n n i n g  under  
which t h e  m o b i l i z a t i o n  and a l l o c a t i o n  of r e s o u r c e s  t o  p r i o r i t y  
s e c t o r s  can  be channeled  more d e l i b e r a t e l y ,  a t  t h e  same t ime  
a t t a i n i n g  a d i s t r i b c t i o n  p a t . t e r n  t h a t  i s  more compatib1.e w i t h  
t h e i r  s o c i o p o l i t i c a l  v a l u e s .  N e v e r t h e l e s s  , t h e i r  p o l i c y  i s  t o  
seek a n  e q u i l i b r i u m  r a t e  of exchange t h a t  can  r e f l e c t  t h e  c o r r e c t  
v a l u e  of i m p o r t s  and e x p o r t s  s o  t h a t ,  i n t e r  a l i a ,  i t  can acceler- 
a t e  impor t  s u b s t i t u t i o n  and r t i m u l a t e  and d i v e r s i f y  e x p o r t s  so 
as t o  s t r e n g t h e n  t h e  u n d e r l y i n g  b a l a n c e  of payments p o s i t r o n  i n  
t h e  m e d i u m  term. The a u t h o r i t t e s  a r e  f u l l y  aware, a s  no ted  
e a r l i e r ,  t h a t  t h e  improved ba1anc.e of payments  p r J s i t i on  i n  t h e  
l a s t  two y e a r s  was he lped  by h igh  l e v e l s  of p u b l i '  and p r i v a t e  
t r a n s f e r s ,  e s p e c i a l l y  thG.sb r e l a t e d  t o  emergency r e l i e f ,  and by 
r h e  t e n n s  of t r a d e ,  which impro.ved by 10 p e r c e n t  and 33 p e r c e n t  
i n  1 3 8 4 / 8 5  and 1985186, r e s p e c t i v e l y ,  due t o  r i s i n . g  c o f f e e  p r i c e s  
and  f a l l i n g  o i l  prices.  Although t h e  combir;ed e f f e c t  of t h e s e  
phenomena c o n s i d e r a b l y  o u t u e i g h e d  t h e  n e g a t i v e  i m p a c t  of c u r r e n c y  
a p p r e c i a t i o n ,  t h e s e  f a c t o r s  a re  t r a n s i t o r y  i n  n a t u r e .  I n  t h e  
f i n a l  a n a l y s i s ,  t h e . r e f o r e ,  f o r  l a s t i n g  improvements  i n  t h e  ba l -  
a n c e  of payments ,  t h e  a u t h o r i t i e s  see t h e  need t o  e s t a b l i s h  a n  
a p p r o p r i a t e  exchange r a t e  and peg. Pr i .o r  t o  t h a t ,  however ,  t h e  
a u t h o r i t i e s  wish t o  u n d e r t a k e  a n  in -dep th  s t u d y  of a n  a . p p r o p r i a t e  
peg and exchange r a t e  t a k i n g  i n t o  a c c o u n t  t h e  sociopolitical 
c i r c u m s t a n c e s  of E t h i o p i a .  I n  t h e  meant ime,  t ,hey  n o t e  t h a t  t h e  
t:rr c o n t i n u e s  t o  d e p r e c i a t e  w i t h  thE: U.S. d o l l a r .  

I n  t h e  s p h e r e  of f i s c a l  p o l i c y ,  t h e  a u t h o r i t i e s  a r e  c o n t i n -  
Ililig t he i r  c a u t i o u s  s t a n c e .  
w i l l  be h e l d  v i r t u a l l y  c o n s t a n t  a t  the nomina l  l e v e l  of t h e  
p r e v i o u s  y e a r  w h i l e  c a p i t a l  e x p e n d i t u r e s  r i s e  n o d e r a t e l y .  As I n  
t h e  p a s t ,  t h e  Government w i l l  c o n t i n u e  t o  e n s u r e  t h a t  p u b l i c  

In 1985/56 ,  c u r r e n t :  e x p e n d i t u r e s  
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e n t e r p r i s e s  c o n t r i b u t e  s i g n i f i c a n t l y  t o  t h e  budget  t h r o u g h  t h e  
payFLnt of c a p i t a l  c h a r g e s ,  i n t e r e s t ,  income t ax ,  and t h e  o v e r a l l  
s t r p l u s e s  which t h e y  t r a d i t i o n a l l y  r e a l i z e  e a c h  y e a r .  I n  1985/86  
t h e  a u t h o r i t i e s  s u c c e e d e d  i n  r e d u c i n g  t h e  b u d g e t a r y  d e f i c i t  t o  
6 .7  percent  of GDP from 8.1 p e r c e n t  of GDP i n  1984!85. They rec- 
o g n i z e  t h a t  t h e  improvement i s  i n  p a r t  a t t r i b u t a b l e  t o  a h i g h e r  
c o f F e -  e x p o r t  tax y i e l d  r e s u l t i n g  from h i g h  c o f f e e  p r i c e s  b u t  
also t o  t h e  a u t h o r i t i e s '  own improved r e v e n u e  c o l l e c t i o n  e f f o r t .  
N o n e t h e l e s s ,  t h e  l i m i t e d  s c o p e  f o r  f u r t h e r  r evenue  e x p a n s i o n  i n  
t h e  s h o r t  run u n d e r s c o r e s  t h e  a u t h o r i t i e s '  r e s t r a i n e d  e x p e n d i t u r e  
s t a n c e .  

Developments  on  t h e  mone ta ry  f r o n t  have been  d e t e r m i n e d  by 
t h e  l eve l .  of b u d g e t a r y  d e f i c i t  f i n a n c i n g  and i n t e r e s t  r a t e s .  The  
a u t h o r i t i e s '  p e r s i s t e n c e  w i t h  r e s t r i c t i v e  c r e d i t  p o l i c i e s  h a s  l e d  
t o  a n o n i n f l a t i o n a r y  s i t u a t i o n  i n  1985186 and h i g h  r ea l  i n t e r e s t  
ra tes  which ,  i n  t u r n ,  have  g i v e n  r i se  t o  a s i t u a t i o n  of c o n s i d e r -  
a b l e  excess li l u i d i t y .  A c c o r d i n g l y ,  o n  J u l y  1, 1986 t h e  Govern- 
ment d e c i d e d  t o  take a d v a n t a g e  of t h e  r e v i v a l  of economic a c t i v i t y  
t o  s t i m u l a t e  c r e d i t  e x p a n s i o n  f o r  p r o d u c t i v e  p u r p o s e s  by l o w e r i n g  
i n t z r e s t  r a tes  w h i l e  i n c r e a s i n g  i n t e r e s t  r a t e  d i f f e r e n t i a l s  
be tween s e c t o r s  so as t o  g i v e  p r e f e r e n c e  t o  p r i o r i t y  areas.  I t  
i s  now e x p e c t e d  t h a t  c r e d i t  t o  t h e  p r i v a t e  s e c t o r  w i l l  c o n t i n u e  
t o  accelerate  u n t i l  o v e r a l l  d o m e s t i c  c r e d i t  e x p a n s i o n  and t h e  
p r o j e c t e d  b a l a n c e  of payments  s u r p l u s  r e s u l t  i n  a ra te  of b road  
money e x p a n s i o n  t h a t  m a t c h e s  t h e  GDP nomina l  r a t e  of g rowth  
e s t imaLed  f o r  1985/86 .  

On t h e  q u e s t i o n  OF t r a d e  and exchange  r e s t r i c t i o n s ,  w i t h  
r e g a r d  t o  t h e  r e m a i n i n g  t e m p o r a r y  r e s t r i c t i o n s  on t h e  making of 
payments  and t r a n s f e r s  f o r  c u r r e n t  i n t e r n a t i o n a l  t r a n s a c t i o n s ,  
t h e  a u t h o r i t i e s  wish t o  emphas ize  t h a t  s i n c e  t h e  l a s t  Art ic le  IV 
c o n s u l t a t i o n  t h e y  have made f u r t h e r  p r o g r e s s  i n  t h e  d i r e c t i o n  of 
l i b e r a l i z a c i o n ,  n o t a b l y  i n  accomrnu:r+ing r e q u e s t s  f o r  t h e  remit- 
t a n c e  of d i v i d e n d s .  E x e c u t i v e  D i r e c t o - 4  w i l l  r e c a l l  t h a t  l a s t  
y e a r  t h e  Fund g r a n t e d  t h e  a p p r o v a l  of t h t  r e t e n t i o n  of t h e s e  
r e s t r i c t i o n s  i n  l i g h t  of t h e  emergency b a l a n c e  of payments  s i t u -  
a t i o n  a s s o c i a t e d  w i t h  t h e  d r o u g h t .  My E t h i o p i a n  a u t h o r i t i e s ,  
n o t i n g  t h a t  t h e  s t a f f  i s  recommending t h e i r  f u r t h e r  e x t e n s i o n  
f o r  a p e r i o d  of o n l y  s i x  months ,  c o n s i d e r  t h a t  a more m e a n i n g f u l  
p e r i o d  of e x t e n s i o n  would be u n t j :  t h e  n e x t  Ar t i c l e  I V  c o n s u l t a -  
t i o n .  As t h e  s t a f f  h a s  c l e a r l y  e x p l a i n e d ,  E t h i o p i a  h a s  y e t  t o  
r e c o v e r  from t h e  e f f e c t s  of t h e  d r o u g h t  and t h e  c o u n t r y ' s  b a l a n c e  
of payments  r ema ins  p r e c a r i o u s .  T h e  s t a f f  r e p o r t  h a s  s t r e s s e d  
t h a t  even  t h e  recoi re ry  t h a t  t o o k  p l a c e  i n  1985186 h a s  n o t  
r e s t o r e d  o u t p u t  t o  p r e d r o u g h t  l e v e l s .  A s  i t  h a s  Seen  p o i n t e d  
o u t ,  t h e  a u t h o r i t i e s  a r e  u n d e r t a k i n g  exchange  r a t e  p o l i c y  s t u d i e s  
i n  o r d e r  t o  p u t  i n  p l a c e  measu res  t h a t  c a n  s t r e n g t h e n  t h e  rnedium- 
term b a l a n c e  of payments  o u t l o o k  and f a c i l i t a t e  t h e  removal  of 
t h e  r e m a i n i n g  temporary exchange  r e s t r i c t i o n s .  I woul.d, t h e r e -  
f o r e ,  u r g e  t h a c  t h e  proposed  d e c i s i o n  be  amended s o  as t o  e x t e n d  
t h e  p e r i o d  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 .  



- 1 7  - ERM/86/124 - 7 / 3 0 / 8 6  

Mr. F i n a i s h  s a i d  t h a c  he had n o t e d  t h e  r e f e r e n c e  on page 10 of 
t h e  s t a f f  r e p o r t  t o  t h e  r e s e t t l e m e n t  program l aunched  by t h e  a u t h o r i -  
t i es  under  which f a r m e r s  w e z e  moved from areas s u s c e p t i b l e  t o  d r o u g h t  
t o  areas w i t h  g r e a t e r  r a i n f a l l ,  a b o u t  170 ,000  f a m i l i e s  hav ing  been 
r e s e t t l e d  by t h e  end or' 1985.  The m i s s i o n  had been in fo rmed  t h a t  t h e  
emphas is  i n  1986 would be on a s s i s t i n g  t h o s e  r e s e t t l e d  f a m i l i e s  and 
t h a t  t h e r e  would be  no f u r t h e r  movement of f a r m e r s  f o r  t h e  time b e i n g .  
A d d i t i o n a l  i n f o r m a t i o n  on t h e  two t y p e s  of r e s e t t l e m e n t  schemes was 
provided  on  page 4 of t h e  r e p o r t  on r e c e n t  economic deve lopmen t s .  The 
o p e r a t i o n  was c e r t a i n l y  a massive and c o s t l y  o n e  t h a t  had many i m p l i -  
c a t i o n s ;  i t  wcy-dd a f f e c t  t h e  p r o d u c t i v e  s t r u c t u r e  and a g r i c u l t u r a l  
o u t p u t ,  an(  . h e r e  were a l s o  e t h n i c  and p o l i t i c a l  i m p l i c a t i o n s  w i t h  t h e  
l a r g e  movement of p o p u l a t i o n  from E t h i o p i a  t o  n e i g h b o r i n g  c o u n t r i e s .  
H e  had been s u r p r i s e d  t o  f i n d  no i n f o r m a t i o n  i n  t h e  s t a f f  r e p o r t s  on 
t h e  impact  of t h a t  o p e r a t i o n ,  and a s k e d  t h e  s t a f f  i f  i t  c o u l d  p r o v i d e  a 
more d e t a i l e d  e x p l a n a t k n .  He a l s o  n o t e d  t h a t  i t  would be u s e f u l  i f  
t h e  s t a f f  p rovided  more i n f o r m a t i o n  and a n a l y s i s  on t h o s e  issues  and 
t h e i r  i m p l i c a t i o n s  i n  f u t u r e  r e p o r t s  on E t h i o p i a .  

The s t a f f  r e p r e s e n t a t i v e  from t h e  A f r i c a n  Department  r e s p a d e d  
t h a t  a f t e r  t h e  a u t h o r i t i e s  had moved a b o u t  170,000 f a m i l i e s ,  t h e  prob- 
lems of r e s e t t l e m e n t  had become more e v i d e n t .  The h e a v i e r  r a i n f a l l  and 
more t r o p i c a l  cl imate i n  t h e  areas t o  which the f a r m e r s  had been  moved, 
and h e  d i f f e r e n t  p l a n t  and an imal  l i f e ,  had  r e v e a l e d  t h a t  t h e  d r a f t  
anima1.s on which they  had r e l i e d  f o r  most  of t h e i r  f i e l d  work w, *re no t  
a s  e f f i c i e n t  owing t o  t h e  p r e s e n c e  of t h e  t s e t s e  f l y  and o t h e r  l o c a l  
c o n d i t i o n s .  The a u t h o r i t i e s  had been compel led  t o  a l l o c a t e  a d d i t i o n a l  
r e s o u r c e s  i n  o r d e r  t o  p rov ide  t r a c t o r s ,  i n c r e a s i n g  t h e  c o s t s  of reset- 
t l e m e n t  beyond what  had been e x p e c t e d .  A d e c i s i o n  had - h e r e f o r e  been  
r eached  n o t  t o  move any  more fami l ies  u n t i l  more e x p e r i e n c e  had been  
g a i n e d  hy t h o s e  f a m i l i e s  t h a t  had a l r e a d y  b e e n  moved, e s p e c i a l l y  i n  
l i g h t  of t h e  L v e r a l l  r e s t r a i n t  on r e s o u r c e s .  

Hr. Jayawardena  s a i d  t h a t  h e  was i n  broad g e n e r a l  agreement  w i t h  
t h e  s t a f f  a n a l y s i s .  T h e r e f o r e ,  h e  s u p p o r t e d  t h e  proposed  d e c i s i o n ,  
s u b j e c t  t o  t he  amendment proposed  by I l r .  Mtei. 

I n  e v a l u a t i n g  economic management i n  E t h i o p i a ,  i t  was n e c e s s a r y  t o  
be  c o n s t a n t l y  m i n d f u l  of t h e  v e r y  low p e r  c a p i t a  income of i t s  4 2  m i l l i o n  
peop le  arid t h e  g r e a t  a d v e r s i t i e s  t h e y  had s u f f e r e d  i n  r e c e n t  t imes owing 
t o  a severe d r o u g h t ,  Mr. Jayawardena  n o t e d .  I n  a d d i t i o n ,  many r e s o u r c e s  
had been  pre-empted by c i v i l  war. 
as  a c o u n t r y  w i t h  c o n s i d e r a b l e  p r o s p e c t s  €o r  development .  Slow g rowth  and 
g r e a t  i n e q u i t i e s  i n  income d i s t r i b u t i o n  had l e d  t o  r e v o l u t i o n a r y  changes  
i n  1974.  The economy had been  c e n t r a l i z e d  and c o l l e c t i v i z e d  i n  some 
c r i t i c a l  a reas .  The a u t h o r i t i e s  had d e m o n s t r a t e d  a c o n s i d e r a b l e  d e g r e e  
of pragmatism s i n c e  t h a t  time, however .  Economic management was based 
less on d o c t r i n a i r e  c o n c e p t s  and more on p r a c t i c a l ,  r e l e v a n t  economic 
g rounds  Q u i t e  i m p r e s s i v e  a c h i e v e m e n t s  had Seen  r e c o r d e d  i n  respect of 
s o c i a l  welfare ,  i n c l u d i n g  h e a l t h ,  e d u c a t i o n ,  l i t e r a c y ,  and s a n i t a t i o n .  

Yet a l l  t h e  e v i d e n c e  p o i n t e d  t o  E t h i o p i a  
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F i s c a l  management had been  p r u d e n t ,  Mr. Jayawardena  c o n t i n u e d ,  t h e  
s u c c e s s f u l  r educ t j -on  of t h e  f i s c a l  d e f i c i t  i n  1985/86 b e i n g  commendable 
i n  t h e  c i r c u m s t a n c e s .  The e x t e r n a l  s e c t o r  had a l s o  shown improvement ,  
a l t h o u g h  i t  seemed t o  have been  b r o u g h t  a b o u t  l a r g e l y  by  t h e  more f a v o r -  
able  terms of t r a d e  t h a t  E t h i o p i a  had e n j o y e d  i n  t h e  p a s t  two o r  t h r e e  
years .  The medium-term b a l a n c e  of payments s c e n a r i o s  i n d i c a t e d  t h e  
p o s s i b i l i t y  of a worsening  of t h e  e x t e r n a l  p o s i t i o n  $7 t h e  medium t e r m ,  
a n d  t h e  a u t h o r i t i e s  s h o u l d  once  a g a i n  be u rged  t o  exercise g r e a t  c a u t i o n  

In t h a t  c o n n e c t i o n ,  E t h i o p i a ' s  i n t e n t i o n  t o  d i s c u s s  a s t r u c t u r a l  
a d j u s t m e n t  a r r angemen t  w i t h  t h e  Fund was welcome, Mr. Jayawardena  
c o n c l u d e d .  The a u t h o r i t i e s  had been  c o l l a b o r a t i n g  s a t i s f a c t o r i l y  w i t h  
t h e  World Bank, s i g n i f i c a n t  r e f o r m s  i n  a g r i c u l t u r a l  p r o d u c t i o n  and 
m a r k e t i n g  h a v i n g  been i n c o r p o r a t e d  i n t o  a World Bank s t r u c t u r a l .  r e f o r m  
program. The i n t e n t i o n  of t h e  a u t h o r i t i e s  t o  u n d e r t a k e  o t h e r  s t r u c t u r a l  
reforms was i n d i c a t e d  by t h e i r  i n t e re s t  in s e e k i n g  t h e  Fund ' s  a s s i s t a n c e  
u n d e r  t h e  s t r u c t u r a l  a d j u s t m e n t  f a c i l i t y .  I n  t h e  e v e n t  t h a t  E t h i o p i a  
r e q u e s t e d  a s t r u c t u r a l  a d j u s t m e n t  a r r a n g e m e n t ,  t h e  Fund s h o u l d  be  r e a d y  
t o  respond.  

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

In t h e  p a s t  y e a r ,  E t h i o p i a ' s  economy h a s  shown some encour -  
a g i n g  r e s u l t s  which i n d i c a t e  t h a t  t h e  c o u n t r y  i s  r e c o v e r i n g  from 
t h e  e f f e c t s  of- t h e  s e v e r e  d r o u g h t .  Among t h e  p o s i t i v e  elements 
we no ted  t h a t  i n  1985/86 r ea l  GNP i s  e s t i m a t e d  t o  grow a t  a ra te  
of abou t  14 p e r c e n t  and consumer p r i c e s  a re  e x p e c t e d  t o  d e c r e a s e  
a s  a. r e s u l t  of l ower  p r i c e s  f o r  a g r i c u l t u r a l  goods whose produc-  
t i o n  h a s  been f a v o r e d  by b e t t e r  wea the r  c o n d i t i o n s .  F u r t h e r m o r e ,  
t h e  a u t h o r i t i e s  s h o u l d  be commended f o r  h a v i n g  f o l l o w e d  p r u d e n t  
f i n a n c i a l  p o l i c i e s  i n  t h e  face of d i f f i c u l t  c i r c u m s t a n c e s  and 
f o r  hav ing  honored t h e i r  e x t e r n a l  d e b t  service o b l i g a t i o n s  i n  a 
t i m e l y  f a s h i o n .  However, a s o l i d  b a s i s  f o r  a d u r a b l e  economic 
g rowth  seems no t  t o  have been  l a i d  y e t  and t h e  a u t h o r i t i e s  con- 
t i n u e  t o  be r e l u c t a n t  t o  make t h e  n e c e s s a r y  s t r u c t u r a l  changes  
i n  i m p o r t a n t  a r e a s  such as p r i c i n g  and exchange  r a t e  pol ic ies .  

A s  t o  p r i c i n g  p o l i c y ,  we f u l l y  share t h e  s t a f f ' s  view t h a t  
p r i c e s  and marke t  mechanisms s h o u l d  p l a y  a n  i n c r e a s i n g  r o l e  i n  
o r d e r  t o  f a v o r  a more e f f i c i e n t  a l l o c a t i o n  of r e sourc . e s  and t o  
p r o v i d e  i n c e n t i v e s  t o  i n c r e a s e  p r o d u c t i o n .  In t h i s  respect ,  due  
t o  t h e  weight  of t h e  a g r i c u l t u r a l  s e c t o r  i n  E t h i o p i a ' s  ecoiiomy and 
e x p o r t s ,  we would l i k e  t o  have more i n f o r m a t i o n  on t h e  s t a t e  of 
t h e  d i s c u s s i o n s  between t h e  World Bank r e p r e s e n t a t i v e s  and t h e  
a u t h o r i t i e s  o n  d e l i v e r y  q u o t a s  and on  p r o d u c e r  pr ices .  W i t h  t h e  
r e t u r n  t o  no rma l  wea the r  c o n d i t i o n s ,  a r e v i e w  of t h e  p roduce r  
p r i c i n g  s t r u c t u r e  f o r  a g r i c u l t u r a l  p roduce  s h o u l d  no t  be d e l a y e d  
f u r t h e r .  The new p r i c e  s t r u c t u r e  s h o u l d  aim t o  promote d o m e s t i c  
p r o d u c t i o n  and i n v e s t m e n t  so as t o  r a i s e  t h e  d e g r e e  of self- 
s u f f i c i e n c y  in consumpt ion  w i t h i n  a few years .  
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Exchange r a t e  p o l i c y  has t o  be vi.ewed as  an  i n t e g r a l  p a r t  o f  
p r i c i n g  p o l i c y  f o r  t h e  pu rpose  of  e s t a b l i s h i n g  a n  a p p r o p r i a t e  s e t  
of r e l a t i v e  p r i c e s  and  s t i m u l a t . i n g  t h e  p r o d u c t i o n  of e x p o r t  goods .  
I n  t h i s  respect ,  w e  n o t e  t h a t  t h e  l e v e l  of t h e  peg between t h e  
b i r r  and t h e  U.S. d o l l a r  h a s  n o t  been  changed s i n c e  1973 and t h a t  
t h e  a u t h o r i t i e s  remain  d o u b t f u l  on t h e  u s e f u l n e s s  of ‘a f l e x i b l e  
exchange r a t e  p o l i c y .  S i n c e  t h e  a u t h o r i t i e s  have e x p r e s s e d  t h e  
i n t e n t i o n  of d i s c u s s i n g  a program under  t h e  s t r u c t u r a l  ad j u s t m e n t  
f a c i l i r y ,  p r i c i n g  and exchange r a t e  p o l i c y  s h o u l d  he c l o s e l y  
reviewed i n  t h a t  c o n t e x t .  U n d e r s t a n d i n g s  i n  t h e s e  two areas 
s h o u l d  form a n  e s s e n t i a l  pa r t  of t h e  program. 

On f i s c a l  p o l i c y ,  t h e  o v e r a l l  f i s c a l  d e f i c i t  i s  e x p e c t e d  t o  
d e c r e a s e  t o  6 . 1  p e r c e n t  of GDP i n  1985186. T h e  s t a f f  c a u t i o n s  
t h a t  t h i s  p o s i t i v e  r e s u l t  h a s  been p a r t l y  due t o  t r a n s i t o r y  f a c -  
t o r s  such  as  t h e  spec ia l  d r o u g h t  l e v y  and h i g h  c o f f e e  s u r t a x  
r e c e i p t s  due t o  i n c r e a s e s  in i n t e r n a t i o n a l  c o f f e e  p r i c e s .  A s  t h e  
f i s c a l  y e a r  ended on J u l y  7 ,  i t  would be h e l p f u l  t o  know whe the r  
i n f o r m a t i o n  on  t h e  f i s c a l  budget  f o r  1986187 i s  a v a i l a b l e .  More 
s p e c i f i c a l l . y ,  w e  would like t o  know whether  t h e  a u t h o r i t i e s  e x p e c t  
t o  m a i n t a j n  t h e  s p e c i a l  d r o u g h t  l e v y  i n  t h e  c u r r e n t  f i s c a l  y e a r  
a n d ,  i f  n o t ,  whether  compensa tory  measures have been env i saged .  

A s  t o  monetary  p o l i c y ,  t h e  a u t h o r i t i e s  have r e c e n t l y  d e c i d e d  
t o  change t h e  i n t e r e s t  r a t e  s t r u c t u r e  by l o w e r i n g  l e n d i n g  r . r t e s  
and r educ ing  t o  z e r o  i n t e r e s t  ra tes  on time d e p o s i t s  of m a t u r i t i e s  
of up t o  one  y e a r .  We s h a r e  t h e  view t h a t  a l o w e r i n g  of nominal  
i n t e r e s t  rates a p p e a r s  war ran ted  by t h e  d e c r e a s e  i n  i n f l a t i o n  and 
a l s o  i n  o r d e r  t o  f a v o r  a p i c k u p  i n  economic a c t i v i t y .  Aowever, 
i n  view a l s o  of t h e  abundant  l i q u i d i t y  e x i s t i n g  i n  t h e  economy w e  
wonder whether  a ’ z e r o  i n t e r e s t  r a t e  on d e p o s i t s  of s h o r t e r  m a t u r i t y  
might  no t  c a u s e  some u n d e s i r a b l e  s h i f t s  from f i n a n c i a l  s a v i n g s  t o  
forms of r e a l  s a v i n g  o r  t o  consumpt ion ,  w i th  u n f a v o r a b l e  r e p e r c u s -  
sions o n  i n f l a t i o n  and t h e  b a l a n c e  of payments.  Some e l a b o r a t i o n  
by t h e  s t a f f  on t h e  p o s s i b l e  r e p e r c u s s i o n s  of t h e  r e c e n t  modi f i -  
c a t i o n s  i n  i n t e r e s t  r a t e  p o l i c y  would t h e r e f o r e  be a p p r e c i a t e d .  

F i n a l l y ,  a c c o r d i n g  t o  page 16 of t h e  s t a f f  r e p o r t ,  t h e  b a l a n c e  
o f  payments p r o j e c t i o n s  a re  based  on t h e  a s sumpt ion  of a n  a v e r a g e  
o i l  p r i c e  of $ 1 5  a b a r r e l  f o r  t h e  f i r s t  six months of 1986 and  
of $20 a b a r r e l  f o r  t h e  second h a l f  of t h e  year. T h e  l a t t e r  
a s sumpt ion  a p p e a r s  somewhat ex t r eme  a t  t h e  moment and no t  c o n s i s -  
t e n t  w i t h  t h e  p r o j e c t i o n ,  c o n t a i n e d  i n  o t h e r  r e c e n t  Board p a p e r s .  
F o r  p r i c e s  de t e rmined  o n  world m a r k e t s ,  such  a s  t h e  p r i c e  of o i l ,  
g r e a t e r  e f f o r t s  s h o u l d  be made t o  i n c o r p o r a t e  c o n s i s t e n t  a s sumpt ions  
i n  v a r i o u s  Fund documents.  



Ms. Zundsage r  made t h e  following s t a t e m e n t :  

Ecofiomir: deve lopmen t s  i n  E t h i o p i a  i n  t h e  p a s t  f i s c a l  y e a r  
were much more e n c o u r a g i n g  t h a n  previous1.y.  With th,e r e t u r n  of 
f avorab le  w e a t h e r  c o n d i t i o n s ,  a g . r i c u l C u r a 1  p r o d u c t  i o n  i n c r e a s e d  
s i g n i f l c a n t 1 . y  r c F l l l t i n g  i n  a h i g h  r a t e  of r ea l  economic growth.  
Most i m p o r t a n t ,  e x p o r t s  a l s o  i i i c r e a s e d  i n  volume and t h e  terms of 
t r ade  improved w i t h  t h e  i n c r e a s e  :n world c o f f e e  p r i c e s ,  l e a d i n g  
to  a n  improvement i n  .the c u r r e n t  a c c o u n t .  T h e  c h a l l e n g e  now 
f a c i n g  t h e  a u t h o r i t i e s  i s  t o  secure a s u s t a i n a b l e  growth  t r e n d  
i n  c o n j u n c t i o n  w i t h  a f i n a n c e a b l e  e x t e r n a l  p o s i t i o n .  A t t a i n m e n t  
of t h a t .  g o a l  would,  i n  o u r  v iew,  he f a c i l i t a t e d  by some b a s i c  
enconoinic r e fo rms  aimed a t  e n h a n c i n g  p r o d u c e r  i n c e n t i v e s .  

I n  t h a t  respec t ,  we n o t e d  some e n c o u r a g i n g  deve lopmen t s  i n  
t h e  a g r i c u l t u r a l  s e c t o r ,  i n c l u d i n g  the d i s t r i b u t i o n  of imprr,vzd 
seed  v a r i e t i e s  arid t h e  e x p a n s i o n  of t h e  r u r a l  t r a n s p o r t a t t o n  
ne twork ,  a l t h o u g h  w e  had t h e  same c o n c e r n s  raisad by Mr. F i n a i s h  
a n d  a p p r e c i a t e  t h e  comments made by t h e  s t a f f  r e p & e s e n t a t i v e .  T h e  
a g r i c u l t u r a l  reforms t h a t  are  b e i n g  f o r m u l a t e d  w i t h  World Bank 
a s s i s t a n c e  a fe  i n d e e d  welcorris. I would be i n t e r e s t e d  i n  a d d i t i o n a l  
d e t a i l s  beyond t h e  o u t l i n e  s k e t c h e d  i n  t h e  s t a f f  r e p o r t ,  which 
m e n t i o n s  d i s c u s s i o n s  on  d e l i v e r y  q u o t a s  and  p roduce r  p r i c i n g  

Board.  N h i l e  r e c o g n i z i n g  t h a t  a s u b s t a n t i a l  p o r t i o n  of f a rm 
a c t i v i t y  remains i n  p r i v a t e  h a n d s ,  a s  M r .  Mtei h a s  reminded u s ,  we 
s t r o n g l y  u rge  t h e  a u i h o r i t i e s  t o  c o n s i d e r  expand ing  t h e  scope  for 
p r i v a t e  i n i t i a t i v e .  i n  t h i s  s e c t o r ,  i n  the e x p e c t a t i o n  t h a t  h i g h e r  
rates of r e m u n e r a t i o n  t o  f a r m e r s  c.ould have  a s t r o n g  impact  on 
p r o d u c t i o n .  O f  c o u r s e ,  f r i v o r a b l e  w e a t h e r  and a d e q u a t e  i n p u t s  are  
e x t r e m e l y  i m p o r t a n t  as  well', b u t  w i t h o u t  s t r o n g  i n c e n t i v e s ,  f a r m e r s  
TUOS t l i k e l y  w i l l  h e s i t a t e  t o  a g g r e s s i v e l y  expand o u t p u t  beyond 
s uhs i s t e nce  1. eve  1 s . 

p o l i c i e s  f o r  g r a i n s  marke ted  t h r o u g h  t h e  A g r i c u l t u r a l  Marke t ing  - 

On a more genera l  p l a n e ,  t h e  e x t e n s i v e  ne twork  o f  pr ice  and 
t r a d e  c o n t r o l s  p r e s e n t l y  c h a r a c t e r i z i n g  t h e  E t h i o p i a n  economy w i l l  
n o t ,  i n  ou r  v i e w ,  promote p r o E i r a b l e  p r o d u c t i o n  and employment,  
e i t h e r  from a d o m e s t i c  o r  a n  i n t e r n a t i o n a l  p e r s p e c t i v e .  O n  t h e  
who le ,  t h e  p a r a s t a t a l  s e c t o r  i s  p e r f o m i n g  f a i r l y  well a l t h o u g h  
t h e  s t a f f  p o i n t  o u t  t h a t  p r o f i t a b i l i t y  i s  n o t  n e c e s s a r i l y  i n d i c a -  
t i .vc  of e f f i c i e n c y .  W e  wonder i f  the p r o f i t a b i l i t y  of  t h i s  sec tor ,  
which i n  l a r g e  p a r t  r e p r e s e n t s  m a n u f a c t u r i n g ,  I s  diic t o  t h e  e x t e n -  
s i v e  se t  of import: c o n t r o l s  and would a p p r e c i a t e  s t a f f  comments on 
t h i s  a s p e c t .  

More g e n e r d l y ,  w e  r e a l i z e  t h a t  i n  t h e  a u t h o r i t i e s '  v i e w ,  
t h e  p i l b l i c  s e c t o r  has  c e r t a i n  advantage .s  i n  making a l l o c a t  ive 
d e c i s i o n s ,  b u r  w e  w o u l ~ a  a r g u e  t o  t h e  c o n t r a r y .  To be s p e c i f i c ,  a 
, s t r o n g e r ,  more d i v e r s i f i e d  p r o d u c t i v e  base c o u l d  h e l p  t o  p r e v e n t  
8 r e c u r r e n c e  of t h e  s e v e r i t y  o :  t h e  ~ e ~ . e i i t  drough t  anc! c o u l d  
c o n s t i t u t e  t h e  f o u n d a t i o n  for a growing  economy. B u t .  I t  is v e r y  
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d i f f i c u l t  f o r  c e n t r a l i z e d  a u t h o r i t i e s  t o  be a b l e  t o  d e t e r m i n e  j u s t  
what areas of p r o d u c t i o n  m i g h t  be p r o f i t a b l e  i n  t h e  l o n g  run .  
Fu r the r rno re ,  o n c e  a u t h o r i t i e s  do make s u c h  d e c i s i o n s  and i f  t h o s e  
d e c i s i o n s  t u r n  o u t  no t  t o  r e f l e c t  u n d e r l y i n g  C o m p e t i t i v e n e s s ,  i t  
i s  v e r y  d i f f i c u l t  f o r  t h e  a u t h o r i t i e s  t o  r e v e r s e  t h e i r  d e c i s i o n s  
and c l o s e  down t h o s e  e n t e r p r i s e s .  I n  a d d i t i o n ,  t h e  a u t h o r i t i e s  
have  e x p r e s s e d  i n t e r e s t  i n  a t t r a c t i n g  p r i v a t e  f o r e i g n  i n v e s t m e n t ,  
which we b e l i e v e  c o u l d  be a v e r y  z s e f u l  s o u r c e  of f o r e i g n  c a p i t a l .  
M a i n t a i n i n g  a n  e x t e n s i v e  set  of c o n t r o l s  would,  however ,  t e n d  t o  
d i s c o u r a g e  such  f o r e i g n  i n v e s t m e n t .  For  t h e s e  r e a s o n s  we u rge  
enhanced r e l i a n c e  on t h e  p r i v a t e  s e c t o r  t o  make fundamen ta l  
p r o u u c e r  d e c i s i o n s .  

To be f u l l y  e f f e c t i v e ,  o f  c o u r s e ,  t h o s e  d e c i s i o n s  s h o u l d  be  
made i n  t h e  c o n t e x t  of a p p r o p r i a t e  monetary ,  f i s c a l ,  and exchange  
r a t e  p o l i c i e s .  I n  t h a t  r e g a r d ,  t h e  d e p r e c i a t i o n  of t h e  U.S. d o l l a r  
h a s  l e d  t o  a s h a r p  rea l  e f f e c t i v e  d e p r e c i a t i o n  of t h e  b i r r .  T h i s  
s h o u l d  improve e x p o r t  p r o s p e c t s ,  a l t h o u g h  we migh t  s u g g e s t  t h a t  a 
wre f l e x i b l e  exchange r a t e  p o l i c y  be c o n s i d e r e d ,  t o  h e l p  r e s t o r e  
and m a i n t a i n  c o m p e t i t i v e n e s s .  We n o t e d  t h a t  t h e  a u t h o r i t i e s  have  
r e q u e s t e d  a s t u d y  of t h i s  m t t e r ,  a u s e f u l  f i r s t  s t e p .  
d e f i c i t s  have been  c o n t a i n e d ,  a l t h o u g h  i t  migh t  be p r u d e n t  t o  l i m i t  
them f u r t h e r ,  i n  a n  e f f o r t  t o  f r e e  r e s o u r c e s  f o r  t h e  p r o d u c t i v e  

- s e c t o r s .  Ne would emphas ize  e x p e n d i t u r e  c o n t r o l s ,  w h i l e  r e c o g n i z i n g  
t h a t  p u b l i c  s e c t o r  wages have been  k e p t  low r e c e n t l y .  

F i s c a l  

To r e f e r  b r i e f l y  t o  monetary  p o l i c y ,  w e  welcome t h e  e f f o r t s  
t o  expand t h e  bank ing  s e c t o r  t o  t h e  r u r a l  a r eas ,  n o t i n g  t h a t  t h e  
l a c k  o f  i n s t i t u t i o n s  and i n s t r u m e n t s  f o r  s a v i n g  i n  t h o s e  areas h a s  
been a problem i n  a number of o t h e r  c o u n t r i e s .  Rega rd ing  i n t e r e s t  
r a tes ,  we no ted  t h e  a u t h o r i t i e s '  r a t i o n a l e  f o r  t h e  r e c e n t  d e c r e a s e  
i n  r a t e s ,  b u t  v iew a z e r o  r a t e  on s h o r t - t e r m  d e p o s i t s  as h a v i n g  
a d v e r s e  e f t e c t s  on t h e  s a v i n g s / c o n s u m p t i o n  d e c i s i o n s  of i n d i v i d u a l s ,  
a s  M r .  Z e c c h i n i  ment ioned .  While t h e  r e c e n t  s u b s t a n t i a l  d e c l i n e  
i n  domes t i c  p r i c e s ,  f o l l o w i n g  t h e  h a r v e s t  l e d  t o  t h i s  a c t i o n ,  we  
would n o n e t h e l e s s  recommend t h a t  i n t e r e s t  ra tes  be k e p t  unde r  
c o n s t a n t  r e v i e w  i n  l i g h t  of f u t u r e  d o m e s t i c  i n f l a t i o n  developments .  

I n  many r e s p e c t s ,  t h e  s t r u c t u r a l  a d j u s t m e n t  f a c i l i t y  a p p e a r s  
aimed a t  c o u n t r i e s  l i k e  E t h i o p i a ,  where p e r  c a p i t a  income i s  v e r y  
low and b a l a n c e  of payments  problems may be  t e m p o r a r i l y  h i d d e n ,  t h e  
medium-term o u t l o o k  i n d i c a t i n g  t h a t  a problem may emerge l a t e r  i n  
t h e  decade .  The s t r u c t u r a l .  a d j u s t m e n t  f a c i l i t y  i s  d e s i g n e d  t o  
a s s i s t  c o u n t r i e s  i n  implement ing  b a s i c  s t r u c t u r a l  r e f o r m s ,  w i t h i n  
a sound macroeconomic p o l i c y  framework. D i r e c t o r s  have  p o i n t e d  t o  
the need f o r  v a r i o u s  b a s i c  s t r u c t u r a l  r e f o r m s  t o  make t h e  produc- 
t i v e  s e c t o r  more r e s p o n s i v e .  We would expect t h a t  t h e  same b a s i c  
r e f o r m s  as f o r  o t h e r  low-income d e v e l o p i n g  c o u n t r i e s  would be 
a p p r o p r i a t e  f a r  E t h i o p i a ,  d e s p i t e  t h e  f a c t  t h a t  i t  h a s  a c e n t r a l l y  
p lanned  e c o n m y .  1 s t r o n g l y  e n d o r s e  Mr. Z e c c h i n i ' s  comments 011 

exchange r a t e  and p r i c i n g  p o l i c i e s .  
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F i n a l l y ,  l e t  m e  add t h a t  t h e  a u t h o r i t i e s  d e s e r v e  r e c o g n i t i o n  
f o r  r e m a i n i n g  c u r r e n t  on t h e i r  e x t e r n a l  d e b t - s e r v i c i n g  o b l i g a t i o n s  
w h i l e  s t r e n g t h e n i n g  t h e i r  e x t e r n a l  r e s e r v e  p o s i t i o n .  With r e s p e c t  
t o  Mr. Mtei's s u g g e s t e d  amendment t o  t h e  proposed  d e c i s i o n ,  I r e c a l l  
t h e  d i s c u s s i o n  a t  t h e  t i m e  of t h e  1985 Ar t ic le  I V  c o n s u l t a t i o n  and 
ou r  r e s e r v a t i o n s  a b o u t  ap p rov ing  E t h i o p i a  ' s exchange  res t r ic t  i o n s ,  
i n  l i g h t  of t h e  e x p e c t a t i o n  t h a t  t h e  p o l i c y  s t a n c e  of t h e  a u t h o r i -  
t i e s  a t  t h a t  t i m e  d i d  n o t  l e n d  much hope of  an e a r l y  e l i m i n a t i o n  
of such c o n t r o l s .  T h i s  y e a r ,  t h e  s t a f f  r e p o r t  p r e s e n t s  a somewhat 
more o p t i m i s t i c  p i c t u r e  i n  t h a t  t h e  a u t h o r i t i e s  a r e  moving ahead  
e n  some i m p o r t a n t  r e f o r m s  w i t h  World Bank a s s i s t a n c e  and a p p a r e n t l y  
would c o n s i d e r  t h e  a d d i t i o n a l  r e f o r m s  t h a t  would be  p a r t  of a 
s t r u c t u r a l  a d j u s t m e n t  a r r a n g e m e n t .  In t h a t  l i g h t ,  we a re  p r e p a r e d  
t o  s u p p o r t  t h e  d e c i s i o n  a s  proposed  i n  t h e  s t a f z '  r e p o r t .  

Mr. Fox o b s e i v e J  t h a t  improved terms of t r a d e  and t h e  r e t u r n  of 
normal  weather c c n d i t i o n s  had come as  a welcome r e s p i t e  i n  E t h i o p i a  a f t e r  
t h e  e x c e p t i o n a l  h a r d s h i p s  of t h e  p a s t  few y e a r s .  A s  a r e s u l t ,  economic  
per formance  had improved c o n s i d e r a b l y  i n  1985/86.  However, i t  was p l a i n  
from t h e  s t a f f  report t h a t  t h e  u n d e r l y i n g  s i t u a t i o n  r ema ined  weak and 
t h a t  s i g n i f i c a n t  p o l i c y  r e f o r m s  were e s s e n t i a l  i f  economic pe r fo rmance  i n  
t h e  medium term w a s  t o  be  s t r e n g t h e n e d .  He f u l l y  e n d o r s e d  t h e  s t a f f  
a p p r a i s a l ,  and i n  p a r t i c u l a r  t h e  c a l l  f o r  a more f l e x i b l e  a t t i t u d e  t o  
a g r i c u l t u r a l  p r i c i n g  policies and t h e  exchange  ra te .  

I f  t h e  Fund and t h e  World Bank were t o  be a b l e  t o  p l a y  t h e i r  r e s p e c -  
t i v e  r o l e s  i n  f u r t h e r i n g  E t h i o p i a ' s  deve lopmen t ,  Mr. Fox added ,  i t  was 
v i t a l  f o r  t h e  a u t h o r i t i e s  t o  u s e  t h e  coming months t o  d e m o n s t r a t e  t h e i r  
w i l l i n g n e s s  t o  c o o p e r a t e  more f u l l y  w i t h  b o t h  i n s t i t u t i o n s ,  p a r t i c u l a r l y  
i f  t h e  f o r t h c a n i n g  d i s c u s s i o n s  on t h e  p o s s i b i l i t y  o f  a program t o  be sup- 
p o r t e d  by t h e  s t r u c t u r a l  a d j u s t m e n t  f a c i l i t y  were t o  r e a c h  a s u c c e s s f u l  
c c  .elusion. In t h a t  c o n n e c t i o n ,  i t  was e n c o u r a g i n g  t o  see e v i d e n c e  of 
t h e  a u t h o r i t i e s '  r e a d i n e s s ,  as a f i r s t  s t e p ,  t o  l i b e r a l i z e  t h e i r  a g r i c u l - .  
t u r a l  m a r k e t i n g  p r o c e d u r e s .  However, i t  would be  u s e f u l  t o  have  f u r t h e r  
i n f o r m a t i o n  f rom t h e  s t a f f  as t o  how t h a t  s t e p  meshed i n  w i t h  t h e  
statement on page 10 of t h e  s t a f f  r e p o r t  t h a t  t h e  long-term o b j e c t i v e  of 
t h e  Government was t h e  c o m p l e t e  s o c i a l i z a t i o n  of t h e  a g r l c u l t u r a l  s e c t o r .  

F i n a l l y ,  Mr. Fox c o n s i d e r e d  t h a t  t h e  a rgumen t s  p u t  f o r w a r d  i n  t h e  
s t a f f  r e p o r t  f o r  t h e  r e n e w a l  of t h e  B o a r d ' s  s u p p o s e d l y  t empora ry  a p p r o v a l  
of E t h i o p i a ' s  r e s t r i c t i o n s  on t h e  making of payments and t r a n s f e r s  f o r  
c u r r e n t  i n t e r n a t i o n a i  t r a n s a c t i o n s  were n o t  v e r y  c o n v i n c i n g .  
i n  the r e p o r t  i t s e l f ,  " t h e  E t h i o p i a n  a u t h o r i t i e s  have  not  y e t  implemented  
p o l i c i e s  t h a t  would g i v e  t h e  a s s u r a n c e  t h a t  t h e s e  r e s t r i c t i o n s  a r e  
t empora ry . "  However, i f  i t  was g e n e r a l l y  a g r e e d  t h a t  t h e  a p p r o v a l  s h o u l d  
be e x t e n d e d  u n t i l  t h e  end of December 1986 ,  h e  would be p r e p a r e d  t o  go 
a l o n g ,  b u t  o n l y  o n  t h e  u n d e r s t a n d i n g  t h a t  t h e r e  s h o u l d  be s u b s t a n t i a l  

AS. s t a t e d  
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p r o g r e s s  i n  th , :  meantime i n  t h e  form o f  a d j u s t m e n t  measures  t h a t  would 
f a c i l i t a t e  t h e  e l i m i n a t i o n  of r ema in ing  r e s t r i c t i o n s  a c c o r d i ~ g  t o  a 
s p e c i f i e d  t i m e t a b l e .  

Mr. N i m a t a l l a h  sa id  t h a t  he  was among t h o s e  wi sh ing  t o  encourage  
c o u n t r i e s  l i k e  E t h i o p i a  to enter  i n t o  s t r u c t u r a l  a d j u s t m e n t  a r r a n g e m e n t s ,  
which  had many a d v a n t a g e s ,  above  a l l ,  t h a t  of i n v o l v i n g  b o t h  t h e  Fund 
and  t h e  World Bank. The s t a f f  r e p o r t  on  E t h i o p i a  r e v e a l e d  two f a c t s .  
F i r s t ,  t h e  u n d e r l y i n g  weaknesses  i n  t h e  economy were e x p e c t e d  t o  c o n t i n u e  
f o r  s e v e r a l  y e a r s  t o  come, even i f  t h e  weathe.: and a g r i c u l t u r a l  o u t p u t  
improved .  Second , t h e  economy was e s s e n t i c l t y  p lanned  and s u b j e c t  t o  
q u a n t i t a t i v e  c o n t r o l s .  S t r u c t u r a l  a d j u s t m e n t  under  a program s u p p o r t e d  
by a s t r u c t u r a l  ad jus tu ; ?n t  a r r a n g e m e n t  would n o r m a l l y  c a l l  f o r  a f l e x -  
i b l e  p r i c i n g  p o l i c y .  H e  had n o t e d  some i n d i c a t i o n s  t h a t  t h e  E t h i o p i a n  
a u t h o r i t i e s  were p repa red  t o  move i n  t h a t  d i r e c t i o n ,  and he  a sked  t h e  
s t a f f  for  i t s  a s s e s s m e n t  i n  t h a t  r e s p e c t .  More g e n e r a l l y ,  he i n q u i r e d  
what  p r o s p e c t s  t h e r e  were of E t h i o p i a  e n t e r i n g  i n t o  such  a n  a r r angemen t .  

The s t a f f  r e p r e s e n t a t i v e  from t h e  A f r i c a n  Department  s a i d  t h a t  t h e  
E t h i o p i a n  a u t h o r i t i e s  had conf  inned  t o  t h e  World Bank m i s s i o n  t h a t  had 
v i s i t e d  E t h i o p i a  s h o r t l y  a f t e r  t h e  r e t u r n  of t h e  Fund m i s s i o n  t h a t  i t  w a s  
t h e i r  i n t e n t i o n  t o  l i b e r a l i z e  t h e  movement of a g r i c u l t u r a l  p r o d u c t s  
be twean r e g i o n s .  A t  p r e s e n t ,  t h e r e  were r e s t r i c t i o n s  on t h e  movement of  
g r a i n  by p r i v a r e  t r a d e r s  from one  r e g i o n  t o  t h e  o t h e r ,  a i l  g r a i n s  b e i n g  
moved t h r o u g h  t h e  A g r i c u l t u r a l  Marke t ing  C o r p o r a t i o n .  A s  p a r t  of t h e  
program be ing  d i s c u s s e d  w i t h  t h e  World Bank, t h a t  sys tem woul-d be  re- 
examined.  A t  t h e  end o f  i t s  m i s s i o n ,  t h e  World Bank had l e f t  some pro- 
p o s a l s  w i t h  t h e  commit tee  formed by t h e  E t h i o p i a n  a u t h o r i t i e s  of d e p u t y  
m i n i s t e r s  of t h e  m i n i s t r i e s  most c l o s e l y  c o n c e r n e d ,  i n c l u d i n g  t h e  min i s -  
t r i e s  of a g r i c u l t u r e ,  f i n a n c e ,  and d o m e s t i c  t r a d e .  Consequen t ly ,  t h e  
p r o p o s a l s  would be c o n s i d e r e d  e t  C a b i n e t  l e v e l  b e f o r e  a r e s p o n s e  was made 
t o  t h e  World Bank ' s  p r o p o s a l s .  A f u r t h e r  Bank m i s s i o n  would t a k e  p l a c e  
i n  che  autumn,  by w h i c h  t i n e  t h e  v a r i o u s  m i n i s t r i e s  would have been a b l e  
t o  s t u d y  t h e  p r o p o s a l s ,  i n  p a r t i c u l a r  t h e  s p e c i f i c  a r r a n g e m e n t s  b e i n g  
made w i t h  r e s p e c t  t o  q u o t a s  a n d  p r i c e s ,  b e f o r e  t a k i n g  d e t a i l e d  d e c i s i o n s .  
The o p i n i o n  of t h e  World Bank s t a f f  was t h a t  a marked s h i f t  i n  a t t i t u d e  
on t h e  p a r t  of t h e  a u t h o r i t i e s  s u g g e s t e d  t h a t  t h e  p r o s p e c t s  of agreement  
on the. v a r i o u s  i s s u e s  unde r  d i s c u s s i o n  were e n c o u r a g i n g .  

No i n f o r m a t i o n  had been r e c e i v e d  from t h e  a u t . h o r i t i e s  abou t  t h e  
b u d g e t  f o r  1986187, 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 .  However, t h e  
d i f f i c u l t i e s  t h a t  would a r i s e  i f  the d r o u g h t  levy was n o t  ma in ta ined  o r  
i f  no compensa tory  measu res  were t a k e n  had b e e n ' p o i n t e d  o u t  a t  t h e  t i m e  
of t h e  m i s s i o n .  The d e f i c i t  w o u l d  r i s e ,  a c c o r d i n g  t o  t h e  p r o j e c t i o n s  
made by t h e  s t a f f ,  from 6 . 1  p e r c e n t  of GDP i n  1985/86 t o  9 . 7  p e r c e n t  of 
GDP i n  1986 /87 ,  t o  11 p e r c e n t  i n  1987/88 ,  and t o  12.3 p e r c e n t  i n  1.988189. 
T h e r e f o r e ,  t h e  s t a f f  had emphasized t h e  impor t ance  of t h e  i s s u e  and 
hoped t o  receive i n f o r m a t i o n  i n  t h e  n e a r  f u t u r e  a b o u t  t h e  p o l i c y  t o  be 
f o l l o w e d  f o r  the  f o r t h c o m i n g  f i s c a l  year .  
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T i n  making a n  a s s u m p t i o n  w i t h  r e s p e c t  t o  o i l  p r i c e s  f o r  i t s  medium- 
t e r n  p r o , j e c t i o n s ,  t h e  s t a f f  hac!. been  f a c e d  w i t h  two p a r t i c u l a r  dJ f f i c u l -  
t i e s ,  the 3:aff r e p r e s e n t a t i v e  ohr je rved .  F i r s t ,  E t h i o p i a  impor t ed  o i l  
from t . h e  Sovi .e t  Union unde r  a s p e c i a l  a r r a n g e m e n t  which d i d  n o t  neces-  
s a r i l y  t a k e  i n t o  a c c o u n t  t h e  movement i n  marke t  prices f o r  o i l .  There-  
f o . r e ,  some a d j u s t m e n t s  had nad t o  be  made € o r  t h e  p o s s i b i l i t y  o f  a f a i r l y  
l o n g  t ime lag between changes  i n  w o r l d  p r i c e s  and t h e i r  r e f l e c t i o n  i.n 
t h e  c o n t r a c t  between t h e  E t h i o p i a n  and t h e  S o v i e t  a u t h o r i t i e s .  Second,  
2% n o t e d  i n  the s t a f f  report, i f  t h e  a s s u m p t i o n  had  been  b a s e d  on t h e  
lower  o i l  p r i c e s  used f o r  t h e  c u r r e n t  wor ld  economic o u t l o o k  f o r e c a s t - -  
d e s p i t e  t h e  o b v i o u s  u s e f u l n e s s  f o r  E x e c u t i v e  Directors of a compar i son  
based on t h e  w o r l d  economic ou t look- - the  accumula t ed  b a l a n c e  of payments  
s u r p l u s  t h rough  1987/88  would h a v e  been  l a r g e r  by B r  115  m i l l i o n  o r  t h e  
e q u i v a l e n t  of a b o u t  t h r e e  weeks of i m p o r t s .  

T h e  a . u t h o r i t i e s '  o b j e c t i v e  i n  r e d u c i n g  t h e  r a t e  of i n t e r e s t  on  
s h o r t - t e r m  d e p o s i t s  from 4 perce ,n t  o r  5 p e r c e n t  t o  z e r o  was t o  s h i f t  
d e p o s i t s  from mat:uriti.es of l e s s  t h a n  one  y e a r  t o  m a t u r i t i e s  of more 
titiin one y e a r ,  t h e  s t a f f  r e p r e s e n t a t i v e  e x p l a i n e d .  The change  was 
mer?nt t o  be a r e s p o n s e  t o  t h e  d e c l i n e  i n  t h e  r a t e  of i n f l . a t i o n  i n  
1985186, i n t e r e s t :  r a t e s  h a v i n g  become p o s i t i v e  i n  r e a l  terms. The 
a u . t h o r i t i . e s  c o n s i d e r e d  t h a t  t h e i r  i n t e r e s t  r a t e  p o l i c y  had  been  f l e x i b l e  
and t h e i r  i n t e . n t i o n  w a s  t 9  ad j u s t  i n t e r e s t  rates a c c o r d i n g l y ,  s h o u l d  
t h e  r a t e  of i n f l a t i o n  r i se .  The staff! had b r o u g h t  t h e  i s s u e  t o  t h e  
a t t e n t i o n  of t h e  a u t h o r i t i e s ,  mosi: r e c e n t l y  t h r o u g h  a World Rank s t a f f  
m i s s  i o n .  

Most of t h e  p r i c e s  c u r r e n t l y  bei.ng u s e d  f o r  p l a n n i n g  p u r p o s e s  were 
shadotr p r i c e s  t h a t  were o b t a i n e d  t h r o u g h  an i n v e r t e d  i n p u t l o u t p u t  c a l c u -  
l a t i o n  by t h e  O f f i c e  of t h e  N a t i o n a l  Committee f o r  C e n t r a l  P l a n n i n g  
(ONZCP) , % h e  s t a f f  represenc .a t i .ve  s a i d .  The s t a f f  c o n s i d e r e d  t h a t  t h e  
mechanism f o r  d e t e r m i n i n g  p r i c e s  was n o t  s u f f i c i e n t l y  advanced  t o  h e  
used  f o r  t h e  d e t a i l e d  p l a n n i n g  p u r p o s e s  f o r  which  t h e  a u t h o r i t i e s  
i n t e n d e d  t o  u s e  i t ,  owing t o  t h e  r e l a t i v e  lack o f  s k i l l e d  manpower a n d  
the i nadequacy  of t h e  d a t a  b a s e .  G r e a t e r  u s e  of f r e e  p r i c e s  a t  the 
e n t e r p r i s e  l e v e l  w c u l d  Lmpr.zve n o t  o n l y  e f f i c i e n c y  and o u t p u t  b u t  would 
r e d u c e  the burden  on  t h e  a d m i n f s t r a t o r s  of t he  c e n t r a l  p l a n n i n g  o r g a n i -  
z a t i o n .  . The a u t h o r i t i e s  had  e x p r e s s e d  t h e i r  w i l l i n g n e s s  t o  examine  
s p e c i f i c  p r o p o s a l s  i n  thar r e s p e c t ,  r e c o g n i z i n g  t h a t  t h e  c e n t r a l  p l a n n i n g  
s y s t e m  was n o t  i n c o m p a t i b l e  w i t h  a more f l e x i b l e  p r i c i n g  s y s t e m  a t  t h e  
e n t e r p r i s e  l eve l .  

The monopoly p o s i t i o n  of p a r a s t a t a l  e n t e r p r i s e s  i n  t h e  d o m e s t i c  
marke t  was c e r t a i n l y  a n o t h e r  r e l e v a n t  f a c t o r  u n d e r l y i n g  t h e  p r o f i t a -  
b i l i t y  of pa ra s t a t a l s ,  t h e  s t a f f  r e p r e s e n t a t : v e  from t h e  A f r i c a n  
Depar tment  c o n c l u d e d ,  i n  a d d i t i o n  t o  t h e  f ac ;  t h a t  impor t  p r i c e s  and 
o u t p u t  p r i c e s  were b o t h  c o n t r o l l e d .  The c o m p e t i t i v e n e s s  of  the economy 
s h o u l d  iinprove o v e r  t i m e ,  a s  t h e  balance  of payments p o s i t  i o n  I.mproved 
and t h e  a u t h ~ r i t i e s  c a r r i e d  o u t  t h e i r  i n t e n t i o n  t.0 r e d u c e  r e s t r i c t i o n s  
on e x t e r r i a i  transactions. Many  i n d u s t r i c s  w o u l d  h s v e  t o  i nc rease  t h e i r  
p r o d u c t i v i t y  i f  they were  t o  m a i n t a i n  o u t p u t  a t  ciirrenE l e v e l s .  
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The Deputy D i r e c t o r  of t h e  Exchange and Trade  R e l a t i o n s  Depar tment  
r e c a l i e d  t h a t  t h e  cwo c r i t e r i a  € o r  t h e  a p p r o v a l  of r e s t r i c t i o n s  were  
t h a t  t h e r e  shou ld  be a b a l a n c e  of payments  j u s t i f i c a t i o n  f o r  t h e  
r e s t r i c t i o n s  and t h a t  p o i i c i e s  s h o u l d  be i n  p l a c e  t h a t  o f f e r e d  a reason-  
a b l e  a s s u r a n c e  t h a t  t h e  r e s t r i c t i o n s  were t empora ry .  The s t a f f  had n o t  
recornmended a p p r o v a l  by t h e  Board of E t h i o p i a ' s  r e s t r i c t i o n s  a t  t h e  
t i i x  of t h e  1985 Ar t ic le  I V  c o n s u l t a t i o n  because  i n  i t s  judgment t h e  
second of t h o s e  c r i t e r i a  had not  been  m e t .  However, i n  c o n c l u d i n g  t h e  
1985 Art ic le  I V  c o n s u l t a t i o n  t h e  Execut ive Board had d e c i d e d  t h a t  t h e  
Fund s h o u l d  g r a n t  a p p r o v a l  of t h e  r e t e n t i o n  of t h e  exchange  r e s t r i c t i o n s ,  
i n  l i g h t  of t h e  c u r r e n t  emergency b a l a n c e  of payments  s i t u a t i o n  a s s o c i -  
a t e d  w i t h  the d r o u g h t ,  u n t i l  t h e  c o m p l e t i o n  of t h e  n e x t  A r t i c l e  N 
c o n s u l t a t i o n  o r  u n t i l  May 31,  1 9 8 6 ,  wh icheve r  was t h e  ea r l i e r .  

It  s h o u l d  be p l a i n  from t h e  s t a f f  r e p o r t  f o r  t h e  1986 A r t i c i e  I V  
c o n s u l t a t i o n  t h a t  p o l i c i e s  g i v i n g  a r e a s o n a b l e  r e a s s u r a n c e  t h a t  t h e  
r e s t r i c t i o n s  were temporary  had not  y e t  been  implemented ,  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  p r i c e s  and  t h e  exchange  r a t e ,  t h e  Deputy D i r e c t o r  
c o n t i n u e d .  In a d d i t i o n ,  a l t h o u g h  i m p o r t s  had r i s e n  s i g n i f i c a n t l y  i n  
the p a s t  1 2  months ,  a f u r t h e r  exchange r e s t r i c t i o n - - t h e  a b o l i t i o n  of 
t h e  f o r e i g n  exchange a l l o w a n c e  f o r  t o u r i s m  abroad--had been  i n t r o d u c e d .  
F o r  t h o s e  r e a s o n s ,  a n d  f o r  t h e  s a k e  of  c o n s i s t e n t  t r e a t m e n t  w i t h  o t h e r  
members whose r e s t r i c t i o n s  had not  been approved  by the Fund--some of  
which were c l o s e  n e i g h b o r s  of E th iop ia - - the  s t a f f  n o r m a l l y  wou ld  n o t  
h a v s  recommended a p p r o v a l  of any e x t e n s i o n  of E t h i o p i a ' s  r e s t r i c t i o n s .  
However,  t h e  a u t h o r i t i e s  had a r g u e d  f o r  a t  l e a s t  some e x t e n s i o n  of t h e  
a p p r o v a l .  Rea r ing  i n  mind t h a t  i t  would no t  be known whe the r  t h e  f u l l  
e f f e c t s  of t h e  d rough t  had been overcome u n t i l  t h e  new h a r v e s t  w a s  i n ,  
t h a t  t h e  a u t h o r i t i e s  were a p p a r e n t l y  making e f f o r t s  t o  l i b e r a l i z e  t h e  
economic s y s t e m ,  and t h a t  i t  was. d e s i r a b l e  t o  e n c o u r a g e  such  a change 
in economic p o l i c y ,  t h e  s t a f f  had proposed  a b r i e f  e x t e n s i o n  f o r  s i x  
months.  It r,nould be p o s s i b l e  by t h e  end of 1986 t o  e v a l u a t e  t h e  
e x t e n t  of t h e  r e t u r n  t o  normal c o n d i t i o n s  f o l l o w i n g  t h e  d r o u g h t  and t h e  
i n t e n t j - o n s  of the a u t h o r i t i e s  w i t h  r e s p e c t  t o  a p p r o p r i a t e  measures 
u n d e r  a s t r u c t u r a l  a d j u s t m e n t  a r r angemen t .  

X r .  Htei  ' r e i t e r a t e d  t h a t  h i s  E t h i o p i a n  a u t h o r i t i e s  had a s k e d  him 
s p e c i f i c a l l y  t o  r e l a y  t o  the  E x e c u t i v e  Board t h e i r  s t r o n g  d e s i r e  f o r  
t h e  Fund's  a p p r o v a l  of t h e  r e s t r i c t i o n s  t o  be e x t e n d e d  u n t i l  t h e  1987 
A r t i c l e  I V  c o n s u l t a t i o n .  The p o i n t s  t h a t  t h e y  wished t o  h i g h l i g h t  
i n c l u d e d  t h e  c o n s i d e r a b l e  dependence  of t h e  economy on  t h e  v a g a r i e s  oE 
n a t u r e  and t h e  e x t e r n a l  e n v i r o n i i e n t ,  making t h e  ma in tenance  of d e f e n s i v e  
m e a s u r e s ,  s u c h  as  exchange c o n t r o l ,  t h e  p r i c e  t h a t  had  t o  be p a i d  t o  
f e n d  o f f  u n f o r s e e a b l e  a d v e r s e  deve lopments .  I n  g e n e r a l ,  r e c e n t  expe- 
r i e n c e  had demons t r a t ed  t o  t h e  E t h i o p i a n  a u t h o r i t i e s  t h a t  t h e  least  
d e v e l o p e d  c o u n t r i e s  s h o c l d  r e l y  more and more o n  t h e  c o n s e r v a t i o n  o €  
the!-r o-xn r e s o u r c e s  t o  p r o p  up e x t r e m e l y  low l e v e l s  of c a p i t a l  i n v e s t -  
ment .  Had E t h i o p i a  had a c c e s s  t o  c o n c e s s i o n a l  r e s o u r c e s  t h a t  more 
ciose1.y matched the n e e d s  f o r  development  f i n a n c e ,  i t  would have been  
a b l e  t o  follow a s t r a t e g y  b a s e d  on more l i b e r a l  p o l i c i e s .  
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T h e  second argument  advanced by t h e  E t h i o p i a n  a u t h o r i t i e s  f o r  a n  
e x t e n s i o n  was t h e  f a c t  t h a t  t h e y  had c o n t i n u e d  t o  be c u r r e n t  i n  a l l  
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  rest of t h e  w o r l d ,  d e s p i t e  t h e  
immense d i f f i c u l t i e s  f a c e d  by E t h i o p i a ,  M r .  Mtei added .  F i n a l l y ,  t h e  
a u t h o r i t i e s  d i d  n o t  c o n s i d e r  i t  h e l p f u l  t o  d i s c u s s  measures of s u b s t a n c e  
unless t h e y  were c o n s i d e r e d  i n  t h e  c o n t e x t  of s p e c i . f i c  programs and 
t h e i r  mode of f f n a n c i n g .  C l e a r l y ,  t h e  E t h i o p i a n  a u t h o r i t i e s  p e r c e i v e d  
a r e l a t i o n s h i p  be tween t h e  d i s c u s s i o n  of a s t r u c t u r a l  ad ju s t rnen t  
a r r angemen t  w i t h  t h e  Fund and t h e  p o s s i b i l i t y  of e a s i n g  o r  removing  t h e  
r ana i ning  r e s t r i c  t i o n s  . 

I n  sum,  Mr. Mtei u rged  t h a t  t h e  E x e c u t i v e  Board a p p r o v e  a n  
e x t e n s i o n  of i t s  e a r l i e r  a p p r o v a l  of  t h e  r e s t r i c t i o n s .  Approva l  O E  
exchange  and t r a d e  r e s t r i c t i o n s  had been g r a n t e d  t o  many o t h e r  members, 
f o r  a v a r i e t y  of r e a s o n s .  I t  would be s t r e t c h i n g  t h e  p o i n t  t o o  f a r  t o  
demand one  of t h e  p o o r e s t  of t h e  F u n d ' s  members t o  l i f t  i t s  r e s t r i c t i o n s  
p r i o r  t o  r e a c h i n g  agreement  o n  measu res  of s t r u c t u r a l  a d j u s t m e n t  and  
t h e i r  f i n a n c i n g  t h a t  would p e r m i t  t h e  removal  of t h e  r e s t r i c t i o n s .  
Ways i n  which t o  a c h i e v e  t h a t  o b j e c t i v e  c o u l d  be c o n s i d e r e d  i n  t h e  
l i g h t  of deve lopmen t s  i n  E t h i o p i a  o v e r  t h e  coming 1 2  months.  

M r .  Jayawardena  s a i d  t h a t  w h i l e  h e  a g r e e d  w i t h  t h e  s t a f f  t h a t  
c o u n t r i e s  i n  similar s i t u a t i o n s  s h o u l d  be t r . ea t ed  e v e n h a n d e d l y ,  he had 
p e r c e i v e d  from t h e  s t a f f  repcr :  a movement i n  a p o s i t i v e  d i r e c t i o n  i n  
E t h i o p i a .  The Government had made a n  e f f o r c  t o  improve i t s  economic 
management when i t  would have  been  ea s i e r  f o r  i t ,  g i v e n  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  i t  had f a c e d ,  t o  re lax t h a t  e f f o r t .  E t h i o p i a  had remained  
c u z 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,  and i t  a l s o  i n t e n d e d  t o  en te r  
i n t o  d i s c u s s i o n s  w i t h  t h e  Fund on  a p o s s i b l e  s t r u c t u r a l  a d j u s t m e n t  
a r r a n g e m e n t .  
r e q u e s t  f o r  a n  e x t e n s i o n  of t h e  p e r i o d  of a p p r o v a l  of t h e  r e s t r i c t i o n s .  

F o r  t h o s e  r e a s o n s  h e  was w i l l i n g  t o  s u p p o r t  Mr. Mtei's 

The Deputy D i r e c t o r  of t h e  Exchange and T r a d e  R e l a t i o n s  Depar tment  
remarked t h a t  evenhanded treatment would r e q u i r e  t h e  E x e c u t i v e  Board 
no t  t o  approve  t h e  r e s t r i c t i o n s .  F o r  t h e  r e a s o n s  ment ioned  by 
Mr. Jayawardena ,  t h e  s t a f f  had p roposed  e x t e n d i n g  t h e  p e r i o d  of a p p r o v a l  
f o r  a p p r o x i m a t e l y  s i x  months,  u n t i l  t h e  end of December 1986. 

M r .  N i n a t a l l a h  remarked t h a t  he  would l i k e  t o  see some l i n k  
e s t a b l i s h e d  between t h e  p e r i o d  f o r  which t h e  r e s t r i c t i o n s -  were  approved  
a n d  t h e  f r u i t i o n  oE n e g o t i a t i o n s  on  a s t r u c t u r a l  ad justanent  a r r a n g e m e n t .  

The Deputy D i r e c t o r  e x p l a i n e d  t h a t  t h e  s t a f f  i t s e l f  had  hoped t h a t  
t h e  n e g o t i a t i o n s  f o r  a s t r u c t u r a l  a r r a n g e m e n t  would c o i n c i d e  a p p r o x i -  
m a t e l y  w i t h  t h e  p e r i o d  of t h e  proposed  e x t e n s i o n ,  e s p e c i a l l y  a s  a 
f u r t h e r  s t a f f  m i s s i o n  w o u l d  be v i s i t i n g  E t h i o p i a  a E t e r  t h e  Annual 
?le e t  i ngs . 

A f t e r  a brief d i s c u s s i o n ,  the A c t i n g  Chairman s u g g e s t e d  t h a t  t h e  
d e c i s i o n  a s  proposed  by t h e  s t a f f  s h o u l d  be a p p r o v e d ,  b u t  t h a t  h e  s h o u l d  
a d d  t o  the slimming u p  a r e f e r e n c e  t o  t h e  concern e x p r e s s e d  by E x e c u t i v e  
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D i r e c t o r s  abou t  t h e  continuation of t h e  r e s t r i c t i o n s  i n  q u e s t i o n  , i n  
a d d i t i o n  t o  a n  e x p r e s s i o n  of encouragement  t o  t h e  a u t h o r i t i e s  t o  p u t  
i n  place t h e  n e c e s s a r y  s t r u c t u r a l  p o l i c i e s  t h a t  would f a c i l i t a t e  t h e  
eliminat-’-on c?f t h e  remain ing  r e s t r i c t i o n s .  

M r .  Mtei s a i d  t h a t  he hoped t k a t  t h e  e l i m i n a t i o n  of r e s t r i c t i o n s  
would n o t  be a c o n d i t i o n  f o r  a p p r o v a l  of s t r u c t u r a l  a d j u s t m e n t  
a r r a n g e m e n t s .  

The Deputy D i r e c t o r  of t h e  Exchange and T r a d e  R e l a t i o n s  Depar tment  
commented t h a t  one i m p o r t a n t  e l emen t  of a s t r u c t u r a l  a d j u s t m e n t  
arrangement--and ~ of  c o u r s e ,  no such  a r r a n g e m e n t s  had ye.t been  b r o u g h t  
b e f o r e  t h e  Roard--would presumably  he  t h e  need t o  e s t a b l i s h  a s c h t d u l e  
f o r  t h e  e l i m i n a t i o n  of r e s t r i c t i o n s .  S t r u c t u r a l  ad j u s t m e n t  a r r a n g e m e n t s  
would c o v e r  t h r e e  y e a r s ,  and t h e  q u e s t i o n  would b e  whether  a p p r o p r i a t e  
, p o l i c i e s  c o u l d  be pu t  i n  place i n  t h a t  p e r i o d ,  p a r t i c u l a r l y  w i t h  respect 
t o  t h e  e l i m i n a t i o n  of arrears.  

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

D i r e c t o r s  e x p r e s s e d  b road  agreement  wi th  t h e  t h r u s t  of t h e  
v i ews  i n  t h e  s t a f f  a p p r a i s a l .  D i r e c t o r s  no ted  t h a t  E t h i o p i a  had 
s u f f e r e d  a severe d r o u g h t  i n  1 9 8 3 / 8 4  and 1984/85 which had g r e a t l y  
r educed  d o m e s t i c  food  p r o d u c t i o n .  D i r e c t o r s  a l s o  n o t e d  t h a t  f inan- 
c i a l  p rudence  on t h e  p a r t  of t h e  a u t h o r i t i e s ,  h i g h  c o f f e e  p r i c e s ,  
d e c l i n i n g  o i l  p r i c e s ,  and t h e  r e t u r n  of normal  r a i n s  had r e s u l t e d  
i n  much improved economic pe r fo rmance  i n  1985f86;  r e a l  GDP had 
r i sen  by n e a r l y  14 p e r c e n t  and  p r i c e s  had f a l l e n ,  a l t h o u g h  i n  t h e  
a g r i c u l t u r a l  s e c t o r ,  o u t p u t  remained below p r e d r o u g h t  l e v e l s .  

While r e c o g n i z i n g  t h o s e  r e c e n t  f a v o r a b l e  deve lopmen t s ,  
D i r e c t o r s  focused  on t h e i r  c o n c e r n s  a b o u t  t h e  mediurn-term p r o s p e c t s  
f o r  t h e  economy. I n  t h e i r  v iew,  and on t h e  b a s i s  of c u r r e n t  p o l i -  
c i e s ,  i t  would be d i f f i c u l t  t o  m a i n t a i n  a s a t i s f a c t o r y  r a t e  of 
economic growth o v e r  t h e  medium term and t h e  e x t e r n a l  deb t  s e r v i c e  
r a t i o  would r e m a i n  h i g h .  D i r e c t o r s  a c c o r d i n g l y  s t r e s s e d  t h e  impor- 
t a n c e  of t h e  imp lemen ta t ion  of s u b s t a n t i a l  s t r u c t u r a l  a d j u s t m e n t  
measu res  t o  p r o v i d e  a d e q u a t e  p r o d u c t i o n  i n c e n t i v e s  and t o  increase 
and a l s o  d i v e r s i f y  o u t p u t  a,nd e x p o r t s .  I n  t h a t  c o n t e x t ,  t h e y  
commented f a v o r a b l y  o n  t h e  ongoing  d i s c u s s i o n s  between E t h i o p i a  
and t h e  World Bank on t h e  a g r i c u l t u r a l  development  p l a n s  of t h e  
a u t h o r i t i e s .  

Given  t h e  l a r g e  we igh t  of a g r i c u l t u r e  i n  n a t i o n a l  p r o d u c t i o n  
and e x p o r t s ,  D i r e c t o r s  s t r e s s e d  t h a t  measures needed t o  be t a k e n  
u r g e n t l y  t o  r a i s e  p r o d u c e r  p r ices  and i n c r e a s e  t h e  access of a g r i -  
c u l t u r a l  p roducers  t o  t h e  f r e e  marke t .  D i rec to r s  urged  t h e  a u t h o r -  
i t i e s  t o  irnpl.ernent more f l e x i b l e  exchange  r a t e  and i n t e r e s t  r a t e  
p o l i c i e s  and t o  a d o p t  imre a p p r o p r i a t e  d o m e s t i c  p r i c i n g  p o l i c i e s  
i n  o r d e r ’  t o  improve the e f f i c i e n c y  o f  p r o d u c t i v e  e n t e r p r i s e s  and 
also LO encourage  p r i v a t e  s e c t o r  a c t i v i t y .  Those measures  were 



a i . ~ ~  seen as cecessa r y  t o  streigt:hen ~ h e  b a l a n c e  cf payments  
p o s i t i o n  and e n a b l e  t h e  E t h i o p i a n  a u t h o r i t i e E  t o  e a s e  t h e  t r a d e  
and excl:ang:2 r e s t r i c t i o n s .  

D3 r e c t o r s  e x p r 2 s s e d  COcicern abou t  t h e  c o n t i n u e d  m a i n t e n a n c e  
b y  E t h i o p i a  of t h e s e  r e s t r i c t i o n s  and encouraged  t h e  a u t h o r i t i e s  
t o  p u t  i n  p l a c e  t h e  s t r u c r u r a i  a d j u s t m e n t  nieasiires necessary t o  
f a c i l i t a t e  the e l i m i r i a t i o n  of t h e  r emin i r rg  r e s t r i c t t o n s .  

F i n a l l y ,  Directcrs  welcomed t h e  i n t e r e s t  of r h e  a u t h o r i t i e s  
ir? d i s c u s s i n g  a medium-term program under  t h e  s t r u c t u r a l  a d j u s t m e n t  
f a c i l i t y  and  commended t h e  E t h i o p i a n  a u t h o r i t i e s  on r ema in ing  
c u r r e n t  i n  t h e i r  e x t e r n a l  f i n a n c i a l  o b 1 , i g a t i o n s .  

Tr was u n d c s s t o o d  t h a t  t h e  next  ArticLs IV c o n s u l t a t i o n  with 
E t h i o p i a  would t a k e  place on  t h e  s t a n d a r d  12-month c y c l e .  

T h e  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  Fund t a k e s  t h i s  decision r e l a t i n g  t o  E t h i o p i a ' s  
exchange  m e a s u r e s  s u b j e c t  t o  Ar t ic le  V L I Z ,  S e c t i o n  2(a) ,  and i n  
c o n c l u d i n g  t h e  1986 A r t i c l e  X I V  c o n s u l t a t i o n  wi th  E t h i o p i a ,  i n  
t h e  light: of c h e  : " ' b  A r t i c l E  IV c o n s u l t a t i o n  w i t h  E t h i o p i a  
c o n d u c t e d  u n d e r  D e L i s i o n  No. 5 3 9 2 - - ( 7 7 / 6 3 ) ,  a d o p t e d  A p r i l  29 ,  
1377 ( S u r v e i l l a n c e  o v e r  Exchange Rate P o l i c i e s ) .  

2 .  E t h i o p i a  c o n t i n u e s  t o  m a i n t a i n  r e s t r i c t i o n s  on t h e  
making of payments and t r ans fe r s  f o r  c u r r e n t  i n t e r n a t i o n a l  t r z n s -  
a c t i o n s ,  a s  d e s c r i b e d  i n  SM/86/175. The Fund u r g e s  t h e  a u c h o r i -  
t i e s  eo implement such  p o l i c i e s  and measures as  w i l l  f a c i l i L i t e  
t h e  w i t h d r a w a l  of r e m i n i r i g  r e s t r i c t i o n s  s u b j e c t  t o  a o p r o v a l  
under  Ar t ic le  VIIX, S e c t i o n  2 ( a ) ,  a n d ,  i n  t h e  meant in 'e ,  g r a n t s  
a p p r o v a l  of tneir  r e t e n t i a n  u n t i l  the end of December 1986. 

D e c i s i o n  No. m 2 - (  8 6 / l . 2 4 ) ,  z d o p t e d  
J u l y  30, 1986 

D E C I S I O N S  TAKEN SINCE PREVIOUS BOARD MEETING 

T h e  f o i l i s w i n g  decisions were? a d o p t e d  by t h e  E x e c u t i v e  Board w i t h o u t  
meeting i n  the p e r i o d  beEveen F:HN/1,6/123 (7/28!86) a n d  EBM/86/:24 ( 7 / 3 0 / 8 6 )  

4 .  SQE.lAT-,U - OVF.WUE FTN.4NC'IA.L OBLIGATIONS - REPORT AVD COMPLAINT UNDER 
RULE K - l  &ID N O T I C E  OF FAILURE TO ----- SETTLE TRIJST FUND OSLIGATIONS --- I 

1. The cornpiair i t  cf c,h2 Mariaging Di rec to r  d a t e d  J u l y  2 1 ,  

-- _.I 

1.886 o n  Somal.ia ii~ ERS!36/l59 ( 7 / 2 2 / 8 S j  i s  rioted.  Lt s h a l l  be 
p i a c e d  0 1 1  t h e  agenda csf the E x e c i ~ t . i v f  K o a r d  for P.ug;;st 2 5 ,  1985. 
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2 .  The n o t i c e  of t h e  Managing N r e c t o r  i n  EBS/86/159 
( 7 / 2 2 / 8 6 )  on t h e  f a i l u r e  by Somal i a  t o  f u l f i l l  o b l i g a t i o n s  
u n d e r  D e c i s i o n  No. 5069-(76/72)  on  t h e  T r u s t  Fund i s  n o t e d .  
The n o t i c e  s h a l l  be  p l a c e d  on t h e  agenda of t h e  E x e c u t i v e  
Board f o r  August  2.=, 1986.  

3 .  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  the. Fund t o  t a k e  r e m e d i a l  a c t i o n .  

4 .  C o n s i d e r a t i o n  of t h e  compla in t  i n  a c c o r d a n c e  w i t h  
Rule  K-i and of t h e  n o t i c e  p a r t i c u l a r l y  a f f e c t s  Somal i a .  The 
member s h a l l  be  in fo rmed  by r a p i d  means of communicat ion o f  
t h i s  matiler and of i t s  r i g h t  t o  p r e s e n t  i t s  views t h r o u g h  a n  
a p p r o p r i a t e l y  a u t h o r i z e d  r e p r e s e n t a t i v e .  

D e c i s i o n  No. 8353-(86/124)  G/TR, a d o p t e d  
J u l y  29 ,  1986 

5.  RULES AND REGULATIONS - OFFICIAL HOLIDAYS - AMENDMENT OF IJLE B-4 
--.__ 

Rule  B-4 of t h e  R u l e s  and R e g u l a t i o n s  s h a l l  be amended by 
d e l e t i n g  November 11 fcom t h e  l i s t  of weekdays t h a t  a r e  n o t  
b u s i n e s s  days  of t h e  Fund, and a d d i n g  t h e  F r i d a y  f o l l o w i n g  
t h e  f o u r t h  Thursday  iii November a t  t h e  a p p r o p r i a t e  p l a c e  i n  
t h i s  l i s t .  

Adopted J u l y  28, 1986 

6. EXECUTIVE BOARD TRAVEL ' . 

T r a v e l  by a n  Adv i so r  t o  E x e c u t i v e  D i r e c t o r  a s  se t  f o r t h  i n  
EBAP/86/182 (7125186)  and by a n  A s s i s t a n t  t o  E x e c u t i v e  D i r e c t o r  as set 
f o r t h  i n  EBAP/86/183 (7125186)  i s  approved .  

APPROVED: A p r i l  1 5 ,  1987 

JOSEPH W .  L A N G ,  J R .  
A c t i n g  S e c r e t a r y  
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Managing D i r e c t o r ' s  Conc lud ing  Remarks a t  I n f o r m a l  M e e t i n g '  
on P r i n c i p l e s  of Burdtzn S h a r i n g  and  t h e  Fund ' s  Income P o s i t i o n  

J u l y  1 7 ,  1986 

Al though w e  need t o  look  a t  t h e  l a n g u a g e ,  t h e  p r i n c i p l e s  I o u t l i n e d  
a t  t h e  o u t s e t  of t h i s  a f t e r n o o n ' s  m e e t i n g  a r e  a c c e p t e d ,  b u t  t h e  mechanism 
f o r  FY 1987 and FY 1 9 8 8  i s  d i f f e r e n t .  

The a g r e e d  p r i n c i p l e s  z r s :  

F i r s t ,  t h e  c o n s e q u e n c e s  f o r  t h e  Fund which stem f rom t h e  p rob lem of  
ove rdue  f i n a n c i a l  o b l i g a t i o n s  s h o u l d  be s h a r e d  between d e b t o r  and  c r e d i t o r  
member c o u n t r t e s .  Second,  t h e  bu rden  s h a r i n g  i n  p r i n c i p l e  s h o u l d  be 
a p p l i e d  i n  a s i m u l t a n e o u s  a n d  s y m m e t r i c a l  f a s h i o n  inasmuch a s  t h e  Ar t ic les  
of Agreement make p o s s i b l e  t h e  f u l l  a p p l i c a t i o n  of t h i s  p r i n c i p l e .  T h i r d ,  
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  would be r a i s e d  t o  100 p e r c e n t  of t h e  i n t e r e s t  
r a t e  on t h e  SDR. 

The p r i n c i p l e s  g o v e r n i n g  b u r d e n  s h a r i n g  s h a l l  r e m a i n  i n  e f f e c t  as a 
t empora ry  u n d e r s t a n d i n g ,  as l o n g  as t h e  problem of 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  which gave r ise  t o  t h e  need f o r  bu rden  s h a r i n g  a t  p r e s e n t  
c o n t i n u e s .  

The compromise on t h e  f i n a n c i n g  mechanism f o r  FY 1987 a n d  FY 1 9 8 8  i s  
as f o l l o w s :  

(1) The r e m u n e r a t i o n  c o e f f i c i e n t  w i l l  be i n c r e a s e d  t o  100 p e r c e n t ,  
e f f e c t i v e  F e b r u a r y  1, 1987; u n t i l  t h a t  t i m e  t h e  c o e f f i c i e n t  w i l l  
move a c c o r d i n g  t o  t h e  e x i s t i n g  f o r m u l a .  

( 2 )  The income f o r  FY 198'6 i n  e x c e s s  of target--SDR 2 6  m i l l i o n - - -  
i:emains p a r t  of r e s e r v e s ;  i t  w i l l  n o t  be  deemed as income f o r  
F Y  1987. 

( 3 )  As a r e s e r v e  e f f o r t  i n  FY 1987 and  FY 1988  t h e  t a r g e t  w i l l  be 
i n c r e a s e d  from 5 p e r c e n t  t o  7 .5  p e r c e n t ;  t h e r e  w i l l  be bu rden  
s h a r i n g ,  w i t h o u t  r e f u n d i n g  . 

( 4 )  The FY 1 9 8 8  r e s e r v e  t a r g e t  of 7 . 5  p e r c e n t  may b e  r a i s e d  beyond 
t h a t  f i g u r e  i f  n e e d e d ;  bu rden  s h a r i n g  w i l l  a p p l y  above  5 p e r c e n t  
and amounts i n  e x c e s s  of 7 . 5  p e r c e n t  will be r e f u n d a b l e .  

( 5 )  I f  t h e  problem of 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  r e m a i n s  s e r i o u s ,  
o r  i n  t h e  a b s e n c e  of a d e c i s i o n  by t h e  E x e c u t i v e  Board on pro-  
v i s i o n i n g ,  t h e  s t r o n g  p r e s u m p t i o n  i s  t h a t  t h e  r e s e r v e  t a r g e t  
w i l l  be s e t  a t  7 . 5  p e r c e n t  a f t e r  FY 1988.  

( 6 )  Net income above  5 p e r c e n t  w i l l  be  p l a c e d  i n  a s p e c i a l  l i n e  of 
" r e s e r v e s .  
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The mechanism w i l l  be  i n  place f o r  two y e a r s ;  a f t e r w a r d s ,  t h e  Board 
w i l l  t a k e  a new d e c i s i o n .  

A s  f o r  t h e  85  p e r c e n t  f l o o r  t o  t h e  r a t e  of r e m u n e r a t i o n ,  i f  t h e  remunera- 
t i o n  c o e f f i c i e n t  i s  moving toward t h a t  l i m i t  t h e  s i t u a t i o n  w i l l  be r ev iewed  
i n  advance  t o  d e t e r m i n e  what a c t i o n  t h e  Fund s h o u l d  t a k e ;  t h e  Board w i l l  
r e a c h  a d e c i s i o n  i n  l i g h t  of t h e  c i r c u m s t a n c e s  a t  t h a t  t i m e .  The e x i s t i n g  
s a f e g u a r d  , c l a u s e  c o n t i n u e s ,  t o  a v o i d  a vacuum. 

The f e a s i b i l i t y  w i l l  be s t u d i e d  of a d j u s t i n g ,  i n  t h e  c o n t e x t  of t h e  
o p e r a t i o n a l  budge t ,  t h e  s h a r e  of t h e  U n i t e d  S t a t e s  i n  t o t a l  r emunera t ed  
p o s i t i o n s  w i t h  a view t o  m i t i g a t i n g  t h e  s h a r e  of t h e  U n i t e d  S t a t e s  i n  t h e  
amourit of bu rden  s h a r i n g  t o  be assumed by t h e  c r e d i t o r  c o u n t r i e s .  


